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Latin America economy: Chinese premier seeks deeper ties with
South America

June 27th 2012

FROM THE ECONOMIST INTELLIGENCE UNIT

A four-nation visit by the Chinese premier, Wen Jiabao, to South America has again
highlighted the growing importance of the Asian giant as an export market and source of
both direct investment and financing for the region. China wants to deepen the
relationship, and, in particular, is interested in a trade accord with the Mercosur nations.
However, some Mercosur governments have become wary of a growing trade imbalance
with China, and local businesses complain about competition from Chinese imports.
As commercial ties grow, regional governments are looking to rebalance the relationship
by promoting the export of more value-added goods.

Having participated in the G-20 summit in Mexico on June 18th-19th, Mr Wen travelled to Brazil,
Uruguay, Argentina and Chile. Although there were no spectacular announcements, the Chinese
premier signed several trade and co-operation agreements in the countries he visited. Mr Wen
himself is scheduled to leave office and active political life in early 2013, after China selects a
new leader for the Communist Party and state government.

Making the rounds

The visit to Argentina on June 25th was particularly noteworthy, as this was the first trip by a
Chinese premier to that country in almost 30 years. Argentina wants to expand exports of
agricultural goods, especially corn, to China (an agreement on corn exports was signed earlier
this year, although shipments have not started because of issues related to genetically modified
strains). Argentina is already a leading supplier of soybean and soy oil, shipping 80% of its
soybeans to China. Its overall exports to China totalled US$6.2bn last year, while imports from
China reached US$10.6bn, according to government data.

Mr Wen and Argentina's president, Cristina Fernández, signed accords on nuclear energy and for
the export of Argentinian horses and livestock, as well as certain food products. They also sealed
a deal for a US$2bn loan to finance the modernisation of the Belgrano Cargas railway.

The two leaders also discussed a possible free-trade agreement between China and Mercosur. Mr
Wen said that he wanted trade between China and Mercosur to reach US$200bn by 2016, up
from around US$99bn in 2011, according to Argentinian government figures. China already has
free-trade agreements with Chile, Peru and Costa Rica. However, with Mercosur undergoing
serious internal strains owing to protectionist policies implemented by both Argentina and Brazil
(and with Paraguay suspended days ago because of the impeachment of its president), there is
little likelihood that a Chinese-Mercosur deal would be negotiated anytime soon. Even a long-
proposed trade pact with the EU, considered a bigger priority, has been stalled for years.

Currency swap agreement in Brazil

In Brazil, the most significant accord signed involved an agreement to swap up to US$30bn worth
of the two countries' currencies. This is part of a broader agreement—including Russia, India and
South Africa—to pool currencies as a means to protect themselves against global financial crises.
Brazil and China also pledged to share more financial information, and to boost co-operation and
investment in aerospace. Trade between the two countries totalled around US$56bn in 2010.

In Uruguay, Mr Wen signed economic, technological, environmental, agricultural, quality
surveillance and telecommunications agreements with that country's president, José Mujica, on
June 22nd. Mr Wen also showed interest in having Chinese investors finance the construction of
ports in Uruguay. Bilateral trade was US$3.4bn last year, according to official figures.

During his last stop in the region, in Chile, Mr Wen and president Sebastián Piñera set a goal of
doubling their bilateral trade to US$60bn by 2015. A Chinese renewable energy company,
SkySolar, also announced plans to construct a US$900m-$1.2bn solar park in the country.
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SkySolar, also announced plans to construct a US$900m-$1.2bn solar park in the country.

Chinese competition bites

China is now the third-largest trading partner for Latin America as a whole, but ranks first for
Brazil and Chile. According to Chinese data, in 2011 trade with the region was US$242bn, a jump
of 31.5% compared with the previous year. Sixty percent of the region's sales to China are
composed of natural resources, whereas most of what the region imports from that nation are
processed or manufactured goods. Strong Chinese demand for commodities has helped to boost
the economic growth of natural-resource producers such as Brazil, Peru and Chile. However,
although the Asian giant has gobbled up large amounts of commodities from the region, the influx
of products in the opposite direction has been growing even faster in recent years, raising alarm
among local producers.

Latin American countries are beginning to try to diversify their exports to include more value-
added products, aware of the risk of overdependence on commodities and the imbalance that
results in trade with China. During the Chinese leader's visit to Brazil, the two countries agreed to
boost the sale of Brazilian-made Embraer jets and other industrial goods, so that bilateral trade
would not be dominated by exports of Brazilian iron ore, soy and other commodities.

Furthermore, some regional businesses have complained that China's undervalued currency
(although the renminbi has been allowed to appreciate of late) and favourable tariff regime has
made life too easy for their Asian rivals.

Business reacts

Businesses have organised around the issue. In January, CNI, an industrial lobby in Brazil,
announced the creation of a new bilateral body with its peers in Argentina, to focus on ways to
deal with competition from imports. The body includes the bosses of 20 corporate heavyweights,
including firms like Mafrig, a Brazilian food group. Participants were quick to stress that their
priority is to fight off growing competition from China. CNI estimates that one out of every five
Brazilian companies faces competition from Chinese imports, and almost one-half have lost
market share to the new arrivals.

The problem is particularly acute for producers of textiles, clothes, shoes and drugs. In Brazil,
more than 60% of all imported clothing comes from China, and the ratio for textiles, toys and
furniture hovers at around 40-50%, according to BNDES, the national development bank. When it
comes to electric and electronic products, Chinese imports account for one-fifth of total Brazilian
consumption.

Producers of everything from car and motorcycle parts to shoes, textiles, brooms and
paintbrushes complain that cheap imports are damaging their ability to stay in business and
create jobs. The Brazilian association of plastic-based products, for example, has said that many
of the 12,000 companies in the industry, mostly small and medium-size enterprises, face
annihilation if imports continue to grow at the current rate of 20% a year. Its counterpart in the
electronics sector warns against the "destruction of the industry". Data from 2011 suggest that
electronics production has fallen by 7.4% since 2008, while imports have risen by 27% in the
same period.

Expanding complaints

China is also a favourite target for complaints from Argentina's local producers. Fundación Pro

Tejer, a textile lobby, has argued for more protectionist rules against Chinese imports, which
account for one-third of imported textile products—a share that has doubled since 2007. The
shoe industry has also requested protection.

Such industries have lobbied their governments, and both Brazil and Argentina have implemented
measures to help local producers. Last December, Ms Fernández convinced her colleagues from
Brazil, Paraguay and Uruguay to expand the number of products to be hit with Mercosur's
maximum 35% common external tariff. Brazil has also deployed its own weapons, granting
protection for sectors like toys, hairbrushes and cars, while Argentina, one of the most
protectionist countries in the world, has implemented a range of new foreign-exchange and
import controls. Although the restrictions are applied to most imports from outside the Mercosur
bloc, China is a main target.

Such measures will no doubt protect local producers in the short term. But regional leaders would
do better to concentrate on easing the structural constraints to increased export
competitiveness, including poor infrastructure—which increases logistics costs—inefficient and
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competitiveness, including poor infrastructure—which increases logistics costs—inefficient and
burdensome tax regimes, widespread red tape, and poor education and R&D systems, among
others.
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