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Abstract
Latin America is a critical region for analyzing China’s economic statecraft. Following
the Monroe doctrine, Latin America has long been seen as part of the sphere of U.S.
influence. For the purpose of studying the effectiveness of China’s economic statecraft I
will focus on two countries that stand on opposite extremes: Brazil and Mexico. Both
countries happened to be important target states (strategic partners) of China’s eco-
nomic statecraft in the region, albeit for different political and strategic goals. In this
paper I will compare the different domestic political and economic conditions, interests
and institutions in these two countries to explain why China has made greater progress
in projecting its economic power through trade and investment to pursue its political
goals with Brazil, but has not succeeded in Mexico.

Keywords Economic statecraft . China . Latin America .Mexico . Brazil . Trade .

Investment . Foreign policy

Introduction

After decades of low-level commercial interaction, China and Latin America signifi-
cantly ramped up their economic relationship in the 2000s. China has become a top
trading partner and an important destination for many Latin American/Caribbean
(LAC) countries’ exports. While not yet a main source of foreign direct investment
overall, China has built a strong investment presence in South America, particularly in
the natural resource and infrastructure sectors. There is a rich set of literature on the
impact of China’s economic engagement in the region, including an examination of the
impacts of increased commodity concentration and neo-dependency as a result of
China’s strong demand for natural resources [32], the importance of geopolitics [31],
China’s impact on Latin American economies and industrialization [19] and political
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institutions [29], the implications for US hegemony [17], and China’s projection of soft
power [13]. However, the domestic factors that have been attributed to the different
policy responses to China’s economic statecraft in these target states has largely been
understudied.1 Thus, this paper is trying to reverse that research question in order to
explore why China is more effective in using its economic power to pursue political
and strategic goals in some LAC countries, but is less successful in others.

Economic statecraft can be broadly understood as state manipulation of international
economic activities for strategic purposes [2]. Plenty of literature has studied this
subject and identified a number of domestic and international variables to help examine
the processes and outcomes of Chinese economic statecraft. Blanchard attributes
success of economic statecraft to the target countries’ level of stateness, which com-
prises of three components: autonomy, capacity, and legitimacy [5]. Norris focuses on
principle-agent problems by defining various business-government relations and con-
ditions for the government to tightly control the actors [30]. The unique party-state
system and state capitalism of China has made government planning and manipulation
of Chinese firms, banks and other players in international economic activities easier
[35]. The economic means that the government has widely adopted are mainly through
trade, investment, foreign aid, and financial statecraft. These studies have greatly
contributed to our understanding of China’s motivation, process, and implementation
of its economic statecraft. This article, however, will focus on the domestic economic
and political conditions of the target states. It explores the question of what domestic
economic and political conditions in the target country are more conducive/ resistant to
China’s utilization of economic statecraft?

Latin America is a critical region for analyzing China’s economic statecraft. Fol-
lowing the Monroe doctrine, Latin America has long been seen as part of the U.S.
sphere of influence. Due to Washington’s overwhelming superiority in military and
economic realms, the region has been considered the backbone of American hemi-
spheric hegemony since World War II [26]. In contrast, China was a latecomer to this
scene and only began to extensively engage the region at the beginning of the new
millennium. Driven by the energy thirst resulting from its economic opening in the
1980s, Beijing has adopted a global strategy of securing energy and natural resources.
Latin America is one of the main regions China has tried to secure its resource supply
from. As one leading China specialist noted, BChina historically has paid less attention
to Latin America than to any other third world region^ [39].

On the other hand, Latin American countries also take China’s increasing engage-
ment in the continent as a new leverage in dealing with the United States. Long, among
some others, provided an excellent examination of how Latin American leaders were
able to overcome power asymmetries with the U.S. to pursue their national interests by
exploring the key moments in post WWII inter-American relations [25]. In this paper I
aim to further his argument by exploring the policy choices of Latin American
countries in order to gain leverages when dealing with China.

With a wide range of countries in the region, it is difficult to present one overall
regional assessment. Latin American countries’ relationships with China vary widely;
there is no single, coordinated regional response. China’s growing economic

1 There are important exceptions, including Gonzalez-Vicente [20]; Urdinez et al. [41]; Gallagher and Irwin
[18].
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engagement in the region, especially in the post-boom (post-2013) period, is driven
primarily by Beijing’s search for status and influence in the area. Within the context of
their economic relationship with China, Carol Wise and Victoria Choon Ching divided
the countries into three groups [43], namely, the three most liberal and open economies
in the region of LAC (Peru, Chile and Costa Rica), resourceful countries like Brazil and
Argentina, and the countries that also focus on manufacturing like Mexico. For the
purpose of studying the effectiveness of China’s economic statecraft I will focus on two
largest economies and the most important political powers in the region: Brazil and
Mexico. Both countries happened to be important target states (strategic partners) of
China’s economic statecraft in the region, albeit for different political and strategic
goals. In the following section I will compare the different domestic political and
economic conditions, interests and institutions in these two countries to explain why
China has made greater progress in projecting its economic power through trade and
investment to pursue its political goals in Brazil, but has been less successful in
Mexico. By examining domestic factors including different level of trade dependence,
proximity to the U.S., existence of alternative market and source of capital, and a
shared vison on global governance, I explain why China’s economic statecraft is more
successful in Brazil than in Mexico even though both countries have been identified by
the Chinese government as strategic partners in Latin America.

