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Introductio11 

Since 1hc L980s Mexico has bccn regarded asan inte rn.Hi(mal cxam­
plc of sound econoniic poli<.-y, particu larly by mullilatcra l agencies 
such as the World 8:u,k. The coun try has appartntly been able nol 
only to soh,e tite 1982 debt crisis, but also to cn1erge successfully 
from thc crisis tha t enip tecl in Deccmbcr of 1994. Since thc 1997 
Asian cconomic crisis. lvlcxico has again been c it~d as an cxample lO 

follow. Thc intemational ucceptance of M.exico ·s cconom ic succe-ss 
was funher demonstratcd in 1994 when Mexico•s former presidcnt. 
Carlos Salinas de Gonru-i, was seriously co nsidcred as a candidate to 
1te:1d tite Wol'ld Trade Organization, a candidacy oacked by thc U.S. 
govcrnmem and mos1 nations in the Organ i_:wtion for Economic 
Coopcra1ion and Developmenl. 

Mexico·s cconomic and social develo pmcnt during the 1990~ is 
of utmost intcrcst for seven,I rcasons. On Lhe one hancl, ecouomi<.: 
,md social policies since the cnd of the 1980s have bccn, wilh fcw 
exccptions

1 
some of the rnost cohcrent and c.onsistently applied .i.u oot 

only Latín Amcr ica but on other co nl'incnts . New polic ies imp le­
memed since ihe cnd of the 1980s present thc possibility for ev.tluat­
ing mor.e than a decade of thc rcsults or Mex ico', ncw developm enl 
strntegy. Mcxico's expon -led growth, tite profound restruc1uring of 
it.s e~onorny, and the Norlh American Free Trade.Agreement initiated 
in 1994, as well as the cris is of 1994-1995, make thc Mcxican cxpe­
rience a complex and i1HCl'l!Slin g_ c-,1se sludy from both theoretical and 
policy perspect ives. 

Mexico's cconomy and society havc becn transformed subsrnn­
tially sincc the en d of thc 1980s. Thc ovc raJI depanure from thc 
impo r, .. subslilUtion indus1rializalion mode l, consti tutiona l and 



 

2 

macn>cconomi<: changc~. lhc incrcasing impona nce of 1racfo. and thé 
impacL of glohal Irends are somc of Ihe striking foatw·cs vr Mc,~ico's 
trnn~fo1·mat io11 <luring. !he 1990s. Simu ll :mcously, rec ul'l'Cnc úCOnomk 
:.u1<l poli tical trises, <..'.ontinu:,I f'inancial and foreign cxchauge u11t.'.cr­
rnimfos. anti povcrty an<l social dl:,;:uTay com in uc to be i111cgra l 
;.1spects of Mcxi co ·s rcnlity . Mow do thcsc trcncts co nverge'! What are 
the prospeccs for r-.•te.,ico 's cconomic anti social clcvelopmcnI i11 1he 
lwcnty - rir.st ccntury'! 

Whac is che lheoreli cal founda1ion or Mc xirn ·s p<>si- 198~ scnue­
gy'! Is it rc latc<I 10 "nco lihe ra lism" ? What ha s bcc n. che Jc¡¡acy of 
imporHHlbst itution indusLri~11i1.,.:.1tion 1 and how has 1hc Mcxic :111 cc:on• 
omy bt)cn rcs 11'uc1urcd sincc rhe late 1980s'/ Whai, after more tha n 
len ycars. are some effeC1.s of 1his ncw strategy'! \Vhal are Ihc eco­
nomic nnd socia J potcnti: LI am.l sus1ai11ahi l i t)' of lhis s tr,uesy? Are 
1here any gcnern l theoret ical and policy lessons to be learned from 
Mcxico that might be usefu l to othe -r nation s followi n,g sim il::r deveJ­
opmcn t pa th s? 

One of che ma in hypolheses of this book is lhat che impact of 
Mexico's ncw devc loprncnt sira icgy sincc 1988, defined as liberal ­
ization strategy, ca n be understood and evalua led in terms of an 
inc{ easi11g economic, socjnl , and Lc rril or ial' pol;'lr i.za 1ion . Thus. 
allhoug h specific scgmencs of Mexico 's eco nomy and soc iety are 
abl e to rcs pond to the new ch; ill enges of liberal iza ti on s1ra 1cgy, 
which havc so far rcsultcd in modenu e posi tive economic outcomes 
at the aggr eg ate leve !, a n,ajori 1y of firms , branc bcs, hou scholds, and 
regio ns have not benc li tcd ar1<.I r•>SC ovc rall economic and socia l sus­
tainab ility prob lems. 

Anot her prem ise of che book is tha1 che effcc ls of libcrs li,.uion 
s1r:.negy httvc to be prescn ted éllld evnluared boch from a thcoret i.c:11 
and an empi rical pcr.spectivc. lt is noL rt coincidencc that liberaliza .. 
tion has becomc the main concep tua l and poli cy framework in mos c 
Lacin Amer ica n countries aud in many o ther narion s s ince che 1980s. 
Thus, the book prcsents the soc iocconornic co nditi ons o f M-exico ar 
thc cnd of che 20t h cen tury in its full comp lcxi 1y all(I :1voids <be sim­
plistic approach es and mode ls chal have been dcvc lo pcd by cco no­
mis1s and polil icians. This complexity encompassed eleme nts such as 
che implemcn tation <>f NAFTA and the s imuhmieou s soc ial a:id mili ­
tary up risíng of che Ejé rci 10 Za pac is ta de Liberación Naciona l 
(EZLN) in 1994, as wcll as wo rld -c lass nrnnufo ctu ring faci li1jcs in 
the comp uter and pharmaccut ical indu~trics. alongside n m;ijoril y of 
Mexico ·s population who remai n in povcrty. 

lul t;.)(/ucliM1 

Al 1flou gh 1hc book prcsen 1s hhaor ic al developme nts or thc 
rcspec Livc iss ues. 1he pr imar y ohj-ctLivc hcrcín is lO unclcrs tant J 
Mexi co·~ prc~cnt socioeconomic condiLions ~1nd challcngés. Basetl 
vn a <lcLailed and in-deplh anal ys is cf lhl! govcrnmen t's l!Conomic 
aud soc ial policies, thc hook ind ude; - implicit ly ami ~xplíc itl y­
all<',rnarivcs 10 po licics imposed in Mcx ico sincc thc. 1980s. Jlowevcr . 
1hc prcscmation or <letailcd allernatives 10 1hc l<>pic!\ rai sed in lhv 
respec tive chaph:rs gocs beyoncl 1hc scopc oí th.; l)ouk . 

\Vith 1he-sc :-.ons of <1ues1ions in 1nírt<l. Chap 1er I cons iders the 
rccc nt disctission in dcv elopnw111 ct.:ouúmi cs on the 1heo re1ica l lc~it ­
imiz ation and bi'!ckg round of libcra lization s1ra1cgy in Mex ico. Thi s 
clrnp1cr is rclcv ant in prcscnt ing thc Lheoretical jostificat ion of a lib· 
cra.lizario n strntcgy. as we ll as in high íigh ting 1hc rit.:hncss of cu1·1·ent 
debal es in economic dcvelopmenL theory· :md Hlc impact on poten tin1 
alte rnatives to liberal ization. The incrcns ing conscn sus on generati ng 
cndog_cnou~ g rowth co nd i1ions or 1hc lack of them, IIKH is, of pola r• 
izat i<>n , are sig nificaot for the d iscuss ion in later ctwpters. Dcpar1ing 
from co nvco tiooal crit icisrns of neoliberalism in Mexico ami o ther 
nat ions , the chap te r arguc s 1ha1 it is not possib le to disc uss Mexico's 
curr e nt develo pment s1rare.gy in 1er ms of neolibcralisrn. Mcx ico's 
liberaliz.11ion slrá tcgy differs boll1 historí ca lly ond co ncep lttally from 
neolibcruJism . Moreover. this chapter is rclcvam for und ers tandi ng 
diffcrcnt thcoretical and policy :iltcrnmives to Jibemli1,ation . 

Chap ler 2 ou tlincs 1hc genera l ec~n,:,mic and soc ial background 
nf tite libernli.za1ion s1ra1cgy implemented in Mex ico, aris ing from an 
interplay bc1ween tl'1corefical , econo mic. and polilie :\l dom est ic and 
int em:,tional te.ndcn cies . The gcnesi s of li berali1,;.uion in 1vlex.ico and 
it.s caus e$, including th e emerge ncc <>f the private sec 1or as a po li1i­
ca lly activé soci:li seclo r :in<l thc over, 11 cr itica ! politica l situac ion in 
Mcxico , are relcva nt in 1hí$ t:ontext. Moreovcr , 1hi~ chap tcr elabo ­
rams o.n 1he prior it ie-s <Hl t.l pillan: oí the libe ra liza tion straregy in 
Mcxico s ince 198!:\ aud conc lud es by clisc uss ing Lhc rclationsh ip 
between ncolibc, ·alis m , cx port -orien ted ind uslrializa tion. and liber.il­
iza lion. Chap 1er 2 is cruc ial for nssocia ting_ che more 1heoret ica l rlis• 
cussio n in Chapcer 1 10 che specific stratcgy followed in Mex ico ancl 
impact of che st rateg y, as analy zed in che ncxl chaplers. 

llcginning w ith Chaplc r 3, tl1e impacl of libcral.izacion is cvalua l• 
ed from severnl perspectivc s. Fírst ana lyzed are lhe. main ma croeco• 
no nüc policies inlroduccd since 1988 andan exa minatíon of rite cvo­
lution o f 1hc main ma c .. oeconom ic variab les sincc then . Thi s ch apter 
also incl udes a bricf ana lysis o f 1he 1994- 1995 c risis from lhc gov-
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crnmcn 1·s pcrnpcct ive: 1his cris·i:-::. :1s wc. .shal l see , is cr itica! fbr 
underst:mdi ng Mexico's ncw dev c lopmcnl path . Bccausc of the 
importancc of 1he crisis to libernli1,:.Hion·s rnacroecnno111íc prioritics. 
rhe chapter a.lso exam ines 1he c volut io n oí othcr macrocconomic 
indica1ors, such :,.s Lhc.~ real cxchang1.: rate. GOP. inflation, and li:--cal 

ddic i1. 
Chapler 4 looks a1 thc genera l dcve lopmcnl and performance of 

M cx ico·:-: manufa ctur ing :--cctor. l ibcral i;,.a1iou' s sel f- proc lairncd 
eng.ine. In its fü·s1 secti on, 1his chnp1er prcscnts genera l and ~pocíf ic 
govcmmc nl policies for 1he manufacturing sector ami ils rel::Hionship 
to fon::ign 1raclc since 1988. Suhscquen1 sections of Chapler 4 pro• 
vi de a 111ore in.dep th :"lnalys is al 1he industry leve) ()f lhe rnilnufaclu r­
ing secto r. Thc characterha its of the most dynaiuic brnnchcs s ince 
1988. includin g V".triablcs likc GDP. produc1ivi1y, e111ploy111cn1. rnal 
wages. ímpol'IS. itnd exports . are highligh1cd. 

Chnpte r 5 ditwus$Cs the rnain financing sources ror liber¡llization 
beyon<l cheap labor powcr: fore ign investmenls . The chap1er begins 
with an ove rview oJ 1he leg al and cons1ilu1io11al changes regarding 
foreign inv esrments nnd lhc genera l trcnds of fore ign dircc1 invest ­
menls s ince tbe 1980s . The lhird secl ion of lhis chap1er analyzes 
threc differen, sec1ors: automob iles, clectronics. and 1c lccommunica .. 
tions. The-se more speClfic sec to rial cxaminations allow for an undcr ­
srnnding of thc profound changes occ,urdng in particular segmcnts of 
M·ex.ko'.s t.~conomy and 1hc impac1 of ecnnomic restn 1cturing for 1hc 
inh;grntion oí the.se scctors inro the global economy. T hís chapter is 
also complementary to Chapter 4. which examines in niore detail thc 
rationa lil'y, pcrfonnan ce . and spccifici1ies c)f the ne w indus 1ria l 
organizaticm 1ha1 has emerged in Mex ico sincc 1hc adoption of a líb­
crn1iz.atinn stra tegy. 

In an cfforl to unders1and 1he social impac t of libera liz,11ion. 
Chapter 6 beg ins hy examining recen, changes in social policy. Thc 
chapter focuses on Ll1e social ch allenge.s 1ha1 havc eme,·ged in the ern 
oí liberal i:wtion and evnluatcs tite impac1 of Lllc s1ra1egy on gcne1·al 
social inclicators. incomc distr ibuüon . und e1nployment gencrallon. 
Parlicular anem ion is givcn to 1he cvo lu1io11 of pove rty since 1984. 
171is chap1er also examines the sh ifl in Mexico's cconornic and polit­
ical srructures agai11s1 labor. 

Chapter 7 discusses the implications of globali1.a1ion for Mexico. 
8cginning witl1 a brief summary oí Lhis issue, it is argued that in 1he 
fU1ure loca l and regi ona l issues will be of increas ing econornic, 
social. and polilical importance. The chaptcr exp lores regional trcnds 
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in t-.·1cxico, as wcll as t he cou11try' ::;. ov~ r.nll po l ;1riza1ion, focusing on 
Iwo $pccifi c regio nal cxpcricnccs: thc ~lectronks i11dus1ry in .htli:::cú 
ami 1he pharmat;curic al indu stry in Mexico City. Thcsc spcci fic case 
SludiL:$ c,mnol be gc nera l izcd 10 thc res t of Mexico. Out 1hey do 
rcl1.:t.·1 a scarch for confronting globali1,a1ion at 1hc local anU regional 
fcvel, a ntlhcr new tenUcuuy in a coun1ry wilh a historícally c:entra l. 
izcd and auIhori1ari;:m poli1ical s1ruc1ure. This chap1cr is also closclv 
linkcd to Chap1crs 4 and 5. Chaplcr -1 ,malyzes 1hc genera l perfor m·­
ancc of manufactu ring and thc emcrging s1n1ci-urc::: oí l~x11or1 oricnl.-l• 
cion: Chnp1cr 5 expands: the di~cusi::ion t1r M cxico 's ec.:onomv in lhc 
co 1Ht.x1 of ~1 North Amcric-:.1n indus1rfo J nctwc1rk, part iculari'y 1hose 
acrivi1ics lhat hnve been <lynarnic s incc l ibcruliza tion. In Ch~,pter 7 
lhe analysis of two sect-0rs nnd their respeceivc industrial organiz~-t• 
1ions h hclpful i.n understanding thc. polnriza tion of Mcx ico·s econo ­
my and its incren~ing dependence on im portcd goods ami servjces. 

Chap1er 8 pl'csc111s 1hc gener~I conc lusions of 1hc l>ook. Since ali 
the chap1ers al rc.ady includc prelim inary conc lu~ions. ,his last chap­
ler elaboratcs on genera l guidclines ,ind addresscs the need for fur­
ther a-nalysis. This c haptcr also nddresses 1he bmadcr tcssons drawn 
from the Mexica n cxpe rience and discu~ses general alte rnativCs to 
lhc liber~lizaiion modcl in Mcxico. 
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The Debate ove r Economic 
Development Since the l 980s 

Since the 1980s, Mexico 's cconomy nod society havc undcrgone rnd­
ic(tl changes. [n this chaptcr, a clca r undemandi ng of lhc ration ality, 
conccpls. and expecrntions of lhc ncw cconomic and social ~tra1cgy 
are cxami ncd. 

1'hc firs1 pa n of 1his chaprer reviews lhe bas ic concep ts of 
impor1-subs1itulion industrio liz.ation (IS[) . focusing on the "co unter­
revo lution' ' to 1S1: export-o rien1ed indus11'ialfa>11ion (EOI). This lat ­
te r sc hoo l of 1ho ugh 1, do min ant at acade mi c insti1u1ions in L.he 
United States and accep ted by mosL La1in American governmcn ts, 
has uncíergonc severe critiques from sevcral neoclassical, slructural­
isL, and marxiSL authors, among othcrs, which will b~ ¡:rnalyzed i.n 
Lile sccon<l pan of 1he chapte r. F inally, in the 1hird part of tbe chap ­
Lcr. the re la1ionship be twee n EOJ and the discussio n arou nd ' 'nco lib­
ernlis m" in rnost·of Lat in Amcrica wil l be ex plored. Thc seco nd and 
1hird p,,r ts of thi s ch ap 1er are apparently not directly rclatcd to 
Mcxico' s econo mic strn1egy and perfor mance s incc 1988. However, 
an undcrsta nding both of EOI and ils cri1iqucs, as well as a defini­
tion of ncolibcralism , are important for graspi ng how neo libern lis111 
and EOJ are rclatcd . Morcove r; th is is pnrt icu lar ly imponan t for a 
disc ussiou on ahern ativc tleve lopme.nL strn1cgies beyo nd EOI ami 
neol iberali sm, as d iscussed fo r 1hu Mex ican case in Chapt er 8. 
Ólherwis e. the discussion might res ult in a "str uggle agains1 wind• 
mill~," renüniscent of Don Quixote's cx pcricnce several cenmries 
ago . 
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lmport -S ubslitution lndu s lria lizalion and lhe 
Counlerl'evolution: Expo .rt-O ri en ted lndu s lr ial izalion 

l m¡1<1rt-$ J1/J, t il u/ ion l11dusl r111/iu, t iou 

lmpor1-suhsli1u1io11 indus1rializ.:1ticm was inithll~d in most of Latin 
Amcri ca in 1he yc:ir, pr~ceding World War U. Thc drivc for IS! was 
accelen11ed hy Lhc war due to 1he rclacivcly isolatecl nature of ,hesc 
economics ~u th:.u 1imc ~tnd by lile need ro e-reate aud develop cheir 
o\vn infr..t.:,;u•ucture ;mtJ industtia.l sccmr (Liulc. Scitovsk)·, and Scoll 
1970). The ,·elativc isola1io11 of Lar in Amcrica then :ilso resultccl in 
1hc 111icv ia1io11 of 1hc 1radc de tlci1 in manufa ciurin g. allow ing 1hese 
cconomies relntivc cconomic self-sufficiency m1d the promotion of 
rnodernization (Le .. induslriaHzü1lou from the pcrspectivc of thesc 
devc1oping nations). 

Parallcl to thesc ccc)nomic uends. most of Ladn American had 
becn. al lcas1 sincc 1hc ir11erna1ional crisis uf 1929- 1933, in a period 
of political ancl soeial turmoH ::md 1ransí1ion. Thc emcrgencc of 
uation-s 1a1es and of popu lism, Slrongly inílu enccd by socialis l doc-
1rincs internationally. bad led to oew social and political configura­
tions in most of Latin Amcrica: presidents such as Láznrc, Cárdenas 
in Moxico (1934- 1940),1 Ge111lio Vargas in Brazil ( 1930- 1945). Juan 
Perón in Argc111ina ( 1945- 1955). ancl Jacobo Arbe n1, in Guatemala 
(1950- 1954) rcl1ec1ed a sea rch for new soc i• I and polit ica l insi i1u-
1ions, :·1s wcH as new class configurations 10 lé.g.l1i01iz.e and justiíy the 
na1inn-s1ate and i1s relaiion ship wit h 1hc worlcl markel (Dusscl 1983; 
Moyc,· ancl Reyna 1989). ISf, from 1his pcrspect ive, was not only an 
econom ic s1r:11cgy; i1 was :ilso decp ly embeddcd in !he emcrgence of 
a new pol it ical and social consensos among thc respec,1ive oli ­
garchics, labor unions ami agriculturnl workcrs, caphalists~ ancl Lhc 

stalc. 
Mos1 of !hose who recommcnclccl !SI as p:1r1 QÍ a ncw La1in 

Amer ican dcvc lopmem s1r:11egy cmphasized 1he need 10 dcvelop a 
protectecl domestic industrial s1ructurc speci::ilizing in n1anufoc1uring 
commodi1ics through diffcrcnt forms of slatc intcrvcntion. Assum.ing 
clirfcrc n1 fon11S of 111arkc1 imperf ections - from low -leve l or undcrdc­
vélopcd eco nomic cquilibrium (Nurk se 1955: Rose nstein -Roden 
1962 ) to differc nl forms of dornes lic cons1rain1s on econon1ic dcvel ­
opmcn 1 or boll lcnccks in (skillcd) labor and capi1al ma l'kcts , in for­
eign exc hangc., and domestic savíngs and inves tmcnts- proponents 
of ISl slrc~scd 1he need for si ate interv ention as wcll as industr ial and 
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~rae,.((: pol ici~,; lO achicve a b~1h111cccJ growlh s1rntegy th¡H woulcl 
mcrc:.ise capital ~1CCl111rnl:.i1ion and enltancc investrnents in thc mocl· 
crn sect()rs of 1he respective ec:onomies. ll1c traditíonal. or underde• 
vc lopl·d. :igricultun1I sector. which had 1he highes1 popularion sh¡lrc. 
woultl nol only providc labor powcr 10 tbe industrial sector (Lcwis 
1954). b111 also rcso urces (lhrough a 1r:1dc surplu sJ for m<lclerniza ­
tion. T he do rnest.ic agric ullural sec 1or would be 1he principa l financ-
1~,g sotir~c of íSI, and diffcrent forms of "rnixed cconomies"' (propc)r• 
ho~s ot 1he. statc and thc priva1e secton; ín the e,conorny) werc 
cnv 1sagctl wnh complcmcm:try funcrions leading to economic devel­
opmcnt. 

ln1plici1ly and e xplici1Iy, ISJ suppor1crs believed that economic 
d~velopmen.t was dircctly rela1ed to spcciaHz.ation in manufacruring. 
smce rnanuh1cturcd good~ h:1ve higher incorne elastfoities2 than agri• 
c_ul1urnl g~od s and more backward and fcrward linka ges -t hat is-, 
hnkagcs w11h lhe suppliers of U1cir inpuL~ and 10 uscrs of their pl'od­
uct - lhan 01hcr cco nomic ac1ivi1ies (Hirschman 1958). I"unher, such 
a shifl in production would have a pos itive effecl on the 1cm1s of 
lrade' of the respec 1ivc na1 ions ,md tbus on dcvelopme nt (Prebisch 
J 950): TM ~w1e had a s igni ficant ro le in pro1cc1ing (publ ic and pr i­
:a1e) tnfant 1_ndus1nes and thc dornes1ic market in general, in provid­
ing overall rnfrasfructure, and in promoting economic growth ¡0 

mQdem or ."~tratc~ic" i_ndustrial sectors:1 High and increasiflg rnriff 
and nor~tanff b:ir~1ers. 1mpor1 du1ies and quo1as, mu lliple exchangc 
ralcs, _<lircct an~I mdirec~ subsidies, ioc.entives to domestically pl'O­
ducc 11nportcd 1nl~1 mi:Umtc am.L capi1al goods, and ll1C crealion of 
s tale-owned enterpri $es were sorne of ú1c typica l devices cmployed 
undcr ISL In the Jirst stage.. 1he.se rnechani:m1s were to enhancc thc 
s u_bs1i1u1ion of imp oned goods in ge nera l, bcg inning parli c ularly 
~Hh i.:onsumcr and imennedialc goods. In fater srnges, domestic 
indusu ·y would s ubs ti111te more advan ced import s, such '" cap ita l 
goods, wluch m even la,er sti:lges would n::suJt in exports. 

. Severa l issue s or i1ical íor 1he dcve lopmcn 1 of ISI were recog ­
n,zcd hy supporl crs o í U1e s1ra1cgy: 

l . Such mechanisms as overva luation of the cxchange rarc, 
~hich wcre init ially majmai ncd tC> allow for chcapcr intem1e• 
diate _ ru1d capirnl impon ed goods in 1he first stage of IS!, wer~ 
poln ,cally ex1rcrnely diffi cult 10 abolis h in¡ l31c1· siages ,md 
would resoli in di sinccnlivcs for e x¡l0rls. Th us. inst itmioual 



 

10 Plllnl'iúng M,•.vr.:o! T/,i• Im¡•acl o/ Ulwmlizatio11 Slmlf!/Y 

and S<>Cial clrnngcs wcre cnt i<..'al 10 allo,v for later :-il::Lgcs of 
ISI ( l·lirschm:m 197 1 ). 

2. lmpor1s in gene.mi. but panicularly rnr intcnncdialc. aud capi-
131 goocls in 1l1c fir,;i ~rngc, would play a du;1I ro le. ' l'hcy rcp ­
rcscnted powcrful tcchnolo:gical s1imuli for cconomic dcvel• 
opme nl a,id could ufü\w for cnhancing backw:, rd and forwurd 
linkagcs of 1he value -:idded chain for final go<><lf produc 1io11. 
Mowcvcr, dosed or prolecle,.J ec<momies could a.lso gcneralc 
econo111ic slruclurcs Lha1 \Vould 1101 deve1op t.!COnomk inde­
pcndc nce in 1hc med ium and long 1em1 (Chenery 1960: for 
1hc Mexicnn case. ,ee Ch ap ter 2 of I his bnok) . 

3. Somc obse rvers (Schyd lowsky 1967. 1972) arg uc.d 1ha1 1he 
main objct1 ivc of ]SI. an incrc a~c in 1he rn1c oí grow1h oí 
income. was inconsish!nl with JSl's main argumcnts "ºd goals 
s ince i1 depended on comin .ually higher levcls of in1ermedia1c 
and capirnl goods i111por1s and 1herefore a higlter degree of 
ex lcrnal dependence, con 1rary 10 lhe main pom lla1es oflSI. 

·n1csc crjrical issues indicatc lhat n change in 1he re:,;pcctive eco• 
nomic, soci:11, and insti1Utiona..l setting anti 1he quid, acltievemcnt of 
impon subslüut ion and eventual export orientat_ion wcre most signif­
ican! for 1.he cffcc1ive dcvelopmen t of ISI. O1herw ise. 1he respective 
economics would gén~ratc economic conditions for ever-increasing 
leve.Is of imponed in1cm1edia1e and capit.il goods, only bcing able 10 
subslitlile for final consu mer goods b111 incapable of dcepen ing 10 
la1cr stages of JSI. which in 1he long run could 1101 be financ ed 
(Cypher 1992).5 The main fi.nancing source, the agricuhural scc1or, 
íai led 10 be analyzed in dcplh: mosL <if 1he proplment s of lSJ assumed 
thm 1hc sec 1or would be ablc 10 provi de 11nlimi1ed labor powcr and 
resources for imlu:,;trialization and moderni1..alion. 

Al1hough 1herc were sorne cxceplio ns, ISI in general did no1 go 
bcyond 1he íirsl stage, 1hc prod11,ction and subs1it111io11 of importcd 
final cons um er goo ds . Th c disassoc ial ion be1wec n 1he respcc1ive 
Latin Ameri can governments a nd the privaté sector as well as 
be1wcen 1rans11a1ional corpo ratio1ns (1NCs) imd thc do11w~1ic priv:1\e 
sector rcsultccl in an incre.nslng depcndencc on irnportcd intennedh:1te 
and capital goods, reílec1ed in increasing tmde defic i1s. TNCs con­
cen lrated in the rnost dynamic and "modem" sectors (e .g., industr ial 
meta l produces and elec t wnics) with fcw ~pillover and lcarning 
dfcc1s on 1he rcs1 of 1he cco nomy, par1icularly cm private domes tic 
finns (Pajwzylb-Or 1983; Gereffi 1990). Taking accou,11 of n:itional 

T/w /Jelmlc' m'<?r fcouowit /Jrrrc-lo¡.1111ml 11 

diffcrcnccs. in mosl countrics lhc agriculrural SCl'.lor proved nn1 to be 
.. unlimitcd," as nssumed_ by ll lOSI ISí advocmes. and :u?:ricnl1urnl 
uadc .surpluscs ck clincd :rnd evcn lumecl ne.gmive aflcr lh~ 1960s. in 
rn,,ny 1s1 .. oricnleíl councnes. Mosl important. both \.!couomically anci 
politically. in Inc•sl or 1he LaIi11 Amcrk·a n cases Ihc priva ic !'\Cclor. 
which rccei vcu hugc a111011111s or d irccL ~uppnrl (10 invesl. in, ror 
in~t:ince, auto11wbilc protJuction) or indirccL subsidies (through Iar• 
iffs :111d non1ariff llarricrn) did no l perfor 111 ,1s cxpeclcd hy ISI sup­
porLcrs in r~~tching Oéw :-.lag.es of industrialization. :111d continued tu 
dcpcn,t m1 :J significant amou1I1 of intermediatc and capital goods. As 
a 1·tsul1. thc crisi_s of IS.rs '"1fu11caIcd industrializatiou1• (Fajnzylbe, 
1983) bct.:-amt: evidcnt in mo.st of Latin l\m erica to\-..·ard the eml of 
lhe 1960s and 1hc bcginning of die 1970s. 

Ex¡mrt-Orfonled lnd11slria!izt1tio11: Thc Co1111/errevol11tio11 

The crises of lSI a flcr the lme 1960s, of Keyn es ianisrn, ami oí 1he 
welfare slale, along wi1h 1hc debt crisis of thc 1980s. gave impc111s 10 
a new vers ion of neoclassical industria l and lrade thcory. The cr isis 
of 1hc hislor ic co mprornis e 1h:i1 eme rged as a rcsuh of 1b.e Grea 1 
Dcprcss ion ol' 1he 1930s and of World War U in mos1 OECD nu1io11s 
not only wcakened lhe respective siaces and cheir institutions. bu1 
also specif ically weakcned labor (Gly11 el al. 1989) . T hc crncrgcnce 
of expon -orientecl industrialization (EOl) and of its particu lar app li­
c.:ations vary by cou ntry (as shown in Chap1crs 2 :111d 3 for 1he case of 
Mcxico). Neve rtheless. i1 is rcmarkable 1ha1 at Jcas1 s ince 1he mid-
1980s mosl Lai in American coun1rics have followed s imilar econo m­
ic s1ra1egics bascd on $labilrza tion and other markc1-friend ly ec/J­
nomic refo nns ro confron l popu lism and reduce Che ro le oí 1hc state 
in the name of cco 11omic cfficfo ncy. T hc spcc ifics of the differclll 
na1ieln:d poli1icill sysre ms urc sig nificant , since 1hcy allow for a dif­
fe rcnt pace of impleme111a1ion of 1he new policics, as well as for 
111odifica1ion or even disa pprova l of the policics, dcpcnd ing on the 
degree oí parlic ipation by po li1ic:i l scctors (Drcsser Pereira. 
Marava ll, and Pr2.eworski 1993) . 

Thi s new schoo l of 1hough1 focusccl on 1he need for EOI and a 
radica l depanurc from thc ISI mode l of lbe rclalionsb ip bctween 1hc 
markcl and 1he sta1c: EO I became a theomic al and polit ical respon se 
and altem: ,tive 10 !SI. EO I has also become a sign ificanl aspcc1 of 
1he so -callcd Washi 11gron Con~ensus (Will iamson 1992) si nce thc 
J 980s :ind has bcen slro ngly recom mcnded by muhila1era l agencies . 
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Howe,1cr. EOI is not .. cxtcma l '' to developing coun1rics .. Addcd 
10 1hc failurc or ISJ and corp-0ratist sociopofüical scmc1 urcs since che 
lalc I960s. most dcvclop ing na1ion::. h~ve al~o un<lcrgonc signilica nt 
ideological change!;. ami c:<pcrienccd a ~hin in power bct\Veen capiral 
und labor . No l only has EO l heco me ma instrc:1111 úCónomic 1hcc,ry in 
lme rn:11ional 1rade nnd devel op rncn l thc ory. bu l ;tlso m,rny , ir not 
mos t. gove rnmem offici: )ls in La1i11 ArneJ'ic~t (including Mcxico } 
havo bécn strong ly inílucnccd hy 1his schoo l of 1hough1. Sincé 1hc 
l 980~ mos1 governmen t secrnm ries or rninis1crs in L:11in America. 
through undcrgrncluale or gradu:lle stud ies in l<>p•r:mk ing sclHmls of 
cconomics in 1hc Uni1ecl Srn1es. h:1Vc beco me advoca 1es of EOL• 

The argumcnl in favor of EO I huild s on lhe posi live ussocia 1ion 
betwe('n cx ports r1ncl e~onom ic growl1 1 <>r development. Con lrary 10 
ISI, EOJ s1resses 1h:11 1hc wor ld markel. thr oug h cx ports, is 1he 
poin1 o f refe rence. for any cconom ic uni1 (i.c .• firm, region, nncion, 
group of nations). C:.Xpons. in genera l, rcílc c l cffic icncy. nnd non­
expo r1ing cconomic unü s :ire not eífic icnl from thi s perspectivc. 
EOI cmphasizes neutra.! or export-o rien-icd produc 1ion of manufüc­
lurcS 10 rnaximize 1he effície111 allocation oí fac1ors oí production 
and a spec ializa tio n amo ng nation s ac,cord ing to their respec tive 

. comparat ive cos 1-advanta _ges (Ba lassa 1981 ). Moreover . it under • 
lines Lhc ce ntral role of manufa cturi n_g in periphery eco nomies, 
evcn though 1he theoret ical ju sl ifícat ion for do ing so ha~ nol bccn 
Silfficicn1ly developcd. Con trary 10 strnc lura l res1ric 1ions or bollle­
necks imposed by i11dus1rialization. as slresscd l>y some JSI propo­
nents. 1his º' intuit ive Darwiniao rat ion:tlc fo r free trad e'

1 
(B hagw ati 

199 1, 17) argues tha1 1he deg rcc and 1he structure o f pro1ec lion in 
thc periphc ry under ISI has hada s ignifican, nega1ive impac1 on 1he 
alloca1ion of resources and, subsequently, on expons ancl overnll 
economic. stn 1cturc. 

Thc EO I school of 1hough1 has largcty defincd change in 1enns 
of dcvctoping a more efficie nt production environme n1 lhrough thc 
ab<>lition of overa ll markct co nstraints an d interven tions. 'Thc cos ts 
of pro1cclion agains1 imports, measured in e ífeclivc protcct ion rates 
and 1he cost of tcchnical inefficie ncy, among <)lhcr 1hi11gs, have been 
among 1he lopics highligh1ed by EOJ lheo rists. Tite stat ic gaim: from 
improvcd resourcc allocat ion are EOl's rnost sigo ificani bencfit from · 
free trad e: co nsum er s are bc tter o ff as. rea l income incre;J~cs and 

re.~ourccs are uscd more efñcicntly because they are no longcr used 
to produce commodi1iés 1hal cou ld be imponed al a lowcr ptice. On 
lhe 01bcr hand. onc of 1he distinctive fc11.111res of EO I is i1s search for 
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dynami c t:ffcc t$ on c<.:onumic growth. Expon gmwt h :rncf mccha­
nisms rh;ll promotl.! s:u<.:.h gm,i,.•Lh play" significa nt tó h}. 

Probably the strongc..-;:1 argumcnl of 80 1 su1)poncrs agai nst IS 1 ·s 
infonL: iml.us1ry protecrion and ovcra ll inrervcntion is 1hc re111-Sc.l~king. 
hchav1or 11 ,gcner..ttcs. As a result of markc-L intervem ion uudcr IS l ­
such as impon Hcenscs ,md 1ari ffs---cco1101nic un i1s in general. inchu.1-­
iug Jirms anc..l couniric~. gcnl!rt1tc pe1verse (or non--mark.er-conforrniug) 
rcsuJ ts in an envirom11cn1 dcfi nccl by excess ca pa,c ity to ob tai n rcms 

provided by rhe s ta1c, overusc qf IS! inslflllllClllS for dcvel<1pmcn1, nnd. 
i~ gcncrnl, an econo mic s1ruc1ure. mcan t to ''reap" thc incc111ivcs pro­
v 1dc.d by 1hc sta 1e. These mc:;chanis:m::; ::11:,;o gc ner.alc perven:e soci:11 
inccn1ivcs and stru ch1r(;}S, sincc in mos1 case.~ incenti ves are no1 tak cn 
by 1he i11i1ially cx pcc tcd gronps (po1e mial '·modcrn/indu s tria l'" 
grou ps). bu1 raihcr by rcn1-sceking and corrupl groups that do no1 have 
:in incentive to modcmize/ i11dus1riali¡¡e. The establishme nt ora rcnt­
scekjng bureaucrncy is, from tlais pe rspec tive, one o f che rnosc sig nifí ­
cant obstnclcs 10 deve lopment (Kruege,· I 983. 1992 ). 

Fl'Om tite pc rspcctiv e of EOI, Eas l As ian e,;,un tri es provide 
empirical ev ide ncc tQ sup p\lr! the comention 1ha 1 cxp,;,rt perform­
ance. cspccial ly of manufactured goods within a rnarkc 1-o rien1ed 
producl ion system, is pos itive ly associa 1cd with eco nomic growth 
(Ba lassa 198 l ; Balas sa and Willia,nso n 1990; Srinivasao 1985; 
Thoma s and Nash 1992; World Bank 1987). Ana ly,.ing 1he case of 
tbe newly industr ializing coun1tics (NICs) in Eas1Asia, in co 111ras1 to 
lS I in Latin America. 13alassa s1rcsscd the dynamic effects of ex pon 
grow th on overall econo mic grow 1h, and concl uded: 

Ex1>0r1 expansion acts as an cngine oí economic growth for sevel'al 
inccrac ting rca-sons. Exporcs p,(ov ide a sourcc o í dem and for 
domcslic inpuls and. lhl'ongh hlgher inco mcs. for domes 1ic con­
sume~ g<)O~s. T ~cy also provide a sourcc of forcign exc h:rnge, 1hus 
cnsun ng fm:mc111g for 1he ~•ddi1ional imports of in ie.rrnedi:.ue and 
cap ital gOQds requ ired by thc incrcased outpuL Thc expcriem:e of 
grow1h :111d the ::issumncc llun ü will not be inlcrrnptcd bv a for• 
~ign-excha ~,g~ cris is cncourage inve~1men1s. Th c cffici~ ncy of 
11l\les1ment ts me rca.sed by the exp loi ta.rion or compa rtH.ivc advao­
rnge, 1hc use of large --sca le prod uction methods , and 1he main1e-
1~a~cc ?f high~r cap~lcity uLiliZ~rion . Th c scick and car rot of compe ­
llll on m fo retgn marke 1s prov idc incentives: fo, cechnolog ical 
chan¡;e (flalassa ancl Willi:11l1son 1990, 7- 8).1 

From 1his perspec tive, macrocco nomic conditions for dcvc lop• 
rncnl - or the gcnerarion of a mark e t-fric nd ly environmcnt-ml! a, 



 

1hc ccmer of ec-onomic policy. Free U'm.lc and complete openness pf 
cconomics. 1hc aboli1ion of 1.ariff uml nom;.iriff barl'Íers. ami- iníla• 
lionary stn.11cgies. a minimalis1 sta1e. and rcstricllvc rrioncwry ~ind 
fiscal policit~s :trc 1h~ main 1nacroeconomic goals of EOI. The pris:uc. 
sector is vicwt'.d :..is thc-mOlor foí futurc d..:::vclopmcnt :.111d industrial• 
iz:nion (l;lala~sa 1988; Krucger 1978. 1983; World ll:111k 199 1). Thc 
cconomíc devt:lopmcm of thc East Asi;in NlCs is put forw::mJ :-Is an 
cxamplc. of rcccn1 EOI succe.ss. and lhc active. mlc uf 1hc Gencr~tl 
Agreeme,11 on Tariffs and Tradc (GATr ) and mull ilatcral agencies 
h:\Ve prornmed 1he ideologica l :rppca l of 1hc EOI siraiegy (Bhagwa1i 
1988). 

Rising rotal focwr prod uc1i, i1y (l'F I' ) is co nsidered lo be a kcy 
ingredien1 for indus1rial and coonomic dt!velopment,k lt is argued 
1haL na 1ions 1h:11 llave favore d an EOI co urse or ,ichievcd a rapid 
1ransit io n to an EOJ s1ra1egy have rea lized highe r ratcs o f Tf' P 
g row th. l t is argucd 1ha1 exportS gcncratc greatér capac.:ity utilization 
in industries. greater horizontal spcc i:tlization, increasing familiarity 
with lechnologics . :md gre,uer lean1i11g-by-do ing effec1s, and result 
in intern ationally compc1i1ivc priccs and higher qualily produCls. The 
dynamic effccts of cxport growth are also ret1ectcd i.n variati.ons in 
productiviLy and changes in resosrce alloca lion, tcchnolo¡;y, e ll'icie n­
cy, ami dynarnic comparative cosl advantages. all of which are sig• 
nificant elements of a successful <levélopmenL ~tnt1cgy ('World Bank 
1991) . 

Following 1his linc of lhought, Micko Nis himizu and J. M. Page 
( 1991) ana lyzcd Lhc causalily of TF P growt h a nd !he rel,11ionship 
hé-Lwccn T PP grow1h and the nature o.f the e-conomic policy regimc. 
Bascd 0 11 a cross-c oumry s111dy of manufoclllring scc1ors, cypical <>f 
inost EOJ studics. these autl1ors conclude lhal ( 1) avcrugc rates o f 
grow 1h o f TFP and oulpul fo il with a ris ing le vc l of pcr capita 
incollle. thus illus1ra1i11g 1hc "cc,nvcrgcncc cffec r" of free 1rade; (2) 
expon grow1h is posi1ively associated with TFP growth in 1he indus­
lrial secror. "b ul only in economies 1hat follow marke1-orien1ed pol i­
c ies in ge ne ral" (Nishi miz u and Page 1991 , 256) 9 ; (3) import • 
pene1ra1ion rcsulrs depend on rhe na1u re of indusirial adj us1men1 :111d 
quantitativc barricrs~ and (4) Verdoom's L..,w, whi.ch a:;sumcs a posi~ 
live associa lion be1ween oulput growth and produclivi1y change, is 
reconfü med. According to these aulhors, 1he~c resulls are imponant 
since expon grow1h :incl subscqucn1l.y product ivi1y grow1h- basecl 
on 1he necessary rnncroeconomic condi1ions and marke,-oriented 
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policies- re:suh in .i dy11:m1ic and superior growlh performance (:<-;ce· 
alsll B,ilassa 1988; C'hcncry. Robinson, :ind Syrquin 1986}. 

O ivcn these ~onclitions~ the EO I schuol of thoughL arguc::; that 
grow1h performa nce undcr an r.~0 1 re.gime has bccn superior to 1ha1 
of ISI in 1he agricultur~ll st'tWr. Eó l i::. ,1Jso morC:-apl w promotc link• 
agcs within 1hc indu$1rla l sector amJ ro eli mino.te bo lll cn..:ck~ 
(Krucgc r 197~) - Moreovc r. unde r EOJ 1ech11ology 1rans fer. T f'P, 
forcign~cxchange 1·cv1.:11ue~. am.l cnlployrnt!rtl incrcase artd lt~ad to 
highcr inco rne. Finall y. 13ah;ss;i ( 198 1, 1989) :rnd Krucger ( 1983) 
arguc 1lrn1 manufacturing exports in 1he periphery are sig nificantly 
mol'c labor intensivl! 1ht1n similar flows in the opposi1e direcrion. 1ha1 
is, industrial economic units and nalinns will be capital intcnsivc. 
whcrcas. prod11c1ioo and expons in devcloping na1ions wi ll be in1en­
sive in labor.'° 

In 1he EOl vicw. indu~triál <lcvclopm~nl is conccptualizcd asan 
ou1cv mc of perfcct compe 1i1ion and 1he free development of mai·kcl 
forces, that ü;. thal macr.oecouomic conditions will resuh in clrnnging 
microeconomic conditions. This is the main reason why discussion 
of industrial policies in EOI has. according 10 Howarcl Pack ( 1988. 
344). 1ypicnlly been ncgkc Lcd ()r rel aied 10 ncu1rnl polícics l¡ccausc 
the í11dus1rjal strucrurc will ad jusi au1oma1ically lhrough co rnpar;nive 
co.s1 adva111agC!i-~tt:t.:or<ling to Lhc respective cndowmcnts. T hus, 
"sócial prol1tabi li1y' ' (lla lass:, 1989, 303: World Bank 1991. 99} calls 
for ncutr-~I polic ics 1ha1 pro\'ide cq ual incentives to exp on s and 10 
impon subs 1itu1io n. Menee. EOJ rejccts 1hc possibilily o r gr;rnring 
preferential treatmeat to sectors cfue lO society'$ lack of infomrntion 
and ignorancc in corrcctly calculating lhc soc ial cosLs and the potcn­
tial of thesc scc 1ors . Supply side (capirnl accumulation and TFP) 
<lc1cnn ines growU>, assuniing smooth domestic shifts in inlcrnal and 
cxtcma l dc rnand (Chenery. Robinso n. ancl Syrquin 1986). Therefore 
the EOI stra1egy co ncludes: 

lf all developing C()Untries had followcd tJ1e outwar<l and priv:uc .. 
tnte.rp1·ise.oriented rapid g1ow1h NorLIH~ast and South-east Asian 
model, 1heir ;'tveragc annua gtow1h t'~\le of GDP per capita would 
lmvc bC('.U around 7 per ,e n! pcr anntmt. St:mda.rds of living would 
have doublcd cvery dccadc. Extremes of povcny would htwe bccn 
1argely elimi na.ted. Most pcoplc in thc world would be Living 
Jollgc-r, they would havc greater access to educalion and other pub• 
lic gootls and thcy Wfn1ld be. l i\1 ing livcs <>f modest cúmfort 
(Hu¡;hcs 1992. 30). 
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Univers:.11 free trncle would cnsurc that goods an<l service.s are 
prodoccd where i1 is chcapcst lo do so, s incc "pr iccs do rellc ct ln.ae 
socia l cost~" (Rh:,¡;wati 1991. 17). Fun her. this wi ll maximizc profits 
throug.h spccializa1io11. givcn endowments and con!j lnli n1s. Thcrc­
rorc, universal 1rad11 must hold for :i 11 nations and fr<:.I! trade mus1 
apply lO '111 (Bhagwati 199 1. 17). Htnvcvc.r, Bhagwm i atknowlcdges 
that fair trade is sig11ifi~ant for Lhc legichnacy and 1·cproduction of 
t1niver:::al free traclc.11 

GOi accept$ thc c..ise fo1· few stale intervcmions.12 E\•en whcrc 
1hey are acknowle<lged, state interventions are :5ccond-..bcst options. 
'l hcse potcmial distortions are regardc,cl as <leviations from thc gener­
al thcoi•cm and marginal wi1hin a mark.c1 .. friendly t~nvironmen1.1J 

ln spitc of thesc C<)nsidc rat ions. thc practica! appl icario ns of 
i.nterventionist policics are besct with "many difficulties and danger~ 
... and suggcs1 suong_ly lhat common seose and wi.sdom should prc­
vail in favor of free 1rade" (Bhagwati 1991 . 33). lt is csscnLially the 
economic performance of severa! cxp,ort-orientcd nations· maoufac­
turing sec tors tha t suppor~s the proof for Lhis nrgument (Bhagwat i 
aod Krueger 1985, 68- 72). '·' The World Bank ( 1987. 1993) in partic • 
ular has strcssed lhis issue. 15 

With regard to trade policy, as wi th indusLrial policy and any 
other economic and sociu.l b;suc, macrocconomic stabiliza.tjon plays 
a cnic ial role. Overall cconornic liberalizmion and export orientation 
shou ld be s trongly imple mented 011 a con tinuou s basi s; the grc mcr 
the reduction of intervcntions in the m.arkct ancl of bias 1owa.r<l expon 
promotion, the higher thc probab ility of econo rnic success (Baldwin 
1982; Krueger 1978; Wor ld Bar1k 1991 ). Balassa and William son 
(1990) stress the importance of stabili.ty of policie s, especially in Lhe 
case of fiscal policies and real exchange rntes. These mcasures-not 
on.ly create confidence and incentives in thc cx.port~oriented privme 
sector, bul are also a signilic:1n1 factor in stab ilizing Lhe balance of 
payments. 

Thc múSI importan, point. is that these policies have 10 be en vi­
sioncd wilhin an overall liberalization process. bcginning wich an 
;uljustrnent process that inc.ludes the theoretical macrocconomic core 
described above. Equal trea tment for imporL~ and exports of man u­
focturing activit ies are at thc ce nter of the most effic ient spec ializa­
tion. A.une Krueg-0r ( J 992) stresses Lhc importan ce of four types of 
macroeconomic policie:-;: 

l. Macroeconomic stabi lity (aífcctin g inflat ion and exch ange 
rate s) 
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2. Provision ní infr~1strm:turc for priv.11e produc1ion (nffecling 
such lhings as TFP ,u1d ouq)ul) 

3. Redcfinitio11 of public services {e.g .. ca.x rcforms; privatiZ<\· 
tion úf state-ownc<1 cnlcrpriscs: climinatic:m of contmls ovcr 
fo rcign trade; regulations reg:rrding thc labor market: and 
alloc,11ion of crcdit) 

4. lnccmives by thc puhlic sector f-0r 1he allocation of re.sources 
in the privatc s~clor. including Lht! alJandonment of discdmi­
nati on agai ns1 1he agri¡;ultura l secto r (Also sce Bala.ssa ( 1981. 
21- 24). 

Desp i te Lhe adjustmeol costs in the short run- balan ce c,f pay­
ment <le,erioralion. decrea~olng ou1pul ~,n<l subscquent unemploy-
1ncm- the benefits will always exceed these ioitial costs. Assuming 
that these rcfonns will not incrcasc unemploymen11 the World Bank 
(199 1) conclud e;; 1ha1 liberalizmion should not worse n the di ;;tribu­
tion oí inconie and the conditions of the poor. 

Finally, the emp loyme nt issuc with in EOI is vicwe<l asan exoge­
nous var iable and has l>cen lcfL aside in most of these studics. not 
su rprisin gly cons idcring Lhc full-cmploymenl assumpLion of ncocías­
s ical economic theory. As a result. it is assumecl 1hat the climination 
of ovcrall markct distortions and the in:stitution o{ export orientarion 
will have a pos itivc impact on empl oymenL 

Theorelic al Critiq_ues and Altemalives to EOI 

Added to the ge neralizcd critiqu e of the infant-iodus try arg umcnt , 
ano01er EOI argum cnL J'CÍCJ'S 10 the s trong associa tion, ancl causali ty, 
betwec n cx port ,u1d growth performance. Thc case of East Asia has 
becn highlighted as cvide nce for th is posit ive associatiou. Taking 
inrn consideration 1he limitations of information of any institution. 
including 1he state, any ec<momic unir has to concen1rntc all cndow­
ments to be exponed in OJ'de1· to be economically effic ient . 

Severa l sc hools of thought and analys ts have discusscd in dctail 
thc pros and cons of EOI. t6 Somc iss ues ca n be presente() here. First, 
con c lat.ion techniques do not rcp resc:nt a causa l re lations hip but 
rather an associat ion (Pinclyck and Rubinfeld 1991). T hat is . if most 
EOI advocates c.ilculatc diffcrcnL posiri,1c correlations between eco .. 
nomic grow1h nncl exp<.>rts. among other variables, it is not possiblc 
10 conclude that cxpot1 growth is the c:ause of e.conomic growth and 
even develop mcn t for the respect ive econo mies . Thu ~. and indepcnd-
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enlly or .spc.cific cconometrit tcchniques, time ... sérics model.s, mis• 
pec.:.il'italiúu test~. ~rnd 1hcir respccl ive l irniLatio ns. 1he posi1ivc. 
t;ausality (expon growth w ill result in cconontic growth) CQuld also 
be undcl'stood t'-S ecnnomic growlh causing cxpor1 growch. The laucr 
would c learly h:,vc a signifiom1 Lheordical imp~1c1 on EOl as weJI á$ 

on its policy implica! ions. 
Sccond , thc rc are those whu rcjcc t the idea thnt EOI will a fur ­

tiori resull in posillvc productivity. invcstment, ancl economic. growth 
(Oodar<> 1991; Ocampo 1986: Pack 1988: Tay lor 199 1). In the same 
mauncr. Rotlrik ( 1992) analyzcs TFP gars bctwccn natlons and the 
rdati on ship be1wccn TFP and growlh i'n OECD and pe riphc ra l 
naüon s . BcsidcN changc~ in allocat.ive cflicic ncy, as strc~scd ~Y EOI, 
Rodrik stresscs thé lack of evidence ;i.;uggesting that changc lúward 
1rnde libernlizalion will havc u positive impad on t.echnical cfficicn­
cy. On thc con1rary. it can be argued theoretica lly 1ha1 indi vidua l 
firm s mi ght im provc tcc hni ca l effi c icn cy in a protccted market. 
while the effec l of tr:idc liberalizaiion on incrcasing returns to scalc 
(and on TFP grow1h) is uncertain ancl dcpcncls on ex pon growth and 
the performance of import-compet ing act ivi ties. Evidence on these 
issues is scarcely provi dcd by EOl. 

Third. what are the lim iLS to expo rt and trndc growth intemali on­
ally? Usual ly. economists assume 1ha1 1he world marke1 is "un limi1-
cd," or, in olhe r words. that Lhc demand for goods, mainly maoufac -
1ured goods, is high ly e lastic. Thes c anal yses. in gen eral. do 1101 
include 1hc i11s1itutio1rnl ami po litica l aspec ts of 1he wor ld 1mtrke1. Is 
it po.si--iblc chat mos1 or evcn ali nations in the periphcry account for 
cxport coefficients (exports/GD P) above 40 pcrccnt, such as those of 
Korea and otlwr successful exporters sincc the 1980s '? What are thc 
social. economic, and political ljmits tú lhis new dimension of inter­
nmional tradc'! Who will buy lhcsc -commodit ies? Wi ll dcvcloping 
cou ntrics be plagued cont inually wí th hard-c urrency and curren t­
ílC~(lunt cr ises'/ Or will OÉCD countr ies face lncrca sing emp lo1ment 
difficu lties? lt is no t bcing argued th ,11 i111cm3tio nal trade ca noot 
grow in 1he fu1urc, but tha1 it is embe ctded in an inst init ional sctti ng 
that is belng over looked by mos1 of thc studies, inc luding th<>sc of 
ÉÜI. 

Fourth, is EOI ecologica lly sustainab lc? T his questi(m, wh ich is 
complc1ely ovcrlooked by dc, •elopment econo mics, has becomc criti ­
ca lly important in che p:Í.~L fcw dccade s. Labor•inlcnsive export s as 
Eól s tates , hui also energy- and maller-i ntensivc cxpó rts. seem 10 be 
the a hernative for the pcriphcry accordi ng to their compara tivc 
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advan1.:iges . .Some analys1s strc!)S Ihat in 1.hb contcxl . \VÍlh 1.hc global 
ccologlc~,1 ~risi~ ( from oil ~pills in A laska Lo nuclcar-powcr disasters 
a1 C'hemobyl. the disapp1.!;1r<.tncc of rain fores1s. and global w;,rming) 
cconomic lhl!ory has 1101 b..:en <iblc lO go. beyond the lwmo oeconomi­
n ,s :md a mcd1:micul view of tl'ansforntmion proccsscs of cnergy ¡¡mi 
111a11er (Al1va1cr and Ma huko¡if 1996 ; Geor gesc11-Roeg~ n 197 1; 
Mir<)wski 1988). From 1his pcrspcc1ivc. lhc lransforrnation of cucrgy 
an<l 111aller is au irn:wersible process and cconomks .shoul<l <leal 1íot 
only wich scarce resourccs :md thcir allocali<m. Out wilh irreversible 
processes thtu resul1 in dc~1ruction of exisdng endowmems nnd 
requirc glob¡1l solutions.11 

Fifth. and l:1st, 11)any authors quesnon and criticizc the cxlcn( Lo 
which 1hc '' Asían tigc,•s" can be taken asan example of EOL as 
uppused to IS!. Severnl <1u1hors stress 1h:Jt 1he econorni c succcss of 
Taiwr111, South Korea, ~rncl Sinsaporc. among óthcrs. rcílccts ll'íe suc­
ccss of highly interventio11is1 sia1cs 1ha1 wcrc :1blc 10 gcncrMc cco­
nomic and socia l ins1i1111ions to pl'omote ISJ and EOJ simu ltaneouslv 
(Gereffi 1990). lndcpcndcnt of the particulari lies of e ach natio~ 
(Anmlcn 1989¡ Kim 1991; Singll 1996), lhc linkagcs tictwecn the 
fiuam::ial secLOI', 1he st::ue. and che respective industrial S<!Cfórs oí 
1hese co umri es are unques 1ior1ab le (Singh 1992) . T hc industl'ial 
orgauiza tion in eco nornies suc h as the Japan ese (Aoki 1988) , wilh an 
imporra.nt historical impac1 in tl1c rcgion. show~c; that in many, if nof 
mos t, cases such coun tr ies as Sout h Korea exp lit i1ly followcd inccn• 
tivcs ol'iginntcd by the state: in many cases 1:1,e countries· expericncc 
had n01hiu~ to do with ' 'gcuing priccs right" (Chang 1994). In scvcr­
al cases macroeconomic variables wcre dominated by industriaJ pri­
or i1 ies (Ki n1 199 l). From 1his pcrspectivc !SI and EOI are not conlfa • 
dictory , bul co mpleine111ary. EOI was the resuh of ISJ and s 1a1c 
policics, which includ cd irade and industrial polic ies :md import sub• 
sti1Ulion. Differen t deg rees of coope rat ion wi1h ll,c prívate ,ec1o r and 
incentives and agreeme 111s among diffcrcnt classe s a llowed an 
impressive growlh in clomestic savings ami invesrn1cnts, as well as 
increas ing linkages with thc rest of the economy. 

Thcse issucs reílcct sQme of the currem cliscuss ions on develor • 
111en1 economics and. clearly, topics th;it go far bcyond 1his debate. A 
discussion ofEOI versus ISl regarcling 1he siate and ll1c markc 1 is of 
liule use in the presen t con1ex1 of <lcveloping cconomies. Although il 
1nigh1 be ideo logically appeali.ng to visua li,,e and couccptuafüe lliese 
extremes. it seems much more significan1 ro distinguish between the 
two within 1he hjstoricnl industrialization and development experi-
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cnccs oí differ~lll n.uions. The '·cou111.crrcvolu1ion" of EOI ag:,iust 
JSI rcílects cwo extreme pos1Lions. in which 011e Slrcss~s shc impera• 
1lv~ uí ;;;wblc :md markct-fr iencily macrocconornic -.:ondili<:ms, a rnin­
irnalist srnte, an<l the worh.l nrnrkeL as Lhc uniqo~ •referencc poim for 
:ony ccono mic unil, whj le lhe 01htr highlig h1s 1he polt nt ial of sec ­
tornl policics and 1hc crucial ímportance of thc s1atc i11 enhanc.:ing. 
t--:conomic developmeni. 

Beyond 1hese analysc:,;. whm concepts and theore1ic;,J issues urc 
bcing discussed in devclopmcnl economics? Are lhere any argum en 1s 

1ha1 go bcyond EOl's impern1ive or 1hc wor ld markct? M,1~t cco no­
n1iscs, ,1cadcmics. and govcrnmcnt off icials secm to havé accep1ed 
EO l 's vi.cw of the world markct and or cco 11ornic dcvelop me nl . 
EcQnomic ,hcory, par,jcularl-)' <.Jevelopment cconomics. has bcen a 
very pro lific field in thc lasl dec:,de~. Allhough it has oot been ab le 
10 res pond to w vcral of lhe cri ti(Jues or E.Ol noicd abovc, thcrc are 
signifi c~n1 c<,,:mcc.ptual de"elc•pmenls 1hat have 10 be takc.::n imQ 
acco unt to discuss -both EO I and possible allematives . 18 

f'i(S t , and probabl y the 1110s1 outstanding trcnd in eco nom ic 
dt!vc lopn, ent theory in the past two decades, is agree me111 on thc 
importance of ··cndogcnoos growth conditions') for cconomic units 
(firms. regions, and countr ics} co nfronting ·globa lization (sce Chap1er 
7) . f'rom ncw ncoclassical tileorics (such as those of Paul Rorner ancl 
Pau J Krugmau) 10 structurali sm and nco-Marxi st schoq ls of though1, 
thcr c is a recent widcspread theo rc ti cal consensus rega rding 
"endogenou s growth co ndilion s" for 1hesc cco nomic units . On che 
one hand. evcn rnnong neodassiéul auLhors, there is the widi::spread 
belief that capital and labor, as cxpressed in the basic Cobb-Dou ghis 
production function,19 are not .sufficient to undersland g,row1h, and 
particularl y 1he growt h di l'fere111ials amo ng eco nomic uni1s . Prom 
this perspectivc, grow1h (which in general is similar 10 devclop1ncnt 
for these analysts) is signific:mtly corre lated (or exp lained) by other 
factor::. such as "hum;rn c::.pi1al1• conditions ( from incrcasing the 
s kills and education levcl of workcrs). 

Pau l Rom er (1993. 1994) is part icularly intereslin g in 11tis con • 
1cx1. He att empls to e xplain grow 1h and growth differen 1ials as a 
result of the differcnce between using and produ cing ideas ()r knowl­
edge. Ideas and know ledge , un like other com moditi es . are nonr iva l 
goods- 1hat is, lhey can be "consumed" by many indh'iúuals, and i1 
is di l'ficult or impossibl e to preven! individu :.1ls frorn benefiti ng from 
Lhcm. In this regard. thesc commodi tics have apparemly new appro • 
priation properrie$ witl1 rcs¡,t:l:l tu mu:st crnmnodi1ics (Romcr 1993). 
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1 lowcvcr. thcse corn1uodilit:s :ffe nol public goods Cithcr. hui can. to 
a cCJ·tain e>:tent, he t:on1mllcd by inclividuals. Thesc spccific com­
rnodil i.:s do ou thc eme ha.nd respond 10 marke1 incc111ivcs, bul on 1hc 
01hcr rhcrc are profou-1cl 1üMkCL impcrfec1ions becnusc thcrc is no 
existcnce ol' di rec1 0J)Jl01'trmi1y tlls l.s,20 :md ideas and/or knowleégc 
can on ly par1ially be conirn lled . From thi., pcrspec tive, market forces 
can gener,11c " perverse" outcomes.21 Thus i<lca.s and/or knowlcdgc 
t:::111 rcspond 10 markel inct~niives and ca.n be used by m;rny individu­
als a1 1he s:une lime. bu thcre might exist incentives: working :igain!SI 
their gcneration. diffu::::on, and dcvclopmcnt, since rnonopolícs scem 
to h::ivc no direcl opportunity costs. Romer concludes thal 

we musl cake .Seriously tite ~:•t:l1m>mic opporlunities prc.semed by 
the potenthil l'ot pioduc ing ncw ideas and for diffusing exis,i ng 
i<h::a." 10 1hi; wide:s1 J>0ssiblc cxtent. fn so doing. we mus1 recognize 
Llrn1 id~(1S are ocono01ic goods which :tre unlike co11ve111ion;tl pri• 
vate goo1.I.:. ond that markcts are inhel'cnlly les~ succ..-:.ssfol :11 pro~ 
<lucing am.1 transmilling ideas than 1hey :11·e \YHh privntc goods 
(Rorncr 1993 , 89) . 

Fron1 th.i::; pcr:5pcctive, endogenous grow1h conditions rcfcr not 
only to I he a1tempt 10 includc new v:iriablcs to any form of produc-
1ion function ( from ideas a11d/or knowkd gc 10 human ca pital). bu1 
al~o 10 gcncrntc these conditions within thc re~pective econontic ud t. 
O1hcrw ise . grow lh will not be sustainab lc in 1hc long run (as in the 
case of Mauri1ius Lhát Romer uses). 

On the other han<l, authors of the sc hool of Frcnch regulalivn 
theory stress thal eudogenou~ socioééonomic conditions are of crlli­
cal imporra ncc to understand tlle sustainabi lily of a reg ime of accu­
mulaiion. 12 Oifferent mooes of regu lmion (e .g., of indu strial , tcchno­
logical, polilicaJ. and jOcial conse.nsus) miglu emerge -ami coexist 
withln a regime of accumul:nion. lt is the interna! consistcncy o( a 
tnode of regulation and thc cohercncc bctwecn 1he reg ime of accu­
mul:ition aod the mode of regulation ( i.c., between macroeconomi c 
and microcco noruic aspects) that lcacl to susrninabili ty or crisis . Tlle 
Fordis 1 regim c of accumulat ion. whjcb emerged by the heg inning of 
1he twenti c1h cc ntur y and :icce lernted after World War 11 in mos1 
OECD coumr ies , was t harac1cr izcd by Tayloris 1 princip ies of work 
organjzalion and ra.tíonalizalion in manufacturing. the intcnsification 
of production 1hrough 1iass prod uc1.ion oí consume r goods . and the 
prcdomin:.lot ex traction of rela.tive surplus value. How ever. thc 
Kcyn~:sian we lfon: . .st¡,1e ancl corporatist fonus úf 111cdia t iuu l,1;:L\V<:--.:11 
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,::1pital and lahor h,we. been :-11 least :is impof'l:)n1t in uud1!1'Sta11ding Lhc 
"gvldcn agc of capiI.1lism•· sine.e \Vorld \Vnr 11 and unIil the l)egin• 
nin g of Lhé 1970s (Boyc r 1990) . Thcsc ch angcs in labor ;111d produc­
liu 11 úrg;:mization. m: wcll :1s: in 1hc crealinn or new sncial :md polili• 
c:1I inslítulions. werc rd'lcctecl in pro<luc.:tlvity b"Towth and sh:¡ring of 
1he gains of produu ivi1y bc1wcrn prof i1s :,nd real w:igcs. Thus. 
Fordism in OECD nat ions ;tl'tcr World War 11 was chMac1crized by 
an "endogenous vinuous cycle" of a l'Cl:uive stablc. and incrca!,;ing 
prori1 rate, incrc:1sing intcnsily of capil[LI. and incrcasing real wagcs. 
Thc rdativ cly ":rntocc.111r ic' ' or endogenous growLh proccs~cs of 
OEC0 nátions after \\,'(ir l(I War 11 of rindi ng dom cstic markets for 
industrial goods was cí11ical f"or Fordism ;md reflected in the :so­
céllled ForJist ~quation, in whid1 pro<luctivi1y incrcr1ses :ind renl 
wagc growlh increased in parnllc l (Gly11 era l. 1989). Tite cnclogene­
ity of Mexico's economy, from this perspcc1ive, wlll be discus:scd in 
Ch :ipter s 4, 6, and 7. 

Secom.1. there is widcspread consensus. wi th. the excep tion or 
EOI , thal statc policie.~ are nOL only j usIified bul nec~s¡ 1ry 10 gener­
ate absolllle adva.ntages and cndogcn()uS growth concliliQns wi1hin 
cconomic uni1s. A~ ali'eady analyzed. diffcr cnt p(JJicics resull fr<>111 
ncocla~sic.al authors and rcg.ul:.tlion 1heol'y. Jr is importam to stress 
lhat (>Lher scltools of thou ght also s1re$S ¡¡bsolu1e advan 1ages. or lite 
hcad start, b-ctwccn cconomic uniLs :rnd 1heir endogenous growch 
conditions. to understand cconomic gr<",wth a:nd their differences. 
Differen l fonns of mal'kc1 impcrfcc1io11s- s 11ch, as oligo pnlics, barri­
ers 10 entry. learning economies. or dynamic economics of scal e­
are 1he. key for these author s. Krngman and olher proponc n1s or !he 
new 1radc Lheory (Hc lpman and Krugma n 1985: Krngma n 1991) co n­
tcnd thaL pop ulation anrl industry si1.c, as well as barr iers 10 1l1e entry 
of compctitors and the clas1icity of (dúmcstjc and inLerna1ional) 
demand of lhe respective economies, are l'undamc nrnl to undcrs tand ­
i ng 1rade d iffe re111ial s betwee n nations. Tltus, 1hc vol umc of 
inl e rin dust ry lrade depends on the d,fference in rc lal ive focl( ,r 
cndowments, which the "1radi1iont11" neoclass.ic-al lradc 1heory and 
EO f 11tcory exa mine. Bu t thc volume of ini-raindos1ry 1rade, which 
has acco unlcd for a high pe.rcentagc of 10L1l. 1rade s ince 1he 1980s (as 
discussed in Chapwr 4 for Mcxico). incrcascs in accord:mce wic-h the 
shniJarity of relevant countries' sizes. As a ircsull , trade between 
nalions wil h largcr capi ta l s1ock, 1cchnology, and produc1 ivi 1y 
growlh can resul i in '' an ever- increas ing divergc ncc bctwce n 
reg ions" (Krugman 198 1. 98) . From thi s ana lys is, ~1ra1e¡_:ic 1rnde 
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policies and st:JtC incentive$ 10 promote economics of scalc an<I 
increase i111crna1ional 1radc: of spc.cific sccrc,rs ;nH..I firms dHll h:we 
positivl! spilluvt.-r dfcc ls or cXl~rnalitics are sug,gc~lt~-d.2l 

Along 1hc smnc lines. structuralist and neos1n1cturalist aulhors 
htffC stressecl the imponance of multiplc nwrket impcrfcctioos 10 
p<'>iiil ól11 1h,u diffor~ ill policies lre req uired 10 overco me :1 v:1ric1y of 
gaps that cvolvc in any markcI-lcd growIh proccss. Thc dcmand clas-­
t ici ty of exporls of 11nclerclevclopcd nat ions (Ocam po L98ú : 'lay lor 
1991). Ihc emergence of new factors ,>f producrion and thc incrcasing 
cliffercn 1i,uion of rnmmod ítfos ( l'frenc h-Oavies 1990). and lhe ncw 
cha llen ges of international co mp e1i1iveness (Fa,jnz ylbe r L990). 
among many other issucs, poinl 10 a variety of policies 10 over,conw 
the strucw ral limi tmions o f these respective economic uni1s: from 
policies lO gcnernte new comparative ~1dvan1age~ to cxchaugc 1·ate, 

i111erest rate, and rradc polides. among othcrs. Thu s, free trade and 
neu1n1l policic.~ pcr se. ;t.; suggcstcd by EOI, are 1·cjccccd and a n,ar­
kct-fricnd ly macro,:,conomic environmenl is seeo ,1s insufficien 1 for 
cconomic dcvclopment. Ra1her, interventionist and, in sorne cases, 
ac1ive indu srriali1.a1ion aod foreign trade poli cies are re,¡uircd 10 intc­
grnte the economic units into the world markct. 

Th ird, 1hc process of globa lii ation docs not only gc11cra1c ncw 
global c.ommodity chains, buL alst'> new regional tendencies nnd an 
ccono mic disintcgrat ion of ll1e nation -state .14 As a resuh of 1he liber­
alizarion s1ra1egy in most of Lacio America , which wi ll be discus scd 
in de1ail for !he case of Mexico in 1he nexl chap ter, g loba l commodi -
1y chains (Gerc ffi 1994) andan incrcas ing n~xibili1,.a1ion oJ' pn)duc-
1ion and co ns>J1npLion pallerns hav e resulle d in impac ts and cltal­
lenge s át lhe loca l and regional levc l of th<lsc cco nomies .¡s 

'Tltcsc concepts are usefu l 10 highligh1 so me of the new chal­
lcngcs for economic units a nd 1he po te111ial of en doge ne ity: ( 1) 
Econom ic cleve lopm en1 and growlh are dclerm ined by lime ,md 
space coordinates; ic is not sufficicn t to concentratc on íactors of 
produc1io 11, mostly eapital and labor, bu1 on the complete chain of 
products, ÍTom inpuls 10 marketing and consumplion. O1herwise. an 
economic uni1 could be cxtremely successful i1, patlicular segmcnts 
uf thc value-added cbain-in !he produc1ion process reflC(;led in a 
high 101al fac tor productiviry, for ex:unple-bu t iL co uld 1um ou t that 
mos1 of the va luc ;1dded to the final commod ity is gcncrmcd in Lhc 
other segme nts of !he va.l11e-a dded c hain (sec the c,ise of compu tcrs , 
for exnmple. in which rcsearch and dévch1pmtn t and differcnt forms 
of se rvices accoun1 fo r lhc higgc st sharc in tota l valuc added of per-
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~on;,I compuh.-m•,. (2) From 1h1s pc rspcc 1ivc. it is reg ions lhal f:1cc 
g lob aliz:u io n. lf K-Mart m thc U11ited S t:Hcs requ ircs tht.:. sale ;11 
hom e and 111 Europc o l' a batch of 'l'-~hirt $. which are acqm red in 
Hong Kong and whosc !'abrir was boughc in 1hc U11i1ed S131<'.S aud 
c ut aud st".wu i11 Mcxico ancl Cen1ral A mcr ica. for ~xa111plc , suda 
glol>al coutmo-dily chains gcnern1c local ami regional imp{ICIS within 
nations (see Ch:1pcer 7) . In a soc iocco noml c intcrna1iom1I nnd nation­
nl con 1c-x1 in wh ich cap ita l ami tr:ich: f19w bar ricn, h:wc hccn ulmost 
.complt Cely abulishctl ,md in which C.ibur is rcl.ilively "flexi\l)e," as 
in Mexico (scc Chaptc r 6), particu larl y regardi ng maquilm/orax . thc. 
impact of 1his shipment- and in gene ral of maq11iladort1.t amJ mhcr 
,tctivi1ics-w ill have an effec1 on Tijuaoa and 1101 on San Cris1óbal 
de las Casas in Chiapa $. Thi s is of lltmosc il'nponancc since. on (he 
one ha nd , the reg ions will h;We to fa ce glob aljzation, its po1entia l 
intcg ration. and the. (ernJogc nous ) co ndi1ions to fr1ce thi s process . On 
thc olhcr hand. nat ion:.11 po lic íes in th is contcxt sccm l() "vani:,;h, " 
si ncc onc 11ulion:.ll po licy seerns ,o b-e mor e and more. use-les:,; (or at 
lens1 unable) 10 confron1 1he variecy of local und regional specif'íc 
socioeconomic condilions in time and space. The local ancl regional 
socioeconom ic rC$(lC>nse LO globa l i1.a1.ion scem s to be the most app ro­
priate , whi lc uational 111cchani sms are. in tite best c,>f the sce narios. 
highly JiiniccJ. 

Fourih is a d1scussion 1ha1 goes far beyond the objeccives of 1his 
chapcer but is neveriheless of u1mos1 imporcance. 11 refers 10 che rele­
vance of pricc~- rcla1ivc. irHcma1·ion al (exc ha nge r:1tc), and equilib­
rium pricc $-- Íúr cco nomic de vc lopmcn L. wh.ich is hcing scr iou sly 
quescioned. Most schools of 1houghL, including 11coclassical chcory, 
EOI, and 1110s1 of EOl 's criciqucs. see prices as che fundamencal "sig­
na.!" for any ec,;,nomi~ activity, However, empirical work seems to 
conirndi c1 this assumpc.ion. lt has already bccn shown thal incraindus­
Lry trade tloes no, make sense or cannot be cxplained by mos1 ()f neo­
classka l thcory and EOI. sinoe capital-rich (or lal>or-l'ich) counlrics 
are crading commodicies with 1he same factor inrensity. However. ini­
cial empirical lindin¡¡s (sec Chapcers 4 and 7) show 1hat. al leasc for 
the Mexican case. lradc overwhclmingly does nol respond to differ­
ent fom1s of prices. As prcsenced in Chapter 4, an eslima1ed 90 pcr­
ccnt of Mcxican exporcs. for example , do nm respond primarily 10 
differcm fonus of prices: from PEMEX, che s1a1c-owned oil cxporcer, 
lo priva¡c cntcrprises ami lnurn11acio11al corpornt ions ( fNCs) wich an 
increasiog leve! of imrafirm trnde, prices (within ceriain limics) do 
noc affecc cheir ac1ivi1ies, Or, in ocher words. alchough the Mexican 
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cco11omy in 1995 showcd :)n inflacion ralo (rclativc prices) of 54 per­
cen1 and u dev alu:Llion (i mern:Hion al priccs) o f úver lOO pe,·ccn l. nci­
tha 1'13MEX ~s nor TNCs' ac ti v il ie:-i wc re signifícaot ly "11Tectc d. 2<• 

TI1is runs agai 11st most 1h~oretic;1l p rincipies in ccú no mics, ind uding, 
:,ga in. ncoclassic al thco ry. and EO I ami inost of its t;rit.iques. An<l. a l 

lcast i11 thc Mexic~m case . this i.s qui1e rclcvm11 bccause nmrc Lha11 90 
pcrcem of total Mcxicau cxpon s .in 1998 sccm to organit. e 1heir 
ac tivicies by a log ic in whk h priccs are but rme of othc1· impo11,:111t 
1•nri.1bl~~. Othcr variables. such as cconomic, social. and policical 
cert:1in1y; ~upply of inpucs: lucacion :md proximicy 10 marke1s; and 
1he global s1r:1tegy of che respcc1ivc Jinns, including wha1 Nicholas 
Kaldor ( 1970) called the "proccss of cumulaiive cm1sa1ion:· are 111 
lcasl as importan t 10 undcrstandíog economic :1ctivilics and éconorn ­
ic g row th . Mor e 1han prices, ind ustria l o rga ni1.a1ion. inlra- and inte r­
tirrn rel ations hips . anda finn' .s long--tc nn strategy io a dom es 1ic ,md 
global ne lwúrk scem to be at le.ast as important as pri.ces . From 1hb 
pcr~pec ti ve. most eco nomi c thcol'y sec ms 10 be confr onted with a 
couccpcual and empirical dilemma to be solved and discusscd i11 1he 
rurnre. 

Th e prcc cdi ng issues are rele van l for undcrsrnndjn g what nati ons 
following EOl 1>0l icies can expcr it ncc in polarizing economic condi-­
tinn s- a lac k in ge ncrali ng emJogc nous g rowth co nditi on~. ln the 
c.:.on1cxt of an overa ll grow1h of co rnp el ilion and eco nomic libcraliza­
cion (¡Jarcicularly of capital and goods ) and global conunodicy chains, 
EOl pol ic ic.s can resuh in po h1rió ng icconomic unit s in whic h most of 
che par ric ipants and act ivit ies w i1hin an eco nomic unil are 001 :.tble to 
in1cgra1e suc.ccssfully inw llte wo rld market. As covered in currcnt 
cco norni c deve lopmcnt th cor ie s. neg lcc lin g markc t iinp ctfcc tions 
{K.rugman 1981, 1987b ; Romer 1993). s1ruc1ural cconomic condi­
tions (Frrcnch -Davis 1990; Ocampo 1986), and inscicucional and 
indus1rial organizacion issues (Dussel Pe1e,·s 1997; Lipiecz 1987) can 
rcs ull iu ever increasing gaps betwccn and w ithin eco nomic unit s 
uridcr polar iz ing eco nomi c co ndition s. As de:,;cribed abovc, succcs s­
ful in1egra1ion in10 lhc world markec lhrougb exports says liHle about 
che specific form of i111egration and thc linkagcs o f chesc ac1ivi1ies to 
che rest or lhe accivicics wichin an ec<momic unit. 1f 1he linkages of 
1hcsc " succe ss ful '' ac tivi 1ies are wéa k anJ/ur 111os1 of thc activi ties do 
not i111egrate inlo the world markcl. nega1ive effec-cs on production, 
c;mploy111en11 real wagc.s1 tcc hn ology cre,,tion. l~ar nin g proccsses, 
among many other variab les can ge nerale economi cally unsustai n­
able conditions. Moreover. thcse condi1ions will also havc 3 nega1ive 
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imp~ct on ~ociaJ. poli1ic,1I. nod ¡-egional or lcrrit(1rial issuc~ in tite 
1\'.:.spcclivc economic uni1s. 

And Neoliberali.sm? 

S incc thc mid-1990s-and al'ter thc tequ ila, vodka , :mcl samba c riscs. 
a!\ wcll :is intcrnatiomil í inilnda l instabilill es. sptcifically in Ask1-
there has been widesprea<l pessimisin nbou, ''ncolibcral ism.·· De.mcm• 
s1ra1ions in Argcn1in,1. ?vh:xk-~). lndonesi;.1. South Korea, and Lhe 
Unitcd S1a1es show an appart nt con~ens ns ag,1ins, ucoliberalism, arnJ 
Lhi~ ncw con8ensus a ppa re nfly i:ompr i~es l iberals. radi c als. and 
Mar;<i~ts on several cúrHinenL~. Any atlemp L to define neolibernlism 
would surely disrnpt Lhc appMcnt t:onsensus, given tha1 a common 
definí1ion would not be possible among so many diíferen1 groups. 
He.re J will argue against this superficial conscusus and for 1hc nced to 

be much clcrtrer and spec ific, both acade mically and J)Olitically, abou l 
ncoliberali sm and to compare i1 wi1h and differenliate it from EOl and 
Sjlecifi c llévél<,p1ncnl slta légiés followed in clifferenl counlr ies. 

Such a discussion is re lev,uu sincc:, (and this is independent of 
the pulativc consensus aga i11s1 neolibcralism) thcrc are fow. if any. 
eco nom ics ana lysls or sc hoo ls of thoug ht rhal subscrihc 10 neo liber­
alism . In the Mexican con1ex1. for exa mpl c, at the beginning of 1996 
a deba te took pince amo ng political parties and socia l movemems in 
which ali oí thcm clistancecl 1hcmse l.vc s from nco libcra lism. Th c 
Mexican govcmmcn L lcd hy Pres iden! 7,idi llo and lhe main political 
panie s did so, too. Who, 1hen. are 1he neol ibcr.ils? h is loo eas v 10 
poinl al neolibernlism as thc causé of ni I economic and social .. e~ilsu 
of our sociely s ince lhe 1980s . Or was only one pcr.;on in Mexic o a 

neo libernl?21 Asicle from these issues . se veral author s (Vargas Llosn 
e 1 al. 1996) open ly ri d icu le the "pe rf ec t antineoliberal La tin 
American idiol'' who assume~ a wn~piracy wilhou l nny conceptual 
and cmpiric,il/hi s 1orica l l'oundat ion. fndep en dcnt of thc "fashion­
able" and superficial treatmenl ol' che arg umenlS, this book touch es 
on an impor1ant issue: Wha1 is thc foundation of 1oday·~ consens\JS 
agains l neolibera l is m? Whal is che '·c harro" (All"ater 198 1) of 
neoliber alism'/ 

From Lhis persp ec 1ive, ;l c lear undersranding of lhe principa l 
hypothesis ano rationale of 1his school of 1l1ough1 is impor1:1n1. As wc 
s hall sec, ncol ibcra l ism is n<>I 1>xc lusi ve ly an economic school ; 
rathcr, i1s ~lnalysis rcachc.~ across .sever¡tJ facets of social scicnce. 
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This is ~ignif ic:1111 bccausc on rhe onl! h:wd, u13ny ~w1hors anrl 
sch<'hll~ of tho11gh1 might include ncolibcral argumc:nis. evon if 1hcy 
distancc 1hcin!5elvc~ somehow from .. ncolih..::ralism." On the 01h1.:.r 
haud. i1 is cssenlial LO diffcrcn1ia1c neolfücrali~nl from currenl poli• 
des and schools of lhoughl. Thus, it is 1101 a m,it ter Qf fighting ncw 
ghos,s or íincling ncw sc~lpcgoals in lht". fo.ce of 1he complcx crisis 
1ha1 the Mexica n ancl Latin American socicties are facing. bul to 
-allow ror a more profnund ami critica! discussion of Lhc topic and to 
cl:1horatc aflcn1 :i1ives. 

Coucepls ,wd lmpli<'alio11s of NeolilJl'mlísm 

Neolihcr::ilism is 1101 new in lhc social scienccs. Sincc at leas, the 
l960s this conce pt has becn rcla ted 10 the 1hcor c1ical work of the 
"Chicago Boys" and thc po licy applicat ion of t.h., ir work in s~ve ral 
nations, par1icularly in Suulh America during_ 1h-e. 1960s iUlt l 1970~ 
(Fox ley 1988; Valdés 1995). So, neo libc ra lism alreacly had es L,1b• 
lished a cerLain trndillon in L:Hin America. Nco libcralism, as 
opposed to 01hcr schoo ls oí 1houghL such ns liber,1lism and eonser­
vat i~m. ha<l eme rged af1cr thc 1930s 10 co11111cr ITT0L only the rise of 
Keyncsia nism in OECP nations, but also that of Marxis,n. Lcninism, 
ami la1cr Sta linism around the worl d (Hinkclamm c n 1984). lt is in 
lhis his1ori c:1I con Lé<l thal s uch au lhors as K:trl Poppe r and latcr 
Milton Friedman. but part icularly Augusl Fricdric:h von H:iyck, illu• 
min:itc thc C(1re of ncolibern l t.houghl and iis profou nd influcncc, ini• 
tially in thc United S1ates and Europe . 

