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I. RACKGRCUND AND SUPPORTING INFORMATION

A. Justiticaton for the procect

Gorerilly speaking, the trend 1n Mexican cxports hae “ecr. an uneven one,
cairg largely to the elements of rigidity and inflexibility in the pattern of
t¥ countr.'s imports. The total value of exports, which i1n the first half of
th. decuic was enough to cover nearly three—quarters (71 per cunt) of the
total cost of imports, only covered two-thirds (66¢4 per 2(nt) n the second
half, and 1n 1970 the total value of exports amounted to tarely more than
half (547 per cent) of the imports in that year. In adiition, whereas
Letween the first and the second half of the 1960s the growth of exports
elach -1 considerably, the average annual rate declining from 8.5 to 5.6 per
cent, the average annual growth rate for imports rose apprcciably, from 6 per
C-nt in 19c0-1964 to 7.5 per cent in 1965-1969. 1In 1970, the disparity was
still more marked, owing in part to exceptional negative factors, exports
de lining by 1.2 per cent and imports increasing by 18.2 pex cent. A signi-
ficand period for the analysis of the import-export relationship is that
between 1967 and 1972, in which exports of goods, including the net output of 1
plants doing contract work, (maggila), rose at an annual rate of 12.4 per cent, :
which was higher than the rate for world trade, at that time about 8.3 per cenmt. 3
During the same period, the value of imported goods grew at an average annual |
rate of 10.¢ per cent. Against this background, the action taken by the Mexican |
Goveriient to promote exports and rationalize imports loc:-. ahead to the
possibility of future rates of growth in the external sector which will be more
stable thun in the past.

The changes made in the nature and content of trade policy and in polic;
with regard to finance and foreign exchange, taxation and public expenditure,
promotion and foreign affairs, have had a decisive influence on the porformance

of cxports of Mexican goods.

The country has at present a relatively wide range of instruments for
stinulating exports. They may be broken down as follows: firstly, those that
provide fiscal incentives, which includc certificates for the refunding of tazes




to CEDIS, the temporary import system ard drawhack of import duties, togetner
with the syastem of industries working on contractj s~condly, the progruanes
known as export programmes, the most important of which is the one for the

rotor industry; thimly, firancial institutions, which, apart from the l:it:icnal
Forcign Trade Bank, include th Fund for the Pramotion of Manufactured krporis
(PMFX), the National Industrial Plant Fund (FONEL) and the Guarantce and
Promotion Pund for Crop Growing, Stock Ruising and Poultry Faming (¥IRA),

among those concerncd with promotion, especially through the Mexican Irstitute
of Foreign Trade; and firally, integration asrecments with the Latin Americoun
Free Trade Association, the Ardeun Pact and the Central American Common Market

ayd other trade agreemenis.

These instruments, applied in an appropriustc way, have encouraged a favourzble
climate for the expansion of exports. Over he period 1967-1972, the averzge
annual growth rate of exports by the different sectors was as follows: crop
growing, 2.6 per cent; stock raising and poultry farming, 23.0 per cent;
fishing, 6.6 per centj extractive industries, 0.6 per centj and manufacturing
industry as a whole, 21.0 per cent. This last has been one of the most dynamic
branches in the external sector, its cxports having grown at an average annual
rate of 29.0 per cent over the period 14(9-1972.

As regards the industries making up the manufacturing sector, the foodstuffs,
beverages and tobacco industry had an average annual growth rate for the period
1967-1972 of 10.7 per cen‘lt; the textile, footwear and leather industry,

28.0 per centj publishing, 24.0 per cent; chemicals, 40.0 per centj non-
metallic minerals, 18.5 per cent; iron, steel and other nmetal products,

18.4 per cent; the motor, electrical and vlectronic industries, 36.0 per centj
and miscellaneous manufactures, 1.4 per cent. These figures indicate tre
impact of these industries on the balance of payments on current accourt, tne
annual growth rate over the same period of 1957-1972 having been 12.3 per cert,
a figure only just surpassed by tourism with 14.9 per cent.

