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Summary

« InPeru, asin much of Latin America
and the Caribbean, China’s pres-
ence has increased dramatically
over the past two decades.

- China’s economic presence in Peru
is based on two pillars, trade and
investment, that are fundamentally
linked to mining. Although this sys-
tem generates trade, tax revenues,
employment, and infrastructure,
many projects of Chinese state-
owned companies are surrounded
by controversy.
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. The free trade agreement be-
tween the two countries has
boosted Peru’s mineral exports,
but its expectations of diversify-
ing its exports to China have been
largely frustrated.

- Several Chinese mining projects
in Peru have sparked outrage
because of their environmental,
social, or labor impacts. China’s
flagship project, Las Bambas,
has created periodic conflict with
local communities.

- Discourse in Peru on the relation-
ship with China is dominated by op-
timism, with risks largely ignored.
Silence about possible military use
of a Chinese megaport currently
under construction exemplifies the
lack of critical analysis.

- US agencies, corporations, and
nongovernmental  organizations
have expertise and resources that
could be shared with Peruvians
seeking to create a more equita-
ble relationship with China.
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Police watch for protesters as a family moves out of Morococha, Peru, on November 28, 2012. The relocation of thousands of people to a nearby

new town has sparked conflicts and confrontations. (Photo by Oscar Durand/New York Times)

Introduction

In Peru, as in much of Latin America, China’s presence has increased dramatically over the past
two decades. With trade and investment linked to extractive industries at the center of China’s
relationship with Peru, China has become an important player in the Peruvian economy. Indeed,
it is now Peru’s largest trading partner, and one-fifth of Chinese investment in South America is
destined for Peru, with only Brazil receiving more." In the mining sector, one of the engines of
the Peruvian economy, Chinese companies are heavily invested.? This state of affairs resonates
strongly with the idea, almost unanimous in Peru, that national prosperity and economic devel-
opment are closely linked to the opening of its economy to foreign investors. In this narrative,
China plays the predominant role.

This notion dates back to the bonanza period that the country enjoyed in the first decade of
the 2000s thanks to substantial foreign investment in the mining sector, the voracious demand
of the Chinese market, and the so-called super cycle of mineral prices. In the intervening years,
as China has grown into a formidable economic power not only in Peru but also in the wider
region, Peruvians, especially the economic and political elites, have come to regard China as
playing a strategic role in their country’s future, a future that inspires widespread optimism. But

is such optimism justified?
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This report argues that a careful analysis of the bilateral economic relationship suggests a pic-
ture far less rosy than many observers believe. Although the effects of Chinese investments and
imports in terms of tax revenues, infrastructure construction, and job creation are undeniable, if
one looks beyond the macroeconomic figures and the win-win rhetoric, a number of worrying
trends come into focus.

First, in terms of trade relations, statistics show that Peru has resigned itself to being a mere
supplier of mostly unprocessed natural resources, a status of questionable utility in terms of
wealth generation.® Exporting natural resources is certainly not a bad business, but the free
trade agreement (FTA) signed by the two countries in 2009, which came into force a year later,
has not served to diversify the export basket to China.* Peru’s expectations of being able to
expand its exports with higher-value-added products have been largely dashed.

Second, Chinese extractive investments have created significant side effects in the forms of
environmental and social impacts.® Damage to the natural environment and perceived infringe-
ments on the rights of the people living near the mining concessions have generated conflict
between local communities and Chinese mining companies, in what has become a pattern for
many Chinese projects across Latin America. Local resentment has been compounded by the
perception that some mining companies are not being taxed enough, which belies the expec-
tation that the projects would make a decisive contribution to the development of the regions
hosting them.

Third, the ongoing construction of a megaport at the town of Chancay, less than 50 miles
north of Lima, highlights the geopolitical risks Peru may be exposing itself to by uncritically em-
bracing Chinese investment. The port will have the potential to be used by Chinese naval as
well as commercial vessels, and Beijing may see Chancay as a valuable facility in the pursuit of
its global geopolitical ambitions. Growing Chinese influence in Peruvian institutional spheres,
including the military, and the fragility of the Peruvian political system and Peruvian institutions
raise troubling questions about Peru’s future ability to resist Chinese challenges in many sectors
of national life.

Much of the negative impact of engaging with China is also visible in other regions that receive
Chinese investments (such as Africa) and is partly attributable to the low environmental and social
standards associated with the Chinese development model. However, as this report makes clear,
the Peruvian side also bears some of the responsibility. Laxity in Peru’s environmental legislation,
the state’s inability to enforce the law, and the country’s overall institutional deterioration help
explain why many of China’s investments have devastating effects for many Peruvians.

Yet there is hardly any critical analysis in Peru about the country’s evolving relationship with
China. The geopolitical implications of the Chancay port offer a clear case in point. Peruvian
elites often seem determined not to question the actions of foreign investors, especially Chinese
investors, and most of Peru’s media and scholarly community has shown a tendency to highlight
mainly the positive aspects of cooperation. Meanwhile, China uses its soft power to bolster
the friendly environment it enjoys in a country that remains largely unaware of China’s political
system, strategic motives, and way of doing business. This lack of knowledge, together with the
lack of interest in addressing the potential risks of forming a close relationship with China, gives

China a sense of control.
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Cranes at the construction site of the Chancay Multipurpose Port Terminal in Chancay, Peru, on August 22, 2023. The Chinese state-owned

company COSCO owns 60 percent of the project, which critics fear could serve military as well as commercial purposes.

(Photo by Cesar Barreto/AP)

Drawing on multifaceted research that includes interviews with activists, scholars, former
members of the government, and lawyers, a trip to the Chancay port, and analysis of newspaper
articles on Chancay, this report looks first at the bilateral trade relationship, which is expanding
in scale butis not nurturing the diversification that the Peruvian economy needs. Next, the report
analyzes China’s flagship investment in the Peruvian mining sector, which exemplifies the way
low standards can end up clouding a major investment. The following section examines the
interplay between, on the one side, the Peruvian political, institutional, and legal context and,
on the other, the Chinese development model (including the absence of any scrutiny)—a toxic
interaction that allows abuses against the environment and Indigenous communities’ rights. The
report then spotlights the Chancay Multipurpose Port Terminal, describing its controversial con-
struction phase and explaining its potential consequences. The report concludes by suggesting
ways in which US agencies, corporations, and nongovernmental organizations (NGOs) can sup-
port Peruvians’ efforts to create a more equitable balance in their country’s relationship with China.
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More Trade but Not Better Trade

Lima wants to privilege the country’s relationship with Beijing at all costs and frequently cites the
growing volume of Peruvian exports to China as an example of the benefits that this relationship
provides. The FTA between the two countries is celebrated as the mechanism that has boosted
trade and generated “great benefits” for Peru.® This assertion is supported by figures showing
that, since the agreement came into force in 2010, exports to China have grown impressively. As
of 2022, the average annual growth rate was 12.7 percent, with total dollar amounts rising from
US$5.58 billion in 2010 to $20.67 billion in 20227 As a result, China has become Peru’s leading
trade partner. In 2022, after the 13th year of the FTA, bilateral trade totaled $34 billion, and Peru
enjoyed a trade surplus of $7.33 billion, becoming one of the very few Latin American countries
with a favorable trade balance with China.®

Without doubt, the trade agreement has institutionalized a stable legal framework for trade
and investment. Yet analysis of 13 years of bilateral trade data suggests that the win-win rhetoric
constantly heard in certain sectors of Peruvian society does not fully match the reality. First, the
trade relationship between China and Peru has contributed to the consolidation of a primary
export pattern.? From 2010 to 2022, Peruvian exports to China totaled $146.14 billion, of which
$140.32 billion corresponded to exports of goods from the so-called traditional sectors—that is,
those based on natural resources, including minerals, hydrocarbons, and fish meal. Minerals
and fish meal have accounted for more than 95 percent of Peruvian sales to China.® As figure 1
shows, the ratio of traditional to nontraditional goods among Peruvian exports to China is signifi-
cantly higher than the ratios among Peruvian exports to the United States and European Union.
Not only has Peru reinforced its position as an exporter of mining products and an importer of man-
ufactured goods, it has also joined the long list of countries that have not been able to convince
China to invest more in value-added industries, which contribute to development by generating
technology and knowledge transfer as well as jobs. In addition, the FTA appears to have had less
impact on the volume of mineral exports to China than is widely believed. This is so because
the agreement did not reduce the tariff on copper, iron ore, or other mining products, which was
already zero before its signing Furthermore, China has a strategic need to guarantee its future
supply of natural resources, which is one of the objectives guiding the internationalization of
state-owned enterprises since its “going out” strategy was launched more than 20 years ago.
Peru and other resource-rich countries have been instrumental in feeding two of the engines of
China’s domestic economy: manufacturing and urbanization.

