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TOWARDS A MORE
MATURE RELATIONSHIP

After over a decade of dizzying
growth in bilateral trade and inves-
tment, Latin America and the Ca-
ribbean (LAC) is entering a more ma-
ture phase in its relations with China,
one marked by significant slowdown
in China’s growth and a sharp drop
in commodity prices. Bilateral trade,
which had grown 30% per year on ave-
rage during 2000-2011, has slowed
dramatically since 2012, and fell 1.4% in
2014 and 5.6% in 2015.

Is this downturn evidence of a new
bilateral trade pattern or is it just a se-
rious cyclical adjustment, brought on
by an unusually long commodity cy-
cle? The cyclical adjustment hypothe-
sis would seem to explain much of
this story. There is nothing to suggest
that trade between LAC and China is
going to wane or that its composition
is going to change significantly. China’s
growth means it will continue to requi-
re large quantities of natural resources
due to the size of its population, chan-
ges in their eating patterns (increased
consumption of protein), and growing
urbanization (which limits the land
available for agriculture and generates
greater demand for minerals.)

Despite this, there is also a signifi-
cant structural component to this story
that suggests that it is highly unlikely

ANTONI ESTEVADEORDAL

MANAGER OF THE IDB’S INTEGRATION
AND TRADE SECTOR

that we will again see the two-digit
growth rates in commodity exports
that were observed during the 2000s.
In other words, China seems to be ex-
periencing the inevitable decreasing
returns associated with economic
growth: when capital stock increa-
ses and more people are employed in
more productive sectors, returns on in-
vestment and growth rates tend to fall.
In turn, a lower GDP growth rate tends
to generate less dynamic demand for
commodities.

This context highlights the urgent
need to diversify exports from LAC to
China, which at present remain highly
concentrated (soy, copper, iron ore,
and crude oil account for nearly 50%
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of exports to China). It is true that com-
modities will probably continue being
LAC’s biggest area of business with
China, but the latter’s growth dynamic
suggests that to keep up its export
growth rate, LAC will need to shift to
a more diversified portfolio of goods.
Given this, it is vital for the region to
adopt a more aggressive trade policy
that emphasizes the elimination of ta-
riff and non-tariff barriers, which conti-
nue to constitute a notable obstacle to
more diversified trade.

Likewise, there needs to be a sig-
nificant increase in LAC firms’ inves-
tments in China, as greater proximity
to consumers will help overcome the
cultural and institutional obstacles that
make it so hard to break into the Chi-
nese market. The years of exporting to
China without any great effort on the
part of governments or the private sec-

tor have definitely come to an end. For
the region to consolidate the benefits
of these bilateral relations and continue
building on them, it is fundamental that
it implement a more aggressive trade
and investment policy. There’s no time
to waste. m

30%

WAS THE TRADE
GROWTH ON
AVERAGE BETWEEN
2000 AND 20T
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CONVERGENCE OR
DEGLOBALIZATION

GUSTAVO BELIZ

DIRECTOR, INSTITUTE FOR THE INTEGRATION OF

] LATIN AMERICA AND THE CARIBBEAN (INTAL)
INTER-AMERICAN DEVELOPMENT BANK

He who is indifferent to the future
is condemned to worry about the pre-
sent, warned Confucius wisely. And few
issues are as relevant for the future of
Latin America and the Caribbean (LAC)
as their strategy of integration with
China and the impact of the new geo-
political playing field for the region’s
economies.

In just a few years, the Asian giant
has gone from being a minor market to
one of the main trading partners, has
displaced traditional export destina-
tions, and begun to supply vital financ-
ing flows for projects ranging from hy-
droelectric dams, sports stadiums, and
highways, to foreign currency swaps.

A number of factors have made
China’s exponential growth possible in
recent decades: betting on innovation,
increased productivity, and a long-term
outlook are just some of them. In 2010,
China overtook Japan to become the
world’s second largest economy, with
a share of approximately 15% of glob-
al GDP. In 2015, it completed the 12th
Five-Year Plan, whose objective was to
consolidate to China as a major power,
and, in 2016, it launched the 13th Five-
Year Plan, with a focus on strengthen-
ing internal consumption and private
investment, and positioning capital in
strategic sectors.

The majority of LAC countries took

more or less direct advantage of the
growing needs for raw materials and
food, and, with no more effort than tak-
ing advantage of natural conditions,
rode the wave emerging in the Far East.

Convergence was almost automatic.
Bilateral trade rose from US$18,000
million in 2004 to US$260,000 million
in 2014. Currently, 36% of mining ex-
ports from the region, 12% of food, and
10% of energy are destined for the Chi-
nese market.

After the 2008-2009 crisis, the
emerging countries began to behave as
an auxiliary engine of the world econo-
my, a dynamic and vital engine popu-
larized by the acronym BRICS (Brazil,
Russia, India, China, and South Africa).
Demand for commodities, particularly
from China, held steady and prices re-

AFTER THE 2008-2009
CRISIS, THE EMERGING
COUNTRIES BEGAN TO

BEHAVE AS AN
AUXILIARY DRIVER OF
THE WORLD ECONOMY

INTEGRATION = o
&TRADE



mained high offsetting other deflation-
ary forces during the crisis.

Eight years later, the situation has
changed completely. While the U.S.
economy has recovered some—if not
all—semblance of normality, the BRICS
are far from growing as before. In Chi-
na’s case, its economy is undergoing a
process of transformation surrounded
by question marks. Three trends are
operating simultaneously in the pro-
duction of this new look.

First, there has been a redesign of
trade tactics, driven by the explosive
growth of productivity and expansion
to other sectors and markets. As shown
in the article by Song & Wagner (Uni-
versity of Chile), the density of trade
links has its correlate in the Chinese in-
vestment that countries receive for fi-
nancing infrastructure works and other
public works projects.2 It also relates
to Chinese companies’ inroads into the
domestic economies and with the pur-
chase of local enterprises that make
use of its extraordinary savings rate.:

After a remarkable expansion, the
Chinese economy is growing at the low-
est rate in 30 years, putting the brakes
on global markets. The consequences
for the region have been immediate:
60% of external sales consist of com-
modities and almost 20% of hydrocar-
bons. The fall in raw materials prices
(especially oil) has made the value of
regional exports plummet.*

Consequently, there is an increased
risk of suffering the aftermath of great-
er dependence and of the primariza-
tion of exports. These effects are due
to a period of prosperity followed by
a change in the phase of the cycle, re-
flected in falling commodity prices, as
we have seen in recent years. The com-
modity boom could have given rise to
a typical case of “Dutch disease” with
its wake of exposure and vulnerability.
The difficult remedies would have been

10 = INTAL

IT 1S UNLIKELY
THAT THE UPTURN
IN THE CHINESE CYCLE
WILL GO ON FOREVER:

THERE IS NO AILMENT
OR GROWTH
THAT LAST
HUNDRED YEARS

the early formation of counter-cyclical
funds and the implementation of active
policies to encourage export diversifi-
cation and so reduce the problems of
primarized trade.

Despite a sharp slowdown, the
Chinese economy is still moving on
positive ground. But it is unlikely this
ascending phase of the cycle will last
forever: there is no downturn or growth
that lasts one hundred years. Sooner or
later, there will be a sea change and we
have to be prepared.

The second prevailing trend is tak-
ing place in the financial sphere and is
another key piece of the transforma-
tion under way. With such new banking
institutions as the Asian Infrastructure
Investment Bank (AIIB) or the New
Development Bank (NBD), a gradual
opening up of the capital markets and
greater exchange rate flexibility, China
has started down the road to interna-
tionalizing its finances.

Andrew Sheng of the Fung Global
Institute, one of the leading experts in
the new financial architecture of Asia,
is optimistic vision about China’s fu-
ture.s A follower of Nobel Prize Winner
Douglass North, Sheng argues that the
switch to market policies, the growth
of competition, and the emergence of

globally competitive firms like Huawei
or Alibaba are evidence of the sound
health of an economy still bearing the
burden of weak institutions.¢

The risks for the region are associ-
ated with the potential infection and
propagation effect of sharp swings in
the markets. Macroeconomic stability,
reputation, and clear rules are in this
sense a powerful antidote to growing
risk aversion and to capital starting a
flight-to-quality. We now have the chal-
lenge to resist the temptation to reduce
China’s role to a last-resort lender and
to rationally optimize the resources
available for financing infrastructure.

Third, there is a trend in techno-
logical change that, as happened with
the motor car, the telephone, or the
Internet, could alter the way we inter-
act with the world. And China is at the
forefront of this disruption. According
to a recent report by the Oxford Martin
School, China replaced United States as
the largest industrial automation mar-
ket: 77% of Chinese jobs are at risk of
automation, well above the 57% OECD
country average.’

How will such exponential techno-
logical change impact our region? In
November 2015, the China Daily news-
paper reported that a Chinese con-
sortium is to open the world’s largest

THERE IS A TREND
IN TECHNOLOGICAL
CHANGE THAT COULD

CHANGE THE WAY
WE INTERACT
WITH THE
WORLD

cloning laboratory in the city of Tian-
jin, where it plans to produce a million
head of cattle per year.e The vision of a
China specializing in intensive products
and cheap labor, and a buyer of food
is naive.

During his talk at INTAL 50, com-
memorating our Institute’s fiftieth an-
niversary, Raymond McCauley of Singu-
larity University stated that it will soon
be possible on supermarket shelves to
buy genetically and biotechnologically
engineered burgers manufactured in
laboratories. Companies such as Mem-
phis Meats, Mosa Meat, and Modern
Meadow are competing in Silicon Valley
as pioneers in lowering the price and
enhancing the popularity of artificial
meat. We have to be careful: only MER-
COSUR exports US$9 billion of beef per
annum.

Estimates show that a 10% increase
in R&D investment translates into an
almost 2% increase in total factor pro-
ductivity (TFP), and China plans to
raise its investment in R&D from 2% to
3% of GDP by 2020: a 50% increase.®

The region urgently needs to keep
up with the pace of global innovation
and to establish technology exchanges
and knowledge transfer that help to
avoid technological deglobalization
while looking ahead to the impact of
new technologies on its production
structure and trade.© Cooperation that
closes the technology gap between the
two regions can be achieved through
mutually beneficial agreements.

To the risk of technological deglo-
balization is added other forces point-
ing in the same direction, such as
currency wars or the oligopolistic con-
centration of production techniques."

Against this backdrop, the ques-
tion that runs through this issue of In-
tegration & Trade is what the region’s
stance should be toward the new situ-
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WE ASK OURSELVES
WHAT THE REGION'S
STANCE SHOULD BE

TOWARD
THE NEW
LANDSCAPE
IN CHINA

ation in China. We put an emphasis on
the new set of problems with the aim of
setting a benchmark for the stances to
be adopted by LAC toward these three
trends.

We begin the journey with a gen-
eral orientation, from the beacon of
structural transformations, with Marga-
ret Myers of Inter-American Dialogue,
Carlos Moneta of the University of Tres
de Febrero, Evan Ellis of the U.S. Army

TRENDS

College, Dominik Hartman of MIT, and
Rhys Jenkins of the University of East
Anglia explaining the keys to Chinese
progress, the outlook for 2030, the pos-
sibilities offered by the New Silk Road,
and the relationship between growth
and social inclusion.

From the beacon of trade, Kevin
Gallagher of Boston University, Mauri-
cio Mesquita Moreira of IDB, Tang Jun
of Zhejiang International Studies Uni-
versity, and INTAL’s own Romina Gaya
and Rosario Campos analyze the future
of trade with China and the prospects
opened up by its status as a market
economy within the WTO.

From the beacon of food security
and energy sustainability, Yang Wan-
ming Chinese Ambassador to Argen-
tina, Nelson Pizarro of CODELCO, Mar-
tin Pifeiro and Eduardo Bianchi of the
CEO Group, and lacob Koch-Weser of
the U.S. Department of Commerce re-
view the synergies between the region
and the Asian giant in mining, energy,
and food.

COMMERCIAL

FINANCIAL

TECHNOLOGICAL

PRIMARIZATION INFECTION DEGLOBALIZATION

CHALLENGES

DIVERSIFICATION
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CONVERGENCE

From the beacon of innovation, Eric
Warner of the Rand Corporation, Gary
Gereffi of Duke University, and Pamela
Arodstica of the Free University of Ber-
lin explore China’s thrust toward the
knowledge society, new production
processes, financing development, and
the region’s ability to take the road to-
ward the knowledge society.

Throughout these pages, it will
become clear that the phase of easy
automatic complementarity (2000-
2008) and the impasse that followed
the 2009-2014 crisis must find a stage
of overcoming in intelligent conver-
gence. The days of passive adjustment
are over and a change of strategy that
goes hand in hand with vigorous initia-
tives is urgently needed. The partner-
ship that was once natural must now
be sought together with public active
integration policies. The Nobel Prize
in Economics, Edmund Phelps, what
describes it perfectly in the piece that
opens this issue: the lowest fruits on
the tree have already been harvested
and more effort will now be needed to
achieve the same.

This new period is quite different to
the previous one and therefore requires
a different approach. Macroeconomic
and financial volatility, low commodity
prices, and lower rates of growth are
just some of the causes that weaken
the merely commercial connection be-
tween China and LAC.

It will also be more difficult to ob-
tain the benefits of integration with
China that the countries once achieved
on an individual basis. The new forces
of globalization are unfolding in the for-
mulation of regional mega-agreements,
in which negotiation and cooperation
between the countries take priority on
the agenda.

In a changing world, we offer infor-
mation and research from world-class
authors, a reader’s guide for anyone

DIVERSIFYING
EXPORTS AND
PROMOTING EXTERNAL
COOPERATION

ARE INGREDIENTS
IN THE RECIPE TO
CUSHION ANY
ADVERSE CURRENTS

interested in the intricacies of the link
between China and our region. Differ-
ent views are presented about how to
deepen ties between the two regions,
to learn from the passage of time, and
to take advantage of the new outlook.
We need to redefine and strengthen
our relations with China so that it will
grow to maturity based on mutual trust.

We are not starting with a blank
slate. In multilateral cooperation, there
are relevant precedents, such as the
MERCOSUR-China dialog begun in Bei-
jing in 1997 and resulting in successive
rounds of meetings in 2000, 2003, and
2004. In mid-2012, the then Prime Min-
ister, Wen Jiabao, visited Brazil, Uru-
guay, and Argentina, and expressed his
interest in moving toward a free trade
agreement with the MERCOSUR coun-
tries by promoting a feasibility study.
But the joint negotiation lost momen-
tum, and there was a proliferation of
bilateral agreements, such as the com-
prehensive strategic partnership with
Argentina and Brazil, or the various
cooperation agreements with Uruguay
and Venezuela, just within MERCOSUR.

The new modality of “made-to-
measure” agreements signed by China,
as shown in the article by Renato Bau-
mann of the Institute of Applied Eco-
nomic Research (IPEA), and the nego-
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tiating experience of Costa Rica, Peru,
and Chile, which we also describe here
in detail, are essential background to
any regional perspective.

In November 2015, Chinese and
Latin American experts participated
in the international seminar “Latin
America’s Economic Relations with
China: a Vision for the Future,” organ-
ized by INTAL. The seminar discussed
the potential of non-traditional ex-
ports, the cultural challenges facing
businessmen and women when they
make inroads into new markets, and
the need to bring down logistics and
transport costs for the region to raise
its competitiveness. Trade Not Aid
was the motto on which both regions’
representatives coincided.”

A recipe to alleviate the adverse
currents may have many ingredients:
diversifying exports, gaining inser-

NOTES

'IDB/INTAL (2015).

2 Between 2005 and 2014, 40% of the loans received by
the region from China went to infrastructure projects.
See Gransow (2015).

3 This is, however, a global phenomenon. We have only
to recall ChemChina’s incursion into the Italian company
Pirelli (2015) or the Swiss company Syngenta (2016).

4 Giordano (2015). The report shows that, between July
2014 and June 2015, the value of global trade declined
by 11.8%, a fall equivalent to a third of the 2008-2009
commercial collapse.

5See the interview with Sheng in the current issue and
Sheng (2015), available at www.weforum.org.

€ Mckinsey too is optimistic about the changes in China.
While predicting that there will be fewer new jobs and
that income will stagnate, he assures that it will gain

BIBLIOGRAPHY

Frey C., Osborne M., & Holmes C. 2016. “Technology at
work v2.0. The Future Is Not What It Used to Be.” Oxford
Martin School working paper. Citi GPS: Global Perspec-
tives & Solutions.

Giordano P. (coord.). 2015. Monitor de Comercio e In-
tegracion 2015. La recaida: América Latina y el Caribe
frente al retroceso del comercio mundial. Washington,

Gransow B. 2015. “Chinese Investment in Latin American
Infrastructure: Strategies, Actors, and Risks.” In: Dussel
Peters E. & A. Armony (coords.). Beyond Raw Materials
Who are the Actors in the Latin America and Caribbean-
China Relationship?. Buenos Aires: Nueva Sociedad &
Red ALC-China.

Gruss, B. 2014. “After the Boom-Commodity Prices and
Economic Growth in Latin America and the Caribbean.”
Working Paper No. 14/154. International Monetary Fund
(IMPF).

Inter-American Development Bank (IDB). 2015. INTAL

tion in global value chains, nurturing
small and medium enterprises, reduc-
ing trade friction, training public of-
ficials, moving toward transparency in
regulations,® raising incentives for local
competition and external cooperation,
expanding the scale of transfer poli-
cies, improving environmental stand-
ards, promoting food security, social
inclusion, investing in innovation and
technology, adding value, and creating
quality employment.

The days of favorable winds from
the East and plain sailing have come
to an end. It is time to chart a creative
course, to lucidly calibrate an integra-
tion strategy that allows us to overcome
the difficulties presented by the rough
sea of globalization in the twenty-first
century. To come back to Confucius, we
have to stay busy and worry less. The
opportunities are still there.m

share in the British market and will continue to import
primary goods. See Orr (2016), available at www.mck-
insey.com.

"Frey, Osborne, & Holmes (2016).

¢ Jiang (2015). Available at http://www.chinadaily.com.

ee the document by the World Bank and the Develop-
ment Research Center (2013). On the impact of produc-
tion shocks, see Gruss (2014).
©The last issue of Integration & Trade looked in depth
into the question of the impact of new technologies on
trade and regional integration.
A case of concentration such as may occur in the pri-
mary sector with genetically modified seeds.
2 DB (2015). Available at http://www19.iadb.org/intal/
conexionintal/?lang=en.
3|CTSD (2016). Available at http://www.ictsd.org/.

Connection. No. 232. December 2015.

Inter-American Development Bank/Institute for the In-
tegration of Latin America and the Caribbean (IDB/IN-
TAL). 2015. MERCOSUR Report No. 20. Technical Note
No. IDB-TN-876.

International Centre for Trade and Sustainable Develop-
ment (ICTSD). 2016. Strengthening the Global Trade and
Investment System in the 21st Century. Geneva: ICTSD.
Jiang W. 2015. “Tianjin plans world’s largest animal clon-
ing Factory.” China Daily, November 23, 2015.

Orr G. 2016. “What might happen in China in 2016?.” Mc-
Kinsey, January 2016.

Sheng A. 2015. “What can Douglass North’s work tell us
about China’s future?.” World Economic Forum, Decem-
ber 21.

World Bank & Development Research Center. 2013. “Chi-
na’s Growth through Technological Convergence and
Innovation.” In: China 2030: Building a Modern, Harmoni-
ous, and Creative Society. Washington, D.C.: World Bank.

INSTITUTE FOR THE INTEGRATION OF LATIN AMERICA AND THE CARIBBEAN

INTAL
CONNECTION

Better Connected / Better Integrated

Monthly analysis

from experts, and a
complete information

on the region’s integration
and trade.

New
SITE! — /

The “Monthly Newsletter”
is now called:

“INTAL Connection”

www.iadb.org/intal

\IBID

Banco Interamericano
I

de Desarrollo




CHINA’S GROWTH IN RECENT DECADES PRODUCED PRO-
FOUND MOVEMENTS IN THE GLOBAL GEOPOLITICAL
CHESSBOARD. WHAT WERE THE TOOTS OF CHINESE DE-
VELOPMENT AND ITS DIFFERENT STAGES. WHAT LESSONS

Latin America From Production Who attract
in China’s new to Consumption: investments?
reform The Transforma-
era tion of China by
2050

Edmund Phelps
Nobel Laureate
in Economics

CAN LEARN LATIN AMERICA AND THE CAR AN FROM
ASIA. IN A NEW SCENARIO \c‘ OBAL ,TILITY, ow
WE CAN MOVE FORWARD INTO A WIN-WIN COOPERATION

FOR BOTH REGIONS.

Strategic China and the Interdisciplinary
partnership IDB: partners studies for a

for prosperity common
research
agenda

Rhys Jenkins

University
of East Anlia



E‘

atin America
sqou\d learn

e Chinese

reclipe to
fEINISHIN
oroductivity

JJ

7
EpMUND PHELP
Nobel Laureate
in Economics ' ”




The Nobel Laureate in Economics,
Edmund Phelps, knows the Chinese
economy like no other top international
academic. Although he operates from
Columbia University, New York, where
he teaches Macroeconomics and directs
the Center on Capitalism and Society, he
spends a large part of the year in China.
Phelps is also Dean of the prestigious
New Huadu Business School, based in
Fuzhou, Fujian Province, and has study
centers in Beijing, Shanghai, and Zurich,
Switzerland. In 2014, the Chinese gov-
ernment presented him with the Friend-
ship Award, one of the highest honors
the country can offer a foreigner, which
prize he received from the hands of
Prime Minister Li Kegiang. In the follow-
ing interview, the Nobel Laureate argues
that innovation has been the key to the
dynamics of growth in the Asian giant,
that the model must be transformed so
that investment continues to be profit-
able, and that Latin America should fol-
low much of China’s recipe to raise its
productivity.

What do you think about the de-
velopments in the Chinese model of
growth?

| think the Chinese model is in the
process of being changed. Premier Li
Kegiang is pushing very hard to trans-
form the economy into a highly innova-
tive economy. Of course that is going
to be a long and difficult road but they
made considerable progress in that di-
rection. | think that is being overlooked
by many commentators on China. But
it is this tremendous spirit of innova-

tion that has swept through the country.
Especially young people are all thinking
about start-ups and... On the other hand
young people are also being warned not
to join the start-up sector because it is
so risky. So young people are intrigued
and excited by this idea of innovative
enterprises but they are also a little
scared.

How important has innovation been
in China’s development over the last
decade?

Oh, yes, very important. | am encour-
aging that. | started getting involved in
this in 2010 when | became the Dean of
the New Huadu Business School in Fu-
zhou, the capital of the Fujian province.
And yes, | have been encouraging the
students to be bold, to brave the un-
known and go on a journey of explora-
tion and creation. | have been doing it
since 2010 and | still do it.

Do you think China could maintain
this extraordinary rate of growth?

| think it is evident that China has
passed the time in its development

EDpMUND PHELPS

He was BORN IN 1933 IN THE cITY oF CHICAGO. A
GRADUATE FROM YALE AND A PROFESSOR AT COLUMBIA
UNIVERSITY, HE RECEIVED THE NoOBEL PRIZE FOR Eco-

NoMICcS IN 2006 FOR HIS STUDIES ON GROWTH, WAGES,
AND EMPLOYMENT. HE MARRIED THE ARGENTINE, VIVIANA
MONTDOR, IN 1974.

Edmund Phelps and Li Kegiang, Premier of the State Council of the People’s Republic of

China.

where it could expect to grow at a two
digit rate like 12% or 11% or 10%. It looks
like China has to expect a much lower
growth rate because if China has al-
ready taken advantage of the low line
fruit that had been there for the picking
moving labor away from the west where
it had zero productivity into cities on the
coast. That was a huge improvement in
the efficiency of the economy. But you
can only do that once. Now most of the
labor is already in cities, in factories
buildings. Now | know a lot of people are
talking about transforming China into a
consumer good economy with empha-
sis on services. And that will of course
increase well-being in China that will
have better schools, better hospitals.
Moving resources from the capital good
sector to the consumer goods sector is

not going to increase the growth rate. If
anything it is a recipe for slower growth.
But as | was saying before, the opportu-
nities for huge productivity gains have
been used up, there have been diminish-
ing returns to investment. In the process
of taking advantage of these opportuni-
ties, first the biggest ones, the biggest
opportunities, and then later the smaller
ones. The consequence of that is that
the investment has run into diminish-
ing returns and | don’t think that the
emergence of a consumer goods sector
will offer huge rates of return to invest-
ment. | don’t think so, | think there will
be only modest returns to investments.
So that’s why it’s so important that the
real transformation that is needed is to
transform every industry into a more in-
novative operation, a more innovative
mode of operation.

What lessons should Latin Ameri-
can countries learn from the Chinese
model?

| think the lesson must be staring
Latin America in the face. The lesson is
that it is possible to transform a rath-
er low productivity economy relative
to the US, Scandinavia, Germany and
France and transform it into a mid-
dle income economy or perhaps even
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LATIN AMERICA
CAN BEGIN A
TRANSITION

TO A MORE EFFICIENT

ECONOMY, BUT
SECONDLY A MORE
INNOVATIVE ECONOMY

a somewhat higher income economy.
China has shown the possibility of go-
ing from an abysmally low productiv-
ity to a middle income economy based
on mid-size levels of productivity. And
now China of course is going to test
the hypothesis that it can make a fur-
ther transformation into an innovative
economy and of course Latin America
ought to be looking at how that experi-
ence works out. | am not recommending
that they wait to see how China does. |
think that Latin America should also be
attempting to reform enterprises into
more innovative operations.

How do you evaluate the Asian gi-
ant’s monetary policy? How might the
currency evolve after the latest devel-
opments?

Well | think the stock market has
already fallen enormously. | don’t think
it’s a foregone conclusion that it will fall
further. | don’t expect that. As for mon-
etary policy, the interest rate is pretty
high in order to keep the Chinese cur-
rency, the yuan, pretty high. And now
over the past 4 or 5 years the govern-
ment has allowed a slow decline of the
real exchange rate in China, visibly the
dollar and the euro. | think some oth-
er countries in Asia have depreciated
more so that the yuan was appreciating
against the Asian currencies but depre-
ciating against the dollar and the euro.
| don’t have any forecast to make about

monetary policy in the future. | think
monetary policy has already done a lot
and it remains to be seen what tasks
monetary policy might have to under-
take in the future.

How can the region incorporate
value-added to its primary exports to
China?

Certainly Argentina historically has
been a country whose comparative ad-
vantages lies in natural resources so it’s
certainly not surprising that when China
appeared, rose up in the global econo-
my, that Argentina would be exporting
some of its resources or resource inten-
sive products. | think it would take quite
a transformation to Latin America be-
fore that ceases to be the pattern. But
to the extent that Latin America can
begin a transition to first of all a more
efficient economy, but secondly a more
innovative economy, to the extent that
if Latin America succeeds in that it will
become less export dependent and we
will be able to rely more on a diverse set
of products. | don’t think that the trans-
fer of technology is something that is
extremely difficult. It goes on all the
time in the European countries and in
North America. The whole history of the
west in recent decades has been one of
a convergence of productivity levels.
Sooner or later all the technology gets
copied overseas but of course if you
want to be at the frontier if you want to
be ahead of the pack then you have got
to do your own indigenous innovating.

How would you recommend the re-
gion’s countries to negotiate with Chi-
na? Bilaterally or multilaterally?

| think it is pretty clear that if some
Latin American countries can form an
alliance such as the Mercosur... The Mer-
cosur organization might be useful. You
might also wanna team up with Mexico B
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LATIN AMERICAN EXPORTS AND MARKETS

HAVE FOR DECADES SUPPORTED CHINA’S DOMES-

TIC POLICY OBJECTIVES. THE REGION WILL BE OF

CONTINUED INTEREST TO CHINA AS THE CHINESE

LEADERSHIP EMBARKS ON A NEW, COMPREHENSIVE

PROGRAM OF ECONOMIC REFORM. BEIJING IS RELYING

GROWING GLOBAL “OPENNESS” TO PROMOTE ECONOMIC

UPGRADING, TRADE, AND EFFICIENT USE OF EXCESS CAPITAL AND PRODUC-
TION CAPACITY. TO ACHIEVE THESE OBJECTIVES AND A BROADER “ECO-
NOMIC TRANSFORMATION” (2755 H57), CHINA HAS BEGUN MAJOR DIPLO-
ECONOMIC PROJECTS IN AsiA AND EuropPE, sucH As ONE BEeLT, ONE
RoaAD AND THE ASIAN INFRASTRUCTURE BANK. THOUGH FAR SMALLER IN
SCALE, CHINA’S NEWLY-ANNOUNCED COOPERATION, INVESTMENT, AND FI-
NANCIAL AGREEMENTS IN LATIN AMERICA ARE ALSO CLOSELY ALIGNED WITH
BEIJING’S NEW REFORM AGENDA. |F THEY COME TO PASS, CHINA’S NEWEST
INVESTMENT AND INFRASTRUCTURE PROJECTS COULD BE A MAJOR BOON
FOR THE LATIN AMERICA, RATHER THAN CONFINING IT TO THE LOWER RUNGS
oF PAcIFIC VALUE cHAINS. THE CHALLENGE FOR LATIN AMERICA WILL BE
TO ATTRACT MUCH-NEEDED CHINESE INVESTMENT WHILE ENSURING THAT
PROJECTS ARE DEMAND-DRIVEN AND PROMOTING OF LONG-TERM, RESPON-

SIBLE, AND SUSTAINABLE ECONOMIC GROWTH.

The Latin America and Caribbean
region has historically ranked fairly low
on China’s list of foreign policy priori-
ties. Political ties were evident as far
back as the Mao Zedong era, when the
Chinese Communist Party (CCP) estab-
lished like-minded allies throughout the
region. But commercial activity and in-
vestment were fairly limited---the result,
in large part, of geographical distance
(Sheng & Pan, 2012, May 26, 2015 and
Devlin, Estevadeordal, & Rodriguez-
Clare, 2006, pp. xiiv).

Latin America has steadily grown
in importance to China since the CCP
introduced market-oriented reforms
in the 1980s. The region’s commodi-
ties and markets have since supported
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China’s economic growth model, which
relied heavily on exports and a process
of unprecedented urbanization. Chi-
na became a critical partner for Latin
America during this period, although
the commercial relationship has been
fairly imbalanced, with Latin America
exporting mostly primary commodities
and importing Chinese manufactures.
The China-Latin America relation-
ship will continue to be shaped by
trade complementarities, but is poised
to grow in new and promising ways as
China embarks on yet another round of
economic reforms. As indicated in the
draft of China’s soon-to-be released
13th Five-Year Plan, Beijing is relying
growing global “openness” to promote

economic upgrading, trade, and efficient
use of excess capital and production ca-
pacity. To achieve these objectives and a
broader “economic transformation” (£23%
A1), China has begun major diplo-eco-
nomic projects in Asia and Europe, such
as One Belt, One Road and the Asian In-
frastructure Bank. Though far smaller in
scale, China’s newly-announced coopera-
tion, investment, and financial agreements
in Latin America are also closely aligned
with Beijing’s newest reform agenda. If
they come to pass, China’s reform-mind-
ed proposals will focus on a wider variety
of sectors than in previous decades---a
promising prospect in the face of declin-
ing commodities prices.

LATIN AMERICA’S ROLE IN CHINA’S
ECONOMIC REFORMS: A HISTORICAL
OVERVIEW

China’s post-Mao Zedong economic
history can been divided into two phases.
The first began in the late 1970s, at the
end of the Mao Zedong era. In 1978, then
paramount leader Deng Xiaoping began
an experiment in economic openness and
development that shaped much of China’s
economic policy-making over the next
three decades. In addition to introducing
critical market reforms under the banner
of “socialism with Chinese characteris-
tics,” it was during this time that China
sought enhanced partnerships with Latin
America and other regions in support of
domestic objectives.

The second phase corresponds with
China’s newest attempt at economic over-
haul, which was broadly outlined in the
1th and 12th Five-Year planning periods
(1996-2010; 2011-2015), but more clearly
articulated once President Xi Jinping took
office in 2013. Though still supportive of
Deng-era principles (and cautiously re-
spectful of Mao-era ones), the “Xi era” is
characterized by its divergence in terms
of economic and foreign policy. As China’s

%
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new paramount leader, Xi Jinping is pur-
suing an even more complex and far-
reaching domestic reform agenda than
Deng and other predecessors (Xinhua,
August 20, 2014; Rosen, 2014), a larger
Chinese footprint in nearly every region
of the world, and an increasingly promi-
nent role for China in global economic
governance (Cohen, 2015).

Though distant from and compara-
tively foreign to China, Latin America
played an important role in China’s ini-
tial reform era. The region will continue
to be a key partner for China as it em-
barks on a new phase in economic de-
velopment.

PHASE ONE:
“REFORM AND OPENING-UP”

China’s post-Mao reform agenda
(known as X&EFiHLZ or “reform and
opening up”) is generally attributed

,—.:-

announced during Presi-

BY THE NUMBERS

with the region. And the
“6” in this framework re-

The “1+3+6 7 coopera- fers to the six industries in
tion framework” was first which China will focus its

to Deng Xiaoping, who provided the
“steady hand and the political skill”
needed for China to begin developing
into the economic powerhouse that it
is today (Vogel, 2011). Deng’s reforms
included the incremental introduction
of market principles and measured
overseas engagement. The emphasis
on market “openness” was further pro-
moted by Deng’s handpicked succes-
sors, Jiang Zemin and Zhu Rongji, when
they assumed control of the economic
reform movement in the 1990s. In 1999,
Jiang and Zhu introduced the “going-
out” strategy in an effort to supple-
ment domestic supply of raw materials,
establish new export markets, and im-
prove the international competitiveness
of Chinese firms.

Although China had established rela-
tions with many Latin America and Car-
ibbean countries in previous decades,
economic relations expanded measur-

lined above.

Premier Li also intro-
duced a new numerical
policy - the “3+3” model

attention (and money) in for Sino-Latin America

dent Xi Jinping’s trip to the coming years: energy economic cooperation -

Fortaleza, Brazil for the and resources,
ture construction, agricul-

BRICS Summit in 2014.

infrastruc-  during his visit. This policy

proposes cooperation be-

The “1” here means one ture, manufacturing, sci- tween Chinese and Latin

plan, referring to the Chi-
na-CELAC Cooperation innovation,
was made public following
the China-CELAC ministe-
rial meeting in Beijing in

to the economic “engines”
- trade, investment, and fi-
nancial cooperation - that focused
will drive China’s relations

entific and technological
and informa-
Plan (2015-2019), which tion technologies.

Premier Li largely up-
held this new framework tion technology (3). Li si-
during his trip to Latin
January 2015.The “3” refers America in May 2015. The
tens of billions in deals an-
nounced during that trip
overwhelmingly  dustries.
on the “6” industries out-

American enterprises, so-
cieties, and governments
(3) in logistics, power
generation, and informa-

multaneously proposed a
$30 billion special fund to
develop production capac-
ity in these and other in-
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THE NUMBER 1 MEANS
ONE PLAN, REFERRIN
TO THE CHINA-CELAC
COOPERATION PLAN

ably in 1990s and early 2000s, as the
government promoted more overseas
activity. It was in the mid-1990s that
Chinese state-owned enterprises began
establishing a marked presence in the
region’s oil & gas, mining, and agricul-
tural sectors.

China’s global trade grew rapidly
following accession to the World Trade
Organization in 2001. China’s demand
for commodities from Latin America
and other regions also grew at a remark-
able rate as new social and economic
policies triggered a construction boom,
the mass migration of rural residents to
urban centers, and other demand-in-
ducing outcomes. China’s share of Latin
American exports climbed from around
1 percent in 2000 to 7.6 percent in 2009
(Rosales & Kuwayama, 2012). Four
years later, Latin American and Carib-
bean exports to China made up about 2
percent of the region’s total GDP (Ray &
Gallagher, 2015).

Latin America also became an im-
portant (though not a top) destination
for Chinese exports during this time
period. Once comprised almost entirely
of low-skill labor-intensive manufac-
tures, China’s exports to Latin America
and the Caribbean evolved over the
past decade to include a numerous
high-tech goods. Chinese cars are now
prominent throughout the region, in-
cluding in Brazil, Peru, Venezuela, and
Colombia. Chinese cell phones, com-

A NEW ERA

puters, and household appliances are
also increasingly popular options for
Latin American consumers. Chinese
companies (e.g., Huawei, ZTE, and Le-
novo) are now competing with US, Ko-
rean, and Japanese in Latin America
and other markets.

Chinese engagement in Latin Amer-
ica has also supported various other
government and firm-level objectives.
The State Administration of Foreign Ex-
change (SAFE) and China Investment
Corporation (CIC), China’s sovereign
wealth fund, have sought to put China’s
reserves to good use by investing a va-
riety of Latin American sectors and in-
dustries (Xue & Xu, 2015). China’s policy
banks, China Development Bank (CDB)
and China Ex-Im Bank, provided tens of
billions in finance to Latin America and
the Caribbean between 2005 and 2013,
much of it tied to commodities export
or the use of Chinese equipment or
companies (Gallagher, Irwin, & Koleski,
2012). As Erica Downs (2013) explains,
certain energy sector contracts pro-
vide employment for excess national oil
company (NOC) service teams. Others,
such as China’s 2014 investment in Bra-
zil’s pre-salt oil fields, are thought to fa-
cilitate Chinese NOC acquisition of ad-
vanced technologies (Mendoza, 2015).

Despite the rapid growth in China-
Latin America relations in this first
phase of post-Mao development, the
region has accounted for a relatively
small share of China’s overall trade and
an even smaller share of Chinese for-
eign direct investment (6.2% and 13.3%,
respectively, in 2013, according to the
National Bureau of Statistics of China).
For Latin America, however, China’s
growing presence over the past three
decades was transformative. China
is now the top trade partner for Peru,
Chile, and Brazil and the second largest
trade partner for several other countries
in the region. In 2013, China surpassed
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the United States as the top destination
for Chinese exports. Chinese demand
contributed to considerable growth in
the region’s extractive and agricultural
sectors and, for a time, in regional GDP.
But the region’s reliance on raw mate-
rials export to China left many coun-
tries exposed when commodity prices
dropped in 2014.

PHASE TWO:
A “NEW 30 YEARS”?

For many, President Xi Jinping’s
wide-ranging domestic and interna-
tional initiatives are indicative of a new
era in Chinese economic and foreign
policy. This is a “new journey of reform,
opening up, and modernization,” as
Minister of the State Council Informa-
tion Office Cai Mingzhao described Xi’s
foreign policy outlook (in China.com.cn,
October 23, 2014). A Ministry of Com-
merce (MOFCOM) official interviewed
by finance magazine Caijing character-
ized Xi’s overseas policies as a “new 30
years,” following on the approximately
30-year-long Mao Zedong (1949-1976)
and Deng Xiaoping (1978-2013) eras
(Cohen, 2015).

The comprehensive program of eco-
nomic reform announced by President
Xi and other leaders in November 2013
is the “boldest ever,” according to Xin-
hua commentary in August 2014, dra-
matically expanding on Deng’s notions
of “reform and opening-up.” The pro-
posed reforms---articulated in the “De-
cision of the Central Committee of the
Communist Party of China on Some Ma-
jor Issues Concerning Comprehensively
Deepening Reform” document---are
extensive by all accounts. In addition to
reforms to fiscal, competition-related,
financial, foreign trade, and foreign in-
vestment policy, the “Decision” is also
a “manifesto on modernizing govern-
ance,” according to Daniel Rosen (2014).
Rosen views Xi’s “sweeping overhaul”
as a departure from China’s 30-year-old
growth model. It is an indication that
“China’s development model is obsolete
and urgently in need of replacement.”

Xi’s foreign policy is also thought
to be different from that of previous
Chinese leaders. In his recent book, Xi
Jinping: The Governance of China, Xi
presents himself as a “strong advocate
of...[the] core tenets of Chinese foreign
policy evident since at least the advent

of the reform era and often earlier”
(Swaine, 2015). While there is consider-
able continuity in Xi’s foreign policy, his
approach is described as more proac-
tive or assertive than that of previous
leaders (see Swaine, 2015 and Zhang,
2015). These arguments are often made
in reference to Chinese dealings in mar-
itime Asia, but encompass China’s per-
ceived challenge to existing principles
of global economic governance, as well
as heightened Chinese diplomatic and
economic engagement in most every
region of the world.

The One Belt One Road (OBOR) ini-
tiative, which includes the land-based
Silk Road Economic Belt (SREB) and
the 21st Century Maritime Silk Road, is
an example of the Xi administration’s
“proactive and enterprising” diplomacy
in a multipolar, globalized, and develop-
ment-oriented world, according to Zhao
Kejin and Yan Xuetong (in The Diplo-
mat, April 9, 2015). Although it will be
in the planning phase until 2021 (Cohen,
2015), the OBOR is intended to achieve
a wide range of reform-related, politi-
cal, and security objectives. Silk Road
projects will leverage China’s advantag-
es in finance, markets, technology, and
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production capacity, according to Chi-
nese political scientist Zheng Yongnian.
One Belt, One Road development is
also intended improve China’s “capac-
ity for transnational operations” and
establish “foreign trade strongholds”
and “production bases” (Kratz, 2015).
Promoting economic development in
the troubled western province of Xinji-
ang, where separatist violence has been
on the upswing, is another motivating
factor, as is securing long-term energy
supply (McBride, 2015). The AlIB---the
centerpiece of the OBOR---will provide
much of the finance needed to advance
Silk Road infrastructure projects, but
also supports China’s goal of increasing
its leadership role in global economic
governance, as indicated in the draft
13th Five Year Plan.

Latin America is not an official stop
on the new Silk Road and, with the ex-
ception of Brazil, is not affiliated with
the AIIB or New Development Bank.
But China’s recent initiatives in Eura-
sia and Latin America share many key
traits. Like the OBOR, China’s new for-
eign policy agenda in Latin America is
largely intended to support Beijing’s in-
creasingly critical economic and social
reform agenda. Resources and markets
will continue to feature prominently in
the China-Latin America dynamic, but
China is looking to Latin American and
other regions to support its process of
“economic upgrading and rebalancing,”
as Peking University international rela-
tions professor Jia Qingguo writes (Co-
hen, 2015).

The 1+3+6 and 3x3 frameworks,
which were announced during President
Xi Jinping’s and Premier Li Kegiang’s
recent trips to Latin America, support
industrial upgrading by encouraging
greater involvement of China’s private
and public companies in high-tech and
manufacturing sectors in Latin America,
such as telecommunications, logistics,
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rail and shipbuilding (see Box 1 for a
description of these policies). Though
fairly vague at this point, the 3x3 model
appears to promote the relocation of
some Chinese industrial production to

Latin America.
China’s plans for Latin American in-

Chinese companies have already
made considerable inroads in the six in-
dustries - mining, agriculture, electricity,
clean energy, oil & gas, and rail/ships -
promoted by Premier Li Kegiang during
his 2015 visit to Brazil.

China is a top market for Brazilian
iron ore and soy exports. China’s major
grains trader, COFCO, is seeking greater
involvement in various phases of agri-
cultural production in Brazil and other
countries. The company’s 2014 acquisi-
tion of Dutch firm Nidera, which owns
assets throughout Latin America, sup-
ports this objective.

Chinese electricity transmission gi-
ant State Grid made quick inroads into
Brazil’s transmission market after found-
ing a Brazilian subsidiary in 2009. State
Grid Brazil’s outspoken Chairman, Cai
Hongxian, indicated in 2014 that it’s
“only a matter of time” before his com-
pany expands operations in Brazil be-
yond electricity transmission. Chinese
firms have been eyeing Brazil’'s clean
energy industries for years, though dis-

CHINA IN BRAZIL: “ON THE UP AND UP”

20 25 30 35

frastructure pale in comparison to the
Silk Road objectives, but several new
proposals have been made for infra-
structure projects and finance in the re-
gion. China leaders view these projects
as supportive of both Latin American
infrastructure needs and their own de-

couraged at times by Brazil’s often chal-
lenging investment environment.

Chinese electric car manufacturer,
BYD, chose the city of Campinas (in the
Sao Paulo region of Brazil) for its first
South American manufacturing facility.
Slated to open in 2015, the factory will
manufacture and assemble the world’s
only long-range pure electric transit bus
in South America, as well as related bat-
tery packs. A leader in green technol-
ogy at home, BYD Founder and Chair-
man, Mr. Wang Chuanfu, is also seeking
to build solar panels and energy storage
systems in Brazil. As indicated in a 2014
Dialogue report, Chinese companies
Yingli Solar and AstroEnergy are also
active in Brazil’s solar industry, having
initiated projects in Ceara and Rio, re-
spectively. Chinese wind energy compa-
nies, Sinovel and Goldwind, are looking
for space in the country’s booming wind
industry.

China’s national oil companies are
also on a steady course to grow their
presence in Brazil’s upstream. Chinese

velopment objectives. Chinese overseas
infrastructure projects often facilitate
the movement of commodities from
mine, energy asset, or farm to port, and
address China’s labor, steel, and other
deficits. If built, the Curaba-Santarem
railroad in Brazil will transport soy from
Curaba in Mato Grosso (Brazil’s top soy-
producing region) to the Santarem port
at the mouth of the Para River. There
are indications that China Development
Bank could finance the railway, possibly
in exchange for exports of soy or the
use of Chinese equipment or compa-
nies. China is pursuing similar objectives
in Argentina, by means of the China De-
velopment Bank and ICBC-backed Bel-
grano Cargas rail line restoration. The
rail network connects Argentina’s major
soy producing regions to neighboring
countries.

oil companies have acquired stakes in
Repsol Brazil, Statoil’s Peregrino field,
and Galp Energia Brazil in recent years.
Together, CNOOC and CNPC maintain
a twenty percent stake in the Libra
pre-salt consortium. And Premier Li
announced yet another multi-billion
dollar loan for Petrobras during his
May visit.

Shipping has been a source of con-
tention between China and Brazil. China
for two years prevented Vale’s Valemax
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Chinese government officials have
also expressed interest in financing
trans-regional transport infrastructure,
including the Peru-Brazil railway, a
Venezuela-Colombia oil pipeline, a “dry
canal” in Colombia that would run from
the Atlantic Coast to the Buenaventura
port on the Pacific, a tunnel connecting
Chile and Argentina, and other projects
largely aimed at transporting raw mate-
rials and other goods to Pacific ports. In
addition to supplementing China’s raw
materials supply and/or facilitating con-
tracts for Chinese firms, there are also
geostrategic motivations behind these
projects. Shipping raw materials and
other goods to China across the Pacific
could provide an alternative to other
transport routes that are unsafe or cost-
ly (Koch-Weser, 2014).

Like with OBOR, China has an-

ships from docking in Chinese ports,
likely at the behest of Chinese shipping
giant COSCO. Vale and COSCO recon-
ciled their differences in advance of Li’s
visit, however, by firming up agreements
to transport iron ore to China.

If history is any indication, it’s unlikely
that all of the deals and agreements an-
nounced during Li’s visit will come to
fruition. China is nonetheless laying the
groundwork bigger investment in Brazil
and other Latin American nations.
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nounced billions in finance for new Lat-
in America projects and frameworks. In
addition to the tens of billions in bilater-
al loans issued to some Latin American
nations (e.g., Venezuela, Brazil, Ecuador,
and Argentina) over the past few years
(see chart below), China confirmed a $10
billion line of credit for Latin America in
September 2015 focused on develop-
ing the region’s productive capacity in
the 3x3 model’s key industries. Another
approximately $30 billion in investment
and finance was announced in Brazil in
May, largely directed toward those eco-
nomic sectors outlined in the “1+3+6”
framework (see Box 1). A $20 billion
dollar credit line for infrastructure de-
velopment was promised in association
with the China-CELAC Forum. An addi-
tional $10 billion is being funneled to the
BRICS-led New Development Bank.

Latin America in the 13th
Five-Year Planning Period

Consistent with Xi Jinping’s ap-
proach to economic and foreign policy,
Latin America can expect both continu-
ity and divergence in terms of Chinese
engagement in the coming years. The
region has been a critical source of raw
materials and an important destination
for Chinese exports for multiple dec-
ades and will continue to be so by all
accounts.
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China’s slowing growth has had a
downward effect on commodities pric-
es, dealing a considerable economic
blow to Latin America’s major raw ma-
terials exporters. But still high rates of
Chinese demand for Latin America ag-
ricultural, energy, and other resources
are expected in the near-, medium-, and
long-term. In their Inter-American De-
velopment Bank publication, Espinasa,
Marchan, and Sucre (2015) indicated
that China will remain the dominant
driving force behind the rise in global
energy demand. By 2025, China’s share
of global energy demand is projected to
rise to 31 percent, reaching 3,802 million
tons of oil equivalent.

Demand for agriculture is also soar-
ing. China’s need to supplement inter-
nal production with foreign agricultural
is urgent, especially in the case of soy.
Driven by commercial policy and grow-
ing demand, soybean imports are pre-
dicted to rise to around 83 million tons
in 2024 (soy imports totaled 63.38 mil-
lion tons in 2013 and 71.4 million tons
in 2014). Demand for meat, fruit, milk,
and eggs has also grown across all in-
come groups in recent decades. These
and other factors likely contributed
to Xi Jinping’s projection in January
2015 that China and Latin America will
achieve $500 billion in total trade over
the next ten years.

The relationship is also changing

in some fairly dramatic ways. Chinese
public and private firms are investing
to a considerable degree not only in
natural resource-related sectors in Latin
America, such as mining, oil, and agri-
culture, but also in the various industries
promoted in Chinese new “cooperative
frameworks” (see Box 2 for examples
in Brazil), although many, such as Chi-
nese telecommunications giant Huawei,
wait years before turning a profit in the
region (author interview with Huawei
official, April 14, 2015). Recent reform-
minded changes to overseas investment
policy, such as MOFCOM’s 2014 easing
of the approval process for overseas
investment, have opened the door for
more in the way of overseas deal-mak-
ing. These and other plans to support
the country’s private enterprises will
also change somewhat the makeup of
Chinese companies in the region.

The China-Latin America relation-
ship will be shaped in the coming years
by China’s progress toward economic
reform. Assuming that China achieves
“economic transformation,” demand for

FIGURE 2

A NEW ERA

certain minerals will decline as the Chi-
nese economy shifts from resource-in-
tensive industry and into service provi-
sion (Espinasa, Marchan, & Sucre, 2015).
Rising consumption in China would
provide new opportunities for Latin
American exports, however. Further
OBOR-related value chain integration
throughout Eurasia could have both
positive and negative consequences for
Latin America. The indirect effects on
Latin America’s trade in raw materials
would likely be positive, for example.
But improvements in Eurasian “con-
nectedness” could negatively affect
Latin America’s export competitiveness.

If they come to pass, China’s new-
est investment and infrastructure pro-
jects could be a major boon for Latin
America, rather than confining it to the
lower rungs of Pacific value chains. The
challenge for Latin America will be to
attract much-needed Chinese invest-
ment while ensuring that projects are
demand-driven and promoting of long-
term, responsible, and sustainable eco-
nomic growth.l

CHINESE STATE-TO-STATE FINANCE IN LATIN AMERICA, 2005-2014
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NOTES

The Inter-American Dialogue, in cooperation with Boston
University’s Global Economic Governance Initiative, tracks
Chinese state finance to Latin American
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THIS PAPER DESCRIBES POSSIBLE SCENARIOS

FOR THE MAKEUP OF CHINA TOWARD THE YEAR

2050 SHOULD THE PLANNING ADOPTED BY THE

B | CHINESE AUTHORITIES TO CONTINUE THE PROCESS
£ . OF TRANSFORMATION BEGUN BY PRIME MINISTER
DENG XIAOPING AT THE END OF THE 1970s BE suc-

CESSFUL. BASED ON OFFICIAL DOCUMENTS AND WORKS BY
CHINESE SPECIALISTS, IT REVIEWS THE PROGRESS EXPECTED IN THE PERIODS
2010-2030 AND 2040-2050 AT THE LEVELS OF THE ECONOMY AND

TRADE, AND CITIES AND COUNTRYSIDE, POLITICS AND GOVERNMENT, INTER-
NATIONAL CONNECTIVITY, AND SCIENCE AND TECHNOLOGY. IT CAN BE CON-
CLUDED THAT CHINA HAS A HIGH PROBABILITY OF ACHIEVING A RELEVANT
PORTION OF THE INTERNATIONAL INTEGRATION DEVELOPMENT GOALS THAT
IT HAS SET FOR ITSELF, AND THAT THIS WILL INVOLVE SIGNIFICANT TRADE
AND FINANCIAL OPPORTUNITIES FOR LATIN AMERICA AND THE CARIBBEAN.
HOWEVER, UNLESS IT JOINS FORCES AND WORK CONCERTEDLY WITH MEDI-
UM- AND LONG-TERM HORIZONS, IT IS ESTIMATED THAT THE REGION WILL SEE
ITS EXISTING ASYMMETRIES WITH CHINA DRAMATICALLY MULTIPLIED OVER

THE DECADES TO COME.

REFORM AND TRANSITION:
THE PATH TO DEVELOPMENT

After Cultural Revolution, Deng Xi-
aoping proposed the national objec-
tive of achieving for China the status of
“moderately prosperous society” by the
year 2020. With that in mind, a growth
model was launched based on external
economic and financial openness, ex-
panded consumption, raising the level
of technology in industry, the inter-
nationalization of the yuan, increased
competitiveness, and the development
of Chinese “soft power” (Deng, 1994).

Against this background, Chinese
leaders devised their own strategies for
reform, which are different from those
applied by other socialist economies: a
cumulative endogenous model of mu-
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tual strengthening in the interaction be-
tween the market, institutional change,
technical innovation, and economic be-
havior (Jefferson & Rawski, 1994).

We are looking at a socialist state
geared to development and turning to
markets and deregulation, but, at this
stage, still retaining a clearly predomi-
nant role in terms of state ownership,
control of distribution and finance, and
economic planning (BEH, 2007). Never-
theless, it is already working toward the
right balance between market forces
and the state. This search for harmony
is a central challenge: it is not a ques-
tion of intervening in the economy or
not—all States do so in one way or the
other—but to what extent, in what way,
and in what sector it is done.

The process was divided into three

stages:

1 Ensuring the survival of the population
(food for subsistence).

2) Reaching a medium level of develop-
ment.

3) Implementing an advanced stage of
modernization and transformation, placing
it in the top global positions between 2040
and 2050, around the centenary of the end
of imperialism in China.

The Twelfth Five-Year Plan realistically
identifies new challenges linked to the pro-
cesses of change and transformation at the
international and internal levels (Jia & Li,
201D.

In the internal framework, the Plan points
to the imbalance between investment and
consumption, the disparities in income dis-
tribution between regions, and between
urban and rural areas, still weak agricultural
capacity and scientific-technological inno-
vation, the increase of social conflicts, the
limitations that the environment and the
availability of resources impose on econom-
ic growth, and the absence of an adequate
rational structure in industry.

In this paper, we set out criteria and
guidelines produced by Chinese policy-
making and academic bodies in order to fa-
cilitate understanding of the vision, logics,
and strategies that shaped the direction of
China’s medium- and long-term develop-
ment in its response to changes in the inter-
national system and internal pressures.

SHARE IN WORLD TRADE

In 2009, China accounted for 9.6% of
the total volume of global trade, overtook
Japan, and was ranked as the number one
global exporter. In the next three decades,
China plans to totally transform its industry
and raise the composition of its exports to
the high end of value chains!

Against this background, a 2010 report
from the Ministry of Commerce’s Research
Institute estimated that Chinese foreign




TABLE 1

SOME REQUIREMENTS TO BE MET FOR DEVELOPMENT OF INTERNAL MARKET

} Ensuring the country’s social and political stability.

} Possessing a modern, efficient, honest bureaucracy.

} Maintaining open policies with an emphasis on developing the internal

market and those of neighboring Asian countries.

} Paying particular attention to markets in Africa and Latin America.

stage of the development cycles.

} Restructuring, promoting, and strengthening TNCs and SMEs in China

to achieve adequate growth rates for the anticipated needs at each

Source: Own preparation.

trade could achieve that target by 2030
and then start moving toward the role
of “dominant power” in world trade. The
model of imitative economic develop-
ment and extensive trade would even-
tually become an economic model of
innovation/creation and intensive trade.

Such a model would be based on the
advantages to be gained in terms of effi-
ciency, quality, and technology through
modifications introduced into its indus-
tries, trade policies, FDI, and financing.
It is also characterized by a gradual shift
from the emphasis previously placed on

TABLE 2
TOWARD AN INTEGRATED RURAL-URBAN STRUCTURE

} New type of industrialization; modern service industries; modernization

of agriculture and high industrial urban-rural interaction.

} Medium and small cities developed in coordinated fashion with comple-

mentary functions; gradual homogenization of infrastructure.

} Reduction of the urban-rural gaps; growing conversion of rural popula-

tion into urban residents working in manufacturing and services.

} Administration that moves toward unity and gradually provides equiva-

lent public services.

} Progressive narrowing of the income gap for both sectors.

Source: Based on State Development and Research Center data.
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the goods market to trade in services.

This process was to accompany the
main effort geared, after the 2008 in-
ternational financial crisis, to the expan-
sion and strengthening of the internal
market.

The economist Chi Fulin is one of the
key contemporary figures in the plan-
ning and management of the transfor-
mation process, and acted as coordina-
tor of the work to draw up the Twelfth
Five-Year Plan (2011-2015). Fulin felt
that, in light of the financial crisis, the
demand from European and U.S. mar-
kets would take somewhere between
the medium and long term to recover
fully. This situation created a serious dif-
ficulty for China: a need arose to change
the emphasis previously placed on a
model essentially reliant on exports as
a driver of growth.

As a result, there was a need in this
period to focus efforts on developing
the internal market. Transforming China
into one of the world’s main consumer
markets would bring about equitable
internal social distribution of any bene-
fits, as well as sustainable development
(Chi, 2010a).

To achieve these goals, both the CPC
and the Government are fully aware of
the need to meet certain conditions (Ta-
ble No. 1):

To achieve the rank of relevant
global consumer, while simultaneously
meeting the requirements of equity and

WILL BE THE LIMIT
FOR FOREIGN
TECHNOLOGY

IN 2020

sustainable development, economic
growth during the second phase of the
transition period ceases to be an objec-
tive in itself. It has to be linked primarily
to the ability to boost consumption and
lead to the development and benefit of
all members of the community. Con-
sumption is interpreted as representing
the best pathway to sustainable and eg-
uitable growth.

SECTORS AND DIRECTION
OF CHANGE

Essentially, China intends to carry out
four major transformations: 1) transition
“under the rule of law” from a primary
market economy to a modern economy;
2) transition from an extended economy
to a green economy (low-carbon and
environmentally sustainable); 3) move-
ment from a dual urban-rural structure
to an integrated urban-rural structure;
and 4) transition from a people’s soci-
ety to a civil society (Chi, 2010a).

Point 1 occupies a substantial part of
this work. Given the impossibility here
to analyze the other transformations in
the depth they deserve, we have select-
ed one: Point 3, the problems of dual-
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THE URBANIZATION PROCESS IN THE PRC (2010-2040)

represents 10 to 13 million people.

} 1% of the annual increase in the rural population’s movement to cities

billion mark by 2030.

} The urban population could reach 926 million by 2025 and pass the 1

increase in total GDP.

} Individual consumption in cities is 2.7-3% greater than in rural areas. It

is estimated that the urbanization process will represent an annual 1.6%

} Rural migrants will become the main force of urbanization, boosting the
urban population to 70% between 2002 and 2025.

} With this in mind, 100 cities are to be built in different provinces and
regions for populations of 1 million people each. A further 200 smaller

cities will have populations of 500,000 people each.

Source: Based on State Development and Research Center data.

ity and urban-rural imbalance, which are
perceived as one of the possible deter-
mining causes of greater social and po-
litical instability in the future.

In each of these areas, wide-ranging
programs are being carried out in an at-
tempt to achieve a unitary rural-urban
structure displaying some characteris-
tics (Table 2).2

The urbanization process in Chi-
na advanced approximately 35% be-

TABLE 4

tween the levels of urbanized popula-
tion in 1979 (18.96%) and those in 2013
(53.73%).

Studies carried out by the State De-
velopment and Research Center have
helped design an thirty-year urbaniza-
tion strategy that simultaneously meets
two objectives: to make major progress
in reducing existing asymmetries in in-
come and quality of life among the ur-
ban and rural populations, and to boost

LATIN AMERICA: 2025. URBAN RECONFIGURATION

} Latin America will have an urban population of 85%, bringing about ma-
jor changes in mobility, work, and social life.

will have 10 million inhabitants.

Mexico D.F., Sao Paulo, Rio de Janeiro, Buenos Aires, Bogota, and Lima

e México-Southern United States;

Brazilian GDP)

Argentine GDP).

Latin America will have three urban megacorridors:
® Rio de Janeiro-Sdo Paulo-Campinas (44 million inhabitants and 57% of

e Buenos Aires-Rosario-Cdérdoba (21 million inhabitants and 49% of

Source: IDB (2013).
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consumption.

This vast urbanization program will
generate new economic centers and al-
ter the configuration and hierarchy of
existing ones (Table No. 3).

ECONOMIC-TRADE LINKAGE

The urban-rural structure that the
PRC aspires to in the coming decades
presents encouraging possibilities for
our region. With a carefully planned,
coordinated effort on our part that
takes account of the specific needs
of an emerging middle class and the
limitations of the knowledge and time
available, this new social and territorial
configuration would facilitate the emer-
gence of more balanced axes of coop-
eration and economic-trade linkage.

In principle, the challenge would
become more viable in terms of the ac-
tion to be carried out by the countries,
subregions, and cities of Latin America
and the Caribbean (LAC): how to pro-
vide food and services to Chinese ur-
ban units of a more accessible scale for
our management capacity. The size of
these cities’ populations and the level
of requirements for their development,
particularly in the initial stages, would
facilitate the establishment of a broad
spectrum of links among them, as
through the twinning of these units, for
example.

Also, given the enormous expertise
China is accumulating in the planning
and implementation of such develop-
ment programs, major transfer projects
could be organized to meet the needs
of Latin America’s rapid urbanization
process, that would put us among the
top places in the world by 2025, with
85% of our population living in cities
(Table No. 4).

The new sociospatial configuration
to be adopted by Latin America in a

CHINA BY 2050

relatively short space of time is a chal-
lenge and an opportunity of enormous
importance, both in intra-Latin Ameri-
can terms and in terms of the links to
be developed with the PRC, as well as
other Asia-Pacific countries and India.

Consequently, the direction to be
taken by Latin America must be defined
in light of the context’s demanding re-
quirements of political, economic, so-
cial, industrial, cultural, and technologi-
cal coordination.

As in any other strategic action
undertaken in Asia to reduce existing
asymmetries, it should not be forgotten
that we would not be the only ones en-
couraging this end. Japan, for example,
has had highly sophisticated studies for
several years now, covering the needs of
almost the whole of the emerging mid-
dle class in Asia-Pacific and India.

For these reasons, the brief sugges-
tions, evaluations, and proposals set
out in this paper are focused around
two basic requirements: (a) the press-
ing need to achieve, in the long term, a
higher degree of knowledge and capac-
ity for strategic action over our Asian
counterparts than currently exists, and
b) to overcome, as far as is politically
and economically possible, the current
differences within LAC regarding in-
tegration processes and their differing
objectives, national interests, and exter-
nal insertion, and the existence of com-
plex processes of institutional organiza-
tion and regional decision-making faced
with a relatively unified actor such as
China.

BASIC INDICATORS AND
FEATURES OF GROWTH

Taking into account the complexity,
the multiplicity of actors and factors,
and the scale of the different processes
and stages considered in the planning
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TABLE 5

BASIC ECONOMIC GROWTH MODE FEATURES AT THE PRODUCTION-FOCUSED
AND CONSUMPTION-FOCUSED STAGES

ECONOMIC GROWTH MODE
AT PRODUCTION STAGE

ECONOMIC GROWTH MODE
AT CONSUMPTION STAGE

resulting in loss of resources
and wealth

ULTIMATE Efforts to grow GDP and Search for free and full
OBJECTIVES economic aggregates development of individuals
ECONOMIC Shift from production to con- 2?&5J::?irgncc:)nrisgmi‘;tiimognctgn-
DEVELOPMENT sumptlo_n with em‘pha5|s on sumption. Production executed
MODE production, but with shortfalls

with the aim of satisfying social
demands and promoting the

overall growth of social wealth

ECONOMIC STRUC-

Orientation to heavy indus-
tries, with secondary industry

Orientation to light industry
with tertiary industry playing

for the period of the Second Transfor-
mation (2010-2030/40-50), Table No. 5
summarizes its main features and char-
acteristics (Chi, 2010b).

This table identifies the differenc-
es between the modes of economic
growth corresponding to each stage of
the transformation process (one center-
ing on production, the other on con-
sumption), together with its objectives,
economic structures, acting forces, or-
ganization of production, structure of
consumption, and expected consumer

CHINA BY 2050

attitudes.

Similarly, Table No. 6 shows how
the features of the production-oriented
growth mode differ from the consump-
tion-oriented growth mode.

Tables Nos. 5 and 6 highlight some
of the main qualitative and quantitative
transformations expected to take place
in Chinese society in the next two to
three decades.

Of course, it is impossible to know
if all these goals can be achieved. Many
factors may hamper and disturb, to one

of favorable contexts

ICINS playing the leading role the leading role

FORCES Focus on key factor invest- . o
DRIVING ECONOMIC ments, including funds, Eocus on myest_ment in intel-
GROWTH resources, and the formation | ll9ence, mainly including hu-

man resources

ORGANIZATION OF
PRODUCTION

Large-scale industrial

Mass and customer-tailored

CONSUMPTION

Emphasis on private consumer
satisfaction, focusing products

Emphasis on satisfaction of
demands for small groups

level of savings

SIRUCTURE of individual satisfaction on of people in some products
mass production. Focus on for personal use, based on
both material consumption meeting demand for public
and survival services. Presence of centers

focusing on consumption of
services, luxury products, and
development

(Fi(EDAr\lSILIJ\IPEEE Weak consumption and high | Strong consumption and

reduction in savings

SOCIAL STRUCTURE

Organized in pyramid form

‘| Organized in oval form

maturity

HIFESTYLE Production-centered; focus on | Development-focused; focus on
services for production individual consumer satisfaction

DEVELOPMENT . . .

PERIOI§) Takeoff and evolution to High mass consumption and

search for quality of life

Source: Chi (2010b). Chapter 3, Table 3.1. Author’s translation.
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TABLE 6

BASIC FEATURES OF DEVELOPMENT MODES OF THE PRODUCTION-FOCUSED
AND CONSUMPTION-FOCUSED SYSTEM

PRODUCTION-FOCUSED
DEVELOPMENT MODE

CONSUMER-FOCUSED
DEVELOPMENT MODE

BASIC PHILOSOPHIES

Growth-oriented

Consumer-oriented

expenditure oriented by this
sector

GOVERNMENT To economic construction To public services
ORIENTATION
TAX SYSTEM Construction-focused: tax Public-focused: tax expendi-

ture oriented by public services

TAX SYSTEMS

Production-based

Consumption-based

FINANCIAL SYSTEM

Guided by investment and
production

Designed to serve
consumption

COMMERCIAL POLICY

Export-oriented strategy; large
volume of imports and exports;
strong presence in internation-
al markets

Equal attention to domestic
and international markets,
imports and exports

INDUSTRIAL POLICY

Agriculture as the foundation
and industry with a central role

Focus on tertiary industry,
promoted by development

DISTRIBUTION SYSTEM

Capital-oriented

Work-oriented

SOCIAL SYSTEM

Social insurance based on the
individual or the family; inad-
equate public services

Full social insurance system;
equal access to basic public
services for urban and rural
residents

Source: Chi (2010b). Chapter 3, Table 3.2. Author’s translation.

INTEGRATION m 47
&TRADE




TABLE 7

EXPECTED AVERAGE GDP GROWTH
RATES IN SELECTED COUNTRIES
(2030-2060)

AVERAGE GDP GROWTH IN PPP
(US$, 2005)

COUNTRY 1995 - 2011 | 2011 - 2030 |2030 - 2060
AUSTRALIA 33 31 22
CHILE 39 4 2
JAPAN 0,9 12 14
SOUTH KOREA 4.6 2,7 1
MEXICO 2,6 34 2,7
NEW ZEALAND 27 27 2,6
UNITED STATES 25 23 22
ARGENTINA 3.6 36 22
BRAZIL 33 4 2
CHINA 10 6,6 23
INDONESIA 4,4 53 3,4
INDIA 75 6,7 4
RUSSIA 51 3 1,3

Source: Johansson et al. (2012). Annex Table Al.

TABLE 8

PRC GOVERNMENT’S GENERAL GUIDELINES ON ECONOMIC GROWTH (2015-2030)

degree or another, the internal and ex-
ternal conditions deemed necessary for
their success.

However, the nature, orientation, and
depth of the transformations currently
under way and their expected impact at
the domestic, regional, and global levels
will need to be duly taken into account
by Argentina and the other LAC coun-
tries in formulating and implementing
policies and strategies of medium- and
long-term interaction with China and
Asia-Pacific.

As in the previous case, this opens
up a broad spectrum of opportunities
for cooperation, for example, a horizon-
tal exchange of experiences in the vari-
ous different areas and levels of action
included in Table No. 5.

CHINA IN 2030

One important recent OECD study,
“Looking to 2060: Long-Term Growth
Prospects” (Johansson et al, 2012),
identifies the expected growth sce-
narios for the world economy over the
next fifty years. Table No. 7 compares
the rates of GDP growth maintained by
the PRC and a group of Asian and Latin

CHINA BY 2050

TABLE 9

PROJECTED PERCENTAGE DISTRIBUTION OF GDP, SELECTED COUNTRIES
MILES DE CHINA UNITED | INDIA | BRAZIL | RUSSIA | FRANCE GERMANY | JAPAN UNITED
MILLONES STATES KINGDOM
DE US$ *
% en 2005 | 6,3 30,6 1,9 17 11 3,9 5] 14,3 4,4
% en 2020 | 10,8 30,1 2,6 11 14 3] 4,4 1,8 3,9
% en 2050 | 21,8 26,9 4.8 0,4 11 1,8 2,7 6,9 2,7

} CHINA HAS ENTERED A STAGE OF MEDIUM-HIGH GROWTH.

AND ADJUSTMENTS.

} ITS ECONOMIC STRUCTURE WILL BE SUBJECT TO STEADY IMPROVEMENTS

ROLE (51.2% OF GDP IN 2014).

} ECONOMIC GROWTH WILL HINGE INCREASINGLY ON THE INCORPORATION
OF TECHNOLOGICAL INNOVATION AND A SELECTIVE REDISTRIBUTION OF FI-
NANCING, WITH MARKETS AND CONSUMERS PLAYING A MORE IMPORTANT

Source: Based on speech by Xi Jinping, November 2014.
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Source: Based on Poncet (2006), Table 17. * 2005 current dollars and relative prices.

American countries between 1995 and
the start of the current decade, includ-
ing estimates for the periods 2011-2030
and 2030-2060 (Moneta, 2013).

This work by the OECD estimates
that China will be able to maintain 6.6%
average growth over the period 2011-
2030. This rate is situated within the
minimum parameters covered by Chi-
nese planners to reach the growth and
development stage necessary for the
second stage of transformation (2010-
2040).

With regard to the role China could
play in global trade in manufactured
goods and services by the year 2035,
an econometric model developed by

the WTO, which includes two scenarios,
allocates 22.5% in “High” and just 10.9%
in “Low” to China’s rising share in the
volume of global exports, as well as a
percentage of 20.4% of world GDP in
the “High” scenario and a low percent-
age in the “Low,” with 9.2% of the total
(Fontagné, Fouré, & Keck, 2014).

With restrictive scenarios, the WTO
study reminds us that low growth situ-
ations may well arise in the future, af-
fecting different countries and regions
in different ways and degrees.

Given this background, it is impor-
tant to note that the current Chinese
leadership is fully aware of this risk. Un-
der the new leadership of Xi Jinping and
Prime Minister Li Kegiang, the economic
policy developed by their predecessor
Wang Jiabao in the critical phase of the
global financial crisis has been redirect-
ed.

The megagrowth policy, with GDP
rates of 10% or above, is over. It is now
hoped that GDP increment values dis-
play fluctuations in the range of 7%; the
measures adopted by the current ad-
ministration seek to ensure that these
parameters can be generated.

On this note, in his speech at the
Economic Leaders Meeting in the Asia-
Pacific Economic Cooperation (APEC)
Conference in Beijing, November 7-8,
2014, Xi Jinping gave clear signals on
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TABLE 10
2020 PLAN: SELECTED DIRECTIVES AND GENERAL S&T GOALS

Obtaining innovation endogenously (reduction of foreign technologies’

share to below 30%).

Advancing 60% in technological development and its contribution to

Chinese national growth.

Using science and technology as the main instrument for economic
3 growth and development.

Achieving key generic technologies in selected national industries; po-
sitioning China at the global leading edge.

Having basic research and the most advanced technology; creating
new market and industry demands.

SPECIFIC TARGETS
) R&D must cover 2.5% of GDP by 2020.

Leading the field in agricultural science and technology, and the ne-
cessary production levels in this sector to meet China’s food security

toward the construction of the “social-
ist democracy” and the legal system, as
well as the political and development
rights.

