
 
 
 
 
 

 
 

Serie documentos de trabajo  
 
 
 
 

 
MULTINATIONAL CORPORATIONS IN NORTH AMERICA: FREE 

TRADE INTERSECTIONS 
 
 

Michael J. Twomey 
 
 
 

DOCUMENTO DE  TRABAJO 
 

Núm.  II - 1992 
 
 

 
 

 
 
 
 
 
 



2 

INTRODUCTION AND SUMMARY 

The paper analyzes the experiences of Canada, Mexico and the United 

States with foreign direct investment as a group, from a uniform theoretical 

perspective, with the goal of illuminating the interactions of the three 

countries. There are a number of unsuspected parallels between the Mexican 

and Canadian cases, re sulting not only because of t he impact of the U.S. on 

their economies, but also because of the importance of raw materials in their 

economic structure. These may prove useful for Mexican academics and policy 

makers; in particular, an effort is made to summarize the major works of 

Canadian economists with regard to foreign direct investment (FDI ), in an 

effort to suggest fruitful lines of inquiry for the ir Mexican colleagues. 

The structure of the paper is relatively straightforward. After a very 

brief t heoretical interlude, the historical experiences of the United States 

and Canada are presented, in terms of both inward and outward FDI, followed by 

a shorter summary of the Mexican case. As one of the major issues in Canada 

has been the interaction between multinational firms (MNCs) and research and 

development (R&D), this literature is reviewed, followed by comments on its 

relevance to the Mexican case. Finally, some preliminary projections for FDI 

into Mexico as a result of the projeced signing of a North American Free Trade 

Agreement (NAFTA) are reviewed. 

In view of the length of the paper, the major conclusions will be 

summarized here. This century has seen a tremendous rise in the level of FDI 

from the United States, particularly into Canada and Mexico. That phase of 

expansion of outward investment appears to be ending, as the technological 

dominance of US firms recedes, due both to competition from other source 

countries in Europe and Asia, as well as the growing sophistication of 

domestic entrepreneurs in host countries. Moreover, the U.S. is now the 

largest recipient of FDI. The pattern of foreign ownership of Canadian firms 

traces a clear pattern of an inverted U, reaching a peak in the mid-1970s. 

However, the Mexican experience of foreign ownership after 1930 is U-shaped, 

with growing foreign investment in industry counteracting a deliberate policy 

of "Mexicanization ll of raw materials and basic services. 

We will see that in bot countries, multinationals tend to be associated 

with higher wages and profit rates , more concentrated sectors, higher import 
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propensities, and greater reliance on imported technology. Nevertheless, the 

literature in Canada t ends to explain this as due to the special 

characteristics of t he individu-"i l industri a. l St; CL0 ... ~ I _ rOI.:e ign~ ; , 

per se. It will be argued that this is also the case in Mexico. One are> 

which the Canadian literature has more strongly criticized foreign investm 1t 

is in regards to R&D , which tends to be sponsored in the home country, tD\' 

lessening technological progress in the host country . While the data in 

Mexico on R&D are scarce, it is argued that the much lower levels of R&D make 

this argument of lesser importance, and that the weakness of the indigenous 

research apparatus makes FDI one of the more important sources of tecnological 

progress. 

THEORETICAL APPROACHES 

The major theoretical approach to be followed in this paper considers 

foreign direct investment (FDI) to reflect primarily microeconomic decisions 

taken by the : m in imperfectly competitive markets.' This approach 

explains FDI by focusing on a number of factors taken from the Industrial 

Organization literature, which indeed are assumed away in the standard 

Heckscher Ohlin trade model, such as transport costs, externalities, scale 

economies, and differing technological levels. Basically, there will be 

foreign investment when there are Qwnership or 1ocational advantages for a 

firm to producing overseas which can best be captured by that firm's 

Internalization of production via FDI (hence the name OLI) . Ownership 

advantages for a firm can inclUde patents or trademarks , production or 

management techniques, special organizational meth, is, and particularly the 

existence of economies of scale. In contrast, the locational advantages are 

ascribed to the host country, and include factors such as resource 

availability, low wages or taxes, transport costs, language or other cultural 

factors, etc. Finally the internalization consideration looks for a key 

reason why the other two advantages cannot be utilized from afar, via some 

form of licensing or joint venture, by pointing to such r , "sons as insecurity 

of patent laws, lack of knowledge of the potential _ ~~ ~ ~ ~ "n" ~ _. ~ , avoidance 

of search and negotiation costs, s , ecial tariff rates for imports from branch 

plants, and the advantages allowed by intra-firm pricing , among others. The 

OLI approach is closely linked with Vernon's product cycle, in that these 
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advantages will generally be temporary, and the attraction of FDI will recede 

as , for example, local entrepreneurs learn the skills of production. 2 The 

OLI approach fundamentally views FDI as beneficial to both the host and the 

home country. This response is not surprising coming from a market oriented 

theoretical approach focusing on microeconomic factors, in a semi·competitive 

environment. Nevertheless, FDI is generally a "second best" solution, where 

the first best option would involve no tariffs, widespread diffusion of 

technology, greater competition , and basically, no distortions. Furthermore, 

it is clear t hat one quite valid response to the OLI approach would be to look 

for political economy reasons for tariffs, barriers to entry, or special 

locational advantages. Where t hese exist, an attitude hostile to FDI might 

well be appropria t e. I n view of what is to come, note that one particularly 

important i mplication of the OLI approach is that, because of its assumed 

special advantages , FDI will be associated with higher profit rates, 

industries which are more concentrated, use more advertising,· and are 

technologically dynamic. 

GLOBAL MAGNITUDES 

An overview of recent trends of FDI, compared to GDP, in the developed 

countries can be seen in Table 1. With the exception of Japan, each of the 

industrial countries listed on that t able has sizeable flows both inward and 

outwards, with Canada and Australia having the biggest inflows, relative to 

GNP. With regard to investment into developing countries, Table 1 indicates 

that the range of values of the ratio of the stock of FDI to GDP for LDC's is 

roughly similar to that for developed countries, with Asian countries tending 

to have less FDI than those in Latin America or Africa . In all but one of the 

Latin American countries listed, there is an increase of FDI compared to GDP 

in the decade 1975-1985. In terms of absolute amounts, the United States has 

been the major source· of foreign investment since World War II , as indicated 

in Table 2. Perhaps more surprising is the fact that over two-thirds of FDI 

has been placed in the developed market economies, and, indeed, that the 

United States is now the recipient of more FDI than all developing countries 

combined, as well as the recipient of the largest amount by an individual 

country.3 



Table 1 . Inward and Outward FOI as Percentage of GNP, Various Count r i es. 

IFO I / OFDI / IFOI / 0""1/ IFOI/ OFOI / 
GNP GNP GNP G, GNP GNP 

U.K . Australia Netherl.~nds 

1987 12.9 22.2 1988 19.8 11.7 1982 13.2 27 . 1 
1980 11.5 14.8 1980 4 .5 0 .8 1973 12.0 24.8 
1970 8.2 15 . 3 

Italy Denmark Japan 
1983 2 . 3 2.6 1981 6.2 3 . 7 1987 0 . 38 3.23 
1971 4.7 2 . 0 1970 6 .4 1.5 1980 0.31 1. 85 

1960 2.5 1.5 1977 1. 73 

U.S .A. Canada Germanv 
1989 7.7 7.2 1986 18.4 10.8 1985 4.8 7.1 
1980 3 . 0 7 . 9 1980 20.4 8.9 1977 5 . 2 3.9 
1970 1.3 7.7 1970 30.0 7 .1 1965 1.8 
1960 1.3 6.2 1960 33 .6 6.4 
19 50 1.2 4.1 1950 21. 5 5.4 
1929 1.4 7.3 1926 34.6 7.7 
1914 3.4 7 .0 1914 33.6 

Im.,ard FOI /GOP, only 

Africa Asia Latin America S . E. Europe 
1985 12.6 5.9 13.6 3.2 
1975 15.0 4.7 8.9 2. 1 

Cote d ' Ivoire Egypt Morocco Nigeria 
1985 19 . 1 20.3 6.0 5.4 
1975 12.6 0.5 2 . 3 20 . 9 

Indonesia S. Korea Malaysia Philippines Thailand 
1985 6.4 6 .9 28.6 6 . 1 5.9 
1975 3.2 2.8 24 . 7 3 . 1 3 .4 

Argentina Brazil Chile Colombia Ecuador 
1985 12.9 13 . 9 14.0 11. 8 8 .3 
1975 5.9 5.6 5.7 7.4 11. 6 

Mexico Peru Venezuela Turkey Yugoslavia 
1985 8.9 15.4 15 .0 0.8 0.3 
197 5 5.5 11.0 13 .7 1.6 0 . 5 

SOURCES: Industrial countries from UNCTC (1988), and author's calculations based on the 
investment data in OECO (1987), the IMF International Financial Statistics, and for the l 
and Canada during 1926-1950 see the Historical Statistics ... For the US in 1914, see 
Historical Statistics. The datum for Canada f or 1914 refers to direct private investement 
from the U.K . and U.S . only. The UK t otal com~s from Paterson (197 6), the US total is tho 
of Lewis (1938). The GNP is the rough estimate of Buckley (1955). 



Table 2. Stock of FDI in Value and as Percentage of GOP. 
(values in billion current SUS). 

OllTWARD FD I 1960 

Value lGDP 

Total 

Developed Market Economies 

U.S.A. 
U.K. 
Japan 
Germany 
Switzerland 
Netherlands 
Canada 

Developing Countries 

INW'ARD FDI 

Total 

Developed Countries 
Western Europe 
U.S.A. 

67.7 

67.0 

31. 9 
12.4 
0.5 
0.8 
2 . 3 
7.0 
2 . 5 

0. 7 

Developing Countries 
Africa 
Asia 
Latin · America 

SOURCE: UNCTC ( 1988), pp. 24 and 25. 

6.7 

6.2 
17 .4 

1.1 
1.1 

26.9 
60.6 

6.3 

1975 

Value lGDP 

282 . 0 

275.4 

124.2 
37.0 
15.9 
18.4 
22.4 
19.9 
10 . 4 

2.3 

246.8 

185.3 
100.6 

27.7 

61. 5 
16.5 

13 
29.7 

6 . 7 

8.1 
15.8 

3.2 
4.4 

41. 3 
22.9 

6.3 

4.9 

4 . 5 
5.8 
1.8 

6.4 
15.7 

3.2 
8.9 

1985 

Value lGDP 

713.5 

693.3 

250.7 
104 . 7 

83.6 
60.0 
45.3 
43.8 
36 . 5 

19 . 2 

637.2 

478.2 
184 . 3 
184.6 

159.0 
22.3 
49.6 
80.5 

8.0 

6.4 
23.3 
6.3 
9.6 

48.9 
35.1 
10.5 

6.1 

5.5 
6.6 
4.7 

8.5 
10.8 

5.7 
13 . 6 

Note: the totals for outward and inward FDI do not match in the sourr.e. 



~ . , 
, 

~ 
~ , 

_. 0. I-

'Ole r 

us 
~ on 

:0 
" 

:J I 
L 
I 
I 

! 
I 
I 

= 

~ . 

... '- 1 , . " . " 
f • ••• 

OUTWARD FD I " ''', . .. : .. BY SECTOR' t v t • ,._.,., " . ....... 1 

1897 

, "0 , " Q 

'0 '." ...... V~ . Cfl .. ·, .. C 

, 

. .. 

1990 

us OUTWARD 

~ 
__________ ~~F~D~I~'~B~Y~~~~~~~- I , ,,,,, ... ,'t ARE 0.. .1 u t , . '._ " " 1 897 • 0 .... ' I 990 

; .:.00 

~ ISO 

;0 

~..:.. 

10 

, t 
, •• 0 , • ' .:I , .. so , '50 , .>0 , q"O 

o TO ' "'' {VltoJ'( .. DC . 

'f 



Table 3 . Indicators of US Outward FDI, 
(Sales and Assets in billion 1982$; employment i s index number , 1982-100) 

Sales Employment 

Total PetroManufCanadEuropLDCs TotalManufacturing 

19 57 122 46 59 37 36 39 
1966 316 83 155 76 133 76 77 78 
1977 963 353 366 141 411 272 108 110 
1982 936 329 359 120 442 231 100 100 
1986 816 175 394 116 428 143 94 
1989 1003 177 508 145 522 100 95 

Assets 

Total PetroManufCanadEuropLDCs 

1957 136 47 48 45 30 53 
196 6 368 78 253 95 246 85 
1977 728 170 284 l2 8 307 172 
1982 751 195 266 110 308 223 
1986 818 153 313 114 376 212 
1989 1040 153 389 152 521 

SOURCES: US Department of Commerce (1960), ( 1989), Benchmark Surveys 
. and Survey of CUrrent Business, Oct ., 1991 
Note: employment data for 1966 refers to an index for Majority Owned 
Firms; all other items are for all affiliates . The employment data 
for 1957 is 'not comprehensive, and so was not included here. Items 
for "real" values are author's calculations, deflating by US GNP 
deflator. 



