ChinaLatin America and the Caribbean:
Assessment and Outlook

ChinalLatin America: An European
View
ChristianGhymers
IRELAC, Bruxelles

> X %
e *
* IRELAC »

* *
* 4k

INTERNATIONAL SYMPOSIUM
Université libre de Bruxelles (ULB)
30/11/2018



© TheEconomist

ChinalLatin America: An European
View



INDICE/synthesis

Part |: understanding the Chinese strategy
1. Introduction: LAC as a castudy of the « Chinesedream »

2. Gameisover: «China won U®residentialelectionin 2016»

3. Has Chinahangedits strategy? Yesbut as anatural stepin the
recoveryof/ K A ¥ hofdaal place»

4. Asingle strategyscheduled in five periods: 5 masteps in Chinese
power recovery for ensuring its global leadership

5. The« new normality» for recovering historicasuperiority
5.1 adjusting domestic policies (CCP & economic model)
5.2. adjusting Foreign strategy from G2 - AQa
6. The Belt and Road Initiative

Part Il : Understanding LAC I China relations



o 0k wWhPE

INDICE/synthesis

Part Il: understanding
Historical overview

Trade flows
Construction Contracts
FDI inflows to LAC

LAC T China relations

. AQa bS¢g LREAOASE YR [/

Conclusions



Chinese success story: Chinese growth leads the world
and brings cheaper cost of living everywhere

Crecimiento anual del PIB de China y del mundo y contribucién de China a la tasa de crecimiento mundial
(En porcentajes)
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Fuente: Comision Econémica para América Latina y el Caribe (CEPAL), sobre la base de Banco Mundial, World Development Indicators.



Thanks to the US multilateral order : repetition of

German / Japan economic miracle through trade

FIGURE 2.2 Share in global merchandise
exports, 1948-2017
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Source: UNCTAD secretariat calculations, based on UNCTADstat.

Note: Germany comprises Federal and Democratic Republics prior to
1990.
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1. Introduction

A Chinese strategy with LAC is one step further which permits a
better understanding ofwhat Chinese leaderseek to do for taking
a bigger role in shaping the international system

A The LAC case allows for understanding better what is concretely
the Xi[ A Y LICHiresed@reatyY |y | RF LI GA 2\
Liberation Army, ColoneLiu a A y 3 godi0 eestore China to its
historicalglory for taking over the US as global leadefr( his 2009
Book:TheChina Dream: Great Power Thinking and Strategic
Posture in the PosAmericanErg); Xi reached to rallied both the
reformists and the army conservatives around a hegemon Drean

A Chinese regime depends upon a balance between conservative
nationalists/Army and reformist nationalists: the opening option
(Deng and following leaders) and its growth results increase the
weight of reformists but reforms need unity and public opinion
support => Chinese dream allows for converging visions: econor
needs peace & cooperation, nationalism needs external conflicts



1. Introduction |
A Our Method first to try to understand what is the Chinese global

strategy but internal struggle between reformists and PLA
ATH 6S |LILX & dal NEA&AG SO02y2YA(
+ history + geography
=> results are all the more clear: facts + discourses:

1) peaceful coexistence needed for development domestic strategy
and preventing conflict with the US (fear of US interventions)

2) Inspired by Japanese and NIEs success => using trade and FDI

3) => Investment in export industries => generating technology
transfer => joining global value chains of production => big trade
surplus (deviating world demand = exporting unemployment) =>
undervaluation of exchange rate => accumulation of reserves in US
Thills=> strategic lever upon the US economy => rebalancing
multilateralism => speaking on equal foot with the US => soft powe
attracting others

A ChinalLAC relation fits perfectly into such a lofigrm strategy




2. The game Is over
A On9NovembeH nmc X (GKS ! { tRBANOSE od
provocativebut farsightedl y y 2 dzy’ O £Nirta yust Won éhe
t NBAARSY U hotTrumpt SOGA2Y E X
A Proofs: since Davos in January 2017 two reverse strategies, botl
turning back to their traditional stances: Xiinpingdefending free
trade & multilateral order-I YR 2 LISY Ay 3 a{ Af ]
America, while Trump withdrawing from multilateralism and
rejectingthe pillars of past US and global prosperiyith primitive
LINE GSOUAZ2YAAY a! Y SddinBrhericantrbide (i €
A¢NHZYLIQa S6AUKRNY g1t FTNRY MO ¢
agreement, 4) UN pact on migration 5) threat UN system
A Confrontational US => promoting suddenly China as the first lea

for meeting the main global challenges: trade, environment,
multilateral governance (even on migrant rights!!)