A WINDOW OF OPPORTUNITY

For its part, Table No. 7, taken from
the OECD work quoted above on pros-
pects for world GDP growth by 2060
(Johansson et al, 2012), shows the
gradual convergence of the percent-
ages of growth of national GDPs (cal-
culated in PPP) for the period 2030-

TABLE 11
S&T INDICATORS (2000-2020)

CHINA BY 2050

2060, at values of between 1% and 3%.
This situation occurs among the devel-
oped powers, the BRIC group (with the
exception of India), and other emerg-
ing countries of Latin America and
Asia-Pacific.

In this context, China, as well as a
significant number of Asian and Latin
American countries, would substan-
tially reduce their growth rates to levels
equivalent to those obtained by the so-
called “mature” economies.

Given the major differences be-
tween the developed and developing

needs.
) Forming scientific institutions and researchers for R&D with globally R&D AS % OF TOTAL GDP | 2000: 0.8%
recognized quality. 2010: 1.75%

) Obtaining fifth place in the world in the field of patents and quotations

of their scientific publications.

Source: Own data.

the policy that China would move for-
ward in the coming years (see Table No.
8).

In the coming decades, efforts will
be made to move forward in production
transformation, moving from “Made in
China” to “Designed and Produced
in China” (Moneta 2014a) by way of a
massive injection of funds in education,
geared to selected sectors (e.g.: bio-
technology, ICTs, alternative energies,
the environment), which have a positive
impact on technological value added to
production.

CHINA IN THE SECOND HALF
OF THE TWENTY-FIRST
CENTURY (2040-2050)

Table No. 9, which is taken from a
study (Poncet, 2006) on growth pros-
pects for the world economy by 2050,
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prepared by France’s Center for Inter-
national Prospective Studies (CEPII),
sets out the tentative distribution of
the shares of China, United States, and
other countries in global GDP growth,
as well as their placing in the global
economic hierarchy in the years 2005,
2020, and 2050.

According to this study, China could
in 2050 take up nearly 22% of global
GDP, second in the international rank-
ing, with United States in first place, fol-
lowed by China and Japan, and India in
fifth.

In terms of material growth, China’s
industrial GDP would put it in first place
worldwide, and its economy would
grow in a stable and balanced way, with
notable advances in its society’s edu-
cational level and quality of life, and in
scientific and technological capacity. It
would also make significant progress

INVESTMENT IN R&D
(BILLIONS OF US$)

2005: 85 (PRC)

2012: 257 (PRC)

2024/25: 600 (PRC)
2024/25: 470 (USA)
2024/25: 350 (EU)
2024/25: 110,000 (JAPAN)

% OF WORLD TOTAL
(MEASURED IN PPP)

INVESTMENT IN R&D AS 2009-2010: USA: 34.4%; EU: 23%
CHINA-JAPAN: 12.3%

SHARE OF TOTAL
GLOBAL RESEARCHERS

EU: OVER 2 MILLION
USA-CHINA: OVER 1.4 MILLION

PROPERTY (NUMBER CHINA
OF PATENTS AS % OF
WORLD TOTAL)

2010: USA+CHINA: 4/5 OF WORLD PATENT
SHARE OF GROWTH
INTELLECTUAL 2011: 1ST: USA; 2ND: JAPAN; 3RD: GERMANY; 4TH:

THE NUMBER OF CHINESE PATENTS TRIPLED BETWEEN
2006 AND 2009 (ELECTRICAL ENGINEERING AND ICTS,
58%; CHEMISTRY, BIOLOGY, AND MEDICINE, 21%)

SHARE OF WORLD

WITH HIGHER
EDUCATION

2010-... : 200 MILLION FULL-TIME STUDENTS
2000: NO. OF GRADUATES WITH HIGHER EDUCA-
TOTAL OF GRADUATES TION: USA: 167%, CHINA 16.5%

2010: CHINA: 23 MILLION; USA: 17.7 MILLION.
2020: CHINA: 58.2 MILLION (28.5%); INDIA: 21.6% ;
USA: 22.2 MILLION (19%)

Source: Based on Lu (2010), Moneta (2013), and OECD (2014).
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TABLE 12

PRIORITY STRATEGIC SECTORS FOR CHINA’S DEVELOPMENT (2020-2050)

> Energies system and sustainable resources.

manufacturing.

) Advanced materials and smart green (environmentally appropriate)

networks and services).

) New information networks and systems (toward the “knowledge so-
ciety,” universalization of ICTs, and enhanced capacity of information

Health and social security system.

Development of ecological and environmental conservation.

Expansion of space exploration capacity.

Expansion of space exploration capacity.

vV|iv]iv]| v | Vv

ecological threats).

Expansion of ocean exploration capacity.
The National Public Security System (ensuring the peaceful use of
outer space, ocean transport, and protection against biological and

Source: Lu (2010). Chapter 3.

countries in terms of economic capa-
bilities, facing the prospect of achieving
equivalent levels of GDP growth rates
from 2030 may indicate for Latin Amer-
ica that its high growth window of op-
portunity could be relatively short: the
next two to three decades.

SCIENCE AND TECHNOLOGY:
THE LEAP FORWARD

To deal successfully with strong
international competition in its mod-
ernization process and provide an ad-
equate solution to critical challenges in
its development in 2006, the Govern-
ment adopted the National Medium to
Long-term Plan for the Development
of Science and Technology, 2006-2020
(Lu, 2010). The so-called “2020 Plan”
was adopted at the end of December
2005 by the State Council’s Standing
Committee and officially announced
shortly after. The plan incorporated the
second phase of reforms and opening
proposed by the Government of Presi-
dent Hu Jintao and Prime Minister Wen
Jiabao (2003-2013).3

The plan, whose preparation in-
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volved two thousand experts over two
years, establishes the general work
guidelines in science and technology
(S&T) (Table No. 10).

At the start of the current decade,
Table No. 11 shows the substantive pro-
gress achieved by China in the field
of investment in R&D, researcher and
patent numbers, and human resources
training.

In short, China is already a leader in
S&T. It is second in the world after Unit-
ed States in agriculture and agrifood,
aerospace, and rail transport. It is third
in energy, and in IT and communica-
tions, and fourth place in the automo-
tive industry, nanotechnology, and ad-
vanced materials (Moneta, 2013).

Based on the 2020 Plan, the Chinese
Academy of Sciences (CAS) organized
the Science and Technology Roadmap
to China 2050. Published in 2010, it de-
termines what will be the problems of
basic sciences, as well as the priority
technological areas and objectives to
be realized by mid-century. With this
in mind, eight basic strategic systems
were laid down for China’s socioeco-
nomic development (Table No. 12).

In the framework of these eight ba-
sic systems, 22 strategic S&T initiatives
were identified. Programs were organ-
ized in each initiative with set objectives
for 2020 and 2030-35, and approxima-
tions to 2050.

A priority objective is to ensure that
China is a leader and a central player
in S&T at the regional level, and an in-
fluential member in the international
framework. With regard to external co-
operation in this field, the use of coop-
erative models is encouraged to ensure
balanced mutual gains on technological
frontiers, keeping in mind long-term de-
velopments.

CHALLENGES AND OPPORTUNITIES
FOR COOPERATION

A comparative analysis of our re-
gion’s current situation in this sector
with Asia-Pacific and India shows, in
general terms, a significant shortfall
in manufacturing production and the
incorporation of science and technol-
ogy, with a major negative impact on
our productivity and capacity for in-
novation. This situation favors the rep-
rimarization of our exports due to the
existence of a growing technology gap
(Moneta & Cesarin, 2014).

Analysis of the objectives relating to
Chinese scientific and technological de-

CHINA BY 2050

velopment to be achieved in the period
2030-2050 identifies challenges and
opportunities for cooperation in various
different areas critical to LAC (e.g. ag-
rifood, or the exploitation of hydrocar-
bons and oceanic resources).

Accordingly, our region needs to
have guantitative and qualitative evalu-
ations in this field that contribute to the
organization of intra-Latin American
and Chinese cooperation projects in pri-
mary and high technological value sec-
tors that increase and diversify our pro-
duction spectrum, and adapt it to the
requirements of the Chinese and world
demand in that period.*

The Silk Road Economic Belt (The
Belt) and the Maritime Silk Road (The
Road) constitute a systemic and holistic
project in their conception (Table No.
13). They are conceived as a new model
of international cooperation and global
governance. The project as a whole cov-
ers some sixty countries across three
continents—Asia, Europe, and part of
Africa—and a population close to 4.5
billion people.®

The new configuration that will give
rise to the connectivity strategy for the
Eurasian continent will have a strong
impact on the axes of Latin America’s
economic-trade linkage with the EU and
Asia-Pacific, and will require a thorough
joint review of the role the region could
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play in this new scenario, in which the
traditional divisions between regions
begin to disappear materially, and new
geopolitical and economic configura-
tions emerge.

In this framework, LAC needs,
among other things, to take urgent de-
cisions in this field regarding the role as-
signed to transport and logistics in its
global insertion model, keeping in mind
important changes that our land and
sea routes will undergo due to China’s
growing participation in financing and
orientating intraregional and transcon-
tinental transport routes, for example,
the Brasil-Peru Train Project and Atlan-
tic-Pacific Canal in Nicaragua.

A CHRONICLE OF THE FUTURE

Throughout this work we have at-
tempted to provide a dynamic outline
of China’s evolution up to 2030/40-50.
But what might our own region’s situa-
tion be like by then?

According to an IDB study (2014),
the annual growth rate by 2025 could
stand at around 3.7%, while GDP could
have doubled to US$14 billion. In partic-
ular, it is estimated that, with an overall
average of around US$20,000, per cap-
ita income could rise above US$23,000
in Argentina, Chile, Mexico, and Vene-
zuela, followed by Brazil, Colombia, and
Peru a few years later. Nevertheless, de-
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spite the growth obtained, a significant
income inequality could be maintained
across the region.

It is also to be hoped that LAC will
have managed—even partly—the worry-
ing presented by its production struc-
ture, the weakness of its share in inter-
national value chains, the predominance
of intra-industrial external trade, and its
relative backwardness in the area of
transport infrastructure and logistics
services provision that plague us to-
day and separate us from the levels of
growth already achieved in China, Asia-
Pacific, and India.

These possible projections and
trends aside, the configuration of possi-
ble futures for the PRC presented here—
to which might be added those of the
other Asia-Pacific countries and India—
still displays a fundamental gap in the
two regions’ levels of development.

In that context, the question is
whether it is possible to overcome or at
least minimize existing asymmetries. It
is highly likely that, as has been noted
elsewhere in this work, if profound re-
forms are not introduced in the way we
conceive, plan, and implement the form
and content that steer the processes
of cooperation, regional integration
and negotiation, and external insertion,
these will not only still be present, but
will increase.

We might mention some present-

EURASIA
COULD BE THE
NAME OF A NEW
CARTOGRAPHY
LOOMING IN
THE HORIZON

day examples.
The region has not presented a unified
response to the White Paper on Latin
America published by China’s Ministry
for Foreign Affairs under the title “Chi-
na’s Policy Paper on Latin America and
the Caribbean,” November 5, 2008. In
addition, the Prime Minister Wen Jia-
bao, on a visit to ECLAC in June 2012,
proposed concrete initiatives in the area
of food safety and other issues of great
interest to our region (innovation, sci-
ence and technology, sustainable de-
velopment, and the establishment of
intergovernmental consultation mecha-
nisms). Given their significance, it may
have been more appropriate for them to
have been the initiative and result of a
regional concertation exercise.
Similarly, China played a leading role
in the organization and preparation of
the content of programs emerging from
the First Ministerial Meeting of China-
CELAC Forum (Beijing, 01.23.15) and
taking shape in the subsequent 2015-
2019 Cooperation Program. Last, to
this could be added Prime Minister Li
Kegiang’s mission to Brazil, Colombia,
Chile, and Peru (05.21-28.2015). These
visits included an impressive portfolio
of funds and projects which, if realized,
will favor those countries’ growth and
development, most likely in a manner
consistent with the logic of spatial con-
nectivity and the exploitation of natural

CHINA BY 2050

resources encouraged by China.

It will therefore be necessary to
move forward in regional integration
by providing strong momentum to in-
traregional interactions capable of
overcoming the limitations inherent in
the existence of different views, axes,
and integration models in our region
through cooperation that will scale up
and update its approaches, and expand
its scope and areas of action with re-
spect to China and Asia-Pacific/India.

With this in mind, it is impera-
tive to adopt concerted medium- and
long-term competitive intelligence and
strategic planning modalities for our
policy-making when it comes to the
linkage with China. This activity should
be conducted at the regional, national,
and subnational levels.

In this framework, the new role of
regionalism and interregionalism in
the upcoming decades would help our
countries and their subregions to link
up differently and more directly with
their counterparts in China, and with
other areas of Asia-Pacific and India.

In short, the dimension being ac-
quired by the processes outlined in
this paper requires joint reflection by
LAC about its future in a world under-
going profound geopolitical and geo-
economic transformations. “Eurasia”
may well be among the names given
to one of the new cartographies loom-
ing on the horizon—taking shape under
mega-agreements like the Trans-Pacific
Partnership Agreement (TPP), for in-
stance—for which Latin America and
the Caribbean are not prepared.

The road ahead may well follow an
old Taoist saying: “He who studies and
reflects not stands before confusion;
he who reflects and studies not can-
not overcome complexity.” The region
must not get lost in confusion. It must
overcome the complexity of the new
globalization. &
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NOTES

'This section is based on Chi (2010a and 2010b), Jia & Li
(2011), Li (2011), Moneta (2014b), and Wu (2012).
2Based on work of the Group on Research Strategy and
Politics on Urbanization with Chinese Characteristics,
State Development and Research Center, Beijing, 2009.
3 This section is based on Fabre & Grumbach (2013),
Moneta (2013), Moody (2012), The Economist (March 10,
2012), and Zeng (2007).

4 One important analysis of the possible impact of so-

called “disruptive technologies” in Latin America and the
Caribbean features in the special issue of the IDB-INTAL
Journal, Integration & Trade No. 39, Disruptive Technolo-
gies in Latin America and the Caribbean: The Great Leap
Forward. Buenos Aires, September 2015.

SSee article by Myers in this issue, and National Develop-
ment and Reform Commission, Ministry of Foreign Af-
fairs and Ministry of Commerce of the People’s Republic
of China (2015), 2-10.
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THE FOCUS AND DYNAMICS OF INTERACTION BE-
TWEEN CHINA’S ECONOMY WITH EACH PLACE THE
WORLD, FROM ASIA TO AFRICA TO LATIN AMERICA

AND THE CARIBBEAN, HAVE VARIED ACCORDING ITS

GEOGRAPHICAL PROXIMITY, THE LEVEL OF EXPERIENCE

OF ENTREPRENEURS AND OFFICIALS WITH EACH REGION, AND THE ECONOMIC

STRUCTURE OF THESE REGIONS. THE STYLE OF PARTICIPATION OF CHINA IN

LATIN AMERICA AND THE CARIBBEAN HAS BEEN REMARKABLY CONSISTENT

WITH THE ONE ADOPTED FOR THE REST OF THE WORLD: A FRAMEWORK OF

AGREEMENTS WHENEVER IT WAS POSSIBLE. THIS ARTICLE ANALYZES SEC-
TORS = DYNAMICS AND CHINA MAIN INTEREST IN THE REGION.

The ascension of Xi Jinping to the
presidency of the People’s Republic of
China in March 2013 brought with it a
change in leadership style and impor-
tant reforms that have impacted not
only the internal dynamics of the coun-
try and its engagement with neighbors
in Asia, but also its activities, and those
of its companies in the rest of the world,
including Latin America and the Carib-
bean.

President Xi showcased his con-
fident and assertive leadership style
in May 2013 during his first trip to the
Western Hemisphere, traveling to Costa
Rica, Trinidad and Tobago, and Mexico

20
TIMES

GREW THE
EXCHANGE BETWEEN
LAC AND CHINA SINCE

THE ASIAN GIANT
JOINED THE WTO

to conduct 11 bilateral meetings with
leaders in the region before moving
on to California for a summit with U.S.
President Barak Obama. Little more
than a year later, President Xi returned
to the region with a politically signifi-
cant trip to Brazil, Argentina, Venezuela
and Cuba that included announcement
of the BRICS bank initiative, the launch-
ing of the China-CELAC forum, and
numerous important initiatives in the
region including a $35 billion develop-
ment fund.?

In January 2015, President Xi hosted
the first ministerial-level forum of the
China-CELAC summit to occur on Chi-
nese soil, with the Chinese leader pub-
licly highlighting projections of $250
billion of cumulative PRC investment
in the region and $500 billion in trade
with it.3> Importantly, the forum also pro-
duced a five-year roadmap for the de-
velopment of Chinese relations with the
region, highlighting six “fields” as coop-
eration priorities, energy and resources,
infrastructure construction, agriculture,
manufacturing, scientific and tech-
nological innovation, and information
technologies.”

In the years following the 2001 ad-
mission of the People’s Republic of
China (PRC) into the World Trade Or-
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ganization, PRC trade with Latin Amer-
ica and the Caribbean has grown by a
factor of almost twenty, from $15 billion
in 2001 to $288.9 billion in 2014.> From
2005 to 2013, Chinese banks lent an es-
timated $119 billion to the region, more
than the International Monetary Fund
and the World Bank combined.® Cu-
mulative Chinese non-financial direct
investment in the region reached $38.5
billion by the end of 2012, of which
$32.2 billion was made after 2009.7
China’s growing trade, investment,
and financial relationships with Latin
America and the Caribbean are but one
part of its economic engagement glob-
ally, as the expansion and transforma-
tion of the PRC economy through al-
most four decades of export-led growth
has driven Chinese companies to seek
new markets for their products, tech-
nologies to move up the value added
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chain, primary products to feed the
demands of industrial production and
urbanization, and agricultural goods to
feed the Chinese people.®

China’s engagement with Latin
America and the Caribbean has gener-
ated both enthusiasm from those who
view it as a vehicle for the region’s de-
velopment,® and those who are con-
cerned over its negative impacts on
both manufacturing,© and reinforcing
the region’s historic focus on agricul-
ture and extractive sectors” Scholars
have also noted the impact of China on
the structure the region’s trade,”? partic-
ularly U.S. trade with regional partners
such as Mexico.® Yet the standard for
assessing PRC engagement with the re-
gion is unclear. Chinese policy toward
the region have generally focused on
areas in which it wishes to cooperate,
rather than promises of specific results
from such engagement. While the PRC
and its companies have generated im-
portant opportunities for trade with,
investment in, and finance for the re-
gion, evaluation of the relationship also
requires recognition of the imperfect
overlap between the PRC government
and Chinese companies, and the co-re-
sponsibility of Latin America in how the
region shapes and leverages opportuni-
ties to advance its own development.

GENERAL CHARACTER OF CHINESE
ENGAGEMENT IN THE AMERICAS

The timing, focus, and dynamics of
China’s economic interaction with each
part of the globe, from Asia to Africa to
Latin America and the Caribbean has
varied as a function of the region’s geo-
graphic proximity to the PRC, the level
of experience of Chinese businessmen
and officials with the region, and the re-
gion’s economic structure.

In general, the portion of Chinese
FDI that has gone to Latin America and
the Caribbean has oscillated between




8-15% of its global FDI flows,” and only
5% the $90.17 billion that it invested
globally in 2013.1®

Such differences notwithstanding,
the style of Chinese engagement with
Latin America and the Caribbean has
been remarkably consistent with that in
the rest of the world; the PRC has pre-
ferred to establish government-to-gov-
ernment frameworks for its economic
activities where possible, but competes
within the framework of public procure-
ment systems and free markets where
necessary.

The Chinese government has sup-
ported its companies, in part, by work-
ing incrementally with each partner to
develop legal, financial, and other in-
frastructures which facilitate expanded
commerce and investment, including
memorandums of understanding, free
trade agreements and binational co-
ordinating committees in the case of
those countries deemed “strategic part-
ners.”

A cornerstone of the PRC approach
in the region is physical infrastructure
projects, which provide work for Chi-
nese companies and workers and a
profitable use of Chinese capital, even
while facilitating improved and less ex-
pensive access by Chinese goods to
Latin American markets, and recipro-
cally the movement of Latin American
commodities to the PRC.

The sectors in which the PRC has
most strongly supported and encour-
aged the coordinated efforts of its com-
panies and financial institutions to re-
alize projects in Latin America and the
Caribbean (as in Africa and elsewhere)
illustrates the “instrumental” nature of
the Chinese approach: petroleum and
mining, agriculture and fishing (facilitat-
ing Chinese access to these commodi-
ties for industrial production, capital
formation, urbanization and the feeding
of its 1.35 billion people), shipping com-
panies and port operations (to get Chi-

nese products to the region and extract
commodities from it), manufacturing
final assembly operations (to enhance
access to large or strategically valuable
markets such as Brazil and Mexico),
banking (to facilitate transactions in the
aforementioned sectors and further the
internationalization of the RMB), and
high technology (important for Chinese
competitiveness in strategically valu-
able sectors such as telecommunica-
tions, aviation, space, and defense.

In pursuing such ends, Chinese ini-
tiatives in Latin America, such as the
proposed $10 billion railroad from the
Peruvian port of Bayovar to the Brazil-
ian port of Acu, parallel Chinese initia-
tives in Asia such as the “New Silk Road”
initiative and the supporting Asia Infra-
structure Investment Bank (AIIB).

MOTIVATIONS BEHIND PRC
ENGAGEMENT WITH THE REGION

PRC engagement with Latin America
and the Caribbean is arguably driven by
imperatives arising from its role as a ex-
port-oriented manufacturing hub in the
global economy, and its efforts to devel-
op through moving up the value added
chain. These imperatives include: (1) se-
curing reliable access to primary prod-
ucts, such as petroleum and minerals
necessary to sustain Chinese industrial
production, capital formation, and ur-
banization, (2) reliable access to agri-
cultural goods, particularly animal feeds
such as soy and fishmeal, to produce
the food to meet the needs of China’s
1.35 billion people, (3) reliable access
to markets, as Chinese companies ex-
pand their capabilities in strategic, high
value added sectors such as motor ve-
hicles, electronics, telecommunications,
aerospace and defense, construction,
finance, and logistics, and (4) access to
technology, often through commercial
partnerships, to support advances in
the aforementioned sectors.’®

The interpretation of these im-
peratives has evolved with changes
in Chinese leadership, and as the PRC
has sought to transition to a model of
growth more driven by domestic de-
mand. The pursuit of goals related to
such imperatives also often involves a
complex balance between competing
considerations. The growing demand
for meat consumption by the Chinese
population, for example, in the context
of the imperative to maintain self-suffi-
ciency in food production, has led the
PRC to import vast quantities of animal
feed, such as soy and fishmeal, in order
to rise animals for human consumption
on its own territory.”

THE EVOLUTION OF CHINESE
ENGAGEMENT WITH LATIN AMERICA

China’s engagement with Latin
America and the Caribbean has argua-
bly evolved through a series of phases.”®
Prior to the PRC 2001 acceptance into
the World Trade organization, the po-
tential of the PRC as a market, financier,
and investment partner received little
attention from most business and politi-
cal leaders in the region.

From 2001 through 2009, while
Chinese trade with Latin America and
the Caribbean expanded exponentially,
PRC-based firms had very little direct
presence in the region. Nonetheless,
during this period, actors in both the
PRC and Latin America and the Carib-
bean were working to build the relation-
ships, knowledge, and administrative,
and physical infrastructures that would
enable Chinese companies to greatly
expand their footprint there.

In addition to free trade accords
with Chile, Peru, and Costa Rica, the
PRC and the governments of the region
signed agreements covering investment
protection, finance, and visas, as well as
currency swap agreements to facilitate
commercial transactions in RMB, and
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loan funds in Venezuela and Ecuador,
as a vehicle for simultaneously fund-
ing projects and product sales involving
Chinese companies, while managing as-
sociate risks.

At the same time that government-
to-government interactions were
strengthening the framework for com-
mercial interaction between the PRC and
the region, individual Chinese and Latin
American companies and businessmen,
inspired by the perceived opportunities
involved, were simultaneously laboring
to develop their knowledge of, and con-
tacts with each other through academic
activities, exploratory trips across the
Pacific, and to some degree, through
government trade promotion organi-
zations such as ProExport (Colombia),
ProComer (Costa Rica), APEX (Brazil),
Pro-Chile (Chile), and ProMexico.

By 2010, in the wake of the 2008 fi-
nancial crisis, and with the maturation
of enabling infrastructures and human
networks, Chinese businesses, for the
first time, were beginning to make sig-
nificant investments in multiple coun-
tries and sectors in Latin America and
the Caribbean.®

CHINESE ENGAGEMENT IN LATIN
AMERICA BY SECTOR

During PRC-CELAC summit, the Chi-
nese government advanced its so-called
“1+3+6” approach: one “plan,” with
“three engines” (trade, investment, and
“financial cooperation”), and six “fields”
as cooperation priorities, strongly par-
alleling where PRC has focused its ef-
forts in the region to date: energy and
resources, infrastructure construction,
agriculture, manufacturing, scientific
and technological innovation, and infor-
mation technologies.”?°

The approach does not represent a
new focus for Chinese engagement with
the region, so much as a clear and par-
simonious affirmation of the sectors in



which Chinese economic initiatives in
Latin America and the Caribbean con-
tinue to be focused, consistent with the
priorities of the PRC government.

In each part of the economy in which
the PRC is engaged in Latin America
and the Caribbean, the size of the com-
panies involved, their relationship with
the Chinese state, local partners and
consultants, communities, and interest
groups, varies according to the charac-
teristics of the sector. Yet in general, as
suggested by the case of Baha Mar, Chi-
nese advances in the region is, in part,
about Latin businessmen reaching out
across the Pacific to forge partnerships
with their Chinese counterparts in the
hope of mutual financial gain. Indeed,
the story of the PRC’s engagement with
the Americas cannot be told without ac-
knowledging the role of Latin American
and Caribbean businesspeople reaching
out across the Pacific in pursuit of op-
portunities.

In mining, following substantial ad-
vances into Peru, and to a lesser extent,
Ecuador, Argentina, and Brazil, Chinese
companies have demonstrated increas-
ing sophistication in the use of consult-
ing firms and in negotiating with local
communities to circumvent obstacles.
Positive examples include China Alu-
minum Corporation’s successful nego-
tiations with the community of Moro-
cocha, to relocate their town in order
to begin work extracting copper from
the Toromocho mountain mining site,
as well as the mining firm Jinzhao’s ne-
gotiation to change the location of the
port supporting their planned operation
in Pampa de Pongo, Peru.

Renewable energy has emerged as
a particularly important area, to include
important Chinese hydroelectric pro-
jects in Ecuador, Argentina, and Hon-
duras, as well as wind farms and solar
projects, with commitments to invest
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$1 billion in solar facilities in the north
of Chile alone. In Brazil, the Chinese
company State Grid has won important
contracts in electrical transmission, in-
cluding a 2,250 kilometer transmission
line connecting the new Belo Monte hy-
droelectric facility to the national power
grid.?

In agriculture, the Chinese have
turned to purchasing controlling inter-
est in agricultural companies already
established in the region with tech-
nologies and infrastructures relevant to
PRC needs, including two major deals
in 2014 by China National Cereals, Oils
and Foodstuffs Corporation (COFCO):
the $1.5 billion acquisition of a majority
interest in H.K. Noble (with a significant
infrastructure in the Southern Cone),
and the $1.2 billion acquisition of a con-
trolling interest in Nidera.

In manufacturing, from appliances
and consumer electronics to motorcy-
cles, cars and heavy equipment, Chinese
producers have become increasingly in-
tegrated with Latin American retailers,
investing in final assembly facilities to
avoid import taxes and better serve cli-
ents, generally in large markets such as
Brazil and Mexico, also offering access
to other countries through trade struc-
tures such as MERCOSUR and NAFTA.

In finance, Chinese banks have
branched out from commercial repre-
sentation relationships and loans in sup-
port of projects by partner companies,
to branch banking in the region itself,
including entry into the Southern Cone
of Industry and Commerce Bank of Chi-
na (ICBC) and China Construction Bank
(CCB).2

In  telecommunications, Chinese
firms Huawei and ZTE have consider-
ably expanded their presence through-
out the region, in both product sales
and the construction of 3G and 4G net-
works,?® including recent expansion into

Central America and Caribbean mar-
kets. China Telecommunications Cor-
poration may participate in a $10 billion
venture in the Mexican telecommunica-
tions sector which would challenge the
monopoly of billionaire Carlos Slim.?*

In the space sector, China has suc-
cessfully built and launched four sat-
ellites for Brazil, two for Venezuela,
and one for Bolivia. The PRC has also
launched a microsatellite for Ecuador
and has constructed a controversial fa-
cility for communicating with satellites
and space vehicles, in the Argentine
province of Neuquén. Future satellite
projects for Nicaragua, Venezuela, Bo-
livia, and Brazil are reportedly in the
works.

IMPACTS ON LATIN AMERICA
AND THE CARIBBEAN

As PRC economic engagement with
Latin America expands and deepens, it
is transforming the economic structure
and dynamics of the region.

For countries like Peru in the mining
sector, Venezuela with respect to pe-
troleum, Argentina with respect to ag-
riculture, and Brazil with respect to all
three, Chinese investment has helped
to expand export-oriented commodity
sectors. At the same time, across the
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region, Chinese manufactured imports
have undercut domestic manufacturing,
making the region as a whole more re-
liant on commodity exports, and more
vulnerable in the face of the current
weakening of commodity prices.?®

Trade with the PRC and other coun-
tries of Asia is also driving the mod-
ernization and expansion of the region’s
Pacific Coast port infrastructure, as well
as new and upgraded roads connecting
those ports to the rest of the continent.
Such trade is also a key driver behind
the expansion of the Panama Canal, the
possible Nicaragua Canal, and projects
to expand port capacity in the Carib-
bean, such as in Freeport, the Bahamas,
Mariel, Cuba, and possibly Goat Island,
Jamaica, to accommodate the flow of
more, and larger ships from the region
to Asia.

THE IMPACT OF SLOWING
CHINESE GROWTH

The rate of growth of the Chinese econ-
omy has fallen from an average rate of
near 10% since 1978,%¢ to 7% for the cur-
rent year, with a real possibility of falling
to a rate of 6.8% or less in 2016.%7

Such growth would still exceed that
of most developed countries, includ-
ing the United States (with a current
growth rate of 2.4%),%® or the European
Union (growing at 1.5%).?° Indeed, if the
China’s $10.36 trillion economy grows
at a mere 6.8% in 2015, it will add $704
billion of additional value to the global
economy, roughly equivalent to the en-
tire GDP of Saudi Arabia.

Nonetheless, some experts believe
that the true rate of Chinese growth
could be far less than 7%, and that the
economy is currently fragile, rife with
profound but hidden structural con-
tradictions which could lead to a more
serious financial crisis, as suggested by
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the mid-2015 collapse of the Shanghai
and Shenzhen stock markets.3°

Absent a significant crisis affecting
Chinese companies and capital markets,
slowing PRC growth will not precipitate
a Chinese withdrawal from Latin Amer-
ica and the Caribbean, but rather, will
likely to push Chinese companies and
banks to more aggressively seek op-
portunities in the region (and in other
parts of the world), as opportunities for
sales and projects within the PRC itself
dry up.

The net economic impact of such
changes in China’s patterns of invest-
ment in and trade will the region will
probably be negative, making the de-
bate regarding engagement with the
PRC even more acrimonious than it is
today. Yet the specific dynamics will be
complex and will vary by country and
economic sector.

In petroleum and mining, Chinese
investment in the region could actually
contract, as weakness in domestic man-
ufacturing, construction and consump-
tion sectors lower forecast demand
for petroleum and mining industry
products, leading PRC-based firms in
those sectors to postpone investments
for bringing overseas capacity online,
where they can do so without jeopard-
izing their concessions.

On the other hand, a slowing Chinese
economy is unlikely to slow the move-
ment of the Chinese population from
the countryside to urban areas in search
of work, and the associated increase in
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the consumption of animal protein driv-
ing Chinese agricultural firms such as
its principal food purchaser, COFCO to
import ever greater quantities of ani-
mal feed such as soy and fishmeal, from
abroad.

Even with a slowing economy, the
expansion of Chinese activities in stra-
tegically valued technology sectors in
Latin America such as telecommuni-
cations and space is also likely to con-
tinue. Not only are such sectors prior-
itized by the Chinese government, but
the growth of companies such as Hua-
wei and ZTE arguably depends more
on what happens in Latin America and
the Caribbean, than the dynamics of the
Chinese domestic economy.

In sectors such as construction, in
which projects are particularly tied to
financing from Chinese sources, the im-
pact of slowing PRC growth may also
vary by country, with Chinese banks
aggressively seeking opportunities in
healthy economies.

THE FUTURE OF LATIN AMERICA’S
ENGAGEMENT WITH CHINA

The states of Latin America and the
Caribbean are currently in the midst of a
profound debate over how (not wheth-
er) to engage with the PRC and other
economies of Asia®, which will only be
made more polemical by slowing Chi-
nese growth. The resolution of that de-
bate will have profound consequences
for both the character of the region and

the trade and international legal regime
that prevails across the Pacific.

For both admirers and detractors,
the PRC has become a center of gravity
of the global economy, and in the pro-
cess, an important part of the trade and
investment landscape for Latin America
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and the Caribbean. The challenge for
the region continues to be advancing
the most effective concepts and man-
agement, at both the national and firm
level, to leverage the opportunities af-
forded by the PRC to achieve sustain-
able development.

NOTES

'Dr. Evan Ellis is Research Professor of Latin American
Studies with the Strategic Studies Institute of the U.S.
Army War College. The views expressed in this article
are strictly his own.

2“China offers 35bn fund to finance infrastructure pro-
jects in Latin America,” MercoPress, July 18, 2014, http:/
en.mercopress.com/2014,/07/18/china-offers-35bn-fund-
to-finance-infrastructure-projects-in-latin-america.

* Megha Rajagopalan, “China’s Xi woos Latin America
with $250 billion investments,” Reuters, January 8, 2015,
http://www.reuters.com/article/2015/01/08/us-china-
latam-idUSKBNOKHO06Q20150108.

4"Xi Jinping Attends China-Latin America and the Carib-
bean Summit,” Ministry of Foreign Affairs of the People’s
Republic of China, July 18, 2014, http:/www.fmprc.gov.
cn/mfa_eng/topics_665678/xjpzxcxjzgjldrdichwdbxagt-
wnrlgbjxgsfwbcxzlldrhw/t1176650.shtml.

S Direction of Trade Statistics, International Monetary
Fund, June 2014, p. 33

©“China-Latin America Finance Database,” Interamerican
Dialogue, accessed January 18, 2015, http:/thedialogue.
org/map_list.

’Economic Commission for Latin America and the Carib-
bean, Chinese Foreign Direct Investment in Latin America
and the Caribbean, Working Document (Santiago, Chile:
Economic Commission for Latin America and the Carib-
bean).

8 See, for example, Ben Laidler, Qu Hongbin, Todd Du-
nivant, Simon Francis, Thomas Hilboldt, and Andre Loes,
South-South Special: What a globalizing China means
for LatAm, HSBC Global Research, November, 2013.

? One of the most comprehensive economic stud-
ies regarding the negative impact of competition from
the PRC on exports in Latin America and the globe is
Débora Bellucci and Célio Hiratuka Mddolo, “Impacto
da concorréncia chinesa em terceiros mercados: uma
andlise por regides e por categorias tecnoldgicas,” http:/
www.anpec.org.br/encontro/2012/inscricao/files_I/i6-
9a2f68519249af21127e6ef9db64ea2d.doc.

19 Kevin Gallagher and Roberto Porzecanski, The Dragon
in the Room, Stanford, CA: Stanford University Press,
2010.

"Eduardo Daniel Oviedo, “El ascenso de china y sus efec-
tos en la relacion con Argentina,” Estudios Internacion-
ales, No. 180, University of Chile, 2015, pp. 67-90.

2 Daniel Lederman, Marcelo Olarrega, and Guillermo E
Perry, “China’s and India’s Challenge to Latin America:
Opportunity or Threat?,” World Bank, 2009, http://sit-
eresources.worldbank.org/DEC/Resources/China_lIn-
dia_Challenge_to_LA.pdf .See also Caroline Freund and
Caglar Ozden “The Effect of China's Exports on Latin
American Trade with the World,” World Bank, August,
2006, http://siteresources.worldbank.org/INTLACOF-
FICEOFCE/Resources/IndustrylLevelTradeFlows.pdf.
See also “Latin America and the Caribbean’s Response
to the Growth of China and India: Overview of Research
Findings and Policy Implications,” World Bank, August,
2006,http://siteresources.worldbank.org/INTLACOFFI-
CEOFCE/Resources/LAC_response_to_C hina_and_In-
dia_Overview.pdf.

¥ See, for example, Enrique Dussel Peters and Kevin P.
Gallagher, “NAFTA’s Uninvited Guest: China and the Dis-

integration of North American Trade,” CEPAL Review,
No. 110, August 2013, pp. 83-108.

“Ministry of Commerce, People’s Republic of China, Jan-
uary 14, 2014, http://english.mofcom.gov.cn/article/sta-
tistic/foreigntradecooperation/201401/20140100464237.
shtml.

S Foreign Direct Investment in Latin America and the Car-
ibbean, 2015. Santiago, Chile, CEPAL, June 2015. http:/
repositorio.cepal.org/bitstream/handle/11362/38215/
S1500534_en.pdf?sequence=4.

®For a detailed discussion of these objectives, see R. Evan
Ellis, China and Latin America: The Whats and Where-
fores, Boulder, CO: Lynne Rienner Publishers, 2009. See
also R. Evan Ellis, “China’s Activities in the Americas,” Tes-
timony to the joint hearing of the Subcommittee on the
Western Hemisphere and the Subcommittee on Asia and
the Pacific, U.S. House of Representatives Foreign Affairs
Committee, September 10, 2015, http:/docs.house.gov/
meetings/FA/FA07/20150910/103931/HHRG-114-FAQ7-
Wstate-EllisE-20150910.pdf.

7 See, for example, “National Modern Agricultural Devel-
opment Program,” Ministry of Agriculture of the People’s
Republic of China, April 21, 2013, http:/english.agri.gov.
cn/hottopics/five/201304/t20130421/_19478.htm.

®For a detailed analysis, see R. Evan Ellis, China on the
Ground in Latin America: Challenges for the Chinese and
Impacts on the Region, New York: Palgrave-Macmillan,
2014.

“For a detailed account of such investments by country
and sector, see R. Evan Ellis, China on the Ground in Latin
America: Challenges for the Chinese and Impacts on the
Region. New York: Palgrave-Macmillan, 2014. The other
defining study to date of Chinese investments in the re-
gion at the firm level is La Inversion Extranjera Directa
en America Latina: 10 casos de estudio, Enrique Dussel
Peters, Coord., Mexico City: UNAM, 2014, http://dus-
selpeters.com/73.pdf.

20“Xi Jinping Attends China-Latin America and the Carib-
bean Summit,” Ministry of Foreign Affairs of the People’s
Republic of China, July 18, 2014, http:/www.fmprc.gov.
cn/mfa_eng/topics_665678/xjpzxcxjzgjldrdichwdbxagt-
wnrlgbjxgsfwbcxzlldrhw/t1176650.shtml.

2I“China State Grid to build and operate power line in
Brazil,” MacauHub, July 23, 2015, http:/www.macauhub
com.mo/en/2015/07/23/china-state-grid-to-build-and-
operate-power-line-in-brazil/.

22“China Construction Bank Goes Shopping in Brazil,” The
Wall Street Journal, November 1, 2013, http:/blogs.wsj.
com/chinarealtime/2013/11/01/china-construction-bank-
goes-shopping-in-brazil/.

2 For a detailed review of Chinese advances in the sec-
tor, see R. Evan Ellis, The Strategic Dimension of China’s
Engagement with Latin America, Washington DC: Center
for Hemispheric Defense Studies, October 2013, http:/
chds.dodlive.mil/files/2013/12/pub-PP-ellis.pdf, pp. 51-63.
2 “Mexico sees tender for $10 billion mobile network
by early October,” Reuters, March 11, 2015, http:/www.
reuters.com/article/2015/03/12/us-mexico-reforms-tele-
communications-idUSKBNOM800S20150312.

25 One of the most comprehensive economic stud-
ies regarding the negative impact of competition from
the PRC on exports in Latin America and the globe is
Débora Bellucci and Célio Hiratuka Modolo, “Impacto

INTEGRATION mc7
&TRADE



da concorréncia chinesa em terceiros mercados: uma
analise por regides e por categorias tecnoldgicas,” http://
www.anpec.org.br/encontro/2012/inscricao/files_l/i6-
9a2f68519249af21127e6ef9db64ea2d.doc.

26 Chinese real GDP growth has briefly fallen well below
6% during two other periods since the beginning of the
PRC opening to the global economy in 1978: in 1981, and
between1989-1990.

27*China Surprises With 7% Growth in Second Quarter,”
The Wall Street Journal, July 21, 2015, http:/www.wsj.
com/articles/china-surprises-with-7-growth-in-second-
quarter-1436927081.

28| atest Forecast, July 27, 2015. GDP Now. Federal Re-
serve Bank of Atlanta, https:/www.frbatlanta.org/cqer/
research/gdpnow.aspx, Accessed August 1, 2015.

29 Matthew Dalton, “"Cheaper Oil, Monetary Stimulus Spur
EU to Lift 2015 Economic Growth Forecast,” The Wall
Street Journal, May 5, 2015, http:/www.wsj.com/articles/
eu-lifts-eurozone-growth-forecast-1430816514.

%0 Heather Stewart, “As Chinese shares fall, the real fear
is that the economy itself is grinding to a halt,” The
Guardian, August 1, 2015, http:/www.theguardian.com/
business/2015/aug/01/fears-for-chinese-economy-as-
shares-fall.

¥ See, for example, “O novo ambiente estratégico do
Transpacifico: uma perspectiva dos EUA.” Politica Exter-
na. Vol. 23. No. 4. http:/politicaexterna.com.br/2724/o-
novo-ambiente-estrategico-transpacifico-uma-per-
spectiva-dos-eua/. June 25, 2015. Pp. 37-48.

BIOGRAPHY

Atlanta Federal Reserve. “Latest Forecast,”. GDPNow.
https:/www.frbatlanta.org/cgepnow.aspxr/research/gd.
Bellucci Modolo, D. e Hiratuka, C. 2012. “Impacto da con-
corréncia chinesa em terceiros mercados: uma analise
por regides e por categorias tecnoldgicas”. Trabajo pre-
sentado en el 40.° Encontro Nacional de Economia, AN-
PEC. Porto de Galinhas, Brasil.
http://www.anpec.org.br/encontro/2012/inscricao/
files_1/i6-9a2f68519249af21127e6ef9db64ea2d.doc
CEPAL. 2015. La Inversion Extranjera Directa en Amé-
rica Latina y el Caribe, 2015. Santiago, Chile: Naciones
Unidas.
http://repositorio.cepal.org/bitstream/han-
dle/N362/38214/S1500535_es.pdf

CEPAL. 2013. Chinese Foreign Direct Investment in Latin
America and the Caribbean. Working Paper. Santiago,
Chile.

Dalton, M. 2015. “Cheaper Oil, Monetary Stimulus Spur
EU to Lift 2015 Economic Growth Forecast”. The Wall
Street Journal.  http:/www.wsj.com/articles/eu-lifts-
eurozone-growth-forecast-1430816514.

Direction of Trade Statistics. 2014. IMF, june.

Dussel Peters, E. (coord.). 2014. La inversion extranjera
directa de China en América Latina: 10 casos de estudio.
México, D.F.: UNAM. http://dusselpeters.com/73.pdf.
Dussel Peters, E. y Gallagher, K. P. 2013. “El huésped no
invitado del TLCAN: China y la desintegracion del com-
ercio en América del Norte”. CEPAL. 110: 85-111.

Ellis, R. E. 2009. China and Latin America: The Whats
and Wherefores. Boulder, Estados Unidos: Lynne Rien-
ner Publishers.

---. 2013. The Strategic Dimension of China’s Engage-
ment with Latin America. Washington, D.C., Estados Uni-
dos: Center for Hemispheric Defense Studies.
http:/chds.dodlive.mil/files/2013/12/pub-PP-ellis.pdf.
---. 2014. China on the Ground in Latin America: Chal-
lenges for the Chinese and Impacts on the Region. Nue-
va York, Estados Unidos: Palgrave Macmillan.

---. 2015a. “China’s Activities in the Americas”. http:/
docs.house.gov/meetings/FA/FA07/20150910/103931/
HHRG-114-FAO7-Wstate-EllisE-20150910.pdf.

---. 2015b. “O novo ambiente estratégico do Transpaci-
fico: uma perspectiva dos EUA”. Politica Externa. 23
(4): 37-48. http://politicaexterna.com.br/2724/0-novo-
ambiente-estrategico-transpacifico-uma-perspectiva-
dos-eua/.

Freund, C. y Ozden, C. 2006. “The Effect of China’s Ex-
ports on Latin American Trade with the World”. World
Bank.
http://siteresources.worldbank.org/INTLACOFFICEOF-
CE/Resources/IndustrylLevelTradeFlows.pdf

Gallagher, K. P. y Myers, M. 2014. “China-Latin America
Finance Database”. Washington: Inter-American Dia-
logue. http://thedialogue.org/map_list

Gallagher, K. P. y Porzecanski, R. 2010. The Dragon in
the Room: China and the Future of Latin American In-
dustrialization. Stanford, USA: Stanford University Press.
Laidler, B., Hongbin, Q., Dunivant, T, et al. 2013. South-
South Special: What a Globalizing China means for
LatAm. HSBC Global Research.

Lederman, D., Olarreaga, M. y Perry, G. E. 2006. “Latin

America and the Caribbean’s Response to the Growth
of China and India: Overview of Research Findings and
Policy Implications”. Singapur.
http://siteresources.worldbank.org/INTLACOFFICEOF-
CE/Resources/LAC_response_to_China_and_India_
Overview.pdf

---. 2009. China’s and India’s Challenge to Latin Ameri-
ca: Opportunity or Threat?. Washington DC, USA: World
Bank.
http://siteresources.worldbank.org/DEC/Resources/
China_India_Challenge_to_LA.pdf.

Macauhub, 2015. “China State Grid to build and operate
power line in Brazil”.. http://www.macauhub.com.mo/
en/2015/07/23/china-state-grid-to-build-and-operate-
power-line-in-brazil/.

Magnier, M. “China Surprises with 7% Growth in Second
Quarter”. 2015. The Wall Street Journal.. http:/www.wsj.
com/articles/china-surprises-with-7-growth-in-second-
quarter-1436927081

McMahon, D. “China Construction Bank Goes Shopping
in Brazil”. 2013. The Wall Street Journal. http:/blogs.
wsj.com/chinarealtime/2013/11/01/china-construction-
bank-goes-shopping-in-brazil/.

MercoPress. “China offers 35bn fund to finance infra-
structure projects in Latin America”. Montevideo, Uru-
guay, 2014,
http://en.mercopress.com/2014/07/18/china-offers-
35bn-fund-to-finance-infrastructure-projects-in-latin-
america

Ministry of Agriculture of the People’s Republic of China.
2013. “National Modern Agricultural Development Pro-
gram”.
http://english.agri.gov.cn/hottopics/five/201304/
t20130421/_19478.htm.

Ministry of Trade of the People’s Republic of Chi-
na. “Estadistica escueta sobre inversiones directas
de China en el exterior en 2013". 2014. http://span-
ish.mofcom.gov.cn/article/estadistica/coopera-
cion/201402/20140200486189.shtml.

Ministry of Tarde of the People’s Republic of China. “Xi
Jinping Asiste a Encuentro de Lideres de China-América
Latina y Caribe”. 2014.
http://www.fmprc.gov.cn/esp/wjb/zzjg/ldmzs/xwlb/
t1176900.shtml.

Murray, C. “Mexico sees tender for $10 billion mobile net-
work by early October”. Reuters, march 11, 2015.
http://www.reuters.com/article/2015/03/12/
us-mexico-reforms-telecommunications-idUSK-
BNOM800S20150312.

Oviedo, E. D. 2015. “El ascenso de China y sus efectos
en la relacion con Argentina”. Estudios Internacionales.
47 (180): 67-90.

Rajagopalan, M. “Xi de China seduce a Latinoamérica
con inversiones por 250.000 min dir”. Reuters. January
8, 2015.
http://Ita.reuters.com/article/domesticNews/idLTAK-
BNOKHO7U20150108

Stewart, H. “As Chinese shares fall, the real fear is that
the economy itself is grinding to a halt”. The Guardian.
1 August, 2015.
http://www.theguardian.com/business/2015/aug/01/
fears-for-chinese-economy-as-shares-fall.

MILESTONES IN THE RELATIONSHIP BETWEEN

CHINA AND LATIN AMERICA

CHRONOLOGY OF REGIONAL INTEGRATION WITH THE ASIAN GIANT

o i

Meeting
Proposed MERCOSUR-China
First meeting technical in Beijing.
MERCOSUR-China cooperation Doha Round. Feasibility study to
in Beiking. agreement. China enters WTO achieve free trade
1
OCTOBER OCTOBER NOVEMBER JUNE 1
e e e e e R e e e e R R e e R
1 ol
1
1
. ® =
I :
I [ ]
1 ' China publish
1 the document
I President Hu Jintao FTA "The Chinese policy FTA
1 visits Latin with Chile towards with Peru
1 America Latin America"
1
1
= = = = = = --------- --— =y
1
1
NOVEMBER OCTOBER NOVEMBER MARCH 1
- EE EE BN N BN BN BN BN BN BN B BN BN BN BN BN BN BN BN BN BN BN BN BN B Em Em e Em mm e e o em e owm
1
1
' [
: 11
1 The Premier
I Wen Jiabao
. visits Latin America Start of
and offers China-CELAC negotiations
L FTA with to move foward meeting China-Colombia
1 Costa Rica to FTAs in Beijing for a FTA
1
1
1
.- - - e e -.>
JUNE JANUARY MARCH
Find all you need about integration and trade at
f] intrade/ dataintal. www.intradebid.org.

Find 50 dynamic infographics and data sheets at INTAL Interactivo
www.iadb.org/intal/interactivo{ID



The structural

constraints
of mcome

Dominik Hartmann
Macro Connections;=The MIL dla Lab
Massachusetts Institute of Teehnology; US

—c Alex Simoes
Cristian Jara- Flgueroa ~ = = -Datawheel,  Cambridge-MA, ﬁ*-’
Chair for. Economlcs,of_l-m'rovatlon Unlver5|ty ;
of Hoher‘ihelm Germ y ., o= - César A. Hidalg

i R < Maoﬁo Connectlons The IVHET
Miguel Guevara a Lab, Massachusetts Ins-
Universidad de Playa Ancha, Va4para|so Chile f'-'tlt ute Of Technqée‘gy, US e

- T =



RECENT WORK HAS SHOWN THAT A COUNTRY’S

PRODUCTIVE STRUCTURE CONSTRAINS ITS LEVEL

OF ECONOMIC GROWTH AND INCOME INEQUALI-

TY. IN THIS PAPER, WE COMPARE THE PRODUCTI-

VE STRUCTURE OF COUNTRIES IN LATIN AMERICAN

AND THE CARIBBEAN (LAC) wiTH THAT oF CHINA AND

OTHER HiGH-PERFORMING AsIAN EconoMiEs (HPAE) 1o EXPOSE THE
INCREASING GAP IN THEIR PRODUCTIVE CAPABILITIES. MOREOVER, WE USE
THE PRODUCT SPACE AND THE PRoDUCT GINI INDEX TO REVEAL THE STRUC-
TURAL CONSTRAINTS ON INCOME INEQUALITY. THE NETWORK REVEALS THAT
HPAE HAVE MANAGED TO DIVERSIFY INTO PRODUCTS TYPICALLY PRODU-
CED BY COUNTRIES WITH LOW LEVELS OF INCOME INEQUALITY WHILE LAC
ECONOMIES HAVE REMAINED DEPENDENT ON PRODUCTS RELATED WITH HIGH
LEVELS OF INCOME INEQUALITY. WE ALSO INTRODUCE THE XGINI, A COEFFI-
CIENT THAT CAPTURES THE CONSTRAINTS ON INCOME INEQUALITY IMPOSED
BY THE MIX OF PRODUCTS A COUNTRY MAKES. FINALLY, WE ARGUE THAT
LAC COUNTRIES NEED TO EMPHASIZE A SMART COMBINATION OF SOCIAL
AND ECONOMIC POLICIES TO OVERCOME THE STRUCTURAL CONSTRAINTS FOR

INCLUSIVE GROWTH.

Decades ago, in the 1950s and
1960s, Development Pioneers and Latin
American Structuralists argued that the
productive structure of a country con-
strains its ability to generate and dis-
tribute income (Rosenstein-Rodan 1943;
Prebisch 1949; Singer 1950; Hirschman
1958; Furtado 1959). While the focus
on productive structures waned in the
1980s and 1990s, it was recently revived
by research that showed how the mix of
products that a country exports is pre-
dictive of its future pattern of diversifi-
cation (Hidalgo et al. 2007), economic
growth (Hidalgo and Hausmann 2009;
Hausmann et al. 2014), and income ine-
quality (Hartmann et al. 2015). This new
line of research on economic complex-
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ity focuses on the ability of economies
to produce a diverse and sophisticated
mix of products.

In this paper, we compare the pro-
ductive sophistication and structural
constraints on income inequality of
countries in Latin American and the
Caribbean (LAC) with that of China and
other high-performing Asian Econo-
mies (HPAE), such as South Korea, Sin-
gapore, or Malaysia. The results show a
large gap in the productive capabilities
of LAC and HPAE that has been signifi-
cantly increasing since 1990. Moreover,
we use the product space and the Prod-
uct Gini Index (Hartmann et al. 2015) to
reveal how changes in the productive
structure translate into changes in op-

portunities for inequality reduction. The net-
work illustrates how HPAE have managed to
diversify into more sophisticated industrial
products which are typically produced by
countries with low levels of income inequal-
ity, such as electronics and machinery. Con-
versely, the productive portfolio of LAC
countries has remained largely dependent
on products related with high levels of in-
come inequality, such as crude petroleum,
copper, and coffee beans. We also introduce
the Xgini, a coefficient which estimates the
expected level of inequality associated to
type of products a country makes and is
able capture the constraints on income in-
equality imposed by a country’s productive
structure. While the Xginis of LAC countries
have remained at a very high level, indicating
strong constraints on inequality reduction,
the Xginis of many HPAEs have declined sig-
nificantly. This means while HPAE have open
up many opportunities for inclusive growth
and reduction of income inequality, LAC’s
productive structure strongly constrains it
ability to generate and distribute income.
From an economic policy perspective, we
argue that LAC countries need to empha-
size and move towards a smart combination
of social and economic policies, rather than
continuing the state versus market debate,
in order to overcome their structural con-
straints on inclusive growth.

THE LATIN AMERICA DEVELOPMENT
POLICY DEBATE

Debates connecting productive struc-
tures, economic growth, and income ine-
quality have a long academic tradition, es-
pecially in Latin America. During the second
half of the twentieth century Latin America
was at the center of the discussion about
development theories favoring free markets
(Kuznets 1955; Krueger 1985) and theories
promoting state intervention (Rosenstein-
Rodan 1943; Prebisch 1949; Furtado 1959;




Sunkel and Girvan 1973).

The state versus market debate had
profound consequences in Latin Ameri-
ca, as economic policies based on both
sides of the debate were implemented
at different times. The industrializa-
tion efforts in Brazil, during the 1960s,
1970s, and 1980s, or the efforts to de-
regulate and liberalize the economy in
Chile during the 1980s are clear exam-
ples of both strategies. However, both
approaches had serious shortcomings.
On the one hand, “state driven industri-
alization through import-substitution”
led to major economic inefficiencies
and the so-called “lost decade”. On the
other hand the wave of market liberali-
zation and structural reforms, adopted
in the 1990s, stabilized the economy
and generated economic growth, but
failed to create an inclusive economy
needed to integrate Latin America’s
poorest citizens.

The failure of both extreme posi-
tions has led economists to consider
a middle ground favoring a congruent
mix of social and economic policies
to promote innovation and economic
complexity (Wade 1990; Rodrik 2004;
Hartmann 2014). This middle ground
makes use of the strengths of both ap-
proaches by overcoming both market
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and government failures, investing in
human capital, and promoting eco-
nomic self-discovery processes and in-
ternational innovation linkages (Rodrik
2004; Hartmann 2014). Several HPAEs
experienced rapid economic develop-
ment under policies that mixed mar-
kets and targeted state intervention
(Wade 1990; Stiglitz 1996; Rodrik 2004;
Hartmann 2014). Their economic suc-
cess has been a motivation for a mid-
dle ground, mixing social and economic
policies. Conversely, this strategic mid-
dle ground has not yet still to be im-
plemented in Latin America, which is
to a great extent still divided between
factions that still believe that excessive
state intervention is the solution to the
regions problems, and factions that be-
lieve that complete liberalization and
deregulation is the only way for econo-
mies to move forward.

In the meantime, the commodity
boom, and therise in the price of natural
resources have provided LAC countries
with the economic resources needed to
implement social policy programs—Ilike
conditional cash-transfer programs or
higher expenditures in education and
health. These programs have led to a
significant reduction in poverty and an
increase in the region’s level of human
development (Hartmann 2011). None-
theless the commodity boom did not
translate into a substantial increase
in the capacity of LAC economies to
produce more sophisticated prod-
ucts. In fact during the commodity and
natural resources prices boom, many
Latin American economies fell behind
in terms of economic complexity. Ac-
cording to MIT’s Economic Complexity

Ranking, Brazil fell from position 29 to
56 between 1990 and 2013'. Chile, which
has been the economic darling of the re-
gion due to its economic growth, went
from 54 to 67 between 1990 and 2013.
As commodity prices decrease and the
resources needed to support social pro-
grams become scarcer, Latin America
once again finds itself in a predicament.

ECONOMIC COMPLEXITY,
INSTITUTIONS, AND INCOME
INEQUALITY

In this paper, we compare the evo-
lution of economic complexity and the
related structural constraints on the
reduction of income inequality in LAC
and HPAE. The connection between the
complexity of a country’s economy and
its level of income inequality can be un-
derstood by interpreting the industries
present in the country as the embodi-
ment of the many factors that make
economies prosperous and inclusive.
The industries present in an economy
tell us about the knowledge embodied
in its population, the job opportunities
and bargaining power of workers, the
industrial sectors that the economy can
diversify into, and the quality of its insti-
tutions (Hartmann et al. 2015). For ex-
ample, complex industries, such as ad-
vanced medical equipment or software
development, require better-educated
and more creative workers, and moreo-
ver institutions that are able to include
the creative inputs of workers into the
activities of firms. In consequence, an
economy’s productive matrix can be
seen as a proxy for a number of ex-
planatory factors, such as the produc-

tive knowledge and the inclusiveness
of institutions, that profoundly affect
economic growth and inequality, but
that are typically difficult to measure
directly.

The close relationship between an
economy’s industries and its institutions
implies that social policies alone might
lack the strength required to modify
a country’s level of income inequality
beyond the range that is typically ex-
pected given its productive structure.
Therefore, industrial policies need to
compliment social policies in order to
achieve a substantial change (Amsden
2010; Hartmann 2014).

In this article, we use methods from
network science, economic complexity
research, and data visualization to show
LAC’s structural constraints on eco-
nomic growth and inequality reduction.
These methods enable a more detailed
picture, or fingerprint, of the economy,
revealing the knowledge landscape and
economic opportunities of countries
and regions. Moreover, these methods
allow for a more detailed comparison
between LAC economies with high per-
forming Asian economies (HPAE).

The remainder of the paper is struc-
tured as follows. Section 2 introduces
the Data and Methods. Section 3 com-
pares the economic complexity and
structural transformation of LAC and
HPAE, showing a large gap in produc-
tive capabilities and know-how of both
regions. Section 4 then illustrates how
the productive structures of LAC con-
strain their possibilities for inclusive
growth and inequality reduction. Sec-
tion 5 interprets the empirical results
from an economic policy perspective,
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and highlights the need for establishing
prolific innovation systems to overcome
LAC’s structural economic constraints.
Section 6 provides concluding remarks.

DATA AND METHODS

We use data on world trade, eco-
nomic complexity, and income inequali-
ty to compare the structural constraints
of LAC and HPAE. Data on income in-
equality comes from the Galbraith et
al., 2014 (GINI EHII dataset). Due to the
sparseness of the Gini data, we inter-
polate the missing years using linear
splines. Moreover, we consider only the
countries for which the Economic Com-
plexity Index is available. The data on
world trade, compiled by Feenstra et
al. (2005), combines exports data from
1962 to 2000 with data from the U.N.
Comtrade from the period between
2001 and 2012. The values for the Eco-
nomic Complexity Index come from
MIT’s Observatory of Economic Com-
plexity (atlas.media.mit.edu) (Simoes
and Hidalgo 2011).

We use the Economic Complexity
Index (ECI) as indicator for the know-
how and productive capabilities of LAC
and HPAE countries. ECI measures the
sophistication of a country’s productive
structure, combining information on the
diversity and ubiquity of the products
a country’s exports (Hidalgo and Haus-
mann 2009). The intuition behind ECI
is that sophisticated economies are di-
verse and export products produced by
few other economies. ECI can be inter-
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preted as a measure of a country’s pro-
ductive capabilities that are embodied
in its institutions and people. Further
information about the calculation of ECI
can be found in Hidalgo and Hausmann
(2009).

In order to reveal the structural
transformation processes of LAC and
HPAEs, we make use of the product
space, which is a network that formal-
izes the idea of relatedness between
products traded in the global economy
(Hidalgo et al., 2007; Hausmann et al.,,
2014). Moreover, we combine the prod-
uct space with the Product Gini Index
(Hartmann et al., 2015) to reveal the re-
lationship between a country’s mix of
products and its structural constraints
on inequality reduction.

The Product Gini Index (PGI) is a
measure recently introduced by Hart-
mann et al. (2015) that relates each
product to its typical level of income
inequality. Formally, the PGI is defined
as the average level of income inequal-
ity of a product’s exporters, weighted
by the importance of each product in a
country’s export basket.

Finally, in this paper we introduce
the Xgini as the average PGI of the prod-
ucts present on a country’s portfolio.
The Xgini aims to estimate the structur-
al constrains to inequality imposed by a
country’s productive matrix. Formally,
the Xgini of country c is calculated as:

ep~ep

ﬁmg=%gm S.pPGL, (D
e
Ne =Eu MepSen 2

where scp is the share of product p
in the country’s c total export, Mcp is 1
if product p is produced by country c
with revealed comparative advantage
and O otherwise, and Nc is a normaliz-
ing factor to ensure that the Xgini is a
weighted average of the PGI.

The gap in the productive capacities

of LAC and HPAE

As previous work has shown, a coun-
try’s mix of product can be seen as an
expression of its institutions and the
productive knowledge and know-how
embedded in its society (Engerman and
Sokoloff, 1997, Hidalgo, 2015, Hartmann
et al.,, 2015). Here we compare the mix
of products produced by LAC coun-
tries with that of HPAEs. The total ex-
port of all LAC countries is very similar
to China’s total export—$1.9 trillion vs.
$2.2 trillion dollars in 2013, respectively.
However, the differences in the pro-
ductive capabilities between LAC and
China become evident when looking at
the types of products these economic
regions export.

While a big part of China’s total ex-
ports involves a gamut of manufactured
goods, such as electronics, computer
parts, or machinery, the percentage of
manufactured goods in LAC countries’
export portfolio is significantly lower.
LAC economies export mainly raw ma-
terials and agricultural products, such
as Crude Petroleum, Iron Ore, Copper,
Coffee, and Soy Beans (Figure 1 A-B).
The difference in the productive spe-
cialization and comparative advantages
becomes even more pronounced when
looking at the bilateral trade between
these two parts of the world. LAC ex-
ports to China mainly raw materials,
while China exports to LAC more so-
phisticated industrial products (Figure
1C-D).

If we think of the productive sophis-
tication of a country as an expression of
the knowledge and knowhow embod-
ied in its economy (C. Hidalgo 2015),
then the trade pattern can be seen as
an expression of the gap in knowledge
and knowhow that exists between Latin
American countries and China. The Eco-
nomic Complexity Index (ECI) captures
the differences in country’s productive
sophistication, taking both the diversity

INCOME INEQUALITY

and the sophistication of a country’s
mix of products into account.

In the 2013 Economic Complexity
ranking (Table 1), most LAC countries
are significantly behind China (22th)
and other Asian economies, such as
South Korea (7th), Singapore (10th),
Thailand (29th), or Malaysia (34th). The
only outlier is Mexico, which ranks sig-
nificantly higher than most LAC coun-
tries (23). But this is a fact that needs to
be taken with reservations, since more
than 70% of Mexico’s exports are sent
to the United States, suggesting that
the apparent complexity of Mexico’s
economy is inflated due to its relation-
ship with the U.S. Otherwise, we would
expect a country with that level of pro-
ductive sophistication to export to a
larger number of destinations.

STRUCTURAL TRANSFORMATION
WITH EQUITY

In this section, we compare the
structural economic transformation of
both regions to reveal the structural
constraints and opportunities for in-
equality reduction. In the last decades,
China and other HPAEs showed an in-
creasing upward trend in their level of
economic complexity (Figure 2-A). In
LAC economic complexity has slightly
increased until the debt crisis in the
1980s, and then remained or even de-
clined in some cases (Figure 2-B). In the
same time period, the Gini coefficients
of countries such as Singapore, Thailand
or Malaysia declined (Figure 2-C), while
income inequality in LAC countries has
increased since the 1980 (Figure 2-D).
It must be noted that for China, reliable
data is not readily available, though it
seems that its level of income inequality
has strongly increased (Xie and Zhou,
2014).

However powerful the aggregate
view provided by ECI and Gini might be,
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FIGURE 1
THE STRUCTURE OF EXPORTS
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it cannot be used to illustrate the com-
plex structural transformation process-
es and productive constraints. Hence,
we overlay the product space of coun-
tries with the Product Gini Index (PGI)
to get a better qualitative understand-
ing about the kind of products coun-
tries produce, and the level of inequality
associated to these products. This tech-
nique allows researchers, policy makers,
and decision makers to gain structural
insights into the development process-
es of their countries, and reveals the
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structural constraint on income inequal-
ity reduction imposed by their produc-
tive structure.

For example, in the 1970s both Chi-
na and Brazil mainly exported products
with a high PGl value, such as soybeans,
tea, rice, linens, cocoa beans, wood, re-
fined sugar, and crude petroleum (Fig-
ure 4). However, by the 2000s, China
managed to diversify and also became
competitive in a wide range of more so-
phisticated products like electronic and
computer components and machinery,

TABLE 1

ECONOMIC COMPLEXITY RANKING IN

2013
TOP 5 COUNTRIES
RANK COUNTRY ECI
1 Japan 2.292
2 Switzerland 2158
3 Germany 1.951
4 Sweden 1.827
5 United Kingdom 1.716
HPAE
7 South Korea 1.699
10 Singapore 1.628
22 China 0.965
29 Thailand 0.758
34 Malaysia 0.693
49 Philippines 0.269
LAC ECONOMIES
23 Mexico 0.950
44 Panama 0.325
52 Uruguay 0.197
53 Argentina 0.187
54 Colombia oa7
55 Costa Rica 0.162
56 Brazil 0.152
60 El Salvador -0.012
67 Chile -0.132
70 Trinidad and Tobago -0.188
74 Jamaica -0.331
76 Guatemala -0.377
79 Paraguay -0.418
80 Dominican Republic -0.421
85 Peru -0.553
87 Honduras -0.592
93 Bolivia -0.760
94 Ecuador -0.793
95 Nicaragua -0.810
99 Venezuela -0.908
BOTTOM 5
120 Papua New Guinea -1.670
121 Mauritania -1.702
122 Libya -1.712
123 Turkmenistan -1.753
124 Guinea -2.102

Source: atlas.media.mit.edu, own illustration

INCOME INEQUALITY

which are typically produced in countries
with low levels of income inequality (—i.e.
PGI values). Brazil, on the other hand, still
depends on natural resources and the ag-
ricultural products it already produced in
1970s, such as coffee, soy beans, or refined
sugar. Moreover, it can be observed that
even though Brazil managed to expand
some of its manufacturing industries, it
also expanded its production in sectors
associated with a high PGI values, such as
the iron ore mining or tobacco production.

China and Brazil are not the only ex-
amples in which the different path of the
productive transformation of HPAE and
LAC countries becomes evident. Between
the 1970s and the 2000s, South Korea
managed to transform almost their entire
export portfolio into more sophisticated
products, such as cars, hydrocarbons, and
polyethylene. It managed to move away
from the products with high PGI that it
produced in the 1970s into products with
lower PGI values. During the same time
period, Peru barely diversified (Figure 5)
and is still dependent on products with
high PGI values such as copper, iron ore,
and fish.

We can also use the information about
the comparative level of income inequality
related to different types of products (i.e.
PGIls) to estimate the structural constraints
on inequality imposed by a country’s mix
of products. Based on the PGls, we can
calculate the Xgini, which estimates the
level of inequality expected from a coun-
try’s productive structure. Of course, de-
viations of the Gini from the Xgini might
be a consequence of many other process-
es which are not related with a country’s
productive structure, such as social poli-
cies, tax regimes, etc. However, different
types of products and productive struc-
tures also tend to be strongly associated
with different types of institutions, human
capital and the level of income inequality,
as a vast amount of literature on economic
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DYNAMICS OF COMPLEXITY (FIGURE A AND B). INCOME INEQUALITY

l FIGURE 2
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development has shown (Furtado, 1959,
Innis, 1970, Engerman and Sokoloff,
1997, Collier, 2007, Hartmann, 2014,
Hartmann et al,, 2015). A more diverse
and sophisticated productive structure
creates more opportunities for labor
mobility and bargaining power of the
workers, favors a better distribution of
economic and political power, and is as-
sociated with more inclusive institutions
(ibid.).

Figure 6 shows the evolution of the
average Xgini for LAC and Asian econo-
mies. The HPAE’s average Xgini has sig-
nificantly declined since the mid 1980s,
implying that these countries have
diversified into products related with
lower levels of inequality. As a result
of these transformations, HPAEs have
been able to generate a large amount
of job opportunities in new industries.
While China and other HPAEs created
the potential for a more complex and
inclusive economy, most LAC countries
have not yet created these opportuni-
ties at the same scale. Instead, the Xgini
of most LAC economies has remained
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the same—with the exception of Mexico.
In other words, LAC countries continue
to export products associated with high
levels of inequality and low levels of
economic complexity.

ECONOMIC POLICIES
IN HPAE AND LAC

While the economic policies of LAC
countries have oscillated been advo-
cates of strong state intervention or
complete liberalization and deregu-
lation, HPAE are good examples of a
more successful middle ground, intro-
ducing both market forces and strong
government investment in human capi-
tal and innovation. The double empha-
sis on both social and industrial policies
has helped the HPAE to promote tech-
nological upgrading and increase their
economic complexity.

The profound structural transforma-
tion and increase in economic complex-
ity of HPAE has led to profound changes
in their distribution of income. Through
the concerted mix of social and eco-

IT IS THE INDICATOR
PRESENTED HERE
TO ESTIMATE THE

LIMITS FOR INCLUSION

GIVEN BY ECONOMIC

COMPLEXITY

nomic policies, smaller to middle sized
HPAEs, like Singapore, South Korea,
Malaysia or Thailand, have been able
to spread the benefits of the increase
in economic complexity and effective-
ly decreased their income inequality
(Stiglitz 1996, Wade, 1990). In the case
of China the economic reforms, and as-
sociated increase in economic complex-
ity, have helped hundreds of millions of
Chinese out of extreme poverty. Due to
several factors, though, such as the spa-
tial concentration of the economic ac-
tivity and the urban-rural divide, it has
also seen a strong increase in its level of
income inequality (Xie and Zhou 2014).
Nonetheless, the increase in economic
complexity and ongoing technological
catch-up is also creating the opportu-
nities for further employment genera-
tion and the potential to further spread
social welfare. Moreover, the rise of new
industrial sectors in China has generat-
ed the need for institutional changes to
address societal problems like urbani-
zation, ecological problems or migrant
workers. If China manages to address

INCOME INEQUALITY

these challenges by spreading techno-
logical progress and implementing in-
clusive institutions across its vast coun-
try, then—in line with the arguments of
the Kuznets’ curve (Kuznets 1955)—this
process can lead to a decrease in in-
come inequality. Thus, China is certainly
still facing many difficult challenges,
but its increase in economic complex-
ity has also opened up opportunities for
further inclusive growth, reducing both
absolute and relative income inequality.

The same economic opportunities
for inequality reduction are not yet pre-
sent in most of LAC economies, since
they are still constrained by productive
structures centered on natural resourc-
es. While HPAE are rapidly catching-
up and forging ahead in several tech-
nological and productive areas, most
LAC countries are still dependent on a
much smaller set of productive activi-
ties that provide a narrower set of new
job opportunities. As shown by several
works in institutional and development
economics, the historical pattern of
economic specialization in resource-ex-
ploiting activities in LAC countries has
undermined its capabilities for inclusive
growth and led to high levels of income
inequality, and often to exploitative
institutions (Engerman and Sokoloff
1997; Acemoglu and Robinson 2012;
Hartmann et al. 2015). In recent years,
several LAC countries have been able to
reduce poverty and inequality by rais-
ing social expenditures and implement-
ing several social policy programs—like
the conditional cash-transfer-program
“Bolsa Familia” in Brazil. Measures like
these have also increased the average
years of schooling and life expectancy.
However, despite comparatively high
levels of years of schooling, life expec-
tancy, and active social interest groups,
most of the LAC countries have not
managed to significantly change their
productive matrix. In consequence, the
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increase in education and human devel-
opment has not been matched by eco-
nomic opportunities for the labor force
to work in more knowledge based and
complex industries.