Hcrc we wiU bdelly high light 1he mosl rclcvant charncterislics 
of ncoliberalism. whích is much more complex rhan Lhe descriplions 
prcsen Led. and beyo nd the scope of Lhis chaptcr.28 Thc concepl oí sci • 
cnce is of crit ica! impor lance 10 neol ibera l lhougbl . Hay ek cliíl'crem i­
;-\les betwecn simple and complex: phcnomenn. Social scicnces. 
which in general deal wilh "co mplex phenom ena," s hould 1101 am,­
lyze what is but "whal is no1: a co nstructi on of hyp olhctical models 
of possiblc worl ds thal coul d exis t, if .. . a ll scicntific knowledge 
(wis.v,,11sclwft/ic he Erkem1111is) is knowledgc , not of s pecifi c fac1s. 
but of 1he hypo 1heses which have s urvi ved in Lhc pres cnce of system ­
atic efforts lo refute them" (Hayek 198 1. 1:33). Accord ing to Hayck, 
the rnain scjenlilic discrepancies in social scicn.ce are the rcsuh of 
cwo school~ of 1hough1: cri1ical rationalism·and cot1s1ruc1ivc ra1ional· 
ism. Construc1ive rationalism. whích searchcs for a ~pccific and 
clele1111incd social cons1r11c1ion, is a reflection of socia lis t Lhough t 
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:ind :111 thosc .. ,otalitariau doctrines" &hal are nol crroncous "becau~e 
nr thcir valucs. Ofl which 1hey are based. but ou ;1 wrong C(mccption 
of thc force!; 1ha1 allowed for 1he Grent Society and civi li2.a1io111• 

( l·layck 1981, 1:1&). On 1h,, o thcr h:ind , cr i1ica l r:11iona lism is bascd 
011 Ihe prc1nisc th:u inrorma1ion is limited. ·'thc necessary ignorance 
or 1hc 111ajorily or clcwils . . . is lhe ce, 11rnl snurcc of 1hc proh lcms of 
;di socia l orders·· ( ll ayek 1981 . 1:28) . Th us. 1hc a11c111p1 of any form 
of pJanning is irra1ional and unscicnlific bct.:ausc i1 aucmpL'\ 10 dcIcr. 
mine and nvcrcome individual and na1ural ;-mitudcs a11<l bchavlors.ª'' 
Furlhemmr c, indiv iduals who pers ist in aucmp ting diffcrc ut l'orms of 
social or cc<.momic pl:mning or building ;,irc dangcrous for socieIy 
and civiliz.;.uion, and in sorne cases there is an explici1 referencc 10 
lhelr cJiminalion. sincc Lhcy will bccome a threat' 10 the cxis1iog 
soc ial ordcr . 

From 1his perspective. social science should be wary or using 
his tory and hisior ical cxpericnccs , pan icularly regard ing social jus -
1ice and soci al p l:um ing (Hayck 1981, 11:188). as a d irect response 10 
the rnulLiple uctivitics. in Lcrv,emion s1 and mea~ures by thc swre in 
genera l aud 1he we lfare sta1e spccíl'ica lly. Givc n thc cons trainLs on 
infonmuion and ignorance of reali1y. any prctcnsíons w pl:mning c)r 
construcling any 01her type <>f socicly is 001 scie 111ific. bul mopian, 
usclcs.s~ and a threat to human development. 

Culturn l evol u1ior, ()r Hayck's socia l Oarwinism are ba.sed on 1he 
belief 1hat "a li snstainab le (d(luerlwft) s1ructurcs ... are thc resuh of 
processes of selective evolu tion and Lhat lh cy can on ly be cxp laincd 
in 1his framcwork" ( l·layek 1981, Uf:215). From 1his perspective. this 
pr ocess of evolut ion dete rmine s lh e de velop111en1 and hi slory of 
human bcings : natural s~lec ti<m among human b~ing~ and the sur­
,,iva l of 1he strongest and linest. 1'hc final molif of Lhis is compe 1i-
1ioo, s ince "o ur currcm ordcr is ... first ... noL a resu lt of a project, 
bu t ... of a process of co111pe1i1ion, in which the mos t efficien l estab­
l is hmen ts (Ei11ric/111mge11) carried thrnugh " (Hayek l 98 1, Ul:2ll ). 
Compc1ition is, fróm 1his pcrspcctive~ also raised 10 a most success­
fuJ me1hodologica l app roach, as an "error and tria)" oras a "me 1.hod 
of discovery" (llayc k 1975b). In this view, historica l proccsscs ,1re 
procedures of surviva l of the finest aud strouges t individua ls . a 
proc ess ()Í compel ition l>egun historúca ll y with lhe mosl prirni1ivc 
socictics. 

Nco libcralism assume-,; th:11 individuals and their prívate proper­
ties, which are ;1::,;signed by compclit ion . . generatc their resp~ctive 
societfos. Tiws freedoin, ¡:utd particularly cconomic free-dom, ~1re the 
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rnain mc;'Ln~ :mtl end for any society, Mosl ncoliberal authors. but 
espcci ally Mih on Friedm an ( 1 %2. 7ff.) s tress 1ha1 cc, mom ic rree ­
dom is an indispcnsahle condi1ion l'or social development. whilc 
polilical frc-edom will rc:;;ult from ~t:onornic fretdom. Mos1 impor-
1:·mt. freedon1 is understood as a utopian concept; "Th e nccd for gov­
emment in 1hesc rcspec1s nrlse.s bccause ab.S()lute frccdQ111 is impos­
sib le'' (fr icdm :m 1962. 25). Ncol iberalism adopts from libern lism thc 
concept o f frccdum: ~uld wh,11 is new is nc.olih::ralism·s openly lcgi1-
inú1.ing in 1cmion (Gu, iér rei, R. 1998). C:,piialism is" neécsshry co11-
diticm for polil ical freedom~ buL atuhoritari.:inism <loes not limil ccú• 
nomk freedorn. and " it is thl!refore clca rl y pc:,ssibl<;'.: ltJ havc 
cconomic arr:mgcmcnls 1luu are fundamenL1lly capitalist and politi­
cal ar rnnge men ts tha1 a,·e not free" (F riedma n l9(i2, 10). 

The rm1(kct is 1he main ,heore1ical and historical social, cconotn• 
ic, :md po litic:il instilllt ion of nco libcra l Lhoughl , which is :, "sys 1em 
of co1ü111unicatio11. which wc call marke,. ~Uld 1lrn1 has demonscrah.:d 
10 be a more effic ient mechanism for the use of cli!,.pCrsing lnfonna­
lion than any othcr chal a human bcinS, has created <.:onsciously'· 
(Haye k 1975 a, 2 1-22). The markc1 is an ins t i1u1io11 in which "1hc 
¡:,rice sys1ern is a sys1em of s ignal s and allo,vs human beings 10 par­
ticipate and adnpl 10 fac1s, of which they know no1hing; 1ha1 ali ou r 
modern order, ali our wodd marke1 and welfore are basctl on the pos­
sibilil y o f an adj ustmem of focls 1hui we igno re" (Hayck 1981, 1:66). 
Bul which are thc funct ionin g conclitions for the nHu·ket? h is impos­
siblc to know 1he spec ific ¡>f<)pcrlics rcgarding condil ions :ind rcsulL~ 
of 1his ·1spon1aneous ordcr.'1 Frorn this perspecllve. the 111arkc1 con­
stillltes ~in apparenl autopoietic system: it self ... reproduccs its condi­
Lions nnd ne1ids. The marke1, ,1pparcn1Jy, cma1@s its own supply ílnd 
dcmand. \V hcrc do prices----the la~t instante to which hunum beings 
c:in relate their nceds and thcir rc lationsh ip 10 tite rest of the human 
bc ings-<:ome from? Just like planning, prices are also utop ian. and 
neolibern lism bccomcs un apparcnt theology: "Thc pretium 11wtlie­
mo1icum. the mathcmatical price, depends on so many specific 
events, 1.ha1 it will be never known by any hu.man being, blli on ly by 
God" (Hayek 1975 a). 

Neo liberal thoughr does not on ly justify -ihe status quo and does 
1101 consider lime and spacc in the developme nt of individua ls and 
socielies , bul i1 also crca tes polarized 1hougin: 1he market or planned 
economie.s~ capitalism or socialism. free.dom of indivitluals or chaos, 
God or Salan. This dogma 1ic and an tiutOpian Lhought is ulmost vio­
lcnt in it~ rcspons~ to any atternpl 10 plan socicties and economics, 
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through Keyncsianism. Ivlarxis111. :md ú1hcr socialist proposals for­
,n11hued dudng thc twentfolh cen1ury am.1 afler \Vorld Vv'nr 11. :ind is 
cxplici1ly again sl 1he "social wclfa rc ~tate: • Thus, iL proposcs, 
a111ong 01her thing.s, ~l mininrnlis1 state. or cven 1hc statc's ~tbolis h• 
rncnt, 1hc instalfarion of márke1 mechanisms m ali cco11omic ami 
soci:,1 lcvcls and, a~ a basil· conJilion for develop1ncm and l!volufion 
to moderu and grc~u socic1ics, private propcrty ami free compcticion 
:md tradc. withotn any scate intervention or any fonn of ins1lwtional 
barriers. 

From 1his pcrspective, neoliberal 1hough1 is a highly dogmat íc 
a11d lcgitimizing lheory o f thc ~taIus quo, cxplic iIl y of cnpitali sm, 
:rnd gocs fa r beyond economic 1heoty and policy. The ma rke t 

bt;comcs lhe lirsl and uñiqué i~slillllion necéSSáfy fot any úthcr ,:;oci­
ety and economy. Neolibcralism's me1hodology is intolcram oJ' dif­
fcrént perspcc1ives: its proponen1s had a direct impact in 1he /'960s 
and 1970s 0 11 ~11ch peo plc as Augu< ln Pinochc l and Jennne 
K.irkpatrick (Kirkpauick 1979), who in many case., inclined 1owa rd 
fosci.sm, but have lost any presence sincc che 1980s in LMin Amcrica. 
p:irticularly i.n official circle.s. The dogma1ic, aggressivc, ""d authori­
w í,in form of neoliberalism. as known in severa! cou111ries in Souc.li 
¡\merica in 1he rccenl past, have, with ft>w exceplions. not reap­
peared in most or Lalin A merica during the 1980s and l 990s. 

This <loes nOL rncan 1ha1 ncolibcralism ha, disappeared. On the 
contrary. and as highligh1cd abovc. iss ues such as an anliu topia n 
1hinking (Hinkelammcrt 1984), the conceptual basis on informatio n 
li1ni1a1ions, and the lack of any aherna1ive in a proccss of 1rial and 
error wi1hin free co111peli1ion, nrnin1nin a high influence in L:uin 
Amerita and in most of cconomic thoughl. 

Preliminary Conclus ions 

ExporH>riented indusliialization has bccome the predorninnnt theo­
relicru sd1ool in economic thcory ami policy sinec tite 1980~ in Lncin 
Arnerica. and particularly in Mcxico. As alrcady discussed. EOI is a 
dirccl res¡>onse and altcrnative lo lSl and becamc prccminen1 in the 
contcx1 of 1hc c risis of !he Keynesian welfare staie in OECD nat,ons, 
as well as 1hc in1erna1ional dcb1 crisis of the 1980s and the ovcrall 
crisis nf ISJ. Thc interplay berween dome.stic and ex1ernal 1e11de11cie.s 
in the shifl to EOl in Mcxico will be presented in 1he nex1 chaptcr . 

31 

For EOJ, thc worl<l markec ;.1s the point of refercnce for any eco­
l)(ln,ic unit , a$ wd1 as lhe causality betwecn cxport _grow1h aud e.co­
nomic.: gn.)wth. h. probably one of th~ mosc :sig1iifiG1m t:0nu·ibullons 
Lo 1his sd,ool of 1hough1. Overall ncnlral or hol'i2on1al policics , ,1 
miniin.1lís1 sw1c. :md 1hc appurent "indui;1io11" from macroeconomic 
slabilizailon 10 microecono1ni~ strUdlh 'ál t h~ngc are ~ome of the pol­
icy prescriplions of this st húol. 

ln gener¡1I, thc polic.·y assumes 1h:Jl mMket mt;chanisms havc 
prove.n more t.!ffcctivc for tconontic growth, while sl~Hc 1nu.·rvenlions 
\'1S in thi, cásc of ISI) h:we resu11..,,I in marke1 dis1orLiQ11s. high cco­
nomic and soci::i1 co~Ls. and no overnlJ failurc in mo::.c of tl1c coumries 
following these policies, al leas t since 1hc 1960s. A~ suggcsted. EOl 
prop◊ném~ llave hnd a 1rcmcndous impact on acadc mic ins1irulions 
in che United Statcs, al which most Latio Arnerican ¡governmenL sec­
rclarics and 111inis1crs have. s tudicd s i11ce the 1980s. as well a,; 011 

such mulUlatcral agencies as the \Vol'ld Bank and 1he lnternational 
Monc1<1ry Fund. In differem versions (:is analyzccl in thc ncxl chap­
ter). EOI has b<!come IJ1e econom ic 1heore1icat mainstrcam and poli­
cymaking core of 1101 (>nly Me~ico bu1 of mos1 Latín American gov­
ciilílleíllS since che 1980s. 

Hov..,ever, ancl tt<: discussccl in tkrnil. EOI is only a small siream 
oí cu.rreJtl economic LhoughL. From neoclassical to neo•M:irxi~1 :md 
s1rucwr alis1 school::-of thought. there are widespr ead argumcnts 
against ÉÜ I. Agains1 1he s implici1.y ancl primi1ivencss of EOI, il is 
a\'crrcd 1haL correlalions (berween expom and econo mic growtb) do 
nm pro\le a causal rela1ionship~ lhat is, that cxporrs cause economi.c 
groW!h. Moreover, mcm of 1hese schools of thoug!JI agree thaL lhé 
le1Tilorial endogcntJus growth conditions are of cri lka l imporlancc 
for the respective. cconomic units; in thc bcst or scenarios export 
growlh might be an imJ)Ol'lant condiüon for growLh .. but n0I a suffi­
cient onc ulone.lº 

This is opposed ro lhe vision of EOI. in which the "efficient" 
rclationship of the ecnnc,mic un it with the world markcl rhrough 
expor1s is sufficient t(l explain economic growlh. deve lopment, ancl 
their respective diffcrcntials. Moreovc1\ ami with the exccplion of 
EOI. il is uselcss LO argue in a discussion abou1 the srn1c versus the 
markc.1 in Limelcss ancl spacelcss economic units, since thcrc are mul­
tiple cause s for state i111erven 1ions. For cxample. <liffcrcnt market 
impcrt'ections (from ideas and knowledge 10 dcmaind elasticity for 
specific commodilies :md <)vcrall absolutc advantages (1mong, eco-
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nomic units) or ~pct ific regimcs of acc11m1,1l:lfion or socioeco11omic 
fnstitu1ions legi1i111izc s:1;1lc inl crvcntions al a 11nn. $CC1orial. region­
al. or macroeconomic Jevel. 

11,c carlier sc hools of thought, :1$ wcll a., EOI. ¡;o much dcepcr 
into 1heir respective ,1Jwly~cs and results, J-lowcyer. i1 i~ 1nos1 imp-0r-
1m11 10 u(u.lcrst~tnd that therc is curren1ly an impona nt runl rich di::;­
cussion surrouncling dcvclvpmc111 economic:- 1ha1 in general doc.:s not 
::.cem 10 havc been no1iccd. citlwr by policymakers or by 111a11y ac.a­
demics. Tite .:om¡l laccucy of so many :.tcadcmics, ~11 lcasl in most of 
LaHn Amcr ica. is irnprcssivc and is cJircctly rc l:11cd to critjques 
rcgarding 1he lack of a ltern ativ es LO EO I. As s tatcd, eco nnmic 
though1, from 11eoclassi cal lo neo -Marxist nmhors, prcscnL~ u vntie1y 
oí 1heore1ical ami policy mccha nisms 1ha1 s-o far havc reccivcd li11le 
notice. A discussiou is critical to lhc -apparent '\ lictntcs of the world 
m:-.rkct" nnd globRlization. as well as to macrocco1101.nic s1abiliz¡1tion 
and free trade, among other re)ated issués 

Oil~cd on thc c:Jrlicr sc hools of tho ught . EO I can rcsu lL in pol:lr­
izing economic co mJicions (i.e. , a lack of endogenous growch condi• 
tions. ín which 1.hc cconomic unlts are charncleriiecl by increasingJy 
ol igopolis1ic and monopolistic structurcs and cconomically unsus­
t;tinablc condilions.) Tite increasing polarization of cuonomic units 
as a rcsulL of success(uJ intcgration to lhe world markeL, with no 
linkages wich 1.he rest of thc tcrritory·s economk units. is not consid­
ered by EOl. Othcr issues such as cmploymcnt and income distr ibu-
1ion :irc not an:ilyzed by EOI. And EO!'s rcsro nscs a.re ratb er primi ­
tivc in this respcct: lhe market will havc to crcate che respective 
opportunicy costs and comparat ive advanta ges, although i~ onJy a 
fcw cases do 1hese authors spec ify the petiod in which thcse refonns 
would be successfu l ora( least reac h a leve l 10 be ev"luated. Rather, 
it is suggc sccd that' L:itin America af rer che thc " lost decade" of the 
L9.80s should dcepen stmccural change, with some auchors proposin g 
a ''second gencration" óf rcfonns (Edwards and Burki J 995), áS dis• 
cussed ú1 Chapter 2. 

lnd epen dent of these cr iticism$ , most of the disc uss ion about 
EOI fails 10 considera variety of aspccts. The limitations of encrgy 
ami mauer have been so far ignored-Lhcse processc.s are irreversible 
and can not be solvcd by mark el mechaní sms-a nd the impac L o( 
globalization, which ge nera tes local and reg ional tcnd encies and 
countcflcndencics, has r~ceivcd litt le nttention. Moreover. in iMSt ¡¡f 

this discussion eco nomíc theory has been t!ms far not ablc 10 over­
come "economicism," (hat is. to includc social, polilical. and cuhural 
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as~'>CClS o f ·'endogenl'ity." fvlma imponam. ccnnomic 1heory will havc 
w includi: issucs that $¡;t.m to be rar n1ore significa111 1han priccs a., 
1he m:lin signal of pro<lw..:crs ,rn<l con~umcrs~ indu::;trial organíz.ution, 
int.ranm, and intc:rfirnl rel.ujons. ;1nd overall fimt slratcgies. Thc ~.;)se 
or East Asia. as cx<.11nincd by severa! authors cri1ical or EOI, is an 
importa11l cxa1nple of this issm.':. 

This chaptcr has :1Jso conccn1ra1cd on thc issue of neolibernl ísm. 
Aside from 1he widcsprcad cúnsensus .tgains1 neolibcr~ilism. i1 is 
argucd 1h;1t m.:oliberalism is no1 thc main conceptual and p<)Jicy1hak-­
ing íramcwork currentl}' predominan, ln mO.'tl of Lütin Amerita, ur 
on 01her contincu1s. EOI and neoliber:1tism are conccptually ~1nd his­
lOrically differe111. Evcn 1h(lugh i1 is 111l$$iblc tu arguc that EOI is a 
form of neolibera lism, Lhat st ill has 10 be provcd . theore cically, his­
wrically, and cmpirica11y. h h; nol ~ufficien1 co say 1hat both favúr 
privatizat ion and frce-rnarke1 policies. for cxample. Aclam Smi1J1 amJ 
David Ricnrdo, among many others. hove also done so. This chapter 
argues t hat neo 'libera lism 1hco re 1.ica lly gocs far beyo nd EOl and 
attempl$ to unders1and social, cultural. and economic developme nl , 
"' hile EOI is far more slr ictly cCói1omic.JI 

Neoliberalism is far moJ'e. aggressivc. dogmatic. and authori tarí­
an than EO I. S incc the L980s. nncl particularly in Lhc 1990s. no gov­
emrncru would argue. at lcast expliciily, -~in thé namc of freed-om" 
for aulhoritari~n gQvernmcn1s 10 iinpose eco nomi c free dom. 
Neohberal aulhors are clearly cohcrc01 and consjstent in their argu­
ments: free tradc and marke ts are the solutio n to ali problems , fro111 
com mod itics 10 capital , dnigs, and labor (migra tion), among man y 
othcr issues. Policies ancl statc intervernion in thcsc problems wHl 
cause ncw ,rnd dee per prob lcrns . Such a posi lion would nowaday s 
harclly be adop tcd by áJ.l)' EOI advoca1e; the dictate oJ the wor lrl ma r• 
keL. rathe.r, sccms to be Lhe motto. The historjcal siluallon in Latin 
Amer ica, bul also on other cont inenc.s, from Lhc 1960s and L970s 10 
Ll1c 1980s and 1990s also changed dramacically. Fmm !he perspectivc 
of che 1-990s, the discussion about "national security" and economic 
freedom versus totalilaria.nism has disappeared. Economic units now 
have to be somehow competiUve and integrn1ed into thc world mar• 
kec. Similarly, 1he discussion surrounding the benefils and ev ils of 
TNCs has almost disappeared; i1 is now apparently more a mauer of 
h<,w 10 deal mosl effec cively wich thi s apparent ly irr evers ibl e 

process. 
This discuss ion leads to much of !he su pe rficiality and ignor--.. mcc 

in the curren1 c<m~cnsus againsl neolibernlism. l\ga in. il is po~siblc. 
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lo trace si m ilari1ics he11wecn EO l und nco libc r::tlism- from an over­
wllc lrn in g hdi ef i n t hc market 10 scvc rc rcs lr ic t ion s o n :-ta l e 

actions-b u1 this is 1·101 cnough to <:onclud ..:. lha, Lhe Lwu appr óad 1é.s 
;,re idemical. lf it is a r.gucd that Pinoc het 's and Salinas·~ policic:-.. 
even economic po lic ics. are undiffe rcntüHcd, such a cónccp1ual anti 
hi~Inrical/cmpiric.il v icw obscure., more 1han iI clarifies. And. 111os1 
impon anr. it is imposs ilJlt~ to d isc uss alterna t ivcs fo EOI. ind cpcnd• 
cnt o f thc spec ific rcsults . unck r 1hese te nns. Econom ic deve lopme nt 
thco ry. with im po rt ~n t c hall eng es a nd limilali on s . gives somc 
answcr:- :md in genera l gocs subs1nn1i~1lly beyo nd Eó l. 

Notes 

l. For a 1ooredernit cd analysis on M ex ico . see Cha1ner 2. 
2. TI1c im;-Ome das tk ily oí dcmand refers w 1hc pcri.:e111:,1gc i11c;:rcm1.:n1 

o f 1he <¡u¡m1i1y dcmandcd o f a good or ~ervic.e rcl:11.i"e 10 1h..:. pcrcc nrngc 
incremcnl of incomc. fnco mc clasficitie~ ÍOI' agrfcullurn1 r~,w matcr-i::1ts :irc 
oftcn Jcss tlmn 1. P-or a producer oí tt g iven good or scrvicc. a high incomc 
cla.s1ici1y of demand (gre;1tcr drnn J) mcans lhát demand for thesc specific 
goods or service.s wi l 1 1r-M1sla1c. inw a highcr i ncomc. 

3. The tenns of 1r.adc of a m11ion a re. defincd :1s 1he re la1 io r)s,1ip 
he1weeo 1he priccs of cxports and thc priccs of impo1·1s. Thus. an irnprovc­
men1 (a ris..:.) in thc tcm1s of tradc. implics lhat :t ~iven <¡u'°'ntity of cxports 
represen, a larscr volum.c oí impons. which is ::issmucd to repres en, an 
incrt.:.aS-O in l.11c stand~m l of living. 

4. 1t is importam tD kcer io mind 1ha1 all OECD nations hist·orica.lly 
achievcd an indusrrial deve lofimen l 1hrough suc h policies and .at'gumems. 
Friedrich Lisl ( 1 ~41) is a n e-xcellc.:11t cx.nmplc for such a view i11 111e u iue­
leenlh century. 

5. Cyphor ( J 992} h ighligh1s úic importa n ce of 1cchnology, sincc !SI 
docs 1101 exphlin thc sourcc of the tcchnology 10 be usc<I (i.c .. .)11 inc rcas ing 
1echnologlCal dcpc ndcncc co u ld become one o f the m!l in limiloHfons ;.uuJ dif .. 
licultic.s of such a develo¡nne11t path). 

6. TI1e impact of 1.hCse change.s in u1tivcrsilics in thc Uni1ed States ou 
Latín America ,rnd 01hcl' 11ntions has so for nol rccc ivcd sufticien1ly dcin iled 
auention. As djscussed bv Pe:1cr Gourevilch. based on an analysis oí sevcral 
OECD countries, .. ,he í¿rms and tJ1c ideolog ies of 1he org:1ni7,;.'tlions 1bcm­
sclves shupe che wa,ys in which societaJ ac1ors choose oplions" (Gourcvitch 
1986 , 32). Thís issuc is d iscussed in detai l for che Mexic:m case in C hapter 
2. 

7 . .. i he expel'ience of 1he fü1s1 Asian cx portcrs did severa ! chings. 
Most impor1a111, it pi:Ovidc d concrete cv idence Lha1 a devcloping co untry 
cou ld .:1chieve industrfoliz:u ion wi1hout re lying on domcs(ic mar kct.s 10 
fibsorb :':tlmost ali additiona l outpur. That de11101,s lroted thc fallacy of thc ear-
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lfor viC\.\1 tht11 rndu.l-tl'ializ:uion 1.;ould 1ake 111:ice on ly lhrough impon subSlÍ· 
1u1ion" (K n11.:gcr 191)7, 17), 

S. Tr-P mca,,;.urc, .. ·h:111¡;.i;::,. i11 ou1p111 ¡) t:f ull it of :1II i11¡)UI~ cúmhincd. 
\Jsually c;1p i1:il or l~1bor proclm:ti1.•i1y ,1rc t.:~tl c.;11fo h: cl (i.e .• ch:rngl!s iu o~upu l 
pc;:r (m it ú l' c-api1;1( 01· labor). TF P. howcvcr. auc:mr,1s to me:tSlm.~ the re .::1dual 
inpuls f:or e~pl:1i11i11_g ccooomic gro w 1h. in mosl of 1hc c~1scs dctinc<l as 1ecl1-
nical chungc (Chcnery. Rubi11sou. ;u1d Syrquin 19~6: Elias 1992; World 
Bank 1991). . . 

9. Thc World B~mk (199 1. 45) shows for dcvi:: lop 111g cou,nnes 1ha t 
pl'Oduc1ivi1y grow lh a<.·countl!> íor "mo re 1ha1~ h¡¡l f of 1.hc ~:1riat iv11 in. g1•o~~•h 
r;1h:S :ic ro:;..'\ co11111ties . •. • lt holds :inoss rcgto ns :u1d 1n tl,l ícrcnc p<:r,od:-., 

10. T hi:. ii-st.1e is cr i 1ica l for cconomic policy nnd will be di:,;cul>SCd in 
dc1~dl fo r (\'1cxi(;<)s ecooon1y 1hroughoul Chnp·Ccrs 2- 8. parli c ul :ir l y in 
Ch:1p1crs 5 :md 6. . 

11. Hnlnssn co111111cn1s 011 1hose 11a1ions 1ha.1 llave adop1ed an " ideal 
i11ce11ti ve sys tcm " (8afa ss a 1989. 308), Sou~h Korea , Si11gaporc.~ and 
T;1iw.1n. "The three coun1rics providcd u free 1rade reg ime íor ex ¡)l 11'1~ ~md 
\,~ns u red -stabilil y in the ince nt ive systcin ovcr I imc. Thcy t1lso _grn111ed com­
parnblc lnc..:nüves to expo11s and to import subsli 1u1joo in manufacluring 
whilc 1l1crc was Jinle. d i~criminatio1\ agains1 prima ry acd vilics•• (Balassa 
1989, 3ü 8). 

12_ Sorne or thc. au1hors :.1cccpt 1hc case. of ··externalities .. or spill ovc r 
effecls- rnarkc1 i111pcrfac1ions. sine~ 1hcy •re 1101. i ncludcd in 1he price of lhe 
l'espec t ive goods; and "immiscri ng grow1h"-i~ l which lh~ ex.i_ste.nce or 
r11ono1>0lies (a fom1 of markct impc.rfoclion) lcad:s to n <lc1énor.1h(lO or the 
lcrms o f trade ot' rhc res pec ti ve nat ions lo j u:sti f y suuc intc rvc.ntion s 
(Bhagwa li ,1nd Rilnl:lswam i 1963) . 

13. "Thc-e~is1e11ce of iJ\fafll indus1rles:, o f cases in which Lncrc art.:.. .-cnts 
that migh1 be t:•1p1orcd by appropria1e sumegic 1.rade policy. and of infonn a­
ciona l a iwmmctrics ;md 01he r marke1 impetíec1ions canno1 he doubted. 13u1 
u111il 11té 111a• 11i1udc of 1hcsc phonornena can somehow be measured, or 
ioccntive~co1; patiblc mcchanisms for <.:(.1rrcc:~ing lhCtn can be devised, lheo• 
ris1:, assct ting tl1eir presence are simply providin_g a cartc bl.inc~c for p<>li~y 
111:.,kcrs m1d b11re:rncr;1t.s· to intervene in whatcvcr ways thcy like. and ll11$ 
will si1nultancou5ly be sei1.cd upúo by special ime rests to bols.lcr lhcir cm.is~ 
es" (Krn cgcr 1997. 19). 

14. The théorc1ic:,1l i1l i;oherenc:e of 1his :u-gumenL L~ a "pracLical com• 
promisc bccwccn a free 1radc strmegy, which !ooks good in 1.heory bul has 
1101 hcen prnc1iccd, and thc ISI s1rt11csy. wlnch looks bud u1 1heory and 
worse in pl'aclicc" (Ricdl 1991. 69¡. 

15, Th e Wol'ld llank. for cxamplc, statcs lhal il "has nlwnys viewcd 
indus1rb li7.<Uion m}l :1;s a11 eod in itself. but as a mcans to raisc productivi1y 
and inco mcs. And ;1 is this view 111"1 has shaped an d guidcd lhe Bank's sup• 
port for induslrializution in i1s meinber couou ie~·· ( World Bank 19~7. 2) . 

16. Por a discussion on scvcra.l schools o l tl 1<mghL 011 1hese 1ssues see 
Dussel Pc1ers (1997.17- 116). 

17. "l( w~ abs1rnc1 from othcr causes 1hm may knell thc dc.i1h bd l of 
1hc human spccies. ir is cle:u that nalural re.~ources reprcsent thc 1imi1ati\tc 
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fac1or as t.·oncc:rns thc li l"c :o:;pa11 oí Lh~1l l)p,cdt>~. ti.hn'~ cx i:,tcn..:t.: i s 1 1<:►w ir rcv­
ncablv 1icd w 1hc u:-;c llÍ i;x.o:-:001a1ic íns1ru 111c111s anti hcnn~ to Lh~ use üf mu­
ura l ré:,.omCliS ju~ r ~l., iI ü. I icd 10 the u;;:c o f h ls l ung:-. !'tod of air iu brea 1h ing. 
for ex:Hn¡,le . • , . T herc can be nú clou h1 ahouL i 1: :l n}' use o l' l hc ,w cural 
rcso m ccs for Ihc .s::tt isfoc t ion () f nO(w11.1I nc~d::; me.u,s ,, :-.malle!' qumH ily of 
lifc in 1hr fmurc" (Gcorgcscu· Rtx:ijt:n 1971, 21 ), 

18. for a full discuss io n on st.~vcr::il Scho ol:: of 1hot 1g ht . fmn, 1hc 
Hecksclu.•1·•0h l in .. Samuc1son rnodcJ 1.0 ISJ. EO I. ncw gcow th. and ncw Ha de 
tl1~:ory , i 11d udin g ~11·ucturn l is in , neostruc rnral ism, :rnd regu ku io n theory. 
~•mong ot lti.:rs. scc Ou~::;o.:l Pcte:rs ( 1997). 

19. Thc Cobb- D ollg la~ producti()n functil111 is :.111 c<.1u111io11 th:..11 <ldin..-s 
ph)'Sital ou1put i1:S thc prOOuc1 or b l>4)r :md capi1al. 11 has bcc n domin:rnn iu 
n~oclass ,ca l cconomic lhcory O\'Cr th..:: lasl 50 yc~1r~. 

20. In 1hc bcst oí the cases. opponuníly ros1s diffcr in 11111c; for tx am· 
pi<:, 01>()0tcuni1y cmas of lncreasing t1ualilication or skiJls and/o r cdu<'a.tion 
m ig lu have a posi1ivc iinpacl 011 incomc of iudividuals (and on aggrega1e 
grvw1h) in 1he long ru11, aldl(Htgh it i~ diff1cuh IO measure 1lli~ imp ac l in 
tirnc ancl space . 

21 . Th csc. conccpts c::111 be expla int.\d in th<: fol16wi11g ,vay. Ro rner 
( 1993 , 74 ff.) cxcmpJ ific.s how 1wo nation s (Maurilius ;:md 'J'ajw an) div,erge 
in their respective cconomic g:row th . m:Unly a.s a rcsull of diffcrénl cnhancc ­
menrn and uses of ideas and knowlcdgc, Maurilius concc111ralcd 011 lhc 
cnh aocement of foreign investmc:n1 and in•bond industries. proccsscs that 
recruired a roinim:.11 endogenous leaming proce-ss :rnd tha l privilegcd cxc lu• 
si ,•c)y labot-intensive pt0 cesses. Taiwan, on lh e o ther hand. searched for 
mechanisms 10 use. prod uce. :ind rep rod uce l)f(>(luc1i\1e ,rnd gellera l know l. 
cdgc. both insli1utionally and indi••idua lJy. T hc use, ¡)1'üdut:tio11. and repto• 
duction of this knO\ll lcdgi; is what Jarge ly c x¡,1l1ios thi; cco no mit t.livergc:l)c.e 
betwccn thc countries. Othcr au1hors h¡1vc discusscd 1hc smnc pr<K:e.ss in 
1crms of. a ··self•lcaming pro-ces~" (Dusscl Pclers, Piorc, and Ruii Durán 
1997). 

22.. A regi me o f accumu ltuioo embraces Lhc mos1 imponan t historicaJ 
ph,,:c:e~ e,( ca1)ilalist devclo pment , and is deti ncd as thc long-1crm socio,eco• 
uon,io. domes1ic. :.1nd intemari onal co11di1 ions tha1 coable a 5ustainable rela­
lionship bctw,~e.;n ch~111.ges in 1he strucrnre or p1·-0duc.1io11. di.s1ribu 1íon. aod 
co nsum111ion. /\ mo(le of regula1ioo re:fcrs to the spet.:ific rule~ and socia) 
procc du rcs Llmt gu;mUltcc the rcproductivn oí a given regime of :lCCtnnu la-
1io11, dcfincd by "lhc wagc rt-lution, 1hc fom1 of ~0111pc1ilion bc1wcen c.ipi· 
1als, the form of the monetar y systcm. the spccific rclationship with non~ 
capitalist mode.~ of producüon and witJ1 Lhe world market'' (Hurücnnc 1989, 
199). For ~• di~cussíon of the..<.e conccpts see Aglieua ( 1979); Dussel Pete rs 
( 1997); ,111d Lipie1z ( 1985, 1987). 

23. Krugrnan himself has publicly djst:inccd hi1nse1r from scve 1•;, I .::on­
c lus ions rcgarding ''sirntcgic tmde po licies ." si nce 1hcir ins1rumcnts 4.)f1ly 
reprcscn l optim a! tradc option:s in féw occasions und lhcir costs are in gener­
al hígher 1ha11 wi1h free trndc (Krugman 1987a, b, 1994. 2-56ff.), 

24. O lobaliz:ttion is de.fi11cd here, and will be de\'e lopc.cl rurther in the 
nex t chapte l's as :1 new proces:o-; chal h:.1!-raken place si11ce die 1980:-: :i.nd th:it 
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~~ ck:1c.r.111in~cl l~y .< .1, 1J~c ifo\'c)opmcnt of global comm,odi1y c.haiu~ :md (2) :111 
1111:rcasmg H ex1lnhwtto11 of prod uct io n ns a rcsuh of dilT1:rcn1i.uion (lf pl'Od ­
ucas ,md J e111:·111d, 111ai11ly in OGCD 1K1rions (Oussel Pc lers, Pion:;, :rnd Ruiz 
Ou r:in 19<)7) . 

25. ll 1is co nccp1 c ;rn bi:. 1racccJ back 10 Hirsdu ufü ts h;1ckw;,rd :-intl for­
wanl linkage:.. MüWC\'Cí. "g lob:1I C.'I.Hnmodi1y d 1:1in:-:" rcfers to 1hc 11t;w ili~­
ltJl'it:11 proct.'.ss in wh ich c.om 1nod i1y clrni11s- inpu 1~. produc1io11, d istrihu­
rion/cxpon~. ill ld markeiing- :·irc opcn.utd :11 n global k,·d. 

2(,. In con1plc1c cont rns1 10 PEMÉX, ;l s1atc-rJ\Vncd mo11011-0Jv. is a suh • 
sidiary of ;\ TNC 1ha1 produ.:cs. for cxamp le, in Mcx ico ami wili 1101 inicr­
r~tpL P.rodu cl'io~ iu thc shorr :rnd ff1c:cíium run, despilc clM 1l f~cs in ··¡>ricts." 
sulCc 11 wúu Id m1em 1p1 glob;,I pto duction úf :i.pec ific ¡>n.)tlu..:ts (see Chaptc r 
7) . 

?..?. For Che Mcxi~;~n C3!W, llH.• :tpp;1renl "onlyº ncoJiberal. i'ormcr 
Pn:~idcnt Cá l'IO$ Snlin;;is de Go rla ri. h<t" publi cly d i8UUtccd hirnsclf from 
ncolibera:lism, ~md ls evcn offc rin g all crna t ive." 10 nco l iher:d ism (whic h , 
incide1w1lly, opc nly co111radic1 lhe pol id(~s he pursucd during his presid.cn­
cy) (S~li11;1s J e Gonari and Man_gahe-ir;:1 Unger 1999) . 

28 . For a his rorica l and conc<:-ptuaJ d isc uss ion o f neoliberalisul scc. 
G<\mc,. (1995) ; Gu1iérrcz( l998); m\d Hinkela1111ncrt ( 1984), 

29 . Th is is pr.ob~bl y one of lhe most important ;µ;sum plions Qf nco lib­
t ral thougtu: thc l11n11:11ion on i11fonnaiíon, :m issue tlml h.ts becn adop1ed 
by 01ha authors in ccouomics (Lucas 1985). 

30. T he c.ndagenei1y variAblcs in the contex1 o f glob ali1.atiQn wi tho 111 tI. 
douht, are d iffc::rent in lhc respcctivt~ ::;chóols of'1hought. ' 

, 3 1. Th.is is relcvanl. !iin~c mc,:;l of nuthors and govemmcnl policies in 
t..atm A menca and 01hcr COIHInen1s s incc 1hc 1980.s sce n, 10 be highJy inllu~ 
coced hy "cc·onomic" argumcnis. 



 

2 

Liberalization Strategy in 
Mexico Since 1988 

Expori-oriented indus1rialization 1hcory has had a significan, impact 
on economic policie.s in Mexico ami Ultin Americ¡t. at (case sincc the 
beginning or the 1980s. What. if any, modifications have been rnade 
Lo EOJ during the policy implementaLion process in Mexico'! Whnt 
wc,·c thc spccific causc..s for 1he emergence of a ncw dcvelopmen1 
stn11egy'? 

EOI has becn the 1hcorc1ical inspiration íor Mexico's liberaliza­
' ion slrntegy. ahhough several imporcant nuances have to be scrcsscd 
in Lhe case of Mexico, This chapter prcsenis poli1ical and economic 
causes of EOI and the genera.l guidelines for thc implememaLion of 
EOI ln Mcxico, lca1,1 ing the econornic and politicaJ specifics IO later 
chapters. 

11 is 1101 Lbe goal of Lhis chaptcr Lo give a delailed analysis of thc 
hist<;>rical development of impon-sub~1i1u1ion ind11s1riíl.liza1ion (IS!), 
bu1 10 undersl:md lhe genesis of EOJ and libcralization in Mexico, as 
wcll as lhc socioeconomic co11di1ions in Mexico during 1he 1990s. 
Thc chapter analyzcs in dcp1h lhe liberali7,atiou str:ucgy in Mexico, 
implemenrcd in foil sincc 19$8 und based upon the firs1 Pacto de 
Solidaridad Económica signcd in Dcccmber 1987. This stra1cgy is 
discussed in derail in order to undcrs1:1ncl i1s rheoretical Jinkages with 
EOI. as well as thc "ra1iona1e•· of lhe libcraliia rion strategy. As 
s1-rcsscd earlicr, i1 is of utmost importance 10 have a ele.ar understand­
ing of 1his srra1egy, in order 10 both evaluate its coherence :tll(I 10 
proposc allcmátivc..s in Mexico :ir 1he beginning of lhe twen1y-firs1 
ccntury. Finally. the rheory. policy cohcrence, and rcsulting con1ra­
dictions from tite implcmcntati<m of a liberalization strategy in the 
Mexican case are cxa1nincd. 
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1 rnport-S11 l>stilution I nd uslrial ization, 1940 -·1982 

11 was ¡irobably Prcsidcn l L:í1,,1m C:írdcn,., (1<)34- 1940) who e.stab­
lishcd the íoundation for ISJ iu Mtxko. allhough somc aulhors 1r:1ee 
ISI back cvc 11 fur1hcr (Hawr 1989). l:lascd on Mcxico ·s Rcvolulion 
( 19 10- 192 1 ¡ and severa! dcca clcs of soc i;il and po li1ical wn noil , 
C~\rdenas·s govcmmczu not only elirninated regkmal <.:muli//u.\\, but 
incorpornIcd thcm i1tto its political s1n1ctorc in the urban and J'ural 
o rg::inized sec l<Hs Lhrough !l S)'Slem kno w n :r~ cn,·por,Hfrismo. 
C~lídcna!\ was probubly 1hc l:lsl prcsidc111 wh() aucm1Jtcd to rcalii.c 
somc ot' 1hc revolution ·~ goals, incJuding_ agrarian :mtl labor rights 
~1ud l;1w~. a~ wcll :,s important improvcnient--, in Lhc c.ducaIion Sy$• 

1em.\Vith Ihe emergence of 1he Panldo ele la Revolución Mexicana 
(PRM), la1er 1he Partido Revolucionario lnslitucional (PR I). in i<.l38 
uncler C:írdenas, 1he Mcx ican onc-par1y siatc became incrc asingly 
omnipre.sent and ¡mthoritarian in the following decades. incorporat~ 
ing the workiug class. pcasants, and burcauc.:rats, all ()f which lcgiti• 
ma1ed S1a1e control in Mexico. The hegemoni c pos irion of PRM. 
wh ich init ia ll y inélucled indepe nd en r po li1ica l for ces and 1hc 
Communisl l'any, changed signili cantly l>eginning ín lhc 1940s. By 
thc end of 1he 1940~, mns1 (lf lhc dcmoc ralic and revoluüonary lead­
crs wcrc cxpe llcd from 1hc Ccmfcdcra c ión de Traba jad ores de 
México (CTM) :u1d i1 beca me one of the mos1 in,por lmll insli1u1ions 
for comrolling workers (Cypher l992: GuliérrezGarza 1989; Valdés 
Ugalde 1997). 

Since thc I940s Lhc "officiar· labor movement has been a cencer• 
piece of Mcxico's co rporatis l poli1ical s1ruc1urc. CTM . CROC 
(Confederación Revolucionaria de Obr eros y Campesinos), :ind 
CROM (Confederación Regional de Obreros Mexicanos) suppressed 
cli~sident labor frictions, modcta,lcd dcmands 10 avoid clnss conílicts, 
ami wc(c. the mosc importanl scgmcnl of Ihc PR I tluough un ion mem .. 
bcrship and rclmcd struciur<:s tO maintai n 1he c;iüsting corporaIisI 
s1ruc1ures in genera l, as well as 11\rough specific clec 1ions. On thc 
other hand, thesc officia l pany-unions received in exchange political 
weigh1, preferem ial trea1111en1, nnd co nsequently "sha,re in econom ic 
development from srate authorili es :111cl ins 1i1111io11s. Added to these 
céonomic be11eri1s, thc PRI sharcd and guaran1ccd imporrnnt political 
posts with union leadcrs. Morcovcr, the governmcnt was able to 
coerce 1he labor InovcInen1 sincc it had 1he po\Vl.!r 10 declare. strikes 
illegal, ,vhich weakened po1e11úal indepen denl unions (Bizberg 1990: 
Durnnd Ponle ancl Manuel 1991: Sams tad and Collier 1995) 
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h is also rclev;HH ro poinI oul Ihm Ihe businl.!ss sc;ctor. which was 
no• incorponned din:-ctly inlo thc rnling parl)'. hegan le> increase it~ 
pol i1ical wcigh1 substa111ially :111hc beginning of 1hc 1940s. This scc-
10r. panicularly ln lhe uorth of Mcxico an<l in tv1onwrrey, bcgan 10 
organizc against C'(lrdenas's poliéics ~111d Jegacy. and foundcd Ihc 
firtit oppos ilion pan y in 1939 (Paniuo t\cció n Nacional , PAN). Síncc 
then, Lhl.! privaw sector has becn .. consultcd" cm economic policics 
and c ven had an informal velo ríght 011 1hese IIJpics. Th c Co1\sejo 
Me ,,ica no ele Ho111brcs de Negoc ios ini1i:,1ecl in 1962 showed lh~t 1hc 
hu:sjness sccaor in Mexicof national and transna1ionaJ. was able to 
inc.:011Juralc priv:ue•sector imcrc:-;ts as well as incrense thc ~cctor's 
di1'Cc1 poli1ical inílucnce 011 eco 11ornic poliey (V:ildés Ug:ilde 1997). 
TI1e increasing political ;,ctivi1y of thc private ~ec1or, rhe pai1icipa-
1ion by labor and peasants in rhc corporntis1 politic~II stn Ict11res. nnd 
lhc 1heore 1ica l proposal of ISI nllowe<l econom ic polic ies 10 cnhünce 
induscrialization and Mexic(>.s u1anufac1uring ~ector based on Ihe 
rcvolULionary lcgacy of popu lism and na1ic,nalis111.l 

From lhis perspccl ive, 1he polilical sys1crn in Mexico sü1ce U1e 
1940s has been distinguishcd by a consistenl authori\ar i:m party 
sctup, wiIh ·no alternatives. However. ,he poJilical .sys1cm is -:-ilso 
charnc1e ri1.ed by its iucreas ing "pres idcntialis111" (Zaid 1987), th:11 is. 
a vcníca.l p-olilical dccisionmnking s,ructurc 1ha1 requires PRI and its 
poi ilical machinery to subordinare their imcrests to lhc will of 1he s i1-
1i11g preside n!. including lhc clesignation oí lhe nex1 candidale, This 
s i1ua1ion rcma.ined unchanged un1il thc end of the 1990s. and ~\> one 
of thc main features of the poliLical sys1em wa s the subordi na1ion of 
the privare scctor1 thc lahor rnovement, and the. politic•al stmcturc as 
well 10 lhe will and s1ra1cgy of the presiden! in powc r. Such a poli1i­
cal system is viable as 1ong a~ thc respective supportCr$ and partki­
pants in Lhe corporatist s1ructurcs achicve their own i_rncrests and 
be11efi1s. However, peasants and labor unions , the privare sector . and 
the srntc are not necessarily function:11 in such a political system. In 
diff eren 1 perio cls, Lhey may fo llow econorn ic and politka l agenda s 
Ihat might disrupt an inil ial consensos and that requi·rc cootinual 
ncgo 1ia1ions :ind new fonns of agreemen 1s (Bizbc rg 1990 : Cordera 
antlTcllo 1981: Vnldé~ Ugaldc L997). 

Ernbedded in 1his socü1I and polilica l consens us , ISI becamc 1hc 
pill.ar of Mcxico's modern ization process 1hrough indusrria lization . 
Bascd on mass ivc tr:íns fcrs, bQ1h in Lenn s of h:ud curren,cy Lhrough a 
trade-balance. surplus as weJI a.s labor power, fr.om Lhc agriculturnJ to 
lhe manufoc turing sector, JSI was, at lcast initia lly, of ' ·exogenous " 
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charnc.tcr bec~lus.c most of the tcchnoJogy and capi1al inputs würc 
impon~d, lhough iL was assumcd 1hat fhcr would be :substitutetl for 
by 1wlion.1I productlon in l11c mcdiu.m run and C\'C1l cxpor1cd íu 11tc 
long nm, 

Industr ial policy in prirnary or ·'eHsy" 1$1 (1940-1950) (i.c .. 
rcp l;1ce111en! ()f irnporWI nondurab le with d<)lllCSlÍCílll)' pro<!uc~d 
t.·(nnm<><Jilies), in ,vhich lhl! si.ate had a crucial role in prorno1ing 
inlh1s1ruclurc anti strntcgic st:ctors, accounting ior arou nd 40 percen1 
of hHal invcstmenl t.luring thc 1950s. was 0111.! of 1he m osr signific:.1nt 
mcchanisms for cnhancing ISI. Trade policy cmctgcd asan imporrnnt 
ínstrumem for Mexico's indui:al'ialization andas a sourcc of fiscal 
reve nue. Tariff s. official impon rcfe rence prices. and. mo st impor ­
tant , impc1r1 licenses genernted around 30 percem of the fed eral gov­
cmm cnt's total fisc al rcve nuc i_n 1940 -1955, and arnu ncl 60 percen t 
of all impo rtS wcrc subjcct 10 thcs e tariff ,ind nontariff bar(iers in 
1960 (King 1970; Te n Katc cL al. 1980). In adrli1io11 I<> its dirc cL rar ­
ticipncioo in crcating rhe necessary infrastrucmre for iuduslrializa• 
tion- by such laws as Le)' de Industr ias Nuevas y Neces arias ( 1945) . 
the creation of a dev e lopm ent ban k to finance long-term proj eccs 
(Naciona l Financie ra, 1934) . ami the es tnblishmem of rules to abol ­
ish partia lly or 101ally import tariffs for capita l goods fo r rnanufo ctur­
ing (Regla XI V, irnplemc ntcd in diffcre nt fom,s since 1929) - the 
s ta tc aJso allowcd sig ni fica m ins 1rurnc n1s such as fixcd nomina l 
exc hirnge ra tes an d the crea tion , prote ctio n . and s ubs t i tution of 
do111es1ic co nsump tion and intermedia te goo ds for imponed inputs 
(A boites 1989; Ayala Bspino 1988; Villarrea.1 1988). Un til the end of 
the 1960 s ISI co uld be charnctcri zed as follow~;3 

l. For the perio d 1950 - 1970 . GDP and GOP per cap ita 
increase<I "nnually by 6.6 pcrce nt and 3.3 pcrcent. rc spec1ive­
ly. Manufacturi ng and pan icular ly capital goods, as a resuJt of 
evoJving I.Sl. were Lhe most dynamic sectors of Mexico 's 
economy durlng thii; period. This irnprcssive growth process 
allowcd for íin incre:,sing sharc of invcs tmcnt/GDP, from 7 
perccn1 in 1940 tO 20 percc m in 1970. 

2. The agricultural sec 101·, with a re lativel.y high dy namis m in 
terms of GDP during 1940-1955. began to deteriora te-re la­
tive to the rest oí the economy-af ter tite J95üs. in spite of 
positive grow th rntes. 

3 . Allhoug h the share of manufa cturing in Mexi co 's economy 
incrcased, from 15.4 pcrce nt in 194() 10 23.3 percent in 1970, 
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il was 1hc scrvice se<:lOr. \\'ilh ;l rd :uivc ly cons1an1 slwrc <>f 
the 1ot;il cconorny of :1rou11d 55 pcrccnt~ ,vhich ,.,:as 1hc mos1 
imponan1 sec tv r: 1 Thi~ rrocc.ss con1inuc d thrnughouc che 
I970s. induding 1hc pcriod of secondary impor1 s11hs1iw1ion. 
in which consume,· durahle imports hcgao tu be suhslituted In 
Lhc 19/íO~. 

4. Capital goods reflcctcd lhc 111os1 dynamic perfonuarn:c in 
terrns <Jf GDP from 19•10 to 1970. In s r ite of 1his cvo lu1ion , 
capi,al good5;' shnre in 10ml GDP was only 3.58 petcenl in 
1970. T h,H is. thc lms is for ca pital goods ' rmduc1io 11 was 
nllnim;..I at the bcgin ning of ISJ. anti, in ::;piH.' of impor1anr 
growth rmes. the sociocconomic impact w:i$ still r;:11her srnall 
in 1970. 

5. Mcxico's foreign tradc also changed sig11ificantly during thc 
yea rs fro m 1950 to 1970. Whil~ the c umula 1ive c urr c nt 
nccoum dcf icit rcached $7.7 billion :md was rising, 1he prí­
vate sector>s tradc dd ícit, ::a, fivefold the govcrnrnenl scctor's 
in rhe pcriocl 1960- 197() (Figure 2. 1), accoun tcd for 78 .6 and 
80 percen t of total expo r1s and impo rts. Along with 1his . the 
agricultura ! expo rts' sha re for thc pcr iod 195{}-197() fcll from 
5 1 I<) 38 perce nt in toial cx ports. Agricullur e. 1he main sourcc 
o f nct forcig n cxc han ge. bes ides tou ris m ancl foreign dircct 
invesrmcn1. and wh.ich accounted for e.xporr dynarnism 
beynnd its ow n GDP growt h and the rest of the eco nomy, 
clcclinccl drnsti cally af ter the mid- l 960s. 

6. Change~ in wage re)ations and the production process con::ai­
tuted a cemra l clcment in the case of M.exico's ISI. Sincc thc 
expansion or domeslÍ ·c consump tion and intcrmed iate good s 
produ c1io11 consli tuted the niain endogeno us elcments of ISI. 
the eco nomi c s tabi lity of ISI requ ired an incrc ase in rea l 
wage s to at leas ! a se gmen1 of the urba n popu lat ion.S -n,c 
homogc uizatitm of wage s- rc inforced through new labo r lcg ­
islation (Guliérre i. GarzH 1988}. the abi lity to absorb much of 
the growth of thc coonomica lly active pop ulation within thc 
formal lal>or mnrkcl , and a redi stri bution of income duriug 
1950-1968, away from the poorest 40 perce nt and the riches t 
5 pcrcent-n llowed for an increase in total incomt:: among 1he 
·•rnedium11 de-eilcs of thc income disrribution that cúntributed 
10 incrcasccl government spcnding. However, these new wag.e 
and incomc clistr ibution patterns wcrc only adopted by a seg • 
mene ofMcxico's urban populaLion.6 
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Figure 2.J Tradc lfalance of Pri,v;1tc 3nd Publi, Sectors (1960- 1982) 
(SU.S. b;llion ) 
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As a result, one of thc distinc1ive fc:11ures of Mexico's ISI was 
lhal industry spccializcd 1noslly in production of consumer and inter­
mediate go()ds, while lt continu ed to rcly heav il y on imports. 
Morcovcr, 1hc succcss of ISI in industry depended on externa! finan­
cia! resources, such as thc agricultural ami LOurism sccLors, and the 
implementation and divcrsifica1io11 of tcchnologies introduced by 
TNCs. Taking advantage of 1hei1· markel power aod 1echnological 
ami produc1ivity developments in OECD nalions. TNC s bcgau t() 
domínate in such protected ami fost~growing scctors as Lrans,porrn1ion 
equipment. electrical and nonelccLrical machincry, chcmicals, rnbl>cr 
products, and modcrn consumer goods. A seemingly "peacefu l coex­
istence•· cvolvcd: Statc-owned cnterprises and nalional private firms 
providcd lhc lnfrastructure, producing c;onsumcr anc.1 intcrmcdiatc 
goO<ls, while TNCs, wilh higher 101al factor productivity and profü 
rates (Casar e t al. 1990), conccruratcd thcir activitics in rela(ively 
more advanced 111nnufac1uri11g l>ranches.7 According 10 some ana­
lysts, TNCs contributcd significant ly to the rise in impons ami the 
incrcasing trade deficit, accounting for 48.9 and 115 pcrccnt of 
Mcxico ·s trade deficit in 1970 and 1980, respecLively. Thus, úie most 
dynamic sec1ors of Mexico's eco nomy, and parlicularly thc TNCs, 
were primarily responsiblc for incrcased trade defici1 in the industrial 
sector, as well as in Mcxico 's.economy as a whole (Blornstrom/Wolff 
1989; Jlércs Núñcz l 990a). 

Becausc the agricultura! sector W\tS noL accorded thc same levcl 
of protection as the indusirial sector, its long-run product ion and 
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fiuancing éap,1ciIics werc undermincd. shift ing che '\lmcturc oí pro­
duction 1oward importable ami uomradablc goods (Zahl11dovsky 
1990). Thc inability of thc M.cxican economy Lo "dccpcn" its indus­
lrial strucLurc. in :-;pité uf highcr nominal prúteclion fur c¡1pital goods. 
with TNCs showing higher capitaf,labor ratios. intraindustn:il tradc, 
and impon :rnd expon coefficiems. 1han na1ional íirms. lcd 10 nsing 
propensitics to impon. This h1ck oí depth al~o rc:vcaled progrcssive 
co111radicIions bc1wecn growlh ;:tnd b;1lancc-of •payn 1cnls cquilibri­
unL 

ExLernnl condltion s during thi!; period wcrc. afso advcrscly 
affecting Mexico. Tite nil shock in 1973 widened México1s 1,;urrcnt­
acco11nt dcficit. The colla1>sc of 1hc Bretton Woods System. i11th 1icm 
in thc United Srates. and 1he crjs is oJ' U.S. hcgcmony dirccrly affect• 
c<.I Mcxiéo, cles1abilizing its exchange rate (Dusscl Pctcrs 1993; Glyn 
et al. L989; Schubcrt 19$5). At rhe sa me time, 111os1 of the OECD 
nmions and Latin Amcrica wcrc raccd wlth dccp social a11CI politic:1I 
tunno il. Thc legitimization of 1hc PRI ami 1he au1horitarian charactcr 
of Lhe Mexican stale were profoundly <1ucs1i(med and openly cr i1i­
c i2cd, thc la11cr heing part ly rcflected in the killing~ al Tlatelolco in 
1968.8 

However, Lhe crisis of 1$1 in Mcxieo was primarily .a rcsult of 
domcst ic factors: indusrrializa1ion and moclerniza1ion sincctltc 1950s 
werc. sLill highly dependen< on impons.9 1hc priv:1tc domcstic manu­
facturiug sc.c1<>r was not abk ro go beyoncl "easy ISI" despite a mas­
siv,;, pul>lic uansfcr of rcsources to lhis se, 1or, and tire 111ain linanc­
ing soorce of ISI. ll1c agriculuural sector. reducecl its 1radc surplus 
and began generaling deficils as a result or having financed inclus1rial 
modernization for severa! decades. Structurally, thc incapacity of !SI 
10 cxpand 1he Fordist cc1uation 10 the res1 of thc cconomy also 
demons1rnted the limitations of IS). 

The period [970- 198 1 car\ be vicwcd as a transiüon period,"'º 
sint'C ISI was tml)' 10 be continued :1s a result oJ high exlenial bor­
rowing and a "petrolization" of Mcxico's cconomy, particularly dur­
ing 1977- 1981. Mcxíco's exlernal deb1 increased from $5.97 billioo 
in 1970 to over $70 hillion ir, 1981. Parnlle l to Lhis, massive oi l 
exports dur ing 1977- 1981 ge ncrated as 11111ch as $3 1.9 billion . 
accounting for 72.5 percent of total exporL~ in 1981. Thesc tendcn• 
cies allowed for a coo1iouatio11 of fSI. although lhe unclerlying eco­
n(>rnic s1nic1ures had become •.lllsustainable by lhe late 1960s and 
permi LLcd rcla1ively high GDP growth ratcs: for 1970- 1981 lhe 
GDP'::; average annual grow1h rares for the econoniy and for manu-



 

focturin}? wcre fi.7 :llld 9.4 pcrcent. respectively.11 t-lowever, ovcr 1hc 
period 1970- 1981. thc currcot :,c<!OUOl :ind trnde balances mcordc<l 
acwm ulated dei'iciL, of $52. 1 bíl lion and $28 billic¡n, which m uid 
only be m:magcd Lhrough ma:,;$ivc capirnl inílQws. such as l'orcign 
dchl. Thc pcrfonn,lllcc of Mexico's priva1c sc<:tor was particuhtrly 
tcnunus as it contributed 10 H 1rndc dcfici1 of SJ-1 billion, rc<lucing lts 
sharc in exports from 8J.6 ro 21 . l pcrcc111, whilc its import sharc 
rcm:uncd rcla tivcly const,1111 at 70 perccnt ( llaneo de México 1')92). 

h is rele\'.1nt 10 stress 1h~t1 thc foreign debl crisis hacl ;1 lrcmcn~ 
dous impnc1 on Mcx ico's ('conumy and on the. overnll economic 
impasse. As, a rc~ult of imematiornrll lcnden<:ies und 1hc crisis of ISI , 
Mt.::xi<:o's ncL 1ransfe1· of resources (i.e., ali capi1al incomc minus 
profits and net interes1s) was po·sitive for 1960 - (979 and bc.::ca1nc 
neg.itivc for 1980-1 987. Por 1983- 1987, for cxample, Mexico's net 
tra11sfer of resources accounted for lln annual average of - $9.8 bil­
lion, -3 5.8 percent <1f exports uf g,oods ;uid services or 6.3 perccnt or 
ils GOJJ (C EPAL 1990); chus. w hile its GDP had o nly incrcasc d 
mmually on average 1.0 pcrcent far the period. Mexico was transfcr­
ring 6.3 pcrcem of iis GDP. Foreign debe service had a significam 
irnpact not only on economic gmw th f'or thc pcriod but also on the 
físcal dcfic it and inflalion rates . as wcl l as 0 11 au overa ll reduction of 
the. govemmcnt 's invcslmcnL and experidilures on social policies (see 
Chapler 3) . 

From Lhis pcrspcctivc Mcxico 1s crisis in 1982. ini1ially a rcsult 
of its inability 10 service ils rore ig n debl. rcílccLcd sim ilar symp1oms 
faccd by ISI during its beP,innings in lhc 1940s in thc maoufacwring 
sector. These wcre an exccssive scalc of ll1e techno logy emp loyed 
with a con timsous exccss capacicy de¡>ending on tl1e domcstic effcc­
tive dem:.ind and a high dcgrec of capi tal-costly vertical ami horizon­
tal integration, capi1al-intensive iJ1duslTializ.:11ion wi th a high dcg .. cc 
of conceuirntion of ownership and noncompctitivcncss. and, finaUy. 
its i11capac ity to produce thc re<Jui red forward and backw:trd linkages 
into proclucts and processes (Habe r 1989). 

J-lowe ver. :,s had also occurrcd al the beginning of the 1wentielh 
century. 1S1 in Mexico mádc lirtle progress in developi ng cndogc­
nous g.row1h condiLions. As exarn i-ncd in Chapter l. the exclusion of 
a m"jo rity of Lhe population from new consumption panems did 1101 
provide a sufficient cndogenous growth dynamism. as happcned in 
other OECD na1io11s. Moreover. 1hc owne rship m uc1urc- based 011 
"pc:,ceful coexisrence" betwccn TN Cs, tite domcs tic prívate sector. 
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and 1hc s1:11e, in which che fonn:cr importcd alrc;t<ly u<.·.uted 1cchnolo­
gy and inpu,s-and 1hc highly protti.;1ed and subsidizcd domt..·~4:lic 
market (wh1ch <lid 110 1 create suffic1l~1'll incentives to cxporL ~rnd 10 
dcvclop 11.:t.:hn<>logics domcs1ically) wcre ~orne oí 1hc funJamcntal 
cúns1raints on Mcxico's clevelopmem str~uegy. Thus, áflcr adopt..ing 
forcign tcchnology and meLhocls. in spitc ol" high CDP g1'0\Vlh ratcs 
and .a rcl:Hivc ~ubstitucion or consumer gond imporcs, manufac1uring 
w~is unnbJc 10 upgradc ancl dc\.'clop forward ancl backw11rd link¡tgcs 
and w consolidare further stagcs úf LSI. 

T hc historical c-ollaborntion of thc. priv..iLI! sector wirh 1he gov­
cmmcnt cvolvcd to incrcasing confrontation and strugg1c in which 
business openl)1 .snpported econ.omic rcíorms againsl Lhc g~>vern• 
rncnt's populisL economic ant.l .~ocial policies, :¡H leasl sinc.:e thc gov­
ern mcnt or Luis Echcvc rrí,i ( 1970 - 1976). The foundation o f Consejo 
Coo rd inador fünp rcsa rial (CCE) in 19 75 (which bec;1me the top 
business ol'ganiu ition in Mcxico as parl of thc prolifcration of private 
business organizations) allowed for dir~ct ancl incrtas ingly ac1ive 
eco nomic nncl political pressur,c and added toan ideologica l offcn­
siv c aga ins t 5tatc inie rve ntion ism (M illán 1988; Valdés Ugalde 
1997). Massive public cx penditores during 1978- 1981. revived with 
the expansion of significant oi l cxpor1s and 1he nationalization of 
Mcxico 's banks in 1981, werc probab ly thc last anempts to allnw for 
an opeo state inrervenlion. allltough il socí:llized lhc losses of the 
banki ng sectc¡r, which was technica lly bankr upt (C yphc r 1992; 
Dussc l Petcrs 1993; Tcllo 1984). 

T hercf ore IS I \vas lruncaled in bo lh eco nomic and pol itica l 
tenn s . The cconomic ami politic al model o l' 1ST in Mexico had result­
ed in a p,;vaie sector unable to develop suflicicnt ly beyond the first 
stages of ISI nnd failing to gencrate endogcnous grow1h conditions 
ami m:1crocconomic sus1ainabitiity under the ecouomic ~u1d poHtical 
lutclage of Lhe stale. Moreover. international financia! instability and 
dorncs1ic cconmnic unc:crtainty-s uch as 1he economic crises of 
1976 und, most imp<1rrnnt. 1982, as well as acceleraling inílation in 
thc ear ly 1970s-resuhcd in inc rcas ing losscs f<,r both the priva1e 
seclor and workers, including the officia l organized labor movemen J. 

The abovc e l(lmcnts paved tlie wa)• to thc brcakdown (lf four 
decades ofM exico ·s rsr, the "Mex ican miracle," a11d ind udcd inicial 
debates about lhe corporn tisl and authorirarian polilical sys1em and 
"p.rcs itl~~,i~1is~1," ll1c figh1 for 1hc rmlion (Cordera and Tel10 198 1) 
and the deba1e over its future erupted. 
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Mexico's crisis in 1982. which iniIially rcsullecl fl'om thc privacc and 
public sectors· inahili ly 10 sctvicc foreign debt. was 1101 a solvency o,· 
liquidity (.;risis, but instcad manifestcd Ihe unsus1t1inability of ISI. Oíl 
rcvcnue~ ancl 1nassív~ iJ1tcrn~1ion:1I crecti1~ ha<l nol' been suff icien l 10 
íinancc 1he cr is is of ISI sincc lhe 1:itc 19()()~. 

The specific international con<li1ions- and parcicularly thosc nr 
1he Uni1c-d Sti.lles. which gencratcd incrcasing trad.,; dcficits and con­
sequenily. a demand for capil:II irnpons in 198 1-h ad 1101 allowcd 1he 
··rccyc ling" or ,,Id i111crna1ional credils for new ones since 198 2. 
Par:,doxica lly. i1 was 1he demand for capi1al by 1hc U.S. cco nomy in 
i1ucmationa l ma1'ke1s that increased in1cre~1 ratcs ami changcd capJ .. 
tal ílows 10 1he Unitcd S1a1es and oll1cr OECD na1ions. rcsul1ing in a 
massive imerna1iom.tl inability 10 scrvice ex:tcrn:1I dcbt afccr 1982 and 
causing thc intcrnallnnaJ <lc.bt crisis oí the 1980s.12 .MOl'eover. in 
1979- 1980 a 1wofold increase in oi l priccs .caused ex:iggcrnlcd fuiure 
oil rcvcn uc cs1imations by Mexico's goven,m ent (Gu rrf:1 and Angel 
1993) , whil e prices bcgan 10 foil in 1982 and cventuall y collapscd in 
1986. Finally . 1he crisis of U.S. hcge rnony implied 1lw1 u,e Uni1cd 
States in 1he 1980, was no longe,· ablc and willing 10 pay 1he cosls of 
financia! s1ability in tl1e ca piial is1 world econo my. as il had done in 
thc l 950s and l 960s. In respo nse. 1.he Uniled S1ates followed a much 
more se lec 1ive policy 1ow:ard thc periphery, parlicul ar ly f:1voring 
Mexico in Lalin Amcric:1. ci ther dir<:ctly and/o r indircc tly through 
muhila1cral agencies . Thc importanceof Mexico to tl1e Uni1cd Sta tcs 
was dcmo nsu·ated by frequent deb 1 rescheduling af1er 1982: Mexico 
was onc of the main beneficitiries of lhe Baker initiativé in 1985; it 
was also allowed to be lhe first nall()n to implc.mcnI ::in "cxit bond:;" 
system in 1987. Mcx ico 's ovcmll lnidc liberaliza tion ánd applicmion 
10 Lhc Ge neral Agrccmc111 on Tar iffs and Trude (GATT') in J 986 werc 
also signific arn in 1his context . In 1he 1989 reschedu ling oí Mexica n 
deb1, mul1ila1eral agencies providcd 20 percent of 1heir 101al funds Lo 
Mexico ms conceded by the Brady iniliative. Thc ngcncie..~ rescucd 
Mex ico ftom tolal bankruptcy , but alsc) prcvcn tc<l an inlcmational 
'"deb1or c(arlc l" (Cas1ro 1985) . 1-lowcvc r, it was Lhc En1crprise for 1he 
Americas [nitiaii vc, aud particularly 1he ·North America n Free Tracle 
Agrccrnen1 (NAPTA). implemcnted 0 11 Jan ua.ry l , 1994. which clear­
ly rcflccted 1he increasing se lec 1ive interest of 1he Uni1ed $tales in 
1enus of favoriog Mexico over the res, of 1...atin America. 

T hc pcrio d l982 - 198 7 :;hould be under:;cood os ü lrun:iition peri -
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c,dn to managc 1he sociali1,alion of econorn1c crisis.1·1 incl udif 1g the 
lai lure uf a gradu:,I appro ach 10 liber:iliw 1ion tha1 ended in 1987 
wilh :111 inflariou ra1c. of 159 pen.:enl :m<l ¡1 fiscal dcficit of 16.1 per­
t.:ent of GüP. ;1s wcll ;,s a drastic foil in GDP, investmcnts. and over­
al l c,:onontic aclivity and in thc increasing prcssure rrom fo rc il?n 
dcbt scrvicing and by muliil ate r:il age ncies . ln lhis con1ex t. 
December 1987 m:arked 1he culminaiion of 1he CJ'Ísis or ISI anrl 1hc 
hcgioning ora ncw soci('t-ect.)nomic dcvclopment s1rnccgy: libcr:.,Jirn­
l ion strntegy. 

Mexko'~ poJitical !-y.-~tcm w:ts in general dis:.1rray when Salinas 
de Gonari 100k po ,IICJ' in 1988, Í'rom as carly as 1he beginning of 1he 
I9 70s an importam scgrncnt oí thc prívate i:;ector h:id srepped m~icle 
from 1hc 1rndi1iooill subord inalc poli1ical ro le i1 hnd playcd sincc 1hc 
l9 4-0s and developed an active and ag_gressive s1ancc agaiost che eco­
nomic ami poliIical leg:1cy of thc. rcvolu1ion1 stale intervention. and 
ovcra ll p()pulisl policics. This devclopmenl was :~so reflectecl in 1he 
incr...:a.sing iinportance of PAN. Thc· debate over Mex ico~s mixed 
economy and srate intervenrion, as well áS thc refonn of social and 
labor laws . had been political ly exireme ly acu le si ncc 1he 1970s 
(Valdés Ugalde 1997). On 1he olher h;mcl. one of 1he s1riking fealUrM 
1>f 1he Mexic:111 poli1ica l sys1em lliroughout 1he 1980s and afler 1hc 
dcbt cris is was thc consolidaLion of the pact between labor m1d tbe 
s1atc (Sams lad and Colli cr 1995). Dcspi1c 1he labor mc¡vemen 1·s 
overn ll losses 1hroughou1 the l 980s in such arcas as real wages and 
cmploymen t gencra1ion, and :m overa ll decline of its living s1andard, 
the organi ie d anc\ oftJc ial labo r moveme ot beca mc 1he pri ncip al 
soci::íl and poli1ical suppor1 of 1hc govcrnment. The unions 1ightened 
thcir authoritarian and hie(::trchictd contrc)I :md began a drnmatic 
decl ine in 1hcir ovcra ll political and social lcgi1imacy. As a rcsull of 
1heir subordi na1ion wi1hin lhe corpora 1is1 political sys1em (ancl i1s 
cri sis). lradilional unions began Lo expe riencc a signiíicant dc 1cr iora-
1ion in lhcir organiza tion as a whole (Bizbe rg 1990) .15 

A rcla1ivcly ncw social actor began to develop in Mex ico in the 
1980s. Adding 10 1he chann of EOI. a new genenui on of policymak ­
ers, mostly economists who had studicd in academic in:jLitutions in 
1he Uniled Sla tes where ex pon-ori e nted indus1riali1-a1ion was Lhe 
concep 1ual mainslrea m. permilled the implem en1a1ion of liberaliza­
lion s1rn1egy. His1oricall y. in Mex ico si nce lhc 1940s few high­
rankin g policymakcrs had bccn eco nomis1s. Since 1he en d of the 
I960s :t numbcr nf economists had begun thcir poli1ical careers as 
polilic- ions, ir,cludiug R,:u~I Sn.linnt; Lo:umu. fnchcr of Cnrl('>~ Salinas 



 

50 Polodzmg Mt•,n r,,1: n,,, l111poct of Lilhrmllwlum Stmt.-:,:y 

de Oo n,Hi . as secrew ry 0 1 Sccrc1:irfr1 de Co merclo y Foincmo 
lmlusl rial (SECOFI). Sine.e lhon lhc proporlion of cconon11s1s. who 
stuUied 1nos1ly in Mi.;.'<ico a1 che Universidad Nacio1wl Autóno1ua de 
Méx ico, increascd (L indau 1993) . The incor p(u a1ion of tliis ncw 
bree.ti Qf policymakers in che govenunt nl has achicvcd :1 new qnalit:l­
Livc Jcvd since the govcrnmcn1 oí Cario~ Sa lina.~ d~ Oonari: ninc out 
oí 19 secn~I:1ries ancl Ihc presider11 wcre eco1)omists~ oul c)f which 
five had camcd their las1 degree in 1he Unitcd Stalcs. Furlht!rmorc . 
thc 1l1ree main c<:onomic d~p:.trtmcnts (Secretaría de l'rogrnmad ón y 
Pr t:sup ues 10 !Sf>PI, Sec re ta rí a de Hacie nda y Cl'éd iw Púb lico 
IS HCP J, and !iECOFl ) wc re ali headed by eco norn,sts who had done 
graduatc sludics at M!T and Yale (PEF 1989b). 

fina lly. il is won h mc111io11i11g U1,11 dul'ing lhe carly 10 mid- l 980s 
1hc to rporntisl poli lical sys1em embodied irt thc PRI and prcs iden tial­
ísm wa.s in it..,; tleepes1· crisis since i1s bcginnings. Salinas de Gor1,ui 
was clcc1ed wi1h <)nly 503 percc nt of thc vo1es ancl confromcd mas ­
s ive pro1es1s by op¡,os i1ion pariies :1s a result of 1he electoral fr aud 
and au overall lcgi1irna1ion cd sis . PRI was slill diges ling lhe mos1 
impor1an1 split in i1s histor y when tite Frente Democr:ílico Nac ional 
(F ON) emerged shori ly befo re thc 1988 cle~1i1m ª~ ~ ton li lie>n of 
social movcments and im1xutanr po1i1ical figures-oí PRI itsc)í' c.. and 
01hcr social movements and poli1ical par11es of lhc lefl. Thesc ovc rnll 
tcndencies reflectcd a total loss of 1hc syst.em 's credibilily arnong 1hc 
popufalion, bu1 also ge nera1ed high expec ta1ions of 1he new pre si ­
den!. Mos1 remarkab ly. ,rnd i"'Jc¡,cnden1ly of 1hcse tendencies. 1he 
Slruc ture of pres identi a lism had remain e<l un touc hed (Sfo c hez 
Susarrey 199 1; Zaid l987). 

ll was un<lcr 1hcsc conlli cH idclen and co mplex domcs tic :md 
in1ema1ional c,¡ndi1ions 1ha1 Salinas de Gortari . minister of SPP dur • 
ing 1982- 1987, and his adm inis1ration, supporied :md pressed by tite 
privare sector,11 becarne the starLing pc)inL úf the new liberalízation 
s1ra1egy ia 1988. Mex ico's stratcgy was conso lida1ed by mcans of a 
se ries of pactos económicos (econo mic pacts) , 1hc lirst one be ing 
issucd on Dcce mber 1987. The pac1s. which inclu<led wagc ceilings 
and allowed for an ex p<>sl inclexing of wages . were 11ego1iatcd jo i111-
ly by union officials. thc govemment, and rhe prívate scc1or. l' hcsc 
pacts became the ccnccrpiccc of thc new strn1egy under the Sa li11as 
administrati on, which Zcdi llo continued wilh few changes af'le-r his 
election in 1994. 

JL ís in this intemationaJ and 11a1ional economic conIexI thac 1hc 
major pil lars :ind guide lines of this strategy or libcrali1.a1ion were 

Ub~mliwtm,, Stmkgy in 1\.fr xic11 Sino.: 1988 51 

in1rod11ce d (A sp e i\r mcl la J\/93 : Cúrdo ba J 9Y 1: Gurrí a 1993: 
Mar1ínc1JF(irber 1994: Zabludovsky 1990: Zcdi llo 1994: Figure 2.2) : 

l. rvlacrocco11óJ111c pt1licies wi.:rc. 10 "indw..:c" thc proccss of 
microecono1n.ic :md scc1or:,1 grow1h ami cleveloprncrH, th~ll is. 

ali ~cmornl ,111d sp.:cific policícs wcrc 10 be abolished in f:tvor 
or neutral polides. Signific,mt saving.s in rcsources dcslined 
for clirect or indlrecc sub~idies, including u·ade (m<l industrial 
púlic iés, fo r exnmplc, wcrc expec lecJ (sce Char►tcrs 3 ¡ind 4). 

2. The rnaiu prio ri ly of che government w.as 10 sl:)hil izc lhc 
mncroeconomy. Since 1988. lhc governmem views con1rol­
ling inllaiio n rotes' ' (0r rela1ivc pr ice-5) and thc fisca l def icit, 
,tnd at1nictio11 of J'orcign investtnems (1hc main fina nc ing 
:-.ourcc of the ncw SLr:Hcgy. since oil rcvenues and massivc 
forcig n cro;cli1s wcre 1101 ava ilable and/or sufficien l) as 1he 
mnin macrocconomic variahles or prioriLies of lihernlfaaLion. 
backed up by rcst ric1ive 111oncy and c re-dil p olicies by the 
Banco de Méxko (see Chaptcrs 3 and 5). 

J. The (nomina l) cxchange rate is a resul1 of co m ,·olling 1ho 
inlh! i<m rate. Since thc conrrol of inl1mion mle is one of thc 

Fig ure 2.2 Libcrali7.alion Str.llcgy 
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pri oricic:,; of macro cco nom ic s1abi f izaLion. 1hc govcrnm en1 
wiU 11ot allow for dcvahJ:1Lio111 whi.ch will have r111 imp:u.:( on 
i111la1ion as a rcsuli of imponed in¡J111s (s.oc Chapcer J) . 

4. Suppone<I b)' 1hc rcpnva1i:ia1ion nf che b-anking sys1em hcg in­
ning in the mid - 1980s, and thc ,nassive p riva1izat ion of .\l;Hc­
ow ncd industries (por nestt1toles), the M exic fnl pri va1e SL•c.:1or 

wa~ to lead Mcxico' s economy 0111 of thc '"lose <lccadc' ' ofthc 
1980s 1hrough cxpon s . Thc mass ivc i mpon libc raliza1ion 
process . ini1i:11ecl 01 1he end of 1985. w;is supposc<I to suppon 
the pri vmc manufac turing secwr 1() oric111 i1 toward export s as 
a resull of cheapcr inlcm:uion::il impon s (scc Chaptcr s ] ;md 
4). 

5. Government po licics toward h1bor unions were or utmost sig .. 
nifit:ance. As rel1ecaed in lhe resp ec tive pa ctos, ún ly a few 
(govcmmem-fri cndly) labor union s wcrc dccmed acceptablc 
to ncgútkttc inside fi m 1s nnd wiLh thc govll.mmen1119 whih; 1he 
re.si wcre dcclared illcg:ll. with fc.w excep1ions. This process . 
which has included violen1 disrup1inns of imlcpendem labor 
unions, has since. 1987 made national wagc negoti.-Hions in 
Mexico possibk wiLhin thc framework of 1he rcspcc1ive cco­
nornic pac1s (see Ch:1p1er 6). 

Thus, in general t.h~ smuegy adoptcd sincc 1988 c:1n be secn as " 
rapid accclcrmion of wh:11 hacl already becn i11icia1ccl <luring 1982-
1987. From lhe pe rspec1ivc of 1he Salinas admini s1ra1ion, che foilui-c 
oJ' gradual refo rms :if1er 1982 aod mou111i11g u ncenainty lcfl 1he 
Mcxican govenune nt wilh no other altcmat ive-but 113 rely economi• 
cally more benvily on lhe U.5. economy and overall libernliza1ion. 
s incc che Uniled Sca1cs- accounting hisloricalli • for around 65 pcr­
ccnl of Mexico's toial i111por1s aud exports-wou ld be lhc main dcs­
lin,Hioo for Mexico 's gr<>wing ex¡lor1s. By che end of Lhc 1980s, 
interna1ional pn:.~sure fron, mullilatera l agencie s (SHCP/BM 1995) 
and from 1he U.S. governm e111 plared an impor1a111 role in conlinuing 
and incensifying !he mensures ini1iated afler 1983. ·n, ese mcasures 
consis1ed of cu tback s in public spendin g, priva1iza1ion of sia 1c ­
owncd cnicrprises. excha11.ge rn1e adj us tment::;, and rcorien1,.¡11ion of 
the gencn~ized subsidy schemc for "horizont al" policies, and, in ~ 
few c::i.ses, active promollon of export .. oriented manufacturing activi­
ties. MoreoveJ', Lhe guaramec of cheap labor cons!li luted a crucial ele• 
ment oi' Lhis S1Ja1egy. These cle111en1s werc expec1cd 10 improve 1he 
growth or private investmems and tota l folclor prl'>ductivity, 10 

53 

enlrnnc·c the tr;111si1ion toward ex port •Oric111cd spec ializ.at io11. aud 
~uhscqucnt ly Lú llave ü posit ive irnpact on ovi.::rall econom ic grow 1Ji. 

Fin-.1ll)'t ic is rclevan l to ~tre~s· thal 1he rapid imposiLic,n of libera!· 
i~ation in f\,kxico \V:.ts possihlt.~ as ,1 resuh of thc still .. exis ling polili• 
cal and corporatis1 s1rw.:1ures (pre$ide1Hiálism). Lhc úngo ing CDllabo­
r:uion hctwccn oí lhc gove rnmcm ami main laboJ' unions. and thc 
1,bsolu1e majori1y held by PRI i11 both lcgislativc chambcrs . Thcse 
pecu liar ilics all cnvcd for quick cha ng:es of laws dalin~ from 1hc. 
1940s affec ting land tc nure. for eig n iuvc~lmcnts. Hade, and {~ven 
NAFTA. as wcll as specific laws lo incrrase 1axts dur ing the 1990s. 
In rnos1 oí thcse cases l i11lc puhlj c discusslon wás allowed, given thc 
din1en~ion of the respt.'.Clivc changes . 

Tite Liber11/ízutio11 Stml egy Afie,· tite 1.994 Crisis: 
T/Je "Seco11d G1!11er11timr" of Reforms 

Thc go1•e.mm c111 slres sed Uial 1he •·puli1ical and Cl'iminal eve111s" 
(8nnco de Méx ico 1995. 23} as wcll as the " policy error s" of 
Decembcr 1994 werc responsil>le for 1hc 0111brcak of 1he crisi s of 
1994- 1995.20 Most remarkab ly. up to 1999 Lhc governmcnl had 1101 
hcen abJe to prese111 a clcar analysis of ú1e lcssons drawn from the 
crisi s. In the bes t of cases. and this view was adoptcd intern:Hionally, 
the Mcxican cri~is was addressed as a "financi:t1 cris is/ '21 

From thi s perspcct ivc~ thc Zedillo adminha.rJtion was relativcly 
<.:oherent wil11 regar<l to líbernlizc.Hion ami particularly to its macro .. 
economic prioritic s (comrol of infla 1ion and of lhc fiscal deficit, as 
wd l as a11rac1ion of foreign invcslments). lt is importanL 10 under­
stand 1ha1 lib enilization s1ratcgy si ncc 1988 remained. wich few 
changcs . rélatively unaltered until 1999. Afler 1he cris is and bc¡.:-in­
ning wilh 1he Zedillo administrntion, thc Plan Nacional de Desa1·rollo 
1995-2000 (PEF 1995) sircssed 1he need co incrcasc clomeslic sav­
ings through expol'ts and forcign investments. wi1hin "fundam en1al 
macrocconomic equilibríumf ' (PEF 1995. 145) ( i.e., markct -friendly 
macn)CC.Onomic pol icies as di.scusscd with in the. EOf framcwork). 
Jui1ial dcpar1ures from libcrnlizacion slra lcgy afler 1he crisi s. par1icu­
iarly regard ing_ industria l policyl2 werc. abandoned ancl viewed as 
unnecessary afler 1hc p ost- 1996 apparcnt rccovcry of 1he Mexican 
economy. 

