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Part One Trade Policy Review







Chapter 1 Trade Policy Review
—Mexico

Mexico has continued the process of economic reform initiated in the mid-1980s. The
efficiency gains achieved since then, the greater opening of the investment framework and
closer integration in the world economy, together with the support of the international
financial organization help Mexico’s recovery from the 1995 recession. However, the
health of the banking system remains a concern, as do a number of lagging sectors in
agriculture and manufacturing. Modernization of the institution and legal framework is
continuing. While unilateral trade liberalization on a MFN basis has been carried forward,
trade policy changes have been dominated by regional liberalization under NAFTA and
other agreements, and the share of Mexico’s merchantise trade with the United States rose
from 75 per cent in 1992 to 80 per cent in 1996. Some elements of regional liberalization
have benefited all WTO members; others more clearly favor regional partners. Moreover,
remnants of the earlier import-substitution policy still affect the automotive industry,
while selective tariff increases (within bound levels) have been introduced to support other
activities. The active use of anti-dumping measures makes them a potential trade barrier.
The reform process is thus not yet complete; its continuation is necessary for Mexico to
achieve a higher, sustainable rate of economic growth.

The dominant macroeconomic event since the previous Trade Policy Review in 1993 was the
financial crisis of December 1994 and the subsequent recession and recovery. While the recession
of 1995 was sharper than the debt crisis of the 1980s, the recovery has been more rapid;
however, real GDP is still below the level of 1994. In contrast with the crisis of the early 1980s,
export growth was driven by manufactures rather than crude petroleum, and Mexico had avoided
imposing new trade barriers or controls on the capital and current accounts.

While macroeconomic stabilization has been at the forefront since the financial crisis.
The increased opening of the economy since the mid-1980s facilitated recovery. Under the
influence of a more realistic real exchange rate, real growth of 5.1 per cent was achieved in
1996, and the current account deficit has also fallen. Immediate pressures on the financial
market seem to have eased; short-term nominal interest rates and inflation are falling; the
performance of the stock market has improved; and gross international reserves are
moving towards their pre-crisis level. Mexico has also improved the steps of accessing to
international capital markets; this is likely to be important in consolidating the recovery,
as the domestic banking system remains fragile.

Mexico’s trade policy is closely associated with the promotion of foreign investment
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flows. This link has been formalized through a permanent framework of trade and
investment rules which embody multilateral and preferential arrangements. In the
multilateral arena, Mexico became a member of the Organization for Economic Cooperation
and Development (OECD) in 1994 and a founding member of the WTO in 1995. Mexico’s
active programmes of regional negotiations—adding to its earlier cooperation agreement
with Chile — resulted in the entry into force of The North American Free Trade
Agreement (NAFTA) with Canada and the United States in 1994, and of free-trade
agreements with Costa Rica, Bolivia, Colombia and Venezuel a in 1995.

Mexico’s trade strategy has progressively shifted away from unilateral reforms bound
in the multilateral system, to negotiated liberalization in a regional context. The reduction
of non-tariff trade barriers and the liberalization of investment agreed with preferential
partners have often benefited third parties, for example in services. However, variations
in treatment have emerged in government procurement and customs valuation.

These commitments, jointly with Mexico’s mentioned efforts to facilitate trade and
investment flows have resulted in substantial modifications to the legal framework. Work
is ongoing to harmonize domestic rules and external commitments, reduce the number of
regulations and strengthen the judicial system and law enforcement institutions. Mexico’s
new investment rules, in particular, demonstrate its greater opening towards foreign
capital, not withstanding the restrictions that still apply in a few activities. Recent
changes have also improved the regime of protection for intellectual property rights, which
has already been widely regarded as fundamentally sound.