If LAC countries are ever to signifi-
cantly reduce their levels of income in-
equality, the main remaining challenge
is to match the social policies with in-
dustrial policies that facilitate higher
levels of economic complexity based
on opportunity based entrepreneurship
and innovation systems. In order to cre-
ate prolific innovation systems, social
and industrial policies need to comple-
ment each other in a congruent way.
Therefore, it is important to overcome
the still persistent state versus market
battle in the Latin American policy de-
bate. Effective innovation and indus-
trial policies involve both market forces
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and state intervention to raise human
capital, address both market and gov-
ernment failures, establish innovative
industrial clusters and promote interac-
tive learning between all the agents in-
volved in the economy (Lundvall 2010;
Giuliani, Pietrobelli, and Rabellotti 2005,
Hartmann, 2014). In order to achieve the
difficult task to overcome the structural
constraints and increase the economic
complexity of Latin America, compa-
nies, government agencies, academia,
and the civil society need to work to-
gether and learn from each other in
order to spread knowledge, introduce
innovations and increase economic
complexity (Lundvall et al., 2011; Hart-
mann, 2014). In order to create and es-
tablish new industries, the economic
agents need to be enabled to figure
out which products work best in their

5.8%

OF CHINESE
SALES TO THE
WORLD
ARE PERSONAL
COMPUTERS,
NUMBER ONE
EXPORT PRODUCT

regions or countries in a self-discovery
process (Hausmann and Rodrik, 2003;
Hartmann, 2014). It is important to
note, though, that a single country can-
not produce all inputs in a competitive
way in the modern globalized economy.
Thus when figuring out economic op-
portunities economic agents also need
to deliberately search for and access
international markets and knowledge
sources, for example through, commut-
ing entrepreneurs and outwards orient-
ed development strategies (Saxenian
2007; Pyka, Kustepeli, and Hartmann
2016).

CONCLUDING REMARKS

This paper adds to the mounting
evidence that the mix of products a
country exports is important for its eco-
nomic development in terms of GDP
(Rodrik 2006; Hausmann, Hwang, and
Rodrik 2006; Hidalgo and Hausmann
2009; Hausmann et al. 2014; C. Hidalgo
2015) and income inequality (Hartmann

INCOME INEQUALITY

et al., 2015). Here, we have used meth-
ods from economic complexity research
to reveal the gap in productive capabili-
ties and opportunities for inequality re-
duction of LAC and HPAE. The results
show that HPAE have been capable of
increasing their level of economic com-
plexity and thus overcoming structural
constraints on income inequality—as ex-
pressed in the decline of their Xgini—.
Conversely LAC are still strongly con-
strained by its natural-resource centric
productive structures and its Xgini has
remained on a high level.

Despite the recent positive impact
of successful social policy programs
in Latin America, without also simulta-
neously raising the level of economic
complexity, social policies may lack the
strength required to modify a country’s
level of income inequality beyond what
is expected due to its productive struc-
ture. In consequence, to have sustained
economic growth and reduction of in-
come inequality in LAC, prolific indus-
trial policies that complement social
policies are necessary (Amsden 2010;
Dominik Hartmann 2014; D. Hartmann
et al. 2015).This also implies the need
to overcome polarizing state versus
market policy debates and implement
a smart combination of both market
forces and state subsidies that are able
to promote prolific innovation systems
and raise economic complexity in Latin
America and the Caribbean.
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FIGURE 4
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FIGURE 5

THE EVOLUTION OF XGINIS IN HPAE AND LAC COUNTRIES BETWEEN 1962-2013. (A)
COMPARISON OF THE XGINI OF CHINA WITH THE XGINI OF THE AVERAGE XGINI OF LAC
COUNTRIES EXCLUDING MEXICO. (B) XGINIS OF HPAE (C) XGINI OF LAC COUNTRIES

0.47 1
0.46 — M
=7 =

0.45 —

XGINI

— | \C

0.44 —
S = CHINA
0.42 —§

0.41 —

1970 1980 1990 2000 2010

0.48 —§ MALAYSIA ]
THAILAND

= SINGAPORE —

m— CHINA

0.46 —F

XGINI

0.44 —j

VENEZUELA
0.42 — " CHILE

T BRAZIL

= MEXICO
= ARGENTINA —

T T T T T u u u u u

1970 1980 1990 2000 2010 1970 1980 1990 2000 2010

Source: author’s calculation

NODE [+1I

DoMINIK HARTMANN , CO-AUTHOR OF THIS ARTICLE, WAS ONE OF THE PARTICIPANTS OF THE

NODE | + | (REGIONAL INTEGRATION + SOCIAL INCLUSION) ORGANIZED BY THE INSTITUTE FOR THE
INTEGRATION OF LATIN AMERICA AND THE CARIBBEAN ( INTAL), ToGETHER WiITH IDB SociaL
SecTor AND CoLuMBIA UNIVERSITY. ACADEMICS AND REPRESENTATIVES OF CIVIL SOCIETY HELD
A MEETING IN NEW YORK WHERE THEY SHARED INSPIRATIONAL IDEAS TO REDUCE THE INEQUALITY
GAP IN THE AMERICAS. THE PRESENTATIONS AND AGENDA OF THE NoDE | + | IN 2016 cAN BE
SEEN AT WWW.IADB.ORG/INTAL/NODOI.

Acemoglu, Daron, and James Robinson. 2012. Why Na-
tions Fail: The Origins of Power, Prosperity, and Poverty.
New York: Crown.

Amsden, Alice H. 2010. “Say’s Law, Poverty Persistence,
and Employment Neglect.” Journal of Human Develop-
ment and Capabilities 11 (1): 57-66.

Collier, Paul. 2007. The Bottom Billion: Why the Poorest
Countries Are Failing and What Can Be Done About It.
New York: Oxford Univ. Press.

Engerman, Stanley L., and Kenneth L. Sokoloff. 1997.
“Factor Endowments, Institutions, and Differential
Paths of Growth among New World Economies.” In
How Latin America Fell Behind: Essays on the Econo-
mic Histories of Brazil and Mexico, 1800-1914, edited by
Stephen H. Haber, 260-304. California: Stanford Univ.
Press.

Feenstra, Robert C., Robert E. Lipsey, Haiyan Deng,
Alyson C. Ma, and Hengyong Mo. 2005. “World Tra-
de Flows: 1962-2000.” Working Paper 11040. National
Bureau of Economic Research. http:/www.nber.org/
papers/w11040.

Furtado, Celso. 1959. “Formacéao Econémica Do Brasil.”
RJ: Fundo de Cultura

Giuliani, Elisa, Carlo Pietrobelli, and Roberta Rabellotti.
2005. “Upgrading in Global Value Chains: Lessons from
Latin American Clusters.” World Development 33 (4):
549-73.

Hartmann, D., M. R. Guevara, C. Jara-Figueroa, M.
Aristaradn, and C. A. Hidalgo. 2015. “Linking Economic
Complexity, Institutions and Income Inequality.” ar-
Xiv:1505.07907 [physics, Q-Fin], May. http://arxiv.org/
abs/1505.07907.

Hartmann, Dominik. 2011, “Meaningful Help for Self-
Help.” Development and Cooperation International
Journal 38 (4): 162-63.

———. 2014. Economic Complexity and Human Develo-
pment: How Economic Diversification and Social Net-
works Affect Human Agency and Welfare. New York:
Routledge.

Hausmann, Ricardo, César A. Hidalgo, Sebastian Bus-
tos, Michele Coscia, Alexander Simoes, and Muhammed
A. Yildirim. 2014. The Atlas of Economic Complexity:
Mapping Paths to Prosperity. MIT Press.

Hausmann, Ricardo, Jason Hwang, and Dani Rodrik.
2006. “What You Export Matters.” Journal of Economic
Growth 12 (1): 1-25. doi:10.1007/510887-006-9009-4.
Hausmann, R., & Rodrik, D. 2003. “Economic develop-
ment as self-discovery.”Journal of Development Econo-
mics, 72(2): 603-633.

Hidalgo, C. A, B. Klinger, A.-L. Barabasi, and R. Haus-
mann. 2007. “The Product Space Conditions the De-
velopment of Nations.” Science 317 (5837). 482-87.
doi:10.1126/science144581.

Hidalgo, Cesar. 2015. Why Information Grows: The Evo-
lution of Order, from Atoms to Economies. New York:
Penguin Press.

Hidalgo, César A., and Ricardo Hausmann. 2009. “The
Building Blocks of Economic Complexity.” Proceedings
of the National Academy of Sciences 106 (26): 10570-
75. doi:10.1073/pnas.0900943106.

Hirschman, Albert O. 1958. The Strategy of Economic
Development. Vol. 10. New Haven: Yale Univ. Press.
Innis, Harold Adams. 1999. The Fur Trade in Canada: An
Introduction to Canadian Economic History. University
of Toronto Press.

Krueger, Anne O. 1985. “Import Substitution versus Ex-
port Promotion.” Finance and Development 22 (2): 20.
Kuznets, Simon. 1955. “Economic Growth and Income
Inequality.” The American Economic Review 45 (1):1-28.
Lundvall, Bengt-Ake. 2010. National Systems of Inno-
vation: Toward a Theory of Innovation and Interactive
Learning. Vol. 2. Anthem Press.

Prebisch, Raul. 1949. The Economic Development of La-
tin America and Its Principal Problems. UN.

Pyka, Andreas, Yesim Rabia Kustepeli, and Dominik
Hartmann, eds. 2016. International Innovation Networks
and Knowledge Migration: The German-Turkish Nexus.
S.|: Routledge.

Rodrik, Dani. 2004. “Industrial Policy for the Twenty-
First Century.”

———. 2006. “What's so Special about China's Ex-
ports?” China & World Economy 14 (5): 1-19. doi:10.1111/
j1749-124X.2006.00038.x.

Rosenstein-Rodan, P. N. 1943. “Problems of Industriali-
sation of Eastern and South-Eastern Europe.” The Eco-
nomic Journal 53 (210/211): 202-11. doi10.2307/2226317.
Saxenian, Annalee. 2007. The New Argonauts: Regio-
nal Advantage in a Global Economy. First Thus edition.
Cambridge, Mass.: Harvard University Press.

Simoes, Alexander James Gaspar, and César A. Hidal-
go. 2011. “The Economic Complexity Observatory: An
Analytical Tool for Understanding the Dynamics of
Economic Development.” In Workshops at the Twenty-
Fifth AAAI Conference on Artificial Intelligence. http://
www.aaai.org/ocs/index.php/WS/AAAIW1/paper/
view/3948.

Singer, H. W. 1950. “The Distribution of Gains between
Investing and Borrowing Countries.” The American
Economic Review 40 (2): 473-85.

Stiglitz, Joseph E. 1996. “Some Lessons from the East
Asian Miracle” The World Bank Research Observer 11
(2):151-77. doi:101093/wbro/11.2.151.

Sunkel, Osvaldo, and Cherita Girvan. 1973. “Transna-
tional Capitalism and National Disintegration in Latin
America.” Social and Economic Studies, 132-76.

Wade, Robert. 1990. Governing the Market: Economic
Theory and the Role of Government in East Asian In-
dustrialization. Princeton University Press.

Xie, Yu, and Xiang Zhou. 2014. “Income Inequality in
Today’s China.” Proceedings of the National Academy
of Sciences 111 (19): 6928-33.

INTEGRATION m 85
&TRADE




l CASE STUDY
MEXICO \' ’@;&ER\

KNOWLEDGE
TRANSFER

Interdisciplinary studies
for a common research

agenda

The speed with which China and La-
tin America and the Caribbean (LAC)
have forged ties has been so dizzying in
recent years that the body of institutions
specializing in the subject does not yet
match the scale required by the relation-
ship. One of the pioneers in the interdis-
ciplinary study of this linkage has been
the Academic Network of Latin America
and the Caribbean on China (RED ALC-
CHINA), set up in Mexico, but with the
participation of 200 experts from all
over the continent. RED ALC-CHINA stu-
dies the opportunities for closer ties with
China, reflecting Latin America’s needs
in aspects ranging from investment in
infrastructure to natural resources, from
language learning to diplomatic rela-
tions. RED ALC-CHINA’s Director, Enri-
gue Dussel Peters, argues that asymme-
tries in the relationship with China will
persist without an adequate knowledge
of Asian culture and investment in deve-
loping institutions that enable concrete
dialog with China on specific projects.

What is REDALC and what are its
goals?

The Academic Network of Latin Ame-
rica and the Caribbean on China (RED
ALC-CHINA) is an initiative set up in
2012, supported by the Union of Univer-

sities of Latin America and the Caribbean
(UDUAL) and the Center for Chinese-
Mexican Studies (CECHIMEX) of the Fa-
culty of Economics of the National Au-
tonomous University of Mexico (UNAM).
Based on over ten years of CECHIMEX'’s
experiences and growing Latin American
demand, the aim is, through the Aca-
demy, to achieve dialog with the public
and private sectors, in addition to others
with expertise and interest in China. To
achieve an effective process of interdis-
ciplinary dialog, the network is divided
into four thematic areas: Economy, Trade
and Investment; Political and Internatio-
nal Relations; Natural Resources and the
Environment; and History, Culture and
Chinese Language Learning. Each area
has a leader and a group of academics
involved in the selection of various pro-
posals. The Network currently has over
25 institutional and almost 200 indivi-
dual members, from various countries

650.000

IS THE NUMBER OF
DOWNLOADS OF THE
DOCUMENTS PRODUCED
BY THE BODY

25

academic

Institutions
are part.ofithe
knowledge
network

Enrique Dussel Peters. Professor of Economics at Universidad Auténoma de Mexico and
Coordinator of the Research Center for China - Mexico Studies (Cechimex).

and sectors. The Network has published
five books since its inception and is to
publish five more by the end of 2015; the
first five books have been downloaded
over 650,000 times. This reflects huge
interest in the subject, both in LAC, and
in China and elsewhere.

What potential is offered by Chinese
cities and municipalities?

The region has become an important
place for the outflow of Chinese foreign
direct investment (FDI) as a result of
growing Chinese demand and need for
raw materials (minerals, soybean, meat,
etc.) and energy. If, since the 1990s, the
flow of trade has risen dramatically, sin-
ce the 2007-2008 international crisis,
so has FDI and China’s financing of in-
frastructure and other projects. There is
relative flexibility within the Chinese pu-
blic sector, and the cities, provinces, and
municipalities have achieved a growing
presence in investment in LAC. Although
central government plays a critical role
in enabling FDI, it is also important to
recognize China’s increasing regionali-
zation and the importance of decision-
taking at the territorial level.

How can China-related
knowledge be spread?
It’s essential to
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improve the quality and financing of pu-
blic, private and academic institutions in
LAC, and to generate many new ones.
There’s a huge gap between the eco-
nomic dynamics described above and
generally very poor institutions, with
little specialization and little knowledge
about Chinese features in their trade,
investment, financing, turnkey projects,
and so on. Without these institutions,
tensions and pressures will significantly
rise in the future. In this area, LAC needs
decision-making with respective long-
term financing: the systematic sending
of students to China by priority area, the
strengthening of business organizations
connected with that country, support
for specialized educational institutions
in China in specific headings, and so on.
The cooperation between these institu-
tions in LAC will be critical for the futu-
re: if no mutual benefits and incentives
are obtained for this cooperation, the
relationship with China will suffer many
setbacks.
Are the region’s institutions ready to
interact with their Chinese counterparts?
Not yet, no. And if the bilateral and
regional relationship with China
isn’t a harmonious one, it won’t
be in the long term either.
It’'s  therefore indis-
pensable to invest
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and create institutions that allow specific
dialog on specific projects, with trained
and qualified personnel, dialog that goes
beyond generalities. The monitoring and
assessment of Chinese companies in
LAC—and of LAC in China—the experien-
ces in trade, tourism, visas, infrastructu-
re in general, and specific experiences
of trade with China (education, culture,
language learning, etc.) are fundamental
and are not being addressed strategica-
Ily. The academic sector in LAC has de-
veloped certain proposals vis-a-vis China
in the last decade (projects on specific
goods and productive processes, and in
education, culture, business, etc.), but a
minimum of coordination has not been
achieved between decision-makers at
national level and their relations with
China, far less so at regional level, as in
the case of the Community of Latin Ame-
rican and Caribbean States (CELAC). Ins-
titutions like CELAC should be proactive
in strengthening expertise on China and
rely on existing institutions in LAC.

How can the statistical problems
presented by the analysis of China-LAC
trade relations be solved?

The issue has been investigated by
CECHIMEX for more than ten years. It has
also been presented at several countries’
binational meetings with China: there are
differences in the records from country
to country, as well as triangular flows,
which are recorded in third countries and
ports—e.g. Long Beach or Panama—and
which therefore change their “nationali-
ty.” Projects with the participation of LAC
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300%

IS THE VARIATION
BETWEEN THE TRADE
STATISTICS ON ORIGIN

AND DESTINATION

and China are also required in this field in
order to obtain conclusive and convincing
results. Today there are still LAC countries
whose trade statistics display a variation
of over 300% with China’s information; in
the case of FDI, the differences can even
be plus or minus.

What kind of development agenda is
needed to incorporate China as a stra-
tegic ally?

LAC and China should set a long-
term development agenda that inclu-
des short- and medium-term projects.
Structural difficulties generated by LAC’s
trade with China would have to be over-
come (minimal levels of value added and
technology level, a high and growing
trade deficit, as well as a high degree
of concentration in few products and
companies), difficulties that are deepe-
ned by Chinese FDI and the new turnkey
projects which only complicate the inte-
gration of any local and regional inputs.
China has a great understanding of these
challenges because that has been preci-
sely its own experience over the last four
decades. Accompanied by these efforts,
LAC and China could establish a bilateral
and multilateral policy dialog on issues
such as the United Nations, energy and
military cooperation, as well as in educa-
tional, cultural, science and technology,
and academic issues. The potential is
enormous, provided that there are ap-
propriate national and regional institu-
tions for their periodic monitoring and
assessment; unfortunately, these do not
exist today. m

CHINA AND THE IDB: PARTNERS
FOR PROSPERITY

~ BERNARDO GUILLAMON
MANAGER OF THE OFFICE OF OUTREACH AND PARTNERS-

HIPS OF THE IDB

At the Inter-American Development
Bank, we’ve long believed that partner-
ships are the key to accelerated develop-
ment, that collaboration sets the stage for
greater impact than any single organiza-
tion can achieve alone. That’s why when
the Sustainable Development Goals were
established last year as a roadmap to-
ward a future of equitable growth, Goal
#17', which calls for “Partnerships for the
Goals,” resonated with us deeply, inspir-
ing us to reflect upon and strengthen our
most valuable partner relationships.

In this exercise, China clearly stands
apart. A member of the IDB since the
year 2009 and an essential partner in
our efforts to improve lives, our work
with China is a testament to the power
of Goal #17, and a reminder that investing
in partnerships is truly the way forward
in our quest to reduce poverty and spur
sustainable growth. Through the US$2
billion China Co-Financing Fund and our
close cooperation with diverse Chinese
ministries and development actors, we’ve
channeled resources and knowledge to
groundbreaking projects in Latin Amer-
ica and the Caribbean (LAC), improving
infrastructure, enhancing energy efficien-
cy efforts, and inspiring small business
growth as a result.

But the importance of China to our re-
gion goes beyond its work with the IDB.
For instance, between 2000 and 2014,
trade between LAC countries and China
expanded 22 times. President Xi Jinping’s
commitment to generating US$500 billion
in bilateral trade and US$ 250 billion di-
rect investment in the LAC region over the
next decade?have helped to maintain this
momentum, positioning China as the larg-
est trading partner and creditor of several

LAC countries and the regions’ second
largest investor. With challenges on the
global horizon, this relationship reassures
us that both LAC and China will navigate
these uncertain economic waters safely,
generating further trade, investment,
and collaboration that will help maintain
growth.

This, we believe, is where the IDB
comes in. As the longest standing source
of development financing and innovation
for the region, we know the Latin Ameri-
can and Caribbean region well. We have
close relationships with LAC govern-
ments, and have a deep understanding
of the intricacies, gaps, and opportunities
that characterize our region. In this con-
text, we can help our Chinese partners
capitalize on the region’s great possibility,
facilitating investments in fruitful sectors
such as agriculture, infrastructure, energy,
and technology, and by leveraging the re-
sources and knowledge in our own institu-
tion and across our partnership network
to take China’s efforts that much further.
And given our close ties to Chinese actors
we can provide the service to LAC com-
panies, helping them to better understand
China, boost exports, and link up with ro-
bust global supply chains in the country.

Across Latin America and the Carib-
bean, untapped opportunity awaits. Our
region is open to doing business with Chi-
nese companies and investors, and ripe
for transformation at the hands of part-
nerships with key Chinese development
actors. In both of these settings, we at
the IDB are at your service, ready to col-
laborate with you to strengthen China-
LAC ties, and to build a brighter future for
Latin America and the Caribbean, China,
and the world.l

' Resource: United Nations Sustainable Development Goals http:/www.un.org/sustainabledevelopment/

sustainable-development-goals/

2 Resource: http:/news.xinhuanet.com/english/china/2015-01/08/c_133905202.htm
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PROMOTE INTERDISCIPLINARY RESEARCH
IS ONE OF THE KEYS TO ADVANCE
KNOWLEDGE OF RELATIONS BETWEEN
LATIN AMERICA AND THE CARIBBEAN
AND CHINA, HELPING TO STRENGTHEN
THE TIES AND CREATING BETTER TOOLS
TO OVERCOME THE OBSTACLES OF THE
FUTURE. THIS ARTICLE OUTLINES THE
SCIENTIFIC LITERATURE ABOUT THE LINKS
BETWEEN THE REGION AND THE ASIAN
GIANT, AND ITS A GUIDE FOR ANY
RESEARCHER OR PERSON WHO

MAY BE INTERESTED IN THE SUBJECT.

Rhys Jenkins

University of East Anglia




EcoNoMic RELATIONS BETWEEN CHINA AND
LATIN AMERICA HAVE GROWN SINCE THE BEGINNING

OF THE MILLENNIUM.
ForEeiGN DIRECT INVESTMENT (FDI) FrRoM CHINA
ALSO GAINED MOMENTUM TOWARDS THE END OF THE

FIRST DECADE OF THE CENTURY. CHINESE ENTERPRISES IN

THE REGION INCREASED SIGNIFICANTLY, LIKE THE DIPLOMATIC

EXCHANGE, SOCIAL AND CULTURAL EXCHANGE. THESE PHENOMENA GAVE RISE

TO VARIOUS STUDIES THAT ANALYZES ON THE DIMENSIONS OF THE CHINA-LAC
RELATIONSHIP. THIS ARTICLE REVIEWS THIS SCIENTIFIC LITERATURE.

Economic relations between China
and Latin America have grown rapidly
since the start of the millennium. In the
late 1990s total trade flows (imports
plus exports) were less than US$10 bil-
lion a year. By 2012, despite a tempo-
rary blip in 2009 when trade contracted
as a result of the global financial crisis,
they had reached more than US$250
billion. However with the Chinese econ-
omy slowing down and global commod-
ity prices falling sharply the growth of
trade levelled off in 2013 and 2014.

Chinese foreign direct investment
(FDI) in Latin America lagged behind
the growth of trade, only taking off to-
wards the end of the first decade of the
twenty-first century. In the first half of
the decade, Latin American investment
flows to China exceeded Chinese FDI
in Latin America but the situation was
reversed in the second half as Chinese
FDI grew rapidly (Figure 2). The value
of projects carried out by Chinese firms
in the region has also increased signifi-
cantly and is considerably greater than
official FDI flows.!! In the same period
Chinese banks, particularly the China
Development Bank, the Exim Bank and
the ICBC began to lend to the region on
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a significant scale (Figure 3; Gallagher
et. al,, 2012). Although there was a step
change in both Chinese FDI and bank
lending to Latin America, the last few
years have shown fluctuating levels
rather than a continuous growth (Figure
3). It remains the case that the trade
relationship dominates in terms of eco-
nomic links between China and Latin
America.

EXPLAINING THE GROWTH OF
ECONOMIC RELATIONS

The most common explanations of
the dramatic growth in economic rela-
tions between Latin America and China
since the turn of the century emphasize
the rapid economic growth of China and
the complementarity of factor endow-
ments. Growth has been accelerated by
the increased integration of China with
the global economy as reflected by its
accession to the WTO in 2001. China’s
phenomenal growth has led not only to
opportunities for Latin America in terms
of the growing demand for exports but
also to challenges as a result of the in-
creased supply capacity and competi-
tiveness of Chinese manufacturing.

Several recent empirical studies

have used some form of “gravity model”
to explain trade between Latin America
and China (Lederman, Olarreaga and
Soloaga, 2009, Montenegro et. al. 2011,
Kawai and Zhai, 2012, Estevaderodal et.
al. 2012, Perrotti, 2015).2 Although the
size of the estimates vary, they are con-
sistent in showing that the impact of Chi-
nese growth on Latin American trade has
been significant with elasticity estimates
considerably greater than unity. There is
also evidence that the elasticity of Latin
American exports to China has increased
since 2001 compared to the 1990s (Este-
vaderodal et. al., 2012).

The second factor that is often cited to
explain the growth of trade is the comple-
menarity of factor endowments with Latin
America seen as a resource rich region
and China as a labour abundant, resource
poor economy (Devlin et. al., 2006, Ch.4).
Such differences in factor endowments
are the major driver of trade according
to the Hecksher-Ohlin theory. It is also a
consistent theme in official Chinese state-
ments as indicated by the 2008 White
Paper and in the writings of Chinese aca-
demics (PRC, 2008, Jiang (2008), Zheng
Bingwen et. al, 2012). It is certainly con-
sistent with the current pattern of trade
where Latin America’s exports to China
are overwhelmingly made up of primary
products and resource based manufac-
tures, while its imports from China are
almost exclusively non-resource based
manufactures.

However the growth of Sino- Latin
American economic relations cannot be
explained purely in terms of “natural” mar-
ket forces reflecting growth and factor en-
dowments. Ferchen (2011) criticizes this
view showing that the boom in Chinese
demand for Latin American resources was
a result of a shift in China to a more ener-
gy and capital-intensive industrial growth
strategy in the early 2000s. This illus-
trates a more general point that expand-




ed economic ties need to be seen in the
context of the development strategies
and trajectories being followed in China
(and in the Latin American countries).
A similar point can be made in rela-
tion to the expansion of Chinese FDI in
Latin America. The conventional analy-
sis of the motives of companies invest-
ing abroad distinguishes between four
main types of investment: Resource
seeking; market seeking; efficiency
seeking; and strategic asset seeking.
According to this classification, by far
the greater portion of Chinese invest-
ment in Latin America is motivated by
resource seeking (Zhao, 2012; Bianco
et. al, 2012, pp.243-4).3 However this

framework is predicated on corporate
decision making and ignores the speci-
ficity of the Chinese case. The Chinese
state has played a key role in outward
investment both through its “Go Global”
policy and as a result of the role played
by state-owned enterprises.* There is
debate in the literature over the extent
to which investment by Chinese SOEs,
particularly those that come under the
central government rather than provin-
cial governments, respond to govern-
ment directives rather than commercial
motives.®* However while promoting out-
ward investment in general, the Chinese
government has particularly empha-
sized investment in natural resources by

DATA PROBLEMS IN ANALYSING

SINO-LATIN AMERICAN FINANCIAL RELATIONS

The official Chinese statistics on out-
ward FDI published by MOFCOM are wide-
ly thought to underestimate the real level
of investment in Latin America. One rea-
son for this is that the data only identifies
the immediate destination of the invest-
ment and since a large share of Chinese
FDI goes through Hong Kong or tax ha-
vens such as the British Virgin Islands and
the Cayman Islands, the final destination of
these investments is not known. The data
also only includes those firms which report
to MOFCOM and may not capture all in-
vestment overseas. As a result other or-
ganizations have tried to estimate Chinese
FDI in the region from announcements in
the media which are captured in commer-
cial databases. These may also be inaccu-
rate because on the one hand only larger

investments tend to be reported (so that
the total is underestimated) and on the
other hand, not all announced investments
are in fact carried out (leading to an over-
estimate of actual investment). One com-
monly used source is the American Enter-
prise Institute/Heritage Foundation, China
Global Investment Tracker database which
reports on announcements of both Chi-
nese FDI and contracts (http:/www.her-
itage.org/research/projects/china-global-
investment-tracker-interactive-map).
There are no official Chinese statistics
published on loans to Latin America so
that the only sources obtainable rely on
media reports. The most widely used is
the Inter-American Dialogue, China-Latin
America Finance Data Base (http:/www.
thedialogue.org/map_list.)

OF CHINESE

FDI IN THE REGION
ESTRMNATURAL

SOEs. This is reflected in the fact that
SOEs are more heavily concentrated in
extractive industries in the region than
private firms (Dussel-Peters, 2012; Lin
Yue, 2013).

The growth of Chinese lending to
Latin Americais partly a consequence of
the massive foreign exchange reserves
built up as a result of China’s strategy
of export led growth. There is debate
in the literature over whether lending
is driven by non-economic objectives
such as extending Chinese soft power
in the region, or by a strategic effort to
“lock up” the region’s natural resources,
or by the commercial objectives of a de-
velopmental state. Gallagher and Irwin
(forthcoming) conclude that Chinese
banks loans are most consistent with
the last of these views. In contrast Stall-
ings (forthcoming) analyses Chinese
aid to the region, defined much more
narrowly, to argue that this is used as a
political tool by China to enhance Chi-
nese influence. One specific aspect of
the political use made of aid has been
to compete with Taiwan for recognition
(Aguileara-Peralta, 2010; He Li in Arn-
son et. al.).®* However as Stallings (forth-
coming) argues much of Chinese aid
has been demand driven and the same
is true of lending to Latin America more
generally. Most Chinese loans to the re-
gion have gone to Venezuela, Argentina
and Ecuador, countries that have found
it difficult to borrow on international
capital markets and that have turned to
China as a “lender of last resort” (Gal-
lagher et. al., 2012, p.8).
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THE NATURAL RESOURCES SECTOR

Natural resources play a key role in
the economic relations between China
and Latin America. Primary products
and resource based manufactures ac-
count for over 90% of the region’s ex-
ports to China (CEPAL, 2015, Grafico
I11.5). Minerals and metals are the most
important commodities exported, fol-
lowed by agricultural products and fu-
els. Almost 90% of Chinese FDI in the
region is in the natural resources sec-
tor (ECLAC, 2013, p.13).” Oil and gas
has been the most important sector for
Chinese investment with an estimated
US$24 billion invested by the four ma-
jor Chinese companies between 1994
and 2010 (ECLAC, 2013, Table 2).2 This
is followed by mining where Chinese
companies invested almost $8 billion in
Peru and Brazil between 1990 and 2012
(ECLAC, 2013, Table 3).° Although the
bulk of Chinese loans to the region do
not go directly to the resource sector
(Gallagher et. al., 2012, Table 8) the fact
that a large proportion of such loans are
commodity-backed gives the sector an
important role.

China’s growth has had both a di-
rect and an indirect impact on the natu-
ral resource sector in Latin America.
The “commodity boom” which began
in 2002 was clearly beneficial to Latin
America in the short and medium-
term by improving the region’s terms
of trade. The growth of China clearly
contributed to the increased prices of
“hard” commodities (minerals), energy
commodities and some “soft” (agricul-
tural) commodities. However, not all
the countries of the region benefitted
from this and for some countries, par-
ticularly in Central America and the Car-
ibbean, the impact was negative (Jen-
kins, 2011).

In terms of the direct effects, Chi-
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nese imports from the region have
been concentrated in a relatively small
number of countries. They have also
been concentrated in a small number of
products, particularly iron ore, copper,
oil and soybeans (Rosales and Kuway-
ama, 2012, pp.96-107; IDB, 2010, Table
17). This is reflected in a high level of
the Herfindhal-Hirschman Index of Ex-
port Concentration which shows no evi-
dence of diversification of exports de-
spite the rapid growth of trade (Jenkins,
2012, Table 9).

A further concern has been the ten-
dency for exports to China to be con-
fined to the earliest stages of the value
chain while downstream activities are
concentrated in China. There is broad
agreement on the need to diversify the
region’s exports to China and to add
value locally to resource exports. While
some authors see factors internal to the
region such as insufficient investment
in innovation, low levels of human capi-
tal and poor infrastructure as the main
obstacles to such a change (Avendaio
and Santiso, 2012), others emphasize
the obstacles posed by Chinese policies
including escalating tariffs and industri-
al policies which aim to retain process-
ing activities in China.’®

There are also social and environ-
mental concerns related to the growing
involvement of China in the resource
sector. Much of the evidence on this
is anecdotal focussing on the negative
impacts of some Chinese companies.
A few studies have been carried out
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in Peru which compare the social and
environmental impacts of Chinese and
other mining companies which found
that they were not necessarily the
worst performers (Kotschwar et. al.,
2012; Gallagher and Irwin). Research
has also recently started to explore the
impact of Chinese involvement in re-
source extraction on the environment
in several Latin American countries."

THE MANUFACTURING SECTOR AND
TECHNOLOGY TRANSFER

China’s impact on Latin American
manufacturing has been felt mainly
through imports from China which
are overwhelmingly of manufactured
goods and through competition with
Chinese goods in third markets and to
attract inward investment from third
countries. Chinese investment in Lat-
in American manufacturing has so far
been relatively limited.

The growth of imports from China
can represent both a threat and an
opportunity for Latin American manu-
facturers. On the one hand, increased
competition in the domestic market can
lead to firms reducing production and
employment or closing down altogeth-
er. On the other hand, imports of low
cost Chinese inputs or capital goods
can help reduce production costs and
increase profitability for local produc-
ers. There is some evidence on both
these effects in the region.

Negative impacts on domestic in-
dustry in terms of lower production,
plant exit and reduced employment
have been found in Argentina (Lopez
and Ramos, 2009; Castro et. al., 2009;
Artuc et. al., 2015), Brazil (Jenkins and
Barbosa, 2012; Artuc et. al,, 2015), Chile
(Alvarez and Claro, 2009) and Mexico
(Shigeoka et. al., 2006; lacavone et. al.,
2013; Mendez, 2015; Camaal-Olivera et.
al., 2015; Artuc et. al.,, 2015). However,
despite increasing substantially since

LATIN AMERICAN FDI

2000, the share of Chinese imports in to-
tal consumption of manufactured goods
in the main Latin American countries
remains relatively low.? However at the
level of individual industrial sectors such
as textiles and clothing or computer, ma-
chinery and electronics, China’s share of
consumption was much higher.®

Although a significant share of Lat-
in American imports from China is ac-
counted for by intermediate products
and capital goods, evidence that such
imports have had a positive impact on
Latin American manufacturers remains
rather sketchy. Since trade data does
not indicate the sector in which products
are used, the effects of Chinese inputs
on performance has generally only been
analysed in studies which use plant level
data. The few studies that have exam-
ined this issue report contradictory re-
sults. Shigeoka et. al., (2006) study of
Mexico found some evidence that Chi-
nese inputs tended to increase produc-
tion and exports. lacavone et. al. (2013),
also on Mexico, found that Chinese in-
puts were associated with lower sales
and higher plant exits. The benefits de-
rived from low cost Chinese inputs and
capital goods therefore remain empiri-
cally unproven at present.

Since the time of China’s accession to
the WTO in 2001, one of the most studied
aspects of China’s impact on Latin Amer-
ica has been the effect on the region’s
exports to third markets® Most of the
early studies were optimistic conclud-
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ing that, apart from
Mexico, the countries

of the region were less
threatened by Chinese
exports to third markets
than were the Asian econo-

mies or the transition econo-

mies of Eastern Europe, and that the
effects were confined to a few manu-
facturing industries (Blazquez-Lidoy et.
al. 2007, Devlin et. al. 2006, Lederman,
Olarreaga and Perry (2009). However
other authors, using more recent data
and different methods, have argued
that the impact of China on Latin Amer-
ican exports have been both more se-
vere in the case of Mexico (Gallagher
and Porzecanski, 2007, Gallagher et. al.
(2008), and more widespread, in terms
of the countries that have been affect-
ed, than this optimistic view claimed
(Moreira, 2007; Jenkins, 2010).

Two recent developments in the lit-
erature have been to look at the impact
of increased Chinese competition on
intra-regional trade and to analyse the
impacts on exports to third countries in
a more disaggregated way according
to product quality and firm size. Stud-
ies have found that Chinese imports
have displaced exports between Latin
American countries, particularly from
the mid-2000s.”* In terms of quality, as
measured by the unit value of exported
products, there is evidence that Chinese
competition has been particularly in-
tense in low quality segments (Hiratuka
and Cunha, 2011; Dos Santos and Zig-
nago, 2012; Hiratuka et. al.,, 2012). A few
recent studies have emphasized the im-
portance of plant heterogeneity in ana-
lysing the impact of China on exports.
Two Mexican studies based on plant
level data have found that it is smaller,
more labour-intensive firms that are
most affected by Chinese competition
in the US market (Shigeoka et. al., 2006:

98 ® INTAL

lacavone et. al., 2013).

= However in the case of

maquila plants, Mexi-

can firms face competi-

tion from China in the US

market irrespective of size

or technology level (shigeoka et.

al., 2006; Sargent and Matthews, 2007,
2008).

INFRASTRUCTURE AND
FINANCING

Latin America suffers from a sig-
nificant infrastructure deficit in terms
of energy, road and rail links, ports etc.
and these have been a constraint on
economic growth. China has the fi-
nancial capacity to fund significant in-
frastructure investment in the region
and the major construction, engineer-
ing and energy companies with the
capacity to undertake such projects.
Between 2005 and 2014 infrastructure
projects accounted for around 40% of
all Chinese loans to the region (Gran-
sow, 2015, p.96). This contrasts with
the lending by the International Finan-
cial Institutions which have been more
concentrated on social sectors such as
health and education (Gallagher et. al.,
2012, pp.17-18). In the cooperation plan
for 2015-19 drawn up at the China-CEL-
AC summit in January 2015, the Chinese
government pledged further loans of
$10 billion for infrastructure projects in
the region (CEPAL. 2015, p.27). This has
given rise to high expectations in Latin
America.

There have been relatively few studies
of Chinese lending in Latin America and
they have been largely descriptive, focus-
ing on establishing the key characteristics
of such loans including the modalities
used, geographic and sectoral distribu-
tion and the terms on which they are giv-
en (Gallagher et. al., 2012; Gransow, 2015;
Gallagher and Irwin, forthcoming). Chi-

US$ 24
BILLIONS

INVESTED THE ASIAN
GIANT IN THE REGIONAL
OIL SECTOR

nese loans are not always transparent but
what information has come out shows
that generally loans to Latin America
have not been subsidized to gain politi-
cal support, but nor have the terms been
highly unfavourable to the recipients as
has sometimes been suggested (Gallagh-
er et. al.,, 2012; Gallagher and Irwin, forth-
coming). They do however often require
part of the loan to be spent on Chinese
goods or services provided by Chinese
companies.

Two aspects have attracted par-
ticular attention. First more than half
of Chinese lending in Latin America
involve payment in commodities, par-
ticularly oil (Brautigam and Gallagher,
2014). These type of arrangements,
sometimes referred to as Resources for
Infrastructure (R4l) have been a com-
mon feature of Chinese lending and
discussed extensively in the African
context. Brautigam and Gallagher con-
clude that contrary to the perceptions
of some, these arrangements have not
been to the disadvantage of the Latin
American borrowers.

A second concern is that the Chi-
nese banks have been less insistent on
social and environmental standards
than the IFIs and Western lenders when
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they fund projects in Latin America. As
relative latecomers, Chinese lenders
were later in developing environmental
guidelines and those that have been es-
tablished are less comprehensive than
those of the IFIs® So far studies have
mainly looked at the formal guidelines
which different lenders are meant to
follow but little is known about their ef-
fectiveness. More research is required
to see to what extent they have led to
changes on the ground when projects
are implemented,

MACROECONOMIC
GROWTH

At the macroeconomic level, there
was very little relation between output
movements in China and Latin America
before the 2000s. However, since then,
several studies have shown a marked
increase in the correlation between
economic growth in Latin America and
growth in China (Calderon, 2009, pp.51-
54; Cesa- Bianchi et. al,, 201, Fig. 2;
World Bank, 2011, Fig.1.6). Although this
is true for the region as a whole, there
are marked differences between sub-
regions with a positive and increasing
correlation between the Andean coun-
tries and the southern cone countries
and Chinese GDP accounting for the
overall result (Calderon, 2009, p.54).

While one needs to be cautious in
inferring causality from such correla-
tions, they are consistent with the view
that growing Chinese demand for Latin
American exports and the role of China
in the post-2002 commodity boom,
contributed to the improved econom-
ic performance of a number of Latin
American countries between 2002 and
2012. Both Calderon (2009) and Cesa-
Bianchi et. al. (2011) suggest that the in-
creased synchronization of business cy-
cles between China and Latin America
is due at least as much to the indirect

IMPACTS AND
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effects of China on the global economy
as to the growth of direct bilateral rela-
tions.

Two recent papers have used a
Global Vector Autoregressive frame-
work to further explore the impacts of
China’s growth on Latin America and to
simulate the effects of output shocks in
China on the region (Cesa-Bianchi et.
al., 2011; Gruss, 2014). Both find that
changes in Chinese output have a sig-
nificant effect on the output of the Latin
American countries. Cesa-Bianchi et al.
(2011) find that Latin America’s growth
now depends more on the performance
of the Chinese economy than on that
of the US , which helps explain why the
region was able to recover so rapidly
from the effects of the 2008-9 global
financial crisis. However it also leads to
concern over the likely impacts on the
region of the slowdown in growth in
China and changes in Chinese econom-
ic strategy to give more emphasis to
consumption as opposed to investment
and exports (Shellekens, 2013). These
effects are already being felt in a num-
ber of countries as commodity prices
fall and economic growth falters.

While these studies emphasize the
positive impact of China on growth in
Latin America, another strand of litera-
ture has raised concerns about the long
term implications of increased depend-
ence on China for development (Morei-
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ra, 2007; Paus, 2009, Gallagher and
Porzecanski, 2010, Ch.2; Jenkins, 2012;
Rosales and Kuwayama, 2012, Ch.Il.F).
Central to this view is the negative im-
pact of increasing “primarization” of the
region’s economies associated with the
growth of resource exports. In the struc-
turalist and dependency traditions, this
view emphasizes the tendency for com-
modities to suffer from volatile prices in
global markets and for their production
to be less technologically progressive
and to create fewer spillovers than man-
ufacturing. It is also associated with
concerns that the commodity boom has
led to “Dutch Disease” effects and dein-
dustrialization in the region.

CONCLUSION

The literature on Sino-Latin Ameri-
can economic relations has grown rap-
idly in recent years. It is still focussed
mainly on trade issues, which is not
surprising given that trade continues to
be at the centre of the relationship. Re-
search on other aspects of China’s pres-
ence in the region, particularly through
FDI, loans and infrastructure projects is
hindered by the problems faced in ob-
taining reliable data. As these aspects
are likely to become increasingly signifi-
cant in the future, it is crucial that they
should become a focus of research and
that efforts are made to improve the
data available.m

NOTES

'The Chinese National Bureau of Statistics refers to this as “Eco-
nomic Cooperation with Foreign Countries” and it includes civil
engineering and construction projects overseas which would
not be regarded as FDI.

2 Gravity models explain bilateral trade by the GDP of trading
partners, the distance between them and other geographical
variables such as whether a country is landlocked or an island
In terms of the growth of trade, since geographical variables are
time invariant, the gravity model approach tends to emphasize
the role of GDP growth and elasticises of demand and supply.
“There has been some market seeking investment, especially by
private investors and provincial SOEs. These are estimated to
account for between 10% and 15% of the total value of Chinese
FDI in the region (Dussel-Peters, 2012, Table 5, Bianco et. al.,
p.244). The other two forms of investment account for a negli-
gible share of the total.

“Estimates suggest that over 80% of Chinese FDI in Latin Ame-
rica is by SOEs (Dussel-Peters, 2012, Table 5).

“Blanchard (201) refers to these two views as “Beijing as pup-
peteer” and “the Business of Business is Business”.

5This has been less of a factor since 2008 when there was a tacit
truce between Beijing and Taiwan

7 Similar estimates of the dominance of natural resources are
provided by Dussel-Peters (2012, Table 5) and Bianco et. al,
2012, p.243). This is a far higher share than for other investors
in the region since only a quarter of all FDI in the region was in
resources (ECLAC, 2015, p.37).

8 For reviews of Chinese involvement in the Latin American oil
industry see Koch-Weser (2015) and Hogenboom (2014)
9Studies of China’s involvement in mining in Latin America inclu-
de Koch-Weser (2014) and Kotschwar et. al. (2012)

©The soybean industry provides a good example of this with
China developing a crushing industry in the 1990s, which meant
that imports of soybean flour from Argentina virtually disappea-
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red to be replaced by imports of unprocessed soybeans (Lopez
and Ramos, 2009).

' See the studies carried out by the Boston University, Global
Governance Initiative in a number of Latin American countries
summarized in Ray et. al. (2015)

2 A forthcoming OECD study estimates the share of China in
eight Latin American countries going from the lowest in Brazil
of 3% to the highest of 9% in Chile in 2012

% |n Chile, the country with the highest level of import penetra-
tion, the Chinese share in 2011 was 65% in textile and apparel
and 41% in computer, machinery and electronics (OECD, for-
thcoming).

A variety of different methodological approaches have been
used to estimate the impact of Chinese exports on the exports
of other developing countries. These include calculating Finger
and Kreinin’s Export Similarity Index or related indices (Blaz-
quez-lidoy et. al., 2007; Devlin et.al.2006), comparing changes
in market shares of China and Latin America (Lall and Weiss,
2005), extensions of constant market share analysis (Jenkins,
2010; Hiratuka et. al.,, 2012), econometric analysis based on the
gravity model (Hanson and Robertson, 2009; Montenegro et.
al., 201; Hiratuka at. al., 2012; Bellucci Médolo and Hiratuka,
2015) and econometric studies based on plant level data (Utar
and Torres Ruiz, 2013; lacavone et. al, 2012; Shigeoka et. al,,
2006, Sargent and Matthews, 2008). While the studies that use
trade data and indicators cover most of the main Latin Ameri-
can countries, up to now the studies based on plant level data
have been confined to Mexico.

>See Gallagher and Porzecanski (2010, Table 3.4) on Argentina,
Brazil, Chile, Colombia, Costa Rica and Mexico; Hiratuka et. al.
(2012) on Argentina, Brazil, Mexico and Uruguay; Jenkins (2014)
on Brazil.

®For a discussion of sustainability standards in Chinese lending
to Latin America, see Blackmore et. al. (2013), Gallagher et.al.
(2013), Grasnow (2015), Yuan and Gallagher (2015)
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Knowledge and technology trans-
fer, investments, patents, intellectual
property laws, capital mobility, finan-
cial liberalization, exchange of bank-
ing information. So-called trade agree-
ments contain ever fewer pages about
trade but a surplus about other issues.
For Kevin Gallagher, one of the world’s
leading lights in the analysis of relations
between China and Latin America, the
unconditional loans being offered by
the Asian giant represent both a nov-
elty and a huge challenge. According
to Gallagher, a professor at Boston Uni-
versity, if countries use their resources
to close the infrastructure gap, and en-
courage innovation and productive di-
versification, they will benefit from the
new context. Otherwise, they will have
wasted a good opportunity to climb
aboard the development train once
and for all.

Why do you claim that trade agree-
ments are no longer about trade?

I’'m more than a little concerned
that the world appears to be abandon-
ing the WTO. It's the only global insti-
tution where every country has a vote.
In the IMF or the World Bank, United
States has the power of veto. The WTO
moves slowly because it’s more demo-
cratic, and many countries get rather
frustrated at its sluggishness. United
States, in particular, has moved toward
a strategy of bilateral and regional
agreements with economies, account-
ing for 80% of world production. Yet
the benefits in terms of trade are not
that great. For example, the Transat-
lantic Trade and Investment Partner-
ship (TTIP), the agreement between
United States and Europe, will grant
benefits of 0.3% of GDP by 2025 in
the area of trade. Why are countries so
concerned about this if the impact on
trade is minor? What is strictly trade-

JUST

0.3%

OF GDP IS THE
BENEFIT EXCLUSIVELY
IN TERMS OF TRADE
PROVIDED BY THE TTIP

related is the only segment that can
be quantified. Yet there’s a huge part
of the agreement, hundreds of pages,
about other issues, such as intellec-
tual property and patents, which have
nothing to do with the prospect of free
trade. In the TTIP, the patent regime is
extended to twelve years, which Unit-
ed States has been trying to achieve
globally and does not benefit the de-
veloping countries. For example, in the
pharmaceutical sector, countries like
Brazil have a policy of purchasing ge-
neric drugs in order to offer them to
its population more cheaply. Under a
twelve-year patent regime, the price of
these medicines will rise, and there will
be less competition, due to protection.
It’s, actually, the opposite of free trade.

Is the broadness of the issues in
the negotiations a positive thing?

The theory of free trade is extreme-
ly robust in economics, and its conclu-
sions are clear under certain conditions:
when trade is liberalized, both partners
benefit. But there is no such theory
for the liberalization of investment.
The new agreements focus on liberal-
izing investment, not just imports and
exports of goods, and on opening the
banking system to bring in short-term
capital. But there are many economet-
ric studies that demonstrate that the
flow of short-term capital is actually

destabilizing for countries—some even
conducted by the International Mon-
etary Fund (IMF). As it has compara-
tive advantages in the financial sector,
that doesn’t matter to United States,
even if it isn’t beneficial to the emerg-
ing countries. Those conditions are not
incorporated into the agreements ne-
gotiated in the WTO, where emerging
countries have relatively equal weight.
When it comes to bilateral negotiations
between United States and a smaller
emerging country, it’s easier for United
States to get what it wants.

Is it possible to successfully regu-
late short-term capital?

Sure, Peru does it very well. Chile did
it in the ‘90s, Colombia in the 2000s,
and Brazil has in the 2010s. They all
did good jobs of regulating capital
flight through exchange rate policy, or
by levying taxes on the sale of short-
term financial assets. Under some of
these agreements, such measures will
become illegal. There is a debate cur-
rently raging over the issue in United
States, because ensuring that partners
are financially stable can be more prof-
itable in the long run than the benefit
obtained by the financial sector lifting
regulations on short-term capital flows.

80%

OF THE GLOBAL
ECONOMY IS SPOKEN
FOR BY AGREEMENTS

SIGNED BY UNITED
STATES

United States has, at least, agreed to
discuss the inclusion of such measures
in the TTIP. If progress is made on this
issue, it would be the first agreement to
include restrictions on capital.

What lessons can be learnt from
the Chinese growth model for Latin
America?

China became bigger than the whole
of Latin America put together back in
2003. In 1980, the Chinese economy
was only half as big Latin America’s.
The main foci of Chinese growth were
investment and structural change. Both
China and Latin America have attempt-
ed to integrate into the world economy,
but China’s liberalization was gradual: a
little opening, then adapt; more open-
ing, then more adaptation. This cre-
ated new industries as the economy




opened up. Latin America, on the other
hand, opened up altogether, which left
it wide open to external shocks. The
most important lesson left by China is
that both markets and state have an
important role to play, but opening has
to be more gradual than in the form of
a shock.

How do you rate the more intense
ties between China and the Latin
American countries?

I’'m generally optimistic, because |
like diversity. Latin America has always
been highly dependent on demand
from Europe and United States. Add-
ing China to the mix is good because,
if one partner has a crisis, the other
might not. If it hadn’t been for Latin
America’s links with China, the financial
crisis would have hit the region a whole
lot harder. China buys a lot and that
helps keep commodity prices high. But
my optimism can turn to pessimism if
the region’s governments don’t take
advantage of those link for long-term
benefits. An important aspect of the
relationship is loans to governments.
Since 2005, China lent US$119 billion to
the region’s countries, but only US$22
billion in 2014. That’'s more than the
Inter-American Development Bank and

BILLON

IS THE TOTAL OF
LOANS FROM CHINA
TO THE REGION SINCE

2005

the World Bank put together. The new
thing is that, instead of laying down
conditions, like the IMF, China lends the
money for countries to do what they
want with it.

Do you think those funds are being
used appropriately?

The countries of Latin America
don’t like the multilateral organiza-
tions’ conditions. Well, now they have
money without conditions. It’'s a big
challenge. The world is watching to
see if they’ll invest appropriately in in-
frastructure, diversification, education,
and environmental care. Latin America
wanted a different kind of agreement,
and now it has it. Some countries ap-
pear to be making good use of those
loans. A case in point is Ecuador, where
the new roads and energy plants are
there for all to see, and there’s plenty
of investment in fixed capital forma-
tion. These advances aren’t being seen
in other countries. Governments have
to think creatively about how to use
these funds to transform their econo-
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mies and stop being tied to the vagar-
ies of commodity prices, connect to
industrial global value chains, boost
intraregional trade, and create trade
patterns with Asia, Europe, and United
States. It’s a very big challenge, but it’s
also a unique opportunity, the kind of
opportunity that hasn’t presented itself
to the region in a long time.

Do you think will the Chinese de-
mand for natural resources will hold
up?

At present, China’s per capita con-
sumption of copper, soybeans, or steel
is still below Japan, United States, and
South Korea’s. For that reason, we
think the demand for natural resources
will continue to grow. However, it’s es-
sential that the region’s countries pro-
tect the environment and ensure that
resources are available for the long
haul. They should also ensure that pri-
mary sector benefits are invested in
innovation, diversification, education,
and areas that aren’t necessarily direct
related with natural resources.

Do you believe it is better to nego-
tiate with China on bilateral or multi-
lateral terms?

The terms can be bilateral or mul-
tilateral. In 2009, the CELAC-China
Summit set a very extensive negotiat-
ing agenda in science and technology,
cooperation, exports, environment,
and investment. But every country has

6.2%

OF GDP IS THE
INFRASTRUCTURE GAP
IN LATIN AMERICA

its own needs. Argentina is probably
more interested in currency swaps than
Peru. | believe Latin America’s bargain-
ing power has been underestimated.
Almost half China’s copper imports
come from Peru and Chile. And almost
all its soya imports come from the re-
gion, a situation that provides very se-
rious bargaining power. In industry, one
can always negotiate with the threat
of going in search of competitors if
the negotiation doesn’t move forward.
But in primary sectors, there just aren’t
the competitors. There are few places
where China can acquire those strate-
gic resources, so essential to its func-
tioning. In return, the Chinese are will-
ing to negotiate and work together. The
strategy where MERCOSUR presents a
more united front in its negotiations
with China hasn’t been explored yet.
South-South cooperation is different:
an exciting experiment.

What is your opinion of the scheme
to join up Brazil’s Atlantic coast with
the Pacific port in Peru, using Chinese
money?

The whole world is looking at these
projects. On the one hand, the region
needs more intraregional trade and for
the Atlantic countries to have greater
reach in Asia. It takes a long time to
cross the Panama Canal, and there’s an
urgent need for better infrastructure in
the region. On the other hand, there’s
considerable social and environmental
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risk involved in these schemes, such
as the Amazon, which has implications
for climate change. There are also in-
digenous communities who have to be
consulted and respected. If that isn’t
done, the projects will get a very bad
press, and there’ll be associated po-
litical risks and social protests, which
have not just ethical and moral dimen-
sions, but economic ones. For Brazil’s
Belo Monte Hydroelectric Dam, no con-
sultations with local residents or even
an environmental impact study were
carried out, and that generated a lot
of controversy. What was going to be
a four- or five-year scheme was made
much more protracted by those con-
flicts, with the consequent economic
cost. The most advisable thing is to
conduct good environmental impact
analyses, not only for the sake of hu-
man rights, but because it reduces the
costs associated with the scheme con-
siderably. If the scheme can be carried
through in a way that’s socially inclu-
sive and has low environmental impact,
it may set a precedent for the region.
Latin America has an infrastructure
gap of 6.2% of GDP, but there are right
ways to close that gap, and others that
cause problems.

What is the conclusion of your new
book, The China Triangle: Latin Amer-
ica’s China Boom and the Fate of the
Washington Consensus?

China and Latin America saw very
strong growth between 2003 and
2013. Some countries managed to use
that growth to reduce social inequality
and improve their social indicators. The
problem is that Chinese demand is no
longer growing as fast as before, and
commodity prices aren’t rising so fast
either. The region didn’t do enough
to invest in alternatives that would
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see it through when that main driver
of growth is no longer so powerful. It
didn’t save enough, governments didn’t
improve collection, they didn’t handle
exchange rates to combat the curse of
natural resources, and they didn’t in-
vest enough in innovation. In the new
lower-growth scenario, other drivers
are also weak: the performance of the
industrial sector isn’t good, there’s fi-
nancial instability, and environmental
concerns are greater than ever. In my
book, | explore these issues, and ar-
gue that it isn’t yet too late for Latin
America, since it has stronger internal
markets and more export options. But
it will take time to coordinate a strate-
gy based on innovation, environmental
care, education, and the diversification
of local economies to achieve sustain-
able development. China offers an op-
portunity for Latin America. But only
the Latin Americans can redeem them-
selves. It offers them loans for longer
periods of time and without condi-
tions. Can Latin Americans turn that
investment into inclusive productive
development with low environmental
impact? If it can, China will be part of
the solution, but Latin America should
take most of the credit. If they can’t,
the region will have wasted a great op-
portunity, and China will have lost a lot
of money. m
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THE INSTITUTE FOR THE INTEGRATION OF

LATIN AMERICA AND THE CARIBBEAN
(INTAL) CALLED A MEETING OF NEGOTIATORS
OF FREE TRADE AGREEMENTS (FTASs) wiITH
CHINA. REPRESENTATIVES OF PERU, CHILE,
AND CosTA RICA SHARE THEIR EXPERIENCE.
WHAT ARE THE OBSTACLES AND OPPORTUNITIES
OF THE NEGOTIATION, AND WHAT RESULTS WERE
OBTAINED AFTER THE AGREEMENTS?
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THREE LATIN AMERICAN AND CARIBBEAN COUNTRIES HAVE SIGNED FREE
TRADE AGREEMENTS (FTAS) WiTH CHINA. IN THIS ARTICLE, THEIR PRINCIPAL
NEGOTIATORS EXPLAIN THE DETAILS OF THE PROCESS LEADING UP TO THE
SIGNING OF THE AGREEMENTS. MaRco ViNicio Ruiz, THE Costa RicanN
NEGOTIATOR, ANDRES REBOLLEDO SMITMANS, THE CHILEAN NEGOTIATOR,
AND EDUARDO FERREYROS, THE PERUVIAN NEGOTIATOR, ALL AGREE THAT
THE LINK TO THE ASIAN GIANT HAS CONTRIBUTED TO THEIR ECONOMIES’

DEVELOPMENT, TO DIVERSIFYING EXPORTS, AND TO PROMOTING DOMESTIC

CONSUMPTION.

WHAT SPECIAL
CHARACTERISTICS ARE THERE WHEN
IT COMES
TO NEGOTIATING WITH CHINA?
HOW IS IT DIFFERENT
TO OTHER COUNTRIES?

é The special characteristic is that
they ask for a feasibility study of future
trade arrangements as a requirement.
We aren’t used to doing that in Latin
America, and it’'s extremely interesting.
For us, at least, it was an eight-month
exercise. We learnt first-hand about their
sensibilities, their concerns, and obvi-
ously their strengths, and at the end of
the feasibility study the decision is taken
over whether an agreement is interest-
ing or not. This is normal when they are
countries that haven’t had very strong
economic relations over the years, as in
the case of Costa Rica and China. An-
other feature of theirs is pragmatism.
The Chinese are very direct in their ne-
gotiating style, and the process is rather
to try to convince them to move away
from that perhaps overharsh position.
Third, China can be sensitive about some
of the products we make. It's essential
how the access of agricultural products
to China is negotiated. Everything is sub-
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ject to the approval of an omnipotent
health authority, and it’'s a long-drawn-
out process. They won’t accept interna-
tional institutions in food; things have to
be done on a product-by-product basis
and a protocol drawn up, a process that
can take many years. So it’s vital to be
patient.

G We’ve been negotiating a free trade
agreement with them for ten years. What
China’s been doing this decade is differ-
ent. When we negotiated the agreement
with China, it was our fifth biggest mar-
ket; today it’s now our single biggest. It
was very significant for us and had a ma-
jor impact in relation to what we did with
the other Asian countries after the nego-
tiation. In that sense, for us, China also in
a way gave us a kind of seal of approval
in other negotiations: it perhaps made
us more attractive for other agreements,
other countries that probably wondered
why they negotiated with Chile, and it
opened the doors to other countries for
us.

@ In general terms, Peru’s negotiation
process toward a free trade agreement
with China was along the same lines as
with United States and the European Un-

ion. What were the differences? The cov-
erage, in that Peru did have sensitivities
with China in certain industrial products,
mainly textiles and footwear, and we
tried and succeeded to keep them out
of the negotiation: in other words, those
products weren’t going to eliminate the
tariff because of the potential competi-
tion that would come from China. The
tariffs were never lowered. There were
also differences in coverage in invest-
ments and services, unlike other agree-
ments that China had. In that sense, it
was a modern agreement: it strength-
ened the investment agreement we had,
while broadening the scope and includ-
ing mechanisms that promoted trade in
cross-border services. But we don’t have
a chapter on government procurement.
Unlike United States, China doesn’t put
an emphasis on intellectual property is-
sues. The intellectual property chapter
with China is very light.

WHAT WERE THE OBSTACLES YOU
ENCOUNTERED DURING YOUR
PARTICIPATION AS A NEGOTIATOR
WITH CHINA AND HOW DID YOU
OVERCOME THEM?

ﬁ It seems to me there are two types
~

HOW TO NEGOTIATE
WITH CHINA

of obstacles: in Costa Rica, at least, all
trade agreements are brought before
Congress, to the Legislative Assembly,
for final approval. In parallel with the ne-
gotiation, there’s a very wide consulta-
tion process with the different groups in
society, and the negotiation has to be ex-
plained so that, when the time comes for
the agreement to be sent, it has the nec-
essary support. One has to gauge which
areas China may pose a threat to local
producers in. In Costa Rica, industry was
concerned because China could kill off
infant industries: future developments
that could take place in the metallurgical
industry, for example. There is a special
status, then, for those projects in that
business. That hadn’t been negotiated
in any agreement before, and so we did
it. The other issue was that China had a
special interest in tires, a product that we
produce, and we managed to negotiate a
long tariff relief period. We had a special
interest in dairy products, for example,
which China imports, and despite a lot of
regulation, our negotiation was also suc-
cessful. The issue of business visas was
complicated, because aspects of visas in
certain sectors are highly sensitive, es-
pecially down to situations surrounding
illegal activities by certain groups. We
found a rather creative way to grant per-
mission to enter the country. We ensured
that, if a visa was held for United States,
Japan, or the European Union, business-
men could enter Costa Rica without a
visa. That way, the business community,
which was what we were interested in,
could enter our country with ease. These
were a few of the interesting aspects of
the negotiation.

G We were sort of prejudiced that
it would be a complex negotiation, in
which China would act very conserva-
tively where opening its market was con-
cerned. But, it proved not to be so. In the
end, the negotiation, which was fairly flu-
ent, took just ten months, which is also
almost unheard-of in a trade negotiation.
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PRAGMATISM IS
THE MAIN
CHARACTERISTIC OF
CHINESE NEGOTIATORS

Chile and China are countries that de-
pend on external trade and are therefore
ready to open up their economies fast.
The difficulties were to do with the more
cultural side of the negotiation. It’s rel-
evant that China is an economy where
the state sector has such a high share.
This poses a challenge from the point of
view of understanding the negotiation
processes.

We started negotiating in January
2008. The APEC meetings were based
in Peru all that year and, toward the end,
in November, there was going to be a
Presidents’ Summit in Lima, and it was
in the interests of both the Chinese and
the Peruvian presidents—but more so
of the Chinese President—to announce
the completion of the agreement. We
then spent the whole of 2008 on a very
strenuous negotiation, but with the goal
of finishing that year. There were difficul-
ties, just as there are in all agreements:
for example, China’s difficulties over ex-
cluding textiles and footwear from the
negotiation. But basically it was quite a
westernized negotiation, in English and
in a traditional format— a very amicable
affair all round. There was an issue at
the start of the negotiations where we
wanted to be granted a small economy’s
principle of special and differential treat-
ment from a larger economy. The Chi-
nese negotiators managed to turn the
tables on us by claiming that China is
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a poorer country than Peru because, if
Chinese GDP is divided among its inhab-
itants, it works out less than Peru’s per
capita income. So the attempt to have
this principle accepted was unsuccessful.
In any case, we excluded more headings
than China, and they opened their mar-
ket more than we did.

IS IT BETTER TO NEGOTIATE AS A
BLOC OR BILATERALLY?

é Our case is a very special one be-
cause we are part of the bloc of the old-
est customs union on the continent: Cen-
tral America. And we were in the middle
of the process of negotiation with the
European Union, which is now over, even
as a region. And we have, as a region, ne-
gotiated the free trade agreement with
United States. The peculiar thing is that
Costa Rica was the only country in the
Central American region that had diplo-
matic relations with the People’s Repub-

lic of China, so we couldn’t go as bloc.
| believe it’s desirable to negotiate as a
bloc. But if other countries can’t negoti-
ate, it isn’t a bad thing for one to move
alone, because that country then has the
expertise and paves the way for the rest.
We don’t believe in a do-nothing policy;
the regional bloc should not be a limiting
factor. Also, the agreement also benefits
Central American firms with headquar-
ters in Costa Rica, or subsidiaries and
operations. There really is a direct ben-
efit then.

ﬁThe different ways of negotiating
have benefited our export sector. In this
respect, we have 25 bilateral trade agree-
ments that have been the cornerstone
of export sector’s growth and develop-
ment in our country. There is currently
a different setup from the point of view
of international trade. The negotiations
are taking place around these economic
megablocs. And, no doubt, negotiating
powers will change and, in that context,
the option of negotiating between blocs
can become meaningful. We’ll attend a
negotiation—be it bilateral, plurilateral,
or multilateral—insofar as it can be ben-

UNLIKE THE US

CHINA DOES NOT
PUT EMPHASIS
ON INTELLECTUAL
PROPERTY
ISSUES

HOW TO NEGOTIATE
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eficial and as Chile has been doing for
more than 20 years: inserting itself very
deeply into the world.

You have to negotiate with coun-
tries that have the same development
model. In the Andean Community, Peru
and Colombia have a development
model based on integration to the world
and opening up markets. On the other
hand, Bolivia and Ecuador have a more
closed model. So we can’t negotiate as
an Andean Community bloc either with
the European Union or United States.
That’s why Colombia and Peru have set
about creating the Pacific Alliance with
countries that have the same develop-
ment model: Chile and Mexico. The four
countries are seeking to open borders,
bring in products, and remove barriers
to trade. And it’s working: our countries
are growing and our most competitive
industries are diversifying. But to get a
Peruvian product to cross the border
into Argentina or Brazil is very difficult:
lots of procedures, lots of barriers; not
tariffs, but previous licensing and move-
ment certification. So there are countries
where trade flows and there are others
with difficulties. Peru is going for free
trade. We've just finished negotiating
the Trans-Pacific Partnership Agreement
(TPP) and we’re strengthening the Pacif-
ic Alliance. Without neglecting bilateral
relations with MERCOSUR, by the way.
But we want it not just to lower tariffs,
but to remove barriers to trade.

HAS YOUR COUNTRY’S EXPORT AND
PRODUCTION MATRIX CHANGED
SINCE SIGNING THE AGREEMENTS
WITH CHINA?
e

< An agreement is bilateral; it isn’t just
to make importation easier and cheaper.
Costa Rica imports plenty of products
from the world that China manufactures
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IT IS NECESSARY
TO RECOGNIZE THE
IMPORTANCE OF THE
PUBLIC SECTOR AND
ITS INFLUENCE IN CHINA

very well and that are of great benefit to
the population. For example, something
as simple as slippers today is cheaper
than before in Costa Rica. In the closed
model, only large exporters had access
to Chinese products. Today it’s been de-
mocratized a great deal, which has led
to more competition in sectors like toys
or cell phones. They’re easy to import
from China and that’s brought a huge
benefit. In exports, we wanted to par-
ticipate in agricultural products where
we have export capacity. Costa Rica ex-
ports wood products, we have certified
teak forests, which is a wood in high de-
mand in China. We produce juices, fruit
concentrates, and China is a big market.
We’re boosting our coffee output. Dairy
products have entered China after a long
process of certification, as well as beef.
Our plan has been to place Costa Rica’s
wide range of agricultural products in
that consumer market and, little by little,
we’ve been getting there.

GWe still have a very high concentra-
tion in commodities, mining, and cop-
per in the case of Chile. But perhaps the
most relevant sector to have emerged
this decade—no doubt underlining
Chile’s comparative advantage and in-
creased competition in the world—is
food exports. When we negotiated the
FTA with China, we were selling around
US$200 million; today we’re selling al-
most around the US$2 billion mark in
food. So, while it’s true that copper still
accounts for over 60% of what we sell to
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China, | think food is now the standout
marker of Chile’s diversification of sales
to Asia and, in particular, to China.

The export matrix hasn’t changed
radically. Making a free trade agreement
involves building a vast highway, and you
have to have cars that are ready to use
highway. We’re in the process of produc-
tion diversification. Luckily, Peru is bless-
ed with raw materials to export to the
world, and we’ll sell them with or without
a free trade agreement. The country has
high mineral exports, but they’ve fallen
now due to the international recession
and China’s slower growth. But we also
export agricultural products, fish prod-
ucts, which have value added as canned
food, frozen food, and textiles. There is
a process of production diversification
that takes time. What has happened
is that industry in Peru has not disap-
peared, as everyone claimed when it
came to signing free trade agreements.
It was claimed industry would disappear
and that hasn’t come to pass. Far from
companies going bust, new ones are
opening.

HOW DO YOU THINK NEW TRADE
AGREEMENTS LIKE THE TPP WILL
IMPACT THE RELATIONSHIP
BETWEEN CHINA AND THE REGION?

eThe TPP is in line with Chinese re-
forms. What China needs is time: it's
no longer considered the factory of the
world, the way we did ten years ago.
They’re going for more value added,
they have labor needs. So the TPP looks
to us like a big step in that it can get
other actors involved. And China has
changed its discourse. Once they have
their program of reforms, I'm certain
they’ll come in on the TPP. The economic
dynamism is no longer in the European
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IN COSTA RICA WE CAN
BUY PHONES AND TENNIS
SHOES AT A VERY LOW
PRICE THANKS TO THE
AGREEMENT. THINGS THAT
WE DO NOT PRODUCE

Union or United States. Asia is where the
economic growth and middle-class con-
sumers that can consume our products
are. So we have to link up with Asia in
smarter ways. Both the TPP and the Pa-
cific Alliance, in this case, are initiatives
that can help in that direction.

G Nowadays the world is built around

plurilateral agreements. Multilateralism
in trade, historically the GATT, then the
WTO, has not been able to make a leap
forward or major breakthrough in terms
of creating new rules of international
trade. This is bound up with the fact that
the world has changed, with emerging
countries having a different role. The
TPP is the most relevant agreement in
this respect in 20 years of WTO nego-
tiations. And on the map in the area of
international trade, the TPP is just a part
of many ongoing negotiations. What is
happening in the world is that these new
rules of international trade are being
segmented. There’s a tension, undoubt-
edly. There’s competition for countries
like Chile: we represent 0.4% of the
world economy and a significant portion
of our product is sold beyond our bor-
ders. We have to participate in the crea-
tion of these new rules of international
trade. We would like to have more robust
multilateralism that applied to the entire
region, but for now we’re working on this
“second best,” which is the best way to
develop rules with a view to the future.

China is trying to promote other
agreements to create balances in trade.
The TPP is the most important trade

HOW TO NEGOTIATE
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agreement in the world: there are now
twelve economies waiting for more
APEC economies to join, and we have
clear trade rules among us. Free trade
agreements divert trade. | stop buying
from someone and start buying from
these new partners where | pay no tar-
iffs. That has an impact. | don’t believe
only China should pay attention to this;
MERCOSUR has to as well, because
trade is going to shift from one side to
another. Opening borders worked well in
Peru from the 1990s. Our average tariff
is 1.6%: it’s like it didn’t exist. China elimi-
nated the one-child policy in 2015. This
is going to increase the food market and
consumption, and the impact on the re-
gion is going to be a positive one.

HOW TO ADD VALUE TO EXPORTS
MADE TO CHINA AND TO AVOID THE
RISK OF PRIMARIZATION ECONOMY?

éCosta Rica established certain
guidelines. For example, being a coun-
try with a vocation for conservation, we
don’t prioritize mining. In fact, mining or
extraction activities in our country are

OPEN OUR BORDERS
WORKED VERY WELL.
IN ORDER TO EXPORT

COPPER A FTA
IS NO NEEDED.
INDUSTRY HAS NOT
DISAPPEARED.
WE CREATED
NEW COMPANIES



MOST OF OUR
EXPORTS ARE NATURAL
RESOURCES.
DIVERSIFICATION
TAKES TIME

minimal. So we perhaps can’t offer China
the product they most want. Nor are we
characterized by the export of commod-
ities or basic goods; we’'ve always done
specialties. Our products, like bananas
for example, or coffee, are traded at in-
ternational level well above the average
because these are products with value
added, such as top-level planting prac-
tices, fair work, even organic products.
From the outset, we have tried to place
value-added products. We also have a
program of immersion in the Chinese
economy, where we prepare compa-
nies for a year, after which they’re taken
to China and helped with the business
office there. There’s a whole country
strategy to position the Costa Rica Es-
encial brand, which involves a group of
products specially for the Asian market.
When you look at the trade deficit, it’s
very favorable for Costa Rica, because
we don’t produce cars, and Chinese cars
are becoming more and more popular,
and coming in at lower prices. We don’t
produce mobile telephones. These im-
ports are articles that would have been
imported from other countries anyway,
and are now being imported cheaper
from China.

