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INTRODUCTION

When the current United States’ president took office, Geopolitics would not
wait to get back at him, The Economist magazine pointed out. After all, “little more
than a week after Donald Trump’s victory, Xi Jinping, president of the world’s
second-largest economy, set off for Latin America — his third trip there since 2013
— clutching a sheaf of trade deals” (Economist, 2016). Chinese initiatives, invest-
ments and inroads were being made long before the change of government in
Washington, but at a time “when the image of the big, bad yanqui seems to be
making a comeback, Mr Xi may find himself with an opportunity to boost Chinese
influence in the American backyard” (Economist, 2016). Just days after Trump’s
election and his penchant for threats, vitriol and ripping up trade deals, Beijing
released a white paper calling Latin America and the Caribbean a “land of vitality
and hope” (Foreign Policy, 2017).

South America experienced a period of relative bonanza in the first decade of
the 21st century, due to the appreciation of commodities in the global market. The
economies of the region had had China as the main buyer of its exports of agroin-
dustrial products, metals and hydrocarbons. This demand for natural and ener-
getic resources by the Chinese colossus strengthened the countries’ cash position
in that period and contributed to the expansion of the “autonomy margin of the
economies of South America” (ECLAC, 2016a, p. 42).

This favorable economic scenario in the region began to revert around 2012,
on account of the effects of the global financial crisis that erupted from 2008 on-
wards and pushed down commodity prices. Since then, the world economy, with
rare exceptions, endures low economic growth. In this period, China recorded 10%
annual growth until 2012 and about 7% in the following years. The economic
slowdown of the United States, Europe and Japan contrasts with the Chinese dy-
namism and reinforces its position of economic and geopolitical power in the in-
ternational order.

On average, in 2016 Latin American economies contracted for the second
consecutive year and growth rose around 1% percent in 2017. In addition, the
international private sector withdraws from the region at an alarming rate, causing
negative net capital flows to Latin America for the first time since 1998. Trade
policies, but also institutions such as the World Bank to which Latin America could
appeal to boost their economies, move at an uncertain pace with the election of
Donald Trump (FOREIGN POLICY, 2017). In this context, China is attempting to
increase trade with the region by US$ 500 billion and foreign investment to US$
250 billion by 2025. Proof of this is the fact that the China Development Bank and
the Export-Import Bank of China allocate more funding to Latin America than the
total sum offered by the World Bank, the Inter-American Development Bank, and
the Andean Development Corporation (CAF) each year.

As Abdenur (2017) points out, “sweeping statements about China’s role in
Latin American Countries tend to overlook the highly variable forms and effects
of China’s investments in the region — not to mention the fact that many, if not most,
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major projects announced never see the light of day” (p. 175). The author stresses
that Chinese investments have been concentrated heavily in the region’s major com-
modities exporters, especially Venezuela and Brazil, and extractive nodes like Chile
and Peru (Abdenur, 2017).

In a report on Chinese investments in Latin America, the British magazine The
Economist described the economic partnership between the Asian country and our
region “a golden opportunity” (Economist, 2016). Imports of raw materials, copper,
iron, oil and soybeans account for three quarters of the region’s exports to China,
in addition to a variety of products. But the impact on employment in the region
is questionable. The Economist magazine notes that a Boston University study
shows that exports to China generated 17% fewer jobs per dollar than exports to
other countries. The magazine also cites that a study published by the Atlantic
Council, a Washington think tank, concludes that Chinese exports “affected the
deindustrialization of the region”. Alerting to the geopolitical intentions of the
Asian giant, the magazine makes it clear that the United States loses most, not
only in economic but political terms, with the election of Donald Trump at a time
when China further boosts its relations with Latin America.

In Brazil, the first four months of 2017 alone, China’s capital amounted to
about US$ 6 billion in mergers and acquisitions, leading the investments in the
country, even with economic and political uncertainties. China takes advantage of
president Michel Temer’s government liberalization wave to expand asset acquisi-
tions in the Brazilian market, with emphasis on the energy and mining sectors in
line with its ‘going global’ strategy (Acyoli and Ledo, 2011).