11 is in the contexr of 1hc crisi.s of Decembcr 1994 Lha1 lihernJiza­
tio n slra1egy pro pose d a ·•sccond genera tion ·• oí rcfocm ~: 
.:Macrocc<momic stability and thc rcmoval of ;11localion tl.istortions 
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will he. nl!'<:css ary, bttt 1..·1..~rt.al1,ly not suff1'..:icr11: · (Edwards and Uurki 
199:\ 9}. mearlin g that libeJ'alization will havc to be dc..;pcnccl lo 
:\chievc soeces$. T hls vit:w acknowledges that Jibcraliz;11ion has 
alrcady becn s11<.:n·ssfol for macroeconomic priorith:.s. as wcll as pro• 
ductivity and e.xpon grow1h, blH futurc success s1i1J r~quircs thc 
rcmoval oí profound disrortions. par1icul:11rly in thl!-l~ibor m~u·kct ami 
rcgarding soci:11 i.ssues anti $Ocia! sccurity. (n general. this view 
s1resses 1ha1 1hc direction of rcforms is C(lrrec1, b111 1hcy 110\V havt~ to 

rc,ich IO thc privmizati(m <'lf cducation nntl soci:tl sccurity nncl tht.! 
;.1bolicion of labor law~ :\nd ,ni11i11111m wages, for cxample. 10 corre-el 
1mlil..:.ics that hav~ gencratcd pcrvcrsc inccnth·es ami hindcred grow1h 
( World Bank LY95a. b). From 11tis perspeClivc libcr.1liza1i<m st ill has 
a long way 10 go . 

Up 10 1hc cnd of 1999. thc Mexican govcrnmcul cont inued wi1h 
few exceptions tt..1 follow libe(a0:wtion. The comínua1ion of ma.cro­
cconomic prioritic-s ::trnl 1he privalc cxporr-oricnled sector as 1hc 
bnsis for cconomk gro,vth, priva1i1,.ation tmd impon liberali1..a1ion, 
anú abolilion uf ovcrJJI subsidies for good!) ami $Crvict.s--c ulmina1-
ing ai 1he beginnjng of 1999 with 1he cnd of subs idies for 1orlillas 
and most '' basic food basket" commodi 1ies-r c flcc1 this. procc s,. 

Probably 1he most signific:1111 incohere nce of liberaliza tion siacc 
1988 has been lhe massive public bai lou l of 1he financia! sec 101· in 
1995. Thc priva t.ii.ation of si.:itc-owncd banks at lhe beginning of thc 
1990s in 1he con1ex1 of libera lizat ion rcsu llcd in a cred it· boom for 
consumer goods aod l'Cal c~tatc. Givcn the pú$Ítive cxpcc1:nion$: tha1 
Jibe.nlizaIion geaerared under rhe Salin as :1dmi11is1ratiún. both 
naüonaJJy and in1enrntio11ally. as we ll as lligh real imercs 1 ra1es, the 
criSi~ of December of 1994 resul1ed in :1 massive amou nt of bad 
loa.ns for lhe rcccnrly priva1i 1,,ed financia! sector. Toe governmcnt. 
howevcr1 contrnry Lo i1.s policy on social issucs, small and medium 
enterpdses, subsidies, and industrial policy, <lccicJcd to stage the hail• 
001, witl1 a cos 1 of a.round 19 pcrccnt of Mc xico 's GDP. 

Contradictions of the Liberali za tion Stratcgy 

Liberalization gives priorit)' to macrocco no mic Slftbilizaiion (co n1rol 
o.f inílation and the fiscal deficit and atLraction of forcign invcsL• 
men1s) and 10 privai e manufacture of cxpor ts for economic growl h 
~nd overnll developm cnt. l-lowe vcr, what are somc of the resu lts uf 
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lhis slratcgy'! Sorne of these iS-suc$ havc already been outlined in the 
prcvious t:hapte1· in rcgard 10 1hcú1•e11cal contradiccions of OEI. 
N .. wel'lhelcss~ i l is imporrnni 1_0 :1n:1lyze 1he following in thc actual 
case of Mcxico 's libcmliz.ilion s1rn1cgy : 

l. As :1 N suh of macrocconc,mic st:Jbilization. par1icularly c-On• 
trol of infl~ilion and thc fisc::il dcficit, many polic ics used 
undcr ISI. huLal.so undcl' 01hcr Slratcgics ¡tflÚ in 01her nmions. 
will be l'unctÍ<mal and s ubord i11a1e 10 libcra liza1ion. Thu s, 
i11dus 1rial and 1rade pol ic ie~: publi c ex pcndiwre s in edu ca­
üon. agains1 poverl)', and for other soc ial purpo ses : a nd pub­
lic invesunems will be subordinated (in a minimatis., or lean 
stme) 10 thc successful dcvclopment of the private and exporl• 
orieJUed manufacturing .sect0r. Howcvcr. is it possiblc Lha1 all 
(oral lcast rnost) finns, set Lors, an<l rcgions ac.ljust in tcnns of 
libcralizatio n's proposcd ex port oricnia tion? What hr,p pens 10 
firms, housebolds. sectors, and regions tha1 are 1101 able 10 
in1egra 1e wi1h and link directly to 1he world ma rke t? 
Ass um ing horizonta l or neutral po licies. liberaliz,11ion does 
no1 prcsent nn answcr 10 these socioec.::onornic condiOon.s­
particularly for fimts lhal havc evolved l'1>r decadcs under ISI 
;rnd that Lhcn havc to facc liberalization rnpidly. TI1is situation 
bccorncs 1nuch more ex1reme if liberalization is imposed 
quickly and with few or no co untervai ling policies . Thi s silU• 
ation does not refer on ly to microcc·onom ic ( llnn- lcve l) b:mk­
ruptcies, but to overall macrocconomic and social sus1ainabil-­
i1 y in thc case 1ha1 a largc shar c of houschold S, firms, and 
rcgic1hs aré iiot succ<:ssful in lérín~ of liberali2a 1io11. 

2. Striclly as a rcsult of the stra tcgy 's priorities, thc proccss will 
result in an overvaluation of the real exchange rate. Since 
iníla1ion becomcs 1he main pr iorily of libera liullion. and the 
nom itml exch ,mge ralc is fixed through clifferen t mec hanisms 
("di rly f101a1ion") to preve nt deva luat ion and incrcases in 
in11:uion (1he cxchangc rate as a nominal "anchor" ro infla­
tion), an ap_prcciatio11 in thc real exchangc ratc is unavoidable 
( i.c., iL will rcsult in incentives to import and disincentivcs to 
cxport _good s and servi ces) (1barrn 1996). 

3 .. As a result of attracling foreign investme nls. the mai,n financ­
iug source of liberalizm ion. real i111eres1 ra1es in U.S. doll:trs 
wi ll have to be rela tively high to ottrnct foreign inves imenL5. 
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Oth crwisc, capical flows wil l not come into M,cxico. 
Mowcvur, high n~al jn1crcs1 rn1es will hav(,! a direct impa<.'I on 
1he domcstic t'.'aµital market becau.sc dorncsl ic i11vcstors. 
affc-cted ncgativcly by um.:crrnin cconomic and political con ­
ditions in Mc:xico. wil l prefcr ro plH th..::ir capit¡1l into the 
limmcia l r:11hcr .1han thc prnlluc 1i,m sccwr . Th us, one of 1he 
rcsuhs of liberalization could be ;, falling <lumestic invest• 
mcnt rnte {invcstments as a per~cntagc of GDP). prccisely as 
a rcsult of rhe stracegy's priori1ies. 

4. Givcn 1he s1ruc1urnl c.onditions 1·cncc1cd in currem-.accoun1 
deficit s i11 nws t Lntin Ame rican nalions. panlcularJy in 
Mex.ico. capilaf inflows ancJ forcign inves1mont:s Me requirecl 
al lea~, in lhc short run to finuncc 1hesc clefic its. From 1his 
perspcc 1ive, ir is possib le 11101 na1fons 1ha1 follow a lil>eraliza­
lion stratcgy will be increasingly dc.pcndent on short-term 
capit;tJ in11ows or porlfolio invcs1ments, competing with Qlhcr 
n:11.ions in interna1ionnl markcts. A mcrry-go-round proccss 
111igh1 begin . in which high real i111eres1 ratcs are offel'Cd for 
ponfolio investmcnts, which wil l stay anJ increase onJy if 
higher real imcrcs 1 r.uc.s are offcrcu or clse will sh if1 10 1he 
ncx1 in1ern ational cCJmpctit()r, This highly ,•olalilc J'inancial 
dependencc might increase with domcstic cconomic. social, 
and politica l eve111s and unccr 1ain1y. 

5. Libcrali7.,alion, which as:sumes thm theexport-nricntcd privatc 
manufacturing sector wil l be thc mainscay of cconomic 
growth. might resuh in an imporc-oricnted indus1rfaliza1íon: 
lhat is, ovcr.ill macroeconomic "signals" anu incentive..~ might 
panicularly aUocate re.sourccs lo import goods. Disinccntivcs 
in 1hc productivc séc 1or, suc h as rapid impon liberali2atio n. 
an ovcrvalued exchangc mte, ~uul a low domes1ic invcstrncm 
rnte. might ca use th is im pon-orien1ed induslrializat ion­
clear ly in con tr:ist to lhe iui1ial EOJ. 

6. lssues such as employmcnt, real wages, and jncome c.listribu­
tion are in gene ral 1101 covered by libcra lizalio n s11ategy. Jt is 
"sornchown expcctcct rhal successful integr;H¡on into thc 
world market will havc a positivc impnct on thesc variables: 
export oricrua1ion and successfu.l ,nacroeconomic stabiliza­
Iion \Vill '•induceº microcconomic L:hanges. What iJ thls 
trrckle-down c ffoct does not occu r? Wha1 is the lime frame in 
which these rncchani sms s hould take place? Libern liza1ion 
doc~ n.01 givc any answers. 
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Thc above iss ues show somc of the c<>ntradktions and inco­
h~rencies of n libcr:tlization stratcgy. somc oí which ariso from EOI. 
.Surprisingly. ~ind a~ a n.:.sull oJ' úvcrall disincen1ives for lhe export­
ol'ientcd ~1rivatc manufaclUring sector, as discussed in poi11I 5 abovc. 
1301 might rc~ult in imp<ul-Ol'ientecl indus1rializ:11ion. Ami. what hap• 
pen~ if on ly some or !t fow or the houscholds :iml firms in rcgions or 
naIi<ms urc successful in 1erms of l ibcralization ( i.c., in linking 
di rect ly to 1he world nrnrkct 1hrou gh cspor1s) whilc lhc rcs1 "re not'/ 
Wha1 are the economic, social, :md politic(il implications of such ;:s 

process'! Is this pr<>ccss sustainahle. noL jus1 from a soci:it and politi­
c·al perspeci-ive. bue cvcn from a macroeconomic perspective (as 
s1ressc d hy EO l and libern lization)'? T hese t¡ues tions rdcr to thc 
isfüc or territorial "endogenei1y'' of grow1h condi tions rnised in 
Chaptcr I and a(e not :iddressed hy EO l :md libera lization strnlegy. 

Preliminary Conclus ion s: 
N eo liberaLis m, EOI, and Liberalization S tralegy 

·Given 1he forcgoing discussion. what :ire, in general tenns, 1he dif­
fercnces and sim ilar ities between neolibera lism, EO l, and liberaliza­
tion·? 

Chapter I po inted out 1he historícal and conceptua l differences 
betwcen ncolihcralism and EOJ. T bc theoret ira l radicality aod con• 
sisrcocy úf ncolibcralisrn- ,\.'hich rcsults in an i,ggrc$sivc conceptual 
core for thc markct and against totalitarianism and any fonn oí regu­
lalÍOíl thM might nffw its cvolution- is los1 in the economic discus­
sion of EOI , EOI is much more int7ucnced by globa lization and the 
:ipparent req uirernent that any econo mic unit is su bjec 1 to linking 
i1sel f dir cc tly to 1he world ma rke l to be efficicnl an d s ur vive . 
Contrary to ncoliberalism , EOL does not requir e a leg it imizatior1 of 
cap italism and of authoritaria n rcgímcs for cconornic frecdo111. As 
pointcd out in Cha pter 1, EO l is highly pcnncated by a more strictly 
eco110111ic vicw 1.1f devclopmcnl. 

On 1he olhcr hand, liberaliza tion in Mexico, and in most of La1in 
Americ'1, is a rcsull of tl1e thcorel ica l discussion of EOL, which do~s 
no1 mean lhat Liberalization and EO l are equal. lt must be sa id Lhat 
líbera lizatíon stra1egy in Mex ico, a$ the policy applicalion of EOI, is 
a forther theoret ica l primitiviza 1ion of EOI. Libera lizatio n is based 
on a furthe r ecooomic reductionism in which fl'Ce trade and EOI are 
suffic ienl c()ndit i1)ns f<>r ñ:1tions of 1hc periphery 10 intcgra tc them-
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sc lves into 1he wo rld nwrkcl ~mc.J 10 ::ich ,evc cccmo mic d cvc lt1p1111.!0I 
gcnc ra lly. Ml>rcover . s incc EO J a mi libel'al iz.at i(Hl ;irc m uc h more 
cco nom íc.:all y or icnted. they may rclu rn t o tH.!úliUcr:.il theory to j us1i fy 
and ideo log ic.olly lcg ilimize the ir vis ions, co11ccp1s . and policics. 
Howcve r, as cx pla incd a büve, thcír h isto r ic¡1I and co nt.:cplLJ:11 sta r1ing 

points, the ir res pective 1hcorctic..tl pc rspcc 1ives, a nti 1.heir concl usions 
are d iffc rcn l, in spite of cerLain similaritiC$ :mcJ nffiui1ies . 

Libcr:1li1,at ion is. i 11 cffccc. much more practica! ¡·111c1 poli cy ori­
cnled 1h:111 1heore1jcal. In comparing EOI ,md libcra lizai ion severa! 
is, ucs s iand out. Whi lc EO I is .1blc 10 d i~cuss co ncc p1ua lly and 
~mpir h;all y 1hc rc lat ionsh ip be1wcen GDP grow Lh anti ~x.po rl g row th , 

incl uding some 111arke1 imperfec tions aocl ·'second best op tions." li b• 
c rnlizfüion in gúncral as.sumes th:n this c~iusaJ rc la 1io nshi p js ;1 suffi .. 
cicnl c(,ndilion t(u· d cvcl opm e m. Prob ab ly 1he mos1 s ignificam dif­
fel'encc bctween both schoo ls is 1ha1 libcrnlizm..ion is m uc h more 
.primit i"c 1ha n EOJ, intlc penden 1 of ci 1hc r 's s ho rt t·o m ings . 
Liberaliza1ion attempts to determine econo mic growth by con 1.rolli ng 
rcla1ive priccs (i níla tion), fisc al deficjt . and fo re ig n íovest men1s. 
Oesi dcs critiques or neo libcral is m (scc Chap1er 1 ), l ibera liza1ion 
s trnt cg y is prí mi1ivc cvc n fro m a n eoclass ic~tl pe r spec ti vc . 
Mains lream neoclass ical 1ex1boo ks (Sumu elson and Nordhaus 1948: 
Dornbusch ami Fischcr 1978) stress man y other variab les 1ha1 are 
significam to un dcrs tandi ng cconomic grow 1h. Sav ings, inves lme m . 

c mploymenr. do mes t ic clemand, wages 1 and la O-or marke 1.s, arn ong 

many other var iab les, go fa r bcyond l ibcr ali zat ion st r a1cgy's 
approach . T hese variab les, wi1h i111por1an1 1heorc1ica l and policy 
implications, as ;:ilready no tcd . .1re no t co nsjdered in a Jibc rnliza tion 
smuegy. 

From this point of view, lherc is (1 s ig uilicant cliffercncc bc tween 
nco libe rali srn and Jibera lizmion. A~ide from the si.gnificant hi s torica l 

di ffcrences in 1he ccmtexts wi1hin which bo lb s1ra1egies we1·c dc vcl­
oped and implemc111c,t, libera liza1ion is charnc1er izcd by nn ec onom­
ic reduc1ion ism 1ha1 docs not require lhc aggress ivc p<>lilica l posrure 
o f neo libcra lism ag-ainst totalilarianism an d sup port ing a u1ho ritari a n­

ism. On tite 01he r hand, 1he s1ra1egy of libe ra lizarion reflec 1s 1hc 
app:irent dicta 1es of globa lizal i<>n and 1he nccd 10 libcra liw thc lolali­
ty of cx js ting i ns tituli o ns and m;irkets 10 foster hig.her productivity 
and cfficie ncy independen l of t ime and space . 

Finally, this chap ler bas argued that libe raJiza1ion 's prio ril ies 
migh1 rosult in scvc rc c,m1radic1ions . SLric rJy in lerms o f che s 1rn1cgy. 
it mi glu rc su h in a n i1np<>rt ... or ie ntcd industrüdization, com ra ry to an 
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l!XIJOl'l-oricnted industr ialií'.a1iou. give n overnll dis ince n1ivcs Cor 1.ht. 
expor1-o ricn 1ed pri vtllC manufoc turi ng Sl~Ctor. Moreovc r. such a s1rn1-

eg,y m i.gh1 pose increas ing chn ll enges 10 macrocconomit: sc~,1Jiliza -
1io 1L 1hc mosl impon a111 pr iority of :1 libcraliza 1ion slr:Hcgy. ~im:c lis 
fimHlciirig so urce , f(>reign invcs tmcnt, ;u1d, par1icular ly. por1fo lio 
i nvt:s lm cn t , gc I1craIe inc.rea s ing domc.-.:tic short<.:0111i11gs-affec 1ing 
Ihe do i;n e st ic invc~ 1m cn t ra re and producing a po1en1ial merr y-go­
round p rnccss bc1wct:n i11c.:l'C<1sing real intcrest rates ancl 1hc t·on 1inual 
poss ibi li1y or massive capital íligh1. 'T'hc cconnm ic sustain,,h ili1y of 
liher; Jlizat io n. even lf successful eco nom ic unit s l in k thcmsc lves 
1hro ugh exports di rectly 10 1he worl d m:irkct. is sevc rely <1ucs1ioned: 
1his form of economic growth m ig ht nvt gcnt rntc t:ndogc nous grow1h 
co ndi l io ns. as Slr C!<isccl bv <>ther schoob o f thou gh t. Fur ther. this 
direc 1 l ink. (,r its lack, oí cco nomic uni1s migh 1 resu l1 no t on ly in 
cco nom ic pt)larization in rcgions and nmions, but rilso in socia l ,rnd 
po li1ica l polariza1ion. 

T hcse po lenlfol ou tco 111es. as well a$ lhe expcc l:ltions uf libcral­
iza lion, will be presenlc<I in deta il in !he n~x1 c,hap1c rs. 

Notes 

1. Acco rding to Paz ( 19&7. 232ff,) ccwdil/os iu t,atin Amc1·i ca are a 
Span ish •/\ra b inhcritan<:.c. bom with thc indcpe ndencé of l.,a1i1i American 
o:.1tion:-.. and IJ'1cluded suc.h pres idcn ts as Pcró n in A.rgcn1im1 ~n:;d Dfaz, 
C~lfrtlll'.C:t, Ob1·egón, and Calles in .Mex ico. Caudillos ~,re thosc ind ividua l~ 
who wc:rc be,1011d the law aod not bouncl 10 any ins titu1ion: to 1hc con trary. 
caudillos an<i their hcroic and almost sac.red personalities creafc l;aws and 
ins1i1utio11s. In 1ho C3SC of Mei ico, ils ¡1<)li1ical sys1ern. 1hrough PRI and 1he 
consti tutional powc r or th~ presiden,. has resulled in pre!;itlen1i:ilisn1-

2. According 10 some authors {Valdé.s Uga1de 1997), 1he emc1:gern:e 
01' the pri"atc sector s ince 1..he bcgi nn ing oí 1hc 1940s also char~lc1c.rizes thi; 
begioni,ig of the .. rcvolulionary ficlion" and :t shifl of srnte policfos fro rn 
soci al 10 in<h1s1tial <1e,•elopmcn1 in which thc busi ness sec tor was ab le to 
incrcasc its inílueoce subs1an1iolly wi1hout 1he need 10 ass imilalc 01hcr poJil .. 
icnl :md social pcrs pect ives. The consoltiog role c,f buslnes~ chambers pro­
hibitcd. 011 thc othc r hand. thcir d irect involvement in p<,,lilical :1clivi1ie.s. 

'.l. Sce Dussel Pelcrs ( 1997) and INE GI (1985) . 
4 . 1.n spi 1c of d1is, Mexico 's se rvice. sc.ctor is re lativc ly unko(lwn :md 

has rece ivcd li1tle au.ention írom academic.s and in pµblic polic ies. 
5. Fo r 1lie period 1940- 1970 labor produc1ivi1y, n1eosured as 

GDP/cmploymcnt. an<.I real wagcs in the m:1nufactoring sc:cto1· r,resc nted 
:;igoi ficant and posi tivc 1endcnc ics of 3.2 and 0.7 pe rc.enl iuuwally. r-espec­
tively, while wages as a slwrc of G DP incrc.ascd from 29.1 ¡>eréc111 in 1940 
10 lcvél, above 40.0 ¡,ercen1 in Lhc 1970s (/\bo ilcs 1989, 901T.). Frorn this 
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pcrs¡h.:cci,•.;.•. 1he Fonlist cquJt ion bctwc,cn rc:11 wugcs ;rnd producfrvity 
incrca,-c~ g_cn1!-rated :t r;.l1her high l.::vcl of emlogencily in Mcxi..:ü ·s cconomy, 
but w¡\s only prc.v::iJcnl for u sm.ill sector of Mc:<.ico ·s. socicLy, parLicub rly of 
its urb:m popt1l::i1ion. 

6. Seo Lipi1,1i \19$2). 
7. Fw au1hors ~u,h a, Fajnzylbcr (1983). lhc in.1l•ili1y uf ISI ui gcncr• 

ale ncw nntiona.J füms in Lhcsc dynamic s<:ClMS, panicu larly in i1ldu$1r'ial 
mcial pmJucLS, is o,,c of 1he mnio rcasons for ISJ's "rru11ca1cd" <.lcvclop• 
ment. 

l). 111 Oc1ober oí 11)68 1he ::t1'11ly and 1hc poi ice t:rushcd :1 dc;mons1ra~ 
tion oí stu<lcnls in th..:. Pfozu de las Tres Cu:huras in Tlalclolco. Mexico City. 
killing severa! hundrcd of the.m, nnd dcLaincd lhc leadcrn of the movemen1 
(Poni3towsk::i 1973}. ti.•1án>• polir ic-al onalysrs vit wed 1hc killi n.g:; al 

'ílacclolco :,s lhc bcginning of a dccisive rupmre bc1wcr.n rhc Mexi,,an mid• 
\lle class anc~ the govem111em. 

9. M1uwfo<:turing ·s domcsli(; JcnmnJ sa1isficd by imports inGrc.uscd 
from 10 l<• 17 pcrccnt during 1950- 1970, but was parlly rcvcrsed during the 
J l)70s bec:mse rhc cocfficien1 of m~111ufoc11.1ring 's domcs.(ic demaod / in1pon­
cd g_oods accounted for similar lcvcls as in 1hc J950s (Casar et al. 1990). 

10. Also from a poJitical perspecfive,. '·one of the mosl notorious. con­
rradie~ions of the government oí de la Madrid w.as ics de1crrni11:uion not 10 
finish wi1h 1hc lcgacy of lhc pos1rcvolu1ionary pace ond co lry, 31 lhc samc 
lime, 10 open thc \1,,·ay íor l!conomíc n1odcmization" (Va1dés Ugalde 1997. 
213; .. 1s0 Cypher 1992). 

11. For " decailed analysis of tl1is pcriod sec Solís ( 1988); Villorreol 
( 1988). 

12. On.; of lhé cenu(I I fc¡111.ires of U.S. hcgc,uc.my and thc Pax 
Amcrit:ma sincc 1945 lrn.s bccn tite massive supply oí capital by thc United 
S1aic-s to the rcsl of 1he world, Paradoxic-all y~ che excemnl <leh1 crisis io l ... :nin 
Amcrica llll(l MéXÍC() cruplcd in 1982 11mi11Jy bCClllllC che U11i1cd SUIICS. 
príncipal capital cxportcr and crcditor sin<:c 1945. was no longa able '° sus• 
1,1in its productive a11d financial superiority :11\d thus b(.<e<Hlle a net ünp()rcer 
oí capioal. In 1982 lite U.S. ea¡,iwl balaocc bad a surplu$ of $27.9 billion. 
bu1 in 1983 il reached a dcfiei1 o/ more 1han $29.0 hillion. The nced hy 1he 
U11i1ed S1:,u.:s 10 fo1aucc: i1s tl':uJe aud fisc:,I defidt wilh exlt:t'md credits dn.1$­
ücaUy changcd thc: di.rcclion of c;1pital flows and Lhc funclion of lhe transna~ 
1ional buking S}'Sl em , while sharpl)I increas.ing lnternational intcrcst ra1cs. 
Clcarly. Ihough. Ihe Unitcd Sca1c,; w,1s u rar mure sccurc dcbcor 1ht1n 1hc 
high1y indeblcd countrics in thc pcriphcry, including (\·1cxico (Dusscl Pc1crs 
1993). 

1 J. The pcriod 1932-1987 undcr Prcsidcm de In M,1dtid was sharply 
reslTictc-d 10 e:<.lcrn~1J condition~- mual exlemal dcbt $Crvice accumul;1ted 10 
58 J .5 bHUon [1ml se\•c1::11 sh.trp oil price-fa lis c;u11s1an!ly rc,,<tlrictei.l Ctonomic 
policy eoadilions-'Jnd inflaüon ratcs and capital ílig.hl boomcd throughouL 
rhis r,eriod. lt i~ importaot rn no1ice 1hnt initia1 liber;;11i1,a1ion policies. 
regarding impuMt 3nd c:,pil31 movcmcn1. werc signifi~nl for 1hc pcriod 
(Pére.~ Núñes l990a). 

14. Seve1'ul dC\'áluo1ions sincc l982 ha\1C a'ddcd lO a drnslic fati in 
domcstic dcmand and causcd a significa111 dcpreciatfon of thc real exchange 
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rnh.:. for 191)3- 1987 ;md 1l1c inabilily-ní 1ht> ¡,r iv::11c financia! ~cCl(ir ~md 
important part'i t)ft hC privmc productivc 5Cctor 10 coutioue with ISI. 'l11c 
n:itiú11:"ll17.ation of thc ¡,rivu.1c financia! set'l<tr. includin.g i1s debas.. :is well :is 
n1assivc dc:b1 reschedu1ing_ ::ind foreig11 dcbi guarnn1ccd by thc govemn,enl 
wcrc somc of thc im¡,orlaot 1neans tahn 10 ¡'sul'i¡1l~zc" thc losi,c~ of 1he 
1982 crisis ~mi l)ail mil 1hc highly iml~~1~,I privote secror (l~usscl Pc1crs 
1997: Gurría 1 ?93). 

1 $. Sánchcz Susarre-y ( 1991, 23) recalls that the corporn1is1 modc:1 is in 
crisis l>ccau.SI;.! •·firs1. the corpora1b1 cnél:wcs are a minori1y with rC.Sl)('(I to 
rhc popula1ion as a w'hl)lt:; .secood, becnu:-c thc modcl workcd if, ,1 dim :ue of 
priv;l1Í1,.;u ion and apolitiz.ttion which dex:s nm corrcs.pond lo cum:nl 1e1111en­
cics: 1hin.l. bccause 1he apnlitical corporaciv):sm i~ 1lo ,11orn íuoctional for thc 
r,rivme sector i1sd f.'' 

16. ln 1987 and 1988 scvcral major figure~ of l'RI foundcd FDN, TI1c 
rno!\1 ¡>romincn.l ¡>0li1iciai\s werc Cuauhtémoc C;írc.l..:n~•s. forme!' govcmor of 
tvlichoac:in and son of fom1er President Cárdenas. and Porfirio ~fo{lor. Ledo. 
who had hee1l secrc1ary oí cduca1io11 and presicfont of PRI. 

17. In May 1988. sevcral months nftcr tlw go\'enmuen1 sig1,ed 1he first 
cco1H)0tic pact, ,he prcsiden1 oí CCE, Agustín F. Lcgorrcrn (fom1cr presi.den1 
pf 1hc ad11"1ioistraüve council of Ban!Hne).). who wo uld latcr bccomc lhe 
ll)ain sharcholder oí lnverlat and owner of Mullibanco Comermex, asscned 
it1,111he pacr hnd becn agrecd 10 "by cho prcsidcn1 of a prcsidcnlialisc councry 
wíth a sm;)II and ve,y cCimfortablc group or 300 pcrs,,.ns which are thc oncs 
th:1t rnke thc c.~conomically imponam dcc1$ions in Mc;(ico" (q~oted in Valdés 
Ugalde 1997. 220). 

t S. As Aspe Armella ( 1993) strCS$cs. lowe1'ing i nflmfon ra1cs was thc 
crncial 1argclcd v;1ri,1blc because high infhuion rát<:s did 1101 allow for 
improvemems in the fiscal dd í dt during 1982- 1987, 

1.9. lnstinnions such as: Comisión Nacio11~1I de $ ::il;:u'ios Mínimos wcrc 
of crilical impon:m~c ro, che.,e ohj~ctives. 

20. ·n 1ese :i.rgumcnts rcfor 10 ihe upl'ising of 1hc: Ejé rcito Zap;llisw .J\.\ 
Liberación Nacional in January of 1994 (lnd to Sl.'.!verol murdcrs oí high­
ranking poli1icians (including 1he PRI 1uesidcntial c,mdidale) :u1d 10 policy 
crrúrS in Deccmbcr of 1994. 1hc tnmsition pc1·i<td helween lhc S<Jlinas ami 
Zcdillo udmi11isu·a1ions. fn 1his debate, il is s1ill 1101 clcar which administra· 
1ion rnade the "crrors" in 1101 reac1ing .. corrcc1ly" w capital outllows and in 
p~rn1i1ting 1he 100-perceni~plus dc\·alua1ion of the Mexican peso af1cr 
December 1994. 

21. As discusscd in thc-ncxt chap1er, 1he outbreak of thc crisis was thC 
inability of 1he Mex-ican govcrnmcnt to :,ervké i1.s public debt issued in U.S. 
Jollars. This unders1nmli11c, oí 1he crisis that focuscs C;(Clusi\'ely on 1994. 
howcver. falls shon in undcr.slanding 1he su·ucturnl problcms oí liberalizo­
lion and limitntions of the s1rn1egy th-11 go b;u:k to J-,efore 199.t. 

22. Thc Programa de PolÍlica .Industrial y Comercio Ex1e,ior (1995-
2000) (PEF 1996). for ex:implc, s1rcssed 1tuu indus1rial 1>0ücy could nol be 
ld r 10 sponcnnct>us mllrkec force~. bur re.quircd an "active indumial JK>lky" 
tPEP 1996, 33). How~vcr. aflcr irnpl'es.sivc GDP and cxporc growth r~HC-S 
1hcsc visions were put ,,side and vicwed as lmnccts$ary. 
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Macroeconornic Effects of 
Liberalization Strategy 

Toe prcvious t hap1crs analyzed thc richness of economic develop­
mcnt theory and 1hc thcore1ic:d primilivcncss of expon-orientcd 
industrializa1ion. particl' larly liberaliza1ion. Evcn frorn a s1ric1 neo­
classiq l pcrspective, boch schools of thought prescnt scvcrc limi1a-
1io11s. Moreover, both EOI and liberaliz:ition result in profound con­
trad ictions. 11 is 1heore1ically, with al i duc res pcct 10 thci r 
propo11c111s. 1101 clcar if Eor and libcralization generme. in the best of 
cnses. sufficienl conditions for tco1101níc growth and development. 
Other analysLS and schools of thought qúcs1ion whc11ter single cco­
nom ic units (flrms and regions) wilhin na1ions link 1hemsclves 
directly 10 Ll1e world m,irkel through exporL5 as thc main pl'Ocess for 
cconomic growth and developmem. So far, ccon(lmic thcory has not 
hcen able 10 definitive ly sta1e 1he causali1y of this rcla1ionship. 
whethcr expon growth gcnerates economic growth or economic 
growth results in cxpons. The policy implicalions of this causal rela­
tionship are of crucial imporcancc: if, comrary to EOl, economic 
growth tbat resuhs in expons, i1 would be nccessary 10 stimulate and 
enhance the main variables th;11 spur cco110111ic growlh (aud not 11ec­
essar ily expons as stresscd by EO[). a discussion 1ha1 gocs ra, 
bcyond the approach of EOI and liberalization. Finally, a growth 
strate:gy ha.sed on an exporl orientation reprcscnts a "posilional 
g.ood," thtit is, its \L,;;e v::1lue lose.s its charac.reristics :is soon as 01.her 
economic units follow Ghe same productiQn and developmcn1 path. 
This more pl'Ofound critiqu_e poses a serious challengc 10 growth and 
dcvclo prnent based on compe1i1ion and has, so far, not becn 
addrcssed sufticicntly by economic developmcnt theory. 

What have been che results of libcr:1li7.ation strategy in Mexico'/ 
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f la"/ it be1.m ··succcssful"'! Doc~ i1 pre:scn1 for 1hc Mcxican ccnnomy 
an<l socic1y lhc possibili1y or 1ncdium• ancl long-term sustaiuable :tnd 
encloge11ous economic c-0ndi1ion,s, or has it resullctl i11 an i1'iCrcasin~ 
polariz;ition·? [s Mexic•) a model w f,Jllow'! Surprisingly liulc wol'k ... 
nntionally aud int..:.ma:ionally. ha.s c.:omú from official sourc.::-m1<I 
a<.:ademic writcrs, tv1ost of thc discusslo11 fc;,cuscs on spcdfi c issue.s 
sud , as highly sophis1ka1c<.1 models of NAFTA or expon and impor1 
1cndenci~.:; ancf c..~timations. :unong. othc rs. but with Jittle refcnmcc to 
libcrali1 .. .uion anct i1s l011g-1erm suswinability. Ano1her p:in of rhe di:,;~ 
t:ussion h:1s rcmnincd c.xclusively "against neolibernlism" or for free 
tr~lde and fu11hcr libcraliz...1li(m. As stared in preceúing cluipters, 111,ost 
oJ thesc :tlt(~lllpt s are leo siruplistic and con1inuc with an appnremly 
highly ideologic" I and/or technic"J tleha1e ovcr. for inscancc. the cc¡Je 
of thc state, 1 he markel, or free 1rade. 

A1though 1hcrc are chose who asscrt Lha1 libera l izali on still 
requires a "sccond gcnermion·· of rcfo1n1s, :111d 1ha1 che $1:rategy will 
thus rcquirc a Jcmgcr time 10 changc Mexico·s ecooomy, J believe 
tlrnt more than I O years is ,i sufficient period to e val mue. thc econom­
ic and social results of a developmem slraregy and 10 poin1 10 1he 
direction and sustaüwhilily of thc resulting structurcs. 

Macrocconomic Visions, 
Prognms , and Jmpa cts Since '1988 

Wha1 havc been the main programs and 1he i111pac1 of libcraliza1ion 
on Mcxico's mncrocconomy? Thü; secti.on will examine in detail 
rm1croeconomic instru01ems :rnd mecbanisms in ordcr to foJlow lhc 
rationalc and goals of l~beralization strategy. 

Libcralizati<m siriucgy was ini1ia1cd follC>wing 1he oiJ price col­
lapse in 1985-1986, the extreme diflicullies cncounlcred in servicing 
lhe ex1ernal debt clcspjte severa! reschcduling pro~rams af1cr 1982, 
high infla1ion rates, 1 a fiscal cleficit 1h,u sur-pass-ed 15 perce111 of 
GDP, and !he beginning of a new prcsidency, According to the gov­
crnme111, these conditions rcquired a deepcning of 1J1e stahiliulion 
programs beginning in :982: ·'11 has heen u difficull and arduous 
¡mx:css·. , .. We reached 1oday a pac1 tha1 irnplies 1he adoption of 
strong measures. of biuc,· measurcs. paioful, 1ha1 rcquire sacrificcs 
and cfforts from cverybody; we are 1101 offering a ' magic cure' of our 
cconom.ic rnisfortuncs; we are asking sociecy for more efforL and 
more oacrifice" ( PSE 1'>87, 1079), 

65 

The Poc1 oí Economic Soliclarity (Pnclo de Sqlid:eridad Econñmico. 
PSE). sig_n.;d by government-friendly labor unions :md lh~ priv;11c 
sector in lhe mide.lle uf ücccmhcr 1987. was lhe t"irsl high.ly puhli­
ch~.cd ..::ffort 10 impc,sc Jibcralizallon in Mcxico, ;md thc firsl of se ver• 
al for1hco11:ing pacts cx1cndi11g 10 l 9Y7. \Vhar was new and differenr 
t'rom prior policies 1111der ISI a11d sincc 1982? In general, lhe PSE 
included " clear vision of a "lean statc" in which ovcrall subsidies 
wcre 10 be eliminarecl.l La1er versions of 1he PSE <111d 01her official 
tlocumcnls (PEF 1%9 a) cl iminatcd the fixccJ cxchan¡;e rnle (in 
Ncwember 199 l ) ami strcsscd Lhc import<mcc of thc privare cxpurL• 
()rienLt!d manufntturi ng :-;Cclor as thc pillür of f\,1cxico's ncw devclop­
mcnL s1ratcgy. The PSE bocame 1he firs1 public economic policy doc­
umcnl under 1he new administra1ion of Salinas de Gortari.:1 The PSE 
and the more elabornted Plan Nacional de Desarrollo 1989- 1994 
(PEF 1989a) sugges1ed 1ha1. given the d ifficu h circumstances in 
l 9l:16 ami 1987 ami in Lhc 1hcorc1ical con1cx1 <>f EOI, thc govcmmcnt 
nccdcd to enhance macroeco nomic scabílit y and create market­
fricndly cconomic conditions. Subsidies in general. inefficiencies ol' 
state-owned firms . .sectoral policies. and development banks (acting 
now ex.clusivcly .is secon<;I .. Lier banks), were the main cu lpr iL'\ 
:1ccor<ling. ll'> libernlizaLion stratcgy and wcrc sub_¡ec1 LO dcep fiscal 
rcduclions.~ 

The cootrol of infla1ion became 1he top socioeconomic priority 
of libernlization and thc deepcning of stabiliia1ion progrnms after 
1982. siuce high inílation rates might "cnd:ingcr social harmony and 
1hc achicvcmentc~ of national rcnova1ion" (PSE 19S7, 1080). Control 
of inflatio,~ aimíug for an annual rate of below 5 percem, was signif­
ica111 because according 10 this view intlation affecls mainly Low­
income groups ancl generales overnll uncertaioty. Reducing inlla1ion 
was also understood as part of social policy; Lhus "economic n.:cov• 
ery ,m jus i bases is only possiblc consolidaLing pricc s1abili1y•· (PEF 
19$9a, 54).5 From U1is perspecti ve. the exchange ra1e policy was 
instl'umental in controllíng inílation "withou1 being a source of infla• 
tion or imposi.ng burdens on consumers in order ao m:1incain artifl­
cially the profilability of inefficienl fi1111s" (PEF L989a. 63). 

The sreond macroecónomic priority óf libcralization wa.s thc 
c()nlr0I of lhc fiscal dcfic it. Tite PSE acknowledged lhal ·'nobody 
will be happy" (PSE 1987. 1079) with signific,u1t changes in 1he 
bu<lgc1 to achieve a Jiscal surplus, mainly by decreasing overall 
expendilurcs,6 The achievemeol of a fiscal sur-plus-panicu larly of a 
primary fi&;n.l surplus (i.e., govemmcn1 income mimas expendilures. 
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noL including intcma l and cx1ernal dt.!ba serv1cc)- is of re levancc for 
rncmc1ary and crcdi 1 policy , sincc th c govcrumcn 1 wou ld nor b1.~ pc:r­
mi11cd 10 focrc:,sc 1he. moncy .suppJy ahove rarcs of economic g_rowrh. 
Thus, expenditur e kwc(s wnuld ·•supporr pr icc s1ahili1y :md 1he .:Hlc­

qu:uc functiúning of fin;rncial markc1s-.. . cxpendllurc has 10 he 
financcd wilh 11on-infl~tio11ary rcsm.11·ces· (PEF 19!\9a, 60). 

Forcign i11vc:-;Lmcn1 bcc,·11'.lic 1he cl'itic.;cll vt1ri:lblc 10 fina ncc liber­
alization. considering lhat oi l prioes folf drammically during 1986-
19S7 ;rnd Lha1 massivc externa! dcbt was no longcr pos$ibte. Forcign 
invcsiment, i1 ,,•;.is argucd, no1 only .,..generare~ c01pJoy1ncnt. direc 1 or 
indirec1. pennanent and wcll-paid: it aho providcs 1he counrry with 
fresh msourccs for the sound fi nancing of firms. p,ovídes modero 
1echnologics ,o thc indus11·ial pl:tnts . and enhauces rhe export effol'Ís 
oí lheco unrry" (PEF l989a, 88). 

Tht! cxpon-orie ntccl pr ivatc rn.:1nufac1urin g $cc1or hccamc d1e 
rnoror of libcr:ilizatíon fc,r driv ing lhe 1·cs1 of 1he eco nomy ;is the 
govcrnmenL pu llcd back sign ifica nll y from eco nomic activitics . 
including mas~iv~ p1'iYatiza1ion or ''<!lis incorpom1ion" of ~iate•owncd 
enterpriscs (PEF 1989a, 90--91) and genera l I ibernl izotion of impons. 
which alrcady had begun in 1986 in order to joi n GATT' to allow 
cheap inputs for thc export-o riented sec tor. From this perspccrivc. 
thc rcductivn oí lhe highest levéis r,r lariffs- from 40 10 20 perccnl 
in lhc PSE in 1987-and an overalU deregu laiion of trade barricrs 
(mea.sures 10 mak..:. expor ts ami impurt.s more efficicnt) wc re neceS• 
sary for lhe ~,raregy and its rnuin objeclivcs. Bccunse prior cxcess ivc 
pro1ections h:id prcvcn 1cd the cfficie nt aHocatio n of resourccs nnd 
enhanced " lcss labor-inlen sivc act·ivities" (PEF 1989a. 84) , 1he 
export oriemation would not enhance the "irreversib le" opening oí 
Mex ico's cconomy (PE!' 1989 a , 84), but would also provide 
resourccs to ct1e cconomy and :idded to foreign invesnneots . 

Policies ro contro l and indcx real wages are prob:1bly (me of 1he 
most important forgotten pillars of J iberaliza lion s tratc:gy. With 1l1e 
backing of governmc111-friendly labor unions, the PSE had alrcady 
acknowledgcd in 1987 the foil of rea l wages since 1982. but i1 also 
acknowledged that they would have 10 comin ue to fall . The PSE 
allowed for two wage incrcases of 15 percent in Deceml>cr of 1987 
and of 20 percem for Janu,try 1988, evc n though inflation rates had 
averaged 160 pcrccn, in 1987 alone. For !l1e flllure, real wagc6 werc 
to be indcxed and rcvised pcriodic,,Jly according 10 1hc pricc index of 
a basket of t>asic produc 1s (PSE 1987. 1081). Sccn 1his way, the 

Mncrot'rrmomk Effer:ls i'( Jilr.t.>rt11izt1tl<m S1rfllt,\'1¡ (,7 

umcrmx:unomir priori1ics we>\1l¡J grnclu;,lly l>cnefi1 ..:mrlo ymcnt anti 
rci1I wag_cs: "11 is µrcfor ab k w accc pl be forc hand 1h:1t lhe crea 1·ion o f 
cmpl oyr ncnt and strcng1hcning oí real wages w i ll havc.10 be grndua l . 
as 1hc $UC<.:CS$ or econo111ic grow 1h wi II he gra dual. in proportion I◊ 

adva nces in the correc tion of barrierx ami discquilihriums 1h:11 
oppo~o i1" (l'EP 198<Ja, 99). 

Thro11sh ches,~ me:1sures 1he gove,·nm cm nm only cx pcctcd GDP 
grow th ló incrcasc hy 6 percenc ¡mnuallr aítel' 1988. blll aJso lhat 1hís 
pcrformtmcc wou ld cradicate poverty :md ge.nei:-ate :i.roun<l Qne m il ­
lion jot,s anuually (PSE 1987: PEF 1989a) . 

11 is impr,,nant 10 undcrs1,md thc C:(lnccp11rnl ~nct poli1ical l)ack· 
grour1d of the PSE. ,1s wcll ;is ils irnpl.ications :md radical departu n:: 
ír(>m prior impon-substitu tion policies. Theoret ically. libcra li2a1io11 
and rbe PSE ,ire c lose ly lin ked 10 EO J. as all'Cady discusscd in 
Chaptt: r 2. A s for econornic po l icy. the "infla1ion obscssio n' ' was 
rcla1cd w thc high inlfa,ion ratos duri ng 1he J 980s :ind its inenial 
causes and 1hosc rc latcd to wa_g.c incrca.scs (As pe Ann c11a 1993: 
OECD 1997, 32). 

Pedro Aspo Armelln. former secrcrnry o r financc and publ ic 
crcdi¡ under Salinas, is probably one of the few govemmem oftida ls 
who has clca rly slrcssed the import~nce of libernlizmion: inflation is 
thc main cto 110111ic vari:,hlc hcca usc. iL :;encls signa ls to producers and 
con sum ers and its main strucrnral incrlial cause is the rea l wage 
increase (Aspe Armella 1993, :9ff.) .7 Thu s, iL is nccessary lO ncgoti ­
ntc a new sochil conscnsus io which lubol' Lirnils its demanú s . íonncr ­
ty s1ate--ownc d entcrpri ses are privatized, and imports are libera lize d 
to pcrm it the dcvclo pmcnt c,f thc export •oricn1ed manufactu ring sec­
tor. Rcstr ictive credi1 and moncrnry po.licics are a necessa.ry resull of 
thc new stra1egy in orcler to control inflation r:ucs ruad limil thc fiscal 
deficit. Moreover, lbe privati7.>llion ol' r he bru1king syste111 is intendcd 
to increase sa\•ings, and particularly 10 generate domestic and ex tcr­

nal invc stment::;. 
From a rnacroeconúmic. pcrspccLive tbe strategy w.as not signifi­

camly ahered umil 1999, cxccpt for s¡,ccifk sec toral policics. which 
are discussed below in this chapter. Howcvcr. scvcr:.11 macroecononi­
ic changes since 1988 need to be s1ressed. 

l. Moneiary m1d credil policies have been 1igh1cned and maclc 
more res irict ivc. ln parr as a rcsuh of the cons titutionaJ auto n­
omy given 10 lhc Banco de México after 1993. The bank has 
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sinct lhcn cxplit;itly eswblished conlrol of inflaliun ;Js onc of 
it:-; main ot,jc.clivc.s through such mcch;misms ~s moncy and 
<:reclit poticic~ a:-. wcll ;1s t.!xchange 1\ ll C interventions. 

2. Thc privmization or st;1tc .. owned cn1erpri~c::, was con1inuecl 
througho11I 1999. including Iclecomn1unkat ions. railroads. 
po n, nnd ai rports . and 1hc fi,rnnc i :d seclor. liy 1993 only 2 17 
sl:ile-ow ncd c 11terpri scs wcre lcf1 <JIII of a 19&2 101:,I c)f 1. t 55 
(Rogozi nski J 99Jl. Since 1hcn. 1hc priv;11iza1ion process has 
l'urther deepcncd. wilh Ihc exccpt ion of primary pctrqchcmi­
cals. In 199!1. Presictcn1 Zcd illo ,nade a proposa l 10 l>cgin 1he 
privaiizati<rn of Mcxico's c lcc1ricity syslcm (Comi sión 
Federal de Eleciricid:td. CFJ:::). a propos al 1ha1 st ill nceds 10 be 
:.tpprovecl by 1hc M.exica11 Crmgrcss. Pdvatizalion revenuc:; 
have reac he<l an accucnu lated value of aro un d $:!O bill ion 
sincc 1988 and havc hccmne ~,n impo11an1 source of income 
for thc governmcnl ovcr 1hc pa.sl dec;lde. 

3. 8e1wee 11 1988 and 1999 subs idies in genera l havc bcen corn­
ple te ly eli min :Hecl J)eve lopcnc111 b:inks such as 1he Nacional 
Financiera and Banco Nacional de Co,nercio Ex1erior have 
pcrformed under Stric l m:ukeL criteria. lnIerest ratcs aI bolh 
institu1iqns are similar to commerciaJ banks' r,ues. Product-. 
firm-. anti branch-leveJ subsidies have bccn removed. Sincc 
1988 , and up to 1998. dircc 1 subs idies and pricc coniro ls for 
1he "bas ic food b:iskel ... inc luding 1or1illas and oú,cr proclucls, 
wcrc gr a<lually abolishcrL Therefore. savings from subsidies 
will prnb:tbl y be usc<l for 1argc1i11g 1he needs of spec ific popu ­
la.tion groups. 

4. Since 1.988 countless mac1·oecon-0mic programs, including 
scveral pacts, werc. cstt.1blishetl lo continut~ liberalization. 
Ou,i ng Ernes10 Zedill o ·, presidential rae¡; m1d bcfo r~ 1hc cri­
sis of Occember 199<1. Zcd illo s1ro ngly ~upponed Sali nas's 
cco no,nic policy and s1ra1cgy (PEF 1995; PEF 1997a: Zed illo 
1994). No l cve n the cris is of 1994-1995 changed Zed illo 's 
m~croeconomit.: poJicies-a ud this swnce <lid not change after 
lhe cris is. On 1hc one hand. 1hc 11cw Zed illo admi nis1rnrio11 
s1rcssed lhe imp oriance of ex pons and poi 111ed ou1 thn 1 
domcstic sav ings. along wi1li forc iga investments, were 
re<¡nired 10 financ c libcralizacion. On thc other hand, the 
"rcfo nn'' or priva1ization of ~ocial securicy w;1s ~xpectcd tc:, 
hecome onc of thc new suppons for dome~lic savings and 
ovc ra ll economi c growlh (PEF 1997 a). Thu s, indcpc nd en1 of 
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1hcsc rcíol'ms. 1he vis:ion :mcl pill:us of libernlizMion ,ven.~ ld ·1 
in1:1ct; .. fundamental 111acrvcconomic ec1uilibrium'' \\'3$ 10 he 
follow ed siricr ly (PEF 1995, 145 ). Thc conirol of infhu io n 
and thc fiscal defic it. as ,vcll as thc .aurac1ion o r forei,gn 
invc.~lmc111- added 10 ¡:, new "set of ticl ions <lircctcd 10 el imi­
nate distortions IhaI limit efficiency ín scvcral kcy scclo rS of 
1hc ccónomy' · (Plff 199:i. 137). pa11ic11larly in lhc labo r mar ­
ket-we re 10 continuc. ::l$ thc hasis of 1he economic stra1cgy. 

Macroeconomic Effocls 

There is a broad rnnge of pcrspcctivcs ami coumless variables lhat 
coul<l he inc ludcd und er 1hc headi ng or "m 3Croeco n.omic effec ls ." 
l lowcvcr. in th.is section J will only mfcr to Lhí: m:tin ma<:roeconornic 
variables strcs::;ed hy lihernliz¡tl ion stnuegy icself: ínflmion. fiscal 
dcfici1 and forcign inves 1mcnl$. and savings. Other varh1blcs, such at--. 
employment. imports and cxport..s, re:11 \vages. and income disIribu .. 
tion, will be discussed in detail latcr. 

Tl,e Crisi~ of Oec«m/,er 1994 

Mcxico's economy grew at irn annual average growth r~1e (AAG R) 
ol' 3.9 pcr ce111 du ring 1988 - 1994. 801h na1io n,1l ancl i111ern;1t ional 
cxpcc tali ons wcrc a lrcady high :1.11CI sl i ll ris ing . Ouring 1993- 1994 . 
Pres iden! Carlos Salinas was scriously co nsider ed a.~ a cand.ida1c 10 
he.id lhe World Trade Organ izati on (WTO) . in recog nilion of his suc­
ccssful cc<momie refonns in Mexico. 11',e United States and multilat­
eral ins1i1u1ions pu blicly declared thm Mexico was an exampl e for 
devcloping countrics to fo ll ow . Moreover, 1'11AFTA, ini1ia1ed on 
January 1, 1994. aud 1hc s1rong U.S. econ om y suppo rlcd 1hcse 
expecl~ lions . Under 1hesc "ovcr whclrnin gly posi 1ive conditions. " 
whal wece the official causes and thc govcrnnilenfs explanations for 
Mexico 's wors1 crisis since lhe 1930s? 

From thc governmen1's- perspeclive. Mcx ico•~ financia! crisis 
had boIh international and natioJJal causes. Since the govcmmen1 
was heav il y burden ed by sho rl-lcrm deb1 owed in U.S . do llars­
known as 1esob,>11<»'. which werc cxelusively issued in 1994-one of 
the main chnllenges was to roll over snd exte nd the rnaturities of 
íhcsc bond s (Banco de México l 996). l·lowcv er, given overn ll eco­
nomic and politicaJ uncer1t1inties. which led LO inLcrest r:ue levels, in 
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U.S. doll;1rs. abovc 25 percem, 1hjs. was nol possiblc. Mnssivc capilaJ 
ou1l10\\'S from rv1cxicú .1nd difficu l I i11IcrnaIional condi1io11s rcga1·d· 
ing ford gn inves tmcnt~ parlicularly incre~sing irnerest rates in 1hc 
U11i1cd Stales- did not allow for ex lendin g tcsohouas in 1995. 

Morcovcr. therc Wt.'.rC Uomc.s1ic conditions tlrn1 contribu1ed 10 1he 
crisis: thc uprising by 1hc Ejército :Zapatista <le Liberación Nncion:tl 
on J.1nual'y 1. 1994, politica l inst>1bili1y in ~,e 1994 pres idcn tial clec­
Iio11 year. and rhe as~assi1wtion off PRl's prcsitlcntial candidate in 
rvfarch :111d i1s secrclary gcncr~I in Septcmbcr of char sanie yc~lr. Thc 
cc.:<,nomic unccr laint y gcncratcd by these .. politicaJ an<l cr imin al 
cvcnt s' " (Banco de México 1995. 23) rcsultcd in scverc losses of for­
eign exchange reserves by Banco de México 1haI could nol be coun­
tered by incrca.sing interese rmcs in Dcccmhcr 1994. Moreovcr, it 
was widcly belicvcd tl1"t Mexico 's peso was s ignilica ntly ovcrvalued 
and that domest ic sav ing rafes were 1101 sufíicient (PEF 1995, 129ff., 
1997:i), thus incrcas ing 1hc prcssuce for capita l outflows. Mc .. íco's 
gove mm cnl was forccd to dcval uc Lhe peso on December 20. 1994 
and Lliroughou1 1995, account ing for a devaluation of over 100 per­
cen(.~ 

M ultihtternl agencies. which were openly posirivc ~nd c11thusias­
tic ahour Mcxico's libcr~ilizacion s1nuegy unIil thc crisis, also supp 
purtcd thc govc mm ent ·s analysis :md addecl lin le to the u11dc1·stand• 
ing of the s i tuntion . Th e lnt c rn.atic¡na l Monetary Fund (IMF' ) 
acknow tedged economic policy cmirs durin g 1994 (IMF 1995). bm 
stressed that in thc samc ycar tha t tradc Md curren t, account delici ts 
in Mexico, the laller ac hieving 8 percent of' GDP, had bccome 
"unsusla inabl e." The World Bank (Edwards and Burki 1995) also 
agrced about lhe problcms c:msed b)' Ihe currenc-account deficit in 
1994, but st ressed thc devc lopment of the "infamou s tc,tobmws " 
(Edward s and Bul'ki 1995. 4) and the dange rs of rc lying on short­
tcrm cap ital financing. Tite World Bank cmphas izctl that in order to 
al.low for futu re s tabilizalion and gl'Owth, Mcxico had to dccpen 
ovcrall li heral izat ion nnd begin wi.lh a ºsecond ge11era tion of 
reform s" (Edwa rds ancl l.lurki 1995, 15). particularly in thc labor 
markcl a11d i111he pr ivacizacion of soc ial sec 11ri1y. Finnlly. 1he under , 
secretary of tite U.S. Treasury srntcd LlrnL "sound" economic policies 
are required in thc current i111crn:u iona l con1cxt (Surnmers 1996); 
negljgence roward some oí these va ria bles could rcsu lt in mas sive 
capital oulflows and other forms of punishmcnts . as did happen in 
Mexico., 

S incc the M exic an gove rnm enl was nol able lo scrvicc 
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1e.wlwn t1s, a mulIilateral financi:,I assisrance pi1ckage- supporceó by 
the U.S. Federa l Rese rve, thc IMF. thc fümk for lntc rna1io nal 
Seulemems , auú 11te Ba11k of Can:tcl~- of more Lh:rn $50 billion w~s 
ucgotiah;ll during. 1995. assuming thal che crisis was onc. of .shon­
tcnn liqu idit y (B»nco tic Méx ico 1996, 153ll .). Thc assist:mce p:ick­
age ;1llowecl 1he Mexi<:Hn govcrnmcnt IQ ovcn;omc thc <.:risis fin:ui .. 
~i;il of Dece mbcr 1994 , 

11 is clear fro1n the off icial per;c;pl~c1lve tluu the crisis was. in gt.·n­
crnl, vicwed as ¡1 rln~mcial crisis caused by sevcn-1I events during 
1994 (see álso Saéhs, T<>rnc ll. anti Vel:,sco 1995) . Exch<tng.e rate and 
t.:un·cnI-accounl 1endcnciés mighI h:tve hecn Ihc rcsull of cconomic 
sIructurcs and lor1g-ruu tendencies, but Ihey are no1 considered in thc 
officü,I analysis. Concluding wi1h thi:,; view. LhC rnacrocconomic piJ .. 
lars of lil:>eraliz:11ion h;1d to be dee pened through" second gencr:Ui<>n 
of refo rms . 

Tire fmpacf of Libernliznliou Slnitegy 1>11 /11flntio11, 
Fiscal Deficit, For·eigrr 111vest 111e11/, a111f. Foreigrr Trnde 

Libcralization stratcgy, in iIs own Icnnsf has bccn rch1tivcJy success­
ful. The vision that macroeconomic changc~,;; woulct incluce microeco­
nomic and ovcraH sociopoliticol changes is of <:rilicnl importance for 
its implementa tion. ·nm s, the contro l of inflarion and the liscal delicit 
and the :rucaction of f9reig11 investrnenls nre crucial in evaluating lib­
cr::lli:i .• ation c_>n ils own lcmu;. rvtorc reccntly, the Mexican government 
J1as emphasizcd tite impQrtancc of overall savings fo( general eco­
nomic growth and srnbility. Auú , as ltigh ligltted above, foreign tr,,de , 
pani cular ly expon s. was to be the moto:r for libera lization . 

What has been the performance of lhese "fu ndamental " macro • 
economic variables jn Mcxi co sincc 1988? 

lnl1ation, thc ·'obses sion" of libera l.i:iation s trategy. has decl incd 
s ignific antly sincc 1988, :tnd with fcw exce pti<>ns has becn be low 30 
perce nt since 1hen. As s hown in Tabl¡, 3.1 and .Figu re 3.1., intla rion 
reac hcd its maximum duri ng 1987, and acco untcd for lcvel$ of above 
60 perce111 during_ 1982- 1987. Seen lhis way, and widt theexccplion 
of 1995 when the crisis hi1 Mexico's e,::onomy, thc inl1ation ra te had 
bccn undcr contr()L More imponant. in ílal ion rates are now expected 
ro stay below 20 pcrce nt in the com ing years. 

S imil ar ly, s incc 1988 thc finan cia! de ficit · of the gove rnme m 
( i.c. , total incomc lcss tota l cx pcnd itures by the public sector) was 
reduced dramatícally, pa11icularly if com parcd wi th lhc pcriod 1980 -
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Table 3.1 Selected Macroeconom ic Variables 11980-1998) 

;:;, 
1980 1985 J9SS 1989 1990 1991 1992 1993 1994 1995 1\196 1997 19~8• §-

~· 
GDP growt h nue 8.3 2.6 1.3 3" ~.2 d,1, 3.7 LS 4.6 - fd 5.2 i .O 3.5 ;; ... 
GOPpc..-rcapito grow1.h rarc S,3 0.3 -0.8 1.3 3.3 u 1.9 o.o 1.1 -8.11 J ,5 5.0 1.7 > 

:;" 
Emp loymen 1growth 1ate 14.7 2.2 0.9 1.3 0.9 2.6 OA 0.2 1.2 - 7.5 3.4 - - ~ 
Open unemploymcm r::tte 4,7 4 ,-1 3.6 3.0 2.8 2,6 2.~ 3 4 3 ,7 6.1 5.S ) ,7 J ,J " :-: Re.ti wages (1980=-JOO), 

~ 

101:11 tconomy 100.0 84.1 76 .J 73.9 7U 73.6 77.5 79.2 ~1.6 69 ,7 60 .0 Sll, ¡ 57 .0 ~ 
Re,I '"•&'-' (1980=100), 

"ª 
mittitllum 11.·agcs )00.0 70,9 53.1 49.4 43.1 40.7 39.4 38.9 l8.S JU Jt}.3 30.1 29.~ 

" ~ Gross fixed in\1es11))c111 ODP l< .8 11.4 18.5 17.'.:! 17.9 18.7 19.6 18.6 19.4 16.1 17.2 19.1 19 .. l -.Q., 
Pub lic 10.7 5.4 4.4 4 ,2 4.3 4.1 3.* ).g 3.8 .u :.i 3.6 V r-
Privare 14. J 12.0 JJ . I l 3.() 13.6 14.6 15.S 1• .s 15.6 12.ti l.J.$ 15 • .5 17,0 f ;¡ 

Gro ss sa"in gt GDP ~.s 20.1 22.6 12.9 23,J l3.'..\ .?3.3 21.0 21,7 19,8 1J. I 25.9 24,J ::-
•·• N:ui(mal 20.5 20.5 21..l 20.3 20.J 18.7 16.6 !5.1 14.8 19.3 21.~ 1•1.1 20.> "-

Fo~ign ;.o -OA J.3 2.6 2 .S 4.7 6.7 5.9 6.9 0.5 0.7 1.8 u ~· 
~ 
i: 
i . .., 

lníl.it.ion 29.8 63.7 ;1.7 19.7 29.9 18.8 11.9 8.0 1.1 52.0 27.l 15.7 18.6 
Nom inal int~rest rntcb - 62,-1 69.5 45.0 JJ .8 19.3 15.6 IS.O 1-U 48.4 31.--1- 19.8 JJ .O 
Real uucrcst :-.-ale - - 1.3 11,8 25.3 4 .9 o.; J .7 7.0 7.0 - 3.6 3.i 4 1 P4 s: fi .11;1r1c¡;,J defc-il QDpd 3.1 9,9 9.7 5.0 2.6 0.2 - L~ -0 .l 0.7 0.8 o.s J..! z i 

" E,;pont oí goods ~,1d l)'.etviccsc- 1.C,9 35.9 42.1 48. 1 56.1 58.1 61.7 67.8 78A 97,0 IJ5.5 l).J 5 140 6 n 
ci lr11ron.s of goods aru.t st rvit.?i;c- 35.3 3:i. l -14.5 53.? 63.5 72.7 86.1 9 1.2 !OS.O 98.6 111.8 IJ.9.0 156,4 ~ 

C uITent a~o un c - 10.4 0.8 -2.4 - 5.8 - 7.; -14.6 - 14A -2 3.4 - 29.7 - 1.ó -23 - 7A -15.8 § 
CnpilaJ .iocountC 11.4 - t.5 - 1.2 3.2 s .. , 2.).1 27.0 33.S 15.6 -10.5 4.1 15.4 16.2 g 
Internacional rcs.ervcsc u l.7 6.6 6.9 10.J 18.1 19.3 2.1,3 61 15,7 175 2S.O .10.1 g. 

Foidgn u,V'c~tuu:nct 2.1 1.4 3.9 3.5 6.() 17.5 22 . .: 33.3 23.1 --0.2 23.2 IS.J 12,U ~ ·-Dircctc 2.1 1.0 2 ,9 3.2 2.6 4.8 4.J 4.-1 1-1.9 9.5 9.7 1.3.~ l0 .7 n 
~ 

Portfoliot 0.1 -0.6 1.0 0.4 3.4 ll .8 l8.0 28.9 ~.2 -9.1 13 4 5.0 1 l .a. 
r-

Total foreigndeb t GDf' 57.5 76.0 58.9 .s.i:.6, 39,l 37 2 J;!.4 JO.• -'8.7 59.4 ~1.6 34.0 3&.3 ¡;. 

fo reign dcbt servic.e of public sector i 
c_xpom of i oods imd sc-rvices 19.l 34.7 22.0 34.3 225 31.2 46.3 40.4 46. 1 3; ,7 39.9 32,7 - ;:;· 

"-
S,mrcrr. Author·s csltm.n.Lions bascd on dntn from Bru1co de Mixico (1999): CE.PAL (1998c): lNEGI ( 1999): Pf,F (1999). §' 
Nrmrs: a. Prefü:nins.ry V, 

b. Tl'(:tS\lr)' blls (CETES), 28 d3ys. 3ver:iic pcriod [ 
c. Billion U.5. <lolfo..l'S ~ d . Rcfcr.s to tot"d incornc lcss toral c,;pefldirurc-s of public ,;cc1or 

;;:J 
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Figure 3.1 lnfl ation Rat~ fl 980-199 S) 
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1987. In 1986- 1987 the deficit liad reached i1s highest leve(. wi1h 
more 1han l6 pcrcent of GDP. Moreover, lcvcls sincc l 980 ncver 
were below 8 percent. Jn contra.,;;t, financia( dcficits sincc 1990 ,verc 
helow 5 percent of (; DP, ::md cvcn acc.:ountcd for a surplus in scvcral 
years (Pigurc 3.2). From this perspccillvc liberalization was a 1rcmen~ 
dous succcss. and cvcn during the 1994- 1995 crisis llic dcficil was 
kep1 below 3 percent of GDP. [!ven with the natural d isasters in 1999 
and thc bail-out ofth e financia! sector, Lhe fiscal defici1 is 1101 expect­
cd 10 rise 10 more 1han 3 pcrccnt of G DP. 

Since 1988 foreign investmcnts havc ::;urgcd. Evcn Lhough for• 
cign im<cs1mc111s cluring 1980- 1987 di il nor account for more lhan S4 
billi,)11 annually. \Jicy avcrngcd $14.8 billion annually and accumulat­
cd more 1han S l62 billíon during 1988- 1998 (sec Table 3.1) . During 
1he 1990s, Meitico was one oí 1he most successful nations in a11rac1-
ing forcign inves1ments- p.ortfolio foreign investments represeotecl 
50.73 pcrce111 during 1his ¡,criod- both in absolu1c and GDP terms. 

Figur e 3.2 f inancia] Dcficit/G DP (1980-1 998) 
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AlI hough forcign investments wel'c ex pc<.:tcd 10 tiecrcasc durin.g 
1999. levels shoul,l nevenhcless be signi tícantly higher 1han ro,· 1he 
period bcrorc libemliza1ion. 

Finally. lhe savíngs rale as. a perce.nwge of GDP has also recenlly 
be.en strcss.cd a$ a $ignificant vari:.1blc for macrocconomic succcs~ or 
lihcralizaIion since 1988 . In Ihis c~tsc, hO\Névcr, ove rall gross s,1vings 
h.ivc not l>cc11 áhlc to at hicvc lcvcls simila r 1<1 lhQ~e al 1he hcginning 
úÍ 1hc 1980s. Gross savings. as a pcrce.ntagc of GDP. fcll fo r 1he peri• 
ou 1988-1995 bu1 havc rccovc r<'Ú sin<,c 1hen. Table 3. 1 shows , 
1ho11gh. 1ha1 gross savings have picked up sincc 1996, ancl ofl icrnl 
sources expecl thm gross snvings/GOP w¡I[ reach 25 pcrce111 in 2000. 
Mo reover. il is imporI·ant 10 undcrlinc the increasing imporl~Ulce of 
roreign savings, which increascd from 1.3 percen1 of GDP in 1988 to 
7.1 percent in 1994. ancl foll again as 1he rcsuh of 1he crisis. Th e hll­
tcr rcflcé ts thc intre.asing dcpcndcnce of liberalization on forc ign 
capital, whc,ht.!r portfolío or dircct invcs11ncn1. AS ,vill he discusscd 
in Chapler 5. this capirnl also accounts for an increasíng share of 
Mexico's total investment. 

Probably one of the 1110&1 imprcssive areas of success of liben1l­
ization i~ the increasing im¡m rt:mce of expot1s fo.r 1he tor~1I economy. 
Total exporls havc incrcascd more than frvefold sincc 1980, re:u.;hing 
ncarl y $ 117 .5 billion in 199K, and accounted for 31.24 perccnt of 
GDP. As reflected in Figure 3.3., much <)f this incrcasc in 1crms of 
GDP is~ resuh of 1he crisis of 1994-1995 and rhe deva lua1ion. 
Nevenheless, 1here is a clear trend since L980 to incrcasú 1hc sharú oí 
expmts for 1he 101:il GDP. Sccn thns, and. par1ic11larly since 1994, 
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cxports hnvc hc<:01111.'. 1he unc11u.aa i.n11cc..J motor uf Mcxico's L'<.:onomy. 
Frun1 a nrncr(11,:conomic. pcrspcclivc. uncl in 1hc 11H111ufacrnri11g scc1t1r. 
cxpotb havc bccn rhe main (uml prac1ically only) :murcc. of growth 
m Vfex1co ':. cconomy. 

Thc nlO!\l d) 1mn11c source, of total expur1.; havc hccn m,,quiluc/t>· 
n.H :-ind manufocHtring. Al1hough oil export:-. :u;co11111eJ for 6850 
pcrccn , of 1ot ul cx¡>or1s in 1\182. thcy h;,d fallen 10 6.08 perce111 in 
1998. As scc11 in Figure J.4, m:111uínc1uriug. hut not including 
moquilador(l s ,m ha.s increascd il$ .;han.: of totnl .:xports írom 12.54 
percen1 ín 1982 10 63.41 percc111 in 1988 10 more 1han 80 perccnl of 
goods in 19\ll!. From 1his pcr,pcc1ive. Mcxico\ priv,u e manufa c111r-
111g e:xport-oricmcd sector has bccn 1he pillar of cconomic grúwth 
sincc 1988. On che 01hcr hand. mru¡ui/(ldora .\ havl.! mainlaincd their 
sharc over 1owl cx ports a1 arou11d 40 pcrcenl durin g 1he pcrioíl l 98R­
l 998. achicving in 19981hcirhi ¡;hcs 1 sharesincc 19110: 44.99 pcrctnl 
of 101al cxpon s or $52 .9 billion . 

11 is also impona nl 10 keep in mind 1ha1 Mexicu·• fore ign lr0<lc 
has concen1ra 1cd subs1antially in rcceni years. Thc Unilcd S1ates has 
his 1orically bcc n Mex ico ·s m"in lrad ing paru, cr. And iis role has 
grow n sig ni fic antl y. with a s lrnre of 1ow l l111por1s a nd cxpo ris 
increasing from 66.96 percent in 1990 10 80.83 pcrccnl in 1998 . lis 
s hare of im()<lrl< is ovcr 70 pcrccn 1: 1he U.S. cxpori sharc increasc d 
from 68.62 pcrcem 10 87.76 percc nl for 1he pcriod 1990-1998 . 1110 
share of other group s of na1íans, such as th05c in l...itin Amcrica . the 
Euro¡,ca n Union, and Asia. has clcc lincd significuntly over ú1c s,unc 
pcriod. Fur exa mplc , 1hc Euro¡,c¡¡n Un ion 's sh:ire ,,r Mexico •., 10ml 

Figure 3.4 Export Slcuclure (1980- 19981 (lolat % 100•,.¡ 
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1rnde decl,ned from 15.05 ¡,crccn1 in 1990 10 (>.43 pcrcenl in 1998 
(scc Figu re 3.~). 

Othcr vnriahles such ~s capital and labor r,roduclivity also mnni­
fcsI ihc outstanding pcrfonnnncc of Mexicu·s cconorny sincc 1ibcr:tl• 
ization. 

The /111p,1rl 011 Ot/1er Mn crocro11omic Varin/1/t's 

Clearly. m:icroeconomics goes well bei•ond thc se v:uiablc~. cvc n in 
ncocl:.is~icnl Iextbooks. Bc!,idc~ Ihc "rc1ative succcss·• cm inl1:uion. 
d1c fisc:,t dcficit, and 1h~ a1tr:\cIion or foreign invc~mncnts. thcrc are 
other macroccu nomic variab les 1hat 1cquirc onalysis . In spite of lhc 
relmiv e succes., oflibcl"alirn 1ion. it is importan! 10 refer 10 tl,c conu -:1-
diclion s 1lrn1 resuhed s1ric1ly from i1s impl eme n1a1ion. 

11 is 1>ossi ble 10 see from Table 3- 1 (pag es 72-73) lha1 olhcr v:iri­
ablcs such as GDP and GOi' per capi1a- grow ing al 2.6 and 1.1 pcr­
ce nt an nuolly dur ing l 988 - 1997-h ad bccn wc ll be low lhc lcvcls 
achjcvcd Juring import s uhs 1i1111ion. 6.<I pcrccn 1 ""d 3. 1 pcrcc111 for 
1940-- 1980, rcspcctivcly. Morcover. lhe pcriod sincc 1988 bns bcen 
charnc1eri1.cd not only by ~lowe r growlh. bul also by s1ronger ílu c1u­
alions if compared wi1h enr licr period s in Mcxico •s cconc,my. Figure 
3.6 al,o rellcc1s 1hese 1endcncies in Mcxico·, cco nomy from 1820 10 
1998 . in tcn n~ of GD P per cnpirn. From th is lo ng-lerm pcrspcc livc. 
Me xico's cco nomy boom ed from 1940 lhrnu gh 1980 durin g ISI , 
while 1he f:111 of GDP pcr cnpiin since the mid - 1980s is only compa ­
rable wi 1h 1ha1 of 1hc Mcxican Revol ution from 1910- 1921. The gap 
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belween Mexican and U.S. per capira GDP 1.ha1 cvolvcd af1cr 1980 is 
comparable only 10 dial of 1he 1940s. 

Ahhough expQr1s havc increased , so hnve impol'ts, resulting iu 
high rmd incrcasing 1r~1de and curren1-account deficilS sioce-liberal­
ila 1ion, as well as in 1hc econ<¡miccr isis of 1994- 1995. In 1995 bo1h 
deficits fell drama tically bccausc u f lhc cris is. Howeve r. they have 
picked up agai n s ince tl1c .-ecovery, al lca.51 in 1cn11s of GDP. 

Nominal and real in1eres 1 rares. 1hrougltou1 the pc ,iod have also 
not declined s ignificanlly and, since 1994. tirnvc remainc<l rclativcly 
high ami indcpenden t of 1hc infhttion leve ls (see Tab le 3. 1). This 
rtmain s <me of the most s ignificant fai lures of 1he liberaliza tion slrat­
cgy : rhrough 1999, the banki11g sec tor has nol beco ablc 10 increase 
resources íor thc resl of t.he ec:onomy. in $pile of ils own massive 
bailoul in 1995 (see Chaptcr 4). Similarly, Mc xico\ cc OnQmy sincc 
1988 has been for from genera l.ing the requ ired 1.2 mili ion jobs for 
Mexico's growing economica lly active popu lation . Finall y, real 
wages in 1998, aftcr the " lost dccade" of lhe 1980s, are well bclow 
thc leve Is or 1980 ('fable 3 . . 1 and Chapler 6}. 

lt is imp orrnnt w highlight thc issue <>f 1he exc hange rate in 
Mexico. As alrcady notcd, Mcxico's 11ominal exchange rate (i.e. the 
pricc of r,ne U.S. dollar in Mexican pc,~os) was fixcd and controlled 
dul'ing ISI. The ·1990s began a slow flcx íbili,,a tion process of the 
c,,chattgc rate, ac hiev ing a "dirt y 11otalion" fróm 1995 onward .11 
Considering that rhe exch<U1ge rale policy \Vas of crilical impurtancc 
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fo1· l ihcraliz~Hiou- lhc no minal exc hange rnte wa s an " and 10r'' f~)r 
iul latio11- tli.; real cxt:h:mgc r:uc apprccia Lcd con1inualty sincc 1988 

(i.c., import1 becamc chc¡¡pcr in 1he clomes1íc markel in pesos ami 
Mexic~11 c ,'<J>Orls rnorc. cxpcn!-ivc in U.S. dollar~ in foreíg11 nwrkcas. 
T hc tcn<lency of Ihc real l!Xchangé ratc to :1ppreciate was only ah~rc d 
durin g Ihe crisis óf 1994--1995 and lhe resullin g dcvnluaIion of 1J,~ 
Mcx ican peso . lndepc nclent of Lhc; debate on thc re:il exc hange rate. 
the ten,lency 10 apprec iate the oxchange rn1<, s ince 1988 (Figure 3.7) 
was a n~cessa ry ou tco me of libe ra liz.a1ion . 12 Thc :,;Cra1egy required 
c.:ontro lli ng Lhc real e.xchangc rate to cont ro l inf'lation: tha1 is, signiíi­
canL deva lumions of Ihc M cxh;;,n peso. given crucial int púrlcd inp u.1s 
fo r Mexico's cconomy , would h:1ve generatcd a rc la1ivc pri cc 
Jncl'easc. íM.orcovcr, nut...;sivc capital inllow s, bo lh d irect and portfu ­
lio invesl 1nems. ulso rnadc it possib le ill kecp tbe real exchangc mu., 
re la1ively overva lued. 11 is fron, lhis petspcctivc thal lhe overva lua­
t ion of thc rc:,I exc h:,mgc nu e is a ncecssary oulcome of libeJnli za­
tion. 

This provi cles (me of the íirst and most as1011ishing paradoxcs o f 
liberalizaiion strategy : although expor ts are the growth pillar of lib • 
ernl ii atio1J. the stralcgy gener ares dis ince n1ives to export as a res ult 
of exchan_ge ratc polic ies. Clearly. aftcr severaJ years, a cont inuat ion 
of the rea l excha ngc ra1c rcac hcd sustai n,,hi lity limirs. which are 
rcfl cc 1cd in burgeon ing cur rent-account dcf ici ts and lherc fo.re 
incrca...;ing diffi culties in financing U1csc dcfic i1s. Thc ovcrval uation 
of thc real cxch:)ngc ratc was one of 1he main causes for tite cr isis of 
December 1994, but was also a result· of lhe performMce of rnanu -

Figure 3.7 Rea l flxchangc Rato 119i8-19911 (1987 = 100) 
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Scn,rc.:: Author ·s cnku l:il i i'l1L<; 00..,;;ed on CEPAL (1998<;). 
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fat1uri11g and i11dus1ri~I 1,Jr~ani1.~11io11s. as Lliscu~sed in Chap1crs 4. 5 
and 7. 

Two 1Jlhcr issuc~ are rc lcv:rnl for 1hc~c ¡;\en~rnl rnacrwconurnic 
1endencics:. Mcxi<.:o's fort ign dcbL ha:- 1101 becn reduced in :)bsohnc 
1erms. and accoun te<l for aro und $16 1 billion in 1998 (S I-ICP 1999). 
Dur.ing 1.hc 1990s toral foreign dcb1, as a fh!rCcut:tgc oí Mc~xico'.s 
GDP. was significa 111ly below 1he level s of thc 1980s. hui stil l 
:icconntcd for 34.2 perccnl ol' GDP and 32.7 perccn1 of cxpons of 
goo<ls ancl sc rviccs in 1997. Allhou¡;h public-seclor foreign dcbl has 
rcma inécl rcla tivclv s lah lc- wi1b lhc cxccp lio n of 1995 whe.n 
1e.who11os. which w¿re iuitially <.101111.!Slic publi~-.sector debt, beca1ne 
forcigu public-secror deb1 us a rcsuh oí thc foreign S'-lppon p~1ck­
age-priva1e-sec 1or foreign debt surged. t'rom $5.9 bi llion in 1988 10 
$43.7 billion in 1998. For 1he period 1996-1998 private-St!Clor cx1cr-
11al debt increascd by :.17.3 billio n. In 1999, for cx ample. priva1e­
sec1or debt sc rvicing accoun1cd for more than $)0 .5 bi llion , a huge 
burden for the country and the privat c secto r itself. Sudden capiia l 
ílighl, imernalional financia! fluc11Ualions, and othcr factors coulcl 
resul t in a sudden incapaci1y to serv ice foreig11 dcb1, as <luring 1994--
1995. Morcover, it is impo n an t 10 s tress 1ha1 liberalizntion, 11111.il 
1998, has not becn able to ach ievc co nslant and grow ing gross fixed­
invesunent/GDP coeffic ie111s. As re llcctcd in Table 3. 1, the gove m­
ment has subsran1ially retreared from overall inves1mcn1 activilics. 
allhough the pri vate sec tor has not been a ble to subs litulc for thc 
govcmmcnt in thcse activitics 10 achiev~ an ¡1ggregate high invest­
ment share. 

Mosl of 1he variab les analyzed above are rcllcc1cd in lhe increas ­
ing polari7,at ion ,,r Mexico·s econ omy be1ween the expo r1-oricn1cd 
ami 1he domestic•orienLecl secrors. ·s ut from a macl'occonomic per­
spcctlvc. it is imporcanL lO poin1 out thal domestic demand an<I 
exports have perfo1rned rather differe nlly. While dome stfo demm1d 
rellecled ten denc-ies simi lar 10 thosc of cxpo ns duri ng 1988 - 1994, 
and 1his for 1he lirsl 1ime s ince the " 10s1 decade" of lhc 1980s, thc 
period sincc thc cris is of 1994- 1995 shows a rap idly widcn ing gap 
be1wecn domcstic dcma nd ami exporl pcrfonnance (see Figure 3.8). 
This increasing polarization in Mcxico's economy. as we shall sce, is 
cr i1icnl 10 underswnding both libéra lization s1ra1cgy and the s1111c1ure 
of Mexi.co ·s eco nomy. as well as i1s .roten lial. 

In 1his context, is it possiblc 10 ask whc1hcr ' 'the opcra tion was 
succcssf ul but thc palient died"? Has liberaliza 1ion bce n succcssi'u l 
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according 10 ils own concepls, theory. and vis ion. hui failed 10 gener ­
ate sustainable growth cooditions for GD P expansioo, investments. 
1rade dcfic il , employmcnt, ancl rc:.11 wage~. among other nrncroeco­
nomic v:1riables? lf is possible. however. to stress from a macroeco­
nornic s1andpoin1 1ha1, indepcndcnt of the rclaiivc succcsses of libcr­
aliza tion on ics own ter ms. the strat egy gen.crntcs sign ificmll 
macl'oeconomic contradictions chat wilJ foil to result in sus1ainable 
rnacroeconomic conditions. including a continual apprcci:Hion of 1he 
exch ange rate and overall incentives to increa~c nól lmports. 801h 
LOJ>ics havc htcn of critical importance for Mexico's et:onomy since 
1988. 

Notes 

l. J11íla1ion refers 10 a risc in lhc general pricc lcvcl. In lvlc);ico. thc 
infl.u iou tate Is mcn.surcd accordin.g to the price of a baskcc of sclcclcd 
govds aod services that cau c-hange over time. . ~ . 

2. "Thc pubHc will ·be beue.r served hy 111direcL SUJJpon of econo,mc 
ttéLh•ily 1hrougb déregulaüon. p1·iv:11iz.n1ioo, i.rade Hbcrnli1,a1io1l, aod a com~ 
petitivc cnvironmcm 1han by dircc1 gt)VCrrHn<:nt par1icipa1ion in PJ'0<h,1c1ion 
aclivilics" (Aspe Armella ami Gunín 1992. 9), . 

3. Thc·PSE was signcd by thc ou1going Presiden! de la Madrid, but 11 
w.is ~dready under rhe s1rong influ cnce of Lhe new ly elcctcd Prcsidcnl 
Sa.l inas, who was lh) l yet in office. 

4, Sccond-1iei: bao..ks are finaocial ins1itu1ion~ that off'er guarantees or 
other ins1nimcn1s 10 finns but that do not channél direct finm1ci11g, 

5. ·'The clearesr symptom for cconornic s1~-1bility. or its .lack.. is 1hc slil­
hil i l)' or instabilily oílhc general lcvel of pric,es" (PEF 1989a. 57), 



 

(i. Thi~ issuc oí 11chicvi11g " lísc.il ,urplus lly dccrcasing cxprnditures 
is oí utmúSI im¡>on~mcc. sincc :,1 sor¡,lu.:; cao :.,l~o he ¡1cl11Cvcd, for 11tsca1H'é. 
hy inc re asing govemmcnt incom e thrnu gh ne w caxcs or hro;u:k:11íng 1ht: r or• 
ul:HiQn 1hat pays 1axes. 