GThe important thing is to build on
comparative advantages and to be
aware that countries have different pro-
duction structures and economic insti-
tutions. We have to complement each
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other in our production, which is what
happens with Chile and China. Today
exporting food isn’t the same as it was
ten years ago. There’s more value added
here. There are more services associated
with the sale in a heading. Value added in
the field of exports is also bound up with
the possibility of selling services. Tour-
ism alone is one of our countries’ export
areas to the extent that the regulatory
and promotion conditions are created to
attract Chinese tourists, who are today
travelling around the world en masse.
The value added can be expressed in di-
rect sales, or sales with more attendant
services, technology, and logistics.

Most of what we export to China is
primary products, and that’s going to re-
main so. But non-primary products with
value added have grown 83% in the early
years of the agreement with China. 411
new products have begun to be export-
ed and over 200 companies have started
exporting to China. It's a process that’s
already under way. Production diversi-
fication doesn’t come about overnight;
free trade agreements help it, because
to export copper you don’t need a free
trade agreement.

__il

NEGOTIATION IS ALWAYS

HARD. YOU NEED TO BE

VERY PATIENT. THE IDEAL
WOULD BE TO NEGOTIATE
AS A GROUP OF
COUNTRIES OR A REGION
TO HAVE MORE
NEGOTIATION POWER

WHAT ARE THE MAIN LESSONS TO BE
LEARNT SO FAR FROM THE NEGOTIA-
TION PROCESSES AND THE IMPLE-
MENTATION OF TRADE
AGREEMENTS WITH CHINA?

é Negotiation is relatively easy, but at

the same time it’s tough. You focus on
the important issues. There are periph-
eral things, but what’s most important
is access to the Chinese market, which
is achieved by preparing the exporting
class, by preparing the private sector,
by government support, and by having
a trade facilitation office that can break
down the traditional barriers that ex-
ist in China’s public institutions due to
language limitations and ignorance of
many Chinese activities in international
markets. They’re new in international
markets, so a great deal of public-private
partnership is needed to get in. The pri-
vate sectors can’t get in on their own.
We aren’t big enough to go. Ideally, we
should go as part of a group of countries.

G There are three concepts applicable

to other negotiations. First, patience.

THE IMPORTANT
THING IS USE OUR

HOW TO NEGOTIATE
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The processes with the Asian countries
generally take time from the point of
view of deepening the economic, politi-
cal, and even personal links. Second, a
lot of flexibility is needed. And third, a
large dose of pragmatism.

The important thing is to have a ne-
gotiating team that isn’t improvised, but
is multisectoral, covering the various
ministries with leadership. In our case
the Ministry of Foreign Trade. But it has
to be ateam that is convinced about free
trade, about trade openness. It’s also key
to unify positions. Many times the Minis-
try of Agriculture has different interests
than the Ministry of Labor. So there has
to be a political decision at the highest
level to indicate which road to take. You
also have to be very persistent, very clear
about where your red lines are, what you
aren’t capable of conceding as a coun-
try, including the risk of not striking an
agreement. I've taken part in 17 FTA
negotiations. The best are those where
trust in others, trust in your counterpart,
is built from day one. Those negotiations
are very quick and very honest.m

COMPARATIVE ADVANTAGES, fie %

TODAY, EXPORT FOOD

IS NOT LIKE TEN
YEARS AGO, THERE IS
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IN JUST TEN YEARS, TWO ECONOMIES THAT BA-
RELY TRADED WITH EACH OTHER HAVE BECOME M-
PORTANT TRADING PARTNERS. THE BOOM IN COM-

MODITY PRICES WAS ESSENTIAL. LOOKING FORWARD,

LOWER PRICES DEMANDS A MORE IMPORTANT ROLE FOR

TRADE POLICY. THIS ARTICLE PRESENTS THE PRELIMINARY

RESULTS OF AN ONGOING INVESTIGATION BY THE INTEGRATION

AND TRADE SECTOR OF THE IDB. THE MAIN GOAL IS TO ANALYZE TRADE

BARRIERS AND THEIR IMPACT ON EXPORTS FROM LATIN AMERICA AND THE

CARIBBEAN TO CHINA. IT FOCUSES MAINLY ON THE ISSUES OF MARKET AC-

CESS FOR AGRICULTURAL PRODUCTS, USING DATABASES ON TRADE, OFFICIAL

DOCUMENTS AND A SERIES OF INTERVIEWS WITH GOVERNMENT OFFICIALS
AND BUSINESSMEN.

is not hard to see a scenario where the
growth of the demand for LAC commo-
dities remains robust, though not epic
as in the last decade. Therefore, there is
no good reason to believe that bilateral
trade will lose its relevance or that its
pattern will be radically altered.
Looking forward, there will be less
tolerance to the sort of neglect lent
to trade barriers that has marked the
boom years. That is particular the case
for most of LAC, which was granted
“overnight” a huge market for its com-
modities, and, therefore, had little in-
centive for a more forceful trade policy.
In this scenario, we expect that trade
policy will gain more relevance, but any
greater policy activism will face a signifi-
cant obstacle. There is not enough infor-

THE COST OF
AGRICULTURAL
TRADE

mation on the specifics of China’s trade
regime, nor enough policy analysis on its
impacts on trade and investment flows.
This paper presents the preliminary re-
sults of an INT’s ongoing research and
hopes to contribute to close this gap by
offering a more detailed analysis of the
trade barriers and their impact on LAC
exports to China. It is not intended to be
exhaustive. It focuses mainly on more
pressing market access issues for agri-
cultural goods, identified by an extensive
analysis of trade data and official docu-
ments, as well as by several interviews
with government officials and firm exe-
cutives on both sides of the relationship.
Most of the no less important, but excee-
dingly complex, government support is-
sues are left for future research.

In the space of ten years, two eco-
nomies that barely traded, let alone
exchange investments, have become
major trade partners. Driven by a boo-
ming exchange of commodities for ma-
nufacturing goods, China became LAC’s
second largest trading partner— with
12.9% of the region’s trade in 2014-- and
the largest trading partner of countries
such as Brazil, Chile and Peru. Since
2012, however, this boom seems to have
come to an end. Bilateral trade growth
has decelerated sharply and turned ne-
gative in 2014, on the back of marked
and intertwined slowdowns of China’s
and LAC’s growth, whose roots range
from a protracted recovery of the world
economy, to the diminishing returns of
China’s growth and to macroeconomic
mismanagement in some LAC’s largest
economies.

This turn of events has been raising
guestions about the future of the rela-
tionship. Does this slowdown signal a
new pattern and loss of dynamism of
bilateral trade or just a strong cyclical
adjustment, prompted by an unusually
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long commodity cycle?

The right answer to this question
seems to have elements of both, but
the cyclical adjustment seems to ex-
plain most of the story, if only because
there has been no significant change in
the fundamentals behind last decade’s
dynamism. Yes, China is unlikely to re-
turn to a two-digit growth because it is
already experiencing inexorable dimi-
nishing returns. As the stock of capital
grows and the productivity gains as-
sociated with moving people to higher
productivity activities are exhausted,
return to investment tends to fall and
so does growth. Lower growth, in turn,
compounded by the growing share of
services in GDP, translates into a less
dynamic demand for commodities.

However, with a GDP per capita of
US$ 7.6 thousand, China is still far from
experiencing the low rates of return
seen in developed countries or their le-
vels of services participation in the GDP.
If we add to these expectations the
fact that the country’s natural resour-
ce constraints will not get any better, it

TABLE 1

China’s Import Tariffs. 2013
Average Applied Total | Agriculture Manufacturing | Mining
MFN Tariff (%)
Simple average (6-dig) 9,9 13,4 9,3 3.2
Average weighted by
Chinese imports 46 103 5.4 1

14,4 17,3 13,1 1,7

Argentina’s exports to WLD
Brazil's exports to WLD 10,1 17 9,2 0,8
Colombia’s exports to WLD | 41 12,3 9.5 14
Mexico’s exports to WLD 9.6 L s 07
World’s exports to WLD 8 161 85 24

Note: See technical appendix for classification.

Source: tariffs from WTO, trade UN COMTRADE, 2013.
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FIGURE 1
IMPORT TARIFFS AND THE VAT WEDGE
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Note: VAT wedge is the difference between the effective VAT rates for domestic production and

imports

Source: IDB-INT with Tains data for tariffs and interviews and USDA 2007 for the VAT wedge.

DO TARIFFS STILL MATTER?

LAC’s well known difficulties to di-
versify its exports to China go well be-
yond trade costs and are rooted in plain
comparative advantages, as well as his-
torically low investments in education
and technology. That does not mean,
however, that trade barriers do not play
a role in these difficulties or that trade
policy is powerless.

In fact, despite China’s significant
progress toward trade liberalization,
LAC’s exporters still face significant
barriers to penetrate the Chinese mar-
ket, which are particularly binding for
natural-resource intensive sectors, whe-
re LAC has strong comparative advan-
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tages and where diversification is more
likely to occur. Even more worrying is
the fact that the relevance of these ba-
rriers often increases with the exports’
levels of processing and sophistication.

A brief overview of the current struc-
ture of China’s import tariffs, shown in
Table 1, leaves little doubt that agricul-
ture should be at the top of LAC’s bi-
lateral trade agenda. The average tariff
for agriculture is significantly higher
than those for the other sectors, with
tariff peaks as high as 65%. Not only ta-
riffs are higher, but they are particularly
stacked against LAC exports. With the
exception of Colombia, the weighted
average based on the composition of
LAC’s exports to the world is signifi-
cantly higher that either the simple ave-

rage or the weighted average based on
China’s current imports.

Although revealing, average applied
tariffs do not tell the whole story, par-
ticularly in the light of the complexi-
ties of China’s trade regime. As with
other East Asian economies in the past,
processing trade plays a major role in
China’s dealings with the rest of the
world, with imports facing radically di-
fferent levels of protection depending
on their end use (e.g. intermediate, ca-
pital or consumer goods) and their fi-
nal destination. Goods imported to be
processed and re-exported enjoy zero
tariffs under special regimes, which
consist mostly of (manufacturing) in-
termediate goods. Recent estimates
(2010) put processing imports at 45%

FIGURE 2
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of all imports—a number that is signifi-
cantly higher when commodity imports
are excluded!

What this means in practice is that
if a country export goods that are part
of China’s exporting value chain, it can
take advantage of duty free access to a
market that is currently valued at US$
881 billion. Unfortunately, that is not the
case of Latin American exporters, who
export a limited amount of manufactu-
ring goods to China. Recent estimates
are hard to come by, but data from Chi-
na Customs Administration for 2006
indicates that in that year only 25%
of imports from LAC were considered
“processing imports” and therefore en-
joyed duty-free status. If exporters are
targeting the domestic market, which,

CHINA’S NOMINAL PROTECTION, SUBSIDIES AND MFN TARIFFS FOR AGRICULTURAL
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Note: Nominal protection is the ratio between the average price received by producers at farm
gate (including payments per ton of current output), and the border price (measured at farm
gate). Subsidy (measured as a percentage of the value of output) includes payments based on
input use, area, income and non-commodity criteria. Payments based on output are estimated
to be virtually zero for most goods (See OECD Producer and Consumer Support Estimates
Database). MFN is the weighted average (China imports from the world) most favored nation

applied tariff.

Source: IDB-INT with OECD (subsidies and nominal protection) and WTO (tariffs) data.




FIGURE 3

PRICE GAP AND IMPORT TARIFFS FOR SELECTED COMMODITIES (2014)
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as suggested, is the overwhelming
case of Latin American exporters, then
applied average tariffs tend to under
rather than overestimate the amount of
protection they face.

BEYOND TARIFFS: TAXATION AND
SUBSIDIES FOR AGRICULTURE

As mentioned earlier, the barriers
that LAC exporters face to access the
Chinese market go well beyond tariffs
and involve other forms of protection.
Tax policies and subsidies are some of
these less visible but no less effecti-
ve barriers, particularly for agricultural
goods. Taxation stands out in terms of
both low visibility and impact on ex-
ports.

The extra protection arises mostly
from the way value-added taxes (VAT)
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are applied to local and imported
goods. This policy grants farmers a
number of VAT exemptions, including
the 13% tax on the sale of their products
to wholesalers.? To have a better grasp
of how much more protection this VAT
wedge adds to tariffs, Figure 1 presents
estimates for some of LAC’s most im-
portant agriculture commodity exports.
On average, the VAT wedge raises pro-
tection by as much as 63 percent, led
by soybeans, whose import tariff jumps
from 1.5 to 13.2 percent (tariff plus the
VAT wedge). As discussed later, given
that the demand for these commodities
are in general very price sensitive, this
extra protection can be easily be trans-
lated into billions of dollars of foregone
revenue for exporters.

Even though the VAT wedge is about
revenue foregone and not expenditure,

TABLE 2

China’s STE, TRQ and price control policy characteristics

T tit
Product HS-Code Price control Qquantity
(tons)
10011000; 10019010; 10019090; 11010000; minimum procurement price
Wheat 9,636,000
e 11031100; 11032100 scheme
) 10051000; 10059000,11022000; 11031300 )
Maize reserves set at market prices 7,200,000
11042300
10061011; 10061019,10061091; 10061099
Rice 10062010; 10062090,10063010; 10063090 minimum procurement price 5 320,000
10064010; 10064090,11023010; 11023090 scheme T
11031921; 11031929
17011100; 17011200,17019100; 17019910 .
S t 1,945,000
ugar 17019920; 17019990 emporary price program
31021000, 31052000, 31053000, 31022100;
31022900, 31023000; 31024000 .
benchmark factory prices and
" 31025000; 31026000,31027000; 31028000 .
Fertilizers fluctuations 13,650,000
31029000; 31031000,31032000; 31039000
31041000; 31042000,31043000; 31049000
31051000
Cotton 52010000; 52030000 temporary price program 894,000
51011100, 51011900, 51012100, 51012900, .
Wool 51013000, 51031010 not regulated by this measure 287,000
24011010; 24011090, 24012010; 24012090
24013000; 24021000,24022000; 24029000 . not regulated
price of tobacco R
Tobacco 24029000; 24031000,24039100; 24039900 . by this
is set at the central level
48131000; 48132000,48139000; 55020010 measure
56012210; 84781000,84789000
not regulated
Crude Oil 27090000 not regulated by this measure by this
measure
determined on the basis of the
price of
27100011; 27100013,27100023; 27100024 crude oil on the international [not regulated
Processed Oil 27100031; 27100033,27100039 market plus the average by this
processing fee, taxes and measure
reasonable
transportation fees in China

Continua en la siguiente pagina.
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Outof | Inquota | TQRallocated to o
quotarates| rates STEin 2014
COFCO - China National Cereals, Oil and Foodstuff Import and Export Co.
65% | 1-10% 90% na Natl ' utimp x»
(Group)
20-65% L10% 0% COFCO - China National Cereals, Oil and Foodstuff Import and Export Co.
(Group)
COFCO - China National Cereals, Qil and Foodstuff Import and Export Co.
10-65% 1-15% 50%
(Group)
COFCO - China National Cereals, Oil and Foodstuff Import and Export Co.
(Group)
50% 15% 70% China National Export Bases Development Co.
China Sugar and Wine Co.(Group)
China Commerce Foreign Trade Co
90% for urea
51% for NPK
0% % 51% for China National Chemicals Import and Export Co.
’ ’ Diammonium China National Agriculture Means of Production Group Co
phosphate
N/A for the others
China National Textiles Import and Export Co.
China National Cotton Reserve Corporation
40% 1% 33% Beijing Jiu Da Textiles Group Co.
Tianjin Textiles Industry Supply and Marketing Co
Shanghai Textiles Raw Materials Co.
not regulated b
38% 1-3% ) 8 4 not regulated by this measure
this measure
not not
regulated | regulated | notregulated b
& ) & ) . & y China National Tobacco Import and Export Co. (Group)
by this by this this measure
measure | measure
not not China National Chemicals Import and Export Co.
regulated | regulated | not regulated by China International United Petroleum and Chemicals Co.
by this by this this measure China National United Qil Co.
measure | measure Zhu Hai Zhen Rong Company
China National Chemicals Import and Export Co. (all processed oil)
China International United Petroleum and Chemicals Co. (all processed
not not oil)
lated lated t regulated b
regu a.e regu a.e no !'egu atedby China National United Qil Co. (all processed oil)
by this by this this measure ) K
Zhu Hai Zhen Rong Company (all processed oil)
measure | measure ) . .
China Aviation Oil Import and Export Co. Ltd (Aviation kerosene)
64 Other companies (Fuel Qil)

Source: IDB-INT based on China’s notifications to the WTO.

FIGURE 4
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it falls under the category of agricul-
tural subsidies as defined by the WTO
agreement on agriculture?® It is not,
however, the only agricultural subsidy
LAC exporters should be worried about.
The OECD, for instance, listed 24 active
programs in China, ranging from pay-
ments based on input use to payments
based on area, animals or income. They
are estimated to have reached US$54.2
billion, or 4 percent of the agricultural
output, in 2014.# This is substantial but
considerably less than the revenue fore-
gone under the VAT exemption, which
can go as high as US$ 11 trillion or 13%
of the agricultural output, assuming it is
being fully implemented.®

How relevant are non-tariff barriers?

As challenging as tariffs and subsi-
dies can be, LAC exporters face an even
tougher obstacle in dealing with the so-
called non-tariff barriers (NTBs), which,
because their different motivations, are
discussed in two groups: technical and
non-technical measures. The former in-
clude basically regulatory barriers such

technical standards (TBTs) and sani-
tary and phytosanitary measures (SPS).
The latter covers state trading, tariff-
rate quotas (TRQs) and price controls.
As with the other barriers, agricultural
goods are the most impacted and, the-
refore, are the focus of this analysis.
There is enough evidence to suggest
NTBs have been growing in importance
over the last decade, certainly overta-
king tariffs as the biding constraint for
a significant number of LAC agricultural
exports.

Figure 2 offers a general view of this
trend. Whereas tariffs for agricultural
goods experiences a sharp decline after
the WTO accession and subsidies (ex-
cluding the VAT wedge) have stabilized
around the 4% of agricultural output,
the gap between domestic and inter-
national prices have been growing al-
most exponentially since 2008, a move-
ments that can only be explained other
measures of government intervention.
Figure 3 offers a more detailed break-
down, with price gap and relevant NTB
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FIGURE 5

CHINA’S COTTON PRODUCTION, CONSUMPTION, IMPORTS AND STOCKS
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information on some of LAC most im-
portant commodity exports. As it can
be seen, beef, pork and poultry are the
most affected goods, with price gaps
way above their import tariffs.

NON-TECHNICAL MEASURES

Over the last decade, China’s im-
ports of a small, yet relevant group of
agriculture commodities and raw mate-
rials have been regulated by state tra-
ding enterprises (STEs) and TRQs, and
have been subjected to price controls.
Imports of grains (wheat, rice and mai-
ze), sugar, fertilizers and cotton are con-
trolled by STEs and have TRQs; imports
of wool are only subject to TRQs; and
imports of tobacco, crude and proces-
sed oil are controlled by STEs and do
not have TRQs. In addition, only crude
oil and wool are not subject to any type
of price control (see Table 2).°

These policies tend to harm LAC ex-
ports in at least three ways. First, state
trading might allow STEs to behave as
monopsonists, pushing down import
prices. Second, whereas TRQs are less
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distortive than outright import bans
or simple quotas, they still can impose
heavy losses to exporters (and consu-
mers) depending on high the intra and
extra quota tariffs are set, and on how
the quotas (and rents) are distributed
between importers and exporters and
among export countries.” Third, price
controls may set domestic prices lower
than the international level, discoura-
ging imports.

As it happens with most TRQs re-
gimes around the world, China’s quo-
tas are mostly underutilized. The only
exceptions are cotton, sugar and wool
(see Figure 4). Whereas underutiliza-

24

ACTIVE PROGRAMS
ARE IN CHINA RELATED
TO AGRICULTURAL
SUBSIDIES

tion can be interpreted as evidence of
a non-binding restriction, it might also
be related to high in-quota tariffs and
to the way the quotas are administe-
red. In fact, some China’s trade partners
with agricultural interests have being
raising concerns about “opaque mana-
gement practices”, particularly in terms
of the amounts and the recipients of
quotas.tTo determine exactly how much
damage these practices have been im-
posing on LAC’s export interests would
require a complex and rigorous empiri-
cal analysis, which is beyond the scope
of this report. Yet, a detailed analysis
of China’s price and import dynamics
of one of LAC’s important agricultu-
ral commodities—cotton --can help to
shed some light on this issue.?

China’s cotton imports have been
systematically above the quota quan-
titative threshold, despite the punitive
40% out-of-quota tariff. More recently
these imports experienced a boom as

FIGURE 6
CHINA’S COTTON PRICE GAPS:
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a result of a minimum purchase price
program launched in May 2011, amid a
significant drop in cotton prices® The
program has widened the gap between
domestic and international prices, lea-
ding the government to accumulate
huge reserve (60% of the world co-
tton reserves in 2014, according to the
USDA) as spinning mills turned to the
much cheaper and better quality impor-
ted cotton (see Figures 5 and 6).
Ironically, this greater distortion in-
troduced by the price support program
has been instrumental in showing how
much potential LAC’s cotton exports
have in China or how much they have
been hampered by the TRQ. As show
in Figure 7, imports from LAC took off
after the price support program was
introduced, particularly from Brazil and
Mexico. It jumped from US$ 103 million
in 2008 to US$ 984 in 2012, nearly tri-
pling their market share to 8.3%. The
boom, however, was short lived, as the

~
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FIGURE 7
CHINA’S COTTON IMPORTS FROM LAC.
VALUE AND SHARE OF ALL IMPORTS, 2003-2014
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not suggest that LAC is unfairly targeted
by these measures, but since the regula-
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FIGURE 9
SHARE OF CHINA’S IMPORTS SUBJECTED TO AT LEAST ONE TECHNICAL MEASURE:
BY INDUSTRY AND ORIGIN, 2014 (%).

SHARE OF CHINA’S IMPORTS SUBJECTED TO AT LEAST ONE TECHNICAL MEASURE BY
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Source: IDB-INT with data from China’s General Administration of Customs.

Note: The coverage measure is based on the compilation of technical measures (TM) at the
tariff line, agregrated at the six digits of the Harmonized System . Each six digit is considered
affected if there is at least one tariff line subjeted to TMs

Source: IDB-INT with data from China’s General Administration of Customs.




FIGURE 10

NUMBER OF FOREIGN EXPORT PLANTS APPROVED BY AGSIQ

(AS OF AUGUST, 2015)
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tory effort--in China and elsewhere--is
mostly concentrated in agriculture and
mining and since LAC’s exports are so
heavily concentrated in these sectors,
they are more likely to pay their costs.
That much can be seen in Figure 8,
which shows that imports from South
America, along other commodity-
export regions, are more extensively
affected; and in Figure 9, which makes
it clear that this exposure comes from
agriculture (or food-related manufactu-
ring) and mining.

A review of the existing regulations
and interviews with LAC exporters su-
ggest that most of the difficulties are
concentrated on agriculture exports
and mostly related to opaque SPS rules
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and long and uncertain waits to get the
products certified. LAC’s exports seem
to be particularly hobbled by General
Administration of Quality Supervision,
Inspection and Quarantine (AQSIQ)’s
lengthy and sometimes opaque process
of approval of processing plants and
GMOs and by SPS measures that are
often stricter than international stan-
dards. That has been particularly the
case of meat, soybeans and maize ex-
ports, whose tribulations are discussed
in more detail in the following paragra-
phs. 2

Meats—AQSIQ’s lengthy approval
process has been of special relevance
for meat exports, whose processing
plants have to be certified. Until Au-

gust-2015, AQSIQ had approved 232
pork, 146 poultry and 71 beef foreign
export plants.

At first glance, these numbers su-
ggest that China is particularly strict
over the approval of beef and poultry
establishments. In the last four years,
an annual average of 5.5 and 9.25 new
poultry and beef plants received per-
mission to export, respectively. By con-
trast, the pork segment has an average

FIGURE T
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of 23 new plants added per year (see
Figure 10).

Figure 10 also indicate how difficult
it is for LAC countries to expand their
number of exporting plants, although
there is a significant heterogeneity
across countries. Brazil managed to add
the most, with 14 poultry and 4 pork
plants—still a fraction of its production
capacity-- whereas Argentina had 8
beef and poultry plants suspended for

NUMBER OF FOREIGN EXPORT PLANTS APPROVED BY AQSIQ AND EXPORTED
QUANTITY FROM SELECTED LAC COUNTRIES
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unknown reasons.”

It is not clear how biding these ca-
pacity constraints have been to LAC ex-
ports. Figure 11 shows that there is not a
clear correlation between meat exports
and the number of plants approved,
suggesting that there are other supply,
demand and regulatory factors at play.

In the case of poultry, for instance,
prices seems to be a major impediment
as they have been systematically hig-
her than that of U.S. exports and higher
than the domestic wholesale price after
accounting for the VAT and (specific)
import tariff (Figure 12) . The levy of an-
tidumping and countervailing duties on
U.S. exports in 2010 helped LAC to na-
rrow and, in some cases, close the pri-
ce gap with U.S., prompting a boom in
its exports (Figure 13).* But that would
not have been possible if Brazil did not

FIGURE 12

have its initial batch of plants approved
in December 2009.

The constraints imposed by the
plant certification can perhaps be seen
more clearly in the volume of LAC ex-
ports that take the Hong Kong (HK)
route, which has a free trade agreement
with the mainland, in an attempt to
evade China’s SPS controls. As shown
in Figure 14, Brazil’'s exports to China
caught up with those to Hong Kong
after a critical mass of plants were cer-
tified in 2009, but they since remain
comparable despite the huge different
in size between the two markets. That
seems to reflect the fact that only 34
plants obtained certification of the 61
that have applied (CEBC, 2014). This
sort of triangulation can also be obser-
ved in Argentina’s and Chile’s poultry
exports when faced with SPS barriers.”®

CHINA’S DOMESTIC AND IMPORT PRICE OF POULTRY BY SLEECTED PARTNERS:
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Although effective, the HK route
does not come without a hefty cost.
The use of a middleman raises tran-
saction costs, forcing LAC companies
to export for significantly lower prices.
From 2013 to 2014, for instance, LAC
export prices to HK were on average
60% lower than those of its exports to
China and 39% lower than wholesa-
le prices in the mainland, suggesting
that a considerable share of the rents
was being appropriated by the inter-
mediaries.’®

A TIME FOR A MORE ACTIVIST
AND INFORMED TRADE POLICY

With the epic years behind us, fur-
ther gains in LAC’s relationship with Chi-
na will depend on governments going
beyond the past rhetoric and focusing
on more mundane trade barriers, who-
se removal can make a difference in the
quality of the relationship. This focus will

require a better understanding of these
barriers and their impact on trade flows,
an imperative that this article sought to
begin to address.

This effort to close this knowledge
gap can be more effective if there is a
consistent collaborative effort between
government, private sector, universities
and think-thanks to identify the more re-
levant obstacles and better understand
their impacts. That could be even more
effective if it is done at the regional level
since many LAC countries share com-
mercial interests in similar products and
they would all benefit from an improved
trade intelligence and analysis.

Rather than heralding an era of
growing trade conflicts, this more
pragmatic focus on trade barriers
should be seen as an imperative to ex-
pand and consolidate the past gains of
a relationship, whose coming-of-age
require more of a technical than politi-
cal approach to its challenges. |



FIGURE 14

CHINA AND HONG KONG IMPORTS OF POULTRY* FROM BRAZIL.
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* HS-6 020714, cuts and offal, frozen.
Source: IDB-INT with COMTRADE-data

NOTES

"Yu and Tian (2012)

2For a more detailed discussion about the VAT exemp-
tions se Huang, Rozelle and Chang (2004) and USDA
(2007).

3 See Annex 3 of the agreement. https:/wwwwto.
org/english/res_e/booksp_e/analytic_index_e/
agriculture_02_e.htm#ann_3A1

“OECD Producer and Consumer Support Estimates Da-
tabase. http://www.oecd.org/tad/agricultural-policies/
producerandconsumersupportestimatesdatabase.htm.
SThat is, assuming that all local production of agricultural
goods is exempted from the 13% VAT tax. The US$ 1.1 tri-
Ilion is obtained by multiplying the 2014 OECD estimate
of agricultural output by the 13% VAT tax.

5 See China’s notification to the WTO for more de-
tails. https://docs.wto.org/dol2fe/Pages/FE_Search/
DDFDocuments/22941/Q/G/STR/N9CHNAIC.pdf

’See, e.g., Li and Carter (2009).

2See, e.g., USTR 2014, p. 100.

?According to USDA data, Brazil was the third largest
exporter of cotton in 2014, behind the U.S. and India. Ar-
gentina was in the 16th position and Mexico in the 26th.
In terms of output, Brazil was in the top 6, Mexico in the
top 11 and Argentina among the top 14. http://apps.fas.
usda.gov/psdonline/psdHome.aspx

©The price program was an initiative launched by the
NDRC alongside MOFCOM, the Ministry of Finance and
five other ministries. For details on the regulation see: %
MEFH GRS FATI TR iEHIE  (Development
and Reform Commission jointly issued the temporary
storage of cotton this year to implement the system).
Ministry of Finance (2015). This process appears to have
been far from smooth, with the auctions facing price and
quality issues (see, e.g. Hornby, 2014 and China Cotton
Association, 2014). For example, an auction organized

2008 2009 2010 2011 2012 2013 2014

by the Xinjiang Production and Construction Corp, in
August 2014, offered 12,322 tons of cotton and only re-
sulted in the sale of 708 tons (5.7% of the total offer) due
to poor cotton quality.

“In Circular n® 49 from the State Council (Several Opi-
nions of the State Council on Strengthening imports),
the Chinese government acknowledges that AQSIQ
should be faster with its approval process. For more de-
tails, see: Commerce Department interpretation of the
State Office Opinions on Strengthening imports (7% 55 &5 fi#
BEETMR T RS O TR, [E734(2014)49 5)

¥ It appears that there were no relevant SPS reasons
behind Argentine suspensions. AQSIQ’s report does not
specify the suspension motivations and there is no de-
tailed information given by the agricultural department
from the Argentine Embassy in Beijing.

“The antidumping (AD) and countervailing duties (CV)
were adopted in February and October 2010, respec-
tively. The AD duty was 53.4% for companies that res-
ponded to the investigation and 105% for the others.
The CV duty was 12.5% and 30.3%, respectively. After
a WTO decision in favor of the U.S., MOFCOM lowered
the AD duty to 46.6% for companies that responded to
the investigation and to 73.8% for all other companies.
The CV duties were also cut 4.0% and 4.2%, respectively.
For details see WTO-DS427: China — Anti-Dumping and
Countervailing Duty Measures on Broiler Products from
the United States.

SArgentina’s exports to Hong Kong increased by a fac-
tor of 4 after China suspended eight Argentine export
plants in March, 2013. Likewise, Chile’s exports to Hong
Kong increase by a factor of 7 in September 2013 after
their exports to the mainland were suspended based
on the presence a forbid chemical (dioxin) in their ship-
ments (IDB-INT with COMTRADE data).
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CHINA HAS BEEN AN ACTIVE PLAYER IN NEGO-

TIATING PREFERENTIAL AGREEMENTS, HAVING SIG-

NED A NUMBER OF THEM WITH COUNTRIES IN DI-

FFERENT REGIONS. THERE ARE THREE AGREEMENTS

ALREADY SIGNED WITH LATIN AMERICAN COUNTRIES

— CHILE, PERU AND CosSTA RicA — AND NEGOTIATIONS

ARE GOING ON WITH COLOMBIA. IN THIS PAPER EIGHT

OF THESE PREFERENTIAL TRADE AGREEMENTS ARE CONSIDE-

RED (CHILE, PERU, CosTA RicA, SINGAPORE, AUSTRALIA, SOUTH KOREA,
NEw ZEALAND AND ASEAN) AND THE COMPARATIVE ANALYSIS SHOWS
THAT THEY PRESENT SOME COMMON FEATURES AT THE SAME TIME THAT
SPECIFIC CHARACTERISTICS REFLECT THE ACTUAL INTERESTS OF CHINA IN
EACH BILATERAL RELATION. THE BASIC STRUCTURE OF THESE AGREEMENTS
SIGNED WITH CHINA IS THEN COMPARED TO AGREEMENTS SIGNED BY LA-
TIN AMERICAN COUNTRIES WITH THE US AND THE EUROPEAN UNION. IT
IS SHOWN THAT IF THE LATTER TWO OFTEN CORRESPOND TO PREVIOUSLY
DEFINED TEMPLATES (“ONE SIZE FITS ALL ) THE AGREEMENTS WITH CHINA
ARE MORE ~TAILOR-MADE , TAKING INTO ACCOUNT SPECIFIC FEATURES THAT

DIFFER AMONG PARTNERS.

La relacion entre China y América La-
tinThe relation between China and Latin
America goes back a long way. As is now
well known, between the mid-XVIth cen-
tury and early-XIXth century the so-called
Silk Road via the Philippines had a quite
intense flow of merchandises between
China and the Americas. China exported
not only silk, but also jewelry, gun pow-
der, cotton cloth, arts and crafts and
other products, and imported from Latin
America food, soap, shoes, hats and oth-
er products?.

This relationship acquired new di-
mension in the XIXth century, with the
migration of Chinese workers to the Pa-
cific coast of South and Central Amer-
ica, as well as to the railroad construc-
tion in North America.

Political turmoil by the mid-XXth
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century of course led to a reduction of
the relationship between China and the
Americas, but since the beginning of
the 1990s we see a gradual intensifica-
tion of the economic links between the
two, starting with a sharply increasing
importance of China as a trade partner
and more recently also as an important
potential or actual investor in a number
of Latin American economies?.

At the same time, an unprecedented
phenomenon is taking place in Asia. Most
countries in this region have tradition-
ally resisted to signing preferential trade
agreements. For several decades it was
in Latin America (and in Africa) that one
could find emphasis in the promotion of
formal regional initiatives. Since the late
1990s, however, there has been a multi-
plicity of preferential agreements signed

by Asian countries, probably matching or
even surpassing in number the amount of
agreements signed by Latin Americans at
the same time.

Part of the reasons for that has to
do with the fact that the main econo-
mies in Asia are important producers
and exporters of manufactured prod-
ucts and the production in this sector
has become increasingly a fragmented
process: the so-called “value chains” re-
quire - almost by definition - free access
to production goods, hence the need to
provide a favorable trade environment?.

This is for sure only one of the reasons
for the multiplicity of agreements. As will
be shown in the coming sections other el-
ements, such as, for instance, the need to
regulate the bilateral treatment to inves-
tors or migrants and the conditions for
disputes between economic agents and
the State in other country are also pre-
sent in this movement.

China has been an active player also
in this area of preferential agreements,
having signed a number of them with
countries in different regions. There are
three already signed with Latin Ameri-
can countries - Chile,°Peru and Costa
Rica - and negotiations are going on
with Colombia. Hardly surprising, Chile,
Peru and Colombia are members of
the Pacific Alliance, and Costa Rica is

<%

AGREEMENTS ARE DISCUSSED
T ISIPA PERLCHINE PERUS,

COSTA RICA , SINGAPORE, AUS-

TRALIA , SOUTH KOREA , NEW
ZEALAND AND ASEAN

applying to join in. Chile and Peru are
also APEC members as well as partners
in the Transpacific Partnership (TPP).
China has signaled, since the signing of
the TPP, that it is aiming at compensat-
ing the effects of this Partnership by
intensifying the signing of new prefer-
ential agreements as well as the initia-
tives related to its "One Belt, One Road"
strategy.

In this paper eight of these prefer-
ential trade agreements are considered
(Chile, Peru, Costa Rica, Singapore, Aus-
tralia, South Korea, New Zealand and
ASEAN) and the comparative analysis
shows that they present some common
features at the same time that specific
characteristics reflect the actual inter-
ests of China in each bilateral relation.
Also, regional concerns - such as the
conditions for labor movement - are
present in the agreements signed with
China’s neighbors, as different from
those with Latin American countries.
The basic structure of these agreements
signed with China is then compared to
examples of agreements signed by Lat-
in American countries with the US and
the European Union.

The appraisal of these documents
suggests a few recommended aspects
to be taken into consideration in further
negotiations.
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This article comprises seven sec-
tions. The next section presents a short
set of considerations about how the
subject of free trade area is dealt with
by the trade theory and compares with
these recent agreements meant to cre-
ate free trade areas. This is followed, in
the third section, by the identification
of a number of features that are com-
mon to the reviewed agreements. The
fourth section shows that apart from
these common features some of the
agreements present quite important
specific characteristics, leading to the
conclusion that they have a good deal
of topics that are rather unique to some
countries. The fifth section shows that
the agreements signed by Latin Ameri-
can countries differ in some aspects to
those signed by countries geographi-
cally closer to China in a number of as-
pects that have to do with this proxim-
ity. The sixth section compares this set
of eight agreements with a few other
treaties signed by Latin American coun-
tries with the US and the European

TABLE 1
BASIC STATISTICS
SELECTED CHINA AGREEMENTS

Union; as it comes out, there are some
indications that the agreements with
China seem to be more adaptive to the
characteristics of the partner country.
The seventh section brings a brief over-
view of the experience so far and sug-
gests some implications for additional
negotiations between Latin American
countries and China.

Il - A Brief Look at the Theory

We learn, from the textbooks on in-
ternational economics, that a process of
economic approximation between two
or more countries has different levels.
The most common listing was adopted
by Bela Balassa (1961) and is known as
the "Balassa taxonomy .

PARTNER YEAR NUMBER OF NUMBER OF | NUMBER OF
ARTICLES PAGES ANNEXES
CHILE 2004 23 275 3
PERU 2005 121 82 9
COSTA RICA 2008 214 121 14
ASEAN 2008 15 75 7
NEW ZEALAND 2009 201 123 12
SINGAPORE 2010 168 94 13
AUSTRALIA 2015 222 161 n
SOUTH KOREA 2015 305 216 14

Source: China FTA Network in www.fta/mofcom.gov.cn.
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THE REALITY MAY DIFFER

According to this taxonomy a first
level of more intense relation is the
signing of preferential trade agreement.
This comprises the reduction or elimina-
tion of import tariffs for a pre-defined
set of products. It is often a limited set
of items, and there is no need for ad-
ditional measures other than informing
customs staff in the countries involved
in the process.

The following “stage’ is the forma-
tion of a free trade area. At this level
most if not all the merchandises flow-
ing between two or more countries are
traded at very low or zero tariffs.

This raises the possibility that some
agent might import a product from else-
where and sell it at the partner country,
given the full access to market. In order
to avoid that it is required that the par-
ties adopt as a criterion the amount of
value that has been added in one of the
participating countries. Only domestic
production can be granted the possibil-
ity of full market access.

In order to have a better control
over this process it is often considered
that the formation of a free trade area
is more likely to take place between
neighboring countries.

Another condition is, of course, to
avoid a situation where one of the part-
ners benefits from systematic trade sur-
plus in its relation with the other signa-
tories of the treaty, given the condition
of full market access. This is dealt with
by coordinating the exchange rate poli-
cies of the participating countries.

This is textbook reality.

IN A HUGE DISTANCE

FROM TEXTBOOKS

One basic characteristic of the
agreements signed by China and re-
viewed here is that all of them are
meant to create free trade areas. All of
them have specific conditions regard-
ing the proof of origin, as expected.
But they refer to countries that are not
neighbors® and there is nothing related
to the coordination of exchange rate
policies, as might have been expected.

The onus of proof of the percentage
of domestic value added is left to the
trading agents, who have to submit an-
nual certificates of origin of the prod-
ucts actually traded, and rely upon the
specified conditions for dispute settle-
ment established in each treaty.

This is not only a change in econom-
ic jargon. The agreements with China
are also an outcome of a more ambi-
tious relationship, going beyond simply
trade in goods, often comprising disci-
plines in trade in services, in investment
flows and in some cases also coopera-
tion in policies for some sectors.

It remains to see to what extent the
agreements signed with Latin American
countries differ in substantive terms to
those signed with countries elsewhere,
and what recommendations stem from
this comparison.

11l - Common features of the agree-
ments

Apart from being all of them con-
cerned with the formation of free
trade areas the revised agreements do
present a few other common charac-
teristics.
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This section builds partially on the
several articles published in Oliveira/
Ratton (2013). The chapters in that vol-
ume present a detailed analysis of five
treaties signed by China, comprising the
three agreements with Latin American
countries, plus the ones with New Zea-
land and Singapore. The present article
adds three other agreements to that
analysis and adopts a slightly different
approach to the analysis of the texts.

In all the eight agreements reviewed
here there is specific reference to the
fact that all bilateral communications
as well as the required documentation
shall be written in English. This is a nec-
essary condition, given the limited ac-
cess to mandarin.

In all the agreements there is explicit
concern with providing a maximum de-
gree of transparency to policies as well
as to specific decisions affecting bilat-
eral relations.

In all but the agreement with Aus-
tralia there is a specific provision where
the parties agree to negotiate future ac-
celeration of the process of reduction of
bilateral tariffs and custom duties or the
implementation of commitments.

In all but the agreements with ASE-
AN and Singapore there is careful con-
sideration of national treatment and
most-favored-nation treatment and
market access conditions to both goods
and services’. In some cases this refers
also to investment, like in the agree-
ments with Peru and Korea.

The two earliest agreements - those
of China with ASEAN and Chile - are
exceptions and make no reference to it,
but every other text brings rather de-
tailed treatment of agreed customs pro-
cedures, dealing with such aspects like
the criteria for review and appeal, the
need for cooperation/mutual consulta-
tion, the possibility of a party providing
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THE EIGHT
AGREEMENTS RELATE
TO WTO RULES

ON ANTI-DUMPING
AND COUNTERVAILING
DUTIES

advance ruling prior to the importation
of a good, implementation, customs
valuation procedures and the identifica-
tion of competent authorities.

In general China links its agreements
to the WTO rules. China’s agreements
regulate subsidies to trade in goods
based on WTO-plus rules® or by explicit
references to the WTO Agreement on
Subsidies and Compensatory Meas-
ures. All treaties reaffirm the intention
to eliminate subsidies and forbid the
adoption of subsidies in the bilateral
trade between the parties. This is true
for most of the reviewed agreements,
with the single exception of the agree-
ment China-South Korea. In this case
there is reference only to subsidies to
services. The WTO Agreement is only
mentioned with regard to anti-dumping
measures, countervailing duties and
voluntary export restraint.

Except for the agreement with ASE-
AN, which refers to the WTO Agree-
ment, all the others establish rules to
deal with both global safeguards and
bilateral/sector safeguard measures.

As far as the rules of origin are
concerned all agreements present the
same identification rules as those of
WTO. The basic formula for the Re-
gional Value Content (RVC) adopted in
most agreements except the one with
ASEAN is [(value of the good minus the
value of non-originating material)/value
of the good] times 100. The RVC should
not be less than 40%. The agreements

TABLE 2

AGREEMENTS WITH THE EUROPEAN UNION

CHILE

PERU AND COLOMBIA

Part | - General and Institutional
Provisions
Title | - Nature and Scope of the

Agreement

Title Il - Institutional Framework
Part Il - Political Dialogue

Part Il - Cooperation

Title | - Economic Cooperation

Title Il - Science, Technology and
Information Society

Title Il - Culture, Education and
Audio-Visual

Title IV - State Reform and Public
Administration

Title V - Social Cooperation

Title VI - Other Cooperation Areas
Title VII - General Provisions

Part IV- Trade and Trade-Related
Matters

Title | - General Provisions

Title Il - Free Movement of Goods
Chapter | - Elimination of Customs
Duties

Chapter Il - Non-Tariff Measures
Chapter Ill - Exceptions

Title Il - Trade in Services and Esta-
blishment

Chapter | - Services

Chapter Il - Financial Services
Chapter lll - Establishment

Chapter IV - Exceptions

Title IV - Government Procurement
Title V - Current Payments and Capital
Movements

Title VI - Intellectual Property Rights
Title VII - Competition

Title VIII - Dispute Settlement
Chapter | - Objective and Scope
Chapter Il - Dispute Avoidance
Chapter lll - Dispute Settlement Pro-
cedure

Chapter |V - General Provisions
Title IX - Transparency

Title X - Specific in Trade Matters of
the Bodies Established

under this Agreement

Title XI - Exceptions in the Area of
Trade

Part V - Final Provisions

I - Initial Provisions

Essential elements

General Provisions

Definitions

Il - Institutional Provisions

11l - Trade in Goods

Market access for goods

Trade remedies

Customs and Trade Facilitation

Technical Barries to Trade

Sanitary and Phytosanitary Measures
Movement of Goods

Exceptions

IV - Trade in Services, Establishment and
Electronic Commerce

General Provisions

Establishment

Cross-Border Supply of Services
Temporary Presence of Natural Persons for
Business Purposes

Regulatory Framework

Computer Services

Postal and Courier Services
Telecommunication Services

Financial Services

International Maritime Transport Services
Electronic Commerce

Esceptions

V - Current Payments and Movement of
Capital

VI - Government Procurement

VIl - Intellectual Property

General Provisions

Protection of Biodiversity and Traditional
Knowledge

Provisions Concerning Intellectual Property
Rights

Enforcement of Intellectual Property Rights
Transfer of Technology

Cooperation

VIl - Competition

IX - Trade and Sustainable Development
X - Transparency and Administrative
Proceedings

Xl - General Exceptions

XIl - Dispute Settlement

Objectives, Scope of Application and
Definitions

Consultations

Dispute Settlement Procedures

General Provisions

XIll - Technical Assistance and
Trade-Capacity Building

X1V - Final Provisions

Source: www.sice.oas.org.




TABLE 3
AGREEMENTS WITH THE US

CHILE

PERU AND COLOMBIA

I - Initial Provisions

Il - General Definitions

11l - National Treatment and Market
Access for Goods

National Treatment

Tariff Elimination

Special Regimes

Non-Tariff Measures

Other Measures

Agriculture

Textiles and Apparel

Institutional Provisions

Definitions

IV - Rules of Origin and Origin Pro-
cedures

Rules of Origin

Origin Procedures

Definitions

V - Customs Administration

VI - Sanitary and Phytosanitary Mea-
sures

VIl - Technical Barriers to Trade
VIl - Trade Remedies

Safeguards

Antidumping and Countervailing
Duties

IX - Government Procurement

X - Investment

Investment

Investor-State Dispute Settlement
Definitions

Xl - Cross-Border Trade in Services
XIl - Financial Services

XIll - Telecommunications

XIV - Temporary Entry for Business
Persons

XV - Electronic Commerce

XVI - Competition Policy, Designated
Monopolies and State Enterprises
XVII - Intellectual Property Rights
XVIII - Labor

XIX - Environment

XX - Transparency

XXI - Administration of the Agree-
ment

XXII - Dispute Settlement

XXIIl - Exceptions

XXIV - Final Provisions

I - Initial Provisions and General Definitions
Initial Provisions

General Definitions

Il -National Treatment and Market Access
for Goods

National Treatment

Tariff Elimination

Special Regimes

Non-Tariff Measures

Other Measures

Institutional Provisions

Agriculture

Definitions

11l - Textiles and Apparel

IV - Rules of Origin and Origin Procedures
Rules of Origin

Origin Procedures

V - Customs Administration and Trade Fa-
cilitation

VI - Sanitary and Phytosanitary Measures
VIl - Technical Barriers to Trade

VIIl - Trade Remedies

Safeguard Measures

Antidumping and Countervailing Measures
IX - Government Procurement

X - Investment

Investment

Investor-State Dispute Settlement
Definitions

XI - Cross-Border Trade in Services

XIl - Financial Services

XIIl - Competition Policy, Designated
Monopolies and State Enterprises

XIV - Telecommunications

XV - Electronic Commerce

XVI - Intellectual Property Rights

XVII - Labor

XVIII - Environment

XIX - Transparency

XX - Administration of the Agreement
and Trade Capacity Building

XXI - Dispute Settlement

Dispute Settlement

Domestic Proceedings and Private
Commercial Dispute Settlement

XXII - Exceptions

XXIII - Final Provisions

Source: www.sice.oas.org

with New Zealand and Peru specify also
that the goods are to be considered in
FOB value whereas the non-originating
materials are in CIF value.

The agreement with ASEAN pre-
sents a similar but slightly different for-
mulation, but the 460% of domestic val-
ue-added condition also holds: RVC =
[(value of produce originating from out-
side of the territory of a Party + value of
materials of undetermined origin)/FOB
price] times 100 < 60%.

As far as anti-dumping measures and
countervailing duties are concerned all
the eight agreements also refer to the
WTO rules. In general the agreements
consider the possibility of adopting the
WTO dispute settlement mechanism as
an alternative mechanism to the one
defined specifically in the agreement.

A similar acceptance is found in re-
lation to trade in services. The articles
that regulate access to market often
follow GATS Article XVI. One peculiar
feature of the agreements with China is
that they tend to deal with market ac-
cess with a positive list when it refers
to services (even though the agreement
with Australia refers to both positive
and negative list in services) and a neg-
ative list in relation to goods.

The agreements signed by China re-
flect its position of resisting the expan-
sion of intellectual property disciplines.
In all the eight cases reviewed here, with
the only exception of Singapore, the par-
ties refer to the WTO TRIPS Agreement.
They also make explicit that the parties
must establish and maintain transparent
international property rights legislation
and procedures. It is remarkable that the
expression “intellectual property" is not
even mentioned in the Agreement with
Singapore, as much as the fact that the

IS THE REGIONAL
VALUE CONTENT (RVC)
ACCORDING TO THE RULES
OF ORIGIN STIPULATED IN

THE AGREEMENTS

agreement with South Korea explicitly
mentions no less than 12 international
agreements ruling intellectual property.

It is common to find in China’s
agreements reference to the impor-
tance of intellectual property as a
means to promote economic and so-
cial development, as well as the need to
reach an equilibrium between authors’
rights and the ’legitimate rights® of
consumers.

In all agreements specific issues -
such as the adoption of technical bar-
riers to trade by the parties - are to be
dealt with by specific bilateral com-
mittees, with the identification of fo-
cal points made explicit in the treaties
texts.

In all the agreements there are ref-
erences to the WTO commitments re-
garding technical barriers and sanitary
and phitosanitary measures, with ex-
plicit reference to the WTO Sanitary
and Phitosanitary Agreement and con-
cerns with transparency and coopera-
tion between the parties.

Government procurement is men-
tioned in every agreement except the
one with ASEAN, but with significant
differences. Whereas the agreements
with Australia and South Korea explic-
itly say that the parties will commence
negotiations after China accession to
the WTO Agreement on Government
Procurement, in all the others this is-
sue is mentioned either under "coop-
eration’, as in the agreement with Chile
(“establish and develop mechanisms
for government procurement’) or as
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stating that government procurement
does not apply to the agreed conditions
for investment and trade in services.
China incorporates the issue of com-
petition in most agreements (except
the treaty with ASEAN), but with dif-
ferent emphasis. It is either mentioned
under intellectual property that may
harm competitive conditions (Chile) or
referred as an instrument against mo-
nopoly (New Zealand) whereas in other
agreements this topic deserves a spe-
cific article or even - as in the agree-
ment with Singapore - a whole chapter.
The agreements refer to the ex-
change of information as a means to
make the regulation of competition
more effective. The provision of tech-

CUADRO 4

nical assistance, exchange of experi-
ence and qualification of personnel are
among the most important axis of the
agreements, as far as competition is
concerned.

Except the agreement with ASEAN
in all others there are disciplines ruling
bilateral investment, be it in a specific
article, as in Chile and Costa Rica (in this
case a reference to a previous bilateral
agreement on investment) or as a whole
chapter, in the other agreements. Rules
often comprise both portfolio and di-
rect investment and determine the free
transfer of funds.

Last but not by any means the least,
and as already mentioned, none of the
agreements bring any reference to any

ACUERDOS DE CHINA CON CHILE Y SINGAPUR

CHILE

PERU AND COLOMBIA

| - Initial Provisions

Il - General Definitions

11l - National Treatment and Market
Access for Goods

IV - Rules of Origin

V - Procedures Related to Rules of
Origin

VI - Trade Remedies

Bilateral Safeguards

Global Safeguards, Antidumping and
Countervailing

VIl - Sanitary and Phytosanitary
Measures

VIII - Technical Barriers to Trade

IX - Transparency

X - Dispute Settlement

XI - Administration

XIl - Exceptions

XIll - Cooperation

XIV - Final Provisions

Il - Initial Provisions

Il - General Definitions

11l - Trade in Goods

IV - Rules of Origin

V - Customs Procedures

VI - Trade Remedies

VIl - Technical Barriers to Trade
Sanitary and Phytosanitary Measures
VIII - Trade in Services

IX - Movement of Natural Persons
X - Investment

XI - Economic Co-operation

XIl - Dispute Settlement

XIIl - Exceptions

XIV - General and Final Provisions

Source: www.sice.oas.org.
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kind of macro policy coordination, as
would be expected in the process of
creating a free trade area.

IV - Some Relevant Differences

These agreements reviewed here
were negotiated and signed by China
in different periods starting in 2004, as
shown in Table 1. A total of eleven years
separate the first one, with ASEAN,
from the last two, with Australia and
South Korea.

It is hardly surprising that the struc-
ture of a given agreement can have some
influence upon the negotiating process
of subsequent treaties. As shown in the
previous section, there are actually a
number of aspects that are common
to these texts. It is worrying, however -
from the perspective of those countries
that do not have free trade agreements
with China - that the conditions estab-
lished in the already signed agreements
might become a ceiling for further ne-
gotiations, so that the latecomers might
eventually be forced to accept a num-
ber of conditions that are not originally
in their immediate interest.

A look at this table indicates that the
time sequencing has not implied a lin-
ear increase in size of the agreements:
they vary significantly in size and scope.
If anything, it can be said that the more
recent agreement have become more

95%

OF CHINESE
INVESTMENT WAS
CARRIED OUT IN ONLY
SEVEN COUNTRIES IN
THE REGION
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detailed in terms of number of subjects,
as reflected in the number of articles.

One aspect that comes out from
the comparative analysis of the Chinese
agreements is that even though there
are a number of common points, as
shown in the previous section, in gen-
eral these agreements are mostly "tai-
lor-made’, meaning that they present
specificities that vary according to the
partner country. There is hardly a “one
size fits all* approach.

One first, important, difference to
emphasize is that it is only the China-
ASEAN agreement that explicitly refers
to the recognition of China’'s Market
Economy Status, a recurrent demand by
China in its political relations with other
countries, and an issue that does not
immediately belong to a trade agree-
ment. Missing references to this issue
in the treaties that followed may be a
conseqguence of either that some coun-
tries have already formally recognized
that status or that some others consider
this step far too sensitive politically and
economically to accept.

As far as the consultations on subsi-
dies are concerned it is only the agree-
ments with Costa Rica, South Korea, New
Zealand and Peru that make it explicit
that if there is a suspicion that one party
is adopting export subsidies the other
party may request consultations on the
basis of the specific mechanisms estab-
lished in those articles of the agreement
dealing with dispute settlement.

Other difference is found in how the
various agreements deal with the issue
of intellectual property. For Australia
this is dealt with in quite detailed man-
ner, with specific reference to public
health, patents, trademarks, geographi-
cal indications, plant breeder's rights
and copyright. For Singapore there is
simply no reference to this topic. South
Korea is even more careful than Aus-
tralia, with reference to 12 international
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agreements + 26 items concerning spe-
cific matters, such as broadcasting and
communication to the public, trade-
marks protection, genetic resources,
plant variety protection, industrial de-
signs, copyright protection and others.

For New Zealand intellectual prop-
erty is presented in general provisions,
with specific reference to genetic re-
sources, traditional knowledge and folk-
lore. The agreement with Chile makes
reference to two WTO Agreements, to
public health, to promotion of social and
economic development in the digital
economy, as well as to intellectual prop-
erty as a research tool. For Peru there
is reference to WTO agreements and
specific mention to genetic resources,
traditional knowledge and folklore and
to geographical indications. Finally, the
agreement with Costa Rica refers to the
TRIPS Agreement and mentions explic-
itly genetic resources, knowledge and
folklore, public health, technical inno-
vation and transfer of technology and
geographical indications, with a posi-
tive list of items.

The possibility of electronic com-

1
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merce is mentioned in some details in
two agreements. The one with Australia
establishes the commitment to not im-
posing customs duties on electronic
transmission between the two coun-
tries, emphasizes transparency, respect
for UNCITRAL Model Law of Electronic
Commerce, the electronic authentica-
tion and digital certificates, online con-
sumer protection, online data protec-
tion, paperless trading and cooperation
in this area. The agreement with South
Korea also forbids the adoption of cus-
toms duties on transmissions, electronic
authentication and electronic signa-
tures and stimulates the protection of
personal information, paperless trading
and cooperation.

Australia, South Korea, Peru and
New Zealand are the most detailed
agreements in terms of establishing
customs procedures. These are the only
four that explicitly give emphasis to pa-
perless procedures by the use of auto-
mated systems.

There are differences also in terms
of the degree of details for the dispute
settlement mechanisms. The agreement
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TABLE 5

CHINA AGREEMENTS WITH ASEAN AND NEW ZEALAND

ASEAN

New Zealand

| - Definitions

| - Initial Provisions

Il - National Treatment on Internal Taxation

and Regulation

Il -General Definitions

Il - Tariff Reduction and Elimination

Ill- Trade in Goods

IV - Transparency

IV - Rules of Origin and
Operational Procedures
Rules of Origin

Operational Procedures

V - Rules of Origin

V - Customs Procedures and Cooperation

VI - Modification of Concessions

VI - Trade Remedies
General Trade Remedies
Bilateral Safeguard Measures

VIl - WTO Disciplines

VIl - Sanitary and Phytosanitary Measures

VIII - Quantitative Restrictions and Non-Tariff

Barriers

VIII - Technical Barriers to Trade

IX - Safeguard Measures
X - Acceleration of Commitments

IX - Trade in Services
X - Movement of Natural Persons

Xl| - Measures to Safeguard the Balance of Pa-

yments

XI - Investment
Investment
Investor - State Dispute Settlement

Xl - General Exceptions

XII - Intellectual Property

Xl - Security Exceptions

Xl - Transparency

XIV - Recognition of China’s Market Economy

Status

XIV - Cooperation

XV - State, Regional and Local Government

XV - Administrative and Institutional Provisions

XVI - Institutional Arrangements
XVIl - Review

XVI - Dispute Settlement
XVII - Exceptions

XVIII - Annexes and Future Instruments

XVIII - Final Provisions

XIX - Amendments

XX - Miscellaneous Provisions

XXI - Dispute Settlement
XXII - Depositary

XXIII - Entry Into Force

Source: www.sice.oas.org.

with Australia presents a rather detailed
treatment of the role and working of ar-
bitral tribunal, its rules of procedure, its
report and implementation of the final
report, compliance review, compensa-
tion, and other specific aspects. The
agreement with Singapore establishes
the role and working of the arbitral tri-
bunal, its composition, and its proceed-
ings, how to implement the decisions,
how to compensate, and other aspects.
South Korea and Peru focus instead on

the mechanism for conciliation and me-
diation, the establishment of panel, its
composition, functions, the rules of pro-
cedure, the panel report, compliance
review, code of conduct for panelists,
etc. The agreements with New Zealand
and Costa Rica establish the criteria for
choice of forum, for the establishment
of an arbitral tribunal, its composition,
functions, rules of procedure, expenses,
termination of proceedings, to the re-
port to be presented in a ~ reasonable
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TABLE 6

CHINA AGREEMENT WITH COSTA RICA, AUSTRALIA AND PERU

COSTA RICA

AUSTRALIA

PERU

| - Initial Provisions

| - Initial Provisions and Definitions

| - Initial Provisions

Il - Definitions of General Application

Il - Trade in Goods

Country Specific Tariff Quota
Special Agricultural Safeguard
Measures

Il - National Treatment and
Market Access for Goods
National Treatment

Tariff Elimination

Special Regimes
Non-Tariff Measures

Other Measures
Agriculture

Institutional Provisions
Definitions

Il - National Treatment and Market
Access for Trade in Goods
National Treatment

Tariff Elimination

Special Regimes

Non-Tariff Measures

Other Measures

Agriculture

Institutional Provisions

Definitions

Il - Rules of Origin and
Implementation Procedures
Rules of Origin
Implementation Procedures
Certificate of Origin
Declaration of Origin

Il - Rules of Origin and Operational
Procedures Related to Origin

Rules of Origin

Operational Procedures Related to
Origin

IV - Rules of Origin and

Related Operational Procedures
Rules of Origin

Related Operational Procedures

IV - Customs Procedures and
Trade Facilitation

IV - Customs Procedures and Trade
Facilitation

V - Customs Procedures

V - Sanitary and Phytosanitary
Measures

V - Trade Remedies

Global Safeguard Measures
Bilateral Safeguard Measures
Antidumping and Countervailing
Measures

Cooperation

VI - Sanitary and Phytosanitary
Measures

VI - Technical Barriers to Trade

VI - Sanitary and Phytosanitary
Measures

VIl - Technical Barriers to Trade
VIII - Trade Remedies

Global Safeguard Measures
Bilateral Safeguard Measures
Antidumping and Countervailing
Measures

Dispute Settlement

Cooperation

VIl - Trade Remedies
VIII - Trade in Services
Scope and Definitions
Scheduling Approach
Financial Services

VIl - Technical Barriers to Trade
VIII - Trade in Services

IX - Investment, Trade in Services and

Temporary Entry of Business Persons
Investment

Trade in Services

Temporary Entry of Business Persons

IX - Investment

Investment

Investor-State Dispute Settlement
Code of Conduct

Service of Documents on a Party

IX - Temporary Entry for Business
Persons

X - Intellectual Property

X - Movement of Natural Persons
Specific Commitments on the
Movement of Natural Persons
China’s Specific Commitments

X - Investment

XI - Cooperation, Promotion and
Enhancement of Trade Relations

XI - Intellectual Property

XI - Intellectual Property Rights

XIl - Transparency

XII - Electronic Commerce

Xl - Cooperation

XIlI - Administration of the Agree-
ment

Xl - Transparency

Xl - Transparency

XIV - Dispute Settlement

XV - Exceptions

XIV - Institutional Provisions

XV - Dispute Settlement
Code of Conduct

Model Rules of Procedure for
the Arbitral Tribunal

XIV - Administration of the Agree-
ment
XV - Dispute Settlement

XVI - Final Provisions

XVI - General Provisions and Excep-
tions

XVI - Exceptions

XVII - Final Provisions

XVII - Final Provisions

Fuente: www.sice.oas.org.

period of time" , etc.

Except the Agreement with ASEAN
all the others have disciplines deal-
ing with bilateral investment, and in-
vestment is considered as important
enough so as to be the subject of whole
specific chapters.

Investment is treated in various
ways. The agreement with Australia
has articles dealing with national treat-
ment, MFN Treatment, non-conforming
measures, denial of benefits, commit-
tee on investment, exceptions, future
work program, investor-State dispute
settlement. Differently, the agreement
with Chile emphasizes the promotion
of investment via communication on
investment policy laws, exploring the
possibility of establishing investment
promotion mechanisms, providing na-
tional information for the potential in-
vestors, mining and industrial coopera-
tion, mechanisms for cooperation, and
specifies norms for dispute settlement.

The agreement with Singapore es-
sentially refers to the ASEAN-China
Investment Agreement. Quite different
from all the others, in particular with the
detailed treatment of this issue found in
the agreement with South Korea: pro-
motion and protection of investments,
national treatment, MFN Treatment,
minimum standard of treatment, access
to the Courts of Justice, prohibition of
performance requirements, transpar-
ency, expropriation and compensation,
conditions to resource transfers, sub-
rogation, settlement of investment dis-

ONLY CHINA
-ASEAN AGREEMENT
MAKES EXPLICIT
REFERENCE
TO THE RECOGNITION
OF CHINA'S STATUS
AS A MARKE

ECONOMY

putes between a party and an investor
of the other party, special formalities
and information requirements, security
exceptions, denial of benefits, environ-
mental measures, committee on invest-
ment, services-investment linkages,
contact points to improve investment
environment.

The agreement with Costa Rica is
similar to the one with Singapore in that
it essentially makes reference to the bi-
lateral China-Costa Rica Agreement on
the promotion and protection of invest-
ment.

The agreements with New Zealand
and Peru are similar, establishing the
conditions for national treatment, MFN
Treatment, performance requirements,
non-conforming measures, free transfer
of all payments, fair and equitable treat-
ment, compensation for losses, expro-
priation, transparency, contact points,
subrogation, denial of benefits, com-
mittee on investment, promotion and
facilitation of investment and investor-
State dispute settlement. The Peruvian
agreement adds taxation measures to
this set of items.

In dealing with financial services,
once again the agreement with Singa-
pore is quite short, as it basically refers

INTEGRATION = 159
&TRADE



TABLE 7
CHINA-SOUTH KOREA AGREEMENT

| - Initial Provisions and Definitions
Il - National Treatment and

Market Access for Goods
Common Provisions

National Treatment

Special Regimes

Non-Tariff Measures

Institutional Provisions

Tariff Schedule of China

Tariff Schedule of Korea

11l - Rules of Origin and

Origin Implementation Procedures

Rules of Origin

Origin Implementation Procedures

IV - Customs Procedures and

Trade Facilitation

V - Sanitary and Phytosanitary Measures
VI - Technical Barriers to Trade

VIl - Trade Remedies

Safeguard Measures

Anti-Dumping and Countervailing Duties
Committee on Trade Remedies

VIII - Trade in Services

IX - Financial Services

X - Telecommunications

Access to and Use of Public
Telecommunications Networks or Services
Obligations Relating to Interconnection
Provided by Suppliers of Public
Telecommunications Networks or Services
Additional Obligations Relating to

Major Suppliers of Public
Telecommunications

Reduction or Elimination of Customs Duties

Networks or Services

Other Measures

Definitions

XI - Movement of Natural Persons
China’s Specific Commitments
Korea’s Specific Commitments
Xl - Investment

XIII - Electronic Commerce
XIV - Competition

XV - Intellectual Property Rights
General Provisions

Copyright and Related Rights
Trademarks

Patents and Utility Model
Genetic Resources, Traditional
Knowledge and Folklore

Plant Variety Protection
Undisclosed Information
Industrial Designs
Enforcement of Intellectual Property
Rights

Other Provisions

XVI - Environment and Trade
XVII - Economic Cooperation
General Provisions
Agro-Fisheries Cooperation
Industrial Cooperation
Government Procurement
Other Areas for Cooperation
XVIII - Transparency

XIX - Institutional Provisions
XX - Dispute Settlement

XXI - Exceptions

XXII - Final Provisions

Source: www.sice.oas.org.

to GATS Annex on financial Services.
The same applies to the agreement with
Peru, but there it is added the condi-
tion that a Party shall not be prevented
from taking measures relating to finan-
cial services for prudential reasons. The
agreement with Costa Rica essentially
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refers to this subject to make it explicit
that the agreement on trade in services
does not apply to financial services.
Different from these, the agreement
with Australia establishes that a Party
shall not be prevented from adopting
or maintaining reasonable measures

84%

PANAMA"S
IMPORTS,
INTERMEDIATE
DESTINATION, COME
FROM CHINA

for prudential reasons, gives emphasis
to regulatory transparency and defines
mechanism for dispute settlement, via
a committee on financial services. The
agreement with South Korea is even
more detailed, as it stresses national
treatment, market access for financial
institutions, treatment of certain informa-
tion, transparency, payment and clearing
systems, recognition of prudential meas-
ures, establishes a committee on financial
services, dispute settlement, and prior
consultation for investment disputes in
financial services.

The issue of Investor-State dispute
settlement is dealt with in a rather care-
ful manner in the agreement with Aus-
tralia, with detailed treatment of condi-
tions, the constitution of a tribunal, the
conduct of arbitration, transparency of
arbitral proceedings, expert reports,
etc). The agreements with New Zea-
land, Peru and South Korea basically in-
clude this topic as one to be dealt with
in the guidelines for future negotiations.
Costa Rica refers to the bilateral China-
Costa Rica agreement on the promotion
and protection of investment.

Australia and Chile present a spe-
cific model of the Certificate of Origin
in the very text of the Agreement, as
different from the others, where only
the essential terms are presented, such
as in the agreements with South Korea,
New Zealand and Costa Rica, or in spe-
cific Annexes, as in the agreement with
Singapore.

The issues of expropriation and

TAILOR-MADE

compensation are considered in vari-
ous agreements. Australia postpones
the subject of expropriation to a “fu-
ture work program’, whereas South
Korea, New Zealand and Peru deal with
it in explicit articles. At the same time,
in the agreements with ASEAN, Chile,
Singapore and Costa Rica compensa-
tion is only mentioned with regard to
the adoption of safeguard by the other
party.

The agreement with Singapore is
the only one to refer to state trading
enterprises.

The agreement with Australia is also
unigue in dealing with the possibility
of special agricultural safeguard meas-
ures (on beef and milk). China may ap-
ply such measure to specific products
when the annual volume of imports
from Australia exceeds the trigger level
for the products in that calendar year.

The agreement with Costa Rica is
unique in making reference to the man-
agement of natural disasters.

The agreement with Peru is unique
in preserving its Price Band System.

There is often reference to coop-
eration in some sectors. For Peru this
set comprises research, science and
technology, information technologies,
education, SMEs, mining and industry,
tourism, traditional medicine, labor, so-
cial security and environment, forestry,
fishery and agriculture. For Costa Rica
there shall be cooperation in SMEs, in-
novation, science and technology, ex-
port promotion and attraction of in-
vestment, culture, sports and recreation
activities, agriculture and management
of natural disasters. The agreement
with South Korea gives priority to co-
operation in fishery, forestry, industry,
SMEs, textiles, communication technol-
ogy, food security, energy, science and
technology, maritime transport, tour-
ism, culture, pharmaceuticals, medical
devices and cosmetics.
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THE AGREEMENT
WITH COSTA RICA
IS THE ONLY ONE

THAT REFERS
TO HOW TO ACT
IN'CASE OF NATURAL
DISASTERS

TABLE 8
LATIN AMERICA - TRADE WITH CHINA - 2005-2013
EXPORT IMPORT

2005 2013 2005 2013
ARGENTINA 9,5% 7.9% 4,6% 11,9%
BOLIVIA 11% 2,3% 2,2% 57%
BRAZIL 8,4% 22,4% 6,6% 15%
CHILE 11,9% 27% 6,5% 16,6%
COLOMBIA 1% 6,2% 4,4% 11,5%
COSTA RICA 12,9% 41,5% 2,5% 51%
DOMINICAN REPUBLIC 0,5% 3,6% 3,9% 5,9%
ECUADOR 0,4% 3,1% 4,9% 1%
GUATEMALA 1,8% 1,7% 4,5% 8,4%
HONDURAS* 1,1% 5,3% 3% 12,2%
MEXICO 1% 2,7% 2,5% 7,6%
NICARAGUA 1,6% 2% 4,5% 9,5%
PANAMA 2,3% 5,2% 75,8% 84,4%
PARAGUAY 3,5% 0,6% 7,7% 1,2%
PERU 13,3% 20,1% 4,9% 14,3%
URUGUAY 51% 272% 7,3% 20%
VENEZUELA 2,2% 14,9% 4,2% 13,5%

(*) 2005 and 2012

Source: UN/COMTRADE Database.

Some agreements also deal with the
issue of domestic competition in the
Parties. For Australia there should be
cooperation to improve competition.

South Korea stresses the divulgation
and improvement of competition laws,
law enforcement, transparency, coop-
eration in law enforcement, consultation,
exchange of information and dispute set-
tlement. For Costa Rica the emphasis is
in the implementation of enforcement
mechanisms and the exchange of expe-
riences and for Peru there should be ex-
change of information and experiences.

Within the realm of competition pol-
icy the agreement with Peru establishes
further that the Parties will encourage
cooperation in traditional medicine.

These points seem quite indica-
tive that the agreements with different
countries have peculiar treatment of
some specific aspects. Some of the dif-
ferences are also related to regional di-
mensions, as shown in the next section.

V - Regional Differences

Proximity to China, with huge con-
tingent of people, naturally raises the
issue of the risk of massive migration,
in particular when differences in per
capita income are taken into account.
This has led to specific reference and
discipline of the movement of natural
persons. There is detailed treatment
of this subject in the agreements with
Australia, New Zealand, Singapore and
South Korea. In the agreements with
Peru and Costa Rica this is only men-
tioned under the basic conditions for
trade in services.

The agreement with South Korea
makes reference to China-South Korea
Industrial Complexes and Parks, where-
as the agreement with Singapore men-
tions the facilitation of "go global™ ef-
forts of Chinese enterprises.

Singapore goes even further, in
stressing its participation in China’s re-
gional development, by reinforcing the

TAILOR-MADE

role of the bilateral provincial business
councils as an important mechanism,
plus encouraging the participation in
regional trade fairs in China, apart from
cooperation in tourism.

