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Development of Trade Relations Between Mexico
and ChinaUnder Non-Bilateral Trade Treaties
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Abstract: The Diplomatic relations between Mexico and the
People’s Republic of China were established on February 14, 1972,
after the Mexican government joined in October 1971 to vote in favor
of the Asian country joining the United Nations as sole
representative of that nation and accepting the principle of "one
China" based on the recognition of the indivisibility of its territory.
Even though China and Mexico have not signed any Free Trade
Agreement, economically speaking China is today the second largest
commercial partner of Mexico in the world and the third global
destination of Mexican exports. Under the Mexico-China
Comprehensive Strategic Association, agreements have been
generated that have improved Mexico's access to the Chinese market.
Still the bilateral trade balance between these two countries has been
in deficit for Mexico, especially as a result of the push achieved by
the PRC after joining the World Trade Organization.This research
attempts to analyses the trade relationship between Mexico and
China in the context SWOT analysis, that it, from the strengths,
weaknesses, opportunities and threats such partnership has, also
analyses whether or not this two nations are strategic partners, as
well as whether or not their economies reflect any benefit as a
consequence of their trade activity. At the end of thisresearch, it was
found that Mexico's trade exchange with China has not opened real
opportunities for Mexican foreign trade, and therefore has not
managed to become a key factor in the growth of the Mexican
economy, which partly is due to the deficit reported by México, which
show that commercial exchange has not been equitable between the
two parties.
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Chinese Trade

l. INTRODUCTION

A. Research Significance

The subject at hand is of great importance in the field of
International Relations, and in particular, in the study of
Mexican Foreign Trade, in the first case, because it is directly
related to the flows (imports and exports) of international trade,
referring in this case to two main players. Mexico and China.
Even though China is still a developing country, it aso the
second largest economy in the world and is rapidly advancing
on the path of being the largest. While its share in the world
economy was 1.8% in 1978, in 2017 it rose to 18.7%, it is the
country that has the world's most foreign currency reserve with
3.12 trillion. In 2018 China, which grew by 6.6%, in 2050 is
expected to have only 20% of the gross domestic product
income produced in the world. It is estimated that this
proportion will be followed by India and the US is in third
position. Therefore, it is extremely important for the studies of
International Relations research about the relationship between
China and Mexico, especially because today China is the
second commercia partner of Mexico in the world and the third
global destination of Mexican exports, and these two partners
have not even signed any Trade Agreement as Mexico has done
it with countries like USA and Japan.
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Indeed, and knowing the importance of international trade
in the economic growth of that country that manages to
insert a global economy with proven international
competitiveness, the intention is to investigate until which
point the relationship with China has created new
opportunities for Mexico's foreign trade. Not without first
remembering that Mexico, like other Latin American
countries, experienced economic crises in the 1980s and
1990s that resulted in a significant loss of its international
competitiveness.

B. Commentson Literature Review

Regarding the Chinese and Mexican literature in terms
of trade between these two countries, it is true that some
studies have been conducted in this regard; however, there
are ill problems that have not been fully addressed or
simply have not been treated by the academy, as well as by
the foreign policies of the countries involved. So from the
previous analysis the following problems are the ones still
unfinished or unresolved and they can be highlighted:

First: The lack of a political-commercial strategy in
order to diversify sales from Mexico to China, stimulate
business adliances, and strengthen commercia and
technological exchange, to be attractive in joint innovation
projects. The Mexican market could produce products made
in Mexico with Chinese inputs that would contribute to
improving the current account balance with that country,
and it would be obtained a win-win scheme.

Second: Lack of analysis and evaluation regarding
whether the policy established by Mexico has favored it, or
whether the real winner has been China. The lack of study
on a possible Free Trade Agreement between Mexico and
Chinato know if it would be advantageous or not to reduce
the deficit that Mexico has with respect to China, it is
necessary to take advantage of the economic reordering that
China is experiencing, as well as its interest in Latin
America, in order to not face a direct competitor, but to find
in China a commercia aly, with whom facilities are
identified to take advantage of Mexican products. It is
important to emphasize that the competent authorities
regarding the investment and trade opening decisions of
Mexico are the ones that must generate the conditions of a
competitive and fair market, without being completely
armored or afraid of this threat, but rather seeing the
presence of China in positively, as an opportunity for
growth.

Third: Mexico is not familiar with the Chinese market,
the lack of bilateral Mexico-China cooperation is essential,
since there is no free trade agreement and even so certain
agricultural products are managing to penetrate the Chinese
market by way of cooperation such as avocado, blackberry
and raspberry.
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Other products such as tequila have achieved some
penetration, but some types, such as reposed, till find
limitations. Furthermore, given that China has great
differences between its regions, it is necessary to achieve a
better dialogue at the regional level, and it is evident that
this requires strategic planning in order to know where there
are scarce products that Mexico could promote and study
deeper China, its opportunity areas, conditions and its
business culture. In summary, without renouncing its
privileged economic relationship with the United States,
Mexico has to decipher China in strategic terms and
improve its level of dialogue with the second great power in
the world, since it consolidates rapidly as the hegemonic
country of Asia, and the Mexican economy requires
participation in it to continue advancing.

C. Research methods

The methods used in this research were mainly two, the
SWOT analysis and the comparative method, and indirectly
the hypothetical-deductive method. The SWOT (strengths,
weaknesses, opportunities, and threats) analysis is a
framework used to evaluate a country's competitive position
and to develop strategic planning. Through SWOT analysis
the research has assessed to internal and external factors, as
well as current and future potential. The SWOT analysis is
designed to facilitate a realistic, fact-based, data-driven look
at the strengths and weaknesses of the countries relationship,
its initiatives and policies. During this analysis, data from
international entities such as the World Trade Organization
was used, as well as the nationa official websites from
Mexico and China, in order to have internal and external
data that lead to a more accurate analysis.

Likewise, throughout this research, the comparative
method was used, which is defined as a systematic research
procedure, based on the differentiation of phenomena, with
the intention of establishing similarities and differences
between them. Asaresult, it aimsto obtain data that leads to
the definition of a problem, the understanding of it and even
the search for possible improvements, as was the case when
comparing international trade between Mexico and China,
comparing the behavior that their economics have had over
the last twenty years, as well as their achievements and
challenges. Comparison is an effective method of putting
tacit knowledge and tacit attitudes into practice. This is
possible by demonstrating in paralel two objects or
situations with dlight differences and explaining the
differences between them, in this case the players were
China and Mexico.

The hypothetical-deductive method (HD) which was
indirectly used in this research is a methodologica
procedure that consists of taking some assertions as
hypotheses and testing these hypotheses, deducing from
them, together with knowledge that is aready known,
conclusions that are confronted with the facts. This
procedure is an important part of the methodology of
science; its application is linked to various methodological
operations: confrontation of facts, revision of existing
concepts, and formation of new concepts and reconciliation
of hypotheses with other theoretical propositions. Through
this method the reasoning involved started with a genera
theory of al possible factors that might affect the outcome;
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then deductions were made from that hypothesis to predict
what might happen at the end of this research. In researching
inquiry, reasoning is very important because, in order to
solve science problems, it is necessary to make hypotheses.
Many hypotheses cannot be tested directly; you have to
deduce from a hypothesis and make predictions which can
be tested through the analysis of the obtained outcomes.
That iswhat happened in this case.

[I.CURRENT SITUATION OF CHINESE AND
MEXICANT TRADE

A. Status of the Mexico's Trade: I mports and Exports

Mexican economy is an open economy since the 1980s,
which has gradually been integrated into global markets
through unilateral opening, through Mexico's membership in
General Agreement on Tariffs and Trade (GATT) in August
1985, to the World Trade Organization (WTO) in January
1995, and through the construction of a network of free
trade agreements.

Since Mexico entered the trade opening scheme, the
country's trade and economic policies have been oriented to
favor the performance of the external sector; but it was after
the signature of NAFTA 2.0 when the importance of the
behavior of the externa sector to generate nationa
economic growth has become more notable. It is so because
what Mexico has been looking to carrying out in its externa
sector is 1)remove obstacles to trade and facilitate the cross-
border movement of goods and services, 2) promote fair
competition conditions in the free trade zone, 3)
substantially increase investment opportunities; 4) protect
and enforce, properly and effectively, intellectual property
rights; 5) create effective procedures for the application and
fulfillment of the Treaty, for its joint administration and for
the resolution of controversy; and 6) establish guidelines for
further bilateral, trilateral, regiona and multilateral
cooperation aimed at expanding and improving the benefits
of this Agreement.

B. Mexico Trade Market Share

Thus, this has been the general scenario in which Mexico
has perform as international player, having in mind that
there have been ups and downs for Mexico in its interna
and external economy, today Mexico is the 15" largest
economy of the world and the 2 in Latin America. In 2018,
reviewed in 2019, Mexico was rank by the WTO as the 121"
leading exporter and importer in world merchandise trade,
while considering the European Union as one economic
entity, Mexico was aso ranked by WTO as the 7" leading
merchandise exporter and as the 8" leading merchandise

Y In April 1990 President Salinas sent a commission to the United States to
explore the possibility of signing a Free Trade Agreement with that nation.
The US authorities agreed and the negotiations began. Canada decided to
join the negotiations because it already had a free trade agreement signed
with the United States, so it became a trilateral agreement, called the
North American Free Trade Agreement (NAFTA), today called United
States Mexico and Canada Agreement (USMCA or NAFTA 2.0).
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importer, leaving behind Canada, Russia, Singapore, United
Arabs Emirates, Taipel, India, Switzerland, Saudi Arabia
and some more.

Leading exporters and importers in world merchandise trade, 2018

(Bilion dollars and percantage)
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Leading exporters and importers in world merchandise trade (excluding intra-EU (28) trade), 2018
(Billion dollars and percentage)
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Source: World Traje Organization

As it is observed in the tables above, if the European Union
is consider as a trade partner, the Mexico holds a market
share of 2.9 as exporter of merchandise and a market share
of 3.0 as merchandise importer, having an annual percentage
change of ten and fourteen, respectively. Likewise, when it
comes to merchandise trade, imports and exports, Mexico is
the leader in Latin America Region surpassing the largest
economy in the region by twelve and thirteen passionsin the
world ranking, which does not happen with commercial
services trade, but till this position proofs the importance
that international trade has in Mexican economy and that
Mexico is an important platform in the internationa
scenario, especialy regarding merchandise trade.

In terms of commercial services, today Mexico occupies the
number 40th as a leading exporter and the number 32nd as a
leading importer, having less than 1% of the world market
share, which is 0.5% and 0.7% respectively with an annual
change of 5 and 1. But then again, if the European Union is
consider as an only one trade entity then, Mexico occupies
the number 23" as leading exporter and as the number 20™"
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as importer, both still in commercial service, where its
annual change remain and its participation in the market
share grows to 0.7 and 0.9 respectively, but still not even
reaching 1%.

C. Mexico Main Trade Partners

In April 1990 Mexico started to build its trade partnership
network when President Salinas sent a commission to the
United States to explore the possibility of signing a Free
Trade Agreement with that nation. The US authorities
agreed and the negotiations began. Canada decided to join
the negotiations because it aready had a free trade
agreement signed with the United States, so it became a
trilateral agreement, called the North American Free Trade
Agreement (NAFTA).

On the other hand, it was in 2003 when China became the
second largest trade partner while Mexico has the same
position for Chinaiin Latin Americaregion, just after Brazil.
China has been seen by Mexico as a new market to diversify
its trade activity and not highly depend on US, which
currently is the main trade partner of Mexico. Nevertheless,
such diversification has net been achieved, mainly, due to
the main deficit that Mexico is having with China, so even
though US and China are the most important trade partners
of Mexico, with the first one, Mexico has a surplus, with
China has a deficit.

Since Mexico entered the trade opening scheme, the
country's trade and economic policies have been oriented to
favor the performance of the external sector; but it was after
the signature of NAFTA when the importance of the
behavior of the external sector to generate national
economic growth has become more notable (Carrillo, 2001).
In 2018, being the latest data available in the World Trade
Organization, Mexican exports mainly go to countries form
North America, Asia, Europe and Latin America,
specifically from North America to America and Canada,
which is explained due to the existing Free Trade
Agreement that these three countries have signed. Mexican
exports are highly concentrated in The United States, who
received 344,602 US million dollars, representing 76.5% of
Mexican exports likewise, Canada received 24,707 US
million dollars of Mexican exports, representing 3.1%. In
the third place, from Asia country, China received 14,065
US million dollars, representing 1.6%; while Germany and
Brazil received equally 1% of Mexican exports

Mexican Exports Destinations

H US H Canada i China M Germany M Brazil & Others
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Source: World Trade Organization
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For the same period, Mexico imported products from almost
the same trade partners, from the United States received 216,
282 US million dollar, which represented 46.6% of total
Mexican imports; from its second largest trade partner
received 83,505 US million dollars, which represented 18%
of Mexican market; in the third place Japan reached 18,193
US million from its exports to Mexico, which represented
3.9% of Mexican imports; in the fourth place was again
Germany with 17,761 US million dollars representing 3.8%
of the Mexican imports and finally within the top 5 Mexican
import destination South Korea occupied 3.6% of the
Mexican market with 16,727 US million dollars.

Main Import Partners

HUS

M China

M Japan

H Germany B South Korea i Others

Source: World Trade Organization

There is no doubt that United States and China compete for
the Mexican market but under different situation, that is,
America has a Free Trade Agreement with Mexico, which
entitled these two partners of preference in their trade
circumstances while China has only signed certain bilateral
agreements. Furthermore, under article 32.10 of The United
States-Mexico-Canada agreement (USMCA), in Chapter 32
Mexico and Canada would not have the possibility of
reaching a trade agreement with China since the United
States would prevent it. That is so since in the Chapter 32 of
Exceptions and General Provisions article 32.10 refers that
if one of the three partners (United States, Mexico or
Canada) wishes to initiate a trade agreement with a "non-
market" country (not favorable to free trade) must notify the
partners three months before starting their negotiations,
indicating that " The Party shall provide as much information
as possible about the objectives of those negotiations'2.

The article 32.10 is not a specific provision to prevent
other countries from accessing the US market through the
back door (Canada or Mexico), instead it is a veto power to
Washington, because this concession threatens the
sovereignty of Mexico to trade freely with China and could
serve as a model for other trade agreements where any other
trade partner could insert similar clauses, which would
reinforce the US strategy to contain China as commercial
competitor.

D. Mexico Commodities Trade

Mexico is highly dependent on foreign trade, which
represented 77.6% of its GDP in 2018 (World Bank, latest
available data). The country mainly exports manufacture
products such as TV’s, automobiles with reciprocating

2 Mentioned like that in the original document.
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piston engine and in general vehicles, their parts and
automatic data processing machines, representing 81.2% of
Mexican exports. The second group of Mexican
commodities exported by Mexico represents 8.3% and it
includes fuel and mining products such as petroleum oils
and oils obtained from bituminous. The third group of
commodities according to its proportion is the agricultural
sector, which represents 8.1% of the total Mexican exports,
in this section, products such as beer, diverse type of chilies,
tomatoes, avocado, blackberries, bananas and other fruits
and vegetables are the ones exported. The remaining 2.4% is
a combination of different commodities with a very low
presence in the international market, so it does not have an
absolute or comparative advantage in those other
commodities.

The Mexican agricultural sector was dramatically affected
by the ratification of the NAFTA, because after its
implementation, the Foreign Direct Investment coming
primarily from United States has been target at
manufactures, especially the automobile industry and mostly
concentrated in towns neighboring the U.S border where
many assembly factories are located as well as in the capital
city.

Mexican Exported Commodity Group

100 812
80
60 l

40
20 8.3 8.1
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Source: World Trade Organization

As for imports, Mexico’s main purchases are within the
same groups that its exports, thus manufacture products is
the largest group, which includes parts and accessories of
automatic data process, monolithic integrated circuits,
telegraphic apparatus and Storage units; representing 78.6%
of the Mexican imports. After the manufacture group, the
second largest group corresponds to fuels and mining,
representing 10.8% and in which petroleum oils takes place.
In thisregard, although Mexico through the history of the oil
industry once was one of the main producers in the world,
today the national production has fallen due to the
exhaustion of Cantarell®, Mexico is outside the top ten of the
producers of Oil, the world leader according to the most
current data is the United States, Russia and Saudi Arabia,
which have an infrastructure that allows them to extract
more than ten million barrels per day.

