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El Salvador’s Recognition of the People’s Republic of China

Executive Summary

In January 2016, the People’s Republic of China (PRC) abandoned an 8-year truce in its
war with the Republic of China (ROC) over diplomatic recognition around the world and sub-
sequently moved to aggressively woo traditional Taipei allies. This paper centers on the PRC’s
recent successful push into Latin America, and particularly in Central America—historically
a primary area of influence for the United States. Through a concerted effort—and often in
exchange for promises of mega investments and financial aid—the PRC increasingly receives a
warm welcome across the Latin American continent.

This paper analyzes recent decisions by several countries in the Western Hemisphere in
recognizing PRC and offers an in-depth assessment of El Salvador’s recent decision to break
historic ties to Taiwan and embrace Beijing—a move that presents a significant strategic chal-
lenge to U.S. regional interests. The PRC’s activities in Venezuela, Nicaragua, and El Salvador
represent a new aggressive policy in the hemisphere aimed directly at supporting the most anti-
U.S. governments in the region. This position only furthers the PRC’s strategic interest while
marginalizing the United States wherever possible. This paper concludes by arguing that the
PRC drive into Latin America since 2016 represents a broader strategic threat to U.S. national

security interests. It then offers three recommendations.

m Realign U.S. aid and support toward real allies. Even if countries maintain commercial
relations with the PRC, the United States should focus on countries that work closely
with the United States on a strategic level. These allies include Argentina, Chile, Colom-
bia, and Panama. While each country presents challenges, they are not insurmountable
obstacles to partnering with the United States. At the same time, the United State should
consider significantly limiting aid to countries that embrace the PRC with the intent of
displacing the United States and undermining the rule of law and democratic institutions.
These countries now include El Salvador, Suriname, and likely Nicaragua. A realignment
would both allow more funding for true allies and avoiding putting money into strategic
competitors or opening significant avenues for PRC intelligence and counter-intelligence

activities aimed against the United States in these host countries.

m Carry out more high-level and cultural engagement in the region. The United States
carries out far fewer high-level official visits than the PRC (or Russia). Moreover, the mes-
sage of senior U.S. officials, when they do visit, is often centered on the demand to stop

migration, which does not address the region’s felt needs. This relative absence of senior-
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level visits, student exchanges, and other forms of engagement has allowed the PRC to
set the terms of debate and engagement in the region, to the detriment of U.S. interests.
To rebalance these elements of soft power is imperative. The largest asset that the United
States has is the good will of populations in the region, including millions of individuals
from Latin American countries who have visited or reside in the United States. In con-
trast, there is a lack of familiarity Chinese language, culture, and history and limited Latin

American travel to the PRC.

m Reevaluate current U.S. engagement ties for potential compromise. Recognize that
most U.S. efforts in counternarcotics, vetted units, and intelligence-sharing will be severe-
ly compromised by growing Latin America ties to the PRC, especially in Bolivarian states
such as El Salvador and Nicaragua. These programs should be reevaluated immediately,
and, if U.S. engagement continues, the counter-intelligence possibilities should be fully

understood.
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Introduction’

The People’s Republic of China (PRC) pays increasing attention to the Latin America re-
gion as a whole, and to Central America in particular, as part of the new global competition in
which China “seeks to pull the region into its orbit through state-led investments and loans* In
the last 2 years, the Dominican Republic, Panama, and El Salvador shifted diplomatic recogni-
tion from the Republic of China (ROC) to the PRC. Such swift shifts are at least partially made
possible by the PRC'’s ability to offer loans for major infrastructure projects, aid under the Belt
and Road Initiative (BRI), and private investment from Chinese companies. Even more entic-
ing, such funds come with few of the conditions regarding human rights, accountability, and
transparency that the United States and European Union traditionally require.

Not all Chinese infrastructure projects or shifts in diplomatic recognition should be
viewed with alarm, but PRC influence in some countries such as El Salvador presents a cause
for concern by opening new strategic opportunities to a power in direct competition with the
United States. These new doors opening to the Chinese include access to strategic territory in
the region for possible military and cyber bases, the expansion of the non-dollarized banking
systems that could facilitate money laundering and opaque government transactions, and a new
major power ally for a bloc of nations that espouse a radical populist and anti-U.S. ideology.

The results of Chinese efforts are most visible in Chinese infrastructure projects through-
out the continent. For example, Chinese state-owned and private companies control at least 48
ports along with dozens of other key trade nodes—such as airports—and thousands of acres of
land throughout Latin America. Most of these projects and initiatives fail to provide transparent
information on the tender process or how the money is allocated or spent. Of greater concern is
that the projects’ scale masks true Chinese strategic and possible military interests in particular
zones of the Western Hemisphere where such projects are currently under way.

