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Abstract

Based on the engineering background of the highway construction case of Chinese
enterprises in Bolivia, the international trade risks involved in the process of high-
way project development are focused on in this paper. In view of the influence of
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the environment and international situation of the country where the project is lo-
cated in, the international trade risks in the development of the Yukumo project
come from many aspects, such as geographical location, transportation and loading,
exchange rate changes, tariffs, foreign currency transaction taxes and something
like that, which run through the whole process of project development from project
bidding and quotation to project inspection and completion. All the risks are sys-
tematically analyzed, and the related risk prevention measures are put forward. The
investigation has important reference value for overseas enterprises in China to fur-

ther promote and deepen project cooperation in Bolivia and South America.
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1. Introduction

With Chinese enterprises stepping out of China, they make rational and effective use of overseas market resources
and actively carry out international cooperation and competition Under the Belt and Road Initiative, which play an
important role in promoting the economic prosperity, social development and improvement of people’s livelihood
in host countries, and thus inject vitality into the global economic recovery [1-3]. In 2018, the cooperation document
on jointly building the Belt and Road was signed between China and Bolivia [4, 5]. After that, economic and trade
cooperation has become increasingly frequent, and mutually beneficial relations between the two sides have been
further strengthened. The basic situation in Bolivia is that infrastructure is insufficient, and logistics are mainly road
transport, accounting for more than 85% of the total transportation. Bolivia has a strong demand for highway con-
struction and takes it as one of the main directions of national infrastructure investment and construction, which
provides a broad market space for Chinese enterprises to participate in infrastructure construction in Bolivia. How-
ever, in the face of a country with different civilizations, due to differences in natural geography, human history,
and religious beliefs, Chinese enterprises will inevitably encounter unexpected difficulties and risks when going
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global [6-8]. Therefore, it is necessary to investigate, analyze, and study the risk factors that may exist in the country
where the project is located in order to ensure the smooth development of the Chinese highway engineering project.

“Two-San Project “and “Yukumo Project” were the first batch of infrastructure projects for Chinese construction
enterprises in South America. The total investment in “Two-San Project” with a total length of 208 kilometers was
about 125 million US dollars, and the total investment in “Yukumo Project” with a total length of 55.7 kilometers
was about 63.61 million US dollars. Based on the “Yukumo Project” implemented by China Construction Corpo-
ration, the international trade risks involved in the development of highway engineering projects will be put empha-
sis on in this paper. The related risk factors and possible preventive measures will be systematically analyzed. Fi-
nally, we ought to enhance the risk awareness and form a set of social risk identification, assessment, and prevention
measures. Most importantly, it can also play a greater role in improving the international operation capability and
level for overseas Chinese enterprises, meet with international trade risks and challenges, and promote high-quality
development of overseas investment cooperation [6-10].

2. Overview of the Yukumo Project

With the starting point in Yucumo and the ending point in SAN Borja, the Bolivian Yucumo project is divided into
two sections: the Yucumo-San Borja section with 53 kilometers and the Yucumo Northern Loop with 2.57 kilome-
ters. The road construction belongs to the old road renovation project. Located in Beni Province, the Yucumo project
passes through the plain. The terrain is flat, and the surface water level is high. The road generally runs west to east,
crossing three urban areas, such as Yucumo, La Embocada, and San Borja. The location map of the Yucumo project
is shown in Figure 1. The total working period of the original contract shall be 1050 days. The starting date of the
project is August 26, 2019, and the expected ending date is April 30, 2024. Due to force majeure, such as the
epidemic, abnormal rainfall, and the national strike triggered by the presidential election, the contractor lodged a
working-period claim with the owner on account of the construction period extension.

Without using the FIDIC terms 2015 red book, the contract of the Yukumo Project adopted Bolivian local terms,
made by the owner himself. The rights and responsibilities between the contractor and the owner are not equal, and
the responsibility of the contractor is greater than the rights. There are fewer favorable terms for the contractor. For
example, in the Yukomo contract, a penalty of 10% is required for the unfinished part of the construction progress
plan on a quarterly basis, and the progress plan submitted at an early stage cannot be modified. The Yukumo project
is funded by two parts: 70% from the South American Development Bank and 30% from the Beni provincial gov-
ernment. At that time, the funds of the South American Development Bank had been put in place, but the Beni
provincial government, which is basically the poorest province in Bolivia, did not have enough funds. Because of
the influence of the COVID-19 epidemic and the Russian-Ukrainian war, the government that is not rich has become
even more short of funds. The payment of the project progress was seriously lagging behind. As a result, the owner
could not pay the progress payment to the contractor, and so the materials and mechanical equipment could also
enter the construction site.