Brazilian foreign policy, which had already lost momentum at the end of Rous-
seff’s first term (2011-2014), was adrift. The Brazilian agenda for South America
lost ground and the MERCOSUR crisis worsened. This retreat of Brazilian diplo-
macy inside and outside the region restores the Country on the route of a regressive
international insertion and, at a moment when Donald Trump’s United States dis-
engages from the Trans-Pacific Partnership (TPP), withdraws from the Agreement
of Paris (2015) and seizes the banner of economic and commercial protectionism,
Brazil loses opportunities for its absence of a policy for its strategic environment.

The purpose of this article is to analyze China’s trade and investment relations
with South America, especially with Brazil and MERCOSUR in the context of the
international economic crisis.

BRAZIL, CHINA AND THE LATIN AMERICAN SPACE

Despite the economic crisis and political uncertainty in Brazil, in 2016 Brazil
received US$ 59 billion in foreign direct investment (FDI) from the total of US$
145 billion invested in Latin America (Valor, 2017a). A significant portion of this
amount comes from China, which ranks as the second largest investor in the world,
behind only the United States. However, as the region’s main economy, Brazil finds
difficult to diversify its trade relations with the Asian power.
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The intensification of the presence of Chinese businesses in Latin America,
and especially in South America, has received different reactions from analysts
and scholars. There are those who regard economic and trade relations between
China and Latin America as complementary and therefore mutually beneficial. In
its pages a few months ago, the US magazine Foreign Policy also points out that
“with economic ties with the United States more uncertain than ever, Latin Amer-
ica would do well to solidify those ties with China, but with caution” (Foreign
Policy, 2017). However, other analysts emphasize the economic asymmetries and
the reprimarization of the export agenda, forming a new dependency (Ferchen,
2011; Jenkins, 2015).

The optimistic trend tends to value the complementarity relation, since the
increase of the Chinese demand for raw materials would contribute to the develop-
ment of the countries of the region. The pessimistic trend, however, points out that
China poses a threat to exports of manufactured goods from the South (JENKINS,
2015). There would be a rerun of the well-known center-periphery relationship, this
time in relation to China. This asymmetric relationship is characterized by ECLAC
as being of the North-South type (ECLAC, 2016a).

An ECLAC study (2015) on economic cooperation between Latin America and
China shows the dependence of the region on the Chinese market for the export of
primary products clearly. Meanwhile, China sells high, medium and low technol-
ogy manufactures to Latin American countries. The trend, according to ECLAC,
indicates that China will increase its trade and economic presence in Latin Ameri-
ca and the Caribbean. The data shows how China’s recent and intense trade rela-
tions with the region have grown over the past decade and a half. In 2000 China
bought about 1% out of the region and exported almost nothing to it. A decade
later it was close to 10% and it is projected that by 2020 it will surpass a tradi-
tional partner, that is, the European Union. Despite China’s growing importance in
trade with Latin America, the United States continues to be a key partner for the
region as a whole, even with the downsizing of its economy’s dynamism after the
2008 crisis (Klemi and Menezes, 2016).

For China the main markets are Asia, the European Union and the United
States. The share of Latin America is small compared to these other three regions
and countries. For the countries of the region, especially those in South America,
trade with China is fundamental: of the total goods exported to China in 2014 by
the region, Brazil sent 42.6% (US$ 40.6 billion), followed by Chile with 19.4%
(US$ 18.4 billion), Venezuela 10.8% (US$ 10.3 billion), Peru 7.3% (US$ 6.9 bil-
lion), Mexico 6.3% (US$ 5.9 billion), Colombia 5.9% (US$ 5.6 billion) and Ar-
gentina 4.9% (US$ 4.6 billion). Of the total exports of goods by Latin America and
the Caribbean to the Chinese market, these seven countries exported 97.2%, that
is, trade relations with China do not cover the region as a whole. Leaving Mexico’s
participation, South America accounts for 91% of the total (Eclac, 20135).

According to Acioly and Ledo (2011), Chinese direct foreign investment has
two essential characteristics: (i) the concentration of investments in the primary
and services sectors, as well as (ii) the concentration of investments in regions with
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abundance in natural resources and important financial centers. This characteristic
of Chinese economic policy mirrors recent trade trends, that is, the increasing in-
tegration of world production through global value chains in a process that con-
nects developed and developing countries, revealing the importance of exponential
price increases of agricultural products and natural resources since the 2000s. In
addition, the main vectors of foreign investment are state-owned enterprises in
sectors such as petrochemical, energy and mining, revealing the preference of the
Chinese government for the type of investment seeking.

