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Introduction !

The People’s Republic of China — hereafter refetoeds China — has shown remarkable
growth in recent decades from a socioeconomic amnitdrial perspective. In addition to
achieving economic growth and bringing down povertyhinese socio-economic
dynamism has been instrumental in the rise in mational commodity and energy prices,
new regional and international political and miljtaalignments and the international
financial system in its financing of the US fiscficit, among other issues. Thus, China’s
entry into the world market, along with variousamhs implemented in the country since
the end of the seventies and again during the 1983sgone beyond mere economic and
trade-related changes.

China’s rapid integration into the world marketcgnts reforms at the end of the 1970s,
and particularly since the 1990s, has not onlycédie industrialized countries: in Africa,
Asia and Latin America substantial socioeconomianges have occurred and some of
them are associated with China’s dynamism. Thispapbjective is to study China’s
socioeconomic relationship with Mexico and in parar its more recent effects on
Mexico’s structure of production, trade specialmat and structure and levels of
employment. In the specific case of trade, both ektio and third markets are considered,
including foreign direct investments (FDI) betwdmgth countries.

As a result the document is divided into five smtsi The first section briefly analyzes the
main growth, employment and trade patterns of Mexiche second provides a literature
review of Mexico’s economic relationship with Chjrfacusing on trade and investment
analysis. The third examines the economic relatignbetween both countries in terms of
bilateral investments and the main trade patteetevden both countries with regard to
Mexico’s domestic market, as well as in its maip@x-market, i.e. the United States. The
fourth section presents calculations regarding egimilarity indexes between both
countries in the US market, shift-and-share analg§iboth countries’ exports to the US,
and estimations of the effects of China’s tradeMexico’s manufacturing employment.
Finally, the fifth section concludes with the mé&sues of the document and present policy
proposals.

1. Main growth, employment and trade patterns in M&ico

This section briefly analyzes some of the maincétmes that have emerged in Mexico’s
socioeconomy, particularly regarding its growth pgsgment and trade. It presents only an
outline of each of these issues, in order to undedsMexico’s socioeconomic relationship
with China.

1.1. Growth and production

! Document elaborated for the ESRC-funded projedte“Tmpacts of China’s Global Expansion on Latin
America” coordinated by Professor Rhys Jenkinanlweery grateful to lvan Gutiérrez Bravo, who assist
mainly with the statistical work and the compilatiof various data. Luis Daniel Torres Gonzéalez auacio
Castro also supported the chapters on terms of teawl the effects of China’'s impact on Mexico's
manufacturing employment. This report is the selponsibility of the author.



In the last 20 years, since the implementatiorhefliberalization strategy in 1988, Mexico
has had significant difficulties in growing in tesnof GDP and GDP per capita. While
Mexico grew by more than 3% in both variables dgrit940-1980, since 1988 its
performance has been much more disappointing (s&éTL). Two issues stand out: a)
Mexico’'s GDP per capita growth only representedaatinl/4 if comparing the periods
1960-1980 with 1980-2006, and b) China’s and Ea&sh And the Pacific’'s GDP per capita
performance for 1980-2006 has been 10 and 7.8 timgkeer than Mexico’s. Even for the
more recent period 2001-2006 China’s GDP per cq@téformance was 7.3 times higher
than Mexico’s.

Table 1
Average annual growth rate of GDP per capita in selcted countries (1960-2006)

1960-1980 1980-2006 1990-2000 1990-2006 2001-2006

East Asia and Pacific 3.4 6.7 7.1 7.2 7.7
Argentina 1.8 0.5 3.3 2.8 2.7
Brazil 4.6 0.5 0.1 1.2 1.7
China 2.9 8.6 9.3 9.2 9.2
Latin America 2.9 0.7 1.6 1.6 17
Mexico 3.5 0.9 1.8 1.6 1.2

Source: Author, based on WDI (2007)

What are the reasons for Mexico’s disappointingfggerance? At least five different
reasons have been discussed recéntly:

1. From the perspective of the public sector, sinc802the failure to deepen the
liberalization process in sectors such as petroa@as) electricity, the pension system
and the overall reforms of the public sector (PBB72 Sojo Garza Aldape 2005) have
been the main cause of the slow growth processpéideg the liberalization process
since 1988 — in sectors such as petrochemicalstrielgy, labor rights and foreign
direct investments — would allow for better socm®amic results.

2. In spite of Mexico’s overall deregulation and openi in terms of trade and
respective import tariffs, foreign direct investhelabor and an overall decreasing
presence of the public sector — since the end ef1®30s, Mexico has generated
important monopolistic structures in sectors suesht@lecommunications and the
financial sector that have prevented a convergevitte other industrialized countries
(IMF 2006; WB 2007).

3. Mexico’s GDP and GDP per capita growth performahese been below its
historical and potential levels as a result of liowestment growth. Mexico’s exports
have not led to increased investments, particularlyterms of technological

2 It is interesting that even former Presidents sashSalinas de Gortari have publicly acknowleddes t
limitations of trade openness (Salinas de Gortadi42.



development, productivity spillovers and human tapformation. Large income
disparities have deepened this problem (Moreno-8tidl. 2004; Ros 2007).

4. Mexico’'s engine of growth since the end of the 198the export-oriented
manufacturing sector, has been the cause of Mexio@reasing polarization process
and the lack of linkages and growth: growth hasnblgmited to an extremely small
group of firms, households, branches, sectors emdaries in Mexico and has lacked
an overall “learning process” for the rest of teeiseconomy (Dussel Peters 2000). In
addition, the export-oriented sectors and NAFTAehheen challenged since 2001 by
Asia and in particular by China in terms of sysissmpetitiveness, i.e. macroeconomic
stability in Mexico has not resulted — at leastfao— in a systemic competitiveness
process at the micro, meso and macro levels, Iogngito question even the more
successful segments of Mexico’s economy that hategrated with the US (Dussel
Peters 2007).

5. In addition, Mexico’s macroeconomy shows two impattfeatures: the lack of
financing for the private sector and particularlgr ffirms’® and a continuous
overvaluation of the exchange rate. According feciafl calculations the real exchange
rate (based on a basket of foreign currencies wvhich 1990=100) was overvalued
by almost 25% in the mid- 2007, and at a similaeldor most of the period 1990-
2007, with the exception of the devaluation of 19995 (Monitor de la Manufactura
Mexicana 2007§.In contrast to Mexico’s systematic overvaluatioountries such as
China present a systematic undervaluation of at E@und 10% (World Bank, 2007).

In addition to this lack of growth since the begnmn of the liberalization strategy,
Mexico’s socioeconomy has gone through substaohiahges. As shown in Table 2, the
productive sector (the sum of agriculture, minimgl ananufacturing) is going through a
substantial crisis: its share of total GDP fellnfr&d4.7% in 1988 to 23.5% in 2006. This
drastic process has been particularly profoundnf@nufacturing, which over the same
period saw its share of total GDP decline by aln@8st This process contradicted initial
expectations of NAFTA in the context of closing tpps between Mexico and the United
States in terms of GDP, employment, productivityl amages, particularly in Mexico’s
manufacturing sector.

% In 2007 financing from commercial banks to privéites relative to GDP accounted for only 20% aé th
ratio in 1995.

* Strictly in terms of real exchange rates the tdgicomes much more complex for Mexico when comparin
the performance with China and its undervaluatiospite of its recent devaluations since 2005-2006



Table 2
GDP by selected sectors of Mexico's economy (198808)
(Share over total GDP)

Agriculture Mining Manufacturing Commerce Financial Communal,

and Services Social and
Restaurants Personal
Services
1988 7.90 2.95 23.86 25.35 9.7 17.01
1994 5.97 1.33 18.71 21.05 16.15 23.75
2000 4.17 1.41 20.31 21.36 12.14 24.38
2001 4.15 1.38 19.56 20.68 12.17 26.17
2002 3.94 1.35 18.62 20.02 13.40 26.97
2003 3.89 1.32 17.97 20.34 13.19 27.66
2004 3.91 1.45 18.04 20.80 12.98 26.76
2005 3.83 1.50 17.79 21.16 13.10 26.60
2006 3.87 1.57 18.04 21.18 12.95 25.97
2007/01 3.81 1.59 18.01 20.06 13.23 26.89
2007/02 4.07 1.61 18.10 20.99 12.98 26.12

Source: Author, based on information from INEGI{Z]D

1.2. Employment

Parallel to weak GDP growth the performance in @ymplent since the end of the 1980s
was similarly disappointing. Four topics are sigraht: understanding why Mexico’s open
unemployment rate is so low compared with otheionat the relevance of Mexico’s

growing economically active population (EAP); tlaek of formal employment generation;
and recent trends in the quality of employment ¢zteel (Berg et. al 2006; Monitor de la
Manufactura Mexicana 2007).

First, Mexico’s open unemployment rate reachethigbest levels since the 1990s in 2005
with levels slightly above 4%, and has since dedito around 3%. The definition of the

open unemployment rate in Mexico (as used in OE@Ihties) refers to the percentage of
the EAP that has not worked for more than an houeek during the last two months and
that is still searching for a job. Under Mexico'sc®economic conditions, without no

unemployment benefit system this definition is nseful. It is rather surprising to find any

unemployment at all under this definition.

Second, until mid-2007 Mexico’s economy experienggdat difficulty in generating
formal employment: for the period 1991-2007 it gated an average of less then 350,000
jobs annually while EAP increased by around 1 onillii.e. 32.4% of the annual growth of
the EAP got a formal job, while the rest was natessarily unemployed (as defined by the
open unemployment rate) but rather had to eitharckefor a job in the informal sector or
migrate to the US (see Graph 1). These tendeneidsct the massive challenges of
Mexico’s socioeconomy and in particular the oned Have risen since the late 1980s when
the economy has faced problems in growing.



Graph 1

Economically active population and insured employmet (in thousands)
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Third, although formal employment, (i.e. employmeasdistered with the Mexican Institute
for Social Security (IMSS)) has grown at over 5%csi 2005. Most of this employment has
been generated in construction and services, whie productive sector (agriculture,
mining and manufacturing) is still below the abselemployment levels of 2000. In the
case of manufacturing, for example, formal employtme October of 2007 was still 11%
below levels reached in 2000.

Fourth, the quality of the formal employment crelabas deteriorated substantially since
the 1980s in several respects. On the one hanldmieamum wages in 2006 represented
less than 30% of their 1980 level, i.e. there heenla real wage loss for this segment of the
labor market of around 70%, while manufacturing loass 15% in this period. In addition,
formally generated employment insured at IMSS Heged substantially: while formal
generation has increased since 2005, most of tweengployment has been temporary, i.e.
until the end of the 1990s less than 10% of totapleyment was temporary, while since
2004 53% of new employment registered under IMSS teaporary, i.e. the quality of
new employment has worsened significantly.

1.3. Trade

At least three issues are relevant to understaniliegico’s foreign trade: its increasing
significance in Mexico’s economy in terms of theagtgy implemented since the end of the
1980s; the increasing concentration of Mexico'ddéraand exports in terms of firms,
branches, sectors and territories; and, finallg,rifle of temporary imports used in exports
from Mexico’s most dynamic growth sectors.

Graph 2 reflects the growing importance of expagsthe main engine of growth for the
Mexican economy since the 1980s. As in other caestand regions, exports of goods and
services have increased substantially as a sha&®ef from levels close to 10% to levels
above 30% since 2000. From this perspective, exgramvth is significant for Mexico’s



socioeconomy. As discussed in the next sectionctmeentration on exports to the US
plays a substantial role in the context of NAFTAplemented since 1994.

Secondly, Mexico’s exports are highly concentraterms of firms, branches, sectors and
territories. It has been shown (Dussel Peters 20t)around 3,500 firms or 0.01% of all

firms account for more than 94% of Mexican exponthjle representing less than 6% of
Mexico’s formal employment. In addition, the fiveam chapters of Mexican exports in

2006 — autoparts, electronics, automobiles, oil eptical instruments and equipment —
accounted for 73% of total exports (see next sektio

Graph2
Exports of goods and services / GDP (1980-2005)
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Third, it is relevant to understand that Mexico Bpsecialized in industries that depend on
temporary import entries (TIEs), which accounted#6% of total exports in 1993-2006,
and in oil, which accounted for another 15% in #@me period Both processes are
characterized by low value-added with little int#gon to the rest of the economy.



Graph 3
Structure of exports by program (1993-2006) (sharever total exports)
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2. A brief review of the literature on the relatiorship between Mexico and China

Studies on the socioeconomic and trade relationséfpveen China and Mexico are still
fairly new in Mexico, unlike the extensive existinigibliography on the bilateral
relationship between China and the United StatebeiJS and Mexico. In Mexico there
are two main types of studies and periods on thieto

» Before 2003, when the subject received minimalnéitiea. Most of the studies
were realized by trade negotiators (De la Calle220fy were of a very general
nature, for the most part “explaining” China in Mmx (Cornejo 1985; Gonzalez
Garcia 2003)and from a more historical, sociological and dipédic perspective.

» Since 2004, a number of more in-depth studies Hepen carried out on the
bilateral relationship with China from several agyl

o0 More detailed statistical information has becomailable on foreign direct
investment (SE 2005). Although it is still very lgamn 2005 339 companies
were registered with Chinese capital, which represk 1.1% of foreign
companies in Mexico. In addition, Chinese FDI beswd999 and 2005 was
41 million dollars, or 1.2% of the FDI of Asian adues: 52.7% was
concentrated in manufacturing and 24.4% in senicHsere are currently
no estimates on the employment generated by thistac

® Research by authors such as Eugenio Anguianca Biotton and Romer Cornejo, of the Centro de Estudi
de Asia y Africa of the Colegio de México has besgnificant. Other authors such as Gémez lzquierdo
(1992) have also discussed the historical dimessanChinese population in Mexico. The contributiai
Watkins (2002) is notable, presenting a timely caroial study of competition between China and Mexic
in the US market.

