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The Boom of the Mexican Automotive
Industry: From NAFTA to USMCA

Alex Covarrubias V.

Introduction

In the last few years, the Mexican automotive industry (MAI) has emerged
as one of the sector’s hottest spots worldwide, becoming the largest pro-
ducer in Latin America, the seventh producer and fourth exporter glob-
ally, as well as the second largest exporter to the American market. The
Mexican position became more salient as the Trump administration
called to renegotiate the North American Free Trade Agreement
(NAFTA), blaming it for the mass emigration of jobs and investment in
low-wage industries like the MAIL This chapter aims to identify the nature
of the MAI boom and the factors that explain it, showing how these
combine in a unique formula comprised of its nearshoring status, free
trade frameworks and cheap labor that have been instrumental in defend-
ing, pursuing, and reshaping the North American automotive industry.
The country is now attracting most of the factory assembly openings in
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the region and auto jobs have more than doubled over the last decade to
account for more than 40% of the North American total.

Mexico is the only emerging economy that has gained a place in the
industry by becoming an open, cost-competitive platform for exports,
able to attract growing flows of foreign direct investment and with no
intention of building an industry of its own. This chapter shows the role
of American decision-makers in developing this model and how they
designed NAFTA! to ensure that Mexico would remain the Detroit 3’s
backyard while also keeping out Asian and European automakers. It is
hypothesized that having failed to accomplish that goal, the US-Mexico-
Canada Agreement (USMCA), crafted by Trump to replace NAFTA, will
eventually also fall short of correcting the US deficit and regaining the
initiative over MAI for US producers and markets. The USMCA will fail
despite the fact it raises the rule of origin to a 75% threshold and includes
a labor value content ruling that up to 45% of a car must be made by
workers earning at least $16 an hour.

The chapter is organized in six sections, with a final discussion and
concluding remarks. The first section details the boom of the MAI,
showing its depth and breadth since the last global crisis. Section “The
Boom of the MAT" describes how Asian and European manufacturers
are leading the MAI's boom in a fierce competition to capture and
reshape the North American market. Section ‘Pursuing and Changing
the North America Market’ identifies how the types of vehicles manu-
factured and sold by the MAI, namely compact/small cars and light
trucks propelled by traditional internal combustion engines (ICEs), are
demanded by the US market. Sections “Types of Car Output and
Consumption: Mexico Trapped in the ICE Era’ and ‘Factors Explaining
the MAI Boom’ reflect on the factors explaining the MAI’'s boom and
the key role played by the Mexican industrial relations system, a one-
sided system that aims to please management and attract foreign invest-
ment. Section An Industrial Relations System to Please Management’
looks at the motives and conditions that lead from NAFTA to the
USMCA and describes the unprecedented labor chapter that the Trump
administration included as a condition to ratify the new agreement. The
final section wraps up the main findings and likely implications for the

future of the MAL
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The Boom of the MAI

In the last few years, Mexico has become one of the auto industry’s hot-
test spots worldwide, with the MAI developing as one of the leading
regions for attracting foreign direct investment flows. In fact, by 2013 the
MAI captured the largest flow of FDI worldwide (Kynge 2015). Since
the 2008-2009 financial crisis, the MAI’s output increased overall by
90%, a more than 8% annual rate from 2007 to 2017. In the past year,
auto output was 4 million units, representing 23% of the North American
total, and up from 3.6 million units and 20% in 2016, respectively. By
2023, NAFTA light vehicle capacity is expected to reach 22.5 million
units, of which Mexico will account for 26%.? Only China and India
have surpassed Mexico in the manufacturing of cars and commercial
vehicles.? The country is already the seventh producer and fourth exporter
worldwide, as well as the second exporter to the American market.

By the end of 2014, Mexico passed Brazil as the leading manufacturer
in Latin America, when Brazilian production plunged 15% due to a stag-
nant internal economy as well as difficulties related to the Chinese and
Argentinean economies, its two major international markets. By then
Mexico had already overtaken Japan as the number one exporter to the
US market. The country also already ranks fifth in both output and
exports of auto parts and components and, simultaneously, has taken the
lead in the supply of parts and components to the US market.

The MALI is of utmost importance to the country. It is a key factor in
maintaining Mexico’s trade balance with a 2017 net surplus of $70 bil-
lion, representing more than a quarter of the foreign currency received by
the country. Its $120 billion exports account for more foreign currency
than oil, tourism, and expatriate remittances put together. The MAI is
now the largest manufacturing employer in Mexico with almost 800,000
direct jobs (one-fifth of the country’s manufacturing positions). The ter-
minal sector accounts for 13% of these.*

The American market is the MAI’s primary engine. In 2017, of the
82% total output that went to international markets, the US market
accounted for 84.5%. In contrast, the domestic market has grown at a
slower rate. After increasing between 2009 and 2016, from 0.8 to 1.6
million unit sales, it fell 5% in 2017 with the latter figure only 25% more
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than the vehicles sold in 2005. As a result, Mexico is not a top-selling
market as much as it is a top manufacturer.

The limited domestic market for new cars reflects the median Mexican
consumer’s limited purchasing power, which in turn points to the embed-
ded low-wage nature of the Mexican economy. It also relates to the fact
that in the 1980s, the MAI was reoriented to the external market and, with
NAFTA, to a process of total integration with the North American auto
industry’ Thus, from the signing of NAFTA in 1995 until 2017, the
MAT’sexportshareincreased from 53% to0 82% (Klierand Rubenstein2017).

The past ten years have seen an unprecedented number of factory
openings, retooling, and projects for new plants (Fig. 13.1). These include
assembly plants that opened in 2013-2014—such as Honda, Celaya;
Mazda, Salamanca; Chrysler Van, Saltillo; and Nissan 2, Aguascalientes—;
and companies increasing their operations over the past three years such
as Audi, San José Puebla; BMW, San Luis Potosi; Daimler AG, located
next to Nissan 2 in Aguascalientes®; Kia, in partnership with Hyundai, in
Pesqueria Monterrey; and Toyota, in Apaseo El Grande, Guanajuato.
Following US president Trump’s pressure to go back home or pay a 35%
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Fig. 13.1 Waves of the MAI 1964-2019. Source: Author’s elaboration



13 The Boom of the Mexican Automotive Industry: From NAFTA... 327

tariff on imports from Mexico and threats to withdraw from NAFTA,
Ford canceled a project to build a new assembly plant in San Luis Potosi.
Nevertheless, it invested $2.5 billion to expand its motor capacity in
Chihuahua and set up a new generation transmission factory in
Guanajuato. Likewise, Volkswagen (VW) invested $1 billion to produce
the Tiguan model in Puebla, and other key players, such as Land Rover,
Renault, Hyundai, Seat, and MINI, disclosed plans to invest shortly in
Mexico. Despite this, until the uncertainty prompted by Trump regard-
ing NAFTA has settled, they and other global corporations like General
Motors (GM), Toyota, Honda, and Fiat Chrysler Automobiles (FCA)
have put their projects in Mexico on hold.

