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INTRODUCTION

Enrique Dussel Peters

China’s increasing international presence in the 21% century
has resulted in substantial outflows of foreign direct investments
(oFDI), parallel to foreign direct investment inflows. The scale
and dynamism of China’s OrD1 have been explosive: in 2018 Chi-
nese OFDI accounted for almost uss$ 130 billion —a more than
six-fold increase since 2005, and only second to the United States—
and foreign direct investment inflows and outflows have been
practically equivalent in the last years.

This book will examine the characteristics of China’s OFDI in
Latin America and the Caribbean (LAc) against the background
of this global context. In addition to the size of China’s OFDI in
LAC —during 2011-2018 it accounted for $us 79.12 billion or
almost $ us 10 billion annually in average or 7% of LAC s foreign
direct investments during the period- both the dynamism and
its characteristics are significant. China’s OFDI accounted for less
than $us 500 million until 2003 and increased to levels above
$Us 15.88 billion in 2016, i.e. rapid growth of China’s orDI glob-
ally and in LAC is one of its most important features in the 21*
century. There are relatively few in-depth regional and country-
level analyses of Chinese OFDI, and even less systematic analyses
at the firm level. As several chapters point out, there are even very
substantial different methodologies used to register statistics on
China’s oFDI globally and in Lac.In order to respond to some
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of these topics the book is divided in two sections, totaling 15
chapters. The first section discusses general trends of Chinese
OFDI in LAC from a Chinese perspective and includes the most
recent strategies and regulations of China’s oFD1 (Xiaoyu Song),
while the other three chapters focus on destination countries for
Chinese orDI that provide relevant points of comparison with
LAc: the European Union (Mikko Huotari and Thilo Hanemann),
Africa (Linda Calabrese) and Australia, (Adrian H. Hearn). All
three cases are significant in the sense that not only do they pro-
vide accounts of the different strategies driving of China’s OFDI
—the search for raw materials, exports, the domestic market,
or the acquisition of technology- but they also reflect the respec-
tive extension and depth of China’s orD1 and its economic, social,
environmental and political repercussions.

Section 11 concentrates on country-level case studies of China’s
OoFDI inLAC. Inaddition to the regional LAC experience (Enrique
Dussel Peters), 10 analysts reflect upon country-specific experi-
ences: Argentina (Leonardo E. Stanley), Uruguay (Gustavo Bitten-
court), Brazil (Celio Hiratuka), Colombia (Benjamin Creutzfeldt),
Venezuela (Carlos Eduardo Pina), Panama (Nehemias José Jaén
Celada), Costa Rica (Rafael Arias R. and Luis Vargas M.), Dominican
Republic (Eduardo Klinger Pevida), Jamaica (Jevon Minto), and
Mexico (Enrique Dussel Peters). These chapters start with over-
views of each country’s diplomatic relations with China and also
explore other factors that play into the bilateral relationship. These
chapters ultimately seek to explain the regional and national strat-
egies of China’s OFDI in each country while also explaining the
respective impacts. In some cases, Chinese OFDI has grown sub-
stantially and plays an important macroeconomic and political
role, while in other countries Chinese 0FDI has not accounted
for a single transaction, although expectations are very high.
Even in the cases in which China’s oFDI has not been signifi-
cant, the prevailing belief is that Chinese orD1 will become an
important variable in the future. China’s oFDI in the last decade
has been characterized by its increasing diversity in terms of sec-
tors, countries and property but it is also important to consider
its overall decline in 2017 and 2018. Both Lac and China need

10



INTRODUCTION

to substantially invest and improve the quality of their respective
institutions regarding oFD1. Public, private and academic insti-
tutions in LAC and China specializing in the study of Chinese
OFDI are scarce and insufficient and in many cases, LAC institu-
tions are not sufficiently prepared to enhance Chinese oFDI and
host Chinese firms. Chinese firms are equally ill-prepared to un-
derstand the characteristics of the respective LAC country in terms
of labor, environment, suppliers, clients and other significant so-
cioeconomic factors. Unless both LAc and China make substan-
tial efforts to improve these shortcomings, learning processes will
be costly and have substantial political and diplomatic impacts.
The book is also a continuation of the Academic Network of Latin
America and the Caribbean on China’s (Red ALc-China) more
recent and systematic research highlighting the substantial differ-
ences between trade, financing, infrastructure projects, and OFDI.
Red AL c-China has recently examined the former three topics and
this book will focus on Chinese orDI. The book also follows the
research of Red ALc-China on a group of firm-level case studies
(Dussel Peters 2014) and the annual publications on the Monitor
of Chinese oFDI in LAC (Dussel Peters 2019). Institutional and
individual contributions to these debates are most welcome.

References

Dussel Peters, Enrique (coord.). 2014. La inversion extranjera di-
recta de China en América Latina: 10 estudios de caso. Mexico:
Red aALc-China and unaM/Cechimex.

Dussel Peters, Enrique. 2019. Monitor of China’s OFDI in Latin
America and the Caribbean 2019. Mexico: Red aALc-China.
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CHINA’S OFDI
IN THE WORLD






REGULATIONS OF
CHINESE OFDI

Xiaoyu Song

In 2018, China celebrated the 40th anniversary of its economic re-
forms and opening up to the larger world economy. The economic
successes achieved under these policies are closely linked to the
world market. In 2015, China became a net exporter of foreign
direct investment (Fp1) for the first time in history. In 2016,
Chinese outward foreign direct investment (OFDI) exceeded the
amount of FDI received within China and this gap has widened
further in the last few years. China’s o D1 flows reached uss 196
billion in 2016, an increase of 34.7% over the same period of the
previous year, positioning China as the second largest source
of DI globally. That same year, the stock of the Chinese OFDI
amounted to us$ 1357.39 billion, accounting for 5.2% of global
OFDI stock raising China’s position in the world from eighth to
the sixth place (MoFcoMm, NBsc, and SAFE 2017).

In China, official OF DI statistics have only been kept since 2003
given that before this date there was practically no significant out-
flow of capital. Up until that date, the priority was to attract invest-
ment from abroad as a major source of financing. China became
an important FDI source in the world within a relatively short
period of time and is the only developing country with a middle
income level among the main world sources of Fp1. We will dis-
cuss two features of Chinas oF DI to understand this particular phe-
nomenon. In the first section, we will discuss the methodological
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aspects of gathering OFDI statistics and the high percentage of
round-tripping investment and its implications. In the second
section, we will survey the mesoeconomic factors that determine
Chinese 0FDI, such as the roles played by the main institutions
of the Chinese public sector and their regulatory policies. And
finally, the article will end with a group of conclusions.

The Methodologies of China’s OFDI Statistics

Currently, most of the statistical frameworks adopted to measure
OFDI are from the International Monetary Fund and the oEcD
and are taken from a balance of payments perspective (Galin-
do et al. 2007:15). The existing statistical information is mainly
limited to describing the volume and direction of the Fp1 in-
flow and outflow. It does not allow deeper analyses, such as the
sectoral distribution, motivations for the investments, or their
repercussions. Generally, FDI is considered an investment that
can bring benefits in terms of financing, knowledge and technol-
ogy transfer, access via the foreign investor’s distribution network,
etc. But when foreign investment is really about funds channelled
abroad by domestic investors and returned to the national econ-
omy (round-tripping), it does not generate many benefits for the
economy that initially receives the FDI. A more accurate render-
ing of FDI impacts identifies the ultimate destination for FDI
(urc, ultimate investing country), as established by the oEcD
(Benchmark Definition of Foreign Direct Investment, BMD4). The
size or percentage of FDI identified in this way avoids distorted
interpretations.

According to the OECD’s BMD4, EDI flows and stocks are
best recorded according assets and liabilities and the directional
approach. An assets and liabilities approach does not show the
direction of influence of Fp1 and oFDI. Under the directional
approach, flows and direct investments are measured according to
the direction of investment in the reporting economy (both inflows
and outflows). The asset/liability approach does not take into ac-
count the nature of the companies or the direction of influence

16
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or control between companies. In addition, assets and liabilities
include capital flows that are channelled into Special Purpose En-
tities (spPE), for example, tax havens, as well as those operated
between subsidiaries of transnational corporations on behalf of
the parent companies. These statistics demonstrate an artificial in-
crease or distortion in the amounts of DI in the individual econo-
mies or in the total data at the regional or global level. Under the
asset/liability approach, assets include both assets of the resident
parent as well as assets of resident subsidiaries; liabilities include
both liabilities of resident parent and liabilities of resident sub-
sidiaries. In contrast, the directional approach only considers the
positions of investments abroad of the resident parent, while FDI
inflows only consider the position of resident subsidiaries (Ortiz
Velasquez 2016:5, 6 and 8).

For orDI in Latin American and Caribbean (LAcC) region, the
Academic Network of Latin America and the Caribbean on China
(abbreviated to Red aALc-China in Spanish) has been making ef-
forts to improve the understanding of oF D1 through its Monitor of
Chinese oFDI in Latin America and the Caribbean, published an-
nually since 2016. Statistics are presented from various sources
and at various aggregation levels, and include discussions of the
various methodologies for collecting data on o¥p1, which leads
to a greater understanding of the statistical discrepancies in mea-
surements of Chinese 0FDI (Dussel Peters and Ortiz Velasquez
2016). According to the Monitor, there are three types of statisti-
cal sources of Chinese OFDI currently: international, national,
and private agency sources. This chapter relies mainly on official
Chinese sources of OFDI data.

The difficulty of measuring oFDI is particularly relevant in
the case of China. Before 2003, there were no official statistics
of Chinese 0FDI in the country. In 2002, the Ministry of Com-
merce (MoFcoM) and the National Bureau of Statistics of China
(nBsc) established China’s first “Statistical Regime for Foreign
Direct Investment,” based on international statistical standards
for Fp1. Their first project measured China’s OFDI in the non-fi-
nancial sector. Until 2008, the State Administration of Foreign Ex-
change (sAFE) officially became the regulatory institution for the

17
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management of financial sector Chinese OFDI. Since then, the
three institutions began joint development of a statistical frame-
work for Chinese OFDI statistical data is released on a monthly
basis. MOFcoM collects data on non-financial OFDI and SAFE
on the activities of financial OFDI. NBsC reviews the research to
ensure that the work complies with the established methodologies
and standards. Currently, the “Chinese or D1 Statistical Bulletin” is
published annually with complete data from the previous year in
both Chinese and English (Morcom 2018%).

This statistical source still raises some concerns. The institu-
tions (MorcoM, NBsC and SAFE) that prepare the statistical
registry still have limited experience. However, there has been a
constant improvement: from 2002 to 2016, the Statistical Registra-
tion Regime of Chinese 0FDI has been modified six times. The
version published in 2015 announced that Chinese orp1 would
be accounted for by its final destination instead of the first territory
it touches (Morcom 2015). But at the September 2016 press con-
ference announcing the publication of the last Statistical Bulletin
of orp1 China, officials confirmed that the new criteria had not
yet been applied. The monitoring institutions had tracked Chi-
nese OFDI in SPEs since 2006 but this version was not public and
would only be used internally. These institutions justified continu-
ing to use the first destination of Chinese 0F D1 is: 1) it is more fea-
sible to compare this data with other countries, as only the us and
a few others work on OFDI statistics with final destination crite-
rion and they do not publish these statistics; and 2) more work and
time will be required to collect data by final destination criterion
and the figures cannot be published annually. Even as late as 2018,
MOFcOM made clear that if the first investment location is the
British Virgin Islands, the Cayman Islands, or the Bermuda Is-
lands, for example, those countries would still be counted as the
first country to invest (MoEFcoMm 2018 2).! General OFDI statistics
also do not reveal a great deal about the nature of the investments.

1 On May 8%, 2018, the Ministry of Commerce of China released the “Notice on the
Accomplishment of the 2017 Statistical Bulletin of China’s Outward Foreign Direct

Investment” (€73 55 #7028 )T 50 T 20 1 T4E FEN AN ELIZAL BT v SR S5 A %
AR §H>>
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Many of the statistical reports do not differentiate between invest-
ments that have been effectively realized or only partially realized.
The catalogue of Chinese companies authorized by MorFcoMm to
carry out OFDI (BEAME T AVALI 44 5%) (Lin 2013:205) could
provide another tool for counting OFDI by number of projects.
However, an update to the portal in 2016 made it more difficult to
consult by projects using simple searches by country, authorization
date and company name, etc.

Analyses of the qualitative nature of Chinese 0FDI require dis-
tinguishing approaches and identifying the shortcomings of
different sets of statistics. It is also important to highlight the
Special Purpose Entities where they tend to be the destination of
capital flows, because of their global strategy, low taxes and/or
the preferential policies and instruments offered by the FD1 recipi-
ent countries. In most cases, SPEs are empty companies that do not
carry out productive activities. The inclusion of these flows can in-
flate the real figures. A relevant exception is in the case of mutual or
cross investments that occur when a subsidiary invests in its par-
ent company. In the directional approach, mutual investments
must be subtracted to obtain the total amount of the reporting
country. That is, loans or transactions between parent companies
and their subsidiaries abroad are cross-company accounts and are
often counted as FDI.

In 2016, China’s or DI accelerated to the Americas and Europe,
with China’s direct investment in Latin America rising rapidly to
Uss$ 27.2 billion, an increase of 115.9% over the same period last
year. Meanwhile, China’s OFDI stock in the region is US $ 207.2
billion, accounting for 15.3% of the total. But at the same time,
the geographic distribution of China’s OFDI in the region is not
balanced (see Table 1). At present, China has more than 2,000
overseas enterprises in Latin America, accounting for 5.5% of the
total number of enterprises outside China, mainly concentrated
in the British Virgin Islands, the Cayman Islands, Brazil, Mexico,
Chile and Peru (MorcoM, NBSC and SAFE 2017).

In terms of investment volume, the Chinese 0FDI that flows to
the two offshore financial centers —the Cayman Islands and the
British Virgin Islands- still accounts for the majority of Chinese
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Table 1. Main destinations of the Chinese OFDI in LAC (2009-2016)

(stock, billion us dollars)

2009 2010 2011 2012
Cm.uftry/ OFDI Couxftry/ OFDI Coun-try/ OFDI Courftry/ OFDI
Region Region Region Region
LAC 306 LAC 43.88 LAC 55.17 LAC 68.21
- The - -
The British British The British The British
Virgin 15.06 L 23.24 Virgin 29.26 Virgin 30.85
Virgin
Islands Islands Islands
Islands
The The The Cayman The
Cayman 13.6 Cayman 17.26 I la.nyd 21.69 Cayman 30.07
Islands Islands siands Islands
Brazil 0.36 | Argentina 1.95 Brazil 1.07 | Venezuela 2.04
Peru 0.28 Brazil 0.92 Peru 0.8 Brazil 1.44
Venezuela 0.27 Peru 0.65 Venezuela 0.5 Argentina 0.89
2013 2014 2015 2016
Country/ Country/ Country/ Country/
Region Region Region Region
86.09 106.11 126.32 207.15
The Bgtjiesh The Cayman The
Cayman 42.32 .. 49.32 Y 62.4 Cayman 104.21
Virgin Islands
Islands Islands
Islands
'The British The The British The British
Virgin 33.9 Cayman 44.24 Virgin 51.67 Virgin 88.77
Islands Islands Islands Islands
Venezuela 2.36 Brazil 2.83 Venezuela 2.8 Brazil 2.96
Brazil 1.73 Venezuela 2.49 Brazil 2.26 Venezuela 2.74
Argentina 1.66 Argentina 1.79 Argentina 1.95 Argentina 1.94

Source: author ’s elaboration based on MOFCOM, NBSC and SAFE
(2010-2017).

investment in Latin America (see Figure 1). An average of 90.9%
of Chinese oFDI in LAC flowed to the Cayman Islands and the
British Islands between 2009 and 2016. These two countries
are SPEs, which implies that capital flows do not stop there. The
home and host countries are the often the same one and “foreign”
investments are not foreign but rather flow through SPEs like the
Cayman Islands and the British Virgin Islands to enjoy certain
local tax incentives and take advantage of preferential EDI policies

20
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Figure 1. Participation of the Chinese OFDI in SPEs in Latin America

and the Caribbean, 2009-2016 (%)

93,66~ 9
93 23 1 /
92 G -

z:’ AN 893 /90/

89 332 88

T T
2009 2010 2011 2012 2013 2014 2015 2016

== Chinese OFDI in SPE of LAC

Source: author's own calculation and elaboration based on MOFCOM, NBSC and SAFE
(2010-2017).

Note: The calculation is made by dividing the sum of Chinese orp1 directed to
the Cayman Islands and the British Virgin Islands by the total of the Chinese
orpr in Latin America and the Caribbean.

These investment flows do not generate the respective benefits
linked to FD1 (financing, technology, upgrading and employment,
etc.) in these Caribbean islands. It is relevant to identify this part
of the round-tripping investment since its participation in the
total of the Chinese OFDI in the region is absolutely high. And
then, we can conclude that understanding the different method-
ologies on the registration of the 0FDI is crucial, not only to un-
derstand the discrepancies between different statistical sources,
but also to understand the qualitatively important discussions
such as this case of the Chinese OFDI in LAC.

Regulating Chinese Public Sector oFD1, 2000-2018

A large part of Chinese oFDI is channelled through public com-
panies with financing from public banks. China has a closed
capital account and a controlled exchange rate regime and many
multinational companies remain public. The public sector is om-
nipresent in China and in relations with other countries, directly
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(by ownership) or indirectly (by incentives, financing, procure-
ment, etc.). The public sector has been able to generate massive
incentives to increase production and productivity while main-
taining public ownership (Dussel Peters and Armony 2015:52,
62 and 66). Currently the main authorities regulating Chinese
OFDI are the National Development and Reform Commission
(NDRC), the Ministry of Commerce (MOFcOM), and the State
Administration of Foreign Exchanges of China (SAFE), all
of which are under the direction of the State Council (NDRC
2018; morcoM 2018?%). Chinese investors must register and ob-
tain the approval of all three government authorities. NDRC is
responsible for the planning, supervision, and coordination of
projects, MOFCOM examines the investment proposal and SAFE
reviews the sources and remittances of the currencies involved.
Chinese acquirers must first register and obtain approval from
SAFE, then request the corresponding NDRC ratification at the
national or provincial level, and finally request certification from
MOFCOM before remitting funds abroad. Investors must also ob-
tain ratification from sAsAc (State-owned Assets Supervision and
Administration Commission) if the proposed acquisition involves
property owned by the state (including state companies and those
that are not owned by the state but where the government has a
certain percentage of shares). Besides that, the Ministry of Finance,
the sasac, the Ministry of Industry and Information Technol-
ogy, the People’s Bank of China, the China Banking Regulatory
Commission, and the China Insurance Regulatory Commission
are also involved in the regulation of oFDI. Among them, the
Ministry of Finance, the State-Owned Assets Supervision and
Administration Commission and the Ministry of Industry and In-
formation Technology mainly manage the state-owned assets that
they are responsible for, while the People’s Bank of China, the
China Banking Regulatory Commission and the China Insur-
ance Regulatory Commission mainly manage the financial in-
stitutions. In this document, we will focus on the approval and
regulatory system of the National Development and Reform Com-
mission and the Ministry of Commerce.

22
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The first approval and regulatory system -laid out in De-
crees No. 19 y No. 21 of NDRC?- for OFDI is based on the State
Council’s “Decision on Investment System Reform,” adopted on
July 16, 2004 (GRPCh 2004). This system established the transi-
tion from the examination and approval system to the approval
system for overseas investment regulation and clearly stipulates
that the NDRc is the responsible institution for the approval of
overseas investment projects while the Ministry of Commerce is
responsible for the approval of overseas investment enterprises.

The “Decision of the State Council on Investment System
Reform” has three regulations for overseas investment. First, in-
vestment projects with a total of us$30 million and above and
non-resource projects with investment of us $ 10 million and above
should be approved by the National Development and Reform
Commission. Second, for overseas investment projects other
than the above projects, the projects invested by the central enter-
prises shall be reported to the National Development and Reform
Commission and the Ministry of Commerce and the projects in-
vested by other enterprises need be approved by local governments
in accordance with relevant regulations. Third, the domestic en-
terprises that invest in foreign companies (excluding financial
enterprises) shall be approved by the Ministry of Commerce.

Based on the above decision, the National Development and
Reform Commission issued the “Interim Administrative Measures
for the Approval of Overseas Investment Projects” on October 9,
2004. In addition to detailed regulations on approval procedures
and conditions, the approval authority was further subdivided.
Natural resource projects of uss 30-200 million and large non-
resource projects with remittances of us$ 10-50 million need to
be approved by NDRc. For resource projects below uss 30 mil-
lion and non-resource projects below us$ 10 million, the central
enterprises do not need to be approved. They only need to go to

2 On September 15%, 2004, the National Development and Reform Commission of
China promulgated the No.19" Decree “Interim Measures for the Approval of Enter-
prise Investment Projects” ( (V9T H ZHEE 17 /02:) ) and on October 9
of the same year, the No. 21* Decree “Interim Measures for the Approval of Overseas
Investment Projects” ( (3E4ME T I HAZMERAT 4 FLJME) ) was issued.
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the NDRc for filing and local enterprises are approved by the pro-
vincial development and reform departments. Prior to this, all for-
eign investment projects with a Chinese investment of more than
Us$ 1 million had to be approved by the State Council.

This document also provides relatively clear rules for the ap-
proval process. The approval period is generally 20 working days
and a maximum of 30 working days. However, the approval pe-
riod does not include the time that the consulting agency may
need to be commissioned for evaluation and the evaluation time
of the consulting agency is not clearly defined. For overseas ac-
quisitions and bidding projects, the National Development and
Reform Commission also issued the “Notice on Improving Issues
Concerning the Management of Overseas Investment Projects” on
June 8, 2009, stipulating that before signing a binding agreement
and filing a binding quotation and an application with the govern-
ment department of the other country, the project shall submit a
project information report to the NDRrRC and copy to the industry
management department of the State Council.

According to the “Decision of the State Council on Invest-
ment System Reform” of 2004, the Ministry of Commerce also
issued the “Regulations on the Approval of Mainland Enterprises
to Hong Kong and Macao Special Administrative Regions” on
August 31 and October 1, 2004. These regulations stipulate that
central enterprises shall be approved by the Ministry of Commerce
and local enterprises by the provincial competent commercial ad-
ministrations. On March 16, 2009, the Ministry of Commerce
further defined the approval authority when the “Measures for
the Administration of Overseas Investment” was revised. Chinese
OFDI of more than Us$100 million should be approved by
the Ministry of Commerce and local enterprises with a total in-
vestment of us$ 10-100 million shall be approved by the local
commerce authorities. Others can be approved only by filling in
the application form in the “Overseas Investment Management
System” of the Ministry of Commerce.

This new regulatory framework significantly reduced the ap-
proval time for OFDI projects and eliminated some of the crite-
ria amount of investment. The exchange rate regime was further
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relaxed during this period. The regulatory approach went from
restricting OFDI amounts to evaluating the performance of OFDI.
To improve the support of the OFDI projects, a national data bank
was set up to disseminate general information of the Chinese OFDI
although the quality of the data is still limited even today.

Prior to 2016, the regulatory policies for overseas investment
in China focused on the promotion . In 2000, the state proposed
a “Going global” strategy, which encouraged Chinese companies
to invest directly overseas. The corresponding implementation
rules were introduced in 2004. Subsequently, in 2009 and 2011, the
authorities further relaxed restrictions on overseas direct invest-
ment, gradually decentralizing audit authority, simplified audit
procedures, and improved the efficiency in term of time. In 2014,
Chinas OFDI entered an era of renewed regulation. Since then,
the procedures for approval and filing of foreign direct investment
have been further standardized, processes have been streamlined,
and efficiency has been continuously improved. In 2015, China
further simplified the foreign exchange management policy for
foreign direct investment, and banks can directly review foreign
exchange registration under overseas direct investment.

However, 2016 became a turning point. That year, global 0OFDI1
fell by 2% while China’s OF DI increased by 34.7% year-on-year and
its non-financial oFDI increased by 49.3%. Debt instrument in-
vestment was 4.6 times that of the previous year. From the industry
point of view, OFDI in some industries is extremely overheated.
For example, foreign direct investment in the accommodation
and catering industry increased by 124.8% year-on-year, 121.4%
in the culture, sports and entertainment industry, and 95.8% in
the real estate industry (Wang and Zhang 2018).

Such large-scale and unbalanced foreign investment activi-
ties, especially in the context of the weak Renminbi exchange rate
and the rapid shrinkage of foreign exchange reserves, resulted in
greater vigilance on the part of the Chinese government. By the end
of 2016, the regulatory authorities began to strengthen the authen-
ticity review of overseas investment, clearly indicating that they
should pay close attention to irrational overseas investment be-
haviors in real estate, hotels, cinemas, entertainment, sports clubs
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and other fields. Under a series of temporary measures, from Jan-
uary to November 2017, China’s new non-financial foreign direct
investment fell by 33.5% year-on-year. In November, there was
no new investment in real estate, sports and entertainment in-
dustry. Rational foreign investment was largely contained (Wang
and Zhang 2018).

In the second half of 2017, the overseas investment policy en-
tered a period of intense review. On August 4th, the National De-
velopment and Reform Commission, the Ministry of Commerce,
and the People’s Bank jointly issued the “Opinions on Further
Guiding and Regulating the Direction of Overseas Investment,”
clarifying the categories of overseas investment in encouraged,
restricted, and prohibited categories. On December 18th, the
National Development and Reform Commission, the Ministry
of Commerce, and the People’s Bank of China jointly issued the
“Code of Conduct for Overseas Investment and Management of
Private Enterprises,” which covered five aspects: management,
compliance, social responsibility, environmental protection, and
risk prevention and control. On December 26, the National De-
velopment and Reform Commission issued the “Measures for the
Administration of Overseas Investment by Enterprises.” The new
measures came into effect on March 1, 2018 (Wang 2018).

The new regulations stipulate that within the scope of duties
prescribed by the State Council, the National Development and
Reform Commission shall perform the duties of the foreign in-
vestment authorities and provide macro guidance, comprehensive
services, and full-scale supervision of overseas investment in ac-
cordance with the needs of safeguarding China’s national interests
and national security. The Chinese OFDI approving authority is the
National Development and Reform Commission, which will carry
out the approval process to all sensitive projects, including ones
related to sensitive countries and regions and industries. Sensitive
countries and regions are defined as: 1) countries and regions that
have not established diplomatic relations with China; 2) countries
and regions where war or civil strife occur; and 3) countries and
regions that need to restrict enterprises’ investment according to
international treaties and agreements concluded by or participated
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in by China. The sensitive industries referred to in these measures
include: 1) development, production, and maintenance of weapons
and equipment; 2) development and utilization of cross-border
water resources; 3) news media; and 4) other industries which are
prohibited according to China’s laws and regulations and relevant
regulatory policies: real estate, hotels, the entertainment industry,
sports clubs, and the establishment of equity investment funds or
investment platforms without specific industrial projects overseas.
This sensitive industry catalogue was issued by the National De-
velopment and Reform Commission in 2018 (NDRC 2018).

In 2017, China’s non-financial 0rDI1 fell by 29% year-on-year.
This was the first time since China’s foreign direct investment
statistics system was established in 2002 that China’s OFDI expe-
rienced negative growth. The Minister of Commerce pointed out
that this decline was mainly due to the effective containment of
irrational foreign investment. Future investments should focus on
the fundamental improvement of its quality.

Conclusions

In this document, we analyse —the registration of statistics and
the regulations of Chinese 0FDI from a Chinese perspective. The
statistical registry of oFDI is of the utmost importance, since it
allows observations and analyses. FDI is considered an invest-
ment that can bring benefits in terms of financing, knowledge
and technology transfer, and access of the foreign investor’s distri-
bution network. But when foreign investment is really no more
than funds channelled abroad by domestic investors and returned
to the national economy, it will not generate additional effects
linked to Ep1. The importance of the FDI registration method
is the ultimate destination for FDI established by the 0ECD in the
fourth edition of its Manual of Definitions of FD1. It is relevant to
know the size or percentage of this type of investment because it
can reflect the problems and avoid distorted interpretations of the
policy towards FD1I of a country. The capital flows channelled into
SPEs, for example, tax havens, as well as those operated between
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subsidiaries of transnational corporations on behalf of the parent
companies will cause an artificial increase or a distortion of the
amounts of FDI in the individual economies or in the total data at
the regional or global level.

In 2016, China’s OFDI in LAC rose rapidly to uss 27.2 billion,
an increase of 115.9% over the same period last year. Meanwhile,
Chinas oFDI stock in the region is us$ 207.2 billion, accounting
for 15.3% of the total. At the same time, the geographic distribution
of China’s oFDI in the region is not balanced. At present, China
has more than 2,000 overseas enterprises in LAC, mainly con-
centrated in the British Virgin Islands, the Cayman Islands,
Brazil, Mexico, Chile and Peru. In terms of investment volume,
the Chinese oFDI that flows to the two offshore financial centers
—the Cayman Islands and the British Virgin Islands- still account
for the majority of Chinese investment in LAC. An average of
90.9% of the Chinese 0FDI in region has flowed to the Cayman
Islands and the British Islands during 2009-2016. These are the
round-tripping investment which only go to these places to enjoy
certain local tax incentives and then they return to home coun-
try as a foreign investment in order to acceded the preferential
policies for DI of the “host” country. Therefore, these invest-
ment flows cannot generate the respective benefits linked to an
FDI (financing, technology, upgrading and employment, etc.)
in these Caribbean islands. It is relevant to identify this part of
the round-tripping investment since its participation in the total
of the Chinese 0FDI in the region is absolutely high. And then,
we can conclude that understanding the different methodologies
on the registration of the 0Fp1 is crucial, not only to understand
the discrepancies between different statistical sources, but also to
understand the qualitatively important discussions such as this
case of the Chinese OFDI in LAC.

However, in 2018, morcoM still clearly emphasized to con-
tinue with the statistical principles about the countries and regions
to invest based on the 2016 annual Bulletin: if the first investment
location is the British Virgin Islands, the Cayman Islands or the
Bermuda Islands, it will still be counted as the first country to
invest, although from 2002 to 2016, the Statistical Registration
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Regime of Chinese 0FDI has been modified six times. And the
latest version was published in 2015 where it announces that
the Chinese orD1 will be accounted for by its final destination
instead of the first territory it touches.

And in the second section, we talk about the regulations of
the Chinese oFDI. It is essential to understand the Chinese pub-
lic sector for a rigorous analysis such as this case of the Chinese
oFDI. Currently the competent authorities of the Chinese 0FDI
are the National Development and Reform Commission, the Min-
istry of Commerce and the State Administration of Foreign Ex-
changes of China, which are three public institutions under the
direction of the State Council. In a case of 0rD1, the Chinese in-
vestor must register and obtain the approval of three government
authorities: NDRC, which is responsible for the planning, supervi-
sion and harmonization of the projects; MOFcoM examines the in-
vestment proposal; and SAFE is responsible for reviewing the
sources and remittances of the currencies involved.

Prior to 2016, we can conclude that the regulatory policies for
overseas investment in China were still dominated by deregula-
tion. In 2000, the state proposed a “Going global” strategy, which
encouraged Chinese companies to invest directly overseas. The
corresponding implementation rules were introduced in 2004.
In 2009 and 2011, the competent authorities further relaxed re-
strictions on overseas direct investment, gradually decentralized
audit authority, simplified audit procedures and improved the ef-
ficiency. In 2014, China’s OFDI entered an era of reporting and
approval. In the second half of 2017, the overseas investment new
policy entered a period of intensive release. However, 2016 became
a turning point. From the end of 2016, the regulatory authorities
began to strengthen the authenticity review of overseas invest-
ment, clearly indicating that they should pay close attention to
irrational overseas investment behaviours in real estate, hotels,
cinemas, entertainment, sports clubs and other fields. On Au-
gust 4th, the National Development and Reform Commission, the
Ministry of Commerce, and the People’s Bank jointly issued
the “Opinions on Further Guiding and Regulating the Direction
of Overseas Investment’, clarifying the categories of overseas
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investment in encouraged, restricted and prohibited categories.
And in the latest version of the regulation of NDRC and MOFCOM,
a catalogue of sensitive projects is issued and it includes all the
countries, regions and industries where the Chinese oFp1 should
be applied the approval process or be limited or prohibited. These
recent regulations on China’s oFDI in China will be revealing for
Latin American countries, especially those that are about to initi-
ate cooperation agendas in this area. The very specific catalogues
will help the countries of the region to know the sectors where
Chinese 0FDI may or may not attract.
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EU-CHINA FDI

Thilo Hanemann and Mikko Huotari

Introduction

The European Union (EU) has become one of the favorite desti-
nations for Chinese outbound foreign direct investment (OFDI).
Annual Chinese oFDI in the 28 EU economies has grown from
EUR 700 million in 2008 to EUR 35 billion in 2016. In 2017, Chi-
nese investment in the EU dropped to EUR 30 billion, the first
decline in four years, in the wake of China’s regulatory crackdown
on outbound capital flows.

Despite the drop, 2017 was still the year with the second largest
inflow of Chinese EDI into the EU, and it was the year with the
largest Chinese investment in Europe when counting the EUR 38
billion Syngenta takeover in Switzerland. Moreover, deal-making
picked up later in the year, and the 2018 pipeline is filled with more
than EUR 10 billion of pending acquisitions.

The growth and resilience of Chinese investment flows is elic-
iting both enthusiasm and anxiety in Europe. Some politicians
are excited about the prospect of new investments to revitalize
their local economies and better connect them with the booming
Chinese consumer market. Others are concerned about potential
security risks and negative economic impacts.

The discussions about potential risks from Chinese Fp1 have
continued throughout 2017 and into 2018, despite the apparent
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slowdown of Chinese investment activity. One increasingly im-
portant concern is the lack of reciprocity in EU-China investment
relations. While Chinese investors enjoy the same rights in the
EU market as any European business, China still heavily restricts
foreign investment in its markets, and it has not delivered on many
promises to remove formal and informal hurdles for European
companies operating in China.

This gap in investment openness raises concerns about de-
trimental economic impacts such as unfair competition and re-
sulting market distortions but it also creates a sense among EU
citizens and businesses that the playing field between Europe
and China is not level. This strengthens protectionist sentiment and
fuels political backlash against economic engagement with China.
Thus, the resolution of reciprocity concerns will be critical for the
future trajectory of EU-China economic relations.

The European debate about reciprocity is often guided by emo-
tions and preconceived notions of an unfair China. There has not
been much systematic effort to collect empirical evidence of reci-
procity gaps. This lack of reliable information allows the debate to
be politicized by special interests, which in turn undermines the
argument vis-d-vis China.

In this report, we first explain what reciprocity means and
what role it has played in creating today’s institutional environ-
ment for global trade and investment. Then we describe why the
emergence of China as a global investor is challenging those prin-
ciples. Finally, we discuss the negative impacts for Europe from
this reciprocity gap and illustrate the urgent need to address the
existing gap. We conclude by offering recommendations to Euro-
pean policymakers.

The Diagnosis: EU-China Investment Relations Lack
Reciprocity

“Reciprocity;” or the lack thereof, has become the new buzzword in
EU-China investment relations. The term is commonly used to de-
scribe an unfair gap between market access of Chinese investors
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in Europe and European companies in China. However, it is
poorly defined and used in different contexts. In this section, we
first clarify the basic concept of reciprocity, then review different
metrics to help quantify the eu-China reciprocity gap, and lastly
discuss why European leaders urgently need to address the gap.

Reciprocity is an important concept in social and political re-
lations and has become the guiding principle in economic glo-
balization. In the broader context, reciprocity refers to rough
equivalence in “actions that are contingent on rewarding actions
from others and that can cease when these expected reactions are
not forthcoming.”

Between sovereign states it is considered a standard of behavior
which can produce cooperation and constitutes the foundation
of international legal obligations. In the context of international
economics, the concept of reciprocity has mostly been associ-
ated with liberal trade policies. Major international commercial
treaties since the 18" century have referred to reciprocity in trade
concessions. Most importantly, the reciprocity principle is the cen-
tral norm of the General Agreement on Tariffs and Trade (GATT)
and the World Trade Organization (wTo0). In addition to serving
as guiding principle for coordinated liberalization (upward con-
vergence in openness), reciprocity can also refer to in-kind re-
sponses to both beneficial or harmful acts, such as countries or
politicians lowering or increasing market access barriers in reaction
to declining or increasing levels of protection in another country.

Historically, most bilateral and multilateral economic agree-
ments were not based on absolute reciprocity requirements (i.e.
full equivalence of market opportunities), but on the notion of
relative equivalence of benefits that consider a country’s specific
characteristics and developmental situation. For example, the in-
tegration of developing and emerging economies into global ar-
rangements such as GATT/WToO was based on relative reciprocity
concepts that allowed phase out periods, grandfathering preexist-
ing provisions and other exceptions.

While reciprocity principles have been the foundation for many
trade agreements, their application on investment relations has re-
mained rare. Rules related to reciprocity in investment relations
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inside the wTo framework remain limited and attempts to promote
investment reciprocity in multilateral agreements in the late 1990s
(the oecp Multilateral Agreement on Investment) have failed.!
Today, international agreements on investment openness are
limited to bilateral investment treaties and several regional ar-
rangements with investment provisions.? In the absence of global
agreements, global investment openness was mostly promoted
by a coalition of advanced economies as well as unilateral measures
to liberalize foreign capital inflows irrespective of the same treat-
ment overseas. For instance, the EU treaties include the principle of
free movement of capital toward not only EuU members but also
third countries on an explicitly non-reciprocal basis (Judgement
of the Court 2007). Existing EU and 0OECD commitments explicitly
rule out most forms of reciprocity conditionality regarding invest-
ment openness (OECD 2018).

For most of the past three decades, this status quo worked well
since global cross-border investment flows were dominated by
OECD economies that by and large followed those basic prin-
ciples of mutual investment openness. Asymmetries in investment
openness between 0ECD nations and China were a second order
priority for policymakers. For one, China had few legal obliga-
tions under Wro/GATT to liberalize investment access. Two, the
Asian Financial Crisis of 1997 and the Global Financial Crisis of
2008/2009 reinforced the notion that it was prudent for an emerg-
ing economy like China to only gradually liberalize its capital
account. Third, multinationals were making handsome profits in
China despite investment restrictions, and the Chinese govern-
ment promised to continue liberalization of closed sectors. Fourth,
as Chinese outbound investment remained negligible for the
first three decades of reform, there were no Chinese companies
that benefited from the tilted playing field outside of the Chinese
market.

1 trIPs, The Agreement on Trade-Related Aspects of Intellectual Property Rights; and
GATS, the General Agreement on Trade in Services.

2 For example the North American Free Trade Agreement or the Vietnam-eu Free
Trade Agreement signed in 2018.

36



EU-CHINA FDI

Several of these variables have changed in recent years. Growth
rates in the Chinese economy have slowed, increasing competi-
tion and thus the need for a level playing field. At the same time,
Beijing has been slow delivering on b1 liberalization and other
market-oriented reforms. Finally, Chinese outbound investment
has soared, allowing Chinese corporations to enjoy European
openness while being protected from foreign competition at home.

The reciprocity problem with China extends to restrictions at
market entry (i.e. foreign companies are not allowed to invest in
certain sectors) as well as formal and informal discrimination post
market entry (i.e. companies can invest but face disadvantages
operating in China compared to Chinese-owned companies). Re-
cently announced policies to level the playing field are ambitious
but they have not yet led to a measurable improvement of either
dimension, and the recent track record casts significant doubts on
the Chinese government’s determination to fully implement them.

One dimension of openness is “de jure” openness to FDI, i.e. to
what extent laws and regulations prohibit foreigners to invest in
a country’s economy. Using this yardstick, EU member states are
considered among the most open economies in the world, in com-
parison to the global average as well as other advanced economies
(Figure 1). China, on the contrary, despite its history of reform
and opening up, remains heavily restrictive. On aggregate, China
ranks as one of the most restrictive economies in the world, well
below the 0ECD average and even below most emerging markets.’?

A more detailed breakdown of EDI restrictions by industry re-
veals discrepancies across sectors (Figure 2). In virtually all indus-
tries, China is vastly more restrictive compared to EU economies.
The discrepancies are especially large in the service sector, which
remains heavily protected in China and restricted for foreign com-
panies. Real estate is the only sector, in which EU economies, on
aggregate, have restrictions similar to those in China.

3 The focus on formal restrictions distorts this perspective. If we were to take into ac-
count informal ¥p1 discrimination, China would likely score better in a comparison
with its emerging market peers.
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Figure 1. Formal FDI Restrictions
FDI Restrictiveness (Index: 1=Closed / 0=Open),

Selected Economies and Country Groups, 2016
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Figure 2. Chinese and EU Restrictions
EDI Restrictiveness Index (1=Closed / 0=Open),

EU vs. China, Sector by Sector, 2016
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Figure 3. FDI Liberalization
Formal FDI Restrictiveness Index (1=Closed / 0=Open) for China by sector,

2003-2016
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Another useful perspective is the evolution of EDI restrictiveness
over time. Figure 3 illustrates that Chinas FDI reform momen-
tum was strong in the early 2000s but slowed since 2006. That prog-
ress virtually stalled until 2013. Since 2014, the pace of reform has
picked up again. This reflects China’s efforts to transition from an
approval system (based on three lists of prohibited, restricted and
encouraged sectors) to a new regulatory framework for Fp1 that
will give foreign investors access to all sectors except ones defined
through a negative list. If properly implemented, the new regime
would legally abandon the distinction between foreign enterprises
and local private firms in those sectors that are not on the negative
list. In addition to this general administrative overhaul Beijing has
recently made some progress in removing several sectors from the
list of restricted or prohibited sectors.*

4 Relaxations included lifting of ownership percentage in steel, ethylene, oil refining,
paper manufacturing; opening-up of non-ferrous metal smelting, small construction
machinery manufacturing, and ordinary bearings manufacturing; and opening-up of
import and export commodity inspection and certification, railway freight transport,
insurance brokerage, accounting companies and trust companies.
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A second important dimension of reciprocity is the treatment
of foreign companies post market entry. While foreign compa-
nies enjoy equal rights and regulatory treatment in the European
Union, China still discriminates against European and other for-
eign businesses. For decades, foreign-invested enterprises have
been defined a separate group in the Chinese economy, which was
subject to special treatment and different rules than domestic (i.e.
Chinese-owned) companies. Informal discrimination against for-
eign-owned businesses continues to be widespread, especially on
local government levels. There is abundant research documenting
a wide range of administrative practices restraining foreign inves-
tors post-establishment.” Surveys among foreign businesses broad-
ly confirm these findings. Over the past decade, companies have
regularly complained about unequal enforcement of laws and
other discriminatory practices (The European Union Chamber of
Commerce in China 2018).

Notably, while formal FDI restrictiveness shows improvement
since 2014, survey data suggests that informal discrimination has
worsened in recent years. For the past four years, more than half
of European companies have consistently reported that they are
treated unfairly compared to domestic Chinese companies. More-
over, foreign businesses do not report high confidence that China
will be able to implement substantial reforms that can address these
problems in the coming years. There are significant concerns that
new policies (such as Made in China 2025, 1cT localization, cyber
security or the implementation of the Anti-Monopoly law) will
continue to tilt the playing field in favor of Chinese-owned busi-
nesses, even if China moves to legally abolish special treatment of
foreign companies.

5  This includes measures such as a targeted enforcement of laws, financial support and
other favorable treatment for local companies, and limited access to government
procurement on all levels of the Chinese administrative system.
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FDI Reform Announcements Warrant Skepticism

Since 2014, Beijing has made a push to re-ignite reforms that
would address both market entry restrictions as well as post-
market entry discrimination. China has made some progress on
both goals in the course of 2017.

First, China has officially decided to abolish its traditional Fp1
regime and replace it with a framework that is based on pre-es-
tablishment rights restricted by a negative list only. This decision
paves the way for China to abandon its planned economy approach
to FDI and move closer to a modern approach for regulating Fp1.
While the negative list started out as an amalgamation of its lists
of restricted and prohibited sectors, China cut it down throughout
2017 and demonstrated greater seriousness in reducing red tape
for foreign investors. In July 2017, Morcom updated its regula-
tion on the recording process for FI1E establishment and change,
formally eliminating approvals for foreign acquisitions in China
(MmorcoMm 2018). In August 2017, the State Council promised to
open an additional 12 sectors, including electric vehicles and fi-
nancial services, to foreign investment.® During u.s. President
Trump’s visit in November 2017, China announced to further open
up foreign ownership in the financial services sector (The State
Council of the People’s Republic of China 2017). At the end of
2017, China announced to temporarily exempt foreign firms from
taxes on profits reinvested in certain industries specified by Beijing
(MmorcoMm 2017/a). Other incremental changes in the past few
months include further opening up of services sectors in the city
of Beijing and regulatory changes to support opening up in the
Free Trade Zones (xyYz 2017/a, 2018).

Second, China’s leadership has vowed to address the discrimi-
natory treatment of foreign-owned companies. At a central fi-
nancial and economics Leading Small Group meeting in summer

6 The 12 sectors are: special-use vehicles and new energy automobile manufactur-
ing, ship design, regional and general aircraft repair and maintenance, international
maritime transport, rail passenger transport, gas stations, internet access service busi-
nesses (i.e. internet cafes), call centers, performance brokers, banking, securities, and
insurance.
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2017, President Xi himself stated the goal that “after entry, [foreign
and domestic companies] should be equal in law and consistent
in policy, and have national treatment” (Xinhua 2017). A State
Council document on EDI reforms from August 2017 included
the promise to “guarantee post-entry national treatment” for for-
eign companies. That same document also promised a range of
policies aimed at tackling informal discrimination facing FIEs,
including in taxation, personnel and visa, foreign exchange, intel-
lectual property, and participation in initiatives such as “Made in
China 2025” (Mmorcom 2017/b; xYz 2017/b).

These steps are positive, and China’s top leaders have prom-
ised to “exceed expectations of the international community” with
further pushing forward reforms in 2018 (He 2018). However,
serious concerns remain about China’s ability to fully and timely
implement the announced Fp1 reforms. In general, Beijing has
made very slow progress on the market-oriented reform agenda
it promised in late 2013 (Asia Society and Rhodium Group 2018).
To the contrary, China under Xi Jinping has in fact moved back-
wards in some regards by replacing doubling down on industrial
policies and greater party-state guidance in key sectors of the
economy. Examples are the re-introduction of capital controls
for foreign investors, the pursuit of industrial policies that discrim-
inate against foreign companies, and the selective and sometimes
mercantilist implementation of tools such as the Anti-Monopo-
ly Law or the Chinese Intellectual Property regime. Ultimately,
only with substantial progress towards more rule of law in China
would foreign companies enjoy the necessary “contestability” for
equal market participation. The past track record suggests that
foreign skepticism about implementation of FD1 reforms and their
robustness is warranted.

The Impacts of the Lack of Investment Reciprocity
The described asymmetries in investment openness are not just

a theoretical problem. They already cause major imbalances and
distortions in capital flows between China and Europe, and they
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Table 1. Chinese Acquisitions in Europe over $1 billion vs. the Permissibility of
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cause real harm to European businesses and consumers. Finally,
the perception of China as a free rider of the international trading
system amplifies protectionist sentiment in the European public
and undermines efforts for deepening economic cooperation with
China. At the most granular level, the lack of reciprocity in market
access leads to unfair competition between individual companies.
Table 1 shows all Chinese takeovers with a value of us$ 1 billion or
more in the period from 2000 to 2017. One quarter of those deals
could not have legally been possible in the other direction at the
same time as foreign investment in those sectors was prohibited or
restricted. In half of the instances, the transactions would have been
legally permissible but highly unlikely to be approved because of
state control, industrial policies and other factors.” In other words,
roughly three out of four of the largest Chinese acquisitions in
Europe since 2000 could not have happened the other way around.

On an aggregate level, these existing barriers have already led
to visible imbalances in Eu-China Fp1 flows. Traditionally, EU
EDI flows into China were significantly higher than Chinese out-
bound flows, which is in line with what economic theory would
predict. Since 2010 the tide has turned rapidly, with Chinese Fp1 in
the EU overtaking flows in the other direction since 2014. For the
past three years, Chinese D1 in the EU surpassed EU FDI in China
by a factor of three (Figure 4). These flows were almost exclusively
driven by M&A activity, which remains heavily restricted in the
other direction. Within a span of just five years, Chinas FDp1 stock
in Europe has caught up to Europe’s FpI stock in China (Figure 5).

Bilateral Fp1 flows are rarely perfectly balanced and reflect a
host of macroeconomic, commercial, and firm-level factors in-
cluding different development levels, comparative advantage, fi-
nancial expectations, and other variables. However, there is clear
evidence that political factors are causing imbalances that would
not exist under free market conditions. In 2016, Chinese invest-
ment in the EU was higher than EU investment in China in 10 out
of 15 industries. Chinese restrictions are a major factor for this

7 'This classification is based on the authors’ personal judgment, considering legal docu-
ments, empirical data (precedents of foreign M&a in those sectors) and conversations
with M&a professionals in China.
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Figure 4. Chinese FD1 Flows to the EU Annual value of 3 -China Bilateral Fp1
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Figure 5. Cumulative Chinese FDI in the EU has now caught up with EU ¥p1 in China
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imbalance, plainly visible for example in transport and infrastruc-
ture, entertainment, and energy and power generation (see Figure 6).

Moreover, the investment flows that are happening are clearly
distorted by Chinese ownership restrictions that force foreign
companies into minority joint ventures. Figure 7 illustrates that
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Figure 6. Two-way EU-China FD1 Dynamics by Sector
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at the example of two-way EDI in the automotive sector between
Germany and China. Chinese investors mostly take majority
stakes in in the German auto sector while German investors are
forced to have more than half of their capital in China in minority
stakes. Of the $27 billion of German Fp1 in the Chinese automo-
tive sector, 55% was invested in joint ventures in which German
companies were by law only permitted to have a minority stake of
49% or lower. Flows in the other direction were lower ($4 billion),
but almost exclusively went into operations in which the Chinese
investor held controlling ownership stakes.

Figure 7. Cumulative Value of Fp1 Transactions, 2000-2017
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Source: author s elaboration based on Rhodium Group.

If it persists, the lack of investment reciprocity can generate seri-
ous economic harm to European producers and consumers.
Uneven market access is a distortion of free competition, which
poses a serious threat to the functioning of efficient markets. It pro-
tects less competitive Chinese firms from being defeated or swal-
lowed by more productive overseas companies. It could even allow
these less productive firms to acquire or defeat more productive
overseas firms in their own home market, especially if additional
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subsidies and other distortions exacerbate the situation. If persis-
tent, such patterns could lead to consolidation of an industry in the
hands of inefficient but protected players. This in turn has serious
negative implications for consumer welfare and innovation.

Take, for example, the automotive industry. European auto
manufacturers face high tariffs of 25% and higher as well as taxes
on car imports into China. For manufacturing and selling cars in
China, they are required to engage in a joint venture with a Chi-
nese company, which they cannot control (they can own a maxi-
mum of 49%) and are expected to share technology. Moreover,
there are special requirements for localization of supply chains.
Chinese companies on the other hand are free to enter the Euro-
pean market through 100% ownership of greenfield facilities, and
they are free to acquire 100% ownership of existing European
automakers as well as auto suppliers. In short, Chinese companies
can utilize EU acquisitions and R&D operations to improve their
competitiveness while they are protected through equity caps and
import tariffs from European firms in China.

Reciprocity concerns get further elevated in the case of China
because of its economic size. China is already the world’s second
largest economy with a Gross Domestic Product of uss 12 trillion
in 2017, and it is projected to surpass the United States as the
world’s biggest economy around 2032 (CEBR 2018). This is not
a problem per se, but it means that China will have enormous
weight and impact on global market structures and asset prices.
If a country the size of China pursues policies that cause major
market distortions, it could inflict serious harm on global markets.

In addition to these economic concerns, the Eu-China reci-
procity gap contributes to the erosion of support for a liberal eco-
nomic order and plays in favor of those opposing greater economic
cooperation between China and the EuU.

Reciprocity has been a core principle of globalization in the
past decades. While it was legitimate for China to open its capital
account in gradual steps, many of Chinas provinces have now
reached a development level that render arguments for protection-
ist policies, such as enabling the growth of infant industry, invalid.
The rapid rise in outbound investment by Chinese firms must be
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interpreted as evidence that Chinese companies can now compete
at levelly with foreign players. This erodes the argument that they
need protection at home.

The perception that China, a major beneficiary of a liberal glob-
al trade and investment environment, is not playing fair under-
mines popular support for further integration and fuels the rise of
protectionist sentiment worldwide (Chilton, Milner, and Tingley
2017). Foreign dissatisfaction with the lack of reciprocity coincides
with serious concerns about Chinese trade practices. China has de-
layed or ignored several key wTo commitments (UsTR 2018) and
its aggressive industrial policies, like “Made in China 2025” which
aims to replace foreign imports with domestic goods, violate the
spirit of the wto (Wiibbeke et. al 2016). This behavior has escalat-
ed frictions between China and its trading partners in recent years.
Many governments are re-configuring their external economic
policies in response (Stevenson 2017).There is a problematic gap
in FDI market access between the EU and China. Re-establishing
a sense of relative reciprocity in investment relations is important
from a moral perspective (fairness) but also for the sake of eco-
nomic efliciency and, perhaps most importantly, to avoid further
alienation between China and major OECD economies.

While Chinas has been moving in the right direction lately,
there are many reasons to remain wary. China’s track record of de-
laying economic reforms, of anti-foreign sentiment and top-down
economic governance warrants caution. EU policymakers need to
be more specific and realistic in defining what the Eu can and
should ask for to operationalize the principle of reciprocity. This
needs to include sober considerations about the necessary po-
litical leverage and instruments of pressure. The following sec-
tion describes several core principles for a “European Way” to
approaching investment reciprocity with China and ntroduces a
policy package that would move the Eu forward.
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The European Way

Europe is not alone in seeking the right response to the lack of
reciprocity in investment and other aspects of economic relations
with China. Many advanced economies (and increasingly also
developing countries) are re-assessing economic relations with
China in response to a perceived lack of fairness.