Table 4. Percentage Disaggregation of ':5 Di r : • Investment in Manufacturing, 1966- 1'98 

ALL COUNTRIES 

Food 
Chemicals 
Metals 
Machinery 
Electic 
Transport 
Other 

Canada 

Food 
Chemicals 
Metals 
Machinery 
Electic 
Transport 
Other 

1966 1977 1982 198 ~ 

9 
19 

7 
16 

9 
19 
23 

9 
16 

7 
12 

8 
18 
14 

9 
19 

7 
18 

9 
15 
22 

,0 
15 

8 
10 

7 
20 
29 

9 
22 

7 
17 

9 
13 
24 

8 
22 

7 
10 

7 
20 
25 

10 
23 

5 
17 

8 
15 
21 

7 
20 

8 
10 

7 
24 
25 

Europe & Other Developed Countries 

Food 
Chemicals 
Metals 
Machinery 
Electic 
Transport 
Other 

7 
NA 
NA 

22 

8 
19 

6 

15 

9 
21 

5 

12 

11 
24 

4 

21 
6 

13 
21 

LDCs 

Food 
Chellicals 
Metals 
Machinery 
Electic 
Transport 
Other 

Mexico 

Food 
Chemicals 
Metals 
Machinery 
Electic 
Transport 
Other 

Brazil 

Food 
Chemicals 
Metals 
Machinery 
Electic 
Transport 
Other 

1966 

12 
NA 
NA 
NA 
NA 
12 
NA 

12 
28 

8 

13 

10 
17 

5 

18 

197 7 

11 
25 
10 

9 
11 
10 
24 

9 
27 
12 

7 
9 

13 
23 

9 
19 

7 
16 
11 
12 
27 

19 ' 2 

~O 

23 
8 

11 
12 
II 
24 

9 
18 

8 
6 

12 
19 
28 

10 
21 
11 
20 

7 
7 

24 

198 

1 
2 

1 
1 
1 
2 

2 

2 
2 

1 
1 
21 

Sources: U.S. Department of Commerce Benchmark studies, and August, 1989 Survey of CUrren' 
BUsiness 
Note: NA or blank spaces indicate not available. 
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UNITED STATES 

The United States had been involved in foreign direct investment since 

the nineteenth century, indeed, especially in Mexico and Canada. After World 

War I investments started to take off, contrary to the experience of the UK 

and the continental powers, only to be interrupted by the Depression, resuming 

again after WWII. Graph 1 shows our attempt at capturing the long term trend 

of FDI stocks, after a minimal attempt at correcting for price changes. 4 

Before 1950 third world countries, predominantly in Latin America, played a 

central role in US FDI; these investments were concentrated in non· ferrous 

mining and petroleum. The agriculture of banana and sugar plantations rapidly 

lost importance in the aggregates, with a shift of the sectoral distribution 

of U.S . FDI out of primary activities (in spite of the rise of petroleum) into 

manufacturing, which grew rapidly after 1950. More recently, one notes the 

rapid rise in US investments in Europe after 1960, the stagnation of 

investments into Canada after the mid-1970s, and a short - lived absolute 

decline in total outward FDI stocks during the 1980s. 5 This decline is most 

true of petroleum; manufacturing and other activities also appear to have 

stagnated, to the degree of accuracy provided by the data in Table 3 on sales, 

assets and employment .6 

The share of services is about the same in the 1980s as it was in the 

1920s, having dipped during the early post World War II period. The recent 

rise of the US butward investment in services is centered in financial 

services, in Europe and Latin America (essentially Panama and the Caribbean 

tax havens). Without the increase in financing and insurance, the aggregate 

of the rest of the service sector would appear to have stagnated along with 

other areas of outward FDI. 

While the data which reaches back to the first years of the century 

indicate strong shifts in the sectoral allocation of investment, one of the 

surprising results from the more detailed surveys after 1966 is the relative 

constancy, across countries and over time, of the distribution of US outward 

investment , both in terms of the major productive sectors, (primary, 

manufacturing and services) as well as inside the subsectors of manufacturing 

industry -- see Table 4. Specifically, note the similar profiles in Canada and 

Mexico. The implication is that while the overall magnitude of investment 

might depend on host country characteristics (income level and growth; 
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openness to FOI), the dis tribution of industrial FOI inside the sector is 

determined by the characteristics of each sector in t he originator country.7 

Because the suggestic of a slowing down or stagnat ion ot outward US FOI 

is important to this w'1 rk , an attempt was made .to corroborate this by lookin g 

at the relativ e size « ··roduction and employment of U. S. affiliates inside 

the various host counte " S' economies . Table 5 presents these results for 

production in Canada and Mexico, while Table 6 does this for Europe considered 

as a single entity, and Table 7 analyzes employment. The following 

conclusions can be drawn. Since the early 1970s, there has been a continual 

decline in t he relative s ize of the US presence in Canada. 8 The rapid 

increase in the relative size of t he US presence in Europe during t he 1960s 

has not continued, so tha t t here a re now signs o f relat ive equality of growth 

(or stagnation) with respect t o production, and a decl i ne in the US's share of 

employment. After also increasing in Mexico, there recently has been a 

relative decline in production, and a rise in employment -- this latter 

probably due to the maquila sector. 

US investment into Canada i s roughly three times as large, relative to 

.. ,NP or industrial t otals , as it is into Mexico or Europe. As noted elsewhere 

in t his paper, the US presence in Mexico is today much more concentrated into 

industry, so that whi le sales of US affiliates as a percentage of GDP i s 

similar in Europe and Mexico, the US fraction of domestic manufacturing 

production (o r value added) in Mexico is twice as large as the US share in 

Europe. The data in Table 7 indicate that the LOC share of manufacturing 

employment of US affiliates has increased from 20% in. 1966, to 27% in 1977, 

and 32% in 1986. 9 

How to explain the relative, if not absolute stagnation of outward US 

FDI? The t i me series profiles for the US of a number of factors which OLI 

theory claims are determinants of were investigated . To the surprise of this 

author, the series in Table 8 for the US on industrial concentration, scale, 

mult i branch activity, research and development intensity, and advertising show 

a decline during the 1970s, which is quite consistent with the observed 

pattern of changes in investment. 

The results of an econometric exercise support the interpretation of the 

changes in foreign inve stment, in terms of the variables emphasized in the OLI 

perspective. Table 8a shows the results for two different specificati ons of 



Table 5. Comparison of Sales of US Affiliates with Total Domestic Sales 
in Canada and Mexico 

1957 1966 1977 1982 1987 

Sales US Non-bank Affiliates as % of Host Country ' s GOP 

Canada 
Total 36 45 46 40 35 
Manufacturing 24 27 24 19 20 

Mexico 
Total 10 .8 12.4 13 . 2 12 . 8 12.8 
Manufacturing 7.0 9 . 4 10.5 10.2 10.2 

CANADA: Sales of US Manufacturing Subs idiaries as % of Domest ic 
Manufacturing Totals 

Gr os s Value 
Value Added 

35 
79 

41 
99 

36 
114 

36 
121 

34 
91 

MEXICO: Sale s of US Manufacturing Subsidiaries as % of Domestic 
Manufacturing Totals 

Gross Va lue 
Value Added 

15 . 1 
33.6 

18 .9 
45.2 

17 . 8 
48 .0 

20 .0 
47 . 9 

(1988) 
17. 6 
40 . 1 

SOURCES: Data on Sales of US Affiliates from US Department of Commerce (196 0), ( 1989 ), th 
various Benchmark Surveys and Survey of Current Busi~ss, October, 1991. Data on exchange 
rate s and GO P from t he 1988 IFS. Data on Industrial Production and Value Added from 
various issues of UN Industrial Yearbook. 1957 data for Canadian GOP and industrial total 
from Urquhardt and Buckley ( 1965 ). Mexican data from various Cuentas Nacionales of 
SPP/ INEGI or Banco de Mexico. 



cable 6. Comparison of Sa 1 ~ s of US HNCs in Europe to Total European GOP 
and Industrial <roduction 

1957 1961 1966 1977 1982 

Total Sales of US Majority Owned Non-Bank Affiliates 
European GOP 3.9 NA 7.0 10.4 11.9 

1987 

as t of 
9.2 

Manufacturing Sales of US Majority Owned Non-Bank Affiliates as t of 
European GOP 2.2 3.0 3.8 4 . 9 4.7 4.6 

Manufacturing Sales of US Non-Bank Affiliates as 1 of European Manufacturing 
Value Added 9 12 17 19 19 (1986) 

Relative Index: Real US HNC Sales/ European Industrial Output, ( 1982-100) 

39 49 67 111 100 121 

SOURCES: Sales of U. S. affiliates from US Department of Commerce ( 1960 ) , ( 1989), and 
Benchmark Surveys, and Survey of Current Business, September, 19 70 . Data for European GI 
is from OECD National Accounts of OECD Countries. 1953-69, and sub s equent publications. 
Data for European Industrial Production from OECD Indu~ia1 Production . 1955-64, 1969-74 
and Industrial Production, Historical Statistics. GOP represents national currency GDP~ 
converted into dollars via the ECU. 



Table 7. Comparison of US HNC Employment and Host Country Totals 

1966 1977 1982 1986 

Employment in US HNCs as % of National Employment 

All HNCs 

Canada 11.2 9.5 7.3 7.3 
Europe 1.1 1.6 1.4 1.2 
Mexico NA 1.3 1.2 1.2 

Manufacturing HNCs 

Canada 7.6 5.8 4.3 3.9 
Europe 0.9 1.2 1.0 0.8 
Mexico NA 1.1 1.1 1.1 

Employment in US Manufacturing Affiliates 
as Percentage of National Employment in Manufacturing 

Canada 31 30 24 23 
Europe 2.4 3 . 5 3.2 2.9 
Mexico 9 8 9 10 

Employment in US HNCs in LDCs as % of Total Overseas Employment in US HNCs 

Total 28 28 31 30 
Manufact . 20 27 31 32 

SOURCES: Data on US HNCs from Benchmark Surveys and various years of U.S. Direct 
Investment Abroad. Data refer to Majority Owned Subsidiaries. Data on European 
employment from OECD Labour Force Statistics, various years. Canadian employment data 
from Statistics Canada. Mexican employment from various issues of INEGI / SPP Cuentas 
Nacionales; 1966 datum calculated using the ratio for 1977/1966 from Banco de Mexico, 
Estadistica Industrial Anual, 1966 and 1977. 



Table 8. Indicators of Cocne tiveness of US Manufacturing Sectors, 1958 - 1987 

• 

1958 

~eighted Average of 4-Firm 
Concentration Ratios 

33.7 

1963 

34 . 2 

Percentage of Establishments with 
more than 250 employees 

1.5 1.6 

Ratio of Soles by Multiproduct Firms 
to total sales by industry 

73 76 

Ratio of Advertising Expenditures to 
total sales 

R&D as X of Net Sales, 
in R&D Performing Companies 

(196 3) 
4. 5 

1967 

35.0 

1.9 

79 

( 1970) 
1.12 

( 1967) 
4.2 

1972 

34.8 

1.8 

81 

(1974) 
0.86 

( 1972) 
3.4 

1977 

36.4 

1.6 

83 

(1979) 
0 . 90 

1982 

34. 9 

1.5 

82 

( 1980) 
3.0 

1987 

82 

( 1987) 
1.27 

( 1986) 
4.7 

SOURCE: First three items; corresponding years of U.S. Manufacturing Census. Fourth item ; 
US Internal Revenue Service, Returns of Active Corporations . Balance Sheets , .. Table 2. 
Corporation Income Tax Returns. US IRS, various years. Last item from National Science 
Foundation , Res earc and Development inlndustry. 1985-186, and 1987. 
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the dependent variable (assets and sales), using two different means of 

deflating t he dat'a (US price deflator, or nominal US GDP) , for the three years 

1966, 1976, and 1982. While it is clear that the high R-squareds are the 

result of using sectoral specific dummy variables, almost all of the 

coefficients are of the hypothesized sign, supporting the use of the ,OLI model 

in this his t orical context . Moreover, it is noteworthy that two of the 

variables which show the largest variation (R&D and advertising) have turned 

up again in the 1980s. 10 

We have argued t hat, although there has been a long t erm trend towards 

the increase in the nominal value of US outward FDI, adjustment for price 

changes neutralizes most of t hat apparent growth. Another important change in 

t he aggregate data on FDI lies in the mode of financing, especially during the 

1980s , as indicated by Table 9, where we see that equity outflows from the 

U.S . have tended to be negative . so that even nominal increases in the 

country's investment position are due to reinvested earnings or other factors. 

During the 1950s, 58% o f the increase in the FDI position was due to equity 

flows and intercompany loans, while that ratio had dropped to 38% in the 1970s 

(Survey of Current Business , Feb. , 1981, p . 42). This lack of "new" capital 

may have important consequences for countries seeking new investments. 11 

Another consideration in this paper is the importance of changes in 

export markets as an attractor of FDI, which is said to be a crucial element 

in the globalization of the world economy. In 1988, an average of over 

t wo-thirds of the sales of US overseas affiliates stayed in the local host 

country market, a ratio which is slowly falling12. About 90'1. of the sales of 

US MNCs in Europe stay in Europe . 13 Most of the overseas sales from Canada 

and LDCs (including Mexico) go to the United States, so that trade to "third 

countries" represent only 7'1. of total sales. Even so, exports to the US are 

not t he result of unhindered trade in free markets; the Canadian to t als are 

pushed by trade in the motor vehicle sector,14 which is a controlled trade, 

while the Mexican numbers reflect the maquila sector, primarily. More broadly 

it is only in the electronics and transportation sectors that there is 

significant trade in inputs. 

DIRECT INVESTMENT INTO THE UNITED STATES 

One important aspect of the changing international economy is the 



Table 8a. Regression Results on US FDI Assets and Sales, 1966-1982 . 
(regrnd) 

Dep.Var. 
R&D . Multipro CR4 Scale Ad. 