® FDI-data until 2007 has not changed substantially,Chinese FDI in Mexico accumulated $63 millfon
1999-2007 (http://www.economia.gob.mx/?P=2261).
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o With a few exceptions in various sectors (CANAINTEX007; CNIV,
2007), the private sector in Mexico has generatdd tomprehensive data
on the economic effects of China on Mexico.

o International organizations such as the Economien@ission for Latin
America and the Caribbean (ECLAC) (2004) and thB [R0O05) as well as
several academic studies have presented initiate rdetailed analyses of
the economic effects of China in Latin America ateda smaller degree, to
Mexico. In general terms, both studies examine datailateral trade. Just
as in other general studies on the textile/clotmranufacturing chain, based
on the Global Trade Analysis Project (GTAP), Mexisdhe country that is
the most affected, and the biggest loser, in therldget from China’s trade
expansion because it has a similar export strudtur€hina (Dominguez
2006; Lépez Cérdoba, Micco and Molina 2085).

o More recently, several studies (Pescador Casta#iédd; Cornejo 2005;
Dussel Peters 2005a, 2005b, 2007; Correa Lopesandalez Garcia 2006;
Oropeza Garcia 2006; Villarreal and Villeda 200&rdenas Castro and
Dussel Peters 2007; Feenstra and Kee 2007; Trdpatiam and Dussel
Peters 2007) have begun to analyze in greater |d#tai bilateral
relationship, including bilateral sectorial reséardor example on the
textile/clothing manufacturing chain and the elesic sector. In this latter
sector, Mexico lost more than 45,000 jobs betwe@dil2and 2003, US$3.2
billion in exports and US$500 M in FDI to Asia apdrticularly to China
(Dussel Peters, 2005a). These studies have begtm tiae analysis of
business opportunities in China. Faced with th@iSaant increase in its
imports, Mexico's competitiveness with respect tchifd and the
consequences in general have been negative, bditie iklexican domestic
market and in the US market. These studies cakd@nificant shifts in
Mexican productior.

Despite this expanding recent literature, the le¥elnalysis and detailed knowledge about
the impact of China on Mexico has so far been ikedbt limited, particularly considering
that China became Mexico’s second trade partn@008. Until the end of 2007, with the
exception of the Center for Chinese-Mexican Studi¢sthe National Autonomous
University of Mexico (UNAM), no single institutiom the public, private or academic
sectors has specialized in socioeconomic analys@ghma in Mexico. Thus, in general it
has been extremely difficult to get beyond the wsson of “opportunities and threats” and
“doing business in China”.

" An interesting exception is the work of Luna Maetz (2003), who tried to highlight potential podibs
and threats in the bilateral relationship in therd&ket and in particular sectors.

8 A number of publications of Sanjaya Lall (includinall and Weiss 2005) have been very fruitful in
pointing out the competition between Latin Amerégad China at the sectorial level.

® The broader analysis of Garza Limén, is cleahia tespect: “...we arrived late on the scene andiaireg
badly in the Chinese market...we cannot continueateeh.defensive or restrictive policies with Chinay n
continue to make accusations of disloyal trade hadhan rights violations merely a pretext to justify
inefficiency.” (Garza Limén, 2005: 29)
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3. The economic bilateral relationship and existindpilateral institutions

This first part of this section examines the ecoitarlationship between both countries in
terms of bilateral investments and the main tradtepns, as well as in Mexico’s main
export-market, i.e. the United States. The secamntlqutlines the main bilateral institutions
and projects related to trade.

3.1. The bilateral economic relationship

Some of the difficulties which account for the lack analysis and knowledge of the
bilateral relationship arise from problems in traael investment statistics. In the case of
investments for example, cumulative Chinese FDViaxico came to $63 M during 1999-
2007 according to official statistics from the S#aria de Economia, while our own
research puts the level around 10 times highetraltle statistics there are differences of
277% between Chinese exports to Mexico and Mexioaports from China in 2006
(Graph 4). In spite of the efforts of bilateraktitutions (see section 3.2.) these issues
remained unresolved at the end of 2007. As a reisult important to bear in mind the
respective data sources in the case of trade, ehbtbxican (Bancomext 2007) or Chinese
(CCS 2007).

Graph4
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Table 3 shows bilateral FDI. Taking into accounpartant statistical limitations, the table
shows at least two interesting patterns. On the tlmared, China’s accumulated FDI in
Mexico is substantially higher then Mexico’s in €aiup to 2007, in a ratio of around 7:1;
from a Mexican perspective China’s FDI is stillatvely small and accounts for less then
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0.4% of Mexico's total FDI during 1994-2087.In addition, bilateral FDI shows an

interesting specialization pattern: while Chinaiwastments in Mexico have focused on
manufacturing and increasingly on the automobileart and electronic chains, Mexico’s
FDI almost exclusively concentrated in food, led®ywpo Maseca (GRUMA) and Bimbo

(Dussel Peters, 2007).

Foreign direct investment be-tl\—/igtleen%hina and Mexicéup to 2007)
FDI (in US$ M) Activity

FDI by Chinese firms in Mexicd'
Information from Secretéa de Econofia’ 63
Additional information up to 2007:
Giant Motors 18 Automobiles, trucks
Sinatex 96 Textiles, garments
ZX and Chamco Auto* 400 Automobiles, trucks
Konka 10 Televisions
TCL (acquisition of Thomson) 100 Televisions and others
Other Around 35
TOTAL 722
FDI by Mexican firms in China®
Gruma 100 Food
Bimbo 11.30 Food
Other Around 2
TOTAL 113

a: In some cases investments will be implementeddamext years.

b: Accumulated until the first semester of 2007tfar period 1999-2007.

* This investment was announced at the beginnir@06f7, but will apparently not take place
Source: Author, based on information from SE (202%) own information from press.

Bearing in mind the problems of trade data (DuBsters 2005b), what are the main trade
patterns between Mexico and China, both bilatelig in the US?

Based on Mexican statistics, China has become dd&xisecond trading partner
since 200%" after the United Statds. Table 4 (p. 16) shows some of the general
characteristics of bilateral trade:

10 Until mid-2007 the investment of ZX and Chamco dwias still being discussed in the news. Howewer, b
November 2007, this investment had been postpamdefinitely. Independently of the specific investtie
China’s FDI is still much bigger than Mexico’s ihi@a.

1n 2006 trade with China represented 9.5% of Mesitotal imports and 0.7% of its exports, compiisi
5.2% of Mexico’s total trade.

2. 0On the other hand, based on Chinese statisticschlevas China’s 22nd and 35th trading partner 6420
in terms of exports and imports, respectively.
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* In general, the period 1993-2006 can be divided iwb sub-periods: a) 1993-
2000, in which total Mexican exports grew at anrage annual growth rate
(AAGR) of 19.3% and, b) 2000-2006, with an AAGRaooily 7%.

* Mexico’s trade structure reflects a high degreeaicentration, especially of
exports. Since 2000, Mexican exports to the USesgted more than 88% of the
total, i.e. for Mexico exports to the NAFTA-regiofCanada and the US)
predominate. No other destination accounts for rtteaie 2% of Mexican exports.

* With the exception of Aruba, Mexican exports to iZhiare the most dynamic
during 1995-2006, with an AAGR of 41.5%; i.e. Chimes become an increasingly
important export-market and thd' Gargest in 2006. This performance, however,
changes significantly if we consider Hong Kong &fdna as one entity: the AAGR
falls to 12.5% for 1995-2006, since exports to Hakgng in 1995 already
acclzgunted for more than $US500 M, while export€ina were less than $US 40
M.

* Mexican imports from China have been even more alyoiawith an AAGR of
41.9% during 1995-2006; if we include Hong Kongports account for an AAGR
of 38.8%. Mexican imports, however, show a veryedént structure from exports:
since the implementation of NAFTA in 1994 the shafrémports from the US has
declined substantially, accounting for 50.92% ir©d&0while imports from Asia,
and particularly China, Japan, Korea, Taiwan andaitda have increased and
substituted for US imports, accounting togetherafimund 30% of Mexican imports
in 2006 (Monitor de la Manufactura Mexicana 2007).

* In 2006 the ratio of Mexican imports from Chinaatele to Mexican exports to
China was 15:1 and China was the country with wiMexico had the largest trade
deficit (of more than $22 billion).

* Mexico’s trade structure (see Table 4) reflectsgh ldegree of integration with
the US economy. The US is the only trading panigr which Mexico has a trade
surplus, which increased from $3 billion in 1993more than $80 billion in 2006.
Thus, the US market is of major importance for Mexinot only as its main trading
partner but also since it is the main and only m&jading partner with which it
achieves a surplus.

Table 5 (p.17) allows for a deeper understandinigilateral trade between Mexico and
China for 1993-20086, in particulaf:

13 The topic requires more detailed analysis in therg, but it stands out that Mexican exports tméi&ong
have fallen continuously, with an AAGR of -8.4%. rihg the period exports to Hong Kong have not piaye
an important role and have been shipped direct@ttima (and not through Hong Kong).

1 Tables 4 and 5 present trade statistics for Homggand China as well as for China alone. Mexitaide
with Hong Kong plays a minor role — 0.12% and 1.26%exican exports and imports in 2006, respetyive
— but will require a more detailed analysis in fiire, in particular for understanding the finastination of
Mexican exports and the effective source of theggorts to Mexico. Trade with Hong Kong, howevergslo
not change bilateral and disaggregated trade pattertween China and Mexico.
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* Mexico’s exports are highly concentrated in a srgatlup of chapters with the
top five accounting for 72.47% of total exports &%30% of imports in 2006. This
concentration is even higher in the case of Mexiegports to the US, the main
motor of growth of Mexico’s economy since the efithe 1980s.

* In general, Mexican exports show a strong simifaniith those of China, since

electronics and autoparts are the largest and stagpowing chapters of the

Harmonized Tariff System (HTS) in both countriestiBchapters account for more
than 35% of Mexican exports in 2006. The main défeees in exports between the
countries, however, are that Mexico exports autdlesb- accounting for 15.77%

of total Mexican exports (or US$39.5 billion) — uehthey only account for 2.31%

of China’s exports (or $22.4 billion) in 2006.

* Mexico’s trade structure is, rather surprisingsiatively similar to China’s, i.e.
it imports and exports in similar chapterd: exports electronics, autoparts,
automobiles and oil and imports under the sametehsip

* It is important to emphasize that Mexico has hadade deficit with China in
primary products (chapters 1-25 of the HTS) sin@951 despite China’s high
demand in these chapters. Thus, it is importaninderstand these trade patterns
and Mexico’s overall limitations ini exporting aguitural and agroindustrial goods
to China.

» Table 5 illustrates the main features of bilateralde between China and
Mexico. On the one hand, an increasing diversificabf Mexican exports to China
(at the chapter level): while electronics, autopamd automobiles accounted for
more than 60% of Mexican exports until 2004 (DudBeters 2005a), Mexican
exports to China have since shifted substantially2006 the main export chapter
was copper, and exports from the autoparts-autdenalmmmodity chain only
accounted for 35.7096.Thus, Mexico’s exports to China show an increasiatin
Americanization, i.e. raw materials have been thestndynamic chapters to be
exported to China in the most recent years.

* Mexican exports — as well as Chinesdepend heavily on imported inputs to be
re-exported, as discussed in the last sectionhenchse of total exports, 75% of
Mexican exports during 2001-2006 depended on tipesgrams; in the case of
exports to China they fell from 95.5% in 1999 to53@ in 2006.

Tables 6a and 6b deepen the specific trade betiWeag Kong and China and Mexico
(and is based on Mexico’s statistics). Three topressignificant.

On the one hand, the dramatic growth of Mexicanpeogxports (in very different forms
from waste and scrap to refined copper and copgetes) among others), considering that
they just started in 2005-2006. Similarly exportgloiminum, iron ores and cotton, among

15 The topic refers to the issue of intraindustryl&aMexico accounts for an intraindustry trade ficieht
with the US of above 50% until the end of the 198@d a tendency to fall since then, while the same
coefficient is below 5% with China (Le6n Pachecd &ussel Peters 2006).

'8 This is the only case in which Hong Kong's tradekes a difference, i.e. autoparts would still bexide's
main export chapter to Hong Kong and China in 2@0®I before copper) (see table 5).
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other raw materials, are becoming the main expartiycts to China and Hong Kong and
explain the sudden growth in the share of the r@@id-digit items that Mexico exports to
Hong Kong and China, increasing their share of tdxican exports from 51% in 2004 to
76% in 2006. Within these 20 main 4-digit itemgé related to raw materials increased
from $104 million in 2004 to $744 in 2006 and aauead for 37.76% of total Mexican
exports to Hong Kong and China.

Second, the detailed 4-digit analysis shows thatdyal trade is extremely dynamic, with
growth rates above 1,000% during 2004-2006 in sdwases; total exports and imports
increased by 161% and 68% respectively in theseyeaos.

Third, Table 6b permits a greater understandinilexican imports from China and Hong
Kong for the main 4-digit items: most of them atdesely related to the electronics
(telecommunications and PCs) chains, irrespectivheir specific position within chapters
of the Harmonized Tariff System: data processinghimes and their parts and components
(several items under 8471 and 8473, but also 88824, 9013 and 8541), television parts
and radios and video equipment (items 8529, 8584888544, 8521 and 8414). Toys and
autoparts also account for an increasing shareeofidd’s imports from China and include
some of the most dynamic 4-digit imports from Chifidhe topic will be discussed in
detail for the electronics sector in Jalisco. ldiadn, Graph 5 shows that Mexican imports
from China and Hong Kong are not only growing brgt also changing their structure: the
share of definitive imports (i.e. those for constimp in Mexico according to their tariff
treatment) has fallen from 55.4% in 1995 to levaddow 40% since 2004. Thus, these
imports are increasingly being used for expbtts.

" From this perspective, Mexican exports to Chinansé¢o be in a transition from manufacturing to raw
materials and are currently relatively diversifibdth in terms of the wide variety of products exed and
also very probably in terms of firms. However, &shnot been possible to link exports at the 4 addi®
level with respective firms in Mexico.

18 The autoparts-automobile chain will be probablg @f the most important chains for future compatiti
and cooperation between China and Mexico, botheéndbmestic and the US markets, although littldyaisa
has been done so far on the topic. For an initialysis, see Dussel Peters (2007) and Alvarez Medin
(2007).

