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CHINA’S ADVANCE IN LATIN AMERICA AND
THE CARIBBEAN

THURSDAY, SEPTEMBER 10, 2015

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON THE WESTERN HEMISPHERE AND
SUBCOMMITTEE ON ASIA AND THE PACIFIC,
COMMITTEE ON FOREIGN AFFAIRS,
Washington, DC.

The subcommittees met, pursuant to notice, at 2:22 p.m., in room
2172, Rayburn House Office Building, Hon. Jeff Duncan (chairman
of the Subcommittee on the Western Hemisphere) presiding.

Mr. DUNCAN. A quorum being present, the subcommittee will
come to order.

I would now like to recognize myself for an opening statement.

And this is a joint subcommittee hearing between Asia-Pacific
and the Western Hemisphere Subcommittees, and so we will allow
gpening statements from both chairmen as well as ranking mem-

ers.

In 1793, President George Washington warned a young America
that a reputation of weakness could lead us to a loss of America’s
rank among nations and that if we desired a secure peace it must
be known that we are at all times ready for war. Washington also
believed a uniform and well-digested plan was vital to meeting
these objectives.

While the need for strategic planning to pursue a position of
strength and keep the peace finds relevance today, the United
States seems to have forgotten Washington’s counsel. Broken prom-
ises, faded red lines, budget constraints, a lack of support for tradi-
tional allies, and an increasing reliance on tactics rather than
strategy have communicated U.S. weakness to a watching world.

In 2013, Secretary John Kerry affirmed that the era of the Mon-
roe Doctrine is over, effectively putting other countries, such as
China, on notice that the United States would no longer contend
their actions in our neighborhood, the Western Hemisphere.

In contrast to Roosevelt’s policy of the Good Neighbor in 1933,
the U.S. has drifted instead toward benign neglect toward the very
countries that have the greatest potential to impact the daily lives
of the American people—those in Latin America and the Carib-
bean. China has taken notice, and China has stepped up into this
vacuum of leadership.

Today, China is weaving an intricate web of alliances in the
Western Hemisphere through a vast array of diplomatic, economic,
and military ties with multiple countries in the region. Although
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the United States remains the largest trading partner for Latin
America—and I want to emphasize this—China is now the region’s
second-largest trading partner and has free-trade agreements with
Chile, Peru, and Costa Rica.

This year, China hosted the first-ever China-CELAC summit in
Beijing for Latin American and Caribbean nations. This organiza-
tion expressly excludes both Canada and the United States.

Since 2005, China has provided over $100 billion in credit to the
region. Last year, China announced it would give nearly $35 billion
in loans to the region in coming years. And, this year, China prom-
ised its investment in the region would hit $250 billion over the
next 10 years.

These are not just empty assurances. According to the Inter-
American Dialogue, China has provided 16 loans valued at over
$56 billion to Venezuela, 10 loans valued at $22 billion to Brazil,
10 loans valued at $19 billion to Argentina, and 12 loans valued
at almost $11 billion to Ecuador.

In particular, Chinese banks have effectively provided a lifeline
to these governments, whose economic mismanagement and corrup-
tion prevent them from accessing Western institutions. In return,
China receives oil, in the case of both Venezuela and Ecuador. In
addition, China has been buying up land and companies in the re-
gion, investing heavily in infrastructure and ports, as well as gob-
bling up a lot of rare earth minerals.

From 2008 to 2012, the 10 largest Chinese mergers and acquisi-
tions occurred in Brazil and Argentina, and other deals have oc-
curred in Ecuador, Venezuela, and Peru.

Of significant interest are two specific infrastructure projects:
First, a proposed Chinese-funded and Chinese-controlled Nicaragua
Canal, estimated to cost nearly $7 billion, which would rival the
Panama Canal and provide greater access for Chinese ships and
potentially submarines to the waters near U.S. shores. Second, a
Chinese-funded Twin Ocean railroad project connecting Peru and
Brazil would also project greater Chinese influence and presence in
Latin America.

On a more troubling front, Brazil has provided the Chinese with
access to its satellite tracking facilities, which could allow China to
gain a more comprehensive picture of the flight paths of U.S. sat-
ellites.

In addition, Chinese security ties to the region continue to deep-
en, with the Chinese arms sales to Bolivia, Venezuela, Ecuador,
and Argentina. Reportedly, China has even expanded its arms
sales beyond traditional nation-states through providing military-
caliber weapons to non-state actors such as the FARC terrorist or-
ganization in Colombia and drug trafficking organizations in Mex-
ico. This activity has only served to increase the number of weap-
ons in the hands of paramilitary forces and transnational criminal
networks.

It should be of grave concern to all Americans that the Chinese
maintain a military presence in Cuba, specifically Lourdes, Bejucal,
and Santiago de Cuba, all of which were former Soviet-era moni-
toring facilities.

Clearly, China has big plans right here in our own hemisphere.
And what are we doing about it?
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Traditional thinking about China’s engagement in the Western
Hemisphere was that it was largely being done to counter diplo-
matic efforts in Taiwan and the region or as a way of paying for
extractives or buying energy commodities to fuel their ever-expand-
ing economy.

Some have complained that China uses the region as a dumping
ground for goods, such as steel, textiles, footwear, consumer elec-
tronics, and tires, and a visit to the marketplaces of the Caribbean
and South America would seem to confirm some of those sus-
picions.

Chinese companies operating in the region often bring their own
workers, which they have no real effect on economic growth or jobs
in places where they operate, creating a source of friction between
China and the countries in the region.

So, in conclusion, the U.S. cannot continue to simply ignore Chi-
na’s presence in this hemisphere. The U.S. must engage more deep-
ly in a sustained way with countries in the Western Hemisphere.
It should serve as a jarring wake-up call that just a few days ago
five Chinese Navy ships were spotted off the coast of Alaska.

This hearing will be a comprehensive overview of China’s activi-
ties in the Western Hemisphere and consider how the U.S. can bet-
ter balance those actions with more effective engagement in the re-
gion. So I look forward to hearing from today’s expert witnesses.

And, with that, I will turn to the ranking member, Mr. Sires
from New dJersey, for any opening statement he may have. And
then I will come to the gentleman from Arizona.

So, Mr. Sires, you are recognized.

Mr. SireS. Thank you, Mr. Chairman.

Good afternoon. Thank you to our witnesses for being here today.

Today, we are examining China’s continuing effort to assert in-
fluence in Latin America and in the Caribbean.

Over the past decade, China’s engagement with Latin America
has grown significantly, both economically and diplomatically. Chi-
nese leaders have made several trips throughout the region, includ-
ing Argentina, Brazil, Venezuela, Colombia, and Cuba.

Their engagement comes, by the way, with foreign direct invest-
ment, loans, and increased economic ties. Specifically, they have
pledged $250 billion in investment in the region over the next 10
years. China’s interest in the region is a result of their constant
search for new markets to procure natural resources such as var-
ious oils and minerals and agricultural products to feed their do-
mestic needs. Over the past 12 years, trade between Latin America
and China has grown from $17 billion to $262 billion. By many es-
timates, China is the third-largest source of foreign direct invest-
ment in Latin America and the Caribbean.

While this can mean greater investment for an emerging Latin
American economy and a boost in trade with the region, there are
also pitfalls. Chinese investments come with baggage—with the
baggage of dubious funding, environmental disregard, and poor
labor and health conditions for workers.

Proposed agreements like the $50 billion, 172-mile canal in Nica-
ragua risk displacing indigenous communities, destroying ecological
preserves, and isn’t guaranteed to be completed. Mines and fac-
tories run by Chinese companies have reported dangerous working



4

conditions, where laborers are overworked, mistreated, and con-
stantly operating in unsafe environments.

For too many years, the United States has focused on other parts
of the world, which has led to neglect our own neighborhood. While
many have viewed China’s increasing engagement in the region as
a positive contributor to the region’s economic growth, we must re-
main vigilant of what the long-term consequences might be and re-
affirm our own commitment to the region. If China wants to con-
tinue to engage our neighbors, we must insist that they comply
with international labor, health, and environmental standards.

I look forward to hearing from our panelists.

And thank you.

Mr. DUNCAN. Mr. Salmon, the former chairman of the Western
Hemisphere Subcommittee in the last Congress, now-chairman of
the Asia-Pacific Subcommittee, he is recognized for 5 minutes.

Mr. SALMON. I am a lot of former things, and I am not going to
admit to them all today.

But I would like to thank my good friend Chairman Duncan for
convening this joint hearing with me today on China’s presence
and influence in Latin America and the Caribbean, what I believe
to be an understudied yet strategically important trend. I am glad
we have a distinguished panel here today to help shed light on this
very important issue. We are here today to examine the extent of
Chinese political, economic, and military influence in the region, as
well as how that may affect U.S. strategic interests.

China’s bilateral trade with this hemisphere grew from $15 bil-
lion in 2001 to $288.9 billion in 2013. These numbers are stag-
gering and indicative of China’s dedication to bolstering its pres-
ence in the region.

This January, China pledged to invest $250 billion in Latin
America over the next 10 years, serving China’s strategic interests
of securing access to energy, agriculture, and consumer markets
and serving developing Latin American countries’ needs for infra-
structure development and technological innovation.

While China’s presence in Latin America and the Caribbean has
been largely limited to trade and investment, there is a movement
toward greater military relationships. Nuclear cooperation, shared
space assets, and arms sales not only provide China with economic
and military leverage in the region but also may expand China’s
ability to mitigate one of our major advantages: Our relative geo-
graphic isolation.

China will continue to allege that it has no foreign bases, mean-
ing that their military posture is inherently defensive. But China’s
non-explicitly military partnerships with countries in strategic geo-
graphic locations like Brazil to share space and satellite assets for
Earth observation may raise some eyebrows. “No foreign bases”
does not mean “no foreign presence,” and we should be wary of any
EOt%ntial military implications of Chinese presence in our neighbor-

ood.