This papers proceeds in five parts: The following section sets a baseline for China-
Latin America relations which traces the evolving cross-pacific economic exchange
during the 2001–2013 boom and the post-boom new development. The third section
examines the strategic goals of the Beijing government in Latin America. The next
section compares the varied outcomes of China’s economic statecraft in Mexico and
Brazil and explores the domestic factors that have attributed to this outcome. Finally,
the last section summarizes the findings and offers conclusions about the China’s
economic statecraft in LAC.

Evolving China-Latin America Economic Relationships: Boom
and Post-Boom Periods

China’s trade with and investment in the region deepened at around the turn of the new
century. China is now the second largest source of imports for Latin America and is its
second largest export destination, in both cases directly behind the United States. This
dramatic increase of China’s demand for Latin American resources has been fueled by
China’s need to sustain its rapid industrialization and in particular, export-oriented
manufacturing [13]. Ferchen further argues that it has corresponded with a change in
China’s domestic development priority to switch from labor-intensive light and medi-
um manufacturing toward capital-intensive, heavy industrial (over) production as a
result of Chinese government’s implementation of the post-2008 financial crisis stim-
ulus package [16].

In 2017 China-Latin America trade reached $266 billion [12]. Chinese president Xi
Jinping made a commitment at the first China-Latin America forum hosted by Beijing
in 2015 that between 2015 and 2019, China would invest $250 billion in direct
investment in the region and about $500 billion in trade [11]. Similar to China’s trade
patterns with Africa, it is concentrated in a small number of countries and primarily
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follows the pattern of importing natural resources from LAC and exporting manufactur-
ing products. In 2017, five products– soybeans, iron ore, copper ore, refined copper,
and oil – made up 70% of the total value of exports from LAC. Barton and Rehner
captures this new commercial relationship that is based on resource trade and features
the pragmatic hybrid as China’s Bdragon doctrine^ in Latin America. [4]

The Boom (2001–2013)

Since joining the WTO in 2001, China has begun to integrate itself into the global
economy. Following the East Asian export-driven development model, China began to
develop itself as a global manufacturing powerhouse in order to take advantage of its
population dividend and economy of scale. Consequently, China became a true global
trader by importing raw materials, commodities, energy and intermediate parts from the
developing world and exporting the finished industrial goods to developed markets.
The country’s heightened demand for copper, crude oil, iron ore, and soybeans made
Latin America a natural frontier for trade. Hence, it has done well with LAC countries
possessing an abundance of these natural resources including Brazil, Argentina, Ven-
ezuela, Chile and Peru. Commodity exports are a way for many LAC countries to (re)
integrate into the global economy [38]. Thanks to China’s strong commodity demand,
these Latin American countries were spared the worst of the 2008–2009 crisis. In fact,
trade between the region and China multiplied 22 times between 2000 and 2013 [10].

Before the burst of the commodity boom in 2013, China’s investment projects were
largely developed to support its trade relations with Latin America. Most Chinese
companies invested in open commercial offices in Latin America to facilitate trade, some
of which grew into small manufacturing units for assembling components imported from
China. In the services sector, the only important investments were in finance, where the
key objective is to finance trade operations with China. Even in the natural resources
sector, many of the companies investing inmining and oil operations are large importers of
these resources into China. In other words, China’s economic influence over Latin
America is conducted mostly through trade and not through direct investment [12].

Direct foreign investment from China shows a strong degree of concentration, both
in terms of sectors (with mining and fossil fuels represented at around 80%) and in
terms of country destinations, with only three countries – Brazil, Peru and Argentina –
receiving 81% of said investment between 2005 and 2017 [12]. This reinforces the
pattern of exchange of raw materials for manufactured goods that has characterized
trade between the region and China.

Post-Boom: 2013-Present

2013 represents a watershed moment in China-Latin America economic relations.
Commodity prices worldwide plunged dramatically from 2013 to 2014 and China’s
economic growth has slowed to an average rate of 6–7% since 2013. The pass-through
for LAC in terms of China’s lower demand for lower-priced resources has been a
slowing of growth to 1–2% on average since 2013 [33]. This is partly due to declining
Chinese exports to developed markets and partly due to an intentional shift away from
its previous export-oriented model to a more sustainable consumption and service-
based development model. However, when the demand for commodities had slowed
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and prices plummeted, China continued and even further expanded its economic
presence in the LAC region – especially through financial statecraft. This suggests that
China has been pursuing more than just commercial interests from 2013 onward. The
end of the commodity boom seems to provide an opportunity for China to revisit its
economic engagement in the region and to make it more balanced and less controver-
sial. Rather than solely using Latin America as a source of commodity imports, the
Chinese government has applied its ever-increasing economic clout, utilizing trade,
infrastructure investment and aid to pursue its non-economic goals.