The case of El Salvador, which recognized the PRC on August 20, 2018, is the most di-
rect challenge to U.S. interests. Concurrent with El Salvador’s recognition of the PRC, the
Chinese have expressed an interest in acquiring several ports and islands within Salvadoran
territory, all of which are in remote, sparsely populated, and difficult to monitor physical sites.
Moreover, the PRC’s terms were negotiated in secret by a handful of trusted senior Salvadoran
government officials with no public debate, congressional approval, or disclosure of terms—
obfuscating the intent and extent of the deal. This paper argues that these efforts are part of a

concerted effort by the Salvadoran government and allies in the highly criminalized states of
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the Bolivarian Alliance to offer the PRC a strategic regional military, business, and cyber hub
while protecting and expanding criminal networks tied to the Bolivarian states.

Chinese influence in El Salvador can only be understood within a larger regional context
of the growing confrontation between the Bolivarian bloc and the United States. The decision by
El Salvador to recognize the PRC was taken in conjunction with Presidents Nicolas Maduro of
Venezuela and Daniel Ortega of Nicaragua as both regimes are currently struggling to hold on
to power. While Nicaragua still maintains diplomatic ties with Taiwan, the Ortega regime will
likely switch as Nicaraguan ties with China continue to develop.* Improving relations with Chi-
na greatly increases these regimes’ chances of survival by improving their economies. Heavily
dependent on criminal activities, Bolivarian aligned countries can now operate outside the dol-
larized U.S. banking system, thus limiting the effects of sanctions while providing access to new
revenue streams from Chinese mega-investments. Ties to the PRC also provide the Bolivarian
Alliance members with an ally on the United Nations Security Council to block possible future
sanctions against the regimes’ growing human rights violations and authoritarian actions.

Finally, in keeping with the overall secrecy surrounding the diplomatic moves, the Salva-
doran government officials did not notify the United States—the nation’s strongest economic
and security partner—of the plans to recognize the PRC until mere hours before publicly an-
nouncing the move. In response to the growing concern over the cumulative effect of the switch
in diplomatic ties in the region, in September 2018, the Trump administration recalled the
chiefs of mission in El Salvador, Panama, and the Dominican Republic to Washington for con-
sultations. After the meetings, the State Department issued a statement announcing that the
United States was committed to supporting partners in the region who are “democratic and
independent and who promote transparency, rule of law, economic growth, and democratic
values.”

The more geopolitical aspects to China’s increasing presence in the region are increasingly
of concern to the United States. In his 2018 posture statement, Admiral Kurt W. Tidd, then

commander of U.S. Southern Command, noted:

China’s commercial and diplomatic advances move it closer to its larger strategic
goal of reshaping global economic and governance architectures. China has pledged
$500 billion in trade with Latin American countries and $250 billion in Chinese
direct investment over the next 10 years. Increased economic cooperation—such
as the extension of the “One Belt, One Road” initiative to Latin America, one of

the nodes to support Chinas vision of a competing global economic initiative—
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and the continued provision of financing and loans that appear to have “no strings
attached” provide ample opportunity for China to expand its influence over key
regional partners and promote unfair business and labor practices. Increased
reach to key global access points like Panama create commercial and security
vulnerabilities for the United States, as do Chinese telecommunications and space
ventures with dual-use potential, which could facilitate intelligence collection,
compromise communication networks, and ultimately constrain our ability to

work with our partners.®

It is in this context that this report addresses Chinese influence broadly in Latin America, and

through case studies of Venezuela, Nicaragua, and El Salvador.

Chinese Influence in Latin America

This paper is not intended to review all the PRC’s activities and investments in Latin Amer-
ica. However, there is an increase in literature on the presence and influence of PRC economic
engagement in Latin America. R. Evan Ellis outlines the mutually beneficial relationship that
China and Latin American nations have related to economic interconnectedness.” In addition,
a recent study by the Atlantic Council highlights the PRC’s increasing desire to look south from
the United States, especially as U.S.-China trade tensions continue to rise.®

Indeed, these economic shifts are important, but there are other forms of influence or
connection between Latin America and China as well. There is less reporting on the more com-
plex forms of influence from China, including the massive Chinese state media presence in
the hemisphere and cultural, diplomatic, and military exchanges. This engagement includes
providing humanitarian aid, participating in peacekeeping missions, and conducting military
exchanges, among others.” To this point, there is a lack of literature on the strategic goals of
growing Chinese support for the members of the Bolivarian Alliance, who have publicly de-
clared their enmity toward the United States while undermining democracy, the rule of law, and
the effect that this has on geopolitics in the hemisphere.

This paper explores several manifestations of Chinese integration into the hemisphere,
with particular attention to the more opaque objectives on the part of Chinese companies and
the Chinese government. Such a context provides a broader understanding not only of the
PRC’s presence in Latin America, but also to the strategic challenge that this influence pres-
ents for U.S. interests. The following section addresses three lines of soft power integration:

economic through foreign direct investment, regional through the 33-member Community of
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Latin American and Caribbean States (CELAC) Organization, and cultural through media and

cultural centers.!?

Economic Integration

The PRC’s growing Foreign Direct Investment (FDI) and booming exports to Latin Amer-
ica are among the primary drivers of its growing influence. This economic influence should not
be ignored. A host of quasi-private Chinese companies with strong ties to the state—usually the
military—have signed agreements to carry out infrastructure projects throughout the hemi-
sphere. As Admiral Tidd testified:

The larger strategic challenge posed by China in this region is not yet a military
one. It is an economic one, and a new approach may be required to compete
effectively against China’s coordinated efforts in the Americas. Some of the most
critical elements needed in this effort are not ones that USSOUTHCOM can bring

to bear.!

