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Sesson 3: Corporae Behavior

Mexican Development Strategy and U. S. Multinational
CompanyI;|

Yoichi Tgjima
[ . Introduction

Since the Debt Crigs in 1982, Mexican Development Strategy has changed from Import Substitution
Indudtridization to Export-Oriented Indudridization and the economic policies were dradticaly
liberdized. In this term, neo-liberd economic policy dominated over a protective policy. Foreign
investment policy aso has changed from regulation to promotion. The reason why Mexico changed the
policy was that the Mexican government expected foreign direct investment to bring a package of
economic effect: capita inflow for economic growth, export promotion, job creation, and technicd
innovetion.

This paper will review this change in Mexican foreign investment policy and empiricdly evauate the
outcome of policy change using dataon U.S. Direct Investment Abroad.

(. Foreign | nvestment Policy Changes

Since the Debt Crigs 1973 the Foreign Invesment PoIi that redrictedly regulated foreign
investment gradualy was liberdized and a last was renewed as the 1993 Foreign Investment Law. In
the term of Presdent De la Madrid, Foreign investment policy corresponded to a firs-stage of
Export-Oriented Indudtridization. In the term of Presdent Sdinas, Mexico arived a full-dress
Export-Oriented Indudtridization.

Y An earlier form of thisarticlefirst appeared in the Ritsumeikan Kokusai Kenkyu. See Tgjima (1997)
2 On the 1973 Foreign Investment Policy, see Poder Ejecutivo Fedra y Secretarfade Hacienday
Credito Publico (1973), GATT (1993).
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a. 1973 Foreign Investment Policy

Thefollowing are the bas c dements of the 1973 palicy:

1. Inthefird artide of 1973 Foreign Investment Law, the purpose of the law, as Sated, wasto " promote
Mexican investment and regulate foreign investment to promote just and even development, and to
strengthen economic independence of the Sate. " Second article of the law gave a definition of foreign
direct inv&stmemsglas an investment by foreign legd person, foreign naturd person, foreign economic
unit without legd person, and Mexican Company mgjority owned by foreign investment or managed by
foreigner without regard to tubular.

2. 1973 Foreign Invesment law divides economic activities in Mexico into three areas. activity
occupied by date, activity occupied by Mexican, activity permitted foreign invesment to participate
under certain investment rates.

3. 1973 Foreign Investment Law did not permit foreigner to own amgority in Mexican Company asa
rule and the Law gave them to the severe regulaion. One of the reasons for the regulation was
"Mexicanization" to protect and foster Mexican naiond industry. This law, however, permitted alot of
exceptions.  For ingance, the Nationd Commisson of Foreign Investment (La Comision Naciond de
Inversiones Extranjeras) can increase or decrease the rate decided by prior item when it is useful to the
Mexican Economy.

4. 1973 Foreign Invesment Law dretched the law to suit a changegble purpose of deveopment
Srateg Although Mexican Devedopment Strategy changed from Import Subditution to
Export-Oriented, the 1973 Foreign Investment Law remained the fundamentd law of foreign
investment for 20 years until 1993 when the new foreign investment law took effect. We will measure
the dretch of the 1973 Foreign Invesment Law in each time from chrysdis to full-dress
Export-Oriented Industridization.

b. Foregn Invesment Policy in term of DelaMadrid

¥ Poder Ejecutivo Fedral y Secretarfade Hacienday Credito Publico (1973), p. 5.

Y GATT (1993), p. 69.
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Nationd Deveopment Plan 1983-19838 (Plan naciona de desarrollo 1983-1988) was procdlaimed in the
term of Presdent De la Madrid. It represented a switch of Mexican Development Strategy from rigid
Import Subgtitute Industridization to Export-oriented Industridization and sdlective Import Subgtitution.
This plan pointed out, athough the regd framework of 1973 Foreign Investment Law remained
appropriate, in the term of Import Subgtitution, Foreign Investment Policy was not systemétic for
utilizing foreign investment effectively for nationd development. As aresult, "Transnationa Company
frequently got benefits by protection, used old-fashioned technique and facility in the host country,
yielded excessve gan a the expense of nationd consumers’. Excessve "Mexicanization™ in the term
of Import Subgtitution crested concentration of industry, had a negtive effect on price policy and
resources available for the an investment

