Executive
Summary

The Belt and Road Initiative's
Ten-Year Journey

Environmental and Social Challenges for
Chinese Investments in South America

AUl

e Inversiones Chinas,

et ﬁ» Z Derechos Humanos ,y Ambiente S u S te n t a rS e

SUSTENTABLE







Executive Summary

In 2013, President Xi Jinping announced
two initiatives for land and maritime
connections that came together in what we
know today as the Belt and Road Initiative
(BRI). The BRI is an ambitious Chinese
proposal to finance and build economic
infrastructure, which includes and continues
the previous “Going Out" strategy aimed at
strengthening the internationalization of
Chinese banks and companies. First, the BRI
focused on Asian countries, it progressively
expanded to the rest of the world, and in
2018 it reached South America'. Currently,
there are 150 countries ( 9 of which are
South American) and over 30 international
organizations that signed onto the BRI. In its
first decade, the BRI financed and built
infrastructure for a total amount of one
trillion dollars?. Despite the enormous
dimensions of the BRI, its aspirations are
much better known than its economic, social
and environmental impacts on the recipient
countries.

The report “The Belt and Road Initiative's
Ten-Year Journey. Environmental and Social
Challenges for Chinese Investments in South
America” is co-authored by a dozen civil
society organizations - most of them
members of the Collective on Chinese
Financing and Investment, Human Rights and
the Environment (CICDHA, in Spanish) - with
the objective of evaluating Chinese
investments and financing over the course of
the decade that the BRI was set in motion
(2013-2023). It particularly analyzes the
environmental and social impacts of Chinese
activities on nine South American countries .
This analysis is important in a region where
Chinese financing and business activities
have focused on controversial sectors in
environmental and social terms, such as fossil
fuels, mining, energy, large-scale
infrastructure, and agribusiness. The main
milestones of the bilateral relationship, trade,
financing, and Chinese investments are
highlighted in each of the countries analyzed,

emphasizing the energy sector and its
implications in a just energy transition.

According to the Chinese narrative, BRI's
land, sea, air and IT networks are closely
connecting China to Latin America, thus
improving the welfare of the local
population, creating jobs, and laying the
foundation for long-term economic and
social development . However, projects such
as the Santa Cruz River hydroelectric power
plants in Argentina or the Chancay port in
Peru, two initiatives frequently highlighted
in the BRI, have been highly questioned due
to governance problems and associated
socio-environmental impacts.

Key Findings

1. In the ten-year span of the BRI, China
came in as the first or second trading partner
for South American countries. Business with
China contributed to deepening the primary
export pattern of the region. Although some
countries have a positive trade balance
(Brazil, Chile, Peru, Uruguay), this can mostly
be explained by the weight of raw material
exports. In addition, China positioned itself
as one of the main sources of direct foreign
investment, particularly since 2018.

2. Chinese business activities in South
America have been functional to China’s
strategy to control and connect major global
supply chains, expanding its extractive
operations to regions of high environmental
value and social sensitivity. Many initiatives
do not favor low-carbon, sustainable
development, nor a just energy transition,
contradicting the BRI's “green” guidelines
and  China’s calls for high-quality
cooperation with South American countries.

3. China's promise to become a global leader in
clean development has not come to fruition in
South America. This is due to different factors,
such as a technical conception of development,



business activities and Chinese investments
oriented towards sectors that are incompatible
with a just energy transition or that are
unsustainable, but also due to a lack of demand
for "green development” by the dominant elites
of the recipient countries, which differs from the
expectations of the affected communities®.

4.The huge wave of Chinese investment in
the  resource-extraction industry and
large-scale infrastructure projects has
multiplied the socio-environmental impacts
and subsequent conflicts with communities,
with no evidence of improvements in the
implementation of policies and
management systems that appropriately
address the challenges of governance,
respect for the human rights of

communities, and environmental protection.

5. Socio-environmental conflicts have
intensified in countries of the region that
have a direct or indirect economic
relationship with China. As economies that
supply raw materials or very low
added-value products, South American
countries located "down stream” on the
global supply chains, suffer the negative
impacts of extractive activities affecting local
communities. These impacts are further
aggravated by the tension and conflict
patterns resulting from China's share in
investments and business initiatives in
sensitive territories, which have multiplied
since the BRI expanded to the region.

6. China continues to support energy sources
that are highly contaminating, such as fossil
fuels and mega-projects related to the
“energy transition”, highlighting the need to
discuss the "energy transition” concept and
its specific content from a perspective of
environmental and social justice.

