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Chapter 1

Introduction

What happens to states when a new power rises? International Relations (IR) literature
has provided several answers, but most of it concentrates on the behavior or actions of the
current hegemon, not of peripheral states. This dissertation will mainly focus on the
narrower aspect of what happens to states other than the hegemon, and about its policy
options. The IR literature signals two main policy options: to bandwagon or to balance.
The scarce Latin America’s foreign policy literature, however, refers to a third — under-

theorized- possibility: “diversification”.

New power rises are rare historical events that cause major impacts in the configuration
of the international system. The current rise of China is one of them; thus, we have the
unique opportunity to see in real time this process unfolding before our eyes. That to
which | refer is the impact on different parts of the world, and how policymakers — of the

hegemon and from others countries — are reacting to it.

In particular, this dissertation addresses the specific issue of how China’s emergence is
impacting the Western Hemisphere, the area of traditional U.S. hegemony, during the
period 2000-2010. The answer will build on accounts of the historical background,
regional experiences and the theoretical framework. | will also analyze four cases of the

Western Hemisphere in detail: Mexico, Venezuela, Chile, and Argentina. Regarding the



U.S., the inquiry focuses on to what extent China’s rise and influence has demanded U.S.

foreign policy changes towards an area long considered a “backyard”.

This dissertation aspires to contribute, with theory development and knowledge
accumulation, new elements for potential generalizations about foreign policies of
developing countries towards rising powers. This study will generate new insights for a

key overarching question in IR: What happens to states when a new power rises?

The dissertation will also try to overcome two scholarly divides: first, that of IR
specialists and that of area studies students. Second, the area studies divide between area
specialists of two different regions, Latin America and Chinese studies (being area
studies a concept-frame device developed after World War 1), providing a new kind of
study that is increasingly important in an era of globalization, in which we must expect
and look for more connections between different parts of the world, not necessarily

mediated by a “hub” or even former colonial master.

The Rise of China

The rise of China, which started at the end of the last century, is the most important
structural development of the international system at the beginning of the twenty-first
century. The source of China’s rise is economics. Starting a process of astonishing
economic growth with the reforms of December 1978, China’s economic growth pace is

probably the fastest in world history. This economic boom has been coupled with an



equally impressive expansion of capabilities in its armed forces on the ground, air, sea,

space and in cyberspace.

This historical structural change in the distribution of capabilities is a new instance of a
classic inquiry in IR: How are the existing status quo superpowers, other regional powers
and countries supposed to react to China’s rise? There is a growing, sophisticated and
specialized literature addressing the issue of rising China and its consequences, which is

mirrored by a ballooning interest by policy makers, economists and the broader public.

The initial theoretical speculations were about rising China’s attitudes toward its
neighboring Asian countries and sea areas, and the recommendations for proper U.S.
foreign policy approaches and posturing in the region. There is ample evidence of this
phenomenon, and, as such, it is well studied. For example, the new role of China in the
Korean Peninsula, the conflicted relations with Japan, the relations with ASEAN, the
evolving relations with Russia and India — all these have been the natural issues and locus

of the first and obvious crop of research.

Essential in the process of China’s rise is a deep change in the identity and self-
perception of China. Nationalism is on the rise in China, and it is somehow substituting
Marxism as a unifying discourse. Chinese self-perception as a rising power has been
crucial for the new assertiveness that China has shown in several international fora.
Beijing’s self-confidence allows it more flexibility in dealing with several issues. Beijing

has also tried to portray itself as an increasingly responsible member of the international



community, and it has launched a campaign promoting the “peaceful rising” idea to
counter the “threat” perception, later reshaped by President Hu Jintao as a campaign

promoting a “harmonious world”.

In a parallel way, as it has been mentioned, China has been devoting massive resources in
an extensive process of military modernization. From the United States’ point of view, as
China has continually increased its global economic power, and conversely its military
muscle, the Asian giant has been increasingly and frequently depicted as a “threat”
(Bernstein & Munro 1997)." After the end of the Cold War, the search for a strategic
adversary has pointed increasingly to China, with the attention only momentarily shifted
in light of September 11. The increasing U.S. trade deficit with China, the dependency on
its demand of U.S. treasure bonus, the denunciation of several food-security related
issues, and the attempts by Chinese companies to buy American cherished economic
symbols such as ports and oil companies, all these factors have collaborated to connect

China to an idea of risk.

The Rise of China in Latin America

If China is rising to a global power status, the effects of this ascent must be perceived in
different parts of the world. The most recent crop of the literature is just beginning to deal
with this. New journalistic accounts providing idiosyncratic evidence and some analyses

of the growing presence of China and its effects in the Middle East, in Europe, and in

! The rise of China has been considered by some scholars (Gerald Segal: 1999; Susan Shirk: 2007) as
fragile. This study does not engage with the important discussion about the sustainability or strength of
China. It does not extrapolate the current pace of the economic growth or forecast a continuation of the rise
of China in a linear manner or even its continued unity.
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Africa are appearing more frequently. | contend that the crucial test of the global status of
China, however, is precisely the object of study of this dissertation: the inroads of China
in the so called “backyard” of the United States, the area in which the United States has
developed its “manifest destiny” and coined policy as early as 1823 with the Monroe
Doctrine, an issue that | explore across the case studies and in more detail in chapters 2

and 7.

Thus, an analysis of China’s quickly expanding relations in Latin America is urgently
required. What are the goals and strategies of China, as a rising power, that guide its
“penetration” (as some observers call it) in Latin America? The development of “strategic
partnerships” with several Latin American countries is a prominent feature of China’s
foreign policy. On the other hand, China's leaders and scholars repeatedly claim that
China is in a process of “peaceful rising”, or pursuing a “harmonious world,” although at
the same time favoring a multipolar world. On November 5, 2008, China issued a “white
paper” on Latin America, “China’s Policy Paper on Latin America and the Caribbean”,
with the intention to add transparency to the growing links in the region and to reassure
the United States and the countries in the region about Beijing’s intentions. Is this claim
of peaceful rise enough to address the concern existent in several circles in the United
States over the Chinese expansion in Latin America? Are we are going to be in a similar
situation to that moment, during the height of the Cold War, when the United States tried
to put a foot on Eastern Europe, within the sphere of Soviet influence, and the Soviets in

turn attempted to do the same in Latin America? (That is, is China establishing



“beachheads” in Latin America to counterbalance the historically strong presence of the

United States in areas surrounding China?)

The study of the proposed cases within Latin America will allow for verification whether
there is consistency between China’s discourse and actions, analyzing goals, strategies
and variations in Latin America. This study will also offer a more accurate mapping of
the development of China-Latin America relations in the period 2000-2010, through the

detailed analysis of some key bilateral relationships.

Historical Background: Hegemonic Challenges in Latin America

The rise of China poses a challenge to the United States’ supremacy in Latin America. To
understand this new phenomenon, it is necessary to put it in historical context; in specific,
the regional historical context. There have been four other additional historical instances
of challenging of the existing hegemon in Latin America (where the United States often
played a role of some type). For example, at the end of the XIX century and the
beginning of the XX century, a rising United States successfully and pacifically
substituted Great Britain as the preeminent power in Latin America. The rise of Nazi
Germany briefly attempted to challenge the preeminence of the United States in the
region in the 1940s (Dominguez 1999). In the second half of the XX century the
emergence of the Soviet Union and the following Cold War shaped the regional
international relations in Latin America for decades, and caused tremendous domestic

instability, affecting domestic political regimes, causing civil wars, and other tensions. As



Cynthia McClintock noted, “Washington “hardliners” tend to exaggerate threats to U.S.
power and their over-reaction to these threats has often been tragically counter-

92
productive”.

By the end of the 1970s and at the beginning of the 1980s, Japan was widely perceived
by the United States as a potentially serious rival in the region. Today, at the beginning of
the XXI century, the emergence of China is producing strong effects in Latin America
and the United States is reacting to this in several ways. Chapter 2 of this study explores
previous instances of hegemonic challenge in Latin America and the Caribbean. It
focuses on how the United States has reacted to them, and how the economic relations
and foreign policies of the countries in the region have been affected, and in particular,
the opportunities and risk for diversification that emerge in each of these historical
situations. This research also aims to clarify how hegemonic challenges develop and what

the milestones are in the process.

Theoretical Context

This dissertation addresses the inquiry for the problem of emerging challengers of
existing powers or status quo, which has been a central one in IR literature. There are two
main competing hypotheses: one is that great powers will try to destroy the emergent
power, and the other is that they will try to accommodate to it. The implications for

policy makers of the scholarly debate has also been crucial, where in the past the policy

2 Cynthia McClintock, “The United States, Latin America, and China”, Third Dialogue on US-China
Relations in a Global Context, March 13-14, 2007, Beijing, China, p. 10.



recommendations basically were ones of “containment” vs. “engagement” (with a d¢ja-
vu of the pre-WWII discussion around “appeasement”). The emergence of China has
produced the present contested debate over “bandwagoning” and “balancing”, and more
recently “soft-balancing” (Schweller 1999; Brown et al 1995; Brown et al 2000; Walt
1995; Brooks & Wohlforth 2005). According to Randall Schweller (2005), “Walt uses
“bandwagoning” to serve as the opposite of balancing: bandwagoning refers to joining
the stronger coalition, balancing means allying with the weaker side”.® Soft-balancing is
moderate balancing under conditions of unipolarity. “Soft-balancing involves tacit
balancing short of formal alliances. It occurs when states generally develop ententes or
limited security understandings with one another to balance a potentially threatening state
or a rising power”.* However, these policy options are based on the logic of negative
sum, and frequently refer, implicitly or explicitly, to major powers. According to Goh,
part of the problem is “realism’s indeterminacy about the behavior of secondary or small
states™.”> The dissertation will explore more specific policy options (as in the spirit of
Gaddis’s Strategies of Containment) and will broaden the spectrum of countries to

developing countries (as in the pioneering work of Alastair lain Johnston & Robert Ross

1999; Acharya 1999), particularly in Latin America.

From the point of view of peripheral states, such as that of the Latin American countries,

the emergence of China amounts to a systemic structural change that may be considered

% See Schweller (1991) and (1999) for a full discussion of the standard literature in IR on bandwagoning
and balancing. For an application of these concepts to Latin America see Dominguez (1999) and Desch
(1993 and 1999).

* See T.V. Paul, cited in Brooks & Wohlforth 2005, p. 73. See the same article for a critical analysis of the
concept.

® See Evelyn Goh, “Great Powers and Hierarchical Order in Southeast Asia”, International Security, Vol.
32, No. 3 (Winter 2007/2008), pp. 116.



as a source of new external threats or as windows of opportunity (“room of maneuver”)
for more agency. Economic and political foreign policy options also depend on internal
political and economic factors that shaped responses or lack thereof. The case studies
addressed here will let us have a more nuanced understanding of the classic policy
options of balancing and bandwagoning (Foot 2006), in the cases of peripheral countries,

in particular, Latin American countries.

Concepts definition

There is one crucial concept in the United States-Latin America relations’ literature:

“hegemony”. In fact, the discussion of hegemony is the central feature of this literature.

For the purposes of this dissertation, | adopted the following definition: hegemony means

“the capacity of an actor-or nation-to impose its will on others without significant

challenge”.® Stephen Brooks & William Wohlforth adopted Jack Levy & William

Thompson’s view that hegemony has two aspects: material capabilities and “the political
9 7

dominance that this material strength may enable”.” A more detailed discussion of it is

presented in Chapter 2.

At the center of this dissertation there is the study of the concept of diversification.
Despite its pervasive use in the study of international relations and foreign policy, no
definition of diversification has been found in the IR literature, perhaps for its bias
toward superpower relations. Diversification is a term assumed to be intuitively

understood, that it has an obvious meaning, and that it does not require further

® Peter H. Smith, 2007, p. 6.
" Stephen G. Brooks & William Wohlforth, World out of Balance, Princeton University Press, 2008, pp. 22.
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explanation. It is assumed to have an unequivocal meaning, and so, normally it rarely
appears in the index of the books that mention it. When used, it refers to policy options of
different types of countries (i.e. Goh 2007/2008), both in economic and foreign policy

analyses.

The extensive use of the term in Latin America and the Caribbean, however, makes it a
defining aspect of how scholars and policymakers in the region conceive their
international relations policy options and weltanschauung. Judith Goldstein and Robert
Keohane have stressed the impact that ideas have in foreign policy, and this is an

extraordinary example.®

It is not possible to understand (interpret) Latin America praxis and theoretical
thinking on international relations without understanding diversification. According to
the new, ground-breaking work of a new wave of scholarship, it is imperative to rescue
this thinking and to incorporate it to more established scholarship. For example,
according to Amitav Acharya and Barry Buzan, “non-Western IR theories do exist, but
are hidden”. In this case I argue that at least a concept useful for general IR has been at
the center of the praxis and thinking in Latin America, most often being done in Spanish
and Portuguese, not in English.? Ole Waever and Arlene B. Tickner posited: “How is the
world understood around the world? How is it understood by those who are
professionally dedicated to analyzing world politics, that is, by scholars of international

relations? Presumably we are all part of a global discipline studying a shared object of

8 Goldstein, Judith, and Robert Keohane (eds.), Ideas and Foreign Policy: Beliefs, Institutions and Political
Change, Cornell University Press, 1993.

® Acharya, Amitav and Barry Buzan (eds.), Non-Western International Relations Theory, Routledge, 2010,
p. 18.
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interest, and yet theorizing gravitates around a number of theories “made in the U.S.”
They proposed that the discipline of “International Relations” studying “international

relations” must also incorporate concepts grounded on “geo-cultural epistemologies™. ™

This dissertation will address this massive conventional use of diversification in Latin
America, describing the flexible nature of the use of diversification in different past
domains by journalists, policymakers, and scholars. | argue that there has been
inconsistency in the use of diversification, as well as a lack of precision. For example, it
has been applied in connection to other words, thus creating different concepts, such as
“strategic  diversification,” “diplomatic diversification,” “trade diversification,”
“diversification goals,” etc. Diversification is used to denote a desired result or state of
affairs. It also has an affinity with similar terms, such as the infinitive verb form *“to

diversify” and its different conjugations, as the present continues “diversifying.”

Diversification has naturally applied to the field of economics and finances. In
economics, it usually refers to economic diversification, that is the variety of economic
sectors, particularly (but not exclusively) productive sectors. Dependency theory, for
example, was concerned with this aspect of “diversification of outputs” (Cardoso &
Faletto, 1965). A major application is in the field of foreign trade: it is regularly used to
analyze a variety of sources of imports, exports markets and exported products

(Hirschman 1945). 1t will also be one of the two main uses in this dissertation. In finance,

19 0le Waever and Arlene B. Tickner (eds.), International Relations Scholarship Around the World.
Worlding Beyond the West, Routledge, 2009.
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diversification is a crucial idea. In simple words, it is “to put the eggs in different

baskets”.

A simple definition of diversification is to “increase variety, to make diverse”, “to spread
out activities or investments”. The two most common forms are diversify, a verb (fied, fy,
ing), and diversification (noun). The word comes from the Latin diversus past participle
of divertere, “div” or “diver”. Diver is to separate, as in division, and divert. An
important consequence of this action in a number of domains, such as finance and trade,
is to spread risks, diminishing chances of disruption, damage, or loss, and increasing
certainty at the same time as reducing vulnerability. An important idea of its use is in
finance, which usually is not captured in foreign policy; that “true” diversification of
assets requires they must not be related, that they must be delinked. This notion is
important to understand the case of Argentina’s exports to China, in which three

important products are closely related, as | analyze in Chapter 5.

It is important to differentiate diversification from balancing and hedging, two other
concepts applied frequently in realism’s literature. Balancing, one main concept for
different strands of realism, typically implies engaging in military buildup, the
developing of coalitions and security alliances and is focused on creating a force strong
enough to affect behavior of a hegemon or rising power. A strategy of diversification
does not pursue this goal, because it is focused on the country that pursues this strategy
and is not engaged in coalition building. On the other hand, both diversification and
hedging are tools for risk managing, but they are essentially different. However, hedging
implies a counter-bet, which is a second bet in opposite direction of the main one that

12



will cover the loss of the first one. It is like an insurance policy. Usually it implies

negative correlations. A typical example is a future contract.

Diversification is commonly used in Latin America as a way to achieve other associated
policy goals. A frequently pointed aspect of diversification is its function as a tool for
reducing dependency. G. Pope Atkins mentioned that Latin American countries have
been “expanding their international contacts so as to “diversify dependency” to a degree
that no single outsider has overwhelming influence” (italics mine).' It is also associated
with the idea of autonomy, a main concept in Latin America’s foreign policy. For
example, in a 2007 analysis of Brazil’s foreign policy, Tulio Vigevani & Gabriel

Cepaluni posit that Brazil seeks “autonomy through diversification”.*?

One of the most interesting aspects of diversification is its use in external political
relations and foreign policy making. For example, Cole Blasier refers to “diplomatic
diversification” and Jorg Faust points to “strategic diversification”.** As | have
mentioned this is not an exclusive use of Latin Americans scholars and policymakers, but
a very distinct one. This should not be surprising given how frequently the debates of
external economic and political options are conflated in the region, as in the debate about
the kind or ways of national “insercién” (to insert) in the international economic and

political system. Atkins noted that “international economic policy represents the clearest

1 See G. Pope Atkins, Latin America and the Caribbean in the International System, Westview Press,
fourth edition 1999, p. 98.

2 Tulio Vigevani & Gabriel Cepaluni, “Lula’s Foreign Policy and the Quest for Autonomy through
Diversification”, Third World Quarterly, Vol. 28, No. 2007, pp. 1309-1326.

3 Cole Blasier, The Giant’s Rival. The USSR and Latin America, University of Pittsburg Press, revised
edition, 1987, p. 158; Faust, Jorg Faust et al (eds), Latin America and East-Asia Attempts at
Diversification. New Patterns of Power, Interest and Cooperation, KIEP-LIT VERLAG Munster, 2005, p.
5.
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nexus between Latin American domestic and foreign policy. In virtually every Latin
American state since independence, and more recently since the independence of the
newer Caribbean states, foreign policy has to some degree been an extension of domestic
economic interests and concerns. The foreign policy of every regional state is crucial to
its well-being”.** Osvaldo Sunkel in his influential and long-lasting piece (written in
1969) posited that “freedom of maneuver will depend principally on internal conditions
but also on the international relations of the country concerned”.™ Kal Holsti accurately
observed that for certain countries “all trade has important diplomatic considerations”.'®
It is possible, therefore, that the spread use of diversification in Latin America is related

to “conceptual travelling”,"” from development economics and external trade to foreign

policy.

In my view the origins of conceptual development of diversification can be found in the
writings (and preaching) of Albert O. Hirschman. In a well-known book published in
1945, National Power and the Structure of Foreign Trade, he performed a masterful
analysis of the use of trade to pursue foreign policy objectives.’® A key element in his
book is the idea of trade “concentration”, and so opposite of diversification, particularly

as a policy recommendation. He performed an almost unknown, but comprehensive,

4 G. Pope Atkins, Latin America and the Caribbean in the International System, Westview Press, fourth
edition 1999, pp. 100. Of course there is a growing literature examining different aspects of these relations
between economy and foreign policy/ security. Just to name a few of the pioneering works see Charles P.
Klinderberger (1962 and 1970) and Kal J. Holsti (1986).

1> Osvaldo Sunkel, “National Development and External Dependence in Latin America”, Journal of
Development Studies, Vol. 6, I. 1, October 1969, pp. 23-48.

1% Holsti (1986), p. 669.

7 Collier, David, and James E. Mahon. 1993. “Conceptual ‘Stretching’ Revisited: Alternative Views of
Categories in Comparative Analysis.” American Political Science Review 87, (December): 845-55.

8 Albert O. Hirschman, National Power and the Structure of Foreign Trade, University of California
Press, 1945 and 1980.
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detailed analysis for RAND in 1959 (revised in 1967) on the Soviet influence in Latin
America and American responses to it, using the perspective and tools developed in his
book.™ The fact that his analysis emerged from his first-hand knowledge of Germany’s
foreign economic policies before and during World War 11, and the deployment of the
analysis in the study of USSR relations with the region fits exactly with the situation of
policymaking as it applies to hegemonic challenges Latin American scholars and officers

confronted in the region.?

Connected to this last use, almost synonymous with it, is the idea of “attempts at
diversification”. The first scholar that I found that used it was the distinguished British
scholar Laurence Whitehead, one of the senior and more influential European specialists
on Latin America, in 1986.%' He wrote about diversification of “international links”, of
“external ties”. In his view, trade was an integral part of external relations. According to
Whitehead, “one measure of this diversification is the region’s pattern of external trade”
(p. 102). In 2005 Faust, Mols & Kim (eds.) also used the idea of “attempts at
diversification”, for the examination of Latin America relations with East Asia.?? Arlene
B. Tickner also recognizes different “attempts to diversify Latin America’s external

relations and to increase its leverage vis-a-vis the United States”.”® In my view, adding

19 Albert O. Hirschman, “Soviet Bloc-Latin American, economic Relations and United States Policy”,
research memorandum, RAND, Santa Monica, CA, September 28, 1959, revised May 1967.

% In the words of Holsti (1986), “escaping the hegemon” (p. 652). He also mentioned Finland’s “overall
thrust of diversifying contacts” (p. 660) and about this country capacity to maneuver, to diversify” p. 664
(italics mine).

2! Laurence Whitehead, “Debt, Diversification, and Dependency: Latin America’s International Political
Relations”, in Kevin J. Middlebrook and Carlos Rico (eds.), The United States and Latin America in the
1980s, University of Pittsburgh Press, 1986, pp. 87-130.

2 Faust, Jorg, Manfred Mols and Wonho Kim (eds), Latin America and East-Asia Attempts at
Diversification. New Patterns of Power, Interest and Cooperation, KIEP-LIT VERLAG Munster, 2005.

2 Ole Waever and Arlene B. Tickner (eds.), International Relations Scholarship Around the World.
Worlding Beyond the West, Routledge, 2009, p. 33.
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“attempt” to “diversification” introduces the idea that, although diversification might be a
permanent and/or long term foreign policy goal, timing is important and from time to
time there might be endogenous and especially exogenous factors that do or do not favor

efforts towards diversification.

Furthermore, measuring diversification has been rarely attempted. A modest exception
was Faust et al (2005), when they mention that “diversification remained low” (p. 10), as
being a dichotomous variable; but they also fail to provide a standard of what “high”
diversification might be. Empirically, when one compares Latin American cases where
the word diversification has been used, it becomes apparent that sharp differences
remain; therefore, plain diversification as it is usually used in Latin America, it is not
enough to convey a coherent meaning across the board. We cannot continue applying the
concept of diversification to different policies or orientations. What it is required, is to

develop different categories or kinds around the core of meaning of diversification.

In this dissertation I propose two Weberian “ideal-types” of diversification that I think
have more analytical power to capture how diversification is attempted: diversification by
substitution and diversification by addition. The first one, diversification by substitution,
aims to partially replace a portion of external markets, products, or political relations. The
underlying logic is a zero-sum game. An example of this is the case study of Venezuela-
China relations. The second one, diversification by addition, aims to increase variety by
adding external markets, products or newly developed political relations. The underlying
logic here is a positive sum game. An example of this is the case study of Chile-China
relations.

16



From a theoretical point of view, this dissertation will explore relevant Latin American
cases, in the context of rising China, with the goal of building a better understanding of
the concept of diversification. From these case studies, | will also potentially highlight
different types of attempts at diversification, particularly in Latin American exports and

markets and political relations.

Hypothesis

This dissertation aims to produce an accurate, nuanced interpretation of Latin American
relations with China, in the context of U.S. hegemony. From a theoretical (IR)
perspective it tries to answer the following question: What happens to peripheral states
when a new power rises? It uses the following hypothesis to organize the inquiry: if
China rises, then Latin American countries will diversify (ceteris paribus).?* A central
assumption of this study is that the foreign policy of peripheral states towards the
emerging power cannot be analyzed in an isolated manner but it is related to the relations

with the status quo power (the United States).

Research Design & Methodology

In this study, | aim to gain an understanding (verstehen) of the developing process of

relations between Latin America and Caribbean countries, in a context of special interest

2 As stated after the discussion on it by Dr. James Rosenau in occasion of the prospectus defense.
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of the United States.® As a simplifying device, | will consider Rising China (RC) as the
independent variable and Latin America’s selected countries (its economic relations and
foreign policy) as dependent variables. | will test the hypothesis and seek evidence in the
following way: | will proceed with an analysis of historical instances of hegemonic
challenges in Latin America, of which the United States has been a part (Chapter 2). |
will do a small-n analysis, using case-studies and a rich description of dyads (Argentina-
China, etc), tracing the process of change of these relations, economic (trade &
investment), power/ security, and, to less extent, in terms of identity (as self-images).
Although important, and to some extent incorporated to this study, this identity issue will
not be the core. Economic analysis will be done using national data sources, as well as
international ones such as IMF, ECLAC, World Bank and IADB, when available, to
detect the main trends. These deep case studies aim to understand how specific countries
have performed in the current instance, during the period 2000-2010. Finally, I will
address the important issue of American reactions to these emergent relations between

Latin American countries and China.

| was a recipient of the Smith Richardson Foundation World Politics and Statecraft grant
to undertake field research. Four main field trips were the result of this support. I visited
China (Beijing and Shanghai), Mexico (Mexico City and Guadalajara), Venezuela
(Caracas) and Argentina & Chile. Most of the field research was performed in 2008 and
2009. | have taken opportunity of other academic and personal travel to Mexico, Chile

and Argentina on other occasions to expand the field research. The central activities of

% Martin Hollis and Steve Smith, Explaining and Understanding International Relations, Oxford
University Press, 1991.
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the field research were to conduct interviews with national policymakers and local

analysts, as well as to perform extensive research of newspapers and archive sources.

The Case Studies

No other region in the world has been considered more influenced by the United States
than Latin America. Since the initiation of the Monroe Doctrine in 1823, the region has
been considered a “natural sphere of influence”; even more, Latin America has been
regarded as the “backyard” or younger sibling of the United States. The hegemony is also
embodied in the institutions such as the Organization of American States (OAS) or the

Inter American Development Bank (IADB).

It seems, therefore, particularly relevant to explore the question about what happens to
states, especially peripheral states, at the very moment of the emergence of a potential
challenger, in this case, China, and in this region. This is compound because it is
precisely happening in the area in which the hegemon projects the strongest influence,

and it is in better position to deter or mitigate such an impact.

The dissertation will address a set of four crucial cases in the Western Hemisphere. The
cases are Mexico, Venezuela, Chile, and Argentina. The detailed reasons are explained in
each case study. In general terms, according with the agreement achieved at the
prospectus defense, a main purpose was to show a variety of cases. They are
representative of different regions in Latin America. They are also at different distances

from the United States, the main hegemon in the region. Mexico is closely associated in
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recent years with the United States in NAFTA. In the northern part of South America,
Venezuela has pursued a very aggressive strategy of diversification. Argentina and Chile
are in the Southern Cone. Mexico has coasts on both the Pacific and the Atlantic; Chile
has shores on the Pacific. Venezuela and Argentina are countries in the Atlantic shores of
Latin America. Mexico has a strong industrial economy; Venezuela and Chile are
commodities exporters, and Argentina has a mix of an industry and commodity export
economy. Although Brazil is not fully considered, it is included, for comparative reasons,

in the analysis of voting patterns at the United Nations.

Mexico

Chapter 3 addresses the case of Mexican-China relations. Mexico is one of the Latin
American giants, and the closest to the U.S. It is also the only Latin American country
located in North America. Mexico is a key member of NAFTA and a U.S. economic
partner of first magnitude. However, due to its economic structure, and based on the
production of manufactures in the U.S. market, using the advantage of the low labor cost
and short distance, Mexico is suffering the most economic effects of rising China, which
is the key competitor in the U.S. market. Mexico, along with Chile and Peru are also the
only Latin American countries that are members of APEC, the most important

international organization in the Asia Pacific.

Chile
Chapter 4 addresses the case of Chile-China relations. Chile is the most extreme case of a

trading state in Latin America. Chile has been engaged in the Pacific for long time,
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particularly in the economic arena. China is now Chile’s second most important
economic partner. It is a member of APEC (there was an APEC summit in Santiago,
Chile in 2004) and is in the Free Trade Area and considered a strong economic partner of
the U.S. Chile has also signed a FTA with China in 2006, the first country China signed

with in the Western Hemisphere.

Argentina

Chapter 5 addresses the case of Argentina-China relations. Argentina is also considered a
strategic partner by China. It is one of the main providers of something crucial for
political stability there: food. Food security is, then, at the center of China’s relations
with Argentina. Argentina recently reached 100 million tons of soy, corn, and wheat
production. The role of China in Argentina’s quick economic recovery after the economic
crisis of 2001 was perhaps the single most important cause for the turnover. Furthermore,
a crucial test for China’s intentions in Latin America has been Argentina’s attempts in
2004 to seek Chinese support in achieving “independence” from the International
Monetary Fund (IMF), the international institution that embodies United States’
economics interests and ideas. China also supports Argentina’s claims for national

reunification regarding the Malvinas (Falklands) islands in the south Atlantic.

Venezuela
Chapter 6 addresses the case of Venezuelan-China relations. Venezuela is also considered
a key strategic partner of China. Caracas’s current regime also is quite antagonistic to any

type of U.S. hegemony; therefore, one might expect it will try to take full advantage of
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the emergence of another superpower, bandwagoning with China to balance the U.S. An
important amount of oil consumed daily in the U.S. comes from Venezuela, thus, crucial
U.S. strategic economic interest is at stake there. Chinese eagerness to take control of oil
sources clashes directly with U.S. oil interests in Venezuela. On the political front, an
active Venezuela under Hugo Chévez campaigning against the U.S. in the Americas is a
nightmare for American policymakers; this is potentially even worse than that of Cuba
during the Cold War. Venezuela has also launched its ALBA, as an alternative to U.S.
promotion of free trade in the area. Caracas is also pursuing regional leadership and
promoting regime change in Latin America, as in the cases of Bolivia, Peru (failed) and

Ecuador.

United States’ Reactions

To what extent has China’s rise demanded US foreign policy changes toward an area
long considered its “backyard?” Has the growing concern in the United States with the
rise of China translated into a specific strategy for dealing with the Chinese inroads in
Latin America, as it happened in previous instances of hegemonic challenges in the
region? In Chapter 7 | will analyze the goals, strategies and variation of the United States
in the region, building on the previous study of China’s policy and the Latin American

foreign policy case studies.

The awakening of the United States’ general public of the new role of China in the
region has a precise date: November 2004. In this month, Chinese President Hu Jintao

visited various Latin American countries, on his way to the APEC Summit, at the time
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held in Santiago, Chile. The U.S. media was suddenly flooded by articles covering the

visit and the then-discovered important role that China was playing in Latin America.

There was a perceived political vacuum in the region at the time of these events that
helped create a sharp contrast with Chinese activism. At the beginning of the first term of
President George W. Bush (2001) there were great hopes in Latin America about a new
sensitivity in the White House towards the region. However, after 9/11 the policy toward
the region entered in an “automatic pilot mode.” This “benign neglect” was deepened
when the president decided to invade Iraq without the support of the United Nations
Security Council (UNSC), a move that was sharply criticized in Latin American capitals.
Despite Washington’s threats, even long-time allies, Mexico and Chile, refused to
support the U.S. at the UNSC on this issue. The timing for China’s “penetration” in Latin

America, regarding U.S. policy towards the region, compounded the effects of the move.

The United States’ process of adaptation will be analyzed in detail. I argue that the
United States is adapting its foreign policy to the new reality of a strong Chinese
presence in Latin America, especially during the second term of President George W.
Bush in White House (which began on January 20, 2005), and Condoleezza Rice at the
helm of the Department of State (since January 26, 2005). Particular attention will be
given to the meeting between the Assistant Secretary of State for Western Hemispheric
Affairs Thomas A. Shannon, Jr. and his Chinese counterpart, Zeng Gang, Director
General of the Department of Latin American Affairs of the Ministry of Foreign Affairs

of China, on April 14, 2006. This conversation, took place at a location and time that
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were of great significance. They were held in Beijing (not Washington), just the week
before President Hu Jintao visited President Bush at the White House for the first time. It
was the first time an official and public conversation between the United States and
China on Latin America took place, and thus the United States recognized China as a

major player in Latin America.

Conclusion

At the end of the dissertation, in Chapter 8, | sum up the substantial issues studied in the
research, namely the rise of China and its effects in Latin America and the Caribbean,
and diversification of Latin American countries’ relations in the period 2000-2010, as
well as the United States’ reactions to these quickly expanding relations. 1 will also

propose several avenues for potential generalization and further research.

Bibliography
-Acharya, Amitav, “The Periphery as the Core: The Third World and Security Studies”,
YCISS Occasional Paper Number 28, March 1995.

-Acharya, Amitav, “Containment, Engagement, or Counter-dominance? Malaysia’s
Response to the Rise of China”, in Alastair Ian Johnston and Robert S. Ross, eds.,
Engaging China. The Management of an Emerging Power, Routledge, 1999, pp. 129-
151.

-Acharya, Amitav and Barry Buzan (eds.), Non-Western International Relations Theory,
Routledge, 2010, p. 18.

-Atkins, G. Pope, Latin America and the Caribbean in the International System,
Westview Press, fourth edition 1999, pp. 98.

-Ayoob, Mohamed, “Review: The Security Problematic of the Third World”, World
Politics, Vol. 43, No. 2 (January 1991), pp. 257-283.

24



-Blasier, Cole, The Giant’s Rival. The USSR and Latin America, University of Pittsburgh
Press, revised edition, 1987.

-Berger, Thomas U., “Power and Purpose in Pacific East Asia: A Constructivist
Interpretation”, in lkenberry, John G. And Michael Mastanduono (eds), International
Relations Theory and the Asia Pacific, Columbia University Press, 2003.

-Bernstein, Richard and Ross Munro, The Coming Conflict with China (New York:
Vintage Books, 1997).

-Brooks, Stephen G., and William C. Wohlforth, “Hard Times for Soft Balancing”,
International Security, Vol. 30, No. 1 (Summer 2005), pp. 72-108.

-Brooks, Stephen G. & Willam Wohlforth, World out of Balance, Princeton University
Press, 2008.

-Brown, Michael E., Owen R. Cofé, Jr., Sean M. Lynn-Jones and Steven E. Miller, The
Rise of China, MIT Press, 2000.

-Carlsnaes, Walter, “Foreign Policy”, in Carlsnaes, Walter et al (eds), Handbook of
International Relations, Sage, 2002, pp. 331-349.

-Christensen, Thomas J., “Fostering Stability or Creating a Monster? The Rise of China
and U.S. Policy Towards Asia”, International Security, Summer 2006, Vol. 31, No. 1.

-Collier, David, and James E. Mahon. 1993. “Conceptual ‘Stretching’ Revisited:
Alternative Views of Categories in Comparative Analysis.” American Political Science
Review 87, (December): 845-55.

-Deng, Yong & Fei-Ling Wang, China Rising. Power and Motivation in Chinese Foreign
Policy, Rowman & Littlefield Publishers, 2005.

-Desch, Michael C., When the Third World Matters: Latin America and United States
Strategy, John Hopkins University Press, 1993.

-Dominguez, Jorge (et al), China's Relations with Latin America: Shared Gains,
Asymmetric Hopes, China Working Paper (Washington, DC: Inter-American Dialogue,
2006): 59 pp.

-Dreyer, June Teufel, Prepared Statement, U.S. —China Economic and Security Review
Commission, April 6, 2005, House international Relations Committee, Subcommittee on
the Western Hemisphere.

-Ellis, R Evan, “U.S. National Security Implications of Chinese Involvement in Latin
America”, Strategic Studies Institute, June 2005.

25


../../AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/AppData/Local/Microsoft/Windows/Documents%20and%20Settings/mariaelenac/Local%20Settings/Temporary%20Internet%20Files/Content.Outlook/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.IE5/images/jid_chinas.pdf
../../AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/AppData/Local/Microsoft/Windows/Documents%20and%20Settings/mariaelenac/Local%20Settings/Temporary%20Internet%20Files/Content.Outlook/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.IE5/images/jid_chinas.pdf

-Ellis, R Evan, “The Military-Strategic Dimension of Chinese initiatives in Latin

America”. Presentation to the University of Miami Task Force on China in Latin
America, Booz/Allen/Hamilton, Miami, FI, 19 May 2006.

-Eisenman, Joshua et al (ed), China and the Developing World. Beijing’s Strategy for the
Twenty-First Century, M.E. Sharpe, 2007.

-Faust, Jorg, Manfred Mols and Wonho Kim (eds), Latin America and East-Asia
Attempts at Diversification. New Patterns of Power, Interest and Cooperation, KIEP-LIT
VERLAG Munster, 2005.

-Foot, Rosemary, “Chinese Strategies in a US-Hegemonic Global order: Accommodating
and Hedging”, International Affairs, 82:1 (2006), pp. 77-94.

-Frieberg, Aaron, “The Future of US-China Relations,” International Security 30:2 (Fall
2005).

-Gaddis, John, Strategies of Containment, Oxford University Press, revised and expanded
edition, 2005.

-Giacomo, Carol, “US and China to Launch Latin America Dialogue”, The Washington
Post, 3/28/2006.

-George, Alexander L., and Andrew Bennett, Case Studies and Theory Development in
the Social Sciences, MIT Press, 2005.

-Goh, Evelyn, “Great Powers and Hierarchical Order in Southeast Asia”, International
Security, Vol. 32, No. 3 (Winter 2007/2008), pp. 113-157.

-Goldstein, Judith, and Robert Keohane (eds.), Ideas and Foreign Policy: Beliefs,
Institutions and Political Change, Cornell University Press, 1993.

-Gouretvich, Peter A., “The Second Image Reversed: International Sources of Domestic
Politics™, International Organization, 32 (4), 1978.

-Hakim, Peter, “Is Washington Losing Latin America”, Foreign Affairs,
January/February 2006. (See in particularly the section “The China Card”).

-Harding, Harry, “China and the Third World: From Revolution to Containment”, in
Richard H. Solomon, ed., The China Factor (Englewood Cliffs, N. J.: Prentice Hall,
1981), p. 283.

- Harding, Harry, Foreword, in Lillian Craig Harris, China’s Foreign Policy Toward the
Third World, CSIS, Praeger, 1985.

26



-Harris, Lillian Craig, China and The Third World. Champion or Challenger?, Auburn
House Publishing Company, 1986.

-Harris, Lillian Craig, China’s Foreign Policy Toward the Third World, CSIS, Praeger,
1985.

-Hirschman, Albert O. National Power and the Structure of Foreign Trade, University of
California Press, 1945 and 1980.

-Hirschman, Albert O., “Soviet Bloc-Latin American, economic Relations and United
States Policy”, research memorandum, RAND, Santa Monica, CA, September 28, 1959,
revised May 1967.

-Hollis, Martin and Steve Smith, Explaining and Understanding International Relations,
Oxford University Press, 1991.

-Holsti, Kal J., “Politics in Command: Foreign Trade as National Security Policy”,
International Organization, Vol. 40, No. 3, Summer 1986, pp. 643-671.

-Hu, Jintao, “Hu Jintao Addresses the Brazilian Parliament™, 2004/11/13.

-Hu, Weixing, Gerald Chand and Daojiong Zha, China’s International Relations in the
21 Century. Dinamics of Paradigm Shift, Universitary Press of America, 2000.

-Huntington, Samuel, “Why International Primacy Matters”, International Security, Vol.
17, No. 4, (Spring, 1993), pp. 68-83.

-lkenberry, John G. And Michael Mastanduono (eds), International Relations Theory and
the Asia Pacific, Columbia University Press, 2003.

-Johnston, Alastair lan, and Robert S. Ross, New Directions in the Study of China’s
Foreign Policy, Stanford University Press, 2006.

-Johnston, Alastair lan, and Robert S. Ross, eds., Engaging China. The Management of
an Emerging Power, Routledge, 1999.

-Johnson, Stephen, “Balancing China’s Growing Influence in Latin America”,
Backgrounder, No. 1888, October 24, 2005.

-Keohane, Robert, “Between Vision and Reality: Variables in Latin American Foreign
Policy”, in Joseph Tulchin & Ralph H. Espach (eds) Latin America in the New
International System, Lynne Rienner, 2001, pp.207-214.

-Kang, David, “Hierarchy, Balancing and Empirical Puzzles in Asian International
Relations, ” International Security 28:3 (Winter 2003).

27



-King, Gary, Robert O. Keohane and Sydney Verba, Designing Social Inquiry, Princeton
University Press, 1994,

-Kindleberger, Charles P., Foreign Trade and the National Economy, Yale University
Press, 1962.

-Kindleberger, Charles P., FPower and Money. The Politics of International Economics
and the Economics of International Politics, Basic Books, 1970.

-Lam, Willy, “China’s Encroachment on America’s Backyard”, China Brief, Volume IV,
Issue 23, November 24, 2004.

-Latin America Research Group, CICIR, “Report on China’s Latin America Policy”,
Contemporary International Relations, Vol. 14, No. 4, April 2004.

-Legro, Jeffrey W., “What China Will Want: The Future Intentions of a Rising Power”,
Perspectives on Politics, APSA, Vol. 5, No. 3, September 2007.

-Li, He, “China’s growing interest in Latin America and its implications”, Journal of
Strategic Studies, 30:4, 833-862.

-Li, He, “Red Star Over Latin America”, NACLA Report on the Americas,
September/October 2007, pp. 23-27.

-Liu, Guoli (ed), Chinese Foreign Policy in Transition, Aldine de Gruyter, 2004, New
York.

-Nishijima, Shoji and Peter H. Smith, Cooperation or Rivalry? Regional Integration in
the Americas and the Pacific Rim, Westview Press, 1996.

-Legro, Jeffrey W., “What China Will Want: The Future Intentions of a Rising Power”,
Perspectives on Politics, APSA, Vol. 5, No. 3, September 2007.

-McClintock, Cynthia, “The United States, Latin America, and China”, Third Dialogue
on US-China Relations in a Global Context, March 13-14, 2007, Beijing, China.

-Mearsheimer, John, J., The Tragedy of Great Power Politics, W. W. Norton &
Company, 2001.

-Mearsheimer, John, J., “China’s Unpeaceful Rise”, Current History, April 2006, pp.160-
162.

-Noriega, Roger F., “China’s Influence in the Western Hemisphere”, Assistant Secretary

for Western Hemisphere Affairs, Statement before the House Subcommittee on the
Western Hemisphere, April 6, 2005.

28



-Paz, Gonzalo S., “Rising China’s “offensive” in Latin America and the U.S. Reaction”,
Asian Perspective, Vol. 30, No. 4, 2006, pp. 95-112.

-Paz, Gonzalo S. “China, United States, and Hegemonic Challenge (HC) in Latin
America: An Overview & Some Lessons from Previous Instances of Hegemonic
Challenge in the Region”, The China Quarterly, (Special Issue), Volume 209, March
2012, pp. 18-34.

-Paz, Gonzalo S. “China, United States, and Hegemonic Challenge (HC) in Latin
America”, chapter in From the Great Wall to the New World: China-Latin America
Relations, by Strauss, Julia C. and Ariel Armony (editors), Cambridge University Press,
forthcoming May 2012.

-Paz, Gonzalo S. “China and Argentina, 2000-2010: Re-emergence of China, Recovery
of Argentina”, Journal of Current Chinese Affairs, (special issue, edited by David S G
Goodman), forthcoming 2012.

Paz, Gonzalo S. “China and Chile, 2000-2010”. Chapter in Minglu Chen (ed.), The China
Impact, Edward Elgar, forthcoming Fall 2012.

-Paz, Gonzalo S. “China-Venezuela: A Strategic Relationship?”, in A. H. Hearn and J. L.
Ledn Manriquez (eds), China Engages Latin America: Tracing the Trajectory, Boulder:
Lynne Rienner Publishers, July 2011, pp. 221-234.

-Rosenau, James N. and Mary Durfee, Thinking Theory Thoroughly. Coherent
Approaches to an Incoherent World, Westview, second edition, 2000.

-Ruggie, John Gerard, Constructing the World Polity. Essays on International
Institutionalization, Routledge, 1998.

-Ruggie, John Gerard, “Interests, identity, and American foreign policy”, in Constructing
the World Polity. Essays on International Institutionalization, Routledge, 1998.

-Ruland, Jurgen, Theodore Hanf, and Eva Manske, U.S. Foreign Policy Toward the Third
Wold. A Post-Cold War Assessment, M.E. Sharpe, 2006.

-Santiso, Javier (ed), The Invisible Hand of China in Latin America, OECD, 2007.

-Schweller, Randall L., “Managing the Rise of Great Powers: History and Theory”, in
Johnston, Alastair lan, and Robert S. Ross, eds., Engaging China. The Management of an
Emerging Power, Routledge, 1999, pp. 1-31.

-Schweller, Randall L., “Bandwagoning for Profit. Bringing the Revisionist State Back
in”, in Brown, Michael E., Sean M. Lynn-Jones and Steven E. Miller (eds), The Perils of
Anarchy. Contemporary Realism and International Security, MIT Press, 1995, pp. 249-
284.

29



-Shirk, Susan, China. Fragile Superpower, Oxford University Press, 2007.

-Smith, Peter, Talons of the Eagle. Latin America, the United States, and the World, third
edition, Oxford University Press, 2008.

-Sunkel, Osvaldo, “National Development and External Dependence in Latin America”,
Journal of Development Studies, Vol. 6, I. 1, October 1969, pp. 23-48.

-Sutter, Robert G.,China’s Rise in Asia. Promise and Perils, Rowman & Littlefield, 2005.
-Sutter, Robert G., Chinese Foreign Relations, Rowman & Littlefield, 2008.

-Teng, Chung-chian, “Hegemony or Partnership. China’s Strategy and Diplomacy toward
Latin America”, in Eisenman, Joshua et al (ed), China and the Developing World.
Beijing’s Strategy for the Twenty-First Century, M.E. Sharpe, 2007.

-Tulchin, Joseph & Ralph H. Espach, Latin America in the New International System,
Rienner, 2001.

-U.S.-China Economic and Security Review Commission, “2005 Report to Congress”,
One Hundred Ninth Congress, First, November 2005.

-Xu, Feng, “China and Latin America After the Cold’s War End”, in Lowenthal,
Abraham F., and Gregory F. Treverton (eds), Latin America in the New World, Westview
Press, 1994, pp. 150-163.

-Vigevani, Tulio & Gabriel Cepaluni, “Lula’s Foreign Policy and the Quest for
Autonomy through Diversification”, Third World Quarterly, Vol. 28, No. 2007, pp.
1309-1326.

-Waever, Ole and Arlene B. Tickner (eds.), International Relations Scholarship Around
the World. Worlding Beyond the West, Routledge, 2009.

-Walt, Stephen M., The Origins of Alliances, Cornell University Press, 1987.