The am of economic policy of Nationd Deveopment Plan 1983-1988 was " maximdly to use
technologicd, management, financid resources and expand, diversfy and modernize Mexican
productive facilitates, in this sense, orient foreign direct investment toward prior area of development
drategy.” The purpose was to abandon Protected Policy and for the foreign investment policy to be
"pogtive’ and "systemdtic’

However, the term was trangtiond, from excessve protective Import Subgtitution to Export-Oriented
Indudtridization. Although non-sdective Import Substitution was criticized, effective and sdective
Import Subgtitution was hung up together with export promotion. The plan of a foregn investment
policy had changed, maintaning the legd framework of the "1973 Foreign Invetment Law".
Pogtioning of foreign invesment as complementing the Mexico capitd was specified, and a
promation-foreign -investment policy was regarded by "Nationd Development Plan 1983-1988" as
spexifying thefield and type of industry which receivesforeign investment preferentidly.

The materidization of the plan of the foreign funding policy of regime of Presdent De la Madrid term
wasreveded in "the guiddine for foreign investment and its promotion (Lineamientos sobreinversones
extranjerasy propositos de su promocidn)™ which the nationa foreign investment committee announced
in February, 1984. The main point of this guideline was to announce the fidd and type of industry
accepting foreign direct investment preferentialy, and to apply "1973 Foreign Investment Law™ to those
types of industry, and to make it flexible. On the other hand, this guideline showed clearly the advance
recognition of Nationa Foreign Investment Committee despite apriority industry in foreign investment.

® Poder gecutivo Federd (1983), p. 192.
% Peres Nufiez (1990), p. 41.
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c. Foreign Invesment Poalicy in theterm of Salinas

"Nationd Deveopment Plan 1989-1994 (Plan naciond de desarrollo 1989-1994)", was effected when
liberdization of aforeign trade policy progressed and the Mexico economy became more competitive
under President De laMadrid Adminigtration. " So that it may be avoided that aforeign company should
enjoy excess profits from the protected market, and impart the burden to the consumer and offer
products of low qudity. It hestates to use the technology that was outdated in its native country E| The
result of the Export-Oriented indudridization srategy advanced, teking Presdent De la Madrid's
adminigrative term asaturning point.

This plan hung up reservation of promotion of non-oil export, correction of digortion of resource
dlocation, and the route to an oversea market, and promotion of foreign investment and technology
trandfer as a purpose of foreign economic policy. And it appeded for promotion of further liberdization
of the foreign economic policy begun by Presdent DeIaMadri(E

It waswith theinitiation of feetures with adeve opment strategy that the "sdective and efficient” Import
Subgtitute Indudtridization disappeared under regime of Salinas Presdent. Only export promotion was
emphasized. The badc idea of the deveopment draegy is based on the Export-Oriented
Indudtridization mode of neo-classical development economics, therefore an export promotion policy
took theform of dradtic liberdization of foreign economic policy.

"Nationd Development Plan 1989-1994" with such a fundamentd target, foreign direct investment is
caught with what plays arole much moreimportant for promotion of Export-Oriented Industri dizatiorEI
And a foreign investment policy dso followed the large frame of the whole foreign economic palicy,
and being converted into the postive introduction-of-foreign-capitad policy which drew a line with
Presdent DelaMadrid'sterm of moreliberdization

We will look concretely at the foreign investment policy of the Sdinas's government term. Ministry of
Commerce and Industrid Development (Secretaria de Comercio y Fomento Industrid: SECOFI)
announced the principle of abolishing the 5th article of the "1973 Foreign Invesment Law™ which did

7 Poder Ejecutivo Federd (1989), p.88.

® Poder Ejecutivo Federa (1989) pp.85-86.