Real Assets 0.08 0 . 12 0 . 07 0.06 2 . 68 
(0 . 10) (1. 02) (1.21) (0 . 16) (2.44) 

Real Sales -0.03 0.30 0 . 03 0.06 4 . 14 
(0.02) (1. 36) (0.27) (0 . 07) (2 . 05) 

Assets/ GDP 28 .2 0 7.17 1.93 -7 . 73 0.15 
(0 . 74) (1.19) (0.70) (0.38) (2 . 63 ) 

Sales/ GDP 31. 80 13. 20 0.52 -10 . 6 0.19 
(0.52) 1. 38 (0.12) (0.32) ( 2 . 18) 

Note: t-statistics in parenthesis. The coefficients on the industrial 
sector are not reported. 

Equations are ols estimates, covering the years 1966, 1976, and 1982. 

R2 

0.96 

0.94 

0 . 94 

0.89 

R&D is research and development as % of performing company sales. Mu1tiprod~c 
is fraction of firms engaged in multiproduct sales . CR4 is concentration 
index of the top four firms, averaging for the two digit classification 



Table 9. Financing of US Direct Invesment Outflows, 1983-1990 (billion $) 

1982 1983 1984 1985 1986 1987 1988 1989 1990 

Direct Investment 207.8 207.2 211.5 230.3 259.8 314.3 333.5 370.1 421. 5 
Position Abroad 

Net Change -0 . 55 4.28 18.77 29 . 55 54.51 19.19 34.20 51.40 

Capital Flows 6.70 11.59 13 . 16 18.68 31.05 16.22 33.39 33.44 

Net Equity 4.90 1. 35 -2.21 0.55 4.64 -6.31 -4.47 6.17 
Reinvested Earnings 13.46 17.21 14.10 10.02 19.71 12.61 22.37 22.25 
Intercompany Debt -11. 67 -6. 97 1. 27 8.11 6.70 9.92 15.49 5 . 01 

Valuation Adjustments -7.24 -7.31 5 .61 10 . 87 23.46 2.98 0 . 81 17.70 

SOURCE: SUrYe~ of CurIent Business, August, 1990 and August, 1991. 
NOTE: Valuation adjustments reflect changes in both domestic prices and exchange rates . 
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growing presence in the United States of foreign multinationals. The overall 

magnitudes of this phe l. Jffi " non have recently been re -analyzed by the US 

Department of Commerce, and are sumrnariz EIJ. _..L Lanuc..l.. c l u auu. Lawson ( 1991) , 

repeated in Graph 2. Vs ing t ··TO (ou~ ' f three) standard measures of FDI, the 

value of direct investments into t t." US surpassed that of FDI from the US in 

t he late 1980s. Leaving aside the details of the estimation procedures, ;··,ct 

indeed recognizing that the net position is primarily of symbolic importance, 

we turn to more details of that data in Table 10. Two facts stand out: ( 1) 

compared to the intra-industry distribution of outward FDI from the US, the 

country's service sector has received proportionately much more inward 

investment than has industry; ( 2) almost all investment in the US has as its 

dominant market t hat of i nternal sales inside that country . A set of r~cent 

papers, paralleling the OLI perspective, has analyzed these phenomena, arguing 

for the importance of size and growth of market, the desire for access to high 

tech sectors in the US, as well as home country sources of finance. '5 

In summary, a slowing down of outward FDI, combined with a rapid 

increase in inward FDI, support suggestions from other sources of a relative 

decline in competitivity of US indust'·y , and its investment abroad. 

CANADA. 

Tariffs and foreign investment play a central role in Canadian economic 

history. Conflicts with the United States over trade policy were an important 

ingredient in the events which led to the country's confederation in 1867. 

Protectionism - the "National Policy" tariff - was to epitomize the policy 

stance of the rest of that century with varying emphases on different 

economic activities, regions, etc. What is important for our purposes is 

whatever effect tariffs may have had in attracting US capital to Canada, that 

process has been at work for OVf" r a century; the creation of "tariff 

factories" was noted in 1904 (Rugrnan 1990:18). As Pomfret (1981:141) notes, 

for many years after confederation all investment was welcomed into the 

country, regardless of national origin . Nevertheless, nationalistic f€ n, .. s 

did decide a number of elections, against the party support Lng J. . "~J."d tariffs 

on U.S . products ("No truck nor trade with the Yankees"). 

Multinationals have probably been studied with more care in Canada than 

anywhere else. A useful recent summary by Safarian (1985) points out that a 
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7able 10. Stock of FDI i :l t o the US in 1987 ; Sectoral Breakdown 
and Geographical Distr i bution 

% of Grand Total % Each Country's % Each Coe."1 t:/' s 
Total Manufac :~r:ng Tota 

1987 Total Can Eur Japan Can Eur Japan Can Eur J apan 

All 100 12 53 25 100 100 100 
Petroleum 10 a 7 a 2 14 1 
M.anufact.uring 30 6 20 2 49 37 8 100 100 100 

Food 3 a 2 a 3 5 0 7 12 4 
Chemicals 1 NA NA a NA NA 1 NA NA 10 
PrimaryMetals 4 1 1 a 7 3 2 13 7 25 
NonElec t.'!achine 2 a 1 a 1 2 1 2 6 17 
ElectMach 4 a 3 0 4 5 1 7 13 14 
TransportEquip 1 NA 1 ~lA NA 1 NA NA 4 NA 
OtherMFG 7 NA !'lA NA NA NA NA NA NA NA 

\/holesale 37 1 14 21 10 26 82 
Finance 10 2 5 2 18 9 7 
Services 2 0 1 0 1 3 1 
OtherInd 9 2 6 0 20 10 1 

SOURCE: US Department of Commerce, ( 199?). 
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number of the empirical studies of the determinants of US FDI into Canada 

generally support t he OLI approach discussed above. Multiplant production, 

R&D, concentration, scale economies, advertising and other barriers to entry 

have all been shown to be important. Profit rates for subsidiaries of US MNCs 

are higher than those for Canadian firms as well as other firms. The analysis 

of the effects of the Canadian tariff led Horst (1972) to argue that it 

attracted US firms ; Caves (1982) and others have since argued that the size of 

sunk, fixed costs, together with growing familiarity with local conditions 

have limited the impact of the tariff on current investment decisions. 

A related research topic of interest is what would broadly be called the 

implications of the industrial oranization characteristics of the Canadian 

economy. In an important series of publications, summarized in Baldwin and 

Corecki (1986) the existence of economies of scale in Canadian manufacturing 

is demonstrated. It is argued that the smaller size of the Canadian economy, 

as well as the smaller scale of individual plants in Canada, explain much of 

the industrial productivity differential between Canada and the U.S. These 

authors emphasize two extensions of this theme; that productivity is also low 

because of greater diversity of products per plant in Canada, and due to 

shorter production runs. The implication is one of beneficial effects of 

greater trade openness on relative efficiency, by increasing so called 

x-efficiency. 

Let us turn now to an historical overview of foreign investment into 

Canada. In the first two decades of this century, there was a rapid rise of 

FDI into Canada. There has been a dramatic shift in the ownership of foreign 

assets in Canada; the pre-World War I dominance of the United Kingdom was 

completely replaced by that of the U.S. by the 1960's. Related with that is a 

shift of the mode of investing, from portfolio to direct investment. Of most 

interest to us, however , is the fact that the share of foreign ownership of 

firms in Canada traces a long inverted U in the period since the 1920s, 

reaching its peak sometime in the early 1970s (see graph 3). 

The official sources in Canada present a broad outline of the ownership 

of equity, going back to 1926; there is also much more disaggregated 

information on ownership, income, sales, profits, and taxes of corporations, 

from the late 1960s. Indeed, that source, known by its acronym CALURA, 

(Corporations and Labour Unions Returns Act), was created as a response to 
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unease over the weight in the Canadian society of both US firms and US labor 

unions. The CALURA d- " illustrate clearly the rise and subsequent decline in 

foreign ownership a c o ~ 01 of Canadian corpvl.,.uL:"0l1S , ..... .I..-t-',. -,.) . i urtnerfT • -, 

the post 1970 decl , is .. Imost entirely due to a fall in t he participati of 

US firms. Finally, while the starkest changes are noted in the mining and 

petroleum sectors, the shift is widely spread throughout industry. 

A couple of qualifications should be noted in terms of the graph fro . . 

the CALURA publications. In the earlier years, up to lOX of corporations were 

not classified as to country, so that, when in later years the sales from 

these c orporations was indeed attributed to companies from a particular 

country (apparently most often Canada), there is an incorrect image of 

increasing domestic ownership. Secondly, as pointed out in Statistics Canada 

( 1985a) , during the 1970s there was a significant shift of production towards 

those sectors (particularly petroleum and mining) whose Canadian share was 

growing . Th i s creates a n index number type problem which overemphasizes the 

"average" shift in ownership, unless fixed weights (of production) are used. 

This author's attempt to present a more precise picture is shown in Table 11 . 

The Canadian ownership for 1970 and 1981 is estimated using the CALURA 

publications and the more detailed information for manufacturing presented in 

Statistics Canada (1985a). On t he basis of these estimates, the Canadian 

share of manufacturing and mining sales increased by 16% , and by 12% if 

attention is limited to manufacturing. Note that most of the change occurred 

in the 1970s , with only 1 to 2% shifting in the 1980s . The manufacturing 

subsectors are arranged in the Table according to a scheme emphasizing 

staple-based goods, which has a long pedigree in Canadian studies.'6 In this 

breakdown, the largest part of the increase in Canadian ownership occurred in 

the staple sectors, although other sectors also gained. It is helpful to 

put this shift in ownership into perspective, by noting the distribution of 

the total stock of capital in the country. Nearly half the stock of physical 

capital in Canada is composed of residential housing, government and community 

buildings, i" which significant f c : eign investment is unlikely. Of the - ' t al 

stock about one fifth is held in manufacturing, mining, anu r'ecro ieum. 

remaining third is composed of utilities and other service activities, which 

are also predominantly in Canadian hands.'7 It is in the areas of mining, 

petroleum and manufacturing that the most significant changes in foreign 
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Table 11. Domestic Control of Output of Canadian Productive Sectors, in Percent; 1970 -1 98: 

1970 1981 1987 

Total Non-Financial 

Agriculture & Forestr ' 

Total Mining 
Meeal Mining 
Mineral Fuels 
Ocher Mining 

Toeal Manufaceuring 

63 

93 

20 
33 

9 
35 

39 

Food 68 
Beverages 68 
Tobacco 18 
Rubber Products 9 
Leather Products 71 
Textile Mills 50 
Knitting Mills('86) 78 
Clothing Industries 90 
Furniture 81 

Wood Industries 76 
Paper & Allied Industries 55 
Primary Metals 58 
Meeal Fabrication 50 
Non-Metallic Minerals 44 
Petroleum & Gas 1 

Printing & Publishing 87 
Machinery 22 
Transport Equipment 9 
Electrical Products 36 
Chemicals & Products 16 
Miscellaneous 40 

Total Utilities 
Transportation 
Storage 
Communications 
Public Utilities 

Construction 
Wholesale Trade 
Retail Trade 
Services 

89 
89 
92 
88 
89 

85 
75 
81 
81 

70 

; 6 

52 
66 
42 
62 

51 

74 
65 
o 

11 
78 
48 
82 
84 
89 

83 
72 
85 
64 
42 
24 

89 
49 
15 
37 
24 
53 

93 
93 
98 
88 
96 

89 
73 
87 
83 

98 

60 
71 
50 
77 

52 

73 
62 
o 

13 
84 
54 
93 
91 
88 

78 
73 
82 
74 
45 
26 

91 
47 
15 
42 
24 
65 

95 
95 
99 
88 
97 

95 
73 
88 
90 

1970 1981 1987 

Subgroups: 

Consumer Goods 65 67 68 

Staples 39 56 58 

High-Tech 25 34 35 

SOURCE: Basic data from CALURA Reports, various years. Some of the ownership for 1970 an 
a small part of 1980 was assigned, according to Staeistics Canada, Domestic and foreign 
control of manufacturing. mining and logging establishments in Canada. 1981. That source 
indicates, for all manufacturing industries, an increase of Canadian control from 47.9 to 
54.0X over 1970-1981 (p. 13) . Averages are fixed weights; weights are sectors' share of 
1981 value added. 
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ownership have occurred, of the order of 15% of those sectors, in this 

century . Thus we are speaking of a change of 15% in the ownership of 20% 

just 3% of the nation's total physical capital. 

While many commentators attacked the growth of US MNCs in Canada, their 

decline has hardly been noted, certainly not in the technical literature. A 

number of explanations for the changes in the weight of MNCs in Canada come to 

mind, both political and economic. Turning first to the former, less 

quantifiable factors, recall that the period of rising foreign ownership was 

also one of heightened Canadian nationalism as well as deteriorating . 

French/English relations, which Prime Minister Trudeau (governed 1968-1984, 

with a brief interruption in late 1979) tried to resolve. During this period 

a Foreign Investment Review Agency ( FIRA) was created (in 1973), and the New 

Energy Policy initiated in 1980. These actions, along with many others, were 

intended to increase Canadian participation, especially in energy and mining, 

but in other economic sectors as well. The change in Canadian ownership 

occurred both in the private as well as the public sector (Petrocan, Canadian 

Development Corporation).18 In anlayzing the effect of these 

legal/institutional changes, Rugman (1980:145) concluded that in its early 

years, " .. FIRA operate[d] in a very favorable manner toward proposed foreign 

direct investments ... [and did] not offer a substantial barrier to trade in 

capital ." FIRA's policy was definitely not favorable to FDI in 1980-81, 

partially attributed to its leadership by Herbert Gray, but more basically 

reflecting the spirits of the time (Rugman, 1990:25). The Progressive 

Conservative Government in 1985 replaced FIRA by Investment Canada, which has 

taken a much more favorable approach to FDI. That government's initiation of 

the free trade discussions with the US are in part a continuation of the 

reversal of previous nationalist policies. Of course, a parallel process 

occurred in Mexico. 