Perhaps the most radical re-assessment seems to be occurring
in the United States, where the Trump administration has taken
a more confrontational approach to certain Chinese practices,
including trade defense cases and a far-reaching investigation into
forced technology transfer based on a little known legal provision
that can only be evoked under exceptional circumstances (USTR
2017).

European policymakers should pursue a more assertive eco-
nomic agenda vis-a-vis China. They need to find policies that are
effective but in line with European principles, values and political
realities:

(1) Set realistic expectations. There are clear limits to what
Europe and other advanced economies can expect from
Beijing. For one, China will not converge with Western
liberalism, and Beijing will not compromise on sectors it
perceives as critical to the power of the Chinese Commu-
nist Party, for example media and communications. Two,
China is facing tremendous economic challenges and it
will maintain control over sectors that it perceives as critical
for managing the transition to a new growth model, such
as banking and other types of financial intermediation.
These realities need to be considered when setting priorities
for market access negotiations with China. Priority number
one should be to push for Chinese convergence in sectors
that have no national security dimensions and for equal
treatment of foreign investors post market entry.

(2) Downward convergence should be the last resort. Europe has
been a champion of investment openness and it needs to de-
fend these values. It should still aim for upward convergence
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in EDI openness and build up the necessary leverage to
effectively pursue this goal. The feasibility of a “net benefit
test” in the European context, a method employed by Cana-
da that allows for incorporating economic considerations in
the screening of investment, deserves debate as a potential
response to negative reciprocity if things turn worse. At the
current stage, however, steps such as the introduction of ab-
solute (sectoral) reciprocity requirements or other methods
to shut down the European economy to Chinese investment
are premature. Not only would they violate European val-
ues and interests, they would also require a fundamental
overhaul of European treaties. The distortions caused by
unequal market access are not yet large and acute enough
to warrant such aggressive steps.

(3) Keep national security screenings separate from reciproci-
ty goals. EU leaders and member state officials have repeat-
edly framed the proposal on investment screening presented
by the Eu Commission in September 2017 as a tool to level
the playing field with China (EMEAE 2017). This is wrong
and dangerous. The new Commission proposal is focused
on security interests and was not created to address the
reciprocity problem. The proposed “enabling framework”
might open the door for an expanded definition of stra-
tegic assets that allows member states —with the tacit sup-
port of Brussels and partners- to scrutinize and potentially
block investments for strategic-economic reasons beyond
very limited public security and public order concerns.
Such an instrumentalization of a security screening frame-
work to achieve economic goals through the backdoor
is a slippery slope and would violate Europe’s principled
openness. Not only will it most likely result in inefficient
interventions, but it will also increase the chances of Chi-
nese retaliation, which could lead to substantial economic
losses and ignite a global protectionist spiral.

(4) Seek solutions based on existing frameworks and bureau-
cratic structures. Instead of creating additional layers of
bureaucracy across various levels of European governance,
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European leaders should seek solutions that can be imple-
mented through existing structures, and that do not require
a fundamental overhaul of processes or legal frameworks.

(5) Cooperate with like-minded market economies. The EU
would benefit from ramping up international coordina-
tion with like-minded economies. OECD economies are
affected to Chinese behavior in different ways, but, fun-
damentally, they all share the goal of getting China back
on track to convergence with market-oriented economic
principles.

A Policy Package for Europe

Based on these principles, we have identified a set of policies that
the EU and its member states should pursue to address reciprocity
concerns:

(1) Push for a robust bilateral investment treaty. Europe’s cur-
rent approach to achieving greater FDI reciprocity with
China is centered on getting China to agree to a bilateral
treaty that defines investment market access based on a
negative list. Negotiations of a Comprehensive Agreement
on Investment (cA1) between China and the U started
in 2013 and assume that China has self-interest in further
opening up to sustain inflows as well as openness for Chi-
nese investors in the European market.

A robust ca1 with China would be the most elegant solu-
tion to address current reciprocity gaps. However, for it
to be robust, any agreement will need to go beyond exist-
ing templates such as the Fp1 chapter in the Vietnam-Eu
FTA. European negotiators need to develop innovative so-
lutions to address different channels of party-state influ-
ence in China’s corporate realities. They will also need to
devise transparency and regulatory standards as a basis
for sophisticated dispute settlement mechanisms. Given
these complexities and fundamental differences about how
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extensive the FDI negative list should be, it is uncertain
that cA1 negotiations are going to produce tangible results
any time soon. EU leaders need to prepare for a scenario in
which caT1 negotiations go nowhere.

(2)Build an efficient, focused, and transparent European

framework for security screenings. The starting point for
EU efforts to address reciprocity concerns must be the cre-
ation of a transparent and efficient process for screening
foreign investment for national security concerns. A robust
European framework is a prerequisite for keeping up public
support for economic engagement with China, despite its
authoritarian regime and increasingly aggressive geopoliti-
cal posture. An efficient security screening regime is also
important because it would draw a clear line between se-
curity interests and purely economic goals.
The recent proposal for a pan-European EU investment
screening regime, which operates with an updated un-
derstanding of what constitutes the European defense-rel-
evant industrial base, is a step in the right direction. More
transparency and a more coordinated, up-to-date approach to
protect critical infrastructures, strategic assets, and critical
(enabling) technologies are sensible, and are long overdue.®
However, in our view, the current proposal still lacks teeth
and requires fine-tuning before it can become the founda-
tion of a more coordinated European effort. European leg-
islators need to make sure that “enabling technologies” are
properly defined to not evoke national debates about “stra-
tegic sectors”; establish ways for expanding the coverage of
investment types and lower thresholds (currently screening
only applies to FD1); and align dual-use technologies, data,
and information security with the export control regime.

(3) Explore new avenues for EU competition policy to address
China-specific concerns. In its search for instruments
to identify and mitigate economic risks from Chinese

8  Seeour long-standing views and recommendations, for example in: https://www.mer-
ics.org/en/papers-on-china.
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investment, Europe must consider competition policy. The
EU has in the past adjusted its competition policy to new
challenges (most recently from us technology companies),
and the emergence of Chinese companies as global players
presents such a novel challenge. European merger control
has already shifted towards a more encompassing assess-
ment of Chinese corporate networks and control in hori-
zontally and vertically related markets (Baket McKenzie
2016).While this is an important first step, it needs to be ex-
panded beyond SOE s and formal aspects of state-holding.
Going further, new avenues for competition policy could
address many concerns related to Chinese practices, but
European policy makers need to start this modernization
process now.

Potential areas for modernization include:

o Treating the lack of two-way investment openness in in-
novative sectors and future industries as a potential bar-
rier to market entry and participation when assessing
mergers;

« Enabling public authorities to prioritize the availability of
EU or OECD supply chains under limited circumstances
(for instance by redefining what “substitutability” for rel-
evant product and geographical markets means when as-
sessing market shares);

o Allowing for more national leeway in defining legitimate
public interest concerns depending on a EU member
state’s innovation environment and its secure supply (not
control) of enabling technologies;

o Strengthening the external grip of the EU’s state-aid re-
gime for assessing market-distorting subsidies to cover
investment-related activities of non-oEcD foreign enter-
prises, for instance by defining domestic market protec-
tion as an implicit subsidy; and

« Strengthening the linkages of competition policy with
intellectual property protection and standard setting
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policies to tackle technology appropriation more com-
prehensively.

Moving towards some of these suggested revisions will not
be an easy task and might require fundamental changes,
including of European treaties. It is also clear, however, that
the EU needs to step up its game for a new phase of global
competition in which FD1, innovation and standard-setting
by state-influenced economies such as China’s will become
a dominant force in global markets.

(4) Push for reciprocal market access where the EU has lever-
age. Access to European government procurement as
well as European financial and digital markets can be used to
create leverage vis-a-vis Beijing. China has so far shunned
the notion of clean procurement processes and still has not
joined the international Government Procurement Agree-
ment. European governments need to align behind the Eu
Commission’s proposals to introduce an international pro-
curement instrument (or 1P1) that could potentially tackle
some of the reciprocity issues in investment relations with
China. The EU also could condition future Chinese activi-
ties in European financial and digital markets through coor-
dinated low key regulatory measures (for instance through
transparency and privacy requirements or data security
certification). The Chinese response to such measures will
indicate how serious Beijing is about making changes,
and how quickly Europe may have to consider worst case
scenarios.

(5) Build coalitions with like-minded countries. OECD coun-
tries are in the same boat, yet there is relatively little coor-
dination among them as to a joint strategy toward China.
OECD members are, on the contrary, likely to enter into
a race to the bottom in which certain countries will seek
special treatment for their own investments in China at the
expense of a collective approach. Several areas of coopera-
tion should be prioritized:
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« First, large oECD members need to agree on a basic set
of demands and timetables. This coalition should coordi-
nate its assessment of which sectors it considers security
relevant or legitimately critical for developmental pur-
poses. Officials from these countries should then ask for
a clear timetable to open all sectors that are not on those
lists, with milestones and measures to hold Beijing ac-
countable. OEDC countries should not wait with their
demands for liberalizing these sectors until Chinese state-
supported enterprises already dominate the domestic
market, preventing a reasonable participation of foreign
actors. One particularly relevant framework of coordina-
tion would be us-EU exchanges on BIT-negotiations with
China (despite different interests and approaches on both
sides of the Atlantic).

« Second, OECD countries need to intensify information
sharing on persisting problems. Only then can policy de-
bates about the lack of reciprocity with China and potential
remedies be linked up more meaningfully. Placing these
themes on the research and policy agendas of internation-
al financial institutions could generate additional input
and add legitimacy to European requests.

« Finally, it will be critical to create incentives for Beijing to
raise its standards through exclusive trade, data/privacy,
and investment agreements. Putting TPP and TTIP back
on the table, or possibly moving forward with a more
minimalist transatlantic approach (for instance on ser-
vices) could go a long way toward inducing Beijing to
converge. An agreement on privacy, localization, and cy-
ber standards as well as relatively free data flows among
a club of oECD members could also create leverage for
reciprocal market access on European terms.

Not all of these efforts need to exclude China. On the contrary,
Beijing should, for instance, be pulled much more forcefully
into the orbit of OECD coverage and related policy exchanges,
which would require equipping the institution with the necessary
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resources to expand its facilitating role and peer-pressure function.
While designing a genuine multilateral approach to investment
regulation together with China remains a longer term ambition,
the G20 investment agenda deserves continuous support and clear
direction by European leaders.

How to level the playing field and establish greater reciprocity
in economic relations with China has become a major question
in many capitals. As a major force in global ¥p1 flows and an im-
portant destination of Chinese capital, Europe should not sit on
the sidelines and let the take the lead. Europe is well positioned
to help the world deal with Chinese investment without creating
damage to productive Chinese capital or the global investment
environment.
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CHINESE OFDI IN AFRICA

Linda Calabrese

Introduction

The relationship between China and Africa is longstanding but
recent historical and economic developments have brought China
and Africa closer together. China is now Africa’s largest trading
partner, and one of its largest investors. African countries have
found in China a new partner that can, under the right conditions,
support their development objectives.

The narrative around China-Africa looks at the effects of the
recent strengthening of commercial and political relationships.
This chapter focuses on Chinese investment in Africa and its
potential impacts, benefits and challenges. First, it describes the
status and trends of Chinese investment in Africa. Secondly, it
examines the main features of this investment as outlined by the
current literature. In particular, it looks at China’s role in building
infrastructure, investing in natural resources, and creating jobs in
Africa. Thirdly, it analyses African agency as part of the relation-
ship and finally, it offers some conclusions.
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Overview of Chinese OFDI in Africa

Global foreign direct investment (FED1) stocks into Africa have in-
creased from uss 150 billion in 2000 to more than 800 billion
in 2016, growing at an average 10% a year (UNCTAD 2018). Chi-
nese outward investment in Africa has also increased, though ata
faster pace compared to the global average. Data collected by the
John Hopkins University China-Africa Research Initiative shows
that Chinese outward Fp1 (OFDI) stocks in Africa have increased
from less than uss$ 500 million in 2003 to almost us$ 40 billion
in 2016, growing at an average 29% a year, or three times faster
than global investment (China-Africa Research Initiative, 2018).
The highest Chinese investment stocks were found in South Africa
(uss$ 4.7 million, or 13.6% of the total stock of Chinese OFDI in
Africa), the Democratic Republic of Congo (us$ 3.2 million, or
9.6% of total) and Algeria (uss 2.7 million, of 7.3% of total) (see
Figure 1; China-Africa Research Initiative 2018).

Figure 1. Chinese OFDI into Africa, Stock (million Uss, current prices)
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Source: author s elaboration based on China-Africa Research Initiative (2018).

Chinese investment flows into Africa grew considerably since
2003, peaking in 2008. Figures for the latest years show a more
stable trend, with investment flows stabilizing at around us$ 3 bil-
lion per year (see Figure 2; China-Africa Research Initiative 2018).
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Figure 2. Chinese Investment into Africa, Flows (million uss, current prices)
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The most recent available data show that China is still behind the
United States, the United Kingdom, and France in terms of invest-
ment stock in Africa. However, while the other major investors
have barely increased their stock in the 2011-2016 period, China
is still investing and catching up quickly (see Figure 3).

Figure 3. Top 10 Investors in Economies in Africa by Fp1 Stock (billion 3)
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Source: author s elaboration based on uncTAD (2018).

Investments by the United States, the United Kingdom, and France
to Africa target the extractives sector and financial services. Chi-
nese investment is quite different: while mining and financial
services receive some investment, they are much less prominent
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compared to the other countries. Construction and manufactur-
ing constitute 40% of Chinese investment stocks in Africa.

This is not a negligible difference, especially considering Afri-
can countries’ renewed interest in industrialisation and job cre-
ation. Construction and manufacturing can be labor-intensive,
manufacturing allows domestic value addition and diversification
of exports, and construction of infrastructure unlocks potential
growth for many other sectors. Given their sectoral composition,
Chinese investment in Africa has more potential to kickstart eco-
nomic transformation than the investments from traditional part-
ners (see Figure 4).

Figure 4. FDI Stock in Africa by Investment Source and Sector
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Eom et al. (2017); data for the United Kingdom comes from the Office for National
Statistics (2016); data for France comes from the Banque de France (2018).
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As much as China is an important investor for Africa, Africa is
less prominent for China. Investment stock in Africa constituted less
than 4% of Chinese outward investment in 2014 -less than what
China had invested in the United States alone (uss 32 billion
versus 38 billion) (see Figure 5; Dollar 2016).

Figure 5. Chinese Outward Fp1 Stocks by Destination, 2017
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Box 1: What are the sources of information on
Chinese investment in Africa?

Data on Chinese investment in Africa, especially if disag-
gregated by country and by sector, is difficult to obtain. Data
collected by the United Nations Conference on Trade and De-
velopment (UNCTAD) at UNCTADStat provides disaggregated
information by country but not by sector. Similarly, data by the
Chinese Ministry of Commerce (MoFcoMm) does not disag-
gregate enough by country and by sector, and only provides
information on the largest investment destination.

A few datasets provide disaggregated data by country and
sector. One is produced by the China-Africa Research Initiative
combining data from China Statistical Yearbooks and Statisti-
cal Bulletins of China’s Outward Foreign Direct Investment of
various years (China-Africa Research Initiative, 2018).

65



CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

The American Enterprise Institute and Heritage Foundation
collect firm-level data at firm level for transactions larger than
Us$ 100 million (American Enterprise Institute & The Heritage
Foundation, undated). However, this database does not include
the smaller transactions which are likely to be prevalent in the
manufacturing space, and only tracks commitment rather than
actual spent. This is a common challenge for many datasets,
including sources like FDIntelligence.

A Profile of Chinese Companies Investing in Africa

The Chinese government, with its “going out strategy” (zou chu qu)
launched in 1999, has played an important role in encouraging
Chinese companies to invest abroad (Zhongguo Renmin Gongheguo
Zhongyang Renmin Zhengfu [The Central People’s Government
of the People’s Republic of China], 2006). The Chinese govern-
ment has been instrumental in directing state-led investment
towards sectors of strategic interest in Africa. However, the Chi-
nese private sector has also been heavily involved. Several studies
have shown that Chinese companies investing in Africa are very
diverse, ranging from last State-Owned Enterprises (SOEs) to
small private companies. In 2011, 45% of total Chinese OFDI was
coming from the Chinese private sector (Shen 2015).

Gu (2009) notes that between the 1950s and the 1980s, Chinese
investment in Africa was dominated by companies implementing
development assistance and by large SOEs. From the mid-1990s,
acting independently from the government, Chinese private com-
panies started investing in Africa and have continued to do so until
now. The motivation behind this private interest is based on the
domestic conditions in China, in particular the intensified do-
mestic competition and surplus production. Most of these firms
started in Africa as trading companies, and gradually moved into
production. Private companies are generally small and medium-
sized companies, and they are the driving force behind investment
in African manufacturing (Gu 2009).
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Shen (2015) notes that prior to 2000, MmorcoM did not record

any private Chinese investment to Africa, but in 2013 its data-
based listed 1,217 projects, or 53% of the total investment projects
in Africa. While state-led Chinese investment focus on construc-
tion and extractives, private investors (many of whom are doing
business outside China for the first time) preferred manufactur-
ing of garments, shoes, leather goods, food products, and trade and
logistics (Gu 2009; Shen 2015). MoFcoM reports that by the
end of 2015, a little less than 3,000 Chinese enterprises, or 9.6%
of the total Chinese enterprises abroad, had set up shop in Africa.
Chinese firms were present in all African countries and regions,
except for a handful (Ministry of Commerce 2016)".

Box 2: How many Chinese companies are operating in
Africa?

Many have attempted to estimate the number of Chinese
businesses in Africa, but these estimates vary widely. Using
MOFcOM data, Chen et al. (2015) estimates the presence of
around 2,000 Chinese enterprises in Africa. A more recent
study by McKinsey suggest there are about 10,000 Chinese
firms in Africa (I. Y. Sun, Jayaram, & Kassiri, 2017), but the way
this estimation is computed is not clear. Their figure seems to
include both ‘standard’ Fp1 (companies with a head office in
China) and ‘entrepreneurial’ FD1, where the firm has been set
up by Chinese nationals who moved to an African country (Lin
and Xu 2016; Xu, Gelb, Li, and Zhao 2017).

Why is it so difficult to estimate the number of Chinese firms
operating in Africa? It has to do with the quality of the data
held by the Chinese and the African counterparts. An exam-
ple of this challenge is provide by Chen and Landry (2016)
in their study on Chinese enterprises in Madagascar. They find
that data from MmorcoMm only records the larger companies

1

Among the countries and regions not hosting Chinese enterprises are Burkina Faso,
La Reunion, Somalia, Swaziland, and Western Sahara (Ministry of Commerce 2015).
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or those which seek assistance and permission from the gov-
ernment when investing abroad. The Mmorcom lists may also
include investments approved by the Chinese government
but not materialized in country. Investment data provided by
host countries’ investment agencies, on the other hand, often
include closed or non-operational investments, as well as ap-
proved or pledged investment that was never realized. In addi-
tion, there may be firms that are not present in either list and
have thus escaped the official headcount.

Drivers behind Chinese Investment in Africa

Why are Chinese companies investing in Africa? The reasons vary
according to the sector, country and type of company undertaking
the investment. Surveys conducted among Chinese companies
investing in Africa found that the main drivers were divided into
two main types of factors.

The first are push factors that encourage Chinese companies
to invest outside China. These include the intense competition
experienced in China, and the desire to export excess domestic
capacity. The push factors are a response to China’s domestic con-
text, including rising wages and increased domestic competition
as well as the desire to re-orient the Chinese economy towards
more high-value industries and shed the excess capacity in low
value industries (Gu 2009; Hou, Gelb and Calabrese 2017).

The second category includes pull factors that attract investors to
Africa, such as the desire to access the local market and take ad-
vantage of Africas trade agreements and preferential market access
to export to third countries (W. Chen et al. 2015; Gu 2009:577;
Shen 2015). Pull factors include the availability of labor and the
quality and reliability of infrastructure in the host countries (Ca-
labrese, Gelb and Hou 2017). Pull factors also determine which
countries will host the investment. Countries like Nigeria and
Ethiopia are attractive investment destinations due to their large
domestic markets (Shen 2015). Many African countries also have
preferential access to export to selected markets. For example,
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the African Growth and Opportunity Act (AGoa) allows selected
African countries to export more than 6,000 tariff lines duty-free
and quota-free to the United States. Chinese companies have es-
[tablished textile and garment operations in these countries to
produce and export apparel to the United States (Traub-Merz and
Jauch 2006).

The availability of resources is also an important driver for Chi-
nese investment into Africa. Natural resources should be viewed
in the broader sense, to include any sort of natural endowment of
a country. Shen (2015), for example, finds that Chinese companies
producing wood furniture and footwear set up shop in Ethiopia
due to the availability of timber and leather.

Chinese Infrastructure Projects in Africa

African countries face an infrastructure gap across all main di-
mensions, including transport and logistics, energy, water, and
sanitation, and information and telecommunication (1Tc) (Dollar
2016). African countries fare poorly in terms of energy, logistics,
and telecommunications even when compared with other devel-
oping regions (Calabrese et al. 2017).

In the 1970s and 1980s, traditional donors financed several
infrastructure projects in Africa, but these financial streams dried
out. Private funding was also not widely available to finance large-
scale projects (Dollar 2016).

China’s investment in infrastructure therefore takes place in this
context of intense need combined with lack of financial resources.
Infrastructure development has been critical for China’s own de-
velopment path, and therefore the Chinese government recognizes
the important of infrastructure for developing countries. In recent
years, China has become a large funder of infrastructure in Africa
(Sautman and Yan 2008), effectively filling a gap left by others?.

2 However, official development finance and foreign private financing remain larger than
Chinese funding in Africa. China only provides about a sixth of the us$ 30 billion that
African countries receive every year to fund their infrastructure (Dollar 2016).
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The role China plays in Africas infrastructure is very much en-
shrined in the official China-Africa relationship. The Forum of
China-Africa Cooperation (Focac) regularly highlights infra-
structure as a strategic area of cooperation between China and
Africa (see Box 5), and in 2015 a Memorandum of Understand-
ing on collaboration on infrastructure development was signed
between China and the African Union (Xinhuanet 2015).

China’s role does not only revolve around financing the in-
frastructure, but also around constructing it. Very often (but not
always ) loans from China have been tied to the use of Chinese
goods and services (Brautigam and Gallagher 2014; Brautigam
and Hwang 2016).

Chinese funds mostly go towards transportation and power
projects. In the period 2000-2014, the two main sectors receiving
Chinese loans in Africa were transport (28% of total) and en-
ergy (20%) (Brautigam & Hwang, 2016; Dollar, 2016). Examples
include the ports (such as Bagamoyo in Tanzania and Lamu in
Kenya), railways (the Standard Gauge Railway in Kenya and the
Ethiopia-Djibouti railway) and hydropower projects (the Karuma
plant in Uganda).

Box 3: The Belt and Road Initiative in Africa

As a major flagship project of the Chinese government, the Belt
and Road Initiative (BR1) has implications for Africa. BRI links
China to the eastern coast of Africa through the “21% Century
Maritime Silk Road,” the sea route of the BRI. Originally tar-
geting Kenya, Djibouti and Egypt, the scope of this inclusive
initiative is expanding to include other countries such as Ethio-
pia, Tanzania and South Africa.

Africa was not part of the Belt and Road when this was first
launched in 2013 (H. Chen 2016). Former World Bank Chief
Economist Justin Yifu Lin first proposed Africa’s inclusion in
the BRI, and his proposal was backed by many in Africa and
China (Y. Sun 2015a).
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From the Standard Gauge Railway and the Lamu port in
Kenya, to the port of Bagamoyo in Tanzania, many BRr1-linked
infrastructure projects in Africa have benefitted from China’s
construction capacity and financial contributions. China is also
involved in the construction of industrial parks and special
economic zones in Africa (see Box 4).

African countries are also borrowing considerable amounts to
finance infrastructure projects, including from China. Most of the
Chinese financing is provided at commercial rates by the China
Export Import (Exim) Bank, and increasingly also by commercial
banks (Brautigam and Hwang 2016).

Angola is the largest recipient of Chinese loans (with uss 21.2
billion in 2000-2014), followed by Ethiopia (us$ 12.3 billion over
the same period), Sudan (uss 5.6 billion), Kenya (us$ 5.2. billion)
and Democratic Republic of Congo (DrC)(Us$ 4.9 billion) (Brau-
tigam and Hwang 2016). Three of these five countries (Ethiopia,
Kenya, DRrC) are also among the top borrowers from the World
Bank, suggesting that China and the World Bank might have sim-
ilar lending criteria (Onjala 2018). In contrast to traditional do-
nors like the International Monetary Fund and the World Bank,
China’s loans are unconditional. According to some experts, this
may promote a less cautious behavior on the borrowers’ side,
which could increase the risk of debt distress (Onjala 2018).

In general, the question of debt sustainability is heavily present
in this debate. Countries like Kenya, for example, have seen their
loans from China increasing dramatically since 2014 (Onjala 2018).
However, there is little evidence that this challenge is uniquely linked
to financing from China. For example, Eom et al. (2018) look at 17
African countries which received financing from China, and find
that Chinese loans are a source of risk in three countries, while the
other six countries that borrowed heavily from China also did so
from other financiers (Eom et al. 2018).

In some cases, Chinese loans follow a resource-backed model,
using future resources revenues to guarantee the loans. Chinese
financial institutions started using resource-backed finance in
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the 1990s, but the trend accelerated in 2003-2004. Resource-
backed loans offer the potential to make use of existing natural
resources to access much-needed finance, and they allow the
parties to avoid conducting multiple transactions in us dollars
(Brautigam and Hwang 2016). These loans have been used widely
by European countries (Halland and Canuto 2013).

In 2016, around a third of total Chinese finance to Africa comes
in the form of resource-backed loans (Brautigam and Hwang
2016). While oil is predominantly used to guarantee these loans,
other commodities such as minerals and agricultural products like
cocoa beans have also been used (Brautigam and Hwang 2016).

The resource-backed model also presents some challenges.
First, it is subject to fluctuations of commodity prices and it shifts
most of the risk on to the borrower. Secondly, it restricts the
borrower’s ability to manage the future revenue streams from
the resources committed as guarantee. Other issues concern the
competition and transparency of the process, in particular concern-
ing the way the repayment is designed (Brautigam 2009). Despite
these challenges, this model is widely used and often encouraged
(Songwe, 2013). Examples of Chinese loans using this model in-
clude a us$6 billion deal in the prc, guaranteed by a copper
and cobalt mining joint venture (Brautigam 2009). Brautigam and
Hwang (2016) provide a comprehensive list of such deals in East,
West and Southern Africa.

Chinese Investment and African Natural Resources

China is relatively resource-scarce, and its recent economic
growth has prompted Chinese firms to increasingly seek access to
natural resources (Dollar, 2016). Africa on the other hand is
resource-abundant. This imbalance is reflected in China-Africa
trade patterns, with African countries exporting mineral fuels
and other commodities to China in exchange for manufactured
goods (Dollar 2016).

Many studies use panel data or look at the broader trading
relationships to provide evidence that one of the main factors
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driving Chinese investments in Africa is the host countries’ natural
resources endowment (Biggeri and Sanfilippo 2009; Chen et al.
2015; Sanfilippo 2010; Schiere 2010).

This claim requires two main qualifications. First, some argue
that the strong natural resources orientation was characteristic
of the earlier China-Africa relationship, especially in the early
2000s. In recent years these flows have evolved in response to
changing domestic conditions in China, increasingly focusing on
services and manufacturing, among others (Dollar, 2016). More-
over, as discussed earlier, there are differences among Chinese
companies. Large sOE s in Africa are more likely to be interested in
natural resources than small or medium-sized private companies
(Shen, 2015). Secondly, this is not unique to Chinese companies,
as many other countries have sought access African natural re-
sources (Alden and Alves 2009; Moyo 2012; Yao 2008).

Chinese investment in African natural resources presents chal-
lenges and opportunities. The opportunities are linked to the po-
tential to support economic growth and improve livelihoods. The
challenges refer to potential negative social and environmental
impacts, especially in the informal economy, where safeguards are
more limited (Weng 2015).

A series of studies by the International Institute for Environ-
ment and Development investigated the short- and long-term ef-
fects of Chinese investment in the African rural informal economy.
The studies highlight positive short-term effects on the rural com-
munities: Chinese investment enabled the rural populations to be
involved in global value chains and to receive financial benefits,
either by being directly employed or by selling products to Chinese
traders.

In the longer term, however, the effects are less clear-cut. Exten-
sive exploitation of natural resources can pose risks for the envi-
ronment, such as biodiversity losses, soil depletion and pollution,
and can endanger the ability of these resources to provide benefits
over a longer period of time. This is especially true in informal
settings, where environmental safeguards may not be present, or
may not be strictly implemented (Weng 2015). However, the envi-
ronmental and social concerns emerging in the case studies are not
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unique to Chinese businesses but rather pertain to all foreign and
domestic investors alike. The main challenge stems from the fact
that host countries have limited ability to establish and enforce
safeguards to protect their resources in the long term.

Chinese Investment and African Labor Markets

While some African countries may have experienced periods of
growth, this has not been accompanied by job creation. This “job-
lessness” has limited the poverty-reduction potential of growth
(African Development Bank 2018). African countries are still
facing high rates of unemployment and underemployment with
potentially damaging consequences for poverty levels and social
stability.

In recent years Chinese investment has been instrumental in
creating significant numbers of jobs for Africans. Chinese compa-
nies invest heavily in sectors with large employment creation po-
tential, such as construction and labor-intensive manufacturing.

Although there is no total estimate of the number of jobs cre-
ated by Chinese enterprises in Africa, the country and sectoral
evidence confirms that job creation takes place, often on a sig-
nificant scale. The numbers range from a few dozen jobs in small
Chinese-run mines in Tanzania (Schoneveld et al. 2018), to 9,000
jobs in a special economic zone in Zambia (Brautigam and Tang
2014). The Nigeria investment promotion agency reported that
Chinese firms generated 69,000 jobs, the Ethiopian government
reported 35,000 regular jobs and 40,000 seasonal ones, and Liberia
and Rwanda reported 3,000 (Shen 2015:93-94). In addition to
the direct jobs generated, investment also creates employment
through contractual or sales arrangements, such as in the cotton
sector in Zambia and Zimbabwe, where Chinese companies had
contracted 40,000 and 30,000 cotton farmers respectively (Kabwe
etal. 2018).

While the job creation of Chinese investment is undisput-
ed, doubt still lingers about the number of African versus Chi-
nese workers. The claim that Chinese companies mostly employ

74



CHINESE OFDI IN AFRICA

Chinese workers has persisted for a long time, despite being re-
peatedly disproven (Sautman & Yan 2008).

Several studies have been conducted on the localization of
workforce in Chinese firms in Africa, covering manufacturing,
construction, extractives and other sectors. These show that Af-
rican employees in Chinese firms range from 50% to 90% of the
total workforce, sometimes reaching as high as 97% (Brautigam
2009; Broadman 2006; Chen, Goldstein and Orr 2009; Sautman
and Yan 2015; Schoneveld et al. 2018). Chinese factories often
employ a small pool of Chinese workers, especially for technical
tasks, but hire African for the majority of jobs (Brautigam 2009;
Mohan and Lampert 2013; Sun et al. 2017).

When possible, Chinese companies prefer to employ local staff
to save on expensive expatriate salaries and work permits. Chi-
nese companies tend to bring in workers from China only when
necessary to perform technical or managerial skills that cannot
be immediately developed in country. Many studies confirm that
African workers are mostly employed in unskilled and low-skilled
positions, while managerial roles are mostly reserved for Chinese
individuals (Chen et al. 2009; Sun et al. 2017). In many cases, Chi-
nese workers occupy only 10% of the positions but they may actu-
ally account for a much larger share of the payroll of the company.

However, research suggests that Chinese companies that have
been established in African countries for longer tend to employ
more local staff, as they gradually replace their foreign experts
with domestic experts from the cheaper local workforce (Tang
2010). Mohan and Lampert (2013) also note that while manage-
ment is often Chinese, companies typically rely upon a few trusted
domestic employees to navigate the country’s administrative and
political environment and deal with the workforce and with sub-
contractors.

Box 4: Chinese Special Economic Zones in Africa

Special Economic Zones (SEZs) and industrial parks created in
China during the economic reform period played an important
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role in the country’s rapid development process (Zeng 2010).
China has transferred this model abroad. In 2006, China initiat-
ed an Overseas Zone Program, to build SEZs in selected African
and Asian countries. Six zones were built in Zambia, Ethiopia,
Mauritius, Nigeria, and Egypt (Brautigam and Tang 2014).

These zones have created employment in the target areas,
although most of them are behind targets. Beyond employ-
ment creation, evidence of technology transfer and clustering
are still limited. A major obstacle to realize the zones’ potential
is the difference in views and objectives between the African
and Chinese actors, which has caused considerable delays in
the implementation of the zones. These differences raise ques-
tions about the replicability in an African context of the Chinese
model, which is strongly government-led (Brautigam and Tang
2014). In recent years, Chinese private industrial parks have
also emerged in Africa, such as the Liao Shen Industrial Park
in Uganda.

Knowledge Transfers and Chinese Investment

In recent years, some of the China-Africa literature has explored
the topic of Chinese investment and knowledge transfers in Africa.
Beyond the immediate benefit of job creation, the positive impact
of foreign investment is maximized when foreign firms transfer
some of their productivity-enhancing knowledge, skills, and tech-
nology into the host country’s markets.

Chinese firms often provide trainings to their employees
(Bashir 2015; Sun et al. 2017). So far, formal and informal train-
ings have been the main mode of knowledge transfer from Chinese
companies to host countries. Other forms of technology trans-
fers, for example through the introduction of new machinery and
equipment and new production and organizational processes,
have taken place but their impact has been limited (Chen and
Landry 2016; Chen, Sun, Ukaejiofo, Tang and Brautigam, 2016;
Calabrese 2017).
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Sun et al (2017) found that Chinese firms prompted innova-
tions. Half of them brought a new product or service, and one third
introduced new technologies. However, the outcomes of these
transfers in terms of higher productivity, output and growth are not
yet clear. Compared to the most immediate employment results,
benefits accruing from knowledge transfers may take longer to
materialize.

From China in Africa to Africa-China: Shifting the
Focus on African Agency

The China-Africa relationship is often described by a narrative in
which the Chinese dominate the agenda and African countries are
a “passive space” receiving China’s interventions. This narrative
underplays the role of African stakeholders in the relationship. A
recent strand of the literature has focused on “reinserting African
agency into China-Africa relationships” (Mohan and Lampert
2013). By looking at how African stakeholders react to and nego-
tiate the presence of Chinese actors in their own countries, this
literature highlights the importance of understanding the African
side of the story.

Mohan and Lampert (2013) quote several interesting exam-
ples of how African businessmen were pivotal in facilitating the
access of Chinese traders and investors to Africa. For example,
they reveal that Ghanaian and Nigerian traders played key roles
in attracting Chinese traders first and later companies into West
Africa. These traders travelled to China in the mid-1990s to import
Chinese products. This alerted Chinese traders about the presence
of a promising market in West Africa. Ghanaian and Nigerian
entrepreneurs also brought in Chinese capital goods, workers, and
business partners from China, thus paving the way for Chinese
migration to Africa. Many African traders acted as “local patrons”
for Chinese businesses in West Africa, allowing them to thrive
(Mohan and Lampert 2013).

In addition to facilitating trade and migration flows, African
actors are also active in mobilizing in favor of or against Chinese
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businesses. For example, a Chinese-Nigerian venture in Lagos
under the name of “Chinatown” generated resistance from local
entrepreneurs, whose protests led to the center being shut down
for a few months. The project never recovered (Mohan and Lam-
pert 2013). Similar examples of strong opposition to Chinese busi-
nesses can be found across Africa.

Box 5: The Forum on China-Africa Cooperation
(FocAC)

The Forum on China-Africa Cooperation (FOCAC) brings to-
gether China and the African countries with which China has
a diplomatic relationship (in 2018, this included all but Swazi-
land) in addition to the African Union. The FocAc is a forum to
discuss matters of political and economic cooperation. Estab-
lished in 2000, the Forum holds a summit every three years
—the latest being in Beijing in 2018.

During the Summit, the Chinese government makes
some commitments or pledges towards African development.
These commitments have increased massively over the years,
from uss$5 billion in 2006, to Us$ 10 billion in 2009, to Us$20
billion in 2012, finally reaching us$60 billion in 2015 and in
2018, distributed in various funds and financial instruments.

The summit also establishes the main areas of cooperation
between China and African countries for the following three
years. In 2018, eight areas were identified: industrial promotion,
infrastructure connectivity, trade facilitation, green develop-
ment, capacity building, health, people-to-people exchanges,
and peace and security.

Sources: Kai (2015); Sun (2015b); Xinhuanet (2018).

African agency is not only manifested in Africa’s relationship
with China but also in how this relationship is leveraged with
other partners. African countries exercise their agency as donor
recipients, especially in light of the emergence of China as the
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largest non-traditional donor (Prizzon, Greenhill and Mustapha,
2016). A study on Ghana finds that the Ghanaian government is
partially able to leverage the entry of China as a donor to negoti-
ate its requests towards traditional donors. The study reveals that
the Ghanaian government has not yet exercised its negotiation
power to the maximum extent but nonetheless it is an active part
in the negotiation process (Zeitz 2015).

Conclusions

This chapter has looked at Chinese investment in Africa and at
some of the issues raised by those investments as identified in the
literature.

Investment in infrastructure and in manufacturing is crucial to
promote Africa’s economic transformation. Traditional investors
in Africa are less interested in these areas. China has filled a gap,
and many observers are hopeful that this will catalyze economic
transformation.

The chapter has shown that Chinese investment comes with
opportunities and challenges. The opportunities refer to infra-
structure financing, gains from natural resources, employment
generation and creation of linkages with the global economy. The
challenges lie in how the relationship is managed. Many factors
shape the outcomes of these investment, including their interac-
tion with the domestic context. The regulations and practices that
African countries put in place to scrutinize and benefits from these
investments will contribute to determine their impact on the coun-
tries’ development objectives. In this sense, African agency is cru-
cial to understanding China-Africa relationship, and to shaping
them for the development of African countries.

While China’s Fp1 flows to Africa have not increased in recent
years, these remain an important factor in Africa’s economic de-
velopment. For the next few years, African countries should focus
not only on increasing the quantity of Chinese investment, but also
increasing their quality by directing them towards sectors that
they believe to be important for their own growth objectives. In
particular, African countries should ensure that these investments
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help the continent diversify its export basket and move it away
from extractives and raw materials towards more high-value added
products that increase the share of total value remaining in Africa.
In particular, African countries should seek to leverage Chinese
investment to ensure that they, the African countries, become part
of global value chains. Many African leaders have shown this abil-
ity by actively attracting Chinese investment in sectors of choice.

Another priority in the China-Africa relationship is for African
countries to ensure that their borrowing is healthy and sustain-
able, both in terms of quantities borrowed and in terms of projects
financed. This not only refers to Chinese investment but to all the
finance borrowed by African governments.
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CHINESE INVESTMENT
IN AUSTRALIA

Adrian H. Hearn!

Chinese overseas foreign direct investment (OFDI) is as contro-
versial in Australia as it is in Latin America. A deep ambivalence
has characterized public debate about the balance of national in-
terest, community benefit, and the motives of Chinese enterprises.
When Chinese 0FDI exceeded $10 billion in 2012,* the leader of
the opposition Liberal-National Party, Tony Abbott, stated that
“It would rarely be in Australia’s national interest to allow a for-
eign government or its agencies to control an Australian business”
(Grigg 2012). His party simultaneously published a pre-election
Policy Paper on Foreign Investment in Australian Agricultural
Land and Agribusiness. The paper expressed concern that “the
creeping cumulative acquisition of agricultural land... may
be inconsistent with both the national interest and the interests of
local communities,” and that if elected, the Liberal-National Party
would “investigate options to strengthen the rules governing the
sale of agricultural land and agribusinesses to foreign entities,” in-
cluding through the introduction of a land registry system (Liberal
National Party of Australia 2012:3-4).

Victorious in the election, Abbott’s tone changed in 2014 when
he told a business convention that, “We now appreciate that most

1 Ithank the Australian Research Council for supporting this work.
2 Figures are presented in U.s. dollars unless otherwise indicated.
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Chinese state-owned enterprises have a highly commercial cul-
ture... They’re not the nationalized industries that we used to
have in Australia” (quoted in Kenny and Wen 2014). The identity
and agendas of Chinese investors, who have typically been affiliated
with the Chinese state, remain divisive. In this context, it is notewor-
thy that the proportion of orp1 from private Chinese sources is
growing. As discussed below, Chinese private finance grew to a
record 60% of Chinese OFDI into Australia for the year of 2017.

Regardless of its source, investment into Australia’s agriculture
sector has been especially sensitive. On the one hand, land acquisi-
tion by foreign entities has generated tensions over foreign own-
ership of national territory; on the other, appropriately managed
foreign investment is recognized as a possible pathway to initia-
tives that align more closely with community interests. Such op-
portunities are growing as the public becomes more conscious of
the need for food systems reform, nutritional health, and environ-
mental sustainability.

The chapter begins by outlining the political economy of Chi-
nese OFDI in Australia, drawing parallels with its reception among
other resource-exporting nations. It then considers investment
data from the kpMG/University of Sydney Demystifying Chinese
Investment series, the United Nations Commodity Trade Database,
and the annual Lowy Institute Poll. Chinese OFDI in Australia,
whether from state or private sources, has the potential to gener-
ate national benefits, but to do so emerging strategies —including
the Belt and Road Initiative- will need to engage with local level
actors, particularly in Australia’s food and agriculture sector.

Overview of China-Australia Relations

As in the Americas, public debate in Australia reflects concerns
that investing Chinese firms do not act independently but rather
in the service of the Chinese state, and therefore cannot be trust-
ed to respect the rules of market competition. Whether or not
such trepidations are justified is disputed in the public sphere and
by scholars and politicians. Some argue that the Chinese state,
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coherent in structure and unified in purpose, is the commanding
actor behind front-line Chinese investors. This concern is evident
in the United States, where a Congressional report by the China
Economic and Security Review Commission emphasizes the re-
sulting threat to national businesses:

Investments made by Chinese state-owned or -controlled companies
can also pose economic security threats. The Chinese government
provides significant financial and logistical support. This puts U.s.
firms, which receive no such support, at a competitive disadvantage.
When Chinese SOEs invest abroad, they do not necessarily seek profit
and may instead pursue government goals such as resource acquisi-
tion or technology transfer....[G]aps exist in the U.s. government’s
ability to address the competitive challenges posed by SOEs (uscc
2013:106).

In Brazil, the Chairman of the China-Brazil Business Council,
Sergio Amaral, has voiced similar preoccupations: “Sometimes
you don’'t know whether the investments are looking for Brazil
as a market or whether they correspond to strategic purposes of
the Chinese government” (quoted in Pyne 2010). It is noteworthy
that these comments, as with Tony Abbott’s in Australia, coin-
cided with a sudden influx of Chinese OFDI. As the Monitor of
Chinese oFDI in Latin America and the Caribbean specifies, in
2010 Chinese oFDI in Brazil reached an unprecedented $12.9
billion, contributing to the nation’s standing as Latin America’s
largest recipient of Chinese 0FDI ($48 billion) by 2017 (Dussel
Peters 2018:6).

Others contend that Chinese firms, including SOEs, are inde-
pendent actors that pursue their own agendas. Researchers have
found that some Chinese SOEs in the minerals sector exercise a
high degree of operational discretion and in some cases —such as
the Shougang Hierro iron ore mine in Peru- come into conflict
with administrators in China (Gonzalez-Vicente 2012; Guo et al.
2012). Scholars of Sino -Latin American relations have explored
the implications of Chinese state ownership for more than a de-
cade and found that rising primary exports have generated a range
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of social and economic consequences but Chinese domination is
generally not among the outcomes (Hearn and Manriquez, 2011;
Myers and Wise, 2016; Strauss and Armony, 2012; Trapaga Delfin
2015, 2017). As Thomas Narins writes, “The interests, activities,
and actions typically associated with control and ownership of
Latin American industrial sectors are more often associated with
Us, EU, and Brazilian actors than those originating in China”
(2016:35).

Figure 1. Top Ten Investors in Australia (including direct and portfolio investment)
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In Europe, former European Commissioner for Competition Pol-
icy, Joaquin Almunia, has tried to lower the heat in the dispute
over Chinese sOE independence by focusing on the implications
for competition rather than the identities of actors:

We look carefully at whether, through the State, companies in the
same sector act as one or different entities. This is not because they
are foreign or we have a prejudice against State control, but because
it is a relevant aspect for assessing if competition will be significantly
reduced or not (Amunia 2011).
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In Australia, the annual Lowy Institute Poll, which canvasses
public opinion on a range of issues facing the nation, shows dis-
comfort with Chinese oFDI. In 2014, 56% of respondents agreed
with the statement that the Australian government is “allowing
too much investment from China,” and by 2018 the number had
grown to 72% (Lowy Institute 2018:10). Of primary concern is
Chinese OFDI in agriculture, residential real estate, and critical
infrastructure such as ports and airports. It is not surprising in
this environment that the Australian federal government has
blocked several significant Chinese deals in recent years as they
gained public notoriety, and subsequently approved some of these
when media attention subsided. These include the 2015 prohi-
bition of a 99-year lease of the Darwin port facility to Chinese
firm Landbridge (approved later that year), the 2015 denial of
permission to sell the 10 million hectare Kidman cattle empire to
Shanghai Pengxin (approved in 2016 as a joint venture), and a 2016
block on the sale of electricity provider Ausgrid to a consortium
of Chinese state-owned and Hong Kong corporations. In August
2018 the federal government banned a joint bid from Huawei
and zTE for contracts in the lucrative 5G mobile phone network,
reasoning that “Vendors...subject to extrajudicial directions from
a foreign government that conflict with Australian law, may risk
failure by the carrier to adequately protect a 5G network from
unauthorised access or interference” (quoted in Smith 2018). But
as former Australian ambassador to China Geoff Raby points out,
“What matters is whether there is any nuance allowing Huawei
to participate in some form” (quoted in Grigg and Murray 2018).

Agriculture has been no less contentious than other sectors, with
87 percent of respondents to the 2016 Lowy Poll saying they were
against “the Australian government allowing foreign companies
to buy Australian farmland” (Lowy Institute 2016). Reflecting
these concerns, in 2018 the Foreign Investment Review Board
(rIRB) issued new guidelines requiring scrutiny of investment
in agricultural land by all foreign governments and by private in-
dividuals whose cumulative holdings exceed Aup $15 million
(rIRB 2018:1). While these conditions reflect public unease to-
ward Chinese 0F DI, the Australian Tax Office’s Register of Foreign
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Ownership of Agricultural Land finds that only 2.5% of Australian
agricultural land is owned by Chinese investors, compared to 2.6%
by those from the United Kingdom and 0.7% by those from the
United States (AT0 2017:8).

The relatively small proportion of land held by Chinese enti-
ties is rising quickly while holdings attributed to other nations
are declining. Between the 2015-16 and 2016-17 financial years,
the ATO registered noteworthy changes in the category “area of
land with foreign interests” In this period, the area of land at-
tributed to the United Kingdom fell from 27.5 million hectares to
16.4 million and the area for the United States from 7.7 million
hectares to 2.7 million. While the significant reduction of regis-
tered U.s. holdings may reflect a change in ATo methodology, there
is no question that holdings with Chinese interests increased
rapidly in this period from 1.5 million hectares to 14.4 million
(ATO 2017:8). As noted, the 2016 sale of the Kidman Cattle sta-
tion accounts for much of this sudden increase.

As Chinese OFDI expands into agriculture it is generating con-
cerns, both in Australia and Latin America, not seen with mining,
gas, oil, and other extractive activities (Hearn 2013). Noting par-
allels with Australia, the China-Brazil Business Council (cBBC)
perceives an emerging regulatory challenge in this increasingly
global phenomenon:

This issue is controversial in Brazil and other countries (Canada and
Australia, particularly) and has led governments to take action. In
this respect, it seems that a consensus is being formed: countries
need strong legislation and institutions which can clearly distinguish
and characterize opportunities and threats arising from the sale of
land to foreign groups (CBBC 2011:26).

A broader set of objections to foreign investment in agriculture re-
sults from the loss of crop diversity in rural and peri-urban zones,
intensification of chemical inputs, and associated environmen-
tal impacts. These concerns are intertwined with demand-side sus-
picion of safety standards, unhealthy processed foods, and personal
disconnection with the productive process (Altieri 2009, Baptista
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da Costa et al. 2017). Objections such as these relate to the expan-
sion of industrial agriculture in general, regardless of the investor,
but as the data presented in the next section shows, Chinese fi-
nance is becoming more prominent.

Impact of Chinese OFDI in Australia

Chinese OFDI in Australia should be understood in the context
of the bilateral trade relationship. As Australia’s number one trade
partner since 2009, China has underpinned the expansion of
the nation’s resources sectors. As seen in figure 2, Australia has
consistently achieved significant annual surpluses with China.
These are underpinned by commodities trade, which represents
approximately 79% of Australia’s exports to China (60% to the
world). By comparison, commodities represent approximately
90% of Latin America’s exports to China (40% to the world). Like
many Latin American countries, Australia has become depen-
dent on Chinese demand for its natural resources, to great extent
explaining the interest of Chinese investors in these sectors. And
as in Latin America, Chinese OFDI in Australia has diversified

Figure 2. Australian Imports from and Exports to China as Reported

by Australia (in usp).
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beyond raw materials into manufacturing and services to the do-
mestic economy (Dussel Peters 2018:5).

The analysis below draws on K pMG/University of Sydney data-
sets, which combine statistics from commercial databases, corpo-
rate information, the Australian Bureau of Statistics, the Australian
Foreign Investment Review Board, and the Chinese Ministry of
Commerce (MoFcoM). The Demystifying Chinese Investment in
Australia reports produced since 2011 enable year-on-year com-
parisons, capturing deals at the point that they become legally
binding and secure necessary approvals from Australia’s Foreign
Investment Review Board (F1rRB) and the Chinese government
(xpMG 2018). The data does not include portfolio investments,
such as the purchase of stocks and bonds or deals valued below
$5 million.

In 2017 Chinese orD1 declined by 35% into the United States,
by 17% into the European Union, by 11% into Australia, and by
29% in general (Dussel Peters 2018:2). The decline is logical given
the high outflows of 2016, amounting to $46 billion into the United
States alone. Australia maintains its position as the second largest
worldwide recipient of Chinese OF DI after the United States, with
$99 billion since 2008. Year-on-year volatility in dollar terms is
magnified by the large size of some individual deals, for instance
Yancoal’s 2017 purchase of Rio Tinto's Mount Thawley Warkworth
and Hunter Valley thermal coal mine assets for $2.7 billion. The
deal was executed in partnership with another Chinese-owned
mining giant, Glencore, with Yancoal taking 51% ownership and
Glencore 49%.

Mining was the most significant sector for Chinese investment
in 2017 with 35% of total oFDI, totaling $3.3 billion that year,
mainly in the Yancoal deal but also in lithium operations. Tianqi
Lithium, for instance, invested $450 million to develop a process-
ing plant and double the capacity of its Greenbushes mine, which
supplies approximately 40% of the world’s lithium. Mining projects
are labor intensive during the construction phase and less so when
they come into operation, which has become increasingly mecha-
nized. Yancoal’s acquisition of an existing facility will therefore
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not in itself generate significant new employment, while Tiangi’s
expansion of the Greenbushes is more likely to do so.

While the economic dynamics of mining are well known in
Australia, a more controversial target of Chinese investment is
real estate. The sector accounted for 33% of Chinese OFDI into
Australiain 2017, amounting to $3.2 billion. With generally higher
returns that comparable real estate markets, Australia has been a
target for Chinese property investors for over a decade. The result-
ing upward pressure on residential property prices particularly in
Sydney and Melbourne has generated discontent over housing af-
fordability as many citizens —particularly first home buyers— are
squeezed out of the market. As the title of a recent article in The
Diplomat puts it, “Australians fret as Chinese investment in prop-
erty market surges” (Chazan 2017). In 2017 the F1RB introduced
new application fees for foreign property investors, which together
with the Chinese government’s recent OFDI capital controls, saw
foreign real estate development approvals drop from $53.1 billion
in 2015-2016 to $18.5 billion in 2016-2017 (Rogers 2018).

A rapidly rising sector for Chinese 0FDI in Australia is health-
care, amounting to $4.1 billion between 2015 and 2017, a sum
equivalent to Chinese OFDI into U.s. healthcare over the same
period. More than half of this investment is in the Australian
supplement industry, which is internationally well regarded for
developing and testing high-end products, though it has been slow
to reach international markets. Australian free trade agreements
(including with China) and government support for the industry
provide a promising environment for expanding exports, thus
strengthening the sector’s appeal to Chinese investors. The largest
investment in recent years was undertaken by Biostime, a Chinese
probiotics and infant formula giant, which acquired Swisse Well-
ness in 2015-2016 for $1.2 billion.

As discussed above, a perennially controversial sector for Chi-
nese investment is food and agribusiness, which accounted for
8% ($800 million) in 2017. Dairy, beef, and seafood have been
targeted by Chinese investors to help supply their nation’s growing
middle class with trustworthy high-protein products. Conscious of
tensions over foreign land ownership, investors have increasingly
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targeted higher value chain opportunities in this sector, such as
processing and packaging, rather than primary production. Fur-
thermore, they increasingly pursue joint ventures, retain Austra-
lian management, and reflect a growing proportion of private
investment. In 2017 Chinese private investors accounted for 60%
of total deal value while finance from Chinese SOEs into Australia
dropped for the first time since 2014.