To this end, in 2002 the Chinese State began a new phase of internationaliza-
tion of the country’s enterprises known as “going global”, approved at the 16th
Communist Party Congress. The main focus of this strategy is to ensure access to
natural resources through the acquisition of energy and food industries driven by
resource diplomacy. According to Acioly and Ledo (2011), there are five goals
pursued by the Going Global program:

The first was to change the Chinese state’s intervention pattern in order
to assume a position of greater regulation of the system rather than di-
rectly controlling the sectoral / spatial distribution of the direct invest-
ments made by the country. The second was intended to decentralize
and relax the licensing concessions for Chinese enterprises. The third
objective was to broaden the incentives for the internationalization of
enterprises and eliminate exit barriers to investment. The fourth was re-
lated to the reduction of capital control and the creation of new financ-
ing channels for investments abroad. The latter aimed at integrating the
policy of internationalization of Chinese enterprises into other existing
policies for the external sector as a way of accelerating the process of
integration with countries where China had already established trade or
foreign policy relations (Acioly and Ledo, 2011, p. 70 — our translation).

Essentially, the Chinese State seeks to secure sources of energy and food sup-
plies through the internationalization of its enterprises via acquisitions in these
two sectors and thus ensure both the process of growth and expansion of its
economy and meet the food needs of its population. On one hand, the increase
in the volume of foreign direct investment — in 2016 it was US$ 183 billion —
deepening its insertion in global value chains, and on the other, the process of
internationalization of companies, fostering the opening of the economy, strength-
ening of industrial policy and economic development. This process is marked by
the decisive presence of the Chinese State. In this context, we must understand
the growing commercial involvement between China and South America in recent
years, revealing the country’s presence in the region as a way to strengthen its
expansion project (Veiga and Rios, 2015).

As Graph 1 demonstrates, the energy sector was the leading area of attraction
of Chinese investments in 2018 in Brazil, for example:
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Graph 1: Chinese Investments in Brazil divided by Sector
(announced vs confirmed) 2018 | Analysis by number of project
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The following chart (Graph 2), about China’s types of investments in Brazil,
demonstrates that, in just over a decade, the greenfield modality grew almost five-
fold and merges & acquisitions jumped from 2 between 2007-2009 to 16 in 2018.
The joint ventures maintained around 3 in that same period. In Graph 3, each of
these modalities is presented in percentage terms:

Graph 2: Form of Entry of The Chinese Investments in Brazil
(announced and confirmed) | 2007 - 2018 | Analysis by number of projects
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Graph 3: Form of Entry of Chinese Investments in Brazil
(confirmed) | 2018 Analysis by nymber of projects
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The preference for the Chinese government’s resource seeking in expand its
market relations with South American countries generated positive impacts in rela-
tion to the region’s growth with the increase in the prices of primary products,
according to ECLAC (2016a). However, the decline in commodity prices from 2012
onwards and the unequal trade between the countries of the region and the Chinese

State result in a dependent growth.

As Ilan Bizberg (2018) demonstrates, both Latin America and Asia observed
an impressive growth of their economies from the turn of the century until 2013.
However, the author points out that the mode of development of Asia, as character-
ized mainly by China, is more sustainable than the one followed by Latin America,

and the stakes are high for the Latin American countries:

452

[...] from the turn of the century until 2013, in Latin America, growth
was, for the first time since ISI (1940s to end of the 1970s), accompa-
nied by a diminution of the great inequality that has characterized this
continent due to both a decisive effort of redistribution and the effects of
economic growth. In fact, one of the characteristics of the mode of devel-
opment adopted by many Latin American countries during the commod-
ity super cycle (especially Brazil and Argentina) was to redistribute in
order to expand the internal market, allow for the growth of the middle
classes and impulse economic growth; a wage led growth (Boyer, 2014).
In the midst of the present economic and (notably in Brazil) also political
crisis, the question of the sustainability of the growth mode followed by
these countries is forcibly posed, and the stability of the gains in terms of
reduced inequality and poverty and the growth of the middle classes is
also raised (Bizberg, 2018, p. 262).
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CHINESE INVESTMENT IN SOUTH AMERICA:
DIVERSIFICATION OF SECTORS?

