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QUESTIONS

Trade and Investment: trade statistics
reveal a very asymmetric and concentrated
pattern for trade flows between Latin
America and China. Is this because of
comparative advantages only? Does it
make sense for the region to talk about
Latin America/China trade? What are
possible ways to break away from the
present trade pattern/structure?

Institutional framework: how has China’s
diplomacy in the region evolved? China
CELAC Forum; the Pacific Alliance and
Mercosur; financing and special funds; Belt
and Road Initiative.

China and the United States: How could
the region better leverage its relationships
with both powers? And Europe?



VIII MEETING KEYNOTE SPEAKERS

Benjamin Creutzfeldt

Resident Postdoctoral Fellow for China-Latin America-U.S. Affairs at the Foreign
Policy Institute at Johns Hopkins School of Advanced International Studies in
Washington, DC. Dr. Creutzfeldt is also a visiting professor at the International
School for Economics and Management at the Universidad de la Sabana, Bogota,
Colombia. He holds a Ph.D. in political studies and has been working and writing
on Sino-Latin American relations for the past ten years.

Chang Yunbo

Vice President of China Communications Construction Company (CCCC)
International, Chairman of CCCC South America Regional Company and Chairman
of Concremat Engineering. Mr. Chang Yunbo is a senior economist, with an
MBA from Beijing University. He has more than 30 years of experience in the
development and management of international infrastructure projects. He is
also a Board member of CCCC USA and CCCC International (Hong Kong).

Enrique Dussel Peters

Professor at the Graduate School of Economics at Universidad Nacional
Autonoma de México (UNAM), where he coordinates the Center for China-Mexico
Studies. Mr. Dussel Peters is a consultant to several Mexican and international
institutions. His main research themes are theory of industrial organization,
economic development, political economy, as well as the manufacturing sector,
trade, and regional specialization patterns in Latin America and Mexico. He holds
a Ph.D. in Economics from the University of Notre Dame, in the United States
(1996). More information may be found at: www.dusselpeters.com.

Renato Baumann

Deputy-Secretary for International Affairs at the Brazilian Ministry of Planning,
and professor at the University of Brasilia, Brazil. Former Director of the United
Nations” Economic Commission for Latin America and the Caribbean (ECLAC)
Office in Brazil (1995-2010). Mr. Baumann has experience in economics, with an
emphasis on trade relations, commercial policy and economic integration. He has
a DPhil in Economics from the University of Oxford.
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Vill MEETING SUMMARY:

Trade and Investment: trade statistics reveal a
very asymmetric and concentrated pattern for
trade flows between Latin America and China.
s this because of comparative advantages only?
Does it make sense for the region to talk about
Latin America/China trade? What are possible
ways to break away from the present trade
pattern/structure?

At its eighth meeting, CEBRI’s Permanent Working Group on China had a constructive
dialogue about the different aspects of China’s presence in Latin America, and the risks and
benefits involved. Overall, participants noted that the Chinese engagement in the region
through trade and investments is closely related to the reproduction of a geopolitical model
aimed at promoting access to natural resources. Another important stream of activities are
infrastructure investments and projects, mostly through engineering and construction ser-
vices. Although there could be a potential for investments to help diversify the relationship,

they have mostly reinforced existing asymmetries in the trade structure between China and
Latin America.

From the Brazilian perspective, participants highlighted the exponential increase in China’s
share of Brazil’s total exports, rising from 2% in 2000 to 22% in 2017. This has more than
exceeded the increase in imports, helping Brazil sustain a significant trade surplus. However,
there are some pending issues in the bilateral trade relationship. The first one is the con-
centration of trade in a few commodities such as soybeans, iron ore and oil, but there are
also trade disruptions caused by the high incidence of antidumping and other trade defense
measures. Although these may not affect a high proportion of overall trade, they may disrupt
trade in specific sectors. Additionally, participants noted increasing pressure from China
towards the use of the renminbi in bilateral trade with Latin American counterparts. Finally,
the fact that Brazil has been losing market share to Chinese manufactured products in other
traditional Latin American markets was also highlighted.

With regard to investments, Chinas engagement in Latin America strengthens the focus
on promoting access to natural resources. 70% of China’s investments are concentrated in
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four sectors: oil extraction, electric power, mining and metallurgy. Nevertheless, participants
noted that Chinese investments have become increasingly diverse with interests in manu-
facturing and services. It was noted that Chinese investors have a preference for mergers
and acquisitions in Latin America, considering the advantage of acquiring knowledge from
existing assets. Consequently, greenfield projects receive comparatively low levels of Chinese
investments in equity in the region — with the exception of the China Communications
Construction Company (CCCC)’s investments in the Sao Luis Port, in Maranhao, Brazil.

