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This study examines the growth of the Mexican automobile industry
since the 1960s and its relation to Mexico's trade and foreign exchange
problems, Statistical data presented on production, value added,
employment, productivity, and international trade show that growth of
the industry has been dramatic, that productivity has increased, and
that the trade deficit of the industry has fallen as a proportion of the
total deficit of the manufacturing sector. The government has adjusted
its policies toward the industry many times, gradually moving from im-
port substitution, to foreign exchange budgeting, to export promotion.
A regression analysis of the relation of net automotive exports to
domestic GDP, relative prices, and government policies enacted in 1977
provides results consistent with a ‘“vent for surplus” explanation of ex-
ports, the law of demand, and the expected policy impact. It is likely
that future growth will be increasingly oriented toward the U.S.
market, thereby changing the historical relation between exports and
Mexican GDP.

I. Introduction

Mexico’s well-known and persistent difficulties in international

* Special thanks are due Lic. César Flores E. and Lic. Félix Rojas Cruz, of the
Asociacibn Mexicana de la Industria Automotriz, for their cooperation in the data-
gathering phase of this study.

** The authors are professors in the Division of Economics and Finance at The University
of Texas at San Antonio.
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Where data permit, we extend our presentation back into the
1960s or forward to 1983. The outstanding feature of the Mexican
motor vehicle industry has b en its rapid growth in production.
However, it has been plagued by trade deficits and the shocks of
temporary economic dislocations following substantial devalua-
tions of the peso.

In 1962, when the first governmental decree to promote the
move from assembly to manufacturing of vehicles was issued,
there were nineteen motor vehicle assembly plants in Mexico.
Most components were imported; and, by value, the domestic
content level was reported to be only 15 percent for cars and 10
percent for trucks.? During the ensuing years, as assembly was
eliminated, the number of automobile and light truck manufac-
turers generally has been eight (in 1984, Chrysler, Ford, General
Motors, Nissan, Renault, Vehiculos Automotores Mexicanos,
Volkswagen, and Diesel Nacional). An assortment of about a half
dozen other firms have produced heavy tractor trucks (such as
Kenworths, Whites, and Macks) or integral buses (long-distance
or city buses not based on an ordinary truck chassis). In general,
the tractor-truck and bus segments of the industry are considered
to be quite different from the auto and light truck segment since
the larger vehicles require a more labor-intensive production pro-
cess and are characterized by fewer economies of scale in
manufacture.

As a benchmark, it is worth noting that in 1962 assembly of
vehicles in Mexico totaled 66,637 units.> Table 1 shows that the
firms that remained in operation under the new program produc-
ed in excess of 100,000 vehicles in 1965 and that, thereafter, the
industry grew dramatically. In 1981, a production record of
597,118 vehicles was set. Output then declined by 28 percent in
1982 and 71 percent in 1983 as the peso tumbled disastrously.
Preliminary AMIA data for 1984 indicate that production levels
for the first two quarters were about the same as in 1983.*

2 Gabriel Fernindez Sayago, “Industria automotriz,” Tres industrias mexicanas ante la
ALALC, 3, Mexico; D.F., Coleccion SELA, 1962, p. 87,

3 AMIA, La industria automotriz de Mexico en r:}'ms:—1976, Mexico, D.F., 1977, p.
187.

4 Interview with Lic. Carlos Uriegas Ramirez, Gerente de Estudios Economicos, AMIA,
May 1978, and interview with Lic. Félix Rojas Cruz, Jefe del Depto. de Estudios
Econémicos, AMIA, March 1984.
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increased. In Table 4, the motor vehicle industry is again com-
pared to all manufacturing in order to assess its relative impact on
Mexico's balance of trade. Over the period from 1970 to 1982,
both the manufacturing sector and the motor vehicle industry
posted significant trade deficits. However, preliminary data for
1983 indicate a small surplus for the motor vehicle industry (the
source of this information is unofficial). Such a surplus, if
verified, is probably attributable to (1) a very sharp reduction in
overall vehicle production and (2) an increase in exports by
Volkswagen de Mexico.®

As Table 4 shows, motor vehicle industry exports in recent
years have become an increasing proportion of total exports of
manufactured goods. After decreasing from an early peak of 8.3
percent in 1973, there was a dramatic upswing in the industry’s
exports in 1978 followed by significant gains in 1982 and 1983.
Meanwhile, motor vehicle industry imports as a percentage of
total imports of the manufacturing sector have been much lower
since 1978 than previously. The overall result, as seen in the
rightmost column of Table 4, has been a reduction in the propor-
tion of the total manufacturing trade deficit attributable to the
industry.