A Clear contrast between the two leaders illustrates the opposition
between shorttermism (populism) and farsighted rational strateq



3. Has China changed its strategy ?

A YESt has, but = a meramatural step in the adjustment path of its
policiesc both domestic and external towards the programed
long-term goal of global leadership as a law of historyofmality)

A YEShe means do change for taking over the US leadership and
developing both ahard and a soft powenecessary for recovering
the lost superiority: logical evolution of global economy and value

ANOAG KIFayQi gFAGSR F2NJ ¢NYzY LIQ
global hegemonic plan, Trump is a windfall gain making China ta
win at least one decade, jumping over several steps in a single s
and many new additional allied countries

ANOAG KFayQid OKIFIy3ISR (KS LISIOS
catching up with the US i.e. China needs peace and the present
YEN] SG F3t26FtATFTOAZ2Y F2NJ NBI C
hegemonic dream is instrumental for getting support from the
military hawks and the conservatives opposed to his reforms




3. Has China changed its strategy ?

A => changes are vemyradualand started with the WTO accession i
2001 and were scheduled more than 15 years ago,

A Implemented under cautious and progressive steps in the still
R2ZYAYIYd 5Sy3Qa &auN)FGS3e F2NJ
A acceleratedsince the global crisis of 20089

A Western crisis ended the Chinese inferiority complex, was
understood as the beginning of the end of Western democracies
and their historical global powers

A No need to fight Western societies because what China sees as
contradiction of democracy would do the job internally: Western
democracies would disappear by internal populist divisions and
St SOGA2ya FFAFAyYyaldl RSY2ONI Oeéé

A Crisis strengthened the Chinese conviction their option was the
right one but conditioned to reforms towards more political
centralization (demand side) and more economic decentralizatiot

(supply side)




4. A single strategy In five times: main  steps In

Chinese power recovery_ A
A Step 1: 19789970 KS LINJ 3YF A O NBF2N)NA

OF GOKAY3I Y2dzaaSaé¢ ¢ A0 lanNiBafbdzf |
external opening (Imports & FDI) for getting capital, technology,
management =>preparing the supply for generating export
addzNLJX dzaSa O0aFNBS NARAYy3I GKS 2
A Step 2: 19972007using the multilateral order and the US dollar
system for strengthening export strategy along Global Value Che
ensuring export access for economies of scales and technology
transfers => mercantilist strategy: exporting unemployment by
cutting domestic consumption for exporting excess of saving whi
Investing in massive conquest of export markets§R=(S1)>0

A C/Y down from 52% in the 1980s to 46% in the 1990s, to 40% in
2005, to 34% in 2010 => increase of Savings > increase Iin
Investment: Sl = XM = 10% of GDP => Foreign Reserves = US
4.000bn (of which a lot of US billg)

A => FDI and Autonomy => adjustment feasible




A

To o

4. A single strategy In five times: main  steps In

In Step 1 & 2the gﬂri]n?esrneatign%y\é%rterrﬁv%ggne ggsential component of th
Chinese strategy based upon a growing US trade deficit and becoming the

G O02 Y a-oz2dMSNB 4 2 NI €
The international role of the US $ allows for an increasing automatic loan fron

the Rest of the World to the US economy as far as the World demand for
exchangereserves in US $ rises

=> allows for the US to ignore external constraint and to get into raising exterr
current account deficit automatically financed by increasing demand for
reserves