During the post-boom period China’s investment in the region is still highly
concentrated in terms of host country selection. Though China invested $90 billion in
Latin America between 2005 and 2016, it only accounts for approximately 5% of FDI
inflow to the region during this period. Investment by Chinese companies in LAC in
2017 is estimated to be more than US$ 25 billion, equivalent to around 15% of total
inflow to the region that year [12]. Brazil has received 55% of investments made by
Chinese companies in the region since 2005, followed by Peru with 17% and Argentina
with 9%. Thus, the top three recipient countries account for 81% of Chinese FDI
inflows to the region [12].

What has changed since 2013 is that Chinese companies have begun to invest in the
manufacturing and agricultural sectors [32]. In January 2015, President Xi Jinping
pledged $250 billion in Chinese investment in Latin America over the next 10 years,
some of which is expected to go into Brazil’s recently proposed railroad that would link
the Atlantic and Pacific Oceans via Peru. Chinese policy banks now provide more
finance to Latin American governments each year than do the World Bank and Inter-
American Development Bank (IDB) combined. The Chinese finance has functioned as
a private sovereign debt market with some typical Chinese characteristics: focus on
industry and infrastructure, large loans tied to purchase requirements of Chinese
industrial goods, and natural resource purchase contracts which reduce repayment risk
[18]. China is less willing to operate at an economic loss just in order to bolster non-
economic ends in Latin America, which differs China’s economic diplomacy strategy
in LAC from that of its in Southeast Asia and Africa.

Gaining Influence and Status through Economic Statecraft?

Chinese government prefers economic statecraft as it matches the global image China
has long subscribed: China is going to rise peacefully and other countries will benefit
from China’s rise. Increasingly, China has employed its growing economic clout to
pursue other objectives. As stated by David Baldwin, Beconomic measures are likely to
exert more pressure than either diplomacy or propaganda, and are less likely to evoke a
violent response than military instruments^ [2].

Compared to its neighborhood including Northeast and Southeast Asia, and its
bilateral relationship with the major global powers including U.S., EU and Japan,
China does not see Latin America as the most strategic region in relation to its core
interests and key foreign policy objectives, which has been identified as regime
stability, sovereignty and territorial integrity and development rights [24]. Consequent-
ly Latin America attracted only about 13% of China’s total FDI during 2003–2016
period (about US $110 billion) compared to 70% directed elsewhere in Asia.
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Where then does Latin America fit in the Chinese grand strategy and what are the
geopolitical goals driving China’s economic activities in this region of considerable
interest to the United States? First and foremost is China’s strategic interest in securing
energy security and commodity supply to sustain its rapid economic growth. During the
first decade of the twenty-first century geopolitics did not seem to be the key driver for
China’s policy towards Latin America. Rather, Beijing was very cautious not to upset
the U.S. by engaging the region economically. In the first Latin America policy white
paper issued by the Chinese government in 2008, the focus was on energy security and
the role that could be played by the LAC countries to help diversify China’s energy
supply [6, 7]. The BChina fever^ cooled down in 2013. With the burst of the commodity
boom and the slowing down of the Chinese economy and its exports to the developed
market, China reduced its commodity imports from LAC. However, to many people’s
surprise, China’s engagement with the LAC continues to soar and China has even
expanded its scope of engagement beyond commercial interest. China has maintained
its presence in LAC’s extractive sectors and Chinese investment and finance in LAC is
still heavily focused on extraction. Mining, drilling, and refining accounts for over half
of Chinese mergers and acquisitions in LAC, while coal, oil, and natural gas account for
over half of public-sector lending – a record US$17.2 billion in 2017 [34].

Second strategic interest of China’s economic statecraft in LAC is to integrate Latin
America into its BBelt and Road Initiative^. Under the new leadership of President Xi
Jinping, China has adopted a more assertive foreign policy and gone through a major
transformation to redefine its role in the developing world. In recent years, the Belt and
Road Initiative (BRI), previously known as the BOne Belt, One Road^ (OBOR) strategy,
has emerged as the cornerstone of Chinese foreign policy. According to the Chinese
government, the twenty-first-century version of the Silk Road will take shape around a
vast network of transportation, energy, and telecommunications infrastructure, linking
Asia to Europe and Africa through Central and South Asia and accompanied by
strengthened trade and investment and increased people-to-people exchanges [45].
Beijing sees physical infrastructure as a first step toward Eurasian integration, which
will build economic corridors to enable greater integration and foster a vibrant
Bcommunity of common destiny,^ a blueprint outlined by Chinese President Xi Jinping.

