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Don’t Expect Apples From a Pear Tree:

Foreign Direct Investment and Innovation in Mexico

Enrique Dussel Peters

Executive Summary

In the very best case, nations that liberalize their foreign direct investment regimes hope
that FDI will come to the country, and that it will generate “knowledge spillovers” that will
create positive economy-wide effects that can pull it from underdevelopment. The jewel
among these effects is innovation. If foreign firms come to a nation and take part in
innovative activities, it is hoped that such activities can spur similar effort in the domestic
economy and help the nation climb the development ladder.

This comprehensive report analyses the extent to which FDI into Mexico was able to attract
FDI that stimulated innovation. The main finding, among many, is that foreign firms’
innovative contributions have been very limited and need to be better targeted. This is of
concern given Mexico’s lackluster performance in terms of competitiveness. Moreover,
Mexico’s poor FDI performance in terms of innovation may be accentuating the already
potent levels of inequality and polarization in the Mexican economy.

Some of the specific findings of the report are as follows:

e Mexico’s state and national laws for screening, evaluating and encouraging
technologically sophisticated FDI are not being implemented.

e R&D in Mexico has been falling sharply since the 1990s and this is in part due to
poor performance in terms of R&D in foreign firms.

e R&D and Science and Technology spending by foreign firms is very polarized from
a regional perspective, with the North of Mexico experiencing some promise of
innovation while the South lags far behind.

e Domestic firms without FDI account for higher levels of innovation and
employment than firms with FDI.

To address the shortcomings of FDI in Mexico, Mexico needs to revamp its current policies
and think in a more long—term and systemic manner.



Introduction

At least since the 1990s Latin America and Mexico have increasingly acknowledged that
macroeconomic policies only are not sufficient for structural change and an overall
increasing competitiveness. Theory, practice and policies have also slowly allowed for a
more pragmatic vision of a set of micro, meso, macro and territorial policies to enhance
competitiveness in the context of globalization and Asian competition. Territorial
experiences in particular segments of value-added chains have been of substantial relevance
for national institutions, as well as for overall learning processes. In this discussion the
potential linkages between foreign direct investment (FDI) and innovation are substantial:
according to the Economic Commission for Latin America and the Caribbean (ECLAC
2008), Mexico has been the most successful Latin American recipient of FDI for 2003-
2007, averaging annually $20.6 billion US dollars, and accounting for 28.50% of the
region’s FDI inflows; since 1994 realized FDI accounted for more than $250 billion $US in
Mexico alone. Until today, however, it is not clear in which direction policies should
engage regarding territorial-national policies in terms of the effects of FDI on innovation,
spillovers and externalities, among other variables.

From this perspective, the goal of this document is to discuss in detail Mexico’s FDI
territorial specialization since the last decade, and to evaluate the effects —and association-
of FDI on innovation processes from a territorial perspective within Mexico and at a
disaggrated level, i.e. including sectors, branches and economic classes in Mexico. From
this perspective, the document will present new information and analysis based on the
Economic Census of 2004.

It is in this context that the present document will be structured in five chapters. The first
outlines an overview of national and state policies to attract FDI, emphasizing the potential
links between national and territorial policies, and in particular incentives and privileges
granted to FDI. The second chapter presents a brief literature review on the main effects of
FDI on innovation in Mexico, as well as on other variables such as spillovers and
externalities, technology transfer and improvement in labor capacities. The third and fourth
chapters analyze in more depth the main characteristics of Mexico's state-level FDI and
productive specialization. The third chapter analyzes the main FDI characteristics,
dynamism and specialization from a regional perspective within Mexico. The fourth
chapter provides a more in-depth analysis and explanation of Mexico’s innovation
processes and linking these with FDI and other relevant socioeconomic variables. Thus, the
chapter presents a branch-level typology of Mexico’s expenditures in Science and
Technology (S&T) processes for big manufacturing firms at the state level for 2003 and
linked with branches in which FDI has a minority, a controlling stake or no presence at all.
The results in terms of the main variables such as productivity, wages, imports and exports,
but also in terms of expenditures of S&T will be substantial —and an important
contribution- for understanding Mexico’s national and territorial innovation development.
The fifth and last chapter concentrates on policies and recommendations for FDI at the
national, but in particular at the territorial level with an emphasis on innovation systems.



Overview of National and State Policies to Attract FDI

Mexico’s national policies regarding FDI have gone through at least two important phases
since the 1970s. The first was a result of import-substitution until the end of the 1970s and
the Law to Enhance National Investment and to Regulate Foreign Investment of 1973.
While the law was an important policy instrument to regulate FDI according to import-
substitution —and in many cases policy decisions were arbitrary-, four types of activities for
FDI were established: a) Those reserved to the State (such as oil, basic petrochemicals,
electricity and railways, among others), b) those reserved to Mexicans (such as forestry,
radio and television), ¢) those with specific sectorial regulations (such as secondary
petrochemicals and telecommunications), and d) all the other activities in which FDI was
not allowed to be above 49%. In general, these laws —and including several changes until
the beginning of the 1990s- were to enhance technological development, exports,
employment generation, import substitution, as well as decentralizing FDI beyond the
largest states (Gurria Trevifio 1994; Dussel Peters et. al 2003, 2007; Peres Nuiies 1990).

The FDI law of 1973 was modified several times until the beginning of the 1990s through
different reforms and regulations, and these changes were formally introduced in the
Foreign Investment Law of December of 1993. This new federal law has to be understood
in the context of the implementation of the new overall macroeconomic strategy since the
end of the 1990s (Aspe Armella 1993; Dussel Peters 2000) and is consistent with the
chapter of the North American Free Trade Agreement (NAFTA) on investments, providing
national and non-discriminatiory treatment for regional foreign investment. Particularly
NAFTA established a divide for Mexico’s socioeconomy and overall regulation from a
sectorial perspective, but also regarding cross-sectorial issues such as trade, investment,
transportation and temporary imports, among others (DOF 1993).

Which are the main legal regulations regarding FDI today and in respect to the prior
period? In general, FDI norms —also through sectorial regulations since 1993 in the
financial sector, for example- were deeply deregulated and procedures were simplified for
FDI and for the Foreign Investment National Commission (FINC) of the Ministry of
Economics (Secretaria de Economia, SE). The new law kept the prior four types of
activities of Mexico’s economy for FDI, but reduced substantially sectors reserved to
Mexicans and to the State®, while abolishing all performance requirements that existed
historically (for example regarding exports and minimum domestic value-added in
particular sectors such as automobiles). * The affirmativa ficta regulation was also
significant, since FINC had to resolve applications within 45 days or, otherwise,
applications were approved automatically: foreign investments requiring applications and
not exceeding 165 million $US were also automatically approved, unless the law restricted
the specific activity. Most relevant for the current law is that Article 29 of the law
established 4 criteria for allowing for FDI: a) impact on employment and training of
workers, b) its technological contribution, ¢) compliance with ecological dispositions, and
d) in general, its support for Mexico’s competitiveness. These criteria, however, were not
implemented and used in effective policy-making until 2008.



Within this framework, only very few activities were reserved to the State —such as oil,
basic petrochemicals, electricity and the control and supervision of airports and ports- and
to Mexicans —such as passenger, tourism and cargo transportation-. In addition, the concept
of “neutral investment” allows for foreign investments in all sectors, since it includes all
legal rights, with the exception of voting rights. >

Since the implementation of the Law in 1993 —and up to the end of 2008- several items of
the law have been discussed’, including: a) the possibility of abolishing “neutral
investments”, since they are highly confusing and allow for misconducts according to goals
of the law, b) the liberalization of the oil sector —which has been publicly discussed since
2007 under the heading of the privatization and liberalization of the property of specific
activities of the main state-owned oil firm, PEMEX-, including the possibility of retail sales
of gasoline and liquid petroleum gas for foreigners, c) the liberalization of the electricity
sector, allowing FDI in the production and distribution of electricity to the public. Finally,
other sectorial regulations —such as in the financial sector, but in particular in trade- have
affected FDI incentives. Mexico has signed 35 Agreements for the Reciprocal Promotion
and Protections of Investments (ARPPI) —the last one signed with China in 2008- affecting
FDI with 48 countries. In addition, 12 free trade agreements with 44 countries —such as
NAFTA- have also involved changes in FDI regulation. ’

In Mexico national FDI-regulation has so far not allowed for a homogenization of FDI-
incentives and benefits at the state level. Considering that until 2007 states should not grant
direct fiscal incentives in real terms —with the notable exception of the 2% state payroll tax®
since 2008- most of the benefits that states offer refer to particular expenditures of the
respective transnational firm, i.e. in terms of reducing costs of real estate, infrastructure,
water, electricity, training and other specific costs. As a result of an increasing
decentralization of economic policies (OECD 2003), most of Mexico’s states since the
1990s have started to develop industrial, micro, small and medium firm, but also R&D and
technological policies. Jalisco, Mexico City, Chihuahua and Sonora, among others, have
led this process. In some specific cases, and given the arbitrary decision-taking process in
the respective states, competition for attracting FDI of specific firms have led to a “down-
to-the-bottom-race”, i.e. for example granting free real estate and infrastructure costs
incurring in high economic costs that in some cases even increased the uncertainty of the
respective multinational firm. °

The topic, i.e. the lack of coordination of federal and state-level policies to attract FDI, in
addition to a missing long-term strategy at both levels has been acknowledged by several
public and academic sectors with respective policy proposals. So far, however, these have
not been implemented (CNE 2006; Dussel Peters et al. 2007; PEF 2007; SE 2008/a/b).
More complex policies to link FDI with innovation, R&D, but also micro and small firms
have also been indicated and proposed by these authors and institutions, but they seem to be
far more complex in its effective implementation in the short term; until 2008 there is no
realistic sign that such a coordination and long-term strategy will be implemented and
funded. It is also not clear that any of the political sectors that propose these changes will
have the sufficient political power to be even discussed in the Executive and Legislative



sectors in the short and medium terms, given the difficult and highly polarized political
agenda since 2007-2008.