In lending billions of dollars to service legitimate needs in devel-
oping countries in the Western Hemisphere, China has secured not
only lucrative contracts but also diplomatic support. In the 1970s
and the 1980s, China made similar inroads in economic assistance
to Africa, propelled by the mutual benefit of resources for China
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and development of African nations. Today, Chinese infrastructure
has expanded throughout the continent, and its presence there
dominates.

China’s involvement in Africa has also marked many African na-
tions’ turn-away from formally recognizing Taiwan. In the Western
Hemisphere, we currently have 12 states out of 22 total that have
formal diplomatic relations with Taiwan, including Nicaragua,
Paraguay, and Haiti. Consider China’s political benefits from
stronger relations with Latin America and the Caribbean countries
and what that would mean for the recognition of Taiwan. I am
wary of whether China leverages its economic and political sway to
further isolate Taiwan.

China’s growing economic, trade, military, and diplomatic rela-
tionships with countries in Latin America and the Caribbean cer-
tainly have implications for U.S. foreign engagement in the region.
We welcome China’s presence in the region and hope that they will
yield mutual benefit for all countries involved. However, we hope
this does not come at the expense of the rule of law and good gov-
ernance and further entrenching inequality, corruption, illicit com-
merce, and violence.

As the United States continues to look eastward toward Asia, a
vital part of our strategic economic future, we must not forget the
relationship with our closest neighbors. I look forward to the hear-
ing today about China’s strategy within the Western Hemisphere
and how we can more effectively manage our presence and our
strategy and balance our relationship with our neighbors in the re-
gion and China.

Thanks a lot, and I yield back my time.

Mr. DUNCAN. Thank you, Chairman Salmon, for your great lead-
ership and work on these issues in both hemispheres. And it is so
important to the American people, so I appreciate that.

Before I recognize you, the bio for each of the witnesses was pro-
vided beforehand; I am not going to read that.

You have a lighting system in front of you. We are going to try
to maintain a 5-minute rule. If you will, when it gets to yellow, just
start trying to wrap up. When it gets to red, we are going to allow
a little leeway, but we are going to move on.

So I will go ahead and recognize Dr. Ellis first for 5 minutes.
And thank you for being here.

STATEMENT OF EVAN ELLIS, PH.D., AUTHOR, CHINA ON THE
GROUND IN LATIN AMERICA

Mr. ELLIS. Thank you very much, Chairman Duncan, Chairman
Salmon, Ranking Member Sires, distinguished committee members.
Thank you very much for the opportunity to share my analysis
with you today. I will summarize my written remarks for the com-
mittee.

Chinese engagement with Latin America, while producing some
benefits for some actors in the region, is generating negative con-
sequences, and not only for the region but also for the strategic po-
sition of the United States. Moreover, these consequences are
evolving but not abating with China’s current economic decelera-
tion.
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PRC trade with the hemisphere today is 20 times greater than
it was in 2001, with China primarily purchasing low-value-added
commodities while selling higher-value-added manufactured prod-
ucts and services. China has also loaned more than $119 billion to
the region since 2005, with approximately three-quarters going to
Argentina and the regimes of ALBA.

The physical presence of Chinese companies in the region has
taken off in the last 5 years, particularly in mining and petroleum,
construction, manufacturing, telecommunications, logistics, and
banking. This presence has given China a greater stake in the in-
ternal affairs of the countries in which they operate.

With Taiwan, the PRC has generally honored its 2008 informal
agreement not to woo countries, recognizing the others to change
their diplomatic position. Yet leaders of countries recognizing Tai-
wan has regularly expressed interest in establishing relations with
the PRC. Thus, if current Taiwan-ROC rapprochement breaks
down, I believe that the PRC could rapidly eliminate the remaining
basis of ROC diplomatic legitimacy in the hemisphere.

I see the near-term objectives of the PRC in the hemisphere as
principally economic, yet no less impactful for the U.S. and the re-
gion. Primary products: Food stuffs, markets, and technology.

China’s President Xi has clearly engaged the hemisphere more
boldly than his predecessors, including important trips in May
2013 and July 2014. The latter included the first China-CELAC
summit and, indeed, as Chairman Duncan pointed out, an impor-
tant Chinese choice to frame its multilateral engagement with the
hemisphere around an institution that excludes the United States
and Canada.

The current deceleration of the Chinese economy is likely to de-
crease PRC commodity investments and the value of commodity
imports but will also likely expand Chinese efforts to sell its goods
and services to the region and to pursue more loan-backed infra-
structure projects, increasing tensions in an already-troubled rela-
tionship.

I am concerned that the PRC engagement is indirectly under-
mining democracy and good governance in the region, as loans to
populist regimes weaken the accountability of their leaders to citi-
zens and institutions and facilitate corruption.

In addition, PRC military activities in the Western Hemisphere,
as acknowledged, are significant and growing. Chinese defense con-
glomerates, such as Norinco, are selling increasingly capable mili-
tary goods to an ever-broader array of clients. In addition to the
well-known sales to Venezuela, Ecuador, and Bolivia, the Peruvian
Army just last month received 27 Chinese artillery vehicles, while
Argentina plans to purchase Chinese ocean patrol vessels and ar-
mored personnel carriers, among other items.

Chinese military personnel attend courses in Colombia’s
Tolemaida military base and at Brazil’s Jungle Warfare School in
Manaus. The PLA has progressed from participation in multilateral
forces, such as MINUSTAH in Haiti, to bilateral engagements, in-
cluding a November 2010 medical exercise with Peru and the De-
cember 2011 deployment of its hospital ship, Peace Ark, to the Car-
ibbean. In October 2013, for the first time, Chinese warships con-
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ducted combat exercises in the region, including engagements with
Chile, Argentina, and Brazil.

My recommendations to the committee respectfully include:
Number one, working with our regional partners to strengthen
their government institutions for engaging with the PRC so that all
get a fair and constructive deal; two, ratifying an effective trans-
pacific partnership open to China in the future is one step in con-
structing a multilateral rule-of-law-based regime across the Pacific;
three, facilitating ties between the Western Hemisphere and Asian
partners who share our values, including Japan, South Korea, Aus-
tralia, and India; four, expanding theater security cooperation to
bolster the U.S. position as partner of choice in the region; five,
prioritizing a functional inter-American system in which the OAS
and not CELAC or UNASUR is the multilateral vehicle to engage
China and resolve regional security issues; six, articulating a clear-
er vision of what the U.S. stands for in the hemisphere and why
the U.S. approach best advances broad-based development, pros-
perity, and human dignity.

Respectfully, the U.S. cannot and should not block China-Latin
American engagement, but we must, I feel, work to ensure that it
is consistent with our own security, while advancing the wellbeing
of those with whom we share this hemisphere.

Thank you very much for your time.

[The prepared statement of Mr. Ellis follows:]
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Chairman Duncan, Chairman Salmon, ranking member Sires, ranking member
Sherman, distinguished committee members, thank you for the opportunity to share my
views with you today regarding the activities of the People’s Republic of China (PRC) in

the Western Hemisphere.

While | am a Research Professor at the U.S. Army War College Strategic Studies
Institute, | am here today in my personal capacity and, as such, these views are my own
and do not represent the position of the Army War College, the U.S. Army, or the

Department of Defense.



Overview

The expanding engagement by the PRC with the Western Hemisphere during the past
decade is well known, if often mis-characterized. Such engagement is primarily, but not
exclusively, economic in nature, and under the right circumstances, could advance the
development, prosperity, and even security of the region. Yet while producing some
benefits for some actors, Chinese engagement with the region is also generating
significant negative consequences, and is undermining the strategic position of the U.S_,
in the Western Hemisphere. My remarks are focused on those challenges, and the
ways that the U.S. government can work with our Latin American and Caribbean
partners to address them.

From the acceptance of the PRC into the World Trade Organization in 2001, until
present, PRC bilateral trade with the hemisphere grew by a factor of almost twenty,
from $15 billion in 2001 to $288.9 billion in 2013, with China primarily purchasing low
value added commodities from the region, such as iron, copper, and soybeans, and in
return, selling it a broad array of manufactured products and services, including not only
textiles, shoes, and toys, but also higher value-added consumer appliances, cars,
tractors, telecommunication equipment, infrastructure projects, military goods, and even

space launch services.

Although some commodity exporters such as Chile, Brazil, Peru, and Venezuela have
run trade surpluses with the PRC, the overall balance of trade with the region has
increasingly tilted in China’s favor,? with economic problems in the PRC, and globally,
decreasing the value of Latin American commodity exports to China, while PRC-based
companies with ever more capable products and services, and growing capabilities for
doing business in the region, increasingly penetrate its markets,® and displace its

exports from third markets such as the United States.”

The expansion of Chinese trade with Latin America also coincided with a significant
growth of Chinese loans to the region, particularly to the nations of ALBA, Argentina,
and the Caribbean. Between 2005 and 2013, leading Chinese financial institutions

loaned $119 billion to the region, far more than the corresponding total from the

a
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International Monetary Fund and the World Bank® Of these funds, almost three-
quarters went to Argentina, Venezuela and Ecuador, supporting efforts by relatively
anti-U.S. regimes in those countries to divorce themselves from Western governments
and financial institutions. An important portion of these loans also went for projects in
the Caribbean, whose small bureaucracies and troubled economies made them willing
to accept the government-to-government deals and the use of a principally Chinese
labor force to execute the infrastructure projects paid for by those loans.