Second, the FTA with China has not helped to diversify Peru’s export basket with more higher-
value-added products. Only 4 percent of Peruvian exports to China over the 13 years from 2010
to 2022 were goods from nontraditional sectors such as agricultural products or textiles. In fact,
exports of goods from nontraditional sectors decreased in percentage terms during that same
period, dropping from 4.9 percent in year 1 of the FTA to 3.7 percent in year 13. Therefore,
despite moderate growth in exports of value-added products, including the export of more than
900 new goods, Peruvian expectations of changing the structure of the country’s exports in the

market of its main partner have not been met” The fact that China is the leading destination for
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FIGURE 1.

Peruvian exports: Traditional versus nontraditional goods
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Source: Direccion General de Investigacion y Estudios sobre Comercio Exterior (DGIECE) and Direccion de Estudios Econémicos (DEE), Ministerio de
Comercio Exterior y Turismo de Perd, “Estudio de aprovechamiento del TLC Peru-China: 13° afio de vigencia del TLC,” May 2023, https://www.acuerdos
comerciales.gob.pe/En_Vigencia/China/Documentos/docs/EA_TLC_PeruChina_13_periodo.pdf, DGIECE and DEE, “Estudio de aprovechamiento del TLC
Perd-EEUU: 14° afio de vigencia del TLC,” March 2023, https://www.acuerdoscomerciales.gob.pe/En_Vigencia/EEUU/Documentos/docs/EA_PeruEEUU
_14periodo.pdf; and DGIECE and DEE, “Estudio de aprovechamiento del TLC Perd-Unién Europea (sin Reino Unido): 10° afio de vigencia del TLC,” May
2023, http://www.acuerdoscomerciales.gob.pe/En_Vigencia/Union_Europea/Documentos/EA_PeruUE_10periodo_V2.pdf.

Peru’s traditional exports yet is not one of the top five buyers of its nontraditional exports raises the
question of whether the two countries benefit equally from their trade relationship.

One of the great challenges faced by Peru in its trade relationship with China, and the subject
of constant negotiation with Beijing (although it is outside the scope of the ongoing negotiation to
optimize the FTA), is the specific protocols that China requires for each product. A source close to
the negotiators on the Peruvian side explains that “phytosanitary barriers have been a detrimen-
tal factor in access to the Chinese market” for Peruvian agricultural products Indigenous com-
munities, paradoxically, have not been able to benefit significantly from having greater access to
the Chinese market for products they produce sustainably on their land.

While trade diversification with China seems for the moment to be an unattainable goal, Peru’s
trade flows with the United States and the European Union show the opposite trend—namely,
a significant volume of nontraditional exports and a decline in the sale of mining and other
traditional goods, as seen in table 1. Peru has had an FTA with the United States in force since
2009, with Peruvian exports of products from nontraditional sectors to the United States totaling
$45.97 billion in that period* Exports of products from nontraditional sectors to the European

Union have totaled $25.93 billion since that FTA entered into force in 2013.® In the case of
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TABLE 1. PERUVIAN EXPORTS: TRENDS IN TRADITIONAL AND NONTRADITIONAL GOODS

United States European Union

Free trade agreement enters into force 2010 2009 2013
Exports of nontraditional goods since the agreement L - -
entered into force $5.81 billion $45.97 billion $25.93 billion
Change in exports of traditional goods since the +12.8% ~1.9% _5.3%
agreement entered into force = =r =
Change in exports of nontraditional goods since the +111% +8.4% +6.9%
4/0 o (o] . (o}

agreement entered into force

Source: Direccion General de Investigacion y Estudios sobre Comercio Exterior (DGIECE) and Direccion de Estudios Econémicos (DEE), Ministerio de
Comercio Exterior y Turismo de Perd, “Estudio de aprovechamiento del TLC Perd-China: 13° afio de vigencia del TLC,” May 2023, https://www.acuerdos
comerciales.gob.pe/En_Vigencia/China/Documentos/docs/EA_TLC_PeruChina_13_periodo.pdf; DGIECE and DEE, “Estudio de aprovechamiento del TLC
Perd-EEUU: 14° afio de vigencia del TLC,” March 2023, https://www.acuerdoscomerciales.gob.pe/En_Vigencia/EEUU/Documentos/docs/EA_PeruEEUU
_14periodo.pdf, and DGIECE and DEE, “Estudio de aprovechamiento del TLC Perd-Unién Europea (sin Reino Unido): 10° afio de vigencia del TLC,” May 2023,
http://www.acuerdoscomerciales.gob.pe/En_Vigencia/Union_Europea/Documentos/EA_PeruUE_10periodo_V2.pdf.

China, by contrast, exports of Peruvian products from nontraditional sectors have totaled only
$5.81 billion since the 2010 entry into force of the two countries’ FTA®

The fact that Peru has been able to diversify its exports to the United States and the European
Union but not to China suggests that its trade relationships with the first two are more beneficial

to Peru than the one it enjoys with China, which is centered heavily on mining products.

An Agreement with No Labor or
Environmental Provisions

The disadvantages of Peru’s trading relationship with China are not confined to consolidation
of Peru’s primary export pattern and minimal trade diversification. The FTA does not have safe-
guards to ensure that trade and investment are carried out with protections for the environment
and workers’ rights, unlike Peru’s trade agreements with the United States, the European Union,
and Canada. Included at the request of those countries, these safeguards, or “green chapters,”
prevent the relaxation of compliance with environmental or labor regulations.

For instance, Article 277 of the trade agreement between Peru and the European Union es-
tablishes the commitment by the signatories “not to reduce environmental protection in order
to encourage trade and investment.”” The absence of such an article in the China-Peru FTA “is
particularly worrisome taking into account the labor and environmental culture that still prevails
in China and its companies,” writes economist Victor Torres Cuzcano.®

The inclusion of such provisions creates what environmental groups call “governance spaces’™—

spaces within which civil society can offer recommendations and voice complaints regarding
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the socioenvironmental impact of trade and investment. This was the case, for example, with
complaints filed against Peru in the United States and the European Union for noncompliance
with environmental and labor clauses in their trade agreements. These complaints were filed
by Peruvian, US, and European civil society organizations and processed through appropriate
US and EU bodies under the mechanisms set out in the trade agreements® One, filed in 2015
in the United States for violation of the labor chapter, led to the Peruvian authorities improv-
ing labor regulations.?®° The EU trade commissioner filed a similar complaint in 2017 for Peru’s
noncompliance with its obligations under Title IX of the Peru—European Union FTA, which are
“constantly violated as a consequence of the lack of regulatory foresight and/or adequate
institutionality.”?'

The European complaint documents specific cases of alleged labor and environmental
violations, including spills by four European oil companies, violations by a dozen Peruvian com-
panies exporting to the EU, and violations by two Chinese mining companies, Shougang Group
and MMG Limited (whose Las Bambas project is discussed below). The complaint was aimed at
demonstrating the Peruvian state’s pattern of noncompliance with its obligations under the FTA
with the European Union.