7. Other impon:101 ofli cb1ls cluri11g thc Salinas aJ 111i11iscr:11im1 str.;.•ssc:d 
lh.tl thc riscal dcl'ici t is thc ma in sourcc of iníl:uio11. " To :u;hi i.:vc a;: :i.o<,n .i !-. 

1>ossil) lc .s po s i1i(ni of fi scn l cquil ibr ium is 1hc u11iq ue consi stcnl strnh"!!!Y 
wi rh th..:. io:,.11'u inen1iHio11 of a .susrninab le po li cy uf struc lUrnl ch~1ogc.•· 
(Có ,•clob;l 19'1 I , ]2) 

~- lri :,dtfin~ lo Ibis ver.siú11 vf 1h..: c.risis. othcr o l'f'iéí:tl -:oon.:c.s .~aid 
1hal b :mk <:n xlit 10 the private .-;;ec1o r incrc:L'il.'d rcck lcss ly aud . in 1hc contcx1 
of rising intcrn-alional i1Hcf'csl r:.itcs, addc<l w 1hc dyn:;1mics of 1hc cl'isis 
(Banco de ,vléxico 1995 . 16 1 IT.J, 

9. Lawn:llü:. S\muncrs was vcry po.si1ivt-;1bQu1 lhc c::iuses of 1he Crisis 
and i1:-sol ution by dtc Mcxican govamme,11, s 1;ui 11i th;1t " the t\•lcx ican crisi::. 
does Uú l. look likc onc lhat will figure J)rúminc.ntlv in his1orv hot'!k:; wrillcn 
50 years from now'' (Sununers 1 <)l)(,, ,~8). · · 

lO. (?fficial sratisúcs since 199 1 includc maqrtilndow uc:livilies in t..hc 
m;:i,oufacturing sec10J', nnd 1hus .subs1an1ially ove1·va luc 1hc .stmrc. of th is scc-
1or. 

11. Thi:- concep1 ri.:.flccts thc ract th;u siucc 1hc cnd of 1994 thc 
Mcx ica,n goven1rnent lms abandone.d 1he fixciJ cxd1angc rate and 1h:H offi­
cial lns1i1111ions supposcdly do not havc ló intcrvene in exchangc rmc 111:ir· 
kc1s, as they did in carlier periods by se11i11g fixe<l and prefel'enli;ll exch:mgc 
r:ues. Mowevcr. since 1994 rhe J)anl:O de México co nt i,iues LO intcrvcnc in 
the exch :mgc rate m::u·ke1s 1hrough severa! mechafais,ns (Banco de ti.·téxico 
1 ?96, 1999). 

12 . Particularly ot the e11d l)f 1994 and 1995 <ome authors (!barra 19% ; 
Ros 1995) :1nd <>(licia} institutions (Baaco de 1\iféxico 1995) ackoowlcdged 
that 1he real e;<changc rntc wa.-. signific:wlly OYcrvalued. c,iuslrlg 1he; cum.:111-
accoum defic i1 and thc ovcrnll cri~is in Dcccmber of 1994. Mos1 oí 1hcsc 
apprnaches. howcvcr, do nm reaJize 1hn1 1he oven•aluatiQn of 1hc cxchangc 
rate was lhc 01hcr side of 1hr, co in oí libcr.1liz.a1ion s1r,uegy 10 control iníla-
1ion. 

4 

The Effects of Liber alization 
Strate gy on Ma11ufacturing 

and Foreign Trad e 

Thc prívate cxpo rt-oricn led rnanufocturing secto r is a1 ,he ccnter oí 
libera lizmion anti shou ld be the genera101· of Mcxico ·s grow rh and 
tleve lopmen l. Jn i his conrext. and iadepeuden l of macroeco nom ic 
1rends, whal have been thc char.1c1eris1ics ami deve lopmen l of 1he 
manufac turing sec tor siuce 1988? Similar ly, how has Mexico's for• 
c ign lrade cvo lvcd, p;inicular ly lhc forc ign trade genern1cd by manu­
l'acruriug rha1 has acco unted for more than 85 percen t of Mcx ico ·s 
1olal expor ts ( inck 1ding rhose by maquiladorns) since the mid- 1990s? 

Keepi ng these questions in mind, this chapter is divided in rhree 
parts. 111e firsl par t br iefly outlines lhe prc)grams and pol icies orieot­
t~d 1oward manu fac turing and fo rc ign trndc s incc 19&8, and 1he scc • 
ond p:lrt analyzcs general trcnds in manufacturing :md in Mé.xico's 
forcign trade. Final ly, the last pan exa mines sccioral and branch­
level issues in mo re depth. which is cr ilic al 10 comp rehendi ng 1he 
impac t of l iberaliza tion strategy on man ufactur ing and fore ign trade. 
m1d PO the:ir :;truc1un 1! leg~~y :md polenLi;,I, As in n,\triy 01hcr Cílse~, 

m ~1cr<,>eGonom ic tc ndcncics or nggrcgatc d data mighr hidc i rnport ant 

feature~ of thc su·uc tu re of che ncw emergi ng cconomy . 

Prog rarn s an d Persp edi ves Sin ce 1988: 
Manufa cturi ng and Foreign Trade 

Unt il the eud of the l 970s, Mexico's industr ial and fore ign tradc 
polic ies were intertwi ned anda n importa nt part of ISI. Manufac tur­
ing had bcen considercd esseut ial 1.11 modern izing the country since 
the l 930s . and fore ign trade was 1111ders1ood as a 1001 10 cn hancc 
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imporl suhslitution and <u:hicvc iru.lustrial scl f-sul'fic it.:ncy ;--111(1 CCQ­
nomic indcp!.!ndcncc iu Ihc long ruu. Tht: .. l)C;.u.:cfol i;OCXistcoc...:" 

wiIh JNC~ and rnultiplc ins1rumcms. such as prcferemi.:tl exchange 
raLcs and impon licenses and pricc comrols. which in m;my cases 
resulLcd in prohibiting 1he impon of cerrnin commodiiies. wcre crili­
cal in suppo1·ting lhc priva1c m;u1ufoc111ring sccIür. Oircct inlervcn­
tion by thc governmenl in "sl ra1egic indttslrics" \Vas of crud.i l 
impqr(ance for 1mmuf;1~1uring, sjm:c \he int~rvenli(m prnvidcd ínfra­
sirncture and rc.quircd inpuls. A look al ucw labor luw~ and overnll 
pol iIical circumstanccs, knowu as cor11<>ra1ivismo. is csseutial frn· 
undcrSHuldiug 1hc pcriod up until 11, c end oí lhé 1970s . 

In general , umil 1he end of the 1970s the Mexican govemrnem 
p.-oviclcd a policy frarnework for a mixcd economy in which boih 1he 
goven1ment and dte privme secLOr supplied resourcc.s for ccorl()mic 
dcvelopmcnl'. During thc I970s, undcr an imp-<,rt~substilUliC>.U rcgimc 
1he govcrnmcnl bcgan 10 cuhance more sd ectíve import pro1ec1ion 
for Mcxican indusuy to allow for increasing exports, particularly for 
Llie in-bond (rnaquiladoras} ami au10mobile indus1ries. Thc Na1iom1l 
Plan for lndu s1rial Deve lopm en1 (Plan Nac iqna l de l)esarro llo 
lnduslrial) in 1979 was (me of Lhc main industrial prCJgrams to pro .. 
mole complementarity bCl\VCtn cx porl promoLion and JSI (Pé res 
Núñe i. 1990c). l1 is in this pro1cc1etl ecouomlc cnvíronrncnt-at least 
from lhe perspec1ive of the l 990s , and 1101 necessarily from lhc cxpe­
ricnce of other OECD nations in 1heir respec1ive indus1ríal process ­
cs-tha1 1988 m,uks an impm1an1 hreak llmrngh. 

However, the indust ria l s1ructurc 11ml has <;v<)l\•cd since tite 
1940s, accoun 1ing for importan! grow th ralcs in labor and capital 
productívi1y, subs1antially increased Mexico's mide balance defici1. 
Over thc period 1970- 198 L c urren 1-accoun1 and trnde balance nccu­
mula1ed a $52. 1 billion and a $28 billion de fici1s, rcspcc1ivcly. Thc 
performance of Mexico's-privát c !)ector was particularly lcnuous 
becaus<:. il c1m1ribu1cd 10 a lradc dd icit of $'.l4 billion for 1his saine 
pcriod (Dus sel Pctcrs 1997}. Aflcr more 1ha11 30 years of sta1e sup­
pon for Mcxico's privmc mnnufa c1uring sec1or. TN Cs during 1he 
l 980s continued 10 perform significantly betler than naiional fim1s in 
tcrm s of profil rates , growth rale of GDP. and labor prorl11c1ivi1y 
(Bloms1rom and Wolff 1989: Maddison 1989) . Howcver. il was lhis 
part icular ly dynamic TNC scc1or Lhal accountcd for lhc highes1 c ur­
ren l•accú unl dcficil, reachi ng $ 16.4 billion for 1971- 1982. Thc 
TNCs accou111ed for a high degree of in1rnindus1ry 1n1de, revealing 
1hc specia líza1ion oí TNCs in arcas in which Mexico did not have 
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1r.1dilional comp:irntive advantages. such as clcc1ronics. a.111omobiles. 
a11d au10 pan s (Ros 199 1: Ruiz Dur:ín. Dussel Pclcrs, m1<I Taoiura 
1997 /. By 1hc 1970s, 1hese TNCs wcrc ,charac1t rized by cconomies 
of sc-alt :mtl ravor:ihlc at.::ccss ló thc U.S. and worlcl 111arkcts (Perc1. 
Núílez t990a). 

So. J\foxico•s priv:l1e manufocturing ~et::1or wns f:lvored chrough~ 
ou1 1940- 1981 through sclcc1ive 1r:1de, indu stria l policies, :u1d rnas­
s ivc subsidies. Manufauurin g as a whole. wi1h fcw ~ec1ornl exccp­
tion:s, did nol gene nuc 1hc concliIion s to modcrni.z.c Mcxico 's 
economy to re.ach integration into thc world markel. On thc co111r:i.ry. 
incl'cnsing tcchnological depcnderlcc ancJ !-.pecific industri.11 organi­
zation su·ucture.,; (reflccIed in high imraindus1ry frade and tradc~hal-­
ance deficits)1 with fcw cx,ccptions, <lid not generatc the condi1ions w 
allow modemi za1ion accor ding 10 ISI. 1>111 instcad produccd unsus­
tainable m:1c1oeconomic condi1ions Ih:n resulred in the cr isis of 
1982. 

Micro• and macroeconomically, IS I manufacturing :ind trnde 
pol icies proved íncreasingly ineffcctive, bo1h from 1he perspec1ive of 
ISI and of EOI, whic h argued 1ha1 !SI poJ ícies werc caplured mainly 
by rent ier classes . The "tn 111ca1ed indu s1rializa1fon" (Fajwly lber 
1983) was economic and polilical. and it rcílected 1hc inabili1y of 
Mcxico 's privat e manufa cturin g sector 10 develop suffici ently 
beyond 1he firs1 casy ISI. These e lemcnl s paved the way for Lhc 
brcakdown of four decades of Mexico's JSI. Lile "Mexican miracle ." 
Thc conceptual frnmework ,,r EOI in lh•e comext óf 1he respective 
pactos eem1ómicos s ince 1987 ,adical.ly lransfonmi<l lhc appr oach 
and func1ion of industrial and lradc polícic s . 

F.-0111 tl1is perspcctiv e, indus1rial antl Lrade policies since 1988 
have funclioned for 1he objec1ives of a lit>eratii a1ion stnnegy. In con ­
trasl to previous periods, u "horizontal'' 0 .1· neu,ral industrial policy­
th:01 is. onc affec1ing ali finns and sec1ors cqmdly and avoidin g any 
form of se lec tion and subsid ícs- bccam e the new ca1chwo rd in 
industrial and 1.rade policies af1er 1988 . 1 Assumiug in general 1ha1 
m¡,croeconontic changes would induce nücroeconomic and str·uclural 
changes in 1rnu1ufac1uring, indu$1rial and 1radc policies focuscd on 
( 1) liber:iJizing the impon reg ime; (2) achicv ing ovcrall economic 
dcrcgulalion; and (3) abol íshíng price conlrols, subsidies, sw1e inlcr­
vcntion, direcI state ownership in finns. and earlier secIoral pro­
gran1!>. 

fo llowing 1he crisis December of 1994 . 1.hc indus1rial progrnm 
fo r 1995- 2000 (PE F 1996) initia lly aucmp 1cd 10 prcsent severa! 
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tluub1s abou1 1m1,r imlu,mal :rnd lraclc polícic., .i bu1 such do11b1s 

\\'Crc put a, ui..: hccau~c of thc cCl)nomy·s GD P rccovcry aftcr 199() 

:111l1 the appan:111ly rcd11ml:u11 1nc.i;ha11i~m:. 10 l"!11h:1111.:c forc,gn 1ractc 

:ind 111;.1nufac1uring in gent"rnl 

Although intlusiri;il poh~y had bccn ,uhordin:ucd 10 mat r0t.-co­

no111ic polic1c:-, in previous ttmes. industri:1( cu1d lt:\dc polic1c~ wcrc 

~ubordina1c<I nm only in practic..; to lihcrali za1ion bue also Ihco­

rc_dcally- con~istenL with ~1ssump1ion" of &enern1ing a •·111:,rkc.t­

íncntJly·~ cnvin>1uncn1 for lhc priv:uc cxpon-orien1cd sector. A-:. was 

~,:ucd by a formcr secre1ary ot commCrt'c :md industrial dcvelopmcm: 

"The premisc~ ol thc progru111 wcrl! stubiliLy arnl 0 I,cIu1e!.s, ~ince 

Mcxico's expcricnce, and 1huI of many oLher nmions havc r~,tif'iccl 

1h01. witho111 1hcm. il is nol possiblc 10 dcvelop an cffecuvc indus1rial 

pohcy, since invcs1men1 dcchnc-s and compcliLiveness falls. as wcll as 

wagcs. ,md emph1yment. Thi< is lhe reason for the emphasis in light-

111¡¡ 111lla11011 and pcrfoc1ing 1>pcn11css·· (Semi Puchc 1994. 8). 

E ven _;ifter 1hc crisis of Dcccmber 1994 . lhc Mcxican govcm ­

mc111 pubhcly s1a1cd 1ba1 .. cconornic opcnncss ha.s gencr:ued 1hc hasis 

for u produc1iv\! establishment of in1c.rna1ional compi.:ti1ivcncss. 

í;u,clJ as n resuh of 1he moc.lcrnii,1tlon ní i1s nationnl industry during 

thc 1:i,i ycars ... li1) cons 1i1111cs a solid hase 10 ex1end condi1ions for 

intcrnation3( compc 1i1h1cnc~:i.. to all thc national producLion iníra• 

s1ruc1ure--(PEI' 1995. 5). 

Dy lh': • •~d o í 1985, impon liberaliza1io11 had alrcady bc¡;nn . 

Mos1 official 11npor1 pnces :111d license< wc,·c re placcd by larirf< (Ten 

K,uc and de Maleo 1989). In 1986. Mexico continued impon liberal ­

i1lllion, inclu<ling lhe eliminmion of official impon priccs. 10 join 1hc 

GA"IT, and by lhc cml of 1987 this proccss ha.d beco accelerated 1111i­

la1crnlly lhrough Lhc p,1c/f 1 eco 11ómi, ·fl (Bl anco Mendoza 1994: 

Zablutlovs ky 1990). Sinc c the cnd nf 1his pcriod, and wilh rcw 
change s . impor1 tariffs havc accou111cd for five diffcrcnt levcls 

bc1ween a mínimum of O pcrccm and a maximum of 20 perce,11 11d 

110/orem. Table 4. 1 reflec1s 1hc quick pace of impon libemli2.n1iou; 

19$7 was a waiersbed for the average rnrifí for Mcxican lmpom. 

falling from 24.5 perccn1 in 1986 111 11.8 perccm in 1987. Tl1e 

wcigh1ed average tariff also di~plays similar 1endcncies and rcpre­

se111~ Jcss Litan 3 pcn.:cnl. si11cc 1996. 

·n1is fas1 nnd unilateral import libcrnlization w:is accomplishccl 

with li1tle discu-.sioo or in1)111 frorn Olhcr econo mic and ,ocial scc1ors 

in Mexico. The liberaliza1ion was madc possih le in 1his $hon time 

bec,wsc PRI hnd lhe requircd majorit y Lo 1>ursue h:gal rcfo rms,J 
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T.1ble 4.J lmport Tarilf Slrurture (1980-1997) 

¡,;>RO t<)R:li ¡c,i~(, I IJH 1•>~~ l'AIO ICl'M 19113 

AH:.uic: T~nrr 21 ~ ?x.s 2-1.!'t 11 8 !02 L? 5 l .?" l'I 
l.w,rro....,._"f..,.nn 2H !5 .J 11 ~ H H 6J 7.9 6' 
r.,nll t.e~➔\'h 10 11 5 5 5 ~ 5 

,\',mr1·~.t: llaneo de 1\1(,;¡ie;o { 11)9!) ); PEF ( lf)9í)): :•W,('O FI ( l\lC)I)), 

ln1cres1ingly. smm.: of Lhc l'cw cxcmption µrogr..un,:; 1hal remain :,fter 

import subs1i11u1ion rcfcrrccl to ,emporary ímpol'I~. chit)'- rrcc, 10 bt: 

cx¡,orted. inc lutling 1he maquiladorn progr am (Pcrez Molla 199 1; 

PEF 1999: S:lnchez Ug.inc. Fcmandcz Pérc-¿_ and Pérc, Moua 199~}. 

Thrcc cx1>on promoting programs 1ha1 s1ill cxis1 are rclevan1 111 this 

to n1ex1. 

l. The Program for Tcmporary lmpon s 10 Produce Expo n 

Produc ls (Programa de Importación Tcmrornl para Produc ir 

Aní cul os de Exporiación. PTTEX). sincc 1985. 11 all ,"vs 

exponcrs to impor1 lcmporarily diffcrcnl gouds uscd for 1hc 

elaboration of expon,. Thcsc imports do 1101 pay any rnriffs 

and va luc-added taxcs. 

2. Thc ll igh,Expor1i11g Finns program (Empresas Alwmcn tc 

Exportadoras. ALTEX), sincc 1986. Firms 1hn1 expon 1lircc1ly 

more lhun $2 million or 40 perccn 1 of lheir sales, or indircctl¡• 

50 pc rccn t of th eir sales. can bcnefit from ALTEX . The 

ALTEX program promoles fiscal ami aclrninistr-.uivc mccha­

nisms for íirms 1hu1 cxport Mcxican producto, including quick 

re1um of \Oaluc-addcd la><cs and quick revisions in customs. 

3. Thc Program Cor Exponing Maquilas (l'rogr:ima de Maquila 

de Expon.1ci6n). initia1ed in 1965, allows cxporters 10 tcm­

porarily impon goods nccessary for uso in thc allc ration or 

repui,· of produc1s. as well ;is for scrviccs ,·cquired for 1hc 

exporr process. Tite.se nccdcd goocls can cnlcr free of du1y 

and do no1 have 10 pay valué-addcd taxes. 

In 1998 maquila. or in-bond, expon s accounlcd for45 .02 pcrccnt 

of overall cxpor1s (see Clrnp1er 4.2), while PITEX nnd ALTEX have 

also been rdc va,11 in expons promolion.• lf owever, 1here has bccn no 

cvnluation ot lite cos1s (pnrticularly fiscal losses) and bcncli ts or 

1hcsc progran,s. 
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Tabk 4,Z Tariff Schedule: l'crcentílge of U.S, ancl Cam,dian lm ports 
Enlering Mexlco Duly·Free Uod er NAFTA (1990 

luuncdfote 
5 Yt'3r.i: 

10 }'C!lf!. 

15y<:att. 

lJnih:d Sw1c:~ 

.. , 1.-1 
l!J.3 
J7.7 
1.6 

C:m:ub 

ill ,0 
18.6 
)8.5 

1.9 

r ro111 lhis pcrspcclive, othér 1r.,<Jc agrecme nts such as NAFfA , 
imp lemc nk:d on J:muary 1, 1994, enhanccd an ongoing proces s that 
had alrc:idy bcgun in thc mid- l 980s. This agrec menl is of panicular 
importance for Mexico s intc trae.le wi1h 1he Unitetl Slate~ accounls 
for 85 pcrccnl of 1<>1al trndc sincc 1hc rnid- 1990s. Tab le 4.2 shO\V~ lhc 
pcrcentageofall impor1s in 1991, or 5,900 produ cts. from the Uni1cd 
Srntcs ,u1d Cmiada (4 1.4 am.l 4 1,0 perce nt, rcs pec1ive ly), of which 8.0 
pcrcent w.is capit:11 g()Ods (e.g .. mnchiucry ami equipmcnt, nonaU10-
rnobilc 1r:.1nsporiation cquipmcnL, chcmical produc.ts not produced in 
McxiC(>) . 1ha1 cn1ercd free of du1y in Januar y 1994. Thc res 1 of 
irnpor 1s are 10 cnler free of du1y belwccn 1998 and 2008: 2,500 item~ 
in 1998 , and 3.300 items, which represe n, 38 percen1 of impo,·ts from 
lhc United Slates and Canada in 2003. and tht res l by 2008.5 lt is 
import:int to note that tariff polidc~ tmd structures do generare strong 
incentives lO crcatc trnde wich NAf'•'TA membcrs. whilc tariffs for 
non-NA FTA mcmber s are s ign ificam ly hi.ghcr.• 

Th e second imporLan1 issue in foreign trade and indus1rial policy 
since 1988 refers to dcregulation, that is, 1hc general mechanisms 
and jns1rument:,;: th;u allow bc11cr func1ioning of Mexico's privatc 
export~oricn1cd manufocturing sccrwr. l11Jom1ation ~ervicc:s covc.ri_ng 
foreign markcts ami commcrdal.ization,7 modernizarion of custom:;; 
proceduJ'cs1 por1s. ancl rnilroads; and mea~ures to counter burcaucraL• 
ic obstac les were at 1he ccn ter of the dercgulaiion. In addi1ion ro 
l.hesc mensures, price concrols wcr,e abolished bccause thcy Himposc 
high cos ts <>n produccrs and limit competition lhrough unjus1ifiable 
high prices. discriminacc among c.Jftvcrsc productíve agenL<;. discour­
age productivily. and resuh in an incfficient aJlocacion of rcsóurccs" 
(Mar1ú1e2 and Fárber 1994. 11). 

llow eve r, the priva1i, .a1ion oí sta tc-owned en terpr ises (ptlraes• 
/lita/ es) s ince 1988 was prol)ably lhe mos, s ignificant measure in tliis 
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,kregulation process. As ~ccn in (; h;1pter 3, between 19l$8 ano 1993 
thc par{Ies10tales wcn.: rcduccd s1gnifican1ly, ::ind since lhcn .sevcral 
changes 10 1he Mc.xican constinnion have atlowcd for thl! funhcr pri­
v~tfróng of fom,cr "s1r.ucgic'1 scctors, such ns sccondary pelr<.>Chcmi• 
...-:1ls, railr()ac.ls. public transpo11ntion, :ii rports, aud ports.8 Mc<.tsurcs 
co ttllO\V fordgn in\'estment, (10 he he analyz.cd in Chaptct· 5} in scc­
wr~ Lhat were previously rcSLrictc.d also pennined an intensific,.itinn 
of private ~m<l foreign activirics in M'cxico ·s econorn)t. 

Finall y. mos t firrn• and sec tornl-J e vcl indusllül policies were 
abolishcd. Such a<:Lio11 i:-; closely tied ao one of libcrali7,afion's priori~ 
1ies: thc control of 1he fiscal cleficit and 1he eliminalion of QVcl'all 
suhsidícs 10 allow for a ma rket-friendly alloc:i tion of resources in 1he 
private sector. A:s price controls. with n fcw cxccptions. have heen 
abolished. arnd.itional expon mcásures have been dismttntlcd and 
rep laccd by "self - financing" program s.? Reimbursemen l for in<lircc1 
iaxes ami thc 1rnuit.ional expon ~>rogrnm wcr1; elimi1rntcd t,y thc rni<l• 
1980s. Moreover , si nce J988 the 1rad i1ional dcvelopmelll banks , 
Ba nco de Co me rcio Ex te ri o r (BAN CO MEXT ) and Nacional 
Financiera (NAFtN). whic h in carlier per iods had financecl fim 1- and 
sectornl-level projcc1s according lO industrial priorities and ''stralc• 
gic" sccLors, currently offe.r finuncing umder market comlllions am.l 
have becomc second-tier ban.ks. Local-contcnt rcquiremems for such 
indus1ries as automobilcs, aulo parts.,. and clectronics have been 
dimini s hed s ince 1994, and wi ll be "bolished gradua lly llndér 
NAFTA. In1ercMingly

1 
severa! progra.l!us rem::üning from thc pre• 

NAF-TA pcriod 1988- 1994. including .a111omobiléS and com putcrs , 
are aimcd al sector s dominuted hy TN Cs. Until 1999 most of the 
ex isling promotion programs did no! con stitute a dire ct fiscal burden 
for the gove rnm e n1. s nch as lhc maquila program. P.ITEX , ami 
ALT[¡X.1º 

11 shou ld be kept in mjnd that almos , all fcclcr:11 program s today 
ofler differer11 k.inds of infonnation (thro ugh thc Internet ancl exposi ­
tions) 10 potential firms 10 be cstab lished in Mexico. Programs such 
as the Mcxican Bus iness lnformation System (Sistemn ele 
Información Empresa rial Mexicano, SIEl'vl) and other real or virtual 
matchmak.ing programs offered by SECOFI, NAFIN , and BAN • 
COMEXT are 1hc main indu s tr ial po licy ins 1rumcnt s today. 
Similarly, th e main deve lopmcn 1 ba nk.s (NAflN a nd BAN­
COMEXT) have unlil very recem ly offercd loans based cxclus ively 
on commercial interest rnlcs-. 11 Of üte remainíng programs i1 is 
importan!' to highligh1 thc following (PEF 1999).l i 
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r. Thc Progt;)lll to Pronu.Hc Industrial Clu~wrs (Program" para 
Pr llllWt'N' A,f.!rupamitmt os /11dus1rial<1s) . inilimcd by SECOF I 
in 1998. is probably one oí 1he ,nosL relevan! 1>rQgrams sincc 
f988. Bascd on a swdy or ninc cJu~ters in ~·lcxico, 1he pto­
gnu11 a11emp1s tr,, gcneratc a common vlsion among business. 
.-,1a1e govcmment-s, ami 1he federal governmenc. ancl 10 take 
advantagc nf local ami regional :::pccja]ization paucrns. in 
addi lion fo s lrcngfhening link.tgcs wi1h 01her J'inn s and scc­
l(.)fS. In general Lh is prognun does no, incJudc finandng. btH it 
c.Jocs not ex.elude firms from participating in othcr prog1';íms. 

2. Thc Nctwork oí Regiona l Ccn1crs for Business Compc1i1ivc­
ncss (Red de Cemro.'i Rexionnle s para la Comperítivid ad 
Empres(lrial, CRECE) has offcrcd (since úie mid- 1990s) con­
sulting s upp o rt 10 micrQ. sma ll , ;ind mediu,r , en1erprises 
(MSMfs),i-' which are of 100 percc111 Mexkun ownership, 
cstnbli!-ihecl j ¡¡ Mcxico. ancl at lea.st 2 rc.ars ol.d, The objeclivc 
is to solve technica l and otga nizationa l pr()b)ems in 1hcsc 
firms. CRECE offers financinl co ns ull ing ,,ctivitics thal 
iucludc an eva lualion of 1he respect ive fim1s nncl overn ll diag • 
noses ancl mcm;ures to increase compe1itivenes~. Regional 
busi ness cha mb ers and SECOF I finance CRECE. By .tune 
1999. CRECE had alre.ady been cs iab lished in ali Mexican 
s 1a1es14 and had providcd suppo rl 10 mo re 1han 5.150 s rnall 
and mcd ium firms (around 160 firms pe,· s1a1c), resulting in 
income increa~es of 33 pcrccnt on avernge~ prcscrving approx­
ima1cly 20.000 j obs. and creali ng almost 2,000 ncw jobs. 

3. The Nat ional Comm iUee of Prnduc1i vi1y and Tech nological 
lnnovation (Comit é Nacional <ie Producti, iidad e lnm,vtu;:ión 
Tec11<>lógica. COMP ITE) was created in 1996. COMP ITE 
offers s pcc ialized and ccr1il"ied courses for manufocturing 
ac1ivi1ics. Cc rlifi ed consulta nls initially check a firm al no 
cost. and lhen lhe firm has 10 pay for halí 1hc cost of lhe 
course (a round $ 1 .500 in 1999). Up unül 1999 COMPITE 
had 1augh1 more than 800 such C<)Urscs. wh ich covcrctl just ­
in~1ime mcai:.u,·cs. optimiznIion of inventories, introduction oí 
r1cw machinery and cquipmem. and nncasures to save spacc 
and minim ir,e costs- re~ulling in produc1ivi1y increasc .s of 
ove,· 100 perccol in sorne cases. 

4. The F'rogram f.or Develop ing Subcontrac1ors (l>rograma de 
Desarmll a d" Proveedores) was es111blishcd in Mar<:h 1999 in 
conjunction wi1.h SECOFJ and NAFJN . This is probably one 
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of Ihe most imporra111 programs sintl! 1988. Acknowlcdgmg 
Ihe problcm:. with Mcx.ico· 4,;; l'orw~1rd and backw~1rd valuc­
:1rldcd linkagcs, thc program·s main ubjccfive is w µrovide 
quick -.. .. •orkiug capi1:1I for subcontraclOr:-.' spt.~ciíic con1ract~. 
\Vilh spccific rcquin:rncnls. NAFIN offcrs ~\otoma1ic gu,1r~1n-
1ecs fo1· cornmel'cial banks as well as dircc1 loans for dcmon­
straliou processcs or products. T hcse lo:ins mny not exceccl 50 
pcrccnr of lhe valuc of thc contrnct. or :1 max imum of arouud 
$650.000. l11i1inlly, 1he pro gram will offcr 1hcsc op1ions IO 
firms suhcnn1rnc1ing for thc g,uvern111cn1, but cxpccls to 
broade:n the program in 1999 to inclucle 01her firms oriented 
towarcl 1he priva1c sector. So far 43 agrccmems havC' becn 
signc<l_ 15 

lodepe ndent of the above progrnms, over:ill financing to Jhc pri• 
va1c secior, in.cluding loans granted hy c.lcvclopmcnt b:mk~. by l 998 
had no1 :1chicve<l lcvcls in re:il 1enn s cqual IO !hose oí 1994. During 
1994-1998 clevelnpmenl banks had subs 1amially reduced the number 
or thcir employecs by 34.4 pcrcent. and. in 1en11s of Mexico's GDP. 
ló:ms gra n1ed fe ll by 41.2 perce m.'6 

M a,n ufacluring; General Trcnds Sincc 1988 

According 10 1he las1 lodumial Census of 1999. 36 1.000 finos rcprc­
sent rhe ~anufac turing sector. A smallcr sample of rnanufacl\lring 
finns, prov ided by 1he lns1i1u10 Mex icano del Segu ro Social (IMSS), 
dividcd inlo mi cro , small. medium, and big fim1s. allows for an in­
dep1h an:ilysis of some of 1hese fim1s' dlrec1ions since 1988 (SEC­

OH 1999). 
As in many othe.r count ries . MSMFs accou n1ecl fo r around 98 

percem of ma.nuJac1uring firms cluring 1988- 1998, ami fow changes 
c,,n be observecl in lhis. Howcvcr, as reíle c1ed in Table 4.3. lhe years 
1994 and 1995 s how 1hc imporlánl negmive cffec1 of 1he crisis oí 
those ye..1rs 011 thcse finn s, accounting for an average growd1 rnte of 
tola l firm gen.cra1i:on of - 1.5 percent and - 5.7 percen1, rcspec 1ivcly. 
Morcovcr, bi~ finm (i.e., those with more than 250 workcrs} prcsen1 
an average annual growtb rnle (AAGR) or 4.2 -pcrccn 1 for 
1988- 1998, whi le MSMFs only accoun l f<Jr 2.5 ¡¡ercent. Em¡, loy• 
ment data for m.anufocturing :u this Jcvcl are s ignificant from more 
1han one pe rspec tive. 



 

Tal>le4 .3 MS MFs: Nu ml>crof Ffrms and Empl oymen l in Ma nu fact u ring (19.88-1998) ;S 
- - -- -- -- ---- -- -- --

19l!S-198R 1989 1"90 1991 fqQ! 199) 1994 1995 10% 1~7 19'>8 19'1~ 
~ - "' .Numl>er of t'imu 

ª 
Mjcro 76.526 81,)32 92,556 9'J.69S 10 1,446 99.279 97,996 93.194 9),600 01,479 100.O~\2 ~:t.S)6 ~ 
Sm"11 17.668 18.28) 19.685 20.219 19.~95 18.63) 18.o70 16.17! 17.543 18,155 19.SB l.lS S 

l::: 
Medium 2,9,II ).209 ),266 3.J64 3.297 ),11,1 UlO l.050 l.382 ~.519 }.~61 9:0 •. Subwtal 91.135 102,822 115.507 123 • .338 l 2>,638 f21.0i 6 119,296 112.S22 114.S~ ll'l,813 12.3.776 :6,6,;1 ~ Bit 2,10,I 2.179 2.386 ~.427 lJ61 1,270 l,3 47 2.l~S 1.629 1,0\J 3.JM 1,061 ª To1al 99.2)9 105,101 11M93 125.765 127.005 123 .. 146 121.('4.:t 114,807 U7,tj~ IZ.:!,7,ló 116.9.JJ 27,702 ~ 

" l?mploymcnt g-Mieru 3L7,IS7 3)8.10-l )84.465 412.389 415,757 402.224 J9J, 145 365,139 )75,100 J9l,671, 406.Jll •• .1JS "% sm.,11 664.556 690,927 n1.130 756,6;0 740.870 696.195 673,i79 610.l.1$ M7.?1.! '707.061 7Js~.90!l $,l,J5l :; ~tedium "58.68.l ,00,866 512.280 $24.J4i 510.393 493,0,0 506.204 478.637 515.81-1 558.)!A 606.li.S 1.a, . .i~s ~ Subtoul 1.~396 1,530,097 1.633,975 1.693.•86 1.667.025 1591,459 U74, ll8 l.4lJ ,QJ4 1,558,ISS l.6.IS.121 1.761,39• n1.0M t: Big 1.452.801 1,575.515 J.635,ó29 J.676.931 1.601.142 l,541,905 1.64~.369 1.612,J4l 1.816.>27 2,125.180 l,Jl2, 6.l> ~9'),~3, ~ ,.o tal 2,H9J,197 3.105.612 3.169,004 J.J)0,-117 l2fiR ,167 3,134.364 3.llO.,~? 3,066J56 3,434.615 3.78.<.•0l <,114.012 1.220,815 ª-
N1,1mbcr or tim1~ (P<tctnl.i.,e of 1oc;al) R. 

M:iao 71.11 17.38 78 51 JQ.'27 '1'1.81 ó().49 8016 81 17 NS9 'tQJ2 7~.8~ 
"'"' :1., 

~ Snwt 17.SO 17.39 16.10 16.12 IJ.66 15.U 14.SS 14.18 i,9 7 1 ,.~lt 15.b-l 14i -.a :!? ~1edium 2.96 3.0$ 2.11 2.67 2.60 1.S7 ?.M 2.66 2 89 2.91 3.04 2,79 ¡¡ Subtou1J 97.88 97.83 97.98 98.07 98,H 98.16 98.01 98 01 97.76 97b l 975 1 9701 ~ Bis Z.12 2.17 2.02 1.93 1.86 1.84 1.93 1.90 2.2., :l.39 '.?.49 209 
,., Totlll 100.00 100.00 100.00 100.00 100.00 100.00 10<1.00 100.00 100.00 IOll.00 100.00 100.00 

Employm<111 (p<runta¡;e oí 1o<all 
Micro 10.% 10.89 Jl.76 12.24 12.72 12.83 l2.2J 11.91 1ocn l(l.) 8 98S 11.,~ 

Small 22.97 22.25 22.SS ¡2.4; 22.67 2?.21 10.91 19.90 19.14 18.69 15.20 Z0.9b 
Mcdium 15.85 16.13 15.67 1556 11,62 15.13 15,72 1$.61 15.31 1>.76 1-Li3 15.J~ ~ 
Subh>U!J 49.79 49.2' 49.91 50.25 Sl.0 1 50.77 48.88 47 .'11 45.31 •38 3 ,C .Sl •7.91 s. 
Bír 50.21 50.73 500) .19.75 48.99 •9.23 5l.l2 12.58 54.63 56 17 57.19 52,()') .,, 
TOllll 100.00 100.00 10000 100.00 100.00 100.00 100.00 10000 100.00 100.00 100.00 1001)() ~ 

e-

!\umlxr <>Í fum~ ts,owth ra1c:) 7 
Micro - 6.J 1) .8 7,7 1 8 -2 .1 1.3 -1 .9 lt.i J 1 ~.6 11 ! 
Sm3U - 3.5 ,., 3.0 • l,9 -6.3 - ) .O - 9.9 7.8 6.9 5.9 l l u· 
Medi1.1m - 9.l I.S J .0 -20 ..a.o 2.1 - 5 6 1().9 ~.8 1,9 :L'l 2 ~-
Su'blotal - 5.9 1~.l 6.8 1.1 - l,9 - L5 -~., I.R 4.6 J.3 ~ 5 -
Big - 8.3 u 1.7 -2 S -4.1 3.> - ló 1~.l 11.6 70 J ! g 
Tow - 5.9 t2 .. 2 6.7 1.0 -2. 0 -1 . ..1 - 5.6 :.u H :\ .! 2 < > 

§ 
Emplo~·mt'nt (gro..., 1.h r:uc) 

Micro - 6.7 13.6 7.) o.s . ) .3 - 2.0 -1.4 Z.1 J ,7 J,!i , .. ~ ~ 

Smtill - 4.11 6.7 2.6 -2.1 -6 o -3. 2 -? ,• 7,7 7.6 S.9 l 2 ~ 
~ 

Mcdium - 9.2 2.3 2.4 -2.7 - JJi 2.7 -5.J Y.9 6.2 8.6 !.~ .J.· 
Subl<tal - 6.2 6.i J.6 -1.b -IJ - 1.1 -76 1.l 6• ó.2 !.O 

B,g - S.4 )J 25 -1 .5 - J.6 6.7 -2.1 16A IH iO.i .: 9 ~ 

To1a.l - 7.3 S.3 3.1 -).0 -4 . I 2.7 -' 8 12.0 101 s., ;\O ... 
~ . - ~· 

Sou«c ; Authot'J calcul11tions b.111ed oo IMSS {SECOPJ 1999). 
s. 
~ 
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l. fn general~ employ111c111 gencrncicm for 19X~- J99S ;tc<:ounred 
for an AAG R of 3.6 pcrcenl ancl wns signi fican1ly hclow 
Mexico's annual gro\vlh rme of cconomically active popul.a­
lion (,ce Chaplcr ()), 

2. Big finns accoun1ecf for signific:irHly m()r<: e1nploymcn1 gcn­
era1ion rilan MSMFs, Dur ing 1988- 1998, thc AAGR in 
c.111ploymc111 by blg f'irrns was 4.9 pcrccnl and n1orc th.tn dou­
blecl rhc clynarnis111 of MSMFs :u 2.0 pr rce111. Small firms 
with an ,.\..A(;R of 1.2 perceoc havl'! bcen rhc lcss dyuamic scc­
lOr in cmpJoymcnl geucration. 

3. As a rcsul1. 1hc .slwre of MSMFs fcll from 49.79 pcrccnl oí 
to la ( cmploymcnt tn manufac1uring in 1988 (1hough :1chieving 
leve Is abo ve 5 1 pcrcenl in 1992) 10 42 .81 percen1 in 1998, 1hc 
lowcs1 employmcnl le,•el sincc 1980. Jndividua lly, MSMFs 
<kcrcascd 1he ir cmploymen1 share fo,· 198S- 1998. 

~- Big firm s acec¡11111ing for 3.165 firrn, , or 2.49 percenl, of ali 
ínanufac1uring firms in 1998 reprcsen1ed 57.19 percen 1 of 
rora.J employmen1 in manufacturing. 

Thcse 1rends show 1haL MSl'vtfs have had 1hc mos1 difficul1y in 
adjus1ing 10 libcrali1,aliQn since 1988 and 1ha1 1hey werc parliculal'ly 
hi1 by 1hc crisis of 1994- 1995. from which 1·hey have 001 recovered 
ye1 in 1erms \>!' new firms nnd employmcni gcncra1io11. 

The lauer lcndencies á.re cornpleme111ed by Jirm-lcvcl darn for 
lhc main expor1ing firms csrnblühed in Mcxico. Tnble 4.4 shows 1Jia1 
lhe share of 1hc bigges1 tinns, bolh na1io11al ª"'I foreign, c,1;1blished 
in Mcxieo during 1993- 1998 (bccween 264 and 312 finns) increascd 
consiamly, accounling fc¡r 59. 16 percenLof 101al exp<ms in 1996 and 
falling ((> 43.48 perccnL iJ1 1998. Their sh.arc fell in 1997- 1998 11s·a 
rcsul1 ol' declining oil revcnues of l'elróleo s Mexicanos (PEMEXJ. 
lnterestingly cnough, ahhough expom by Mcxico's biggcs1 na1io11al 
firrns dcclined frorn 35.76 perce111 in 199310 24.33 percenl in 1998. 
forcign firms suhsian1ially increased lhcir share from 14.36 percem 
lo 1993 10 19.15 percen1 for U,e same pcriod. Maquila firms (3..130 
firm s in 1998) prnd uccd 41.49 percenl of lola l exporls during 
1993- 1998 (maquila ancl main expo riing fimt s accounlcd for 93.35 
perccm of roial expo rts for 1he period) whilc acc0<1111ing for only 
5.59 perccn1 ol' 101al em¡¡IQymenL. Mex ican expo ns, 1herefo rc, 
rcncc1 a high concentracion in a limiled sel of firms. othcr firms i11 
Mexico reprcsc111ing on ly 6.65 percc,11 of ali exporls clnriug 
1993-1998.17 
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Table 4.4 fin n-1c~•é1 Conce ntratioll oí Mex i~an Export~ C\993- 1998) 
(cxpods in thou sands-of do llars, ('tnploy ment in thous ands) 

:,.fül im\ lJ.S. Doll~m: 
---

l')'Jl 199,1 11)95 19% 1997 IWS 

M 3i.¡lllla 
Z t.851 26.269 .\1,10) 36.92.lJ ,1s.100 52.86,1 É.xports 

547 óOI 6'!1 199 938 1,0)9 F.mploy111~11t 

M:~ini.:ll.J)llflll\ g l m 111-11 

2b.()ll8 ,2,011 M .SII 5(,,19.S j6,9?( 1 51.074 13:.lóJ)l}lt~ 
1,0(12 990 l.N3 1..148 1.276 1,33:\ l!n11)l9yml!CII 

Fo11:1gnt"o 
7.452 10.0M tz,im, 20.308 22,l lO 22A97 l!xpons 

147 169 216 231) 2 27 2)2 l~mploym(;'.lll 

N .i1io11:il 
21.927 31.9J) 36.,1~7 34.667 18.577 Eitr,on$ IS.556 

1.101 R55 82$ 1.1127 l. 1111 l.fM9 1!111¡1lv)'tneru 

51,88(1 60.882 79,542 96.000 110.431 117,450 Taai:11 expo11s 
32.534 33,208 33.861 35,226 37) 6() 38.618 T<f l!II cmploymc.1il 

p4;:icem~g:c orTot:11 faJ)(ms of Good~ ttnd Scrvtées 

M.¡1qml.tt 
.S2. l2 •J.15 3i), lU 3, .46 40.90 45.01 fl ApóH S 

1.líR 1.RI 2.01 :i.21 2.51 2 .f,9 Emp ló )'i'IICOI 

Mam exporliug fim,s:l 
50.13 52.SlS 56.3-1 59.16 5 1.59 43.4R E"Xports 
J.08 2.Q•J 3,67 3.83 3.ll2 3.45 F.m¡,to~·roenl 

Fc>,ei¡;nb 
l4.3G 16.56 16.19 21.15 20.20 19.15 Eitpnrt\ 
(1.45 051 U.ó-1 0.68 o.61 UhO E in plO)' ffiC'OI 

N:ilio n~IC 
36.01 111).1:'i 38.01 3 1.39 2•1,3~ 35.?6 ÉXpoJ1S 

2.63 2.4& J.OJ 3.15 2.SI 2.85 Elnp ló) 'Olt:lll 

100.00 1()().()0 I00.00 IOQ.00 100,()() 100.00 Tol.tl é:0:J)l)rts 
100.()1) 100.()1) 100.00 l()(t .00 )00 ,0() 100.()1) 'IClt:il t:rn¡'1Qymcn1d 
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11 i.~ imporll11i1 10 rcntl l lh:H lhl! mos1 imprcss ive expor 1 i;rúM h, 
in addi1ion to 111aqnih1 exporrs. is a rcsuh of intraindusrry tradc {i.c .. 
tr:idc wi 1hin thc ~;lme indus1rics}.1K ln1rnfirm 1ra<le- p.1r1icufarly 
uInong TNCs in such sec1ors ns autonwhile:,,:; ~md auto parIs. electron­
ics, rn~1chi11ery. ai1d 1 in g<.meral. maquiJador:is- 1·cprc.$Cnts a hu·gc 
sharc of 1.0ml intraindustry trade. :-illhough il has not becn possible to 
measurc thc specific dcgrcc. ln1rnindustry Lr~lde accoulllcd Í{lr 42.92 
perce111 <1f l<>lal 1r;1de i11 1990 ancl increased 10 49.26 rc 1·cent in 199$ 
(si,:e íab le 4 .5). Moreo,•er . ,,cct<>rs at the four •diu i1 leve! or tite 
Harmonized Tariff System willl rm in1raindustry t~u.Je cocfficien t 
(HTC) higher 1ha n 0.5 increased from 330 in 1990 10 453 i11 1998 
and increased 1heir sh are of 10ml expor 1s from 47 .70 pcrcen 1 10 59.00 
pcrcent for thc sarne period. Th ese tr¡,dc tcndcncies indicace 1hm 
in1ra.industry trade has accountcd for an i11crc¡1sing share of ovcralJ 
t.rnde growth, 'lhus, marginal inlr.lirnJ~1s1ry tradc has incrcased sub• 
·sl:ln1i,1lly since NA.F!';\ ~nd 1hc cri$iS of 1994-1996 .19 For Jhe pcriod 
1990- 1994, 55 perccm of Lornl trnde was a resulL of intraind us1rv 
1radc incrcase, bu1 this perce ntage rose to 61 percent for 1994- 1998 
(León Gonzá le,; Pacheco 1999). This 1rade rcílects a new paucrn in 
the indusufal org:mi;¡ation of Mexico's economy, and p:trl icularly of 
lhe dynamic and cxpcm -o rienrcd sccw rs . 

Table 4,5 lnlraindustry Tradc (1990-1998) 

1990 1991 IY92 1993 1994 199.1 1996 1997 1991{ 

lmr.:tlndusuy lr:1dc / 
loln.l uade 42.92 41.79 4 1.13 

Shate ovcr h) l.:11 
42.35 44.29 4.I.S5 46.10 48.46 49.2(, 

C:Xfl011$ or lrl'C 
>0.S: ' 47.70 4$ .77 49.44 49.37 .53.20 •l'i'.33 .12.64 55. 1(1 59,00 

Shart O\'CT toiaJ 
i111po11s ol' lff C 
> 0,5, 42 ,47 39.87 36.-15 37.58 40.01 ,n.Kx 52.96 48.7 1 47.00 

M;Lrgfo1ll imraindu.sh)' 
lrndc Q.25 0 ,37 0.23 1).62 o.oo 0.98 0.71 0.47 

Numbcts Of$e<-lúr:; 
with :tn UTC > 0.5 331) ,io<) 405 390 393 457 45ti 466 •53 

To1ál number of 
considc.red scc-rors J.242 1.246 l.U,1 1,240 1.24? 1,248 1.248 l.2•16 1,247 

So,m:e: León Goni.i.le.! l¾chcco ( 1999), 
N,>tl": :1. Refor::. to alJ four-digi,. ~ec101'$ lhal preso:111 :m Hl 'C highu than 0 .5, 
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Th<: i ncrnas ing wcigh 1 or in1raindumy 1radc is signifícanr from 
sc"cral p<.wsrcctivcs. For one. it indic,nes 1h:H 1radc in rvtcxico has 
spcda li zcd in ¡Hulluc1~ Lhat ar..:: also increas ingly impnrtcd. 
Morcover. :md comr;1ry IO E.01 an<l neocl:isskal c:conomic lrncfo chc­
orics llrn~ nssumcd th:H f'v1cxico would spcch1li1.e in ,radc in labor­
imcnsive scc10rs. panicularly t:aphal.-inlcnsivc sectors ~uch as aulo~ 
mobiles :.111cl autQ parts havc subsrnn1ially incre:ise<I thcir share of 
,0 1:11 cxport!i ;1nd 1helr dcgrce of in1n:ünduslry lractc. 

Fmthe.nnore. financing for the pdvaw .secior hy n~uional in:U iln­
tions has had a ncgarjve growlh ratc since 1995; 1998 level~ are 
t,clow of 1h~isc of 1989. As a rcsult of libc ral i,~uion in general, and 
more spc:cifically of high n:al imerest nucs sim.:c l988, 1he financia) 
cr is is of 1994- 1995, a high percentagc of bad loans, :md ll,c 11bility 
of hig firms lO jssue debt ami bonrls on intcrnational. rmukcLs, most 
Mcxkan finn~ h~wc difficuhy in finding formnl nnancing chmn1els 
in 1hcir <>Wll coun try. Par:,dox ically, and in spj1c of lhe hh:h finandng 
rcquire1nents ror modemization, mos1 Mexican developmcnt banks 
have not been able 10 place their tornl pon folio s ince 1994. To some. 
1his s ignif ies a lack of "él'fec 1ive demand"; for 011,ers. i1 is a resu ll of 
lea mi ng from 1he cris is of 1994- 1995, when interes1 ra1es rcachéd 
lcvels ab ove 100 perceni for scvenil 111onths, as wcll as 1he inabili1y 
10 pay high rea l i111eres1 ratcs s ince then. 

In :idditi on. Mexico 's manufa cluriog scc1or, and <Jnly includin g 
1rndc <JÍ gMd~ (i.e,, nm includi ng maquiladora ;tc1ivi1ics), has bee n 
charac1er ized by severa! importan! muc turnl changcs (sec Table 4:6 ) . 

l. GDP growt h since 1988 oscilla1ed a 101 un1il 1998. Yct 111a1111-

foc 1uring 's share ovcr 1ota l GDP re111ained rel 'lt ivcly siable. at 
aro ui1d 21 percen1 of tota l GDP lhroughout the period. 

2. Thc share of manufocturi_ng's ernplo)•men1 as a percenlagc 
total ernploymenl fel l signi ficantly, fro m 12.6 1 percen 1 in 
J 988 10 llround 11.50 pel'ceot since 1997 . This 1enden cy not 
oo ly rcflec 1ed 1he hig her c:1pi1al in1e nsi1y of the sector 
(c::apital/employment) than 1he rcs t oí the eco nomy, bu1 also 
li mila1ions in genera.(ing-employrnent. 

3. In terrns of productivity, manufactoring outpéríormed 1he rest 
of the econumy. Labor and capila l prod uc1ivi1y increased by 
24.8 perccnt and 15.02 pcrce nl during 1988 - 1996, ami bo th at 
a s ignificamly higher gmwth rntl' 1~aq !hat of the total cc-0110-

my. 
4. ,t,.fanuíacluri ng probab ly pcr formed mosl successíu ll.y .in 

1cn11s of exp-011s. Not including, rnaquiladora acllviLics, marm ... 
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fac111rinfs ~h.,rc incrcu~cd from 63.4 1 pcrcc111 in l ')tl8 10 
111orc 1h,n 80 1><·n:cn1 oí 101al exJ)Ons of g!J()(b in 19'/X. 

5. llow,.wt!r. amJ in spite of GDP Hlld c:xpu11 gruwth, nuumf¡u;-
1uring has nol bccn ablc to ovcrcornc. its most seven.: .,;;truc10r• 
al litnilltmn :.1nce import su~tilUUOn: ib high tradc c.Jcíicil. 
Thu)\. expore-. h:ive h~t:n im.:rca~ing. b111 so hávc i1npor1s. 
rc:-:uhíng. in :t high. incr(!asing. ami unsu~laiirnhlc lraJ..: defici1. 
Thi, lack of c:ndog.enuu~ growth comJit ion,. which ha~ decp­
cncJ since 1he impkmcntation of liberalit.:llit)n in 1')88, sug­
gc~1~ that manufa<.:tul'ing. roquircs high .tnJ incrca~ing imporls 
to :illow GOi·' and expon grow th . Fro,11 1his perspcctivc. tite 
tradc dcfkit since 1938 incrcascd ~hat])ly. from S6.3 tullion in 
J9ij8 to $32.(l billion in 1994 ;ind fell d uring 1995 as a res ult 
uf tite cris is. Si uce tite :1pparen1 rcco vcry of Mexico ·, cconu • 
my in J 996. 1he 1ra<le deficil in manuíacturing has again 
i11c1~ased suhsrnmially. 11 is imrorrnm 10 rccnll in 1his con1cx1 
1htH this nade dcfic it by no tr1c:ms gencnues an nutomalic 
mechanism for i1s fim111cing (Banco de México 1995). On thc 
co111rary. Mcx,co 's econo my and socie ty h:ivc to finunce Lhe,e 
dclici 1s by diffcren 1 nu,:111s, ei1hcr by achiev ing n trade sur • 
plus in otber sec iors (such as oi l or :tgr icullurc) or by m1rnc1-
ing foreign invcs tmcnl\ through high real i111eres1 rmcs. 

ó. 1 ncl~pendcnt of tite absol 111e value of thc I rnde defici1 of man• 
ufocturing. íl is importaol to rcl:11e the tr:ule dcfid l to manu· 
íacturing·s GDP. 1h:11 i<. as a coefficienl 1ha1 reflec1, the pene • 
1rn1ion of nc1 import::;. From this perspcc th1c. the trnde 
b:1l11nce/GOP cocfficic nl incrcase d fro ,n - 15.40 pcrce nl in 
1988 10 -44 .90 percc111 in 1994. Th csc high lcvc ls had nOI 
becn reacltcd in Mexico since thc 1960s. 

Manufocturing: Sccloral Trends 

Mcxic <>'s Na1io11:1I /\ccounlin g Sys tcm disagg rc¡¡.111cs th~ 11i:11mJ'actur• 
ing sec1or into 49 brnnches. :11lowing an in-dcpch ana lysis of diffcrcnl 
var iables for the 1988- 1996 pcriod. 

Givcn 1hc polurized perronnance of manufacturing síncc liberal• 
ization. '" well as 1he 1heory of EOI. it is useful 10 group 1he 49 m,m­
ufacturin ¡: branchcs according to specific criteri:i. In lhis case. manu­
íacturin~ branchl!s wcre clussificd :,ccorcling t.o 1hcir AAGR in 1c 11t1.s 
uf cxJ>OrlS for 1hc pos tli bcrnlization pcriod , 1988-1996. 211 Furt hcr • 



 

100 P~•ltlrizfo¡~ Me.rico: Tll e Jmp,1ct t.1/ lil 1cr,1/12111io11 Stmtcx.1/ 

more, subgroups of branchcs wi1hin e:,c h of 1he groups were cs1ah­
lishe d. Menee, 1J1c. bmn ches wi1h an AA GR oí GDP high er lhon man­
uracturin g~s average t.lurin g_ 1988- 1996 are in ~roup /\ , whi le the 
br :mchcs wi1h an AAOR ofGD P l<nvcr than manufac 1uring_\ nvcragc: 
are iu grour B (Tabl c4.7) . 

Al1hough lhere are differenl groupi11g ct ik ria (Ca:;ar el al. 1990: 
Dussol Pctc rs 1997) , 1his 1ypology is tise ful ro,· various rcasons. h 
ancmp1s Lo cva lualc li ber:11iz,a1ion strnte gy by i1s own m ain " al'iablc s; 

ex port s :rnd GDP as a proxy fo r cap ital accumula1 ion . Mol'eove r. 
ho1h vari;:i.blcs are irnporianl b('.caust ex port-. hnve hecn the motor for 
C DP .¡;row 1h sioce 1988. Thus, it is ;mnicipalcd thaL grou p I wi1h i1s 
16 branchcs, bu l p.ani cularly the s ix bra nchcs of gro up I.A, will rep­
resent U1c " lc.ading•· branches of 1he M exica.n m~\nufo<;turing ~ector 
since 1hcy havc responded succc ssfu ll y in rerms of increas ing 
ex ports and GDP . 

1-Lowever. wllat are thc charac1cristk s of 1his group and th~ res1 
of 1J1e mnnufacturi ng sector? Ta ble 4.X sumrnar izes somc of the mnin 
structural issues of Mexi co 's manufacturi ng scctúr. 1101 including 
milquilas , s im.:c 1988. From 1his perspec tive, il is impo rtan1 to ·strcs~ 
the follo,ving : 

l. Group 1 (i.e .. bran ches wi1h lh e hig hes 1 export grow1h for 
1988 - 1996) most sig n ifica mly i11crcaseu 1hc ir sh,. ,c of rnanu• 
foctu ring's ODP, from 28. 16 perccn 1 in 1988 10 13 .5 ! pertcn l 
in 1996. Howcvc r, if co mp:1red with 1he total economy. thc 
share of grou ps I anti I.A on ly rep rescn1s 6 .72 :md 2.53 per­
ccn1 , rcs pec t iv e ly, of GDP of to 1al ccono m y in l996 . 
More.over, i1 is not possib le to p'.Oint to a posiLivc •associa1ion 
betwccn GDP growth ancl export growU1, since~ for example. 
gro up lll prcscnts Lhe l<Jwesl Ai\GR of ex pon s, buL i1s share 
of 111.umfacturing's GDP rcmains relatively swble at 34 per­
cent for 1988- 1996. T hu ~. onc of the mai n eco nomic results 
since 1988 in manufoc turing_ is Ll'lc. im prcssivc dy namism of a 
sma ll grou p of brnnches. those of grou p I.A, aud particularly 
of the automob ile sector, which mo,·e than doubled its sharc 
of manufactu ring's ODP from 3. 13 percent in i988 to 7.22 
pe rcen t fo 1996. 11,e impressive GDP gro wth performan ce of 
group !.A for the per iod is also thc rcsu lt of aut omobile and 
cl ec 1ro nic eq uipment ex port , lbo1h ac hi ev ln g the hí ghes t 
growt h ra1es in tcr rr1s of GDP in Mexico 's cconomy fo r 
1988 - 1996. 
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Tnuk 4.7 (,0 11tiu11t•,I) 'fa ble 4.8 Performance oí Manufadurl ng's Hranches t1988- 1996) 

AAC..J< or 1!Xpu11\ :\AGR OP GUJ' 198$ 10s9 1990 1991 19!>2: 199.l ¡99,¡ 1995 1996 
(IY8k - l t,11>(1l ( l?f<k- J<t%) 

(jD I' (nw1111/'tu·11m11,: ~ {()()J 
GROtJP 111.R 6,7 '2.1 c;roup 1 .?8.l t, 29.02 3(>:'.?S JUW .11 76 31.66 31.59 31.1>9 3.1.51 
JS ~lcdu;lnat product,; -.>.u 1.~ C:rou¡, I.A 10.t,J l l.54 l:!.6~ l4 t>2 15.38 15.13 16.U6 16_5(, 18.2~ 
}7 l'b.111w rcsirL,;M ~yo. f1bc-r ') ,J .1.6 Gr1n1¡, I.B 11.55 17.,11' 17,60 17.22 1(1.39 J S.◄J3 15.53 IS. I"! 15.23 .. , C:c1ncuI ,1 :! 2.,1 C h )UJ) ll '\1, l •l 36.35 35.0Y 33.06 333 0 3:!.5(, Jl .76 32.Ql n .~2 
111 ;\ko holu.· 00.1,·1,•f:igl'S 7.6 2J UrvOjl 11.A 16.56 16.27 IS.94 15.20 15.M 15.-Rf. 15.f,8 1(,, 11 16.2,1 
30 (]1h~r wuo-1 pr.,Ju.,:t<; 4J 2.IJ Group fl n w.ss 20.0S l 'J.15 17.X6 17.63 l7.7Q 17,08 16.RI lo.O? 
4'1 S1rucInr:,I 111c1:d rnu, h.1c(s: 8.8 l.~ (Jroup lll 34.1U ), Ui ] .H .b) .15.IO 14,93 3,t 78 35.6$ JD <J .3.1, IX 
41 Ruhl1ér proJucls- k1 1.7 (iroup UI. A D .H5 M .K2 15.20 ll'i28 16.30 H>, I IÍ 16.75 16,(~7 1(,.77 
,17 Non•Íc:<rrou~ n1c:1al$ 8.2 1.6 Cirnup 111.U 10.li.5 19,81 19.4) l*.Rl 18.63 l&.62 Ut90 18.72 17/ 11 
15 C•iffcc t..:? 1.6 
25 Ju1e. 1011gh ICXtik « - :u, 1,6 ManufacIuring 100,CIO 100,00 l(Jfl.CJC) 100.00 IOO.CXI 1110.00 IÍ/0.l~l 11)11.00 1()(1,()0 
33 l'cu~lcw u 1c:íin111p 3.X I.J 
32 l>rintillK ).J 0.7 <JDP(¡.:,,mrl, m rt·. l9S8~ / 00J 

ÚtO-lll" 1 100.U0 110.12 119.82 127..1•1 13JJl3 132135 138.29 130.22 14&:,s 
A(JRICU IJ 'URE 5.4 1.0 Gwup LA 100.l!O II SSI 1:u.w l;lt).13 160.04 159.86 169.15 155.06 191.42 
MININ(1 0.9 1/1 Group I...U 100.CJCI IO(d l l(~).2 1 112.'21 114,82 113,12 116.72 Jl2.85 11 $.?7 
M,"\NUFACT'URING MA 3.9 (;rou p U 100.CIO 10;. 0 1 110.89 111.9~ ll 6,44 117,77 122A S 117..11 121).(>1 
TOTAL ECONOMY 13.•I 2.1 Oroup JI.A 11IO,fl() 105.87 115.76 118.93 126.77 IJtl.78 137.-12 13$ .97 l50.35 

QrC)Ufl 11.B 1011.1)() 104,37 107.27 106,76 IOR.79 108.13 111.37 IOJ.M m .21 
Stmra : Author'sc~ku lMio,1~ b!l~d ún lNEOI ( 199'}). ÜfC)Up 111 100,llO 108.90 II S.62 119.39 12.3.95 121.17 125.75 119.47 l30.29 

Gr()VI) 111.A I00,1)(1 112.21 121LS2 124.9H IJl.95 128.-10 1 J<l.31 131.05 145.73 
Grovp Jll.8 100.00 1()6.J2 111.79 11.S.O, 117.71 115.51 119.07 I IO,J12 118.24 

2, Reg arding c 111ploy m c n1, th e re a re no s ig ni lican t c hange s in Manufoctunni: IUQ.00 107.89 115.19 119.IS 114, 11 123.27 128.29 121.95 135.29 

the cr ,mp os i!io n of 1rn1nufa c1uring ~mplQymcnl. Evcn gmur 1 t:mploymi'!m (mo,111ji rct11tiJ1)! =I INJ) 
do cs not su bs rnn1ia lly inc ,·easc ils sh:1re of 10Lnl e mp loym e n l (i roup 1 35,72 35.3(, 35.55 35.89 JS.3 8 JS.89 J6.43 36.98 37,70 

fo r 1988 - 1996. O n ly gro u p I. A increa scs il s s har c a n<l 
Cimu1, 1.A 14.68 14,93 15.47 IS.8-1 IS.97 16.27 IM I 16.88 11.39 
Gu>u¡, I.R 21.011 :?A>.43 20.08 20.~ 19.42 l?.62 19.62 20.10 20,JI 

accoun1s for 17.39 pcrcent of manufacturi11g cmployment. or G1ou¡1fl 34,00 33.b'J 33.22 33.07 32AK 32.51 JZ.10 J J.60 31.35 
2.02 perc e n1 of rotal in 19 96. Surpri s i ng ly, i1 is no 1 group LA Grou1>ll.A 12,04 J2.36 12.57 12.31 12.2(1 1.2.19 12.16 12.38 12.32 

Gr'oup 11.D 21.96 21.28 20.65 20.16 20.23 20.32 19.94 19.22 19.03 
1hn1 acc o u111s for lhc hi g hc ~I gr ow t h in crn pl oym e n1 ~ince - Group ll1 30.2R 31.111 J l.24 31.().1 32.14 31.60 31.47 31A2 J0,95 
198 8. b uL rn1hcr gr ou p fll. A (i.c .• a ll 1hos e branch c s wilh rhe úroup UI .A 13.95 15-07 ¡;.4 3 15.18 16.70 16.18 16.2-1 16.iS 17.(J.I 

lo wcs 1 cx port gro w1h fo r 1988- 1996 ·bol hi ghes t GOi' grow1h Omup IIL K 16.33 15.94 15.31 15.86 15.44 15.42 15.23 M .54 13.9 1 

in thi s gro up or brnnches). Thcsc Lrl!11ds :tre also re flec tccl in M ~ll'll1l'acu11'Íllg lll(),00 100.00 100.00 1/JCJ.ll(I 100.00 l (l0.0() l (Kl,CXI 100.00 100,()Ó 
c a pita l in1c n s i1y and lab o r pro du c l iv ity o f t he re sp e c1i vc 

lim¡,lt,ymt·nt (growth rnu , l98H=U)()J 
g roup s . Wh i lc lab o r p rodu c 1iv ity (GDP / c mp loym e nl ) ha s Group r IOU.00 103.34 107.40 1(1().48 110.31 10<).59 1011.86 l(l4.62 114.42 
ri se n m os r s ign ific,m rly for t,r;in ches in gro up I a ncl parti c u- Gtoup LA 100.00 106.17 113.70 117.62 12 1.12 120,89 120.76 116.22 128.42 

larl y in group I.A, ir is impo r1an1 lo s 1rcss that labo r produ c - Oroup 1.8 ICI0.01) 10 1.36 103.00 103.80 !02.76 IOl.70 100.55 96.SJ IO•l.65 
Crcmp n 100,00 103,26 105.43 106.00 J06.J9 104.27 100.75 93.92 99.95 

tivity increased significantly for manufac1uring as a whole. Orou¡•ll.A IC)0.00 107.16 112.61! 111.47 113.39 110.46 107.79 103.92 110.97 
Howcvcr, 1hc laner proccss is a n.:suJc. of d1e low cmpJoymcnl Groo¡> u.n 100.00 IOJ.13 101.% 101.00 1()2.56 IOC).88 96.90 88.44 93.92 

gcnc r:11ion and GDP grow lh wirh impor tan ! ec ono mic a nd 
Gtoop JJI 100.00 106.9 1 111.35 111.7-1 118.22 113,83 110.94 104.86 110.83 
Group UI.A JC)Q.Oi) 112,7~ 119.~9 l !HJ m.,q 126.S4 124.26 122.29 132.44 

sot.:i:1I conscqucnces. O1oop 111.U 1011.(JC) 10 1.9 1 10,1.49 105.85 105.31 102.98 ?9.5fi 89m !n.37 
3. AJso su 1i,ri s ing ly . brnnchcs in gro up s I a nd I.A nJe 1101 lh c 

t,.•l:umfa.c1u1 int? 10(),ÍI() 104,39 107.93 IOR,98 111.37 ICfJ.07 I0(,,7,l 10 1.0ti IOR,41 
o ncs Lhat acco ,rntc d for hi ghes t pe rfo n11ances in ca pi rnl pro - ('foblf'. 4,8 ('01111'111,es) 
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Tabl e ~.s (t:m1tiuue,I ) Table 4 .8 tcQuliuu ed) 

¡9g¡;: 1989 ¡ 9(J( 1 1991 19')2 1')93 l<.>íJ,J l •}<J~ 1996 19SS 19RQ 19'10 1991 1992 19'9J J<.>.9-'I l 1J95 1'~96 

E.x¡mrrt (m(lm,fi1ctun11,c: :1JtJU¡ ca,1,u,I JmHl11curi o• (.~r()iv/J, l'lfl(' . JYS,'}'::.10()1 
Grotipl :n.M 27. IQ 3 1.~1 7,7.';Z: W,40 •0,7S " 15~ ·~3J7 ·W,I!(• (i fOUfl 1 1uom 116.28 1.15.•!! 1-11.61 138.80 ll1 .0I IOR.62 'M.87 JO'l.70 
G,oup LA IS.fo,l 11).SJ.$ 2,U>1 .?9A7 .11.•1 J.S.1.') JJ.53 ) .J.M 40.t)b Grnup LA 100 .00 123.58 l :'15.2 I t(,7.8R 166.13 M9.l7 117.15 97.47 119.1(, 
Group I.H ; ,()O 7.!.'l 7,16 7,75 7.9J 1 .4() 8.o:? s.n ~UJIJ Gfou11 I.H IU().00 110.3b 121.ti~ 122.ri() l l tJ..SU II JWI 112..17 I05,l l IJ5.% 
Group 11 25.5,, 2(i 10 l 'i,SC) 27.01 26.22 26.9,1 21,3') 17,03 2s.1-1 Gn.m(.>11 1\l0.00 109.55 121.31 121.:W l :.!7.'lG 117.0 1 116,2(1 I05,66 118,90 
(.imu¡) I I./\ 11.M 11.53 11.()6 ll .8& 10.78 l 1.2S I0.10 12 .. b 10 .n Gmu ¡:> 11, ¡\ 100,00 IOV.65 12:i.h0 1:13.M> IOQ,89 IJ J.R 1 IJl ,79 118,67 lJS.67 
Gmup l l.[i M.,17 14 .76 IJ.9 .i 15. 13 J!1, 4:1 15.tíf, l6.59 14,68 14 . .15 Gr.,1up 11.0 100,00 110.18 1 IR.95 112.2<) 106,05 !02,66 I0'.\.92 98. 13 108.02 
C,roup 111 50.80 46.60 42.28 35.71 .M.31 1·2,30 'l l,16 29.60 25.Sll Grou1,UC 100.00 108.88 1 IS.SI 122.0 1 123.70 117.60 121.22 112.18 l 12J.t5 
Gioup 111.A 26,83 2J.31 20.88 17.'Jl 17.29 16.36 16.87 14.38 13.45 (ir(lup ltl ,A 100.00 1()6.90 1"13.59 117.32 r22.91 117.57 m.39 11~.6 1 117.24 
Groui• IH.13 :?3.'J7 23.23 2 1.39 17J(4 17.08 15.95 14.29 IS.22 12.35 Grnup 111.n IM .00 1()1).9 1 121.67 12•1.lJ 1 I U.32 1 H,.77 122.39 1mu2 l í)7.90 

M.inufu~:iunng l()f}.(KJ l!Kl.00 IOll.(10 100.00 100,00 HltMiO HXUXl I00.00 111().(1(1 M:11111fat1u,ing 100.(KI I IUW 12198 117.5~ 129.53 110.-11 ll "-67 105.,1~ 115.02 

E:rpons (g11J\1th ruw, J9S8=-I{)()) úrh(,r f'Tt:.J1l11c:t11•it¡ (gr111v1J: mu:. 19SS= IO(J) 
Group 1 100.00 127.84 15S.08 1$5.99 1 ?8.12 ll l.95 287.6 1 435.08 C,(12,30 Gróu(, 1 100.00 106.57 111.57 116.40 12(}.% 12-0.77 127.04 124.47 130.03 
<im11p J.,\ 100.00 120.12 154.86 18J.J5 197.M H5.85 28R,73 421.92 621.26 Gw11p l.A l\~1.00 108.86 118.72 126.88 132.14 132.24 L40.0$ t:1J.42 149.07 
Gr(H1p 1,0 100.00 159.JS IJ 1.22 l'Jf>.76 20 1.13 216.06 283.0) 4$8.86 524.S5 ÜUUI¡> 1.0 100.00 104.88 106.04 W8.()<) 111.'M 111.23 116.0S 116.91 1 JJ.6~ 
Group ll 100.lKI 103.41) 114. 14 l 2•1.26 126.80 140.60 173.75 160.9? 293.00 Group 11 100.00 101.69 IOS.17 IUS,61 IO<JA4 JJ2.94 121.54 125.11 129.02 
Gtoop 11.A 100.00 103,43 126.2(1 126.61 1?5.86 148.98 171.97 293.37 '309.59 (iroup 11. /\ 100.0U 98.80 10'.!.7-l 106.69 111.80 118.]9 127.49 130.84 135.49 
Or oup U. U rno.uo 103.$3 106.23 122.72 121.42 1'.lS.12 174.91 239 .83 282.15 Gro11p 11.B 100.00 103.2 1 IOS.73 103.66 106.07 11>7.19 11,1,94 117.4() 120.54 
Group 111 100.00 9 1.12 SS.r.3 SJ.37 86.33 87.67 IJiU J 141.1,(, 1•15.35 (jroup 111 100.00 l()J.86 I0) .33 106.RS lt)US 1()().4-1 113.3(~ 113.93 117.56 
Grou11111.A ICMJ.00 82.13 75.M 71.78 15.50 73.25 89.98 118.81 130.Jl G,0111> 111.A 100.!XI W.S J 100.94 IOS.JS 98.96 101.-1$ 108-0\I 1(17.1(, 110.03 
Group 111.B 100.00 104.96 100.99 IOJ.19 102.98 109.84 112.14 175.5'2 168.45 Gro1.11, 111.B UXUK> I0-1.33 11)6.C)I) [08.~7 111.77 112.17 119.6(1 121,74 128.01 

t-·ltu1ufac1t1ring 100,00 103.11 110.36 ll SSl: 12'.l.61 135.00 163J6 241.55 292,91 M:\11ufoc1u,i11g 100.00 10).)5 106,73 IO!l.JJ J 11.43 113.ü2 IW.2(1 120.68 124.80 

lmport,1 (mam,jactm·mg =:J(H)} fl.c-of W(lif<'.J (¡:rQ1i-t/i ntll: . mom,fin'turi11g t=/00) 
Gmu1>I 33.89 32.02 33.41 )3.;l4 ,15.24 JJ.96 )4.98 32.33 35.45 Groui• I 87.96 89.01 90.29 90.79 91.n 90.40 90.87 90.07 gS.9•1 
Groop 1.,, 12.88 12.47 13.26 1 ).57 14.05 14.22 15.35 1).32 16.53 Oroup LA 10 1.81 l~.42 106.38 IOS.6 1 I01.1') ll>157 105.2 1 IOS.39 101.25 
G,vup 1.U 21.ÓI 19..SS 20.1-S lY.77 21.19 19.74 l~.63 19.0 1 18."1 Ciroup 1.8 78.30 17.14 17.90 79.07 n .o, 78.65 78.8(, 77.20 75.8•1 
Group U 34.13 )4.3 1 32 .12 32.60 32.29 32.85 32.59 35.1-1 35.-19 Group 11 IOl.54 IOl.60 lU l.63 99.50 'J').95 99.40 98.l ú 98AI 98 .J(, 
Group 11.A 11.90 lX.51 17.8] 17.90 17.82 17.36 17.11, IS.JO 18.(;0 Group 11.A 118.SJ IISJO 112.~4 !01.4!1 11)7.l 7 105.'IS 105.28 105.00 104.l-l 
Croup u.e 1(,.23 15.80 14.31 14.70 14.47 15·.SO 15.41 17.0J 16.89 Group 11.B 92.0(, 9 1.90 9-1.81 9-1.76 95.51 95,75 9).82 94, 17 94.(,2 
Group 111 3198 33,67 34.4) )4.05 32.47 33,19 32.4;l 32.SJ 29.05 Grnnpnl 112AS 110.80 109.:U 111.18 109.?2 111.52 112.45 113.29 115. 1) 
Group 111.A 21.60 22.25 23.45 22.39 2 1.18 2 1.9() 21.M 20.61 16.88 Gmupltl .A 105.49 104.4;l 10). 18 105.22 1<}2. 10 106.79 106.84 106,71 109.06 
Ciroup 111.A 10.38 11.42 11.02 11.67 11.29 11.29 11.29 11,93 12,17 Gconp 111,6 118-.IIS 116.32 115.3(1 116.88 117.95 116.48 118.43 120.86 122.57 

(\b Hufa~:I1.1rinJ,t 100.00 100.00 I00.00 l0 0.00 100.0() 100.00 100.00 100.00 100.00 Mm11.1f:u;luriu,g 100,00 100,()0 100,00 100,00 H)(),00 100,00 100.00 100.00 100.0U 

lm¡wns (¡:r<nv1h mu:, 1988= flXJJ Capital J11tr'm.il) ' (mm11ifar111ring= IOOJ 
Gnrup 1 100.00 112.77 149.32 182-02 235.30 227.96 283.28 189.!\<I 253.07 úro up 1 66.10 65.11 63.02 63.39 66.96 66.?G 75.05 75.~() 72.55 
Group I.A 100.00 IJJ.32 157.72 196.99 249.90 2S2.l4 124.65 205.()6 308.46 Group I.A 93.Í4 88.29 $H5 82.20 86.i l $8.01 108.22 J 11.5{1 107.51 
úrou p J.U 100.1)() Jl'l.44 144.20 172.91 226.41 213.12 258.10 180.59 219.)7 úroup I.B ,17.17 ,1s.1s 47,7•1 48.5 1 51.14 49 .4 (1 411,2S 45.77 42.62 
Grour 11 ,on.oo l?.5.78 146.88 183.59 227.30 22R.81 '271.94 210.30 268.23 <.'.irou¡> 11 115.75 115A9 116.57 116.32 115,71 119.04 111.52, 119.80 115.81 
Grc1u1> U.,\ 100.00 128.83 152.44 188.'I~ 234.82 226.06 263.9.5 204.82 263.53 (i 1(>(1¡, (t ,¡\ 201.35 195.00 191.JI 187,45 174.58 189.80 189,06 194.05 185.32 
Gr(lt1I) 11.R 100.00 122.28 140.48 178.06 2 1~h5 231.% 275.39 216.60 273.64 Gr<>uv U,8 68.85 69,32 71.08 74.14 80.04 76.58 73.91 72.00 70.80 o,ou,,m 100.00 129.02 161.51 1°)6.67 231.69 240.67 283.09 2()6.25 229.67 Group UI 12.2.30 122.98 124.47 124.94 12-0.49 117.94 111.02 108.57 117.42 
Group UJ.A 100.00 12.1.29 162.67 l88.SI 216.53 226.87 265.34 190.14 196.46 Gm uplll .A 106.0 1 106.07 109.43 111.0.1 99.20 97.-1S 93})5 85.SS 9 1.f.9 
G,oup 111.lJ IIXJ.(10 137.7• 158.79 215.11 267.07 272.88 J24.5I 243Jl2 )07 .18 Crou1> lll..B 136.22 138.91 139.14 13&.25 143.5 1 139.41 129.22 134.91 MR.94 

Manufacturing 100.00 122.)2 152.41 187.24 2.ll.41 232-.32 279.44 201.92 250.64 M:u1ufac1urit1l_! 100.00 100.QO 10<).00 100.00 100 .{l(J 100.00 100.,0B 'ºº·ºº 100.1)() 
(foblc .f,8 C<mtim,cs) (1(,bh· 4.8 (.'QII/Ítl(U')·) 
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Trndt ¡,,.,1m,cf' r t11 milluJtt SUSJ 
Group 1 -J.l •n - 1,(>l>l< - :"i.2S(I - (),101 - 9.632 - 1. \191 - 9.756 t57V ~.030 
Gm u¡>I .A --64 -313 - 2•11 - 1()2 - 1,<J-19 JX _ ,52 6,718 9,075 
( irou¡> 1.n J..)33 - 3,750 - :'i.039 ~(1,U~ --l<.58:l - SiJ21J ... IJ.3()4 -,.1'.18 7,046 
G íóUJ) 11 - 3.'200 -l.733 --5.80 1 7.652 - 10.577 - C0.335 - 11.95 1 - 5.554 --$.738 
Group 11.A - 1,<J12 --2.?15 - 3.586 --4 .700 --MS9 --6.07(1 --7.2!0 -J.43 2 -5.650 
Croup 11.ll - 1.228 -1.818 -U li, -2.952 ~ 1.08? -1.259 - 1.7-11 -2.nl -3JlllS 
Groo¡> 111 4 13 - UIICJ - 3.99.e:I --ú.11,1 --9.2 17 - 'l.377 - IO,S$9 - .;\.49,0 - 1.XOJ 
Group 111.A 672 - 2.207 - ~.93J - 5.J!ilS - 6.?22 - 7,222 - 7,9(~1 - 1.79 1 - \ •IS(, 
GfOUJ) 111.B l,OS5 398 -62 , . '56 -l.295 - 2.155 .. 2.nR 301 - t.322 

Ma11ul:w:1unng --6. 184 - I0.6IO - 15.0'I<, -20.568 - 29.425 -27.702 - 32.5% --7.4M - 11.SIC> 

'fr0t/t" balcma f GDf' 
Group 1 -J O.Í>1 - 3 1.30 - 34.88 - 32.W -~S.03 -35.75 ---12.54 'J.14 IJ.30 
(i roup LA -1.5 1 --ú.16 -.J .. S!J - 1. (8 - 10.13 0 .J,1 -3. $8 7•1.J5 76.27 
Gr<>~p i,O -47-JO -41,89 -~7 .,8 -fJ0,00 -17.19 -71.•0 -l!i.11 -~1,iR - 71,QS 
(i roup 11 - 21.-16 -29.0S -3:!.07 -39 .2 1 - 17. t7 ~ 13.62 - 50.26 - 30.93 -ll ,5-1 
Group U.A 29.66 -40.0 1 -45.01 - 52.37 61.47 -54.27 63.35 -39.05 - 53°.44 
Group 11.0 - 14.87 - 20.Zl -23. 14 -2 8.00 - 34.44 -3 4.08 -3 8.24 -23 .15 -29. 51 
Group I)] l .91 - 11.67 -23. 07 -32 .40 -39 . 18 - 38.19 -4 2.07 - 18.0S -21.6 1 
Úroup 111.A - 12.(ig - 33.26 -5 1.1.:S - 55.?S -6'.).07 -6l 3 1 -65 .47 - 11.69 -31.9 4 
Croup 111.B 12.96 4.49 ..().c\4 - 12.2 1 - 18.29 - 16.39 -21.3 •1 2.9JI - 11.()(Í 

M;111uíat:1urios - 15.40 - 2.l .70 - 3(). 16 - 3·$.84 -4 3.70 -;W,'24 - •14.90 - 13.69 - 17.69 

Sm,rt·c Aucbor·$ ~ l<;ul.uions b,.1$(,:.d <111 INEG I c1g.J9). 

duc1iv i1y (GDP/ne1 cap ita l stock) and capiial i111e11sily (nel 
capi1al s1ock / cmpl o y men1).>1 As refle c led i n Ta bl e 4 .8, 
brnnches in group 11.A. particularly such brnnches as other 
manufac111ring inclusi-ries and rncat and milk produc1s. havc 
oulperi'orme<.1 l he res1 of 1he sector· since li beraliza1ion. T his 
1rend is irnponan1 because i1 shows thal export orientalion is 
noc enough for increasi ng bo1h productivit y and GDP. 

4. Anoll1cr surprising resulL of this typo logy is thal expon -ori ­
enled branche~ (i.e., Lhose in group 1) accounl for 1he lo west 
g rowt h in real wages of Mexico 's manufa c tur i ng sector. 
Thcse results- which are cvident if comparlng much highcr 
real wages in branche s of group 111 ( lhose branches wi lh 
lower export grow th for 1988- l 996)-co n1radict thc sense 
1ha1 exporl oricn1a1ion will equalize real wngcs wi1h those of 
1hc rest of thc world or evcn w ith the rnost imponant Lrading 

5. 