19 Current trade data do not allow for a more in Hegnalysis, i.e. to investigate whether these inspare
substituting for imports from other countries, pafarly the United States, and whether, furthéiese
imports are caused by intrafirm decisions or bgiitm competition. The next chapter elucidates sayh
these topics for the specific case of electronics.
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Graph 5

100% Mexican imports from China and Hong Kong by type (P95-2006) (percentage over total)
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Source: Author, based on information from Bancon(2®07)

In addition to the already mentioned sectorial igsi@f the bilateral relationship — in
particular in the electronics and yarn-textile-gantchains- two issues have been of
concern: a) the increasing illegal import of Chmmgeods and, b) the “triangulation” of
Chinese goods.

The private sector has been publicly outspokereliation to the first topic: in the
yarn-textile-garment chain, for example, trade esgimns estimate that up to 65% of
domestic consumption is being imported illegallgrtgularly from China (CANAINTEX
2007; Zaga Kalach 2007§.Another form of illegal trade, known as “technisahuggling”,
refers to the possibility of defining goods undes twrong 6 or 8-digit label of the HTS, for
example classifying new clothes as u$ed.

Massive “triangulation” of Chinese goods throug8 pbrts, mainly through Long
Beach, is also increasingly being acknowledged 8ypublic institutions (USGAO 2004),
i.e. Chinese goods enter as temporary importsetd&Jth and are being exported to Mexico,
now under the labelfiade in USA It has not been possible to quantify the dimensif
this kind of irregular trade.

20 Other goods such as steel and watering cans swedacussed as being imported illegally on a naassi
scale. In the latter case it is estimated that &@0&imported illegallyReforma July 23, 2007) (not in bib).

2 There is little detailed information on the topithe Secretaria de Economia, however, establidied t
imports of rags and used cloths increased from06t6QL7,500 tons during 2003-2008eforma January 6,
2006) (not in bib).
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037
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9235
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1993

310
431
23
608
£
74075
5463
79,541

EXPORTS

2000

SUS millions
147,686
3333
1,520
1544
462
391
204
231
15
439
517
535
870
60
553
871
159,840
6,506
166,455

2004

167,435
2,796
2,016
1926

625
754
474
553
1374
559
574
602
775
454
780
1

181,729
7412

189,200

Share (percentage over total)

8332
230
100
065
037
068
0.03
123
004
022
101
039
0.60
003
076
007
93.13
687

100.00

8872
201
091
093
028
023
012
0.56
001
026
031
032
032
004
033
052
96.09
391

10000

Growth rate

174
11.0
138
243
04
-6.3
406
-0
-132
199
-84
1135
126
139
-19
713
166
35
159

8851
143
107
102
0.33
040
023
029
0.73
0.30
030
032
041
024
041
0.01

96.05
383

10000

32
-44
73
57
78
179
233
-122
207.0
62
26
30
-8
66.1
20
-66.3
32
35
33

2003

183,437
4232
2,880
2290
1,543
133
1134
1476

1,186
52
17

1
204,158
2,835
213995

85712
198
135
107
072
062
0.33
069
0.68
037
042
040
0.33
003
0.01

2340
460

100.00

95
14
423
139
1474
758
1391
1668
i3
433
349
436
31
143
-850
41
123
316
131

Table 4

Mexico: Main Trading Partners (1993-2006)

2006

212285
5183
3230
2975
2133
1871
1,690
1,604
1469
1334
1,148
933
927
671
95
B
237733
12,728
250,461

84.76
207
131
L9
0.83
079
0.67
064
0.59
0.33
046
037
0.37
027
004
0.01
2452
308

100.00

157
2235
139
29
381
487
420
37
13
6.3
201
83
2218
287
-19.0
176.9
154
224
170

1993-2006

12

151

1 United States
China and Hong Kong
2 China
3 Japan
4 Germany
5 Canada
6 South Korea
7 Brazil
8 Taiwan
9 Malaysia
10 Spain
1 Italy
12 France
13 Singapur
14 Chile
13 United Kingdom and Ireland
Subtotal
Rest
Total
1 Unifed States
China and Hong Kong
2 China
3 Tapan
4 Germany
3 Canada
6  South Korea
7 Brazl
8  Taiwan
9 Malaysia
10 Spain
1 Taly
12 France
13 Singapur
14 Chile
15 United Kingdom and Ireland
Subtotal
Rest
Total
1 United States
China and Hong Kong
2 China
3 Japm
4 Germany
3 Canada
6  South Korea
7 Brazl
§  Taiwan
9 Malaysia
10 Spain
1 Ialy
12 France
13 Singapur
14 Chile
13 United Kingdom and Ireland
Subtotal
Rest
Total

1993

43,293

3%
3920
2832
1175

1201
7

L1155
833

1,105
25
130

61,400
3,963
65,365

6929
112
039
6.01
436
180
128
184
110
038
177
128
1.69

020

091
93.93

6.07
100.00

53,902
630

3952
2,687
1374

69,024

3429
72453

IMPORTS
2000

SUS millions
127,534
333
2830
5466
5,758
1017
3,690
1,803
1,994
1354
1430
1,849
1,467
606
894
1,001
166,169
8,289
174458

2004

110,40
14,801
14481
10,640

7,160
5337
521
434
3,500
3408
2853
2822
2,308
2230
1,464
1,461
193,208
4,095
197,303

Share (percentage aver total)

7440
084
072
545
ENGY
190
1.06
078
099
0.60
096

133

9527

100.00

91
=33
161

-29

333

7310
191
165
371
330
230
212
103
114
078
082
106
034
033
051
063

93235
473

100.00

Growth rate

188
313
408
103
165
239
368
261
27
254
156
191

84
160
421
153
192
193
192

36.23
133
134
539
3.63
270
267
22
178
173
143
143
122
113
074

9792
208
100.00

34
434
497
133
56
74
93
246
152
260
189
111
131
383
131
16
38
-162
31

2003

3348
821
796
588
381
278
282
235
183
164
130
158
116

079

084
97.85

215
100.00

61
n1
218
24
210
133
26
199
133
6.7

165
239
69

198
216
121
164
122

2006

130,433
25,038

1543
256,205

3092
978
8354
597
3.68
288
414
pAY)
194
173
142
160
104
0.76
096
084
29.40
0.60

100.00

102
318
386
174
89
197
642
67
paiy
231
94
175
39
-1138
408
148

676
157

1995-2006

84
388

131
121
16.3
269
231
193
236
163
164

93
120
227
133
126

122

Source: Author, based on information from Bancon{éxtA)




TOTAL EXPORTS
Main 5 chapters
Rest
85 Electronics

87 Automobiles
27 ol
84 Autoparts

90  Optical equipment 2nd
instruments

Exports to the United States

TOTAL
Main 5 chapters
Rest

85 Electronics

84 Autoparts

87 Automobiles

90  Optical equipment 2nd
instruments

Exports to China

TOTAL
Main 5 chapters
Rest

74 Copper

84  Autoparts

87 Automobiles

20 Organic chemicals

26 Ores, slag, ashes

Exports to China and Hong Kong

TOTAL
Main 5 chapters
Rest
84 Autoparts
" Copper
87 Automobiles:
Organic chemicals
29
26 Otes, slag, ashes

1993

51832
34287
17,545
13,778
7051
7229
5,080

1,149

42851
28,740
14,110
13,428
3718
5733
4,696

1,105

LecoBuE

EXPORTS
1993 2000
SUS millions
79,581 166,455
50978 113,402
28,563 48,053
20315 41521
12223 28,158
8203 16073
8,807 22201
1431 4449
66273 147,686
14765 107,364
21,508 40,121

19,694
7,136
10270
6,366
1,300
37 204
5 163
32 39
0 0
1 157
0 5
4 3
0 0
341 391
39 288
502 103
19 277
0 0
0 5
1 6
0 0

2004

189,200
134380
54811
46,350

49

755
394
361
276
15
13

2003

2139935

183,457
133992

1,136

438
146
291
51
104

2006

250,461
181,512
68,049
61,705
39,495
389089
32,660

8,664

212,285
157.898
54387
56,038
27,947
34,074
31,960

1879

1,688

133

1,970
1,384
385

436

202

143
135

‘able
Mexico: Trade by Chapters with United States and China (1993-2006)

AAGR 1995-200¢

12
121
88

10.0
132
113
158

413
66.0
253
46

90.0
384

1084
719
201

Share 2006

346

100.00
7438

2562
2640
13.16
1603

15.06

100.00
7123
07
2543
2389
11.81
821

100.00
7028
2712
2373
215
1027
728

6.84

TOTAL IMPORTS
Main 5 chapters

Rest

Electronics

Autoparts

Automobiles

Plastic materials and goods

oil

Tmports from the United States

TOTAL
Main 5 chapters

Rest

Electronics

Autoparts

Automobiles

Plastic materials and goods

oil

Imports from China

Imports from China and Hong Kong

TOTAL
Main 5 chapters

Rest

Electronics

Autoparts

Toys

Optical equipment and
instruments

Plastic materials and goods

TOTAL

Main 5 chapters

Rest

Electronics

Autoparts

Toys

Optical equipment and
instruments

Plastic materials and goods

1993

43203

21123

24,170
9522
5762
1,306
3203

1239

386

IMPORTS
1993 2000
SUS millions
72453 174458
37461 104413
34992 70,045
17322 146,263
2,990 25,340
3,861 17.061
4783 10,443
1,506 5,306
53,902 127,534
28471 78,073
25431 46,461
13,713 35,303
6,107 16,881
3,093 12,315
423 9303
1272 4182
521 2.3%0
292 L1729
220 1151
140 904
38 413
68 204
20 114
26 92
630 3338
374 1,938
306 1377
187 1078
54 433
4 pib)
2 128
31 106

2004

167303
116,300
80,504
44432

33735
18474
12,6635

7494

110940
62426
48514
20,188
15,638
10,726
10242

5632

14481
11,087
3384
5377
4615
478

388
239

14301
11334
3.557
5499
4657

288

400

2003

118,406
67,020
513717
18,245
16313
12,353
11,260

8358

17,686
13,148
4,548
7,110
4,567
625

sn
336

18,248
13,552
4,696
7312
4813
629
480

2006

256,205
151,920
104,285
56,521
39,884

25,008
15942

14476

130,453
73341
57,112
10,684
18,632

24438
18.886
5552

10,608
5633
1,067

97
629

25,052
19213
5839
10,830
5,698
1,077
064

AAGR 1995-200¢

419
461
336
483
571
284
45

Share 2006

100.00
5622
4378
13.00
1428
1057
9359

100.00
7728
27
4341
2314

100.00
76.69
2331
4323
274
430
38

Source: Author,

based on information from BanconféxtA).




Table 6a

Mexico: 20 leading 4-digit items exported to Chinand Hong Kong(2006)

8473
7404
8708
2933
7403
8471
2603
3915
8703
10 7401
11 7602
12 2408
13 8409
14 2601
15 4107
16 2917
17 8518
18 0306
19 5201
20 7220

© O ~NO OIS~ WNPE

Parts etc for typewriters & other Office Machines
Copper waste and scrap

Parts & access for motor vehicles (Head 8701-870!
Heterocyclic comp, Nit Hetero-Atoms only

Refined copper & alloys (no mast alloy) unwrought
Automatic data process machines; Magn reader et
Copper ores and concentrates

Waste, pairings and scrap, of plastics

Motor cars & vehicles for transporting persons
Copper mattes; cement copper (precipitated coppe
Aluminium waste and scrap

Zinc ores and concentrates

Parts for engines of heading 8407 or 8408

Iron ores and concentrates, including roast pyrites
Leather of animals Nesoi, no hair Nesoi
Polycarboxylic acids & anhyd etc, halog, sulf etc
Electric apparatus for line telephony etc, parts
Crustcns lve frsh etc, Ckd etc, FIrs Mls H consuarp!
Cotton, not carded or combed

F1-R1 stainless steel products, under 600mm wide

Main 20 4-digit items
Rest
Total exports

2004 2006
$US M

210 300

0 293

14 151

17 109

6 94

2 92

49 64

7 59

0 51

8 36

0 33

0 32

34 31

0 29

11 27

6 26

3 21

5 21

4 17

7 15

385 1,499

370 471

755 1,970

2004 2006
Share Over
Total
27.82 15.23
0.03 14.87
1.91 7.68
219 551
0.85 4.78
0.27 4.68
6.46 3.26
094 295
0.00 257
1.02 1.81
0.02 1.66
0.00 1.61
452 157
0.00 1.47
1.41 1.36
0.85 1.32
0.42 1.08
0.72 1.06
0.55 0.87
097 0.75
50.97 76.09
49.03 23.91
100 100

Growth Rate

42.9
117,961.0
951.4
556.7
1,367.1
4,367.6
31.7
716.7
708,527.2
361.2
20,434.9
241,915.8
-9.2
151.7
306.5
568.1
280.6
310.2
102.2

289.7
27.3
161.1

Source: Author, based on information from BanconféxtA)



Table 6b

Mexico: 20 leading 4-digit items imported from Clina and Hong Kong (2006)

© O ~NO O~ WNPE

ol
- O

12
13
14
15
16
17
18
19
20

8471
8529
8473
75258
7542
7524
7534
9013
8517
9802
9504
8518
8536
8544
8521
3926
9503
8541
8708
8414

Automatic data process machines; magn reader e
Parts for television, radio and radio apparatus
Parts for typewriters & other office machines
Trans appar for radiotele etc; TV camera & Rec
Electronic integrated circuits & microassembly Pts
Elec trans, static conv & induct, adp pwr supp, pt
Printed circuits

Liquid crystal devises Nesoi; lasers; opt appl; pt
Electric apparatus for line telephony etc. Parts
Expts charity Nesoi; Impts return articles, advahce
Articles for arcade, table or parlour games, pt
Microphones; loudspeakers; sound amplifier etc, |
Electrical apparatus for switching etc, Nov 1000v
Insulated wire, cable etc; opt sheath fib cables
Video recrdng/reproduc Appar wheth/Nt Video Tul
Articles of plastics (inc polymers & resins) Nesoi
Toys Nesoi; scale models etc; puzzles; parts etc.
Semiconductor devices; light-emit diodes etc, pts
Parts & Access for motor vehicles (Head 8701-87(
Air or vac pumps, compr & fans; hoods & fans; pts