Consequently China has increasingly diversified its investment to other sectors,
including finance, services, manufacturing and, in particular, infrastructure. Between
2005 and 2016, China invested US$5.5 billion into 91 infrastructure projects in the
region [9]. Those projects include the region’s most ambitious projects such as the
development of a transcontinental railway linking Brazil’s Atlantic coast to Peru’s
Pacific coast, the construction of the Two-Ocean Tunnel between Argentina and Chile,
and the building of three nuclear plants in Argentina. Many of these new projects have
completed yet, but they have reflected the diverse interest developed by Chinese state-
owned enterprises in the region. Different from the previous focus on extractive
diplomacy, this recent surge of infrastructure diplomacy has policy implications beyond
commercial interest. It is an integral part of China’s new global vision of connectivity
and development, an alternative idea to complement and challenge existing interna-
tional institutions. In a visit to Chile in May of 2013 the Chinese Premier Minister said,
BThe current industrial cooperation between China and Latin America arrives at the
right moment, China has equipment manufacturing capacity and integrated technology
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with competitive prices, while Latin America has the demand for infrastructure expan-
sion and industrial upgrading^ [14].

Third strategic interest of China’s economic statecraft is to intensify its relationship
with Latin America by institutionalizing the relations through both bilateralism and
regional institutional building. China has not made much progress in this regard. So far
China has only negotiated free trade agreements with three small and open economies
in the region, which are Peru, Chile and Costa Rica. Regionally, China has developed
close economic ties with Community of Latin American and Caribbean States
(CELAC) forum. The first meeting of China-CELAC forum in January 2015 aimed
to double annual trade and significantly increase China’s investment stock in the
region. At the second China-CELAC forum held in January 2018, China’s policy
preference was no longer commercial interest, but instead the pursuit of strategic goals
[9]. It successfully persuaded a number of LAC countries to join the China-dominated
Belt and Road Initiative (BRI). Before the forum was held, Chinese leaders had already
endeavored to rephrase the Belt and Road discourse to include LAC. Now the new
discourse describes LAC as a Bnatural extension^ of the Maritime Silk Road and an
Bindispensable participant^ of the Belt and Road Initiative. This language was first used
by President Xi Jinping during his meeting with Argentina’s President Mauricio Macri
on the sidelines of the 2017 Belt and Road Forum [3]. The Declaration, signed during
the Second China-CELAC Ministerial Forum in January 2018, presents the BRI as Ba
new platform for mutually beneficial cooperation^ between China and Latin America,
and affirms that the former Binvites Latin American and Caribbean countries to join^
[9]. As of June 2018, four of the roughly 70 countries that have signed these agree-
ments are located in the LAC region: Panama, Antigua and Barbuda, Trinidad and
Tobago, and most recently, Bolivia. This new development is strategically critical as it
is an important step to integrate LAC into China’s global strategic vision.

The fourth strategic interest of China is the Taiwan issue – the core interest of
Beijing government. In Latin America white papers issued by the Chinese government
in 2008 [6] and 2016 [28], Beijing emphasized the importance of Bupholding the One-
China principle^ as the foundation for bilateral cooperation with LAC. We have
witnessed the fiercest diplomatic contest between China and Taiwan in LAC; among
the 17 countries that still formally recognize Taiwan, nine of them are located in LAC.2

This issue is more pressing now than ever, partly because China and Taiwan ended their
tacit Bdiplomatic truce^ (2008–2016) after pro-independence president Tsai Ing-wen
came into power in 2016. The remaining group of eight Central American and
Caribbean nations, plus Paraguay in South America, represent a large chunk of the
only 17 countries that presently recognize Taiwan. The conflict between Taiwan and
China has indeed become more real, evidenced by China’s shifting focus from South
America to Central America and the Caribbean. This diplomatic contest has influenced
China’s economic engagement with the region. China has been using economic
incentives as sticks and/or carrots to bid for the non-recognition of Taiwan [41].
Countries that recognize Taiwan have found their access to the Chinese market
restricted; none of the regional states that recognize Taiwan are on the list of the top
13 destinations of Chinese lending [24]. When Panama switched its diplomatic

2 The nine countries are: Belize, Haiti, Nicaragua, St Kitts and Nevis, St Vincent & the Grenadines, the
Dominican Republic, Guatemala, Paraguay, Honduras and Saint Lucia

Pulling the Region into its Orbit? China’s Economic Statecraft in... 439



alignment from Taiwan to China in July 2017 and El Salvador in August 2018, Taiwan
openly blamed China for its Bcheckbook diplomacy.^ From Beijing’s point of view,
considering its sheer size of economy and global status, it is not a difficult task to win
this diplomatic battle if the U.S. doesn’t support Taiwan by influencing their allies in
Central America.3 Therefore, Chinese diplomats consider this more so a battle between
China and the U.S. than one with Taiwan.

