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China’s global economic presence has solidified in the 
first two decades of the 21st century: it has not only 

become the biggest economy since 2014 –according to 
the purchasing power parity (ppp) by the International 
Monetary Fund–, the major exporter, the most dynamic 
importer, as well as the second source of foreign direct 
investment outflows in the world, among other noticea-
ble recent socioeconomic trends.

The goal of this book is to focus on China’s financing 
in lac during 2000-2018. The two sections of the book 
and its 17 chapters all acknowledge and begin with a 
brief historical and socioeconomic understanding of 
the relationship between a certain country or institution 
with China and focus on national or institutional speci-
ficities in the financing relationship with China. 

Red alc-China and Cechimex invite all readers to inte-
grate to these debates and discussions in lac and Chi-
na. Institutional and individual contributions to these 
debates are most welcome.
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CHINESE FINANCING IN LATIN AMERICA 
AND THE CARIBBEAN (2000-2018)

THE CASE OF CENTRAL AMERICA AND PANAMA

Luis Vargas Montoya, Marlen Rodríguez Morales 
and Rafael Arias Ramírez

Introduction

The present chapter seeks to analyze the diplomatic and economic 
relations between the People’s Republic of China (prc) and coun-
tries of Central America. Even though there is not a clear strategy, 
on behalf of this region, as to how to manage new relationships 
with China, the emergence of the Asian giant in international poli-
tics and international markets has compelled Central American 
countries to establish or consider establishing bilateral relations 
with this emerging power (Dussel Peters 2018).

The first country in the region to do so was Costa Rica in 2007, 
followed by Panama in 2017, and most recently El Salvador in 
2018. Other Central American countries such as Guatemala, Hon-
duras and Nicaragua have not yet established formal diplomatic 
relations, but they have influential private actors that have intensi-
fied pressure to begin relations with China (Dussel Peters 2018). 
The backdrop of geopolitical tensions and strategic competition 
between the United States and China has a lot to do with the 
differences among Central American countries regarding their 
relationship with China (iiss 2018).

In terms of trade, direct investment and financing policies, 
China has had an increasing interest in strengthening economic 



178 | CHINA’S FINANCING IN LATIN AMERICA AND THE CARIBBEAN

relations with Latin America, not only because of the region’s 
importance as a supplier of raw materials and primary goods,  
but also with the perspective of investing in and financing infra-
structure projects and others in economic sectors in which the 
region has potential. In the case of Central America, Chinese inter-
ests have been associated to locational advantages that the region 
has to facilitate the logistics of Chinese trade and commerce in the 
Western Hemisphere, which are also connected to the possibili- 
ties for developing special economic zones and investing in proj-
ects to improve competitive positions in global chains (Urcuyo 
2014). On the other hand, for Central American countries, China 
represents an immense market that offers opportunities for eco-
nomic growth and to diversify trade partners, both in terms of ex-
ports and imports (incae 2014). This is particularly important for  
Central America, given the high dependence on the us market 
and vulnerability to us trade policies (Dussel Peters 2018).

China is particularly interested in Central America because 
of the region’s locational advantages for the development of lo-
gistics for global trade. Investment in infrastructure has been the 
focus point for China’s direct investments in Central America, 
specifically projects that could facilitate transportation through 
the Pacific Basin and the Panama Canal to reduce transactions costs  
and increase economies of scale. Likewise, financing projects re-
lated to the energy sector has been of interest for China; this is the 
case of the hydroelectric project Patuca III in Honduras (Urcuyo 
2014). The following pages offer a more in-depth overview of these 
aspects of the political and economic relations between Central 
America and China.

The Relationship Between Central America and China
Diplomatic Relations

The rise of China as an economic power has been accompanied 
by a strong foreign policy that seeks to ensure Chinese interests 
worldwide. Establishing diplomatic and commercial relationships 
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with countries of strategic interest has been an important part of 
Chinese foreign policy. Countries with abundant natural resources 
and potential for vigorous development of the renewable energy 
sector have been important in sustaining China’s economic growth 
(Arnson and Davidow 2011). Furthermore, Central America’s geo-
graphic position has been of great interest given that it can facilitate 
trade routes and economic positioning for Chinese investments.