The primary areas of FDI are critical infrastructure projects—including ports, airports,
highways, and telecommunications—as well as oil, mining, and other extractive industries.
Currently, China is constructing and/or operates in at least 48 ports in Latin America, among
them some of the most critical ports in the hemisphere. This includes the main ports on both
sides of the Panama Canal, which are of vital strategic interest to the United States.

While China continues to increase FDI into the region, it is still less than that from the
United States. Since 2008, the PRC provided approximately $140 billion in FDI to the Latin
American region," while U.S. FDI to Latin America equaled roughly $904 billion."” However,
the vast majority of U.S. investments have been in the Caribbean, while investments in South
and Central America have remained relatively constant at about $23 billion a year since 2011.
At the same time, the majority of Chinese FDI has consistently and dramatically increased over

the last 5 years.'

Regional Integration

A second form of PRC soft power influence occurs through regional organizations. The
primary regional institutional body through which the PRC engages with Latin America to

channel investments, loans, and grants is CELAC.
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Figure 1. Ports Operated by the People’s Republic of China in Latin America
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Venezuela’s president Hugo Chavez and Ecuador’s president Rafael Correa, two of the
strongest anti-U.S. voices in the Bolivarian Alliance, were the driving forces behind the organi-
zation. Founded in 2011, the 33-nation CELAC serves as a regional entity to mirror the Orga-
nization of American States (OAS), but without the presence of the United States, Canada, or
overseas European territories.”” China’s use of CELAGC, in lieu of an organization like the OAS,
is indicative of a strategic push to isolate the United States.

Over the last 5 years, China has increasingly engaged with CELAC. In 2015, China an-
nounced its 2015-2019 CELAC financing package totaling $35 billion to be invested in infra-
structure, cultural exchanges, and communication projects, among others, as part of a coopera-
tion plan.’® This investment has materialized into projects including a railway in Argentina, a
shipping port in Peru, and an underwater fiber-optic cable from Chile to China.”” The Chinese
host annual China-CELAC meetings with member states as ties between these countries con-
tinue to develop.

Then, on January 22, 2018, China and CELAC members signed the Special Declaration of
Santiago.'® This declaration formally invited all CELAC members to participate in China’s BRI,
a significant expansion of the initiative that initially only included the Eurasian continent. So
far, only four Latin American nations have signed on officially: Antigua and Barbuda, Bolivia,
Panama, Trinidad and Tobago, but other countries have signaled their interest in joining the

BRI participation framework."

Cultural Integration

An important area of increasing Chinese influence is in shaping the political and cultural
climate through a large-scale print, television, radio, and online media presence, as well as ex-
panding the number of Chinese cultural centers and programs. One main tool for shaping the
environment is the significant expansion of the Chinese state-owned media company Xinhua.
Now one of the largest news organizations in the world, Xinhua boasts more than 15,000 em-
ployees and 240 offices worldwide.?

Xinhua first opened a Latin America bureau in Havana, Cuba, in 1961. By 2016, Xinhua
had 21 bureaus in 19 Latin American and Caribbean countries and maintained a 24-hour Span-
ish news channel and state-of-the-art Spanish language Web site.”! By comparison, CNN only
has five bureaus in Latin America.?® The Washington Post has only one bureau in Latin Ameri-
ca.” Xinhua has 200 media subscribers who get the news feed for free or at greatly discounted
prices, unlike U.S. and European news services, which charge for subscriptions. They also have

200 non-media subscribers—including government ministries across the region—to directly
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influence policymakers. The purpose of the expansion, according to Cai Mingzhao, the direc-
tor of Xinhua, is to use the agency’s 50 years of experience in the region to “play a larger role in
shaping a China-Latin America and Caribbean community of common destiny.**

Xinhua is not the only Chinese media company operating in Latin America. To promote
Chinese media expansion, the Chinese government hosts annual meetings between Latin
American media leaders and senior Chinese leaders, usually with all-expenses-paid trips to
Beijing, resulting in an ongoing flow of positive stories about the PRC and its investments. As

noted in one recent report:

In true digital age fashion, Chinese outlets in Latin America have skipped over
traditional print media in favour of virtual platforms, which host content tailored
to local audiences. Though slightly less up-to-date than their Chinese-language
versions, newspapers Xinhua and People’s Daily produce daily Spanish and
Portuguese-language content, as does China Radio International. China Central
Television, meanwhile, boasts a 24-hour channel, CGTN Spanish, which is
available online, free of charge. Even the magazine China Today, which remains
one of the few examples of Chinese print media in Latin America, maintains not
one, but two Spanish-language Web sites, in addition to its two print publications
in Mexico and Peru. Nearly all of these outlets have Spanish-language accounts
on social media that are banned in China, including Facebook, Twitter, and
YouTube.”