The new development of U.S. foreign policy under the Trump administration –
including the decision to abandon the TPP agreement and the uncertainty associated
with the new USMCA agreement – and the lack of US interest in multilateralism in
general may prompt some Latin American countries to further Blook east.^ The trade
war between the U.S. and China as well as more protectionist policies towards
countries including Canada, Japan and most European nations will also help with the
ongoing restructuring of China-Latin America relations. More LAC countries are
considering China as an alternative market and source of capital to the United States.
However, on the other hand, ongoing trade tensions with the U.S. will cause China’s
demand for commodities and resources to decline. China will then make more indus-
trial and infrastructure investments in the LAC instead to take advantage of cheaper
labor costs and to be close to new markets. In doing so this will provide China a new
opportunity to redefine its economic statecraft in the region, shifting away from
Bextractive diplomacy^ to a more balanced and nuanced statecraft.

Case Study: Comparing China’s Economic Statecraft toward Brazil and Mexico

In order to provide in-depth examination on China’s economic statecraft in Latin
America and how the target countries responded, I chose Mexico and Brazil to conduct
field research and used a process tracing approach. They have been chosen based on the
case selection criteria including typical, diverse, influential and most similar/different
[37]. First, they both are politically influential and economically powerful players in the
region. Brazil and Mexico are the two largest economies in the region, one representing
South America and the other one representing Central America geopolitically and
geoeconomically. Second, China has adopted a distinctive diplomatic approach in
LAC, by prioritizing its political and economic cooperation with a selective group of
Latin American countries. As Table 1 shows, China has developed comprehensive
strategic partnership agreements with seven countries in the region including Brazil,
Mexico, Argentina, Venezuela, Peru, Chile and Ecuador—the top rank in China’s
diplomatic partnership structure [44]. Among them, Brazil established this comprehen-
sive strategic partnership in 2004, while the rest of the six countries established this
priority partnership with China only in the last few years. It means that these seven
countries have developed comprehensive cooperation with China in political, econom-
ic, trade, cultural, and military fields. Although the seven countries are all major
petroleum and commodity producers and exporter in the region, it is evident that Brazil
and Mexico has more diverse economy, and importing/exporting beyond commodity
and natural resources and hence a better case to understand China’s use of economic
tools to achieve its non-economic policy agenda. Chinese diplomats and MOFCOM

3 Interviews with government officials from Ministry of Foreign Affairs, May 2018.

440 W. Liang



(Ministry of Commerce) officials all confirmed that China considers Mexico and Brazil
the two most important strategic and economic partners in LACs.4

It appears that China’s economic diplomacy works more effectively with Brazil than
Mexico. In the last two decades, Brazil has become China’s most important ally in the
region, standing side-by-side with China on a number of global fronts. On the other
hand, Mexico continues to see China more as a competitor in global economy and
rarely sides with China on foreign policy issues important to China. There are a number
of critical domestic factors that account for these rather varied outcomes. In this section
I will focus on the current level of trade dependence on Chinese market, proximity to
the U.S. (both economically and politically), existence of alternative free trade
agreements/investors to the target countries, and shared vision and interest on global
governance, especially those toward multilateralism, toward the U.S. influence in the
global economic system.

First and foremost, China has more complementary trade relations with Brazil and
more competitive relations with Mexico. It is noteworthy that China’s trade penetration,
especially its manufacturing exports into Brazil as well as its competition with Brazil in
the U.S. and other third markets, has caused serious concerns in Brazil regarding
‘primarization’ of the economy [23]. However, neoliberal economists would argue that
this bilateral trade relationship has reflected the comparative advantage of the two
countries and brought the benefit of trade to these two economies. While Brazil holds
the largest trade surplus with China in the region, Mexico has a prolonged trade deficit
with China. Mexico’s trade deficit with China reached $67.4 billion in 2017 and
accounted for roughly 77% of the region’s total deficit with China. This reflects the

4 Interviews with government officials from Ministry of Foreign Affairs and Ministry of Commerce, June
2016.

Table 1 China’s Diplomatic Partnership with Selected Countries in America. Source: Ministry of Foreign
Affairs, China. Compiled by author

PRC Partners Years of
establishment

Additional information
(year and name of related partnerships)

LAC(8) Brazil 1993 1993 strategic partnership, 2004 comprehensive strategic partnership

USA 1997 1997 constructive strategic partnership; 2011 a cooperative partnership
based on mutual respect and mutual benefit

Venezuela 2001 2001 strategic partnership for common development; 2014
comprehensive strategic partnership

Mexico 2003 1997 comprehensive partnership; 2003 strategic partnership of
cooperation; 2013 comprehensive strategic partnership