The OLI model suggests a number of potential factors which might cause 

changes in the weight of MNCs in Canada. One of these is tariffs, of obvious 

interest in a discussion of a North American free trade agreeement. Tariffs 

have had a clear downward trend in Canada, widespread across economic sectors, 

due to the country's participation in the GATT, (Economic Council of Canada, 

1988:133-135), which should, ceteris paribus, decrease FDI. However, this 

explanation of a decline in US investment in Canada is not convincing, because 
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the tariff reductions were al r eady occurring pr i or to 1970 , during t he pe riod 

when FDI was rising. ..3 noted earlier, Caves (1982) , Rugman (1990 ), a nd 

others tend to dorJnplay the current importance v~ ~ar~IIS, uci s1ng tneir 

arguments both on direc t survey questionnaires and interviews, as well as 

formal econometric exercises. 

It was argued above that some indicators of the attractiveness to US 

firms of inve stment abroad may indeed have de cl ined. The question is one of 

changing comparative OLI advantages between the US and Canada, and may be due 

to an improve ment on Canada's part, or a decline in the US. The latter 

explanation corresponds to today's ' conventional wisdom of the relative decline 

of the US economy , especially in the technologically competitive a reas typical 

of FDI (UNCTC 1988:29); t he political and economic implications of t his f or 

the NAFTA are di s cussed in Roett (19 91 ). As an explanation for declining US 

FDI into Canada, this interpretation is insufficient, because that decline was 

not as strong elsewhere in the world. To the extent that this is a relative 

phenomenon, specific to the US and Canada, t hen we should also look for the 

explanation in Canada. 

With the exception of Meredith (1984), the studies of US FDI into Canada 

have not attempted a combined analysis of the different variables between the 

two countries. M. eover, this author knows of no s tudy which attempts an 

explanation of the relative weight of US FDI in Canada across time. The data 

on Canadian R&D in Table 12 could s upport this comparative approach, although 

as we will show below much of t he R&D performed in Canada is due to 

subsidiaries of US f i rms. An a rgument based on concentration immediately 

confronts the problem t hat production in Canada is much more concentrated than 

production in the US or e lsewhere, in which case the OLI perspective would 

predict outward FDI . The standard response to this in the Canadian liter - ture 

is that a CR4 ratio is an inappropria te indicator in a highly open economy 

such as Canada's, because imported products increase competitive pressure . 

See the dicussion in Green ( 1990 , chapter 4) . The situation is even worse for 

multibranch ac ti,· :y , because of t he presence of US subsidiaries . Datb n 

advertising expenaitures by firms in Canada are not avai l ciu.J,..c alLt=..L .1.965 , in 

part because of the spillovers from advertising expenditures in the US.'9 

A slightly different approach would be to investigate total factor 

productivity (TFP) in Canada compared to that of the US , and interpret an 



Table 12 . Canadian Industries; Intramural R&D as X Sales. 1973-1988 

Total All Industries 

Total Mining 
Mining 
Crude Petroleum & Gas 

Total Manufacturing 

Total Services 
Transportation 
Electrical Power 
Computer Services 
Engineering Services 
Other Non-Manufacturing 

1973 

0.9 

0.7 
0.8 
0 . 6 

0.9 

0.6 
0.2 
0.6 

* 4.5 
3.9 

1979 

0.8 

0.7 
0.6 
0.8 

0.9 

0.7 
0.2 
0.9 
5.8 
7.6 
0.6 

1983 

1.2 

0.7 
0 . 8 
0.6 

1.3 

0.9 
0.3 
1.0 
6.2 

13.4 
0.7 

1988 

1.4 

0.5 
0.5 
0.6 

1.5 

1.4 
0.4 
1.1 

12.3 
16.5 
1.1 

Source: Basic data from Statistics Canada Industrial Research and Development 1982 p 76 
1985 p. 90, 1988, p. 62. A "*" indicates value for a year different from 1973. 
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relative increase in Canadian TFP as causing or at least accompanying a 

decline in the factors 'hich lead to US investment in Canada . The relevant 

work is indeed available ~o us in Baldwin ana ~Ure~~L \ L ~Gv J, ~ho f ~nd that 

Canadian TFP (their TF '" Table 6.5) did increase significantly compared to 

that in the US during the 19 70s. However, i t must also be noted that the m~re 

aggregated analyses done at the OECO such as by Englander et al., ( 1988) do 

not lead to such positive conclusions in terms of Canadian technological 

progress. Technology and R&D are discussed further below . In conclusion, 

while political factors were clearly important, there are some indications 

that a relative i mprovement in technology has led to a reduction of MNCs in 

Canada. 

Another explanation for declining US f .! I into Canada which is certainly 

often referred to in popular accounts is the decline in the availability in 

the US of capital, due to crowding out , declining savings, etc. While no work 

directly measuring t his will be atempted here, it is worth noting that the US 

continued to invest abroad in the 19705, especially in Europe, by amounts 

which, if redirected into Canada, would easily have led to a growing presence 

there. 

OUTWARD FDI FROM CANADA 

One of the important changes in the Canadian economy in recent years has 

been the surge in its outward FOI. Two characteristics of this which are 

noteworthy here are the strong preference for investement into the United 

States, and the concentration of this investment in certain sectors. 

Paraphrasing Rugman (1990), these are firms which are expanding due to their 

own firm specific (o;mership) advantages, which were been built up in 

industries i~ wh ich Canada has an inherent comparative advantage (raw 

materials), but which a re now due to vertical integration , technological 

expertise, etc. There are also some corporations whose advantages are strictly 

technological , Northern Telecom being the best example. 

Some basic data on FOI from Canada are presented in Table 13, in \·, ii·. 

we can see that there has been a rise in the relati'';.;:. J.'"'r VoL vutward 

compared to inward, ana that the United States has consistently received over 

half of Canada's outward investment. That the ratio of outward to inward FOI 

has been growing since around 1960 may simply be a reflection of the decline 



Table 13. Stock of Direct Investment Abroad from Canada. 

1926 1950 1960 1965 1970 

Total 397 990 2467 3469 . 6188 

Manufacturing 2111 3207 
Mining, Smelting, 543 495 870 

PetroleUII and Gas 
Finance, Merchandising, 1183 2810 

Utilities and Other 

Percentage Breakdown of Total 

Manufacturing 61 52 
Mining, Smelting, 14 14 

Petroleum and Gas 
Finance, Merchandising, 34 45 

Utilities and Other 

Investment into the US as Percentage of Respective 

Total 66 59 
Manufacturing 
Mining, Smelting, 

Petroleum and Gas 

Ratio of Non-financial Investment Flows: 
Outward/ Inward 22 25 19 20 

Details of Manufacturing Investment Outflows 

Manufacturing 

Beverages 
Non-Ferrous Metals 
Wood & Paper Products 
Iron & Products 
Chemical Products 
Other Manufacturing 

1970 

3207 

938 
837 
480 
593 
112 
247 

54 

23 

(Million 

1980 

26967 

11750 
8231 

6328 

44 
31 

23 

Items 

62 
59 
67 

44 

1985 

24823 

3994 
8030 
4647 
2108 
4626 
1418 

current Canadian $ ) . 

1982 1985 

35558 49909 

16763 24823 
9049 10319 

16561 25725 

47 50 
25 21 

47 52 

67 71 
70 72 
61 66 

52 60 

Sources: Statistics Canada, Canada's international investment position, various years, 
supplemented by Historical Statistics of Canada . Financial flows 
should not be included. 
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in US investment in Canada, but recall that outward FDT has also been rising 

compared to the coun~ J's CNP. According to US Department of Commerce, (199?) 

most of the Canadian FDr is desi gned for sales ln~lae c . .. _ _ ounL. J • Of 

particular importance for our interests is that the Canadian outward 

investment tends to concentrate in two areas, natural resource staples and 

finance/services. Evidence also indicates that the outward FDI is highly 

concentrated among Canadian firms (Cloberman, 1985). Overall, this information 

would suggest that the Canadian experience is consistent with a basic model of 

FDI driven by organizational advantages developed by firms in those areas in 

which Canada has been developing , due to an inherent comparative advantage, 

based on factors such as natural resources . This interpretation would also 

imply that Canada has not achieved international competitivity in a broad 

cross section of manufacturing areas. 20 The high fraction of Canadian 

outward investment originating in services and financial areas i s typical of 

the inflow of investment into the US, from any country. It is perhaps also 

worth commenting that some have argued that the interventionist attitudes 

which characterized Canadian policy on inward FDT in the late 1970s had led to 

a certain type of capital flight; while this may well have occurred even in 

the categories of long term direct: investments under consideration here 

(finance and real estate, for example), the magnitudes are not large. 

FDI IN MEXICO,AN HISTORICAL OVERVIEW 

Every Mexican schoolchild knows that foreign domination of key ,economic 

activities was very high at the turn of the century, and that conflicts 

between the Mexican government and foreign investors were an important factor 

leading up to the Revolution, and, indeed, continued to dominate after the 

major armed conflicts had ceased, peaking with the nationalization of the 

foreign owned oil companies in 1938. Since then , the government has maintained 

a posture of welcoming foreign investment in the manufacturing sector, but 

wishing to maintain national ownership of raw materials and basics services 

A 1973 law reinforced a decree from 1944 indicating the priority for 

Mexicanization - - majority local ownership - - of new ~nves C ... " ",-6. Jnly i.. 

1989 was this policy reversed, although even today foreign investment is 

limited or forbidden in a number of sectors. 21 

Disaggregated data for FDI in Mexico are presented in Table 14. A number 
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of considerations affecting t he percentage of foreign ownership of Mexican 

wealth can now be · considered. One historical question is the degree of 

foreign ownership before the Revolution broke out in 1910. The study which 

this author judges to be the most authoritative is that of Alanis Patino 

(1943), who estimated that foreigners owned 40% of Mexican wealth in 1930, and 

perhaps 20% in 1902 at 20%. Table 14c reports our totals -- 15% for 1902 and 

30% for 1930 -- which have subtracted out foreign held national debt. Other 

estimates are much higher, in part because they do not consider agriculture, 

and focus on larger firms. 22 

The desire to nationalize key activities has played a central role 

troughout most of this century. Indeed, the pre-revolutionary government had 

already obtained majority ownership and control of the railroads, via 

purchases of stocks at prices which were to remain a source of contention for 

decades. Subsequently, there has been a significant drop in foreign ownership 

of many activities, with the marked exception of manufacturing, where both 

domestic and foreign investment have increased dramatically. Note in Table 

14c that the share of Mexican agriculture owned by foreigners was relatively 

small compared to other sectors, however large individual tracts were in terms 

of absolute size, or political impact. The nationalization of petroleum in 

1938 may have involved assets valued at US$300 million23 , but this would 

account for perhaps only a third of the decline in the stock of foreign 

investment between 1929 and 1940. Nearly as significant is the long term 

decline in foreign ownership of mining, in spite of its increase during the 

19205 . President Cardenas's policy toward mining in the latter 19305 was 

pressured from the left by the nationalistic and popu1istic fervor ignited by 

agricultural reform and strengthened by the conflict over petroleum, as well 

as labor mobilizations from inside the mining sector. No action was 

eventually taken by his government against the foreign firms, but they, 

reacting to the hostile atmosphere, decided to decapitalize. 24 The 

"Mexicanization" of a much weaker mining sector was finally decreed in 1961. 

This came soon after the nationalization of electrical power in 1960, and the 

Mexicanization of telephones in 1958. 

Mexico's industrial sector has not undergone these extreme fluctuations 

between complete and null foreign ownership. The indications encountered by 

this author are that Mexicans have always had a significant, if not majority, 



TABLE 14a. Est imates of the Stock of Capital in Mexico, 20th Century. 
Milli on current Pesos 

1902 1911 19 30 1935 1940 1950 1960 1970 1980 IS j 

To t a l 7558p 9692P 14768p 14011P 112338m 428193m 430000T 
11600g 15210g 78208x 364000g 

194 35y 
Agr i cu l ture 3465p 3784p 12868m 52011m 

3422c 4096c 43 86c 29567c 92787c 169780c 
of which: 

Land 228 8L 2781L 20684L 63444L 89326L 
Livestock 754L 1140L 6205L 21054L 64798 L 
Cons t.&Vehicle s 38 0L 465,L 2350L 8289L 1565 7L 

Mines 344z 156p 27 8c 631,p 2l0lm 4946m 87 62 99c 
1444e 5637e 

799 E 4294 E 31507E 220696E 
Petroleum 104d 120p 368c 244p 3161m 17334m 247758 6538650 36 26022c 

6866E 24772E 384049E 799993E 
Industry 684 p 649c 914p 18965m 83400m 

25095c 57699c 15561199c 
18291E 65602E 325101E 1843110E 

Services 4963P 7543 P 75243m 270502m 21074749c 
Transport 6645m 46135m 36609c 3526219c 

34307e 39017e 
3467E 9196E 58277E 323918E 

Railroad l600P 1451p 1708p 26941c 2447 907c 
Light&Cas 247d 296p 8°"p 14720E 32728E 133272E 284257E 

29 24Hl 46637U, 5844642c 
Telef&Teleg. I 43p 58p 930m 4041m 7535B 83553B 4305474c 

5618e 1l081e 
14E 149E 32049E 2085 66E 

Con s truction 690m 3698m 5681e 23 62931c 
203E 2531E 12842E 21387E 

Commerce 617p 1019p 9l44m 24120m 17894c 4254471c 
3221e 19705e 
6123E 15287E 43651E 272616E 

Oth~ r Services 38229c 3143943c 
358ge 11148e 
4407E 10329E 44669E 416986E 

Gove rnment 810p 1191p 16019m 77118m 

GDPdef 6.8 9.3 12. 8 11.1 16.6 47.7 100 141. 2 717 7175 

Note: The 1985 census g ives values at r eplacement cost; other censuses re~ort 
h istorical c osts. 