Red Vial RNI0T San Borja
W mass zmge 1
Fundamental \ K53+000 spN BORJA

e

Figure 1. Yucumo project location map.
3. International Purchasing of the Yucumo Project

In accordance with the legal regulations, when foreign investment enterprises participate in the bidding, they need
to register a domestic company in Bolivia. The two parties signed the contract after winning the bid. The Yukumo
Project and the Two-San Project set up CHINA STATE CONSTRUCTION ENGINEERING CORP. LTD
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SUCURSAL BOLIVIA in Santa Cruz, and then became a local company in Bolivia. The distribution of production
resources in the Yukumo Project is relatively scattered. The land resources along the project are mainly privatized
farms, and the communication and coordination become difficult because of soil field dispersion. The surrounding
resources in the Yukumo Project mainly include earthwork, sand, and stone. Steel, asphalt, and cement must be
purchased from large cities, such as La Paz (about 320KM) and Santa Cruz (about 830KM). The general procure-
ment cycle is long, the supply capacity is poor, the transportation cost is high, and the merchant does not provide a
mat endowment.

The industrial base in Bolivia is weak. There are a few types of machinery and equipment and spare parts, and
the suppliers are more dispersed. Due to the lack of funds for the project, the Chinese enterprise only purchased the
equipment and spare parts from China. When purchasing from a third country, the contract was signed with the
local supplier, who was responsible for importing materials and equipment, thereby transferring the risk. As of April
2023, the international trade volume of the Yukumo Project was ¥ 52,479,400. We imported more than 90 ma-
chines and equipment from China, such as bulldozers, blenders, excavators, graders, water sprinklers, and fuel
trucks. In addition, nearly 20 second-hand mechanical devices were purchased from Chinese enterprises in Bolivia,
and more than 100 mechanical devices were leased during peak periods. Domestic suppliers often send some staff
to Bolivia for the purpose of providing after-sales service for one year. The statistical table for the purchase of
machinery and equipment is shown in Table 1 below.

Table 1. Statistics Table of Machinery and Equipment

Specification and Time to Enter the Con-

Equipment Name Model Brand Unit Quantity struction Site

Autocrane 30t XGMG Set 1 2020.8
Excavating Loader 0.6m? VOLVO Set 1 2020.3
Crawler Excavator 1.5m? VOLVO Set 3 2020.9

Tire Roller 20t SANY Set 2 2020.9

Dump Truck 30t FOTON Set 30 2020.8
Earthmover 165kw XGMG Set 2 2020.3

Loader 3.0m? XGMG Set 4 2020.3

Motor Grader 135kw XGMG Set 8 2020.2
Sprinkling Truck 15000L SINOTRUK Set 3 2020.7

Forklift H100XM(4.5T) HYSTER Set 1 2022.1
Dump Truck 12.5t SINOTRUK Set 2 2021.12

Production gj&‘fg{‘;{; Jor Bmulsi- 4t ANJIELUQIAO Set I 20234

Data Source: Project Department of the Yucumo-San Borja Road Construction Project in Bolivia
4. International Trade Risks and Preventive Measures

As a comprehensive form of international economic cooperation, international engineering contracting is influenced
by international situation and the environment of the country where the project is located [11-16]. From bidding and
quotation to inspection and completion, all kinds of risks run through the whole process of project development. A
systematic analysis of the international trade risks, involved in the Yukumo project, will be conducted from many
aspects, such as geographical location, transportation and loading, exchange rate fluctuations, tariffs, and foreign
currency transaction taxes. And thus, we put forward targeted risk prevention measures.

