: - STRADE
European Policy Brief S

Strategic Dialogue on Sustainable Raw Materials for Europe (STRADE)
No. 08 /2018

China’s engagement in the mineral sector in Latin America: Lessons learned and
opportunities for international cooperation

November 2018
Patricia I. Vasquez with David Humphreys and Ana Elizabeth Bastida
CEPMLP, University of Dundee

Funded by the
Horizon 2020 Programme
of the European Union

STRADE is an EU-funded research project focusing on the development of dialogue-based, innovative policy
recommendations for a European strategy on future raw materials supplies. In a series of policy briefs and
reports, the project will offer critical analysis and recommendations on EU raw materials policy.

This policy brief reviews China’s engagement with Latin America in trade and investment and key areas of
cooperation in mining and minerals. It also identifies a few of the challenges encountered by China, in ad-
vancing the transformation of mineral wealth into sustainable outcomes in the region. The ultimate objective
is to explore opportunities for broader international cooperation including with the EU.

1. Introduction

This Policy Brief starts by reviewing trade and investment patterns in mining and minerals between China
and Latin American countries (LACSs). It then identifies some of the challenges encountered by the Sino-Latin
American mining relationship in transforming mineral wealth into sustainable outcomes for the region, taking
into consideration the characteristics of Chinese engagement. The brief summarizes existing cooperation
mechanisms between China and LACs in the mining sector. The last section explores the potential for multi-
lateral cooperation that includes LACs, China and the EU on the basis of the findings of Policy Brief No
08/2017 Aligning EU cooperation with resource-rich developing and emerging countries' needs — key ele-
ments for creating win-win partnerships and a strateqy for sustainable mineral supply and Policy Brief No
05/2018 Latin America’s Policy Priorities on Mining and Sustainable Development, and Opportunities for EU
Cooperation. The report borrows from the Authors’ extensive field work and research in the extractive sector
of LACs.

2. A Thriving Relationship: The Dynamics of China-LACs Minerals Engagement

As the largest consumer of mineral raw materials in the world, China’s strategic and commercial interest in
LACs is self-evident: these countries are among the largest world producers of iron ore and copper. China
needs copper to sustain growth in its power and construction sectors, and, as the world’s largest producer of
steel, it also needs iron ore. More generally, as China’'s economy becomes increasingly sophisticated, it
needs a wider range of mineral products. South America, and to a lesser extent Mexico, have those products
in abundance.

China has become an increasingly important destination for LACs exports, particularly in the mining and
hydrocarbons sectors where Chinese purchases have more than quadrupled in the past decade (Ray &
Gallagher, 2017). LACs mineral exports to China increased from 19% of total exports in 2006 to 45% in
2016. Likewise, metal exports from LACs to China increased from just 6% of total exports in 2006 to 20% in
2015 (WITS, 2018).

As an investor in LACs’ mining sector, China’s presence is long standing and has been increasing in the past
decade, although it still remains relatively modest. During that time, Chinese investor interest in LACs’ min-
erals reached its highest point in 2011, when commodity prices were at their highest levels. Even when min-
eral prices experienced a significant drop after 2011, Chinese mining investments continued to be strong, at
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a time when others pulled back. In dollar terms, between 2011-2017, Chinese companies invested around
USD$4.5 billion in mergers & acquisitions in the mining and metals sector of LACs, compared to just
USD$1.3 billion in the 2004-2010 period. Mining continues to be the most attractive investment sector for
Chinese companies in LACs, although in recent years they have started to diversify to other areas. That
diversification explains why metals accounted for only 20% of total Chinese investments in the region be-
tween 2011-2017, down from 42% between 2004-2010 (ECLAC, 2018). Other sectors, such as manufactur-
ing and services experienced increased Chinese investments (Avendafio, 2017).

China consumes around 75% of the world’s traded iron ore supply and it obtains some 60% of its copper ore
and concentrates and 44% of its refined copper supply from Latin America, mainly from countries in the
Southern cone (Casanova et.al.; 2015). The latter also furnish some 24% of China’s iron ore imports. Peru is
the preferred destination for Chinese mining investors and lately, Chile and Argentina started to attract the
attention of lithium investors from China. The growing Sino-LAC mining relationship offers great opportunities
for growth in LACs. At the same time, it also raises several challenges that could negatively affect the rela-
tionship in the medium term.