6. 
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pflrln6rS. Thti~. lh(:fé i~ 1\ú l ; 1 tc ndt:1ié)1 10 ~ichiC\1é liighér re:,! 

wagcs ln thosc cx: po .rt -o r ic 111cd branchcs. Lhough probably 
wi1h 1hc exceplion of aulomobiles. t \1t n whcn compared ,1v•i1h 
M.,;xico's ownufactu1·ing st:ctor in 1988- 1996. l111crua1ional 
comparisons. particuh.trl)' wi1h lhc Unllcd St;ites, show larger 
gaps for 1ba1 period (Valle Baeza 1998) . 
Shift s in ini erna tio11al tradc have bccn most imprcs.sive. 
Groups I and L.A more 1h:m cloublecl 1hcir share o f manufoc~ 
Luring cxports. which, as :1lready analyi.cd, atco unted for an 
imprcssivc dynamism for 1988 - 1996 . This perfo rmance is 
almost cxclu i,;ivcl y a rcxult of thc c.xport per fo rmance of 
group 1.A, which inc.reasecl i1s share of 10ml manufoc1uring 
cxpo,1s from 18.64 percent in 1988 co 40.96 percent in 1996: 
au10,nob ilcs alone acco un1cd for almost 30 perccnl of lola l 
manufoc lurin g cx pocts in 1996 . up f rom 11.33 percenl in 
1988. Expon growLh fo r all groups is imprcssil•c. howcvcr. In 
1996 expor 1s of gro"p I.A represenred 62 1 pcrcenl of 1heir 
1988 exporcs. T he leadcr in ll1cse statistics. as in 01her indica­
tors. is the automobile sector. 
However. ir_ is most irnportant to stress that although exports 
have surged significant ly, imports h:1vc al~o done so. Onc of 
thc most signifka nL p:lrado xcs of libcralization is tha1 imporL-; 
rose most for rhc mosl dynamic branchc~ in tcnns of exporu; 
,u1d Gl) P (i.e .. groups L and'J.A). T lrns, as reflec 1ed in Table 
4.8, impons b¡• group LA represented in 1996 306.46 1>ercenr 
of 1988 impor1s. Orhcr branches. such as those of group 111.A 
(lhose w ilh low exp(,r l growt h and high GDP growr h) had 
imporl lcvcls much lowcr 1han thc res! of lhe 111,inu rac1uring 
sector. 

7. T he lauer 1cndencics have resulted in high and increasing 
crade deficits in the manufacruring sector since liberali?..arion. 
M nnufacturing as a whole, and not including mnquilaclorn 
ac1ivi1ies, increascd il s 1rade defi cil fro m $6.2 bi ll icm in L98l\ 
lo $32.6 bill io n in 1994, which fcll again as a result of lhe cri­
sis and lhc decrease in ovc rall cconomic uctivily , including 
impons. le is importa n! 10 no1e lha1 alt hough 1he absolu te 
value is signif icam, i1s relaúonship w i1h GDP is more impor­
ram. 'l11us. the trade balance defic i1/GDP for manufactu ring as 
a wholc reached 4 1.90 percenl in l 994. a leve) 1ha1 lrnd not 
been re,,ched since ISI . 
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AJJ lhcse trcnds :1rc lltúSt signilicant for more 111.:111 onc rc:-ison. 
Thcy indicatc 1hit1 ntanufactuting as ~J whok requires ever incrcasing 
net impo11s to allow GDP ;incl expon growth. ·111is lack oí endogc­
nous grow1h h,1s been mo~a cvidcnl sincc l 988 for m:mufacrnring. 
but parricul~rly for lhe mo~t dy nami c branchcs t111<I ~s1ahl ished 
s roups. This trend decreascd ouly as a rcsult of the 1 (194- 1995 crisis, 
anrl se vcrnl brnuches (such as che :iuwm obi le seccor) w~re ,1hle 10 
shíft ovcrnll production from 1he don1cs1ic m:trkct to exports in Lhe 
1990s (Rui1, Durfü'1 1997). 12 The 01hcr bra nchcs, how ever , wcrc 110 1 

ablc I<) accomplish chis .s hií c and increascd tJ1cir imi,orced lnpucs as 
soon as thc c.conomy "recovcrc.d'' in 1996. at leas, from a macrocco~ 
nom_ic pcrspcctivc. This issue is ;liso macroeconornically rclevant 
bccausc i1 shows Lhat man.ufacturin g requires eve r incrt asing 
impo rts, which gcncrat c coses Lhac have to be paid chrough infus ion 
ol' capical. 

Froru this pcrspec1ive, it h: thc n1anufocwring Séctor. and paiticu­
larly ics most dynami c branches ancl group s-cxpo n orientcd and 
pri vatc- chat gencrat ed the cris is of 1994- 1995. Thus . in 1994 ma11-
ufa cturi ng gcncra led a trade dcficit of $32.6 billion ·,hat Md 10 oe 
paid for. This is also imporr.ant since the prívate export-oriented sec­
tor, 1he pillar of libera lizacion strntcgy, failed 10 succeed in intcg rac­
ing with global markcls . 

Prcliminary Concl usions 

Discussio n of industr ial and cradc policy since che implemcnuu ion of 
liberaliza1ion in Mcxico lc.ads to five broad and critical issucs rcgard­
ins. the manufacturing. sector. 

Firs c. and cc,nsiste nt wich EOI 1hcory, libera lizatio n since 1988 
has not been ablc to clc.vclop a long- ccrm indus crial st:ralcgy. NeuLral 
or hori7.(,n1al industrial and Lcade policics pcr se cannot be a develop­
mclll scrategy for a nation of almost 100 mi li ion i.lthabitants . From 
che gove mmcnc's perspec1ivc, che discus sion of industr ial and trade 
polici es-s imilar to other scccora l issues tbat will be discussed in fol. 
lowing chaptcrs- has been subordinated to mactoeconomic priori­
tics, ch:it is, the control of inílation, fisca l dcfic ic, and thc attraction 
of fo re ign invesunenc. On ly nfter thc cris is of l 994-r995 dicl che 
govcrnm<mt cake iflitial, cautious steps to ··c<>m.plemem'' horizontal 
industr ial po licies. bu l in genera l these actemp cs have bcc n insuff i• 
cien L to countcr the effec ts of libcrnlization since 1988 . 
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Second, ind11s1rial ""ti tr;i,dc p<Jlicics ~incc 1988 rc flecc a l;,ck of 
coherence ami cc.msis1cncy wiah 1nm.:roc<.:onumic pt>licie.s. This is p;-1r-
1icularly important for 111anufr:tc.1uriug. since 1he import liberaliza1ion 
procéss was implé1nerued quickly and wilh liulc analysis or consid­
era1ions oí countcrrncasurcs for lhe imp(lct of opening up Mexico's 
economy. Thus. insli.!;HI oí :l c•ohercnt ami compatih,le m.icroe.conom .. 
ic a.nd sectoral n1)proach lQ libcrnliza1ion1 1hc govcrnmcnl rclicd 
hcavily on lhc " induc1ion" oí rnacroeconomic :-:;trm.:turnl changc into 
seccornl and microctonomk cilanges. expecting lh:JI this overn11 
111;;1rkc1-fril!ndly cnviron1m.:111 would provide thc neccssary conditions 
for thc dcvelopment of Mexico 's econo my. 

Thir<l. thcre :irc serious incompnlibiJities and contradictions 
berween libcr:11izalion and EO I. Givcn Ltn: s1mc1ural co11di1io11s of 
Mexíco's economy ancl its manufac1uring sector, tvhich had bcen 
vcry prnccctc ,1 for scvc ral ,tc cadcs , cherc is a trade-off bc1ween 
macfoccúnomic priorirics (which migh1 resuh in ovcrvalut1tion of 1hc 
cxchangc rntc, high real inte res e r,11es, and a qui ck o pe niog of iLS 
cconomy rhroug h lpwer ing import rnr iffs) and mauufa ccurirlg's 
cxports ancl overall growth ( i.e., nu crocconomic vari~lbles tun1ed 
'·ag:.ünst" manufacturing sim.:,c l ihcralization) . while horizontal and 
neutral industrial and t..ade policies have fa,· from offse c chese nega­

live impncK 
f'ourth. s ince 1988 industria l and i-rndc policy in Mcxi co rcílccts 

u lack of coordirn,ti:m of programs and priorities among rcs¡,onsible 
inscinnions s uch as SECOlºI, BANCOMEXT , aud NAAN. In many 
cases thcy havc overla pping functio ns and progra ms, wich similar 
objcctivcs and goals: but in other cases chcy mighc eve n concradicc 
eac h other. Moreover, and un cil 1999, chcsc institutions lacked any 
mcchanisms to evalua1e lheir :instnuncnts and prognuns.'23 F'or cxam~ 
ple, even in che case of lh<> maquila program ic has nol bcen poss ible 
10 evaJuacc ics fisc.al cos es and the im pact of che maquila s ' accivicy in 
Mc.xico. 111is is oí cricical imp ortance for discuss ing future altem,1-
tivcs; it is not just a mauer of impl,cmcn1ing new and more sophisti ­
catcd programs. since there bas been no assessment or social, eco­
nornic. and pol i¡ic,11 costs and bcnef ils of chese mcasurc s, Any futurc 
induslria l alternativc has LO bcgin wíth an eva.Jua1ion of several 
decadcs of indu strial and trade policies: oiherwisc che proba bil1Ly of 
repe;U.ing the crrors of similar pasl programs is ra tber high. Th e Jack 
of ,1cco111uabi li1y of publ ic i01stitul ions , deeply roo t.ed in Mexico's 
polilica l sys cem, is one of che ,crit ica l. canse s of this $ÍCuacion. 

Fifth. the gove rnmen.1 has, for thc first cimc in the pas1 dccadc.s, 
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g ivcn an cxplicit role lCJ husinc.,s chambcrs :und 01hcr ¡,riv;1lé insiii11-
1ions lhemsclvcs 10 commir lo suppon; for incluscriaJ policy anti insri­
turions (PEF f99.5, 174íf. ). Howcver, as witl1 othcr sur.:h issuc$ a:­
rcgional industrial policy. 1herc is a lack of in.s1i11uions 10 alJow o.t 

long- lcrm conm)i tmen~ thal would not ::;imply vauish w ith 1hc nex1 
governmcm stcrctary or presidcnli;•lJ tcrm, 

Thc c,·olu1ion of Mcxico ·s manufac111ring sector since 1988 also 
shnws chat :1 rnther p:c1r..ufoxkal induslrial oqpmization has arist n 
since Jjbcrali.z.a1io11. Unqucstiouabty, manufo.ctnring ht1s bccn reJa .. 
tivcly succe.~sful 1Jn its owu fl'rms~x ports, c apital, ~tnd Jabor pro .. 
ductivity~ a1H9ng othcrs. This is Slrc!Ssed in Mexic.rm governmcnI· an<l 
multi lateral agency documcnts (Banco de México 1995: PEF 1995; 
World Bank 1998) . 

liowev cr, this se•Ch>r has (ailed to genera1e su~1:iioaUlc medium­
aml long-tcrrn süuctures s1rictly from ao cc(momic perspcc1ive. Jo 
addi1ion to a lack of cmployment ge11er:11ion and a significanl real 
wage dccrease in 1he cxpor1-ol'iented branches and groups (con1-rai-y 
10 _thc expcc1ations of EOI and libcralizaiion stra tegy), expor t orien­
lallon has gencrated a strongly export.-oric11ted· group or branches­
those of groups I and l.A. Thcse have i.ncn::ased GDP and exports. 
bu1 havc been onable tu incre,l~e Lhcir linkages with Lile rest of 11,c 
cconomy. ih e rcst of thc manuf:.1c1uring secwr's branches h:ive not 
becn able to grow significan1J}r in relation 10 Lhesc dynamíc ac1ivi­
ties. This dccpenlng of an '1lrnporr~orientcd ind'lJStrializa1ion," no, 10 
be confused wi1h impon substitution, is reflected in 1he overall 1radc 
balance dcficit., and trade balance/GOP cocfficients for manufac111r­
i11g, ar bo1h scctornl and branch levels. The lack of endogenous 
growrh condition$ and Lhc increasing nct penetrmion of imports is a 
result of macroeconomic coad itions 1ha1 have cmel'gcd sincc liberal­
izati<>n and has had profound implica1ions for Lbe dcvclopmcnt ol' 
Lech nol<>¡¡y, cmploymen1, v,1lue-addcd procluct generation, and reuJ 
wage mere-ases, as Wt~II as general karning cffecls in Mcxico 's ccon­
nmy . Thus, wcak linkages of thc dynamic and expo rt -oricnled 
branches in Mcxico's economy go far beyond siric tly macr1)Cconom­
ic issues. Howevcr, thc Mexican manufactu.ring sec1or's increasing 
depende nce on impon s and its increasing pol.arizal.ion a lso corre ­
spo~cl 10 Mcxico·s speci.fic industrial org,miza1ic>n during thc 1990s. 
S,m,l arly. 111acroeco nomic and scc1oraJ trends are not sufficicni 10 
expla in the significanl incrcase in i.ntraindustry trade. 

Mosl import arn for lhe seclo r co ns idered 1he main slay of 
Mexico 's devclopmem stratcgy since 1988, manufacluring has gen-

Effi:U.:; of Ul,,.•r,llbttimr uu M1Jrm/11c1111·íng 1md 1f"dc 111 

~ralcd an lndu~1rí.il org,wiz.;;,tiOn s1ruc111rc ihnt roqnires cvcr increas• 
in<, 11c1 intport s 10 suppon GDP nnct expon growth. Th is dircc1ly 
afÍcctcd the re:s1 of 1hc cco nomy- rcsource~ had to be "foundu Lü 

fiuance incre,ls:ing 1radc Jefid t~- :rnd rcsultéd in thc crisL" of 1994-
1995. So it wa~ nol thc public sector, which itlrcady rnduccd substan-
1ially most of i1s spcnding aítc.r 1988. but the private expon--oríemcd 
manufac1uring. scd or 1haL causcd thc eronomic crisis. Mol'eovcr. 
1h~~c general rrcnds rcn.::ct 1haI manuf'nc1t1ring has gcncratcd a pcr4 

• . f 
verse induslria:1 organizatiou, highly eoncemrated 111 a ew expúrt-
oricntcd finns. br;,li'IChes. und cstabli.shed groups that are nol linked 
tQ rhe rcSL of nuu1ufaclUring. and total economy. Thls slructure i !:> not 
ncw, and it has alrcady OCen described in discussions of imporl suh­
s1i1111ion. However. the leve! i>f lhe lack M linkagcs shows 1hm the 
ctegree of EOI organiui1ion h:is fallen l<> ncw lcvds of disimcgralion 
along with ,he rest of thc economy since liberali1 ... a.tion. ~ 

F'inally. em:lier lrcnds in manufa clur ing (i.e., decrea srng real 
wagcs and high incrcmcnts in capita l ami labor producriv ity) reíle.et 
not only signiflcan t economic . but also political, c,hanges in 
Mexico's soc ie1y. These trends resul1ed in an ovcr:,11 loss nf labor: 
while 1he Forctisl e<1u:11ion, or thc rclat.ivc stability bc1wecn produc­
civitv and real wage gr()wlh , rcmaincc.J thc somc for tite urban and 
man-ufocturing secto r l'or 1hc pcríod 1940- 1970, 1he gap between 
l¡oth variables incrca,c d dramatically afler 1~88. Simi larly, the w,1¡;,e/ 
GDP cocfficient fo,· manufac1uring foil froni levcls !lbove 37 percent 
in tite 1970s to 25.57 pcrccnl i11 1996. This lrend rel1ccts not only an 
increasing capJtal intensity in man nfac1uring. bul aJso a signifícanr 
shifl in 1he app ropria1ion of GDP from labor since libera lization, as 
we ll >1$ impor1an1 changes in 1he corpol'atist political structure s ince 
the 1940s. 

Notes 

1. F◊r ~l d.c1.ailed dc~c,ip1ion of the respec.tive issues of this chnptcr, 
s.cc National D.evelopmcnl Pli'lli (Plan N~,ciooal de Desarrollo L 989- t 9<)4) 
(PÉF t989a)1 National Program ror lndusLd!ll Mo(lern~1,.a1ior1 ,uuJ f-;-orei~11 
Trade (Programa Nacional de Modcrnizi1ción lndustn::)1 y del Co111crc10 
fü1erior 1990- t 994, 1989), and Progrom for lndustTial and Foreign Trade 
Policy \Progran,a ele Pol ítica lndus1rial 'i Comercio Exterior 1995-2000) 
(PEF 1996). . 

2. The industri.;,I :rnd for~ign lrode progratn for l 995-2000 scr('sses 
that indu::trial and tnidc polici:cs c ;mno 1 '·be :u;q nnpti she.d suc~essfulfy 
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1hro u:th tit é spon,:mcous actwn oí markct force~. th1.·y rcqu irc au :u.:fr\-'t: 
ind11~1rbl pu)ice thht gcni.:r:uc,,; thc coordi11:11in.g .social 111cclwni~ms, l;Oll,1bo • 
1•::i1inu ;11HJ ~u1111ora 10 individual anions 1hrough lht:. conccr1:uio11 o r foc101's 
of f)H>duclfon .. (PEf J996. :n). TI1e prograrn :tlsv '-uggcs1.s 11ueg r~1ting f)rn~ 
duc~lion ch .iins-and subs1itu1ing iJ1ipor l l<i e ffi de 111ly, amon~ 0 1hc r issue:-.. 

J. In 01hcr countrics suth :~s Bmzil. ror l!xample, 1his pnxcs:-. Wl'lt1Jd 
hnvc bcc11 unimaginnhk i11 :,.m:11 ~1 shori pc.l'ic)d. or would h:wc 1a ke11 much 
longer a,,; a rcsult of' nego1ia1io11s hcL,..,•ccu d;1ssc.,;, p;u·1ics. and 01hcr ceo, 
nomic, social . :rnd pof i1it::)J i nlcrc~ts ( Brcsscr Pérc ira et al. 199>) . The 
nuIhor i1:1ri~1n polític::il sIru1;;Iurc~ of Mcxico p1ayed :1 ,:rudal role in liheJ'al­
iZátion (see Cháptcr 2). 

4 . From S:ep1..-mbc.~r 199¿.; to Jouc 1999. for cxamplc, PíTEX genera.ted 
111orc !han S3 billio11 (PEF 1999. 503) . 

5. Fro,11 thi.s persp<:c1ívc. il i:-: difficlJII to ma.kc dcfínitivc srn1cments 
:1hou1 <1uichr imJ)ort lihcmli'UllÍOn in bl't).id si;ctors aocl 10 makc ge,ucrali;¿a. 
Iions among mor~ than 11 JOO producls. SeclOr~I- ,rnd proclucl- levcl s,udies 
are rcquired t<> rcach conc lusions on 1he$c issucs. 

6. For cxample. 1he 1999 budget rniscd 1al'ift:~ for natio111; wi1h which 
Mexko h~~s no 1rndc. :-1grccmen1, 1lü11 is. ull bot 1hc United Stah;S, Canada. 
Boli\' i.:t, Colo mbia . Chile. Venez.uelu, Cos 1a Ric:1, i1mJ Nícatagu.1. TI1c budg~ 
e l expccts add iüo nal incomc of m·ound $500 mi.Ilion by raising 1-ariffs ío r 
pl'oQucts from 170 n:Hions, whic:h ac-courued for arnmuJ 15 percc 111 o í 
l\ifox ico ·s rrade by 1998. 

7 .. lns1i11Hions such ~s BANCOMf !XT initiated severa! "m;uchm.-k• 
i11g'' progrnm,s in lhc mid- l990s. with the aim of ¡>01c11tk1I Mcxican suppli­
Cl'S' lcami11,g ttbou1 the spccilici·1y of ime m;ufonal denwnd in such s<:cw rs as, 
~,uwmobiJes. ttulo par1s, gan ncn ts. ,rnd e lccuon ics (Dusscl Pc1cr.~. Piorc. ami 
Ruiz Ou1·;i11 1997). Wirh 1hc s:1n1c objectivc, SECOí-J began wirh a ncw JU\í~ 
gr3n,, SIEM. in 1997, offcring basic informatiou by lntcrnc1 on finns es1ab­
l i!-hed in Mc.,;ico. 

8. One o f 1he mosl imporrnnr measurcs durin g thc 1990s was th c 
chaugc in anicle 27 o í 1hc Mexican co11stiru1ion, which allowed the selling 
or 1:lnd and rede fin íng 1he ejid o struc tur e. A1 the b~ginnino of t999 
Prcs idcnl Zcdillo luunc hed ;_\ prop9.~al ro bcg in wit h priva 1ri a1io11 of 
Cómis i6n t-edernJ de Elec1ricidad. the emly distribu1or of cleclficity. By the 
c nd of 1999 it was yc t 1101 clear if lhe Mcxican Co11gress would ;1cccp1 the 
proposal. 

9. UntiJ tite mid- 1990s there were sLill price comrols í<1r a bM;ic bas• 
ke t ~)f commoclit ies. llul lhcse contrOls wcr c abo lishcd in 19!)9, inc luding for 
tor11Has. The only remaioing comrnodities includc phanuaceutical producrs, 
which are still untlcr price contl'Ols. lt is expec1ed tha1 lhes·i: rcmaining <.:Qll• 
1.rols. in many ca.ses more a polilit aJ gescure. 1h~m :1 real pre\1cntion oí unjus ·~ 
1ifiablc high prices, will be [1bolishcd soo n. 

10. A numbe r of specific progr arns p ropo se<l by BANCOMEX'I', 
N~FI N, anti SECOFf have dctailed Web pages , indud ing regicm,,1 and sup­
p.her programs. amo1,g u1hcrs. Howevcr. nrnoy of Lht .sc progra1l1s have bel!n 
developcd only vcr'y reccnLly. and still lack informmion 10 "llow an evfllua~ 
lino of spccific rc:sulls and beneíi1s. 
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11. Ont· of 1hc:-. most import:101 impacts o f 1hc dcvclo pmcnl bimks in 
tv1~.xico is 1h~11 :,;incc 1994 thcir 1m11folios havc. J.:.crca.scJ co11s1an1.ly. Thcy 
h:iv~ Iu1I i,~en :il,le 10 Jllace hn111s for dif forem t inds oí firms in Mcxico 
bccausc oí rd: .Hiv<:ly high in1cre:-.t l'•Hcs. 

t l. i\•tos l of thc infonn:uion ¡1b1..1u1 thc:-.c 1mJgr:n ns wa!) 01>rai11ed d11·ec1. 
I}' f ro1n SECOFI :rnd Naciona l Financicrn. Hu we \'cr . som c o f i l c;1n be 
oh1aine.d l'tonl hup://ww," ... spicc.go b.mx/. h11p://www.cctro -crccc.org_.mx. 
~•nd h1tp:f/,vww.n:ilin. gCJh.mx/desarrollo.html. 

IJ , Uutil 199l-l, t\•1Sf\·1f:s cefc r 10 all lhose with fewcr thon 15 workers. 
hctwccn 16 and -19 worker~, an~I bct\vée n :)(> :md 250 woJ'kers. tespectlvely. 
Big fiml s ha\•e more 1h¡m 2$0 workcrs. :11;:C9l'ding 10 nali onal det'ioitions. 

l4 . Allhough CRECE was formally cs1ablishcd iu :ill Mexic:111 $l at e$ , 

lhey only ope-rate and ~c.complish tJ-1cir re:;J>ecli ve activitics. in :, fow SWlcS in 
Mcxico. 

1). In Jmlu,1ry 1999. r..he .Mcxic.:.m Counci l fo r Subco ntrnc.tin g (Consej o 
Mcxkano de Sohc<>ntm1acil)n) w ~t 'i crc.:ued to coordinate alrcady cxisrl ng 
subco nlrnc:ting inst i1u1ivns. pan iclll ád y Bols:)s de Subcon_rrntación a.nd 
Ccntcrs fo r Dcveloping Sob<:OrHrHctors (Ce -nrro~ pa ril e l Desarro llo de 
Proveedores) . 

16 . Darn obw incd dir cc lly from dcvc lop men1 b:u1ks. See ~lso El 
Finum :iet() , 1\-1:lJ'ch 16, 1999. p. 3A. 

17. Thc data pfovided by the Mexi can busi ness joumal Expan$i6n havc 
~•' lcast twO i1npor1arll limitations. On 1he ooe h:md, nol ali of lhc biggcst 
mllitm!d and íe>tt:ign llm-..s are cepo ncd (c.x-¡>0n conce nlration is underesti .. 
mMC:d). On Lhc Olhcr h:.H1ll, s(uHe of the m~\in ex¡>oning tim 1~ n1ig ht expon 
under maquila cri ll..)ria (Dust-el Pelets 1999a ). 

L8. Jntrnindustry tr~•~c of goods was c.ih:.:1.1Ja1c<l :1t 1he four•digil levd o f 
Mcxic:o 's tradc as: 

wh~rc: 
8 ¡ :::: pcrccnt~,ge of in1raindustry trnde over 101:il trnde 
X¡= valuc of cxporlt-oíi 11dus1ry i 
M1 = value of imporls of indust ry i 
1X, - M¡I = intraindustry trndc in inJustry i 
X¡+ l\•1¡ = toral trnde oí industry i 
i = 1,2,3, . .. 11, where n is the number of industries depcnding on lhc 

di:rnggn.:fp 1{011 levcl. The coeíficicnt oscilla 1es be1ween 1. w_hen .1rade is 
complt tcly intraiudustri;il, aod O, when Imde. does 1101 hav" an inIr~mdu~Iry 
component o r i:s com plctely in1erindus11'h)I. Sce also ú rub el aod Lloyd 
(19i5). 

19. Bascd on Hamilton and Knicsl (199 1), 1hc l'Utlfgim1I iolraindustry 
trade. coefficiem is: 

M IIT C = (X1- X1.,) / (M, - M1 , ) for M,• M0,. > X1- X1 .,> O 
MJJTC = (M, - M,.,.) / (X, - X,., ) for X,-X,., > M, - M1. ,. > O 
MHTC = indcfini1e for xi < xt-rl or M.,< M1.n 
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T h~ Míl ·~~~ c~ífic icm osci llat e.~ hc1wec.n 1. whcn uew 1r:.dc i:-com pJeIcly (1 

rcsul1 ol mlramt!u .,;1ry lfatlc, i111d lcvds neaJ' O. whcn in1r,tindusu·v 1r;,dc 
boco,ni;s lnsign i (ic-am 1(1 cx pl ain trad e. gl'owt h, T hc M IITC h<:c::üsnés O or 
i11dd ini1c if ei1her cxpo rl~ or impons l1ave ilecrca:')cJ or 1hcr(: is no charu?t 
io 1r.1dc. .. 

20. Br:'ln~hc::; in group I accou111 t() r an AA9 R of cxports highcr" Ihan S 
p\!rccurngc.: pomts o f manufot 1uri11g (od' 14.4 pcrccnl), whilc each hmnch ¡11 
gm up 11 :ICt:oums for .;m AA(iR of expo n :-., wh id1 foll s bcIw een 5 pcn:;"Cntae.c. 

Jloln1s ~bt,vc ~nd ~)elow 1ht: manufactul'in g ~1vcragc. Br:mchcs in group ií 1 
~hú w :rn !\AGR 1110 1·c tlrnn 5 pcrc e1n;,1ge poinl s below mmtu fat· tu ririg's 
AAGR ol expor1s for l988- 1996. Dasetl on 1hese es1ubli~hcd groups. suh­
gr<:iups: A were dcfincd by branches with an AAGR of GDP alxwe man11f:i_c­
turin g·~ A,/\9R for I9KR- 199ó (of 3 .85 percen t). wilh sub gr oup ~ n by 
br~ ndu ~~ wll h an AA G H or GDP b-eJow ma11uf:.1cturi ng's AAGR ror 
19X$- 1996. 

2 1. Branch-levc l di1( ;1 for nc 1 ca.p~rnl .stock was ol>tained directly .from 
B»nco de Me-xico. 

_22. Howevcr. if wc considet 111:11 thc autopan:; sec1or i111por1s mosi or 
lhc mput.s for lllc ;:iutomo bilc. sc.:cror, bóth scc-rorn :1chit:vcd a 1r:u.Je deficil 
until 19.94 .tnd a surp lus since liten. 

23, :or cxamp le, lhe lates1 i ndu stria l a.11d trnde program (f>EF 1996) 
does 001 mclude any refercoce 10 thc causes of 1hc. crisis of Decembcr 1994 
01' _w, lhe _industrfof at,d 1nu.le policic~ of 1988- 1994. Sitnilt1tly. ir prnis.cs 1h~ 
e"X1Sl.mg impon ¡>rogrmns. simply assuming IhaI rhey have bt:r)Cíilcd nwnu -
faciuring. · 

5 

Fore ign Investment and 
Liberaliza tion Stra tegy 

forc ign inves tnien t, added 10 che,ip labor. has becomc ihc mosl sig-
11ificant fina ncing sourc~ for Me xico' s gr()wlh s1ra1cgy since 1988. 
Foreig n clircct investmem (FDI) re ílects 1hc s lrat eg ic interests of 
TNCs and othcr firms in sea rch of market acces s and compelilivc­
ncss of their globa l producl ion nctworks (UNCTAO 1998). Whal 
i1avc bcen lhe most signifi cant tendencies in tcnns o f foreign invcst­

menis? 
Mos 1 of 1hc chap1er will ex am ine Fl)l - thc mo st s ignifica111 

trend for grov,,1th and dcve)opment- .since. in contrnst 10 portfc,lio 
invc::;1ments , it has a dir ec l impacL 011 thc productiv e se.cto r and pro ~ 
vides a higher degree oí cc rrninty for the afl'ec1ed cco nom ies . In gen­
eral. this chap tcr is rclcvalll for und erstan d ing bo1h thc ex1raordinary 
cffons of the govc111men1 to allrnc1 FOI s incc J 988 and the ímpact 
FDI has had nn Mcx ico's ecooomy. TI1c chap1er also deepcns our 
understanding of rhe emerging industri al organiza1ion in Méx ico 
sin ce thc ado plio n of a l iocralization strategy. ln add ition 10 thc 
aggregated FD I lrends lhat will be examin ed, Mexico' s importa nce 
ns parl of U.S. firms ' ne1wocks in the 1990s will also be prcsented . 
The first par1 or this chapter will analyzc general policy respo nses 
regard ing FDI s ince 1988. The seco nd wil l examine the ge neral 
trenos of FO! during the 1990s . Thc Lhird section will highlight scv, 
era l scc tora l Lrends of FDI, particu larly lile automobile, lelecommu­
nic:nions, -mad electronic indusLries. 
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Foreign l nvestmenl Since Liberalization Strategy: 
Visions ,and Legal Chang~s 

Until recently. FD I jn Mexico was not permiltcd in ~lratc~ic. basic, 
or scmiba!>ic ac1ivi 1ics. The 197> Law for thc Prcrn1útion and 
Regulation of Forcign ínvcstmcnL (Ley Pam Promover y Regular Ja 
Inversión Ex1ranjera) rcs<:rvcd severnl a<.:tivitics for 1hc govenuncm 
only. (e.g., pc1roleurn. basic pc1rochemic:ils, rnifroads. h,~lcgraphic 
and wirelc ss comrnunicntions). 1 Thc. hHv n.:~tric1cd nonrcserved 
invc~tmencs by forcigners to a maximum of 49 pcrcem in activitics 
such as mineral:-:► autr,11101ivc col)1ponc111s, nud second:lfy pccrochcrn­
icals {Pcrcs Núiiez 1990b), This law gave 1hc govc rnm cn l 1he p(>wcr 
10 de1enninc in which uctivitics and sccIors n;:i.1ion;:il owncrship had 
10 be a, lcas 1 5 1 pcrcenL Murcover, FIJI faccd sig nifí cu111 s¡x,c iJic 
performance rc.quirenients dcpending on Ihe partic11Jar sector. includ­
it1g balance-of-payment or crndc surplus rcquircmcn1s, employmi;nc 
gencration. FDI fínanced 1hrough cxIcmal :;ources. ancl a mínimum 
oí clomc~1ic valué added . Thcrc were also regulaiions for FD I cstab• 
lishmc,u in specific regious: cenain activitic.s wcre nor allowed in thc 
main economic centers of Mcx ico . Mexico City. Monterrey, and 
Guadal aj,trn, ThC$C is~ucs havc te> be unclcrstood in the contcxt of 
ISL 

Thc National Commission on Forcigo lnvcstmcnts (Comisi6n 
Naciona l <le Inversión Exlr.lnjera, CNIE), 1he main oflicia l insti tu­
tion 10 establish policies conccrning forcign irl\'esunern. íncfuding i.ts 
promoIion. issucd new amendrncms in 1984 that ouI~ined thc follow­
ing: (1) no a111hotiza1ion was requ ircd f'or a forcign equi1y sharc of 
more 1han 49 percem of a firm 's equ it y, cxcept in 1hc ac1 i vil ies estab• 
l ished by 1hc law; (2) forc ign invcs 1mcn1 of 49 pcrccn1 or moré 
would be allowed in acIivi1ics where technologicaJ dcvclopmenI

1 

cXp(>rt promotion, job crea1 ion , and/or impl)rl -subsli 1ution were 
cnhanccd. As a rcsuh of lhe libcm li,;ation s1ra1cgy FD1 was signifi. 
cm11Jy liberalized in 1988. 

In linc with the Libera lii.ation s1ra1cgy, 1he 1973 law was íunhcr 
arnended in 1989 . !\mendmc 111s prov idcd for an automalic approval 
oí maj or forc ign inves1me111 in 1,c1ivi1ics 1101 ms1ri;c1ed by the law 
whcn such investmenl fulfillcd a set of critcria.2 The new taw also 
significan1ly spccdcd 1he approval uf new invcs1men1 projeclS, Once 
the rcquircments werc met, invc.s1mcn1s <lid not rcquire approval by 
,'11,flC ... 1. : - 1.. l . - .J .ti: •• •• 
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~·1ost of the amendments of I9S9 were formally incorporated lo 
1hc ncw Fo rcign lnvestmcn1 l. aw (Ley d~ Invers ión Extran,ier,1) or 
1993. which funher increased the l'ange of a~1ivit ics ~uhjcct 10 FDJ 
no! rc<1uirin g :1ppro,·aJ. Th c ncw law of 1993. w hi ch had ::ilrcady 
:Htcmplc.d 10 make Mex ica n l:nv comp:Hible with NAPTA. afllJ iis 
arnendmcnls in 1996, 1998, ~md 1999, anti h1tcr Specific ch:•lOf!eS. tintl 
NAFTA ) rep rescn 1cd ,, brcak 1hroug h íor PO I and a llowed FD I in 
l'nOsl of rvlc.xi<:o ·s crouomic act ivities ( Du~scl Peten; 1999a). 

11 is r.elevant m note scvell'31 issucs in this rcspect. On 1he one 
hand. 1hcre has beeu :a clear teudeucy 10 inacase liheraliia lion ror 
FDI in praccically .lll cconomic scccors. wi1h few cxceptions, sincc 
198~. In 1994 sec1ors comple1ely open to FDI reprcse nie<l l\2.5 rcr ­
cc 111 ur Mexoco's (;DP, while only 4 and 6 pcrcent of GDP wcrc 
res1ric 1ccl 10 1he Mexican cap ilal and 10 lhe s1a1e, respec1ively (SEC­
OFI 1994a. b) , Sincc 1hen, FDI policics llave bccn libernl izccl signifi­
c,1111ly. Unt il 1999 FDI was rcstricted to sec1ors such as pc1rochemi­
cá ls and e lect rici ly (bolh of which were proposed for opcning 10 
prívate invcs1mcn1 hy 1hc pres iden! in 1999) as well as 1he con lrol 
and supcrvision of airports. M\>reovcr, 1here are s1ill limilations 10 
FDI: for insiance, i1 has 10 be below 49 percc111 of tow l capi tal and/or 
require the pem1ission of CNm in such sectors as commercial 11sh­
ing, loca l and long-dis tancete lephone serviccs. and spec ific financia! 
serviccs. Howcvcr, in all 0Iher e<:onomic activitíes. including Ihc 
vas 1 majority of financia ! scrviccs 1hu1 wcre llberalized in Januar y 
1999' as we ll as rnilroad serv iccs and gas dis 1ribu1ion, thcre are no 
limi1s for FDl, Moreover, perfom ,ance requlrcrncnis wcrc comp lete • 
ly abo lishcd wi1h tbe law of 1993 and persist on ly in suc h scc1ors as 
aulllrnobilcs and .au10 par1s, and will be elimina led gradually accord­
ing 10 NAFTA schc dulc s by 2004. Nati.onal va lue-added require­
mc,us will be rep laced by reg ional or Nor1h American rules oí origin, 
1 n scvernl cases in which FDI is restric1ecl 10 le veis bclow 49 percen t, 
oeutral inves1ment and lrust funds allow for iOO perccnt. forcign 
owners hip wilh CNIE :tpprova ll (Máttar nnd Péres Núñez 1997). FD I 
is au1oma1ically allowed and doe ,5 no1 require any authorizalion by 
CNTE ifFDT accounls for lcss 1!ha11 $42 mili ion, wi1h 1he exception of 
1he sec tors in which fD l is rcslric 1cd. In m<)SI of these cases, anda s 
nego1ía1ed in NAFTA, FDI írom Canada and thc Unilc<l Slalcs are 
given preferential treatmen1.s 

Finally, it is importan! 10 st.ress 1ha1 as of l 994 thc Mexican gov -
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:.md :1uthorizcd FD I to die N;\Lionrd Rcgls1ry lor Forcign lnvcs1mcnt 
(Rcg1s1ro Nacjonnl de l_nversi,Jn Gx1r,,njera}. wh1ch did not nece~sar• 
ily coincide wi th actuaJ or rcalizcd i 1w estH1únt, i.c., íinns coul<l hav~ 
asked for au1horiza1ion of FD I w i1hout ::i.cwally invc:,ain~. Since l9 ~M 
FDI rcfers cxtlu s ivcly to rcaliz.cd new inveslmcHIS. Al-i a rcsult. il is 
not possiblc 10 urnkc <.:omp.trisons bc1wce11 FDI befo rc and ,1fter 
19\14, which i.~ why FIJI ll'cnd s in I he next sect ion al'c dividcd inlo 
thc pcriod befor e :ind afie,· 1994. 

General Tre nd s in Fo reign Direcl lnvestment 

S incé tite cnd or the 1980s , Mexíco has becn one of thc mosl suc ­
ccssful nations in the wortd in aur~1c1ing íorcign invc:;tmer11s, actu• 
mula ting $ 162.1 bill ion in FD I and pórtfolio investment betwcc n 
1988-- 1998 (CEPAL 1998a: Table 3.1, pagcs 72- 73). Two impona n1 
per iods can be highlig htcd for 1hcsc invcstmems: 1988,- 1993 and the 
pcriod af1er the cris is of 1994- 1995 (th at is, 1994- 199K). In the first 
period, po rtfo lio inves1111e111s acco ,.mted for 74,35 perce 111 of 1otul 
forcign invc~Lmcnts, and 86.79 perce111 in 1993. Since thcn. 1his 
share has fallen s ignilica111ly because of 1he cris is of 1994-1995 and 
s ubsequc nt capita l íli gh t and ovenill nationa l and internalional 
uncertainties, as discusscd hclow. For 1be who lc pcr iod of 1988-
1998, po r1fo lio inves tmcnt' s s hare ()f total foreign invcsunc nl was 
50. 73 percc nt (Tab le 3.1 ), 

'r hc fir.;t period, umi l 1994, rc ílccts an imprcssivc AAGR of FDI 
of 2 1.9 pcrcenl for 1974-1993. Particularly tite pcri ods afler 1982 
(i.e ,, 1983- 1987 and 1988- 1994) sta nd ou l with an AAGR of FDl of 
28.1 perccn1 and 3 1.5 pe rce nt , respectively. As a res ult, FDI 
incrcascd from $362. 2 million in 1974 10 $ 14.9 billion in 1994 . In 
gcncr:11, 1he most relcvant trend ovcr ti1c. 20-year period Wás thc 
incrcascd slrnrc or FDI in manufacturing and the serv icc sector, whilc 
1he agl'iculturitl sec tor lost in relarive importancc over the peciod . 

For FDI, 1he period 1989-1993 is chamctcri zcd by the following 
(SECOFI 1994.a, b): 

l. There was increa slng macroeconomic wcight of FDI in 1crms 
of GDP and of gross fixed invcs1mcnts. generat ing more than 
l. 3 million jo bs or 16.2 1>erce nt of to1al employme nt in thc 
acli\lities in which thcrc was FDI pa.rticipatioo until 1993. 
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ce nt anti moré 1han 1wice as high as th.11 f<>r thc pcriod 1980-
19X8. rcach~d an a.ccumulatecl $22 .9 hillio n. Th c cxp1;tt::t1io11s 
:m<I úisc ussion;; of NAFTA prior 10 FDJ's ap¡,ro v;il. bo1h in 
1hc Uniccd Sta1es and tvlexico. gencratcd u11ccn~1i11ty, rcflect­
e<I in nég,uiv~. grow 1h mies for Fl)I in 1992 ami 1993. 

3. T hcre was a high, ami incrcasing . s hare in 1oia l FDJ from 1he 
Unitcd Slutcs (63 .2 r ercc nl 011 average for thc period) , whil e 
tite European Union accoun ted fo,· '24.-1 per cent of thc tola l. 

4. M.:inufoc1uring has bccn 1he mos1 significant" economic acLivi• 
ty for FDI. lt prcsen1s a share oí totu l FO I or 66 .34 pcrccn t for 
19~0- 1988, falling to 28 .63 percen l for thc 1989- 1993 peri ­
é>d. T his dccreasc wa:c: nlso :, r.esult or growi ng FD f in 
tc lecommun icat ions duc 10 thc priva ! iza1 ion of Te lmex 
(Tel éfonos de Méxi co) in 199 1. as wcll as n genera l increase 
in FDI in the servlcé-sector. 

5. Al thc brand , lcvél, thc rivc most impo,:t;int recept,1rs or FDI 
(including automobiles. food and beve ragcs, othc r cltcm ical 
produc1s , and basic chemi cal produc1s) accounted for 36.9 
percel\l of 101al FDJ. Thc automobi lc sector stands 001, wi1h 
l2.4 percent of L<Jtal FDI for the period. 

Beginn ing in 1994 , aftcr tite enforcemcnt of thc ncw law and tite 
rcform of thc accouming mc1hods used to mcasure FDI, thc cxpec 1a­
tions of the liberaliza 1ion strategy. esllim:Hctl highcr cconomi c 
growth, and acccss ion 10 NAl'TA wcrc importan ! reasons for thc 
higlter le vels of FDI 11111il the cnd uf 1ha1 year, AII the same, politic,r l 
and cconom i.c ins1ability was manifested in thc cris is of Dccembcr 
1994 (sec Chaplcr 2). lcading to setbacks in FDl - :md only in 1997 
did FDI rcac h 1994 lcvel s. Ther eaf1cr. howevc r. lhc in1erna1ional cri­
sis in Asia, Brazil. and Russia added to economic and political uncer-
1ainli es in Mexico during 1998- 1999 , rcsulling in a substanlial fall in 
FD I in 1998, estimaled a1. 40.1 percc nl (sce Tab le 5. 1 ). 

1n genernl, :md COnlrary (O lhü pcriod 1988- 1993 wilh ils high 
growth rntes in PDl, thc rea lized FDI AAG R was - 10.7 pcrcen l for 
1994- 1998 . due prim;irily 10 1he foil in FD J in 1995 of -22.5 pcrcent 
and -40.3 pcrccn t in 1998. With the exception of n,aquiladoras 
(Table 5.1) , actua l FDI fe ll duri ng 1994- 1998 for ali impor1a111 sec­
to rs .6 Ncvenheles s . it is relevan t IO note that in sp itc of 1his gcnerally 
11cga1ive trend, FDI was able 10 recove, s ignilican lly in 1997 and is 
cxpc cted 10 con tinu e in thi s pos i1ivc dire ction ove r Lhe ne~t few 
··---- t>: .• _ ; , _ _ , . . ·· - ..1 :_ .. _:., . ... 4' . . ........... ......... :11 ... : ........ : , : ... : ................ ,.,- , ., .. 
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s tres s 1hal rcal ize d Fl) I acc umul a1cd lli Ol'C 1han $441 bill ion fur 

1994-19% . 
More i,nponan t, ,md :id,k d 10 1he spcci fic 1re nds for 1994- 1995, 

FDI for 1994- 1998 rc llcc 1ccl scvc ra l impor1ant rea1urcs. pan icu lar ly 
in cornparison wi1h prior pcriods. For ont! thing. PDI played nn 
incrensing r~)lc fr()m u mtLcrocconomic pcrspectivc. For thc pcriod:s 
1980 - 19~7 and lnl! - 1998, FDI as a pcrccn1agc of ao r ancl gross 
form ati on of fixcd cnpirnl (G FFC) inctcascd from 1.98 pcrccnl and 
10.42 percúnl , rcspcc1ivcly, 10 2.61 p;:r,;cm and 12.J4 pe rce111. And 
sin ce 1994 FDI has acco un 1cd f(Jr more than 12 perce ni uf GF FC 
(Fig ure 5.1 ), 11 is expec 1ed lhat these coe ffic ients will foll in 1hc n.ixt 
ycnrs bccause of Lhc rc.covery of 1he macrc,econorny. From \11101her 
pcrspec 1ive. FD! has also increase d i1s weig h1 in balance-of-pay menl 
vari abl es : ahh ough i1 acco u111ed for only I I .X2 perce nl o f imports of 
gou cls for 1988- 199 8. its sharc of the ca pital acco un l inc::rcascd from 
27_73 perce nt duri ng 198 0- 1987 to 52.67 perce nl in 1988 - 1998. 

Moreover, to tal FDI reflec ls profo und osc illát ió íiS. particulnJly 
"s a res uh of Lhc cri$is of 1994- 1995 and 1he internatiooa l crisis in 
1998. bo ú1 of whi ch hud negat ivc eftec ts on FDI for 1994- 1998. 
Manu focturin g has co nstanll y incre ased its s hare oí 1ou1I FDI s incc 
199 4; howcver, th is laller Lrend is 111ainl y a resu l1 of maquila do rn 
at 1ívi1y, which iocrease d its share of total FO! from 8.5 1 perce nt in 
1994 to 3 l.57 pcrcenl in 1998 (Table 5. 1 ). Agri cul 1ure and ex1rac1ivc 
indlusu-ies accounted for less rhan I percc 111 of tota l FDI in 1he sam c 
pcriod . Finally, o í 126 bran ches of Mexico's cco nomy, 1he 10 main 
brn nc hcs alone acco un1 fo r 55.78 percent of tota l POI during 

Fig ure 5.1 FOT as a Pe rcc.nl3ge of Cross Fo rmation o( Fixt!d Capit.tl 
and G DP (1988-1998) 
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1994- 11/911. A11101nobiles. cz•edi l ins1i1111ions, manufac1uring, m1d 
asscrnbJy of ckc lronie cquipmc·n1 an<l ;u;c.:t:.ssories. addecl to lobacco. 
fínanci;,il i11s1i1utions. and 1rnde~ are souic of 1lm main branches 1ha1 
received FDI (Dusscl Pctcrs 1999a). 

No t inclu ding m:iquil:uinra.s. the Europcan Un ion con stan1ly 
increased its share in total FD I for 1994- 1998. "ccou nling for an 
:1vcrngc of 20. 14 percent. Mowever, 1he Uni1cd S1a1c~ is without a 
doub1 1he main sourcc of Fl)J in Mexic(>. and 1he U.S . share s rew 
suhsta111i¡illy from -11.74 perccnt in l99~ 10 62.05 p<>rCcnt in 1998 
(Figure 5.2). For PDL in maquilauoms . Lht U.S. pon ion "ccountccl for 
86.6() pcrcc111 for 1hc samc period. 

Darn provided by 1he U.S. Dcpa,·trncni of Commerce IDC-US 
1999) allow a more in-clcp1h analys is or U.S. FD I in Mexico. 
Affi liate compa1ües C.$lahlishcd in Mexico wiLh majorily mvnership 
held by U.S. finns incrc,~~cd FDI from $l.3 billion in 1992 to $2.5 
billion in 1998. This uynamism, Jccumula1i11g $21.8 bil lion for 
1992- 1998, also reílecls 1ha1 mos1 of U.S. FDI has been conccnlrated 
in manufac1uring, with a share of 50:73 percent during 1992- 1998. 
Thc growth path in FOL for thesc ac1jvi1ics is almos! exclusively a 
result of cxpor1-lcd grow1h :ond, 10 a much smaller degcee, domestic 
sales in Mexico. For 1992- 1997. total exports by 101al U.S. affiliates 
and manufacturing increased by an AAGR of 17.9 percent and l8 .2 
percem. respec1ively, whilc domestic sales only increascd by an 
AAGR of 9.4 perccnt and 9.5 pcrccnt, re, pectively. Thcsc trends 
becamc cvcn m<ire acule afie,· Lile crisis uf 1994-1995: such scclclrs 
as clec1ronics ami 1ranspor1 equipmcm accounled for shares in expon 
with Loial sales abovc 70 pcrcenl aJ1er 1995 (DC-US 1999), Thus, 
Lhcse uends are similar 10 those ,iJready examincd in Chuplcr 4. 

Figure S.2 Realized FOI by Cou ntry oí Origin (no! inclu d iqg 
n,aquilador.is) (1994-1998) 

1994 1~9S 1996 1997 19!18 
Sót1l'<.'e: Oussél Pe1c~ ( 19')9a). 

]2 3 

Onc or 1he fcw sludics on FDI :,ftcr 1he 1994-19 1!5 cris is 
(AmCham 1997}, bascd on a survcy or 405 U.S. rirms cs(;lblishccl in 
Mcx ico ,\i the end or 1996, rcvcaled 1hc followiug: 

1. Mexico rcprc:-;c.nts an import:tnt inv~:;1111c11t opportunit}r for 
1hese U.S. firms, which pu, in $1 1.7 bi llion during 1993-
1996. lnvcs1i11g firms expcc1ct.1 a 15.l\ pc,·ce.,n incrcase in 
i nves1mcnLS. rcgardless of lhe crisis. 

2. However, there was a po!-it ivc as~o<.:Íalion bctween the $izc of 
fínns and their inves1mc11l t:Xpcclmions. h was m:1inly Lhc 
very big finns 1htt1 cxpecLc<l to locrcase their invc~tmcnts, big 
finns expected to 111ain1ai11 their invcs1rnen1s. ::111d small and 
medium finns cxpcctcd a decre;;1se in thcir investmen1s. 

'3. For thc.se firms. favorable foctors and conclitions for inves1ing 
in Mexico wcrc thesc, in descc::mling order: size and potcnlial 
of 1hc markct: low co~I of labor; watcgic localiza1i.on of 
Mcxico; trade openness, NAFTA. and othcr frec-1radc agrcc­
,ncnos; and quality of lab<¡r and managers. These issucs reílec1 
Lhe main i'nterests of and reasons íor U.S. linns to invest i11 
Mex.ico. 

4 , For the pcri(ld i 993- 1996. 20 perccnl of ali firms inlerviewed 
responded thal 1hey had los1 polcntial inves1rnen1s in Mexico 
10 oU,cr cou111ries-parlicu larly 10 the Un.itcd StaleS, Brazil, 
China, Venezuela, lreJand, and Colombia-account ing for an 
cstima1cd $7.2 billion 10 $ 16.6 billion for 1he pcriod 1993-
1997. 

5. The main rc:,sons for d1ese losr invcs1ment opportunities 
were: coonomic ins1abili1y and unccr 1ain1y: rolit ical and 
social insoability and uncertainly; fiscal burden and lack of 
fiscal competiüveness or fiscal incentives; contraction of Lhe 
Me11ican nrnrkcl; and bureaucrac,y mid slow dccisionmaking 
by the govcmmcnl. 

These issues are relevan! from more than onc perspectivc. l, iber­
alization has beco particularly successful in integra1ing the Mexic,1n 
with 1he U.S. cconomy,7 as reflec1ed in incr.easing rrnde ami flDI 
tlows betwccn both coun1rics, and par1icularly in 1he maquila sector. 
Bul 1he carlicr lrcnds show 1hat lhc interest of U.S. fim1s in invcsling 
in Mexico was mainJy telatcd ló lóW labor costs :ond the guaraniee of 
FDI in thc conoext of NAFl'A , including intellcéLUal property righ1s, 
low trade barriers, ancl 01hcr free-tradeagreements. 
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Th c trc 11ds rcllccl lhe high sensi1ivi1y of !'DI. in lhis case or igi­
mu eu in thc Unitecl S1n1~s. over cconom ic nml poli1ic:1I to11ics. 
Macrocconomíc swbility is by no me:111s 1he onty cri1criun rnr pm­
mo1ing ecúrt\"tntic !1ctivi1ics in :,,:uc:h co111Hrics as ~'1tlxicú~ politica l 
uncerrninIy i!-ju:ic as impí!rlan1_ 

These: issues. added to t.hc gcncrn 1ion of :1 complcx Nor 1h 
American network in panicularccor10111ic scclors. will become.cfoar~ 
er in thc ncxt scc1ion. Moreovc:r. it is al~o irnp(->rlllnl ro kc-1.!p in mind 
thc general Lrcnds in nrnnufocturing sincc liberaliz:uion, as discussed 
in Chnp 1er 4. 

Secto ral Tre nd s in Fo rc ign Direc t ln ves hn e nt 

Oepend ing on 1hc s1ra1cgy ()Í 1hc rcspec1ive fim1s, FD I l'lows ca n be 
charnc1er ize d according 10 1hc ir sca rch fo r efficiency-1 hro ugh 
expo m und as a segme nl of thcir globul act ivi1ies-as well as for 
access IO 1he domcstic m:irkc 1 (CEPAL 1998a) . T hcrefore, 1Ju-ee dif­
feren1 scc 1ors will be analyzed: the automobilc and clcc 1ronics sec­
lors. in search for cfficicncy. and 1hc 1elccommunications stc 1o r. in 
which 1hc va rious firms search ío r marke1 acéess. 11 is or u11nos1 
impor1ancc 10 undersland 1hc econo rnic conrli1ions of 1he three sec ­
tors. tL~ wcll a..::; Ihc. s1rucwrnl changes achievc.d by Lhem fi:om n widcr 
perspecúve 10 es 1ima1e ll1e poie ntial of FDI in 1he rcspcc 1ivc sec 1ors 
in 1he comext of liberaliza1ion. 

Tl,e / 111l0111obile ltu/11s1t-y 

111e automobilc industry had bec n eme of 1hc mos 1 reg ulmcd scc lors 
in Mcxico's cconomy,$ Since 1962 livc d~crees had regu lmcd 1his 
scc 1or. Forcign inveslors were allowcd IO own up to 100 perce nt of 
auto parts plants und companics, bu l 1hey wcrc rcg ula1cd by rules 
proh.lbi1ing imports of nc.w cars. by lhc djvision bc1wccn car ~1ssem­
blers and pans proJuc 1ion, antll by mínimum requiremcnts for loca l 
con1en1 ancl expor ts for rrnishe d cars, depe nding on 1he respcc1ive 
per iod and decree, 

In 1977 pricc con trols nnd pro ductio n quotas werc abo lished. 
The n1os1 recen ! dec ree, in 1995, madc domcs1ic aulo induslry regu­
la1ion co mpatible wi1h NAFTA legis la1io11 by grad ually abolishi ng 
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cent ~urnually until 2003, at which 1imc Lhey will he. cm11pJc1c-ly elim­
in:11et1- will he replaccil by a r~gional uom cs tic co111~□1 requl rcmcn l 
of 62.5 pcrccnl. Begi nni11g in Ihe ycar 2003 lherc w ill he no more 
han ien; 10 tradc or i11vcs1n1cnt in 1hc Nor1h Amcnc~w i,u1omo hilo 
i11du~try, In thi: rnaquilallor,1 activici~s. morcnvcr. domcsiic sale:- in 
genera l wi ll be ~11owtd to increasc :-::uhstantially, from 55 10 100 pcr­
cc nl in 2001. whcn 1he maqu ila<lora progr:i m .:nds (Moreno 1994: 
Rui ,. Dur<in. Dussc l Pe1ers, and Tnninra 1997) ." 

'f hc auwmobilú indwary in Mex ic(l has bcen slm ngly inlluenccd 
by domcs1ic and ime rna1ionnl foci.ors. Addcd 10 lega l changcs. whk h 
allowcd fqr incrensing libcraliz.;,tion sincc lhc 1980s. che crisis of 
Mex ico ', ccono my in 1982 is " poinl of rc ícrcnce for 1hc imJustry, 
wh ich ünly rccovcrc J iu 1erms of sales in Lhc bcgi nning uf 1he 1990s. 
Howcve.r, alt er thc crisis or 1994- 1995 , domest ic sales in 1998 s1ill 
had not rc lllrncd IO 1980 lcvc ls. On 1hc 01he r hánd, nncl strong ly 
inl'lucncerl by U.S. firms, l'irms esta blished in M.:xico iJ1crea.singly 
orie nl 1heir produc1io11 10w,1rd e><ports . Since thc encl oí 1hc 19~0s, 
and as part of U.S. firms· s1ratcgies 10 coun1cr Asi:m competition, 
Mcx ico has beco me an incrc:isin~ly impo n am procluc1io11 si1c for 1he 
U.S. auto m,¡bilc industry (Mo1·1innorc )~98). 

The au1omobi le indus1ry hus bécrt sinco lhe 1960s the fastes 1 
growing sector in Mcx ico ts econtimy in tcrms C->Í G DP ancl cxpons. 
lvlore rcccntly. thc automobilc sector has hccn 1hc most ~ucccssful in 
1erm s of res 1rc c 1uring duc IO lib e rali za ti on (sec C hapler 4). 
ProcJuc1ion. labor productivily, :md cxporcs hnve inc:rcascd substan• 
1ially, as we ll as 1rnde surp lus. Moroover. sincc NAFTA and áS a 
rcsull ol' 1hc crisis oí Dccem ber 1994, 1l1e automobile scc ior has bcen 
nlos1 successful in shiíting from domestic to export-oricntcd 1rnff­
kc1s . T he export s hare in vchicle prod uc lion incre:ised in only 10 
)'cat S (1985- l995) fro111 13.2 10 83.62 pcrcent, ami íc ll 10 68.57 pe r­
ccn 1 in 1998 on ly becausé of tbe rccovcry oí 1hc gcncrnl eco nomy 
after 1996. No 01her Mexica n manufac 1ur ing branch acco mplishcd 
such a sh ift. T hc main rcason s ío r 1llis ch¡¡ngc are , 011 1he one hnnd. 
che s irong a.nd high degree of int.raindus1ry and inrmfirm 1mde (wi lh 
a fcw exceptions in 1rucks ami buses, ali 111anufacturers and assem­
blcrs are TNCs) and, on 1he 01hcr. 1he increas ing in1cgmtion of Ll1c 
North American market in 1his s¡,cc ific sector, led by 1he U.S. "B ig 
T hre-e" (Ford, Chryslcr. and Genera l Motors).10 Af1e1· the 1994 cris is, 
1he secto r was aciually ablc 10 abso rba 71- pc rccnl dec line in domes-
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Mc,·cedes Bcnz, BMW, a11d Volvo, 3mong 01he" ·" AII lhcse l'ifms 
~,lrcad}' ha,·c J)J'Ot..luc1ion and <lisrribulÍ t)n ccmer!'.I in the United S1,11c.~~ 
and thcy will h~1ve 10 decide cirhcr 10 cxpand thcir {)perations in thal 
country or movesuh~ta111ially to í>vlexico. 

Thcsc trcnds rcsuh from the main slr:uegics or cxpon•oricntcd 
íirms in thc au10111obile i11dus1ry, pnrticularly lhe Hig Thrnc. Ford, 
Gene mi Mo tors. nnd Ch ryslcr are arnong I he rnost impo r1:in1 
cxporiers in La1in An1crica and h~1vc becomc. sorne of the mos1. rcle­
va11I forcign invcslors lherc. 1n che case of Mcxko. fívc out of 1he 
seven m:1in cxporring firms iu Mexicú are automobile. firms. As ..i 

reflection of lhe integr,uion or the lvfoxican iudu:stry as a s~gment of 
thc U.S. au1omo bil c cornrnod i1y cha in 10 d(!al w i1h Asian and 
fapanese challenges. Mexic:,n cxporls in automobi lcs 10 1hc Uniled 
Sláles grew from $3,7 billion in 1990 10 $16.8 bi llion in 1998. repre­
scming 92.32 pcrce111 ami 90.37 ¡>ercem, respccrive ly. of nu1omobile 
exports. Mexico has become 1hc Lhiru main exponer to 1hc Uni1ed 
S(ates, increasing its share of tolcll U.S. i,npons in aua-ornohiles from 
4.95 percent in 109() to 13.52 percem in 1998, and displacing coun­
lr,es suc h as Gennany and the Uni1ed Kingdo m (Dussc l Pe1ers 
1999": Mor1imore 199!1). 

In 1998-1999 U.S, firms expected lo invest moré 1han $5.5 bil­
lion in 1he auio industry, including a $200 nrillion new Navislar truck 
pla111. 0 1her íirms such as Delphi Au1omo1ive Sys tems, with 53 
planls an<l sales of over $28.5 billion, have also co n.cemrarecl severa! 
of lheir ac1iviúes in Mcxico. However, Chrysler and .Ford, wi1h FDI 
?f more lhan .~3 billion over 5 ycars, are 1he n1ost significam foreign 
111ves1ors 111 rh,s se.clor. Chrysler expec1s 10 build eigh1 new plants in 
northcrn Mexico, whereas Ford cxpcc1s to deepen expon- oricnted 
ac1ivi1ics in Mexico, wilh ncw plan1s in Chihu:,hu a represcni ing 
mvestment o( S500 million, The a1110 párls industry refh:ctcd similar 
trends, wi th FDI expccle d 10 tota l more than $260 million fo,· 
1998/1 999 . Japan csc, U.S .. and Cana dian íir ms such as l(asai 
Mexicana , Unik, Mag na Int ernacio nal. Uni1ed Tcchno logies, 
Manncsmann, and Easlon Conlrol, among many olhcrs. are ei1her 
establishing new plants or expanding lheir operations in Mexico. 

MéXieo's aulomobilc industry had aíready begun its inlegration 
into 1he North American market long beforc the 1994 cris is, although 
lhis process was significnntly intcnsificd af1er I he cris is. Supplicr 
.systems m North Amcrica antl an i.nrcgr:Hed regionnl ncLwork, in 
whieh lhc respcclive planis produce modcls for 1hc Nor1h American 
market and signific.uuly increasc in1rarc.1:?,ional trade. are cri1ical in 
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undcnaanding. lhis p:1rtic,1lar ~l!cl<lr of Mcxie<>::: ecunomy ( Ruiz 
l)u r:ín . Dusscl f>ctcrs. and Taniura I Y97}. 

Considering the alrearly lit,eralizetl legal fram~work for rD l and 
che ci·e.)tion oran automQhilc productlon ancl dislrlbution nc1work 111 

Nol'th Americ.a. the impact of lhi;; L994 crisb on FDI was ncgative. 
blll much less 1ha11 cxpectcd whcn c,:,n1ras1cd 10 the écm1rnc1io11 of 
ihe domcstic market. Ncvcr1heless, FDI for 1.he automobilc scc1or foll 
frorn $917 111illio11 in 1994 10 $630 million in 1996. Moreovc r. 1his 
de-crease in FDI w,,s ~harper than th:n cxp~ricnccd in oLhcr seciors. 
,rnd, "r i-,r a s1rong 1997, in 19n i1 d ipped far bc low the lcvc ls 
nchievcd in 1994 (Figure 5.3) . 

Neverthel<;s~ . . FDl is expccted to incrcase significan1ly in the 
comin2. yean;. Prnjec1s such as Volkswage n's Beec]e,r2 production 
cxpan;ion of che Big Thrce and Niss~m Mexicarn1, :md new invest• 
men1s by such newcomcrs as BMW, Honda. and Mércedes Bcnz 
seem to rcínforcc Mcxico·s status as an important production and 
dis1rihulion si1e. hoth for its domcstic marke1 and as an cxporl plat­
fonn . lt is expccted llwt exports 3S a shate <>f toral production will 
dccrcase in thc coming ycars and stabjli ze m around 60 perccnt as a 
resull or 1hc rccovery by 11,e domestic markct. Howevcr, the domes­
tic m¡¡rkci's fecovery nlighl be hiodcred becnusc nf Lhc full imple• 
menlation of Lhe tnx un new car~. already averaging 6.5 perccnl in 
t999. In 1996, afie r the s1rong rccovery by more ú1a11 30 percc nt of 
vchiclc producüoo, official sourccs estimated l.hat vehicle pro<luc1ion 
could reach 2 111illio n units by the ye¡¡r 2004. Por lhis 10 he the case, 
FDI would have to iocrcasc significantly IO cxpand capacity. 

JI is important to st ress thal light- and heavy-1ruck produc tion 
has becn ex1re111ely dynamic since thc crisis, wi1h ompu1 ~rowing by 

figure 5.3 Renlize d FOI in Lhe Autornobile Seclor (199>1-1998) (SU.S. 
thousa,,ds) 
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10.000.coo 

199$ 1000 
~,m,-·,•r Aulhnr':< c:slcul:i.1ions based on Sl!Cúf l (Du!\stl Pt te.r:dtJ•)!)3). 



 

128 P,,lnriúus Aife.t:ico: '11t1: lmpact o/Libcraliznlfou Strlll,x11 

147.6 pcrtcn1 !lurio¡; 1995- 1998. Nissan, Ford . Genera l Mo1ors. ami 
Chryslcr have bcen lhc mos1 imporla11! produccrs ü1 ,his scgmcnt. 
Hüwe"er. Mercedes Bcnz. Navis1ar, K.euwonh. and othcr such firm:,; 
:-s Mexic ana de Au1obuscs and Dina Nac ional havc si_gnific,mcly 
mcrcased both thcir prodm;1í.on and cxpor1s. suggcs1ing 1h¡11 in ,he 
Íll lurc lhis :;cgmem will he cvcn lflore dym1~mic lhan pa.s~eugcr ve.hi­
eles. 

Frorn ,, macrocconomic ancl devclopmem :m,gfe. eme. of che mm;t 
cri tica ! issucs fo1• Mexico·s au10111obílc induslfy is 1he 1rnnsi1ion fmrn 
domc~ric to Nonh Arncricnn bctwcen domeslic ¡111d regional (North 
Amcnc;m) valuc added. With NAFTA. thc domest ic co ntent requi,·c­
rncn t w,11 be phascd out overa 10-ycar pc riod, from 34 perccnt in 
1994 to 29 percen t in 1999 , and will be redu ced 10 zero aft cr 10 
yca_rs. Thercafter, tite ru les of or igin will shi ft fro m dom esric to 
ceg"'na l value added, which must come to 62.5 pcrcenr for passengc r 
automob ,lcs. lt 1s poss iblc tha1 Mcxican value addccl will s ignificam ­
ly decrease as it is replaced by Not1h American or regional comem. 
Whethcr or not 1his ha¡ipc ns will dcpend heav ily on tite medium- ancl 
long-term SL["'Jlegy ofTN Cs aod the ccono mic and political s i1uation 
m thc reg1un, ,1s weU <L~ the r~ poc1ivc gove1·nmenLS' aclions. Neve, .. 
Lheless, regional integration in the ::u1ton1obile-rnanufocturíng sector 
has ~en a ~omin~rnl proccss ovcr thc past _years, ami it is expected 
tha1 1megrn1ion w,11 only cx pand. accompanied by an increased FDl 
flow to Mexico. 

'lC/ecammrmicatio11.sl3 

In genera l, thc J993 law on forc igo invcs tme m specifie d 1ha1 fore ign 
~nves1mem abovc 49 percent was prohibitcd under any ci.J·cumstanccs 
m telecc¡mmunications. with the <:xception of cellular telephoncs, if 
approved by CNIE . Th e 1e lecornmu11ica1ions sec tor is currentl y gov­
erne d by thc Fede ra! Te lecom mun ica1ions Law (Ley Federal de 
Telcco nrnnic~ciones, LFT) , cnactcd in 1995, whic h affcc ted long­
dtstanc e serv ,ces, speciíic ally allowing lhe resa le of domcsti c and 
in.ternationaJ long~distancc scrvice.~ pursuant to Mexican govemmem 
rcgulations. 

As a rcsult of the LFT, in 1996 Ll1c Mex ic,in tel.eco rnmunicatinns 
rcg ulato ry agency (Comi si ón Fede ral de Te leco mun icacio nes . 
COFETEL) was crcatcd as an autonom_ ot:s .instit.ution to organizc. 
rt" n 11i •H n ' l r,t l nr nn~ n • n , &... -1..,,~ 1 • 
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thc 1d ephone and long-dis1ancc~c rvicllS, Thc~c m11cnd111cms, "s we ll 
as 1hc conce ss1011 tit lc for Tc l,ncx in 1990. est abfüh ed Tdmcx ·s 
exclusive dght to proviclc dornes1ic and i11h.•m;Hional long-<listance 
scrvices until J~rnuary l. 1997. Compelition among long-dis iancc 
serv iccs, a...: wcll ~1$ for loca l serv ices. heg an on thi~ date. lnirial com • 
peti1ion with new firms ur c:uTiers rc4uircd Telmc,c's infrnslrucLure 
1o intcrcorrncct with mher public long-<listancc nc1works 11n1il thc 
firms are able h) builtl 11,cir own tclccommunications infr:t~lructul'C. 

lfo1h tbc condíl ions uf ihé long-di~tan~c ntarke¡ in Mexico ami 
i ts Jegis lat ion are s1rongly ticd to Tc lmex, which was l'ounded in 
1947. In 1972 the govcmrnent bec amc the majority owner ofTe l,n ex . 
In 1hc contex1 of ;;1 libcraliz.a.1ion .'$t.rj1egy, Tclmex. was. privatizetl in 
1991 and. in spitc. ol' ncw entrants in 1997. it con1inues co m::tinwlll 
1hc only local and imercity nc1works in Mexico. Telmex was priva­
ti'l,ed ,o a g roup of enterprises, which paid $ 1.8 bi llion for 20.4 per­
cent of the íirr:n·s sharcs and gol 51 pcrccnt of 1he fim1's voting 
righ<,s." U,i1il 1996. Tchn ex bad Lhe e xclus ive right to internal ional 
calls and the opt ion for telepho ne sc rv ices to all 1ow11s w ith 1110.rc 

tha.n 500 inhabitants in return for specific increascs in !be number of 
lincs and significant rcducLion lu Lhe waiti ng time for new telcphorie 
lines. 

The tCh!commun ications sec tor- which includcs not ouly lon_g­
distancc carriers but aJso such activilics as satellite services and ncw 
f<)rrns of co 111111u11icalion- increased its shitrc or total GDP (rom 1.07 
pcrcen l ir1 1990 toan csti111atcd 2.5 pe rcent in 1998. Ho wever. 
ernploymcnl in the seclúr remained relalively st;.1ble ovcr t'he samc 
period. As a resuli of Tcl111ex' s etfo rls, the numher of telephone lin.cs 
almos , doub led ovcr 1990- 1998, increa sing the tc lephone dc ns,1y 
from 6.4 per 100 pcrso ns toan cstim aced J0.8 in 1999. Since its pr i­
vatization. Tc lrncx has invcstcd more than $ 14 billion in thc modem­
ization and expa nsion of its network, as rc l1ec1ed in the high degrec 
oí digi 1a liz.a1ion from 29.0 pcrccnl 10 97.7 pcrcent <lYri11g 
1990- 1998. It is by far the largest firm in the sec tor. Employ mcnl 111 
Telmex has remained rclalive ly stab le since 1990. at around 50;000 
workcrs. which reflects 1hc. high increases in productivity of thc fin1l 
(COFETEL 1998, 1999). 

Howev cr. it is not enough 10 highlight fom1er trcnd s. The -long • 
distanc~ ,n arket has also gone througb imporcant change s durin g thc 
1990s. lntcmational long-distance cal.Is llave accountcd (oran AAGR 

.,..,..n • óf'U '- t , • • :- I ,. __ ,.l; ,\ ■ ttoc.,,,, 
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lin~,s wcr~ ca11~clcd, par1icularly bccaus~ or ., 1eep price nscs by 
1blmex for loc;ll pliuuc calls <luring 1his pi:.riod. Í\·lor,t;ovcr. thc gov. 
crnmcnt proposed ~t new Ldcphooc: Lax of 15 pcrcent in lhe J 999 
bu¡JgcL Telccommun icaiio n finn s 1hreatencd to take lcg;,J ;)Clion 
.againsc lhis tax, :,~ weJI as to reduce FDl; s<> Lhc .Mcxk~m Congress­
dicl oot approvc Lhe gnvernrnen1 rneasures. T he powcr of forcign 
longvclistancc 1clephone carrie1·s was also rcJlectcd recen1ly, when in 
March 1999 Tclmcx agreed 10 significantly lo,,vcr i1s imcrt:01111cc1ion 
rnrilf for 1110~1 of 1hc lorig-clislance firn,., , i11cluding MCJ and AT&'f, 
from $().J7 in 199810$0 .25 irn 1999 :md $0.19 in 2000. Telmcx cal• 
cul;.ues Lha1 thcse agre.crnem:,; will resoli in a los~ of rcvcnuc of 
around $650 millioo for 1999/2000, b111 cxpec1s 1ha1 1his agreeme111 
wiU allow u lO cnlcrrh<~ U.S. openuing markeL 

Mcxico's liberalizmion experie1)cc in tclccommunications is rel­
cvanL from severa! vicws. Onc 1he one hmid, iL has triggel'ed massive 
forcign invcs101en1s (ahnos t cxc lusively fro111 the Uni1cd S1mes} in 
lhe long -distance 1elephonc rnarkcl. which is worth arouod $5 bil­
lion. lt was cxpec1cd, morcover, thaL during 1999 íírm$ such as 
AmariteJ, Megacable, and NexreJ would bcgin impor1an1 invcstments 
i11 the local telephonc rnarkct, d irec1ly challcnging Telmcx's monop­
oly. The major new er11ranls, pariicular ly Ales1ra and Avan1cl, are 
also expcc led to continuc wi1h significan1 FDI and thc developmcnl 
of their own long-disrnnce infl':is11uc111re. Mexico 's local ancl long­
distancema 1·ke1s are kcy in the long tcr,n, cv~n 1ho11gh 1he J)OoSibility 
e:xists for losscs in thc sh<)rl :lnd medium run. As well . it can be con­
cluded th:11 1he crisis of 1994 clid no1 affcc1 Lhc general d)'namic of 
this seccor ami, contrary to cxpcctations. FDI for c()mm.unic:ltious 
increase d by more litan 30 percc nt in 1995. Since lit,eraliz,11ion, 
moreover. tariffs for nacional and intcmational long-distance calls 
fcll in 1996 and 1998 by more 1ha.11 50 pcrccnL and 40 perccm in real 
Lerin s, respec1 ively, whilc 1he wai1i11g pcrlo d for i11s1allation 
was reduccd from 2 years in 1990 to 27 days in 1998 (COFETEL 
1999). 

11 is importa111 10 reca ll lhal Lhe long-disrnnce carricr.s decided 
durins 1994-1995 to rcali1,e 1heir respcclive inves1mc,11s ín Mcxico 
and would have been ablc to wi1hdraw thcir crn,cession chartcr af1er 
,he 1994 cri.sis nn<l the slow cconomic recovery, hui, so far, thís ha:;. 
noL happcncd. The long-disrnnce infrastructurc has not only lx!cn 
increased subslantially. bu1 has alw been moden,ized and offcrs new 
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for scw ice$. Fiu:1lly. rcccnt 1rcnds in 1clecomm1111ic:1tions in Méxiw 
are also rck.va111 sincc they show rhat Mcxic;in linns by themsdvcs, 
panicularJy in this seccor (with the cxccplion of Telmex). rcquire 
join1 vcnlurc.s ;.Hld diffcn:11t fonus () Í assucialion::; wilh forcign firms 
to compele ~ven in the ~fcxican markc1. No 1..'mly huge investmen1s 
b111 :il~H) foreign firms' experier1ce, as wcll as ll..!chnological dcvclop~ 
mcnt. are some oí the reasons for this st1·uc1urc (O usscl Pe.ter!) 
1999a). 

Nevcrthdess. Mc:dco's cxperience in lhc long-distance market 
also shows ch.u il is mos1 important w ha\'e a transparent and de lint~d 
rcgulatiou fr~une bcfore irrtplcmcnting co,npctition :md FDI liberal­
iza1io11. Fr,r 1eleco mm1111ica1ions. COFETE L ancl 01hcr regulal ory 
instillltions had 10 issue rcgulations and incentive agrccmcnts 
bctwcen l1rms long af tcr they bcgan thcir respective invcstnacnl~. 
Wilhoul lhc appmpriat c legal environmem. liberalization Can rcsull 
i11 disinccntivc!'i ancJ ll1c crnati<)n or lcgi1imiza1ion of monopolie.s. 
This expcrience cannot be gencralized for Mcxirn, bu1 is very s i~nif­
icant for sec1ors in which entry costs are excep1ionally high. So far, 
ncgo1i:1tions betwecn Telmex and the rest of the carricrs ha\'e hecn 
cxtremcly difficult ami havc eveo hada negative impact on Tclr.ncx's 
ath:rnpl U) providé serviécs in 1he United Sta1es, which. so far, has 
1101 been allowed. This experience is alsó oí 111mosc importru1ce for 
other deveJoping natio,ns trying to open up thcir lelecommunications 
seccor, since 1hc economic ,md polilical powcr of TNCs in telecom• 
munication.s is very high and the T.NCs ¡_u·e able LO force. govcrmuents 
10 ncgoti:Ue by thr~Hcning tú cancel planned inveslments. T he lauer 
did not occur in Mexico, bul tt,e 1hrcat was ~uffícienl 10 begin a long 
11egotia1ion process from which 1he TNCs evcn11rnlly emerged tri­
umph,mt. 

Finally, the legal frnmewor k and spec ific circumstances of 
1clccommunica1ions. in addi1ion to individual firm stt-ategics, are of 
ctitical impófláliCc Íñ intféa!;iñg ancl in1provi11g services lo lhe popu­
la1ion in genera l. fo 1he Mcxican case, so far, 1elecommunica1ion 
services hnve improved significamly, par1icularly in 1elepho11e densi-
1y ~nd 1arifts for long-dis1ance calls. Howevcr, tclcphonc dcnsüy is 
slill low (around I O telephones for each 100 i11habi1an1s), arnd an 
imporlanl challenge will arise in the next íew years afler lhe new 
entrams havc penctraccd mos1 <>f the urbtm areas for long-distance 
and local calls. Aftcr this ini1ial saturat ion, i.t wUI havc to be scen if 
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Electro11ic:;2tJ 

During 1he 1990s lhc clcct rc.mics ~ector wa~ \me of tht! mos l dynamic 
sectors of Mcxico's economy. ·n1c Forcign invcstmcn 1 law of 1993, 
as well :1s hitcr .1mendments abolishcd limit::11ions in chis séctor, ami 
100-perr.~m forei¡;n ow11crship is now pennincd u11dcr th~ l,lw, The 
$CCh.lf has be.come . wi th lhc UUIOlllOLiVl' SCCLOI.', OJIC of Lhe most SUC· 

<:cs~ful branchcs to orient iL~ production towarcl expon~. accvunting 
for an AAGR of cxpons o r 34.7 per cent for 1990-1997. lnt eres l­
ingly, 1he sharc of 101al GOP of the e lcctroni cs sec tor prQduc~d t,y 
maqu ilas accoun ted for al111os1 30 percent in 1997, wi1h a sharp ly 
f:Jll.ing treod due w the-dccrnasing imporrnncc of 1,1riffs in tradc with 
the Uni ted Sta1es as we/1 as the projec1.:d clim ination of 111a,¡uilas 
beginning in 2001 _:?t As :1 rcsull of NAFTA, lile.re was a11 immcdiatc 
40 -perccnt rcduc 1i1m in 1ariffs for produc1s such as office eq uipmenl , 
elcc1romagnciic proc.lucL"· aud parts and components of photocopy­
ing macl,inc s. In 1998, 1ariffs will be reduced by 50 pefccn t for s uch 
products as tclcphone equipmenl. tcle\'isions. ami computcrs, and 
impol'1 tariffs wi ll be co mplele ly abo lished by 2003 (Dussel Pe ters 
1998) . 

Parallel to thc stroug growlh in tcrnls of GDP and exports. elec­
tronics reflctts thc 1110.sL significant tl'end of the Mexican manufac-
111ring sec tor as a whole and panicularl y for the mos t dynamic 
branches: high dynam is m in expo1'1s, GDP, :md lahor produc1ivi1y, 
runong_ 01her variable.s, and a high Jnd incrcaf;ing penctnition of net 
import s (sec Chapter 4). Thu s, on.: of thc character islic$ of clcc1ron­
ics, as wcll as of Mcxico's rnanufocturing in general, is ics high ru1d 
incrcasing 1c11dc11cy lú impon inputs rcquir c<l for GDP and ex pon 
grow Lh, ;\s s:hown in Figure 5.4. This 1rend has s1reng,1hened since thc 
imp lemc ma tion of libern liza1ion in .1988, and nel i111por1s as a per• 
cemage ofGDP havc on ly dccrcas.:d in I ycar ( 1995) sincc 1hcn. 

The trends, :,s in 1he auto m(>bile secto r. had alrcady begun in lhc 
early l990s. Thc cxpor1/GDP cocfficicnt w<1s 3.92 pcrcem in 1980. 
and has continuall y incrca scd to 40.20 percen l. 46.3 1 percent , and IO 
an cs1íma tcd 103 pc,·cc nt for 1990. 1994, and 1997, respec1iv e ly. 
Parallcl with this process, employmenl in e lect ronics has s11bs1anlial ­
ly incrcascd. accounting for nn eslimaled 239,585 jobs in 1997. of 
whic h 75.47 percent are loca ted in maq uila acti\'i ties . Employmc n1 in 
nonmaquila ac1ivi1ies in thjs sedor huve decrea.sed in absolu1c num• 
bers since 1990 (INEGI 1999) . 

Fards11 t,,r,,•,tm,·11Iaru11..i/JeruliZJ1tim, Sll'lltcgy 

Figure 5.4 Elcclroni cs: Trade 8alancc/COP (1980- 1996) 

SO&ftCI'.' Au1hor's calculau(m$ OOscJ on INf,.{il ( 1999), 
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As in tJ,c automobilc sector, thc intcgnuion of Mcx ico's clec­
tronics indus1ry into a Nonh American produ c1ion and clistribu1ion 
network is of critica! import:ance. Moreover, given the high degree of 
in1raindus1ry 1rade . required inputs (mos1 of thcm imports) and pro ­
duction (mosl of Lhem cxpo rts) are calcula1cd in U.S . dnlla rs (wilh 
few exceptions. thcse firm~ established in México are 1101 affcc1cd hy 
cxthange ra1c fluctuaiions ). Most of the dynamic and expon-or iented 
f irm s in c lectro nics are forei gn firms and/or TNC s (CANIETI 
1997b) . 

With 1he ex p;,ctat ions caised by the founding of NAFTA. 1hese 
firms invcsted hc:wily in Mcxico during thc 1990s in m::iquila ::ic1ivi .. 
1ies or in maquifa .. Jikc industrial organi1 ... ations that d<) no( opcrate 
untler tite legal maquiladorn program. For 1he pcriod 1994- 1997, and 
in comras l co the negative tr.ends in other sec tors, the AAGR for acl\1-
al FO! in electronics was 18.5 percen1, wilh a lotal real FOI of $2.5 
billion. Altho ugh iL dccrcascd in 1996 and 1997, real FDI in 1998 
was sti ll 97 percen1 highcr Lhan in 1994 t m<l hecame, toge ther with 
ac1u:-,1 FDJ in 1hc uu1ornotive and financial .sectors, onc of thc nH)Sl 
imporlan1 rccipienls of FDI (Carrillo , 'Mortimore, and Alo nso Es1rada 
1998; Dussel Pe1ers 1999a). 

The majority of FOI in electronics carne frorn the Uniled States . 
Nevertheless , ancl this is one of the mai111 charncler is lics of recen1 
FO! in Mcxico, 1hc sourct \$ of FO! havc d ivcrsificd profou ndly, par­
t icu larly in 1he lelev ision productio n in Ciudad Juárez and Tíjua na, 
which is co nsid cred the 1elevis ion set produ c1ion cap irnl of 1hc 
world. Firms such as Philips (Lhc Ncther lands ), Dacwoo Elcc1ronics 



 

(Sourh Kore:t), and Compurer lnt1!111:11ionnl Acer ('foiwan) hnv,i cho­
::-en lvlcxico :ls: an imponaru :,s.scmbly. nHmufocturing. and dislribu­
cion si te for Lhcir production nélwúrks. Ami :1s is the cásc of lhc a1110-
1nohik scc wr~ most of 1hc c.lcctronics .sec10r in Mcx ico has hccomc 
p;1r1 of' a North American produccion and disui bution ncLwork. and 
,·Miables such as FDI. cx pons. and GDP havc bccomc rclat ively 
indcpcnclen1 ol' Mexico ·s domestic cconomy. 

Television set production is ¡iarticul.1rly relevant, since il is ouc 
of 1hc few cxpori-oriented scctors in Mexico dominalc(i b)' non-U.S. 
forcign t·apit:il. Mainly Jap:mcsc , Korean. :md Eur.opean finns partic­
ipatc in this sector and wi ll produce un expcctecl 25 mill ion sets by 
2000. In other subsectors, such as lhc computc.:r industry, Mcxico ha~ 
become i11creasi11gly imporiam for IBM un<l ll ew lcu Packard. which 
have firms there 1h:11 asscmble impoílant parts fo,· personal and lap-
1op compu1ers, as well as ink-jet prin1ers. 