4.1 International Trade Risks Caused by Geographical Location

Bolivia, officially known as the Plurinational State of Bolivia, is a landlocked country in South America and a
member of the Union of South American Nations. It shares borders with several countries, including Brazil, Peru,
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Chile, Argentina, and Paraguay. With a land area of 1.098 million square kilometers, Bolivia’s geographical location
is shown in Figure 2 below. As an inland nation with no access to the sea, Bolivia relies on neighboring countries’
ports for the transit of imported and exported goods, which reflects its increasing dependence on the markets of
surrounding nations [17-21]. The higher the degree of foreign trade dependency is, the greater the impact on Bo-
livia’s import and export trade becomes in case of economic or political turmoil in these neighboring countries.

Under normal conditions, imported goods from different countries are first stored in Bolivian National Customs
Warehouses in Peruvian or Chilean ports and then can be entered after customs clearance. If the goods are imported
from Bolivia’s neighboring countries, the Chinese-funded company or the customs clearance company, entrusted
by the Chinese-funded company, handles the customs clearance formalities directly through the border customs.
And the freight company must hold the cargo operation license issued by the Customs to pick up the goods from
the customs warehouse and then ship them to the Bolivian project department. According to the data provided by
the Chilean Arica Port Group, more than 70% of the cargo that can be accommodated in the port belongs to Bolivia,
and the goods shipped to the port account for about 70% of its exports. It is true that Bolivia relies on Chile for
cargo transport. Once the Chilean customs go on strike or the relations between the two countries are strained,
Bolivia’s external channel will be forced to cut off, which will bring the risk of the logistics network cable breakage.
Therefore, the Bolivia-Chile Economic Supplement Agreement on trade in goods and services, which was signed
by Bolivia and Chile, is intended to lay the foundation for increasing economic integration between the two coun-
tries.

BRAZIL
reau

BOLIVIA

CHILE

ARGENTINA

Figure 2. Geographic Map of Bolivia.

The project department often purchases asphalt from Bolivian suppliers, which is basically imported from Russia,
and the procured material has to be brought in through the ports of neighboring countries before it is transported to
the Bolivian project department. There has been rioting in Peru, as a result, asphalt is always stuck in the customs.
The road closure, triggered by the strike, lasted for a long time, and then the logistics disruption caused by the
Russian-Ukrainian conflict made the asphalt enter the construction site even more delayed. On account of asphalt
entry cycle as long as 3 months, asphalt surface construction could not proceed as planned. And so, the project
department had to find some ways to address this problem. In coordination with suppliers, resources were deployed
from within Bolivia to solve the urgent need. In addition, we could also plan the route to the port in advance. For
example, if arrival cargo does not enter the customs because of riots, we are able to start again from Peru, make a
detour to enter the Chilean port, complete customs clearance through the change of port, and finally enter Bolivia.

4.2 International Trade Risks Caused by Transportation and Loading

With the single economic structure in Bolivia, it has weak industrial and agricultural foundation, but its mineral
resources are rich, such as lithium, iron, zinc and copper. The project department purchased machinery and equip-
ment from China, but the spare parts needed to be replaced due to the loss of machinery and equipment. The
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procurement rate of localized spare parts is extremely low, and so it is difficult to buy spare parts in Bolivia, and it
also needs to be imported from China. The normal sea-transport procurement cycle of equipment and spare parts is
about 50-60 days, and it was about 90 days during the epidemic period. The air-transport procurement cycle is about
15 days, but the air freight is more expensive. Affected by the epidemic in the early stage of the project, the actually
arrival time of the equipment was generally delayed, and thus the accessories had not arrived at the construction site
in time, which affected the normal use of the machinery and equipment. At the same time, the geographical distance
between China and Bolivia is far away, and long-distance ocean transportation brings the cargo damage, missing
package and cargo loss to international trade [19-21].

For example, the computer board of excavator disappeared during the sea transport in 2020. The result was that
the period of claim was very long, and the amount of claim was difficult to coordinate. the project department had
withheld part of the sea freight, after that we still waited for compensation for a long time. In addition, when do-
mestic suppliers handled the exports, because of the loading problem, some products had been mixed. As a result,
the submitted material list did not match the actual goods, and the goods for customs clearance were detained and
then fined. The customs clearing for imported materials and equipment should be a link not to be ignored. Therefore,
being faced with the risk of machinery and equipment failing to arrive at the port on time during the COVID-19
epidemic, the project department should pay attention to collecting materials to make claims for construction period;
The risk of material loss caused by long-distance transportation can be insured for material purchase; Due to the
risk caused by the discrepancy between the material list and the actual goods, the project department communicates
and coordinates with the Chinese domestic suppliers to ensure that the material list can represent the real goods
shipped.