-Walt, Stephen M., “Alliance Formation and the Balance of Power”, in Brown, Michael
E., Sean M. Lynn-Jones and Steven E. Miller (eds), The Perils of Anarchy.
Contemporary Realism and International Security, MIT Press, 1995, pp. 208-248.

-Wang Jisi, “China’s Search for Stability with America”, Foreign Affairs, September/
October 2005, pp. 39-48.

-Wiarda, Howard J. “American Foreign Policy Toward Latin America in the Post-Cold
War Era: A Case of Benign Neglect?, in Ruland, Jurgen, Theodore Hanf, and Eva
Manske, U.S. Foreign Policy Toward the Third Wold. A Post-Cold War Assessment,
M.E. Sharpe, 2006, pp. 85-104.

30



-Whitehead, Laurence, “Debt, Diversification, and Dependency: Latin America’s
International Political Relations”, in Kevin J. Middlebrook and Carlos Rico (eds.), The
United States and Latin America in the 1980s, University of Pittsburgh Press, 1986, pp.
87-130.

-Worden, Robert L., “China and Latin America: “A Last Frontier”, in Chun-tu Hsueh
(ed), China’s Foreign Relations. New Perspectives, Praeger, 1982.

-Wu, Hongying, “How Real is the So-Called China Threat to U.S. Backyard?”,
Contemporary International Relations, CICIR, Beijing, Vol. 15, No. 12, December 2005.

-Zheng Bijian, “Peacefully Rising to Great Power Status”, Foreign Affairs,
September/October 2005, pp. 18-24.

-Zweig, David, and Bi Jianhai, “China’s Global Hunt for Energy”, Foreign Affairs,
September/October 2005, pp. 25-38.

31



Chapter 2

U.S., China, and Hegemonic Challenges in Latin America®

Conceptual Introduction

In this chapter | focus on hegemonic challenges (HC)?" in Latin America, and their
potential to teach us something about the current dynamic between the United States and
China.?® A loose definition of hegemonic challenge is the following: a rising power defies
the status quo created and/or sustained by a hegemonic power, seeking peer status or
attempting to become the new hegemon. | will not deal with cases of resistance to the
hegemon, nor will | focus on the refusal of the subordinate countries to accept
hegemony.?® Furthermore, | will not deal with hegemonic challenges within Latin
America but solely focus on the outside, from an external power, or extrarregional
powers. In this context “hegemonic challenge” resembles more the IR concept of Power
Transition (PT).* Nevertheless, despite this affinity, | will use HCh and not PT for three

reasons. First, because | want to stay clear of the narrow IR realist discussions of the PT

% A version of this article appeared as “China, United States, and Hegemonic Challenge (HC) in Latin
America: An Overview & Some Lessons from Previous Instances of Hegemonic Challenge in the Region”,
The China Quarterly, (Special Issue), Volume 209, March 2012, pp.18-34, and as a chapter in From the
Great Wall to the New World: China-Latin America Relations, by Strauss, Julia C. and Ariel Armony
(editors), Cambridge University Press, forthcoming May 2012.

2" For stylistic purposes | will use both hegemonic challenge and HC; the same with power transition and
PT; International Relations and IR; Hegemonic Stabilization Theory and HST.

% Most Chinese observers usually consider everything south of the United States as Latin America,
including the Caribbean. For the sake of brevity this will frequently be the case in this paper. See Jiang,
Shixue, “Una Mirada China a las Relaciones con América Latina”, Nueva Sociedad, No. 203, Mayo-Junio
2006. China or Beijing refers to the People Republic of China (PRC); Taiwan, Taipei and (ROC) refer to
the Republic of China; Washington, USA and U.S. refer to the United States of America.

# About constraints to hegemony see David B. Bobrow (ed.), Hegemony Constrained: Evasion,
Modification, and Resistance to American Foreign Policy, University of Pittsburgh Press, 2008. For an
updated debate on hegemony see lan Clark, “Bringing Hegemony Back In. The United States and
International Order”, International Affairs, (2009), Vol. 85, No. 1, pp. 23-36.

% See Robert Gilpin, War and Change in World Politics, Cambridge University Press, 1981; John
Mearsheimer, The Tragedy of Great Power Politics, W.W. Norton, 2001. On a recent analysis on the
China-United States current situation see Steve Chan, China, the U.S., and the Power Transition Theory: A
Critique (New York: Routledge, 2008).
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concept, and HCh allows for broader theoretical perspectives and even multidisciplinary
approaches. Secondly, | want to focus more not on Washington’s point of view but on the
Latin American perspective, that might be affected by the hegemonic challenge or even
take advantage of its opportunities to pursue their own foreign policies objectives, and
that of Beijing. In this regard, HCh is a crucial structural aspect that conditioned (but
might also enable) agency (foreign policy) of Latin American countries.** Hegemony and
eventually challenges to it were and are more relevant to the policymaking debates and
public opinion in the region than PT, more in vogue in the capitals of both the hegemon

and the challenger.®

It is important to stress that perceived challenges to hegemonic power are almost as
important as real hegemonic challenges, for two main reasons: first, it is usually difficult
to distinguish between them in real time, and second (but connected with the first reason)

frequently policymakers and states act as if a challenge is real.*

They prefer to err on the
side of caution or to use — and even reinforce -- the perception of a challenge (or even

“threat”) for domestic or political reasons. This instrumental aspect has been frequently

crucial in the Latin America context.®* It can also be a widely shared perception or a

%1 Of course, agency depends in a fundamental way on internal factors, such as availability of resources,
capabilities, and provision of leadership.

%2 Blasier called hegemony “the dominant theme explaining the United States’ behavior” in the hemisphere,
stressing that “United States analysts, and U.S. citizens generally, have been reluctant to recognize” it. See
Cole Blasier, “Security: The Extracontinental Dimension”, in Kevin J. Middlebrook and Carlos Rico
(eds.), The United States and Latin America in the 1980s, University of Pittsburgh Press, 1986, pp. 523-
564.

¥ When we speak of “perception”, in IR, in fact, we mean both “perception” and “misperception”. See the
classic book of Robert Jervis, Perception and Misperception in International Politics, Princeton University
Press, 1976.

 Instrumentality is crucial to understand hegemony, real or perceived. Immanuel Wallerstein has argued
that at “the stage of real hegemony, it is essential for the hegemonic power to construct both an “enemy”
and a network of alliances. | would argue that the alliances are not constructed in order to combat the
enemy, but rather that the enemy is constructed in order to control the allies.” (Italics are mine) See
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more or less contested one. If a given state’s foreign policy, or economic foreign policy
or activities are perceived as a hegemonic challenge, then this perception creates a
framework for action and policy. As an intersubjective phenomenon it is in itself real and

capable to produce effects. In any case, all threats are threats if perceived as such.

It is also worth noting that hegemony can paradoxically also be perceived hegemony, and
as such, function as a context in which both the challenger and the Latin American
countries act. Again, it is usually ex post facto that we have a more clear idea about the
nature of phenomena and so it is normally the task of historians to clarify it. Thus, this
paper does not take position on the theoretical implications or nuances of hegemonic
challenge or even power transition. The focus is more on the effects of the hegemonic
challenge (or perception of it) on the relationships between Latin American countries and

the hegemon, and with the challenger/s at any given moment.

Finally, a potential or probable hegemony or hegemonic challenge might be enough to
deploy the powerful rhetorical device that creates an enabling framework for decision
making, and in certain cases it receives popular support. Therefore, in cases where there
might still be a consensus where there does not exist a situation of (“real”’) hegemony or
of a challenger, the mere potential of such a challenge can have powerful

consequences.®

O’Brien & Clesse (2002), p. 360. Two other Wallerstein comments are useful here, the first considering
hegemony not as a structure, but as a process with stages a la Kondratieff (p. 358); the second, related to
the semantic discussion on hegemony or about one phase (“real”) of it.

% Cole Blasier, one of the most important experts in the United States on USSR-Latin America relations
said in 1987: “In practice, Soviet activities in the hemisphere have evoked dismay and fear not because
they represent a present threat but because they might threaten vital U.S. interests in the future” (Italics
mine). Only two years after this comment, in 1989, the Berlin Wall fell and in 1991 the USSR
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Methodologically, there are three major general underlying assumptions in this exercise:
first, regarding scope, my concern lies broadly with Latin America as a region, knowing
full well that effects on and reactions of individual countries may not adjust exactly to a
general pattern at a given moment; second, hegemonic challenges are “thick” historical
phenomena that may continue for several years, and so the intensity and actions might
exhibit great variation and diversity. Given spatial limits in a paper/dissertation of this
size, 1 will not be able to give justice to these important variations.*® Furthermore, most

of the time, there is a “hegemonic presumption”®’

in Latin America, but hegemony is not
a constant phenomenon and also displays variation across space and time. The third
assumption is that, even accepting that each of the hegemonic challenges studied here
were complex idiosyncratic historical events, still treating them as instances of the same
phenomenon might teach us something that can be useful to understand the current and

future triangular relations between China, Latin American countries and the United

States.*®

Instances of Hegemonic Challenge in Latin America

disintegrated; it was an extraordinary statement after several decades of a tension-filled Cold War. For him,
Soviet perceived threat, then, not a “real” threat, was enough to cause what we know it caused in Latin
America for several decades.

% This need of broad generalization is, in fact, one way of making sense of history. See Gaddis (2005) for
his comments on the debate between “lumpers” and “splitters” historians (he sided with the “lumpers™).

3" See Laurence Whitehead, “Debt, Diversification, and Dependency: Latin America’s International
Political Relations”, in Kevin J. Middlebrook and Carlos Rico (eds.), The United States and Latin America
in the 1980s, University of Pittsburgh Press, 1986, p. 87.

% For the theoretical underpinnings of this kind of analysis see James Mahoney and Dietrich Rueschemeyer
(eds.) Comparative Historical Analysis in the Social Sciences, Cambridge University Press, 2003. For a
masterful and classic example of this type of analysis see Theda Skocpol, States and Social Revolutions: A
Comparative Analysis of France, Russia, and China, Cambridge University Press, 1979.
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Extrarregional powers have been crucial in the region’s history.*® Most of what we know
today as Latin America was colonized by Spain, an extrarregional power, after 1492. It
remained a colony (or as a group of colonies) until 1808, when Napoleon defeated Spain
(Portugal conquered today’s Brazil, and followed a different pattern but well-known
trajectory). This created a window of opportunity for local elites to take control, to
increase autonomy and finally to achieve independence. In many cases these elites sought
support of another extrarregional power -- Great Britain. In the 1820s, London granted
recognition to the new republics, increasing its influence. However, trade with Great
Britain began to grow only during the 1860s, and the quasi-empire reach density during

1980s-1910s.

There has been five instances of hegemonic challenge in Latin America when the United
States has played some type of role, (that is, in relation with the region). First, the United
States challenged Great Britain at the end of the XIX century and the beginning of the
XX century; Second, Nazi Germany (and to a less extent, Fascist Italy) in the 1930s and
the first half of the1940s; Third, of course, Soviet challenges to the United States; Fourth,
Japan’s emergence in the 1980s and the perceived challenge to the U.S.; and, finally, in
this century, the current instance of China’s rise and potential threat to United States
interests around the world. Of the five cases, in the first instance, the United States was
the challenger; in the other four it was (and is) being challenged by outsiders. Of this
group, two cases are with European powers (Germany and the USSR) and the other two

Asian (Japan and China).

% Before independence, trade with another extrarregional power, China, was very important, particularly
for the Spanish colonies on the Pacific shore. In fact, the Manila Galleon for 250 years (from 1565 t01815)
was the backbone of the Pacific trade and made it a Spanish lake.
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First Case: United States Challenge to Great Britain

The rise of the United States at the end of the XIX century posed a challenge to British
hegemony.”® Although the United States expressed its will at least since the Monroe
Doctrine (1823), (in addition to the deeply ingrained philosophy of Manifest Destiny
during the course of the century), it was not until the end of the 1800s that full-fledged
U.S. capabilities allowed for the concrete desire to uphold and enforce the Doctrine and
the belief that the U.S. should “protect” the hemisphere from European intervention.**
The long rivalry between Great Britain and the United States also preceded this chapter
but it took several decades of American “rise” and British “decline’ for the hegemonic
challenge to take shape. The most symbolic moment was in 1898 when the British
decided to retire the Squadron of the Caribbean, recognizing the overwhelming American
power in this area.* The paradox is that the year before, 1897, was considered as the
peak of British Empire, the year of Victoria’s Diamond Jubilee.** However, in Latin
America things were quickly changing. The Spanish-American War (1898) constitutes
the beginning of American assertiveness and the enforcement of U.S. power and
influence in the region (and elsewhere). As a result of the war, the United States took
control of diverse territories in the Pacific (the Philippines and Guam) and the Caribbean

(Cuba and Puerto Rico). Following the Alfred Thayer Mahan philosophy about naval

“0 About this period, see, for instance, James Fred Rippy, Rivalry of the United States and Great Britain
over Latin America (1808-1830), 1929, John Hopkins Press (second print: Octagon Books, 1972); D.C.M.
Platt, Latin America and the British Trade, 1806-1914, Adam & C. Black, London, 1972; Rory Miller,
Britain and Latin America in the nineteenth and twentieth centuries, Longman, 1993; Patrick Karl O’Brien
and Armand Clesse (eds), Two Hegemonies. Britain 1846-1914 and the United States 1941-2001, Ashgate,
2002; and Aaron Friedberg, The Weary Titan. Britain and the Experience of Relative Decline, 1895-1905,
Princeton University Press, 1988 (2010 edition).

! Before of the end of the XIX century the Monroe Doctrine was, according to Mitchell (1999), just the
“chronicle of a dream” (p. 3).

%2 See James Fred Rippy, Rivalry of the United States and Great Britain over Latin America (1808-1830),
1929, John Hopkins Press (second print: Octagon Books, 1972), p. 314.

** Niall Fergusson, Empire. The Rise and Demise of the British World Order and the Lessons for Global
Power, Basic Books, 2002, p. 240.
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power, the Caribbean soon became considered a proverbial American lake, and from this
starting point military interventions were frequent in the islands of the Caribbean, Central
America and the northern part of South America. The United States promoted Panama’s
secession from Colombia in 1903 and built the Panama Canal (inaugurated in 1914),
which was crucial for linking U.S. coasts (both east and west in the Atlantic and the
Pacific), and retaining a very important geoeconomic and geopolitical value. British
decline accelerated during and after the First World War, although it remained very

influential in countries like Argentina up to the Second World War.

It is important to note that United States hegemony over the Western Hemisphere
preceded the global preeminence that was achieved after World War 11.** John Gaddis, in
his classic Cold War study, argues that the United States “understood the advantages of
hemispheric hegemony long before it began to think about global hegemony”.45 The
transition between the Pax Britannica and the Pax Americana was basically completed in
the region well before it occurred at a global level. Three factors shaped this hegemonic
challenge and power transition: first, the nature of British imperialism in the region, one

9946

of “informal empire and a weak military capability (a textbook case of

“overstretching”). Niall Ferguson mentions that “Not all of the British Empire was

* See Robert Gilpin’s chapter on “the Rise of American Hegemony” in Patrick Karl O’Brien and Armand
Clesse (eds.), Two Hegemonies. Britain 1846-1914 and the United States 1941-2001, Ashgate, 2002. pp.
165-182.

% John Lewis Gaddis, We Now Know. Rethinking Cold War History, Clarendon Press, Oxford, 1997, p.
177. Being a serious student of containment policy, especially in Latin America, it is interesting to read pp.
176-188 for his account of the Cold War in Latin America. See also his account of the Cuban Missile
Crisis, pp. 260-280.

*® For updated scholarship on informal empire see the excellent book edited by Matthew Brown, Informal
Empire in Latin America. Culture, Commerce and Capital, Blackwell, 2008. In particular the book assesses
the question of whether British relations with Latin America were a case of “informal imperialism” (the
standard conceptualization since 1953) or just “imperialism”.
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formally under British rule: the maps actually underestimated the extent of the imperial
reach. The immense amounts of capital sunk into Latin America, for example, gave
Britain so much leverage -- especially in Argentina and Brazil -- that it seems quite
legitimate to speak of “informal imperialism” in these countries” (Italics are mine).*’
Second, in an era of weak communications and in which naval power was crucial, it is
important to note the spatial variation of British influence, very strong in the Atlantic side
of the region, particularly in Brazil, Argentina and Uruguay. Third, the highly similar
culture and compatibility of values of both challenger (USA) and hegemon (GB), being
liberalism at the center of it.*® The successful challenge and the hegemonic transition

was, then, a contested but peaceful one.*

Second Case: Nazi Germany Challenges the United States

The second major instance of hegemonic challenge — and the first one against the United
States -- was the growing influence of Nazi Germany and the challenge to the Monroe
Doctrine in several Latin American countries (such as Mexico, Brazil, Argentina, Chile

and Bolivia) during the 1930s and even during the World War 11.*° According to Nancy

*" See Niall Ferguson, Empire. The Rise and Demise of the British World order and the Lessons for Global
Power, Basic Books, 2002, p. 243.

“8 Aaron Friedberg in his The Weary Titan (1988) argues about this limited military capability as crucial to
understanding the end of Britain’s hegemony and the rise of that of the United States. For a constructivist
account see Feng, Yongping, “The Peaceful Transition of Power From the UK to the U.S.”, Chinese
Journal of International Politics, Vol. 1, 2006, pp. 83-108, in particular the comments on the situation in
Latin America.

* For an excellent comparison of the two hegemonies (worldwide) see the already mentioned book of
Patrick Karl O’Brien and Armand Clesse (eds.), Two Hegemonies. Britain 1846-1914 and the United States
1941-2001, Ashgate, 2002.

% For scholarship on this period see, for example, L. S. Rowe, “The Mission of the Americas in World
Affairs”, Annals of the American Academy of Political and Social Science, “Winning Both the War and
The Peace”, Vol. 222, July 1942, pp. 74-79; Alton Frye, Nazi Germany and the American Hemisphere
1933-1941 (New Haven, 1967, Yale University Press); Guido Di Tella, and D. Cameron Watt (eds.),
Argentina Between the Great Powers, 1939-46, University of Pittsburgh Press, 1990; Michael C. Desch,
“Hitler’s “secret map” and other plots: Latin America in the Grand Strategies of the United States and the
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Mitchell, “at the turn of the century...was then that the idea of a German challenge to the
Monroe Doctrine became lodged in American minds”.>* At the core of the relations
between Nazi Germany and Latin American countries was trade that expanded at a high
rate until 1939. Some of the most important partners were Brazil, Mexico, Chile and
Argentina. According to Cole Blasier, U.S. perceptions of Germany influence in Mexico
were correct.”? After 1935, the single most important item of Germany’s exports to the
region was arms. The Second World War was a blow to this profitable trade. According
Thomas Leonard and John Bratzel (2007) “Fundamentally, the United States saw World
War Il as a battle between good and evil”.>®* They aptly added that “uncooperative
nations were seen not as opponents with their own interests, but almost as traitors”. The

same kind of approach was applied later to an entirely different kind of challenge, that of

the Soviet Union, which as we will also see, had its origins during this time.

At the end of the day, for four-plus decades, the perception of a German threat in Latin

America was crucial in shaping United States foreign policy towards the region. There

Third Reich during World War II”, in Desch, Michael C., When the Third World Matters: Latin America
and United States Strategy, John Hopkins University Press, 1993, pp. 46-88; Nancy Mitchell, The Danger
of Dreams. German and American Imperialism in Latin America, University of North Carolina Press, 1999;
Salvatore Prisco, “Vampire Diplomacy: Nazi Economic Nationalism in Latin America, 1934-40”,
Diplomacy & Statecraft, March 2001, 2:1, pp. 173-181; Stephen R. Niblo, “Allied Policy Toward Axis
Interests in Mexico during World War I, Mexican Studies/Estudios Mexicanos, Vol. 17, No. 2. (Summer,
2001), pp. 351-373; Max Paul Friedman, Nazis and Good Neighbors: The United States Campaign Against
Germans of Latin America in World War I1, (New York: Cambridge University Press, 2003, xii, 359 pp.);
Christian Leitz, “Nazi Germany and the Luso-Hispanic World”, Contemporary European History, Vol. 12,
No. 2, 2003, pp. 183-196; Christian Leitz, “The Nazi Regime and the American Hemisphere”, in his book
Nazi Foreign Policy, 1933-1941. The Road to Global War, Routlege, 2004, p. 105-122; and Thomas M.
Leonard and John F. Bratzel, Latin America During World War Il, Rowman & Littlefield Publishers, 2007.
> Mitchell (1999), p. 2.

°2 See Blasier (1985), p. 226. Blasier studied German influence in Mexico in both World War | and World
War II. For Jervis & Snyder (1991) Mexico was always the “ultimate domino”, p. 3.

%% See Leonard and Bratzel (2007), p. 1. See the comment in the same way of Gaddis in our third case.
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were ups and downs, but the image persisted almost untouched.>® It would be a mistake,
however, to assume homogeneity of this perception across time and across sectors inside

the United States.

As a result of the influence of this period of hegemonic challenge, and because it was
beginning to see more of it on the horizon in newer and bigger forms, the United States
promoted the creation of the Organization of American States (OAS) in 1948, the oldest
regional grouping of its kind, and later, the Inter American Development Bank. It also
created the Caribbean Command in 1947 and the South Command in 1963 (with

headquarters first in Panama and now in Florida).

For the purpose of this study, this case introduces a factor that was also very important in
the challenges of the USSR and Japan: the perception of threat, the utility of
manipulation of threat, and the gap between what really happened and the policies
implemented. Another important theme that has its origin in this period is the use, in the
United States, of the portrait of the challenger as one of “Good vs. Evil”, also used later
in the case of the rivalry with the Soviets. A very important element on the Latin
American side was anti-Americanism, present at one time or another in most parts of the

region, an important factor also covered in the case studies that follow.

> Mitchell asked the following questions: “What did Germany do in Latin America and what did the
United States think it did?”” I would add that these are important questions, which are very useful for this
study. They provide context to understand another question, less studied: How did Latin American
countries analyze both German and American perceptions and actions, and how did they use them to pursue
their own interests?
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In this period several Latin America countries, such as Mexico, Brazil and Argentina
were able to obtain several benefits from the opportunities created by German interest in
the region. However, when the great power rivalry openly crossed the line between
economics and security (or, better yet, between peace and war), attachment to German
trade or neutrality proved to be very costly,> and bandwagoning with the U.S. as in the
case of Brazil, produced tangible benefits for years. These regional cases, in particular
that one of Argentina (and to a less extent, Chile) also shows the complexity of agency,
the intensity of the debate and internal struggles regarding national interests and values
inside the society; these more often than not were related to foreign trade and ultimately
with the alliances — certainly one of the most important themes in the next case, that of
the USSR. These are issues that one must also keep in mind when analyzing the growing

presence of China in Latin America.

Third Case: The USSR Challenges the United States

The third instance of hegemonic challenge in Latin America was, of course, that of the
USSR.>® This was the longest (1945-1991) and most intense challenge in the region,
affecting almost all the countries, and the one that most comes to mind when discussing
this topic in the region. Richard Millet traces back U.S. “preoccupation, both actual and
rhetorical” with the USSR to 1924.°” According to Gaddis, Secretary of State John Foster

Dulles traced it back to Tsar Alexander | and argued this was one of the reasons for the

*® Argentina has been very well studied. See, for example, Guido Di Tella and D. Cameron Watt (eds.),
Argentina Between the Great Powers, 1939-46, University of Pittsburgh Press, 1990.

% For a synthetic yet useful treatment of the Cold War in Latin America, in a global context, see
Hanhimaki & Westad (2003), pp. 379-411. For a full account and updated scholarship on the subject see
Hal Brands’ Latin America’s Cold War, Harvard University Press, 2010.

" Millet (1989), p. 91.
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enacting of the Monroe Doctrine.*® In any case, the Inter-American Treaty of Reciprocal
Assistance (also known as TIAR, in Spanish, or Rio Treaty) signed in September 2, 1947
consolidated a security alliance in the region (Before NATO was created on April 4,
1949). In April 1948, in Bogota, the OAS was created. In the 1950s, Guatemala and Cuba
renewed Washington’s concern with the USSR. A CIA-sponsored coup d’état ended the
Arbenz experiment in 1954 and in 1959 the Cuban Revolution, the Castro brothers and
Ernesto “Che” Guevara claimed victory over Batista. But the CIA’s Bay of Pigs
adventure in 1961 was a major failure as it was unable to control the Communist
revolution so close to U.S. territory, and it showed the limits of Washington’s power.
“Losing Cuba” looms large on generations of American policy-makers as a result.”®
Containment (coined by George F. Kennan in 1946) becomes the core of U.S. strategy
during the Cold War.*® The domino theory emphasized the prevention of any single

country becoming communist.”*

%8 Gaddis (1997), p. 178. See the contribution on Russian historian N. N. Bolkhovitinov in Bratley (1978)
for a Soviet analysis about Russian engagement in the Western Hemisphere at the time of the emergence of
the Monroe Doctrine.

% Of course, | am not going to go in the historical details of such a rich period, except for a few references.
There is a vast literature analyzing the links of the Soviet Union with Latin America, and the Cold War in
the region. See, for example Russell H. Bartley, Soviet Historians on Latin America. Recent Scholarly
Contributions, University of Wisconsin Press, 1978; Robert S. Leiken, Soviet Strategy in Latin America,
The Washington Papers #33, CSIS, Praeger, 1982; Cole Blasier, “Security: The Extracontinental
Dimension”, in Kevin J. Middlebrook and Carlos Rico (eds.), The United States and Latin America in the
1980s, University of Pittsburgh Press, 1986, p. 523-564; Cole Blasier, The Giant’s Rival. The USSR and
Latin America, University of Pittsburg Press, revised edition, 1987; Augusto Varas, (ed.) Soviet-Latin
American Relations in the 1980s, Westview Press, 1987; Eusebio Mujal-Le6n, The USSR and Latin
America. A Developing Relationship, Unwin Hyman, 1989; Cole Blasier, The Hovering Giant. U.S.
Responses to Revolutionary Change in Latin America, 1910-198, University of Pittsburgh Press, second
printing, 1989; Wayne S. Smith, (ed.), The Russians Aren’t Coming. New Soviet Policy in Latin America,
Lynne Rienner, 1992; Atkins, G. Pope, “The Soviet Union and After. Latin America in Soviet Policy”, in
G. Pope Atkins, Latin America and the Caribbean in the International System, Westview Press, fourth
edition, 1999, pp. 121-128; Jussi Hanhimaki and Odd Arne Westad, The Cold War. A History in
Documents and Eyewitness Accounts, Oxford University Press, 2003 (see their chapter on Latin America
and the Cold War, pp. 379-411); Hal Brands, Latin America’s Cold War, Harvard University Press, 2010.
% See Gaddis, John Lewis, Strategies of Containment. A Critical Appraisal of American National Security
Policy During the Cold War, Oxford University Press, (revised and expanded edition), 2005.

81 According to Snyder, “the domino theory, in one form or another, has been the central organizing
concept behind American containment strategy”, and he posited that “there is a tendency to see tight
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As most now know, the closest point humanity came to nuclear war was during the
Cuban Missile Crisis in October 1962.°* The crisis was solved by both superpowers,
neglecting the role of Fidel Castro, something that shows the limits of agency by small
countries in the region. At the end of the decade, Cuba become more dependent on the
Soviet Union, and intervened in proxy wars outside the region. Lourdes and Bejucal soon
became some of the most important Soviet bases in the world,®® monitoring U.S.

communications and naval movements in the Caribbean and the Atlantic.%

The Cold War was not so cold in the region. According to Gaddis, “many people then
saw the Cold War as a contest of good versus evil, even if historians since have rarely

done s0”%

(Italics are mine). In Latin America, anti-Americanism was one of the central
themes of the period, across the board, and it was used by the USSR, with diverse
success. Several civil wars — in fact, proxy wars -- were fought on the region’s soil in the
context of the Cold War. Coup d’ctats, and violations of human rights were committed

because of this hegemonic challenge, and political (in) stability was more important than

democracy.®® In fully understanding the Cold War tensions at the time, one can merely

connections between threats to the periphery and to the core of an empire.” In Snyder, Jack, “Introduction”,
in Robert Jervis and Jack Snyder (eds.), Dominoes and Bandwagons, Oxford University Press, 1991, p. 3.
82 The Cuban Missile Crisis is one the most studied events in contemporary IR. The classic study is Graham
Ellison’s Essence of Decision: Explaining the Cuban Missile Crisis, Little Brown, 1971. Also, see Gaddis
(1997) for an excellent summary, pp. 260-280.

% possible current Chinese engagement in these former Soviet intelligence facilities in Cuba is subject to
intense speculation, although diplomatic and academic Chinese sources interviewed by the author in China
and elsewhere reject categorically any strategic implication.

8 Cuba was the first country to recognize the People’s Republic of China, on September 28, 1961.
Allende’s Chile was the second, on December 15, 1970.

% Gaddis (1997), p. 286.

66 See, for example, Lars Schoultz, “Combating Communism with Friendly Dictators”, in Schoultz, Lars,
Beneath the United States. A History of U.S. Policy Toward Latin America, Harvard University Press,
1998, pp. 332-348.
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mention Nicaragua, El Salvador, Guatemala and Grenada, in addition to the drama
surrounding Salvador Allende’s rise via democratic means, and his fall at Pinochet’s will,
as well as the long dictatorships, military governments and “Juntas” in many countries in

the region.

Yet on the Soviet side we know now that involvement was cautious and watchful, even in
the more intense years of the 1970s and 1980s. Internal sectors that favored the USSR for
ideological reasons were frequently disappointed with the lack of sustained commitment
by the USSR.?" In 1987, Blasier’s policy recommendation to the USSR was: “The Soviet
Union has to be careful about expenditures in Latin America which might be better made
at home or nearer its own borders. And of course it must avoid strategic commitments to
Cuba and other Latin American nations which it is not prepared to fulfill.”® It seems
clear to me the Chinese today are very aware that their resources and power, although
growing, cannot be stretched at the moment. Chinese calculated responses to Venezuela’s

(and Cuba’s) requests in the 2000s are a good example of this point.

Blasier stressed that the Soviet Union’s main interest in the region was trade, but also
recognition: “Another reason the Soviet Union, a pariah for many years in the society of
nations, sought recognition from Latin American governments was to take what it

regarded as its rightful place in the world. Since most of these governments have now

%7 See Fernando Lopez-Alves, “Soviet Insurgents in Latin America”, in Augusto Varas (ed.) Soviet-Latin
American Relations in the 1980s, Westview Press, 1987.
% Blasier (1987), p. 6.
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recognized the USSR the, stigma of non-recognition is a thing of the past”.®® It is
important to note, that recognition was (is) also very important in our Asian cases: in the
case of Japan, at the time when it signed the first treaties with Latin American countries
(end of XIX century and beginning of the XX century, well before it become a challenger
of the United States); in the case of China, because its protracted struggle with Taiwan

(roughly half of the countries that still recognize Taiwan are in the region).™

Blasier’s description of Latin American countries’ interest was very accurate, and still
has value for the current situation, although priorities might have changed at one point:
“Many Latin American leaders are not necessarily admirers of the Soviet system, its
foreign policies, nor of the local Communist parties whose programs many believe are
contrary to their country’s interests. Even so, they welcome ties with the Soviet Union,
first and foremost as the right of an independent state. Second, such ties give them room
for maneuver and bargaining leverage in disputes with the United States. Finally,

relations with the USSR can bring material benefits”.”*

Fourth Case: Japan Challenges the United States
The fourth instance was the (perceived) challenge the rise of Japan posed to the United

States.”? When the Soviet perceived threat was fading, Japan began to be considered as a

% Blasier (1987), p. 162. He also posited that “for the USSR recognition and the exchange of diplomatic
representatives are sine qua non of most other interstate ties” (p. 161).

74, He, “Rivalry Between Taiwan and the PRC in Latin America”, Journal of Chinese Political Science,
Vol. 10, no. 2, Fall 2005, pp. 77-102. See also Gonzalo S. Paz, “Rising China’s Offensive” in Latin
America and the U.S. Reaction”, Asian Perspective, Vol. 30, No. 4, 2006, pp. 102-103.

! Blasier (1987), p. 158.

2 About this case, see for example the standard reference of Ezra F. Vogel’s book Japan as Number One,
Harvard University Press, 1979; Leon Hollerman, Japan and the United States: Economic and Political
Adversaries (ed.), Westview Press, 1980; Ezra F. Vogel, “East Asia: Pax Nipponica”, Foreign Affairs,
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possible rival by the United States. It is one of the most difficult cases to assess
retrospectively, because it was probably more a case of perceived challenge than a “real”
one (real also in the sense that there was not a deliberate policy and will on the Japanese
side to threaten U.S. hegemony in the region). Nevertheless, particularly when Japan
achieved the status of the second-largest economy in the world, many alarms rang in
Washington. Renowned Harvard scholar, Ezra F. VVogel, wrote in 1979 an influential
book titled Japan as Number One,”® and later in 1986 he speculated on a possible Pax
Nipponica in a frequently quoted article in Foreign Affairs.” At the center of the fear was
a perceived connection between economic capability and potential military power.”
According to Leon Hollerman (1980) the policy debates between Japan and the United
States had “increasingly assumed the attributes of an adversary proceeding”.”® The
deterioration of the relationship, of course, received tremendous attention of scholars and
policymakers, as well as journalists. The relative economic decline of the United States at
the beginning of the 1990s and the emergence of Japan, caused “many U.S. citizens to
view Japan as a competitor or potential adversary instead of an ally”, according to Susan
Kaufman Purcell and Robert Immerman (1992), and both authors added that “Latin
American governments generally have welcomed the greater interest and more active role

of Japan in the region, not only because of their hunger for Japanese capital, but also

(Spring 1986 ), Vol. 64, No. 4, pp. 752-767; Laurence Whitehead, “Debt, Diversification, and Dependency:
Latin America’s International Political Relations”, in Kevin J. Middlebrook and Carlos Rico (eds.), The
United States and Latin America in the 1980s, University of Pittsburgh Press, 1986, pp. 109-110; Peter H.
Smith, “Japan, Latin America, and the New International Order”, Visiting Research Fellows Series, No.
179, Tokyo: Institute of Developing Economies, 1990; Susan Kaufman Purcell, and Robert M. Immerman,
Japan and Latin America in the New Global Order (eds.), Lynne Rienner Publishers, 1992; and Barbara
Stallings and Gabriel Székely, Japan, the United States, and Latin America. Toward a Trilateral
Relationship in the Western Hemisphere, The Johns Hopkins University Press, 1993.

" \Vogel, Ezra F., Japan as Number One, Harvard University Press, 1979.

" Vogel, Ezra F., “East Asia: Pax Nipponica”, Foreign Affairs, (Spring 1986), VVol. 64, No. 4, pp. 752-767.
™ John M. Hobson has argued that the lack of military capability prevented Japan to establish a Pax
Nipponica. See O’Brien & Clesse (2002), p. 319.

"® Hollerman (1980), p. xv.

47



because of their long-standing efforts to reduce their economic dependence on the
“Colossus of the North”.”” Barbara Stallings and Gabriel Székely (1993) posited that “In
economic terms, although not politically or militarily, Japan has come to rival the United

States and has surpassed any single European nation”.”

Japanese actions usually follow the pattern already established by the United States, in
most areas, such it was with Japanese support to the efforts related to the restructuring of
the external debt after the crisis of 1982, and after the “lost decade” of the 1980s. An
important lesson of this period is that the consideration of Latin America as the
“backyard” of the United States was a common staple in Japanese literature of the period,
and it is an important legacy and antecedent of Chinese foreign policy towards the
region.”” The Latin America interest in having alternative sources of capital is also
similar with the region’s interest in the current phase of rise of China. An important
potential difference between Japan and China is that China is building military capability
and projection means that might be used one day in Latin America, if needed, although it
is still far from the level required to overcome the massive resources that today the

United States might display in a region with such proximity.

7 See “Japan, Latin America, and the United States: Prospects for Cooperation and Conflict”, in Susan
Kaufman Purcell, and Robert M. Immerman, Japan and Latin America in the New Global Order (eds.),
Lynne Rienner Publishers, 1992, pp. 121-145 (First quotation is from page 1; the second from p. 139).
According to Stallings & Székely (1993) in this year already was “the largest source of capital for the
region”. (p. 3). In the same way, see Laurence Whitehead, “Debt, Diversification, and Dependency: Latin
America’s International Political Relations”, in Kevin J. Middlebrook and Carlos Rico (eds.), The United
States and Latin America in the 1980s, University of Pittsburgh Press, 1986, p. 109.

"8 Stallings & Székely (1993), p. 3.

™ In September 9, 2010, The Economist publish a report on Latin America titled “Nobody’s Backyard”,
displaying in his cover a provocative map of the region upside-down, stressing the good standing of many
regional economies during the crisis and the links with China and India.
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One comment by Stallings & Székely seems to be very current and useful for
understanding the lessons regarding the present and probably future of China-Latin
America relations: “we look at the three models that have been suggested for future
relations among the three. Two are based on the notion of rivalry between the United
States and Japan. In one case, Japan displaces the United States; in the other, the outcome
is the reverse. The third model is one of U.S.-Japanese cooperation with respect to Latin
America. In each of the three models, Latin America plays a fairly passive role”.2*Almost
two decades after this statement was written, Latin America seems to be very different,
but the question about the role of the region and the possibility for agency, in relation to

the “triangular relations” between Latin America-China-United States, is still relevant.®

The Fifth Case: China Challenges the United States?

The fifth instance is the current one between China and the United States. The standard
tool of theoretical analysis in the capitals of both countries is some version or adaptation
of the Power Transition Theory. In the last years, journalistic accounts have portrayed
U.S.-China relations as ripe with tension and conflict, some even as antagonistic — these
accounts seem to have proliferated and reflect the ideas existing in many sectors of U.S.
society about the nature of the bilateral relationship. The irony is that oftentimes such
accounts also expand and reinforce such views. It may be the case that an antagonistic
relationship becomes a self-fulfilling prophecy. Nevertheless, it is plausible to argue that

United States-China is not yet a case of hegemonic challenge (or is not yet), but it could

% Stallings & Székely (1993), p. 4.

8 More recently Stallings reflected on comparing previous Japan-Latin America relations with the current
China-Latin America relations: “Overall, it is hard to say ex ante if the differences are more important than
the similarities and what this might imply about the U.S.-China-Latin America triangle”. In Barbara
Stallings, “The U.S.-China-Latin America Triangle: Implications for the Future”, in Riordan Roett/
Guadalupe Paz (eds.), China’s Expansion into the Western Hemisphere, Brookings, 2008, p. 208.
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and does come with many questions and theories. Still, even if this position is taken, this
analysis may still be useful in order to take a few lessons about how to prevent or

mitigate the emergence of a potential conflict.

China has frequently tried to reassure the United States of the non-confrontational nature
of their relationship. In this century, the Chinese notion of “peaceful rise”, after an initial
moment of full official endorsement was downplayed because it was perceived in Beijing
circles that in the United States and the so-called Western world there was more emphasis
on “rise” than on “peaceful”, and subsequently replaced by Hu Jintao’s “harmonious

world”.

The United States-China case offers a very important difference when compared to the
previous cases in that the United States and China have tried and are trying to
institutionalize bilateral relations and several mechanisms for dialogue. One of them is
the most relevant for this study and it consists of the United States-China dialogue on
Latin America that began in April 2006, during the George W. Bush administration and
continues on through the Obama administration. The dialogue is known by the public and
has been reported by the press, but the content is still largely unknown.®? We are going to

see how consequential this dialogue has been.

8 The author has conducted dozens of interviews with U.S. diplomats and officers as well as with Chinese
diplomats and academics to try to reconstruct the content of these. Many Freedom of Information Act
Requests (FOIA) have also been filed, but most of them are still pending; we remain ready for answers to
these questions.
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Russell C. Crandall, a former director for the Western Hemisphere at the National
Security Council, has summed up the question in Washington’s eyes: “Will Latin
American governments attempt to leverage Chinese involvement to ‘“balance”
Washington’s influence?”.®® Several Latin American countries are trying to develop their
relations with China, but not at the expense of diminishing links with Washington (with

the major exceptions of Venezuela, and Cuba).

A very interesting thing is that, for Beijing, United States’ hegemony in Latin America is
frequently perceived as a fact, and as such, it has been an important fact not overlooked
as it continues to shape its own foreign policy. The deliberate Chinese effort of
downplaying “rise” and reassuring the United States of Beijing’s peaceful intentions is
compounded by the Chinese perception of U.S. hegemony in Latin America and has had
a powerful effect on Chinese foreign policy towards the region. This was the reason
behind why the bilateral dialogue on Latin America was so welcomed and encouraged by
China. The frequent statement describing Latin America as the “backyard” of the United
States in Chinese academic production is clear evidence of this. The timing of the release
of the first Chinese ‘white paper” on Latin America, on November 5, 2008, was not a
coincidence. They did not want to release it in the middle of the presidential campaign

and they waited until the day after the election (which was November 4, 2008).%*

The Chinese-Latin American relationship is an asymmetric one, in terms of power, and

economic size, as the trends in most countries during last decade made evident, even for

& Crandall (2008)
8 Ministry of Foreign Affairs (PRC), “China’s Policy Paper on Latin America and the Caribbean”.
November 5, 2008.
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Brazil, a BRIC member. It is very important to look to the political economy of sub-
national entities and cities and sectors of the ‘complex state-society”, because even in
countries considered “winners” in the region, there are internal “losers” that may have a
powerful voice (as the Paulista industrial sector in Brazil or the traditional Peronist trade
unions, in Argentina).®® In two areas clearly there is complementarity between China and
many countries in the region that can help sustain a growing economic relationship,
which is crucial: food security, and energy security. These are strategic sectors that can
benefit from China’s huge demand, and that can alter the internal balance of power (and
distribution) internally. G-20 Latin American membership (Brazil, Mexico and
Argentina) provide for more opportunities for coordination. The sub-regional
membership in multilateral fora is also important (in APEC, Mexico, Chile and Peru),

and provide for more opportunities for interaction with China.

Conclusions

This chapter examines all the previous instances of hegemonic challenge in Latin
America in which the United States took part, with the purpose of understanding HCh in
the Latin American regional context; it also draws upon possible lessons for the current
dynamic between China and the United States and its effects, constraints and
opportunities for the countries in the region. Both hegemony and hegemonic challenge
can be just perceived as such and still be able to be used or be functional for the
deploying of certain policies. Furthermore, just the potential for hegemonic challenge

might be enough under certain circumstances to have profound effects. | have identified

8 paz, Gonzalo S., “Rising China’s Offensive” in Latin America and the U.S. Reaction”, Asian
Perspective, Vol. 30, No. 4, 2006, p. 110.
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five instances of HCh in the region: Great Britain-United States; Nazi Germany/ Fascist
Italy-United States; URSS-United States; Japan-United States and China-United States.
In the first of these instances, the United States was the challenger and in the remaining
four cases it was the challenged (the hegemon). Of these four cases, the first two
challengers (Nazi Germany and the USSR) were from Europe; the last two (Japan and

China) were from Asia.

The goal of Latin American countries of overcoming the hegemony of the United States,
or at least to mitigate it, found a window of opportunity when a new power rises and
challenges the United States. Diversification has been a crucial concept in understanding
Latin America foreign economic and political relations.?® A clear lesson from this
exercise is that countries have frequently taken advantage of emerging challenges to
develop a more balanced set of external economic and political relations. Nevertheless, if
relationships between the challenger and the hegemon (United States) turn to open
conflict, they have pushed to choose sides, a position they may find uncomfortable,
except when there are specific internal political projects that clearly support one option

over the other.

% Stallings & Székely (1993) accurately forecasted that “diversification will undoubtedly continue to be a
fundamental component of Latin America’s strategy to redefine its position within the world political
economy”, p. 32. See also Laurence Whitehead, “Debt, Diversification, and Dependency: Latin America’s
International Political Relations”, in Kevin J. Middlebrook and Carlos Rico (eds.), The United States and
Latin America in the 1980s, University of Pittsburgh Press, 1986, p. 87-130. On diversification in East
Asia-Latin American relations see Jorg Faust et al (eds.), Latin America and East Asia-Attempts at
Diversification. New Patterns of Power, Interest and Cooperation, KIEP & Lit Verlag Munster, 2005.
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Pervasive anti-Americanism has always provided a beachhead for the challengers.?’
However, it would be a major mistake for Chinese policymakers to automatically equate
anti-Americanism with a pro-China position. From the hegemonic challenges number 2
and 3 (Nazi and Soviet challenges) a lesson can be derived for Latin America
policymakers and that is, a sharp confrontation, a violent one, between the hegemon and
the challenger is clearly not in their own interest in the sense of creating opportunities
and room of maneuver for foreign policy. It provides, yes, with an opportunity to gain
value in the eyes of the hegemon and to ally with it, as Brazil did in the last part of the
Second World War (particularly militarily supporting the campaign in Italy), or to break
with it and seek external support (an external balancer) such as was the case of Cuba in
the Cold War (case 3). Even in the less antagonistic situation of the case 1 (U.S.-G.B.),
Argentina was able to resist American pressures up through the end of Second World
War, with British support. However, the record shows these options have been outliers, in

particular among the largest countries in the region.

A Chinese hegemonic challenge to the United States is on the way, according to multiple
voices. Others claim it is not the case. It can also be possible that it might become a self-
fulfilling prophecy. As cases of hegemonic challenges have been preceded by long
periods of engagement, it is important to keep an eye on the longue durée. It will be

important to see if, in the coming decades, the restoration of China’s importance in world

¥ In recent years there has been a strong development on scholarship on Anti-Americanism. See, for
example, Peter J. Katzenstein, and Robert O. Keohane, eds., Anti-Americanisms in World Politics,
Princeton University Press, 2007). For more detail account of Anti-Americanism in Latin America see
McPherson, Alan (ed.), Anti-Americanism in Latin America and the Caribbean, Berghahn Books, 2006.
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affairs and economy would be correlated with more agency on the side of Latin America

countries, and to examine if there might be a connection between both.

China’s fragility® cannot be discounted, and this can have different effects, as in case 4
(Japan-U.S.). When stagnation and crisis hit Japan after the boom, it quickly disappeared
from Washington’s radar as an alternative challenger to the USSR, and also its appeal to

Latin American elites diminished greatly.
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Chapter 3
China and Mexico: An Aborted Diversification

Introduction®®

In the study of China-Latin America relations, the case of China-Mexico relations
remains as a category of its own. It is also one of the best researched of China’s bilateral
relationships with a Latin American country, with most of the scholarly writings being
produced in Mexico. Due to the historically conflictive relation of Mexico with the
United States (“poor Mexico, so far from God and so close to the United States™) the re-
emergence of China might provide an important opportunity for political and economic
diversification of Mexico’s external relations.”® However, as this paper demonstrates in
the following pages, the relations with China have been controversial and prone to

mistrust and crisis, basically due to economic factors.