Aside from economic interests, a more historical and political 
goal has also been pursued by China in the region. The Chinese 
“one China principle” has also motivated the establishment of 
diplomatic relations with the region (Arnson and Davidow 2011). 
In this regard, ceasing diplomatic relations with Taiwan and estab-
lishing them with China has been an ongoing dilemma for Central 
American countries. Another factor that influences Central Amer-
ican countries in their management of Chinese presence in the 
region is the “sharpening rivalry between China and the us” (iiss 
2018). Even though China could become an important alternative 
and market, the United States is still the most important economic 
partner and political actor in the region (Dussel Peters 2018).

It is commonplace to consider that China’s economic expansion 
will also lead to a larger political role in the region. The possibility 
of Central America, and countries from the rest of Latin America, 
backing Chinese foreign policy has recently been a cause of con-
cern for the United States government. This is specifically true with 
the Chinese Belt and Road Initiative which for now does not di-
rectly contemplate Latin America and the Caribbean as part of the 
plan, but the different investments in infrastructure in the region 
can raise questions as to how the initiative will evolve (iiss 2018).

Commercial Relations

In recent years, commercial relations between Central America and  
China have grown significantly, this has especially been the case for  
imports from China. Since 2012 China has become the third larg-
est commercial partner for the region, only behind the United 

CHINESE FINANCING IN LATIN AMERICA AND THE CARIBBEAN (2000-2018) 
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States and the Central American Common Market, comprised 
of Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua 
(Dussel Peters 2018). In terms of Central American exports to 
China, these are a lot smaller in volume than the region’s imports 
from China. The only country that has been able to penetrate 
the Chinese market in a significant manner has been Costa Rica, 
which has accounted for over 50% of Central American exports 
to China (incae 2014).

An important technological gap, reflected by the trade defi- 
cit, characterizes economic relations between Central America 
and China. Costa Rica has been an exception given foreign direct 
investments, such as Intel, with technological spillovers and link-
ages with other economic activities in the service sector. As for the 
rest of the Central American countries, technological exports of 
middle or high value account for less than 1% of the total exports 
from the region (Dussel Peters 2018).

Chinese Investments and Financing in the Region

Some have argued that China’s main interest in the region has to do 
with investments given the geographic characteristics of Central 
America and the logistical advantages it offers in terms of trade  
(Urcuyo 2014). In this regard, Central American countries also  
see this as a great advantage to establishing diplomatic relations 
with China, given the interest the Asian giant has in investing in 
sectors such as energy, transportation, technology and manufac-
turing (proesa 2018; El Capital 2018).

Costa Rica, being the first country in Central America to es-
tablish both diplomatic relations and a free trade agreement with 
China, sought to deepen Chinese investment in transportation, 
energy, infrastructure and telecommunication through a pact 
signed in 2018 (Revista Summa 2018). This pact seeks to increases 
Chinese investment in the country which has decreased consider-
ably since 2014.
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In Panama, investments have been estimated to reach $2,585 
million dollars in infrastructure related to ports and transpor-
tation (Ávila 2018). China has invested in a cruise ship termi-
nal, a convention center and a new bridge for the Panamá Canal. 
Chinese companies such as Huawei have also made considerable 
investments in the Colón Free Zone. Investments are expected 
to continue given the geostrategic position of Panama and the 
Panama Canal, which has intensified the already existent rivalry 
between China and the United States, given the historical impor-
tance of the Panama Canal for the United States.

An important consequence of the diplomatic relations be-
tween Panama and China has been the increasing uncertainty 
related to the completion of a canal project in Nicaragua which has  
sought to rival the Panama Canal. This initiative was led by the hk 
Nicaragua Canal Development Investment and Chinese billionaire 
Wang Jing. Given an important loss of capital by the investment 
group, and Panama’s introduction as a player in Central American 
relations with China, there is anxiety surrounding the funding and 
Chinese interest in the project (South China Morning Post 2018).

As for El Salvador, the third and most recent country to estab-
lish diplomatic relations with China, an unclear stance on behalf 
of the country’s recently elected president Nayib Bukele, has pro-
duced doubts about the future of these relations (Diálogo Chino 
2019). Possible investments have continued to be explored by both 
countries. For instance, during June of 2019 a group of Chinese  
investors visited El Salvador seeking investment opportunities 
with the institution in charge of promoting exports and foreign di-
rect investments (Pastrán 2019). As for Guatemala, there has been  
little investment in comparison with the rest of the region, but there 
are also private efforts to attract Chinese investment to this country.