Beginning in approximately 2010, Chinese engagement with the region also shifted from
one dominated principally by trade, to one in which Chinese companies operated on the
ground in the region, in select sectors such as mining and petroleum, agriculture,

construction, manufacturing, telecommunication, logistics and banking.6

The PRC has been relatively open about what it seeks in the region. In January 2015,
during the ministerial level summit between the PRC and the Community of Latin
American and Caribbean States (CELAC), China advanced a ‘roadmap” for its
relationship with the region, highlighting six “fields” as cooperation priorities, consistent
with its activities in the region to date: energy and resources, infrastructure construction,
agriculture, manufacturing, scientific and technological innovation, and information

technologies.””

Yet the PRC and its companies have also frequently been less than transparent in
pursuing those objectives. Moreover, it is not clear that the PRC believes that its pursuit
of economic objectives in Latin America and the Caribbean is best supported by a
region with strong regulatory institutions, competitive public procurement, and a close
relationship with the United States.®

To some degree, the sectoral concentration of Chinese initiatives in Latin America and
the Caribbean resembles that in Africa, characterized by proposed large-scale
infrastructure projects which would facilitate PRC access to the region’s resources and
markets. Prominent examples of the PRC approach in the Western Hemisphere include

both projects openly embraced by the Chinese government, such as a proposed

K
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railroad link from Bayovar, Peru to Agu, Brazil, as well as projects more nebulously tied
to the Chinese government, such as the Nicaragua Canal.

China’s new physical presence “on the ground,” in the region has given Chinese
companies and their government a vastly expanded stake in the internal dynamics of
the countries where they operate, as they have dealt with local governments on issues
from bids for public projects, to expropriating land, to receiving environmental approvals

for construction projects, to favorable treatment on taxation issues.

Beyond governments, the new physical presence of Chinese companies in the region
has forced them to engage with local labor forces, contractors, communities,
competitors, social groups, and others impacted by their projects.

The Chinese physical presence in the region has also raised the issue of ensuring
security for Chinese operations and personnel. Violence against Chinese-operated oil
fields in Tarapoa’ and Orellana' Ecuador in 2006 and 2007-2009, against the Colquiri
mine in Potosi, Bolivia in 2012,'! against the Patuca Ill dam project in Honduras in
2013,'? and in Caquetd, Colombia in 2011, to include the kidnapping of three Chinese
oil workers, " are prominent examples, raising questions for the Chinese regarding use
of private security, and possibly expanded security relationships in the region, in order

to protect Chinese interests.

Particularly in the Caribbean basin, increased commerce, illegal migration, and workers
brought in for construction projects have also expanded Chinese populations in the
region, and has generated frictions with non-Chinese communities, including in violence

1," in Buenos

against Chinese in Papitam and Maripaston (Suriname) in 2009 and 201
Aires in 2013, and significant protests against Chinese shopkeepers, in Santo Domingo

in July 2013."

An ever-more powerful and confident PRC has become increasingly assertive in
advocating for the protection of overseas Chinese.'® When Jamaican Prime Minister
Portia Simpson-Miller visited the PRC in August 2013, for example, Chinese premier Li
Kegiang placed the issue of criminal violence against Chinese Jamaicans on the table,
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obligating Simpson-Miller to implement a special program of police protection for the
Chinese community."”

With respect to Republic of China (ROC), the PRC appears to have generally honored
its informal 2008 agreement with the Taiwanese government of Ma Ying-jeou to
suspend efforts to suspend efforts to change the diplomatic posture of Latin American
and Caribbean governments with respect to diplomatic recognition of the PRC vice the
ROC.

Yet virtually all diplomatic communiques between the PRC and the governments of the
region that recognize it include language reaffirming support for the “one china” policy,
and for the PRC position on Tibet."®

Moreover, presidents of Latin American countries which do not recognize the PRC,
including Fernando Lugo,'® Ricardo Martinelli,?® Porfirio Lobo,?! and Mauricio Funes®

among others, have regularly, if unofficially, expressed interest in recognizing the PRC.

Beyond political leaders, PRC-based companies such as Sinohydro in Honduras, and
the Chinese international trade promotion office (CCPIT), have been increasingly active
in countries recognizing the ROC, suggesting that, were the “diplomatic truce” between
the ROC and the PRC to break down, the PRC could rapidly put the remnants of

Taiwan’s diplomatic legitimacy in the Western Hemisphere in jeopardy.

China’s Approach in the Hemisphere

China’s President Xi Jinping has engaged the hemisphere in a far bolder fashion than
his predecessor Hu Jintao. In his first trip to the region, in May 2013, just two months
after assuming the Presidency, Xi visited three countries in the region, all in close

proximity to the United States: Costa Rica, Trinidad and Tobago, and Mexico.

President Xi's next trip to the region, in July 2014, was even more symbolically
challenging to the United States, focusing exclusively on countries with the U.S. has
had difficult relations: Cuba, Venezuela, Brazil, and Argentina. The trip further included
two strategically significant multilateral engagements: the sixth meeting of the BRICS in

&3]
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Fortaleza, Brazil, and the first summit of the China-CELAC forum, which demonstrated
the PRC’s posture of framing its multilateral engagement with the hemisphere with
institutions that exclude the United States.

In addition to these two trips, President Hu has also conducted significant interactions
with the Presidents of Brazil, Chile, and Mexico on the sidelines of the November 2014
Asia-Pacific Economic Cooperation forum leadership summit in Beijing, and hosted a

second, ministerial level forum with the CELAC countries in Beijing, in January 2015.

Beyond President Xi, significant Chinese engagement with the region has also included

the trip two months ago by Primer Li Kegiang to Brazil, Colombia, Peru and Chile. %

In general, the PRC has adopted a pragmatic, materialistic, politically agnostic approach
in pursuit of its objectives in the region. It has focused on bilateral engagements built
around loans and investment projects by Chinese companies, complimented by trade
agreements, memorandums of understanding, or administrative certifications which
“grant access” to the Chinese market for select categories of merchandise, frequently
agricultural goods.

Particularly in the ALBA regimes, and in the smaller states of the Caribbean, the
Chinese have also advanced their strategic commercial interests through loan funds,
tied to infrastructure projects and product purchases from Chinese companies. In
Venezuela and Ecuador, Chinese “loans-for-oil” deals have used linked contracts, on
one hand to extend credit (often in RMB), through Chinese banks, for goods and
services from PRC-based companies, from the purchase of Haier consumer appliances,
2 to the construction of hydroelectric facilities®® and railroad lines.® Repayment of such
loans is achieved through the delivery of oil, generally from fields under Chinese control,
thus mitigating the risk of providing funds to the high political risk countries in which they

are focused.

In the smaller countries of the Caribbean, the Chinese have established “loan funds”
such as the Jamaica Development Infrastructure Program.27 Such funds turn the tables

on established public procurement procedures, to China’s advantage: While continuing
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to adhere to local public procurement rules to some degree, the Chinese establish a
pool of money, to which the host government comes to the Chinese, with the
requirement that such projects must be done primarily by Chinese companies and

workers.

China has also applied the “loan fund” concept at the regional level, including a $3
billion fund for projects across the Caribbean,® as well as a $35 billion fund for Latin

America as a whole,® yet to date, such funds have been little utilized.

PRC Objectives toward Latin America and the Caribbean

The near-term strategic objectives of the PRC in the Western Hemisphere are
consistent with those in other parts of the world: (1) securing reliable access to primary
products, such as petroleum and minerals necessary to sustain Chinese industrial
production, capital formation, and urbanization, (2) reliable access to agricultural goods,
particularly animal feeds such as soy and fishmeal, to produce the food to meet the
needs of China's 1.35 billion people, (3) reliable access to markets, as Chinese
companies expand their capabilities in strategic, high value added sectors such as
motor vehicles, electronics, telecommunications, aerospace and defense, construction,
finance, and logistics, and (4) access to technology, often through commercial
partnerships, to support advances in the aforementioned sectors, and indirectly, an

economically diverse, prosperous, and powerful Chinese state.®

The fact that such objectives are principally economic does not lessen the challenges
that they present for Latin America and the Caribbean, the position of the U.S. in the
region, or U.S. efforts to advance an agenda of democracy, human rights, market-

oriented economies, and good governance.

Impact of PRC Engagement on U.S. and Regional Interests

While Chinese loans, purchases of Latin American primary products and foodstuffs,
investments, and sales of products and services benefit a limited number of sectors and

economic interests, they also indirectly contribute to inequality, corruption, violence, and
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environmental problems, while undermining democracy and the rule of law in the
region.”

With respect to economic impacts, Chinese imports from the region concentrate
primarily on extractive industries and agricultural goods, acquired at their lowest
passible point on the value added chain (for example, the acquisition of soybeans rather
than soil oll, iron ore, rather than steel or cars, and crude petroleum, rather than refined
products).32 In addition to the Chinese purchasing strategy, the concentration of
Chinese investment and loans in these same primary product sectors, to include
investments in, and loans for the infrastructure projects that facilitate resource extraction
and market access, reinforces the region’s concentration on low-value-added extractive

activities.®

Reciprocally, Chinese exports to the region facus on higher value added consumer and
intermediate goods, competing with and adversely affecting similar industries in Latin
America and the Caribbean in both domestic markets, as well as in third markets such
as the United States.

The current slowing of the PRC economy promises to make such tendencies even more
painful for the region, with lower Chinese commodity demand decreasing the net value
to the region of Chinese commodity purchases, while weakness in Chinese domestic
markets for consumer products and construction projects is likely to push Chinese
banks and companies even more aggressively into Latin America and other parts of the

world, in search of opportunities.

