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Abstract: The Mexican economy has undergone an important transformation
that started at the end of the 1980s. There is a greater weight of private invest-
ment and some companies are making major investments in certain manufac-
turing activities. The composition of foreign trade now rests mostly on
manufacturing. Multinational companies, which have acquired assets in the
country or have made new investments, are mainly interested in exports. How-
ever, the growth of manufactured exports has occurred without a sustained real
gross domestic product (GDP) growth, let alone GDP per capita. There are no
signs of an increase in technical development and there is evidence of slower
growth in equipment, machines, and tools used to manufacture the goods being
exported. Based on Celso Furtado’s analysis, it is possible to argue that what
happened in Mexico is a breakthrough in the growth of manufacturing exports,
a growth that creates neither conditions for industrial development nor positive
changes in the composition of employment. It has created an export platform
concentrated in small group activities, mostly due to the arrival of subsidiaries
of foreign firms in the country. Industry is not the engine of sustained growth
and even less an expansion of productive activity that encourages the emerg-
ence of new branches and the multiplication of exchanges among the various
sectors of the economy. One witnesses weak growth and a tendency toward
stagnation.
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Since the late 1980s and early 1990s, significant changes in the dynamics of
Mexico’s economy have become apparent. Transformations were not just a
market outcome—they were the result of a greater weight of private invest-
ment in the economy and a significant reduction in public investment. Some
companies acquired significance, and investment in manufacturing activities
multiplied. Transnational automotive companies operating in Mexico were
making new investments in manufacturing parts for the industry and a
few other companies were operating activities through maquiladoras. Econ-
omic policy, based on suppressing the public budget deficit, moved toward
the liberalization of interest rates, the opening of foreign trade, the elimin-
ation of restrictions on foreign investment and the realization of a compre-
hensive privatization program. It was the execution of what was presented as
the Washington Consensus agenda at the end of the 1980s (Williamson
1990).

The transformation of the economy, observed since the late 1980s, was
preceded by the so-called debt crisis. From 1982 onward, economic policy
based on fiscal balance was pursued through the reduction of public spend-
ing, the removal of subsidies, and a significant contraction of public invest-
ment. The unstated objective of economic policy was to have enough
resources to cover at least a portion of interest payments on foreign debt,
while renegotiating the debt’s payment scheme. During the 1980s, several
methods were agreed on to cover debt service, always securing the continuity
of fiscal adjustment. By the end of the 1980s and the beginning of the 1990s,
fiscal austerity was part of an economic transformation: the implementation
of the Washington Consensus agenda.

By the second half of the 1990s there was a different array of exports and
a significant increase in the weight of exports and imports relative to GDP.
These are aspects of the deep change in Mexico’s economy. Manufacturing
is the main component of Mexico’s exports, with the bulk of foreign sales in
equipment, electrical and electronic goods, the automotive industry and,
more recently, machinery and equipment employed in different industries.
Ample evidence in foreign trade statistics clearly shows the growth of man-
ufactured products in Mexico and destined for foreign trade, thereby raising
the issue of the nature of this expansion. It is pertinent to ask whether the
growth of manufacturing exports is associated with a significant increase
in manufacturing in Mexico. It is likewise relevant to ask whether there is
an increase in other industrial activities in the country related to exporting
firms, which would add complexity to Mexico’s industrial apparatus, or
whether the facts are unfolding in a different fashion, implying an increase
in manufactured exports with little effect on the rest of the country’s
industry.
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These questions pose problems and relationships that have been objects
of reflection since the 1940s in Latin America by members of the structural-
ist school, initially under the aegis of the United Nation’s Economic Com-
mission for Latin America and the Caribbean (ECLAC). Within this
group, Celso Furtado’s studies stand out, and give answers to many relevant
questions, including: What is the relationship between industrialization and
development? What are the requirements needed to sustain the process of
industrialization in economies like Mexico? And, is an increase in manufac-
turing production necessarily compatible with sustained growth that endows
the economy with the capacity to meet social needs? Such reflections and
analysis are relevant for explaining the growth of Mexico’s manufactured
goods exports, the impact that they have on industrial activity, and possible
gains in formal employment and production.

As discussed in the text, growth of manufactured exports has occurred in
the absence of sustained GDP growth and per capita GDP growth. Further-
more, there are no signs of increased industrial complexity, yet there is evi-
dence of lower growth in the industry in which the equipment, machines,
and tools are used to manufacture the goods being exported. With Furtado,
it is possible to argue that what has happened in Mexico is an advance in the
export of manufactured exports that has not created conditions for develop-
ment: greater industrial complexity has not been observed, nor have positive
changes been seen in the composition of the country’s employment.