8 The Cantarell Complex is aMexican il field, considered one of the most
important in the world, ranking second, second only to the Ghawar
Complex in Saudi Arabia
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Moving on to the groups of commodities that Mexico
imports the most, the third group corresponds to the
agricultural group which represents 7% of the Mexican
imports. It should be noted that according to the Food and
Agriculture Organization of the United Nations (FAO),
Mexico imports 43 percent of the food it consumes and is
the second largest importer of food per capita after Japan. A
nation should produce 75 percent of the food it consumes to
avoid food dependency, FAO says. Nevertheless Mexico's
dependence on imports to satisfy domestic demand for the
main grains, oilseeds and fodder has grown in the recent 20
years. In 2014, 79 percent of the rice, 50 percent of the
wheat and 22 percent of the corn consumed in Mexico came
from abroad, reason why Mexico works to reduce this
dependency and in 2019 there was a decrease of 90
thousand 557 tons in the purchases of soybeans, which
represented a fall of 19.7%, likewise, there was a decrease
of 32.4% in wheat imports.*

Vo]
o
N
(o]
)]

Source: World Trade Organization

In this order of ideas, in the following two tables, it can be
appreciated more detail and exact numbers of the offers and
demands that Mexico had in 2018 according to the World
Trade Organization®. All these exports and imports are
classified in Agricultural Products and Non-Agricultural
Products. In thefirst group it can be appreciated that in 2018
Mexico exported 4, 491 million US$ of beer; 2, 893 million
USS of dates, figs, pineapples and avocados and 2, 261 US
million dollars of tomatoes; while it imported 3, 289 million
USS$ of maize®; 2, 002 million US$ of soy beans; 1, 379
million US$ of swine meat; 1, 169 million US$ of wheat
and 1, 062 million US$ of meat and edible offal poultry.
Agricultural Products

Value Value

2015 Topimported products (Million USS) 218

H31005  Maize (com) kP
HS1201  Soya beans, whether of not broken 2002
HS0203  Swine meat, fresh, chilled, frozen 137

Top exported products Million USS)
H52203  Beer made from malt 4491
HS0B04  Dates, figs, pineapples, avecados 189
H50702  Tomatoes, fresh or chilled 1361
HSO709  Other vegetables, fresh or chilled 1218 HSI001  Wheat and meslin 1169
H52208  Aleohol of less than 80% volume 173 HSO207  Meat and edible offal of poultry 1062

Source: World Trade Organization

4 Mexican Agro-food and fisheries information service
https://www.gob.mx/siap/documentos

5 Latest available information

61n 2018, Mexico became the main importer of maize, despite the fact
that all those 59 varieties of maize are from it.
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For the Non-Agricultural Products, in 2018 Mexico
exported 49, 406 million US$ of motor cars for transport of
persons; 29, 727 million US$ of parts for motor vehicles; 29,
543 million UD$ of automatic data-processing machines; 26
483 million US$ of petroleum oils and crude and 24, 168
million US$ of motor vehicles for goods transport; while it
imported 33, 391 million US$ of petroleum oils, other than
crude; 27 365 million US$ of parts for motor vehicles; 19,
388 million US$ of electronic integrated circuits; 11, 582
million US$ of automatic data-processing machines and 10,
617 million USS$ of motor carsfor transport of persons.
Non-Agricultural Products

Value Value
Top exported products (Million USS) 2018 Topimported products (Million US$) 018
HE8703  Motor cars for transport of persans 49406 HS27L0
HSB08  Parts for motor vehicles 8701-8075 29727 HSB708  Parts for motor vehicles 8701-8075 135
HS8471  Automatic data-processing machines 29543 HSB542  Electronic integrated dircuits 19388
82708 Petraleum olks, crude 26483 HSBTL  Automatic data-processing machines 11582
HS8704  Motor vehicles for gands transport 14168 HSBT03  Mator cars for transport of persans 10617

Source: World Trade Organization
E. Mexican Tradein Commercial Services

Petroleum oils, ather than crude 1%l

Mexico focuses on trade in services to stimulate its economy
and become more attractive. Mexico is a signatory of the
General Agreement on Trade in Services and has entered
into severa hilateral trade agreements that contain
provisions on trade in services. Moreover, Mexico has
signed various multilateral and regional agreements that deal
with trade in services, in addition to trade in goods. Its most
important regional free trade agreement, NAFTA (today
USMCA), sets outs the requirements for cross-border trade
in services between the three member countries, United
States, Mexico and Canada. Other agreements dealing with
trade in servicesinclude the:

e Free trade agreement (FTA) between Mexico and

the EU, signed on 8 December 1997.

o Pacific Alliance, signed by Chile, Colombia, Peru
and Mexico on 6 June 2012.

e FTA in Central Americawith Costa Rica, Salvador,
Guatemala, Honduras and Nicaragua.

Additionally, Mexico is currently participating in the
negotiations of TiSA” with 23 other countries, including the
US, Canada and the EU. TiSA is aimed at liberalizing
worldwide trade in services such as banking, healthcare and
transportation.

Even though Mexico has worked to build this entire trade
service network, in 2018 its share in world total exports,

7The Trade in Services Agreement (TiSA) is a trade agreement currently
being negotiated by 23 members of the World Trade Organization (WTO),
including the EU. Together, the participating countries account for 70% of
world trade in services. TiSA is based on the WTO's General Agreement
on Trade in Services (GATS), which involves al WTO members. The key
provisons of the GATS — scope, definitions, market access, national
treatment and exemptions — are also found in TiSA. The talks are based on
proposals made by the participants. TiSA aims at opening up markets and
improving rules in areas such as licensing, financia services, telecoms, e-
commerce, maritime transport, and professionas moving abroad
temporarily to provide services.
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when it comes to commercia services, was only 0.49% and
its share in world total service import was 0.68%; having a
total of commercial service exports of 28, 381 million
US$ and 37, 049 million US% of commercial service
imports. The exports of services were mainly in travel and
transport sectors. In this regard The United Nations
Educational, Scientific and Cultural  Organization
(UNESCO) has awarded 204 cities the title of Cultura
Heritage of Humanity, in Mexico, 10 cities have received
this distinction in the category of cultural assets, due to their
historical, architectural and urban value.

According to the World Travel and Tourism Council
(WTTC) the travel and tourism sector in Mexico grew 2.4%
in 2018, an amount slightly higher than the behavior of the
Mexican Gross Domestic Product (GDP) that was 2%, with
which the industry contributed 17.2% of the national GDP.
The importance of the tourism sector in the Mexican
economy is that while this industry contributed 10.4% of
GDP in 2018, in Mexico it was 17.2%. WTTC, which
represents 170 of the CEOs of the private sector in 185
countries, from companies such as airlines, hotels,
amusement parks and others, reported that at the end of
2018, Mexico remained the tenth largest travel and tourism
economy in the world.

Mexican Exports by Service Sectors

M Transport
H Travel

i Others

Source: World Trade Organization

Mexican Imports by Service Sectors

M Transport
H Travel

i Goods-related
services

Source: World Trade Organization
In this point, 79.3% of the total exported services by Mexico
were in the travel sector, 7.7% in the transport sector and the
remaining 13% covers diverse sectors; while regarding the
imports in services were mainly in the transport sector
followed by the travel sector, by 41.8% and 30.5%,
respectively. The internal demand in the travel sector has
been representative, 85% of the contribution to this sector
came from the pockets of national travelers, and 15% from
international ones. According to WTTC, from that 15% of
international visitors 80% came from United States, being
visitors from this country the most representative for the
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travel industry; followed by 5% from Canada, 2% from UK
and Spain, 1% from France and 11% from the rest of the
world. It isin this last percentage where Chinese visitors are
included which represent less than 1% of the truism that
Mexico receives, which means that this is an area of
opportunity that Mexico should not miss; even more when
the statistics have shown that during 2018, tourists spent
23.007 million dollarsin Mexico, equivalent to 4.9% of total
exports;, which mean that if the travel sector is promoted
among Chinese market, the imports could growth and with it,
the Mexican economy too.

5

Canadd

2

Reino Unido
2

Espana

1

Francia

80

Estados
Unidos

1

Resto
del mundo

Source: World Travel and Tourism Council
At the same time, in the travel sector, in 2018 the exports

were 22, 506 million US$ and the imports were 11, 288
million USS$; while the exports of other commercia services
and goods-related services 3, 683 million US$ and the
imports under the same category were 9, 987 million USS$,
from which the 84.4% was occupied by insurance and
pension services, the 12.1% by financial services, the 1.7%
by Information and communications technology (ICT’s) and
the reaming 1.8% was covered by other types of services.

Exports of OCS by main item (2018)

B Insurance & pension
B Financial services

ICT=

m Other

Source: World Trade Organization
The total exports of transport in 2018 were for 2, 183

million US$; while the imports were for 15, 482 million
US$. The transport exports by sea represented 3% with 66
million UD$, the exports by air represented 78.4% with 1,
711 million US$ and 18.6% was occupied by other types of
transport with 405 million US$. At the same time, the
transport imports by sea represented 59.9% with 9, 275
million US$; the imports by air represented 39.9% with and
other types of transportation occupied only 0.2% with 27
million USS$.
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Out of those statistics, it should be highlighted that

regarding trade of services, Mexico has done a
representative work in the travel sector, but till has to
consider, study and analyzed new areas of opportunity.

F. Mexico Trade Balance

Timely foreign trade information from February 2020
indicates a trade surplus of $ 2,911 million, a balance that
compares with the surplus of $ 1.34 billion obtained in the
same month of 2019. In the first two months of this year, the
balance Commercial presented a surplus of 495 million
dollars.

Exports.- Last February, the value of merchandise exports
reached $ 36,634 million, a figure that was made up of
$ 34,876 million of non-oil exports and $ 1,758 million of
oil exports. Thus, in the referred month, total exports
showed an annual growth of 0.6%, which was the net result
of a3.1% rise in non-oil exports and a variation of (-) 32%
in oil exports. Within non-oil exports, exports to the United
States advanced a an annual rate of 4.4%, while those
channeled to the rest of the world decreased (-) 2.4 percent.
With this result it is evident that Mexican purpose to
diversify its trade to the rest of the world is still far away to
be reached, and in the contrary, its exports are still highly
concentrated in the US market.

With seasonally adjusted figures, in February 2020 total
merchandise exports reported a monthly variation of (-)
3.32%, which was the result of declines of (-) 1.64% in non-
oil exports and (-) 28.34% at the oil companies.

Imports.- The value of merchandise imports in February this
year was 33,724 million dollars, an amount that implied an
annual fall of (-) 3.9%. This figure was a reflection of
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decreases of (-) 3.3% in non-oil imports and (-) 8.7% in ail
imports. When considering imports by type of good, annual
decreases of (-) 3.7% were observed in imports of
intermediate-use goods and (-) 11.1% in those of capital
goods, while there was an increase of 0.4% in imports of
consumer goods.

With seasonally adjusted series, total imports showed a
monthly drop of (-) 1.92% with seasonally adjusted data,
which was derived from reductions of (-) 0.88% in non-ail
imports and (-) 10.67% in oil imports. . By type of good,
there were monthly decreases of (-) 6.19% in imports of
consumer goods, (-) 1.11% in those of intermediate-use
goods and (-) 2.16% in those of capital goods.

Mexican Trade Balance
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Importaciones — Exportaciones
Source: Mexican National Ingtitute of Statistics and Geography?®
G. Status of the China’s Trade: | mports and Exports

During the first two decades of the century, the unfolding of
China in its integration with the world stands out in an
important way. In September 2001, China formally adhered
to the World Trade Organization (WTO), after a long period
of negotiation that began in 1986, in an act that at that time
protocolized its role as third world economy and sixth
exporting nation, as an obvious act that left no doubt about
its success over the last decades.

According to the 2019 World Investment Report
published by UNCTAD, China was ranked the world's
second largest FDI recipient after United States and before
Hong Kong. The country is the largest recipient in Asia
China's economy was ranked the second most attractive to
multinational companies for 2017-2019, only behind the U.S.
With steady growth for severd years, FDI inflows continued
to increase between 2017 and 2018, from USD 136 billion
to 139 hillion (+3.7%, all-time high).

This growth is favored by liberalization plans, the rapid
development of the high-tech sector and the establishment
of free trade zones. Despite trade tensions with the United
States, more than 60 000 companies were established by
foreign investors in 2018, a 70% increase compare to 2017.
The country continued absorbing flows from developing
Asian countries and developed countries such as UK and
Germany. However, inflows from the US decreased from

8 https://www.inegi.org.mx

Published By:
Blue Eyes Intelligence Engineering
& Sciences Publication

© Copyright: All rights reserved.

Exploring Innovation


https://www.openaccess.nl/en/open-publications
http://www.ijmh.org/
https://unctad.org/en/PublicationsLibrary/wir2019_en.pdf
https://www.inegi.org.mx/

Development of Trade Relations Between Mexico and China Under Non-Bilateral Trade Treaties

$10 to $ 6 billion in 2018. Stocks increased by 9%, reaching
1627 billion (12.1% of the GDP).

Additionally, China was ranked 31st out of 190 countriesin
the World Bank's 2020 Doing Business report, a major
improvement from 2019, when it was ranked 46th out of
190. China was one of the top 10 economies to improve the
most between the 2019 and the 2020 reports. This progress
reflects improvement in a wide array of subcomponents
ranging from procedures to start business there to measures
to improve electricity access and get construction permits.
All this factors have contributed and are the context under
which China is located today in the international scale,
which is analyzed right away.

H. China Trade Market Share

According to the World Trade Organization, today there is
no doubt that Chinais the largest merchandise exporter and
the second merchandise importer, just after United States,
holding 12.8% and 10.8% of the world market share,
respectively; having an annua percentage change of 10 in
its exports and 16 in its imports. While if the European
Union is considered as a one economic entity, China
remains its place as exporter leader of merchandise, but falls
one point as merchandise importer, being followed by Japan
and Hong Kong.

Leading exporters and importers in world merchandise trade, 2018
(Bilion dollars and percentage)

1 Chm 287 128 1 Unmd States of Amenca %14 132
2 Untod Statos of Amenca 1664 2 2136 108
3 Gomany 1561 80 8 3 (ﬂnmy 1286 65 11
4 Japan 78 38 6 4 Jpn 749 38 il
5 Netherlands 8 1" 5 United Kingdom 674 34 5

Leading exporters and importers in world merchandise trade (excluding intra-EU (28) trade), 2018
(Bilion dollars and percentage)

| 187 162 1 United States of Amenca 2614 166
? b FU (28) exports 181 2 Bxra£U (28) mports 83 19
3 Unvtod Statos of Amorica 1664 109 ] 3 Chma 2136 136 16
4 Japan 38 48 6 4 Japan 49 48 1
5 Koroa, Republic of 605 39 § 5 HongKong, China 628 40 6

Source: World Trade Organization

Regarding commercial services, in 2018° China ranked as
the number 5" as exporter and number 2™ as importer, but
again if the European Union is consider as a one economic
entity China’s positions shift to be the 3 largest exporter
and importer of commercia services. As consequence of
this trends and numbers, today China is the second largest
global economy, has the largest exchange reserves in the
world and has one of the fastest growing GDPsin the world,
nevertheless in 2019 economic growth slowed dlightly,
reaching 6.1%. That trend is likely to continue in 2020 and
2021, when the GDP is expected to grow 5.8% and 5.9%.
That is the result of a structural slowdown, as the economy
moves away from an investment-led growth model and the

domestic household consumption bolstered this growth,
despite rising concerns about financial risks amid an
economic restructuring led by the Communist government.
New sectors like e-commerce and online financial services
are gaining momentum in an economy dominated by export-
oriented sectors.

|. China Main Trade Partners

Along history, China has had different trade partners; during
the 1950s China's primary foreign trading partner was the
Soviet Union. In 1959 trade with the Soviet Union
accounted for nearly 48 percent of Chinds total. As
relations between the two countries deteriorated in
the early 1960s, the volume of trade fell, decreasing to only
just over 7 percent of Chinese trade by 1966. During the
1970s trade with the Soviet Union averaged about 2 percent
of Chinds total, while trade with all communist countries
made up about 15 percent.

Later, by the mid-1960s Japan had become China's leading
trading partner, accounting for 15% of trade in 1966. Japan
was China's most natural trading partner; it was closer to
China than any other industrial country and had the best
transportation links to it. In the early 1960s, Hong Kong
was consistently the leading market for China's exports and
its second largest partner in overal trade. In 1986 Hong
Kong received 31.6 percent of Chinese goods sold abroad
and supplied about 13 percent of China'simports.

By 1979, the United States became the second largest
importer to China and in 1986 was Chinas third largest
partner in overall trade. Most American goods imported by
China were either high-technology industrial products, such
as aircraft, or agricultural products, primarily grain and
cotton. In 1986 Western Europe accounted for nearly 18
percent of Chinas foreign trade, with imports exceeding
exports. In 1986 developing countries purchased about 15
percent of Chinese exports and supplied about 8 percent of
China's imports. China has increased trade and investment
ties with many African countries such as Chad, the Sudan,
and the Democratic Republic of Congo, partly to secure
strategic natural resources such as oil and minerals.

China has signed various Free Trade Agreements (FTA"S)
with several nations, including: Peru, Costa Rica, Chile,
Mauritius, Maldives, Georgia, Australia, South Korea,
Switzerland, Iceland, Singapore, New Zealand, Pakistan,
Hong Kong and Macao1l0. Nevertheless the main trade
partners are not precisely the countries with which it has
signed those FTA’s, what is an indicator to proof that those
agreements are a tool but not the end to carry out trade
commerce.

According to the latest data issued by the World Trade
Organization, today China's main trade partners are United
States with 19.2%, Hong Kong with 12.1%, Japan with
5.9%, South Korea with 4.3% and Vietham with 3.3% as
receptors of China's exports; where the remaining 55.2%

government implements policies to reduce financia
vulnerabilities. Resilient external demand and robust i
10 China Free Trade Agreement Network
http://ftamofcom.gov.cn/index.shtml
9 Latest available data
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goes to the rest of the world in percentage below 3.3%,
including Europe, Latin Americaand Africa

HUS H Hong Kong M Japan

M South Korea M Vietnam M Others

Source: World Trade Organization

Regarding the main suppliers of China, the list is headed by
South Korea, followed by Japan and the United States; in
the first case representing 9.5%, 8.4% and 7.3% of the
Chinese purchases, respectively. In the fourth place it’s
Hong Kong-Taiwan with a market share of 6.8% and in the
fifth largest supplier is Germany holding 5% of Chinese
imports.

Chinese Main Suppliers

H South Korea M Japan M US

M HK-Taiwan M Germany M Others

Source: World Trade Organization
As China is the main competitor of the United States, in

recent years the tensions between these two trade partners
have increased and their economic relationship have
heightened business uncertainties; given that the US is the
country's main trade partner (Chinas 2017 trade surplus
with the U.S. was USD 275.81 hillion, an all-time record).
However, the Chinese government has been adopting looser
economic policies to mitigate mounting risks to future
growth.