As noted, Mexico is the fifth largest auto parts manufacturer worldwide,
generating $122 billion in revenue in 2017 and with facilities in 21 states.
According to ProMexico (2016), the country has 1236 auto supply com-
panies in the two first tiers, with another 1320 corresponding to tiers 3
and 4. Mexican workers manufacture parts and components for practically
all systems in a vehicle (Carrillo V. 2016). Of the 100 leading auto parts
and components corporations, 90 are in Mexico. Since 2015, Mexico has
also been a world leader in tractor-trailer exports for the trucking industry
with 92,630 units (Export.gov 2018), reflecting a well-established heavy
vehicle sector. Tractor-trailers, commercial vehicles, and passenger cars are
built by most of the large heavy vehicle brands, such as Volvo, Detroit
Diesel Allison, Freightliner, Dina, Mercedes-Benz, and Scania. Chinese
firms have also made inroads in this sector. For example, FAW Group, one
of the ‘Big Four’ Chinese automakers, offers low-priced commercial and
utility trucks in Mexico, for which, it partnered with Giant Motors
Latinoamerica, a subsidiary of the financial Inbursa Group of Carlos Slim
(the richest man in Mexico and one of the top ten billionaires in the world).”

Pursuing and Changing the North America
Market

About 90% of new investments for assembly plants that have poured into

the MAI since 2009 have come from Asian and European automakers
(CAR 2016). The 2008 crisis of the Detroit 3 which led to a record $80.7
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billion government bailout, combined with the uncertainty surrounding
their future was a powerful incentive for Asian and European companies
to expand their presence in North America. They were also encouraged
by the ending of the NAFTA’s ten-year phasing out period for trade bar-
riers together with Mexico’s broad network of free trade agreements that
allow the MAI to reach more than half of the world’s new vehicle market,
tariff-free. Currently, six leading Asian companies—that is, Toyota,
Nissan, Honda, Mazda, Kia, and more recently FAOA—, four European
companies—that is, VW, Audi, BMW, and Daimler AG—, and the for-
mer Big Three, are either establishing plants or expanding operations in
Mexico. This will reshape not only the footprint of the industry in Mexico
but also in North America. Although the impact of this will only be fully
apparent once the new facilities are operating at full speed, what is clear
is that Asian and European automakers will account for a much larger
portion of the MAI output, further displacing GM, Ford, and FCA who
already make up less than half of its output (45% in 2017) (Fig. 13.2).
Currently, automakers operate 22 assembly plants in Mexico, produc-
ing 42 brands of cars and 500 models; they are supplied by more than
2500 auto parts facilities and supported by 1800 dealers. Plants are clus-
tered around Central Mexico (Estado de México, Morelos and Puebla),
the Northern Border (Coahuila, Sonora and Baja California), and the
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Fig. 13.2 Light vehicle production in Mexico by regional automakers. Source:
Author’s elaboration based on AMIA database
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Bajio Region (Guanajuato, Querétaro, Jalisco, San Luis Potosi and
Aguascalientes). This last region has become the largest automotive clus-
ter in Mexico, host to eight leading automakers, and churning out 1.5
million vehicles per year.® Such output has placed it among the world’s
top 15 largest auto manufacturers worldwide.

Prior to the boom, NAFTA’s impact on the industry was modest. The
auto parts sector expanded and agglomerated primarily in northern
Mexico, and between 1994 and 2007 only three new assembly plants
were opened, namely a new Chrysler facility in Saltillo (1995), GM Silao
(1996), and Toyota (2002). In contrast, since the last financial crisis
almost as many assembly plants have opened as did in the industry’s
entire history dating back to the 1960s.” The implications of the MATI’s
boom for the North American industry are considerable, to the degree
that there is some question as to whether the growth of the MAI has hap-
pened at the expense of the US industry. The fact is that over the past
decade, 9 of 11 new assembly plants built in the northern hemisphere
were built in Mexico, and only two of these belonged to the Detroit 3.
Furthermore, while FCA, GM, and Ford plan to increase North American
production between 2016 and 2020, all will be manufactured in Mexico,
while their production in the US and Canada will decrease by 5% and
1%, respectively (CAR 2016: 11).

The MAI boom has also transformed the geography of auto employ-
ment in North America. During this time, jobs in the MAI have more
than doubled, with its share of jobs in the NAFTA region soaring to
42%, while the US and Canada have seen a decrease to 51% and 7%,
respectively (Rodriguez A. and Sanchez 2017). Similarly, the Detroit 3
have seen their share of light vehicle sales within Mexico steadily decline,

falling from 65% to 32% between 1985 and 2016.

Mexico Trapped in the ICE Era

The MALI has specialized in the production and marketing of compact/
small cars and light trucks propelled by traditional internal combustion
engines (ICEs). Nissan, GM, and VW dominate most of the Mexican
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market, followed by Chrysler and Ford. The top-selling models in Mexico
are Nissan’s Versa, Tsuru, March, Sentra, and Tiida; GM’s Aveo and
Spark; and VW’s Vento, New Jetta y Jetta Classic. A 2016 technical study
of these cars (Covarrubias V. and Garcia 2017) showed that all but two
models of the New Jetta (which use diesel—that is, the Gear Direct Shift
and Manual Shift) were gas-ICEs propelled with an average energy effi-
ciency of 12.5 km/l. Their CO, emissions—the gas that most contributes
to the greenhouse effect according to Green Facts (2017) had an average
of 196 g/km. The Mexican Official Norm 163 (DOF: 21-06-2013),"
requires that the average fuel efficiency of these vehicles be 14 km/I with
CO, levels of 169.9 g/km. These models were thus below the Norm 163.