7. A possible element that differentiates China
from other capitals that declare to be
commitment to the energy transition is the
knowledge and ability to provide state-of-the-art
technologies for energy generation and
storage®, as well as electromobility, which
contribute to decarbonize economies. However,
a critical analysis of the extractive dynamics of

producing such technologies is still pending, as
well as their ecological footprint throughout
their life cycle, including the effects of their final
disposal at the end of their lifetime.

Chinese Financing

8. Between 2007 and 2019, China financed
countries of strategic interest for their
energy resources in South America. The
largest recipients were Venezuela, Brazil,
Ecuador, and Argentina. In that period, the
China Development Bank (CDB) and the
Export-Import Bank of China provided 117
loans for US$ 137 billion to these four
countries’.

9. One of the characteristics of these loans
was their conditions: pay the debt with oil
(Venezuela, Ecuador, Brazil), buy from
Chinese  suppliers  (capital assets,
technology), and hire their services
(engineering, oil services, construction).

10. Oil-backed sovereign loans helped
expand  extractivism and  exacerbate
rent-seeking ideas and dependency of
primary sectors, including
socio-environmental conflicts. The debt was
one of the reasons for oil expansion in the
Yasuni National Park in Ecuador’'s Amazon.

11. Chinese sovereign loans had an impact
on the public accounts of the recipient
countries and became the main bilateral
public debt in Venezuela, Ecuador, and
Bolivia.

12.1n 2020, China did not provide sovereign
loans in South America. Between 2021 and
2023, seven sovereign loans were recorded,
amounting a total of US$ 2,367 million, 75%
of which were provided by CDB to Brazil®.

13. Chinese banks have increased direct
financing to Chinese companies investing in
the region. In addition, since 2012, several
Chinese policy and commercial banks
opened offices in countries such as
Argentina, Chile, Peru and Brazil, mainly
targeting the corporate segment and the
Chinese companies operating in the region.



Sectors with the Largest Chinese
Presence

14. Energy, mining and infrastructure have
been the main sectors of interest for Chinese
companies and financiers in South America.
In recent years, the agribusiness and food
sectors have become increasingly more
important.

15. China has favored investments in the
energy sector. Although the focus has
changed in recent years, it remains the most
important sector in terms of the number of
initiatives, and the amount of contracts and
investments made.

16. Its involvement in fossil fuels began at
the end of the 20th century in Peru, and
expanded later to Venezuela, Ecuador,
Bolivia, Argentina, Brazil, Colombia, and
Uruguay. This was thanks to the state-owned
giants such as Petrochina (China National
Petroleum  Corporation -CNPC), China
National Offshore Qil Corporation (CNOOC),
China Petroleum & Chemical Corporation
(Sinopec), and Sinochem. Over the past
decade, China has expanded its investments
and presence in the sector, adding new oil
contracts and asset acquisitions in different
countries, including the Yasuni ITT oil block in
Ecuador.

17. From the early 2010's China started
getting involved in the financing and
construction of large hydroelectric power
plants in Ecuador, Bolivia, Argentina, Brazil
and Colombia, and acquired assets and
projects in Chile, where Sinohydro, Gezhouba
Group and China Three Gorges played a key
role. Its involvement in hydroelectric projects
- such as Coca Codo Sinclair in Ecuador
(2009), the Santa Cruz dams in Argentina,
lvirizu in Bolivia, Hidroituango in Colombia,
and Rucalhue in Chile - has been
controversial, as it compromises sensitive
ecosystems and it is characterized by
significant socio-environmental conflicts, lack
of transparency, corruption claims, cost
overruns, construction problems, as well as
impacts on communities and their territories.

18. Since 2012, Chinese public and private
companies began to invest in portfolios of
non-conventional renewable energy (NCRE) -
wind and solar - projects and assets, mainly
in Chile, where companies such as Sky Solar,
State Power Investment Corp. (SPIC) and
Trino Solar played a key role. Subsequently,
projects were added in Brazil, Argentina,
Ecuador, and Colombia.

19. The emphasis on renewable energies is
strategic for China because of its global
leadership as a supplier of technologies for
electricity generation and storage, in
addition to electric and hybrid vehicles.
China has promoted electromobility in
countries such as Chile. The public
transportation network in Santiago, its
capital city, has the largest fleet of electric
buses in the world after China. It is supplied
by Chinese manufacturers such as BYD and
Yutong. China highlights the supply of these
technological components as a key aspect in
cooperation to meet carbon emission
reduction targets in the region.