Since 2002, the profile of Chinese investments and activities in the Latin Amer-
ican market has been guided by the “going global” strategy with external invest-
ments of the resource seeking type, led by state-owned companies to acquire the
necessary inputs to the chain and control of the sources of fundamental raw mate-
rials to the Asian giant’s production process. In general terms, FDI has shown that
the relative scarcity of natural resources in the country has resulted in an investment
pattern focused on the energy and commodities sector (Veiga and Rios, 20135;
Zhang, 2011).

Thus, among the 100 most internationalized companies in the world in 2008
(at the beginning of the international financial crisis), 13 were Chinese. Companies
such as CITIC, China State Construction Engineering Corporation and Sinochen
have about 20% of their assets abroad, with Cosco being the most internationalized
of them with more than 70% (Veiga and Rios, 2015; UNCTAD, 2010). In 2010
alone, the top 10 Chinese state-owned purchase projects broke the US$ 1 billion
mark, exemplified in the purchase of companies such as Statoil, Galp and Repsol
(Acioly and Ledo, 2011; Schuffner, 2012).

However, after the slowdown in the world economy because of the 2008 crisis,
is it possible to determine a change in China’s performance towards economic and
trade relations with the two main MERCOSUR members — Brazil and Argentina?
In the face of ongoing transformations in international financial and monetary
systems, is it possible to say that China is implementing a second “going global”,
broadening its strategy to other sectors?

From 2007 to 2012, low productivity, falling GDP, declining consumption and
rising unemployment ended up affecting the US economy and its domino effect on
other world economies. In 2008, the US was the world’s largest importers with a
total sum of about US$ 2.2 trillion and third place in the list of major exporters
with a volume of US$ 1.8 trillion. With its multinationals in more than 193 coun-
tries, when the US economy went into recession, the volume of its imports signifi-
cantly decreased, affecting countries around the world, mainly China and Brazil.

As Abdenur (2017) points out “faced with a variety of institutional barriers to
entry and new sources of uncertainty, Chinese companies tend to ‘test the water’
through mergers and acquisitions, as well as joint ventures, before delving into
direct mining or drilling” (p. 177). The author explains that this cautious approach
is “driven not only by profit-seeking but also by a more immediate desire to skirt
political controversy, which makes China less salient in Latin American public
debates as compared to debates in other regions” (p. 176). And in the instances
when Chinese firms do invest in greenfield projects, especially large-scale initiatives
with considerable environmental footprints and social impact, Abdenur stresses
that “these are subject to broader contestation, especially on the part of local civil
society groups, and risk becoming the subject of negative coverage by Latin Amer-
ican as well as external media outlets” (Abdenur, 2017, p. 176).

In Brazil, the sectors that received the most investments from Chinese compa-
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nies were those of commodities (mainly minerals) and energy. In 2009, China as-
sumed the position of Brazil’s first trading partner. During this period, Brazilian
exports to China reached US$ 20 billion. Brazilian imports from China reached a
level of US$ 15 billion, resulting in a favorable balance to Brazil of almost US$ 5
billion (Estadido, 2010).

Graph 4: Chinese Aquisitions in Brazil (Global Amount - US$ Millions)
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Source: Valor Econdémico Magazine - 04/24/2017.

This relationship is characterized by a realignment of FDI activities in Brazil. This
is achieved by granting long-term investments to implement a market-seeking strat-
egy with the potential to establish an export platform oriented to Latin America and
Brazil (Veiga and Rios, 2015; Pinto, 2011). According to a study published by ECLAC
in 2016, from the Latin American and Caribbean perspective, export diversification
appears as the main pending subject: only five products, all primary, accounted for
69% of the value of regional shipments to China in 2015. The dynamics of Chinese
direct foreign investment in the region it reinforces this pattern, since almost 90% of
said investment between 2010 and 2015 he went to extractive activities, in particular
mining and hydrocarbon production (ECLAC, 2016b, p. 6). Another study, in 2018,
demonstrated that, between 2005 and 2017, foreign direct investment from China
not only showed strong concentration in terms of sectors (with mining and hydro-
carbons accounting for about 80%) but in terms of the destination countries, with
Brazil, Peru and Argentina receiving 81% of the total (UN, 2018).