Another key element in China’s presence in Latin America is the expansion of the Con-
fucius Houses or Confucius Institutes. Zhang Tou, vice president of the official China-CELAC
Friendship Association, stated that it was important to “reverse the tendency to give more im-
portance to economic exchanges than cultural exchanges”

The first Chinese cultural center in the region was founded in 2006. There are now 39
centers and 19 Confucius classrooms in 20 Latin American countries.’® The institutes, which
also operate across the United States, offer Chinese language courses, cultural information, ex-
changes, and a wide variety of other classes such as cooking and Chinese history. The regional
center for the institutes in Latin America is located in Santiago, Chile. The Confucius Center
held a Latin America conference in Chile on September 7, 2018, where the cultural attaché to

the Chinese embassy in Chile stated that such cultural exchanges “play a fundamental role in
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bringing communities together to deepen mutual knowledge and to establish solid bases for a
sustainable development between nations.”*’

As China continues to increase cultural exchanges, the United States continues to with-
draw from such practices. Cultural centers were traditionally fixtures in U.S. Embassies, though
they have largely been abandoned due to budget cuts and increased security following the 9/11
attacks. The spread of the Confucius Centers, in addition to serving as cultural bridges in very
foreign environments, offers opportunities for recruitment and training of potential agents and
the broad collection of open source intelligence and other intelligence activities. The Confucius
Centers routinely offer scholarships and free travel to China to those who appear interested or
useful in any number of disciplines, from engineering to business and more specialized fields.

In addition to the Confucius Centers, Zhang noted that there were some 20,000 students
taking university-level Spanish classes in China, in addition to the Cervantes Center in Beijing,
where an additional 5,000 people were learning Spanish.?® These language-training programs
are creating a reserve of Spanish language experts who can fan out over Latin America for
business, espionage, and other activities. Consistently, Latin American officials argue that PRC
ambassadors and senior diplomats speak fluent Spanish, often in contrast to their U.S. counter-
parts.

These increased Chinese cultural engagements in Latin America and intense language ef-
forts round out a comprehensive strategy of increased interaction between the PRC and hemi-

sphere, complementing both diplomatic and economic ties.
Three Strategic Models for Expanding Influence

Venezuela: Regime Survival and Oil Sales

There is no doubt that the greatest beneficiary of the PRC’s strategies of economic and
regional integration has been Venezuela’s authoritarian regime, which has increasingly lost le-
gitimacy in the hemisphere. The oil-rich but impoverished nation’s economic plight has been
unfolding over several years. Despite its economic problems, however, the Maduro regime has
not yet fully defaulted on its national debt payments that would otherwise have led to Venezu-
ela’s complete collapse.

The survival of one of the most authoritarian regimes in the hemisphere has been due
almost entirely to China’s strategic cash infusions to Venezuela at critical moments, acting both

through CELAC and through a series of bilateral agreements. The long-term cost of China’s aid
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has been high. To hold onto power, the regime has now sold most of the nation’s oil production
for the next two decades to China, while continuing to accrue a massive debt.

In purchasing the oil, Beijing has loaned Venezuela approximately $70 billion. As of
2018, China owns around $23 billion of Venezuela’s foreign debt. The most recent Chinese
loan to Venezuela occurred on September 13, 2018, when China agreed to provide the Maduro
government with an additional $5 billion just days shy of a critical foreign debt payment dead-
line.”® Venezuela has not made a sovereign bond payment in a year and is now in default for at
least $1.81 billion. Only Chinese cash infusions at critical junctures have kept Venezuela from
complete default and financial collapse.’ At the same time, China became Venezuela’s largest
supplier of weapons and the largest investor for Venezuelan oil productions, surpassing Russia
in both cases.”

Twelve of China’s 17 major loans to Venezuela have been dedicated to the energy sector.
The most noteworthy of these loans was the 2010 Orinoco Belt loan that presold Venezuelan oil
to China for a period of 25 years.” This agreement included a $20 billion Chinese investment
for oil projects.* In return, Venezuela agreed to increase oil exports to China from 460,000 bar-
rels per day in 2010 to 1 million barrels per day. Venezuela’s overall oil outputs increased after
2010, with production peaking in 2013 to an average 2.9 million barrels per day. As of June
2018, however, output decreased by more than 50 percent, to just 1.36 million barrels per day,
and this trend continues.” In July of 2018, China announced an additional $250 million invest-
ment to increase Venezuelan oil production, in large part so Venezuela could fulfill its prepaid
oil quotas.*

Beijing’s repeated bailouts of Venezuela, staving off imminent economic collapse but en-
suring the government is constantly cash starved, are largely aimed at locking in supplies of
relatively cheap oil for the future. As a result, Venezuela has no ongoing revenue from oil sales.
This agreement also ensures that the fate of the Maduro regime is fundamentally tied to the
PRC.