Argentina 2004 2001 comprehensive partnership; 2004 strategic partnership; 2014
comprehensive strategic partnership

Canada 2005 1997 comprehensive partnership; 2005 strategic partnership

Peru 2008 2004 comprehensive partnership; 2008 strategic partnership; 2013
comprehensive strategic partnership

Chile 2012 2004 comprehensive partnership; 2012 strategic partnership; 2016
comprehensive strategic partnership

Ecuador 2015 2015 strategic partnership; 2016 comprehensive strategic partnership
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fact that less than 2% of Mexico’s exports, but 17% of its imports, were accounted for
by China in 2014. As China’s former consul general in Tijuana, Shoujian Gao, pointed
out, the combination of economic competition with persisting social tensions consti-
tutes a formidable challenge to efforts to build co-cooperation and understanding [22].
Compared to the complementary trade relations between China and Brazil, there has
been significant tension between China and other manufacturing-based economies such
as Mexico. Competition from Chinese exports has undercut Mexico’s primary com-
parative advantages: low labor costs and geographic proximity to the United States.
china and Mexico not only share similar comparative advantages, but also similar
export-driven investment policies. The Bmaquiladora^ system of Mexico is similar to
Chinese Bspecial economic zones.^ Consequently, China has outcompeted Mexico in
the U.S. market for exports of industrial goods thus attracting a great amount of foreign
investment in manufacturing away from Mexico. Mexico has suffered from its esca-
lated trade deficit with China, as China exports large quantities of manufactured goods
to Mexico as well as parts and intermediate goods to be processed in Mexico for export
to the US market. In short, since the late 1990s, China has been Beating Mexico’s
lunch^ [36]. Meanwhile, as trade between China and Brazil expanded, China became
Brazil’s most important trade partner, outpacing traditional partners such as the US and
Europe. On the one hand, the trade relationship is imbalanced. In 2014 commodities
(soybeans, minerals and fuels) accounted for 85% of Brazilian exports to China [1]. On
the other hand, Brazil’s economy grew 3.3% and poverty decreased from 13.6% in
2001 to 4.9% in 2013 during the decade of rapidly growing trade with China [24].

Second, while Brazil has received the largest portion of FDI from China, Mexico
received much less Chinese FDI than Brazil, as shown by Figs. 1 and 2 respectively.
China invested $6.7 billion in Mexico during the period of 2003–3016, making Mexico
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only the fourth largest destination of Chinese FDI in the region [12]. Brazil drew about
56% of China’s FDI in Latin America during 2003–2016, followed by Peru and
Argentina. In 2017 alone Chia invested $24.7 billion in Brazil. Most Chinese invest-
ment in Brazil now has expanded from oil and gas extraction to electricity sector,
financial service, telecommunication and manufacturing. This trend has continued in
recent years, and from 2016 to 2017 China invested all its major non-resources projects
in Brazil, as shown by Table 2. There are four major oil companies in China (CNPC,
Sinopec, CNOOC and Sinochem), all state-owned and all with significant investments
in Latin America. Chinese oil companies have a presence in all of the Latin American
countries that export oil and gas. Because Mexico has not fully opened its energy sector
to foreign investment and China is a strong competitor in manufacturing, Chinese
companies have not found many areas to invest in Mexico compared with Brazil.

Third, Mexico and Brazil have carried out different domestic policies towards the
U.S. and the subregional difference is noteworthy. For most countries in Central
America and the Caribbean the United States is their most important trading partner
and political ally. The strategic importance of Mexico is also mainly driven by its
political and economic relations with the U.S. and its influence over the countries of
Central America. Mexico’s foreign policy and economic policy today has been shaped
heavily by its geography. Its relationship with the United States is unique and unpar-
alleled. Thus, Mexico prioritizes policies that help it liberalize its economy, deal with
asymmetrical power and economic relations, and take advantage of its proximity with
the U.S. while sovereignty-conscious South America, especially Brazil, appreciates
more the principles emphasized by China in its usage of economic statecraft, such as
mutual respect, non-interference, and protection of national sovereignty. During the
Workers’ Party’s rule in Brazil, which started in 2003, the radical shift of Brazil towards
a non-US-centered independent foreign policy as a result of regime change, not
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Fig. 2 Source: ECLAC. BExploring new forms of cooperation between China and Latin America and the
Caribbean,^ January 2018. https://repositorio.cepal.org/bitstream/handle/11362/43214/1/S1701249_en.pdf
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economics, is the major explanatory variable that drove the close relationship between
Brazil and China (Albuquerque and Lima 2016). The public opinion survey in Brazil
empirically shows that the more Brazilians share the perception that the United States
loses pre-eminence globally, the more they will be willing to accept China as a
trustworthy partner [40]. Keeping its economic and political independence from U.S.
influence and interference by diversifying its trade and source of capital from China
seems to have been a welcome option. By contrast, public opinion in Mexico is less
favorable about China and Chinese investment. The failure of the three major Chinese
investment projects exemplifies this domestic tension. The first one was Mexican
government’s unexpected cancellation of a China-led bid for a $3.7 billion bullet train
project in 2014 which would have run 130 miles from Mexico City to Queretaro [33],.
The second one was the construction of $180 million Dragon Mart in Cancun. The
third troubled investment is the Chicoasen Power station project, which China’s
Sinohydro won the public bidding worth $400 million to construct a hydroelectric
power station. All three projects were cancelled because one of the domestic opposition
in Mexico. Dussel Peters attributed these investment obstacles to the lack of institu-
tional expertise on China within the Mexican government, as well as the general
public’s anxiety about potential competition with China [8].