The agreement with South Korea
makes explicit reference to telecommu-
nications. It refers to the conditions for
access and use, the obligations relating
to interconnection provided by suppli-
ers of public telecommunication net-
works or services, to submarine cable
systems plus a number of obligations
relating to major suppliers of public tel-
ecommunications networks or services.

It goes without saying that these
are good examples of specific regional
characteristics that only make sense
in treaties involving geographically
close Parties. These are subjects that
can hardly be expected to be found in
agreements signed between, say, China
and Latin American countries. Geogra-
phy matters.

VI - China's FTAs as compared to
US and EU FTAs

How peculiar are the agreements
signed by China? Are they different
from what Latin Americans have nego-
tiated with other countries? This sec-
tion tries to provide answers to these
questions by comparing a few treaties
signed by Latin American countries
with the US and with the European Un-
ion in comparison to the ones reviewed
in the previous sections.

This is made in a rather elementary way,
by simply comparing the structure of each
agreement, in terms of the main subjects
considered and the chapters of each trea-
ty. It goes without saying that it is beyond
the present purposes to compare specific
articles and even less the Annexes in each
document. For the European Union the
two agreements considered are the ones
signed with Chile and jointly with Peru and
Colombia. Table 2 presents the basic struc-
ture of both documents.
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The agreement signed by the EU
and Chile in 2002 is rather lengthy and
detailed (206 Articles, divided into
Parts, Titles, Chapters and Sections). Its
purposes go well beyond trade facilita-
tion; it aims at promoting “sustainable
social and economic development”™ and
stresses the political dialogue, ques-
tions of security and social dimension.
Its part dealing with bilateral trade is,
however, strictly comparable to the cor-
responding points of the texts reviewed
here, as well as the EU agreement with
Colombia and Peru.

If we can think of a ’standard’
model of trade preference text the EU
agreement with Colombia and Peru
seems to fit nicely into this description.
Its chapters deal with the usual topics,
essentially related to providing a friend-
ly environment to a freer bilateral trade
relation. Proof of it is the existence of a
whole chapter setting the disciplines on
trade in textiles and apparel, whereas in
the agreements reviewed here sector
references would be mostly associated
to cooperation and/or competition.

Table 3 presents two examples of
agreements signed with the US: those
by Chile and Colombia. The structures
of the two documents are quite similar
and very close to the “standard™ model
represented by the agreement between
the European Union and Colombia and
Peru. The US "model’ comprises addi-
tionally other seven subjects, namely:
sanitary and phytosanitary measures,
technical barriers to trade, investment,
financial services, telecommunication,
labor and transparency. Hence, even
though both texts refer to the creation
of a free trade area, they essentially es-
tablish the conditions for freer bilateral
trade flows.

Table 4 shows two ’early harvest®
agreements with China, those by Chile
and Singapore. According to Table 1
they were signed in 2005 and 2008,
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respectively. Both present a rather
‘standard” structure, essentially fo-
cused on the creation of favorable con-
ditions for bilateral trade. With a few
exceptions - strongly linked to regional
characteristics, as shown in the previous
section (such as reference to state trad-
ing and to bilateral provincial business
council) - in the case of Singapore, the
structures of the two treaties are rather
“traditional” in essence. And as shown
in previous sections there are a number
of aspects included in the more recent
agreements, which are simply not con-
sidered in these two treaties.

Similar conclusion holds for the
agreement with ASEAN and New Zea-
land, on Table 5. Both are among the
first treaties signed by China: in 2004
and 2008, respectively. The former is
rather generic, as it reflects the posi-
tion by a group of countries and hence
avoids reference to specific items. It
comprises, in any case, disciplines to
deal with State, regional and local gov-
ernments, as well as the recognition of
China as a market economy. The latter
is the first one to mention intellectual
property in genetic resources, tradi-
tional knowledge and folklore, as well as
detailed customs procedures. But other
than that both are very close to a more
generic model of treaties.

Table 6 shows three more recent
agreements. Peru signed it in 2009,
Costa Rica in 2010 and Australia (the
most recent one) in 17th June, 2015.
When compared to the agreements
shown in previous tables these three
present a far more detailed structure,
with more items and a bigger number
of chapters. The three agreements are
quite detailed with regard to the disci-
plines regulating access for trade (in-
cluding trade remedies) as well as to
customs administration.

By and large the biggest, most de-
tailed agreement of the set of texts
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TABLE 9
FDI FROM CHINA INTO LATIN AMERICA (US$ MILLION)
2005-2010 20M-2014
BRAZIL 609,6 2.501,1
PERU 8475 935,5
MEXICO 264,4 546,9
ARGENTINA 96,6 803,9
ANTIGUA ,0 500,0
JAMAICA 23 4448
CUBA 226,7 ,0
GUYANA 166,7 86,8
VENEZUELA 154,9 100,0
COSTA RICA 108,9 ,0
PANAMA ,5 59
CHILE 53 19,5
NICARAGUA ,0 76,0
PARAGUAY 7 57,7
TRINIDAD & TOBAGO ,0 ,0
COLOMBIA 20,2 9,8
CAYMAN ISLANDS 25,9 ,0
URUGUAY 16,7 11,6
ECUADOR 11,8 1,1
HAITI ,0 58
HONDURAS ,0 3,2
BOLIVIA ,5 ,0
TOTAL 2.559,2 6.109,6

Source: fDiMarkets, Financial Times.
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reviewed here is the China agreement
with South Korea, signed just two weeks
before China signed its agreement with
Australia, but being almost one-and-
a half times bigger. Table 7 shows its
structure.

Specific chapters deal with sub-
jects not found in other texts, such as
telecommunications, environment and
trade and economic cooperation. This
agreement differs from others signed
by China by the detailed treatment to
a number of issues, be it market access
for goods, intellectual property or eco-
nomic cooperation.

What the tables presented in this
section suggest is that most trade pref-
erential agreements comprise a mini-
mum set of items, directly linked to
improving the conditions for bilateral
trade.

The examples considered here of
agreements signed by the US and the
European Union with Latin American
countries basically follow this path, with
minor adjustments.

This is also true for the earliest
agreements signed by China with Latin
American countries.

There is, however, indication that
over time the Chinese strategy has
evolved in the direction of making the
latest agreements more “tailor-made’,
meaning by that the incorporation of
specific conditions in each case that are
not found elsewhere. Even though there
remain a number of common charac-
teristics the number and significance of
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AGREEMENTS WITH
AUSTRALIA AND SOUTH
KOREA ARE GOOD EXAMPLES

TO CONSIDER

the different features are remarkable.
This apparently reflects a more prag-
matic approach than is observed in the
cases of the US and European Union.

It remains to infer what does this
mean in terms of a Latin American strat-
egy for the approximation with China.
The next section brings some thoughts
in this regard.

VIl - Some Implications for Latin
America

Latin American countries in general
have intensified their trade links with
China in recent years, both as a destina-
tion for their exports as well as - and
even more remarkably - a source for
their imports. Table 8 shows the per-
centage importance of China for both
trade flows in two points in time for 17
countries.

In all the countries except Argen-
tina, Guatemala and Paraguay exports
to China have increased their relative
weight in total exports. The increase
has been remarkable in particular for
Brazil, Chile, Costa Rica and Uruguay.
For these four countries, as well as for
Peru and Venezuela the share of total
exports absorbed by China is a two-
digit figure, indicating the importance
of this relationship.

At the same time, China became
more important as a provider of imported
products for all the 17 countries in Table
8. The most significant increases in par-
ticipation took place in Honduras, Peru,
Uruguay and Venezuela. According to

Table 8, for 11 out of the 17 countries the
participation of Chinese products in total
imports is a two-digit figure.

It turns out that as far as trade flows
are concerned there is little doubt that
the relation with China is now a signifi-
cant item in the international agenda for
most of the region.

The history of China shows, as one
of its main characteristics, a central
concern with consolidating the bounda-
ries of its territory . The Great Wall is,
of course, the clearest evidence. But if
one keeps in mind that the idea of the
Middle Empire is linked to the Chinese
view of center of the world where the
emperor or empress is, and takes into
account also the frequent territorial
conflicts that China has had over the
years with its neighbors, one comes to
the conclusion that as a matter of fact
the traditional Chinese perspective has
predominantly been linked to its own
territory.

Since China’s accession to the WTO
it has changed the intensity of trade re-
lation with most economies in the world.
More recently the wealth it has accumu-
lated over the years has stimulated an
unprecedented movement towards in-
vesting elsewhere. Initially in its neighbor-
hood, but now increasingly also in other
continents. Latin America is no exception.
Perhaps a latecomer in this process, but
definitely a destination for increasingly
significant amounts of direct investment
by Chinese enterprises.

Table 9 shows some indications. Fig-
ures therein correspond to productive
projects in 22 Latin American and Car-
ibbean countries; hence they are strictly
indicative of direct investment, as dif-
ferent from Balance of Payment figures,
which may comprise also disguised fi-
nancial flows.

Comparing the second half of the
previous decade with the first four
years of the present decade it turns out

TAILOR-MADE

that the total amount invested by China
in these economies has doubled in a few
years, surpassing US$ 6 billion in the
second period.

Even though this database indicates
a fall in the amount invested in nine of
these 22 countries, for most of the oth-
ers the increase has been significant. Ta-
ble 9 also shows that these investment
flows are rather concentrated: 95% of
the total invested corresponds to pro-
jects in only seven countries, where in-
vestment flows in 2011-2014 surpassed
US$ 100 million, in each case.

Be it as it may, nobody can ques-
tion the increased importance, for
Latin America, of the economic rela-
tionship with China, both in terms of
merchandise trade and in investment
flows. Needless to mention the upward
forecasts, in terms of future growth of
production and consumption, for the
Asian region as a whole, proving it to
be an important source of business
opportunities.

The fact that some countries in the
region have already signed preferential
trade agreements with China, coupled
to the characteristics indicated in previ-
ous sections, which lead, in some cases,
to a much broader context than only
trade flows, imposes on the other coun-
tries the challenge of having to face less
preferences in the access to the Chinese
market or opting for start negotiating
new agreements with that country.

This article has aimed at contribut-
ing to the latter strategy. It has shown
that China has gradually adapted its
preferential agreements by broadening
the specter of subjects covered in each
case, in order to make the treaties more
effective in different circumstances.

Latin American latecomers should
take into account the characteristics
of the more recent agreements signed
by China and consider as good exam-
ples those signed with Australia and in
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particular with South Korea: careful, de-
tailed account of how to deal with mar-
ket access, lengthy specification of how
to deal with intellectual property, de-
tailed information on how to design co-
operation in selected sectors, as well as
explicit procedures in dealing with con-
sultation on subsidies, customs proce-
dures, dispute settlement mechanisms,
treatment of bilateral investment and
financial services, among others, are all
lessons that Latin American countries
other than Chile, Costa Rica and Peru
can learn from the conditions that China
has already accepted in bilateral nego-
tiations.

It might turn out that even the agree-
ments already signed by Chile and Peru
may require some additional negotiation.
As already mentioned, the two countries
are parts of the Pacific Alliance. One of
the main policy targets for this Alliance
is the uniqueness of origin, meaning
that parts produced in one of the Alli-
ance members and used in the produc-
tion process in other member should be
considered as national production in the
latter, hence affecting the percentage in-
dicated in its certificate of origin. To the
extent that this comprises a value chain
to facilitate exports to China it might be
expected that this will have to be formally
accepted as such by the Chinese.

Examples of recommended pro-
cedures are plenty, as shown here. It
remains for the economies in Latin
America to identify clearly how they
pretend to participate in the interna-
tional economic scenario.

If that participation comprises
negotiating preferences with China
the identification of clear purposes
(such as the format and rhythm of
bilateral market opening, the way to
deal with intellectual property issues,
the possibilities of exploring bilateral
cooperation in specific sectors, the
specificities of technology transfer
or joint technological initiatives, the
disciplines regulating bilateral direct
investment flows, among others) is a
pre-condition to be able to identify
in the available information those is-
sues that matter most in each case.
There are now a number of good ex-
amples to follow or bad steps (such
as adhering to pre-designed tem-
plates that do not allow for the spe-
cific treatment of issues of specific
interest for a given country) to avoid.

It is expected that this article
might have contributed in this re-
gard by presenting in a systematic
way the main features of the agree-
ments already signed that important
economy.

NOTAS

TIPEA and Universidade de Brasilia. The opinions herein are perso-
nal and might not correspond to the official positions of these two
institutions.

2Menzies (2008), L. Qingxin (2009)

3Rosales/Kuwayama (2012)

“4Baumann, Ng (2012)

5 Wise (2012).

¢ As will be seen, the new FTAs are creatures of technological pro-

gress: e-commerce and electronic facilities for the exchange of data
help to some extent to overcome the geographical limitations pre-
sent in the original formulation.

7 The agreement with Chile only refers to trade in services as so-
mething that should be the object of future negotiations.

8 That is, rules that either refer to a topic that is not dealt with in
already agreed WTO rules, or deals with a topic in a way that goes
beyond what has been agreed upon in the WTO system.
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CHINA IN THE WTO
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: of China’s role in the world economy and

IN 2001, AS PART OF A THOROUGHGOING PRO-

CESS OF REFORMS PUT IN PLACE FOR DECADES AGO,

CHINA JOINED THE WORLD TRADE ORGANIZATION

(WTO), WHERE IT HAS PARTICIPATED IN THE DOHA

ROUND TALKS AND HAS BEEN THE DISPUTE SETTLE-

MENT SYSTEM’S MOST ACTIVE MEMBER AFTER UNITED

STATES AND THE EUrROPEAN UNION (EU). IT HAS SINCE

DISPLAYED GREAT DYNAMISM, MAKING IT THE LARGEST EXPORTER AND SE-
COND LARGEST ECONOMY AND IMPORTER ON A GLOBAL SCALE.

THIS ARTICLE EXAMINES CHINA’S ROLE IN THE MULTILATERAL TRADING
sYSTEM (MTS). IT PROVIDES AN OVERVIEW OF THE ASIAN COUNTRY’S ROLE
AND ITS LINKS WITH THE REGION; IT LOOKS AT THE EVOLUTION OF ITS ROLE
IN THE WTO IN LIGHT OF COMMITMENTS MADE, ITS PARTICIPATION IN THE
DISPUTE SETTLEMENT SYSTEM, ITS STATUS AS MARKET ECONOMY, AND FEA-
TURES OF ITS TRADE POLICY. LAST, IT RAISES SOME THOUGHTS ABOUT THE
IMPLICATIONS FOR LATIN AMERICA, EMPHASIZING THE NEED TO NEGOTIATE
AGREEMENTS THAT FAVOR GREATER DIVERSIFICATION OF THE EXPORT SECTOR.

trade, and its links with the region. The
second section looks at its role in the
WTO in light of commitments made, its
role in the negotiations and the dispute
settlement system, its status as a market
economy, and some features of its trade
policy. The third section sets out some re-
flections on the implications of this for LA
and the main questions for the future.

¥
s

PPROMINENCE IN THE
WORLD ECONOMY

Jinyy
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Since its accession to the multilateral
system in 2001, China has become the
most dynamic actor in world trade and
the global economy. Its gross domestic
product (GDP) has grown rapidly (9.9%
p.a. between 2001 and 2014), from the
world’s sixth largest economy to its sec-
ond largest, after United States.

To a large extent, China’s growth has
been based on the dynamism of its for-

/

In the context of profound reforms,
China showed great dynamism in the
last two decades, making it the largest
exporter and second largest economy
and importer on a global scale (after
United States). This leading role was
reflected in more active participation
in international negotiating forums. In
2001, China joined the World Trade Or-
ganization (WTO), where it has been in-
volved in the Doha Round negotiations
and has been the most active member
in the dispute settlement system after
United States and the European Union
(EU), as both claimant and respondent.

On the one hand, its accession to the
WTO strengthened the negotiating ca-
pacity of developing countries (DGCs),
which initially generated expectations
of better results than those achieved for
DGCs in the Uruguay Round.

On the other hand, while China is a
DGC, it differs from many economies
in this group in terms of its sheer size,
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its competitiveness in several sectors
(notably manufacturing), and state in-
tervention in all areas of the economy.
This—and other conflicts of interests
within the WTO—explains the difficulty
of concluding the Doha Round talks.
For example, some developed coun-
tries (DDCs) claim that China and other
major emerging economies are assum-
ing deeper commitments than the oth-
er DGCs in the liberalization of trade in
manufactures.

China has also signed various trade
agreements with Asian and extrare-
gional partners, including several from
Latin America (LA). Among its current
negotiations is the Regional Compre-
hensive Economic Partnership (RCEP),
which involves the major economies of
Asia-Pacific.

In this context, the article aims to
examine China’s role in the muiltilateral
negotiations and its impact on LA. The
first section provides a brief overview

eign shipments, and its demand has also
driven the rest of the world. Chinese ex-
ports thus expanded at an average rate of
18.2% p.a. between 2001 and 2014, while
imports grew 17.4% p.a. over the same
period. In this period, the Asian coun-
try went from being the sixth largest in
world trade to being the largest in sales
(its share going from 4.3% of the total to

18.2%

WAS THE AVERAGE

GROWTH RATE
OF CHINESE EXPORTS
BETWEEN
2001 AND 2014
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FIGURE 1 B. AS IMPORT ORIGIN
CHINA’S SHARE IN LATIN AMERICAN TRADE, 2001 & 2014
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12.3%), and the second largest in exter-
nal purchases (from 3.8% to 10.3%). It
thus rapidly became the leading partner
for many economies across the world.
This evolution was accompanied by the
diversification of its trade relations: the
participation of the DDCs as partners
fell away, while that of DGCs rose. The
momentum of South-South trade devel-
oped along two main lines.

On the one hand, China consolidated
its position as a key player in global val-
ue chains (GVCs), notably with its Asian
partners, which together formed what is
known as “Factory Asia.” China’s share
in world trade in intermediate goods is
a good measure of this success: China
exports 10.8% of the total and imports
13.7% and is outperformed only by the
EU. It is the main regional market for in-
termediate goods, assembled parts, and
parts imported from the region’s other
economies, and produces final goods,
which it mainly exports to the EU and
United States. Foreign components,
moreover, account for almost a third of
China’s export value, far exceeding the
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global average (24.1%).

On the other hand, Chinese growth
has significantly boosted the demand
for natural resources, and this has posi-

.8%
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tively impacted on countries specializ-
ing in the production of these goods,
including several in LA during the com-
modity price boom.

Latin American countries took ad-
vantage of this source of growth in
world demand and intensified their
trade relations with the Asian country,
in a process characterized by a grow-
ing trade deficit and interindustry trade
flows: LA exports natural resource-
based products—mainly from South
America—and imports manufactured
goods of varying technological inten-
sity.

On the one hand, Latin American
exports to China grew 15-fold between
2001 and 2014, and the Chinese mar-
ket went from absorbing 1.6% of the
region’s sales to being their third larg-
est destination (9.2% of the total) after
United States and the EU. The Asian
country became an important market
for sales of such South American coun-
tries as Chile, Brazil, and Peru (Figure
1a). As a market, China is less relevant
for Ecuador, the Central American
countries, and Mexico. In the latter two

Fuente: Elaboracién propia con datos de DataINTAL.

cases, manufacturing exports—des-
tined mainly for United States—are con-
centrated in areas in direct competition
with Chinese production.

One important feature of LA’s ex-
ternal sales is their focus on natural
resource-based goods. These make up
75% of South American sales to China
(agricultural products, iron ore, non-fer-
rous minerals, and crude oil) and 45%
of Mexico’s sales (non-ferrous miner-
als, followed by iron ore and crude oil),
while Central America exported 60%
of its intermediate goods to China up
to 2014, through the sale of electronic
components from Costa Rica, before
the closure of Intel (ECLAC 2015a).
Thus, the situations of Central Amer-
ica, and of Mexico and South America
are different. While the South Ameri-
can countries specialize in agricultural
products, minerals, metals, and energy,
Central America and Mexico’s sales are
mainly substitutive for Chinese exports
(textiles and manufactured goods), and
Central America in particular is a net
demander of natural resources (like oil).

On the other hand, between 2001
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and 2014, Latin American imports from
China rose 13-fold to become the sec-
ond largest origin of the region’s exter-
nal purchases (Figure 1b). LA—in partic-
ular Mexico and Central America—has
a trade deficit with the Asian country.
The entry of Chinese manufactured
goods poses major challenges for some
branches of industry in Latin American
countries, due not only to the loss of
market share in the national markets,
but also to the displacement suffered
in third markets. The main threat to all
countries in the region is, therefore,
concentrated in this sector.

CHINESE TRADE POLICY

In 1979, China set in motion a grad-
ual and far-reaching transformation,
involving an opening that affected all

TABLE 1

dimensions of its economy, includ-
ing international relations, and trade
and investment. In this framework, it
submitted its request July 10, 1986, to
again become a contracting party to
the General Agreement on Tariffs and
Trade (GATT) (it had been one of the
GATT’s 23 original signatories in 1947,
but left shortly after), while it submitted
a formal request for access to the WTO
in November 1995. A year before, Chi-
na had launched an ambitious reform
package that included, among other
things, changes in the tax structure, the
exchange system, banking regulation,
general investment and financial regu-

SELECTED PRODUCTS AND COUNTRIES (CHINA AND LA)

2014

PRODUCT

CRUDE OIL
IRON ORE
SOYBEANS
COPPER

SELECTED COUNTRIES OF LATIN AMERICA

MEXICO 9% 1%
BRAZIL % 48%
ARGENTINA 6% 81%
CHILE 27% 43%

Source: Based on COMTRADE and DatalNTAL data.

TABLE 2

MAIN ORIGIN OF CHINA’S IMPORTS IN SELECTED PRODUCTS (LA SHARE)

2014

PRODUCT

CRUDE OIL SAUDI ARABIA 16%
IRON ORE AUSTRALIA 58%
SOYBEANS UNITED STATES 41%
COPPER CHILE 36%

10%
22%
58%
42%

Source: Based on COMTRADE data.

lation, foreign trade, property rights,
and price setting (WTO, 2001). After
lengthy negotiations, China became the
143rd member of the WTO, December
11, 2001.

China’s process of accession to the
WTO was the most complex and chal-
lenging in the organization’s history.
This was due to the fact that it is a large
economy in transition from a socialist
system to a market economy, with high
levels of state intervention and a huge
labor force with relatively low wages in
comparison with the rest of the world,
enabling it to produce a wide variety of
goods at very competitive costs.

On the one hand, China had to make
profound reforms to achieve a legal
system consistent with WTO rules, in-
cluding the repeal, amendment, or en-
actment of 3,000 laws and regulations
at the central government level, and
190,000 laws in the local government
field (Xiaozhu, 2011). China also signifi-
cantly reduced tariff and non-tariff bar-
riers on international trade. The average
tariff on imports thus fell from 43.2% in
the early 1990s to 9.8% at the end of the
transition period (Zhenyu, 2011).

China’s protocol of accession to the
WTO included several unique provisions
that go beyond the usual requirements
of other countries forming part of the
agency. It is worth noting the provisions
on transparency, foreign investment,
the Transitional Review Mechanism, the
non-designation of China as a market
economy during the first 15 years, and
the partners’ right to apply special safe-
guards during the first 12 years in the
event of damage or threat of damage
to national production as a result of Chi-
nese imports. Of particular note were

AS OF DECEMBER 2016,
THE BURDEN OF PROOF
WILL BE REVERSED:
IMPORTERS WILL HAVE TO
DEMONSTRATE THAT
DUMPING OF CHINESE
PRODUCTS HAS
TAKEN PLACE

China’s commitment to allowing market
forces to determine prices in almost all
sectors, and its commitments regarding
ventures of state ownership and invest-
ment (Urdinez & Masiero, 2015).

On the other hand, many WTO
members faced difficulties competing
with China due to factors such as an
undervalued exchange rate, constraints
on investment, inadequate access to
certain markets, shortcomings in the
enforcement of intellectual property
rights, government subsidies, and so on
(Kennedy, 2011).

This largely explains why China be-
came the main recipient of trade de-
fense measures and one of the most
challenged countries in the WTO’s Dis-
pute Settlement Body (DSB). Since its
admission to the organization, China
has been the main destination of anti-
dumping duties (AD) and countervail-
ing duties (CD) imposed by the other
members, with 51.7% and 40.7% of total
respectively (973 AD and 72 CD). Most
of these duties affected imports origi-
nating in China of base metals and base
metal articles, chemicals, machinery,
and textiles and clothing. In several in-
dustries, Chinese exports were subject
to more AD and/or CD than the other
WTO members taken together. China’s
sales to its partners were also affected
by 38 bilateral sanitary and phytosani-
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FIGURE 2

RESTRICTIONS IMPOSED BY LA ON IMPORTS ORIGINATING IN CHINA
BILATERAL AD, CD, AND SPS APPLIED BETWEEN 11/12/2001 AND 31/12/2014
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Source: Based on WTO Integrated Trade Intelligence Portal (I-TIP) data.

tary (SPS) measures.

LA has made active use of these re-
strictions on Chinese products. Indeed,
the region applied half of the bilateral
SPS affecting China, as well as 28% of
AD. The Latin American countries that
resorted most to these instruments
were Argentina, Brazil, Mexico (the only
one that also applied CD), Colombia,
and Peru (Figure 2). It is no coinci-
dence that the countries imposing most
restrictions on China were the largest
economies, with more diversified pro-
ductive structures that have difficulty
competing with Chinese manufactured
goods. For its part, the Asian country
only applied AD on imports originating
in Mexico and Brazil.

It is important to note that China’s
role in the WTO has altered consider-
ably since it joined the organization. Its
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role during the first few years was rela-
tively passive. On the one hand, having
made major concessions for accession,
at the start of the Doha Round it had
fewer tools to negotiate trade liber-
alization than countries that had not
reduced their tariffs after the conclu-
sion of the Uruguay Round (Gao, 2011).
Furthermore, China was less interested
than other countries in the issues that
dominated the agenda of opening de-
bate of the Doha Round (investment,
competition, transparency in govern-
ment procurement, cotton subsidies,
etc.) and only started to display a more
offensive position around 2008. Among
the conditions imposed at the time of its
accession and the shift in its negotiating
position, China’s current commitments
go beyond those of many other states.
The Asian country has bound all its tar-

iffs, its applied aliquots are around the
same levels as those bound, and it has
not only signed the WTO’s multilateral
agreements—mandatory for all mem-
ber countries—but is also a signatory to
the Information Technology Agreement
(ITA), an observer of the Agreement on
Trade in Civil Aircraft and the Govern-
ment Procurement Agreement (GPA)
(in the process of incorporation), and is
one of the 51 countries already to have
ratified the Trade Facilitation Agree-
ment (TFA).

DISPUTE SETTLEMENT

This change in China’s participation
was also reflected in the DSB. Since it
joined the organization, the Asian coun-
try has been a complainant in 13 cases,

TABLE 3

CHINA IN THE WTO

a respondent in 33, and has been a third
party in 127 disputes.

As can be seen in Table 3, China
made just 2 claims at the WTO in its first
6 years as a member. Gao (2011) stress-
es that, up to 2006, the Asian country
played a passive role, behaving as a
“rule-taker” and concentrating its ef-
forts on understanding the operation of
the dispute settlement system; as a re-
sult it was involved in most disputes as
a third party. As of 2006, it began to be-
have as a “rule-shaker,” adopting a more
aggressive stance, in particular when
legally justifying the use of the meas-
ures challenged by its partners. This of-
fensive position intensified as of 2008:
since then, China has been a more ac-
tive user of the dispute settlement sys-
tem, even seeking to change the rules

CHINESE CLAIMS IN THE WTO’S DISPUTE SETTLEMENT SYSTEM

UNITED STATES IRON AND STEEL SAFEGUARDS 2002
UNITED STATES PAPER, WOOD, PULP AD AND/OR CD 2007
UNITED STATES IRON AND STEEL, TIRES AD AND/OR CD 2008
UNITED STATES POULTRY AND/OR POULTRY MEAT |SPS 2009
EU IRON AND STEEL AD AND/OR CD 2009
UNITED STATES TIRES SAFEGUARDS 2009
EU FOOTWEAR AD AND/OR CD 2010
UNITED STATES SHRIMP, SAW BLADES AD AND/OR CD 20M

UNITED STATES VARIOUS AD AND/OR CD 2012
UNITED STATES GENERAL AD AND/OR CD 2012
EU, ITALY, GREECE |[RENEWABLE ENERGY DOMESTIC CONTENT| 2012

GENERAL REQUIREMENTS

UNITED STATES POULTRY AND/OR POULTRY MEAT |AD AND/OR CD 2013
EU TARIFFS 2015

Note: a/ Receipt of consultation request.
Source: Based on WTO data.
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5.2%

IS THE AVERAGE
TARIFF OF THE
AGRICULTURAL SECTOR
IN CHINA, FAT IN EXCESS

OF OTHER HEADINGS

(“rule-maker”), especially those relating
to the provisions of its accession to the
WTO. So far, China’s claims have only
been addressed to United States and
the EU (in one case, two members in-
dividually as well), mainly through the
application of CD and/or AD in different
sectors, notably iron and steel products.

Since 2005, 33 claims have been
filed against China with the WTO’s DSB
(Table 4). Most of these involved sub-
sidies to various different sectors or
measures having an equivalent effect
such as restrictions on exports of raw
materials and inputs, as well as trade-
related investment measures (TRIMs)
and restrictions on trade in services.
United States and the EU have been the
most vigorous challengers of Chinese
trade policy, presenting joint claims on
several occasions. They are followed
by Canada and Mexico. Another Latin
American country to have filed claims
against China is Guatemala.

TARIFFS AND TRADE BARRIERS

Although China carried out a signifi-
cant process of opening before joining
the WTO, there are still significant barri-
ers to trade, many of which are concen-
trated in sectors of interest to LA.

First, tariffs are higher than the world
average. If they are low in comparison
with other emerging economies, like
Brazil and India, they significantly ex-

ceed those of the developed countries,
with tariff peaks reaching 65% in the
agricultural sector and 50% elsewhere
(Figure 3).

Second, China has bound all its
tariffs in the WTO (unlike India, for
example, which has only bound three
quarters of its tariff universe) and its
bound aliquots are similar to those ap-
plied (10% and 9.6% respectively). This
is relevant for two reasons. On the one
hand, it offers partners greater predict-
ability because China has little room to
increase tariffs arbitrarily, since it can-
not exceed the bound levels without
negotiating with the parties concerned.
On the other hand, given that commit-
ments to reduce tariffs in multilateral
negotiations are calculated on the basis
of bound levels, any agreement would
involve a reduction of protection in
China considerably greater than that of
economies with more “water” in tariffs.

Third, tariffs on sectors of most in-
terest to certain Latin American coun-
tries are higher. As in the rest of the
world, the agricultural sector in China is
more secure than other activities, with
average most-favored-nation (MFN)
tariffs of 15.2% and 8.6% respectively
(Figure 3). This is partially explained
by the particular nature of the sector,
where many countries prioritize food
self-sufficiency over the benefits of spe-
cialization such as may occur in other
sectors. The highest average tariffs are
on sugar and confectionery products,
beverages and tobacco, and cereals
and their derivatives, headings with the
highest tariff peaks (65%). Even the ag-
ricultural sectors with the lowest tariffs
(10.4% in fats, oils, and oilseeds) have
higher-than-average aliquots for man-

TABLE 4

CLAIMS AGAINST CHINA IN THE WTO’S DISPUTE SETTLEMENT SYSTEM

CHINA IN THE WTO

UNITED STATES INTEGRATED CIRCUITS TAXES 2005
EU AUTOMOTIVE TRIMS. SUBSIDIES 2006
UNITED STATES 2006
CANADA AUTOMOTIVE TRIMS. SUBSIDIES. RULES OF | 2006
ORIGIN
UNITED STATES GENERAL TRIMS. SUBSIDIES 2007
MEXICO 2007
UNITED STATES GENERAL INTELLECTUAL PROPERTY 2007
UNITED STATES AUDIOVISUAL RESTRICTIONS RELATED TO 2007
SERVICES
EU FINANCIAL INFORMATION [RESTRICTIONS RELATED TO 2008
UNITED STATES SERVICES SERVICES 2008
CANADA 2008
UNITED STATES 2008
MEXICO GENERAL SUBSIDIES 2008
GUATEMALA 2009
UNITED STATES 2009
EU RAW MATERIALS RESTRICTIONS ON EXPORTS | 2009
MEXICO 2009
EU IRON AND STEEL AD AND/OR CD 2010
UNITED STATES ELECTRONIC PAYMENT SERVICES RELATED 2010
SERVICES RESTRICTIONS

UNITED STATES IRON AND STEEL AD AND/OR CD 2010
UNITED STATES RENEWABLE ENERGIES SUBSIDIES 2010
EU X-RAY MACHINES AD AND/OR CD 2011

UNITED STATES POULTRY AND/OR POUL- | AD AND/OR CD 201

TRY MEAT

UNITED STATES RARE EARTHS EXPORT RESTRICTIONS 2012
EU 2012
JAPAN 2012
UNITED STATES AUTOMOTIVE SUBSIDIES, DUMPING 2012
UNITED STATES AUTOMOTIVE SUBSIDIES 2012
MEXICO TEXTILES AND CLOTHING | SUBSIDIES 2012
JAPAN IRON AND STEEL AD AND/OR CD 2012
EU 2012
CANADA PAPER, WOOD, PULP AD AND/OR CD 2014
UNITED STATES GENERAL SUBSIDIES 2015

Note: a/ Receipt of consultation request.
Source: Based on WTO data.




Figure 3
TARIFFS IN SELECTED COUNTRIES

SIMPLE AVERAGE OF APPLIED SPS TARIFF:
TOTAL, AGRICULTURAL SECTOR, AND OTHER ACTIVITIES
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ufacturing (Figure 4). There are also
quantitative restrictions in the trade in
wheat, rice, sugar, tobacco, corn, and
cotton wool. State owned trading com-
panies are allocated between one third
(cotton) and the total quota (tobacco)
(Baez et al., 2015). While higher protec-
tion corresponds to agriculture, some
of the remaining headings with higher
tariffs also correspond to sectors of in-
terest to the region, such as fuels and
fish (Figure 4).

Fourth, the agricultural sector in Chi-
na enjoys different types of support (e.g.
tax incentives, direct subsidies, price
support, preferential financing condi-
tions, etc.) with the aim of achieving
a 95% level of self-sufficiency in grain
production, increasing rural producers’
income, and so on. In 2012, subsidies
to producers represented 2.3% of GDP
(OECD, 2013) and approximately 9%
of the value of agricultural production
(Gale, 2013). The products benefiting
most are rice, wheat, corn, sugar cane,
soy milk, rape, cotton, and pork (Baez

182 m INTAL

et al, 2015).

Fifth, China levies taxes and/or ap-
plies quantitative restrictions on ex-
ports of various primary and processed
natural resources, such as lead, alu-
minum, steel, copper, iron, nickel, zinc,
tin, phosphorus, iron, silver, corn, rice,
tobacco, cotton, wheat, tea, livestock,
flour, and oil (WTO, 2014). Taxes, quo-
tas, and other limitations on exports of
tungsten, molybdenum, and rare earths
(key inputs in the electronics industry)
were dismantled in 2015 after the WTO
ruled them incompatible with commit-
ments made within the framework of
the organization. The claimant, United
States, had argued that the purpose of
these measures was not to avoid the
exhaustion of non-renewable natural
resources—as argued by China—but to
favor the Asian country’s production by
reducing the price in the internal mar-
ket.

Finally, China has signed 22 FTAs,
mostly with Asia-Pacific partners. Out-
side the region, it has agreements with

WORLD
¥ BRAZIL

IT WILL BE MORE DIFFICULT

TO PROVE DUMPING

Under WTO rules, when investiga-
tions are conducted to determine the
existence of dumping or subsidies, the
foreign sale value is compared with
the market value (MV) in the expor-
ting country or based on a construc-
tion of its production costs. In China’s
case, the conditions are different. Since
it is in transition from being a socialist
economy, the WTO accession protocol
stipulated that China would not be con-
sidered market economy (ME) for the
first 15 years. This means that the price
comparability analysis to determine the
existence of dumping or subsidies on
exports enables the MV to be estimated
on the basis of data from a third country
that is an ME, unless the Chinese pro-
ducer proves that it is operating under
market conditions.

The possibility of using an alternati-
ve methodology has significant conse-
guences. Chinese exporters must show
that the price was determined under
market conditions. If they cannot and
the MV is established using data from
third countries where costs and/or pri-
ces are higher, the probability of veri-
fying unfair practices rises, and it is pos-
sible to apply higher AD or CD duties
(Sica & Lico, 2014).

To counter this situation, China has
endeavored to be recognized as an ME
by other WTO members. Its main tra-
ding partners—United States and the
EU—have not granted it this status, but,
in 2014, China already had agreements
in place as an ME with 66 economies, in-
cluding several in LA (Antigua & Barbu-
da, Argentina, Barbados, Belize, Brazil,
Colombia, Chile, Costa Rica, Ecuador,
Guyana, Jamaica, Peru, Trinidad & To-
bago, Venezuela). In many cases, recog-
nition of this status is guaranteed un-
der the free trade agreements (FTAS).
This is the case with Chile, Costa Rica,

and Peru, who not only committed to
using data from China to estimate the
MV, but also to not applying the tran-
sitional safeguard for specific products.
In other cases, the memoranda grating
China the status of ME are unregula-
ted and there are no tools to guarantee
compliance. For example, the Argentine
and Brazilian parliaments have never
passed legislation recognizing China as
an ME, so investigations have continued
to view it as not being one (Urdinez &
Masiero, 2015).

Under the provisions of its WTO ac-
cession protocol, China would be con-
sidered an ME as of December 11, 2016.
This means that, as of that date, the
normal conditions of AD, subsidies, and
CD agreements will apply: the burden of
proof will be reversed (it will no longer
be the Chinese exporter that needs to
show that market conditions prevail, but
the importer who has to prove that are
not being met) and then the conditions
used to determine the MV in each case
will be defined (Tietje & Nowrot, 2011).

To summarize, for countries that do
not consider China as an ME, the situa-
tion will change as of December 2016.
If they decide that market conditions
do not prevail in China, they will have to
prove it and, if they are unsuccessful, it
will be more difficult to prove the exis-
tence of dumping or subsidies; if they
are successful, the difference between
the foreign value and the MV will be na-
rrower, and the AD or CD applied will
be lower. This may also lead to a review
of the foregoing processes that esta-
blished these instruments (Sica & Lico,
2014). This new scenario poses a major
challenge for Latin American countries
that have turned to these instruments to
limit the impact of Chinese competition
on domestic manufacturing production,
notably Argentina, Brazil, and Mexico.



two European partners (Iceland and
Switzerland) and three Latin American
countries (Chile, Costa Rica, and Peru).
Some of these FTAs—mainly those of
highly competitive countries in the agri-
cultural sector, such as New Zealand (in
force since 2008) and Australia (signed
in 2015, but not yet in force)—place
the exports of certain Latin American
countries at a disadvantage coming up
against partners with preferential ac-
cess. China is also negotiating several
FTAs, notable among which is the RCEP,
which involves 16 Asia-Pacific countries
(including India, Japan, and several of
those that already have with FTAs with
China).

A HETEROGENEOUS EFFECT

China is undergoing major changes
in its growth pattern. On the one hand,
the pace of expansion is slower than in
recent decades, when GDP rose at rates
close to 10% per annum (p.a.). Although
it will remain one of the most dynamic
economies, the government envisages
an expansion of around 6.5% p.a. over

the next few years. This is to say, it will
continue driving the global economy,
but with less impetus. On the other
hand, the driver of China’s aggregate
demand is shifting from investment and
exports to private consumption (ECLAC
2015a).

The “China effect” is heterogene-
ous across the region’s countries, de-
pending on their export specializations.
Countries that sell mainly natural re-
sources and their derivatives will con-
tinue to benefit from Chinese demand.
Although at a slower pace than in 2003-
2011, due to a certain slowing of growth
and investment, China will continue to
import hydrocarbons, metals, and non-
metallic minerals to supply its industry
and construction.

In the case of food, Chinese pur-
chases will continue to be driven by in-
creasing urbanization, the expansion of
middle-class consumption, and the end
of the single-child policy. These phe-
nomena stimulate increased demand
for food and a qualitative change in
diet, with more space for proteins and
processed foods. In this regard, suc-
cessfully placing more highly processed

FIGURE 4
CHINA: SECTORAL TARIFF PROFILE

CHINA IN THE WTO

SIMPLE AVERAGE OF APPLIED SPS TARIFF: AGRICULTURAL SECTORS (ORANGE)

AND OTHER ACTIVITIES (BLUE)
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foodstuffs in the Chinese market consti-
tutes an opportunity requiring the crea-
tion of productive capacities for new
exportable products and services in the
agriculture, food, and agroindustry sec-
tors.

However, this is limited by two main
factors. On the one hand, despite the
significant opening of its market since
it joined the WTO, China still maintains
high tariff levels on certain agroindus-
trial products, which are precisely the
headings of interest to many LA export-
ers. On the other hand, China promotes
self-sufficiency while, at the same time,
diversifying its sources of supply and
its network of trade agreements. This
may generate trade diversions and puts
some Latin American countries at a dis-
advantage in the face of competition
from Australia, New Zealand, and the

Fats, Oils, and Oilseeds
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Asian countries.

In this context, LA must aim to im-
prove competitiveness through prod-
uct differentiation that enables value
to be added by improving quality. At
present, China already imports certain
products from the region, with the po-
tential for such differentiation, including
poultry, vegetable oils, fresh fruits (es-
pecially grapes), frozen fish and shell-
fish, fruit and vegetable juice, wine, and
processed timber (Rosales & Kuway-
ama, 2012).

For LA to better exploit its compar-
ative advantages in natural resources, it
is necessary to strengthen and coordi-
nate the sector’s linkages with the en-
tire network of related activities, includ-
ing technological development, inputs
and capital goods used in the produc-
tion, logistics, marketing, distribution,
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quality, brand, and so on. In many cases,
this involves knowledge-intensive ser-
vices that not only incorporate value,
but generate quality employment. It is
also necessary for LA to establish coop-
eration alliances with Chinese compa-
nies, with the aim of strengthening its
position within China.

Unlike its natural resource-based
activities, LA’'s manufacturing industry
is more vulnerable to Chinese competi-
tion. This brings with it greater risks for
the larger countries, which have larger
manufacturing sectors threatened by
Chinese production, which is highly
competitive and enjoys very significant
state support. That is why, since the
end of 2008, imports originating from
China have been the subject of numer-
ous antidumping investigations initiated
in Argentina, Brazil, and Mexico in the
steel, chemical, textile, footwear, appli-
ance, and tire sectors. The main risks for
Argentina and Brazil are concentrated
in the domestic market. In the case of
Mexico, the difficulties are seen in the
US market, where Central American
manufacturing exports in value chains
like yarns-textiles-clothing are also
threatened.

Where trade negotiations are con-

OPENNESS SINCE
JOINING THE WTO,

' THE CHINESE
ECONOMY MAINTAINS
HIGH.-TARIFF LEVELS

““ON KEY.

AGROINDUSTRIAL

PRODUCTS FOR LATIN

cerned, Latin American countries have
no common strategy in their commer-
cial links with China. The largest, most
diversified economies, like Argentina,
Brazil, and Mexico, take up a defen-
sive position that will come up against
greater difficulties when China is con-
sidered as an ME. Mexico has adopted
a more progressive liberalizing strat-
egy, which includes participation in
the Trans-Pacific Partnership (TPP)
Agreement, backed by United States, to
strengthen the links with the Asia-Pacif-
ic region and ultimately negotiate with
China (Sica & Lico 2014). Also partici-
pating in this agreement are Chile and
Peru, which, like Costa Rica, have gone
a step further and signed FTAs with
China individually.

In the case of the MERCOSUR coun-
tries, it would be desirable for them to
develop a coordinated strategy with the
objective of promoting better insertion
in the Chinese agrifood market, with an
emphasis on the export of differenti-
ated products or more highly processed
goods. Given that the protection of the
agroindustrial sector in China is tighter
than many of the world’s major econo-
mies, trade negotiations that enable
MERCOSUR to improve its access to the

Chinese market for these products should
become an external agenda priority.

In the scope of the WTO, the con-
clusion of the Doha Round would imply
a higher reduction of trade barriers in
China than in other markets due to its
bound levels of support and protec-
tion—on the basis of which commit-
ments are made—are very similar to
levels applied. An agreement will thus
force a sharper reduction in tariffs or
subsidies than in countries where the
difference between bound and applied
levels (“water”) is wider. However, the
realization of a substantive multilateral
agreement is not likely to take place in
the short term.

Nonetheless, Latin American coun-
tries can take greater advantage of
the WTO’s procedure against trade
disputes by using a coordinated strat-
egy like that adopted by other coun-
tries filing joint claims against China. In
spite of its limitations, the WTO’s dis-
pute settlement system is a useful tool
to promote compliance with commit-
ments made and puts smaller countries
on a more even footing than they are
in bilateral dispute settlement. Further-
more, for countries that have not made
active use of this system, it would be
desirable for them to participate more

CHINA IN THE WTO

frequently as interested third parties in
disputes that compromise their inter-
ests in order to familiarize themselves
with the procedures and the workings
of the system, and to acquire the expe-
rience needed to deal with future dis-
putes in the WTO. They can also form
partnerships with developed countries,
a strategy that has generally produced
more positive results than when Latin
American countries have acted in isola-
tion (Biggs, 2005).

In general, attention has been drawn
to China’s threat to the manufacturing
sector in the regional market and third
markets. However, protection in its own
agroindustrial sector remains high, even
higher than in other economies such as
the European Union, Japan, and United
States, with the aim of achieving self-
sufficiency and food self-sufficiency.
Nonetheless, it has signed some trade
agreements and is negotiating others
with highly competitive agricultural pro-
ducers, who might threaten the exports
of some Latin American economies.
While several Latin American countries
will still have advantages in agroindus-
trial goods, they must continue negoti-
ating to improve their insertion in Chi-
nese markets, especially more highly
developed and differentiated ones. &

ABBREVIATIONS AND ACRONYMS

AD / Anti-dumping

c.a./ Cumulative annual

CD / Countervailing duties

DDC / Developed countries

DGC / Developing countries

DSB / Dispute Settlement Body

EU / European Union

FTA / Free Trade Agreement

GATS / General Agreement on Trade in Services
GATT / General Agreement on Tariffs and Trade
GDP / Gross domestic product

GPA / Government procurement agreement

GVC / Global value chains

LA / Latin America

ME / Market economy

MERCOSUR / Southern Common Market

MFN / Most Favored Nation

MV / Market Value

RCEP / Regional Comprehensive Economic Partnership
SPS / Sanitary and phytosanitary standards

TBT / Technical barriers to trade

TPP / Trans-Pacific Partnership Agreement

TRIMs / Trade-related investment measures

TRIPS / Trade-Related Aspects of Intellectual Property Rights
WTO / World Trade Organization



NOTAS

'lts size has grown seven-fold, from US$1.3 billion to
US$10.4. Source: IMF.

2 Source: WTO.

3Source: WTO. 2012.

“The value added of exports stands as a measure of how
well inserted the country is in GVCs: the global average
stands at 24.1%, whereas in China’s case it is 32.6%. Sou-
rce: WTO. 2012.

5 Excluding Venezuela and Dominican Republic, for lack
of data.

¢ The objective of the Transitional Review Mechanism
(TRM) is to ensure the transparency of China’s trade
regime. It enables the other WTO members to better
understand and assess the progress made by the Asian
country in the implementation of and compliance with
commitments made. To this end, eight annual reviews on
various topics are stipulated (tariff quotas, quotas and
other non-tariff barriers, export restrictions, safeguards,
licensing, technical barriers to trade, trade-related inves-
tment measures (TRIMs), public procurement, regula-
tions on trade in services, Trade-Related Aspects of Inte-
llectual Property Rights (TRIPS), State-owned entities),

and a final review after ten years.

7 See Box 1.

& Only bilateral SPS were considered, not including those
affecting all members. Since AD and CD duties are tra-
de defense measures designed to counter unfair trade
practices, they are naturally bilateral. Data for the period,
11/12/2001 to 31/12/2014.

 Period: 11/12/2001 to 31/12/2014.

© Considerably higher tariffs than the average.

" The consolidation of a commitment with the WTO es-
tablishes the maximum level of protection or support
that a country can grant a given product. For example,
if China consolidated a 10% tariff on a good, it is free to
apply aliquots of between 0% and 10% on the import of
that good. If it wished to impose tariffs above that level,
however, it would have to negotiate with the parties con-
cerned. The objective of consolidation is to ensure the
transparency and predictability of trade measures. Yet,
in many countries, the difference between the applied
and consolidated levels of protection and support (usua-
Ily called “tariff water”) is high, providing greater scope
to increase them.
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THE COUNTRIES RECEIVING MOST
FOREIGN DIRECT INVESTMENT (FDI)
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SEVERAL STUDIES HAVE SHOWN THAT COUNTRIES

WITH LOW INSTITUTIONALITY LEVELS TEND TO HAVE

LOWER FOREIGN INVESTMENT. HOWEVER, CHINESE

INVESTMENT APPEARS NOT TO FOLLOW THIS PATTERN.

THIS PAPER SUMMARIZES RESEARCH BY SoNG & WAG-

NER-BRIzzI (2014) ARGUING THAT THE FACTOR ASSO-

CIATED WITH CHINA’S TRADE COMPLEMENTARITIES IS MORE

IMPORTANT THAN INSTITUTIONALITY. THE EVIDENCE SHOWS THAT FDI RE-

CIPIENT COUNTRIES ARE THOSE WITH HIGH EXPORTS TO CHINA. THE TEXT
DISCUSSES EXAMPLES AND POLICY IMPLICATIONS FOR LATIN AMERICA.

The importance of strong institu-
tions and well-defined property rights
has been widely discussed as a determi-
ning factor for the entry of foreign inves-
tment to countries. By way of example,
Wei (2000) and Alfaro, Kalemli-Ozcan,
& Volosovych (2008) blame weak ins-
titutions for blocking the flow of capi-
tal from rich to poor countries. Unfor-
tunately, institutions are hard and slow
to change. Against this background, it
is useful to explore alternatives to pro-
moting foreign direct investment (FDI)
in the medium term, as long as the insti-
tutions cannot be directly improved.

Recent cases seem to suggest that
China follows a different investment
pattern to the one explained in the
traditional literature, where institutio-
nal quality matters less than economic
complementarity. Credible trade sanc-
tions that would affect the exports of
the FDI recipient could function as a
kind of guarantee and a green light to
Chinese companies to invest in coun-
tries less stable in the rules of the game.
In the cases studied, there were relevant
investments in non-tradables (infras-
tructure, roads, highways, financial ser-
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vices), which can be efficiently opera-
ted by foreigners.

While China still represents a small
fraction of global FDI, it is growing at
an annual rate of two digits, three times
faster than global FDI itself and twice
as fast as China’s GDP, according to fDi
Markets. The main destinations for Chi-
nese investment have been Venezuela,
Argentina, and Ecuador, countries with
a low sovereign credit rating, but that
export a growing and important frac-
tion of their output to China.

The empirical findings of Song &
Wagner-Brizzi (2014) show that signi-
ficant Chinese investment is accompa-
nied by a high percentage of exports to
China by the recipient countries. Quan-
titatively, it can be seen that a country
sending 25% of its exports to China
can have over 2 additional percentage
points of FDI, almost twice the global
average for Chinese FDI. Moreover, Chi-
nese projects FDI are 50% larger com-
pared with other investors in the same
destinations and industries.

From the point of view of Song &
Wagner-Brizzi (2014), the interaction
between institutions and trade with

OF ADDITIONAL _
RERRECERNES M
A COUNTRY
WHICH SENDS 25%
OF ITS EXPORTS
TO CHINA

China makes increased FDI from China
a viable alternative. These conclusions
arise beyond the multinational vertical
integration theories posited by Antras
(2003), who is geared only to tradable
goods, unlike the Chinese FDI studied.

There is a significant literature that
has explored the role of trade sanctions
on these ties. Eaton & Engers (1990)
present a model where credibility plays
a central role in transactions between a
recipient and an investor. Dixit (2007)
demonstrates that these considerations
of credibility are equally important in
contexts of de facto penalties, quite
apart from what a State does or what it
says in a law.

Other authors posit specific sanction
schemes. Dooley, Garber, & Folkerts-
Landau (2007), for example, hold that
since China has its reserves in New York,
this discourages the Chinese Govern-
ment to expropriate American inves-
tments in China, because, as they argue,
United States could leave it without re-
serves should China, in extreme circum-
stances, decide to expropriate. This is,
in a way, similar to what is suggested
in Song & Wagner-Brizzi (2014), in that

there is a threat of sanction in another
market, distinct from the one expropria-
ted. But the idea of Dooley et al. (2007)
too is quite different to Song & Wagner-
Brizzi (2014), because United States’
sanction of China does not seem so cre-
dible. For one thing, the expropriation
of Chinese reserves would paralyze the
global financial market, which would be
highly detrimental to United States and,
for another, both being large countries,
it could lead to an escalation of unne-
cessary violence. However, in the case
under study here, China being a large
country against a small one that exports
a great deal to it, the trade sanction re-
lationship is one-way and unlikely to es-
calate into violence or other diplomatic
problems.

Other authors, such as Maurer
(2013), have discussed some mecha-
nisms to avoid potential expropriation,
such as insurance against political risk
and international investment dispu-
te systems. The mechanism described
for Chinese FDI can be understood as
an additional complement to insuran-
ce when there is a great temptation
to expropriate on the part of the reci-
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pient country, coupled with difficulty
operating compensation or arbitration
mechanisms in organizations such as
International Center for Settlement of
Investment Disputes (ICSID).

The rest of the work is structured as
follows: Section 2 details the theoretical
framework; Section 3 sets out the data
and empirical evidence; and Section 4
rounds off with some conclusions.

INSTITUTIONAL QUALITY

China has a way of punishing poten-
tial contract breaches, which offers a
comparative advantage in FDI in coun-
tries where rules fluctuate abruptly. This
is apparent from the predictions about
the model in Song & Wagner-Brizzi
(2014), which we review below.

This becomes more important the
greater the investment’s risk of expro-
priation or the lower its recovery rate
following expropriation. For example,
Maurer (2013) explains how the Peru-
vian Government had to compensate
the mining expropriations made at the
start of 1970, because the companies
affected were filing claims against pur-
chasers of exported metals, meaning
that purchasers of Peruvian ore were
paying lower prices for those exports.
As Maurer (2013) explains, this was also
a decisive factor in Chile’s compensation
of US mining companies like Anaconda
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in order to export copper without being
sued by the 1971 expropriation.

That form of penalty is not availa-
ble for non-tradable goods, where only
local legislation is effective. The excep-
tions would be the reputational penal-
ties and ICSID verdicts. It is not that
halting an expropriation in the non-tra-
dable sector is impossible, but it is more
difficult.

In the model we present, the small
country chooses the investors who ca-
rry out FDI and subsequently decides
whether or not expropriation is applica-
ble after the investment has been made.
This decision is anticipated by the in-
vesting country, either a developed or
a developing country like China. Once
the investment has been made, the mul-
tinational investment firm can benefit
from a potentially large penalty by the
capital’s country of origin, deterring any
potential expropriation.

However, to be steep enough this
penalty requires negotiating power as
an importer of goods from the recipient
country, thus threatening to penalize
by blocking a good deal of a country’s
exports. The model presupposes coor-
dination among Chinese agents (inves-
tors, importers, and Government) to
allow them to act more smoothly as a
single agent and to easily compensate
any internal losers from the penalty.

As mentioned above, it also requires

o I i
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negotiating power involving high de-
pendency on the Chinese market. The
model predicts that the fraction of Chi-
nese FDI in a country will be higher the
larger the trade link and the lower the
perception of compliance with the laws
given by the international community.

EMPIRICAL EVIDENCE

The data used is from fDi Markets
(a subsidiary of the Financial Times
Group). These are contrasted with data

TABLE 1

from the Chinese Ministry of Commerce,
using FDI data at project level, covering
a broad set of sectors and countries,
and distinguishing between new pro-
jects and capital expansions. Mergers
and takeovers are not considered, only
so-called “green field FDI.” The fraction
of exports to China is also calculated,
using the World Bank’s World Trade
Indicator, as is the institutional quality,
using the World Governance Indicators’
rule of law index, based on Kaufmann,
Kraay, & Mastruzzi (2009).! Additional

DESCRIPTIVE STATISTICS OF MAIN VARIABLES

VARIABLES SAMPLE MEDIA |STANDARD | MIN. MAX.
SIZE DEVIATION

FRACTION OF CHINESE

= 143 0,029 0,106 o} 0,998

FRACTION OF EXPORTS 143 0,04 0,093 0 0,751

TO CHINA

INSTITUTIONAL QUALITY 143 0,068 0,976 -1,691 1,951

GDP (NATURAL LOGARITHM) 143 24,17 2,119 19,96 30,16

DISTANCE 143 8,987 0,539 6,862 9,868

(NATURAL LOGARITHM)

Note: The data cover the sample period 2003-2007. Institutional quality is an index of World
Governance Indicators rule of law. GDP is measured in millions of dollars and is obtained from
the IMF’s World Development Indicators. Distance represents physical distance as the crow flies,
between Beijing and the capital of the country of destination, and is available on the CEPII’s
GeoDist database. The fraction of FDI from China is obtained from fDi Markets and the Financial
Times, and represents the fraction of incoming FDI represented by Chinese FDI. The fraction of
exports to China is the fraction of exports to China from the recipient country and is obtained

from the World Bank’s World Trade Indicators.



FRACTION OF FDI FROM CHINA (%)

FIGURE 1
FRACTION OF FDI FROM CHINA (CONDITIONAL AVERAGES)
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Note: Data from the sample of 143 countries. High dependency and strong institutions are defined
as being equal to or above average; on the contrary, low dependency and weak institutions
are defined on the basis of being below average. Hence, the values are conditional averages.
Dependency corresponds to the fraction of exports to China.

controls from other sources are used, try also has high export dependency on

with variables such as GDP, culture, and
distance between the recipient country
and China. Table 1 shows the descriptive
statistics.

On the basis of the theoretical
analysis in Section 2, high export levels
to China are associated with a greater
comparative advantage of China as a
foreign investor, quite apart from the
position the country ranks in the rule of
law indicator.

As preliminary evidence, the sample
countries are divided into those with
above- or below-average institutional
quality, and those with above- or below-
average trade dependency on China
(high or low dependency respectively),
and the fraction of incoming FDI repre-
sented by capital from China is calcula-
ted. This empirical comparison is set out
in Figure 1, which shows how China is
a more important investor in countries
with lower-than-average institutional
quality, especially if the recipient coun-

China. The average difference is almost
2 percentage points between those
with high and low trade dependency,
given the recipient country’s low insti-
tutional quality.

The above analysis is consistent with
the hypothesis that China has advan-
tages in precisely those countries that
meet the two conditions of dependency
in China: being a client and having weak
institutions. However, it must be recog-
nized that the analysis presented does
not control for other factors that may
be confusing the hypothesis with other
explanations. We, therefore, now show
a regression analysis that controls for
other factors.

VARIABLE-CONTROLLED
REGRESSION ANALYSIS

To this end, a linear regression
analysis is carried out, where the frac-
tion of Chinese FDI in each country is

FRACTION OF ADDITIONAL CHINESE

explained by the institutional quality,
the fraction of exports to China, and the
interaction between the two variables,
but other determinants of FDI, such as
geographical and cultural distance, or
the size of the country of destination’s
GDP and population (the last four in a
natural logarithm) are also controlled. A
distinction is also made between FDI in
tradables and non-tradables. To simplify
the explanation of the results, a simple
experiment is carried out, simulating
four countries according to their level of
exports to China and their institutional
quality, including the aforementioned
control variables. An additional exerci-
se was conducted, adding the geogra-
phical region and the income group at
country level as control variables.

FIGURE 2

FOREIGN INVESTMENT
AND EXPORTS

The results are shown in Figure 2
and again confirm that the comparati-
ve advantage of Chinese FDI is geared
to countries with high dependency and
low institutional quality on average, al-
beit in investment relating to the trada-
ble goods sector.

Until now, our analysis has dealt with
the importance of Chinese FDI with re-
gard to FDI from other destinations in
countries with weak institutions and
high trade dependency on China; howe-
ver, it has not addressed the intensive
margin of FDI, i.e. the size of Chinese
FDI projects. Therefore, an estimate
is made similar to the one originally
suggested in Song & Wagner-Brizzi
(2014), but this time explaining the lo-
garithm of the size of the projects, as

ADDITIONAL FRACTION OF CHINESE FDI, CONTROLLED BY REGIONAL EFFECT AND
INCOME LEVEL (SIMULATION BASED ON ESTIMATED DATA)
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Note: Based on estimated results in Table 4 of Song & Wagner-Brizzi (2014), dividing countries by
their dependency on exports to China (High or Low) and institutional quality (Strong or Weak). A
country is considered as having high dependency on China if 70% of its exports go to the Asian
country, and low dependency if 10% of its exports are to China. Institutions are considered weak if
the rule of law indicator equals -1, and strong if it equals +1. The data are simulations based on the
results of linear regressions explained by institutions, dependency, and the interaction between the
two variables, taken together with regional effects and income groups. Only specific estimators are
taken into account, not confidence intervals.
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THE DETAILED MODEL

The model deployed by Song &
Wagner-Brizzi (2014) to quantify the
phenomenon is based on Schuler (1998)
and the literature about how the flow of
trade can be used as a source of politi-
cal power.

It is a static partial equilibrium mo-
del in which capital cost is not defined
by FDI, but occurs exogenously. It is as-
sumed that there are many small coun-
tries j, each one of which has a prede-
termined legal framework and levels of
exports x_j A to one of the countries
i. Unlike in Antras (2003), the type of
exported goods is not related to the FDI
received by the country.

The set of perfect symmetrical infor-
mation has three periods: O, 1, 2, which,
for simplicity’s sake, does not include a
time discount. Investment decisions are
condensed in the period t = O, while an
extreme institutional event, such as an
expropriation, takes place in the period
t =1, and any penalties are implemented
in the period t = 2.

In every small country, there are op-
portunities for investment that cannot
be financed by domestic investors and
that can only be realized with inves-
tment by a large country. Small country
j is composed of a single agent, the Go-
vernment, which can take two decisions:

(i) choosing which foreign investor it
prefers to implement the FDI project
and (ii) deciding whether to change the
rules (e.g. whether or not to expropria-
te the investment) once the investment
has been made.

Thus, country j faces the following
problem:

(e ug = mpx {6} + exprop [e; — &)

where " is the offer that country i

is willing to pay to carry out the project,
exprop is a dummy variable defining
whether or not to expropriate the FDI,
] is the net profit of the decisions
taken by the Government of&j repre-
sents the temptation to break the rules
(inversely proportional to institutio-
nal strength), and Eﬁ; is the maximum
penalty country i can inflict on j in the
event of any rule-breaking. The penalty
can be a proportion s of the purchases i
makes from j. Thus: r'"] _ (1 —pe r;) -
where Tmeasures the dependency of j’s
exports from i and # measures the po-
tential premium of these exports for i.
Thus, the greater the importance of ex-
ports for j, the greater the penalty.

FIGURE 3

ESTIMATED ADDITIONAL PERCENTAGE SIZE PER PROJECT (ESTIMATORS)

ACCORDING TO TYPE OF GOODS
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Note: Based on estimated results in Tables 5 and 6 of Song & Wagner-Brizzi (2014). The figures
correspond to the estimator of the effect of the dummy variable taking the value 1if the FDI is from
China and O otherwise, to explain the amount invested per project.

controlled by GDP and distance (both
in a natural logarithm), and variables at
the level of recipient country and indus-
try. The results in Figure 3 show that, in
the case of Chinese FDI for non-trada-
bles, investment projects are 50% larger
in countries with weaker institutions,

provided there is high dependency on
China as an export destination.

The evidence would, therefore, con-
firm that China invests more in coun-
tries with weak institutions and high ex-
port linkage with the Asian country. This
effect is mainly located in investments
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LARGER ARE CHINESE INVESTMENT
5 0% PROJECTS IN COUNTRIES WITH
STRONG TRADE TIES

in non-tradables, where there could be a
greater propensity for expropriation by
the country receiving the investment.?

EXPORTING FOR CAPITAL

Unlike what is suggested by the tra-
ditional literature, institutional quality is
not a condition for Chinese investment,
provided recipient countries of the in-
vestment have a close trading relations-
hip with the Asian giant.

In this article, we have summarized
the evidence of Song & Wagner-Brizzi
(2014), arguing that this oligopsony on

China’s part, coupled with the rapid res-
ponse capacity in cases of trade sanc-
tions, is an effective way of protecting
investments, and that it would be even
more noticeable in the non-tradable
sector.

Naturally, this may be a strategy to
reduce political risk in the region, per-
haps investing in joint ventures with
China that would mitigate the chances
of such risk. It may also be interesting
for countries that do not trade a lot
with China and that, by increasing their
flows, could receive higher levels of FDI
or loans from the Asian country.®

NOTAS
'The rule of law index is a standardized rating between
-2.5 and +2.5, reflecting the perceptions of agents’

2For a closer analysis of robustness, see Song & Wagner-
Brizzi (2014).
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l CASE STUDY

AN

CARIBBEAN

TURISM

Chinese Tourists offer
a great opportunity
for the Caribbean

By 2020, 100 million Chinese tou-
rists will seek destinations in the world
to make expenditures of US $120 billion.
The big bet is to make Caribbean tou-
rism an attraction for Chinese inves-
tment. In recent years, investments from
the Asian giant helped create modern
sports stadiums and buildings, and to
finance infrastructure projects. Richard
Bernal, counselor at the Inter- Ameri-
can Development Bank (IDB), is one of
the men in the region who knows more

Caribbean trade dynamics. According
to Bernal, there is no single strategy in
the Caribbean Community (CARICOM)
in relations with China. Trade flows and
investments depend on diplomatic rela-
tions.

How have diplomatic relations bet-
ween China and the Caribbean chan-
ged the over the past decade?

China has significantly expanded
and deepened its diplomatic relations

MILLONS OF CHINESE

TOURISTS WILL HAVE
THE WORLD BY 2020

US$ 500
MILLONS

Is foreign

Investment
received by

the region

Ambassador Dr. Richard Bernal. Executive Director-Caribbean, Inter-American Develop-

ment

small developing countries in the Ca-
ribbean during the last decade. There
has also been a substantial increase
in Chinese development assistance
to those countries that recognize the
People’s Republic of China instead of
Taiwan. China has funded and cons-
tructed several stadiums, prestigious
buildings and infrastructure projects.
President Xi Jinping has visited the re-
gion twice and nearly every Caribbean
prime minister/president has been
received in Beijing. There have been
Chinese delegations to the Caribbean
countries no matter how small. China
has established embassies in all Ca-
ribbean countries that adhere to the
One China Policy. China has increased
the number of scholarships for study in
China and established several Confu-
cius Institutes in the region.

Which are China’s strategic interests
in the Caribbean?

China’s strategic interest is primarily
over the rivalry for diplomatic recogni-
tion between the PRC and Taiwan. As
a superpower China feels the need to
have a global diplomatic presence to
support its exports and investment op-
portunities.

How have trade and business relations
evolved during the last decade?

The major feature has been the in-
crease in development aid and loans
to those countries that recognize the
People’s Republic of China. These funds
have been used to for construction pro-
jects executed by Chinese firms. The
growth of China’s exports to the region
has outpaced that of the Caribbean and
hence there is a widening trade deficit.
There is the beginning of a slight increa-
se in FDI.

How is this relationship different from
other countries in Latin America?

The primary difference is the rivalry
between the People’s Republic of Chi-
na and Taiwan over diplomatic recogni-
tion. Of the 26 countries that recognize
Taiwan, eleven are in Central America
and the Caribbean but this is not a ma-
jor issue in South America where only
Paraguay recognizes Taiwan.

China’s economic presence in the
Caribbean does not exhibit the same
characteristics that it does in South
America and Central America. For
example, exports of agricultural pro-
ducts from Latin America to China have
grown dramatically in recent years but

202 m INTAL

INTEGRATION m 203
& TRADE



N r—

exports of agricultural commodities are
not significant for the Caribbean.

What are the main characteristics of
Chinese foreign direct investment in
the Caribbean? Which countries are
receiving the greatest investments?

China’s foreign direct investment in
the Caribbean countries is very small,
both as a share of China’s FDI and as a
share of the stock of FDI in the Caribbean.
Chinese FDI is still small compared to tra-
ditional sources of FDI such as Canada,
the United States, and the United King-
dom. The sectors in which there has been
Chinese FDI are agriculture, tourism, mi-
nerals and energy. Based on data for the
period 2005-2013 the stock of FDI in the
Caribbean (not including Cuba) is esti-
mated to be US$500 million.

There are large deposits in the
banking systems of The Bahamas, the
Cayman lIslands and the British Virgin
Islands which are often incorrectly refe-
rred to as foreign investment or foreign
direct investment.

What has been the development of
Caribbean exports to China in the last
decade?

Caribbean exports to China have
shown very little growth.

Where are the greatest opportunities
for the Caribbean countries in terms
of trade and investment? And the bi-
ggest challenges?

China is forecasted to become the
world’s fourth largest source of tou-
rists by 2020, generating 100 million
outbound tourists each year with an
anticipated expenditure of $120 billion
annually. This is an opportunity for the
already well established world class
tourist industry of the Caribbean.

A lot more has to be done to break
into the tourism market in China and
establish the Caribbean as a desirable
destination. Products and marketing
programs have to be specifically de-
signed and mounted to garner tourists
from China.

What is CARICOM'’s strategy towards
China?

There is not a single united CARI-
COM strategy towards China because
some countries have diplomatic rela-
tions with the People’s Republic of Chi-
na and others recognize Taiwan. China
does not have diplomatic relations with
countries that recognize Taiwan. Rela-
tions between the Caribbean countries
and China are conducted on a bi-lateral
basis. B

204 m INTAL

COSIPLAN

IIRSA TECHNICAL FORUM

COSIPLAN'S
PROJECTS INFORMATION
SYSTEM

The most
comprehensive data base
on South America’s integration
infrastructure

www.iirsa.org/proyectos/

South American Council for Infrastructure and Planning of UNASUR
Updated information by each of the countries - Advanced search and reports

Permanent Monitoring System - Available in 3 languages

TECHNICAL COORDINATION COMMITTEE

INTAL NIBID

INSTITUTO PARA LA INTEGRACION
DE AMERICA LATINA Y EL CARIBE de Desarrollo

W: E AMERICA LATINA

Banco Interamericano

7X FONPLATA



|

|

|
|
/

/

/
/

v .

COMPLEMENTARY
ECONOMIES

THE DEMAND FOR COMMODITIES BY CHINA AND FOOD WE ADD VALUE TO EXPORTS, AND HOW ,CAN THE REGION
PRODUCTION GENERATE AN ALMOST NATURAL LINK BE- GAIN PARTICIPATION IN GLOBAL VALUE CHAINS. THE PRO-
TWEEN BOTH REGIONS. HOWEVER, THE CHALLENGE OF A DUCTIVITY AND THE STRATEGIC PERSPECTIVE FOR MEDIUM
MORE DIVERSIFIED ECONOMY STILL REMAINS. HOW CAN AND LONG TERM.
Martin Piiieiro, lacob Koch Tang Jun
Eduardo Bianchi Brf / Food Weser Codelco/Mining Director of ILAS at ZISU Andrew Sheng
Grupo Ceo U.S. Department Nelson Pizarro Distinguished Fellow,
of Commerce Fung Global Institute
Yang Wanming
Ambassador
of the People’s
Republic of
China

in Argentina



How To ADE
VALUE TO

PRIMARY
EXPORTS - M7
TO CHINA & o

; ()

-
THE SLOWDOWN IN THE CHINESE EG
HAS HAD A POWERFUL IMPACT ON Tt e
OF PRIMARY COMMODITIES AND ON Ti ORT-TE
EXPORT POTENTIAL OF THE MAJORITY ch THE RE‘G&EN S
COUNTRIES. WHAT ARE THE MEDIUM-TERM PROSPECTS
FOR THE AGRIFOOD PRODUCTION SYSTEM AND HOW TO

INCORPORATE VALUE TO EXTERNAL SALES.

Martin Pifeiro

Grupo CEO r

Eduardo Bianc
Grupo CEO y IUE/

r




OVER THE PAST TWO DECADES, CHINA EXPERIEN-

CED A REMARKABLE ECONOMIC GROWTH TOGETHER

WITH A RAPID INDUSTRIALIZATION AND URBANIZA-

TION. SUCCESSFUL POLICIES OF INCOME DISTRIBUTION

GENERATED A SIGNIFICANT INCREASE IN THE DEMAND

FOR FOOD. THIS ARTICLE DESCRIBES THE DYNAMICS OF

FOOD EXPORTS FROM LATIN AMERICA TO CHINA, AND RELATES THE
PRESENT AND FUTURE DEMAND FOR CHINA WITH ITS AGRICULTURAL POLICY.
ALSO IT ANALYSES THE MAJOR CHALLENGES FOR COUNTRIES IN THE REGION
TO INCREASE THEIR INTEGRATION INTO THE FOOD MARKET OF CHINA, AND
PRESENTS A SET OF IDEAS TO SEIZE THE OPPORTUNITIES OF TRADE, PRODUC-
TION AND TECHNOLOGICAL INTEGRATION BETWEEN CHINA AND THE REGION.