The main goal of the chapter is to assess China-Mexico relations in the last decade, in
particular after China’s accession to the WTO, in 2001. How has Mexico tried to manage

such a challenging relationship? This chapter traces the evolution of the relations,

% The data and the insights presented in chapter were collected on a number of trips to Mexico starting in
2008. | want to thank the authorities that deal with China at the Secretaria de Relaciones Exteriores
(Mexico’s Ministry of Foreign Affairs), at Mexico’s embassy in Beijing and at China’s embassy in Mexico,
who speak under the condition of privacy. | also want to thank the many friends in academia that shared
with me their points of views in my interviews, in public and private universities, in Mexico (El Colegio de
Mexico, UNAM, etc) and Guadalajara (Universidad de Guadalajara, among them Arturo Santa Cruz,
Melba Falck, Enrique Dussel Peters, Victor Lopez Villafane, José-Luis Leon-Manriquez, Heinz Dietrich,
Romer Cornejo, Flora Bottom, etc. particularly | want to thank several ambassadors of Mexico to China:
Eugenio Anguiano, Omar Martinez Legorreta and Sergio Ley.

% Faust, Jorg, and Uwe Franke, “Relations Between México and East Asia”, in Jorg Faust, Manfred Mols,
Won-ho Kim (eds.), Latin America and East Asia-Attempts at Diversification, LIT VERLAG, 2005, pp. 99;
110 and 111; Székely Schlaepfer, Emilia V., “Relaciones Politicas, Econdmicas y Socioculturales entre
China y México 1994-2004”, Universidad Nacional Auténoma de México, Facultad de Ciencias Politicas y
Sociales, México, D. F., Tesis de Licenciatura, 2007, pp. 15-18.
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focusing on the political realm and the economic ties. The central and most visible
element in the bilateral relationship has been a sheer expansion of trade between both
countries but a massive imbalance in favor to China (ratio around 11:1).”* Contradicting a
long history of attempts to diversify its relations with the United States (the establishment
of the relations between Mexico and the People’s Republic in the early 1970s is evidence
of this), Mexico’s relations with China have not provided an opportunity for achieving
this traditional goal of Mexican foreign policy in the last decade. On the contrary, in
comparison with many other countries in Latin America (such as Chile or Peru, also
members of APEC, like Mexico), China has been considered as an economic threat to
Mexico. In good part the reason can be attributed to the fact that Chile’s and Peru’s
economies are highly complementary with that of China, instead Mexico’s is quite

competitive. Mexico was the last country to complete the WTO negotiations with China.

A founding member of NAFTA (1994), Mexico has been able to overcome the
dependency on exports of only raw materials (although oil is still important in its exports
to the United States) and to develop a manufactured industry, with a highly diversified
basket of final and intermediate products. In terms of markets, however, diversification
has eroded and now its exports are mostly concentrated in only one market: the United
States (around 90% of the total exports go to this market).”> Mexico has been particularly

hurt by massive Chinese exports, in at least two ways: one, internally, losing jobs and

%! Falck and Ledn-Manriquez found an even worst ratio of 15.5. See Falck Reyes, Melba E. and José Luis
Ledn-Manriquez, “Mexico’s East Asia Strategy”, in Dosch, Joern and Jacob Olaf (eds.), Asia and Latin
America. Political, Economic and Multilateral Relations, Routledge, 2010, p. 129.

% For Hogenboom, NAFTA is responsible for Mexico dependency on the United States market,
concentration of exports and plutocracy. See Hogenboom, Barbara, “Mexico vs. China: The Troublesome
Politics of Competitiveness™, in Fernandez Jilberto, Alex E. and Barbara Hogenboom (eds.), Latin America
Facing China. South-South Relations Beyond the Washington Consensus, Berghahn Books, 2010, pp. 55-
76.
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markets (particularly hard in the textile and footwear sectors); two, losing external
markets (mainly the United States).*® In 2003, China became the second most important
economic partner of the United States, displacing Mexico from this position. Because of
the massive trade deficit, political relations with China have also developed albeit in a
strained way, and on the side of Mexico, in a highly defensive way, and thus, not

allowing for gaining leverage and room to maneuver in its relationship with the U.S.

These trade asymmetries, while the most visible and consequential, were hardly unique,
as we are going to see. Carrillo, Chen & Goodman detected “a number of cross-cutting
asymmetries”.** Perceptions, for example, are also highly asymmetrical. According to
Minglu Chen, who has done quantitative analysis of articles in the People’s Daily, the

coverage on Mexico has been minimal.*

On the contrary, the perception of China as a
threat is a visible staple of the last decade on the Mexican political and economic
landscape. Romer Cornejo has explored Mexican perceptions in detail, and provided

extensive evidence of declarations of officers of the Mexican state, journalistic headlines

% Concerning the impact in different sectors (as well as about opportunities in the economic relationships)
see Dussel Peters, Enrique (ed.), Oportunidades en la Relacién Econoémica y Comercial entre China y
México, CEPAL, 2007; see also Jenkins, Rhys and Enrique Dussel Peters (eds.), China and Latin America.
Economic Relations in the twenty-first Century, DIE, 2009, pp. 279-385. Regarding the issue of impact in
the United States market, Ayala & Villareal found that it is less than conventionally is accepted: up to a
third of it can be attributed to China. See Ayala, Edgardo Arturo and Mario Villareal, “The Dragon
Menace: Is China Displacing Mexico’s Trade with the United States?” Andlisis Econmico, No. 55, Vol.
XXIV, Primer cuatrimestre 2009.

% Carillo Garcia, Beatriz, Minglu Chen and David S G Goodman, ‘Beyond Asymmetry: Cooperation,
Conflict and Globalisation in Mexico-China Relations”, The Pacific Review, forthcoming 2011. They
emphasize that a focus on globalization and multilateralism render the asymmetries less relevant for the
analysis of the bilateral relationship.

% Chen, Minglu, “Negligence or Arrogance? Mexico from the Chinese Perspective”, presented at the
International Workshop “China and Latin America”, University of Leeds, May 11, 2011, organized by the
National Institute of Chinese Studies (University of Sheffield and University of Leeds).
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and blogs, and mentioning that there still is “anti-Chinese racism”.*® He also added that,
confronted to the trade deficit, “the reaction of México was limited to the creation, in the

public opinion, of a perception of a China Threat”.®” Hernandez & Rubio, find a “mixture

of perceptions of threat and opportunities”.”

The last decade has been dominated by PAN’s presidents in Mexico, President Vicente
Fox (from 2000 to 2006) and President Calderén (from 2006 to 2012). According to
Laura Rubio, “President Fox’s policy toward China did not seek a soft or hard balance to
the U.S. influence in the region, nor to diversify its trading partners, but to contain
Chinese products and labor from displacing Mexican ones in the NAFTA market”.*®
Haro posited that Fox’s “attempt to diversify the economic relations of Mexico, fatally
concentrated on the United States and overcome the deficit”. In order to do this, his
Secretary of Foreign Affairs, Luis Ernesto Derbez traveled to China in 2006, and a new
consulate in Guangzhou (Guangdong). He was trying to “achieve through diplomacy
what the economy was unable” to do: to curb the deficit with China. The process has

been dominated by “voluntarism and impotence to reverse the trade deficit”.*®® The

relations with China were mostly reactive and defensive, and with some peaks of tension.

% Cornejo, Romer, “México y China: Diplomacia, Competencia Econémica y Percepciones”, Foro
Internacional, 191-192, XLVIII, (1-2), pp. 346-350.

% Idem, p. 351. See also Haro Navejas, Francisco Javier, “El Dominio de las Emociones: Percepciones
Mexicanas sobre China”, en Dussel Peters, Enrique y Yolanda Trapaga Delfin (eds.), China y México:
Implicaciones de una Nueva Relacidn, Nuestro Tiempo, La Jornada ediciones, 2007, pp. 455-470.

% Hernandez de Castro, Rafael, and Laura Rubio Diaz Leal, “Falsa Ilusion: China, el Contrapeso de
Estados Unidos en el Hemisferio Occidental”, in Dussel Peters, Enrique y Yolanda Trapaga Delfin (eds.),
China y México: Implicaciones de una Nueva Relacion, Nuestro Tiempo, La Jornada ediciones, 2007, p.
107.

% Rubio Diaz Leal, Laura, “The Limits of Mexican Diplomacy in Dealing with the Emergence of China”,
presented at the seminar “China in the Western Hemisphere”, Munk Center, University of Toronto, March
4-5, 2011.

1% Haro, Navejas, Francisco Javier, “China en el Norte de América: La Relacion con México y Estados
Unidos, Nueva sociedad, Mayo-Junio 2006, p. 166. The translation is mine.
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Romer Cornejo stated that during President Fox’s term there were “some diplomatic
efforts lost in the absence of a coherent policy”.'®* Hernandez & Rubio stated that the
Mexican government “lack of an integral strategy to deal with China as a new world
power”.'% President Calderén has taken several political measures, which we shall see,
however, one of the highest peaks of tension in the bilateral relations was the swine flu
(HIN1), which occurred in 2009. The lack of decisive Mexican agency and Chinese
control of agenda are not, however, just characteristic of last decade, rather they are a
description of the bilateral relationship since the establishing of diplomatic relations with
the People’s Republic of China. According to Haro, since the 1970 decade, Beijing has
fixed the agenda of the relationship: México accepted the One China policy and in the
economic realm, it strengthens the asymmetrical exchanges.'®® Some scholars also
believe that Mexico dependency with the United States will be deepen, both in economic
and political realm as well."® Let examine now both economic relations and,

subsequently, political relations in greater detail.

Economic Relations Between China and Mexico

101 Cornejo, Romer, “México y China: Diplomacia, Competencia Econdémica y Percepciones”, Foro
Internacional, 191-192, XLVIII, (1-2), p. 330.

192 Hernandez de Castro, Rafael, and Laura Rubio Diaz Leal, “Falsa Ilusién: China, el Contrapeso de
Estados Unidos en el Hemisferio Occidental”, in Dussel Peters, Enrique y Yolanda Trapaga Delfin (eds.),
China y México: Implicaciones de una Nueva Relacién, Nuestro Tiempo, La Jornada ediciones, 2007, p.
108.

1% Haro, Navejas, Francisco Javier, “China en el Norte de América: La Relacion con México y Estados
Unidos, Nueva sociedad, Mayo-Junio 2006, pp. 166. For details Chinese foreign policy towards Mexico see
Paz Sanchez, Diana Susana, “Chinese Foreign Policy Towards Mexico”, Master Thesis, Lund University,
Centre for East and South-East Asian Studies Fall 2006. For details on Mexican foreign policy to China,
and to Asia, see Falck Reyes, Melba E. and José Luis Ledn-Manriquez, “Mexico’s East Asia Strategy”, in
Dosch, Joern and Jacob Olaf (eds.), Asia and Latin America. Political, Economic and Multilateral
Relations, Routledge, 2010, pp. 97-138.

104 Hogenboom, Barbara, “Mexico vs. China: The Troublesome Politics of Competitiveness”, in Fernandez
Jilberto, Alex E. and Barbara Hogenboom (eds.), Latin America Facing China. South-South Relations
Beyond the Washington Consensus, Berghahn Books, 2010, p. 64.
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Economic relations between China and Mexico can be traced back to the early of the so-
called Manila Galleon.'®® The Galleon, connecting the two magnificent natural Pacific
ports of Acapulco, in Mexico, and Manila, in the Philippines, was the backbone of
transpacific trade and communication for 250 years, from 1565 to 1815. From Manila,
the Chinese traders traveled to mainland China and parts of Southeast Asia. Chinese
artisans populated neighborhoods in Manila, Acapulco, Mexico, and Veracruz. It is
important to note that the Philippines (and therefore Manila) were a part of the

Viceroyalty of New Spain, with capital in México.

A trade pattern was established early on: raw silver and silver coins from the currents
territories of Bolivia, Peru and Mexico were brought to Manila and China, as well as
other raw materials; on the return route (the famous tornavuelta, the route discovered by
Urdaneta and others in the XVI century), silk, silk products, and other manufactured
goods, were the bulk of the cargo. A truly maritime route of silver and silk was
established. This trade, consisting only on one or two ships per year had, nevertheless, a

106 At a certain

very important effect in both domestic economies of China and Mexico.
point, Chinese monetary systems became dominated by silver coming from Mexico (and
to lesser extent, from Japan).'®” In Mexico, the cheap (and probably of better quality) silk

imports, destroyed the important silk worm industry.

195 For a general account of the history of China’s relations with Latin America see Connelly, Marisela and
Romer Cornejo, China-América Latina: Geénesis y Desarrollo de sus Relaciones, EIl Colegio de México,
1992.

1%t also produced a major impact in that of the Philippines, of course.

97 still in early the XX century, the government of Yuan Shikai in China bought some silver coins coined
in Mexico. See Anguiano, Eugenio, “Relaciones México-China en su Perspectiva Historica”, in Dussel
Peters, Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacién,
Nuestro Tiempo, La Jornada ediciones, 2007, pp. 30.
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It is important to know that after the end of the Manila Galleon in 1815 (due to the
process of Mexican independence), there was a large period of much reduced contact. For
economic reasons, at the end of the X1X century, Chinese immigration to México began
in earnest (directly, and latter, from the United States). According to the Embassy of
China today, 1000 Chinese live in Mexico, but there are more than 40,000 Mexicans of
Chinese ethnic origin.'® Important acts of racism occurred, such as the terrible massacre
in Torredn, of May 1911, which is considered by Hu-Dehart to be “the single most
violent and brutal aggression against the Chinese throughout the Americas”, as well as
the organized campaigns in Sonora, 1916-1932. This racism also eventually erupted in

official declarations and headlines in the last decade?'®

At the center of the contemporary economic relations between China and Mexico, there
has been the issue of trade growth and especially of trade imbalances, in favor of
China.**® Carrillo, Cheng and Goodman found that Chinese exports to Mexico account
for 89-92% of the bilateral trade."* However, Mexican statistics show a deeper
imbalance, in favor of China. According to the economist Enrique Dussel Peters, the

statistical differences between Mexico’s records and Chinese customs are “enormous,”

1% Embassy of China in Mexico, http://www.embajadachina.org.mx/esp/zmgx/t44249.htm , accessed July
14, 2011.

19 See more details in Slack, Jr., Edward R., “Sinifying New Spain: Cathay’s Influence on Colonial
Mexico via the Nao de China”, in Walton Look Lai and Tanchee-Beng (eds.), The Chinese in Latin
America and the Caribbean, Brill, 2010, pp. 7-31 and Hu-Dehart, Evelyn, “Indispensable Enemy or
Convenient Scapegoat”, in the same book, pp. 65-102, and especially in pp. 82-96. For another account of
the history of Chinese migrants in Mexico see Xu, Shicheng, “Los Chinos a los largo de la historia de
México”, in Dussel Peters, Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de
una Nueva Relacion, Nuestro Tiempo, La Jornada Ediciones, 2007, pp. 51-68.

19 Bllis called the imbalance “the most troublesome aspect of Sino-Mexican trade”. See Ellis, R. Evan,
China in Latin America, The Whats & Wherefores, Lynne Rienner, 2009. See, in particular, “Mexico”, p.
200.

' See Carillo Garcia, Beatriz, Minglu Chen and David S G Goodman, ‘Beyond Asymmetry: Cooperation,
Conflict and Globalisation in Mexico-China Relations”, The Pacific Review, forthcoming 2011.
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and in 2005 it was 320%.2 There are differences if Hong Kong and Macau are included,
or not. Furthermore, smuggling, in particular from the United States (mainly through the
port of Los Angeles), are not reflected on the statistics of Mexican imports of Chinese
products. Some Mexican exports through Panama and the United States are also not

counted. '3
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Source: Elaborated by author based on DOT/IMF/IADB.
The figure presented above clearly shows the stagnation of Mexican exports and the

dramatic increase in imports coming from China.

The expansion of Mexican trade with China in the last decade has been formidable. If the
bilateral trade in 2000 was 3,372 U.S. million dollars, then in 2008 reached 40,204 U.S.

million dollars. Due to the international finance crisis, which impact has been particularly

112 5ee Dussel Peters, Enrique, “La Relacion China-México: Cinco Debates y Mitos”, in Dussel Peters,
Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro
Tiempo, La Jornada ediciones, 2007, p. 140.

3 Falck Reyes, Melba E. and José Luis Ledn-Manriquez, “Mexico’s East Asia Strategy”, in Dosch, Joern
and Jacob Olaf (eds.), Asia and Latin America. Political, Economic and Multilateral Relations, Routledge,
2010, p. 129.
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severe with Mexico, in the years 2009 and 2010, there has been a decline of the bilateral
trade to 25,852 U.S. million dollars, which is 46.95% less than the previous year.
Unfortunately, most of the bilateral trade during the series consisted in Mexico imports
from China, with a peak of 38,159 U.S. million dollars in the year 2008. In this year,
Mexico had a monster deficit in its trade with China of 36,114 U.S. million dollars, and
the ratio of Mexican imports from China and the exports to this market was 19:1, the
worst ratio of the series. The full force of the crisis was fell on 2010, however it was the
best year for the Mexican exports with 6,190 U.S. million dollars, and a ratio 3:1, the best
of the series. The following table shows the performance of the Mexico-China bilateral
trade from 2000 to 2010:

Mexico’s Exports to, and Imports from China, 2000-2010

2000 | 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Export | 204 282 654 974 986 1,136 1,688 | 1,895 | 2,045 | 2,208 | 6,190

Import | 3,168 | 4,430 | 6,902 | 10,341 | 15,811 | 19,466 | 26,882 | 32,718 | 38,159 | 35,782 | 19,662

Total 3,372 | 4,712 7,556 | 11,315 | 16,797 20,602 28,570 | 34,613 | 40,204 | 37,990 | 25,852
Trade

Annual +28.4 | +37.63 | +33.2 | +32.6 | +18.46% | 27.88 | 17.45 | 13.90 - -
Change 3% % 2% 3% % % % 5.82% | 46.95
%

Trade | 2,964 | 4,148- | 6,248- | 9,367- | 14,825 | 18,330- | 25,194 | 30,823 | 36,114 | 33,782 | 13,472
Balance - - - - - -

Ratio 15:1 15:1 11:1 111 16:1 17:1 16:1 18:1 19:1 17:1 31

Table elaborated by the author. Source: DOT/IMF/IADB. China is just mainland. Ratio
rounded. U.S. Millions dollars

México total exports to China of the period 2000-2010 were 18,262 U.S. million dollars;
México total imports from China were 213, 321 U.S. million dollars; the total bilateral

trade was 231,583 U.S. million dollars. In others words, in this period México had a trade
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deficit vis-a-vis China of 195,059 U.S. million dollars. The average annual exports were
1,660.18 U.S. million dollars; the average annual imports from China of the series were
19,392.82 U.S. million dollars. Thus, the average annual bilateral trade was 21,053 U.S.
million dollars. The average annual increase was 15.68%, with an average annual balance
favorable to China of 17,732.64, and an average annual ratio of 14.36:1. If the year 2010
is controlled the results would be even worse. These additional results of the series 2000-

2010, are presented in the following table:

Mexico-China Trade, 2000-2010

Total Total Total | Total T. | Average | Average | Average | Average | Average | Averagee
Export | Import | Trade Balan. Export Imports Total Annual Balance Ratio
Trade Change

18,262 | 213,321 | 231,583 | 195,059 | 1,660.18 | 19,392.82 | 21,053 15.68% | 17,732.64 | 14.36:1

Table elaborated by author. Source: DOT/IMF/IADB. China is mainland. Ratio rounded.
U.S. Millions Dollars.

Chinese enterprises are major competitors of its Mexican counterparts, both in the
Mexican market and that of the United States.*** According to a senior Mexican expert
on China-Mexico trade, no deep research has been focused on the issue of whether these
imports are of intermediate or final goods, although his sense is that perhaps 40-50% of
them are intermediate but that this amount is declining.**®> The point is important, since it
has been observed that intermediate goods can be used to elaborate final products, which

in turn can be exported to the United States (as happens with many imports coming from

114 gee Ellis, R. Evan, China in Latin America, The Whats & Wherefores, Lynne Rienner, 2009. See, in
particular, “Mexico”, pp. 201. Dussel Peters sees in China a “massive challenge”, see in Dussel Peters,
Enrique, “La Relacién China-México: Cinco Debates y Mitos”, in Dussel Peters, Enrique y Yolanda
Trépaga Delfin (eds.), China'y México: Implicaciones de una Nueva Relacidn, Nuestro Tiempo, La Jornada
ediciones, 2007, p. 134.

15 Email exchange on June 2, 2011.
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Japan and South Korea). This situation, of course, will make the issue of the trade deficit

less dramatic.'®

There have been economic reforms in Mexico after the crisis of 1982, when most of the
model of Import Substitution Industrialization (ISI) was abandoned. Mexico joined the
GATT in 1986."" Since 1988, the pace accelerated, following the general script of what
was later called the Washington Consensus, with surprising continuity during the
presidential terms of Carlos Salinas de Gortari, Ernesto Zedillo, and Vicente Fox y Felipe

Calderon. 8

According to Dussel Peters, the aforementioned economic policy has been
“this dogmatic and highly ideologized perspective of the socioeconomic development in
Mexico is sociopolitically concentrated in a small group of economists that have worked
at the highest levels of the political economy indistinctly with PAN and PRI”.!'®
Francisco Haro traced an analysis comparing the performance of Chinese and Mexican
constitution and states, and he found that in the Mexican the constitution has been not
well adapted to the current situation and that the state has been quite inefficient; on the
contrary, in the Chinese case, the constitution has been reformed in 2004 to adapt to a

changing contemporary situation and the state has pursued a gradualist strategy of reform

and opening of the economy.*?® According Romer Cornejo, the two Chinese Five —Years

18 This is the take on this issue of Carillo Garcia, Beatriz, Minglu Chen and David S G Goodman, ‘Beyond
Asymmetry: Cooperation, Conflict and Globalisation in Mexico-China Relations”, The Pacific Review,
forthcoming 2011.

17 Falck Reyes, Melba E. and José Luis Leén-Manriquez, “Mexico’s East Asia Strategy”, in Dosch, Joern
and Jacob Olaf (eds.), Asia and Latin America. Political, Economic and Multilateral Relations, Routledge,
2010, p. 98.

18 pDussel Peters, Enrique, “La Relacion Comercial y econdmica entre China y México: Hacia una Abierta
Confrontacién?”, in Oropeza Garcia, Arturo (coord.), China-Latinoamérica”, 2008, p. 233.

119 1 dem, p. 235.

120 Haro, Navejas, Francisco Javier, “China en el Norte de América: La Relacion con México y Estados
Unidos, Nueva sociedad, Mayo-Junio 2006, pp. 160-166.
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(the X Five-Year Plan of 2001-2005 and the XI Five-Year Plan of 2006-2010) ordered
China accession to WTO and produced the expansion of Chinese companies in global
markets as a strategy of globalization.*** Barbara Hogenboom also pointed that a crucial
difference between China and Mexico has been that the reforms in China were “not based
on free market principles alone but instead on a particular kind of mixed economy in
which a strong state plays an active and intervening role in the economy”, although from
a macroeconomic point of view the culprit is the general lack of competitiveness of

several sectors of the Mexican industry.'??

After long negotiations and tension, Mexico’s agreement with China to allow China’s
accession to the World Trade Organization (WTO) was finally signed on December 13,
2001.'* Mexico was already worried about Chinese competition and, thus, Mexico was
the last of 37 countries to reach an agreement with China. In this negotiation Mexico
obtained some transitory concessions from China. 1310 products were protected until

January 2008.'** This issue was of high concern in Mexico, but the agreement was

121 Cornejo, Romer, “México y China: Diplomacia, Competencia Econémica y Percepciones”, Foro
Internacional, 191-192, XLVIII, (1-2), p. 335.

122 Hogenboom, Barbara, “Mexico vs. China: The Troublesome Politics of Competitiveness”, in Fernandez
Jiloerto, Alex E. and Barbara Hogenboom (eds.), Latin America Facing China. South-South Relations
Beyond the Washington Consensus, Berghahn Books, 2010, pp. 55 and ss. Competitiveness is also a major
culprit in the view of Falck and Ledn-Manriquez. See Falck Reyes, Melba E. and José Luis Leon-
Manriquez, “Mexico’s East Asia Strategy”, in Dosch, Joern and Jacob Olaf (eds.), Asia and Latin America.
Political, Economic and Multilateral Relations, Routledge, 2010, p. 101. For a general comparison of both
Chinese and Mexican process of economic reforms see the contibution of Gary Gereffi in Dussel Peters,
Enrique (ed.), Oportunidades en la Relacion Econémica y Comercial entre China y México, CEPAL, 2007,
pp. 279-306.

123 See Anguiano, Eugenio, “Relaciones México-China en su Perspectiva Historica”, in Dussel Peters,
Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro
Tiempo, La Jornada ediciones, 2007, pp. 49

12 Dussel Peters, Enrique, “La Relacion China-México: Cinco Debates y Mitos”, in Dussel Peters, Enrique
y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro Tiempo,
La Jornada ediciones, 2007, pp. 140-141. See also his paper “The Implications of China’s Entry into the
WTO for Mexico”, Global Issues Papers No. 24, Heinrich Boll Stifung, November 2005.
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successfully renegotiated up to 2012 by the administration of President Calderén.'?
Since China accession to the WTO in 2001, China has intensely pressured Mexico
demanding recognition as a Market Economy (ME), one of the most important goals in
its international foreign economic policy. This recognition, formally granted to China by
several others Latin America countries (such as Brazil, Argentina and Chile) in 2004,
reduces the trade defensive tools that a given country can legally use against another
country, in areas such antidumping measures. Mexico, so far, has avoided bowing to
Chinese pressure on the grounds that internal legal structure does not contemplate for
such recognition.'?® Dominguez said that the concession that Argentina, Brazil, Chile and
Peru did, “called attention to asymmetric bargaining power”;*?’ however, although I have
already mentioned that the characterization of China-Mexico “asymmetric relation” is
widely shared, in this particular case, it had no effect. It is important to contextualize this
decision with the fact, that after granting “general” ME status to China, Brazil has been
delaying the practical effects of it and analyzing sector by sector the specific situation of
the economy. Argentina also has been reluctant to push its congress to approve the
recognition and, in fact, applying several defensive trade measures against imported

Chinese goods.

% For an analysis of this problem see Oropeza Garcia, Arturo, “El Vencimiento de las Cuotas
Compensatorias: Un Reto para la Relacion China-México”, in Oropeza Garcia, Arturo (coord.), China-
Latinoamerica”, 2008, pp. 399-416.

2% In my interview in Mexico with a high-rank officer at the Secretary of International Relations, the
officer expressed the standard official view of Mexico regarding this issue. See also Dussel Peters, Enrique,
“La Relacion China-México: Cinco Debates y Mitos”, in Dussel Peters, Enrique y Yolanda Trapaga Delfin
(eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro Tiempo, La Jornada ediciones,
2007, p. 140.

2 Dominguez, Jorge 1. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, p. 23.
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In 2003, as it was already mentioned, China surpassed Mexico as an exporter to the US
market, despite the huge advantage it has in this market due to it being a border country
and of NAFTA. According to Anguiano, this was a “major psychological shock”.*?®
Sinologist Romer Cornejo posited that this took the elite in Mexico by “evident
surprise”.? Also in 2003 China became the second most important trade partner for

Mexico.**°

According to Dussel Peters, 90% of total Mexican exports are manufactured
products, and in 2006, 84.8% of all exports went to the US market.™** To complicate
things further, almost all the bilateral trade is in imports from China to Mexico, and it is

aggravated by illegal Chinese imports entering Mexico from the United States.

According to R. Evan Ellis “Mexico’s economic relationship with the PRC has begun to
evolve from competition to partnership”.*0n the contrary, Enrique Dussel Peters
remains skeptical, and in his view the current bilateral relation is far from being
‘harmonic and strategic”. To change this will require “significant efforts”. ***Francisco

Haro posited that Mexico needs to diversify its markets.”** Francisco Gonzalez has

128 See Anguiano, Eugenio, “Relaciones México-China en su Perspectiva Historica”, in Dussel Peters,
Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro
Tiempo, La Jornada ediciones, 2007, p. 49

129 Cornejo, Romer, “Mexico y China: Diplomacia, Competencia Econdémica y Percepciones”, Foro
Internacional, 191-192, XLVIII, (1-2), p. 334.

30 Dussel Peters, Enrique, “La Relacion China-México: Cinco Debates y Mitos”, in Dussel Peters, Enrique
y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacién, Nuestro Tiempo,
La Jornada ediciones, 2007, p. 129. See also Cornejo, Romer, “México y la Competitividad de China”, in
Sergio Cesarin y Carlos Moneta (comp.), China y América Latina, Buenos Aires, REDELAP-BID-INTAL,
2005, pp. 235-268.

B Dussel Peters, Enrique, “La Relacion China-México: Cinco Debates y Mitos”, in Dussel Peters, Enrique
y Yolanda Tréapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro Tiempo,
La Jornada ediciones, 2007, pp. 139-140.

32 Ellis, R. Evan, China in Latin America, The Whats & Wherefores, Lynne Rienner, 2009, p. 201.

133 Dussel Peters, Enrique, “La Relacion China-México: Cinco Debates y Mitos”, in Dussel Peters, Enrique
y Yolanda Tréapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro Tiempo,
La Jornada ediciones, 2007, p. 148.

34 Haro, Navejas, Francisco Javier, “China en el Norte de América: La Relacién con México y Estados
Unidos, Nueva sociedad, Mayo-Junio 2006, p. 170.
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proposed certain measures that countries like Mexico can do to overcome the current

situation.®

Both countries are competitors for foreign direct investment (FDI), and China has been
attracting far more investment than Mexico. By the middle of the decade, due to the trade
surpluses and important domestic saving rates, China has also become an increasingly
important investor abroad. Investment and finance cooperation so far have had a minimal
impact in the bilateral relation, although they might become important in the coming
decade. They might make the economic relations to go beyond trade and to produce other
valuables benefits to Mexico, that can somehow balance trade imbalance (tourism
industry has been another sector with potential in which Mexican have put their hopes,
which low level to success up to now). So far, however, Chinese investment, as well as
Mexican investment in China, has been very low. According to China’s embassy in
Mexico, so far China has invested 400 million dollars in Mexico, and Mexico has
invested 65 million dollars.*® Few Mexican companies have tempted to attempt to try to
expand in China, since the preferred option has always been the United States market.
Among these Gruma, Cerveceria Modelo, CEMEX and Bimbo can be counted. Some of
the Chinese companies are Xintian-Mexico S.A. de C.V., Sinatex. The Chinese have been
interested in investment in the Mexican oil sector; however, this is an area in which
several constitutional restrictions apply, and the production (declining) is basically totally

sold to the United States; PetroChina and Sinopec have been active in the sector.

35 Gonzalez, Francisco E., “Latin America in the Economic Equation- Winners and Losers: What Can
Losers Do?”, in Roett, Riordan and Guadalupe Paz (eds.), China’s Expansion into the Western
Hemisphere: Implications for Latin America and the United States, Brookings Institution Press, 2008.

136 Embassy of China in Mexico, http://www.embajadachina.org.mx/esp/zmgx/t44249.htm accessed on July
14, 2011.
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The possibility of the establishment of a free trade area found enthusiasm among some
Chinese observers because of the size of the Mexican market, but was a non-starter in
Mexico. China has already signed several bilateral free trade agreements, firstly with the

other Latin American APEC Members, Chile and Per0, and later, with Costa Rica.

Political Relations Between China and Mexico

Mexico established relations with imperial China on December 14, 1899,*" with the
central goal for Chinese diplomacy to increase protection of Chinese nationals living in
Mexico. Later, Mexico continued having diplomatic relations the republic of 1911 and
the Republic of China in Taiwan. Mexico was one of the first Latin American countries
to establish diplomatic relations with the People’s Republic of China, on February 14,
1972, in New York, during the administration of President Luis Echeverria Alvarez. It
was the first non-leftist country to recognize Beijing (Castro’s Cuba and Allende’s Chile
were before). Mexico supported the People’s Republic membership in the United Nations
on October 25, 1971. Because of this, the Republic of China (Taiwan) broke its
diplomatic relations with Mexico almost immediately. In April 1973 President Luis
Echeverria Alvarez, was the first-non Cuban Latin American chief of state to visit
Beijing.***Chou Enlai received personally the president at the airport on April 19, 1973,
and the following day he met with Mao Zedong in Zhongnanhai. All the following

Mexican presidents have visited Beijing; Jose Lopez Portillo Pacheco visited in 1978.

37 For a very good historical account of early stages of China-Mexico relations see Eugenio Anguiano,
“Relaciones México-China en su Perspectiva Historica”, in Dussel Peters, Enrique y Yolanda Trépaga
Delfin (eds.), China y México: Implicaciones de una Nueva Relacidn, Nuestro Tiempo, La Jornada
ediciones, 2007, p. 25.

138 Former Mexican president Lazaro Cardenas also visited China, in January 1959, and May 1973.
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Miguel De la Madrid Hurtado visited Deng Xiaoping in Beijing on December 1986.
Carlos Salinas de Gortari visited President Yang Shangkun in Beijing in May 1990, and
he meet with President Jiang Zemin when he visited Beijing again, in December 1993.
He also met Li Peng in this trip. Ernesto Zedillo visited Jiang Zemin in Beijing on
November 1996, and also visited Li Ruihuan. In last decade, President Fox in June 2001
made his state visit (meetings with Jiang Zemin, Li Peng and Zhu Rongji), and later in
October at the APEC summit in Shanghai. Former President Zedillo met President Hu
Jintao in Boao, in April 2004. Fox visited China again in 2005. Current President Felipe

Calderdn did so in 2008.

Chinese leaders have also frequently visited Mexico, most of the time trying to
compensate Mexico in the political realm for the trade deficits. President Yang Shangkun
visited Mexico in 1990. Vice Prime Minister Zhu Rongji visited Mexico in May 1993.
Prime Minister Li Peng visited Mexico in October of 1995. Hu Jintao visited Ernesto
Zedillo in Mexico in January 1997 (Hu was not president yet). Also in 1997 President
Jiang Zemin visited Mexico and met Ernesto Zedillo. The influential minister of defense
of China, Chu Haotian visited Mexico in 1999, and met President Zedillo. Wen Jiabao
visited Mexico in December 2003, and established the strategic partnership. Another
particularly important year was 2005. In January, Chinese Vice President Zeng Qinghong
visited Mexico, and in September, President Hu Jintao visited the country.***More

recently, in February 2009, Vice President Xi Jinping visited México.

139 An extraordinary photographic document registering some of these visits is the book of the Oficina de
Informacion del Consejo de Estado de la Republica Popular China, China-Mexico, of 2006.
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These visits have increased the political profile of the relations. In November of 1997, a
consensus was reached to create a “cooperative association”. During the visit of Wen
Jiabao to Mexico, in December 2003, both countries launched a “strategic association,”
the second of China’s such association in the region after that of Brazil (in 1993), and
upgrading the relations with Mexico from cooperative to strategic.**This was an
important political milestone for the relationship. In the following years, the bilateral
relationship has been institutionalized with the creation of several commissions and
dialogues. For instance, in August 16, 2004, a permanent Bi-National Commission
China-México was created, with political, economic and trade, scientific and
technological, and cultural and educational commissions. As part of this Commission the
Bilateral High Level Group on Trade and Investments was created in September of 2004,
and the first meeting took place on January 2005. In the view of Dussel Peters, both
nations have not reinforced the Bi-National Commission China-Mexico and the High
Level Group.*** During the visit of President Calderén to Beijing in 2008, a strategic
dialogue was launched. The first meeting took place in Mexico, in August 2009, between
Chinese Vice Minister of Foreign Affairs Li Jinzhang and his Mexican counterpart,

Lourdes Aranda.

10 See Anguiano, Eugenio, “Relaciones México-China en su Perspectiva Historica”, in Dussel Peters,
Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro
Tiempo, La Jornada ediciones, 2007, p. 47; Hernandez de Castro, Rafael, and Laura Rubio Diaz Leal,
“Falsa ITlusion: China, el Contrapeso de Estados Unidos en el Hemisferio Occidental”, in Dussel Peters,
Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro
Tiempo, La Jornada ediciones, 2007, p. 108.

141 See Dussel Peters, Enrique, “La Relacién China-México: Cinco Debates y Mitos”, in Dussel Peters,
Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacion, Nuestro
Tiempo, La Jornada ediciones, 2007, p. 148.
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Mexico was the first Latin American to be admitted as a member of APEC, in 1993
(before the other two current members of the region Chile and Per(), and this has been a
very important multilateral forum for exchanges for both countries. APEC has also
provided with an annual opportunity for meeting to the leaders of both countries.***This
annual meeting, the most important political ritual of the Pacific, also took place in
Mexico, in Los Cabos, in 2002, just after the APEC summit in Shanghai, China.**® This
was an important opportunity for both countries for close cooperation, and the 2002
summit in Mexico was very important for Mexican prestige. Both countries are members
of FOCALAE, the Forum for East Asian-Latin American multilateral dialogue. Mexico
supported China when it became an observer of the Organization of American States
(OAS) in 2004 and member of the Inter American Development Bank (IADB) in 2008
(formalized in January 2009). The G-20, particularly during and after the 2008-2009
global economic crisis, has been another privileged space of dialogue and high level

meetings.

From 1985 to 2005 twelve sisterhood agreements were signed between Mexican and
Chinese cities and provinces. It is quite important to mention, that, differently from most
Latin American countries, Mexican sub national units and cities have been very active in
the development of the bilateral relations, by sending trade missions, granting fellowships

to students to study Chinese in China, opening representations, signing agreements of

192 See more details in Martinez Legorreta, Omar, “Las relaciones de México y China en el marco de
APEC”, in Dussel Peters, Enrique y Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una
Nueva Relacidon, Nuestro Tiempo, La Jornada Ediciones, 2007, pp. 119-128.

3 The organization of the summit, however, intensified the intra-bureaucratic struggle (between the
ministry of foreign affairs and the ministry of economy) in México for controlling Mexico’s engagement in
the APEC process. Faust, Jorg, and Uwe Franke, “Relations between Mexico and East Asia”, in Jorg Faust,
Manfred Mols, Won-ho Kim (eds.), Latin America and East Asia-Attempts at Diversifycation, LIT
VERLAG, 2005, p. 112.
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sisterhood, supporting the opening of offices of universities in China, trying to attract
Chinese tourism to their states, such is the case of the city of Mexico, D.F. They have
been trying to take advantage of the federal structure of the Mexican state. As evidence of
the dramatic increase in the activity of Mexican sub national units in the relationship with
China, let me mention a few of high level exchanges. In 2003 the Governor of Coahuila
Enrique Martinez y Martinez visited China (Beijing and Shanghai) and also the Governor
of Tamaulipas, Tomas Yarrington Ruvalcaba visited China. In 2004, Patricio Martinez
Garcia, Governor of Chihuahua visited China (Beijing, Shanghai, Chongging and
Jiangsu). In May of the same year, the Governor of Baja California, Eugenio Elourdy,
visited Nanjing, Beijing and Shanghai. He also visited, in 2006, Qingdao, in Shandong.
In 2006, the Governor of Durango, Ismael Hernandez Deras visited Beijing and
Shanghai. In the same year, the Governor of Chihuahua, José Reyes Baeza Terrazas
visited China, and he also opened a permanent representation of his state in Beijing. The
governor of Querétaro, Francisco Garrido Padron, also visited China in 2006. The
Governor of Hidalgo, Miguel Angel Osorio Chong visited several cities. The Governor of
Nuevo Ledn, Natividad Gonzalez Paras visited China in October of the same year, as

well as the Governor of Aguascalientes, Luis Armando Reynoso Femat.**

The cultural landscape has also been very active, particularly in the exchange of students,
sponsored by both states (currently 32 Mexicans receive federal official awards annually
and 30 Chinese students are supported to study in Mexico). The most important initiative
on the Chinese side has probably been the opening of the Confucius Institute in Mexico,

the first of these in Mexico City, on 2006. It was also the first such institute opened by

144 See Embassy of Mexico in China, http://www.sre.gob.mx/china/ , accessed on July 15, 2011.
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China in Latin America and the Caribbean. Several Confucius institutes have also been
created (there are already at least five), with the goal of teaching the Chinese language

and somehow tried to reduce the so called “cultural gap” between both countries.

Of the three major -but clearly very different- events of tension in the last decade (the
negotiation of agreement for China’s access to the WTO in 2001; the visit of the Dalai
Lama in 2004; the Swine flu — HIN1 in 2009), the last two were of political nature
(although retrospectively they were probably episodes of release of the tension

accumulated in the economic realm).

The Visit of the Dalai Lama

The 14™ Dalai Lama (Tenzin Gyatso), recipient of the Peace Nobel Prize 1989, was
invited to Mexico by Casa Tibet, an organization in Mexico run by Marco Antonio
Karam. The visit to Mexico was scheduled from October 3 to 8, 2004.'* This was the
last stop of a quite successful tour in Central America, with visits to Costa Rica, El
Salvador and Guatemala, all close allies of Taiwan. He visited Costa Rica from
September 26 to 28 and he met the President, Abel Pacheco. Following this, he traveled
to El Salvador and met President Antonio Saca. The last stop was Guatemala, where he

met President Oscar Berger, the Vice President Stein and the 1992 Peace Nobel recipient

Y5 For more details see Cornejo, Romer, “Mexico y China: Diplomacia, Competencia Econémica y
Percepciones”, Foro Internacional, 191-192, XLVIII, (1-2), pp. 338-339; Carillo Garcia, Beatriz, Minglu
Chen and David S G Goodman, ‘Beyond Asymmetry: Cooperation, Conflict and Globalisation in Mexico-
China Relations”, The Pacific Review, forthcoming 2011.
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Rigoberta Menchu. The pace and physical approaching of the Dalai Lama increased the

tension in Mexico.!*®

The organization of the visit was somewhat chaotic. There was strong intra-bureaucratic
infighting between Secretaria de Gobernacion and Secretaria de Relaciones Exteriores;
between the executive power and the Congress; between different groups inside the
congress; and with the city of Mexico. To compound the discussions, the First Lady,
Marta Sahagun de Fox, a very strong and visible figure in Mexico, insisted on meeting
with the Dalai Lama, which she did. The Secretary of Interior, Santiago Creel, later a
hopeful candidate to the Presidency met him, and also the Congress received him “as a
spiritual leader”. The Dalai Lama participated in an inter-faith event, at the invitation of
Cardinal Norberto Rivera, to join representatives of other faiths, such as Jewish, Muslin
and Hindu leaders. A black austere plague was engraved in the Cathedral walls to
commemorate the visit. As in others parts of the world, the Dalai Lama received in
Mexico several honors, such as the Gold Medal of the National University of Mexico
(UNAM), on October 4, and the Doctor Honoris Causa of the Universidad
Interamericana, on October 7. The high profile visit infuriated China. The Ambassador of
China in Mexico protested strongly and called the Mexicans ignorant and this was
received very badly by the Mexican government. According to the SRE, he latter
apologize, and in 2005 high level exchange of visits between Mexico and China

continued, as we have already see.

The Swine Flu (HIN1) Diplomatic Crisis

14 See details in www.dalailama.com , accessed July 14, 2011.
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The last major recent political crisis in China-Mexico relations was the outbreak of the
swine flu in Mexico, approximately from March to May of 2009 (H1N1 Influenza).
Clearly it was a more serious crisis than that of public relations with the Dalai Lama, and
one that allowed for more theatrical gestures than the negotiations of the WTO. The peak
of the crisis between both countries was at the end of April and beginning of May. On
April 29 China offered $5million in humanitarian assistance ($1 million in cash, $4 in
materials). On the morning of April 30, Aeromexico flight 098 landed in Shanghai. The
passengers were interrogated and screened. One of them, a 25-year-old man, flew to
Hong Kong and then, developed the symptoms of the flu. The Chinese quarantined him
in the Metropark Hotel in Hong Kong, and began to find all the passengers of the
Aeromexico flight, as well as the passenger of the flight the man took from Shanghai to
Hong Kong. Soon several hundreds of people were quarantined in different parts of
China. Among them, the Mexican Consul in Guangdong, who was returning home from a
vacation in Cambodia, was also detained, but latter release. Mexico’s ambassador in
China Jorge Guajardo was not allowed to visit the Guomen Hotel, in Beijing, to meet
with some of the involuntarily quarantined Mexicans. On May 2, 2009, China suspended
all the flights of Aeromexico from Mexico, DF, and Tijuana, less than one year in
operation of the strategic route. If its historic antecessor the Manila Galleon (1565-1815)
was the only (water) direct transportation between Asia and Latin America, then this
direct flight connection is the only (air) between Latin America and China.**’ Other
countries such as Argentina and Ecuador, also suspended flights. On May 4, President

Calderon condemned flight suspensions by China, Argentina, and Ecuador. On May 5,

Y7 There is an Air China flight between Sao Paulo (GRU) and Beijing (PEK), but with a stop in Madrid
(MAD). LAN and Cathay Pacific, connecting Santiago (SCL) with Hong Kong (HKG), via Auckland
(AKL) or Sydney (SYD).
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2009, on a 59 hour tour, Mexico’s flight “rescuing” Mexicans quarantined in China,
picking up them from Beijing, Shanghai, Guangzhou and Hong Kong, and arrived to
Mexico’s airport, waving the national flag. First lady Margarita Zavala de Calderon
welcomed the Mexicans on the presidential tarmac at Mexico’s airport. China also sent a
plane to bring back some 200 Chinese tourist stranded in Mexico. Chinese sources have
mentioned the fresh experience of November 2002-July 2003 pandemic of Severe Acute
Respiratory Syndrome (SARS) in China that caused around 1,000 dead, as the source of
caution and prevention by Chinese authorities. According to Mexican scholar Dussel,

. 14
there was an “overreaction” by both governments.**®

Public Opinion

Public opinion is important since it shows perception of foreign policy; it might reflect
changes in foreign policy and also might influence foreign policy decision making.
According to a poll conducted recently by the BBC, GlobeScan and the PIPA Program at
the University of Maryland, the perception of China in Mexico, although not bad
compared to the rest of the world, has deteriorated sharply from 2005 to 2011, from 18%
of negative image to 43%. '*° According to the poll, “Mexicans are closer to their
partners from NAFTA attitudinally”. Mexicans also considered China as an unfair trade
partner (42%), compared to the United States (30%) and to the European Union (20%).

