Towards a partnership for development
between Latin America and China
The Latin American Economic Outlook 2016 explores the evolving
relationship between Latin America and China. This overview
provides an analysis of recent and future economic links, covering
key issues from trade and finance to skills and productive
development policies. It identifies strategies and policy responses
for Latin America to address its development challenges, both in the
short and medium term, some of them in partnership with China.
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To address its present challenges, Latin America should deepen and improve its
development partnership with China. China is a game changer in the region’s external
environment. In the last decades, the world’s economic centre of gravity has shifted
away from OECD economies and towards emerging economies (OECD, 2010; Quah, 2011),
a phenomenon called “shifting wealth”. In the first phase of shifting wealth, starting in
in the early 2000s, the trade association between Latin America and China expanded.
That relationship is changing now. Moving forward, Latin America’s competitiveness
depends on each country’s ability to implement its own specific reforms to boost broadbased and inclusive growth. Reforms include productivity and innovation improvements,
production diversification and investments in infrastructure, human capital and formal
job creation to address the opportunities and challenges posed by China’s so-called
“new normal”.
This conclusion rests on four findings:
First, trade between Latin America and China experienced an unprecedented
expansion, but the region’s current slowdown reveals the structural characteristics of
commodity-based growth.
Second, in light of this weakening, Latin American governments are looking for
ways to remain competitive in and attractive to China, exploring innovative productive
development policies to better participate in global value chains and boost economic
diversification. Chinese domestic consumption may open new opportunities for Latin
American exports in foods, services and tourism.
Third, Latin America needs to invest in innovation, skills, regional integration and
infrastructure to benefit from China’s new normal.
Fourth, attracting Chinese investment to further Latin America’s development can
be mutually beneficial. For this, Latin America requires better regulations, stronger
government capacities to develop bankable projects, deeper and more liquid capital
markets, environmental sustainability and a stronger commitment to transparency
and good governance, both in principle and practice. China, too, would benefit in this
new relationship by maintaining Latin America as a reliable source of commodities, a
sound market for its exports and an attractive destination for diversifying its outward
investment.

Trade between Latin America and China experienced an unprecedented expansion,
before weakening because of the structural characteristics of commodity-based growth.
In the first phase of shifting wealth, China and Latin America experienced a trade
boom that favoured the region’s commodity exporters. As both a manufacturing
powerhouse and an intense commodities consumer, China’s demand for commodities
characteristic of this phase constituted a fresh source of external funds for commodity
exporters. In the period 2001-10, mining and fossil fuels exports from Latin America to
China grew at an impressive 16% annually, followed by agriculture products at 12%. As
a result, Latin American countries well-endowed in natural resources intensified their
trade specialisation in these products, referred to as the reprimarisation of exports. In
primary goods, the five leading exports from all countries in the region (except Mexico)
accounted for at least 80% of the total value of exports to China in 2014, with commodity
exports topping the list. The greatest contributors in export value were oil, iron ore,
copper in different forms, soybeans, scrap metals, fishmeal, wood and sugar.
These trade links resulted in stronger, though asymmetric, global value chain (GVC)
linkages between China and Latin America. In the period 2000-11, Latin America’s total
participation in GVCs slightly improved, although it remained lower than the global
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average, whereas that of China was similar to the global average (Figure 1.1, panel A).
During the same period, the evolution of China’s participation in Latin America’s GVC
linkages has been remarkable. While the region’s intra-regional share of backward
linkages grew from 5% to 9% between 2000 and 2011, China’s share soared from 1% to
11% (Figure 1.1, panel B). The surge in China’s share in the region’s forward linkages from
5% to 16% over the same period confirms this dramatic increase. In other words, the role
of China for Latin American GVCs has become even more important than intra-regional
linkages. This also suggests that there exist new segments within global or regional
value chains that may present an opportunity for export diversification for the region,
(IDB, 2014). Asymmetry is seen too in the range of goods and services Latin American
exports to China versus the region’s worldwide export basket. In 2013, commodities
accounted for 73% of the region’s exports to China, compared to 41% of its worldwide
sales. Low-, medium- and high-technology manufactures accounted for just 6% of the
region’s exports to China, compared to 42% of its global exports. By contrast, whereas
low-, medium- and high-technology manufactures accounted for 91% of Latin American
imports from China in 2013, they represented 69% of its global imports.