20. The share achieved by Chinese
companies in the electricity business is
enormous in some countries of the region,
both in the transmission and distribution
segments. Between 2017 and 2021, 71% of
the companies that were totally or partially
acquired by China in the region were in the
electricity ~ sector,  with  investments
amounting to a total of US$ 44.4 billion, led
by the state-owned State Grid Corporation
(SGCI) and China Southern Power. For
example, in 2017, SGCI bought 55% of
Companhia Paulista de Forca e Luz in Brazil
for US$ 12.5 billion, the largest Chinese
investment in the decade of the BRI. China’s
investments in the different stages of the
electricity business are consistent with the
“Global Energy Interconnection” (GEl)
strategy promoted by China since 2015 as
part of the BRI°.

21. The acquisition of large electricity
companies has allowed China to obtain
dominant positions in the distribution
segment. In Chile, its market share reaches



57%; while in Metropolitan Lima, the capital
of Peru, it controls 100%. This situation has
prompted a public debate on the potential
effects of China's control of a key
geostrategic sector for economies and
national security.

22. In addition to acquiring strategic assets in
Brazil, Chile and Peru, Chinese companies have
been awarded contracts for the construction
and/or  operation of extensive power
transmission lines in those countries, as well as
in Ecuador and Uruguay. China is providing
state-of-the-art technologies, namely
ultra-high voltage and high voltage direct
current (UHV and HVDC), which are highly
efficient in transporting large amounts of
power. The lines will help evacuate the
renewable energy generated in the new solar
and wind farms built and planned in Chile,
Brazil, Uruguay, and Ecuador.

23. In the transportation and digital
infrastructure sector, China financed and was
awarded public contracts and concessions for
the construction and operation of public works
such as highways, railways, subways,
waterways, ports, and digital roads in almost
all the countries analyzed. For example, in
Argentina, Chile and Venezuela, Chinese
companies such as the China Railway
Construction Corporation (CRCC) and the
China Harbour Engineering Company Ltd.
(CHEC), execute contracts for the design,
construction, maintenance and rehabilitation
of highways and railways, and build metro
systems in Ecuador (Quito), Chile (Santiago)
and Colombia (Bogota). In Peru, COSCO
Shipping Ports is leading the development of
the Chancay Port Terminal, the most important
multipurpose port in the South Pacific and one
of the BRI's most emblematic projects, which is
scheduled to start operations by the end of
2024.

24. In mining, China focused its efforts
investing in projects and exploitation of
strategic minerals such as copper, zinc, and
lithium. Regarding copper, it is worth
mentioning projects such as Las Bambas and
Mirador, which are the largest open-pit copper
mines in Peru and Ecuador, respectively.

25. Chinese companies are currently part of
consortiums  and  partnerships  with
operations and projects for lithium
extraction from brines in the high Andean
wetlands of Chile, Argentina and Bolivia, an
area that concentrates 66% of the global
reserves of this non-metallic mineral in
brines. Thus, in the first half of 2023, Bolivia
emerged as the first country in the world in
Chinese investments in the BRI. Investments
increased 820% in comparison to the
previous year'. So far, the participation of
Chinese companies in the lithium value
chain has not involved technology transfer,
nor the development of added value
industrial processes in South America™.

26. Jiangxi Ganfeng Lithium, Zijin Mining
Group Ltd., Tianqi Lithium Corporation, BYD
Company Ltd., Contemporary Amperex
Technology Co. Ltd. (CATL), Guangdong
Brunp Recycling Technology Co., and CMOC
Group Limited (former China Molybdenum
Company), are the main companies involved
in mining activities or interested in South
American lithium. Some are leaders in the
global lithium mining market, cathode and
battery production, and even electric car
manufacturing.

Chinese Companies Operating in South
America

27. During the decade of the BRI, large
Chinese state-owned enterprises were
established as contractors for the public and
private sectors, with an emphasis on the
design and construction of infrastructure
associated with the extractive, energy and
connectivity sectors, including roads, ports
and digital networks.

28. Chinese companies learned to adapt to
different political, business, regulatory and
institutional contexts in the continent. In
countries such as Ecuador, Venezuela,
Bolivia, Argentina and Brazil, they entered
mainly as contractors for the State. They
provided oil services (upstream  and
downstream) as well as engineering and
construction services in public infrastructure
projects (electricity, transportation). As of 2018,



they have established long-term business
and economic ties with recipient countries.
Chinese companies have favored foreign
direct investment (FDI) in Chile, Peru,
Colombia and Uruguay, but also in Argentina
and Brazil. They acquired assets and equity
shares in large companies in strategic
sectors, such as energy and mining. They are
also participating with increasing success in
public tenders, winning major contracts for
the construction and operation of public
works.