On a scale of 0-10, Mexicans believe that the United States will continue to be the most

148 Dyssel Peters, Enrique, “Un Llamado a la Sensatez”, Reforma, May 20, 2009, p. 6.

19 BBC World Service, “Rising Concern about China’s Increasing Power: Global Poll”, BBC World
Service, GlobeScan and University of Maryland (PIPA Project). See
http://www.worldpublicopinion.org/pipa, accessed on July 17, 2011. Haro has done another analysis, not
reproduced here about a poll conducted in Mexico over 1000 people. See Haro Navejas, Francisco Javier,
“El Dominio de las Emociones: Percepciones Mexicanas sobre China”, en Dussel Peters, Enrique y
Yolanda Trapaga Delfin (eds.), China y México: Implicaciones de una Nueva Relacién, Nuestro Tiempo,
La Jornada ediciones, 2007, pp. 455-470.
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important partner (6.68), ten years from now (2011), but they also believe that China will
be important (5.65). Considering the increase of military power, Mexicans, viewed it
unfavorably (37% negative, 33% positive) in 2005; but in 2011, Mexican’s negative

perception increased to 53% (and only 17% favorable).*

Instead of the re-emergence of China being considered as an opportunity for
diversification of Mexico political and economic relations (as was the goal when
President Echeverria’s Mexico was the first non-leftist country in Latin America to
recognize Beijing), on the contrary, the effect in the last decade has been to push Mexico

even closer than before to the United States.

A way to trace this effect is to look to voting convergence in the United Nations General
Assembly (UNGA), as a proxy of Mexican’s Foreign Policy. Dominguez (2006)
examined voting patterns at UNGA from 1991 to 2002 and showed that Mexico’s vote
has a “marked coincidence with China”.*** Dominguez firstly performed a comparison of
voting coincidence between China and Mexico in all votes, using Japan as calibration;

and secondly, just in the cases were there was no coincidence between China and Japan.

Chinese scholar Minglu Cheng (2011) also examined voting coincidence in UNGA, vis-

a-vis the United States, from 2000 to 2010. She compares Mexico with China, Russia,

10 In Mexico the survey was conducted in Baja California, Chihuahua, Guanajuato, Guerrero, Hidalgo,
Jalisco, Mexico City, Michoacan, Morelos, Nuevo Le6n, Oaxaca, Puebla, Sonora, Tamaulipas, Veracruz,
and Yucatan, representing 40 per cent of the national adult population and 80 per cent of the residential
telephone landlines. 1000 citizens of 18 years or more were interviewed by phone, from December 15,
2010, to January 14, 2011. The margin of error per country ranges from +/- 2.8 to 4.9 per cent, 19 times out
of 20.

I Dominguez, Jorge 1. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, pp. 13-14.
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Brazil and Cuba, and she finds that, in this period, of this group of countries, Mexico is
the closest to the United States. She concludes “China’s strategic partnership with
Mexico and the establishment of the Intergovernmental Standing Committee obviously

have not make Mexico more of an ally of China”.*>

| have also compared voting coincidence in the United Nations during the period 2000-
2010, following the general pattern of Cheng, but | compared Mexico with different set
of cases, China, Argentina, Venezuela and Chile, vis-a-vis the United States. | also
included Brazil for calibration. The baseline for comparison are not all voting instances
recorded in a single UNGA session, but the degree of coincidence with “important votes”
as defined by the United States’ Department of State. For the sake of clarity, the votes in
which there was consensus were eliminated (thus, the average coincidence with the
United States is actually higher considering all the “important votes”, including these in

which there was consensus).

The overall findings can be seen in the chart Graphic Voting pattern at UNGA, 2000-
2010, in the Conclusions of this dissertation. The findings for Mexico, summarized in the
following figure, shows that during 2000-2010 Mexico (42.70%) has been clearly closer
to the United States than to China (9.84%), but on a similar average as Chile (43.59%)
and Argentina (45.56%). Mexico has not taken political advantage from the rise of China
to promote a more assertive foreign policy against the United States, or to play China

against the United States, in the same way that Mexico used to manage its relations with

152 Chen, Minglu, “Negligence or Arrogance? Mexico from the Chinese Perspective”, presented at the
International Workshop “China and Latin America”, University of Leeds, May 11, 2011, organized by the
National Institute of Chinese Studies (University of Sheffield and University of Leeds), pp. 10-11.
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Nazi Germany or even with the USSR during the Cold War (see chapter 2). There seems
to be an economic underlying logic behind this foreign policy historical change. In great
part because of the implementation of NAFTA, the United States is the most important
exports market for Mexico (85-90% of the total, in recent years), while at the same time
trade deficit with China just keeps growing, erasing Mexican jobs and industrial sectors

and creating a stiff competition in the American market.
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Finally, two other political issues have been present in the relationship. One is
Taiwan.**Beijing has long considered that the influence of Mexico in Central America
and the Caribbean was an important factor in its protracted struggle for recognition with
Taipei, particularly from the early 1970s to the late 1990s. Since then, Venezuela, and its

financial resources and oil export capability have been considered as an important force

in the region that might probably be more help for the Chinese cause.

153 Cornejo, Romer, “México y China: Diplomacia, Competencia Econdémica y Percepciones”, Foro
Internacional, 191-192, XLVIII, (1-2), p. 351; see also the explicit reference to this in Carillo Garcia,
Beatriz, Minglu Chen and David S G Goodman, ‘Beyond Asymmetry: Cooperation, Conflict and
Globalisation in Mexico-China Relations”, The Pacific Review, forthcoming 2011.
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The other political issue is the possible reform of the United Nations Security Council
(UNSC).™ The issue of the “democratization” or reform of the UNSC has been long
championed for Brazil, Japan, Germany, India and others. In the Latin American context,
Brazil has expressed clearly the ambition to be the representative in the UNSC of the
whole region (and campaigned for it), particularly during the presidencies of Fernando
Henrique Cardoso and Luiz Inacio “Lula” Da Silva. This move, however, has triggered
some resistance by Argentina and México. China has showed some sympathy for the
Brazilian cause; however, it is not open to accept any reform that allows Japan and India

to be members of the UNSC on equal footing.

Conclusions

At least since the establishment of diplomatic relations in 1972, China was considered as
a very important element of Mexican foreign policy diversification, and potentially, also
one of economic diversification. The case of China-Mexico relations presents its own
particularities that illuminate the potential and complexity of researchers’ efforts to draw
general conclusions about the character of the broader China-Latin America relations.
This chapter offers a tentative approach to deal with this special case, providing an
analysis of some of the most relevant aspects to a complex relationship.

The quantitative evidence (the analysis of the Mexico-United States-China voting

coincidence at UNGA, 2000-2011) shows clearly that, contrary to the Mexican

> Hernandez de Castro, Rafael, and Laura Rubio Diaz Leal, “Falsa llusién: China, el Contrapeso de

Estados Unidos en el Hemisferio Occidental”, in Dussel Peters, Enrique y Yolanda Trapaga Delfin (eds.),
China y México: Implicaciones de una Nueva Relacién, Nuestro Tiempo, La Jornada ediciones, 2007, p.
116.
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expectations of the initial decades of the diplomatic relationship after 1972, the re-
emergence of China does not mean political diversification for Mexico, vis-a-vis the
United States, during 2000-2010. In this sense, it is possible to speak of an aborted
diversification. Public opinion perception of China, an important element that
policymakers take in consideration, has also deteriorated. Public opinion polls done in
2005 and 2011 showed that there was a sharp increase of Chinese negative image in
Mexico (from 18% to 43%). A detailed qualitative analysis shows that there have been
several political crises in the Mexican-Chinese bilateral relations, thus confirming the

quantitative analysis findings.

There was tension in the bilateral relationship in at least three moments: first, the
negotiation of China accession to WTO (Mexico was the last country to close the deal
with China), in 2001; second, the visit of the Dalai Lama to Mexico in 2004; third, the
swine flu (HIN1) in 2009. It is important to stress that there will be a new change in
leadership in both México and China in 2012, and, thus, a new opportunity for a renewed
dialogue to emerge. The main reason for Mexico’s lack of diversification (and the
frequency and seriousness of the diplomatic crises) seems to be in low competitiveness,
which causes the questionable and mostly negative performance of Mexico in bilateral
trade with China, with jobs and internal and external markets being lost to China, which

fueled a perception of economic threat.
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Chapter 4

China and Chile: Diversifying by Adding™*®

Introduction

It is widely accepted that Chile, a country on the Pacific, is one of the countries in Latin
America that have an excellent relationship with Asia Pacific countries and with China in
particular.®®® Chile became a member of APEC in 1994, just one year after Mexico,
which was the first Latin American country in 1993, and before Per(, which became
member in 1998 (so far, the three countries are only Latin American members of APEC,
the most important multilateral organization in the Pacific). Chile was in the first group
of three leftist governments that recognized Mao Zedong’s People’s Republic of China:
Castro’s Cuba did it on September 28, 1960; a decade later Salvador Allende’s Chile did
it on December 15, 1970; and Velasco Alvarado’s Perl soon followed on November 2,
1971.%" Allende followed the example of Castro: both established relations with Mao
soon after they took power, as a gesture of authority in the face of the United States. This
decision, among others, alienated the will of the United States and increased
Washington’s mistrust in the new regime in Santiago. Less than three years later, on

September 11, 1973, a CIA sponsored coup d’état against the constitutional president put

155 A version of this chapter will be published as “China and Chile, 2000-2010”, in Minglu Chen (ed.), The
China Impact, Edward Elgar Publishing Ltd., forthcoming Fall 2012.

%% The author is grateful for the comments of several officers at the Minister of Foreign Affairs in
Santiago; members of DIRECON; representatives of Chile at different delegations in Beijing and Shanghai,
as well as the officer of Fundacién Chilena del Pacifico, and from Universidad de Chile. Special thanks
goes to Manfred von Wilhelmy, Augusto Soto, and Mario Artaza.

57 Several Latin Americans took advantage of the opportunity to diversify their external relations with the
U.S. opening towards China, in particular the Nixon visit to Beijing. Argentina normalized its relations
with China on February 16, 1972; Mexico also did the same in 1972. The United States just did it many
years later, on December 16, 1978.
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his Commander in chief of the Army, General Augusto Pinochet, as the visible head of
the Junta. Both countries did not sever links, despite the obvious opposite ideology of
Mao Zedong and Pinochet. Most members and allies of Allende’s government leaned
more towards the USSR than to the People’s Republic, the same as Castro’s Cuba, of
course, at this time. All Communist countries withdraw their embassies from Santiago.**®
According to one interviewee in Santiago, the hunted partisans of Allende did not seek
refuge in the Chinese embassy. They went to other more friendly embassies, such as that
of Argentina, (at some point there were almost 1000 people present), Venezuela, Mexico,

Canada, Australia, and Sweden.

Pinochet was soon diplomatically isolated, sustained externally by the United States.
Soon Beijing and Santiago discovered a marriage of convenience. Relations with the
other was useful to show relative tolerance, but most importantly, to break the
international isolation. Pinochet’s example was followed later by Argentina’s Junta,
which took power in March 1976. The Junta in Buenos Aires broke relationships with
North Korea but they continued the relations with the People’s Republic. In fact, Gen.
Jorge Rafael Videla, the head of Argentina’s Junta, was the first Argentine president to

visit China.

Much later, in 1982, Pinochet accepted the Chinese to set up their first Antarctic base in

Chilean claimed territory. It also probed the possibility of establishing a joint venture

158 Montalva, Juan Diego and Navia, Patricio, “Chile and China: Building Relations Beyond Trade?”,
China-Latin America Task Force, Center for Hemispheric Policy, University of Miami, March 6, 2007, p
3.
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between NORINCO (a Chinese weapons manufacturer) and FAMAE (an arms company

of Chilean Army).

Although Salvador Allende’s decision was criticized by rightist forces, nevertheless, now
the entire political party spectrum in Chile was proud to mention the early record of
relations with Beijing, and soon avoided remembering the political context in which this
decision was taken. Both in recognizing Mao’s government and in APEC, Chile was the
second in the region and the first in South America, followed in both cases by Perd. Now
Chile is a country more focused on the future than in the past. Thus it came as no surprise
that it was the first country in Latin America, to sign a Free Trade Area Agreement with
China, soon followed again by Pert. The FTA comprised basically goods, and was later
expanded to services. An agreement on investment is now being discussed. Yet China’s
massive economic growth has reinforced an old pattern in the Chilean economy, its

dependency on copper exports.

One of the stated purposes of this research is to assess U.S. reaction to the growing links
between China and Latin America, and | am pursuing this goal using different
methodologies, such as field research (interviews to relevant actors or observers of the
relationship, archival research, etc); filing several dozens of Freedom of Information Act
(FOIA) requests, analyzing official discourses; press releases and unilateral and joint

communiqués, open source information, among others.
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Here | propose to add to the examination of the case of Chile-China relations several full
or partial documents classified by the government of the United States as “secret” or
“confidential” or “for official use only” and produced by the Embassies of the United
States in Santiago and Beijing. They were not available publicly previously, so they add
new research material not available before to any researcher.™ These original documents
constitute primary sources, and thus provide the researcher a rare window to the United
States officer in the field analysis of the growing links between China and Latin
American countries. As the valuable content of them nicely complements the interviews

performed during the field research and later, an analysis of them is presented here, as

follows:

Reference ID Creation Subject Classification Origin
1 | 05SANTIAGO1794 | 2005/08/29 Chile: SECRET/NOFORN | Embassy
Increasing Santiago

ties with

China
2 | 05SANTIAGO02328 | 2005/11/15 Chile CONFIDENTIAL Embassy
Announces Santiago

FTA with

China
3 | 06SANTIAGO774 | 2006/04/13 | Growing UNCLASSIFIED/FOR | Embassy
trade OFICIAL USE ONLY | Santiago

between

159 All the mentioned documents were released on March 4, 2011 and can be found at http://wikileaks.ch/
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http://wikileaks.ch/

Chile and

China

4 | 06SANTIAGO9501

2006/05/18

China’s
Ambitious
FTA
Agreement
Agenda for

2006

UNCLASSIFIED/FOR

OFICIAL USE ONLY

Embassy

Beijing

5 | 07SANTIAGO0263

2007/02/15

Chile wants
to deepen
but balance

Asian ties

UNCLASSIFIED/FOR

OFICIAL USE ONLY

Embassy

Santiago

6 | 09SANTIAGO252

2009/03/17

Chile’s
lithium:
world’s
leading
producer
expanding
capacity to
meet global

demand

UNCLASSIFIED/FOR

OFICIAL USE ONLY

Embassy

Santiago

Selected by the author based on wikileaks. Accessed May 2011.
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Of these six diplomatic classified cables, five were produced at the United States
Embassy in Santiago; the remaining document of interest was produced by the United
States Embassy in Beijing. Four of them were classified by the U.S. government as “For
Official Use Only”; another one was officially labeled as Confidential; and the remaining
cable it was determined to be “Secret”. The classified cables cover five years, (2004 to
2009). Two cables were produced on 2005; two others in 2006; another in 2007, and the
remaining cables were prepared on 2009. Quotations of the cables will be found in the
different sections, including 05SANTIAGO1794. Most of the evidence included in these
cables, however, will be analyzed later in the section on United Sates reactions to China-

Chile growing relations.

In the second section, | will analyze the economic relations, including the great
importance of copper in the Chilean economy, as the most relevant source of state
income and of military expenditures, and in the exports to China. | will analyze China’s
interest in investment in the copper sector. Particular attention will be devoted to the
China-Chile Free Trade Agreement. Following this I will focus on the problem of
Chinese overfishing of Chilean sea resources and comment on Chinese tourism as
another source of revenue for Chile. In the third section, I will address the most important
issues of the political relations between China and Chile, including human rights, the new
new ambassador’s recent gaffe, cultural exchanges and language programs, public
opinion, voting coincidence in the United Nations General Assembly (UNGA), and the
U.S. reactions to the warming of China-Chile relations. Finally, in the fourth section, |

will make additional comments in the conclusion

99



Economic Relations

Chile and China initiated their own economic reforms and opening process in the 1970s,
Chile earlier than China. Yet Chile has been the golden boy of the Washington
Consensus, and China has pursued a different process, in which the state has remained
pretty much at the center. In fact, there are some attracted to a model called the “Beijing
Consensus” (or “China Model”), dialectically the opposite of the Washington Consensus.
These are remarkable similarities, however, such as the effort to attract foreign direct
investment (FDI), and to promote exports as the main engine of the economy. A crucial
difference is that China has focused all the efforts in developing an industrial base and
manufactured exports, while in Chile, the structure of economy is still anchored in the
exports of raw materials. According to two Chilean scholars, Juan Montalva and Patricio
Navia, “relations between Chile and China can be characterized as somewhat center-
peripheral (without the negative 1960s-ish connotation), where China imports raw

materials and exports manufactured goods to Chile”.*®°

The expansion of Chilean trade with China in the last decade has been extraordinary. If
the bilateral trade in 2000 was just 1,856 U.S. million dollars, in 2008 reached 24,120
U.S. million dollars. The international finance crisis, which impact has been particularly
severe with Mexico, was mild with Chile and with Chile-China trade. Between 2009 and
2010 trade growth was 27.51%, and from 2008 to 2010 trade growth from 15,924 to

24,120 U.S. million dollars. In the year 2010, Chile achieved the higher bilateral trade

160 Montalva, Juan Diego and Navia, Patricio, “Chile and China: Building Relations Beyond Trade?”,
China-Latin America Task Force, Center for Hemispheric Policy, University of Miami, March 6, 2007,
p.l.
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surplus on record 8,173. The best ratio of the series of Chilean exports to China and the
imports from this market was 2.49:1, in 2009. The worst ratio of the series was 1:1, in
2000 and 2000, before China’s accession to the WTO and the FTA. The following table

shows the performance of the Chile-China bilateral trade from 2000 to 2010:

Chile’s Exports to and Imports from China, 2000-2010

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Exports 906 1,015 1,233 1,847 3,212 4,390 4,933 9,980 9,275 12,486 15,947

Imports 950 1,014 1,102 1,289 1,847 2,535 3,491 4,886 6,649 4,997 8,173

Total 1,856 2,029 2,335 3,136 5,059 6,925 8,424 14,866 15,924 | 17,483 | 24,120

Trade
Annual 8.52% 13.10% | 25.54% | 38.01% | 27.37% | 17.79% | 43.33% 6.64% 8.91% 27.51%
Change
Trade 44- 1+ 131+ 558+ 1,365+ 1,855+ 1,442+ 5,094+ 2,626+ 7,489+ 7,774+
Balance
Ratio 11 11 11111 1.43:1 1.73:1 1.73:1 1.41:1 2.04:1 1.39:1 2.49:1 1.95:1

Table elaborated by author. Source: DOT/IMF/IADB. China is mainland. Ratio rounded.
U.S. Millions Dollars.
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Table elaborated by author. Source: DOT/IMF/IADB. U.S. Millions Dollars. Chile’s
exports in blue, imports from China in red. Total trade in green.

Chile’s total exports to China during this period were 65,224 U.S. million dollars; Chile’s
total imports from China were 39,933 U.S. million dollars; the total bilateral trade was
102,157 U.S. million dollars. In others words, Chile has a trade surplus vis-a-vis China of
28,291 U.S. million dollars. The average annual exports were 5,959 U.S. million dollars;
the average annual imports from China of the series were 3,357.54 U.S. million dollars.
Thus, the average annual bilateral trade was 9,287 U.S. million dollars. The average
annual increase was 21.67%, with an average annual balance favorable to Chile of
2571.91 U.S. million dollars, and an average annual ratio of 1.84:1. These additional

results of the series 2000-2010, are presented in the following table:

Chile-China Trade, 2000-2010

Total Total Total Total T. | Average | Average | Average | Average | Average | Average

Exports | Imports | Trade | Balance | Exports | Imports Total Annual Balance Ratio
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Trade Change

65,224 36,933 | 102,157 | 28,291+ | 5,959.45 | 3,357.54 9,287 21.67% | 2571.91+ 1.84:1

Table elaborated by author. Source: DOT/IMF/IADB. China is mainland. Ratio rounded.
U.S. Millions Dollars.

World Trade organization (WTQO)/ Market Economy (ME)

Chile was the first country to sign an agreement for China’s accession to the World Trade
Organization (WTQO), in nice contrast with Mexico, which the last. Chile also recognized
China as a Market Economy in 2004, the same as Argentina and Brazil, again in contrast

with Mexico that so far haven’t recognized ME status to China.

“Copper is King”

For more than a century, copper has been the red blood of the Chilean economy. Copper
has historically been Chile’s most important export product, and also a major source of
taxes for the Chilean state. The country has been exposed to dramatic boom and bust
price cycles, which are a main reason why Chilean policymakers have tried to diversify
markets, and less successfully, products. It is also the single most important reason for
the Chinese engagement with Chile, as it is the key component in Chilean’s export basket
to the world and to China. It was also this area that attracted Chinese intentions for

investment, as | will going to explain later in this chapter.

The Embassy of the United States has also monitored Chile-China relations in this area.
The secret cable 05SANTIAGO1794 devoted to subsection just to copper, point 8 (SBU)
and 9 (SBU). According to the first, “Chile's current economic boom is partially due to

the highest world copper prices in the last 17 years. Prices are rising in part due to
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demand from the Chinese market, which requires 3.8 million tons of copper each year to
sustain economic growth. Stability and large reserves make Chile an attractive supplier
for China. Chile's state copper company, CODELCO, currently supplies 10 percent of the
world's copper and has documented reserves and extraction capacity to continue
production at the current rate for the next 120 years. Industry experts report that most
Chilean copper is being shipped to the Chinese provinces of Shandong, Shanghai and
Zhejiang”. In the second, it explains the impact on the state revenues: “Prices have
consistently exceeded the expectations of the Government of Chile's Copper
Commission. When calculating the 2005 Budget Law, the Copper Commission estimated
that the commaodity would sell for USD 1.10 per pound. It currently trades at USD 1.60.
Because of Chile's unique budget formulation, CODELCO must contribute all profits
above the USD 1.10 Budget Law estimate to government coffers. Experts calculate that
if the copper price stays at least at USD 1.50 for the rest of 2005, there will be a USD 1.4
billion surplus in the Chilean Treasury. At USD 1.50, there will also be a USD 400

million increase in tax revenues paid by the top ten private mining companies alone”.

The importance of the impact of copper on state revenues during most of the 20th century
cannot be overemphasized. Chilean state revenues are highly dependent on the exports of
copper and on the tax collect on them (a slightly similar case is the role that soy crops
have played during last decade in Argentina). This single factor is one of the most
important factor that explain most boom and bust cycle in the Chilean economy, since
copper is a commodity highly volatile. This factor also explain why, being Chile the most

successful case of the application of the so-called “Washington Consensus”, is still the
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owner of CODELCO, the most important cooper producer company in the world. The
cable didn’t mention another crucial factor: the “ley reservada del cobre” (the copper
secret law), a unique law in the Latin America context stipulating that a 10% of all
CODELCO copper exports must go directly to the Armed forces, without intervention of
Congress, a law inherited by democracy from January 1, 1958. The secret use of the
funds coming of copper exports has been sporadically associated with corruption cases,
one of the last the purchase of a $16 million dollar Mecano bridge for the Bio-Bio River,
to replace a bridge destroyed by the 8.8 earthquake of February 27, 2010. The case
caused the resignation of the ministry of defense of Chile, Jaime Ravinet (replaced by
Andrés Allamand), but later other case was discovered concerning the purchase of a
house for protocol for peace force. There have been discussions and several attempts to
reform the law of copper, but lack of cooperation on this issue between the left and right
parties in congress has render the negotiations fruitless. President Pifiera announced on
February 2, 1011 that a project of reform of this law would be sent to congress for

discussion. It can be considered a pending subject of the democratic transition in Chile.

Iron, Gold and Lithium

The United States Embassy in Santiago stated in its 2005 cable classified as SECRET
05SANTIAGO1794, in its subsection 13 (U), that “in addition to copper, the Chinese are
currently studying Chile’s iron and gold mining sectors for possible future investment”.
In another cable from 2009, 09SANTIAGO252, the embassy analyzes the growing
importance of lithium, which defines as “the lightest metal with physical properties that

make it well-suited to store energy”. The relevance of this property is that “Lithium has
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become a key part of rechargeable batteries, particularly those used in consumer
electronics”. Furthermore, “Li-ion batteries may be adopted by the global automobile
industry as it transitions to more electric vehicles”. It is important to mention that the tri-
border area of Chile, Bolivia and Argentina, also known as Puna de Atacama, have the
most important natural deposits of lithium in the world. According to the cable, USGS
estimates that Chile’s Salar de Atacama contains approximately 27 percent of the world’s

reserves base of the metal”.

While “Bolivia has an estimated 5.4 million tons of lithium, Chile has 3 million tons,
China has 1.1 million tons, and the U.S. has about 410,000 tons”. In the point 11 (U) of
this cable, the embassy posited that “Chile's lithium producers face competition from
China, which supplies about 23 percent of the world's lithium carbonate. China's costs
have historically been higher because it extracts lithium from spodumene minerals.
Recently, however, China started producing lithium from brine, which is a cheaper
method of extraction”. Because there is already strong Chinese domestic production of
lithium, there has been speculation that the tri-border area will probably attract more

interest, but from Korean, Japanese and German companies.

“Chile’s Crowning Trade Achievement in Asia”: The Free Trade Area with China

For a country so overwhelmingly concentrated and dependent on the export of copper
Chile’s goal of market diversification, and if possible, product diversification, has been of
utmost importance. Witker (2008) mentioned the need of diversified markets (pp. 194,

203) and Dominguez (2006) stated that diversified market access increase “economic
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security” (p. 37). The proposal, negotiations, and implementation of several free trade
agreements has been a distinctive feature of Chilean foreign economic policy. In April
2004, Chile and South Korea signed a free trade area agreement. This was a leading case
that prepared the field. Thus, Chile was able to move to the next initiative, to invite China

to negotiate a minimal free trade agreement.

The Free Trade Area with China was signed by President Lagos and President Hu Jintao
in the APEC Summit of 2005, and came into play on October 1, 2006 -- it was a major
milestone in the Chilean strategy of diversification by addition. It had domestic support,
and was considered as the crown jewel, jointly with that of the United States. It was
signed after the signing of the FTA with the United States, which went into effect on
January 1, 2004 (exactly 10 years after Mexico deal with the United States and Canada,
NAFTA), and thus established a pattern, a sequence, soon followed by others (Perq,
Costa Rica). This pattern makes visible the strategy of diversification by addition, to
avoid the last decade Mexican pattern of diminishing diversification and high
concentration on the United States market (Mexico has rejected China’s unofficial
proposal for FTA), and totally opposite to the strategy of diversification by substitution,
"a la Venezuela. This is also the view of Dominguez: “Chile is not keen on balancing

U.S. power and it that regard differs from Argentina, Brazil, Venezuela, and Cuba” 1%

The sequence, first the FTA with U.S., and then the FTA with China, makes very visible

the election of the strategy of diversification by addition, over the strategy of

'L Dominguez, Jorge 1. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, p. 35.
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diversification by substitution. The same rationale was expressed to me in an interview
with a high Panamanian diplomat stationed in Beijing in 2008. He told me that Panamé
has not switched recognition from Beijing to Taipei, because they wanted the FTA
between the United States and Panama to be approved by the U.S. Congress before they

committed to it.*®?

For China this was the first-ever free trade agreement signed with a Latin American and
Caribbean country. Chile wanted to be the first country in the region to have such an
agreement with China, to continue building it reputation, of being the first in South
America as it was in establishing diplomatic relations), and to consolidate its proposal of
being the gateway of the Pacific for Argentina, Brazil, Uruguay, Paraguay and even
Bolivia. Both countries did a quite accelerated negotiation to achieve this symbolic prize.
To do this, they decided to focus on a thin FTA, just on trade of goods (on the contrary,
the FTA of Chile with the United States is thick, that is a comprehensive agreement that
covers most of the economic relationship, and, in some aspects, beyond it). For both
countries there was much to win, and little to lose. For China, it was an easy FTA
because of the high complementarity of both economies, with minimal relevance on its
total foreign trade. It was an opportunity to accumulate negotiation experience for future
more challenging endeavors. Chile already has a very low external tariff, so it had

everything to win if they could access the already immense and rapidly growing Chinese

192 During the current Obama administration, Panama’s President Martinelli reversed the policy and tried to

switch recognition, but the Chinese, they now have a truce with Taiwan’s President Ma, didn’t accept. The
rationale was to send a message to the U.S. Congress; a staunch ally of the United States which has its own
the Chinese would build a railway between the Pacific and the Atlantic on Colombian soil. In 2011, there
more favorable expectations in Washington that both FTAs would be, finally, approved.
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market. The experienced Chilean negotiators were skillful to draw China to the

negotiating table, and to keep an accelerated pace.

The Agreement has 14 chapters and eight annexes. It establishes that 92% of Chilean
products will pay no tariffs to enter in the Chinese market from the first day; 50% of
Chinese goods will receive the same favorable treatment, from the very first day. After 10
years (2016), Chile will obtain zero tariffs for 7% of it goods and 1% will be in the list of
exceptions. On China side, after five years (2011) 20% of its products will have zero
tariff; after ten years (2016) another 26% (such as textiles and footwear), and 3% will
remain on the list of exceptions. Most agricultural products will have zero tariffs after six

years (2012).%%

The negotiation of the Supplementary Agreement on Services to China-Chile FTA was
proposed by China, and the negotiation was fast. It was signed during President Michelle
Bachelet’s visit to Beijing on April 13, 2008. Full implementation began on August 1,

2010.

Investment

Chilean investment in China has remained very low throughout the decade, even
compared with that of the neighboring countries such as Pert and Argentina (but not with
Bolivia), according to anecdotic evidence. Surprisingly, it seems to be more Chilean

investment in China than the opposite. When President Pifiera visited Beijing in

163 Witker, Jorge, “El Tratado de Libre Comercio China-Chile: Expresion del Comercio Sur-Sur?”, in
Oropeza Garcia, Arturo (coord.), China-Latinoamérica”, 2008, pp. 193-211.
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November 2010, he said he wanted to improve mutual investment, noting that there were
$200 million dollars of Chilean investment in China and $85 million dollars of Chinese
investment in Chile.® Few months later, when Vie-President Xi Jinping visited
Santiago, on June 10, 2011, he said that by the end of 2010, the Chilean investment in

China was $440 million dollars, and Chinese investment in Chile was $70 million.*®®

It was in the realm of investment that one of the major motives of disappointment
between China and Chile took place. This consisted of the failure to come to an
agreement between Codelco and MinMetals by mid-2000 and the operation on the Mine
Gaby. The initial agreement was reached in 2005. A cable from the U.S. Embassy in
Santiago elaborated on this issue in point 10 (U) and 11 (SBU): “On May 31, 2005, the
Executive Director of Chile’s Codelco signed a USD 2 Billion per year sales, finance,
and investment agreement with the Executive Director of China’s MinMetals. This
agreement comes after a 10-year study of Chile’s copper sector by MinMetals.
CODELCO will receive an up-front payment of USD 500 million for a 15-year, 57
million tons per year supply contract with MinMetals. In addition, MinMetals will
purchase a 25 percent share for 600 million USD in the Gaby mine, a facility in
Antofagasta, which will produce 17,000 tons of copper per year beginning in 2007”. And
the cable goes on addressing this issue on point 11 (SBU): “CODELCO is pleased with
this alliance because it provides a guaranteed market for their cooper. It also offers them
new alternatives for financing future projects. CODELCO has ambitious plans for the

future —hoping to almost double annual production capacity—and needs to invest $1.7

1% Government of Chile, http://www.gob.cl/destacados/2010/11/17/presidente-adelanta-nueva-etapa-en-
relaciones-con-china-y-propone-desafios-conjuntos-chile.htm , accessed on July 11, 2011.
1% Embassy of China in Chile, http://cl.china-embassy.org/esp/xw/t830715.htm , accessed July 12, 2011.
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billion, between 2005-2015, to accomplish that goal. CODELCO sees its partnership with
the Chinese as an excellent way to expand, without assuming new debts and possibly
harming its risk classification in global financial markets”. This agreement was later re-

launched by President Pifiera and Vice-President Xi Jinping.

Most details are not well known about the Mine Gaby operation. It was hardly the only
operation to be aborted. As the U.S. Embassy secret cable mentioned in point 14 (U),
“other representative offices for Chinese corporations have not fared so well in Santiago,

(1324

opting to close their local offices for “’strategic reasons.”” NORINCO (a mining
machinery company), CITIFOR (a forestry investment company with initial investment
in Chile’s Region X) and CMEC (the Chinese National Machinery and Equipment
Import/Export Group) were among those who closed shop. CHICIT speculates that these
companies were unable to find adequate local legal representation and local commercial
partners”. ®® | have not clearly established whether the “NORINCO mining machinery

company” mentioned by the ambassador is the same Chinese name weapon maker

company, or a branch, or a different company.

Curiously, when Chinese Vice-President Xi Jinping visited La Moneda, the Chilean
Presidential Palace in Santiago, on June 10, 2011, it was announced that a new
memorandum of strategic cooperation between Codelco and Minmetals was signed.
According to President Pifiera, it was an agreement between “the world’s largest cooper-

producing company — CODELCO -- and the world’s largest consuming copper —

166 |t seems to be that Chinese investment abroad is having difficulties. See Zhang, Jianhong, and Haico
Ebbers, “Why Half of China’s Oversees Acquisitions Could Not Be Completed”, Journal of Current
Chinese Affairs, No. 2, 2010, pp. 101-131.
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Minmetals”. President Pifiera also “wanted to offer Chile as a platform to enable China to

become integrated with the rest of Latin America”.

In the visit there was another interesting development in the realm of finances, an area in
which China is increasingly muscular (evidence of this was in the agreements for
currency swap with Argentina and the purchase of bonds by the Costa Rican
government). An agreement for the opening of a current account nominated in Yuan was
reached, as well as a credit line of $100 million between China Development Bank and
Banco de Chile. Other agreements included a sanitary pact to allow the export of Chilean

alpacas (vicugna pacos).'®’

A not well-known (outside of Chile) area of sporadic conflict between Chile and China
has been fisheries and illegal fishing. Chinese vessels use to penetrate Chilean waters to
fish as much as possible, according to frequent claims in the Chilean newspapers. As fish
swim, and sometimes swim in an inadvertent ways beyond Chilean waters and the
Economic Exclusive Zone, even Chinese legal fishing in contiguous international waters,
may produce an irreversible damage to what Chileans considered to be their own
fisheries. This is an area particularly sensitive for the Chilean navy, which is always
watchful because it is in charge of protecting this valuable and perishable fishing
resources, that are a staple in most Chileans tables and a source of revenue in the form of
exports (many of them to China, as fish flour, canned fish, etc). Cable

05SANTIAGO1794, in its point 25 (S/NF), states that “Foreign Minister Walker took a

187 Government of Chile, http://www.gob.cl/english/featured/2011/06/10/president-pinera-the-best-thing-
about-the-relationship-between-china-and-chile-is-what-we-are-going.htm accessed on July 12, 2011.
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tough line with his Chinese counterpart on the issue of illegal over-fishing of mackerel,
sea bass and scads by Chinese boats. Walker said that if the Chinese did not come into
compliance with Chilean fishing regulations, they would be barred from docking at any
Chilean port. The Chileans have asked the Chinese to provide them with proof of
substantial advances in cooperation by August 2005, otherwise punitive measures will
come into effect. Walker told Chilean reporters that Chile’s fishermen would not be sold

out just to finish FTA negotiations with the Chinese”.

Tourism

Like it has already done with many other countries in the region, such as Mexico and
Argentina, China has enticed Chile with offers to add it “to the “select” list of authorized
destinations for Chinese who wish to travel abroad”. This would enable these countries to
developing it already advance tourism industry and helping (particularly in the case of
Mexico) to soft potential trade-related deficit. The issue is cover in point 20 (U) and 21
(U). The first states that “this new agreement, which went into effect July 15, means
Chile can now compete for revenue generated by the 29 million Chinese who travel every
year. Chinese tourists are reported to be the seventh-biggest spenders when traveling
abroad, with an average daily budget of USD 175 per day. Chileans hope Chinese tourists
will favor the high-end destinations that they are trying to develop and promote”. The
remaining point focus more on the industry: “Lan Chile, Turavion, TurismoCocha, ADS
Mundo and other Chilean tourist agencies traveled to China in June 2005 to sell Chile as
an “End of the World” exotic destination. Though Brazil and Argentina have applied to

the Chinese government for similar "select™ status, Chile is the first country in South
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America to be added to the list. Given this, the World Tourism Organization has
estimated that as many as 100 million Chinese tourists can be expected to visit Chile by
2020. Chilean tourism agencies are preparing to make the most of this important
economic opportunity” (Italics mine). According to my own research, both Argentina and

Brazil have already achieved this status at the time of the issuing of this cable in Chile.

Political Relations

| have already mentioned that Chile was one the first countries in the region to recognize
the People’s Republic of China. Chile generally makes no attempt to use its increasing
economic relations with China to gain political benefit. According to Montalva & Navia,

5,168

“relations between China and Chile never developed a political component”™", and

Dominguez stress that “Sino-Chilean relations featured low ideological content”.'®®
President Yang Shangkun visited Santiago in 1990 and in 1992. Democratic President
Aylwin visited Beijing in 1992. General Augusto Pinochet, after governing Chile from
1973 to 1990, visited China in 1993 and 1997, as commander in chief. President Eduardo
Frei visited China in 1995, and Ricardo Lagos did it in 2001, the year after taking office.

President Jiang Zemin visited in 1993 and 1997, and President Hu Jintao visited Santiago

in 2004.

The Role of Human Rights in Chile-China Relations

1%8 Montalva, Juan Diego and Navia, Patricio, “Chile and China: Building Relations Beyond Trade?”,
China-Latin America Task Force, Center for Hemispheric Policy, University of Miami, March 6, 2007, p.
8.

1%9 Dominguez, Jorge 1. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, p. 35
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As during the Pinochet years, Chile has continued the policy of not pressing China on
human rights issues. A case in point was President Michelle Bachelet’s visit to China in
April 2008, when she met Wu Bangguo, Wen Jiabao and Hu Jintao. Michelle Bachelet, a
socialist has always held a strong position in favor of human rights. She was in exile
when young during the Pinochet’s dictatorship and her father, a former commander in
chief of the Chilean Air Force (FACH) was assassinated by the DINA, the regime’s
secret (intelligence) police. During her visit to Beijing, however, Chile became entangled
in the Tibetan uprising, which erupted in the so called “3.14 riots” (the March 14 riots in
Lhasa, Tibet). The government of Chile issue a communiqué on March 26, 2008,
however, the Chinese wanted her publicly endorse of the “One China” policy,
specifically in the case of Tibet. On the Joint Communiqué issue on April 14, 2008, said
that “Chile recognizes Taiwan and Tibet as part of China”. A few days after this joint
declaration, President Bachelet felt the protest of her own supporters for her endorsement
to China’s policy in Tibet, and her perceived weakness on human rights. On April 18,
2008, the Chamber of Deputies of the National Congress of Chile approved the project of
agreement No. 543. The resolution asked Foreign Minister Alejandro Foxley to
“condemn the violence and repression in Tibet, and request the Government of China to
open direct conversations with the Dalai Lama to find a peaceful solution to the conflict”,
following the schema of Hong Kong and Macau. The resolution was approved 35 to 8,
with one abstention. Among the group of representatives that sponsored the resolution
was a promising young politician, born just before the coup d’état of 1973 and who spent
most of his young life in exile, Marco Enriquez-Ominami. The following year, he broke

with his party, the Socialist Party (also President Bachelet’s party), and became the
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presidential candidate of a third force, challenging both the established political alliances
since the end of the dictatorship, the Concertacion and the Alianza. On the first round of
voting held in December 13, 2009 he surprised everybody obtaining 20.13%. He failed to
pass to the following round, but he consolidated his political figure. It is interesting to
note, that when President Pifiera visited Beijing on November 2010, to commemorate the
40" anniversary of diplomatic relations. According to him, he propose Hu Jintao a “frank
and respectful dialogue on human rights and political reform” to be conducted by both

countries representations in United Nations headquarters in New York and Genéve.

A New Ambassador in Beijing

A very different event, but embarrassing case, happened in 2010, when the newly elected
President Sebastian Pifiera designated Hernan Somerville as his ambassador to China on
May 8, 2010. China accepted his designation. He was the president of the Asociacién de
Bancos e Instituciones Financieras-ABIF (the Banks Association of Chile). The banker,
someone very familiar with Asia, and responsible for the Chilean pavilion at the
Shanghai Expo, was well-respected by the Chinese. Surprisingly, he resigned on July 12,
2010, before taking office (scheduled for October 2010). According to a brief
communiqué issued by the ministry of foreign affairs in Santiago, he resigned due to a
“strictly personal change in his personal situation”. According to information provided to
me in an interview with a private sector figure close to him, however, the real reason for
the resignation was different. Somerville had asked for more resources to staff the
embassy, but the ministry of foreign affairs had refused. Another prominent Chilean

businessman, Andronico Luksic, was offered the post, but he also refused. The embassy
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in Beijing was without ambassador for a long period, before Luis Schmidt, a businessman
from the agriculture sector with experience in projects of cooperation with China, was

designated on October 7, 2010.

President Pifiera visited Beijing on November 2010, to commemorate the 40"
anniversary of diplomatic relations. According to him, he proposed to Hu Jintao a “frank
and respectful dialogue on human rights and political reform” to be conducted by both

countries’ representations in United Nations headquarters in New York and Geneve.

Chinese Communities in Chile

It is important now to turn our attention to the Chinese Communities in Chile.
Communities of Chinese ethnic origin have been signaled as becoming possible
“bridges” between China and hosting countries. It is also assumed that China would be
watchful of the treatment that its nationals receive in foreign countries. In the case of
Chile, history and current presence of the Chinese communities have been a neglect area
of research, and very little is known, in part because the communities are small. There are
studies that indicate that during the War of Pacific, in 18779-1883 some Chinese living in
Peru “seized the opportunity to buy themselves freedom by helping the Chileans defeat
the Peruvians in the long simmering contest for the lucrative nitrate fields of lquique.
When Chilean commanders grabbed the nitrate fields from Perd, they also incorporated

many of the Chinese who followed them to victory into the saltpeter work force”.*"

% Hu-Dehart, Evelyn, “Indispensable Enemy or Convenient Scapegoat”, in Walton Look Lai and Tanchee-
Beng (eds.), The Chinese in Latin America and the Caribbean, Brill, 2010, pp. 65-102, especially in pp. 70
and 72.
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In the 2000s, a mall was opened in downtown Santiago, and this is the most visible

presence of China for most Chileans citizens.

Cultural Relations and Language Training

Cable 05 SANTIAGO1794 of 2005 has mentioned in several opportunities the issue of
language (Mandarin). Under the title “Bilateral Exchange Programs Are Established”,
several subsections deal with this issue, although this will not be covered here in detail. A
probably more consequential and visible aspect of the cultural relations have been the

creation of two Confucius Institutes in Chile.

Public Opinion

Public opinion is important since it shows perception of foreign policy, it might reflect
chances in foreign policy and also might influence foreign policy decision making.
According to a poll conducted recently by the BBC, GlobeScan and the PIPA Program at
the University of Maryland, and released on March 27, 2011, in Chile, public opinion

remains very favorable and positive to China.*"*

According to the poll, people believing
that “China becoming more powerful economically is a bad thing have increased
substantially across a number of China’s key trading partners—and especially in G7
countries”, but not in Chile. Chilean public also considered China as fair trade partner

(51%), similar to the consideration received by United States (52%) and to the European

Union (56%).

"L BBC World Service, “Rising Concern about China’s Increasing Power: Global Poll”, BBC World
Service, GlobeScan and University of Maryland (PIPA Project). See
http://www.worldpublicopinion.org/pipa, accessed on July 17, 2011. 1200 citizens of 18 years old or more
were interviewed, face-to-face, in all the country, from December 10 to December 22, 2010. The margin of
error per country ranges from +/- 2.8 to 4.9 per cent, 19 times out of 20.
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Public opinion in Chile seems to support economic diversification (trade partners) now

and in the future, because people believe that in the future, economic relations with

China, the United States (USA), and the European Union (EU) will remain roughly

equally important. Asked how they view the economics relations with China, the United

States, and the European Union (EU), now and in ten years, they answered “important”

(6-10):

Now Ten years
China 71 76
USA 72 75
EU 70 75

Elaborated by author, source of data: World Public Opinion, 2011. Answers on a scale of

0 to 10, where o is “not important”, and 10 are “very important”.

The average importance score was:

China United States European Union
Now Ten Now Ten Now Ten

Chile years years years
7.37 7.82 7.34 7.82 7.37 7.37

source of data: World Public Opinion, 2011. Answers on a scale of 0 to 10, where 0 is

“not important”, and 10 are “very important”.
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Let see now if the Chilean public opinion support for equally important economic
relations with China and the United States is correlated with foreign policy

diversification, as measure by voting in the United Nations.

Voting Coincidence in the United Nations General Assembly

A more quantitative way to trace this effect is to look to voting convergence in the United
Nations General Assembly (UNGA), as a proxy of Chilean’s Foreign Policy. Dominguez
(2006) examined voting patterns at UNGA from 1991 to 2002 and showed that Chile’s
vote had a voting similar to that of Argentina and other countries in the region. The
increase of trade between both China and Chile, however, does not produce change of
significance in Chile’s voting pattern.'”? Dominguez firstly perform a comparison of
voting coincidence between China and Chile in all votes, using Japan as calibration, and

secondly, just in the cases were there was no coincidence between China and Japan.

| compared Chile with Argentina, Argentina, Venezuela, and China, vis-a-vis the United
States, following the methodology of Chen, but developed to analyze just the Mexican
case.'”® | included Brazil for calibration. The baseline for comparison is voting of the
United States are not all voting instances recorded in a single UNGA session, but the
degree of coincidence with “important votes” as define by the United States’ Department

of State. For the sake of clarity, the votings in which there were consensus was

2 Dominguez, Jorge I. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,

Working Paper, Inter-American Dialogue, June 2006, pp. 13-14.

13 Chen, Minglu, “Negligence or Arrogance? Mexico from the Chinese Perspective”, presented at the
International Workshop “China and Latin America”, University of Leeds, May 11, 2011, organized by the
National Institute of Chinese Studies (University of Sheffield and University of Leeds), pp. 1-12.
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eliminated (thus, the average coincidence with the United States is actually higher

considering all the “important votes”, including these in which there were consensus).

The overall findings can be seen in the figure Graphic Voting pattern at UNGA, 2000-
2010, in the Conclusions of this dissertation. The findings for Chile, summarized in the
following figure, show a strong impact of the negotiation of the FTA with United States
in 2003. It seems evident the Chileans tried to improve their image in the eyes of the
United States leadership; however, soon Chile’s socialist President Lagos (2000-2006)
went back to a similar voting pattern like that of Mexico and Argentina, that is, relatively
high support for United States’ defined “important votes”, and far from the Chinese
record. At the time of the FTA with China, Chile showed less coincidence with the
United States than usual, but most Latin American and Caribbean countries also reduced

their support for the United States that year.

Graphic Voting Pattern at UNGA, 2000-2010
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The interpretation of these findings is the following. Strategically Chile has remained
close to the United States (43.59% of voting coincidence, higher than average Latin
America for the decade, 35.41%), but it has showed tactical flexibility, correlated to the
achievement of other objectives of its foreign policy, such the signing of the FTA
agreements with the United States in 2003 (58.3%, the highest of the decade, only
matched with 2009, the last full year of President Michelle Bachelet —March 2000-March
2010- in office), when it increased the voting coincidence, and the FTA with China in
2006, when it reduce it voting coincidence momentarily with the United States (33.3%,
the one of the lowest of the decade, just better than the record of the year 2001, 25%).