With only one exception, all the top vehicles exported to the US mar-
ket were traditional ICE units: Nissan Versa, Chevrolet Silverado 2500,
Ram 2500, Ford Fusion, and Nissan Sentra. They were gas guzzlers: most
of them had eight-cylinder engines—in fact, all the GM Silverados 2500
and Chrysler Ram 2500 fell in this category. They offered an 8.3 km/I
adjusted efficiency, and their average CO, emissions were 316 g/km. The
top ten imported cars were all ICEs. They included SUVs (Renault
Duster and Mazda CX-5), pickups (Toyota Hilux and Ford Ranger),
luxuries (VW Passat and Nissan Altima), and Minivans (Toyota Sienna
and Honda Odyssey). They had a fuel adjusted efliciency of 9.9 km/,
with average CO, emissions of 249 g/km.

Mexico has only just begun to produce and consume vehicles other
than ICEs. In 2017 electric and hybrid vehicle sales increased by 30%
compared with 2016, although they remained a fraction of the total mar-
ket: 10,011 units, 270 of which were EVs. (data from AMIA 2018). The
EV market in the country thus accounted for 0.018% of total sales, far
below the 3% sold worldwide in 2017.

Some leading automakers have expressed interest in manufacturing
EVs in Mexico, but thus far, none have committed to any specific project.
Nevertheless, what is emerging in Mexico, is a cadre of local innovators
and new players looking to make inroads in the EVs market. Two cases
stand out.

The first is the collaboration between Giant Motors (the FAW-Inbursa-
Carlos Slim alliance) and Moldex (a metal-mechanic firm that forms part
of Grupo Bimbo, a Mexican food multinational) to manufacture EVs.



13 The Boom of the Mexican Automotive Industry: From NAFTA... 331

Their alliance began in 2015 when they partnered to build light electrical
trucks for logistics companies. Their initial progress has been rather mod-
est, with the sale of 500 units. The second case corresponds to Mexican
scientists and innovators who have identified the current transition in the
industry as an opportunity to develop Mexican technology and solutions
to the environmental problems resulting from the combination of ICEs/
Fuel Oil. They created in 2017 ZACUA, the first Mexican firm to manu-
facture electrical cars and the first fully-EV made in Mexico. It features a
two-seat compact car assembled in Puebla in a small shop run by 15
employees.

Factors Explaining the MAI Boom

Good geography and logistics, a global network of free trade agreements
with NAFTA at the center, and cheap, skilled labor are the key factors
explaining the prominence of the MAI. They result in a formula that has
made the MAI a reliable, qualified, and cheap export platform.

The geography of the MAI comprises 3145 km (1954 miles) of the
US-Mexico border. It is filled with a network of 117 ports and terminals,
67 border crossings, and 63 international airports, allowing the country
to function as a gateway between the largest western automotive mar-
ket—that is, the American one—Latin America and the European and
Asian countries. In addition, there is a broad and experienced network of
logistics firms straddling the North American border dealing with cus-
toms, planning, purchasing, transportation, and delivery strategies to
ensure timely supplies across the multiple automotive supply chains.
Geography and logistics favor the mobility of both goods and people,
lowering communication costs and integrating supply strategies whether
by air, sea, road, or rail. It is estimated that more than 2500 auto suppliers
perform more than fifty billion intra-firm transactions annually to move
parts and components back and forth for the production of vehicles
across the North American border (SE 2017).

Mexico has created a dense network of international free trade agree-
ments (FTAs) that support its competitive advantage as an export plat-
form, including ten free trade agreements with forty-five countries,
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thirty-two agreements for promoting and protecting investments, and
nine trade agreements within the Latin American Association for
Integration framework (Promexico 2017). These, together with Mexican
membership in the WTO, OCE, and APEC, grant Mexican exports
tariff-free access to countries that account for the majority of the world-
wide Gross Domestic Product. The Center for Automotive Research
(CAR) estimates that automakers can save $2500 per vehicle in tariffs
when exporting from Mexico to the European Union, as opposed to
from the US (CAR 2016). The latest step taken by Mexico in signing
the Comprehensive and Progressive Agreement for Trans-Pacific
Partnership will strengthen the position of the MAI in the Pacific
region, opening access to the Australian and New Zealand markets,
among others.

The core of these FTAs has been NAFTA, and corporations come to
Mexico seeking access to the American market. This market, including
Canada, accounts for 89% of automotive exports. South America and
European markets receive 6% and 4%, respectively, of the MAI exports
with the remaining 1% going to Asian markets. Still, it would be a mis-
take to think that the framework of FTAs has made all the difference for
the MAI Like Mexico, Canada has also been pursuing FTAs. According
to CAR (2018), Canada could reach 53% of the global new vehicle mar-
ket tariff-free, based on its broad FTA framework. That is, a larger global
tariff-free market than Mexico’s (51%), not to mention that of the US
(28%). Nevertheless, the Canadian auto industry is in decline. This is
where labor costs make a difference (Fig. 13.3).

Skilled cheap labor is the second key variable of the MAI’s success in
attracting FDI flows. In general, Mexican labor is not yet as qualified as
their American and Canadian counterparts and training systems lack the
consistency and quality of other emergent countries (see Sancak in this
book). In regions where the MAI has seen the highest growth, such as the
Bajio Region, there is a deficit of technicians, and firms are poaching
skilled workers to combat this. Nevertheless, automakers value the efforts
made by MAI leaders to increase the pool of skilled autoworkers. In par-
ticular, they appreciate the funding of one-year on-the-job-training pro-
vided by the Mexican government and its efforts to improve its higher
education, with a growing pool of industry-specialized engineers. SE
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(Secretaria de Economia) (2017) states that 90,000 engineers with such a
profile graduate annually from the university system. Moreover, the pro-
ductivity of Mexican workers offsets the shortcomings in their basic skills.
This is especially the case for the terminal sector. Plant managers of the
eight OEMs in Mexico stated publicly that ‘Mexican workers rank among
the most productive in the world’” (Covarrubias V. 2017).