=> creates a need for more Keynesian demand policies in the US in order to
make up for US losses of jobs due to trade deficits but by growing indebtedne

=> FED creating more US$ => China buying them for preventing exchatege
appreciation => investing them into US economy by buying US Treasury bonc
FED financing Chinese surpluses

=> growing global imbalances: US deficit = Chinese surpluses

Both sides believe to win: the US in the sheatin since more debts maintaining
demand growth, China with the US $ financing its surpluses, winning markets
becoming the main US creditor and making the US Banks to increase their

financial ricks while thev ntit their monev into noan<skv LISThille




4. A single strategy In five times: main  steps In

A This vicious cir(c::llyg? t%% UpS(,) $/§§st£%0v?/gg rcxc/)ined by Robert Triff
0 KS AydzRISG Gl oAt ATl SNE ¢Sttt 06S

A Chinese demandbr US$reserves => lower US interesate => less
fiscal discipline => excess of absorption => glabdalances =>

more Chinese exports

A => less US jobs => FED must react and apply Keynesian stimulz
=> multiplication abroad => + demand for reserves for resistig$
depreciation againstenmimbi & growing financial risks: FED feed
Imbalances and the excess of saving®iina (and otheemerging
economies)

A => + imbalances => + demand for US Keynesian policies => +
liquidity creation (FED feeds the imbalances) => + demand for
reserves

A => more power for China



4. A single strategy In five times: main  steps In

Chinese power recovery

A Step 3: 2008012preparing the model adjustment both domestic
FYR AYOUOSNYIFGA2YFE F2NJ NBSIFEAT A
struggles between Army and economists; global financial crisis
accelerated the awareness of China resilience but also the need
adjusting before populism resulting from the Western crisis woul
sanction Chinese export penetration: 2 reactions: 1) Central Ban
D2 OSNY 2N K2dzQa RA&A02dz2NARS 27F
criticism of the US$ 2) the victory of Xinpinginside the CCP

A Step 4: 20122017implementing the double change of model for
YSSUGAY3I GKS O2yRAUAZ2Y A FT2N O:
YSg Y2NXNIfAGEE YR GKS a-wsf i
31 YSeE F2NI[5/4a8 YR 2NBIFIYAT AyY:

A Step 5: 2012021implementing a welfare state and a sustainable
growth model (2021 = centenary of the CCP) for reaching the fin
goal of being the single superpower in 2049 = centenary of the F




4. The scheduled sgueeze of consumption for
ensuring the saving surplusin steps 1 t o 4
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4. e faccumulating liquid reserves
in US $
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4. Scheduled Structural

adjustment

China: crecimiento interanual del PIB, la industria y los servicios,
primer trimestre de 2012 a tercer trimestre de 2017

(En porcentajes)
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4. industrial strategy along GVCs

China: participacion de las partes y componentes en las
importaciones totales (excluido el petréleo) desde el mundo

y desde socios seleccionados, 2000-2016
(En porcentajes)
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4. industrial strategy along GVCs: less import
content in exports

Graph 1.5: Re-exported intermediate imports
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4. Industrial strategy along GVCs: less import
content in exports

Graph 1.6: Import content of exports
40 % of gross exports
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4. Chinese strategy for increase value added in
exports and decreasing Import content

Chart 3: East Asia Reshoring?
Imparted imputs for unit of cutput are declining

=== (China = Rest of East Asia

2005 2007 000 N 3013 018"
Bource LINCTAD Secambar i Colcpl plicrs



5. The « new normality » for

recovering historical superiority
A Normality is implicitly the naturalChinese historical & cultural

superiority since 5.00Qears, losRdzNA y 3 (1 KS a K dz
provoked by Western imperialism.