In fact, participants emphasized the high demand for infrastructure investments in Latin
America, since transport infrastructure represents a key bottleneck for many economies in
the region, which feature limited capital markets, low savings and reduced levels of freedom
in the use of fiscal resources. The general Chinese aversion to greenfield projects in Brazil
was attributed, among other factors, to the adoption of inadequate business models. In par-
ticular, concession models are considered improper for long-term greenfield projects due
to high risks and low mitigation factors. Alternatively, as observed in other countries in the
region, Public-Private Partnership (PPP) models would allow for a better allocation of risks,
by exploring the comparative advantages of the public and private sectors, and sharing risks
accordingly.

Finally, participants questioned the extent to which the focus of Chinese investments on pro-
moting access to natural resources, with little contribution to industrial production, would
have positive effects for Latin America in the medium and long term. Some participants
referred to the vast academic literature concerning the relationship between Chinese invest-
ments and the fragmentation of regional integration schemes in Latin America. Others hi-
ghlighted the fact that the general lack of competitiveness of the Latin American industrial
structure, mainly due to logistics, is one of the major reasons for low Chinese investments
in this area. Nonetheless, some participants also raised concerns about the concentration of
Chinese investments in some sectors, such as the electric energy sector in Brazil. In this con-
text, a possible measure to help mitigate risks associated with such concentration would be
to grant an agency the authority to screen foreign investments that are considered to have a
strategic nature. This policy was implemented in several developed economies, including the
US, Germany, Australia, the EU and Japan. In Brazil, the Administrative Council for Econo-
mic Defense (CADE) was identified as the only institutional tool with similar prerogatives,
even though it is restricted to cases in which FDI infringes on competition.
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Institutional framework: how has China’s diplomacy
in the region evolved? China CELAC Forum; the
Pacific Alliance and Mercosur; financing and special
funds; Belt and Road Initiative.

As a symptom of China’s growing engagement and interest in Latin America, participants
noted the qualitative improvement of the Chinese diplomatic presence in the region, evi-
denced by the growing expertise of the Chinese representatives in Latin America. This is a
reflection of diplomatic training efforts in China. However, Latin American representatives
in China tend not show the same levels of specialization, except for the Peruvian and Brazi-
lian representations, for example, which feature a highly professional diplomatic service and
maintain continuity between their representatives in China. On the other hand, participants
mentioned that Colombia has a relatively low diplomatic engagement with China in com-
parison to the size of its economy, and it is the only large economy in the region with limited
Chinese investments and corporate presence.

In addition to China’s and Latin America’s efforts toward diplomatic specialization, there is a
growing number of research centers focused on Chinese and Asian studies in Latin America
(especially in Mexico) and vice-versa. In fact, according to a report released by the Inter-
-American Dialogue, there are currently around 63 Latin American study centers in China.
Although, in practice, some of these centers might not develop consistent activities with
experts in the region. In that respect, participants emphasized the massive ongoing research
and dialogue between Latin America and China in the academic, public, and private sectors,
which have greatly intensified in the past fifteen years. In particular, some participants stres-
sed the leading role played by academic networks in deepening bilateral relations between
China and Latin American countries.

In contrast, participants characterized the institutional frameworks aimed at promoting co-
operation between China and Latin America as insufficient, with overall limited institutio-
nal capacities. Regarding the Forum of China and the Community of Latin American and
Caribbean States (CELAC), for example, participants indicated that there are limitations
associated with the absence of permanent structures, even though this institution repre-
sents an important tool to facilitate Chinese dialogue with the region. Additionally, the
Chinese interest in regional integration initiatives, such as the Pacific Alliance, was noted as
being cautious and limited — despite the strong rhetoric in the region about the Alliance’s
growing importance for Asia. The limited Chinese interest in regional groups is associated
with China’s overall preference to develop its trade and investment policies through bilateral
understandings with individual countries. For that reason, some participants argued that
it would be unrealistic to consider that the creation of broader institutional frameworks in
Latin America could be an effective strategy to gain leverage in negotiations with China.
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Nevertheless, given the existing regulatory challenges in Latin America, participants highli-
ghted the possibility of establishing a common regulatory framework in the region, aimed
at attracting foreign investments by promoting stable and predictable environments. In this
respect, Mexico, Argentina and Brazil are important regional economies that face major obs-
tacles when exploring their vast potential due to inefficient regulations, such as in the area
of oil and gas exploration, although the changes implemented in the Brazilian regulatory
framework since 2016 have succeeded in attracting a vast amount of investments recently,
including from Chinese companies. Considering the projected increases in China’s future
oil imports — which already surpassed the US as the largest oil importer worldwide —, more
stable frameworks could enhance the region’s position as a major supplier of oil to China.