9 Foreign direct investment that complements Mexican capital is considered to be useful in
development dtrategy in the following four ways. Fr<, job creation and the rise of wages, Secondly,
supplying resources (finance) to solid businessfirm, Thirdly, supplying modernistic technology to a
manufacturing industry section, Fourthly, encouraging export efforts. Poder Ejecutivo Fedrd (1989), p.
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not accept mgority participation of foreign investment in a Mexican compa And the way was
greetly opened by 100% participation of foreign investment in Mexico companies Instead of directly
revisang the"1973 Foreign Investment Law" and inviting uncertainty, it changed the basic idea.of "1973
Foreign Invesment Law" subgtantidly and the foreign invesment policy to provide for
Export-Oriented Industridization.

Thus, from the early stages of the Sdlinas government, foreign investment was positioned as one of the
fundamental dements for Mexico economic development, and a policy was dradticdly liberdized for
the introduction of foreign capitd. Before issue of the North America Free Trade Agreement and the
government reglized the revison of the Foreign Investment Law itsell will survey the main points
below.

The purpose of the newly enacted "Ley deinverson extranjerd' (Foreign Investment Law, below 1993
Foreign Invesment Law) was to invite "foregn investment to Mexico and edablish rule for
contributing to nationa devedopment (the 1t aticle). By the "1989 Foreign Invesment Law
enforcement regulations’, the basic ideaof the foreign investment policy itsdf was changing in fact.
Tha change of a basic idea was incorporated in the Foreign Invesment Law itsdlf, symbolizing the
find-gtage converdon to the Export-Oriented Indudtridization from Import Subgtitute Industridization.
Specificaly, the"1993 Foreign Investment Law™ clarified regulation of theindefinite foreign investment
regulation in the "1973 Foreign Investment Law”, moving further from the "1989 Foreign Investment
Law enforcement regulations’ as awhole, and easing the regulaion on foreign investment. According
to Article 4 of the law, except for regulation of the law, 100% participation to the capita of the Mexican
Company of foreign investment, acquistion of fixed assets, establishment and management of a
company, and expanson and rearrangement of the existing company were ataned. And the "1989
Foreign Investment Law enforcement regulation about the second petrochemica fied redricted to 40%
was abolished, and the participation of 100% of foreign investment participating ratio was atained.

19 |t was necessary that foreign investment should satisfy following conditionsto own mgjority in

Mexican Company. Firg, foreign investment was not replacement of Mexican Company but
complement toit. Secondly, it is expectable to bring the postive effect of plusto internationa ba ance of
payment by theincreasein export. Thirdly, foreign direct investment brings about crestion of
employment, and the rise of wages. Fourthly, foreign direct investment contributesto growth of the area
that wasin development reletively. Ffthly, foreign direct investment contributesto research and
development. GATT (1993), pp. 63-66.

) The"1993 Foreign Investment Law" correponds to theinvestment rule defined by NAFTA. It is
related with theinvestment rule of the North America Free Trade Agreement, and isTHE NAFTA
(1993) in detail. On the 1993 Foreign Investment Law", see Banco de México (1994), pp.187-192,
SECOH (1993).
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The am of revison can be summarized. Frgly, promotion of the Export-Oriented Indudtridization
drategy of introducing foreign invesment and promoting export, Secondly, promotion of the
improvement in the technicd leve of the Mexico manufacturing industry section and research and
development, Thirdly, improvement in the job creation in Mexico and in wage level. In the following
section, we examine how the manufacturing subsidiary of U.S. multinationa company in Mexico is
contributing to Export-Oriented Indudtridization of Mexico usng the data of U.S. direct investment
abroad.

l U.S. Multinational Company on Mexican Export-Oriented
| ndudtrialization

a. Foreign Investment Inflow

It is necessary to explain U. S. Direct Investment Abroad before undertaking our analysis. For United
Saes, foreign direct investment is ownership or control by asingle person of 10 percent or more of an
enterprises voting securities, or the equivaent, which is consdered evidence of such alagting interest or
degree of influence over management. And foreign &ffiliates means the overseas company where such
U.S. direct invesment exigs. Moreover, mgority-owned &ffiliate (MOFA) is one in which the
combined direct and indirect ownership interest of dl U.S. parents exceeds 50 perce