Figure 1.1. Global value chains in Latin America and China
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Note: ‘LAC 6’ refers to Argentina, Brazil, Chile, Colombia, Costa Rica and Mexico, due to data availability. ‘Full
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Source: OECD/CAF/ECLAC calculations on the basis of 2015 OECD/WTO TiVA data (OECD/WTO, 2015).
12 http://dx.doi.org/10.1787/888933291306

The asymmetry of China-Latin America trade relations is not surprising given China’s
unmatched capacity to develop comparative advantages in manufacturing. China was
able to develop comparative advantages in 58 new export industries (4-digit Standard
International Trade Classification) between 1990 and 2008; thus it achieved the 8th most
diversified trade basket, compared to the 10th position two decades before(OECD/CAF/
ECLAC, 2013). In Latin America, only Colombia and Costa Rica diversified significantly,
each country adding 60 industries to its trade basket. This increase allowed Colombia to
climb from the 54th to the 45th position in the same ranking, and Costa Rica from the 57th
to the 47th. The rest of the region showed very little progress in export diversification,
with some countries significantly falling back. Brazil moved from 26th to 35th, Argentina
from 34th to 39th, Chile from 52th to 69th, and Venezuela from 58th to 107th.
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Now, against the backdrop of China’s economic rebalancing, Latin America is
experiencing a slowdown resulting from the structural characteristics of commoditybased growth. The high economic growth rates of the 2000s evaporated. Latin America
is facing unresolved challenges, as well as new ones. Following the swift recovery in the
aftermath of the global financial crisis in 2009, the growth momentum in Latin America
has been faltering since 2012. Regional gross domestic product (GDP) expanded a mere
1% in 2014, far from the 5% average rates of the previous decade as strong global demand,
high commodity prices and abundant liquidity boosted the region’s economic expansion
between 2003 and 2011. Weaker global growth, lower commodity prices and subdued
capital flows are now denting activity. The current context highlights Latin America’s
unresolved structural transformation, exemplified by low levels of productivity and
productivity growth (OECD/CAF/ECLAC, 2014). The region, however, is not homogeneous;
manufacture exporters in Mexico and Central America integrated into value chains in
the United States, for example, are outperforming net commodity exporters in South
America.
Domestically, the loss of investment momentum is an additional factor behind Latin
America’s slowdown. While investment’s contribution to growth was pivotal in 2010
during the aftermath of the crises, by 2014 its contribution to growth was negative.
External headwinds, notably lower commodity prices, the gradual retrenchment of
monetary easing in the United States and the ensuing tighter financial conditions, as
well as some (probably) short-lived domestic factors, such as policy uncertainty and
the passing of reform bills (notably on taxes in some countries such as Argentina,
Chile, Colombia, Ecuador, El Salvador and Venezuela), are leading companies to defer
investment plans. Tighter credit conditions cloud the prospects of a swift recovery
in the near future. Public investment was not strong enough to compensate for the
retrenchment of private investment; actually, in some cases, it reinforced it.
Medium-term growth projections suggest that potential output in Latin America is
less robust than previously thought and requires structural change. Evidence indicates
that potential growth is lower than expected, close to 3%. This stands in sharp contrast
with the 5% average annual growth rate that characterised the mid-2000s. Growth
increased in most countries over the first half of this decade, but it may slow over the next
few years for several reasons. First, less dynamic capital accumulation, low efficiency in
factor utilisation, limited labour’s contribution to growth and population ageing are all
slowing productivity (IMF, 2013; Powell, 2015). The growth gap between Latin America
and emerging Asia during the past decade is attributed largely to lower total factor
productivity growth. Second, macroeconomic management has not been accompanied
by significant structural change. The region needs to address supply-side bottlenecks
and shift more resources from low- to higher-productivity sectors and activities within
sectors. The growth of small- and medium-sized enterprises is constrained by difficult
access to and high cost of credit, particularly in the case of long-term credit (see OECD/
ECLAC, 2012). Improved infrastructure and logistics performance are needed to bolster
structural change and strengthen regional integration (see OECD/CAF/ECLAC, 2013).