The former lack of coordination is also reflected even at the statistical level, since state-
level and federal statistics on FDI differ substantially and state governments do not have
access to firm-level statistics of their own state; only federal agencies have access to this
information today. In several cases —and according to different methodologies to register
FDI- statistics differ from 15%-160% of those presented by SE (Dussel Peters et al.
2007:338-339). In order to share this kind of information, each of the respective states and
Secretaria de Economia formally require specific agreements that most of the states do not
have until 2008.

It is also relevant to stress that until 2008 the federal government does not have specific
institutions for the promotion of FDI, and independently of laws and other formal norms:
NCFTI in the best of the cases is today able to register FDI. However, and in a rather chaotic
form, governments at the state level promote FDI through specific and not coordinated
strategies. ' In addition, FDI-statistics in Mexico —as in other countries- present a serious
limitation for territorial analysis, since the final destination of FDI —i.e. the place where
FDI is actually pursued- cannot be tracked by current statistics. As a result, current FDI-
statistics overvalue the main states and cities —where firms establish their fiscal sites- and
undervalue the rest of the country where FDI is actually pursued. 2

In spite of these important efforts of the Mexican government since the 1990s, the current
evaluation of FDI-policies in comparison with other non-OECD countries has been
disappointing; Mexico has been outperformed by countries such as Argentina, Brazil and
Chile in Latin America and even China in specific sectors (Koyama and Golub 2006;
OECD 2007).

Brief Literature Review on the Effects of FDI on Innovation in Mexico

It is relevant to highlight that competitiveness, FDI and innovation literature has made
important contributions and developments in Mexico and internationally in the last years.
Several issues stand out.

First, the relevance of systemic competitiveness, since competitiveness should be
understood at the micro, meso or institutional and macroeconomic levels of analysis
(Meyer-Stamer 2005; Messner 2002); only a macroeconomic perspective such as
implemented in most of Latin America since the 1980s and until 2008, is not sufficient.
Such a systemic perspective is particularly relevant for understanding the effects of FDI on
innovation since the effects can vary depending on the specific level of analysis.

Second, there are at least four forms to channel technology, knowledge, organizational
methods and learning processes in general: a) the imitation and use of processes, methods
and technologies, b) the adquisition of skills, ¢) export-promotion, and d) increasing
competition generated by FDI. Technology transfer, from this perspective, can take place at



different levels of analysis."? In addition, typologies and specific characteristics of global
commodity chains, as well as the mesoeconomic and institutional level of analysis are
critical, as well as the degree of integration between firms that allows for different levels of
learning, innovation and collective efficiency (Humphrey 2004; OECD 2001).

Third, and even though the approaches aforementioned are relevant in the context of the
dominance of microeconomic and/or macroeconomic approaches to competitiveness, they
lack a “territorial endogeneity” perspective, i.e. the specific form in which these territories
integrate to global commodity chains and the specific form of systemic competitiveness in
terms of products and processes'* of firms and value-added chains. In other words, it is not
only the firms but territories or regions which are the socioeconomic starting point for the
analysis and for specific processes of upgrading and its respective policy proposals, for
example (Bair and Dussel Peters 2006; Vazquez Barquero 2005).

Fourth, and more specifically regarding the topic of innovation, Lester and Piore (2004)
highlight the relevance of this mesoeconomic level in terms of the concept of the
“interpretative process” that generates processes of creativity in the economy and in
contrast with processes only based on efficiency, competition and market-mechanisms. As
a result, the authors argue for the creation of protected spaces that enhance this
interpretative process in educational institutions, management and engineering, for
example. From another perspective, Rodrik (2006) also establishes profound changes in
China’s exports in the last decades, resulting from long-term public industrial policies that
allowed for an effective upgrading and innovation process (Yusuf 2004). These topics
allow for a deeper understanding of Dunning’s (2006) eclectic approach on FDI.

Which have been Mexico’s FDI general effects on R&D and innovation, based on the
existing and rather limited literature concretely on the topic? At least several general topics
have to be stated briefly first, also from an international perspective:

1. Mexico’s expenditures on R&D are rather small compared to other countries and,
more relevant, have not increased since the opening of its economy since the late
1980s. According to different sources such as the OECD and World Bank, Mexico
presents coefficients of R&D over GDP far below OECD countries, 1/3 of China,
but also below Latin America as a region and countries such as Argentina and
Brazil (see Chart 1).

2. According to OECD (OECD 2006), Mexico’s R&D also presents special features,
i.e in general Mexico's private sector share on total R&D expenditures is very low
in comparison to other OECD countries —34.7% in 2004 for Mexico and 61.9% for
the OECD’s average-, but are also very low in comparison to non-OECD member
countries: in 2003-2004 private R&D / GDP accounted for 0.15% in Mexico and
0.81% in China. Mexico’s Science and Technology Council (CONACYT 2007/a)
also estimates that only the education and energy sectors accounted for 64.7% of
total federal science and technology expenditures in 2002, compared to 5.1% in the



US. Thus, the public and educational sectors today play a critical role in Mexico's
R&D processes.

CHART 1
Research and Development/ GDP (1996-2005)
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3. The federal science and technology expenditure —as a percentage of GDP- has been
relatively stable at low levels throughout the period 1996-2006, below 0.4% and
achieving its highest level in 1998 with 0.46%. In 2006 federal science and
technology expenditure as a percentage of GDP fell to its lowest level since 1996, to
just 0.36% (CONACYT 2007/b).

4. Probably one of the most important question regarding R&D expenditures and
processes in Mexico is why the coefficient has not increased —since the 1990s and
with the opening of Mexico’s economy-, but also in comparison with other
countries, as discussed earlier. As a result of Mexico’s increasing openness, Mexico
specialized in an export-oriented industrialization since the end of the 1980s based
on processes of temporary imports to be exported (during 1993-2006 78% of
Mexican exports depended on these kind of export incentives). Against initial
expectations, these export-oriented processes —in many cases led by multinational
corporations and FDI- have specialized in assembly processes, while more
sophisticated segments of value-added chains and processes are done in other global
sites. As a result, Mexico’s socioeconomy presented a highly polarized
development, since only a few households, firms, branches, sectors and states
achieved an integration through exports to the world market, and even in these
cases, with low R&D coefficients. Even more surprising, and until the mid-2000s,



manufacturing activities with high shares of FDI are also positively correlated with
exports and productivity, but negatively with R&D expenditures (Dussel Peters et.
al 2007).

. This process of polarization has also occurred at other levels of Mexico's science
and technological development, for example regarding the highest-ranking
researchers in Mexico that receive a grant from CONACYT through the Nation
Research System (SNI). As presented in Table 1, three topics stand out:

a)

b)

The total group of researchers is highly concentrated in only a few states:
Mexico City, Morelos and Jalisco accounted for 61% of all researchers in 2000
and 54% in 2006. At the same time, this data also reflects an important
decentralization process of Mexico’s senior and highest-ranked researchers, and
in particular against Mexico City in relative terms. In addition, the North-South
cleavage is also evident for states such as Chiapas, Guerrero, Oaxaca and
Tabasco, with very low levels of researchers throughout the period (see Map 1).

Table 1 also reflects the low level of the coefficient of high-level researchers per
100,000 inhabitants in Mexico in general —of 5.6 in 2006- and the increasing
level of concentration of these researchers from a territorial perspective: only
four states —Distrito Federal, Morelos, Chihuahua and Baja California Sur-
increased their coefficient by more than 8 researchers over 100,000 inhabitants
during 2000-2006. The case of Mexico City is particularly relevant: with an
almost constant population for the period, the coefficient for the highest-ranked
researchers per inhabitant increases from 14 to 32 during 2000-2006. The North-
South cleavage is also evident in this case, since the aforementioned states in the
South all present coefficients far below Mexico’s average (see Map 1).

Similar territorial features are revealed when aggregating Mexico’s states in 6
regions according to INEGL "> As a result, and in addition to the decentralization
process analyzed above, only the Central Region stands out for increasing both
senior and medium-level researchers during 2000-2006 —with the exception of
the Pacific Region with low and medium-level researchers- above the national
average. This process also highlights that the concentration of researchers at all
levels —and independently of the growth of researchers in all regions- continues
to be a substantial issue until today.



Map 1. High-level researcher (per 100,000 inhabitants)
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Table 1
Resenrchers of ow'mednm and bigh level per 100,000 mhabstants (2000 and 2006) a b /)

2000 2006 Change 2006.2000
Totd mumber Highkvel  Low and Low and Low and
researchers ez level Highvlevel  medium bevel Highelevel  medium level

rescarchers  Share over Total mumber rescarcher  researcher  Share over Total sk b her  Share over
(per 100000 o 100,000 total of (e 100,000 (per 100000 total of (e 100,000 (per 100000 total