Main 20 4-digit items
Rest
Total exports

2004 2006
Million $US
2,419 2,555
878 2,520
1,654 1,866
247 1,088
765 1,062
558 801
327 640
92 553
220 550
365 537
61 490
249 462
241 396
240 380
284 373
197 318
252 314
177 258
81 220
144 206
9,421 15,591
5,469 9,461

14,891 25,052

2004 2006
Share Over
Total
16.24 10.20
5.9.0 10.06
11.11 7.45
1.66 4.34
5.14 4.24
3.75 3.20
220 2.56
0.62 221
148 2.20
245 214
0.41 1.95
1.67 1.84
1.62 1.58
1.61 1.52
191 1.49
1.33 1.27
1.69 1.26
1.19 1.03
0.54 0.88
0.77 0.82
62.27 62.23
36.73 37.77
100 100

Growth Rate

5.6
186.9
12.8
340.0
38.8
43.5
95.8
502.3
150.2
47.3
698.5
85.7
64.8
58.1
31.4
60.9
25.0
45.8
173.4
80.5

65.5
73.0
68.2

Source: Author, based on information from BanconféxtA)



3.2. Existing bilateral institutions

Even though Mexico initiated diplomatic relationghwthe People’s Republic of China in
February of 1972 and with China in 1899, its relaship with China after its period of
reforms at the end of the seventies, despite sewégh-level visits (Gomez Cavazos,
2005), was not formally established until Augusd2@hrough the Bilateral Commission in
of 2004. As a result, in September of 2004 bothegoments established a High Level
Group (GAN) on a broad number of bilateral topiosjuding trade and investment; GAN
held its first meeting in January of 206/5During the group’s first meeting, various
subgroups were created, including the Subgrouptatiscal Cooperation, the Subgroup
on the Status Recognition of the Market Econom@lrina and the Subgroup on Industrial
Policy Material. Similarly, various agreements wesigned to avoid double taxation
(September 2005), maritime transport (January 2@@%6) to combat illegal trade and for
cooperation between Bancomext and Eximbank of Ct@emtember 1%2004) with the
intent of opening reciprocal lines of credit of igp300 million dollars to promote bilateral
trade. Since then, some progress has been mate ilateral trade of specific products,
such as table grapes and avocados, among othemd, (&205; Anguiano Roch, 2007;
Villalobos, 2007). Both institutions — the Bilate@ommission and GAN- have however
so far lacked overall results on short, medium lang term topics; the lack of high-level
support and leadership in both countries has beenob the main shortcomings of these
institutions.

A second relevant initiative connected to the bial relationship with China is recent
activities carried out by the National Bank for &xtal Trade (Bancomext in Spanish),
which since 2007 has been renamed “Pro-México” @mdes under the Secretary of the
Economy. Bancomext has made a serious effort, densg the budget granted to it by the
federal government, to establish points of contachina (Shanghai, Beijing, Guangzhou
and Hong Kong) after a few offices had been claseehrlier years. One of Bancomext’s
current priorities is getting to know the Chinesarket more in depth and identifying
products for which there could be significant Csimelemand. These efforts will be carried
out via trade promotion such as trade missions, paagns for special products,
participation in international fairs, reciprocakis between buyers and investors and the
Program to Boost Exports to the Chinese Marketclvhiad funding of 25 million pesos in
20052 There has not been an evaluation of the prografarsalthough resources and
personnel clearly fall short of expectations.

Finally, the government of the state of Michoacard ahe Mexican Association of
Economic Secretaries (AMSDE in Spanish), with supfp@m the federal Secretary of
Economics, initiated the Scholarship Program iniBess China-Mexico in 2005. This
initiative, supported since 2006 by the CenterGbinese-Mexican Studies of the National

22 By the end of 2006 agreements had been reachsadnitary and fitosanitary measures for Chinesersp

to Mexico of various agricultural products and thgport of others from Mexico, the creation of waptoups
and the negotiation of an Agreement on the RecgrBcomotion and Protection of Investments (APRRI i
Spanish) to consolidate bilateral investments @ébos, 2007).

% The program helps companies — especially smal$ enebtain access to their products in areas ssich a
information services, consultancy, supply promatiaternational fairs and agendas in Mexico, in huases
covering 50% of costs (Casas Guerrero 2005). Absatyears ago Bancomext offered various specialized
courses to businessmen who wanted to invest inaQimder the slogan, “How to Do Business in China”.
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Autonomous University of Mexico, represents thetfiong-term activity to allow for a
deeper socioeconomic understanding of the bilategldtionship as well as language
training (AMSDE, 2007). There has not been an eatadu of the program yet, since the
first projects were being implemented in 2007.

Finally, it is important to understand that theabskal relationship has been under
increasing strain in the last years, particularbnf a trade perspective. On the one hand,
Mexico was the last country to negotiate bilatgr&hina’s accession to the World Trade
Organization (WTO) in December of 2001; as partthef accord both countries agreed that
Mexico could keep anti-dumping measures for moranti300 tariff lines covering
products such as textiles, clothing, footwear, nigahemicals, toys and pencils, among
others (Dussel Peters, 2005a). These measures wolyidbe subject to the provisions of
the WTO Agreement from 12 December, 2007 (DusseerBe 2007 Monitor de la
Manufactura Mexicana, 2007). In addition, both thated States (on 2 February, 2007)
and Mexico (on 26 February, 2007) requested a WafePchallenging China’s incentive
programs for policies such as R&D, trade and ingustmong other$: Finally, Mexico
has been one of the few countries in Latin Ametitd has not granted market economy
status to China in the context of the WTO.

Part of this increasing tension is reflected in ek of GAN results since 2004 on topics
such as statistics, the recognition of China asaaket economy and illegal trade and
tourism, among others. In the short run, untilfiret quarter of 2008, at least two scenarios
are imaginable: a) one in which increasing tradgputies deepen in the framework of the
WTO and in bilateral institutions and in which Chichallenges the anti-dumping measures
implemented by Mexico since 2001, while Mexico aomés — together with the US —
challenging China’s wide range of instruments andentives for firms, trade and
production and b) one in which China does not einglé Mexico’s anti-dumping measures,
because most of these items are already being tathoeither illegally or through the
discussed “triangulation”, while Mexico engagesniore effective and results-oriented
bilateral negotiations, in contrast to a confraptatwithin multilateral institutions such as
the WTO.

4. The trade relationship between China and Mexico the US market

Acknowledging the existing analysis of the tradatienship between China and Mexico in
the US market? what have been the main recent developments? if$tephrt of this
section provides an overview of the evolution ofxMe’s and China’s positions in the US
market. This is taken further in the second part which yred the Export-Similarity Index
of China and Mexico’s exports to the US at an agge and disaggregated level to
understand, through this methodology, the extemttizh the two countries compete in the
US market. The third part presents a simple tsinfl-share” analysis of Mexico and
China’s exports to the US market for several paldic sectors. The last part analyses

% n March 2007 China eliminated one of the subgithgrams and implemented a new income tax providing
tax breaks for qualifying firms. Additional consatibns were held in June 2007. Panel proceedindisain
dispute are underway.

% See for example: Cardenas Castro (2006); DusgerP€007); Zaga Kalach (2007); Oropeza Garcia
(2006); Watkins (2007).
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trends in the unit values of Mexican exports to tt& in an attempt to identify the impact
of Chinese competition on prices as well as theesbbMexico in the US market.

4.1. Mexico and China in the US market

First, as shown in Graph 6, both Mexico and Chiaeehbeen the most successful exporters
to the US during 1990-2006, with AAGRs of 12.4% &0d2%, respectively. Out of the ten
main exporters to the US, China and Mexico have ladde to increase their share of total
US imports: in the case of China from 3.1% in 18905.5% in 2006 (or from 4.9% and
15.9% if we include Hong Kong), and from 6.1% to.7P@ for Mexico. China could
become the main exporter to the US in 2007, digpip€anada (USITC, 2007.

Second, the period 1990-2006 can be divided in sulw-periods: a) 1990-2000 in which
both China and Mexico, increase their share ofl t0f& imports and with an AAGR of
9.5% of total US imports, and b) 2001-2006, in ahiice AAGR of US imports was 10.5%
and with a negative dynamism during 2001-2003s Iparticularly in this second period
that China’s presence increases, while Latin AnaésjcCentral America’s and Mexico’s
fell substantially: China’s exports to the US irased with an AAGR of 23% and Mexico’s
by 8.7%, resulting in a falling share in US impddsthis second period.

Third, Table 7 reflects the intense competitiorCbinese and Mexican products in the US
market. In general, both countries have specialiredlectronics and autoparts, with a
share of 35.7% and 37.5% of total Chinese and Mexexports respectively to the US in
2006. While both countries compete in these ch&hsa has clearly taken the lead since
2001-2002: in electronics, for example, importsrfr€hina increased by an AAGR of 22%
during 2001-2006, while Mexico’s AAGR was of 4.8%&¢ Dussel, 2008a).

Fourth, three chapters differentiate Chinese andidde exports to the US: automobiles
(Chapter 87), which is an important chapter for Mexbut still small — but very dynamic
— for China; oil (Chapter 27), accounting for Meaticexports of $32.2 billion in 2006; and
third, China’s exports in chapters such as toysafdr 95) and furniture (Chapter 94);
which are significantly smaller in absolute andtiek terms for Mexico.

Graph 6
United States: Total imports from selected countrie (1990-2007/09)
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Source: Author, based onrimfation from USITC (2007).

% Until September of 2007 China had already accutedlthe highest exports to the US, ahead of Canada.



Table 7
United States: imports from China and Mexico (199@006)

TOTAL IMPORTS

84
27
87
85
90

Main 5 Chapters
Rest

Autoparts

Oil

Automobiles
Electronics

Optical equipment
& instruments

FROM CHINA

84
85
95
94
64

Main 5 Chapters
Rest

Autoparts
Electronics

Toys

Furniture

Shoes

FROM MEXICO

85
87
84
27
90

Main 5 Chapters
Rest

Electronics
Automobiles
Autoparts

Qil

Optical equipment
& instruments

1990

492,978
275,667
217,311
66,530
63,867
73,857
58,138

13,274

15,200
6,274
8,926
472
1,926
2,122
276
1,477
30,164
19,745
10,478
7,745
3,656
2,387
5,288

669

1995

743,505
420,163
323,342
122,600
58,493
102,329
114,190

22,551

45,555
25,534
20,021
3,624
7,886
6,222
1,979
5,824
61,705
41,086
20,619
16,478
10,316
6,324
5,837

2,131

2000

1,216,887
698,501
518,386
180,908
131,020

163,854
186,099

36,620

100,063
61,748
38,315
13,406
19,564
12,382
7,202
9,195
135,911
96,075
39,836
35,778
26,026
17,046
12,779

4,446

2002

$USM
1,163,548
635,346
528,202
161,872
116,067
170,516
152,087

34,805

125,168
79,209
45,959
20,215
24,404
14,441
9,923
10,227
134,732
94,428
40,304
32,707
26,358
17,806
12,213

5,344

2004

1,460,160
813,075
647,086
199,054
194,368

191,614
183,725

44,313

196,160
126,756
69,403
43,783
39,988
17,219
14,417
11,348
154,959
108,413
46,546
37,327
26,111
20,022
18,934

6,018

2005 2006 AAGR
1990-2006
1,662,380 1,845,053 8.6
947,392 1,053,921 8.7
714,988 791,132 8.4
221,345 242,634 8.4
271,717 316,705 105
201,178 3346, 6.9
206,446 8397, 8.9
46,706 50,410 7 8.
242,638 287,0 20.2
154,196 180,796 23.4
88,442 %66,2 16.7
52,598 1652, 35.7
52,820 64,637 24.6
19,079 20,848 15.3
17,045 19,35 30.4
12,654 13,79515.0
169,216 567,00 124
119,282 142,953 13.2
49,934 034,1 10.8
39,783 47,335 0 12.
26,767 33,232 8 14.
21,381 23,442 15.3
24,998 32,161 11.9
6,354 6,783 15.6

1990 2000
Share
100.00 100.00
55.92 57.40
44.08 42.60
13.50 14.87
12.96 10.77
14.98 13.47
11.79 15.29
2.69 3.01
100.00 100.00
41.27 56.05
58.73 43.95
3.10 7.96
12.67 17.31
13.96 13.66
1.82 4.34
9.72 12.78
100.00 100.00
65.46 66.59
34.54 33.41
25.68 26.71
12.12 16.72
7.91 10.25
17.53 9.46
222 453

2005

100.00
56.99
43.01
13.31
16.35

12.10

12.42

2.81

100.00
61.71
38.29
13.40
19.55
12.37
7.20
9.19
100.00
70.69
29.31
26.32
19.15
12.54
9.40

3.27

2006

100.00
57.12
42.88
13.15
17.17
11.73
12.35

2.73

100.00
63.28
36.72
16.15
19.50
11.54
7.93
8.17
100.00
70.09
29.91
24.28
19.56
13.22
9.06

3.97

Source: Author, based on information from USKI891-2007)



The issue of the costs of transportation betweeriddeand China in the US market is also
of great importance and has received little atbengo far. In general, it is believed that
geographical proximity remains a relevant compeaeatdvantage in comparison with
China. Recent analysis (Dussel Peters 2008), hawsuggests that while transport costs
are much lower for Mexico than for China — 6.26%l dn14% of the value of imported
goods from China and Mexico respectively, in 200@exico is using the most expensive
mode of transportation, i.e. 83% of Mexican experiter the US through buses and trucks.
In terms of the cost of transport relative to tietahce covered this mode of transport is the
most expensive. Thus, and this was shown concretelgeveral case studies, while
transportation is expensive from Mexico, its maitraction is the possibility of supplying
quickly, almost in “real time” under the headingaiick replenishment, the US market.
This still poses a barrier for exports from Asial &hina.

4.2. The Export-Similarity Index of Chinese and Meican exports to the US (1990-
2006)

The Export-Similarity Index (ESI) is a rather simphethodology to compare the trade
structure of two countries and establishes thelaiies in the shares of different products
in the total exports of a country. The ESI for teauntries i and j is defined as:

ESk= sum [min(X;,X¢) * 100], where
Xci = share of exports of good c in total exportsairdry i.