Expanded commerce between the PRC and Latin America and the Caribbean also
multiplies opportunities for trans-pacific organized crime, including contraband goods
and other illicit flows.>* As illustrated by the network exposed during the February 2014
arrest of Mexican narcotraffickers “El Chapa” Guzman, the PRC and India are the two
principal sources for precursor chemicals for drugs such as methamphetamines,
produced in Latin America for export to the US market.® Reciprocally, Chinese
companies are key purchasers of metals illicitly extracted from the region as scrap and

through informal mining, in places like Michoacéan, Mexico, and Madre de Dios, Peru.®
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Chinese companies have also been implicated in the supply of arms to the Latin
American black market, including the March 2015 detention in Cartagena, by Colombian
authorities, of a ship traveling from the PRC to Cuba, carrying a large, concealed stash
of black powder and other military goods,®"and the illicit purchase of 4,000 small arms
from the Chinese arms company NORINCO by Colombian narcotrafficker Javier
Antonio Calle Serna, using the forged signature of then Colombian Commander and
Chief General Freddy Padilla.®

The expansion of the Chinese business and financial presence in Latin America and the
Caribbean has also proliferated opportunities for trans-Pacific money laundering. While
the payment of fines by HSBC for laundering money for Mexico’s Sinaloa Drug Cartel is
the best known case,® anecdotal reports have emerged of the Brazilian gang First
Capital Command,*® and other Latin American criminal organizations, using Chinese

banks and businesses for their laundering operations.

Trans-pacific criminal ties are an emerging threat which are likely to expand in coming
years with emerging PRC-Latin America commerce, particularly since overwhelmed
Latin American and Caribbean police forces lack the language skills and technical
contacts in the PRC to effectively investigate cases and combat groups with trans-
pacific ties.*'

Beyond such adverse effects, PRC engagement in the region is also undermining
democracy and good governance, as well as the Organization of American States
(OAS)-led Interamerican system, through Chinese loans, investments, and commodity
purchases that sustain the lives of populist regimes, and with them, their questionable
adherence to norms of democracy, respect for private property and the rule of law, as
well as their efforts (in conjunction with regional powers such as Brazil), to replace the
inter-American system with structures such as UNASUR and CELAC, which exclude the
US and Canada from a voice in the hemisphere.

According to the most authoritative academic database on Chinese loans to the region,
75% of the $119 billion that Chinese banks have provided to the region between 2005
and 2019 went to the nations of ALBA and Argentina.42
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As an example of how China's resources has helped to extend the life of populist
governments, the PRC provided $4 billion to Venezuela prior to the October 2012
presidential election,*® allowing its “Bolivarian Socialist” government to expand spending
to increase electoral performance. The Ecuadoran government received a commitment
for a $1.4 billion loan three months prior to the March 2013 election, and although the
money was technically not disbursed until after that election, Ecuador’s anticipation of
the funds arguably enabled its government to more freely use other funds during the
campaign.** Similarly, the $7.5 billion in new Chinese loan commitments to Ecuador
made in January 2015 helps the country to cover a serious 2015 and 2016 budget
shortfalls® brought about by sustained low international petroleum prices.

Most recently, the PRC has committed to provide $10 billion in new funds to Venezuela.
The money includes a $5 billion loan through the Heavy Investment Fund, which is likely
to be delivered in the October-November timeframe,* as well as a separate $5 billion
loan, agreed to during President Maduro's state visit to the PRC last week, which will be
used to help expand petroleum production in cilfields controlled by the Chinese. Both
will thus be available to the embattled Maduro government during the run-up to the

December 6™ mid-term elections in that country.

Aside from their direct political benefits, in both the ALBA regimes and in other
recipients of Chinese loans and investment, these resources have arguably undercut
the leverage of Western governments and institutions such as the Interamerican
Development Bank and World Bank, in advancing transparency, rule of law, and

market-based lending practices.

China’s willing to pour capital into Argentina and the countries of ALBA has created the
illusion for their leaders that they can ignore long-established norms regarding the
treatment of international creditors and investors by turning to Chinese loans,
investments, and revenue streams. Moreover, by facilitating access to funds with fewer
overt requirements for Western-style transparency and accountability, Chinese
resources have arguably weakened the accountability of populist leaders to their
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populations and institutions, and have facilitated the growth of corruption and poor

governance in the region.

In addition, by extending the political and financial viability of these regimes, Chinese
resources have indirectly facilitated their hosting of other extra-hemispheric actors with
a far more openly adversarial posture toward the US, allowing Venezuela, for example,
to bring Iranian “Qods” paramilitary forces into the region,48 or supporting the solvency
of anti-U.S. regimes with which Russia could negotiate to secure access for its military
aircraft and warships to airfields in ports in the region, and possibly even intelligence
gathering facilities, such as the re-opening Russia’s US-oriented intelligence gathering

facility in Lourdes, Cuba.*

PRC activities in strategically important sectors such as telecommunications and space
also raise concerns for the U.S. and the region, particularly due to the concentration of
such activities in the ALBA regimes, Argentina, and Brazil, with whom diplomatic

relations have been strained.

To date, the PRC has developed and launched two satellites for Venezuela and one for
Bolivia, and has co-developed and launched four satellites for Brazil under the CBERS
program.*® Follow-on satellites for Brazil,*' Bolivia,> and Venezuela® are reportedly in
the works, as well as the development and launch of Nicaragua's first satellite by the
Chinese defense communications company Xinwei,® whose principal shareholder,
Wang Jing, is the Chinese billionaire behind the Nicaragua Canal project.

The PRC has also has constructed a space communications facility in Neuquén,
Argentina, which has generated concern in the region due to the secrecy surrounding
the enabling agreement between the PRC and the Argentine government, and the
limited access of Argentines to the PRC-operated facility, despite being located on

Argentine territory.55

PRC Military Activities in the Hemisphere

The PRC has also expanded its military activities in Latin America and the Caribbean to

a far greater extent than is commonly recognized, with potentially adverse impacts on
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the strategic position of the U.S. in the hemisphere as both a partner of choice, and in a
possible future conflict with the PRC.

Just as PRC-based manufacturers are moving up the value added chain into sectors
such as autos, heavy equipment, and electronics, Chinese defense companies are also
selling increasingly capable military goods to an ever-broader array of clients in Latin
America and the Caribbean. Particularly in the last decade, defense sales and gifts by
Chinese companies in Latin America and the Caribbean have expanded from clothing
and small arms, to advanced weapons systems such as fighter aircraft, radars, armored
combat vehicles, and military ships. The client base for the Chinese defense industry in
Latin America and the Caribbean has similarly expanded beyond Venezuela, to include

sales to Bolivia, Ecuador, Trinidad and Tobago, Peru and Argentina, among others.®

Just last month, the Peruvian army took delivery on the first 27 of an order for 40 Type
90B 122mm Chinese multiple launch rocket vehicles,” in addition to previously
acquired Chinese Beiben, Dong Feng, and Shaanxi military trucks, munitions, and a
failed 2010 deal to acquire Chinese MBT-200 tanks.®

The most significant recent PRC advance in military sales to the region, to date, is a
commitment, made by the Argentine government in February 2015, to purchase 110
Chinese VN-1 8x8 armored personnel carriers, five 1,800-ton P-18A Malvinas-class
ocean patrol vessels (OPVs), and 14 Chengdu Aircraft Corporation (CAC) FC-1 or JF-
17 multi-role fighters,® although the Argentine military appears to be backing away from

the fighter acquisition.®®

The sale of P-18 OPVs represents a significant advance by Chinese military
shipbuilders into the Western hemisphere, building on the groundbreaking 2014

agreement for the delivery of one such ship to Trinidad and Tobago.m

Expanding PRC military activities in the region also include training and professional
military education (PME).

Members of the Chinese People’s Liberation Army (PLA) have, on multiple occasions,
received instruction at Colombia’s Tolemaida military base, not far from U.S. forces.

12
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The PLA similarly sends officers to Brazil's renowned jungle warfare school in Manaus,

among other facilities.

With respect to PME, virtually all of the countries in the region which diplomatically
recognize the PRC send personnel to courses at the Institute of Defense Studies, part
of China’s National Defense University in Champing. Some Latin American militaries
also sending personnel to Chinese command and to general staff courses in and

around Nanjing, Shijiazhuang, and elsewhere in the PRC.%

At the tactical level, Latin American military personnel regularly attend courses in the
PRC for the operation and maintenance of the aircraft, vehicles, radars, and other
weapons systems that the PRC sells to their militaries.® In the space sector, key
Venezuelan and Bolivian government management and technical personnel have been
trained in the PRC, as part of the collaboration through which the PRC built and
launched satellites for their governments, and helped to construct supporting ground
control facilities.®

The Chinese military is also conducting an increasingly broad array of operations in the
Western Hemisphere. The PLA has progressed from participation in muttilateral
humanitarian operations, maintaining a contingent of military police in the MINUSTAH
peacekeeping force in Haiti from 2004 through 2012, to increasingly sophisticated
bilateral engagements. These include an earthquake response exercise, held with Peru
in November 2010,% as well as the deployment of the PRC haspital ship, Peace Ark, to
the Caribbean in December 2011.%° Plans are reportedly in place for the Peace Arc to

return to the region before the end of 2016.

In addition to such humanitarian activities, in October 2013, during the impasse over the
U.S. federal budget, a Chinese naval flotilla with two guided missile frigates crossed the
Pacific and conducted combat exercises with the Chilean armed forces,67 and

subsequently, with those of Argentina and Brazil.%®

While the PLA has not yet openly pursued access to ports, airfields, or bases, or

otherwise sought to establish a persistent military presence in the region, its military
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activities in, and goals toward Latin America and the Caribbean are expanding. Indeed,
the official PRC defense strategy white paper, released in May 2015, specifies
safeguarding China’'s overseas interests, and international security cooperation as
“strategic tasks” of the nation’s armed forces.*®

Recommendations

The United States must not transform compstition with the PRC in the Western
Hemisphere into enmity. Yet it cannot turn a blind eye to the impacts of Chinese
engagement on the region, and on the U.S. strategic position therein, even if short-term
PRC intentions appear mostly benign. The security of the United States is bound to
Latin America and the Caribbean through ties of geography, commerce, and family. As
such, | respectfully submit that we have a responsibility to our citizens, and to our
partners in the hemisphere, to ensure that the region’s engagement with extra-
hemispheric actors such as the PRC is consistent with U.S. objectives of democracy,
development, and good governance there, and of course, the security of the U.S.
homeland.

