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Chairman Curtis, Ranking Member Kaine, and distinguished subcommittee members, thank
you for the opportunity to share my thoughts on China’s influence and the status of Taiwan'’s
diplomatic allies in the Western Hemisphere.

I'll use my remarks to address three questions briefly. How does the People’s Republic of China
(PRC) influence the Western Hemisphere? In what ways does the PRC’s economic power
constrain Taiwan’s ability to attract and retain diplomatic allies? What are the key battlegrounds
for influence, vulnerabilities, and opportunities for U.S. interests?

These remarks reflect my own views and not the official position of my employer, AidData at
William & Mary’s Global Research Institute, or any of the funders of our research.

How does the People’s Republic of China influence the Western Hemisphere?

The cornerstone of China’s influence playbook in the Western Hemisphere is economic, but
information and relationships are the megaphone. Politicians in the region see Beijing’s
infrastructure lending as the gateway to growth. The private sector views the PRC as improving
economic prospects via investment, trade, and tourism. Concerns about debt sustainability
and dependence have yet to temper this enthusiasm. The PRC's ability to inform, control, and
co-opt local narratives allows it to promote sympathetic voices, convert undecideds, and
weaken the opposition. These overtures aim to position Beijing as a good neighbor and
reliable partner interested in win-win solutions rather than a threat to the region’s interests.

The PRC's economic engagement in the region is driven by necessity and opportunity. It wants
access to raw materials, energy, and transportation routes to fuel China’s economy. Beijing
must find a productive use for its excess financing from three decades of trade surpluses.? It has
an oversupply in its construction, steel, and engineering industries relative to demand.
Emerging markets present attractive export outlets for the PRC's goods, services, and capital.

Beijing uses its economic power as leverage to advance other geopolitical and security goals.
Cozying up to the PRC enables countries to diversify their partners and blunt the influence of
the U.S. or other powers. There is a quid pro quo for politicians to exploit Beijing’s economic
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assistance to advance personal agendas, win votes, reward allies, or satiate constituents. At
first, these engagements seem like a win-win but ultimately create long-term vulnerabilities.

Even the smallest countries hold strategic importance for Beijing: they wield voting power in
the UN and other international venues. Their support helps inoculate the Chinese Communist
Party (CCP) against criticism over its policies that foment discontent at home. Their “dual use”
ports allow Beijing to project naval power and mitigate disruption to trade and supply chains.>
Strategic investments in the region’s 5G telecommunications,® surveillance technologies,* and
joint space observatories enhance the PRC's security capabilities.

The PRC seeks synergies between its economic cooperation, information operations, and
public diplomacy as a force multiplier.? Its extensive state-run media operation distributes local
language content in target countries and maintains satellite television channels and short-wave
radio to reach a global audience. Beijing’s 29 content-sharing partnerships with Latin American
media infuse domestic coverage with CCP propaganda.’® Exchanges and training amplify these
efforts by cultivating sympathetic relationships with journalists, officials, and law enforcement.

While the above is also true in many other parts of the world, there are two respects in which
the Western Hemisphere is a uniquely critical battleground for Beijing and Taipei to jockey for
influence. To achieve its stated aspiration of “reunifying” the Chinese mainland with Taiwan,*
Beijing must peel away Taipei's diplomatic support in Latin America and the Caribbean
(hereafter Latin America), the region with the most holdouts. Given its geographic proximity to
the U.S., Latin America offers the best opportunity for Beijing to distract, displace, or delay
Washington from coming to Taipei’s aid if the PRC uses military force to invade or impose a

blockade to compel unification with Taiwan.*4

This contest for influence is dynamic, not static. A decade ago, 22 countries maintained full
diplomatic relations with Taiwan.*2 This number has dwindled to 12 by 2025. Ten countries have
switched positions since 2016, ceasing official recognition of Taiwan.* Half of these defectors
were from Latin America, including Panama (2017), the Dominican Republic (2018), El Salvador
(2018), Nicaragua (2021),2 and Honduras (2023).

Seven of Taiwan’s 12 remaining diplomatic allies, who officially recognize Taipei and host its
embassy, are from the region.** Although they stopped short of full official recognition, seven
additional countries in Latin America tacitly engaged with Taiwan by hosting a representative
liaison office for economic and cultural ties.”2 In the future, China’s economic power may
constrain Taiwan’s ability to retain these diplomatic allies and attract new ones.

In what ways does China’s economic power constrain Taiwan'’s ability to attract and retain
diplomatic allies?