Nicaragua: Canal Project for Criminal Gain

China’s proposed port and island project in El Salvador is not the first proposed Chinese
megaproject investment in Central America. In fact, the model for suspicious Chinese infra-
structure projects is the nonexistent Nicaragua Canal project that began approximately in 2013,
when President Ortega announced the development of one of the largest infrastructure projects

in world history.
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The project was to consist of a 178-mile canal from the Pacific Ocean to the Atlantic
Ocean.” Despite hundreds of millions of dollars in declared investments, there are virtually no
signs of actual work on the project. Instead, the Ortega family and business associates used the
fictitious project to invest in other areas that were either extremely useful for money-laundering
activities or of strategic benefit to the Chinese government.*®

When the project was announced, President Ortega stated that Chinese national Wang
Jing, and his company, the Hong Kong Nicaragua Canal Development Investment Company
(HKND), had received the tender to develop the project. The announcement came after Presi-
dent Ortega enacted Laws 840 and 800 specifically to provide Wang Jing with the right to not
only construct a canal but also expropriate land and develop subprojects such as free-trade
zones and international airports along with other benefits in Nicaragua for a 50-year period.”

Wang had no previous experience with the construction of infrastructure projects. HKND
announced that investors would fund the $50 billion project—approximately four times Nica-
raguas GDP—though the identities of the alleged investors were never released.” The official
groundbreaking ceremony took place in December of 2014, and HKND announced an antici-
pated completion date of early 2019.*" As of late 2016, there had been no work on the project
with the exception of widening 5 miles of a dirt road.*> By April 2018, HKND abandoned the
Nicaragua project and gave up its lease on its luxury offices in Hong Kong. These maneuvers
likely demonstrated the demise of the company and signaled that any canal project through
HKND would not come to fruition.*

As the project foundered, Nicaraguan investigative journalists were able to directly tie
HKND to the Chinese military as at least partial owners of the company. Their research also
identified parts of its opaque ownership structure through a web of 15 offshore companies un-
der the HKND banner.* The continued lack of transparency and failure to begin construction
led to reports that the project was a front for money laundering between the two countries.
Nicaraguan journalist Carlos Fernando Chamorro persuasively argued repeatedly that consti-
tutional guarantees were ignored and that the project served to launder money and enrich the
deal’s negotiators rather than Nicaragua as a whole.”

An example that corroborates claims of criminal behavior is that of Wang Jing, who had
previously received a tender from the Nicaraguan government for a telecommunications proj-
ect, which was likely his true interest in Nicaragua and perhaps the true interest of the PRC itself
in the country. Wang made his fortune in the telecommunications industry with the company
Xinwei.* In fact, in 2012, Wang received his first contract from Nicaragua for a telecommunica-

tions project that would consist of installing 1,000 wireless base stations throughout Nicaragua.
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In keeping with the PRC’s modus operandi, little progress had been made on the telecommuni-
cations project as of late 2017.

Xinwei now appears to be operating under the name CooTel Nicaragua (Xinwei Inteli-
com, Inc.). CooTel offers both Internet and phone services in Nicaragua* and reportedly has
two telecommunications partners: Empresa Nicaraguense de Telecommunicaciones (ENT) and
Intelcom.*” ENT is a subsidiary of America Movil and Claro, which are owned by Mexican
telecommunications magnate Carlos Slim.* The publicity surrounding both of Wang’s projects
in Nicaragua suggests they are flourishing, yet neither the Nicaragua Canal nor the wireless
base stations have been built. Fewer concrete projects have come to fruition in Nicaragua than
in Venezuela, and the full intent of HKND’s long game play in Nicaragua was never fully made
public. But for all the opacity and strategically suspect dynamics surrounding PRC investment
activities in Venezuela and Nicaragua, these cases present fewer immediate strategic concerns
for the United States than the activities of the PRC in El Salvador.

El Salvador: Laying the Groundwork to Challenge the United States

For at least a year prior to extending diplomatic recognition to the PRC in the summer of
2018, the Farabundo Marti National Liberation Front (FMLN) government of El Salvador had
been laying the groundwork to take such an action. Among the largest challenges to switching
diplomatic recognition from the ROC to the PRC was animosity from traditionally antagonistic
business leaders of the conservative opposition party. To mitigate such opposition, the FMLN
government promised Salvadoran business leaders expanded and sometimes monopolistic ac-
cess to the Chinese markets for products such as sugar and other commodities.

The FMLN also wrote a proposed legal framework for a special economic zone (SEZ) to
facilitate huge Chinese investments and China-El Salvador economic interconnectedness. On
July 2, 2018 (6 weeks before the diplomatic change), a law was presented to the Legislative As-
sembly to create an SEZ encompassing La Unidn—an area where business and trade laws are
distinct from the rest of the country and applicable in particular to Chinese businesses. The stat-
ed objectives of this bill included increasing trade, investment, and jobs by limiting tariffs and
other barriers for foreign companies.” The proposed law lists several activities that would fall
under this particular definition for SEZ categories including ports and airports; tourist activi-
ties; aerospace, electric, and clean energy generation; agriculture; fishing; international services
(as defined in Article 5 of the Law of International Services); and scientific and technological

research, innovation, and development.*
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This proposal limited SEZ operations to the southern region of the country, spanning some
26 municipalities including the La Unién and Corsain ports.”® Foreign companies would only be
deemed eligible to participate in the SEZ if they could invest a minimum of $20 million within
the first 3 years of operation and immediately invest $5 million or ensure the hiring of 200 em-
ployees. The argument behind these requirements was that only established companies could
operate in the Salvadoran SEZ.** This combination of pacifying business leaders and opening a
space in El Salvador for Chinese investment sets the stage for the switch in diplomatic ties.

