
 

2. LITERATURE REVIEW. 
 

2.1. SHAPING THE REGIONAL SECURITY ENVIRONMENT IN 

LATIN AMERICA. 

 

I chose this book “Shaping the Regional Security Environment in Latin America”, as 

offers information about the important information about Latin America, specially its 

abundantly natural resources, its current projects to develop its economy, as well as some 

future projections and its implications as China is investing billions of US dollars in the 

region. Therefore, this literature offers good information about how Latin American 

countries are doing. 

The author of this book states that China is increasing its presence in Latin America, 

which has implications for the U.S. security in the region. The Chinese economy is 

growing up day by day and requires more and more quantities of basic goods from Latin 

America, examples including petroleum products, coal, iron, steel, and other strategic 

products; therefore they are experiencing the best commercial relationship in their history. 

On one hand, China wants to grow and develop its economy, and in the other hand, Latin 

America has the commodities that China needs. For instance, Venezuela is the country 

with the largest proven reserves of the low-grade petroleum product in the world. 

Another example is Chile, which is the world’s leading producer of copper. China buys 

$1 billion of copper to Chile every year.9 
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In 2004, the Chinese president Hu Jintao signed agreements and announced a new 

investment of $100 billion in Latin America. Presently, almost half of Chinese foreign 

investments go to Latin America. The Chinese idea is not only to see the region as a free 

market to sell its products in but also a part of strategy of vertical integration, to achieve 

sources of supply assuring an entire supply chain in Latin America.10 

 

2.1.1. Venezuela 

China had invested $1.5 billion in Venezuela, before the announced investment of $100 

billions in the region. China wants Venezuelan resources, but Mr. Hugo Chavez also 

wants to open new markets to avoid dependence from the U.S. market, therefore he 

became the best partner in the region. In retribution, China is helping to develop the 

Venezuelan telecommunications industry, by putting Venezuela’s own satellite into outer 

space, becoming less dependent of the U.S. networks. 

 

2.1.2. Chile 

China focuses on Chile as this country is the biggest cooper supplier in the world; also, 

China is looking for foodstuffs, the Pacific ports, and other strategic minerals. The Pacific 

ports open doors to other markets in South America. The Chinese company, Minmetales, 

bought Noranda for 5 billions. Noranda is the major producer of copper in Chile, and the 

largest producer of nickel and zinc in the world. In this way, China has an assured the 

Chilean copper for 20 years.11 
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2.1.3. Brazil 

Brazil is a strategic partner of China, as it is the major supplier of soybeans, soy oil, iron 

ore, steel, and wood. Iron has been the product with the largest expansion. However, 

China is also looking for Brazilian petroleum products. In addition, Brazil has clear 

specific areas of possible cooperation with China. An investment for $10 billions was 

announced by China in Brazil, expecting to increase a bilateral trade to $20 billions every 

year.12  

 

2.1.4. Argentina 

In 2004, President Hu Jintao signed letters to intend in order to invest about $20 billions. 

However, there are some limitations, such for example the geography, as it is not easy to 

move iron ore from Argentina though the Andes, the Panama Canal, or the Atlantic. 

There are also restrictions on the importation of Chinese products to protect the 

Argentinean market, specially the textile market. 

China is also investing in the development the transport infrastructure in Argentina. In 

addition, it is investing in the field of nuclear power, trying to develop a new fourth-

generation nuclear reactor. Besides this, China has been developing the Argentina’s first 

surveillance satellite, SAC-C.13 
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2.1.5. Colombia 

The commercial relationship between China and Colombia has been limited due to 

several factors, for example, the strong relationship between the United States and 

Colombia. However, there are some strategic trades such petroleum products. The 

bilateral trade between Colombia and China grew up to 60% in 2003. Besides this, there 

are agreements between Venezuela and Colombia, building a pipeline in order to export 

natural gas from Colombia to Venezuela initially, and moving oil from Venezuela to the 

Pacific ports in Colombia, which may facilitate the movement of petroleum from 

Venezuela to China and other Asian markets.14 

 

2.1.6. Peru and Ecuador 

Trades between China and Ecuador doubled in 2003 and continue growing. In addition 

the exports from Ecuador to China have increased the 190%, and the movement from 

China to Ecuador has increased the 200%. These countries are important for China, as 

both of them have ports in the Pacific Ocean, which facilitates movement of goods to and 

from China and other countries and South America. Besides, China is interested in 

petroleum products, iron, and cement from Peru and Ecuador.15 

 

2.1.7. Bolivia 

China is focusing on natural gas and strategic minerals from Bolivia; however, this 

country has to use Pacific ports from Chile or Peru to move its cargoes. At present, China 
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has a relative small presence in Bolivian markets. For now, China is just building a urea 

plant in Bolivia, which is expected to produce 180,000 tons of synthetic ammonia, as 

well as 300,000 tons of urea.16 

 

2.1.8. Panama 

Panama is a strategic country for China, especially for the Panama Canal and the pipeline 

that goes parallel to the Canal. Venezuela is interested in making this pipeline bigger; this 

expansion will make the export of oil cheaper from Venezuela to China. Also, Venezuela 

is planning to make another pipeline from Venezuela to the Pacific ports in Colombia.17 

 

2.1.9. Cuba 

Cuba and China are united for the same ideological politic thinking. China announced an 

investment of $500 millions in Cuba, signing 16 commercial agreements in 2004. Both 

countries celebrated the “Forum of Chinese-Cuban Investment” during Hu Jintao visit in 

Cuba in 2004, where 400 businessmen from these two countries were participating.18 

 

2.1.10. Mexico. 

The commercial trades between Mexico and China have been growing up very fast, 

increasing the moment from Mexico to China in 337% up to 2003, and from China to 

Mexico up to 476% in the same period. Both countries have more than $7 billions in 

commercial trades in 2004, which means an increase of 44% in comparison to 2003. 