2.1 China-LAC Trade in Mining and Metals

Five commodities dominate general exports from LACs to China, and three of them are metals. The largest
exports are soybeans, followed by iron ore. The third largest LACs’ export to China is petroleum, and in
fourth and fifth places are copper ores and concentrates, and refined copper respectively. China also imports
lesser volumes of unrefined copper, zinc and lead ores, and copper waste and scrap from LACs.

The United States (US) remains the top destination for export products in general from LACs: some 47% of
total exports, compared to only 9% that went to China in 2016. But China is expected to displace the Euro-
pean Union (EU) as the second largest buyer of goods in general, according to some estimates (ECLAC,
2018). Almost 23% of LACs total exports went to Europe in 2016 (Atlas of Economic Complexity, 2018).

China’s appetite for minerals largely endured the 2008 global economic crisis and subsequent commodity
price plunge, while LACs trade with the US has been shrinking. Chart 1 shows trade flows for key mineral
exports from five South America countries: Peru, Chile, Argentina, Brazil, and Bolivia. Compared to the US
and the World, China shows a constant upward export trend over the past decade.
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Chart 1 - Source: Author calculations based on UN-COMTRADE data base.
*Includes: Copper Ore & Concentrates; Refined and Unrefined Copper; Iron Ore & Concentrates; Copper Waste; Lead Ores & Concen-
trates; Zinc Ores; gold Compounds; Metals, gold, non-monetary unwrought (but not powder).

Particularly important to the China-LACs’ mineral trade are iron ore and copper ore, two commodities for
which China lacks resources. Chart 2 shows China’s imports of iron ore in recent years. Brazil is the second
largest exporter of iron ore to China (after Australia) accounting for over 20% of China’s total iron ore im-
ports. Chile and Peru contribute additional, smaller, tonnages. China is the main importer of Peru’s iron ore.
In 2017, 97% of Peru’s iron ore production and almost 60% of its total output of copper -- its main export
product -- went to China (MEM, 2018, pp. 37-98).
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The role of LACs in China’s imports of copper is even more pronounced. As Charts 3 and 4 reveal, Chile and
Peru are dominant suppliers of both copper concentrates and refined copper metal to China — supplying over
40% of China’s imports in both cases - with Mexico and Brazil contributing small additional tonnages. China
is the main buyer of Chile’s copper production. Chile, the world’s largest producer of copper, signed a strate-
gic alliance with China in 2005, by which Santiago awarded a 15-year copper supply contract to Beijing in
exchange for guaranteed loans from China’s National Development Bank (CDB) for state owned Corpo-
racion Nacional del Cobre de Chile (Codelco) (Xu, 2017, pp. 33-34).
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2.2 Chinese Mining FDI in LACs

Beijing has a policy of promoting overseas investments for its companies. Motivated by this policy, Chinese
investors have entered some of the most significant exploration and production projects in LACs, and re-
ceived strong economic and political support from their government to do so. Around 60% of all Chinese
investments in LACs went into oil, gas, and mining between 2003-2016". The mining sector received some
USD$27 billion in 48 projects during that time, the largest sectoral investment in dollar terms and the second
largest in terms of number of contracts after the automotive sector (Avendafio, Melguizo, & Miner, 2017).
There are indications that China’s FDI to LACs will continue to grow at a steady pace in the near future
(ECLAC, 2018).

! For more details on Chinese investments in oil and gas in LAC see (Vasquez, 2018)
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China’s interest in Latin America’s minerals is not new. The first Chinese mining investment in the region can
be traced back to 1992, when state-owned Shougang Group bought Empresa Minera de Hierro de Peru
(Hierro Peru), Peru’s largest iron ore mine. But it was not until the 2000 decade that Beijing began to focus
on Latin America’s natural resource wealth on a much larger scale, in order to sustain China’s rapidly ex-
panding economy.

Peru continues to be the favourite destination of Chinese mining FDI due not only to its mineral wealth but
also as a result of investment friendly regulations and long term cultural, economic, and political ties between
the two countries (Sanborn & Chonn, 2015-8). Peru’s 2018 mining portfolio has China as its main investor
with USD$11.7 billion distributed in six projects, which represents 20% of total investments in the sector
(MEM, 2018).

As shown in Table 1, the largest investment so far by a Chinese mining company in LACs was in Peru back
in 2014, when China Minmetals Group (MMG) paid Glencore USD$7 billion to acquire Las Bambas, the
country’s second largest copper mine. Glencore had been forced to divest the mine as a condition of its
merger with Xstrata in 2013. Las Bambas was responsible for 18.5% of Peru’s total copper output in 2017
(Avendafio, Melguizo, & Miner, 2017) (MEM, 2018). Another Chinese company, Chinalco, is developing the
large Toromocho copper mine, which according to Chinese press reports, is China’s largest overseas cop-
per project. (China Daily, July 2014).