Fourth, Brazil shares the same principles as China on supporting a stronger role played by
emerging economies in multilateralism and multipolarity. They both see multilateralism
backed up by a multipolar system in the world as the most effective way to challenge U.S.
hegemony. Brazilian leaders, including former President Lula, echoed that a strategic
relationship with Beijing would facilitate their cooperation in multilateralism [21]. In the

Table 2 China’s Major Investment Projects in LAC in 2016–7

Corporation Assets acquired Asset
location

Sector Value
(millions of
dollars)

2016 China Molybdenum Co.,
Ltd

Anglo American-niobium
and phosphates

Brazil Mining 1500

China Three Gorges
Corporation

Duke Energy International,
Brazil Ltda.

Brazil Energy 1200

Hainan Airlines Co. Ltd. Azul S.A. (23.7%) Brazil Transport 450

January to
November
2017

GIC Pte. Ltd. (Singapore),
Brookfield Infrastructure
Partners LP (Canada),
China Investment
Corporation (China)

Nova Transportadora Do
Sudeste SA (90%)

Brazil Energy 5200

State Grid Corporation of
China

CPFL Energia SA (100%) Brazil Energy 10,290

State Power Investment
Corporation

Sao Simao Hydroelectric
Power Plant Brazil

Brazil Energy 2250

CITIC Agricultural
Industry Fund
Management Co Ltd

Dow Agro Sciences
Sementes &
Biotenologia Brasil Ltda

Brazil Chemicals 1100

Source: ECLAC. BExploring new forms of cooperation between China and Latin America and the
Caribbean,^ January 2018. https://repositorio.cepal.org/bitstream/handle/11362/43214/1/S1701249_en.pdf
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past decade, China and Brazil have worked closely and built coalitions in global trade
negotiations including the WTO Doha Round Negotiation, IMF governance reform, global
climate talks, and within the BRICS and G20 summits. Former Chinese president Hu Jintao
stressed that BChina forever stay on the side of developing countries^ [29]. This foreign
policy goal of China has been endorsed by Brazil and other South American countries as
well. Their shared vision of the ideal global system, common interest in counterbalancing
US expansion in the Western hemisphere, and joint effort to build alternative institutions
such as the BRICSNewDevelopment Bank havemade Brazil China’smost valuable global
partner. Meanwhile, for Brazil China represents a valuable geopolitical counterweight to the
United States. They both believe that a collective rise of developing countries and emerging
economies more accurately reflects fundamental change in international politics. Brazil, as
an emerging economy that has always placed great importance to its sovereignty and
independence in its foreign policy, shares the similar vision of the new/better world order.
Compared to Brazil, Mexico appears less interested in multilateralism and is less willing to
build a coalitionwith China and other developing countries to confront theU.S. on theworld
stage.

Fifth, compared to Brazil, Mexico has enjoyed more (and better) alternative export
market and source of investment. As a member of the NAFTA, Mexico enjoys privilege
to enter into the North America market duty-free. Currently US market absorbs about
80% of Mexican exports. Because of its location and its NAFTA membership, many
countries have chosen to invest in Mexico to take advantage of its cheap labors and the
easy access to the U.S. market. Besides its proximity to the U.S., Mexico has success-
fully negotiated free trade agreements with Japan, the EU, and a large number of
countries. Mexico is a key player in the Pacific alliance in the region and is also a
member of the TPP11. With the exclusion of China from the TPP, increasing trade
tensions between China and many developed countries, and the growing cost of labor
in China, Mexico has become the new investment destination for the manufacturing
sector, particularly for automobiles and auto parts. As a top recipient of FDI in Latin
America, Mexico has access to international credit on favorable terms, which are very
competitive to those offered by Chinese banks. In 2017 US foreign direct investment
accounted for 46% of the total FDI inflow into Mexico while US investment only
accounted for 22% of the total FDI inflow into Brazil. In contrast to Mexico, Brazil is
struggling with economic slowdowns along with domestic political turmoil and insti-
tutional deficits. It has maintained relatively high tariffs and other trade protectionist
measures. Trade relations with its Mercosur partners has not gone particularly well as
the market is small. Thus, China assigns more importance to Brazil economically and
politically.