Thc crisis of Deccmber of J994 did no1 havc :, profound impacl 
ou f:DI in the elcctronics sector, which conlinucd as onc (>f the mos1 
succcssful scc1ors i11 shifling from doincstic-oriemccJ 10 cxport pro­
duc1lo n. Mexíco·s expo rters of e lectroni c goods subs1amia lly 
increased 1hei r share in 1he 101.tl U .S. market, from 13.32 perccnt in 
1990 to 19.59 pcrcen1 in 1998, bccoming 1hc largcst cxporicrs of 
such pr<>duc1s 10 lhc United Stmcs. Mt'lst úf lhc export..;,ricn1cd finns 
do 1101 cven dcµcn d Oíl lhé dOllléSIÍt íl\ilfkél a 1\d , j¡¡ Súillé cásés. 
export 100 percem of their production to 1he Uni1ed Sta1es. These 
firm s, with s1rong i111rnfirm linkages and transnalional distribUlion 
nc1works. will prohably nol changc 1heir FOJ flows in 1he ncar 
futurc. 

Finully, severa ! analyses (Carrillo . Mon ,mol'e, and Alonso 
Estrada 1998; Dedrick ai1d Kraemer l998: Dussc l Pe1ers 1999a; 
Dusscl Peters ami Ruiz Dur.ín 2000) concludcd that Mellico had 
bccome stralcgically impor!an1 for U.S. electronic fim1s 10 confront 
Asian cornpc1i1ion in the 1990,. Sincc 1998, Mcxico has bccn thc 
most importan! exportcr of clcctronic products to ú1c Uniled Sratcs, 
displacing Japan, China, and Canada, fo1· iusiance , and accounüng for 
$25.8 billion in expons in 1998 alonc. Firms such as IBM have not 
only subswmially increased ac1ivity in Mexico, but lrnve signi.ficantly 
r>lised North Arnerican-produced con1ent since NAFfA (see Chapter 
7). Éuropcan and Asian finns havc álso increased lhcir activity in 
Mexico IO cxpor110 thc U11i1cd S1:11cs: thcse firms havc benel'iled par-
1icularly from maquila ac!ivitics and from rclativcly low iariffs. 
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Preliminary Coriclusions 

Aurncting FDI has heen a priori1y for Mexic(l·s liberali1-'11io11 s1ralc• 
gy. Se\•eral LJmendmcnts to rhc l:.tw of 197'\ as wdl :,s Lhc fordgn 
invcs1men1 law of 1993, show thc critíc,11 import~mc.:c of FL>l (,n.Jdcd 
10 pon folio invcslmcnts) m• au itnporIan1 ~ource for financing liberal­
ii.ation. FDl has incrcascd its weight in ~·fexico 's economy in tenns 
of GOP. productivi ty. gross form~tion oí fixed c~pital. ami foreign 
trndc. among othcr varjables. Moreover, there w:,1s a clear lrcnd in 
massively increasing FD J in lhc 1990.s. particularly in the automo-.. 
1ive, elec.1ronics. ami tclccommunications sec1ors. 

FDI :md particular ly TNC~ in thc Uni1ed Srn1c.~ have bcen 111os1 
successful in integraling pan of Mexico's cconomy intn lhc N(>l'lh 
American marke.L and in recognizing the crit ical importance and 
po1en1ial of NAFTA. ln genera l, FDI and U.S. forei gn affi liatc~ 
es wbl ished in Mexico have becn able lO bcncfil from libcraliza,ion 
becausc of inve:,;hnent1', modcrnization . und already cxisling 
in1rafinn and i111rnindustcy linkages of the 1990s. Thus, the new legal 
framcwork es1ablished in 1993 made compatible with NAFTA regu­
l:11 ions has enabled part of Mcxico 's indusiry 10 link up wi1h spécific 
glob~,1 net works. The cases of 1hc automobilc and cléctronics indos• 
crics are rcvcaling fro1u lhi~ pcrspcclive and show thal lhcsc firms­
and cxpor1-orien1cd sec1ors have become, up to ,1 poin1, indepe'ndcn1 
of domestic econom:c and political events. Changes in 1J1e exchange 
rate and a foil ln the d<>me:::1ic m:irkeL ()nly marginally affcct thcir 
operntions 'in Mcxico, 1his being so for both ma4uiladora and non­
maquiladora ac1ivitics sincc rnost of their inpuls a.nd sales are valuecl 
in U.S. dollars. 

Evcn furlher. such sectors as elecironics reflec1 one of tbe 0111. 
standing foatums of .Mcxicó ·s economy and manul':!crnring in gener• 
;il: 1he inability to gtneratc endogcnous growth conditions and the 
nccd io import more and more inpms to allow growth in produclion 
and cxports. The electronics sector, with a negarive trnde halance/ 
GDP coefficient of over 100 percent. reílects 1his s1r11c1ural deficien­
cy and innbility lo increase linkages with Mexico's economy. 

The search for m:irket access of FDI in lele.comrnunications. par .. 
1ícularly in thc long-dis1ance market, also $hows 1.ha! FDf is a resull 
of long-tem1 cornpany stra1egies. which were no1 significantly affect­
ed by thc crisis of 1994. FDI in telecommunica!ions is of panicu lar 
rclevance for other developing nation~ be.cause it indicates 1hat a 
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11rnrkc1 opening haS l<.l be preceded by 1ran~parcn1 reguh1 li(lnS. Th~ 
le~1mi11g p,·ocess for the rcspo 1ls ible Mcx.ica ;1 iusti1t11ions. :1s we ll as 
1hc politica l and ét:0 1101ni c powcr of lhe TN Cs. rcsullctl jn uncertain­
ty :rnd disinccmivc~ in some ca ses . Ncvcrtheless, ;md cvcn under 
ll1cst! circumstancc ~,;. i1 is CX(>Ccted 1h:11 FDI will flow 111~1s.sivcl y in 
thi$ ~cctor, cven for tl1e local t~lcphc,1u: n1:1rkc1. 

In spile\>f íl11cwa1.ions <luring lhe 1990s in FDI. 1here is a clc:,r 
upward 1rcnd in f'-'DI ílows 10 Mexico, A li scc19rs ;urnlyzed refkc J :1 
long-tc rru int c res1 in eff iciency or markc t acccss fo 1' :iny flnu·!­
$ln•llcg ies. Thc scc tors analyzed reíle.ce th nt t\•fox ico is bccmning a 
~ignificanl pan of a Nor1h American netwotk. Blll Mcxico·s macro­
eco nomy. panicularly in por1íolio inves1111en1s, htt$ bccn affec 1ed 
sim:c 1997 by diffel'eo l imcrna Lional cve nts, and va1·ious forms .<>f 
forc ig_n por1folio investmenls, such a~ in 1he stock exchangc. have 
been rela1ivc ly vola1ile- wi1h even a 1e11dency 10 foll s ince 1995 
(Table 3.1 in 1his book). ln :iddiliOil, for 11ic rricdium and long Jem1 il 
is cxpected that in1crnational devaluations. such as Lhose in Asi.1 and 
B.razil. will lead lo Slrongcr competition in U1e U.S. markc1 and to 
grca1er Mex.ican impor1s from Asia. Eilectrical. electronic. ami clolh­
ing pr<>duc1s are some of the branchés 1ha1 migh1 be affec1ed by 1htsc 
trcnd s and i1 is possib le that lhese tren<ls will resu lt in currc 111-
a<:coum difficullics. 

In sum. FDI has in1cgra1cd pan of Mexico's economy inlo 1hc 
world market, parlicularly in the U11i1ed Slatcs. Thc network of 
io1rafirm and imraindustry linkages has, by and large, i111egra1ecl 
Mcxico i1110 tite re latively low-valuc -add ed segmenrs of capita l­
intensive. activities thnt faceAsian compct llion. Toe massive pene1ra-
1ion by FDI. alrnost exclusivcly from Lhe United S1a1es, is praclically 
in aU legally permined eco nomic ac1ivi1ics . Thcse sec1ors, not by 
coincidence, include the mos1 dyn;}mic sect.ors of Mexico's economy 
in 1em1~ of GDP and expons (c.g., automobiles, mno p:ins. clectron­
ics, an.d telecommu.nica1ions). Howcvcr, the penetrntion of FDL has 
bccn Ul léasl :.s releva111 in 01her sectors . such as energy-related scc­
lors (e.g., secondary petrochemicals, gas djs1ribuiion). mining. and 
scrvices (financiaJ services and retail scrvices) . Dctailed FDI analy­
ses for severa! sectors (CEPAL 1998a: Dusscl Petcrs 1999a) show 
that foreign investors . in mosc instances. buy out their Mexican coun-
1crparts. Only in such cases as 1clecommunications, where a ma_jori1y 
FDI ownership is 1101 allowcd, do Mexican firms cominuc 10 h()ld a 
share in the relevam firms. Oné rcason íor any buy-out is U1e asym­
mctry bctweeo polen tia l forcig_n and Mex ican partners: the associa-
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1ion. l':or cx:,mplc. hc1wc:c11 Cifra and \ValM~trl (wHh its :mnur•I s~1lcs 
of $ U7.6 billion and more than 2.$0() Slores) was too muen for 1he 
Mexican firm lO have a long-1erm relmionship ancl s:h:irc in cxpa11• 
sion. Fúreign partncrs would likc LO i11ves1 h~avily. hul mos t rv1cxican 
finm;, includi ng big industrial gl'oups. dcpend on 1hc domes tic mar• 
kc1. which has 1101 recovel'ed in the l"s' decade. and are unable 10 

fin,mce 1hc ir ope r~1i_nns thmugh 1hc lvlexic;,111 íin~111cial :::y:::1em. Seen 
1hi~ wai•, foreign panners mos1 oflcn e i1hcr break 1hcir 11ssocia1ions 
with f'..•1.exic:in firrns <>r buy 0111 the i r p:trlm::rs. i f lcga lly all_o,1,•cd to 
(Dusscl Pc1crs 1999a). 

Fi n:1lly. FD I has bccn ;u1 importa nt clcmcm th:11 allows intrca s• 
ing polari2;.ltion of í\1exico's eco nomy. As statcd, sec1ors ch:n are 
highly dynamic in te rms of GDP and expor1s are the main rccipienls 
of FDl. Thus. FDI h:ts :tllowcd 1hc increasing imcgr:uion of a com­
p1ex Nonh Amer ica n (pa rticulnr ly industria l) 11e 1work, w iü1 exten ­
s ivc inirafi rm and inicrfim1 frade Umi pcmli 1s t1uick adjus trncn ls 1() 
1hc markct and demand. dcpcnding on 1he spccific produc1 ami sec­
tor. l·lowcvcr ~ it is j ust as rc levant to point oul tha1 thi::; cmerging 
índ1mrial s1nic111re has few linkages wi1h Mexico's clomestic econo­
my (lhis issue will be a)so elabora1ed for 1wo specific indt1s1ries in 
Chaptcr 7). As we hav~ secn the impac1 of 1hese ac1ivities no1 only 
011 other s.tctors , hut also on Mcxico's ba lance of paym.ent~. emp loy • 
mcn1. lcarning processcs, and abilit y tQ genera te an cndc,)gcnous 
grow1h process in lhe long run, is extre rnely limitcd. 

Note s 

1. For a d i.scussion on lhe historicnl developmen1 ami releva nce of 
Fl) I sce Dusscl Petérs ( 1999a). 

2. 1'he mos1 significam cri1eria specified ,th31 invcsted fix-ed :1sse1s 
shou ld 001 t!.Xcted $ 100 m illion, that úoly tx tenml íu nds <::ou ld be. usc.:d ror 
initi;\ lijng ,he in vescmc.nt, ;111d 1hut forci gd in\'c s1n1cn1 aél ivit i c:s shou1d 
obtain ~l posiüve ,rade-bnlancc during thc first 3 ycani: of opcr:.llion. 

3. NAFTA significanlly changed investmcnH·el:11cd is!mcs ;md pro ­
vided a wid e invcstn1en1 definicion. E.ach nation in NAFTA hns to tte.at for­
eign i,west()rs and invesune 111s no less favornhly thail the inves1me nts by iis 
own in vc.s1ors. The main proviSions íor íoreig1l i11ves1men1 for Mex i<.:O Mfoct 
ils c neTgy (oi l aod gas cxplo ration m1d devc lopmc nl) und opcra tions in thc 
clec tricity S<sctor (Hufbaucr and Scholt 1993; SECOFI 1994:t). 

4. Jn January J 999 lhe govemment allowed for a direcl 100-percenL 
shilrc by roreign invcstors in mos1 of the fírumcial scc ,or, r,anicularly in 
haoks . Th ís was a 1·cspoos:c to 1hc prcc arious si1tJ:11io11 of d(uú~ s·1 ic b¡o1ks 



 

140 Polori7.ius Mt.rico: Tl1c.· lmpocl oj Uhera/iw tfll11 Strah·gy 

:lítc r 1995. in spi.1c of dl<' pubth: rin;rnci::d baílout. 11 b c·;~p~cted thal foreígn 
finam:ial inslitution~, pan icuhu·ly io Spa io mlll th~· Uoitcd S(:nc ,., wili sig11it'­
ic:h1lly int-rcuse (heir in vc~ 11nt~111~ over Ihe i:orning yt'al'~. 1)tn1icularly hy 
buying cs111hlishc<l Mc-xicnn ins1i1u1ion~,(Du:-.-:cl Pt:h.:rs 1999a). 

5. 111 .-ddilion 10 lhc ovc rall prcfo rc.:nlial tre(ll 111cn1 for NAFTA m<.·m­
bcr coun1ries. ntaxi mum amoun1s oí :tllowcd FD I are hig hcr for NAF'f>, 
mcm bccs the.o for Olhet countries.. 

6. A II FD I inf om1~1tion for the J)Cl'Íod si11L'e 1994 \ \.'<t.~ úlU;ti ned dircc1-
ly from SECOFI mul re fc rs t ú nll FDI re ported up unt il Ju ne 30. 1999. 

7. Morcovcr, o f chi: 111;1in f~m; ign cc,,mpanics in Mi;xiL:o (by :,.;1l~s) 
Sl~vc n are U.S. firms . with onc c~•ch fruim Gcl'ln~•ny. Ja-p:111. ~md Swiizcr l~md 
(Dusse l Petcrs 1999 a). 

8. This .scct ion :malyzes on1y finis hcd vchiclc.s for passengcr.s, ínclud• 
mg light and heavy truck manufüc1urc :.,nd as~esnhly up un1il 1991$: it will 
0 01 ioclod c 1he á UIO p.U-l '\ indu.slry. 

<J. 't'herc a!'e impo,1.iill excep1io11~. 1:1.:ir usctl c.irs. free lt :Ídc wl ll be 
grndui1lly libcr;1liietJ . bu l \\.'ill nol be co m1)le1ed lllllil 20 18, :uad rhe d<11u,!-s­
ric --con1c,11 requircmen1 will he ph¡lsed 0~11 o ver a 10-ye~ir period . 

JO. Mcxico' s v ..:hi ch:. t xports hll \'l! i nc rclt !ii ng ly conccn1m1ed on thc 
No nh A merican markc t, acco unting for 9 1 pcrccnl of 101at cxport s in 1998. 
No1 .surpris:ingly, Ch.ryslcr 's . f ord's, and GM's shar cs of 101al c xpo rts to thc 
U.S. markel are JOO pcrcc nt. LOO pcrce rH. ;md 92 percen1, rcspec tive ly, 
while Nis..san ·s share i.s 34 pcrceru. 

11. Se.vera! intenrn1ional :.1cquisit.ions ::ind mergers during 1998 and 
1999-s ut::h as M ercedes Benz. and Chry sler. lhe acquisi1ion of Scania hy 
Volvo. ,md thc merger betv,·ce n Niss:rn and Rerrnull - will also ha ve an 
imporl ant irnpa cl in 1he :¡cct or, al1l11,)1,1:gh i1 is IQO ~::'lrly tu e:;tint até the ir 
potentí'11. 

J 2. (ntcrcstingly. Volkswag<.·n dccidcd to in vcst in Mcxico bcg innin g in 
l 995 . durin g th o crisis , 10 produ ce t he .Btc tlc exc lu .sivcly in Pueb la. 
Jnvc.stmcnls of ovcr S I billion for a longc r time. gcnc r:.uing 2 .000 ncw jobs 
nnd production of around 160,000 unit s annuall ;i, of wh ich more tha n 90 
perc.ent will be ex poned to the Unitcd Statcs: and Europc. are cxpc.cted. 

1 :t This secü on includes general darn on 1he 1e lc-eomrnu11ication sec1or 
hui co11ce111r:ues 0 11 long~disrnoce finns and issue.-.. Mcis1. of 1he dnrn were 
Qb1ained írorn COFET t'!L (COFETE L 1998. 1999). CANJE Tl (CAN IETI 
1997a) and inlervicws wi1h re levnn1 firm s in 199 7- 1.998. Mo:;1 o f 1he finn s 
cstablishcd in Mcxico also havc ::i we-b p:.,ge wi1h v.tluablc info rnunio n. 

14. Tb c Jvlex ican group C;m;o S .A. de C. V. bought L0.4 pcrcent o f the 
sharcs and co ntro l in Telme~. whilc Southwes tem BcU a.nd Francc Ca bles e1 
Radia each boughl 5 pcrc~m of Ute shares. 

15. Accordin g 10 Ava1Hcl. 69 perccm of Telmcx shnres are o wned by 
íote igocrs (Sou1hwc.s1cn1 ílcll Cable 10.6 percem, Francc Télécom 6.7 pcr• 
ccn1, :tnd forcign inves1ors on the New Yor.k Stock Uxchange 52 .1 1:>erccn1), 
whiJc only 31 pcrte nt is owncd by Mex ica ns (Ortega Piza.no 1998) . 

16. T hcsc lnvc.stmc nts are both for c ign aud Mcxican. and c ann ol be 
co ns idcred cxclusiveJy FD L 

17 . ~'lo s t of lhe new e ncrant s o hrnin ed 1he.ir co nce ssi o n.s a fre r 
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Occc inhcr l9 94~ tha l b . thcsc. fin os could h:i.vc c ithcr nnl ;.lpp1icd for 1hci1 
conce:,:-:iwb ,rnd/or .signific:uuly 1k c rc :1Sl~tt 1he1r hl\•c.stmcnt.s. Howcvcr. 1l1c 
l:111n (lid "" ' ,ic.-ur. N.IIFTA ,rnd thc 1,;J;ttively low degre~ of tdcphonc den· 
sily of JO.~ perte n1 In 1999 (i_e,. lclc phom.~ lim:.s pcr 100 iuh~)liiwms) com• 
pared wi1h <h.:nsi1ie~ in Korea. Hong Kong. :mrl Sing:1porc, wi1h levt_+, :·,bo\•t" 
:10 pcfcent. rcílccl 1lw high po1é111ial úÍ thc tvlcxi<'án 111:ffkct. 

IX. Thc pcr~minulc sentemcnt r.:uc for tbe U.S .•Mcxin m rouh; for 1rn f • 
fo:; tcnrn1wted by Telm(:x., which was <1c1erm ined ~do re 1hc cs rnblishmc111 oí 
the ncw to11g•d is1.;rnce carñ crs. w:ts $0 .39.) and wa.~ 10 be red uced 10 $0. 19 
cm fa nui•r)· l. 2000. U.S. c::irricrs pai<l inh:rco1111tc lion coses o f $1:;i.5 hi lHon 
tluring (989 - 1997, with S87.5 millio n in 1996 :d ouc. (For :. <liscussion of 
1his issuc. Sl' c. í-'CM 1997 .) 

19. 1-:-rom this pc n•11cc1ivt:, 1he J O-perccn1 foss c1f ,he Mex ic~,n h'J11g• 
<lisrnnce inarkcl is mw,;h l('.SS, sim:c n1os1 of 1he re...,cnucs-of 1hc cnlranl fiml!; 
are transferrcd 10 Tchncx. thu.s nm<H111ting lú a reaJ loss of b1,:;cwccn 5 ancl I O 
pérc~nt M lhC ifüU kct. 

20. Mosr nf 1he information in 1his c.:h.iµt..:r' ,._vas Obtained from CANI~ 
ETI and in1crvie,\-'s wiLh che fírms. 

2 1. 111.: de<:ision 1() continuc lhc maqui l~1 sys1co1 is bcing d iscussed by 
the induslrfa l clmmb er s aod rvtcxican officü1ls. :,md the outco me of 1hese 
nego1iations is um.:cmaio so ftu. 
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Tl1e Cos ts of Liber aliza tion: 
Social Developm ent 

So for, l hnve cxamincd thc ini pact of Jibcralization on economic 
issuc.s. and in some cases its ~ocia! and poli1ical conse qu1.mcc:.L 
Mowever. what h,Lve becn 1he consequences of the Hberalization 
strategy for spcdfi c such social issues as lncomc distrihution. pover-
1y1 and cmploymcnt'? 

This chapter focuses on 1hc soc ial challengcs 1ha1 havc emerged 
sincc liberalization. bue doe~ not discuss in de.tail social policy meas• 
urcs adop1ecl since l9 K8. 111c chapt cr bcgins wi1h a general clcb,uc 
abf.1ul social reform in Mexico: as well as on 1he new labor cullure 
(11uevo culwm lal,o ra{), t!le proposed changes lo 1hc Federa l L3w of 
Employmen L (Lf "f ), and tlie genera l cond ilions of unions and lhcir 
currcnl role and participation in tbe govcrnmcnl since- l988. This 
analysis is closel) ' 1inked Lo lhc topics ana ly,..cd in Chapte rs 2 and 3. 
Morcover, it briefly analyzcs social policy responses and the gencrt1l 
vision reganJing soci_:,t issues since 19.88, as well as changc::; slnce 
1he cr isis of 1994- 1995. ·n,e seco nd pan looks at inc<,mc dislribution 
in Mexicl> from 1984 to 1996 as well as other genera l social issues . 
Of particular relevance nre the general incornc distl'ibution trends 
and spcc ific incomc sources 1hal affecl lowcr income classes, pover ­
Ly, and ex treme pov eny . Th c thinJ pan examine s the em plo ymenl 
challenge ancl real-w age 1rends in Mcx ico. and, as descr ibed herc, the 
crnployment is-sue is o( uLrnost economic and social importancc 
bccausc wageS-from ~rnployment are one of thc largc~L sourccs of 
income fo r Mexic o 's popu lation, Thi s is pani cularly true in socie l.ies 
jn wtüch soci;1I ,.;;ccurity systems are eithcr we.ak or nonexistent. Thc 
chapter concludcs with the socia) challenges thal have emerged since 
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lib~ralil,ation. us wdl ns lhc possibili1y of resolviirg Lilc m in thc 
mcdium 1er 111. 

Ch anges and Vision s in 
Soc ia l Policy Si n ce Li beralization 

Thc cmergcnce of libcr: .. lli7.,..Jtion and dtc ncw tcnn undcr Salinas <lt 
(;()n:iri was P.ar:1llcie<l by significan, changes in Mcxico's corpor~llist 
strucIurc.s-i n (1ddi1ion 10 lhc wúrst electoral rcsutrs in PRl's histor)r, 
Moreovcr. while 1he privah.· sci·tor had been able 10 im.::.rca.sc irs infor­
ma.! wcight in the governrnem and PRI . there w:is a ,vidcsprcad con­
scnsus that che. tradicional constitucucies c)f PRI had wenkencd sig• 
nilic am ly. Nol only had par1y-un ion linkagcs dcte riorated, but so ha<l 
1J1c in~1-itu1ions thar historically represen'led thcsc sect(>rs, par1icularly 
labor. H,¡wever, an d lhi s is probab! y one of 1he main featu r~s of 
Mexico's po lit ical sys tem unt il 1999, evcn though debiliiated. the old 
cor porati st struct ures s ti ll coexist with thc dramat icall y changi ng 
cconomy aud aim 10 democr;1tize and refom1 1he political system, 
unions, diffcrent la,v-s. and l'Rf iiself. 1 

'Thc Safim1s admi nislration ini tiuned i:ll the bcginni ng of thc 
1990s a pr0jcc1 of "new un ion isrn" lha1 assumed that labor rela tions 
and unions had to change in response to cconomic changcs1 other­
wise the unions cou ld be cnclangered. H is project focused main ly un 
( 1) incrcase of 1he rcpres c ntativity of uni ons. (2) Lhcir re lar ionsltip 
wi th thc s1:11e, and (3) tltcir rc lat ionsh ip wi1h the priva1e sec tor 
(Samstad and Collier 1995). Thesc guidc lines were. in general. use­
ful co liberaHzation's allo,ving econornic rcstructuring in rclcvant 
indust ries. Nevc nl ,e less. 1he hisloric leg~1cy of corporn 1is1 struc turc.s, 
Lhc tcnsions within PRl where corporalisl unions were represeoted, 
and lhc import:111ce of thcse unions for federa l and s 1a1e e lec t ions 
also ltad 10 be oons ide red . 

Regarding lhe füs t issue, in genera l 1bree types of unions could 
be di stinguished sincc tite 1980s (Bizbe rg 1990; Samstad and Collic r 
1995) . The govern ntent s1rongly suppor tcd app arently represe mati vc 
unio11s. wltich are to be dis1i11guished fro m democ ratic un ions, in lhat 
thc fonncr did 1101 follow a confro.ntational path ag:1ius1 1he go vern­
menr. Thc mosl promincn l union su ppo rted by che Salinas govero ­
meni was 1hc Union of Telephone Worke rs of 1hc Mexican Republ ic 
(S indicato de Telefonis tas de la Repúb lica Mexicana, STRM) heade d 
hy Francisco J(crnándcz. Juáre1. since l 976 . Hernándcz Juárez was 
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~upponcd dur ing 1he 1930s scvera l t ime~ hy 1hc govcn uncn t . 1he 
Labor Con,(rcs s. and che Confe <lcra1io11 of Mcxic.an Workers (CTM) 
in his t:.ffor7s to cxpd l1ucrnal oppo:-:ilion and crca1e the 1nodel union 
nfter 1988 . T he un ion was able to preserve many of i1s co111rac1ually 
gr'1nted bencfits s ince thc 1980s durin g the privafrza tion of 1elmcx 
and also negotiated thc iJ1troduc1ion o f new tcchnologics at Tclmcx. 
linking wage incrcments to pl'oductivt1y increa.5cs. This: coúpcrativc 
sr:-,nce with thc gove.rnment was fu11her rd lectcd ln its raellcr neutral 
all itude towurd NAFl'A . Wi1h no . in1erna l oppo ~ition , Me rnández 
Ju:írcz becamc thc head of the new Fcdcrntio11 of Unions of Goods 
.in<I s~rvices Companies (Federación de Sindicatos de Empresas de 
Bienes y Se rvici<ts. FESEBS) crc alcd in 1990. However. the relat ive 
success of STR M h::ts 10 be pul in contcxt: no olhcr union in Mexico 
h:is becn able tO negotiate such high increme::nts in rca¡J wng-es 
1hrough produc tivity grnw1h wilh the gove rnment . co nscquent ly. the 
more collaboraúYc unions are charauc rizcd by 1heir uuiquens:ss. 

A second group of unjcms or movcments within unions can be 
idc111i ficd by their deo1ocr.1lic struc rures , ahhough they we re much 
smaller than oLhcr un ions in Mcxico . ln prac lically al i cases 1his scc ­
ond type of uni on openly oppo se<I Sa linas's rcfo nns and the u n<lemo­
cratic con1rol cx.crcised by corporatist unions, and wcre su.ppressed 
in diffc rcnt ways by the gove rnment and/or by other unions. Major 
conílicls at Mode lo, Forcl, ;,nd Volkswa gen in 1990 reílected lhc gov­
ernmen t 's low lcvcl or 10lcrancc for union oppos it ion to e.conomic 
reform. Jn somc of u,ese cases, the CTM and thc affcc lccl Hnns Yio­
lent ly bro kc up strik cs by these uni ons, wilh the know ledge ami 
implicit s uppon of the gove mm en1. 

Finally. corpotatist unions remaincd the rnost signific:mt oncs 
1h1ough 1999. In conLrnsl I(> che s maller indepe ndent uni ons, corpo­
ratisl uni ous s uch as Lhc CTM , Revo lutio nary Co n federat ion of 
Work.ers and Pcasa 111s (C ROC) , and Reg ion al Co nfcdeca tion of 
Mexirn n Workers \C ROM) had c losc 1ies 10 1he gove rnmcnt . and. 
con1rary to che STRM and FESEBS , thcy wcre sti ll represenred in 
impol'!atll posit ions iu thc gove mm cnt and PRI. T hc CTM c-onlinued 
as thc main union allied 10 thc government and SaLinas, hut 01her 
corporatist unlons expressed their d iscontent wit.h econom ic and 
poliücal reforms . In response , Sa linas made full use of prcs idc111ial­
ism and authQritarían s1a1e inslitutjons in his fi.r.st year to arresl sever­
a! of the muin u11io11 leaders. such as in PEMEX !lnd the tenchen; 
uniofl!. However. even Lhc CTM and the rcst (>f thc corporati:st unions 
rojecwd any plans for democr:Hi1.mion of the unio ns so as to preser ve 
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1he old sl:Jte- labor :dl iancc 1ha1 daied from lhc l 9~0s . Thus 1hcse 
unions. and pal'1icularly thcir lc(1dcrs. continucd l (l bencfit rrom 1he 
1radi1ional tnrpor atis1 strucLurc hut becautc complctcly .~ubúr<linaccd 
lO 1,hc J;\ml:-; and imcrc~Li; of Salinas's liber:1liza1ioo strntegy. From 
1his pcrsp<:crivc coqlOratisL unions did changc dtam:11.ic;¡lly ..iftcr lht.'.. 
1940s: allhough 1hey initiully h:ul cmjoyecl major inlhrcnce in eco­
nomic and S(>cial policy. by 1he 1980s , !he corpo ra1is1 u11io11s had 
shecl most or their nn1ion.1li .. -;.1 ;-_mcl pu::;1revohHionary idcology ;:1nd 
become onc of thc mosl rc.:ictionary scctors of Mexico 's cconom,, in 
order lo prese rve 1hc Status quo (V:,Jdés Ugalclc 1997) . Whilc ~011-
ccding and lcgi1imizi11g Lhc profound economic :m(I social changes or 
liberaliw tion, 1he cor porcuis1 union s (pan icularly CTM, CROC. anrl 
CROM) bec:1111e comple1c ly immobilized 10 preserve 1he allinnce . 

11 i$ in 1his co n1ex1 that by 1he mid-1980s a dcb:He was begun 
over changcs in 1he federal labo,• Jaw and gene ral labor conrlil ions, as 
well as labor 's privi leged füllllS in PRJ.2 B01h thc Saliu:is and 7.cdillo 
administra1ions fai led 10 deal with thcse issue.s. bu1 rece ivcd foil sup­
pC>rt for wage indexa 1iM afle r the pacts of 1987 (whic h rcsullcd in 
dramat ic rcal-wage losses) . as well as for NAFfA and 01her impor­
lant consti1utional changcs. 
. These issues are strongly linkcd to Salinas·s attcmpt ro reorgan~ 
,ze PRI, even lo elimina1e i1s mcmbcrsh ip by sec1or alloge tber in 
fa~ror of individual mcmbership, sit1ce thc party had incrcasing-Jy lost 
its aHrnc(ive ness for 1he urban and micldlc-c lass sec wrs. The 
Nationa l Prognun of Solidarily (Programa de So lidar idad Naciona l. 
PRONASOL) . whic h becamc the soc ial centcr piccc oí 1he Salinas 
;tdminjstralion, _ was nlso of criLical impor1ance for Salina~•s political 
projecls. PRONASOL functioned on a very wide panicipa 1ion base, 
independeml y of the PRI and directly contrn lled by the pres iden !, As 
such, many analys 1s rcga rdcd PRONASOL as a poli1ica l stru cturc 
parallc l 10 PR1, which cou ld be used by Sali nas as a new political 
parly in the future (Cornc lius 1995). 

Finally, it i$ importam 10 look al 1he issuc of modiry in¡t 1he fed­
eral labor law (o r mak:ing il more ílex iblc). On 1he onc hand. it is rel­
evanr to rccall 11ta1 mullilateral agencies , panicu larly 1hc World Bank 
imd lhe lme ran1crican l)evelopmcnL Bank, have followed an aggres ­
sivc agenda since 1hc eud of 1he l 980s for making labor laws ílcxi ­
blc. To e agencie s staic llm1 "1herc is no more powerful mechani sm to 
raise incomes o f worke rs 1h:,n markcc - lcd developmc nL . .. 
Transition~ to more markct-oriented sys1cn1s incvitably generalc 
winners and Íc¡$ers ·· (World 8a11k 1995a). Based on the expc1i ence of 
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li.asl Asiani nati0ns. Lhc agencies assen 1h:1t labor markeL rigiclil.ies. 
:-:uch as promotions hased on scniorily. ,veak social sccurity systems 
noL liukcd lO hencli ts, atlCI sIrucrures 1ha1 do no1 rl!w~1rd cntrcpr~ncur• 
ship 3nd individual cffon :1re lhe main causes íor lh\! increa::;.ing 
wciglu (>Í thc "u nrcgu lated informa l sector .. (World 8:rnk 1995a_ 7). 
which ;,ccount s fo r more 1ha11 a third of CDP and emp loymcn l in 
Me,irn in 1993 according I<) offic ial so urcc~ (STPS 19'>3). From 1his 
pcrspcc1ive. policic:,; should dim inaté-anti labor bias.es and modera1c 
rnx and 1'e,g_ulatory burdens on forma l activilies. w hil c governmcnt 
aclion shou ld nwi nly focus on prov iding urban infrastruc1u re) 
J lowc,•er, mul s1x:cilka lly regard ing labor pol icy, in line wi1h cxpor1-
orien1ed imdustrial ization (see Ch apler 1) i1 is reco mmcnded. th,.11 
gove rnmcnt s should aboli sh "dc 1ailcd cond itions of 1he labor con -
1rnc1 (wage~,job securi ty, numhcr of vaca1ion days. cmp loyer ohliga -
1ions, and .so on)'' (World Ban.k 1995a , 9). These :tre rega r<lcd as bur­
tlcn.somc re.quirenienLs that discourage frirmtd lahor conlruct.~. T hc 
" ílex.ibilizal ion" of labor conditi ons and con1rac1s, from this pcrspec­
tive, is quite ele.ar: the governmenl shou.ld rctrcat and abolish laws 
rcg,trding wages and jo b securi1y and pro1eclion, which do 1101 aUow 
for marl:ct .co nforming resuh~ and do<ml finns and workers t<¡ infor ­
mality. Wagc regulati,on in panicular is seen é1S an inhibilion IO 
cmployment genera tion. 

On 1he other hand. corporatist un.ions :rnd particularl y tite CTM 
rejected any formal measures úial would direcli)' affect their fomml 
and infom1al benefils io 1he paSI dcc"des. In spi1e of this radical pos­
Iurc. bue also as a resuh of hcavy prcssure from multilateral insiitu-
1ions. Presiden t Salinas himsclf , business , STRM. PBSBBS, aud a 
fow union Jeaders from corporatis 1 unions (pa rii c ula rly Juan S. 
MiJl:ln. former secretary of soc ial security and labor qualification of 
CTM) swrted a dialogue in l993 with busines.s leaclers on labor <1ual­
ificatio n, produ c1ivi1y, promo 1ions, and wages . The d ialogue was 
intermplc tl in 1994-1995 ami reestab lishcd in 1996, and resulled in 
1hc publicat ion of an agreemcnt 011 the princip ies of 1hc new labor 
cuiturc. In general, i1 stresses tha1 tJ1e new labor cul ture should be 
based on reformi ng Lhc labor laws 10 prese rve a ncl gcncrate new 
cmployment as wcll as 1hc linkage of wage gro\Vlh wiú, productiv ity 
increases. Moreovc r, guidelines were .cst:1blishecl 10 limit contrac1ual­
ly graoled benefi ts, cancel fringe benefitS, and weaken !he cons 1i1u-
1ion:1I righ t 10 strikc. '11,is labor-bus iness codc hM bcen s1rongly criti ­
cize d by independe111 labor union leadcr s. incl ndi ng Hermíndez 
Juárez, strcssing 1h:u only a few corpormis1 union leaders suppo rled 
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lhis ,,grecmcnl. Bu1 govcmmcnL .and busincs:. cx.pec1 1hcsc 11ri11ciples 
1.0 be the b:isis for 1he fu111re rerorm or thc focléral labor law (/:/ 
Finmu-i,,.ro 1999). 

As:idc frnm th.:sc. unscll lcd iss ues. includin g 1he folu1·e pos itiou 
of lalH)r in lhc pol itica l ~ystem,. iL i$ an undisputcd focl 1h-.u tabor 
coadi1io11s havcc hauisctl sig11ilka n1ly since thc 1980s. In nddi1ioo io 

scvcrc uncmploymcn t. t.lrarna1ic rcal•wage losses. and cmpl oymcnt 
reduccion i1s ;1 rcsulr of privatiza1io11, thc. wcaknc:-s of corpor:.Hist 
unions h:is penniued impon:wt changc.s i11 labor con<li1ions. Thc 
iucrea~ing _informali2a1 ion of cmp loyrnt~nl and lhe incorporation or 
p:u1--1ime worker:s whose workdays entail long jour111J.ys scc111 to ha\'c 
prcv;.iilcd sincc the 1980s, whcrc~1.'\ subconLracLing and real-wagc 
gl'ow1h linkcll 10 protluc1ivc gruw1h wa~ applie(I he1erogeneo11sly. 
Moreover, Lhc parLicipaliun úÍ workcrs ln finns' dccisionmaking is 
very lim i1ed, even in mo<lern firms and scccors. and in general 
resiricted 10 lheir work ,1rea (De la G,uza 1999). 11,us, sc¡rnrale rr,,111 
tite formal rcform of feclernl labor laws. labor and working coudi• 
lious lrnvc ,alrcady changed <le foclo . .i 

In. chis comcxt, what havc bct!n 1he role :1nd funcrion of social 
policy in 1he pasl decade"/ tli s1orically, and as a re,5ul1 of the revolu­
tiou. soci,tl policy had becomc one of the pillars of dcvelopmcnt 
.slrtttcgy. Ag.rnrian and L:1bor lcgLs-lation had strongly supportcd in<lus .. 
trializalion during lSI. Moreover .. ¡1n ex1ensive infr.1s1ructurc: (incJud­
ing rural communicatí ons), key programs for building publ icly 
financed housing. and universal ~erviccs offered by 1he federal gov­
crnmcnl (e.g., schools. hospitnls UJld health carc, ele.::1rical and 1cJe­
phonc nc::tworks, highways), allowed imegraied social .}nd econQmic 
projetls since 1he l 940s. In spite of significant shortcomiugs, includ­
ing pcrsislcnc income <fü;parilics and increasing inequatities. between 
rural and urban areas, social policy wa:,; fundamenlal 10 (he modem­
ization and industl"ializ.alion process ~-utd was aimcd a l ali Mcxicans. 
This universal approach was displaced after thc 1970s, parlicularly 
s.ince 1hc implemenlalion of liberalization strategy (Comclius 1995: 
Jusidman 1999). 

Social policy, togethcr wiLh other specific econpmic and social 
issuos., was givcn low priori1y in Lhe cconomic frnmework of the Jib­
eralizatioo s1ra1egy.5 To rnake social p(1licy more elficienl despile lis­
cal conslraints-:rnd comrary 10 prior policies of affcc1-ing wclfare 
1hrough subsidies, price controls. mínimum wagc.~. and labor lcgisla­
liún. ::irnoog other state intcrvemions-socia l policy since Lhe cnd of 
!he 1980s has a11ernptcd to ~irget exlreme poverty in specifíc groups 
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:md rcg ions. focusing on $UCh issucs as nu1rition, t:!ducalion. ami 
hcahh. Othú1' social issues lik c soáal sccurity. hc:11th. and cducmion 
are LO be man:,gcd :md 11nancL":d im:reasingly by thc privatc sector 
and nwrket-frienclly mechanisms (CCPNS 1994: Drcsser 1997: Lcvy 
and Dávila C:ipallej:1 199X: Narro Robles 1993; Sh.;alrnn 1998). 

In genernl, economic ami social policy lwve nm ~hanged s11b­
s1an1ially sincc thc crisis of Oecembe1· 1994, in spite of 11te eff(irl 10 

mnintain at leas:t :socí:ll funcling as a percen1age {)f tol':11 public expcn .. 
di1urc. and the goals of the liberalizat ion stratcg} r havc rcm~tincd 
uuchanged throug h 1999. However. ;is a rcsult of thc 1994 crisis, 1hc 
govcrnment has been forced to iakc scvcral measures to coumcr che 
most dnm1,uic c:risi:'-i tlrnl Mexico has cxpcritnced since 1he J930s. 

From a macrucconomic pcrspcc1iv~, 1he bi!ilout in 1995-1999 or 
tite privatizcd btmking system (with cosls equal 10 an cs1im,11ed 19 
pcrccnt of GOP) 6 as well as con1inuing the serv icc on the foreign 
tkb t havc b<"cn lhe main priorii-ies of Lhe Mcxican govcmmcnt- in 
addi1ion 10 lite guidcJine-s in place siuce 1988 (seo; Cha¡>lcr 2; PEF 
1995, 1997b). The governmcnt raised 1he value-adcled mx from 10 10 
15 percenl in thc middle of the cl'is is in 1995, given 1hat 01her 
sources of govc.rnmem income 1ml shnmk signific,mlly. Simi!ílr!y, 
1hc scverc fall in imcmalional oil prices during 1998 rcsullc<l in 1hree 
expcndiwre cuis, 1ornling ahm,1 $4 billicm, also affecting social and 
cducmion expenditure$. 

A widcly held o¡>inion among speci11lis1s 011 Mexico (Cornelius. 
Crai.g. ami Fox 1994; Dresse,· 199?: Guevarn Sanginés 1997) is 1ha1 
social policy has bccu glven a low priority since the beginning of thc 
Salinas governmenl in 1988 (and 1his silu:ilipn has bccn cxacerbatcd 
since lite 1994-1995 crisis) in addressing the social damag.e btoughl 
on by libemlizat ion. Spccific prog rams. such as PRONASOU for 
1988- 1994 or 1hc Program for Educ:uion. Healrh. and Nutrition 
(Programt1 de Educación. Salud y Afünenwción, PROGRESA) dur­
ing thc Zcdillo administration. were dcsigncd t() Lttrgct ~pecific scg­
mcn1s, regions, and/or ethnic group~ in Mcxico ín tht: c<>ntcxt of a 
lean and efficien1 sullc (Dávila and .Levy 1999). As is tite case wi1h 
PRONASOL, 1he targe1ing of social policy iuvolved political inter­
ests and becamc incrcasingly tlcpenc.len1 on 1he discrelionary power 
of lhe prcs-idenl: Presidenls Satinas :md Zedillo had a Slrong direc1 
inílucnec on allocating resources írom bolh progr:ims according lo 
political in1ercs1s and ner.ds. 

Thus, in line with the constraints of the libcralizacion s-tnucgy the 
1994 crisis, severa[ cxpendilllre cuts in 1998, anc.l panicu larly the 
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ncw anJ massivc. súcial ('hallenges that h:we emergc<l sincc l9SR. 
ha ve lefl Jiu le. room for new cmptoymcn1 ;md soci¡1I 1,0 1 ic.:.iess or fot 
Lhc ~,v~,ifability of the requircd r~so11rce!:-. wilh 1Ju1 ~l few notable 
c.x<:eptions.<1 ;\11 1he-;s_:Jme. :i-ince •he crisis 1hc govcrnmcn1 ha:,. 
enforced a .. second gencratio n o f r•efo rms" (E ctwa rds :md Burki 
1995¡ 10 ni:1kc 1he lahor markc 1 more tlcx ible- 1h,11 is. to nbolis h nll 
1hos(~ inslilution s 1hat do noL ullow fo r w:,gc flc.xihili1y- ·ancl induce 

markcL or pricc mcchanisms in clil'fcrcnl arcas ot' !\ocia l i$sucs.lO 
MoJ'cover, i11 ils 1995 letteroí intenIion to tite LM.F, 1hc govc nuncnt 
specifícd that policies t1) reduce poverLy and raise liv i1ig ~tandards 
:rn1ong lhc Mexican population woulcl only begin .. once financia( sta­
bilily recove rs .. (SHCP/BM 1995. 12). 

From 1h is pe rs pec 1ive,. PROG R ESA, crca led in 1997 . has 
bcco me thc m o!)I imporLanl sociRI program for cornbaring poverLy, 
:111d parllt uiar1y extreme p<Jvcny. <luring 1hc Zcdillo adrninistr,;1don. 
lt assunics lluu at leas1 thrce differcnt scctors coexisI in Mcxico: an 
expon oric n1ed sec to r. Mexico·s 1radi 1io nal sec 1or with no expo n 
linkages , and ·':, Lhird sec tor .. . chanicler ized by 1.he persistence of 
ex 1reme pover t¡• and soci al backwardne ss . T his s~c1or cons ists of 
subsislencc economics 1hal lrnvc no tic.:,; whatsoevcr with 1hc most 
advanced sccIors oí thc national rcalily'' (l\·loctc.zuma Barr.ig,ín 1998. 
6). 

Sever a! iss ucs are relevam in 1erms of PROGRESA . 011 Lhe one 
hand, in con1ras 1 to ear lier programs. PROGRESA·s .. spirit ,md basic 
concept .. . [are l precisely 10 increas e che po1ential o í individua ls .. 
(Moct ezuma Barragán 1998. 13). ln th e medium nm 1he progrnm is 
cx pcc tcd Lo increas c. throug h nutriti on, heahh. ami cduc:llion. thc 
cff icicncy. Lhc productiv ity. and ullim ately Lhc incomc of inclividua.ls. 
O1her go,emmc nl officia ls slréss Lhe 'lrade-off bc1wecn soci:tl po licy 
(or subs idies} and higber laxes and/or increased pu blic deb l and/or 
red uced invest men l exp e ndi1ures wi1h a "high fut ure soc ial cost" 
{Levy and O,lvila Capa lleja 1998. 19) . To idenlify famili es living in 
ex lreme pove rty. PROGR ESA es1nbLished a rigorous eva luation of 
1hc sociocconomic condicion of such familics. including educational 
lcvel. economic ac1ivi1ics , and income (G6me,. de León 1998. 22f'f.). 
In ma uy case $, chis has e11coun1cred oppos i1ion fron1 farnili es and 
co111rnunities .' ' However. tl1e main ele men cs of PROGRESA are edu­
ca 1ional suppon, bas ic health care, and monetary suppon to buy food 
(Gómez de León 1998 , 2 1}. ll enefils from PROGRESA include. for 
examplc. nuirit io n for fomilies. chi ldren. and women during preg­
nancy and sc hola rs hips íor child ren l,e1ween the lhird grnde and che 
1hircl year of seco nd.i r)' schoo l. /\ 1 1he be¡¡inning of 1he 1998/1999 
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sc hoo l yc:ir 1hc mo111hly ,c holarship pcr chi l<l av e raged 121 pesos or 
$ 1 2.30 ( Moctcwm a Barrag,\ n 1 998, 17). 111 so mc en ses. allowa nces 
as a perccntagc of total im;ome for a f:.111~ÍI)' ;1\'el'ilged a$ much ffS 
44.85 pcrcc.nt. Final ly, ,he number of rccipicnt fomilics under 
PROGR ESA incr<>:iscd substa nlw lly. from 404. 241 fomilie s in 1997 
ce> ahnost 2 million familics ln 1998. in more than 45.546 cirics in 
1,926 count.ies (n1101icit>ios). Th e progr:1111 is cx pec1..:d to :,í fet:1 
al'Ound'20 perce nt more fom ilies in 1999 1han in 1998 . 

Ir is important IQ make sorne comparis0118 bctwccn soci:1[ poli• 
cics c.1wc1ecl by c i1hcr Sa linas c)r Zcdillo. Durí11g lhc 1980.s, and p3r-
1icularly sin cc 19~~. 1hcrc Mis a widcspread úete riora 1ion of 1hc pub­
lic infrastructurc, alsu as a rcsulc of fiscal consuaints <.Uld 1he new 
prioril ics of liberaliza 1ion. In 1988 liberali ia 1io n began ;1n imponan 1 
proccss o f cunin g subsidies. cl i111ina1i,1g 1he co111rol of basic goo ds. 
and promolin g financially spec ific scc 1ors ,lnd small :ind mlcro cnter ­
priscs. Nev e nh eless. PRONASOI.. s 1ill inher ilcd par! oí Mex ico•s 
~ocial po licy legacy. PRONAS O L a11cmp1ed to so lvc scvc ral socia l 
i~sue.s at the s~une I imc, including cducalion~ and infrasu·ucrul'e in 
low-income rural a.nd urban areas, and to prov ide assisuu1ce to fami­
ly income 1hrough the promo1ion of small f·irms . Ano 1he r cri tica ! 
.L~pec t of PRONASOL was the imponaat role of lhe pan icipal ion by 
communities. lhrough solidarity commiltccs. w hich bec,n ne. the main 
instr umenl of soc ial p<>licy in PRONASOL . s incc 1hcy arti cula1cd 
1hcir needs 10 PRONASOL (Co rnc lius 1995; Ju sidman 1999). 12 

Asidc from crlli cisms that the program's l'esources seemed to be 
aimcd a, arcas of sirong poli tical opposition. PRONASOL ini1iated 
che replaceme m of an in1eg rnl approa ch 10 soc ial pn licy wi1h a more 
narrow ly focused app roach snppo rted by the World Bank (Comcli us. 
Crnig. ancl Fox 1994: Drcsser I 99 7). 

PROGR ESA, on che 01hcr hM d, has bccome lhc main soc ial 
ins trum en l of lhc Zedi ll o adm in iscration. ln contras ! 10 ear l ier 
approachcs, i1 focuses excl usively on ex treme poverry, panicu larly in 
rura l arcas. Added to its quesl ionabl e focus 011 individual s in extreme 
povercy. PROGRESA ilself d ict a1es which fomili cs are ora re n()I 
"cxtreme ly poor ." Tltis hi¡,h de~ree of l ighlly focused soc ial policy, 
given lhe many diversc challcnges IhM havc. ariscn sincc 1988, is 
very qoesIionab1e.1J 

Givc n lhc ncwnc ss of PROGR ESA, it is ámpossib le 10 evalua re 
this prog ram . One of thé mos, importan! ques.üons in 1his regard is 
11\c program ·s continuatior1, sincc it has becomc stro ngly lied 10 the 
Zcdillu adm inis1rn1ion. Jusi as PRONASOL was disso lved dur ing the 
Zcd illo admi nislration. i1 is highly pos sib le thal PROGRESA will 
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alsv l>c discc,n1inued hy lhl: ncxl govcrnment. 111 thc c.:nd, ~ocia) poli­
cy , incc 198~ has depended ou 1hc lca-,kr ship :rnd politi cal will of 
rhc presidcnt in officc. 

General Socia l lssucs and 
lncomc Distribut ion 0 984- 1996) 

In general, social indicalor:,; (se~ Table 6. 1) show 1hat in spitc of ma$• 
~ivc public cxpcnditure in social scc1ors. par1icularly in educ:.uion. 
health, :rnd povert y programs, Iargc1ing has so for had n limi1ed 
i111pac1 on Mexico ·s population. The exp,enditurc has 1101 been ablc 10 
counrer Ihc general irnpac1 of 1hc " losr dccadc'' of rhc I980s and the 
crisis of 1994-1995. On the one hand, GDP·p-er capitn in 1996 was 
still bclow levels achicvecl in 1980, and povcrty and indigencc lcvels 
in 1994 were similar 10. or jnst abc,vc. 1980 lcvcls. Similar ly. and in 
spitc ()f an extraordi nary cffo rt (m the pan of thc govcmment not 10 
cu, nominal social spending, cxpcndi1ure levels on such items as 
education and total social spending in 19.96 were still bclow 1982 
levels. On the othcr hand, indicator s such as life expectancy and 
iof:101 morrn..lily show cou1inually i1nprovl11g pcrformances. in spite 
of thc trcnds in Other arcas aonlyzed. 

As in iuost of Latin Amcrica, Lhc uoeven incomc dis1rib111ion in 
Mcxico rcmained unchanged or was cven accentuatcd during the 
1990s. High capirn l and 11nancial conccntration, social exclus ion, 
popul:.nion incl'easc, as wcll as poor and big families with a relatively 
lower share of emp loyed mcmbers. and difficull ies in achievi ng 
advanccs in cducation and hcalth have !been sorne of llJc. persis1cn1 
trcncls in income dislribution (CEPAL I998a). Evcn acc<>rding 10 
govemment officials, .Mexico 's incomc dis1rib11tion worst.~ncd <luring 
1984-1994 (Moctczuma B·arr:igán 1998:6). 

What has becn lhc impact of thc l iber:il i i.a1ion stra tegy on 
Mcxico's income distribution? Allhough there are still shortcomi ,ígs 
in infonnation. the period 1984- 1996 :illow s us 10 examine the peri­
od prior 10 ami since libernlization witt1 regard to incomc <lis1ribu-
1ion. In general, a hig h leve! of relativc inequalily disting uishes 
Mex ican sociery . Thc tw(l poorest clcci lcs of popu lation do not 
account l'or more 1han 5.3 percent of total income, whi lc the two 
dcciks nf population with thc highesl income do nnt, wi th die exccp• 
tion of 1984. account for less than 50 perccnt of Mex ico's toral 
inco111c. Table 6.2 and Figure 6.1 do not reílcct only thc ,ibsolute 
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Table6.2 lncome Distribution in Me.xico by Decilc s (19S4-199~) 

l .,o\\C.SI lli ghc ~I 
. .n 
"-

two 1Wt1 

,fccilt:lf (h.~cile~ 
Dectlo TOTAL 1 u lll IV V VI VII vin IX -X l 11 1!) tl,/(2i ._, 
P[JICENT,\GF. OF TOT.4l lNCOMF. ~ 
1984 ¡;, 

!:; • 
TOTALl i-:COME JO(),()() 1.72 3.11 4.'?l S.32 6.40 7.86 9.12 12.17 16.73 }2.77 .t ,i)) -49.50 9.15 % 

Cumnt mone1.0ry income 100.00 1.51 2.85 4.05 $.1A 6..J< 7,95 9.70 t2.3Z l6 • .i6 33.65 -1.36 50.01 8.7! 
~ Labor income 100.00 1.10 2.J-4 3.97 5.31 6.25 8.57 I0.25 l2 .-i8 18.73 J.1.00 .!AS -49.13 ó.9J 

Susiness rent 100.00 2.n 3.33 4.-10 5.59 6.47 7.07 •J.73 t2.-16 12.20 JG..19 S.50 >S.78 JI ~8 :::. 
g 

1989 ::, 
TOTAL INCOME 100.00 1.68 3.09 J,1; -t69 5.92 7. i. 8.85 11.2 2 15.wl 37.97 J,17 5).61 b 9Q " Currcnt monetar)' utc.ome 100.00 IA2 2.69 3.68 4.74 5.89 7.31 9.21 11.37 l5.6S JS.O'.l 0 ,11 5).69 7.65 -[ Labor incomc 100.00 1.18 2.63 ~.07 5.25 ri.76 8.38 10.65 13.20 17.85 30.05 ."-80 -11.'JU 1.9, 

'Busioes$ reot 100.00 1.72 2.73 3.04 ) .76 4.62 5,74 6.90 8.44 12.90 S0.17 ·'-4-1 63.01 7.fl\ ~ 

1992 .a.. 
TOTAL TNCOME 100.00 2.13 3.i)9 3.9: 4.68 5.19 7.25 R.53 lí>.7~ 15.•I I 3S .J(i S,'21 53., 7 9.0S e: 

¡;-
Cum:nt monc-tary income 100.00 1.00 2-.27 3.JG 4.3S s . .:s 6.76 8.6'! 11.22 16,09 JCUU l .21 56.93 5.7S ;'i 

Labor income 100.00 o.sz l.88 3.Z1J 4.6, 5.86 7.43 9.43. 13.26 1&.09 ~'5 .ci(l ?.39 53.69 ➔A6 ~ Business tcu1 100.00 l,"72 2.53 : .76 3.51 ➔ .2ó 5.11 7.4 1 7.39 10.92 54.2S 4.2J 65,20 6.50 =. 
1994 f 
TOTAL INCOME 100.00 I.S8 2.72 l.61 4.56 5.59 6.96 S.62 11.19 16,07 39 10 '1.)0 55.17 7.79 !!' 

Curren! monctary lncomc 100.00 1.)4 2.6 1 3.53 4.5 1 5.55 6.8, 8.38 11.15 16.~.; 39.88 l.9S 56.11 7.0J ~ 
L:ibor income 100.00 0.95 2.33 3.23 4,41 5.8 1 6.90 ~~.i l 11.23 16.65 39.78 J.18 56A3 5 .. SI ~ Businets n:o, ll'0.00 1.17 2.84 3.32 -t'.20 4.63 (..SO 7.07 10.95 16.0; ~2.68 4 .6 1 5S .11 7.~, ~ 

!996 
TOTAL L~COME 100.00 l. 75 Z.92 3.8;; 4.77 S . .1$4 1.16 8,77 11.26 IS.81 Jl.89 -l. 67 53.70 ,;,m 

Curret11 moncrn.r)' utcomc 100.00 J.60 2.81 3.86 4.81 5.S9 7.21 8.77 ll,29 16.02 37.71 -t.4 3 53.73 S-~5 
Labor inéeirnc 100.00 l ,Z? l.:\9 3.69 4.SS 6.07 7.72 9~.JJ 12.02 11.33 35.20 ),68 52 .53 f .0 1 
Business rent 100.00 1.9-1 ).39 3.9S 4,32 4.85 6.42 7.54 9 . .t5 12..16 JS.65 5 .. \J SS.:?t 9.16 

PliRC/iNTAGE OF TOTAi. lNCOME OF TIIE RESfECTll'é /JEC/LE 
1984 
TOTAJ. INCOME 100.00 100.00 100.00 100.00 10().00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

Currtnt monc1:uy in-come: 7R.SU 69,33 7'2.21 75.86 78.20 78. 10 79.63 78.65 i9.1& 77.02 80.91 10.77 78.97 $9.ti'! 

Labor income 46.88 30.11 3-5.3S 44.2:t ~.80 45.78 51,10 °'9,JI 48. lfl 52.,"1 4A.36 .,1.1-1 4$AI 67.63 
Busine.s,s rcnt 22.18 28.06 23.15 23.19 23.33 22.43 19.95 22.20 1.2.il 16.11 24 .77 2S.91 21).-17 lló.57 

1989 
TQTALr;,,;COME J00.00 100.00 100.C)O 100.00 100.00 100.00 llJ0.00 100,00 100,00 100.00 100.00 100.00 100.00 100.00 

Current moneLary inc:omi: 74.30 62.18 64.65 72.91 75.0J 73.'93 75.62 11.29 7S,!1 14 .45 7.:,.10 M .n 74.43 &5.61 
Labor income 44.47 31. 18 37.74 48.27 49.75 50,74 S l.87 5),49 52.)0 50.75 J; .10 3.J.J6 42.91 80. 19 ~ Susint$$ n.mt 20.69 11. 17 IS.24 16.18 16.57 16, 14 16.53 16.JZ 1556 17.01 21,34 19.11 22.20 88.ló 

1991 
0 

TOT.,L INCOME 100.00 100.00 100.00 100.0() 100.00 100.()0 100.00 100.00 100.00 100.00 100.00 100,0(J 1 ()(1,(1() 11)0.!MI ~ 
C\lrrcot monctary income 68.16 32.15 50. JJ ,6 .31 \\3.SS 6°1.·23 6, .56 ~8.89 71.16 71.17 72.JS .lJ .13 71.77 ; J,)0 ·"' --. 

Labor incorne 41.89 10.18 2.5.45 35. 12 41.57 ol'!,41 4?.92: 46.35 51.6(; 49.21! )8 .17 11.82 .r.l.98 .J0j J ,-. 
?:--

BQSincss t tn t 18.77 15.16 15.35 13. 19 M.35 13-.82 13.39 16.~I 1'1:.9 L 13.30 : 6.SO 15.25 19.90 76.65 .. 
1994 ª-Ñ' 
TOTAL INCOME 100.00 100.00 Ll)(l,00 l00.00 100.00 100,00 100.00 100.00 100.00 J(l0.011 100.00 JOMó 100.00 100,00 "' Current monet3f')' in.come 71.48 60.45 6i8.64 69.87 7Q.69 70,97 70.15 69.47 71.l~ 72.12 72.91 6.!,5.; 72..5¡ SS.9> 

,,. 
:; 

Laboc h,come 47. 12 28.25 -1-0.39 42.10 45.65 , 9.0.l - ~.73 4-7,57 47.26 48 .$4 .;7.9.:I 34.3 : •~.39 i0 .92 
Businei;s renl 16,% 18.95 17,70 15.61 15.62 14.05 15.82 IJ .9 1 16.59 l6.93 18.5 1 IR.3.1 1772 101,43 

1996 
TOTAL INCOME 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 IQ0.00 100./JO JJ)().00 Hl0.00 100.00 

Currc111 monet, ry income 70.91 64.~9 6,$.83 11.:u: 1 1.4 1 11.51 7J.40 70.9] 71.14 11.i; 70.56 Í)(>.9 1 7 l. 22 93.95 
~bor inco1nc: ·\UI 32.91 .1Mti -12,87 .U,21 iU:i.2(i 41,9s •7,SS -17,54 •MO "1,Jl JJ..f,X ~-?.07 16.95 
Bllsine~-s rem 17.74 19.67 Z.0.61. ISA! JMS 1..1,n 15.90 J,5.26 I.S,7:'i 14.IQ 21 • .18 :0.1.; 17_¡.¡ IU .5-i 

So1Jru: Author·:i c:i.lcul;:u.ions based oo l.NEGI ( 1998). 
IJl 
!JI 
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Figure 6.I ln ,(utu,• Distribution by Oeci'les (1984-)996) 
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inequali1y of Mexico's society~ bu1 al.so á Lrcn<l wward increasing 
ine(¡uali1y in relativc 1c1rns. For1hc pcriod 1989- 1996 (i.c., whcn lib­
~rali1.a1ion started) an incrensing concentration of 10ml income cao 
be obscrvcd. Thc 1wo lowes1 deci les decrensed 1heir shru·e of tocal 
inco,n,:, from 4.77 pcrcénl in 1989 Lo 4.67 pcrccnl in 1996. while che 
1wo highesl dccilcs increased their share in total incomc. from 53.6 1 
percent in l989 to 53.70 pe1'cent i1'1 1996. Morco.ver, thc fifth. sixih. 
a~d scven1h dcci les had a decrease in 1he ir share for Lhe period. 
re$ulting in an incomc d.is(ribution away from Mexico· s middlc 
classes. 

As for total income, il is impor1ant to note thal the two lowest 
dcciles were not ablc, lhroug.h l 996', l O ~Lchicvc an incomc sharc sim .. 
ila r to 1ha1 nf 1984. On 1he con 1rnry . lhe 1wo highest dec iles 
increascd the ir share of 101al incom.e from 49.50 percent in l984 10 
53.70 perccn1 in 19.96. This imprcssivc income concentra1ion is 
exclusively a result of che conccntralion in Mexico's ricbest lO per­
cent (or decile) of population. frorn 32. 77 pcrccm of lolal incornc in 
1984 10 37.89 percenl in 1989. Out of 10ml income,1•1 labor ami, par-
1ic<1larly, business incomes Jrnve fallen noticeably as a share of 101al 
incomc, fr(>Jrt 46.88 pcrcen1 ,md 22.18 perceni in 1984 to 44.51 per­
cent and 17.74 pcrccnl in 1996. In general, these 1rends are a resul1 
of lhe incrcasc of rtonmonctary currenr income frorn suc-h irems as 
house rents. 

Labor income as a pcrccmage of 101al income fcll from 46.88 
percent of co1al income in 1984 10 44.5 1 perce111 ín 1996. This Lrcnd 
is pri111arily a result of tbe two highcs t income decí les (sce Table 
6.2), who~c h.1hor incomo as a percen tnge of total incomc fell by 

almost '.' perccnl during 1984- 1 Y96. llu::.incss im.:01111..: :ts ,1. pcrcenl• 
:lg_c oí lOlal incomc fell from 22. lS perccnl in 1984 lO 17.74 perccnt 
in 1996 . T his lrcnd can be observed for mosl popuh1tion dccilcs. 
Mow, .. wcr, il fcll by almo.-..1 6 perccn1 fon he twú luwcst decil es durmg 
J 984- 1996. The la11cr rcflccls che impacc ot' libernlization 0 11 ,mero 
and s mall fi nns. 

1 n wh,11 íollow~. ~xlr~mc poverty ís de(íned as ali 1hosc house­
hold.s, cuunting an avcrnge or 4.6 pcrsons in L996, 1h:u c.arr;i berwccn 
O and 2 mínimum wages (MWs). and povérly as :ill those hou~eholcls 
whose income is bc1wccn 2.01 MW and 5 MWs.15 Severa) ;mpor1an1 
1c11dcnc ies can be hi¡?.hHghtcd (scc Tab le 6 .3 and Figure 6 .2). 
Extre me poverty in Mcxico has been rd atíve ly high si11ce 1984. 
;1ccú u111 irtg for more 1han 3 1. 15 pcrccnt of total houscholds in 
1984- 1996. nnd houscholds in extreme povcny are coucernrated in 
mr&I arcas. Betwccn SR.27 perccnt and 76. 11 percc1H of towl roral 
househo lds are in cx1remc povérlY for diffcrcnt ycars in [984- 1996, 
while the numbcr of urban housebolds in c:<Lreme poverty was lcss 
1han half of chis for ihc 1984-1996 pcríod. Outside 1hese i,end s, che 
percc ncage of houscholds in e.<trernc poveny ancl in po"cny have 
f:lllcn subswn1ially. Toca) povcr1y fell from 80.52 percc11t of IOtal 
hou&eholds in 198(} lo 73.32 pcrce111 in 1996. Howcver, considéri11g 
popLJlalion grow1h and che fact 1ha1 houscholds wi1h lowcr incomcs 
havc more. mcn1bers than rich household~. in absolute Lerms the num­
her of persons in 1otal poveny for 1he same pcriod íncrcased from 
63.J milli on persons to 67.8 million. Howc"er , households wi1h 8 
MWs or more havc bcneficed mosts ince 1989 in ccnr,s ofLliJe incomc 
dis1ribution. Th~ir share of total households increased frorn ~.02 pcr­
cenl in 1989 10 L3.30 pcrce111 in 1996. accountfog J'or 12 .3 million 
persQns in 1996. 11 is impor1an1 to s1ress 1lrnt lhis ca1cgory consisls 
mainly of urban high-íncomc households. lo 1.996. 13.30 percent of' 
household s wich more than 8 MWs accounted for 45.13 perccnt ol' 
currcnl monccary incomc. Rural households wílh more 1h:m ~ MWs 
were one-quancr of such urba11 households. íiinally. Che míddlc-class 
hou5eholds had thc ir ~hare of total i11come reduced fr-om 19.26 
perce m of curren1 monet•ary incomc in 1989 to 17.95 perce nl in 
1996. 

"T he~e trends are signifi c:mf for more than one reason. For 
instance. thcy $hüw th:Ji 1iberalizat.ion has had an impressjve ni.!ga-
1ive impact on Mexico's incóme distributi.on, favoring thu country~s 
1op incornc carners. On the other hand. boLh lowe r and middle ­
i11con1c classes havc los1 for the períod. These trends are. moreover, 



 

Table 6.3 Current Monetary lncome: Poverty (1984-t996) 

NATIONAL URBAN RURAL N"ATIONAL URBAI' RLRAL -- -- -
Houstholds lncQmc Hoo~eholds lncome Households lnco-me Houseliold.o. ln.;ome Hoasc.hold.s ln.:omeHo'JSehohls Jncom.: 

19~ 
Tot:tl 14.988.551 2.028 .23S 9.735.338 J.$86.611 5.253.21 3 44l.62➔ 100.00 100.()(1 100.00 ICl0.00 100.00 J('IO,Ofl 
1::~utmc. povcny 8,922,188 536,108 4,924.173 341.181 3.998,015 194.9=7 59.:;J 26.-13 50,58 Jl.50 1~.11 JJ. IJ 
f'o..,eny J.,768.308 860.255 3,670.261 684,140 1.098.047 176,115 31.81 42.41 ~7.70 43.12 20.90 ' 9.86 
To tal pO\'Cny 13,690,496 U96,363 8.594.4JJ 1,025,321 S,096.062 JJ l ,0,:1 91.3~ 68.85 ~8.lS ~.62 97.{II S4.02 
•~'Í'iddlc cla$S 887.781 340.429 7S5,775 S06,727 102.006 ,3.702 S.92 16.78 8.07 19J3 1,9.¡ 7,63 
More lh3n 8 r,..fW~ 410.274 291,44J 355.129 254,56:1 55,1q; 36.880 1.7J !J .37 3.6:S J6 .(I.I 1.05 8.35 

1989 
iotal 15,955.536 42.763,004 10,287,361 34,148.400 5.668.175 Ul4.6-0-I 100.00 100,00 lllO.Oll t(l(l.UO 10/),00 100.<)(l 
Éxtrcme -poven~• 6.563.606 5,288,079 :;,oas.2.;s 2.889,361 3.478,358 l,398,718 41.HI 12 .. n 29.Y9 8.46 61.37 ~7.8-1 
Povc n) 6.283.357 14.355.984 4.563,.)12 10,742.710 1,720.045 3,613,21J 39.38 .13.57 •l4.J6 3 1.46 JII .J~ 41 94 
T<>l:tl pc>\'Crty 12.846,963 19.644.063 7.64S.S60 13,6-n.,l31 5.198.403 6,011,9J2 80.$2 45.94 7-1.35 3'>.92 91.71 (,9.79 
~·fitldlt ( l::i~s 1,828,811 8,237J l 1 1,506,188 6.880,156 322.623 1.3-Si ,f.~5 11.46 l!l.26 14.(~ 20.1!1 5.M t ~.7j 
Mor e lh3n 8 MWs 1.279.762 14.881.630 1.132,613 l~,636.113 l47,l49 J.245,.517 8.02 .34,.80 I I .íl l 39.93 2.60 14,-16 

!992 
T""'1 17,$19,414 90.624.822 13.464,152 81,1.62,302 4.355.262 9.<~2.520 I00.00 100.00 100.00 llXJJJO 100.00 100.00 
ful.treme pO\'Cny 5,813,071 7.0 10.287 3.0)5,085 4.217,867 ~.777.986 2.792,420 3-2.6'2 7.74 22.5-4 5.20 ól .78 :!9.5) 
Po.veny 7,181.802 24.67.l.64 I 5.924, 1.40 20.826,276 1,257,662 3.847.365 40.30 27.23 -14 .f,0 25,66 lS .88 .10.66 'focal po\•eny 12.994.873 31.683,928 8.959,:l:-25 25.044.143 4,035,648 6.639,785 72.93 34.96 66.S,: ~0.86 92.66 iO.ll 
Middk clas-s 2,42U07 16.246.770 2.214.~71 14.891.159 210.130 1.355.611 13.6-3 17.93 lfiA5 105 ~.9:! 14,3} 
More thru, 8 MWs 2.396.034 42.694.124 2.290.S:50 41,227.000 105,4$4 1,467.114 n . .is 41 . 11 17.0 1 so.so 2.-12 1.5.50 

1994 
To"J 19.440,17S 121,740.626 1,,12 1.762 !08.946.S95 S,718,516 12,794.031 100,()() 100.00 100.00 UD0.00 100.1:,0 l(I0.00 

Extreme po\'eny 6.055,938 8556,612 3.tó7,Q50 5,023,607 2,888.SS.8 3.533,005 31.l .:i 7.03 2 1.51 .!.,61 61 22 1.7,61 

Pc>vcrl>' i.672 .994 30,324,803 6.253.643 25.119,668 I .-t 19.35:1 5.205.135 :N41 2:.1:91 ,t'2.:t8 !3 .06- 30.ú8 -10.áS 

Toul pcwcny 13.728,932 38.88J,J15 9.420,6-93 30.143.27:i 4.308,2J.9 s .ns.1•0 70.62 31 .9d 63,99 21.61 91.30 6UQ 

Mtddle cl.n.ss 2.802:919 21,804,370 2.530.552 19,790,867 272,367 2.013.503 l-1.42 17.91 17.19 18,17 5.77 JS.7J 

More th:in S MWs 2.908.427 61,054.841 2.770.517 59,012,45:> 137,910 2,042.388 14,% 50.15 18.81 5J 17 : .91 15-,96 

1996 
Toral 20.467,0,18170,318,104 1~.537,lm 149,369,923 4,929.213 20,948,181 100.00 100.00 100.00 líl0.00 100.00 I00,00 

6.ure.mc. ¡,orcnr 6.413,716 ll.S41,09ú 3.541.495 8,100,400 ¡,m ,ni S,446.696 H-J~ 7.95 22,19 ;..12 5S.;:?7 '16.0fl 

Povtn y S.593.384 49.332,2_1 S 6,992,!>14 40.95:i.154 1,000,470 8,377,064 41.99 28.96 45.01 27,42 J.~ .. 17 JQ,1)9 

T<it:.'11 poveny 15,007.100 62,879,314 10.534.40') 49,055.554 4,472,69 1 13,823.160 13,3:2 36.92 67.&0 32.~• 90.74 65.9~ 

Midd.le class 2.737,631 3(),566,157 2.474,3'17 27,855,729 263 .314 2.710,428 13 . .l-8 17,95 lS.92 18,65 $.J4 12.94 

M ore than 8 M\V s 2.722,307 76.872.631 2.529,099 72.-15S.640 193.ZOS 4,'113,993 IJ .'.l-0 .!!U3 l(),2$ 4S.5l J.?~ 1107 

Source: Aulhor's c:i.lcu)adon.s bascd on lNE.GJ (J99R). 
No ;es: fu trC"me po~•etl)' = frc-m O to 2 MWs out of c1.1t~n 1 monemr)· income. 
PC>\'cny = from "2.01 to S M\Vs out of currcnt monétáry income. 
TO't:11 poveny = s.um of c:mcme povert)' &ld po\•eny. 
Meda:.m class-= from S.Ol 10 S :\f\Vs. 
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Figure 6.2 lncomc Distribulion by Mínimum Wagcs (percent o( 
hou seholds) {1984- '1<)96) 
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more profound if we ioclude 1he niral and urban Ji chotomies in 
~·tcx ico . 'l l1is incr~as ing pohu·i1~atio n of incom e disLriburion in 
Mexico since 1989 rellec1s one of che major challcnges of sod al r ol• 
icy: 101al povcn y since the imp leme111:i1ion of liber aliz ation 
incrca.sed by 4 .5 milliorl pcrsons for 1hc periocl 1989- 1996 10 67.8 
million. 

Employment and RcaJ Wages 

The de1criora1ion of c(>rpora1is1 s1ruc1urcs since 1he J 980s profoundly 
af'fccted labor. Allhough labor leaders havc bcen oble to negotia1c 
1hcir conlinued partk ipa1ion in PRJ and the governmenl. 1hc labor 
movcmcnl as a whole has lost dramnticaUy. \Vages in lhe t<)L::tl ccono­
my as a perccntage of GDP fell from levels above 40 percent during 
the 1970s to 3 1.74 pcrcent in 1996. Similnr!y, ami in spitc of signiíi• 
cant successes in incrc.asing labor productiviLy in manufacruring, real 
wages have cominued to decline in this sec1or (sec Figure ó.3). Thus, 
in comras1 to 1940-1970, real wages have nor incn,ased along with 
l:1bor procluc1ivi1y. 

\Vagcs are one of 1he mosr hnportan1 sourccs of income .. 
accounling for 44.51 percent of 101al inc<,me in 1996 (see Table 6.2). 
Mínimum wagcs are highly relev~nt in Mexico. since in 1996 49.54 
pcr<;en1 of rotal Mexican households had onJy one employed per,on, 
69.40 perc.e111 of 1hc two pooresi household dccilc,; h,ive only onc 

Tlw Cm;($ of t,tl,ernliz.t1lrv11 

Figure 6.3 Real Wages and Labor rmduc ·tiVity G rnw tl\ (198~- 19961 
(1988 = 100) 
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iucome eamcr, :U1d 1hc currcnt monetary incorne of 51.17 pcrcent of 
M,exican hou.seholds is beLween O and 3 limes the_ minirnurn wnge. 
Thus. real wa¡:,cs linkcd 10 empl.11yrnc11t .al'e of 1hc u1111os1 importance 
for Mcxico·s s<>cia l developmcnt and incomc dis1ribu1ion (L6p cz 

Gallardo 1998). . 
One of 1hc mos1 relev,u11 effects o-f liberalization has bcen ns 

ncgativc impact on Mcx ico 's real wagcs. 130th real wagcs ?f lhe COt.tl 
economy and real minimum wagcs have fallen dr~lrnaucally (sec 
Figure 6.·1). 

ln 1998. real \vages ami real minirnum wagcs equalcd unly i~n 
cstima1cd 57.0 perccnt and 29.5 percent of their reSpCClivc lcvels m 
1980 (sec Table 3. 1. pages 72-73) . Thus , income distribution, 111 scv­
e(al cases measurccJ in tcnns of minil'nu1n wagcs. as weJL as rc:11 
wagc c.om~1arisons between scc1ors and brnnchcs, have to be sccn 111 
tcrms of a profOund loss in tvtcxico's re;\I wagcs. 

figure 6.4 Real Wa.gcs for Tot~1l Economy and Minim.um Wagcs 
(1980- 1998) (1988 "100) 
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Official d;ua on uneniploymcnt tst ü n:uc Iha1 1hc open unc,nploy• 
mcnt ratcl(, increased fro m re lahvcly luw lcv~I!\ for the pcrío d 
19X8- 199-1-bclwe~n 2.6 r Grceni nncl J .7 pcrccnl- to 7.6 percem i11 
Augusl 1?95. ·n1e open unemploymcnt ra1c wa~ helow 3 perccm tlu1·­
i11g 1998-1999. These lcvels Me comparable 10 <>r cven lower 1ha11 
ú1ose of mof.t OECI) na1ions. Mowever. in 1he Mcx it:.an conh !X1, wilh 
a limited ancl in some <.:ase.~ ncmcxis lent soci;tl nct w allow for unen,­
ploymeni. unemploymen1 is by uéfini1ion nonexistem. Thus. from nn 
oíficial 11crspcc1ivc uncmploymcm apr>:·1rcntly does 1101 pose ::i scri• 
ous prohlem or challenge. cven 1hough i1 increased by rnorc th¡m 70 
pcrce111 during 1994-1995. 

In the period 19~8- 1996, the econo,nically active population 
(EAP) increascd by 10.7 milllnn. wher<!as rhc cconomy only crcilled 
4.1 millioo ncw jobs wirh hcallh insurancc iincl 01her bcncfirs rclared 
10 social sccurity. During lhe l 990s, lhe. EAJ' increased by around r .5 
million annualJy. and an ,rnnual i!111pl<►ymcn1 growch of 5.2 pcrcc11L 
annu:llly has beco ncccssary to absorb this inflow of new workcrs. 
Howcvcr, eJJJploymenl grow1h was only 2.0 pcrce111 for the (>eriod 
1988-1996, for bclow lhe cmploymeni ge11era1ion charac1cris1ic of 
1he imporc-subscicuLion years o f 1970- 1981 (rigur e 6.5: Dussel 
Pe1ers J 997). 11 

Thcse trends were particularly ncg:llivc afler 1he crisis of 1994. 
l)uring 1994-199~ ~1e !;AP increased by 2.0 million. while ernploy­
menl decreascd by 0.82 million, rcsul1ing in a gap in employmcnt 
gencration of more than 2.-$ million. Employmcn1 gcncra1ion has 

Figure 6.5 Eronomically Active Populabc)n and formal Employmcnt 
(191W- 1996) 
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becomc a rnassivc challcnge for Mcxican soc.icly. \vhich has nol only 
h:td lo li,t.: with 1hb lcg¡,cy sincc rhc 1980s huL which al:,;o dcpcnd!) 
on thc _growth of Mex ici.l's rclali\'cly young popuh1tion. For 1hc peri­
,,.¡ 19~X- 1996, more 1h:111 6.5 ,ni Ilion persons el id not find a íorn,al 
joh in Mexico·s economy. As a resul1, infonnnl_-.secl(>r C:~mploymcm 
has im.:rcased, :1s wdl as Mc:<lcan migra1ion 10 thc United S1:i.tes. 
Absorbing 1he grQwing EAP i,110 lhe fonn:,J lab<,>r rnarkc1 is probably 
ont\ of 1he mos1 impormm social ami cconomic d 111llcngcs focing 
Mcxico over 1hc coming c!cc,1dcs. Howcver. libcralizadon s tralcgy 
has so far failcd 10 do so. Bt twccn .1988 and 1996, 6.5 million pcr• 
sons did 1101 rind a formal job- that is. only 39.26 pcrccn1 of 1hc 
growing EAP found a formal job, whilc the rest of employmcm gcn­
cration \V.as creared in Lhc lnfonnal sector and/or rnigratiun to the 
Unired S1a1es. 

Looking al lhc ernp·1oymen1 issue. from anothcr pcrspeccive. 
whlch ~ec1<>r.-; <.'tmJ branches have gencraced employmenl sincc. thc 
crisis M 1995? Wha1 are 1he ch:iractcris1ics of lhese employmcnl­
gencraling brnnches in tem1s of real wages and 01her cconomic vari­
ables'/ 

Employmenl gcneration increased at an AAGR of 2.0 percenr 
during che pcriocl 1988-1996, which was considcrably lower th:111 
that for 1970- 1981, with an AAGR of 4.9 pcrcent. His1orically, and 
íor 1his pcriod, commerce, restaurants and hotels, agricul1urc, nutnu­
focturing. and constructi()n havc hecn 1he most significan! sectors in 
1crms of rheir share (>f total employmen1. Spcci fically relalccl 10 the 
period 1988- 1996 ancl U1c 1994-1995 cr isis, il is importan! lo note 
lhe following: 

1. The service sector W:ls lhc most significant sector in generat­
ing employmenl for 1he period 1988-1996: commerce. restau­
rants ancl hotels. as wdl as. communril sc rviccs and -0ons1ruc-
1 ion accoun1cd for 68.70 perccnl o f employment gcnerntion 
during Uial same pcriod. 01her sccrors s uch as mining, agri­
culturc and financial insuranéc have remaincd relativcly sta­
ble or show negath•e gr(lwth rates (see Fi,gurc 6.6). 

2. Manufac111ring, thc mainstay of libernliz.ation, had an AAGR 
in employntenl or 1 pcrcem, nlmosr half the perfonnance of 
Mex ico's 101al economy and only r 1.63 perce111 of 101al 
employmenl gcnerarioo in 1996 . 

3. As a rcsull of the cfisis ol' 1994- 1995, by 1996, 1he cconomy 
as a whole had barely rccovercd employmem lost during the 
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crisis , while severa l sec tors :rnd subsec tors still had cmploy ­
mcn L bcluw 1994 lcvc ls. 

4. Afcer cons1ruc1ion, manufacturing prescnts rhc must .signifi .. 
canL foil in cmp loymcm. :1ccou111ing l'or-5 .'.l pcrccnt in 1995. 

To examine the impact of lil)erali-t..ition at a more disaggregmed 
lcvel, the Me;<ican cconomy's 73 br:'mches ,vere &rro1.1pccl hy 1heir 
absolutc e mploymc nl gc ncra tion fo r 1988- 1996 . Flased on these 
sc-lection critcria, whm aro l11c characteristics: of thc most imponanl 
five brnnches in tenns oí cmp loyment gcneration? (see Table 6.4). 

The five mos1 import:1n1 employfl'ent-genenuing branchcs-con­
struction1 Lnuk, restaurants and h()lcl~, uducatit.m scrvices, ami 01her 
services- do noc includc any manufacturing. The auto parts branch is 
1he eighl)' mosl impona nt brancli in tc.rms of cmpluy mcnt generntion 
for lhe 1988- 1996 perio d. Moreov er, in che five most impo1·1an1 
branches of employment gener:11ion, construction was ,he rnost 
ímporcanl in lams of GOP and cmplo}'mcnt. ace-ounting for 25.50 
percen l oí total employme111 gcneratcd durin¡; 1988- 1996. l0.66 per­
cc nl oí toca! employmem, and 4. 16 pe:cem oí lotal GDP in 1996. No1 
surp risingly. given che selec1ion cri tetia. the five employment-gcncr­
ating branches were respoosib le for ~4.12 pcrcen l oí Mexico's new 
e mpl oy mcnt in 1988- 1996; 1hc rcst of Mexico·s 68 br:inches 
accountcd for lcss lhan 26 perccnl ofemp loymcnt genera1ion during 
tbe period. Morcovcr. che sha rc oí lhc,e five branches increased from 
42.53 percen t oí túlal e mp loy mcn t in 1988 10 47.24 perccn l in 
1996. 