Better integrated regional markets can offer opportunities to serve larger consumer
demand, achieve economies of scale and attract greater foreign direct investment,
combined with measures enhancing competition. Employable skills and innovation are
also crucial since Latin American firms are 3 times more likely than South Asian firms,
and 13 times more likely than Pacific Asian firms, to face serious operational problems
owing to a shortage of human capital (see OECD/CAF/ECLAC, 2014 and Melguizo and
Perea, 2015). Stronger productivity should go hand-in-hand with more inclusive growth
and reduce inequality and poverty further, given the 164 million Latin Americans, or
28% of the population, living below the poverty threshold in 2013. Informality levels
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are also high, with around half of the middle-sector workers in the informal sector.
New challenges have emerged or worsened, namely a weakening trust in political
institutions, an unsatisfied demand for quality public services, still vulnerable emerging
middle-classes and persistent inequalities. Necessary fiscal reform will be even more
challenging especially for those economies in Central America and the Andean region
with a pending agenda to strengthen their tax burdens (OECD/ECLAC/CIAT/IDB, 2015).
The middle-income trap stands as a potential challenging scenario both for Latin
American countries and China. In China, more than three decades of very high growth
have allowed the country to reach the upper-middle income country category in a very
short period of time. The country entered the range of the low-middle income category
(2 000 1990 USD purchasing power parity [PPP]) in the early 1990s, reached the uppermiddle income threshold in 2009 and currently stands very close to the high-income
mark (11 700 1990 USD PPP). China’s rapid growth has fuelled strong improvements
in multidimensional living standards (OECD, 2015a). For Latin America, the trap has
affected the large majority of countries in the region, many of which have suffered
recurrent and pronounced episodes of per capita income stagnation particularly after
the 1980s (Figure 1.2). Institutional shortcomings related to the rule of law and rentseeking behaviours and productive structures less concentrated in knowledge-intensive
activities account for the special incidence of the middle income trap in Latin American
countries. China has so far cruised through the middle income range, and might be able
to avoid this trap relatively easily. Some risk factors, however, could compromise China’s
future growth pattern. First, the public sector’s active involvement in the economy could
have deleterious effects by crowding out the private sector. Second, the impressive
growth of the past decades has come at a substantial cost to the environment. Third, the
increase in income inequality, which has pushed up the Gini index from 32 in 1990 to 42
in 2010, could slow growth.

Figure 1.2. Evading the middle-income trap in Latin America
(GDP per capita in selected Latin America economies, Asia and OECD countries; 1990 USD PPP)
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Latin America should embrace a second phase of shifting wealth and define a new
economic model anchored in productive development policies to improve participation
in global value chains, foster economic diversification and strengthen exports of food,
services and tourism.
China is implementing an ambitious development agenda that would allow the
country to maintain a leading role in the future course of shifting wealth. This process
is currently transitioning to a second phase, namely Shifting Wealth II. While Shifting
Wealth I was largely characterised by a single event, the initial opening of China and
India to world markets, this new phase refers to a longer-term recalibration. Large
emerging markets will sustain future growth and income convergence on the back of
drastic economic and social transformations (World Bank, 2015). China will remain a key
force in this process, thanks to its “new normal”: a growth transition characterised by
less dynamism and greater reliance on domestic consumption; a social transformation
underpinned by demographic ageing, urbanisation and the continuous rise of middleincome households; and the process of structural transformation, which will lead
towards skill- and technology-intensive industries while maintaining a solid grasp on
traditional manufacturing industries.