Over the past two decades, China
has experienced extraordinary econom-
ic growth which, together with rapid in-
dustrialization, significant urbanization,
and successful income distribution poli-
cies, has generated a significant expan-
sion in the demand for food. This article
describes the dynamics of Latin Ameri-
can food exports to China and relates
China’s present and future demand to
its agricultural policy. It also poses ma-
jor challenges for the region’s countries,
when it comes to increasing their inser-
tion in the Chinese food market, and
sets out some ideas to take advantage
of the opportunities for trade, produc-
tion, and technology integration be-
tween China and the region’s countries.

While China’s agricultural produc-
tion has also risen considerably in recent
years, it has not been enough to meet
the rising food demand, thus prompting
a rapid increase in food imports.

The greater volume of purchases
has been met by a significant number
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of countries, notably Australia, Canada,
New Zealand, United States, and Latin
America. Our region has contributed
about 24% of total food imports, with
pronounced concentration in terms of
exporting countries and products.

China’s increased food demand has
been expressed in both quantitative
and qualitative terms, i.e., increased
consumption of animal protein.

This concentration of food exports
from Latin America to China in a hand-
ful of products and a handful of coun-
tries can be viewed as a deficit in the
region’s trade with a huge country in
population terms. Yet, at the same time,
it creates the possibility of opportu-
nities for expansion in terms of both
products and countries. Furthermore,
given that exports from Latin America
account for less than a quarter of Chi-
na’s total food imports and that the
region is highly competitive in many
traditional and non-traditional agricul-
tural products, there is also the possibil-
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24%

OF FOOD

IMPORTS
FROM CHINA COME FROM
LATIN AMERICA
AND THE CARIBBEAN

ity of increasing market share in some of
these. While China’s economic expansion
has slowed in recent years, its annual rate
of GDP growth remains significant, sug-
gesting therefore that its food demand
and import requirements will continue to
increase rapidly. Latin America and espe-
cially the Southern Cone countries, which
have high potential for expanding agricul-
tural production, will play an important
role as suppliers of this demand.

It should be remembered that most of
China’s current demand directed at the
region is concentrated in primary prod-
ucts with very little added value. The chal-
lenge for the Latin American countries is
also then how to increase the value added
content of these sales. So far the strategy
followed by China has been to import pri-
mary goods and maintain processing ac-
tivities within its borders.

Recent Chinese policy of investing in
foreign companies, in both primary food
production, and in food processing and
marketing, could mean a shift in its strat-
egy and in its terms of trade. This shift
could result in the need for our countries
to define new negotiating strategies and
linkages with China. In this context, the
greatest challenge for Latin America is
how to achieve greater productive and
technological coordination and collabora-
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FIGURE 1
FOOD EXPORTS TO CHINA. 2006=100
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tion with China. That will require public of primary products, while imports are 1,500
policies and negotiating capacity, which  mainly concentrated in manufacturing.
can be certainly be enhanced with This trade pattern has been ex-
greater coordination and productive plained in terms of comparative ad- 1,000
integration within Latin America and, in  vantages, with Latin America being
particular, the Southern Cone countries. rich in natural resources, while China is
relatively abundant in unskilled labor. 500

EXPORTS TO CHINA:
THE STATE OF PLAY

The significant growth of trade in
general, and of the agrifood industry in
particular, between Latin America and
China during the first decade of the
twenty-first century has been widely
documented and commented on. In
2014, trade between the two countries
totaled approximately US$260 billion
(Casanova et al, 2015). A crucial fea-
ture of this trade is that exports from
Latin America to China are composed
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Spectacular economic growth, rapid in-
dustrialization, improvement in income
distribution, and high rates of urbani-
zation have made China a voracious
demander of raw materials and food.
In the framework of the different fac-
tor endowments, part of this demand
for natural resources was channeled to
Latin American countries. China’s share
as a destination for total Latin American
exports has thus risen from 1.7% in the
1990s to 9.4% in recent years, to around
US$130 billion in 2014 (Casanova et al,,
2015). During the first decade of this
century, the region’s exports to China
developed great momentum, with an
average annualized increase of 24%
(Perrotti, 2015). This resulted not only in
greater demand, but also in a significant
increase in the price of primary goods,
substantially improving many countries’
terms of trade in the region (Pifieiro &
Bianchi, 2012).
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In addition to this significant dyna-
mism, exports from Latin America to
China show three other basic charac-
teristics. First, they exhibit remarkable
concentration in terms of the basket of
goods, since just four of them account
for almost 80% of the region’s total ex-
ports to China: soybeans, crude oil, iron
ore, and copper. Second, our region’s
export basket is in open competition
with those of Australia, Canada, New
Zealand, and United States, which al-
lows China to considerably diversify its
sources of supply.

Last, analyzing Latin American ex-

ports to China by country, sharp differ-
ences are seen, especially between Cen-
tral America and the Caribbean, on the
one hand, and South America, on the
other. Abundant in natural resources,
South America benefited more, while
the rest of the region was generally less
favored, their exports competing with
China’s while also being net import-
ers of natural resources. Jenkins (2011)
distinguishes the following beneficiary
countries: Bolivia, Chile, and Peru as ore
exporters; Ecuador, Mexico, and Ven-
ezuela as oil exporters; and Argentina
and Brazil as food exporters.

In line with the above and in order
to analyze the current structure of the
region’s food exports to China, we will
focus on Argentina and Brazil, together
with Uruguay for reasons outlined be-
low. So as not to draw our observations
from a particular year, we have consid-
ered the three countries’ exports to the
world and to China during an eight-year
period, from 2006 to 2013, using as a
source the United Nations’ COMTRADE
database.

Figure 1 shows the evolution of the
three countries’ food exports to China.
Brazil’'s exports are the most significant,
displaying a clear tendency over the
period toward growth, from US$3.3 bil-
lion in 2006 to US$22.6 billion in 2013
and US$90 billion in our period. Next
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in terms of value come Argentine sales,
with an erratic evolution: US$2.2 billion
in 2006, almost US$4.5 billion in 2013,
and US$34 billion in our period. Last
is the steady and significant growth
of Uruguayan exports, which fell from
US$50 billion in 2006 to US$1.1 billion in
2013, with US$2,800 million in the pe-
riod under consideration.

Figure 2, for its part, shows the
share of food exports to China in each
country’s total external sales of these
products. Consistent with the above
developments, China’s share displayed
growing importance in both Brazil and
Uruguay’s case, rising from peaks of 9%
to 27%, and of 2% to 19% respectively; in
the period, China’s share in Brazilian to-
tal food exports stood at 18%, and 9% in
the case of Uruguay. In Argentina’s case,
against an erratic background, China’s
share showed a downward trend, from
16% in 2007 to 11% in 2013, with a 12%
share in the period analyzed.

On the other hand, the food basket
that each country exported to China
during this period in all three cases
shows a marked concentration, mainly
in beans and soybean oil, as shown in
Table 1. In Argentina’s case, beans ac-
counted for 68% of food sales to China,
and soybean oil 21%; the two products
together made up 89% of Argentina’s
food exports to China. It should be not-
ed that China accounts for 80% of Ar-
gentina’s total soybean exports to the
world, and 22% of soybean oil. Moreo-
ver, in the years under consideration, no
other food exceeds 1% of Argentina’s
total food exports to China.

Brazil’'s exports to China also show a
concentration in the case of soybeans,
though lower than in Argentina’s case.
Soybeans accounted for 71% of the to-
tal and soybean oil for 5%, together to-
taling 76% of total food sales to China.
In both cases, China is an important
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destination for Brazil’s exports of both
products. The Brazilian export basket to
China is completed with products from
the beef chain (7% of the total), poul-
try meat (6%), and raw sugar (5%). All
these products together accounted for
94% of exports to China in the period
under consideration.

Last, Uruguay has the lowest con-
centration in soybeans. Soybeans ex-
ports accounted for 56% of the total,
with no sales of soybean oil to China
being recorded. The Uruguayan export
basket to China is completed with fro-
zen beef (17% of the total) and other
products from the beef chain (16%),
totaling 33%. If we add dairy products
(4%) and fish (4%) to these products,
the group accounts overall for 97% of
Uruguay’s food exports to China.

SUPPLY POLICIES

The concentration in a small num-
ber of products displayed by the Latin
American countries that export food to
China, as demonstrated in the last sec-
tion, is closely bound up with China’s
policies regarding the supply of these
products. These policies, to a large ex-
tent, determine its current demand and
will also influence its demand in the fu-
ture.

Like many countries that have ex-

perienced food crises, with significant
portions of the population suffering
from hunger, basic food self-sufficiency
has been state policy in China, from the
time of Mao until today. It should be re-
membered that just 13% of the China’s
total surface area is arable land. This
deficit in a basic resource for farming
has been partly offset with the adoption
of high-yielding seed varieties, the use
of chemical fertilizers and major public
investments in irrigation, which have led
to the growth of agricultural production
based on rising productivity.

In this framework, agricultural pro-
duction is structured to satisfy, first,
grain consumption by part of the popu-
lation and, second, other agricultural
products. China is thus the world’s larg-
est producer of rice and wheat, around
which the population’s diet is centered.
It is also a significant producer of coarse
grains like maize, used predominantly in
animal feed for poultry meat, swine, and
beef production. At the same time, Chi-
na has highly-diversified labor-intensive
fruit and vegetable production, leading
world production in several of these
products.

These results in agricultural produc-
tion have been driven by the Chinese
Government’s policies aimed at self-
sufficiency, as reflected in various offi-
cial documents. By way of example, in
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1996, the Government established “The
Grain Issues” and then, in 2008, the
“Long Term Security Plan 2008-2020,”
in both cases with the aim of achieving
95% self-sufficiency in grain. In 2014,
the self-sufficiency targets were refor-
mulated, establishing the objective of
100% self-sufficiency in rice and wheat
consumption, and 80% in the cereals
and oilseeds group.

The changes occurring in China
in the past two decades have implied
higher consumption of meat, fish, veg-
etable oils, dairy products, fruits and
vegetables, and processed foods. Ac-
cordingly, the increased demand for and
diversification of food has led to China
to have a significant presence in inter-
national markets, making it the second
largest food importer in the world. Chi-
na began to participate in international
trade at the end of the 1990s, after a set
of reforms reducing its levels of trade
protection in the agricultural sector.
After joining the WTO in 2001, its food
imports grew continuously to become
a net food importer by 2003. Agrifood

OF ARGENTINA'S
SOYBEAN

EXPORTS GO
TO CHINA




imports thus exceeded US$100 billion
by 2013, amounting to nearly US$485
billion dollars in the period 2006-2013.
In 2006, China accounted for 3% of
world food imports, a figure that rose to
8% in 2014. For its part, China accounts
for 14% of the rise in world food imports
between 2006 and 2014; while world
food imports grew by 76% in these two
years, food purchases from China grew
by 350%.

It is interesting to note that, despite
these scales in the value of external
food purchases, they accounted for just
between 4-5% of China’s total imports,
being concentrated in just a handful of
products. Table 2 shows that, in 2014,
60% of China’s food imports were con-
centrated in 10 products, with soybeans
representing 37.4% of the country’s
food imports. Analysis of imports of

FIGURE 2

FOOD EXPORTS TO CHINA
SHARE IN TOTAL WORLD FOOD EXPORTS

30

these products by supplier country also
highlights a significant concentration,
as shown in Table 4. Brazil and United
States thus account for 87% of Chinese
soybean imports; New Zealand for al-
most 80% of milk powder imports, Ma-
laysia and Indonesia for 100% of palm
oil purchases, and Russia and United
States 55% of frozen fish imports. Simi-
lar levels of concentration by supplier
are recorded in the other 6 main prod-
ucts.

As mentioned above, higher income
and diversification of diet have expand-
ed the range of imported food. The con-
sumption of more sophisticated foods,
like fresh fruit (grapes, cherries, and ap-
ples), cheeses, vegetables, wines, and
animal proteins, is increasing dramati-
cally. For example, the urban popula-
tion consumes twice as much meat per
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Based on COMTRADE database, taking as foods the products in Chapters 01-24 of the HS.
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capita than the rural population. On the
other hand, the increase in per capita
income also drives other cultural chang-
es that result in higher consumption of
processed foods like noodles, crackers,
pastries, snacks, and prepared meals.
These trends, together with higher lev-
els of consumption outside of the family
unit—e.g. in restaurants—have a major
impact on the development of the food
industry and in shaping longer, more
complex value chains, and require high-
ly sophisticated technologies.

Local production could accompany
this increase in the demand for food in
the case of labor-intensive production,
like fruits and vegetables, but it would
have greater difficulty in the case of
animal proteins, particularly in the case
of beef and dairy products, since both
require a larger amount of land and wa-
ter per product unit. For example, dur-
ing the period 2006-2013, meat imports
doubled and dairy imports quadrupled.
Per capita consumption of animal pro-
teins will thus continue to rise in the fu-
ture, as it has in other more developed
countries and regions, generating sig-
nificant additional demand.

The changes projected in food
habits will favor the possibilities of in-
creasing trade in products with higher
added value. For example, higher fruit
consumption will create favorable con-
ditions for countries like Costa Rica
and Chile, which export these products.
These trends will be positively af-
fected by the trade agreements
signed in recent years by
these two countries and
by Peru. These agree-
ments grant various ¥
different trading ad-
vantages and facili-
tate authorizations in
health issues. It should
be remembered that

THE FUTURE OF
FOOD DEMAND

13%

OF CHINA'S LAND
IS ARABLE,
A DEFICIT OFFSET
BY HIGH-YIELD
SEEDS

China regulates its food imports mainly
through tariff quotas and phytosanitary
measures. These policies are relaxed
when government authorities deem
that imports are necessary, either due
to a shortfall in the supply of a product
or to combat price rises.

In this way, Latin America’s ability to
insert itself in the Chinese market will
be hampered by China’s trade agree-
ments with New Zealand, Australia, and
the ASEAN countries, which are also
producers and exporters of fruits and
vegetables, and, in New Zealand and
Australia’s case, meat and dairy prod-
ucts, through which it grants them fairly
significant tariff concessions. The aver-
age tariff applied by China for agricul-
tural products is higher than the one
levied on industrial manufactures, not
to mention tariff escalation, which en-

courages the import of raw materi-

als and discourages purchases of
more highly-processed agri-
cultural products.

INSERTION IN THE
CHINESE MAR-
KET

In this tricky
but manage-




able context for increasing agrifood ex-
ports, and particularly those with high-
er added value, two great challenges
clearly emerge for Latin America. First,
the enormous importance of reaching
trade agreements that help to level up
the tariff advantages granted to com-
petitor countries and to establish con-
ditions that facilitate trade, including
health agreements. In this respect, the
lack of interest expressed by some Latin
American countries, in particular the
members of MERCOSUR, is a significant
handicap.

Second, it should be understood
that self-sufficiency has ceased to be
the only option for the Chinese govern-
ment, which is currently developing a
strategy that combines local produc-
tion with external supply. China is thus
seeking to increase its agricultural pro-

TABLE 1
SOY EXPORTS TO CHINA 2006-2013

US$ MILLONES

duction, while implementing offensive
actions of direct procurement in food-
producing countries, a strategy known
as “two-markets, two natural resources.”

This strategy has been based, in
principle, on the purchase of land or
land rights in developing countries. This
investment policy—implemented mainly
in Africa, but also in Latin America—has
had negative political repercussions.
Neither has it been very successful in
productive and economic terms: in re-
cent years transnational investments
in China have not concentrated on the
acquisition of land rights, but on the
acquisition of companies in the agri-
food chain, with the objective of having
greater control over food supply to its
domestic market and over food prices.
Some analysts have pointed out that an
important objective of this strategy is to

% OF TOTAL
EXPORTS TO CHINA

% OF TOTAL
PRODUCT EXPORTS
TO THE WORLD
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US$ MILLONES

% OF TOTAL
EXPORTS TO CHINA

% OF TOTAL
PRODUCT EXPORTS
TO THE WORLD

BRAZIL

US$ MILLONES

% OF TOTAL

EXPORTS TO CHINA o6

% OF TOTAL
PRODUCT EXPORTS 27
TO THE WORLD

Source: Based on the COMTRADE database.
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obtain flexibility with regard to United
States, China’s main supplier of agricul-
tural produce.

One example of this strategy is
China’s growing interest in competing
through China National Cereals, Oils and
Foodstuffs Corporation (COFCO), its
main cereal trading company, with the
main transnational corporations trad-
ing in cereals and oilseeds, the six sis-
ters: ADM, Bunge, Cargill, Dreyfus and
Nidera. As part of this strategy, COFCO
bought Nidera at the end of 2014. This
acquisition positioned China differently
in the grains market. Indeed, given that
Nidera’s activity in seed production
is significant, China is also present in
that sector, which is highly dependent
on other countries for its supply of ge-
netically improved seeds, mainly from
United States, Canada, Europe, and the
Southern Cone countries.

This new positioning of China’s in
food supply chains at global level alters
trade relations with exporting countries,
which are its main suppliers. It is no
longer a marketplace where exporting
countries interact with importing coun-
tries in transparent markets. The new
architecture is based on the organiza-
tion of transnational chains, in which
trade is, in reality, an intrafirm activity,
and where prices and the appropriation
of surpluses are governed by different
logics to the traditional ones. This is a

CHANGES
IN EATING
HABITS WILL FAVOR
THE CHANCES
OF BOOSTING
TRADE IN
HIGHER-ADDED-VALUE

PRODUCTS

new structural situation that has to be
carefully considered in Latin America
countries’ design of trade strategy.

TRADE INTEGRATION, PRODUCTION,
AND TECHNOLOGY

Trade integration is the main objec-
tive sought through trade agreements,
be they bilateral or regional. However,
the experience of recent years sug-
gests that, with increasing globaliza-
tion and the formation of global value
chains, trade integration is accompa-
nied, necessitates, and develops im-
portant synergies with productive and
technological integration to comple-
ment and underpin the trade relation-
ship. Examples of integration processes
that include important components in
the productive sectors are certain high-
tech industries, such as the automotive,
electronic, and IT. On the contrary, these
characteristics have only manifested
mildly in the agroindustrial sector, in-
cluding the food industries, where glob-
al value chains tend to be shorter and
trade in commodities, which are major
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inputs, presents serious difficulties due
both to sanitary barriers and to other
paratariff measures, which many coun-
tries impose quite arbitrarily.

TABLE 2
MAIN CHINESE FOOD
IMPORTS IN 2014

N PRODUCT MILLIONS % TOTAL
Us$ FOODS

1 | Soy Beans 40.266 374

2 | Milk Powder 4.460 4]

3 | Palm Qil 4.383 4]

4 | Frozen Fish 3.601 33

5 | Rape Seed 2.800 26
Manioc

6 2113 2,0
Malt Extract

7 2109 2,0

8 Flour and Pellets 1700 16

9| Cane Sugar 1.494 14

10| Soy Oil 1092 10
Subtotal 64.018 59,5
Total Foods 107.601
Total Imports 1.958.167

Source: Based on COMTRADE database, taking
as foods the products in Chapters 01-24 of the
HS.

To analyze the opportunities for ex-
panding trade, and trade and produc-
tive integration between Latin America
and China, it is useful to keep in mind
the three axes along which agroindus-
trial trade could be expanded: a) greater
involvement in products already traded;
b) market opening in products not cur-
rently traded; and c) export of products
with higher added value, including spe-
cialty-linked market niches.

The possibility of boosting existing
market share is closely tied in with three
specific instruments: (i) the availability
of greater supply; (ii) competitive prices
where potential competitors are con-
cerned; and (iii) the establishment of
special bilateral agreements. In addition
to the country’s natural agricultural con-
ditions, the first instrument is defined by
the economic and technological policies
implemented. The second instrument,
the competitiveness in the market, also
depends on the economic and techno-
logical policy applied by the country,
and on the bilateral and regional agree-
ments that China signs with major com-
petitors such as United States, Australia,
or New Zealand. As mentioned earlier,
these agreements exist and could hin-
der efforts to expand exports in certain

products currently exported by Latin
America.

Last, the third instrument is an area
as yet little exploited by some of the
region’s countries. For example, Ar-
gentina is an important trading partner
for China in the soybean agroindustrial
complex, and more partially in corn and
poultry giblets. For its part, China has
a sourcing strategy in which the state
takes an active part, either directly or
through state companies. Faced with
the high volatility in the international
market and its highly negative conse-
quences for the Chinese economy, it
would seem reasonable to try to estab-
lish long-term trade agreements aimed
at ensuring the supply and at stabiliz-
ing price expectations. A bilateral trade
agreement would be a step in this direc-
tion. However, trade agreements have
not in general included more specific
components in which long-term com-
mitments could be made in relation to
the supply of preestablished quantities.

AN ACTIVE
EXPORT

PROMOTION
POLICY NEEDS
TO BE JOINTLY
DEVELOPED BY
THE PUBLIC AND
PRIVATE SECTORS
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The implementation of these agree-
ments is complex, and there are not
many previous experiences. Moreover, it
would also require agreements between
governments, and between the export-
ing country’s government and private
sector, which would be the one to carry
out the export operations.

The possibility of entering new mar-
kets is wide open. In previous sections,
we pointed to the high concentration of
Latin American agroindustrial exports
to China in a small number of products.
These few products represent just a
small portion of the much wider range
of food products imported by China
from the rest of the world. Altering this
state of affairs requires attention to two
complementary instruments: on the one
hand, the joint development of an active
export promotion policy by the public
and private sectors. Export promotion
agencies, both at national and subna-
tional levels, have an important role to
play. The carrying out of trade missions




and a clear campaign to disseminate
information on products produced in
Latin America are central elements of
this policy.

A second instrument is the develop-
ment of trade agreements with China,
both bilaterally and as a region. Partici-
pation in these trade agreements must
seek the granting of trade concessions
if it is to match or even improve on the
preferences granted to the main com-
petitor countries. However, some of the
region’s major food-exporting countries
have been sluggish, both in regional
and bilateral negotiations. On the other
hand, in the particular case of China,
certain countries have prioritized the
financial and political relationship, and
have not defined a long-term strategic
position regarding the trading relation-
ship, a work area that requires careful
attention.

Exporting higher-added-value prod-
ucts, for its part, is a difficult challenge,
but extremely necessary to improve the
region’s export profile. The difficulties
stem not just from the need for a com-
petitive and technologically advanced
agribusiness sector, but also from the
logistics costs imposed by the geo-
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graphical distances and China’s barri-
ers on trade in food, such as the tariff
escalation, for example. China is likely
to keep up this policy in the future and
to complement it with its recent sup-
ply policy via the acquisition of interna-
tional-sized agroindustrial companies.
Mindful of this situation, Latin American
countries should consider how to im-
plement a comprehensive investment
and technology transfer strategy in
both directions, to promote productive
integration across both Latin America
and China.

The objectives pursued through
China’s investments in Latin America
in the agroindustrial sector should be
mainly linked to the use of the low-cost,
high-quality raw materials produced in
the region. The promotion actions that
should be undertaken by Latin Ameri-
can countries to bring about these in-
vestments are: a) favorable foreign in-
vestment regimes; b) trade facilitation
and health agreements for the trans-
port of these raw materials in the region
to provide access to large volumes; ¢)
development of physical infrastructure
to the same end; and d) agreements
facilitating both technological research

and development, and the access to this
technology.

At the same time, Latin American
investments in China should target mar-
ket access as their main objective. To fa-
cilitate and promote these investments,
the Latin American countries should
concentrate efforts on: a) developing
bilateral agreements that grant facilities
to these investments in terms of regula-
tions relating to investments, and tech-
nology transfer and protection; b) de-
veloping actions to understand Chinese

TABLE 3

THE FUTURE OF
FOOD DEMAND

food culture and to find market niches
for special products; and c) providing
public funding for these ventures.

ECONOMIC SURPLUS

In closing, the slowdown in China’s
economic growth, alongside the devalu-
ation of the yuan, have generated signif-
icant volatility in international markets.
Despite the potentially bleak outlook
for the state of the Chinese economy,
the projections by international agen-

CHINA’S MAIN FOOD IMPORTS AND SUPPLIERS IN 2014

PRODUCT/ MILLIONS o
COUNTRY uss$ °

PRODUCT/ MILLIONS %
COUNTRY uss °

Source: Based on COMTRADE database.

Brazil 18.724 46,5 Malaysia 2368 54
United States 16.332 40,6 Indonesia 2.015 46
Argentina 3.362 8,3 TOTAL 4.383 100
Others 48] 12
i 1.223 33,9
TOTAL 40.266 100 Russia
United States 776 215
MILK POWDER Chile 13 3
Urugua
New Zealand 3.540 79,4 guay n 03
. Others
United States 217 4,9 1.478 4
Australia 163 3.7 TOTAL 3.601 100
Uruguay 63 1,4
Argentina 61 13
Others 416 9.3
TOTAL 4.460 100 °
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cies and the Chinese government itself
estimate that food consumption and
imports will continue to grow at signifi-
cant rates.

In this framework, and taking into
consideration China’s new food supply
strategies, the Latin American countries
have great challenges and opportunities
ahead in their quest for greater integra-
tion and diversification in the Chinese
food market. As we have suggested,
achieving a high level of productive in-
tegration in the agribusiness sector is
of enormous importance to the region.
Exporting only low-added-value raw
materials will result in low appropriation
of economic surpluses by our countries

and, consequently, low capacity for
growth and development based on the
region’s comparative advantages in the
sector of renewable natural resources. m

NOTAS

"Throughout the work we refer to “China” rather than
“The People’s Republic of China.” Also, by “Latin Ameri-
ca,” we intend “Latin America and the Caribbean.”
2Some of these countries—particularly Mexico—also had
to face competition from China in the U.S. market.

¥ Paraguay shows rising levels of food exports, in excess
of US$5 billion in 2013. Similarly, its sales to China are
also increasing, particularly in products from the soya
and beef chains, although these have not yet reached
significant levels.

4 Counting products in Chapters 01 to 24 of the Harmo-
nized System as food.

SThe increase in soya and beef exports from Uruguay to
China in recent years has been so remarkable that, going
by the figures for 2014, Casanova et al. (2015) argue that,
in both products, Uruguay demonstrates China’s increa-
sed dependence across Latin America.

¢ Half of the daily per capita calorie consumption comes

from a mixture of rice and wheat.

7 The chance to forge trade agreements with China
would enable greater access to its food market. A case in
point is United States, China’s main food supplier, which
has achieved greater insertion in the Chinese market
through negotiations with Chinese regulatory authori-
ties. In spite of this, USTR (2014) holds that the Chinese
market is among the least transparent and predictable in
the world, due mainly to phytosanitary regulations based
on questionable scientific principles and an “opaque” re-
gulatory regime. USTR (2015), for example, outlines U.S.
difficulties exporting beef, poultry, and swine to China.
&China has free trade agreements with several countries,
including Latin America (Chile, Peru, and Costa Rica),
as well as New Zealand and Asian countries. The dates
of entry into force for these agreements are relatively
recent, and it is therefore not yet possible to ascertain
their impact.
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TRADE WITH CHINA, ECONOMIC SECTORS
(TOTAL SHARE, 2003-2014) MILLONS IN US$

PRIMARY PRODUCTS

MINERALS AND METALS

FUEL AND ENERGY

MANUFACTURES OF
AGRICULTURAL ORIGIN

INDUSTRIAL MANUFACTURING

98%

0%

IRON ORES

REFINED COPPER AND ALLOYS
COPPER ORES

SOYBEANS

RAW OIL

SOY OIL

IRON ORES

FLOURS, MEALS AND PELLETS,
OF MEAT, FISH , CRUSTACEANS,
MOLLUSCS AND OTHERS.

WOOD PULP (NON-CONIFEROUS)
WASTE AND SCRAP OF COPPER

CUTS AND OFFAL,
FROZEN POULTRY MEAT

UNREFINED COPPER
LEAD ORES

WOOD PULP (CONIFER )

CONCENTRATION
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Source: INTRADE

EXPORTS SHARE IMPORTS SHARE

15%
13%
9%
18%
8%
2%
2%

2%

2%
1%
1%

1%

1%
1%

0%

OF THE EXPORT BASKET IS MADE UP
OF THE 20 PRODUCTS

ELECTRICAL TELEPHONIC OR 8%
TELEGRAPHIC APPARATUS
RADIO AND TV PARTS 5%
PARTS AND ACCESSORIES TYPEWRITERS 4%
MAGNETIC OR OPTICAL READERS AND 5%
MACHINES FOR TRANSCRIBING DATA
INTEGRATED CIRCUITS AND 2%
MICROASSEMBLIES
LASERS AND OTHER OPTICAL 2%
EQUIPMENT AND INSTRUMENTS
PRINTED CIRCUITS. 1%
TOYS 1%
1%
ELECTRICAL TRANSFORMERS AND COILS
BUTTONS FOR FORMS AND OUTLINES 1%
MOTORCYCLES 1%
ARTICLES FOR FUNFAIR GAMES 1%
MACHINERY FOR PRINTING 1%

TRANSMISSION APPARATUS FOR
RADIOTELEPHONY, RADIOTELEGRAPHY, 1%
RADIO OR TELEVISION

DIVERSIFICATION 50/0

OF THE IMPORT BASKET IS MADE UP OF
20 INDUSTRIAL PRODUCTS

ﬂ Find all you need about integration and trade at
intrade/ dataintal. www.intradebid.org.
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l CASE STUDY

BRAZIL

BRP 6 000

Food for 50% of the
world population

Businesses in Asia are not made from
one day to the other. It is necessary to
establish contacts, find suppliers, learn
the habits, identify distribution chan-
nels, understanding the logic of each
country. This is the task that the giant
Brasil Foods (BRF) instructed Marcos
Jank, vice president of Business Deve-
lopment and Corporate Affairs for Asia.
Currently, BRF is the seventh company
of the world’s largest food listed on the
New York Stock Exchange and is among
the hundred most innovative and sustai-
nable companies in the world.

In its expansion strategy, Jank warns
difficulties related to trade barriers pre-
sented by different nations, particularly
for the food category, and recommends
a business model that enables integra-
tion with food chains and transfer tech-
nology to find greater receptiveness in
importing countries.

What is the company’s experience of
internationalization and in which coun-
try are you operating right now?

BRF was born in 201 officially, the
merge started in 2008, and the main
reason is because it was the merge of
the two largest companies in this area, in
Brazil, which are Sadia and Perdigdo. So
these two big companies they used to
be competitors and then they merged.
The process started in 2008, it comple-
ted in 2011. This process was very rela-
ted to the difficulties of the companies
after the crisis. So they merged at that

AN

time. The original companies, one has
70 years, the other has 80 years, so they
are very traditional companies in Brazil,
both companies that originated BRF.

Is BRF one of the most most innovative
companies around the world?

Yes. BRF today is the 7th largest
food company in the world, it is num-
ber 7 in terms of market value. It has a
lot of other characteristics. We are also
listed in New York, we are now a triple
B company so we are above the inves-
tment rate, and we just got a new step
in this process from one of the agencies
and we are also among the 100 most in-
novative companies and also the most
sustainable companies in the world. So
we have prizes in both areas: innovation
and sustainability.

Is this innovation policy important to
compete in the Asian market?

Let me talk to you a little bit about
the internationalization, then you are
going to understand. The company has
been exporting commodity products for
a long time. Approximately half of the
revenue of the company comes from ex-
ports to 125 countries in the world. We
are the 4th largest exporter of Brazil,
the number 4 company in Brazil exports,
and we reach 125 countries with our
products. But basically the model until
the formation of BRF was adding value
in Brazil, so reaching final consumers
in Brazil, and we really reached a lot of

10

times you can

multiply the value
of primary exports in
the production process

Marcos Jank. Before directing the business unit in Asia, he was Director of Corporate
Affairs of BRF and president of UNICA, the association of sugar companies in Brazil.

consumers in Brazil because we reached
150.000 points of sales every day in Bra-
zil, so we covered the whole country and
we have brands that are very well recog-
nized in Brazil. But our experience in
terms of internationalization was restric-
ted mostly for the area of basic products
such as whole chickens, or chicken parts,
or pork parts sold to importers in other
countries. But since the creation of BRF
we’'ve been investing a lot to reach end
consumers in other countries. So the
big challenge of the company today is
moving from business to business view,
to a business to consumers view, which
means we want to... not only to export
traditional commodities such as who-
le chicken, but also moving to brands
and moving to distribution and moving
to production in other countries. That is
why last year we launched a brand new
plant in Emirates covering with products
the whole golf countries, the Midd-
le East. Because traditionally our main
market are the Middle East countries,
the golf countries, there we also have
the Sadia brand very strong, but we
were just exporting products from Bra-
zil and now we are exporting raw mate-
rials from Brazil and we are producing
local products in the Emirates close to
Dubai and re-exporting these products
to the region, to all the traditional coun-
tries of the region. So we are now a lo-
cal company based in Middle East. And

this is our challenge in Asia too, so in
Asia we have a challenge of innovation
because the products are different, we
have a challenge of joint ventures, new
plants and also buying companies here.
We started with an operation this year
here in Singapore, a joint venture here
in Singapore. We are now standing the
possibility to do more operations in the
region, in many senses, not only having
distribution or having further processing
in industries here in the region but also
reaching end consumers, doing marke-
ting, doing supply chains, developing
our brands in Asia. So this is one of the
big challenges and that’s why today we
are focusing so much in having talents
here in Asia.

Why do you base your business in Sin-
gapore and not in another country in
Asia?

This is a good question. We have ba-
sically in this company, we have been
developing end consumer products in
Brazil, in Latin America because we also
have a big operation in Argentina but
we export also to other Latin American
countries. So we have end consumer pro-
ducts in Latin America and very especia-
Ily in Brazil. And we have also in Middle
East. But if you look at the world, one
of the most challenging regions is Asia.
Why? Because Asia has more than 50%
of the global population but has a lack




of natural resources. So for example Asia
has less than 20% of the water and repre-
sents also a very small part of the arable
land, which means that the movement of
imports in Asia is increasing. If you look
Latin America to Asia, we are seeing a
lot of exports of grains, for example soy
beans to Asia. But still in the area of meat,
of animal protein, many countries in Asia
are closed to Latin America and to Brazil.
So there are a lot of restrictions yet to en-
ter in several counties in Asia. Half of the
countries, half of the population in Asia
has no access to our products, absolutely
no access, because this population lives
in countries that make it impossible for us
to export. That is why we are trying to de-
velop joint ventures and operations here
in Asia, trying to be also a local player in
this region, like we are today doing here
in Singapore. So being in Singapore is a
very interesting hope for us because we
can reach a region that has a lot of po-
tential which is South East Asia, there are
six hundred million people in South East
Asia. But also we can access China, we
can access from here Japan. So our head-
quarters are here in Singapore. We have
commercial offices in Shanghai, in Seoul,
in Japan. Our main market in Asia is Ja-
pan, but Japan is already a very mature
market, and if we look the big challenges
are South East Asia and also China.

Do you already have some operations
in China?

We’'ve been exporting B2B [business
to business] products to China for a long
time, more than ten years, but now we
are starting an operation of B2C [busi-
ness to consumers] in China. So we just
launched in just a few cities in China pro-
ducts to end consumers. But it’s very
interesting because the products that
are more popular in China are products
that are not very popular in Latin Ame-
rica. For example chicken feet, there is
a big market for chicken feet in China,
but chicken feet are not very consumed
in Latin America.

Do you think that with time you can
cross these barriers and become a big
player in China?

| think it is more difficult than in the
Middle East because we have been ex-
porting a lot to Middle East because the-
re are no farmers or there are very little
farmers in Middle East. So Middle East
needs to import because of the natural
conditions. When it comes to Asia, Asia
is very developed and has been growing
a lot in the urban areas but most of the
countries in Asia still have a very large
agricultural population and in Asia the
size of the farms are very small compa-
red to what we have in Latin America.
Most of the countries in Asia, especia-
lly the big countries, they have a very
important concern in terms of the li-
velihood of the small farmers and the
urbanization process. Because in Latin
America we are already urbanized, 90%
of the people in Latin America already
live in cities. But in Asia it is still around
50% in cities and 50% in rural areas. So
there’s a lot of population living in small
farms in rural areas which makes a pres-
sure against the opening of the economy
to imports. But when you position your-
self as a local player which means we
are not only interested in exports but
we are also interested in bringing to the
countries in Asia integrated food chains,
productivity, quality, safety of products,
investment, technology, then the coun-
tries are more interested in our presence.
So | think the big challenge for us here
today, there is still the challenge to open
the market but what we want to do is to
position ourselves as a company that will
help the countries in Asia to give high
quality, affordable products to the con-
sumers.

What is the difference between doing
business in Latin America and doing bu-
siness in China?

| think that the big challenge in Chi-
na, we are pretty sure, we are completely
sure that we need to be in Asia and Chi-

na and in the region. But the issue is not
if we need to be here, but it is how, what
is the best way to participate. What we
are learning here is that for example the
issue of finding right partners to do the
business, the links used to governments,
the cultural and linguistic differences
makes the challenges much more com-
plex, because culturally, in terms of lan-
guages, in terms of population, in terms
of food habits, there are a lot of differen-
ces and most likely we need to take time
to find the right partners to develop the
business especially when we move from
a contact with importers to a contact
with end consumers because this is what
we want to do. We are developing a Bra-
zilian brand, a Latin American brand in
Asia, in countries where the history is
very different of ours, the products are
different, the way people prepare the
products, the way people buy the pro-
ducts, the channels of distribution. So
there is a lot of differences that we need
to really understand. So it takes time,
and we need a lot of contacts, a lot of
studies, a lot of conversations to unders-
tand each country.

Another point that is very important
is that even if we talk about Asia as only
one continent but the differences bet-
ween the fifteen countries that form Asia
are huge. For example, I’'m living here in
Singapore, which is a country where the
per capita income is 55.000 dollars per
year. And just across to Singapore we
have Myanmar, Burma, which is 800 do-
llars per year. So there is a huge differen-
ce not only between per capita incomes,
but also in terms of languages, religions,
a big diversity of religions, climate, the
size of the economy, infrastructure, the
capacity to do business. So we cannot
say that Asia is a homogenate strategy,
in every region in Asia we need to think
about a different strategy.

Let me make a final point. We rea-
lly believe that the integration of Latin
America and Asia is a big challenge
and a big opportunity. People someti-

mes see China and Asia as competitors,
as a threat to Latin America. But in our
case what we learnt is that there is much
more complementarity than threat. So
there is much more opportunity than a
threat to our countries, to our econo-
mies. In fact many few countries in La-
tin America have been developing long
term ties with Asia because our culture
made us much more close to the US and
Europe than to Asia, so | really think that
the work that IDB is doing in terms of
putting together businesses in these two
regions and trying to advocate for trade
agreements, | think this is extremely im-
portant for companies like ours.

How can latinamericans firms add value
to their exports?

This is very interesting because for
example when you look to a company
like ours. We are controlling the who-
le food chain. We are for example the
largest buyer of corn and soy bean in
Brazil and we are producing high value
added products from chicken and pork
from the soy and the corn that we buy
in Brazil. So when we export chicken and
pork, we are moving from 500 dollars
per ton of grains to products where the
value is 2.000 to 5.000 dollar, so it’s 4
to 10 times more value if | export chic-
ken and pork instead of just exporting
soy beans or corn. But when we make
investments in Asia this is the real value
added because then we are reaching
end consumers with our brands, with our
people, with the integration of the food
chain. And | believe this model of being
a multinational company, a Latin Ameri-
can company in Asia, represents a model
where there is a win-win situation with
the countries in terms of maximizing the
food chain, the whole food chain, inte-
grating the food chain, growing beyond
the idea that we are only going to export
traditional commodities to do the feed
of the animals. We are talking here to
reach final consumers together in part-
nership with players in Asia. &



,:ta deepen

cooperatlon
with

MERCAOSUR

and the Pacific
Alliance

YANG WANMING

Ambassador of
the People’s Republic of China
in Argentina

L o



The Chinese Ambassador in Argen-
tina, Yang Wanming, not only speaks
perfect Spanish, but is among those
with most diplomatic experience of the
region. He has held important posts in
his country’s Ministry of Foreign Affairs,
and in the Chinese embassies in Mexico
and Chile. In this interview, he describes
China’s strategy in Latin America, his
country’s intention to strengthen trade
and financial links, to facilitate trade and
promote diversification to provide a
broader exchange of technology-based
products and services.

What will be the keys to the relation-
ship between China and the region in
the future?

In the last ten years, economic rela-
tions between China and Latin America
have made huge progress, especially
since 2014, when Chinese president Xi
Jinping, together with leaders of the
Latin American countries, set out the
China-Latin American Comprehensive
Cooperative Partnership, characterized
by equality, mutual benefit, and joint
development. Xi suggested the new
“1+3+6” substantial cooperation frame-
work and, in 2015, Prime Minister Li Ke-
giang proposed the new “3D3” produc-
tion capacity cooperation model. All
this contributes to the gradual shaping
of an arrangement with positive inter-
action, in which cooperation between
China and Latin America in the areas
of trade, investment, and finance is mu-
tually supportive and develops along
balanced lines. In 2015, during the First
China-Latin America and the Caribbean
Ministerial Meeting, President Xi Jinping
announced the anticipation of US$250
billion direct investment in the region
over the next ten years. Looking to the
future, | believe that both parties could
deepen cooperation in various areas.

WE ENCOURAGE
MUTUAL DEVELOPMENT
IN OIL AND GAS,
AGRICULTURE,
MINING,

TELECOMMUNICATIONS,
SPACE SECTOR, AND
CLEAN ENERGY AND

OTHER SECTORS

What are the priority economic sec-
tors in this relationship?

We have to take advantage of com-
parative advantages. First, we are will-
ing to improve the mechanisms for the
construction of a free trade zone and
investment protection by promoting
trade facilitation. At the same time,
we encourage export diversification
and welcome more value-added Latin
American products in the Chinese mar-
ket. We support mutual investment in
such sectors as oil and gas, agriculture,
mining, telecommunications, manu-
facturing, aerospace, and new energy,
with the aim of deepening strategic
business partnerships. We also actively
promote deep financial cooperation in
the credit and monetary area to con-
tribute to the real economy. Second,
we intend to strengthen the coupling
of industrial policy and cooperation in
industrial chains, to promote the con-
struction of projects such as the Bioce-
anic Railway and the Bioceanic Tunnel,
and thus promote the modernization
of bilateral economic and trade rela-
tions. Third, both sides should take
advantage of such mechanisms as the
G20, BRICS, and the China-CELAC Fo-
rum for closer policy coordination, and
raising the voice and influence of the
emerging countries in global economic

Us$
500,000
MILLIONS

WILL REACH CHINESE

INVESTMENT IN THE REST
OF THE WORLD

and financial governance. We are ready
and willing to explore and deepen co-
operation with regional organizations
such as CELAC, MERCOSUR, and the
Pacific Alliance, to inject positive ener-
gy into Latin American integration and
Asia-Pacific cooperation.

What obstacles to greater trade inte-
gration do you encounter?

In recent years, bilateral trade be-
tween China and Latin America has
slowed due to the external context,
falling growth in global trade, and low
commodity prices. At the same time,
this reflects a flaw in the bilateral trade
structure. Exports from China and Latin
America are concentrated respectively
in manufacturing and raw materials,
and leave a lot of room for interindus-
try trade and services. Latin Ameri-
can countries are currently facing dif-
ficulties on different levels, while the
Chinese economy is in the process of
transformation and adjustments. In this
context, promoting bilateral trade inte-

gration contributes not only to raising
levels of economic and commercial co-
operation, but to fostering the growth
of each of our national economies via
overseas markets. We are willing and
able to work together to renew the
trade cooperation model. By synchro-
nizing the inspection and quarantine of
goods, energy consumption standards,
and the accounting and environmental
standards.

What impact do you think new trea-
ties such as the Trans-Pacific Partner-
ship Agreement (TPP) will have?
China has always strongly support-
ed global economic integration and
the multilateral trading system, and
maintains an open stance on regional
trade arrangements favorable to Asia-
Pacific economic integration. It also
advocates that trade arrangements
should respect WTO and Doha princi-
ples. Where the impact of the TPP is
concerned, China’s institutions will the
text of the agreement comprehensively
and systematically. In general, we work
on the conviction that, based on equal
participation, openness, and inclusion,
the region’s free trade agreements
offer renewed vitality to the global
economy. China has been developing
an open economy and promoting free
trade arrangements with the rest of the
world. To date, we have signed four-
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teen Free Trade Agreements (FTAs),
involving 22 countries and regions
around the world, including Chile, Peru,
and Costa Rica. The feasibility study
of the FTA with Colombia is also un-
der way. The Chinese Government re-
cently issued its free trade zone strat-
egy, in which it suggested setting up
free trade zones with most emerging
economies and developing countries,
and with the main regional economic
groups. Trade cooperation is important
in the South-South relationship. China
is open to initiatives that are favorable
to economic integration and general
prosperity, and is willing and able to
dialog and negotiate with the region’s
countries or organizations regarding
systematic arrangements in the field of
investment and free trade.

Is it possible to promote technology
transfer to accelerate learning in the
field of innovation?

The Fifth Plenary Session of the
Eighteenth Central Committee of the
Communist Party of China mooted
concepts regarding innovative, coor-
dinated, green, open, and shared de-
velopment, and enlisted scientific and
technological innovation as the top pri-
ority in the next five-year development
plan. During the Thirteenth Five-Year
Plan, China will seek more forcefully
to implement the innovation-driven

YANG WANMING

WE HAVE
ENCOURAGED
FREE ZONES
WITH MOST
EMERGING COUNTRIES
AS A WAY TO
BOOST TRADE

development strategy, encouraging
entrepreneurship and innovation. Co-
operation between China and Latin
America in this area, therefore, is in a
promising strategic era. Alongside the
exchange of young scientists, which
we are already doing, it is key to pro-
mote the joint construction of bina-
tional laboratories.

What financing opportunities does
China offer the private sector?

Until the end of 2014, the stock of
Chinese non-direct financial invest-
ment in Latin America was in excess
of US$100 billion, or 12% of China’s to-
tal foreign investment. Over the first
eleven months of 2015, Chinese invest-
ment in the region and the number of
projects contracted grew by 43.8%
and 31.7% respectively, the high point
of economic cooperation and bilateral
trade. To meet the goals we have key
instruments, such as the China-Latin

YANG WANMING WAS BORN IN 1964 AND STARTED
HIS CAREER IN THE GENERAL DIRECTORATE FOR LAT-
IN AMERICA OF THE MINISTRY OF FOREIGN AFFAIRS IN
1989, AGED JusT 25 YEARS. FrRoM 1993 10 1995, HE
SERVED IN ARGENTINA AS THE EMBASSY’s THIRD SECRE-

TARY. BETWEEN 2001 AND 2003, HE wAS A COUNSELOR
AT THE CHINESE EMBASSY IN MEXICO, AND THEN HELD A
SERIES OF DIFFERENT PUBLIC OFFICES IN HIS COUNTRY. BE-
TWEEN 2012 anD 2014, HE wAS AMBASSADOR EXTRAORDI-
NARY AND PLENIPOTENTIARY OF THE PEOPLE’S REPUBLIC OF
CHINA IN CHILE.
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America Cooperation Fund, the Special
Loan Program for China-Latin Amer-
ica Infrastructure, and the Sino-Latin
American Production Capacity Coop-
eration Investment Fund. We must also
explore tools such as bank group cred-
it, project mortgages, and investment
portfolios, in order to provide more
flexible political support to priority bi-
lateral cooperation projects.

What is your assessment of the spe-
cific relationship between China and
Argentina in recent years?

High-level exchanges are frequent,
mutual political trust has been con-
solidated, and an intense collabora-
tion over such fundamental interna-
tional and regional issues as global
economic governance and UN reform
has held firm. China features as Argen-
tina’s second largest trading partner,
the top destination for its agricultural
products, and its third largest source
of foreign investment. Our substan-
tial bilateral cooperation in the areas
of energy, mining, agriculture, finance,
and infrastructure is making steady
progress. Consensus has also formed
over the importance of relations with

China in local society.

Do you believe Chinese demand for
commodities will hold up in spite of
the slowdown in growth?

Since 2015, despite the challenges
arising from global economic weak-
ness and multiple domestic contradic-
tions, the Chinese economy has gener-
ally been stable, with an annual growth
of 6.9%. The total value of commodity
imports is still rising: iron ore and hy-
drocarbon imports, for example, grew
at an annual rate of 2.2% and 8.8%
respectively. The size of the Chinese
economy is considerable and has good
resilience, great strength, and sufficient
room for maneuver. In the next five
years, the higher consumption levels
of its more than 1.3 billion inhabitants
will make it the market with the highest
demand in the world, requiring goods
imports of more than US$10 trillion
and foreign investment of more than
US$500 billion. China will adapt to the
new economic normalcy and continue
to provide more opportunities for mar-
kets, growth, investment, and coopera-
tion for the rest of the world, including
Latin America. m
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MINING AND ENERGY ARE INTEGRAL TO ECONOMIC RE-
LATIONS BETWEEN CHINA AND LATIN AMERICA AND THE
CariBBEAN (LAC). As COMMODITY PRICES SLUMP AND
CHINA’S INDUSTRIAL GROWTH SLOWS, WILL THESE SEC-
TORS BECOME LESS SIGNIFICANT? | BEGIN BY ANALYZING THE

LONG-RUN IMPACT OF CHINA-LAC RESOURCE TRADE ON THE

REGION’S ECONOMIC DEVELOPMENT, AND EXAMINE PATTERNS OF
CHINESE INVESTMENT AND LENDING. | FIND THE LAC REGION IN
THE 2000s BENEFITED FROM A NUMBER OF CONDUCIVE FACTORS IN THE
GLOBAL ECONOMY THAT ELEVATED RESOURCE PRICES, EVEN AS THE LAC RELATIONSHIP WITH
CHINA CAME TO CENTER ON A NARROW BASKET OF COMMODITIES AND COUNTRIES. CHINA
HAS BEEN WILLING TO MAKE RISKY INVESTMENTS IN UPSTREAM HYDROCARBON PROJECTS,
AND HAS ISSUED LOANS TO LESS-THAN-CREDITWORTHY BORROWERS, A PATTERN THAT MAY
BE UNSUSTAINABLE. | PROCEED TO COMPARE LAC-CHINA TRADE TODAY TO LAC-JAPAN
TRADE FOUR DECADES AGO, WHEN THE END OF A PROLONGED COMMODITY BOOM PRECIPI-
TATED A DECLINE IN ECONOMIC INTERACTION ACROSS THE PAcIFic. DUE To CHINA’S SHEER
SCALE, ITS FINANCIAL EXPOSURE TO THE LAC REGION, AND STRATEGIC CONCERN WITH
RESOURCE SECURITY, | CONCLUDE THAT IT IS UNLIKELY TO FOLLOW IN JAPAN’S FOOTSTEPS.
FINALLY, | CONSIDER HOW POLICY SHIFTS IN CHINA MAY AFFECT DEMAND FOR LAC RESOU-
RCES. CHINA HAS ADOPTED AN AMBITIOUS SET OF REFORMS TO ACHIEVE BALANCED, SUSTAI-
NABLE GROWTH, WHICH COULD REDUCE THE COUNTRY’S RESOURCE INTENSITY. HOWEVER,
| QUESTION CHINA’S ABILITY AND COMMITMENT TO CARRY OUT MEANINGFUL REFORM TO
RESOURCE CONSUMPTION. | ALSO ARGUE THAT RESOURCE DEMAND IS LIKELY TO ARISE FROM
OTHER SEGMENTS OF ITS ECONOMY, SUCH AS HIGH-TECHNOLOGY INDUSTRIES AND THE UTILI-
TY SECTOR. | CONCLUDE THAT A KEY CHALLENGE FOR LAC POLICYMAKERS IS TO EMBRACE
CHINA’S EFFORTS TO IMPROVE RESOURCE EFFICIENCIES, AND TO EXPLORE WAYS TO DIVERSIFY
CHINA-LAC TRADE BEYOND MINERALS AND ENERGY.

In the new millennium, China has
propelled economic growth in the LAC
region. The world’s second-largest eco-
nomy is now LAC’s second-largest tra-
ding partner. Its sovereign loans to the
region exceed those of the Bretton
Woods institutions. At the first ministe-
rial-level forum between China and the
Community of Latin American and Ca-
ribbean States (CELAC) in January, Pre-
sident Xi Jinping pledged $250 billion in
direct investment to LAC over the next
decade!

And yet, the LAC-China relationship
is built on a narrow foundation. Commo-
dities in 2012-2014 accounted for 73% of
LAC exports to China, versus 42% to the
world (UN ECLAC 2015). Half of China’s
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sovereign loans have gone to Venezue-
la, the region’s largest oil producer (Ga-
llagher and Myers 2014). Nearly 90% of
estimated Chinese investments to LAC
in 2010-2013 went to natural resources
(UN ECLAC 2015).

As China’s economy decelerates,
the challenges of resources-driven tra-
de are becoming apparent. Commodity
prices have fallen, in conjunction with a
slump in LAC export and GDP growth.
China, of course, is not an isolated
factor in a weak global economy. Still,
criticism of China-LAC trade is moun-
ting. In May, the Economic Commission
for Latin America and the Caribbean
(ECLAC) warned that China is causing
a “worrying export reprimarization” in

90%

OF CHINESE
INVESTMENT
IN LATIN AMERICA
ARE ALLOCATED
IN NATURAL

the LAC region, and called for “progress
in productivity, innovation, infrastructu-
re, logistics, and training and capacity-
building” (UN ECLAC 2015).

Has the China-LAC relationship rea-
ched a critical juncture? It may be com-
pelling to point to new areas of coope-
ration, such as farm goods, automotive
assembly plants, and transcontinental
railways. Mining and energy, however,
remain central to China’s engagement
in the LAC region, with macroeconomic
and strategic implications.

In this article, | draw on my previous
research for the Inter-American Dia-
logue. | begin by describing the eco-
nomic impact of China-LAC resource
trade and analyze trends in Chinese in-
vestment and lending. | then consider
the current market downturn, drawing
historical comparisons between China
today and Japan four decades ago. Fi-
nally, | provide insights into China’s do-
mestic policies and conclude with poli-
cy challenges for the LAC countries.

The years 2000 to 2013 marked a
boom period in LAC resource shipments
to Asia. The value of mining and energy
exports increased fivefold, to some $50
billion. During the same period, China
displaced Japan as Asia’s principal con-

sumer of LAC resources. In 2000, Japan
still accounted for 48.9% of Asia’s mine-
ral imports and 42.8% of Asia’s energy
imports from the LAC region. By 2013,
China accounted for 62.4% and 44.1%,
respectively. The composition of re-
source exporting countries also shifted.
Peru and Brazil benefited most from the
mining boom, raising their share of LAC
mineral exports to Asia by 20 percenta-
ge points. In the energy sector, the bulk
of LAC exports to Asia now originate in
Venezuela, Colombia, and Brazil, rather
than Ecuador and Mexico (Espinosa,
Marchan, and Sucre 2015).

LAC exports to China are very con-
centrated, not only in terms of their
commodity focus, but also geographi-
cally. In the 2012-2014 period, four coun-
tries - Brazil, Chile, Venezuela, and Peru
-comprised over 80% of LAC exports to
China, while Mexico - a manufactures-
based economy - accounted for 77% of
the region’s trade deficit in goods with
China (UN ECLAC 2015). Gallagher and
Ray (2014) illustrate the true extent of
export concentration: among the LAC
commodities shipped to China in 2012,
86% of iron ore originated from Brazil;
92% of refined copper from Chile; 83%
of copper ore from Chile and Peru; and
75% of crude petroleum from Venezuela
and Brazil.

How this concentrated, resource-
driven trade impacts LAC economies
is much debated. Certainly, the surge
in LAC exports to China in the 2000s
coincided with higher global commodi-
ty prices, thus improving LAC terms of
trade and the balance of payments. The
causes behind this trend were complex,
however.

e China’s robust demand for resou-
rces was driven in part by ill-advised
investments in infrastructure and heavy
industry.

* Global commodity prices were in-
flated by financial speculation and the
high price of oil.

e In the case of iron ore, the bargai-
ning asymmetry between major mining
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companies and China’s fragmented
metallurgy industry created a “seller’s
market,” in which Chinese buyers were
forced into costly supply agreements
and spot market purchases (Economy
and Levi 2014).

* LAC economies benefited from
exchange rate dynamics. China’s cen-
tral bank deliberately undervalued the
yuan to boost industrial exports, while
making foreign exchange reserves avai-
lable to finance resource imports. In
parallel, LAC currencies appreciated as
a function of monetary inflows, which
lowered the cost of imports and stimu-
lated domestic consumption.

In view of the above, it is hard to
accept the notion that LAC countries
simply exploited their “comparative ad-
vantage” in extractive industries. Indeed,
critics argue that resource-focused trade
has reduced LAC competitiveness. Jara-
millo, Lehman and Moreno (2009) iden-
tify co-movement between LAC GDP
growth, commodity prices, and China’s
industrial output. Cunha et al. (2011)
find that Brazil’s trade with China in the
2000s was inter-sectoral rather than in-
tra-sectoral, effectively hindering supply
chain integration. No less, trade statistics
demonstrate that Chinese exports have
crowded out LAC manufactures in third
markets. The implications of this last
finding are contested, however, since
industrial inputs from China may lower
costs for LAC manufacturers and effect
an overall increase in trade (see Monte-
negro, Pereira & Soloaga, 2011).

Energy Investment
Outbound investment from China
is hard to measure at the aggregate
level.* Nonetheless, on a deal-by-deal
basis, Chinese FDI into the LAC region
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has been substantial, especially in the
energy sector (Palacios 2011). As early
as 1993, China National Petroleum
Corp. (CNPC) signed an EOR service
agreement with the Peruvian Minis-
try of Energy and Mines, marking the
company’s first overseas oil and gas
operation (CNPC 2015). Since 2006,
China’s four national oil companies
(NOCs) - CNPC, Sinopec, CNOOC, and
Sinochem - have concluded over a do-
zen large oil and gas acquisitions in the
region, the cumulative value approxi-
mating $50 billion. Some were dives-
tments by Western energy firms Repsol
YPF, Galp Energia SA, Emerald Energy,
Statoil, and Total.# Others were purcha-
ses from LAC-based energy companies,
such as Encana, Petrobras, Bridas, and
PanAmerican Energy.®

While China’s NOCs have taken ad-
vantage of divestments by cash-strap-
ped competitors, they have also shown
a keen interest in unconventional and
offshore exploration. Brazil’s discovery
of the pre-salt offshore fields in 2006
offered a timely opportunity to acqui-
re upstream energy assets. The Brazi-
lian Congress’s decision in 2010 to ac-
cord national oil company Petrobras a
mandatory stake in all pre-salt fields,
combined with onerous royalty and lo-
cal content requirements, discouraged
investments by international oil com-
panies (I0Cs). Unperturbed, China’s oil
majors CNPC and CNOOC joined the

sole consortium to bid in the 2013 Libra
auction round.

At $20 billion, the Libra investment
was China’s largest to date in the LAC
region, but some analysts were surpri-
sed that CNPC and CNOOC were con-
tent with 10% stakes in the consortium.
Petrobras, Royal Dutch Shell, and Total
now exercise majority control. A plau-
sible explanation is that China’s NOCs
are more interested in capacity-building
than profit-making. By working along-
side 10Cs, they can acquire technical
know-how, to be applied in future offs-
hore drilling projects in the South China
Sea and elsewhere. They are pursuing a
similar strategy in the North American
shale segment. Further, Libra is just one
component of a long-term partnership
between China’s NOCs and Petrobras,
which already comprises supply agree-
ments and projects to build a gas pipeli-
ne and a fertilizer plant (Mendoza 2014).

Mining Investment

In the mining sector, China’s inves-
tments have been small on average.
Owing to China’s fragmented mining in-
dustry, the investors are heterogeneous,
including steel-makers and specialized
miners, central state-owned and provin-
cial enterprises.

Peru receives a disproportionate
share of China’s mining FDI. Though the
volume of its mineral exports to China
ranks well behind Chile and Brazil, the

US$ 50,000
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ENERGY EXPORTS
FROM THE REGION

Andean nation accounted for one-third
of China’s LAC-bound FDI in 2012-2013.6
In fact, Peru’s open investment climate
has attracted Chinese firms for over
20 years.” In 1992, China’s state-owned
steelmaker Shougang purchased Hierro
Peru, the iron miner privatized by the
Fujimori government. In recent years,
China’s largest acquisitions in Peru have
been in the copper sector; last year,
a consortium of Chinese firms spent
$5.85 billion to purchase the Las Bam-
bas copper mine from Glencore, the
Swiss multinational commodity trading
and mining company.? In contrast, China
does not have meaningful investments
in Brazil and Chile, opting instead for
long-term supply agreements with na-
tional miners Codelco and Vale do Rio
Doce (Asset 2015) (see Textbox).
Chinese mining investors have
been criticized for their irresponsible
treatment of workers, local communi-
ties, and the environment. For example,
a large body of scholarship has uncove-
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red poor practices at Shougang’s Hierro
Peru project (Gonzalez-Vicente 2013).
And yet, there are signs that China’s
corporate practices evolve over time.
Kotschwar, Moran, and Muir (2012) find
that the aluminum producer Chinalco,
which entered Peru at a later date than
Shougang, has adapted better to local
governance standards by establishing
a social fund, investing in infrastructu-
re, and holding public hearings with the
local community.

Lending

According to the China-Latin Ame-
rica Finance Database, China has provi-
ded more than $119 billion in loan com-
mitments to Latin American countries
and firms since 2005. Table 1 shows
the distribution of these loans across
sectors and countries. Similar to the
goods trade, China’s sovereign loans
are concentrated in resource-producing
economies: Venezuela and Ecuador,
the region’s seventh- and eighth-lar-

gest economies, have received 56.5%
of China’s loans; Mexico, the region’s
second-largest economy, has received
a mere 2%.

Officially, energy and mining account
for less than a third of China’s loan com-
mitments. However, many loans in the
infrastructure and “other” categories
are indirectly tied to the resource trade.
Venezuela is a case in point - Beijing’s
disbursements to Caracas are essen-
tially oil-for-loans deals, but China has
tried to ensure that the proceeds go
toward specific projects such as infras-
tructure, often involving procurement of
Chinese goods and services. The arran-
gement differs from China’s energy
loans to Brazil, which are directly nego-
tiated with Petrobras (Downs 2011).

China has disbursed generous loans
to countries that, owing to poor credit
ratings, have difficulty borrowing from
international financial markets. As Ga-
llagher, Irwin, and Koleski (2012) have
noted, China employs several tools to

CHINA’S NEW NORMAL

In the Western media, the term “new
normal” has become synonymous with
the end of China’s rapid growth era. A
closer reading of its official usage su-
ggests additional meanings. “New nor-
mal” came into usage in 2014, as China’s
leadership began to reconsider its prac-
tice of setting annual GDP targets. In
the past, the GDP target served to reas-
sure markets about the government’s
commitment to growth, and China al-
most never missed the target. When
the National People’s Congress conve-
ned in March 2014, however, the newly
appointed Minister of Finance Lou Jiwei
expressed less interest in meeting a ri-
gid target.*> Two months later, during a
visit to the interior province of Henan,
President Xi Jinping reportedly sta-
ted for the first time that China should
“adjust to the new normal,” urging his
countrymen to “depart from the cha-
racteristics of the current stage of eco-
nomic development.” 33

In a widely publicized speech to fo-
reign officials at the Asia-Pacific Eco-
nomic Cooperation conference in No-
vember 2014, President Xi expounded
on the meaning of the “new normal” to
imply three transitions in China’s deve-
lopment: (1) from a high rate of growth

to a medium-to-high rate of growth; (2)
from factor- and investment-driven to
innovation-driven growth; and (3) op-
timization and upgrading of the econo-
mic structure. He described the “new
normal” as an opportunity to develop
rather than a means to manage ex-
pectations about the economy. He de-
fended China’s economic track record
in 2014, noting that in the first three
quarters, consumption had outpaced
investment, services had outpaced
manufacturing, and high-technology
manufacturing had outpaced overall in-
dustrial activity. He also noted progress
in reducing resource intensity and bet-
ter managing urbanization, agricultural
modernization, and the transition to the
digital age. To illustrate that China was
giving freer rein to market forces, he
cited the 60% year-on-year increase in
the number of new enterprises, which
he attributed to recent reforms to the
enterprise registration system. No less,
President Xi argued that the new nor-
mal marked a turning point in China’s
regional cooperation efforts; going
forward, China would provide more
public goods, including the $40 billion
Silk Road Fund to finance infrastructure
in Asia.3*



manage the risks. First, China’s largest
lenders are policy banks; unlike com-
mercial banks, these institutions do not
have private depositors and are backed
by sovereign debt guarantees. Second,
loan interest rates may be issued on a
floating basis, indexed to the price of
oil shipped to China by the borrowing
country. Third, a Chinese line of credit to
a LAC borrower may actually be a cre-
dit line to a Chinese firm carrying out
a contracted project, meaning that the
funds will effectively stay in China.

At the same time, it is worth empha-
sizing that China’s loans are not as pre-
ferential as often depicted. Gallagher,
Irwin, and Koleski (2012) find that that
China Export-Import Bank offers inter-
est rates only slightly lower than those
of the U.S. Export-Import Bank. China
Development Bank offers mostly com-
mercial interest rates that exceed World
Bank rates.

Brazil’'s Vale do Rio Doce is one of
the “Big-3” iron mining companies
along with Australia’s BHP Billiton and
Rio Tinto. In Brazil, the company con-
trols vast reserves of high-quality ore,
as well as rail and port infrastructure.
However, in the 2000s, international

The Impact in Latin America

Global commodity values have fallen
sharply over the past three years. Ac-
cording to the International Monetary
Fund (IMF), the price per metric ton of
copper decreased from $7,958 in 2012
to $5,833 in June 2015. Iron ore prices
fell from $129 to $62 per ton.® A barrel of
Brent crude, priced at over $100 in July
2014, hovered at $50 in the fall of 2015. ©
The knock-on effects of low commodity
prices are being felt in China-LAC trade.
In spite of growing shipments, the va-
lue of LAC exports to China increased
by just 1.4% in 2013-2014, compared to
a compound annual rate of 29.1% in the
preceding ten years."

The market downturn, of course,
does not affect all LAC resource pro-
ducers equally. To compensate for low
commodity prices, incumbent produ-
cers may increase turnover, cut costs,
or acquire undervalued assets. Impor-
tantly, they may also take advantage of

shipping became Vale’s Achilles heel,
as its Australian competitors benefited
from closer proximity to the China mar-
ket and long-distance shipping costs
trended upward. To overcome this pro-
blem, Vale in 2008 ordered shipyards in
China and South Korea to begin cons-
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truction on over a dozen very large ore
carriers, to be owned and chartered
by Vale itself. At 400,000 plus dead-
weight, the “Valemax” is about 40 per-
cent bigger than the largest vessel that
can leave an Australian iron ore port
and can reduce freight costs by about
25 percent.?®

The first of the Valemax vessels
were delivered in 2011. However, China’s
Ministry of Transport in 2012 banned
the mega-ships from docking in Chine-
se ports, placing Vale’s plan in jeopar-
dy. Although the ministry cited safety
concerns, China was also concerned
that the Valemax would compete with
Chinese shipping companies.?®

In 2014, Vale and China reached an

VALE po Rio Doce DEAL wiTH CHINA

cheaper shipping costs to expand mar-
ket share in Asia (thanks to low oil prices
and surplus freight capacity).? Particu-
larly vulnerable, on the other hand, are
new extractive projects that entail large
upfront capital and high operating costs.
An offshore oil field may be profitable
when the barrel of oil is priced at $100
but fail to break even at $50 per barrel.
This partly explains why neither China’s

historic compromise. China’s Ministry
of Transport lifted its three-year ban on
the Valemax ships, and China’s two lar-
gest shipping lines, COSCO and CMES,
agreed to purchase Valemax vessels.
In exchange, Vale signed long-term
freight contracts with these shipping
companies, and also agreed to issue
orders with their Chinese shipyards
to build additional Valemax vessels.3¢
Another important element of the deal
is a loan from China to help finance
Vale’s expansion of S1ID, the biggest
iron ore project in the world. The pro-
ject is planned to begin full production
near the end of 2016. It is likely that Chi-
na will secure a favorable supply agree-
ment in exchange for the loan.?



$50 billion in loans it has granted Vene-
zuela since 2007, and Caracas launched
efforts to secure a new round of Chine-
se loans.™

e Brazil is in @ much stronger posi-
tion than Venezuela, but is also expe-
riencing a protracted period of negative
growth and high inflation (EMIS 2015a).
Of note, in the first quarter of 2015, the
nominal value-added of mineral extrac-

86.8%

OF THE INCREASE
IN GLOBAL STEEL

2009.% Meanwhile, oil major Petrobras’
$170 billion debt burden is becoming
costlier to service as investors lose con-
fidence and the real depreciates.”

* Chile has fared better in the face of
low copper prices. As of August 2015,
the country’s Economic and Social Sta-
bilization Fund (ESSF) was valued at
over $14 billion. Chile withdrew $499
million from the ESSF in 2014 and a fur-
ther $464 million in the second quarter
of 2015, the largest withdrawals since
the global financial crisis in 2009.® The
consulting firm EMIS forecasts Chile’s
real GDP to grow at a respectable 2.5%
in 2014-2016 (EMIS 2015c¢). Nonetheless,
the Bachelet government has recently
come under pressure from the Inter-

TABLE 1 N
CHINA’S LOANS TO LATIN AMERICA BY COUNTRY AND SECTOR
ECS)
Unit: Country  Country
US$ millions Infrastructure Energy  Mining  Other(1) Total share (%)
=1 Venezuela $28.400 $6.000 $2.400 $19.500 $56.300 47,4%
= = S e T . ] - I i . -
e T T ; : n : Brazil $800 $12.200 $1.400 $7500  $21.900 18,4:/0
F L = : INE Ty —" Argentina $14.000 $4.900  $- $60 $18.960 16,0%
Pp—_— - . ' SECTOR Ecuador $392 $8.400 $- $2.000 $10.792 91%
ot S o ¥ ’ $2.900 $- $- $- $2.900  2,4%
LATIN AMERICA Bahamas ‘ : e
AND THE CAR'BBEAN Mexico $14OO $1000 $' $' $24OO 2,0%
HAS TODAY A BIGGER Peru $100 $- $2.000 $150 $2.250 1,9%
GEOSTRATEGIC Jamaica $1.200 $- $- $189 $1389  12%
NOC the 10C g . WEIGHT TO CHINA Bolivia $300 $60 $- $251 $61 0,5%
s nor the s expressed much in- ) ) i i 401 401 0.3%
terest in Brazil’'s October 2015 auction THAN JAPAN Costa Rica 3 $ $ $ $ o°
of exploratory oil blocks, or in Mexico’s EVER HAD Honduras $- $298 $- $- $298 0.3%
efforts to find bidders for deep-sea pro- Chile $150 $- $- $- $150 0,1%
jects.® . . . Guyana $130 $- $- $- $130 0,1%
Whatever the situation at the indus-  ti5n in Brazil declined by 36.5% year- Colombia $75 $- $- $- $75 01%
try level, the macroeconomic effects on-year, compared to 6.5% nominal ex- .
have been felt across the region. pansion for the economy as a wholes Uruguay $- $- $- $10 $10 0,0%
* Hardest hit is Venezuela, which de-  The oil and mining conglomerate of bi- TOTAL $49.900 $32.900 $5.800 $30.100 $118.700 100,0%
pends on a high price of oil to service  jignaire Eike Batista filed for bankrupt- Sector share (%) 42.0% 277% 4,9% 25,4% 100,0%
its debts and balance its budget (EMIS .y in 2014, causing Chinese steelmaker 2 oY 3 s 6
2015b). In November 2014, China loo-  \wyhan Iron and Steel to incur losses on Number of loans
sened repayment terms on the nearly 5 $400 million investment it made in Loan average $1.610 $1.567 $967 $1.672 $1.562

(1) Other types of loans include government bonds, trade financing, a small and medium-sized
business development loan in Uruguay, satellite development in Bolivia, those related to the
China-Venezuela Joint Financing Fund, and home construction in Venezuela.

Source: Adapted from Gallagher, Kevin P. and Margaret Myers (2014) “China-Latin America
Finance Database,” Washington: Inter-American Dialogue.

It is compelling to view the current
downturn, and its effect on China-LAC
trade, as a case of history repeating.
The 1960s and 1970s saw rising com-
modity prices and Japan’s emergence
as the world’s second-largest economy.
Yet in the 1980s, Japan suddenly scaled
back its commerce with the LAC region.
Then as now, the global economic out-
look was unfavorable - the U.S. Federal

Commodity prices would remain flat for
the next two decades. Japan’s turn to a
less resource-intensive, export-oriented
growth model accelerated the decline in
Japan-LAC trade.

Notwithstanding the parallels, the-
re are clear differences between China
today and Japan four decades ago. For
one, China’s resource demand is on a

PRODUCTION national Monetary Fund to wind down VO r : '
its stimulus program.”® Citing weak de- Reserve’s decision to raise benchmark different scale because the country is

IN THE PERIOD mand from China, copper miners have interest rates between 1979 and 1982 simply much larger, in terms of popula-
2000-2013 laid off hundreds of workers. affected global liquidity and precipi- tion, territory, and industry, than Japan

CAME FROM CHINA
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tated the Latin American debt crisis.

was in 1980. Even assuming this were
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CHINA ‘'S CENTRAL BANK
HAS SHOWN
UNCHARACTERISTICALLY

ACTIVE SINCE
SEPTEMBER 2014
REDUCING INTEREST
RATES AND
ALLOWING THE
DEVALUATION
OF THE YUAN

not the case, the reality is that China is
invested in the LAC region to a degree
that Japan never was. Just as China is
“locking up” LAC resources through
long-term supply agreements and equi-
ty investments, it is also being “locked
in” for the long haul. China’s lenders
must ensure that billions in loan com-
mitments are repaid in cash or through
resource shipments. Multi-billion dollar
projects such as Las Bambas and Libra
will require time and additional inves-
tment to reap dividends.