Sources: see below 



TABLE 14b. Estimates of the Accumulated Stock of Foreign Investment in Mexico, 
20th Century. (million current US $ ) 

1902 1911 1924 1929 1940 

Total 460P 1450d 1258f 1513P 449j 
1750h 

Agriculture 97d 200£ 8j 

Mines 408d 
Petroleum 52d 
Industry 65d 
Services 925D 

Transport&eommun. 
Railroads 

Light&Gas 
Te1efon&Te1eg I 
Construction 
Comerce 61d 50 f 
Banks 83 d 

105n 

135ee 
300f 
478f 

60f 
220f 
160f 
383p 
119d 

409r 

16j 

108j 
1j 

32j 
300j 
142j 
565d 

OJ 
70 j 

1950 

556j 

4j 

112j 
12j 

148j 
290j 

75j 

141j 

5j 
196j 

1960 

1081j 

19j 

169j 
22j 

602j 
269j 

31j 

137j 

9j 
4365 

1970 

28225 

31ks 

1555 
305 

20835 
5235 

85 

15j 

105 
7551 

1980 

8459i 

8i 

420i 
I 

6560i 
1471i 

35 

1982i 

1990 

28776i 

33i 

3911 
I 

18270i 
10072i 

TABLE 14c. Estimates of the Foreign Ownership of Mexican Wealth, 20th Century 
( Percentages) 

1902 1911 1930 1935 

Total 14P,A 30P,A 33p,A 

Agric. 10z,A 9p,A 
20e 

Mines 97z,A 98z,A 98p,A 

Petroleum 100d ,A 99p,A 

Industry 29v,A 54p,A 

Services 42p,A 
Tran&eomunication 
Railroad 71d,S 79p,A 

Light&Gas 98d,S 94z,A 100p,A 

Telf&Teleg 
Comerce 

Construction 
Banks 77n,A 40-,5 

1940 

llw,A 

17u,A 

60" 

1950 1960 

4M,A 3M,A 
lOs , S 

<1 M,A <1 M,A 
<1 5,5 

46M,A 42M,A 
695,5 

3M,A 2M,A 
15,5 

7M,A 9H,A 
205,5 
32t,A 
30C,A 

45,S 

49H,A 2H,A 
15,5 

33" 
7H ,A 10H,A 

75,S 
6H,A is,S 

1970 

135, S 

<1 s,S 

565,5 

35,S 
45C,A 
285,5 
29q,S 

15,5 

15,5 

75,S 
ls,S 

Codes: A is value of assets; S is value of sales / production 

SOURCES: See next page 

1980 1985 

llC,A 

25C ,A 
27q, S 



SQURCES: p Alanis Patino (1943); c official census; q Casar et al. ( 1990); s Sepulveda y 
Chumacero (1973) note, first year is 1962; d O'Olwer (1965); e Banco de Mexico ( : 978) . 
totals are adjusted for dep r ec i ation· the E represents data from diskettes di st .cibutec 1 
t he Banco de Mexico. wher e. chese dat.a were significan t"~ -r (H f-l=p,... ., .., ... ~- "'.,.. t hose in :.he 197 ; 
publication; f Ounn; h Navarettte (1960 ) ; m Ban __ ue ,", " ., . _" , . ' -.' " J ilanco de Me'dco 
(1982); i Segundo Inf~ rme de Presidente Salinas - the 1990 totals are estimates; L 
Lamartine Yates ( 197 56), there is a minor discrepancy from his census tota l and this 
for 1930; g Goldsmit 1985), referring to "tangible assets"; x multiplying Goldsmith' s 
( 1985) datum for 194b ~y the ratio of nominal GOP in 1950 to that of 1948; y calculated 
using 1940 GOP and a KIO ratio of 2.5 (Cossio Izquierdo 1962 ; 641) . note the correspondil 
estimate of Reynolds is 3.3; v, datum given by Rosenzweig (1965) for percentage of new 
issues, 1886-1910; w calculated using m and denominator of 20,000; u using m and c; t 
NAFINSA (1977), citing 1965 industrial census; z Sherwe11 ( 1929) . latest date is 1926; 
ClEN (1983 ) ; Q Secretaria de Comercio (1977); 6 CFE (s.f. ) ; « Aguilera Gomez (1982); 9 
spp (1980); 0 SPP (1986); ~ ~r i ght ( 1971) . first year is 1945; e Tannenbaum (1929 ; 360) 
referring to 1923, foreign as % of private; n Cecena (1970:54) using an exchange rate of 
2; • Moore (1963:44), referring to deposits 

The capital letters ( O,M , P, C) imply the author has made calculations based on the 
corresponding sources ( d,m,p, c) . In particular, Alanis Patino gives as the ratios of 
foreign to total wealth in 1902 and 1930 as 20 and 40 percent; the corresponding data in 
the table reflects the reduction for government foreign debt, and the datum for 1935 
should also be lowered. One might note that O'Olwer reports other sources' estimates of 
foreign ownership in 1910 at 67 and 73%, based on widely diverging estimates of Mexican 
assets. As O'Olwer did not accept those two sources' estimates of foreign capital, this 
paper will not make further reference to their estimates of domestically owned capital . 

Notes: The "!" indicates item is included in the series above. Services may include 
"otros". Some data for 1911 is 1910, and some for 1930 is 1929. Some data for the 1920s 
include factories not in operation. The at.ter :- was made to separate out from the tocal 
value of wealth that of cash and government L ,ds, and to separate industrial bonds from 
"direct" investment; this latter was not possible for the sources before 1930. The 
calculations for foreign ownership ratios in 1985 used the end of year exchange rate , 
which was 44% higer than the average for the entire year. 
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share of manufacturing. Any such conclusion inevitably depends on the 

definition of an industrial enterprise; particularly at the beginning of the 

century the weight of artisan shops in employment (and perhaps output) must 

have been high. Textiles was probably the most important sector of 

pre-revolutionary manufacturing industry, and experienced significant foreign 

investment, especially from Spain and France . 25 Complicating the picture is 

the fact that many foreigners, particularly Spaniards, eventually stayed in 

Mexico. Note in Table 14c that the industrial census of 1935 stated that 

slightly over half of manufacturing capital and production was controlled by 

foreigners, which may reflect this upward bias. 

On somewat firmer ground, the data for the post World War II period in 

Table 14 suggest levels of foreign ownership of manufacturing which are 

significantly lower than one half. Even for these more recent times, there are 

significant problems with the data, particularly relating to the use of 

historical or relpacement cost, treatment of depreciation, etc. 26 

Nevertheless, the suggestion from the Table is that the foreign presence fell 

during the middle decades of the century, and is now slowly rising, although 

it has not reached the earlier levels. 27 An increase in the foreigners' 

share of manufacturing assets and production is visible in the data for the 

1960s, and contributed to the restrictive law on FDI of 1973 . This relative 

increase did not occur in those service sectors for which data are available. 

COMPARISONS 

Given the importance of FDI in both these countries, a direct comparison 

of the evolution may be useful. The available data for Canada and Mexico, 

including both direct and what is now called portfolio investment, is 

presented in Graph 5. In the early years of the century, the value of the 

stock of foreign investment was greater than GNP in both countries, with 

Canada's total being slightly higher. The ratio of foreign investment, to GNP 

has declined significantly, with the relative decline being greater in terms 

of long term loans to the private sector ("portfolio investment") than was the 

relative decline in FDI. Note also the decline of the position of the U.K. 

with respect to the U.S. 

That Canada had received a large amount of foreign investment before WWI 

is quite familiar in the economic history literature, and the same is true for 
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Australia and Argentina. Table 15 provides parallel data for foreign 

investment as a fraction of GNP for several countries for which such an 

exercise is not completely impossible, illustrating that Canada and Mexico 

were not unique, in terms of t heir experiences of a high ratio of FDr to GDP 

early in the century, and the decline in that ratio sometime after 1930. 28 

Because there was such widespread defaulting on bonds during the Depression 

(and a decade earlier, at least in the case of Mexico), our analysis will 

generally stick to the case of direct investment. 29 

While any number of political factors might be called into action to 

explain Graph 5's decline in foreign investment compared to GDP, especially in 

Mexico, we would prefer to mention first some long term economic causes. A 

common element in the decline of foreign investment ( relative to GDP) in both 

Canada and Mexico was the reduced importance of railroads, due to the growing 

use of motorcars. 3D In both countries there was a significant fall during 

the first half of this century,31 by perhaps one half, of the capital output 

ratio (K/O) - see Table 16. In a sense, this describes an optical illusion; if 

total capital falls with respect to total output, then foreign capital is 

observed to decline with respect to ouput, even if foreign capital is a fixed 

share of total capital. Indeed, our data suggests that the ratio of the stock 

of foreign investment to GDP fell in Mexico during the early years of the 

century, when the foreign share of total capital increased. The latter 

indtcator has been much commented in the literature as indicating an increase 

in foreign dependence, while the former index would presumably argue the 

opposite. As a matter of arithmetic, these two trends can both occur if the 

K/O ratio is falling sufficiently. 

The explanation of the falling K/O would probably focus on the capital 

intensity of railroads and other infrastructure which had been significantly 

expanded during the Porfiriato, and would subsequently facilitate the 

expansion of other, less capital intensive activities. In addition, mining and 

petroleum were significantly more capital intensive than manufacturing, so 

that the growth of the latter also contributed to the falling overall K/O 

ratio. While it is clear that the capital-land ratio grew in Mexico during the 

first half of this century, "technological progress" may also have reduced 

that sector's K/O ratio, particularly as the value of land is included in the 

numerator of the data available. Goldsmith (1985) reports falling capital 



Table 15. Foreign Invest~ent as Percentage of GDP in Some Latin American 
Countries and Australia, 1913- lS-j E. 

1913 1929 1938 

Argentina 100-196 62-95 67 

Brazil 64 -100 65-107 48 

Chile 80 136 

Colombia 34 

Cuba no 200 196 

Australia 99 59 

Note: Data refer to totals near the indicated years. In most cases, the 
GDP total was calculated by this author, using published estimates of 
price and output changes with respect to a later year when official 
estimates were available. Different estimates of quantities in the earlier 
years for Brazil are the main cause of the wide range of estimates. For 
Argentina in 1913 and 1929, Diaz Alejandro (1970) reports UN-ECLA estimates 
of foreign investment which are much larger than those of the sources 
indicated below. Other foreign investment data refer to totals (excluding 
government bonds) from the U.S. and U.K., and, for Argentina and Brazil, 
from France . German investment in the region in 1914 was about SUS 900, or 
10% of the total; its breakdown by country is not available . 

Sources: Foreign investment data from US Dept of Commerce (1960), and 
Lewis (1938). For the U.K., data from Stone (1987), Rippy (1959), Bank of 
England (1950), and UN (1955). French invesment in Argentina and Brazil 
from UN (1955) . GDP estimates calculated or presented : for Argentina, Diaz 
Alejandro (1970); Brazil, Chile, Cuba, Mitchell (1983); Colo',bia CEPAL 19?; 
Australia Butlin ( ). 



Table 16. Twentieth Century Capital Output Ratios in Canada and Mexico 

CANADA 

Capital (billion $C) 
GNP (billion $C) 

Kia ratio 

1926 

10 . 6 
5.1 

2.06 

1930 

12.9 
5.7 

2 . 26 

1939 

11. 9 
5.6 

2.12 

1951 

20.8 
21.6 

0.96 

1954 

28.2 
25.9 

1.09 

1960 

45.6 
38.4 

1.19 

1965 

60 . 0 
55.4 

1. 08 

1970 

90.9 
85.7 

1. 06 

Sources: Capital from various years of ClIP, GNP from Historical Statistics . This 
measure of capital does not include agriculture nor residential or governmental 
buildings. 
Note: While this author does not know of earlier estimates of the capital stock 
if a-Ki a, b-rate of growth o f GNP, and c-the ( net) investment ratio , then the capital 
output ratio will decline if c-ab<O. For the early decades of this century, b-.04 , and 
c-.05 (Firestone, 1955), hence for any reasonable a, the condition for a declining KI O 
would .have been met. 

MEXICO 

1902 1911 1930 1935 1940 1950 1960 1970 

Author's Estimates 4.80 3.76 2.19 3.45 1. SO 2.S3 2.S4 1.02 

Capital 7 . 6 11.0 9.6 14 . S 14.0 112.3 428.2 429.0 
GOP 1.6 2.9 4.4 4 . 3 7 . 8 39 .7 150.5 418.7 

Reynolds's estimates 4.2 3.3 2.3 2.2 

Goldsmith's estimates 2.9 2 . 4 1.8 2.2 2.6 

Sources: GOP from Solis (1988, p . 92). Capital stocks from Table 16a. Reynolds (1970, 
p. 50); first year is 1925. Goldsmith (1985, p. 39), for the years 1930,1940 . ,1948 
1965 , 1978 
Note: While items included may vary, each author maintains consistency over time. 
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output ratios for a number o f countries in early stages of i ndustrial i zation, 

with increasing KIO mo • • recent l y ( a fi nding r obust to different 

specifications of capital/ assets), but t ha t aucho l." ... ue.s nOL .::1 .... _ _ ilipt an 

explanation of this phenomenon, and indeed only comments on changing fact ()J,,, l 

distribution of income as a possible cause. What differentiates our two 

countries was the decl i ne in Mexico of foreign investment in mining. 

petroleum, and certain s ervice s , which did not occur in Canada. It is clear 

that those changes in Mexico were the direct result of government actions. 