Despite this, Mexican autoworkers earn poor wages: on average, vehi-
cle assemblers receive $2.30 per hour (Table 13.1); workers of part sup-
plier’s tiers 1 and 2 receive half of this, and workers of part suppliers 3 and
4, a third. Adding 30% for statutory and fringe benefits for total labor
compensation, they earn $2.99 dollars per hour."

Table 13.1 shows the daily wages of Mexican autoworkers, plant by
plant, as established in collective bargaining agreements signed between
management and labor unions. Several points are worth noting: the
$2.30 mean wage shows that Mexican autoworkers earn less than a tenth
of their US counterparts who received a mean hourly wage of $26.50 in
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Table 13.1 Blue-collar workers assembly plants hourly wages

OEM/Plant (Contract year) Mexican Pesos usD
Nissan Civac (2016) 60 3.2
Chrysler Toluca (2015) 59 3.2
Chrysler Coahuila (2015) 59 3.2
VW Puebla (2016) 54 2.9
GM Toluca (2016) 51 2.8
Audi SJCh Puebla (2017) 50 2.7
Ford Cuautitlan (2016) 46 2.5
Toyota Baja California (2016) 46 2.5
Kia Pesqueria (2015) 46 2.5
Ford Hermosillo (2016) 42 2.3
Nissan Aguas Calientes (2016) 40 2.2
Nissan Aguas Calientes Il (2016) 40 2.2
GM Ramos Arizpe (2016) 36 1.9
Honda El Salto (2016) 35 1.9
GM San Luis Potosi (2016) 33 1.8
Honda Guanajuato (2016) 31 1.7
BMW San Luis Potosi (2016) 28 1.5
Mazda (2016) 19 1
Mean hourly wage 43 2.3

Source: Collective Bargaining Agreements registered in the Labor Minister Office
STPS as of February 2017. In parenthesis the year of registration. one dollar = 18.5
Mexican Pesos, March 2017

2016, according to Bureau of Labor Statistics (2017). Further, the $2.90
total compensation is far less when compared with the $47.00 made by
American autoworkers (this data according to 7he Conference Board
International Labor Comparisons 2017).

In short, Mexican workers make 94% less than American workers.
How important is this? CAR estimates labor cost savings of $674 per car
in Mexico at $8.24/h compensation rate, although based on labor costs
reported in this chapter, it could be more than double that. A KPMG
(2016) study demonstrated that labor represents the largest category of
location-sensitive cost factors for manufacturing, ranging from 40% to
57%.'* Given that Mexico is not competitive in terms of communication
infrastructure, utilities or facilities costs, and ranks only moderately for
taxes and the cost of capital according to the same study, Mexico’s cheap
labor has been of paramount importance in securing its place in the
North American industry.
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An Industrial Relations System to Please
Management

The evolution of wages in the MAI during the NAFTA era challenges the
basic precepts of the classic theory of wage determination, particularly
regarding its equalizing function between the supply and demand of
labor (Hicks 1963/1932). Even from an efficiency wage theory perspec-
tive (Leibestein 1957), it is hard to make sense of such an evolution,
particularly when applying the assumption that higher wages lead to
higher productivity and effort, and vice versa. As noted, employment in
the MAI more than doubled during the NAFTA era. However, wages
have remained practically the same. In 1994 MAI auto workers earned
$1.90 on average. This means that after 23 years of NAFTA, Mexican
labor has seen an increase in wages of less than a half dollar or 1.7 cents
per year. In the auto parts sector, wages have remained the same, that is,
at half the rate of auto assemblers. In comparison, US and Canadian auto
industry wages decreased from $36 to $27 and from $34 to $26, respec-
tively over the same period. This shows that dragging wages down became
an entrenched feature of the industry in the NAFTA region (Fig. 13.4).
What happened to wages during the MAI boom? They have not only
remained low, but have actually been decreasing. Covarrubias V. (2017)
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found that in 2013 autoworkers received $3.60 per hour, while Stanford
(2010) noted that in 2007 they made $3.95 per hour ($1.65 more than
the current $2.30). Thus, during the past 10 years of sizeable growth of
the MAI, autoworkers’ wages have decreased by 42%, a yearly average
decrease of 4%. Paradoxically, labor productivity in the terminal sector
has increased 5% yearly during the boom (Covarrubias V. 2017). If
productivity is not the factor that drives wages, how can we explain
wages in the MAI? The answer lies in Mexico’s state-led system of indus-
trial relations, where wages are determined politically and labor rela-
tions are geared toward pleasing management and attracting
international flows of capital. Public officials, regardless of the state of
the economy or the stage of a given industry, set wages low enough so
as to maintain a competitive advantage in attracting firms seeking off-
shoring or nearshoring investment. A disheartening feature of such as
system is the so-called ‘protection contracts’, collective bargaining
agreements signed between management and state-allied unions (off-
cial unionism) long before a plant opens. In practice, they operate as
company contracts, and thus when a plant opens and workers are hired,
they are faced with a union and a contract they neither voted for nor
were aware of. In addition, firms are allowed to define the rules of work
and labor compensation at the plant level, so trade unions have no way
to counter the ‘race to the bottomy’, on wages, at either the company or
the regional level.

A great deal of corruption is also involved in such practices. Official
union leaders (commonly from the dominant Central de Trabajadores de
Mexico, CTM) receive a lump sum and a monthly payment from man-
agement for signing a labor contract committed to keeping workers’
demands for better wages and working conditions under control. As a
result, the rights to freely organize and engage in collective bargaining are
circumvented. Politicians have taken advantage of these mechanisms to
ensure a labor movement that, rather than serving workers, serves a broad
array of state-led objectives—controlling work settings, running political
campaigns, backing economic policies, attracting investments, bribing
labor leaders, and so on (Cook 2007; Caraway et al. 2015; Bensusdn and
Middlebrook 2013). It has been estimated that more than two-thirds of
existing contracts in Mexico are of this nature (Bouzas Ortiz and
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Cervantes 2008; De Buen Unna 2011). Most of the collective bargaining
agreements in the MAI sector, both old and new, started as ‘protection
contracts .

Workers are more likely to receive better wages with independent or
non-state-controlled labor unions. The Nissan and VW unions are good
examples of this. Traditionally, they have identified themselves as ‘inde-
pendent, drawing a line between themselves and the state-dependent
unions, and have been at the forefront of securing better wages and ben-
efits. However, this is not always the case, especially when independent
unions face stiff opposition from management, supported by state
officials.