researchers  mhabitants)  whabitmls)  reseachers ber:  whabitants)  mhabtants) ! bers whabilants}  mhabiants)  researchers
AGUASCALIENTES 3 0.413 1997 043 68 1941 3309 050 35 158 0312 006
BAJA CALIFORNIA 230 1080 7574 312 Y 5700 8632 3.09 187 3658 1088 003
BAJA CALIFORNIA SUR 103 2287 21 266 1.40 181 10314 24256 134 78 5027 1991 <006
CAMPECHE 10 0141 1272 014 57 2864 4.556 042 4 2922 3284 029
CHIAPAS 53 0124 1195 072 120 0871 1880 089 & 0.747 0685 017
CHIHUAHUA 4 0131 1410 064 145 1671 2734 108 a8 1539 1324 044
COAHUILA 95 0512 3.542 129 185 2279 4990 137 % 1.767 1448 008
COLIMA 1 137 7394 062 10 2657 9523 078 9 7330 1128 015
DISTRITO FEDERAL 3,763 14315 28952 3109 5595 31638 35161 372 1132 17.343 6208 737
DURANGO 20 0068 13290 027 &0 1371 2547 044 40 1303 1.257 017
ESTADO DE MEXICO 435 0614 2765 £91 E0O 2 080 3542 £93 65 1467 0777 003
GUANAJUATO 23 0967 3720 3.03 406 3442 4730 301 183 2475 1010 002
GUERRERO 1 0.064 0288 015 39 0444 0.793 0.29 1 0.380 0.508 014
HIDALGO 3 0044 1318 042 176 3274 4113 131 145 1230 1798 088
JALISCO 92 0.794 3753 396 583 4281 5,699 506 391 3487 1945 110
MICHOACAN 149 0.767 1919 202 386 3497 6144 186 7 1730 3115 0.84
MORELOS 434 6812 21344 589 54 0003 26121 559 320 13191 4717 030
NAYARIT 7 0000 0747 010 17 0832 0936 013 10 0832 0.189 003
NUEVO LEON 182 0.565 4107 247 441 4418 5888 3 259 3 851 1781 080
DAXACA 3 0.199 0.740 048 120 1914 1.464 089 87 1715 0724 044
PUEBLA m 1400 5047 444 28 4328 5310 192 201 2028 0263 052
QUERETARO 169 3.201 §.559 229 79 7613 9.517 7 110 4412 0957 023
QUINTANA ROO n 0332 2652 037 42 1701 1382 0.36 2 1370 0270 001
SAN LUIS POTOSI 91 0595 2984 124 1 amT 5513 186 160 3842 1820 063
SINALOA 49 0193 1703 067 146 1478 4056 108 97 1285 2353 042
SONDRA 123 0.751 4684 167 250 3.m2 6479 185 127 3021 1.795 0.18
TABASCO 3 0052 0.104 004 ki 2032 1784 0.57 74 1.980 1681 053
TAMAULIPAS 36 0071 1210 049 110 1430 2148 082 74 1359 0935 033
TLAXCALA 16 0304 1317 022 69 2663 3673 0.51 3 1359 1385 029
VERACRUZ 139 0313 1665 189 308 1662 1603 228 169 1349 0938 0.40
YUCATAN 143 11 1315 194 7 5107 g5 102 129 4986 1278 0.08
LACATECAS 46 0291 3081 062 92 2096 4554 068 46 1 806 1504 006
Northern Border 816 0675 40m2 11.08 1729 3452 618 1282 913 2971 1546 1.4
Southem Region o7 0131 0779 132 79 1.084 1437 107 182 0.953 0658 078
Pacic Region 543 0648 3.094 137 1337 3528 5371 991 794 1880 2277 154
Center-North Region 582 0987 m 190 1,156 3778 5081 857 74 2791 1359 067
Center.Region 5,006 4782 11134 67.96 8222 11178 13265 6097 3216 6397 2132 699
Golf nnd Caribbean m 0378 2250 437 762 2425 3422 265 440 2050 1mn 1.28
TOTAL 7,366 1926 5,587 100,00 13,485 5.604 7.254 100,00 6119 1678 1.698 0.00

“a Refers to researchers with level recoguized by the National Systems of Researchers of Conacyt
"/ b Researchers of low and medim level refer to researchers with the level of candidates snd level 1, bigh-level researchers to those of levels 2, 3 and emeritum.
" ¢ Resmarchers Bving in foreign countries were not inchuded

Souwrce: own ellsboration based on CONACYT (2007 fab and CONAPO (2008)

In this general context, several authors and studies have allowed for deepening some
features of Mexico’s state-level innovation and R&D processes related to FDI:

a) The study of Ruiz Duran (2006) shows that the main characteristic of Mexico's
territorial restructuring since the 1990s has been the decentralization of processes in
Mexico City and its “Hinterland” (including Estado de México, Morelos, Tlaxcala,
Hidalgo and Puebla, several of them with their own and independent economic
activities) towards Northern states close to the US-boarder such as Baja California,
Sonora, Chihuahua, Coahuila, Nuevo Ledén and Tamulipas) and states of
reindustrialization (Jalisco, Aguascalientes, Guanajuato, Querétaro and San Luis
Potosi). This new territorial pattern of development reflects one of the main features
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b)

of Mexico’s export-oriented industrialization since the late 1980s; the more
resource-based South of Mexico was not integrated to this process.

Several studies of Corona Trevifio (1999, 2005) reflect on the national system of
innovation, firms of technological base, technological research centers by industrial
activity and region, in particular in the regions of El Bajio, Cuernavaca,
Guadalajara, Monterrey and Mexico City. In general, technological activities are
scarce; firms with technological base are on average small firms of national capital:
only 15.5% of innovating firms are controlled by foreign capital. As a result of field
research the analysis points out that that innovation in Mexico could be divided in
three periods: i. Centralized take-off in Mexico City until 1958, ii. 2. Regionalized
growth (1958-1994), and iii. Fall (1994-2000). Particularly in the latter period
expenditures in science and technology and institutional weaknesses'® affect the
national system of innovation, while deepening the lack of integration with
Mexico’s South.

¢) Micro-level analysis on territorial clusters highlight that FDI is not necessarily the

d)

source of backward and forward linkages in Mexico. In contrast, in specific regional
clusters such as the leather-shoes commodity chain (Rabelloti 1995, 1997; Romo
Murillo 2005), electronics (Dussel Peters et. al 2007; Padilla Pérez 2008) and
maquiladoras (Carrillo and Hualde Alfaro 1998; Hualde Alfaro 2001), among others
(Botzman 1999; Flores Méndez 2008), the lack of standardization in the new
measurement system, the vertical integration of original equipment manufacturers
(OEMs) and clients and intrafirm standards present strong limitations on these
forms of industrial organization in order to allow for learning and innovation
processes from FDI and to integrate local and national suppliers to chains led by
transnational corporations.

Another recent study (Dussel Peters et. al 2007) examines the performance of
Mexico’s FDI from a micro, meso, macro and territorial perspective and concludes
that FDI is positively associated with GDP, employment, wages and exports, among
other variables, although the share of FDI in Mexico's total economy is rather small
and not sufficient for "pushing” the rest of the economy. Moreover, FDI has
deepened territorial polarization and the North-South cleavage —and is positively
correlated with the United Nations Development Programme Human Development
Index at the state level- and is associated to expenditures in technological R&D,
which is negative in manufacturing: the coefficient of R&D over production fell
substantially since the 1990s for the main 10 and 20 economic classes according to
their share in terms of FDI and was lower than for the rest of Mexico’s
manufacturing sector.

11



Territorial Characteristics and Specialization of FDI

This chapter will highlight the state and branch-level specialization of Mexico’s FDI for the
period 1994-2007. This analysis will be significant to understand —in chapter 4- the main
associations and causalities between FDI, expenditures in science and technology, wages,
productivity employment and trade, among other variables, at the state and branch-level.
The first part of the chapter will briefly examine the general performance of FDI during
1994-2007, while the second discusses in more detail the main FDI patterns from a
territorial perspective, calculating a specialization index at the branch-level for 1999-2007.

General Performance of FDI

FDI has played a significant macroeconomic role, as well as for Mexico’s total
investments. For the period 1994-2007 FDI accounted for 2.4% of Mexico’s GDP and
16.24% of its gross formation of fixed capital. In both cases FDI's contribution has fallen
during the period (chart 2).

CHART 2
FDI as a percentage of GDP and Gross Formation of Fixed Capital
(1994-2007)
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Table 2 reflects several of the main features of FDI's performance since the 1990s'”,
including:

a) The period 1994-2007 can clearly be divided in two subperiods: i. 1994-2001, with
an average annual growth rate (AAGR) of 10.1% of FDI inflows and under the
boom of FDI as a result of NAFTA, and ii. 2002-2007, a period with a higher
uncertainty, several years of negative growth rates, and affected by the US-
stagnation during 2001-2003 and increasing competition with Asia and China. As a
result, in the second period FDI's AAGR was of 1.6% and with much higher growth
rates —compared with the period 1994-2001- in accounts between companies. '®
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b)

Table 2

The share of new investments during 1994-2007 has fallen significantly and below
levels of 30% of total FDI in 2006. As a result, intra and interfirm arrangements
have increasingly substituted for new and fresh investments.

FDI in Mexico: General Trends (1994-2007)

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 1994-2007 1994-2001 2002-2007

US-DOLLARS
TOTAL 15046 0648 0952 14176 12248 13823 17953 20,528 23055 16,682 22043 21820 19331 25019 251233 122,373 128,861
New Investments 9745 6960 6296 10462 6095 6320 8360 22661 15040 7335 13936 11744 5708 11688 142358 76,399 65460
Reinvested Profits 2367 1572 2590 2,150 2864 2333 3851 3857 2468 2077 2345 3487 4179 5062 41202 21,584 19,618
Accounts between companies 20388 -2304 3502 1161 11787 5160 35742 3010 5338 T271 6662 6398 9444 9280 61215 16422 44793
SHARE OVER TOTAL

New Investments 648 721 633 738 498 457 466 767 653 440 607 538 295 467 6.7 62.8 50.8
Reinvested Profits 157 163 260 152 234 169 24 131 107 124 102 160 216 202 164 176 152
Accounts between companies 136 26 3.5 08 96 374 320 102 240 436 200 302 489 371 244 134 348
GROWTH RATE

TOTAL ~ 359 31 424 136 129 299 645 219 276 375 49 114 294 40 101 16
New Investments - 286 B3 662 417 37 323 1711 336 513 900 .15 514 1048 14 123 49
Reinvested Profits ~ 336 647 170 332 185 650 02 360 -159 129 487 198 211 60 72 154
Accounts between companies -~ -1123 309 668 11152 3386 111 476 840 313 84 10 431 .17 124 57 109

Source: own ellaboration based on SE (2008/c).

c)

d)

e)

An additional important change through the period has been the fall of
manufacturing’s share over total FDI: the share for the period was of 46%, reaching
its highest level in 1999 with 66% of total FDI, and falling strongly since then at
levels below 50%. In contrast, the service sector’s share increased from levels
below 20% during 1994-1999 to levels above 30% in most of the years since then.
Within the service sector the banking sector has played an important role, and
particularly during 2000-2004 in the era of the privatization of the sector (see
Annex 1).

The sources of Mexico’s FDI have also shifted since 1994: while until 2001 FDI
from the US predominated, since then it has fallen to levels below 40% in several
years, while the European Union and other countries, in particular Asia, but also
Switzerland and other Latin American countries have increased their presence (see
Annex 2 ).