There are a number of steps that the U.S. can take in the near-to-mid-term, with the
support of this Congress, to address the challenge of China’s expanding presence in

the hemisphere.

First, while the United States should not inhibit the nations of the region from
maintaining political, economic, and military relations with whom they wish, it can and
should help them to obtain the maximum possible benefit from their engagement with
the PRC, while avoiding potential pitfalls and negative consequences. Doing so
involves supporting and helping to strengthen Latin American and Caribbean institutions
dealing with the PRC, including the strengthening of relevant legal frameworks,

planning, analysis and negotiating capabilities in the region.

Second, the U.S. must work with its partners in both Asia and Latin America to support
a trans-Pacific regime that is governed by the rule of law, and in which all nations,
including the PRC, have the opportunity to reap the benefits of their governmental and

private sector initiatives. To this end, it is important that Congress support the

14
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completion and ratification of an effective Trans Pacific Partnership (TPP), and in the
future, expansion of the TPP to accommodate participation by the PRC therein, in
recognition of China’s role as a key player in the Pacific community.

Beyond the TPP, the U.S. government can also do more to actively promote ties
between partners in the hemisphere, and counterpart governments across the Pacific
which share U.S. values and strategic interests, including (but not limited to), Japan,
South Korea, Australia, and India. Possible facilitating mechanisms include
scholarships in U.S. universities for Asian students developing skills for doing business
with Latin America, and Latin students similarly seeking to do business in Asia. The
U.S. can similarly expand programs to promote connections between Latin American
businessmen and those in select Asian countries sharing our values, with through U.S.

government-sponsored forums.

With respect to the military, PRC activities in the hemisphere should be carefully
monitored, albeit not necessarily opposed; under the appropriate legal framework and
conditions of transparency, Chinese military goods and assistance may help the
governments of Latin America and the Caribbean to combat the grave problems of
organized crime and delinquency that the region faces. Nonetheless, it is important that
the U.S. closely monitor such Chinese activities, even while it insists on their
transparency. Concurrently, it is important that the U.S. expand and strengthen its own
theater security cooperation, including funding spaces in U.S. institutions for
professional military education and training, to help ensure the continuing U.S. position

as security partner of choice for the region.

Beyond monitoring Chinese activities and expanding U.S. theater security cooperation,
those responsible for future planning in NORTHCOM, SOUTHCOM, and other relevant
U.S. government organizations, should regularly, and thoroughly evaluate how, in the
event of a major conflict, actors such as the PRC could leverage commercial assets and
political and military relationships in the Western Hemisphere, to act against the U.S. in
the region.
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It is also important that the U.S. give more strategic priority to ensuring the functionality
of an Interamerican system in which all states in the hemisphere, including the U.S.,
have a voice, so that the Western Hemisphere can engage the PRC and other extra-
regional actors from a position of strength, within a framework of democracy, effective
institutions, and the rule of law. The U.S. must make clear to the PRC and other extra-
hemispheric actors that privileging CELAC or other multilateral institutions that

deliberately exclude the United States and Canada, will be regarded as a hostile act.

Finally, this government must do more to advance a vision of what it stands for, and
why the U.S. approach, if not always perfect, is the hemisphere’s best bet to advance
development, prosperity, and human dignity. In the words of the 2015 Quadrennial
Diplomacy and Development Review (QDDR), “America is strongest when our
optimism, integrity, ideals and innovation are a model for the world.”™ The U.S. vision
should include, but not be limited to, four pillars: democracy, human rights, the rule of

law, and freedom from corruption.

While the United States must always be respectful of the sovereignty and individual
situations of the governments in the region, it cannot, and should not engage with the
PRC in a value-free competition promising material benefits to win the loyalty of those
currently in power. Indeed as the Chinese have already learned in Venezuela and
Guyana, governments that provide access for benefits today, may not be in power
tomorrow, and the governments that follow them may not look positively on
particularistic, unjust, or unconstitutional deals that their predecessors have made with

stronger states, be it the Chinese, the United States, or others.

The U.S. cannot exclude China from the hemisphere, but we can work respectfully to
ensure that engagement advances the well-being of those with whom we share this

hemisphere, within the framework of democracy, human rights, and the rule of law.
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Mr. DUNCAN. Okay. Is it “Dussel Peters” or just “Peters”?

Mr. DusSeL PETERS. “Dussel Peters.”

Mr. DuNcAN. All right. Dr. Dussel Peters is recognized for 5 min-
utes.

STATEMENT OF ENRIQUE DUSSEL PETERS, PH.D., DIRECTOR,
CENTER FOR CHINESE-MEXICAN STUDIES, SCHOOL OF ECO-
NOMICS, NATIONAL AUTONOMOUS UNIVERSITY OF MEXICO

Mr. DUSSEL PETERS. Okay. Thank you very much, Mr. Chairman
and members of the subcommittees.

I would like to share with you the work of the last 15 years we
have been doing on the Mexico and Latin America-China relation-
ship. And I also invite you to participate next Wednesday in a pres-
entation of a report we will do with the Atlantic Council exactly on
this topic, no?

I would like to share with you three topics.

First, the first issue, the increasing relationship of Latin America
and China in all the topics that we have been mentioning is no co-
incidence, which means China has been in the last at least 10
years releasing a group of white papers regarding this relationship.
I would invite you to go through the cooperation plan of CELAC
and China, the first ministerial meeting that was published in Jan-
uary 2015, which establishes very clear goals regarding trade, in-
vestment, infrastructure projects, and funding, respectively.

There is no single Latin American country that so far has estab-
lished a short-, medium-, and long-term strategy vis-a-vis China.
This results in a substantial disadvantage for Latin America.

Second, as you mentioned, China has become the second-largest
trading partner of Latin America. Latin America has a huge trade
deficit, and particularly relevant is the difference in the group of
topics and of products that the region is exporting to China. Less
than 5 percent of Latin American exports to China are of medium-
and high-technological level. There is a huge gap with what China
is exporting to the region, and this has also reflected and explains
the region’s increasing disenchantment with its most dynamic part-
ner.

Finally, the third topic I would like to share with you is that,
while it is well known that China has participated importantly in
the NAFTA region and displaced also Mexican exports to the
United States, probably the United States has been the main loser
in this new triangular relationship between the United States,
Latin America, and China.

In the paper I submitted to you, we calculate that 72 percent of
the United States exports to Latin America are threatened by Chi-
nese exports. And probably much more important is that, if we as-
sume the share of the United States in Latin American imports of
2001 when China became a member of the World Trade Organiza-
tion, if we assume the same share of Latin American imports in
2014, the United States would have exported to Latin America
more than $145 billion additionally.

If we take this $145 billion in 2014, according to the Department
of Commerce, this $145 billion accounts for 840,000 jobs that the
United States would have gained, maintaining the same share in
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2001. Again, this is a substantial and critical topic not only for
Latin America and for Mexico but for the United States.

I finish with two recommendations.

First, I invite very much both subcommittees and the House of
Representatives, A, to support, fund, and create academic and pri-
vate institutions in the United States to promote detailed under-
standing of a dialogue on the global reemergence of China, espe-
cially in Latin America and the Caribbean, since it also affects U.S.
trade, production, and employment, especially in manufacturing
and particularly in the automobile and auto parts sectors.

Secondly, I invite you to actively participate in and support the
important work that has been done in Latin America and the Car-
ibbean on the many issues related to this new triangular relation-
ship. Institutions such as CELAC, the Economic Commission for
Latin America and the Caribbean, and the Inter-American Devel-
opment Bank are some of the institutions where you could partici-
pate.

Thank you very much for your time.

[The prepared statement of Mr. Dussel Peters follows:]
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Mr. Chairman, Ranking Member Sires, and Members of the Subcommittees:

Thank you for the opportunity to testify on China’s advance in Latin America and the
Caribbean. I ask that my full testimony be submitted for the record. My name is Enrique Dussel
Peters, and I am a full-time professor at the School of Economics of the National Autonomous
University of Mexico, and have been the director of that university’s Center for Chinese-
Mexican Studies since 2006 and director of the Academic Network of Latin America and the
Caribbean on China since 2012.

In both initiatives, as well as in earlier research, we have been working with dozens of
research groups and hundreds of researchers, firms, and business organizations, as well as public
officials and experts from many countries in Latin America and the Caribbean, particularly in
Mexico, on trade and investment issues. As part of this work, we have engaged in a detailed
dialogue with Chinese counterparts in the academic, business, and public sectors. Since 2000,
research by both institutions and my own personal research have resulted in the publication of
dozens of books and articles. Interactions with newspapers and radio and television stations in
China, the United States, Europe, and Latin America and the Caribbean have been particularly
fruitful. This detailed research and analysis has been accompanied by proposals and policy
suggestions, including dozens of specific project proposals for Mexico City and Beijing.

I would like to share with the Members of the Subcommittees an assessment of three
issues—(1) China’s objectives in Latin America and the Caribbean, (2) China’s economic
relationship with the region, and (3) Chinese companies’ trade and investment activities in
Mexico, including as they relate to NAFTA—and recommendations for actions by the U.S.

Congress on these issues.

China’s objectives in Latin America and the Caribbean

Mr. Chairman, in the last decade, the relationship between Latin America and the
Caribbean and China has intensified, particularly regarding trade but also in terms of political,
cultural, educational, historical, language-instruction, and investment contacts. This trend is no
coincidence, but a result of long-term strategies and policies of the Chinese central government.
Its first explicit policy paper on Latin America and the Caribbean was released in 2008; the

Cooperation Plan (2015-2019), produced by the first ministerial meeting of the CELAC
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(Community of Latin American and Caribbean States)-China Forum in January 2015, is the
most detailed and concrete commitment between China and Latin America and the Caribbean.