While the Salvadoran government took many preemptive steps to recognize China, these
moves appeared outsize to what the two countries could rationally expect to gain in economic
terms. El Salvador has little to offer in terms of extractive resources or other traditional Chi-
nese interests. But the underlying mutual desire for a strategic relationship offers an alternative
framework for understanding the moves and unusual forcefulness with which the United States
has denounced the emerging relationship.

Although the FMLN, as a Marxist guerrilla army, negotiated an end to El Salvador’s 12-
year civil war in 1992 with the U.S.-backed Salvadoran military, as a political party it remains
a Marxist-led entity with roots in the Communist Party. Once the smallest of the five FMLN
revolutionary groups, the party’s membership now serves at the top of the modern FMLN po-
litical party. Therefore, its leaders still view the 1993 end of the war as a historic pause in a
revolution vital to rid El Salvador, and the region, of U.S. influence. For this reason, party lead-
ership formed an alliance with the Revolutionary Armed Forces of Colombia (FARC) and other
regional armed movements and remains allied steadfastly to the Bolivarian project begun by
Hugo Chévez in Venezuela.

The top leadership of the FMLN maintains strong ties to a wide array of revolutionary
movements and staunchly anti-U.S. governments. These include the former Soviet Union/Rus-
sia, the PRC, Vietnam, Libya, Nicaragua, the FARC, and other Latin American allies. For these
reasons, today the PRC is viewed by El Salvador’s leadership as the nation’s most viable strategic
partner.” This is the context that led the Salvadoran FMLN leadership to negotiate its 2018
terms for recognizing the PRC instead of Taiwan.

On August 23, 2018, 3 days after El Salvador announced its diplomatic switch, the Chinese
state-owned company Asia-Pacific Xuanhao (APX) announced a proposal to lease 180 acres
of land both within and around Puerto de la Unién.*® According to a letter sent by APX and
presented to El Salvador’s Autonomous Port Executive Commission, the lease would include

an initial investment of $50 million into the port and surrounding areas.” Thus officially, the
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Chinese have promised investment in Salvadoran ports and airports, with a focus on La Unién
Port in southwestern El Salvador.

Control of La Unién Port could provide the PRC with strategically vital transport and sup-
ply nodes in the hemisphere. Additionally, the ports are a primary entry point for the majority
of precursor chemicals for opioids and methamphetamines manufactured in China and fuel the
current opioid crisis in the United States. With the PRC’s increasing control of strategic ports,
the flow of precursor chemicals is likely to continue and even increase. The PRC’s growing pres-
ence will likely continue to frustrate opioid interdiction efforts.

Almost immediately after news broke about the PRC’s interest in La Union Port, new re-
ports indicated that APX was looking to lease additional land around Corsain Port. The Cor-
sain, located close to La Unién Port, is run by the Salvadoran government and has been declared
a strategic state zone with restricted access.”® APX development in Corsain Port would report-
edly include 122 acres of space directly outside of the port.” Corsain Port has also been identi-
fied by U.S. law enforcement officials as a likely hub of illicit shipping activity and irrational
economic behavior.®” The port’s board of directors is composed of members of the FMLN party
inner circle and other government and nongovernment elite in El Salvador.

Given that the government has allowed no private investment in these ports, with the ex-
ception of one Mexican tuna processing plant, the acquisition of 122 acres of land adjacent to
the port by a Chinese state enterprise is unusual.®' This presence is even more alarming given
APXs ties to the Chinese military. When Salvadoran media reported APX’s military ties, as list-
ed on the APX Web site, the Chinese firm then scrubbed the site of all such references. The com-
pany changed its online description from an “integrated high technology military company,”
with listings for weapons and laser optic scopes, to an “integrated high technology company;,’
and all references related to the sale of weapons were deleted.®> APX’s ties to the military and
attempts to hide those ties were further complicated by the lack of transparency in negotiations
for access to the ports.

Promised Chinese investments in El Salvador are of questionable economic rationality, as
several other companies previously walked away from investing because the ports were deemed
unprofitable.®® For instance, in June 2014, the Japanese ECOH corporation conducted a feasibil-
ity study and found that La Unién Port presented significant engineering and economic issues
and would never be a profitable enterprise.®* This was consistent with its findings during previ-
ous feasibility studies beginning as early as 1997. The problem, the company found, was that the
port channel is narrow and shallow, needing constant and costly dredging to remain accessible to

larger ships. It is also close to other functioning ports and located close to where three currents
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Figure 2. Isla Perico and Isla Periquito in Relation to La Union Port and Corsain
Port on El Salvador’s Eastern Coast
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join, making it the least viable of the possible ports of interest.*> APX’s willingness to arrive and
promise a minimum $50 million investment—with the potential to reach $100 million—with no
known feasibility or environmental studies as required by law, fails to follow rational business
practices. Given the lack of transparency in the tender process coupled with APX’s ties to the
Chinese military and the lack of economic feasibility, Chinese interest in La Unién and Corsain
ports appears particularly suspicious.