The violation of basic labor rights in Mexico and the existence of pro-
tection contracts have been denounced in national and international
forums. The International Labor Office (ILO) supervisory bodies, its
Committee of Experts, and the Conference Committee on the
Application of Standards, among others, have received many complaints
about violations of freedom of association, as well as cases of violence and
arrests of independent union leaders. International labor confederations
like the ITUC and IndustriAll have also presented cases. Until recently,
results from these complaints were limited and did not go beyond the
standard ILO recommendations with Mexican public representatives
responding with promises to take corrective action. The NAFTA labor
side agreement provisions also did not help to change things in Mexico
as it left each nation to enforce their own labor laws (Compa and Brooks
2015; Bensusin and Middlebrook 2013; Bensusin and Covarrubias V.
2016). During negotiations of the Trans-Pacific Partnership (TPP),
Mexico committed to developing labor reforms to address the complaints
raised by international organized labor and to protect collective bargain-
ing, along with reforming the system for administering labor justice.
However, it will be the USMCA approval process and the newly elected
Mexican government that will finally be responsible for implementing
the long-demanded transformation of industrial relations. More on
this follows.
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From NAFTA to USMCA in the Trump Era

During his US presidential campaign, Trump promised to correct the US
trade deficit, to get rid of NAFTA, to leave the TPP (from which he
indeed withdrew), and to bring back blue-collar jobs. This placed the
automotive industry at the center of the political debate. A closer look at
the sector’s macro figures will allow us a better understanding of
these issues.

In 1990, Mexico manufactured only a small portion of the North
American auto output while the US and Canadian shares were 78% and
16%, respectively. Following NAFTA, the panorama changed and from
then, and particularly over the last decade, the MAIs share in the region
has grown. In 2017, the distribution was 20%, 67%, and 13%, respec-
tively. Employment has followed this trajectory closely. In 1999, the US
registered 1.1 million jobs in the sector, of which 380,000 involved the
manufacture of vehicles. By 2009, this number had halved. Although the
number bounced back in 2016, aided by the recovery of the sector and
reached 945,000 (211,000 automakers and 734,000part suppliers), there
has nevertheless been a net job loss of 17% over the past two decades. The
Canadian industry has managed to keep jobs stable at around 125,000.
In contrast, the number of autoworkers in Mexico has increased 7.1 times
since NAFTA, rising from 113,000 to 800,000 jobs. As a result, after
23 years of NAFTA there is a new geography of auto employment in
North America: the MAT’s share of jobs in the region has soared to 42%,
up from 8%, while the US and Canada have decreased theirs to 51% and
7%, down from 83% and 10%, respectively (with data from Rodriguez
A. and Sanchez 2017) (Fig. 13.5).

NAFTA accelerated the flow of goods and services in the region, par-
ticularly between the US and Mexico. From 1993 to 2016, trade between
the two nations multiplied more than five times and the US balance went
from positive (at 1.6 billion) to a record negative (at 64.3 billion). As
noted elsewhere, the automotive sector accounts entirely for this imbal-
ance. From 1993 to 2017, the US deficit with Mexico in the sector has
increased almost twenty times, with vehicles accounting for two-thirds of
these figures and auto parts comprising the remaining third. Likewise,
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Fig. 13.5 Auto employment NAFTA region, 1990-2016. Source: Based on
Rodriguez A. and Sanchez (2017)

the Canadian automotive deficit with Mexico has increased five-fold over
these 23 years. All these figures show that the MAI benefited the most
from NAFTA provisions and explain why the industry has become the
most critical piece in NAFTA renegotiations.

The Trump administration stressed its goal to address these imbalances
in its Summary of Objectives for the NAFTA Renegotiation (Office of the
United States Trade Representative; July 17, 2017) and included labor
provisions based on ILO conventions, including Convention 98. It pro-
posed to increase the regional content for vehicles in NAFTA to 85%, up
from the current 62.5%, and to set a minimum of 50% of US parts. It
also included proposals on other critical issues that are beyond the scope
of this paper to assess. During renegotiations, representatives of the Pena
Nieto administration held to a plan of resisting and avoiding any sub-
stantial change to the original agreement, and, as had happened 25 years
previously with the Salinas administration, they fiercely opposed includ-
ing labor as a part of the new deal. The victory of Andres Manuel Lépez
O in the July 2018 Mexican presidential elections, representing a center-
leftist opposition, changed this scenario. Although Pena Nieto officials
will maintain the lead in negotiations until the end of their period in
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office, December 2018, a representative of the new administration was
included, allowing the Mexican position to shift to accept labor provi-
sions and new rules of origin for the automotive sector.

At the end of August 2018, Trump announced that a preliminary
agreement had been reached with Mexico (and later also with Canada),
renaming NAFTA the ‘US-Mexico-Canada Trade Agreement’ (USMCA).
It comprises 34 chapters and 12 side letters. The most consequential for
the auto industry are chapters 4 (Rules of Origin, with Product Specific
Rules), 5 (Origin Procedures), and 23 (Labor), which includes an annex
(23-A) related to worker representation in collective bargaining in Mexico.

They agreed on two major changes to avoid tariffs when vehicles are
moved across their common border, namely that at least 40%—45% of
the car must be made by workers earning at least $16 an hour, and that
75% of auto parts—that is, 12% more than the current threshold—must
originate in North America. While these provisions seek to favor manu-
facturing in the US, the Chapter on Labor sets up a web of rules that
benefit workers on both sides of the border. It is a progressive document
that calls for the fulfillment of all obligations as members of the
International Labor Office (ILO), including its fundamental conven-
tions, the ILO Declaration on Rights at Work and the ILO Declaration
on Social Justice for a Fair Globalization (2008). It commits parties to
recognize the ‘important role of workers’ and employers’ organizations in
protecting labor rights’; the goal of trading only in goods that meet such
labor obligations; and to freedom of association, linked to the right to
strike and the effective recognition of the right to collective bargaining.

Other notable commitments contained in the document are the elimi-
nation of all forms of forced or compulsory labor, including child labor;
the elimination of discrimination in employment and occupation; and a
Non-Derogation commitment to not encourage trade or investment by
weakening or reducing labor rights. It also includes sections on
enforcement, violence against workers, migrant workers, sex-based dis-
crimination in the workplace, public awareness and procedural guaran-
tees, public submissions, cooperation and cooperative labor dialogue,
and public engagement and labor councils, among others.