In the first part of this article, some relevant proposals are presented in
relation to Furtado’s characterization of development. The hypothesis of
capital accumulation’s significance and social appropriation of technical pro-
gress as conditions for economic development is elaborated upon, and the
relationship between industrialization and economic growth is discussed. This
first section questions under what conditions industrialization may be an
important element of the development process. The second part of the article
analyzes the major changes in Mexico’s economy with respect to advances in
manufactured exports. A prominent aspect of the process is the high import
content of manufactured exports and the growing significance of imports in
the composition of fixed capital formation in machinery and equipment.
Among the results produced so far is the multiplication of economic activities
performed by households without specific facilities and with very weak or pre-
carious technical applications. The article concludes that the observed conse-
quence is an increasing structural heterogeneity with high levels of inequality
resulting in weak economic growth and lack of development.

Industry and Development: A Reading from Furtado’s Propositions

At the end of World War II the term development became more present in
both academia and international multilateral organizations and agencies
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that governments were then creating, along with agencies and organizations
also funded by the governments of the major economies. Studies on
backward, developing, or underdeveloped economies were already being dis-
seminated in the 1950s. All of these addressed development or the conditions
needed to promote growth, industrialization, and welfare. These include
Rosenstein-Rodan (1944, 1957), Singer (1949, 1950), Nurkse (1953), and
Lewis (1954, 1955). Lewis notes the difficulties for growth under conditions
of unlimited labor supply. In Nurkse, the problem was the weakness of the
domestic market due to the unemployment of productive factors that were
at the disposal of backward economies. However, changes in economic
analysis included the whole of economic theory. There had been systematic
expositions that shifted the analysis to the area of economic dynamics.
Joseph Schumpeter’s work, The Theory of Economic Development: An Inquiry
into Profits, Capital, Credit, Interest and the Business Cycle, published in
German in 1911 and in English in 1934 is a representative study from this
perspective. In addition, John Maynard Keynes’s reflections had generated
a noticeable change.

The recognition of the need for a policy that allowed for the maintenance
of effective demand changed the terms of economic analysis. As Furtado
notes:

To ensure the use of the entire productive capacity, the policy of
maintaining the level of employment ensures a level corresponding
to a high rate of investment earnings. Thus, provided that “planned”
investments can be carried out without creating large inflationary
pressures, countercyclical or stabilization policies are confused, ulti-
mately, with a development policy. (Furtado 1964: 77-78)

Since the late 1940s, in the major economies, the existence of business
cycles and the need to plan an appropriate level of investment to achieve full
employment were recognized. This could not be left to individual capitalists.
Using Keynes’s words, “the duty of ordering the current volume of invest-
ment cannot safely be left in private hands” (Keynes 1936: 320). Thus, the
implementation of these measures involved the maintenance of conditions
of development. During the 1940s and 1950s, in economies such as those
of Latin America, the terms were different, and a unique perspective was
necessary. Yet as shown in his publications from the late 1970s onward,
Furtado also explains how he drew on the teachings of authors such as
Schumpeter and Keynes. Significant lessons of Keynes and Schumpeter
can be found in the work of authors such as Raul Prebisch and, therefore,
in the analyses of ECLAC since its creation in 1949 (Furtado 2006).

In explaining the origin of the so-called structuralist school, Furtado
(2006) emphasized that Prebisch’s starting point was the criticism of the
theory of international trade based on comparative advantage, whereby
international trade is not only an engine of growth that allows all countries
the rational use of their resources but also a factor in reducing the levels of
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income between countries. However, existing evidence points to the
opposite, “in the sense of income concentration produced by international
trade to the benefit of countries with higher levels productivity and real
wages” (Furtado 2006: 18-19). Therefore, structural modifications must
be carried out in underdeveloped countries, beginning with the implemen-
tation of a project—a development proposal.

In a book published in Brazil in 1964, Furtado discussed the process of
social change, concluding that:

Economic development can be defined as a process of social change by
which a growing number of human needs, preexisting or created by the
same change, are met through a differentiation in the production system
generated by the introduction of technological innovations. (Furtado
1965: 39-40; emphasis in the original)

The process of change modifies and extends social needs, which are
increasingly satisfied with production that prominently includes technologi-
cal innovation. Thus, economic development is a process of incorporation
and diffusion of new techniques with structural changes at the level of
production and income distribution. Consequently, a central issue is the
accumulation of capital. In another text, originally published in Portuguese
and Spanish in 1954, Furtado pointed out that a theory of development
must be based on an explanation of the process of capital accumulation
(Furtado 1964: 70), and noted that accumulation includes:

Investment and the total or partial appropriation of the increased
productivity that comes from greater accumulation, or in other words
the transformation of investment into a source of progress ... . It is for
this reason that the theory of development should focus on the study
of investment incentives, without neglecting other aspects of the
accumulation process. (Furtado 1964: 62)

The issue of the distribution of technical developments and the growing
satisfaction of the social needs of larger groups of the population is substan-
tial if accumulation is to be compatible with development. “If the increase in
the output generated by accumulation remains concentrated in the hands of
a small group of leaders, the process of capital formation tends to reach a
saturation point” (Furtado 1965: 65). Under these conditions, underdeve-
lopment continues and it is still possible for economic growth to be weak.
The concentration of production and income is also expressed territorially,
deepening structural inequalities. “If development can proceed, it is because
a significant proportion of new production is distributed among the working
masses” (Furtado 1965: 65). The distribution of income is a key figure of
development, and growing inequality implies that there is little appropri-
ation of technical developments by the majority of the population.

This implies that simple growth of industry likewise does not generate
development. In the late 1950s and early 1960s, upon observing the behavior
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of Latin America’s economies, particularly Brazil’s, Furtado acknowledged
that in some countries industrial groups linked to the domestic market
existed, and were even capable of producing some of the capital assets
needed to expand its productive capacity (Furtado 1964: 174-75). However,
this does not mean that this group is the dynamic element of growth. It is
certainly possible to continue industrialization itself, despite increasing
difficulties in achieving the levels of imports needed for the expansion of
manufacturing. But the situation is more difficult when there is no relation
between the industrial sector’s core composition, the supply it produces, and
the consumption of the great majority of the population.

In a text published in 1984, after several years of poor growth and stag-
nation of Brazil’s economy, Furtado insisted that for a long time “the basic
wage—for most of the population—participated in the process only as a
cost, with its weight a minimum in the configuration of demand in the most
dynamic sectors, with production’s growth independent of the basic wage”
(Furtado 1984: 10). Furtado continued his argument: “therefore, it is poss-
ible to say that the model of growth followed by our country structurally
concentrates rents and disarticulates society” (ibid.). The economy has an
industrial sector that is tied to the satisfaction of the needs of the majority
of the population. It has no capacity for integrating growing groups into
formal work and instead favors the preservation of high levels of income
concentration and the territorial concentration of modern industry, and
even physical infrastructure. There is an increase in social or structural het-
erogeneity, a “geographic concentration of economic activity, accentuating
disparities in living standards between population groups, with the depopu-
lation of certain areas and excessive agglomeration of others” (Furtado
1984: 81).

The progress of manufactured exports from Mexico, primarily to the
United States, and with a high import content of industrialization, is a case
of industrialization that does not generate development and has difficulties
even in sustaining economic growth. The country is operating with a notable
tendency toward stagnation and increasing social heterogeneity.

Manufactured Exports, Industrial Disarticulation,
and Structural Heterogeneity

In 1980, before the external debt crisis, exports from Mexico were equivalent
to 9.7 percent of GDP. In that year and the following years, resources
obtained by foreign sales of crude oil were important. In 1982, foreign crude
sales were 73.2 percent of total exports. During 1983, the figure decreased to
67.8 percent. In contrast, manufacturing exports were 14.1 in 1982 and 17.3
in 1983. Regarding the share of exports in terms of GDP, during the rest of
the 1980s no major changes were observed. It was only until 1992, after
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several years of implementing the Washington Consensus proposals, that
exports from Mexico reached a higher weight in terms of GDP. In addition,
since 1985 the share of exports in total manufacturing increased, becoming
the greatest component by the late 1980s.

Between 1994 and 1995 a remarkable leap in foreign trade was produced.
In 1995, exports accounted for 27.8 percent of GDP, whereas the year before
the figure was 14.5 percent. The change occurred in the context of a
recession and without any history of significant growth of GDP or capital
formation. Thereafter, exports were systematically equivalent to more than
25 percent of GDP and in some years around 30 percent.

In an evaluation made by the federal government, the increase in exports
relative to GDP was believed to be a positive development in itself,
considered to be part of a structural transformation of the economy due
to economic reforms. Such points of view considered that trade liberaliza-
tion and increased exports were showing Mexico’s new insertion into the
world economy, which would supposedly lead to greater social welfare
and sustained growth. The central bank considered export growth to be
highly positive, highlighting the greater position that the country’s economy
was achieving in the world economy (Banco de Mexico 2001). In 2012,
exports were 31.5 percent of GDP, and in 2013 they were 31.8 percent. As
noted above, these were mostly manufactured exports.