CHINESE MINING INVESTMENTS IN LACs (selected)

Million
Country Year Chinese Company USD  Project Name/Location Product
PERU 2007 Shougang 2,500 Marcona/lca Iron
Zijin Consortium(45%); Tongling Non-Ferrous Metals Group
Holding (35%); Xiamen C&D (20%) 186 Rio Blanco/Piura Copper
Jinzhao Mining Peru (subsidiary of Zhongrong Xinda Group 100 Pampa de Pongo/Arequipa Iron
2008 Chinalco (Aluminum Corp of China) 2,200  Toromocho/Junin Copper
MMG-Jiangxi 1,840  El Galeno/Cajamarca Copper-Gold
2014 MMG 7,000 Las Bambas/Apurimac Copper
2016 Shougang 1,300  Marconallca Iron
BRAZIL 2009 Wuhan Steel 400 MMX Metals Iron
2016 China Molybdenum Co. Ltd. 1,700  Acquisition of Anglo-American Niobium/Phosphates
Acquisition of a stake in SQM
CHILE 2018 Tiangi Lithium Corp/SQM 4100  (pending) Lithium
ARGENTINA 2017 Shandong Gold Mining Co.Ltd. 1,000 Veladero Gold
Mariana Lithium (subsidiary Ganfeng Lithium)-International
Lithium Corp (Canada) N/A Mariana project Lithium
BOLIVIA 2010 Jungie Mining (CH)-Alto Canutillos (Bolivian) N/A Tacobamba Tin
2016 Sinosteel 450 El Mutun Iron-Steel
China Railway Construction Corporation (CRCC) -Tongguan
ECUADOR 2012 Nonferrous Metals Group Holding Company 100 Mirador Copper Mine Copper

Table 1- Source: Compiled by Author with data from (Avendafio, Melguizo, & Miner, 2017), (Luduefia, 2017); (MEM, 2018); (Ray,
Gallagher, Lopez, & Sanborn, 2017) and Roskill (August 24, 2018).

Brazil used to be the second largest recipient of Chinese mining investments in LAC, after Peru. In 2016,
China Molybdenum acquired from Anglo American its niobium and phosphates businesses in Brazil - Ni6bio
Brasil Limitada and Fosfatos Brasil Limitada - making the company the world’s second largest producer of
niobium?® and Brazil's second largest supplier of phosphates. But in 2018, Chile surpassed Brazil as second
highest recipient of Chinese mining investment after the USD$4.1 billion purchase by Tiangi of a 25% share
of Chile’s SQM, the world's largest producer of lithium. More recently, lithium reserves in Argentina also took
front stage with China’s Ganfeng’s purchase of SQM’s 37.5% share in that country’s Minera Exar lithium
brine project.

2 Niobium is a rare mineral used in steel alloys. Brazil is the largest source in the world.
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For raw material producing countries in LACs, China’s demand for minerals and metals offers a steady
source of export revenue, and much-needed funds for developing the industry (Ray, Gallagher, Lopez, &
Sanborn, 2017). At the same time, the development of specific mining projects can contribute to the local
economy through backward linkages with other sectors (Vasquez, 2016) (Lippert, 2014). China’s thirst for
mining products not only boosted export volumes for LAC mineral producing countries during the 2000-
decade, it was also key in contributing to the commodities price boom of those years.

The evidence suggests that Chinese investments in minerals in LACs are concentrated on the extraction of
raw materials and not in mineral processing or other developments along the value chain. There isn't a
unique strategy in Latin America for engaging with China; each country in the region has its own engage-
ment rules. The economies of some countries like Venezuela, are very dependent on Chinese investments
and aid (particularly in the hydrocarbons sector), while others like Argentina, have more diversified econo-
mies. There is no evidence in LACs of China adopting the ‘infrastructure for minerals’ approach it used in
African countries.

3 Challenges of the Sino-LAC Mining Relationship

The Sino-Latin American trade and investment cooperation offers great opportunities for mutual growth. The
Cooperation Plan 2015-2019 adopted during the first meeting of China and the 2015 Community of Latin
America and Caribbean States (CELAC), focused on expanding Sino-LAC trade to USD$500 billion by 2025,
from a record high of USD$268 billion in 2013. As with trade, the China-CELAC meeting set a target of a
reciprocal FDI stock of at least USD$250 billion by 2025, from roughly USD$25 billion in 2017 (ECLAC,
2018). As discussed earlier, minerals and metals constitute a key focus of the Sino-LAC mining trade and
FDI exchanges.