Overall, Mexico’s use of trade instruments since 1993 seems to be consistent with an
increasingly open trade regime. However, assessment is difficult, because various
instruments have evolved in different directions,

The major change in the use of tariffs has been the implementation of new regional
preferences, reducing the trade weighted average tariff but, at the same time, widening
the gap between the simple average MFN rate (13. 2 per cent) and preferential rate (e. g.
4.2 per cent on imports from the United States). During the period, Mexico also
liberalized about 1 000 items to duty free levels; this was to some extent offset by
increases in MFN rates on certain sensitive goods (e. g. beef, clothing and footwear) using
the flexibility available under ceiling bindings. Tariffication in agriculture has created new
tariff peaks and increased tariff dispersion. As a result of the Uruguay Round, Mexico
reduced its bound ceiling rate for manufactures from 50 per cent to 35 per cent; however,
this is still more than double the average level of duties currently applied. Many of
Mexico’s tariff lines have been covered by bills since its accession to the GATT in 1986.

There has also been a significant increase in the number of mandatory standards;
queries have been raised about new marking and labeling requirements. Mexico has not

signed the Multilateral Agreement on Government Procurement, and restricts participation
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in national public tenders to national supplies and domestic goods. Mexico also maintains
various schemes of restriction in the automotive industry (including parts) that has been
notified under the provisions of The WTO Agreement on Trade-Related Investment
Measures (TRIMs). Mexico’s NAFTA partners will benefit from the liberalization of both
public procurement and investment measures, but these benefits may not necessarily be
extended to other trading partners.

The entry into force of a new competition law in 1993 and the subsequent
establishment of the Federal Competition Commission were important steps
complementing Mexico’s privatization programs; their further development could help to
ensure that consumers benefit fully from Mexico’s liberalization efforts and that the high
market connection observed in certain activities does not impair economic efficiency.

Since 1993, practically all sectors of the Mexican economy have come under strong
pressures for change from the intensified liberalization of trade and investment rules
spearheaded by the NAFTA. Building on the unilateral opening began in the mid-1980s.

The agricultural sector has been particularly affected by economic liberalization. Steps have
been taken to reduce support to this sector and introduce assistance mechanisms based on direct
income support; as a result, the average Producer Subsidy Equivalent has recently been calculated
at only 13 per cent. As required by the NAFTA and WTO Agreements, Mexico has converted all
its no-tariff measures into tariffs or tariff quotas; very high out-of-quota duties protect sensitive
areas. Despite important structural changes, this sector as a whole still suffers from historical
weaknesses arising from low labor productivity.

Mexico has a long tradition as a mining country, although the relative economic
importance of mining has diminished in recent decades; new regulations were introduced in
1993 to promote the sector. Despite significant diversification away from petroleum
exports over the last decade, the hydrocarbon industry remains economically important,
and world oil prices still have a considerable impact on the government budget. Limitation
to the public sector's financing capacity has caused the falling of oil reserves and slowed
the productive growth; such constraints have also affected the petrochemicals industry.
The authorities have sought ways to allow greater private enterprises’ involvement in these
activities and have taken steps, within the constraints imposed by the Constitution, to
liberalize private participation in natural-gas-related operations and petrochemical projects.

Mexico’s manufacturing sector is quite diversified; overall, the sector appears to have
taken advantage of the trade liberalization programme and large investment inflows to
increase efficiency and profitability. Based on these gains and stimulated by real exchange
rate depreciation, the sector has been able to overcome the depression in 1995 in domestic
demand by increasing sales in international market,

The degree of the involvement of the Mexican State in the supply of services has

decreased dramatically during the last decade. Mexico has a number of world-class
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suppliers, but inefficiencies have been appeared by constraints on other sectors of the
Mexican economy; more recently the most serious problems have arisen in relation to
financial services, although transport and telecommunications services have also been areas
of concern. Steps have been taken to reduce such inefficiencies, strengthen the regulatory
framework, and attract foreign investment. The NAFTA in particular has proved a
powerful catalyst for liberalization, both through its formal requirements and the
competitive pressures it has created to increase efficiency in Mexican economy. Mexico has
also participated actively in the Uruguay Round General Agreement on Trade in Services
(GATS) and subsequent service negotiations, undertaking sector-specific commitments in
a large number of areas. Mexico’s accession to the OECD is also helping to promote
further liberalization, Fully extending the past and future liberalization on a MFN basis
would ensure that Mexican producers have access to the lowest cost services, making them
more competitive vis-d-vis foreign producers.