Although countries from Latin America and Africa are not
in the list of the main suppliers of China, China purchases
raw materials from countries of those two continents. These
include oil and other fuels, metal ores, plastics, and organic
chemicals. It's the world's largest importer of aluminum and
copper.

This position of China as the largest exporter of
merchandise and the second largest importer of the world
makes it clear that its international trade is embedded in the
DNA of the Chinese economy, and that is one of the main
reasons why countries exports target China, besides of its
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huge popul ation and workforce, its economic leadership, the
raising of its middle class and itsincrease in consumption.
J. China Commodities Trade

Trade has become an increasingly important part of China’s
overal economy, and it has been a significant tool used for
economic modernization. As reported by WTO, exports of
goods in 2018 were USD 2,494.2 hillion and imports USD
2,134.9 hillion, while exports and imports of services in
2018 reached USD 266.8 hillion and USD 525.0 hillion
respectively. China reported an overall 19.5% increase in
exports and 18.7% rise in imports in 2018. According to the
World Bank data of 2018, China's trade surplus for goods
stood at USD 359.2 billion, a decline from USD 475.9
billion in 2016.

The merchandise that China sells to the world are classified
mainly in three different groups, which are manufacture
sector as the largest representing 93.9% of the Chinese
exports of goods, then followed by the agricultural sector
occupying 3.4% and finally the fuel and mining products
which represents 2.7% of the total of Chinese sélls.

Chinese Exports by Groups

B Manufactures M Agricultural Fuels & Mining

198

Source: World Trade Organization
Within the first and most important Chinese sector, the
manufactures, the distribution is quite large if it is
considered that China is the largest supplier of the world;
however the classification can be as follow:

e Transmission apparatus for radio-telephony, radio-
telegraphy, radio broadcasting or television,
whether or not incorporating reception apparatus,
television, cameras represent 7.9%;

e Automatic data processing machines and units
thereof, magnetic or optical readers, machines for
transcribing data onto data media in coded form
represent 7%;

o Electronic integrated circuits and micro assemblies
represent 3.4%;

o Electrical apparatus for line telephony or line
telegraphy, line telephone sets with cordless
handsets and telecommunication apparatus for
carrier-current line systems occupy 2.2%;

e Parts and accessories (other than covers, carrying
cases and the like) suitable for use solely or
principally with machines, represent 1.8%.

e Furniture including bedding, lighting,
buildings and signs represent 4.2%;

prefab
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e Knit or crochet clothing, including accessories
represent 3.5%;

e Clothing, accessories represent 3.4%;

e Optical, technical, and medical apparatus represent
3.2%;

e Plastics and associated items represent 3%;
e Vehiclesrepresent 2.9%;

e |ronand steel products represent 2.5%;

e  Footwear represent 2.3%

In the second group of Chinese exports, the agricultura
sector, among the exported products exported there are dried
vegetables, onion, shallots, garlic, leeks, apples, pears and
guinces. Additionaly, China is the largest cotton spinner in
the world and the textile industry is also the biggest globally
in terms of overall production and exports. Twenty four of
the provinces in China grow cotton and the industry is
responsible for employing about 300 million people in the
country. Also there is tea, the Asia Pacific region is the
largest tea producer and China plays a pivotal role in global
tea production. Bad weather and cold temperatures can have
a notable impact on tea production and has affected growth
rates in certain years. One more representative product in
the list is rice, which annua production accounts for almost
half of the country’s total grain output. China is responsible
for about 30% of global rice production. Rice yields in
China have risen significantly since the introduction of
scientifically-bred high-yield dwarf rice that has proven
resilient in cold and adverse weather conditions.

On the other hand, in the fuel and mining group, according
with the Chinese Business Data Center, in February of this
year, fossil fuels, lubricants and related raw material were
the products with the highest rate of exportations, followed
by petroleum, petroleum products and related raw material,
to finally have in the third place still with exports for
6229583 thousand USS$, as it can be appreciate in the
following table:

Commaodity Exported amount in
Thousand US$ during

Feb. 2020

Metal ore and metal 287783

scrap

Fossil fuels, lubricants 7061823

and related raw materials

Coal, coke and briquettes 169716

Petroleum, petroleum 6487948

productsand related raw

materials

Natural gasand artificial 202459
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gas
Productos minerales no 5216879
metélicos.

Steel 6229583
Non-ferrous metals 3335880

Source: Minister of Commerce of People’s Republic of China

Asthe second largest importer of the world, according to the
World Trade Organization, in 2018 China held the 10.8% of
the global imports market share. The diversification of its
imports were mainly concentrated in three different groups,
as its exports but in different percentage; it is manufactures
in the first place occupying 62.5%; then fuels and mining
products representing 24.1%; followed by imports of
agriculture products representing 9.8% of the total Chinese
imports.

Chinese Imports by Groups
gg 3.6

241
62.5

B Manufactures ® Fuels & Mining = Agriculture m others

Source: World Trade Organization

China’s top 10 imports account for over three-quarters
(77.3%) of the overall value of its product purchases from
other countries, among the products imported to the
manufacture group there are e€lectrical machinery,
equipment (24% of total imports); electronic integrated
circuits and micro assemblies (14.7% of total imports);
optical, technical, medical apparatus (4.8% of total imports);
plastics, plastic articles (3.5% of total imports); motor cars
and other motor vehicles principaly designed for the
transport of persons, stations wagons and racing cars (2.3%
of total imports).

Adding to the fuel and mining category, the products
imported are petroleum oils and oils obtained from
bituminous minerals, crude (11.2% of total imports); iron
ores and concentrates, roasted iron pyrites (3.5% of total
imports); gems, precious metals (2.9% of total imports);
petroleum gas and other gaseous hydrocarbons (2.3% of
total imports); copper (2% of total imports).

Lastly, in the agricultural group the imported products
are soy beans, malt extract, palm oil and its extracts, meat of
bovine animals and wine. The country’s agricultural sector
has become increasingly more dependent on imports over
the last decade, in particular, oil bearing crops such as
soybeans.
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K. Chinese Trade in Commercial Services

According to the Minister of Commerce of People’s
Republic of China, China’s import and export of services
have maintained a rapid growth. In its report of 2018, the
total volume of China’s imports and exports of services
reached 3445.77 billion yuan, up 10.5% year on year.
Among these, the exports totaled 1132.28 hillion yuan, up
14.4%; the imports reached 2313.49 hillion yuan, up 8.7%;
the trade deficit was 1181.21 billion yuan. In terms of the
US dollar, the growth rates of the total imports and exports
of services, exports of services, and imports of services were
16.4%, 20.5% and 14.5% respectively.

For years, Chinese government has been putting effort
into shifting its economy toward a growth model driven by
consumption, services and innovation, thus contributing to
global economic growth. Even though China keeps growing
in this sector, today it accounts 4.59% of the global market
share in commercial services;, exporting services from
different categories such as transport and travel, 16% and
14.9% respectively; while it imports from transport sector
20.8% and from travel sector 53.2%.

Services Exports by Category

9.3%

16%

H Transport

M Travel

Services Imports by Category

0.5%

25.5% 20.8%

M Travel

H Transport

53.2%

Source: World Trade Organization
Among those other sectors, China has taken steps to

improve the development of trade in services, including
gradually opening up the finance, education, culture and
medical treatment sectors. It is considered by Chinese
government that with further improvement in transportation,
logistics and communication and e-commerce devel opment
in rural areas residents have been unleashing their
consumption potential for both goods and services. As a
consequence, the competitiveness of Chinds services trade
has been strengthened, and the country is gradually shifting
from a power of trade in goods to a services trade power,
that is so because the optimized structure of the service
industry is influenced by Chinas economic transformation
and upgrading.
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Likewise, using Foreign Direct Investment as atool not only
to have capital flows, but it also has been use to learn from
the technology in all aspects, including commercial services,
therefore the main trade partners of Chinese commercial
services destinations are Hong Kong receiving 28.8%; the
European Union accounting 17% of the Chinese commercial
services; followed by United States with 15%; the Japan and
Singapore with a representative decrease, receiving only 5.5%
of the Chinese services each of them; while commercid
services imports come mainly from Hong Kong 19.6% of
them, which are almost the same as the ones coming from
the United States, 19.3%; followed by the commercial
services supplied by the European Union representing
16.9%; the Japan representing 6.6% of the imports and
Canada, accounting 5.8%.

Service Destinations
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Source: World Trade Organization

Asit has been mentioned, the commercial service sector in
China keeps moving on forward, however, as it can be
observe in the charts above, still there is deficit in the
Chinese trade balance. In this sense the growth of services’
export was higher than that of import. In 2018, according to
Chinese Minister of Commerce, services’ export continued
its rapid growth since this year, and the growth rate of
export was 5.7 percentage points higher than that of import.
Among these, the top three sections in terms of growth rate
were telecommunication, computer and information services,
personal culture and entertainment services and insurance
services, with their growth rates being 61.1%, 38.8% and
26.5% respectively. That is why the forecast of Chinese
government is that services trade will continue its strong run
in the near future as the country deploys more resources to
stimulating ~ domestic  consumption, infrastructure
development and high-value-added manufacturing, as well
as the Chinese people's surging demand for overseas trips,
education and healthcare services.
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Still yet, the he proportion of import emerging services has
increased gradually. In 2018, imports of emerging services
had a rapid growth, taking up 23.6% of service import, 1.6
percentage points higher than that of the same period last
year. Among these, the growth rates of import of financial
services, intellectual property royalties, and
telecommunication, computer and information services were
all over 20%, being 47.1%, 23.3% and 23.2% respectively.

Additionally, other sectors that have been pushed by China's
rapidly growing services sector include computing,
industrial solutions and retail businesses, and increasing
exports of emerging services such as telecommunications
and insurance. In this order of ideas, according to the
Chinese Minister of Commerce, in 2018 the total amount of
import and export of emerging services reached 1138.39
billion yuan, up 20.9%, 10.4 percentage points higher than
the overal growth rate of import and export of services,

pulling up the proportion of emerging services by almost 3%.

Among these, the export of emerging services was 593.23
billion yuan, up 25.5%, the import 545.16 billion yuan, up
16.3%.

L. China Trade Balance

As the logic suggests, it is not hard to understand that being
China the largest exporter of the world it has had a surplus
every year. Asit can be seen in the table below in 2015 the
surplus was 509.6 billion US$; in 2016 it was 594.4 billion
USS; in 2017 it was 382.4 hillion US$, in 2018 it was 259.7
billion US$ and finally in 2019, the latest year with
available data, the surplus was 231 billion UD$.

Amount Amount

Amount
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20768.90

21336.40

16409, 80

13874.80

16820.70

19602, 90

19302.90

NBE 41603, 30

N1ZE 38667, 60 6.2 20489, 30 7.9 18178.30 43

Source: Chinese Minister of Commerce (in 100 million US$)

Additionally, in 2019 the trade decreased 1% in comparison
with the previous year, while in 2018 it reflected an increase
12.6% in comparison with 2017. Nevertheless in 2016 and
2015 there was a decrease of -6.8% and -8%, respectively.
Overdl, 2019 was a year in which the trade has slowed
down, actually Now, the world's second-largest economy is
expanding at its slowest pace since the early 1990s.
Domestic issues, the US-led trade war, and swine fever are
all putting a brake on China's rapid expansion.
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Nevertheless the trade war between United States and
China has affected more the American economy than the
Chinese, that is so because Chinese exports fell in 2019 by 1%
from a year earlier, and by a sharp 16% to the US, a clear
sign that the dispute with the US is hurting bilateral trade.

Scholars such as Tommy Wu, senior Asia economist at
Oxford Economics, consider that the slowdown in Chinais
becoming quite significant; it is true that both the weakening
in the domestic economy and deteriorating externa
environment, including both a global dowdown, and the
US-China trade tensions, have a role to play in Chinas
slowdown. Given Chinas importance in the globa economy,
and its healthy demand for anything from commodities to
machinery, any downturn is likely to have far-reaching
consequences.

Gary Hufbauer, of the Peterson Institute for International
Economics in America, estimates that a one percentage
point drop in Chinese growth would probably take 0.2
percentage points off global growth. On the opposite
Frederic Neumann, co-head of Asian economics research at
HSBC, considers that it's not as if Chinese growth has
completely fallen off a cliff, but on the contrary, there are
still many pockets of growth, for example, housing
construction and spending in the services sector.

China's government has sought to support the economy
through tax cuts, and by taking measures to boost liquidity
in the financial system. That is because the government
believes China needs to curb the risk in its financia system,
and cool the rapid credit growth of recent years. However,
tax cuts tend to be less effective in boosting growth than
infrastructure spending. The US and China have been
fighting a trade war for more than a year, and more tariffs
are expected. Western businesses, meanwhile, are finding it
increasingly hard to navigate the uncertainty, and as a
consequence some have been shifting production out of
China. This situation has also affected Mexico through
USMCA, Agreement through which America has immersed
in the Mexican-Chinese trade relationship to avoid the
signature of any possible Free
Trade Agreement between
these last two countries.
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The longer these tariffs remain in place, the longer this drags
on, the higher the chance for firms to shift out of China, and
it also makes the country a less attractive place to invest in
the first place. While many firms will want to keep some
production in China to cater for its important domestic
market, there are signs some firms are already considering
their options. According to a 2019 survey by the American
Chamber of Commerce in China, 65% of members said
trade tensions are influencing their longer-term business
strategies. Nearly a fourth of all respondents are delaying
Chinainvestments.

[11.CHINA AND MEXICO TRADE RELATIONSHIP

This is an important subject considering the evolution of
trade between the two countries. Since 1990, the bilateral
trade balance has been deficient for Mexico, especialy as a
result of China entry into the World Trade Organization
(WTO). It is not an exaggeration to point out that the
geometric growth observed in the trade balance is the result
of, mainly, Chinese actions, since, despite being an
expanding market, the Mexican business community
generaly tends to ignore the opportunities offered by that
country.*

A. China and Mexico Market Share

Already trade partners for over four decades, China and
Mexico have a long history of economic cooperation and
partnership. Economically speaking, China is today the
second commercial partner of Mexico in the world and the
third global destination of Mexican exports; while Mexico is
the second largest trade partner of Chinain Latin America,
just after Brazil.

B. Signed agreements between China and Mexico

In this regard, it is true that even though Chinais Mexico's
second trading partner, today China and Mexico do not yet
have a legal framework that creates a preferential trade
relationship and allows us to be in a situation where trade
and investment can occur without barriers, preferential
tariffs and with greater fluency; however, it is important to
emphasize that the intentions of collaboration and
cooperation between the two countries, have not remained
only in words or in mere protocol visits; these intentions are
reflected in the work that has been done to consolidate
bilatera agreements reached by both countries. Hence,
China and Mexico have signed a total of 8712 bilatera
agreements.

Under the Mexico-China Comprehensive Strategic
Association, agreements have been generated and those
have improved Mexico's access to the Chinese market. After

11 Haro Navajas, Francisco. “Chinain North America the relationship with
Mexico and the United States”. Nueva Sociedad No 203, 5-6/2006.
Consulted online on January 28th, 2020.

WWW.nuso.org/upl oad/articul0g/3359 _1.pdf.

12 Source: Office of the Economic-Commercial Counselor of the Embassy
of the People's Republic of Chinain the United Mexican States.
Consultation made on its official website on January 22, 2020.
http://mx.mofcom.gov.cn/article/zxhz/sbmy/201605/20160501323327.shtm
|
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only a health protocol with China was finalized between
2006 and 2013, in 2015, Mexico was the country with which
the Chinese authorities have signed the most protocols and
agreements to access to agriculture food products (dairy,
corn, beef and tobacco). Today, progress is being made in
the negotiation for access to other products such as bananas
and blueberries.

C. Trade between Mexico and China

As it can be observed in the following table, according to
the United Nations International Trade Statistics Database
(UN COMTRADE®), that in the last twenty years the trade
between Mexico and China has increased significantly,
especialy for China, in the case of Mexico, even though the
trade has grown it still remind a big deficit, a situation that
does not occur with States United of America because
between those two partners actualy exist a surplus that
benefits Mexico. That is so due to USA is the main trade
partner of Mexico.
Mexican tradein goods with China since 1990

@ impors Exports

I S B LA A B

Source: COMTRADE

In 1999 China was the 32nd largest export market for
Mexico (0.1% of Mexico exports) and the 6th largest import
market for Mexico (1.4% of Mexico imports), in that year
the commerce between Mexico and China was reported as
following: exports $ 126.3 million, imports for $ 1.9 hillion,
with a deficit balance of - $ 1.8 billion and a total bilatera
trade of $ 2.0 billion.
Mexico Trade in Goodswith China from 2000 to 2018
in UDS bn.

13 Over 170 reporter countries/areas provide the United Nations Statistics
Division (UNSD) with their annual internationa trade statistics data
detailed by commodities/service categories and partner countries. These
data are subsequently transformed into the United Nations Statistics
Division standard format with consistent coding and valuation using the
processing system.

The UN COMTRADE isthe largest depository of international trade data.
It contains well over 3 billion data records since 1962 and is available
publicly on theinternet. In addition, it offers public and premium data API
for easier integration/download.