Latin America still has to define an agenda of diversification and upgrading of its
production structure to benefit more from new trade and investment opportunities, to
be more resilient to shocks and to optimise the financial flows to close infrastructure
gaps. A successful transition to China’s new normal implies a more sustainable growth
path based on rebalancing through higher consumption, a focus on higher added-value
and service industries, the strengthening of education and skills systems, and a more
prominent role of the Asian country in global governance platforms (OECD, 2015b; World
Bank/DRC, 2014). All these factors need to be incorporated in Latin America’s future
development strategies. Therefore, it is a good time for Latin America to re-evaluate
how to maximise benefits and face the challenges posed by China’s new normal. These
circumstances call for proactive and strategic integration efforts with China as well as
within Latin America itself to strengthen diversification and competitiveness.
Trade links between Latin America and China will continue to be a defining feature
of their relationship in the medium and long term, but traditional commodity exports
will significantly decline, given China’s shift from investment and exports towards
consumption. According to our analysis, using official macroeconomic scenarios for
China (World Bank/Development Research Centre of the State Council, P.R. China, 2013,
updated), Latin American exports to China will experience a significant slowdown of
different intensities depending on the export baskets and their exposure to the country.
Mining exporters such as Chile and Peru would be hit the hardest, since their exports
will slow down from an impressive 16% annual average growth between 2001-10, to
nearly 4% between 2011-30 in the baseline scenario. Fossil fuel exporters (Venezuela,
Ecuador, Colombia and Bolivia) and economies with more prominent agriculture sectors
(Nicaragua, Guatemala, Uruguay, Brazil, Honduras, Paraguay and Argentina) will
experience similar decelerations (from 16% to 4% in the case of energy, and from 12%
to 3% in the case of agriculture products). Manufacturing and service-based economies
(Mexico, Dominican Republic, El Salvador, Costa Rica) are also likely to experience a
decline, although from lower rates (from 5% export growth before 2010, to a 2% increase
in coming years). Under the “low investment scenario” for China, mining exporters
would face an even more challenging environment, while manufacturers would be more
resilient (Figure 1.3).
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Figure 1.3. Projections for Latin American exports to China,
by clusters of countries, 2010-30
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China’s rebalancing also involves the recomposition of consumption, opening
opportunities for Latin American exports, notably in certain agro-food sectors. China
covers just 7% of the world’s arable land and 6% of its water resources, yet it is home
to 19% of the world’s population. Additionally, China is experiencing changes in its food
consumption patterns owing to the urbanisation process and the consolidation of its
middle class (from slightly over 50 million in 2005 to around a billion in 2030, measured
as population with income per capita between 10 and 50 PPP USD, while Latin America’s
will go from 135 to 310 million in the same period; [Bussolo, Maliszewska and Murard,
2014]). Proteins and processed foods are in demand, along with higher levels of quality
and safety. Over the next decade, China will increase its consumption per capita of sugar,
poultry and sheep meat by over 20%, while products such as fish, vegetable oils, fruits
and vegetables, milk and beef will increase between 10% and 20%. Conversely, per capita
consumption of basic crops such as rice and wheat will fall (OECD/FAO, 2015). China’s
looming demand for these products will not be solely satisfied with internal production,
given its limited stock of land and water. Latin America is well-positioned to respond to
this consumption shift and the prospects for meat, milk or vegetables exporters, such as
Argentina, Brazil, El Salvador or Guatemala, are promising.
The prospects for increasing Chinese food demand should be addressed with
proactive productive development policies in these sectors and, more broadly, through
horizontal policies. To fully capture the growing consumption trends of food products,
Latin America’s governments should try to position firms in higher value-added stages
of the production chain, incorporating various types of services. This could avoid the
price volatility of commodities. China’s share in the region’s agricultural exports rose
from 1% in 1990 to 3% in 2000 to 13% in 2013, resulting in a large and growing surplus
in agricultural trade. China’s growing consumption of products such as processed
meat, fish and fruits makes room for more added-value exports from Latin America.