Annex 23-A mandates the incoming Mexican government to pass leg-
islation containing these provisions and to focus on effectively ensuring
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workers’ representation in collective bargaining.' It calls for laws to pro-
tect the right of workers to engage in collective bargaining and to orga-
nize, form, and join a union of their choice; to prohibit employer
domination or interference in union activities; to establish and maintain
independent and impartial bodies (Labor Courts) that will register union
elections and collective bargaining agreements, carry out mediation and
arbitration, and resolve internal disputes with the authority to sanction
those who violate its rulings. It demands an effective system to ensure
that the election of union leaders is carried out through a personal, free,
and secret vote by union members and states that all existing collective
bargaining agreements should be revised at least once every four years.

Discussion and Conclusions

During the NAFTA era, Mexico became one of the automotive industry’s
hottest spots worldwide. It was based on free trade, cheap and skilled
export platform able to penetrate the US market primarily but also the
global market. As a result, Mexico specializes in the production and mar-
keting of cars—in this case, compact/small cars and light trucks pro-
pelled by ICEs—that the North American market demands.

Mexican decision-makers have exclusively aimed to become an open,
cost-competitive export jurisdiction, able to attract growing flows of for-
eign direct investment and provide industrial jobs to its growing labor
force. Consequently, after a century of automotive activities, 23 years of
NAFTA and a decade of a boom in the MAI, the country has made no
attempt to build any industry or automaker of its own, nor to take advan-
tage of the current transition in the industry to make inroads in the
emerging sector of new mobilities.

Mexico has taken advantage of its position as a nearshoring market
complementing its more than 3000 km. of common border with the US
with the combination of a broad framework of FTAs and cheap labor. No
other emerging country forging a place in the global automotive industry
has taken such a position. India, like Mexico, has cheap labor, but is fol-
lowing quite a different path. Like China, it is deploying an aggressive
approach that combines technological upgrading, cultivating its own
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auto manufacturers (for instance Tata), progressing in new mobilities (for
instance Ola), and developing its domestic market. Brazil represents a
different case in that it has developed its internal market along with
improving autoworkers” wages. Even the East Central European coun-
tries that emerged as the ‘new peripheries’ of the automotive industry on
the European continent have experienced wage hikes as the sector grows.
Thus, it is no surprise that Mexico is not a top-selling market along with
being one of the top manufacturers.

From the American perspective, NAFTA was meant to ensure that
Mexico would continue being the backyard of the Detroit 3. The 62.5%
vehicle content rule set up by the agreement was considered to be a high
enough threshold to keep Asian and European automakers out of Mexico,
at least in terms of preventing them from using Mexico’s export platform
to gain access to the US market (Klier and Rubenstein 2017; Hufbauer
and Schott 2005). The result, however, was quite different and it is worth
taking a closer look at this. At the beginning of NAFTA, the Detroit 3
were producing, back to back, more than two-thirds of the MAI’s output.
By 2016 their share had dropped 22%, driven by Ford and Chrysler’s
declining shares. In contrast, Asian producers increased their contribu-
tion to the MAIs output from 12% to 42% as Nissan was joined by
Honda, Hyundai, Toyota, and Mazda. Although the Europeans, repre-
sented by VW alone, decreased their share by nine points, their presence
is set to grow with the arrival of the German 3 premium, namely Audi,
BMW and Daimler AG. This bodes badly for other players in this vehicle
segment as these three already control 90% of the US premium market.

Regardless, the most notable fact is that during the NAFTA era, the
Detroit 3 lost their lead in the Mexican market. This has run parallel to
their displacement in US markets, first by the Japanese, and then by other
international producers, and thus these changes are part of a deeper trans-
formation in the global automotive sector. NAFTA only came to acceler-
ate the process of chasing and changing the North American market that
began in the seventies and eighties (for a more detailed account of this,
see the book’s concluding chapter).

Through NAFTA, the geography of production moved gradually
toward Mexico, which now accounts for one-fifth of the region’s automo-
bile output. In contrast, the geography of employment has changed radi-
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cally over these years. This paper argues that nearshoring geography and
FTA frameworks were necessary conditions for the role adopted by the
MAL in the region, but they were not enough. Canada, like Mexico, has
these two conditions, but unlike Mexico, it does not have the third con-
dition, cheap labor. As a result, the Canadian auto industry has been
shrinking. As the deciding factor in the equation of the MAI, cheap labor
has provoked the emigration of thousands of jobs from the US into
Mexico and dramatically changed the footprint of auto jobs in
North America.

The problem facing American auto producers multiplied when Asian
producers were able to outperform them in their own territory through
better high production systems. They then moved to Mexico in the hope
that the benefits gained from nearshoring and cheap, qualified labor
would provide them the necessary leverage to beat international compa-
nies in the race for market share. Not only were the results to the con-
trary, but the impact of the process on the downgrading of labor has been
overwhelming. Throughout the NAFTA era, wages in the MAI were fro-
zen and even decreased during the boom of the past ten years. Still, wages
in the US auto sector decreased at a higher rate, dragging Canadian wages
with them. The increasing US trade imbalance with Mexico is the inevi-
table outcome of this all.

The Trump campaign and his subsequent administration gained
salience with the promise to halt both investments and jobs moving to
Mexico, as well as to end US trade deals that were resulting in trade defi-
cits. He withdrew from the TPP and was long threatening to do the same
with NAFTA. In the end, the USMCA was crafted instead, a new deal
that, for the most part, contains the provisions he was looking for: a 12%
rule of origin, up from that of NAFTA, and supplemented by a labor
value content ruling that up to 45% of a car must be made by workers
earning at least $16 an hour.

Through these provisions, the American government expects to achieve
what the NAFTA failed to do, that is, regain the initiative over the indus-
try and the American market and keep Asian and European manufactur-
ers out of Mexico. However, again the outcome could be to the contrary.
The fact that international auto companies will need to use more North
American-made car parts to comply with the new rule of origin could
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attract more capital flows into Mexican plants. American manufacturers
will also be favored but they will nevertheless eventually face greater com-
petition from international companies. Should this be the case, not only
part producers but new waves of automakers will relocate facilities
to Mexico.