This section gives an overview of the challenges faced in achieving successful China-LACs mining coopera-
tion. Some of those challenges are unique to Chinese miners but most are shared by all companies operat-
ing in LACs. Among the first is a generalized belief that LACs’ exports have become unhealthily dependent
on natural resources, primarily as a consequence of China’s high demand for the latter in recent years
(Ocampo, 2017). This is because LACs’ export basket to China is more heavily concentrated in raw materi-
als than its exports to other markets. In 2016, 72% of LACs exports to China were concentrated in five raw
products -- soybeans, copper ore and concentrates, iron ore and concentrates, refined copper, and oil--,
compared to just 27% to the rest of the world (ECLAC, 2018). By contrast, LACs countries imported mainly
manufactured goods from China during that period.

China’s demand for mainly raw products from LACs serves to delay the region’s diversification of production
and exports, a process believed to be a requirement to to ensure long-term sustainable development
(ECLAC, 2018). To be fair, China’s trade profile was not the main trigger of LACs deindustrialization, which
started in the 1980s. Rather, China’s increased intake of raw minerals - as opposed to processed products -
further deepened that trend in LACs (Guajardo, Molano, & Sica, 2016). A growing body of literature is trying
to assess Chinese demand effects on the mineral value chain of LACs, by looking at issues such as technol-
ogy gap, employment effect, and value added of mineral extraction. Some conclude that during the China-
led commodity boom, LACs failed to appropriate the full value-added benefits of developing their natural
resources in general, and of mining in particular (Ocampo, 2017). Others differentiate exploration from ex-
traction and argue that during the former the mere discovery and quantification of minerals should in itself be
considered asset creation. (IPE, Junio 2017).

Another challenge affecting mining companies in general in LACs, which also affects Chinese miners, is
related to weak governance practices in the host country. Political patronage, corruption, or disregard for the
rule of law are not uncommon in LACs, and sometimes mining companies try to take advantage of institu-
tional loopholes to advance their business interests. In Bolivia, for example, Chinese company Jungie Mining
developed the Tacobamba mine for four years without obtaining an environmental license, as required by
law. This could be taken as lack of capacity or unwillingness on the part of the Bolivian government to en-
force the law (Lépez & Quiroga, 2015). It could also signify nonchalance on the part of the Chinese operator,
which may have taken advantage of local authorities’ poor monitoring capacity to neglect the regulations.
Jungie is partners with a Bolivian mining cooperative, Altos Canutillos. for the development of Tacobamba.
According to some reports, a large number of mining cooperatives in Bolivia fail to adopt legally required
environmental remediation practices or simply do not have environmental licenses and operate on the fring-
es of the law.
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Studies have found that Chinese companies have shown they are capable of high performance and social
and environmental standards, but that when governance is poor, they typically do not try to set an example
(Economy & Levi, 2014, pp. 191-193). Peru’s adherence to the Extractive Industries Transparency Initiative
(EITI) is a case in point. The EITI is a global standard for fighting corruption in the mining and hydrocarbons
sectors through increased transparency and corporate reporting of payments. Mining companies operating in
Peru have been gradually adhering to EITI requirements, including four Chinese miners: MMG, Chinalco,
Minera Las Bambas, and Shougang (Ministerio de Energia y Minas, 2018). It was Peru’s EITI membership
that prompted Chinese miners there to incorporate the higher international standards supported by that
membership, even in a country with a history of governance weakness.

Some scholars argue that the performance of Chinese investors in LACs is more influenced by the local
political context than by their own corporate background (Vines, Wong, Weimer, & Campos, 2009). Mining
projects in general can be directly affected by the political and economic agendas of the different actors that
are present in the producing area (Bebbington, 2012).

This brings us to a third challenge for Chinese miners in LACs: they are not immune to the conflicts experi-
enced by mining companies in general, often in relation to social or environmental issues. All Chinese mining
projects listed on Table 1 experienced conflictive situations with local communities at some stage during their
development. In some cases, projects come to a halt due to the intensity of the protests, as was the case
with Bolivia’s Sinosteel-operated El Mutdn iron mine (Bolivia.com, 2009). In Peru, the industry is plagued
with conflicts and Chinese companies operating there are not immune to them. For example, in February
2018, Peru registered a total of 124 socio-environmental conflicts, down from 144 registered in February,
2017. Of the total 124 socio-environmental conflicts, 65.3% (81 cases) were related to mining activities
(Defensoria del Pueblo, February, 2018).