In addition to imposing obligations on the signatory states, these provisions in FTAs attest
to the political will of the states to ensure that trade and investments are developed within
acceptable labor and environmental standards. As EU trade commissioner Cecilia Malmstrom
wrote in a letter to her Peruvian counterpart regarding the 2017 complaint: “The Peru-EU Trade
Agreement aims for more than promoting trade and investment. It is our shared objective to
ensure that the increased economic activity contributes to sustainable development, including
its social and environmental dimensions.”?2

Whereas Peru’s agreement with the European Union contains an entire section on trade and
sustainable development, which includes legally binding commitments, the Peru-China FTA
contains no guarantees of social or environmental rights and no provisions for ensuring ac-
countability. “The model of cooperation agreements with Peru from Western countries is superi-
or to the Chinese one,” comments Javier Mujica Petit, a lawyer and a member of Perd Equidad,
a human rights NGO. “They include aspects of political cooperation and guarantees that seek to
add sustainability to the commercial dynamics, something that the Chinese model does not con-
template. The Chinese model is strictly commercial.” Another significant difference, he notes,
is that whereas Peruvian civil groups were able to work with equivalent groups in the United
States and Europe in bringing the complaints, in the case of China, “there are no interlocutors.”*

Although China included green chapters in its trade agreements with New Zealand and
Switzerland, neither China nor Peru proposed such provisions during negotiations for their
FTA. Peruvian negotiators avoided discussing environmental safeguards “because the Chinese
were going to feel very uncomfortable if such a chapter was proposed to them,” Mujica Petit
contends.?* During the negotiations to optimize the FTA, which began in 2019 and are ongoing,
four Peruvian organizations sent letters in 2021 and 2022 to the Chinese and Peruvian govern-
ments urging them to take advantage of the ongoing review and include a green chapter in the

FTA. Neither government has yet replied.
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As the following sections explain, this lack of sensitivity on the part of China and Peru to the

socioenvironmental and labor impacts of their investments has serious consequences.

Investments That Lead to Conflict:
LLas Bambas

Peru’s relationship with China is based on two pillars: bilateral trade and Chinese investment.
The latter is focused mainly in the extractive sector, although China has made two major acquisitions
(for around $6.5 billion total) in the Peruvian electricity sector since 2020. China’s multibillion-dollar
investments in mining, which are supposed to yield substantial profits for Peru, are often marred
by their socioenvironmental impact, which in turn generates conflicts between mining companies
and local communities. Of the 209 social conflicts listed in Peru’s Ombudsman’s Office August
2022 report, 12 were related to Las Bambas, China’s flagship mining project, located in the
Andean region of Apurimac.?®

The Las Bambas project is owned by a consortium of three companies: MMG Limited, whose
majority shareholder is Beijing-based China Minmetals Corporation; a subsidiary of Hong Kong-
based Guoxin International Investment Co. Ltd.; and Beijing-based CITIC Metal Co. Ltd.?®* (MMG
has a 62.5 percent ownership stake in Las Bambas, the Guoxin subsidiary 22.5 percent, and
CITIC the remaining 15 percent.) Since purchasing Las Bambas from the Swiss mining company
Glencore in 2014, the consortium has invested some $10 billion in the project. This outlay has
not, however, been enough to win local support.

Although there were episodes of conflict with local communities during the construction
phase of the mine and prior to the arrival of the MMG-led consortium (hereafter, MMG), none
were “aimed at challenging the implementation of the mining project,” because Glencore, the
former owner, had managed them in a way that “generated a relative social consensus on its
viability,” according to a report published by the Peruvian NGO CooperAccion.?” However, after
MMG took control, a series of events, including modifications made to the Las Bambas environ-
mental impact assessment (EIA), expanded the scope of the conflict.?® As a result, since 2016,
protests by local communities have led to roads around the project being blockaded for more
than 400 days.?® At the beginning of 2022, the mine had to halt operations for almost 60 days.

MMG committed in 2019 to respecting human rights by adhering to the guidelines for multi-
national enterprises set by the Organization for Economic Cooperation and Development, as
well as to other initiatives in the international framework.2® However, this commitment has pre-
vented the Chinese mining company from neither “acting ethically contrary to the principles of
responsible business conduct” in failing to prevent and address negative impacts of its opera-
tions, nor “lacking sufficient capacity for its self-regulatory mechanisms to ensure full respect for
the human rights of its communities,” according to the CooperAccién report.®

Las Bambas is by no means the only mining concession to have sparked conflict, although the
conflict there has been particularly virulent and has had a substantial economic impact—as might
be expected, given that this single project contributes roughly 1 percent of Peru’s GDP and 78

percent of the Apurimac region. There have been multiple different disputes at Las Bambas,
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which vary in intensity and are periodically reactivated, creating the impression that the mine is
in permanent conflict.?

The disputes at Las Bambas have been ignited by a variety of factors, but they all have a com-
mon denominator: the perception by local communities that they are being harmed by MMG while
the Peruvian state looks the other way. From the communities’ point of view, protests, including
violent protests, are the only way to be heard. Some observers, however, see the conflict as a cri-
sis over the distribution of resources and link it to the “rent-seeking behavior” of the communities,
which they say perceive the protests as opportunities to obtain privileges.*

The first factor provoking conflict at Las Bambas is landownership. Peruvian legislation establish-
es that the state may grant concessions for subsoil exploitation rights. However, such concessions
do not give the concessionaires the right to everything; they must agree with the local communi-
ties, which are owners of the soil down to a depth of one and a half meters, on the purchase, lease,
or use of the surface. Activists warn that there have been irregularities in negotiations and in the
signing of private contracts between MMG and local communities, and that the company has taken
advantage of local people’s lack of knowledge and desperate economic situation.®* The Apurimac
region suffers from high poverty rates, and 29 percent of the population is illiterate.*®

The second factor that cyclically provokes serious clashes is the transportation of minerals
along a 200-mile route to the coast. Initial plans for Las Bambas considered using a pipeline,
the socioenvironmental impact of which would have been moderate. But after MMG acquired
the project, those plans changed; now some 330 trucks per day—or one every four and a half
minutes, 24 hours a day—or the journey, which winds through 256 towns. This traffic produces
constant noise, dust, and pollution that affect humans, animals, crops, fish farms, and rivers.
Communities along the route have demanded for years that MMG pay for its right of way, given
that the plans for a pipeline allowed for such a payment. The company’s resistance to these
demands has led the communities to believe they have been tricked.

Another reason for the protests and roadblocks is that the change from pipeline to highway
was not based on an ordinary modification of the EIA, which would have required a process
of citizen participation, but was made through a more agile legal instrument called a technical
sustainability report (informe técnico sustentatorio, or ITS), which is meant to be used only for
modifications with a “nonsignificant” impact; the ITS was approved shortly before the change.
Since the project started, eight alterations have been made at Las Bambas through the use of
ITSs. According to CooperAccién, the ITS mechanism is “another legal trick MMG Las Bambas
has systematically used to modify primary mine components.”3®

Other episodes have also sparked protests—including the spilling of contaminated material in
2016 and the violent eviction of local residents from MMG-owned land in 2022—but a recurring
belief among affected communities is that Las Bambas should be paying more taxes. Aside from
the payment of a 3 percent royalty on net sales, which amounted to $281 million for the period
from 2016 to 2020, or an annual average of $56 million during that period, MMG did not start pay-
ing income taxes until fiscal year 2021, five years after starting operations.>” The impact at the local
level is not small, because 50 percent of the income tax of mining companies is returned to the
local and regional governments of the territories where the mine operates. This is their main source

of financing; without taxation on profits, there is scant funding for development in those areas.
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The Las Bambas project enjoys special tax conditions thanks both to the tax stability agree-
ment it inherited from its former owner and to the tax benefits offered by Peruvian legislation.®
Under these conditions, MMG was able to avoid paying income taxes (even if it did pay a 3 per-
cent royalty) until its investment was recovered. According to reporting by the Peruvian media
outlet Ojo Publico, MMG paid $168 million in income taxes in 2021. As of October 2023, how-
ever, authorities claimed that the consortium had a tax liability of $1.67 billion. (This amount was
identified in part on authorities’ audits of the company’s taxes for previous years. For instance,
the Ministry of Energy and Mines estimated that the amount MMG paid in 2021 should have
been $427 million, based on the operation’s production of about 300,000 tons of copper) MMG
has denied any wrongdoing in these matters and has challenged the amounts in court.?® The
company claims to have paid $1.68 billion in taxes between 2014 and 2022.4°

The special tax conditions that MMG enjoys are difficult to reconcile with the widespread
belief that local communities and, by extension, the whole country should obtain more benefits
from the extractive activity at the country’s largest copper deposit. The fact that Las Bambas did
not pay income taxes during the first five years of operations—precisely at the time when the
project was transforming the local environment and lifestyle via mining operations, pollution,
and the constant stream of trucks—provoked great frustration.