Agriculture demonstrates the range of consequences brought
by Chinese demand: the primarization associated with reliance on
unprocessed commodity exports has been accompanied by the in-
creasing industrialization of food systems. While export-oriented
development has generated macro-economic benefits for Australia
and Latin America, it has also incurred micro-level costs. These
include contamination of crops and groundwater with pesticides,
displacement of young people from rural communities to cities,
and the replacement of family farms by broadacre plantations
producing soybeans in Latin America, wheat in Australia, and
livestock in both. These consequences constitute an opportunity
for Chinese investors to improve on past practices in the agricul-
ture sector. Sensitivity to environmental concerns through projects
that demonstrably contribute to ecological balance and sustainable
food production is likely to become more important.

Conclusions and Policy Suggestions

The demand for metals, energy, and food generated by China’s
growing cities has sustained Australia through the global econom-
ic turbulence of the past two decades. Like many Latin Americans,
Australians recognize the benefits of trading with China, and that
Chinese OFDI can strengthen economic performance. And like
Latin Americans, Australians worry about several aspects of Chi-
nese OFDI, from uncompetitive practices to ecological impacts. As
a recent study of Chinese infrastructure projects in Latin America
finds, Chinese firms “do not usually seek the highest labor, safe-
ty, and environmental standards” (Armony, Dussel Peters, and
Cui 2018:x). Australians have expressed concerns about China’s
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domestic record, noting in a survey by the newspaper Sydney
Morning Herald: “China has polluted its waters, air and soil. They
have no respect to their own motherland. Why would they care
about the environment of Australia?” (quoted in Bachelard 2018).

There is no single pathway for Chinese enterprises to establish
themselves as environmentally responsible actors overseas, but the
Belt and Road Initiative (BR1) provides an opportunity. BRI’S state-
ment of “Vision and Proposed Actions” commits to “conserving
eco-environment, protecting biodiversity, and tackling climate
change” (China Daily 2015). An important step in doing so will
be to formulate guidelines for investors, potentially drawing on
the Ministry of Commerce and Ministry of Environment 2013
joint declaration on the responsibilities of Chinese enterprises
overseas (Ministry of Commerce 2013). The Environment and
Social Framework developed by the Asian Infrastructure Invest-
ment Bank (A1IB) to assist partner countries in fulfilling their
commitments under the Paris Agreement provides further prec-
edent. Uncertainty about BRI’s environmental impact will persist
until such guidelines are formulated and become evident on the
ground. As the subtitle of a recent article in China Dialogue asks,
“Will the Belt and Road Initiative bring environmental devastation
or anew era of Chinese global resource stewardship?” (Pike 2017).

Seventy countries have signed Belt and Road Cooperation
Agreements. Australia has yet to sign such an agreement, but it
is well placed to formulate strategies for environmental engage-
ment with BRI, given its deep integration with Chinese trade and
investment. One Chinese renewable energy investor, Goldwind,
established offices in Sydney and Melbourne in 2009 and cur-
rently employs 130 people across Australia. Its 2017 purchase of
the Stockyard Hill Wind Farm in the state of Victoria for $81 mil-
lion, driven by Australia’s steadily growing electricity demand, may
spearhead further investments in the rapidly expanding renew-
ables sector. A Belt and Road Cooperation Agreement to deepen
engagement in wind and solar power generation would be a logical
step for both nations.

Agriculture could also provide a platform for investment in
ecologically sustainable projects. Chinese vertical greenhouse
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technology, developed by the Center for Protected Agriculture
and Environmental Engineering, and the Liuzhou Forest City
initiative are good examples of smart infrastructure innovations
relevant to Australia. Such projects would resonate with Aus-
tralian preferences for locally grown produce and, if scaled up,
could also service Chinese demand for “clean and green” pre-
mium products. To integrate these and other projects into BRI
would require Chinese enterprises to build relationships not
only with the Australian federal government, but also with part-
ners at the state and municipal levels. Sub-national actors are gen-
erally more attune to local environmental concerns, and working
with them could help Chinese enterprises to stay abreast of public
preferences and opinions.

Food systems innovations in organic production, waste reduc-
tion, employment, land protection, and ecological sustainability
are typically led by divisions within local governments. The Coun-
cil of Moreland in metropolitan Melbourne, for instance, recently
became the nation’s first municipal government to finance a Food
Systems Strategy (see Rose and Hearn 2018). Moreland and other
local governments would benefit from dialogue with China’s ex-
panding organic food movement, in which large-scale projects
like Shared Harvest in Beijing are already establishing internatio-
nal networks. Facilitating technical exchanges to improve opera-
tional dynamics could extend these networks to Australia and build
BRI’s reputation as an environmentally and socially engaged initiative.

Chinese oFDI in Australia has demonstrated its impact on
sectors from healthcare and housing to mining and agriculture.
Whether targeting infrastructure or extractives, it has generated
controversy around its competitive (and potentially anti-competi-
tive) impact. Concerns about the motives of Chinese state-affiliat-
ed capital have given rise to intense debates over the protection of
Australian national interests, especially in relation to foreign own-
ership of farmland. Against this divisive backdrop it is important
to recall the Australian Tax Office’s finding that Chinese investors
have interests in only 2.5% of national agricultural land, and in
many cases are the minority partners in joint ventures. Neverthe-
less, policymakers should evaluate the broader implications of
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land use transformation to service China’s growing demand for
food, not least because agricultural adaptations have contributed
to broader public discomfort with the influx of Chinese capital.
OFDI in infrastructure to promote sustainable food production
and trade would align with widely shared Australian and Chi-
nese interests, providing an opportunity to strengthen bilateral
cooperation.
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Enrique Dussel Peters

Introduction

The relationship between Latin America and the Caribbean
(Lac) and China has grown substantially since the beginning
of the 21* century and moved well beyond economics to include
culture, bilateral and regional political relations, and other areas
like education and language. This qualitatively new and complex
relationship has generated important opportunities and massive
challenges for the region in each of the fields mentioned above.

This document will focus on China’s outbound or overseas
foreign direct investment (0FDI) and consider the increasing sys-
tematization of China’s recent socioeconomic presence in LAC
in the fields of trade, financing, OFDI, and infrastructure projects
(Dussel Peters, Armony, and Cui 2018; Salazar-Xirinachs, Dussel
Peters and Armony 2018). The analysis will highlight the main
features and characteristics of China’s OFDI in the region during
2000-2018.

This chapter will first briefly examine a group of authors and
institutions that have analyzed China’s OFDI in L Ac with the goal
of highlighting debates and discussions on China’s oF D1 in the re-
gion. The chapter will then lay out the main tendencies of China’s
OFDI in LAC during 2000-2018 in terms of its macroeconomic
relevance and generation of employment, as well as by country of
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destination, ownership, and sector, among other characteristics.
Finally, chapter will provide a set of suggestions for policy-makers
and future researchers.

Recent Debates on China’s OFDI in LAC

Surprisingly, there is very little detailed analysis on China’s OFDI
in LAC as a region. The China-LAc relationship in general has
been the subject of many authors and institutions in LA c, China,
and in the Us, including think-tanks, but the massive, albeit insuf-
ficient, literature on China’s OFDI in LAC has not garnered much
attention.'

In China, the Ministry of Commerce (MOFCOM) reports an-
nually on China’s OFDI in the world and in LAC (see next section)
and its analysis of MOFCcOM in 2015 (MOFcOM et. al 2015) is,
to date, the most accurate and thorough existing overview. The
analysis was based on visits to companies, interviews with nearly
50 multinational companies, dozens of meetings, and a question-
naire with more than 60 questions answered by 254 companies.
Among the most significant results of the report is the observation
that labor issues in LAC are the greatest risk for Chinese com-
panies, followed by the political and regulatory setting. Worker
safety issues and cultural differences were the main challenges in
labor relations, as well as a lack of understanding of local culture
and habits.?

1 See, for example, the Atlantic Council (Avendano, Melguizo, and Miner 2017;
Gonzilez 2018), the Brookings Institution (Dollar 2017) and the Inter-American Dia-
logue (Myers and Barrios 2018), among others. Reviews of existing literature in China
and in LAC on the respective issues are practically non-existent or insufficient. The
lack of knowledge and integration of the literature, especially in Lac and China, on
methodological issues, case studies, and analysis of the respective issues for specific
countries, of public, private and academic institutions not only limits the learning
process but also reflects the poor conclusions and policy proposals and the repetitive
nature of the overall conversation.

2 Other Chinese authors such as Jiang (2017) have also contributed to understanding
China’s oFDI in LAC, particularly regarding the respective policies in the last de-
cades.
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Internationally the 11sp (2016), Koleski and Blivas (2018)
and the work of Kevin Gallagher at the Global Economic Gover-
nance Initiative (GEGI) (Ray, Gallagher, Lopez and Sanborn
2017) have made important contributions to the understanding
of China’s OFDI in LAC. The 11sD notes the significant econom-
ic impact of Chinese OFDI in general, ranging from from eco-
nomic development to local industry linkages and technology
and skills transfers, while Koleski and Blivas (2018) highlight the
increasing quantitative importance of China’s OFDI in LAC, par-
ticularly in countries such as Brazil, Peru and Argentina to meet
China’s rising demand for “raw materials” Ray et. al (2017), as well
as other authors (Garzén 2018) emphasize that China’s increasing
presence in LAC in general, and specifically their or D1, has so far
had a negative impact on LAC s environment as a result of the
lack of policy guidelines for China’s 0oF DI and their firms but also
because of institutional weaknesses in the region.

Within LAc there is an increasing complexity in the analysis
at the bilateral and regional level regarding China’s OFDI in LAC.
Business organizations such as the China-Brazil Business Coun-
cil (CEBC 2018), as well as academic efforts in Argentina, Brazil,
Mexico, and Peru have brought an increasing depth to the under-
standing of China’s oFDI in LAC (Blanchard 2016). The work of
the Academic Network of Latin America and the Caribbean on
China (Red ALc-China) has been especially relevant, with doz-
ens of analyses in the last decade on China’s OFDI in particular
countries and sectors. The overview of ten Chinese firms in LAC
(Dussel Peters 2014) indicates that Chinese firms still lack experi-
ence and information on LAc for investing, in specific fields such
as suppliers, clients, labor and environmental laws, etc. and that
LAC countries have so far not been able to provide support to
Chinese firms because of a limited understanding of Chinese
firms. In general, Chinese firms require long periods for adapting
and learning in rLAc, which brings important ramifications
in terms of costs and the time to begin successful operations and
turn a profit. This process, however, is changing quickly as the
increasing presence of Chinese OFDI in LAC is also generating
a learning process within Chinese firms. Chinese firms present a
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wide heterogeneity and ability to generate backward and forward
linkages, depending on the legal framework and concrete options
provided by the respective public and private sectors in LAC.
This topic is of critical relevance for the discussion on the potential
impact of China’s OFDI on LAC s development.

China’s oFDI in LAC (2000-2018)

The most recent official analysis of FDI for LAC (EcLAC 2018),
with information up to 2017, confirms the downward trend in
the reception of FpI in the region since 2014, due to the drop
in international prices of raw materials and the economic reces-
sion of 2015 and 2016, particularly in Brazil. From a longer term
perspective, EDI in LAC has been increasingly concentrated in
manufacturing and services. Beyond FDI in raw materials and
extractive sectors, it is important to highlight the drop in the aver-
age profitability of FDI in LAC: from levels close to 9% in 2008 and
2011 to less than 5% in 2017 (EcLAcC 2018:34-35).

Figure 1. Statistical Disfferences in China's OFDI to LAC According to Different

Sources (2004-2018) (in usp million)
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Source: author's elaboration based on EcLac (2016) MoFcoM (2018/a)
and Dussel Peters (2019).
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The Monitor of Chinese oFDI in Latin America and the Caribbean
has stressed the relevance of different methodological approaches
for measuring and recording OFDI in recent years (Ortiz Ve-
lasquez 2016). Statistical records diverge significantly (see Figure
1), with implications for academic, business, and public policy
analysis. Most of international institutions and authors analyzing
China’s orDI in LAC have not understood the methodological
differences that result in substantial statistical differences.

Although the differences among data from ECLAC, MOFCOM,
and the Monitor of Chinese 0¥ D1 in Latin America and the Carib-
bean for the entire 2010-2015 appear small -us$ 56.7 billion, Us$
66.2 billion, and us$ 63.2 billion- they are in fact truly important
(see Figure 1). MorcoM information, for example, includes two
financial centers representing 86.34% FDI to LAC for the period.
By excluding the Virgin Islands and Cayman Islands during the
2010-2015 period, Chinese oFDI is reduced to uss$ 9 (or 13.65%
of the amount recorded by the Monitor in 2019 for the 2010-2015
period). Although the difference between the information from
EcLAC and the Monitor is barely uss 6.5 billion, each year the
differences are greater than 50%. For 2012, for example, ECLAC
reports Us$ 9.2 billion and the Monitor 2019 reports barely uss
4 billion.?

Two additional general aspects of Chinese OFDI are relevant.
First, Chinese 0FDI in 2018 recovered slightly to reach us$ 129.830
million and a growth rate of 4.2% over 2017. With this, China
managed to overcome the drastic drop of Chinese OFDI in 2017,
-36.5% and the first in more than a decade (see Dussel Peters 2019)
but was still below the maximum levels reached in 2016 and 2010.*
If during 2015 and 2016, Chinese 0¥ D1 had for the first time sur-
passed its FDI, in 2018 the OFDI/FDI ratio was 96.17%. Second,

3 These record differences are further exacerbated by country. In the case of Mexico,
for example, the Mexican authorities still differentiate between the Chinese and Hong
Kong okp1 flows. The differences between the Mexican and Chinese authorities’
records in 2006 and 2015 are notable, i.e., Chinese authorities (MOFcom) registered
a negative oFDI (Dussel Peters 2019).

4 However, in specific markets such as the us, Chinese orp1 fell between 60 and 80%,
particularly in the last quarter of 2018 (Miller 2019).

109



CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

total Chinese 0FDI employs around 4.92 million Chinese abroad
and contracted by -3.0 percent in 2018 (MoFcom 2019/a/b).

Main Trends of Chinese OFDI in LAC (2000-2018)°

During the 2000-2018 period, Chinese companies carried out 402
transactions in LAC countries, representing uss$ 8.2 billion in
2018 with a growth rate of -31.8% with respect to 2017. In 2018,
Chinese oFDI represented 51.66% of 2016 (see Table 1). The fall in
employment generated by Chinese 0FDI in 2018 was even more
pronounced, at -66.3% for the year.® As a result of these trends since
2017 and again in 2018, the amount per transaction decreased
to us$ 178 million. If the 2018 Monitor showed three phases of
Chinese OFDI in LAC, from 2017 onwards a fourth phase with a
dynamism significantly lower than that of 2010-2016 can be seen:
in the short and medium term a relative stagnation is expected at
relatively low levels of orD1 and particularly compared with the
dynamism of the previous phase (see Table 1).
By type of investment Table 1 also shows that:

a) In 2018, mergers and acquisitions became the main type
of Chinese OFDI, accounting for 74.76% and 67.98% of
the amount and employment generated by Chinese 0FDI,
respectively.

b) Asaresult, Chinese OFDI mergers and acquisitionsin LAC
have become the most significant, accounting for 62.35%
of the oFDI total and 60.66% of employment during 2000-
2018, respectively.

5  For a full analysis see: Dussel Peters (2019) and http://www.redalc-china.org/monitor/.

6  For an analysis of the quantity and quality of employment generated by Chinainrac,
with four national studies and respective case studies, see: Salazar-Xirinachs et. al
(2018).
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Table 1. LAac: Chinese oFDI and Employment (2000-2018)

Amount / Amount | Employment

transaction | /workers |/ transaction

(million (million (number of
USD) USD) workers)

Amount | Employment

Transactions .
(million | (number of

(number)

USD) workers)

Total Chinese OFDI

2000-2005 16 4444 | 13,905 277.73 032 869
2006-2009 58 15,825 | 33,023 272.85 0.48 569
2010-2018 238 101,429 | 277,068 | 426.17 037 1,165
2000-2018 402 121,698 | 324,096 | 302.73 0.38 806
2015 35 10,182 | 29,554 290.91 034 844
2016 38 15879 | 48,523 417.87 0.33 1,277
2017 59 12,018 | 71,984 203.70 0.17 1,220
2018 46 8203 | 24,240 178.32 034 527
2000-2005 3 570 5,950 190.00 0.10 1,983
2006-2009 22 4,466 16,750 203.00 027 761
2010-2018 120 70,841 | 173,893 | 590.34 0.41 1,449
2000-2018 145 75,877 | 196,593 | 52329 0.39 1,356
2015 7 7,381 17,670 | 1054.44 0.42 2,524
2016 17 14,323 | 39,258 842.53 0.36 2,309
2017 27 8,682 | 54,839 321.55 0.16 2,031
2018 23 6,132 16,478 266.61 037 716
2000-2005 13 3,874 7,955 297.97 0.49 612
2006-2009 36 11,360 | 16,273 315.54 0.70 452
2010-2018 208 30,588 | 101,275 | 147.06 0.30 487
2000-2018 257 45,821 | 125503 178.29 037 488
2015 28 2,801 11,884 100.03 0.24 424
2016 21 1,556 9,265 74.09 0.17 441
2017 32 3,336 17,145 104.26 0.19 536
2018 22 2,031 7,562 9231 0.27 344

Source: author s elaboration based on Dussel Peters (2019).
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As a result of previous trends, the share of Chinese 0FDI1 with
respect to total FDI in LAC, as well as its gross fixed capital for-
mation, declined in 2018 and fell to its lowest level since 2012, at
6.28% and 0.63%, respectively (see Figure 2).

Figure 2. LAC: Chinese OEDI in Relationship to Total Fp1 and Gross Fixed Capital

Formation (2000-2018)(percentage)
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Sources: author's elaboration with information of CEPAL an MOECOM.

Chinese 0FDI by Destination Country (2000-2018)

Chinese OFDI continues to diversify in Lac. The countries with
the largest share of Chinese OFDI in LAC, Brazil and Argentina,
saw their reception decline, while Chile and Peru became by far
the most important countries in this regard, receiving 63.03% and
16.31% of Chinese OFDI in LAC in 2018, respectively. Beyond
the collapse of Chinese 0FD1 in Brazil and Argentina, the decline
of Chinese OFDI in Mexico in 2018 and over the previous year is
also notable (see Table 2).
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Chinese OFDI by Destination of Economic Activity
(2000-2018)

During 2000-2018, Chinese 0FDI amounts have been concen-
trated in three activities: raw materials (60.02%); manufacturing
(8.62%); and services and domestic market (30.76%) (see Table 3):

a) The diversification of Chinese OFDI in LAC by sector has
been one of the most notable developments in the last five
years. If during 2000-2010 the share of raw materials in
oFDI and in the employment generated was by far the most
significant, since then its presence has become more var-
ied. By 2018 it accounted for only 53.39% of the amount of
Chinese 0FDI in LAC and 35.99% of employment by 2018,
respectively.

b) In recent years, Chinese 0FDI has focused on manufactur-
ing and particularly on services, the latter accounting for
36.21% and 34.88% of the amount of OFDI and employment
during 2010-2018, respectively.

c) The purchase of technology in Lac by the Chinese OFDI
has been a secondary factor. For the entire period 2000-
2018, four cases worth us$ 395 million were recorded, gen-
erating almost 2,500 jobs throughout the region.

Chinese OFDI in LA C by Type of Firm Ownership
(2000-2018)

One of the most striking features of Chinese OFDI is the very
high public sector share. During 2000-2018, participation in the
amount of OFDI and employment generated in Lac was 70.2%
and 49.1%, respectively (see Table 4). This tendency is changing
rapidly. In 2018, for example, participation of public firms in Chi-
nese OFDI was only 6.3 percent.

Public sector transactions are much more capital-intensive
with respect to employment and employment per transaction. For
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2000-2018, for example, the ratio of amount per transaction was
Us$ 538 million and only uss$ 149 million for private enterprises.

Conclusions

China’s orD1 in LAC has been, so far, a rather recent development
and is part of China’s increasing presence in a group of cultur-
al, political and socioeconomic factors. China’s orDI has been
increasing substantially since 2006-2007 and reached its high-
est point in 2010, accounting for 17.64% of LAC s total FDI and
1.71% of gross fixed capital formation, respectively.

Although there has been insufficient analysis on China’s OFDI
in LAc, the first section reviews a group of recent analysis re-
garding China’s sectorial specialization and its impact on the en-
vironment, backward and forward linkages, as well as in general
on development. The existing literature suggests that, in general,
China’s OFDI has generated diverse and heterogeneous results and
that the respective counterparts in LAcC, particularly the public
sector, plays an important role to understand the impact of China’s
OFDI, also in terms of learning processes of Chinese firmsinLAc.

It is in the context of these discussions that the more recent
trends of China’s LAC are most significant. It is indispensable to
understand the methodology of registration of the respective data
sources, both national and international, since potential analysts
do not otherwise understand the substantial differences in their
volume and trends, as discussed in the second section; Firm-level
registration, as presented in the Monitor of Chinese OFDI in Latin
America and the Caribbean is a valuable contribution because
[add explanation here]. In general, China’s OFDI in LAC has di-
versified significantly in the last years. Considering the reviewed
debates, China’s oFD1 has moved well beyond raw materials or
extractivism, and is increasingly focused on manufacturing and
services in LAcC. This diversification is reflected in the number
of new countries receiving Chinese oFDI and the increase in the
number of Chinese private firms active in the region. In 2017
and 2018 China’s oFD1 fell substantially, making it impossible to
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argue that China’s oFDI in LAC will grow “exponentially” over
time. This is also why the respective chapters of these book are
so relevant, i.e. in terms of deepening and extending the specific
activities, sectors, firms, and particularities of China’s OF DI in the
respective countries.

Research and analysis of Chinese OFDI needs to extend and
deepen the existing data produced by public, private, and academ-
ic institutions in Lac and China. Studies of specific global value
chains like oil and energy, minerals, as well as manufacturing and
services (related to electronics, the auto industry, telecommunica-
tions, ports, etc.) in LAC would be important to understand Chi-
nese OFDI, as well as firm-level analysis of Chinese activity in the
region. The systematization of existing analysis of bilateral oFp1,
particularly in cases such as Argentina, Brazil, Mexico, and Peru,
among others, should improve in the future, both from a Chi-
nese and LAC perspectives. Better data and analysis would im-
prove policies in terms of the impact of Chinese OFDI on the
environment, technological upgrading, backward and forward
linkages, as well as on development in general.
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CHINA’S OFDI
IN ARGENTINA

Leonardo E. Stanley

Introduction

Argentina and the People’s Republic of Chinas (Prc) bilateral
relations date from March 1972. The relationship grew steadily
thereafter, becoming economically significant after 2003 when
Chinese demand induced a soybean boom in the Pampas and
permitted the South American country to recover from its worst
economic crisis.

Despite growing commercial links and the financial assistance
provided by China after the Argentine crisis, bilateral relations
have not been exempt from tensions (Uriburu Quintana 2009;
Lopez and Ramos 2009; Hua 2017). The latest example of these
tensions irrupted on March 16th, 2016, after the sinking of a
Chinese trawler for illegal fishing in Argentine territorial waters.
Overall, tensions and frictions might be unmasking the substan-
tial environmental and social costs imposed by the new structural
growth model (Fabinyi and Liu 2014; Sharma 2014; Ray et al. 2017).
In any case, discordancy did not alter the bilateral but uneven
commercial relationship between partners. Argentine economic
dependence on China may increase enlarging as local authori-
ties become reliant upon Beijing for financial support. So indeed,
Argentina’s urgencies represent an opportunity for China, always
obsessed with the idea of food (Veeck 2013; Kuteleva 2016; Zhou
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2016) and energy security (Zweig and Jianbai 2005; Downs 2007;
Kong 2011; Jiang and Sinton 2011; de Graaf 2014). Argentina’s
actual macroeconomic circumstances (low asset prices, recession,
and local private firms in trouble) offer Chinese firms a golden
opportunity at bargain prices (and cheap bargaining) for gaining
a foothold in the natural resource value chain (Ecc 2018). The
next paragraphs will elucidate the relationship between the two
sovereigns, but mainly assess the relevance of Chinese OFDI in
the economy of Argentina.

The Argentina chapter contains three sections. It first introduc-
es a brief analysis of the bilateral relationship and describes trade
and services flows along with the financial assistance provided
by China after the global financial crisis. The second and largest
section introduces Chinese OFDI in Argentina. At the very start,
it briefly discusses methodological issues, describing the main
traditional asset-liability approach and the so-called directional
approach to FDI assessment. Next, it brings a short and concise
map, illustrating the principal locations for Chinese oFDI. Then, it
discusses the sectoral composition of Chinese OFDI in Argentina.
The last section brings some ideas for the debate.

The Chinese Relationship with Argentina (2000-2017)

The emergence of China as an insatiable purchaser of commod-
ities reimposed the natural resource export-led growth model
trade pattern of 19" and early 20" century in Latin America. For
Argentina, the result was an increase in a few agricultural exports
in contrast to the importation of more than 5,000 goods coming
from China. Only three products account for 85% of Argentine
exports to the Middle Kingdom: soybeans (56.2%), soybean
oil (13.4%), and crude oil (15.0%). The bilateral trade balance
turned favorable to China after 2008, whose rise not only dis-
placed old Argentine partners but reconfigured the country’s
export basket.
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Figure 1. Argentina - China Bilateral Trade (2008-2017)
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Chinese firms have also become very active in infrastructure-re-
lated projects (Stanley 2018; Uriburu Quintana 2018; Madhavan et
al. 2018). Beijing has promoted the internationalization of national
firms through these projects, and Argentina, which has been des-
perately searching for new funding sources, has welcomed them.
The quest led by President Mauricio Macri for membership in the
Asian International Investment Bank (a11B), as to enthusiastically
endorse for the Belt and Road Initiative (BRI) enlargement in
Latin America. Meanwhile, Xi Jinping promised to provide Ar-
gentina with a uss 17 billion credit line for infrastructure-related
investments (Myers 2018).

Chinese influence in the financial realm is also expanding and
benefits Argentina through preferential loans or swaps agree-
ments. On the heels of the global financial crisis, the People’s Bank
of China (pBc) and the Central Bank of Argentina (BCrA) signed
their first swap agreement in June 2009 (BcrA 2009), which has
been renewed twice by former president Cristina Fernandez de
Kirchner (first during 2014, a complementary agreement in 2015)
and two more times by current president Mauricio Macri. The
original agreement objective was to strengthen Argentina’s curren-
cy reserves but during the political transition, the funds were used
to stabilize the exchange rate. Following the recent currency crisis,
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the Argentine government once again initiated talks with China
and asked Beijing to participate in providing a package of support
from foreign lenders. Argentine authorities obtained a three year
extension in 2017 and recently agreed to an enlargement of the
swap agreement (Reuters 2018b).

Impact of Chinese OFDI in Argentina (2000-2017)

Thearrival of Chinese investors to Argentina waslimited before 2003
and then increased and peaked in 2010 (Sevares 2016). According
to Ernesto Taboada, ceo of the Chinese Argentine Cham-
ber of Commerce, China 0FD1 during 2017 totaled uss 12 bil-
lion. That optimistic vision is shared by Diego R. Guelar, the Ar-
gentine Ambassador to China, who has suggested that the Middle
Kingdom was Argentina’s principal investor in 2017 (Nuevos
Papeles 2017). Official statistics, however, suggest a slightly dif-
ferent picture.

Two key concepts should be considered when evaluating
whether an operation should be classified as FD1 or not: country of
residence and the investor s long-term interests or influence over
the enterprise (UNCTAD 2009). According to these criteria, an
investment undertaken by a Chinese citizen who is a resident of
Argentina should not qualify as a direct investment. For example,
when a Chinese citizen (foreigner but resident in the country)
obtains a fishing license or owns and manages a supermarket in
Buenos Aires, an increasingly common practice, their activities
do not represent FD1. Likewise, a foreign citizen who maintains
a minority stake in an Argentine firm and is not involved in the
firm’s administration is likewise not engaged in FD1. The foreigner
has to acquire a lasting interest of more than 10% in an enterprise
for it to qualify as such, according to 1IMF standards (1MF 1993).
The oEcD guidelines, on the other hand, treat a direct invest-
ment as “a category of cross-border investment made by a resident
entity in one economy (the direct investor) with the objective of
establishing a lasting interest in an enterprise (the direct invest-
ment enterprise) that is resident in an economy other than that of
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the direct investor” (0ECcD 2008). In contrast to the former defi-
nition, the oECD view also considers minority shareholders who
maintain an active voice in management to be Fp1, independently
of any threshold. China’s perspective situates it at the other ex-
treme, with MOFCON FDI guidelines establishing a 25% threshold
to identify and report investment as Fp1 (Vicek 2010).

Table 1. China’s OFDI in Argentina, BCRA official figures

(information on FDI in local companies, $USD)

Hong | Cayman | Virgin

China | Bermudas Ve || ks || Tkl Total
December 2004 13 908 29 2,059 966 3,974
June 2005 11 997 29 2,131 1,068 4,235
December 2005 10 826 37 1,980 462 3,315
June 2006 20 955 39 2,042 415 3,472
December 2006 44 1,001 35 2,088 429 3,596
June 2007 71 1,062 41 2,090 431 3,695
December 2007 89 1,164 43 2,099 449 3,844
June 2008 117 955 85 2,070 494 3,721
December 2008 110 845 52 2,297 447 3,752
June 2009 105 873 33 1,753 459 3,223
December 2009 124 920 35 1,198 511 2,787
June 2010 143 1,249 33 1,908 508 3,842
December 2010 191 1,530 48 1,766 612 4,146
June 2011 224 1,845 70 2,474 572 5,185
December 2011 239 1,611 134 2,450 724 5,158
June 2012 221 2,032 111 2,196 795 5,356
December 2012 575 1,959 59 1,590 697 4,880
June 2013 652 2,043 77 1,581 581 4,935
December 2013 607 1,690 74 1,423 552 4,344
June 2014 621 1,569 93 991 500 3,773
December 2014 726 1,003 105 1,221 619 3,674
June 2015 758 1,127 85 1,173 722 3,865
December 2015 661 716 68 1,034 516 2,994
June 2016 628 786 93 1,021 512 3,039
December 2016 618 802 123 1,158 556 3,256

Source: author s elaboration based on BCRA.
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The traditional asset-liabilities approach, however, does not ade-
quately reflect the realities of today’s economy. The OECD has
also proposed an alternative method: the so-called directional
one, which qualifies flows and stocks according to the ultimate
investing country (0EcD 2008; Ortiz Velasquez 2016). The direc-
tional principle also permits a differentiation of Fp1 inflows into
four different types: greenfield investments, merger and acquisi-
tions (M&A), extension of capital (additional new venture), and
financial restructuring. The directional approach more accurately
delineates the role played by Chinese investors in Argentina.

Tracking M&A operations would be helpful in tracking inward
EDI according to investing country, especially after globalization
altered the market for corporative control dynamics. In recent
years, Chinese firms become highly active in the M& A global mar-
ket, acquiring leading technology firms in Europe and elsewhere.
However, Chinese firms” merger & acquisition spree has grown
beyond tech firms to include TNCs participating in energy, min-
ing, and other natural resources industries. Deals like those in-
volving agri-business subsidiaries like Syngenta or Nidera have
altered asset ownership around the world and in Argentina, in-
cluding. Likewise, the current wave of mergers in the mining sec-
tor is transforming the industry globally and permitting China to
participate in the Argentine lithium boom.

In some cases, direct investments are too unclear to assess. Re-
directing D1 flows from offshore centers (round tripping capital
if capital is going to tax havens and then eventually back to Chi-
na) has become one of the leading practices for emerging market
economies firms going global (Vicek 2010; Shuterland et al. 2010;
Qiu 2014; Buckley et al. 2015) and has been extensively observed
with respect to Chinese 0rD1.1 Offshore centers as hubs for capital
intermediation have altered patterns of business investments and
traditional accounting practices (Kolstad and Wiig 2012; Buckley
et al. 2015) and caused a distortion in figures that misrepresents
the role of Chinese firms in the Argentine economy. A significant

1 According to unofficial figures, around 69-87% of annual Chinese 0FDI was direct to
offshore and tax havens during 2003-2011 period and concentrated in three locations:
Cayman Islands, Hong Kong, and the British Virgin Islands (Buckley et al. 2015).
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amount of Chinese flows come from societies legally settled at
offshore centers locations in the Caribbean (especially the Cayman
Islands and the British Virgin Islands) and therefore remain un-
accounted for in Argentina’s official records, which are based on
the traditional asset-liabilities criteria. “Identifying the country of
origin of FDI flows from national accounts tends to be imprecise as
this shows only the immediate bilateral background of funds, and
does not identify transactions conducted through third-party
markets” (EcLAac 2018). To accurately assess the source of the
investment, and to avoid misunderstandings originating from
round-tripping practices, OECD guidelines suggest evaluated FD1
according to the directional principle (0EcD 2008).

Despite the increasing relevance of China in the Argentine
economy, China is not even mentioned in the Central Bank di-
rect investment annual report (BCRA 2016). According to official
figures, by the end of December 2016 the gross liability position
of Chinese FDI in Argentina (classified by first-rate investor coun-
try) totaled $618 million, with the financial sector receiving most
of the flows (BCRrRA, online statistics). Chinese investors are not
reported in ECLAC statistics either, at least not among countries
listed as the primary source of D1 flows arriving in the country
during the 2007-2016 period (EcLac 2018). Underreporting is
also observed in MOFCON statistics which, by the end of De-
cember 2016, estimated Chinese FDI in Argentina at Uss 181,52
million. Official figures do not take into account M&A operations
settled abroad; even when they have societal consequences on local
markets their ultimate origin —for example through offshore cen-
ters located in the Caribbean- is not considered.

A series of deals recently made by Chinese investors were unre-
ported in the previous edition of the Red ALc-China dataset. The
1cBC takeover of Standard Bank (us$ 600 millions) is the most
substantial unreported investment. Official records (and Red AL c-
China until now) have also overlooked Chinese activity in the
mining sector (Us$ 370,8 millions), which might be due to the fact
that most lithium-related deals take place abroad (mainly Canada),
but positively affecting lasting control rights over Argentine soci-
eties. Chinese investments in the fisheries sector ($ 91,3 millions)
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have also remained unnoticed but are becoming significant in local
ports. A series of takeovers has given Chinese firms control over a
group of Spanish fisheries firms operating in Argentina. Lastly,
a series of investments made by well-known electronics firms in
the Tierra del Fuego free trade zone ($ 68,5 millions), correlate to
joint-venture deals with local firms (see Table 2).

To the total amount of Chinese OFDI in Argentina originally
reported in the Red A1Lc-China Table ($ 11.870 millions), we are
adding $ 1.133,6 million for a new total of $ 13.003,6. Chinese in-
vestments in Argentina, differentiated by sector, are the following:
natural resources, $ 7.967,1; manufacturing, $ 407,7; and services,
$4.628,5.

Geographical Map

In geographical terms, Chinese firms have spread to every corner
of Argentina but some provinces have received more attention
given their good fortune with respect to natural resources. Brine
reserves in the northern provinces of Jujuy, Salta or Catamarca
are attracting an increasing number of Chinese investors. Oil and
gas initially brought investors to the San Jorge basin at Chubut,
although now they are turning their attention toward the Vaca
Muerta shale gas basin located at Neuquén. Argentine sea fish-
eries, especially those with squid and pelagic varieties, have
generated considerable interest in China. An increasing number
of Chinese investors and fishing firms are landing in the Argentine
ports of Buenos Aires, Chubut, and Santa Cruz. Food security
also drives the latest merger and acquisitions movements made
by Chinese conglomerates in the agribusiness sector. For com-
panies like Chemchina or corco, operations are national but
located mainly on the Central Region (Buenos Aires, La Pampa,
Santa Fe, and Coérdoba). Those investing in the meatpacking sector
follow a similar geographical pattern. Chinese electronics firms
typically settle on Tierra del Fuego, as investments on the island
historically benefitted from tax breaks and industrial subsidies.
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Sectoral Map

In sectoral terms, most Chinese investments established in Ar-
gentina follow a resource-seeking pattern, with the exception of
some atypical participation in manufactures and services. In-
vestments are mainly found in the following sectors: oil and gas,
mining, agribusiness, beef, and fisheries.

Once a significant exporter, after 2013 China transformed into
the world’s largest net importer of petroleum and other liquid
fuels —-importing 8.4 million barrels per day (b/d) during 2017.
To match its growing energy demands and to secure access at the
point of supply, Chinese national oil companies (NOCs) began to
go global in the late 1990s. The objective has drawn them to the
Argentine oil and gas sector, which hosts two of the Chinese lead-
ing energy firms since the beginning of the present decade: China
National Offshore Oil Company (cNooc) and China Petrochemi-
cal Corporation (siNoPEC) (Lopez and Ramos 2014).2

cNooc is the largest producer of offshore crude oil and natu-
ral gas in China and one of the largest independent oil and gas
exploration and production companies in the world. Regionally
the company operates in Brazil, Colombia, Mexico, Guyana, and
Trinidad and Tobago. cNoocC entered Argentina after paying
uss$ 3.1 billion for a 50% stake at Bridas at March 2010, a deal
that transformed cNooOC as BP partner at PAE.” Two years later
Bridas (cNooc and Bulgheroni) acquired ExxonMobil’s assets in
Argentina, Uruguay, and Paraguay, giving birth to Axion Energy
group. Finally, during 2017, PAE merged with Axion Energy to
become PAE Group (or simply PAEG). PAEG is one of the main
hydrocarbon companies in the country (983 MMBOE of proven oil

2 A more small energy company intended to join this energy delegation, but its am-
bitious project in Tierra del Fuego never came to life. The proposal was initially
presented by “Tierra del Fuego Energia & Quimica-TDFEQ,” and consisted in the
construction of a us$ 650 million urea plant near the Rio Grande at Tierra del Fuego
Province. As the company failed to meet with royalties payments, the project stalled
and eventually failed.

3 In 1997, the Bulgheroni family (BRIDAS) and British Petroleum (Bp) created Pan
American Energy (PAE).
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& gas reserves in 2015*), with operations in Argentina in four
central hydrocarbon basins (Golfo San Jorge, Neuquén, Noreste,
and Marina Austral) and interests in Vaca Muerta shale. Between
2001 and 2016, PAE invested more than uss 14 billion in hydro-
carbon exploration and production in the country. During that
same period, PAE increased its gas production by 76% and its oil
production by 27% and today accounts for 18% of the consolidated
market in the country. In sum, PAEG ranks as the first oil private
company and one of the leading Argentine producers and export-
ers of crude oil.

Sinopec Group is the largest oil and petrochemical products
suppliers and the second largest oil and gas producer in China,
the largest refining company and the second largest chemical com-
pany in the world, ranking 3rd on Fortune’s Global 500 List in
2017. siNOPEC is already present in the regional market (Ecua-
dor, Colombia, and Brazil), and entered the local market in 2010
when it acquired Argentine subsidiary of us Occidental Petroleum
Company (0xY) (a uss 2.45 billion operation). Occidental has
obtained 23 different concessions with the probe and probable
reserves totaling 393 millions of barrels per day (b/d) and with
operations at Santa Cruz and Chubut (both at San Jorge basin)
as well at Mendoza. In addition to original value miscalculation
pitfalls made at the time of the deal (T 2016b), sinoPEC suffered
from more significant than expected costs and disputes with labor
unions, all of which made the Chinese firm to look for alternatives,
including selling (Paraskova 2017). However, with the prospect
of increasing oil prices, the company decided to remain (Revista
Petroquimica 2017). Following nine months of negotiations with
trade unions, the company chose to restart operations in four oil-
fields in Santa Cruz Province (us$ 70 million in investments and
240 new jobs) (Revista Petroquimica 2018).

4 pAE maintains the highest reserve replacement ratio in Argentina: 150% between
2001 and 2015 (https://www.pan-energy.com/sites/en/Prensa/Paginas/Comunica-
dos/Bridas-and-BP-agree-to-integrate-PAE-and-Axion-Energy.aspx).

131



CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

Table 3 shows Argentina s oil & gas market structure, in which the
presence of Chinese firm keeps growing: PAEG (5.6 millions of
m3 of production) comes in behind the market leader whereas
SINOPEC obtains the fourth place (1.4 million of m3). In natural
gas production, PAEG has a 12% market share which places it third

(after YPF and Total), whereas SINOPEC comes in 10th place.

Table 3. Argentina’s oil and gas market, primary producers (2017)

OIL
Operator m3 Market Share
Ypf S.a. 12,566,149.0 45.18%
Pan American Energy (Sucursal Argentina) Llc 5,644,640.7 20.29%
Pluspetrol S.A. 1,719,727.7 6.18%
Sinopec Argentina Exploration Inc 1,459,749.4 5.25%
Tecpetrol S.A. 707,501.6 2.54%
First 5 22,097,768.3 79.45%
Others 5,716,117.1 20.55%
TOTAL 27,813,885.4 100.00%

Operator Mm3 Market Share
Ypf S.a. 15,012,753.44 33.66%
Total Austral S.A. 11,907,555.15 26.70%
Pan American Energy (Sucursal Argentina) Llc 5,497,747.70 12.33%
Pampa Energia S.A. 1,667,238.48 3.74%
Tecpetrol S.A. 1,537,651.19 3.45%
Ysur Energia Argentina S.R.L. 1,343,058.87 3.01%
Pluspetrol S.A. 1,099,274.94 2.46%
Compania General De Combustibles S.A. 1,073,531.72 2.41%
[Enap Sipetrol Argentina S.A. 803,871.36 1.80%
Sinopec Argentina Exploration Inc 753,590.64 1.69%
First 10 40,696,273.49 91.26%
Others 3,899,139.14 8.74%
TOTAL 44,595,412.63 100.00%

Source: author’s elaboration based on Academic Network of LatinAmerica and the
Caribbean on China (2019).
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Recent investment inflows are also impacting agribusiness, as
food security remains a crucial priority for officials at Beijing.
Back in 2008, the Ministry of Agriculture formulated a program of
“outward agricultural investment, including a possible strategy
of overseas land purchase and leasing” (Myers and Jie 2015:3).
The plan laid out the ambitious attempt made by China to buy
land for crop production in Argentina, although few deals were
ultimately concluded. Two initiatives initiated by the Chonggqing
Grain Group (cGG): one in Chaco province (130.000 hectares, for
Us$ 420 million) for soybean production and another in Cordoba
(10.000 hectares, us$ 1.2 billion), both aimed at soybean and (in
association with Molino Cafuelas, a local producer of vegetable
oils and flour) dairy farming. Heilongjiang Beidahuang Nongken
Group Co., another Chinese firm, purchased 300.000 hectares
(uss 1.5 billion) in Rio Negro province for soybean, corn and
wheat production. The entry of foreign investors generated resent-
ment among small and medium farmers and eventually forced
national authorities to introduce a new bill restricting the purchase
of land by foreigners.

As opposition to land grabbing mounted, authorities in Bei-
jing turned to a new strategy. Chinese efforts shifted towards the
control of the main distribution channels to ensure reliable trans-
portation infrastructure. The state-owned Chinese giant Cereals,
Oils, and Foodstufts Company (corco) undertook the initiative,
buying majority stakes in both the Dutch seed and trading compa-
ny Nidera and Hong Kong-based agribusiness Noble Group, both
of which have an extensive historical presence in Argentina and
Brazil.® South America has become coFco’s most crucial business
unit, a region where the company maintains 60% of their global

5 The new law “Ley de Proteccién al Dominio Nacional sobre Propiedad, Posesion o
Tenencia de Tierras Rurales” was passed by Congress on December 22, 2011.

6  Nidera arrived in Argentina in 1930 and, actually has two crushing plants (at Buenos
Aires and Santa Fe provinces) totalizing 11.000 tons/day of crushing capacity (around
8% of Argentina total installed crushing facilities). The Noble group arrived in the
year 2000, after which it established both a crushing plant in Rosario (8.200 tons/day)
and a port grain terminal at Timbues, both located in Santa Fe province.
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assets.” Both acquisitions were undertaken in 2014, with corco
paying uss$ 1.2 billion for a 51% stake in Nidera and us$ 1.5 billion
for a similar take in Noble Group. Two years later corco bought
the remaining 49% stake in Nidera (us$ 750 million), completing
a full takeover of the Dutch grain trader and further expanding its
global footprint (T 2016). The commercial operation seems to
signal Chinese interest in gaining independence from the world’s
largest grain traders (ApM, Bunge, Cargill, and Dreyfus). In sum,
CcOFco Argentina has 12.8% of the country crushing capacity but
also controls a significant portion of Argentine soy feed, oil, and
grain exports (Williamson et al. 2015:15). The latest statistics place
China as the central market for Argentine grains (6.4 million tons,
a 13% of total exports) and chief buyer of soybean (6,357.046
tons, roughly 87% of the country total exports) (BCR, 2018).
In terms of market structure, corco has moved into the lead-
ing cohort of Argentine exporters of grain and by-products (see
Table 4).

Table 4. Argentina: Exports of Grains and By-products by Firms (2017)

(values in tons)

FIRM ‘ Grains ‘ Oilmeals | Vegetable | oo ‘ Market
(o)1} Share
Cargill 7307.003 | 3.606.009 | 670286 | 11.583.298 | 14,14%
CoErco 8209.158 | 2.538.423 | 258982 | 11.006.563 | 13,43%
Bunge 4626331 | 3.661.432 | 459.041 | 8.746.804 | 10,67%
Dreyfus 4547498 | 3.063472 | 332405 | 7.943.375 9,69%
AGD 1717388 | 4.929.001 | 684.407 | 7.330.796 | 8,95%
Vicentin 1534239 | 4585758 | 852952 | 6972949 | 851%
ADM 5.354.489 7.240 12250 | 5373979 | 6,56%
I(\)/[lj:eg:(l)osa 1452.634 | 3.192357 | 688.598 | 5.333.589 6,51%
ACA 4032.144 | 236.000 57400 | 4.325.544 5,28%
Molino Agro 470318 | 2748318 | 455371 | 3.674.007 | 4,48%
f;;:‘::‘s‘ 46.610.837 |  56,88%
:;;‘0':';‘:; 72.290.904 | 88,22%
Total 81.942.246 | 100,00%

Source: author’s elaboration based on Bcr Weekly.

7  For further information: https://www.cofcointernational.com/media/1255/cof fact-
sheet_en 2018-09-04-no.pdf
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China’s increasing relevance in the global seeds and agri-chem-
ical industry is undeniable. At present, almost 40% of worldwide
glyphosate supply and 33% of worldwide exports are coming from
China (Haro Sly, 2017). The Chinese government is pushing local
firms to rationalize and inducing their big players to go global. In
2014 Huapont Nutrichem bought a 20% stake (us$ 220 million)
in Albaught LLc group (controller of Atanor, a chemical group, and
Argentina’s second largest producer of the herbicide glyphosate)
(Ecc 2014).2 In 2016 another Chinese investment would chal-
lenge the seed industry in particular: Chinese state-owned Chem-
China bought Syngenta to corco in 2017 (a us$ 43 billion deal,
including uss 3 billion for the Argentine branch) —~worldwide
leaders in the seed business along with DuPont/Pioneer and Bayer/
Monsanto (Reuters 2017; Camara de Comercio Suizo-Argentina
2018).

The meat industry, with a long history in Argentina, has also
attracted Chinese investors. Beef exports to the Middle Kingdom
started slowly in 2012, following the signature of a bilateral agree-
ment permitting frozen boned meat to enter in China. Recently,
exports have grown more steadily. A new protocol signed with the
China General Administration of Quality Supervision, Inspection,
and Quarantine (January 17", 2018) set forth new and more am-
bitious sanitary standards for Argentine exports. It permits local
producers to enter the Chinese market of higher quality (chilled
or frozen beef with bones). At the moment 18 meatpacking firms
are allowed to trade with China, a voracious market that absorbed
half of the total beef exports in 2017 (121.000 out of 259.0000 tons,
and around us$ 456 MM ) (Orientar January 2018). The Pampas is
becoming a highly appreciated source for Chinese beef and meat
processing producers.

FORESUN Group, the giant meat processor part of Heilongji-
ang-Foresun Agriculture Group, recently bought Brazilian meat-
packing Margrif Global Foods’” three beef slaughterhouses. In
Argentina, Black Bamboo Enterprises (the local division of the

8  The company has three plants, two in Buenos Aires province (Pilar and San Nicolas)
and one in Cordoba (Rio Tercero) (more information at https://albaugh.com.ar).
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Foresun group) operates a livestock confinement unit located
at Hughes in Santa Fe province (formerly Argentina Breeders &
Packers (AB&P). Black Bamboo also has two meatpacking plants,
one at Vivorata in Buenos Aires (formerly Best Beef) and another
at Unquillo in Cordoba (formerly Estancias del Sur). Compaiia
Central Pampeana, a joint venture formed by the Chinese investor
Bao Liuand two Argentineans (Juan Manual Budano Roigand Mario
Quinteros), is ranked fifth in Argentine beef exports —three local
firms and jBs from Brazil are explaining the closing reduced list
(Ecc 2017), Black Bamboo Enterprises ranks 11th. Argentine beef
exports are expected reach us$ 1.8 billion, implying shipments of a
minimum of 4000,000 tons, well above the 200,000 tons shipped
during 2017 (MercoPress 2018).

Chinese (mainly indirect) investments are also establishing a
foothold in Argentine fisheries and transforming the local indus-
try. China has become a leading player, with the world’s largest fleet
of deep-sea fishing boats: a new “Armada” of long-distance ves-
sels.” Massive (national) governmental fuel subsidies,'® of course,
are behind the rapid fleet growth —without them, the fleet would
not be profitable (rT 2018; Greenpeace, 2018). Besides, (local and
regional) authorities fund fisheries related to loans facilities, re-
search and development costs, and infrastructure development.
International ports are expected to be favored under BRI (an over-
seas fisheries basis for local and Chinese-led global fleet) (AaAcpPP
2017; Godfrey 2018). In a nutshell, the industry has become a hot
diplomatic issue (Mallony 2013). Because of its rich territorial wa-
ters, Argentina often confronts illegal fishing, a practice that affects
highly valuable resources like squid (China Dialogue Ocean 2018).

9  Between 2010 and 2016, the number of fishing companies licensed by the Agriculture
Ministry to operate abroad reached 162, an increase of 46 percent. These firms had
a combined 2,571 vessels in the waters in 2016, up 66% since 2010. Mark Godfrey
“China rushing to build global fishing bases before capping its fleet size” January 17,
2018.

10 Fuel represents almost 40% of the boat cost and helps to explain 80% of industry non-
operating income. Following an increase in fuel prices, the Ministry of Finance decided
to subside the industry in 2006, a practice that it maintained with subsidies increasing
in subsequent years. Although massive, fuel subsidies by China (uss$ 418 million) are
behind those granted by Japan (uss$ 841 million) and Spain (2 603 million).
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Argentine authorities should expect problems to worsen: the
Chinese long-distance fleet is targeting an annual catch of 2.3 m
tons in 2020 (FT 2018)." Because of international pressure to
freeze its distant-water fishing fleet, authorities in Beijing are mov-
ing towards an alternative strategy —transfer and place its fleet un-
der a third country flag. This delocalization strategy might imply
the presence of a Chinese citizen with residence in Argentina, in
this case, who could bid for new permission or buy existing firms
with fisheries licenses).

Dalian Huafeng Aquatic Products bought Arbumasa from the
Spanish Amastia Group, proprietor of ten vessels in Argentina: 7
trawlers (shrimp), two jigging (squid), and one factory ship (pe-
lagic and other species). Dalian Huafeng also obtained a factory
at Puerto Deseado, in Santa Cruz province. The purchase agree-
ment grants Dalian Huafeng exclusive rights to commercialize
Arbumasa products in China (in particular, shrimp). Back in 2014,
Shanghai Jinjou Deep Sea Fisheries Co., a subsidiary of Shanghai
Fisheries General Corporation (SFGc), bought Altamare (a sub-
sidiary of Spanish Armadora Pereira) for uss 21.5 million. The
Armadora Pereira operation gave this state-owned fishery group
from China direct control of shrimp fishing vessels, fishing licens-
es, and a processing plant in Argentina.'” sFGc has made much of
its strategy to “go global” and buy fishing companies and resources
around the world.” Fubao Food Company recently bought Cen-
tauro, whose plant in Mar del Plata, Buenos Aires province will be
refurbished by the Chinese group to process frozen fish and veg-
etables and is expected to generate 50 to 100 new jobs (Us$ 5 MM
investment) (Orientar, January 2018). According to official statis-

11 According to independent sources, more than 4,000 Chinese vessels are operating
at the 201 mile mark, the border of Argentina territorial waters (SEPRIN-portal de
noticias independientes http://seprin.info).

12 Shanghai Fisheries is also the ultimate parent of Shanghai Kaichuang Marine Inter-
national, which acquired Spanish tuna canner Conservas Albo for €60.99m in cash
earlier in the year.

13 Asan example of the public-private interconnection, in 2016 Pu Shaohua, Shanghai
Fisheries General Corp. President, declared his firm intention to to bring new prod-
ucts into the domestic market through overseas business, in line with the govern-
ment’s One Road, One Belt initiative (Wang Ying “Conquering the seven seas” (China
Daily 2016/08/20).
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tics, China has become the second export market for Argentina
(with purchases valued at uss 289,6 million in 2017) and is the
first external market for both red shrimp and squid (Ministerio
de Agroindustria 2017). China is also importing a low volume of
high-value commercial species from Argentine coasts like hake
and Patagonian toothfish to satisfy the increasing demand for fish
(Clarke 2009; Hanson et al. 2011).

Mining remains one of the leading Latin American sectors
for Chinese OFDI but is at an incipient stage in Argentina. Shan-
dong Gold Group is an exception, having paid uss 960 MM for
a 50% stake of Valedero gold mining project from Barrick Gold
Corporation soon after an environmental accident severely af-
fected the reputation of the Canadian mining group (El Inversor
Energético y Minero 2017; Clarin 2017). Located at San Juan prov-
ince, Veladero has probable reserves for 6,7 mm ounces (3,3 MM
proved), and expected to produce as much as 830,000 ounces of
gold this year. Shandong Mining and Barrick Gold will also look
at options for developing Pascua Lama, an unfinished project that
the Canadian firm put on hold in 2013, and joint investments
in the gold-rich region straddling the border of Argentinaand Chile,
located a mere 10 km from Veladero (China Daily 2017).