In 2013, 80.6 percent of total exports were manufactured, reflecting a
secular trend. However, in all these years the increase in foreign sales of
manufactured goods did not correspond to an increase in domestic manu-
facturing activity. Based on data from the National Institute of Statistics
(INEGI), in 1997, manufacturing represented 19.1 percent of GDP. Years
before, in 1990, we find a similar figure—18 percent. Since the second half
of the 1990s, the increase in exports and manufactured exports in particular,
has not positively altered domestic manufacturing in terms of GDP, which
decreased from 17.6 percent in 2003 to 16.5 percent in 2013.

Observing the composition of manufacturing GDP, there is no increase in
the construction of steel structures, the manufacture of hand tools, and
much less in machinery and equipment for the manufacturing industries.
Increases in manufacturing are concentrated in a small group without
relevant or significant connections to the rest of the industrial activity in
the country. This is the result of the composition of manufacturing exports,
the share of imports in their production, and the control of a small group of
large firms in both production and foreign trade. It is an industry whose
dynamic core is outside of Mexico and, as expressed in the case of automo-
tive production, which will be analyzed shortly, demand is not related to the
consumption of the broad mass of workers in Mexico and therefore does not
create conditions for development.

From 1994 onward, between 52 percent and 62 percent of total exports
pertained to three groups of manufacturing activities: electrical and
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electronic equipment; the automotive industry, including parts; and special
equipment and machinery for various industries. These activities are domi-
nated by a small number of large firms, most of which are transnational
companies that placed a portion of their production in Mexico. The increase
in export activity is associated with an increase in imports.

As seen in Figure 1, from 1994 to 2013, the degree of openness of the
economy, defined as the sum of exports and imports divided by GDP,
exceeds 50 percent. The data presented in the same graph show that since
1998 imports have been higher than exports. The advance of manufacturing
exports has not been accompanied by the creation or expansion of busi-
nesses in the country that could supply some of the goods now imported,
or even supply those used by exporting firms, both of which could provide
the economy with a growing positive balance in foreign trade. Yet the
opposite often happens, given the high import content of much export
activity.

Based on information from Banco de Mexico, in 1998 imported inputs
were equivalent to 57.2 percent of exports. Two years later the figure was
72.9 percent, and it grew until 2000, when the import inputs represented
80.4 percent of exports. In subsequent years, there was a slight decrease,

Figure 1. Mexico: Openness, Exports, and Imports.
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but the figure remained around 75 percent. Trade liberalization, the
establishment of free trade agreements, and broad freedom for the entry
and exit of capital have allowed transnational corporations to organize a
segment of its export production in the country with high levels of imported
inputs. For some authors, this is a positive element: “empirical evidence
suggests that one of the fundamental effects of trade liberalization was the
increased competitiveness of Mexican exports that allow access at inter-
nationally competitive prices of imported inputs” (Ramos Francia and
Chiquiar Cikurel 2004: 478). Furtado observed that this was one of the
major changes in the international economy, emphasizing that markets
are replaced by internal transactions of large companies that do not neces-
sarily involve positive elements for the economies in which subsidiaries are
based (Furtado 2000: 262).

Much of the export manufacturing industry is organized as maquilas, so
statistics on imports of intermediate inputs and data on imported machinery
are important elements in its operation. As can be seen in Figure 1, if the
foreign trade of the maquiladora industry is not considered, the degree of
openness in the economy is significantly reduced, remaining stable at around
32-33 percent since 1995. The maquila is not relevantly linked to the coun-
try’s economy in terms of supply and demand. Possibly the most significant
component for the domestic market is the remuneration of workers and
employees, who, however, are not linked to production as major consumers
of the items assembled in these industrial plants. The same can also be said
of the rest of the employees in the country.

The automotive industry, the most important in recent years by its weight
in total exports, must be considered alongside the maquilas. Much like the
maquilas relevant to the electric and electronics industry and the manufac-
ture of machinery and equipment for various industries, automotive pro-
duction has high import content. In the manufacture of automobiles and
trucks as well as also internal combustion engines, most automotive pro-
duction involves participants from a small group of transnational firms.
Some of their production lines are located in Mexico in order to supply
mainly the U.S. market. Excluding the total trade of the automotive indus-
try, the degree of openness is reduced to around 22 percent from 2001
onward. If exports and imports of petroleum and petroleum-based products
are also excluded, Mexico’s economic degree of openness would be reduced
to 10.4 percent of GDP in 2013. In 2013 the foreign trade of the oil industry
was equivalent to 11.9 percent of GDP. Exports of crude oil from Mexico
remain important in foreign trade, but so do imports of petroleum products,
including more than 50 percent of the gasoline and diesel used in the
country.