The Cooperation Plan commits to doubling trade between the region and China to $500
billion annually by 2025 and to more than tripling Chinese foreign direct investment (FDI) to at
least $250 billion in the same time frame. It covers infrastructure and transportation, energy and
natural resources, industry, science and technology, aviation and aerospace, education and
human resources training, as well as tourism and culture. In addition, Chinese and Latin
American/Caribbean firms are encouraged to work toward the integration of Latin America and
the Caribbean through formal forums (for example on infrastructure, industrial development, and
science and technology), many of which oversee a corresponding fund. These strategies go hand-
in-hand with other global and regional policies established by the central government of China,
also known as the “new Silk Road” and the “one belt, one road” initiative, focusing on
international cooperation through infrastructure development (for example, through the recently
established Asian Infrastructure Investment Bank).

China’s engagement is not limited to the economic field: We are witnessing China’s
long-term global reemergence in a variety of fields, including militarily and geostrategically.
From a Latin American and Caribbean perspective, however, the Cooperation Plan reflects some
of the main institutional weaknesses in the region. CELAC only has a pro fempore presidency
and lacks a secretariat or specialized group of professionals working to fulfill its commitments,
even in terms of evaluation. In addition, no Latin American or Caribbean country today has
presented a clear and comprehensive strategy toward China in the economic, political, military,
educational, and cultural areas. In this regard, China’s relatively coherent strategy puts it at a
significant advantage.

As aresult of China’s reemergence, and based on historical and current relationships with
the United States, new triangular relationships have developed in the last decade between Latin

American and Caribbean countries, the United States, and China.

China’s relationship with Latin America and the Caribbean

China is rapidly and profoundly changing Latin American and Caribbean societies and
economies, starting with trade and expanding into FDI and massive financing, especially in the

following ways:
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(95]

. During 20002014, China became the region’s second largest trading partner after the
United States; China’s share of Latin American and Caribbean exports increased from

1 percent to 9 percent, while imports from China grew from 2 percent to 16 percent.

The region’s trade deficit with China has increased substantially, from below $20 billion
until the mid-2000s to over $75 billion since 2012. The Caribbean, Central America, and

particularly Mexico account for most of this deficit.

. While Latin American and Caribbean exports to China have increased, they are
dominated by low-value-added and low-technology goods. Medium- and high-
technology goods account for barely 5 percent of the region’s exports to China
(compared with 30 to 40 percent of total Latin American and Caribbean exports over the
last two decades), while medium- and high-technology goods accounted for more than 60
percent of Chinese exports to Latin America and the Caribbean in the last decade. This
gap helps explain the region’s increasing disenchantment with its most dynamic trading

partner.

. Latin American and Caribbean exports to China are much more concentrated than exports
to any other trading partner: The top three exports to China—ores, oil seed and copper—

increased their share of total exports from 50 percent to 72 percent during 2000-2014.

Since the late 2000s and particularly since the international crisis of 2007-2008, China
has begun a second stage in its relationship with Latin America and the Caribbean, based
on FDI and financing. During 2010-2013, China invested on average $10.7 billion
annually in Latin America and the Caribbean, with almost 90% going to Argentina,
Brazil, and Peru. Chinese companies have actively pursued mergers and acquisitions in
the region, especially to acquire raw materials and a share in the corresponding domestic
markets (57 percent and 34 percent, respectively, of China’s total FDI in Latin America
and the Caribbean in 2000-2012). This effort is predominantly (87 percent in the same

time period) carried out by publicly owned firms.

China is also increasing its financial presence. From 2005 to 2014, loan commitments
totaled more than $118 billion. Venezuela alone accounted for more than 50 percent of

total loans and 42 percent of infrastructure projects in the region. This rather new Chinese
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focus on finance will likely grow substantially, given the expected increase in Chinese

infrastructure projects.

Finally, China is competing vigorously with Latin American and Caribbean firms in the
United States and with US firms in Latin America and the Caribbean. This has, so far, not been
recognized and analyzed sufficiently in the United States. It is apparently widely known that
China has displaced Mexico in the US market, but there is insufficient understanding of the
massive effects of Chinese competition with US firms in Latin American and Caribbean markets
since 2001, when China joined the World Trade Organization. A competitive threat analysis

yields the following results:

1. China dramatically increased its share of total US imports during 2001-2014, from 9
percent to 16 percent. Latin America and the Caribbean’s share also increased, but less

dramatically—from 16 percent to 19 percent.

2. China’s share of Latin America and the Caribbean’s imports increased sharply, from 3
percent in 2001 to 17 percent in 2014, while the United States’ share fell from 46 percent

10 32 percent.

I

The impact of this loss of market share in Latin America and the Caribbean on jobs in the
United States is significant. It can be estimated as follows: If the US share of the region’s
imports had remained the same as in 2001 (46 percent), the value of US exports to the
region would have been $145 billion higher in 2014. Based on recent estimates by the
Department of Commerce (International Trade Administration) of jobs supported per
billion dollars of exports, the additional $145 billion would have generated 840,000 jobs
in the United States in 2014 alone, all related to manufacturing and 55 percent related to

automobiles and auto parts.

While it is true that Latin America and Caribbean—China trade and investment have been
booming since 2001, particularly through commodity exports until 2007-2008, it is also true that
trade with China has generated massive setbacks for the region, including a significant trade
deficit and even greater dependence on exporting raw materials rather than value-added and
technology-intensive goods.

The Latin American and Caribbean region has some disadvantages competing with China

as exporters to markets such as the United States. However, losses to the United States in its
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competition with China in the region have been greater, and the effects on trade and jobs have

been substantial.

Chinese trade and investment in Mexico

This section focuses on Mexico, rather than the whole of Latin America and the

Caribbean. Based on analysis by the Center for Chinese-Mexican Studies, the Academic

Network of Latin America and the Caribbean on China, and other public and private institutions,

the recent economic relationship between Mexico and China could be summarized as follows:

1.

(5]

Trade increased during 2001-2014 by a factor of 17, China is Mexico’s second trading
partner after the United States. Trade, however, is highly unequal: In 2014, each unit
exported from Mexico to China corresponded to 11 units imported from China. The share
of medium- and high-technology goods in Mexico’s exports to China is unique for Latin
America, at more than one-third, but this is till significantly below the corresponding

share, two-thirds, in Chinese imports to Mexico.

During 19992014, China invested significantly less in Mexico than in most of the rest of
Latin America and the Caribbean, accounting for an accumulated FDI of around $360

million or 0.1 percent of total FDI in Mexico.

Unlike in most of Latin America and the Caribbean, Chinese FDI in Mexico has
concentrated in manufacturing and services in firms such as Hutchinson Ports, Huawei,
Minth, Lenovo, Golden Dragon, and Sinatex. Chinese FDI is qualitatively different from
most FDI in Mexico because of the recent establishment of these firms (most of which
are less than 10 years old), and because of their problems in complying with NAFTA
rules of origin in order to export to the region as a whole, and in particular to find
specialized local, national, and regional suppliers and distributors. The learning process
of Chinese firms, like that of Mexican firms in China such as Bimbo and Gruma, has
been slow and full of misunderstandings on both sides, such as the failure of public

bidding on Mexico’s high-speed train project since the end of 2014.

Mexico is probably one of the most extreme cases in the region of trade disparity with China,

with an 11:1 import-export relationship. What little Chinese FDI has taken place in Mexico has

specialized in manufacturing and services rather than the acquisition of raw materials as in most
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of Latin America and the Caribbean. The increasing disintegration of NAFTA, particularly in

terms of trade between Mexico and the United States, is also evident in the continuously falling

US share in Mexico’s trade, from over 81 percent at the height of NAFTA (1999-2000) to below

65 percent since 2008; the US share in Mexican imports has fallen from 75 percent to less than

50 percent since 2007, affecting electronics, auto parts, automobiles, telecommunications, and

other industries.

Recommendations

Mr. Chairman, I would invite the United States House of Representatives to consider the

following actions:

1.

Support, fund, and create public, academic, and private institutions in the United States to
promote detailed understanding of and dialogue on the global reemergence of China,
especially in Latin America and the Caribbean, since it also affects US trade, production,
and employment, especially in manufacturing and automobiles and auto parts.
Specifically support new “triangular” analysis and projects with concrete proposals
regarding markets such as Latin America and the Caribbean, Mexico, and NAFTA in
specific value-added chains such as telecommunications; electronics; yarn, textiles, and

garments; and auto parts and automobiles.

Create institutions in the United States—in the Congress, Department of Commerce,
and/or State Department—to discuss, together with Chinese and Latin American and
Caribbean counterparts, the short-, medium-, and long-term implications of China’s

reemergence in the region and its socioeconomic, environmental, and labor sustainability.

Actively participate in and support the important work being done in Latin America and
the Caribbean on the many issues related to this triangular relationship—such as
statistics, trade, investment, tourism, visas, infrastructure, environment, and labor—by
institutions such as CELAC, the Economic Commission for Latin America and the
Caribbean, and the Inter-American Development Bank. This work is critical to a
harmonious and sustainable triangular relationship. The elaboration of geostrategic and
sector-related scenarios is also important. For example, the possibility of constructing a

transoceanic canal in Nicaragua, funded by Chinese institutions and parallel to the
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Panama Canal, could create new military, political, and socioeconomic challenges in the

region and in its relationship with China and the United States.

China, in the last decade, has become the most dynamic socioeconomic and political
partner of Latin America and the Caribbean; the United States has lost substantially in trade,
investment, and financing terms, although its presence in Latin America and the Caribbean is
still substantial and unquestioned. All three parties to this new triangular relationship will need to
develop creative and vigorous strategies, policies, and instruments to meet the challenges arising
from this new triangular relationship.