The abundance of lithium in northern Argentina region is also
attracting Chinese investors, primarily through indirect invest-
ments and recent deals with lithium-specialized Canadian min-
ing firms. A takeover launched by Beijing and Shanghai -based
NEXTVIEW New Energy Lion Hong Kong Company launched a
takeover on Lithium X, a Canadian Tsx- listed exploration and
development company with lithium projects in Argentina. Tsx
flagship lithium brine project “Sal de Los Angeles” at Salta Prov-
ince. The recent us$ 265 million deal (Us$ 2.61 per share, a 22.5%
premium on the closing price at December 15th, 2017) signals
the Chinese company’s interest in securing the materials for ve-
hicle batteries (Financial Post 2017).14 Mariana Lithium Co Ltd.,
a subsidiary of Chinese lithium producer Ganfeng Lithium Co.,

14 In early 2017, Sinochem, China’s state chemical company, along with several other
Chinese companies, placed competing bids to purchase a us $4 billion stake in Chile’s
sQM, a giant lithium producer (Financial Post 2017).
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has teamed up with the Canadian company International Lithi-
um Corp (1Lc) to exploit lithium reserves in Salta Province. For
the Salta operations, Mariana decided to create a new joint venture
company (Litio Minera Argentina S.A.), a private company reg-
istered in Argentina in which the Chinese shareholder maintains
83% percent of the shares (up from an original 27% stake) and the
remaining 17,246 % remains owned by the 1Lc company (1LC,
2017). The Mariana field qualifies as one of the more promising
salt lakes in the region. Following the decision of Chilean sqQm
to leave the local market, Ganfeng Lithium & Lithium America
acquired a 37.5% stake at Minera Exar (us$ 87,5 mm) (El Inversor
Energético y Minero 2018; Reuters 2018), to become a minority
partner in the Cauchari-Olaroz project in the Jujuy province proj-
ect, the majority of which remains under the control of Canadian
LAc. The new arrangement brings Ganfeng Lithium a minority
stake (37.5%) but equal participation in the company’s decision.
Chinese investors will provide a us$ 100 million loan to fund
the brine project, whose production is expected to start in 2020
(FT 2018b). Chinese high-purity lithium manufacturer Chengdu
Chemphys Chemical Industry Co. Ltd has recently made a stra-
tegic alliance with Canadian NRG Metals Inc. to advance the ex-
ploration and development of the Hombre Muerto North (HMN)
Lithium Project —a massive project located in Salta and Catamarca.
Under the caps$ 1.6 million agreement, the Canadian mining
company will supply Chemphys its products for the battery and
energy markets. With the completion of this private placement
and the financial support of warrant and option holders, Cheng-
du Chemphys is now fully funded to carry out its planned work
program on the HMN Project. The lithium triangle made up of
Argentina, Bolivia, and Chile holds the bulk of lithium precious
brines reserves, a type of mineral much cheaper to produce than
Australian hard-rock sources. Argentina is responsible for 16% of
the worlds lithium supply, but local authorities expect to expand its
market share to 45% soon. A new natural resource race is on the way.

Besides natural resources, Chinese investors are also active
in manufacturing at Tierra del Fuego (Tdr), a regional hub for
electronic firms in Argentina (Economist 2016; Carrizo Gorgni
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2018). To enter, a couple of Chinese giants, Lenovo, Telephone
Communication Limite (TcL), and zTE, have initiated minor in-
vestments alone or in association with local partners. Despite the
limited demand for cars in Argentina, a group of Chinese carmak-
ers is beginning to look at the local market. Commercialization
started in 2012, and now eleven different brands are selling their
cars in the local market (iProfesional 2018). BYD and Dongfeng
have also expressed their interest in producing in the country but
none of them have sunk capital in the country yet.

Finally, Chinese investors are also venturing into the Argentine
services sector. The Industrial and Commercial Bank of China
(1cBC) bought a majority stake at Standard Bank Argentina, be-
coming the first Chinese financial entity to enter in the Argentine
banking sector (Us$ 600 million).

Conclusions

The Argentina-China relationship has become deeper but un-
doubtedly more complicated. Once based on a complementary
but highly biased pattern of exchanging natural resources for
manufactures, the relationship now extends into asymmetries
well beyond trade and includes new investments and financing
flows. This complexity has also resulted in greater political ten-
sions. With its rising economic influence, Beijing has also brought
political leverage to the bilateral agenda, which gives an advan-
tage to Chinese investors. Chinese firms going abroad have an
exceptional advantage: funding (Naughton 2007; Shuterland
2009). Funds come in hand with the public character of most of
the companies operating in natural resource-related industries."
For most of these companies, investment decisions reflect political
objectives and not just the profit-maximization of privately owned
multinationals from other countries. The Chinese “going out” pol-
icy remains alive with the political goal of further advancing in

15 As noted by Neil Wang, global partner and China president of the consulting firm
Frost and Sullivan “The Chinese government encourages outbound investment in
overseas plants of agricultural products” (China Daily 2016/04/09).
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global agri-business industries to secure Chinas food supply.
Chinese agribusiness internationalization is not a new phenom-
enon; nor is it a spontaneous one (Zhang 2012; Schneider 2016).
Greater international involvement by China is beginning to chal-
lenge the old geopolitics of trading and “shaping the trajectories
of agrarian change” (McKay et al. 2017). In other words, “China
agribusiness is subverting the power of leading TNCs by leaving
those firms out of the trade picture, and, second, that building a
robust domestic agribusiness sector is about enhancing the global
competitiveness of Chinese firms as it is about national level devel-
opment” (Schneider 2016:16). Similar statements could be made
regarding energy, fisheries, or mining industries.

Official statistics do not provide answers to the questions these
lines might propose, as Most of the flows arriving in Argentina
are channeled through third countries —-because of the increasing
role played by Chinese investors in M& A markets or due to the role
played by tax havens and offshore center in mediating the Chi-
nese OFDI. Henceforth, a more detailed statistical analysis is un-
doubtedly faulting.

How to account for Chinese investment flows as most of them
are being intermediate through tax havens and offshore locations?
Independently of its legal form, as being a special purpose entity,
for most Chinese OFDI the ultimate decision is taken at China.
Henceforth, and in virtue of that, more work from local agen-
cies is needed. Mainly due to the relevance Chinese investment
has recently gained in Argentina; otherwise, public policies goals
might be misleading.

The Red ALc-China figures bring academics and policymakers
a broader, and most complete picture of China OFDI in Argenti-
na —often disregarded at official reports. By tracking M&A opera-
tions lead by Chinese firms all around the world, the report pro-
vides more acute information of its inward FDI position.

141



CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

References

Buckley, Peter J., Dylan Sutherland, Hinrich Voss, and Ahmad
El-Gohari. 2015. “The economic geography of offshore incor-
poration in tax havens and offshore financial centres: the case
of Chinese MNE s Journal of economic geography 15(1), pp.
103-128.

Calzada, Julio. 2018. Who exported grains and by-products in
20172 Which were the destinations? Bolsa de Comercio de Ro-
sario - BCR Weekly Review.

Carrizo Gorgni, Maria Mercedes. 2018. “La1ED de China en Tier-
ra del Fuego a la luz del paradigma ecléctico de John Dunning
dentro del periodo 2005-2015”. In, Eduardo Daniel Oviedo
(comp.). Inversiones de China, Corea y Japon en Argentina:
Andlisis general y estudio de casos. Rosario: Editorial de la Uni-
versidad Nacional de Rosario.

Downs, Erica. 2007. “China’s Quest for Overseas Oil”. Far Eastern
Economic Review - September.

Dussel Peters, Enrique. 2011. “La relacion econdmica entre Améri-
ca Latina y China”. In, Navarrete, Eduardo (coord.). La huella
global de China: Interacciones internacionales de una potencia
mundial. Universidad Nacional Auténoma de México - Centro
de Investigaciones Interdisciplinarias en Ciencias y Humani-
dades, Mexico, pp. 131-174.

Economic Commission for Latin America and the Caribbean
(EcLAC). 2018). Foreign Direct Investment in Latin America
and the Caribbean. Santiago de Chile: ECLAC.

European Commission. 2017. Proposal for a Regulation of the Eu-
ropean Parliament and the Council establishing a framework for
screening of foreign direct investments into the European Union.
Brussels: EC. (available at https://ec.europa.eu/info/law/better-
regulation/initiatives/com-2017-487 en).

Fabinyi, Michael and Neng Liu. 2014. “The Chinese policy and
governance context for global fisheries”. Ocean & Coastal Man-
agement (96), pp. 198-202.

142


https://ec.europa.eu/info/law/better-regulation/initiatives/com-2017-487_en
https://ec.europa.eu/info/law/better-regulation/initiatives/com-2017-487_en

CHINA’S OFDI IN ARGENTINA

Gaudreau, Matthew. 2015. “Seeds, Grain Trade and Power Off-
land: Chinese Agribusiness in Global Agrarian Change. Land
grabbing, conflict, and agrarian - environmental transforma-
tions: perspectives from East and Southeast Asia” International
Conference, 5-6 June, Chiang Mai University.

Graaf de, Nana. 2014. “Global Networks and the two faces of Chi-
nese National Oil Companies”. Perspectives on Global Develop-
ment and Technologies, Vol. 13, pp. 539-563.

Haro Sly, Maria José. 2017. “The Argentine portion of the soybean
commodity chain”. Palgrave Communications 3, pp. 1-11.

Hua, Lin. 2017. “Las relaciones econdémicas y comerciales entre
China y Argentina en la era de Mauricio Macri”. Dossier: Evo-
lucion de la Politica Exterior de China para América Latina.

International Monetary Fund. 1993. International Monetary Fund
Balance of Payments Manual. Washington D.C.: IME.

Kolstad, Ivar and Arne Wiig. 2012. “What determines Chinese
outward Fp1?” Journal of World Business 47, pp. 26-34.

Kong, Bo. 2011. “Governing Chinas Energy in the Context of
Global Governance”. Global Policy Vol. 2. Special Issue, pp.
51-64.

Kuteleva, Anna. 2016. “China’s food security situation: key issues
and implications for Canada”. University of Alberta, China In-
stitute. Occasional Paper Series (3)(1), pp. 1-24.

Jiang, Julie and Jonathan Sinton. 2011. “Overseas Investments by
Chinese Oil Companies: Assessing Drivers and Impact” 0EcD/
1EA Information Paper, pp. 1-52.

Lépez, Andrés and Daniela Ramos. 2009. “The Argentine Case.”
In, Jenkins, Rhys and Enrique Dussel Peters (edits.). China and
Latin America: Economic Relations in the Twenty-First Century.
Bonn: German Development Institute, pp. 71-157.

.2014. “Argentina y China: nuevos encade-

namientos mercantiles globales con empresas chinas. Los ca-

sos de Huawei, cNooc y Sinopec”. In, Enrique Dussel Peters

(coord.). La inversion extranjera directa de China en América

Latina: 10 estudios de caso. México: Red Académica de América

Latina y el Caribe sobre China (Red aALc) and Unién de Uni-

versidades de América Latina (UDAL), pp. 13-60.

143



CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

Madhavan, Ravi, Thomas G. Rawski and Qingfeng Tian. 2018.
“Chinese infrastructure projects in advanced industries” In,
Dussel Peters, Enrique, Ariel C. Armony and Shoujun Cui (edi-
tors). Building Development for a New Era: China’s infrastruc-
ture projects in Latin America and the Caribbean. Mexico: Asian
Studies Center, Center for International Studies, University of
Pittsburgh, and Red Académica de América Latina y el Caribe
sobre China, pp. 102-121.

Mallory, Tabitha Grace. 2013. “China’s distant water fishing in-
dustry: Evolving policies and implications”. Marine Policy 38,
pp. 99-108.

Myers, Margaret and Guo Jie. 2015. “China’s Agricultural Invest-
ment in Latin America: A Critical Assessment”. Inter-American
Dialogue-China and Latin America Report, pp. 1-24.

McKay, Ben, Alberto Alonso - Fradejas, Zoe W. Brent, Sergio
Sauer, and Yy Xu. 2017. “China and Latin America: towards a
new consensus of resource control?” Third World Thematics: A
TWQ Journal 1(5), pp. 592-611.

Naughton, Barry. 2007. The Chinese Economy: transitions and
growth. Cambridge Mass: MIT Press.

OECD. 2008. 0oECD Benchmark Definition of Foreign Direct Invest-
ment. Fourth Edition. Paris: 0ECD.

Ortiz Velasquez, Samuel. 2016. Monitor de la 0FD1 de Chine en
América Latina y el Caribe: Aspectos Metodologicos. México:
Red aLc-China.

Oviedo, Eduardo Daniel. 2016. “Déficit comercial, desequilibrio
financiero e inicio de la dependencia argentina del capital chi-
no”. En, Moneta, Carlos y Cesarin, Sergio (edits.). La tentacion
pragmatica - China-Argentina / América Latina: Lo actual, lo
proximo y lo distante. Buenos Aires: Universidad Nacional de
Tres de Febrero, pp. 273-298.

Qiu, Dongmei. 2014. “Collecting Unpaid Tax Offshore: Caribbean
Tax Havens and Foreign Direct Investment in China”. Bulletin
for International Taxation 12, pp. 648-659.

Ray, Rebecca, Kevin Gallagher, Andrés Lopez and Cynthia Sanborn.
2017. China and Sustainable Development in Latin America: the
Social and Environmental Dimension. London: Anthem Press.

144



CHINA’S OFDI IN ARGENTINA

Schneider, Mindi. 2016. “Dragon Head Enterprises and the State
of Agribusiness in China”. Journal of Agrarian Change, Vol.
17(1), pp, 3-21.

Sevares, Julio. 2016. “Préstamos e inversiones de China en Améri-
ca Latina” In, Moneta, Carlos y Cesarin, Sergio (edits.). La
tentacion pragmadtica - China-Argentina / América Latina: Lo
actual, lo préximo y lo distante. Buenos Aires: Universidad Na-
cional de Tres de Febrero, pp. 247-269.

Schujovitzky, Lara. 2018. “Capitales Chinos en Argentina. natu-
raleza y clasificacion en base a casos de estudios”. In, Eduardo
Daniel Oviedo (comp.). Inversiones de China, Corea y Japon en
Argentina: Andlisis general y estudio de casos. Rosario: Editorial
de la Universidad Nacional de Rosario, pp. 36-52.

Sutherland, Dylan. 2009. “China’s national team business groups
in strategic-asset seeking OFDI: Are they important?” Chinese
Management Studies 3 (1), pp. 11-24.

—————— , Ahmad El-Gohari, Peter Buckley and Hinrich Voss.
2010. “The role of Caribbean Tax Havens and Offshore Finan-
cial Centres in Chinese Outward Foreign Direct Investment”.
2nd Copenhagen Conference on ‘Emerging Multinationals’:
Outward Investment from Emerging and Developing Econo-
mies, Copenhagen Business School.

Simonet, Silvia. 2012. “Las empresas chinas en Argentina” In,
Moneta, Carlos y Sergio Cesarin (edits.). Tejiendo Redes - Es-
trategias de las empresas transnacionales asidticas en América
Latina. Buenos Aires: Universidad Nacional de Tres de Febrero,
pp. 133-162.

Stanley, Leonardo E. 2018. “Argentina’s Infrastructure Gap and
Financial Needs”. In, Enrique Dussel Peters, Ariel C. Armony
and Shoujun Cui (edits.). Building Development for a New Era:
China’s infrastructure projects in Latin America and the Carib-
bean. Mexico: Asian Studies Center, Center for Internation-
al Studies, University of Pittsburgh, and Red Académica de
América Latina y el Caribe sobre China, pp. 77-101.

145



CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

Uriburu Quintana, Juan. 2018. “El déficit argentino en infrae-
structura y el rol de China: grandes proyectos en revision”. In,
Eduardo Daniel Oviedo (comp.). Inversiones de China, Corea y
Japon en Argentina: Andlisis general y estudio de casos. Rosario:
Editorial de la Universidad Nacional de Rosario, pp. 104-117.

Veeck, Gregory. 2013. “China’s food security: past successes and
future challenges” Eurasian Geography and Economics 54(1),
pp- 42-56.

Vlcek, William. 2010. “Byways and Highways of Direct Invest-
ment: China and the Offshore World”. Journal of Current Chi-
nese Affairs 39(4), pp. 111-142.

Wilkinson, John, Valdemar Jao Wesz (Jr.), and Anna Rosa Ma-
ria Lopane.2015. "Brazil, the Southern Cone, and China: The
Agribusiness Connection”. BRICS Initiative for Critical Agrarian
Studies - BRICAS, Working Paper 16.

Zhang, Hangzhou. 2012. “China’s Evolving Fishing Industry: Im-
plications for Regional and Global Maritime Security”. RsIs
Working Paper Series 246

Zhao, Zhongxiu. 2012. “Sino-Argentine Trade Relations: From
2000 to 2010” In, Moneta, Carlos and Sergio Cesarin (edits.).
Tejiendo Redes - Estrategias de las empresas transnacionales
asidticas en América Latina. Buenos Aires: Universidad Na-
cional de Tres de Febrero, pp. 103-121.

Zhou, Jiayi. 2016. China and (world) food security. Stockholm:
Stockholm International Peace Research Institute.

Zweig, David and Bi Jianhai. 2005. “China’s Global Hunt for En-
ergy’. Foreign Affairs 84(5), pp. 25-38.

Other sources

AACPPP. 2017. El avance de los capitanes chinos en la pesca argen-
tina. Buenos Aires: Asociacion Argentina de Capitanes, Pilotos
y Patrones de Pesca.

BCRA. 2009. The People’s Bank of China and the Central Bank of Ar-
gentina Established a Currency Swap Arrangement. Buenos Aires:
Banco Central de la Reptblica Argentina, Comunicado 49465.

146



CHINA’S OFDI IN ARGENTINA

——-. 2016. Las Inversiones Directas de Empresas Residentes.
Buenos Aires: Banco Central de la Republica Argentina.

BCRA - online. Information on Direct Investment in Local Com-
panies, Foreign Trade and Exchange Statistics Management
- Central Bank of Argentina (http://www.bcra.gob.ar/Publica-
cionesEstadisticas/Estadisticas inversiones directas.asp)

————————— .2018b. “Macri Group under investigation for
wind farm purchases” Thursday, March Ist.

China Dialogue Ocean. 2018. Argentina, the next battleground for
illegal fishing - Pressure mounts on countries to reform fishing
practices in the South Atlantic (https://chinadialogueocean.
net/1366-argentinas-battleground-against-illegal-fishing-2/)

Clarin. 2017. “Barrick vendi6 en us$ 960 millones la mitad de su
mina en San Juan” (6/04/2017).

China Daily. 2016. “Foresun buys Latin beef-processing units”

————— .2017. “Chinese company buys half of Argentine mine
from Barrick” (2017/04/07).

ECC. 2014. “Atanor presento un plan de us100 millones de in-
version en cinco afios”. El Cronista Comercial. Miércoles 5 de
November.

EcC. 2017. “Cinco Frigorificos concentran el 60% de las exporta-
ciones de carne bovina argentina”. El Cronista Comercial. Lunes
11 de Setiembre.

EccC. 2018. “Oportunidad para invertir: Gobierno dice que acti-
vos locales estdn baratos”. EI Cronista Comercial. Lunes 1 de
octubre.

El Inversor Energético & Minero. 2017. “Barrick le vendié un 50%
de Veladero a una firma china”. June 2nd.

— — —-.2017b. “Empresas chinas buscan
proyectos mineros en la Argentina” (21/09/2017).

— — —-.2017c¢. “Impulsan un acuerdo bi-
lateral para el sector minero que facilite la llegada de inversio-
nes chinas ” (25/09/2017).

-.2018. “sqQM se retira de Cauchari-
Olaroz: conforman unién entre Lithium Americas y Ganfeng
Lithium”

147


http://www.bcra.gob.ar/PublicacionesEstadisticas/Estadisticas_inversiones_directas.asp
http://www.bcra.gob.ar/PublicacionesEstadisticas/Estadisticas_inversiones_directas.asp
https://chinadialogueocean.net/1366-argentinas-battleground-against-illegal-fishing-2/
https://chinadialogueocean.net/1366-argentinas-battleground-against-illegal-fishing-2/

CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

Economist. 2016. “The tax haven at the end of the world”. July 16t".

Financial Post. 2017. “China’s appetite for lithium on display in
Canadian takeover ” December 19, 2017.

FT.2016a. “China’s coFco buys remainder of grain trader Nidera”
Financial Times, August 23.

FT. 2016b. “Sinopec could take $2.5bn Argentinian oilfield hit”
Financial Times, September 2,

—-. 2017. A bigger catch: China’s fishing fleet hunts new ocean
targets. Financial Times.

—-.2018. “China seeks bigger catch from far-sea fishing fleet”. Feb-
ruary 18", Financial Times.

-—.2018b. “China’s Ganfeng Lithium buys a stake in Argentina
lithium project”. August 14", Financial Times.

Global Meat News. 2015. “Argentina beef tops China’s export
courses, but for how long?” By Alex Smith and Charles New-
bery, August 12"

iProfesional (2018). “Los autos chinos se imponen en Argentina:
ya hay 11 marcas activas que incluso venden mas que las pre-
mium” (23/04/2018).

International Lithium Corporation. 2017. “International Lithium
Reaches Settlement Agreement With Ganfeng Lithium On
Mariana JV, Argentina. Kirill Kip”. Thursday 28, December.

MercoPress. 2018. “Argentina’s beef exports expected to double
this year boosted by China’s purchases”. August 29®.

Ministerio de Agro-industria. 2017. “Exportaciones Pesqueras:
Comportamiento de los Principales Mercados” Direccidén
Nacién de Planificacion Pesquera y Direccion de Economia
Pesquera. Subsecretaria de Pesca y Acuicultura. Ministerio de
Agro-Industria, Presidencia de la Nacion.

Nuevos Papeles. 2017. “Guelar: Las inversiones chinas en Argen-
tina “no son una promesa sino proyectos en marcha”. Politica,
May 16th, 2017.

Orientar - La Revista de Comercio Exterior para China, una pub-
licaciéon de la Camara de Comercio Argentina - China (varias
ediciones)

148



CHINA’S OFDI IN ARGENTINA

PESCARE.COM.AR. 2016. “Ardapez adquiere al menos seis buques
fresqueros”, March 3rd.

Revista de Petroquimica. 2012. “La petrolera china Sinopec llego
a Neuquén por el auge de los no convencionales” March 27%.

————————— . 2018. “Sinopec pondra en funcionamiento
cuatro nuevos pozos en Santa Cruz”.

Reuters. 2016. “GE vendera negocio de electrodomésticos a Haier
de China por 5.400 mln dlr”, January, 15%.

———-.2017. “Chinas corco sells Latam seeds business to Syn-
genta”. November 6.
———.2018. “Chilena sQM vende su parte en proyecto conjunto
de litio en Argentina a china Ganfeng Lithium”. August 13®
————— . 2018b. “Argentina to nearly double currency swap
with China”. November 8.

Sullivan, Bartholomew D. 2017. “Mega-mergers in agribusiness
raise concerns about food costs, biodiversity”. usa Today, Au-
gust 29.

149






CHINESE OFDI
IN URUGUAY

Gustavo Bittencourt

Introduction

Uruguay’s economic performance during the 20th century showed
high volatility and strong cyclical fluctuations. The result was very
low average growth: GDP per capita barely grew more than 1%
per year. The military dictatorship that began in 1973 was the last
step in almost half a century of introverted growth and the begin-
ning of a gradual opening that continues to this day. After the
return to democracy in 1985, and especially after 1990, Uruguayan
governments accelerated the economic opening both unilaterally
and with the signing of the Mercosur integration treaty. However,
the opening still resulted in very poor economic performance
in the long run: from 1960-2016 the average GDP growth was
2.2% (per capita 1.7%), a slight improvement over the whole of
the 20th century but far from convergence with the developed
world and nowhere near the momentum that many Asian coun-
tries experienced.

Growth in the 21st century shows an upward tendency. From
2000-2017 GDP grew 3.5% annually (3.3% per capita), reaching
5.6% annually between 2004 and 2013. This historical change was
produced by two fundamental causes: the increase in exports and
the jump in the investment rate, led by foreign direct investment
(ep1). The emergence of the People’s Republic of China (PrcC) as
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a driver of Uruguayan production explains both increases in the
export value and the investment rate, at least as a crucial causal
factor.

Bilateral trade between Uruguay and China has been signifi-
cant in the last decade and remains so today. China ranked first
in Uruguayan export destinations in 2017, with sales that reached
uss$ 2.5 billion, including free trade zones. China is also the pri-
mary origin of Uruguayan imports, valued at an average of uss$ 1.7
billion over the last three years (Uruguay xx1 2018a).

Although Uruguay has received a great deal of foreign invest-
ment since 2006, FD1I of Chinese origin is very scarce. The Uruguay-
an export sector captured most of the investments that arrived in
that period and China played a very important role in determin-
ing the flows of FDI as the main source of the increased external
demand for the country.

Dr. Tabaré Vazquez, the President of Uruguay, made an of-
ficial visit to the PrC in October 2016, during which the Strategic
Association Agreement (SAA) was signed between the countries.
Negotiations then began for the signing of a Free Trade Agreement
(FTA), which raises an important question regarding compatibil-
ity within the framework of Mercosur. Will an FTA improve the
very modest performance of Chinese orD1 in Uruguay? The chap-
ter of conclusions briefly discusses this subject.

Relationship with Uruguay (2000-2017)

Although trade with China exploded after the year 2000, Uruguay
has a long history of commercial relationship with the Asian gi-
ant. It has been one of the main destinations of Uruguayan wool
exports for several decades. Partly because of these economic ties
the Uruguayan government has recognized the People’s Republic
of China since Uruguay’s return to the democracy in 1985 unlike
most Latin American countries whose commercial relationship
with China began after the year 2000. As seen in Figure 1, between
1985 and 1995 Chinese purchases accounted for 5-10% of Uru-
guayan foreign sales. After 2005, commercial exchange with China
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accelerated with China quickly becoming Uruguay’s main cus-
tomer. Exports to China surpassed a quarter of total exports after
2014.

Torres Ledezma (2017) has noted the structural pattern of
trade between Uruguay and China according to its technological
and factorial intensity. His work shows that Uruguayan exports to
China during 2015 were composed by 76% of primary products,
21% of products based on natural resources and 3% of low tech-
nology manufactures. The sum of exports of “medium and high
technology” manufactures does not even represent 1% of exports
flows to China. In contrast, Uruguayan imports from China were
concentrated in three groups: low, medium, and high technol-
ogy manufactures, representing 29%, 42%, and 20% of the total,
respectively.

Uruguay xx1 2018a reported that Uruguayan exports of goods
totaled 9.1 uss billions in 2017, including free zones. These im-
plied an increase of 9.2% compared to 2016, the largest growth in
Uruguayan exports since 2011. Soybeans, wood, pulp and meat

Figure 1. Uruguay: Chinese Participation in Total Exports, 1984-2016
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1 Itis difficult to estimate the exact amount of exports to China from Uruguayan Free
Trade Zones, and these zones channel soybeans and pulp exports. For this reason
I prefer using imports from Uruguay reported by China. The series show figures
slightly augmented by Insurance and Freights (CIF vs FOB) but the tendency is the
same. While imports reported by China were 27% of Uruguayan exports in 2015 as
seen in Figure 1, exports to this destination estimated by Uruguay xx1 reached 28%
of the total in 2017.
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had the greatest positive impact on the total exports growth of
2017. China was the main partner in 2017, with amounts of 2.5 us $
billions, a participation of 28% of Uruguayan exports of goods.

Soybean was the main product exported to China, with a 39%
share in the total amount of sales to the Asian giantin 2017. Beef and
wood pulp ranked second and third, with a share of 24% and 22%
respectively. China was also the main destination for wood exports
with a 40% share of Uruguayan external sales. The recovery of
exports to China in 2017, up 38% compared to 2016, signaled a re-
covery after the stagnation 2014-2016, which was driven largely by
a reduction in exports to China. China buys a significant share of
the soybean and cellulose exports from Uruguay. China also buys
an important quantity of meat, although meat exports are more
diversified with respect to other markets (Uruguay xx1, 2018 a).

However, recent performance is cause for some concern. Barte-
saghi (2018) notes that exports to China fell significantly in the
first half of 2018 (down 9%) due to poor soybean sales which
declined an extraordinary 62% overall. Uruguay recorded a posi-
tive trade balance in goods trade with China in the period, even
without exports from free zones. This occurred despite the fact that
imports increased (up 2%), especially imports under the tempo-
rary admission regime (up 50%), that is, those destined for inputs
for the country’s exports.

In addition, some signs indicate that established export trade
flows have good opportunities to grow. See the following exam-
ples from Uruguay xx1 (2018):

- Attheend 0f2017, the x1 ChinaLAc 2017 Business Summit
was held in Punta del Este, with 2,400 foreign and national
businesspeople, trade organizations, authorities and media
from China, Latin America and the Caribbean.

- In December 2017, the National Meat Institute (INAC) of
Uruguay and the China Certification & Inspection Group
(ccic) signed a commercial traceability agreement. The ob-
jective of the agreement is to allow the consumer in China
to follow the production processes in Uruguay by reading
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a QR code. The goal is to generate greater loyalty among
Chinese consumers.

- In October 2016, both countries’ delegations signed the
phytosanitary requirements protocol for soybeans exported
from Uruguay to China. The protocol, already in effect for
the 2016/2017 harvest, formally established certain sanitary
standards, which along with other links between agricultural
R&D institutes in both countries, will allow the export of
quality soybeans for human consumption and guarantee
improvements in prices.

Regarding financing and infrastructure activities, Chinese banks
do not participate in commercial financing on a significant level in
Uruguay. There is limited participation by Chinese companies
in transport and communications infrastructure (see Table 2).
A consortium recently created by the Chinese companies CMEC
and sDHS submitted an offer for the new Central Railroad but the
Government discarded the proposal for having been incomplete.
A few large Chinese companies do have a presence: COFCO in
trading companies and the port; ZTE in construction/engineering;
and Huawei with commercial representation. These companies
have only installed commercial representatives or consultant ser-
vices, not significant productive investments. Their activities do
not change the level of Chinese OFDI.

The establishment of diplomatic relations between the People’s
Republic of China and the Republic of Uruguay occurred in Febru-
ary 1988, during the government of Dr. Sanguinetti, shortly after
the restoration of democracy in Uruguay in 1984. Since then, dip-
lomatic relations have intensified with visits to Uruguay by several
Chinese presidents: Mr. Yang Shangkun in 1990, Mr. Hu Jintao in
1994 (before his presidency), Mr. Jiang Zemin in 2001, and anoth-
er 2001 visit by the former Prime Minister Mr. Zhu Rongji and the
President of the National People’s Congress of China, Mr. Li Peng.

2 https://www.elpais.com.uy/informacion/politica/gobierno-desestima-empresa-chi-
na-tren-upm.html
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Since the restructuring of relations in 1988, all Uruguayan presi-
dents and their respective foreign ministers, along with numerous
official and private delegations, have visited the prRc. China and
Uruguay signed a Strategic Association Agreement (sAA) during
President Tabaré Vazquez’s last visit to China in 2016.

Chinese Foreign Minister Wang Yi visited Uruguay in January
2018 to commemorate the deepening of bilateral relations in the
last 30 years. Mr. Wang and the Uruguayan Foreign Minister Nin
Novoa expressed the desire to move towards an integral strategic
partnership, which implies a step beyond the sa a. Chinese Pres-
ident Xi Jinping sent a letter to Uruguayan President Tabaré
Vazquez at the time: “As intimate friends and great partners, our
bilateral ties have made rapid progress as a result of the formaliza-
tion of relations 30 years ago, and, above all, since October 2016,
when the strategic partnership was established.” Xi Jinping also
expressed his willingness to visit Uruguay in the same letter.

According to local newspapers, Mr. Nin Novoa noted that the
Foreign Ministry will push for agreement with the rest of its re-
gional integration bloc regarding the Fra with China.* The solid-
ification of a commercial agreement with China would also entail
the formation of a free market with clear rules and in the com-
pany of the other Mercosur countries. “If the Uruguay Free Trade
Agreement with China means the rupture of Mercosur... we will
not issue its death certificate,” said Nin Novoa. This position
slowed internal debate within Uruguay over the signing of the
FTA, which had given rise to divisions with the governing party
(the Frente Amplio).

3 https://www.elobservador.com.uy/la-carta-que-el-presidente-chino-envio-tabare-
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Impact of Chinese 0FDI in Uruguay (2000-2017)

Official Fp1 figures published by the Banco Central de Uruguay
(Bcu) do not identify flows or stocks of OF DI received from China.
Through the list of companies with Fp1 available from Uru-
guay xXI, supplemented with press information and informal
consultations with companies, we arrive at an approximation of
the companies present in Uruguay that have Chinese orD1 (Table
1)°. These companies carry out productive activities, managing

Table 1. Companies with Chinese 0FDI in Uruguay 2018

(us$ millions)

. . . Employment
International | Identification
Place Prox.
Group Uruguay
(workers)
. 10112 Meat
HeZhong Xian |craveMarsa | oo | 2018 | 61 [Florida 3.0 100
Group /Frig. Florida
plants
Sundiro 10112 Meat
. LORSINAL SA  [processing 2016 4.6 [Montevideo| 36.0 350
Holding
plants
Sundiro RONDATEL S.A 10112 Meat
. . " |processing 2015 0.6 [Colonia 40.0 350
Holding /Frig. Rosario
plants
Big Plastic Big Plastic 22209 Other
8 . Corporation  |plastic 2012 10.8 |Canelones | 30.0 200
Corporation
S.A. products
. 29100
E};:::ngg Besiney S.A | Automotive 2012 4.1 [San José 12.0 125
manufacturing
h i 2 A incl i
ChongQing |, erosa  [P2%0AUC |01 | 18 [sanjose | 10,0 |(ncludedin
Lifan parts Besiney)
29100
Automotive
Cher CHERY SOCMA manufacturing
v (now 2007 | 12.1 |Montevideo| 12
Automobile  [s.A.
Importers
and wholesale
automotive)

Source: author’s elaboration with Uruguay xx1 Firms Database

5 The Monitor of Chinese OFDI in Latin America and the Caribbean computes data
from companies reported by private analysts: “(Ep1 Markets, Thomson-Reuters,
Bloomberg, Capital 1Q, China Global Investment Tracker (cGIT) and investment
announcements reported by the trade press” (Dussel Peters 2018). OEDI values are
not the financial flows recorded in the respective balance of payments statistics of
the host economies.
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plants that produce goods or services, not just commercial offices. I
especially thank Uruguay xx1, the national agency in charge of in-
vestment and export promotion, for providing me this information.

The information presented in Table 1 shows that the Chinese
presence in Uruguay through oFp1 is very small and concentrated
in four Chinese economic groups. Two of them invested in beef
exporters, another in plastics, and the last one in the automotive
sector. The investments barely exceed uss 100 million but do cre-
ate a significant number of jobs, employing about 1200 workers.

For this study, I identified companies with Chinese OFDI in
Uruguay in three sectors of activity: a) meat processing; b) plastics;
c) the automotive industry.

a) In the case of meat processing, the purchase of pre-existing
plants was very recent, and accompanied growing beef
exports to China. The Sondiro Holding group, an inter-
national food retailer, controls the two most consolidated
businesses. These are two plants acquired in 2015 and 2016:
100% of the Frigorifico Rosario (Rondatel s ) in the depart-
ment of Colonia and 50% of Lorsinal sa in Montevideo,
a meat processing plant acquired from the company Ot-
tonello (a well-known maker of pork sausages for the Uru-
guayan domestic market) with a local investment group.
International press mentions a business cost of about us$ 80
million in the purchase of both plants, which employ around
700 people. The group owns three more meat plants in Ar-
gentina and one in Australia.® The group does not appear to
have invested much in improvements, according to the low
value of investment projects presented for tax exemptions in
the Investment Law (the amount that appears in the comap

6  https://rurales.elpais.com.uy/empresas/sundiro-holding-apunta-a-comprar-mas-
frigorificos
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2006-2016” column of Table 1). The third operation was
the Clademar sA plant, purchased in 2018 by the Hezhong
Xian Group in the department of Florida. The group bought
51% of the shares of the company (previously owned by a
Venezuelan group, named Zambrano) and although the
plant was ready to resume activity, by mid-2018 it was still
closed.

Chinese investment in the recycling of plastic materials
seems to be the most significant industrial investment, via
a plant installed with Chinese capital in 2012 in the de-
partment of Canelones, the metropolitan area of the capital
Montevideo. Although the press mentions investments for
an amount of us$ 30 million,® the value presented for ap-
proval by comaP was uss 10.8 million, so the amount of
investment was likely slightly lower than what was declared
publicly. Nonetheless, an important plant in this sector is
functioning under Chinese ownership and directions.

The third sector with important investments is automotive
manufacturing, in which the Lifan group is the only firm
actually engaged in production. Chery retired from pro-
duction several years ago and now only maintains its dis-
tribution center in Uruguay. This group made some invest-
ments before it pulled production, in a plant that today does
not assembly for their brand. As we explained in Bittencourt
and Reig (2014), Chery upgraded an older plant they were
renting, so it was a particular kind of oFD1 —they did not
install a productive plant or buy a preexisting installation;
rather they amplified the productive capacities of a rent-
ed plant. The ChongQing Lifan Group was partner of the

8

comAP (Comision de Aplicacion) is the Investment Law Enforcement Commission,
a multi-ministerial body that studies and approves tax exemptions for investment
projects. It is important to take into account that since these exonerations can reach
up to 60% of the amount invested, and are relatively easy to access, they account for
practically the total gross capital formation of the country. In other words, if we do
not find an investment amount for this regime, it is very rare that this capital increase
has been made, with the exception of the investments made in Free Trade Zones, for
which this regime does not apply.

http://www.comunacanaria.gub.uy/noticias/empresa-china-invertira-30-millones-
de-dolares-en-la-fabricacion-de-fibras-artificiales-en-pando
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local group Besiney sa since 2010, providing licenses and
auto parts, without making direct investment. The local au-
thorities of the company did not make the investments re-
quired to export these automobiles from Uruguay to Brazil.
Then, the Lifan Group took control of Besiney sa in 2012
and decided to install an engine manufacturing plant in
2014, under the company name Anikto sa. The difficulties
of access to Argentina and then Brazil caused the plant to
alternate between closures and openings in the last three
years. This plant today employs 125 workers, down from
more than 300 workers in 2013, with very little stability.
Since 2016, Lifan’s managers in Uruguay have discussed
the production of electric vehicles as a viable future that
would take advantage of national policies, associated with
Uruguay’s energy transformation in the last decade, to pro-
mote this type of vehicles, as well as benefits granted by
the departmental government of Montevideo for the pub-
lic transport fleet based on electricity. This sector, which
relies upon on intensive importation, does not seem to lead
to successful industrial development, as it does not result
in an increase in purchases from local suppliers, which in
turn would stimulate the greater industrial density need-
ed for a dynamic sector in the medium term (Bittencourt
and Reig 2014).

There are also some companies, with few physical capital invest-
ments, managing logistical facilities of a certain magnitude or
carrying out commercial activities of significance for the country.
Although many of these firms are in the database of Uruguay xx1,
these kind of investments fall outside oFD1’s definition and there-
fore, they are reviewed separately from the information presented
in Table 2. In the list of companies with Chinese participation col-
lected by Uruguay x x1, the following cases appear:

These cases are not example of OFDI for different reasons. The
Chinese automaker GEELY produces in alliance with a local group,
in a plant owned by that group, so Geely did not make significant
investments in the production line. The Chinese corco, related
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Table 2. Companies with Chinese Participation Not Qualified as OFDI1,

in Uruguay 2018

COMAP
Int ti 1 Standard
International | Business Name in - erna.mna .an 2,“ 20062016
Grou — Industrial Clasification
P guay (1s1€) (uss
millions)
GEELY Manufacture of motor
. FEWIN SA . 3.1
International vehicles
China National
hemical A
Chemica R Syngenta Agro Wholesale agrochemicals 2017 1
Corporation Uruguay SA
(ChemChina)
Wholesale trad i
corco . NIDERA Uruguaya sa © 'es © trade grains 2014 6.5
International and oilseeds
COECO Terminales Graneleras | Secondary services to 2014 04
International Uruguayas SA water transport ’
China Ocean
Shippi
‘PPing COSCO URUGUAY S A Shipping agents 1996 0
Company
(cosco)
HUAWEL HUAWEI Technologies | Wholesale trade 2005 0
(Uruguay) S.A computers and software
ZTE zTE Corporation Construction of service 2008 0
Corporation Ssucursal Uruguay infrastructure
AXION (50%
Standard Oil
propiedad de FSSO Standard DRCO |y olesale fuel trade 2012 0
Uruguay SA
BCNOOC LTD.)

Source: Author’s elaboration with Uruguay xx1 Firms Database.

to port activity and logistics for the export of cereals, only deals
with part of the logistics of soybean exports to China. Cofco ac-
quired 51% of the share capital of Nidera in the world in 2014,
and completed the acquisition in 2017. NIDERA is a traditional
grain trading company, with presence in Uruguayan foreign trade
since 1944, which carried out export operations close to 50 million
dollars in 2016. cosco is another Chinese company involved in
soybean exports that also offers transport services related to Uru-
guayan imports from China. Huawei and zZTE are also important
providers for the companies that operate in the country’s mobile
telephone market, in which the public firm ANTEL is the main
operator, competing with América Mévil (a Mexican company)
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and Telefonica (Spanish). ANTEL also buys some equipment from
Huawei and zTE for the operation of its monopoly of fixed lines,
which includes fiber optic networks for data. Finally, the Chinese
company BCNOOC, through the partial ownership of AxI0N,
operates a network of service stations in the retail market of fuel
distribution.

Conclusions and Policy Suggestions

Chinese oFDI in Uruguay is of minor importance for national
economic activity. There is an asymmetry between China’ role as
Uruguay’s most significant buyer and its limited investment in the
country. Uruguayan authorities claim to aspire to a greater pres-
ence of Chinese firms in the country. However, the government’s
intention to attract Chinese OF DI is not borne out in practice. And
also, maybe the government does not want any kind of Chinese
OFDI.

Probably, Chinese investment in meat processing plants will
no longer be encouraged, for example. The Uruguayan state made
important investments in public goods for this sector, like the
traceability of livestock), so this production chain is strong and
capable of exporting to high-paying diversified markets. The coun-
try does not sell more beef because of supply limitations. Greater
Chinese presence in the industrial phase of the production chain
may channel a more than desirable proportion of meat exports to
its markets, compromising export markets diversification.

Chinese investments in manufacturing or infrastructure, both
of which are limited or nonexistent, would be more welcome. The
Uruguayan government has managed to sign a strategic associa-
tion agreement with China and a Free Trade Agreement (FTA)
like the agreements that Chile, Peru, and Costa Rica have already
signed with China is frequently discussed in government and busi-
ness circles.

China looks for a greater depth of linkage with LA C as a whole
by means of a Strategic Cooperative Association with the Commu-
nity of Latin Americanand Caribbean States (CELAC) but structural
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differences and development policies make it difficult for cELAC
to reach deep agreements (Bittencourt 2016). For its part, in its
bilateral relationship with the LAcC countries, China has selected
priority countries with which it has reached two steps of deepen-
ing: Strategic Association Agreements (sAA) and Integral Strate-
gic Association (1sA). These agreements imply the willingness to
more deeply economic and political cooperation (according to the
tables presented by Malena et al. 2015:13-16). Almost all the pri-
oritized countries have moved towards the status of 1sA (Argen-
tina, Brazil, Mexico, Peru and Venezuela), with the exception of
Chile and Uruguay, which remain in sAA status.

In contrast, Peru and Brazil have received considerable Chinese
ofFDI. Therefore, 1sA status appears as a necessary but not suf-
ficient condition for the reception of orp1 China with certain
significance (Bittencourt 2017). Only countries with 1sA status
received significant Chinese OFDI amounts, but some countries
within the same level did not.

Why have other LAC countries with 1sA status not received
Chinese 0FD1? Venezuela received credits in exchange for oil but
presents an adverse environment for FDI (from any origin) includ-
ing Chinese investors. Mexico maintains its link preferentially with
the usa apart from its lack of commercial complementarity
with China due to its manufacturing specialization (unlike South
America). Argentina was the last to sign an 1sa (2014) shortly
before a change in government that resulted in Argentina shifting
back towards a reintegration into the Washington financial circuit.

Could a FTA lead to an increase in Chinese investments in
Uruguay? An 1sA does not exclude the possibility of an Fra, as
the case of Peru shows, but it does not seem the general case. In
fact, China did not sign ISAs with the other countries with which
it has FTAs in LAcC, which are Chile and Costa Rica. In the Uru-
guayan case, the deepening of the relationship with China through
something like an 154 is a necessary condition for a significant
increase in oFDI China. Ifan FTA leads in that direction, it would
be welcome. However, signing FTAs does not seem to have been a
relevant factor for the productive integration with China through
oFDI seen in Chile and Costa Rica.
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Uruguay’s membership in Mercosur also complicates the situa-
tion regarding a bilateral Fra with China. Argentina and Brazil are
countries in which the industrial manufacturing sector still mat-
ters, so they would not choose to sign an Fra with China, which
ensures that such a possibility does not exist for Mercosur (Bitten-
court 2017). If any of the smaller partners in MERCOSUR sign an
FTA with China, the major partners will point out this action as a
potential violation of the customs union obligations of this treaty.
Uruguay would face consequences in terms of regional free trade
and market access in neighboring countries if it were to enter
into such an agreement with China. An rra with China would
have negative consequences especially upon Uruguayan exports
to its neighbors.

Increasing cooperation in scientific and technological matters
may be one means of increasing Chinese 0FDp1. Uruguay already
took some important steps in this direction. The National Institute
of Agricultural Research of Uruguay (1N14) and the Chinese Ag-
riculture Academy of Science (caAs) are developing a project
that includes R&D and the exchange of technical information and
skills in soybeans for high quality human consumption (Gutier-
rez 2018). These activities may be followed or supplemented by
other technological projects looking to improve the quality of agri-
cultural production in such a way that may appeal to the palate
of Chinese consumers. It could be an interesting way to both di-
versify exports with differentiated products and to attract investors
to new sectors

An Integral Strategic Association may be promoted through
other channels. The Uruguayan government could encourage
Chinese participation in infrastructure, attract Chinese banks to
finance commercial and investment activities, and promote foreign
trade operations in Renminbi. The promotion of cultural exchang-
es between universities can also be an important tool.

Any of these alternatives may be as relevant as the signing of
an FTA if they have the support of the Uruguayan state. From a
commercial point of view, the advantages of an Fra are negligi-
ble, particularly in comparison with the costs that it would bring
with partners in the Mercosur agreement (Torres Ledezma 2017).
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It is very unlikely that Brazil would accept an FTA between Mer-
cosur and China. If the Mercosur partners allowed a stand-alone
Uruguay-China FTA and it led to an 154, the FTA would be wel-
come (Bittencourt 2017). Fortunately, the Uruguayan government
seems to have recently assumed a line of thought similar to this,
according to Foreign Affairs Minister Nin Novoa claims.
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CHINESE OFDI
IN BRAZIL

Celio Hiratuka

Introduction

Economic relations between Brazil and China have shown remark-
able dynamism since the beginning of the 2000s. International
trade was the main vector of economic relations between the two
countries, with a total trade flow that jumped from us$ 2.3 billion
in 2000 to us$ 76 billion in 2017. However, since 2011, trade rela-
tions have shown less vitality and greater fluctuation, including a
strong contraction in 2015 and 2016.

At the same time that trade flows slowed, Chinese outbound
foreign direct investments (OFD1) in Brazil began to gain momen-
tum. Specially as of 2010 when a change in relation to previous
years became evident with respect to the more visible presence
of Chinese companies investing in Brazil. This chapter seeks to
analyze the growing presence of Chinese OFDI in the Brazilian
economy while highlighting its main characteristics and impacts.

Although Chinese companies still have a much smaller role
than companies from traditional investor countries in Brazil such
as the United States and Western European countries, the speed
of growth and future prospects suggest that Chinese orp1 will
continue to grow and increase in importance. After an overview
of the relationship, the following section briefly reviews the litera-
ture on economic relations between Brazil and China, especially
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the prominence of trade relations. The third section analyzes Chi-
nese OFDI in greater depth with an emphasis on the profile of
investments and their impacts on the Brazilian economy, based
on information on foreign direct investments flows and stocks in
Brazil from the Brazilian Central Bank (BcB) and the Monitor of
Chinese OFDI in Latin America and the Caribbean database com-
piled by Red arLc-China. The last section presents the main
conclusions and some economic policy proposals.

The Chinese Economic Relationship with Brazil
(2000-2017)

Brazil established diplomatic relations with China in 1974, but it
was only in the first decade of the twenty-first century that Bra-
zilian relations with China began to gain more relevance. At first,
economic relations between Brazil and China were highly concen-
trated in trade flows. From an average level of about uss 1 billion
in exports and imports between 1995 and 2000, bilateral trade
experienced very strong growth from 2001 (Figure 1). In 2017,
the total trade flow between Brazil and China reached uss$ 74 bil-
lion and represented 20% of the Brazilian trade flow.

On the export side, besides Brazil's strong international com-
petitiveness in several primary commodities, it is also impor-
tant to emphasize the effect of the Chinese development model
itself on the demand and prices of these products. The recent dy-
namism of the Chinese economy stems from an investment-led
urbanization/industrialization process. At the beginning of 2000,
China’s rate of urbanization was only 36% and then jumped to 57%
by 2016, according to National Bureau of Statistics of China (2017).
Specially since the end of 1990s, this huge change was accompa-
nied by large expenditures in infrastructure for urban expansion
and interconnection between big metropolises, which meant high
volumes of investments in civil construction, transportation, en-
ergy, telecommunications, and sanitation (Huang 2017, Glaeser et
al. 2017). These changes resulted in demand growth and price in-
creases in metallic, energy, and mineral commodities. In addition,
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the accompanying increase in per capita income also meant im-
portant changes in consumption patterns that consequently af-
fected agricultural commodities and demand for processed food.

In 2000, China accounted for about 2% of Brazilian exports
and was Brazil s 12" export destination. By 2005, China had al-
ready become Brazil’s third largest export destination and by 2009,
China had displaced the United States as the country’s top export
destination. Despite the slowdown observed in 2012, exports to
China continued to grow until 2013, representing 19% of total
Brazilian exports that year. The drop observed starting in 2014
reflected both lower growth of the Chinese economy and the re-
duction in commodity prices caused by that slowdown. In only
two years, between 2014 and 2015, the Brazilian exports to China
plummeted by about us$ 10 billion. Brazil’s exports to China fi-
nally resumed growth in 2017, in part because of the recovery in
commodity prices, to reach a record high of uss 47 billion and
22% share of total exports.

Figure 1. Brazil: Bilateral Trade with China, 1995-2017
(uss$ billion and % of Total Trade)
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Source: author s elaboration based on uNcTAD

(http://unctadstat.unctad.org/EN/Index.html).

On the import side, the robust evolution of China’s competitive-
ness in manufactured goods coupled with a period of strong
Brazilian domestic demand growth between 2004 and 2014, the
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appreciation of the exchange rate, and a decline in the competi-
tiveness of several domestic manufacturing sectors resulted in
growing imports to Brazil (Hiratuka and Sarti 2016). In 2000,
China was the 11" largest supplier to Brazil and by 2012, surpassed
the United States to become the number one source of imports.
Imports continued to grow until 2014, reaching uss 37 billion and
representing 16% of Brazilian imports that year. The Brazilian cri-
sis, however, strongly affected imports, which fell to us$ 23 billion
in 2016. In 2017, imports from China resumed growth, reaching
Uss$ 29 billion and representing 18% of all Brazilian imports.

In addition to strong growth, another important feature of the
trade relation between Brazil and China is the asymmetry that
exists in the profile of exported and imported products. Strong
growth was accompanied by an increase in the concentration of
the main exported commodities. The three main products ac-
cording to the harmonized system (#s) for classifying goods at 4
digits, accounted for 60% of exports in 2001. In 2010 the share of
the three main products (soybeans, iron ore. and crude oil) has

Figure 2. Brazil and China: Trade Balance by Product Group, Classified by
Technological Intensity, 2000-2017 (uss billion)
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Source: author s elaboration based on UNCTAD

(http://unctadstat.unctad.org/EN/Index.html).
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reached 80% and fluctuated around this level until 2017. While
exports were concentrated in a few primary commodities, imports
have included a larger set of manufactured products from differ-
ent sectors, mainly from medium and high technology segments,
which has resulted in a rather asymmetrical trade pattern (Barbosa
and Jenkins 2012; Jenkins et al. 2015). The difference observed in
the profile of exports and imports can be seen in Figure 2.

The trade balance, which has been favorable to Brazil over time,
is a result of the positive trade balances in primary commodi-
ties while in manufactured products, there is a high trade deficit.
This deficit is concentrated in products classified as high technol-
ogy (mainly electronics) and medium technology manufacturing
products (machinery and equipment, auto parts, and chemicals,
among others) and also in labor intensive products (textile, gar-
ment, and footwear). The rapid penetration of Chinese exports in
the Brazilian market of manufactured products has raised con-
cerns regarding the survival of national industrial producers, who
are threatened by displacement in both the domestic market and
in important third markets for Brazilian exports such as Mercosur
(Jenkins et al. 2015; Hiratuka and Sarti 2016; Hiratuka 2016).