In Honduras, financing has been channeled into the energy 
sector; the Chinese company Sinohydro recently completed the 
Patuca III project which is the second largest hydroelectric dam in 
the country. The Patuca III was financed by a Chinese state-owned 
commercial bank, even though there were no formal diplomatic 
relations between these two countries. 

CHINESE FINANCING IN LATIN AMERICA AND THE CARIBBEAN (2000-2018) 
THE CASE OF CENTRAL AMERICA AND PANAMA
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This interest in the region seems to be articulated to the Chinese 
Belt and Road Initiative (bri) which seeks to improve connectivity 
between Asia, Europe, Africa and the Middle East through financ-
ing projects and investments in infrastructure and the promotion 
of regional cooperation (Maliszewska and van der Mensbrugghe 
2019). Even though Latin American countries, and specifically 
those in Central America, have not been formally contemplated 
in the bri, it seems that investments and financing in the region 
seek to achieve goals that are consistent with the bri strategy.  
In fact, China has been promoting the bri with various coun- 
tries, that have emitted statements and memorandums of under-
standing that support the initiative. This has made the scope of the 
initiative unclear as investments in the region seem to be articu-
lated to this globalized strategy when Latin American countries 
have begun to formally and openly support the bri1 (iiss 2018).

Chinese Financing in Central America

One thing is clear, Chinese financing in Central America has been 
lower compared to that received by the rest of lac; the latter have a  
greater number of transactions with Chinese financiers and over  
a longer period as empirical evidence and existing data show (Gal-
lagher and Myers 2019). It has been documented that over the last 
decade China’s financing has been concentrated in a small number 
of Latin American countries (Myers and Gallagher 2019).

We believe that one of the underlying reasons for the smaller 
presence of Chinese funding in Central America is that until 2007 
none of these countries had diplomatic relations with China, which 
is a key factor for consolidating economic relations. Likewise, a 
historical diplomatic relationship with Taiwan has been a barrier 
for Central American countries to consolidate their relationship  
 

1	 Costa Rica and Panama have emitted memorandums of understanding in 2018 and 
2017, respectively.
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with China. Central America and the Caribbean have been the 
epicenter of the diplomatic competition between China and Tai-
wan, because this region concentrates almost all the countries 
that recognize Taiwan as an independent republic (Esteban 2018). 

However, China’s interest in the region has been growing de-
rived from its shifting, yet complementary, intention to move from 
investing and financing in natural resources and raw materials to 
other sectors such as infrastructure, renewable energy, tourism 
and, in more general terms, special economic zones, for which 
Central America and Panama offer locational advantages (Myers 
and Gallagher 2019). 

According to existing data, there are only two cases of Chinese 
financing in Central America. The first case is the hydroelectric 
project “Patuca III” in Honduras. The second is the rebuilding of 
a national road that connects the metropolitan area of Costa Rica 
with the main port on the Caribbean side of the country (Ruta 32). 

With respect to the Patuca project, in September 2010 a Memo-
randum of Understanding (mou) was signed between the Gov-
ernment of Honduras and the company Sinohydro, a Chinese 
government Engineering and Construction Company. In Decem-
ber 2010, Sinohydro presented the technical and economic pro-
posal for the project, with an estimated investment of $300 million 
dollars required to begin construction, which generated optimistic 
expectations. In May 2011, the President of Honduras, Porfirio 
Lobo Sosa, placed the first stone on the site of the camp as a sign 
to start the construction of the Hydroelectric Project.

The project took off with a total investment of $350 million 
dollars, $300 million of which was a loan from the Industrial and 
Commercial Bank of China (icbc), a state-owned bank. The re-
maining $50 million was provided by the government of Hondu-
ras. The term of the loan from icbc was for 15 years with a grace 
period of five years and an interest rate of 4.5% (Dinero Hn 2018). 

After delays for various reasons, in September 2015 construc-
tion was restarted and continued without problems (El Heraldo 
2014). According to experts and reports, by the end of 2018 the 
project was 96% completed and its full operation expected during 

CHINESE FINANCING IN LATIN AMERICA AND THE CARIBBEAN (2000-2018) 
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the first semester of 2019 (Dinero Hn 2018; Frijins 2016). Despite 
several delays, as a result of difficulties to start operations, along 
with climatic and contractual factors, the authorities of the Na-
tional Enterprise of Energy and Electricity (enee) assured the 
beginning of Patuca III’s operations by the end of 2019 (Pastrán 
2019). There is no certainty about the final cost of the project, 
because of the delays and overvaluation of costs and services. 
However, according to government reports, the project will con-
clude with an excess of $181.5 million dollars over the budgeted 
amount, bringing the total cost to $531.5 million (Construcción 
Pan-Americana 2019).