In the field of financing, participants called attention to the rapid growth observed in the
volume of loans offered by Chinese funds and banks in Latin America, which has surpassed
the volume lent by the World Bank, the Development Bank of Latin America (CAF) and
the Inter-American Development Bank (IDB) in the past decade. In Latin America, the
Chinese loans are concentrated in infrastructure projects, based on expertise previously ac-
cumulated domestically and reinforcing the Chinese geopolitical model aimed at promoting
access to natural resources. Similarly, investments conducted in the scope of the Belt and
Road Initiative (BRI) were remarked as important opportunities to upgrade infrastructure
in Latin America, particularly in light of the official invitation for the region to join the
BRI, which was extended during the China-CELAC Forum’s second ministerial meeting,
in January 2018. On the other hand, some participants warned that the BRI might also
have a negative impact on Latin American exports due to trade diversion, considering the
Initiative’s primary focus on reducing transportation costs in Southeast Asia.

China and the United States: How could the region
better leverage its relationships with both powers?
And Europe?

In the context of the United States’ increasing isolationism in multilateral institutions, par-
ticipants mentioned that China’s movement towards gradually occupying the economic and
political space left by the US creates both opportunities and challenges for Latin America.
This configuration could ultimately lead to Latin American countries being pressured to
align with either China or the US in multilateral forums. This dilemma could become
even more complicated, taking into account the Brazilian and Chinese joint participation
in BRICS — which, according to participants, has generated limited economic results over
the past decades, and lacks significant engagement in topics such as trade and investment
policies.

Furthermore, some participants believe that the China-US rivalry is influenced by what was
described as an anti-Western stance observed within BRICS’ meetings and Chinese policy
circles, though this perspective was not consensual. In addition, participants noted the
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possibility that the renminbi will assume a larger role as an international currency in the
future — despite the obstacles posed by a number of unsolved issues in Chinese domestic
financial markets, including the high indebtedness of Chinese companies, a great deal of
shadow banking and restrictions on China’s capital account. Moreover, from the perspective
of investors, currency convertibility represents a vital characteristic for widespread usage,
with the renminbi featuring limitations in this regard.

In the context of the trade frictions between China and the US — rooted in a dispute for
leadership in high-tech sectors — participants noted the short-term opportunities established
by Chinese tariffs against the US. They favor Latin American exports to China, particularly
Brazilian soybeans exports. However, it was argued that the trade dispute is unlikely to
sustain itself in the long term, and that trade and investment players would benefit from
adopting a more strategic perspective, securing contracts for long-term opportunities — such
as those offered by infrastructure projects in Latin America.

ATTACHMENT I: FACT SHEET

The VIII Meeting of CEBRI’s Permanent Working Group of Analysis on China will discuss
the presence of China in Latin America, including trade and investment flows, the evolution
of Chinese diplomacy and the institutional framework supportive of China’s cooperation
in the region. Participants are encouraged to discuss one or more of the suggested themes
according to their main interests/research.

According to ECLAC projections, in 2017 China was the destination of 10% of Latin Ame-
rican exports and the origin of 18% of the region’s imports, implying a trade deficit for the
region of around US$ 67 billion. China has been the second largest source of imports for
Latin America since 2010, after the United States, and it is close to displace the European
Union as the second destination for Latin American exports. From the Chinese perspective,
the region accounted for 5.4% of the country’s exports and 6.4% of its imports in 2016.

The aggregate trade numbers overlook a very asymmetric picture for different Latin Ame-
rican sub-regions and countries. While South America has a trade balance close to equili-
brium, the Caribbean, Central America and Mexico post a large deficit mostly due to trade
in manufactured goods. Also, only four countries have a trade surplus: Brazil, Venezuela,
Chile and, more recently, Peru. Mexico, meanwhile, accounts for two-thirds of the region’s

trade deficit with China.