4.3 International Trade Risk Caused by Exchange Rate Fluctuation

With 6.86 Boliviano per dollar to be bought and 6.96 Boliviano per dollar to be sold, Bolivia implements a fixed
exchange rate system. Since the project department entered the construction site, exchange rate never fluctuated.
There was no foreign exchange risk in the past. Since the beginning of 2023, the foreign exchange reserves of the
Central Bank in Bolivia have declined sharply, and the original exchange rate is still maintained, but if Chinese
construction enterprises wants to exchange dollars for international trade, they need to pay an additional 7%-8%
fee, and the exchange amount is limited. At that time, thousands of Bolivians lined up as long as three blocks in
front of banks and currency exchange companies to purchase dollars, which made most private banks’ foreign ex-
change liquidity quickly be dried up. On the street, the exchange rate for the US dollar continued to rise, with 7.80
Bolivianos per dollar to be bought.

It has been more than three years since the Yukumo project started, and the materials and equipment purchased
from China has been taken to the construction site at the early stage of the project. Because the owner had been
always late in making progress payment and engineering payment, the project was short of operating funds, and so
the foreign exchange settlement had not been handled with most Chinese suppliers. And finally, not only did you
need to pay more fees to exchange US dollar, but the bank did not exchange large amounts, and a small amount was
basically not available. On the black market, the exchange rate for the US dollar was very high, with 8.00 Bolivianos
per dollar to be bought, which would lead to the payment of more Bolivianos in the end, increasing the capital cost
of Chinese enterprises. There are exchange rate risk and fund payment risk.

In view of this situation, financial instruments such as options and future foreign exchange settlement can be used
to hedge risks in international projects to lock in exchange rate and evade the exchange rate risk. Both parties can
also add an exchange rate adjustment clause in the contract. When the exchange rate and the corresponding handling
fee change, they will be adjusted according to the agreed terms to avoid exchange rate risks, but this needs to
negotiate with the owner and a consensus reached.

4.4 International Trade Risks Caused by Tariff

A tariff is a tax imposed by the customs of a country on the imports and exports passing through its territory ac-
cording to the laws of that country. Bolivia’s tariffs are calculated on the basis of the constituent tariff price of the
imports and exports, which takes into account the cost of the commodity, freight and insurance, and something like
that. With the tax rate range from 0% to 40%, tariffs are levied proportionally. when the business occurs, we declare
and pay customs duties according to the number of times. In order to encourage exports, most of the export business
is exempt from tariffs. Special consumption tax is levied on manufacturers, importers and wholesalers who sell
certain products within the domestic market and import those for final consumption, including tobacco, motor ve-
hicles, beverages, beer and wine. In addition, some goods are subject to value-added tax (VAT) as well.
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The Bolivian Customs collects taxes on the materials and equipment imported by the project department in dif-
ferent ways according to different commodities, including GA tariff, IVA value-added tax (VAT), ICE consumption
tax, and service fee of 100 BOB. Among the goods imported by the project department, VAT is only levied on
mechanical equipment other than dump trucks, such as road rollers, graders and mechanical shovels, but customs
duty, VAT and consumption tax are levied on dump trucks, and duty and VAT on accessories and hardware. For
example, the purchase price of the grader is BOB 506724.00 CIF Chile, the grader only pays value-added tax,
without customs duty and consumption tax, and the VAT rate is 14.94%, so the VAT, BOB 75705.00, is paid, and
the additional processing fee is BOB 100. Dump trucks imported by the project department are subject to duties,
value-added tax, consumption tax and handling charges according to weight, and details are as followed in Table 2
below.