The coefficient varies between 1, if the compositiof exports in both countries is
absolutely similar, and 0 when there is no sinyaat all. The ESI can be calculated for
different levels of disaggregation and the reswlil also depend on the level of
disaggregation, as with calculations on intraindusade (Finger and Kreinin 1978§.The
main results of the ESI are presented in Tableglighting that:

* Rather surprisingly the ESI between Mexico and @fand Brazil and China in
the US market is not that different, neither atigitd nor at 10 digits. This runs
against several of the formerly discussed regianalyses, since Mexico is usually
seen as a loser and Brazil as a winner in theatiogiship with China. In both cases
— Brazil and Mexico — the ESI with China increasemificantly during 1990-2006.

* The ESI between China and Mexico in the computeesipherals and parts
sector is very high and rather homogeneous for -P9@®B, reflecting a high degree
of similarity of both countries for their exportsthe US market.

» At the chapters or 2-digit level of the HTS betweédaxico and China it is
interesting to highlight that the coefficient hasreased for all 5 main chapters that

27 As already discussed, the ESI accounts for théasity between both export structure to the UniGidtes
in specific sectors. The ESI could also be disaigsenore detail — at the 10-digit level of the H¥Snd
would probably lead to more specific results infiltere. The chapter 27, oil, for example, referbtindreds
of specific oil-related products with different s of value-added, technology and degree of toamsftion.
Thus, the ESI in some cases can lead to misleadimgts, for example in the case of chapter 27 hirchv
China and Mexico apparently account for a rathghHSI, while their exports and export-specialaatis
very different.
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are being exported by Mexico, and in particulaelectronics, autoparts and optical
equipment and instruments, while the index is makthigh — but remains constant —
for the period. From this perspective, the ESI fogtes the already discussed
conclusion that Mexico and China compete — so fain -electronics, optical
equipment and instruments and autoparts in the dfkety while competition in
automobiles is so far low.



Table 8

United States: export similarity index for different countries and levels of disaggregation

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Mexico-China, total
commodities
2 digits of the HTS 3879 4046 4074 4113 4600 5181 5334 56.24 578
10 digits of the HTS 1596 1427 1374 1253 1265 ... 14.59 1570 1627 16.20
Brazil-China, total
commodities
2 digits of the HTS 3448 3875 384T 4007 3980 4567 4073 4281 4154 4024
10 digits of the HTS 825 953 1124 1074 1089 54 9.84 9.47 9.83 9.98
Mexico-China in computers,
peripherals and parts
Total (109 commodities) 2064 6055 5075 3435  69.33  79.74 3164 3449 6%42. 46.25
Main 25 Mexican commodities
(according to share of 2006) 0.00  100.00 000 100.00 7316 8252 15.59 18.68 8723. 29.18
Main 25 Mexican commodities
(according to share during
1990-2006)

0.00  100.00 0.00  100.00 71.11 81.83 37.12 39.65 5549. 52.60
Main 25 Chinese commodities
(according to share of 2006)

0.00 0.00 0.00 0.00 71.11 83.99 32.02 34.34 43.29 0.135
Main 25 Chinese commodities
(according to share of 1990-
2006) 0.00 0.00 0.00 0.00 73.16 84.72 31.19 34.14 43.97 6.9%4
Mexico-China for Mexican 5
main export Chapters
Electronics 16.80 19.88 23.66 23.94 24.13 26.47 28.15 30.32 2828. 29.72
Automobiles 1364 1300 1506  13.07  10.50 .68 8.38 8.12 9.36 0.891
Autoparts 17.48 23.97 29.49 27.86 23.12 27.04 27.22 31.35 6087. 39.95
ail 36.40 4257 37.91 39.27 42.19 49.71 48.73 49.43 9547. 30.95
Optical equipment and
Instruments 17.85 14.01 20.63 14.94 15.74 1520 9817. 14.12 18.05 17.08

2000

57.73
15.93

41.18
10.87

50.00

37.27

57.00

52.13

51.59

31.33
11.47
42.72
41.63

16.39

2001

57.68
15.87

42.22
11.77

52.31

45.93

56.21

52.63

53.09

30.08
11.68
38.79
36.38

18.47

2002 2003 2004 2005 2006
57.86 4156. 58.09 58.46 56.98
16.11 9414. 15.45 17.19 16.85
43.57 5241. 37.92 39.38 38.50
12.77 12,91 3.231 14.79 13.62

51.25 50.54 37.65 38.83 37.87
52.05 51.14 38.96 40.26 39.89
56.27 52.03 38.63 39.37 38.74
51.81 50.98 38.01 39.50 37.84
51.72 51.25 37.85 39.27 37.79
31.99 31.52 32.61 32.46 33.87
13.02 14.83 15.84 18.11 17.45
38.06 33.19 25.98 25.68 25.13
27.33 23.33 20.27 32.30 36.63
21.33 22.45 21.9223.61 26.51

Source: Author, based odSITC (1991-2007)



Finally, Graph 7 calculates the ESI for China andxMo for a number of important
Mexican chapters, i.e. at a 2 digit-level of therianized Tariff System (HTS), for
specific periods and attempting to go beyond anmdistantial changedVith the
exception of oil, in all the rest of the considedthpters the ESI increases significantly
from 1990-2000 to 2001-2006 and at relatively Hegrels.

Graph 7
Export-Similarity Index for Mexico and Chinain the US (1990-2006)
| | | | | |

Furniture And
Bedding

Optic Instruments
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Qil
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Source: Author, based on information from USITC9Q2007)

4.2. A shift and share analysis of Chinese and Mexdn exports to the US (1990-2006)

Shift and share analysis has been widely usedeitatst decades to examine differences in
variables such as trade, employment and produgti@ihong others (Richardson 1978). In
general it has proved to be a useful descriptiv¢ fiar isolating trends in the respective
performance. The goal in this section is to comp@i@na and Mexico's export
performance — at an aggregate level, but alsoléatrenics in general and specifically for
PCs — according to its highest share over totair$rts. As a result, this brief analysis
will focus on the shift effect — i.e. based on ds in the share of total exports and its
changes measured in absolute US dollar terms — gnboth countrie$® From this
perspective, this analysis does not include a taarsh dynamic analysis and does not
identify the reasons for these changes, but rgihesents the extent of changes that have
taken place.

28 For a more detailed analysis, see Dussel Petéé5)2



Table 9
United States: Imports from Mexico and China basedn real performance vs. calculations based on highachieved share (1990-2006) /a

TOTAL IMPORTS
China-total (millio US$)

Mexico-total (million
USss$)

China (share over total)
Mexico (share over total)

Mexico-total (based on a
maximum share of 2001)
(million US$)

China (based on a
maximum share of 2006)
(million US$)

TOTAL IMPORTS IN
ELECTRONICS

China-total imports in
electronics (million US$)
Mexico-total imports in
electronics (million US$)
China-total imports in
electronics (share over
total)

Mexico-total imports in
electronics (share over
total)

Mexico (based on
maximum share of 2001)
(million US$)

China (based on
maximum share of 2006)
(million US$)

TOTAL IMPORTS IN
PCs

China (million US$)
Mexico (million US$)
China (share over total)
Mexico (share over total)
Mexico (based on
maximum share in 2001)
(million US$)

China (based on

maximum share in 2006)
(million US$)
—

1990

15,120.00
29,506.00
3.08

6.01

57,043.00

76,450.00

489.00

14,721.00

2.25

6.53

3,512.00

6,751.00

0.00

0.02

0.01

29.00

98.00

1991

18,855.00
30,445.00
3.90

6.29

56,162.00

75,270.00

646.00

1,632.00

269

6.78

3,882.00

7,464.00

0.00

0.14

0.07

26.00

88.00

1992

25,514.00
33,935.00
4.86

6.46

60,967.00

81,710.00

964.00

2,101.00

3.70

8.06

4,205.00

8,083.00

0.00

0.01

0.03

27.00

91.00

1993

31,425.00

38,668.00

5.47

6.73

66,742.00

89,449.00

1,378.00

2,464.00

443

793

5,016.00

9,664.00

0.00

0.00

0.08

41.00

138.00

1994

38,592.00
48,605.00
5.86

7.39

76,380.00

102,367.00

3,089.00

5,662.00

5.86

10.75

8,501.00

16,344.00

326.00

242.00

5.47

4.05

856.00

2,857.00

1995

45,370.00
61,721.00
6.13

8.34

85,875.00

115,091.00

4,556.00

6062

7.17

1017

10252

o901

490.00

215.00

6.77

297

1,038.00

3,464.00

1996

51,209.00
74,179.00
6.48

9.38

91,774.00

122,997.00

21900

12,958.00

6.51

8.96

23,340.00

44,872.00

2,309.00
2,117.00
4.84

4.44

6,844.00

1997

61,996.00
85,005.00
7.19

9.86

100,128.00

134,194.00

12,966.00

17,391.00

7.70

10.33

27,160.00

52,216.00

3,355.00 4,404.00

3,455.00 4,012.00

6.02

6.20

996700

22,848.0 26,692.00

1998 1999 2000
70,815.00 1,522.00 99,581.00
93,017.00 09,018.00 134,734.00
7.80 8.01 8.26
10.25 10.71 11.18
105,378.00118,124.00 139,940.00
141030 158,313.00 187,551.00
16,446.00 19,711.00 25,961.00
23,152.00 27,258.00 35092.
9.07 9.66 0.341
12.77 .3613 13.97
29,269.00 32,936.00 400835.
56,272.00 63,321.00 71831
5,971.00 8,256.00
5,493.00 6,869.00
8.01 9.74 2.051
7.29 8.96 0.02L
7,889.00 8,787.00 9,828.00
26,337.00 29,334.00 32,809.00

2001 2002 2003 2004
102,069.00 124,796.00 151,620.00.96,160.00
130,509.00 134,121.00 130099. 154,959.00

9.01 10.81 1213 13.43
11.52 11.61 0.981 10.61
131,499.00 134,074.00 16903  169,525.00
176,238.00 179,689.00 518400 227,201.00
BOR2 36,433.00 47,445.00 69,323.00
36,962.00 35,134.00 34,620.00 39,047.00
11.89 15.81 19.71 24.60
16.14 15.25 14.38 13.86
36,969.00 37,191.00 38,851.00 45,480.00
71,075.00 71,502.00 74,694.00 87,438

8,173.00 11,947.00 5806 29,486.00

8,466.00 7,906.00 @56 7,375.00

13.84 19.17 29.14 39.91

14.34 12.68 10.87 9.98

8,468.00 8.937 18190 10,594.00

28,267.00 29,834.00 30,647.00 35,367.00

2005

242,638.00
169,216.00
14.60

10.18

193,002.00

258,666.00

86,979.00

40,219.0 46,576.00

28.38

13.12

49,0862.0 53,437.00

95,093.00102,736.00

35,465.00

6,732.00

46.36

8.61

11,212.00

37,427.00

2006 1990-2006
287,052.00 1,644,315.00
197,056.00 1,661,893.00

15.56 9.81
10.68 9.92
214,211.00 1,945,958.00
287,090.00 2,608)019.
102902 465,758.00
368,150.00
31.03 16.71
14.07 13.20
449,998.00
865,146.00
40,020.00 168,856.00
6,576.00 66,414.00
47.87 2334
7.87 9.18
11,989.00 103,744.00

40,022.00 346,318.00

a: The calculations assume for Mexico and Chindntfieest share over total US-imports achieved gut®90-2006
Source: Author, based on information from USITC



The previous part highlighted the increasing presesf China in US imports during the
period 1990-2006. Table 9 calculates changes ima&hnd Mexico’s exports to the US
considering their respective maximum share in tot8limports, and keeping the rest of
exports to the US constant. This exercise is penéar for total imports, electronics and
PCs. In all three sectors considered (total impartd those in electronics and in PCs)
China increases its share in total US imports dtiaaddy: the share of China’s exports to
the US increased by a factor greater than 5 fopéred to account for 15.6% in 2006 and
the dynamism has been even more impressive inrefecs and PCs, in the latter
increasing its share of US imports from 0.02% t®% between 1990 and 2006. In this
context, Mexico’s integration with the US marketshaso been positive but, as already
discussed earlier, primarily during 1990-2001/2082] its share has fallen since then for
total imports, electronics and PCs. In the caghelatter, for example, the share has fallen
from 14.3% in 2001 to 7.9% in 2006.

The results presented in Table 9 are also relefvant several perspectives. On the one
hand they show that Mexico’s export performancéhenUS was very positive until 2001,
but has fallen since then, i.e. in 2006 Mexicanoetgrepresented 92% of exports achieved
through its highest share of 2001. In contrastp&laccounted for its highest share of total
US imports in 2006 as a result of increasing exptwtthe US since 1990. On the other
hand, Table 8 also shows that for the case of pethains or segments the fall in
Mexico’s share of total US imports has been sulbistaim electronics, for example, which
accounted for 25% of total Mexican exports to tt& the level in 2006 was 18% below its
potential share of 2001. In the case of PCs, thefMexico’s share represented more than
45% of its actual exports in 2006. In all threeesa€hina achieved its highest share in
2006.

From this perspective, while it is true that Mexltas lost its share in total US imports, as
already discussed, it is also true that it hasvexa slightly since 2004 and that in 2006
aggregate exports are not significantly below ighast share of 2001. On the other hand,
specific chains and segments, such as PCs havereifsubstantially as a result of a
dramatic share loss.