The results of this research show that, while most of the Chilean population support
strong diversification of economic partners, the foreign policy of Chile, as reflected in the
voting coincidence at UNGA, 2000-2010 hasn’t reflected nor the economic importance of
China as a trade partner, nor public opinion on most important trade partners. The
findings are also compatible with Montalva & Navia statement of “no development of a
political component”, in the sense that both China and Chile has not become closer (at
least in voting at UNGA, at least yet) because of the FTA, although this event is probably
quite recently and a longer series might add evidence to the point in the future. It also
back Dominguez claim that Chile, “Chile de-emphasizes the political aspects of the
relations with China, which in turns, relegates Chile, in China’s characterization, as a

country which China has only “cooperative partner relations”.*™

American Reactions to the Growing Chile-China relations

"% Dominguez, Jorge L. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, p. 35.
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The first document mentioned in my table at the beginning of the chapter is
05SANTIAGO1794, which was the cable classified as SECRET/NOFORN by The
Ambassador of the United States in Santiago, Craig A. Kelly. This cable is of upmost
importance for the analysis of this case, and provides crucial evidence for some of the

points stressed in this research, and reach general information on the relationship.

The cable addresses the main object of this research, diversification, specifically on
market diversification, as a clear recognition of its crucial relevance. In effect, under the
title “Engaging China: a reflection on Chile’s “diversification”, in the point 3 c) it states
that “Chileans understand that market diversification is key to maintaining trade-
development growth”. This statement is very relevant in associating market
diversification with a particular model of economic development, which is trade and
market oriented. This comment is then also relevant for the case of Mexico, which
paradoxically wants to have “trade-development growth but in practice it is concentrated
in the United States market, and is diversifying little. The theme of diversification is
touched again in the conclusion, at point 28 C), when the Ambassador states that “this
trade policy toward China is in line with Chile’s ambitions to be a player on the global

stage and diversify its trade relations (italics mine).

The cable continues, and after listing several other FTAs signed by Chile (including that
with the United States), it concludes with the section affirming that “an FTA with China
would be Chile’s crowning trade achievement in Asia, given the size of potential

markets”. This is probably the most relevant compliment received by the Chilean team
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that negotiated the agreement, and a victory of the then (socialist) president of Chile,
Ricardo Lagos. This line is the source, of course, of the section of this chapter where |

discussed the FTA between China and Chile.

According to the cable, Chile wanted to position itself as the “business platform for Latin
America”. The initiative for the FTA is attributed to China: the Chinese government “has
chosen to negotiate its first free agreement in the region with Chile”. The embassy states
that “Chile does not appear to be raising tough topics like human rights violations,
democratic processes, labor protections or environmental preservation”. In the
conclusions of the cable, in point 29, Ambassador Craig A. Kelly states that “Given its
political “shyness”, it is unlikely Chile will independently raise difficult issues of human
rights violations, democratic processes, labor protections or environmental preservation
for the time being, especially if it perceives its continued economic prosperity to be at
risk”. The Embassy, thus, confirm to comments already made before in this chapter on
the issue of human rights. One day one researcher will have access to the cables of the
embassy commenting on President Pifiera’s proposal to Hu Jintao in November 2010 to
have a “frank and respectful dialogue on human rights and political reform” (Presidential

statement already quoted in this chapter).

According to the embassy, “Chile was one the first South American countries to establish
full diplomatic relations with China in 1970, Chile was one of the first South American
countries to recognize the Chinese economy as a full “market” economy and Chile is the

first South American country to negotiate a free trade agreement with China”. The cable
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proceeds to analyze the probable impact of the Chilean economy. “From 2000 to 2004”,
the paper continues, “trade between Chile and China increased 249.1%. Chile has
become China’s third most important trading partner in Latin America, behind Brazil and
Argentina”. It is worth to note, that at the end of the decade, China was already the

number one economic partner of Chile.

In one of the most revealing official and classified (unknown) United States statements
ever on the subject of China’s growing presence in the region, in the point 2 (S/NF), the
cable posited that “China’s growing commercial, educational and military ties with Chile
will increase its access to many areas of Chilean government and society. This, in turn,
will increase Chile’s vulnerability to Chinese intelligence gathering activities. And — if
used as a base for increased Chinese presence in the region -- Chile may become a
platform country in more ways than it ever imagined”. This statement constituted crucial
evidence and confirm an important perspective that also rose in several interviews done
with United States diplomats and Pentagon personnel: China’s increase presence in the
region provide opportunities for intelligence gathering. In the interviews, this was a topic
that emerged when commenting on Cuba and the Canal of Panama, but as the cable made
clear, when mentioning this aspect when analyzing a free trade area between China, it is
very possible a generalized view in United States officers on China-Latin America, and a

source of deep concern and worrying.

Six subsections of the cable, 2 (S/NF), 16 (S/NF), 18 (S/NF), 22 (S/NF) 23 (S/NF) and 30

(S/NF) fully elaborate the point of view of the Embassy of the United States. Subsections
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22 (S/NF) 23 (S/NF) were grouped under the title “Working to Increase Awareness about
Chinese Intelligence Activities”. These subsections are a very valuable source of
understanding about U.S. perception of Chinese impact in the region’s security and on
the vulnerabilities of the United States own activities in this realm. Because of this

reason, they are reproduced — verbatim -- here, in the following box:

2. (S/NF) China's growing commercial, educational and military ties with Chile will
increase its access to many areas of Chilean government and society. This, in turn, will
increase Chile's vulnerability to Chinese intelligence gathering activities. And - if used
as a base for increased Chinese presence in the region - Chile may become a platform

country in more ways than it ever imagined.

16. (S/NF) General Cheyre, the Chilean Army Chief of Staff, visited China in October
2004 and agreed to establish a Mandarin language training program for the military. In
January 2005, two Chinese instructors arrived in Santiago to begin a two-year language
study program with 10 Chilean Army officers. The Chilean officers will spend the third
year of this program in Beijing, perfecting their skills in-country. (Note: Sources have
told the Embassy that Chile's close military ties with the United States are of great
interest to the Chinese. There is concern that the Chinese could be using Chilean officers
and access to the Army training school to learn more about joint programs, priorities and

techniques that the Chileans have developed with their U.S. counterparts. End Note.)

22. (S/INF) As bilateral ties between Chile and China have increased, appropriate
personnel at Embassy Santiago have worked with Chilean government officials to

sensitize them to the security and intelligence threats emanating from China. Chile has
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long considered itself immune from counterintelligence issues. However, select Chilean
government officials are starting to understand that national assets are largely
unprotected. They are unaware of the potentially harmful role the Chinese could begin to
play in Chile. The Chileans have few baseline figures regarding Chinese security
intelligence collection activities. There are 22 staff members at the Chinese Embassy in
Santiago, reportedly one of China's largest missions in Latin America. The diplomats are
all good Spanish speakers, and are active on the social circuit. In addition, there are
usually three Xinhua reporters assigned to Chile, and it is assumed that they are involved
in some kind of collection activity. The number of Xinhua representatives in Chile

surged to 12 during the APEC 2004 Leaders' Summit in Santiago.

23. (SINF) It is likely that Chinese security intelligence organizations will endeavor to
augment collection activities and capabilities as business interests grow in Chile. Also,
as the USG augments its support to the Chilean Armed Forces, Chinese interest in USG
activities in the Southern Cone will most assuredly increase. The Chinese will likely
attempt to learn more about U.S. military strategies and techniques via Chilean

participation in bilateral training programs and joint exercises.

30. (S/NF) China's increased commercial, educational and military ties could increase
Chile's vulnerability to covert Chinese activities, such as security and industrial
espionage. While the Chileans are sophisticated about their trade relationships, they are

still a bit naive about the company they will soon be keeping. (All the italics are mine).

Ambassador Kelly’s judgment of Chile’s bit of naivety on security and intelligence
affairs, seems also to somewhat extend to the economic domain, where he posits, a little
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bit ironically, that “most Chileans believe to be a bottomless market for Chilean goods”
in China, and that this is the driver for “actively courting increasing ties”. In the same
line, he speculated, in point 26 (S/NF), that the Chinese have been intransigent in the
negotiations of FTA, and that “the Chileans were reportedly quite taken aback and may

have been overconfident about their ability to sway the Chinese on key issues”.

Conclusions

Chile’s relations with China have enjoyed a decade of growth. Chile has been able to
diversify its external markets, yet it has concentrated the goods exported to China around
few products, copper cooper related clearly the most important. Thus, in terms of
products, Chile is going back to a classic pattern of the XX century. The long process of
economic reforms which began in the late 1970s has been very successful in producing
economic growth but it has failed to produce sustainable diversification. Chile’s
international foreign policy must be credited with the development of new economic
partners and gaining market access for Chilean producers. The political switch from
Pinochet’s regime to the democratic restoration in 1980, and the governments of the
Concertacion coalition, and from them to the center-right administration of President

Pifiera in 2010, has not significantly changed this model.

While the goal of Chilean policy makers has long been diversifying markets, the re-

emergence of China has been concentrating on exports, although when controlling

copper, the results seem to be a modest diversification. The impact of cooper is such,

128



however, that its numbers neglect the relevance of the other increasing but still minor

items.

The last paragraph (point 31 C) of the already analyzed cable 05SANTIAGO1794 it is
worth noting here: “Anecdotal but nonetheless a Cassandra-like comment was recently
made by a respected political scientist here: China is the single-most controversial foreign
policy issue being discussed in the presidential candidates’ camps, but nobody wants to
rise it publicly because it might involve a choice between China and the U.S.””’This was,

of course, the election in which Michelle Bachelet defeated current President Pifiera.
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Chapter 5
China and Argentina, 2000-2010:

Re-emergence of China, Recovery of Argentina'”

Introduction®’

Argentina has tried to take advantage of opportunities for diversification created by the
re-emergence of China in order to gear its recovery, and, eventually, its proper re-
emergence. Most Argentines earnestly believe that the country has overcome the
enormous economic crisis of 2001-2002 thanks to the exports to China, and that also
greatly mitigate the global crisis of 2008-2009, which has had a mild effect on Argentina.
China is now Argentina’s second most important trade partner, surpassing traditional
ones like Europe and the United States. China is also the most important market for the
agribusiness sector. After more than a half century period of relative economic decline,
some Argentines also believe that restoration of dreams of at least a modest dose of
grandeur might be achievable again. For many domestic observers there is a certain déja
vu in the current situation with China that resembles the close relationship Argentina had

with the British Empire at the beginning of the 20™ century.*”” However, others mistrust

5 A version of this chapter will be published as “China and Argentina, 2000-2010: Re-emergence of
China, Recovery of Argentina”, Journal of Current Chinese Affairs, (special issue, edited by David S G
Goodman), forthcoming 2012.

176 Besides my own knowledge of this case, | benefited greatly from the many interviews in Buenos Aires
on a number of visits. | am particularly grateful to the Chinese diplomats in Buenos Aires; Argentine
diplomats in the Direction of Asia and Oceania (Diayo) at the Ministry of External Relations of Argentina
in Buenos Aires, at the Argentine Embassy in Beijing, and the general consulate in Shanghai. | thank my
few colleagues in Argentina who follow Asia; and the China-Argentina Chamber of Commerce. | also
interviewed several former ministers of the cabinet during the last decade.

7 Recently Argentine economist Felipe de La Balze has argued that “we need to work as priority to
develop a privileged economic relation (commercial and financial) with China and the rest of Asia,
similar to that we used to have with Great Britain and the rest of Europe at the beginning of the XX
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China’s intentions. This chapter will examine the question of the impact of China’s re-
emergence on Argentina’s own recovery after the economic crisis of 2001, and map some

trends for the coming years.

Few countries in Latin America, if any, have been under a process of transformation like
that of Argentina due in great part to its relationship with China in last decade, an issue
that must be examined here. This impact is also physical; it is quite visible, both in the
countryside and also — but to a less extent — in urban areas. The soy complex (complejo
sojero) is a new, advanced, technologically sophisticated and dynamic economic sector
that is at the core of Argentina’s relation with China. A major difference between
Argentina (and also Brazil) and other Latin American exporters of other raw materials to
China (iron ore, copper, oil, fish) is that soy was not even a factor 15 years ago; it is not

an endowed or inherited resource.

Diversification, in the case of Argentina, is not only finding new markets for the same old
products, but more impressive, developing a totally new product. The soy complex is a
new economic sector that has developed from draft. Of course, it is not diversification in
the sense that the exports of Argentina, in fact, have become more concentrated, but it is
in the sense that is a shift to a new type of product, which is a more difficult task.
Overarching shared political goals (full respect to sovereignty and national integrity,
agreements on one-China/Taiwan/Tibet and Malvinas/Falkland, promotion of

multipolarity), and spectacularly growing trade forms the backbone of the relationship

century” (translation mine from Spanish; bold in the original). See Felipe de La Balze, “Leer el Mundo
Nuevo y Ubicarnos Bien”, Clarin, February 1, 2012.
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that has been declared as a “strategic relationship”.}”® However, the relationship has not
been without increased trade friction, dashed hopes in the investment sector and even

some political difficulties and misunderstandings.

Brief Historical Background

Argentina and the Republic of China (ROC) established diplomatic relations after
negotiations that took place on the sidelines of the San Francisco conference of 1945.
However, the relationship was not very active. In February 1972, just after the historic
visit of President Nixon to Beijing, Argentina and the People’s Republic of China
negotiated the “normalization” of the diplomatic relations, in Bucharest, Romania.™ It is
important to note that Argentina was under military rule, and the president was General
Agustin Lanusse. The militaries were clearly aligned with the West in the Cold War,
however, in typical Argentine style, they wanted to pursue diversification of foreign
relations and international economic policy. After the military coup of March 24, 1976,
diplomatic relations continued with normalcy, in the same way that it happened between
China and Chile after Pinochet’s coup d’état on September 11, 1973, but in stark
difference with the Argentine Junta’s approach towards another Asian communist
country, North Korea (relations were severe in June 13, 1977). This pragmatism was an
attempt to keep an adequate diversity of external links notwithstanding the remarkable
regime differences, which were important then, and are relevant today. During this time,
despite ideologically opposite views, there were other common interests, such as mutual

support in international fora on human rights issues, trade, etc. In June 1980 the de facto

%8 According to Yin Hengmin, ambassador of China in Buenos Aires, the current level of trade is $14
billion dollars. See interview of Jorgelina do Rosario, April 15, 2011.
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President Jorge Videla was the first president of Argentina to visit Beijing. China has
always supported Argentina in international fora regarding the Malvinas/Falklands, and it
did not support Great Britain (it was a Beijing abstention) in the United Nations Security

Council during the Malvinas/Falklands War in 1982.

After democracy was restored in Argentina in 1983, Chancellor Dante Caputo visited
Beijing in 1985 and President Raul Alfonsin was the first democratic president of
Argentina to visit China, in 1988. After Tiananmen, Argentina refused to join the
Western sanctions to Beijing, and President Yang Shangkun visited Buenos Aires in
1990, as part of a Latin American tour designated to break the diplomatic isolation of the
regime. Soon, President Carlos Menem, who had promoted “carnal relations” with the
United States, and was a fervent supporter of the “Washington Consensus”, was the first
president in the world to visit China after Tiananmen, in November of 1990, and visited
China again, in 1995. When President Fernando de la Rua, visited Beijing in September
2000, it was the first capital out of the hemisphere he visited, and the negotiation for
China’s accession to the World Trade Organization (WTO) was accelerated and the
agreement was finally signed. Mirroring the progress of economic ties and preparing for
growth, Argentina opened a Consulate and Trade Promotion Center in Shanghai in May
2000. In 2001, Argentina’s exports to China surpassed the $1 billion dollar mark, an

important milestone.

2004
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An important chapter of recent evolution in China-Argentina relations was written in
2004, where the visit of President Nestor Kirchner took place from June 28 to July 2 and
in occasion of the visit of Hu Jintao to Argentina, from November 16-18. President
Kirchner’s visit to Beijing, barely one year after taking office, was important in several
ways. Firstly, he began to develop the idea of seeking Chinese help to lessen the pressure
on external financial sector of Argentina, which was in default of its external debt since
December 2001.*® Kirchner’s trip opened several channels of negotiation between both
countries. Argentina’s Secretary of Transportation, Ricardo Jaime, was particularly
active. In the months and weeks before Hu’s visit, calculated leaking of information from
high governmental circles created great expectations about the visit. Several media
described Kirchner as saying that if what was being negotiated with the Chinese was
signed, his portrait would be hanged over that of General San Martin, the liberator of
Argentina, Chile, Peru and Ecuador and Argentina’s most historic and reputable hero.
Other media attributed the president standing on his office table and saying that he would
be considered as more important than Maradona and Gardel (the mythic soccer and tango
idols) together. Besides the colorful but true anecdote, what the Argentine government
believed was being negotiating was a $20 billion dollars investment package, and in a
parallel way it was exploring the possibility of receiving a Chinese loan to fully repay the
debt with the International Monetary Fund (IMF). It is easy to dismiss the importance of
the such an investment, however, but for a country that in 2004 was just three years
removed from a horrific economic collapse and external debt default of December 2001,

(and that still was out of the international financial markets), the possibility of this

180 The deployment of the diplomatic infrastructure continued with the creation of an agricultural attaché in
Beijing. The position only existed in Brasilia, Washington, and Brussels. Similar positions were created in
other capitals in 2011.
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external aid was of utmost importance. All these leaks, rumors and speculation, the
following visit of Hu Jintao and the outcome was constantly covered by different media,
the full political range from the left to the right. However, substantial aspects still remain
unknown for the citizens. In recent years, as | have already mentioned, | have conducted
dozens of elite interviews with former members of the Presidential cabinet, Argentine

and Chinese diplomats and other high sources to reconstruct the events'®*

A crucial objective for the Chinese was to obtain Argentina’s declaring China to be a
Market Economy (ME). Carrots were offered in the form of $20 billion packages,
particularly loans and investments in the railway sector. The Kirchner government had
made the protection of national industry and the internal market as an important
economic priority and political banner, but had initially resisted the move. Brazil’s
declaration of China as a ME in the days before left Argentina with almost no room for
maneuver. Even by the time Hu Jintao reached Argentina, the agreement was still not
accepted by Argentina, but after a night of feverish negotiations at the Palacio San
Martin, the Ministry of Foreign Affairs of Argentina, Argentina accepted the plan
following day. Of the $20 billion package, just five memoranda of understanding (MOU)
were signed. As the coming years demonstrated, little was executed, far from the high

initial expectations and limited final promises of 2004.

A very important parallel issue was the secret request of the Argentine government of

Chinese support to pay the external debt the country had with the International Monetary

181 Some of these interviews were conducted in 2008, with the generous support of a grant from the Smith
Richardson Foundation. | have performed other interviews in the following years.
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Fund (IMF), around $10 billion. This was one of the most explicit attempts of Argentina
for diversification of its external financial sources, taking advantage of the new strength
of China, and to overcome the perceived “dependency” on the IMF. This was an
important objective for the government, because the IMF was considered by the
government and important sectors in the society to be culprits in great part of the 2001
financial meltdown, and an instrument to pressure Argentina to implement and enforce
the ideas of the “Washington Consensus”. The “liberation” of Argentina of the IMF
diktat would also be shown as an important international political and strategic victory.
President Kirchner sent a secret personal letter to Hu Jintao through the Chinese embassy
in Buenos Aires. The move was done in total secrecy. Apparently neither the Minister of
Foreign Affairs nor the embassy of Argentina in Beijing were informed or copied. Two
then-members of the Cabinet that | interviewed independently in Buenos Aires confirmed
the presidential letter, although the text has never been released. Kirchner gave Hu Jintao
the most impressive state welcome ever to a foreign dignitary. However, despite the
government’s high expectations, the Chinese showed sympathy with the idea but at the
end Beijing decided not to help Argentina. Kirchner also became aware that Hu Jintao
and himself viewed the strategic element of “strategic relationship’ in a very different
way. Thus, this is the case in which the political limits of the financial strategy of

diversification become evident, at least for the moment.

In November of 2005, the Minister of Foreign Affairs of Argentina Rafael Bielsa visited
Beijing, trying to sell bonds of the Argentine debt, but with limited success (my interview

with him in Buenos Aires confirmed this; see also Oliva, 2010). Despite Kirchner’s
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disillusion with Hu Jintao, the President kept exploring the idea of full payment to the
IMF, as a mean of achieving “independence”. When Brazil announced it would use
reserves to pay the IMF at the end of 2005, Argentina immediately announced the same,
skillfully playing with timing and taking advantage of the mild international reaction to

Brazil’s move.

The Pampas: A Transformed Countryside

The most obvious and visible physical transformation of Argentina has been that of the
countryside. The production of soy, almost unknown fifteen or twenty years before, is
now roughly half of the total Argentine production of grains (50 million tons of 100
million tons of total grain production). Thus, Argentina has become one of the most
important producers of soybeans and derivates (oil and flour) in the world. Just a little of
this massive production is used domestically, while most of it is exported. Because of
this, Argentina has become the most important exporter of soybeans and soy oil in the

world.

This transformation is mirrored by China’s strategic need to achieve food security.
Demand of food is increasing exponentially in China. Sheer economic progress in China
in the last three decades means a growing middle class that can devote more resources to
food, in particular proteins of animal origin (cow’s meat, pork, chicken and also fish).
China’s domestic production of soy and other grains, that are used to be transformed in
animal protein, is under stress for several structural trends. One (aspect of this

transformation is the displacement of population from the countryside to the cities and
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the parallel reduction of a rural labor force, another one is the expansion of urban surface
over the fertile land previously available for agriculture. Several millennia of farming
have also taken a toll on the productivity of the land, while water scarcity and growing
pollution problems are an increasing problem. Furthermore, political legitimacy in China
historically has been associated with food availability (in quantity, quality and price),

hence, food security is of crucial importance for the regime sustainability.

The transformation of Argentina’s countryside is also connected to a new phenomenon
that is again correlated with China’s extraordinary rates of growth and market size. In the
last decade or so there has been a rapidly developing new process of production of liquid
bioenergy, from biomass, particularly biofuel and bioethanol. The demand of energy and
especially of fossil fuels has skyrocketed in the last decades in China, particularly after it
became a net importer of oil in 1993, and so energy security is a concern. Due to the
growing demand of energy and the rapidly decreasing availability of fossil combustibles
(oil and gas) both in China and around the world, sustainable liquid bioenergy has been
one of the areas that has been exponentially expanding to cope with the international
demand. Soy is an excellent source of vegetable oil is produced for human, animal and
industrial consumption but that is also a biofuel. A massive industrial and transport
infrastructure has been and is being developed in Argentina (specifically deployed on the
shores of the mighty Parana River, in the provinces of Santa Fe and Buenos Aires) to

produce biofuel from soy beans.
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On October 18, 2007 the first export of biofuel was performed. In 2010 roughly two
million tons of biofuel was produced in Argentina, and half of it was exported. At the end
of the decade Argentina was already one of the major producers of biofuel in the world,
and the biggest exporter. At the beginning of 2011 a forecast of INTA (Argentina’s
governmental agency of research in agriculture, forestry and livestock) posit that the
production of biofuel will increase to 3 million tons soon, and about 60% would be
exported. Evonik, a German company, is building a factory in Terminal 6 to produce
60,000 annual metric tons of sodium methylate, a key component in the biofuel
production process. In a mission to Beijing in September 2011, the Ministry of Foreign

Affairs of Argentina started conversations to export biofuel to China.

The resilience of soy to drought and excellent sanity has produced an expansion of the
agriculture boundaries in Argentina. Soil under agricultural production expanded 50% in
few years, from 20 million hectares in 1996 to 30 million in 2007. Productivity also
increased sharply due to genetically modified seed (“Roundup Ready soya seed”, or “RR
soya”, created in 1996), changes in the productive system (“siembra directa”- no-till
farming or direct planting-) and use of an intensive technology package (BASF and

Bayer are also important players in this sector).'®?

On 14 January 2010 it was announced
that the soy genome was sequenced for the first time, opening the door for more biotech

engineering (Schmutz et al 2010).

182 The environmental movement in Argentina and abroad (particularly in Europe) has been very critical of
the introduction of genetically modified seeds, because of the potentially unknown risks of this kind of
seeds, in which the United States are the pioneers and most important consumer. Some have also claimed
that Argentina was becoming a monoculture economy (not a banana republic but a soya republic).
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The ecological impact of soy production has been contended inside and outside
Argentina, and remains a relatively controversial issue. Soy was the culprit of increasing
erosion because of the removal of native forests, reducing availability grains that are
consumed in Argentina, such as corn and wheat, and so, increasing the prices of food
available to people, in particular, to poor people). However soy crops reinforced a
“siembra directa” productive system, which drastically reduces erosion of soil already in
production. Siembra directa also means reducing expensive laboring in the summer (very
intensive in the use of non-renewable fossil energy) and reducing fall weds chemical
control just to glyphosate (Monsanto’s Roundup, the most used herbicide in the United

States, U.S. patent expired in 2000).

Corn (maize), a classic Argentine crop for more than 100 years, is one of the product that
has suffered most from the competition brought on by soy beans. It made a comeback in
recent years due to soy’s sustainable productive system requirements, although,
compared with soya, it requires more fossil energy-consuming laboring and expensive
chemical herbicides, and more water, that many times is necessary to pump and spray,
which consumes a lot of electricity. Producing soya cycle after cycle might exhaust the
soil in the long term, impoverishing an invaluable resource. However, soy adds nitrogen
to soil, and corn and wheat takes it. Soon the rotation between soy and corn (and to a less
extent, wheat) was the typical rotation in most of the land in production in Argentina.
Corn, as in the United States, is also increasingly used for the production of ethanol,

another form of bioenergy.
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The expansion of soy crops and products has produced profound economic and political
effects, as well as social impacts and potential environmental consequences. A closely
associated phenomenon is the expansion of a dynamic and sophisticated agri-industrial
sector, regionally decentralized, in a country that have cherished a federal view of
development but nevertheless has become extremely concentrated around the city of
Buenos Aires. During most of the 20™ century there was an obvious cleavage between
agriculture and industry, or between el campo (the countryside, the agricultural sector)
and ciudad (the cities, mainly the city of Buenos Aires). Argentina is a large country, the
8" largest country in the world, and has a population of 40 million inhabitants. Roughly
40% of the total population is located in and around Buenos Aires. Soy production has
produced an emergence of multiples highly developed industries in many cities and
towns of the Pampa, and is generating jobs. According to a well-known expert on
agribusiness, Héctor Huergo, jobs in the decentralized industrial sector related to soy
already surpassed the labor sector of the automobile industry, historically the most
important industrial sector in Argentina.®® However Lopez & Ramos’s technical analysis
is skeptical of any positive impact of trade with China. They also posited that “trade with

China has been, on average, a destroyer of employment” (Lopez & Ramos 2009: 152).1%*

This transformation of the countryside, the expansion of soy production, the
decentralization of new industries and the close location of them to soy crop production,

in a word, the empowerment of a vast area of the interior, reached visibility and front-

183 For the record, the automobile industry in the Mercosur might suffer a stiff competition in coming years
due to the massive expansion of China’s own industry. China is now the number one producer of cars in the
world.

184 See also the analysis pp. 116-126.
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page headlines by March 2008. On this date, the cash-strapped government of President
Cristina Ferndndez de Kirchner approved Resolution No. 125, increasing a tax
(retenciones) on soy and other grains exports, which had already been in place after the
major economic crisis of December 2001.*% According to Lopez & Ramos, “almost 20%
of withholding taxes originated directly from exports to China, but the total impact [was]
probably greater due to the price effect”.’® This tax was raised on various occasions
before, but on this date the government decision caused an uprising of the producers and
their new citadins allies in the towns on the interior in the Pampa, the internationally
competitive industries located there and the political opposition to the government. The
government was caught totally by surprise, and it responded by trying to frame the now
highly politicized debate in terms of classic Peronist slogans against the oligarchy, typical
of the 1940s, totally missing the deep changes occurring in the countryside the last

decade or so.

The debate was crossed by various crucial questions: first, the legality of the unilateral
decision of the government (several experts content that constitutionally, only congress
can create new taxes; government answer was that retenciones were not a tax but just a
tariff or duty), and so, not under control of congress but of the executive branch. Second,
an important consequence of this position was that, because retenciones were considered
not a tax, then the federal government was also not obliged to share them with the
provinces (coparticipacion). This in turn, compelled most governors to tactically join the

opposition (even Peronist or government leaning and allied governors as well as

18 The Resolution 125/2008 was issued on March 10, 2008.
185 | ¢pez & Ramos, p. 151. See also pp. 110-114.
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numerous representatives and senators did so). The opposition was then successful in
framing the conflict as one of the port or the capital versus the provinces or the interior,
and thus the nation and state building cleavage between Federales and Unitarios of the

19" century resuscitated once again.*®’

Because the government persisted saying that the retenciones were not taxes, the
government kept saying the measure have not to be approved by the congress, although it
have a majority in both chambers. Producers of soya and other grains were represented
by four very different (and most of the time, competing organizations, with very different
ideological background), but the unexpected crisis created by the government pushed
them to coordinate the struggle against the 125. Many producers blocked the roads
(piquetes), a know-how about political pressure that was very effective on the political
authorities and was already available in society, very popular in the last fifteen years or
so, however frequently used by social and leftist picketer groups that generally supported
the government (piqueteros). The government lost physical control of the public space (la
calle), which was always crucial in Peronist governments. Despite the government was
desperate to increase control of these economic resources, it made an opening to
provinces and towns proposing to share some of them, and trying to gain the political
initiative it also proposed to built hospitals and the like with these resources and other
distributive policies. It was too little, too late. After several weeks of tension, the

government bowed to the pressure and sent the measure to be discussed by the congress.

87 In the 19™ century, Federales wanted a federal constitutional organization in which provinces kept
important autonomy and rights; Unitarios wanted a centralized government based and controlled by and in
the city of Buenos Aires. Historically the crux of the debate was the control of the rents of the port of
Buenos Aires, the most important source of revenue of the new and weak state. There was also a major
ideological divide about the role of the government in the economy between those who favored certain
amount of protectionism and those who favored open trade.
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The government was confident because it had a majority in both chambers, so it assumed
it can take the risk. The project was approved by the lower chamber, although by a thin
majority, less significant than what the government was expecting. Still the government
feels secure to pass the measure in the Senate, in which it has historically enjoyed a
comfortable majority. In one of the most dramatic sessions of the congress history, the
result of the voting was a draw. In this situation, the vice-president of the nation, which is
also the head of the Senate (like in the United States), was forced to vote. Julio Cobos’s
“not positive” vote, as he famously put it, killed the government’s resolution and created
a political earthquake. The voting took place on July 17, 2008, 128 days after it was
issued by the government. Another consequence of the vote of the vie-President was that
he was not allowed to attend the inauguration of the 2008 Olympics Games in China, as
was originally scheduled. This was the first major political defeat of Kirchnerism since
2003. In the coming midterm elections in 2009, the government was again defeated, this
time electorally, including former President Kirchner, who took the risk to be himself the
head of the list of candidates for representatives in the powerful Province of Buenos
Aires and his list lost. An important number of new representatives were elected with an
agenda of supporting the “campo” sector. After this election, the President changed the
tone with the campo and in the presidential elections of October 23, 211, President

Cristina Fernandez de Kirchner won the election with 54% of the vote.

A Transformed Urban Setting
There has been a lot of speculation in the academy about the potential role that ethnic

Chinese communities located in Latin American countries and the Caribbean can play, in
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particular as middlemen. The history of the Chinese communities in Argentina is recent
and so it is completely different from that of the Chinese experience in Cuba, Per( and
even Mexico.'® They are located particularly in Buenos Aires and in the great (province
of) Buenos Aires, which is of course also where most Argentines live. The number of
ethnic Chinese living in Argentina has been estimated in 80,000 (the total population of
Argentina, according the 2010 census, is roughly 40,000,000). Before the PRC-Argentina
agreement of 1972, there were approximately 700 Chinese living in Argentina. During
the 1970s people coming from Taiwan settled in Argentina; during the 1980s most ethnic
Chinese arrived from Fujian, Shanghai and Guangdong; and during the 1990s and 200s,
from Fujian and also urban areas such as Shanghai and Shandong. For the most part, the
Taiwanese and the Chinese communities have lived jointly without major problems. They
have created a Chinatown (Barrio Chino) in the southern part of the beautiful Belgrano
residential area in Buenos Aires, but its presence spread all over the city. In recent years,
however there has been an expansion in many cities in the interior of Argentina,
especially in the capital cities of the provinces and other middle size towns, like Pilar, La
Plata, Mar del Plata, Cérdoba, Rosario, and Mendoza. **® The Chinese communities are

organized in more than 30 active associations.®

At the center of this development is of proliferation of supermarkets of Chinese family

property and management. This is a phenomenon not unknown in the rest of the continent

88 Hu-DeHart, Evelyn, “Indispensable enemy or convenient scapegoat: a critical examination of
Sinophobia in Latin America and the Caribbean, 1870s to 1930s”, in Look Lai, Walton and Tan Chee-Beng
(eds.), The Chinese in Latin America and the Caribbean, Brill, 2010, pp. 65-102.

% Carolina Guerra Zamponi, “La Diaspora China”, presented at “Seminario de Estrategias de
Relacionamiento con la Republica Popular China”, CARI, September 16, 2010, p. 9.

1% The newly appointed ambassador of China in Argentina Yin Hengmin, have asked for less visa
restrictions for Chinese citizens. The source is his interview with Jorgelina do Rosario (April 15, 2011).
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and there has been even some few historic cases in the region in the past, such these of
Sonora in Mexico circa 1911 or in Jamaica circa 1925,'*! however, the sheer scale of the
process of expansion and deployment of Chinese supermarkets (supermercado chino) in
Argentina is probably unparalleled. Currently, in the city of Buenos Aires and its
surroundings, probably more than 30% of the total supermarkets are Chinese’ owned
shops. Most of these shops have formed close-knit groups, that have also been
institutionalized in a legal entity, the Camara de Supermercados de Propiedad de
Residentes Chinos (CASRECH, in English, Chamber of Supermarkets of Chinese
Residents Ownership). Casrech was created on April 27, 2004, in Buenos Aires.
Currently they have more than 3180 associated shops in Buenos Aires and Great Buenos
Aires, and around 1500 in the rest of the country. Casrech posits that it represents 80% of
the total amount of Chinese supermarkets in Argentina. Thus, in total, there are
approximately more than 5600 Chinese supermarkets in Argentina, although other
estimates put the number above 6000, in any case an astonishing figure. Although
Casrech was founded in Buenos Aires, there are several branches in Rosario, Mar del
Plata, Cordoba, Bahia Blanca, Mendoza, San Miguel de Tucuméan, Santa Fe and Parana.
The image of China for millions of Argentines is shaped by this daily contact with the
Chinese communities in Argentina and its now increasingly dominant presence in the

supermarket sector.

This powerful association has become a well-oiled machine to coordinate, support and

defend the Chinese supermarkets, and the Chinese people working in them. The

91 See, again, Hu-DeHart, Evelyn, “Indispensable enemy or convenient scapegoat: a critical examination
of Sinophobia in Latin America and the Caribbean, 1870s to 1930s” (2010).
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collective bargaining power of Chinese supermarkets has made them been able to keep
prices lower than the competition. In a country that is suffering a growing inflationary
process, the Casrech has frequently engaged with the Secretary of Commerce Guillermo
Moreno in transitory price frozen on basic products that were at the core of the
government strategy to cope with inflation. Casrech has launched its own credit card, and
it is increasing the number of products with own brands. An important step in this
direction was the purchase of Gandara, a traditional and respected company of the

province of Buenos Aires, focused in milk, yogurt, and dulce de leche.

Although the embassy of the People’s Republic of China in Argentina denies any link
with Casrech, the picture of the embassy is prominently displayed on Casrech website.
An explicit objective of Casrech is to fight racism and discrimination of its members.
Another important problem is security. Insecurity and common delinquency has been
rising in Argentina in recent years (although the rates are still much better than most
places in Latin America), but a particularity of the Chinese supermarkets is that they have
increasingly been the target of Chinese mafia. Assassinations of Chinese owners and

Chinese workers on the hands of other Chinese engaged in mafia activities are not

unknown, and have created an unprecedent challenge to the authorities.

Trade
As it has been said, trade between Argentina and China has been at the core of the
bilateral relations and in particular of Argentina’s miraculous economic recovery after the

grave crisis of 2001. An important part of this story is direct trade. Another equally

192 hitp://caserch.com Accessed on March 24, 2011
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important is indirect, because China’s demand of raw materials has rise the prices for
every buyer. Even if China is buying directly, the competition it entails for others push
the demand further. More exports to China means more imports, too. The government
protection policy of local industry and jobs have caused increasing trade friction with
China (see letter in this chapter), but nevertheless Argentina, with other few countries in
the Southern Cone has been one of the few net winners in the trade balance with China in
the period 2000-2010, particular in the years that mattered more, that is during and
immediately after the crisis of 2001-2002. The following chart shows the evolution of

bilateral trade:

Argentina’s Exports to and Imports from China, 2000-2010

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Exports 797 1,124 1,092 2,428 2,628 3,193 3,473 5,170 6,390 3,668 6,181

Imports | 1,157 | 1,066 330 721 1,402 2,237 3,122 5,093 7,104 4,823 6,730
1‘!’2:; 1,954 | 2,190 1,422 3,149 4,030 5,430 6,595 | 10,263 | 13,494 | 8,491 | 12,911

Annual 12.07 121.44 27.97 34.73 21.45 55.61 31.48 52.05

-35% -37%

Change % % % % % % % %
Trade

Balance -360 58 762 1,707 1,226 956 351 77 -714 -1,155 -549
Ratio 1.45: 1.05:1 3.30:1 3.36:1 1.87:1 1.43:1 1.11:1 1.01:1 1.11:1 1.31:1 1.09:1

Table elaborated by author. Source: DOT/IMF/IADB. China is mainland. Ratio rounded. U.S. Millions
Dollars.

From 2002 to 2005 the surplus was crucial for Argentina to overcome the economic
crisis. The world financial crisis of 2008 has initiated a cycle of deficits, though not very

big ones like that of Mexico. On average, the full period has been much equilibrated. The
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rate of growth during the decade of the bilateral trade has been 28.48% an impressive

figure.
Argentina-China Trade, 2000-2010
Average | Average
Total Total Total Total T. Average Average Average Annual Trade
Exports Imports Trade Balance Exports Imports Total Trade Change Balance
36144 33785 69929 2359 3285.81 3071 6357 28.48% 214

Table elaborated by author. Source: DOT/IMF/IADB. China is mainland. Ratio rounded. U.S. Millions

Dollars.
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China’s Rapid Expansion in the Oil Sector

The oil sector in Argentina was historically dominated by Yacimientos Petroliferos

Fiscales (YPF, Fiscal Petroleum Fields) for 77 years, since its creation in 1922 up to

1999, when the government of Carlos Menem, still caught in the middle of the

privatization fever unleashed by the “Washington Consensus” ideas, sold this powerful
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symbol of nationalism for $10 billion to the Spanish company REPSOL (REPSOL YPF
since then). However other players have been important, among them Shell and Esso, and
other privately owned argentine companies, such as Petersen Group (of Enrique
Eskenazi) and Bridas (founded in 1948, and owned by the Bulgheroni brothers, Carlos

and Alejandro, currently the richest persons in Argentina).

This last company is of interest to understand the increasing Chinese penetration in
Argentina’s oil sector. Amoco bought 60% of Bridas in 1997 for $550 million and later
Bridas created a new oil company with British Petroleum (BP), Pan American Energy
(PAE). In 2005 China National Petroleum Corporation (CNPC) bought 40% of Pan
American Energy for approximately $5billion. On May 2010, China National Offshore
Corporation (CNOC) acquired 50% of the company. Since May of 2010, Bridas acquired
more actions of Pan American Energy in the hands of British Petroleum, for $7 billion
dollars. In 2011, with the backing of CNPC, they bought all the Esso operations in
Argentina, Paraguay and Uruguay, becoming the second most important oil company in
Argentina, and only integrated oil company in Argentina (exploration, exploitation,

refining and retailing), besides Repsol YPF.

Chinese interest in Argentina’s oil has been long, doing exploration in the Formosa
province and others several years ago. Yet, the expansion of Chinese presence in
Argentina’s market is more recent. There is of course a correlation between this process

and the Chinese expansion in the oil sector of Venezuela, Ecuador, Cuba and Brazil.
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There have been rumors for several years that Chinese companies are interested in buying
shares of Repsol YPF, a move that the government has signaled is opposed. In May 2011,
Repsol YPF sold another block of share to Argentina’s private oil company Petersen
(Eskenazi), who knows controls 25% of the company, a preferred option by the

government.

Mining

Mining is an expanding sector in Argentina in last decades. Although Argentina’s share
with Chile the immense Andes, Argentina has never relied too much on mining as Chile
has done in the past. However, in recent decades mining is accelerating. A treaty with
Chile that allow common mining project to saddle the border in the Andes has help to
create a more positive situation for investors, although most project are entirely on
national soil. Because millions of years ago the tip of Patagonia was twin with the mining
superpower South Africa, there is an assumption that there is probably a similar
geological structure, so a lot of exploration and new productions have started in recent
years, searching for gold and diamonds. Also the lithium deposits that Argentina shares
with Bolivia and Chile in the northern Puna region are attracting a lot of international
attention, since lithium is a scarce yet strategic substance crucial in the production of
batteries, an industry in crazy expansion. The bottom line is that rise of the price of
minerals in the last decade is correlated with the economic growth of China, and so the
incentives for the activity to continue to growth are clear, and this may attract Chinese

companies as well.
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Prospecting operations have also being launched in a number of provinces, such as San
Juan and Jujuy. So far, the most important Chinese mining activity in Argentina is the
Sierra Grande iron ore mine. Several governments of Argentina were interested in the
exploitation of the iron ore deposits not in the Andes, but in Patagonia, in Sierra Grande,
in the Atlantic coast of the province of Rio Negro, a mineral resource considered strategic
for the state in previous decades. In 1992, during Menem’s government, the state owned
HIPASAN facility was closed and following this the nearby town of Sierra Grande,
situated 8km (5 miles) north, has suffered unemployment and migration for 14 years. In
November 2006, the Chinese company Metallurgical Group Corporation (MCC) bought
70% of the stakes that were already in the hands of other Chinese company. Since then,
the company has invested around $85 million dollars in new equipment and machinery to
replace the old ones, in both areas of operation, one close to the town of Sierra Grande,
and the other at 32 km (20 miles) of distance on the Atlantic shore, Punta Colorada, a

mining port.

The process was complicated, and the operations have been delayed by problems with the
provision of water, occurrence of labor strikes and others. The provision of water has
been a serious issue, particularly in the first months of 2009. The complex needs more
than 2,600,000 liters of water per day, and the water provincial company (Aguas
Rionegrinas S. A.) has experienced difficulties with coping with the demand. The goal is
to extract 2,800,000 tons of mineral and 1,220,000 of concentrated in a period of 2 to 3
years, according to Han Yongzhi, the manager of MCC in Argentina. The cultural gap

has been a problem between the Chinese and the people of the nearby town, according to
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a journalistic account.'*®

According to a company source, around 2000 jobs were created
(400 directly, 1600 indirectly; of them, 73 are Chinese). It is believed that there are still
214 million tons of iron ore available in the mines (there are in fact three main mines, and
96 kilometers of tunnels). In the past the peak of production was in 1986, when more than
640,000 tons were extracted. The Chinese takeover and start of the operations has been
slow, but in December of 2010 the first shipping of 54,000 tons was completed, followed
by another one in February 2011. The logistic is complex, the production of the mine is

accumulated on site, and then an iron duct transports the mineral to Punta Colorada, a

mineral port on the Atlantic.'**

The expansion of mining in Argentina is of course highly dependent on international
prices. It is a sector underdeveloped but full of potential. In the Andes the geological
condition are similar to that of Chile and in Patagonia possibly similar to that of South
Africa. However is different from Chile in the sense that most mines (but not all) are
generally far from cities. The major environmental concern is the closeness of potential
mines to the sources of many rivers, an issue that was at the core of several
parliamentarian debates in recent years. China has been cautious yet, but the Chinese big
projects going on in Peru and other parts of the region seem to signal that the interest is
there and probably in the future China would like to increase the share in the alluring
sector. This would be another diversification of Argentina’s exports, as Australia and

Canada have done, as well as Chile and Peru are also doing in the region, diversifying

193 5plead Maradona, “La Dificil Experiencia China en la Mina de Sierra Grande”, la Nacién, March 21,
2010.
194 See company website //mcc-msg.com accessed on March 25, 2011.
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again in the primary sector, although not based on manufactured goods, the preferred

option for most Argentines.

Railway sector cooperation

Railways were crucial in the process of development and expansion of Argentina’s
economy at the beginning of the 20" century, and the network, built with British funding,
was the most important in Latin America. They were nationalized by President Juan
Perdn after the Second World War in a debated decision. Since then, maintenance has
been expensive and problematic and the privatization wave of Menem in the 1990s sold
or closed most of it. In a large country like Argentina, railways are potentially very
important. Agreements on the railway sector were very important during the visit of
President Cristina Ferndndez de Kirchner to China in July 2010 as it was in the
presidential visits and negotiations of the significant year 2004, although little was
implemented. During the visitm several agreements for a total of $12 billion dollars were

signed, covering ten projects over a period of time of two to five years.

Several Chinese companies will be benefited with the contracts. China National
Machinery & Equipment Import & Export Corp. will be focused on the Belgrano Cargas,
a freight railway, and it will be the major project. This is a railway that links 14 provinces
and has 7347 kilometers of tracks (although in 2006 only 5069 were in use). The project
with the Belgrano line will be handed by a consortium headed by Shaanxi Coal Group
Investment Co. Another Chinese company, China Northern Locomotive & Rolling Stock

Industry (group) Corp. (CNR) will sell part of the materials, financed by China Citic
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Bank Corp. and China Development Bank Corp.***China Southern Railway (CSR) will

also be part of the project targeting the capital of Argentina, Buenos Aires.