Table 2. Customs Fees Paid by the Dump Truck

Weight Tariff Value-added Tax Consumption Tax
Under 5 tons 10% 14.94% 15%
6-9 tons 5% 14.04% 15%
10-50 tons 0% 14.94% 15%

Data Source: Project Department of the Yucumo-San Borja Road Construction Project in Bolivia

The project department only imports materials and equipment from China, the large machinery and equipment to
be used, such as excavators, shovels, bulldozers, road rollers and pickup trucks, and even some materials are shipped
from China. The biggest benefit to us is that machinery and equipment from China is mainly cheap. Another benefit
is that large Chinese enterprises in China are well-managed and strong, and the project department can pay a certain
percentage of the purchase price or even get the equipment on credit. But if you are going to buy machinery and
equipment from Brazil or Chile, you will have to pay 100 percent to get the equipment, which invisibly increases
the economic pressure on the company.

We have to clear customs by ourselves in importing materials and equipment from China. Certainly, there are
local freight forwarding companies or customs clearance companies, we can ask them to help with customs clear-
ance. When the customs in Bolivia inspects the goods, verifies the quality, quantity and price declaration of the
imported goods, and the biggest difficulty we have met is the value of the goods. Because the price of the goods we
have purchased from China is relatively low, after the goods arrive in Bolivia, the local customs thinks that the
value of the goods is much lower than the local sales price. In order to protect the domestic market in Bolivia, the
local customs will require the price to be raised to the local market price, and then the customs duty will be levied
according to the AD valorem tax, which will increase the operation cost of the project department.

At the same time, because China has not signed a preferential import and export agreement with Bolivia, the
equipment purchased by the Bolivian Project Department also includes non-industrial equipment, and so the Project
Department cannot enjoy preferential tax policies in Bolivia. If the company’s first project in Bolivia needs to
purchase machinery and equipment from China or a third country, the engineering contractor can fight for zero
tariffs and other relevant measures to protect its own interests during the contract negotiation.

4.5 International Trade Risk Caused by Foreign Currency Transaction Tax

The foreign currency transaction tax is a tax, introduced by the Bolivian government in order to promote the wide-
spread use of Boliviano, the national currency, and thus reduce the amount of foreign currency in circulation. With
the use of non-Boliviano as the medium of scope of taxation, taxpayers are enterprises and individuals, engaging in
foreign currency business, including collection, payment, transfer, foreign currency exchange. The tax rate is 0.3%,
and the transaction tax is generally withheld by the bank in the business era, with the current threshold of 1000 US
dollars. There is no need to declare. For example, Chinese enterprises in Bolivia are required to pay 697000.00
Boliviano, the actual payment of $10,0000.00, to the domestic grader supplier in China. Of the $10,0000.00, the
amount actually received by the domestic supplier is $93,352.90. The bank will charge the service fee of $6,348.00
for this business and the financial commission of $19.04 for the service fee, and then charge a financial transaction
tax of $280.06 at 0.3% on the amount actually received by the supplier. The financial commission is also 0.3%.
That is to say, we pay $10,0000.00 to the supplier, but as a matter of fact, the supplier can only get $93,352.90.
About the foreign currency transaction tax and financial commission paid for the purchase of the grader, details are
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shown in Table 3 below.

Table 3. Foreign Currency Transaction Tax and Service Charge Levied on Grader

Demails US Dollar Exchange Rate Boliviano
Amount of Actual Payment Received 93,352.90 6.97 650,669.71
Service Charge 6348.00 6.97 44,245.56
Foreign Currency Transaction Tax 280.06 6.97 1952.02
Financial Commission 19.04 6.97 132.71
Total 100,000.00 697,000.00

Data Source: Project Department of the Yucumo-San Borja Road Construction Project in Bolivia

Service fees will be adjusted up or down according to the economic situation in Bolivia, and the rate of foreign
currency transaction tax will increase year by year. the tax rate increases by 0.05% per year, until it will increase to
0.6%. It is after 2025 that the tax rate will be fixed at 0.6%. Receipt and payment will be taxed in both directions.
With overseas Chinese enterprises to carry out international trade, this transaction tax increases project costs and
operational risks.

Therefore, during the market survey before bidding, we should have a good understanding of the foreign currency
transaction tax in Bolivia. When bidding, we should increase the cost calculation of materials and equipment pur-
chased from China, and convert the price of materials and equipment to some listed items. For example, earthwork
construction and road surface construction using mechanical equipment, we are able to increase the fixed unit price
in the project contract to avoid economic losses; During the negotiation with suppliers, it is clearly stated that fi-
nancial commission, transaction tax, and something like that are borne by suppliers, which will be written into the
supply and marketing contract in the form of contract terms, so as to transfer the risk.