The asymmetry is also a feature of the trade structure between Latin America and China,
with a much greater concentration of commodities exports than to the rest of the world
(72% compared to 27%), and also a much greater concentration of manufacture imports
than from the rest of the world (91% compared to 68%). Overall, only 5 products account
for 70% of the region’s exports to China, which are very concentrated (soybeans, copper,
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iron ore, oil and wood pulp). The region accounts for around one quarter of China’s agricul-
tural imports (Brazil alone accounts for 70% of this share).

With regard to investment flows, by 2016 China was the second largest investor, behind the
United States. In the same year, the country was a net investor abroad, with outward flows
of over US$ 183 billion, which for the first time surpassed FDI. The trend was reversed in
2017, when Chinese outward investment fell by almost 30% following restrictive move-
ments by central authorities. Chinese outward flows have been mostly destined to develo-
ped economies, with a concentration of M&A in high-tech sectors. Chinese investments
in Latin America have been mostly deployed through mergers and acquisitions, in its vast
majority concentrated in the energy and mining sectors (88%). According to China, the
stock of investment in Latin America in 2017 was over US$ 207 billion, or 15% of the total
overseas investment.

According to ECLAC, “Brazil has received 55% of investments made by Chinese companies
in the region since 2005, including 2017 estimates, followed by Peru, with 17%, and Argen-
tina, 9%. Thus, the top three recipient countries account for 81% of Chinese FDI inflows
to the region” (see ECLAC pp.56). ...“In addition to investment projects, and mergers and
acquisitions, construction contracts with Chinese companies took on increasing importance
in Latin America and the Caribbean. Most of the contracts were in the energy (accounting
for 66% of the contracts’ total value between 2011 and 2016) and transport (16%) sec-
tors. Large hydroelectric projects accounted for the majority (40%) of those contracts (See
ECLAC pp.58)”.

China’s presence in Latin America has been supported by the creation of specific regional
investment funds since 2014. The US$ 20 billion China-LAC Industrial Cooperation In-
vestment Fund (including the Brazil-China Fund) and the US$ 10 billion Special Loan
Program for the China-LAC Infrastructure Project, both administered by the China Deve-
lopment Bank; and the China-LAC Cooperation Fund of between US$ 10 billion and US$
15 billion administered by the Export-Import Bank of China (CLAC Fund).

In terms of the institutional framework , the Forum of China and the Community of Latin
American and Caribbean States (CELAC) was established in Beijing, in January 2015, ha-
ving had its second ministerial meeting in Santiago in January of 2018. During the second
ministerial meeting, China proposed that the Latin American region be part of the Belt and
Road Initiative, launched by President Xi Jinping in 2013.

Latin America’s and the Caribbean’s imports from the United States in 2016 were worth
US$ 267.6 billion, while China’s imports from the US were worth US$ 127 billion in
2017. How could the region better leverage its relationship with the two great powers?
What role for Europe? How has the creation of the Pacific Alliance since 2011 altered the
dynamic of concerted action in Latin America?
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Universidad Nacional Auténoma
de México (UNAM)
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CEBRI Board of Trustees

Chairman
José Pio Borges

Honorary Chairman
Fernando Henrique Cardoso

Vice Chairmen

José Luiz Alquéres

Luiz Felipe de Seixas Corréa
Tomas Zinner

Vice Chairmen Emeriti

Daniel Klabin

José Botafogo Gongalves

Luiz Augusto de Castro Neves
Rafael Benke

Trustees Emeriti

Celso Lafer

Marcos Azambuja

Pedro Malan

Roberto Teixeira da Costa
Rubens Ricupero

Board of Trustees

Aldo Rebelo

André Clark

Anna Jaguaribe

Armando Mariante

Arminio Fraga

Carlos Mariani Bittencourt
Claudio Frischtak

Demétrio Magnoli

Gelson Fonseca Jr.

Henrique Rzezinski

Joaquim Falcao

Jorge Marques de Toledo Camargo
Joseé Alfredo Graca Lima

José Roberto de Castro Neves
Luiz Fernando Furlan

Luiz lldefonso Simdes Lopes
Marcelo de Paiva Abreu

Maria do Carmo (Kati) de Almeida Braga
Renato Galvao Flores Jr.
Roberto Abdenur

Ronaldo Veirano

Sérgio Quintella

Sérgio Amaral

Vitor Hallack

Winston Fritsch



Mantainers

@\acciona (> X 84k 4T &8

BANK OF COMMUNICATIONS BM

= CAMARGO
Brookfield = " CORREA
Incorporagdes \‘:E—
sz )
= ‘.; ;.
eneva equinor Ex¢onMobil
Icalu JETRO
SEGUROS Japan External Trade Organization