Manufacturing exports grew based on high import content. They are
highly concentrated by destination, as about 80 percent is sent to the United
States. The increase is mainly due to what is called intrafirm trade. As noted
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above, in a strict sense, a large part of these transactions is internalized
within the same corporation. Indeed, in each of the activities highlighted
above, a narrow range of products is exported, making the composition
of imported goods that are finally put together in Mexico notable for its
greater diversity. This also translates into a lower share of imports from
the United States, insofar as firms bring intermediate inputs from other
regions of the world to stitch clothes in Mexico and export them to the Uni-
ted States. Imports from the United States represent 50 percent of total
imports. The European Union is the source of 11 percent, Japan 4.5 percent,
and Korea 3.5 percent. In the manufacturing of electrical equipment and
appliances, the participation of companies with headquarters in Japan and
Korea is significant. In addition to automotive companies like General
Motors and Ford (headquartered in the United States), Chrysler (whose
main stock holder is Fiat), the German Volkswagen and the Franco-
Japanese Renault-Nissan, 370 are also relevant actors. It is a process whose
dynamics depends on the behavior of certain sectors and companies in the
U.S. economy. Foreign firms headquartered in Europe or Asia that are
involved in these international trade flows make their investment decisions
and organize their production based on the dynamics of the U.S. economy.

The organization of automobile production in the country offers stark
evidence of this kind of industrialization, which is expressed in weak growth
and does not generate economic development. In 2013, as the production of
cars and trucks exported from Mexico gained importance, about 70 percent
was sent to the United States. In 2012, the total light vehicles manufactured
in the country and exported was 81.6 percent. In 2013, the increase in pro-
duction was expressed as a relative increase in exports, accounting for 82.6
percent of manufactured exports. In contrast, the significance of vehicles
made in Mexico for the local market has been reduced. In 2012 it was
53.6 percent, while in 2013, of the 63 million vehicles sold in Mexico, 48 per-
cent were assembled in the country.

Exports of light commercial vehicles are, as in previous years, highly con-
centrated. Five companies dominate the market and, as seen in Figure 2, the
number of units exported to Europe and Asia is minimal. Even to Latin
America, exported vehicles represented only 12.7 percent of the total, with
most going to Brazil, Argentina, and Colombia. The high concentration
of exports to the United States does not imply that these occupy an impor-
tant place in this market. Much corresponds to sales made by General
Motors, Ford, and Chrysler. These companies as well as Nissan-Renault
and Volkswagen conduct high levels of transactions within each firm itself.
Overall, exports from Mexico are equivalent to 10.6 percent of all light com-
mercial vehicles sold in the United States. In this country, contrary to what
happens in Mexico, in 2013 more than 10 million vehicles, corresponding to
67.3 percent of the total sold, were manufactured and marketed within the
country. The pattern of relations with the rest of the manufacturing activity
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Figure 2. Mexico’s Main Export Destination of the Automobile Industry, 2013
(% of total).
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is completely different from that in Mexico, and the main destination of the
products is the United States itself.

The growth potential of high-export industrial activities is not the
outcome of economic conditions in Mexico. Therefore, it is not surprising
that despite continued structural adjustment, trade liberalization, financial
liberalization, and privatization, the weight of exports from Mexico in world
trade has been almost stagnant for years. In 1980, with crude oil exports as
the main component, foreign sales originating from Mexico were equivalent
to 0.95 percent of the total worldwide. In 1990, an important push in manu-
facturing lifted exports from Mexico up to 1.22 percent of the total. In 1995,
when the current scheme of exports dominated by manufacturing took hold,
exports rose to 1.56 percent of the total. In 2001, after years of progress in
transforming the country’s economy, the figure rose to 1.6 percent. In 2010,
exports from Mexico were 1.7 percent of the global total, almost the same as
in 2001.

As a product of the high import content of manufactured exports and the
lack of important linkages and transactions between these and companies
from other industrial activities, the impact on the country’s growth is limited
or absent. It is even more serious to observe the lack of any change in this
trend. From 1994 to 2000, the annual growth of GDP per capita per year
was 1.6 percent. Yet between 2000 and 2013, this became even weaker, regis-
tering an average annual increase of 0.7 percent. Maintaining an economy
with an industrial sector turned to the outside and conducting commercial
and financial transactions with other companies within the same firm, all
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according to the conditions in the United States, does not imply development
in Mexico. Indeed, it is accompanied by very weak GDP growth.