Furthermore, in the energy sector,
the LAC region holds greater geostra-
tegic significance for China today than
it once did for Japan. The world’s top
oil importer, China now sources over
half its crude from the Middle East and
North Africa, regions susceptible to war
and instability. Whereas Japan did not
harbor military ambitions in the 1980s,
China today must factor in the even-
tuality of major armed conflict; in such
a scenario, energy shipments from the
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Gulf could be intercepted by adversa-
rial navies at maritime chokepoints,
such as the Straits of Malacca. China has
successfully engineered a continental
pipeline strategy for Eurasian gas shi-
pments, and in April 2014 signed a land-
mark agreement with Russia to secure
future gas supplies. However, pipelines
are unlikely to provide a viable alternati-
ve to maritime oil shipments. Increasing
pipeline-based oil supplies could re-
quire China to finance risky ventures in
the Arctic and Siberia, on Russian soil.
China and Russia have a fraught history
of negotiating and upholding energy
supply agreements. In practice, China’s
NOCs are already working actively to
improve maritime shipping infrastruc-
ture through coastal storage units, do-
mestic and overseas refineries, and an
expanding fleet of state-controlled oil
tankers.

Historically, LAC oil shipments to
Asia were not an attractive option, gi-
ven the long shipping routes and the
difficult of refining heavy crude oil from
Venezuela. But the situation is much
changed today. According to a 2014
study by the Oxford Institute for Ener-
gy Studies, crude imports from Latin
America to China rose to their second-
highest level ever in September 2014.

Importantly, the rise was owing not to
Venezuela, where output is declining,
but instead from new supplies coming
on-stream in Colombia, Ecuador, and
Brazil. Petrochina’s Liaohe refinery pro-
cessed Colombian crude for the first
time on record, supporting the rise. La-
tin American producers are also offe-
ring attractive pricing in order to gain a
foothold in the Asian market.?°

The Xi Administration’s
Reform Agenda

Numerous factors may explain the
current downturn in global commodity
markets, but China is front and center.
Officially, its economy achieved 7% real
expansion in the first two quarters of
2015, at or around the official target.
Actual growth, however, appears much
weaker in alternative metrics such as
housing starts, power consumption, car
sales, industrial activity, and business
confidence surveys. Of imminent con-
cern for resource markets are China’s
excess capacities in the steel and non-
ferrous metal sectors, as well as in
downstream industries such as machi-
nery, renewable energy equipment, and
shipbuilding.

The Xi administration appears to
have accepted that China’s rapid-
growth erais ending. In 2014, it began to
use the term “new normal” to describe
China’s next phase of development (see

36.5%

WAS THE DROP
OF THE NOMINAL
VALUE OF MINING

IN BRAZIL

Textbox 2). The “new normal” followed
on the heels of the Third Plenum of the
18th Party Congress in December 2013,
at which the Party leadership adopted a
market-oriented reform agenda for the
medium term. One of the government’s
top priorities is to reduce resource in-
tensity and protect the environment.
Several policy initiatives are underway:
¢ China’s Environmental Protection
Law was amended in April 2014, laying
the basis for more stringent and enfor-
ceable environmental regulations.

¢ In December 2014, the Ministry of
Finance shifted from an ad quantum to
an ad valorem resource tax on coal, a
fiscal reform that could eventually rai-
se the cost of coal-generated electricity
(Koch-Weser 2014b). In June 2015, Chi-
na also issued a draft environment tax
law which proposes targeting air, water,
noise and solid waste pollution through
levies on polluters.”

* To mitigate the impact of climate
change, China has incorporated ener-
gy and carbon intensity targets into its
five-year plans, beginning with the 11th
Five-Year Plan (2006-2010). In 2015, se-
veral municipalities announced a goal
of capping carbon emissions by 2020.
China is pursuing this objective through
a combination of state-mandated tar-
gets and market instruments, such as
indexed energy prices. Undeterred by
the Fukushima incident, China’s plan-
ners are building over two dozen nu-
clear reactors across the country with
state-of-the-art technologies. Through
subsidy and procurement programs, the
government is also ramping renewable
energy capacity, with a growing focus
on smaller, distributed projects amena-
ble to grid integration.

¢ China over the past two years has
developed a “three rates policy” that re-
quires mining and energy companies to
improve the efficiency of resource ex-
traction. As of 2015, 22 major minerals



are covered, including coal, crude oil,
natural gas, iron ore, copper, and bau-
xite. To monitor and enforce the policy,
the Ministry of Land and Resources is
creating a comprehensive database of
China’s mines and oil and gas fields. %

The Prospects for
Resource Demand

Reform initiatives, coupled with
slower economic growth, suggest China
could relinquish its dominant position
in global commodity markets. And yet,
there are a number of countervailing
forces. First of all, it will take years for
China to scale back its heavy industries.
After a period of industrial restructu-
ring in the 1990s, China in the 2000s
reverted to capital-intensive form of in-
dustrialization. Steel was at the heart of
this transformation - China accounted
for 86.8% of the increase in global steel
output in 2000-2013, raising its produc-
tion share from 15.1% to 49.8%.2* China
achieved similar gains in the primary
aluminum sector, where it now accounts
for half of global output.?* In addition,
China developed a massive chemical
industry that now supplies much of the
world’s plastics, rubber, glass, and com-
posites.

The National Development and Re-
form Commission, China’s chief indus-
trial planner, has sought to curtail ex-
cess capacities for the better part of a
decade. But many operations run by lo-
cal governments fail to close, or simply
relocate to China’s interior regions, clo-
ser to sources of cheap land and electri-
city. A perverse effect of low commodi-
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ty prices is that they lower the cost of
oil and coal-fired electricity and induce
stockpiling of imported commodities. In
April 2015, the government even opted
to cut the resource tax for iron ore in
order to support domestic miners.?®

Second, it is doubtful to what extent
the Xi administration will carry out re-
forms at the cost of short-term growth.
China’s central bank, the People’s Bank
of China (PBOC), has been unusua-
lly active since the fall of 2014, cutting
benchmark rates, reducing bank re-
serve requirements, and allowing the
yuan to depreciate.?® The Ministry of
Finance announced a 10.6% increase
in public spending in 2015, directed
mainly toward rail, infrastructure, and
affordable housing - segments that sti-
mulate demand for mining and energy
products. An important motive behind
China’s New Silk Road strategy is to ge-
nerate demand for Chinese industrial
goods in neighboring countries.

Finally, as China’s economy matures,
resource demand will shift to new types
of products. For example, the West-

TABLE 2

FORECAST OF CHINA’S MINING PRODUCTION FOR SELECT METALS

YEAR-ON-YEAR (%)

2012 2013 2014 2015f

BAUXITE 4.4 Qo0 |22 3,8
COAL 38 46 25 |2
COPPER 244 |8 |13 2,0
GOLD 10,8 17,6 47 4,0
IRONORE | (15 10,7 35 12,0)
LEAD 19,2 36 17 0,0
NICKEL 39 18 53 30
TIN (83 |00 13,6 6,0
ZINC 13,7 2,0 0,0 0,

CAGR (%)*

2016f | 2017f 2018f | 2019f |2012-2019f

2,5 2] 2,2 2,6 1,9
2,4) 1,3) 0,1 1,0 0,9)
2,5 3,0 2,5 2,5 17
3,0 15 0,9 0,3 4,4
10,0) | (50) (3,0) 1,0) 2,7)
0,2 0,5 0,3 0,2 0,9
2,9 2,8 2,6 2,4 3,0
4,5 4,0 3,5 3,0 4,9
15 2,7 1,8 0,2 12

Source: Forecast by BMI. Data adapted by author to calculate 2012-2019f CAGR.

East Electricity Transfer project, which
aims to transport electricity genera-
ted in the scarcely populated western
regions to population centers further
east, is increasing demand for copper
and special alloys in ultra-high-voltage
power lines.?’ In five-year and industry-
specific plans, China’s key government
ministries - led by the State Council, the
NDRC, and the Ministry of Industry and
Information Technology - have laid out
blueprints to integrate upstream mi-

AS A RESUL
OF THE STAGNATION
OF THE DOHA ROUND,
PREFERENTIAL
TRADE COULD BE
AN IMPORTANT
MECHANISM

neral assets with downstream produc-
tion of cutting-edge products, such as
electric car batteries, specialty steel for
nuclear power facilities, and high-speed
rail components. In the energy sector,
natural gas is becoming an important
substitute for coal in heating and power
generation.

More vexing is the supply-side of
the equation. Given that China is a lar-
ge mineral producer in its own right, its
demand for raw material imports varies
by product and over time (see Table 2).
High rates of depletion at major mines
suggests increasing demand for im-
ports. Set against this is the growth in
China’s scrap metal markets, which ser-
ve to reduce demand for metal ores. In
the energy sector, a looming gquestion
is to what extent China can revive do-
mestic petrochemical production to re-
duce import demand. This is not strictly
a technical challenge, since many of
the best offshore fields in the East and
South China Seas are subject to sove-



OF GLOBAL
ALUMINUM
PRODUCTION
IS CONCENTRATED

IN CHINA

reignty disputes between China and its
neighbors.

Challenges for LAC Governments

In the mining and energy sectors,
LAC governments face two formidable
challenges: China’s outsized influence,
and the unforgiving nature of commo-
dity markets. While bilateral resource
deals tend to entail long-term com-
mitments, the markets that underpin
these deals are subject to short-term
fluctuation. China not only directly im-
pacts the LAC region through goods
and capital flows, but through its do-
mestic policies also shapes aggregate
demand in the global economy.

Under President Xi, China’s govern-
ment is undertaking ambitious reforms,
from modifying the tax code to cracking
down on illegal mining. Maintaining this
reform agenda could be difficult if the
negative outlook for China’s economy
persists. A key challenge for LAC po-
licymakers will be to welcome China’s
structural reforms, even if this results in a
decline in commodity demand and a de-
terioration in the balance of payments.

At the same time, LAC governments
must balance the benefits of resource

p
investment - on less stringent terms
than Brazil’'s pre-Salt bidding regime -
with policies that ensure Chinese inves-
tment adds value to local communities
and does not replicate China’s environ-
mental practices. Recent improvements
in China’s corporate culture, exempli-
fied by Chinalco’s engagement with lo-
cal stakeholders in Peru, provide room
for optimism. Moreover, State Grid’s
deepening presence in Brazil’'s power
transmission sector is an example of
a new form of energy engagement, as
are the Chilean wind farms supplied by
Goldwind, China’s largest wind turbine
maker.

The rise of agricultural trade could
also contribute to a more balanced
basket of resource exports. At present,
LAC agriculture shipments to China are
primarily soybean shipments from Bra-
zil and Argentina, which are converted
into feed for livestock. In the face of a
stalled Doha Round, preferential trade
could become an important mechanism
to diversify China-LAC agriculture tra-
de into higher value-added products.
Chile’s food shipments to China in-
creased markedly after the China-Chile
free trade agreement (FTA) came into
effect in 2007. China also lowered ta-
riffs on farm goods exports in its FTAs
with Australia and New Zealand. In lieu
of a multilateral agreement in the Doha
Round of the WTO, these preferential
agreements, along with the recently
concluded Trans-Pacific Partnership,
provide an alternative pathway to free
trade in farm goods.®

NOTES
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Five Years: Xi,” January 8, 2015.

2See Koch-Weser (2014a) and Koch-Weser (2015).

3 For example, statistics provided by China’s Ministry of
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Ditz (2015).
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(2012). HSBC (2013).
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owners, ONGC and Shell. HSBC (2013).

¢Data from UN ECLAC (2015). Author’s calculations.
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investment, see Gonzalez-Vicente (2013).
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freight rate spread between Brazil’s and Australia’s iron
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10, 2015.
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l CASE STUDY

If mining is the heart of the Chilean
economy, the National Copper Corpo-
ration of Chile (CODELCO) is its main
artery. With annual sales in excess of
US$13 billion, the state-owned company
has become the largest mined copper
producer in the world.

The firm’s numbers are impressive
whichever way one looks at them. To
highlight some relevant data, its assets
run to US$35.257 billion, it concentra-
tes 9% of global copper reserves, and
its personnel totals more than 19,000
employees.

At the helm of the Chilean giant is
Nelson Pizarro, CODELCO’s Executive
Chairman, a civil mining engineer and
one of the most experienced men in the
sector.

Lower Chinese demand today has
forced Pizarro to seek an appropriate
geographical balance between North
and South America, Europe and Asia,
and so reduce the economic and geopo-
litical risks entailed by the dependence
on a single market. For Pizarro, Chinese
demand for copper will be maintained
despite a degree of volatility in the glo-
bal macroeconomic context.

What are the recent developments in
China’s demand for copper?

CHILE @

[ MINING

CODELCO

Red gold In the heart
of Los Andes

According to figures published by
the World Bureau of Metal Statistics,
China’s refined copper consumption
over the past decade fell from 3.3 mi-
llion fine metric tonnes to 11.4 million
fine metric tonnes, with an average an-
nual growth rate of 13%. In the same pe-
riod, refined copper imports rose at an
average annual rate of 12%, while blister
copper and concentrates imports rose
respectively at an average annual rate
of 18% and 15%. In the last three years
(2012-2014), China’s refined copper
consumption continued to soar, at the
same average annual rate of 13% recor-
ded in the decade 2005-2014.

13%

WAS THE ANNUAL
AVERAGE GROWTH OF
CHINESE
DEMAND IN THE
LAST DECADE

What effect has the China-Chile FTA
had on copper exports?

Copper is Chile’s main export pro-
duct to China. Since the metal was al-
ready tariff-free before the Free Trade

45%

of World
copper

consumption
takes place
in the Asian
giant

Nelson Pizarro. Before taking the helm at CODELCO, he was General Manager of SCM
Minera Lumina Copper. He is also a lecturer on the MBA course at the University of Chile.

Agreement’s entry into force in 2006,
the FTA is not considered to have had a
relevant effect in terms of boos-

ting copper exports.

Can China’s economic
slowdown affect copper
demand?

China is the largest
consumer of refined
copper in the world, re-
presenting 45% of the
world total in 2014. The
moderation of its econo-
mic growth forecasts could
lead to less dynamic copper
consumption. Regarding the red metal’s
price, commodity prices as a whole
have displayed a downward trend as of
2011. Copper is no exception, although
it has been less affected than other raw
materials. The causes of this behavior
are linked to the evolution of the world
economy and to the particular dyna-
mics of the copper market. Where the
world economy is concerned, the dy-
namism of China and other emerging
countries has been—and, in coming
years, is likely to continue to be—below
the expectations we held until recently.
This comes on top of significant streng-
thening of the dollar, speculation regar-
ding the hike in interest rates in United
States, and uncertainty stemming from
the crisis in Greece and corrections to

stock exchanges in China. Regarding
the fundamentals of the copper mar-
ket, while stocks on metal exchan-
ges have risen and the market
could enter a slacker pha-
se in terms of production
and consumption balance
sheets, all this at a time
when commercial refined
copper stocks measured
in weeks of consumption
are well below their histo-
rical average.

What are the main difficulties
you have in your business linkage
with China?

As a result of the dynamic econo-
mic growth experienced by China in re-
cent decades, copper has become one
of the raw materials most in demand,
due mainly to its high consumption in
infrastructure, construction, and the
manufacture of electrical products. This
has made China a significant market,
accounting for about 40% of our total
sales. We have no difficulties in terms
of our commercial ties with China, and
our sales have not fallen due to the re-
cent developments in its economy. Nor
have we limited contracts to the Chine-
se market, since we sell mainly in regu-
lar annual contracts, which are tailored
to our customers’ supply needs in the
framework of long-term relationships.
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What is copper exportation’s contribu-
tion to the country as a whole?

China is the main destination for
Chile’s exports of copper and by-pro-
ducts, representing 37% of the total in
2014. The export values of copper and
by-products in China in the past ten
years have brought Chile more than
US$107.4 billion. China’s relevance asi-
de, copper mining has been, is, and will
be a significant lever for Chilean deve-
lopment. To give you example, between
the nationalization of copper in 1971
and 2014, CODELCO’s deposits and
operations generated a surplus to the
tune of US$115.4 billion. Thanks to the
high copper price, more than 60% of
that was generated in the period 2004-
2014, resulting in contributions equiva-
lent to 12% of the Treasury’s total inco-
me. Copper mining further contributes
to the country’s development through
a great number of production chains. In
the case of CODELCO, the consumption
of goods and services in 2014 amoun-
ted to US$8.321 billion. Finally, mining
activity also contributes to the develo-
pment of personal talent, and the incor-
poration of technology in the economy
and world-class management practices.

What are the company’s main goals
for the next few years?

CODELCO has a huge commitment
to the Chilean state. It’s the largest con-
tributor to Chilean development. In this
context and on the basis of what this
means, our obligation is to consolidate
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12%

OF THE CHILEAN TREASURY’S
TOTAL REVENUE COMES FROM

RED METAL EXPORTS

world leadership in copper production,
with secure and sustainable mine plans
that safeguard the stability needed in
times of major price fluctuations. Our
structural projects will be the founda-
tions of the future we’re building and
with them we’re trying to extend the
company’s lifespan by at least 50 years.
CODELCO’s major changes are linked
to the development of its structural
projects, initiatives that overall will ex-
tend the Corporation’s lifespan by bet-
ween 50 or 70 years. Through them,
CODELCO is working to modernize its
main operations and to generate more
resources to ensure its position as the
world’s leading copper-producing
company and the biggest contributor
to the Chilean state. Under its 2015 Bu-
siness and Development Plan, the in-
vestments planned by the Corporation
in the period 2015-2019 are in excess of
US$25.1 billion.m
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WHAT WE THINK

ABOUT CHINA

THE INSTITUTE FOR THE INTEGRATION OF LATIN AMERICA AND
THE CARIBBEAN (INTAL) AND LATINOBAROMETRO CONDUCT
A SURVEY OF THE VIEWS OF THE REGION’S CITIZENS ON KEY
ISSUES, SUCH AS EXPECTATIONS REGARDING THE RELATIONSHIP
WITH THE SECOND LARGEST ECONOMY IN THE WORLD.

With more than twenty thousand sur-
veys conducted in eighteen countries in the
region, the INTAL-Latinobarémetro initiative
keeps permanent track of citizens’ opinions
on the most sensitive issues for government
policy, democracy, regional integration, li-
ving conditions, infrastructure, services, and
much more in order to ascertain what we La-
tin Americans and Caribbeans actually think.

In recent years, as the links between La-
tin America and the Caribbean, and China
have deepened, the region’s citizens formed
an opinion on the world’s second largest
economy and its ability to contribute to the
development of local economies.

In terms of the relationship between the
region and China, the surveys show that 49%
of the region’s population have a very good
or good opinion of the Asian giant, while
22% have a bad or very bad opinion, and
29% have no strong opinion on China. The

high rate of ignorance in this regard (almost
a third of the population) shows the need for
progress on strategies to make the bulk of
the population aware of the consequences
of trade with China.

Some of the countries with the best ima-
ge of China are Costa Rica, Venezuela, Gua-
temala, Peru, and Honduras, all above the
55% good or very good mark, while coun-
tries with a more negative image of China
are Panama, Ecuador, Colombia, and Vene-
zuela, with the (bad or very bad) negative
assessment standing round 30%. In the case
of Venezuela, there is a polarization of views,
with the country topping both positive and
negative responses. This is due to the fact
that it is also the country where fewest peo-
ple do not know or prefer not to respond on
the issue (with just 11% of the total).

Chinese investments have been rele-
vant in several countries in the region and

the increase in trade with Asia has favored
production and employment in a variety of
sectors. Do we have expectations that fo-
reign powers will help us to solve our pro-
blems? In the case of China, just 36% of
citizens expressed confidence that it will
contribute greatly or somewhat to solving
the problems of Latin American countries,
while 45% responded that they have little or
no confidence in this, and 19% said they did
not know or chose not to respond. Unlike
the previous question, negative responses
here outweigh the positive. In other words,
despite a positive assessment of China on
average, the majority of Latin Americans
and Caribbeans do not believe that the re-
lationship with the Asian country is a funda-
mental piece in solving regional problems.
The countries that have most confiden-
ce in China to solve domestic problems are,
in first place, Venezuela, followed by Costa
Rica, Chile, and Peru. On the other hand, the

least optimistic regarding China turned out
to be Guatemala, Paraguay, and Colombia.
It is important to stress that, in addition to
Venezuela (with whom China has streng-
thened trade ties in recent years), the most
optimistic countries were the three who
signed Free Trade Agreements (FTAs) with
China: namely, Peru, Costa Rica, and Chile.
For these countries, the positive responses
outweigh the negative, perhaps reflecting
existing expectations over the agreements.

These are just some of the results of
the joint venture that INTAL and Latino-
barémetro, in direct conjunction with the
region’s states, launched in 2015, giving
shape to a Regional Public Good and a
series of documents that also enable the
comparison of the opinion surveys with
objective indicators provided by the coun-
tries themselves, available in INTRADE, the
most complete database on regional trade
and integration.

OPINION ON CHINA. REGIONAL TOTAL
IS YOUR OPINION ABOUT CHINA VERY GOOD,
GOOD, BAD, OR VERY BAD?

OPINION ON CHINA. TOTAL BY COUNTRY
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'For 2015, 20,250 surveys were conducted with multistage, probabilistic samples representative of 100% of

the population at the national level, with between 1,000 and 1,200 cases, through a harmonized question- . ) .

naire. The margin of error is around 3%. The fieldwork was carried out between January 15 and February Source: INTAL-Latinobarometro 2015
15, in Argentina, Bolivia, Brazil, Colombia, Costa Rica, Chile, E| Salvador, Guatemala,_Honduras,.N|cara%Ja,

Panama, Paraguay, Peru, Dominican Republic, Uruguay, and Venezuela. [n Mexico, it was carried out be-

tween November 8 and 24, 2014, and in Ecuador, between August 10 and September 2.
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SLOWING GROWTH IN CHINA RAISES QUESTIONS
ABOUT THE FUTURE OF THE RELATIONSHIP WITH LATIN
AMERICA AND THE CARIBBEAN. THIS ARTICLE DESCRIBES
WAYS TO ADVANCE A COMPLEMENTARITY THAT IS NOT BASED

EXCLUSIVELY ON TRADE OF PRIMARY PRODUCTS, BUT ALSO IN A

DEEPER AND SUSTAINABLE COOPERATION, INCLUDING THE TRANSFER OF KNOWLEDGE TO

INCREASE PRODUCTIVITY, FINANCIAL COOPERATION AND ALSO ASSOCIATIVITY TO BUILD

LARGE INFRASTRUCTURE PROJECTS. |T PRESENTS THE RESULTS OF TWO INDEXES THAT

MEASURE THE DEGREE TO WHICH THE CHINESE AND LATIN AMERICAN ECONOMIES ARE

COMPLEMENTARY.

Since the conception of “New Nor-
mal” was introduced to define the slow
recovery process of the American eco-
nomy after the financial crisis in 2009,
it has been a common knowledge to
understand the changing economic
context in China and the world. Mr. Xi
Jinping, the President of China, propo-
sed that China should adapt to the new
normal in an important period of stra-
tegic opportunities in May 2014. Since
then, the new normal word has appea-
red frequently in the Chinese leaders’
speeches, government documents and
research literatures.

There are three main characteristics
in China’s economic new normal. The
first one is the economic growth speed
will fall from high to the middle-high.
The annual growth rate of China’s GDP
has decline to 7.7% in 2014 and 6.9%
in 2015.The second one is economic
structure has upgraded, meaning the
third industry will exceed the first and
second industry. The third one is drive
force of economic growth will trans-
form from the elements, investment to
innovation.

China’s economic new normal will
exert an extremely influence on the
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economic and trade relations bet-
ween China and Latin America and
Caribbean (LAC). Alicia Barcia, execu-
tive secretary of CEPAL, predicted that
every 1 percentage of China’s econo-
mic growth will directly drive 0.5 per-
centage of LAC’s economy growth. In
the context of china’s economic new
normal, the demand and capacity of
china’s import raw materials from LAC
will gradually decline in the future. At
the same time, China will pay more
attention to innovation and the deve-
lopment of tertiary industry which are
the weakness of LAC. It means LAC’s
growth momentum from China’s eco-
nomic will continue to weaken.

0.5%

GROWS
LATIN AMERICA"S
GDP FOR EACH POINT
OF GROWTH OF
THE CHINESE
ECONOMY

17

COUNTRIES
IN THE REGION
TOTALED AT LEAST
$ 1,000 BILLION
TRADE WITH
CHINA IN 2014

HOW TO BEYOND
COMPLEMENTARITY

THE NEW NORMAL OF THE ECONO-
MIC AND TRADE RELATIONS BET-
WEEN CHINA AND LAC

After the rapid development in the
beginning thirteen years of the 2ilst
century, the economic and trade rela-
tions between China and LAC has en-
tered into a period of three phase su-
perposition, that including the shift of
the growth rate, structural adjustment
and early development digestion, sub-
sequently showing a new features with
growth deceleration, structural imba-
lance and investment block.

GROWTH DECELERATION

From 2000 to 2013, trade between
China and LAC has achieved a rapid
growth with the annual rate of over
30%, which is much higher than growth
of China foreign trade and economy
in the same period. China has beco-
me the second largest partner of Latin
America’s since 2010.this growth mira-
cle is described as trade feast by some
scholars!

As a crisis often hide behind in a
high development, it is beyond imagina-
tion that the trade between China and
LAC can quickly recover the negative
growth from the financial crisis in 2009,
but fell into a very low growth cycle sin-
ce 2012. The relative annual growth rate
dropped to 0.1% (2012),1.05% (2013),

32.8%

OF LAC
TRADE WITH
CHINA IS
CONCENTRATED
IN BRAZIL
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FIGURE 1

TRADE GROWTH BETWEEN CHINA AND LAC FROM 2000 TO 2014
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Source: China’s customs statistics.

0.791%(2014).2 In fact, it could be nega-
tive growth in these three years if the
exchange rate and inflation are taken
into account. Growth deceleration has
become an indisputable fact.

STRUCTURAL IMBALANCE

There is serious imbalance in trade
between China and LAC in the view of
the country and product structure.

In the view of country structural,
the trade partner in LAC with China
mainly concentrated on seven coun-
tries including Brazil, Mexico, Chile, Ve-
nezuela, Columbia, Peru and Argentina.
For example, in 2014, there are 17 LAC
countries whose trade volume with
China exceed $1 billion. Among them,
above-mentioned seven countries are
China’s primary trade partner over $10
billion. The proportion of total trade
volume between China and the primary
seven partners accounted 85 percent
to the whole amount of China and LAC.
China’s exports to the country accoun-
ted for 82 percent of China’s exports to
Latin America, China imports from the
seven countries accounted for 89% of
China imports from Latin America.
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From the angle of the product
structure, the exports from China to
LAC basically concentrates on low te-
chnology content of manufactured
goods, while imports from Latin Ame-
rica are mainly the raw materials and
resource products. In 2013, the export
of primary products from LAC to China
accounted for 73% of total exports to
the world, while low, medium and high
technology manufacturing products
accounted for 6% in the total exports
to China. Furthermore, the proportion
of technology manufacturing products
that LAC’s imports from china accoun-
ted for up to 91%, by contrast only
69% in imports from other areas in the
world . Therefore, trade structure bet-
ween China and LAC is basically model
of exchange raw materials to manufac-
tured goods.

INVESTMENT BLOCK

Since 2000, China’s government
has vigorously encouraged investment
to overseas markets by going out stra-
tegy. LAC has attracted more and more
investment interest from Chinese com-
panies and capital in recent years. The

US$
263,600

MILLION WAS TRADE
WITH LAC IN 2014
ACCORDING TO
STATISTICS FROM
CHINESE CUSTOMS

total stock of Chinese non-financial di-
rect investment accounted to US$98.9
billion, mainly distributed in the in-
dustry of gas pipelines, power plants,
roads, port dredging, housing, commu-
nications facilities, etc.

However, a series of investment
risks lurks behind the impressive achie-
vements. Owing to LAC’s stagnant
economy and poor governance in re-
cent years, investment environment
was worsened. Many Chinese inves-
tment projects in LAC are faced with
a huge risk of loss. For example, the
suddenly cancel of Mexico high speed
rail project in 2013 caused huge losses
to the Chinese enterprises. Due to the
severe political and economic crisis in
Venezuela, oil loan projects in Vene-
zuela also faces the hitherto unknown
risks. A tourism investment project in
the Bahamas proposed by Chinese ca-
pital was declared bankrupt. In addi-
tion, Many Chinese companies in Latin
America have occupied a more serious
loss, causing to the business are diffi-
cult to maintain.

THE COMPLEMENTARITY OF RELA-
TIONSHIP BETWEEN CHINA AND LAC

Complementaritybthe basic ele-
ment in international trade, is full of
contradictions and disputes in China-
LAC trade. On the one hand, the ra-
pid development of bilateral trade
between China and LAC in the past 10
years should thanks to complementary.
LAC’s advantages in the nature resour-
ces and primary products, which is the
essential material for the rapid develo-

HOW TO BEYOND
COMPLEMENTARITY

pment of China, is one of the key fac-
tors to maintain economic prosperity
in Latin America in the past ten years.
Meanwhile, more and more critics from
Latin America focus on trade structure.
Complementary is consider to answer
for the distortion of economic develo-
pment the Latin American. Although
Latin America countries have been be-
nefit the trade from China, they often
launch measures against trade protec-
tionism.

Hubness Measurement Index (HM
Index)* and Trade Competiveness In-
dex (TC index)® are popularly used to
measure complementary in internatio-
nal trade theory. We calculate these
two Index on the data from UN Com-
trade Database (see Figure3). We can
find the trade dependence between
China and LAC keep continue rising
trend from 2004 to 2012, but appear
gradual decline in the trend since

FIGURE 2
COUNTRY STRUCTURAL OF TRADE
BETWEEN CHINA AND LAC (2013)
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$Fuente: Estadisticas de la CEPAL, 2015.



2012.As a whole, trade dependence
between China and LAC is very weak
beyond imagination. By contrast, the
change of TC Index is much more com-
plicated. It's very interesting that the
complementary between China and
LAC have become much closer since
2012, although the annual growth rate
of bilateral trade declined rapidly.

A proposal of beyond complemen-
tarity in the trade relationship between
China and LAC have recently propo-
sed recently, but complexity of this
problem is obviously underestimated.
In the past 10 years, Latin American
countries have been accustomed to ex-
pand production of raw materials in the
form of a malignant path dependence
rather than investment and innovation.
As the world’s largest industrial manu-
facturing base, China will remain great
potential demand of Latin American
energy, mineral resources and raw ma-
terials. Furthermore, under the pressu-
re of multiple difficulties In China and
Latin American economic and trade
relations, how to beyond complemen-
tarity need more practical approaches.

THE FUTURE OF CHINA AND LAC RE-
LATIONSHIP

China government attaches great
importance to the development of re-
lations with Latin America. President Xi
Jinping advocated the establishment
of a new “1+3+6” framework for coo-
peration® in 2014. China’s Initiatives
for establishment of China-LAC Forum
had obtained a positive response from
LAC countries, hence the first ministe-
rial conference was held in Beijing on
January 8-9, 2015. Three main docu-
ments,” as an implementation prior to
China’s series of initiatives, are consi-
der a boost that promote overall coo-
peration to a new level. In the first visit
to Latin America in May 2015, China’s
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Premier Li Kegiang sponsored a New
Model of “3 x 3” International Capacity
Cooperation.® Subsequently, China has
set up two joint venture (China-LAC
Cooperation Fund & China-LAC Ca-
pacity Cooperation Fund) to provide
financial support for cooperation bet-
ween China and LAC.

New Model of “3 x 3” International
Capacity Cooperation, which means
China will be more proactively looking
for international capacity cooperation
instead of the traditional complemen-
tarity trade model, will promote inves-
tment in capacity cooperation to en-
hance the level of trade.

INTERNATIONAL CAPACITY
COOPERATION

China will actively participate in
infrastructure construction in LAC
through international capacity coo-
peration. The Pacific-Atlantic Railway
Project has already started among Chi-
na, Peru and Brazil, which will provide
more convenient transportation for
goods trade and boost the economic
growth of the region along the railway.
Nicaragua canal is another major in-
frastructure project between Chinese
private enterprises and Latin America.
If successful, it will be another great
project similar to the Panama Canal.
In addition, China will continue to sup-

US$
98,900
MILLION

WAS CHINA'S TOTAL
NON-FINANCIAL DIRECT
INVESTMENT
IN THE REGION

port the improvement of infrastructure
in Latin American countries through
government loans, cooperation fund
and other forms. Equipment trade rela-
ted to Infrastructure will become a new
growth point in the trade between Chi-
na and LAC.

China will actively participate in
Latin  American reindustrialization
through international capacity coope-
ration. It’s an important window pe-
riod for Latin America to update mo-
del by reindustrialization in the world
economic adjustment context over
the next five years. China’s capital and
technology can promote Latin Ameri-
can industrialization level and improve

FIGURE 3
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its position in the global value chain.
China’s experience in industrial zone
can also be grafted to Latin America.
Latin America should adapt to modify
the foreign investment restrictions and
improve the quality of public services
in order to attract more Chinese enter-
prises to invest and build factories.

FINANCE COOPERATION

Financial cooperation between Chi-
nese and Latin America will become
a new bright spot in the future. Now
China has the second economic scale,
the largest foreign trade and foreign
exchange reserves in the world, so that
internationalization of the RMB has be-
come inexorable trend. The successful
creation of international finance insti-
tute such as Asian Infrastructure Inves-
tment Bank and the BRIC Development
Bank Shows China’s ability and influen-
ce to participate in global economic
governance. 2015 IMF has absorbed

THE HM INDEX AND TC INDEX OF CHINA-LAC TRADE (2004-2014)
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RMB into the SDR basket.

The expansion of bilateral tra-
de settlement currency and curren-
cy swap between China and LAC has
become common aspirations and key
areas in the overall cooperation. For
example, Brazil and Argentina signed
the currency swap agreement with
China, greatly improving the level of
internationalization of the RMB in LAC.
China will promote more FTA, currency
swap and settlement currency coope-
ration in LAC, to help the stability of
financial markets and promote the de-
velopment of the real economy in the
region. More and more Chinese banks
will launch and set up branches in Latin
American countries to better service
for trade and economic development.

Insurance cooperation will play a
more important role in the economic
and trade relationship between China
and Latin American. The rising risks
of exports and investment under the
current economic situation is disad-
vantage to the relationship between
China to Latin American. Therefore,
China will further improve the ex-
port insurance mechanism in order to
maintain the confidence and reduce
export risks. In addition, the insurance
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can also enter into production coope-
ration, equipment leasing and inves-
tment business.

HUMANITIES EXCHANGES
COOPERATION

The humanities exchanges between
China and LAC have become increa-
singly frequent. China has promised to
provide more places for Latin American
students to study in China. The 2016
years has been identified as a cultural
exchange year in Latin America. Brazil
will be the Olympic Games (Rio 2016)
host that attract Chinese people very
much. Exchange of education, science
and technology, culture, tourism, finance
and other aspects will directly promote
the service trade and related industries.

China and LAC should be positive
to facilitate the creation of a variety of
conditions for cultural exchanges. The-
re have been an upsurge of learning
Spanish and Portuguese and boost of
think tank, books, film and television
works on Latin American. However, it is
too difficult for Chinese people to stu-
dy or tour in Latin America to obtain
the visa. Maybe Latin American coun-
tries should improve relevant policies
in the facilitation of entry.

CONCLUSION

Obviously, economic and trade re-
lations on the complementary between
China and LAC is facing great challen-
ges because the rapid development in
the trade and investment between China
and LAC since the beginning of the 21st
century has moved toward a new pattern
with dominant character of growth decli-
ne, structural imbalance and investment
block. However, it is disturbing that the
complementary nature continues to
grow through the analysis above. This
is means great challenge to both China
and Latin America. Some adjustments to
the current economic and trade relations
between China and Latin America will
be mutually beneficial, but also the com-
mon responsibility.

How to establish a new economic

HOW TO BEYOND
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and trade relationship between Chi-
na and Latin beyond complementary?
China’s answer is overall partnership.
First, Latin America will be a whole re-
garded as the partner of China. That
is to say China will pay attention to all
the Latin American countries, not only
limited to the close countries. Second,
China-LAC relationship will be all round
containing political sincerity and mu-
tual trust, win-win economic and trade
cooperation, cultural mutual exchan-
ge, close collaboration in international
affairs, mutual promotion between
overall cooperation and bilateral rela-
tions. International capacity coopera-
tion will be the key in the economic and
trade relations with the new engine of
financial cooperation and cultural ex-
changes.m

NOTAS

'Yue Yunxia. “Corporation between China and LAC: New
Normal need New strategy”, International Business,
2015-2-15.

2Source: China’s customs statistics.

3Source: CEPAL statistics, 2015.

4 HM index=(EXab/EXa)*(1-IMab/IMb), EXab means
country a exports to country b, EXa means country a
export to the world, IMab means country a import from
country b, IMb means country b import from the world.
The scale of HM index should be [0, 1]. When HM index
is more close to O, country a has a lower dependence to
country b, when HM index is more close to 1, country a
has a higher dependence to country b.

5 TC index= (EXab-IMab)/(EXab+IMab). EXab means
country a exports to country b. IMab means country a
import from country b. The scale of HM index should be
[-1,11. When TC index is more close to -1, country a has
higher complementary to country b, when HM index is
more close to l,country a has a lower complementary
to country b.

¢The “1” is “one plan”, that is to achieve “Cooperation
Plan (2015-2019) between China and LAC”. The” 3 “is”

three engine “, that is trade, investment and financial
cooperation as the driving force to push the compre-
hensive development of pragmatic cooperation to
achieve the goals of US $500 billion trade volume and
$250 billion investment stock within 10 years, as well
as promote the expansion of bilateral trade settlement
currency and currency swap. The” 6 “is the six areas,
namely energy resource, infrastructure construction,
agriculture, manufacturing, technology innovation, in-
formation technology as the focus of cooperation.
’Three main documents are “The Beijing Declaration of
the First Ministerial Conference of China-LAC Forum”,
"Cooperation Plan (2015-2019) between China and LAC
“and "The Mechanism and Running Rules of China-LAC
Forum”.

8The New Model of “3 x 3” International Capacity Coo-
peration was sponsored by Premier Li Keqgiang in his
speech in China-Brasilia Business Summit on May 19,
2015.that is to co-build three channels (logistics, electri-
city and information),to implement benign interaction
among three bodys(enterprise, social and government);
to develop three financing ways(fund, credit, insuran-
ce).

REFERENCE

Jia Lijun.2005. Empirical Analysis on trade complementa-
rity between China and Latin American major countries”.
World Economics Studies. No.11: 85-89.

Joern Dosch, David Goodman. 2012.”China and Latin
America: complementarity, competition and globaliza-
tion”, Journal of Current Chinese Affairs, 41(1), 3-19.

Li Shujuan.2012.”Economic and trade cooperation bet-
ween Latin America and the Asia Pacific region in the
new century”. Journal of Latin American Studies. Vol.34.
No.4:54-63.

Li Ziyin.2015. “The path choice of the long-term develop-
ment of the economic and trade relations between China
and Latin American”. Journal of Latin American Studies.
Vol.37 No.2:67-72.

Lv Hong-fen, Yu Cen. 2012. “Research on Competitiveness
and Complementarity of Bilateral Trade between China
and Brazil”, Journal of International Trade, No.2: 56-64.

Niu Haibin.2015. "How to beyond complementarity in coo-
peration between China and Latin America”. Social Out-
look. No.2.

OCDE/CEPAL/CAF (2015), Perspectivas econdémi-
cas de América Latina 2016: Hacia una nueva asocia-
ciéon con China, OECD Publishing,Paris. http://dx.doi.
org/10.1787/9789264246348-es

Pan Fulin, Dang Zhongfei, “Complementary analysis of
goods trade between China and Latin American coun-
tries”. Journal of Changchun University of Technology
(Social Sciences Edition). No.1:1-3.

Tang Jun.2015. “The new development of the economic
and trade relations between China and Latin America in
new normal”. Journal of Latin American Studies. Vol.37.
No.5:34-40.

Yue Yunxia.2013. “Sino- Latin American economic and tra-
de cooperation: potential and environment evaluation”.
Journal of Latin American Studies. Vol.35.No.2:43-51.



more funding

_ for
infrastructure

JJ

ANDREW SHENG

Distinguished Fellow,
Fung Global Institute



As chief counsel of the Banking
Regulatory Commission of China, An-
drew Sheng know the details of the
Chinese complex financial system.
For Sheng, Latin America and the Ca-
ribbean should learn from China the
advantage of a long-term planning.
He also ensures that the new interna-
tional financial architecture will result
in a world with greater competence to
grant credits and reduce the risks of
shadow banking.

What are the characteristics of this
new normal in China?

| think two things need to be un-
derstood. The first is the Chinese eco-
nomy is no longer a small economy
that can have fast growth. When you
are a ten trillion dollar economy, other
than the European Union, already se-
cond largest economy in the world,
growing at 12% is technically extre-
mely difficult. So for us a slowdown
of around 6 to 7%, is a more normal
situation, this is the first issue, the sca-
le issue. The second issue is that too
fast growth has many negative side
effects. And | think the Chinese reali-
zed that to push at that sort of speed
you need to slow down a little bit to
consolidate your gains and get rid of
some of the excessive capacities, in-
efficiencies, corruption, and all these
issues. So moving to that level is ac-
tually not a bad idea.

The implications on Latin America
are going to be quite interesting. The
first point is that the days of very lar-
ge demand on commodities probably
are over. | think China is moving away
from a high resource consumption
economy towards a more knowledge-
based, services-based economy. This
doesn’t mean that the commodities
cycle is finished, it just means that
there will be a phase of consolidation,
just like there is a phase of consolida-
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tion going on in the oil industry, oil and
gas industry. Chinese policymakers
are very keen on reducing the energy
wastage, resource inefficiencies, and
moving towards high value-added
production. So the mix of Chinese
products will become very different, it
will be less a hardware, hard product
production economy towards a more
services-oriented economy. Now that
does mean that the mixture of trade in
Latin America will change. It will chan-
ge because you will probably get even
more Chinese tourists, you will pro-
bably get more Chinese investments,
not necessarily just commodity type
investments, but in areas where Latin
America has comparative advanta-
ges. Latin America has a lot of skills in
biotechnology, bioenergy, food pro-
duction, all these sort of areas where
China does not necessarily have com-
parative advantages.

In your last article you talked about
a Lehman banking crisis possibility
in China because of the shadow ban-
king. Do you think China is getting
closer to this kind of crisis?

In my latest book, called “Shadow
Banking in China”, which | co-autho-
red with a group of colleagues, we
studied the problem. We think that in
a Lehman tax situation risks are not
that high, but the risks of shadow

banking, which is really due to lack
of clarity in property rights, and the
emergence of technology on traditio-
nal banking, needs to be managed and
faced in very, very carefully. One rea-
son is that Lehman Brothers is a too
big to fail, too connected to fail ins-
titution. China is a much less sophis-
ticated economy. The requirements of
the shadow banking system are really
due to the outdated regulations, poli-
cy constraints, and lack of price libera-
lization issues, which the central bank
is dealing with. It is moving towards an
exchange rate liberalization, allowing
the exchange rate to fluctuate more,
allowing the market to begin to deter-
mine first the deposit rates and then
the lending rates. Sorry, the other way
around: first the lending rates, and
then the deposit rates. So to a large
extent, China has already begun to ad-
dress some of these issues.

Do you agree with the central bank
measures to deal with the shadow
banking problems?

| think the central bank has been
extremely flexible, and quite innovati-
ve in releasing the liquidity back to the
market. People tend to forget, outsi-
ders think that what happens outside
China will happen in China, not recog-
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nizing that China is quite a complex,
actually fairly sophisticated economy,
even though the financial system is
not that sophisticated by western
standards, it has Chinese characte-
ristics which you need to understand.
China had a very large chunk of trap-
ped liquidity. The foreign exchange re-
serves had to be sterilized, otherwise
it would lead to inflation. So the cen-
tral bank sterilized it. But in the tran-
sition to a new economy, the demand
for liquidity is higher than is realized.
So to give you a simple illustration, be-
fore 2007-2008, it was the foreigners
who in some sense financed the ex-




porters. After 2008, when the foreign
importers ran into liquidity problems,
the Chinese exporter has to finance
the foreign buyers. The result of which
is that the liquidity flips over, right?
If you see what | mean. Previously, if
| get an export order from Walmart, |
can go to the bank and | can get mo-
ney. But now if my buyer will pay me
only in three months or in six months,
| need extra financing, right? So the li-
quidity demand during this transition
period is much more complicated than
people realize.

How can you relate this new pheno-
menon to the new Asian financial ar-
chitecture that you also proposed?
There are two elements of the
Asian financial architecture. The first
one is that the Asian financial system
is too bank-based. So for example in
China the banking system is 220% of
GDP. And the stock market was about
35% of GDP at the end of 2013, with
the bond market roughly about the
same. Of course with the rise in the
stock market, the stock market is now
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90-95% of GDP and the bank assets is
around 240% of GDP. But the leverage
situation has changed. So this is one
aspect about financial architecture.
Not just China but Asia needs to be
much more capitals market-based, not
short-term biased, longing at more
equity, so that you have more equi-
ty to cushion the economy in a very
much more volatile world, the exter-
nal variables will become much more
volatile, much more uncertain. This is
point number one.

Point number two is that with the
creation of the Asian Infrastructure
Bank (AIB) and the Silk Road Fund
and the New Investment Bank which is
the BRICS bank, we actually now have
more funding available for infrastruc-
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ture and long-term investments than
was available previously. As you know,
the AIB had said that just Asia alone is
short of one trillion dollars’ worth of
infrastructure funding, every year to at
least 20-25. It’s a lot of money by any
standards and then of course, China
is providing that funding now, not all
of it but part of it. So in complemen-
tarity with IDB, the World Bank, these
funds will now help infrastructure in-
vestments, not just for India, ASEAN,
South Asia, and Central Asia. It will
propel also funding for Latin America.

So can we now speak about a new
global financial architecture?

| know that the Ben Bernanke at-
tributed the creation of the AIB to the
reluctance of the US Congress to ratify
the IMF. Of course he is not completely
wrong, the lack of the increasing capi-
tal, the quarter system for IMF, which
was all agreed by the US administra-
tion and G20, meant that at a time
when the world needs more liquidity
(Greece, Ukraine), the World Bank, all
the multilateral institutions are cons-
trained by lack of capital. So the frus-
trations of not just the Chinese but all
the surplus economies like Saudi, like
Middle East economies, who is willing
to contribute to this long-term fun-
ding through a multilateral channel,
is not realized. Which is why | think it
caught everybody by surprise that 57
members suddenly put their hands up
and say we will join the AIIB. It is good
news and everybody wished that the
Americans and the Japanese would
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join in because this is a multilateral
effort, it is not about factional issues,
but it does mean that the center of
gravity has moved even further away
of the unipolar system towards a mul-
tipolar situation.

What about the loans of these new
institutions? Are they coming with no
conditions?

My view is | don’t think that the AlIB
and all these loans will not come with
conditionality. | think the conditionali-
ty that must be it will be run professio-
nally, but it will not come with the con-
ditionalities that speaking as a former
member... | used to work in the World
Bank, it will not come with what | call a
‘Christmas tree’ type of conditionality,
| want everything, you cannot do this,
the conditionality must be very focu-
sed on what is most important for the
country that has asked for the loan. So
for example if you want a bridge to be
built, a railway to be built, if you add in
the fact that, | am not saying that this
is not right, but the conditionality can-
not be attached to the need to build
this loan. So if for example | say that
the road is to be built but | want the
conditionality that there will be cer-
tain social requirements for protection



of certain rights, somewhere else, that
protection of minority rights will have
to be considered in a different political
context, relevant to that political con-
text, rather than whether that bridge
or road is to be built, if you see what
I’'m saying. Now this is a trade-off is-
sue, if the road is not built, the coun-
try cannot progress, the poor cannot
progress, yes the rights of some indi-
viduals or even animal rights, so for
example you protect the species, the-
se are very important, but if you don’t
get the economy going you do not
have the cake to distribute, to make all
the reforms, to take care of the rights
that you want. So one must be much
more focused. | have seen as a former
staff of the World Bank that because
of so many conditionalities some of
these emerging country governments
cannot cope with them, so the result
is the project is not implemented. And
so we have to be much more realistic
on what we need to do. | believe that
having more competition even in the
multilateral lending field it will be for
a good. | do not see a situation where
you can simply say that the AlIB will
be lending without strings. There is no
bank in the world that lends without
strings.

Are you in favor of multilateral or
country to country negotiations?

| think the Chinese have been ex-
tremely diplomatic and quite flexible
in negotiations between country to
country. You have seen that in a lot of
transactions, if | recall correctly the
amount of loans and FDI to Ecuador,
which is a relatively small country, is
pretty large. And yet in some of the
larger countries, China has not tended
to lend or invest in these countries, it
depends on the conditions. | think re-
cently China self-volunteered this ar-
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gument that it wants to be a respon-
sible global stakeholder. Which means
that the fact that the contributions on
the AIIB, etc. is the provision of glo-
bal public goods. In fact the fact that
it’s willing to give these global public
goods with less conditions is actually
normal | think. So in my view there are
different ways of negotiating with Chi-
na, you can negotiate either as a group
or as an individual. It will be only chan-
nel discussions if | may put it this way,
you never use one instrument. China
is a very large country, you may not
necessarily be dealing with one type
of institution, you can be dealing with
a central government institution, you
can be dealing with a provincial gover-
nment. What is happening now in Chi-
na is you can see city to city partner-
ships. A city in China partners with a
city in America, and say ‘look, you have
certain advantages that we don’t have,
and we want to learn from you how do
you deal with green technology, how
do you deal with local education’. All
these can be done at many different
levels, it can be private company. As
you know, some Chinese companies
are giants, the balance sheet of a sin-
gle company in China could be larger
than several countries put together.
So | don’t believe that there’s a sim-
ple formula for dealing with China,
you can use many multilateral means
of dealing with very different parts of
China.

If you had to give an advice to a po-
licymaker in South America, what
would be your advice?

My advice is to get to know each
other much better. | think there is very
little, relatively little understanding of
China by Latin America for historical
reasons, and there is a relatively low
understanding of China of Latin Ame-

rica. The very fact that trade has grown
something like 20 plus times in the last
10 years is a miracle by itself. People
would never dream that it is possible
but it is now possible. President Xi Jin-
ping has promised to invest 250 billion
dollars in Latin America, which is not a
small sum. Foreign direct investments
have been taking off very, very fast.
There are problems, there are no dou-
bt many problems because as | said,
there are cultural differences, there
are aspirational differences. But | think
the increasing trade and investment
and increasing cultural ties is a win-
win for both sides. | think there is qui-
te a lot that the Latin Americans can
learn from the Chinese growth expe-
rience. | give you an illustration. | think
Latin Americans learn very well from
the Anglo-Saxon school: monetary
policy, fiscal policy, very well-trained
macro-economists. But as we’ve seen
in 2007-2008, it was much more theo-
retical. The theory is getting very, very
problematic. And the reason why the
theory is getting very problematic is
that it has not taken into consideration
the politics and the institutional side
of the reforms. In these two areas it is
very clear in my mind that the Chine-
se have learnt how to improvise, how
to experiment, the process of develo-
pment is a continual experimentation,
search, piloting, implement, review,
and then advance again. You conti-
nuously learn from your mistakes, and
you adjust your institutions. It is not
the Soviet-type planning, it is not the
indicative planning, it is highly diver-
sified evolution to different cities, to
different regions to experiment. And
continuously it is very forward loo-
king, it makes mistakes, but the minute
it makes its mistakes it reassesses it,
reverses, and then advances again. So
for example the conventional macro-

economic theory has not been able to
explain the speed of Chinese develop-
ment. How in 30 years, 35 years they
took six hundred million people out of
poverty. And people used to say this is
a backward country. And then you go
to China and you will see infrastructure
that is 21st century by any standards.
Not to say that there is no corruption,
there is no pollution, but it succeeded
because the KPI (key performance
indicator), the objective was GDP, so
they produce high GDP but very low
side effects. Now they are saying no,
we are not going to go for the high
GDP, we are changing the KPI towards
a China dream, well-being index, midd-
le level income but high technology,
service-oriented, knowledge-oriented,
less pollution, better healthcare, better
education, more science and techno-
logy, everything to do with the inter-
net, etc. It’s a very different game. So
| think in this regard, the conventional
let’s adjust interest rate, let’s adjust ex-
change rate, it’s 20th century, it’s 19th
century, if | may say so.

So what we need to understand is
how they are looking at the problem.
There are huge problems in China, but
they have a system that seems to be
able to deal with this on a very broad
front. And where it can be applicable,
one should attack before your own
conditions. Because every country
has its own differences. I'm not even
talking about the political system, I'm
talking about how they organizationa-
Ily and technologically deal with these
issues.

How can Latin American rate of
growth gain strength?

| think after 2007-2008, it has be-
come very clear the whole problem is
that when we think in if | may again
say the Anglo-Saxon approach it is



about incremental fine tuning the ba-
sic assumption that you will revert ac-
tual equilibrium. We are no longer in
that world, everything is volatile, after
QE the game has changed comple-
tely, after the internet everything has
changed completely, with social me-
dia, technology, the game is changed
because the whole metrics of measu-
ring GDP is we know inadequate. So
we are no longer in Kansas, we are
no longer in the 19th century, we rea-
lly need to think about how we deal
with 21st century challenges: huge
unemployment, the impact of tech-
nology, the pollution, climate change,
the resource deterioration, the human
biodiversity. All these issues are struc-
tural issues, every single one of them
you cannot fix in six months, every
one of them is a 10-20 year journey,
every single one of them. You cannot
fix your education overnight. So to say
‘l need to adjust my fiscal deficit 2.5
to 2.7%’, or ‘I need to print more mo-
ney 1%’, it’s incremental, we're dealing
with stochastic change, we’re dealing
with black swans that we thought was
one in 400 years, it is now happening
every year, with huge shifts. Conven-
tional theory, traditional theory does
not guide us anymore. In this regard,
it is better to have much more humili-
ty, much more understanding that you
need to make mistakes, you will make
mistakes. And then you will notice you
have a situation that you are afraid of
pain, you are afraid of adjustment, be-
cause those people that have no pain,
they will have no gain. So in my view,
the lessons from Asia, not just China,
is that you need to take a much longer
view, you need to learn how to have
social consensus, to live with these
structural adjustments that are going
on. And in some sense we look back

at the Asian crisis, it was very helpful
then, it forced us to make very painful
adjustments. We actually took the or-
thodox medicine that the IMF told us
to take which was not applied in Eu-
rope, as you know. We raised interest
rate, we devalued, we did all the fis-
cal adjustments and in a sense looking
back actually it’s not like that, it forced
us to make some key choices. But now
we are learning if you can have QE, so
can |, and the result is we are postpo-
ning the adjustments. | am much more
personally radical because | think that
the old way of thinking is no longer
applicable in this new normal of high
volatility, structural changes that are
going on, we must have structural ad-
justments to deal with structural pro-
blems, we cannot solve more comple-
xity with more complex rules. And the
simplicity actual issue is let’s get back
to basics. What are the basic problems
that we are dealing with. And if it is
painful for us to deal with it now, let us
adjust it now because if we don’t deal
with it now it will be even more pain-
ful later on. That is a political question,
the question of pain adjustment issue.
But I'm a great optimist; | believe that
every society finds its own way to deal
with these issues. There is no ‘one size
fits all’ solution. If you look at what is
happening in China you will really wo-
rry if they become so natural resource
efficient that they don’t need it any-
more (Laugh). The true life is both a
plus and a minus, everything is like
that. That’s what | was trying to say,
China is likely in absolute terms to be
still needing natural resources from
Latin America. But no longer at the
speed, at the scale that happened in
the last five, ten years. So | think we
have to be much more realistic to deal
with these issues. ®
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CHINESE SCIENCE AND TECHNOLOGY PROWESS IS GROWING

RAPIDLY, BUT WHAT IS CAUSING THIS? IN THIS ARTICLE THE

DRIVERS BEHIND CHINA’S RAPID GROWTH IN INNOVATIVE IN-
puTS (E.G., R&D) AND ouTPUTS (E.G., PATENTS AND RESEARCH
PAPERS) ARE EXAMINED. A REVIEW OF RELEVANT LITERATURE

REVEALS THAT POLICIES INCENTING INNOVATIVE INPUTS AND MARKET
FORCES ARE KEY DRIVERS OF CHINESE INNOVATION. CONVERSELY, CHI-
NESE POLICIES TO MOTIVATE THE PRODUCTION OF PATENTS ARE LARGELY INEFFECTIVE. HOWEVER,

THE MOST INNOVATIVE ADVANCEMENTS CHINA HAS MADE ARE NOT MEASURED BY THE NUMBER

OF PATENTS OR RESEARCH PAPERS. INSTEAD DIFFICULT-TO-MEASURE INNOVATION HAS EMERGED

IN CHINA, INCLUDING INNOVATION THAT IS INCREMENTAL, MODULAR, OR INVOLVES NEW PRODUCT

OR PROCESS ARCHITECTURE (ERNST AND NAUGHTON 2007; BREZNITZ AND MURPHREE 2011;

NAHM AND STEINFELD 2014). | CONCLUDE WITH SUGGESTIONS FOR OTHER DEVELOPING COUN-

TRIES TO FACILITATE THESE FORMS OF INNOVATION IN THEIR COUNTRIES.

The process of technological trans-
formation in China has accelerated over
the last decade. As part of China’s na-
tional plan to become a world leader
in science and technology, this trans-
formation has prioritized a shift from
government to business research and
from foreign technology adoption to an
“indigenous innovation” model (MOST
2006; McGregor 2010). There are three
primary drivers of innovation in China:
market competition, policies that pro-
mote the production of innovative in-
puts, and policies that incent the pro-
duction of innovative outputs (Warner
2015).5

China has moved from a centralized
innovation system to a network of in-
novation policies that focuses on stim-
ulating business research to improve
commercialization of new technologies
(Cao, Suttmeier et al. 2006; Liu, Simon
et al. 2011). Dependent historically upon
incorporation of foreign technology,
China has recognized its weakness in
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developing new commercial technolo-
gies and has laid out plans to overcome
this deficiency by promoting indigenous
innovation (Cao, Suttmeier et al. 2006).
This policy initiative promotes domes-
tic development of new technologies
and replaces previous policies which
focused on incorporating foreign tech-
nologies (Cao, Suttmeier et al. 2006).
These innovation policies are designed
to drive China to its goal of becoming
a world leader in technology, as meas-
ured by the production of patents and
research articles (MOST 2006).

This ambitious plan for science and
technology development was preceded
by forms of innovation that evolved or-
ganically. These forms of innovation,
which are not easily measured, focus
on lower cost, speed to market, modu-
lar technology, or product architecture
(Ernst and Naughton 2007; Breznitz
and Murphree 2011; Nahm and Stein-
feld 2014). Chinese firms have accom-
plished this by integrating segments of

the research and development spectrum,
manufacturing, and product design ele-
ments (Ernst and Naughton 2007; Nahm
and Steinfeld 2014). Unlike disruptive or
radical product innovation (Christensen
1997), these other forms of innovation
are more attainable for most nations,
and builds on the strengths of a nation’s
economic conditions and level of techni-
cal prowess.

This paper is divided into three sec-
tions: indicators of Chinese innovation
and international comparisons, the driv-
ers of this innovation, and lessons for
other countries.

CHINESE TECHNICAL PROGRESS
MEASURABLE INNOVATION

The phenomenon of innovation is dif-
ficult to measure. As the Organization for
Economic Co-operation and Develop-
ment (OECD) noted, there are two broad
categories of innovation metrics-input
and output measures (OECD 2002).
Examples of input measures include re-
search and development (R&D) funding
and the number of full-time equivalent
researchers. Patents, trademarks, and
copyrights are all examples of innovative
outputs.

Chinese innovative inputs - R&D.
Chinese innovative inputs have been
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growing rapidly, particularly invest-
ments in R&D. As shown in Figure 1,
three categories of Chinese research
and development—Gross Domestic Ex-
penditure on R&D (GERD), Higher Ed-
ucation Expenditure on R&D (HERD),
and Business Enterprise Expenditure on
R&D (BERD)—have grown rapidly. Two
trends are readily apparent in Figure 1.
First is the rapid growth of Chinese R&D
spending since 2007, particularly when
compared to more advanced OECD
nations. Second is that the growth of
BERD outpaces the growth of all other
forms of R&D, which is an important
trend in Chinese technological develop-
ment. Although growth is rapid, Chinese
R&D investments lag behind other lead-
ing countries and OECD nations (Figure
2).

Examining R&D intensity, or the ratio
of R&D expenditures to a firm’s revenue,
reveals the importance of R&D to main-
tain or improve firm competitiveness.
As shown in Figure 2, the importance
of R&D to Chinese firms has been grow-
ing rapidly, and nearly matches that of
OECD countries. This trend highlights
Chinese firms’ growing need to conduct
R&D as they increasingly compete in
the world market.

Chinese innovative outputs - pat-
ents. Chinese innovative outputs have
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been growing even more rapidly than
inputs. The number of patent applica-
tions (including invention and utility
patents, explained below) received by
the State Intellectual Property Office
(SIPO) has grown dramatically since the
late 1990s, with yearly increases averag-
ing 34% (Figure 4). Beginning in 2011,
more patents have been filed annually
in China than in any other country (UN
December 11, 2012).

China has also made rapid gains in
the number of difficult-to-obtain pat-
ents, like Patent Cooperation Treaty
(PCT) patents.? These patents are more
objective measures of technical pro-
gress, and aid in the comparison of in-
novative progress in China to other na-
tions (Warner 2015). As shown in Figure
5, a comparison of Chinese PCT pat-
enting levels to those of other nations
shows China has recently outpaced Ko-
rea, but still lags behind other countries
in terms of innovative content.

China, like other developing Asian
nations, has historically produced large
numbers of utility patents (Figure 6)
(Maskus and McDaniel 1999). Compared
to invention patents, utility patents gen-
erally contain less inventive content
and require less review to be approved
(Moga 2012; Warner 2015).2> The vast
majority of these utility patents are filed

OF GDP IS
THE INVESTMENT
INR & D IN
SOUTH KOREA,
THE HIGHEST IN ASIA

by resident Chinese inventors (Warner
2015).

Despite their lower inventive con-
tent, utility patents can be useful. As
Maskus and McDaniel (1999) pointed
out, utility patents have been used in
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other countries as an intermediate step
to advanced levels of innovation, as is
the case in Japan. Utility patents also
protect a form of IP that is likely incre-
mental or derivative in nature (Brack
2009; Moga 2012). More importantly,
publication of these utility patents al-
lows for wider dissemination of the
details of these incremental innova-
tions, helping propel economic growth
(Maskus and McDaniel 1999).

Unmeasurable innovation

Despite indicators that show China
produces lower quality patents (Liang
2011), Chinese firms have been incred-
ibly innovative, albeit in areas that are
difficult to measure. China has been in-
novating in areas that are appropriate
for current technical levels and econom-
ic conditions. Breznitz and Murphree
(2011 suggested China has advanced
its ability to innovate with business pro-
cesses, models, and procedures, rather
than through radical new product inno-
vation. These are unmeasurable innova-
tions, which are at technical levels that
are easily integrated with current tech-
nologies (Breznitz and Murphree 2011).4

FIGURE 2
R&D AS A PERCENTAGE OF GDP
45
4 —
35 )O/\/
- KOREA
Z — = JAPAN
Q 25 ——— UNITED STATES
L
a 2 e OCDE
18 _— ——— CHINA
:
05
0

2007 2008 2009 2010 20m

2012 2013 Source: (OECD 2013)




Most Chinese innovative activity falls
closer to the development end of the
research to development spectrum. A
range of successful Chinese firms have
emerged that specialize in the develop-
ment of existing technologies and pro-
cesses with a focus on improved speed
to market and reduced price. The most
exemplary of these is Huawei. As de-
scribed by multiple authors, Huawei
has won market share by develop-
ing existing technologies and quickly
bringing them to market at low prices
in a highly competitive global industry
(Fan 2006; Nakai and Tanaka 2010; Fan
2011)) (See Box 1).

These innovations eschew traditional
focus on product and disruptive innova-
tion (Christensen 1997), and instead fo-
cus on other forms of innovation, name-
ly, incremental, modular, and product
architecture innovation (Henderson and
Clark 1990; Ernst and Naughton 2007,
Nahm and Steinfeld 2014). Ernst and
Naughton (2007) described incremen-
tal innovation as innovation that focuses
on decreasing time-to-market and cost
of products, and modular innovation as

FIGURE 3
R&D INTENSITY BY COUNTRY

innovation that combines a new com-
ponent technology within existing sys-
tem architectures. Nahm and Steinfeld
(2014) described product architecture
as the makeup of the subcomponents in
a product, rather than the design of the
overall product. These types of innova-
tion are more likely to integrate technol-
ogies with processes and business mod-
els rather than be purely technologically
innovative.

Chinese industry is replete with ex-

amples of these other forms of innova-
tion. Brandt and Thun (2011) showed
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how modular innovation by Chinese
cell phone manufacturers created tem-
porary advantages for Chinese firms.
Ernst and Naughton (2007) observed
the same pattern in the information
technology equipment industry. These
authors described this sector as “highly
flexible, internationally open, and en-
trepreneurial” (p. 40) and more likely
to produce incremental or architec-
tural innovations. In 2012, Ernst and
Naughton identified the presence of
architectural and modular innovation
among Chinese integrated circuit de-
sign firms. They found that these firms
reduce overhead by purchasing IP from
abroad and subcontracting circuit
manufacturing to specialized semicon-
ductor foundries (Ernst and Naughton
2012). This allowed these firms to “bet-
ter focus on speed-to-market and re-
duce R&D cycles, enabling them to
respond faster to the re-
quired yearly changes
in IC design” (Ernst and
Naughton 2012). That is,
they used advances in
modularity to provide in-
cremental innovation, or
improvements in time to
market. Of note, these
forms of innovation are
not directly targeted by
government support, un-
like other initiatives such
as indigenous innovation
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+1 MILLION

APPLICATIONS
FOR NEW PATENTS
RECEIVES EVERY
YEAR THE INTELLECTUAL
PROPERTY OFFICE

(Ernst and Naughton 2012).
What drives Chinese innovation?

Three drivers have been shown
empirically to increase innovative in-
puts and outputs: market competition,
policies that promote the production
of innovative inputs, and policies that
motivate the production of innovative
outputs (Warner 2015).

Market effects and escape compe-
tition. Over the past decade there has
been a shift towards private Chinese
R&D and patenting, and as a result of
this shift market forces play a larger
role in driving innova-
tion. Economic theory
explains the incentives
created by the market.
Recent work in endog-
enous growth theory
was characterized by
Aghion, Bloom et al.
(2005) and Aghion and
Howitt (2005), who
showed that market
competition affects in-
novation based upon
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firms’ level technical advancement.
Their research showed empirically that
firm competition facilitates innovation
by forcing firms to attempt to “escape
competition”. with new ideas or in-
novations (Aghion, Bloom et al. 2005;
Aghion and Howitt 2005). However, too
much competition can also limit innova-
tion, particularly if firms are significantly
behind the leading technology frontier
(Aghion and Howitt 2005).

Two empirical papers showed that
escape competition effects exist in
China. Du and Chen (2010) used R&D
data to show that competition and in-
novation follow the same pattern out-
lined by Aghion and Howitt (2005). Us-
ing international patenting data from
foreign firms operating in China, Hu
(2010) directly identified the relation-
ship between competition and innova-
tion outputs. Hu showed that 36% of the
yearly increase in foreign firms’ patent-
ing results from competition, providing
empirical evidence that competitionis a
major driver of Chinese innovation.

Researchers have shown that com-
petition is growing in China, which
could drive more firms to “out-innovate”
their peers. Data released by the OECD
showed competition has increased
across a range of industries (OECD
2010). Recent research by Bai, Mao, and
Zhang (2014) also showed that compe-
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tition has increased in many industries,
albeit not as much as originally estimat-
ed by the OECD.

Other evidence also supported the
concept that the growth of competition
drives Chinese innovation. Researchers
have shown that increased innovation
among Chinese state-owned enter-
prises is partly due to these firms’ entry
into more competitive markets (Jeffer-
son and Rawski 1994). Wang and Yao
(2002) found that privatization of, and
competition among, small-scale firms
provided the primary incentive for firms
to innovate in the 1990s.

Policy: A driver and a deterrent.
Policy motivates Chinese innovation,
albeit with mixed effects. Chinese poli-
cies generally incent the supply of in-
novative inputs, but distort incentives
for innovative outputs. There are also a
number of other policies that motivate
innovation indirectly. These include in-
dustrial policies and anti-monopoly reg-
ulations, among others.® | choose not to
include these in my analysis because, as
Liu, Simon et al. (2011) noted, “industrial
policy alone seems to be insufficient to
promote innovation” (p. 918).

The core policy document orches-
trating these policies is “The National
Medium- and Long-Term Plan for Sci-
ence and Technology Development
(2006-2020),” the provisions of which

NUMBER OF PCT PATENT APPLICATIONS

65%

IS THE SHARE
OF THE DOMESTIC
MARKET IN THE
HANDS OF HUAWEI
AND ZTE

were enacted in 2006. This document
lays out several key goals, including:

¢ increasing the ratio of R&D invest-
ment to GDP from 1.7% in 2013 to 2.5%
in 2020, and

» achieving a top five ranking for
China in academic article citations
and global patent applications (MOST
2006).

FIGURE 5
PCT PATENT APPLICATIONS

The first policy category is supply
side policies, which incent the supply of
innovative inputs such as R&D funding.
Examples of these include tax exemp-
tions on R&D and related activities, and
High New Technology Enterprise status
exemptions (Garcia, Yang et al. 2014).
As Garcia et al. (2014) pointed out, the
former provides an R&D “super deduc-
tion” of 150% on qualifying activities.
The latter is designed to promote firms
that will then develop leading technolo-
gies in targeted technical areas. This
program offers a 10% corporate tax
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break, but re-
quires a high
concentration
of R&D and
scientific per-
sonnel as well
as ownership of
Chinese intellec-
tual property (Gar-
cia, Yang et al. 2014).

Other examples of
policies that are important in-
puts to innovation are those directed at
the development of new research and
researchers from universities. In 2006,
China was ranked 5th in the world in
scientific publications, but grew to 2nd
behind the U.S. as of 2013 (Zhang, Pat-
ton et al. 2013). One of the most promi-
nent policies driving growth of higher
education research is the 985 Policy
(Zhang, Patton et al. 2013). This policy is
designed to allocate subsidies to select-
ed universities in an effort to promote
higher education development (Li,
Whalley et al. 2011). Research by Zhang,
Patton et al. (2013) showed that the 985
Project increased the rate of production
of publications at all universities. They
suggested that the 985 Project helped
create a more competitive academic
environment for all universities by in-
creasing publication rates at lower-tier
universities.

Policies that create incentives for
innovative outputs, or demand-side
policies, are key policy tools used by
the Chinese government to promote in-
novation. The primary mandate in this
family of policies is indigenous innova-
tion, which promotes innovation by do-
mestic researchers so that China can
become an established technological
leader by 2020 (MOST 2006; McGregor
2010). There are three key components
of these demand-side policies that
create demand for innovative outputs
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(Warner 2015):

epatent
quotas,

epatent sub-
sidies, and

sindigenous
innovation policies
to promote owner-
ship of Chinese IP.
Patent subsidies and
quotas. The Chinese govern-
ment uses quotas and subsidies to in-
cent patent production. Chinese patent
guotas specify patent production tar-
gets for local governments. Subsidies,
or rewards for granted domestic or in-
ternational patents, are also used. Both
have been shown to increase Chinese
patenting. Li (2012) explained that a
large amount of Chinese patenting can
be explained by these policies. Howev-
er, Lei, Sun et al. (Lei, Sun et al. 2012;
2013) believed that these policies moti-
vate the generation of a larger number
of low-quality patents. They found this
policy incents inventors to act strategi-
cally by spreading out inventive content
among multiple patents, essentially di-
luting the innovative content of patents,
rather than producing higher quality in-
ventions.

Policies to promote ownership of
Chinese |IP. Representative of these
policies is the Indigenous Innovation
Policy (National Indigenous Innovation
Product Accreditation Work and Cata-
log), which was a short-lived policy to
promote the ownership of Chinese IP
(MOST 2009; Warner 2015). This policy
gave preference in government pro-
curement decisions to firms that own
Chinese patents, copyrights, and trade-
marks. Originally proposed in 2006,
this policy was enacted in provincial
and municipal jurisdictions through-
out China and became national policy

in 2009 (MOST 2009; McGregor 2010).
Although the national policy was dis-
mantled in 2011, local versions of the
policy still exist (Prud’homme 2013).
Empirical research has shown that this
policy has had no effect on motivating
new innovation (Warner 2015).

WHAT CAN OTHER COUNTRIES
LEARN FROM CHINESE INNOVATION?