From a regional perspective —and according to the formal territorial distribution of
Mexican states of Instituto Nacional de Estadistica, Geografica e Informatica
(INEGI)-, FDI’s has changed substantially. The Northern Border has received more
than 30% of Mexico’s FDI since the end of the 1990s, while the share of the Center-
Region fell by 20 points during 1994-2007 (see Table 3 and Annex 3). The Pacific
Region, and in particular Jalisco, have also increased their share. However, none of
the other regions —the Golf and Caribbean, Center-North and South- have increased
their share. The situation of the three states of the Southern Region is particularly
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dramatic with a share of 0.14% of Mexico’s FDI during 1994-2007 and with
negative inflows in several years.

Table 3
Mezxico: FDI by regions (1994-2007) (percentage over total)

1994 2000 2005 2007 1994-2007
Northern Border 19.25 31.10 39.39 31.05 25.66
Southern Region 0.07 0.07 0.16 -0.07 0.14
Pacific Region 2.13 65.98 65.84 8.85 411
Center-North Region 231 3.61 274 3.31 278
Center-Region 75.30 57.00 48.98 5541 65.97
Golf and Caribbean 0.93 1.24 1.90 1.45 134
TOTAL 100.00 100.00 100.00 100.00 100.00

Source: own ellaboration based on SE (2008/c).

f) Table 4 also reflects another territorial angle regarding the differentiated effects of
FDI. The calculated coefficient of FDI over the respective GDP during 1994-2006
analyzes the potential effects of FDI on the respective state in Mexico, i.e. states
with low levels of FDI in general, but also related to its GDP, do also present
smaller opportunities to engage in learning and innovation processes with FDI. In
general —and with the exception of the Center-North region- the coefficient of
FDI/GDP increases for all regions and total economy from the period 1994-2001 to
2002-2006, and contrary to the FDI-dynamism discussed earlier. On the other hand,
the FDI/GDP coefficient also clearly deepens Mexico’s North-South cleavage: the
Center and Northern Border regions account for coefficients that double the rest of
the regions, while in 4 regions —the Southern, Pacific, Center-North, and Golf and
Caribbean regions- FDI accounts for less than 1% of GDP during 1994-2006. Or, in
other word, initially only 2 out of Mexico’s 6 regions seem to have an important
learning and innovation potential based on FDI inflows (see Map 2).
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Map 2. FDI / GDP by Region (1994-2006) (percentage)

FDLPIB by Region (1994-2006) (%)

I [0050- 2191 127]
1(3.20-419)(2)
=31 (4.20 - 8.2000] (3)

Source: own allaboration based on SE (2008/c) and INEGI

Table 4
Mexico: FDI / GDP by regions (1994-2006) (percentage)

1994 2000 2005 2006 1994-2006  1994-2001 2002-2006
Northern Border 238 441 4.85 2.71 3.36 3.01 3.14
Southern Region 0.04 0.05 0.10 0.11 0.11 0.09 0.12
Pacific Region 0.48 2.10 1.88 1.14 1.02 0.85 1.03
Center-North Region 0.65 1.26 0.84 038 0.88 0.78 0.72
Center-Region 5.09 5.06 4.02 429 5.65 3.88 5.61
Golf and Caribbean 0.27 0.47 0.61 0.46 0.46 0.29 0.50
TOTAL 2.76 3.51 3.14 255 3.29 247 3.20

Source: own ellaboration based on SE ({2008/c) and INEGL

Finally, Chart 3 shows that the state-level performance in Mexico during 1994-2006
between productivity growth —measured as GDP / employment- and FDI dynamism —
measured as the change of FDI / GDP during 1994-2006- is not conclusive: apparently the
most successful case is Nayarit in Mexico’s Pacific coast and with an important dynamism
in FDI and productivity growth; the State of Mexico is another positive case under this
perspective. Other states, however, such as Baja California, Jalisco and Mexico City,
present a much more complicated performance with only positive results under one of both
variables. Jalisco, for example, presents an important dynamism in FDI which is not
associated with productivity growth, while the State of Mexico accounts for a productivity
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growth of 7.2% for 1994-2006, but its FDI / GDP share fell by 1.9% for the same period. In
general, the association between both variables presents a slight negative slope, which runs
against initial expectations.

CHART3
FDI, GDP and Productivity Performance for Mexico’s States (1994-2006)
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Branch-level Specialization Patterns of Mexico’s FDI: a Regional Perspective

So far the prior chapters have analyzed the increasing polarization of Mexico’s economy
and the territorial concentration of S&T indicators and FDI in Mexico since the 1990s.
Annex 5 also reflects that a few branches —at the branch-level Mexico’s FDI information is
divided in 127 branches- account for the largest share in Mexico’s FDI-inflows for 1999-
2007. According to their weight in 1999-2007, the main 10 branches accounted for 60.29%
of total FDI during the period. Of these branches, 4 were part of services —particularly in
banking, telecommunications and trade-, while the rest of manufacturing (such as
automobiles, basic industries of iron and steel, beverages, fabrication of electronic
accessories, and chemical products).
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Tabis &
Mexico. Mational FOI by main 10 branches {1999 2007)

1888 1888
1909 2000 2001 2002 2003 2004 2005 2006 2007 2007 1080 2001 2002 2007 2007
$US million share over total
1 B110D0 Sendicios de instituciones crediticias,
bancanas y auiliares de crédito. 306 2229 15128 5155 2568 5085 306 3448 4487 3872 221 51.22 2237 1961 2058
2 3B4100 Industria suomolriz 2195 1612 1410 1308 1157 24687 2030 1421 1,794 15400 1583 4T 567 TE4 8.19
3 T20000 Comumcacknes 219 1968 2620 325 2209 1193 142 a2 570 10070 158 890 1426 249 538
4 G12000 Comercio de productos no akmenticios &l por
mayor Incluye alimentos para animales 86O 1048 1172 1185 T46 582 171 e B84 RO () aar 510 208 475
5
951000 Prestackn de servicios profesionales,
Weemcos y especiakzados. Exchuye los agropecuanas o124 102 881 93z 195 1688 1903 484 B 790 561 348 243 203 487
B 371000 Indusina bisica del ierro y del acero 242 241 426 8 28 <137 2733 260 3801 7880 174 144 125 1574 408
T 313000 Industria de las bebidas 12 222 488 1883 amn ME B45 1208 80T €332 os 185 808 a5 aar
8 3100 Fabrcacidn yio ensamble de maquinaria,
CQUIPD ¥ BCCESNDS ekctncos, Inchiso para la
generacikin de energia chicinca ™ B840 568 414 5371 883 T34 604 TZ8 6068 535 199 180 ER ] 323
9 352200 Fabncacin de olras suslancias y producles
quimicos m 506 882 514 369 1201 462 1517 266 5858 a68 1ar 223 116 an
10 2BO000 Ctras industrias manufactureras. 575 1313 540 508 s 461 558 Lz 428 5411 415 183 220 187 288
REST T216 M5 5572 7958 T240 10878 9220 6527 0054 T4ETS 5208 1887 3452 30.57 mn
TOTAL 13863 18,501 29536 23.044 16.645 22902 21,508 19152 22.882 186031 10000  100.00 100.00 100.00 100.00

Source: Own ellaboration based on SE (2008ic)

Considering this branch-level examination and the already analyzed state-level
specialization, which have been the main state-level specialization patterns at the branch-
level? For this analysis we have included an index that allows for highlighting state-level
specialization in reference to the national specialization, based on the respective share over

total FDI, i.e.:

FDI specialization index = (FDIs; / FDIsior) / FDINati / FDINat-tot)
Where:

FDIs; = Foreign direct investment of a particular state in branch i
FDIs;, = Total foreign direct investment of a particular state
FDInasi - National foreign direct investment in branch i

FDINattot = Total national foreign direct investment

As a result, the coefficient can vary from negative values —when FDI is negative either in
the respective state or at the national level- to positive values. In general, however, the
coefficient will vary from 0 to positive values. Values between 0 and 1 imply that the
respective state presents a lower specialization pattern than national FDI in that particular
branch, while coefficients above 1 reflect a higher territorial specialization for the branch.
One of the shortcomings of the index is that the more disaggregated the data set, the more
options for very high values of the index in specific items where no other state receives
FDI, independently of its absolute value and relevance. Additionally, and as a result of
important annual changes, the index might vary significantly from year to year, i.e. it also
makes sense to calculate the index for a period of time.

Which are the main regional —and according to the prior definition of regions within
Mexico- specialization patterns of FDI at the branch-level during 1999-2007? Several
issues stand out, in the context of the already discussed regional and state-level patterns of
FDI in Mexico (see table 6):
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. The Northern Border region presents high coefficients in manufacturing —and three

branches related to transport equipment and automobile branches-, as well as in
services related to these processes.

The Center region has also specialized in infrastructure, in the autoparts-
automobiles chain and manufacturing and trade-related activities in food and
beverage branches; six out of the main 10 branches are related to manufacturing.

The Center-North region is highly specialized in agroindustry activities such as
wood and food products, as well as in services for these activities.

The rest of the regions —in particular the Southern, Pacific and Golf and Caribbean
regions-, present high specialization patterns in services and agriculture. Fishery,
construction and tourism play an important role in the Gulf and Caribbean regions.

Table 7, finally, accounts for the branch-level specialization of FDI in Mexico's states and
in particular for the autoparts-automobile value-added chain, as well as for electronics. '
This rich information highlights that:

1.

2.

In the autoparts-automobile chain, which accounted for more than 15 billion $US in
FDI-inflows during 1999-2007, FDI does not take part in the Southern and Gulf and
Caribbean Regions. The Center-North Region is the only one —out of the six
regions- that presents a coefficient above 1 or above Mexico's average. At the state
level, Hidalgo, Guanajuato and Baja California Norte present the highest
specialization patterns in the chain, followed by Coahuila and Chihuahua in
Mexico’s North.