A Normality implies 2 main reforms: adjustment of the economic
model together with proactive foreign policy in global governance

A First step domestic changes for answering to publanger and
protests by rebalancing the economic model and reforming the
CCP: fight against corruption by more centralization at the top ar
more decentralization in the economy

A Economic changesere technicallywell preparedand bargained
with Bretton Woods institutions from 2009 t@012

A Key documents the joint World Bank; Development Research
| SYGUSNI 2F K 8Building & NloSern/, admgrivist arid
Creative Higilncome Society H /1 M H

A Upon this document was shaped a new strategy with a new tean




5 .The X1 @ €hinese dream » or

recognition of cultural superiority
A in CCP, the election of Xinpingand his group in 2012 and 2013,

A - A Qllinese dreah A & | -nayfdive laginéhéd in 2013 for
structuring the reforms under central author of the CCP.
A In one year, more than 8.000 articles in China describing it

A double purpose: i) to issue adomestica NE 2 dzdSy | G A 2
ensuring the citizen support to new reforms by drawing upon
Chinese roots for giving to people hopes for governance and
welfare improvement while strengthening CCP centralization (ii)
emphasize towards the international community thathina will
take increasing great poweesponsibility and therefore needs
International respect and treatmenton equal footing with theUS;
Chinag I yia (2 d&aKIl LISEe dIKSY Aksi SHN
A YSE aAYyOS LISIFOS IyR KINY2YE
culture over thousands of years

A¢KS - AQa RNBIY SELN

- - P~ — — o~

aasa uKS

V4
lnna R § ™y snmg gugy )



5.1. The « new normality »: adjusting

the Chinese economic model
A Normality implies to reverse the respective roles of state and

YFENJ] SO ADPSP Y2QAYy3IT FTNRBY | Gaz
GYFNJ] SO SO2y2Ye GAUK a2O0AFf AZ
A = strong political control deciding the finalities (final demand,

balance between public and private goods and consumption) but
decentralized the means of production (competition on the suppl
side by spurring individual incentives, economic responsibilities
and privatizations) for creating an innovative society with univers
social protection (including for migrants workers) and sustainable
environment (answering to popular pressures)

= Rebalancing investment and consumption,

= Rebalancing expotited-growth and domestiedemandled-
growth for showing global responsibility to international
community

To I



2.2. New Normality = aqjusting foreign policy
From to ,
« Tao Guang Yang Hui » =>« Fen Fa You Wei 0
or from fhide capabilities and keep a low profile 0to

fstriving for achievement o o
A These changes were announced explicithth the designation of

XiLinpingas Secretary General of the CP@iatober 2012 Mork
for realisingthe great revival of the Chinese nation in order to let
the Chinese nation stand more firmly and powerfully among all
nations around the world and make a greater contribution to
mankinde ¢

A and his discourse as new Presidgd7/03/2013) claiming the
6Chinesedreah ¢ KA OK ySSRa 02 ol yR
a KARS OF LJ oA f A LN @ndiargidincingscteardy |
taking a proactive role in global governance for ruling the world

A GAsits strength grows, China will assume moirgernational
responsibilitiesand obligations within the scope of its

capabilitiesand make greater contribution to the noble cause of
world neace and develoonmeriXi 2013)



5.2. New Normality = adjusting foreign policy

A AQa [/ KA ¥ HgciingeshBHe Yvay that China engage
with the international system:

1) totake onmore internationalresponsibilities, but also to

GakKl LISE 0 KS A lyy preésKdfing GHingsy¢ lidéas ard

solutions to international conflicts andrises

2) China wants respect and to be treated on equabting as the US,

AChing Aff YSOSNI O2YLINRPYAAS 2y [/
Interests in its region and will develop a defensive military policy



6. The Belt & Road Initiative (BRI)

A Main instrumentof new foreign policies isi K Silk Road
0 S O2 Y A \Balt atdiRead iitiativé 6. wL O YR J
less developed countries to meet their needs in an explicit wim
game of a new development strategy

A¢KSilkiRoad Y2OSR FlLad FNRBY I NB:
3f 20l f RS@OSt2LIYSYld &adaN)yadS3e 1
than any other organization or power

A = Chinese soft poweiool, continuation2 ¥ / fpdagefulQ &
developmentstrategy by showing solidarity with LD@#d proving
commitment to helping otherO2 dzy 4 NA S & ImbiR d
public goods forthe international O2 YYdzy A G & ¢ 02 |\