29. Chinese state-owned companies gained
experience in public bidding by winning
concession contracts for infrastructure works
(Peru, Chile and Colombia) under different
Public-Private Partnership (PPP) models.

30. In general, Chinese acquisitions of
mining, fossil fuel, hydroelectric or
infrastructure projects have materialized
once the projects were “ready to build”, thus
avoiding the risk of long procedures, land
conflicts and eventual rejections . However,
just as Chinese investors have valued the
existence of legal licenses, they have
neglected to obtain the “social license” and
have not even hesitated to acquire projects
with local community opposition or that have
high potential for conflict.

31. Many projects have benefited in many
ways from non-transparent and irregular
governance practices in obtaining and
modifying permits. This is coupled with
weaker environmental regulatory
frameworks in many countries and more
relaxed  public  agencies  overseeing
compliance, motivated in part by the
governments’ interest in not discouraging
foreign investment.

Environmental, Social, and Governance
Impacts of Chinese Projects in the
Decade of the BRI

32. The increase in Chinese demand for raw
materials and food has generated the
pressure to expand the extractive borders
and change land use for agricultural and
productive activities. Hence, affecting
fragile ecosystems, local communities, and

vulnerable groups. Oil operations in the
Amazon and lithium extraction in the high
Andean wetlands of Argentina, Bolivia and
Chile are all examples of this.

33. China increased its participation in oil
operations, with new service contracts and
investments in projects and assets in Brazil,
Peru, Argentina, and Ecuador, which
contradicts its global commitments to fight
climate change.

34. Chinese companies and financiers have
ignored human rights due diligence and
have not been shy about engaging in
initiatives with a history of high
socio-environmental conflict or located in
fragile ecosystems. Social and
environmental  risk  assessment  and
management of Chinese investments and
loans remains a major weakness. This is
proven by the fact that most mining, oil,
hydroelectric and large-scale infrastructure
projects are developed in ecosystems of
high  biodiversity and/or indigenous
territories, such as the Amazon, high Andean
wetlands, Patagonia, or glacier areas.

35. Many of the extractive projects with
Chinese participation in the region are
associated with increasing conflict over “the
use of water, biodiversity, land, and critical
ecosystems”™. Chinese companies do not
have policies or tools in place to manage and
prevent risky  situations involving
environmental defenders’.

36. In projects with Chinese stakeholders in
the mining, hydroelectric and oil sectors in
Peru, Chile, Ecuador, Bolivia, Brazil and
Colombia, violations have been observed
against the rights of local communities, as
well as intimidation and retaliation against
human rights and environmental defenders.
Many times, these violations involve
members of public law enforcement and are
seen as limitations to the rights of
displacement, freedom of speech and
assembly, risks to physical integrity, and
criminalization.

37. Projects often affect the rights of local
communities and vulnerable groups by having



an impact on their livelihoods and health,
disrespecting indigenous peoples’ rights to
participation, consultation, free, prior and
informed consent (FPIC), and by intimidating
human rights and environmental defenders.

38. Many projects have shown a lack of
transparency, some of them skirting the
edges of legality when it comes to
processing and obtaining environmental
permits. In  Ecuador, Chile, Peru,
Argentina, Venezuela and Brazil, there
have been reports of illegal favors to Chinese
companies and cases of corruption.
Numerous projects have been involved in
cases that affect public integrity.

Recommendations

Based on the findings described above, we
present the following recommendations to
the government of the People's Republic of
China and its regulatory bodies, financier
banks, and companies:

Exclusion and approval of projects
abroad:

1. In accordance with China’s Biodiversity
Conservation Strategy and Action Plan
(2023-2030) and the commitments made at
the Conference on Biological Diversity
(COP15, 2022) led by China, we urge the
Chinese government to adopt binding
regulatory frameworks for Chinese financiers
and companies to establish "no-go areas”
and to refrain from direct or indirect
intervention or financing in fragile
ecosystems located entirely or partially in
environmentally and/or culturally protected
areas, whether under national or
international law. This includes areas where
the consent of the population has not been
obtained through FPIC, as guaranteed in the
Indigenous and Tribal Peoples Convention
(No. 169) of the International Labor
Organization (ILO).

2. In line with the Green Development Guide
of the Belt and Road Initiative Green
Development  Coalition  (BRIGC), we
recommend regulators to include the “traffic

light system” to approve and monitor
Chinese outbound investments. This system
provides a rigorous assessment framework to
avoid and mitigate socio-environmental risks
in the life cycle of projects. The Guide
encourages financial institutions and
companies not to add new “red” projects and
to gradually phase out existing “red” projects
using an ambitious schedule.

