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China’s new relations with Panama and Costa Rica
are another step towards a Beijing Consensus in
Central America

Increased trade, aid, investment, and diplomatic engagement between China and both Costa Rica
and Panama signal a more general projection of Chinese economic and political standards in

international trade policy, writes Sophie Wintgens.
China’s strategy towards Latin America and the Caribbean (LAC) fulfils four main interests:

1. securing energy, mining, and agricultural resources abroad to maintain domestic economic growth
2. getting political and economic support in regional and international forums

3. encouraging nations to recognise China instead of Taiwan

4. opening new markets for Chinese goods

Over the past 15 years, China has become an obvious trading partner, a major source of foreign direct
investment, and a key provider of financing to an increasing number of South American countries.

This trend is now extending into Central America, where China’s growing diplomatic involvement and economic
activity reveal a strengthening of ties to Beijing.
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China’s Ranking among Central and South American
Trading Partners (2006-2016)
China receiving exports from... Countries receiw:fing mpucts
Countries from China...
2006 2016 2006 2016
Central American Countries
Costa Rica 2nd 234 Jnd Ind
Guatemala 17w 10= 4 Jed
Honduras 17 Ot Gt nd
Mexico T 3 2nd 9nd
Nicaragua 31= 20 Ynd Jnd
Panama 4]+ F4n 2nad ] st
El Salvador 23w 28 Jth 2nd
South American Countries

Argentina 4 3ud 3ud ]st
Bolivia 15 St 3 ]st
Brazil 3 st 2nd ] st
Chile 3rd 15t Ind Jnd
Colombia 12% 6 2nd Jnd
Ecuador ]3m gt 7nd 7nd
Paraguay ] 7t 37% 7nd Ind
Peru 2nd ] st 9nd 7nd
Uruguay Tth 3 Ath B
Venezuela 22nd Jth 7nd nd

Source: Author’s calculations based on World Bank data.

The geographic characteristics of this narrow isthmus separating the Pacific and Atlantic oceans have already
sparked interest from Chinese firms in constructing alternate transit routes to the Panama Canal, as with
Nicaragua’s $40 billion interoceanic canal project. Despite its involvement in significant infrastructure projects,
Beijing’s relationship with Central America differs from its presence in South America. Central America’s lack of
energy and mineral resources, its deeply rooted political and economic connections to the United States, and the
11 states in the hemisphere that still recognise Taiwan have also led Chinese diplomats and firms to focus more
on expanded trade and political recognition.

China’s growing economic presence in Central America is especially evident in its exports and development
assistance to the region. The relative poverty and lack of infrastructure of the Central American isthmus make
recognition of China a profitable move for regional leaders seeking financial aid. Historically, governments
switching diplomatic relations to China have been rewarded with investment, improved access to the Chinese
market, and loans.

For example, China offered Costa Rica a $130 million aid package and purchased $300 million in Costa Rican
bonds. In Panama, meanwhile, aside from being the second most important user of the Panama Canal, China is
also the largest supplier of goods to the free-trade zone of Colon. By providing both of these Central American
states with public works and economic incentives, Beijing obtained political recognition from Costa Rica in May
2007 and from Panama in June 2017.
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Schoolchildren sing for China’s President Xi Jinping during his visit to Costa Rica in 2013 (Casa
Presidencial, CC BY-NC-SA 2.0)

For the time being the presence of the Chinese government and corporations remains relatively small in this area.
In the long term, however, the increase in economic and trade exchanges with Costa Rica, the first Central
American country to establish diplomatic relations and to sign a Free Trade Agreement with Beijing, tallies with
the projection of Chinese economic and political standards of international trade policy. The more recent
establishment of diplomatic relations with Panama represents another step towards projection of the Beijing
Consensus projection into Central America.

Relations between China and South America have already shown evidence of what has been called the “Beijing
Consensus”, which reflects China’s own model of development and its basis in three main characteristics:
innovation, pursuit of dynamic goals, and self-determination.

When considering its interests, China needs primary products and new markets for its goods, while South
American countries need financial aid and loans to develop their infrastructure and provide social programmes.
During the first decade of the 2000s, the US’ declining influence in this region and the rise of political movements
denouncing the neo-imperialism of the US-backed “Washington Consensus” — promoting fiscal discipline, tax
reform, restructured public/social expenditure, competitive exchange rates, liberalised interest rates, liberalised
trade, liberalised FDI, privatisation, deregulation, and property rights — contributed to the expansion of China’s
normative influence in South America.

Within the context of Trump’s protectionist trade agenda, China could use steadily increasing trade and
investment to obtain access to Central America’s emerging markets, gain political partners, and increase its
normative influence. By favouring a strategy of free trade without restrictions such as labour and environmental
rights, as well as a more activist industrial policy and more generous social transfers, China’s growing economic
presence could encourage Central American policy makers to consider efficient alternatives to their low value-
added, export-driven development models.

Faced with the persistent supremacy of liberal standards, Central American leaders have an opportunity to
promote new development strategies in their own countries.

« This article first appeared at the LSE’s Latin America and Caribbean blog.
D : icy bef .
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Note: This article gives the views of the author, and not the position of USAPP — American Politics and Policy,
nor of the London School of Economics.
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