Mexico provides a generally positive example of progressive liberalization maintained
over an extended period, at times in the face of serious macroeconomic shocks. Its
persistence in carrying through this process has begun to pay dividends, and the bases are
now in place for achieving long-term sustainable economic growth. Continuing trade and
economic liberalization is a vital factor in achieving this goal, ensuring that the resulting
flow of benefits more visibly to a larger proportion of the population would also be
important in securing the continuing support for the reforms.

Given the importance of economic relations with the United States, NAFTA has
become the cornerstone of Mexico’s trade and investment policies. Mexico is also actively
forgoing new trade links through its regional agreements within the America, with the
EU, and also within APEC,

The intensification of structural change, and in particular the opening up of trade, has
been defining features of Mexico’s economic policy over the past four years. This has been
carried out both unilaterally and through regional and multilateral negotiations, in keeping
with the commitments which was made when it entered into the World Trade Organization
(WTO). A noteworthy aspect of this opening in recent years is that it has continued
despite the economic crisis of late 1994.

For Mexico, the entry into force of the Uruguay Round commitments in 1995
coincided with the worst economic crisis in the country’s recent history. The sudden
interruption of foreign capital flows to Mexico in late 1994 led to a sharp devaluation of the
peso and imposed the need for a severe adjustment programme. Despite the crisis, the
government did not adopt protective measures, as had occurred in the 1982 crisis. In fact,
it even proceeded to intensify the economic reforms undertaken in recent years,
particularly with respect to the liberalization of trade and investment, while at the same

time to pursue a far-reaching agenda of international trade negotiations.



wourEE R

By maintaining and pushing the reforms, particularly in the trade area, Mexico laid
the foundations for renewed economic growth after only 20 months, whereas it had taken
several years to overcome the 1982 crisis.

During 1995, economic activity shrank very significantly, with a 6.9 per cent decline
in the value of GDP compared with the growth of 2. 0 per cent and 4. 4 per cent in 1993 and
1994 respectively. Nevertheless, the economy turned around and grew by 5.1 per cent in
1996, and is forecast to expand at about 5 per cent annually until the year 2000.

Over the last two years, exports have made a fundamental contribution to GDP
growth, and today account for about a quarter of the product. Between 1993 and 1996, the
average annual growth rate of total exports was 20 per cent, and in 1995 alone exports
increased by 30.6 per cent. In 1996, the value of Mexican exports totaled 96 billion
dollars. Manufacturing exports grew at an average annual rate of 22. 7 per cent over the
period 1993-1996, reaching 80. 3 billion dollars in 1996.

Along with renewed economic growth, inflation has followed a downward trend .
Inflation climbed from 7.1 per cent in 1994 to 52 per cent in 1995, but in 1996 almost
halved to 27. 7 per cent while the economy picked up strongly. This trend is continuing,
and from June 1996 to June 1997 inflation stood at 20. 4 per cent. This year’s inflation rate
is expected to be 15 percent, with a continuing downward trend for subsequent years.

The weakness of mexican economic activity in 1995 was reflected in the labor market.
The open unemployment rate rose from 3. 9 per cent in November 1994 to 7. 6 per cent in
August 1996, the highest level since the crisis. It has steadily declined since then,
reaching 3. 4 per cent in June 1997, a level comparable to that before the crisis.

Lastly, Mexico’s economic crisis over the last 20 years have been characterized by a
low level of domestic savings and high dependence on external savings. The measures
formulated between 1995 and 1996 to boost domestic savings succeeded in raising it
considerably, from 15.0 per cent to 20.4 per cent of GDP. At the same time other
measures have been introduced to bolster private savings in the coming years, such as a
new pension system, the promotion of public savings and a tax policy aimed at encouraging
savings and investment. The goal is to make domestic savings the main source of financing
for economic growth, only supplemented by external savings.

On joining the General Agreement on Tariffs and Trade (GATT) in 1986, Mexico began to
speed up the structural change and unilateral liberalization launched three years earlier. Opening
up the economy has increased its efficiency and enabled Mexico to compete more aggressively on
world markets, with the ensuing impact on economic growth, exports and job creation. It also
laid the foundation for negotiating free-trade agreements and for Mexico’s participation in the
Uruguay Round of multilateral negotiations.