It should be noted, however, that the project has indeed brought benefits to the area. Some
18,000 people were employed during the construction phase, although once operations began,
employment dropped below 4,000.4" A $62 million social fund, created as a condition of the
concession bid, has funded more than 90 development projects intended to benefit towns with-
in the Las Bambas area of influence.*> Community members continue to advocate for greater
economic and social benefits, citing both early agreements with the mining company and more
recent national policies that call for the prioritization of the region’s development.*

However, MMG, unlike other mining companies, has refused to sign a framework agreement
with communities and local authorities to endow a broader social fund. “MMG has handed over
a lot of money for specific projects,” notes a source who participated in negotiations between
the company and local communities. In light of the failure of that money to stave off conflict, the
company has “hardened its position” on endowment of a broader social fund, the source says.*

MMG’s contributions for specific projects were the result of dialogues organized to reduce ten-
sions and manage conflict situations. Like others, MMG tried to obtain from the communities a
“social license” to operate the mine, paying for the consent of the local population. This kind of
arrangement is increasingly being demanded of companies, be they Chinese or not. The fact that
companies see the need to make these voluntary payments reflects the deep sense of injustice
felt among local communities.

Given the large scale and potentially disruptive nature of mining operations, disagreements
between mining companies and local workers and communities may be inevitable. How the
companies deal with such controversies is key to avoiding conflict. In the case of MMG, says
César Flores Unzaga, an economist with CooperAccion, the company “does not internalize the
existing social ecosystem and does not care if there is a lower financial flow for the communities.
This generates conflicts due to [the communities’] high expectations [i.e., that MMG will fill the

gaps in local social services].”*
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Miners for the Chinese company Shougang Group gather to strike in San Juan de Marcona, Peru, on October 27, 2009. Shougang has been

accused of violating workers’ rights and continues to be the target of labor unrest. (Photo by Tomas Munita/New York Times)

Peruvian Context, Chinese
Development: A Toxic Combination

Las Bambas is perhaps the most contentious Chinese project in Peru, but it is not the only one
that has aroused controversy and opposition. For example, the Shougang Hierro Peru project,
located in the town of San Juan de Marcona, about 330 miles south of Lima, is notorious not
only for the continual violation of miners’ labor rights but also because it has been experiencing
periodic conflicts since the Shougang Group took control of the mine in 1992. Similarly, the Rio
Blanco project, owned by Zijin Mining Group, which has invested $2.5 billion, is being devel-
oped in the face of opposition from 90 percent of the local communities, which complain about
its impact on agriculture, the water supply, and the ecosystem. At the Toromocho mine, where
the Chinalco Perl company has invested $6 billion, the relocation of thousands of families has
provoked conflicts and confrontations.*

However, some NGOs consulted by the author insist that corporate bad behavior is not con-
fined to Chinese companies in Peru’s extractive industries. A reluctance to distinguish between

the conduct of Chinese companies and other international companies may stem from the belief
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that corporate abuses are endemic to the mining industry and that to single out one country for
condemnation would be to unjustly exonerate others and to undermine the NGOs’ efforts to pro-
tect local communities. One activist even mentioned not wanting to be seen as hostile to China,
because the activist’'s organization hoped to work with Chinese authorities through United Nations
mechanisms to improve conditions for local communities near Chinese-owned projects.”

A variety of factors explain why China is associated with so many problems, but the most po-
tent reason is a combination of two: the Peruvian context and the characteristics of the Chinese
development model, which together create a toxic environment in which abuses flourish.

Three aspects of the Peruvian context merit close examination. First, the limited presence of
the state administration outside Lima and the coastal regions has historically been a structural
problem for political and economic development. This pattern is partly explained by geography,
which inhibits the integration of the Amazon and the Andes—where most of Peru’s natural re-
sources are located—with the rest of the country. In part, too, it is linked to widespread corrup-
tion and limited bureaucratic capacity in such remote areas.*®

The absence of the state results in a tacit ceding of responsibility to the extractive companies,
at least in the eyes of the local communities, who see the companies as ministates that should
provide the services that the actual state never has. In the opinion of Peruvian environmental
activist Julia Cuadros, the complex reality in the extractive zones reveals an “inefficient state and
oversight bodies that throw the ball at each other” and creates situations “where it is easy to
violate regulations, not comply with commitments, and violate rights.”*® This situation plays out
in favor of business interests.

Second, political decisions made during and after Peru’s economic boom, which lasted for
around 15 years and ended in the mid-2010s, contributed to this situation. It was during this
period that policymakers reached a tacit consensus to create an attractive legal framework to
encourage mining investment. That framework included tax stability agreements, which were
adopted by the investors in Las Bambas, among others.

To this fiscal framework was added Law 30230, a package of tax, labor, and environmental
measures approved in 2014 that encourages investment and weakens government institutions
that protect the environment, generating a climate of impunity for violators.*° Since the law came
into effect, large investments have been prioritized over environmental protection mechanisms.
Both this law and the decree that legalized a permissive mechanism—the ITS—to modify EIAs
through the back door have enabled projects with significant socioenvironmental impact, such
as Las Bambas, to receive official approval despite their negative effects.”

The belief then (as now) among the political class was that environmental regulations and
bureaucracy hinder investment, and Peruvian policymakers believed that more investment was
needed to boost the country’s economy. Therefore, the new law made environmental oversight
more flexible: it diluted the sanctioning power of the regulators, politicized decisions that were
previously technical, and in general facilitated the processing of EIAs. This and other provisions
have “significantly weakened environmental institutions” and have been decisive in allowing
controversial investments considered to be of national interest to receive official approval.>?

Multinational companies make use of this legislation, which facilitates and speeds up processes
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and saves costs. “In Peru, ElAs are disapproved only when the people organize and resist,”
observes a Peruvian activist.>®

Third, Peruvian elites are no strangers to the approval of a legal framework that is favorable
to corporate interests. The intermediary role played by the elites with foreign investors provides
them with substantial gains. Critics warn of an institutionalized scheme to ensure that only indi-
viduals with a pro-corporate bias are appointed to high-level positions. One such critic, Peruvian
sociologist Francisco Durand, notes that “the elites use legal mechanisms—such as lobbies,
revolving doors, donations, and political campaign financing—to capture the state, thereby pri-
vatizing public decisions in their favor.”*

Although all investors in the extractive sectors or in other large-scale projects allegedly bene-
fit from this scheme, Chinese investors are among the most favored, in part because China is the
leading investor in those sectors and projects. Furthermore, Beijing has implemented a strategy
of political patronage in Peru through the use of “sharp power”—the authoritarian version of soft
power—in order to deepen its political influence in Peru, build up a network of influential allies,
and obtain access to decision-makers.5®

Beijing’s economic power and political patronage together enable it to exert considerable
influence in Peru. Indeed, according to the “China Index 2022” prepared by the Taiwanese
NGO Doublethink Lab, of the 82 countries analyzed, Peru ranks fifth in terms of China exercis-
ing pronounced influence.®® Peruvian scholars who specialize in China are generally inclined to
spread the word about the advantages of cooperation with China and avoid criticizing it even on
issues that would normally excite academic investigation. As for the Peruvian media, approaching
Chinese investments from a critical perspective “is a taboo subject” that “is systematically silenced
by the media,” says Durand.’” Another Peruvian academic remarked, “It is almost impossible
to obtain information, since everything that touches the relationship between China and Peru
is blocked. Any scandal, such as the corruption scandal involving several Chinese companies
[mentioned below], lasts one or two days in the press, without really providing data or conducting
a real investigation. Then everything is forgotten, and China is never compromised.”*®

The problems caused by this Peruvian context are compounded by the Chinese development
model, which prioritizes efficiency and is largely indifferent to the social, labor, and environmental
side effects of its international expansion. In addition, in China, the overseas operations of state-
owned enterprises (SOEs) are not subject to public scrutiny, and their wrongdoings are rarely
reported either by the press or by civil society organizations. Therefore, because they do not re-
ceive social, economic, or legal punishment for their bad business practices, Chinese companies
have no incentive to introduce responsible guidelines that minimize the impact of their projects.