On the 0!11er hand, in tenns of GDPcreation. the five employment-
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f?Cllcr:llin~ br:mches pcrfouncd signific:uuly worM: ch,m 1hc rc,1 of 

1hc c~onomy ami grcw. íur 19Xlt 1996 hy l 7--l7 f>crccru. comp.uc<l 

wilh 2~.06 pcrc~:nt for th\· rcsl of th\.' 1. ... C,)1111my. Thc ~hare nr 1hc:-.lt! 

fivc br.inchc.s of 101al GDP fcll lO :JCCOU111 f'or ;\4.85 pc1·cen1 of' GDl'" s 

cconomy in 1996. As :, rcsull. cmploynwnl and Gl)P 1rcnd~ for 1he 

pcnocl rcsu llctl ,n ,ery su~r:uuial l:ibor prol.luctivi1y gJpS be1w~cn 

111..,, cslahlblt~,1 group.s uf hr.rnchcs. \Vh ile lahor prmlut·ti\1 i1y for 

cm¡')loymc111~gc.·rn:rating brnnt hcs clccrcasccl by almusl I O pcrc,~111 

durin¡.t 1988-19%. 1hc resi oí 1hc ec<mOlll)' incrcascd produc1ivi1y hy 

1 R. 7 J>Crcen1. Whilc re.ol "agc, in ln¡?h employmcn1-¡,cner:a1ing 

hr:rnches fcll hy 0.75 perccn1 during 19811 1996. in 1he res1 úf 1he 

cconomy wagcs rccovcrcd hy 7.86 pcrccnl t'or llic ~:11110 pcriod. Thus. 

onc of 1hc most 5-lriking cffcc1s of employ111cnc gcncrntion sincc lib .. 

crjhauion is. in :tddi1ion 10 low O\'erall cmploymcnl gcncra1ion, lh\! 

low <1u:ali1y oí generJICd cmploymcnl. 
l'i r1ally, bascd "" an n,wlysis of forci¡,11 1rndc i11 goods and scrv­

iccs ni a more :1ggrcga1cd lcvcl, i1 is 1>ossiblc ro concludc 1hn1 thc 

expon share of !he.se br:anchcs can be al :, maximu111 of 3 percen1 of 

10ml exporb oí goods nnd scrv,ces ancl 9 percem of irnpons of good, 
an,1 scrviccs during 1988- 1996." Thcrcfore. il is mo,1 remarkublc 

that employmcn 1~gcnera1ing br~mchcs do 110 1 havc a sig nifican , sharc 

of lotal foreign tr:tdc. Seen 1his way, and recalling 1hc prior 1y1>0logy 

of export-oricn1cd and high•growth br:anchcs. 1hc p,1t1ems of micro. 

<mall. :md medium firms, :md J>articularly the high conccnrra1ion oí 

forcign traclc, clllployment gcncrution sincc libernli1.u1io11 is not asso~ 

cialed witll tri1dc in g~nernl nor willt expons spccifically. This is a 

m-0s1 significam comrneocnry un liberalitaaion·s goals and iL~ limita• 

1ions.1• 

Preliminary Condu sio ns 

A11 analysi~ of 1he social impn~1 of liberaliza1ion, wi1hou1 a cloubt. 

rcquires n much tkepe r rcvicw of di verse dala ancl variables. includ­

ing heallh and educa rion. nu1ri1ion. acccss 10 serviccs. and m:1ny 

01hcr social is.sucs. Ncvenhelcss. incomc distribution, employmcnl. 

and real wage 1cndcncies allow for impúrlnnl finclings. 

Thc social 1rcnús sincc 1988 definilcly br ing us back to 1hc 1hco­

rc1ical core oí 1hc liberali101io11 s1ra1cgy. Wha1 i, 1he relaticmship 

bch,•ecn soci,I wclfate and cconomic growüt? Is any dcvelopmc111. 

1 (,7 

wi1h,)1JI tmplO)'tncnl gcncr.tllon. oconomically ...:u~lainable :md tk,i1-

ablc"! 
S<1cial polk:y has changcd s11bstan11ally in i1s lunction :md goals 

sintc libcrnli1ntion was implcrncntcd in 19t<8. Socia l policy has be.en 

sccn as onc more fonn uf ~ubsicly and v1cwed as :1 coS1 l'or govcm• 

mcm: a ·"minimalisf' social policy is 1hc produc1 ol" such a vicw. 

f:ro111 1hi:- pt rs l)cctivc . lihcrnHzation has hccn rela1ivcly cohcrc111 in 

ils cnnccplual :1pproach: 1() :11low fo!' n lc:111 :111d cflicicnl srntc Lh:11 

t;ugets ex1remc povcny. whilc JOany othc1· ··trndifion¡,I" social policy 

in.irumcn1s h:wc been co,1 a,ide. 801h PRONASOI. and PROORt­

SA are good cx,nnples oí 1111, new social vision of 1>olrcy. wh,ch has 

IJccn publicly backcd hy rnulli!Prerul :1gcncics. llowcver, il is :aho 

im1>ona111 10 rcca ll 1ha1 in spitc oí tlrn l'u11c1ionali1y of social 11olicy 

for liberaliLation. 1hc policy also had :in imponan1 poli1ical pur­

posc-as dcscribcd. panicul:irly under Salinas de Gortari. PRONA­

SOL had an i111por1a111 role iJI changing both PRI and the rcs1>cc11ve 

scc101·s of co1'por:1tis1 s1ruc1urcs. 
h is fair 10 mention tha1 the tvtcxican govern111en1 has made a 

,igniíic~nl cffon 10 a1 le:is1 m:iin1aú1 snci:il cxpendi1urc as a perccn1-

:1gc of total govemmcnl cxpcnclitures. Neverthclcs, . public social 

spcnding, pnriicularly in tenns of pcr capita spencling, in 1996 wus 

bclow Lhc levcls of 1he carly 1980s. This is thc rcsu l1 of several 

cri>cs. falling public expcndiwre, a falling budge1 in 1crms of ODP. 

and 1lte inabi llly 10 pursue a profound fiscal and 1ax reform in 

Mexico. Thus. whilc general indicators such as lifc cxpec1a11cy anJ 

infant m1mali1y havc bcen posi1ive sincc 1988. othcr genernl cxpcn­

di1ures. such as Lhose in cducation :mc.l heallh, havc not becn main­

rnincd. particularly in per capita 1erm, (,ce Table 6.1). 

However, the lancr general 1rcnds hide 1hc enormous social chal• 

lcuges lhat h:1ve resul1ed sincc 1988 :1nd 1ha1 are 110! reílec1cd in 

1hcse aggregated variables. This chap1cr de111ons1ra1cd llie significnnl 

loss of real wagcs 10 thc cconomy. anc.l panicularly of minimum 

wugcs. So, lib<:r:tliza1ion no1 only did 1101 reverse thc ··10s1 dccnde'" of 

1hc 1980s. il .ilso aggr:1v:11cd 1he condi lions set in 11101ion by 1hc debl 

crisis in J 982. 
Since 1989 the incomc disLribu1ion has b..--comc more conccntra1-

cd in 1he richcs1 deciles, while 1he 1wo lowes1 popula1ion dcciles 

havc seen 1heir sharc of curren! monetnry income shrink. Sincc 1984 

the highcs1 income decile approprialed 4.77 perccnt more of 101al 

incon,c, accoun1ing for 37.89 percen1 in 1996. Moreovcr. while 
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houscholds in c;xtreme poveriy h,wc fallen as a sharc of 1otal housc .. 
hol ds duri ng 1989- 1996, thcir absolutc numbcr has 1101. h is est imat­
cd 1Jw1 in 1996 :,round 29 mi Ilion Mexic,ws livcd in cx,remc povcr­
ty - o nly sli ghtl y fcwc r 1han the 32.4 n,í lli on l i v in g i n such 
c-C>ndi1io11s in 1989. l-lowcvcr, and ,1gain in absolu1e 1errns. Ihosc in 
povercy numbered arountl 67.K m ill io n in babita nts in 1996, mor e 
Lhan in 1989. 

Employment ir cnds for 1988- 1996 hi ghl igl11 1he incapac.it) ' or 
Mexico ·s ccn11omy to ¡1bsorb 1he growing EAP, and this is rclatctl Lo 
thc priori 1ies oí lhc dcvelopmem strmcgy 1ha1 has bccn adoptcd. T ite 
positive associaLion bctwci;:.n GDP growlh and cmploymenl. which 
tm~ bccn cfü 1bli~hed for Mcxico by sevcra.l wri 1,irn (Dus~el Pc1ers 
1997 ; 1.,ópez Gall ardo 1998), parLly explains 1hc low cmploy mehl 
gc11cra1ir;m performance of .Mcxico's cconomy. 

Howcvcr, Lhis :1ssociation has tto be undcrslood in the co11Lex1 of 
incrcasing cco1u)mlC poforizatio o: IIHll is, only a small pnrt or 
Mexi co's economy is able 10 grow in terms of GDI' through cxports. 
Fro m chis perspec1ivc. thcsc rcsut1s are c losely li nkcd t<i 1hose of 
Chapee,., 4 ancJ 5-e mployment genc(:¡1jo11 is 1101 linked lO cxpon-lcd 
growth activities due to a lack of t.:ndogenous growú1 conditions and, 
parti cularly, the lack of a linkage becwcen cxport •orienl ed acti vi1ics 
and lhe rest oí 1hc Mcx_ican cc<1nomy, As shQwn in Table 4.4 (page 
95), che share of thcsc highly concentrnted export- lcd actív i ti es on 
lota! cmploymcnt is below 6 pcrcenl, alll,o ugh t!ic ac1ivitics concen­
trared 94 percenl of rotal employ1nc n1 for 1993- l 998. Thu s, giv cn 
lhe dirncnsion oí incQme distrfüu1i.on pauenis and employment gcn­
eration. thcse cxport-dr:iven activi1ies can do li11le to ameliorare 
social conditions in Mcxico. 

Empl oymenc generat ion durin g 1988- 1996 was for below 1hc 
e111pl<>ymcn1 neecls of Mexi can soci cty hccaose ora rnpictly growing 
EAP, thc struccurc of M exico's p-opulati <m, aud. pnr1icular ly, 1hc 
soci oeconomic strategy pursued sin ce 198 8. Employmcnc generalion 
for 1994- 1996 was highly conccntrated in a fcw scctqrs and branch­
c s, and was associat ctl with low-qualit y emp loymcnt ( i .c., wich 
fall i ng real wages i 11 comparison 10 hol h 1988 and 1hc rcst of 1he 
economy). 

Con sislent wi1h the finding s prcscnl cd in pri or chaplers, thc 
Mexican economy has experienced an incrc.asing degree of po"Jariza­
tion. par1icularly in income distribUlion and cmplúymcnt generntion. 

The former employmcn1 trends also have to be umlerstood in thc 
contexi of liberaliz acion, thc emergcnce of ú1c priva1c sector as an 

169 

import~H'll sucia! ;:1ctor. and lhe weakcni ng l) f lubor. T he crisis of 
f¡ibor, i11 which corpora1is1. 11nion leaders ;1greed to ¡n1y mosl of thc 
costs ~1ssocüncd wi1h llh.:: 1982 crisis and 1994- 1995 crises, is funda­
rnenrnl íor unders1-:.mding thc rcbtiv c p()lilical and ::;ocial sLabi li1y. 
wl 1h imponant exccpl ifJll~. Hmvcvcr, in orclcr 1101 10 l'urmally changt! 
1hc federal cmployrnent laws and thc srn1us quo of corporaList uniou~. 
1hc Jaucr had to accc1,i most or thc goverumem)~ mo.~1 iniportaru 
refonn s since 1hc 1980s. lncludin g ovcr.all li beral iza1ion. the cl'isis 
and reform of 1he soci nl sys1em, drama1ic,ill y falli ng rcn l wages, nnd 
W(>rsening incomc dis1rib111inn. 

The govemment :md the mulli"latcral agencies have not yet :u1e­
quawly addrnssed che cmplúymcm issue. pmbahly 1hc mos1 impor­
tant cconomic ;md social issue confroming Mexico, ancl one tha1 m;1y 
wcll pcrsisl as lhe coumry 's 1110s1 serious economic and social chal­
lenge for years 10 come. Thc massivc chall engc posed by the increas­
ing gap becween 1he EAP and actual empl oymcnl has to be confron t • 
crl by 1he govcmmenL. but se'> far. mal'kc.L~friendly policies aimed ac 
dimi natin g labo r ma.rkct rigiditic s have not bccn succcssful. 
Empl oyrncm gcncra1io11 limilalions do 110 1 sccm to be a problecn of 
fl exibilit y in 1he labor markc1, sincc mín i mum ami real wages havc 
declined drnst ically, and i t is socially and politic all y not feasib le 10 
call for furth cr ll cxibi li 1y in 1hi s rcspect. On Lhc contrary, incrc:ising 
cmploymcnc genera, ion is not au issue of making labor rnarkcts more 
flex ible, bu1 ra1hcr a reflection of 1hc priori 1ics, rcsull s, and comra­
dic l ions inhere111 in. li l)ernlizmion. How much funh cr can real wages 
and 1:mploymcnt be "lkxibilii ed"'/ Afc tltcr e any political, social, or 
evcn clhicül .. minimurn" levcl:s? Appare.nLly not, ::iccording 10 rhc 
ncwcr vcrsions of lhc libc raliza1ion s1ra1cg y and iLs anemp t 10 cl imi ­
muc all instlwti ons and regulations thart. allow for "sticky" wagc 
rigidities. 

Notes 

l. "At worst. 1hc rcsult of such 'colrnbitnlion' is lhc cannibalizalion of 
feden l government progrmns- e.ven !hose. Bike Nalional So lidarlly, t..h:ll 
were supposed to ope rate under tight central controls- \,1hen they reach the 
local Jevel" (Comelius 1995, 149). 

2. Mos1 oí 1hc discuss¡-on of mnking 1he fcder:'11 labor la,ws nl (>rt Oexi· 
ble. has concc.ntr.tt<.~d on climina1ing 1he fcder.,1 h1bor 11rbi1r-11ion councils, 
which constiw1ionally mandatc that labor disputes are to be solvcd by coun~ 
cils wilh biparty represenlation of busincs.s :i'nd labor, as wcll as· g0\•en1mcnt 
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rcprcsen1;11ivcs, ;u1ll 1tm1 pw 11101ions :m.: 10 be <lctcnnincd by scniori ty lmd 
u1111,1ú1.~d s1:1ws (S:un.srnd a.nd Collíer 1995). 

J. "Labor-markct pulicic.;:v--mlni, 11ufll \\'agcs, job .\Ccun ly rcgul:.im11s. 
and $acial .',ccuri1y--. 1re usu:1ll y irucndc¡;l io r:'li~c welfore r,r rcdu..:c l!,'\.ploiw• 
Lion. But 1hcy actu:1lly w·o,l.. io nlise 1hc C(1~l of labor in 1hc formal seétor 
,md r~duce labor dcma11d" (World 13,mk 1990) . 

4 . José de-Jesús Ca..stc ll;mos, fonnc r duec10r ÍOI' rnsrim1io11al Je \•c:lop·· 
mcn l o l thc E.rnploycrs' Co nfederac ión t>f the Rcp ub lic o f Mcx"ic.o 
(Confederación Patronal de la Rt!¡1úhllc.:a t\·k:<icm1:1, COP:'\RMEX), making 
1ho case for tite l\'ew t ,,hot Cuhurc, l!:itphiins thal uftcr twcnty~onc sets oí 
reío rms 10 1hc Federal la,v o f C.mploym<:nL, chi:. lcgisla1ion ha:-. emercd. :,f1e1· 
a111HJ.~I a cln::1dc,:., slalc o f lol:11 nnnihilation. which h:1!-impcdcd i1s mo,:1<-rn­
iza1iun nnd is :1 rc:-ull of " populist policics1

• ami run~ agnins1 "co11di1ions 10 
dcvclop a markel cconomy·• (Cnsrcllanos l 99ñ. 9). 

5. Tlli~ ~1~pcct, howevt::r. cánno1 be gcncrnlitc d froin n poli1ical J>CI'• 

spcc ti\'e sioce soci;)I pohcy 1,11<1 PRO NASOL wcrc crllk al for S:11i11as·s 
r'l'1oJe rni1,a1iou of PRT. 

6. S11rprisingly, thcsc cos ts. whk h will be rd' lec1NI in high tisc:11 
cos1s. h;tvc 1101 been highlig_lucd and crit icized by 1nu ltiltut::rol :1gcncic.s. 

7. PRONASOL was initially cre:ucd as n .shorH erm incch:m ism lo 
protect the poores1 segmeuts ú Í Mexico"s :,;ocicty. Howevcr. and mainly dur• 
ing 1988- 1994, it be.cante onc of thc cenicrpieccs of social policy focusing 
also 0 11 fi11:rnéing procJucllvc projc c1s for mi cr o and sm~111 husinesse.i: 
(Drcsscr 1997). 

8. Thcrc a.re havc becn seve ra! important c.h:inge..,; regardiug sociui 
policy sincc 198ft. Probat:,ly the most ~ígniíicam has been 1hc reíom1 10 the 
soc ial sccurity law enacted jn 1997. Pe1uíon funds nrc now calcol:ucd on un 
ind iv idu31 b:1sis 311d m an-aged by p r iv:11e firm s (So lís Sobcr6 n and 
Villagóme,, 1999). 

9. ll tc Progrnm fór Jnlc¡;wl Qu~Llity and Modemization, llu:. Prnjecl 
ro r Mncl emiz:u ion o( La bor M:,r kc ts , and the í' rogr ::m1 for 1é mpornry 
Employment are sorne of the few cmployment programs 1h:11 h:we uucmplcd 
10 1nrgc1 employme.nt issues. In generl\l, Lhese progriu11s funded by Ih,; W,1dd 
Ba.nk :iim LO trn in workers 1hrough ScllQl;;LrS)lÍJ)S, providc infonn ation 10 
woJ"kel's and bu.síne.o;s: on lhí; cmr loyme-01 m:ukct. and modcrnizc lhc labor 
nml'ket hy rnaking it nwre lrnnsparent. 

10. " A 1hird line oí aélion is 10 try 10 gradually eliminatc 1he. ex i~ting 
rig iclifü:~ o f 1hc Mcxican labor markel. lt is importnn1 to reorie n1 pubfic 
cxpcnditurc as well a$ public inve..~uneol and ro focus on unlip(>Vcrty pro­
g.rams so as 10 reduce thc.~e regiqual disc:fepanc-ies" (Oni:z. 1995, 30). 

1 1. Offtcials a1 /IRONASÓL meotioncd 1his. Familics do no1 trust th~ 
goverrHrn:nt wilh lh~ incomc inform.alion thcy have to submit. This iní orma­
rion could be uscd against them by the government ;_uiJ/or ca1;1sc 1.lifncul,ics 
in thcir rcspccLi\'C com01unities. 

12. PRONASOL was highly deceo1r.,lized for Lhc needs uf thc popuJa­
Lion, bu1 highly ccnintlizcd in regard to general dec isionmaking and thc 3llo­
t.:mioo of resoun.:~s. 

13. Jusidrnan ( 1999. 9 ff.) strcsscs that social policy in Mexico 1·equire., 
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a hi~.h dcgrec o í d iversific:1tion. g.ivc.n thc ncw vuln-.!r:1ble-:i.é..._•1ors 1h:u h:1ve 
emerged duríng tlrn h1s1 decndes.: chilclr~1l. young S)t;."ú1)lc . J10111dcs s r:11n ifü: .. ,. 
lmllg.cnls, au<I A IDS-l níc<.:h.:d pcrso11!i. as wd l :is cüs 1111g m rnl :.m<I urban 
j>(h'C rt )' . 

14. Tot;ll ineomc is dividcd i1110 currc111 ond 111.>ncurrcut l11c.om\!". Wage 
:md bus.inc:;s incomc are pal'I oí 1he curnmt incomc. (INECil 1998). 

15. In 1999 1 M W :1cC<JUfl1t.~J ío s· ;11•0 1111d .$ IOO Jlt!I' mv 111II. sv 11mh:1 1his 

defí11i1iún t'11ch iodiviJual in cichcr cx1rcrm: Jl0Vt~r1y or pc;,vcr1y w9old havc 
:111 i uconn: (1f l~s lhnn S 100 ;,vcragi.; .t monLh . 1l 1~re are ~everal na1.io11al anJ 
intcrnaliorml c.ld inilion~ fo r 1.·ulculating i.:xl rc mc pov<.:n y and povc n y (Scc 
Ch:\v.,, 1999 : CEPAL 1998b: INEOI 1995; UNDI' 1992: Wol'lcl B¡¡nk 1'!91). 

16. By dcfinirion, the. open unc.mploy me ni li\lC rcfer~ ,,, lhuse in ,he 
EAJ> 1h:H h:,ve 001 work.ed for eve n I ho\.lr 1, wcck iu 1hc 2 prcccdin).'. 
nw11th$. evc11 rho ugh Chcy h;·1vc :-:carchi.:d f(1r a jo h ( INEG I 1997). Givc.n tbc 
Mcxictm h1b-Or markcl condi1ions, particularly thc noncxistcnce of instn.u• 
lions lh:tl suppor l 1hc uncmploycd. such as unemploymem 11,surance and 
ovcrall sochlJ sccuri1y, 1heo pen unemploy mcm eme iu Mtxico i:; a11 inappr<:>­
pri:uc mensure of the em1>loyrnen1-gc nen ufog proh lcin. c vcu 1hough i1 
make.o;; sense in O ECD rnuions. 11 is eveo surpi-isiug 1hu1 1l1crc js (lrJY opcnly 
unein1)foyed l)Qpulalio.-1 ni :111. TI1e open 1,mcmp loymcnt rme foils lo caplurc 
1hi;, 111as.sive incn:{ISe of cmployrncnl in 1hc informal sector a.nd o f Mexican 
migr.1tion 10 thc. Unitcd Statcs. 

17. ll shoultJ b~ notcd that sóml! ligures .rcl:uing to cmployme,u, EAP. 
and thei r cocfficic nts have ch:"Jnged (0 US$Cl Peter~ 1997) . 'fh is is a result of 
INE:úl's changas in 1he notional accountlng sys rem :-.i-1d d,un J)rovided by 1he. 
Mexican govc rnrnem (Pl1F 1999). 

18. Author·s es 1ima1io11s base<! <m INEGI ( 1999). 
19. 11,ese res ults are "1he 01hcr sidc" oí lhe rcsul1s of Ch::iptcr 4, where 

cxpo r1-o ricn1cd br;mchcs wcrc shown 10 c rcale lh lle empl oy mem in 
1988- 1996. 
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Regiona l Develop1nent Since 
1988: Two Case Studies 

This chaprcr ,u rcmpr, ro cludd:uc somc of rhc conccp1s rcgnrdi ng 
i11dus1rial orgunizalion and LO cxp:11u.l upon thc gt.-mcrnl ucn<ls ol' 
M~x.ico's indu!)lry al 1hc regional lcvcl. Thi s upproach wi ll t!nrid11he 
rcader 's undcrs1ancling of' Mcx ico 's economy in 1he 1990s anti irn 
incrcasing ,,ola.rization1 w; wcll a." 1hc spccific conditions. chillJcngcs. 
:incl cnuscs for rhc currcni modcl of indusrrial org:111i1,111i,m. Thc scc­
tors :innly zed in chis chap1cr, c lcc1ronics in Jnlisco nn<I rhc phnrmn­
cculical incluslry in Mcxico Cily, ali wcll us thcir l'CSJ)Cctivc cxperi .. 
Cncc.s and résulting incJusufal urg"nizations camlOl be gencrnJizcd for 
Mcxico . Ncvcr rheless, lhcy are usefu l in dcepcn ing. 1he understand­
ing ofs inmu r:il ch:ingc in Mcx ico's cconomy sincc libcrnl ization, ns 
wcll ns rcsult ing indum ial orgnnizmio n and opl ions fo r fncing glob­
alizution. Morcovcl', 1hc. c:t'\c sludics ru·c rclcvH11t ft)I' discussing ttltt r• 

nativc~ to libcndi2:tiio11 s1ra1egy1 ¡,articularly aLthe local and regional 
lcvcl. 

T he f'i1·s1 pan of rhis chaptcr disc usscs somc of che pillar s of 
g loba li zat ion si ncc thc l 98 0 s and g lobnli znri on' s i mp:ic l 0 11 
t:conomics sucl , :is Mcx ico 's. Thc sccond pu1·1 includcs 11 bri cf :in:ily­
sís oí regional trcnds in Mcxico dur ing lhc 1990s, bascd p;u•ticularly 
on GDP and GDP pcr capi1a lfcnd s in Mcxico 's cconomy sincc lhc 
1980s. T hc 1hird secrion analyzes the specifi c case of rhe electronics 
indust,·y in thc sracc of' Jal isco, onc oí 1hc most dynami c sccrors of 
Mex ico's economy cluring rhc 1990~. Thi s ra1hcr ncw ind ustry in 
Mcxico is rel evunt co co111¡1rchcndi 11g 1he spcci ti city of lhi $ sector 
and its industrial organizution as p:trl of a North American nCIW<>rk. 
Furthcrmorc, thc char~u.:k~riscics o f chis sector are cricical fúr undcr~ 

s1:111lling rhc challengcs anti potcn1inl ofl'vfox ico's rnunufac111ri11g scc-
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w r. The fourlh part of 1hc ch:ip1cr a11:ily·1.es the c:,se ,,r 1he plrnnn:i­
ccmicnl iudu!>ll')' in Ivlc;(ico City ami thc surrounding 111c1ropoliIan 
arc:i. Ahhough 1he ph~u·maceulit:al $CCtor has txen very dynamic.: i11 
lcm1s of GDP during 1hc. J990s. il prc:icnts ~..:ve.mi uniquc rca1urc:-. oí 
indu!>trial orgt111iz.a1ion thaL diffel' frocr1 clccironics :111d otheJ' mnnu­
foc1udn,s sectors. :rnd 1h:1t :,re rclevant. for undcr~l~mding 1hc differcnt 
regional trcnd.s in Mcxico ~md thc com plexity or regiona l develop­
mc111 in general. 

' G lobalization an d R,egiona lizat ion 

At lcast $incc the 19&0s. glob<ilizati.on has resuhccl in significan_t 
changes for dcvc loping n:Hions. Th e libcrnliz ation of capita l and 
goods 111.arkcrs ami c(mlinually increasing international hade ami for­
cign invcstmems havc bccn s<>me olf the features of Ihi~ proccss. 
However. 1he impact of g lobali1.a1ic,n goes beyond these factors. 
resu11ing in profound produc.tive rcsrructuring such a.s increasing 
intcmational production by trnnsnational corp()racions. intraindustry 
1radc, an<l in1cmat ional subconiracting networks. 

From 1his pcrspect ive. globalizatio n is a his1orica l proce.ss 1hnt 
becamc concrete a1 lhc begi nn1ng of 1he 1980s and tha 1 goes far 
beyond the rransna tionalizat ion of product ive :ind financia ! c:1pital, 
as reflected in ihe incrcasing ílO\VS of forcign invcstmcni ancl trade 
s incc a l le.is! World War a. In addit io.n 10 lhcsc trends. g loba lizalion 
s incc the 1980s includes both flexibl e produclion and global com­
mooi1y chains. Flexible pr()duc1ion refers to the tendency 10 produce 
spec ialized all(f non.s1andardized products to sati s f,y consumc r 
demand. TI1c rcduction of thc lifc cycl e of products, as we ll as the 
redoction of production time, input C.c)sts. ancl distribution are some 
of the main charactcr istics of flexible prC>duc1ion (Dussc l Pelers, 
Piore, and Ruiz Dunln 1997: Piore and Sabe ! 19$4; Sabe ! 1996). ' 

Global commodity chains. which l'Cfer to the s¡,,Hial and in1erna­
tional organizatio n of inpu1s. production , and dis tribution . have 
become onc of the main mechanisms to nuL,imizc flexib le produc ­
tion proccsses, incrcase qua lily ( in1cr n11I and exte rna!), imp lement 
just-ln-time strategies. decrcasc inventories~ nnd inIegnue opcraIivc 
tasks with problem so lving and bcnc hmarking (Gereffi 1994; sce 
also Chapter 1). 

Globalizat ion is 1hus the proccss of firms incrcas ing flexible pro­
duction and of the expans ion of globa l com modity chains. gcnerat ing 
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ncw chnllengcs for 11a1ion~. region:-. ;.md finns. Thc fundamcnlal eco-­
númi~ ~ntil y 111ukr Ihe.-.c uew global conditions sincc lhe 1980s is a 
ue1work IhaI controb 1he cv111pl~tc. ..:<.Hllllltld.i1y t;h..tin. in coI\lr~s1 1() 
th..: conccp1 nf imli\'idual or segmcntcd linns. in lhc-wol'lcl markc11ha1 
produce indcpcuck•mly of cach othcr accorcfü1g w rda tive pl'icc-s :ind 
proíil nrnxuniZallún. 

Globali1.~1tion rcsulls, p.iradoxically, iu territorial segmenLation 
reg:irdin!!_ 1hc whole chain of produc1s. from desig.n ,o produc1ion anti 
dis1ribulion of uood.s .ind sc.rviccs. Thcrcfore. TNC.s , anti cven 110 11 .. 

TNCs. ,irc required 10 buy inputs to produce and dis trihu 1c produc 1s. 
scrvicc.s. ,md pmccssc~ from rnany differcnI siles .. For cxa111plé. an 
clcc1ron ic producer or perso,rnl compurcr;: has iis lim , c~tablished in 
counlry A. buys i11pu1s from country B. :ind di s1rib111cs lhe compulers 
in couniries J\, B. and C. Thus. proclucL X is a rcsuh of a series or 
prodm:tive proecsscs completed in n countries for global produc1ion, 
distributíon. and consumplion. In contrast to the strucwre of tr:msna• 
1ional íltms in earUer decacJcs. TNCs no (ong.er receive input~ from 
coumry A 10 j usi modify and dis1ribu1e 1hem in country A. 

Thi s new industrial orgaJliz.ation-in addirlon 10 tJ1c unditional 
índuslri,d <Jrgúílit ülion tlf transnation:il firms in which lhe produc1ion 
process was rclaiive ly indcpendent in each produc 1ion s ile- has pro­
found implic.nious. Local (tnd regional spaces or territorie.~ .trc rhe 
m:lin :-.i,cs where economie,S facc globa.liz.arion. rn conlrast to prc:vi .. 
ous dccadcs , and in !he con1ex1 of 1.he overa ll libcr:1füc:Hio11 of goods 
3nd services. local and regiona1 len·itories ::irc thc places where pro­
duc 1ivc ne tworks and global co mmodity cha in~ do or do not 1ake 
rooi. Thc cndoge nous conditions availab lé lo confron t globa liz:llion 
are of ulmosI írnportance. TI1ercfore, finns maximize economies of' 
$Cale by cstablishing one place as the si1e for g lobnl procluc1ion. 
Conscquentl)r. 1he productivc ptoccss of goods and scrviccs is 
incrcasingly scgmcntcd in value-addecl cl1(lins~ Thi s is particulal'ly 
impol'tan1 for valuc addecl, bu1 also wi1h rega rd u, 1hc use and repro­
duclion of technologies and processes, gener:nion of cmploymem, 
diffcrcn í fornis of subconlra cting, :md, in gc:tíe,,11. for po1ential learn­
ing prote s;:c;: 1ha1 1ake place at loca l ,md regional levels. New poli1i­
cal, social, ai1d cultural challenges hove arisen as-.a result oí global­
i1.a1ion (Allvaie r :md Mahnkopl' 1996: Sayer and Walker 1992). As a 
rcsult , one national policy-covc.r ing, for example, in<lustry~ cduca­
Ilon, ~nd pover1y- i$ incrc~\singly incffecI i,•e1 :md even usclcss. if it 
rcfc1·s to <I nation:il average and is unable to affcct the varicIy of local 
and reg ional condiiions lhal ,ue direclly and increá$ingly relale<I to 
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glohal u1ark cI.s through glohali7.aIio n. As a rcsu lt or glohaliznclon. 
rcg ions, no1 n:.1tio11s or suprnnat iorrnl insti lu tio ns. lN,x:mn e 1hc most 
import:-int pl:1ce 10 implcmc111 parci<.:ulnr po licics . For finns c.loha li1.~,-
1ion gl!ncrntcs a sysrem.ic imraJirm :rnd i111crfinn rcsrrucru ... ring. 111c 
cha llengcs of Lhi~ rcs truc1uring p roce ss are o f c riric;,I impon anee for 
ct.:0110111ic Ucvdop mem and fol' thc lcan li ng proccs,s. 

Subcou tr ;H.:ti ng has become onc úf thc mo::.t c ri1ic al ecouom ic 
ancl dcvc lopmcnt issucs for regio ns in 1hc pr'ot."..:!:-s of glo hal iza1icn. 
:lnd henc e for firm~ am i lhcir upgracling. bcnc hrnark ing. and eve11 

sul'vival. Th l!st.~ :-:ubconiracring schcmcs occur al thc rcg innnl ~,nd 
lot:al lcvcl - pa ni cu lnrly due to <.:apical. goods. flnd se rvi ce Jibcral i1 .. a-
1ion- 1101 nutiona lly. For e, ample , if IBM es tablishes p lants w devcl ­
op processes ;lnd ussc mhle c.omponcrus 3.nd parL<; in El Sa llo, ne.ir 
thc capiw l of Ja lisco. t.ho 111:mts clo no t afíect Chi apa s or o ther 
rcgio n!) or Mcx ico. T his is part icnh1rly true. co nsitlcring the cffe<.'ts 
of liber: dization 011 impon und ca pital libcmliza tion. Subéo nt racti ng 
and thc panicular way in which 1he respect ive reg ions i11tcgra.1e. and 
link te, the world marke t become most re lcva nt for lim1s opera ting in 
a g lc1bal commodi ty chain . S ubcontrac ting also allows for re cluctions 
in cos1:s an,J trm c. as well as for a lea rnin g proces:,: of a differ en1 
degrec. 

Co nceptually and h istcrica lly it is poss ible ro s tress al lea st t.hrec 
sty lized forms of subconL111cti11g (Table 7. 1 ). Short -ter m subco mn,ct­
ing refers to the sea rch for suppl ie rs by the c lient firm due te> an 
c.xccss ,of demand and/or full ca pa city . Cost, qua lit y, and dcl ive r)' 
tune ol prod ucts or processes are so mc of the impol'tant c haract eris­
tics for tltis typc of sul>cont racting. l:loth finn s es tab lish a co ntra~, 
for a s pec ific quanti ty of produ cts and, aftcr thc e xpirnti on of thc 
co utra ct, this re lationsh ip cnds . Dcpe nding on cco nomic cycles of 
1he cco numy and Lhe firm. io the futur e the clien1 migh1 aga in requ ire 
suppli ers. whiclt might be tite samc fro m lite previous cycle . 

Ver tic al suhco n1r:1c1ing esrab l is he s u l(¡ng-te rm re latio nsh ip 
be twcen the clien t and the suppli er. and does not dcpcnd 011 a sho11-
1c~n suppli ecl quanli ty of pro<lucls o r processcs - in wltich tite sup­
p l1er bcco rnes an autononiou s pa rt of tite client - and is co nsid ered in 
the strategy or the clicn t film. This se mi -integ ration o í tite respec tive 
finn s rcsu lts in bc ncfits particularl y for tite clien t, wltich co ntro ls rl:i, 
rcJa tiom:hi(l wi rh irs ~mpp l.iers. 

Dym ,mic or sys tcmic subco ntr acli ng, the tlt ird s tyli zed case , 
rc llec ts a long- tenu and sem ihorizon tal re lations hip in w hic h both 
clic,11 ancl supp lie r partic ipate act ivcly in the design and manufactu r-

' ·1:'lble 7 .1 Sty lized Subco,Hrac tln g Fomt s 

Subcun 1r:it-1i11t, 
Fonn 

Dynamtc or Sy.-i1emic 

In lhl'. ,;,holl nm. ft, \'~t diu.,cl 
..-.J1o1,. 1o, dwn1 

1 ong•1enn rcbi ion-.hip 
h c,ca .. iing cenuj nty íot C :u.J S 
l,uv..e1 CO,~t~ l ot C t1ml S 

~)·s1enuc:/i111ciml 11nd lons ••crm 
1el.:H1Uu<;h11\ hc,wc-en C aJlll S 

la the hmg. run, IO'A'c:r IC1lnl 
cos1s rur e ;,nd s 

NMt•s. C = L lient S =' S111)c:Qntrnctin,g ínm/sup¡)licr . 
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RiskA111c..:11:,in1y ro, t l1t1d S 
HIJ.;h e->~•:- f,w (' :in,I s (M 

cons-i:tull)' ch-:rng:1t1f: supph<:u 
'fcm ponuy !>UhCónU:1L'ling 
Mínimum lcaming !)10Ct.~ for 

C :,ndS 

H1!1k/u11t:C1l:linl)' forC and S 
Mlnimum h;:1toi11g ?IOCC'SS fo1 

e itnd S 

Dis lnhut io n <11' ~o, ,~ 1)\;.IWCCll 
<.: -::.mi S in 1hc tuo¡.; 1'1111 

Ass\s1r1.ncc cost:• (0 1 C and S 

ing process uf final good~ and se rvices. Th e. compte 1nentari ty 
be,wee n fir ms . in tenn~ of s izc and spec ializ.ation , ju s 1-in-1i111e, and 
cos ts, :,mo ng othe ts. are imp orta n, aspec ls . Howe ve r, lhe hori1,0ntal 
informat ion flows :111d str ucrure be twecn firms (Ao ki 1988: Sab e l 
1996)-wit h tite guaram ec tltat inform :ni on will nol be uszd ag ains t 
caclt other. as wc ll as incen tives for so lving prob lcms-mnke up one 
of the most signif ica_nt comp<,utcn ts of th is s ubc ontra cting form . 
T hus, die nt anJ snpplicr sharc the cos ts of the leamin g prucess dur­
ing subcontractin g: unccrtaint y and ovc raH risks ¡Jre minimizcd fo r 
bolh firms in co ntnlSl to other s ubco ntracting fo rms , aud tl1e client 
cxc rts a lticrarch iéal co ntrol ovc r thc supp licr. Finall y, it is poss ible 
to es tnb lish goa ls ior priccs; qu ality: i1t11ovation of produ ct.s, process­
es. nnd tcc::hrio logics; nnd o thcr charac tcrist ics in thc long mn, rc.sult­
ing in enormo us bcnefilS fo r both en terpriscs . T ltis fom1 of subco n­
l'rac ting can re sult in a complex network of imerfirm relaü-0ush ips. 

AII lhese s ubcontracting fonn s include severa l costs, which wil l 
be sharcd in di fforcnt period s and stag.: s by the c lien l and supp lier. In 
all cases initi:il costs are very high : cosls are no t mal'gina l since co n­
strull up ¡¡rading in products, proccsses , aud labor takes pk1ces in all 
d iffore nt srngcs o f the subco mracr ing rel ation ship. ln its lir st stage, 
systemic subco.ntracting in part icular includes relative ly high dir cct 
(or ass is tancc) costs in compa riso n with othcr subco nlracting form s. 



 

inclu<ling 1cchnologit. :..tl a~sis1ance. 1'csca rd 1 ~md d..:vclopmen 1 1hat 
are. 1101 sLric lly the ac1lvi1y of che clicn.1. d1ffcrcnL form:s or rinam.:ing. 
ami e.ven organi·t alion oí l :1bor and productiv-(! p1'0C(:SSes. 

Ncvcrthclc ss. dyna mic or system ic .s'ubcúnlracting pmvh_k s lh~ 
1110~1 tra.n~p:..in.:.nt anrJ c<1ui1;:1ble fonn of slrnring Clll'IIS, wh ilc in thc 
(Hher [orl'n s thc su bco nlr:..icti n g fi rm s c,ury 111os 1 of Lhc ro~ ls. 
Similarly, ouly this ca~e cnah l,;,-, a !1,111g· !crrn lcarnin¡,: prnrn,s for 
bolh clienl :rnd ~upp li cr. sinre lhc bnsh; nr 1h.::ir relationsh ip is th.,; 
cons1:mt flow of infornlilti(m amJ rhcir coopcrnlivc purs,uit of :,;:h;:1rccl 

s1r:t1cg ics . In 01hcr subcon1racting fonos, only 1hc suppli er le:irns 
from its expericnce . in the be.se of thc cases. Finr1lly. 101:11 long •tcrm 
cos ts of s11bcon1rncting will be lowcs1 in 1he dyn:,míc c,,se. sinct 1hc 
01hcr cases, pnrticu larly thc .short • lc nl'I subconu·ac1íng. might lcad 

consinmly lO thc snmc inilb l tosis wi1h minim:11 leami ng ~ffec1s. 
These s tyl ized forms of subco nlrrtcting only relle c t clilfo rem 

fQm1~ of industrial org:1niLatio11. In ~orne case~. a11:..ilys1s ch~1r;,ch.:ri1.e 
inLrnfi-rm and shc,rt-lCJTil subcon1racLing as dominanL in 1he \Ves1em 
1-lemisphcrc, in contrasl 10 verti cnl and systcmk suhcontracting in 
Japan anc.l East Asia. Howcver, thi s s implistic view is 1101 sufficicnl 
for undersrnnding intcrfirm und !)ubccm1ra,.:cing relations. Rccently. 
and as a respons,, lo globaliza tlon, bi_g national finns and TNCs in 
mosL sectors, and indcpendent of the speci lk country or hemispbere. 
havc pursuerl ,1 drama1ic incre::i.se in subcomraclingr giving ri~c hl u 
ncw p«rudigm for industrial organi7.alion (Sturgeon 1997). 

Different subcon trncting forms a.nd i nregration inlo tht~ vnluc­
added cha in l'Csult in diffcrcn t social . ct:onomic., regional. and nation­
al nctworks. Economic aspects are only onc par! oí this compJex net• 
wo rk. A variety of institution s , e mbcdded in u coo pcra tivc and/or 
co mpcLitivc con1cx1. as weJI as 1he specific historica l, cu ltural, and 
political co nd.itions are indis pensab le i n gcncrn1ing lhesc sociop<>liti4 

cal units. Consequcn tly. nn exc lusively economic perspcctive is not 
sufficicn1 (Dusse l l'e1ers 1999b}. Diffcrc nt forms of subconlrac1ing 
are nol an exc lusive result of cos1-bcnefi1 analys is, bul of rhe indus­
Lrial org~11ii?!ion of regio ns, mllions, ,utd linns in space :md lime 
(Aoki 1988; Messner 1995}. Thus. dilferent Fo,ms of subco111rac1ing 
are an imponant 1hough no1 suff icien t con dlti o n in gc ncr:lti ng :..i 
social and produc1ive nc1work. 

lt is releva nt 10 stress 1ha1 thc currcn t globaliza tion process pres­
ents profound limital ions and is not parl of ao irreversib le proccss. lt 
secms to be 1ha1 thc markel and marke1-fricndly rnles s1ric1ly deter­
mine Lhis process. but his1orically 1he markcl h1ls lmen only one of 
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1hc sociocconom ic t:-oorc.linawr s : -~hie r.trc hies, nc 1wu rks. assoch1-
1ions. :md srntcs havc frcquc n1ly been import:mt mct hanÍ$11'ls for 
coo rdina 1i11g Hctors in caµit~1lis1 socie1ics whcu :.1dt.::t1m11cly tlesigncd 
ami hlcmkd .. (Hvlli11gswonh ""el Boyel' 1997. 4 33-434 ). Moreover, 
thcre havc bccn no ndequ:He nnal ysc s of issucs such as thc ncw runc• 
tion o f llll' muion-stalc, it~ n: l :uionship wjtlt reg ious . .ind 1he enor• 
mou s pm...:nlial of i111~rrc g ional rd atio us. T he charm uf cu pirn list 

clcvclopmet11 hns imp orLanL pol it it:-al , cconoruic, instítut ional, ccolog­
ical. and cu ltural limitations (Altvmcr nnd Mnhn!k(1pf 1996) Ll1m have 
no1 yc l hcen sufficicnt ly cxaminecl. A discussion of thl' limi lations uf 
capi talhm1 at th.,; cnd of 1hc twenticlh ccntury gocs far bc}'OUd 1he 
scopc (11' this d 1ap1cr bul will have 10 be dL,cussed in lhe futurc , al 
lc:tst insofa r as tht! limicallon:s are rclevn nL to the fonns :md potenli aJ 

uf regiona l lntegrntion 10 Lh~ world markct ,2 

General Regio nal Trends in M exico 

Currem ly n nomber of regional and loca l (m the municipal lcvcl) pro­
grnms 10 ~upp orL econom ic deve lopmen 1. ex ist in Mcxito. The 
Progrnm rvr lnduslfial Policy and Poreign 'l'rade (1995-2000) (PEF 
1996) c.,tablishcs. among othcr prioritics, d,c c.rit ica l impon.anee of 
rcg lon;,LI aspccts . For ex:,mplc., it cstima1es an increasing reg ional 
deconcenrrat ion of prOduction and indusLrial exn)Or1S sincc tradc lib­
era lizar ion. lntc g rati on ot' produc1 ion chains and industria l clusters 
can only be undcrstooJ from a regional perspcc1 ive, "Lhrough thc 
cffic icnl subs 1i1u1ion of imporLS. thc c,1mplemenwrity of regiona l 
markcts and imerreg iona l tmde rclaLions" (PEF 1996, 56). 11 s tresses 
fur 1her thal pr iori1y will be given to productive investmcnts irt 
rcgions with hig her disadvant ages. 

Thc c:irly objcc1ivcs. wrillen during the c ris is of 1994- 1995, 
were pul aside after· die appare nt recovcry of _Mexico 's cconomy io 
tcrms of GDP and exporls sioce 1996. In genera l, no subsia n1ial, 
coordina1ed regional pr\lgrnm was crcal,cd, and horizon tal industria l 
¡,o fic ie s werc iniLiaLe d in 1988 and con l inu cd unti l 1999. 
Neverthe less , it is poss ible 10 ouLlinc a few regiona l ¡,oficies started 
in 1988. and in general tcrms for 1he 1990s. 

l. Sincc Ll1c mid-1990s severa ! programs aud economic policies 
at thc loca l ancl regiona l leve! wcre ia i1ia1ed through the fcd­
crni govemment and its muhip lc i1mi1utions such as Nacional 
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Fi11ancicra (NAF IN/ am i Banco de Comerc io Ex1erior (llAN ­

COf\·1EXT). ;1s wcll a~ 1hrough business c.tuunhcrs, business 
;1ssocia1ionfi, in1crn:uional institutions (Jl.!fticu l:lrl)I 1he U11i1cd 
N.-llions). m1d cduc.alional imaitutions.. 1\n cs1imate.d 31600 
loca l a11d reg ional prog ran, s cxis1 (Ru i1, Durá n 1998: Ruiz 
D11rá11 and Duss el Pe 1crs 1999). Howevc r. ,,sir le from chcir 
short pcriod of duwtion. no mcchanism or institutíon cxis 1s ro 
<.:oordinatc thcm, paraiculnrly aL the fedc;ral lcvc.l. Th is has 
allowcd ror rcdu11dat11 hmctions. eosts. ,md ex¡iendíllircs, hut 
has 1101 pcnnitté<l a sys1c111atic eval11a1i,on of 1he lx:nefits and 
coses associatcd wilh thcsc prog_ram~. 

2. In spice or Lhe divcrsi 1y and richne~s oí local and regio nal 
conditions a11d <lcvelopmcnt, and givcn the lack of federal 
coordin:11ion, various progrnm!) werc bcgun-- frorn foreign 
invc~unenl anraction 10 st•mdnrdiz:Ui<nl a.n<l linkagc in.s1ru~ 
mc nlo;, among rnany others- in a r:Hher c haotic fornl. ami 
competing wirh cach othcr. For example, the creation of 
industrial parks in spccific Sl.!cLOrs ji, sevcral ~La1e.s compeles 
in somc cases with the stra1egics of bor<llcring stntcs. 

3. Ali s1a1es have local and regio nal progru ms. 1-lowevcr, Lhosc 
suucs wheré opposicion partics have won elcctions have beén 
1he mosl progressívc in tcrrns of implemcn1ing_ che programs. 
which have lransformcd 1hc s1a1cs concerned into mnional 
leade rs. Th e cases of Jalisco (Oussc l Pe tcrs 1998) ~nd 
Guan ajua to (Do mínguez and Brown Úr-Ossman 1997) are 1wo 
c.xamplcs. 

4. A coherent sl rülcgy ÍC)r regiona l policies has no1 evo lvcd. 
Mosr of che Mexica n s1atcs havc dcvc loped information sup­
port services, instrumen.ts oriemcd h)wnrd small and medium 
enterprises. and programs to link cduca.tional institurions ancl 
firrns. How~vcr, given fi:;c:tl res1rictions apd Lhe prefcrcnce 
for ho rizo nta l industr ia l pol icies ni fhe federal leve ) (scc 
Chapter 4), therc are prac1ict1lly no resou rces availab le for 
1hese programs. Thus, in open con1ras1 wjth internatiooaJ 
experiences to generatc busine5is at,;sod::ttions, different forms 
of intcrfirm integrn1ion ancl subco111rac,ting, networks. and 
clustcrs in Mcxko do have litdc or no governmcnt supporl. 
The poto111ia l succcss <>f 1hese cxperiences will also depend 
on tite co~rs that will have to be financcd by prívate 1u1d/or 
pub lic ins1i1u1ions. 
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What havc [1tcn somc of the rngiomtl ni,;ulls or l ibcralization 
s1ra1egy? <.:lc111e111e Ru iz Dur:ín (1997) ;irgues 1ha1 sioce 19SS 1he 
Mexican s1;.-11cs hav~ hcen cxpo:,cd to difforent dcgrccs of cconomics 
of ;loglorncration. models of s1mc intcrvention. and differcnt modcls. 
úl' f;;eign inves1mc111 (orientc<l to Lhc domestic markct, expon:s. ami 
maqu ih;dorns) . r-or 1hc per iod 198().. 1993 1hc mo<lcl dc lirled as for­
cign invc~tmcnt~ t haractctized by a high dcgrcc of i11dustrializ.alioo 
;;ind a higher úDP growth in ils mr1nufac1uring sector, has bccn far 
mo re dvnamic than 1he res! of 1hc moJcls . Other stuclie; (D!iv i la 
Flores Í998) indica tc thal h:iscd <>n spcc ia l iw ti on coe ri, c icn 1s 11f 
..:mploymeru. sta.tes i.n ~vlexico h:svc been char;1cterhed hy a process 
of reh•rive coove rgcncc in tcrms of GD P grow lh for 1980-1993. 
fll1hough variab·ilíty col!fficiems are vcry high. Finally. rhe,·c is an 
increasing conscnsu-s th.u cconomic and social disparities and poli.,r­
izat ion at 1he regiona l lcvel havc increased since 1988 (As uad Sa nén 
20\X); Ruiz Durán 1999), 

In spi te oí data li m iw ti on$,3 rcceo1 data publ ishcd by 11\c 
Nm iona l lnsli1111.e l'or Srn1istics, Geograp hy, ,md ln fonna1.ioa Systems 
( lnst i1u10 Nacional de Estadís tica, Geografía e ln fo,·málíca, lNEGl) 
( IN EGI 1999) and the Execut ivc Federa l Power {Poder Ejec ut ivo 
Fcdcrn l, PEF) (PEF 1999) 11n regio nal GDP, emp loy men1, and GDP 
per ca_pita trends reílect :,;cvcral important fea 1urcs for the pério<l 
1970-L 996. First. Ll1e sharc of GDP of th e main four s1a1es - Dist(it o 
Fede ral. E,;1:ido dé México. Nuevo León, and falisco-fe ll sig11ifi­
ca n1ly for 1970- 1985 from 49.20 pacent of total GDP 10 44.70 pe r­
cc n1. Sincc 1988 these four s1a1es. ns well as spec ific sla les on 1he 
nort hern borde r of Mcx ico , suc h as Baja Cal ifo rnia . Coahuila. 
Chihuahu a, Sonora , and Tamaulipas - all of wh ich wi1h ve,·y s igni.fi­
can l 111:iquila and ex pon activitic s (Me ndiola 1997)- havc increased 
cheir sharc of 10m l GDP s ubsta nfütlly (see Table 7.2). Second, o ther 
starcs, such as Campeche and '"rabasco, show strons oscUl::itions dur• 
ing the period, resu llin g pr imari ly from 1hc oil boom dur ing 1he 
l 980s and 1he ,.1c1iv i1ics of PEMEX . On the other hand, Qui ntana 
Roo, mainly as a resuh of booming iourism, constant1y increased its 
share or Mcxico's GDP over this per iod, l'rom 0. 18 perceni in 1970 
te, 1.2 1 percc nt in 1996 (Tab le 7.2) , Third. dul'ing 1970- 1988 Mexico 
City> Mexico ·s ,econmnic and polilic.:il cente1\ lost its dominancc in 
cc rms of GDP per cap ita relativc to seve ral sta 1es, JJarticu lar ly in 
respect 10 1he No rt hern border $tat es. oil-booming s ta tes, a nd 
Qui ntana Roo. Howcvc r, since l 988 Mex ico City has again recov-
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·table 7.2 Selectcd Mcxican States' Sh.tre of GDP 0970•1996) (in 
cu r ren t Pe.sos) 

IIJ711 11)75 1980 i9SS l'JlSIS l9-'JJ ltJl)4 199:'I l ')'J<, 

1:(),11 111:,in i;1;uc,.:1 ,19.21) ,1();2(; <18.56 .1,1.10 <l;i,8'1 ,17,l.l ,n .2~ ,i;U\CI ,I(> 1 l 

8:l j :1 C:.ilifo111ia 2.63 2.45 2.25 2..16 l .5'1 2.79 2.9 1 1.18 3.16 
C:1n1p«: hc (),4-1 f>.47 OAS ) _9,1 2.n 1.19 1.17 1.) 7 1.3 1 
CMltuíl:1 2.19 2.90 2.66 2,7,1 2.IJ9 2.90 us 3.32 .l.29 
t hi.1p:is 1.61 1.67 2.'11 2.32 J.•.t.J 1.79 1.81 ux 1.74 
Gue rrero 1.7'.? 1.80 1.67 1.1.i uis un 1.kb 1.7S 1.68 
Mordos 1.()8 1.11 1.08 1.19 1.2& 1.-1? I A5 1.1; 1.3:? 
Onxa~1, 1.48 1.51 1.4 1 1.77 1,1 1 1.67 1,67 1,6:l 1,60 
Q1.1ln1i111:4 R<Jo (1.18 0.34 0.40 O.SI 0.72 1.29 1.27 t.2J 1.21 
T.ibasco 1.16 1.10 3.1J7 2.72 1.86 1.29' 1.26 1.19 1.28 
'l'bt' rt~St J7,71 36.XI ,4.81 36.01 36,9<) 36.-18 J6Ati 37. 19 37.2~ 

TOTAL 1()().00 um.CK) 100,()() l<~).()1/ 100.()() 100.00 10(1.0(1 100.00 IIKl.00 

St111r1·r : 1\u1hvr·s ~~$li1nai io11:(" f1,1~I on PEF (1999) , 
Nme · n, l)j i¡:1rito rf(kn1I , 1!.Stt'cló t ic Mé1di;(1,J:1lisco. ;u.11 N~ie.vtl Leún . 

cred . With thc notable cxccp liOn of Quintana Roo , practically al[ 
statcs lost in tcrms of GDP pcr capita whcn compared wi1h Mexico 
City (see Pigure 7.1 ). This polariza1io11 a1 thc regional leve! is partic­
ularly s ignifican! for states s ,tch as Chiapas. Guerrero. and Oaxaca. 
with GDP pcr cnpirn levels, compnred wi1h !hose of Mexico Cily, al 
or below 20 percent in 1996 :md showing a downward trend since 

Fig ur e?.) CDP p e< Ca pita for Selectcd Mexka n State s (1970-1996) 
(Federal Dist; ict = 100) 
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1988. In 1he case of Chiapas, for ex:,mple. ODP pcr c:1r,irn C(11nparcd 
with 1ha1 of Mcxico Ci1y decline,! from 25.49 pcrccnt in 1988 10 

18.40 percenl in 1995 ,rnrl 17.47 perce,u in 1996. 
T hc cconomic and regionnJ dcvc lopmcnt in thc p; ts l dcc:1des. and 

p: .1rl icu lar ly s inc t.· 19X8, has had w i1hout a doubl mo~ I irn portnut 
socia l, poli 1ical. and eve n mili tary im¡,li cat i<>ns .. A11hough it g,1'lC S far 
beyond the scope of thi s book:, i1 Í!,, not surpri sing th :u dur ing Lhe 
1990s .scvcra l soci;:11 an<l ~ucnil l~t movc mc nts have emerged in th..: 
st~ues Chiapas . Gucn ·ern. and Oaxaca. Thcir dispari1ics in inco me 
dis1ribucion ~nd GDP per capita per fonri.ince in compar i.~on wilh 
thosc. of 1hc Disrri10 Fedcrnl has bcen dismal. wi1h ap¡>arently lin le 
hope for c lrnnze in 1he 1nedium term. giveo currem economic and 
~ocia! pol icies in Llic con 1.ex1 oí libcr.1liza1ion . Th csc ini1i.-il rcsuhs. 
whic h will rcq uirc mud1 more in .. depl h ana lysis in the future. also 
rcflcc1 an incrcasing nonh -south polari1,a1ion in Mexico. The 1radi-
1ionn l economic and poli1ical ce1Hets of México- 1l~1·1itu l,1rly 
Mexico City and the st31es of Mexico, falisco , and Nuevo Lcón­
have increased their share of 10111.l GDP (,,s have 1he states connected 
to export nncl mi3tluifn nc1iv it les), but staies south of Mexico City arn 
cxdu ded frorn regiona l and gl()bal in1egra1i<m. This ierri1orial polar­
ization of li -bcralí1 .. ;11ion cou ld havc dcvas1::uing economic, ~oci:.il, and 
political implications for Mcxico in lhc ncar fulurc, as haLI ulrcMly 
been suggested 1hroughour 1he 1990s. 

The Electronics lndustry in Jalisco 

internationa lly, electronics has lx!cn one of the economic act iv ides 
111os1 affected by llcxible prorl11c1ion and global commodi1y chajns. 
Ex trcmely hig h c11pitál in tcnsity . hi gh rescarch and dtwe lop menl . 
hi g h cllllY Có:\!S, ,1,1d lile ".mategi<! gafüe (É rn SI 1997) b'él\Vccn 
fil'ms- including ex tensive cooperatíon and jo int vcntu rcs in p rod .. 
ucts and specific processes , evcn among compet iug firms, as well as 
negot iati ons with governments and regulatory systems- were somc 
o f the charac1eristics o f rhe electronics sector throughou1 1he 1990s. 
Moreover, ex1Temely hi¡;h technologicRI tumover. in which the life 
cyc lc of some pr()duc1s varíes between 6 aJl(I 12 monlhs. andan 
increasing differcntimion of products ,is wcll as economies of scale. 
are somc of thc forces dri v ing thc clcc tronics ~ec1or. 

Elec11onlc industries rcquirc 3 grcat deg rcc uf cohcsion and in1c .. 
grat ion at 1he intrafin11 and inte rfirrn le\'e l. Thc rclation <>f these 



 

rirn\S ,vi1h 1ticil' subcM lrfl~tmg lirms is oí cri1ic:1I importune~. sim:e 
thc succcss or foilure of producrs :md/or prouesses dt pcnds on 1he: 
wholc 1,,;onHno<li1y ch:1in of a product. and thc luucr is t.k lcnuincd by 
thc wea kes1 link (Dusse l Pc1crs 1998. 9ff.). Thi s 11c1work of intrnfirm 
:md inIerfirm rel~11ion$ rcquircs di ffcrcnt dcg.rccs of subcon1rac.1lng 
:,ncl outsourciag. and intcgrating sorne flm1s into the tcchnoJogic~•I 
traj~ctory or in10 ch~mgcs in dc1rn01d, design speci aliwtio n. dis1ribu-
1ion, and dcvclopmcn1 of key .;ompoacn1s. Spcci;1Jizalion, in onc of 
Lhcse chains. is not suff icien1 :,od can rathcr <1uh.:kly r<.~~ult in 1hc 
b;mkruptcy of lirms. Nowadays, thc organizatioo ancJ control of thc 
whole val.ue-addcd cha in are prnbabl y lhc mos1 impor1an1 func1ion of 
clienl finns. In many cases, finn s sud 1 as IBM and Hewle11 Packa,d 
do not spcdá.lizc iu ali pa1·ts of Ihe produqtion procc~s rclate<l t.o thcir 
products, but, rather, <:oncenlra.le on rese:uch and devclopmcnL and 
high-v alue-addecl scg menis. whil c the rcst of thc proccsscs are 
assig ned 10 subco111r~c1or~. N.:vcrthtlcss, these finns co ntro l the 
com ¡>lexiry of ali global chains, since the failure of one single link 
can rcsuh in a failurc 10 de live,· 1he final prod ucto r scrvice. Global 
outsourcing of manufacLUring nnd distribution processes ami scrviccs 
in elccrronics ha.ve increasc<l d:-amatically sincc at !casi lhe early 
1990s , in differe n1 de grccs, in thc Unil cd S1a1es, Japa n. and 1he 
Europcan Union (Ems1 1997; Sturgeon 1997). 

T he clcc1ronics induscry has been one of the most dynamic 
branchcs in Mcxico's economy, par1icuforly since the late t98ús, in 
1enns of GDP, foreign invcsin 1en1, impor1s, and expor'L$. Elcc1ron ics 
(exclud ing moquilado ra acl ivil ies), acco u111ed in 1996 for impon/ 
GDP ,111d cxporl/GDP cocfficie 111s of 344 perce n1 and 37 perce nt , 
rcspcctively. Hence, elecuonics in rvtexico show puttcrns similar to 
those of ali manufaclurin g there , that is, a high nc1 pw pcnsity 10 
impon 10 be able 10 grow and produc-e its share of expons. 

In !lls' c~~e Qf Jalis co, e lecrronics rellec1s impres sive grow t11 in 
1erms ol' GDP since 1980 and Ll1is s1a1c ·s sharc of Mexico 's electro□• 

ics industry inercased from 2.93 percent i□ l 980 10 12.38 perce nt in 
1995. Total cxports have also increase ct dra malicaJJy, accou n1ing for 
a grow1h rn1e above JOO perce nt for 1994- 1997 and for an estimaied 
$6.5 billion in 1998. The United Swtcs (wh ich purchased 63 percenr 
of 101:iJ expor ts in elccironics in 1997) is the main recipient, while 
the Europca n Union ( 12 perce nt) and Asia (10 percent) are of less 
ifti¡hl rrnoce . The three maln expo rtin g firm s in Jalisco (IBM. 
Motoro la. a11d Kodak) are ali elect ronics fi.rms. IBM, SCI Sysiem s. 
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Mo1orol:1. ami Luce m Technnlogies accou11tt<.I i't,r \14.l\9 percc111 of 
tol:11 cxpons in clcctronic products from Jal:isco iu 1996. 

"rhc dcctronics indu~try in Jalisco has s:pcciahzed in producLs for 
cornputcr and telecomnmnic:Hions, such as person:11 and h1p1op com• 
putcrs. printers, 1clcphoncs, 17oppy disks. sernicond11c1ors, cables. 
bccpers. aud 0 1hers. Act.~ordlng 10 in pu1-ou1pu 1 matrixes, thc elec-
1ronics ind~Js1ry in 1~1li~L-o has the lowesl ievcl ofn:uional and region­
al inre¡,ra1ion. it11por1i11g 56.84 perce 111 of tolal input.< for produc1io11 
in 199(, (CGED/UDG 1997\ . Th r1mgh 1997 ll,e e lecironics com plcx 
in fali sco included more 1ha11 70 firms, wit h 28,000 direc1 :111d more 
than 100,000 ind irec t j obs, and was responsibfo for 5, percen t of 
Jalisco's 101nl cxpo r1s. In 1999 the clu sler .,J,eady accmrntc<l f'or 320 

lirms. 
Givcn dlC newncss of this industry~ with most of the fírrns estab­

lished during tite 1990s, and its imprcs.~ivi; dynamism, wJ¡¡u a.re rhc­
charJGtcrisrics of the eleCLronics sector in fali sco?·' 

There have becn al lcast 1wo di.fferent. genera( ions of lin ns 1ha1 
es tablished opera 1io11s in Ja lisco. On onc h:rnd was a smaJI gro up of 
firms, in p:1r1icula1· JBM, thal expa nclcd :1ciivi1ies during tlte 1980s 
t>ecause ot' cheap and unskillcd lnbor, low wages. and proximi1y Lo 

1he Uni1cd S1a1es. On 1hc othc r han d werc mosl of 1he tirm s in 
Jal isco·s e lecironics clu ster thal began thcir activities only during the 
1990s, whose rca sons for com ing 10 Ja lis.co. bcsidcs lhose fac1ors 
airead y men1ioned. ¡ncluded NAFTA, Mex ico's macrocconom ic illld 
FDI polici es , and the growing sign ificance of 1he L:11in A merican 
1narkci. Moreover, rhcre l.:,; an increasing process of '"cumul:Hlve cau­
salion" (new subcontra cling and specializ e ct fim1s bcing es1ablished 
in Jalisco becausc. of .che existing complcx and, Lhcl'eforc, a guaran­
leed denrnnd in 1he reg ion). 

With fcw exce p1ions , thc clcc tronics indus try in Ja lisco has 
c ngagcd in assc mbly proccsses. Mos1 of 1.he firms opera 1e formally 
or infor mally as rnaquiladorns, w ith a low deg rcc of 1.inkagcs 10 
national or reg ional fi rms. The se c1o r c!epends vcry muc h. and 
incrcas ingly so, on imports :¡t aH levels, fro m raw 111a1erials 10 com• 
poncnls for the final prod 11c1s te, be :,sse mb lcd.S In genera l, this e lec• 
tronics industry does not dcvc lop dcsig ns or produce paris , comp0• 
nents, product:-;, anc..1/u r processcs, w illh a few excepLions l ike 
software ;md programming for on-sire machincry and cquipmcnt. 
Thus. falisco ~pecializes in th,~ lowesl segmenrs of thc global vnlue­
addect chain in 1hc e lectronics induslTy. 
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Probably onc of thc mos1 impor1an1 industrial org:1niz.:.Hion íca4 

1urc:,¡ of 1his se<:H.lf js ils f:11lurc to .. dcepcn" valuc-,,dded linkages in 
Jalisco. 171is is :-1 rcsult of 1he imlu~ari::il !>lrucLurcs thac havc emerged 
sine.e thL! f990s. Fi rs1-1icr rirms such as-IBM, Hcwlcll Pac k:url ~ 
Mmorob , NF.C. ;md Sicmcns. among 0 1h1.~rs. inirially hcg:111 to sc:1rch 
fo!' ::u1d ('VCn J.;vclop sullcon1r;u.;li11g finns for pródut·1s ami proccssi.'s 
100 cx pcnsivc 10 be imponed. P;1ckagi 11g pr<l~e-sscs and specific 
prot:csscs rchued 10 pla::-:tic ~xtru!--ion ,11·~ very expt:11::-:ivi.' 10 imporL 
pr in, nri ly duet o 1heir high volum e . For exa m¡)IC, loc:il suppl ic, · 
íinns , such :1s Ureblock ancl Yam:wer. t• local firm and ajoint vcnture 
of Mexic:111 :rnd U.S. capit:il , respec1ively. have been dircctly sup­
portcd hy client firms like IRM foc up lú 4 ycars hl manufoclUr~ 1hcir 
products. 111 somc CúSCs, supplier fim1is ltavc be.en supportcd 1cchno­
loglcall y all<l linancittll y and/or wcre ru joi111 ve111urn wilh sorne of thc 
cl ie111-finns. Mowever, :ifter 1he dcvelopmen1 of thesc "necessary" 
pro (luct .< in 1hc llrs l s l:lge, c lieru fi rms estab lished in Ja lisco no 
lclngcr necd 10 dcvelop new subc<mlrncting fim1s. The laner c:m huy 
inpuls inlernationally, eithcr rhr()ugh in1rafirm or interfinn trnde. 
Músl oí thc parts imd componcnls in clcc1ronics, for cx:1mplc. are nol 
subject 10 volume and weight limlrn1ions i11 shippi ng. Thi& is rc::lev:sn1 
for mosl producls ,ba l do nol havc wc ighl limitatio11s, a11d l'or e lec­
lronícs linns 1ha1 werc es tablishcd laier ancl did 1101 deve lop any sub­
con1rm;:1iog fim1s in Jn1isco ar :111. 

Thc~c industry conditions nlso h~1vc n temporal dimcnsicm. Big 
TNCs and clicn l firrns iniLiully searc hcd out and tlevelo pcd l<>cal, 
regional ami national supplicrs . llowevcr. s i nce the mid-1990s Lh is 
situat ion has cbanged sígn ifícantly. Today, in Jalisco lhere is a wíde 
varíe1y of firms, main ly fore ign. rnnging from rnw mnterials 10 par1s, 
c(lmponenrs. :md scrvices. Thus, the barriers to new po1en1ial loca) 
and n11tionul suppliers havc incrca.scd substanth1lly. More-ovcr, it is 
inuch more dilTicult for porcntial ncw enLrants to gct intc:gnucd inio 
the supplie r sys1c111 of client Jirrns. since thc latter cxpec 1 frorn 1hc 
beginning in1emat ional s tandards of qua lily, good lll(lnufac1uri11g 
prncl ices, ,md high fle~.ibility, ílmong 01her ch,1rnc1eris1ics, In addi-
1 ion 10 this structure, during !he 1990s nwre nnd more foreign-owned 
second- Licr supplicrs, suc h as Solcctron nnd SCI Systcms, have bce n 
cs tab lishe d in fa lisco, making it cvc,n more dif'ficu ll for poten lial 
régional or ninion:11 supplicrs to compele in and/úr gel in1e.grnLcd inLo 
tllis syslcm, since rhc forcign firrns cornc into Jalí$:co with 1hcir own 
supplíc r sys1cm. 

Another importam feature of Jalisco ·s electronics indüstry is 1ha1 
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most of lhc forcign-own~d supplicr rirm.s use a lot of imporlcd r:-t\V 
matcrhLls. componcnL"i. and parrs. T hc low qualiLy of na1io1wl inputs, 
thc luck of ccnil'ka Lion by clicnt firms. and thc inability of inany 
Mexic;111 lirms 10 supply lal'gc volurncs ••jusi in rime" are the main 
rc.asons clicut finns givc for intporting 1nosl s upplies. 

A fow firrns in J;1lisco opern1e ns original <;ctnipmcm mnnufnctur­
er:.:: (OEM~)1 and coun1ry m:mufocmrcrs are viewed as :1n im pClrf;:1111 

~lcp forw:ml in the v.tluc-addcd i.:hnin in clecIronic:,.. p¡1r1iculnrly in 
1hose processes lhat are deíincd as ··ncccsirnry" for cl-icnt firms. Th!! 
lallc.r have tighL ovcrnlJ t <111Lrol of tite OE.M. Su·ict ~pecil'ic~ttions for 
prOdU<.:ciun inputs. suppliers, raw materials, -machinery. and inicrnll 
org,u1iza1io11 nf thc OEMs rcflecc 001 only direc1 conlrol by thc clíe111 
firm. b111 also thc difficullic s suppliers havc in divcrs ifying. In sever­
a[ cnses, clieul rtm1s esLimme exac 1ly lhe co.11s. and even profits, of 
their subcon1rnc1ors.o 

The govcmmcnl of 1hc s1a1c C.'>f Jal isco~ run by Lhc opposiLiOn 
Na1iorml Action Party (PAN) s incc 1995, and othcr pr ívate and inlcr­
nat ional inst itu1ions have ac1ively promo 1ed !he integn11ion of Lhe 
clcc 1ronics industry since 1J1e mid-l 990s . A var iely of mecha11isms 
aod progranis 10 integrn1e small and mcdiullll firms inlo these ne1-
works and increase !.he value-added segme nls ol' the sector have becn 
clcvc lopcd.7 

Sorne national and regional f-inns havc bcen succcssful in in1e­
gra1i11g thernsclvcs into Jalisco 's eleclrorücs indus try. Thesc lirms, 
íncluding compa nies in packnging, plast ic extr usion, :111<1 asscmb ly 
processes. iocreased 1heir local linkages dur ing thc 1980 s ancl the 
firs1 par1 or thc 1990s and havc bccn dircctiy supportccl 1cchnica lly 
ami financia lly by c lienl firrns. ln thcsc cases, clicnl fim1s madc sig­
nifican l cffo r1s and parlicipat cd in severa ! inslanccs in 1he cos 1s of 
developing successfol domestic suppli ers. In some cases, lhe ncwly 
cm,1rging sup pliers wenl on to become suppliers for other regional 
firms. and hnve cven been able lo cxpori di reci ly. As already seen, 
the lea.ming process involving clienl lim, s and supplicrs could takc 
µp to 4 ycar~. ~nd v,as nol successfµ I in ali cases , 

Howcvcr. lhcse las1 cases are exceplíoris . In general. Jalisco 's 
cleclto nics i11dus1ry l'Cílccrn a "squeezed'' or funncl- like valuc-added 
s1rucrure. This is a result. on 1he one hand , of lhe presence of huge 
fore ign OEMs and assembler s, and on the other, of second- and 
third-tier firms chnt are fewer, and foreign-owned. 

Fin:.1l1y, costs nre nol che most import::ml variable for establishing 
a supplier sys1em ancl intc rfinn nctwo rk.~ fo r cliem firms.i A. cl ienl 
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t7rlll r~quires :1 hij!h dcgrce of cem1i111y reg:irding jusi -in-lime deliv­
ery. quali1y. and a good knowlcdge of thc interna! processes of the 
supp.licr. So, cven lhough inpu1~ Cúuld be obtaincd cheaper in 
Mexico ia scvcral c:.tses. cl ient firms dccidcd to impon certified 
goods ami scrviccs. Given thc global scope of ahese tínn$ and thcir 
activi1ies,. problcrns: of nondclivcry of a single parl or c<>mpone111 c;111 
result in rnassive C<lsts and failure 1.0 ship 1he fin:.1J produ<.:L 

In al l the above is 1eflec1ed 1he complc,ci1y of an indus1ria l 
organizn1ion 1hal has global. national, an<l regional dimension.s. 
Globaliza1ion, including flexible productio n an.d global commodily 
chains:, are ol' utmost imporrnnce in understandi.ng the emergcnce of 
Jallsco's clcctrouic industry. National poJicics sincc libcralizmion. as 
described in carlier chap1crs. have promoted Fl)J liberaliza1io11 and 
overnll 1rndc libcralization, and 1he dcvelopmcn! of Jalisco 's iodustry 
would have bccn unimaginable, in foct impossible, withoul 1hese 
pol icícs . Mowever, 1hc elcc lronic s complex, in J~liscc¡, 1hough 
cxtrernely successful in 1cm1s of produc1ion, exports . and pr0ductivi-
1y, has genera ted a s1ruc1ure with few learning cffec1s and liu le 
po1en1ial for gencra1iog endogenous (regic¡nal and nation~I) grow1h 
conditions in the medium and 1ong run. 

All involved firms are "ra1ional11 frnm an ecouomic pcrspeclive .. 
Clicnt firms, with a rew cxceprions already no1cd, import thcir sup­
pljes because 1hey do 1101 find certified requiretl qualiry and quan1i1y 
naiionally and regionally. Potenlial n,i lÍ <lM I and regional suppliers 
have financia! problems in upgrading and lack the cena irHy tha t 
11,cse cosls will definitivcly lcad to comrac1s wi1h clicnt fln11s in 1he 
face of continua! globa l compeli tion. Thc pro ccss of deepening 
va.lue•a<Jded scgments has to occuc in cost.s, plru\ning, and a variety 
of prog_rams and mechanisms to go beyond this market rationality. 
HorizontRI industrial. poJicics, as followed by lhil federal govcrnrnem 
since 1988, are nol sul'ficienl a11d do not addre:;s the massive chal­
lenges lhat have becn geoera1ed by this industrial orgllllizaüon. 

Thc Pham,aceuticallndustry in Mexico Cily 

Thc phamn1ceu1ical industry is subsiantially differen1 írom other 
industries. 11 is divided into raw ma1erial or medicü1al chemical 
(actil'e substances and ingredicn1s to produce dru gs) produclion and 
processing und auxiliary producrs for heall h and drugs . 
Pharmaceulical produc1s, and parricularly drugs . cannol be traded as 
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cununodilies in 0 1her indusufol a~1ivitics .,11c!1 .~• ,,uwm,¡bi!cs a11d 
d ec1ronics because of m)nu·ade barriers. rvforcovcr, a high clegrec of 
innov~tion and ,costs in rcscarch ~rnd <levelopment. na1ioüal and 
regiooal sodal sccurily ancl heallh rcgulatiun syslcrns. signific-n111 
emcy barden;, high capital imensity, nonwriff barric!rs. and ◄m inter­
n.uional oltgopoListic marke1 ~trui.:turc characterizc the phamlaceuti­
cal ioduSlty (flall:u,ce . l'o gány, and Forstner 1992). lntcrcsts irr 1his 
imlustry provide diffcrent, and in somc cases. di:.ímecrically opposcc.l 
goals and objcc tivcs arnong ils actors : big transn,,tiúrl:11 fi nll S, smnll­
cr firms with nationnJ and foreign capita1, national and imcnrntional 
instit01ions, mcdical associations, ~md social public cntities (wi1h 
ll1eir hcalth and budget consideralions). 

Thc value-ndded chain of lhe phatmaceutical industry can be 
divided into 111 least threc irnpor1am segrnents. Fina, thcrc is R&O 
which. depeoding un 1hc specific coun1ry, accoun1 for around 15 per­
cent of 101al valu c added. Second are inpu1s and manufocturing of 
ucüve ::.ubstance:s: as well as turning out medicinal c.he1tucal,s. the 
rnanufacturing process tnmsforms these inputs into firrnl consumcr 
goods as either drugs c,r auxiliary products for health. This process 
accouots intcrnationally for ai1 average QÍ around 40 perce111 of total 
value added in this sector. Third is distribution, represeming around 
25 perccnt of va lue added. Ncw drugs or pbarrnaceu1ical producL5, 
approvcd by rclevant national institutionst are commercialii.ed 
lhrongh differem chnnncls (c.g .. d111gs1ores. wholesalcrs; dirncUy 10 
1he public sector). After the expirntion of the patenlS of any produc1s, 
othcr finns c,an produce the same drugs (also knowo as generics). 
Thus, while prices de1crm inc lhc cornpctition of generic producis, 
cor11pclllion among drugs under palent is achieved by di ffcrcntialion 
(Oue1sch 1998). 

Finally. it is irnportant to stress tha1 spccific foaiurcs charactcr­
ized pham1accu1icirl industries during 1hc 1990s. On 1he one hand, 
the induslry has an oligopolist ic in1crna1ional markci simcture, in 
whioh 25 iNCs control about 50 perccnt of total intemational sales. 
Thc rnain fim1s are frnrn 1he ü nited S1ates, the European Union, and 
Japan (Ballance . Pogány, and Forsmer l992). Second, it is important 
10 understand 1ha11 thc basis of the succe.ss of the induslr)' is research 
and developmen1, conce111rnted almos1 cxclusively in OECD natioos 
and spcéifically in the United $tales and 1he European Union. Givcn 
llw high costs of developing ncw ,1c1ivc substances ,md drugs, the 
innovation. manufacturing, and distribuúon of a sjngle ncw approved 
drug cost s around $500 mill ion. Pharmace utica l firrns s ince 1he 
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1980s hnve beg1111 a numb cr o f a~m c iati (>ns ami joi 111 ve mu re~. 
l111erfim1 collaboration, s1ra1egic inve~1mcn1s in R&O, and ncw ami 
more ex pensivc. lt'<.:huologies. ~uch as. in hiotcd molugy , have rein­
forccd oligopolis1ic nwrkc1 strucLurcs in spirc of che high compctition 
:-tmong. firms in final goods markets.9 ~n,c íull dcvelopmenl of drugs­
from in itial R&D to numerous ccs1s ancl fonn al approval- can Lake 
up 10 20 years ( investmenl~ in rhis sector are charncterizc<l 001 only 
by diffcrcnliation of products. bul also by long-1em1 rrojc c ls) . 

As idc from 1hc industry '.~ organizañion ancl 1he rr ocesses o f glob­
aliZiHion. pharmaccuticals TNCs increasing_ly choosc onc sire to pro• 
duce active ::mbst,rnccs and, in some e.ases, drugs, while distribution 
is launched simullancously in sevcrnl markcl s (Chappel 1996). Fn¡m 
this perspectivc~ specific loc:11, region::il, and national conditions are 
of crirical imponan ce for TNCs in makin g decisions on long-1e rh1 
stra,cgie invesonents. Pinally, a varic,y o.f nontrndc harriers, particu­
larly nationa.l ;md r~¡;iooal laws, diffore nt " good manufac1uring prac-
1ices" and laws, and closed markels that prevc111 competition wirh 
these priori1y flnns have resulled in relativcly low levels of in1ema• 
tiona l rradc in pharma ceu1icals ( lJSJT C 1998). Neveri heless, and 
given lmnnonizaLion effo.rts arnong OECD nations. ir is cxpect<:d that 
in1crna1ional trade will surge in the comin g years (l'hRMA 1998). 

TI,e pharmaceutica l industry in Mexico bcgan in 1he l940s and 
was strongly iníluc nccd by Europe,u1 and IJ.S. transna1ional disrribu­
tors, Du ring IS! , and particularl y ál'ler 1he ct isi s of 1982, lhc 
Mcx ic:m govemment implemented severa! programs to enhancc thc 
phannaccu 1ical illdnslry, par1icularly in producing rnw ma1erials, in 
ordcr to guarame e suppl ics nalionally . In arldition 10 specific pro­
grams for 1hese sectors, onc of the main policics was to control 
prices of drugs and to discriminate ,,g ainsl imported goods through 
multipl e tradc barri ers, includin g he.alth and sani1ary reg ulation$, 
impon liccnscs , and domestic valuc-added requirements . íh c period 
1984- 199 1 could be consirlered 1he go lden age of Mcxico 's pharma­
ceul ical indus1ry, with more than 300 pham1aoeu1ical labora1ories, of 
which only 75 were forcign . As a res ult of 1hc abovc programs. 
domes1ic value acldéd in the phamrnce utica l indus1ty in general was 
rcla1ivcly high, es limalcd al round 80 perccnt al o,e cnd of the 1980s 
for raw maicrials (CEPAL 1987: Dussel Pc1ers 1999c), 

Howevcr, lhe imroduction of the new Federal Law 10 En.hance 
and Pro1ec1 Industria l Propeny of 199 1 drarnnrically clmngcd the si1-
uation for Mcxican firms. The most slgn i ficant ch~nge, in compari­
son wi1h prior law, was that only fina) new enti1ieti or substances 
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coul<J he paiented indepeudenlly of thc proccdurc for obiaining them. 
This log ic runs against prior policies, which only allowe,I for pa1cn1-
ing processes independen1 of the fioal resulI or s ubstancc. Thc ncw 
law was alsn retroactive. Iha1 is. palents s1ill in cffcct in 01hcr coun .. 
trie!) wcre also effcctive in M exico. 

IL is al~o irnporiani I<> point oui tha1 NAFTA and prior imporr lib­
eralization havc had a signiíicanl imp~lcl on impon tariffs. For che 
wholc pharmaccuLical industry, Mcxico imm(:.diately abolishcd tariffs 
on 5 1 pe rcent ol' ali impo,t ed i1ems in 1994, and anothcr 47 percent 
will be al>ol.ished by 2004. In 1994, iariff abolition was n19re pro ­
found for medicinal chemicals, affecring 6 1 perce,u of toral impúrlcd 
goo<ls írom Canada and the Unired S1a1e,; immedia1e ly, Mowcvc r. 
anc.I much more rclcvant for thc sector. bccause nonrariff bnniiers are 
prevale11L in rhe.~c. industries, so wcrc govcrnment acquisitions. After 
2002, health ins1itu1ions in Mcxico will have lo open ac,1uisi1ions 10 
Can,1dian and U.S. linns, and preferences for domcstic finns are for­
bidden, with few exceptions (BANCOMEXT 1994) .'º 

As for tite Nlmccure <>f Mex~co 's pharmaceuticaJ sector, since Lhe 
bcginning of rhe 1990s the prívate 111arke1 represenlS around 80 per­
t:em of thc 10ml markct , wh ilc lhc rcsl is ~hared among 1he govcm­
ment 's purchases. In genera l. Mexican fim,s have orien1ed their pro• 
duction 1oward 1hc public sec1or, while TNCs scll through prívate 
channe ls. The degree oí concencralion in 1he phannaceu1ical sec1or 
has also increasc.d signif ir.:1ntly: the 30 mo s t importatll firm~ 
incrcascd ltuúr share as a perccn1agc of 101úl sales in the ph31maceu-
1ical marke1 from levels bclow 60 perccnl in the 1970s 10 60.30 per­
cem in 1988 and 72.10 perce111 in 1998 (Dussc l Pc1e rs 1999c). 

The impact of liberaliza1ion on 1he pharmace utical industry has 
been impressive and has allowed for a deep re.structuring of its finns , 
"unmarizcd as foll(Jws (Dussel Pelers 1999c): 

1. GDP growth for ll1c phannaccutical sec1or has increased sub­
st.antially above Mexico's average, and irs share in Mexico's 
manufa ctur ing seclor increased from 2.30 percent in 1988 10 
2 .90 percenl in 1996 (see Figure 7.2) . Mowevcr, lhc cmploy­
menl share of 1he iodustry fell signific,mlly, from 1.36 to 1.22 
perccnl ror thc s;,me pcriorl. As a rest!h. a nd similar lo ,nosl 
dynarni c branches s ince li.be ralization . llabor produc1ivi1y 
intrcn scd impor1an1ly. 