Shougang, Peru’s largest operating Chinese mining company, has faced innumerable conflicts during its
decades-long operation. Its dealings in Peru were branded opaque, suspected of corruption, and its labour,
environmental, and safety performance classified as poor (Vicente, 2012) (Irwin & Gallagher, 2013).
Shougang was fined successively for environmental non-compliance and had some of the worst labour con-
flicts, often ending up in strikes and work interruptions (ECLAC, 2010). A typical source of conflict among
mining companies in general and Chinese miners in particular, is the relationship with local Indigenous
communities. In recent years, LACs’ large Indigenous population living in producing areas succeeded in
consolidating key prerogatives, among them the right to be consulted prior to the development of projects
that directly affect them. In practice, the consultation process is constantly challenged by governments and
private sector actors, for fear it might delay mining investments, and this leads to conflicts (Sanborn,
Hurtado, & Ramirez, 2016). Similarly, LACs sometimes adopt relatively lax social or environmental standards
to facilitate much-needed investments, as was the case with Peru’s decision to cut back its Environmental
Ministry’s oversight of the extractive sector (Ray, Gallagher, Lopez, & Sanborn, 2017).

There is not enough evidence for the moment, to determine the extent to which Chinese mining companies
are affected by LACs’ governance weaknesses or are part of the problem. As mentioned, there are also
many examples of questionable behaviour in LACs by Western extractive industries, especially smaller ones
whose performance is less scrutinized by shareholders than their larger peers (Vasquez, 2014). Ultimately,
the responsibility lies with the host country to ensure respect for the rule of law and adherence to the highest
standards. At the same time, a sustainable Sino-LAC mining cooperation could be of great benefit if China’s
mining companies operating in LACs upgraded their investment strategy, and their environmental and social
performance, and became more transparent about their overseas operations (Gallagher & Ray, 2016).

In recent years, Chinese mining companies have gradually started to internalize the importance of ensuring
good communications with local residents and more transparent operations, as a guarantee of smooth pro-
ject development. This conforms with a growing tendency in the mining industry as a whole to see investing
in sound community relations as a comparative advantage, and an important management skill to have to
avoid unnecessary costs and delays (Humphreys, 2000). In recent years, the government of China incorpo-
rated voluntary environmental and social safeguards for its companies operating overseas, although in prac-
tice these are regarded as soft policies (Hogenboom, 2017) because of Beijing’s limited ability for interna-
tional monitoring and enforcement (Economy & Levi, 2014, pp. 100-116). For more details on China’s recent
developments in responsible mining see STRADE Policy Brief No 03/2018
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The tendency towards improved standards is slowly permeating Chinese mining operations in LACs. A good
example is Chinalco’s Toromocho copper mine in Peru. The company took it upon itself to respond to unful-
filled commitments with the local population by the Peruvian government, the previous mine owner. Chinalco
built a new town known as New Morococha and relocated Old Morococha residents to much improved living
conditions. Even Shougang tried to solve old land disputes with the local population by giving a portion of its
Marcona mine concession land to the local district for urban development (Diario Gestion, 2014).

The following sections will explore how increased mining cooperation could contribute to long term sustaina-
ble and responsible mining through, for example, ideas for addressing these challenges. Section 5 offers an
overview of existing China-LACs mining cooperation platforms and Section 6 explores possible multilateral
cooperation in the mining sector that include LACs, China and the EU.

4 China-LACs Regional Cooperation on Mining and Minerals

In 2009, China launched its first China Policy Paper on Latin America and the Caribbean which, for the first
time, established a framework for the development of trade, investment and cooperation with the region. In
that paper, the Chinese government committed to supporting Chinese companies to invest in various eco-
nomic sectors of LACs, including mineral resources. In 2014, mutual cooperation entered a new level of en-
gagement, with frequent high-level meetings and political dialogues, and more emphasis on the development
of trade and investments. A second China Policy Paper on Latin America and the Caribbean in 2016 empha-
sized the need to expand energy and resource cooperation throughout the production value chain.

Cooperation really gained momentum in early 2015, with the first ministerial meeting of the China- CELAC?
(Community of Latin American and Caribbean States) Forum that was held in Beijing in January, 2015. The
China-CELAC Forum — an annual gathering of high-level Chinese and Latin American officials -- is the most
important mechanism for cooperation between China and LACs at a regional level. The establishment of the
Forum was announced in the Joint Statement on China-Latin America and the Caribbean Summit released
upon the meeting held in Brasilia on 17 July 2014.