Chinese interest in the Gulf of Fonseca also grew during 2018. Local media reported that
a Chinese company was attempting to purchase the islands of Isla Perico and Isla Periquito just
off the coast of La Unién Port. The two small islands in the Gulf of Fonseca are only accessible
by boat and are home to a few dozen families that fish in the surrounding waters. There is no
running water or electricity there, and the islands are not known to be rich in mineral resources.

Sources with direct knowledge of events stated China’s efforts to buy the islands are tied to

ongoing efforts to build an electronic network to monitor communications and satellite move-
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ments in the hemisphere and particularly those of the United States. Therefore, the high prior-
ity placed on the acquisition of the islands appears to be tied to strategic interests rather than
economic opportunities.®

Bo Yang, a little-known Chinese-Salvadoran dual national with deep business ties to the
FMLN, was the individual sent to acquire the islands and offered the islanders $10,000 per fam-
ily to move to the mainland. He is the owner of Goldwill SA de CV in El Salvador, founded in
2010. His company does extensive infrastructure and transportation contract work with the
FMLN. He is also the vice president of the Salvador-China Chamber of Commerce.®” The initial
overtures by Bo Yang to pay oft the residents of Perico Island were made in June 2018, almost 3
months before the El Salvador switch of diplomatic recognition to the PRC.

These timings and activities strengthen the argument for the Chinese strategic interest in
unprofitable ports and islands. The importance placed on Chinese access to Perico and Periq-
uito islands was recently underscored in the legislative assembly. In August 2018, following the
initial news of the potential sale of the islands to “Asian companies,” the legislative assembly
voted to forbid the sale of the islands to foreign nationals, citing a threat to El Salvador’s sover-
eignty and independence.®” On September 12, 2018, President Salvador Sanchez Cerén vetoed
the assembly’s decision, one of only two times the president has used that power in the past 4
years.”

In return for its access, the PRC has reportedly promised to provide electronic monitoring
equipment to the FMLN government. This would greatly enhance the government’s ability to
intercept almost all email, chats (including WhatsApp), cell phones, landlines, and computer
communications and activity, allowing the FMLN to monitor internal dissent and activities in
foreign embassies and with expatriates.”! The access arrangement provides El Salvador a new
diplomatic ally at a critical time when tensions with the United States continue to increase.

The Salvadoran political elite also hold an expectation of enhanced access to Chinese fi-
nancial structures, something explicitly promised by PRC officials during the recognition ne-
gotiations. Specific banks of interest to this elite group might include the PRC-based Bank of
China, China Construction Bank, and Industrial and Commercial Bank of China. Salvadoran
officials stated that access to the Chinese banks was necessary to carry out the promised in-
frastructure investments. The development of these structures could enable illicit funds to be
placed directly into the Chinese banking structure, and thus out of reach of U.S. sanctions or
other law enforcement actions. With the proposal of large PRC infrastructure investment proj-
ects in El Salvador, repatriating illicit money through any number of laundering mechanisms

would be relatively easy. These mechanisms are demonstrated through the already established
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money-laundering structures that have moved more than a billion dollars of unexplained origin
in the past 6 years.”

It is clear that the PRC’s approach to El Salvador, one of the smallest countries in Latin
America, and one with the least to offer in terms of extractive industries and trade, is more than
a simple goodwill gesture or a number of shrewd business arrangements. The PRC’s territorial
demands and promises of cyber support combined with the overall lack of transparency in ne-
gotiations of these arrangements by both the PRC and the FMLN clearly indicate a much larger

geopolitical strategy in play for this newly minted relationship.

Conclusion

Diplomatic recognition of the PRC, rather than the ROC, is both rational and often eco-
nomically beneficial for many Latin American countries. The strategic challenge to U.S. inter-
ests in Latin America occurs when diplomatic recognition of the PRC is undertaken not as a
geopolitical decision to balance relationships and further economic development, but as a way
of directly pushing the United States out of a region.

The strategic opportunity for the PRC in Latin America is most pronounced in countries
that are members of the Bolivarian Alliance, which view the United States as an enemy. These
nations view the PRC as an ally with the capacity to provide resources, diplomatic protection,
and markets that can replace those of the United States. In addition to the PRC’s capacity to
supply cyber technology and intelligence-gathering capabilities and to take control of critical
infrastructure nodes, there is a strong likelihood that China will gain permanent military access
to ports in Central America and throughout the region.

In this context, El Salvador’s decision to opt for the PRC as its primary military, economic,
and political partner—in conjunction with the criminalized Bolivarian Alliance—is a strategic
challenge to the United States. The secrecy of the decision, the lack of clarity in the promises
made, and the Chinese desire for control of large tracts of land in strategic areas all point to
a decision made outside normal diplomatic channels and traditional practices. PRC officials
viewed the successful breakthrough in El Salvador as an enormous strategic victory. Simultane-
ously, the FMLN and Bolivarian structures viewed the relationship as key to moving El Salvador
and the region out of the U.S. sphere of influence, while protecting its state-sponsored criminal
enterprises.