Table 10 shows in more detail the results of thif-ahd-share analysis, specificafly

* The global demand effect (GDE), which reflects ¢aéulated results if growth

would have been similar in all sectors of the cdestd countries, shows that
Mexico and China did benefit substantially durin§9Q@-2000 and that actual
exports to the US grew far more than could be ausolifor by the GDE. The

situation, however, changes for 2001-2006, as @yrebdscussed. The estimations
for GDE were calculated in two forms: a) with thewth rate for 1990-2006 and,
b) with the growth rate for 2001-2006. The resalts contrasting: in the case of
Mexico, for example, in the first case estimatepagis to the US were only 56.23%
of actual exports, while estimated exports — calkad using the growth rate for
2001-2006 — were much higher than actual expofig.90), i.e. the GDE accounts
for important benefits of Mexico’s exports to th& h the first period (1990-2000),

% For a detailed explanation of the shift-and-staaralysis, also widely used by ECLAC in its MAGIC-
software, see: Buitelaar (1997) and Dussel Pe28@1).
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but a strong fall in the secoid.The GDE, on other hand, shows that China’s
exports to the US are, in both cases, well beyatichated exports and accounted in
2006 for 19.78% and 57.92%, respectively. Thus, leviVMexico showed a
performance below global demand for total US impo@hina was far above this
effect for the period 2001-2006.

» The structural demand effect (SDE) — which refldgbts benefits of a country

specializing in products, electronics and PCs is tase — accounts for massive
benefits for Mexico and China for specializing iearonics and PCs during 1990-
2006, as well as for the exports of the rest ofvleld to the US. The situation

changes, however, when estimating the SDE for 286 when considering the

growth rates for 2001-2006; in this case both coemt China and Mexico, lose

massively according to this estimation.

% As already discussed, Mexico’s difficulty with égration to the US’s is a result of a falling demham US
imports as well as Mexico’s limitations to incre@&sgorts to the US.
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Table 10
Shift-and-Share analysis: Imports to the United Sttes 1990-2006

1990 2000 2001 2006 1990-2006
TOTAL
China 15,120 99,581 102,069 287,052 1,644,315
Mexico 29,506 134,734 130,509 197,056 1,661,893
Rest 446,697 971,024 900,057 1,360,945 13,454,840
Total 491,322 1,205,339 1,132,635 1,845,053 16,761,049
TOTAL IMPORTS
IN ELECTRONICS
China 489 25,961 27,226 102,727 465,758
Mexico 1,421 35,092 36,962 46,576 368,150
Rest 19,848 190,095 164,865 181,783 1,954,187
Total 21,758 251,148 229,053 331,085 2,788,095
TOTAL IMPORTS
IN PCs
China 0 8,256 8,173 40,020 168,856
Mexico 0 6,868 8,466 6,576 66,414
Rest 204 53412 42,410 37,010 488,186
Total 204 68,538 59,049 83,606 723,456
TOTAL IMPORTS
IN NON-
ELECTRONICS
China 14,631 73,620 74,843 184,326 1,178,557
Mexico 28,085 99,643 93,547 150,480 1,293,743
Rest 426,849 780,929 735,192 1,179,162 11,500,654
Total 469,565 954,191 903,582 1,513,968 13,972,954
TOTAL IMPORTS
IN NON-PCs
China 15,120 91,324 93,897 247,033 1,475,459
Mexico 29,506 127,865 122,043 190,480 1,595,480
Rest 446,493 917,612 857,647 1,323,935 12,966,654
Total 491,119 1,136,801 1,073,587 1,761,447 16,037,593
(E;IF_SEBS* DEMAND Estimated Difference with real imports (real = 100)
Total Imports 2000 2006 2008 2000 2006 2008
China 37,093 56,779 166,270 37.25 19.78 57.92
Mexico 72,386 110,803 212,598 53.72 56.23 107.89
Rest 1,095,861 1,677,471 1,466,185 112.86 12326  107.73
Total 1,205,339 1,845,053 1,845,053 100.00 100.00  100.00
STRUCTURAL Total Electronics Non-electronics
DEMAND EFFECT
Total Imports in 200" 2006 2008 2000 2006 2008 2000 2006 2008
Electronics®
China -1,716 2,164 -1,515 4,446 5,606 4,997  -6,162  -7,770 3,482
Mexico 1,085 1,369 2,432 12,914 16,284 6,784 -11,829 -14,916 4,352
Rest 631 795 3,947 180,410 227,487  -30,260 -179,779 -226,692 34,206
Total 0 0 0 197,770 249,378  -42,041 -197,770 -249,378 42,041
Total Imports in PCs® Total PCs Non-PCs
China 2,082 -2,535 -641 12 15 -1,742  -2,095  -2,550 1,101
Mexico -4,079 -4,967 -374 9 10 -1,804  -4,088  -4,977 1431
Rest 6,161 7,502 1,015 68,017 82,816 9,038 -61,856 -75,314 10,053
Total 0 0 0 68,038 82,841 -12,584 -68,038 -82,841 12,584

a Based on US's total imports growth rate for 12906, base year 1990. b Based on US's total litmgoowth rate for 2001-2006, base year 2001
¢ Assuming two sectors, electronics and non-elaitso(for the rest of the respective imports).
Source: Author, based on information from USITC
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4.4. The unit value of Mexican exports to the US ahthe net barter terms of trade

The literature on the statistical debate on themseof trade (TT) traditionally involved the
analysis of the net barter terms of trade (NBTT)ween primary products and
manufactured goods (Diakosavvas and Scandizzo 189&kar 2001; Ocampo and Parra
2003; Torres 2006). However, the interest in tldpid broadened in three ways: a)
considering all goods and not only primary-manufeng, b) the direction of trade, i.e. the
origin and destination of the goods considered, @radassifications of goods according to
different degrees of innovation and technology k&aand Singer, 1991; Berge and Crowe,
1997; Maizels, 2000).

Given the trade structure of Mexico, what has leapgd to the NBTT, bearing in
mind the potential effects of China’s penetratidrine US market on Mexico (Kaplinsky
2006)? The section will include an analysis of @srand Mexico’s trends in NBTT in the
US market and presents the basis for future maeelee work

In the work of Ledn and Soto (1995), evaluating tMBTT of the majority of Latin
American countries with ECLAC data, they found tfaatthe period 1928-1993 there was
no statistically significant tendency for MexicoorFUS manufacturing, Maizels (2000)
found that for the first half of the 1980s a sigraht improvement in the NBTT took place
with developing countries, while the relationshipgthwindustrialized countries was
trendless. In the case of the latter countriedNdB&T turned negative until 1997.

For the Chinese case, Zhihai and Yumin (2002) egécha deterioration of 13% for 1993-
2000 for total trade (not including oil). For thase of trade with the US, China suffered a
fall of 23% and 24% for all goods and manufacturegpectively.

In what follows we will analyze the unit values iofiports and NBTT for Mexico and
China in the US, based on US statistfcsVe will include total trade of the US, with
Mexico and China by the Harmonized Tariff Systeml'§)i at 10-digits. So far, and
according to our literature review, only 5-digitvéd analysis — according to the SITC
classification — has been done; there has beerBid Mnalysis for exports and imports for
1990-20063

A few technical topics are relevant for understagdhe results:

1. Although several hundred 10-digit items were elia@d in order to
calculate the unit values and to eliminate outjidie representativity was still very
high: for total US imports, for example, 10-digiems used accounted for 82%,

31 Detailed previous analysis with Chinese and Maxicastoms data at the 6-digit level proved notdo b
useful for the analysis, particularly as a resdltifficulties in calculating the unit value as asult of short
time series and changes in the unit of importsHsscin Mexico before and after 2003).

32 As a result of the scope of this analysis, we wit include a detailed description of the constomcof
indexes, its selection (Paasche, Laspeyres, Fist®}, its specificity (simple or chained) and tese year,
as well as the election of the goods to be incluidethe index (either full series or specific chria for
considering only a group of commodities). The chdihaspeyres Index was used for calculating the NBT
considering that chaining will reduce the spredsvben the index, i.e. in terms of the amount ofe@hange
that has occurred between the two periods undeideration.

3 Kaplinsky and Santos Paulino (2005, 2006) usértfeemation from EUROSTAT for the European Union
based on the Harmonized Tariff System at the &tBgel, but only for its import prices.
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74% and 78% of total US imports and of imports fr&@hina and Mexico,
respectively during 1990-2006 (see Table 11).

2. Bearing in mind the goal of this section — to amalyhe possible effects of
China’s exports on Mexican exports — in this casethe US market, which
accounted for 84% of total Mexican exports duri@®@-2007 — 21 indexes were
calculated: 12 for total US imports and China aridrMexican imports.

a. For imports the following index were calculatedtatal US imports
for chapters 1-29 (a proxy for primary productsy 880-99 (a proxy for
manufactured commaodities) of the HTS, ii. A selactof total and Chinese
imports based on Mexican exports to US in orderd&ail China’s
competition with Mexican exports in the US markat ahus eliminating
China’s exports to the US that do not compete Wikkxico. This new
universe of US imports were also disaggregated total imports, for
primary and manufacturing goods, iii. In additi@amd based on the former
universe of goods from China and total US impohat tcompete with
Mexican exports, two groups of products were calead based on the
following criteria: 1. Those in which the share ©hina at the 10-digit level
is above 20% of total US imports for the period @006, and Il. Those in
which the growth of its share over total US impattsing 2001-2006 was
above China’s total growth share of 14%, i.e. is troup of items the share
increased substantially and above the impressioavthr of the share of
China during 2001-2006. For both groups the diwvisioto total, primary
and manufacturing goods was also calculated.
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Table 11
Representativity of data according to specific usedriteria
(share over respective total)

Total (chapters 1-99)

Total, used for construction of indexes and inahgdi
outliers (chapters 1-99)

Final used dat&
Raw Materials
Manufacturing
Total

Competition with Mexico
Total US-imports
Raw materials
Manufacturing
Total

Criteria 1 (China's >20% share in product)
Raw materials
Manufacturing
Total

Criteria 2 (China's >14% share in growth of progluct

Raw materials
Manufacturing
Total

Total exports

Total, used for construction of indexes and inahgdi
outliers

Without representative atypical unitary prices

WORLD

1990 2001
-2006 -2006
10 100

82 82
20 22
62 60
82 82
18 21
60 58
78 79

1 1

16 19
17 19

1 1

24 27
25 28
100 100
77 73

MEXICO

1990 2001
-2006 -2006

IMPORTS
100 100
78 79
18 18
61 61
78 79

Does not apply

0 0

16 16

16 16

1 1

29 32
30 32

EXPORTS

100 100
68 69

74 2 7 66 68

CHINA
1990 2001-
-2006 2006
100 100
75 74
4 3
72 71
75 74
3 2
71 70
73 72
2 2
58 62
59 63
1 1
26 33
27 33
100 100
77 81
76 80

a Here we include all the data for 10-digit itettmat include quantities and values.
b Several items were eliminated given their highatility and their effects on the respective ingdieir

weight is very small on total trade and is noh#igant.

Source: Author, based on information from USITG@9Q-2007)

What are the main results of the calculations? Tdaybe divided under two headings: the
tendencies in unit values of US imports during 22906 and tendencies in NBTT for the

same period. In all cases 2001 was defined asabke year for the calculations, given the
prior analysis which showed that China has entdredJS market on a massive scale since
2001, with significant impacts on other exporténsluding Mexico.



36

The tendencies in unit values of imports during 2906 do reflect interesting
differences. On the one hand, while manufacturimgj values only increased slightly since
2001, they rose sharply for raw materials, reach2%? in 2006. Considering that Chinese
exports to the US (and in general) exclusivelycemrate in manufacturing, Chinese unit
values only increased slightly, while the differea@re substantial for Mexico: unit values
for exports of raw materials to the US increased36y8% to 2006 and only by 2.7% for
manufacturing. These tendencies are also true whénconsidering the unit values for
Mexican exports and those that compete with Chiaesktotal imports from the US (see
Table 12).



Table 12
US Imports: Unitary prices (1990-2006)

1990
TOTAL IMPORTS
Mexico

Raw materials
Manufacturing

Total Mexico
China

Raw materials
Manufacturing

Total China
Total imports from US

Raw materials
Manufacturing
Total US imports

1991

103.08
101.87
107.45

84.32
117.96
114.34

98.03
102.01
100.78

1992

112.50
95.53
106.19

97.22
113.38
112.33

107.67
101.81
103.16

1993

101.36
88.32
97.94

88.20
108.53
107.17

92.68
102.81
100.38

1994

113.61
74.08
90.07

101.95
97.00
97.41

104.80
90.41
93.54

1995

116.55
88.32
101.87

100.39
95.68
96.05

105.49
103.02
103.59

IMPORTS ONLY ACCORDING TO MEXICAN EXPORTS TO THE US

Mexico
Raw materials
Manufacturing

Total Mexico
China

Raw materials
Manufacturing

Total China
Total imports from US

Raw materials
Manufacturing
Total US imports

103.08
101.88
107.45

84.85
119.00
115.43

97.46
100.39
99.49

112.50
95.54
106.19

99.55
112.88
112.19

103.75
101.33
101.83

101.36
88.33
97.94

90.23
109.80
108.63

92.26
102.75
100.31

113.62
74.21
90.17

103.44
98.45
98.86

102.16
89.92
92.50

116.55
88.33
110.36

110.59
100.55
101.13

106.96
103.18
103.98

1996

120.26
78.41
94.29

101.95
101.67
101.80

112.57
83.63
89.19

120.23
78.41
116.99

104.63
102.17
102.38

111.74
84.93
89.89

1997

112.05
91.93
104.13

97.05
110.23
109.55

105.95
97.17
99.04

112.04
91.93
106.59

97.34
110.35
109.82

102.32
96.87
97.99

1998

89.40
91.03
99.54

89.51
107.34
106.39

87.00
95.84
94.09

89.47
91.03
122.44

89.48
107.51
106.73

84.13
95.67
93.46

1999

133.60
94.63
93.81

95.77
108.62
107.98

118.31
98.44
102.07

133.53
94.64
93.81

97.88
108.50
108.08

118.56
98.38
101.84

2000

154.55
97.03
104.12

101.28
110.94
110.45

140.84
104.93
111.68

154.55
97.03
104.12

107.98
111.03
110.88

142.01
104.89
111.47

2001

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

2002

103.41
90.17
110.31

83.98
102,51
101.60

68.19
91.56
86.25

103.41
90.17
110.31

84.09
102.68
101.95

66.80
90.50
85.24

2003

129.55
95.12
115.46

102.16
110.32
109.91

118.90
102.68
106.25

129.55
95.12
115.46

102.78
110.46
110.15

117.45
102.64
105.79

2004

135.29
93.88
110.31

108.89
116.99
116.58

122.12
106.36
110.15

135.29
93.94
110.31

107.46
117.13
116.75

119.00
106.39
109.33

2005

138.37
96.15
113.65

121.01
110.70
111.18

135.86
103.26
111.54

138.37
96.33
113.79

119.89
110.50
110.79

131.67
103.52
110.50

2006

136.26
102.68
119.11

103.90
113.35
112.87

124.88
105.87
111.14

136.26
102.66
119.09

107.02
113.42
113.15

125.17
105.64
110.99

Source: Author, based on information from USITC9Q2007)



More detailed analysis shows, however, a diffeoture: Table 13 indicates that using
the earlier specified criteria — i.e. criteria Ifided by all 10-digit items in which China
presents a share above 20% of all respective impor2006 and criteria 2, in which
China’s share increased by more than 14% durind-2006, two patterns arise: a) under
criteria 1 Mexico’s unit values do benefit in maacturing — reaching 119% in 2006, and
do much better than China, b) under criteria 1e- all those 10-digit items in which
China’s share increased by more than 14% durind-2006 — Mexico’s unit values show
a particularly bad performance since 2001 and adcdau 98% in 2006 for manufacturing.
This differentiated performance is relevant, siichows that unit values do perform well
since 2001 in items in which China already has gadhiare (over 20%), while the unit
values in those where China is still increasing steare and competing are falling
significantly. In Mexico’s case the difference metperformance between both groups of
export-items is very significant and account foe tompetition of Chinese and Mexican
products in the US market (see Graph'8).