It is possible that the institutionalization of a new, effective industrial
relations system in Mexico, that meets and complies with all ILO con-
ventions to increase workers’ rights and wages, could preclude the above
from happening. Ironically, Trump’s new free trade deal contains such a
labor framework and mandates Mexico to begin 2019 with a law reform
that puts this in place. Yet, even assuming that Mexico passes such a
reform, the country’s legislation remains a greater challenge. That is, who
will enforce it?

Notes

1. The USMCA must still be ratified by the legislative branches of the three
countries, which is expected to take place during 2019.

2. Unless otherwise indicated, Mexico’s auto industry data cited here are
from INEGI (Instituto Nacional de Estadistica Geografia e Informatica),
ProMexico, AMIA (Asociacién Mexicana de la Industria Automotriz),
and OICA (International Organization of Motor Vehicle Manufacturers).

3. From 2007 to 2017 Mexico auto output grew 1.9 times (from 2.1 to 4
million units per year), Chinas 3.2 times (from 8.9 to 29 million units
for a 225% total increase), and India’s 2.2 times (from 2.2 to 4.8 million
units annually for a 118% overall increase).

4. Data up to December 2017 according to INEGI-EMIM (2018).
Considering indirect jobs associated to the MAI, the estimations amount
to 2 million jobs.

5. In the eighties started a “new era” of the MAI (Carrillo V. 1990) featured
by trade liberalization and export-oriented policies. The auto industry’s
decrees of 1983 and 1989 emphasized these features. Yet there were still
restrictions on local content, native ownership and trade barriers that
NAFTA would come to eliminate immediately (approximately 50% of
them) or gradually, in a ten-year period.
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6.

10.

11.

12.

13.

It belongs to the Daimler-Nissan alliance to assemble Mercedes-Benz
and Infiniti models.

Forbes 2018 ranking places him at sixth.

They are GM, Nissan, Honda, BMW, Mazda, Daimler AG, VW and
Toyota.

The MAI goes back to the 1920s and 1930s when Ford, GM and
Chrysler set up the first automotive facilities in Mexico. Yet they mostly
assembled completely knocked down units. The decade of the 60s is
identified as the full starting point of the MAI, when the D3, Nissan and
VW built assembly plants in Central Mexico and Puebla following
Mexican government import substitutions policies to spur domestic
production. A second phase or wave of the MAI started in the eighties,
when the industry was reoriented to external markets. NAFTA brought
about the third wave and the boom of the MAI came to represent a
fourth stage.

NOM-163-SEMARNAT-ENER-SCFI-2013. CO, emissions cast by
the exhaust and its equivalence in terms of fuel encompassing new vehi-
cles up to 3857 Kg.

I estimate this 30% based on the specifics contained in the same collec-
tive bargaining agreements. The Conference Board estimates at 29.7%
of total compensation the cost for benefits in the whole Mexican manu-
facturing sector.

Other location-sensitive cost factors range as follows: Cost of capital,
11-25%; taxes, 10—18%; transportation, 6-21%; utilities, 2—7%; and
facilities, 2-5% (KPMG 2016).

It states that, for the agreement not to be delayed, Mexico shall adopt
such legislation before January 1, 2019.

References

AMIA (Asociacién Mexicana de la Industria Automotriz). 2018. Online.
Accessed September 20, 2018. http://www.amia.com.mx/.

Bensusdn, Graciela, and Alex Covarrubias V., 2016), “Relaciones laborales y
salariales en la IAM : ;vendrd el cambio de fuera?.” Covarrubias V., Alex,
Graciela Bensusdn, Arnulfo Arteaga, and Sergio Sandoval, editores. La

Industria Automotriz en México: Relaciones de empleo, culturas organizacio-

nales y factores psicosociales. Mexico: Colson-CIAD y AM Editores.


http://www.amia.com.mx/

346 A. Covarrubias V.

Bensusdn, Graciela, and Kevin Middlebrook. 2013. Sindicatos y Politica en
Meéxico: Cambios, Continuidades y Contradicciones. UAM-Clacso-Flacso.

Bouzas Ortiz, José Alfonso, and Aleida Herndndez Cervantes. 2008. Contratacion
colectiva de proteccion en Meéxico, Informe a la Organizacion Regional
Interamericana de Trabajadores (ORIT). 2a reimp. México: Fundacién
Friedrich Ebert.

Bureau of Labor Statistics (BLS). 2017. Occupational Employment Statistics.
Online. Accessed July 12, 2017. https://www.bls.gov/oes/current/naics4_
336100.htm.

Caraway, Teri, M.L. Cook, and S. Crowley. 2015. Working Through The Past:
Labor and Authoritarian Legacies in Comparative Perspective. Cornell,
ILR Press.

Carrillo V., Jorge. 1990. La Nueva era de la industria automotriz en México:
Cambio tecnoldgico, organizacional y en las estructuras de control. COLEE.

. 2016. Oportunidades y retos en la insercién en cadenas de valor global
La industria automotriz y aeroespacial en México. TECHIT 352.

Center for Automotive Research (CAR). 2016. The Growing Role of Mexico in
the North American Automotive Industry. Trends, Drives and Forecasts. Ann
Arbor, MI.

. 2018. NAFTA Briefing. Review of Current NAFTA Proposals and
Potential Impacts on the North American Automotive Industry. Ann Arbor, MI.

Compa, Lance, and Tequila Brooks. 2015. NAFTA and the NAALC: Twenty
Years of Trade-Labour Linkage in the Americas. Wolters Kluwer Publishers.

Cook, Maria L. 2007. National Labor Strategies in Changing Environments:
Perspectives from México. Center for Labor Research and Studies/Florida
International University.

Covarrubias V., Alex. 2017. La geografia del auto en México. Cual rol de las
instituciones locales? Revista de Estudios Sociales 27 (49): 211-241.

Covarrubias V., Alex, and J. Humbert Garcfa. 2017. El mercado y la regulacién
como determinantes de la innovacién ambiental en el sector automotriz.
Revista EntreCiencias 5 (12). https://doi.org/10.21933/].EDSC.2017.12.205.