The increase in transactions abroad along with some manufacturing does
not mean the increased participation of the Mexican economy in inter-
national trade and investment flows, and much less a diffusion of different
manufacturing techniques in Mexico’s multiple production activities. The
Mexican economy is characterized by a small group of large firms operating
with technologies ranging from relatively modern to the most advanced,
amid a sea of small and micro enterprises, along with a multitude of infor-
mal establishments, which in general do not incorporate new technologies
and techniques, and are carried out along the roadsides of many cities,
including those where new industrial establishments have been created. As
Furtado argued, it is a type of industry that does not create development.
Subsidiaries operate in a way that does not allow the country’s capital to
dominate new technology. The technology used and the operation of these
plants depend on decisions made outside of the economy’s space and passed
on to subsidiaries (Furtado 2000: 262-64). The results are even more nega-
tive in the case of Mexico because what is produced is overwhelmingly
exported to a single country.

A second aspect of industrial activity in Mexico that accounts for the
condition of increasing underdevelopment is the poor performance in manu-
facturing of capital goods and the decreasing component of gross domestic
fixed capital formation in machinery and equipment. The coefficient of
investment has not changed substantially in the past two decades and is
above 20 percent of GDP. But, as seen in Figure 3, as the implementation
of the Washington Consensus proposals advanced, and manufactured
exports gained prominence, the domestic component decreased in gross
fixed capital formation in machinery and equipment.

During the 1970s there was a notable difference in favor of machinery
and equipment of domestic origin in the conformation of gross fixed capital
formation, increasing from 5 percent of GDP in 1977 to 6.3 percent 1981.
During these same years, imported machinery and equipment fluctuated
between 3 percent and 5 percent of GDP. During this period the Mexican
economy was growing at rates above 6 percent a year. The use of machinery
and equipment manufactured in the country must be emphasized, despite
significant challenges in the process of capital formation. The size of the
capital goods sector presents itself as a limiting factor for industrial growth
(Furtado 1964, 2000). As emphasized elsewhere, Furtado considers the pro-
duction of capital goods far from sufficient for maintaining accumulation.
In previous years, with the help of private capital, the government had
established projects for the manufacture of machinery and equipment (Vidal
2000). However, deeper structural changes had yet to occur when the growth
process was abruptly interrupted, precipitated in part by financial events at
the beginning of the 1980s.
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Figure 3. Mexico: Local and Imported Gross Fixed Capital Formation.
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Sources: Author’s calculations based on data for 1970-87 from the Programming and
Budget Secretariat, Mexico’s System of National Accounts, vol. 5: On the supply and
use of goods and services available at http://tinyurl.com/nh7unqo [accessed April
2014]. Data for 1988-2013 from INEGI: Economic Information Bank, Mexico’s Sys-
tem of National Accounts, Supply and Final Demand of Goods and Services, Gross
Fixed Capital Formation available at http://www.inegi.gob.mx/sistemas/bie [accessed
April 2014].

Since the debt crisis of 1981-82, the dynamics of the economy changed
dramatically. As seen in Figure 3, in the early 1980s there was a reduction
in the share of machinery and equipment as shown in the investment coef-
ficient, which only recovered at the end of that decade. At the beginning
of the 1990s, the most significant increases were in investment in machinery
and equipment involving the use of imports. Beginning in the late 1980s,
some of the automotive companies that were creating an export platform
in Mexico made new investments involving imported machinery and equip-
ment in order to establish manufacturing plants. Investments by the transna-
tional automotive industry operating in Mexico represented a significant
portion of foreign direct investment between 1989 and 1996.

At that time the manufacturing industry in the country was also trans-
forming itself in order to establish an export platform (Vidal 2001: 36-38).
Automotive plants were no longer created in the center of the country, where
most of the motor vehicles are sold in Mexico. The new locations are based
on exports to the United States. These plants include locations in the
north such as Hermosillo, Sonora; Ramos Arizpe, Coahuila; Chihuahua,
Chihuahua; and Aguascalientes, Aguascalientes. More recently plants have
been established in Silao, Salamanca, and Celaya in the states of Guanajuato
and San Luis Potosi, all focused on exports. This has also been a moment of
significant increases in maquila investment for manufacturing electrical
equipment and appliances intended for exports, which are also growing.


http://tinyurl.com/nh7unqo
http://www.inegi.gob.mx/sistemas/bie

Downloaded by [Gregorio Vidal] at 15:51 28 June 2015

76 INTERNATIONAL JOURNAL OF POLITICAL ECONOMY

Together, these are investments that use imported equipment and machinery
as a result of the decisions made by transnational firms.

Since 1998, investment in machinery and equipment as a proportion of
GDP has followed a slight downward trend. The national machinery and
equipment component shows a clear reduction (see Figure 3). From 2003
to 2013, the investment in machines and equipment manufactured in Mexico
is in the range of 2.3-2.7 percent of GDP. New investment by foreign firms
will not change the scenario. Greater openness to private investment in elec-
tricity and petroleum further increases investment in imported machinery,
equipment, and software. Foreign firms realize investments in these sectors
by importing machinery and equipment from other countries. Furthermore,
the investments of state-owned PEMEX also include the acquisition of capi-
tal goods abroad.