The PRC exploits economic asymmetry to encourage countries in the region to give way to its
foreign policy goals. China dwarfs the region’s smallest economies and overshadows even
larger ones. Its gross domestic product (GDP) was eight times larger than Brazil's, ten times
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larger than Mexico's, and twenty-eight times larger than Argentina's in 2023. China’s growing
economic clout, in turn, creates obligations for countries to back Beijing's preferred policies,
avoid criticism of its actions, and grant political or security concessions. Despite its high-income
status, Taiwan’s economic footprint in GDP terms is more similar to countries like Switzerland
and Argentina than the PRC and trails Latin American countries like Brazil and Mexico.

Beijing is a prominent financier of overseas development. It bankrolled nearly 2,500 projects in
Latin America worth roughly US$300 billion over two decades.? For each dollar of aid it
supplied, Beijing provided 28 dollars of debt.# Chinese leaders financed infrastructure projects
with market-rate loans and export credits (debt) to generate commercial returns.? Examples
include energy plants in Ecuador and Honduras,* resort construction and industrial
manufacturing in the Caribbean,® and critical minerals mining in Chile and Argentina.® The
PRC also supported small-dollar health, education, and governance projects with grants and
no- or low-interest loans (aid) to build goodwill across the region.

Countries need not be members of the Belt and Road Initiative (BRI) to access Beijing's
development finance.® However, Beijing generally makes financing contingent on recipients
ending official diplomatic relations with Taiwan. Countries that recognized Taiwan and hosted
its embassy received minimal to no development finance over two decades.? Haiti, Saint Lucia,
and Paraguay received a few token goodwill projects.? On the other hand, Beijing rewarded
early adopters of the One China policy (e.g., Panama, Costa Rica, El Salvador) with a notable
uptick in financing for their diplomatic pivot.#

In contrast to the PRC, Taiwan supplies development finance and technical assistance more
generously on a smaller scale. Market-rate loans and export credits buoy the PRC's bottom line.
Taiwan provides grants, concessional loans, and technical assistance.® In its bid to work with
diplomatic allies first, Latin America is a priority for Taiwan, with some estimates suggesting
Taipei channels 30 to 50 percent of its development cooperation resources to the region.*

Taiwan’s development cooperation activities have won admiration in many quarters. Its use of
grants and concessional loans presents a low risk of debt distress for its partner countries. Its
“Taiwan Model” emphasizes leveraging local expertise in counterpart countries,* in contrast to
a common critique of Beijing’s penchant for using Chinese suppliers, laborers, and experts.*
Not unlike Beijing, Taiwan is a successful example of an economy that transitioned from once
being a recipient (in the 1960s) to a supplier of development assistance to others.#* In contrast
to the PRC, Taiwan has found a way to stand for both development and democracy.

Nevertheless, Taipei is ill-positioned to compete with Beijing’s formidable development finance
operations. Whereas Beijing’s budget runs in the billions per year globally, Taipei’s operates in
the hundreds of millions.® Similarly sized economies to Taiwan, like Switzerland and the
Netherlands, have comparatively larger foreign assistance budgets.®* Chinese leaders harness
the power of the PRC's state-run media apparatus to trumpet the benefits of its high-visibility
infrastructure projects and promote Beijing as a benevolent partner.# Taiwan's projects are
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lower profile and less publicized.** Example projects focus on the social sectors—climate
resilient agriculture in Saint Lucia and Honduras,® public health in Guatemala and Haiti,*® along
with disaster prevention and emergency response in Belize and Saint Vincent and the
Grenadines.*

Previously, Taiwan’s diplomatic allies in Central America could count on an average of “US$50
million annually in declared non-reimbursable cooperation” funds from Taipei.* Taiwanese
leaders have recently expressed a limited appetite for “checkbook diplomacy,” recognizing
they cannot compete with the PRC dollar-for-dollar. Beijing outspent Taipei 332 to 1 in its
overall global development finance between 2015 and 2021.%
(31 to 1) if limited to conventional aid alone, though still in Beijing’s favor. That said, Taipei may
be feeling pressure to provide at least some financial support to its few remaining diplomatic

The gap was less pronounced

allies, as it channeled US$7.17 million in development finance to Belize and Paraguay.®

Cash-strapped economies in the region have signaled that a change in their policy on Taiwan
can be bought in exchange for assistance.* After Taiwanese leaders rejected a request to fund
a re-election campaign and port development project, El Salvador ended diplomatic relations
with Taipei.*2 A few months later, Beijing reportedly pledged US$150 million to support 13 new
cooperation projects in the country.*® Chinese leaders allegedly promised another defector,
Nicaragua, US$430 million in projects to construct an airport and LNG terminal ¢ Paraguay
sent a warning signal in 2022 when its president announced it wanted US$1 billion in foreign
assistance in return for its continued recognition of Taipei before subsequently backing down .2