Of the total acquisitions, 30% were in the primary sector (18 projects), 47% in
the secondary sector (28 projects) and 23% in the tertiary sector (14 projects). Chi-
nese investments over the course of 2007 to 2012 included a range of sectors that go
beyond the search for natural resources. The automotive sector had great relative
importance with 13 projects announced, followed by others from the industrial sec-
tor such as electronics, machinery and equipment. Regarding the differentiation of
sectors, considering the number of projects announced, the automobile sector reached
the level of 25% on average, while the energy sector concentrated 12% and that of
telecommunications and consumer electronics reached a combined average of 15%
over a period of five years (2007-2012) (China-Brazil Business Council, 2013).
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Graph 5 (2013): Chines Investments by Sector
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During this period, 60 investment projects were identified, by 44 Chinese
companies, totaling US$ 24.4 billion. The trend, less concentrated in commodities,
reveals two different realities: in South America the pattern persists in the search
for natural resources, while in Brazil one observes the advance for the manufactur-
ing or service sectors (Ferrin, 2016). This diversification of investments indicates
three phases of the Chinese operation and seems to reveal a substantial transition
in the direction of its investments in the region: (i) the first phase was sustained by
the demand for natural resources, in order to satisfy the demand for minerals, oil
and gas natural, in addition to agricultural products; (ii) the second shows the first
sign of transition, targeting sectors such as energy, telecommunications and infra-
structure projects; (iii) more recently, Chinese investors have turned their activities
to the capital goods, automotive and electronics sectors (Oliveira, 2016; China-
Brazil Business Council, 2013).

Graph 6: Latin America and the Caribbean: Structure of the Exports to the World
and to China divided by Technological Intensity, 2015 (in Percentages)
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This change in the profile of Chinese investments in South America, accord-
ing to UNCTAD data, indicates that FDIs directed to South America are mostly
concentrated in natural resources, but in Brazil’s case, new industrial policy mea-
sures have encouraged investments in other activities, especially in the automotive
sector (UNCTAD, 2013). In addition to resource seeking, China works on two
other fronts: diversifying its market (market seeking) and efficiency seeking. As
Dunning points out (1997, 1993), “there are four main drivers for FDI, that is,
natural resource-seeking, market-seeking, efficiency-seeking, and strategic asset-
seeking” (p. 104-5)*.

The automotive sector is the one that has attracted the most Chinese invest-
ments in Brazil, and this can contribute to a technological innovation in the Brazil-
ian industrial park.

Thus, the industrial and financial sectors gained relative importance between
2014 and 20135, valuing segments of the automotive sector, appliances and heavy
machinery, as well as the telephony and energy sectors. In general, Chinese invest-
ments in Brazil fluctuated between 2010 and 2016. The slowdown in the world
economy and the need to boost its productive capacity led China to invest in new
segments of the Brazilian domestic market. China, once focused almost exclusively
on the acquisition of natural resources and investments in the primary sectors,
reveals its new facet as a global player. The diversification of investments translates
into the search for assets in the areas of technology, finance and real estate:

Between 2011 and 2013, it is possible to notice a gradual change in the
profile of Chinese investments in Brazil. During this period, Chinese
companies sought new opportunities in the industrial area, particularly
in the machinery and equipment, automotive and electronics sectors, in
view of the Brazilian domestic market. [...] The process of diversification
of Chinese investments in Brazil continued with a subsequent interest in
the service sector, especially in the financial sphere. A third moment of
the bilateral relationship begins approximately in 2013, when Chinese
banks. In a second moment, Chinese companies sought new opportu-
nities in the industrial area, considering the Brazilian domestic market.
These companies were established in Brazil or acquired equity interests in
Brazilian or international banks already operating in Brazil. [...] (China-
Brazil Business Council, 2017, p. 8).