The combination of the permissive political and legal situation in Peru, the scant corporate so-
cial responsibility of Chinese companies and banks, and the absence of real scrutiny—in China
or in Peru—of the activities of Chinese actors has devastating consequences. These include a
damaging socioenvironmental impact on local communities, a lack of transparency surrounding
operations and agreements, the systematic rejection of dialogue with members of civil society,
and the opportunity for—and persistent suspicion of—corrupt practices. A good example of the

last is the “Chinese Construction Club” scandal.

USIP.ORG SPECIAL REPORT 531



According to the Peruvian press, China Railway and several other Chinese companies were
allegedly involved in a corruption scheme to rig tenders for public works contracts.®® The al-
leged scheme was made publicin 2022, while President Pedro Castillo was in office, but it could
date back at least to 2018. The scandal was widely reported, but the coverage focused heavily
on the role of the Peruvian government; there was little criticism of the Chinese companies that
were implicated in the affair. The Chinese embassy expressed its opposition to “the politiciza-
tion of economic issues” and to the “unfounded speculations about alleged ‘irregularities™ of

Chinese companies.®°

A Future Linked to China:
The Megaport at Chancay

The Chancay Multipurpose Port Terminal is perhaps the most strategic investment project an-
nounced in Peru in decades. The Chinese state-owned shipping company COSCO owns 60
percent of the project; the other 40 percent is owned by the Peruvian mining company Volcan.
The total investment is estimated to be $3.6 billion ($1.3 billion during the construction phase),
and COSCO is expected to start operations at the end of 2024.°" Peru has pinned many of
its economic hopes for the future on this facility, given that the megaport is almost certain to
become the maritime-commercial epicenter of South America in the Pacific due to its size and
characteristics. Hypothetically, Chancay could also “serve as an intermediate staging base for
[People’s Liberation Army] operations in the Eastern Pacific,” according to a November 2023
report by the US-China Economic and Security Review Commission.®?

Its 15 piers, which will be able to accommodate Triple-E vessels, the world’s largest container
ships (each is 400 meters long and can accommodate 18,000 containers), and its 840-hect-
are logistics and industrial complex will open up—according to its promoters—extraordinary
development possibilities for Peru, including the capture of half the maritime trade between
China and South America. Transit cargo time to reach China will be reduced by 10 days; quicker
access to Asian markets is attractive not only for Peru but also for Brazil and other neighbors.®3
According to Volcan, Chancay will become “the integrated port and logistics hub of the South
Pacific region.”®* In addition to creating between 6,300 and 10,000 direct and indirect jobs, the
Peruvian government believes that the port will give Peru “a strategic international positioning”
and will serve as a “trigger for the national economy.”®®

Amid this optimism, two important aspects of the project that deserve greater attention from
the Peruvian authorities and public have been virtually overlooked at the national level. The first
of these—in a repeat of the pattern of major Chinese investments in the mining sector—is the
local impact of the future infrastructure. In the face of strong opposition from residents of the
neighboring community, construction began in late 2020, and it has already transformed what
had been a quiet town that lived on fishing and tourism.

Local opposition to the project is related to its socioeconomic and environmental effects,

which have severely disrupted lives. Some 1,200 homes have reportedly suffered structural
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2023. The Chinese state-owned shipping company COSCO is a majority owner of the port. (Photo by Cesar Barreto/AP)

damage as a result of landslides and the use of dynamite to remove a hill and build a tunnel
through Chancay to connect the port to the Pan-American Highway. According to residents,
COSCO initially insisted that cracks in houses had nothing to do with the construction work;
the project’s EIA, it may be noted, stated that houses would not be affected by the project.®®
However, after a collapse at the site (allegedly because of negligence) in May 2023 that affect-
ed houses and roads, COSCO assumed responsibility for repairing the damage.

The construction and operation of the port, the pollution generated, and the traffic of deep-
draft vessels through the marine concession (which encompasses 1.8 million square meters)
may have irreversible economic and environmental impacts. An adjacent 77-hectare wetland,
which is a sanctuary for 89 species of birds, and a spawning area for anchovies are at risk, as
are the livelihoods of the 3,000 fishermen of Chancay. Local NGOs warn that “artisanal fishing
will disappear completely,” affecting thousands of families.®’

The port’s neighbors also complain about the obstacles to accessing information on the proj-
ect and, above all, about what they perceive as anomalies surrounding the administrative per-
mits and ElAs that approved the construction of the port.

The convoluted history of the project at Chancay began to take shape in the first decade of the

2000s, thanks to the ability of the original promoters to obtain the administrative authorizations
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to make the plan viable. Volcan, a local mining company that has a record of 225 environmental
infractions in Peru since 2010, took over the project in 2016.°¢ COSCO bought 60 percent of
the project in January 2019, following an outlay of $225 million and a commitment to pay for the
future infrastructure.®®

An expansion from the 4 piers initially planned to 15 completely changed the scale of the
project. This transformation required an EIA, which was initially approved but later appealed by
an NGO that identified 50 “inconsistencies and omissions” and numerous “scientific manipu-
lations” in the EIA’° In turn, various governmental entities submitted another 114 observations,
50 of which were socioenvironmental.”t After omitting or minimizing many of the objections and
requesting minor changes or improvements, the Peruvian authorities gave their approval.

The authorities’ readiness to sacrifice local environmental and social interests to enable the
project to go ahead cannot be disassociated from the laxity of Peruvian legislation on these mat-
ters, with the aforementioned Law 30230 at the forefront of permissive legislation. The Chinese
embassy stressed that the environmental process “complies with all Peruvian laws and regula-
tions” and meets “the highest international standards.””?

A second aspect of the Chancay project that goes unnoticed in Peru amid the narrative of
economic benefit is its potential geopolitical repercussions. Although few supporters or critics
doubt that Chancay’s priority use in the short term will be entirely commercial, the potential ex-
ists for Beijing to give the port a dual use—military as well as commercial.

As the Financial Times puts it, “There is concern that Chancay may repeat a pattern seen else-
where, in which Chinese companies build ‘dual-use’ port facilities designed principally for cargo
traffic, but large enough to be used by Beijing’s navy to resupply warships.””® According to a dip-
lomatic source in Lima, a deepwater megaport has the potential to be turned into a naval logistics
base: “Even if the facade is commercial, it gives you the opportunity to do other things: logistical sup-
port, resupply, repairs, and warship layovers. To do all that, a port like this is the first step you need.””*

Such a scenario should not be completely ruled out for other reasons, too. First, Chancay is
COSCO'’s first deepwater port in Latin America over which the Shanghai-based SOE will have
operational control. In this context, the likelihood that COSCO will follow the Chinese govern-
ment’s instructions is high, given that it is among a core group of companies considered stra-
tegic by Beijing. Not only does COSCO operate in a hybrid way (i.e., generating business like
any other company while serving national interests), it also has close ties with the Chinese state
and the Chinese Communist Party (CCP). In fact, COSCO is subject to strict CCP control and is
required by law to include a CCP committee in its corporate structure and to assist in information
gathering and national defense mobilization’”® The shipping line, which in 2022 owned all or
part of at least 16 facilities outside China, has in the past participated in military-civilian exercises
and supported operations of the Chinese navy.”®

Peru’s economic and political elites seem to be unconcerned about the geopolitical risks
posed by Chancay, perhaps because they do not fully understand the nature of COSCO’s re-
lationship to the Chinese state. Whereas sharp distinctions often exist between private and
publication enterprises in Peru and other Western countries, the line separating Chinese SOEs
and China's government is much blurrier. COSCO, like other Chinese business giants with a

strategic profile, will likely comply with any request from the CCP to assist in any kind of mission.