The dynamic is more complex with trade and foreign direct investment (FDI). Latin America saw
a 22-fold increase in trade with China between 2001 and 2020.* By 2023, the PRC was the
largest export destination for six Latin American economies and the largest import source for
six countries in the region.? It has historically had an advantage in South America over Central
America,* except forPanama, where the PRC has made sizable gains in recent years.2* FDI from
China to the region also increased, worth nearly US$9 billion in 2023 alone.>

A unique feature of the PRC's approach is that it systematically orients its development finance
to attract Chinese trade and FDI in similar sectors and geographies. Like Beijing’s development
finance, Chinese trade and FDI flows favor the energy and mining sectors. Copper and lithium
are among the region’s major exports to China.2* Chinese FDI has prioritized energy projects,
from full acquisitions to investment stakes in mineral extraction and electricity distribution.2-

The PRC can heavily influence, if not entirely control, trade and investment incentives through
regulation, agreements, and involvement of state-owned firms and banks. Panama, Nicaragua,
and Honduras each saw sizeable drops (50 to 70 percent) in their share of exports to China just
before ending diplomatic relations with Taipei.2 In the years following, Panama saw a US$1.15
billion jump in copper ore exports to the PRC2, Chile ramped up imports and exports with
China, while both saw trade with Taiwan decline.®2 These gains may be fleeting: El Salvador
initially saw a jump in exports after it stopped recognizing Taipei, only to return to being a net
importer of goods from the PRC just a year later.®
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The PRC granted other sweeteners to countries upon ending diplomatic relations with Taiwan.
After de-recognition, Ecuador and Nicaragua inked free trade agreements (FTAs) with Beijing.%
Honduras won a US$276 million cooperative agreement for education infrastructure projects.®
The PRC's first Luban workshop for vocational training in Latin America is set to be based in
Nicaragua.®* When Panama recognized Beijing in 2017, Beijing agreed to build a fourth bridge
over the Panama Canal.

Taipei may have a global comparative advantage as the leading producer of semiconductors,®
but Latin America’s direct trade with Taiwan is relatively modest. Taiwan was the destination for
roughly 2 percent of exports from Paraguay and Chile in 2023 and the source for 2 to 4 percent
of imports for Dominica and Mexico—its best-performing markets. The scale contrast is stark
with a player like the PRC, which hungrily consumes much larger shares of regional agricultural
commodities and critical mineral exports to fuel its economy.% As a case in point, in 2023, the
PRC's share of exports from four of the region’s countries was above 30 percent, with three
more not far behind at 20 percent or more.% Latin America also increasingly looks to China as a
source destination, which accounted for 20 percent or more of imports in 8 countries.

Despite its smaller stature, Taiwan maintains a Central American Trade Office to promote
bilateral trade, investment, tourism, and culture.®? Bilateral FTAs with Honduras, El Salvador,
and Panama remain active, even as diplomatic ties lapsed, but its agreement with Nicaragua
was terminated.” Taipei also has economic cooperation agreements with diplomatic allies
Paraguay and Belize, as well as an FTA with Guatemala.

Nevertheless, the strategic linkage between how Taiwan deploys its development finance,
trade, and investment is unclear. Nor were its diplomatic allies substantially more economically
integrated with Taiwan than other countries in the region. Paraguay, Belize, and its small
Caribbean partners counted on Taiwan for 1 percent or less of their imports in 2023. Taiwan
accounted for a similarly small share of these countries’ exports that year.

What are the key battlegrounds for influence, vulnerabilities, and opportunities for U.S.
interests?

In the last decade, Taipei’s economic statecraft—including development finance, trade, and
investment—has been handily outmatched by Beijing in the Western Hemisphere. The PRC has
the political will and financial means to direct its formidable information operations and
expansive public diplomacy efforts to reinforce preferred narratives that it is an indispensable
economic partner and cast itself as a development model to which others should aspire.

This state of play raises a critical question. Rather than asking why Taiwan has lost some of its
diplomatic allies, it may be more important to grapple with why it has not yet lost a// of them.
The answer to this question illuminates where the battlegrounds for influence lie in the future
and how we might respond in the face of vulnerabilities and opportunities for U.S. interests.

Vulnerability #1: Preventing slippage from official to tacit recognition among the ‘hold-outs’
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On one end of the continuum, seven “hold-out” countries™ are outliers in maintaining official
diplomatic recognition of Taiwan even as peers defect. One defensive strategy is to keep
hold-out countries such as Paraguay, Guatemala, or Haiti from slippage: downgrading their
relationship with Taiwan from official diplomatic ties to tacit or informal engagement. More
than pawns in a chess game, these players have the agency to determine whether and when it
is worth giving up on Taipei if Beijing presents better opportunities for their countries.