An examination of innovation in
China reveals several important trends.
Chinese policies to promote R&D and

36%

IN THE INCREASE
IN PATENTS IS DUE TO
THE IMPACT OF INCREASED
COMPETITION IN THE
MARKETS: COMPETITION
STIMULATES
INNOVATION

INTANGIBLE INNOVATION

the training of researchers have been
successful and are a likely driver of in-
creased Chinese innovation. Conversely,
although patent policies of the type
promoted by the Chinese government
can help inflate numbers, they do not
necessarily increase the quality of in-
ventions.

Market forces, if carefully promoted
and used in conjunction with policies to
promote innovative inputs such as R&D
investment, can help drive innovation.
Market competition is a key promoter of
innovation, but its effects are limited. As
previous research has shown, too much
competition can limit innovation, partic-
ularly among technologically backward
firms (Aghion and Howitt 2005). There
may be a role for policy to promote in-
novative inputs, lifting firms’ innovative-
ness to levels where competition can
becomes the primary incentive for in-
novation. Competition impels firms to
use their available resources to attempt
to escape competition. This leads to the
unmeasurable types of innovation that
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THE CHINESE SWITCHING EQUIPMENT
MANUFACTURING SECTOR

China’s two most innovative and fi-
nancially successful firms, Huawei and
ZTE, built their success on incremental
and product architecture innovations
(Fan 2006; Fan 2011). These two firms
have filed more patents than any other
Chinese organization, and are among
the most prolific PCT patent filers in
the world (World Intellectual Property
Organization 2013; Warner 2015). As of
2012, these two firms comprise approxi-
mately 65% of domestic market share
and are major exporters of telephony
products (IBISWorld 2012). The entire
switching equipment manufacturing
sector competes primarily on price and
speed to market, rather than differen-
tiating products or quality (IBISWorld
2012), and Huawei and ZTE produce
primarily technologies that are already
mature (Fan 2006; Nakai and Tanaka
2010; Fan 2011).

Huawei and ZTE have benefited
from a number of policies and gover-
nment plans. These include industrial
plans for the telecommunications in-
dustry, a close relationship with the
government, and other policies that
incent development. Huawei exempli-
fies these types of connections. Gilley
showed that as early as 1996 Huawei
was named a national champion com-
pany by both the government and mili-
tary (as cited in (Ahrens 2013)). It quic-
kly amassed a large number of local
clients and funding from large Chinese
banks, both of which were critical to its

growth (Ahrens 2013). Even its foun-
der, Ren Zhengfei noted: “Huawei was
somewhat naive to choose telecommu-
nications equipment . . . the rivals were
internationally renowned companies
with assets valued at the tens of billions
of dollars. If there had been no govern-
ment policy to protect [nationally ow-
ned companies], Huawei would no lon-
ger exist.”” Due partly to this support
Huawei was able to slash prices and ex-
pand international sales. In 2012 Huawei
became the world’s largest switching
equipment manufacturer by revenue
(Economist August 4, 2012).

The growth of Huawei and ZTE,
although not necessarily replicable
in other nations, followed a defined
development trajectory: confirmation
of national champion status, as well
as protection and preferential access
to an ecosystem of domestic clients
and financing, which provided lear-
ning and financing opportunities to
produce more innovation (Naughton
2010; Ahrens 2013). This is a strong
strategy to promote a business, but
not necessarily technical innovation.
Indeed, the technical innovation that
Huawei produces is underwhelming,
and may actually be falling behind its
competitors (Warner 2015). Such a
strategy is tenable, but only for coun-
tries with the necessary policy tools,
financial resources, and sufficiently
long time horizons to allow these
firms to develop.

NUMBER OF PATENT APPLICATIONS
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have driven Chinese firms to success.

Other developing countries with
burgeoning innovation capabilities may
also benefit from mimicking unmeasur-
able forms of innovation: incremental,
modular, and product architecture. The
following strategies help facilitate these
forms of innovation.

* Develop “tempo” (Steinfeld and
Beltoft 2014). Facilitate quick-to-market
capabilities for products with incre-
mental advantages (lower cost, new
features or functionality) (Steinfeld
and Beltoft 2014). Steinfeld and Beltoft
(2014) showed that due to tight compe-
tition among firms imitating each oth-
er’s products, speed to market is key to
capturing profits.

* Reduce all unnecessary costs from
a product (Steinfeld and Beltoft 2014).
Steinfeld and Beltoft (2014) show this
form of incremental innovation includes
mirroring other products closely while
optimizing supply chains to remove
all costs that may impact a company’s
profits.

* |Identify and specialize in market
niches while promoting modularity with
other firms’ services and technologies
(Nahm and Steinfeld 2014; Steinfeld
and Beltoft 2014). This specialization
may also facilitate firms’ participation
in multi-firm networks, which Nahm and

Steinfeld (2014) point out facilitates
learning and could create a virtuous cy-
cle of innovation.

* Focus on facilitating small, incre-
mental innovations that are suitable
for local economic conditions and con-
sumer preferences, or those in similar
nations. Nahm and Steinfeld (2014)
stressed that the know-how driving
these innovations must exceed basic
imitation and be proprietary in nature.
Ideal markets for these products are
domestic segments and export markets
for products that either mirror or are in-
cremental steps from current technical
capabilities.

Finally, focus on combining technical
advancements with business model and
process innovation in specific sections
of the value chain while maintaining
long-time horizons for success. China
has captured export scale in innovative
industries like solar photovoltaics due
partially to its manufacturing prowess
(Nahm and Steinfeld 2014). This is the
most recent innovative step from Chi-
na. Before leading in solar panels, Chi-
na first captured large export share in
lower value-added industries by provid-
ing certain labor-intensive segments of
the value chain, such as assembly. Only
much later, while these firms enjoyed
significant government support, were




innovative manufacturing capabilities
in advanced fields developed (SEE BOX
2).

It is easy for policymakers in other
nations to look at China’s ambitious
scientific plans and rapid and record-
breaking science and technology statis-
tics and believe that heavy government
involvement and funding for industries
is required for technological success.
What is not as apparent is the rapid in-
novation in the non-state-supported
sector that is changing Chinese innova-
tion (Ernst and Naughton 2012; Stein-
feld and Beltoft 2014).

These national plans to become a
global technological leader are the most
recent step in an evolving technical en-

vironment. The “Medium to Long Term
National Plan for Science and Technol-
ogy” was released in 2006 after much
of the basic incremental, modular, and
product architecture innovation, as well
as aggregation of basic foreign technol-
ogy, was already accomplished. Only
then did Chinese policymakers decide
China would strive to become a leading
independent producer of innovation by
relying primarily on the engine of busi-
ness research and development. Other
countries can also rapidly scale up do-
mestic innovation, but must allow pri-
vate firms to lead, while facilitating their
connections with global markets and
specialization in unique services, func-
tions, and technical fields.

THE CHINESE SOLAR PHOTOVOLTAIC SECTOR

Like other commercially suc-
cessful Chinese sectors reviewed
in this article (see Box 1), the Chi-
nese solar photovoltaic manufac-
turing sector produces relatively
advanced products at low cost.
This sector captured a large export
share while benefitting from gover-
nment policies. However, based on
outputs, it does not appear to be
highly innovative. Although they
do not produce leading edge solar
technologies, these firms have suc-
cessfully innovated in manufactu-
ring methods (Nahm and Steinfeld
2014) and meet a specific market
need for a relatively high-quality/
low-cost product.

Unlike other successful Chinese
high tech industries, the Chinese so-
lar photovoltaic sector is not highly
concentrated. As of 2012, there were
786 firms in this industry which ge-
nerated $72 billion in revenue combi-

ned, but the top three firms held only
8% of market share (IBIS 2012). Like
other successful Chinese firms these
companies are historically export-
driven, and held over 60% of world-
wide market share of solar panels in
2012 (IBIS 2012; EPI 2015). Growth
of the Chinese solar panel sector re-
lied on the same policy playbook as
other industries in China - a combi-
nation of industrial, technology, and
tax incentives. These were especia-
Ily prevalent at the provincial and
local level, and included subsidies,
tax breaks, and access to loans (Ball
June 7, 2013). Examining the innova-
tive data from these firms, however,
reveals relatively weak performance.
Using patents as a measure, in 2011
the top 3 Chinese firms had 88 so-
lar photovoltaic-related patents. In
comparison, First Solar, A US-based
competitor, held 54 patents alone in
2011 (Clearview 2011).

NOTES

*Affiliations: Adjunct Policy Researcher, RAND Corpo-
ration; Associate Economist, Visa Inc. The author would
also like to thank Alejandro Ramos Martinez for feedback
on this work.

'V For a full list of innovative inputs and outputs see
OECD (2002). Frascati Manual 2002: Proposed Standard
Practice for Surveys on Research and Experimental De-
velopment, OECD.

2The Patent Cooperation Treaty is an international pa-
tenting treaty which allows a patent to be filed and pro-
tected in 148 countries worldwide. These patents are
hard to obtain because of high thresholds of inventive
content required, and indicate higher levels of originality
than other patent types.

3From the Chinese definition of patent types: “Invention’
means any new technical solution relating to a product,
a process or improvement thereof; ‘Utility model’ means
any new technical solution relating to the shape, the
structure, or their combination, of a product, which is fit
for practical use. ‘Design’” means any new design of the
shape, the pattern or their combination, or the combi-
nation of the colors with shape or pattern, of a product,

which creates an aesthetic feeling and is fit for industrial
application” (Ministry of Commerce 2014).

4 The applicability and usefulness of new technologies
depends on domestic levels of technology and market
applicability. See the concept of absorptive capacity in
Cohen, W. M. and D. A. Levinthal (1990). “Absorptive ca-
pacity: a new perspective on learning and innovation.”
Administrative science quarterly: 128-152.

S Drivers of Chinese patenting included in this article are
adapted from my previous work: Warner, E. (2015). “Pa-
tenting and Innovation in China.”

¢ Other examples of policies not covered include policies
promoting education, particularly in the fields of science,
technology, engineering, and mathematics; and policies
promoting foreign technology transfer, among others.
Please note the coverage of policies in this section is
meant to be representative, rather than exhaustive.

7 Xiao, W. (2002) Enterprise Leaders that Influence
China’s Economy Shengyang Press Ltd, Shenyang, Chi-
na (2002) (in Chinese) as reported in Fan, P. (2006).
“Catching up through developing innovation capability:
evidence from China’s telecom-equipment industry.” Te-
chnovation 26(3): 359-368.
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With a long-term strategy, increas-
ing productivity, following export goals
and objectives, China has achieved in a
few decades the internationalization of
its industry and became competitive in
leading sectors and technologies. Gary
Gereffi, a professor at Duke University
and one of the world’s leading experts
in value chains, analyzes the importance
of long-term planning, innovation, the
role of regional integration and public
policy, while examining the teachings
the region can draw from the Chinese
experience.

The growth rate of China will decline
from 10% or 11% to 7%. This means that
China can not continue to produce many
industrial goods and, therefore, imports
of primary products required for in-
dustrial production will decrease. The
commodity boom periods are always
cyclical. China has greatly improved the
quality of life of its workforce, partly
through increases in the minimum wage
carried on in the past five years. You can
divide the commodity boom according
to two categories of products: miner-
als and oil, which are used for industrial
production in China, on one hand, and
agricultural products, which can also be
used to satisfy food consumption, on
the other. In both categories, prices are
falling and most of China’s direct invest-
ment abroad is destined to minerals.
China indeed wants to continue import-

GARY GEREFFI

ing as much commodities as possible.
China is very sensitive in the food and
consumption areas, and is very con-
cerned about the nourishment quality
of its population. Perhaps because its
imports of agricultural products do not
match exactly those of minerals, with
many investments in Africa, especially
in sub-Saharan Africa, which has been
the largest regional destination for Chi-
nese foreign investments- it is likely that
China favors imports of mineral com-
modities not originated in Latin Amer-
ica but in other regions.

If the goal is to produce exports for
global industries, the biggest problem
that regional integration schemes such
as Central America and, perhaps, even
the MERCOSUR have, especially in its
relations with smaller economies, it is
to be able to manufacture not only the

He 1s PROFESSOR OF SocioLoGYy AND DIRECTOR

ofF THE CENTER FOR GLOBALIZATION, GOVERNANCE
AND COMPETITIVENESS AT DUKE UNIVERSITY. SOME
OF HIS RECENT WORKS ARE “THE GLoBAL Economy:

ORGANIZATION,
(2005), “DEVELOPMENT MODELS AND INDUSTRIAL

UPGRADING IN CHINA AND MExico” (2009) AND “GLOBAL
VALUE CHAINS IN A POST-WASHINGTON CONSENSUS WORLD”
(2014).

GOVERNANCE, AND DEVELOPMENT”

REGIONAL
INTEGRATION
SHOULD FOCUS
ON PRODUCTIVE
INTEGRATION
IN ORDER TO
STRENGTHEN
VALUE CHAINS IN
THE REGION

end-product but also a number of key
inputs towards the final product. They
must produce clothing, but also textiles.
This applies to any Central American ex-
porter country and, to some extent, also
to Mexico. Since they do not produce all
the textiles they need, they have usually
had to import them from Asia. With re-
gional integration schemes that do not
lose sight of the productive integration
within the region, as with Central Amer-
ica, where some countries produce
clothing and other, textiles or fibers, in-
tegration in a regional context could be
greater. A good example is that of Costa
Rica and medical equipment.

They must learn to adapt, have the
ability to be flexible as to what are the
next steps in relation to the value chain.
This is a global issue. Industries must
be dynamic regarding what investors
are focusing in and what countries are
capable of producing. China’s great-
est legacy is that it has established

throughout its society a type of inclu-
sive development model, beyond the
set of policies used for this purpose.
The teaching that China leaves us is that
it has created development strategies
aimed at high, medium and low sectors
and has even promoted strategies in
intensive labor industries. The process
took place despite the many contradic-
tions and disagreements among the dif-
ferent levels of government.

One of the legacies of export-ori-
ented growth is that, over thirty or forty
years, many countries around the world
became more able to diversify their ex-
ports. This means that domestic com-
panies that export can carry out a much
more integrated manufacturing process
than in the past. The commitment to the
domestic market, of many Chinese and
Brazilian companies is also, in a way, a
byproduct of export-oriented growth.
The export-oriented industrialization
was an important positive factor for the
smaller scale economies. Korea, Taiwan,
Singapore and Hong Kong, East Asian
economies, could become extremely
successful in their exports by focusing
on human capital and local capacity to
meet the growing demand in export
markets, since they didn’t have to deal
with large domestic markets. Regional
integration implies that many of the
necessary links for scaling can take
place within the region and that the fo-
cus must be on specific industries. You
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have to really get to know the indus-
try that you are trying to build, where
global competition is and what are the
big companies in order to redefine a
development strategy that can adapt
to changes such as the falls in exports
primary products prices or the inward
bound of Chinese or Asian production.

Governments should have official or-
ganizations that can develop a strategy
or plan for the next five or ten years, a

CHINA'S EFFORTS
HAVE SUCCEEDED
IN RAISING THE
LIVING STANDARDS
OF THE POOREST
STRATA OF THE
POPULATION. THE
STARTING POINT
WAS THE CREATION
OF EXPORT INDUSTRIES
IN THE SOUTH
OF THE COUNTRY

long-term economic strategy for the
country. This type of organization can
work together with different groups in
the private sector or foreign investors
with a focus in identifying the kind of in-
vestment that are really necessary then,
perhaps, turn to groups like the Inter-
American Development Bank or other
regional donors for additional sources
of funding. Countries that are able to
develop from a strategy from medium
to long term can articulate the various
factors needed; they have a vision, po-
litical will and skill that can then link to
other sources of investment, both multi-
national and national, as well as training
institutions, among which the partici-
pation of universities may be included.
There is a whole set of institutions that

are part of the local innovation system
and could make a great contribution.
Countries need to get, somehow, re-
sources to create agencies focused on
planning; we can find many examples
in Asia, where countries have proceed
historically in this direction. But you
can not simply copy what was done
elsewhere: you have to find your own
sources of strength. In China there are
numerous public agencies, all interested
in development, and often with differ-
ent priorities

One of the most important achieve-
ments of the Chinese model has been
to raise the general level of income. By
bringing many people out of extreme
poverty or a situation where they make
one or two dollars a day, China has
achieved, in general, the great task of
increasing dynamism across the coun-
try. During the last fifteen years, the ef-
forts of China and India have been very

COUNTRIES;SHOULD HAVE
INGTITUTIONS THAT CAN
GENERATE A MEDIUM AND
LONG TERM PLAN'

successful in raising the living standards
of the poorest strata of the population.
By virtue of their size, these two coun-
tries have made great improvements
with its broad development strategies.
The starting point was the creation of
export industries in southern China,
which initially was a very poor region,
but located closer to the ports. But as
these industries were becoming suc-
cessful, the country was moving inten-
sive labor industries from the coastal
provinces to the interior. And today, in
many cases, it is exported to regions
outside of China, and the same is being
done with more technological indus-
tries. The idea was to climb the steps of
a sort of technological ladder and for-
mulate policies according to which the
regions could be seen as an ascending
the ladder; from apparel, toys and foot-
wear to higher value services, such as
financial. This strategy has been part of
China’s five-year plans, since the coun-
try has employed clear planning tools to
develop economic strategies that can
be informed to the entire country. m
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BIOTECHNOLOGY

BIOGENESIS-BAGO

Leading-Edge Food
Security Technology

To keep in step with population
growth, world meat production must
rise 70% by 2050. The challenge is not
exclusive to the primary sector; biote-
chnology too has a window of oppor-
tunity in meat processing. This
is the case with companies
that produce animal vac-
cines. Like many of the
region’s large com-
panies, Biogénesis
Bagd is a family
company born
80 years ago in
Argentina. In re-
cent decades, it
has expanded its
activities world-
wide, but it was
not until recently
that it decided to
bet strongly on the
Chinese market. The
task is not an easy one,
warns Esteban Turic, the firm’s
Innovation Director: Argentina’s regu-
lations mean that firms have to move
with care and seek out local partners.
In 2016, it intends to open an industrial
plant in China, where, using Latin Ame-
rican technology, it will produce a foot-
and-mouth (FMD) vaccine for the local
market.

-~

What are the company’s main pro-
ducts?

Biogénesis Bago is a biotechnology
leader on the American continent, com-
mitted to the development of solutions

toward the health and sustaina-

bility of livestock produc-
tion. For 80 years, it has
been contributing to

the development of

L 4

livestock in Latin
America, making
significant pro-

gress in terms of
increased pro-
ductivity, lower

” animal mortality

rates, and the era-
dication of FMD
in countries with
the continent’s vac-
cination. Its history
demonstrates its con-
cern for innovation, always
mindful of livestock producers’

needs, working together with govern-
ment organizations, veterinary doctors,
and scientists. At the same time, it is a
token of the company’s understanding
of the global context and its integral
view of health. Faced with exponential
population growth around the globe,
its solutions represent opportunities

years of
experience has

the firm in the
sector

Esteban Turic. Doctor of Veterinary Sciences and clinical and industrial bacteriologist. Before beco-

ming the Director of Innovation at Biogenesis Bago, he was Project Manager for Southern Hemis-

phere at Virbac

for livestock producers to improve their
productivity in order to expand markets
and position the region as a leading glo-
bal supplier of animal protein-derived
foods. In 2011, Bagd became the first fo-
reign company in the U.S. authorized to
provide its FMD vaccine to the country
in the event of a health emergency. In
2013, it started the most ambitious pro-
ject known to date for a Latin American
veterinary pharmaceutical company. In
2016, a pioneering FMD vaccine pro-
duction plant will come into operation
in the People’s Republic of China.

50%

OF THE WORLD
SWINE POPULATION
IS IN CHINA
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What strategy is being followed to en-
ter the Chinese market?

With its background and track re-
cord in the production of a vaccine
against FMD—one of the diseases that
most seriously limits swine and cattle
production in China—the Chinese Go-
vernment has sought Biogénesis Bagd’s
presence in its country. We are moving
forward in a joint venture with a local
company specializing in the production
of swine and poultry vaccines: HILE Bio-
technology. Through this joint venture,
the two companies have started wor-
king with the two governments, and the
project has been declared of binational
interest due to the impact this creates in
controlling the disease, technology and
knowledge transfer, and the economic
development of the Chinese livestock
sector.

How great is China’s potential in biote-
chnology?




China contains 50% of the world swi-
ne population (700 million head), a third
of Latin America’s cattle population (110
million head), and 300 million sheep and
goats, three times more than Austra-
lia and New Zealand put together. This
makes China a very attractive market, in
which everyone would like to be present.
Yet we should be careful with business
estimates because it’s an ultra-regulated
country, legally, technologically, and com-
mercially. This ultra-regulation is familiar
to the Chinese: they always use it to their
own advantage, and it also has a cultu-
ral flavoring, which almost always differs
from Latin tastes. In summary, it is a very
attractive market, but hard to access and
costly to enter.

What technological innovations are
you developing to adapt to this mar-
ket?

In this particular case, the techno-
logy we apply to the production of our
vaccine for Latin America is in itself an
innovation for the Chinese market, as is
everything involved in its development,
such as the process engineering, or our
antigen control and quality assessment
systems. Biogénesis Bagd has patented
methods to prepare and purify anti-
gens, and to control the purity of these
antigens, which are totally new and uni-
que in the global development of FMD

h_'-'_"—
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MILLONS

HEAD OF CATTLE
NEED THE VACCINE
MANUFACTURED
BY BAGO

vaccine. The plant’s design was also a
Bagd contribution, incorporating brand
new designs of areas and equipment,
and cutting-edge automation systems,
with the objective of further standar-
dizing the production systems for this
type of vaccines. In addition to all this,
there is Biogénesis Bagd’s customary
high levels of scientific and technical
support, which can only be achieved
with experience and history.

How is the company organized to
operate in China?

We have a local partner that knows
the Chinese market and is currently
operating in it. Biogénesis Bagd has
more than 65 years’ business expe-
rience in the FMD vaccine segment.
We are always focused on the health
of production animals, linking up with
veterinarians, producers, and scientific
institutions and the Government. That’s
how we like to work: it’'s a method that
has allowed us to achieve our develo-
pment and growth targets throughout
our history. m
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CHINA HAS SET ABOUT CLOSING THE GAPS WITH
THE TRADITIONAL POWERS IN THE INDUSTRIAL, TECH-
NOLOGICAL, AND SCIENTIFIC FIELDS IN ORDER TO

ACHIEVE HIGHER LEVELS OF DEVELOPMENT IN THE
TWENTY-FIRST CENTURY. |TS POSITIONING IN THE INTER-

NATIONAL SYSTEM HAS BEEN LINKED TO ITS MOMENTUM IN

EDUCATION AND, IN PARALLEL, HAS GENERATED A STRATEGY

INTENSIFYING ITS CULTURAL INFLUENCE IN REGIONS THAT HAVE

RENEWED IMPORTANCE FOR ITS INTERESTS, SUCH AS LATIN AMERICA AND THE CAR-
IBBEAN (LAC). THIS WORK SETS OUT TO ANALYZE THE POLICIES IN EDUCATION, RE-
SEARCH, AND DEVELOPMENT ADOPTED BY CHINA ON ITS ROAD TO THE KNOWLEDGE
SOCIETY, AND THE CONNECTION THIS PROCESS HAS WITH THE DEPLOYMENT OF ITS

CULTURAL SOFT POWER IN THE REGION.

The scientific and technological ad-
vances of the last few decades have de-
monstrated that knowledge is a subs-
tantial source of wealth in the most
dynamic and competitive economies
in the world. In traditional powers like
United States, Germany, and Japan, and
in emerging powers like China, there is
an inexhaustible motivation to invest in
high-tech and innovation research. But
how to make innovation possible? “Edu-
cation, education, education.”

In the competitive war for knowled-
ge at the global level, the link between
economics and education is strong. The
triangle of innovation, education, and
qualification is therefore gaining in rele-
vance, and China has set out to be part
of that triangle, with a gradual transition
to the knowledge society.

The notion of knowledge society
was first used by Peter Drucker (1969)
and was deepened in the 1990s by a se-
ries of studies published by Nico Stehr
(1994) and Robin Mansell (1998). The
concept of knowledge society is rela-
ted with the studies on the information
society and based on the development
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of new technologies. From the 1960s
to the 1990s trilogy by Manuel Castells
(1996), the notion of information socie-
ty encapsulated the transformations
glimpsed by the first researchers on the
subject.

But the difference between informa-
tion society and knowledge society lies
in the fact that the former is based spe-
cifically on tecnological progress, whi-
le the latter includes comprises much
broader social and political dimensions
(UNESCO, 2005).

Today, the notion of knowledge
society has become a necessary fra-
mework for reflection in most develo-
ped countries in the Organisation for
Economic Cooperation and Develop-
ment (OECD) and in emerging econo-
mies like Brazil, Russia, India, and China
too. The relevance of education shows
that, in the task of building knowledge
societies, the focus on tecnological me-
dia should not background the key role
schools, technical training institutes,
and universities.

In this context, after the founda-
tion of the People’s Republic of China,
the promotion of education became

a key goal for the Government. Before
1949, 80% of the population was illite-
rate; a process of educational reforms
was therefore embarked upon, and the
total volume of the student sector was
increased. As of 1978, with the process of
reform and opening, education saw rapid
growth and was one of the hubs in the
success of socioeconomic development
of the last few decades.

The Chinese Government has pro-
gressively increased its investment in the
education sector,? 2010 being equivalent
to 1.5% of GDP. Chinese universities are
gradually preparing to compete with
the best universities at global level, the
number of universities having doubled in
just under a decade, from 1,071 in 1999
to 2,263 in 2008, so China is building
the largest higher education sector in
the world. In this scenario, it is expected
that, with the Chinese universities’ rare of
progress, they could rank among the top
universities worldwide within the next 25
years (Ryan, 2010; Morgan & Wu, 2011).

In this regard, the Academic Ran-
king of World Universities (ARWU) or
Shanghai Jiao Tong Ranking, put to-
gether by Shanghai Jiao Tong Universi-
ty since 2003, came into being as a tool
to gauge Chinese universities’ degree of
progress against the world’s leading uni-
versities. Interestingly, in its data from
the year 2008, no Chinese university
ranked among the top 100 in the world,
but the country had 18 in the top 500.

OF CHINA'S

GDP GOES TO R&D,

FOUR TIMES HIGHER
THAN THE REGION’S
LEADING ECONOMIES




While, in 2015, no Chinese university
featured in the top 100 at global level
in this ranking, Table 1 shows that China
has four universities in the world’s top
101-150, with three in the 151-200 range
and six among the 201-300 top univer-
sities at the global level, which demons-
trates substantive progress compared
to 2008.

In this measurement, six indicators
are used to rank the world’s universi-

TABLE 1

ties: 1) The total number of the alumni
of an institution winning Nobel Prizes
and Fields Medals (Alumni); 2) the to-
tal number of the staff of an institution
winning Nobel Prizes in Physics, Che-
mistry, Medicine and Economics and
Fields Medal in Mathematics (Award);
3) the number of Highly Cited Resear-
chers in 21 subject categories (HiCi);
4) the number of papers published in
Nature and Science between 2008 and

ACADEMIC RANKING OF WORLD UNIVERSITIES (ARWU) 2015
MAIN UNIVERSITIES IN CHINA AT GLOBAL LEVEL

NATIONAL| INSTITUTION WORLD
RANKING RANKING
1-4 PEKING UNIVERSITY 101-150
1-4 SHANGHAI JIAO TONG UNIVERSITY 101-150
1-4 TSINGHUA UNIVERSITY 101-150
1-4 ZHEJIANG UNIVERSITY 101-150
5-7 FUDAN UNIVERSITY 151-200
5-7 SUN YAT-SEN UNIVERSITY 151-200
5-7 UNIVERSITY OF SCIENCE AND TECHNOLOGY OF CHINA | 151-200
8-13 BEIJING NORMAL UNIVERSITY 201-300
8-13 HARBIN INSTITUTE OF TECHNOLOGY 201-300
8-13 HUAZHONG UNIVERSITY OF SCIENCE AND TECHNOLOGY | 201-300
8-13 JILIN UNIVERSITY 201-300
8-13 UNIVERSITY OF NANKING (A.K.A. JINLING UNIVERSITY) 201-300
8-13 XIAN JIAOTONG UNIVERSITY 201-300

Source: Academic Ranking of World Universities (ARWU) (2015).

+220,000

FOREIGN
STUDENTS
WERE CHINA IN 2008.
IN 1950, THERE
WERE JUST 33

2012 (N&S); 5) the Total number of pa-
pers indexed in Science Citation Index-
Expanded (SCIE) and Social Science
Citation Index (SSCI) in 2012 (PUB); and
6) the weighted scores of the above five
indicators divided by the number of full-
time equivalent academic staff (PCP).

As can be seen in Table 2, according
to these indicators (Alumni, Award,
HiCi, N&S, PUB, and PCP), the highest
scoring institution is assigned a score
of 100, and other institutions are calcu-
lated as a percentage of the top score.
Should the distribution of data for each
indicator present any significant distor-
ting effect, standard statistical techni-
gues are used to adjust the indicator
if necessary. Universities are ranked by
weighting scores for each indicator: the
highest score reached by a university is
100, and the other universities’ scores
are a proportion of that maximum sco-
re. Over 2,000 universities have been
considered in this ranking, of which
1,200 have been evaluated, the world’s
top 500 being published (Academic
Ranking of World Universities (ARWU),
2015).

Comparatively with other rankings,
China’s economic efforts to become a
world power in higher education are
producing their first results. This can be

TRANSITION
TO THE KNOWLEDGE
SOCIETY

seen in the QS World University Ran-
kings, developed and published on the
Internet since 2011 by the Quacquarelli
Symonds group. Seven indicators are
used, the first two being the most im-
portant, with 50% of each university’s
score depending on them. These indi-
cators are: 1) the institution’s reputation
among other international universities
(Academic reputation: 40%) and 2)
the university’s reputation among the
companies that employ their graduates
(Employer reputation: 10%). To measure
these parameters, QS conducts a mass
survey among more than 50,000 aca-
demics and 13,000 employers throug-
hout the world.

The other five indicators represent
10% each: 3) the student-to-faculty
ratio; 4) the number of lecturers with
doctorates; 5) scientific research; 6) pu-
blication in specialist journals (measu-
red in the number of papers citing the
university and the amount of research
done by each academic); and 7) the
university’s webpage is assessed to
gauge whether this research is available
online (QS world university rankings,
2015).

Four Chinese universities have con-
solidated their position among the
world’s top 100 universities 2015-2016
in the QS World University Rankings,
China’s best performance in this rating
to date. Furthermore, in total, seven
Chinese universities feature among the
world’s top 200. This headway is due
to stronger performance in engineering
and technology, and its impact on re-
search.

As can be seen in Table 3, in the pe-
riod 2015-2016, all Chinese universities
on the list saw a significant climb in
the rankings. The top-rated universities
were: Tsinghua, in 25th place (up 22 pla-
ces); Peking University in the 41st (up
16 places); Fudan University, in 51st (up

INTEGRATION ® 313
&TRADE



20 places) and the Shanghai Jiao Tong
University in 70th (up 30 places). The
improvement in positions is in compari-
son to the previous rating.

Both the ARWU and the QS World
University Rankings reveal a significant
improvement in Chinese universities.
This is explained by the success of the
C9 League initiative,® created May 4,
1998, by the Chinese Government with
the aim to move forward in the higher
education system and promote Chinese
universities by channeling serious inves-
tment in nine Chinese elite universities
in a bid to achieve and maintain their
status at global level. (Xinhua, October
26, 2009).

It is, however, important to look
closely at these nine elite universities
in China and their position in the main
world rankings, as set out in Table 4.
Their positions vary, according to the
different criteria used in each measure-
ment.

What is relevant from a long-term
perspective is that schools and univer-

+1,000

NEW UNIVERSITIES
HAVE BEEN
CREATED IN CHINA
IN RECENT YEARS

sities have started a gradual process
of reform in their education systems in
order to steer students toward the mar-
ket and the competitiveness espoused
by China. The reforms tend to make
students focus on science, technology,
and mathematics after high school. On
the other hand, given the increase in le-
vels of higher education investment, re-
form in the higher education system has
created better conditions for universi-
ties’ academic staff. The Government
has also set out to promote activities
attracting foreign talent to work in Chi-
nese institutes and universities.

The overall picture of higher edu-

TABLE 3

TRANSITION
TO THE KNOWLEDGE
SOCIETY

QS WORLD UNIVERSITY RANKINGS 2015-2016
MAIN CHINESE UNIVERSITIES AT GLOBAL LEVEL

INSTITUTION WORLD RANKING
Tsinghua University 25
Peking University 41
Fudan University 51
Shanghai Jiao Tong University 70
Zhejiang University 1o
University of Science and Technology of China n3
University of Nanking (a.k.a. Jinling University) 130
Beijing Normal University 232
Wuhan University 273
Nankai University 277
Harbin Institute of Technology 291
Sun Yat-sen University 307
Xi’an Jiaotong University 331

CRITERION INDICATOR CODE VALUE
Quality of 1. Alumni as Nobel Laureates & Fields Alumni | 10%
Education Medalists
Quality of 2. Staff as Nobel Laureates & Fields Award 20%
Faculty Medalists
3. Highly cited researchers in 21 subject HiCi 20%
categories
Research Output | 4. Papers published in Nature and N&S* 20%
Science
5. Papers indexed in Science Citation PUB 20%
Index-expanded and Social Science
Citation Index
Per Capita 6. Per capita academic performance of PCP 10%
Performance an institution

* For institutions specializing in the Humanities and Social Sciences, the N&S criterion is not taken
into account, and the value is proportionally redistributed among the other indicators.
Source: Methodology: Ranking Indicator System in Academic Ranking of World Universities

(ARWU) (2015).

Source: QS World University Rankings (2015).

cation in China has changed, especia-
Illy in the last two decades. In 2008,
there were more than 220,000 foreign
students in China, and about 180,000
Chinese students abroad: a considera-
ble difference considering that, in 1950,
there were 33 foreign students in China,
and 35 Chinese students abroad (Xin-
hua, September 29, 2009).

China’s progress in economic deve-
lopment over the last few decades is,
therefore, also closely linked to its de-
velopment in education. Then, in 2010,
China overtook Japan to become the
world’s second largest economy. In pa-
rallel, the intensity of its Research and
Development (R&D) has multiplied six-
fold (UNESCO, 2010).

At the same time, within the coun-
try a growing debate is taking shape

about the quality of and approach to
education, particularly seeing that a
growing number of students want to
enter secondary school and university.
Last, the challenges for China over the
next decade will be to improve collabo-
ration with Western scientists, heighten
influence in international publications,
and provide a better education for stu-
dents in rural areas.

ASYMMETRIES IN R&D

In recent years, China has implemen-
ted key policies to become an innova-
tion-driven nation by the year 2020.
And, despite United States and Euro-
pean Union (EU) still being the R&D in-
vestment leaders at international level
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80%

OF CHINA'S POPULATION
WAS ILLITERATE
UNTIL THE
MID-TWENTIETH
CENTURY

up to 2015, the competitiveness of the
emerging countries is also relevant, with
China leading the pack. For example,
the number of researchers from develo-
ping countries rose from 30% in 2002 to
38% in 2007, with two thirds of this in-
crease due to the momentum of China.
Meanwhile, the number of publications
produced by China in the same period
more than doubled, from 5.2% to 10.6%
(UNESCO, 2010). According to Table 5,
based on a 2015 study by UNESCO, the-

TABLE 4

re are four indicators that show China’s
steady headway in: increasing its world
percentage of GDP, Gross Domestic Ex-
penditure on R&D (GERD), researcher
numbers, and number of publications.

However, as can be seen from Ta-
ble 6, the asymmetries in Chinese R&D
compared to Latin American regional
powers like Brazil, Argentina, and Mexi-
co, reveal a major gap, which is even
widening.

In 1995, China announced that it
would apply the strategy of “making the
country flourish by promoting science

POSITIONS OF TOP NINE CHINESE UNIVERSITIES (C9 LEAGUE)
IN MAIN UNIVERSITY WORLD RANKINGS, 2015-2016

TABLE 5

PERCENTAGE DISTRIBUTION OF CHINA’S GDP, GERD, RESEARCHERS, AND
PUBLICATIONS WORLDWIDE, 2009 AND 2013 (%)

INDICATOR 2009 2013
GLOBAL % OF GDP 13,4 16,1
GLOBAL % OF GERD 13,8 19,6
GLOBAL % OF RESEARCHERS 16,7 19,1
GLOBAL % OF PUBLICATIONS m1 20,2

ARWU QS World | THE World | CWTS

World (2015/16) | (2015/16) Leiden

o15)Mm | @ 3 (2015) (4)
TSINGHUA UNIVERSITY 101-150 25 47 250
PEKING UNIVERSITY 101-150 41 42 379
FUDAN UNIVERSITY 151-200 51 201-250 389
SHANGHAI JIAO TONG UNIVERSITY 101-150 70 301-350 514
ZHEJANG UNIVERSITY 101-150 10 251-300 456
UNIVERSITY OF SCIENCE AND
[ECHNOLOGY OF CHINA 151-200 | 13 201-250 569
(AR A JINLING UNIVERSITY) 201-300 | 130 251-300 438
HARBIN INSTITUTE OF TECHNOLOGY 201-300 291 501-600 447
XIAN JIAOTONG UNIVERSITY 201-300 331 501-600 602

Sources:

(1) Academic Ranking of World Universities (ARWU) (2015).

(2) QS World University Rankings (2015).
(3) Times Higher Education (THE) (2015).
(4) CWTS Leiden Ranking (2015)

Source: Based on UNESCO (2015) data.

Report notes: For Gross Domestic Expenditure on R&D (GERD) (US dollars in PPP) and the number of researchers:
estimates from the UNESCO Institute for Statistics, July 2015; for GDP (US dollars in PPA): World Bank World
Development Indicators, April 2015; for Thomson Reuters Web of Science publications: data processing by Science-

Metrix.
* This data belongs to the period 2014.

and education” in order to achieve more
balanced economic growth and, in the
Medium- to Long-Term Plan for the De-
velopment of Science and Technology
(2006-2020), established the following
objectives (UNESCO, 2010 and 2015):

* To encourage companies to invest
more in innovation.

* To invite Chinese researchers
abroad to return to China (of the 1.4 mi-
llion students who have returned since
the start of the 1990s, almost half did so
after 2010).

* To integrate 2,000 foreign experts
in the coming years to work in labora-
tories, leading companies, and research
institutes, as well as different Chinese
universities (a “brain gain” policy).

* To raise the GERD:GDP ratio from
1.5% to 3% by 2020.

In Latin America—and specifically
in Argentina, Brazil, and Chile—policies
have been implemented to promote in-
novation. However, while various types
of instruments are being implemented
in the region to support science and te-
chnology policies, national innovation
systems remain weak. In the case of La-
tin American countries, such as those
mentioned above, which promote poli-
cies in this area, the main challenge is to
overcome the disconnect between the
various different actors in the national
innovation systems.

For example, bridges need to be
built to connect with the sound re-
search emanating from the local aca-

demic sector, o that it can be collected
and used by the local productive sector.
At the macro level, it is necessary: a) to
increase R&D investment in the region,
which remains low; b) to improve the
efficiency of organizations promoting
R&D; and ¢) to train and form a critical
mass of highly qualified professionals to
develop R&D policies.
CULTURAL SOFT POWER

Alongside China’s transition to the
knowledge society and its challenge to
compete with countries already consoli-
dated in it, such as United States, Japan,
and some EU countries, like Germany,
UK, and France, a growing Chinese cul-
tural influence is also being seen in Latin
American societies, closely related to
the country’s positioning in the interna-
tional system.

Said Saddiki points out that cultu-
ral diplomacy is a cornerstone of pu-
blic diplomacy, which puts the empha-
sis on longer-term exchanges among
nations. Both concepts are related to
“soft power,” a concept introduced by
Joseph Nye (2004), who defined it as
follows: “What is soft power? It is the
ability to get what you want through
attraction rather than coercion or pay-
ments. It arises from the attractiveness
of a country’s culture, political ideals, or
policies.” (Saddiki, 2009: 109-110) The
main objective of cultural diplomacy is
to positively influence a foreign State’s
public and elite opinion (Saddiki, 2009).
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CONFUCIUS
INSTITUTES
HAVE BEEN SET UP
IN 177 COUNTRIES
IN THE AMERICAS

TABLE 6

R&D EXPENDITURE (% OF GDP),

2012
SOUTH KOREA* 4.04
ISRAEL 3.93
FINLAND 3.55
JAPAN* 3.39
SWEDEN 3.41
DENMARK 2.98
GERMANY 2.92
AUSTRIA 2.84
SLOVENIA 2.80
UNITED STATES 2.79
FRANCE 2.26
BELGIUM 2.24
ESTONIA 218
NETHERLANDS 216
SINGAPORE 210
CHINA 1.98
BRAZIL* 1.21
ARGENTINA* 0.65
MEXICO* 0.43
URUGUAY* 0.43
CUBA* 0.42

Source: Based on World Bank (2015) data.
* Data for 2011.

Against this background, the policy of
projecting Chinese culture at international
level as part of the country’s soft power
strategy has been gaining relevance un-
der the Hu Jintao administration. China,
therefore, began to develop programs to
inform or influence public opinion in other
countries through publications, tourism,
sport, media, and the promotion of Chi-
nese language teaching and cultural ex-
change.

The main means of China’s deploy-
ment cultural soft power at international
level has been the Confucius Institutes.
The first was founded in Seoul in 2004.
By December 2014, 475 Confucius Institu-
tes and 851 lounges Confucius had been
set up in a total of 120 countries worldwi-
de: 103 spread across 32 Asian countries,
42 across 21 African countries, 159 across
39 European countries in, 154 across 17
American countries, and 17 on 3 Pacific
islands (Autonomous University of Yuca-
tan, 2015).

In Latin America, the first Confucius
Institute was founded in Mexico in 2006,
and, by 2012, there were 25 Confucius
Institutes and 10 Confucius Classrooms
across 12 Latin American countries (Han-
ban, 2012).

The media play an important role in
China cultural deployment, most notably
the television channel CCTV 9 and the
Xinhua and People’s Daily news agencies,
whose Latin American headquarters are
located in Mexico City (Méndez, May 14,
2010).

China has been expanding its me-

THE WHITE PAPER FOR EDUCATION

China’s White Paper for Latin Ame-
rica is a government document publis-
hed in 2008 of great relevant for the fu-
ture development of relations between
China and the region in that it offers a
political-institutional framework to ac-
company the growing economic and
trade links.®

The report represents a model on
which the future prospects of the po-
litical, economic, and social environ-
ment between China and the region
are projected, and analyzes the way
China seeks the fulfilment of the objec-
tives proposed by President Hu Jintao
in 2004 for Sino-Latin American rela-
tions.

This document discusses various
fields but, specifically at the level of
soft power, it mentions the field of cul-
tural education and proposes the fo-
llowing objectives:

¢ China expresses its concern to
promote scientific, technological,
and educational cooperation with the
countries of Latin America.

¢ To intensify the areas of
common interest, priori-
tizing aeronautics and
aerospace technology,
biofuel, the environ-
ment and marine
resources, among
others.

¢ To dissemi-
nate and apply
leading-edge te-
chnology tested by
both parties, such

as energy-saving technology and te-
chniques, digital medicine, and mini-
hydroelectric plants.

* It offers to develop technical tra-
ining and services, and technological
models.

» To take advantage of the bilateral
and multilateral cooperation mecha-
nisms to foster Sino-Latin America ex-
changes.

* To make efforts to implement the
signing of agreements for the mutual
recognition of academic qualifications.

* To raise the number of scholars-
hips for Latin American students.

China states that cooperation
should be broadly understood by the
Latin American countries, including
cultural and educational aspects, and
science and technology development.
It should not be forgotten, however,
that its strategy toward the region links
issues of cultural cooperation to eco-
nomic and trade issues, and is a res-
ponse to such interests.

This document is relevant because

China concedes its determina-

tion to extend and stren-

gthen ties with Latin

America in promo-
ting education. Se-
ven years after the
publication of the

White Paper, just a

few governments

in the region have
given an official
response to this re-
port.®



dia influence in the region since 2012,
by supporting Latin American publis-
hing companies and media, through,
for example, the Observatory of Chi-
nese politics (OPCh). The 2010 report
“Winds from the East: How the People’s
Republic of China Seeks to Influence in
the Media in Africa, Latin America, and
Southeast Asia,” published by the Cen-
ter for International Media Assistance
(CIMA), asserts that, while China’s eco-
nomic, military, and political programs
are spread across Latin America, the
Chinese media is focused mainly on Ve-
nezuela, Bolivia, Nicaragua, and Ecua-
dor. The main tools used by China to
interact with the media sector in Latin
America are:

* Collaboration in the funding and
launch of communications satellites to
provide to beneficiary countries with
greater capacity and, in turn, extend the
influence of the Chinese media in Latin
America.

* Subsidies for Latin American jour-
nalists to travel to China.

* Opening of Confucius Institutes
throughout the region.

* Visits by senior Chinese officials
seeking to promote joint work in the
field of the media (CIMA, 2010).

Cultural issues, then, are closely
bound up with economic issues. This is
no coincidence, being an integral part
of China’s strategy for the region. In
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OF GDP
IS EXPECTED TO BE
INVESTED BY THE ASIAN

GIANT IN R&D
IN 2020

other words, the tools for cultural diffu-
sion are instrumental to its economic
and trade negotiations with the chosen
country. This becomes clearer when we
analyze some of the objectives of the
Confucius Institutes Latin American Re-
gional Center (CRICAL):

a) “To enable Latin American Con-
fucius Institutes to play a strategic role
in the intensification and deepening
process of the whole of Latin America’s
relations with the People’s Republic of
China, reassessing our geographic area
of influence.”

b) “To design and implement, within
the framework of this role, lines of ac-
tion, and joint projects and activities at
the various levels (institutional, group,
or individual) and the various levels (so-
cial, cultural, economic, productive) that
such relations cover” (CRICAL, 2015).

In the case of the Latin American
countries, there has been no questio-
ning these institutes’ objectives. An
outstanding case in point is Chile, a
small country in the Latin American
context, selected by China to establish
CRICAL* in May 2014. This “coincides”
with the selection of Chile to sign an
agreement in 2015 setting up an agency
of the China Construction Bank in order
to expedite use of the renminbi in the

Wed

region and to build momentum in the
trading relationship between China and
Latin America. It also coincides with the
earlier choice of Chile for the signing of
a free trade agreement (FTA), in force
since October 1, 2006, and everything
linked to intense penetration at the level
of cultural soft power.

RETHINKING DEVELOPMENT

The reflection on the emergen-
ce of knowledge societies prompts a
rethink of the concept of development.
The new valorization of human capital
leads one to think that tradi-
tional development mo-
dels are being replaced
by models based on
knowledge, mutual
cooperation, and
the strengthe-
ning of public
services. Grea-
ter valorization
of knowledge
would lead to a
new cooperati-
ve development
model, based on
policies linked to
the promotion of
science and techno-
logy, which would play a
relevant role in reducing in-
equalities.

The prospects for relations between
China and Latin America are of particu-
lar relevance given the country’s profile
as the main emerging power in the early
part of this century. The route it took in
1978 in search of growth is a process
that has had particular characteristics, a
different growth model that shows the-
re is no single pathway to development.

While China is currently experien-
cing a slowdown in economic growth,
this underlines the need to transform its

TRANSITION
TO THE KNOWLEDGE
SOCIETY

economic development model, based
on an intensive use of labor, investment,
energy, and resources, to a model in-
creasingly dependent on technology
and innovation. In the recent past, the
successful results in its growth levels
are closely tied in with its progress in
promoting science and education. It has
currently managed to achieve several of
the quantitative targets set in its plan
for the Medium- to Long-Term Plan for
the Development of Science and Tech-
nology (2006-2020) (2006-2020), and
its goal is to achieve a 3% GERD:GDP
ratio in 2020.

While China’s has been a
particular road of its own,
it is possible to draw

some lessons for Latin
America, such as the
emphasis of Chi-
nese investment
on R&D. Such an
| emphasis reveals
an imminent
structural break
in the pattern of
contribution of
knowledge at the
international level.
Reflecting on
China’s insertion and
weight in Latin America,
cultural soft power plays an
important role, and education
may become one of the strategic axes
in the relationship between China and
the region. President Jiang Zemin’s tour
of six countries in the region in April
2001 (Chile, Argentina, Uruguay, Brazil,
Cuba, and Venezuela) and President Hu
Jintao’s in November 2004 established
the guidelines for Sino-Latin American
relations, demonstrating China’s clear
interest not only in the region’s intrinsic
value as a significant market, but also as
a partner in issues of mutual coopera-
tion, such as education and the promo-
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tion of science and technology. This and
other aspects are reflected in the White
Paper in 2008.

Education is visibly becoming a po-
tential for deepening the focus of coope-
ration between China and Latin America.
But to do this it is key that a long-term
agenda be set by Latin American govern-
ments to help promote the development
of relations at this level. Given the pro-
posals for cooperation made by China,
Latin America could invest in scientific
research, close the technological gap in
strategic sectors, and create high-perfor-
mance innovation systems. To do this a
sustained effort is needed to implement
policies in such a way that they can serve
effectively as a platform for local produc-

tive sectors.

Last, the current global picture has
altered the nature of economic compe-
tition, which requires rapid, profound
changes in national education, scientific
research, and cooperation policies. It is,
therefore, relevant to accurately evalua-
te Latin America’s policies on this level,
since these changes cannot but influen-
ce in the short term the region’s level
of development and the definition of
its objectives. Given the China’s weight,
Latin American governments are facing
new spaces and opportunities for coo-
peration. Education has become a focal
point in the challenge to define a stra-
tegic and long-term perspective in the
relationship with China.m

NOTES

"Robert Aumann, Nobel Laureate in Economics 2005. In:
BBC World. October 2, 2011.

2 The education sector in China comprises preschool,
primary, secondary, technical-vocational, and university
education.

*The C9 League is an alliance of nine elite universities
in China, akin to the eight elite universities of the lvy
League in United States, or its counterparts in the UK
and Australia, the Russell Group or the Group of Eight
(Go8). In China, the C9 League is comprised of: Fudan
University, the Harbin Institute of Technology, Nanking
University, Peking University, the Shanghai Jiao Tong
University, Tsinghua University, the University of Science

and Technology of China, the Xi’an Jiaotong University,
and Zhejiang University.

4 To bring CRICAL into existence, Hanban signed an
agreement with Chile’s Santo Tomas University, which
provided a 1300 m2 building in the center of the capital
Santiago for the Center’s operation. Further background
at:  http://www.crical.cl/quienes-somos/  (Consulted
25.11.2015).

5 This marks a milestone, with its focus on Latin America
in 2008; the respective reports from 2006 and 2003 fo-
cused on Africa and the EU.

¢The White Paper highlights a broad spectrum of coope-
ration issues at the level of international affairs, climate
change, military issues, etc.
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l CASE STUDY

CHINA

COMMUNICATIONS

Cellular Telephony
Accessible To All

With quality phones at affordable
prices, Huawei has successfully posi-
tioned itself in the region as a major play-
er in a highly competitive market. The
Chinese telaecommunications giant has
annual revenues of US$47000 million
and a global presence in 1770 countries.
The company has 500 employees in Ar-
gentina, with a business plan worth over
US$100 million. In Tierra del Fuego Prov-
ince, the firm manufactures 240,000 cel-
lular telephones per year. Norberto Mar-
tinez, Chief Operating Officer (COO) of
the local branch, argues that innovation
is key to the company’s development and
that, with that objective, nine agreements
have been signed with universities across
Argentine territory.

Which countries does Huawei operate
in?

Huawei is a compa-
ny with Chinese capital,
born in the 1980s with
the aim of providing so-
lutions for private com-
munications for the Chi-
nese market. During the
1990s, the company con-
solidated and switched
strategy, targeting the
telecommunications in-
frastructure market, i.e.
the telcos. Its consolida-
tion was successful, ush-
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ering in its internationalization phase.
Globally, Huawei is already among the
top 500 companies: it lies 282th with
a 170,000-strong workforce, 76,000 of
whom work in research and develop-
ment (R&D), in 16 R&D centers in coun-
tries such as Germany, Sweden, United
States, France, Italy, Russia, India, and
China. Huawei is divided into three busi-
ness units: the Carrier Unit (Carrier Net-
works Business Group), where it is the
leader in sales of information and com-
munications technology (ICT) solutions
for infrastructure, works together with
the top 50 global operators, and which
is responsible for 77% of its income; the
Consumer Unit (Consumer Business
Group), where it is currently the third
largest global provider of smartphones;
last, the Huawei Enterprise

it Business Group Unit,
through which the com-
pany offers a broad
portfolio of innovative
ICT solutions, especially
for vertical industries
and corporate custom-
ers, such as government
and the public sector,
finance, transport, en-
ergy, large companies,
multiple-system opera-
tors (MSOs), and small
and medium enterprises
(SMEs).

0.15%

increases GDP

if there is a 10%
rise in the num-
ber of mobile
phones users

Norberto Martinez. Huawei’'s COO in Argentina is an electronics engineer from the Uni-
versity of Buenos Aires (UBA). Before taking up the post, he spent 12 years at Siemens.

What is your business area in Argentina?

Huawei is a flagship company and
is present in more than 170 countries,
covering practically the whole of Lat-
in America. At present it has a strong
business focus on telecommunications
operator networks, but we are diversi-
fying our growth in the Consumer and
Enterprise Units. The company opened
its first office in Argentina in 2001. Hua-
wei’s first contracts in the country date
from 2003, when it installed the first
next-generation fixed networks and
the ADSL network (home broadband)
in the telcos. In 2008, it closed the first
3G technology contract with Movistar
and immediately after with Personal.
In 2009, it manufactured its first ba-
sic telephone in Tierra del Fuego and
launched it through Personal. During
this period, Telefénica Argentina and
Claro entrusted Huawei with the expan-
sion of their optical fiber illumination
and intelligence networks (WASON net-
work) that allows operators to stream-
line communications with VIP custom-
ers like banks and large companies. In
2011, Personal again turned to Huawei
for the launch of its ambitious mobile
technology swap plan (replacing its 2G
network with 3G). Last, in 2014, it was
chosen to illuminate a large section of
optical fiber installed by ARSAT and
began deploying 4G technology in Per-
sonal and Movistar.

13%

WAS THE ANNUAL
AVERAGE OF CHINESE
DEMAND GROWTH OVER
THE PAST DECADE

What are your investment plans for Ar-
gentina?

Argentina is one of the countries
where we are betting on the future.
4G deployment, our smartphones, and
business networks are the focus in 2016.
We are already funding our projects,
having complied with the Argentine
Central Bank’s import payment rules on
time. One of our priorities is technol-
ogy transfer, where nine agreements
with leading Argentine universities
have already been signed: we are co-
operating with the University of Buenos
Aires (UBA), for example, over setting
up a joint laboratory. Also, a strategic
relationship with the Federal Author-
ity for Information and Communica-
tion Technologies (AFTIC) was estab-
lished in 2014 to work toward improving
the quality of the current networks. In
terms of investments in the country, in
the short term, we’ll be implementing a
training center to meet our clients’ train-
ing needs, and we also want to invest
in a data center to establish new host-
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Source: Counterpoint Research, April 2015.

ing services, introducing the business
of world-quality digital content to aid
the development of the digital market.
Last, considering Argentina’s competi-
tive advantages in human resources, we
also plan on implementing a software
development center in the country.

US$ 100

MILLION IS THE VALUE OF THE
BUSINESS THAT THE COMPANY
HAS IN ARGENTINA

What is your vision of the region’s
infrastructure needs?

Compared with the rest of the re-
gion, Argentina has a high demand for
growth in information technology net-
works. For example, the average num-
ber of people served by each 3G node
in Argentina is 4.37/node; in Chile, it is
1.61, and in Uruguay, 2.34. On the other
hand, according to a Deloitte & Touch
report, telecommunications develop-
ment can directly raise productive ef-
ficiency, the rate of employment, and
GDP. If the number of mobile network
users increases by 10%, GDP rises by
0.15%, and when a user doubles the vol-
ume of data on the network, GDP rises
by 0.5%. The new 700 MHZ AWS spec-
trum allocation issued by the AFTIC

282nd

IS THE COMPANY’'S
RANKING IN THE WORLD'S
TOP 500

aims to solve this problem in the short
term, the challenge clearly being to
improve these numbers by raising the
quality of the network and improving
the user’s experience. This calls for high
investments by the telcos and a com-
mitment from providers like Huawei to
meet the demand within the deadlines
set by the AFTIC. Another challenge for
our industry is to ensure the user can
enjoy this technology. To do this it is
necessary to improve the shortfall of
terminals and lower their price. Here,
Huawei has made a commitment in the
local production of reasonably-priced
smartphones. The challenges of this
kind of project are logistics of deploy-
ment and the management of the work
teams in the field, as well as our com-
mitment to local industry. Huawei has
30 teams of subcontractors, creating
more than 1,000 jobs. In 2014, the total
cost of the operation in Argentina was
in excess of US$100 million. m
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THINK TANKS &
UNMISSABLE
READS

MORE AND MORE STUDY CENTERS ARE SPECIALIZING
IN RESEARCH INTO THE RELATIONSHIP BETWEEN LATIN
AMERICA AND THE CARIBBEAN, AND CHINA, AND MORE
AND MORE IS BEING PUBLISHED ON THE SUBJECT. THE
FOLLOWING IS A GUIDE TO THE REGION’S AND THE WORLD’S
THINK TANKS, AND A LIST OF RECOMMENDED PUBLICATIONS
TO HELP GRASP THE MULTIPLE DIMENSIONS OF THE LINK
BETWEEN THE REGION AND THE ASIAN GIANT.

Argentina. ALADAA was created in 1976 on the occasion of the XXX International
Congress of Human Sciences in Asia and North Africa. It seeks to exchange aca-
demic experiences among its members, to collaborate with higher study centers in
Latin America in the training of teachers and researchers, to exchange information,
and disseminate studies on Asia and Africa ancient and modern, and anything that
generally contributes to knowledge of Asia and Africa in Latin America.

Argentina. ACCA is a civil association dedicated to Mandarin Chinese language
courses and workshops; cultural events, lectures, and exhibitions; translation and
interpretation service, among other activities relating to the dissemination of Chi-
nese culture and art. It was formed in 2005 after years of teaching practice, initially
teaching Spanish to the Eastern community. Later there were requests from the
local population to learn Mandarin.

Colombia. Since its creation in 2006, it has been working to strengthen Latin America’s
relations—especially Colombia’s—with Asia-Pacific and to disseminate knowledge and
culture of the region, making it one of the main centers for Asian Studies.

Mexico. CECHIMEX aims to improve and deepen knowledge of Chinese so-
cioeconomy, focusing on long-term bilateral relations between China and Mexico.
Although CECHIMEX emphasizes economic aspects, it has full openness and the
greater interest from the start in incorporating topics analyzed by other areas and
in other faculties, such as agriculture, philosophy, history, architecture, engineering,
languages, international relations, and political science.

Argentina. CAPIS is a space open to interinstitutional cooperation with foreign
universities and centers, and to participation in university networks that promote
the spread of knowledge relating to the Asia-Pacific region and India. It comprises
professionals with proven track records and graduates in highly prestigious Asian
and European university institutions, who combine teaching work and academic
research with transfer activities to the public and private sectors.

Argentina. CLEPEC was born in 2013 by an initiative from a group of young Latin
American politicians who visited China at the invitation of the Chinese Communist
Party. Once there, they saw the need to work toward greater integration between
Latin America and China. CLEPEC’s main objectives are to continue to deepen
political relations between China and the region, and to work in conjunction with
governments, political parties, non-governmental organizations, universities, and
business chambers.

Chile. Cruzando el Pacifico [Crossing the Pacific] is a not-for-profit organization
that encourages academic, educational, cultural, and social exchange between
Chile and China, while seeking to develop interpersonal relationships and the need
to know each other better. The corporation aims to spread knowledge and unders-
tanding of the two nations by joining up institutions from the public and private
sectors, academia, and civil society, and encouraging the formation of non-compe-
titive networks and alliances in Latin America.

Argentina. Di Tella Asia Club is a space within the UTDT to spread culture and es-
tablish relations with the Asian continent. It seeks to promote exchanges between
professionals, students, and institutions with an interest in the bloc and to esta-
blish a go-to place for such meetings. Its mission is to promote relations with Asia
through lectures and seminars facilitating the understanding of Asian cultures.

Argentina. The School of Oriental Studies offers the Technical Degree in Contem-
porary China geared to the study of contemporary Chinese language, philosophy,
politics, and economics, and to developing the main themes of Sinology and of
Chinese cultures. It also offers the Bachelor’s Degree in Oriental Studies, which
goes in depth into the history, literature, religions, and philosophies of Asia.




Argentina. The ICBC Foundation is a not-for-profit organization spanning
more than 40 years’ activity in Argentina. Its origins can be traced back to
May 15, 1973, and the opening of the Argentine Export School. Since then, the
Foundation has been contributing concretely to people’s intellectual and spi-
ritual development in a framework of mutual respect and exchange based on
its three fundamental pillars: foreign trade, culture, and social commitment.

Argentina. The committee is made up of ambassadors, specialists, and re-
searchers, who hold regular meetings and set a program of activities. Its mis-
sion is to study and research, identify and publicize sectors interested in the
political, production, commercial, scientific, cultural, and strategic aspects of
that region.

Argentina. The ICUBA was founded in 2009. Its main aim is to promote,
through the teaching and dissemination of Chinese language and culture, the
relationship between Argentina and China, which has been progressively con-
solidated in the course of the last decade. The Confucius Institutes have pro-
liferated with agreements between the Asian giant and various universities in
the region.

Latin America. The Observatory is a joint LAIA, CAF, and ECLAC initiative. Its
aim is to deepen understanding of the economic relations between the two
regions, as well as providing a permanent mechanism to furnish the different
actors in the two regions with the information needed to adopt economic
policies and strategies. It covers 37 economies: 19 from Latin America and 18
from Asia-Pacific.

Mexico. Consisting of institutions and experts from Latin America and the Ca-
ribbean, REDEALAP’s objective is to support the development of research and
dissemination activities in relation to Asia-Pacific, with a view to contributing to
the creation of public and private strategies relating to the link between the two
regions. Among the network’s standout activities are its annual meetings, were
various research papers on Latin America and Asia are presented.

Peru. Based at the University of the Pacific, seeks to disseminate and deepen
understanding of China and its relations with Peru through academic research
and bilateral exchange.

THINK TANKS EN CHINA

CHINA ASSOCIATION FOR SCIENCE AND TECHNOLOGY (CAST)

CAST is a non-governmental organization of scientists and technology wor-
kers from China. Its history can be traced back to the foundation of the
People’s Republic of China, in 1949, when a group of organizations came to-
gether to call on the country’s entire scientific and technological community
to devote their efforts to building the New China. Since its foundation, it has
made a significant contribution to the progress of science and technology of
China, and to Chinese economic and social development.

ACADEMY OF MILITARY SCIENCE (AMS) OF THE CHINESE PEOPLE’S LIBE-
RATION ARMY

The AMS was founded in 1958 and has been the Chinese Army’s main cen-
ter for military research ever since. It reports directly to the Central Military
Commission (CMC) and also receives directives from the General Staff De-
partment. It mainly carries out research into military science, and into issues
of defense and development of the armed forces, as well as amending military
doctrines, regulations, and laws. Similarly, it provides strategic advice to the
military authorities. It currently has 500 researchers distributed across several
research departments.

CENTER FOR LATIN AMERICAN STUDIES, NANJING UNIVERSITY

The Center was established in 2006 to expand the study of language, culture,
history, society, politics, economy, and ecology to the whole of Latin America
in order to better understand the region, and to contribute to society with
the knowledge obtained. It develops academic research, periodicals, courses,
conferences, and workshops on the Latin American issues in the above fields
of study, and has a library specializing in Latin America.

DEVELOPMENT RESEARCH CENTER OF THE STATE COUNCIL (DRC),
PEOPLE’S REPUBLIC OF CHINA

The DRC is a research and policy consultation institution belonging to the
State Council. Since its establishment in 1981, it has carried out studies on
strategy issues and long-term domestic economy policy, social development
and reform, and Chinese opening. The institution advises, and provides policy
recommendations to the Central Committee of the Communist Party of China
and the State Council. It has a team of economists and researchers speciali-
zing in such different fields of action as macroeconomic policy, strategic de-
velopment, social development, and reform and business development.




CHINA NATIONAL COMMITTEE FOR PACIFIC ECONOMIC COOPERATION
(CNCPEC)

CNCPEC is a national organization established in 1986, after the launch of the
Pacific Economic Cooperation Council (PECC), to promote economic coope-
ration in the Pacific region. To this end, it includes representatives from the
Chinese government, business and industry, academic institutions, and other
intellectual milieu. Its main tasks are geared to the organization and coordi-
nation of different sectors to participate in the PECC’s activities and promote
exchanges with other members, as well as conducting research into economic
development and cooperation in the Pacific.

CHINESE INSTITUTE OF INTERNATIONAL STUDIES (CIIS)

The CIIS is a think tank of the Chinese Ministry of Foreign Affairs. It carries out
research and analysis into a wide range of foreign policy issues. It was founded
in 1956 as the “Institute of International Relations” and was renamed in Decem-
ber 1986. Its studies focus mainly on medium- and long-term strategic issues,
particularly those relating to international policy and economy. It even takes
consultations and makes recommendations on issues of current international
importance.

CHINA INSTITUTES OF CONTEMPORARY INTERNATIONAL RELATIONS (CICIR)

The CICIR is an institution dedicated to research covering the international
situation. It was officially set up in 1980 and was renamed in 2003. The or-
ganization focuses mainly on international strategy, international politics and
economics, and global and regional security, particularly of the main hubs of
world power. It has eleven institutes and ten research units.

INSTITUTE OF LATIN AMERICAN STUDIES (ILAS), CHINESE ACADEMY OF
SOCIAL SCIENCES (CASS)

Founded in 1961, ILAS is one of the largest research institutions on Latin Ame-
rica in China. Its key research points are the politics, economics, internatio-
nal relations, culture, and social problems of Latin America. It comprises five
research departments: Politics, Economy, International Relations, Social Pro-
blems, and Multidisciplinary Studies.

INSTITUTE OF STRATEGIC AND INTERNATIONAL STUDIES (lISS), PEKING
UNIVERSITY

Founded in 2013, the IISS is a research institute devoted to the study of inter-
national politics and security, and global governance. It puts an emphasis on
presenting strategic perspectives and policy recommendations to government
agencies, businesses, and other institutions in China. The IISS publishes various
works, notably including the Strategic and International Studies Report and
the annual review of China’s international strategy.tions with the main actors in
the international system and with their regional environment.
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A BRAVE NEW CHINA, THE BIG CHANGE.
FRANCESCO SISCI..GOWARE. 2014.
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This book looks in detail at how the Chinese see themselves, the
world, and the challenges ahead. It navigates through China’s his-
tory, traditions, geography, and the transformations it underwent
during the twentieth century, which converted it into a new and di-
fferent China. The author contends that the Chinese have changed
so much that they do not see themselves in their present shape, just
like an animal going through a metamorphosis. It also claims that we
are in the middle of this huge transformation and we do not know if
and when the new shape will stabilize and what impact it will have
on the conscience of the Chinese and of the people of the world
looking at China.

BY ALL MEANS

BY ALL MEANS NECESSARY, HOW CHINA’S RESOURCE QUEST
IS CHANGING THE WORLD.
ELIZABETH C. ECONOMY & MICHAEL LEVI. OXFORD UNIVERSITY PRESS. 2014.

NECESSARY

The authors explore the expansion of the Chinese economy and the
global effects of its dizzying growth. They analyze the impact of
international insertion and the need to secure resources to feed and
sustain the economy and the population. They also look deeply into
defense and security policy in Asia, and into trade policy and foreign
market capture through companies and corporations. The work tries
to give an account of where the search for raw materials will lead
China in the years to comeé and what the consequences will be for
the country and the world.

CHINA 3.0.
MARK LEONARD (ED.). EUROPEAN COUNCIL ON FOREIGN
RELATIONS. 2012.

This is a compilation of articles that provide different perspectives
about the great debates taking place on China’s future, its model for
growth, political system, and foreign relations. It essentially analyzes
the change of leadership in the Chinese Government and its shift
toward the next stage of development.

©




CHINA IN THE 21ST CENTURY:
WHAT EVERYONE NEEDS TO KNOW.
JEFFREY N. WASSERSTROM. OXFORD UNIVERSITY PRESS. 2013.

It seeks to contribute to understanding on China, and its political
and economic system by providing answers to its meteoric rise and
growth. It looks at historical legacies, and the design, reform, and
development of its economic and financial system. It also places an
emphasis on cultural aspects and analyzes the Chinese view of the
world and of the main actors in the international system. The author
also provides a guide to possible Chinese courses of action vis-a-vis
United States, Russia, India, and the countries of East Asia.

THE CHINA MODEL: POLITICAL MERITOCRACY
AND THE LIMITS OF DEMOCRACY.
DANIEL A. BELL. PRINCETON UNIVERSITY PRESS. 2015.

Bell’'s book explores and contributes to an understanding of the
Chinese political system, which it describes as a political meri-
tocracy. It seeks to understand the ideals and the reality of this
system by answering three main questions: How do the ideals of
political meritocracy set the standards for evaluating political pro-
gress in China? How does China avoid the disadvantages of poli-
tical meritocracy? And how can meritocracy be better combined
with democracy?

CHINA ON THE GROUND IN LATIN AMERICA: CHALLENGES
FOR THE CHINESE AND IMPACTS ON THE REGION.
R. EVAN ELLIS. PALGRAVE MACMILLAN. 2014.

This work analyzes China’s presence in Latin America and the Ca-
ribbean since 2009. Evan Ellis provides a comprehensive overview of
China’s trading activity in such sectors as energy, mining, agricultu-
re, manufacturing, construction, and services. He also goes into the
dilemma faced by the Chinese government regarding the use of its
growing “soft power” and other instruments geared to protecting its
interests in the region, against the background of its sustained posi-
tion of respect for internal affairs and national sovereignty.

Chann's Row
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CHINA’'S NEW GOVERNING PARTY PARADIGM: POLITICALCRE-
NEWAL AND PURSUIT OF NATIONAL REJUVENATION.
TIMOTHY R. HEATH. ROUTLEDGE. 2014.

Heath argues that, for the first time since its foundation, the Chi-
nese Communist Party has adopted a new paradigm for its role in
China, abandoning its identity as a revolutionary party and assu-
ming a new identity as a government party committed to meeting
the diverse needs of its population and to revitalizing China as a

great power.
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CHINA’S PATH TO INNOVATION.
XIAOLAN FU. CAMBRIDGE UNIVERSITY PRESS. 2015.

The author“argues that the success of industrial transformation

is the result of a process based fundamentally on imitation and

that, to sustain this success, China is now relying on its ability to
develop a strategy to strengthen its capacity for innovation. The
book sets out quantitative and qualitative research that includes
an analysis of the country, its provinces, and its companies. Diffe-
rent theories are used to examine the motivations, obstacles, and
consequences of Chinese innovation in order to draw lessons from
China’s experience.
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THE DRAGON IN THE ROOM: CHINA AND THE FUTURE OF
LATIN AMERICAN INDUSTRIALIZATION.

KEVIN GALLAGHER Y ROBERTO PORZECANSKI.

STANFORD UNIVERSITY PRESS. 2010.

This book analyzes China’s role in Latin American and Caribbean
growth. The main emphasis is placed on the fact that, while China
contributes to regional growth by importing primary commodi-
ties, it hampers the region’s ability to generate long-term econo-
mic growth, by making it impossible for Latin American manufac-
turing to compete with Chinese manufacturing. The authors argue
that China’s road to globalization, which puts more emphasis on
gradualism and coordinated macroeconomic and industrial poli-
cies, goes far beyond the Washington Consensus adopted in the
past by many Latin American countries.

THE END OF COPYCAT CHINA: THE RISE OF CREATIVITY,
INNOVATION AND INDIVIDUALISM IN ASIA.
SHAUN REIN. WILEY. 2014.

This book addresses the subject of China’s ongoing shift from an
economy based on strong investment to a service and consumer
economy. It describes in detail how Chinese companies are fo-
cusing increasingly on innovation, and how consumer aspirations
and demands are evolving. Accordingly, it observes that China is
leaving behind its investment- and export-based growth model
of the last three decades and adopting a model more reliant on
domestic consumption.
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How to build a convergence within
the diversity of integrationist expe-
riences? How can global efforts con-
verge with regional and national
realities through a glocal (global +
local) governance that supports a
productive integration and gener-
ates sustainable jobs?

In this context of new challenges,
Latin America must face the trans-
formation of the Chinese economic model. After years of
keeping prices of raw materials high, an exponential growth
and an active investment policy in the region, Chinese
economy grows at a slower rate, shows greater financial
volatility, and shifts the focus from production to consump-
tion.

How will this metamorphosis impact on Latin-American
development? What are the ways to overcome the stage of
mere exchange of commodities for industrial products?
How to move forward to a technology transfer that fosters
innovation and facilitates export diversification?
World-class authors, diplomats, negotiators, academics and
private sector representatives analyze here the outlook of
the linkage with the Asian giant.

From an interdisciplinary approach, the Institute for the
Integration of Latin America and the Caribbean (INTAL), a
unit of the Department of Integration and Trade of the
Inter-American Development Bank (IDB), makes through
this volume a contribution to building a regional agenda to
jointly address the questions of the current scenario.