34 Results for unitary values of total US importsalso reflect important differences between tend=nai
raw materials and manufacturing, i.e. an improvenierunitary prices for imports in raw materialais
2003. This would favor a more detailed discussionhe topic, such as suggested by Kaplinsky (2006).



Table 13

Unitary Values of US Imports: Tendencies Accordindo Different Sets of Imports'

CRITERIA 1°
Mexico

Raw materials
Manufacturing

Total of
Mexico

China

Raw materials
Manufacturing
Total of China
Total US

Raw materials
Manufacturing
Total
CRITERIA 2°
Mexico

Raw materials
Manufacturing

Total of
Mexico

China

Raw materials
Manufacturing
Total of China
Total US

Raw materials
Manufacturing
Total

1990

1991

88
108

107

108
115
114

104
103
104

105
101

101

115
122
122

105
105
105

1992

92
114

113

103
106
106

99
102
102

102
101

100

92
106
105

93
102
101

1993

94
103

102

89
104
104

80
100
99

78
94

92

93
111
110

79
108
106

1994

89
105

105

102
102
102

110
101
102

96
94

94

98
101
101

98
101
101

1995

97
100

100

121
109
109

157
106
109

102
93

93

119
115
115

131
107
108

1996

99
98

98

107
106
106

102
104
104

98
90

90

97
109
109

95
105
104

90
98

98

98
102
102

93
99
99

1997

111
94

94

105
105
105

91
99

98

1998

96
99

99

98
100
100

90
96
96

92
89

89

93
107
107

90
95
94

89
101

101

97
98
98

94
96
96

96
103

103

108
101
101

91
101
100

100

94

94

95

[Za)

97 05 !

97

100
96
96

105

1
1

1999 2000 2001

100
100

100

100
100
100

100
100
100

100
100

100

100
100
100

100
100
100

2002

101
94

95

100
98
98

86
95
94

104
88

88

100
99
99

85
96
95

2003

100
100

99

109
101
102

98
99
99

103
91

92

96
98
98

92
99
99

2004

99
97

97

117
107
107

101
103
103

97
88

88

105
107
107

94
103
102

2005

108
106

106

118
102
102

104
100
100

105
94

94

115
94
94

96
101
101

2006

110
119

119

109
105
105

100
104
104

107
98

98

101
100
100

95
102
101

a In all cases, on Mexican item imports definesbtof imported items, also for Chinese and totgidrts

b Refers to all 10-digit items in which China hashare on total US-imports above 20%
¢ Refers to all 10-digit items in which China’s slhincreased by more than 14% during 2001-2006
Source: Author, based on information from USITC9Q2007)



Graph 8

Unit value of US-importsfor 10-digit items in which China’s share increased by more than

14% during 2001-2006
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Source: Author, based on information from USITC9Q2007)

Tendencies for Net Barter Terms of Trade (NBTT)oashow important differentiated
tendencies for total trade, Mexico and China dufiB§0-2006. In general, both data sets —
i.e. for total trade and only for those goods tchbetween Mexico and the US — display a
similar tendency: Mexico’s NBTT in manufacturingvieamoved in favor of the US and
against Mexico by 19% for 2001-2006, while they t8t 1% for Chinese manufacturing

imports (see also Graph 9).
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Graph9

NBTT of the US in manufacturing: Total, China and Mexico (1990-2006)
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Source: Author, based on information from USITC9Q2007)

As a result, the United States have benefited anbatly from competition between China
and other countries, including Mexico. Thus, NBTava benefited the US from 2001,
since China’s massive exports to the US. One ofrthe losers of this process has been
Mexico, resulting in significant losses in NBTT iMexico’'s main export items,
manufacturing.

5. Effects of China’s trade on Mexico’s manufactumg employment

This section deepens some of the already existradysis of the bilateral relationship
between Mexico and China, particularly in termstefde and the effects of China’s
increasing presence in Mexico on its manufacturelgployment. Topics analyzed
previously, particularly Mexico’s poor employmengcord in manufacturing and the
increased penetration of the domestic market byn€d@ imports, are relevant for this
section.

In the case of Argentina, Castro, Olarreaga anth$gls/ (2007) found that a 1% increase
in imports generates a 0.07% decrease in manuilagtamployment. Imports from China
only explain between 0.1% and 0.2% of the fall cfnmfacturing employment resulting
from total imports. In the case of Brazil the effen employment is twice as high.

From this perspective, what is the effect of impodn Mexico’s manufacturing
employment and in particular as a result of impénasn China?® To estimate the impact
of changes in import penetration on labor demarel fallow Greenway et. al (1998) and
assume a Cobb-Douglas production function acrodssiny and time. From a firm’'s
optimization conditions we can establish a baseehwathose dependent variable is labor

demand, explained by its own lagged labor demarajes and production (or capital
stock).

% For a full discussion see Castro, Olarreaga asth@sky (2007).
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In addition, international trade variables expldabor demand: import penetration

(understood as total imports over apparent consomjptnd imported inputs used for

production (which could be understood as compleargrib employment). As an option,

the interaction between import penetration andstiere of total US imports from Mexico

is also considered. Finally, several dummies iretend sectors were included in order to
control for heterogeneity

OLS, IV and GMM-estimations were pursued to corrémt potential biases in the
respective estimations (Arellano and Bond 1991)e Tinethodologies allowed for
correcting for biases in the estimations. The firshused by joint determination is
endogeneity of an independent and the dependeablarThe second can occur as a result
of inertia of some aggregated variables such aslayment, whose magnitude can be
explained by its prior, lagged behavior, causingasecorrelation. In the case of both
problems, GMM is usually used since it lacks thesbs in estimates in the context of these
problems.

Variables were obtained from Instituto Nacional Egadistica, Geografia e Informacion
(INEGI) for Mexico’s manufacturing sector and it® dranches for 1994-2003. All
variables are expressed in nominal terms and wareformed to $US; in the case of
imports and exports they were additionally deflabgdMexico’s inflation. In the case of
the variables expressed in current pesos (wagesiugtion and imported inputs) these
variables were also deflated by Mexico’s inflatidm.some other cases INEGI's data was
obtained on a monthly basis and they had to beadized. In all cases, the information is
exclusively for Mexico’s manufacturing sector, nntluding maquiladoras Only trade
variables — the only exception — were obtained f@omtrade.

The methodology and model used for estimating ffects of Mexico’s trade with China
on its manufacturing sector is similar to the oseduby Castro, Olarreaga and Saslavsky
(2007), i.e. following Greenway et. al. (1998). \Wepart from a Cobb-Douglas production
function for a representative firmn timet:”

d. = Ak{l itﬁ (1)

whereq is gross real productiof,is capital stock antlunits of labor utilized, and where
a and g are the share of each factor used in productiomd=demand labor and capital
until the marginal benefit of labor is equal to tteest of labor. W) and the marginal benefit
of capital is equal to the interest ratg. Oeriving the first order conditions fbiin (1), we
obtain the following expression:”

e = B0 G 1 W 2)

wherep is the price of the goodandw is the wage. Replacing (1) in (2) and rearranging
the equation yields the following expression:



43

I =ﬂp{ Ak{1# }/W 3)

From the first order conditions gffollows that,
B/l =W,
/BAkal ’B/Iit = Wit

thus, the derived labor demand for the industnytimet can be written as:

(11-p)
u={w%ﬂwt} (@)

Taking logarithms and rearranging equation (4) obtin the derived labor demand for the
firm and thus industry.

Inl, =a,+a,InK, +a,Inw, (5)

In view that the technical efficiency of productiortreases over time and that the rate of
technological adoption and increases in x-efficjersccorrelated with trade changes, we
assume that paramet&in the production function varies in the followingy:

A =e"IM X", A, A, 4,)0 (6)

whereT is a time trendM is a measure of import penetration, ahi$ a measure of export
penetration. This implies that labor demand foustdyi in timet is:

Inl, =a,+a,InK, +a,Inw, +a,InM, +a,InX, +a.T+¢

(7)

with:
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a,=Ing/1-p
a, =a,/1-
a,=-Y1-pB
a,=A/1-8
a,=A,/1-p
a, =A,/1- 8

This implies that labor demand is a function ofraies in industry capital, wages, imports
penetration and export penetration. Formally,

L' = L(K,w,M,X) (8)

Additionally we use equation (7) of lagged empleym in logarithms as an
explanatory variable. This and the the wage vagiatdre introduced with respective lags
in order to limit for endogeneity bias. A similarethodology can be found in Fajnzylber
and Maloney (2000).

The main results for manufacturing employment skimat (see Table 14):

» The “base model” presents in almost all cases fpeated sign, although the
statistical significance is sensitive to the tedaei for estimation and to the
inclusion (or not) of fixed effects by industry élugh dummy variables.

* The lagged employment variable is always significah the 1% level and

positive, although the magnitude of the coefficidapends on the inclusion (or not)
of the industry dummy. In cases with the dummyialade, the coefficient varies

from 0.39 to 0.58. When the dummy is not included,coefficient is close to 1.

* The hourly wage is always negative, although nebgé significant, especially
in the case of GMM estimations where a higher ®fficy in estimations is
expected. The inclusion of the dummy variable Far industry is also sensible (the
coefficient is close to —0.2).

» Production is positively associated with differgleigrees of significance, with
the exception of the last two GMM models.

o When trade variables are included, it is more dliffi to detect a trade pattern.
First, import penetration is not always significgonly in regressions 1, 4, 5, 9
and 10) and the sign is not always as expectedagative.

o Imported inputs are never significant and the sigd coefficient do also vary
substantially.
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On the other hand, the interaction of import pet&tn with the share of
imports from the United States (not includimgquiladora$ is always positive

and significant in 7 out of the 9 regressions. Thteraction captures the non-
lineal effects of a variable that accounts joirfy the penetration of imports
from the world and the share of imports from the US

In the cases in which time and industry dummiesewiacluded, as well as
import penetration, both variables have the exmesign and are significant
(regressions 1, 4 and 5), i.e. undeteris paribusonditions, the growth of total
import penetration has a negative effect on empéayrof -0.06 and -0.08%.

Equations 1, 4 and 5 control by total penetratiod anported inputs; when
trade penetration of industrial goods from the W&reases (or its share over
total), labor demand in Mexico between 0.07% a0 %.

When we include China with an important share oponts, we did not find
definitive and significant results. Only in regress3 did we find a weak and
significant result with a negative relationshipveeén the share of imports from
China and employment in Mexico.



Table 14
Dependent variable: employment

Employment (-1)

Production

Total import
penetration

Total imported
inputs

Total import
penetration *
import share

Share of imports
from China

Share of imports
from USA

Constant

Observations
R-squared

Dummies

-1
OLS

0.585*
(-0.057)
-0.237*
(-0.060)

0.259*
(-0.029)

-0.061*
(-0.025)

-0.011
(-0.013)

0.078*
(-0.024)

0.861+
(-0.519)
439
0.997

Time & sector

OLS

0.979*
(-0.009)
-0.036*
(-0.011)

0.031*
(-0.009)

-0.006
(-0.01)

0.001
(-0.003)

0.013+
(-0.007)

-0.216*
(-0.057)
439
0.994

Time

-3
OoLS

0.983*
(-0.009)
-0.037*
(-0.011)

0.027*
(-0.009)

0.0010
(-0.009)

0.001
(-0.003)

0.008
(-0.006)

-0.003+
(-0.002)

-0.208*
(-0.057)
428
0.994

Time

-4
v

0.431*
(-0.087)
-0.178
(-0.109)
0.299*
(-0.041)

-0.071*
(-0.025)

-0.015
(-0.015)

0.083*
(-0.023)

1.634%
(-0.682)
391
0.997

Time &
sector

-5
\%

0.397*
(-0.088)
-0.200+
(-0.11)
0.298*
(-0.041)

-0.082*
(-0.029)

-0.012
(-0.016)

0.096*
(-0.025)

-0.004
(-0.005)

1.983*
(-0.715)
384
0.997

Time &
sector

-6
\Y

0.397*
(-0.088)
-0.200+
(-0.12)
0.298*
(-0.041)

0.014
(-0.018)

-0.012
(-0.016)

-0.004
(-0.005)

0.096*
(-0.025)
1.983*
(-0.715)
384
0.997

Time &
sector

-7
\%

0.984*
(-0.01)
-0.023%
(-0.011)
0.024*
(-0.010)

-0.005
(-0.010)

0.001
(-0.003)

0.012+
(-0.007)

-0.126**
(-0.061)
391
0.995

Time

-8
I\

0.985*
(-0.01)
-0.026%*
(-0.011)
0.024**
(-0.010)

-0.002
(-0.010)

0.001
(-0.003)

0.01
(-0.007)

-0.003
(-0.002)

-0.136*
(-0.063)
384
0.995

Time

-9
\Y

0.985*
(-0.01)
-0.026%
(-0.011)
0.024*
(-0.010)

0.008+
(-0.004)

0.001
(-0.003)

-0.003
(-0.002)

0.01
-0.007
-0.136%
(-0.063)
384
0.995

Time

-10
GMM

0.963*
(-0.054)
-0.118+
(-0.067)

0.068+
(-0.034)

-0.291+
(-0.154)

-0.013
(-0.020)

0.309**
(-0.143)

0.020
(-0.386)
439

Time

-11
GMM

0.955*
(-0.064)
-0.14
(-0.10)
0.054
(-0.039)

-0.198
(-0.13)

0.002
(-0.028)

0.215+
(-0.11)

-0.009
(-0.016)

0.105
(-0.414)
428

Time

-12
GMM

0.955*
(-0.064)
-0.14
(-0.10)
0.054
(-0.039)

0.017
(-0.032)

0.002
(-0.028)

-0.009
(-0.016)

0.215+
-0.11
0.105
(-0.414)
428

Time

+ significant at 10%; ** significant at 5%; * sidigant at 1%

Robust standard errors in parentheses
Time period: 1994-2003

Sectors: 49

ISIC revision 2, 4 digits



6. Conclusions and policy proposals

The Mexican government implemented an export-oegrdgtrategy from the late 1980s
based on macroeconomic stabilization, expecting fmaximity to the United States,
import liberalization and cheap labor power woudd dufficient to develop a country with
105 million inhabitants. Most of the variables penfied in the expected direction: a
significant export-orientation was achieved, macom®mic stability in Mexico became a
symbol for most of Latin America and integration ttee US market also allowed for
significant growth in specific trade-related braeshand sectors. From this perspective,
most of the expected goals of the strategy wereaed.