To sum up, recent trends in exports of goods show the growing reed to
promote further expansion of these exports if the domestic objectives set in
the country's development strategy are to be achieved.




The increase in total exports over the peried 1974-1980 has been fixed at
o wunual average of 14-14.5 per cent. If this target ig to be achieved, it
1o+ ssential to identify the opportunities for exports of Mexican manufactures
ir r+lution to the state of international demand, and gspecifically for those
yreduced by the textile, chenical, petro-chemical, phamacecutical, metal-

woriiny, foodstuff, electrical, electronic and footwear industries.

The basic targets set for the growth of exports of manufaciures will speed
‘v cruntry's industrialization. The manufacturing sector?!s share of the
1.1 will contirue to increase, riasing from 44.3 per cent to 55.5 per cent by
1°{¢, if the output of industries working on contract is included; if their
cutput is excluded, the increase will be from 36 to 45 per cent. The reasons
for promoting exports of mamufactures in perticular have to do with their
greater unit value, their relatively elastic supply and the high income

¢lasticity of international demand for them.

Simultancously, the Governmeni of Mexico has drawn up a strategy to improve
the yooscibilities of import substitution. Recently a national exhibition was
opcened showing 7,000 articles which are imported and which could be manufactured
domegtically., In co-ordination with various agencies the characteristics of
cach article were analysed with a view to detemining whether it could be

viably produced in Mexico in the near future.

The external sector is thus acquiring strategic importance in relation to
the country's urgent necd to get enmough currency to buy the capital goods and
teclmology it requires for its developmemt. The need to increase the supply of
goods from the manufacturing sector to foreign marketr means drawing up specific
action programmes which will lead within a short period to co-ordinated and
int cgrated productive processes such as will encourage greater use of instalied
capucity, more efficient scales of production, selection of the best technology,
higher productivity, better quality and lower prices for the goods with regard
10 which Mexico has advantages over other couniries because of its relative

abundance of labour and other resources.




An wmportant point to note is that the developnent of export-oriented

industrial preoduction is an important and integral part of the general eitort

e

to promote exports. Market analysis, export markcting and sales cannot
achieve satisfactory results unlese duc attention g paid to the technical
agpects of the problems A bdbalunce betwuen production and export sales 1s
necespary to ensure a succeasful export promotion policy. For this reason
it is considered essential to co-ordinate efforts through the export
marketing project at present under the supervision of the Mexican Institute
of Forvign Trade with the economic aid and co-operation of UNCTAD and the
International Trade Centre.

Given the nature of the work involved in drawing up plans of operation
for each of the branches of industry selected, the Government of Mexico,
through the Secretariat of Industry and Commerce, sulmits this request to
the United Nations with a view to obtaining the technical advice necessary

for the preparation of these plans.
B. Institutional framework

The Directorate-General of Industry, which comes under the Secretariat
of Industry and Commerce, is the body which is institutionally responsible

for regulating, co-ordinating and promoting the country's industrialization.

Ite organization includes five industrial sub-directorates, and specifi-
cally the Deapartment of Industrial Promotion and Frogramming, whose activities
form part of the gencral process of planning the reorganization of production
in the branches of manufacturing industry sclected.

Within the Department of Industrial Promotion and Prograrming, a tean
of technicians will be assigned as counterparte to the intermational expertc

provided by UNIDO, co-ordinating with the Froject Co-Manager, who will be
qualified to assume the task of mervicing the development of industrial exports.
This service oould eventually form the nucleus of a permanent organ after the
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t ~.1pation of the present project. To this end, the second phase of the
} t.juvet which, it is hoped, will be implemented in continuation of the
{ ;v cont phase during 1977, will be directed towards working out institut-

{1onal arrangement se

The work being carried out by the Secretariat of Industry and Commerce
in conjunction with UNIDO in the projects entitled "Froductivity in
Tndustrial Branches of the Manufacturing Scctor® and "lndustrial Programming®

will also be regarded as forming part of these operations.