The other case of Chinese financing in the region was approved 
in 2015 in Costa Rica, as can be seen in the China-Latin America 
Finance Database (Gallagher and Myers 2019). A first phase of this 
funding started with the signing of a Framework Agreement, in 
which China offered to grant a Preferential Credit Line to Costa 
Rica. This agreement was established by the Costa Rican Ministry 
of Finance and the Export-Import Bank of China (China Ex-Im 
Bank). The China Ex-Im Bank is a development bank in charge of 
financing enterprises operating in the commercial sector (Hernán-
dez 2016). The Convention states that its objective is to strength-
en friendly relations and economic and technical cooperation  
between the two nations. In this direction Dehart (2018:5) points 
out that “... a significant dimension of Costa Rica’s economic moti- 
vation for partnering with China has been its desire to construct 
the infrastructure with which it can leverage its regional advan-
tages into more global economic flows.”

One aspect to note is that the agreement approved by both 
countries is preceded by the contract agreement conavi-ch-
ec-001, signed in June 2013. The National Roads Council (co-
navi, by its acronym in Spanish) of the Government of Costa Rica  
and the Chinese wholly state-owned enterprise (soe) China Har-
bor Engineering Company Limited (chec) agreed that the latter 
would extend Route 32 of the Costa Rican road system (cgr, 
2019). This route connects the Great Metropolitan Area of the 
country with the Caribbean coast, where Puerto Moín is located. 
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This port is Costa Rica’s main maritime customs. Between 2011 
and 2018, on average 32% of Costa Rica’s exports were traded 
through these maritime customs which at the same time repre-
sented 86% of Costa Rican exports by sea (Procomer 2019). At 
this point, it is evident that the financing provided by China to 
Costa Rica was implicitly conditioned on contracting the Chinese 
company chec to carry out the project. This is consistent with 
the Chinese political strategy, whereby credit is a key element in 
promoting the participation of Chinese companies in strategic 
sectors in the region (Hernández 2016).

Turning now to the details of the project, the cost of the works 
reached $465 million dollars, of which approximately $14 million 
was applied to the designing stage and the remaining $451 mil- 
lion went to the renovation and construction works (cgr 2016). 
The maximum term of the credit line is 20 years at an interest rate 
of 3.5% per year (Law No. 9293). These results support the argu-
ment from some scholars that “Chinese banks are replacing the 
World Bank and Western Export Credit Agencies (WECAs) by of-
fering lower-interest loans and generally better terms” (Gallagher, 
Irwing, and Kolesky 2012:4).

Once the contract was endorsed, chec considered they had 
the legal grounds to begin the environmental impact study re-
quired by Costa Rican laws, which was carried out by a company 
with Chinese capital. In December 2016, the project obtained the 
environmental viability approval and chec was authorized to 
begin work on it (conavi 2017).

The Route 32 rebuilding project is currently under way but is 
significantly behind schedule. Initially, its completion was pro-
gramed for December 2018 and according to the last work plan, 
approved by the parties, it has been projected to be finished by 
mid-2020, if additional delays do not occur. 

It is our understanding that the problems faced by the Chinese 
company and its counterpart in Costa Rica, in order to implement 
this project, demonstrate the lack of knowledge regarding the dif-
ferences between the Costa Rican decision-making process and 
the role of the State, compared to the situation in China. As Dussel 
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Peters (2015) points out, these differences produce difficulties for 
defining and implementing bilateral initiatives.

Conclusions and Policy Suggestions

Although just over a decade ago some Central American countries 
such as Costa Rica and Panama began their diplomatic relation-
ship with China, the impacts on trade, investment and financing 
have not yet reached the expected levels. In the area of financ-
ing, initiatives have been presented in several countries; however 
only two projects have been developed, one in Honduras and  
the other one in Costa Rica. 

The difficulties in implementing Chinese funded projects in 
Honduras and Costa Rica show that, even when there are favorable 
opinions regarding the opportunities offered by Chinese funding, 
there are domestic challenges that may curtail China’s interest in 
supporting potential projects. As DeHart (2018) argues, for the case  
of Costa Rica, Chinese financing is an opportunity for the country 
to expand and leverage its strategic domestic assets and geographic 
advantage. We consider that this is also true for the rest of the region.