In the electronics chain, again, the Southern and Gulf and Caribbean regions do not
present any significant FDI, as well as the Center-North region. Very clearly the
Pacific region is the mostly specialized in this branch, and in particular Jalisco, with
FDI for 2.3 $US billion and a specialization coefficient of 7.99 for 1999-2007.
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Table 6
Regional FDI specialization patterns in Mexico (1999-2007)
(ondy inchuding the main § branches duing 1999-2007)

Northern Border

354200 Fabricacion, separaciin v'o ensamble de equipe de wansporte v nus partes. Exchiye
antoenivdes ¥ camiones.

S61200 Servicio di

mzwrmumunkuwmymm Inchrye wrabajes de
berena

41200 Servacxos. lacx
prestados por el sector priblico.

210000 Extraccion yio beneficio de carbén nmeral
525000 Servicios de asociaciones comerciales, profesionales v laborales.

220000 Extraccion de petrilea ¥ gas natural

314000 Industria del tabaco

825000 Comercio al por menor de autoemnéviles. Inchrve laneas ¥ refacciones.

372000 Indistrias basicas de metales o ferroses. Inchaye ol ratantento de combustibles
mucleares.

teatro, rado ¥ televasion

Sonthern Reglon
§22100 Smmbmmmﬁnymdmpdmm privasda
311700 Fab 1om de aceites ¥ gr

971000 Servicios para la agriculira v 1a ganaderia. Incheve Estribucion de agua en obras de riego
501100 Edificacitn.

811000 Ceenpra-venta de material de desecho.

932000 Hoteles v atras servicios de alojamiento temporal

614000 Comercio de productos abmventicies, bebidas v tabace al por mayer.

821200 Otres servicios mmobilizrios.

349100 Fabricacién de cemento, cal yese y cwos productos a base de umiHmmﬁikH
S21000 Cemercio de productos alimenticios, bebidas v tabaco al por menor en

especiabiradns.

Pacific Region
973100 Servicios relacionados con e ramsporte por agua.

971000 Servicios para la agriculnra v 1 ganaderia. Inchive Enribucion de agua en obeas de riego
311300 Industria anacarera

111100 Agriculrura

S720040 Servicios relacionados con b constucciéen

382300 Fabricacion y'o ensamble de mquinas de oficina, clao ¥ procesamiento iformitico
311100 Industria de s carne

712000 Transporte por agua.

611000 Coenpra-venta de material de detecho.

T11200 Autotransponte de carga.

Center-North Reglon

331100 Fabricacion dé productss de devo y carpieteria. Exch '

331200 Fabricacion de envases v wwm@mm*w&mwum Enchuye muoebles.,
111300 Elaboracim dr conservas 3B inchy dos para caldos, Exclaye b de
came ¥ leche exchusiamente

923200 Servicios médicos, odontologicos ¥ veterinarios prestados por el sector priblico.
02000 Instalaciones.
111204 Ganaderia ¥ caza,

71000 Servicios para la agriculnzra v 1a gpanadenia. Incheve dstribocion de agua en obras de riego.

292000 Extraccion o beneficio de otros minerales no metilicos

323000 Indusria del cuere, pieles v sus productes. Inchve los productos de materiales
sucedaneos. Excheye calzado y prendas de vessr de cuero, piel v mateniales sucedanecs.
&lmtmmkpmmmnymdwwmm

354200 Fabricacitn, reparacion v'o ensamble de equipe de tansponte ¥ sus partes. Exchive
autcenéndes y camiones

T11200 Autotransporte de carga

42100 Servicios culnarales prestades por o sector privado.

824000 Ceenercio de productos ne abmenticios al per menor, en tendas de depanamentos y
almacenes.

311200 Elsboracién de productos lictees

351300 Indhusaria de fas fibeas artificiales /o smnéticas

$75000 Servicios de mtermediarios de comercin.

353000 Refnaciin de petraleo.

T11100 wransporte ferraviario, metra, tranvias v rolebuses

Golf and Caribbean

922100 Servicios de Evestigacion ciennfica prestades por el sector privado.

130000 Pesca

501400 Otras constroccionss

403000 Trabajos especiales.

01200 Ceonszruccien de chras de whanimacion.

G79000 Servicion de agenciac de viajes v almacensje

184200 Fabeicacion, reparaciin y/'o ensamble de equipo de transporte v sus partes. Exchiye
ameeneviies ¥ camicaes.

501100 Edificacisn

S23100 Servicios médicos, odontolgicos v veterinarios prestados por el sector privado.
32000 Hoteles v otros servicios de alojanmento temporal

Soarce: own ellsboration based on SE (20081c)
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This broad specialization pattern will be deepened in the next chapter at the state-level;
table 7 clearly allows for additional in-depth spatial analysis. In addition, in the next
chapter this specialization index will allow us to calculate the territorial relevance of the
autoparts-automobile and electronics commodity chains in Mexico according to this
criteria. Tamaulipas, Mexico City and Chihuahua are the other three important states with a
substantial specialization in electronics, while in the rest of Mexico FDI is minor.

Tubde
Rrgionsl FI pecisiention paierss i Mesics in mtoparts, ssormebsles s slectyosics (1999 2007)

EDI and Science and Technology Expenditures: A Territorial Perspective

Based on the prior 3 chapters, this section will discuss in detail the relationship between
FDI and science and technology expenditures, among other variables, to understand the the
effects of FDI on innovation, but also on other variables such as trade, employment and
wage variables. The source of this chapter will be Mexico’s Economic Census of 2004. As
a result, the chapter will be divided in two sections. The first will introduce the national and
territorial performance of Mexico based on the branch-level science and technology
expenditures (S&T), and in particular for the electronics and autoparts-automobile chains,
as defined earlier. This general performance will allow to discuss the characteristics of this
unique data set and present a typology of Mexico’s manufacturing big firms divided in
three groups: a) those with FDI from 0.1% to 49%, b) those without FDI, and c) those with
a FDI share above 50% of its capital. These three groups of manufacturing big firms will
prove to be very significant for understanding their respective performance in terms of
science and technology expenditures and their overall socioeconomic performance. The
second part will elaborate on several econometric models in order to associate S&T with
other variables such as productivity, trade and investment by the 3 groups of branches
according to their level of FDI, also by state and for the autoparts-automobile and
electronic branches.
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It is important to highlight that the specific universe of firms, i.e. the Big Manufacturing
Firms (BMF), is biased considering that the manufacturing sector is the most dynamic in
terms of FDI and S&T activities, in addition to high levels of trade and productivity
compared to the rest of Mexico’s economy and other segments of smaller firms (Dussel
Peters et. al 2007).

It is also relevant to briefly discuss the source of the data presented below, since it is the
first time it has been used to analyze this specific topic in Mexico. Mexico’s Economic
Census —which is published every 5 years and for the last time in 2004 with information of
2003- represents the best socioeconomic information in Mexico, based on more than 4
million firms and a vast number of variables (INEGI 2008). In this case, INEGI directly
allowed us to have access to a part of branch and state-level data of Mexico’s Economic
Census of 2004 based on the percentage of FDI over social capital (question D312 of the
Economic Census).20 Based on this criteria, we obtained from INEGI information for all
Mexican states and their respective branches®' for the big manufacturing firms (the only
ones for which this specific questionnaire was done). INEGI's criteria for selecting in 2003
big manufacturing firms were: a) more than 50 workers, or b) annual income above 5
million pesos (or around 500,000 $US), or ¢) firms that presented establishments in at least
two states in Mexico (INEGI 2008/b). As a result, the total universe of big manufacturing
firms accounts for 40,004 companies that responded to more than 250 questions.

The data set obtained from INEGI was additionally disaggregated according to the answer
of the big manufacturing firms on their FDI / social capital share, i.e. those with no FDI,
those with a share below 50% and those above 50%. The former structure allows to
differentiate according to this criteria —and one of the main topics of this paper- and to
associate branch and state-level information with other variables such as S&T depending on
the controlling stake of FDI by branch and state in Mexico. **

We are very thankful to the Instituto Nacional de Estadisticas, Geografia e Informatica
(INEGI) for their support.

Overall Productive Specialization Patterns

Table 8 presents the main characteristics of Mexico’s big manufacturing firms (BMF) and
depending on the share of FDI on total social capital of the respective firm. Several issues
stand out:

1. A relatively low coefficient of Science and Technolgy (S&T) expenditure over total
GDP (understood as the Census” value-added) of 4.32% for all BMF. Surprisingly,
branches with no FDI at all present the highest coefficient (of 6% of GDP), while
branches with FDI present significantly lower coefficients (of 0.51% and 2.82% for
branches with less and more than 50% of FDI over the respective social capital).
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2.

3.

4.

Chart 4 also presents the main results when comparing the three groups of firms
according to their share over their respective social capital, in addition to their S&T
performance. BMF branches with no FDI at all account for 56% of total
employment and the lowest productivity levels (and only slightly below those
branches with more than 50% of FDI); the same group of branches also presents the
highest levels of investments / GDP (of 15.8%) and a positive trade balance.

Firms with a FDI in BMF present a much higher export-orientation than the rest of
the firms —of 148% of their GDP for the case of an FDI / social capital above 50%
and thus reflecting a high share of processes based on temporary imports to be
reexported-, but the lowest rate in terms of investments and S&T coefficients.”

Rather surprisingly, firms with an FDI share over total social capital below 50%
present the highest results in terms of productivity and wages; in both cases results
are significantly above firms with no FDI and those with a controlling stake.
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Chart 4
Big Manufacturing Firms in Mexico by FDI Share: Main Characteristics (2003)

® No FDI

M FDI less than 50%

FDI more than 50%

Employment (total = Productivity Wagesper Employee  Trade Balance / GDP Investment / GDP  SET/GDP (total =100)
100) (total=100) {total=100) {total =100)

Source: Own ellaboration based on Annex 6.

5.