The dismantling of industrial activity is therefore greater as the relation-
ship between possible increases in manufacturing exports and growth trends
decline. Diversification in these and other industrial activities in the country
decreases as well. Greater crude oil extraction will not change the scenario as
long as it is only destined to maintain or increase levels of nonrenewable
resource exports because it not destined toward greater investments in the
country’s industrial plants to transform crude oil. The current administra-
tion of state-owned PEMEX maintains that it is better for the country to
import gasoline, arguing that it is not profitable to invest in refining. By
2013, 72.7 percent of total exports of crude oil were sent to the United
States. To Mexico, the United States sent §1.2 percent of their oil industry
exports in the form of petroleum derivatives, mainly gasoline. Just as the
advance in exports of manufactures concentrated in a few activities results
in an industry that does not generate growth conditions, the same can be
said of the development of new projects with the participation of private
capital from abroad to increase crude oil extraction for export. These all
accentuate processes that impede the expansion of industry in the country,
the emergence of new industrial branches, and the strengthening of other
relationships that arise from the demands of diverse groups of the national
population.

In an article titled “L’impératif technologique et les social inégalites”
(The Technological Imperative and Social Inequalities),” Furtado noted
that:

We are witnessing in this century the widespread adoption of the view
that the process of globalization of markets will prevail over all. It’s
almost a technological imperative, like that which commanded the
process of industrialization that founded modern society over the past
two centuries. (Furtado 1998: 169)

This has been the prevailing view in Mexico’s government institutions for
several decades. The transformations executed in the Mexican economy have
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been defended with this hypothesis in mind. However, no significant growth
in the economy has been observed, much less improvements in the living
conditions of the majority of the population. Furtado identified this problem
some time ago. In relation to the transformation that some economies have
exhibited in their processes of development, he pointed out that “the true
engine that has allowed economic growth has not been the dynamism of
exports, but the expansion of internal markets made possible by the increased
purchasing power of the entire working population” (Furtado 1998: 169-70).

In creating the conditions for development, there is a positive relationship
between technological innovations applied to production and the increased
purchasing power of the mass of workers. An expansion of industrial
activities occurs when new activities emerge, also strengthening ties among
industries. There is an endogenous basis for the growth of the economy,
and exports grow as internal productive activity increases. None of this
has happened in Mexico. Therefore, the growth of manufacturing exports
comes amid a sea of informality and the multiplication of economic activi-
ties that incorporate almost no technical knowledge, even when they are for-
mally registered in industry, commerce, or services where they meet the
demands of workers from large corporations.

During the 1990s, once significant progress in the transformation of the
economy of Mexico was achieved, work in the informal sector was officially
considered. According to INEGI (2011), these constitute all market activi-
ties operating outside of the household, but not established as a separate
business enterprise. Many of those working in this sector are self-employed
or develop their activities without any precise payment scheme. In the period
from 1991 to 2002, based on figures from INEGI, the formal economically
active population (EAP) grew by 20 percent. In the same period the EAP in
the informal sector increased by 47 percent. In subsequent years the impor-
tance of those employed by the informal sector has not decreased:

Structural underemployment is consolidated, as are multiple forms of
self-employment. There are vast contingents of workers with scarce
productivity, working with poor techniques and with very low income
levels. It is remarkable that economic changes implemented in recent
years did not modify this situation. (Vidal 2006: 178)

No changes have been observed in the composition of the working popu-
lation. Thus, in 2011, based on information from INEGI and the Social
Security Institute (IMSS), permanent workers in the private sector
amounted to only 13 million people, 28 percent of the population employed
in Mexico (INEGI 2011). The numbers of those who are self-employed in
the informal and micro sectors, along with those who work without receiv-
ing remuneration, complete a scenario of strong labor fragmentation. Social
or structural heterogeneity, which includes other parameters, is a fact of
economic life in the country.
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At the end of 2013, based on information from INEGI, without consider-
ing the agricultural sector, the population is concentrated in the so-called
micro business sector to the tune of 47.5 percent. To these can be added
another 17.9 percent working in small establishments. A significant portion
of the population works in the informal sector or in establishments that have
no technical knowledge incorporated. These represent two-thirds of the total
employed population and, in recent years, has accounted for much of the
anemic job growth. Only 9.2 percent of the employed population works in
large establishments, and even if there is some growth in employment in this
sector, its impact on the overall dynamics of employment is low. Many work
fewer than 15 hours a week and an increasing number work more than 48
hours. In 2000, the employed population working more than 48 hours a
week was 23.6 percent of the employed, more than 9 million people. At
the end of 2013 the number increased to 14.3 million people, 29 percent
of the employed. During this period, those working more than 48 hours a
week were equivalent to 42.6 percent of the increase in employment. Those
who work fewer than 34 hours, many of them only 15 hours a week, have a
similar weight in the total employment figures. Those working without
employment benefits have risen, and an immense working population has
no access to health care.