14 Latest data available in CONTRADE website
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Source: Elaborated with data taken from COMTRADE

In 2000 Mexico's trade with China took a great leap in
which China became the 19th largest export market for
Mexico, rising more than 10 positionsin this area, compared
to the previous year, as just mentioned. In that year, trade
between Mexico and China reported exports for $ 310.2
million, imports for $ 2.9 hillion, with a deficit balance of
$-2.6 billion and a total bilateral trade of $ 3.2 billion; |ater,
in 2003 exports were reported for $ 974.3 million dollars,
imports for $ 9.4 billion dollars, with a deficit balance of $ -
8.4 billion dollars and a total bilateral trade of $ 10.4 billion,
year in which China managed to position itself as the 6th
largest export market for Mexico (0.6% of Mexico exports)
and the 2nd largest import markets for Mexico (5.5% of
Mexico imports).

Graphic 3: Trae Balance between
Mexico and China in USD bn

Source: Elaborated with data taken from COMTRADE

Three years later, in 2006, exports for $ 1.7 billion dollars
and imports for $ 24.4 billion dollars were reported, with a
deficit balance of $ -22.8 billion dollars and a total bilateral
trade of $ 26.1 hillion losing a position as the market for
exports, compared to trade in 2013, with China being the 7th
largest export market for Mexico (0.7% of Mexico exports)
and the 2nd largest import market for Mexico (9.5% of
Mexico imports). In 2009, the seventh and second place
positions for the export and import markets, respectively,
were maintained with respect to 2013, reporting exports for
$ 2.2 billion and imports for $ 32.5 billion, with a deficit
balance of $ -30.3 hillion of dollars and a total of bilatera
trade of $ 34.7 billion.
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Graphic 4: Bilateral Trade between
Mexico and China in USD bn

Source: Elaborated with data taken from COMTRADE

In 2012, China became the 4th largest export market for
Mexico (1.5% of Mexico exports) for the first time and
remained the 2nd largest import market for Mexico (15.4%
of Mexico imports), in the same year exports were reported
by $ 5.7 billion and imports for $ 56.9 hillion, with a deficit
balance of $-51.2 billion and a total bilateral trade of $ 62.7
billion. In 2015, Chinawas the 3rd largest export market for
Mexico (1.3% of Mexico exports) and the 2nd largest
import market for Mexico (17.7% of Mexico imports) with
exports that fell compared to those reported in 2012, being
these by a total of $ 4.9 billion, imports of $ 70.0 hillion,
with a deficit balance of $ -65.1 billion and a total bilateral
trade of $ 74.9 hillion.

Chinese market share in Mexico in 2000

. 1.70%
0.20% ’ H Exports
\ 98.10% ' H Imports
Other trade

Chinese market share in Mexico in 2005

0.50% 8.00%
Wf M Exports
W Imports
y Other trade
91.50%

203

Source: Elaborated with data taken from COMTRADE
The last years of data reported by United Nations are 2017

and 2018. In both periods, China remained the 4th largest
export market for Mexico and as the 2nd largest import
market for Mexico, respectively, $ 6.7 billion and $ 7.2
billion were the export reports, imports were $ 74.2 billion
and $ 83.5 hillion, deficit balance were - $ 67.5 billion and -
$ 76.3 hillion for each year, with bilateral trade of $ 80.8
billion for 2017 and $ 90.7 hillion for 2018, having an
increase of more than $ 10 billion.
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Chinese market share in Mexico in 2010

1.40%

15.10%
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m Other trade

Chinese market share in Mexico in 2015

17.70%

1.30%

M Exports
B Imports

m Other Trade

Source: Elaborated with data taken from COMTRADE

Chinese market share in Mexico in 2018

1.60% 18.00%

M Exports
W Imports

= Other trade

Chinese market share in Mexico in 2017

1.60% 17.60%

B Exports
B Imports

= Other trade

Source: Elaborated with data taken from COMTRADE
Overall the trade between Mexico and China in January of

2020 was 7 billion US$, while in 2019 and 2018 was for
over 90 billion USD. It is true that year by year the trade
between these two partners is increasing but it also has
carried a bigger gap in the trade balance, which since 1993
shows a deficit for Mexico.
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Y Exportaciones
1993 44777

386,442 431,219 .
1994 42,162 499,655 541,817 457,493
1995 37,002 520,580 557,582 483,578
1996 38,277 759,704 797,981 721,427
1997 45,882 1,247,376 1,293,258 1,201,494
1998 105,977 1,616,494 1,722,471 1,510,517
1999 126,338 1,921,057 2,047,395 1,794,719
2000 203,586 2,879,620 3,083,206 2,676,034
2001 281,774 4,027,253 4,309,027 3,745,479
2002 653,913 6,274,381 6,928,294 5,620,468
2003 974,369 9,400,591 10,374,960 -8,426,222
2004 986,304 14,373,843 15,360,147 -13,387,539
2005 1,135,544 17,696,338 18,831,882 -16,560,794
2006 1,688,107 24,438,279 26,126,386 -22,750,172
2007 1,895,338 29,743,656 31,638,994 -27,848,318
2008 2,044,750 34,690,310 36,735,060 -32,645,560
2009 2,207,788 32,528,967 34,736,755 -30,321,179
2010 4,182,842 45,607,551 49,790,393 -41,424,709
2011 5,964,225 52,248,003 58,212,228 -46,283,778
2012 5,720,732 56,936,129 62,656,861 -51,215,397
2013 6,468,508 61,321,376 67,789,884 -54,852,868
2014 5,964,143 66,257,292 72,221,435 -60,293,149
2015 4,873,152 69,988,130 74,861,282 -65,114,978
2016 5,411,256 69,521,795 74,933,051 -64,110,539
2017 6,712,580 74,150,446 80,863,026 -67,437,866
2018 7,428,917 83,510,571 90,939,488 -76,081,654
2019 7,130,476 83,052,518 90,182,994 -75,922,042
20201 485,625 6,939,902 7,425,527 -6,454 277

Source: Mexican Minister of Economy
D. Exported and I mported Commodities

Trade between China and Mexico is characterized by its
focus on a few products. Mexico’s major exports to China
include ores, dag, ash, vehicles other than railway,
electronic equipment, copper, nuclear reactors, boilers,
beverages, plastics, optical products, as can be seen in the
following chart. Nevertheless, in 2000 the main Mexican
products exported to China were nuclear reactors, boilers,
manmade staple fibers, electronic equipment, plastic, copper,
and ores. Therefore, can be concluded that the variety of the
Mexican exported products along 18 years has not changed,
and the same products (just in different percentage) are still
exported in 2018.
Mexico Top-10 exports of goodsto Chinain 2018

Tores slag and ash
I $2.4 bn
Vehicles other than railway, tramway
[ $1.5 bn
Electrical, electronic equipment
| $727.2 m
Copper and articles thereof
jz Sggls"\
Nuclear reactors, boilers, machinery, etc
|w $526.7 m
Beverages, spirits and vinegar
$197.4 21 E 2
Plastics and articles thereof
I $190.0 m
OPhcal photo, technical, medical, etc apparatus
$121.7m

Residues, wastes of food industry, animal fodder
$83.5m

Raw hides and skins (other than furskins) and leather
§76.6 m

Source: COMTRADE

Mexico’s imports from China in 2000 included electronic
equipment, nuclear reactors, toys, games, sport requisites,
optical apparatus, plastics, mineral fuels, organic chemical
and so on. As it happened with the Mexican exports to
China, the Chinese products imported to Mexico in 2000
were gtill being imported in 2018 (as it can be seen in the
table below), so it can be suggested that the scope that these
two trade partners have maintained has not change
dramatically in the last ailmost twenty years.
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~ Mexico Top-10 import of goods from Chinain 2018

$34.0

$18.5bn

¥ T T T ¥

Source: COMTRADE
E. Differencesin Trade Reports by Mexico and by China

Mexico’s and China’s trade structures are very similar,
since the main exports of both countries are basicaly the
same. Thisisthe case in terms of electronics and auto parts,
electrical parts and components, vehicles and mineral fuels/
petrol.

In the other hand it should be noted that there is a big
difference in the trade figures reported by China and Mexico
as a result of each country’s method of compiling statistical
information. In 2000, for example, Mexico reported a deficit
of $-2.6 billion, while China reported a deficit of $847.0
million; in 2018 Mexico reported a deficit trade balance of -
76 billon, while China in the same year reported 30.1 billion
for the same concept. Thisis so, that if we keep moving on
this way, the difference in the numbers reported by both
countries will keep being there. The difference reported by
these two countries is shown in the following chart.

Trade Balance difference according to Mexico and
China’s reports (From 2000 to 2018 in bn.)

40

Re ported by Mexico

Source: Elaborated with data taken from COMTRADE
Compared to Mexico’s calculations, China reported more

imports of Mexican products in their national figures and a
much lower level of exports to Mexico. This probably
reflects the triangulation of bilateral trade through third
economies (Hong Kong, Singapore and the United States)
(Dussel Peters 2005a: 50-61).

It is a fact that the rapid expansion of China in the global
market has complicated Mexico’s economic and commercial
circumstances. In the last 20 years, its trade deficit with
China (and with the East Asia region) has increased
significantly. Although this deficit has been offset by
Mexico’s surplus with other regions (especially with North
America), it has created great uncertainty and fear in
Mexican economic sectors, in particular those that have lost
their domestic and foreign markets.

China’s demand for agricultural goods, food and beverages
has led to Mexico’s growing trade deficit in the following

Reported by China
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commodities: corn, soybeans, wheat, sorghum, rice,
rapeseed, and others. This is significant since China and
Mexico’s trade structures are very similar — with the
exception of minerals and several other raw materials — but
presents structural limitations to increasing trade in the
sectors that experience a high demand both in China and
Mexico, such as oil and grains. In the other sectors
(electronics, auto parts, and increasingly automobiles), there
is high potential for direct competition (Dussel Peters 1995a:
18-21).

Reported by Mexicoin Reported by Chinain

Y ear

bn. USD bn. USD

Exports Imports Exports Imports
2000 310.2m 29 13 488.3m
2001 384.8m 4.0 1.8 761.3m
2002 653.7m 6.3 29 11
2003 974.3m 9.4 33 17
2004 473.7m 144 5.0 21
2005 11 17.7 55 2.2
2006 17 244 8.8 26
2007 19 29.7 117 33
2008 2.0 34.7 13.9 3.7
2009 22 325 12.3 3.9
2010 4.2 456 17.9 6.9
2011 6.0 52.2 24.0 9.4
2012 5.7 56.9 275 9.2
2013 6.5 61.3 29.0 10.2
2014 6.0 66.3 323 112
2015 49 70.0 338 10.0
2016 5.4 69.5 324 10.3
2017 6.7 74.2 359 118
2018 7.2 835 44.1 141

Source: Elaborated with data taken from COMTRADE

It is significant to highlight that Mexican exports, as in the
Chinese case, highly depend on foreign inputs and foreign
firms. From 1993 to 2004, 78.02 per cent of Mexican
exports depended on temporary imports that were re-
exported. This trade structure reflects the low level of
domestic value added onto exports and the difficulties of
Mexican manufacturing in achieving a positive trade
balance (Dussel Peters 1995a: 21-23).

Total of Bilateral Trade difference according to Mexico

and China’s reports (From 2000 to 2018 in bn.)
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As summary, throughout history, the trade volumes between
Mexico and China have had drastic ups and down. This has
been caused by domestic political factors as well as changes
in the international political system.

The commercial relationship between Mexico and China
(and consequently, their production relationship) is complex
and difficult. In Mexico, there are concerns in sectors of
manufacturing about the role of China in world trade and
especialy about the trade relationship between the two
countries.

The problem of Mexico’s trade deficit with China and by
extension with East Asian countries goes beyond
government strategies. The flow of goods and services often
depends on the requirements of transnational corporations
(TNCs). This is because the interests of global corporations
may not be aligned with the development policies of
national economies, specifically on the production facilities,
capital and transfers mobility, and intra-firm trade, which
are out of the government’s control.

Therefore, it is not only necessary to evauate the
development of bilateral relations in recent years but it is
also necessary maintain steady political relations and
promote economic cooperation during the rest of the current
administration of Mexican president, Andrés Manuel Lopez
Obrador with the Chinese leader Xi Jinping. It is important
to mention that what Mexico has to consider is how to lay a
solid foundation for bilateral relations to be prosperous in
the long term. Furthermore, given the global economic
situation and the particular ones of China and Mexico, there
is a good opportunity for the two countries to achieve solid
economic cooperation, with full use of existing mechanisms
and measures at the regional and bilateral level.

IV.MEXICO AND CHINA TRADE RELATIONSHIP'S
SWOT

A. Strengths
i) Integral Strategic Association

Although the link began in the 19th century, diplomatic
relations between Mexico and China were established on
February 14, 1972, after the Mexican government joined the
vote in favor of China to join the United Nations (UN) as
the sole representative of that nation and accepting the
principle of "one China' based on the recognition of the
indivisibility of itsterritory, in October 1971.

Both Mexico and China have created various institutions in
order to improve their bi-national relationship; thus, there is
the Mexico-China Bi-national Commission, created in 2004;
the High Level Group of 2005; the High Level Business
Group and the High Level Group on Investments, both from
2013. Since 2003, China has described the links with
Mexico as a “strategic relationship” and in 2013 it rose to a
rank of “Integral Strategic Association”, although there is no
exact clarity about what is the meaning of it, what does this
qualifier imply or what does it refer to, the truth is that there
is a close relationship between Mexico and China, not only
because of the relationship that Mexico has with the main
competitor of China, the United States, but also due to the
trade deficit that Mexico maintains with China; reason why
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the qualification of Integral Strategic Association, which in
itself denotes positive aspects in the relationship, it should
be addressed and materidlized in the Mexico-China
relationship.

Now, the range of the relationship between China and
Mexico is the result of the diplomatic relationship that these
two countries have maintained throughout the years. Since
the establishment of formal diplomatic relations, with the
exception of the current president, al the presidents of
Mexico have visited China. Although it is true that there is
no express declaration to which the level of a
"Comprehensive Strategic Association” refers, it is evident
that China considers the relationship to be strategic, not only
due to its proximity to the US market, but also due to the
fact that that a large part of the Central American countries,
neighbors of the Mexicans, continue to maintain diplomatic
relations with Taiwan. More recently, given that Beijing has
sought agreements with Taipei, the possibility that Mexico
influence Central American governments to change their
position on Chinawould not be surprising.®

Within the framework of the aforementioned Integral
Strategic Association, many dialogue mechanisms have
been established at almost every level of the relationship.
During the presidency of former President Enrique Pefia
Nieto, he met with President Xi Jinping seven times
between mutual visits and meetings in multilateral forums.
Showing the mutual interest of both nations to continue
building and maintaining the comprehensive strategy they
uphold.

Likewise, Mexico, along with Peru, was very protagonist in
China's aspiration to have a regional dialogue mechanism.
In this way, the Forum of the Community of Latin American
and Caribbean States (CLACS) with China was established.
Itsfirst annual meeting was held in Beijing on January 8 and
9, 2015, with several sub-forums for specific areas. Forum
of Chinese Agriculture Ministers, Forum of Scientific-
Technological Innovation, China-Latin America and the
Caribbean Business Summit, Forum Think Tanks Exchange
Forum, Young Politicians Forum, Infrastructure
Cooperation Forum, Political Parties Forum, China-Latin
America and Caribbean Civil Society Friendship Forum. In
addition, at the most recent meeting in 2018, China offered
the region the investment benefits of its "One Belt One
Route" project, on which an agreement was signed.
Regardless of the effectiveness of CLACS, this has been an
important space in which such a fragmented region has
come together without the presence of the United States and
Canada, which in Chinas rationa perspective is an
important mechanism for reaching agreements with the
region, and so with Mexico.

ii) Mexican Integration with the US Economy

BCornejo, Romer: “Mexico and China's competitiveness, China and Latin
America, New approaches to cooperation and development, A second Silk
Road?” Intal, Buenos Aires, 2005, p. 239.
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Mexican integration with the US economy provides the
perfect gateway for Chinese businesses to strengthen access
to the US market. It’s no secret why China-Mexico relations
are strengthening. While China’s manufacturing boom is
slowing down, Mexico’s remains vibrant. Chinese
companies setting up operationsin Mexico can expect closer
and more integrated access to US markets for similar costs.
And Mexico has made great strides in the recent past to
sweeten the deal.

In this order of ideas, for China and other international
competitors, it just makes sense to manufacture next to the
largest consumer market in the world. Time is reduced
between production and sale, inventory levels are reduced
by a shorter time to market, transport costs are reduced due
to less time in transit, and collaboration between
manufacturing staff and design and management staff who
may beinthe USis made simpler.

Therefore, Mexico has the potential to attract more
Foreign Direct Investment not only from China but aso
from other parts of the world; its location and the historical
relationship that it has maintained with United States are a
key in term of international trade.

iii) Mexico Foreign Trade Agreements

In addition to providing access to the US consumer market,
Mexico offers access to virtually every regiona market in
the world, with anetwork of 13 Free Trade Agreements with
52 countries (FTAS), 32 Agreements for the Promotion and
Reciprocal Protection of Investments (APPRIs) with 33
countries and 9 agreements of limited scope (Economic
Complementation  Agreements and Partial  Scope
Agreements) within the framework of the Latin American
Integration Association (ALADI), all of them valid.*®

iv) Complementary trade

According to what was analyzed in the previous chapter,
there are areas in which the advantage that China has over
Mexico in terms of the products and services that these two
countries import and export is evident; in the same way
there are products in which a high degree of competition is
observed; However, there are also areas in which the trade
they carry out is complemented, or can be complemented
each other, such is the case of the automotive products
manufacturing sector, in which Mexico has a comparative
advantage over China, occupying the third place worldwide
as an exporter of auto parts, or fourth place if the European
Union is considered as an economic entity, leaving Chinain
position six and seven, respectively. This fact reveals an
industry that has the potential to export to China and that
could help Mexico reduce the deficit trade balance that it
has with respect to the Asian country.