Honduras was the first Central American country that re-
ceived Chinese financing, even without having official diplomatic 
relations with China. However, the Patuca III project has faced 
challenges, which are explained by the project’s lack of planning, 
administration and traceability by the parties involved. 

Patuca III has faced three main challenges: first, the lack of 
resources; second, the delays and costs that exceeded the original 
budget; and third, unfavorable public opinion and discontent. At 
the beginning there were problems with shortcomings in terms 
of the resources needed for the project to be implemented. Later, 
there were controversies related to delays in the building process 
and the associated increasing costs, which had negative impacts on  
public opinion (Construcción Pan-Americana 2019). 

In the case of Costa Rica with the rebuilding of the Route 32 proj- 
ect, the only Chinese financing ongoing in the country has faced  
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significant difficulties and delays which may also be expected to 
arise in future projects if the terms of understanding between the 
parties does not improve. This finding is consistent with that of 
DeHart (2018:3-4) who states that “…since 2007 Chinese infra-
structure collaborations with Costa Rica have been the source of 
as much controversy as celebration…despite the apparent win-win 
combination of China’s well-endowed state-owned infrastructure 
resources and Costa Rica’s strong need for infrastructure, China-
Costa Rican infrastructure collaborations suggest many challenges 
for the road forward.” 

One of the reasons behind the long period for the execution 
of a contract is the complexity of the decision-making process in 
Costa Rica. On the other hand, conavi points out the difficul-
ties in the relationship with the Chinese company involved, due 
to cultural differences reflected in the working dynamics. Among 
other aspects, it was noted that the Chinese company has not 
carried out adequate planning, administration and traceability of 
the project which, as a result, has not advanced according to the  
original schedule. Another argument by conavi refers to the lan- 
guage barrier, which has made it difficult for the parties to commu-
nicate adequately on technical and legal issues (K. Solano, personal 
interview, August 20, 2019).

In terms of the energy sector, Costa Rica is recognized world-
wide for its decarbonized energy matrix, making important ad-
vances; however, this does not include the energy consumed by 
the transport sector, where significant investments are required. 
However, for Costa Rica to take advantage of Chinese financing, it 
must implement institutional arrangements to simplify paperwork 
and establish clear and efficient procedures, seeking standards 
closer to those sought by the Chinese counterpart, without los-
ing autonomy in the decision-making process in strategic sectors.

Both cases reveal the complexities of financing public projects in 
the region, especially regarding the decision-making process, me-
diated by multiple institutions participating with their own norms,  
which is not easily understood by the Chinese counterpart. The 
delays suffered by the projects are another common characteristic 
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in these two countries, where such delays are associated with a lack 
of planning and excessive regulation by the governmental insti-
tutions in charge. There are also similar problems regarding the 
discontent of local communities with the development of projects 
that have impacts on their resources and daily lives. 

Chinese financing is critical for countries in the region, espe-
cially for those that have limited access to international financial 
resources and face serious fiscal imbalances (Myers and Gallagher 
2019). Another element is the opportunity represented by the 
presence of the China-led Asian Infrastructure Investment Bank 
(aiib) and the bri for Central America. The aiib and the bri 
have a large amount of resources for financing projects in devel-
oping countries. In the region, only Costa Rica and Panama are 
affiliated to the bri, while El Salvador is still considering it. Ac-
cording to Ray and Wang (2019:15) “It is likely that aiib and bri 
affiliations will continue to spread throughout the lac region in 
2019 and beyond”; this could open many doors to Chinese funding 
for the development of strategic projects in the region.

Likewise, if Chinese companies intend to continue financing 
successful projects in Central America, they must make greater ef-
forts towards understanding the particularities of the decision-mak- 
ing process in the region, which varies from country to country.  
Additional efforts must be made to meet the expectations of the 
countries in the region, regarding planning, administration and 
traceability of the projects to be developed.

As for Chinese financing expectations in Central America, 
there are two elements which suggest that there is potential for 
further growth. One is that most countries in the region exhibit 
lags in priority areas for Chinese financing and investment, such 
as infrastructure, telecommunications and energy, representing a  
potential win-win situation. The other is directly connected to 
geo-economics and the opportunities for Chinese presence in a 
region with strategic locational advantages in the global economy.
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