While trade flows have been the main vector of economic re-
lations between Brazil and China, other dimensions like finance
and oFDI have gained more relevance in recent years. With regard
to financial flows, Gallagher and Myers (2017) show significant
volumes of financing provided by Chinese state-owned banks,
specially the China Development Bank (cDB) for projects in Brazil
(uss 42 billion between 2007 and 2017). In 2017, the joint Brazil-
China Fund for Cooperation on Expansion of Productive Capacity
was launched with an initial sum of us$ 20 billion to finance in-
vestment projects in Brazil that are of interest to both countries.

To alarge extent, these changes are related to China’s own post-
crisis strategy. The growth pattern based on the expansion of fixed
investment has been reinforced through China’s policy of further
stimulating investments, either through credit or fiscal stimulus,
to sustain the growth rate (Paulino and Pires 2016). While global
and domestic demand fell, production capacity has strongly ex-
panded, resulting in idle capacity in several Chinese industrial
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sectors (Cintra and Pinto 2017; European Chamber 2016). This
expanded capacity has increased trade tensions in the global mar-
ket due to the combination of demand stagnation and aggressive
foreign market search policies. In addition to a greater effort to
reach foreign markets through exports, China has directed capital
abroad to give an outlet to surplus capacity. The next section will
survey how these principles are shaping the trajectory of Chinese
OFDI and its impacts on the Brazilian economy.

Trends and Impacts of Chinese OFD1 in Brazil
(2000-2017)

This section aims to highlight the main trends, characteristics, and
impacts of China’s OFDI in Brazil since the beginning of 21"
century. However, before addressing the specifics of Chinese
investments, it is important to put foreign investments in the Bra-
zilian economy in historical perspective.

One of the basic characteristics of the Brazilian economy is the
internationalization of the productive structure, with a large num-
ber of foreign affiliates leading in a number of economic sectors.
This is by no means a new phenomenon. The presence of Foreign
Direct Investment (FD1) and the dominant role of transnation-
al corporations (TNCs) in the most dynamic sectors has been a
feature of Brazilian industrialization, particularly from the post-
war period up through the 1970s when TNc affiliates were fun-
damental to the development and consolidation of a diversified
productive structure.

In the 1980s, the external debt crisis interrupted the long cycle
of Brazilian economic growth. The economy suffered from low
and volatile growth rates and continual inflation. During this time,
FDI in Brazil fell but foreign afhiliates kept their position in the
country as they waited for improvements in the domestic market
and limited any major investments.

FDI resumed during the 1990s as part of the wave of global-
ization, and TNCs in Brazil pursued again more aggressive strate-
gies. The liberalization of trade, privatization, and macroeconomic
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stability, followed by an increase in demand for consumer durables
goods motivated TNCs to expand their presence in the Brazili-
an economy again, especially in the second half of the 1990s. From
approximately us$ 1.5 billion annually in the 1980s and early
1990s, D1 inflows increased to an average level of uss$ 24 billion
yearly between 1995 and 2000.

The resumption of investments in this period was accompa-
nied by substantial changes in the sectoral recipients of Fp1. Un-
like the import substitution period, when most investments were
directed to manufacturing, the majority were then concentrated
in the service sector, primarily in telecommunications, electri-
cal energy, and financial services where privatization was occur-
ring. In terms of FDI origin, countries like Spain and Portugal
joined large traditional investors in the Brazil such as the United
States, Japan and developed European countries.

Regarding Chinese 0EDI, the inflow of investment from China
remained very low until 2009, not exceeding us$ 100 million in any
year between 2001 and 2009 (Figure 3). The annual average in that
period was only Uss$ 24 million. As of 2010, a significant increase
is observed, and, in spite of fluctuations, the invested values be-
come more substantial. Between 2010 and 2013, the cumulative

Figure 3. Brazil: Foreign Direct Investment* Flows of Chinese Origin, 2001-2017
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FDI inflow under equity modality reached us$ 870 million, with
an annual average value about us$ 200 million. From 2014 to
2017, the cumulative Chinese investment was uss$ 2.1 billion,
with a yearly average of uss$ 535 million. In terms of share, from
a practically null value in the first period, it increased to represent
about 0.4% of total between 2010 and 2013 and 0.9% between
2014 and 2017.

It's important to consider that the analysis of FD1 inflows by
investing countries from BCB is subject to methodological difficul-
ties, since operations often occur through tax havens, making it
difficult to identify the original investor country. Considering the
Chinese sources of OFDI, it is possible to notice the same difficult
due to passage through Hong Kong and other countries to attain
tax advantages. According to MOFCON data, in 2016, the flow of
overseas investment directed to Brazil reached uss$ 124 million,
much less than the us$ 425 million recorded as Fp1 inflow from
China by BcB in the same year.

Information on FDI stock in Brazil presents more precise in-
formation about investing countries, since the Census of Foreign
Capital organized by BCB seeks to identify the ultimate owner of
the foreign assets. It is possible to see that in 2005, only us$ 326
million of Chinese Capital invested directly in Brazil were reg-
istered (See Table 1). This figure corresponded to only 0.2% of
foreign capital in Brazil. This amount increased to uss 7.8 billion
in 2010 and reached uss 11.9 billion in 2016. The increase was
quite significant, but in 2016 it still represented 2.5% of the total,
ranking China in the 13" position, far below traditional investors
like the United States, Western European countries, and Japan.

By 2015, 193 registered companies (only 1.1% of the 17,534
foreign funded companies) had at least 10% of their shares held
by Chinese capital, as compared to 126 companies in 2010.

Looking at the breakdown by sector, it is possible to notice
some changes. In 2010, about 90% of Chinese investments were in
the extractive sector. By 2016, Chinese investors had diversi-
fied their interests in other sectors, especially electricity and finan-
cial services (with 35% and 8.2% respectively of the total Chinese
FDI stock in Brazil).
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Table 1. Stock of Foreign Direct Investment* with Chinese Origin

(uss$ million and %)

S 2005 2010 2016
Agriculture - - 6.2 0.1 7.8 0.1
Mining and Oil Extraction 16.7 5.1 7,146.6 90.8 4,843.9 40.4
Manufacturing 281.9 86.3 209.5 2.7 401.7 3.3
Electricity and Water - - - - 4,202.1 35.0
Construction 2.7 0.8 1.4 0.0 2.9 0.0
Trade and Auto Repair 22.5 6.9 75.3 1.0 484.0 4.0
Transport and Storage 0.0 0.0 1.5 0.0 3.5 0.0
Information and Telecom. 0.5 0.2 47.0 0.6 299.5 2.5
Financial Services - - 3722 4.7 981.5 8.2
Real State 1.0 0.3 0.3 0.0 128.3 1.1
Other services 2.0 0.6 14.1 0.2 638.9 53
Total 326.6 100.0 7,874.0 100.0 11,994.1 100.0
Share in Brazilian Total 0.2% 1.3% 2.5%

*Equity capital, excluding intra-firm loans and reinvested earning
Source: author s elaboration based on BcB (https://www.bcb.gov.br/rex/censoCE/port/
censo.asp?idpai=cambio).

The information analyzed so far shows a significant increase in
Chinese investments in Brazil, especially in the most recent pe-
riod. To a large extent this process is linked to the more intense
internationalization strategy carried out by the Chinese govern-
ment and by the Chinese companies in the most recent period,
especially after the international crisis (CBEC 2013; Barbosa
2014 and Santos and Milan 2014). Gao and Wang (2017) and
(Jaguaribe 2017) also highlight the strong coordination between
state-owned enterprises, development banks, government agen-
cies and the private productive system to achieve long-term goals
in terms of Chinese international insertion, including the quest
to improve the profitability profile of Chinese assets abroad, still
largely tied to Us treasury bonds. Finally, it should be noted that
since 2011 a process of devaluation of the Brazilian currency has
been observed, which has made Brazilian domestic assets cheaper
for foreign investors.

Furthermore, it is worth remembering China’s own quest to
change its pattern of development. The 13" Five Year plan stresses
that China must address a number of challenges in the coming
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years. The main one is to move towards a new pattern of growth
that is less dependent on capital-intensive investments and more
efficient in the use of natural resources and at the same time re-
duces social and regional inequalities and expand social services to
the population. Simultaneously, this transition involves changes in
how China manage its economic international relations, especially
with respect to the need to increase foreign direct investments
and infrastructure expansion projects abroad as a way to reduce
domestic idle capacity (Aglietta and Bai 2016; Koleski 2017).

Further detail on the profile of Chinese investments can be
obtained from alternative sources to the data of the BcB and
MOEFCOM. As several studies have pointed out (Hiratuka, 2018,
Kupfer et all, 2018), these alternative sources, although unofficial,
can complement the official data by the greater possibility of de-
tailing sectors of activity, the profile of investing company and the
type of investment (greenfield or merger and acquisition-M&Aa).

In this work, the orp1 Monitor of China in Latin America,
organized by the Latin American Academic Network on China
(Lac-China Network) was used. The Monitor gathers informa-
tion from different sources, covering information on greenfield
and mergers and acquisitions investment announcements. From
the information consolidated by the Monitor, a work was car-
ried out to analyze each record and verify from the announced
investments, which were actually confirmed. The exclusion of an-
nounced investments and for which no information was found
to confirm the investment resulted in the data analyzed in the
following pages.

It is worth remembering that the investment value captured
by the database does not refer to the concept of FD1 that is used by
the official sources. The investment information in the database
can be different, either because some of the resources can be fi-
nanced by institutions in the destination country, or because,
although investments flows are expected to occur over several
years, the total amount can be captured in a single year.

As can be seen in Figure 4, the values estimated from the OFDI
Monitor are much higher than those provided by the BcB in Fig-
ure 3. The trend is also somewhat different due to some major
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operations in a few years, such as Sinopec’s investment in the Oil
sector (Us$ 7.1 billion) in 2010. However, it is possible to observe
that, as of 2010, investments present a level that is higher in re-
lation to the previous period. Between 2010 and 2014 there was
a downward trend, which is reversed from 2015 onwards. When
one looks to the data on the number of transactions, it’s possible
also see an upward trend over the period.

Figure 4. Brazil: Investment by Chinese Companies, 2003-2017
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Source: author s elaboration based on LA c-China Network (2019).

Considering the evolution of values and the sectoral distribution
of Chinese oFDI in Brazil, the whole period can be subdivided
in three subperiods (Tables 2 and 3). In the first one (2003-2009),
when the number of transactions and the invested amount was
still reduced, the mining sector is clearly the one that most concen-
trated investments, while the manufacturing had more importance
in the number of transactions. The second one (2010-2013) is
characterized by an increase mainly in the invested values but
also in the number of transactions, with a beginning of diver-
sification, with the entry of companies in the service sector as in
financial services and electricity. In the third period (2014-2017),
the invested values remained at relatively high levels and the num-
ber of transactions shows a significant increase. Manufacturing
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loses relative importance in value between 2014 and 2017 but it
increases significantly in terms of number of transactions, from
17 operations in the 2010-2013 period to 29 in 2014-2017. The
mining sector also loses relative importance in terms of invested
amounts, while the service sectors becomes the main highlight.
Regarding the service sector, it is worth emphasizing the im-
portance of the electric power sector, where Chinese companies

Table 2. Brazil: Investment by Chinese Companies by Sector, 2003-2017

(us$ million and number of transactions)

— 2003-2009 2010-2013 2014-2017

Value % Value % Value %

Agriculture - - 59.5 0.2 1,405.7 4.7

Mining and Oil Extraction 3,560.0 92.9 18,530.0 72.2 1,694.9 5.6

Manufacturing 168.0 4.4 2,193.8 8.5 1,249.5 4.1
Services 103.7 2.7 4,895.2 19.1 25,771.4 85.6
Electricity and Water - - 2,737.4 10.7 22,543.0 74.8

Transport and Storage - - 230.0 0.9 1,473.6 49

Financial Services 85.0 2.2 1,804.0 7.0 842.5 2.8

Trade - - 120.0 0.5 218.7 0.7

Other services 18.7 0.5 3.8 0.0 693.6 23
Total 3,831.7 100.0 25,678.5 100.0 30,121.5 100.0

Source: author s elaboration based on LA c-China Network (2019).

Table 3. Brazil: Investment by Chinese Companies by Sector, 2003-2016

(% of total value and number of transactions)

2003-2009 2010-2013 2014-2017

Agriculture 0 - 1 2.9 3 45
Mining and Oil Extraction 3 214 7 20.6 3 4.5
Manufacturing 8 57.1 17 50.0 29 43.9
Services 3 21.4 9 26.5 31 47.0
Electricity and Water 0 - 3 8.8 10 15.2
Transport and Storage 0 - 1 2.9 5 7.6
Financial Services 2 14.3 2 5.9 3 4.5
Trade 0 - 1 2.9 5 7.6
Other services 1 7.1 2 5.9 8 12.1
Total 14 100.0 34 100.0 66 100.0

Source: author s elaboration based on L Ac-China Network (2019).
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(State Grid and China Three Gorges) have become major players
in the Brazilian market (Junqueira 2017; ceBc 2017; Hiratuka
2018). The electricity sector was the main segment in the 2014-2017
period, accounting for almost 75% of the entire invested amount.
In terms of number of transactions, there was also an increase in
the number of operations in the services not only in the electric
power sector, but also in the area of transportation, trade, financial
services and other services.

As several analysts point out, one distinctive aspect of the pro-
cess of internationalization of Chinese enterprises is the strong
influence of the State planning as the driver and organizer of the
process, not only through state-owned enterprises of central gov-
ernment and provincial governments, but also by the influence
over private enterprises , through a series of fiscal and financial in-
centives mechanisms and supervision and political control (Pear-
son 2015; Naughton 2015; Dussel Peters 2015; Jaguaribe 2018).

In the case of Chinese investments in Brazil this influence is
very sharp (Table 4). Although the reduction in the relative share of
investments made by companies with public ownership in the in-
vestment value, they accounted for 84.5% of the total in the last
period. In previous periods, the participation was over 90%. To a
large extent, investments values led by public companies is much
higher than that of private companies but in terms of number of
transactions the share of private companies is somewhat higher.
In the period 2014-2017, which concentrates the largest number

Table 4. Brazil: Investment by Chinese Companies by Ownership, 2003-2017 (us$

million, number of transactions and %)

US$ million Transactions

Private 246.7 2,466.10 4,672.80 10 18 41
Public 3,585.00 23,212.40 25,448.60 4 16 26
Total 3,831.70 25,678.50 30,121.50 14 34 66

% 2003-2009 2010-2013 2014-2017 2003-2009 2010-2013 2014-2017
Private 6.4 9.6 15.5 71.4 52.9 62.1
Public 93.6 90.4 84.5 28.6 47.1 39.4
Total 100 100 100 100 100 100

Source: author s elaboration based on LA c-China Network (2019).
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of operations, private companies accounted for 62.1% of total trans-
actions, but for 15.5% of the invested amount. The average transac-
tion value of the two groups of companies in this period was
Uss 115 million and us$ 978 million respectively.

Investments of public and private companies had a very differ-
ent sectoral distribution. In sectors considered strategic (Pearson
2015), such as in the mining, oil extraction and electricity, public
enterprises predominated (e.g. State Grid, China Three Gorges,
Sinopec, cNooc and cNPC). Private companies, in turn, con-
centrated mainly in manufacturing activities, especially in automo-
tive, electronics and telecommunications products and machinery
and equipment.

Another relevant information is the distinction between in-
vestment involving on one hand new or expansion investments
(greenfield), and on the other M&A. As can be seen from figure 5,
over the periods, investments made through Mm&a become pre-
dominant, accounting for 95% of the invested value between 2014
and 2017. In addition, new investments fall in absolute terms be-
tween 2010-2013 and 2014-2017. This is a worrying aspect, since
new investments result in greater impacts on the capital formation
process and on the generation of value added and new jobs. In gen-
eral, operations involving M&A have much higher average values,

Figure 5. Brazil: Chinese Investments by Type of Operation (uss$ million)
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since new investments represented the major part of transactions
(86% of the total in the first period, 62% in the second and 60%
on the third).

Still regarding the distinction between greenfield investments
and M&A, it seems to be a very distinctive feature of Chinese in-
vestments. Considering the total data for Brazil compiled by
UNCTAD, in the period 2014-2017, the value of Mm& A with Brazil-
ian companies as target represented 47% of the sum of M&A and
greenfield investments (against 95% in Chinese investments). This
increase can be largely associated with the preference of public
companies for this modality, since they accounted for 98% of all
M&A in the period 2010-2013 and 87% 2014-2017.

Finally, one last aspect to be highlighted is the estimated em-
ployment generated by the investments. Figure 6 shows that the
employment affected by Chinese investments in Brazil has been
increasing. However, the estimation of effectively new jobs is rela-
tively small. Throughout the period, new investments have had an
impact of just over 25,000 jobs. On the other hand, a much larger
volume was affected by Mm&aA processes. In this case, these are
jobs which already existed before and start to be controlled or to
have some equity involvement from Chinese companies. As seen

Figure 6. Brazil: Effect of Chinese Investments on Employment

by Type of Investment
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in M&A transactions, the M&a affected jobs were quite signifi-
cant and increasing. But the effects of these operations are difficult
to analyze since they would depend on a more detailed follow-up
of post-acquisition changes in terms of generated or eliminated
jobs, wages and working conditions.

Conclusions and Policy Suggestions

The information analyzed throughout this chapter showed that
while trade flows between Brazil and China have grown fast since
the early 2000s, Chinese FD1 in Brazil has become more important
only as of 2010, reflecting the intensification of the international-
ization of Chinese companies and the devaluation of asset prices
in Brazil.

The increase in Chinese investments inflows was accompanied
by important changes. While investments in the extractive sector
prevailed up to 2009, sectoral diversification has been observed
since 2010. Between 2010 and 2013, although the extractive sec-
tor still concentrated most of the investments, manufacturing
gained importance, as do the electric energy and financial sec-
tors. In the period 2014-2017, the electric energy sector becomes
the main destination of Chinese OFD1 in Brazil, with the Chinese
companies buying some of most important domestic companies.
Information on the number of transactions for the period 2014-
2017 points more clearly to a sectoral diversification of Chinese
investments in Brazil, with the manufacturing industry accounting
for an important part of total and an increase in the number of
operations in the service sectors, not only in the electric energy,
but also in transportation, trade, finance and other services.

The information analyzed also showed some distinctive fea-
tures of Chinese investments. First, the importance of the invest-
ments made by state-owned enterprises. Despite the reduction
of relative importance in the periods analyzed, investments by
public owned companies accounted for 84.5% of the total invested
amount and 39.4% of operations between 2014 and 2017. These
data are related with the central role of state planning in the China’s
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internationalization process and its articulation with the national
development strategy, whether directly through public enterprises
investment abroad or through of several mechanisms of support
and financing to public companies. Second, the predominance of
M&A, which represented 95% of the total invested between 204
and 2017. The high concentration on M&aA is one of the major
sources of concern regarding the profile of Chinese OFDI in Bra-
zil, since can result in relatively small impacts on macroeconomic
investments and generation of new value added and jobs.

Considering the analysis carried out in this chapter, the follow-
ing policy proposals can be highlighted.

o The strategic character of Chinese investments makes it
more evident that Brazilian policymakers must also take a
strategic approach, seeking to maximize potential positive
results and mitigate risks. It is not a question of adopting
a restrictive or discriminatory policy, but of the ability to
prioritize actions and coordinate instruments so as to take
full advantage of the potential opportunities that Chinese
investments may represent. The fact that a large part of
OFEDI is carried out by state-owned enterprises is a major
challenge, since purely economic motivations are not at the
forefront of these enterprises investment decisions. A greater
understanding of the more general Chinese development
strategy and the role that the internationalization of Public
and Private Companies fulfill in this process is fundamental,
so that actions can be taken to maximize the benefits to the
Brazilian economy and society.

+ Regarding the type of investments, it would be important to
seek to increase the relative importance of greenfield proj-
ects in relation to M&A. In terms of impacts on host econo-
mies, greenfield are much more effective in terms of impacts
on expanding productive capacity and generating new value
added and jobs. The need to raise the rate of Gross Capital
Formation in the Brazilian economy makes this aspect even
more central.
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Regarding sectoral distribution, an area where potential im-
pacts are very large are investments in infrastructure sectors.
In the electric power sector the Chinese companies have
already a relevant position, but invested basically through
M&A. Infrastructure is an area where Brazil has chronic de-
ficiencies, and one of the main areas of expansion of Chinese
investments in the world. In addition, the involvement of
the Chinese public banks and the Brazil China Cooperation
Fund for Capacity Building may play an important role
in the funding projects in transportation, energy (including
clean energy) and construction. However, it is important to
have a strategy that maximizes the benefits of these projects,
which means maintaining and perfecting mechanisms to
monitor, regulate and generate positive effects on the coun-
try in terms of quality of services, employment generation,
good environmental and labor conditions, linkages with do-
mestic productive chains and technological spillovers.

Still regarding sectoral distribution, the recent diversifica-
tion can mean interesting prospects, but greater investments
in industrial and service sectors that are more technology-
and knowledge-intensive should be targeted. The dynamism
and rapid transition of the Chinese economy towards more
knowledge-intensive sectors requires an effort of monitoring
and analysis by the government, academia and productive
sector. That could help in the exploration of new opportu-
nities for investment and bilateral cooperation, as well as
the establishment of closer relations which could guarantee
wider benefits from the point of view of generating more
spillovers on the Brazilian economy.

Finally, a more effective strategy in all the above items would
require an effort to strengthen the coordination among the
several public sector institutions responsible for general
or sectoral attraction, promotion, incentives, ﬁnancing, regu-
lation and supervision of investments (e.g. Ministry of
Foreign Affairs, Secretariat for International Affairs of the
Ministry of Planning, Brazilian Export Promotion Agen-
Cy-APEX, Ministry of Industry, Development and Trade,
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Ministry of Transportation, Brazilian Bank of Development-
BNDES, Brazilian Institute of the Environment and Natural
Resources-1BAMA and Regulatory Agencies as National
Agency of Electric Energy-ANEEL and National Agency of
Petroleum- ANP).
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CHINA’S FOREIGN DIRECT
INVESTMENT IN COLOMBIA

Benjamin Creutzfeldt

Introduction

Among the principal economies of Latin America, Colombia has
long been the least open to investment or immigration from Asia
and has benefited only marginally from the economic transforma-
tion of the Far East since the 1960s and the explosive economic
growth of China since the 1990s. The country’s internal conflict,
which has repeatedly flared into violent civil war since the 1960s,
has done little to attract foreign investors. Some progress has been
made in expanding state control and security since the beginning
of the 21* century, but foreign direct investment (Fp1) in Colom-
bia has not risen more than in other Latin American economies,
and attention from the fastest-growing capital-exporting economy
—the People’s Republic of China- has been negligible.

The present chapter sheds light on the reasons for Colombia’s
tardiness to the phenomenon of Chinese-driven growth in Latin
America, provides a panorama of the handful of Chinese firms
that have successfully established themselves in the country, and
summarizes the significant changes that have occurred in the bilat-
eral relationship since 2016. This chapter opens with an overview
of Sino-Colombian relations since the late 20" century and the
diplomacy on either side that underpins the relationship. This
is followed by a synopsis of significant Chinese investment by
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sector, and includes analysis of the challenges companies have
faced and the progress made in recent years. The chapter closes
by reviewing the opportunities and risks implicit in the growing
Chinese presence in Colombia, and offers policy recommenda-
tions that point to the importance of learning from neighbouring
countries in the region —in particular those of the Pacific Alliance-
and to the value that North American and European experiences
can bring to bear on this transpacific relationship.

An Overview of Chinese-Colombian Relations

Historically, the presence of China in Colombia has been mini-
mal and its impact almost imperceptible, in contrast to Cuba,
Peru, Mexico, Brazil, and other countries in the region, which saw
waves of immigration from China throughout the 19" and 20"
centuries. This situation has not changed significantly in the last
few decades, despite China’s rise since the 1978 reforms and its
position today as one of the leading players in the global economy.
Several researchers have attempted to track and better understand
the presence of Chinese citizens, companies, and their respective
activities in Colombia, but none have succeeded in profiling this
diverse group. One of the earliest attempts was made by the an-
thropologist Friederike Fleischer (2005), now a professor at Los
Andes University in Bogota, who identified the shortcomings
of preceding efforts to identify and differentiate Chinese immi-
grants. Natalia Marriaga (2012) applied a similar anthropological
approach and a compelling journalistic style, but her reports are
centred on individual shop owners and do not attempt to pres-
ent the overall demographics of these immigrants. Gémez and
Diaz (2016) describe migration and bilateral institutions since the
1970s, but fail to qualify either methodically. Studies that attempt
to engage with the Chinese business community often fall short,
illustrating the linguistic and cultural barriers that persist —barriers
that scholars like Rudas and Cabrera (2015) do not overcome when
seeking to engage with Chinese visitors or permanent residents.
Even today, it is the minimal presence of Asian corporations
in Colombia that is striking, both in comparison to the number
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of investors from other parts of the world, and in contrast with
the experiences of its Pacific Alliance partners Chile, Mexico, and
Peru. Although the country has been an indirect beneficiary of the
rise in commodities prices in the first decade of the 21 century
due to the strength of global demand driven primarily by China,
Colombia has long lacked significant engagement in terms of for-
eign trade (Reina & Oviedo 2014). This has been exacerbated by
latent xenophobia towards Asia in particular, and very low levels
of migration from Asia compared to most neighbours, resulting
in a profound lack of familiarity with those cultures (Creutzfeldt
2018). This tendency can be traced back in time to the Colombian
government’s restrictions on migration from Asia in the 1920s
(Sanmiguel 2006), its decision to support the United States in the
War against North Korea in the 1950s —and by extension, against
the Soviet Union and the People’s Republic of China- and its per-
secution of domestic communists in the 1980s (Marin Rivas 2017).

It is only with this background that we can begin to under-
stand and evaluate the relatively low level of Chinese investment
in Colombia today, given that purely economic analyses of the
fourth-largest economy in Latin America and the performance of
its stock market would suggest otherwise. UNCTAD data shows
that Colombia’s inward FD1 has broadly increased since the early
2000s (see Figure 1), but it received only 14% of the Fp1 inflow
for the region in 2017. Chinese FDI does not even register on
the charts.

Figure 1. Colombia’s total inward Ep1 2000-2017

18,000 16209

16,000
14,000
12,000
10,000
8,000
6,000
4,000
2,000

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: author s elaboration based on uncTaD (2018, July).
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Today, estimates of the Chinese population in Colombia, in-
cluding emigrants from Taiwan and descendants of first-generation
immigrants, range from fifteen to twenty thousand individuals, a
third of whom are based in the coastal city of Barranquilla (where
China’s only consulate in Colombia was located until it closed in
mid-2017). The presence of Chinese in Colombia has played a
negligible role in bilateral relations. This stands in stark contrast
to tiny neighbour Panama, a province of Colombia until 1904,
where an estimated populace of around 300,000 ethnic Chinese
constitutes almost six percent of the national population (Torrijos
Legazpi 2014).

An important factor in the recent past has been Colom-
bia’s closeness with, and strong support from, the United States
(cf. Creutzfeldt 2012). This was especially significant during the
government of Alvaro Uribe, the president from 2002 to 2010, who
was at times described as “Washington’s faithful vassal in South
America” (Wieland 2007:1). In the year 2004, the United States
Institute of Peace reported that “with more than 2,000 personnel
from 32 u.s. agencies, the embassy in Bogota surpassed that in
Cairo as the largest U.s. embassy in the world” (usip 2004:114).
At that time, Colombia was also the fourth-largest recipient of Us
foreign aid and played a key role in Washington’s “War on Drugs.”
At the very time that China’s government and its more adventur-
ous business executives and traders were eyeing Latin America,
Bogota was making every effort to reaffirm its early twentieth
century ‘Respice Polum’ foreign policy, which focused almost
exclusively on the relationship with the United States (Bermudez
Torres 2010). Washington spent heavily on its principal ally in the
region and maintained it as a hub for regional anti-narcotics and
intelligence-gathering operations.

It is not surprising that at least until 2016, the rapprochement
between China and Colombia was cautious, and the tenor of this
relationship is not easily transformed. Although Colombia now
has three Confucius Institutes and a considerable number of pri-
vate teaching initiatives for Mandarin, broader skills for profes-
sional engagement are lacking due to the weaknesses of primary
and secondary education in the country (Oviedo, Fizbein and
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Sucre 2015). The lack of coordination between establishments of
higher education and competition between private universities im-
pedes the advancement of knowledge production in any field,
including the study of China and East Asia, though some efforts by
academics in Colombia to build knowledge on China are notewor-
thy (Garcia Tobon 2009; Creutzfeldt 2012; Vieira 2013; Pastrana
and Gehring 2017).

Bilateral leadership visits between China and Colombia have
been few and far between. Premier Zhao Ziyang was the first Chi-
nese head of state to visit Colombia in 1985, at the invitation of
President Belisario Betancur (Beijing Review 1985:6). The first
return visit was by President Ernesto Samper to Beijing in October
1996, followed by that of Andrés Pastrana in 1999. Alvaro Uribe
made a trip to China in 2005, as did his successor, Juan Manuel
Santos, in 2012. Xi Jinping, visited Colombia in 2009 as vice presi-
dent, making a point of coaxing Colombia into last-minute par-
ticipation in the Shanghai World Exposition 2010 (Latin American
Herald Tribune 2009). Premier Li Keqiang made a short stopover
in Bogota in May 2015. This contrasts with neighbouring coun-
tries: Hugo Chavez and his successor Nicolas Maduro in Venezuela
paid as many as fifteen visits to China in as many years, and Luiz
Indcio Lula da Silva of Brazil and his counterpart Hu Jintao met a
dozen times in the first decade of the century.

Beijing’s diplomatic strategy towards Colombia is embedded
within a well-coordinated broader regional plan, involving mul-
tiple government and party agencies: the Ministries of Foreign
Affairs and Commerce, the Development and Reform Commis-
sion, and organizations within the Chinese Communist Party such
as the International Department, the Organization Department,
and the United Front Work Department. Staff rotates not only be-
tween embassies, but also in and out of the aforementioned agencies
and the vast majority of senior embassy personnel have a strong
command of the Spanish language.

In addition to visits by heads of state, diplomatic profiles are
another indicator of the strength of bilateral relations. The back-
grounds of the ambassadors on either side of the relationship ofter
significant insights into the nature and level of binational relations.
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Ambassador Ji—7% Ju Yijie, ambassador to Colombia from Feb-
ruary 2000 to May 2003, was previously the representative of the
Panama Trade Development Office, and after leaving Bogota,
became ambassador in Caracas. His successor in Bogotd, =1
Jl Wu Changsheng, headed embassies in Bolivia and the Baha-
mas prior to taking office in Bogota from August 2003 to Feb-
ruary 2007. 2*K4E Li Changhua, the ambassador from March
2007 to July 2009, had risen through the diplomatic ranks for
over two decades, with experience in in Mexico, Venezuela and
Uruguay, came from Chile where he had overseen the negotiations
and signing of China’s first Free Trade Agreement (TA). ( IF J
Gao Zhengyue had been ambassador to Peru before assuming
the Colombian position between August 2009 and June 2011.
%Y Wang Xiaoyuan, ambassador in Bogotd between 2011
and 2016, was a senior diplomat who had headed his country’s
embassies in Equatorial Guinea and Uruguay, and holds the dis-
tinction of having been the first PRC head of mission in Costa
Rica. His seniority and experience were important factors in en-
suring the smooth implementation of the first visit by a Chinese
Prime Minister to Colombia since Premier Zhao Ziyang’s Latin
America tour in 1985. Since 2016, 2% Li Nianping has raised
the visibility of his position and his country by traveling to 20 of
Colombia’s 32 departments, and engaging in other public relations
efforts exhaustively documented in an October 2018 Special Edi-
tion of Semana Magazine.

Colombia’s ambassadors to Beijing during the same period
have been political and business-focused nominees with limit-
ed formal diplomatic experience. None spoke Chinese and some
had only a limited command of English. Alfonso Campo Soto,
a conservative senator of Cesar Province, was followed by the
longest-serving ambassador to Beijing, Guillermo Ricardo Vélez,
formerly representative in London for Colombia’s export promo-
tion entity Proexport (later renamed Procolombia). His tenure,
from 2004-2011, coincided with President Alvaro Uribe’s visit to
China in 2005 and oversaw rapid trade growth between the
two countries, followed by personal efforts by the former ambas-
sador after his retirement to negotiate bilateral business deals.
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His successor Carlos Urrea lasted only eleven months on the job,
citing obligations in his family business for his hurried departure.
He resigned during President Juan Manuel Santos’ visit to Beijing
in 2012, making follow-through of the nine agreements signed in
Beijing unfeasible. He was succeeded by Carmenza Jaramillo, also
a former Proexport country director, who had limited political
influence either in China or in Colombia to effectively change the
dominant tendencies. Oscar Rueda Garcia, ambassador since 2016,
is a tourism professional for whom Beijing is his first diplomatic
mission, a posting seen by many as political reward for his work
as treasurer for the political party founded by Alvaro Uribe.

In short, bilateral relations have been marked by a lack of focus
and specialized engagement on the Colombian side, making it
harder for Chinese corporations to engage constructively. Lack of
information and the persistence of prejudice against Chinese busi-
nesses and their products have derailed what could have become
innovative collaborations (see for instance Bermudez Liévano
2018). China-Colombia relations have been further hampered
by societal tension and mistrust. Neoliberal development under
presidents Uribe, Santos, and now Duque has emphasized large-
scale, export-capable industries, free trade agreements, and capital
markets. These policies have benefited large corporations but gen-
erated employment (compare Sanborn 2018), and affected low-
income Colombian labourers by inhibiting their ability to organize
and pressure for wages and working conditions. The resulting in-
equalities and tensions have left many Colombians disenchanted
with foreigners and their economic influence, which in turn has
translated into negative perceptions of both the u.s. and China. In
arecent survey by the Pew Research Center, 48% of Latin America
viewed China favourably, but in Colombia this number fell to 28%.
More than 45% of Colombians thought China’s expansion in Latin
America was bad for their country, one of the highest negative
perceptions in the region (Koop 2015).

However, the Trump administration in the United States has
alsoled to disenchantment in many parts of Latin America, includ-
ing Colombia. This trend coincides with a concerted effort by Chi-
na under Xi Jinping to grow trade, investment and infrastructure
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development (MoFA 2015), spearheaded in Colombia by the
aforementioned charm offensive under Beijing’s ambassador
Li Nianping. Going forward, a key area of bilateral activity will
be infrastructure. As a new frontier in Sino-Colombian coopera-
tion, infrastructure is at the core of President Xi Jinping’s Belt and
Road Initiative, an important interest of Chinese corporations,
and a vital element for Colombia’s development and its regional and
global integration.

Up until 2015, Capital Airport Holdings represented the only
significant Chinese activity in this sector, winning bids to manage
and expand six airports across the north of the country (China-
CEA 2015). In contrast, Hydrochina has made headlines regularly
since 2009 for financing a feasibility study for the development of
the Magdalena River for shipping and energy generation, but this
has not led to concrete participation in projects as of the time of
writing (China en América Latina 2016). Other projects have been
discussed and dropped, such as a “dry canal” rail and pipeline link
in the northeast of the country to connect Caribbean and Pacific
portsin 2011 (Semana 2011), a deep-water port on the Pacific coast
north of Buenaventura, and the ill-fated Ituango hydroelectric
dam. Since 2016, a growing number of Chinese corporations
have entered into cooperation agreements and joint ventures with
Colombian companies and bid with growing frequency —-and
occasional success— on public tenders for projects in highway con-
struction and electricity generation. These lie outside the scope of
the present discussion, as they do not typically represent invest-
ments unless they include concessions for revenue generation over
several decades. Chinese companies have also been impeded by
the same labyrinth of obstacles that their Colombian and foreign
competitors face, including demanding procurement processes
and local interests seeking a portion of any project taking place in
their territory (Ellis 2017).
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China’s Foreign Direct Investment in Colombia
since 2000

There are approximately 70 Chinese companies operating in Co-
lombia as of October 2018, though the number stands at over
100 if we include commercial traders of Chinese nationality who
entered the market since late 2015." The cumulative investment
in Colombia of Chinese origin, or the total capital interests in
the country, is estimated at a little over US$3 billion. This figure
is a conservative approximation reached in coordination with
UNAM’s Red AL c-China, through publically obtainable records in
Colombia, press and specialist industry reports, and interviews
with several of the relevant companies, conducted with the sup-
port of the principal binational chamber of commerce (Cdmara
Colombo-China de Inversion y Comercio, cccic) and the Associa-
tion of Chinese Companies in Colombia (Asociacién Empresarial
Colombo-China, AEcc). It is a figure that has grown since 2015,
when it was around uss 2.3 billion and the Trade Attaché at
the Chinese Embassy in Bogota confirmed that that figure was
“pretty close to our own data” (Communication from the Trade
Counselor’s office of the Chinese Embassy in Bogota, June 2015).
The number of Chinese companies that have established repre-
sentative offices has also risen. The Aecc, founded at the behest
of the Chinese ambassador in October 2016, has a membership of
34 companies. The cccic has also put together a list of 63 Chinese
companies with offices in Colombia, though less than a dozen of
these are among the Chamber’s 130 registered members (the vast
majority being Colombian trading companies and law firms).

1 After many years of complaints by Chinese business persons and the Chinese embassy
in Bogota, lamenting the difficulties faced by Chinese citizens when soliciting visas
for entry to Colombia, the Colombian Foreign Office initiated significant changes:
in February 2015 it allowed Chinese nationals holding Schengen or u.s. visas to enter
freely. This led to a sudden influx: several dozen traders, many of them previously
importing and wholesaling clothing and apparel in Europe or other Latin American
countries, availed themselves of this opportunity and set up shop in the commercial
district of San Victorino in central Bogotd. Moreover, in 2017, the Pacific Alliance
countries decided to recognize each other’ visas issues to citizens of third countries.
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Even in the midst of an exploration of foreign direct invest-
ment, it is worth remembering that there are multiple definitions
of what comprises FDI, as has been discussed elsewhere (Ortiz Ve-
lasquez 2017; Umaiia 2016). In essence, it is a form of cross-border
investment with the objective of establishing a lasting interest that
an enterprise based in one country might have in an enterprise
operating in another country. Lasting interest implies a significant
degree of influence on the management of the enterprise along
with building a long-term rapport between the direct investor and
the direct investment enterprise. According to the oEcD (2008),
ownership of 10% of the voting power by the foreign investor is
evidence of such a relationship. FD1 can be achieved by either set-
ting up new factories and plants from the ground up (greenfield
investment), or through cross-border mergers and acquisitions
that involve acquiring an existing foreign enterprise in the country
of interest (brownfield investment). More broadly, Fp1 includes
mergers and acquisitions, building new facilities, reinvesting prof-
its earned from overseas operations and intra-company loans,
but not infrastructure projects commissioned by the government
or companies in the host country. Be that as it may, we have not here
considered separately the reinvestment of profits, although in
the cases of foreign companies whose principal income is from
sales within Colombia, such as Lenovo, Huawei, zTE, Kerui and
Foton, it is important to note that many of these are likely to be
significant.

The figures listed in Table 1, above, diverge considerably from
the official figures published by Colombia’s Central Bank (Banco
de la Republica 2018), as this institution limits its records to direct
binational transactions, when in fact the majority of Chinese in-
vestments have not been direct but through acquisitions in third
countries. For instance, Sinochem’s acquisition of Emerald Petro-
leum in 2009 took place in London, where Emerald was listed at
the time (Reuters 2009). It has developed operations in 14 fields
across Colombia. Similarly, cNooC’s acquisition of assets in Co-
lombia in 2012 was part and parcel of the company’s takeover of
Canadian oil giant Nexen (Cattaneo 2012).
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Table 1. List of Chinese companies with quantifiable investment in Colombia,

2000-2017
Destination Employment | Investment
Date Investing Company | Target company (number of | (millions us
sector
workers) dollars)
Hytera Hytera L
2016/11 L. L Communications 25 4
Communications Communications
2015/02 | Foton Motor Foton Akt (Funza) Automotive OEM 70 12
Huawei Technologies
2014/12 | Huawei Technologies X Communications 800 31
Services
. § Mansarovar Energy X
2013/03 | Sinopec Int’] Petroleum i Oil 500 750
Colombia Ltd
Nexen Petroleum
2012/07 | cNooc n/a 185
Colombia Ltd. Oil & Gas
2011/09 |zTE zTE Colombia SAS | Communications 647 2
2010/10 | Huawei Javeriana laboratory [ Communications n/a 4
2010/08 | Sinopec Hupecol Oil & Gas 84 280
2009/10 | Sinochem Emerald Energia Oil & Gas 130 188
2009/05 | Shandong Kerui Kerui Colombia Oil & Gas 167 878
Mansarovar Energy :
2006/08 | Mansarovar Energy . Oil & Gas 550 48
Columbia Ltd
. i Huawei Technologies o
2004/05 | Huawei Technologies . Communications 355 425
Colombia sas
. zTE Corporation
2004/02 |zt Corporation 31 58
Sucursal Colombia Communications
Huawei Technologies
2000/09 | Huawei Technologies 1 240
Sucursal Colombia Communications

Source: author’s compilation, incorporating material from Red ArLc-China (2019).

In a case of direct involvement, Sinopec entered the oil sector
when it joined forces with Indian oNGc Videsh to acquire equal
parts in Omimex, renamed Mansarovar Energy Colombia and
operating jointly with Ecopetrol of Colombia (Hindu Business
Line 2006). This group has expanded in important ways since it
was first founded, investing as much as us$ 1.5 billion within the
first five years of operations, and has announced further invest-
ments to expand production (Siddiqui & Saikia 2016). In doing so,
it has encountered the challenge of local resistance. In late 2018,
several referendums were held by communities to vote on extrac-
tive industry activities, resulting in the rejection of these projects.
However, the country’s constitutional court ruled in favour of the
multinational, citing the country’s ownership of the subsoil (Re-
uters 2018). Sinochem’s Emerald Industries had faced a similar
situation in 2016 when local communities in the Department of
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Caqueta objected to the environmental study presented by the com-
pany and argued that the environmental impact of future activities
on water resources had not been properly assessed and that the
license should therefore not be granted (Bermudez 2016). Such
conflicts are gaining greater visibility across Latin America, lead-
ing to a United Nations initiative to monitor Chinese companies
with regards to their protection of indigenous communities and
their environments (InfoAmazonia 2018).

A number of smaller firms operate as suppliers to the oil in-
dustry, such as the Colombian subsidiary of Shandong Province’s
Kerui Petroleum Equipment. As a result of these and other activi-
ties, the petroleum sector is the largest in terms of Chinese in-
vestments in Colombia. Chinese-owned firms are responsible for
an estimated seven percent of the country’s annual oil exports.
Explorations have occasionally exposed engineers to risks in re-
mote parts of Colombia controlled by armed groups rather than
the government. In 2011, three employees of Emerald Energy were
kidnapped together with their translator (El Tiempo 2011). Nego-
tiations led by the company and interventions by the Colombian
vice president and the Chinese embassy made their release pos-
sible a year later (see also Ma 2016).

Another prominent sector in which Chinese multinationals
have made significant investments is telecommunications. Hua-
wei has been active in Colombia since 1999 and has made several
new investments since that time (see Table 1, above). Its initial ef-
forts were geared at business-to-business marketing and it was able
to gain a foothold in national telephone networks. The company
broke in to smartphone production worldwide in 2009 and has
since established itself as a major brand in the cell phone market
globally, including Colombia. Building on strong sales, reported
at uss 678 million for 2013, Huawei opened multiple stores across
the country in 2014. It expanded its visibility by becoming a
leading sponsor of the Colombian national football team and sign-
ing star footballer James Rodriguez as its ‘brand ambassador’ for
two years (EFE 2015). State-owned Zhongxing, or ZTE, has also
made inroads since it was first established there in 2005 but has
achieved only limited visibility. Both Huawei and zTE have become
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important suppliers of data management and security surveil-
lance systems, most notably in Ecuador, Bolivia and Venezuela.
This is an area that has recently come under scrutiny from the
United States —ostensibly for reasons of national security, though
principally for motives of business competition and corporate
self-preservation®.

Chinese investment in the automotive sector remains nascent.
Much like telecommunications, Colombia is recognized as a sig-
nificant market and investments are oriented towards sales, with
limited assembly taking place in the country. Only two Chinese
brands, Jincheng and Jialing, have operated assembly plants in Bar-
ranquilla and Cali, respectively (Ellis 2017). While most car brands
have only pursued exploratory sales in the market, Medellin-based
conglomerate AKT Corbeta joined forces in 2015 with Foton
of Changping near Beijing to produce mid-size pickup trucks
adapted for the Colombian market (El Tiempo 2015). Six Chinese
companies led by BYD failed to qualify for a public tender for elec-
tric buses to modernize Bogotd’s Transmilenio bus fleet (Bermudez
2018). The growing attention to opportunities in the Colombian
market promises further Chinese involvement in the future.

In extractive sectors outside of oil, there has been only limited
interest from Chinese corporations with respect to mining. This
presents a significant contrast with Peru, where Chinese firms have
been active since the 1990s and today are important players in
the field (Creutzfeldt 2016). Chinese firms have made initial explo-
rations and have become involved in informal (i.e. non-licensed,
small-scale) mining activities with an emphasis on gold and coltan.
These are highly problematic ventures often involving criminal
groups and in conflict with vulnerable communities (cf. cicDHA).

Intentions to invest or otherwise engage in the Colombian mar-
ket are nonetheless difficult to predict. Comments by Colombian
trade representatives quoted in leaked us diplomatic cables re-
veal declarations of interest by Chinese companies but only a few
have acted upon those statements. A senior executive for Chinese

2 Cf. comments made by the unofficial Trump advisor Steve Bannon, cited by Jun Mai
in “Steve Bannon says killing Huawei more important than trade deal with China,” in
the South China Morning Post, May 22, 2019.
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home appliances manufacturer Haier, for instance, accompanied
vice president Xi Jinping on his 2009 visit to Bogota and made
favourable comparisons on the potential of Colombia’s market
and stability compared to Venezuela, but there is no evidence of
subsequent investment. Colombia “is not viewed as prime FDI ma-
terial by the Chinese [due to its] endemic competitiveness issues,
from onerous taxes to high labour costs to poor infrastructure”
(Wikileaks 2008). This status quo persists, despite the bilateral
investment treaty signed between the two countries in 2008, which
went into effect in 2013 (UNcTAD 2013).

Inversely, Colombian traders have been actively increasing
imports of manufactured goods from China, which has helped
bring down costs for consumers, benefitting the economically
challenged bottom half of the country’s population but also dras-
tically inflating the trade imbalance. Chinese goods have displaced
considerable segments of Colombia’s own clothing, ceramic, toy,
and shoe sectors. Domestic manufacturers have persuaded their
government to implement safeguards to prevent dumping of Chi-
nese consumer products on several occasions through quota re-
strictions on competing Chinese imports. Larger corporations,
meanwhile, have instead begun entering the Chinese manufac-
turing sector directly by establishing offices in China and seeking
cost reductions on supplies.

Conclusions and Policy Suggestions

In sum, Chinas interest in Colombia as an investment destina-
tion is modest in regional comparison but growing and has found
new impetus since 2016. This can be explained in part by the
improved security situation overall and the historic signing of
the peace agreement that year. It is also important to underscore the
role a charismatic ambassador has played in raising the profile of
China in the country and in creating a framework to help newcom-
ers harness the experience of established Chinese companies,
helping them as they contend with the risks implicit in a highly
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unequal society with an extremely violent past, fiercely indepen-
dent regions, and largely unchecked corruption.’

In Colombia, China has followed a pattern evident in other
cases of investing most heavily in the extractive sector, which
generates the fewest jobs and leaves Colombia poorly positioned
in global value chains. An analysis of per capita foreign trade fig-
ures shows that although the Colombian economy is the fourth in
size in the Latin American region, it occupies a modest tenth posi-
tion in exports per capita. Despite almost twenty years of concerted
efforts by the Colombian government to attract strategic invest-
ment from abroad, their economy is far from fully inserted into
global markets (Reina et al. 2016:51). It remains to be seen whether
Beijing’s efforts to position its companies overseas can improve
this situation for Colombia and help it overcome the challenges
presented by the recent u.s. -led drift towards protectionism.

The responsible ministries within the Colombian government
must develop the ability to better define and publicize the pri-
orities in attracting Chinese investment, while learning from the
experiences of Peru, Chile, Argentina, and Ecuador how to best
tailor national goals and demands to Chinese interests. The Pa-
cific Alliance should encourage more proactive engagement with
East Asian economies, and this is an area where Colombia can
learn much from the success especially Peru and Chile have had
in expanding product and brand presence in the Chinese market.

Colombia would also do well to build on Memorandums
signed during the Santos presidency and recognize the value of
the Chinese companies with hands-on experience in the country,
by fomenting consortiums and helping build trust between actors
from both sides. Beijing has made clear its intentions to increase
rather than reduce its footprint in Colombia —the size and location
of the projected new embassy is as clear a statement of intent as
any (Taylor 2018). The possibilities of enhanced bilateral engage-
ment have been researched and outlined by the Chinese (Chai

3 Even in the aftermath of the Lava Jato scandal that saw political leaders from Brazil,
Peru and other countries removed from power and placed behind bars, Colombia has
not seen a comparable process despite the evidence, thanks to the firm grip on power
held by a deeply corrupt elite unafraid of violent suppression of witnesses.

203



CHINAS FOREIGN DIRECT INVESTMENT IN LATIN AMERICA AND THE CARIBBEAN. CONDITIONS AND CHALLENGES

et al. 2012), but Colombia has been unable to properly set forth a
vision. It is likely that President Ivan Duque, the country’s leader
since August 2018, will undertake a mission to China within his
first year in office, but it is unclear if his cabinet has the capacity
to improve on the limp record of the last presidential visit (cf.
Puyana 2012).

Finally, it is essential for Colombian civil society to prepare
adequately for the likely growth of Chinese activities in the ex-
tractive sector. The People’s Republic of China, though rich in
guidelines, has a poor track record in terms of the protection of the
environment and the rights of ethnic minorities. National inter-
ests declared by the Colombian government are typically defined
by the political elite and frequently run counter to local interests
and priorities, as evidenced by the growing number of commu-
nity protests. While Chinese companies lean on the Communist
Party apparatus to quash dissent, companies in Colombia habitu-
ally resort to criminal organizations and hired assassins. It is not
in the interest of the people of Colombia to sacrifice their land and
their well-being to the over-hyped phantom of economic growth.
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Other links

AECC. Asociacion de Empresas Chinas en Colombia, www.aecc.
COm.co

cccic. Camara Colombo-China de Inversion y Comercio, www.
camaracolombochina.com

cicDHA. Colectivo sobre Financiamiento e Inversiones Chi-

nas, Derechos Humanos y Ambiente, http://chinaambientey-
derechos.lat/
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CHINESE OFDI
IN VENEZUELA
(2000-2017)

Carlos Eduardo Pifia

Introduction

The relationship between the People’s Republic of China and
Venezuela has been one of the most dynamic alliances that the
Asian nation has had with a Latin American country since it be-
gan implementing its global opening strategy in the year 2000.
The confluence of foreign policy views, both countries’ need to
diversify energy markets, and the possibility of increasing large-
scale commercial exchanges set in motion the establishment of a
unique cooperation model in Latin America.

The Chinese-Venezuelan alliance has fostered numerous stud-
ies exploring the scope of the loans which the Asian nation has
made to Venezuela. But studies of outbound foreign direct in-
vestment (0FDI) from China to this South American country have
not been as abundant, suggesting an academic void on the topic.

The purpose of this article is to analyze the impact of the out-
flows of foreign direct investment from China to Venezuela between
2000-2017, as well as collaborate with the efforts made by the
Chinese-ALc Academic Network regarding the collection of data
on transactions made between 2000 and 2017.

This chapter first aims to describe the most important aspects of
the relationship between China and Venezuela since Hugo Chavez
came to power in 1999. The impact of China’s outbound foreign
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direct investment on Venezuelan economy is then analyzed, using
figures provided by the o FD1 Monitor and other official sources. Fi-
nally, the third chapter provides a series of conclusions and policy
suggestions with the aim of suggesting improvements in the de-
cision-making process for public policies.

China’s Relationship with Venezuela (2000-2017)

Venezuela and China established diplomatic relations in June 1974
during the presidency of Carlos Andrés Pérez. By then, the South
American country was diversifying its political and economic ties,
based on its role as an oil exporter, founder of oPEC, and driving
force for North-South dialogue (Elsa Cardozo 1992). By 1999, they
had signed 36 cooperation agreements in scientific and technical
areas, commercial, agricultural, livestock and fishing, and even in
the hydrocarbon sector, generating an exchange between 1974-
1999 of close to uss 100 million (White Book, MPPRE 2013).

Hugo Chavez made four official visits to China, starting when he
came to power in 1999, 2001, 2004 and in 2006. The first meetings’
objective was to design the “China-Venezuela Energy Strategic
Plan 2001-2011” and define the “High Level Mixed Commission™
This vision of foreign policy as a strategic exchange, which be-
came evident in the following six years of Chavez/s government,
was guided by 1) the Economic and Social Development Plan of
the Nation 2001-2007; and 2) the National Project Simon Bolivar
2007-2013 : the First Socialist Economic and Social Development
Plan of the Nation 2007-2013 (Brandt 2016).

In the beginning, there was a degree of continuity in Vene-
zuela’s traditional foreign policy. However, the changes imple-
mented by Chavez progressively became more evident, especially
the promotion of Latin American cooperation and integration,
with an emphasis on the Caribbean and South America, and the
diversification of political, economic and commercial relations
with non-traditional nations, particularly with China. These rela-
tionships were based upon principles of interdependence, mutual
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respect, cooperation and self-determination, with an eye on pro-
moting multi-polarity.

These transformations in Venezuela’s foreign policy were influ-
enced by ideological and geopolitical determinants and financed
with their oil export revenues. The 2002 failed coup détat and a
63-day oil strike led to the deterioration of relations with the
United States and increased the confluence of the interests be-
tween Caracas and Beijing. While the former sought to reduce its
dependence on the power of the north using its energy resources,
mainly hydrocarbons, the latter, advancing an “internationaliza-
tion process” strategically positioned itself in the Orinoco Oil Belt
and the Mining Arc (Brandt 2016).