C. I'rovision for government follow-up

Ac part of its institutional functions, the Directorate-Genaral of
Trdustry will ensure the continuity of work on the project until the final

objectives are achieved.

D. Future technical assistance

After the completion of the first phase of the project during 1975 to
17juy it is anticipated that the second phase will be implemented during
1977 continuing the activities of the project and at the same time assist-
ing the Government to establish and consolidate the Industrial Develoment

Service for Exports as a permanent body.

The precise nature and duration of the assistance will be coniidered
during the present project and decided at the annual review meetings in
197¢. At the moment it is anticipated that UNDP/UNIDO assistance will be

requested.

Given the nature of the work involved in drawing up plans of operation
for each of the branches of industiry selected, the Government of Mexico,
through the Secretariat of Industry and Commerce, sutmits this request to
the United Nations with a view to obtaining ithe technical advice necessary
for the preparation of these plans.




1I1. OBJECTIVES OF THE PROJECT

The project is not included in Mexico's country prograarc,

A.  long-ran;e ob cctivo

The country's industry is faced with the need to Lring morc ratioral rei’ s:us
into general usc ot different scales of production and to adopt tecrniques wi
will ensure a greater supply of ranufaclured goods in the future, in order <o
meet the growing demand on international markets for goods which are conpe ii:we

in price and quality.

The long-range objectives of an export prorotion policy are linked with
aspects of industrial programming, such as ihe size of the plants, price
ratios between Mexican and foreign goods &and the degree to which costs are
offset by the export promotion machinery, better utilization of raw materials,
phasing out of small-scale production, reorganization of obsolete processes

and equipment and reduction in the high cost of the transfer of tectnolog,

When phases I and I1 are completed, it is anticipated that after the
essential work carried out in co-operation with UIIDO, the national counier-
parts will be capable of carrying through the setting up of an Indusirial
Development Service for Exports on a permanent basis under the Deparimer.t of
Industrial Promotion and Programming which comes under the Directorate—

General of Industry in the Secretariat of Industry and Commerce.

B, Immediate objectives

The operative part of this project envisages the following shori-term
objectivess

1. To raise levels of productivity in the manufacturing sector;
2. To make the prices of potential exporis more competitive;

3. To adapt the production of manufactured goods to the requirener.:s
of international markets;

4. To diversify the output of export-oriented industries by developing
and introducing new products;




¢ To premote international co-operation in the area of technological
innovation and 1n the applicatior ol techniques suited to the
gtructure of the cxport ndustries;

6. To promote and encourage progressive revision and improvement
of the gystem :f export incentives;

e To promote the adopticn of such incentives by industry, in the ligns
of the advantages to be derived from the export of manufactured
goods}

b. To organize a suitable information system for export promotiong

a. To analyse the productive and organizational structure of each
branch of manufacturing industry in which the relative advantages
as regards labour and other resources are such that spec:al
lines of products can be developed for export,

111, WORK PLAN

-

L, Description of proiect activities

The overall project will last three years, divided into two phases. T:e
present project will cover the implementation of the first phase from January
1975 to December 1976. The second phase which, it is hoped, will follow on
the first phase from January 1977, will be included in the indicative planning
figure of the country programme for Mexico for 1977 to 1981.

The various activities will be co—ordinated and inter-connected with the
aim of solving the problem of developing the exports of specific tranches of

industry in a practical manner.