In the next section of this paper, we summarize the history of
Mexican government policies regarding the automobile industry.
We especially consider the 1977 decree, which was far more com-
prehensive than earlier decrees. We also more carefully consider
the 1983 decree, which was a follow-up to the 1977 decree.

III. Mexican Government Policies Regarding the Automobile
Industry

In the first half of this century, Mexican government policies
regarding the motor vehicle industry were directed toward
substituting domestic for foreign labor. An extremely high tariff
on imported vehicles formed the primary policy incentive,
although there were some limited efforts to promote the manufac-

5 See Table 1 above for drop in production. Volkswagen information is from interview
with Félix rojas Cruz, op. cit.



AUTOMOBILE INDUSTRY AND INTERNATIONAL TRADE 73

ture of certain components and extend public sector investment
into various segments of the industry.

The role of the Mexican government became far more in-
terventionist in nature with respect to the motor vehicle industry
in 1962 when an extensive development program was launched
through the issuance of a presidential decree regulating the in-
dustry.f Since that time, the government’s policy goals have been
to increase the production and domestic content of Mexican-
made vehicles, to generate additional employment in motor vehi-
cle manufacturing and related activities, and to reduce the
adverse effect of the industry on Mexico’s balance of payments.

The second and third decrees issued by the Mexican govern-
ment regarding the motor vehicle industry, in 1972 and 1977,
respectively, had primarily the same goals as the 1962 decree.’
However, the 1977 decree was much more far-reaching in its pro-
visions for meeting these goals than were the two previous ones.
For example, it was designed to force the motor vehicle industry
to completely eliminate the trade deficit by 1982, and it provided
that automobile prices were no longer to be government
regulated.

Although the 1977 decree did appear to have a positive effect
on output, employment, and the trade deficit of the motor vehicle
industry, the trade deficit was not eliminated by 1982. Moreover,
the government still hoped for greater progress in the areas of out-
put and employment as well. Consequently, the government
issued a fourth decree regarding the automotive industry on
September 15, 1983.

The goals of the 1983 decree were quite similar to those of the
earlier decrees. In fact, since some of the specific requirements
regarding the percentage of national content in automotive

6 “Decreto que prohible la importacién de motores para autémoviles y camiones, asi
como de conjuntos mecénicos armados para su uso o ensamble, a partir del 10 de Septiem-
bre de 1964,” Diario oficial, Aug. 25, 1962,

7 See “Decreto sobre la industria automotriz,” Comercio exterior, 22, noviemhre de
1972, p. 1022, and “Decreto para el fomento de la industria automotriz,” México:
Presidencia de la Repiblica, June 20, 1977, and “Acuerdo que establece las reglas de
aplicaci6n del decreto para el fomento de la industria automotriz,” Secretaria de
Patromonio y Fomento Industrial, México, Oct. 19, 1977. Mimeographed copies furnished
by AMIA, A.C.
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As shown in the table below, the 1983 decree specified a lower
level of national integration for 1984 than had apparently already
been achieved, at least in some cases. However, these percentages
increase somewhat for later years, and the respective levels of
national integration are to be achieved for each model.®

Vehicle Level of Domestic Content

1984 1985 1986 1987
Automobiles 50% 50% 55% 60%
Commercial and Light Trucks 656% 70% 70% 70%
Medium an Heavy Trucks 65% 70% 75% 80%
Semi-Trailers 70% 90% 90% 90%
Buses 70% 90% 90% 90%

As in the 1977 decree, the 1983 decree is designed to promote
the production of the auto parts industry. Both decrees provide
that the firms in the final product industry are not to produce any
component parts produced by the parts industry unless they
already produce them or are authorized to produce them.
However, the firms in the terminal industry may receive
authorization to produce additional parts if the parts industry
cannot supply a sufficient number as long as an internationally
competitive scale of production is maintained, the majority of the
output is destined for export, and other requirements are met.