A LAC is @natural extensionof the Maritime Silkw 2 | R XegikrSs

an indispensable participanin the construction of thaBRE
(Foreign Minister Wang Yi, January 2018)

A Silk Road + Maritime roads + digital road + financing roads
A Strong impact upon debt levels and dependency from China
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Figure 3: Immediate marginal impact of BRI lending pipeline
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lI. The China 1 LAC relations

1. Historical overview
A Since the 1970 China diplomatic relations with LAC countries ha

0SSY Tdzy Ou N 2KyA y2&F LIBOE AGCRRYES O ¢ | A
Importance for China 3) pragmatic and not ideological
A During the 1970s and 80s diplomatic relations demanded by ant

communist dictatorships (movedtby search fobalancingU.S.
Influence through their relations withChina)

A The most important countries for China are Brazil, Argentina,
Mexico, and Chile, paradoxically, the least important are those
whosemotivations are mainly political (Cuba and Venezuela)

A The importance of LAC in Chinese strategy is a result of the gro
of Chinese global trade and the need to ensure safe access te k
commodities imports (food, metals) but not as a result of a speci
policy before 2000s, except with Brazil (1994).

A Complementary trade: commodities against manufacturing good
except with Mexico (competing)



lI. The China 1 LAC relations

1. Historical overview
A In the years 2000s, WTO accession, China extended its trade

penetration policy but presented as a Southouth policy (among
LDCs in the frame of WTO rules), military development are low,
only in technological cooperation with Brazil and Argentina

A => LAC is just part of the mercantilist strategy of China invading
commercially the markets for controlling the GVCs (raw material

A Institutionalization: 2004 OAS, 2008 first policy paper, 2008
adhesion to IDB, 2013 PA, 2015 ChibBLAC Forum, 2012019
plan for LAC, 2016 2d LAC policy paper, 2017 BRI opens to LAC

A From 2013 => more assertive policy but remaining cautious for r
provoking directly the US in its backyard

A From 2017, Trumps mistakes open the doors to China, extendin
Belt and Road Initiative to LAC as a soft power argument

ABrazlilCANBRG Of ASYdY /I NR2az2Qa Ay
GaUNF0SIAO LI NIYSNE OANRYSZ &arz
ctrateav for miultinolar trends)



1. Historical overview of China i LAC relations

A 1995 Brazilian investment in Chin®¢trobras CVRBsteel,
Embracg Embraer, satelliteg 1997 creation of Chindercosur
dialogue Forum

A In the context of WTO, 200Yiang¥2S Y A visit 1@ BAC, starting
GAOUK J/ KAES YR GKS /9t! [ oO0!lbl
{2dzi K¢ NBfIFIGAZYyas |/ KAyl &aSSjia
commodities) and for getting access for manufactured goods ant
Investments => strong trade growth but as elsewhere

A In 2004, soft extension to military cooperation (defense officials
from the PRC made 20 visits tatin American and Caribbean
nations,while 9 LAC defense authoritiessited the PRC

A Inlate 2004,Brazil opened its transport sector to Chinese
companies (railway Sante€hile) + many agreements
cooperationil 2 LINP YA RS | @aaz2¥finLAadH |
coalition against US/EU position in WTO (Doha) but 15 dumping
disputes claimed by Brazil against China at WTO



1. Historical overview of China 1 LAC relation

A Argentina China agreed to buy Argentine nuclear reactors and tc
cooperate in spacaatellites, invested in coal and railways, jomnt
LIS OS1TSSLIAY3I F2NDSa AY | AGA?
getting Argentinean support at WTO (market economy), but 40
anti-dumping cases against Chinese exports, and opposition to ¢
free trade Treaty Mercosug China in 2004, also opposite in Doha
as China protects agriculture and uses export subsidies

A Chile first to support China in UN in 1970, under Pinochet 1978
mixed commission for developing cooperation, China support to
Chile claim uporAntartica, at WTO, as market economy, 2005
bilateral SineChileanfree-trade Treaty, nonpoliticized relations
but not upgraded as strategic partner