Thefocus of anadyss hereisin the following four points. Frstly, how the trend of the U.S. foreign direct
investment for Mexico is changing with converson of aforeign investment policy? And how does the
weight of the investment in the manufacturing industry sector in relaion to the whole foreign direct
investment change? Secondly, how much the amount of export from manufacturing affiliates industry
sector in Mexico isincreasing according to change in the foreign direct investment for Mexico? Thirdly,
what is the job crestion effect of foreign direct invesment to the manufacturing industry sector?
Fourthly, has research and development of affiliates in the manufacturing industry sector in Mexico met
with progress?

Wewill look a trangtion of the whole foreign direct investment for Mexico from the United States that
includesabank (Teble 1)

13 Unlessreferring to MOFA, | am examining dataof aforeign affiliatesthat are directly or indirectly or
controlled by one U.S. parent company to the extent of 10 percent or more voting securitiesfor an
incorporated business enterprises or an equivaent interest for an unincorporated business enterprises.
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Andysis focus congders four points. Frgly, how had U.S. Direct Invesment toward Mexico changed
with change of foreign investment policy? Secondly, how exports increased manufacturing affiliates in
Mexico? Thirdly, how foregn direct invesments created jobs? Fourthly, How research and
development of ffiliatesin Mexico progressed?

Changesof U.S. Direct Investment toward Mexico can be seenin Tablel. The direct investment balance
for Mexico of the United States was 5,019 million dollars in 1982 when Presdent De la Madrid took
office. It increased to 5,712 million dollars when he resigned in 1988. It increased to 15,714 million
dollarsin 1994 when Sdlinas resgned. 90% or more of the U.S. direct investment for Mexico was made
from 1989 to 1994, which corresponded to the Sdlinas term mogtly. In addition, the direct investment
balance for Mexico increased for about 20 hillion dollarsin the term of President Zedillo, 35,414 million
dollarsin 2000. Thisincrease corresponds to about twice Sdinas sterm.

To which section did foreign direct investment go? The share directed to the manufacturing industry
sector fdl from 78.1% in 1982, 63.6% in 1994, 57.5% in 2000. Although the weight of U.S. direct
investment for Mexico moved from manufacturing industry sector to third indudtry, the share of
manufacturing industry sector remained large. The sections with the large amount of acceptance of
foreign direct investments in manufacturing industry sector were food and kindred products, chemistry
and dlied products, and trangport equipment.

b. Exportspromoteand job creation

We will examine the trend of export of manufacturing affiliates in Mexico by seeing import from
dfiliesin U.S. (Table 2). It is characteridic that the ratio of the manufacturing industry sector to totd
import amount is very high. The tota import amount from affiliates of U.S. manufacturing industry
sector in Mexico increases from 2,267 million dollars in 1983 to 11,217 million dollars in 1992; it has
risen by about 5 times. More recently, the total import reached 27,223 million dollars in 1998; it has
risen by about 2 times during Sx years. And it has made up the 82.0% of tota importsin 1983. In recent
years fill higher 95.7% in 1992, 99.6% in 1998. The total imports were dmost manufacturing. Electric
and dectronic equipment and trangport equipment have epecidly contribute to the large amount of
imports, and when both are combined, it turns out that decisive specific gravity calls up about 3/4 of the
tota import amount from U.S. &ffiliatesin Mexico.