What is inte resting in t his regard, however, is how little government policies 

appear to have influenced fo reign investment in manufacturing. In this 

sector, the philosophy of "Mexican ization" was frequently overlooked , and 100% 

foreign ownership was permitted in areas such as automobiles and electronics. 

We turn now to a s imple exercise comparing a disaggregation of the 

changes in foreign ownership of t he two economies. An overall view o f the 

trends in Canadian capital can be seen in Table 17. As discussed earlier in 

the paper , foreign ownership trace s an inverted U in both manufacturing and 

mining, with the declines coming rather more quickly after the mid-197Gs. The 

sectoral distribution of capital remained relatively constant over the 

century, with the exception of an increase in petroleum and mining, which 

mirrored the decline in railroads. The Table shows , using a traditional 

shift/share analysis, that the overall change in the weight of foreign 

investment is ' roughly split evenly between changing foreign ownership in each 

sector, and t he changing weight of capital stock of the individual sectors. 

While the available data on capital stock in Mexico i s not nearly as 

good as that for Canada, an a ttempt at depicting broad trer s can still be 

attempted on the basis of t he data in Table 14, and is also presented in Table 

17. As in Canada, the decline in railroads in Mexico is a major occurrence. 

The sources for Mexico include estimates of agricultural capital ( including 

land, ' which according to the censuses, accounted for 2/ 3 of the total ) , which 

has also declined in relative terms. While mining has fallen , pe tro leUM has 

r is en, a trend that would be even stronger if calculations for more re ~, . :: t 

y ears were feasible. In contra ··, t to the Canadian case I it ~ ":" ..... . . ' a.ppear that 

the major factor "expla ining" t he overall change in foreign ownership is 

changes in ownership of individual sectors, and that changes in the relative 

weights of t he sectors were less important in Mexico. 



Table 17. Disaggregation of Changes in Foreign Ownership in Canada and Me x ico. 

CANADA 
Foreign Ownership (X) 

1926 
37 

1930 
39 

1939 
38 

1951 
31 

1926-1954 1954-1970 

Due to Sect:oral Changes in Foreign Ownership 
Manufact:uring 3 2 
Pet:rolMining&Gas 2 0 

Pet:ro1&Gas NA 0 
Mining&Smelt:ing NA 0 

Services&Merchandising -11 -1 
Railroads - 3 -3 
Ot:herUt:ilit:ies - 3 1 
Merchandising&Const:ruct:io -0 1 

Due t:o Changing Sect:ora1 Weight:s in Product:ion 
Manufact:uring 
Pet:rolMining&Gas 

Petrol&Gas 
Mining&Smelting 

Services&Merchandising 
Railroads 
OtherUtilit:ies 
Merchandising&Constructio 

MEXICO 
Foreign Ownership (X) 

1910 
31 

2 
3 

NA 
NA 
-2 
-6 
1 
0 

1930 
33 

1940 
21 

- 1 
3 
3 
0 

- 1 
- 3 
1 
0 

1950 
14 

1910-1930 1930-1950 

Due to Changes in Sectoral 
To t al 
Agriculture 

. Mineria 
Petroleo 
I ndustria &Const:rucc 
Serv icios 

Transport:e 
Luz&GasTelef&Teleg 
Comercio 
Otros . 

Foreign Ownership 
1.7 

-0.5 
0.0 
0.0 
0.0 
0.7 
0 .0 
0.0 
0.0 
0.0 

-6.8 
0 . 0 

-0.5 
0.0 

-0.9 
-2.5 
-6.7 
-1. 8 
0.1 
0.1 

Due t:o Changing Sectoral 
Agriculture 

Weights in 
-0 .4 

Production 
-0 .1 

Mineria 
Petroleo 
Industria &Construcc 
Servicios 

Transport:e 
Luz&GasTelef&Teleg 
Comercio 
Ot:ros 

-1. 0 
1.0 
0.5 
0.5 
0.0 
2.0 

-0.1 
0 . 1 

-2.4 
0.0 
4.4 

-0 . 4 
-2.4 
3.2 

-0 . 1 
0 . 0 

1954 
32 

1960 
32 

1970-1986 

1960 
9 

-2 
-4 
-2 
-1 
3 
4 
2 

-1 

-1 
1 
3 

-1 
- 0 
-1 

1 
-0 

1970 
8 

1950-1970 

-0 .6 
0.0 

-0.4 
0.1 

-0 . 2 
-0 . 0 
0.0 
0.0 
0.0 
0.0 

-0.0 
0.0 
0.0 
0 .0 
0.0 

-0.1 
0. 1 

-0.1 
0.0 

1970 
35 

1982 
34 

Source: Aut:hor's calculations, based on Canada ' s International Investment Position, 
various years_ 

198E 
31 

Note : Foreign control of Canadian railroads, as calculated by Statistics Canada , was less 
than 3X during this period . 
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CURRENT SITUATION OF MNCs IN MEXICO 

The 1990 OECD st . y by Pe res Nunez has a brief summary of the recent 

evolution of g overnment policy on FOI, as well a s a reVi~w ~ . Le c e nt studi ~ s. 

Investment bv MNCs is shown to be sensitive to cycles in both home and ho . t 

countries. F~ j nzylber and Martinez Ta rrago (1976:247) indicate that MNCs grew 

relative to national firms in the 1960s, which helped motivate the tougher 

stance on FDI taken by t he government in 1973. However, the weight of MNCs in 

sales of Mexican industry remained relatively constant at about 28% between 

1970 and 1980, accordin g to Casar e t al. (1990), repeated in Table 18 . This is 

the net response to such factors as the 1973 law, the expansion of 

parastatals, and t he continued growth and technological domination of MNCs in 

s everal areas . As sugge sted in Table 1 at the oeginning of t his paper, and 

documented i n detail i n Dunning & Cantwell ( 19 87) , t he relative size of MNCs 

in Mexico's economy is about average for the region. The United States 

dominates FDI in Mexico more t ha n in other countries, especially in the 

southern cone, but the share of the US has fallen from 75% in 1974 to 64% in 

1981 . 

While of course there are many ways in which the role of MNCs will be 

diffe rent in Mexico and Canada, the OLI theory discussed above, and as applied 

to Canada and the US does provide some potentially fruitful paralle l lines of 

inquiry for Mexico. First of all, there is ample evidence that profit rates, 

capital labor ratios, import propensities, foreign payments for licensing and 

royalties, etc . ~ll tend to be higher among MNCs than in national firms in 

Mexico. 32 MNCs tend to be located in the more dynamic sectors. Moreover, 

t he basic dis t i bution of MNCs inside Mexican industry is quite s imilar to 

that of other c , untries, concentrating in sectors with barriers to entry, 

especially those created by economi es of scale and by technological 

requirements. This is consistent with the theory of MNCs described earlier. 

In a series of papers , Blomstrom expands on the above discussion of the impact 

of MNCs in Mexico, focusing on concentration and technological advantages. 

After allowing for scale , K/ L ratios, etc., Blomstrom and Persson (1983 ) 

demonstrate that the presence of MNCs has positive effeccs on labor 

productivity, to a degree which is apparently larger than that seen in the 

papers referred to above on Canada. Casar et al. (1990) find that while wage 

levels are positively related to foreign presence, the growth of labor 



Table 18 . Foreign Firms' Percentage of Manufacturing Production: 
Mexico, 1970 and 1980 

Total 

Foodstuffs 
Beverages 
Tobacco 
Textiles 
Clothing and Footwear 
Wood and Cork Products 
Furniture and other Wooden Art 
Cel lulose and Paper 
Printing and Publishing 
Leather Goods 
Rubber Products 
Chemicals 
Pharmaceuticals and Cosmetics 
Oil by-products 
Non-Metallic Mineral Products 
Basic Metals 
Metallic Products 
Non-Electrical Machinery 
Electrical Machinery 
Transport Equipment 
Miscellaneous 

1970 1980 

28.7 

11.1 
29.6 
96.8 
12.0 
4.9 
4.3 
3 . 8 

32.9 
7 . 9 
2.5 

66.9 
46 . 8 
55.9 
75.0 
17.7 
46.6 
20.6 
52.1 
50.1 
64.0 
33.1 

27.2 

11 .0 
29.8 
78.0 

8 . 8 
7.9 
5 . 7 

11.2 
23.1 

9.7 
11.7 
66 .6 
35.2 
72.5 
55.6 
11.9 
14 . 1 
19 . 5 
48 . 6 
57.9 
68 . 9 
40 . 0 

SOURCE: Peres Nunez ( 1990) p. 19, reporting data from Casar (1987). 
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productivity has a mixed response, depending on econometric specification. 33 

Blomstrom and Wolff (19 9) use a relatively simi lar formulation and find t hat 

l1NCs do contribute to the process of productivity c()" ve rgenc , . ccween F :) 

and the US, an aspect which has been receiving increasing attention o ~ 

(Willmore; Dollar, 1991) . There is also some evidence that the l1NCs i · .L c. :illy 

speed up the concentration process inside Mexican industry (Blomstrom, 19;6b). 

Some recently published data ( INEGI, 1988) permit further analysis of 

the role of l1NCs and industrial concentration . Industrial sectors specified 

at the four digit level were classified by percentage foreign ownership , and , 

as repor ted in Table 19, most of Mexican production had a small ratio. 

Furthermore, most of the foreign capital was in majority foreign owned 

industries. There is a strong positive correlation between concentration and 

percentage foreign ownership, and, comparing the data for 1970 and 1980, that 

positiv e correlation is also true for changes in concentration versus changes 

in percentage ownership by foreigners. Recalling the finding of Meller (1978) 

t hat a number of Latin American countries had parallel industrial 

concentration ratios, it could be noted that the Mexican data looks quite 

similar to the Canadian numbers in this regard. 

One other study on FDI in Mexico (Shah and Slemrod , 1990), studies the 

importance of tax rates as a determinant of FDI. These authors report that 

both the (Mexican) regulatory climate, and tax rates in the host and source 

country have clear impacts on FDI flows. In their regressions , protectionism 

in Mexico, as indicat ed by the effective rate of protection, has mixed effects 

on FDI inflows . 

l1NCS, TECHNOLOGICAL CHANGE, AND PRODUCTIVITY 

There are a number of ways l1NCs can affect productivity. To the extent 

that the decision to invest results from the firm's technological superiority 

( an organization advantage), its investment will increase technology in the 

host country, and may also l ead to spillovers, both intra- and inter-industry. 

The presence of the l1NCs may affect the amount of R&D in the country. There 

may be an increase in x- e fficiency, due to the greater competition. 

A continuous f l ow of attention has yielded a number of stylized facts 

about l1NCs and technological change in Canada: 1) Canadian productivity is 

lower than that of the U.S. (Baldwin and Gorecki, 1986); 2) Canada spends 



Table 19 . Mexican Industrial Firms by Degree of Foreign Ownership, 1980 

Degree of Foreign Ownership, Percent 

75-100 50-75 25-50 0-25 

Average Concentration Ratio (Cr4) 

74.8 59 . 9 46.3 37.1 

Percentage of Total Industrial Capital in Mexico 

12 . 3 10.8 13.9 61. 2 

Value of Production, by Degree of Foreign Investment (billion pesos 

(estimated) 208 131 100 149 

( reported) 384 148 

Source:INEGI Estadisticas Industriales. Informacion por tipo de empresa 
e indices de concentraci6n 

Note: For the calculations of the average concentraion ratio and value of production. for 
each of the four groups it was assumed that the actual degree of foreign ownership were 
87.5, 62.5, 37.5, and 12.5 X, respectively. 
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relatively less on research and development than the other major industrial 

countries, and its pr i v : e sector finances a smaller fraction of those 

expenditures than most any other country (OECD, 1986); 3) the fraction of 

patents granted to ·oreigners in Canada is higher than in the other lar, e 

OECD countries, whi ; e Canadians obtain a relatively small fraction of l' _,tents 

in other countries (Ellis and Waite, 1985); 4) subsidiaries of US MNCs in 

Canada do less R&D than do their parent companies at home (Benchmark Surveys); 

5) the rate of diffusion through MNCs in Canada is about as fast as that of 

subsidiaries of MNCs in other developed countries (Mansfield, 1985). 

Over the years, many Canadian observers have used these facts to argue 

that the presence of US MNC subs·idiaries tends to lower Canadian R&D, and 

therefore technological progress and overall growth. Typical phrases are the 

syndrome of "truncated" or "stunted" growth, associated with a "branch plant" 

economy, wherein the amount of domestic R&D is reduced when a firm (or market 

niche) is absorbed by an MNC subsidiary which does its research in its home 

country. The ensuing debate can be characterized as a free 

market/interventionist issue, which in the Canadian context tend to be the 

positions of the Economic Council and the Science Council, respectively . 

Indeed, the Candian government has responded to this perception of 

insufficient technological competitiveness, by providing incentives for local 

R&D. Not surprisingly, free market advocates view these as having low 

productivity . 