A Mexico: upgraded strategic partner in 2004 after supporting Chin
accession to IDB; lot of trade conflicts as Chinese imports
destroyed Mexican jobs with huge trade deficit with China

A Venezuelaupgraded to strategic partner in 2001 for political




1. Historical overview of China 1 LAC relation

A Cuba relations relatively less friendly than it was expected. First,
as a result of the USSR/China conflict from the rsidties, with
even negative policies (suspension of Chinese import of sugar a
SELI2NI 2F NRAOS Ay mMdccI CARSH
conflict about the Chinese reforms, accused by Fidel Castro of
GOSUN)YEeAYy3aI a20AFEtAAYEZ NBOSY
Interest from China (except for Cuban NickeCuban exports to
China were equal td.5 percent of Cuban imports fron€hina

A Panamad SO2 YAy 3 [/ KA Y | @dagr8dméns & BRI
A Trade TreatiesFree trade with Chile (2006), Peru (2010), Costa F
(2011), Panama (on course in 2018)

A Visits of PresidentsXi visited 12 countries in 5 years, more than
Obama and Trump in 10 years

A Growth2 T / KAY Il Q& (i NJIBrR&| Chilg, ard Méxiid

had little impacton their voting behavior in the U.NGeneral
Assembly, only Cuba shows an alignment.



2. Trade flows

A Trade boom in the 2000s = result of Chinese spectacular growth
complementarity trade (not at all due to LAC performances)

A 1) =>asymmetricrelation: for China LAC remains mainly a margir
market (5.4% of its exports) while for LAC exports China is in the
top clients (becominghe No. 1 trade partner of several
commodity-rich South American countries, such as Brazll,
Argentina, Chile, andPeru).

A Except for Chile (copper = 20% Chinese needs), Argentina and |
(food = 1/3 of Chinese imports), and Panama (free zone re
dispachingtrade)

A 2) =>Reprimarizationof LA export structures (commodity boom)

and destruction of infantindustrialization, especially in Mexico
which did not benefit from the commodityboom

A Xi[ AV L3ttghiiQamove beyond commoditybasedtrade =>
Investment and financing ties to forgmfrastructure cooperation
YR 2 NBoOlIfFryOS D+x/a gA0OK |




To developed countries

China

2. Structure of LAC

B. Latin America and the Caribbean
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2. Trade flows

América Latina y el Caribe (subregiones seleccionadas): saldo comercial con China, 2000-2016
(En miles de millones de ddlares)

A. América del Sur B. El Caribe, Centroamérica y México
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Fuente: Comisién Econdmica para América Latina y el Caribe (CEPAL), sobre |a base de informacién de la Base de Datos Estadisticos de las Naciones Unidas sobre el Comercio
de Productos Basicos (COMTRADE).



2. High dependency for specific goods

Argentina: Brazil:

exports of soybean to main partners (Share, %) exports of soybean to main partners (Share, %)
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2. High dependency for specific goods

Brazil: Chile:
exports of iron ores to main partners (Share, %) exports of copper to main partners (Share, %)
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3. Infrastructures contracts In LAC

LAC is the third region in this kind of activityckefsen
mains»
Asia = 45% Africa = 36% LAC =11%

Main countries: Venezuela (38.3%) Brazil (15.4%

Equator (12,9%) Mexico (6,6%) Argentina (5,3%)

América Latina y el Caribe: ventas completadas por contratos de construccion con empresas chinas
y participacion en las ventas totales de China, 2000-2015
(En miles de millones de déiares y porcentajes)
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4. Chinese FDI inflows to LAC

Ameérica Latina y el Caribe: estimacion de las entradas
de inversion extranjera directa (IED) desde China,
2005-octubre de 2017

(En miles de millones de ddlares y numero de operaciones)
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Fuente: Comision Econémica para América Latina y el Caribe (CEPAL), sobre la base
de Financial Times, fDi Markets y Bloomberg.



4. FDI inflows from Chinato LAC