Next, we will look a the compogtion of the job creation effect and the employment of affiliates in
Mexico (Table 3). The manufacturing industry sector occupies the big share in employment of ffiliates

-7-



Group3-2 Tajimd

in Mexico. There were about 302,800 persons (19.3% of the employer totd of the Mexico
manufacturing industry sector) in 1977, 344,900 persons (16.5% of this rate) in 1983, 493,700 persons
(this ratio is 16.4%) in 1992, 546,300 (19.0%) personas in 1995. The indudries, in which the
number of employers increased greatly in the manufacturing sector, were food and kindred products,
electric and dectronic equipment, and trangport equipment. However, in terms of wages of productive
laborers of MOFA, the globd average hourly pay was 10.37 dollars. The average in Canada was 16.71
dollars, 14.45 dallarsin European countries, 3.25 dollarsin Latin America, only 2.28 dollarsin Mexico.
When thislevel was compared with the other industridizing developing countries, 4.17 dollarsin Brazil,
3.78 dollars in Asa NIEs and 1.56 dollars in ASEAN4, the wage level in Mexico was the worgt of
NICs.

Job creetion by foreign direct investment and component of U.S. affiliates in Mexico is dso detalled
(Table 3). Manufacturing sector shared a high proportion of jobs of U.S. dfiliaes in Mexico.
Employment in this sector was 302, 800 in 1977 (19.3% of totd jobsin Mexican Manufacturing sector),
344, 900 in 1983 (16.5%), 493, 700 in 1992 (16.4%). The indudtry that increased employment was food,
electric and eectronics and trangportation.

However, hourly payment of assembly linelabor of mgority-owned foreign affiliatesin 1994 was 12.57
U.S.dallars on average world totd, 19.69 dollars in Canada, 4.66 dollars in Latin American countries,
3.57 dallarsin Mexico. Comparison with other industridizing countries, Brazil (Latin American NICs)
was 6.35 dollars, average Asan NIES was 6.24 dollars, average ASEAN4 was 2.19 dollar Wege
level of Mexican productive labor was worst of the NICs. That is, it turns out that the wage levd of the
productive laborers of Mexico was the lowest in the development countries classfied asNICs.

C. Research and Development

We will seethe degree of research intendity (the ratio of research and development workers with regard
to dl employers, and ratio of research and devel opment expensein totd sdes). And wewill examinethe
role that effiliates of U.S. multinationd companies in Mexico have played in improving the technicd
level of the Mexican manufacturing industry.

13 On the employer tota of the Mexico manufacturing industry section, see Poder Ejecutivo Federal
(1994), p.560; Only 1995, Poder Ejecutivo Federd (2000), p. 45.
) United States Department of Commerce, BE A (1998), p. 227.
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While the employer totd of manufacturing affiliates in Mexico increased gregtly as mentioned above,
the number of employers engaged in research and development does not increase. For example,
dthough totd employers of a manufacturing MOFA in Mexico increased by 119,057 persons in the
period from 1977 to 1989 and 124,900 persons in the period from 1989 to 1994. The number of
employers engaged in research and development decreased from 1299 in 1977 to about 1000 in 1989
and increased to about 1300 in 1994@ The share of employers engaged in research and devel opment
fel from 0.8% in 1977 to 0.3% in 1989 and 1994. Next, we will look a the change in the ratio of the
research and development expense occupied in sdes (Table 4) . With the whole world average risng
from 1.2% in 1982 to 1.4% in 1992, and the developing country average going up from 1982 to 1989
from 0.5% to 0.8%, Mexico tended to decline from 0.4% in 1982 to 0.3%in 1992.

Thus, while the degree of research intendty of manufacturing effiliates in Mexico showed little
movement, the research and development amount disbursed through affiliates in the Asa NIEs
countries especidly Singgpore and Taiwan increased in recent years. The research and devel opment
amount disbursed of the Singapore's affiliates in 1992 exceeded Mexico, and its ratio of research and
development expense occupied in sdes aso was double that of Mexico at 0.7%. Moreover, the ratio of
the research and development expense occupied in the sdes of dfiliates in Tawan was 0.8%. As a
deve oping country, therate of Tawan equastherate of Brazil and representsahigh leve.