The result of these events was an increase in the trade balance
between both countries. In 2001, the trade balance was around
Us$ 437 million; by 2017 this figure had reached us s 8.95 billion,
a twentyfold increase. Moreover, it should be noted that by 2017
China had become Venezuela’s second most important trading
partner behind the United States, surpassing the European Union
and India (World Trade Map; European Commission 2018). The
trade balance between both countries has been favorable to Vene-
zuela since 2005, due to the income generated by oil exports and a
fall in imports from China to the South American country.

Meanwhile, outbound foreign direct investment (OFDI) from
China to Venezuela has been approximately uss 3.1 billion in the
last 17 years (Monitor of China’s oFDI and Morcom 2018). This
OoFDI can be divided in three different stages: the first one between
2000 and 2006, which there were investments close to uss 38
million. In the second one, during 2007 and 2011 period, Chinese
OFDI grew by us$ 674 million, which constitutes a leap equiva-
lent to 17 times the previous amount, and was aimed at the auto-
motive, oil, telecommunications, electronic equipment and mining
sectors. Finally, during the 2012-2016 period, investments showed
a 335% growth, standing at uss$ 2.2 billion, with construction
(housing) being the highest expenditure followed by developments
in the Orinoco Oil Belt, automotive industry, and equipment for
the construction sector. It should be noted that at the time of writ-
ing this document, it was not possible to verify new investments in
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2017. Per sector, 55% of Chinese OFDI in Venezuela has been in-
vested in the service sector, with disbursements of us$ 1.6 billion,
Us$ 696 million or 23.4% in raw materials, and finally uss 627
million or its equivalent of 21.08% in the industrial sector.

This disaggregated review highlights infrastructure works such
as Ciudad Tiuna (housing) in Gran Mision Vivienda Venezuela, the
developments of Barrio Nuevo Barrio Tricolor, the construction of
the section of the Santa Lucia-Kempis highway in Miranda state,
construction in the oil sector, and other projects which for many
reasons did not materialize, such as the national railway system.

Venezuelan-Chinese Joint Financing Fund (FFccvVv)

In order to better understand Chinese 0FDI in Venezuela it is nec-
essary to analyze the financing that the Asian country has granted
it through short and long-term revolving funds. Public investment
projects are executed under cooperation schemes in which Ven-
ezuela diversifies its oil placements and China exports the goods
and services required in agreed projects. These arrangements po-
sition both public and private companies to benefit and promote
investments in Latin America and the Caribbean.

Venezuela has received resources from China for uss 62.2
billion, with which 790 projects have been financed, both public
investments and FDI in fusion with Chinese state companies. Out
of these, 495 have been completed, 205 are in progress, and 90 are
in the start-up phase (Reuters News, July 2018)

Sino-Venezuelan funds sometimes use technological transfers
in key economic sectors to increase productivity in Venezuela.
They are created via Chinese contributions through the China
Development Bank (cpB) and Venezuelan contributions through
the National Development Fund. Resources received through the
Venezuelan Chinese Joint Financing Fund are payable within a
maximum term of up to three years and those received by the
Long Term Volume Fund (LTVF) up to ten, with both applying
a quarterly LIBOR rate (short term) and half yearly (long term).
Also, LTVF loan included sHIBOR rate- in the case of the part
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established in Yuan Ren Min Bi —plus a margin that ranges be-
tween 50 and 300 basis points approximately (Diaz 2017).

Once each of the tranches has been canceled, they are reimburs-
able and renewable up to two times. So, between 2007 and 2017,
Venezuela received uss 50 billion through the Frccv and the
LT VE. Likewise, the South American country has made contribu-
tions for uss 12 billion, for a total of resources from the Frccv
of uss 62 billion. Out of the contributions made by China, us$ 16
billion have been fully paid for tranches A and B and their first
renewals (See Table 1).

Table 1. China-Venezuela Joint Fund Structure (in $US million)

Total Amounts (MM USD) Contrib t.ions Contributions
from China from Venezuela

Date Short Term Funds
Nov-07 Tranche A 4,000 2,000
Apr-09 Tranche B 4,000 2,000
Jun-11 Tranche A-1T 4,000 2,000
Aug-12 Tranche B-II 4,000 2,000
Nov-13 Tranche C 5,000 1,000
Jul-14 Tranche A-IIT 4,000 2,000
Apr-15 Tranche B-III 5,000 1,000
SUB - TOTAL 30,000 12,000
Aug-10 Tranche I (USD) 10,000 0
Aug-10 Tranche IT (RMB)* 10,000 0
SUB - TOTAL 20,000 0
TOTAL 50,000 12,000

Source: author’s elaboration based on ppvsa (2017).

In accounting and methodological terms, for purposes of classifi-
cation in national accounts, the financing received through China
represents a liability for Venezuela and is paid with oil barrels
equivalent to the depreciation, capital, and interest payments. Pay-
ments are calculated based on the interest rate, payment terms,
and the maturity of the loan received. Public investments execut-
ed with resources from the Chinese-Venezuelan Funds are not
therefore Chinese OFDI in Venezuela. However, some investments
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realized by Chinese enterprises were channeled through rFrccv,
especially those in which joint ventures have been established and
a participation in share capital, under previous agreement, has
been set aside for Chinese companies.

Notable examples would include the following joint ventures:
Venezolana de Industrias Tecnologicas (viT), Empresa Venezo-
lana de Telecomunicaciones (VTELCA), Orinoquia telephone
company, HAIER Venezuela, and YUTONG Venezuela. Venezuela
has also seen the creation of some joint ventures servicing the oil
sector such as 1Tc and cv Shipping.

The bilateral relationship between Venezuela and China, viewed
from the broad perspective of OEDI from the Asian country by
sectors and amounts, the activities of the Venezuelan Chinese
Joint Financing Fund, and trade balance statistics, now appears to
fit the characterization made by Sun Hungbo (2013): “Cooperation
between China and Venezuela is a fairly mature model, being of

plural cooperation with energy as its main axis.”

Figure 1. Venezuela's Foreign Direct Investment Inflows and Outflows (2000-2017)
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Foreign Direct Investment (FDI) in Venezuela has demonstrated
variable behavior both in inflows and outflows to the economy
between 2000-2017. In most years, investment inflow has been
higher than the outflow but from 2002, in addition to increasing
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the outflows, the investment inflows fell abruptly. From then on
both flows became more volatile.

Some events that explain the behavior of Fp1 inflows and out-
flows in Venezuela between 2000 and 2017 are the following:

1)

2)

3)

4)

5)

6)

7)

In 1996, an adjustment program supported by the Inter-
national Monetary Fund (1MF) called “Agenda Venezuela”
was applied in Venezuela to attract FD1 in the oil sector
through operational agreements, strategic partnerships, and
shared profits

2002-2003 were years of political instability, producing an
economic contraction, which in turn triggered the process
of restructuring national public debt and the application of
an exchange control regime

During 2004-2008, there was a recovery in oil prices, which
allowed for economic growth, the accumulation of interna-
tional reserves, and the creation of parafiscal structures that
enhanced public investment

2007-2008 saw the beginning of nationalization and the
expropriation of private companies, the revocation of con-
cessions and the activation of a secondary capital market,
which, in tandem with other factors, caused capital flight
Also in 2007, financing from China as a complement to the
National Development Fund began to flow into Venezuela,
bolstering public investment

In 2008, the global financial crisis broke out and oil pric-
es collapsed, causing the contraction of imports between
2009-2010 and slowing economic growth

The Presidential elections of 2012 required securing new
investments to maintain public spending to complete public
works in execution. In 2013 with the death of President
Hugo Chavez, the economy entered a phase of slowdown
with rising inflation, resulting from the exhaustion of for-
eign currency liquidity. Imports fell, and the overall situ-
ation was aggravated by the fall in international oil prices
during the second half of 2014.
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Chinese OFDI in Venezuela (2000-2017)

Chinese oFDI in Venezuela between 2000 and 2017 was Uss$ 3.1
billion (Monitor of China’s 0oFDI and others, 2018). This figure
represents approximately 8.1% of the total Fp1 inflows into the
country during this period (Bcv, Report 18K and others).

Chinese OFDI in Venezuela can be divided into different stages
between 2000 and 2017. There was a period of low dynamism be-
tween 2000-2006, a moderate stage of dynamism with average
investments around uss$ 100 and us$ 200 million between 2007
and 2011, another period of high investments but with some vola-
tility between 2012 and 2016, and finally, a marked fall in 2017,
a year in which there were no investment inflows from the Asian
country (see Figure 2).

Figure 2. Chinese oDFI in Venezuela (2000-2017)

(in $ us million)
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Source: author s elaboration based on Red Arc-China (2018) and MOFcoOM.

In comparison with the rest of Latin America, Venezuela accounts
for 2.8% of the total Chinese ¥pI inflows in the region, which
stood at us$ 109.1 billion (Monitor of China’s OFDI and MOE-
coM, several years). Venezuela ranks sixth in Latin American
countries among recipients of Chinese OFDI in the 21st century,
surpassed by Brazil, Peru, Argentina, Chile, and Mexico.
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The number of transactions carried out by Chinese compa-
nies in Venezuela during 2000 and 2017 was 19, which represents
5.8% of the total transactions made in Latin America during that
period (Dussel Peters 2018). This number of disbursements con-
trasts with the number of projects transacted via the FFccv, which
reached 790 in the same period. The preference for debt mecha-
nisms as a primary means of channeling investments and trade
exchanges reflects a difference between the Chinese-Venezuelan
cooperation model applied to Venezuela and the schemes that the
Asian nation has applied to the rest of Latin America.'

It is possible to identify patterns of transactions within Vene-
zuelan economy (Ortiz Velazquez 2017). For example, Chinese
investments made in the automotive industry through Chery,
Yutong, and Great Wall Motors, in telecommunications by Hua-
wei and zTE, and in electronic components by Haier have been
made through a business model in which the Venezuelan state
ensured the purchase of all the production of these companies.
This arrangement was made possible by the state-partner nature
of these joint ventures.

Similar patterns emerged in the construction sector, especially
with the Ciudad Tiuna housing complex built by ciTic, which
aimed to benefit social sectors with few economic resources (C1TIC
Annual Report 2014). Again, the Venezuelan state ended up ac-
quiring ownership of the houses built (Ellis 2014). Meanwhile, the
participation of Chinese 0FDI in the oil sector was intended to pay
the commitments acquired by Venezuela through the agreement
of the Frccv (Hongbo 2014; Gerdel 2016).

With regard to type of investment, approximately 70% of Chi-
nese OFDI in Venezuela has been directed to greenfield projects
and the remaining 30% in mergers and acquisitions. This is dif-
ferent from the patterns observed in the rest of Latin America,
where mergers and acquisitions have represented the largest share
of Chinese 0FDI in the region (Dussel Peters 2018).

1 Dataregarding Outbound Foreign Direct Investment (0¥D1) from China to Venezue-
la, especially information related to transactions, amounts and employment, was ex-
tracted from the Monitor of Chinese 0FDI in Latin America and the Caribbean.
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Most of the greenfield projects took place between 2011 and
2016 and were related to the opening of commercial offices, fac-
tories, and expansion of capital in businesses that were already
positioned in the country, such as Huawei, the China Development
Bank, and Chery Automobile (Monitor of China’s oFDI 2018).

Mergers and acquisitions between 2005 and 2010 were largely
joint-ventures in which the Venezuelan state was guaranteed the
majority of the shareholding. A series of companies were formed
between Chinese companies and their Venezuelan counterparts
in telecommunications, electronic equipment, hydrocarbons, and
automotive industries.

With the exception of the oil sector, most initial investments on
the part of Venezuelan came from the Frccv and Chinese contri-
butions were granted in exchange for the transfer of technology in
sectors with high added value products. The following companies
demonstrate the trend:

o Venezolana de Industrias Tecnoldgicas (viT) (2005): be-
tween the Ministry of Basic Industries of Venezuela and
Langchao, with a participation of 51% and 49%, respectively

o Compaiia Venezolana de Telecomunicaciones (VTELCA)
(2007): between the state business, Corpivensa, and ZTE,
with a shareholding of 84.3% and 15.7%, respectively (Pren-
sa Vtelca, Official Gazette 38.784, 2007)

« Compania de Teléfonos Orinoquia (2009): between the Vene-
zuelan company Telecom Venezuela and Huawei, with a
share percentage of 65/35%, respectively (Prensa CONA-
PRI; Huawei Annual Report 2009; Official Gazette 39.150)

« Haier Venezuela Assembly Plant (2010): between Corpiv-
ensa and Haier Group Company, with a shareholding of
85/15%, respectively (Venezuelas News Agency; Haier Ven-
ezuela 2012)

« Yutong Venezuela Bus Assembly Plant (2015): between the
Ministries of Transport and Commerce of Venezuela and
Yutong Hong Kong Limited, with a participation of 85/15%,
respectively (Official Gazette 40.763 2015)
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o In the oil sector, an alliance between cNPC and PDVsSA
stands out through Petrourica, Petrozumano, Petrolera Sino-
vensa, and Petrolera Sinovenezolana (ppvsa 2017).

Chinese OFDI and its Impact on Employment
Generation

Chinese OFDI in Venezuela has generated approximately 14,601
jobs distributed in the main sectors of Venezuelan economy.
For each position generated there has been an investment of
Us$ 211,697, a figure that is below the trend registered in Latin
America, which was uss 370,348 (Dussel Peters 2018).

Job positions per sector are distributed as follows: 1) Manu-
facturing with 11,794 jobs (80.8%); 2) services with 2,169 jobs
(14.8%); and 3) raw materials with 633 jobs (4.3%). Most of the
positions created by Chinese OFDI in Venezuela have been related
to the installation of factories for Haier, zTE, Huawei, and Yutong,
as well as the Chery assembly plants.

Trends are mixed with respect to the quality of employment.
In the raw materials sector, the use of unskilled labor has been
privileged. Meanwhile, in the industrial and services sectors, spe-
cifically in those factories with higher added value products, Ve-
nezuela has made sure to have a portion of native staff trained at
the headquarters of Chinese companies (vTELCA 2005; Ministry
of University Education 2012; viT 2011).

Debates and Discussions about Chinese OFDI in
Venezuela 2000-2017

The negotiation, approval, and implementation of the tranches
of the Chinese -Venezuelan Joint Financing Fund have captured
most of the attention of analysts inside and outside Venezuela, in
no small part because of the amount of money that has entered
the country through this route. The debate on transactions car-
ried out from FDI has been relegated to second place in terms of
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importance. Other discussions have revolved around the incen-
tivestructure offered by the Venezuelan governmentin order to guar-
antee the lowest risk to Chinese investments. These incentives
guaranteed the purchase of Chinese products by state compa-
nies, the allocation of foreign currency, and the creation of a legal
framework in accordance with the Asian country’s business in-
terests.” As a result, Chinese investments in Venezuela increased
exponentially between 2007 and 2015 at the same time that Vene-
zuela lost OFDI from other countries.

In addition, it is important to remark that between 2016 and
2017 Venezuela faced an economic crisis due to a collapse of inter-
national oil prices, causing a drop in the country’s gross domestic
product and a slowdown in goods and services consumption. In
consequence, a great amount of Chinese direct investments in Ve-
nezuela have stalled or even been abandoned. Some analysts and
opposition politicians considered this stagnation as a failure in
China’s economic strategy in Venezuela, which has resulted in a
debate aimed at understanding whether the Chinese strategy has
been successful or not.

Conclusions

1) China’s foreign direct investment in Venezuela between
2000 and 2017 reached uss$3,1 billon, which represents
8.1% of the total FDI the country has received during that
period. Within Latin America, Venezuela represents 2.8%
of the total invested

2) Chinese investors preferred to use OFDI mechanisms to
carry out construction and manufacturing projects with
high added value, while the FFccv has channeled most of
inflows to oil and mining sectors

2 One of the most notable cases of Venezuelan state cooperation with Chinese enter-
prises has been in the automotive sector, where since 2001 a public-private company
named “Corporacion zGT” sold some car assembly factories to produce cars under
the Chery brand. The Great Wall Motors plant was expropriated in Carabobo State
in 2013 and acquired a few days later for Corporation ZGT to produce Chery cars in
Venezuela
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8)
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The cooperation model established by both countries be-
tween 2000 and 2017 has been characterized by strong
dynamism in all of its areas, having the structure of the
Chinese-Venezuelan Joint Financing Fund as its main axis
Disbursements by concept of 0FDI look relatively small
compared to the resources delivered through debt
Commercial exchange has been handled exclusively by the
Venezuelan State, which reduces the risks inherent to
the investmentand made it easier for the Asian countryto po-
sition some of its companies and brands in areas such as
telecommunications, mobile communications, and the auto-
motive industry

It is necessary to consider the strategic approach of the
presence of China in the country with the largest proven oil
reserves and one of the largest reserves of gold, coltan
and minerals and rare earths in the world. This is perhaps a
significant reason for the Asian country to continue its in-
vestments in this nation, despite criticisms made in aca-
demic circles both in China and the world, which question
such decision.

Caracas has forged a privileged relationship with Beijing in
spite of the economic difficulties faced in Venezuela in re-
cent years. Even in 2014, the year in which international oil
prices collapsed, Presidents Xi Jinping and Nicolas Maduro
elevated the bilateral relationship to the level of an “Integral
Strategic Alliance”

However, Venezuela shows institutional and operational
vulnerability which has prevented it from negotiating its re-
lationship with China on better terms that would strengthen
the areas that could truly result in development
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Policy Suggestions

1. Venezuela should review its relationship with China to ob-
tain advantageous treatment in the medium and long term.
It should promote improvements in its technical and tech-
nological capabilities so that it can become more than a sup-
plier of raw materials in exchange for economic resources
from loans and credit lines

2. Venezuela should improve its economic and social indica-
tors to ensure greater stability and attract Chinese OFDI in
areas besides oil and mining

3. Greater transparency in terms of access to information re-
garding Chinese OFDI as well as other types of financing
granted by that China is needed

4. Venezuela should increase compliance with the comptroller
and surveillance mechanisms established in its legal system
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CHINA’S FOREIGN DIRECT
INVESTMENT IN PANAMA

Nehemias José Jaén Celada

Introduction

The study of the political economy of Panama has always been tied
to its relationship with the United States, its service-driven econ-
omy, and its geographic position. Panama, in large part because
of the canal, has served as a natural convergence point not only
for the region but for the entire world. The last decade of the past
century was marked by a post-u.s. invasion period in which Pan-
amanian society sought to recover from a profound deterioration
of the country’s institutions after a 21-year military dictatorship
(1968-1989) was terminated by the controversial intervention of
Washington. The post-invasion recovery path was guided by Inter-
national Monetary Fund (1MF) and the World Bank (wB) policies
pushing for a deeper liberalization of the Panamanian economy.
These neoliberal policies resulted in improvements in Panama’s
key economic indicators but these same policies did little to im-
prove agriculture, education, or health and social welfare in ways
that may have benefited the Panamanian society overall.
Between 1989 and 1999, the two successively elected civilian
governments made substantial progress reestablishing a demo-
cratic environment, conveying a sense of rule of law that attracted
diversified foreign direct investment (FD1) into the country. Be-
tween the return to democracy and the twilight of the twentieth
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century, Panama achieved an average growth rate of 5.76% and
its gross domestic product went from Us$6.4 billion in 1990 to
Us$12.1 billion in 1999.

The outset of the twenty-first century is considered a turning
point in the history of Panama. The United States handed the own-
ership and control of the Panama Canal to the Panamanian State
and withdrew the last troops stationed in Panamanian territory
on December 31, 1999, as required by the clauses of the Torrijos-
Carter Treaty on the Panama Canal signed in 1977. These events
signified the beginning of a decline in u.s. influence on Panama
and the rest of the Latin American and Caribbean region. As of
2000, the country began to experience a steady increase of FDI
inflow that —coupled with a higher rate of government spending,
GDP growth rate and external debt as a percentage of gross na-
tional income- suggests that the change in ownership and control
of the Panama Canal has been significant in determining FDI into
Panama (Lloyd 2018).

The period between 2000 and 2009 was characterized by the im-
plementation of policies aimed at improving the attractiveness of
the country as well as the capacity and capability of its services
platform. These policies were jointly promoted and advocated by
interest groups and the central government. In 2007, a referendum
led to an estimated us$ 5 billion expansion project of the Panama
Canal, which was inaugurated on June 26, 2016. This milestone
created the conditions for the transformation of Panama’s long-
term maritime development, with implications for the region as well.

Panama’s remarkably economic performance vis-a-vis the rest
of the region coincided with the reengagement of China in Latin
America and the Caribbean. From a hemispheric perspective,
China’s recent involvement in Latin America is surprising in its
suddenness and scale that in turn has led to a proliferation of com-
mentary, debate and policy analysis, particularly in the realms of
strategic thinking, political economy and bilateral relations (Ar-
mony and Strauss 2012:1). From a Panamanian perspective, strong
cultural links with the Chinese have existed since the second half
of the nineteenth century during the last Chinese imperial dynasty
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of the Qing that ruled from 1644 to 1912 and the arrival of the first
Chinese coolies in the isthmus.

In its reengagement, China’s sought to employ its distinctive ap-
proach in the region, which uses economic power to mask the po-
litical interests of its global soft-power strategy, at the same time
that Latin America’s political spectrum was shifting. These socio-
political transformations allowed Beijing to pursue its national
interests within certain countries, primarily in South America,
that then became major suppliers of war materials feeding China’s
overwhelming appetite. In the case of Panama, despite the lack of
diplomatic relations with the People’s Republic of China for almost
seventy years, Beijing’s increasing economic leverage played a sig-
nificant role in strengthening the presence of Chinese actors in the
isthmus in the realm of bilateral trade and investment; presence
that further consolidated when Panama ditched its longstanding
diplomatic ties with the Republic of China (Taiwan) and adhered
the country to the ‘One China Principle’

This chapter on China’s foreign direct investment in Panama
summarizes the historical trajectory of Sino-Panamanian ties and
introduces the patterns of investment of this Asian power in the
most strategic country in the Western Hemisphere and Washing-
ton’s longstanding traditional ally.

The Trajectory of the Relationship between Panama
and China

Historical records indicate that the first encounters between Pana-
manians and Chinese occurred more than 150 years ago. At the
time, Chinas was still ruled by an imperial dynasty and Panama was
part of Colombia, to which it had adhered right after gaining in-
dependence from Spain in late 1821. In determining the trajectory
of this relationship, the historical analysis can be segmented in three
main timeframes. The first period, running from the mid-nine-
teenth century up through the first half of the twentieth century,
saw the first waves of Chinese migrants reaching Latin American
ports, including Panama, the consolidation of an independent
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country, the decay of imperial China, the inauguration of the
Panama Canal, World War I, the Chinese Civil War and World
War II. The second period starts at the end of World War II fol-
lowed by the defeat of the Chinese nationalists, the relocation
of the Republic of China to Taiwan, and the foundation of the
People’s Republic of China by the Chinese Communists in 1949.
The long decades of the Cold War, which shaped vu.s. influence
over Latin America and the Isthmus of Panama, followed. The ex-
perience with the United States undoubtedly shaped Panamass for-
eign policy towards Beijing and Taipei. The third period runs
through the 1980s and 1990s, and includes the Tiananmen Square
uprising, the fall of the Berlin Wall, the u.s. invasion of Panama
and the fall of the Soviet Union, concluding with the 1999 transfer
of the Canal from vu.s. control to Panamanian.

Scholarship about the relation between Panama and China is
relatively scarce and consists of predominantly historical and anthro-
pological research that narrates contact in the nineteenth and
twentieth century. However, the dramatic expansion of Chinese
interests in Latin America and the Caribbean, with China using
Panama as its operation hub, demands greater engagement on
the relationship and greater expertise on China and its activities
in the region.

Contacts between China and Latin America can be traced back
to the 1570s when trade across the Pacific began to flourish. China
exported silk, porcelain, and cotton yarn to Mexico and Peru in ex-
change for silver coins and other items. The geographical distance
between China and Latin America determined that “no wars or
disputes over territory, cultures or values of their very different
peoples, have constituted the basis of the relationship between
them” (Villafafie 2011:20). Nonetheless, it was more than three
hundred years before significant numbers of Chinese migrants,
mostly peasants from southern Mainland China, the so-colled
“coolies,” arrived in the region hired as contract laborers to work
in mines, plantations, railway construction, and other industries in
the late nineteenth century. Historians estimate that approximately
1,600 Chinese laborers arrived in the isthmus of Panama between
1852 and 1854 to work in the construction of the trans-isthmian
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railroad of Panama (Chen 2018). A few years later, Chinese mi-
grants also took part in the courageous excavation of a ditch that
would shape the course of world history, as members of the work-
force of the Panama Canal. This first wave of Chinese migration
to Panama would become one of the strongest ethnographic in-
fluences shaping race and diversity in Panama since the colonial
era. Towards the end of the nineteenth century, more than 10,000
Chinese could have arrived in Panama to work in the construction
of the Panama Canal; as they began to root in the isthmus, this
fostered anti-Chinese immigration sentiments that were later on
incorporated into the domestic political discourse of the profes-
sional Panamanian middle-class.

The French failure to complete the construction of the canal
marked the consolidation of the U.s. presence in the most strate-
gic point of the Americas, as Washington not only overtook the
project but also supported the Panamanian independence move-
ment that resulted in the foundation of the Republic of Panama.
The u.s. took this opportunity to station military forces alongside
the canal stripe; stark presence and controversial influence that
would last for the next one hundred years.

In Mainland China, the first three decades of the past century
were characterized by several internal political upheavals that
evolved into a longstanding bloody civil war. The first part of the
so-called Chinese Civil War spanned from 1927 to 1937 when Japa-
nese forces invaded Mainland China; confronted with this men-
ace, communists and nationalists conformed a united front to
fight Japanese: this was the prelude of World War II, the most
remarkable turning point in modern history. With the surrender
of Japan in 1945, communists and nationalists failed at conform-
ing a coalition government thus, both parties plunged —again- in
a civil war that resulted in the defeat of the nationalists governing
the Republic of China, and the establishment of the People’s Re-
public of China by cpc’s leader Mao Zedong. This prompted the
nationalists to relocate the government of the Republic of China
to the island of Taiwan —whose status in the international arena is
still a matter of controversy and ambiguity— with which Panama
maintained diplomatic relations for over one hundred years until
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June 2017 when the Central American country decided to adhere
itself to the so-called ‘One China Principle’ Thus, recognizing
the government of the People’s Republic of China as the sole and
legitimate government of China -including Hong Kong, Macao,
Taiwan and several disputed islands.

The second half of the twentieth century was a period of con-
stant sociopolitical and economic transformations in Panama.
The occupation of a vast territory alongside the Panama Canal by
the us Army was considered a humiliating violation of Panama’s
national sovereignty. It exacerbated nationalist feelings among
Panamanians and others in Latin American and Caribbean.

Undoubtedly, the Cold War marked the political history of Lat-
in America and the Caribbean. This period was not unnoticed to
Panama and most countries south of Rio Grande, as containing
the advancement of communism became the main policy goal
of Washington in the region vis-a-vis the Soviet Union in first
instance and, then, Communist China. This translated into un-
restrictive U.s. support to right-wing and populist military gov-
ernments all across the region, including Panama’s revolutionary
leader, Omar Torrijos (1968-81). Unsurprisingly, despite several
rapprochements between Panama and the People’s Republic of
China, Torrijos’ government not only abstained in 1971 from
endorsing the replacement of the Republic of China with the Chi-
nese communists governing the Mainland, but also never took
concrete steps towards the normalization of relations with Bei-
jing not to jeopardize the cause of the reversion of the Canal to
Panamanian hands. Despite such global dynamics, the relation-
ship between Panama and Mainland China began to focus on the
commercial realm as Beijing’s policy of ‘reform and opening up’
—so-called socialism with Chinese characteristics— from 1978,
radically transformed the global industrial production environ-
ment with China becoming the ‘world’s factory’

With the return to democracy, after 21 years of dictatorship, the
government of President Guillermo Endara Galimany prioritized
economic recovery and the strengthening of the rule of law. No
steps were taken to normalize diplomatic and political relations
with Mainland China despite the global tendency of recognizing
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the Chinese government in Beijing and also the continuous inflow
of Chinese illegal migrants in Panama. In 1994, the Democratic
Revolutionary Party, the political group that supported Torrijos
and Noriega, won the general elections, prompting to resume
contacts with Beijing. No long after been sworn in office, Presi-
dent Ernesto Perez Balladares negotiated with the government
of Mainland China the establishment of “non-governmental”
representative liaison offices in both capitals, directly subordi-
nated to each country’s ministry of foreign affairs and labeled as
trade development representative offices. Notwithstanding the ab-
sence of diplomatic ties, both offices operated at the highest level
in spite of the non-governmental mask.

During his term, President Balladares challenged the tradi-
tional u.s. and European corporate establishment when two key
container ports were granted in concession for 25-years to a Hong
Kong-based conglomerate, perhaps the first significant investment
of a Chinese company in Panama. Under the terms of the deal,
which covers the twin ports of Cristobal and Balboa, Hutchinson
Port Holding agreed to pay us$22.2 million in annual rent and
a one-time lump sum payment of us$ 10 million for the purchase
of existing equipment at the ports (South China Morning Post,
4 March 1997). The deal coincided with Britain’s reversion of
the colony of Hong Kong to Beijing and occurred two years be-
fore the u.s. army total withdrawal from Panama and the transfer
of control and ownership of the canal to the Panamanian people.

By the end of the century, bilateral trade between Panama and
China consolidated. The development of Panama’s logistic platform
played to the advantage of China. The Colon Free Zone, found-
ed in 1948, became the hub for the re-exportation of Chinese man-
ufactured goods across the region of Latin America and the
Caribbean. Contrary to Panama’s experience with China, Beijing’s
re-engagement with countries in the Southern Cone occurred
when the region experienced a political wave that shifted several
countries to the left.

The government of President Mireya Moscoso (1999-2004)
did not alter the course of Panama’ relationship with Taiwan.
This, perhaps unintentionally, weakened and constrained the
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advancement of Beijing into the region of Central America and
the Caribbean Zone (cacz) for the years to come. Moreover, the
lack of high talks between President Moscoso administration and
the Chinese government in Beijing, prompted certain Panamani-
an interest groups and political parties to independently maintain
contacts with the Chinese Communist Party.

In spite of the new political conditions in South America in
early 2000s, countries in cacz did not change their foreign policy
of recognizing the government of Taiwan, mainly due their reli-
ance on economic and financial help from and geographical prox-
imity to Washington, and the assistance and investments Taiwan
has executed in the sub-region for decades. In the case of Panama,
none of the democratically elected governments after 1990 have
shown much assertiveness in either domestic or international
policies. Beyond the general consensus that Panama’s relationship
with the United States is strategic, successive Panamanian govern-
ments have repeatedly failed at setting consistent foreign policy
priorities in the last three decades. The country, for example, has
not taken advantage of its prime relationship with Japan and the
so-called ‘Four Asian Tigers’ (Hong Kong, Singapore, Korea and
Taiwan) to attract greater investment in the isthmus.

While Beijing saw in Panama a long-term goal, Taipei con-
sidered the Central American nation to be its most significant
diplomatic ally, regionally and globally. Taipei rightly assumed
that any alteration of its relationship with Panama might trans-
form the diplomatic chessboard of Latin America and the Carib-
bean. Taiwanese interests in Panama have been driven by a mix of
political objectives and business-oriented decisions subjected to
Panamass political oscillation from one political party to another
every presidential term.

The Torrijos administration (2004-2009) resumed secret talks
with Beijing aimed at establishing diplomatic relations. However,
domestic issues overshadowed President Torrijos’s interests on
China. The administration embarked on two key economic and
political subjects directly linked to u.s. interests in Panama: a
free trade agreement (FTA) between Panama and the u.s., and
the expansion project of the Panama Canal. Moreover, from 2008
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in Taiwan, the return to power of the Nationalist Party of China
(xMT) dismissed any attempt of Panama to establish diplomatic
relations with Beijing as both governments across the Taiwan Strait
sought to advance a joint economic and political agenda consid-
ered as a truce constraining each other’s diplomatic strategy. This
so-called “diplomatic truce” would last until 2016.

The Administration of President Ricardo Martinelli (2009-
2014) misread the magnitude of the issues between the People’s
Republic of China and Taiwan, and the increasing tensions over
territorial disputes in the East and South China Sea. Instead of tak-
ing advantage of the diplomatic ties with Taiwan, commercial ones
with the Prc, and traditional longstanding connections with Japan
by fostering the attraction of direct investment into the Isthmus,
President Martinelli committed several faux pas to the detriment
of Panama’s relations with all three actors (La Prensa, 23 October
2012). Panama was only able to attract a few Chinese companies
willing to invest in the country. These companies shared a few com-
mon characteristics: they were private, and therefore less restricted
by regulations governing outbound capital; they were restruc-
turing their operations primarily in Mexico and South America;
and, they were developing a strategy to engage with Central
American and Caribbean nations. It goes without saying that ear-
ly Chinese investment in Panama have failed in their attempt to
replicate their past and current experiences in Africa, Southeast
Asia and South America, where they mistakenly underestimated
market regulations and the rule of law.

In 2016, the return to power of the Democratic Progressive
Party (ppP), with Dr. Tsai Ying-wen as president, precipitated a
communication rupture between Beijing and Taipei —despite her
well-known political moderation. This prompted China to re-
launch its no-longer-subtle diplomatic long-term strategy of gain-
ing diplomatic recognition from the remaining countries with
which Taipei still maintained formal ties, principally Panama
in Central America and the Dominican Republic in the Caribbean.
China took this opportunity to reshape its new role in the region in a
period in which China and Lain America and the Caribbean began
transitioning from complementarity to cooperation, prompting
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new economic commitments and policy priorities between both
actors, and Panama has emerged as China’s key instrument for its
long-term strategic interests in the region.

Beijing’s soft-landing in Latin America and the Caribbean has
been considered an instance of hegemonic challenge to Washing-
ton’s dominant position in the Western Hemisphere. However, is
still not clear “if China’s growing economic size and power (in trade,
investment, and finance), coupled with growing military might
may prevent or increase the possibilities of hegemonic challenge,
as well as whether recovery or decline in the United States may
forecast any outcome” (Paz 2012:34). This new reality has prompt-
ed Latin American political actor to foretell the end of the ‘Wash-
ington Consensus” and the emergence of the ‘Beijing Consensus’
—also called “China Model”

Chinese Patterns of Investment in Panama

Panama’s strategic relevance in the realms of global economics,
finance and trade has made of it a unique case in the study of
China’s direct investment into Latin America and the Caribbean.
Undoubtedly, China’s bilateral approach to selected South Ameri-
can countries is not a model fits-all in the region at large. In turn, in
recent years, Beijing began to bet for multilateralism, through the
China-cerac Forum (Community of Latin American and Car-
ibbean States), aiming to tackle regional sociopolitical and
economic issues not prioritized before. For Beijing, this was a
unique opportunity, a way of dealing with a region barely known
through a single multilateral platform; for Latin America, policy
coordination was the imperative goal to better take advantage
of China’s Latin American policy redefinition (Doria and Jaen
Celada 2017:125). However, due to its perceived politicization and
lack of contribution from Latin American counterparts, China-
ceLAC Forum has gradually lost preponderance in Sino-Latin
American relations.

In 2014, Beijing announced the China-Lac Cooperation
Plan (2015-2019), which sought to achieve inclusive growth and
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sustainable development through 3 main engines: trade, investment,
and financial cooperation. The plan focused on 6 areas: boosting
China-LAc industry connections with energy and resources, in-
frastructure construction, agriculture, manufacturing, scientific
and technological innovation, and information technologies and
cooperation priorities. In 2018, China announced the continua-
tion of this cooperation plan (2019-2021) and added a new ele-
ment: the Belt and Road Initiative (BRr1). Both the China-CELAC
Cooperation Plan and the Belt and Road Initiative coupled with
the antagonistic relationship between the top leaders across the
Taiwan Strait since 2016, precipitated a rapprochement between
Panama and China that resulted in the establishment of diplomatic
relations in June 2017. The third section of the chapter sum-
marizes this turning point in the relationship between both coun-
tries, and the implications with respect to Chinese direct investment
in Panama in recent years.

How and when the governments of Panama and China began
formal negotiations on the establishment of diplomatic relations
will remain the best-kept secret of the remarkable announcement
made on June 12, 2017, by President Varela. The president itself
communicated the rupture of Panama’s longstanding ties with the
Republic of China (Taiwan) and the normalization of formal dip-
lomatic and political relations with the People’s Republic of China,
which brought Panama into alignment with Beijing’s “One China
Principle” Panama had been keen to attract Chinese direct in-
vestment into the country and become a beneficiary of China’s
global and Latin American policies. From China’s perspective,
luring Panama into its sphere of influence was the missing piece in
its Western Hemisphere strategy. Panama’s decision to normalize
relations with China was at first applauded by different interest
groups in Panamanian society, but later resulted in a wide range of
speculation and anxieties about the impact of Chinese businesses
on Panamanian SMEs, the agricultural sector, and even security.

As predicted, the establishment of diplomatic ties between
Panama and China provoked a domino effect. On April 30, 2018,
the Dominican Republic severed diplomatic ties with Taiwan
and established diplomatic relations with the People’s Republic of
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China; four months later, El Salvador followed suit. If Panama’s
and the Dominican Republic’s China decision was a bucket of cold
water for Washington, El Salvador’s was the drop that spilled the
glass. The White House, stated that this was “a decision that affects
not just El Salvador, but also the economic health and security of
the entire Americas region” (White House 2018). Moreover, the
U.s. government also noted that “countries seeking to establish or
expand relations with China in order to attract state-directed in-
vestment that will stimulate short-term economic growth and
infrastructure development may be disappointed over the long
run” (ibid.). But if there is a great difference between Panama and
these two countries, is that Panama at seems to have a short-term
roadmap on developing its relationship with China, as it shows
more experience dealing with Chinese investments prior the es-
tablishment of diplomatic relations.

On the heels of diplomatic recognition, the presence of Chinese
companies in Panama steadily became a remarkable fact; thus, for
Panama, the lack of formal ties with Beijing was clearly a matter
affecting China’s participation in different sectors of its economy.
Throughout the last four decades, three patterns of Chinese invest-
ment can be observed in Panama: portraying the advancement of
China’s interest in the Central American country and the region.

In the 1980s and 1990s, several private Chinese SMEs estab-
lished operations in Colon Free Trade Zone, using this strategic
commercial area as a trampoline to the cacz and the Andean
region, which is considered as the first and most traditional pat-
tern of Chinese investment in the country targeting an economic/
commercial pillar.

The second pattern emerged in the early 2000s when private
Chinese engineering companies arrived in Panama as partners
or contractors in medium-size concessions projects, mainly in the
hydroelectric sector. During the same period, Panama consoli-
dated the privatization of its state-owned port infrastructure —a
process that had begun in last years of the previous century and
attracted Chinese port operators in key shipping terminals on
both sides of the Panama Canal. These investments almost went
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unnoticed, but became the spearhead for more Chinese companies
to explore potential opportunities in the isthmus.

Between 2004 and 2019, Panama’s general investment program
has had a total budget of approximately us$40 billion primar-
ily allocated in six action lines and several key sectors. Such an
aggressive and unprecedented investment in public infrastruc-
ture, called the attention of Chinese state-owned, public and private
construction enterprises ~most of which were already operating
in the region- to participate in public tenders and mid-and-long-
term concessions. These Chinese SOEs created the perception that
China was increasing its investments in the country. However,
it has slowly become clear that such companies were not cataloged
as Chinese foreign direct investment as they only bid for projects
directly financed by the Panamanian central government.

Aside from the notable presence of Chinese SOEs in public
tenders in the country, the main challenge Panama faced vis-a-
vis China’s expansion in the Americas was how to attract Chinese
direct investment into key sectors of the Panamanian economy to
fill the vacuum left by North American and European investors.
Prior to the establishment of diplomatic relations between the
two countries, major Chinese state-owned banks like the China
Development Bank (cpB) and the Export-Import Bank of Chi-
na (Exim Bank of China) had imposed restrictions on financing
Chinese projects overseas in countries with which China did not
maintain diplomatic ties. Chinese public and private enterprises
were limited in terms of capital for their business opportunities in
the isthmus and as a result, only few companies managed to enter
Panama during this period, such as the Chinese 1Tc giant Huawei.

However, this tendency changed immediately after June 2017
with the normalization of diplomatic relations. Soon after, Chi-
nese enterprises began to target key projects in Panama’s logistics
and port sectors, along with the energy sector, especially natural
gas. The steady advancement of relations between Panama and
China has also accelerated the settling of Chinese flagship banks in
Panama to support Chinese foreign direct investment in Panama
and the region. This new active role of Chinese capital in strategic
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economic sectors in Panama constituted the third wave of Chinese
investment in the Central American country.

Panama’s mid-and-long-term development depends upon the
successful implementation of several national economic strategies
created with the assistance and funding of regional development
banks such as the Inter-American Development Bank (1pB) and
cAF Development Bank of Latin America, in collaboration with
government entities and interest groups. In recent years, these
national strategies have been focused on two main strategic sectors
that are Panama’s key economic pillars: the logistics and maritime
sector, and energy sector.

Well before the establishment of diplomatic ties between Pa-
nama and China, Chinese interests were focused on potential proj-
ects proposed as part of Panama’s logistics development roadmap:
the national maritime strategy, and the national energy strategy.
Between 2014 and 2018, Chinese direct investment into Panama
totaled approximately uss3.5 billion. The establishment of dip-
lomatic relations in 2017 brought about an immediate impact:
in the majority of the total amount of Chinese Fp1 inflow has been
felt in the last twenty months.

In 2016, China Landbridge Group Co., Ltd. (Landbridge Group),
a privately owned company based in the northern Chinese port
of Rizhao, Shandong province, acquired the concession rights to
develop Panama’s largest seaport: Margarita Island Port. Located
at the Panama Canal’s entrance to the Atlantic Ocean and oppo-
site to the Hong Kong-owned Cristobal Port, Margarita Island Port
is an important stop en-route to the Panama Canal. It is part of the
Colon Free Trade Zone, the largest in the Western Hemisphere and
one of the world’s few cargo distribution centers with sea-land-
air-rail multimodal transport. This strategic expansion decision
came after the company’s successful experience securing Austra-
lia's Darwin Port and it is part of the company’s master plan to
build a highly modernized and efficient deep-water container
port to meet the present and future operational demand of the
Panama Canal (ChinaGoAbroad 2016). At the June 7, 2017 “first
stone ceremony, less than a week before the unexpected establish-
ment of diplomatic ties between Panama and China, Panamanian
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president Juan Carlos Varela commented that “the port was the
most important Chinese investment in Panama so far” (Global
Construction Review 2017).

The Us$ 1 billion megaport built to serve the “One Belt, One Road
Initiative” (0BOR), will be carried out in three stages. The first
will increase the port’s handling capacity to 2.5 million TEU and
add aliquefied natural gas terminal. According to the master plan,
“when the first stage is complete in the second quarter of 2019,
pccp will have four berths with a total quay length of 1.2 km and a
depth of 18m; the second and third stages will add a logistics park
and more cranes to the port” (ChinaGoAbroad 2016). Accord-
ing to some analysts and people involved in this investment, “the
steady progress of the project is attributed to the development
of China-Panama relations” (China Daily 2018). The developer of
this project has contracted China’s biggest construction company,
China Communications and Construction Company (cccc), to
lead the construction of this port.

As part of the strategic investment in key economic sectors,
Landbridge Group jointly with its Chinese partner in Panama,
Shanghai Gorgeous Investment Development Co. Ltd., are also
investing in the natural gas energy sector in Colon province. These
two companies bought Martano, a Panamanian power generation
company established in 2007, for approximately $200 million.
In 2015, Martano was awarded a 15-years concession to build and
operate a 400Mw combined-cycle natural gas plant in Isla Mar-
garita. Martano beat out fourteen companies competing to supply
power to the electricity distribution companies Ensa, Edemet and
Edechi during the period from 2019 to 2033 (Central America
Data 2015). It has been reported that Martano offered 8.5 cents
per kilowatt-hour for generation based on natural gas, 30% lower
than a previous bid, which was won by Gas Natural del Atlantico,
part of AEs group. This project is being developed on a plot of
ten hectares located completely in the terrestrial sector of Rio
Alejandro Energy Park located in the township of Puerto Limén.
The main subcontractor of this project is the well-known Shanghai
Electric Group one of the largest engineering companies in this
sector worldwide.
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The total investment on this project is estimated at approxi-
mately at us$900 million. At the end of 2018, it was announced
that Royal Dutch Shell Plc won a long-term contract to provide
liquefied natural gas to this project. The deal with the Shell-trading
unit comes as a trade dispute between the United States and China
has put global LNG exports in the spotlight. Terms of the 15-year
deal, which will meet all the fuel needs of the LNG-fueled plant,
were not disclosed. The facility will require roughly 400,000 tons
per year of LNG (Reuters 2018).

In the second decade of this century, Panama also positioned
itself as a hub for 1Tc companies with very competitive and aggres-
sive regional strategies. In this sense, China’s conglomerate Huawei
identified Panama as the best platform for its regional headquarter.
The well-known mobile phones manufacturer sought to concen-
trate in Panama its top human resource, operations and logistics/
distribution in Panama. This corporate decision has meant a di-
rect investment of more than Us$50 million in almost 9 years of
presence in Panama. Huawei’s direct investment includes but is
not limited to the establishment of its regional training center for
us$7 million and the construction of its sixth global distribution/
logistic center of 10,000 square meters for approximately Us$42
million. The latter encompasses 15 different production lines de-
signed for the Latin America and Caribbean market. Huawei’s
presence in Panama has generated more than 300 jobs in the last
few years (Global Times 2015).

In the early 2000s, the first Chinese attempts to directly invest
in the country were mainly in the solar energy sector and also fish-
eries. However, most, if not all, of those attempts failed. According
to several actors formerly involved in these cases, the lack of an
energy strategy or roadmap, not to mention a regulatory structure,
played out in detriment to these Chinese initiatives. In the case of
fisheries, Panama has not taken concrete steps to reform the laws,
regulations and protocols involving several state institutions di-
rectly governing this sector. Chinese investors turned to countries
with a clearer, and perhaps more convenient, fisheries platforms.

With the establishment of diplomatic relations between Pan-
ama and China, the Asian giant has deepened and accelerated its
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geo-economic expansion plan in the Western Hemisphere. How-
ever, vis-d-vis Chinas geopolitical role, Panama lacks a concise
evaluation of the long-term effects on its economic development
and shows signs of overreliance on Chinese interests, alienating its
most important, longstanding and traditional partners.

Policy Recommendations

The establishment of diplomatic relations between Panama and the
People’s Republic of China has led to an ambitious bilateral agen-
da. China has inserted itself into the heart of Latin America and
the Caribbean by strategically positioning its massive capital in
Panama’ key economic pillars. Beyond the cliché of Panama and
China having a relationship of more than 150 years and of China
being the second most important user of the Panama Canal, it is
important for both nations to deepen their common knowledge
of each other aiming at avoiding potential misunderstandings as
well the emergence of misperceptions that could play in detriment
of the positive development of this relationship. This section of the
chapter proposes a number of policies that can be implemented
by Panama.

Since the early twentieth century, Panama’s geographical po-
sition and the construction of the Panama Canal have determined
the fate of the country. These two factors have also shaped the
economic grid of Panama, with 80% of its GpD deriving from
a service-driven platform mainly composed of financial and legal
services, the Panama Canal and all related ancillary industries,
along with tourism in recent years. In light of profound changes
in the dynamic of globalization, including tributary governance,
Panama is being compelled to transform its economy by strength-
ening its competitive advantages that forcibly requires: upgrade
(modernization) and expansion of its special economic zones;
development of existing logistics nodes beyond port facilities; de-
velopment of strategic industrial parks; and, most importantly, the
integration of all these components. This transformation could
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be achieved if the country succeeds at increasing the attraction of
FDI especially from Northeast Asian countries.

The Ministry of Foreign Affairs, the Ministry of Commerce
and Industry, and the Ministry of Economy and Finance of Pana-
ma shall jointly establish a task force on Asia Pacific in general,
China in particular within the structure of the first. This task
force shall be made up of Panamanian experts on Asia/China to
clearly define, design, develop, and execute a mid-and-long-
term policy towards the Asia Pacific region with a focus on East
Asian economies. With the alignment of policy priorities among
these three key ministries, Panama can effectively promote its
unique characteristics to meet the goal of increasing diversi-
fied foreign direct investment. Moreover, the existing agency
called Proinvex, entitled to promote investments attraction and
exports, shall be rebranded into ‘Pro Panama’ and relocated to the
Ministry of Foreign Affairs; therefore, the task force on Asia Pa-
cific/China could serve as the technical support of Pro Panama on
matters regarding the world’s most dynamic region.

Panama’s economic pillars and its role in the international com-
munity, suggests the need the country has to improve its capability
to study and research global issues affecting or influencing its own
development. Thus, it is necessary the creation of a think tank
on global political and economic studies by Panama’s main aca-
demic institutions, sponsored by the central government and re-
gional developments banks. In partnership with renowned foreign
academic institutions, this initiative will allocate human capital
and resource on the study of crucial issues in global affairs. In the
long run, this institution should be the main resource of policy
advice to the Panamanian state, the private sector, and society. This
think tank should also coordinate relevant training programs for
public servants and also the private sector.
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Conclusions

Since the late 90s, Chinese companies in Panama created the mis-
taken perception that China was investing heavily in the country.
In reality, most of these companies were merely competing to
provide services to the Panamanian government. It was not un-
til the last decade that Panama began to receive Chinese direct
investment in key economic sectors like 1TC, ports & logistics,
and energy. The establishment of diplomatic relations between
Panama and China has not only accelerated and consolidated
the presence of this extra-regional actor in the isthmus of Central
America but has also increased the economic and political lever-
age of China at large in the Western Hemisphere.

Panama’s shift of diplomatic allegiance from Taipei to Bei-
jing provoked a domino effect in the cacz, with the Dominican
Republic and El Salvador following Panama’s precedent. China’s
presence in LAC has been boosted with the normalization of dip-
lomatic and political relations with Panama. Since June 2017, more
than 40 documents have been signed between Panama and Chinain
different matters. Panamanian President Juan Carlos Varela also
visited President Xi Jinping less than 6 months after the establish-
ment of diplomatic relations and the latter paid a visit to Panama in
December 2018. With the incorporation of Panama in the Belt and
Road Initiative, signed during the visit of Panamanian President
Juan Carlos Varela to China in November 2017, and the advance-
ment of Chinese strategic investments in Panama’s key economic
pillars, u.s. dominant interests in the region in general, and Pa-
nama in particular, are being challenged and eroded.

China’s active role in Panama has coincided with the need to
transform the country’s economy, which has been negatively af-
fected by the “Panama Papers” scandal, and the imposition of
global fiscal rules emanating from a group of developed nations
incapable of enforcing internal regimes. Furthermore, Washing-
tons apparent disinterest on and ambiguous policy toward Panama
have created the perception, among Panamanian society, of an
imperative need for aligning certain national interests with China’s
agenda. This, in turn, has fostered an exaggerated and unmeasured
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overreliance on matters related to China. Thirty years after the
return to democracy, Panama is still considered to have immea-
surable levels of corruption undermining its nature as the point
of convergence for global services, capital flow, human mobility
and political diversity.

China’s remarkable presence in Panama and the Central Amer-
ican isthmus have collided with the u.s. traditional core interests.
The recent visits of high-ranking u.s. officials to Panama, includ-
ing State Secretary Pompeo, the Special Assistant to the President
and Senior Director for Western Hemisphere Affairs of the us
National Security Council Mauricio Claver-Carone, among others,
suggest that Washington is unwilling to surrender its core inter-
ests in Panama and the region to China and has made clear its
concerns to the recent elected government of Panama. The United
States perceives the advancement of China in the region as a chal-
lenge to its sphere of influence; thus, Panama shall avoid getting
trapped between both powers. It is unlikely that the United States
will remain oblivious to Chinese attempts to raise its profile in Pan-
ama. If Washington appeared to be indifferent to the establishment
of diplomatic relations between Panama and China, it has now
launched a campaign to reaffirm itself in Panama. However, Wash-
ington’s ability to reassert itself in Panama may be limited by the
economic strength shown by China and its ability to channel mas-
sive investments and trade levels to one of its newest partners in
the region, not to mention its soft-power strategy spreading its
own culture and values among economic, political and social elites.
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CHINESE FDI
IN COSTA RICA

Rafael Arias R. and Luis Vargas M.

Introduction

Costa Rica is a small and very open economy. These tendencies
were strengthened by structural reforms implemented during
the second half of the 1980s. Macroeconomic stabilization poli-
cies were complemented by a development strategy that focused
on the attraction of foreign direct investment (fp1) and the pro-
motion of non-traditional exports to non-traditional markets.
This process allowed the Costa Rican economy to position itself
as one of the Latin American countries with the best indicators of
FDI attraction in recent decades and a very dynamic export sector
(Arias and Mufioz 2007).

Costa Rica’s competitive advantages, especially its geographical
location, political and social stability, legal system, and human
capital, contributed to the consolidation of its attractiveness as a
destination for rp1. Intel’s investments in 1997, generated a very
positive impact on the economy and marked a turning point in the
growth of investments in the technological and services sectors.
Nevertheless, at the beginning of the new century, the country
faces the exhaustion of the easy stage of the export promotion
strategy that presented important challenges in terms of attract-
ing investments with a greater impact on added value. Likewise,
structural lags in the infrastructure, logistics, and transport sectors
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have limited possibilities of further growth and become obstacles
to the country’s competitiveness.