There was an agreement to expand subway line E (purple) in Buenos Aires and also to
build a new subway for the city of Coérdoba, the second largest of Argentina. Later, in
March 2011, it was also announced that China’s Eximbank will provide $1,4 billion
dollars to the construction on Line G (orange). In the case of Buenos Aires, the mayor of
the city, Francisco Macri, from opposition party PRO, has been very supportive of the
project of expanding the subway network, and his father, Franco Macri, the leader of
SOCMA, have been working with China for several years. A train connecting the Airport
of Ezeiza with downtown Buenos Aires, an old dream of transportation authorities, was
also included. The project of Cérdoba has been discussed at least for five years, although
at the beginning it was a project with a French company (with a local partner), the new
one would be built by China Railways, associated with local company Roggio. It would
have 18, 5 km, 4 lines and 29 stations. A third version was proposed in January 2012,
thus, the last word probably has not been said on the matter. The cost would be $1,8
billion dollars, higher than the original project ($1,1 billion dollars), but the project is
also bigger, and it will be financed by China (85%) and the Argentina’s national
government (15%). The deal was signed on July 12, 2010 in Beijing by the Zhao Deyi,
president of China Railways and Argentina’s Secretary of Transportation, Juan Pablo
Schiavi. The City Council of Cordoba initially approved the project on December 16,

2010, and final approbation was on February 20, 2011. If this were to finally take place, it

1% See Neil Denslow, “China backs $12 Billion Argentina Rail Projects to Ease Commodity Supplies”,
Bloomberg, July 14, 2011. Accessed on May 7, 2011.
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would be the first time that a subway line is built in a city other than Buenos Aires, more
than 100 years after building its first line (which was inaugurated in 1913, the first in the

Southern hemisphere and the Spanish speaking world, as authorities like to remind us).

The railway sector is a fast-developing sector in China that is seeking to gain businesses
in Latin America, already being heavily engaged in Venezuela. The record in the
concrete cooperation with Argentina is still modest, despite the periodical

announcements.

Financial Cooperation

Financial cooperation is one of the most recent areas of cooperation between Argentina
and China."® In a meeting on the sidelines of the annual meeting of the Inter-America
Development Bank (IADB) in Colombia, in 2009, the Governor of the People’s Bank of
China, Zhou Xiaochuan and the then president of the Central Bank of Argentina (BCRA),
Martin Redrado, reached a swap agreement, to potentially avoid the use of dollars in
bilateral trade, on the amount of 70 billion Yuan ($10.25 billion dollars). It was the first

agreement ever of this kind between China and a Latin America & Caribbean country.*®’

The political and economic objectives of both countries were clear. It was a win-win
negotiation. In the case of Argentina, tactically, the swap somehow meant an increase of
the foreign reserves available in the Central Bank, an important signal to markets in the

middle of the international financial meltdown and strategically, it was a step towards the

19 However, it is important to remember that Argentina supported China’s attempt to become a member of
the Inter American Development Bank (IADB), a campaign that lasted 15 years, from 1993 to 2008.
197 China signed only five such agreements before, none of them in the Latin America & Caribbean region.

157



diversification of the external financial sources, from outside traditional multilateral
organizations based in Washington, such as the International Monetary Fund (IMF), the
World Bank (WB) and, to less extend, the Inter-American Development Bank (IADB).
The U.S. Treasury also proposed a swap program for emergent markets at the end of
2008, and Brazil and Mexico were invited, but not Argentina; for China, the swap with
Argentina was internationally read as an important support to the Chinese position that
the dollar might be substituted in the future as the main unit of currency and reserves in
the international monetary system, a position advanced publicly by the Governor of the
People’s Bank of China on March 23, 2009, just seven days before the swap with
Argentina. China-Argentina’s agreement was signed on March 30, 2009, only three days
before the G-20 meeting of London, April 2, 2009, where China pushed again against the
dollar. The Chinese bold proposal was one of the big news of 2009. At the end of the

year, Time named Zhu Xiaochuan one of the “Person Who Mattered” in 2009.

It took five years from Argentina’s request to China of support to pay to IMF in 2004,
and four since the attempt to sell bonds of the external debt to China, to the currency
swap of 2009 to see some financial cooperation being finally achieved between both
countries. This agreement opened the way for more cooperation in the future, in a time
that at the global level instability is the normal and governance a scarce public
international good. It is also possible and reasonable to suggest that as trade keeps
growing, a correlated financial coordination and more sophisticated agreements between

China and Argentina would be necessary.
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Trade and Political Friction

Despite (or because) the spectacular growth of trade between the two countries already
mentioned in this chapter, and because of the asymmetry between them, trade friction has
been noisily frequent in the relations between China and Argentina."® In particular,
Argentina’s restrictions to Chinese manufactured exports, to protect the domestic
industrial sector, have irritated China. The lobby of labor unions (the very core of
Peronism in Argentina), and the industrial sectors have been able to elicit administrative

decisions that have frequently been an obstacle to the free import of Chinese goods.

The single most important trade crisis between China and Latin American countries has
been the unilateral measures taken by China against Argentina in 2010. In April of 2010,
China unilaterally suspended its buys of Argentina’s soybean 0il, on the technical ground
of a high level of a solvent present in the oil. Four different hypotheses have been
proposed to explain Beijing decision, two endogenous and two exogenous: first, China is
promoting an indigenous crushing capacity, now working at full speed, so it need to keep
importing soybeans (which it did) but not oil; second, overstocks of soya oil and palm oil
in China made advisable to reduce them over a period of several months; third, according
to China, Argentina is one of the countries that have imposed more restrictions to
Chinese exports, before and in the middle of the global recession that started by the end

of 2008, and thus must be punished and to be taught a lesson, for Argentina and for

19 About Argentina’s protectionist measures adopted against China, See Lopez & Ramos, pp. 104-109.
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others that might be tempted in following the same way;'*® fourth, Argentina’s was one
of the least politically engaged countries in the region with China since the fiasco of
2004, and the President’s cancellation of the first presidential trip in six years in January
2010 has added a personal insult to Hu Jintao, and thus, it must also be punished.?® The
press in Buenos Aires and all over Argentina reported about the stagnation of the

negotiations on soybean oil.

President Cristina Fernandez de Kirchner finally visited Beijing in July 2010, and she met
with Hu Jintao, Wen Jiabao, Jia Qinglin, and Zhou Yongkang, among others, but the
solution was not easily reached. Several months of high-level negotiations after the visit,
China resumed importing Argentina’s soy oil in October 2010, six months after
interrupting these imports. However, in the first third of 2011, Argentina’s exports to
China of soy oil continued to be minimal. Meanwhile, India offer to buy the stock of soy
oil un-exported to China,”®* and some was also traded through third countries. The
expansion the production of biofuel in Argentina created also a diversification for the
soya oil (internal market diversification), thus the impact of the unwelcome China’s
restrictions was relatively mild, very much to the surprise of both sides. Also, in October
2010 it was agreed by both countries that China will resume the import of meat,
interrupted unilaterally in 2006 after mouth disease was found in Argentina. It took, then,

four years of negotiations to go back to this point. Argentine state, however, was

199 The Chinese ambassador in Argentina (who was not the ambassador at the time of the conflict in 2010),
denied that it was a commercial retaliation. See interview with Jorgelina do Rosario, April 15, 2011.

% The reason was the conflict between the President and the Vice-President, over the role of the Central
Bank. She decided not to travel, because in her absence the Vice-President is the highest authority in the
country.

01 personal conversation between the author and the Ambassador of India to Argentina, in Buenos Aires,
July 2010.
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damaged by the soy trade crisis in the export tax collection, since soy for biofuel pay

lower taxes than soya for export.

On November 2010, the Chinese head of agriculture Han Changu visited Argentina.
According to the Argentine authorities it was the first time at a minister level authority of
China’s agriculture visited Argentina. The purpose was to launch a Joint Agriculture
Commission. It was received by Argentina’s minister of Agriculture, Livestock and
Fisheries, Julian Dominguez. In a public statement he stressed that Argentina’s Strategic
Plan 2010-2016 for Agrifoods and Agriindustrial Production has the goal to “diversify
our exports with new products and more aggregated value” and that the timing was good

due to China’s own Plan for 2011-2017.2%

Due to the record of the successful internal diversification of Argentina to take advantage
of the new opportunity (the first one in decades of the international economy), it is
possible that Argentina might be able to find other agribusiness to further develop to
create new products enticing for China. Poultry and pork industries seem already
beginning to grow, although problems remain and manufacture goods are minimal in the
exports to China. In fact, vis-a-vis China, only 5% of the total exports to China are
manufactured goods not based on agricultural products.”® In other words, the internal
debate for an international efficient and competitive argentine industry that existed before

the re-emergence of China remains and it has gain urgency. If during the second part of

22 Ministerio de Agricultura, Ganaderia y Pesca, “Julidn Dominguez y su par chino Han Changfu
Consolidan Agenda Estratégica Agroindustrial”’, November 12, 2011, www.minagri.gob.ar, acceded on
April 28, 2011.

203 See |opez & Ramos, p. 151-152.
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the 20™ century it was difficult for the industries born during the world wars and the
import substitution industrialization (ISI) process to survive without a fair amount of state

protection, now the challenge in the 21th century is even more difficult.

Foreign Policy Diversification?

Argentina has a solid record of pursuing autonomy during most of the last century.
Argentina, due to economic size and the backing of Great Britain, was able to maintain
an important degree of autonomy at the beginning of the 20th century. If United States
hegemony was achieved by 1898, in the Southern Cone a pocket of relative resistance
endured for several decades more. During the 1930s Germany become a very important
trade partner, and gained influence in the armed forces. This was the source of neutrality
of Argentina during World War Il, under tacit agreement of Great Britain, and many
internal sectors of the United States, despite the Department of State public campaign
against Argentina (which was ultimately successful in isolating Argentina, even after the
end of the war). During the Cold War it challenged the United States embargo against the
USSR selling millions of ton of grain, despite the ideological commitment with the

United States against communism.

In this chapter I provided qualitative evidence that Argentina’s attempt at diversifying its
foreign policy, trade and financial links with China. 1 would like to turn to a more
quantitative approach looking for evidence of foreign policy diversification. To do so |
will perform an analysis of voting pattern at the United Nations General Assembly

(UNGA), during the period 2000-2010.
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As | mentioned elsewhere in this dissertation, this approach has been used only two times
in this field of China-Latin America relations, although in a different time framework and
with several methodological differences. Dominguez (2006) examined voting patterns at
UNGA from 1991 to 2002 and found that “China’s trade growth has not changed the
pattern of coincidence” of Argentina.’®® Dominguez first performed a comparison of
voting coincidence between China and Argentina in all votes, using Japan as calibration;

and secondly, just in the cases were there was no coincidence between China and Japan.

| compared Argentina with Mexico, Chile, Venezuela, and China, following
approximately the methodology of Chen, which was developed to analyze the Mexican
case.’®® Technically speaking, | included Brazil for calibration. The baseline for
comparison is voting of the United States; however, considering not all voting instances
recorded in a single UNGA session, but the degree of coincidence with “important
votes,” as defined by the United States Department of State. For the sake of clarity, the
several votes in which there was consensus were eliminated (therefore, it must be noted
that because of this factor the “real” average coincidence with the United States is
actually higher than shown considering all the “important votes,” that is including these
in which there were consensus). As | mentioned, | performed an analysis of the voting
pattern of Argentina and the other cases, at the United Nations General Assembly

(UNGA). The overall findings can be seen in the figure Graphic Voting pattern at

204 Dominguez, Jorge 1. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, p. 13.

2 Minglu Chen, “Negligence or Arrogance? Mexico from the Chinese Perspective”, presented at the
International Workshop “China and Latin America”, University of Leeds, May 11, 2011, organized by the
National Institute of Chinese Studies (University of Sheffield and University of Leeds), pp. 1-12.
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UNGA, 2000-2010, in the Conclusions of this dissertation. The results for each country
are analyzed in each case study. The findings for Argentina, summarized in the following

figure, provide very useful data to test China’s influence in the Argentina’s foreign

policy.

Argentina’s VVoting Pattern at UNGA, 2000-2010

65%

60% Py H

55% \
50%
45% \\ NA / »—
40% \ N N
35% \ / =4=—Argentina
30%
25% v == China
20% I} r
15% 1 A
10% / \ /E.\ / \7
XTI/ \ —
O% T T IYI T \Y T T

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Aver.

Note: U.S.=100%
Prepared by the author (based on data of U.S. Department of State, different years).

A synthetic interpretation of these findings is the following. Argentina’s voting pattern at
UNGA during the period 2000-2010 is one of the most surprising findings of this
research. Argentina’s voting record was similar to that of Mexico and Chile, two
countries that have Free Trade Agreements signed with the United States. After the
Kirchners took power in May 2003, the voting pattern hasn’t shown any relevant
variation. In fact, very surprisingly, from 2005 to 2010 there has been more coincidence

between the United States and Argentina than between the United States and Chile.
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Anybody lightly familiar with Argentina’s politics and foreign policy, and the fierce
rhetoric of the Kirchners (more akin to that of the ALBA countries), would have
predicted that Argentina UNGA’s was probably converging with China, never with the
United States. We have to remember just the Summit of Americas in Mar del Plata,
Argentina, in 2005. President Bush was humiliated by President Kirchner, who also
allowed (and helped) Chavez to organize a “counter-summit”. A victorious Chavez
declared that the United States’ sponsored Free Trade Area of Americas “was buried in

Mar del Plata”.

It is not easy to explain why the Kirchners showed such a high degree of coincidence
with the United States, and there are a number of good alternatives. It is certainly easier
to explain why Argentina does not have voting convergence with China. After Hu Jintao
failed in answering the desperate personal secret letter of Kirchner in 2004, both
countries remained satisfied with the quick evolution of trade but kept politics in a low
level. It took six years to have another Argentine presidential visit to Beijing (Néstor
Kirchner 2004 to Cristina Ferndndez de Kirchner in 2010), in stark contrast with the
many visits by Chavez to China, almost every year. Kirchner was one of the few Latin
American presidents not visiting China in 2008 circa the Olympic Games. President Hu

returned to Brazil, but never visited Argentina again.

Conclusions
Argentina went through an important internal transformation in recent years caused in

high proportion by the re-emergence of China as an economic superpower. China is now
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the second trade partner of Argentina, and the first in agribusiness. There is a perception
in Argentina that the 2001 crisis was overcome thanks to the trade with China, which is
also responsible of a sizeable part of state tax revenues. It is also widely shared that the
2008-2009 global financial crisis was mild in Argentina, again, thank you to China’s

trade.

On the new sacred trilogy of Food (soy & byproducts), Fuels (oil), and Ferrum (iron ore)
(same as in Brazil, although in different order) soy has been a key component of China-
Argentina relations and trade. Also negotiations about another “F” word, Finance, have
been very important, although certain amount of success has been achieved only recently
(the 2009 currency swap). Soy expansion is the base of the growth of biologically based
industries that have added jobs and spread industrial development federally to different
provinces and areas. Environmental balance, however, is not clear yet, and dependence
on soy, as with any other biocommaodity, might be vulnerable to commodity diseases and

boost-and-bust cycles (i.e. Soluri 2011).

The G-20, the emergent and only effective global governance structure during the 2008-
2009 crisis, has been very important for Argentina (as well for Brazil and Mexico), to
enhance its importance and keep a saying in the policy debate at the height level. Brazil
also shares the BRIC forum with China, and Mexico shares another important
multilateral space with China, APEC, but for Argentina the G-20 has provided a
formidable and unique opportunity. The Kirchner administrations have prioritized

domestic politics in the G-20, but still it is relevant for foreign policy purposes, with lot
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of potential. In the United Nations, Argentina is currently the head of G-77 plus China

group, providing another opportunity for interaction and even some coordination.

In the view of President Kirchner in the seminal year of 2004, the establishment of a
strategic relationship with China was a move with a very concrete meaning. Strategic
mean “Grand Strategy”. Chinese financial help was viewed as crucial to “liberate”
Argentina from IMF control, to break financial dependency and to gain autonomy in
financial and economic decision making. In 2004 Hu Jintao decided not to risk China’s
only truly strategic relationship - that with the United States - with a distractive move in
the periphery of the global game. Kirchner never returned to China during his mandate.
For China, politically, the strategic relationship with Argentina was regionally

bounded.?®

The déja vu or the resemblance of Argentina-China relations with the relation that
Argentina has with Great Britain is an important issue for Argentina. There is a
temptation, and it is probably inevitable, to see the present with the eyes of the past. The
analysis of this relationship is embedded in the political debates of most of the 20 century
in Argentina, about economic development, about distribution, about the nature of the
links with the world and the external alliances. This debate shaped political identities,
parties, leaders’ trajectories, and opinion and public discussions. Thus the comparison or

just the metaphoric use of it is fully charged with a politically dense meaning.

26 Both countries formally keep political consultations on a regular base and they analyze the development
of the strategic relationship. The last meeting was in Buenos Aires, on March 9, 2011. The Argentine
delegation was headed by Alberto Pedro D’Alotto and the Chinese delegation was headed by the Vice
Minister of Foreign Affairs, Li Jinzhang.
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At the centennial of independent life as a country, in 1910, Argentina enjoyed one of the
highest GDPs in the world, and even social justice was modest, the social indicators were
much better than the majority of countries in Europe. The comprehensive system of high
quality free public education and a growing middle class distinguished Argentina from
most countries in Latin America. Argentina’s GDP accounted for the 50% of the total
GDP of Latin America. The idea of the similarity of the Argentina-Great Britain
relationship with the Argentina-China relationship is powerful and easy to market
internally. In particular, this is an idea very attractive to the right, since during the peak of
relations with London, the elite in Argentina also was at the peak of its political

supremacy and economic power.

Nevertheless, the cradle Argentina’s nationalism in the 20™ century has been the struggle
to overcome what was perceived as the colonial and dependency aspects of the
relationship with Great Britain, in trade sector (the Roca-Runciman agreement of 1933,
for example), the financial sector, and particularly in the massive railways infrastructure,
the most important of Latin America in its time. In this sense, Chinese planned
engagement in Argentina’s railways infrastructure projects will be judge with the
standard of this historical experience. Great Britain’s “informal imperialism” was just
“imperialism” in political debates in Argentina. For the leftist sectors this period
symbolizes the economic concentration in few hands that the close relationship
reinforced, particularly of the property of land in the Sociedad Rural members (the so-

called oligarquia vacuna). Thus, the project of limiting the acquisition of property of land
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in Argentina presented by President Cristina Fernandez de Kirchner in April 2011, with
the undeclared but obvious objective to avoid Chinese control of the land sources of food
production in Argentina, part of a global process of land grabbing or acquisitions
(Hofman & Ho 2011) must also be understand in the light not only of the coming
presidential elections of October 23, 2011, but of the experience of the historical

relationship with Great Britain.

The idea that Argentina’s relationship with China is similar to that it used to have with
Great Britain has spread easily. It recast an unknown complex present in terms of a
known and reified positive version of the past and is full of hope of restoration of glory
and greatness. It is also very easy to understand for many people, ‘things will be normal
again”, and the country will return to its position in early 20" century of “breadbasket of
world”. Argentina is not the breadbasket of China, but its role in China’s food security is
certainly becoming more important. For many in Argentina, in the first decade of the new
century, China has changed the nostalgia for the past into a timid hope for the future. The

soya oil trade crisis of 2010-11 was a wake up alert for many.

The comparison is, of course, only partially correct. Yes, Argentina once again has
someone interested in something that produces more efficiently than probably anyone
else. From the Argentine point of view, the international trade of agriculture products is
today greatly distorted by inefficient protectionism by the European Union and Japan,
and the state intervention in the form subsidies in the United States, as it has been since

the end of the World War I, a totally partial but nevertheless important explanation of

169



Argentina’s decline in the second half of the 20" century. Thus, the emergence of China
as a massive direct buyer and indirectly affecting the prices of food products on a global
scale has been the most important positive external force for Argentina’s agriculture and
economy in at least half a century.

However, the situation is very different in a number of aspects. Not only is China
obviously very different compared to Great Britain, but also the Argentina of the
bicentennial (2010) is very different to the Argentina of the centennial (1910). The
structure of society and of production in Argentina is profoundly different, as well as the
relevant political forces and parties, not to say the social movements. Just to mention a
couple, two major differences are the heavy weights of the labors unions (such as the
CGT) and the Peronism. Also, the exports structure of Argentina to China was during the
2000-2010 decade very concentrated in the soya complex; primary production exported

to Great Britain was probably more diversified.

The pervasive waves of Anti-Americanism in Argentine society reflected the strong
economic position of Argentina one hundred years ago or so, and the perception that the
United States, challenging Great Britain as a new hegemon in the Western Hemisphere,
was a threat because it was also a powerful growing competitor in agribusiness. The
continued but weakening support of Great Britain to an economically powerful Argentina
was a serious problem for the emergent hegemon in the region up to the World War II.
This anti-Americanism continued in Argentina after World War Il, even when the
economy was not as strong as it was in 1910, and the country lacked the support of the

disappeared British Empire. Eventually the gap between foreign policy and hard
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resources was costly and harmful for Argentina. A thorough adjustment of perception and
to some extend of policy only occurred after the Malvinas war. In the 1990 decade the
Menem administration tried the opposite foreign policy, which was basically the
automatically aligning (alineamiento automético) of Buenos Aires with Washington.
Thus, Argentina was the only Latin American country to fought the First Gulf War, and
latter even become a U.S. extra-NATO allied, angering Brazil. This policy, famously
depicted by the government as “carnal relations”, encountered an immense cultural and
political resistance, and was abandoned by later administrations. Nevertheless, it will be a
major mistake for China to assume that remaining anti-Americanism equates a pro-China
attitude in Argentina. Replacing “carnal relations” with “Chinese penetration” will
probably encounter huge resistance, despite the economic benefits being, at least in the

short term, more robust in the second case.

The question for Argentina would be if in the next decade it can diversify its exports to
China beyond the soy complex, adding other kinds of primary production from the
countryside, and to include more mining, and, more importantly, move to avoid
concentration in the primary sector, to move to the manufactured and services sectors.
During the past decade, exporting to China was “glorious” (to paraphrase Deng) but
diversifying products (and thus reducing dependency and risks), and adding value

through job creation will be the real test for the coming decade.
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Chapter 6

China and Venezuela: An Attempt of Diversification by Substitution®’

Introduction?®®®

Venezuela is one of the Latin American countries that has attempt harder to diversify. In
particular it is highly dependent on just one export product, oil, and for all practical
matters it has one market, the United States. Since reaching the presidency of Venezuela
in 1999, Hugo Chavez Frias has pursue a violent rhetoric against the United States, which
was particular harsh against President George W. Bush. In the period 2000-2010
Venezuela attempt to diversify import sources, export markets and foreign policy.
Chavez do not tried add new markets for Venezuela’s oil, but to achieve diversification
substituting U.S. market by Chinese market. So far the results has been modest, although
oil exports to China kept increasing during all the decade. Foreign policy becomes
increasingly divergent from that of the United States, a convergent with that of China, as

| going to explain later.

In his rhetorical confrontation with the United States, Chavez tried to lean on China.

Given the relation between China and the United States, this case has particular value to

207 A version of this chapter has been published as “China-Venezuela: Oil, Technology, and Socialism”, in
A. H. Hearn and J. L. Le6n Manriquez (eds), China Engages Latin America: Tracing the Trajectory,
Boulder: Lynne Rienner Publishers, July 2011, pp. 221-234.

2% Most insights offered here where the fruit of several interviews collected during field research done in
Venezuela, China (in 2008) and at the embassy of Venezuela in Washington, DC, who help to coordinate
several interviews in Caracas with high-rank officers at the Ministry of Foreign Affairs and the Diplomatic
academy, the Central Bank, the Ministry of Planning, etc., and several visits to the Venezuela’s embassy in
Beijing. | also did many interviews to academics, at both public and private universities, and to a couple of
scholar researching on Venezuela at the Institute of Latin America Studies of the Chinese Academy of
Sacial Sciences in Beijing, like Xu Sicheng (who published last year a biography about Chavez). | thank all
of the interviewees for the generous collaboration.
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assess China’s foreign policy toward the region and attitudes vis-a-vis the United States.
The China-United States bilateral dialogue started in 2006 had precisely Venezuela as
one of the key secret topics, as | going to explain in detail in chapter 7. During the decade
2000-2010, China tried to obtain as much oil as possible from Venezuela, gain access to
its domestic market, show commitment to the South cause developing many cooperation
projects in Venezuela, and provide its inexperienced enterprises with a friendly country
to learn how to do business abroad and in Latin America. Chavez’ leadership at ALBA
and Petrocaribe give him a lot of leverage in many countries of Latin America and the
Caribbean, which is also important for China. Given these two elements, China’s need to
preserve the relation with the United States and it willingness to obtain as much as
possible Venezuela’s oil and Chavez’ endorsement, Beijing has to walk a fine line. One
limit that China decided it cannot safely cross was to be perceived as an strategic external
balancer, supporting Chavez against the United States. This was the goal, however, of
President Chavez. There were several moment during the 2000-2010 that this was more
evident. In the following section | will examine in detail one of the most important

instances, in 2008.

2008: China’s Act of Balance, not Balancing

At the end of 2008, Venezuelan President Hugo Chévez Frias achieved a long-cherished
goal: to enlist the support of an external power in his confrontation with the United
States. Yet, contrary to his plans and expectations, this support came not from China, but

Russia. Shortly after Venezuela’s regional elections in November 2008, the flagship of
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the Russian northern fleet, the Pyotr Velikiy (Peter the Great), anchored at the port of La
Guaira near Caracas. For the first time since the days of the Cuban Missile Crisis of
1962, Moscow’s fleet sailed the Caribbean, led by one of the biggest nuclear-powered
missile warships in the world. Russian President Dimitri Medvedev visited Caracas to
establish a bi-national bank and attend a state banquet for member countries of the
Bolivarian Alternative for the Americas (ALBA)’s economic cooperation program.”®®

The occasion served as a diplomatic platform for inviting Russia to become a permanent

observer of ALBA.

In the second half of 2008, Russia and China were both central to Venezuela’s foreign
policy, illustrating the priority given by President Chavez to alliances with powerful
countries other than the United States. Moscow’s angry reaction to what it perceived as
Washington’s support to Georgia during the August 2008 Russian—Georgian war over the
status of South Ossetia and Abkhazia opened a window of opportunity for Chavez. On
September 8th it was announced that the Pyotr Velikiy, the Admiral Chabanenko, and two
other warships would soon depart for Venezuela. On September 10th, two Russian Tu-
160 “Blackjack” long-range bombers, the Alexander Molodchi and the Vasili Senko,
landed in Aragua, Venezuela. Chavez felt empowered, and the following day expelled
the U.S. ambassador to Venezuela, Patrick Duddy, and recalled the Venezuelan

ambassador in Washington, Bernardo Alvarez.?*

29 ALBA was initiated by President Chéavez to consolidate regional autonomy in the face of perceived U.S.
imperialism, and to oppose and undermine Washington’s FTAA (Free Trade Area of the Americas).

29 These diplomatic actions were taken in part to express solidarity with Bolivian President Evo Morales,
who had recently expelled the U.S. ambassador in La Paz.
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Five days after Duddy’s expulsion, a spokesperson for Chinese Foreign Minister Jiang
Yu announced that Chavez would visit Beijing, stressing that “our cooperation is based
on the principle of equality, mutual benefit, and joint development, and is not against any
third party.”®! Chavez left for China just as the Pyotr Velikiy was setting sail for
Venezuela. The visit coincided, not by accident, with the annual meeting of the General
Assembly of the United Nations in New York, where the previous year he had taken the
podium after President Bush and famously stated that he could still smell “the evil
sulfur.” Arriving in China, Chavez announced that, “Venezuela is no longer the backyard
of the United States,” and that it is “more important to be in Beijing than New York”.?*?
On September 24th he met with President Hu Jintao, and although spokesperson Liu
Jianchao diplomatically asserted that, “I did not hear any exchange of views on
cooperation in military technology or trade”, Chavez immediately announced
Venezuela’s willingness to buy 24 Chinese military training K-8 planes.?® It was evident
to observers and analysts around the world that Chévez was trying to drag China into

Venezuela’s conflict with Washington, and that the Chinese were trying to avoid this at

any cost, particularly in the context of the U.S. presidential campaign.

If the timing of the visit fit the Venezuelan president’s agenda, it also suited Beijing’s

priorities. Several Latin American heads of state visited China and met with President Hu

a Spokesperson Liu Jianchao added that, “China and Venezuela have nothing more than normal state-to-
state relations and normal cooperation between states”, and Chinese officials such as Wei Qiang made
similar comments. See the Inter-American Dialogue’s, Latin America Advisor, 1 October 2008, p.4.

212 Christopher Bodeen, “Chéavez: Beijing, not U.S., is Key”, Associated Press, 24 September 2008.

13 The K-8 military training plane is also known by the names Hongdu JL-8, Nanghang JL-8, and K-8
Karakorum. Tt has been in service in the People’s Liberation Army Air Force since 1998, and has been
exported to a number of counties, including Egypt, Ghana, Myanmar, Namibia, Sri Lanka, Sudan,
Tanzania, Zimbabwe, Indonesia and the Philippines. This extended network of users makes stocks of
replacement parts widely available, while diminishing the capacity of the United States to disrupt their
movement, as it has with F-16 parts in use by Venezuela.
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in 2008, such as Chile’s President Michele Bachelet (April), Brazil’s President Lula
(July), and México’s President Calderon (July). Chavez, however, was invited to visit
only after the 2008 Olympics Games, China’s biggest public diplomacy effort of in years.
It was his fifth visit to China since taking power in 1999, but President Hu has never
reciprocated with a visit to Caracas. Chévez visited again Beijing in 2009, and at the very
end of the 2000-2010 period, in 2010 Hu finally accepted to visit Caracas. Hu had to visit
Brazil for a BRIC meeting, and a very short side trip to Caracas was scheduled. The day
before, however an earthquake hit China and Hu decided to skip his Venezuelan stop,

despite Chavez desperation.”**

In November 2008 Hu Jintao visited Costa Rica, Cuba, and Peru, but not Venezuela. A
high-ranking Chinese official informed the author that VVenezuela was not on the itinerary
because of its regional elections on November 23rd 2008. However, Russian President
Dimitri Medvedev visited Caracas immediately after the election, and initiated military
exercises between the Russian fleet and the Venezuelan navy.”*® For Chévez these
exercises symbolically countered the re-emergence of the U.S. Fourth Fleet, based in
Mayport, Florida, which was dismantled after World War Il but reinstated on July 1st

2008.

214 A chronology of Chavez’s trips to China is presented in the Libro Amarillo, Ministerio del Poder
Popular para las Relaciones Exteriores (formerly Ministerio de Relaciones Exteriores), Caracas. The first
trip was in October 1999, during his first year in power; the second was in May 2001 after President Jian
Zemin’s state visit to Caracas, the last by a Chinese head of state; the third was during Christmas in 2004;
the fourth in August 2006; the fifth in September 2008; the sixth in April 2009. Rather than visiting in
person, Hu Jintao has sent other high-ranking figures to Venezuela in his place. Vice-President Zeng
Quinghong visited in January 2005; Li Chang-Chun, member of the standing Committee of the Political
Bureau of the Communist Party, visited in 2007; and Vice-Premier Hui Liangyu visited in May 2008; Xi
Jinping also visited Caracas in 2009, Liu Kegu visited Caracas in May 2010, and Chen Yuan in 2011.

13 The exercises culminated in Venezuela’s purchase of Russian arms to the tune of US$6.5 billion. The
purchase included 24 Sukhoi SU 30-Mk2 fighter planes (the first two were delivered in November 2006),
100,000 Kalashnikov AK-103 assault rifles (to be constructed in Venezuela by CAVIM), an unspecified
number of Dragunov 7.62 mm sniper rifles, 38 M17 helicopters, and other advanced weapons systems.
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China has tried to manage its engagement with Venezuela in such a way that it does not
compromise its relationship with the United States and its own status as a rising power.
It has begun to answer, at its own style and pace, the call by U.S. Deputy Secretary of
State Robert Zoellick that China becomes a “responsible stakeholder”. Beijing shares
with Caracas the pursuit of global multipolarity, but it has kept Chavez at arm’s length;
however, almost certainly for reasons of self-interest, including Venezuela’s huge oil
reserves, it has not abandoned him.?*® While the Chinese government wants to avoid
being used by President Chavez in his confrontation with the United States, it has taken
bold action in a number of areas of cooperation, and in this respect the China-Venezuela
relationship has bloomed. Below | outline the financial and legal instruments that have
institutionalized Sino-Venezuelan engagement. | then discuss specific projects in the oil
and telecommunications sectors, and offer some reflections on the China-U.S.-Venezuela

“triangle”.

Growing bilateral trade

Venezuela trade with China was minimal at the beginning to the decade, but is has keep
growing fast, 59.37% annually!. The attempt of diversifying has been costly to
Venezuela, and bilateral trade has been almost always with deficit for Caracas. Of course,
balance of current account if better since Chinese flow of investment must be taken into

account. Imports from China has been growing in a way that Chavez feel that at least in

% One instance of mild Chinese political support for Venezuela was the latter’s struggle with Guatemala
(backed by the United States), to be elected for a 2-year chair in the UN Security Council. After a
protracted diplomatic battle (there were 48 ballots in October and November 2006), Panama was elected as
compromise candidate for the period 2007-2009. On the Chinese government’s ambivalent relationship
with Hugo Chavez see Francois Bougon, “China keeps Chavez close, but not too close”, AFP, 11th April
2009, www.google.com/hostednews/afp/article/ALeqM5hg5SVWY SvmHPGiWVmINnJopw9iVQ
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this regard is less vulnerable to sanctions or a sudden stop of imports from the United

States, and for China, obviously, access to the rich Venezuela market has been

welcomed.
Venezuela’s Exports to and Imports from China, 2000-2010

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Exports 23 42 91 165 277 293 206 2,731 3,481 3,320 | 5,999
Imports 187 348 227 157 392 808 1,485 2,800 3,296 3,207 | 4,015
Total 10,01

Trade 210 390 318 322 669 1101 1691 5,531 6,777 6,527 4
Annual 85.71 18.53 1.26 107.76 | 64.57 53.59 | 227.08 | 22.53 - 53.42

Change % % % % % % % % 3.70% %

Trade

Balance -164 -306 -136 8 -115 -515 -1279 -69 185 113 1984
1.49:

Ratio 8.13:1 | 8.28:1 | 24911 | 1.051 | 1.41:1 | 2.76:1 | 7.20:1 | 1.02:1 | 1.06:1 | 1.04:1 1

Table elaborated by author. Source: DOT/IMF/IADB. China is mainland. Ratio rounded. U.S. Millions
Dollars.

Venezuela-China Trade, 2000-2010

Average
Total Total Total Total T. Average Average Average Annual Average
Exports Imports Trade Balance Exports Imports Total Trade Change Balance
16,628 16,922 33,550 -294 1,511.60 1,538.40 3,050 59.37% -26.73
Table elaborated by author. Source: DOT/IMF/IADB. China is mainland. Ratio rounded. U.S. Millions

Dollars.

180



12000

10000 —
8000
6000 =—4—Exports
== mports
4000 }M’ Total Trade
2000 g
0 T T T 1
O & O &  H Ho A & O S
SO RN SN S M SR SIS MR MU NI

20 R S O M N e N e

The broad parameters of China—Venezuela cooperation

The development of China-Venezuela economic relations over the past decade has been
nothing less than impressive. Alluding to projects ranging from oil exploration to the
creation of Venezuela’s first satellite, President Chavez frequently points out that Sino-
Venezuelan cooperation extends “del subsuelo a la estratésfera” (from under the ground
to the stratosphere). Other important sectors of Chinese involvement include finance,
telecommunications, housing construction, railways, oil tankers, and agriculture,

including a national “Bolivarian Aqueduct” irrigation system.

In 1998, when Chavez won the presidential election, bilateral trade was $200 million. By

2003 it had jumped to $742 million; in 2004 it almost doubled to $1.33 billion; in 2005 it

was $2.14 billion; in 2006, it doubled again to $4.32 billion; in 2007 it reached $5.80
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billion, and in 2008 mushroomed to $9.85 billion of China’s $140 billion of trade with

Latin America that year.?"’

Reliable data on Chinese investment in Venezuela is difficult to gather, but according to
the Chinese Embassy in Caracas, in 2006 Venezuela was home to the most important
stocks of Chinese investment in Latin America.?*®l estimate that Chinese investment In
Venezuela has probably accelerated during the crisis of 2008, although it is generally
difficult to distinguish between announcement and effective realization, and also secret
loans might be possible. In any case, taking together Venezuela rejection or lack of
enthusiasm to deal with U.S. dominated multilateral lenders (such as the World Bank, the
Inter-American Development Bank and the International Monetary Fund) and Chinese

available liquidity, China has become a de facto last resort lender of Venezuela.

Bilateral planning and management is overseen by the Venezuela—China High Level
Commission, created on 24 May 2001 and directed on the Venezuelan side by the
Minister of Planning and Development, Dr. Jorge Giordani (replaced in 2008 by Haiman
El Trudi); and on the Chinese side by the Chairman of the State Development and
Reform Commission, Ma Kai. The Commission convenes in Beijing and Caracas, and
held its seventh meeting during President Chéavez’s visit to Beijing in September 2008.

Last meeting was the eleventh meeting in Caracas, November 2011. From its outset,

21 See “Chinese vice president predicts bright future for China-Venezuela ties”, Xinhua, 18 February 2009,
http://news.xinhuanet.com/english/2009-02/18/content_10843105.htm

Also see Tyler Bridges, “China makes its move as U.S. falls back in Latin America”, McClatchy
Newspapers, 8 July 2009, http://www.mcclatchydc.com/226/story/71510.html

218 Jorge I. Dominguez (ed.), “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Inter-American Dialogue Working Paper, June 2006, p.41.
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Sino-Venezuelan cooperation has focused on cooperation in the energy and agricultural
sectors, and according to Venezuelan sources, more than 318 agreements have been

signed between the two countries, most of them during Chavez’s mandate.

To finance cooperative ventures, the two countries established a Heavy Strategic Fund of
$6 billion, consisting of a $4 billion soft loan from China and a $2 billion investment by
the Venezuelan government. During the presidential meeting of September 2008 a
further $4 billion was injected into the fund, and in early 2009 China’s vice president, Xi
Jinping announced in Caracas that the fund would grow to $12 billion. The increase was
confirmed during President Chavez’s April 2009 visit to Beijing, and expanded once
again shortly afterwards to $16 billion dollars, with an injection of Chinese capital in
return for commitments of Venezuelan oil. While it is difficult to discriminate between
announcement and concrete contribution, the fun has accumulated between 32 billion to
40 billion dollars up to 2011. Smaller but similar initiatives created by Venezuela with
Russia and Iran have been beset by complications, but the Chinese fund, despite initial
difficulties, is now supporting a range of projects in the energy, telecommunications, and

transport sectors.

Technical cooperation between China and Venezuela was propelled forward by the visit
of the Chinese Vice President Xi Jinping in February 2009 to Caracas and President
Chéavez’s visit to Beijing in April. Besides the expansion of collaboration in the oil and
communication sectors (discussed below), an important recent development is a railway

project undertaken by the China Railway Group Ltd, appointed by the Venezuela
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Railway Authority to design and build a 468-km railway through the Los Llanos tropical
grasslands. The railway, called “Ferrocarril de los Llanos Emilio Arévalo Cedeno”, that
unites the states of Guarico, Aragua, Anzoategui, and Cojedes. The line, also known as
the Tinaco-Anaco, will transport 6 million passengers and 10 million tons of cargo per
year, and is scheduled to be operative in 2011 (not confirmed). Contracted to the tune of
$7.5 billion dollars, the project will dramatically improve the existing railway
infrastructure in Venezuela, while helping the Chinese company and its parent (China
Railway Engineering Corp) to continue overseas expansion. Rails and other hardware
will be provided by Venezuela’s largest steel company, SIDOR, which was nationalized
in mid 2008. Chinese railway design and construction has recently become popular in
other Latin American countries. A series of projects has already been carried out in

Argentina, and Bolivia has also requested Chinese cooperation in building a fast train.

The legal framework for technical cooperation is usually established through joint
venture companies, in which Venezuela keeps a majority of shares (in the case of the
railways the proportion is Venezuela 60% and China 40%). Such infrastructure projects
are generally overseen at the Ministerial level, and the crucial figure on the Venezuelan
side has been the Minister of the Popular Power for Planning and Development, Jorge
Giordani. Collaboration with China continues to expand, and now engages almost every

economic and infrastructure sector.

Oil: the prime mover of Venezuela’s foreign relations
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Economic relations between China and Venezuela revolve around oil; the single most
important component of the latter’s exports and tax revenues.”® A net oil importer since
1993, China has tried to secure supplies in many corners of the world, such as Sudan and
Angola. Even before Chavez took office in 1999, oil was the economic foundation of the
relationship, and since then both sides have attempted expand cooperation in the field as

fast as possible.

According to the official report of the Hu-Chavez summit of September 2008, “China is
ready to deepen ‘all-phase and integrated’ oil cooperation with Venezuela.”??° The report
underscored the mutual benefit to be gained in the sector: China needs to secure new
sources of imported oil to continue its rapid economic growth, and Venezuela under
Chévez wants to reduce its dependency on the U.S. market, to which it sold more than
60% of its output in 2007. During his trip to Beijing in September 2008, President
Chévez announced the goal of selling 1 million barrels per day (bpd) of oil to China by
2012.%%' This goal will probably not be reached, in my view. The $12 billion Sino-

Venezuelan development fund (latter expanded to $32 billion dollars) will be used in part

% On Venezuela’s dilemmas in oil trade with China and the United States, see Javier Corrales, “Why
Venezuela is trapped, for now: China, Iran and Venezuela’s search for oil markets”, in Barbara
Hogenboom and Alex E. Fernandez (eds), The “China effect” on Latin America, Amsterdam: CEDLA,
forthcoming. On the history of Venezuela’s oil industry see Luis Xavier Grisanti, “Hernandez Grisanti y el
nacionalismo petrolero”, analitica.com, 24 August 2009,
http://www.analitica.com/va/economia/opinion/6431059.asp; and Carlos Rossi, El Epilogo del Petréleo,
Caracas: Editorial Panapo, 2007. On the role of oil in Chavez’s foreign policy, see Carlos E. Romero,
Jugando con el Globo: La Politica Exterior de Hugo Chévez, Caracas: Ediciones B, 2006; and Jesus
Eduardo Tronconi Heredia, ¢EIl Petréleo: Arma de la Revolucién?, Caracas: Rayuela Taller de Ediciones,
2008.

20 Ministry of Foreign Affairs (PRC), “Hu Jintao Talks with Chavez”, 24 September 2008,
http://www.mfa.gov.cn/eng/wjb/zzjg/ldmzs/gjlb/3538/3540/t515078.htm

21 “Venezuela to buy Chinese combat planes: Chavez”, AFP, 21 September 2008,
http://afp.google.com/article/ALegM5gTqVTXDIFh8pewc Fp2AJiF8fTbA
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to increase Venezuela’s oil production capacity, but observers remain skeptical about the

feasibility of Chavez’s aspirations.?*

Oil has historically been a central factor in Venezuelan politics, both domestic and
international, and Venezuela under Chavez’s is no exception. An anti-Chavez strike at
PDVSA in 2002-2003 prompted the government to dismiss more than 20,000 qualified
workers, eroding the technical capabilities of the company. Production has since
decreased steadily, but the losses have been more than offset by the inflation of oil prices

in the 2000s, reaching an impressive peak in July 2008 at $147 per barrel.

Oil is squarely at the core of Chavez’s foreign policy. Venezuela was a founding member
the Organization of Petroleum Exporting Countries (OPEC), and has actively pushed for
higher prices within the organization. In 2005 Chavez created PetroCaribe, a multilateral
organization that seeks to provide oil to Caribbean and Central American countries on
favorable financial terms. He also created PetroSur, initially to advance the construction
of a 6,000 kilometer pipeline between Venezuela and Argentina (at the cost of $10
billion), and later to integrate with the state-operated oil enterprises of Brazil, Bolivia,
Paraguay, and Uruguay. These projects encompass oil exploration, exploitation,
transport, storage, and refinement. As a collaborator in the PetroCaribe initiative, Cuba

has by far been the greatest beneficiary of these developments.

222 Jorge I. Dominguez (ed), “China’s Relations with Latin America”, op. Cit.
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Despite the publicity generated by the diplomatic skirmishes between the United States
and Venezuela, the relationship between the two revolves around oil, as it as for a
century. Depending on the year, the United States receives between 60% and 90% of
Venezuelan oil exports, accounting for 8 to 10% of U.S. daily imports. A functional
bilateral relationship is therefore important to both Washington and Caracas, and any
interruption of the northbound oil flow, although possible, is highly improbable. Such a
disturbance would extinguish a crucial source of hard cash for Venezuela, and
compromise the viability of its network of CITGO retailers of Venezuelan-based
petroleum in the United States. Conversely, if it refuses to buy Venezuelan oil, the
United States would be forced to find alternative sources, which are not readily available.
This structural impasse is the root of an acute political paradox: Chévez is a socialist
leader who promotes Bolivarian revolution backed with U.S. dollars; while the United
States cannot easily avoid sending billions of dollars to the leader that has done more to

than any other to erode its hegemony in Latin America over the past decade.

To reduce its dependence on the U.S. market, Venezuela has two main options. One is to
increase oil production in order to augment exports to China while retaining the
profitable U.S. market, though diminishing the latter’s relative weight in terms of total
exports. The other is to redirect U.S.-bound exports to another reliable customer.
Experimentation with these strategies has so far proven disappointing for Chavez.
Greater exploration and production requires investment, which has not been forthcoming

from PDVSA. Production has in fact declined, and although the resulting losses have
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been offset by high oil prices, a number of chapters in this volume correctly point out that

since July 2008 resource prices, including oil, have collapsed.

Similarly unfortunate for Chavez is the unlikelihood that China, or any other country,
will encroach on the market share of Venezuelan oil currently occupied by the United
States. There are few facilities in the world that can handle Venezuela’s “heavy” crude
oil, which contains high levels of sulfur, and most of them are in the United States.
Furthermore, the timeframe (and therefore cost) of shipping a ton of oil from Venezuela
to the United States is between 3 and 7 days, compared to between 30 and 40 days to ship
the same volume to China. To reduce reliance on U.S. and other foreign firms, Venezuela
has leveraged technology transfer from China to develop the necessary technical facilities
and human capital for producing its own drilling rigs. The two countries have also agreed

to jointly build oil tankers in Chinese shipyards, and to construct a shipyard in Venezuela.

Venezuela has declared reserves of 315 billion barrels of oil, which if certified will put
Chéavez in control of one of the world’s largest stocks. Much of this oil is thought to be in
an area of the Orinoco Basin that is difficult to access, and furthermore, it is in the form
of tar-like deposits. Canada has similar deposits, and has shown that the technology for
processing this substance is expensive, not easily available, and environmentally
damaging. The high cost of converting the substance into oil makes the viability of the
process vulnerable to fluctuations in demand for the final product: high oil prices on
world markets can absorb the cost of production, but low prices make production

unprofitable. One critical venture is the construction in China of three refineries capable
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of processing Venezuela’s heavy oil. This may ultimately provide an alternative to

existing facilities in the United States, but the refineries will take some years to build.