On the other hand, both growth and development wehg achieved in a limited way in
the best of the cases. Even when comparing expdustrialization to prior decades of IS
in Mexico the results were not positive. Performeame terms of growth, employment
generation and wages, but also consumption, ine¥sn GDP per capita, technological
development and absorption of export-oriented prtgland processes were disappointing;
only some of these issues were addressed in detis study. As discussed in the first
part, many of these gaps were the result of thegases and incentives inherent to export-
orientation: the specialization in exports througiports to be re-exported characterized
Mexico’s engine of growth with few linkages, lit#enployment generation and even fewer
developments in R&D and technological spillovers.addition, NAFTA allowed for an
initial deepening of the regional integration pregebut began to decline by the late 1990s:
falling tariffs in the US and the practical abditiof tariffs in sectors such as electronics, as
well as a massive shift of segments or productioains from the US to Asia and China
resulted in the need to either enhance the regiartebgration process through new
mechanisms — a “NAFTA plus” or face the slowly declining weight of NAFTA.

It is in this context that China’s fast and massivegration into the world market
since the 1980s, but particularly since the 199@s played a substantial role in Latin
America and particularly in Mexico. In quantitatiterms China’s increasing role in terms
of GDP, trade, upgrading and long-term growth aadetbpment is substantial for Latin
America and the world market in general. Howevdrin@ presents a significant challenge
for most of Latin America and particularly for Meri from a more qualitative perspective:
for more than 25 years it has outperformed Mexitolevfollowing an ideologically and
conceptually different development path. China’'s FGPer capita performance during
1980-2006 was ten times higher than Mexico’s. Chirsaiccess, from this perspective,
leads to a deep questioning of Latin America’'s &hexico’s export orientation and
macroeconomic stability. Clearly, this is not oalynatter of semantics and concepts. Up to
now, China has continued to maintain massive puyidiicies, in addition to substantial
direct ownership and control over property, a fieegthange rate, a planned economy and
highly controlled markets including in trade, lajpgervices and capital, among others.

It is in this context that the bilateral relatibis between both countries, while
formally and diplomatically adequate, has beendasingly tense from an economic and
trade perspective. Particularly for Mexico: Chinashbecome its second trading partner
since 2003, while this is far less important forir@h Important FDI from China — in
sectors such as yarn-textile-garment, electroniogl anore recently in autoparts-
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automobiles — present China as an “unexpected reghioor” for Mexico. While these
increases in trade and economic relations arepgathble, Chinese imports and competition
in the US have been much more problematic. Fromglispective, it is possible that in the
short term, i.e. until 2008, the bilateral relaship worsens significantly, as a result of
trade disputes within the WTO. Other topics suclhilegal imports, triangulation and poor
statistics have increased the tension betweendmathtries. The difficulties in this bilateral
relationship also increase in the most importamoeixmarket, the United States. While
exports have become increasingly significant fom&hwhich has a relatively diversified
export structure to the US, the EU, Asia and otlaions, the US accounts for more than
85% of Mexican exports, i.e. it is the critical tleation for Mexican exports and its
strategy.

As discussed in more detail in section 4 of 8tigdy, China has been increasing
exports to the US since the 1980s, and massivetg 22001, displacing practically all other
nations including Mexico. The Export-similarity lexi and chapter-level statistics show
that Mexico and China’s main exports to the USeast at the chapter-level, are relatively
similar, i.e. it is not expected that the fiercenpetition with (and displacement of) Mexico
in the medium run will change. In addition, estiesabf the terms of trade based on US
statistics show important benefits for China anssé&s to Mexico during 1990-2006. It is
expected that autoparts and automobiles will benthd chains in which competition will
increase in the next years.

Initial statistical analysis still presents subsi difficulties in measuring the
impact of Mexico’s trade with China on Mexican epyhent. Preliminary results so far
estimate negative, but statistically non-significaffects for 1994-2003. While this kind of
modeling still requires important improvementssitertain that in specific chains such as
yarn-garment-textiles, the competition with Asiardahinese legal and particularly illegal
imports in Mexico's domestic market has been imgrartand has effectively displaced
Mexican production and employment. It is not difficto understand that Mexico’s 15:1
trade relationship with China in 2006, i.e. expagtil unit and importing 15, has generated
massive displacement in terms of production andl@ynpent, although an increasing
proportion of China’s imports are also being usethauts for exports (mainly to the US).

The initial findings regarding the unit value oSUWmports from China and Mexico,
as well as the net barter terms of trade (NBTT) &lsow that China is competing with
Mexico in the US market through lower unit valuasd that this is affecting Mexico’s
NBTT in the US. The topic clearly requires furtlmesearch, but apparently China has been
successful in displacing Mexican exports througtveo unit values and significantly
affecting Mexico’s NBTT in manufacturing.

In terms of policy proposals a few issues stand Ouatthe one hand, the need to promote
FDI's potential in a development framework, i.e.IFfan clearly allow for development in
terms of technology, employment, wages, and ovirathing processes only if it is part of
a larger socioeconomic strategy with specific unstents parallel to FDI flows. The lack of
such instruments and an overall perspective dodsahow for integration of these
processes in terms of territorial endogeneity. Bjgatly for Mexico there have been no
such policies to accompany FDI flows in terms dgjioeal-sectorial policies in terms of
technological development, training, specific sup@d particular products and processes,
etc. The most recent document of the new governnieatNational Development Plan for
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2007-2012 (PEF 2007), clearly reflects this perSpec macroeconomic stabilization in
terms of fiscal and monetary policy are the basiscbhmpetitiveness, while other issues
such as trade, industrial, regional and sectoolties have been left aside since the end of
the 1980s. Specific instruments, and costs in t&fpsograms and qualified personnel, are
not envisioned in a framework of macroeconomic stent. Thus, the public sector at the
municipal, regional and national level in Mexicaald implement policies that allow such
an integration process.

The bilateral relationship between China and Mexscourrently at a stage where strategic
long-term decisions are needed. The trade and edordynamic between the two nations
does not coincide with their political and diplomsaweight, nor with the real and effective
relationship that should exist between the two toesm Beyond debates on the “Chinese
threat” it is essential that public, private and@emic sectors seek to formalize the bilateral
relationship with the People’s Republic of China &e capable of overcoming the current
incongruent relationship. From a Mexican perspect¥hina is not only Mexico’s second
trading partner, an active competitor in the dormesiarket as well as in the US market,
but also a socio-economic gate to the Pacific hedwenty-first century.

Why is normalizing the relationship with China nedat? There are multiple benefits. In
addition to being Mexico’s second biggest tradiragtper and having a dynamism that
exceeds that of Mexico’s other trading partnengdlaspects stand out. First, it is essential
that Mexico take advantage of the enormous demandniports in China. They are an
important global exporter, and will soon become thain global exporter, and their
imports show the same dynamics. However, Mexico yesto take advantage of this
opportunity. Secondly, regularizing the trade acoh@mic relationship with Mexico would
be significant, faced with the possibility that ionfs from China and the establishment of
Chinese companies in Mexico could increase the etithygeness of Mexican production.
In several sectors, from agriculture to science #&chnology, China has products,
processes and experiences that are relevant tocMeXhis opportunity should not be
rejected by Mexico, which is currently replacing USports with Asian imports,
particularly from China, and should instead bevatyi benefited from. Third, China has
undoubtedly replaced an important sector of Mexipesduction, both for the domestic
market and exports, especially those oriented & Wnited States, and therefore it is
imperative that preparation measures be takendrshiort, medium, and long term. Since
the nineties, China has become a “global playdr& potential for strategic and short,
medium and long-term strategies shows great oppidiga and the need to take action
before the implied challenges.

Mexico’s current relationship with its second biggdrading partner is irregular and

requires short, medium, and long-term solutionisag compensatory quotas. The current
debate over whether or not to accept China as &anhaconomy, timely debates in the

WTO and multiple, international fora, among manlgeos, all lead to the conclusion that

greater institutional measures are required to avpiand deepen the bilateral relationship,
at least in socio-economic terms.

Two measures can be taken in the next years tecowver the bilateral impasse:
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1. The creation of an Assessment Council. We propdse dreation of an
Assessment Council of the Executive, the Senatg,tla@ House of Deputies on
China. Its objective would be to serve as a cenfeinformation, analysis and
proposals for the Executive, the Senate and thesélad Deputies and would be
made up of high level government employees, buspesple, NGOs, and
associations, as well as by a large group of eg@ertl academics that would allow
the proposals to be sustained in the bilateraltioslship. Trade and economic
aspects would be priorities, although it is alsaasvable that other commissions
would be created, tied to topics such as polito#ture, science, academics, sports,
tourism, labor and migratory issues, sectorial emen “intersecretarial” issue¥,
The Council also ought to work in the same capdoityhe Bilateral Mexico-China
Commission. The Executive, the Senate, and the édamisDeputies ought to
provide sufficient financing for the medium-terrmtiioning of the Commission,
while specific projects could be financed by acadeimstitutions and the private
sector.

2. Strengthening of existing bilateral institutionsodhy bilateral institutions-
particularly the Bilateral Mexico-China Commissi@md its High-Level Group

(GAL) — have pointed out relevant topics as discusseldéarsécond section of this
paper, but have lacked the political support inhbobuntries to solve important
issues in the short, medium and long-term. In tleetings of the various bilateral
institutions they have already highlighted problém&sues such as illegal trade,
industrial policy, R&D cooperation, tourism, viseoplems and academic exchange,
among many others. These topics such be solvethenvéry near future with
financial support and adequate personal.

These measures should be taken in the very shortiteseveral cases. As discussed in the
document, several issues will arise in the bildtsrkationship in the second half of 2007
and beginning of 2008 — particularly in the framekvof WTO — that can generate massive
obstacles and tensions. The proposal of China’sidet, in 2005 in Mexico, to create a
long-term strategic relationship is still open aneds to materialize; otherwise the bilateral
relationship could easily head for major conflicts.
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Annex

Mexico and China: Export-similarity index of China and Mexico at the chapter level for particular

periods (1990-2006)

Chapter

Live animals

Meat

Fish and seafood

Dairy, eggs, honey etc.
Other of animal origin
Live trees and plants
Vegetables

Edible fruit and nuts
Spices, coffee and tea
Cereals

Milling; malt; starch

Misc grain, seed, fruit
Lac; Vegetable sap; extrct
Other vegetable

Fats and oils

Prepared meat, fish etc.
Sugars

Cocoa

Baking related

Preserved food
Miscellaneous food
Beverages

Food waste; animal feed
Tobacco

Salt; sulphur, earth, stone
Ores, slag, ash

Mineral fuel, oil etc

Inorg Chem; Rare earth mt.
Organic chemicals
Pharmaceutical products
Fertilizers

Tanning, dye, paint, putty
Perfumery, cosmetic, etc
Soap, wax, Etc; dental prep
Albumens; mod starch; glue
Explosives
Photographic/Cinematogr
Misc. Chemical products
Plastic

Rubber

Hides and skins

Leather art; saddlry, bags
Furskin and artificial fur
Wood

Cork

Straw, Esparto
Woodpulp etc

Paper, paperboard

Book + newspaper;
manuscript

Silk; silk yarn, fabric
Animal hair+yarn, fabric
Cotton+yarn, fabric
Other veg textile fiber
Manmade filament, fabric
Manmade staple fibres
Wadding felt, twine, rope
Textile floor coverings
Spcl woven fabric, etc
Impregnated text fabrics
Knit, crocheted fabrics
Knit apparel

Woven apparel

Misc textile articles
Footwear

Headgear

Umbrella, wik-sticks, etc
Artif flowers, feathers
Stone, plastr, cement etc
Ceramic products

Glass and glassware
Precious stones, metals
Iron and steel

Iron/steel products
Copper and articles thereof
Nickel and articles thereof
Aluminium

Lead

Zinc and articles thereof
Tim and articles thereof
Other base metals etc
Tool, cutlry, of base mtls
Misc art of base metal
Machinery

Electrical machinery
Railway; trf sign eq
Vehicles, not railway
Aircraft, spacecraft

Ships and boats

Optic, nt 8544; med instr
Clocks and watches
Musical instruments
Arms and ammunition
Furniture and bedding
Toys and sports equipment
Miscellaneous manufact
Artand antiques

Special Other

O Specl Impr Provisions

1990-2000
0.0
0.0
03

2001-2006

1990-2006

Source: Author, based on information from USITCQ12007)
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