3. Regarding the above, just as the Chinese
government has committed to stop
operations in the coal sector abroad, we
recommend drafting a comprehensive
strategy with deadlines and specific actions
to suspend the approval of new oil projects,
for example, by including them in the red
traffic light.

4. As stated in Opinions on Jointly Promoting
Green Development of the Belt and Road
(2022), we recommend Chinese regulators to
strictly include a requirement for due
diligence reviews, robust risk management
systems, and mechanisms to mitigate and
remediate projects’ negative impacts in the
registration, approval and monitoring
processes for Chinese investments abroad.

Redirecting foreign investments:

5. We encourage Chinese companies and
financiers to redirect their activities and
investments towards sustainable sectors and
projects, and to help build industrial
capabilities in host countries (e.g., through
technology transfer).

Compliance with international standards
and commitments:

6. We recommend the Chinese government
and regulators to demand - and supervise -
companies and banks to strictly comply with
China’s ratified international commitments
on human rights and the environment, such
as the Convention on Biological Diversity, the
Convention on Wetlands of International
Importance (Ramsar), the United Nations
Declaration on the Rights of Indigenous
Peoples, among others.



7. We encourage investors and financiers to
adopt  international  standards  and
international agreements applicable in host
countries in their corporate policies, or
include them in their contract agreements,
particularly the following:

- Comply with ILO Indigenous and Tribal
Peoples Convention (No. 169), with a special
attention to the right to FPIC.

- Align the policies and procedures of
Chinese companies operating in the region
with the principles and obligations
established in the Escazd Agreement (that
has been ratified by most South American
countries); which guarantees the rights of
communities and stakeholders to access
information, public participation, and justice
in  environmental issues, and thus
contributes to a safe and favorable
environment for environmental human
rights defenders to act without threats,
restrictions, or insecurity.

- Take appropriate, effective and timely
measures to prevent, investigate and
sanction attacks, threats or intimidation that
environmental human rights defenders may
suffer in the exercise of their rights.

Human rights due diligence:

8.Within the framework of China's Human
Rights Action Plan (2021-2025) and the
United Nations Guiding Principles on Business
and Human Rights, we recommend promoting
responsible business conduct and demanding
human rights due diligence (Principle VI, 4).
This is of particular importance in extractive
activities and large infrastructure projects,
which have been characterized by high levels
of socio-environmental conflict.

Governance and transparency:

9. In the framework of the commitment
made by President Xi Jinping at the 3rd Belt
and Road Forum on the construction of an
Integrity and Compliance Assessment
System for Enterprises Involved in the Belt
and Road Cooperation 2023, we recommend

implementing - both in corporate policies
and contractual agreements abroad, “zero
tolerance” clauses for corruption and robust
mechanisms to ensure transparency and to
prevent risks of probity violations that may
affect public integrity in host countries.

10. In accordance with Principle 3 of the
Green Investment Principles for the Belt and
Road, the Guidelines on Disclosure of
Environmental, Social and Corporate
Governance Information, and the recent
Guiding Opinions on Central Enterprises’
Fulfillment of  High-Standard  Social
Responsibility in the New Era (No. XVI), we
recommend investors and financiers to
ensure access to information in a “proactive,

timely, accurate and comprehensive”
manner by disclosing reports on
environmental, social and governance

performance, as well as progress made
implementing policies and commitments.
These reports should be published
periodically and in several languages
depending on the regions where the
projects are developed.

Communication channels and
accountability mechanisms:

11. In accordance with Principle 4 of the
Green Investment Principles for the Belt and
Road, we recommend the government to:

Have companies include formal
stakeholder engagement mechanisms and
procedures in place, especially with local
communities, indigenous peoples and
vulnerable groups. Promote project level
meaningful, early, safe, and inclusive
engagement in good faith, as well as
ongoing dialogue at all stages of the life
cycle of their business activities.

- Arrange for PRC embassies in countries
receiving financing and investments to
become a formal point of contact to receive
timely information and claims from
individuals or interest groups affected by
business activities that have not been
properly addressed at a project or
operational level.



12. We urge the Chinese government to
demand banks and companies operating in
the region to implement accessible and
effective grievance mechanisms to receive
and manage stakeholder complaints and
contribute to solving disputes, including
redress measures where applicable. In this
regard, we value initial steps such as the
Green Finance Guidelines and the creation
of the Mediation and Consultation
Mechanism for the Mining Industry and
Minerals Value Chain of the China Chamber
of Commerce of Metals, Minerals and
Chemicals  Importers and  Exporters
(CCCMQ).
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