Changes to the legal framework of the Venezuelan oil sector, in force since 1 January
2002, have calibrated the national economy for conducting international business through
state-to-state channels rather than through private companies. Consequently, projects,
investments, and transactions are implemented by way of joint ventures, in which
Venezuela retains a majority share of actions (at least 51%) for itself. This legislative
maneuver has affected previously signed agreements between PDVSA and Chinese
companies such as CNP and Sinopec. Officially China acknowledges Venezuela’s
sovereignty, but in private conversations Chinese executives seems to be anxious about
legal security and stability, a concern they share with officials from Western public and
private institutions. Be this as it may, the Chinese economy needs oil, and Chinese
companies have adapted to Venezuelan conditions to keep a share in its oil market, and
commitments in oil industry are long term ones, maturation of investment take many
years. Cooperation continues to expand, and projects including rigs and other heavy

hardware are blooming.

Telecommunications: from satellites to cell phones

Alongside the oil sector, telecommunications has become a key focus of Sino-

Venezuelan cooperation, symbolically spearheaded by the creation of Venezuela’s first

satellite. On 29 October 2008, at 16:53 GMT, China successfully launched the Venesat-1
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Simon Bolivar, a Chinese Dong Fang Hong 4 Class (DFH-4) satellite, from the Xichang
Satellite Launch Center in Sichuan. President Chavez observed the launch from a
Chinese-built satellite control base in the Venezuelan town of Luepa, in the state of
Bolivar, in the company of Bolivian President Evo Morales, especially invited for the
occasion. The satellite was built by China Great Wall Industry Co., which is linked to the
China Aerospace Science and Technology Corporation (CASC). Weighing 5,100
kilograms and carrying 28 transponders, it has the capability to support internet and
television, thereby permitting the transmission of Telesur, the official television network
created by Chévez to provide an alternative to CNN. The satellite operates from a 78-
degree west geosynchronomous orbital position ceded by Uruguay in exchange for 10%

of the satellite’s capability.

The coverage of the “Bolivarian Satellite” extends across the Caribbean, Central
America, and South America except for the southern regions of Argentina and Chile, and
it is expected to remain fully functional for 15 years. The initiative was born in
conversations in October 2004, pushed by Chavez’s visit to Beijing in December that
year, and formalized through a bilateral agreement signed on 1 November 2005. China
built two control stations in Venezuela (in the states of Bolivar and Guarico), and more
than 90 Venezuelan engineers were trained in China to operate the satellite. The first of
these engineers arrived on 2 March 2007, and alongside their technical training were
required to study Chinese language and history. The total cost of the project has been
estimated at more than $400 million dollars, and President Ch&vez has announced that a

second satellite will be built, this time to undertake strategic reconnaissance and
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surveillance. To showcase the technological sovereignty achieved by Venezuela with
China’s support, it is likely that the second satellite will be built in Venezuela but

launched in China, probably in 2013, although the project might well be delayed.

Another development in the telecommunications sector is the quick penetration of
Chinese companies into Venezuela’s expanding cellular phones market. Huawei has been
the most active, but Alcatel Shanghai has followed closely on its heels, and ZTE has
recently built cellular phone factories in Cua (in the state of Miranda) and elsewhere, and
won a lucrative contract to provide Venezuela with internet television (IPTV). Venezuela
has become as a ground test for new Chinese companies trying to learn how to do
business in Latin America, shortening learning curves. These companies have keenly
watched the expansion of domestic telecommunications in Venezuela, particularly the
growth of demand for cell phones to 7 million new handsets per year, and they now
control the market through investment in infrastructure and the supply of ever-evolving
cell phone models.”® They represent an immediately visible Chinese presence in
Venezuela: according to the official propaganda they are the new face of South-South
cooperation that has a direct and concrete impact on the quality of life of millions of

Venezuelans.

The China-U.S.-Venezuela triangle

8 «Venezuela's Chinese-technology cellular phone causes consumer frenzy”, People’s Daily Online,

http://english.people.com.cn/90001/90776/90883/6655034.html, 11 May 2009.

191


http://english.people.com.cn/90001/90776/90883/6655034.html

The report on the September 2008 already mentioned meeting of Presidents Chéavez and
Hu issued by China’s Ministry of Foreign Affairs revealed the diversity of perspectives
and expectations harbored by the two about their relationship.?** China ranks its bilateral
relations in the categories “strategic partner” (higher significance), “cooperative partner”
(medium significance), and “friendly cooperative relations” (lower significance).
Venezuela was upgraded in May 2001 from “friendly cooperative relations” to “strategic

22
partner”, >

and the report on the presidential meeting noted that Chéavez views
“cooperative relations with China from a strategic point of view”. However, as if to stress
the benevolence and innocence of Sino-Venezuelan relations, the same report mentioned
twice that China views the relationship as a “strategic partnership of common
development”. It made no mention of Venezuela’s purchase of 24 K-8 military training
aircraft.

Relations with the United States are a priority for China, and policy toward Venezuela
and Latin America are accordingly subordinated.??® Beijing is acutely aware that since
the establishment of the Monroe doctrine on 2 December 1823, Latin America has been a
sphere of vital interest to the United States. Unlike Russia, China has more to lose than
gain from playing the “Venezuela card” in its relations with Washington. Strategic
restraint was evident in the 5 November 2008 release of China’s Policy Paper on Latin
America and the Caribbean, the country’s most important official statement on Latin

America. The paper was made public the day after the U.S. presidential election in order

to minimize the chance that China’s engagement with Latin America be targeted by the

224 Ministry of Foreign Affairs (PRC), “Hu Jintao Talks with Chavez”, op. cit.

22 Jorge 1. Dominguez (ed), “China’s Relations with Latin America”, op. cit., p.41.

26 Gonzalo Paz, “Rising China’s ‘Offensive’ in Latin America and the U.S. Reaction”, Asian Perspective,
vol.30, no.4, 2006, pp. 95-112.
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campaign of either candidate as an undesirable political factor. The strategy succeeded:
China-Latin America relations were almost completely absent from the race to the White
House, mentioned only on one rare occasion in the presidential debate of 26 September
2008, when Senator Barack Obama said, “the conspicuousness of their presence is only

227
matched by our absence”.

The 2006 electoral battle between Venezuela and Guatemala for a temporary seat in the
UN Security Council was important for both the United States (which backed Guatemala)
and Venezuela, but not for China. The battleground for winning votes was Latin
America and the Caribbean, and while China’s position was not a major factor in the
outcome, for Chavez the election was a test of China’s loyalty. China openly supported
Venezuela, but made no effort to convince other voters in the region, probably due to a
prior arrangement with the United States. The eventual election of Panama as a
compromise candidate reflected Panama City’s long-practiced ability to maneuver

between foreign interests in its Canal.

The structure of U.S.-Venezuela relations remains essentially unchanged after the
transition from the Bush to the Obama presidency, principally because of the need of
both sides to sustain the northerly flow of oil. The new administration has, however,
brought a fresh attitude to the relationship, and President Chavez has somewhat
diminished his rhetorical attacks on the United States. The diplomatic thaw allowed

Secretary of State Hillary Clinton to achieve an agreement for the return of ambassadors

22T Inter-American Dialogue, Latin America Advisor, op. cit., p.1.
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Bernardo Alvarez and Patrick Duddy to their respective posts in Washington and

Caracas.

During the 5th Summit of the Americas, held from 17-19 April 2009 in Trinidad and
Tobago, the two presidents shook hands, and Chavez gave Obama a copy of Eduardo
Galeano’s classic book, The Open Veins of Latin America. Before going to the summit,
President Chavez made his 6th visit to Beijing, from 8-9 April, where he proclaimed that
China is the world’s new “center of gravity”, and that a new world order free of U.S.
hegemony is emerging. At the 64th UN General Assembly in New York, on 24
September 2009, speaking after President Obama, President Chéavez stated that he could
smell hope, in sharp contrast with his 2006 “sulfur” speech following President Bush in
the same place. He compared Obama with John F. Kennedy, though later warned that
there are “two Obamas”. Earlier in 2009 he also severely criticized the agreement
between the government of Colombia and the United States to let U.S. forces to use

seven Colombian bases.

Just as Sino-U.S. relations are a top international priority for China, the same holds true
for the United States. The Global Trends 2025 report, released by the U.S. National
Intelligence Council on 20 November 2008, states that China is “poised to have more
impact on the world over the next 20 years than any other country”, and that the United
States “will have less power in a multipolar world than it has enjoyed for many

decades”.?® China’s appears to want closer links with Venezuela and other socialist

228 Peter Finn and Walter Pingus, “Report Sees Nuclear Arms, Scarce Resources as Seeds of Global
Instability”, The Washington Post, 21 November 2008, A10.
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elements in Latin America, a region historically shaped by U.S. hegemony, but in which
most countries now want closer links with Beijing. It is therefore proceeding cautiously,
testing the limits of what can be done with minimal risks. Its engagement with the
region, caution notwithstanding, implies an important identity change for the United

States.

Taking the period 2000-2010, the qualitative evidence makes clear that VVenezuela has
move its foreign policy away from that of the United States. The creation of ALBA, of
Petrocaribe, the harsh presidential rhetoric, all of them confirms and sustains the trend.
Another way to look at it is to analyze Venezuela’s voting pattern at the United Nations

General Assembly (UNGA) in order to seek evidence of foreign policy diversification.

As | mentioned elsewhere in this dissertation, this approach has been used only two times
in this field of China-Latin America relations, although in a different time framework and
with several methodological differences. Dominguez (2006) examined voting patterns at
UNGA from 1991 to 2002 and found that “Chavez election had no significant impact on
the pattern of Sino-Venezuelan voting coincidence in the General Assembly”, although
he include a caveat saying that was “to soon to tell whether deepened trade relations
would generate closer political relations”.?*> Dominguez first performed a comparison of
voting coincidence between China and Chile in all votes, using Japan as calibration; and

secondly, just in the cases were there was no coincidence between China and Japan.

22 Dominguez, Jorge I. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, p. 15.
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| compared Venezuela with Mexico, Chile, Argentina, and China, following
approximately the methodology of Chen, which was developed it just to analyze the
Mexican case.?*® Technically speaking, | included Brazil for calibration. The baseline for
comparison is voting of the United States; however, considering not all voting instances
recorded in a single UNGA session, but the degree of coincidence with “important
votes,” as defined by the United States Department of State. For the sake of clarity, the
several votes in which there was consensus were eliminated (therefore, it must be noted
that because of this factor the “real” average coincidence with the United States is
actually higher than shown considering all the “important votes,” that is including these
in which there were consensus). As | mentioned, | performed an analysis of the voting
pattern of Venezuela and the other cases, at the United Nations General Assembly
(UNGA). The overall findings can be seen in the figure Graphic Voting pattern at
UNGA, 2000-2010, in the Conclusions of this dissertation. The results for each country
are analyzed in each case study. The findings for Venezuela, summarized in the
following figure, provide very useful data to test China’s influence in the Venezuela’s

foreign policy.

Venezuela’s Voting Pattern at UNGA, 2000-2010

20 Minglu Chen, “Negligence or Arrogance? Mexico from the Chinese Perspective”, presented at the
International Workshop “China and Latin America”, University of Leeds, May 11, 2011, organized by the
National Institute of Chinese Studies (University of Sheffield and University of Leeds), pp. 1-12.
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A synthetic interpretation of these findings is the following. Since Chavez reach the
Presidency of Venezuela in 1999, Venezuela’s voting pattern at the UNGA in relation to
the United States’ voting record, was quite similar to that of many other Latin American
countries. Venezuela’s foreign policy dramatic turn, however, come during the 2004
recall referendum. The 2004 referendum was the last major attempt of the opposition to
overthrow President Chavez, after the failed coup d’etat attempt against Chavez in April

11-14, 2002 and the tough two-month PDVSA strike in December, 2002.

As | have mentioned elsewhere 2004 was also the year that China become a more visible
presence in Latin America, and that awareness about that increased sharply in the United
States.”®! Venezuela’s dramatic foreign policy turn in 2004 (visible in leaving
convergence with the United States at the UNGA and converging with China’s voting
pattern) consolidated a direction that continued after during the rest of the period under

consideration (2000-2010). In fact, in 2008 and 2010 Venezuela coincidence with the

21 Gonzalo Paz, “Rising China’s ‘Offensive’ in Latin America and the U.S. Reaction”, Asian Perspective,
vol.30, no.4, 2006, pp. 95-112.
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United States was even minor than China’s already very low coincidence with the United

States.

Conclusions

Venezuela has diversified, to some extent, substituting modestly the United States by
China as a market for its oil. Exports remained sharply concentrated on oil; no substantial
diversification was done there. Politically, after 2004, Venezuela’s foreign policy has
sharply diverted from that of the United States and has converged with that of China.
China has managed, nevertheless, to maximize access to Venezuela’ oil, while

minimizing the political cost vis-a-vis the United States.

Oil will remain the key Chinese interest in VVenezuela. The reduction of transport times
and costs are being explored through the joint construction of Post-Panamax extra-large
“supertankers”, whose passage from the Atlantic to the Pacific will require the Panama
Canal complete the widening project going on. A strategic alternative is the construction
of a pipeline from Venezuela, through Columbia, to the Pacific, or a shorter pipeline
through the Panama isthmus. The technical and political feasibility of these projects
remain uncertain. The construction of heavy oil refineries in China would alleviate
dependence on U.S. facilities, but the time horizons for bringing them online are lengthy.
They have been announced several time but not hard evidence on the state of the projects

has been collected.
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The security component of China—Venezuela relations is developing in a steady but
controlled fashion. In addition to military personnel exchanges and the purchase of the 24
K-8 planes, a second satellite equipped with reconnaissance capabilities is a likely
prospect. In fact, Russian cooperation to set up a factory to produce 100,000 AK 103
assault rifle worries more Washington, since the weapons easily might end in the hands
of FARC in neighboring Colombia. External developments, such as the 2008 and 2010
arms deals between the United States and Taiwan, or even worst, a China-U.S. sudden
crisis over Taiwan, may lead China to reconsider in the future its (so far) restrained

stance in this sphere.

Another factor in the future of the bilateral relationship is immigration. Chinese
immigration to Venezuela is on the rise, and while there are no official figures, it is
clearly the case that the number of Chinese living in Venezuela is growing rapidly.
Officials have privately speculated that there are now 150,000 Chinese in the country,

though how they may come to serve as middlemen is, as yet, uncertain.

Political changes in the United States and Venezuela will surely influence the dynamic of
Sino-Venezuelan relations. On 2 December 2006 Chavez was, for the first time, defeated
in a referendum that sought popular approval for the institutionalization of socialism and
for legal changes to remove limits on his re-election. On 23 November 2008 regional
elections in Venezuela saw Chavez’s allies win 17 of 22 states, but the opposition won
six key states, including Caracas. Their term will end in 2013, and there will be elections

again on October 2012. There will also be elections in the United States on November 6,
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2012. Any change in the political direction might have an impact on U.S.-Venezuela’s

already deteriorated relations.

The global financial crisis that erupted in 2008 modified some parameters for
policymakers. The impact of the crisis in Venezuela has been conditioned by pre-existing
systems of economic management, such as funds controlled directly by the government
to free up the allocation of resources. Venezuela’s almost total dependency on oil exports
make the global price of oil a good indicator of the general health of the economy. Since
mid 2008 the price of oil has declined sharply, from a peak of $147 in July to
approximately $30 dollars per barrel at the beginning of 2009, and $60-$70 later in the
year. During most of 2010 it has been around $90-100 dollars per barrel. Despite the
comparatively weak performance of oil compared to mid 2008, recovery in 2009 has
exceeded the expectations of pundits, and has buoyed the economic superstructure of
Venezuela’s revolutionary process, although inflation remain the highest of the continent

at around 25-30%.

China has become an alternative source of financing for Venezuela, a kind of
countercyclical policy against oil busts, a kind of lender of last resort, in this substituting
in this role other traditional source of financing, such as the World Bank or the Inter
American Development Bank and their associated conditionality. How and when the
world emerges from the crisis will have a direct impact on China-Venezuela relations,

U.S. reactions to their relationship, and the flow of oil underlying both.
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Chapter 7

U.S. Reactions to China-Latin America Relationship

Introduction

It is now time to turn to the examination of U.S. responses to China’s penetration in Latin
America and the Caribbean. The starting point is that to fully capture these responses it is
important to understand that, at the same time, the responses are connected to both the
history of the U.S. relationship with Latin America and to US current relations with
China. I have already mentioned Peter H. Smith’s cardinal idea that “the fundamental
determinants of U.S.-Latin American relations have been the role and activity of
extrahemispheric actors, not the United States or Latin America itself”.?*? He further
argued that “speculation over the changing nature of U.S.-Latin American relations thus
provokes complex questions of historical causality. Of logical necessity, it also requires
exploration of apparently remote and distant eras”.”*® An exploration of this has been
done in chapter 2, with a focus on hegemony and extrahemispheric challenges, which is

thus the necessary base for this analysis.

The academic literature addressing the issue of U.S. reactions to the China-Latin America
relationship is relatively new, limited, but growing. I devoted a full section (“Will the

hegemon bark? America’s possible reactions”) to the analysis of United States’ responses

82 Peter S. Smith, “Introduction: Global politics and U.S.-Latin American Relations”, Talons of the Eagle,
Oxford University Press, 3er. edition, 2008, p. 2.
233 peter S. Smith, “Introduction: Global politics and U.S.-Latin American Relations”, Talons of the Eagle,
Oxford University Press, 3er. edition, 2008, p. 7
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in my article of 2005.%*

Most of this analysis is still valid and it has been amplified. U.S.
reactions, however, are generally mentioned -but not analyzed in depth- in the general
context of analyzing China-Latin America relations. Dominguez (2006), writing on Latin
America-China relations noted that “military or militarily-sensitive relations changed
little, notwithstanding the fears of some in the United States”. He, as I, also quoted the
later frequently cited testimony of General Bantz J. Craddock (head of the U.S. Southern
Command of March 9, 2005 on the expansion of military contacts and exchanges.?*®> On
March 11, 2010, General Douglas M. Fraser, United States Southern Command, posited
that “China is conducting more military training and educational exchanges, entering into
a larger number of technology transfers agreements, and selling sophisticated defensive
military items such as air surveillance radars and military aircraft. China is also finding

new areas for cooperation in the commercial space sector as seen in the China-Brazil

Earth Research Satellite (CBERS) program”.236

Smith (2008) stressed the U.S. preoccupation about China’s role in Panama Canal and
expressed that “conservatives in the United States have more recently voiced disapproval
over’s China’s continuing support for Fidel Castro, over its growing interest in
Venezuela, and over the deployment of Chinese peacekeepers in Haiti”.*®" The
Americans were very worried and contacted the Taiwanese to know their point of view.

On April 22, 2010 I interviewed a senior Taiwanese diplomat, and | asked about this

2 Gonzalo S. Paz, “Rising China’s Offensive” in Latin America and the U.S. Reaction”, Asian
Perspective, Vol. 30, No. 4, 2006, pp. 95-112.

% Jorge Dominguez et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Inter-American Dialogue, Working Paper, June 2006.

2% posture Statement of General Douglas M. Fraser, United States Air Force Commander, United States
Southern Command, before the 111™ Congress, Senate Armed Services Committee, March 11, 2010.

27 Peter S. Smith, “Latin America: Exploring Unexpected Opportunities”, Talons of the Eagle, Oxford
University Press, 3er. edition, 2008, p. 367.
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issue. He told me “I remember the case of the Panama, when Hutchinson Whampoa
(HW) won a bid for some facilities in the Panama Canal, the United States’ Congress
become very nervous...Hutchinson Whampoa have links with the Chinese armed
forces...then the American Institute in Taiwan-AlT (note: virtually the American
Embassy in Taipei) wanted to talk with us, the Ministry of Foreign Affairs. But the
activities of HW is more economically oriented...is like a highway, at the beginning there
IS a gas station and at the end there is another one, but this not an obstacle for going

through it”.%*®

Chinese scholar Xiang Lanxin (2008) has also called the attention of the “the U.S. factor”
in China-Latin America relations.”** According to him “many members of the policy elite
in Washington believe China now poses direct threat to the guiding principle of US-Latin
America relations first proclaimed in the 1820s in the Monroe Doctrine”. In 2008
Stallings considered the relationships between US, China and Latin America as
triangular, and Tokatlian defined them as an “asymmetric triangle”, but without
deepening too much on U.S. policy.?”® Ellis (2009) posited that “China’s relationship
with Latin America profoundly impacts the region and the United States’ relationship to
the region”. He has written about the “increasing constraints for US operations in the
hemisphere” and the “impact of China’s presence on US agencies”.*** While there is

ample consensus among scholars, incremental knowledge accumulation has been modest.

2% personal interview with a senior Taiwanese diplomat in Washington, April 22, 2010.

% |n Riordan Roett and Guadalupe Paz (eds.), China’s Expansion into the Western Hemisphere, Brookings
Institution Press, 2008, p. 49.

#9 gee their chapters in Riordan Roett and Guadalupe Paz (eds.), China’s Expansion into the Western
Hemisphere, Brookings Institution Press, 2008.

1 R, Evan Ellis, China in Latin America. The Whats & Wherefores”, Lynne Rienner, 2009, p. 271 and pp.
284-286.
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The best attempts to understand US policy in this regard are probably the most recent
efforts. In 2011 Daniel Erickson published an interesting chapter title “conflicting US
perceptions of China’s inroads in Latin America”, written before becoming a senior
advisor at the Department of State, so it is fair to assume that he brought some of his

ideas to his new job.?*?

He stated that “...China is a nondemocratic country that is viewed
as a potential rival to US influence across the globe over the long term. The United States
clearly does not enjoy the same comfort level with China that is has with the European
Union, and this sometimes leads US officials to describe China’s presence in Latin
America as a “threat” to US interests”. Also in 2011 Cynthia Watson wrote a chapter on
this subject. She pointed to “a persisting fear in Washington that the dangers of China’s
engagement in Latin America outweigh the opportunities for the United States” and that
“congressional apprehensions about Chinese military activities in Latin America are most
prominent in relation to Caracas and Havana”.?*® Again in 2011 Ledn posited that the
“U.S. lacks, so far, goals and instruments to cope with the growing presence of China in
Latin America” and “Beijing has become, like it or not the main challenger to U.S.
Hegemony”. He has also distinguished between soft-liners and hard-liners. Among the

first ones he includes “the Presidency, the Department of State, and the liberal lawmakers

and scholars” and among the second ones, “certain sectors of the Department of Defense

2 Daniel Erickson, “Conflicting US Perceptions of China’s Inroads in Latin America”, in Adrian H.

Hearn, and José Luis Ledon-Manriquez, China Engages Latin America. Tracing the Trajectory, Lynne
Rienner, 2011, pp. 117-138.

3 Cynthia Watson, “Obama, Latin America, and the Middle Kingdom”, in Adrian H. Hearn and José Luis
Leon-Manriquez (eds.), China Engages Latin America. Tracing the Trajectory, Lynne Rienner, 2011, pp.
111-112.
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and the Congress, conservative scholars, and some of the usually fear-mongering think

tanks” 244

In addition to this embryonic literature, this chapter covers new ground. It offers a
clearest interpretation grounded in original research produced as a result of multiple
interviews conducted with American diplomats, particularly the office of the Assistant
Secretary for the Western Hemisphere Affairs of the Department of State and others
stationed in several Latin American countries. These interviews let the voice of the
policymakers to be expressed directly, providing more accuracy to any estimate of US
policies. It also provides data obtained from several important cables exchanged between
American embassies in the region and in China (Beijing and Shanghai) and the
Department of State, accessed following the long process of the Freedom of Information

Act (FOIA) and made available by wiki leaks during 2011.

U.S. “backyard”: The Monroe Doctrine and the Sphere of Influence

Latin America and the Caribbean have long been considered by the United as an area of
its own, as a “backyard”. Still today, this sentiment has not changed much. Several
decades ago, there was a debate on the “hegemonic presumption”. More recently, in

2006, Wiarda posited that “Latin America is still seen as “our” sphere of influence, our

24 José Luis Ledn-Manriquez, “China, Latin America and the US”, presented at the International
Workshop “China and Latin America”, University of Leeds, UK, May 2010, pp. 8-9; 22-23.
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area of responsibility”.?*> This means, still, that outside actors (European, Asian) are not
particularly welcome in Latin America unless they support U.S. policy, that Latin
America should continue to orient itself toward the United States, and that the United
States should be the leader, model, beacon, and director of Latin America’s future
development. The Monroe Doctrine is not yet dead after all”.**®In the same year senator
Dan Burton, Republican chairman of the sub-committee on the Western Hemisphere,
analyzing China’s growing relations with the region said: “We should always look at
Latin America in relation to the Monroe Doctrine”.?*’ In 2011 Watson stressed that
“Washington is unaccustomed to seeing another nation-State extensively interested in

Latin America”.

In these quotations there is a central element, the active presence of outsiders in an area
or sphere of interest, as it used to be said during the Cold War. Peter Smith went beyond
to propose that this is the central issue to understand the relation between the United
States and Latin American and Caribbean countries. In his fundamental book Talons of
the Eagle (2008) he wrote: “A central interpretation of this book thus takes
counterintuitive form: the fundamental determinants of U.S.-Latin American relations
have been the role and activity of extrahemispheric actors, not the United States or Latin

America itself”. 28

2 Cynthia Watson, “Obama, Latin America, and the Middle Kingdom”, in Adrian H. Hearn and José Luis
Leon-Manriquez (eds.), China Engages Latin America. Tracing the Trajectory, Lynne Rienner, 2011, p.
111.

48 \Wiarda, pp. 87-88, 2006.

7 Humphrey Hawksley, “Chinese influence in Brazil worries US”, BBC, April 3, 2006.

28 p_gSmith, p. 7.
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There is a shared political consensus in the United States on this. U.S. Senator Dan
Burton stated in 2006 that “it’s extremely important that we don’t let a potential enemy of
the US become a dominant force in this part of the world”.?* On September 26, 2008, in
the presidential debate between then Senator Barack Obama and Senator John McCain,
the former said about China’s inroads in Latin America: “They are -- the conspicuousness
of their presence is only matched by our absence”.?® The following year Secretary of
State Hillary Rodham Clinton said: “what we are doing hasn’t worked very well and in
fact, if you look at the gains, particularly in Latin America, that Iran is making and China

is making, it is quite disturbing”.?**

The re-emergence of China as a world power is having a profound impact in Latin
America and the Caribbean. Most countries have growing ties with it, and China is
already the number one or number two most important economic trade partner of many of
them. Roett and | defined it as “China’s expansion”?%; furthermore, Ellis defined it as a
“dramatic expansion”?>*. General Douglas M. Fraser, United States Southern Command,
posited that “the rapid growth of China’s trade with Latin America and the Caribbean
shows the likelihood China could become an enduring part of the economic landscape of
the Americas” and that “China’s evolving relationship with Latin America through a

growing number of linkages and longer-term investments is impacting the strategic

2% Humphrey Hawksley, “Chinese influence in Brazil worries US”, BBC, April 3, 2006.

%0 gee the transcript of the debate in http://www.debates.org/index.php?page=2008-debate-transcript,
accessed on July 20, 2011.

#1 CNN, “Clinton warns of Iranian, Chinese gains in Latin America”, see the complete question and
answer in http://edition.cnn.com/2009/POLITICS/05/01/clinton.latin.america/index.html accessed October
17, 2011.

2 Riordan Roett and Guadalupe Paz (eds.), China’s Expansion in the Western Hemisphere, Brookings,
2008.

%3 Ellis, R. Evans, “What China will fight for in Latin America in the Coming Generation”, Security and
Defense Review, 2010, Fall-Winter, VVol. 11, p. 111.

209


http://www.debates.org/index.php?page=2008-debate-transcript
http://edition.cnn.com/2009/POLITICS/05/01/clinton.latin.america/index.html

landscape in the region and further emphasizes the interconnectedness of the 21st

254

Century” (italics mine).”™ The question remains: How was the United States’ reaction to

China elsewhere during the period 2000-2010?

United States’ Reactions to China’s Expansion in the Region

As | have proposed at the beginning of this chapter, the reactions of the United States to
China’s presence in the region must be analyzed in the context of United States’ relations
and foreign policy toward Latin America, and of United States’ relations and foreign

policy toward China.

At the beginning of the period considered in this research (2000-2010) there was a
perception that China would matter in its region, in Asia, but few thinking was done on
China’s reach and influence beyond that. China was considered to becoming a regional
power. The rise of China is, in fact, the rise of China to the superpower status, and so it
has worried many sectors in the United States. China is now widely considered as prone
to challenge the United States. In a 2006 article titled “Containment won’t work”, Henry
Kissinger posited that “ambivalence has suddenly reemerged. Various officials, members
of Congress and the media are attacking China’s policies, from exchange rate to military
buildup, much of it in a tone implying China is on some sort of probation. To many,

China’s rise has become the most significant challenge to the U.S. security”.255

2% General Douglas M. Fraser, United States Air Force, United States Southern Command, “posture
Statement” testimony before the Senate Armed Services Committee, the 111" Congress, March 11, 2010,
pp 13-14.

3 Henry A. Kissinger, “China: Containment Won’t Work™, The Washington Post, June 13, 2005.
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In 2005 Robert Kaplan forecasted “a reply of decades-long Cold War” between U.S. and
China.?® On April 20, 2010 Kaplan posited that “today China’s ambitions are as
aggressive as those of the United States a century ago”, and that “the very fact of China’s
rising economic and military power will exacerbate U.S.-Chinese tensions in the years
ahead”.?’It is worth to note that Kaplan is a Senior Fellow of the Center for a New
American Security, founded by Kurt M. Campbell, who is the current U.S. Assistant
Secretary for East Asia and Pacific Affairs, DOS, and by Michele Flournoy, current
Undersecretary of Defense for Policy, DOD. In 2009 the Secretary of Defense Robert

Gates appointed Kaplan to the Pentagon’s Defense Policy Board.?*®

By the middle of the last decade, the most important question of current international
relations has been whether China, as an emerging power, will support or challenge the
status-quo. In other words, the question is whether China will become a “responsible
stakeholder” or not, as Robert Zoellick put it.2% During the Bush Administration, the
cornerstone of the institutionalization of US-China relations has been the dialogue
embodied first in the Dialogue between the US Secretary of Treasure and the China‘s
National Endowment and Reform Commission (NDRC). Later, the Senior Dialogue
(called by the Chinese as the “Strategic Dialogue”) was co-chaired by then-Deputy

Secretary Robert Zoellick (now president of the World Bank) and Chinese State

26 Robert D. Kaplan, “How we would fight China”, The Atlantic, June 2005.

7 Robert D. Kaplan, “The Geography of Chinese Power”, New York Times, April 20, 2010.

%8 |n November 2011, Foreign Policy considered Kaplan one of the world’s “top 100 global thinkers”. See
http://www.foreignpolicy.com/articles/2011/11/28/the_fp top_100_global_thinkers?page=0,1 accessed
January 16, 2012,

%9 See Thomas J. Christensen, Deputy Assistant Secretary for East Asian and Pacific Affairs, “Remarks
Before the U.S.-China Economic and Security Review Commission, Washington, D.C., August 3, 2006.
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Councilor Dai Bingguo and the first round took place in August 1-2, 2005. The dialogue
has had continuity and following rounds of dialogue took place on December 7-8, 2005;
the third on November 2006; the fourth on June 20-21, in Washington; the fifth in

January 2008; and the sixth on December 2008, the last one of the Bush administration.

During the beginning of the Obama Administration (2008-2012), there was continuity on
the approach, intensified, and on April 1, 2009, on occasion of the London summit of the
G-20, it was announced that the previous Senior Dialogue (SD) and the Strategic
Economic Dialogue (SED) were unified in a new Strategic and Economic Dialogue
(S&ED), starting July 27-28, 2009. Secretary of State Hillary Clinton co-chaired the
“strategic track” with State Councilor Dai Bingguo, and Secretary of Treasure Timothy
Geithner co-chaired the “economic track” with Chinese Vice-Premier Wang Qishan. A
second round of dialogue took place in Beijing, May 24-25, 2010. The third one was held

in Washington, May 9-10, 2011.

This dialogue is an important piece in America’s foreign policy towards China, which at
its core has the purpose of shaping and channeling China’s foreign policy and agency, a
policy established before. Charles Shapiro, Principal Deputy Assistant Secretary of State
for Western Hemisphere Affairs, posited in 2005 that “we need to work with China and
with our friends and allies to ensure that every effort is taken to promote policies that
converge with our interests” (italics mine).?®® Thomas Christensen, Director of the

Princeton-Harvard China and the World Program and U.S. Assistant Director of East

%0 Charles Shapiro, Principal Deputy Assistant Secretary of State for Western Hemisphere Affairs, “The
Role of China in Latin America: Diplomatic, Political, and economic Consequences”, testimony before the
Senate Subcommittee on the Western Hemisphere, September 20, 2005.
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Asia and Pacific Affairs from 2006 to 2008, said that “as a former U.S. Department of
State (DOS) official working on China policy, I would sum up Bush’s strategy as a long-
term effort to shape the choices the leadership in Beijing makes about how to use China’s
increasing regional and global influence. Rather than trying to rollback or contain the
growth of Chinese power, the United States has used the combination of a strong U.S.
regional presence and a series of creative diplomatic initiatives to encourage Beijing to
seek increased influence through diplomatic and economic interactions rather than
coercion, and to use that increased influence in a manner that improves the prospects for
security and economic prosperity in Asia and around the world (italics mine). According
to Christensen “...the crux of U.S. policy to China today, a policy that combines active
engagement to maximize areas of common interest and cooperation, along with a
recognition that we need to maintain strong U.S. regional capabilities in case China does
not eventually move down a path consistent with our interests”. He added that “we do not
seek to contain China, but rather to help channel China’s growing influence in a positive
direction” (italics mine).?®* In the same regard Joseph S. Nye recently wrote that
“American military forces do not aspire to “contain” China in Cold war fashion, but they
can help to shape the environment in which Chinese leaders make their choices” (italics

mine).%%?

The United States-People’s Republic of China Bilateral Dialogue on Latin America

and the Caribbean

1 Thomas J. Christensen, “Shaping the Choices of a Rising China: Recent Lessons for the Obama
Administration”, The Washington Quarterly, July 2009, Vol. 33, No. 4, pp. 83-104.
%2 Joseph S. Nye, “Obama’s Pacific Pivot”, The Korea Herald, December 8, 2011.
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The existence of the dialogue has been publicly known and it is not secret, but the
content, participants, and format are basically unknown. Through interviews with some
of these that have participated in the dialogue in itself and on the sidelines, | obtained
information previously not known, that allows me to provide an imperfect yet important
account, that let us to have a more clear understanding of the whats, the hows and the
whys. | benefit also of participating of a close door briefing during the Obama

administration, in 2010, after the last round of dialogue.

According my interview with “very high diplomat I”, the dialogue was an initiative of the
United States. In 2006, Assistant Secretary for the Western Hemispheric Affairs Thomas
A. Shannon proposed the Chinese to conduct a bilateral dialogue on Latin America.
Beijing accepted and in April 2006 Shannon travelled to Beijing. Speaking about the
content of the meeting, before it, one American “official arranging the talks” said that
“we want to make sure we don’t get our wires crossed.”?®® On March 23, 2006, China’s
Ministry of Foreign Affairs Qin Gang said that the “two sides will exchange views and
opinions on topics regarding their respective relations with Latin America nations, their
policies toward these nations, the situation in the Latin American region, and their
respective cooperation with Latin American nations”.?®* According to a March 3, 2006
BBC report, the goal was “to negotiate the precise line which China must not cross in

creating its new strategic alliance with Latin America”.?®

263 5ee Humphrey Hawksley, “Chinese influence in Brazil worries US”, BBC, April 3, 2006.

%% Hao Yalin and Xion Zhengyan, “PRC, US to hold first counterpart consultation on Latin American
Affairs”, Beijing Xinhua Domestic Service in Chinese, March 23, 2006. Accessed several times through
US Open Source Center, Summer 2009, during my time at RAND. Open Source is a US service not open to
the public, just to the administration.

%5 Humphrey Hawksley, “Chinese influence in Brazil worries US”, BBC, April 3, 2006.
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This dialogue, although formally part of the overarching U.S.-China bilateral dialogue
framework, was without a doubt, the most important of the regional dialogues. In a small
group, close door debriefing a “high diplomat II” at the DOS Bureau of Western
Hemisphere Affairs, on August 24, 2010, said that this bilateral dialogue on Latin
America “in some ways is part of the Strategic Dialogue” (italics mine). No other area in
the world has been historically considered as part of the United States’ exclusive sphere
of influence. Thus, the fact the United States proposed such a dialogue to China, on equal
footing, was surprising. Equally or even more surprising was the location of this first
dialogue, which was Beijing, not Washington. As such, no other bilateral dialogue
implies identity changes of this importance. The United States, the hegemon, was inviting
a rising power to hold a dialogue, in the rising power’s capital, about an area historically
considered the hegemon’s backyard, its “sphere of influence”. It is possible to interpret
this move in at least two ways: one, the hegemon is bowing to the reality and it is
admitting that China has reached peer status, and thus is in better standing to manage the
relation; another one is that Washington decided to confront the Chinese and to ask
directly in the face for a clarification of its behavior (“transparency”, in Washington’s

parlance).

The first round of dialogue took place on April, 2006, in Beijing. The timing was precise,
it was just before the first trip of President Hu to the United States (including
Washington, DC), which took place from April 18 to 22, 2006. There were meetings
scheduled with Yang Jiechi, vice minister at the Chinese Foreign Ministry, and with Zeng

Gang, head of the ministry’s department of Latin American affairs. Zeng Gang has been
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one of the most important Chinese diplomats engaged in the dialogue with the United
States and China’s Latin America foreign policy and diplomatic relations with the region.
After his assignment at the Department of Latin America, we has appointed as
ambassador to Argentina, and latter to Mexico. (I interviewed him twice in Buenos

Aires).

According to a Bush Administration’s “very high diplomat I’ who was part of this first
round of dialogue in Beijing (and who I interviewed several times in recent years in
Washington) a key U.S. concern was the political stability of Latin America. There was
concern in Washington that Chinese economic penetration of the region might have
spillover effects on the political front, eroding the democratic gains achieved during the
so-called “third wave of democratization”. There was agreement on this of American
“very high diplomat II”, during the Obama administration, who said during a close-door
debriefing on August 24, 2010, that there is a “fundamental interest of the United States

in politically stable, prosperous countries in Latin America”.

More specifically, according to an interview with a member of the Chinese embassy in
Washington - who was a crucial actor in preparing the dialogue and who later became an
ambassador in a Caribbean country-, the Americans were very concerned with China’s
warming and growing links with Venezuela, as | explained in detail in my chapter on
China-Venezuela relations in this dissertation.?®® 2006 was also the year that Chavez’s

Venezuela tried to win a voting in the region to become a non-permanent member of the

%8 A version of my chapter has already been published as a chapter titled “China and Venezuela: Oil,
technology, and socialism”, in Adrian H. Hearn and José Luis Le6n-Manriquez (eds.), China Engages
Latin America. Tracing the Trajectory, Lynne Rienner, 2011, pp. 221-234.
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United Nations Security Council (UNSC), and in the United Nations General Assembly
in September 2006, Chavez pronounced his now famous “evil” speech. Washington
launched a secret offensive to stop it. The diplomatic struggle between Venezuela and
Guatemala (backed by the United States) was the longest in the United Nations history. It

was a draw, and Panama finally emerged as a candidate with consensus.?*’

The Chinese welcomed the dialogue as an opportunity to reassure the United States about
their intentions in the region, and to dispel any idea of “China threat” to US interests.
Zheng Bijian’s idea of China’s “peaceful rise”, published in September/October 2005,
was received in Washington and other western capitals with concern and a stress on the
“rise” side, not on the “peaceful” one.?®® They wanted to make clear to the American
diplomats that their initiatives in Latin America were guided just for economic purposes,
not political ones. According to an interview with an American “very high diplomat 117,
the Chinese were concerned with American foreign policy towards Cuba. In particular,
they wanted to express their concern with the possibility of American interference in the
process of political and economic transition of Cuba. Later, according to my interview
with American “very high diplomat I”, Washington tried to take advantage of the
dialogue with China to send Cuba a message offering assistance in occasion of a

hurricane that swept the island, but the Chinese were very uncomfortable in this role.

The situation of Taiwan’s recognition in Latin America & Caribbean has also been part

of the dialogue. Latin America and the Caribbean has been one of the most (if not the

%7 paz, 2011, p. 230-231
268 Bijian Zheng, “China’s “Peaceful Rise” to Great Power Status”, Foreign Affairs, Vol 84, No. 5,
September/October 2005.
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most) important regions of the world in the long struggle for recognition between Beijing
and Taipei. Still today, roughly half of the international diplomatic support of Taiwan is
located in the region: all Central America (with the important exception of Costa Rica,
which switched recognition on June 1, 2007), several island-counties in the Caribbean,

and Paraguay, the only country in South America.

| interviewed a Taiwanese diplomat in Washington, on April 22, 2010, about Taiwan’s
status in the region. Speaking in perfect Spanish he told me that the case of Costa Rica
was a major blow for Taipei. “Costa Rica case was a vengeance of China, because shortly
before Santa Lucia, which had shifted from us to them, changed again recognizing us.
China wanted to punish Taiwan...Costa Rica hurt us a lot, a lot...it is a democracy, we
share values...in the campaign Oscar Arias and Stagno have already taken a decision.
Arias met the Chinese in secrecy in New York. He also secretly travelled to Beijing, but
he recognized this much later. He wanted to delay the announcement in order to be after
the anniversary of the human rights violations in Tiananmen Square, June 4. The pressure
of the press, however, was big and the switch on recognition was announced on June 1,

20077,

The same Taiwanese diplomat also elaborated on Taiwan’s relations with El Salvador.
“We established relations with the FMLN...they were historically supported by
China...even with weapons! Still today, every time that a building is constructed, when
the workers make the holes weapons from these days are founded...they are always

Chinese! They have a great mistrust in us, they believe that Taiwan always have rightist
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governments, and that we support the right...they even believe that we trained the
assassins of Archbishop Romero!!..no, no, no, this is crazy!”. His following remarks were
also revealing: “We have a school, Fu Shing Kang College, in a building of the
Taiwanese Army, but with Money of the Ministry of Foreign Affairs, in this place we
used to taught a “Course on Political Warfare (note: I later checked this and I found it
was called Political Warfare Cadre’s Academy)”...in all Central America, many officers
displayed in their chest the decoration that they have been trained in Fu Shing
Kang...now things have changed a lot, after the fall of the Berlin Wall, the same
countries told us that they were not interested anymore, now we teach about Taiwan’s

development process (National Development Course)”.?%°

What has been Washington’s position with regard to the issue of Taiwan during the last
decade? Erickson has offered the following account: “The United States finds itself in an
awkward position with respect to the cross-strait dispute. The official US position is,
understandably, that other governments’ decisions to maintain or sever diplomatic
relations with Taiwan are for those governments to make. Moreover, since Washington
also officially recognizes the People’s Republic of China, it has little moral authority with
which to lobby other governments on Taiwan’s behalf, and little apparent motivation to
do so. The United States has publicly reacted with nonchalance toward the prospect that
Taiwan’s hemispheric alliances will continue to unravel. This strategic ambiguity may

suit United States, but it often leaves officials in Beijing, Taipei and the capitals of

%9 Interview with a senior Taiwanese diplomat in Washington DC, April 22, 2010.
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Central America and the Caribbean scratching their heads as they try to divine

Washington’s true feelings.”?"

In 2008 I interviewed a Chinese academic who participated in a meeting with Assistant
Secretary for Western Hemisphere Affairs Thomas Shannon in Beijing. We talked about
this issue, and he told me that he asked Shannon if Washington would put pressure on
countries in the region to switch recognition towards Taipei, or prevent that some capitals
might decide to recognize Beijing. The answer of Shannon was that Latin America &
Caribbean countries were sovereign countries and that Washington respected their
decisions. When | asked the Chinese academic whether he believed Shannon, he quickly
answered: NO! I asked the question of possible Washington’s pressure regarding Taiwan
to the countries in the region to an American “very high diplomat I’ and his answer was
the same that received the Chinese academic. In 2010 | asked the same question to an
American “very high diplomat II” and the answer was pretty much the same. When I
interviewed a Panamanian diplomat in the summer of 2008, in Panama, | asked him
whether Washington had exercised pressure on Panama to prevent a switch in Panama’s
recognition from Taipei to Beijing, he told me that the U.S. had not pressured Panama
directly, but that they have warned about the consequences of these actions. On April 22,
2010, I interviewed a Taiwanese diplomat in Washington, DC, and | asked if Washington
was pressing its allies in Latin America to keep ties with Taipei. He told me: “I hope this

1s the casel.. it is difficult to know”.

270 Erickson, p. 129-130.
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Since the election of Ma Ying-jeou as president of Taiwan for the period 2008-2012,
Beijing and Taipei have had an implicit diplomatic truce, based in Taiwan’s restraint in
pursuing de jure independence and Beijing’s agreement in stopping diplomatic choking
on Taiwan. So far the agreement holds, and the 2012 re-election of President Ma would
probably consolidate it for the period 2012-2016. Thus, as China did not pursue actively a
switch of recognition by the countries in the region that still recognizes Taiwan, the U.S.

has not been forced to decide in this regard.

As a potential conflict about Taiwan is one of the most serious potential triggers of
conflict escalation between China and the U.S., a speculation has been whether China
might take some retaliation in Cuba or elsewhere in the region. The somewhat mirror
situation of China-Taiwan relations vis-a-vis US-Cuban situation is reflected in a joke
told by Georgetown scholar Nancy Bernkopf Tucker to me in 2011 in Mexico. “The
solution of conflict would be”, she said, “to move the Cubans to Taiwan and the
Taiwanese to Cuba”. Due to logistical issues it is possible but highly improbable that
China might conduct a major military operation in the Western Hemisphere compared
with the kind of operation that the U.S. can do right now in Taiwan if required by the
situation. China might initiate, however, a diplomatic offensive in the region and a

campaign restraining U.S. room of maneuver in the region.

In my research | have found a very important diplomatic cable (05SANTIAGO1794) that
does provide us a unique opportunity to access to the thinking of America’s policymakers

engaged with the region. | used some of the content of cable 05SANTIAGO1794 in the
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chapter on China relations with Chile. The cable was sent by the U.S. embassy in Chile to
the Department of State in 2005. The value of the cable is compounded by several
factors: first, it is a secret cable, and as such the author developed his best analysis in a
frank and open manner; second, the author is not just an officer of the embassy but the
ambassador; third, is not just an American ambassador in Latin America, but one that has
been engaged at the highest level of policy making towards the region, during both the
Bush and Obama administrations, and thus shaping it. The author of the cable was
Ambassador Craig A. Kelly. Ambassador Kelly is a high-rank diplomat of the
Department of State, and has had a quite distinguished career. He was Executive
Assistant to Secretary of State Collin Powell from March 2001, to June 2004. After this,
he was United States ambassador to Chile from 2004 to 2007. Then, he became Principal
Deputy Assistant Secretary in the Bureau of Western Hemispheric Affairs, serving
Assistant Secretary of State Thomas A. Shannon, under President Bush, and later under
Assistant Secretary of State Arturo Valenzuela, who succeeded Shannon, under President
Obama, up to Fall 2011. Besides his diplomatic career, Ambassador Kelly has had an
excellent educational and academic formation and holds a PhD. from the University of
California, Los Angeles. He seems to be one of the American diplomats who knows most
about the China-Latin America relations and American response. | asked a very
important American ambassador: “who knows more —besides yourself- about the China
issue”? (he was “very high diplomat I”, interviewed by me under strict condition of
anonymity on November 8, 2008, at DOS Western Hemisphere Affairs). The answer

was: “Craig Kelly. He knows every detail of the China thing”.
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As the United States Ambassador in Chile, Kelly was the author of cable
05SANTIAGO1794, which is also the first document mentioned in my table on cables in
the chapter on China-Chile relations. The cable was classified as SECRET/NOFORN by
the ambassador. As a primary source this cable is of upmost importance for the analysis
of American perceptions on China’s expansion in Latin America. It provides crucial
evidence for some of the points stressed in this research, that goes beyond the usual
anecdotal evidence found in journalistic accounts and helps us to fill a lacuna of the

academic literature.