16 Source: Mexican Ministry of Economy. Consultation made on its official
website on  January 22, 2020. https.//www.gob.mx/se/acciones-y-
programas/comercio-exterior-pai ses-con-tratados-y-acuerdos-firmados-con-
mexico
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Top ten exporters of automotive products, 2018
(US$ billion and annual percontage change)
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In the same way as regards the agriculture sector, both
China and Mexico are among the ten largest exporters, so it
can be said that agriculture is an industry in which these two
countries are competitors, which is so to a certain extent,
because the products they import and export are
complementary among these two countries. For instance,
Mexico exports avocado, fruit and tequila to China, among
others, while China's exports to Mexico do not stand out for
being mainly in products from the agricultural industry, but
products from the manufacturing sector. In other words, it
can be concluded that some of the products these two
countries exchange are complementary but with respect to
other they are clearly competitors. A clear example of thisis
the manufacturing sector in which Chinais the world leader,
however, in a subdivision of this category, which includes a
great diversity of by-products, this is, manufacture of
automobile products Mexico has a comparative advantage
over the Chinese market.

Top ten exporters of agricultural products, 2018
(US$ billion and annual percentage change)
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Likewise, the fact that China has changed its offer of
products becomes relevant, now it seeks to produce high-
tech and value-added products, such as electronics and
computer parts and accessories, which also alters its
consumption chain, representing an opportunity for Mexico,
since there will be a greater demand for basic and
intermediate products in order to satisfy the needs of their
new production chains.
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v) Mexico as a manufacturing country

While China and other Asian countries have been the
destination for many manufacturers in recent years, Mexico
has been steadily increasing market share and is swiftly
becoming the partner of choice for manufacturers who
might otherwise have invested in Asia. This shift not only
means that global manufacturers are choosing to
manufacture in Mexico instead of Asia, but aso that
Chinese and other Asian firms are moving their
manufacturing to Mexico as well.

As an example of this, there is Lenovo Group Ltd.,
whose in 2007 ramped up its PC production by spending
US$20 million on a new manufacturing and fulfillment plant
in Mexico, with this Lenovo made the investment over a
five-year period. The Monterrey, Mexico, facility was open
in mid-2008. It represented Lenovo's largest manufacturing
investment outside of China, capable of producing five
million PCs annualy. It employed 750 staff and supply
computers to the Americas with the exception of Brazil,
where Lenovo maintains its current relationship with alocal
partner. Lenovo decided on the Monterrey location after
running alot of complex simulations.

The simulations were based on a wide range of factors
including the company's desire to create an end-to-end
supply chain and deliver its products to customers on a
timely basis as well as the size of the available labor pools.
Later in 2018 Lenovo Group Limited invested US$ 20
million at its plant located in Apodaca, Nuevo Leon, Mexico
in order to add five production lines over the next eight
months. Along with the investment additiona job positions
were opened to hence the total workforce and the facility
increased from 1,164 workers to nearly 2,000.

One more example of Mexico's global position as strategic
manufacturing place is Anhui Jianghuai Automobile (JAC
Motors), which together with the Mexican Giant Motors -
50% owned by Carlos Slim -, invested more than 4,400
million pesos ($ 213 million at the exchange rate of the
investment date) in a plant in Hidalgo, Mexico.

These two companies are not the only ones many other
Asian multi-national corporations are following this trend.
This is demonstrated even in industries viewed as strongly
Asia-centric, such as electronics. A 2014 report from the
Boston Consulting Group pointed out that a full third of
electronics-industry investment in Mexico is how coming
from Asian companies like Sharp, Sony, and Samsung. Even
Japanese automakers are moving production to Mexico.

In the specific case of China, one of the reasons why thisis
occurring is because Chinese companies are searching for
ways to save costs as the price of their labor is steadily
rising, at the same time, experts generally agree that
Mexican labor is more productive than labor in Asian
countries, effectively reducing production costs due to
increased output.

Moreover, manufacturing in Mexico dlows Asian
manufacturers to more thoroughly protect intellectual
property. Conversely, IP laws in Asian countriesare far
more porous, additional to have more efficient (in time and
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cost production) access to the United States and all Latin
America market.
B. Weaknesses

i) Unequal Relations

Although it is true that greater commercial exchange offers
greater opportunities for development, and it is also true that
the conditions under which such trade occurs are relevant;
since only under suitable conditions a win-win relationship
would be possible. However, redlity and practice is more
prosaic, for many countries these conditions are not yet
reached due to their unsolved interna problems, the policies
adopted by their governments in the foreign trade field, their
technological development or under development and by the
external events and vicissitudes that occur in the world.

The Mexico-China relationship has taken place in this
dynamic, where the trade relations between the two
countries has been intensifying in recent years, to the point
that China has clearly benefited but Mexico has not yet
achieved the same. Probably the reason which can explain
this is that since 1978 China a centrally planned economy;
while Mexico change policies and directions every new
administration arrives to the presidency adopting different
ways to try to solve the Mexican internal problems, but until
today, those have not been yet addressed properly.

Although these are two developing countries, relations
between Mexico and the People's Republic of China (RCP)
have been uneven. In recent years, coinciding with the
dizzying rise of the Asian country, this inequality has
increased. The trade balance between the two countries is
clearly in deficit for Mexico, showing a deficit of $75 billion
dollarsin 2019, unlike the trade that Mexico maintains with
the United States, with whom in 2019 it registered a surplus
of $101 billion'’. Even though Mexico and the People's
Republic of China (RCP) are developing countries, the
relations they have historically maintained are characterized
by inequality. This inequality today has been accentuated
like never before, especially in the economic field. In this
sense, it would be necessary to analyze how to trade with
China, since it is enough to see the size of the economies of
China and Mexico to know that the conditionsin which they
interact in the international framework are unequal.

The accelerated growth of Chinese exports to Mexico
reflects, in part, the uneven growth rate that both economies
have registered in recent years. Between 1980 and 1990
China grew at a rate of 9.2% on an annual average and
Mexico at 2.5%; while from 1991 to 2000 decade China
growth rate was at 10.1% and the Mexican growth rate was
at 3.5% and from 2001 to 2005 the growth rate annua
average in these economies were 8.6 and 1.9 percent,
respectively. Even though in recent years China has had an
economic slowdown, in 2019 it had a growth of 6.1, while

17 United States Census Bureau https://www.census.gov/foreign-
trade/statistics/highlights/toppartners.html
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in the same year the Gross Domestic Product (GDP) of
Mexico fell to 0.1% according to data from the National
Ingtitute of Statistics and Geography (INEGI). This is the
first time in ten years that the growth of Latin Americas
second economy is negative, something that had not
happened since 2009 when Mexico recovered from the
global economic crisis.

Such economic and commercia inequality; however, should
not be a reason to not seek a commercia exchange between
these two countries, on the contrary, an intelligent
commercial exchange should be sought that adapts to the
needs and capacities of each country, especialy in the case
of Mexico if its goa isto reduce the trade deficit with China
and at the same time have in China a trading partner from
which can learn and benefit, economically speaking.

The development of both, Mexico and Chinain science and
technology is important to strengthen relations between the
two countries. Although it is true that this type of knowledge
is considered key to the strategic development of a country,
it is also true that the lack of scientific and technological
exchange generates a disadvantage and a probable lag. For
this reason, it is important to create a bridge or mechanism
through which it is certain that there are equitable conditions
for the participants, and that the exchange of information is
done in an official and professional manner, aways in
compliance with international regulations on intellectual
property.

ii) Political Misunder standings

Since the past presidential administrations in both China and
Mexico, unfortunately political disagreements have been
part of the relationship between these two countries. Among
some events that can be listed are the fact that the
government of Felipe Calderdn took as a slap the reaction of
China during the HIN1 influenza crisis, in which Chinese
authorities quarantined an airplane of the Mexican airline
Aeroméxico and the passengers who were traveling in such
aircraft. Another political disagreement that damaged the
bilateral relationship between China and Mexico was the
meeting that former Mexican President Felipe Calderon held
with the Dalai Lama, who visited Mexico on that occasion,
which caused the relationship with China to fal to a
negative status at that time, being one of its lowest levels
since relations between the two nations were established in
1973.

In summary, during Felipe Caderdn's presidency, it is
evident that he lacked the political will to achieve a greater
rapprochement with China, both politically-strategically and
commercialy-economically. What should be taken into
account when analyzing the China-Mexico relationship, and
especially when making proposals to improve the
relationship between these two nations, since for this to
happen, the will at a high level must be a priority policy
implement.

Then again, during the next presidency of Mexico, the
presidents of both nations held significant meetings on
various occasions, showing the relationship between China
and Mexico to be part of their agenda. As part of their
mutual interest, from 2012 to 2018, 12 hilateral agreements
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were signed in different areas of trade in order to give a
further boost to trade. However, during the same
presidential term, projects in which China was involved
were canceled by the Mexican government, which again
caused the China-Mexico relationship to drop in level and
Chinese investments to be lost.

One of the projects referred to is the Dragon Mart shopping
center, a project that was planned to build a shopping center
with Chinese and Mexican capital in southern Mexico;
however, the Mexican environmental authority canceled the
permit that had been granted and through which the
construction of the same center began to be built, pointing
out that with such construction the Mexican ecosystem was
damaged, so at first the building permit wasillegally granted
by another authority. Besides the Dragon Mart shopping
center, one more case also cancelled in Mexico due to
corruption, the Bullet Train project; a decision that had
aready been taken and announced about the tender project
for the fast train to Querétaro, which had been won by a
Chinese state company. Consequently, these two failed
projects have affected the China-Mexico relationship, and
what was initially perceived as a renewed understanding
between Mexico and China ended up being a mismatch in
terms of trade and foreign investment between these two
countries.

More recently, within the framework of the current
presidency of Mexico, no presidential visits have been
carried out, in fact in the Mexican National Development
Plan 2018-2024, China is not mentioned at all, which shows
the absence of a foreign policy towards China, the second
largest trading partner Mexico and the country with which
Mexico had atrade deficit of $ 75 billion in 2019.

In conclusion with regard to political disagreements, these
have not only been frequent, but even worse, that this
situation affects the mood of both countries and generates
unnecessary obstacles in the attempt to improve the
economic relationship, especially for Mexico.

iii) Absence of a foreign policy of Mexico with respect to
China and/or its continuity

In relation to the immediate previous point, and as part of
the final comments, this weakness point makes sense.
Chinas interest in Mexico, unfortunately, does not appear to
have a clear counterpart from the Mexican government. At
the time, the National Development Plan 2007-2012
prepared by the Felipe Calderén government referred to the
need to build "strategic aliances' with Asia, in addition to
taking advantage of the platform offered by the Asia Pacific
Economic Cooperation Forum (APEC) to strengthen ties
with its members. However, China was barely mentioned in
the following terms. «Take advantage of the platform of the
Asia Pacific Economic Cooperation Forum (APEC) to
derive governmental and business agreements with the
countries of the Pacific Rim, and strengthen ties with China,
Japan, India, Korea, Singapore, Australia and New
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Zealand."*8 As can be seen, the reference to China was very
brief and superficial, with mentioning a specific policy or
plan to address.

Years later, Mexico's relationship with China in the 2012-
2018’s presidency had no important changes compared to
previous government. Mexico continued with the policy of
not considering the presence of China in the international
community, neither the characteristics of its political system
nor its major economic projects. Although relations between
both countries began with the slogan of "re-launch”, they
were affected by the failures of Chinese economic projects
in Mexico. Diplomatic relations continued their normal
course, with meetings between officials of various levels
and the signing of interesting cooperation agreements. For
its part, China maintained an effective cultural policy of
creating favorable public opinion among academics,
politicians and the media

At the time, the aforementioned plan presented a medium-
long-term vision, referred to as the "2030 vision", what
suggested continuity for the next 20 years. But that vision is
not guaranteed by the Mexican government, largely because,
with each change of government, the new authorities seek to
stamp their "proper seal" on the policies. This would not be
reprehensible in cases where the preceding policies were
erroneous, but with respect to those that have been
successful, the same criterion of "six-year reinvention"
usualy applies. Apparently, only in the commercia and
investment planes with the US there is a continuity, due to
the commitments made in the North American Free Trade
Agreement, today the United States, Mexico and Canada
Agreement (USMCA), whose lack of compliance by
Mexico would entail unacceptable political and economic
costs for Mexico. In any case, the situation in Mexico is
different from the situation in China, which does have a
national project under which the five-year plans operate and
whose continuity is guaranteed despite the dissent and
divergent opinions that naturally exist in the high levels of
political spheres of that country.

Continuing with this line of anaysis, in the Mexican
Government's National Development Plan (PND) 2013-
2018'°, China was first mentioned as the cause of the
increase in food prices due to the increase in its demand,
which affected, according to the Plan, in increasing the price
of the basic productsin Mexico. Likewise, reference is made
to the competition of China's labor force since that country's
entry to the World Trade Organization (WTO), as one of the
causes of the low competitiveness of the Mexican labor
force; although it recognizes that the recent increase in
wages in the Asian country could benefit Mexico. Likewise,
it recognizes the need to attract tourism from China and
affirms, in the vaguest possible way, that “Mexico has the
challenge of taking relations with that country towards a
new paradigm of cooperation and dialogue, which alows for

18 National Development Plan 2007-2012, Presidency of the Republic,
Mexico, 2007, available a http://pnd.presidencia.gob.mx/.

19 See full text, Government of the Mexican Republic, National
Development Plan 2013-2018. Officia Gazette of the Federation, May 20,
2013, http://www.dof.gob.mx/nota_detall e.php?codigo=5299465& fecha=20
/05/2013
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promoting new schemes of understanding and exchange”,
however, this is a statement that can be said in regard to
every country in the world.

In this context, once again, Mexico's relationship with China
can be characterized by being made up of, 1) a country that
lacks a clear definition of its foreign policy based on its
major internal problems and international projection, and 2)
with a country that starts from the solution of its internal
affairs, perfectly defined, and with precise plans in the
medium and long term regarding its position as a global
power. The administration of the Mexican government, asin
the past, does not take actions that are sustainable and close
to reality regarding its trade relationship with China.

iv) Ignorance of the Chinese market

The perception that various Mexican businessmen have
about China is that it is a "difficult" and remote market,
where language functions as an insurmountable barrier and
that is part of the reason why most choose the US market,
considering it close and better known.

It should be noted that, in order to develop relations with
any region or country, it is necessary to promote their study.
However, studies on China are scarce in Mexico. Most of
the publications circulating in the country refer to economic
aspects, in particular to unfair commercia practices, leaving
aside a deeper analysis about the evolution of the Chinese
economy and politics. This ignorance explains many of the
attitudes of business and government actorsin their relations
with China. Therefore, studies on that nation would help to
glimpse desirable and possible policies for a potentially
more beneficial approach between the two countries.

V) China seen asathreat to Mexico

Chinas arrival at the World Trade Organization (WTO) was
contested by Mexico base on unfair competition and
dumping, and in 2001 Mexico was the last country to
withdraw these objections, imposing countervailing duties
and tariffs on various products.

These measures were due to frictions in similarities of
export structures in sectors such as: electronics, auto parts,
fuels, low wage costs and highly developed manufacturing
companies. Even with these precautionary measures, the
Mexican maguiladora industry was overwhelmed by
China’s production, which caused the loss of 250,000 jobs
during the first years of the new millennium, where Foreign
Direct Investment (FDI) fell from $ 29 billion in 2001 to 18
Billion dollarsin 2003.20

It is because of the reasons given here that the negative
effect that Mexico visualized in the face of the Chinese
presence, its rules and its unfair practices is justified.
Although it is true that in 2020 the perception of China in
Mexico has improved, it is also true that it is till not
possible to visualize in a general way the opportunities that

2 At Mexican Ministry of Economy
http://www.economia.gob.mx/files/comunidad_negoci os/comision_naciona

1/2012_i.pdf.
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trade with this nation represents, therefore, as long as this
situation does not change, the trade balance will hardly
reduce for Mexico.

In December 2011, the shielding relationship entered a new
phase, when the compensatory quotas imposed by Mexico
expired, a situation that helped to increase its bilateral
efforts and improve its commercia relations by seeking
joint investment opportunities in projects that have not yet
been successful for Mexico. It should be noted that from
2012 to 2015, the Mexican steel industry once again
suffered from excessive competition from the Chinese
market, which led Mexico to apply anti-dumping policies
again, due to the low price of steel that China offered
against Mexican steel. , which led Mexican companies to
close operations, as they were not competitive in the global
market.

In this regard, Mexico continues to see China as a threat,
instead of seeing the Asian giant as an aternative growth
opportunity from the United States. Competitive advantages,
such as its dense population, represent one of the largest
commercial markets. According to the Organization for
Economic Cooperation and Development (OECD), in 2030
the emerging middle class of China will expand, being one
of the determining factors of social change in consumption
patterns oriented towards durable goods, health, education
and tourism; that is, the rise of a middle class with demand
power, which, if taken advantage of by Mexico, could
become the extension of a market niche; however, for thisto
occur, the perception of a Chinese threat must change and be
taken as opportunities.

vi) Foreign Investment

According to dtatistics from the Chinese Ministry of
Commerce, Chinds direct investment flow to Mexico was
378 million US dollars, but by the end of the same year,
2018, the stock of Chinese direct investment in Mexico was
$ 1,107 billion. Nevertheless, according to statistics from the
Mexican Ministry of Economy, China’s direct investment in
Mexico in 2018 totaled US $ 250 million. This accounted
for 0.8%, an increase of 9.7% compared with 2017.