The examples of electronic traceability in the meat industry in Uruguay or the creation
of seeds in the Argentine soy sector are illustrative. While tariff escalation and nonLATIN AMERICAN ECONOMIC OUTLOOK 2016 © OECD/UNITED NATIONS/CAF 2015
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tariff barriers such as sanitary and phytosanitary measures on semi-processed products
over raw materials limits access of Latin American-processed food exports to China,
increasing demand may offer opportunities in the future. Value is not only concentrated
at the start of the value chain, in activities such as research and development (R&D) and
product design, but also in upstream activities like marketing and logistics (OECD/FAO,
2015). The rise in Latin American value-added incorporated in Chinese final demand
points to an increasing share of exports from Latin America to China that are used for
internal consumption (OECD/WTO, 2015; ECLAC, 2015). This is particularly relevant for
exports in the agricultural sector. If Latin American agricultural firms want to reach
the Chinese consumer with final products, they need to create awareness, country and
brand recognition.
Mining firms in Latin America need to define a strategy to expand their activities
from extraction to include logistics, infrastructure and services. Successful productive
development should promote local industry’s capabilities and linkages with local
suppliers and encourage upgrading activities between Chinese and local firms. Mining
projects, such as Mirador in Ecuador or Minas Gerais in Brazil, that are investing in
mining-related services and industries illustrate this strategy.
Latin America should expand its range of services to respond to new opportunities
created by the structural transformation of the Chinese economy. These include backoffice and offshore services for the global networks of Chinese multinational companies,
providing around-the-clock services. Other examples are entertainment, architecture,
urban planning, environmental management, medical and other services for an ageing
population and more traditional services such as tourism, transport and logistics. The
OECD Services Trade Restrictiveness Index shows that in Brazil, Chile, Colombia and Mexico
restrictions tend to be relatively higher in broadcasting, courier, telecommunications
and air transport services. This is partly due to sector-specific rules, such as thresholds
to foreign participation and general regulations. (OECD, 2015c). In particular, tourism
shows potential for further development. The number of visitors from Latin America to
China (251 000 in 2013) and from China to Latin America (334 000 in 2013) has increased
significantly in recent years (UNWTO, 2015), but still represents less than 1% of China’s
tourism. Latin America’s visa restrictions and complex migratory procedures could be
revisited to allow for a more fluid regional exchange.
Intra-regional trade, including participating in global value chains (GVCs), could
further boost Latin American productivity. Latin America’s participation in GVCs is
considerably lower than those of other regions, such as the European Union and Asia,
mainly due to lower backward linkages. A considerable share of GVC trade takes place at
the intra-regional level. Aside from Mexico, which is well integrated into the NAFTA
region, the share of intra-regional trade in Latin America is low in both intermediate
and final goods, and lower for intermediates. In 2011, Latin America’s backward linkages
(covering the six countries of Argentina Brazil, Chile, Colombia, Costa Rica and Mexico
due to data availability) were 20% of gross exports, compared to the European Union
and Asia, which have nearly 30% each. The region’s level of backward linkages is
significantly influenced by Mexico, whose backward linkages are 32% of gross exports
thanks to its integration in NAFTA. Excluding Mexico, the region’s backward linkages
fall to 13% of its gross exports. In contrast, the region’s forward linkages are similar to
those of the European Union and Asia (between 21% and 23%). These forward linkages
are particularly high for Chile and Colombia, whose share rises to between 30% and 32%
(OECD/WTO, 2015), confirming the region’s upstream position in GVCs.
Latin America could target knowledge- and technology-intensive services such as
information and telecommunication technologies and other business services in global
value chains, including those with China. Services value chains are less sensitive to
distance from manufacturing hubs, and more so to investment climate and openness to
foreign direct investment. They would facilitate Latin America’s diversification efforts in
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the face of current structural and geographic constraints. So far, exports to China have
been concentrated in relatively traditional services such as transport and storage, and
wholesale and retail trade. Only Brazil and Costa Rica have successfully expanded into
knowledge-intensive services sectors. The dynamics suggest that services offer avenues
for diversification and greater integration across regions. The rest of Asia (excluding
China) and European Union countries offer the greatest opportunities in computer and
other business services; while integration with the United States, Canada and China
offer opportunities in other sectors.