At its first meeting, the Forum adopted the Beijing Declaration, a "Plan of Cooperation between China and
the Latin American and Caribbean Countries (2015-2019)", which identified key areas of cooperation, and
the "Institutional Arrangements and Operating Rules of the CELAC—China Forum", targeted at building a
common framework for dialogue and cooperation. The Plan includes a section on cooperation on energy and
natural resources which anticipates the possibility of establishing a specific China-LAC Energy and Mineral
Resources Forum in the future. It also foresees enhanced collaboration in areas that include “technological
research and development, and sustainable use of natural resources, based on equality, overall reciprocity
and mutual benefit, with close observance of applicable laws, regulations and best international practices,
while respecting the full sovereignty over their natural resources”, and promoting the industrialization of val-
ue-added goods in CELACs.

The latest meeting of the China-CELAC Forum, which brought together the Ministries of Foreign Affairs and
took place in Santiago de Chile in January 2018, reaffirmed commitments for closer cooperation and mutual
opportunities for further engagement around the Belt and Road Initiative. The document ‘China Policy to-
wards Latin America and the Caribbean’ (2016) envisages expanding cooperation in the field of energy and
resources “based on the principle of win-win cooperation and sustainable development” both upstream and
downstream to support industries such as smelting, processing, logistics and trade to add value to these
products. It also expressly states that China is willing to explore with countries in the region the possibility of
establishing mechanisms for the long-term supply of energy and resources and the use of local currency to
mitigate external economic and financial risks. Countries have also entered into framework agreements on
economic and investment cooperation with China, e.g. Chile, Peru and Costa Rica (PB 05/2018; Garcia Her-
rero et al, 2018).

Additional cooperation mechanisms between China and LACs include bilateral free trade agreements (FTAS)
with specific countries, alliances with regional trade blocs, and Strategic Partnerships (SPs). Among the first,
China has signed three bilateral FTAs with LACs: with Chile, Peru, and Costa Rica. Regionally, LACs have

% The Community of Latin American and Caribbean States (CELAC) is a regional organization of 33 member states founded in 2010 to
strengthen the political, social, and cultural integration of the region, and for stimulating its economic growth. (See PB 05/2018)
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attempted to create regional alliances on many occasions throughout history. The latest such regional effort
is the Pacific Alliance (PA) between Peru, Chile, Colombia, and Mexico. Since its creation in 2012, the PA
has promoted the free movement of goods and capital between its member countries. More recently, the PA
started to promote investments from outside the region, particularly with China and Asia Pacific countries in
general. However, besides high-level meetings between China and PA members and declarations of inten-
tions, trade and FDI with PA member countries have not increased significantly compared to countries out-
side of the group. Some scholars believe that the PA is neither politically nor economically strategic for China
(Creutzfeldt, July 2018).

Another regional platform for cooperation is the Asia-Pacific Economic Cooperation Forum (APEC in Span-
ish), of which Peru, Chile, and also China are member countries. APEC was created in 1989 to promote
trade, cooperation, regional economic development, and ultimately an economic community among 21
economies. Other members include Australia, Canada, Hong Kong, Indonesia, Japan, Korea, Malaysia,
Mexico, New Zeeland, Papua New Guinea, Philippines, Russia, Singapore, Thailand, US, and Vietnam.
APEC hosts annual meetings of member countries’ ministers responsible for mining, and it also has a Mining
Task Force that meets every year.

A third mechanism for cooperation between China and LACs has been through the creation of Strategic
Partnerships (SPs). China’s SPs are rather imprecise. Some scholars understand them as long-term com-
mitments to bilateral relations, meaning that those bilateral obligations are not threatened by occasional ten-
sions between partners (Medeiros, 2009). China has signed SPs with eight LACs, including Brazil (1993),
Venezuela (2001), Mexico (2003), Argentina (2004), Peru (2008), Chile (2012), Costa Rica (2015), and Ec-
uador (2015) (Xu Yanran, 2017).

5 Implications of China-LACs cooperation for the EU

The considerable effort that is going into the development of China-LACs cooperation with respect to mining
raises the question as to whether there are any lessons here for the EU, or indeed whether it poses any
threats.