By referring to the strategic interests outlined by the Chinese government in Latin
America, it seems that Beijing’s employment of economic means has achieved better
results in Brazil than in Mexico. Brazil has become the largest supplier of energy,
commodity and agricultural products to Chinese market. This has matched China’s
strategic interest of energy and food security. Furthermore, Brazil has become one of
the most important partners of China on global arena by building strong coalitions with
China in global trade, financial and climate change governance. They have also
coordinated policies in the G20 meetings. The creation of the BRICS and the New
Development Bank has further promoted China’s strategic interest in providing region-
al institutions to develop alternative mandates on development financing. Lastly,
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through its massive infrastructure investment in Brazil, China has successfully inte-
grated Brazil into its Belt and Road Initiative. Compared to Mexico, it seems that China
has been able to pursue more of its strategic interests by engaging Brazil economically.

Conclusion

Realists like John Mearsheimer and Stephen Walt have advocated for Washington to
Bpreserve US dominance in the Western Hemisphere^ [27]. Although more and more
policy observers have warned that BBeijing is filling the void left by a diminished U.S.
presence in the latter’s own backyard [41, 42] the U.S. is and will continue to be the
dominant power in the region and China has no intension to directly confront the US
and US core interests in the region.5 Economically, the US remains the largest market
for the majority of Latin American exports. Latin America exported $406 billion in
goods to the United States in 2017, with roughly 80% of that being manufactured
products, and ran a $117 billion surplus with the northern power. In contrast, Latin
America had a trade deficit of $67 billion with China, with around 90% of exports in
raw materials. Commerce Secretary Wilbur Ross recently reminded the audience at the
Summit of the Americas in Peru of this asymmetrical trade relation in April 2018,
concluding that Bthe message is that Latin America is very important to the United
States.^ His real message, however, is that B[the] U.S. is very important to Latin
America.^ Beijing recognizes the geographic and geo-economic realities of the Western
Hemisphere and is aware of Washington’s sensitivities to China’s growing presence in
LAC. While Beijing is keen to increase its role in the region economically and
politically, it prefers to do so in a low-key and non-confrontational manner. Rather
than targeting the whole region, China is only focusing on a small number of countries
that present key strategic value to China. In fact, China is not seeking to target all 34
countries in the region, rather, it has selected seven ‘large and/or strategically impor-
tant’ countries, namely, Brazil, Mexico, Argentina, Venezuela, Peru, Chile and Ecuador
[15]. Chinese diplomats have repeatedly stated that China is Bnot directed at any third
party and not at forming a bloc^ [46].

Given China’s continued demand for energy, agricultural products and commodities,
as well as its quest for global markets for its manufacturing products in the midst of US-
China trade war, it will continue to maintain strong economic engagements with Latin
American countries. The analysis above shows that China’s economic statecraft in
Latin America has mixed effects on various countries in the region and poses chal-
lenges on both sides to sustain a win-win bilateral relationship in the midst of roiling
geopolitics and the complexities of South-South cooperation. China’s pursuit of stra-
tegic goals through economic means and the subsequent domestic logic of the receiving
states explains the various responses of Latin American countries.

Overall, Central American countries continue to be very dependent upon the US
market for exports, and to a lesser extent, for investment and foreign aid. Due to their
trade structures, Central American Countries have not significantly benefited from
booming Chinese demand for primary products and instead have faced increased
competition from Chinese products in third-country markets (like Mexico). Conversely,

5 Interviews with government officials in Ecuador and Brazil, July 2018.
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South American countries (like Brazil) have benefited from China’s rapid economic
growth and depend more heavily on Chinese markets for their exports and share some
similar interests towards the United States.

By examining the varied outcome of China’s economic statecraft in Mexico and
Brazil, it appears that Latin America is the most challenging frontier for China.
Compared to Asia and Africa, Latin America proves to be a more challenging region
for China due to the lack of historical connection, cultural proximity, and mutual
understanding on each other’s political and social Institutions. china began with a
pragmatic expectation and so far has achieved very limited results. The success of
China’s economic statecraft is largely dependent on the domestic economic and
political conditions of the target state, not necessarily correlates with the scope and
strategies of the China’s economic inducement. Economic statecraft can take many
forms. Some of the economic statecraft tools, such as sanctions and economic pres-
sures, have been rarely used by China as it does not have the unrivaled political and
economic power to make it work effectively. Instead, China has more frequently used
economic inducement, through trade, investment and development financing to ensure
its own economic (energy, commodity) security, expand its international influence
(mostly vis-à-vis Taiwan in LAC), and work with other like-minded developing
countries to challenge the U.S. dominance in the region and in multilateral institutions.
In the future, the economic and political divide in Latin America – between Central and
South America – will continue to have fundamental implications in US-China compe-
tition for effective economic statecraft in the region.
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