Additionally, the cable addresses the main object of this research: diversification,
specifically on market diversification, as a clear recognition of its crucial relevance in US
analysis. In effect, the title of the cable is “Engaging China: a reflection on Chile’s
“diversification” (italics mine). In the point 3 c), it states that “Chileans understand that
market diversification is key to maintaining trade-development growth” (italics mine).
This statement is quite relevant in associating market diversification with a particular
model of economic development, which is trade and market oriented. This comment is
then also relevant for the case of Mexico, which paradoxically wants to have “trade-
development growth,” but in practice it is concentrated in the United States market, and is
diversifying little. The theme of diversification is touched again in the conclusion, (at
point 28 C), when the Ambassador states that “this trade policy toward China is in line
with Chile’s ambitions to be a player on the global stage and diversify its trade relations

(italics mine). In other words, The U.S. embassy in Chile was very aware that China’s
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new and warm relations with Chile had the effect of diversification of Chile’s relations

and foreign policy, which is central to the hypothesis tested in this dissertation.

The cable goes on, and after listing several others Free Trade Agreements (FTA) signed
by Chile (including that with the United States), it concludes the section by affirming that
“an FTA with China would be Chile’s crowning trade achievement in Asia, given the size
of potential markets”. This is probably the most relevant compliment received by the
Chilean team that negotiated the FTA agreement with China, and a victory of the then

(socialist) president of Chile, Ricardo Lagos.

According to the cable, Chile wanted to position itself as the “business platform for Latin
America”. The initiative for the FTA is attributed to China: the Chinese government “has
chosen to negotiate its first free agreement in the region with Chile”. The embassy states
that “Chile does not appear to be raising tough topics like human rights violations,
democratic processes, labor protections or environmental preservation”. In the
conclusions of the cable, in point 29, Ambassador Craig A. Kelly states that “Given its

9999

political ““shyness””, it is unlikely Chile will independently raise difficult issues of
human rights violations, democratic processes, labor protections or environmental
preservation for the time being, especially if it perceives its continued economic
prosperity to be at risk”. The Embassy cable, thus, confirms the comments already made

before in this dissertation on the issue of human rights in China-Chile relations. The

implication of the US ambassador’s analysis is, however, that the sheer importance of
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China, and the dependency on the profitable trade with it, made Chile restrain its voice in

order areas.

One of the most revealing official and classified (unknown) United States statements ever
on the subject of China’s growing presence in the region is the point 2 (S/NF). In this
point the cable posited that “China’s growing commercial, educational and military ties
with Chile will increase its access to many areas of Chilean government and society.
This, in turn, will increase Chile’s vulnerability to Chinese intelligence gathering
activities. And —if used as a base for increased Chinese presence in the region - Chile may

become a platform country in more ways than it ever imagined” (italics are mine).

This statement constituted crucial evidence and confirms an important perspective that
also arose in several of my own interviews done with United States diplomats and
Pentagon personnel: there is concern that China’s rapidly increasing presence in the
region provides it with more and more opportunities for intelligence gathering. In the
interviews, this was a topic that frequently emerged when commenting on Cuba and the
Canal of Panama (since Hutchinson Wampoa, a Hong Kong company with extensive
links to China’s armed forces controlled important facilities in both mouth of the Panama
Canal). In 2005 Charles Shapiro warned: “We have noted, and we are following closely,
what appear to be expanding military-to-military contacts between china and countries in
the region” (italics mine).?”* As the cable made clear, mentioning this aspect when

analyzing a free trade area between China, it is very possibly a generalized view of

2™ Charles Shapiro, Principal Deputy Assistant Secretary of State for Western Hemisphere Affairs, “The
Role of China in Latin America: Diplomatic, Political, and economic Consequences”, testimony before the
Senate Subcommittee on the Western Hemisphere, September 20, 2005.
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United States’ officers on China-Latin America relations, and a source of deep concern,
mistrust and worry. As such, this can be a source of misperception and miscalculation,

which in turn might potentially produce an escalation in a crisis.

The possible current Chinese engagement in the former Soviet intelligent important
facilities of Lourdes and Bejucal in Cuba has been subject to intense speculation,
although diplomatic and academic Chinese sources at the Ministry of Foreign Affairs and
at the Institute of Latin American Studies in the Chinese Academy of Social Sciences
interviewed by the author in Beijing in 2008 rejected categorically any strategic
implication. When I interviewed American “very high diplomat I’ in Washington, DC, in
2009, I asked about this and he told me: “Something is going on there, but nobody will
tell you”, confirming the concern of US diplomats with Chinese (real or potential)

intelligence gathering activities.?’

Six subsections of the cable, 2 (S/NF), 16 (S/NF), 18 (S/NF), 22 (S/NF) 23 (S/NF) and 30
(S/NF) fully elaborate the suspicions of the team of the Embassy of the United States.
Subsections 22 (S/NF) 23 (S/NF) were grouped under the title “Working to Increase
Awareness about Chinese Intelligence Activities”. These subsections are a very valuable
source of understanding about U.S. perception of Chinese impact in the region’s security
and on the vulnerabilities of the United States own activities in this realm. Because this

reason, they are verbatim reproduced here, in the following box:

%2 Gonzalo S. Paz, “China, United States, and Hegemonic Challenge (HC) in Latin America: An Overview
& Some Lessons from Previous Instances of Hegemonic Challenge in the Region”, China Quarterly,
forthcoming 2012, p. 13.
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2. (S/NF) China's growing commercial, educational and military ties with Chile will
increase its access to many areas of Chilean government and society. This, in turn, will
increase Chile's vulnerability to Chinese intelligence gathering activities. And - if used
as a base for increased Chinese presence in the region - Chile may become a platform

country in more ways than it ever imagined.

16. (S/NF) General Cheyre, the Chilean Army Chief of Staff, visited China in October
2004 and agreed to establish a Mandarin language training program for the military. In
January 2005, two Chinese instructors arrived in Santiago to begin a two-year language
study program with 10 Chilean Army officers. The Chilean officers will spend the third
year of this program in Beijing, perfecting their skills in-country. (Note: Sources have
told the Embassy that Chile's close military ties with the United States are of great
interest to the Chinese. There is concern that the Chinese could be using Chilean officers
and access to the Army training school to learn more about joint programs, priorities and

techniques that the Chileans have developed with their U.S. counterparts. End Note.)

22. (SINF) As bilateral ties between Chile and China have increased, appropriate
personnel at Embassy Santiago have worked with Chilean government officials to
sensitize them to the security and intelligence threats emanating from China. Chile has
long considered itself immune from counterintelligence issues. However, select Chilean
government officials are starting to understand that national assets are largely
unprotected. They are unaware of the potentially harmful role the Chinese could begin to
play in Chile. The Chileans have few baseline figures regarding Chinese security
intelligence collection activities. There are 22 staff members at the Chinese Embassy in
Santiago, reportedly one of China’s largest missions in Latin America. The diplomats are
all good Spanish speakers, and are active on the social circuit. In addition, there are
usually three Xinhua reporters assigned to Chile, and it is assumed that they are involved
in some kind of collection activity. The number of Xinhua representatives in Chile
surged to 12 during the APEC 2004 Leaders' Summit in Santiago.

123. (S/NF) It is likely that Chinese security intelligence organizations will endeavor to
augment collection activities and capabilities as business interests grow in Chile. Also,
as the USG augments its support to the Chilean Armed Forces, Chinese interest in USG
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activities in the Southern Cone will most assuredly increase. The Chinese will likely
attempt to learn more about U.S. military strategies and techniques via Chilean

participation in bilateral training programs and joint exercises.

30. (S/NF) China's increased commercial, educational and military ties could increase
Chile's vulnerability to covert Chinese activities, such as security and industrial
espionage. While the Chileans are sophisticated about their trade relationships, they are

still a bit naive about the company they will soon be keeping. (All the italics are mine).

Ambassador Kelly’s judgment of Chilean naivety on security and intelligence affairs,
seems also to extend somewhat to the economic domain, when he posited, a little bit
ironically, that “most Chileans believe to be a bottomless market for Chilean goods” in
China, and that this is the driver for “actively courting increasing ties”. In the same line,
he speculated, in point 26 (S/NF), that the Chinese have been intransigent in the
negotiations of FTA, and that “the Chileans were reportedly quite taken aback and may

have been overconfident about their ability to sway the Chinese on key issues”.

Point 22 (S/NF) provides compelling evidence of US embassies activities in the region
about closely monitoring and scrutinizing the size, quality and activities of the staff of
Chinese embassies in the region. The other sections of the cable point to concern by the
U.S. with China’s dealings with U.S. partners and allies. They considered that Chile can
be outsmarted and valuable information and techniques shared between the U.S. and this

ally might be stolen or accessed by the Chinese.

Latin American countries have perceived American reactions to China’s penetration of
the region as powerless. In recent years, during my field research in Latin America,
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several times, for example in Venezuela, different policy makers and analysts made the
comment that the United States was unable to contain the expansion of China, in the
world and in the region. Los Estados Unidos no la van a poder parar a China (“the
United States will not be able to stop China in Latin America™).?”® This extended idea
was an assumption underlying the foreign policy making process in most countries in the

region, and the basis for hope for a strategy of foreign policy diversification.

Conclusion

The academic literature beyond journalistic accounts on the crucial issue of American
responses to China’s expansion in the Western Hemisphere is quite limited and shallow.
It is also trapped in the separation between area studies (Latin America Studies and
Chinese studies), and area studies and international relations (IR), a gap that renders a
very incomplete and fragmented understanding of the triangular relations between China,
Latin America, and the United States. This chapter attempted to fill some of the
aforementioned gaps and to increase accuracy and certainty. The original account
provided in this chapter has been produced using primary sources, in particular both
interviews with American, Latin American, Chinese and Taiwanese diplomats and
policymakers. I also used information contained in several secret or confidential cables of
the Department of State, obtained through request filed under the Freedom of Information
Act (FOIA) since 2008, and wikileaks in 2011. The sketched picture that emerged is still

a limited but improved one, and hopefully would be enriched by future revelations and

"% See Gonzalo S. Paz, “China, United States, and Hegemonic Challenge (HC) in Latin America: An
Overview & Some Lessons from Previous Instances of Hegemonic Challenge in the Region”, China
Quarterly, p. 15, forthcoming 2012.
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research, yet | posit that provides information that was unknown and/or was not easily
available, and, thus, it sets a more solid foundation for understanding Washington’s

policies in this issue.

9% ¢

China’s “disturbing” “expansion” in the “backyard” of the United States in the analyzed
period of 2000-2010 has been “amazing”. It is also considered as a structural feature, for
the long durée. Erickson, for example, argued that “China is poised to be a major player
in the Western hemisphere for the foreseeable future, irrespective of what actions the
United States does or does not take in reaction to Beijing’s growing influence”.?’* In the
expansion of Chinese presence all around the world that began to grow at the beginning
of the analyzed period, particularly accelerated since China’s accession to the World
Trade Organization (WTQO) in 2001, the case of Latin America is a crucial test, since
Latin America has been historically considered by the United States as its “backyard”, its
“sphere of interest”, the spatial focus of the manifest destiny and the concern of the

Monroe Doctrine since 1823. No other geographical area in the world has, therefore, such

an importance for U.S. self image and its identity as a superpower.

Latin America countries, particularly Venezuela and Cuba, have evaluated this Chinese
expansion and United States’ own policy towards it and have concluded that Washington
cannot stop it. In turn, this has been a central element in making their foreign policy
towards China. Washington has not debated publicly too much its own policy; however, |

argued that this policy is firmly in place and has shown remarkable continuity from

274 See Erickson, p. 133.
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Bush’s two administrations to Obama administration, covering all the period of analysis
in this research. The clearest voice of this policy has been Thomas Christensen. In a
nutshell, Christensen’s accurate description of United States policy towards China as one
that do not seek to contain China (parar a China —to stop China- in the words of my
interviewees in Latin America) but to shape and to “channel China’s growing influence

in a positive direction”.

Both in the journalistic accounts and in the incipient but limited academic literature
analyzing U.S. reactions to the rapid growth of China-Latin America relations in last
decade there is a total absence of this crucial, defining element of U.S. strategy. Graver,
according to public declarations and my own interviews, Latin American policy makers

also seem not to be aware of it.

It is impossible not to see an echo of the famous thinker of the Italian renaissance Niccolo
Machiavelli in U.S. policy. In his seminal opus of 1513 Il Principe (The Prince),
Machiavelli advocated a course of action that after almost 500 years seems to be inspiring
Washington’s policy today. In the chapter XXV Machiavelli analyzed the relation
between fortuna and virtu (luck, destiny, and human agency). He vividly describes
fortuna as an stoppable furious river, flooding the fields, destroying trees and buildings,
moving the soil from some places to other ones: men escape it, bowing to its force. Men
of virtl, however, quando sono tempi quieti, (when time is calm), can build dams and

levees, in a way that if a following rise (crescendo poi) of the river and a flooding happen
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again the water will flow through a channel (andrebbono per uno canale) and its force

will be neither savage nor destroying.

It is important to stress that so far the U.S.-China dialogue has been the cornerstone of
U.S. strategy of “shape” and “channel” China’s expansion in the Western Hemisphere.
The dialogue between U.S. and China on Latin America has produced a general
agreement that has hold. The U.S. will avoid overreacting to China’s penetration in the
hemisphere, and China will refrain from overtly challenging US hegemony. According to
my interviews with an American ‘very high diplomat I”, the United States has invited
China in several opportunities to cooperate with the U.S. in Latin America and the
Caribbean. “We have met several times, we can keep meeting, but we need to find
concrete opportunities to collaborate”. Several years later during a new administration, in
2010, in a close-door briefing that I attended, American “very high diplomat II” posited
the same proposal, to invite the Chinese to collaborate in some share projects in the
region. In my view this American invitation to China to collaborate in joint projects
across the region is part of the same policy of shaping and channeling China’s policy in

the region.

The academic literature has put a correct emphasis on China’s understanding of Latin
America as a U.S. “backyard”, as Japan did in the 1980s. Nevertheless, | contend that
both Japanese and Chinese notions of “backyard” are in the end profoundly different,
since the Japanese was static (that is, accepted and taken as a given) and the Chinese just

recognized it but as eventually contingent. The underlying intention of the U.S. is to try
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to move China’s idea of the region as the “backyard” of the United States into a more
Japanese-style conception of America’s “backyard”, that is to move China’s policy from
a position of recognizing the status quo in the region (U.S. hegemony) to a one of

supporting the status quo, of reproducing the status quo.?”

If the academic literature on U.S. reactions to China-Latin America relations has
completely missed the issue of the core of U.S. strategy —that is, shaping and channeling-
American policy makers have somewhat missed China’s counter-reaction to this strategy.
The lack of Chinese engagement in concrete instances of collaboration in U.S. sponsored
joint-activities, the reluctance to be part of joint-projects with the U.S. in region is just the
visible face of China’s attempt to keep agency and of not being socialize and of not being
“shaped and channeled”, which is consistent which my point of the crucial difference

between Japanese and Chinese conception of “backyard’.

For the United States, probably the single most important reason for avoiding to confront
China’s rise in a region always considered its own has been the overstretching of global
engagement, particularly military engagement, as a spillover effect of the reaction to the
attacks of September 11 in New York and Washington. Barack Obama expressed this
point of view in the presidential debate of September 26, 2008: “In the meantime, we've
got challenges, for example, with China, where we are borrowing billions of dollars.

They now hold a trillion dollars' worth of our debt. And they are active in countries like -

2> Gonzalo S. Paz, “China, United States, and Hegemonic Challenge (HC) in Latin America: An Overview
& Some Lessons from Previous Instances of Hegemonic Challenge in the Region”, China Quarterly,
forthcoming 2012, p. 9.
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- in regions like Latin America, and Asia, and Africa. They are -- the conspicuousness of
their presence is only matched by our absence, because we've been focused on

95276

Irag.”<""(italics are mine).

In the fall of 2011 the Obama administration began to emphasize the idea of a “pivot
point” of U.S. foreign policy towards Asia Pacific, what Secretary of State Hillary
Rodham Clinton calls “our strategic turn to the Asia-Pacific region”. This new strategy
also requires a redefinition of Asia-Pacific as a geographical concept, composed by
geostrategic and geoeconomic aspects. She defines the Asia Pacific region as one that is
“stretching from the Indian subcontinent to the western shores of the Americas, the
region spans two oceans-the Pacific and the Indian- that are increasingly linked by
shipping and strategy”.?’’ Six days before, her Deputy Secretary of State Williams J.
Burns anticipated similar points. “U.S. foreign policy is in the midst of a strategic pivot
towards the Pacific”’, and he redefines the Pacific as the “broader Pacific region,
stretching from India to the western coast of the Americas”. He envisions the Americas

“as a natural complement to our strategy in the 21% century Pacific”.?"®

21 gee the transcript of the debate in http://www.debates.org/index.php?page=2008-debate-transcript,
accessed on July 20, 2011.

" Hillary Rodham Clinton, “America’s Pacific Century”, Foreign Policy, November 10, 2011. Accessed
January 16, 2011, http://www.foreignpolicy.com/articles/2011/10/11/americas_pacific_century

28 William J. Burns, “Asia, the Americas, and U.S. Strategy for a New Century”, remarks at World Affairs
Council of America National Conference, Washington, DC, November 4, 2011,
http://www.state.gov/s/d/2011/176667.htm accessed January 16, 2012.
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This new U.S. pivot towards Asia Pacific has influenced the new Strategic and Security
Review for now to 2020, released in January 2011. According to President Obama “we
will focus on a broader range of challenges and opportunities, including the security and
prosperity of the Asia Pacific”, and Secretary of Defense Leon Panetta declared that
American Joint Force “will have a global presence emphasizing the Asia-Pacific”.?” The
same document put the geographical focus on “the arc extending from the Western
Pacific and East Asia into the Indian Ocean region and South Asia”. This new pivot to
the Asia Pacific, and Latin America’s role in it, will take place outside of the temporal
scope of this dissertation. I would like to conclude, however, that probably the strategy
will continue to display continuity in a central trait of U.S. foreign policy during the
2000-2010: the ideas of shaping and channeling China’s rise, and silently trying to
engage China in the reproduction of the status quo - that is, U.S. hegemony in Latin

America and the Caribbean.
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Chapter 8

Conclusions

In this inquiry | posited two important questions. The overall question is: What happens
to other powers (aside from the superpower), when a new superpower rises? | spatially
grounded this question focusing on Latin America and the Caribbean region, and I
limited the temporal scope to the period 2000-2010. The answer | tested in this
dissertation is that if China rises, then there will be attempts of diversification in Latin
America. An exploration of countries adapting to a new superpower’s rise in this area is a
crucial test, because it is the specific part of the world where the United States has
defined its identity as a great power since the 1823 Monroe Doctrine. This region, Latin
America, is where the U.S. has projected its power and declared its sphere of influence,
where it has, in a word, held hegemony. Alternatively, to test this in Africa or South Asia
is less relevant, because the interest of the existent superpower is less vital and, due to
this, there is more room for accommodation. Therefore, the second question is also
connected with this comment: How has the United States reacted to the growing relations

between China and the countries of the region?

While the mainstream theoretical and empirical discussion in Washington and Beijing
about the policy options for third countries tend to be scarce and are cast in quite
simplistic terms, of balancing or bandwagoning, the rich experience of Latin America’s
praxis and reflection calls attention to diversification. Evelyn Goh, doing research in a

totally different geographical context reaches a surprisingly similar conclusion: she
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stresses that part of the problem is “realism’s indeterminacy about the behavior of
secondary or small states” and that “Southeast Asian regional security strategies
disregard the artificial boundaries between military, economic, and political power,
ignore the simplistic distinction drawn between engagement and containment or
balancing; and fundamentally challenge the assumption that the management of regional
order is the business of big players”.?®® This coincidence is encouraging about the
possibilities for generalization of the findings of this dissertation even outside the

geographical area object of the analysis.

Notwithstanding the extensive diversification use in the region, in the public discourse of
policymakers and analysts, in the fields of exports, imports, markets, domestic economy,
external orientation and foreign policies, there has not been a systematic elaboration on
its meaning and problématique. This dissertation is the first scholarly contribution to fill

this gap.

The idea of diversification has been closely associated with the idea of reducing or
mitigating risks. The more contemporary use of hedge might seem to have a familiar
resemblance to this aspect of diversification.?®! In the Latin American context, | argue

there has been “concept travelling” from the economics of development to foreign policy,

%80 See Evelyn Goh, “Great Powers and Hierarchical Order in Southeast Asia”, International Security, Vol.
32, No. 3 (Winter 2007/2008), pp. 113-157. There is another important coincidence, the stress of possibility
of agency.

%81 Hedge, however, consists in a bet on negative correlated event, like an insurance policy. Typical cases
are future options. Goh (2006), in other article, rejects standard, loose applications of hedging, positing that
hedging must be different from balancing, bandwagoning or containment. She posits that states “cultivate a
middle position that forestalls or avoids having to choose one side (or one straightforward policy stance) at
the obvious expense of another.” I contend that is exactly the most frequent policy option in Latin America,
pursued under the label of diversification.
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or to borrow a concept from Hirschman (one of the fathers of the use of diversification in

the region) “trespassing” from economics to politics.”®

In this dissertation I propose two Weberian “ideal-types” of diversification that I think
have more analytical power needed to capture how diversification is attempted:
diversification by substitution and diversification by addition. The first one,
diversification by substitution, aims to partially replace a portion of external markets,
products, or political relations. The underlying logic is a zero-sum game. An example of
this is the case study of Venezuela-China relations. The second one, diversification by
addition, aims to increase variety by adding external markets, products or newly
developed political relations. The underlying logic here is a positive-sum game. An

example of this is the case study of Chile-China relations.

In the United States, there is a serious epistemological gap between international relations
theory and area studies. A dynamic tension between both, and mistrust between scholars,
remains an accurate description of the situation. The production of knowledge about
different parts of the world was organized after World War 1l in area studies, such as
Chinese studies and Latin American studies. The increasing density of the globalization
process has been compounded by the rise of China, and its effects are now touching every
corner of the world, rendering ineffective the conventional ways to organized knowledge
of the world and disciplinary divisions. Area-to-area relations are not adequately captured

by existing separated area studies. This dissertation is a contribution to overcoming the

282 Albert O. Hirschman, Essays in Trespassing: Economics to Politics and Beyond, Cambridge University
Press, 1981.
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diminishing returns of these divisions, with a specific focus on the relations between

China and Latin America and U.S. reactions to them.

The research design built to address my main question has two central components. |

3

have done a historical regional case study, doing a “within” comparison of all the
instances in the last one hundred years or so in which United States hegemony was
challenged — or perceived to be challenged -- in Latin America and the Caribbean. The
second component is a collection of four case studies: Mexico, Venezuela, Chile and

Argentina. In these case studies I analyzed China’s relations with them in the period

2000-2010, and | searched for evidence of trends about diversification.

The methodology used to collect the evidence is based on primary sources. Beyond the
obvious importance of the data quality that primary sources afford, it is necessary to point
out that my focus and use of primary sources stems from the fact that | address a
phenomenon that is current, and the topic is one about which there is scarce academic
literature. In this regard, | have done field research in China (Beijing and Shanghai) and
in several Latin American and Caribbean countries, such as Mexico (Mexico City and
Guadalajara), Venezuela (Caracas), Chile (Santiago) and Argentina (Buenos Aires). Side
trips to other countries, such as Brazil (Sao Paulo, Rio de Janeiro and Brasilia), Colombia
(Bogota, Buenaventura), Panama (Panama Canal), and Cuba (Havana) have also been
useful in meeting Chinese diplomats and local policymakers and academics to share their
visions and data on China-Latin America relations. In order to prepare for the field

research | also took part in a full day “Fieldwork Symposium”, organized by the
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Qualitative Methods Group of the Department of Government and Politics, University of
Maryland, April 28, 2008, and in the case of the fieldwork in China | asked for advice

from Dr. Harry Harding (May 1, 2008) and Dr. Bruce Dickson (April 29, 2008).

The core of the field research was performed with the support of the Smith Richardson
Foundation World Politics and Statecraft Fellowship awarded in 2008. This allowed me
to do many interviews with diplomats, officers and policymakers, as well as academics,
which have been highly valuable for my research purposes. Since this research uses
interviews, from an ethical point of view it is considered “research with human beings”.
As a result, I completed training with the Institutional Review Board (IRB), of the Office

of Human Research, and obtained the authorization to proceed.

Another important primary source has been the access to diplomatic documents produced
by United States’ administrations that are not available publicly. I gained access to some
of them through several requests sent under the guidelines of the Freedom of Information
Act (FOIA) over several years. In order to fully gain the skills and acquire the tools of
this important act, | applied for and was awarded a Mellon scholarship to participate in
the Summer Institute on Conducting Archival Research (SICAR), at the George
Washington University in 2009. Additionally, some of these documents are at the GWU

National Security Archive and the GWU Gelman Library.?®®

Another important source
has been the U.S. official documents made public by wikileaks. As | have said, these
diplomatic documents are usually not available publicly and are archived under different

levels of security and access, such as “confidential” and “secret”. An important mass of

documents covering different aspects of China’s penetration of the Western Hemisphere

283 http://www.gwu.edu/~nsarchiv/
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and United States’ reactions has been collected in this manner. Finally, my time at RAND
as a research associate in 2009 allowed me to obtain clearance for a summer to access the
restricted U.S. Open Source, the U.S. government’s premier provider of foreign open

source intelligence.?®

This dissertation addresses an important aspect of an infrequent, rare, yet crucial event in
world history, that of the rise of a superpower, and probably the central international
political phenomenon of our living time: the rise of China. In the case of Latin America
China’s rise — or re-emergence — is impacting the daily lives of 500 million inhabitants,
economically and politically. The rise of China is one of the most important international
phenomena of the last three decades and probably will continue to be in the foreseeable
future. Charles Glaser posited, “The rise of China will likely be the most important
international relations story of the twenty-first century, but it remains unclear whether

that story will have a happy ending”.285

However, the degree of conflict of the process and particularly the nature of it in terms of
the international system — supportive of the status quo or revisionist — remains an open
question, as well as the character of the relations with the United States. Henry Kissinger
stated, “as a new century begins, the relations between China and the United States may
well determine whether our children will live in turmoil even worse than the 20"
century’s or will witness a new world order compatible with universal aspirations of

peace and progress.” He is optimistic, however, about the peacefulness: “The challenge

284 http://www.opensource.qgov
%5 Glaser, Charles, “Will China’s Rise Lead to War?”, Foreign Affairs, Mar/Apr 2011, Vol. 11, Issue No.
2, pp. 80-91.
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China poses for the medium-term future will, in all likelihood, be political and economic,
not military”.?®® In China, too, there is an argument going on about the kind of
relationship China and the United States have, and the potential for open rivalry.
According to the distinguished Chinese scholar Wang Jisi, in a statement made last year,
some Chinese “reverse the political scientist Samuel Huntington’s argument that “the
ideal enemy for America would be ideologically hostile, racially and culturally different,

and militarily strong enough to pose a credible threat to American Security”.?®’

An important factor needs to be mentioned. Historical processes like the one under
analysis usually occur over decades. Therefore, we need to take into consideration
Braudel’s longue durée. Time factor is a caveat; so, for a more conclusive answer to the
question under review in this dissertation, more years are definitively needed. The time
perspective of China and the United States is also different. According to Kissinger,
“China seeks its objectives by careful study, patience and accumulation of nuances” (and
it is commonplace and important to attribute the Chinese people’s appreciation for the
long term). Regarding the United States, in July 2011, I interviewed a senior officer
dealing with planning at U.S. Southern Command, in Florida. I commented to him that it
is generally agreed upon that China takes a long-range view. Then | asked him what his
time horizon was. He laughed and said that “usually planning at South Com is done in 1,

2,3, 5,10, 15, 25, and 50 years”; however, “most planning was done for five years”.

8 Kissinger, Henry A., “China: Containment Won’t Work™, The Washington Post, June 13, 2005.
%87 See Wang Jisi, “China’s Search for a Grand Strategy”, in Foreign Affairs, Mar/Apr 2011, Vol. 90, Issue
2,p. 72.
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Diversification Trends in Latin America

This research has rendered enough evidence to provide an accurate portrait of the major
trends for diversification in Latin America. Historically, during the first four instances of
hegemonic challenge, attempts at diversification were quite common. From the analysis
done in Chapter 2 on hegemonic challenges in Latin America, we can draw other
important lessons. First, there are several milestones that can turn an emergent power
competition into Wallerstein’s “real” hegemonic challenge. Some of them are, for
example, the framing of good vs. evil and sales of weapons systems. Second, there is
ample historical evidence that economic exchange has intensified between a rising power
and Latin American countries, and the fact that these countries have used these
opportunities to exert agency and pursue their own agendas and policy goals, such as
Mexico during World War I1. An important lesson is that when power competition turns
into open conflict, room for maneuvering when attempting diversification disappears as a
viable policy option, and countries are forced to choose between bandwagoning or

balancing coalitions.

The evidence collected through the case studies in the two main areas of economy (export
and import markets, export and import products) and foreign policy shows us there has
been a significant trend towards economic diversification, though specific ways are also
apparent in each case that goes from diversification by addition to diversification by
substitution. A synthesis of the trends on diversification in the period 2000-2010 is shown

here:
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Stylized Trends in Diversification in Latin America, 2000-2010
Market Product

C t Foreign
ountry Import Export Import Export Policy
Diversification | Diversification Diversification Diversification
Mexico YES NO YES YES NO
Venezuela YES NO YES NO YES
Chile YES YES YES NO NO
Argentina YES YES YES YES NO

YES means substantial change in direction of more diversification.
NO means substantial change in direction of more diversification.
Brazil is included as control.

In the case of Mexico, China does not allow for export market diversification (its exports
remained heavily concentrated in the American market), nor has its foreign policy
diversified; just import diversification has increased. This is a case of aborted
diversification. Venezuela has been a desperate case of an attempt of diversification by
substitution. China, however, has pursued a strategy in Venezuela of maximizing its
presence in the oil sector while minimizing its political engagement, meanwhile securing
a strong position to potentially play a more active or decisive role, if needed. Argentina is
one case where a dramatic process of internal diversification has taken place, using the
wording of Cardoso & Faletto “diversification of outputs”, internal productive
diversification by substitution. There is a strong correlation between China’s rise and its
own miraculous recovery of the devastating economic crisis of 2001. It is one of the most
interesting cases to show other possibilities and limits for diversification in the field of
investment and particularly finances (debt relief, currency swaps, bonds, etc). It is a case

that also shows the risks of trade diversification, such as when an increasing dependency
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on the new market and product also create new vulnerabilities, as was exemplified by the
oil conflict of 2010. A surprising finding is that Argentina, despite having a center-left
government has not pursued foreign policy diversification, as we are going to see again in
the next section. Finally, Chile is a clear case of diversification by addition that
successfully developed new markets for exports. Among other things, such as signing the
first Free Trade Area with China in the region, Chile has also shown limits in the form of

a dramatic concentration in the traditional export commaodity: copper.

Foreign Policy Diversification

An important goal of this dissertation has been to seek evidence of foreign policy
diversification. A way to trace the effect of China’s rise in Latin America’s foreign
policies is to use voting convergence in the United Nations General Assembly (UNGA)
as a proxy. This approach has been used only two times in this field of China-Latin
America relations, although in a different time framework and with several
methodological differences. Dominguez (2006) examined voting patterns at UNGA from
1991 to 2002. For example, he showed that the increase of trade between Chile and China
has been significant. This strengthening between both countries, however, did not
produce significant change in Chile’s voting pattern.”®® Dominguez first performed a
comparison of voting coincidence between China and Chile in all votes, using Japan as
calibration; and secondly, just in the cases where there was no coincidence between

China and Japan.”®

%88 Dominguez, Jorge 1. et al, “China’s Relations with Latin America: Shared Gains, Asymmetric Hopes”,
Working Paper, Inter-American Dialogue, June 2006, pp. 13-14.

89 | gained a deeper understanding of different aspects of these procedures in personal conversations and
email exchanges with Dr. Jorge Dominguez. | invited him to participate in a panel at ISA in New York,
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| compared Mexico, Venezuela, Chile and Argentina with China, following
approximately the methodology of Chen, which was developed simply to analyze the
Mexican case.?*® Technically speaking, | included Brazil for calibration. The baseline for
comparison is the voting pattern of the United States; however, considering not all voting
instances recorded in a single UNGA session, but the degree of coincidence with
“important votes,” as defined by the United States Department of State. For the sake of
clarity, the several votes in which there was consensus were eliminated (therefore, it must
be noted that because of this factor the “real” average coincidence with the United States
is actually higher than shown considering all the “important votes,” that is including
these in which there were consensus). | consulted a recognized expert on United Nations’
voting; he especially stressed the importance to perform the voting coincidence analysis
with a focus on the relevant votes. To fulfill this condition and obtain a more valuable

measure, [ used the Department of State’s “important votes.”?%

As | mentioned, | performed an analysis of the voting pattern of Mexico, Venezuela,
Chile and Argentina, at the United Nations General Assembly (UNGA). The results for

each country were analyzed in each case study. The overall findings, summarized in the

2009, about China-Latin America relations, which provided further opportunities for refining the points. |
thank Dr. Dominguez for his help on this issue.

% Minglu Chen, “Negligence or Arrogance? Mexico from the Chinese Perspective”, presented at the
International Workshop “China and Latin America”, University of Leeds, May 11, 2011, organized by the
National Institute of Chinese Studies (University of Sheffield and University of Leeds), pp. 1-12. | held
talks with Dr. Chen in Leeds, UK and in Guadalajara, Mexico. | want to thank her for her sharing with me
her views on the methodology.

21| want to thank Dr. Voeten for this specific piece of advice. Meeting at Georgetown University on
October 30, 2009.
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following figure, provide very useful data to test China’s influence in the region’s foreign

policies.

Graphic Voting Pattern at UNGA, 2000-2010
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A synthetic interpretation of these findings is the following. Mexico has avoided foreign
policy diversification, breaking its historical tradition. The enormous deficit in the
balance of trade has probably made this option unviable. It has diversified its sources of
imports; in other words it is less dependent on the United States for imports. Chile has
pursued a strategy of market diversification, but it has kept a voting pattern highly
coincident with the United States. Both Mexico and Chile have Free Trade Agreements
with the United States, but only Chile has one with China. Chile’s FTA with China
slightly affected voting patterns during the negotiations, but overall the voting patterns
remained unchanged. The re-emergence of China has caused Argentina’s recovery in the

last seven years. Argentina has had a center-left government and in the 2005 Summit of
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Americas held in Mar del Plata, the possibility of the Free Trade of Americas ended.
Very surprisingly, its decade-long successful trade relationship with China and its
rhetoric against the agreement with the United States has not translated as expected into a
voting pattern closer to China. In fact, Argentina’s voting pattern is consistent with both
countries of the set that have a FTA with the United States, namely Mexico and Chile. As
the key partner of Brazil in the MERCOSUR it was plausible to expect at least a
correlation in the voting pattern with the country that also benefited greatly from trade
with China. Venezuela, during the initial years after Chavez took power in 1999 showed
no significant change in voting patterns at UNGA, as recorded by Dominguez. The key
turn in Venezuela’s foreign policy was produced in 2004, and since then Caracas’s voting
pattern has been far different from that of the United States, the Latin American voting
average, and very similar to that of Beijing. To sum up, clearly Venezuela’s foreign
policy has been closer to China in the last six years; there has been a close correlation in
the case of Brazil (my control case) between an increase in the bilateral trend and a
progressive convergence of the voting pattern at UN, but this has not happened in the
case of Mexico, Chile, and, quite surprisingly, Argentina. This last case shows a sharp
difference between the quantitative analysis (the UNGA’s voting patterns) and a more

qualitative one.

United States’ Reactions
During the period 2000-2010, United States policy makers have been concerned with
China’s fast expansion in Latin America and the Caribbean. According to Dr. Cynthia

McClintock, “given Washington’s desire to maintain U.S. hegemony in the region, it is
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unhappy that China is befriending opponents of the U.S.”** On September 2005, for
example, Charles S. Shapiro, Principal Deputy Assistant Secretary of State for western
Hemisphere Affairs, speaking at the Senate Subcommittee on the Western Hemisphere
posited that “we have noted, and are following closely, what appear to be expanding
military-to-military contacts between China and countries in the region”, and that “China
is also interested in matching its economic power with political influence in the

region”.?*

Five years later, at the end of the decade, in March 2010, General Douglas M. Fraser,
United States Southern Command, in his testimony before the Senate Armed Services
Committee, posited that “the rapid growth of China’s trade with Latin America and the
Caribbean shows the likelihood China could become an enduring part of the economic
landscape of the Americas” and that “China’s evolving relationship with Latin America
through a growing number of linkages and longer-term investments is impacting the
strategic landscape in the region and further emphasizes the interconnectedness of the

21st Century” (italics mine).”294

Despite these worries that many share in Washington, and the fact that China is
penetrating the Western Hemisphere, an area that it has considered its own “backyard”

for almost two centuries (being the hegemon since 1898), Washington’s reaction has

292 Cynthia McClintock, “The United States, Latin America, and China”, Third Dialogue on US-China
Relations in a Global Context, March 13-14, 2007, Beijing, China, p. 9.

2% Charles S. Shapiro, Principal Deputy Assistant Secretary of State for Western Hemisphere Affairs, “The
Role of China in Latin America: Diplomatic, Political, and economic Consequences”, testimony before the
Senate Subcommittee on the Western Hemisphere, September 20, 2005.

2% General Douglas M. Fraser, United States Air Force, United States Southern Command, “posture
Statement” testimony before the Senate Armed Services Committee, the 1™ Congress, March 11, 2010,
pp. 13-14.
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been relatively mild. There are four main reasons for this modest reaction. First, the
United States’ engagement in “two wars and a half” (Iraq, Afghanistan and the war on
terrorism) during most of the decade limited the resources and attention required to
mount an effective strategy of coping with China. Second, economic interdependence
with China is an important factor, in particular China’s purchase of U.S. Treasury bonds
was considered crucial to keep a robust economic growth (although it also keeps a

dysfunctional economic system going on).

As | mentioned in the previous chapter, however, the United States-China bilateral
dialogue on Latin America is a very significant factor. Confronted with the scarcity of
resources and the dependence on Chinese financing, and with the growing might of China
(in trade, in investment, etc.), the United States has consistently pursued a low profile
strategy of shaping and channeling the ascendant force of China in a direction that
reduces and mitigates the potential damage to vital American interests in the region. In
the words of Charles Shapiro “we need to work with China and with our friends and
allies to ensure that every effort is taken to promote policies that converge with our

interests” (italics mine).?

Washington’s reluctant acquiescence to the People’s Republic of China’s membership as
observer at the Organization of American States (OAS) in 2004 and to the Inter-

American Development Bank (IADB) in 2010, which were very important diplomatic

% Charles Shapiro, Principal Deputy Assistant Secretary of State for Western Hemisphere Affairs, “The
Role of China in Latin America: Diplomatic, Political, and economic Consequences”, testimony before the
Senate Subcommittee on the Western Hemisphere, September 20, 2005.
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victories for China, is another face of the strategy of shaping and channeling.”® Giving
China a chair in the inter-American financial and political institutions designed and
supported by the United States, has the intention of socializing China in the ways of the
region, as well as in the workings of the embodiment of the status quo. Moreover, this
strategy has shown resiliency to changes or significant modification. From the two
George W. Bush administrations to the Obama administration the policy has shown a

surprising degree of continuity.

So far both countries have held true to the general agreements achieved in the bilateral
meetings. The reasons for compliance are located in that the commitments are fully
compatible with their own foreign policy strategies. For China the dialogue has been an
unexpected opportunity to reassure the United States of its intentions in present time, and
to be “a responsible stakeholder”. A bent of Washington’s approach to China has been
the demand for transparency. In the regional context, transparency means to clarify
Chinese intentions towards American assets, interests and initiatives. In this regard,
China’s production and release of a white paper on the region (on November 5, 2008) had

the declared purpose of contributing towards more transparency.

The policy of shaping and channeling China’s rise has some limitations. According to
my interviews (with American “very high diplomat I and “very high diplomat I1I”’) the

United States has invited China to do some joint-projects in the region, but the Chinese

2% By the way, U.S. diplomats tried hard to include Taiwan as part of the OAS, as an observer (see State
Department Spokeman Richard Boucher’s briefing of May 27, 2004). China’s opposition effectively
blocked the United States’s move. It was one of the greatest recent Chinese diplomatic victories against
Taiwan, and a Washington’s diplomatic defeat in its own backyard.
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have so far rejected this possibility. The intention of the joint-projects is to create
opportunities for interaction that can be “learning opportunities” for China (or, better yet,
“teaching opportunities” for the United States) about the ways of the region. China
mistrusts the United States and has smelled a trap. While the bilateral dialogue is a great
opportunity for China for dispelling American concerns, it would not want to be
perceived by the countries in the region as creating a G-2 or a condominium, so it has

resisted the American bite.

Future Research

The evidence produced in this dissertation shows that the rise of China is clearly
correlated with an increase in diversification in Latin America, ceteris paribus.
Diversification, however, does not occur simultaneously in different areas (economic:
import, exports, markets, etc.) and in foreign policy, and in different countries, with the
same intensity. The rise of China, therefore, is a necessary, but not sufficient, condition
for current diversification. Also, to explain the variety of ways of diversification in a
future research requires a comprehensive analysis of domestic factors (intervening

variables) in each case.

It would be interesting to explore diversification of two additional economic areas in

which the influence of China is being felt, particularly at the end of the last decade:

Chinese investments and financial cooperation (i.e. swaps, bond acquisitions).
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| plan to seek mid-range generalization of the framework of analysis and findings
expanding the set of cases. | plan to fully incorporate Brazil, which resembles the case of
Argentina albeit clearly with more foreign policy diversification, as the findings of
analysis of voting convergence clearly showed. Cuba would also be added, as a case
belonging to similar ones illustrated here by Venezuela. China is already the number two
economic partner of Cuba (although | suspect China might easily surpass Venezuela as
the number one trade partner of Cuba but it has deliberately chosen not to do this). The
consequences of China’s support to Cuba are quite important, among them to contribute
in a important way to the Castro’s regime survival. Finally, I would like to extend the
findings of the case of Chile to incorporate Peru, a trade notation and a crucial mining
exporter on the Pacific shores of South America, which already enjoys a Free Trade Area

agreement with the United States and another with the People’s Republic of China.

A possible avenue for future research is to consider an alternative hypothesis about the
implications of the timing for policy making, which deserves to be thoroughly explored,
and can be sketched as follows. It has been argued by some that the demise of the Soviet
Union caused (in the sense of enabling cause) or created more room of maneuver for
Latin America’s foreign policies. This hypothesis is different but not incompatible with

the hypothesis explored here. A simple, stylized way to see this is presented here:
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Stylized View of the Dynamic of Opportunities for Diversification

Balancing or
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If we consider the possibilities of stages or phases of hegemonic challenge and demise of
it (see note on Wallerstein and Kondratieff in chapter 2), the historical analysis of the
instances of the hegemonic challenge shows that at the peak, or the violent phase, the
policy options are clearly reduced to bandwagoning or balancing. For example, during
World War 11, diversification efforts of the pre-war era (the 1930s) in the region prove
increasingly unsustainable and costly (as in the case of Argentina), and bandwagoning or
balancing were the only options remaining. It seems plausible to conjecture, however,
that also in the phase of decline or demise of the hegemonic challenge (as in the rising
phase examined here) some opportunities for agency of non-power states might increase.
The reason for this is the diminishing cost imposed by the hegemonic country on agency
and efforts for diversification by non-power states, because these efforts are not

considered threatening to the interest or the position of the hegemonic challenge. It is
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possible to speculate that this stage of the cycle is less promising for diversification,
however, since the increasingly diminishing or diminished power of the declining country
might also provide diminishing returns for the diversification (fewer opportunities). Last
but not least, the conceptualization of the hegemonic challenge as a cycle with ebbs and
flows, allows and phases differentiating more clearly the concept of diversification (zero-
sum or positive-sum) from just balancing or bandwagoning (just zero sum), as different
phenomena with a family resemblance that nevertheless occurs in different stages of the

cycle.

From the point of view of Latin American policymakers, a rise of an extrarregional
power creates an ideal opportunity for diversification, pursuing of autonomy and
confirmation of sovereignty. The worst scenario, however, is that whether the challenge
enter in the “peak”, then they will be forced to chose, between them or us, between
balancing or bandwagoning. Kissinger posited that “in a U.S. confrontation with China,
the vast majority of nations will seek to avoid choosing sides” and that “they will not
want to be seen as pieces of an American design”. The experience of Latin America
confirms that in the “peak” of the cycle or violent stage, the options were unavoidably

reduced just to two.?*’

As a coda, the last paragraph (point 31 C) of the already analyzed cable
05SANTIAGO1794 it is worth to quote here: “Anecdotal but nonetheless a Cassandra-
like comment was recently made by a respected political scientist here: China is the

single-most controversial foreign policy issue being discussed in the presidential

27 Kissinger, Henry A., “China: Containment Won’t Work”, The Washington Post, June 13, 2005.
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candidates’ camps, but nobody wants to rise it publicly because it might involve a choice
between China and the U.S.” Although the source of this comment is an U.S. diplomat
stationed in Santiago, Chile, himself quoting a Chilean politician, it clearly reflect a
mayor concern in policymaking circles in the region, that is fear of a strategic zero-sum
scenario of open or even violent conflict between China and the United States that might

cornered them and reduce their room of maneuver, as explained previously.

Contrary to Mearsheimer, | believe there is not inevitability in a future violent

confrontation between the status quo superpower and the already-risen or challenging

one, although | also do not discharge the possibility of one.?®

A protracted process of
“rise” might in fact increase opportunities for diversification for many years and delay —

or avoid — the “peak” and the closing of the window of opportunity for diversification,

and with it, a forced reduction of policy options for Latin American countries.
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