Repsol =

Q queiroz galvao

CONSTRUGAO

Sinopec

Q
tecné]
SouzA Cruz comércio & representagoss ltda.
Sponsors ,
Companhia
BMA @ Cspie
Di%mNEEI\ﬂIANN -
e (4 bemarest
[PANEMA MOREIRA
PINHEIRONETO

£ EMBRAER

ADVOGADOS

®: BNDES

Eletrobras

-
FURNAS

‘ !’ * Museu do Amanha ﬁ
Klabin dils

B @ SIEMENS
Bras SANOFI

QD ToTAaL VVALE VINC

GRUPO
LORENTZEN

W veirane



Supporters

Araguaia

Ipanema
4 Investimentos — /

Foreign Members

Diplomatic Members

Ard-Chonsalacht na hEireann | S3o Paulc
Consulate General of Ireland | S3o Paulo
Consulado-Geral da Irlanda | S8o Paulo

Individual Members

Adriano Abdo

Aleksander Medvedovsky
Alvaro Otero

Arminio Fraga

Carlos Eduardo Ernanny
Carlos Leoni de Siqueira
Carlos Mariani Bittencourt
Celso Lafer

Christian Lohbauer
Christiane Aché

Claudine Bichara

Daniel Klabin

Décio Oddone

Eduardo Marinho Christoph
Eduardo Prisco Paraiso Ramos

- *
A ABIQUIM Aeriteo
m ll CASTELLO, MISORELI c°|égioﬁ8andeirantes

e

-_—
MUSICA
BRASILIS

Elliott School of
International Affairs

THE GEORGE WASHINGTON UNIVERSITY

ﬂ Consulado Geral da Noruege

Rio de joneiro

Fernando Bodstein

Fernando Cariola Travassos
Ferndo Bracher

Frederico Axel Lundgren
Henrique Rzezinski

Jacques Scvirer

Jodo Felipe Viegas Figueira de Mello
José Francisco Gouvéa Vieira
Larissa Wachholz

Leonardo Coelho Ribeiro
Manuel Thedim

Marcelo Viera

Marcio Jodo de Andrade Fortes
Marco Antonio Ribeiro Tura
Maria Pia Mussnich

W OKTRI

©  EMPREENDIMENTOS

Mcl ARTY
ASSOCIATES

Steptoe

STEPTOE & JOHNSON LLP

Canada

Mauro Ribeiro Viegas Neto
Paulo Ferracioli

Pedro Brétas

Ricardo Levisky

Roberto Abdenur

Roberto Amadeu Milani
Roberto Guimardes Martins-Costa
Roberto Pereira de Almeida
Roberto Prisco Paraiso Ramos
Roberto Teixeira da Costa
Stelio Marcos Amarante
Tomas Zinner

Vitor Hallack

Winston Fritsch



Project Partners:

A Konrad .
‘ BlD WBANCQDE DESENVOLVIMENTO Adenauer ONU @ﬁy

P AMERICA LATINA / Stiftung meio ambiente

Institutional Partners:

Brasil

AMCHAM CASA DO SABER (> ) (2_

( CONSELHO
. CINDES 2 COLUMBIA UNIVERSITY \)) EMPRESARIAL
l = d Contro de Estudos de IN THE CITY OF NEW YORK BRASIL-CHINA
Integragao e Desenvolvimenta II'I"I'E[)I-[A {I\ﬂ_k%{ﬁy%f‘

FUNDAGADO

—— fundagao -

Sistema —— PEEg -FUNDACAO centro de estudos

FIRJAN | = — == exanore  FUNCEX (} do comércio FERNANDO
A==l DE GUSMAO exterior HENRIOQUE

INFORMA, FORMA, TRANSFORMA. CARDOSO

sensasessnsees

VY FGV  EcavekalDragonomics  “r g i,

= P MINIS
S | I R I RELACOES F\TFRIL)RFS

REAL WORLD. REAL LEARNING




CEBRI®)

BRAZILIAN CENTER FOR
INTERNATIONAL RELATIONS

Since 1998, the leading international relations think tank in Brazil.
Ranked in 2017 the third best think tank in Central and South America
by the Global Go To Think Tank Index, compiled by the Think Tanks and
Civil Societies Program of the University of Pennsylvania.

WHERE WE ARE:

Rua Marqués de Sao Vicente, 336
Gavea, Rio de Janeiro - RJ - Brazil
22451-044

Tel: +55 (21) 2206-4400
cebri@cebri.org.br

o @ G 9 @ www.cebri.org