Thank you for your time. I look forward to your questions.
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Mr. DUNCAN. Thank you very much for your testimony.
And the Chair will now recognize Ms. Joseph-Harris.
Thank you so much.

STATEMENT OF MS. SERENA JOSEPH-HARRIS, CHIEF EXECU-
TIVE OFFICER, SIRIUS INTERNATIONAL (CARIBBEAN) DE-
FENSE CONTRACTORS LTD. (FORMER HIGH COMMISSIONER
OF THE REPUBLIC OF TRINIDAD AND TOBAGO)

Ms. JosepPH-HARRIS. Thank you very much. And a very good
gvening to you, Chairman Duncan, Chairman Salmon, and Member

ires.

My contribution comes at a very——

Mr. DuNcAN. Could you pull that microphone down just a little
bit? There you go.

Ms. JOSEPH-HARRIS. Is this better?

Mr. DUNCAN. There you go.

Ms. JOSEPH-HARRIS. Thank you very much.

My contribution comes at a very fortuitous time. It is the cul-
mination of a 4-year inquisition that has just concluded in relation
to the formidable strategic progress that China has been making
in both hemispheres, so that the statement on hand will be con-
fined to the following: I shall describe China’s engagement with the
Caribbean, why Caribbean countries are interested in Beijing, its
objectives in the Caribbean and success to date, a description of the
economic relations, and recommendations to the honorable Con-
gress.

China is now the third-largest investor in the Caribbean, with
the United States and the European Union occupying the two top
spots. Its share of foreign investment regionally is an estimated 9
percent with trade volume of U.S., which is $156 billion.

Given this fairly modest quantum, in order to make sense of the
region’s magnetism to Beijing, we need to take stock of its strategic
and ideological significance, bearing in mind that the Caribbean is
part of the wider inter-American landscape, the history and char-
acter of which is uniquely circumscribed by legal and political in-
struments in principle and practice that has helped to shape this
environment.

The PRC is, in contrast, unconversant with these aphorisms. If
only for this reason, their engagements will have serious repercus-
sions, potentially so, that can very well challenge the political cul-
ture and democratic traditions and values of our hemisphere.

In order to understand Beijing’s ambitions, we need to keyhole
its interests. And these are essentially as follows in 11 short points:
Sourcing and consolidating cheap supplies of food to sustain its
burgeoning population.

Gaining comparative advantage along key trading routes. The
Caribbean, as already alluded, takes the form of the port develop-
ment projects, and it forms part of key chokepoints that are vital
to Western Hemisphere trade and defense concerns.

Gaining access to raw materials and vital resources in anticipa-
tion of the looming problem of a worldwide resource scarcity in
fuels, metals, and minerals.

Infiltrating fuel markets through asset acquisition, as dem-
onstrated in parts of the mainland, like Colombia and Venezuela.
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Securing access to reserves of natural gas, which positions Trini-
dad and Tobago an ideal strategic partner.

Accessing and utilizing large areas of fertile land in promising lo-
cations, such as mainland Guyana, Suriname, and Belize.

Diversifying and consolidating its commercial portfolio to attain
competitive advantage and market supremacy.

Introducing more enticing economic structures for countries to
adopt. And this avenue provides a counterweight to the classical
neoliberal model.

Gaining a foothold on the U.S. market indirectly through front-
line jurisdiction, such as Bahamas and Jamaica.

And opening employment opportunities abroad for its tens of
thousands of nationals that have been migrating to the urban
areas in China in search of jobs.

I shall now get into the main areas in which the Caribbean has
been more or less lured toward engaging with Beijing. These are
the constraints that governments in the Caribbean have been con-
structed with, which causes them to look to Beijing and partner
with it: Inflexible fiscal policies; low gross domestic product growth
rates; high levels of violent crime and illicit traffic; the inability of
our governments to attract development assistance; the increased
liberalization of global trade, which has diminished market access;
the small size of countries, which depletes from the full benefits of
economies of scale; and the failure of intraregional single market
arrangements; as well as the increasing costs of energy in the face
of fluctuating prices.

Chairman, what I would recommend is that the U.S. and the
Caribbean consolidate our deepening strategic relationships, which
began in 2010 under the Caribbean Basin Security Initiative. This
would essentially mean strengthening the regional security archi-
tecture through continued engagement with the United States,
similar that has been done under the CBSI initiative, through more
deepened security arrangements with our military, with our secu-
rity and intelligence agencies, as well as interoperability and asset-
sharing.

As a result of constraints of time, I would invite you, Chairman,
and the rest of the listeners to refer to my most recently published
inquisition, which provides compelling support in terms of statis-
tical detail on those areas in which Beijing has been making in-
roads into the hemisphere. The study is called “The Twilight of
America’s Omnipresence,” and it gives an in-depth analysis of the
military inroads, economic inroads, and political inroads being
made by Beijing and makes suggestions as to how the United
States could strengthen and build its relationship with the Carib-
bean in order to rebalance itself within the hemisphere.

Thank you, Chairman, for your time.

[The prepared statement of Ms. Joseph-Harris follows:]
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Allow me first to thank the Chairman and Sub Committee members for the invitation
to offer my testimony today on the subject of “China-Caribbean Economic and Trade
Relations and Implications for the United States.” I laud the efforts of the
Subcommittee for holding this hearing and more so the timing of it. In recent weeks
the media has been inundated with the responses of global markets to stock market
jolts in Beijing as this resonated in both hemispheres.

Preamble

My contribution to this Subcommittee is a rejoinder to a trove of concerns which
have been comprehensively anatomized in a recently concluded four-year
inquisition that | had undertaken on the inroads made by the P.R.C. in the political,
economic, diplomatic, technological and cultural spheres in the Americas and other
hemispheres.

The Statement on hand is confined to the following themes -

e Adescription of China’s engagement with the Caribbean.

e  Why Caribbean countries are interested in Beijing and what Beijing’s
interests are in the Caribbean.

e China’s objectives in the Caribbean and the success to date in achieving these
objectives.

e Adescription of the economic relations between China and the Caribbean
and the significance of these activities for U.S. interests (including positive
and negative outcomes of Chinese engagements in the Caribbean) - this
includes the areas of trade, purchase of assets and port transformation.

e Recommendations for the U.S. Congress on how to more effectively balance
China’s activities in the Caribbean.

Introduction

Chairman, we are well aware that the People’s Republic of China (P.R.C.) is currently
the world’s second largest economy and in recent times its heightened interestin
Caribbean economies has been a hotly debated topic among government officials,
academia, defense planners and entrepreneurs. China is the most populous country
in the world with an estimated 1.35 billion compared to 318.5 million in the United
States and has accumulated a prodigious build-up of foreign reserves of which $1.5
billion is in US holdings. China has also surged ahead with alternative energies and
continues to make impressive inroads in the sphere of innovation and technologies.

The P.R.C. has made its presence felt in the Caribbean and engagements so far are
primarily economic. Less than one (1) percent of its trade with the world is
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conducted in the Caribbean. China is now the third largest investor in the Caribbean
with the United States and the European Union occupying the top two spots. Its
share of foreign investment regionally is an estimated 9% with a trade volume of US
$ 156 billion. Given this modest quantum, in order to make sense of the region’s
magnetism to Beijing we need to take stock of its strategic and ideological
significance, bearing in mind that the Caribbean is part of the wider Inter-American
landscape the history and character of which is uniquely circumscribed by legal and
political instruments that, in principle and in practice, have helped create an
environment conducive to building and sustaining democratic institutions and the
rule of law. The P.R.C.is in contrast unconversant with these aphorisms and if only
for this reason their engagements will have repercussions that challenge the
political culture of democratic tradition and values.

Another key consideration is that despite the existence of the OAS as the only
credible and truly multilateral forum for political dialogue, our hemispheric
institutional architecture is changing considerably. The last ten years has seen the
the phenomenon of outward bound regionalism whereby the emergence of many
subregional organizations such as ALBA, UNASUR and CELAC. These nascent
multilateral blocs have highlighted the growing autonomy of the South thereby
amplifying the need for strengthened, continuing and constructive dialogue. Added
to this, the fall in the prices of commodities has precipitated a hemispheric
economic downturn.

Concerns Among Analysts

Contacts between China and Latin America and the Caribbean are known to have
existed and gone practically unnoticed for very many years. History would show
that prior to the decline of a booming Asian market around 1800, there was a
flourishing and interconnected world economy at the center of which China, as the
Middle Kingdom, was very dominant. Apart from prodigious capital flows
throughout East Asia typical of that period (1500-1800) there were equally
significant flows of people and against this setting that Asian migratory movements
to Latin America and the Caribbean (LAC) occurred in three discernible phases.

The first was during the pre-nineteenth century when the profitable three-century
trade between Manila and Acapulco triggered an initial stream of migrations into
Mexico and Peru. The second phase of migrants, commonly referred to as “the coolie
trade” in Chinese Diaspora studies, was characteristic of the classic period between
the nineteenth and twentieth centuries, renowned for the steady flow of indentured
Chinese workers to the plantations of slave and former slave Americas, especially in
relation to Cuba, Peru and to a lesser degree the British, French and Dutch Indies.
Many Caribbean islands became the final destination of these arrivals, whao
constituted a distinct cohort from the prolonged influx of traders (huashang) that
came before and thereafter. Commingled with the indentured migrants was a
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substantial number of persons that were literally “shanghaied,” along with a less
conspicuous group ignominiously labeled in relevant bills of lading as “cargo.”