Chinas investment stocks from 1999 to 2018 in Mexico
were 1.445 billion US dollars, accounting for 0.2% of the
total of Chinese investment.

By the end of December 2018, at the Chinese Embassy in
Mexico there were nearly 100 Chinese-funded enterprises
registered in areas such as communications, manufacturing,
finance, etc.

According to datigtics from the Chinese Ministry of
Commerce, in 2018 Chinese companies signed 35 new
contracts in Mexico, those contracts summed up 1.276
billion US dollars, completed turnover of 554 million US
dollars. In the same year a total of 53 professionas from
different areas were assigned from China to go to work in
the respective Chinese companies in Mexico and thus, by
the end of the year there were in total 325 new assignments.

Among the signed large projects were taken by Huawel
Technologies Co., Ltd. in the Telecom industry; Shenyang
Yuanda Aluminum Engineering Co., Ltd. signed a contract
for the terminal of the New International Airport in Mexico
City; additionally, China Hong Kong Company signed
contracts in Veracruz, Mexico for the third bidding section
of the aport project: house construction projects and others.

Notwithstanding these investments, being Mexico the
second largest economy in Latin America, it is striking that
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in the last “Report on Development of China’s Outward
Investment 2018” published by the Chinese Ministry of
Commerce 21, it hardly mentions Mexico as another
participant of foreign investment from China, being under
the levels of investment that Latin America countries
receive from China. Therefore, the investment received by
China in Mexico in less than what other countries of the
region received, what puts Mexico's attraction of FDI from
China under countries such as Cayman Islands, the British
Virgin Islands, Venezuela, Brazil, Argentina, Ecuador,
Jamaica, Peru and Trinidad and Tobago. This should be an
area of opportunity in which Mexico must work, although it
is true that China has reduced its investment in Latin
America, it is also true that it continues investing in Latin
America region, that’s why Mexico has to implement fiscal
policies to attract a greater proportion of that investment if
itsaim is to reduce the trade deficit that it currently has with
China.

vii) Trade Composition

The composition of trade between both countries is dictated
by the characteristics of their economies; both seek to place
processed products in the foreign market, so there is
undoubtedly more than one industry in which they are
competitors, among which the manufacturer stands out,
specifically with respect to telecommunications and office
equipment, as can be seen in the following graphs. However,
China has an obvious comparative advantage over Mexico
in this regard, given its enormous industrial development
and its investment in science, technology and development;
reason why Mexico has to diversify its market with China,
not only because they are competitors, but because the range
of products that these two countries have been exchanging
over the years has not shown any substantial change that
alows Mexico to reduce its trade deficit with China, but on
the contrary, a large number of the products that Mexico
exports to the United States are manufactured with raw
materials that it imports from China, which at the same time
explains that its trade balance with China is in deficit, but
the balance trade with the United States reports a surplus.

Top ten exporters of manufactured goods, 2018
(US$ billion and annual percentage change)
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Top ten exporters of office and telecom equipment, 2018
(US$ billion and annual percentage change)
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In this relationship between Mexico's deficit and surplus
with China and the United States, it should also be noted
that US is a competitor of China with respect to imports to
the Mexican market, an example of which is found in
soybeans and oil, products that both Mexico and China
consume within their main imports. Therefore, it is
important to highlight that the composition of trade of both
China and Mexico has similarities, however, these two
trading partners compete under different conditions
determined by global factors, such as the United States
intervention in the trade chain, as well as by interna policies
that each of their governments have adopted over the years.
C. Opportunities

i) Tourism Exchange

As is clear from the previous chapter, in terms of
commercia services, the main industry in which Mexico is
an exporting leader is tourism, besides, according to the
report “Panorama of international tourism. 2019 Edition”,
Mexico is among the top 10 tourist destinations, ranked as
the 7th largest tourism destination.

On the other hand, according to the aforementioned report,
the World Trade Organization maintains that tourism grows
faster than merchandise trade, making tourism an important
component of export diversification for both emerging
economies and for developed countries, also, tourism has a
great capacity to reduce the trade deficit and to compensate
the decrease in the export earnings of other goods and
Services.

Likewise, it should be noted that tourism is the third largest
category of exports in the world, only after chemicals and

fuels and ahead of the automotive and agricultural industries.

Export earninas bv product cateaorv (USD billion)
& Chemical Products — 1.993

Fuels — 1.960

o Agriculture — 1.466

Source: World Tourism Organization
On the other hand, it is aso highlighted that China continues

to be the country that spends the most in tourism, even
though Chinese tourist are not the ones who travel the most,
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but still they represent fifth of the global spending on
international tourism, followed by the United States,
Germany, the United Kingdom and France. In 2018,
Chinese tourists spent $ 277 billion, with a change in real
terms of 5%.22

In addition to this, around 10% of the 1,400 million
inhabitants of China make international trips, and by 2027,
the number of people with passports is expected to reach
300 million, equivalent to 20% of the Chinese popul ation.
Consequently, taking into account that international tourism
trends remain high, increasing steadily, subject to the fact
that in 2020 and in the near future they decrease due to
Covid-19, the tourism industry is a source of exports that
Mexico should take advantage of and focus on the Chinese
market, because even though China is already in the first
place of tourists that spend the most on tourism, statistics
indicate that the number of Chinese tourists will continue to
increase, therefore, make of Mexico the main place
Destination in Latin America for Chinese visitors must not
only be maintained, but intensified.

ii) Tradewar between China and the United States

While the dispute between the world's two largest
economies has been a major risk factor for investors since
2018 and it has put the economic prospects of countries in
the Asia Pacific region under threat, it could also bring
notable gains to other countriesif the conflict continues.
According to a report by the United Nations Conference on
Trade and Development (UNCTAD), among the nations that
are primarily presented with the opportunity to benefit from
such atrade war are Europe, Mexico and Canada.

It is necessary to take into account that bilateral tariffs are
not very effective in protecting national companies, but they
are very valid instruments to limit trade from the affected
country that is considered to be affecting the national
economy of the country that imposes them. The reason is
simple: bilateral tariffs ater global competitiveness and
benefit companies that operate in countries that are not
directly affected by them, that is why among the effects of
tariffs between the United States and China is mainly to
alter competitiveness between these two countries, opening
the door to new global competitors, who, if prepared for this
opportunity, could be representative for their international
trade and economy.

This is so, since hilateral trade between the United States
and China has decreased and will continue to decrease if its
friction continues, and at the same time it will be replaced
by trade coming from other countries. And then, it is when
other nations who previoudly trade with US and China can
make a profit out of this situation.

In fact, according to UN calculations, the $ 250 billion in
Chinese exports subject to US tariffs, approximately 82%
has been diverted and will be diverted to companies in other
countries. On the other hand, approximately 12% will be

22 \World Tourism Organization e-Library https.//www.e-unwto.org
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retained by Chinese companies and only 6% will be in the
hands of USfirms.

So that is why the diversification of China's trade is also a
strategy that China itself has followed, because the tariffs
imposed by the United States cannot be absorbed by the
companies; so, this also explains the rise in its imports to
Mexico, causing a sustained increase in Mexico's trade
balance, specifically in China’s surplus regarding Mexico.

Similarly, the approximately US $85 bhillion in exports,
subject to China's tariffs, around 85% will be captured by
companies from other countries. While, from that same total,
US firms will only retain less than 10%, while Chinese
companies will capture around 5%. The study carried out by
the United Nations Conference on Trade and Devel opment
indicates that these results are consistent in different sectors,
from machinery to furniture, communication equipment,
chemical products or precision instruments.

Consequently, the countries that are expected to benefit
the most from the tensions between the United States and
China are those that are most competitive and have the
economic capacity to replace American and Chinese
companies, cases like the European Union, where exports
are the ones that will increase the most, capturing around US
$70,000 million of bilateral trade between Washington and
Beijing ($50,000 million of Chinese exports to the United
States and $20,000 million of US exports to the Asian
country).

Meanwhile, Mexico would be the great beneficiary from
the American continent, with a profit from new exports that
exceed $26,000 million, what in the same way explain the
sustained surplus that Mexico has regarding its trade with
the United States, even until last year (2019). According to
the most recent publication of the World Trade Organization,
Mexico is the ninth largest export economy in the world and
the United States and China are its first and third markets,
respectively, from this that the confrontation between those
two countries means, indirectly, an opportunity to Mexican
exports to potentiate themselves towards these two
destinations. Actualy, the Mexican exports have aready
increased in both North American and Chinese markets, but
aso Chinas imports to Mexico are far above Mexico's
exports to that country. But this behavior in the global trade
is mainly because geographical proximity between Mexico
and United States, nevertheless Mexico could aso take
advantage of this commercial friction as an opportunity to
export more to China, which at the moment is not happening
or notin alarge scale.

Top 10 exporters and importers of manufactures, 2018
(Billion dollars and percentage)
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According to the United Nations Conference on Trade and
Development (UNCTAD), Mexico's advantages from this
trade war do not stop there: since Mexico is also the country
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that has had the highest income from the increase in the
percentage of total exports (a 5.9%) as a result of the
conflict, well above the European bloc (0.9%) or other
major powers, such as Japan (2.3%) or Canada (3.4%). And
although these figures do not represent a significant amount
in trade world, for many countries they represent an
important part of their exports.

Likewise, it should be noted that Mexico has not been the
only Latin American nation that has benefited and could
continue to benefit as long as this trade war continues.
Argentina, Brazil, Chile and Peru have aso had the
opportunity to have a benefit from the distribution of exports
as a result of the trade war. Nevertheless, this opportunity
that the trade war between the United States and China
represents for Mexico and some other countries, is not
absolute because its magnitude and duration of the tariffs are
not clear, the producers, in the Mexican case, have shown
hesitant to make investment decisions that may be
unprofitable if tariff restrictions are revoked, or simply if the
two contending countries reach an agreement. Furthermore,
on January 15, 2020, China and the United States signed a
trade agreement; this agreement does not resolve the causes
that gave rise to the trade war. The deal does not address
China's subsidies to domestic industries or its firm grip on
the fundamental levers of its burgeoning economy. The deal
also maintains most of the tariffs the United States imposed
on $360 billion worth of Chinese merchandise, a much
higher tax than what Americans pay for products from
virtually anywhere else. In fact it could be many years
before those issues can be resolved. The chances of a second
agreement coming soon appear to be somewhat limited
since the President of the United States has mentioned that
maybe after his country's presidential elections, which were
held in November 2020, it could be an opportune moment to
conclude what both parties cal "phase two" of the
agreement.

The current fact is that American consumers and companies
will continue to buy less merchandise from China, giving to
economies like Mexico the opportunity to access its market.
On the other hand, the Chinese government will continue to
search for customers and suppliers in other regions to try to
take advantage as much as possible of this whole situation
here just analyzed.

Consequently, in recent and future years, global challenges
and problems directly or indirectly affect the economies of
al countries, factors such as the trade war between China
and the United States, as well as the Covid-19 pandemic,
represent an economic sowdown accompany by
disturbances in commodity prices, financial markets and
currencies, al of which will have major implications for
developing countries such as Mexico and China, so taking
advantage of the opportunities that the global framework
offersto national economiesis highly relevant .
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D. Threats
i) Geographic Distance

In this globalized world, the international connection isnot a
problem, what could be so called “problem” is the cost that
this connections represent, as well as the time for the
connection that is being sought, this, turn out to be
important factors when it comes to the exchange of goods
and services in commercia trade. The commercial blocks by
region are reliable proof of this situation, where the main
common characteristic that its participants have is its
geographical proximity. Such is the case of the countries
that make up the European Union and the USMCA in which
the United States, Mexico and Canada participate; where
Mexico maintains a surplus in its trade balance in relation to
the United States. Likewise, it can be seen that China
maintains a greater Foreign Direct Investment in countries
that belong to the same region, in Hong Kong for example.
In summary, it is logical to think that the more distant one
country is from another, the less trade can be carried out
between those countries, even more so if there isinsufficient
information on the opposite trading partner; However, the
geographical distance between Mexico and China, which
could be seen as athreat, is denied when analyzing the trade
balance of Mexico with respect to China, where it is evident
that China has reached Mexico in terms of exports, despite
the geographical distance.

ii) Generate productswith higher added value

One of the biggest challenges that Mexico faces in order to
improve its economy and reduce the deficit with China, is
the generation of products with higher added value from its
own production chains, which up to now It has been an
insurmountable  impossibility and a commercia
disadvantage, placing the country among the world leaders
in the manufacturing industry, but not so, in technology or
services with high added value.

Mexico has neglected the creation of transforming
companies that take advantage of raw materials and that
serve to manufacture final goods, which has now been a
threat to different industries, making it harder for Mexican
companies to innovate than to import these final goods from
China. On the other hand, China, despite not growing at the
rate of previous years, has increased its exports worldwide.
In addition to the fact that there are products that are not
produced in Mexico and that are manufactured by China.

iii) Free Trade Agreement between Mexico and China?

The possibility of signing a Free Trade Agreement (FTA)
has been suggested in different business and government
circles, both in Mexico and China, based on the idea that it
could help reduce the deficit that Mexico accumulates in its
trade balance with the Asian country. However, if it istaken
into account that Mexico, unlike China, lacks an industrial
policy, the deficit that is attempted to fill with the signature
of an FTA, could generate an even more unfavorable
situation for Mexican foreign trade.

Over the years, Mexico has signed numerous trade
agreements with the intention of diversifying its trade
around the world; However, according to Mexico's trade
balance, in 2019 it reported a surplus of 165 billion dollars
in its trade with the United States; This situation shows that
Mexico continues to depend mainly on the market of a
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single country, the United States of North America. For this
reason, the underutilization of the FTAs that it has signed is
unfortunate, most of which are more used by the other
trading partners than by Mexico. An example of this is the
European Union, with who the deficit in the trade balance,
far from being reduced, has increased after the signing of the
Free Trade Agreement, Politica Agreement and
Cooperation (TLCUE). Another example is Israel, with
whom Mexico signed an FTA so underutilized that even in
2019 trade only reached a total of $ 950 million, with a
deficit balance for Mexico of $ 456 million. And this despite
the fact that Mexico could exploit market niches in that
nation, such as soft drinks, since it is a desert country in
which drinks are consumed in large quantities.

In the same sense, not only there is the problem of
underutilization of Free Trade Agreements, but Mexico has
aso concluded trade agreements that never worked as
expected and were finally concluded, such is the case of the
Free Trade Agreement with Bolivia, which finally was
decided to conclude. In this context, an FTA between
Mexico and China, rather than suggesting an opportunity or
an alternative to reduce the trade deficit, for Mexico would
represent athreat and also would exacerbate the problemsin
the Mexican trade balance if the passivity that has been the
rule with other FTA keeps going.

On the other hand, it is worth mentioning, even the trade
deficit that Mexico has with Chinais an example itself, that
it is not essentiadl to have a Free Trade Agreement to
exchange goods and services, since the total trade carried
out by these two countries is even greater than with
countries with which Mexico has signed an FTA. In this
order of ideas, it is evident that a FTA cannot be seen as an
end to achieve the desired purposes, since trade agreements
are ameans, not an end, they are an instrument that provides
tools, but that these should be used, because actualy not
doing so could lead to more disadvantages than advantages,
such as an increase in the trade deficit.

In conclusion, even when there is no Free Trade Agreement
between China and Mexico, Chinas commercia activity
towards Mexico has been very active, to the point that in
2019, it presented a surplus in its trade balance with Mexico
of $75 billion, which once again confirms that a Free Trade
Agreement is an instrument and not an end, so the existence
of an FTA between these two countries is not recommended,
since this could be a threat to Mexico, unless it adopts an
industriaization policy, it could begin to compete with
China in more equivalent terms, but as long as that does not
happen and the concentration of trade with a single country
is continued, it is not recommended.

iv) Failure of Chinese projectsin Mexico

In the Mexican presidency from 2012 to 2018, relations
between China and Mexico dstarted with enormous
momentum, however, due to the failures of two major
Chinese investments projects in Mexico that occurred during
the same period, the initial enthusiasm died down soon and
relations remained a a very low level, which has
represented a threat to Mexico, as the possibility of reducing
the trade deficit it has with China and the attraction of
Foreign Direct Investment have faded away, at least in the
short term.
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The first of the referred projects was the so-called
“Dragon Mart”, which was described as a shopping complex
displaying goods from 2,500 Chinese companies on 1,400
acres just outside Cancun. The project involved Chinamex
Middle East Investment & Trade Promotion Center Co Ltd,
and 50% Chengkai (Beijing) Investment Co Ltd from the
Chinese side and the other 50% was in the hands of Mexican
companies. However, since the start of its construction was
announced with an investment of $180 million investment
that included 3,000 storefronts along with 722 apartments
for the families of mall workers. Mexican green groups
strongly criticized the Dragon Mart project because it was
located amidst coastal wetlands two miles from Puerto
Morelos Reef National Park and waste discharge from the
project could disturb these fragile ecosystems and aso
pollute a key source of groundwater for the Yucatan
Peninsula.

Additionally, the companies did not conduct
environmental impact assessments as per Mexican law
requires and lacked the required authorizations from
Mexican environmental authorities. Finally, in January 2015,
PROFEPA, Mexican environmental authority, canceled the
project and added a further $1.5 million fine, Dragon Mart
representatives appealed such resolution issued by
PROFEPA but the Mexican Collegiate Court declared the
appeal as unfounded, representing the end of this fail project.