As indicated above, the 1977 decree specified that the foreign
trade deficit with respect to the automotive industry be eliminated
by 1982. This result was not achieved.!” The 1983 decree states
that all firms in the final product industry should generate all of
the foreign exchange necessary for their imports and that the
foreign exchange budget for each firm will be determined by the
Secretariat of Commerce and Industrial Development.

With respect to the computation of the foreign exchange
generated by firms in the final product industry, both the 1977
and 1988 decrees state that the Secretariat will recognize 100 per-

9 See “Decreto para la racionalizacién de la industria automotriz.” Diario oficial, 15 de

septiembre de 1983, p. 5.
10 preliminary data, however, indicate that the deficit may have been eliminated in 1983
See “Total de la balanza comercial por actividad econémica de origen,"” Excelsior, 13 de

marzo de 1984.
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The 1977 decree specified that at least 20 percent of the cars
produced must be sold without optional equipment. This require-
ment was increased to 25 percent in the 1983 decree. In addition,
the latter decree specifies that these units should correspond to
the total production of one or more models.

Finally, the 1983 decree stated that the firms in the autoparts
industry must be at least 60 percent Mexican-owned, and they
must be registered with the Secretariat of Commerce and In-
dustrial Development. Furthermore, they must maintain a level of
national content in each product line equal to a minimum of 50
percent in 1984 and increasing to 60 percent in 1987. However,
each firm must maintain a level of domestic content equal to 80
percent of the value of its output, taken as a whole.

Although the industry has made some progress in its inter-
national trade position in the recent past, the Mexican govern-
ment has continued to demonstrate a great deal of concern over
its propensity to run trade deficits. Certainly, this concern was ex-
pressed in the decree of 1977 as well as in that of 1983. As Table 4
showed, in the years immediately preceding the 1977 decree, the
motor vehicle industry trade balance was deteriorating. The 1977
decree appears to have had a salutary effect, but some further
data (Table 5) may help to show why the government has singled
out the automotive industry for so much attention on the issue of
trade.

In Table 5, the trade deficit of the motor vehicle industry and
that of the manufacturing sector are compared with value added
in each of the two. Except for 1979 and 1980, the deficit of the
vehicle industry is much larger relative to value added than is that
of manufacturing in general. Further, prior to 1978, the position
of the former is again shown to be worsening. The marked im-
provements in 1979 and 1980 are important but probably are
overstated in Table 5 since the trade data for the motor vehicle in-
dustry are from a noncomparable source (AMIA instead of the
government). Given an earlier systematic differential between
these data and those for previous years, it is likely that the vehicle
industry deficit was in the neighborhood of 44 percent of value
added in 1979 and 37 percent in 1980.

Despite the improvements that followed the decree of 1977
and the 1976 devaluation, the industry again posted large deficits



AUTOMOBILE INDUSTRY AND INTERNATIONAL TRADE 79

in 1981 and 1982. Thus, in the aftermath of the dramatic 1982
devaluation, the government remained concerned that the motor
vehicle industry would again become a source of trade problems
as general economic recovery and a sharp rise in production and
imports became a real possibility. The decree of 1983 was no
doubt drafted with this prospect in mind. In the following section,
regression analysis is employed to further examine the apparent
positive impact of the 1977 decree on the trade balance of the in-
dustry.

IV. Impact of the 1977 Decree on the Trade Balance

We have already emphasized that a primary objective of the
1977 decree was the elimination of the foreign trade deficit with
respect to the motor vehicle industry by 1982. In this section of
the paper, we use linear regression analysis to examine the effect,
if any, of the 1977 decree on the trade balance for the automotive
industry. Although the goal of complete elimination of the deficit
was apparently not quite achieved by 1982, our results are consis-
tent with the hypothesis that this decree did have a positive effect
on the trade balance.