In Brazil, Chinese investments have grown and gradually begun to diversify.
This is a result of Chinese demand for new markets, acquisition of new technolo-
gies and expansion of its influence beyond its regional scope. In line with its

! For an analysis of each of the types of motivation or determinants that lead firms to produce in the
international market see Priscila G. Castro and Antonio C. Campos “Uma discussio sobre o
comportamento do investimento estrangeiro direto diante de crises financeiras”, Revista Pesquisa e
debate, 2018, p. 23-49.
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performance in recent years, through the participation and acquisition of several
multinational companies on a global scale of business, China puts Brazil in its
new phase of investments, characterizing some kind of “going global number 27,
this time more diversified.

China’s recent investments in South America have branched out, according to
The Economist (2016). In September 2016, China’s State Grid bought a 23% stake
in Brazilian energy company CPFL for US$ 1.8 billion. WTorre, a Brazilian con-
struction company, has signed an agreement with China Communications and
Construction Company International to build a port in Maranhio. Chinese finan-
cial companies are also getting involved. Fosun, an investment company, also
bought, in 2016, a controlling stake in Rio Bravo, which manages assets in Sdo
Paulo. In the year 2015, Bank of Communications bought 80% of BBM, a Brazil-
ian lender, for 525m reais (US$ 174 million). In neighboring Argentina, also in 20135,
the government of Cristina Ferndndez de Kirchner, then president, signed a US$ 1
billion agreement to buy Chinese fighters and ocean patrol vessels. Christina also
passed an agreement giving the Chinese the right to build a satellite-tracking station
in the province of Neuquén, in Argentine Patagonia. After criticizing the agreement
before his election in November 2015, the new president, Mauricio Macri, ap-
proved the deal. The Chinese say the site has no military purpose and was designed
as part of a lunar mission to be launched in 2017. But satellite experts say some of
the equipment may also have military uses. The Economist magazine calls attention
to the fact that the facility operator is a unit of the People’s Liberation Army, the
name of all Chinese military services (Economist, 2016).

MERCOSUR AND TRADE WITH CHINA IN THE POST-2008 PERIOD

In less than a decade and a half, China has become a crucial destination for
Latin America’s primary products and already occupies the position of first or
second trading partner in several countries of the region. By 2013, about 80% of
the region’s exports to the Chinese market were concentrated on only five primary
products (oil, soybean, iron ore, copper and sugar), a significant increase from 47%
primary products exported in 2000. According to ECLAC, this shows “the strong
reprimarization process that has taken place since then” (2015, p. 43).

The main explanation for the strong increase in trade relations between
China and Latin America is that the Chinese economic growth between 2000 and
2012 was 10% per year. With the unfolding of the 2008 international crisis,
China’s growth slowed down and thus so did the demand for raw materials, ob-
served in the first decade of the twenty-first century. Between 2010 and 2016, the
MERCOSUR trade balance with China showed a positive balance only in 2011
and 2016, showing a relative competitiveness loss of its exports, as shown in the
table below:
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Mercosur — China trade exchange (in US$ million)

Year Exports Imports Balance Trade Chain
US$ FOB (A) US$ FOB (B) (A-B) (A+B)

2010 36.982.589.952 37.008.963.804 -26.373.852 73.991.553.756
2011 50.898.548.718 47565.088.623 3.333.460.095 98.463.637.341
2012 47066.711.223 48.224.357412 -1.157.646.189 95.291.068.635
2013 52.870.587.111 53.215.993.104 -345.405.993 106.086.580.215
2014 46.346.008.686 52.446.866.104 -6.100.857.418 98.792.874.790
2015 41.877.148.913 45.916.638.657 -4.039.489.744 87.793.787.570
2016 40.466.294.989 37.324.402.131 3.141.892.858 77790.697.120

Source: Elaborated by the authors, from the data by Alice Web/MDIC.

The reduction in MERCOSUR’s exports to the Chinese market from 2012 is
explained by the reduction in world commodity prices. In addition, the impacts of
the slowdown of the Chinese economy bring about major growth problems in
Latin America, where are affected by their dependence on volatile primary product
prices and the relationship with the Asian giant, which is clearly growing below its
potential (ECLAC, 2015). However, despite dependence on primary products and
the lack of diversification of the export agenda, South American countries could
recover in the face of increased flows and new business opportunities. This would
be possible with the increase of the Chinese economy in the innovation sector and
could contribute to create favorable conditions for the development of the South
American region (ECLAC, 2015).

