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communal land-property was allowed to be sold, and import tariffs fell
from levels above 200% to a maximum of 20%. Adding to these guick
and profound changes, development banking and sector financing were
relegated to the commercial financial sector. Those prior policies are
consistent with the objective of reducing the fiscal deficit, as well as with
generating "horizontal” policies.

What are some of the main effects of this strategy since its
implementation? It is important, first, to recognize that the strategy has
been successful in its own terms. As a result, inflation rates have fallen,
with the exception of 1995-1998, io levels below 20% during the 1990s
—considering infiation rates above 160% during the 1980s-, whereas the
fiscal deficit has been reduced substantially and has even generated a
surplus in some years. Finally, foreign direct investment (FDI) has
accounted annually on average for more than 9.5 billion pesos during
1984-2000. However, the main structural change of Mexico’s econcmy
was reflected in the impressive export growth in absolute and relative
terms in respect to GDP. For the pericd 1988-2000, exports increased
from 20.6 billion to 186 billien pescs, with an average annual growth
rate (AAGR) of 19%. Further, exgorts as a share of GDP increased
from levels below 15% to levels of around 30% at the end of the 1990s.
From this perspective, manufacturing exports —which account for 80%
of tetal exports at the end cf the 1990s- have become the only engine of
growth of the Mexican economy since 1988.

In spite of the prior effects, Mexico’s economy has reflected several
structural limitations, including By Enrique Dussel Peters, Ph.D. 2

1. In general, Mexico's economy has gone through an
increasi ing process of economic, social and regional polarization. As a
result, since 1988, only a reiatively small number of firms, households,
sectors and regions have been able to benefit from the process of
giobalization and liberalizaticn.

2. While exports have become the main and only engine of
GDP, they have concentrated in a small number of firms: 300 exporting
firms and arcund 3,600 maguiladcras have generaied more than 95 %
of tofal exports during 1893-1888, while the rest of the 3.1 million frms’
exports accounied for less than §%.

3. During the 1990s, the Mexican economy has generated in
average around 500,000 jobs annually, while the economically active
pepulation (EAP) has increased by around 1.3 million, that is, around
800,000 persons annually were not able o find a format job in Mexico
Md had fo migrate to the U.S. andfor to find employment in the

informal secior. The ‘main exgorting firms and maguiladoras employed
ar@und 5% of the EAP ang were not able o generale employment at
the reguired levels. A

4. The overvalued exchange rate —estimated at around 25% and

30% in 2000 and at levels similar to those before the crisis of 1885

”*‘FPA“ 2000)- has becmﬁe g constant of liberalization stmtegy as a
result of controlling the infiziion level. Exports have lost and imports

'tam, berefited, since a sircnger Mexican pesc allows for cheaper

imports and more expensive exmﬁs Particularly micro, small and

*W% ium firms (MSMF) have los?, Decause they musi compete with
relatively cheap imports.

I\‘

rvatized 2t the begi rrmg of the decade, has been far from
accemplishing its main geal: ‘o vrovide resources to the preductive
secior in Mexico. Until 2000 ﬁrancmg to the private sector from the
commercial banking sector —as a share of GDP- has fallen
continuously since the crisis of 1995 and accounted for 23% of
financing in 1994. As a resuit, all firms that depend on the Mexican

v During the 188Cs e commerciai financial secior in Mexico, -
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financia! seclor-with the exception of a segment of the expori-criented

. sector that is able to issue bonds and other financial instruments n
international markets- have heg serivus problems obtaining resources,
wiich added 1o the high costs of credits.
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1. FDI from the U.S. o Mexico has mcreased substantially, from
4.7 billion in 1884 o levels above 5.8 billion since 1997. As a result, FDI
from the U.S. accounts for more than 60% of Mexican total FDI for the
period since 1884. In the case of maquiladoras, the share of U.S.-FDI
over lolal Mexican FDI accounts for more than 75%.