Table 8 and Annex 7 also offer a very detailed picture of the main branches and
their conditions in terms of productivity, wages, trade, investment and S&T. In
general, it stands out that some branches present S&T / GDP coefficients above
100%, mostly in branches related to navigational equipment, telecommunications,
and electrical equipment. In addition, out of the total 86 branches, only 9 present
S&T coefficients above the BMF average. On the opposite side, i.e. branches with
the lowest S&T / GDP coefficient, 20 branches or almost 25% of all BMF branches,
present coefficients or practically no S&T at all.
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Table 9 presents the information, but now for all Mexican states and Mexico City. First, the
Northern Border and Center-Region states account for more than 2/3 of the BMF
employment, while the Southern Region and Golf and Caribbean play a minor role in this
data set. Second, the two main regions —the Northern Border and the Center-Region-
present similar patterns in terms of their weight over employment, productivity and even
wages, with some differences. The main differences, however, refer to the higher
performance of the Northern Border states in contrast to the Center-Region: in terms of
S&T coefficients, for example, the Northern Border is more than twice as high -6.86% vs.
2.66%-, and more than 3 times as high for BMF with no FDI (see map 3); the investment /
GDP index calculated is also almost 30% higher in the Northern Border vs. the Center-
Region. This is probably one of the most relevant results in terms of the North-South
cleavage within Mexico and a substantial association between trade, export-orientation,
investments and S&T, vs. Mexico's Center, but also the rest of the country.

Table 9
Main Characteristics of Mexico s Big Mamifacturing Firms by State and Region (2003)

Total Northern Border Southern Region Pacific Region Center-North Region Center-Region  Golf and Caribbean

All Big Manufacturmg Firms
Employment (total=100) 100.00 3579 129 997 14.17 3351 526
Productivity (total=100) 100.00 88.15 150.15 101.78 103.53 102.74 137.99
Wages (per worker. total=100) 100.00 99.63 146.31 8395 8291 105.82 130.57
Imports / GDP 62.94 66.09 56.42 79.81 75.89 54.30 28.22
Exports / GDP 101.21 145.39 59.17 75.89 129.56 57.56 47.62
Investment / GDP 13.18 13.74 3738 11.72 11.72 10.97 2257
S&T / GDP 432 6.86 0.67 567 338 266 0.12

Big Manufacturing Firms, no FDI

Employment (total=100) 35.90 8.80 0.62 423 572 1436 218

Productivity (total=100) 9098 93.18 149.12 97.66 96.99 7621 13423
Wages (per worker, total=100) 96.56 100.29 149.02 80.78 8298 9572 13837
Imports / GDP 56.92 93.24 58.70 55.16 65.94 3539 20.50
Exports / GDP 72.86 109.85 62.01 62.83 137.90 2796 31.44
Investment / GDP 15.75 2172 39.76 10.16 12.03 10.74 25.18
S&T / GDP 6.00 1428 0.72 146 3.66 471 011

Big Manufacturing Firms, FDI less than 50%

Employment (total=100) 348 151 0.00 0.17 0.54 114 0.12

Productivity (total=100) 219.54 176.55 1113.70 117.61 187.01 279.30 458.95
Wages (per worker, total=100) 129.55 13121 103.98 141.81 61.84 157.64 127.76
Imports / GDP 5439 41.47 6.87 2931 83.92 60.10 4191
Exports / GDP 54.08 69.26 10.64 47.10 48.68 4845 2833
Investment / GDP 1234 14.12 093 2221 11.25 10.80 11.78
S&T / GDP 0.51 0.51 0.00 0.47 0.04 0.74 0.00

Big Manufacturing Firms. FDI more than 50%

Employment (total=100) 3857 26.35 0.08 212 335 5.25 123

Productivity (total=100) 102.78 72.13 8037 123.83 110.96 251.55 95.60
Wages (per worker, total=100) 10251 98.05 143.11 84.86 83.35 111.20 12438
Imports / GDP 72.59 50.62 32.00 146.32 97.67 7821 52.90
Exports / GDP 148.00 180.82 20.70 163.22 132.39 9938 12148
Investment / GDP 991 813 262 883 1111 1132 17.08
S&T / GDP 281 257 0.00 16.74 359 0.39 021

Source: own ellaboration based on INEGL
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Source: own ellaboration based on INEGL

T

Map 3. S&T by State for Big Manufacturing Firm (2003) (percentage)

S&T by State BMF (2003) (%)

[£=1(-3.1900 - 0.0431) 7)
{00432 - 10431 [15)
110432 - 23.1480) (10)

Tables 10 and 11 present the main features of the autoparts-automobile and electronic
chains, in particular:

1.

2.

The autoparts-automobile chain account for very low levels of S&T / GDP, of only
2.03% for the chain and compared with a 4.29% for all the sample of BMF. By far,
branches with no FDI account for the highest coefficient of S&T, of 3.42%, while
branches with a share of FDI over 50% only accounted for 1.33% (see table 10).
The same chain accounts for very high exports / GDP —of 219%-, and in particular
for those branches with a share of over 50% of FDI over its respective social capital.
In both cases in which FDI play a role in social capital the investment / GDP
coefficient is higher than for those branches without FDI. Very significant is also

that 72% of total employment in the chain is represented by firms with a controlling
stake by FDI.

In the electronic chain similar features are reflected: in contrast to the rest of the
economy, the S&T /GDP coefficient is extremely high —of 14.64%-, but in
particular for the non-FDI branches, with a coefficient of 39.93%, while it is only of
0.02% and 7.60% for branches with FDI levels below and above 50% of social
capital.
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Estimations on S&T and FDI

The model used is a crossed section specification, using manufacturer industry variables and
working with economic branches () and states (€). Based on the prior data set —with 2670
observations of Big Manufacturing Firms (BMF)- for all states and respective branches for 2003,
one basic model was applied. Several observations —with negative value-added and investments-
were not included and the final sample was of 1,865 observations.

The goal of the cross-section model is to measure the impact of Science and Technology
expenditures (ID) on total investment (I1V), labor productivity (VAB/PO), wages (W), imports (M)
and exports (X). The general specification of the model assumes a positive association with ID,
IV, labor productivity, wages, and trade.

Ln(IDre) = Po + BiLn(IVie) + BILN((VA/PO)re) + BsLn(Wre) + BaLn(M;e) + BsLn(Xre) + Ure

Where r are branches and e the 32 states.

The used estimate method was the generalized square minimum, with White Heteroskedasticity-
Consistent Standard Errors & Covariance matrix (Frees 2004; Greene 1998; Hsiao 2003:
Cameron and Trivedi 2005; Woolridge 2002).

The estimate strategy consisted of applying different classification criteria with the objective to
group the economic activities in order to be able to make inferences. Using that scheme, the
general model was estimated in different sub-samples with several considerations. The same
model was replicated for our full data set —and from an aggregated perspective-, but also
specifically for each of the states and the two chains we have been highlighting, i.e. electronics
and autoparts-automobiles. This data set was divided in those branches that had any kind of S&T
expenditures in the states -686 branches- and the full data set, i.e. with and without S&T
expenditures. We will have thus four kind of econometric results: a) aggregated results for the
full set of BMF, b) by branch, c) by state, and for both value-added chains (electronics and
autoparts-automobiles).

Table 12 presents the main aggregated results of Science and Technology expenditures (S&T)
and its association with other variables discussed in the former chapter. The main results —and
with a data sample of 2670 and 686 branches with and without S&T expenditures- are as follows:

a) 75% of Mexico’s BMF-branches do not present any kind of S&T expenditures. As a
result of this performance—already discussed in earlier chapters with other data-, the
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models were run in two types: i. for the sample of branches with and without S&T
expenditures and ii. Only for the sample of branches with S&T expenditures (see Table
12). As we shall see, differences among both samples are significant.

b) For the sample of all Mexican BMF with and without S&T expenditures total
investments, wages and imports are the main explanatory variables of S&T expenditures.
Total investment presents the highest coefficient and is significant in practically all cases,
with the exception of firms in which the FDI-share is under 50%. Four other issues stand
out: i. Productivity and exports are not significant in practically none of the 4 cases
presented in table 12, and i1. For the case of branches with a FDI-share under 50% only
imports is a significant variable, iii. Productivity is not significant, but also presents a
negative sign in three out of the 5 models, and iv. The cases of firms in which FDI has no
share or has a share over 50% of social capital present almost identical results, with the
only difference in wages with a coefficient of 0.31 and 0.17, respectively. The latter result
is significant since export-orientation, import-dependency and the high association with
investments are the main characteristics of S&T expenditures.

¢) For the much smaller sample of branches that only present S&T expenditures the results
are substantially different. On the one hand, the significance of total investments fall, but
the relevance of productivity increases: for the cases of all firms, for example, the
coefficient is of 0.34 and the highest of all independent variables. For this specific
sample, i.e. the firms with the highest S&T expenditures, there are also three other
important features: i. wages become a much less important variable for understanding
S&T, ii. Imports and exports —in contrast to only wages in the last model- are important
for understanding S&T for BMF, and iii. The differences between firms and branches
with no share of FDI and those with a share of FDI (and with a share above 50%) are
more significant in this case: while firms with no FDI-share present a high association
with productivity and wages, as well as imports and exports, those firms with a share of
FDI present only an association with imports and exports. As discussed in other results
(Dussel Peters et. al 2007), wages are not that relevant for explaining FDI and S&T in
Mexico.

The second set of cross-section regressions included 32 regressions —with the same model-
specification- for each Mexican state. The results, as imagined, vary widely, and in some cases a
better specific model-specification has to be pursued. Nevertheless, and as presented in table 13,
new relevant associations can be found. In the case of Mexico City, for example, total
investment, wages and imports are the most relevant variables associated with S&T for all firms
with and without S&T expenditures. When estimating the same model, but only for branches that
actually pursued S&T expenditures, imports, exports, but also productivity and wages become
additional important explanatory variables. These differences in the association of variables are
similar to the national cases discussed before.