                                                 
16 Ibid. Page 17. 
17 Ibid. Page 16. 
18 Ibid. Page 18. 



These numbers represent a deficit for Mexico; but on the whole Latin America has a 

positive balance with China. Mexico uses almost all the oil that it produces, but its 

production is still attractive for Chinese investments, as there are some other strategic 

minerals, and the Pacific ports, especially because of Mexico’s proximity with the United 

States, which make Mexico a place of major investment for China.19 

 

2.1.11. Implications for the Region and U.S. National Security. 

The most significant consequences of the relationship between China and Latin America 

are that some countries already have free market trade with the United States and China. 

This means that the Chinese products have an opened duty free in the U.S., which would 

be impossible through a direct trade between the U.S. and China. It seems that the U.S. 

market could become vulnerable to Chinese products, as these wouldn’t have tariffs.20 

 

 

2.2. FOREING INVESTMENT IN LATIN AMERICA AND THE 
CARIBBEAN 
 

This book called “Foreign Investment in Latin America and the Caribbean” was written 

in 2003, using data up to 2002. It explains that the flows of foreign direct investment 

(called FDI in this book) have declined in Latin America and the Caribbean since the 

year 2000, due to the instability has been increasing, the economic growth has been 

getting slow as well as the process of privatization in the region. Investors are afraid of 
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taking risks in countries with national crises such Argentina, Uruguay or Venezuela. In 

addition, the American economy has a sluggish growth in demand, which has a negative 

effect in foreigner investments in Mexico, Central America, and the Caribbean. However, 

the effect is less negative in the countries of the Andean Community; nevertheless, the 

instability problems in countries of the MERCOSUR make the region less attractive for 

foreigner investments. 

 

2.2.1. The Regional Overview. 

Many transnational corporations have decline their share prices in Latin America, 

especially due to a new economy, the effect of the privatizations, and acquisition of 

international assets, as well as the downward spiral in the quantity of financing oriented 

to transnational corporations. The impact of these factors and the expansion of these 

corporations on the U.S. market and on the transnational corporations in U.S. had a 

negative effect in Latin America.21 

In addition, as I mentioned before, the national crises in some countries has been 

disturbing the foreigner investments. Moreover, the recession in the U.S. affected Mexico 

and the Caribbean, especially Mexico and Dominican Republic, in 2002. Mexico lost 

200,000 jobs in maquila industry, moving these factories to Asia. The negative impact 

was lower in Central America, where the foreign investment grew up, especially in Costa 

Rica, but decreased in Guatemala. 

South America is the region where transnational corporations are doing more of market-

seeking and natural resource-seeking than in the rest of Latin America. The countries of 
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the Andean Community were less affected during the global downturn, due to their 

hydrocarbon reserves. However, in general, MERCOSUR lost charm and was less 

attractive for market-seeking investors. 

Chile solved the problem successfully by signing free trade agreements with the 

European Union, the United States, the Republic of Korea, China, etc. In the same way, 

Brazil opened its market to the world. Now, Chile has healthy economic indicators, 

reaching the same standard as European countries, and becoming the best economy in 

Latin America.22 

In the service industries, on the other hand, it seems that the entry of international banks 

is yet not producing the ideal positive effects, as the great efficiency of these banks 

doesn’t make the cost of the financial services lower, nor has it helped create more credit 

availability or stability in the financial systems. Finally, it seems that Latin America 

should upgrade the policies in relation to foreign direct investment to become more 

competitive, and to identify, engage and classify these foreign investments. To achieve 

this it would be necessary to shift from the quantity of the macroeconomics to a better 

quality in microeconomics, improving human resources, and business development 

among others.23 
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2.3. FOREIGN DIRECT INVESTMENTS IN BRAZIL: ITS IMPACT 

ON INDUSTRIAL RESTRUCTURING. 

 

The book written by W. Fritsch and G. Franco called “Foreign Direct Investments in 

Brazil: Its Impact on Industrial Restructuring”, states that Brazil has been working on an 

industrial sector which is large, relatively modern and integrated vertically. It was using a 

process of import substitution that it was being more and more outward oriented since the 

end of the 1960’s. Brazil carries a significant weight internationally, due to on one hand, 

it has a big land size, but on the other hand, the many industries increasing and becoming 

very competitive in the global market. One of the most important factors in placing Brazil 

with an impressive post-war industrial growth is the foreign direct investments. It has an 

average of more growth than 8% during the last 40 years.24 Its economic performance has 

made important changes in Brazil, as the process of macroeconomic adjustment to the 

debt crisis has been painful since the 1980’s. Also, it has been experienced problems in 

recurrent balance of payments, and a serious macroeconomic instability, including 

unstable rates of inflation, increasing financial disequilibrium in public sector, and a 

contraction in domestic investment levels in relation to its per capita income levels. All 

these problems were Brazil’s hallmark during the 1980’s. The debt crisis has also a 

negative impact on the foreign direct investment inflows. World trade and dollar interest 

rates in many ways affect its debt service burden; also being reasons for the uncertainties 
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created by domestic disequilibria. However, these problems not only offer challenges, 

they also present opportunities. The most important challenge is the restoring of the 

growth performance facing the problems mentioned above. This situation pushes Brazil 

to create a new industrial policy strategy to become more competitive abroad; it also 

pushes a debate on trade and foreign investment policies. The principal point here is how 

to reform the present trade regime to maintain a good manufacturing export performance, 

and upgrading Brazilian industry with high technology, as there are still many barriers to 

opening the market to foreign investors.25  
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