An attempt will be made to study the nature of the obstacles impeding
the expansion of exports and to provide solutions through a wide variety of
forms of technical assistance and promotion. This work will be oarried out
in an integrated manner, in order to provide the most detailed possidle anal;s:is
as a basis for achieving the objectives,

The sectors that are particularly important for industrial exports as a
whole will be studied by experis specialising in industrial promotion and co-
opr ration, inter—industrial structure and similar matiers. A general
sunmary of the results achieved and experience gained in each branch of

industry will lead to the formulation of a long-term development plan for
exports,




The details of the project work plan will be based on the findir-o -

final report of “‘he UNIDO nmiscion of eight experts referred to in prev.ouc
paragraphs, Neveriheless, in implementing the project, a flex:tle att.- i
will te adopted as regards the various protlems and ‘he necd for asgro - oo
from internaticnal oxpert:, To this end tre Projcct Manager, 1n colla: ra.
with the Co-Manager and the group of experts, will evaluate the necds of
various industrial branchern, having regard to those with the greatest
potential for expansion of output, the orientation of their expuris, and
type anid duration of the techmical assistancre required, The group of ryp-r o
will devote an appropriate amount of time to activities connected witn in«
rieed for techrical assistance. The programme will include inter alia ite

following activiiieas

l. A thorough analysis will be made of the finul report of the ¢:-1.%
experis, including the details of the work prograrme recommera«d fcr
specific areas of the industrial sectors investigated;

2. Promotional activities will include investigation of the
possibility ard neceseity of estatlishing a body io arrange coniract
work, botih nationally and internationally, for the manufacture of
products in different branches of industr;j

3¢ During the first phase of ihe project, each of the experts stud; irz
the five sectors selected will concentrate on the aspects of
technology, productivity, quality control, adaptation of produc:s
%o the requirements of the international market and, finally,
diversification of exports through the identification of poteniial
new exports and their introduction on to the corresponding mar<eis.
An analysis will also be made of problems of cost and compeiitiverescz,
imoluding rescarch inio the availability, cost and quality of naiicrzl
isports. Recommendations will be drawn up on these raiters.
Finally, advice will be given on the adaptation of new technolcyz:
and know-how,

The experts analysing the five se-tors in each phase will be ass.szt:d
Wy other experts who will come to work on short missions., Tra: :s

to say, when the solution of probleme identified in ar; pariicuier
sector requires highly specialized knowledge, an exper:i will te
engaged for a month or twc to help analyse those proovlems and

make recommendations for solving themj

4. Promotional activities will include study tours undertaken bty
Nexioan industrialists in order to establish contactis with
industrial and manufacturing circles in other countries, co-
ordinate co-operation, take part in indusirial reminars and lear
about the principles to be applied in the adaptation of producis.
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Another feature of these activities will be the organization
of round tables in Mexico at which representat.ves of the
industrial community can meet and discuss the progress made in
promoting the development of the country's extemal sector,

The projec: includes ihe provision of fellowships for

pelected Mexican industrialists in each industrial btranch stud:ed,
for a period of approximately two ronthe, so that they can stud:
ways of adapting new technology and know-how which it is planned
to introduce in the future, i1n accordance with the project
recormendations, Similarly, contacts will be established with
commercial tocdies with a view to studying the operation of the
channels for narketing and distribution abroady

Attention will be given to the possibility of establishing pilot
plants at which demonstirations can be given to Mexican indus-
trialists on the adaptation ot technology, quality, etc.}

The results achieved with the project will be submitted annually to
the Mexican authorities and to UNIDO., At the end of the first
phase, a report will be submitted on the results of the investiga-
tions, putting forward recommendations for each of the seciors
studied, and at the end of the second phase there will b. a
general report on the project as a whole,

Description of UNDP inpuis

Assignment of internztional staff

In addition to the Project Manager, there is the possibility of having
the co-operation of up to 3 experts on a short-term dasis for a total of

36 man/montha. They will be appointed for periods of between one and six
months to work on specific problems in areas already identified during the
implementation of the project. The type of experts and the length of their
short-term missions will be decided by the Project Manager, the Co-Nanazer,
and representatives of the Secretariat of Indusiry and Commerce amd UXIDO,
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