A second case was the Bullet Train Project that would go
from Mexico City to Querétaro, in which through an
international tender, the Mexican government opened the
doors to foreign companies to participate; however, the
project failed to materialize since ajournalistic investigation
revealed that the Chinese company that was the winner of
the tender, became aware of the requirements of the tender
through meetings with high-level members of the Mexican
government, nine months before it was officially published,
a reason that gave it an advantage over its competitors and
so it was the only company that could deliver its job
proposal on time. Once the journalistic investigation that
made this situation public was revealed, pressure from
different sectors was present and finaly the tender was
canceled, not to mention that the reporter in charge of such
journalistic investigation faced legal demands that took
severa yearsto resolve, but she was finally acquitted.

As can be seen in both projects, these cases represented the
attempt of significant projects for both Mexico and China,
and although it is true that there are those who point out that
the cancellation of such projects has been beneficia for
Mexico; for instance, in the case of Dragon Mart, "300
thousand tons of Chinese goods would have entered Mexico
per month, most at prices below the real vaue, putting
thousands of jobs at risk"2; while in the case of the “Bullet
Train” project, the avoidance of conducting projects in
which persona interests were served, threatening free
competition; the truth is that both projects represented
investment opportunities in Mexico, which is Mexico’s aim;
reason why in this research it is consider that the problem
were not the projects themselves but the way of carrying
them out.

As aresult of what happened with both the Bullet Train and
Dragon Mart, it has represented a threat to projects that

2 Ojeda, Marcela. Becerril Isabel, "Damage to Mexico-China relationship
caused by Dragon Mart." El Financiero, January 2015.
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could be carried out by the Mexican government with
foreign companies, in this specific case, with Chinese
companies, so encouraging Foreign Direct Investment from
large companies requires the implementation of policies that
are favorable for both Mexico and investors, not only on the
Mexican side but also on the part of investors, who must be
obliged to respect free competition and act in accordance
with local legidation; that is, turn this threat into investment
opportunities for Mexico.

v) United States-M exico-Canada Agreement (USMCA)

A relevant aspect of the recently Agreement between
Canada, United States and Mexico (USMCA), after 13
months of renegotiation, accomplished its task. The main
aspect of the USMCA s the article 32.10, which requires
that any USMCA member country seeking to initiate free
trade negotiations with another “non-market” country must
inform the other USMCA members in advance of its
objectives and the potential impact of the new agreement,
even if the negotiations were confidential, in order for the
USMCA to become a bhilatera agreement and the
participation of the USMCA member seeking a new FTA
with the “non-market” country will be canceled.

The USCMA adds that 30 days before the date of the
signature of a trade agreement with a"non-market" country,
the non-part of the new agreement have to "review the full
text of the new agreement, including the annexes and
collateral instruments, in order to assess the potential impact
for this agreement (USMCA)”. In the event that one of the
parties decides to sign a pact with the "non-market" country,
the other two parties would end the USMCA giving six
months' notice and replace the trilateral agreement with a
bilateral one. This was aready agreed by Canada states,
Mexico and the United States.

It is clear that article 32 of the USMCA refers to the
People's Republic of China when it mentions a non-market
country, that is, if one of the USMCA"s members initiates
FTA negotiations with China, this country will withdrawal
from the USMCA. In practice, the USMCA becomes a
“regional anti-China bloc”, the first of its kind at the
international level and consistent with the United States
geostrategic  vison. But beyond the legality and
congtitutionality of such article, for Mexico the dilemma
clearly arises regarding its relationship with China, since
there is uncertainty regarding other agreements it may have
with China even when these do not reach the level of an
FTA; In other words, in practice, the framework for trade
action between Mexico and China is reduced due to the
USMCA and, as a consequence, once again, Mexico's
possibilities to offset the deficit of its trade balance with
China are threatened by factors of regiona economic
interest, more specific because of the United States” interest.
On the other hand, it is true that such an article can be
legally discussed; but Mexico must also be strategic
regarding its commercial relationship with USA, who is the
destination of 80% of Mexican imports, and with whom it
has a surplus of 165 billion in 2019.*

2 Mexican Ministry of Economy
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In fact, the analyst Hugh Stephens maintains that article
32.10 is a "poisonous pill"* placed by the Donald Trump
administration, which with this article seeks to "encircle"
North America as a region where any commercial initiative
with China will be prohibited. Then, in the China-Mexico
trade relationship, a third actor appears on the scene, the
United States of America who through article 32.10 of
USMCA restricts the sovereign right of Mexico to negotiate
trade agreements with States that do not have a market
economy, and China is so because of its state economic
intervention. So, once again the geopolitical factor limits
Mexico's foreign policy. Regiona power is imposed on
weak states. Mexico has hardly been able to find and sustain
a balance of power visavis with US. Indeed, the
convergence of interests between Mexico and China
continues to be influenced and determined by the United
States.

V.MEXICAN TRADE DEFICIT WITH CHINA

Since there are officia records (1993), Mexico has aways
had a trade deficit with China, that is, it buys more from
China than it sells. Imports from China have grown rapidly.
In 2019, the country had a record deficit of 75, aimost 76,
billion dollars. In 1993, the negative balance was just
$ 341.6 million. Among the main reasons of this situation is
the entry of Chinato the World Trade Organization (WTO).

Among the most important events in the field of foreign
trade, it is found the reservation period between Mexico and
China, since derived from the signing of the protocol of
incorporation of the Asian country to the WTO in the year
2001, Mexico established a six-year reservation so that the
countervailing quotas on certain imports of Chinese
products did not have to be subject to the rules of the World
Trade Organization (WTO); the six-year reservation ended
on December 11, 2007; before the deadline was met,
Mexico, through the International Trade Practices Unit
(UPCI) of the Ministry of Economy, began the quota
reviews, in accordance with the rules of the Foreign Trade
Law and the WTO.? Parallel to the research carried out by
UPCI, a negotiation process with China began, in which the
participation of UPCI together with the industries directly
involved in the specific issues, determined the most
sensitive fractions, However, even so, the Mexican industry
was affected and overwhelmed by the Chinese products that
entered Mexico once the reservation concluded, to the point
that in the following immediate years, the trade deficit
increased by up to 11 billion dollars26, and as consequence
the Mexican industry was bankrupt and many jobs were loss.
The economic exchange between Mexico and China
maintained an upward trend and, at the same time, a
consequent growth of the deficit for Mexico. The
composition of imports from Mexico changed dlightly with
respect to the increase in intermediate goods. The major
concern in various sectors of the country has been the trade
deficit and the low added value of Mexican exports to China.
What has been observed is an increase in exports of pork
and tequila. But 74.5% of imports originating in China are

% Ramirez Gutiérrez, Jos¢é Othon. Compensatory quotas with China: A
learning case for Mexican trade. Virtual legd library of the Institute for
Lega Research of the National Autonomous University of Mexico
(UNAM).

% Mexican Ministry of Economy
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intermediate goods, and 11.2% are capital goods, many of
which are used in the automotive and electronics industries
to be exported, aready assembled, in cars and electronic
devices, to United States’ market, and just a small part
remainsin the Mexican market.27

On the other hand, according to the Mexican Ministry of
Agriculture, exports from the agricultural sector to the Asian
country totaled 321 million dollarsin 2017, which meant an
increase of 54%. Meanwhile, steel, textiles and shoes, faced
controversies over the low prices of Chinas products,
including protests by enterprises in Monclova and
Guanajuato.

The slowdown in Chinese growth, or new normality, as they
cal it, implies a new challenge for the Mexican economy, in
addition to the trade deficit, because the new Chinese
normality and strategy implies less imports in order to
promote the national market. In such away that Mexico has
to face a huge and growing trade deficit in conditions of
short and medium term reduction of exports to China of
primary products, essentially mining, motivated by the
overcapacity that affects the Chinese heavy industry and the
strategy change model of growth promoted by the Chinese
government.

If we compare the figures of Chinese purchases of some
Mexican products like copper, aluminum, avocado, malt
beer, automatic gearboxes, etc. Between 2018 and 2019, the
result is very illustrating, since Mexican products worth
close to haf a billion US dollars have stopped entering
China. Although it is true that this figure is not as
representative when compared to tota trade in 2019, which
was for 90 billion dollars, the truth is that it is obvious that
this situation negatively impacts the overall Mexican exports,
and it will cause an even faster growth of deficit, at least in
the short term.

Tariff Product 2018 2019 Difference
fraction
8544.42.04  Copper, 7,413 5,540 1,873
aluminum or its
aloys
0804.40.01  Avocados 31,793 19,108 12,685
2203.00.01 Malt beer 192,877 94,038 98,839
8708.40.03 Automatic 319,761 172,718 15,223
gearboxes
7403.11.01 Cathodes and 357,231 227,825 129,406
cathode sections
2301.20.01 Fishor crustacean 82,840 67,617 15,223
or other aquatic
invertebrate flour
7404.00.02 Worn anodes, 75,314 19,903 55,411
waste and scrap
containing  less
than 94% copper
by weight
8517.62.02 Control units or 53,991 35,624 18,357
adapters
2710.12.01 Pure minera oils 38,159 31,442 6,717
from petroleum,
in tank car, tank
ship or auto-tank
8517.70.12  Modular circuits 35,645 31,319 4,326
8517.62.01 Local area 34,915 21,262 13,653

network devices

2 According to the Mexican Business Council for Foreign Trade,
Investment and Technology
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"LAN"

Complete
clutches

Modular circuits
Memory drives
Process units
Rear differential
axles without
coupling to the
masses

Motor boats,
except those with
outboard motors
Control or
distribution
panels, operated
by buttons

With a cylinder
capacity — greater
than 1,500 cm3
but less than or
equa to 3,000
cm3

Source: Elaborated with data from the Mexican Ministry of Economy

8708.93.04 32,732 26,612 6,120
8473.30.02
8471.70.01
8471.50.01

8708.50.04

31,706
26,381
23,817
23,659

23,009
9,931
7,002
1,853

8,697

16,450
16,815
21,806

8903.92.01 19,644 17,019 2,625

8537.10.04 19,443 9,277 10,166

8703.23.01 425260 407,767 17,493

In the last three years, considerable progress has been made
in negotiating access for new Mexican products to the
Chinese market, especially agricultural products, ranging
from strawberries to tequila, including pork and white corn.
Mexico has been working to introduce new products: dairy
products, bananas, etcetera; however, the activation of
Mexican companies is urgent, along with long-term policies
on foreign trade, to speed up and unlock the process of trade
deficit with China, since, as has been pointed out throughout
this research, and as shown in the following table, the deficit
with China has and continues to maintain an increase.

Trade Balance of Mexico with China (in thousands US$)
Y ear Exports Imports Total Trade | Balance
1993 44777 386,442 431219 -341 665
1994 42,162 499,655 541,817 -457,493
1995 37,002 520,580 557,582 -483,578
1996 38,277 759,704 797,981 721,427
1997 45,882 1,247,378 1,293,258 -1,201,494
1998 105,977 1,616,494 1,722,471 -1,510,517
1999 126,338 1,921,057 2,047 395 -1,794,719
2000 203,586 2,879,620 3,083,206 -2 676,034
2001 281774 4,027,253 4,309,027 -3,745479
2002 653,913 6,274,381 6,928,294 -5,620,468
2003 974 369 9.400,591 10,374,960 -B426,222
2004 986,304 14,373,843 15,360,147 -13,387,539
2005 1,135,544 17,696,338 18,831,882 -16,560,794
2006 1,688,107 24,438,279 26,126,386 -22750,172
2007 1895338 29743 658 31,638,994 -27,848318
2008 2,044,750 34,690,310 36,735,060 -32,645,560
2009 2,207,788 32,528,967 34,736,755 -30,321,179
2010 4,182,842 45 607,551 49,790,393 -41,424 709
201 5,964,225 52,248,003 58,212,228 -46,283,778
2012 5720732 56,936,129 62,656,861 -51,215,397
2013 6,468,508 61,321,376 67,789,884 -54,852,868
2014 5,064,143 66,257,202 72,221 435 -60,203,149
2015 4,873,152 59,958,130 74,861,282 -65,114,978
2016 5,411,256 69,521,795 74,933,051 -64,110,539
2017 6,712,580 74,150,446 80,863,026 -67 437 B66
2018 7428917 83510571 90,939,488 -76,081,654
2019 7,130,476 83,052,518 90,182,994 -75,922,042
20201 485,625 6,939,902 7,425,527 -6,454.277

Source: Mexican Minister of Economy

Likewise, the immediate logical question is why the trade
deficit with China is a problem for Mexico? It is true that,
according to economic theory, the fact that a deficit is good
or bad depends on the factors that originate it. But economic
theory also tells us what to look for know whether the deficit
is beneficial or a problem. If it reflects excess import
compared to export, the current account deficit may be an
indication of competitiveness problems. But since it aso
implies excess investment compared to savings, it may well
reflect a very productive growing economy. If the deficit is
due to a shortage of savings and not to an abundance of
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investments, it may be the consequence of irresponsible
fiscal policy or excess consumption. But it can also be an
indicator of perfectly adequate inter-tempora trade,
attributable to atemporary shock or demographic change.

In other words, although it is true that the trade deficit is not
necessarily bad or a problem itself, since in many casesit is
a sign that the economy is doing well because consumers
and companies have more money to spend; when looking at
what caused the deficit in the case of Mexico, it is observed:
A) Loss of Competitiveness. According to the Globa
Competitiveness Report 2019, issued by The World
Economic Forum?®, which takes onto consideration 12
pillars:  Indtitutions;  Infrastructure; ICT  adoption;
Macroeconomic stability; Health; Skills; Product market;
Labor market; Financial system; Market size; Business
dynamism; and Innovation capability in a scale from 0 to
100 of 141 countries; Mexico is ranked as the second most
competitive country in Latin America?® in the position 48th.
Nevertheless, in the last year it decreased two points while
in 1999, it was ranked in the position 31st. This position
implies a significant lag of competitiveness in comparison
with other countries such as China, which in 2019 was
ranked as the number 28th. In other words, Mexico
productivity-enhancing  investments such as new
infrastructure, R&D and skills development in the current
and future workforce have been suboptimal.

Therefore, even though Mexico and China are emerging
economies with growing innovation capacity, Mexico has
lost standards of competitiveness while China has increased
s0. As consequence, the commercial deficit that Mexico has
in its trade balance with China, partly, is because of its
lower level of competitiveness which isdirect linked with its
market size and innovation capability.

B) Excess consumption of imports. Mexico is an important
client in Latin America for China, not only for the quantity
of merchandise it sells to it and which maintains it with a
trade surplus with respect to Mexico; but aso because of
Mexico's geopolitical location in North America. As has
been mentioned repeatedly, since 1993, there is a trade
deficit with China that in 2019 reached 75 billion dollars;
however, this amount has been a consequence of the flood
of Chinese products in Mexico and not of foreign
investment by that country. This is evident in the latest
Report on Development of China’'s outward Investment
2018, in which Mexico appears as one of the countries that
received less foreign investment from China.

Consequently, the foregoing trandates into greater imports
from China, a lower share of the Mexican market for the
domestic industry and less diversification of Mexican
imports, as well as low foreign investment from China,
which does not help the national market to have a better
industrial development due to the lack of capitalsto develop
or invest in new technology or national industrial chains.

C) Lack of savings. In this regard, the International
Monetary Fund (IMF) has calculated that in 2018, gross
savings in Mexico represented 21.2% of Gross Domestic

Bhttp:/lwww3.weforum.org/docsWEF _TheGloba CompetitivenessReport2
019.pdf
2 After Chile, which was ranked in the place 33
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Product (GDP), which decreased to 20.5% in 2019, which
will continue to fall until reaching 17.5% in 2024, which if
updated, would be the lowest level since the 1994 crisis.
Thisisthe total income that the government, companies, and
families spend on savings, reflecting the money that goes
toward achieving goals for short, medium and long terms.
Since the international crisis of 2008-2009, savings have
decreased in Mexico, the mgjority of which are resources
from companies or individuals. In addition to this, in 2019
the Gross Domestic Product (GDP) of Mexico fell 0.1%
according to data from the Mexican National Ingtitute of
Statistics and Geography of Mexico (INEGI). This is the
first time in ten years that the growth of Latin America's
second largest economy is negative, something that had not
happened since 2009 when Mexico recovered from the
global economic crisis.

In conclusion, because of the reasons here analyzed, it must
be a priority for Mexico to implement economic and fiscal
policiesthat help it diversify both itsimports and its exports,
as well as promote investment, in order to reduce the trade
deficit it has with China, since not doing so, this will
become more acute each time, especialy considering the
new policy and the slowdown of Chinese economy, giving
preference to its national market, and reducing itsimports.

VI.DESPUTE FOR THE AMERICAN MARKET

A situation of other concern is the displacement of Mexico
by Chinain the US market, despite the fact that the first has
signed the USMCA and China has not. This leads us to
recognize that the most important thing, for both Mexico
and China, is not the bilateral relationship, but the presence
in the United States market. Yet each of these nations has
strengthsin itstiesto that country.

Over the years, China and Mexico have competed for the
American market. In recent years, both have maintained a
surplus in their trade balances with respect to the United
States, However, according to the list of the Top Trading
Partners - February 2020 that the United States Census
Bureau published on its official website, Mexico appears as
the main trading partner of that country in both imports and
exports, representing a total of 15.4% of tota US trade;
while China is its third trading partner, accounting 11% of
its trade.