2. ]n terms of trade growih, NAFTA has aliowes for an

ncreasing integraticn teiween Mexico and the U.S. Hisiorically, the
U.S. have aﬂways been fhe main trading partner of Mexico: imperis and
exports from Canada and the J.S. accounted for 72% and 78% of total
externai trade in the teginning of the 1990s, respecﬂveiy This share
has increased significa ”ﬁzy 0 above 92% and 75% in 20C0. The
integration process has teen particularly relevant in the case of
M@xﬁ@m exports, ‘“J”‘Ch ac e:i ‘o their increasing oriertation toward
the U.S., increasea “rom 34 oillion In 1891 to arcund 15C 51 cn in 2000.
he performanse of =0 "‘1" H’gﬂC}‘" between Canada, Mexico and the
U.s. ms uwm much more nosilive than estimated even oy he most
enthusiestic NAFTA crot ﬁéf‘}

3. Added o industry restmcﬁuﬁng in the U.8,, as discussed
oelow, tariif reduction was cne of the most important effects of NAFTA:
ina average tariffs on Mexican lotal exports lo the US feil from 2% in
1883 to less m»m 5.40% in 1888, Countries such as Ching caid tariifs
for their ﬂxp@ﬁ,s e ‘u @ nine LW@S higher than Mexico. =(f SD@CH ic
fiems —alhe 8 or 4 0-gligit evel of the Harmonized Tariif System (HTS}-
mport t&rifs can be f“@*e than 40 times mgher then for Mex @ a d are
an imporant cause “or uncerstanding Mexi k,@s export success 0 the
U.s. :

As a resul’ of *he growih of Mexican exports 1o the U.S,,
has achieved g subsiential trade surplus with the U.S.: while
st FD[Ub amcunied ‘o 13 billion during 1890-1883, & increased
-€88. Altmough Mexico confinued o have

iih the rest ¢ f the wm‘ﬂd, gxw . ogr vlh
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am [*r jes fep"e@eni low value-added transactions with very
‘ f“"*n@ﬁ g'rz:ai ard learning processes. Nevertheless, thase activities
are of critical importance o the U.S. -industry, since they include the last
aber-ntensive segments of ‘he respeciive products: assembli ing » rzs
' Tponents mg, n same cases, final distribution and shispin
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naily, NAFTA has been extremely weak. Insti iunsm,
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level in Mexico. Issues such as the structural lack of employment
generation, with around 800,000 persons annually having o seajch for
a job in the informal sector or in the U.S., as well the structural instability
of Mexico’'s balance of payments (reflected in massive chronic trade
deficits of the manufacturing sector) should also be of interest and
concern for other nations, including its main neighbor, the U.S.

Some of these issues go beyond NAFTA and represent the “core
values” of liberalization strategy in Mexico, as well as in most of Latin
America. The guestion is, what are the priorities of Mexico's
development strategy: inflation or employment and wages, among many
other variables? Is such a strategy, strictly in economic terms, feasibie
in the long run, in wrich 2 small export-oriented sector is highly dynamic
and successful, while the rest of the domestic economy and iis
popuiation does nct “reap” the resuits of this performance? And, finaily,
how much further can such a strategy go? Is this continuou
socioeconemic poiarization sustainable in the medium and fong run?

Endnotes

1. Prepared for The Center for International Finance and
Development, University of lowa College of Law, March 2001.

2. For a detailed analysis of the Mexican economy, see: De Marfay
Campos (2000); Dussel Peters (2000\a), PEF {2000) and Villarreal
{2000).

3. For a defailed analysis of the Mexican economy, see: De Mariay
Campos (2000);, Dussel Peters (2000\a), PEF (2000) and Villarreal
{2000).

4. In the computer indusiry, for example, new industrial organization
paiterns require working in "real time.” Buying through Internet with the
guarantee of having the groduct in 48-72 hours in the U.S. requires a
fas! and secure configurstion of computers. These activiiles, from
testing of paris and components ‘o the assembly of the whole PC, as
well as to the specific configuration of the PC, are accompiished =
Mexico, in Ciudad Judrez and Guadalajara. See Dussel Peters
(2000/a). -
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