Finally, similar regressions where pursued for the autoparts-automobiles and electronics chains.
In the former cases, and as a result of the existing concentration of this chain in Mexico —as
already discussed-, the observations and degrees of freedom are problematic and the coefficients
are not significant. In the case of electronics, however, the situation is different. As discussed in
table 14, trade includes the most relevant explanatory variables for all firms. For only those firms
with S&T expenditures productivity plays a more significant role.?*

29



Table 12

Determinants of Science and Technology for big manufacturing firms (BMF) /a
(for all firms with and without Science and Technology expenditures)

Variables Total firms No share of FDI ‘With share of FDI FDI-share under 50% FDI-share above 50%
Total Investment (IV) 0.30 0.23 0.23 0.14 0.25
t 8397 4369 4455 1335 4381
Probability 0.000 0.000 0.000 0.184 0.000
Productivity (VAB/PO) -0.13 -0.06 0.04 -0.04 0.12
t -1.908 -0.556 0.345 0226 0.853
Probability 0.057 0.579 0.730 0521 0394
Wages (W) 0.24 0.31 0.16 0.08 017
t 9275 6.156 4716 1.148 4603
Probability 0.000 0.000 0.000 0253 0.000
Imports / GDP (IM) 0.12 0.12 0.12 0.14 0.11
t 6318 4766 4683 2443 3904
Probability 0.000 0.000 0.000 0.016 0.000
Exports (X) 0.04 0.08 0.06 -0.01 0.08
t 2360 3.526 2561 0204 2734
Probability 0.018 0.000 0.011 0.839 0.007

Basic Statistics
R’ 0.25 0.30 0.20 0.11 0.23
R’ adjusted. 0.24 0.30 0.19 0.09 0.22

Determinants of Science and Technology for big manufacturing firms (BNF)
(for all firms with Science and Technology expenditures)

Variables Total firms No share of FDI ‘With share of FDI FDI-share under 50% FDI-share above 50%
Total Investment (IV) 0.09 -0.09 0.33 0.59 0.24
t 1376 -1.006 3.631 3839 2345
Probability 0.169 0315 0.000 0.001 0.020
Productivity (VAB/PO) 0.34 0.45 0.11 -0.06 0.14
t 3.604 3413 0.757 0142 0.880
Probability 0.000 0.001 0450 0.388 0.380
Wages (W) 0.16 0.35 0.04 -0.02 0.07
t 2288 3287 0.501 0.008 0.761
Probability 0.022 0.001 0.617 0.923 0.448
Imports / GDP (IM) 0.10 0.08 0.10 -0.03 0.13
t 3475 2353 2289 0212 2891
Probability 0.001 0.019 0.023 0.834 0.004
Exports (X) 0.09 0.09 0.06 0.08 0.05
t 4028 3260 1.968 1128 1514
Probability 0.000 0.001 0.051 0.267 0.132

Basic Statistics
R’ 0.22 0.21 0.29 0.39 0.28
R? adjusted. 0.21 0.20 0.27 0.30 0.25

"/a The first value refers to the elasticity, while the second and third values refer to its t-statistic and its respective associated probability.
Source: Own ellaboration.
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Table 13

Mexico City: Determinants of Science and Technology for big manufacturing firms (BMF) /a
(for all firms with and without Science and Technology expenditures)

Variables Total firms No share of FDI With share of FDI FDI-share under 50% FDI-share above 50%
Total Investment (IV) 0.61 -0.23 -8.69 0.38 0.80
t 3073 -0.688 -2276 0.338 1547
Probability 0.003 0494 0.030 0.605 0.141
Productivity (VAB/PO) -0.45 -0.51 0.53 1.33 0.06
t -0.967 -0.710 1.433 0.737 0.053
Probability 0336 0.481 0.157 0.482 0959
Wages (W) 0.35 1.96 0.63 0.33 0.16
r 2439 3.618 0.823 1.294 0.717
Probability 0.017 0.001 0416 0232 0.484
Imports / GDP (IM) 0.19 0.22 0.23 -0.14 0.06
t 1776 1978 1.848 -0.333 0251
P?DEJHEH(’I'I;L 0.079 0.033 0.074 0.748 0.805
Exports (X) 0.00 -0.17 0.03 0.24 0.04
t 0.016 -1.652 0.138 0.779 0216
Probability 0987 0.104 0873 0.458 0832

Basic Statistics
R 0.41 0.51 0.00 0.41 0.43
R? adjusted. 0.38 0.47 0.38 0.04 0.25

Mexico City: Determinants of Science and Technology for big manufacturing firms (BMTF)
(for all firms with Science and Technology expenditures)

Variables Total firms No share of FDI ‘With share of FDI FDI-share under 50% FDI-share above 50%
Total Investment (IV) 0.33 -0.36 0.88 0.89 0.00
t 1.158 124 3.149 1833 0.000
Probability 0252 0.268 0.020 0318 0.000
Productivity (VAB/PO) 0.26 0.94 -0.14 0.87 0.00
t 0.694 3.101 £0.159 0.288 0.000
Probability 0491 0.004 0879 0821 0.000
Wages (W) 0.57 1.55 -0.41 -0.20 0.00
t 1616 4027 2145 0.109 0.000
Probability 0.112 0.000 0.076 0931 0.000
Imports / GDP (IM) 0.43 0.56 0.41 -0.33 0.00
t 3.087 4760 0.820 0.131 0.000
Probability 0.003 0.000 D444 0917 0.000
Exports (X) -0.10 -0.23 0.06 0.25 0.00
t 1451 4.001 0435 0.324 0.000
Probability 0.153 0.000 0679 0.800 0.000

Basic Statistics
R’ 0.60 0.66 0.89 0.92 0.00
R adjusted. 0.56 0.62 0.80 0.52 0.00

‘fa The first value refers to the elasticity, while the second and third values refer to its t-statistic and its respective associated probability.
Source: Own ellaboration.
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Table 14

Electronics commodity chain: Determinants of Science and Technology for big manufacturing firms (BMF) (2003)/a
(for all firms with and without Science and Technology expenditures)

Variables Total firms No share of FDI ‘With share of FDI FDI-share under 50% FDI-share above 50%
Total Investment (IV) 1.05 4.63 0.00 2.52 0.00
t 0375 1209 0.000 0.293 0.000
Probability 0.709 0234 0.000 0772 0.000
Productivity (VAB/PO) 0.13 0.57 35.82 0.96 0.00
t 0.613 2105 15.106 1781 0.000
Probability 0.542 0.042 0.042 0.084 0.000
Wages (W) -0.87 2211 126 -2.46 0.00
t -1.546 2432 13.310 1439 0.000
Probability 0.126 0.020 0.048 0.160 0.000
Imports / GDP (IM) 0.36 0.32 -3.45 0.32 0.00
t 2724 2468 -18.631 2345 0.000
Probability 0.008 0.018 0.034 0.025 0.000
Exports (X) 0.30 0.14 3.05 0.05 0.00
t 2682 0.844 -12.189 0.154 0.000
Probability 0.009 0.404 0052 0878 0.000

Basic Statistics
R’ 0.00 0.00 0.47 0.00 0.00
R’ adjusted. 0.19 0.32 0.00 0.31 0.00

Mexico City: Determinants of Science and Technology for big manufacturing firms (BMF)
(for all firms with Science and Technology expenditures)

Variables Total firms No share of FDI ‘With share of FDI FDI-share under 50% FDI-share above 50%
Total Investment (IV) -1.15 -0.64 7.00 0.00 0.89
t 0.303 -1.500 0.928 0.000 2114
Probability 0.764 0.158 0371 0.000 0.056
Productivity (VAB/PO) -0.19 1.23 0.90 0.00 -2.39
t 0.541 2578 2269 0.000 1345
Probability 0.502 0.023 0.041 0.000 0.203
Wages (W) 0.83 0.15 -2.44 0.00 017
t 1538 0.367 -1.509 0.000 0.483
Probability 0.134 0.720 0.135 0.000 0.638
Imports / GDP (IM) 0.37 0.34 0.20 0.00 -0.28
t 1253 1430 0.981 0.000 1177
Probability 0219 0.176 0343 0.000 0262
Exports (X) 0.19 0.10 -0.28 0.00 0.40
t 0.975 0.633 L1358 0.000 Lo11
Probability 0337 0536 0268 0.000 0332

Basic Statistics
R’ 0.00 0.39 0.00 0.00 0.40
R? adjusted. 0.14 0.16 0.42 0.00 0.14

"/a The first value refers to the elasticity, while the second and third values refer to its t-statistic and its respective associated probability.
Source: Own ellaboration.
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Conclusions and Policy Recommendations

Regardless of a multiplicity of analyses on the effects of FDI and causes for innovation
processes, there is insufficient and limited research on the issue so far, specifically on the origin
and destiny of FDI. The complexity of the topic, also considering methodological and statistical
challenges, explain the lack of eloquence in this type of analysis, regardless of the relevance of
FDI and innovation processes.

Clearly, the high annual FDI flows to Mexico represent an important potential that for the
moment has not been sufficiently exploited; it could even be argued that FDI and its effects have
increased the degree of socioeconomic and territorial polarization initiated in Mexico with the
liberalization strategy in 1988. A strategic and long term proposal is needed with the objective to
promote and attract FDI with the purpose of transferring knowledge, technology and added value
in Mexico —a perspective of territorial endogeneity as advanced in this chapter- in the context of
NAFTA and the growing competition with Central American countries, China and India, among
others. Similarly, the attraction of strategic and high quality FDI requires a dynamic perspective,
that is, processes and segments of value chains that nowadays could be of interest to Mexico but
in a few years may not necessarily be. The strength of an institution in charge of this is critical.

The document also concludes on several topics relating FDI and innovation processes:

e Until 2008 the current Law on Foreign Direct Investments allows for a set of criteria for
the evaluation of FDI-projects —including its technological contribution- which are not
being implemented

e Until 2008 there is an overwhelming lack of evaluation of FDI projects and there are no
coherent policies at the state-level that generate incentives for a cooperative behavior,
resulting in a down-to-the-bottom-competition in many cases

e The lack of coordination is also reflected in state-level statistics with substantial
differences with those offered by federal agencies

e R&D in Mexico accounts for falling levels since the 1990s and if compared to other

nations internationally and in Latin America, also as a result of a small share of private
R&D

¢ Different index of R&D and S&T reveal an increasing polarization process at the level of
firms, branches and states in Mexico; from the latter perspective the Center-Region, but
increasingly the North, are the main motors of these variables, while the states South of
Mexico City play a secondary and diminishing role. The North-South cleavage has
deepened substantially in the last 2 decades, and in particular considering R&D and S&T
processes

Specifically regarding FDI and S&T processes, the document concludes that mainly two regions
—the Northern Border and the Center-Region- have an important potential for integrating S&T
and innovation processes through FDI-inflows; the share of the rest of the region on total FDI is
almost negligible. Nevertheless, FDI specialization index reveals important branch-level
differences and advantages among Mexico’s 31 states and Mexico City.
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Chapter 4 establishes that, in general, branches with a FDI-share —both above and below 50% of
their respective social capital- present significantly lower S&T coefficients. This rather surprising
—and probably unexpected- result is supported at the branch and state-level, but also for the
autoparts-automobile and electronic chain. Thus, branches without FDI account for higher S&T /
GDP coefficient and employment shares over the total BMF sample, but with a lower trade —and
in particular export- orientation.