When the degree of research intendty is seen as an index, a U.S. multinationd company raises the
degree of technicd intengty of oversea production globaly, Such atendency is not found in Mexico. It
can be sad that the degree of technica intengity of production in Mexico isits tendency to fal from the
beginning of the 1980sto the beginning of the 1

I will now evauate the contribution of aU.S. multinationa company in Mexico. The U.S. multinationd
company performed direct investment in Mexico a a pace exceeding before the Sdinas term when

B U. SDepartment of Commerce, BEA (1981), p.294, U. SDepartment of Commerce, BEA (1992), p.
216, p. 218, U. S. Department of Commerce, BEA (1998), p.219,p. 227.

19 |_ately, the whole world average decreased to 0.7% in 1998, which was half of 1992. Thelevel of the
deve oping country average going down to 0.3% that was lower leve thanin 1982. Mexico and Brazil
maintained the level of 1992 on the other hand. The research and devel opment amount disbursed of the
Brazil and Mexico surpassed an own leve in 1992 and Asan NIES'sin 1998. Thefallowing isthought
asafactor that the research and devel opment expense of Asan NIEs naions greetly fallsbelow the
leve in 1992. Itisinthefirst because of an Asan monetary criss. The second reason was thet the sage
of the export-oriented industridization by the multinational company wasto have graduated in Asan
NIEs

-9-



Group3-2 Tajimd

foreign investment policy was liberdized sharply in only six years. And the manufacturing affiliates in
Mexico increased export and employment mainly on eectric and eectronic equipment, and
trangportation equipment in theregime of DelaMadrid and Sdinas.

Therefore, concerning export promotion and job creation by the introduction of foreign investment hung
up as an am of liberdization of a foreign investment poalicy, it could be sad tha a fixed-grade
achievement was ableto be carried out. The increase in employment, however, can hardly be referred to
as accompanying animprovement in awage levd.

Theincrease in employment depended on the increase in laborers engaged in assembly production that
is minimum wage labor in NICs. And number of research and development exclusve workers in
manufacturing affiliates in Mexico tended to decrease. The tendency for the retio of research and
development expense occupied in salesto fal was dso noted. It was shown that the technicd leve of
manufacturing affiliatesin Mexico did not improve.

NAFTA tendsto extend the tendency before coming into effect. The tariff of the manufacturing product
between Mexico and the United States was lowered congderably before NAFTA by Maquiladora in
Mexico and HT8980 the United States (Table 5). In that sense, it is thought that NAFTA amsin
making economic integration between the U.S. and Mexico far stronger. It is represented thet the sales
of manufacturing affiliatesin Mexico increased to the United States since the start of NAFTA (Table 6).
It can be sad that NAFTA accderated to the North America economic bloc of the Mexican
manufacturing export section by theinitiative of U.S. multinationd companies.

O . Concluding Remarks

When we evduated how what foreign invesment laws accomplished, we consgdered the Strategy of
U.S. Multinationa Companies in the manufacturing sector. The U.S. Multinationa Companies moved
to Mexico because trade and foreign investment policy was liberdized and labor was chegper than in
the U.SA. The companies intended to maintain capitd and technica intensve production processesin
U.SA., and trandfer |abor intensve product processto Mexico. They exported intermediate goods. parts

) There are two types of HTS 9802. Subheading 9802.00.60 setsforth tariff trestment for certain metal
U.S. origin processed in aforeign locations and returned to the United States for further processing.
Duty is applied on the vaue added by the foreign processing. Subheading 9802.00.80 providestariff
trestment for eligible imported goods that contain U.S.-made components. Duty is applied on thevaue
of theimported product minusthe vaue of the U.S.-made componetd. United States Internationd Trade
Commission (1991), 1-1, 1-2.
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and component madein U.S. to Mexico and findized production through labor intensive processes, and
imported find goods-so cdled intrafirm internationd divison of labor between U.SA. and Mexico.
Accomplishing promoting exports and jobs cregtion and not redizing wage and technica leve
increases were the other Sde of coin.

Therefore, the next subject to consder is progress of the intrafirm internationa divison of labor
between U.SA. and Mexico of the U.S. Multinational Company accompanying the converson of the
Mexico devdopment drategy from Import Subgtitute Indudridization to Export-Oriented
Industrigization.

-11 -
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