In view of the need to boost the country’s rate of economic
growth and attract investment in key sectors, former President
Oscar Arias Sanchez (2006-2010) decided to establish diplomatic
relations with China. This diplomatic outreach was followed by the
signing of a free trade agreement in 2010, which consolidated po-
litical and economic relations between the two countries. Among
the objectives of the free trade agreement, the following stand out:

a) Achieve new and greater trade opportunities between the
Parties, both for the current exportable offer, and for the po-
tential supply of goods and services.

b) Create a stable legal framework to promote and develop
investments and strategic alliances in the territories of the
Parties.

c) Promote cooperation and economic complementarity
among the State Parties, through the implementation of
specific projects on priority issues for each of the countries.

China immediately became the second biggest commerce part-
ner of Costa Rica, behind the United States of America. Arias’
administration expected that China’s growing importance in the
world economy would make China a strategic partner for the pro-
spective growth and the productive transformation of the Costa
Rican economy, based on investments in strategic sectors (Arias
and Vargas 2017). The following pages seek to address economic
relations between China and Costa Rica since the establishment
of diplomatic relations and the evolution of Chinese investments
in Costa Rica in recent years.

Chinese Relations with Costa Rica 2000-2017
Two historical milestones, the establishment of diplomatic rela-

tions and the signing of the 2010 Free Trade Agreement (FTA ) with
China, signaled the growing importance of the Chinese market
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for Costa Rica. In 2007, Costa Rica became the first Central Amer-
ican nation to establish diplomatic relations with China (Chen,
2016). The political realism of this decision was based on recogni-
tion of Chinas importance in the global restructuring of capital
and its great potential in terms of economic growth and opportu-
nities for development (Burgués 2009).

In 2010, after six rounds of negotiations, Costa Rica and the
People’s Republic of China (PRrC) signed a FTA, the second such
agreement between Costa Rica and an Asian country, intended
to achieve greater insertion of Costa Rican goods and services in the
Asian giant’s market (CcoMEX 2010). Exports from Costa Rica
to China grew ten times between 1994 and 2012 (Dussel Peters
2014). Between 2000 and 2007, exports to the Asian country grew
at an annual rate of 42%, with most of those exports concentrated
in integrated circuits and microstructures (Matarrita 2008).

China’s importance as a trade partner for Costa Rica is even
more significant when viewed from its impact on the import
sector. Costa Rica has increased its participation in global value
chains thanks to its commercial exchange with China (Rodil
2017). China is an important supplier of inputs to produce in-
termediate and finished goods and this trend has become more
evident in new global trade dynamics, specifically with the con-
solidation of global value chains (Arias and Vargas 2017). From
2000 to 2017, it was a net importer of goods from China (Figure 1),
except in 2006, 2007 and 2009, when its exports to China slight-
ly exceeded their imported value.

As shown in Figure 1, the formalization of diplomatic relations
in 2007 coincides with higher levels of trade between the two
countries. However, this growth was barely sustained until 2009.
By 2010, when both economies signed the FTa, Costa Rican ex-
ports to China fluctuated downward, while their imports main-
tained a clear tendency in the opposite direction. Costa Rican
exports to China in 2014 and 2015 suffered a significant drop
which coincided with the partial closure of the Intel’s operations
in Costa Rica (Arias and Vargas 2017).

Exports from Costa Rica to China in the last two decades have
been highly concentrated in seven sub-sectors. The electrical and
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Figure 1. Costa Rica. Exports, imports, and trade balance with China
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Source: author s elaboration with data from Matarrita (2008)
and PROCOMER (2018).

electronic subsector represents 89% of the value exported from
Costa Rica to China, a concentration that, although it fell to 38% in
2017, is still relatively high. The additional six sub-sectors listed
in Table 1 have shown significant growth in their exports’ partici-
pation in the last eighteen years, ranging from 20% in the case of
Food industry to 6% for Metalworking and Medical and precision
equipment in 2017. According to data from PROCOMER (2018),
seven hundred and twenty-one companies —Chinese, transna-
tional, and national- operating in Costa Rica exported to China
in this same period.

In terms of imports as well exports, the Electrical and electron-
ics, Metalworking and, Textiles, leather and footwear are posi-
tioned as three of the main subsectors in bilateral trade (PROCOMER
2018). Chemistry, Transport materials, Other industrial and
Plastic complete the list of the seven main subsectors that import
Chinese products to Costa Rica. These subsectors account for
85% of Costa Rican imports from China, which, although still
a high concentration, is not as significant as exports from Costa
Rica to China.

In general, trade exchanges between the two countries are
associated with low levels or no intra-industry trade (Yong and
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Table 1. Costa Rica. Exports to China by subsector in thousands of us dollars.

(2000-2017)

g q Medical
Year / Electnca.l & q Food Tegilles, Meat Logging and
electronics | Metalworking [ . leather & | . o
Subsector industry industry sector precision
sector footwear q
equipment
2000 6.209,01 234,69 n.d. 56,49 87,45 n.d. 190,00
2001 8.985,01 262,16 0,04 39,61 14,44 n.d. 908,53
2002 28.793,52 317,58 n.d. 3,60 4,11 136,87 1.997,40
2003 83.672,08 634,74 6,74 29,00 n.d. 440,55 239,63
2004 155.874,06 1.487,18 34,48 2.128,02 n.d. 542,46 3,78
2005 233.300,44 3.654,24 54,31 795,02 12,31 751,21 685,07

2006 543.420,59 8.376,95 761,66 784,47 45,82 273,43 623,41

2007 827.201,14 9.965,24 1.841,83 456,27 22,75 1.032,81 992,45

2008 655.257,64 10.309,53 2.531,89 | 3.569,72 n.d. 883,49 3.112,27

2009 743.495,94 7.846,76 3.781,21 | 6.779,10 n.d. 422,33 518,59

2010 247.793,75 13.300,68 4.160,83 | 8.279,57 178,86 1.326,79 161,16

2011 159.699,77 8.661,40 6.749,99 | 5.380,15 98,45 4.860,67 464,35

2012 284.563,05 14.081,43 14.902,17 | 4.468,46 15,00 3.886,51 | 1.358,40

2013 316.527,62 10.331,78 16.572,22 | 11.008,05 | 1.205,57 | 3.341,82 | 3.062,78

2014 267.184,75 6.912,49 7.591,50 | 10.998,90 | 10.806,41 | 8.784,66 | 3.635,44

2015 23.447,14 7.100,05 1.838,27 | 10.962,04 | 10.679,49 | 5.242,38 | 8.659,61

2016 60.205,16 7.187,13 817,66 4.507,95 | 9.763,68 | 7.527,62 | 4.403,39

2017 67.018,92 10.526,58 | 35.498,76 | 5.765,36 | 16.947,88 | 12.195,09 | 10.856,75

Total |4,712,649.60 | 121,190.64 | 97,143.56 | 76,011.79 | 49,882.24 | 51,648.71 | 41,873.00

Average | 261.813,87 6.732,81 6.071,47 | 4.222,88 | 3.563,02 | 3.228,04 | 2.326,28

Source: authors elaboration with data from PROCOMER (2018).

Villalobos 2009; cLacps 2014), which may be the result of the
lack of complementarity between the productive structures of both
economies, which hinders the integration of companies located in
Costa Rica with Chinese value chains (cLAcDs 2014). That lack
of integration has been one of the reasons why trade between both
countries has not shown greater intensity and depth over the years.

In recent years China has positioned itself as one of the main
providers of international cooperation resources and infrastruc-
ture projects for Costa Rica. However, China’s development coop-
eration in Costa Rica is characterized by low levels of investment in
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infrastructure projects, instability, and lack of interest in the stra-
tegic sectors for productive transformation based on technological
change, innovation, and a greater articulation between productive
sectors and global value chains (Arias and Vargas 2017).

As indicated by Armony, Dussel Peters and Cui (2018), infra-
structure projects are the last and most ambitious phase in the
complex relations between China and Latin America and the Ca-
ribbean (Lac). These authors add that the region represents a
learning opportunity for Chinese companies and that, in turn,
LAC could find an opportunity in the infrastructure projects of
the Asian giant to close its structural lags in terms of infrastructure
for development. According to the authors’ estimates, the region
should be investing 5% of its Gross Domestic Product (GDP) in
infrastructure, instead of just 3%.

Chinese infrastructure projects in Costa Rica include the con-
struction of the National Stadium, an oil refinery, the expansion of
a national highway, the construction of a police academy and pro-
posals for Special Economic Zones (sEz) and distribution centers
for global service providers (DeHart 2018). Of these projects,
the only one that is still underway is the expansion of Route 32, the
road that connects the Costa Rican Great Metropolitan Area
(cam) with its Caribbean coast (Government of the Republic
of Costa Rica 2018). In this coast is located Moin Port, the main
Costa Rica’s point of access to the global economy. New invest-
ments for the construction of the Moin Container Terminal (TcM)
in March 2019, a concession given to the Dutch company Apm
Terminals, will boost port development and significantly im-
prove the country’s levels of competitiveness. The improvement
of Route 32 complements port development and transport and
stocking logistics on a national and global scale.

Another important proposal is the Chinese Special Economic
Zone (sEz) in Costa Rica. This project initially counted with sup-
port from both governments, but it has not been realized to date.
The last advance on the SEz project in Costa Rica was in January
2015 when both countries signed a memorandum of understand-
ing to carry out a feasibility study that would allow the project to
continue (Government of the Republic of Costa Rica 2015). There
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has been no progress since on either negotiations or concrete mea-
sures for implementation.

A final land and port transportation project in which China
is a strategic partner is led by the Inter-American Development
Bank (1aDpB) (Mueller and Li 2018). This project consists of the
expansion of Route 1 in the Barranca-Limonal stretch of the Inter-
American Highway and the preparation of a master plan for mari-
time port activity, both on Costa Rica’s pacific coast. Conversations
with representatives of the Ministry of Public Works and Trans-
portation (MopT) and the Costa Rican Institute of Ports of the Pa-
cific (INcoP) suggest that these plans are advancing according to
the pre-established schedule. The 1ADB’s coordination is positive
in terms of generating confidence in the development of the proj-
ect by both projects and could provide a solution for the develop-
ment of other investment projects.

In short, the economic relations between Costa Rica and China
at the level of trade, investment, cooperation, and infrastructure
projects have not been as dynamic as expected after the formaliza-
tion of diplomatic relations and the signing of the FTa. However,
it is premature to issue a strong opinion on the future of projects
between both countries as success will depend upon both coun-
tries” actions, especially those taken by Costa Rica to strengthen
its relationship with China.

Impact of Chinese FD1 in Costa Rica 2000-2017

The magnitude and impact of Chinese investment in LAC have
been widely studied by academics and international organizations.
In recent decades, China has become not only one of the largest
trading partners of LAC but also one of the leading investors in the
region (OECD 2007). Although Chinese investment in LAC has
been focused on extraction-oriented activities like mineral re-
sources, raw materials, and energy (Dussel Peters 2014), in recent
years China has diversified its interests and the overall share of raw
materials and energy has significantly decreased (Dussel Peters
2018).
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Despite the growth of investments in Lac, China is not the
main sources of investment in the countries of the region and
only represents 1.1% of foreign direct investment (FDI) (ECLAC
2017). The only exception to this is Ecuador, where between the
years 2007 and 2016, China ranked fourth as a country of origin
of FDI. In general, investments in the region continue to be domi-
nated by the United States, by countries of the European Union,
and by countries of the LA region. Specifically, the United States,
the Netherlands, and Spain are situated in the first three positions
(EcLAC 2017).

Beginning in the 1980s, Costa Rica’s economic adjustment
policies prioritized macroeconomic stabilization and economic
growth through export-oriented policies and the attraction of EDI
(Trejos 2008). The strategy followed by Costa Rica contributed to
the creation of emerging clusters in business services, medical
devices and advanced manufacturing as reflected in their relative
importance in the trade with the rest of the world (oEcD 2012).

As Figure 2 shows, investments in Costa Rica have been mainly
in sectors of the economy with higher added value and more so-
phisticated exports, which positions the country in proximity to

Figure 2. Costa Rica. Foreign direct investment according to the main sectors of
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economies like those of Croatia and Norway but below similarly
oriented economies like those of Malaysia and Ireland. This ten-
dency coincides with the outlook of the Costa Rican external sec-
tor towards knowledge-intensive activities, in which the country
has managed to position itself worldwide. As can be seen in Table
2, most of these investments are located in the regimes Companies
Definitive Regime and Free Trade Zone, which, have attractive
incentives for foreign investors.

Table 2. Costa Rica. Foreign direct investment according to regime of investment in

million of us dollars (2000-2017)

Year/ Companies Free Trade Tourism Financial Inward
Regime Deﬁxfitive Zone Real Estate Sector Sector Processing
Regime
2000 134,6 453,9 15,0 51,3 27,1 -15,0
2001 184,2 241,0 9,0 111,5 43,1 19,9
2002 427,8 294,0 21,0 76,0 17,2 -11,5
2003 218,8 359,8 31,0 88,0 2,2 -7,7
2004 174,5 555,5 178,4 41,0 22,6 4,0
2005 474,0 514,9 234,6 53,2 53,3 34,1
2006 448,9 415,1 364,0 124,0 343,4 7.2
2007 603,5 457,8 631,3 321,3 73,9 0,7
2008 987,7 503,2 472,2 291,5 28,9 36,4
2009 530,2 335,0 241,7 253,5 86,9 -3,8
2010 411,8 957,7 147,0 81,0 70,0 15,9
2011 1.158,2 828,4 228,1 113,5 107,4 25,9
2012 1.019,9 568,1 431,8 143,0 72,6 22,7
2013 808,5 536,5 1.160,7 139,7 91,9 3,8
2014 957,5 1.055,3 762,1 34,0 157,3 -39,7
2015 1.516,7 666,4 320,0 41,1 195,5 12,1
2016 1.041,8 646,2 270,0 102,6 112,6 30,7
2017 593,6 1.307,3 250,0 4433 130,6 17,6
Average 649,6 594,2 320,4 139,4 90,9 8,5

Source: author s elaboration with data from the Bccr (2018).

Costa Rica’s strategy for attracting FDI also becomes apparent
when D1 flows by country of origin are analyzed (Figure 3). The
United States remains the main investor in the Costa Rican econ-
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omy, surpassing the volume of investment by the Netherlands,
the second country of origin, by about six times in the period
between the year 2000 and 2017. Mexico, Spain, and Colombia
complete the list of the five countries with the highest investments
in Costa Rica in the last eighteen years. This result is consistent
with what has happened in the rest of LAC, where the main FDI
flows come from North America, Europe, and countries within
the same region.

Figure 3. Costa Rica. Foreign Direct Investment according to the main countries of

origin in million of us dollars (2000-2017)
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China has increased its relative participation as an investor in
the Costa Rican economy, as it has in the rest of LAc. However,
in the analyzed period, China occupies position twenty-two as a
country of origin of investments in the Costa Rica. Chinese in-
vestment in Costa Rica peaked in 2014, at a rate six times higher
than the average investment between 2000 and 2017. Chinese
companies Huawei and zTE entered the Costa Rican telecom-
munications market that year (Ellis, 2014).!

1 It should be noted that at the time, the Costa Rican telecommunications market rep-
resented a turning point, since there was fierce competition among telecom operators
due to the recent opening of the market in 2009, effective until 2012.
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Contrary to what happens with other business partners in
Costa Rica, the case of China is interesting because although it
is its second most important trading partner, its direct investments
are not that significant (Arias and Vargas 2017).

Costa Rica has not been a major recipient of investment flows
from China because of the lack of compatibility between the in-
vestments attracted by the Central American nation and the
industries in which the Asian country has focused its investments
abroad. As noted earlier, Costa Rica has concentrated on attract-
ing companies with knowledge-intensive activities. This approach
has been most successful in attracting companies from the Unit-
ed States because of Costa Rica’s geographical proximity (OECD,
2012). China, in contrast, has designated most of its DI in the
region to the natural resources and energy required to sustain
its high rates of industrialization in recent decades (Lopez and
Ramos 2014; de Freitas, Tepassé and Neves 2014).

In addition to the misalignment between the needs and ex-
pectations of foreign investment of both economies, cultural and
legal institutional frameworks differences, generated by different
political and social realities, have also been a factor. A decision-
making process so mediated by different political forces has dis-
couraged Chinese capital investments, causing stagnation and
even a decline in the number of Chinese state companies operating
in Costa Rican territory. According to figures from the Embassy of
the People’s Republic of China in Costa Rica, there are currently
only ten companies with Chinese state capital in operation.” Legal
institutional differences have become a barrier to realizing infra-
structure projects financed by Chinese companies.

Another factor is the lack of interest the Costa Rican govern-
ment has demonstrated in capturing investments from Chinese
companies. According to interviews conducted with experts from

2 Although it was not possible to access official data from the ccp1T and the Economic
Council Office of the Chinese Embassy in Costa Rica, a Chinese specialist and repre-
sentatives of the Embassy itself points out that there has been an erosion in the Chi-
nese companies that operate in Costa Rica. These same people point out that five
years ago there were more than fifteen Chinese state-owned companies operating in
the country.
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the Coalition of Investment Initiatives (CINDE), this agency does
not prioritize the monitoring of Chinese capital investments.

Chinese investment data in Costa Rica, as in other countries,
is underestimated. This underestimation is explained by the bias
generated by the Chinese investment flows to companies located
in the Cayman Islands and the British Virgin Islands, through
which Chinese companies invest in Central America and the non-
obligation of Chinese private equity companies to declare their
investments (CcLACDS 2014). In the case of Costa Rica, even when
there is no data on the private companies located in the country,
observations and interviews with national and Chinese experts
suggest that there is a significant amount of capital from China that
is not identified and registered in the Costa Rican FDI statistics.

Academics and international organizations indicate that Costa
Rica’s recent strategy to attract investment must change if the coun-
try wants to continue taking advantage of capital flows to drive its
economic and social development (Trejos 2008; oEcD 2012). The
scaling of Chinese capital towards investments in more knowledge
intensive industries and infrastructure could allow Costa Rica
to capitalize on a series of competitive advantages in the region to
attract these investments.

Costa Rica could leverage two characteristics that initially at-
tracted the attention of the Chinese government: 1) its geographi-
cal location in the middle of the continent as a possible hub of
investment with a “market seeking” orientation to the rest of the
continent, emphasizing knowledge-intensive industries and; 2) its
extensive experience managing natural resources. As a laboratory
of agribusiness, the generation of clean energy, and the conserva-
tion of natural resources, Costa Rica’s results could then be applied
and scaled in China (Chen 2016).

Costa Rica has seen significant growth in recent years in its
business services market. Costa Rica has the potential to become a
financial and business center for Chinese companies in the region,
especially in light of the potential for expansion of Chinese com-
panies like Alibaba. Attracting China’s interest in industries of this
nature could boost investment in physical and digital infrastruc-
ture (ports, airports, roads, canals, railways, telecommunications
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infrastructure, among others), all of which are strategic sectors for
the development of the LAC countries (Niu 2018).

Conclusions and Policy Suggestions

The beginning of diplomatic relations in 2007 and the signing of
the Fra in 2010 constitute the institutional arrangements that the
government of Costa Rica has implemented to promote a closer
relationship with China. A decade later, economic results and Chi-
nese capital investments in the country have not produced the
expected results. Although commercial relations have grown, they
do not present the pace or intensity required to transform invest-
ment patterns and cooperation in sectors in which both countries
have interests (Arias and Vargas 2017).

Investment volumes have been considerably low in the period
analyzed, unlike the experiences of other commercial partners and
in spite of the relevance of China as a partner in Costa Rica’s com-
merce. The little data available, combined with interviews with
experts, indicates that the volume of FDI has not reached the
levels of investment necessary to boost the growth of strategic
sectors for the Costa Rican economy.

This situation may have a pragmatic explanation, given that
Chinese direct investments in LAC have been concentrated in
sectors related to natural resources and raw materials. In recent
years there has been growth in investments in the service and
manufacturing sectors. China also provides financing in the form
ofloans to boost large infrastructure projects but this must not be
confused with direct investment.

In the case of Costa Rica, the information available indicates that
Chinese investment is still incipient. At first, it was thought
that Costa Rica would be strategic for Chinese investments, not
because of the size of the Costa Rican economy or because of its
wealth in mineral resources, but rather because of its geographi-
cal location and legal security, which offered China competitive
advantages to expand operations in the region. Costa Rican rela-
tions with China offered the possibility of investments in physical
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infrastructure, telecommunications, transport logistics, and stock-
ing and energy. To date, no infrastructure project of significant
scale has been executed with Chinese direct investment.

Failed attempts on behalf of both governments are found in
the infrastructure and transport sector (roads), as well as in en-
ergy (oil refining). Perhaps the most promising project in terms
of direct investment was the development of a Special Economic
Zone in the Central Pacific of Costa Rica, which was promoted as
the central project of the Development Bank of China for Costa
Rica. It has remained stagnant for almost five years.

Within the context of this “cooling” in economic relations be-
tween the two countries, particularly in terms of China’s interest
in increasing direct investment in Costa Rica, the following policy
suggestions may be useful:

1. The most important challenge for Costa Rica is to improve
its legal institutional framework for doing business. Costa
Rica’s political process means that making decisions and fi-
nalizing contracts and investment projects with third
countries can take more time than usual. It is necessary
to establish clear rules of the game and a more efficient
decision-making process.

2. The Government of Costa Rica should create a high-level
technical secretariat to follow up on its economic relations
with China and define a policy of attracting Chinese direct
investment in sectors and economic activities of interest to
both countries. This technical secretariat should have repre-
sentation from the Ministry of Foreign Trade of Costa Rica
(COMEX), private investment promotion agencies like the
Foreign Trade Promoter (PROCOMER) and the Coalition
of Investment Initiatives (CINDE), along with input from
the Chinese Association of Costa Rica and the commerce
representatives of the Chinese Embassy in Costa Rica.

3. The Costa Rican DI authorities should identify produc-
tive sectors in which Costa Rica is a world leader that also
have potential for attracting Chinese investment, such
as clean energy, bioprospecting for the pharmaceutical

266



CHINESE OFDI IN COSTA RICA

industry, research tourism in biodiversity, health tourism,
clean transportation, and infrastructure for sustainable de-
velopment.

4. Costa Rica should strengthen its commerce office in China
by increasing the human resources present in China and
focusing on Chinese companies with compatible interests
to invest in Costa Rica, especially in knowledge-intensive
activities. Greater inter-institutional coordination integrat-
ing the work of the Costa Rican “foreign trade triad” (co-
MEX, PROCOMER and CINDE) might achieve the kind of
results that have been attained in markets such as the United
States and some European countries.
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RETROSPECTIVE AND
PROSPECTIVE OF DOMINICAN
REPUBLIC
AND CHINA RELATIONS

Eduardo Klinger Pevida

Introduction

The announcement came on May 1st 2018. The world found
out that the Dominican Republic had formalized its diplomatic
relations with the People’s Republic of China, recognizing it as the
legitimate representative of China as a whole. That meant the end
of this Caribbean nation’s official ties with the Republic of Taiwan
that it had maintained since the communist triumph in Chi-
na, when the hitherto government of the then Republic of China,
headed by General Chiang Kai-shek, was transported by the
United States and its allies to the Chinese island of Formosa, today
Taiwan. For more than 20 years practically everyone had contin-
ued to recognize this as the government of China until, in the
decade of the nineteen seventies, President Richard Nixon took
actions that brought the Chinese communist government closer
to the US position towards the Soviet Union.

The conditions imposed by Mao Zedong, and accepted by the
United States, led to the expulsion of Chiang Kai-shek’s govern-
ment from the United Nations and the recognition of the gov-
ernment seated in Beijing —then Peking- as the true and only
representative of the Chinese nation. It involved turning over the
permanent seat on the Security Council to the government of
the People’s Republic of China, with the corresponding veto power.
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For the government located on the island of Formosa, it marked
the beginning of its diplomatic isolation and, while abandoning the
pretense of continuing to be recognized as the only voice for the Chi-
nese nation, it proclaimed itself as the Chinese Republic of Taiwan
and declared the existence of “two” Chinas. A progressive and
incessant process began in which the international community
gradually broke ties with Taipei, the “capital city” of Taiwan, and
formalized its official links with one of the most dynamic econo-
mies of the twenty-first century and the world’s second largest in
terms of GDP.

By 2017, only 20 countries maintained their diplomatic recog-
nition of Taiwan. In June of that year Panama broke its ties and
recognized the People’s Republic of China and, in May 2018, the
Dominican Republic decided to end its relationship with Taipei
and recognize the government in Beijing. A few weeks later El
Salvador also terminated its relationship with Taiwan and initiat-
ed relations with the prc. These actions, of a Caribbean island
and two Central American countries, left Taiwan with only 17
allied governments —including the Vatican- more than half of
which are in Latin America and the Caribbean, namely: Belize,
Guatemala, Haiti, Honduras, Nicaragua, Paraguay, Saint Kitts and
Nevis, Saint Lucia and Saint Vincent and the Grenadines; another
six are in Oceania: Marshall Islands, Solomon Islands, Kiribati,
Nauru, Palau and Tuvalu; and in Africa only Swaziland, recently
renamed Esuatini. In Europe the only “government” that remains
faithful to Taiwan is the Vatican.

The detachment of the Dominican Republic from the group
of nations that still hold together regarding Taiwan had special
significance, since it was the most relevant country of that group.
The argument that these relations were established almost “77
years ago’ was an inconsistent reference to why diplomatic ties
had been sustained. This would trace the situation back to 1941
when the “Republic of Taiwan” did not yet exist. In fact, the date re-
fers to the moment when many countries established official
relations with what is now the People’s Republic, recognized by
more than 170 nations as the true and only China. The decision
recently made by the Dominican Republic finally led this country
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to areal, legitimate and consistent path. It was absurd to pretend to
continue ignoring the presence of a key figure in the world’s geo-
political scenario.

Consequently, the Dominican decision to recognize its connec-
tions to the People’s Republic of China represents the closing of
another Cold War chapter that had remained open, and resets the
country within the reality of the current global scenario. In fact,
the relations between the prc and the Dominican Republic really
began in 1997 when they both signed an agreement to formal-
ly establish a commercial representation in the other country.

In 2016 the Organization for Economic Cooperation and De-
velopment (0OECD), the Economic Commission for Latin America
and the Caribbean (EcrLAc) and the caF (Development Bank of
Latin America) jointly prepared the study “Economic Outlook
2016” in which they recommended that the Dominican Republic
—along with the other countries of this region— should “deepen
and improve its partnership with China”.

Prior Chinese Interest in the Dominican Economy

During the years when the exchanges between Chinese and Do-
minican companies and entrepreneurs began, expressions of
interest were manifested which, for the most part, could not pros-
per due to the absence of appropriate mechanisms derived from
the lack of diplomatic relations.

One example is the situation that presented itself in 2010 when
Chinese investors expressed willingness to invest about 800 mil-
lion dollars for the construction of a 600-megawatt coal-fired plant
in Monte Cristi, in the north of the island. The deal could not be
brought to fruition despite the interest expressed by the Domini-
can Corporation of State Electric Companies (CDEEE).

In 2012, the Dominican Republic’s Center of Export and In-
vestment (CEI-RD), announced that the Chinese company HAYCO
—a well-known manufacturer of mass consumption products, in-
cluding liquid supply systems, water purification devices, electric
toothbrushes and household cleaning items- intended to open a
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plant in the DR. At the time it would have been the first of such
factories to open outside of China. However, in the absence of of-
ficial relations the project was postponed.

In 2013, the Institute of Innovation in Biotechnology and Indus-
try (11B1) in the Dominican Republic attracted the attention of a
Chinese enterprise because of a novel technology it had developed
to process cassava starch and flour, and given the possibility, as
well, to dehydrate widely available bananas to make flour. On occa-
sion, Chinese companies with investments in the Caribbean sug-
ar industry also came forth with proposals to invest in the local
sugar industry, since sugar is a product of great interest to China
given its importance for the food and pharmaceutical industries.

Through the efforts of the respective trade and investment
promotion offices that the two countries had mutually opened,
long before bilateral relations were formalized —China opened its
Commercial Office in Santo Domingo in 1997 and the Dominican
Republic opened one in Shanghai in 2011- expressions of interest
and even proposals for collaboration had been manifested by the
Chinese. Multiple delegations of Chinese businessmen had visited
the DR. Several commercial fairs had been held under the patron-
age of the national business sector and representation agreements
had been signed, among other initiatives.

Even before diplomatic relations were formalized, the Chinese
had expressed their interest in various projects with investments
totaling more than 800 million dollars and with relevant socio-
economic impacts, namely:

- The PowerChina entity proposed a multipurpose project
for the Yuna River that would prevent recurrent flooding
in the area, and provide potable water and water for irriga-
tion, as well as a hydroelectric plant. The total investment
would reach $350 million dollars and could employ up to 2
thousand workers.

- Anelectricity generation plant based on biomass and natural
gas with an investment of $300 million dollars.

- A central waste incinerator for more than $100 million.
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- Also reported was the willingness to build 10,000 low-cost
houses with an investment of $200 million dollars. It has
been pointed out that the project could be expanded up to
the construction of 30 thousand housing units (Commercial
Office of the People 's Republic of China in the Dominican
Republic).

Before the establishment of diplomatic ties, the Chinese authori-
ties had already stated their interest in building 30 thousand
houses with a serial methodology, addressing the Dominican Re-
public’s needs in that sector. The Chinese had also mentioned the
availability of scholarships for Dominicans in several fields. Ac-
cording to the Commercial Office of China in Santo Domingo 80
Dominicans had benefitted from training programs in China in
2016, and it was intended that in 2017 they would host three times
more as part of their commitment to the development of the DR’s
human resources. According to this same office, China was both
interested in and willing to support the Dominican Republic’s de-
velopment and poverty reduction efforts. Through the Academy of
International Business Officers and/or the Training Center of the
Ministry of Commerce, training courses are offered in economics,
business, administration, commerce, telecommunications, trans-
portation, construction and technology, among others.

Years ago Chinese entrepreneurs had expressed interest in
eventually becoming involved in infrastructure projects in the
Dominican Republic. Among these is the development of a freight
and passenger railway system with national coverage, extending
along 908 kilometers with an estimated cost of $5,670 million
dollars. This train system would interconnect the main ports and
airports and even the Santo Domingo metro. In addition to con-
necting with the binational market in Dajabon, it would connect
the cities of Barahona, San Juan de la Maguana, Santiago, Punta
Cana and Samana.

Likewise, Chinese businesspeople have expressed interest in
building a 30 km “express train” route Santiago-Puerto Plata, a
distance that would be covered in just 25 minutes. The project
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also includes a four-lane tunnel and 14 km of road, all with a cost
of one billion dollars.

Even without formal relations, the country was frequently vis-
ited by groups of Chinese businessmen exploring the potentialities
of the Dominican economy for investing capital and technology in
sectors that could increase exports such as pork, chicken and beef,
as well as in bauxite production. They were also interested in pos-
sible investments in agro-industries, mining and tourism.

On several occasions the Chinese commercial representation
in the bR complained about the difficulties Chinese companies
faced when trying to move forward with their investment interests,
stemming from incidental obstacles, posed by officials for impre-
cise reasons, or those of a bureaucratic nature due to the absence of
formal relations. In 2015, the Head of China’s Office of Commerce,
Promotion and Investment in Santo Domingo publicly appealed
to the President of the Dominican Republic to eliminate the ob-
stacles blocking procedures to install a shoe factory to initiate
production targeting the Latin American market, acquisition of a
hotel under the administration of the state entity Corphotel and
even investments of a social nature.

Dominican Interest in Negotiating with China

For a long time the Dominican government and entrepreneurs
have been aware of the PRC’s economic potential and they real-
ize that attracting Chinese investments in the DR’s productive
sectors would probably facilitate increasing the supply of export-
able goods directed mainly towards the Chinese market, and
thereby contribute to decreasing the DR’s enormous and growing
trade deficit. At the First Ministerial Meeting of the Community
of Latin American and Caribbean States (cELAcC) and China,
held in Beijing in 2015, Dominican representatives expressed
interest in deepening relations with China and hopes of attract-
ing Chinese investments in key sectors of national interest such
as manufacturing, agro-industries, tourist services and others
in general.
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The Chinese government must surely have visualized the Do-
minican Republic’s potential for extending the Belt and Road ini-
tiative in Latin America and the Caribbean. The DR’s strategic
location in Mesoamerica, its vicinity to the Panama Canal and
the port and airport facilities available might enable it to become
a trade hub for the Caribbean. The pr might, in fact, possibly
become a large logistics center for the collection and distribution
of cargo that could make trade more efficient for the smaller
surrounding islands. The tiny scale of Caribbean island econo-
mies makes international trade extraordinarily burdensome. Keep
in mind that the Caribbean has the highest concentration of small
states in the world.

In 2014, a ministerial delegation participated in the footwear
multinational Wolverine’s Suppliers Summit, held in the Chinese
city of Macao, and shed light on the ease and advantages offered
by the Dominican Republic for international investments in the
footwear sector, in particular. Free zone industrial parks annually
export several hundred million dollars in footwear to the United
States and European markets, taking advantage of the preferential
trade agreements in force with those destinations. It is a sector of
great interest for the Dominican economy

The “Ist China-pDR Cooperation Symposium’, a bilateral semi-
nar held in October 2015, was particularly relevant. It addressed
the issues of investment, tourism and cooperation between im-
portant entrepreneurial groups in these two nations, through busi-
ness rounds, seeking to stimulate and expand the economic and
trade relations already underway. For the pr’s Minister of Econ-
omy, the meeting was laden with intentions “to establish a broad
communication channel that would allow strengthening of scien-
tific, technical and cultural cooperation relations, as well as eco-
nomic, commercial and investment exchange.” During his speech
the minister affirmed that the country was considering, “when the
time was right, to promote a strategic alliance between the People’s
Republic of China and the Dominican Republic, that would allow
to diversify trade and open a new horizon for Chinese investment”
in the DR (Presentation by the Minister of Economy 2015).
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Since 2015 the Dominican government has called for the open-
ing of new horizons for Chinese investment in the country, which
would be an alternative way of compensating, to some extent, for
the trade deficit it faces. Oil prospecting and exploration is of max-
imum interest for the national economy. Seven sedimentary basins
have been identified on land. Five of these are open for eventual
concessions, while in the case of the other two there are possibilities
for negotiating strategic associations with companies willing to
provide investment and technology. It has also been indicated
that “all the marine territory is available for concession” Among
investment projects that would be very well received, given the
country’s urgent needs, are those aimed at electricity generation,
especially from clean sources. Energy, nowadays, constitutes two
of the weakest links in the national economic structure: depen-
dence on fuel imports and limited electricity generation capacity.

For the Dominican Republic it is of maximum strategic inter-
est to continue diversifying its generation matrix. If in 2000, 88%
of the generation depended on liquid petroleum derivatives, by
2017 liquid fuel consumption, for this purpose, derived from pe-
troleum had dropped significantly to 33.55%: 29.5% from num-
ber 6 and 4.1% from number 2. By then 34.68% was produced
with natural gas; the hydroelectric plants contributed 14.24%;
the weight of coal was 13.86%; 2.47% was produced with wind
energy; 0.90% came from biomass and 0.31% was solar energy.
(Source: Dominican Association of the Electrical Industry (ADIE).
For the Dominican economy it is vital to continue decreasing
the dependence on oil imports and expanding the diversification
of electricity generation. China has achieved indisputable global
leadership in energy and previously Chinese companies had ex-
pressed interest in investing in that sector in the DR.

The Dominican Republic presented an extensive inventory of
investment opportunities to its Chinese counterpart, highlighting
mining with options in gold, silver and copper as well as oil ex-
ploration and exploitation and priority for the electricity sector.
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Trade between the Dominican Republic and China

With the beginning of official relations, both parties have signifi-
cant interest in promoting business activities in the commercial
sector —where there is already a strong relationship- and invest-
ments in infrastructure, ports, and roads, as well as in education,
culture, and finance among several others. From the point of
view of trade in goods, the Chinese have shown interest in local
products and traditional national goods such as tobacco, co-
coa, pineapples and coffee among others, which may be in high
demand. For example, the Chinese are great smokers and the Do-
minican homegrown cigar enjoys great prestige and international
acclaim. Two emblematic Dominican stones, larimar and amber,
are widely appreciated in China.

Undoubtedly, long before establishing diplomatic relations, the
aspect where the relationship had already reached a high level
and intensity was in bilateral trade. In 2002, the commercial flow
between the two nations amounted to 210 million dollars, of
which the Dominican Republic imported 207.7 million and ex-
ported only 2.3 million. If we observe that in 2017 the exchange
reached us$2,603 million dollars, of which us$ 145 million were ex-
ports from the prR and Us$2,458 million reflected imports from
China, we can see that in 15 years trade grew 12.4 times. Domini-
can exports to China increased 63 times and their imports from
China, which still remain far above their exports, grew only 12
times. That same year, the last of commercial and formal ties with
Taiwan, Dominican imports from that market reached us$119.8
million —only 4.9% of what was imported from the People’s Repub-
lic of China- and exports destined for the “rebellious” island were
only $ 34.3 million, 23.7% of the total exported to the mainland.

Since 2009 the People’s Republic of China is the second source of
imports for the DR and since 2011, the Asian giant has become
the third destination for DR exports only surpassed by the United
States and Haiti. However, the DR has accumulated a trade deficit
of Us$6,445 million between 2013 and 2013, period in which
the total of exports of the DR reached Us$862 million, 13.4%
of the volume of trade with China.The main products that the
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DR imports from China are cell phones, motorcycles, sports shoes,
machines for reception and voice conversation, and data transmis-
sion, fans, air conditioners, tires, vehicle parts and accessories and
plastic articles for manufacturing.

The Dominican Republic mainly exports mining products such
as copper and aluminum minerals and their concentrates, copper
waste and scrap, ferronickel, zinc minerals and their concentrates,
as well as medical and dental instruments and equipment and
disposable materials —needles, catheters and cannulas- and raw
paper or cardboard kraft or corrugated paper or cardboard for
recycling, which combined constitute up to 74% of its exports to
China. It also exports tobacco, coffee, cocoa, rum and other similar
products. The contraction of exports sent to the Chinese market,
which fell from us$355.6 million dollars in 2012 to us $ 145.0 mil-
lion in 2017, was due for the most part to reductions in shipments
of bauxite and scrap metals.

Amongalmost 170 industries established in the bRr’s free zones,
the textile industry is a sector that offers great export possibilities.
Similarly, the country has great export potential in tropical fruits
and vegetables. The Dominican Republic exports Sanchez type
cacao which has a high demand in the global cocoa and choco-
late industries.

The prc and the bR have made progress in talks on relaxing
restrictions and expediting trade as well as fulfilling phytosani-
tary requirements to create better conditions for Dominican agri-
cultural sector exports, which offers great possibilities.

In 2017 the DR’s main exports to China consisted of telephones
and telephone sets for us$47.88 million (33.0% of total exports);
copper minerals and concentrates, Us$22.43 million (15.5%),
medical instruments and devices us $ 13.88 million (9.6%); ferrous
alloys us$11.11 million (7.7%). Other exports totaled Us$49.7
million (33.2% of total exports). That same year, Dominican im-
ports from China consisted of cell phones, motorcycles, sport
shoes, data transmission machines, air conditioners, fans, tires,
vehicle parts and plastic articles, among others (National Bureau
of Statistics).
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Since 2015 the World Bank had recognized that the Domini-
can Republic has “untapped opportunities to increase its exports
to China ..” and suggested that they begin to explore an eventual
increase in exports other than those obtained in the extractive in-
dustries, noting opportunities in the pharmaceutical industry,
plastics and medical equipment, in addition to iron and steel,
ranking these as sectors well positioned to export not only to
China but also to Brazil, Ecuador and Venezuela among other
possible destinations. According to the authors of the study cited
here, the Dominican Republic has “a comparative advantage” in
these areas.

Free -Trade Zones

The Dominican free-trade zones structure is leader of the sec-
tor throughout the entire Caribbean area, havint exported some
$5,695 million UsD in goods in 2017 and having directly created
165,724 formal jobs. In 2017, 665 companies operated in the dif-
ferent industrial parks participated with us$2,365 million dollars.
These companies accounted for an investment of Us$4,474 mil-
lion mainly from the us, Canada, European Union, Brazil, Taiwan
and South Korea (AD0OZONA and CNZFE).

Between the years 2010 and 2017, and according to ADOZONA,
the Dominican Free-Trade Zones exported $40,869 million usD,
with the United States as the main destination. In 2017, medi-
cal products were the leading export, representing $1,485 million
USD, 26% of the total; textile and garments followed with $1,068
million UsD or 19%; electrical and electronic products $883 usp,
for 16%; $794 million usp worth of tobacco and derivatives were
exported equal to 14%, and $391 million usD of footwear and its
components equal to 7% of the total exports from the free zones
(CNZFE).

It should be noted that the establishment of the so-called
Special Economic Zones (SEZs) has played a fundamental role in
Chinas own development strategy, and they have begun to rep-
licate this model in some of the countries where they invest. In the
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Dominican Republic’s case, presumably taking advantage of the un-
disputed virtues of the national laws binding for the free zone
system, the port structure that already exists and the potential for
development this sector offers, as well as the proximity and ease of
access to the North American market, we can assume that Chinese
entrepreneurs, both public and private, will see this as a relevant
niche for their interests.

In April 2018, just days before the announcement of the es-
tablishment of diplomatic relations, a “first” Chinese company
opened for business in the DR under the free zones system. This
is the Kingston Aluminio company, with an initial investment
of 11 million dollars and which during its first year will generate
420 direct jobs and a thousand indirect ones. This is a manufactur-
ing industry with cutting-edge technology to produce aluminum
profiles for markets in the United States, Europe and Asia (Source:
CEI-RD). However, in some other reports it appears that there is
another Chinese company in the free-trade zone sector, Good
Box Dominican, E. I. R. L., and three others with both Domini-
can and Chinese capital: Adomchin s. A., Copen United DR, s.
R. L. and sML, Dominican, s. A.

Outside the limits of the free-trade zone only two other Chinese
companies are confirmed to be established in the country. This
is the case of the most important Chinese investment registered in
the Dominican Republic, the Cerro Maimén mine (COMIRDOM),
a producer of gold, silver and copper, 53% of which is owned by
the Chinese company Shenzhen Zhongjin Lingnan Nonfemet Co.,
Ltd (“Zhongjin Lingnan”). Also Huawei Technologies Dominican,
S. R. L. was established in the island some years ago.

For both parties it would be of great potential to identify joint
actions in projects to add value to Dominican agricultural prod-
ucts, which have significant weight in national exports but mainly
as consumables or as primary products.
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Tourism

Tourism is perceived as a sector of widespread incidence, since
China declared the Dominican Republic as a “destination”. This
is an important legal requirement to promote the visit of Chinese
citizens to the pRr, which will stimulate investments in the sector,
possibly lead to a direct flight and facilitate visas or other entry
documents.

The interrelation between the pr and China in the tourism
industry is particularly interesting for both parties. The DR is the
main tourist destination in the Caribbean region with more than
6 million tourists arriving every year and the country aspires to
reach the 10 million annual visitors mark as soon as possible.
China is the main source of outbound travelers worldwide with
more than 130 millions of its citizens traveling around the world
in 2017. In only a few years time, it is expected that about 500
million Chinese will be traveling abroad as tourists. Given Chinese
idiosyncrasy, the most attractive aspect of a tourist destination is
what it has to offer in cultural and historical aspects as well as the
possibility for adventure and new experiences. The Dominican
Republic has much to offer in the way of attractions; it is the place
“where everything started”. Santo Domingo is the “First City” of
the Americas; it has many interesting sites to visit and numerous
indigenous manifestations capable of attracting the attention of
Chinese visitors. According to the World Tourism Organization
(unwrto) Chinese tourists have the highest incidence of expen-
diture in the places they visit. Furthermore given the distance
and duration of the trip from their continent to the Caribbean,
the length of their stay will probably be considerable.

Consequently, given that China includes the DR as a destina-
tion to promote for its outbound travelers, arranging a more direct
air connection and facilitating financial transactions for them is
highly urgent for both countries.

Taking into account that the Dominican government hopes to
receive up to 10 million tourists annually, this sector offers ample
possibilities for investment by Chinese companies.
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Financial Relations

Also since 2015, through the Banco de Reservas (BR), the Do-
minican government has reached a series of financial agreements
with public and private banks in China. The aim is for the BR to
become a channel between companies from both nations, thus
facilitating payments and other reciprocal banking transactions in
which Chinese entrepreneurs could use their national currency.
This objective, without a doubt, will require great ingenuity to
overcome practical obstacles that will inevitably arise.

However, the new scenario created with the establishment of
diplomatic relations and a deepening of bilateral ties will be ben-
eficial for both countries. For China it will mean furthering its goal
of increasingly internationalizing the Yuan, and for Dominican
entrepreneurs it will enhance conditions for more competitive
prices. These agreements made it possible to begin creating a fi-
nancial platform for accessing means of payment used in China,
thereby facilitating the development of the DR as a destination for
Chinese tourists.

The agreements reached between the Dominican Br and the
Chinese export and development banks —state entities oriented
towards promoting trade, investment and financial cooperation-
made it possible for them to focus their attention on clusters of
public and private companies interested in exploring possibilities
in the manufacturing, energy and infrastructure sectors. Doors
were opened so that Chinese banks can finance local projects in the
DR and support Chinese companies that settle on Dominican soil.

Shortly after bilateral relations were formalized, both Govern-
ments participated in conversations aimed at providing practical
support for agreements that had thus far been identified and con-
cretized. A Bilateral Joint Commission was created to provide
follow up to the proposals that were being introduced, with em-
phasis on trade, foreign direct investment, and cooperation in and
development of the tourism sector. As stated above, tourism is of
particular relevance for the Dominican Republic given its status
as the most important destination in the Caribbean region. The
DR currently receives-more than 6 million tourists yearly and is
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working to reach its goal of 10 million visitors, upon initiating the
relationship with China, the world’s leading outbound market.

Right from the start Dominican counterparts made clear their
interest in attracting Chinese capital for the execution of infra-
structure projects, especially for port development for commercial
cargo and berthing for tourist cruises, as well as economic develop-
ment zones and new industrial parks, renewable energy, electricity
distribution and transmission systems, roadside and emergen-
cy assistance, sanitation of rivers, land transportation projects and
urban development in general and education and technical train-
ing programs. On their part, the China Trade and Investment
Promotion Office in Santo Domingo announced that the Chinese
government had $25 billion dollars available for investments in
infrastructure and tourism, as well as for other areas (Fu 2018).

The Chinese authorities consider economic and commercial
presence in the Dominican Republic to be attractive because of
this county’s status as the most important economy in Central
America and the Caribbean, its continued pace of economic
growth, socio-political stability, and having certain competitive
advantages, as well as having free trade agreements with the United
States, Europe, Central America and the cARICOM nations. Once
official ties were established, China began work on drawing up
more than ten agreements, being drafted by three bilateral techni-
cal committees, which both parties would sign on the occasion of a
state visit by the Dominican President to Beijing shortly thereafter.

The Dominican Republic views very positively that it is being
considered as part of the “New Silk Road”, an idea which also
seems to be attractive to China.
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Conclusions

Obviously, for many years, in spite of the fact that the Dominican
Republic had maintained relations with Taiwan, Chinese authori-
ties and businessmen had expressed interest in investing in and
establishing a presence in the Dominican economy.

The first Chinese ambassador to Santo Domingo has insisted on
China’s interest in increasing their imports from the island and
has identified some traditional Dominican exports as being of in-
terest in addition to other products from the national economy
and from the free zone sector. He also offered a donation of 10
million dollars for the national electrical sector and stated his gov-
ernment’s willingness to collaborate in such a key and problematic
sector for the Dominican economy.

Three months after diplomatic relations were established no
agreements had yet been signed. It had been announced that dur-
ing President Danilo Medina’s visit to Beijing near the end 0f 2018,
approximately 10 agreements were to be considered.

There is no doubt that having established formal relations will
be relevant for investment in infrastructure development and
other activities and that the new situation will further enhance trade.
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THE IMPACT OF CHINESE
OUTBOUND FOREIGN DIRECT
INVESTMENT IN JAMAICA
(2000-2017)

Jevon Minto

At the end of 2017, Jamaica was the leading recipient of outward
foreign direct investment inflows (0ED1I) in the English-speaking
Caribbean, with the greatest amount directed at greenfield proj-
ects (World Investment Report 2018). According to data from the
Bank of Jamaica, the country received us$ 928 million in total
oFDI inflows in 2016, the highest amount since 2008, and the sec-
ond highest amount since 2002. Chinese OrD1 played a significant
role in reverting the country’s FDI stock to pre-crisis levels. With a
2016 acquisition of uss$ 360 million, the stock of Chinese invest-
ments in Jamaica reached uss$ 839 million dollars, the highest ever
recorded, tripling the investment stock for 2015 when the volume
of Chinese OFDI peaked at uss 225 million. These investments
have increased in both quality and quantity since the beginning
of the current decade and century, facilitated and encouraged by
both governments, and th eir state agencies. Since the first flows
were recorded in 2007, Chinese O¥D1 has become a critical feature
of Sino-Jamaica relations, reflecting the wider growth, develop-
ment, and integration of the Asian giant in the global economy
that led to an expansion of its overseas investments facilitated
by a strategic commercial policy agenda. While these invest-
ments have become more and more critical, they are not the only
form of Chinese investment in the island. Infrastructure invest-
ments also play an increasingly important role in the bilateral
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relationship. As Beijing embarks on exporting its industrial capac-
ity and its companies look to expand market access, its OFDI is
emerging as a new priority in Jamaica, creating new realities for
the 46-year old relationship.

This study examines the economic relation between China and
Jamaica, analyzing the stock and flows of Chinese OFDI to the
Caribbean island between 2000-2017 through the lens of two
case studies. This is one of the first studies that looks at the bi-
lateral investment relationship. In analyzing the relationship, the
key questions discussed are: in what sectors are Chinese Fp1 flows
directed? What are the motivations behind these flows to Jamaica?
Is the output targeted at the domestic or external market? What
type of Chinese firms are investing in the country? How does its
stock of FD1 compare to trade and cooperation flows? Is there a
reciprocal FDI flows to China from Jamaican companies? This pa-
per will discuss the wider China-Jamaica relationship, then present
two case studies that afford a window into the impact of Chinese
OFDI on the Jamaican economy, and then conclude with policy
suggestions and a look at opportunities for the future.

China Jamaica Relations (Trade, Aid, Financing, and
Infrastructure Projects)

Since the start of the current century, bilateral economic co-
operation between Jamaica and China has developed at an
unprecedented level. Following the launch of the 1999 Chinese
“going out” policy, Jamaica became China’s biggest trading partner
in the English-speaking Caribbean (Richardson 2013). According
to data from the Statistical Institute of Jamaica, STATIN, in 2000,
China-Jamaica bilateral trade volume' was uss 58 million. By
2004, it increased six-fold, totaling uss$ 396 million (see Figure 1).
At that time, Jamaica was a net exporter, recording a trade defi-
cit of us$ 54 million. That trend would be short-lived when the

1 Trade data referred to through this report do not include re-exports except where
otherwise specified.
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balance of trade shifted considerably in China’s favor beginning
in 2007. Since then, Jamaican exports have dropped significant-
ly while imports from China have grown substantially and rapidly,
with some notable fluctuations. Consequently, the trade deficit has
grown substantially.

Figure 1. Jamaica-China Trade Volume (Us$ million)
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Source: author’s elaboration based on data requested and obtained from the Statistical
Institute of Jamaica, STATIN.

At the end of 2015, China held a trade surplus with Jamaica that
had reached a record high of an estimated us$ 385 million, up
from us$ 355 million the previous year. The goods composition
of these imports is heavily concentrated around manufacturing,
machinery, and transport equipment. Jamaica mainly exports
aluminum, waste, and scrap to China. Overall, total bilateral trade
in 2017 reached uss$ 382 million, recovering from the fluctuation
recorded in 2016 when the volume dipped to us$ 345 million.
Since 2004, China has moved from being Jamaica’s seventh
import destination to fourth in 2009 (Lei 2016) and second since
2017, behind the United States of America. Over the same period,
China moved from being Jamaica’s third largest export destination
to not being featured among the country’s top ten export desti-
nation (STATIN 2018). There are two primary factors responsible
for this development. First, the 2008 financial crisis, which led to
a reduction in global demand for Jamaican exports and services,
crippled bauxite plants (Kouame and Reyes 2010). In January
2006, bilateral trade amounted to an estimated us$ 500 million,
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increasing from us$ 270 the previous year. Notably, Jamaican
exports outpaced Chinese imports during this period. Since then,
the export volume has failed to keep pace with increasing imports.
Secondly, the robust engagement of Chinese authorities has pro-
moted closer China-Latin America and Caribbean trade (Chinese
State Council 2008). This engagement has been boosted by lines of
credit as well as loans and grants that effectively promote Chinese
exports to Jamaica. In 2009 for example, as part of a us$ 118 mil-
lion aid package extended to Jamaica from the Chinese Govern-
ment, 84% or us$ 100 million was designated to a line of credit
for short-term trade financing (JIS 2009).

Before these developments, Bernal (2012) noted that imports
from China to the Caribbean would have likely increased based
on three factors: 1) both the merchant community and consumers
in Jamaica and the wider Caribbean were becoming more familiar
with products from China, 2) the competitive price and quality
of Chinese exports and 3) a decline in exports from the Carib-
bean Community (CARICOM) to Jamaica. In terms of the impact
that Chinese imports are having on Caribbean economies, Diaz
(2016:175) concludes that the growing trade ties between China
and the region pose a growing threat to and could weaken intra-
cArIicoM trade. Diaz also finds that Chinese imports have dis-
placed some imports from the United States, Latin America, and
the European Union.

Development and Infrastructure Projects

Jamaica is a small country with big needs. The island nation has
a population of 2.8 million people and is classified as an upper
middle-income country. However, it struggles with low growth
(0.5% in 2017), high public debt (114% of GpP* and the second
highest in all Latin America and the Caribbean (0ECD 2017)),
climate vulnerability, and external shocks. Financing those needs
weighs heavily on the public purse since the country is unable to

2 2017 estimates according to World Bank data.
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access low-interest rate concessional financing (Edmond 2018).
Chinese financing eases some of that pressure as it assumes the
risks in financing projects in the region and uses innovative finan-
cial schemes to lower debt obligation (Gallagher 2016).