De Buen Unna, Carlos. 2011. Los Contratos Colectivos de Proteccion Patronal en
Mexico. México: Friedrich-Ebert-Stiftung (FES).

Export.gov. 2018. 10/12, online, Mexico-E Automotive Parts and Supplies.
Accessed October 12, 2018. https://www.export.gov/article?id=Mexico-
Automotive-Parts-and-Supplies.



https://www.bls.gov/oes/current/naics4_336100.htm
https://www.bls.gov/oes/current/naics4_336100.htm
https://doi.org/10.21933/J.EDSC.2017.12.205
https://www.export.gov/article?id=Mexico-Automotive-Parts-and-Supplies
https://www.export.gov/article?id=Mexico-Automotive-Parts-and-Supplies

13 The Boom of the Mexican Automotive Industry: From NAFTA... 347

Forbes. 2018. Richest People in the World: Forbes The World’s Billionaires
2018 Ranking. Online. Accessed October 14, 2017. https://www.forbes.
com/billionaires/list/#version:static.

Green Facts. 2017. Captura y almacenamiento de CO,. Online. Accessed April
6, 2017. http:/Iwww.greenfacts.org/es/captura-almacenamiento-co2/.

Hicks, J.R. 1963/1932. The Theory of Wages. 2nd ed. London: Macmillan.

Hufbauer, Gary Clyde, and Jeffrey J. Schott. 2005. NAFTA Revisited—
Achievements and Challenges. Washington, DC: Peterson Institute for
International Economics.

INEGI (Instituto Nacional de Estadistica Geografia ¢ Informatica). 2018.
Online. Accessed June 28, 2018. www.inegi.org.mx.

INEGI, EMIM-Encuesta Mensual de la Industria Manufacturera. 2018.
Accessed May 15, 2018. http://www.inegi.org.mx/est/contenidos/proyectos/
encuestas/establecimientos/secundario/emim/datos_abiertos.aspx.

Klier, Thomas, and J. Rubenstein. 2017 Mexico’s Growing Role in the Auto
Industry under NAFTA: What Makes What and Goes Where. Economic
Perspectives. Federal Reserve Bank of Chicago.

KPMG. 2016 Competitive Alternatives. KPMG's Guide to International Business
Locations Costs. Focus on Canada. Edition, online. Accessed February 14,
2017. competitivealternatives.com.

Kynge, James. 2015. Emerging Markets, Mexico Steals a March on China in
Car Manufacturing. FDI Markets, April 21. Accessed May 10, 2017. heep://
www.ft.com/cms/s/2/0bc33e06-e81e-11e4-894a-00144feab7de.heml#axzz
3wRdokUyg.

Leibestein, H. 1957. The Theory of Underemployment in Backward Economies.
Journal of Political Economy LXV (2): 91-103.

Office of the United States Trade Representative. 2017. Summary of Objectives
for the NAFTA Renegotiation, July 17. Executive Office of the President.

OICA. 2018. The International Organization of Automobile Manufacturers.
Production Statistics. Accessed June 20, 2018. http://www.oica.net/category/
economic-contributions/.

Pries, Ludger. 2000. Entre el corporativismo productivista y la participacion de los
trabajadores. Globalizacion y Relaciones Industriales en la Industria Automotriz
Mexicana. Mexico: MA Porrua.

Promexico. 2016. Perfil del Sector Automotriz. Accessed March 19, 2018.
htep://mim.promexico.gob.mx/JS/MIM/PerfilDelSector/Automotriz/
150707_FC_Autopartes_ES.pdf.


https://www.forbes.com/billionaires/list/#version:static
https://www.forbes.com/billionaires/list/#version:static
http://www.greenfacts.org/es/captura-almacenamiento-co2/
http://www.inegi.org.mx
http://www.inegi.org.mx/est/contenidos/proyectos/encuestas/establecimientos/secundario/emim/datos_abiertos.aspx
http://www.inegi.org.mx/est/contenidos/proyectos/encuestas/establecimientos/secundario/emim/datos_abiertos.aspx
http://mmkconsulting.com/compalts/
http://www.ft.com/cms/s/2/0bc33e06-e81e-11e4-894a-00144feab7de.html#axzz3wRdokUyg
http://www.ft.com/cms/s/2/0bc33e06-e81e-11e4-894a-00144feab7de.html#axzz3wRdokUyg
http://www.ft.com/cms/s/2/0bc33e06-e81e-11e4-894a-00144feab7de.html#axzz3wRdokUyg
http://www.oica.net/category/economic-contributions/
http://www.oica.net/category/economic-contributions/
http://mim.promexico.gob.mx/JS/MIM/PerfilDelSector/Automotriz/150707_FC_Autopartes_ES.pdf
http://mim.promexico.gob.mx/JS/MIM/PerfilDelSector/Automotriz/150707_FC_Autopartes_ES.pdf

348 A. Covarrubias V.

.2017. Tratados de Comercio. Accessed November 21, 2017. www.pro-
mexico.mx/es/mx/tratados-comerciales.

Rodriguez A., Mauricio, and P. Landy Sanchez. 2017. El Futuro del Trabajo
Automotriz en Mexico. El Colegio de Mexico. Apuntes Para la Equidad No 1.
Seminario sobre Trabajo y Desigualdades, ed. Landy Sanchez P. El Colegio
de Mexico.

SE (Secretaria de Economia). 2017. Mexicos Auto Industry, 23 Years since
NAFTA and Beyond. Gobierno de la Republica, Mexico.

Stanford, Jim. 2010. The Geography of Auto Globalization and the Politics of
Auto Bailouts. Cambridge Journal of Regions, Economy and Society. 111
(3): 383-405.

The Conference Board. 2017. International Labor Comparisons. Online. Accessed
June 15, 2017. https://www.conference-board.org/ilcprogram/.


http://www.promexico.mx/es/mx/tratados-comerciales
http://www.promexico.mx/es/mx/tratados-comerciales
https://www.conference-board.org/ilcprogram/

	13: The Boom of the Mexican Automotive Industry: From NAFTA to USMCA
	Introduction
	The Boom of the  MAI
	Pursuing and Changing the North America Market
	Mexico Trapped in the ICE Era
	Factors Explaining the MAI Boom
	An Industrial Relations System to Please Management
	From NAFTA to USMCA in the Trump Era
	Discussion and Conclusions
	References