These associations are also ratified through the econometric models since investment, wages and
imports are the most significant explanatory variables of S&T. For the smaller sample of
branches that effectively pursue S&T expenditures, however, the relevance of productivity
increases, with an elasticity of 0.34. While imports and exports present a high statistical
significance for almost all cases, wages in general are not significant for explaining S&T
expenditures.

The former results and the rather small significance of FDI on S&T expenditures can in part be
explained —and as discussed in the document- by its high association with imports and exports,
which are highly dependent on processes of temporary imports to be reexported, i.e. by programs
that generate incentives for massively importing parts and components to be reexported. These
processes, however, in general create few linkages and upgrading processes, since R&D and S&T
processes are pursued in other segments of the chains and in general not in Mexico.

In terms of policy proposals a few issues stand out.

On the one hand, the need of functionalizing FDI’s potential in a long-term and systemic
development framework, i.e. FDI can clearly allow for development and innovation processes —in
terms of technology, employment, wages, and overall learning processes- only if it is part of a
larger socioeconomic strategy with specific instruments parallel to FDI flows. The lack of such
instruments and an overall perspective does not allow for integrating these processes in terms of
the discussed concept of territorial endogeneity. The current lack of such a long-term strategy
does neither allow for a coordination of state-level priorities, nor for an evaluation process
beyond the growth of FDI-flows. The lack of using the present evaluation criteria of the Law on
Foreign Investment is a good example of an existing and interesting policy framework that is
useless with the lack of established priorities.

Second, several theoretical frameworks and the effects of globalization increasingly show that
policies and instruments are more effective and useful from a territorial-sectorial perspective, i.e.
acknowledging the territorial specificities of the respective sector. Given Mexico’s richness in
state-level experiences with clusters, FDI and innovation policies, in addition to detailed
statistical information, state-level innovation policies are the most adequate level for
implementing a battery of incentives for improving R&D and S&T.

Third, policies should address specifically the lack of a positive association between FDI, S&T
and productivity links. This rather surprising result, in which BMF with no FDI present the
highest levels of S&T, and in general with little association with high productivity (compared to
the rest of BMF), invites to establish specific instruments to strengthen trade intensive-FDI
activities in Mexico and in particular their backward and forward linkages with the rest of

34



Mexico’s economy. Given the important share of states in the Northern Border and in the Center-
Region, both could become the short-term priorities of such policies.

Fourth, and in order to overcome the increasing territorial polarization, the rest of the regions and
state should be also the focus of these latter policies. In particular the states in the South, Pacific,
Center-North and Golf and Caribbean Regions have received few FDI-flows with even less
innovation processes. An effective FDI-promotion to decrease FDI-concentration, in addition to
the aforementioned backward and forward linkages-program are crucial. Otherwise, and based on
Mexico’s experience in the last 15 years, the North-South cleavage will deepen.

The existing information —at the branch and economic class level by origin- allows for a deep
understanding of FDI in Mexico and for a “battery of instruments” to improve FDI-promotion.
As discussed for the autoparts-automobile and electronic chains, these activities are highly
concentrated in a few states within Mexico, which should be the focus of these specific
innovation policies. Similar instruments should be coordinated at the federal and state levels for
other clusters. The former policies —and the need of a strong FDI and innovation institution- are
urgent, considering that Mexico has already received several hundred billion $US since 1994 and
the more uncertain future regarding FDI-inflows.
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Endnotes

! Paper written for the Regional Competitiveness and Governance Division of the Organization
for Economic Co-operation and Development (OECD). I am very thankful to Cristina Vazquez
and Alejandro Pérez who supported the statistical part of the document. Miguel Angel Mendoza
supported the econometric work in chapter 4. The author is the sole responsible of the content of
the document. The analysis in the document does not necessarily coincide with the OECD.

* With the new law in 1993 only 10 out of 704 activities were reserved to the State, 5 to Mexican
nationals, 13 require approval of the Foreign Investment National Commission (FINC) and in 18
activities foreigners could only invest up to 49%. In the rest of the activities -658 or 93.47% of
total- FDI was open for 100% FDI stakes.

* For a full discussion, see: Dussel Peters et. al (2007) and Ibarra and Moreno-Brid (2004).

* Nevertheless, NAFTA kept regional requirements in sectors such as automobiles, among others.
> As a result and in real terms, many of the former restrictions to FDI could be solved. Dussel
Peters et. al (2007) show that for 1994-2006 only two sectors —telephone services and air
transport, both having formally the restriction in which foreign investments” share should not be
above 49%- accounted for 94.5% of neutral FDI.

% The Secretary of Economy has discussed recently to present a new law on foreign investment,
and also including some of the topics listed below. However, and as a result of the discussion on
the liberalization of the energy sector since 2007, the proposed law has so far not been presented
to the Legislative and to the public.

’ For details on each of the instruments, see: http://www.economia.gob.mx/?P=5100.

¥ The fiscal reform of 2007 has potentially granted the states in Mexico some new fiscal power,
in particular in respect to the 2% payroll tax that applies at the state level. There is however until
the end of 2008 not sufficient information to compare the use of this tax between states for
specific strategic priorities, such as for attracting FDI, for example.

? According to personnal interviews at the end of the 1990s with an important transnational
corporation that finally established in Costa Rica, for example, some of the negotiators were
promised by one Mexican state that they would not have to comply with the national labor law,
among other topics. This resulted in important uncertainties for the transnational corporation and
was one of the reasons for not investing in Mexico.

' FDI fell in the first half of 2008 —and compared to the first semester of 2007- by 20.4% and in
Mexico City, the main recipient of FDI, by 43.6% (SE 2008/c). Under this scenario and
substantial global turmoil, the topic should be a priority in Mexico’s socioeconomic agenda.

""" An important exception of this environment is the Mexican Association of Secretaries of
Economic Development (AMSDE) in Mexico, which increasingly started a discussion on these
items together with federal agencies (see: http://www.amsde.org.mx).

2 For a full discussion on this issue, including alternative methodologies, see: Dussel Peters et. al
(2007:321-350.)

1 For a full conceptual discussion, see: Dussel Peters et. al (2003, 2007); Gorg and Strobl (2002);
Padilla-Pérez (2008); Romo Murillo (2005).
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'* The discussion on potential learning effects of processes, rather than products, is significant.
There is a wide literature today that discusses for example innovation and technological levels
(and upgrading) based on an aggregated typology of (exported) products —shoes are low-tech and
laptops are high-tech- and strong policy recommendations for resource-based, low, medium and
high-tech-products (Lall 2000). Such a product-based perspective, however, does not consider
processes within segments of value-added chains and is too simplistic; even in the apparently
most low-tech products there are off course high-tech processes and the proposed policy-
implications are thus, in most of the cases, far too aggregated, and in many other wrong (Dussel
Peters 2001).

!> According to this regional distribution, Mexico's states are divided in 6 regions, i.e. i. Northern
Border (Baja California, Baja California Sur, Coahuila, Chihuahua, Nuevo Ledén, Sonora and
Tamaulipas), ii. Southern Region (Chiapas, Guerrero and Oaxaca), iii. Pacific Region (Colima,
Jalisco, Michoacan, Nayarit and Sinaloa), iv. Center-North Region (Aguascalientes, Durango,
Guanajuato, Querétaro, San Luis Potosi and Zacatecas), v. Center Region (Mexico City, Hidalgo,
State of Mexico, Morelos, Puebla and Tlaxcala), and vi. Golf and Caribbean Region (Campeche,
Quintana Roo, Tabasco, Veracruz and Yucatan).

' Authors such as Botzman (1999) and Sanchez Daza (1996) show that the institutionalization of
research in Mexico until the 1990s was very weak and highly centralized.

17 Several important new regulations for the registration of FDI have occurred since the 1990s, in
particular the requirement of only registering effectively realized FDI since 1994 —and in contrast
to expected FDI registered in earlier periods-, as well as the unification of all temporary imports,
including maquiladoras, under the item of accounts between companies and the disappearance of
all temporary imports statistics since January of 2007 (Dussel Peters et. al 2007; SE 2008/c).

" Tt is expected that this performance will continue in 2008-2009, also as a result of the
performance of US’s economy. FDI fell by 20.5% in the first semester of 2008 in comparison to
2007.

' The respective chains were defined as follows, and based on Mexico’s national accounting
system: a) Electronics (sum of branches 2823, 2832, 3833 and 3850), automobiles (3841) and
autoparts (3842).

20 For a full discussion and results of the Economic Census of 2004, see:

http://www.inegi.org.mx/inegi/default.aspx?s=est&c=10213.

I 1t would have been possible to obtain more detailed data and beyond the level of branches (for
example economic classes). However, and as a result of confidentiality, INEGI would not
provide data in those cases were a firm could be linked to its activities. This is the reason why
branch-level data was sufficient for this project.

> Acquiring this data set was a result of several months of work, since until today FDI
registration (CMAP94 or the Mexican Classification of Activities and Products) is not
comparable with other registration forms of Mexican national statistics such as the more recent
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SCIAN (System of Industrial Classification of North America). This is a substantial limitation.
We are extremely thankful to INEGI, which allowed in an intense discussion process, to reach
these conclusion and have access to this data set.

» The Economic Census does not provide for exact data on trade, but rather on goods and
services bought by foreigners, which is used as proxy variable for imports, while sales to
foreigners are used as a proxy for exports.

** Future research will not only be able to compare this kind of analysis between 2003 and 2008,

for example, but also to deepen this statistical and econometric analysis at a more profound level
(economic classes).
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