At the end of 2013, if all forms of informal employment are considered—
and not just those who work in the so-called informal sector—the result is
that 58.8 percent of the working population finds itself in this labor market
state. The so-called rate of labor informality includes workers in the infor-
mal sector, but also the unprotected work in agriculture, domestic services,
and unpaid household work with no social security. It also includes subor-
dinated workers who work in formal businesses but do not register their
workers in the social security system. Of all people working in agriculture,
75 percent do so with no security of employment, so these workers are part
of the informal labor sector. It is perhaps even more worrisome that, of the
total number of subordinate workers in Mexico, more than 7 million are
employed in business, government, and institutions that are not registered
with social security, representing 21 percent of total subordinated workers.
Thus, labor informality is a relevant component of employment in various
business enterprises and government institutions.

As shown in Figure 4, the rate of informality is not decreasing. If the fig-
ures at the beginning of each year are compared, based on INEGI data, the
result is that 58 percent of the working population is in the informal sector.
It is a universe of growing social inequality, with broad sectors of the econ-
omy operating with very low levels of productivity, entirely excluding the
possibility of integrating recent technology. It is a process of increasing
social heterogeneity, characterized by the articulation of a small sector of
production tied to the dynamics of the U.S. economy, producing significant
benefits to a small group of companies whose profits are realized beyond
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Figure 4. Mexico: Labor Informality Rate.
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Sources: Author's calculations based on INEGI, National Survey of Occupation and
Employment (ENOE), ENOE figures for the fourth quarter of 2013 (http://www.
inegi.gob.mx), December 2013 and March 2014.

Mexico’s borders. This is a type of capitalism characterized by a tendency
toward stagnation and the maintenance of inequality and increasing social
heterogeneity.

Conclusions

The Mexican economy has undergone a major transformation that began at
the end of the second half of the 1980s. A central element of this change is
the increase in manufactured exports, which have come to dominate
national exports in recent decades. The transfer of these goods abroad is
the result of the establishment of new industrial plants in the country. How-
ever, the establishment of these industries has not led to a significant
increase in the weight of manufacturing output in total GDP. Rather, it
has created an export platform concentrated in small group activity, mostly
resulting from the establishment of foreign firms’ subsidiaries in the country.
Some of these industrial plants have been organized as maquilas, which,
much like the automotive companies, involve high import contents. Partly
for this reason, few have established relationships with other local industries.
This export industry has, therefore, not modified the behavior of the econ-
omy. Among the results is that the industry is not the engine of sustained
growth, let alone a tool for the expansion of productive activity that
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promotes the emergence of new industrial branches and the multiplication of
exchanges among various sectors of the economy. This has produced weak
growth with a tendency toward stagnation.

Many have argued that one of the positive results of the economy’s trans-
formation is the integration of international trade and investment flows, and
that this incorporation would enhance the well-being of the national popu-
lation. However, as discussed above, there is no integration of the economy
into international trade or investment flows. Linkages are only created
within a small group of activities, all led by transnational firms, which only
consider the conditions of the U.S. market in making investment decisions.
These firms have shifted part of their production to Mexico in order to com-
pete in the U.S. market, and products made in Mexico do not primarily tar-
get the domestic market. There is no relationship between the expansion of
these activities and the composition of aggregate demand and, therefore, the
expansion of the domestic market is hindered. As Furtado notes, industry
does not necessarily act as a force for development.

Excluding the foreign trade activities of the maquila and the automotive
industry, substantially reduces the openness of the economy. If sales and
purchases outside the oil industry are also excluded, the economic transac-
tions with other countries are equal to only 10 percent of GDP. In addition,
as the export platform advances, the imports of machinery and equipment
increase too. Industry, therefore, does not act as an element that energizes
the whole economy, nor does it advance toward a greater capacity to pro-
duce capital goods. In this context, some large companies are still operating
in the midst of a multitude of micro and small commercial and industrial
establishments, whose market economic activities depend on the household
or public roads as commercial venues. There is growing structural or social
heterogeneity, which is a characteristic feature of a society with weak
growth. Industry does not necessarily lead to development. In Mexico, a
chief characteristic of the economy is the multiple forms that informality
has taken, even within business and government.
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