Table 20 shows that Canada spends roughly half the level of R&D 

(compared to GNP) as do some other big countries, although the difference is 

lessened when defence expenditures are discounted. The data in Table 21 

indicate that domestic firms in Canada spend more on R&D than do US 

subsidiaries there, although even then the Canadian firms are significantly 

below the levels of the competitors; additionally, the ratio of R&D to sales 

is rising, as is the gap between domestic and foreign firms. Additionally, 

Blomstrom cites an unputlished paper by Ari Kokko which notes that US MNCs do 

more R&D in he ,ountries which have higher incomes, greater competitiv, 

pressure, and . .!.. :er performance requirements . 

In addition to spending on R&D, MNCs contribute to technological 

advancement by diffusion of results achieved in the home country. It is clear 

that new techniques spread more quickly inside an MNC . 34 But the overall 



Table 20. Comparisons of R&D in Different Countries . 

R&D Intensity in Industry: 
R&D as I of GDP Expendi ture as I of Value Added 

1965 1970 1975 1980 1985 1969 1975 1979 1981 1983 

U.S. 2.8 2.7 2.3 2.4 2 . 8 7.4 6.9 6.8 8.1 9.3 
Japan 1.6 1.9 2 . 0 2.2 2.6 2.9 3.8 4.2 4.9 5.7 
Germany 1.6 2.1 2.2 2 . 4 2. 7 3 . 3 4.1 4 . 9 5.4 
United Kingd 2 . 3 2.2 2.0 2.2 2.3 4.7 4.4 4 . 8 6.6 
Italy 0.7 0.9 0.9 0.9 1.3 1.6 1.5 1.4 1.7 1.8 
Canada 1.4 1.1 1.2 1.4 2.1 1.3 1.9 2.6 3.1 
Australia 1.2 1.1 1.0 1.1 0 . 8 0.9 0.8 
Netherlands 2 . 0 2.0 1.9 2.0 4.1 4.0 4.8 5.6 
Sweden 2 . 9 4.1 5.5 6.3 7.4 

Non-Defense R&D as I of GDP 
R&D/ GOP 

1975 1984 

Mexico 1984 0.6 U. S. 1.7 l.8 
Brazil 1985 0.4 U.K. 1.3 1.6 
South Korea 1988 1.9 

SOURCE : OECD Economic Studies ??, and OECD Science and Technology Indicators No.2, 198E 
p. 82, and, for Mexico, Brazil, and South Korea, UNESCO Statistical Yearbook, 1990 Table 
5.18 

Domestic Patent Applications 

1965 

United States 37 
Japan 62 
Germany 65 
United Kingdom 45 
Canada 
Spain 
Netherlands 

Mexico 
South Korea 

9 
13 
20 

1970 

37 
97 
54 
45 

9 
9 

19 

1988 

1 
13 

Source: OECD, p. 91 

1975 1980 1983 

30 27 25 
121 142 191 

49 50 52 
37 35 35 

8 7 8 
5 5 4 

14 14 15 

per 100,000 Population 

Patent Applications from Yor1d Intellectual Property Organization, 



Table 21. Currene Ineramural R&D Expendieures as a Percentage of Canadian 
Company Sales, by Counery of Conerol 

1973 1979 1983 1985 1988 

Toeal 0.9 I' 1.2 1.3 1.4 

Canadian 0.9 0 . 9 1.4 1.5 1.6 
United Staees 0.8 0 . 7 0.9 1.0 1.2 
Other Foreign 1.1 0. 5 1.0 1.3 1.4 

1988 Current R&D Expend. as % of Sales, by Industry and Country 

Total Can. Foreign Total Can. Foreign 

Total All Industries 1.4 1.6 1.2 

Total Manufacturing 1.5 1.7 1.3 Total Services 1.4 1.5 1.1 
Transport.at.ion 0.4 0.4 0.5 

Total Mining 0.5 0 . 6 0.4 Electrical Power 1.1 1.1 0.0 
Mining 0.5 0.6 0 . 5 Computer Services 12.3 12.5 10.0 
Crude Peerol & Gas 0.6 0.8 0.4 Engin. Services 16 . 5 14.5 42.0 

Other Non-Manuf . 1.1 1.7 0.7 

Source: Basic data from Statistics Canada In~ustrial Resear~h and Develo2mene 
1988, p. 77 
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issue of MNCs and technological advancement is clearly not settled. 35 . Much 

current research in Canada emphasizes the role of scale, so that Baldwin and 

Gorecki (1986) attribute a third of the total factor differential between 

Canada and the US to the former's non· achievement of economies of individual 

plant scale. In their residual, they do find that MNCs have a small but 

positive effect on relative productivity. One is well advised to accept 

Globerman's (1985) conclusion that the relationship going from foreign 

ownership to technological change is positive and modest. 

There is very little data on R&D in Mexico. Table 20 would suggest that 

these expenditures are only 25% to 50% of levels in industrial countries. 

Although the Mexican totals are larger than those of Brazil, they are well 

behind those of South Korea. 36 While there apparently is no recent official 

tabulation in Mexico of the ratio of R&D to sales, an important work by Unger 

(1983) analyzes some data on this variable for over 100 Mexican firms. 37 As 

shown in Table 22, the ratio R&D/Sales is comparable to that for firms in 

Canada, is nearly the same for domestic and foreign firms, and is higher for 

production goods. A contrary finding occurs from comparing the estimate of 

the levels of industrial R&D in Mexico (from UNESCO; see Table 23) the amount 

of R&D reported for US MNCs in that country. To the extent that the latter 

finding is more accurate, it suggests that the prospect of undertaking an 

autoctonous technological development will be much more difficult for Mexico 

than for Canada. An alternative to R&D expenditures is the purchase of 

technology via licensing and patenting. As indicated in Table 24, most 

countries in the world are importers of technology in this way , and most 

licensing takes place via MNC subsidiaries. 38 

Rough calculations using the total factor productivity data for Mexico 

in Hernandez Laos and Velasco Arregui (1990), Blomstrom and Wolff (1989), and 

Samaniego Breach (1984) would suggest a positive correlation between MNC share 

of production and TFP growth, strengthening the results mentioned above. There 

is a clear echo of the results for Canada of Baldwin and Gorecki. 

One is tempted to suggest that "late industrializers" must choose 

between two paths for acquisition of technology; importing it via patents and 

licensing, or generating it via a more local R&D apparatus. MNCs certainly 

help the first process, but their contribution to the second one may well be 

in doubt . Moreover, because of its low level of scientific infrastructure, 



Table 22. R&D Patterns in Mexican Industr ie s . 1978 

All Firms Mexican 

Number X Number % 

Total Number 119 100 43 100 

Firms Carrying out R&D Expenditures 

All 

Producer Goods 
Consumer Goods 

Ratio of R&D to 

All 

Producer Goods 
Consumer Goods 

Sales 

52 44 

31 47 
2l 39 

among R&D 

All Firms 

1.4 

1. 7** 
0.9 

18 

13 
5 

42 

54 
26 

Performing 

Mexican 

1 . 4 

1.6 
1.0 

Foreign 

Number X 

Firms . 

76 100 

34 

18 
16 

1978 

45 

43 
47 

Foreign 

1.3 

1. 8* 
0 .9 

Significant difference between firms producing consumer and producer 
goods at the 5X level (**) and lOX (*) level. using one tail tests . 
Note . The firms were selected from the most important in a number of 
priority industrial classes. 

Source: Unger (1983). pp. 213, 214. 



Table 23. Indicators of R&D Expenditures in Mexico 

1970 1975 1980 198 5 1986 

Goverment Expeditures for R&D as 
Percentage of GOP 0.60 0.83 1.12 0 . 83 0.68 

Source: Lustig et al . (19 89 ), which is based on official data . 

Note: Whiting ( 1981:328) cites a 1967 study by the INIC which estim 
total R&D as a percentage of GNP at 0 . 13%. 

1984 Total RO.O 159, 391 million pesos (0 . 6% of GNP) 

Current Expenditures 134 , 635 
Capital Expeditures 24,69 6 

RO.O in the Productive Sector , by Branch 

Total 

Agric ., Fish , Forest. 
Extractive Industries 
Hanufacturing 
Utilities 
Construction 
Trasporto.Commun. 
Other 

48277 

10911 
9211 
4871 
4630 
1688 

579 
16387 

Source: UNESCO Statistical Yearbook, 1989 



Table 24. Technology Payments Compared to R&D Expenditures 

Technology Payments as a % of Business R&D 

1971 1981 1971 1981 
Payments Receipts 

U.S. 1.3 1. 2 U.S. 13 . 0 13 .2 
Japan lS. O 7.< Japan 3.0 4.8 
U.K. ( '72 ) 14.8 10.S U.K. ( ' 72) 16.3 1.7 
Canada 23.7 24.6 Canada 6.7 7 . 3 
Netherlands 26.3 41.9 Netherlands 23.9 27.3 
Spain 23S.2 lS8.2 Spain (' 73) 26.0 SO.4 

1977 1987 

South Ko rea 26 .0 23 .0 

SOURCE: OECD Sc ience and Technology Indicators, No .2 , 1986; p. 56 and, for South Ko rea . 
Ki roshi Kakazu, "Industrial Technology Capabilities and Policies in Selected Asian 
Developing Countries," Asian Development Bank Economic Staff Paper U 46. 1990. ~umerator 

is Royalty payments. 

Mexico 

1984 

about 40, considering royalties and commissions 
about 100 considering royalties, commissions and 

repatriated profits 

SOURCE: For R&D, UNESCO Statistica l Yearbook, Table S.lS. For technology payments , PerLs 
Nunez ( 1990), p. 2S. 
NOTE:Technology payments include royalties, commis s i ons, license fees. 
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Mexico may well be limited only to the first option, in which case it should 

encourage investment by MNCs. 

MNCs AND FREE TRADE AGREEMENTS 

The recent signing of the free trade agreement (FTA) between Canada and 

the U.S. was accompanied by significant popular debate, and indeed the issue 

became the key issue in a national election. 39 One notes in the debate in 

Canada two mutually inconsistent fears; that the FTA .will bring in more MNCs, 

and that it will cause them to leave . The former position essentially 

reflects a belief that the barriers to foreign control of Canadian culture 

activities, as well as other service industries, are being reduced. The 

opposite position is held by those who feel that t he tariff continues to be 

important, and judge MNCs contributions to be positive. 40 

It is still very early to evaluate the overall impact of the FTA on 

either economy. Many critics in Canada blame a signficant increase in 

unemployment on the agreement, although others point out that a number of 

macroeconomic factors are also potential causes critics are also fond of 

claiming that this is the first recession "made in Canada . It Moreover I it is 

clear that the initiators of the agreement hope that effects would be felt 

before the actual signing and coming into power of the agreement, while other 

aspects of the agreement involve a closer relation with their southern 

neighbor whose benefits would be long term. Specifically, perhaps a majority 

of the changes were in terms of reduction of NTBs and the arrangement of a 

trade dispute mechanism, rather than the reduction in tariffs per se. As 

noted above, the dominant view among economists in Canada is that the effect 

on FDI of (further) lowering tariffs will be small. It should also be noted 

that there have not yet been significant changes in FDI flows, in either 

direction. 

Let us now turn to some speculative observations about a North American 

Free Trade Agreement (NAFTA) , made while the agreement is still being 

negotiated . The first comment is that Mexico has already taken a giant step 

at reducing its tariffs and NTBs, in accordance with its accession to the 

GATT. This may well have a larger impact on the country's economy over, say, 

the next five to ten years, than would a NAFTA . 41 

It may be of some use to estimate, however crudely, the potential 
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increase in FDI. Three projections of increases in FDI will be presented, 

which hinge on two estimates; the actual (1985) value of capital stock,42 and 

the projected percentage increase in foreign ownership. It is 'clear t r · t any 

actual increase in the capital stock will occur over a period of years : c the 

inverted 'V' pattern typical of accelerator models ; 

Available data on the non-residential capital stock in Mexico \ _, 

summarized in Table 14. Some aspects of that Table which are importunt for 

this section are: 1) census estimates for capital stocks are only available 

for a few sectors from 1980 to the present, and for no sector after 1985; 2) 

the last evaluation of agricultural stock was 1970; 3) depreciation and 

inflation make many current valued annual series suspect; 4) non~governmental 

services account for perhaps half the total. While the lack of census data 

after 1985 weakens the estimates t o follow , there is information from other 

sources, and, moreover, we saw earlier that the distribution of investment has 

not changed much in recent years. Our estimated total value of Mexican 

non-residential capital stock is $3C billion, based on the values reported in 

t he censuses of 1985 for mining, petroleum and manufacturing , and the sectoral 

distribution discussed earlier. 43 With regard to foreign ownership, we used 

the values for the industrial sector which appear in Peres Nunez (1990:19), 

the values for agriculture , mining and petroleum which are reported in Table 

14, and for the service sector, we compare disaggregated figures on the share 

of 'FDI in Mexico reported by Baillet and Cisneros (1988), with the estimated 

capital stock from Table l4a. 

A number of variables, which the OLI perspective asserts are important 

determinants of FDI, will not change in the short run -- R&D, advertising, 

concentration ratios, economies of scale. Moreover, the reduction of tariffs 

inside Mexico should not have a large effect . Thus, there are two major 

variables which will change; governmental restrictions on FDI, and the size of 

the market for Mexican products, both due to internal growth and, more 

importantly, due to greater openness in the US economy. Three different 

scenarios are considered. :he first - which might be called the investment 

liberalization scenario, simply assumes that Mexican productive sectors 

achieve the ratio of foreign ownership which Canada had in 1987 . The second 

scenario analyzes Mexico's unilateral elimination of tariffs in a context of 

increasing returns to scale ' and international mobility of capital, and uses 
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estimates from Sobarzo (1991, version three). To a significant degree, these 

two scenarios both refer to actions which Mexico has already taken. The third 

case, referred to as the NAFTA scenario, attempts to incorporate the effects 

of a partial opening of the U. S . economy on Mexican production and capital 

stock, under the assumption that all of Mexican industry obtains the level of 

import penetration into the U.S. which Mexican automobile production currently 

enjoys (1.5%), and that there is no respons of Mexican investment. Rather 

than model a free trade scenario, the underlying hypothesis here is that the 

access which will be reached by producers in Mexico is essentially a political 

question, and that the automobile case approximates an upper limit. 