SPECIAL REPORT 531 USIP.ORG



In a speech during the National People’s Congress in March 2023, Chinese leader Xi Jinping re-
stated the CCP’s expectations in this regard, exhorting even private businesses to serve China’s
military and strategic aims.””

The likelihood of submission of companies such as COSCO to the will of the Communist
regime is further reinforced by the fact that the Belt and Road Initiative, of which the Chancay
projectis a part, has been strategically reoriented to serve the military objectives of the People’s
Liberation Army./® Coincidentally, Lima joined Xi’s diplomatic initiative in April 2019, just three
months after COSCO joined the Chancay port project. Control of the seas is key to China’s eco-
nomic and military expansion, which is the reason it currently controls about 100 ports in more
than 60 countries, some of them in geopolitically strategic enclaves.”®

Chancay would not be the first Chinese port with the potential for dual use. China has had a
naval base in Djibouti since 2017 to support the fight against piracy, and Western analysts spec-
ulate that the port of Hambantota in Sri Lanka, leased for 99 years to Beijing after the Sri Lankan
state was unable to meet its debt to China, may become “a military or at least dual-use base for
China on India’s doorstep.”®® China is also building a military base in Cambodia and aspires to
have one in Equatorial Guinea.®'

As if that were not enough, a Chinese state-owned company signed a memorandum of un-
derstanding with the Argentine province of Tierra del Fuego, the nearest province to Antarctica,
to build a “multipurpose port.” According to the political opposition in Argentina, “The port is an
excuse used by China to build a naval base.”® At the end of 2021, US intelligence satellite imag-
es of a container port near Abu Dhabi operated by COSCO revealed that it was hiding a secret
military base—a discovery that provoked Washington to complain strongly to one of its closest
allies in the region. The project was suspended but allegedly resumed.?® In April 2023, contro-
versy increased after the publication of leaked documents that mentioned that the United Arab
Emirates facility under construction was part of Project 141, a long-term Chinese initiative to ex-
pand China’s global military presence. According to the leaked documents, Project 141 includes
proposals for China to run at least five overseas bases and 10 logistics support sites by 2030.84

All these projects point to China’s desire to correct its deficit in land-based naval facilities by
building a network “of what China’s rivals believe could be future bases for rapidly expanding
armed forces.”® According to the US-China Economic and Security Review Commission, China
has leveraged its relationships with Latin American and Caribbean countries in recent years
help finance and construct potential dual-use infrastructure, such as energy grids and ports,
which could give China sway over important strategic assets or provide a foothold for a future
military presence in the region.®®

In the context of China’s geopolitical rivalry with the United States, Chancay helps Beijing
strengthen its ties with Peru in the United States’ “backyard” as part of Beijing’s efforts to counter
Washington’s containment strategy vis-a-vis China. As a 2022 report notes, “China’s growing
presence, including economic, political, and military ties—far from preparing the ground for
an open confrontation—can be understood as a geopolitical move to increase its hard and
soft power.”®’

So, with Peru becoming more and more economically dependent on and politically closer to

China, if Beijing were to put pressure on the Peruvian government, would Lima have the will and
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the strength to deny China the dual or military use of the port—regardless of whether Beijing
wanted a temporary or permanent change in the port’'s status and regardless of whether the
request came in peacetime, in a crisis, or even during a war? Any answer should factor in the
growing Chinese influence in all Peruvian institutional spheres, including the military.2® And a
politically weak Peruvian government or a government ideologically aligned with China and the
CCP would have yet more reason to succumb to the pressure.

In light of this situation, the perceived lack of interest within Peruvian political circles, media,
and academia in the geopolitical risk posed by COSCO’s megaport project is surprising—and
contrasts starkly with the concern expressed elsewhere in the world about other international
investments by COSCO, such as in the German port of Hamburg.?® This apathy is reflected in
an analysis (conducted by this author) of 100 articles about Chancay published in the Peruvian
media between 2019, when COSCOQO’s construction of the megaport was announced, and 2022:
despite the fact that China and the United States were Peru’s two biggest trading partners and
that the possibility of conflict erupting over Taiwan or elsewhere in the Pacific was not unimaginable,
not one of the articles addressed the geopolitical implications of the megaport project.

The articles are anything but silent on the projected benefits of Chancay. Only 5 of the 100
headlines refer to its negative aspects, such as its social and environmental impacts, whereas
37 refer specifically to its favorable aspects. And analysis of the content of the articles based on
the terminology they use found that 12 terms linked to the positive connotations of the project
are repeated 634 times; by comparison, 10 terms reflecting the negative aspects are mentioned
only 61times.®° The tendency to view the project favorably, or at least not to comment on its
drawbacks, extends to the academic world, which has yet to produce any published work that

touches on the controversial aspects of the port.

Conclusion and Recommendations

The narrative that China is a source of opportunities that other trading partners and foreign
investors cannot offer, and is thus key to Peru’s future economic development and prosperity,
is gaining ground in Peru, with few critics voicing dissent. This idea was consolidated during
the COVID-19 pandemic, which hit Peru harder than any other Latin American country; Beijing
took advantage of its supply of Sinopharm vaccines to offer itself—amid shortages in world
markets—as an economic and medical lifeline. The perception that Peru’s alliance with China
is both advantageous and unavoidable, and that the country must open up to China in sectors
beyond mining, has crystallized in a climate of growing political instability and amid fears of
periodic recession.

An indication of the way China is viewed by Peruvian government officials, and of their pre-
vailing complacency about the risks of a close relationship, can be found in the reaction of Allan
Wagner, foreign minister during the government of Francisco Sagasti, in a press conference in
February 2021. When questioned about the position of the Foreign Ministry vis-a-vis the Chinese
embassy after the “Vaccinegate” scandal, in which the Chinese company Sinopharm gave exper-
imental COVID-19 vaccines to powerful individuals, Sagasti declined to answer.®' He bluntly told

reporters that his refusal to answer was “because nothing is in question about the relationship with
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China, which is of the highest level [of importance]”®? In a later interview, Wagner remarked that
“we must be very careful with our relations with the People’s Republic,” so as not to upset Peru’s
largest trade partner.®

But does China really merit such delicate handling and self-censorship? If one looks beyond
the official win-win rhetoric and conducts an in-depth assessment, the picture that emerges is of
a relationship that appears to be far more beneficial to China than to Peru.

For Beijing, the bilateral relationship with Peru has several benefits. First, it addresses China’s stra-
tegic need to guarantee its future supply of natural resources, on which its economy depends.
Second, a presence in Peru allows Chinese SOEs and banks to extend their global reach. Third,
Chinese industry benefits from the trade flow between the two countries. And fourth, thanks to
its economic power, its investments in mining and the electricity sector, and its large-scale infra-
structure projects such as Chancay, Beijing is able to cement its political and diplomatic influence
throughout the region.

For Peru, the benefits of the relationship are chiefly those derived from a favorable trade
balance, fiscal spillovers (e.g., taxation of Chinese-owned projects and exports), and employ-
ment generated by investments and infrastructure construction. But at what cost? China’s logic
in Peru, which Peru tolerates, is one “imposed on countries rich in natural resources, with low
technological development and prone to corruption,” according to CooperAccién’s Alejandro
Chirinos. Ventures such as the port of Chancay and major Chinese-owned mining operations
are part of what Chirinos calls “a brutal process of expulsion: of rights, of institutions, of biodiver-
sity, of ecosystems, of culture, and of people expelled from the places where they live. These
are projects that generate expulsions and sacrifices.”*

This type of Chinese involvement is not confined to Peru. Throughout Latin America, one can
see “a pattern of noncompliance by the Chinese state with international human rights and envi-
ronmental standards,” according to a report produced by 60 Latin American NGOs that evalu-
ates 26 Chinese projects in the region, including the four mentioned in this report: Marcona, Las
Bambas, Rio Blanco, and Toromocho. The report also highlights the recurrent refusal of Chinese
authorities to interact with local civil society to address problems or improve Chinese compa-
nies’ poor reputation for corporate social responsibility.