The more recent newcomers arrived in three further surges - initially out of the
Guandung province in the early twentieth century; followed by a second stream
from Hong Kong with the formation of the Republic in October 1949 following the
defeat of the nationalist government by peasant-backed communists; with the most
recent from the Fujian province during the 1980s and 1990s. Chinese triad activity
permeated all migratory waves, and is known to have existed in many capitals of the
region for well over one hundred years.

Defining the Caribbean

Chairman, for the purpose this Statement serves, the Caribbean would be taken to
include: Anguilla (United Kingdom), Antigua and Barbuda, the Bahamas, the British
Virgin islands (United Kingdom), Cayman Islands (United kingdom), Cuba, Curacao
(Netherlands), Dominica, Dominican Republic, Grenada, Guyana, Haiti, Jamaica,
Montserrat (United Kingdom), Navassa Island (United States), Puerto Rico (United
States), St Barthelemy (France), St. Kitts and Nevis, St. Lucia, St. Martin (France), St.
Vincent and the Grenadines, Sint Maarten (Netherlands), Trinidad and Tobago,
Turks and Caicos Islands (United Kingdom), and the Virgin Islands (United States).

The region may be broadly divided into two groups: the first, which comprise the
bulk of economies are largely dependent on tourism and offshore banking; and the
second consists of a very small number of nations that are disproportionately
dependent on mining, minerals and the agricultural commodity sectors. Regarding
the former category, the IMF estimates that the tourism-based economies grew by
only 1.1% in 2014 and are projected to expand by 1.7% in 2015. This
notwithstanding, these countries are held back by numerous structural challenges
that have constrained their economic performance and placed severe restrictions on
avenues to promote profitable trade , commercial engagements and to access
development financing.

What Beijing’s Interests Are in the Caribbean

In order to get our arms around Beijing’s interests in this part of the world we need
to pay closer heed to how the Chinese policy evolved as well as to pertinent
historical analogues. It would be recalled that roughly ten years ago China launched
its China’s Peaceful Development Road (2005). This was presented to the world in
the form of a White Paper that completely and systematically clarified the Chinese
government's theory and practice in its outreach to the developing world and its
modernization agenda. It was a programmatic response articulating policy
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objectives specifically aimed at extending financial and development aid to
developing and heavily indebted countries in various sub-regions. This represented
Beijing’s grand pitch for the stature of third world leader and regional power. No
government worth its salt could resist such inducements, which in many instances,
potentially set the stage for continued tenure of the political elite in many bankrupt
countries.

Essentially the deal entailed (1) providing a zero tariff treatment for Least
Developed Countries (LDC) with which China shared diplomatic relations; (2)
expanding aid to Heavily Indebted Poor Countries (HIPC) and Least Developed
Countries (LDC) through bilateral channels; (3) exempting or rescinding
outstanding interest-free and low- interest loans due at the end of 2004 and owed
by Heavily Indebted Poor Countries (HIPC) having diplomatic relations with China,
within a two-year time frame; (4) financing $10 billion in preferential loans and
preferential export buyers’ credit to developing countries to help them upgrade
their infrastructure within three years; (5) endorsing industrialization at bilateral
level and conduct joint venture cooperation; and (6) increase aid to developing
states in general. This road map and prescription was used to successfully infiltrate
many African markets and its instructiveness lies in the striking analogies that can
now be imputed in our hemispheric experiences.

The backdrop to this was that China saw the African continentas a venue of
strategic opportunity given its natural resources including land space and promising
demographic surge of 21t Century consumers. Latin America and the Caribbean
hold out similar possibilities.

In addition to these economic incentives the Chinese Communist Party and top
military strategists have moved in a clear-cut departure from conventional
modeling. What this holds out for the Caribbean is the deployment of
unconventional strategies that are perhaps unlooked for with tactfully applied soft
power in the spheres of trade, financial, resource, cultural, technological and
ecological means and which capitalize on the vulnerabilities of strategically
important sectors of their respective societies. How leaders harness these strategic
opportunities whilst retaining their commitment to the regional integration project
- the commitment to which is incontestable - would require careful deliberation,
intense collaboration and statecraft.

Beijing’s strategy and objectives are being pursued by (1) exploiting the resource
vulnerabilities of target nations’ scarce or essential resources - ultimately this will
place the P.R.C. in a position to control or deny the access and market value of
critical commodities; (2) strategically positioning itself along key international
shipping routes by investing in port facilities cheek by jowl with such routes; (3)
launching or instigating non-kinetic assaults on financial systems to maintain
economic high-ground over competitors and/or at worst flooding host markets with
illegal goods; and (4) unleashing a concoction of ill-conceived media and cyber-
warfare. These measures, which are by no mean untypical of the Chinese grand
strategy, are being deployed through soft power rather than confrontationally, since
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to do otherwise would risk, and unnecessarily so, polarizing its most critical
constituents in the region.

In order to put logic to Beijing’s ambitions we need to keyhole its interests - which
for the most part appear to be quite legitimate - and to recognize and how these
converge with the disposition of the regional political elite to capitulate without
hesitation to Chinese profligacy. What becomes patently clear judging from the
PRC’s historic course of conduct is that the CCP is placing its licensed focus on:

¢ Sourcing and consolidating cheap supplies of food to sustain its burgeoning
population - China’s population is 1,401,586,609 which is 19.13% of a world
population of 7,324,782,225 ( 2015) with projected annual increases of
0.61% in 2015.

¢ Gaining comparative advantage in key trading routes - in the Caribbean, as
already alluded, this takes the form of port development projects at key
chokepoints which incidentally are vital to Western Hemisphere (American)
trade and defense concerns.

¢ Gaining access to raw materials and vital resources in anticipation of the
looming problem of worldwide resource scarcity in fuels, metals and
minerals -in this regard, bauxite (aluminum ore) mining is a strong revenue
source in countries like Suriname and this potential has been considerably
bolstered by the discovery and exploitation of oil and gold; whilst Grenada in
the southern Caribbean is a lead world producer of an array of spices
including cinnamon, cloves and ginger mace.

¢ Infiltrating fuel markets through asset acquisition as demonstrated in
projects in mainland Colombia, Venezuela and Ecuador.

¢ Securing access to reserves of natural gas which positions Trinidad and
Tobago as an ideal strategic partner.

e Accessing and utilizing large areas of fertile land in promising locations such
as mainland Guyana, Suriname and Belize.

« Diversifying and consolidating its commercial portfolio to attain competitor
advantage and market supremacy while penetrating new markets and
prevailing in already developed ones.

e Introducing more enticing economic structures for countries to adopt - this
avenue provides a counterweight to the classic neoliberal model and its
supporting Western monetary systems and carefully sidesteps
conditionalities tied to democratic principles and universal rights.

¢ Gaining a foothold in the U.S. market indirectly through invigorated trade
and investment initiatives in frontline jurisdictions, examples being the
Bahamas and Jamaica.

¢ Opening employment opportunities abroad for its tens of thousands of
nationals by negotiating large-scale infrastructural projects that effectively
preclude the hiring of “host country” personnel - this helps to mitigate P.R.C.
issues involving the mass migration of rural Chinese job-seekers to urban
centers who are denied basic rights and are compelled to settle for low
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wages, mandatory overtime, and dehumanizing living conditions; and the
ever-present risk of mass civil unrest.

e (Capitalizing on “game-changing transitions” and political vacuums. This was
typified in the years immediately following the events of 9/11 with the
drawdown of US interests in the Caribbean and America’s re-direction of
resources on the Middle East. Beijing seized upon this strategic opportunity
to make impressive inroads into the Caribbean and Latin America in the
fields of trade, investments, infrastructural development and military
exchanges.

¢ (Canvassing without let-up for the withdrawal of diplomatic support for
Taiwan consistent with its “One-China” policy and concurrently building
cordial relations with countries that recognize Taiwan, illustrated in its
engagements with the Dominican Republic as a case in point.

Chairman, these strategic interests on China’s part are valid. Indeed, they mirror
Beijing’s futuristic approach to planning and its deference to a rapidly evolving
multipolar world with diverse opportunities and to equally formidable possibilities
of vital resources drying up. Reciprocally, the political leaders of the Caribbean are
concerned with their own domestic priorities and this brings us to the outcome of
continuing Chinese overtures...and to the wider issue of to what extent they
ultimately serve the interests of individual countries and the region as an integral
limb of the Inter-American system.

Why Caribbean Countries Are Interested in Beijing

Chairman, the lure of Sino engagement becomes logical when one considers that the
so-called “Golden Age of Latin America and the Caribbean” (2003-2013) has come
to an end; that the region must now change gear to maintain what was achieved
within the last decade; and that countries are now confronted with the fifth
successive year of economic deceleration based on assessments of the World Bank
(WB), the International Monetary Fund (IMF) and the Economic Commission for
Latin America and the Caribbean (ECLAC). Caribbean countries are currently in the
grips of structural economic constraints by which they are being crippled
economically, politically and socially and see in China a world power replete with
opportunities for monetary support through loans, trade, investments and funding;
a feasible alternative to the U.S.A. and the EU for developmental aid and assistance;
and acompetent intermediary in terms of a voice for the global South that
provides a buffer (when the need arises) in relations with the developed world.

Chairman, the key structural constraints facing the region can be directly attributed
to diminishing trade and investment opportunities and this can be attributed to
eight factors and I shall describe them as succinctly as possible, with your leave as
time permits.
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The constraints are: (1) inflexible fiscal policies (2) low gross domestic product
growth (GDP) rates (3] high levels of violent crime and illicit traffic (4) their
inability to attract development assistance (5) the increasing liberalization of global
trade which has diminished market access (6) the small size of countries which
depletes from the full benefits of economies of scale {7) the failure of intraregional
single market arrangements to serve the interests of Caribbean Community
members (8) the increasing costs of energy in the face of fluctuating prices.

(1) Inflexible Fiscal Policies

The first factor, the legacy of inflexible fiscal policies, has left many governmen