Top Trading Partners - February 2020 Year-to-Date Total
Trade
Rank | Country | Exports | Imports | Total | %-Total
Trade | Trade

1 Mexico 40.2 57.4 97.6 15.4%
2 Canada 45.7 49.7 954 15.0%
3 China 14.0 56.1 70.1 11.0%
4 Japan 115 211 32.6 5.1%
5 Germany 9.7 18.9 28.6 4.5%

Source: United States Census Bureau

Statistics published by the United States indicate that in the
first two months of this year, Mexico returned to occupy the
first place as supplier to that country, a place that it lost in
2003 to be occupied by China, but that in the first months of
this year Mexico has recovered. As a consequence of the
USCMA, it is evident that Canada and Mexico equally
complete strongly for the North American market; however,
China does not have a Free Trade Agreement that grants
trade benefits, as it is the case for Mexico and Canada,
which reflects the strong competition that China represents
not only for Mexico but also for Canada. Thus, in 2002
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Mexico exported 134,616 million dollars to the United
States; while in the same year, China exported $ 125,192
million to the same destination; however, in 2003 Mexico
made exports for $ 138,060 million; while China exported
152,436 million dollars, taking the place of Mexico as the
main supplier of the United States of America; However, in
terms of competition in the North American market, Mexico
once again took the lead when, in the first half of 2020, it
had more exports to the United States than China, 57,389
and $ 56,093 million, respectively, as shown in the
following table.

USA importsfrom China and Mexico from 2000 to 2020

600000
500000 A
400000 —
300000 |
200000 _WAVL\_
100000 4—— \
0
ST
e \lexico China

Source: Elaborated with data from the United States Census Bureau

The main products that Mexico exports to the United States
are goods for the assembly or manufacture of arcraft or
aero-parts, road tractors for semi-trailers, airbags for safety
devices, disc brake mechanisms or their component parts,
memory units, boxes of automatic speeds, copper, aluminum
and its aloys, fiber optic cables, avocado, strawberries,
raspberries, blackberries, blackberries and blackberries-
raspberries, cucumbers and gherkins, fresh or refrigerated,
tequila® , among others, while China imports to US
electronic equipment, power generation equipment, toys,
clothing, furniture, iron and steel, footwear, plastic®, among
others. From this list of products that both Mexico and
China import into the United States, there is direct
competition in electronic devices and power generators;
however, there are aso industries in which they are not
necessarily direct competitors, such as the agricultura
industry from which Mexico imports and China does not
and footwear that Chinaimports and Mexico does not.

Tradewith United Statesin 2018%2

M exico | China

Imports

Mexico was the United | Chinawas the United States
States 2nd largest supplier | largest supplier of goods
of goodsimports imports

U.S. goods imports from | U.S. goods imports from
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% Mexican Ministry of Economy
81 Office of the United States Trade Representative
%2 atest information available
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Mexico totaled $346.1
billion. U.S. imports from
Mexico account for 13.6%
of overall U.S. imports.

China totaled $539.5 billion.
U.S. imports from China

account for 21.2% of
overall U.S. imports in
2018.

The top import categories
were: vehicles ($93 billion),
electrical machinery ($64

The top import categories
were: electrical machinery
($152 hillion), machinery

billion), machinery ($63 | ($117 billion), furniture and
billion), mineral fuels ($16 | bedding ($35 hillion), toys
billion), and optical and | and sports equipment ($27
medical instruments ($15 | billion), and plastics ($19
billion). billion).

U.S. total imports of | US total imports of

agricultural products from
Mexico totaled $26 billion
in 2018, U.S. largest
supplier of agricultural
imports. Leading categories
include: fresh vegetables
($5.9 hillion), other fresh
fruit ($5.8 hillion), wine
and beer ($3.6 bhillion),
snack foods ($2.2 billion),
and processed fruit &
vegetables ($1.7 hillion).

agricultural products from
China totaled $4.9 billion in
2018, U.S. 3rd largest
supplier of agricultural
imports. Leading categories
include: processed fruit &
vegetables ($1.2 billion),
fruit & vegetable juices
($393 million), snack foods
($222 million), spices ($167
million), and fresh
vegetables ($160 million).

U.S. imports of services
from Mexico were an
estimated $25.8 hillion.
Leading services imports
from Mexico to the U.S.
were  in the travd,
transport, and technical
and other services sectors.

U.S. imports of services
from China were an
estimated $18.4 hbillion.
Leading services imports
from Chinato the U.S. were
in the transport, travel, and
rescarch and development
sectors.

Investment

u.s. foreign direct
investment (FDI) in Mexico
(stock) was $114.9 billion.
U.S. direct investment in
Mexico is led by
manufacturing,  nonbank
holding companies, and
finance and insurance.

u.S. foreign direct
investment (FDI) in China
(stock) was $107.6 billion.
U.S. direct investment in
China is led by
manufacturing, wholesale
trade, and finance and
insurance.

Source: Office of the United States Trade Representative

As can be seen from the table immediately above, there is
great competition from exports that both Mexico and China
make to the United States. In 2018 in US imports of
products, Mexico was its second supplier, while China was
the first, so Mexico's exports accounted 13.6% of United
States total imports, while those from China occupied 21.2%;
highlighting special competition in electrical machinery
products.

On the other hand, regarding US agricultural imports,
Mexico is the main supplier to the United States, while
China is the third; in this area, the competition between
China and Mexico for the US market is in fresh vegetables,
fruit, snack foods, and processed fruit and vegetables.
Regarding the export of services from China and Mexico to
the United States, there is also strong competition, as both
countries provide the North American country with
transportation and travel services, however, the amount of
exports from Mexico are larger than those from Chinato the
same destination.
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In terms of Foreign Direct Investment (FDI), in the same
way China and Mexico compete to attract the largest amount
of it from the United States, since this represents economic
growth for the respective economies, but the industries
competing the most are manufacturing, finance and
insurance. According to statistics from the Office of the
United States Trade Representative, in 2018 Mexico
received $7 billion more than China.

Overdl, in 2018 China overtook Mexico as the main
supplier of products to the United States; however, in the
first two months of 2020, Mexico has once again taken the
lead over China. But agriculture and services competition
has favored Mexico more than China. The same happens
regarding IDF, where they compete to attract investment
from the U.S,, an area in which Mexico has shown greater
potential to attract the US investments than China.
Regarding the relations that China and Mexico have with the
North American country, both Washington and Beijing have
a seat as a permanent member of the United Nations
Security Council. Likewise, China has managed to forge
increasing relations of economic interdependence with the
United States, which would make a confrontation very
expensive. No less important is that the prevailing
discrepancies, for example regarding the situation in Taiwan,
are offset by the coincidences on issues more crucia to
American national security, such as the fight against
terrorism.33

But Mexico also has certain advantages in the relationship
with Washington. Geographical proximity is an inescapable
factor, not only because of the trade potential, but because it
confirms that US security passes through the security of
Mexico. There are important ties of economic
interdependence between the two nations, in addition to an
extremely complex bilateral agenda that covers very diverse
topics: border security, drug trafficking, migration,
environmental deterioration, bilateral political agreement
and with respect to third parties (for example, with respect
to Latin American nations such as Cuba, Venezuela and the
Central American countries)34. Likewise, Mexico is part of
the USMCA, which constitutes an institutional framework
for a very intense relationship. As if that were not enough,
the Mexican diaspora constitutes a population in permanent
growth in the United States.

When NAFTA (today USMCA) entered into force in
January 1994, Mexican exports to the US grew steadily. The
expectation was that the treaty, together with the
geographical proximity and the influx of foreign
investments, would place Mexico in an advantageous
position with respect to any other country when it comes to
contesting for the US market (with the exception of Canada).
However, Chinas rise in the 1990s, its entry into the WTO
in 2001 and its transformation into the main destination for

¥Haro Navejas, Francisco: «Chinain North America: the relationship with
Mexico and the United States» in Nueva Sociedad No. 203, 5-6 / 2006, pp.
170.

% During the inauguration of Felipe Calderén as President of Mexico in
December 2006, the US government, in the voice of George H.W. Bush
and the ambassador of that country, Antonio Garza, asked the Mexican
government for their "mediation” between the United States and Cuba, in
the face of the disease that afflicts Fidel Castro. Angélica Mercado: «The
United States asks Mexico to mediate with Cuba» in Milenio, 12/2/2007,
pp. 4-7.
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foreign investment contributed to displacing Mexico from
that privileged situation. In 2000, when the Mexican
presence in the US market was at its best, some of the
problems stemming from the Chinese success were already
in sight. For example, those related to the increase in
production costs in Mexico vis a vis China and the decline
of the US industrial base in the national territory, which
moved to China.

These events are estimated to have contributed decisively to
the loss of 80% of jobs in Mexican maquiladoras.35 In fact,
numerous investments that used to flow to Mexico moved to
China. Thus, between August 2002 and January 2003, China
displaced Mexico as the second largest exporter to the
United States. It would not be until the first quarter of 2010
and the first two months of 2020, when Mexico would
regain the second and first position among the US trading
partners, respectively, relegating China to third and second
place, although this could change, part of the problem is that
the products that Mexico exportsto the US are similar to the
Chinese. So, the proposal is that Mexico stops continuing to
bet on the maquiladoras as sustenance for its export offer
and develop products with higher added value. An equally
important aspect is to take advantage of the tariff advantages
provided by the USCMA.

VII.CONCLUSIONS
A. Global factors beyond Mexico and China

Even though the growth of the Chinese economy has slowed
in recent years, it is gtill emerging as a one of the biggest
economies. If the Chinese dream were to come true, China
would be the first poor country, with a largely rura
population, to achieve being the largest economy in the
world. The process will take a long time, but in its favor,
China has a national project that is not threatened by any
political counterparts, on the other hand, Chinese culture has
shown to be patient and recognizes that, in the end, they will
achieve what they set out to do, unless external
circumstances happen.

At the international level, the most important thing for
Chinais to ensure access to the natural resources to fuel its
vertiginous economic development, but on the other hand, it
must guarantee its access to the markets and capitals of the
planet. Thus, to alarge extent, its prosperity aso depends on
the course of global events.

In the elapsed years of the 21st century, the relationship
between Mexico and the People's Republic of China has
been shaped by the changes that have occurred in the
respective economies of the two countries; in their economic
policies and in the corresponding visions that each
leadership has on the position that their country aspires to
occupy in the world. In other words, the bilatera Sino-
Mexican relationship has been determined by the interna
economic situation of each party and the ups and downs of
the international economy, as well as by the strategies that
the governments of Mexico and China have followed during
the last twenty years in relative to their mutual economic
growth and their respective geopolitical accommodations in
the world.

B. China-Mexico’s relationship, opportunity or threaten?

®McHardy Reid David, Alethia Jiménez y Peter Rahmer: «nafta, Mexico
and the China Factor» en Voices of Mexico N° 76, 7-9/2006, p. 77.
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Regarding relations between Mexico and China, in Mexico
the perception dtill prevails, especidly among some
entrepreneurs, of a “Chinese threat”. Part of this perception
is related to the national economic problems derived from
the fast commercia opening of China and the impossibility,
especidly of the smal and medium-sized Mexican
companies, of adjusting to the new conditions of
international competition. It is also true that, unlike Chinese,
the Mexican State is weak. But it is equally true, and history
and experience have demonstrated that China does not
always act in accordance with international trade rules, and
in fact Mexico has had to defense through the World Trade
Organization system due to unfair practices from China.
Unfortunately, some Mexican entrepreneurs and
government authorities have blamed China for its interna
problems that still need to be solved, without realizing that
regardless of the actions China, which only makes the
problems that already exist internally more visible, Mexico
has to do his own work.

In conclusion, as it has been shown throughout this research,
that there are areas of opportunity that have not been
explored yet or not, enough, or do not have institutional
support from the Mexican government; opportunities such
as the tourism industry, the sports sector, specificaly
dealing with soccer, industrial production chains, and
technology transfer are opportunities, and should be areasin
which Mexico must work to at least reactivate its economy
in the field foreign trade. It is true, the economic model with
China presents areas of great competition, for instance in
electrical machinery and agriculture; but even so, there are
areas of opportunity within the same sectors, such isthe case
of soybeans that, as a result of the trade war that China has
maintained with the United States, America has stopped
exporting to China, and now Brazil is taking place as
China’s supplier in that sector. The aforementioned shows
that it is necessary to be prepared for productions in order
not only to take advantage of opportunities like these, but
aso to diversify markets, even not only towards China or
the United States, but also towards the rest of the world,
taking advantage of the FTAs that Mexico has signed with
more than 50 countries.

In the global world that we live in today, and in which
foreign trade is avery important part of all the economies of
the world; it is not enough to adopt a position of being an
open economy; it is also essentia to use al the tools that
have been created in order to have a greater internationa
presence in terms of trade as exporters and not only as
importers, which will translate into economic growth.

C. Trade relationship between the US, Mexico and China

The US intervention in Mexico's relationship with China is
evident, and it is clearly seen in Article 32 of the USMCA,
preventing these two trading partners from having a Free
Trade Agreement; a situation that further exacerbates
Mexico's attempt to reduce its trade deficit with Ching;
However, it is exactly for this reason that the study of more
proposals should be valued, focused and implemented,
because regardless of whether the content of the mentioned
articleis contrary to Mexico's sovereignty,
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the truth is that in practice Mexico must propose viable
strategies in order to keep their economic and commercia
interests safe, both with its main trade partner and with
China, which is its second supplier and third destination for
its exports, while Mexico for China is the second most
important trading partner in Latin America and is the main
trading partner of the US.

Consequently, and apart from what is stipulated in
Article 32 of the USCMA, it is not considered opportune to
try to negotiate a Free Trade Agreement with China, first,
due to the lack of industrial policy that Mexico has, at |east
at this moment; secondly, because the national policy
followed by the current president of Mexico has shown no
interest in improving relations with China and thereby
reducing the trade deficit or attracting quality Chinese FDI
to Mexico, so, as long as that does not change, and If
Mexican entrepreneurs maintain a preference for the US
market, the signing of an FTA with China would be a huge
opportunity for China to multiply its exports to Mexico and
so the Mexican trade deficit, which is aready a
disadvantage for Mexico.

Likewise, it should not be overlooked that both Andrés
Manuel Lépez Obrador and Donald Trump have something
in common: they want to reduce the trade deficits of their

respective countries with China, the second largest economy.

In the case of Mexico, the negative balance with Chinais at
its highest level for the last 27 years; that is, since it has
been registered by the Ministry of Economy of Mexico.

China-Mexico relations stand to benefit both countries
regardless of which direction US trade policy turns. If the
US scales back trade with Mexico, Chinese trade will fill the
gap as Chinese firms gain access to countries around the
world via Mexico’s trade deals and cost-efficient |abor base.
If US policy continues to favor trade with Mexico, Chinese
firms stand to gain far more access to US markets through a
Mexican aliance.

D. Mexico's trade balance deficit with China

The China and Mexico trade scheme not only has several
areas in which they converge and makes them clearly
competitors, but they also have areas of opportunity, such as
tourism, agriculture and sports talent; areas that must be
explored if what is desired is to reduce the trade deficit that
has been discussed. At the same time, the attraction of
foreign investment, with high quality and that transfer
technology, must be a priority not only for government
policies but aso for entrepreneurs who trade with the Asian
country.

In this research it is considered that ending or reversing the
trade deficit that Mexico has with Chinaisarealy challenge
for Mexico, a least in the short term, due to since 1993 it
has only been growing year by year, but at the same time
what is considered viable in the short term, is to slow down
the speed rate at which it grows, so the proposal is not to
stop or avoiding trade with China because actualy that
could not be possible for Mexico and would not be
beneficial for the Mexican economy, but importing more to
that country. In this sense, even the former Chinese
ambassador to Mexico, Qiu Xiaoqi has mentioned that “All
successis reserved for those companies that are not afraid of
China and its market. Entrepreneurs and merchants must
visit more China, read about China and speak Chinese,” and
a good example of this are Grupo Bimbo and Maseca, the
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Mexican giants that have managed to conquer the Chinese
market.

E. Bilateral agenda

China, in addition to being an engine of the world economy,
for Mexico it represents a partner that cannot be overlooked
due to the high amount of bilateral trade those countries
carry out, which in 2019 it accounted $90 billon. The
effective knowledge and definition of a daily agenda with
the second trading partner undeniable have decreased
significantly in the last five years, despite the increasing
presence of Chinain Mexico.

The Chinese discontent over the Bullet Train project that
would run between Mexico City and Querétaro, as well as
the cancellation of the Dragon Mart project, among others,
seem to completely derail bilateral efforts, a situation that
must be addressed by specialized counterparts immediately.
At the moment in Mexico there is no "responsible'
ingtitution that is in charge of this complex bhilatera
relationship; as well as there is no ingtitution in charge of
promoting trade with China, which throughout the last three
administrations has been left to presidential discretion, and
as consequence the interest in the relationship with China
has been very different, actually during this administration
with Lépez Obrador is been ailmost null.

F. Mexico'sinternal problems

Economic development is not a pre-determined destiny. Pro-
active efforts are needed to stat and sustain the
development process. Making technology and innovation
part of an economy’s DNA is challenging in itself but
Mexico must also account for enabling this change through
human capital investments and mitigating the unintended
adverse impacts of technological advancements on income
distribution and social cohesion. Mexico must improve
talent adaptability; that is, enable the ability of their
workforces to contribute to the creative destruction process
and cope with its disruptions. Talent adaptability also
requires a well-functioning labor market that protects
workers rather than jobs. As monetary policies begin to run
out of steam, it is crucia for Mexico to rely on fiscal policy,
structural reforms and public incentives to allocate more
resources towards the full range of factors of productivity to
fully leverage the new opportunities provided by the Fourth
Industrial Revolution.

In recent decades growth has failed to reach the levels that
can substantially reduce poverty and inequality in Mexico
and the international trade with China could be a tool to
mitigate this situation.

Asyou are well aware, corruption and crime have played an
important role limiting growth, and addressing these issues
is an important policy priority for Mexico, otherwise it is
hard to visualize a sustainable economic growth. Other
congtraints on growth include labor market informality,
limited competition in some sectors, and inadequate access
to financial and telecommunication services.
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