2, TNCs have increa.~ed thcir ovcrall share. in lhe pharmaceutical 
marke l. from 70.0 pcrccm in 1993 10 m()rc 1han 72 percenl in 
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f igure 7 .2 Pham \.tceulic. 11 r roducts: Sharc. of Ma.nufad urin g 
(1960- 1996) 
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1996. TNC s havc bcen very clynamic in Mcx ico's markel, as 
well as in exporling. and annual FDl has bcen relalivcly s1u­
blc for 1994-1998, in sp itc oí lhe 1994 crisis, al around .G 160 
millio n. 

3. Exports by the phun naceut ica l imlus1ry iocrea,,ed lhi, n O. 72 
perce n1 of 101al Mcxican ex porls in 1990 to 3.18 percent in 
1998, represcnling 53.74 b illion in lhat year, with an A!\G R 
of 39.3 perccn 1. signi ric,mtl y highcr Ll1a11 1otal exporls , 20.3 
percenl. For 1he ,ame pcriod, expo rts oí auxilinry hea llh prod­
ucL, increased . muinly to 1he United S1a1es. from $79 million 
10 $2 .78 biHion. 

4. Pharmace utical impons . t)n thc other hand, increased hy an 
AAGR of 13.6 percent during 1990- 1998, lowe r than 1ta1 of 
1otal irnpor1s of 18.\1 pcrcem, and accounted for $5.36 billion 
in 1998 or 4.3 pcrcenl of tolal imporls. Raw material i111ports 
uccounred bc1ween 1990- 1998 l'or more 1han 50 percenl oí 
total pharrnacc u1ical imports while dnos imporl.~ grew :01 an 
AAGR of 28.8 pcrcen~ uccoun 1ins for $6 13 mi.Ilion in 1998. 

5. These impon and cxpo r1 Lrcnds resullcd in a nesa rivc iradc 
balance for Lhe Mexican phnrrnaccu 1ical industry as a \\hole. 
Ali pbannace ulic:11 subsectors, with 1he exce p1ion of auxiliary 
health products, accou111ed for a l.nldc delicit ovc r 1990- 1998. 
Tbe ann ual Lrad~ deficit w,~s relative ly stab lc. al around $2 
billio n, wilh now ma1erial or medicinal chemi.ca l product s rcp­
roscnting the main so urcc of the deficil, gcc umulat ing, $ 17 .7 
billion fo,· 1990- 1998. 11 is important LO no1ice th,11 lhc irade 
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Jeficil in raw rnalc.rials ro:-:c conli11ually for 1b; pcriod. inde­
penden1 of 111c crisis o f 1994--1995. 

6. Most pharmacculica l cxpo rls go 10 1he United Siates, with an 
ave rage oí 74.89 perce 111 or total expons for 1990-199~. and 
wil h the tn:md increasing for that period. lmports from thc 
Uni1cd S1a1es. with a 46.38 pcrcenl share over 101al phan ua­
ce ulic,,l im.ports . are low comparcd with éXporfs. Othcr 
na1io11:t such -as lrcland. Japan, Swiczcrland, and, incrcasingly, 
C hina havc bccomc major exportcrs o f raw rnatcr ials 10 
Mcx ico. 

7. ·n. e lauer 1re11ds have resuhcd in an incrcas ing polariza1ion of 
Mcxico's pharn1aceu tica l indus 1ry. Whi le TNCs and scvc ral 
big naiional pharmaceut ica l finn s have béc n succcssfu l in 
increasing sales aml labor produclivi1y and in i,inovating prod• 
ucLS :H:d pr(>Ccss:cs, many local and nallonal firms havo gone 
i)ankrupl or hnvc becn so ld to bigger finn s. Th is is panicu l;,rly 
1hc case for 1he medicinal chemical indus lry, wh1>se dornc.stic 
value added dcc reasctl from approximatc ly 80 perccnt a.i the 
end of 1.he l980s IO abou1 20 percenl in 1998. Of 300 finns al 

1he c n:1 of 1!Jc 1980s on ly 35 rcmni ncd in 1998, and i1 is 
cxpcc 1cd Lha1 around JO will be lcfl in 1he rnccli'Jln ierrn,11 

Me xico City had 68.44 perce nl of Mex ico ·s phann accu tica l 
industry in 1998, wi1h more 1han 34,000 jobs and mere Lhan 60 pe r­
ccn 1 of nalional phamiacc ul icO:I GDP in 1995. The pharmnceutica l 
induslry in Mexico is part of a large comp lex of activi lies-fro m 
basic chc micals lo raw material s, wholesa ling of chernica ls, and 
packaging- 1ha1 accoun lcd for 62.624 jobs in 1998 .' ' This cornp lex 
inc·ludes 3.'254 fim1s. and pharrnaceut ica l produc ts are the major 
activi1y. In a,klilion, big fim1s ( i.e., lhose with more 1han 250 work­
crs) play an i111por1ant role, acco unting for 74.29 percen1 of lotnl 
e111ploymem in 1998. Thus, tite pharrnaceu1ic:il induslry in Mcx ico 
Ci1y depends heavily on lhe dynarnic of big lirrns, much rnorc than is 
lrue in 01ber nc1ivities, bo1h natio nally and in Mex ico Ciry. 

lt is in lhis general comcx1 Lhal the govcm ment of Mexico Ci1y 
hegun a proj <:cl in 1998 as an anemp1 to further stimula1e 1he phar­
maccuúca l industry in Mcxico City and the Me tropoli lao A rea. Afler 
1he Pru·1y of Democrn1ic Revol u1ion (PRO) won the ~laic clcc1ion in 
1997, Lhe PRO governme nl irnplernen1ed seve ra! pro;;rams- inclutl­
ine supplier :1ystcm~ for thc subway :rnd gove mrncnt acquisicions. 
and part icularly lhe Trusl for 1he Consoli dation of Microcr11erprises 
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in Mc xico Ci 1y (Fideicomi so para la Conso lidac ió n de la 
Microt,l'n¡m:,sa en el Dis1ri10 Federal, l'OCOMI). FOCOMI has bcen 
opcra1ing sincc /\pril 199t< ::-iml is iliinecl a, fin.1ncing che productivc 
:1ctivitics of mieroenterprixc::; ( i.c .. 1ht~se with fewcr than 16 work­
crs). The general objcctives o f í'OCOM I Me 10 preser ve micro ami 
~mall firms and to c;1hance 1inkr1ges \llr'ith other fim1s in thc re¡;ion. 
More specificall y, FOCOMI allows crcclitij nf up to $25,000 for cach 
fírm al pre fcrcu tial intcrest rarcs (GDF 1998a; Manzo Yépcz 1999). 

Specifica11y regarding the pharn1ac~utical secwr. the govcnnt1en1 
of Mexico C it y bcgan in l 998 to imp l1.:!men1 ~ rHogram of 
Acquisili(,ns of rhe Oovernment of Mexico City (GDF 1998b) . The 
objective of lhc Mc xico Ci ty govcrnmcnt is 10 chnnncl i1s own 
dcmand for phurmaceutic:tl proclucts- around $14 mill ion. or OA 
percent oí 1he 10ml national pham iac-cutical markct in Mcxico-10 
local firms. On ly four instit.utions in Ivtexico City's gove mmenl gcn­
erate 94.72 pcrccnt of this <lcrnand. ami 22 <>f thc pl'Oducts in 1998 
representccl 88.74 pcrcent of total denwncl. 

The gove mment of Mexico C ity h;1s a11cmp1ed 10 generate sever­
:tl spocific progrnms for micro- and small en1erpriscs in ordcr 10 gcn­
c ratc linkages with the dy,rnmic TN'Cs, as well as dircctly through 
govemme nt nct1uisi1ions. By lhe cnd of 1998 1hc program included 
ll1e possibility of linking thcsc fim1s 10 FOCOMl. 

Even thoug h, by the end of 1998. the progra111 for pharmáceu li­
ca l microlimis still had 110 1 bccn iniliated ami linked 10 FOCOMI, 
the program was still relevan!. On oniJ haud. thc city govcn1ment's 
altcmpl, thou gh still ncw, is designed 10 ·counter potent.ially ncgative 
econom ic and politi cal global trend s :ti the regio nal Jeve l. Give n 
1\ation:iJ industr ial t>olicies :md global trend~, the city govem mcnt 
has initiat.ed a regional proccss 10 stimulate sp~cific sectors: selcct 
111cm by thcir social. political, and e-co nomic importance: ancl imple­
ment programs in cooperation with busines~ chambers and oOter sec-
1<¡rs of Mex ico C ity's society (Dusse l Petcrs 1999c). 

On the other hancl, llle spccific go al of promo1ing rhc pharma­
ceutical industry in Mexico C ity and its Metropolita n Arca is rele ­
vüill becnusc it rcvcals severnl limirntions and shortcomings . In gen• 
er al. the pharmaceuti cal indu$try, a nd particularly raw mater ial 
producers, do not find favorable condi tions in Mcxico City. Skilled 
labor and thc proximiry of markets ar.e t wo importatll fovonib lc con­
ditions found in Mex ico City, in add ition to thc cxisting local phar­
maceutical industry. Ali the samc. since thc l 980s lllerc h;is bccn an 
ove r:lll tcndency of pharmac eu tica l firms to move 0111 of Mcx ico 
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City. Also. thc fedcrnl J?overnm cnl 11~,d promoted the decenrral iz~1tion 
<)f pharmaceutical l'irms from Mcxico City at thc end of the 1 \180s 
throug_h spccilic pmgrams. The intensive use of solvents :mt.1 explo­
slve ~rnd toxic suhstam.:cs, limi1ations on waicr use .. high co:-as of land 
,md or scrvices in general. and transpon;Hion prohlerns prcscutcd 
severc limi l:lliüus io 1he industry in Mcxico City. Morco,1cr. c.cologi­
cal and hcallh rcgulmions res1rain ,11~ industry' s cxpansio n possibil i· 
ties. Asidc fron1 lO thcsc ~pccifi<.: condiLions. thc govcrnment of 
Mcxico City is confronred with thc global st.rate,gies or TNCs and 
compeles dircctly with tHher rngions in Mexico ancl 1he world for 
·rNCs' investment. From 1hi..:; perspec1ive, the effo11s of the govem-­
me111 of Mcxico City, whosc denrnnd in the nalional pharmaccu1ical 
tnarkets is only arnund 0.4 percent, is nor sufficicnt. lhrlc.ss 1hc gov­
emmcnl. is ablc Lo coordinate effons with olher reg ional and federal 
insrirutions, as well as education t.-:e:ntcrs. 1hc governmcnt of Mexico 
Ci1y alouc has little chance for promoLing, or even maintaining, 
exi-sting pharmaceu1ical activities. 

Prclimi na.ry Conclusions 

V,./c havc just seen some of thc new economic din1ensions and cha J .. 

lenges of g lobalizát ion. Paradoxically, globalizalion generales in par­
aUe l new processcs in localit ies and regions bcca ,ise thesc are thc 
predom i n.1111 si tes 10 be affcc ted in thc con1ex1 of capital and trade 
liberalizaticm since the 1980s . The relationship bct wccn nation-states 
and rcgions , as well as inte n egiooal linkages, have already changed . 
The speciJic fomi of intcg rntion of reg ional ccon omies w ith the. 
world markct becomes one of thc fundamenta l econom ic, soci:11, and 
politica l challengcs for regions and depends on te rritorial cndogcne­
ity aspects discussed in Chapter 1. 

lntcrfimt relationships nnd particularly subco ntracting are rele­
vant in thc <:0111ex1 of global commodity chains and flexible produc­
tion. Whi lc short-term subcon lrnctiog is thc more sporadic and usual 
fonn of subco111racting, verti cal and dyn:1mic or systcmic subcon • 
1rac1ing forms include highe r degrees of leaniin g effec ts betweeri 
firms and could give risc to a potential cndogeno us growth pr1Jccss . 
Ali ll1cse subcontrac1iJ1g forms include costs lhar increasc from the 
s impler short-tcrm subcontracting to the more compl ex systemio or 
dynam ic subcontrácling f'orms. 

Mos t si¡,'Tlificant for econom ic thcory. prices ami costs play an 
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imponan1 role in subcon1rac1ing and irnerfinn relntioos anti inclustri ... 
al organiz¡uion. l·l()wcvcr, and <lepcnding on ll1c. specific c~1::.c. flows 
of intra- ami lnterfirm informarion. longM1em1 c0Qpcra1io11. and ovcr­
:dl certainty are a1 leas, as hnportanl. Thus, it is <1ul1c pussible 10 
think oí' ;•incl'fit.:-icnf ' subcontracting forms stríctJy Íl'om a cosl­
bcncli l analys is lhal ,rre nevc rth~lc~s h ighly "cffícicnC ' in 1h~-long 
tcnu. Thcse subcontrncting structures are impor1ant for fitms wi1h 
many global CQmmodiLy chains: the ccrrainty of q11:1li1y, jus1-in•lime 
delivery, :md lechno logica l dcve lopmcn l of :111 ~ubc1m1rac1ing firms 
is at least a:,; rclcvant a:-. cost-efficiency. Otherwisc, Lhc failurc or ,, 
single par!. componenL, service. or process in thc c<m11'nodity chain 
of a final good can resull in 1hc inabilil y 10 sell Lhis good and in sig­
nificant losscs. For examplc. quality problems with harne-sses, proh:-1• 
bly the com ponent~ of 11,wcs1 value-ad dcd in a persona l cornputcr, 
con lead to lost Sálcs in 1hc final markel . 

Sincc 1988 Mexico ·s region al lrends havc changcd dramatica lly. 
On o,c onc hand. the federal govc mmc,nt so far has nol been ablc lo 
confronl globaliz,r1ion 1hrough the coo rdina1ion of regiona l policies . 
Such an approach would havc 10 go far beyond a nacional horizon1a l 
induslrial policy, as foUowed umil 1999. Wi1hout á doub1. rcgional­
iz:11ion is not Hn ensy task poli1ically ami il is cominually in conílict 
wi1h Mcxico 's ce111ralis1 policy s1ruc1t1rcs. Also, a chao1ic number of 
programs and ins1n11nc111s havc been implemenled in prac1ica1Jy ali 
Mexican states. in m:my cases with opposi,e and c<.mtrndictory goals 
or in 01ber ca~es Clllrtpc1ing di rec1ly w i1h each 01her, fucling tcn ­
sions, and dclaying lile understa nding of regional proccsscs . 

ín general, Mer.ico has ex pericnccd an imporrartt polariza 1ion oí 
region,tl econom ic ac1ivi1ics sincc 1988. This is prese nl. in those 
regions with linkages I! ) cxpor l activities. such as mac¡uiladoras. in 
addition to thc tradit ional productioo centers of Mcxico, such as 
Mcxico City. Trends in GDP pcr cap i1~ clcarly rcílecl 1ha1 polariza-
1io11. With the excep, ion of 1he statc of Quintm,a Roo, Mex ico Cily 
has be nefited substa nlially s in ce 1988 , whi le other regions of 
Mcxico, parricularly !hose in thc sou1h, hnve lost imporra nce in GDP 
and in terms oí GDP pcr ca1>ila, Jt shou lcl be noted that lhcsc trends 
compare cl only wilhin Mexico and with Mcxicó Ci1y. lñWfMtiona l 
comparisons of Mexico 's cegions would show a much more impres­
sive polariza1ion, 

The case studies of lhe e lect ronics i11dustry in Jalisco and 1hc 
pharmaceutical industry in Me.xico Ci1y are ímportant from more 
lhan one perspecl ivc. For i,m ance, they show lhe emergcncc of ne.w 
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in:,:;titotions :Lt 1he local and region:11 tevcl. Locnl am.1 rcgiornd gov­
ernrnents, busintss chambcrs. and in1ematio11al .:md educalloil insri­
lllti_ons~ :imúng others, h:1.\1C bcgun progn:uns in thi.,; ac1ivity. and thc 
clcccronic~ and ph;1ro1:1.ccutic:al industries refle,ct lhese new pro• 
gi:ams. Howcver, 1he industries also pl'esent thc limic.ttions· and short­
con'ling,s of \he progrnms. A lthough some prosirams HppC:ar lO be 
rnorc succ~~ssful 1ha11 others, in gener;.11 local and regional govern­
ments havc difficulty in unders1anding thc ra1h,mlle and s1Jategy of 
big finns and TNCs. In mos t ,,r 1ho cases, policics to supporr loca l 
ancl réglona.l cnterprises are also not very significant, givcn the gloh .. 
al magniiude of sa les. ro, examplc, mid e.mploymen 1 or 1hc rclcvan t 
firms . Pina lly, and al tease for lhe case Nludies. 1hc rclationship 
between federal and rcgio11c11 ins1i_1u1ions is :.tt bcst ambiguous. 
Federal ins1i1u1ions do 1101 direct ly obs1ruc1 rcg ionRI efforis, bul 1hey 
do 1101 !-upporl lhern directly eithcr: in many casest regional policics 
are cither de layed or cven contradictcd by fedem l guidc lines. For 
sta les governed by opposil ion pan ies. the tens ions b.elwccn 1hcn1 and 
the center areevcn more obvious. 

Yet the two case srudies also show thc paTticular industrial 
org:rniza1ion of lheir respective indu$tries. The swdies c:mnot be 
gc ncralized for Mcxico's cco nomy, but do clru:ify some of thc dis ­
cussed issues for Lhe manufacturing sec;,or. The clectronics and phar­
mace u1ical industries llave been ex1reme ly succcssf ul in 1erms oí 
GDP growlh, cxpor ls, and produc1ivi1y, nmong olhcr variables. Finns 
such as 113M and SCI Sys1ems in Ja lisco, as well as Promcco • 
IJoehring er logclheim and Schering Plough in Mex ico Cily, ,unong 
many others, inves1cd substantially during 1hc 1990s and have plams 
comparable in 1echnology, qualily, ancl organiza lion wilh plnnts in 
any OECD muion. Liberaliza tion and NAFTA have beco significan t 
in gencrallng thcse investment!) ami have allowed the globalizati<>n 
of parts of lhesc secio rs of Mcx ico 's eco nomy. 

However, tite.se l'inns and induslries are not solving Mexico' s 
sLructural problcms and contradiclions. Since lhc.~c activities are rel­
at ively cap irnl i,nensive when com parcd wi1h Mex ico's economy. 
particularly in die phannac eut ica l finn s, 1heir impact on employmenl 
bccomcs minimal. lt could be argued Lhat these export •oriented liml 
1nodcm sectors generate linkages with the rest of lhe cconomy, and 
lhus their lndircct impact is much largcr. But, as analyzed in bolh 
industries. this is Qnc of tite weakesl points of libcralization and its 
resulting industrial organization. 

In die case of lhe eleclron ics in<lustry in Ja lisco, this complex is 
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par, l)f n globa l comn1odi1y chai n organi1.c.<l by TNCs . ~,.ilh few 
cxccp1ions, as.scmbly is 1he mnin glo bal func1ion of 1his cluswr .. lt is 
ros s ible 1ha1 che c luster will be irncegl'aled ioco ncw arca~ uf thc 
valut -ndded scgmcnI of clcc.:1ronics.. llowcver, curren I struc1uI·es ancl 
industria l organizarion sugges1 01herwi se because thcy reílect an 
orga.nizaüon form that is: "rafion, 1]" for a li firm s. Thal is . TNCs 
im porl most of 1hcir pm1s, com ponents, .ind processes because ,hey 
ar<·. not uvail::ible nationa lly and rcgiona lly, while 1he rcchnnlogicnl, 
quall 1y, ancl o rgan iz:u iona l shor1comi ngs t)f regional ancl national 
fil'ms are :,pparcncly 100 scvcre (and -coscly) co 1,c overcomc. 

The pham,aceucical iuduscry in Mexico Cicy, but also in Mcxico 
in genera l. (allCI wi1h imponanc differences from clcclro nics) also 
shows simi lar l imitalions. \.\'hi le TNCs and a few Mex ican firm s 
have hcen t1blc 10 successfully face globaliw1ion and che liberaliza­
tion s1ratcgy, rnost Mexican firms have gonc bankrup1 . This i$ partic­
ular ly the case for raw mater ials produccrs: lhc domcstic share. of 
raw ma1erials fell fl'llm around 80 percc111 in thc late J 980s 10 around 
20 percent in 1998. These ireuds. as in 01her scctors, show 1hc disi11-
1egrncion of linkages be1ween úte pharmaceulical sec1or and che resl 
of che Mcx ican economy. Nei1her eleclro nics nor pharrnaceutica l 
fim1s pcrfonn relevanL R&O act ivities or high value-added services 
in Mcxico. 

ln boch cases. 1hese specifíc types of cmcrging industrial organi­
zacion account for high and nega1ive trade balancc/GDP cocfficicnL~. 
From 1his perspect ive, microeconomic and industria l organizarion 
patterns resu lt in n,acr oeco nomic un sus ta inab ilit y for ·Mexico's cco n­
orny, as ref ícc1cd ,n lhc cri;ds of 1994. Clear ly, lhe general'ion of 
iinra- and incerfim, linkagcs, of sul¡contracling, ami of in1egrn1iog 
1he rcspec lívc firms and branches regionally is noi an casy task, s ince 
1his indus1rial organization has crea ced a ra1ional bul unsus1ainable 
economic industrial organizatio n. As in Jalisco and Mexico Círy, 
embcdding lhesc activicies locally and regionally requires financing 
and costs on the part of participalin g inst itulions. 

Notes 

1. Other conccp1s1 such as "lean produccion,1
' .are understoo d as il 

form of flexib le speci:ili1.<.nfon. Lean produc1ion refers lO :11igl11 rel:uio11sh.i1) 
belwecn :1reas of acqu.isilioo of inpu1s. p roduc.Liou. :1od dlstribulivn, ;Js wcll 
as worki1lS-s-roup$: highly qua1ified in on~ firm1 based on ;1 high dcgrcc of 
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lrnsl l1c1wt~e.c1 íiuhconsracle.lrs ~1.nd uH11\uf:lc1uring finns of final goods. hura. 
and intcrfinu <.:úQfdlo,uion and cooptn.11ton bcco me íundament:,1 fonm; uf 
successful ¡>erfonn:uu::e in and within lirms. l''rtos1 imporL;'!nl. thcsc trcnds 
indicaw Lhal it is 1101 :1 m:lller of segmcnling. lhe pr(1duc1ivc prncess. b!,.ll of 
gC11cr:Hilll;. a ncw sysH:míc in 1cg rniion \l,tichin and bclwc.cn finns (i...: .• lo 
intt:rn;ilit.c sys1cmically. witltin :uul b~!tween firms. procc~sei; in 1ime .-md 
spacc. in "reál 1ime"} (Messncr 1995; S:·,ye.r :1,-.d \.Valker 1992). 

2. Mictmcl .Slo1·pcr asks . in this scnsc. "how 10 creatc a terri to rial 
1)tde 1· in which thc possibilitics íor social and -.:conomic dcvelopment. which 
wc knuw 10 exist in lc:m1ing region~. are not mere islnnds lloa1ing in a sea 
oí Jc;m 111anag.emem and r:,pid ent.ry :rnd exit?'· (Storpcr 1997. J{)O). 

3. U11fof'luna1e,ly. un1iJ 1999 iheré was 1\0t a homogcncous dat:.1 sel fot 
rcgion;1I GDP for 1970- 1996 or lo1cr. So far, ~nly INEGJ ond PEF (PEF 
1999) havc publishcd GOJ" at c.urrcnl pesos. which does not allow calcula-
1ioll of growth rntes for ihc petiod. 

4. For a dctailcd :,urniysis óf 1his issuc scc Duss.~I Peten; ( 1998 . 
1999:t). 

5. 11 i~ 001 possiblc so for l<J es lab lis h the ex:ict relutionship betwee11 
i111po11s :rnd ptoduc1jon or GDP. Offidal ::;1a1is1ics point ouc 1ha1 the local 
co n1cnt of clcctro nic industry in Jalisco is ;tround 20 percenl. However . 
1heseest imations incl.ude foreign supplicrs tlutt are csrnbUshed in Mexko. In 
ch~ more 1han 25 fim1s vi8iltd, imponed lnJ>Uts by v:due nccounted for at 
lcast an csI.ima1cd 95 pé}rctnc of 10ml production. 

6. In some of 1hc íinn ::. i,uerviewed, clicnt firms force suppliers to 
huy impor1ed and c.crtified r:1w materinls 1ha1 can be found regionally, but 
wiLhom íinn :lOd in1erna1ional ccrtific::1li<m (JSO 90()(), among others). l.n 
otl1er cases , subco0Lr~1ctlng finns concc1.1Lra1.e-mainly on tite opcrütion of 
equipme nl and nmchine.ry provided and owned by cliem finns. 

7. lr\slilulions such as Produc1h·e CJHdn in Elec1ro11ics (Ca dena 
Produc1iva de la Eltc tr6nic;,), which focuse.s cxc1usively on 1>rojects and 
progrnms t(). decpcn linkugcs in J11li~to's elec tron ics scc1or. :md is being 
financcd jo i.nt ly by public and priv:.ne resourc.es. are importnn1 ir1 1his con­
text. Sincc 19-95, electronics has bccmne one of 1he selected uc1ivities for 
government supporc in Jalisco and has bc:en c.nhimced hy several prognnns 
(Woo Oómez. and Guillemu) 1998). 

8. ''ílli.s is most relc.vam for economic thoughc. sincc most economics, 
parücul:u-ly neoclassic:ll, foeus exclusively on priccs as the sigoals íor pro~ 
duccrs and coosumers to alJoc.atc their respective rcsourccs (sce Chapter 1 ). 

9. Since the 1980s, an imprcssivc conceo1ra1ion proccss bi\s rnker\ 
place in which big TNCs havc bough1 sm91ler nalional finns (lioffmann La 
Roche boughl Gcucntcch, Ciba-Geigy boug l11 Chi.ron. and Glaxo boughl 
Afíymax , ,unong othcrs). Mowcver, there is a p:m1llel deep a11d extensivc 
nc1work of imerfirm cooperar.ion: Smí1hKline Bee<.~hrna,n, for e:<a111ple, has 
aroumJ 1.40 i,uemational coopcnuion agreemients in 1995 and 01:u:o more 
1ha11 50 agrccmen1s wi1h U.S. universi1ies (UNCI'AD 1997). 

10. In thc hc:i.ltb sec1or according 10 NAFrA only :1cquisitions of lcss 
than $50. 000 are :-illowcd, not incJudíng finns of NAFl'A members aücr 
2000. Mo1:eover1 NAFfA provicles a general reserve of acquisition.s of S L 



 

hilli on, uu 1 u f wh(ch Sl50 rnilli on i s rescrvccl rn auxilil1ry produc l S for 
hcallh (B,\NCOMEXT 1994). 

11. ln spite ol't hc.~c general trcnds, i1 is impon:uu to stress 1ha1 scvcrn l 
Mexic au li 11ns \., .. ¡,11 l)e twee n 400 and 500 Wúfkers i.lfld a1111ual s:i.le:-: of 
beLwce.n $20 and $40 lflilli oll have bee1't Mn:cessfuJ ::u1d llil\ll.: i 01por1a111 
IJOtcnti;1I. f irm::. :Hu.:h ¡,~ Proquilin and An11str()ng h11vc ckvelopcd thc;;ir own 
phannnccuti(:al producls trnd <:oH.:rcd nmrk c:1 nichcs in biotcchno logy. 

12. Aulhor's calculalions based on SECOFI (SIEMJ. 

8 

Co11clusion: 
A Look to the Future 

Reca lling 1he main ques tions in ihe i111roduc1ion oí chis book, Wha1 
are 1J1c lcssons of Me.x ico ·s cconorrtic and soci al "success'"! Is it thal 
the crisis nnd some ,,1hcr "m istakes"' wer e 1he result of' a s ing le 
Machiavellian m.ind? Js it s imply that a seco nd gcncration of refom1s 
is required'! Or is it the foilure of neo libcr .tlism . lhe ··molher of all 
ev ils ' during the 1990s. :is some analysts have even sugges t.ed? l-lavé 
Lhcre bccn any theorelica l and policy learning processes? What are 
the implications for Mexico anJ other naüons tha1 havc followed a 
liberalization siratégy thrnugh lhe 1980s and l 990s? 

Thi s book attempls to answer these quest ions from different pcr­
spect ives . 11 sugge sts, on 1he one hand, tha1 the libernlization s1ra1cgy 
implemented in Mexico since 1988 has been ex trcmc ly cohercn t 
wilh;n irs own e<mcepwal /rcm,ework and implcménted policies . On 
its own rerms, liberaliz.a.tion has becn relativ c.ly succcss ful. 

On the olher hand, the conceplual and po licy framework of lil>er­
alizalion strategy has significam conceptua l and policy flaws . Thco ­
rct ically. tl1c proponen ls of libcralization argue. along wi1h cxpon­
oriented industrializ.ation proponents, 1hat in a market -fricnd.ly co n-
1cxt and s1able macrocco_nomic condilions , expo rts are sufficicm for 
socia l and cco110111ic efficiency. econo mic growth , and overn ll deve l­
opmcnt. 

Howcvcr , as dis cussc d in Chap ter I" tbis reasoning is ralh cr 
primitive e.ven fro m a SLrict neoclass ical perspective, sinc e it does 
not co nsider many other 1ex tl>ook variab les such as employme nt, 
,vages. trade , ami currcnt-accoum variables. i\s wcll as inves tments 
and 1echnok1gical deve lopment. 

Morcover, there is no def init ive consc.nsus over the c:lusa l rcla-
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1ionship hc1ween cxports nnd ~c.:onomÍl: groWLh. Evcn 11' a po~iliV'i! 
associa1ion {or corrclation) u)u1d he foumJ bet,vcen exports and eco­
nomic growlh, "for all cou111rfos at ali limes ... the causnl rehuionship 
ctannot he con~iJcrc<l cooc lusivc io thc ~,bscnc..,; of sophist it.:tHc<l 
cconom.,;tric tcchni4ucs and 111odcliug, The policy i01plica1ions are 
ex1rc111cly relevant because ..::xport~ coulrl cxplain economic grow1h 
ancl dcvclopmem or. 10 1he con1rary. ccono rnic growlh a11d dcvc lop• 
men1 cou ld be rcsponsiblc for cxp(>rl grow1h. 

Ye1. ul least since 1he 1980s, scvcr:11 schoo ls uf 1hough1- frorn 
rcguhHion theory 10 $Lructurnlisrn und 11.,;wcr w.:odassical approaches 
such as 1he ncw grow1b and new trade 1heories-havc reached a 
basic con sensus iJ1a1 goe_s far bcyond expo rt-or iented indus1ri:1liza-
1ion and libera liza1ion. From 1hc pcrspc c 1ivc of ihcsc schoc, ls of 
Lhoug h1. dcve lopment and econom ic gro w1h ca n only be nchicvcd 
bascd on cerritorial endogcnous growth com1itions. in 1hc cmttcxt of 
globalizn1ion . Therc are impo rtan! diffcrence s in 1he variables Lha1 
affoct cndogcnou.s growth conditions-from human cnpical lo gaps in 
Lhe c urrc nl account 10 differe nces be1wcen pro ducLivi1y and real 
wagc growiJ1-bu 1 they ali s1ress 1ha1 export growrh per se is no1 suf­
ficiem for economic sustainabili1y. Fur1hcrrnorc, and as proposcd by 
some proponents of regulation thc()ry, an cxport oricnra1ion noL 
ernbeddcd cconomically and socially migh! lead 1101 only m soci ally 
and economically unsustaiuablc condi1ions. but also to economic, 
social, and lcrri1orial ¡,olar ization . Thus, economically "efficien1" 
uni1s migh l be successfu l in 1erm$ of integra1ion 1hrough cxpor ls Lo 
Che world market, yet genen1te unsustainable social and cconomic 
condilions in lhe rncdiurn and long 1crrn. High-ranking offic ials al 
1he World B:mk (Stiglilz 1998) have even ack now ledged some of 
these cri1icisms. Sadly cnough. 1J1esc cr ilicisms come after 20 years 
of ir11plcmen1i11g the polic ies, and yel ir is slill doub1ful 1ha1 any of 
thcrn will havc a real impact on multilateral agencies· policies. 

l11d1::¡.,crn.Jc111ly vf ll1i.s I id 1 ~011cep,md discussi(n), with vas, poli­
cy impl ica lious, mos1 of 1he gove mrncnls and govc mrnerll officia ls 
in Latin Amcriea (as shown in dc1ail in thc Mexican case) havc nol 
scr iously cngagcd thc cri1icisn1. and have. so f-ar, prcíen·ed 10 legi1-
imizc their cconon1ic polic ics wiiJ1 rathcr primi1ive and oulduted rhe­
or ies. The learning process of the Mex ican govem ment in 1he pas1 
decadc, as well as that of mull ila1ernl agencies. particu lar ly of 1hc 
IMP and the World Bank. has been very Slow in the best oí Lhc cases . 

Chap1er I argued lha1 libern lizaliQn s1ra1cgy has ils thcorctical 
rools in expor1-oricn1cd indus1riali7.a1ion. as dcvelopcd by authors 
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such a~ B~la.ssa._ Bhagw:ui. ami /\une Krucg_er. :.unong. 01hcrs. Fro111 
chis pcr~pcc1ivc. it is both 1hcorcticHlly and hi!-toric:1lly wron_g to 
argue 1ha1 policics in l~nin /\mcrit.:a1 ami part-icnh.,rly in ~'1.exico. are 
!lcol ihernl. Ncoltb c ralism, p:,rri,·ubr-Jy h:u;cd <111 1h..:: wotk of such 

(H1lhors :,s .'\.ugusL Frieclrich vcm llayt:k and Mi lton Fricdmirn, v.hosc 
rri11ciplcs wcre a.pplied undcr some {licuuor~hips in Suuth America 
<luring Lhc 1960 :ind 1970s. has no direct connctuo n wilh 1he liberal­
i4:Hiou s1rategies followcd in L:11in i\merica s ince the 1980s. No 
doubt 1herc. :.re thcorcticul linkages hctwccu 11oolibcrnlism ami lihcr­
:1lizmion~ howcvcl'. the i:onccpts, int..::rcsts. his1orical contcx1, and 
policy irnplicalions ofeach are vcry differen1. 

Thus. arguing ag¡tinst ncolibcn.11ism is worse than Don Quixorc·~ 
1il1ing al windmills . Don Quixo1e. al le.is1. had :, windmi ll 10 "igh1, 
bul Lhcre are no neoliberuls 10 be found. Spccílica lly in !he c:t~c of 
Mcxic<l. no Mex ican governmen l sincc 1988 wouló desc ribe i1Sclf as 
neo libernl. Evcn l'om,cr prcsidem Salinas de Gor1ari, rn1her cyn ica lly 
rccently prcscnted his own altemativcs lO neoliberalism. Jn Lhis con-
1ex 1, 1he differen 1iation betwten liber.1liza1ion and neo libcralism is of 
cd1ical importance for cliscussing fuwre altcrnatives. The critique. 
thal ntcmions the ··perfect Latin American antincolibcral idiot" has to 
be taken serious ly, anti clcarly 1his s1erco 1ypc does 1101 only rd er to 

Latín Americans. Witnoul such a criLiquc, discussion:,; of altcnlntives 
are difficult or even impossiblc. 

Chap1cr 2 discus sed thc origius. a.rg11men1s, ami cífcc 1s of libcr­
~i1ization in Mcxico since 1988. This discussion. in 1.he contex-1 of the 
ca rlier theorcc-ical dcbaie. is rclevanL bccau se h J'ollows very sirictly 
libera1ization1s argumen1s and 1heir effccts. 

This 1cx 1 has higbligh1ed lhc social ami poli 1ica l 1rcnd, and 
evcn ls thal have led 10 libcrafüa tion in Mex ico. Thc crisis of lhe cor­
pora1is1 suuc1ures afler 1hc 1960s, reflcc 1cd in the risc of business 
Lhal was nol formally i111cgnucd in10 PR I ánd 1he respec1ivc g<Jvcrn­
m~1,w p,lrtly explaim: ,he quid.:. risc. of li bera li:uuion sincc 19~R. 
Libern liza1ion was fun her prornoterl by 1he decline of labor. par1icu­
l:1rly af ter Lhc 1980s when corpor:11is1 leaders dec ided 10 accept prac-
1ic:illy all economic, soc inl, and polilicnl changes in exc h,uigc for 
being able 10 hang on 1(> 1hcir cco nomic, poli1ical, and social s1:11us. 
Morcover, the legac~ of presidentialism and nmhol'itarüm political 
SLrucn.,res in PRI nnd thc govcmment. io which PJU mainlaincd are l­
al.ivc :u1d abso ln1e nujori1y in ali rc levá nl cha mbers unlil l997, is of 
uunost importancc in undcrsranding 1hc rapid and rei:tlivc ly undis­
cussed proposal of Libeniliza1ion :1nd i1s imposilion in 1988, includ-



 

2(),1 

ing imporl~ml legal. ccouo,nic , aritl iustitutíonal changcs that have 
oJccply aífecLed 1he Mcxicm1 economy and ~ocie1y. Finally, 1hc risc of 
c:xr,or1-orien1ed indus1rializarion and econornists in key govcrnn1c1u 
posts was al.so parnllef tQ ¡1nd significam íor understanding 1he gene­
sis of libcrali~;uion. Such issucs, as an:alyz.ed in Chapcers 2 and 6. are 
mcan ingl'nl since lhey expla in Lhc rel:llivl!ly stahle polilical ami 
soc i,1I condiiions in Mcxico .sine.e thc l980~. and particularly since 
thc acloption of lihcralizmion, in spitc úf the <lram~Hic dctcrior:Ui(>n of 
incoinc dis1ribution and a decline in real wages ami ovcralJ living 
:-:tandards. Thc ongoing cooper:11ion of corpormíst k.adcrs, with 
impnr1an1 cxccpIions a.nd osciJlation:-: (sec Chap1cr 6). is differeJH 
from 1hé silUation Ín somc other Latin American nations. since more 
fedcralisL political s1ruc1urcs like llws•~ in Brazil, for example, have 
1101 allowed such a quick imposition of libernlir .. ation. T hus. Lhc crisis 
of co rpor~1is1 strucrnres and 1hc rise of new poli1ical and social 
actors, including business. is noL only relevan! for the dcvelopmem 
and flllurc of libcrnliza1ion, but also for 1he search for more demo­
cratic polilical altcmatives in thc f'u1urc. 

O1her issues are significam in lhis respcct. On thc one hand, lib­
erali.zation in Mexico, us in most Lalin Amcrlcan-counrrics, arose as 
a respo nse to 1he cr isis or ISI ancl resu lting polilical and socia l 
unresl. On 1he olhcr hand, allhough ISl is con~idered an ··a,11i-Ch1ist" 
by most governn1enLs that havc cmbraccd liber:llization bascd on 
cxpofl-oriemed industrializaúon, it is crilical 10 evaluatc the era of 
1J1e ISI. In ~pite of mulliple economic and poli1ical limi1a1ions, dis­
cusscd in Chaplcr 2, ISI dicl result in significant employment genera­
lion and a tendency lO improvc lhc incmne di.stribution in !Vll:iico. 
Added lo this, GDP and GDP per capita rose. lmpor1-subs1i1uLing 
industrialization generated an industrial scruct11re that would later 
serve as the basis for liberaliz.nli.011. Secl'ors such as autoinobilcs, 
elcclrQnics. and rnaquilador;.1$, among 01hers, were devcloped under 
ISI. 

This lasl poinl is relevan! becausc il is 1101 possible to :orgue 1ha1 
1he .apparenl economic success of liberaliza1ion in specilic branches 
is "ooly" a result of the policies since 1he 1980s. bul ra1hcr 1ha1 the 
prucess c)f import-subs1i1u1ion lajd 1he foundation for this new lndus­
ttialiull ion. Cases !)uch as the automobile industl'y in Mexico, among 
others, wi1h rnulliplc cfforts, rcsourcc.s:, dccreés, and imarumen1s, are 
very persuasive in this scnse. 

Ano1her impol'lanl issue highligtued refers to Lhe cause of thc 
crisis of 1S1. As stressed in delail in Chapter 2, 1he prívate 111anufac-
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Iuring sector in panicular provcd un~1ble co respond 10 import­
.suhsti1uLion expectmion.-,:. Tlic "pcaceruJ cocxistcnce" betweén TNCs 
¡,md Ihe private manufacwring settor rc:mltc<l in :m industrial organi .. 
'l.alil)n \vith :m increa.sing rrade balance dcfid1 in Ihe privme sector 
1ha1 muid 1101 be financed by che rcs1 of Mcxko·s cconomy du,-ing 
1he 1970s.t,rup ting in 1he crisis of 1982. 

l111cre., 1ingly. ami as undor ISI, tibcraliza1ion si1ice 1988 has also 
supported 1he privalé n'l.:umfacluring seclor, based un IL~ expor1•lcd 
grow,h-, expecting tltis sCt:lOr w push the res1 of the etonomy. 
Liheralila licm has been rclmive.ly succcssful iu i1s o w11 terms . Sincc 
198$- and keep ing asidc Lhe crisis of 1994- 1995-macroeco nomic 
stabilization has been impressive. Moreover. Mcxico's economy has 
bcen dnllnu1i0nlly lrnns formcd, and a ra1hcr small scgrnenl r,f 
Mexico's cconomy has becn ablc tQ inregrate itself succcssfully into 
global markels. In 1he Mexican case these bnmches and l'inils havc 
pcrforn1ed outs1andingly in 1crn1s úf GDP grow1h. produc1ivi1y. and 
ex:ports. as well as in 1hc ,u1rac1ion of foreign dircct investments. 

·n,e branches and firms of this srnall segmcnt, sincc 1he l 990s 
and before NAFl'A, have bccn ablc to generare a North American 
indus1riHI organization and oe1work in ~uch sectors as amomobilcs. 
auto parts, electronics. relccommunications, maquiladoras, and phar .. 
mat.cuticals. Bast?cl on ,he firms' SLnuegic.s. théir network$ are fully 
globalizcd. GJobnlization in the Mex._ican case means, howcver, tha1 
Mexico ·s econorny has becn incrcasingly functional for Lhc s1rategies 
of U.S. firms to confrom Asian compcli1ion. Libcraliza1iou's priori­
l ics, such :1s macroeconomk Slability, irnpor1 and FOI Liberalizadont 
and propcrty ownership laws. have been of crilicaf importaoce for 
penniuing thc csrnblishment of such firms' uclivllics in Mexico . 
However, and a~ dcscribed in most of the cases, their activities were 
triggcred before NAFfA. 

As has been cljscuss.ed for so,nc indus1rics. sectors, and regions 
spccifically, thc integr.uion of a .small segnnent of Mexico's economy 
imo global markcts, or more specifically lmo 1he U.S. cccmomy. has 
generated a rather 1mradoxical resull; Meiico has specialized in 
capiln1-intensive activiLicS for Lhe res1 of Mexko=s cconomy, while 
the snme proccsses and scrvices rcprcscnt Lhc lower end of the valuc­
a<ldcd chain globaUy. This is specifically the case for such expor1-led 
grow1h activilies as thc automobile, clec1ronies, and evcn pafls of tl1e 
maquila scclors. 

From 1his pcr..11cc1ive. i1 is no1 possibDc 10 arguc 1hat libcraliw­
lion in MexicQ has t>Cen a failurc, Qn lhc c-omrnry, and this is contin-
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ually poin lcd (1111 hy govcf riíhtnt a.nd nn1l1ib1.eral ins1i1111im1~. ÍII 
1er,11s aj 1/uJir ()h'll rmw epts. visirm.t mu/ PXf)f'('ltltions liberaliz:.uiún 
look:-:: promising. l111crmt1io11al recogni1ion supp<irts this positive aui­
rude lc)w ard libcrnlízu1ion. 1-lowevert nddcd 10 a s1ric1 concc:ptua1 a11d 
policy review oí 1ibcrnlizatioa, i1 is ;ti leasc as importanl LO pay aucn­
tion to critiques and altem.nivc propos::ils. 

·11,e rcsuhs of of libernlizaúo n su: ucgy on Mexicc>s soc ie1y and 
ct.onomy are hnpressive. Kceping in mind Lhm all the inform:.Hion 
usc<l lo this book is from official sou1·ces. sevcral gcncr~ll issucs 
srancl ottL The mosl relcvant issuc rcfors to 1he iJ1creasing pofnri:t.a• 
1io11 of Mexico's eco rwmy and socie1y since the adl)plion of a libcra l­
iza1ion str:i1egy in I\JR8 at the houselhold. firm. branch. secló ral. and 
regional lcvels. including bolh economic and social imlicacors. From 
a stricc cconomic perspective, libera.lization has resulted in an eco­
nomlc. social. and regional disinlegralic.m in which rela1ively few 
finm-around 300 plus maquila t1ctivi1ies- have pushed lhe expo n 
orien 1a1ion of Mex ic()'s eco nomy. Thcse firms represen, only 0.12 
perce nt of Mexico 's 3.1 rnillion firms in 1998. 

Probably lite mos1 relevan! treod sincc 1988 rcl'ers 10 1he issue 
1.ha1 1101 only manufac111ring in genera l bul also thc rnost dynamic 
branchcs of manufactur ing havc tended lO dee pen net impons s incc 
1988 lO allow for GDP :md expon growth. This lopic is importan< 
macroeconomically bccnuse lhc Irade deficil has to be financcd by 
01her sect()rs of Mexic()'s cconomy: specifica lly since 1988 1h~ Lrade 
deficil has becn financed 1hrough foreign invcs1111cn1s. which has 
rcsulted in an increasing depe ndeoce on raú,cr volaú le inlemationa l 
financial markcts and uncerl.ain strntegics of firms. 

Howeve r, ,md a.s ex arnincd in detail in Chaplcrs 4, 5. and 7 for 
rnnnufocturing in general as wcl1 as for specific i11duslries, a pervcrsc 
rndus trial organiw1io11 has evolvecl sincc 1988 in which che ac1ivities 
ofMu ico's mosl dynamic brnnches, ñn ns, and regions have increas­
ingly los, value-added linkages wiLl:J thc rcst of Mcxico 's eco norny. 
As covcred in discussing 1he elec 1ronics ancl phannaceu lica ls indus-
1ries, and m:111ufac111ring in general. initial EOI has given way to an 
import-oriented i11du~u·inli.zaIion, al.so ns ;i resuh of lhe m:1cr<1cco~ 
nomic disinccntlves. 

Thc. laucr Lrcnds show, surprisingly, similar economic unsuslain­
ab ility paucms for import-subs litutio n and ex por1-orier11ed i11dustri­
al i1,adon. In bo1h cases, i1 is !he prívate manufoduring sector lhat 
lacks te rritorial cndogcnous growth co ndilio ns. Nevenhe less. thc 
high degree of Lhis eco numic. social, and regional disin1cgra1ion is 
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ncw ~inc.i 198R. In 1J1c case or indu~tria l crga11izaiio11. detailcd sec­
tnrnl- aml hrnnch-levcl dcsc.:ription~ rcílcct Lhc .;1·ationality"' of the 
rcspcc1ive fim1s. \Vhile dynnmic ;rnd expon-oricnIcd seclor.,; do no, 
fincl n:,1innal supplicrs (wi1h som-, exce p1ions). po1enti:1I domes 1ic 
supplitrs havc H hugc qualily ami 1cchno·1ogic11l gap 10 O\'Crcomc. 
Givcu ov~rall cconomic :111rl poliI·ic:11 uncer1ainIy, rnacroeconomic.:. 
disincentives. and unceri:iinty ;1hou1 the s¡,ec iíic intertinn re l:1tion• 
slu1)s. mos1 domescic tirms clo nol havc thc.: optiuns lo closc thL~ gap 
1u i01cgratc with the exis1ing and emerg.ing, globa1 commodiiy chains 
:incl nel\\'Orks. Horizontal i·ndus1rial policics. based on lil>eraliz.ation's 
assump1ions. are nm only concep tually prim itive bu1 nlso far behind 
thtJ challcnges tlHH face rnost of Mcxico'l\ n1:1nufoc111ring fim1s. 

Thc fon11cr issues are of mmosl imponance for deve lopmenL 1he­
ory in general. and spcc ifically forec<>nomic 1heory. Econom ic then• 
ry's prepondera n! :tpproac hes, par1icularly in ncoc lassical 1hco!'y, 
assumc 1ha1 relmive and inlcmutiona l price::s urc thc nmin signul for 
consnmers and produccrs 10 allocaie resources efficien 1ly. TI1e mulri­
ple markeL irnpcrfec 1ions analyzed by neodassical autho rs . analysis 
of' Mcxico 's indus tria l ami 1rndc stnJcturc, and branch- :md ñ ,m -level 
analysis show thnt prices. io the best of cases, are only onc mt)rc 
variab le 10 undcrsl:lntl rim1-leve l ac1ivi1y ancl dec isíons. Overall 
infrastrucl\lre, prox imi1y I(> markcts <tnd 10 "fac tors of production .'' 
sk illcd labor, fim1 s1rategics affccting i11vcs1men1s and lrade ( imra­
:md intcrimlus1ry). and parlicu larly 1he quali ty, j ust-in-time delivery. 
nn<l ovcr.1II ccrtairny of a long-1erm in1erfirm rela1ionsh ip are al le:1s1 
as impor1ant as price signals and macroeconomic s1abil izaLion. 
Theore1ica! and policy implica1ions for eco non,ic 1heory and pollcy 
are dcv:tsuuing. givcn thc inílation-obscssion of libeJ'alization. 

Chaptcr 6 eval uates in deiail 1he social i111pac1 of libcraliza tion. 
Ahhough such general social indicators as life expecl:lncy and infan1 
morta lity have improved. 01hcrs have nn inrnincd !hcir !<;veis Qr 
worscned since 1988. lncome dístribution has worsened in relaúvc 
1en11s s ince 1984. New incomc d1s1ribu1ion paucms ha\'e par1ictLlarly 
benefi1ed 1he ric ltesL dec iles oí Mex ico's economy: 1he ir share of 
101al income incroased frorn 49.50 percenL ,of to1al income in 1984 10 
53.70 perccnl in 1996. Moreover , in abso l111e 1enns, in 1996 more 
pcop le live in extreme povcrty and poverty 1han in 1.984 ami 1988. 
Ad<lcd 10 this trend . the absolu1e a111011n1 of houscho lds unde r 1ornl 
povcr[y in 1996 (i.e .. thc sum of ex treme poverty and poverty) is 
imprcssivc: 73.32 percenl of ali Mexic.1n housc holds . 

Al leas, as importan ! is Lhc fact 1hat Cmploymen1 gc ncra1ion dur-
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i11g 1988- 1996 was ,iominat cd by hranche s with liit lc wci¡; ht in 
Mcxico· s crndc, and wi th lower produc1ivi ty tmd real wagc levels 
Ihan the rest of thc economy. 171us, .signific<1nt employrnem gcnernt­
ing branches are nol lhe exp<lrf .. orie11Ied scctors aml firms: in othcr 
words. 1he most dynamic finns in tcnns of expnrt~ and GDP gcnernte 
little cmploymcn 1 in tcrms of M cxico's ~oda l requircml!- nlS. 
Worsening income disuibution, especially for lile lo,vcst deciks . is 
rrorn this perspectivc linked 10 low-qual ity cmp loyment gcner,uion 
and the dnuntitic fo11 of ovexo.11 real and mínimum w:igi.:s. From d1is 
pcrspecIive. Ihe 1990s have been al leasl as bad. or cvcn worsc, chan 
1hc " lost decadc" oí 1he 1980s. 

Finally , Chap1er 7 elucida res som e of 1he new chllllcngcs 1ha1 
h:we emerged from recerH globali1,aIion tcndencies. Glob:tliz!Hion, 
dclined as a histor ica l trcnd llm emerged in the 1980s and included 
flexib le pro<luc1ion and g_lob;1l C(>mmodity cha ins, h:i;; signilican tly 
affected Mcxico's society and eco nomy. Nol surpñs ingly. in the con -
1ex 1 of libcraliza1ioo, glol;mlization has increascd regiona l polariia ­
tion in Mcxico since J 988. Al1hough titese issues will have I<> be ana­
lyzcd much more in dcpth and wilh bctter regio nal infonna1ion. GDP 
and GDP per c:1pila indicator s revea! regiona l divcrgcnce pauems 
sincc 1988. Nonhern regions. and particularly lhe tradilional eco • 
nomic a nd po li1ica l centcrs of Mexico, espec ially 1he Distrito 
Federal , have subs tantiall y reg>1incd the ir wcighl in Mex ico's ccono­
my since 1988. 

The discussion .s in Chapter 7 also high light the increa sing chal­
lenge~ th:il havc emerged from g:lobalization for lhí~ 1rn1ion-s1ate. In 
1he con1ext oí globa.liza tion and 1he overall opening of eco nomics. 
globalization gencrate$. sirnu l1aneously, local and reg ional effec 1s. 
Thc relation ship be1wcen the cen lrali st na1ion-sta1e and local and 
regional in$titutions has been increas ingly chaoúc, overlapp ing , and, 
in some cases. opc nly in conllic1. Moreover, it is more difficuh, if 
not impossible. for loci'll. regional, and evcn national ins1i tutions to 
ai'fcct and promo te global stra1egies of firms. The laner rela tionship 
will be of critica ! importance for defining Mexico's s(,cia l and eco­
nomic l'ulure. 

These issues auempl 10 reanímate che discussíon of alterna1ives 
10 liberalization . 1he apparc111 cnd oí hisl"ory, and the irrever,;ibili ty 
and lack of aherna1i ves 10 globaliza! ion. Much oí the 1ern1s of the 
discuss ion are permeatcd by a lack of conce ptual clarity. Mo rcover , 
1J1ere are no íorrnulas transcending time and spacc to countcr liberal­
ization and globalizaúon. 
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Ncverthe lcss. Mexico's cxpe,tience allows for imporl:mL lcssons. 
Liberaliz~llion's priorilics can casily be criIici1.ed and qucstionecl on 
thcir coherencc and cconomlc and social rclcvance. \Vhat are lhc 
main economic and social vari:1blcs ror a füHion Sllch ;ls .Mexico'? 
lnll :Hion. l'iscal <lefici1. and Ihc aur:,ction of foreign invesImc.nI or 
Lhc gcner;Hiún o-f susrninablc growLh condilions. employment, rc:11 
wagc rccovery. investmcnr. andan overn-1I social am.l cconomit: i111c­
grmion 10 globaliza1ion? Js il justifiable- cheoretit:1lly, ecúnomical­
ly. and politica lly- in 1c,ms oí 1he fiscal dcficit thac no additional 
resourccs can be found for industri:11, sodal , M1d educational cxpen­
dirnrcs. whilc generously rescuing 1hc fintmcia1 sector'? And, whal if , 
in ltrms of Jiberoli z01io11. "lhc opcration was successful, but thc 
pa,ient died"? 1-\ rc there any rcsponsible theories. govc mm t::111 offi­
ciaJs, and other persons ac all? Clearly, questioning thcsc prioritics jn 
1erms ofre cen! soc ial and poli1ical rlcvelopmen1s is at the cemer oí 
this discussion. By no meaos can it be :l.sswned thal libera lization has 
rhe uníque. or even coherent, response. 

Fro m this pe rspec1ivc, thc nat ion- stal e wi ll n(JI on ly have to 

rethink its political and economic fotmcl:Hions and functions. as a 
result of globaJiz.ation and regionalii,:.1tion,1 bul also set new econom­
ic and polilica l priorities . Liberalizm ion Jacks tenitori.al endoge nous 
growth conditions, thus reflecting unsustainable macr<>cconomic 
cond itions a.ne! incrcasing ly dc pending on foreign invesu nencs and 
cxports. Domestic and extemal con:;trainls for future rnacroeconomic 
policymak ing-i ncluding tite econo mic and poliúc.al power of firn1s 
ami classcs tha1 have benefited sincc 1988. the relalio nship with thc 
Unitcd Stmes particu larly 1hrough NAFTA, the pcrfonnarice of lhe 
U.S. eco nomy, and par1iculal'ly the eco nomic legacy of Jiberal iza­
tion- will he massíve. but fumre policies ami ahernativcs will have 
t<> face thc ncw cha.llenges of Mexico 's cconomy since libernlizaliún. 
Thc gcncration oí endogcnou s growt h condilions from a macrocco ­
nomi c perspective wilJ have to reconsi der so rne oí the decisions 
rnade at leas l rn ycars ago. inc luding 1he bailout of lhe banking sys­
tem. which will have significant cos ts for Mcxico 's socie ty for the 
next decadc s, as wcll as the renegot iaticms of trade and foreign debt 
agreements. Scen 1his w;,y, the macrocconomic chnlleng e is 10 allow 
an incrcasing economic domcstic activity1 particula.rly generating 
linkages be1ween export-oric,ncd ac1ivi1ies with lbe resl of thc ccon­
omy, and 001 excludi ng and discouraging t.he intcgrat ion process in 
Nonb Amer ic:, and the res1 of the world . However, the i11creasing 
polarizat ion and exclusio n of the majori ty of Mexico 's population. 
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houscholds. lirms. and region!i will alsn .~ignilicmuly shapc m.:i.crn4 

cconomic policym:1king in l\·k-xico, a.s 1hc social and armed uprising 
in Chi;tpas ha~ demonstratecl sincc 1994 . Thc macroeconomic and 
sociál sus1:.,inahíli1y or rv1cxico. in the l.ong run. has· to go far hcyond 
thc goals <Jf libcr:.1liza1ion. 

More sp<:cifically, 1he book proposes 1h:11 allema1ives 10 libcrr.l­
iza1io11 have 10 be consideJ'ed for Mexico and 01her Latin American 
nn<ions. In the futurc, it is not possible to continue dismissing such 
v:irinbles ::is employment, re:il wage.s. industri:tl organizalion. ec•:t­
nomic inlegration. and overnll value .. :1ddcd link:,g.cs for fu1t1rc clevel­
opment. In ihis respccL. any futurc cfcvolopmcn t sIrareg.y has 10 
indudc iucrc.asing or crcaling IOC<·ll, regional. ancl nalional endoge­
nous grow1h condilions. 

Ali 1he laner íssucs will no doub1 have cos1s and an i111pac1 011 

government°s expendiiures. which is ana1hema for liberalízarion. 
Moreovel', and given lhe rnassive polariwtion since 1988. i1 is difli­
cuh. if 1101 impossible. 10 im~1gine chal any govemmcnt could imple­
menl cconomic and social pOlicics, givcn Lhc ma.ssivc challenges that 
huvc emerged since libcralization, inclucling lhe high conccntnuion 
of privare and export-led dynamic economic ac1ivi1ies. an estimaled 
67.8 million inhabicams living in poven)', and more 1ha11 6.5 million 
persoos who have not íound a place in 1he fo1ma l job market during 
198$-1996. The lopics analyzcd will nol improvc in 1he near fu1ure, 
givcn 1hc ovcrnl1 general conditions and inccmivcs of 1he economy 
a,id 1he industrial organizalion lh!II has prevaileJ sincc 1988. On !he 
co111rnry .. if 1hr. ( J.S. t~concuny hegins to slow rlown or ~vcrt e.o~~ in10 
a recessio n af1er ils longesl grow1h per iod since World War ll, 
Mexic;m exports would be severely affected. par1icularly inlrn.finn 
and maquila acti vities, ihus having an impact on lhe mo~t significant 
and almosr only source o f grow th for the Mex ican eccmomy since 
liberaliw1ion. 

Howevel', what are 1he allernmives ro libernli2a1ion in Mexico m 
1.he bcginning of 1hc 1wen1y-lirs1 cenlury? Firs1. a serious 1hcoreucal, 
ecpnomic, social. and polilical discussion of libcmlization has 10 take 
place. Gíven 1he enormous challenges 1h,,1 have emerged in MeJÚco 
as a resoli of libcral izalion, difie ren! single policics can do lillle 
undcr thesc clrcumstances. 'OlUS, cvcn if' thc. govcmment would be 
wílling 10 significan1ly increase resources for induslrial .and social 
policy. for example, lilllc couJd be done if liberali7..ation conlinues 
unchang,cd, with rclatively high real intel'est ratcs, conúnuing a tcn­
dency 10 overva lue the real exc hange ra le. incentives 10 favor 
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impor ls ove r expo rts, nonintc~ration of :H1 import~tnl prlí t uf EAP 
into the formal job marke.t. ami folling real wagt:!\. Thc pillar:-of lib­
cralizacion havc to be rcconsidered. Any such discussiun w1II foce 
impona nl opposi1ion hcc.:ausc. ccr lain cco1iomlc anU political secwrs 
have llénefili:d subsrn111ially from libcraliz,11ion and will be s11•011gly 
ag,1iusl any changc.2 

'This lmle1· i!)sue brings us b;;1ck to McNico's cuircnt political 
stn1ctures. Aside from the exis1ing presidentialism ,ind •1er1icnl poli li­
cal decisionmak ing process in M ex ico, one of thc mos1 relcvan1 tasks 
for Mexico·s society and ec.:onúmy is to rr1~1intain ami gencralc. long• 
lcrm in~Litul ie>ns at thc locul, regional. and nation:11 lcvcl. Givcu thc 
lcg,;cy or pr<<sidc,uialism and authorirnrian political slrucrures of 1he 
pasl dccadcs 1hm co111rolled civil socie1y (Bizberg 1990). 1here is a 
comple,e lack of representmive ~nd functioning instilutions al thc 
meso-level. 3 Thus, Mexico's society and econoniy face ao ini1ial 
chnJlenge thoH got:!S rar heyond any ccon<nnic issuc.: l11e cre.:-uion of 
govemment. ·privare, and nongovcrrtmcnt institutions thát represen, 
Mcxico's society :,1 ali le.veis. In thc comex1 of a lean bul also "ane­
mic'· s1a1e, and given 1he legacy of au1horital'ian and venical political 
and social struc1ures. few parties, unions. business chambers. social 
move mcnt s. o r nongovcrn ment ins1i1uiions hav e bec n able to 
increase re preseotati v ity :rnd accountabi lily in assuming a more 
active role in cconom ic, social, and politica l dcvelopmont. Th is issue 
is of u1most relevance because these inslirntions will be 1he ones 10 
suppor1 and j,,1plcme111 future developmenl alternatives. 

In general. a fu1ure developmenl strnlegy in Mexico will havc 10 
focus on generating 1erritorial endogcn.ous grow th ::ondit ions to 
reverse the overnll ·cconomic and social polariuuion that rcsults in 
economic and social unsustaínabiliLy. Given thc irnpac1 of liberaliza­
lion sincc 198$, a ncw development strategy will have 10 center on 
rhe economic aod soe-ial integrntion of households. firms, sec1ors, 
branches, and regions in Mexico-1ha1 is. linking foe expor1-led 
growth fim1s, branches. scctors, <md regions with lhe majorit}' of 
Mexico ·s tcrr ilory. Such a vision docs not represcnt a magic fom1ula 
for dcvdop mcn1 and sueccss. bu1 it is absol u1cly neccssary for any 
kind or policy implcinenwlion. Added to 1he exisling and incrcasing 
local and regional social and econornic disparities, the speci ficily of 
1he auromobil e. elec troni cs. and pha rmaceul ica l indust ries in 
Aguascalie111es. Jalisco, and Mexico City al'e too decp to allow ror 
one national industrial policy. for e»:nnple. The sarne applies, how­
cvcr, to such issues as education, poverty. and technological develop .. 



 

ment. ~ilorcC>vi:r, ~,cc<ffding lO the cur ren t 1hcor c1ica l consens us 
reachecl among scvernl diftt'.rcn1 schools of 1houglu. as well a.-. to pol­
icy cxpericnces im ernmionally. a local m1d regional visio n of <.fovel­
o pm..:nt is a neces~mry but not suffic ient condi,iion for gcnerating 
long~rc.nn ;rnd sus1ainablc: socinl :md ccono rnic dcve lt1pmeu1 condi­
tions. Finnlly, in 1his linc of 1hought. it is impor1ant thm locali1 ies and 
regions proposc and develc;1p 1heir own sl ratcgics: a 1<:rri,ori.1I vision 
and per::;pcL:tiv e of devc lopmc nt does 1101 ncccssari ly correspond wi th 
:, " clecentral iza1it1n" process in which the ccono mic a.nd poli1kal ccn­
tcr :..Jlocates rcst"►urcc~ 1Q regioos acconling to lh e cente r·s cconomic 
and poli 1ic:1I _i111crcsts. The pror oscd terri torial dccis ionm;,k ing 
pl'ocoss is embcddcd in econorny an<l socie1y, :md has vast implica ­
tions for the poli1ical structurl!S, pr11ticularly in a country such as1 

Mt!xi cc, wiLh i ts cen1rali~t and au1horiw rian ~Lructur~s. 
Al1erna1ivc cco nomic develop menl policics. and speci fically 

thosc for Mexico, will have to cmphasizc cndogenous grow1h condi­
lions m,d "redi.scovel'" the cl<>rncstic market, while nol exclud ing the 
performance of expor1-lcd grow1h activities. Thc basis for such al1er­
nativc s implics 1haL ncither inflation núr thc auract ion of forcign 
invcstmenL can continuo as the main pilla rs of i1 dcvclopmont strate­
gy, neither from :l macroeconomic nora microeconomic perspective. 
Moreovcr. sorne of the fostrumenls ancl mcchanisms pro posed w ill 
defin itively have cosis and impact on the fiscal deficil. Mos1 i1111>or­
tan tt it is nol a matler or e ilher relUrning to JST or mninta_ining liberal­
iz.alion. lt is hislorkal ly not possib lc 10 remrn 10 ISI, bu1 neither is it 
socin11y or economically sustainablc to con1inue wilh líberali1,a1ion. 
New fonns 10 counter pnlarizalion and 1he spccif ic cha llengcs of 
Mexico's sociely and economy will havc 10 be found ancl dcvclopcd. 

A final general issue refers to 1hc nccd 10 implemcnl long-1en11 
instinations ami mcc hanisms th~H include a variety of clements such 
as educatlon , LechnologlC~tl dcvclopmell't. administr:.uive suppon, 
qualificalion of labor and business. and, par1icularly s ignifican! for 
the Mexican case, financial instnim ~nts an<l credits. The l~Htcr are of 
utmost impo rtan ce since~ a1 least in thc me.dium term , it is not 
expec ted th:11 Mcx ico 's banking and financia ! insti1u1ions will be 
able to cbannel credils sufficicnLly and efficien1ly to 1he ec-0nomy, 
particularly to the micro, ~maH. and medium fim1s oriented toward 
the domcs1ic marke l. As atready discusse<I in <lclail. ihc:-'-=rc,ujon oí 
new inslitutions and/or support of ,ilready existíng ones carry cos1s 
Llml, at leasl inilially, will h,we 10 be financed with public ár1d/or prí­
vate funds. The poli1ical d iscussio n and the consensus -seeki ng 
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process on thc priori1lcs ora dc velopment strniegy-e i ther spcnding 
on 1he socializ.ation of losses from thc financi.ll and banking sector 
or on 1nicro , sina ll, and rned ium entc rpriscs. soci~ll po licy, and 
cmploymem generalion- is c~sential for ~uch dcvclop ing vision of a 
1)cw dcvc lopmen 1 stra1egy. 

The rccovcry or thc domcslic markc1 rcquircs 11\e developmen1 ,,1 
ins1rumen1S and policics oricn1ed 10 prac1ically ali finns, exclucling 
1he '1pprox irna1cly 3.500 big and expon -oriented firms in Mcxico. 
Several iss ue~ are reJevan t in 1his respec t. F()r instancc. Mcx ico 
nt!cds to crcate and Slrengthen value<lddc.d <.:(>mn1odity chains. par­
ticularly thosc incorporating Lhc micro. small . and medium firms. 
which have been the main loscrs to libcralization. lnstitulions specif­
ically dedicatcd LO this scgmcnl , including, producth•ity. technologi­
cat , :md adminisLratíve suppol'I. in 1hei r activities, are rcquired. Thc 
dcvcloprncn1 of local ali(( regional agencies. pti v,11c nnd public, pre­
¡1onderamly dedica1ed to the support :md crcat.ion or subcomrac1ing 
mechanisms is one of lhe kc)'S for endogeneit)' in the long nm. 

These lat1cr priorilic~ are Lhe basis for posil·ive effects on GDP 
grow1h and lcaming processes , parliculnrly al 1he local and regional 
levcl. lncreas ing valuc-added linkagcs and subcont-rac1ing forms wi1h 
firms csrab lished in Mcxico can have a trcmcndous positive impact 
on localities and regions as wcJI as on macroecono mi cs. Just clou­
bling the do mestic valuc-addcd i.o accivilies such as maquila (with 
arouncl 2 pcrceut of aU Mexican value-addcd on average) wou ld havc 
impor1iui1 cmploymenL ·and le.1mjng eífects , for example. Howeve,·. 
mos1 of 1he exporl-orieo1cd fim lS havc a low and dccreasing domes­
tic value-added; so, s1rcng1hening value-added linkage.s ,ind subcon­
lracting f-Orms go far bcyond the maquila secio r. The anal y ses of 1he 
clec1ron.ics industry in Jalisco and 1he pharma cc ut ic a l industry in 
Mcxico City reílccl, for example, an enormous lean>ing and employ­
ment p-01enli,il Lha1 has rl<)I becn uscd or has evcn been los! during the 
las! decade . Thus. lhc recovery of the dome-slic economy cou Id be 
1he bas is for cnormous cmploymc m genernl ion. 1he rise o f real 
wagcs. and the imegra1ion of ~1exico's cconomy with highcr value­
addcd global commodily cha ins. Thesc las1 issues, as discussed in 
dctail, run s1ric1ly against libcralizat ion's EOI, overnll horizomal 
polide -s, and a lean ~·md ané1nic state. 

Eve-n if th cs e ollc n\utlv es wou ld be imp le i-nen ted co hcrc ntl.y, 
with cont inua ! cvaluations and strict ;iccou n1abili1)' rnechanisms, 
Mexico·~ soc ial and regional pohtri1..;ttion will nol he ::;olved in_ 1.hc 
medium run, given the dimensions oí challcngcs in regional dispari-
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lics, iucoine dis1rihu 1ion. :1nd cmployrn c111 polariz.ation :rnd gap.~. A 
local and rcgio11.:1l pol icy to procno1e n1icro~ small, and mcdium lirrn s 
can be sig11jficant. Howcvcr. irnpor1,m1 fo>cal resources wi ll hu\le 10 
be channcléd incrcasmgly 10 inírast ru«.:lure. cducalion, nnd lhc f ight 
againS1 widcsp rca LI ex treme pov erly and pover ty. ,\s lhc Mexica n 
case ~hows, cx 1remc poveny and povcn y :irc 001 " indiv iduar · prob­
lems 1ha1 t au be solved b)' :1 "focus poli cy"; thcy affcct Lile majori1y 
of Mcxirn's population . Libcrali zation has polari,,cd and syste mati­
cally cxcluded the vasl majority of Mex ico ·s population fs'orn 1hc fow 
bcncíit s of 1hc stra 1cgy and of globctliz:11i.on, ali of which brings us 
back to thc issuc or completcly rethink ing 1hc 1>riorities of the currcnt 
ucvclopme111 wa 1cgy. More par1icipMivc local and regiona l inslilu­
Lions nnd movcmcnts \Vill pi-ay a key role in dcrn:mdlng ré!murces 
and mechanisrns thm are rclevant for 1heir communi1ies and rerrito ­
r ic~. Thi s also runs against the current ccnlrnlis:1 ánd rcchnocrnt ic 
dccisionmaking prll <:cs s in soc in,1 po licy, as excmp lif ic d by 
PROGRESA. 

lt is not diff icull to imagine 1hat further eco nomic and soc ial 
polarization will be accompani ed by ,·cgional polarization. Are there 
any cconomic. social, polilica l, or even ethical limits? Aíter the dis­
aslrous clTccts of ihe firs l génér.ltÍOíl o f reforms, will a sccond gener­
a1ion reverse them or. more probabl y. dcepcn Lhem? How much fur • 
ther can soc ial :,nd labor ma1·ket •·n ex ibi lization•· go, as prop osed by 
mult i lateral agenci es? How much widcr can the gaps h.::Lween 
~1exlco·~ north and south stretch? lt is no surprise that social turmoil 
and eve n guerrilla movemenLs ha ve arisen dur in¡; thc 1990s iu the 
poon!st rcgions of Mexico. 

01herwi se, Jet u~ imagine a Mexi ~CJ with increasi n¡; GOP and 
cx11-0rts. seg mcnts of Mexico's eco nom y linkcd to global commodity 
chains wi1h st,i1c-úf -thc-an fact.or ies, s tablc infla1ion ratcs , :md hugc 
foreign investmcn1s, but with littJc c>r no impact on thc majorit y of 
Me~ico's fim1s and regions, wilh fallin g real wages :md cmp loymem. 
aod a worsening incomc diStribuLion. Such an cconmnic, socia l and 
political scenario. the conlinuation of polariz:uio11. should worry noL 
only Mcxico but ncigJ1boring nations such as thc Uni ted Sta tes. 

Notes 

l. This pan icu lar d isc:ussion goc s beyo nd 1hc scop e of thc book . 
Nt"..:.rchc.lcss, hoth thc cxpcriences of Lhc incrcasing rcgionaii1.alion of the 
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Eutupc:m U11ion in decii.ior,11l:Jki11g pl'<X:ess..:s :cu soci :)l, political. ami t!-CO­
ll(lllliL- le.veis an<l thc curn.:ul ccom,1nic, politi..:al, ¡m<l c.;1,;1;,momic d isiutcgr,,. 
1ion oí 1hc cx•Sllvic:1 Unio,, ¡1rc d iffcrcnl c:<ln!llH.'.S of facing .globaliz:uion. 

2. Onc: oí man y Slíiking_ ~x:m1ples of this massive and doctrinairc vicw 
againsl. any socitil :rnd ecooomic change is Lhe. ~o far prclhn inary, rcj cction 
hy goven11ncni officials of 1he proposed Law lú Deve lop 1he Micro. Small 
~ind Mc~ium lndus1rics, tm\·cil..:t.l on Oi.:1ohcr 12, 1999. Thc rnain husines.s 
chmnbc r in Mcxico, Confederación de Cámflr:t$ lndu:-1.ria lcs Je la República 
Mex ica na (Na tion:1I Confodcralio n of !vlicro indu:mics: of 1hc RcpubJic o f 
Mexico) proposed this tex 1 aíter more than 3 year of co nsensu!H~eeking 
negoti :uion s among hu~incs~mcf1 and k:adcrs. a.~ wcll ns w ith high -lc ,•d aod 
e.xr,crit:l',céd rcsc:-.rcher~ :'md ír•rmcr g(Wérnme,u ()fficial.s. Nevc rrhelesx, ;lnd 
in spitc oí 1h1.: g'-.!ncrnl éonscnsus mnong Mcxi<:o,s soc icty, p~trlics. and busi• 
ncss in favor o f this scgm'-.!m of finns, SECOFJ'.s sccr.;1ary rcjcch.:d thc law 
ou1right as a prnpo sa l to rctu rn to tite old and inefficic nt JSl -s tylc industrial 
11olicy- withou1 any íurthcr ar¡;unmn. llnder Lhese c-ircummncc s, ilntl 
givc.n the cx i:-1.ing vertical and authoriiarian political .strucrnres 1 1hc c;,se has 
•lj)J)Me1uly becn <li~iuissed by 1hc federa l e.xecutive pow er. wi1hou1 nny fur­
lher di$Cussion. Al 1he end or 1999. i1 is 1101 ¡HJssible 10 f-Orcsc:e whe1her 1ltis 
law wil1 cvcn b~ prc.sentcd 10 thé n:.kvanl lcgislátivG in$tiHHi0os. 

3. For authors such ;1s Mcssncr ( 1995). mid~lcvcl institutions are thosc 
loe-al and reg ional ins lituüons intermcdiate bc twcc n tite macro and micro 
levels (i.e., betwee n n~uional and firm• and househo ld -level instilutions) . 
Th ese publ ic or priv me in s1tlut io ns allow fo r a c ommunica1i oos and 
conse.osus-seeking process :unong JocaJ and regional ac1ors. 



 

Abbreviations and Acronyms 

AAGR 
ALTEX 

BANCOMEXT 

BM 
CANA CINTRA 

CANIET I 

CCPNS 

CEPAL 

CFE 

CMHN 

CNlE 

COFETEL 

Annual avcrngc growth rate 
Empresas Altament e Expor tad o ras ( Hig hly 

Exporting Firms) 
Banco Naciona l de Comercio Exterio r (Natlo nal 

Bank for Forcign l'radc ) 
Banco de México 
Cá mara Nac ional de la lnd us iri a de la 

Transform ac ión (Na tio nal Cham hc r of' 
Manufacturin.g Industries) 

Cáma ra Nac io nal de la Industri a Electrón ica , 
Telccomm1icaciones e ln formtilíca (Nnt ional 
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Jndustry) 

Conse j o Cons ulii vo del Prqgrama Nac iona I de 
Solida ridad (Consulting Counci l oí Nat io nal 
Solidari ty Prc>gram 

Comisi6o Económica para Amé rica Latina y el 
Car ibe (Economic " Comm iss io n for La t in 
America and tite Caribbean) 

Comis ión Federal de Elec tricidad (Federal 
Comission or Elcctric ity) 

Co nsejo Mexica no de Ho mbres de Negocios 
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Comisión Nacional de Inversión Extranje ra 
(Naúon al Comm"ission on Forei¡;n lnvestnm 1Ls) 

Comisión Federal de Telecomunicaciones (Federal 
Commission of''relecommunicatim,s) 
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COMPITE 

CONCAM IN 

COPARMl:X 

CRECE 

CROC 

CROM 

CTM 

EAP 
EOI 
l!ZLN 

f'Dl 
FON 

FESEl3S 

FOCOM I 

GATT 
GDF 

GDP 
GFFC 
IITC 
IMF 

Comilé Nadonal de Produc1ividad e lnno\fm:ión 
Tccnol6g ica (N :uional Comm i11cc or 
Produc(ivily and Tcchnological ln1wva1ion) 

Conl\::d~ración de C:ím:uas lndu stri: ,lcs el~ 1~, 
Rcpúblic:, Mcx ic,ma (Na tio nál Co níctlcra tion of 
Microind1is1rics of thc R~public of Mcxico) 

C:011fodcrn,i6 11 l'a tronal <le la RcpúQlica Mexicana 
(Employc r s Co ufodcr,llio11 of thc Repuhlic of 
Mexico ). 

Centros Regio nales para In Compc l i ti vida<l 
Emprcsatia l (Rcgion;il Ce nte rs for Business 
Co111pct itivencs s) 

Cunfotler ación Rcvo lucioná ri~l de Obrero s y 
Campes inox (Rcvo luti onary Co nfcden11ion of 
Workers antl Pcasants) 

Confc dernción Regiona l ele Obreros Mex ici111os 
(Regional Co nfedera tion o:f Mex ican Workcrs) 

Cnnfctlcra c ióo de Traba ja do res de México 
(Con fedcr:it ion of Mcxican Workcrs) 

Economica lly ac1ivc pop ulalion 
Expor1-oricnted industrializat ion 
Ejé rci to Zapatis ta de L iberación Nac ional 

(Zapa tis ta Nationnl Libe rai-ion Anny ) 
Forcign di.re-el invcslmcnt 
Frente De mocrát ico N ac io nnl (Nat ion a l 

Democrntic Fronc) 
Federac ión de Si ndicatos de Empr esas de Bienes y 

Serv icios (Federa tion of Unions of Goods and 
Services Compan ies} 

Fideicom iso para la Consolidación de ln 
Microemprc.sa en el Distdto Federal (Trust for 
che Co n sol idation of M icroente rpri ses in 
Mex ic\l Cily} 

General Agrcement oo Tariffs am! Trndc 
Gob iern o del Dis1rito Federal (Govcrn mcn l c¡í 

Mexico City) 
Gross dome stic producl 
Gross fo1mation of ílxed capital 
lntrnindustry trnde coefíic icnl 
lnternat ional Monclary Pund 

IMSS 

INEG I 

!SAN 

!SI 
Frl .. 

MSMF s 
MW 
NAFIN 
NAl'TA 
NlCs 
OECD 

OHM 
PAN 
PEF 

PEMEX 

PlTt:.X 

PRD 

l'RI 

PRM 

PROGRESA 

f>RONASOL 

PSE 

R&D 

Ablm•um/1011:. mu/ Acmnym:,o 

lns1icutt1 Mexicano del .Seguro Social (Mcxit' an 
lns1i111tc of S<1ci:il Sccuril y) 

ln stiluh> N~1cion~1I dü Estadí~I ica. Geogrnffo e 
lnfor111:.í1ica (Nation:11 lnstiwcc for S1alis1ics. 
Gcography, .and lnfonn~11ion Sysrcms} 

l111pu1.:.:•av .Sobre AulO:--Nuevt•s (Tax 011 Nc w 
Cars) 

lmpon-sul>stitutiug industri;.,lization 
Ley Fed e ra l de Tc lccomu n k:tciou es (Fc dcr:11 

Telecnmm1mica1ions Law) 
Micro. small. and mcclium firms 
rvtmimun w~1gcs 
Nacional Finundcm 
North American Free Tradc Agrcenicnl 
New ly i11dustria liLing c0t1111rics 
O rgani'l.atinn for Econom it· Cooper.u íon and 

Devclopmenl 
O riginal equipmc.nt manufoc111rcn; 
P'ar1ido Acc ión Nacional (Na tional Ac1ion Pa11y) 
P'odcr Ejecut ivo Federa l (Excc ut ive Feder:i l 

Powcr) 
t>etró leos Mex ic ano s (Mexlc an Petrolc um 

)Compan yl) 
Progra ma de lmpOrlnción Temporal para Producir 

Artíc u los de E,q,orcac ió n (Program fnr 
Tempo rary lrnport s to Produce Expon Producu;) 

Pan ido de la Revo lución Demo cr iitica (Pa rty of thc 
Democratic Rcvo l111ion) 

l>ar1ido Revo.lucionario lnsti111cio nal ( lnstitutional 
Rcvol uliunary Pnr1y) 

Par1ido de la Revolución Mexicana (l' arty of 1he 
lvlexican Revolution ) 

l>rog.-ama de Educación, Salud y Al imentació n 
(Prograo1 for Edu ca tion , ll ca lth and 
N<>urishment) 

Pr ograma Nac iona l de So lidarida d (Na tio nal 
So lidarit y Program) 

Pac to de So lida rid ad Ec,¡ nóm ica (l'ac 1 of 
Economi c Solid,,ri1y) 

Research and Developmc111 



 

SECOFI 

SHCP 

SPP 

SíEM 

STRM 

TISLMEX 

TFP 
T NC 
UNCTAD 

USITC 
WTO 

Scc rc1ari:t de Com erc io y h1111cn10 l11tlus1rial 
(Ministry ofT raclc ami Industrial Devclvpm.:nI) 

Séc1·c1arí.i de H:1cicn da y Cré cli1n Ptth l ico 
(Minis1ry of Fimmcc ancl r>ublic Crcdi1) 

Scc rc t :1rín de Pr ogra ma c ión y Pres upuc:sto 
(Mi nistry of l'lann ing ancl Budge1) 

Si~1cma de Informa ción Empr es aria l Mex ic ano 
(Mc.xic,111 Dusincss ]11fQnw11ion Systcm) 

Sindicat o de Telefo nis1:1s de la Repúbli ca 
Mexicana (Un ion of Tc lephortc Wol'kcrs of 1he 
Mexica n Republic) 

Tc l.Uonvs Lle M~xico ( Mexicun Tc lcpho ne 
[Companyl) 

Toud factor product ivily 
Transnational corporation 
Ut1i1ed Na1io ns Co níc rencc on Tr ade and 

Devc lopmcnt 
United Statcs lutcrnnt ional Tradc Commissiou 
World Tracle Organizalion 
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About tl1e Book 

Since lhe cnd o f 1he 1980s. s1ruc1urn l changes have profo un,Jly 
al1ered Mc.xi<!o's economy aod socic ty. But has Lhc oul comt; been a 
positiv e oHe? 

Dussel Pecers argucs 1h~1 libernlizmion slr~ttegy in Mc:<ico has 
l>een succcssful in achieving its stated. shon -tcnn ,1ims. But in look• 
ing at fundamen lal 'issues of cmp loymcn t anJ incomc dis1ribu1ion, 
foreign ,radc . and industrial speci alizarion- regional and ovcrnll­
hc dernons1rn1es 1hat lhe s1rn1e¡¡,y has causcd a polariza1ion of bolh 
economy nud socie ty. T hc resulls, though pcrhaps nol imrncd i::ih!ly 
appnrcnt :u thc macro leve), are crcatin g unsustainabl.c soc"ioecono111ic 
condition~. 

Th is sce nari-0, Dusscl Pc1ers co nle ncls, is 1101 unique 10 Mexico. 
but is rclevant for ocher nations following similar deve lopmcnt paths. 
l lc cc'>ncludes \1vith n tlist:ussion of alternaltvc .s1ra1egies for economic 
dcvclopmcn1. 

F.nri_1¡ue Dussel Pctcrs is associate professor in lhe Graduaic School 
of Economics ac the Nation.-.1 Autonornou s University of Mexico 
(UNAM) . Mis p ub lic a1ions include Pen.wr globn lme111e y ac1M r 
regi,w/mente: Hacia un nuevo ;,aradigma industria l para el sig lo 
XXI (coedi tcd) . 