In sectors such as the fishing industry, mining, and construction of infrastructure, many
Chinese companies in Peru do not prioritize, and even disregard, the negative side effects of
their operations. Some companies from other countries may be guilty of a similar approach, but
the problem with Chinese companies is compounded by the absence of checks and balances
in China and the inability or reluctance of the Peruvian state to perform its own scrutiny, which
together stifle moves to avoid or mitigate those side effects. In addition, most Peruvian analyses
of the bilateral relationship continue to be entangled in a rhetoric of optimism.

Peru’s relationship with China is and will continue to be important to Peru, but its benefits should
be more equally distributed between the two countries. To achieve a more equitable balance,
Peru needs to disentangle win-win rhetoric from reality, hold Chinese companies accountable for
their social and environmental impacts, and take seriously the geopolitical risks posed by growing
Chinese influence within Peruvian institutions and by the development of projects such as the

Chancay megaport.
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For its part, the United States could support Peruvian actors in four ways.

First, Washington could leverage its resources to enhance Peru’s domestic capacity to an-
alyze China and its relationship with Peru. Its support could, for example, include scholarships
and visas for Peruvian students to study journalism in the United States. US universities and
civil society organizations could also work with early-career scholars, journalists, and analysts
to help them develop best practices for studying and disseminating findings about the human-
itarian and security issues affecting many Peruvian communities. Such efforts would not need
to be directed at exposing specific dangers of China’s growing influence in Peru; they could
instead focus on building Peruvian capacity to accurately analyze the benefits and challenges
of the current relationship and thereby improve transparency around China’s engagements for
Peruvian citizens.

Second, US regulatory agencies and NGOs could share their considerable experience with
counterparts in Peru. These organizations have learned valuable lessons about how to press
for and monitor tighter environmental restrictions and about working with diverse constitu-
encies to maintain support for environmental protection. Imparting these lessons to Peruvian
counterparts could be facilitated through workshops or funded travel and accommodations for
meetings on the sidelines of major international gatherings, such as United Nations assemblies.

Third, US experts could consult with Peruvian firms about engaging with Chinese enterpris-
es on port projects. Similar consultations could take place between officials from relevant US
agencies and their counterparts in Lima. In this way, experts from both the business community
and the government could provide advice on how to ensure Peruvian control over critical oper-
ations and infrastructure. Such consultation might be only marginally helpful in the case of the
development of the port at Chancay, but it could be valuable for other port projects that Lima
might decide to undertake.

Fourth, the United States could consider reinvesting in multilateral development finance insti-
tutions that could address infrastructure needs in the region while safeguarding the environment
and the interests of local communities. The World Bank and the Inter-American Development
Bank could take the lead in such an initiative, which would clearly signal the United States’ inter-

est in supporting the region’s economic development in practical ways.
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O’Brien Cuadros, “Los fondos sociales,” 13.

Wiener Ramos, “Debida diligencia y minerfa.” 52-3.
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MMG will benefit from its tax stability agreement until 2026, when it expires. Such agreements were created in the 1990s to pro-
vide stability to the mining sector and attract investment. For more information, see César Flores Unzaga et al., “Recaudacion
fiscal y beneficios tributarios en el sector minero a la luz de los casos Las Bambas y Cerro Verde,” Oxfam America, CooperAccion,
and Grupo Propuesta Ciudadana, July 2017, https://cooperaccion.org.pe/wp-content/uploads/2017/11/Recaudacion-fiscal-y-beneficios
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“En las Bambas, hacemos mineria para el progreso,” MMG, https://www.elaportedelasbambas.pe.

Flores Unzaga et al., “Recaudacion fiscal y beneficios tributarios en el sector minero,” 33.

O’Brien Cuadros, “Los fondos sociales,” 27.

Latinoamérica Sustentable and Katherine Schmidt, “Las Bambas Copper Mine,” The People’s Map of Global China, December 4,
2022, https://thepeoplesmap.net/project/las-bambas-copper-mine/.

Telephone interview, December 2023.

Telephone interviews with César Flores Unzaga, November 2022 and December 2023.

Colectivo sobre Financiamiento e Inversiones Chinas, Derechos Humanos y Ambiente (CICDHA), “Derechos humanos y actividades
empresariales chinas en Latinoamérica: Los casos de Argentina, Bolivia, Brasil, Chile, Colombia, Ecuador, México, Perd, y Venezuela,”
February 2022, https://amazonwatch.org/assets/files/2022-derechos-humanos-y-actividades-empresariales-chinas-en-latino
america.pdf.

Telephone interview, April 2023.

Bertelsmann Stiftung, “BTI 2022 Country Report: Peru,” 2022, 8, https://bti-project.org/fileadmin/api/content/en/downloads/reports
/country_report_2022_PER.pdf.
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Interview with Julia Cuadros (researcher at CooperAccion who specializes in mining), Lima, May 2022.

Isabel Calle et al., “Andlisis de la Sociedad Peruana de Derecho Ambiental (SPDA) sobre la sentencia del Tribunal Constitucional
que resuelve la demanda de inconstitucionalidad interpuesta contra varios articulos de la Ley 30230, que establece medidas
tributarias, simplicacion de procedimientos y permisos para la promocion y dinamizacion de la inversion en el pais,” Sociedad
Peruana de Derecho Ambiental, 2020, 24, http://spda.org.pe/?wpfb_dI=4592.

Decreto Supremo N.° 054-2013-PCM, Gobierno del Perd, May 22, 2013, https://www.gob.pe/institucion/cultura/normas-legales206217
-054-2013-pcm. This supreme decree was approved one year before Law 30230.

Jazmin Gonzales Tovar et al., “Ley 30230: Efectos para la institucionalidad ambiental y la tenencia de la tierra en Perd,” Info
Brief no. 102, Center for International Forestry Research, November 2014, https://www.cifor.org/knowledge/publication/5206/.
Telephone interview with Ana Leyva (environmental activist), November 2022.

Telephone interview with Francisco Durand, May 2022; and “Durand: ‘Se ha creado una sUper élite corporativa que controla
bancos, AFPs, manufacturas y medios,” interview by Gabriela Flores, EI Gran Angular, August 24, 2017, YouTube video, 13:14,
https://www.youtube.com/watch?v=Jtq4z9GkL-4.

On China’s soft-power strategy in Peru, see Christopher Walker et al., “Sharp Power: Rising Authoritarian Influence in the
Democratic World,” National Endowment for Democracy, December 2017, https://www.ned.org/sharp-power-rising-authoritarian
-influence-forum-report/.

The China Index measures Beijing’s influence in the following areas: academic, domestic and foreign policy, economic, law
enforcement, media, military, society, and technology. See Doublethink Lab, “The China Index: Peru,” https://china-index.io
/country/Peru.

Telephone interview with Francisco Durand, May 2022.

Interview with Peruvian academic, Lima, May 2022.

According to the Peruvian press, the bidding conditions demanded onerous financial guarantees of up to 50 percent of the val-
ue of each project, which only China-based companies with backing from Chinese banking partners could provide. In this way,
the bidding process was cleared of competitors, and the work was allegedly awarded by Peruvian officials to Chinese compa-
nies in exchange for kickbacks. Up to 154 contacts were under investigation at the end of 2023. “El ‘Club de la Construccion
chino’ se empodera con la obra publica del Pert,” La Ultima, October 21, 2023, https://laultima.com.pe/2023/10/21/el-club-de-la
-construccion-chino-se-empodera-con-la-obra-publica-del-peru/.