However, unlike the investment process, the trade established by Brazil / Chi-
na — MERCOSUR / China continues to maintain its standards. In recent years,
Chinese growth has made it the second-largest economy in the world and has fa-
vored increased trade relations with South American countries. It is interesting to
note that the growing trade relationship between Brazil and Asia (more specifi-
cally China), fed the relative decline in trade relations between Brazil and Latin
America. In this way, the integration potential of the region is negatively affected
by the insertion of China in the Brazilian market, causing it to lose space in the
trade indicators of other countries in the region. MERCOSUR and its integration-
ist potential lose relative importance in trade flows and in the dynamism of the
region, reducing, as an economic block, its importance in global value chains
(Oliveira, 2016).

Over the last few years, the theme has been the same, with little room for
variation in the flow of trade between the two countries and in the block as a whole.
Within MERCOSUR, approximately US$ 311 billion were exported over six years.
However, history has repeated itself, and products such as soy (US$ 118 billion),
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iron ore (US$ 82 billion) and oil (US$ 31 billion) still reign as major exponents of
the export agenda, reaffirming the assertion of previous years and accounting for
more than 70% of the total exported value. In terms of imports, the scenario
changes drastically. Manufactured products make up almost the whole range of
imported products, demonstrating the dichotomy between what is sold to the for-
eign market and what is bought with more added value. Technology sector products
such as screens for microcomputers, circuits and cell phone terminals integrate the
range of the five main imported products. Thus, Brazil continually loses its indus-
trial share in the composition of the export agenda, which is much more a loss of
competitiveness than a domestic deindustrialization process. In any case, the loss
of competitiveness is mainly due to the inability to maintain attractiveness in the
face of Chinese and Asian products. In this way, China’s demand for commodities
compensates for lost revenues due to the retraction of imports of manufactured
goods (Oliveira, 2016, p. 158).

Since the beginning of the twenty-first century Brazil and China have gradu-
ally increased their trade relations. Then, in 2009, China becomes Brazil’s main
trading partner, surpassing the United States, which stood in the position for over
eighty years. Nonetheless, the steady increase in trade flows may distort the real
impacts on the Brazilian economy and development.

One of the concerns of the Chinese presence in the region is with regard to the
possible effects on MERCOSUR. Even when China did not represent a significant
percentage of the member countries’ trade, at the XXVI Meeting of the Common
Market Council held in July 2004 in Puerto Iguazu, the presidents “reaffirmed their
desire to deepen economic and trade relations between the economic block and
China Popular Republic. In this regard, they welcomed the holding of the Fifth Dia-
logue between both parties in Beijing, in which the MERCOSUR~China Enlace
Group was formed and decided to initiate a feasibility study on a possible trade
agreement “(MRE, 2004, p. 307). Since then, MERCOSUR does not seem to have
defined a collective strategy for dealing with the Chinese giant. Ferrer (2015) points
to this central point: MERCOSUR members need to agree on their policies for China.

FINAL CONSIDERATIONS

In this paper we analyze the growth of investment and trade between South
America and China. The increase in Chinese presence poses challenges for the
countries of the region, and especially for MERCOSUR. However, the political and
economic crisis in Brazil, the region’s main economy, weakens the country’s position
in the regional and international scenarios.

One of the main effects of the Brazilian economic crisis is the increasing loss
of competitiveness of its economy and consequently of markets in South America.
Add to this a new wave of liberalization carried out by the government of Michel
Temer with the deregulation of sectors such as energy and oil (in the case oil and
gas reserves in the so-called “pre-salt layer” on the country’s maritime coast) and
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civil aviation. This has facilitated the acquisition of companies by Chinese capital.
While on the one hand the diversification of Chinese investments goes beyond the
global going strategy, on the other hand it intensifies the Brazilian dependence on
the primary sector.

Although China remains Brazil’s main trading partner, the current government
does not hide its preference for closer relations with the United States. Since De-
cember 2016 when China has achieved market economy status in the World Trade
Organization its presence as world economic and political power has been con-
solidating.

Without a concerted strategy to deal with the Chinese colossus, the MERCO-
SUR countries clash and negotiate improperly with Beijing. In a scenario in which
commodity prices appear to remain low and under the effects of the 2008 interna-
tional crisis, South America increases its dependence on China. Thus, the Chinese
take advantage to advance on the economies of the region.
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