Investing in innovation, skills, regional integration and infrastructure can help Latin
America benefit from China’s new normal.
Latin America’s pool of skills needs to be improved to benefit from the opportunities
in global value chains. For Latin America to compete and tap emerging opportunities,
skills need to be upgraded and the quality of education and training systems needs to be
improved. As stressed in the Latin American Economic Outlook 2015, the quality of education
in the region is still low. In secondary education, the gulf between the performance
of Latin American students and that of students in the OECD countries is equivalent
to more than two years of schooling according to the 2012 PISA tests. Areas such as
the quality of training for teachers and early education are crucial to upgrading overall
education performance. Improving education and skills can raise labour productivity, a
persistent challenge for Latin America, create high-quality jobs and reduce the size of
the informal economy (OECD/CAF/ECLAC, 2014).
Current trends suggest that China might be the main provider of tertiary-educated
people in the world, with a much larger and more skilled workforce than Latin America.
In our baseline scenario, China’s current skills strategy could raise its global supply of
tertiary-educated students to around 125 million by 2020 and more than 220 million
by 2030 (21% of Chinese working-age population, a similar level to Australia today),
considerably higher than the projected 90 million tertiary-educated people in Latin
America by 2030 (corresponding to 19% of the region’s working-age population, a similar
level to Austria today) by 2030 (Figure 1.4). The high-graduation scenario for China, based
on recent past trends, would aggravate the gap. China increasingly will be able to capture
high value-added segments of global value chains, producing more sophisticated goods
and developing its services sector. This could leave Latin America in a compromised
position to compete in these areas.

Figure 1.4. Skill projections in Latin America and China, 2013-30
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12 http://dx.doi.org/10.1787/888933291334
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In sharp contrast to China, the composition of skills in Latin America is concentrated
in fields less connected to the productive sphere of the economy, with under-investment
in science and technology. The pertinence of skills should be a priority in the region for
employability. While in China around half of students in tertiary education are enrolled
in science, technology, engineering and mathematics (STEM) fields, only 1 out of 5 in
Latin America is enrolled in these areas. Given that technology will be an increasingly
important driver of productivity, the right skills will be crucial to both absorb and produce
technological advancements. China’s incorporation of technology into the production
processes, mainly through robotisation, highlights Latin America’s lack of strategy to
respond to this challenge. The employability potential of STEM fields of study seems
underestimated by a large share of the population. Systems to provide information on
the returns to skills in these fields of study, such as Mi Futuro in Chile and Ponte en
Carrera in Peru, may stimulate enrolment. Strengthening the quality of technical and
vocational education remains a priority for bridging Latin America’s deficit in technical
skills. These goals require establishing mechanisms for skills matching between
industry’s demand and labour’s supply, providing information on career paths through
qualification frameworks and anticipating future demands.
More and better education and job skills must be accompanied by greater innovation.
The stock of innovation capital is far lower in Latin America (13% of GDP) than in
OECD countries (30% of GDP), in the same way as R&D expenditure. The institutional
arrangements to favour the dissemination of technology and innovation need to be
improved, while attracting foreign direct investment would provide an opportunity to
develop skills and innovation in Latin America, but only if the investment flows are more
closely tied to policies on innovation and structural change (OECD/CAF/ ECLAC, 2014).