“Comunicado de la Embajada de China en el Perd,” Embajada de la Republica Popular China en el Peru, April 1, 2022, http://pe
.china-embassy.gov.cn/esp/sghd/202204/t20220401_10658442.htm.

See “Minera Volcan Approves Financing of up to US975 Million for the Chancay Megaport,” Time News, March 29, 2023, https:
/time.news/minera-volcan-approves-financing-of-up-to-us-975-million-for-the-chancay-megaport/.

2023 Annual Report to Congress of the US-China Economic and Security Review Commission (Washington, DC: US Government
Publishing Office, November 2023), 137, https://www.uscc.gov/sites/default/files/2023-11/2023_Annual_Report_to_Congress.pdf.
Franklin Bricefio, “China construye en Lima un puerto como su nueva gran apuesta en América Latina,” AP News, August 22,
2023, https://apnews.com/world-news/general-news-fe05cc7530b083281297218bdf857bf9.

“Memoria Anual 2021, Volcan, https://www.yvolcan.com.pe/en/download/esp-memorias-anuales/. The report states that the port
of Chancay “represents a great opportunity for Peru’s economic development through a new connectivity network composed of
economic, maritime and land corridors between China and the entire world.” Understandably, perhaps, the report fails to men-
tion that success is not guaranteed. For example, the Gwadar megaport in Pakistan, which was supposed to develop the local
economy and connect Pakistan to the world, has failed to take off.

Guillermo D. Olmo, “Chancay, el megapuerto estratégico para el comercio con Asia que China construye en Perl (y el im-
pacto que ya genera),” BBC, September 8, 2022, https://www.bbc.com/mundo/noticias-america-latina-62746144; see also
Embajada del Peru en El Salvador, “Desde Shanghai hasta Chancay: Perd acoge el primer puerto operado por una empresa
china en América del Sur” press release, April 14, 2021, https://www.gob.pe/institucion/embajada-del-peru-en-el-salvador/noti-
cias/482621-desde-shanghai-hasta-chancay-peru-acoge-el-primer-puerto-operado-por-una-empresa-china-en-america-del-sur.
During a visit to Chancay in May 2022, the author witnessed daily dynamite explosions as well as the cracks in the houses. To
try to reduce local tensions, COSCO agreed to compensate with 600 soles per month (about $150) a third of those affected and
an undetermined number of fishermen, according to the group of residents who oppose the project.

Interview with Percy Grandez (lawyer at Sociedad Peruana de Derecho Ambiental), Lima, May 2022. Grandez also pointed to
other negative impacts of the development of the megaport, including drug trafficking and crime.
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Rosa Laura, “Minera involucrada en derrame en el rio Chillon busca anular multas por S/19,6 millones,” Salud con Lupa, June 18,
2022, https://saludconlupa.com/noticias/minera-involucrada-en-derrame-en-el-ro-chilln-busca-anular-multas-por-s196-millones/.
“China COSCO Shipping tendré 60 pct en proyecto de construccion de puerto en Perd,” Reuters, January 23, 2019, https://www
reuters.com/article/idUSKCNIPH2F7/.

“Alertan sobre graves omisiones en el estudio de impacto del proyecto de mega puerto en Chancay,” Convoca, August 15, 2020,
https://convoca.pe/agenda-propia/alertan-sobre-graves-omisiones-en-el-estudio-de-impacto-ambiental-del-proyecto-de.

Leslie Moreno Custodio, “Chancay: El megapuerto peruano que sacuda a un pueblo,” Didlogo Chino, May 20, 2021, https://dialogo
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ment; 18 cases of violations of the right to participation and free, prior, and informed consultation; and 18 cases of violations of
the right to land, territory, and adequate housing. In addition, the report warns, there is a “constant presence of violations of
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actividades empresariales chinas en Latinoamérica.”

USIP.ORG § SPECIAL REPORT 531 § 27


https://www.reuters.com/world/europe/eu-warned-germany-against-approving-chinese-investment-hamburg-port-handelsblatt-2022-10-21/
https://www.reuters.com/world/europe/eu-warned-germany-against-approving-chinese-investment-hamburg-port-handelsblatt-2022-10-21/
https://theglobalamericans.org/wp-content/uploads/2021/10/2021.10.28-Global-Americans-Disinformation-Report.pdf
https://theglobalamericans.org/wp-content/uploads/2021/10/2021.10.28-Global-Americans-Disinformation-Report.pdf
https://www.france24.com/es/minuto-a-minuto/20210220-vacunagate-canciller-de-perú-pide-cuidar-los-lazos-con-china
https://www.france24.com/es/minuto-a-minuto/20210220-vacunagate-canciller-de-perú-pide-cuidar-los-lazos-con-china










THE UNITED STATES INSTITUTE OF PEACE PRESS

The United States Institute of Peace is a national,
nonpartisan, independent institute, founded by
Congress and dedicated to the proposition that a

world without violent conflict is possible, practical,

and essential for US and global security. In conflict
zones abroad, the Institute works with local partners to
prevent, mitigate, and resolve violent conflict. To reduce
future crises and the need for costly interventions, USIP
works with governments and civil societies to build local
capacities to manage conflict peacefully. The Institute
pursues its mission by linking research, policy, training,

analysis, and direct action to support to those who are

working to build a more peaceful, inclusive world.

BOARD OF DIRECTORS

Judy Ansley (Chair), Former Assistant to the President and Deputy National Security Advisor
under George W. Bush « Nancy Zirkin (Vice Chair), Former Executive Vice President, Leadership
Conference on Civil and Human Rights - Jonathan Burks, Vice President, Global Public Policy,
Walmart « Joseph L. Falk, Former Public Policy Advisor, Akerman LLP « Edward M. Gabriel,
President and CEO, The Gabriel Company LLC « Stephen J. Hadley, Principal, Rice, Hadley,
Gates & Manuel LLC « Kerry Kennedy, President, Robert F. Kennedy Human Rights « Michael
Singh, Managing Director, Washington Institute for Near East Policy « Mary Swig, President and
CEO, Mary Green « Kathryn Wheelbarger, Vice President, Future Concepts, Lockheed Martin -
Roger Zakheim, Washington Director, Ronald Reagan Presidential Foundation and Institute

Members Ex Officio

Uzra Zeya, Under Secretary of State for Civilian Security, Democracy, and Human Rights «
Lloyd J. Austin lll, Secretary of Defense « Michael T. Plehn, Lieutenant General, US Air Force;
President, National Defense University « George Moose, Acting President and CEO, United

States Institute of Peace (nonvoting)



THE UNITED STATES INSTITUTE OF PEACE PRESS

Since 1991, the United States Institute of Peace Press has published hundreds of influential
books, reports, and briefs on the prevention, management, and peaceful resolution of
international conflicts. The Press is committed to advancing peace by publishing significant
and useful works for policymakers, practitioners, scholars, diplomats, and students. In keeping
with the best traditions of scholarly publishing, each work undergoes thorough peer review
by external subject experts to ensure that the research, perspectives, and conclusions are

balanced, relevant, and sound.

OTHER USIP PUBLICATIONS

US-China Rivalry in Asia and Africa: Lessons from the Cold War by Gregg Brazinsky
(Special Report, June 2024)

- Traumatic Decarbonization in Fragile States by Aditya Sarkar, Benjamin Spatz, Alex de
Waal, Jared Miller, and Tarun Gopalakrishnan (Peaceworks, May 2024)

- Huawei’s Expansion in Latin America and the Caribbean: Views from the Region by
Parsifal D’Sola Alvarado (Special Report, April 2024)
Linking Early Warning and Early Response Networks to Curb Violence in West Africa by
Nate Haken, Patricia Taft Nasri, and Nikita Reece (Peaceworks, April 2024)
Addressing Gendered Violence in Papua New Guinea: Opportunities and Options by
Negar Ashtari Abay, Kathleen Kuehnast, Gordon Peake, and Melissa Demian (Special
Report, March 2024)

& UNITED STATES
S INSTITUTE OF PEACE PRESS

2301 Constitution Avenue NW
Washington, DC 20037

(202) 457-1700

www.USIP.org