Although China and the EU are large mineral consuming and importing regions, their objective circumstanc-
es with regards to mineral supply from LACs are markedly different. For one thing, China’s demand for min-
eral materials such as iron ore and copper have been growing fast in recent years while the EU’s has not.
Second, China has many more mining companies seeking out opportunities for, and actively engaging in,
developing mineral resources in the LACs than does the EU. Accordingly, both China and the governments
of LACs have stronger motives than does the EU for seeking to promote cooperation in the sector and for
establishing processes and protocols for the mutually beneficial development of the sector.

That said, the EU, as a major participant in the global mineral sector, retains a strong vested interest in the
healthy and balanced development of the resources of LACs and might have something to learn from the
proactive stance China has adopted with respect to its engagement with LACs in the sector. For example, it
could use the EU-CELAC ministerial meetings to open up a focused dialogue on the development of the
natural resources sector in LACs in a manner similar to that which has been done by China (see Section 4
above).

At the same time, the EU needs to be alert to the consequences of deepening China-LAC cooperation for its
own supply position and corporate relationships. Historically, LACs have been an important supplier of raw
materials to smelters, refineries and manufacturing plants in the EU. For reasons related to geography and
to transport costs, Brazil was traditionally the primary supplier of iron ore to Europe whilst Australia was the
primary supplier to the Asian market. Over time this has changed and Brazil's primary export market is now
China.

In itself this need not be a problem. China’s promotion of mining investment in the LACs should in principle
boost the global supply of mineral products and work to the benefit of all mineral consuming regions. How-
ever, there is the possibility that China could use its strong position in LAC markets and its cooperative rela-
tions with governments in the region to tie up exclusive supply arrangements - either through long term con-
tracts or through the use of fully integrated (mine to metal) supply chains - with LAC suppliers which exclude
EU businesses or reduce the market supply available to them. This could prove problematic. There is, of
course, also the more positive possibility that the increasing dependence of LACs on China for its export of
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mined products will make the region more eager to strike and build cooperative agreements with other re-
gions, including the EU, to serve as a counterweight to China.

6 Options for multilateral cooperation

The EU and China share common interests in access to resources and in the free flow of goods and invest-
ments and have, in varying degrees, started processes to incentivise responsible sourcing. LACs, in turn, are
generally interested in transforming mineral wealth into sustainable outcomes. This entails overcoming major
challenges to strengthening governance, including the enforcement of optimal operational standards, and
adding value from minerals extraction. Multilateral cooperation to achieve common objectives embedded in
dialogue processes are the thrust of STRADE's recommendations for EU engagement with partner countries
and appears as the sensible way forward to channel collective action.

Multilateral cooperation could enhance sustainable mining in LACs in a more subtle way. In Africa, the histor-
ical legacy of the colonial-era European engagement necessarily informs today’s EU-Africa relations (see
Policy Brief No 04/2018

). Similarly, LACs’ past exchanges with the US, in particular that country’s interventionist policies
of the 1960s and 1970s, weigh in the region’s decision-making today. As China grows as a global power and
its mining -- and other -- interests expand in Latin America, it is only reasonable to expect parallels to be
drawn with the region’s past hegemonic disputes with the US. This is in spite of the fact that China increas-
ingly shows a commitment to playing by the international rules of the game in order to avoid possible charg-
es of colonialism and interference (Haass, 2017). The EU’s historical experience in Africa and LACs’ history
of exchanges with the US could perhaps explore common ground in allowing history to contribute positively
to responsible and long term sustainable mining in LACs.

Multilateral cooperation involving LACs, the EU and China among others could aim at jointly developing an
international non-binding standard for responsible mining. This could serve as a reference document for
bilateral trade and cooperation agreements and as an initial benchmark of performance of mining companies
and others along the value chain.* For LACs, as for other mineral-exporting regions, it would be crucial that
this sets high standards that do not detract, but support, efforts to improve performance. The process of
standard-setting, as a foundation for long-term international cooperation, could be steered by existing units in
United Nations (e.g. UNEP) or by the Intergovernmental Forum for Mining, Minerals and Sustainable Devel-
opment (IGF), and involve a wide range of partners.

Multilateral cooperation could also build around value-chains for specific minerals, such as lithium, with the
objective of mobilising and sharing knowledge on data and knowledge information systems for mining, trade
and related environmental and socio-economic issues, and establishing guidance for ‘best available tech-
niques’, thus providing an avenue for effectively internalising natural capital value (Policy Brief No 05/2018

and Policy Brief No 06/2018
). Alliances around lithium, copper or tin
could additionally serve as hubs to facilitate responsible business and transnational partnerships between
firms and foster synergies to promote joint research for technological innovation to provide solutions to
methods of extraction minimizing impact on the environment, particularly on water quality, and engage na-
tional research councils (see Policy Brief No 05/2018
). Depending on the mineral, international metal
study groups and the ICA (International Copper Association) could have a role in steering these processes.