Between 1993 and 1997, Mexico unilaterally eliminated most-favored-nation tariffs on
over 1 200 products: the number of duty-free products increased from 414 in 1993 to 1 658
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in 1997. This tariff elimination primarily concerned inputs and machinery used in the
agricultural, chemical, electrical, electronic, textile and publishing sectors.

Although the simple average tariff has remained at about 13 per cent over the last four
years, the weighted average tariff has fallen significantly, down from 7. 8 per cent in 1993
to 2. 9 per cent in 1996 and 2. 7 per cent in 1997.

In connection with the elimination of prior import licenses, it is significant that they
have been replaced by tariffs for 67 agricultural products, in accordance with the Uruguay
Round tariffication commitment. Mexico has also established tariff quotas to ensure the
entry of specific quantities of agricultural products to Mexican market.

In order to attract a higher inflow of foreign capital, in December 1993 the
government issued The Foreign Investment Law, subsequently amended in December
1996. This Law, together with The North American Free Trade Agreement (NAFTA),
intensified the policy on foreign direct investment shifting towards greater liberalization.

As part of the drive towards trade liberalization in recent years, Mexico has modernized its
systemn of the protection of intellectual property rights in order to increase substantially the level
of the protection of such rights. This has been achieved by changes in the regulatory framework
and by strengthening the institutions responsible for enforcing these rights.

The Industrial Property Promotion and Protection Law considered one of the most
advanced in the world was enacted in 1991. It was updated in 1994 and retailed the
Industrial Property Law. In addition, the new Copyright Law was enacted in December
1996, replacing the law of 1984.

Since 1989, one of the main aspects of structural reform in Mexico has been the
improvement of the regulatory framework governing economic activities. For this purpose,
various legal provisions related to different economic sectors have been updated and
simplified. The sectors concerned include tourism, railways, air transport, ports, land
transport, petrochemicals, electricity, telecommunications, satellites, customs, foreign
exchange, water supply, financial institutions, mining and fishing. As a consequence, the
efficiency of Mexican economy has increased significantly.

Furthermore, as from November 1995 the Federal Government of Mexico began to
implement the Business Activity Deregulation Agreement, Which aims at improving
administrative procedures and cutting down red tape affecting the establishment and
operation of business. This program is coordinated by the Ministry of Trade and Industrial
Development (SECOFI) with the collaboration of the Economic Deregulation Council
(consisting of representatives of the public sector, industry, labor and the academic
community). Its purpose is to review all the formalities and relative laws required for
setting up and operating business, as well as the relevant le gislation, in order to reduce
the administrative burden on companies.

In accordance with the Mexican Constitution, international treaties signed by the



B 5 BRI

President and ratified by the Senate, which is the case of the Uruguay Round Agreements,
have the status of supreme law and therefore do not require any further legislative act for
their application. The changes and reforms introduced in Mexican legislation have been
prompted by the need to harmonize domestic trade rules with international rules so as to
facilitate their application.

Mexico considers the implementation of the Uruguay Round commitments and
disciplines by all WTO members to be fundamental for strengthening the multilateral
trading system. Mexico has fully complied with all these commitments, including the
notification ones. With respect to services, it is important to stress that Mexico’s initial
commitments under The General Agreement on Trade in Services (GATS) cover 68
sectors and 329 activities, which bears witness to Mexico’s desire to contribute to opening
up this sector on a most-favored-nation basis.

Since its accession to GATT in 1986, Mexico has been one of the countries where the
pace of liberalization has been swiftest. This liberalization was not checked by the 1994
economic crisis; on the contrary, it was pursued and intensified, which played an
important part in the rapid recovery of Mexico’ economic growth.

Mexico has implemented important measures of structural change and liberalization in
recent years, with the fundamental goal of enhancing its economic competitiveness. These
measures concern in particular tariffs, non-tariff barriers, investment, customs
procedures, standards, competition policies, intellectual property and economic
deregulation, and they are compatible with Mexico’s WTO commitments.

These unilateral measures have been accompanied by an ambitious policy of international
trade negotiations. That is precisely what the free trade agreements have achieved greater opening
and greater access to international markets, Mexico will continue to seek agreement of this kind

as a complement to multilateral liberalization under the WTO.
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