So, why do they persist? Two reasons could be in play. The first is ideological affinity, such as a
shared origin story of anti-communist policies in Paraguay that have factored into the decision
of political elites to recognize Taiwan since 1957.% The second is greater access to alternative
economic opportunities like the U.S. or Europe. Guatemala has benefited from increased
exports and incomes via participation in the Dominican Republic-Central America-United States
Free Trade Agreement (CAFTA-DR).Z The U.S. and its European allies have traditionally been
leading suppliers of humanitarian assistance, on which Haiti heavily depends.Z

Of course, ideology and alternative economic opportunities have not stopped others from
changing their policies. Governments in hold-out countries face ample pressure from their
citizens and Beijing’s coercive diplomacy. During the COVID-19 pandemic, Chinese leaders
unsuccessfully attempted to use vaccine access as a “poaching strategy” to lure Paraguay into
defecting.”® President Santiago Pefia and his government in Paraguay are also under pressure
from private sector elites to demonstrate why it is worth privileging political beliefs above the
economic opportunities that could be on offer from Beijing.Z In Guatemala, the government of
President Bernardo Arévalo is contending with political opposition at home and seeking closer
ties with both the PRC and the U.S.# As the U.S. reassesses its bilateral assistance and
European countries announce aid cuts, this may prompt Haiti to reconsider its recognition of

Taiwan to ramp up alternative support from Beijing.
Vulnerability #2: Preventing slippage from tacit to no recognition among the ‘fence sitters’

Seven “fence sitters” straddle the middle ground, tacitly engaging with Taipei on economic
and cultural issues via a representative liaison office.” Though they stopped short of official
diplomatic recognition, these countries still bolstered Taiwan'’s position globally. A second
defensive strategy would be to keep fence-sitters like Chile or Brazil from slippage,
downgrading their relationship with Taiwan from tacit to no engagement. The fence sitters tend
to be somewhat larger economies in the region. Some have GDPs that surpass Taiwan. Four
have joined Beijing’s BRI.Z Brazil was a founding member of the BRICS.

So, why bother holding the middle ground? Two reasons could be in play. The first is a foreign
policy based on neutrality, such as that professed by Brazil, related to extra-regional conflicts.
The second is that the player can gain more economically or politically by playing both sides:
placating Beijing by not fully recognizing Taipei while informally cooperating to maintain
positive relations with the U.S., its tacit patron. For example, Chile might be more reluctant to
change its position on Taiwan—even in the face of growing interdependence with the PRC—if
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it expects to continue to benefit from high levels of economic engagement with the U.S. via its
existing free trade agreement.

However, the strategic calculus for these fence-sitters could change in the face of uncertainty
over U.S. trade policy, prospective tariffs, and continued commitment to existing agreements.2
Although a downgrade of their relationship with Taiwan is implausible, it is not impossible,
especially in a world where Western Hemisphere economies feel they need to hedge their bets
and expand ties with alternative economic partners to the United States.

| conclude by highlighting eight opportunities worth considering to help Taiwan retain existing
allies and attract new ones:

e Expand co-financing and co-branding of development cooperation efforts between the
U.S. and Taiwan focused on the Western Hemisphere to increase resources Taipei can
bring to bear and maximize its visibility as an indispensable economic partner®

e Advocate for Taiwan’s participation in leading international development cooperation
venues relevant to the Western Hemisphere, such as the Inter-American Development
Bank and the OECD’s Development Assistance Committee, to enhance its prominence®

e Help Taiwan document and diffuse its story as a development and democratic success
to provide an alternative model for countries in the Western Hemisphere to aspire and
build Taipei's soft power appeal®

e Prioritize renewal of the Generalized System of Preferences for developing countries in
Latin America to gain duty-free access to the U.S. export market as a means to help
holdout countries identify alternative opportunities to grow their economies®

e Provide advisory services and aid-for-trade capacity building to help Latin American
countries better utilize existing free trade agreements and tariff preference programs®

® Help Latin American countries strengthen inbound investment screening mechanisms
and public financial management (PFM) capacity to mitigate risks from opaque FDI and
blunt China‘s economic influence

e Promote cooperation between Taipei’s Liaison Offices and U.S. Embassies in the
Western Hemisphere to identify opportunities for joint bids or investments between
U.S. and Taiwanese companies with Latin American partners

e Capitalize on the momentum of changing relationships in places like Panama to
incentivize counterpart governments to move up the recognition chain from no to tacit
or full diplomatic engagement with Taipei®

e Promote industrial co-production to support resilient supply chains through trilateral
U.S.-Taiwan-Latin America Special Economic Zones and industrial parks in critical
industries
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