We hypothesized that the dollar value of net exports from the
Mexican motor vehicle industry is a function of Mexico’s real gross
domestic product, Mexican prices for motor vehicle equipment
relative to those in the United States, and the 1977 decree:

P
EXy = f (GDPM’ FM 1D1977)’
Us

where

EX, = the dollar value of the net exports of the Mexican
motor vehicle industry (in thousands of dollars),

GDP,, = Mexican real gross domestic product (in millions of
1970 pesos),
Py N . , I . .
—2 = The ratio of the wholesale price index for Mexican
us motor vehicle equipment to the corresponding in-
dex for the United States, and
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higher Mexican prices for motor vehicles and parts relative to
those of the rest of the world, the smaller the value of Mexican ex-
ports. The producer price index for motor vehicle equipment in
the United States is used as a proxy for the motor vehicle equip-
ment price indices of nations that are potential importers of Mexi-
can motor vehicle equipment. Finally, we used a dummy variable,
D, 977, to reflect the presence of the 1977 decree (the value of Dygy;
was zero before 1978 and one thereafter).'?

More precisely, we estimated the coefficients of the variables
in the linear relationship below:

P
EXm, = By + BiGDPy, + B -P_Z;- + Bs D977, + e

As should be clear from the discussion above, we expect that {3,
would be negative because of capacity constraints and that {3,
would also be negative as a result of the law of demand. If the
decree of 1977 had a positive impact on the trade balance of the
Mexican motor vehicle industry, the value of (35 will be positive.
We used data from 1970-1981 in the analysis.

The regression results are presented in Table 6. The signs of
the coefficients are as hypothesized and the R?2 = .87. The value
of the Durbin-Watson statistic is such that the hypothesis of no
serial correlation is not rejected (5 percent level of significance).
The coefficients of the GDP,; and D, g7 variables are significant
at the 0.5 and 2.5 percent levels of significance, respectively. The
coefficient of the relative price variable is significant at the 10 per-
cent level of significance.

The results obtained for the coefficient of the GDP variable
and that of the dummy variable for the 1977 decree are especially
interesting with regard to the question of policy formulation. As

12 Data for the regression analysis were obtained from the following sources: AMIA,
A.C., La industria automotriz de México en cifras, 1982; Secretaria de Programaci6n y
Presupuesto, La industria automotriz en México, México, D.F., diciembre de 1983;
Secrctaria de Programacién y Presupuesto, Boletin mensual de informacién econémica,
various issues; México, D.F., International Monetary Fund, International Financial
Statistics, various issues, Washington, D.C.; and Office of the President, Economic Report
of the President, various issues, United States Government Printing Office, Washington,
D.C.
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V. Conclusions

The Mexican motor vehicle industry has made great strides
over the last two decades in the areas of production and employ-
ment, and the industry is gradually becoming a more important
part of the manufacturing sector in Mexico. In general, the motor
vehicle industry has aggravated Mexico’s trade deficits rather than
helped to reduce them. Recently, government policy has focused
on the industry's trade problem and on its relation to the domestic
autoparts industry, although there has been continued formula-
tion of rules intended to “rationalize” production by reducing
model proliferation and increasing the size of model runs. There
is some evidence that the 1977 regulations regarding foreign ex-
change budgets did lead to increased automotive industry exports.
Both raw data on exports and the regression analysis above would
tend to support this view.

Although the lag in processing and publication of Mexican
economic statistics keeps us from extending the formal part of this
study beyond what was presented above, data from the Mexican
Automobile Manufacturers Association confirm several facts
about the progress of the industry during the period from 1983
until mid-1986. Mexico’s recession has had a devastating effect on
production levels in the motor vehicle industry. Even though total
output recovered significantly after 1983, by year-end 1985 it was
still 40.percent below its 1981 peak. In mid-1986, the industry was
in crisis, with total output below the 1983 level. However, the
slump in domestic demand was indeed accompanied by an in-
crease in exports of finished vehicles. The latter increased from
16,000 units in calendar year 1984 to over 60,000 units in 1985.
This increase is in keeping with the findings of the regression
model presented above.

In all likelihood, the Mexican motor vehicle industry will
weather the current crisis in domestic demand and continue to
grow once again. Clearly, this development is something that
awaits government efforts to get other parts of its economic
household in order (resolution of the debt crisis and breaking
though myriad international bottlenecks). Historical data seem to
suggest that the industry’s fortunes will depend primarily on the
resurgence of domestic demand since exports have not been
positively related to GDP. However, the Mexican subsidiaries of
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