The trend across Latin America toward recognition of the PRC will likely continue, pre-
senting Beijing with new openings and new allies in the hemisphere while undermining the

traditional leadership role of the United States. Nicaragua and Honduras will likely follow the
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course of El Salvador, Panama, and the Dominican Republic and recognize the PRC while break-
ing relations with the ROC. A strong indicator of the changing tide in Central America is the
September 2018 statement by Honduran President Juan Orlando Hernandez, once a staunch
U.S. ally, of possible alignment with the PRC for “economic reasons.””?

In an era of constrained American resources and limited diplomatic, military, and Intelli-
gence Community engagement in Latin America, the United States does not have a short-term,
easy way to rebalance relations in the region. In the short term, U.S. officials should shine a
light on the multiple anomalies and drawbacks to Chinese investments compared to U.S. or
European Union investment and economic engagement and highlight the negative experiences
of Brazil, Ecuador, and other Latin American nations in their financial dealings with the PRC.

U.S. diplomacy should spotlight the history of drawbacks to engagement with the PRC,
including a significant shortfall in creating the jobs promised to local employees, a failure to
deliver the infrastructure promised, a lack of transparency in business ventures and financial
transactions, and the high degree of corruption that often follows. A U.S. narrative emphasis
should be placed on the fact that many Chinese companies operating in Latin America are
closely linked to the PRC state—and frequently to the PRC military. Moreover, conditions to
direct how Chinese investments—from State or privately owned firms—may be spent are lack-
ing. This leads to environmental damage, a lack of human rights training and attention, and a

lack of attention given to rule of law.

Recommendations

While framing a counter-PRC narrative is necessary, it is unlikely to be sufficient. There
are a few specific additional policy steps that the United States could take to counter increasing
Chinese influence in Latin American and specifically in countries attempting to strategically

limit U.S. presence:

m Realign U.S. aid and support toward real allies. Even if countries maintain commercial
relations with the PRC, the United States should focus on countries that work closely with
the United States on a strategic level. These allies include Argentina, Chile, Colombia,
and Panama. While each country presents its own unique challenges, they are not insur-
mountable obstacles to partnering with the United States. At the same time, the United
States should consider significantly limiting aid to countries that embrace the PRC with
the intent of displacing the United States and undermining the rule of law and democratic

institutions. These countries include El Salvador, Suriname, and likely Nicaragua. This
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would both allow more funding for allies while avoiding investing money into strategic
competitors and open significant avenues for PRC intelligence and counterintelligence

activities aimed at the United States.

m Carry out more high-level and cultural engagement in the region. The United States
carries out far fewer high-level official visits to Latin America than does the PRC (or Rus-
sia). Moreover, the message of senior U.S. officials, when they do visit, is too often cen-
tered on the demand to stop migration, which does not address the region’s main needs.
The relative absence of senior-level visits, student exchanges, and other forms of engage-
ment has allowed the PRC to set the terms of debate and engagement in the region, to the
detriment of U.S. interests. It is imperative to rebalance these elements of soft power. The
largest asset the United States has is the goodwill of populations in the region, including
millions of individuals from Latin American countries who have visited or reside in the
United States. In contrast, there is a lack of familiarity about the Chinese language, cul-

ture, and history, and a limited number of Latin Americans travel to the PRC.

m Reevaluate U.S. engagement ties for potential compromise. A subsequent step would
be to recognize that most U.S. efforts in counternarcotics, vetted units, and intelligence-
sharing would be severely compromised by Latin American ties to the PRC, especially in
Bolivarian states such as El Salvador and Nicaragua. These programs should be reevalu-
ated immediately, and, if this kind of U.S. engagement continues, the counterintelligence

possibilities should be fully understood.



El Salvador’s Recognition of the People’s Republic of China

Annex: Methodology

This report draws on qualitative fieldwork, quantitative analysis, and open source data
mining in English and Spanish. From the qualitative perspective, researchers conducted in-
terviews with government officials, local business owners, and residents in El Salvador both
before and after the announcement of El Salvador’s break in diplomatic ties to Taiwan. These
interviews were coupled with operational fieldwork at La Unién and Corsain Ports in El Sal-
vador as well as the Cortés Port in Honduras. To better understand the People’s Republic of
China’s (PRC’s) reach in Latin America, the authors also created an independent, open source
database to track the different port and infrastructure projects throughout Latin America. This
database encompasses 48 port projects with Chinese companies owning either a portion of or
the entirety of the ports. Other infrastructure projects including airports, telecommunications
projects, and highways were not specifically addressed in the database but were analyzed for
broader trends in Chinese engagement in Latin America.

Overall, this mixed methods approach facilitates a broader understanding, not only of
the context in which the PRC is approaching diplomatic and economic relationship-building
in Latin America, but also in identifying potential threats to U.S. interests posed by China’s
regional expansion. The analysis presented in this study focuses primarily on recent changes in
the relationship between El Salvador and the People’s Republic of China. This study does not

intend to represent the full scale of Chinese influence in the Western Hemisphere.
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