Successfully joining global value chains calls for a regional integration agenda,
supported by better infrastructure. China’s willingness to strengthen ties with Latin
America demands a regional co-ordination mechanism to successfully dialogue and
negotiate. The recent experience shows that bilateral agreements, while beneficial for
some countries or markets, could impact others negatively. The use of regional platforms
and the development of Regional Trade Agreements should increase the region’s
competitiveness and strengthen the region’s bargaining power in coming negotiations
with China. Existing platforms, such as CARICOM, Central American Common Market,
Mercosur and the Pacific Alliance, can contribute to building the co-ordination mechanism
and designing a strategy vis-à-vis China, while also creating a larger regional market,
more attractive to foreign investors. Improvements in infrastructure and logistics, based
on public and private investments, can contribute to the integration agenda, helping the
region’s economies reposition themselves within global value chains. In Latin America,
57% of exports consist of perishable or logistics-intensive products, cargo costs are high,
and transport services unreliable. There is a wide margin for action to improve access to
global production networks through infrastructure upgrading (OECD/CAF/ECLAC, 2013).
Within the dialogue with China, Latin American regional trade agreements should
go beyond tariff policies and include disciplines in services, investment, government
procurement, intellectual property rights, competition policy and regulatory
transparency. A high degree of regulatory restrictiveness, particularly in services, can
affect competitiveness. For services value chains in particular, easing investment barriers,
eliminating restrictions on foreign entry across most sectors and reducing barriers
to competition can help attract foreign direct investment. Enhancing labour mobility
and market integration in professional services, such as legal services, accounting
and engineering, will allow countries to mutually recognise foreign qualifications and
free up licensing regimes that constrain the right to practice. This will not only help
harmonise regulations within the region, but also introduce sector reforms in areas like
telecommunications and financial services.
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Also, co-operation efforts between China and Latin America prove that there is a
rich arena for technical exchange in areas such as agriculture, energy, infrastructure
and environmental management. As part of the Brazil-China Ten-Year Co-operation
Plan (2012-21), the two countries signed a USD 50 billion infrastructure agreement.
Similarly, China has become an important supporter of Chile’s energy diversification
through an ambitious solar energy plan. In Argentina, local scientists from the Centre
of Science and Food Technology work with Chinese counterparts on the areas of agrifood, biotechnology, nanotechnology, energy, sustainable food processing, preservation,
packaging and transport research.

China’s investment in Latin America’s development can be mutually beneficial.
China´s Zouchuqu zhanlue (“
”) “going-out strategy”, has driven Chinese
engagement over the past three decades by promoting acquisition of global resources
and the internationalisation of Chinese firms. More recent activity is often driven
by these same objectives, but also by China’s efforts to fundamentally transform its
economy. This offers a key opportunity for infrastructure financing in Latin America.
Unlike previous decades, Latin America will be one of China’s priority regions, as
signalled by the visits of the Chinese Prime Minister to the region during 2015. Although
policy instruments such as bilateral free trade agreements and investment treaties have
existed for years, China is looking to further deepen trade and investment integration
by engaging with plurilateral platforms (CELAC, Mercosur, Pacific Alliance). China
today is a key actor for restructuring the global financial architecture through major
financial loans and investments. For Latin America, these steps include a significant
presence through bilateral loans, membership in multilateral development banks
– from joining the Inter-American Development Banking 2009 to deepening relations
with the Development Bank of Latin America – and the launch of the New Development
Bank operated by the BRICS (Brazil, Russia, India, China and South Africa). Moreover,
Latin American governments should play a more active role in attracting investment,
providing more information and associating with local partners. In particular, exports
and investment promotion agencies can be critical in setting predictable investment
policy frameworks, and improving knowledge and communication between China and
the region.
China-Latin America financial flows have seen unprecedented growth during the
last decade, often concentrated in infrastructure, energy and mining. Chinese lending
to Latin America has become the largest source of external financing for a specific group
of countries (Argentina, Brazil, Ecuador and Venezuela), overcoming well-established
international financial institutions in the region. Since 2010, loans from China reached
USD 94 billion, compared to USD 156 billion from the World Bank (WB), the Development
Bank of Latin America (CAF) and the Inter-American Development Bank (IDB) combined
(Figure 1.5). Chinese financing complements the economic sectors and countries in
which international financial institutions operate. Chinese financing is concentrated
in mining, transport infrastructure and energy, whereas 60% of international financial
institution (IFI) projects focus on other sectors (finance, education, health, environment,
public administration). Argentina (16%), Brazil (19%), Ecuador (9%) and Venezuela (47%)
were the most active in Chinese financing, accounting for 91% of Chinese loans between
2005 and 2014. This also highlights that countries borrowing from China have higher
barriers to accessing international financial markets (e.g. average spreads in sovereigns
among these countries is 750 basis points, compared with 350 for the rest of the region).