4.6 International Trade Risks Caused by Force Majeure

At the beginning of the COVID-19 epidemic, foreign logistics, especially transnational logistics, basically came to
a standstill, and sea, land, and air transport capacity were reduced. After that, the epidemic had spread rapidly
throughout the world, which seriously affected the global supply chain, and thus resulted in an increase in logistics
costs. In export, transit, and import, every logistics enterprise had to carry out quarantine and disinfection many
times. Even after arriving at the destination, the reduction of returning workers led to a decrease in delivery effi-
ciency and an increase in delivery cost. In addition, international logistics enterprises had to purchase epidemic
prevention materials for their employees at that time, including face masks, disinfectants, thermometers, and any-
thing like that, which was about to result in higher operating costs. Under the influence of the factors mentioned
above, international logistics enterprises have raised freight rates. The price of sea freight soared during the epidemic,
with the unit price of per container increasing tenfold, and now the price of sea freight is still higher than one in
2019.

In order to transfer the risk, Chinese enterprises used the registered companies in Bolivia to sign contracts with
local suppliers to buy materials, such as asphalt, steel bars, and cement. It was the suppliers who were responsible
for importing these materials from other countries through traditional trade. Since 2022, caused to the conflict be-
tween Russia and Ukraine, the price of asphalt has risen, which has brought great economic losses to the project
department. In terms of contract price, it is stipulated that the price adjustment is not allowed in the contract, and it
belongs to a fixed price contract. When bidding, the contractors need to consider the possible price changes caused
by factors in the future, and then determine the list price. The specific list items are also provided by the owner, and
the list price is the bidding price we quoted to the owner. This list price is fixed at the time of bidding. Therefore,
contractors will be faced with the risk of materials price rising, and the risk of price changes is borne by the con-
struction group. The purchase price of modified asphalt purchased from suppliers was as high as $1,450 per ton.
However, the list price of modified asphalt, determined at the time of bidding, was $1189.08 per ton. The owner
would pay the project payment according to the list price, which was equivalent to a loss of $260.92 per ton of
modified asphalt.

In this case, the contractor and the owner should negotiate and sign a supplementary agreement, so as to guarantee
the interests and gain the profits, but the result of the negotiation is still to carry out the original contract. During
the course of actual construction, Chinese enterprises are also trying to strengthen the change planning of loss items.
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On the one hand, the construction party should strive to reduce the engineering quantity of loss-making list items.
If the gabion construction is unprofitable, the construction party will try its best to persuade the supervisor not to
construct or reduce the construction. On the other hand, efforts should be made to increase the engineering quantity
of profit-making list items. If the geogrid is profitable, the employees at the technical department will provide a
technical plan to explain which items are needed to increase the engineering quantity and boost income.

In the meantime, it is recommended that overseas Chinese enterprises make good use of the relevant business
provided by China Export Credit Insurance Corporation to protect their own rights and interests in the process of
overseas investment and cooperation [20, 21]. The insurance company will provide a variety of insurance products,
like short-term export credit insurance, medium-and-long-term export credit insurance, overseas investment insur-
ance, financing guarantee, and something like that, which will also provide risk protection for economic losses
caused by political risks in the country and region where the investment is located, such as nationalization and
expropriation, exchange restrictions, war, political riots and breach of contract. Finally, Chinese enterprises can
strengthen management, diversifying the income channels and saving costs and expenses, in order to ensure the
stability and sustainability of the project.

5. Conclusion

The characteristics of transnational business of overseas enterprise engineering projects determine that their inter-
national trade risks are much higher than those of domestic enterprises. Therefore, risk control and management
consciousness should be implemented in every link of international trade, such as signing the contract, financing,
procurement, transportation, insurance, and foreign exchange settlement, so that risks can be controlled. In combi-
nation with the development of the international trade market, it is suggested that a sound risk management system
to strengthen risk prevention and management be formulated, and risk management be improved, and the orderly
and healthy development of Chinese enterprises’ overseas investment cooperation be promoted.
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