While China remains Jamaica’s second trade partner, it is the
main provider of development assistance to the country, contrib-
uting more than twice the amount of financing to Jamaica between
2008 and 2016 compared to development finance from countries
on the Development Assistance Committee (DAC) of the Orga-
nization for Economic Co-operation and Development, oECD.?
This trend reflects heightened bilateral engagement from both
sides and a reduction in aid flows from traditional development
partners to Jamaica due to its reclassification from lower-middle
to middle-income country (UNDP Evaluation Office 2011). From
2008-2016, China provided an estimated us$ 1 billion* in develop-
ment finance to the Jamaican economy (see Figure 2). Most of that
amount related to loans rather than grants, according to the Plan-
ning Institute of Jamaica (p107) and most of that financing was

Figure 2. Chinese - DAC Development Assistance Flows to Jamaica (2008-2016)
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Source: author ’s elaboration based on Peng Liu and Minto Jevon (2018).

3 Chinese and pac aid are measured differently. While most flows from pac to devel-
oping countries are non-reimbursable, Chinese financing to developing countries like
Jamaica are in the form of low-interest rate loans.

4 This data only includes government-to-government financing and excludes public
private partnership projects such as a Chinese built uss 730 million highway.
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for infrastructure projects (Economic and Social Survey Jamaica
2015). Chinese financing to Jamaica has also easily surpassed fi-
nancing from multilateral partners including the Inter-American
Development Bank and the World Bank (Jackson 2016).

Two Case Studies

Despite a 1994 Bilateral Investment Treaty and the 1996 Double
Taxation Avoidance Agreement, Chinese investments in Jamaica
remained low in the first decade of the current century until 2007.
In 2004, China was the eighth most important Fp1 source for the
developing world and other advanced middle-income economies
(Buckley, Clegg, Cross, Liu, Voss, and Zheng 2007). In 2005, the
stock of Chinese investment in the Caribbean amounted to an
estimated us$ 81.2 million (Bernal 2016).

The picture gradually changed as Chinese companies began
to invest in Jamaica in 2007. Since then, Chinese investments
in Jamaica have increased steadily with 2010 flows equaling the
combined 2008 and 2009 stocks. In 2011, Jamaica recorded ap-
proximately uss$ 40 million in Chinese investments, representing
a 9-fold increase on the year before and making up 8.3% of total
Chinese oFDI in the Caribbean that year. The next five years,
2012-2016, saw an even more robust profile of Chinese invest-
ments with 2012 stocks almost doubling those of the previous
year. The 2013 numbers doubled 2011 figures, pushing Jamaica’s
share of Chinese Caribbean investment to a high of 13%. Since
then, Chinese investments in Jamaica have risen progressively
both qualitatively and quantitatively. At the end of 2016, the stock
of Chinese investments in Jamaica reached us$ 839 million dol-
lars (see Figure 3).

Chinese OFDI in Jamaica is motivated by the same market and
resource seeking incentives seen in the rest of the region (Lépez
and Ramos 2014). Large state-owned enterprises have a strong
presence in the sectors targeted by these investments. In Jamaica,
the entire stock of current and prospective Chinese OFDI is fo-
cused on four sectors: agriculture, manufacturing, mining, and
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Figure 3. Chinese Investments in Jamaica and the Caribbean 2007-2016

$2,500.00

$2,000.00

$1,500.00 \

$1,000.00
500.00
$0.00
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Caribbean without Cuba

Entire Caribbean Jamaica

Source: author’s elaboration based on data from the “Statistical Bulletin of China’s
Outward Foreign Direct Investment 20167, pp. 50-54.

Table 1. Chinese Foreign Direct Investments in Jamaica

Investment Direct
C Locati Employment
Y OSAHOR Generated
(August 2018)
China Agriculture |60 million® | 2011 | Multiple
National (cane farming)
Complete
Plant Import- | Manufacturi 850°
P AUACtUrng | yss 9 million’ | 2011 | Multiple
Export (sugar)
Corporation
, Mining 6 300 million® | 2016 | N St
Jiuquan Iron (acquisition) Elizabeth
and Steel (Plant Nain. St 900°
Company an Us$ 60 million® | 2016 | o>
(115CO) reopening) Elizabeth

Source: author s elaboration.

5  See Chinese Fed Up - Investors Want Out Of Monymusk Sugar Deal: http://jamaica-
gleaner.com/article/lead-stories/20170830/chinese-fed-investors-want-out-mony-
musk-sugar-deal

6  See Sugar Workers Learning Chinese Out West: http://jamaica-gleaner.com/article/
news/20170911/sugar-workers-learning-chinese-out-west

7 Ibid.

8  SeejIsco makes first shipment of alumina today
http://www.jamaicaobserver.com/news/jisco-makes-first-shipment-of-alumina-to-
day_121115

9 Ibid.

10 See the 2018 Briefing Paper on Foreign Direct Investment in the region published by
the Economic Commission for Latin America and the Caribbean (EcLAC).
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tourism, all of which are the most important sectors for the Jamai-
can economy and contribute the most foreign exchange earnings.

The next section will analyze the following two investments in
Jamaica, made by the China National Complete Plant Import-Ex-
port Corporation and Jiuguan Iron and Steel (j1sco), by looking
at their value, social impact, and future. From a macroeconomic
standpoint, these investments have already had a positive effect
on the Jamaican economy. For example, j1sco acquired Jamaica’s
largest bauxite mining refinery form the Russian conglomerate,
uc Rusal, in 2016. j1sco then invested a further us$60 million to
reopen the plant, which was closed in 2009 as the global financial
crisis deepened. The investment added some 800 new jobs to the
economy and represents one of the largest investments undertaken

China’s Complant International: Acquisitions in the
Sugar Sector

In 2007, the Jamaican Government initiated measures to sell the
five companies that made up the Sugar Company of Jamaica due
to mounting financial losses, years of rising debt, and the result-
ing consequences of an EU decision to reform its sugar regime
(Jamaica Information Service 2010)."" Three years later, in 2010,
the Chinese government-owned Complant International Sugar
Company entered into an agreement for the lease and purchase
of three sugar estates and two factories, namely the Frome Sugar
Estate and factory, the Monymusk Sugar Estate and factory,
and the Bernard Lodge Estate, which was handed over in 2011.
Complant established the wholly-owned Jamaican company,
Pan Caribbean Sugar Company Limited (pcsc) to manage the
assets. Complant group also owns and operates other sugar busi-
nesses in various African countries as well as in China.

11 In 2009, the “sugar protocol,” a long standing-agreement which provided Jamaica and
other sugar producers from African, Caribbean and Pacific (acp) states duty-free
and quota-free access to the EU sugar market, came to an end. Until 2012, Acp coun-
tries were still allowed to export sugar duty-free to the EU, but prices and quantities
were not fixed.
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Under the sugar divestment agreement with Jamaica, Complant
leased roughly 18,000 hectares (44,478 acres) of cane fields over
49 years. In exchange, Complant paid us$ 9 million for the three
factories and control of surrounding sugar cane lands. pcsc also
agreed to renovate and rehabilitate the sugar mills and fields by
installing new equipment such as boilers, centrifugal baskets, and
cane conveyor systems. Both sides agreed also that pcsc would in-
vest aminimum of us$ 156 million within four years of acquiring
the assets. Two years before the deadline, the Development Bank
of Jamaica reported that pcsc had invested more than uss 260
million in the factories (Hill 2013). To facilitate the transaction,
the Jamaican government provided a 20-year tax holiday on five
categories'? of taxes to the company (Luton 2012). A cap was also
imposed on the number of foreign nationals pcsc could bring into
the country and enumerated which categories of employees could
be brought in to Jamaica. Additional provisions were also made
for Jamaicans to be trained in various disciplines by pcsc for-
eign experts, and the power of unions was significantly reduced
(Hill 2013).

The decision by the Chinese to take over the estates and fac-
tories was a surprise to local experts given the high debt, low
productivity, and operating costs associated with the industry.
Nonetheless, the Chinese were convinced that their moderniza-
tion plans would improve the industry and allow them to maxi-
mize their profit margins. Jamaica, in comparison to the African
factories, was very attractive to Complant, given its 200 years of
sugar history and continuous operation of the factories (Titus
2017). Despite these vast concerns, Chinese executives had a plan
to restructure and cut operation costs by around 30% to enhance
productivity and improve efficiency at the estates. These includ-
ed the development of idle cane fields, improving the irrigation
system, producing their own electricity, and providing a lower rate
for harvesting, reaping, and transportation. They also sought to
exit a cooperative agreement to sell sugar through Jamaica Cane

12 These categories are general consumption tax (GCT), corporate income, withholding
tax, customs duty and stamp duty or transfer tax.
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Product Sales Limited (jcps), the agency that markets Jamaican
sugar locally and internationally (Grant 2014). Data from the Ja-
maica Sugar Industry Authorities, s1a, shows that those mod-
ernization plans are yet to yield positive results. Sugar production
has nose-dived, and output is at its lowest levels since 2007 (see
Figure 4).

At the end of 2016, approximately 385 workers had been
made redundant at the Monymusk estate (Jamaica Observer 2016),
the same year that Complant suspended certain agricultural and
factory operations at two Bernard Lodge and Monymusk Es-
tate sugar estates as well as the sugar factory at Monymusk. The
decision left the Jamaican Government scrabbling to save the live-
lihoods of hundreds of affected cane farmers. Both parties entered
into a short-term management agreement for the Government
to operate the factory. By 2017, pcsc was only operating the
Frome Sugar Estate and Frome Sugar Factory and had announced
plans to completely oftfload the Monymusk estate to a new opera-
tor. Company executives say their investment in Jamaica has far

Figure 4. General Trends in Foreign Direct Investment Flows to Jamaica
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Source: author’s elaboration based on data from the Bank of Jamaica External Statistics.”

13 See http://boj.org.jm/uploads/excel/Table_37a.xls
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exceeded their commitment since Monymusk has the capacity to
process 600,000 tons of sugar cane but annual production capacity
was amounting to less than 200,000 tons, resulting in a cumula-
tive loss of uss 60 million ($] 7.3 billion). This decline in pro-
duction was exacerbated by the decline in global sugar prices,
adverse weather condition, illicit cane fires, and theft. Sugar pro-
duction has reached historic low rates under Chinese management
(see Figure 4). The Monymusk estate accounted for $J 5.5 billion
of the total reported losses between 2010 and 2015. pcsc and the
Government of Jamaica have initiated a search to find investors to
take over operations of the Monymusk assets. Local media have
reported that another Chinese company and Pcsc are in the sec-
ond phase of negotiations for the factory (Titus 2018).

The Chinese conglomerate’s decision to invest in Jamaica’s
sugar industry mirrors the investment pattern of Chinese 0FDI
in regional agricultural products. This pattern is generally mar-
ket-oriented (seeking new markets, profit, and cheap labour) and
occurs alongside the exploration for resources (Myers and Guo
2018). China’s National Bureau of Statistics reports that foreign
investment in farming, forestry, and fishing grew fivefold between
2010 and 2016. According to China’s Ministry of Agriculture, the
country had over 1,300 agricultural, forestry, and fisheries enter-
prises with registered overseas investments valued at 180 billion
yuan (uss 26 billion) at the end of 2016 (Farmer’s Daily, 2017a).
Still, despite the billions recorded in losses, data from the Honk
Kong-based Joyful Right Group, the holding company of pcsc,
shows that Jamaica remains the principal market for the Group
(see Figure 5 below). In Jamaica, the average selling price of prod-
ucts is still higher than that in the international market (Poyser
2016).
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Figure 5. Joyful Right’s Group Revenue from External Customers,
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Figure 6. Tons of Sugar Produced Annually by pcsc for Crop Years 2006-2016.
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14 See list of annual reports at - http://www.irasia.com/listco/hk/hualien/annual/index.
htm

15 Seehttps://japarliament.gov.jm/attachments/article/1539/2015%20Ministry%20Paper%20
122.pdf
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1.j1sco Alumina Jamaica 11 Limited (Alumina Plant):
Exporting Industrial Capacity

One of the most crucial investments by Chinese state-owned
companies in Jamaica was the 2016 purchase of the Alpart Baux-
ite-Alumina Refinery, formerly owned by a Russian company, uc
Rusal. Jiuquan Iron and Steel Company (j1sco), based in Gansu
Province, Northwest China, invested uss 300 million to acquire
the plant which has a capacity to produce 1.65 million metric
tons of alumina, making it the largest refinery in Jamaica.'* jisco
is listed among China’s top 7 firms (private and SOEs) with pro-
duction capacities that exceed 1 million metric tons. In addition
to the us$ 300 million for the acquisition, j1sco invested another
Uss$ 60 million to open the plant. j1sco’s rehabilitation and ex-
pansion plans could see an additional uss 2 billion in investments
flows for the development of the downstream capacity of the plant,
the building of alumina refineries and aluminum smelters. Experts
have estimated that the expansion plans could increase the annual
production capacity of the plant to a maximum of three million
tons of alumina, pushing the combined output of the refinery to
5 million tons (Gleaner 2018).

Aluminum production in China rose from 3.1 million tons in
2001 to 30.8 million metric tons in 2015, quadrupling China’s
share of global production (from 13% to 54% during the same pe-
riod). The increase in production has largely been driven by rising
domestic demand for unwrought aluminum (crRu Group 2018).
Today, China remains the largest global producer of both pri-
mary and wrought aluminum and is a substantial producer of
secondary aluminum. It intends to grow its production capacity
to 52 million tons by 2020, which would represent a 25% increase
in comparison to 2016 figures (The Aluminum Association 2008).
This capacity growth exceeds growth in Chinese domestic con-
sumption (Hendrix 2014), resulting in China’s excess primary alu-
minum capacity of some 10 million tons as of 2017, with another
3.3 million tons expected in 2018. This excess capacity has forced

16 Data from Jamaica Bauxite Institute.
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several regions in China to implement stringent environmental
and regulatory guidelines that will result in seasonal cuts for alu-
minum smelting and alumina refining, primarily to protect the air
quality across China (Daly and Burton 2018).

As these problems emerged at home and Premier Liu Kegiang
intensified a war against smog, the Chinese government began
exporting the extra capacity, adding international capacity co-
operation ([E[5=HE 5 1E) to the “Go Global” policy suite in
2014 (Kenderdine and Ling 2017). Under the capacity coop-
eration framework, China seeks to offshore excess capacity as
oFDI through a variety of infrastructure investments. Provincial
governments are the main actors targeted under this policy. To
date, China’s National Development and Reform Commission, the
body coordinating capacity cooperation, has signed agreements
with multiple provincial-level governments, including Gansu and
12 other provinces (Tristan 2017). Beijing has billed its industrial
capacity export cooperation as an alternative form of technology
transfer and foreign direct investment. But for experts, the moti-
vations behind this policy is two-fold: on one hand, it is an attempt
by China to bring whole industrial clusters to its external markets
in order to develop the industrial bases of its trading partners. On
the other hand, it is perceived as a a move by China to offshore
its excess industrial capacity. j1sco’s acquisition of Alpart can
be explained by these two motivations. A third explanation is the
2014 ban by the Indonesian Government'” on the export of min-
eral ores as it moves to develop national downstream processing
capacity. The decision reverberated in Beijing, leading large state-
owned companies like j1sco to scour the globe for new sources
of supply (Nolad 2013).

Currently, Jamaica mines bauxite into alumina but due to high
energy costs, it is unable to develop the commodity further into
aluminum or its related products. As j1sco settles in the country,
it also plans to build a LNG plant to facilitate a second alumina

17 In January 2017, Indonesia’s Ministry of Energy and Mineral Resources announced
that it would allow the export of several minerals, including bauxite, to resume but
under certain conditions.
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refinery and aluminum smelters as part of a larger plan to develop
an industrial park and a special economic zone. The special eco-
nomic zone is expected to integrate six main functions: process-
ing and manufacturing, modern logistics, international trade, re-
search and development, professional services, and urban support.
The company will likely spend an anticipated uss 3 billion to
construct and operationalize these new facilities. Earlier this year,
both the Chinese Central Government and the Gansu Provincial
Government approved a framework agreement, clearing the way
for y1sco to go ahead with the investment. The acquisition, in ad-
dition to the expansion of the plant, is projected to bring an overall
investment value of uss 6 billion to the Jamaican economy and
generate approximately 60,000 jobs, according to government es-
timates. Based on the agreement, 70% of the jobs will be taken by
Jamaican employees (Linton 2018).

If j1sco can deliver on its planned expansion of the refinery,
the Jamaican economy should improve its competitiveness and in-
crease alumina production, which is an output leading to increased
domestic exports and expanded foreign exchange earnings. Cur-
rently, bauxite and alumina demand in China significantly exceeds
domestic production capacity, making China import-dependent
(Hendrix 2014). Local employment should also increase both in
primary and secondary terms. Experts have already questioned
whether j1sco will be able to execute these ambitious plans due
to Jamaica’s high reliance on imported energy, weak electrical ca-
pacity, and numerous failed attempts, dating back to the 1950s at
developing downstream capacity (Hendrix 2014).

Conclusion and Policy Recommendations

Upon the acquisition of the Alpart Refinery and the three sugar
assets, J1sco and Complant became not only major players in
the industries but the principal actors. Alumina, bauxite, and
sugar are ranked consistently as Jamaica’s most traded commodi-
ties and in addition to tourism, they are the largest net earners
of foreign exchange for the country, contributing significantly
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to government revenues. Thus, more than in any other period
in history, the stability of the Jamaican economy is tied to Chi-
nese domestic industrial and agricultural policies. These linkages
have also ushered in a new phase in the bilateral relationship:
A new pattern has emerged in Chinese investments in Jamaica.
Large SOEs are establishing and exerting a dominant sectoral pres-
ence in the economy. These firms, backed by Chinese Government
state policies, are also showing a growing interest in cultivating
complementary services in the form of new investments in order
to capture the potential spillover effects created by their invest-
ments. But notwithstanding the spillover benefits, specifically in
the bauxite and alumina industry, expectations must be gauged
against the learning curve and the domestic reality that confronts
large Chinese SOEs in the Jamaican market.

In terms of j1sco’s acquisition of the Alpart refinery and its
planned expansion, this investment presents long-term Chinese
control over local operations. These investments are driven mainly
by China’s need to secure, access, and acquire key commodity assets
and capture under-exploited markets. For China, Jamaica is stra-
tegically located to leverage those objectives and to provide its
companies with greater and easier access to the North American
market. For Jamaica, many of the expected spill-over effects of the
investment, like downstream capacity development, the transfer
of technology, etc., are speculative. As experts have pointed out,
due to issues related to local infrastructure, high reliance on im-
ported energy, weak electrical capacity, and numerous failed at-
tempts at downstream capacity development, the expected benefits
do not have much credibility and may well remain a pipe dream.
The Global Energy Architecture Performance Index (See Global
Energy Architecture Performance Index Report 2017 (2018) has
consistently ranked Jamaica as a low energy performer because of
these issues. Conversely, due to high local energy costs, previ-
ous multinational corporations, such as Rusal and Alcoa, have at
times temporarily shut down their Jamaican alumina refining
plants (Hendrix 2014). In fact, jisco was able to acquire the
Alpart refinery due to its previous closure by uc Rusal.
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In the case of Complant, why would Chinese companies go
through the trouble of acquiring these sugar assets, given that
both the risks and the costs involved were known to be very high?
The most plausible answer to this question is twofold: 1) initial op-
timism by the Chinese that the economic advantages would
offset the high transaction costs and that its position in Jamaica
would provide expanded market access and; 2) the aggressive
nature of Chinese agricultural investments. With the support of
Chinese government policies, Complant demonstrated that it was
willing to undertake an investment in an industry that experts be-
lieve face a very uncertain future (Wint, A. G., Baghaloo, Wilfred.,
& Henriques, Marjorie, 2010). At the same time, their incursion
into the sugar sector provides an insight into the long process of
adaptation and learning that Chinese companies confront in the
local market.

In Jamaica, the long-term viability of the sugar industry is wor-
rying. A 2010 Government commissioned report offered “no con-
sensus position on the long-term sustainability of a private Sugar
Industry future,” (Wint, A. G., Baghaloo, Wilfred., & Henriques,
Marjorie, 2010). But the industry is also the fabric of the rural
economy. The resources invested by Complant have modernized
the Monymusk factory. Now, as a new Chinese company looks to
acquire the assets, the policy making environment in Jamaica will
have to create an enabling environment that bridge the gap be-
tween the learning curve faced by Chinese companies in under-
standing local industry operations. Equally important, the policy
environment must direct the viability and future of the indus-
try by promoting the diversification of production —away from
sugar and into other secondary products. In bauxite and mining,
government policies will have to factor in civil society interests
in legislation that give Chinese firms the green light to develop
downstream capacities. Extractive investments of this nature are
typically dogged by controversy and oftentimes face backlash from
political and civil society concerns relating to human rights, work-
ing conditions, and corporate social responsibility, could lead to
the politicization of these investment (Hendrix 2014).
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To mitigate the risks facing Chinese investments in Jamaica, to
capture their spillover effects, the following policy recommenda-

tions are useful:

a)

b)

Jamaica should consider upgrading ties with China from a
strategic to a comprehensive strategic partnership, which
would reaffirm the significance of the bilateral relation-
ship and expand it into new directions. A deeper relationship
would incentivize Chinese companies to participate in the
transfer of technology towards new industries and the capture
of potential spillover effects. Other benefits expected to
emerge from Chinese OFDI include the augmentation of
domestic capital, the transfer of knowledge and skills, pro-
motion of competition and innovation, employment and
enhanced output, and export and revenue performance.

To monitor and evaluate these efforts, Jamaican authorities
should also consider establishing a specialized unit at the Ja-
maica Promotions Corporation, JAMPRO. China has the
excess capacity while Jamaica needs the capital to build self-
development capacity. Closer bilateral ties could close those
gaps but institutional safeguards must also be implemented
to make investments socially and environmentally sustain-
able. As noted earlier in this study, China’s industrial capacity
cooperation policy was in part provoked by domestic en-
vironmental concerns. Now that Chinese is oftfloading the
excess capacity to markets like Jamaica and reduces internal
pollution at the same time, Jamaica must institute strong
safeguards to ensure that similar concerns are not triggered
locally by the production process of these SOE s.
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CHINA’S OVERSEAS FOREIGN
DIRECT INVESTMENT
IN MEXICO
(2000-2018)

Enrique Dussel Peters

Mexico, together with China and a few other countries, hasbeen one
of the most successful international cases in attracting inflows of
foreign direct investments (FDI) in the recent decades. In the con-
text of China’s growing global presence, its outflows of foreign
direct investments (OFDI) have become increasingly relevant. The
goal of this chapter is to analyze the characteristics of China’s
OFDI to Mexico since 2000 and discuss the bilateral learning pro-
cess in this field.

This chapter is divided into three sections. The first section
examines the political and economic context of the rapidly evolv-
ing bilateral relationship between Mexico and China, including
politics, trade, financing, infrastructure, and other relevant topics
since 2000. The second section highlights the volume of China’s
OFDI to Mexico and its main characteristics and structures in
terms of annual transactions, employment, ownership structure,
and sectors of the respective transactions. Finally, the third sec-
tion discusses some of the main conclusions of the analysis and
presents a series of proposals regarding China’s oFDI in Mexico.
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The Socioeconomic Context of China’s OFDI in Mexico

Mexico was one of the first Latin American countries to extend
diplomatic recognition of the People’s Republic of China. That
relationship dates back to February 14", 1972 (Anguiano Roch
2012; Ventura Valero and Meléndrez Armada 2016). Formally
and diplomatically, the Mexico-China relationship has grown and
matured substantially in the last decades.

There are significant meetings and commitments at the Latin
American and Caribbean-China level, such as the Community
of Latin American and Caribbean States (CELAC)-China Forum,
active since 2015 (Cui and Pérez Garcia 2016). The Cooperation
Plan of 2015 (for the period 2015-2019) and 2018 (for the period
2019-2021) offers a wide range of concrete opportunities for coop-
eration, specifically in the fields of trade, infrastructure, and Chi-
nese investments in LAcC. The relationship has also improved in
extension and depth, particularly since China’s adhesion to the
World Trade Organization (wTo0) in 2001. Between 2013-2018,
presidents of both countries met seven times, in addition to hun-
dreds of meetings at all levels (Ventura Valero and Meléndrez Ar-
mada 2016). In this period, both countries also achieved dozens of
sanitary and phytosanitary agreements on specific products
(including berries, pork, and dairy products), as well as the de-
nomination of origin of tequila. A set of bilateral instruments to
enhance tourism has existed since 2013: three airlines now have
direct Mexico-China flights. Finally, an Agreement for the Pro-
motion and Reciprocal Protection of Investments was signed in
2008. The bilateral relationship today operates via four key insti-
tutions: the High Level Group (since 2004), the High Level
Group in Business (since 2013), the High Level Group in Invest-
ments (since 2013) and most importantly, the Binational Commis-
sion (since 2004). In theory these institutions meet at least once a
year, although their efficiency and results has been debated (An-
guiano 2018; Dussel Peters and Levy-Dabbah 2018).

Since the Trump administration took office in January of 2017,
the “new triangular relationship” (Dussel Peters, Hearn and Shaik-
en 2013) has been extremely tense. Under Trump, the United States
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has so far renegotiated the North American Free Trade Agreement
(NAFTA) at the end of 2018 (also known as the United States-
Mexico-Canada Agreement or usMmcaA ), which has to be ratified
by the legislatures of the three countries. After imposing unilateral
tariff on sectors such as steel and aluminum and over 50% of Chi-
nese imports, the Trump Administration began trade negotiations
with China in January of 2019, with no concrete results until the
first quarter of 2019. The new Mexican administration of An-
drés Manuel Lépez Obrador, who took office December of 2018,
has been extremely cautious about avoiding confrontation with the
Trump Administration on any matter, including the usmca and
immigration. The ratification process of the usmca could prove
extremely difficult for Mexico and may generate massive political
and economic tensions throughout 2019-2020."

China is Mexico ‘s second trading partner since 2003, displac-
ing countries and regions such as Canada, the European Union,
and Latin America. The topic has been analyzed in depth in re-
cent years (Dussel Peters 2018; Dussel Peters and Ortiz Velasquez
2016; Ruiz Duran 2018). On the one hand, China’s presence in
Mexico s trade has increased substantially, from levels below 1%
of Mexico’s total trade before 2000 to 9.74% in 2018 (see Fig-
ure 1). On the other, this process has occurred primarily through
massive Chinese imports, which increased from less than 1% up
until 1996 to 17.64% in 2018. That process occurred in parallel to
a massive displacement of US imports during the same period,
particularly in electronics, auto parts and automobiles, the main
imported items from China. Mexico's massive trade deficit with
China —in 2018 the import/export coefficient accounted for 11.2
or more than us$ 76 billion- is a result of Mexico 's difficulties in
exporting to China and the manufactured goods, which account
for practically all imports, flowing from China .

1 Each of the legislative powers will have to ratify usmca, which includes an article that
explicitly excludes the possibility of any of its members negotiating free-trade agree-
ments with “non-market economies,” meaning implicitly the People’s Republic of
China. The NAFTA region, from this perspective, could become the first international
“anti-China” region (Dussel Peters 2018/a).
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Figure 1. Mexico Trade with the United States and China (1993-2018)

(percentage over respective total)

1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

United States-Exports =+ China-Imports

--------- United States-Trade China-Trade

— = —  United States-Imports China-Exports

Source: author's elaboration based on Secretaria de Economia

Contrary to many other Latin American and Caribbean coun-
tries, Mexico has received practically no financing from China,
with very few exceptions (1AD 2019; Zamora Torres 2016). Firms
established in Mexico are limited in their access to domestic and
international financial markets. Relatively high costs and other
conditions have also been a limiting factor. China’s experience
with Mexico in the field of infrastructure projects has also been
very limited and full of misunderstandings. In recent years, two
major infrastructure projects, the high-speed train from Mexi-
co City to Querétaro in 2014 and the hydroelectric plant Chicoa-
sén II in 2016, failed (Dussel Peters 2018/b).

China’s oFDI in Mexico (2000-2018)

China and Mexico have been some of the most outstanding in-
ternational cases in attracting FDI in the last decades. Since 2000,
Mexico registered in average $Us 27 billion Fp1 annually during
2000-2017, 2.1% of global Fp1); Mexico 's DI was highest in 2002
with 4.1% of global Fp1 and accounted for around of a quarter of
LAC’s FDI for 2000-2017. China’s DI, on the other hand, has

312



CHINA’S OVERSEAS FOREIGN DIRECT INVESTMENT IN MEXICO (2000-2018)

constantly increased for the period 2000-2017, accounting for
6.5% and 8.1% for 2000-2010 and 2011-2017, respectively, and
achieving its highest annual level with almost $us 140 billion
in the period 2015-2017. While the relevance of Mexico s and
LAC s FDI has remained relatively stable —at around 2.7% of
their respective GDPs— it has fallen substantially for China. In the
early 2000s China’s FDI over GDP achieved levels above 3.5% and
decreased substantially since then to levels closer to 1% in 2016
and 2017. Interestingly, D1 in both China and Mexico contracted
in terms of its importance as a share of gross fixed capital for-
mation (GECF). In the case of Mexico, FDI accounted for levels
above 14% in the first decade of the 21* century and less than 10%
for several years during 2010-2017. The trend was particularly
marked for China: in the early 2000s FDI/GFCF was above 10%
and registers less than 3% for 2013-2017 (see Table 1).

Both countries have substantially increased their outflows of
EDI (or OFDI). OFDI as a percentage of FDI increased from 21.34%
in 2000-2010 to 33.72% in 2011-2017 for Mexico and from 31.99%
to 95.21% for China, respectively. While the US is still the most
important country in terms of global orp1 (with 21.76% per-
cent during 2011-2017), in the years since 2015 China has become
the second global source of 0FD1I, displacing Japan.?

Information provided by Mexican authorities (SE 2019/a) indi-
cates that Mexico s ¥D1 from China rose to $ us 1,144 million for
1999-2018, with an average annual growth rate (AAGR) of 21.5%
during 2010-2018, compared to an AAGR of 1.3% and 1.8% for FDI
coming from the us and total FD1, respectively.’ So far, Mexico s
DI from China accounts for 0.21% of Mexico’s total ¥p1 (and
0.38% if we include Hong Kong) during 1999-2018. Chart 2 sug-
gests that since 2016, Fp1 from China (and Hong Kong) has picked

2 Only in 2017 was China’s OFDI below Japanese OEDI, for reasons that have already
been discussed (Dussel Peters 2018/c; MmorcoM 2018). If we include Hong Kong and
Macao with China, Chinese 0FDI is the second global source of oFD1 and has been
above Japan since 2009.

3 Mexico’s EDI coming from China and Hong Kong accounted for 2,043.7 $ us million
and for an AAGR of 26.8 percent.
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up significantly, but still constitutes very low absolute levels com-
pared to other economies.*

Figure 2. Mexico: FDI From China (1999-2018) (as a percentage of total Mexican FDI)

0.4
" I I
i lednsnllntital

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

M China Hong Kong

Source: author's elaboration based on st (2019/a).

Table 2 refers to the sectorial characteristics of Mexico’s FDI
from China and Hong Kong: by far the most relevant sectors are
transport and warehousing (37% of total Chinese FDI in Mexi-
co for 1999-2018) and manufacturing (25.9%). In the transport
and warehousing subsectors, water transport (17.4%) and stor-
age services (19.6%) are the most substantial activities, while in
manufacturing, activities related to the manufacturing of comput-
er equipment (16.5%) and transport equipment (3.6%) are the
most sizablet sectors. These two sectors account for 62.9% of Chi-
nese FDI in Mexico during 1999-2018 and have increased their
share since 2007.

Table 3 demonstrates the geographical concentration of Chi-
na’s (China and Hong Kong) ¥p1 in Mexico during 1999-2018:
two main cities (Mexico City and Veracruz) and six states of Mex-
ico accounted for 50% and 81% of total D1 from China. China’s

4 Asacomparison, EDI coming from the us accounted for 48.16 percent during 1999-
2018.
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Table 2. Mexico: Fp1 from China and Hong Kong by Sectors (1999-2018)

1999-
1999 | 2005 | 2010 | 2015 | 2016 | 2017 | 2018 2018
TOTAL 41.2 1137.0] 60.3 | 82.8 |160.2]277.0|403.2] 2,043.7
Sector 21 Mining 0.0 0.0 8.2 2.1 0.0 | 27.0 | 50.7 | 197.0
Subsector |2110il extraction and gas 0.0 00 | 23 2.1 0.0 |27.0 | 50.7 | 107.0
Branch 2111 Oil extraction and gas 0.0 0.0 23 2.1 0.0 | 27.0 | 50.7 | 107.0
212 Mining of metallic
Subsector | minerals and non-metallic, 00|00 |72 0071 00|00/ 00| 100.7
except oil and gas
22 Generation, transmission
Sector and distribution of electrical | 0.0 | 0.0 | 0.0 | 11.1 | 19.8 | 0.0 | 57.4 | 88.4
energy
Sector | 3133 Manufacturing 7.6 | 144 | 335 [ 275 | 449 | 350 [171.2] 5283
industries
Subsector |15 Manufacturing of 26 | 11| 02| 01|03 o04]00]| 227
garments
Subsector |325 Chemical industry 0.0 [105] 0.0 [ 74 | 0.0 | 0.0 | 0.0 | 263
Branch | 3204 Manufacturing of 00 [105] 00 [ 03 | 00| 00| 00] 156
pharmaceutical products
Branch |29 Manufacturing of 00 [ 00 | 00 [ 00|165] 00 00 181
other chemical products
Subsector | 320 Plastiesindustryand 4 115 | g0 | 01 | 166 | 171 | -19 | 392
rubber
334 Manufacturing of
Subsector | computer equipment and 1.0 | 0.0 [ 325 52 [ 359 ]40.8 | 874 | 3319
others
3341Manufacturing of
Branch computer equipment and 0.1 [ 00 307 47 | 6.5 |38.7 | 874 3372
peripherals
Subsector | 336 Manufacturing of 05 [ 00 | 00 [ 144 -89 |-245]|856]| 73.3
transport equipment
Branch | 2363 Manufacturingofparts | o | oo | 00 | 143 | 01 [-245( 856 | 755
for motor vehicles
337 Manufacturing of
Subsector [ furniture, mattresses and 08 | 00 | 00| 00 ] 00| 00/ 0.0 1.0
blinds
Sector |48 49 Transportand 126 |1183] 1.2 | 144 | 60.3 | 67.3 | 93.6 | 757.1
warehousing
Subscctor | 38 Services related to 12,6 | 225 [-103| 144 | 583 | 673 | 728 | 3554
transport
Branch | 883 Services related to 126 | 24.1 | 103 | 144 | 583 | 67.3 | 72.8 | 3551
water transport
Subsector | 493 Storage services 0.0 | 958 | 11.5| 0.0 | 2.0 [ 0.0 | 20.6 | 401.5
Sector |} Information in mass 00 [ 00| 73|00 01 |92|17] 1074
media
Subsector |517 Telecommunications 0.0 | 00 [ 00 | 0.0 | 0.1 [100.0{ 0.0 | 100.1
Sector |2 Financial services and 00 [ 00 | 00 [ 00| 00]493] 23| 1024
insurances
522 Non-securitization
Subsector | credit and financial 0.0 | 00 [ 00 | 0.0 | 0.0 [493 | 2.3 | 102.1
intermediation institutions
Branch 5221 Multiple bank 0.0 0.0 0.0 0.0 0.0 | 493 ] 1.9 101.6

316



CHINA’S OVERSEAS FOREIGN DIRECT INVESTMENT IN MEXICO (2000-2018)

100.0 | 100.0 | 100.0 | 100.0 { 100.0 ] 100.0 | 100.0 | 100.0

Sector 21 Mining 00 | 00 | 135] 25 | 0.0 | 9.7 | 12.6 9.6

Subsector |2110il extraction and gas 00 [ 00|39 25]00] 97 |126] 52

Branch 2111 Oil extractionand gas | 0.0 [ 0.0 | 3.9 [ 25 | 0.0 | 9.7 | 126 | 52

212 Mining of metallic
Subsector | minerals and non-metallic, 0.0 0.0 | 11.9] 0.0 0.0 0.0 0.0 4.9
except oil and gas

22 Generation, transmission
Sector and distribution of electrical | 0.0 | 0.0 | 0.0 | 13.4 | 124 | 0.0 | 14.2 4.3

energy

Sector | 21733 Manufacturing 184 | 105 | 555 | 332 | 28.1 | 12.6 | 425 | 259
industries

Subsector |12 Manufacturing of 63| 08 |04 01 |o02]01]00]| 11
garments

Subsector | 325 Chemical industry 00 76 | 00| 90|00 ] 00] 00 1.3

Branch |24 Manufacturing of 00 | 76 [ 00 | 04 [ 00 | 00 | 00| 08
pharmaceutical products

Branch | -2%9 Manufacturing of 00 | 00 [ 00| 00 [103] 00| 00| 09
other chemical products

Subsector |20 Plastics industry and 10 | 09 ] 00| 01 ]104]62]-05] 1.9

rubber

334 Manufacturing of
Subsector | computer equipment and 23 | 00 [539 63 [224]147 | 217 | 162

others
3341Manufacturing of

Branch computer equipment and 02 | 00 | 509 56 [ 40 [14.0]21.7 | 165
peripherals

Subsector |36 Manufacturing of 12 | 00 | 00 | 175 56| -89 |212] 36
transport equipment

Branch | 3363 Manufacturingofparts |, 4 o | 00 | 173 | 0.0 | -89 | 2102| 37
for motor vehicles
337 Manufacturing of

Subsector | furniture, mattresses and 1.9 0.0 0.0 0.0 0.0 0.0 0.0 0.1
blinds

Sector | 48749 Transportand 30.6 | 864 | 1.9 | 174 [ 376 | 243 | 232 | 370
warehousing

Subsector | 438 Services related to 306 | 164 |-17.1] 17.4 | 36.4 | 243 | 181 | 174
transport

Branch | 383 Services related to 30.6 | 17.6 |-17.1] 17.4 | 364 | 243 | 181 | 174
water transport

Subsector | 493 Storage services 0.0 | 70.0 {19.0 | 0.0 | 1.2 [ 0.0 | 5.1 19.6

Sector | > Information in mass 00 [ 00 [122f 00 | 01 354 04 | 53
media

Subsector |517 Telecommunications 0.0 | 00 | 00 | 0.0 | 0.1 |[36.1] 0.0 4.9

Sector | 22 Financial services and 00 [ 00| 00|00 00]178]06] 50
insurances
522 Non-securitization

Subsector | credit and financial 0.0 | 00 | 00 | 00 ] 00 [17.8] 0.6 5.0
intermediation institutions

Branch 5221 Multiple bank 0.0 [ 00 | 00 00| 00 |17.8] 0.5 5.0

Source: author s elaboration based on SE (2019/a).
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Table 3. Mexico: FDI from China and Hong Kong by State (1999-2018)

1999-
1999 2005 2010 2015 2016 2017 2018
TOTAL 41.2 137.0 60.3 82.8 160.2 [ 277.0 | 1,640.5
Mexico City 1.1 5.3 2.3 10.7 36.0 80.1 240.5
Veracruz 0.0 0.0 -7.3 6.3 49.2 75.4 240.4
Aguascalientes 0.2 0.0 0.0 0.1 0.0 4.9 8.9
San Luis Potosi 0.0 0.0 0.8 14.3 0.0 -23.2 -8.0
Nuevo Leén 0.0 0.0 13.6 0.1 1.2 3.3 31.6
Michoacin 0.0 119.9 9.4 0.0 2.0 3.1 404.5
Rest 39.9 11.7 41.5 51.3 71.9 133.4 722.7
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Mexico City 2.7 3.9 3.7 13.0 22.5 28.9 14.7
Veracruz 0.0 0.0 -12.1 7.6 30.7 27.2 14.7
Aguascalientes 0.5 0.0 0.0 0.1 0.0 1.8 0.5
San Luis Potosi 0.0 0.0 1.4 17.3 0.0 -8.4 -0.5
Nuevo Leén 0.0 0.0 22.6 0.1 0.7 1.2 1.9
Michoacin 0.0 87.5 15.6 0.0 1.2 1.1 24.7
Rest 96.8 8.5 68.9 61.9 44.9 48.2 44.1

Source: author s elaboration based on S (2019/a).

EDI to Mexico has been diversifying away from Mexico City and
to states such as Veracruz and Aguascalientes (see Table 3).

The following section will deepen the characteristics of Chi-
nese FDI in Mexico for 2000-2018 based on the dataset elaborated
by Monitor of China’s OFDI in LAC 2019 (Dussel Peters 2019).
Given the methodological approach of Mexican official sources (SE
2019/b) and the transaction level statistics elaborated by Monitor
of China’s OFDI in LAC 2019, the differences are substantial. As
Table 4 indicates, the official Mexican source (SE 2019/a), and
the official Chinese source (Morcom 2018) represent 27.2%
and 13.62% of ED1 s values for the period 2004-2017 of Monitor of
China’s orDI in LAC (Dussel Peters 2019). In 2006 and 2015, for
example, the difference is of the sign of China’s Fp1 to Mexico.
While Mexican and Chinese official statistics document $us 1.571
and 0.786 billion, respectively, the Monitor of China’s OFDI in
LAC registered $Us 5.775 billion for 2004-2017 (see Table 4).
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Considering these substantial discrepancies and the benefits of
registering FDI by transaction (Dussel Peters 2019), the main re-
sults for China’s Fp1 in Mexico highlight at least five important
characteristics.

China’s Fp1 in Mexico, although relatively small as a percent-
age of total FDI, has increased in importance and dynamism since
2000 (see Table 5). The period from 2000-2018 saw 81 transac-
tions and $ Us 6.642 billion in investments, with more than 42,000
generated jobs as a result of these transactions. The years 2015
and 2017 were especially dynamic. In the Mexican case 82.63% of
China’s Fp1 during 2000-2018 (and 53.7% of total generated em-
ployment) came from new (or “greenfield”) investments , suggest-
ing that Chinese greenfield investment in Mexico is much more
capital-intensive than mergers and acquisitions (M&a). The 16
M&A transactions generated during 2000-2018 an average of 1,233

Table 5. Mexico: Chinese EDI (2000-2018)

Amount /

. Amount | Employment ) Amount / Employment
Transactions Transactions A
(sus (number of Employment |/ Transactions
(Gt millions) employees) (e (sus millions) [ (employees)
millions)
Total
2000-2005 4 563.2 6,354 140.8 0.089 1,588.5
2006-2009 10 524.9 6,166 52.5 0.085 616.6
2010-2018 67 5,554.5 30,098 82.9 0.185 449.2
2000-2018 81 6,642.6 42,618 82.0 0.156 526.1
2015 9 1,001.3 4,915 111.3 0.204 546.1
2016 4 81.3 1,455 20.3 0.056 363.8
2017 23 2,745.6 1,759 119.4 1.561 76.5
2018 9 385.2 4,059 42.8 0.095 451.0
Merger and Acquisitions
2000-2005 1 450.0 5,500 450.0 0.082 5,500.0
2006-2009 4 385.1 4,150 96.3 0.093 1,037.5
2010-2018 11 318.1 10,083 28.9 0.032 916.6
2000-2018 16 1,153.2 19,733 72.1 0.058 1,233.3
2015 1 23.7 3,000 23.7 0.008 3,000.0
2016 1 0.2 0 0.2 0.000 0.0
2017 3 184.0 5,030 61.3 0.037 1,676.7
2018 0 0.0 0 0.0 0.000 0.0
2000-2005 3 113.2 854 37.7 0.133 284.7
2006-2009 6 139.8 2,016 23.3 0.069 336.0
2010-2018 56 5,236.4 20,015 93.5 0.262 357.4
2000-2018 65 5,489.4 22,885 84.5 0.240 352.1
2015 8 977.6 1,915 122.2 0.510 239.4
2016 3 81.1 1,455 27.0 0.056 485.0
2017 18 2,487.0 11,269 138.2 0.221 626.1
2018 9 397.6 2,628 44.2 0.151 292.0

Source:author s elaboration based on Dussel Peters (2019).
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jobs, while the 65 greenfield transactions generated an average of
only 352 jobs). The share of greenfield investments has increased
substantially during 2015-2018.

Latin American and Caribbean Mexico represents an unusual
case in the sense that most Chinese FD1 does revolve around the
acquisition of raw materials. During 2000-2018, manufacturing
and transactions related to services and the domestic market

Table 6. Mexico: Chinese FDI by Sector (2000-2018)
| 2000- | 2006- | 2010- | 2000-

| 2015 | 2016 | 2017 | 2018

2005 | 2009 | 2018 | 2018

Raw materials
Transactions 0 2 ! 6 0 0 1 0
Amount ($US millions) 0 239 | 686 | 925 0 0 50 0
Employment 0 393 | 4,500 | 4,893 | 0 0 [ 3500 o0
Amount / Transaction
(808 millions) 0o | 1195|1715 | 1542 | o0 0 50.0 0
Amount / Employment
(808 milliope, 0o | 0608 | 0152|0189 | o 0 |oowa| o
Employment / 0 | 1965 |11250 8155 | 0 o |35000[ o
Transaction

Manufacturing
Transactions 3 8 43 54 5 3 17 5
Amount ($US millions) | 113 | 286 | 4,174 | 4,574 | 950 81| 2,627 | 323
Employment 854 | 5773 | 23,608 | 30,235 | 4,088 | 1,455 | 13,088 | 2,370
Amount / Transaction | 375 | 355 | o771 | g47 | 1900 | 270 | 1546 | 646
($US millions)
Amount / Employment | 1331 0050 | 0177 | 0.151 | 0232 | 0.056 | 0201 | 0.136
($US millions)
Employment / 2847 | 7216 | 549.0 | 559.9 | 817.6 | 485.0 | 769.9 | 474.0
Transaction

Services and Domestic

Market
Transactions 1 0 20 21 4 1 5 4
Amount ($US millions) 450 0 894 1344.1 51 0 56 74
Employment 5,500 0 1,990 | 7,490 827 0 311 258
Amount / Transaction
(SUS millions) 450.0 0 44.7 64.0 12.8 0.2 11.2 18.6
Amount / Employment |, ooy | o | 0.449 | 0.179 | 0.062 | 0.000 | 0.180 | 0.289
($US millions)
Employment / 5500 | 0 | 100 | 357 | 207 | o 62 | 65
Transaction

Purchase of Technology
Transactions 0 0 0 0 0 0 0 0
Amount ($US millions) 0 0 0 0 0 0 0 0
Employment 0 0 0 0 0 0 0 0
Amount / Transaction
($US millions) 0 0 0 0 0 0 0 0
Amount / Employment
($US millions) 0 0 0 0 0 0 0 0
Employment / 0 0 0 0 0 0 0 0
Transaction

Source: author s elaboration based on Dussel Peters (2019).
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accounted for 54 and 21 transactions, respectively, while those
related to raw Materials only accounted for 6% of transactions.
The former constituted 68.85% and 20.23% of total Chinese FDI
to Mexico during 2000-2018, respectively (see Table 6).
Mexico’s FDI coming from China is a relatively small share
of Chinese public firms compared to L Ac and the rest of the world.
Chart 3 shows the increasing relevance of Chinese private firms
for all the defined periods, with the exception of the period 2006-
2009, in which private firms accounted for more than 70% of the
transactions, the amount of FDI, as well as the generated employ-
ment for the period 2000-2018. In 2017-2018 the share of Chinese
private firms in these variables has increased even further .

Chart 3. Mexico: Chinese Private FDI (2000-2018) (share over respective totals)

120.00
100.00

80.00

60.00
40.00
20.00 I

0.00
2000-2005 2006-2009 2010-2018 2000-2018 2015 2016 2017 2018

M Transactions [ Amount ~ Employment

Sourced: author s elaboration based on Dussel Peters (2019).

The same data set also highlights the main Chinese firms involved
in Mexico. Considering the relatively small but dynamic Chinese
presence in Mexico so far, firm-level results are very heteroge-
neous and trend toward single transactions, as in most of the cases
in Table 7. Nevertheless, firms like Hutchinson Ports Holding,
Minth, Huawei, and Lenovo have already established a tradition
of investing in Mexico and have indicated their interest in con-
tinuing to do so in the future. The top ten firms noted in Table 7
have so far accumulated 74.55% of Chinese FDI in Mexico, as well
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Table 7. Mexico: Chinese EDI by main firms (2000-2018)

(main 10 firms according to their Fp1 during 2000-2018)

A t Empl t Amount / Amount/ | Employment
Transactions o MPOYMENt | 1y hsactions Employment /
($US (number of .
(number) illions) 1 ) ($US ($US Transactions
mitlions employees millions) millions) (employees)
Total 81 6,643 42,618 82 0.156 526.1
JAC 1 1,000 4,400 1,000 0.227 4,400
Risen Energy 1 610 700 610 0.871 700
Sanhl.la 2 615 621 308 0.990 311
Holding
Hutchinson
Ports Holding 3 528 5,644 176 0.094 1,881
Ant PeM de 1 500 100 500 5.000 100
México
Minth 3 403 2,010 134 0.200 670
Futong Group 1 400 455 400 0.879 455
Lenovo 3 242 1,926 81 0.126 642
Huawei 3 415 398 138 1.043 133
inch
Jinchuan 2 239 650 120 0.368 325
Group
Rest 61 1,691 25,714 28 0.066 422

Source: author s elaboration based on Dussel Peters (2019).

as 39.66% of the jobs generated during 2000-2018. It is expected
that with further Chinese Fp1, this concentration will diversify
substantially.

Firm-level analysis of Chinese investments in Mexico (Ando
2016; Dussel Peters 2014; Guerrero Vazquez 2018; Hua 2007;
Micheli Thirion and Carrillo Viveros 2016; Schatan and Piloyan
2015;) shows that, with few exceptions, the time frame and respec-
tive costs for Chinese firms to learn in terms of local and domestic
suppliers, clients, labor and environmental laws, etc. has been slow
and difficult, but is improving quickly in Mexico, particularly for
firms like Huawei, Hutchinson Ports Holding, Minth, FAw Trucks,
JAC, and Sinatex, among others. Chinese firms are quickly im-
proving in terms of their preparation to conduct business in LAC
and Mexico and coordinating their experiences and knowledge
to improve the results of their outbound Fp1 in LAC and other
regions of the world.
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Conclusions

Mexico and China have substantially intensified their bilateral rela-
tionship in the last two decades, becoming much more complex in
terms of bilateral political institutions and in trade, financing, in-
frastructure projects, and Chinese Fp1 in Mexico. This relatively
new relationship has not always been easy and has become in-
creasingly complex.

China’s FDI in Mexico is still relatively small, as highlighted
by the statistical differences between official data from the two
countries, but is expected to increase in the near future. Con-
trary to most of LAc, China’s FDI in Mexico has concentrated in
manufacturing and services related to Mexico ‘s domestic market.
Private Chinese firms like Huawei, Hutchinson Ports Holding,
Lenovo, and other firms in the auto parts and automobile manu-
facturing chain have, so far, dominated in terms of Fp1 amount
and employment generation. Initial firm-level studies show that
China’s firms needed several years to understand the complexi-
ties of establishing themselves in Mexico, which has entailed un-
derstanding different rules, laws, and networks. That process has
evolved quickly and more recently arrived Chinese firms have
been able to shorten the time frame to integrate into local, national
and NAFTA-networks. Given the potential impact of the usmca
on LAC markets and the limitations of countries like Argentina,
Brazil, and Venezuela, Chinese Fp1 to Mexico will likely increase
substantially in the short term.

In terms of proposals (Dussel Peters and Levvy-Dabbah 2018;
Yang 2016) to enhance China’s FDI to Mexico, both parties should
improve the quality of the existing bilateral institutions to facilitate
the learning process necessary for successful Fp1. Mexican firms
have also highlighted the importance of reciprocity, i.e. that Mexi-
can firms should have the same opportunities to invest in China
that Chinese firms have in Mexico. Finally, and most importantly,
Chinese firms still need to improve their preparations for setting
up new plants or M&A in Mexico and LAC by better understand-
ing the organizational, social, environmental, and labor differences
between countries and specifically in LAc and Mexico. Similarly
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Mexican institutions at all levels, federal, state, and municipal, also
need to improve their understanding of the “Chinese characteris-
tics” of Chinese firms. One approach might be to set up specialized
working groups to improve the establishment of Chinese firms in
Mexico to lower the time and costs for their establishment.
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hina’sincreasing international presence in the 21* century has re-

sulted in substantial outflows of foreign direct investments
(orp1), parallel to foreign direct investment inflows. The scale and
dynamism of China’s orDpI have been explosive: in 2018 Chinese
oFDI accounted for almost sus 130 billion —a more than six-fold in-
crease since 2005, and only second to the United States— and foreign
direct investment inflows and outflows have been practically equi-
valent in the last years. This book will examine the characteristics of
China’s oFDI in Latin America and the Caribbean (LAc) against the
background of this global context.

The book is divided in two sections, totaling 15 chapters. The first
section discusses general trends of Chinese overseas foreign direct
investments (OFDI) in Latin America and the Caribbean (LAC) from
a Chinese perspective and includes the most recent strategies and re-
gulations of China’s oFpI1, while other chapters focus on destination
countries for Chinese oFpI that provide relevant points of compari-
son with LAc: the European Union, Africa and Australia. Section II
concentrates on country-level case studies of China’s orp1in Lac. In
addition to the regional LAC experience, 10 analysts reflect upon coun-
try-specific experiences: Argentina, Uruguay, Brazil, Colombia, Vene-
zuela, Panama, Costa Rica, Dominican Republic, Jamaica, and Mexico.

The book is also a continuation of the Academic Network of Latin
America and the Caribbean on China’s (Red ALc-China) more re-
cent and systematic research highlighting the substantial differences
between trade, financing, infrastructure projects, and orpI. These
contributions are relevant to improve the learning process between
LAc and China.
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