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China’s explosive economic growth and the rapid development of its manufacturing sector has
led the nation to increasingly turn its attention to Latin America. Over the past decade, China
has labored to expand its Sino-Latin connections. Chinese interest in Latin America is
predominately economic, rather than political.[1] First, Latin America represents an emerging
middle-income market, with approximately 530 million consumers on hand to purchase Chinese
exports.[2] Second, Latin America possesses an abundance of natural resources, which China
needs to fuel its industrial boom. “Latin America’s agricultural land per capita is three times
larger than China’s, while forest land and fresh water per capita is well over five times
higher.”[3]

Latin American Raw Materials Exporters Benefit from China’s Hunger

Latin America’s natural resource endowments correspond nicely with China’s need for fuels,
foods, and metals. China requires massive quantities of raw materials to feed its industrial
expansion. China is currently the world’s largest importer of soybeans and copper.[4] China
imports over 60% of the 50 million tons of soybeans annually consumed by its population.[5]
“Even in the politically sensitive terrain of food supply where China spends billions subsidizing
its agricultural base, the country cannot avoid a reliance on imports.”’[6] China also faces a
shortage of copper, manganese, and nickel, and thus relies on imports to satisfy its hunger.[7] In
addition, China is the world’s second largest importer of 0il.[8] Over the next two decades,
China’s oil needs are expected to double to 14 million barrels a day.[9]

Southern Cone and Andean nations, along with Brazil, have particularly benefited from China’s
voracious appetite for primary products. For example, Chile and Peru supply China with copper,
Argentina and Brazil export soybeans, and Brazil provides iron ore.[10] Nations that supply raw
materials have also profited from the ““ China effect”- higher global commodity prices due to the
surge in Chinese demand.[11]

Traditional Ricardian Comparative Advantage Relationship
The Chinese-Latin America relationship represents a classic centre-periphery connection.[12]

Latin American exports to China are predominantly raw materials and resource-based
manufactures.[13] In contrast, Chinese imports into the region overwhelmingly consist of


http://www.diazreus.com/news-articles-19.html#_ftn1
http://www.diazreus.com/news-articles-19.html#_ftn2
http://www.diazreus.com/news-articles-19.html#_ftn3
http://www.diazreus.com/news-articles-19.html#_ftn4
http://www.diazreus.com/news-articles-19.html#_ftn5
http://www.diazreus.com/news-articles-19.html#_ftn6
http://www.diazreus.com/news-articles-19.html#_ftn7
http://www.diazreus.com/news-articles-19.html#_ftn8
http://www.diazreus.com/news-articles-19.html#_ftn9
http://www.diazreus.com/news-articles-19.html#_ftn10
http://www.diazreus.com/news-articles-19.html#_ftn11
http://www.diazreus.com/news-articles-19.html#_ftn12
http://www.diazreus.com/news-articles-19.html#_ftn13

manufactured goods. Chinese manufactures are becoming more sophisticated, and the
proportion of medium and high technology products is on the rise.[14] Although the connection
between China and Latin America is often referred to as a South-South relationship,[15] it has
taken on a North-South tone,[16] with China in the driver’s seat.

Word of Warning

It is easy for Latin American nations to become complacent as they reap the economic rewards
of China’s commodity demands.[17] Nations that have benefited from the relationship should
nevertheless recognize that there are hazards associated with their growing dependence on low-
value-added commodity exports. An overdependence on raw material exports will leave these
countries vulnerable to a downturn in commodity prices or reduced demand from China.[18]
The region should be cognizant of “Dutch Disease,” a market failure characterized by high levels
of cheap imports, the sharp inflow of foreign currency, and deindustrialization.[19] In addition,
a concentration in natural resources can halt export diversification and lead to a loss of
competitiveness in manufacturing sectors.[20]

Need to Keep Long-Term Development Goals in Mind

The relationship between China and Latin America is deepening, but it is narrow.[21] Latin
American countries’ exports are concentrated in only a few resources: for example, 76% of
Chilean exports to China consist of copper and its derivatives; 90% of Colombian exports are pig
iron and other metals; 47% of Peruvian exports are copper and other metals, and 37% animal
feed; 74% of Brazilian exports are soya and its derivatives, iron ore, crude petroleum.[22]

While Latin American exporters of raw materials are undoubtedly receiving short-term benefits
from their relationship with China, in the long run, commodity dependency can stunt
socioeconomic development. To avoid being pushed into a “raw materials corner,” Latin
American governments and firms should strive to diversify their exports and become more
integrated into global production chains.[23]

China’s Surplus of Savings

Foreign Direct Investment (FDI) is a tool that can be used to advance long-term development
goals by boosting technology and upgrading infrastructure.[24] China’s vast pool of savings
offers great potential for financing the development of Latin America. “Asia is a high-savings
region, while Latin America is historically savings-poor.”[25] China, along with its neighboring
East Asian countries, has accumulated a large surplus of savings.[26] A comparison of the ratio
of China’s investment abroad to GDP reveals that “ China has ample room to continue investing
beyond its frontiers.”[27]

Importance of Infrastructure Improvement

The modernization and upgrading of Latin America’s infrastructure should be a policy priority.
Latin America’s transportation infrastructure is notoriously inefficient and expensive.[28]
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Improved roads, airports, ports, and railways would attract FDI by reducing transportation costs.
Better infrastructure would also allow countries to more effectively pursue regional integration.

Regional Cooperation and Integration

Proponents of regional integration purport that regional cooperation helps countries to boost their
competitiveness by exploiting scale and comparative advantages. Regional agreements may be
formed between Latin American countries, or between Latin American and Asian nations (e.g.
Free Trade Agreements exist between China-Chile, Japan- Chile, Japan-Mexico and, most
recently, China-Peru).[29] Regional cooperation allows for the development of “production
linkages and clusters,” and the organization of “hubs and spokes in transportation and port

systems.”[30]

For example, Mexico, with its close proximity to United States, could be used as a hub for Asian
exports.[31] A supply chain that originated in East Asia and terminated in Mexico could take
advantage of this close proximity and also capitalize on Mexico’s preferential access to the
United States and Canadian markets via the North American Free Trade Agreement
(NAFTA).[32] A Mexican firm in this scenario would become more integrated into global
manufacturing production networks. An Asian firm would benefit here by obtaining greater and
more stable access to markets. Of course, efficient infrastructure is essential to ensure that
geographical advantages translate into lower transportation costs.

“[TThe Chinese government seems to show interest in infrastructure projects not directly related
to its economy, albeit essential in the transportation of natural resources, and proposes to fund
these projects in order to be perceived as a partner in development.”[33] It is thus imperative
that Latin American countries promote investment opportunities, not only in infrastructure, but
also in other sectors that will lead to sustainable development. Policies should be pursued that
“diversify exports in the direction of knowledge-based goods and services that are related to the
country’s comparative advantage in natural resources.”[34]

Conclusion

Chinese economic involvement in Latin America can indeed advance sustainable growth in the
region. However, to avoid the pitfalls of commodity dependency, Latin American countries
should pursue policies that keep long-term socioeconomic development goals in mind. The
future advancement of Latin America will hinge on the region’s ability to “transform its natural
resource wealth into improvements in human capital, infrastructure, and innovation, and on its
ability to enhance the knowledge content of its production.”[35] While it is easy for Latin
American political and social institutions to become complacent as they enjoy their comparative
advantage in primary materials, it is important that nations strive to become more integrated into
global production networks and develop their economies in alternative ways.
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