China’s presence, not only in the region’s extractive sectors but also in
telecommunications, electricity, green technologies and land purchases, is growing.
By 2025, accumulated investment of China in Latin America is projected to reach
LATIN AMERICAN ECONOMIC OUTLOOK 2016 © OECD/UNITED NATIONS/CAF 2015
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USD 250 billion, according to President Xi Jinping’s declaration in the China-CELAC Forum
in Beijing in early 2015. China’s participation in telecommunications has expanded
since the early 2000s, deploying networks of local providers and technical assistance
in large markets like Argentina, Brazil and Mexico, and extending to others like Bolivia,
Cuba, Ecuador, Nicaragua and Venezuela. China is active in the region’s hydropower
development through products in Argentina, Brazil, Costa Rica and Ecuador, among
other countries. In addition, owing to China’s excess capacity in its own market, Chinese
companies have started to play a role in providing green technologies to the region in
the form of wind and solar energy generation. The USD 900 million electricity plant
project in the Atacama Desert in Chile is one such example.

Figure 1.5. Loans to Latin America from China and from selected multilateral
organisations
(USD million)
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Note: Chinese loans include loans provided mainly by China Development Bank and China Ex-Im Bank. World
Bank loans are IBRD and IDA commitments. CAF loans refer to loans commitments, and IDB data include loans
and guarantees approved.
Source: OECD/CAF/ECLAC calculations based on annual reports of CAF, IDB, and World Bank, and Gallagher and
Myers (2014) for Chinese loans data.
12 http://dx.doi.org/10.1787/888933291344

As Chinese companies seek new opportunities in the region, Chinese finance
and investment will very likely be directed towards a wider variety of countries and
industries. Credit lines – announced in 2014 and 2015 during high-level Chinese visits
to the region – are available and should target new countries in the region in coming
years. The increasing presence of Chinese commercial banks could also help diversify
China’s portfolio in the region and reduce somewhat China’s financial exposure.
Whereas finance continues to focus on traditional sectors, such as energy, transport
infrastructure and telecommunications, foreign direct investment is already being
directed towards a wider variety of sectors, including manufacturing, scientific and
technological innovation and information technologies.
Opportunities for increasing China’s participation in Latin America’s financing should
be matched by efforts in transparency and regulation, especially on the environmental
front. Latin American governments can be more proactive in strengthening transparency
and regulations, particularly those related to the environment. China’s focus on
extractive industries calls for reinforcing evaluation and monitoring mechanisms,
improving ministries’ capacity to enforce standards and laws in extractive projects,

12
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establishing a clear consultation process to address local concerns (including ILO
Convention 169), collaborating with civil organisations and the Chinese government to
hold investors accountable to comply with local environmental guidelines and informing
Chinese investors about current regulations (Ray et al., 2015). The regulatory framework
also extends to international standards. China’s increasing demand for goods, and the
potential surge of Chinese instruments (i.e. foreign direct investment, special economic
zones) in Latin America, recommends revising existing standards and certifications
in exports (ISO, European CE Marking Guidance, China Compulsory Certification),
particularly when China challenges convergence.
A successful Latin America-China partnership needs adequate multilateral
governance. China’s transformation introduces new challenges and opportunities for
the region. These need to be incorporated into the broader development strategy aimed
at upgrading, diversification and integration. For this to happen, China also needs to
understand Latin America’s development challenges. The willingness to establish
channels of co-operation should go beyond bilateral forms of dialogue and include
a structured dialogue with the region as a whole. Finally, this partnership should
complement the current agenda to include sustainability goals and regulatory issues as
main elements of co-operation.
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