Last, multilateral cooperation could also aim at mobilising knowledge and resources to find solutions to in-
tractable problems in the sector, which are global in character and are in dire need of global collective action
(see further Policy Brief No 07/2017 ). Again, the
process should eventually be steered by an inter-governmental organisation such as a unit of United Na-
tions, or otherwise the IGF.
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7 Summary

China’s domestic shortage of certain minerals is a perfect match for Latin America’s large mineral wealth,
particularly among South American countries. China is already the main importer of Chile’s and Peru’s cop-
per and of Peru’s and Brazil's iron ore output. Chinese companies are the main iron ore investors in Peru
and are strong in that country’s and Chile’s copper industry. More recently, Chinese miners bought lithium
assets in Chile and Argentina, and also entered the niobium and phosphates businesses in Brazil.

The Sino-LAC mining relationship is expected to continue to expand in coming years. The latest meeting of
China with the Community of Latin American and Caribbean States (CELAC) identified mining among the
key areas for cooperation expansion. The mining sector will be key in shaping future trade and investment
cooperation between China and Latin America. The China-CELAC Forum is the main platform for discussing
mining cooperation between China and Latin America.

This Brief discussed some of the challenges surrounding the China-LACs mining engagement. Among them
is a generalized worry that China’s high demand for raw materials is delaying the diversification of LACs’
production and exports, a key condition to ensuring long-term sustainable development. Also challenging for
the growing Sino-LAC relationship is the poor governance that generally characterizes the region. Chinese
miners seem to perform better in countries that require high governance standards and have the capacity to
enforce them. Lastly, the large number of conflicts related to mining operations in Latin America also affect
Chinese companies operating there.

The Brief suggests that increased cooperation could contribute to long term sustainable and responsible
mining. Section four gives a summary of Sino-LACs cooperation initiatives while section five explores impli-
cations of increasing Sino-LACs engagement for the EU (and lessons to be learnt from it). Finally, section six
explores avenues for multilateral cooperation involving the LACs and the EU and China among others. Op-
tions could include jointly developing an international non-binding standard for responsible mining, collabora-
tion around value chains for specific minerals, and knowledge-sharing and research to find solutions to per-
sistent problems in the sector.
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Project Identity

Project Name Strategic Dialogue on Sustainable Raw Materials for Europe (STRADE)
Coordinator Oeko-Institut; Doris Schueler, Project Coordinator, d.schueler@oeko.de
Consortium OEKO-INSTITUT E.V. — INSTITUT FUER ANGEWANDTE OEKOLOGIE (Oeko-Institut)

“/Oko-Institut e V. Merzhauser Strasse 173, Freiburg 79100, Germany

SNL Financial (AB)

“SNLFinancial Olof Palmes gata 13, Se -111 37, Stockholm, Sweden
pmmL—Emh PROJEKT-CONSULT BERATUNG IN ENTWICKLUNGS-LAENDERN GMBH (Projekt-Consult)
My G omet (rep Eulenkrugstrale 82, 22359 Hamburg, Germany
UNIVERSITY OF DUNDEE (UNIVDUN)
Nethergate, DD1 4HN Dundee, United Kingdom
GEORANGE IDEELLA FORENING (GEORANGE)
GEORANGE Box 43, Mala 93070, Sweden

UNIVERSITY OF WITWATERSRAND JOHANNESBURG (WITS)
Jan Smuts Avenue 1, Johannesburg 2001, South Africa

DMT-KAI BATLA (PTY) LTD (DMT)

4omMT _ _
P.O Box 41955, Craighall, 2024, South Africa
Funding Scheme Horizon 2020 Programme, Funded by the
Grant Agreement number 689364 Horizon 2020 Programme
of the European Union
Duration 1.12.2015 - 30.11.2018
Budget EU funding: €1 977 508.75
Website www.STRADEDproject.eu

The views expressed in STRADE Policy Briefs are those of the respective author(s) and do not necessarily reflect the views of all the
STRADE Consortium members. The European Union is not responsible for any use made of the information in this publication.

_______________________________________________________________________________________________________________________|
Strategic Dialogue on Sustainable Raw Materials for Europe www.STRADEDproject.eu | Page 15



http://www.stradeproject.eu/
mailto:d.schueler@oeko.de
http://www.stradeproject.eu/