As can be seen in Table 25, the first two scenarios involve increases in 

FOI of US$ 14 and 32 billion, respectively. The trade scenario involves an 

increase in $15 billion . While there is significant overlap in the situations 

assumed to underly the first t wo scenarios, they, especially the second, are 

conceptually separable from the third one. Two obvious points of comparison 

are the current level of Mexican exports about US$ 30 billion, and the 

total capital stock , which was estimated at $262 billion. A generous 

assumption would be a time frame for completion of the investments of seven 

years; this would imply an annual increase in the availability of foreign 

exchange of about 10-30% for these scenarios. The eventual increase of the 

capital stock under the combined scenarios, almost $70 billion, would increase 

capital by over one quarter. This is certainly a signficant impact, but the 

reader is reminded that these rough excercises are designed to test the upper 

bounds of the impact of the NAFTA, not the lower ones. 

A different type of message in the estimates in Table 25 concerns the 

sectoral distribution of the impact of the different scenarios . In particular, 

with "unilateral liberalization" there is the largest inflow of capital into 

the service activities . Moreover, by definition, greater access into the US 

market will not directly generate any FOI into services in Mexico, as 

investors will be initially attracted to industry . Furthermore, the 

differences between levels of foreign ownership of services in Canada and 

Mexico are not large enough to have the "investment scenario II predict capital 

inflows which are significant at the macroeconomic level. It is this type of 

consideration which leads to the conclusion that the eventual signing of a 

NAFTA will not be as important for the country as the unilateral trade and 



Table 25. Estimated Changes in Mexican Capital Stock, Different Scenarios 

Initial 
Conditions 

Capital Percentage 
Stock Foreign 

(billion SUS) Ownership 

Total 262 
Agriculture 90 
Mining 6 
Petroleum Extra 15 
Industry 60 
Construction 9 
Services 82 

Breakdown of Industry 
Foodstuffs 5.20 
Beverages 2.75 
Tobacco 0.20 
Textiles 2 . 76 

8 
1 
8 
o 

27 
1 
4 

11 
30 
78 

9 
8 
6 

11 
23 
10 
12 
67 
35 
73 
56 
12 
14 
20 
49 
58 
69 
[.0 

Investment 
Scenario 

Assumed Increase 
Foreign Capital 
Control Stock 

% SUS 

16 
2 

27 
o 

49 
5 

10 

27 
38 
99 
46 

8 
22 
12 
12 
27 
16 
87 
76 

74 
55 
26 
18 
53 
58 
85 
35 

14 
1 
1 
o 

11 
o 
1 

1 
o 
o 
1 
o 
o 
o 
o 
o 
o 
o 
3 
o 
o 
2 
1 
o 
o 
o 
1 
o 

Clothing &Food 0 . 44 
Wood and Cork 1.36 
Furniture&OtherO . 29 
Cellulose&Paper2 . 84 
Printing&Pub. 0.70 
Leather Goods 0.12 
Rubber Product 0.69 
Chemical Prod. 8.24 
Pharmaceutical 0.68 
Oil By-Product 0 . 24 
Non-Metallic 5.35 
Basic Metals 10.06 
MetallicProduct2.25 
Non-Electrical 1.59 
Electrical Mach2.53 
Transport Equip5.67 
Miscellaneous 0.28 
Basic Petroche 7.05 (assumed . ot to change) 

Breakdown of Services 
Transport 14 
Light and Gas 23 
Telephone&Teleg. 3 
Commerce 6 
Others 12 
Gove ' ment 24 

1 
1 
7 

14 
14 
o 

5 
1 

12 
20 

8 

1 
o 
o 
o 
o 

Unilateral 
Trade 

Percent Increase 
Increas ~ ·_ ~p ital 

Capital Crock 
Stock ~ US 

12 
7 

22 
o 

19 
53 
11 

6 
7 
8 

11 
9 

21 

11 

10 
15 
12 

24 
29 
25 
37 
26 
25 
14 

10 
13 

10 
10 

32 
6 
1 
o 

11 
5 
9 

o 
o 
o 
o 
o 
o 

o 

o 
o 
1 

1 
3 
1 
1 
1 
1 
o 

1 
3 

1 
1 

NAFTA 
Scenario 

Growth Incr 
Output Ca" 

% St 

6 
o 
o 
o 

24 
o 
o 

73 
o 
o 

15 
o 

78 
72 
52 

141 
o 

150 
7 
o 
o 
7 
o 

80 
50 
40 
o 

369 

$l 

15 
o 
o 
o 

15 
," 
v 

4 

o 
o 

1 
o 
1 
1 
o 
1 
1 

o 
o 
o 
2 
1 
1 
o 
1 

I 

I 

.'l.se 

i 1 

Capitai Stock is author's adaptation of Table 14. Ownership of Industrial capital from 
Wilson Peres (1990). Foreign ownership of Services from Baillet and Cisneros (1988) 
Foreign Ownership in Canada from CALURA 1987, p. 109; percentage ownership for 
for industry, services, and total reflect Mexican sectoral weights. Trade scenario from 
Sobarzo (1991), version 3. NAFTA scenario utilizes trade penetration , see the text. 
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foreign investment liberalizations of the 1980s. 

Given that there will not be free trade, one is led to assert that the 

outcome of the negotiations depends on the bargaining abilities of the three 

countries' representatives. There are three areas of obvious importance. 

Tariff reduction ; opening up of sectors to FDI, and local content limits. As 

was noted for the so-called auto pact between the US and Canada, the initial 

situation was one of the countries splitting up the production of world class 

auto firms, all from the US. Now, both Mexico and Canada have an incentive to 

invite in investors from other countries who are world class, and wish to sell 

into the US, whose producers have lost their competitive edge . In automobiles, 

this is currently happening with Honda in Canada , and is effectively occuring 

with Mitsubishi via Ford in Hermosillo. It must be recalled that there is a 

tremendous overcapacity of automobile production in North America. While the 

investments of the US companies in Mex1co have made an impact on the country's 

balance of payments, it is unclear that the firms will wish to continue making 

such investments, as well , of course, as there being a question of the 

ultimate impact on Mexico, due to imported inputs. With regard to services, 

the most visible area is banking, which is already being acted on, and which 

an FTA would not affect directly,. Furthermore, Mexico's incentive is 

clearly to seek to broaden its prospects as an export platform for FDI from 

other countries, which , will certainly not appeal to its northern neighbors. 

The Mexican negotiating team faces a difficult challenge . 



NO'l'ES 

1. This approach has had a number of contributors ; the names Dunning, Casson, 
Buckley, and Caves are ,t the forefront . Our brief desc ) otion will follow 
that of Dunning (1988) , The contrasts are with the Hobson/ Lenin theorie ' of 
imperialism, and a version of the Heckscher Ohlin model, in which inter' 
rate differentials lead to internac i onal capital flows. 

2. Many economists, including, apparently, Vernon, now believe that the ~duct 
cycle analysis is quite out of date ; see Vernon (1979) and Giddy ( ) . f so, 
it is because of ov orsuccess . There are differing rates of loss of organ ', cional 
advantages compare '.' to those which are locational, and in both cases t .e speed 
of diffusion is r~ s ing . Furthermore, the traditional centers of technological 
advancement have lost their hegemony , so that, for example , Hong Kong and Korea 
are the initiators of new techniques in textiles . 

3. There are major differences in the ways in which different countries report 
inward or outward FDI, with reinvested profits being the biggest area of 
inconsistency . The Uni ted Natiop o Center on Transnational Corporations (UNCTC ) 
has made significant advances in Ivercoming chis . 

4. While it is clear that price changes severely bias the data , t his author knows 
of no other work which has attempted to correct for this by deflating by a price 
index. This procedure e ffect i vely assumes constancy of real exchange rates, 
which has been less true r ecently . Of course , the calculation is most 
problematic when considering the "Direct Investment Position", which is simply 
the straightforward sum of inflows of FDI , without adjustment for depreciation, 
price changes, etc. Calculations presented below suggest a certain consistency 
between "real" values of assets and sales, and observed indices of employment, 
especially when account is taken of productivity changes . 

5. This decline is even present in the nominal data . 

6 . The avail able data on US FDI sums previous outflows of equity, reinvested 
earnings, and long term intra-company loans; no adjustments are made for 
depreciation or inflation, much less changes in quality. The US Department of 
Commerce has recently initiated some efforts at improving the data (Landenfeld 
and Lawson , 1991). The deflation of the nominal data -- which is r eported in US 
dollars -- by the GNP deflator is a simple attempt to shortcut some of these 
problems. That the data on employment follows the same trend as deflated salaes 
or assets i s supportive of t his methOdology, as is the data from Canada reported 
below. 

7. Blomstrom et al. (1988) suggest t hat this is less true for inve stment from 
Japan than it is for investment from the United States (and Sweden) . A model of 
FDI which is somet ; " OS viewed as better than the OLI as an explainer of Japanese 
investment is pres ted in Kojima (1978). 

8 . This is well documented in the official Canadian source CALURA , which will be 
discussed below . 
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9 . The comparison of the evolution of US FDI in Canada and Europe suggests that 
the divestment out of Canada of which McFetridge (1989) speaks is specific to tat 
country. 

10 . This regression will be updated when the data on industrial concentration 
from the 1987 census become available. 

11. The importance of re.invested earnings in US MNC behavior as been much 
discussed in the literature, see Droucopoulos (1984) and Razin and Slemrod 
(1990). The latter collection of essays gives much attention to the "trapped 
equity" hypothesis, according to which US tax laws provide strong incentives to 
MNC managers to avoid repatriating earnings. 

12. Petroleum is a counterexample to this trend, as are certain services, such 
as transportation and utilities. 

13. See Table 34 of the 1982 Benchmark Survey. This refers to majority owned 
firms. 

14 . The United States and Canada signed an agreement in 1965? according to which 
the value of automotive sector exports into Canada was to be limited by the value 
of production/sales? 

15. See Culem (1988), Ray (1989), Woodward (n.d.), and Scaperlanda (1990). Some 
factors which were not significant include tariffs and nontariff barriers, 
exchange rate instability, and defensive foreign investment. Woodward's paper 
studying the locational distribution of Japanese investment in the US emphasizes 
low unionization and tax rates I and achievement of minimal educational and 
infrastructural levels. 

16. A longer version of this paper will describe the two versions of the 
"Canadian Political Economy." The earlier one, led by Harold A. Innis, 
emphasized the importance of exported staple products in the growth and 
settlement of Canada. The "New" version builds on Innis's emphasis on staples, 
and argues that foreign investment has inhibited the development of a mature 
industrial structure. The links with the Dependency school are very clear. See 
Levitt (1970), and Clement and Williams (1989). The Gray Report (Government of 
Canada, 1972), brought this analysis into public policymaking. 

17 . See Statistics Canada , Fixed Capital Flows and Stocks, 1985. With a total 
capital stock of C$939 billion in 1981, and a GNP' of $344 billion, the overall 
capital output ratio was 2.7; when limited to "productive sectors, it was 1.14 

18. An authoritative discussion of the phases of governmental regul"ation and 
deregulation of Canadian oil and gas is found in Helliwell et al. (1989). 

19. The implication of these items is that the OLI may not be as strong as was 
originally thought. 

20. A similar message is of course revealed by statistics on Canadian industrial 
exports, which are severely slanted towards products like automotive goods which 
are not freely traded. 
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21. These limitations are spelled out in Banco de Mexico (1991) . 

22. Patino was head of the Direcci6n Nacional de Estadistica. T 
calculation is based on official c ensuses ; ~h...: ;":; v _ .. ...unoer assumes ( . 
optimista" ) t hat the national capital stock in a number of areas were 
those of 1930 . Cecena Gamez ( 1970) used data from the 1912 Mexic an YE 
the 170 largest corporations, which were 77% foreign owned. Patino i ­
Womack (1978), and by Goldsmith (1966), who in turn is cited by Freman 
and many others . Vernon (1963) appears to be based on the same u1tim 

1930 
f orma 

.al to 
)ok on 

.. ted by 
(1974) 
source 

as Cecena Gamez; they are cited by Bohrisch and Konig (1968), Villa ~eal ( ) , 
Whiting (1981) and many others. 

23. Meyer ( 1977: 10). The firms were eventually to receive payments of much 
smaller magnitudes, during WWII. 

24. After World War II, the foreign mlnlng companies turned their attention 
towards Chile and Peru , t hereby repeating for Mexico the post World War I 
experience of t he flight from an agressive Mexico to a more hospitable Venezuela. 

25. Cecena Gamez (1969) reports that 84% of the capital of i ndustrial 
corporations was held by foreigners, a finding starkly at odds with t he breakdown 
by nationality of capital invested in corporate industry ( 1886-1910) cited by 
Rosenzweig (1965:453), and included in Table 14 . Cardenas (1987;174) used the 
1935 census to estimate that 70% of the "large" (annual sales over 500 thousand 
pesos) companies were controlled by foreigners. 

26. Note that the data which are based on industrial censuses suggest higher 
foreign ownership than do those based on annual surveys ; moreover I t,he ratios 
calculated from book values are lower than the annual surveys . 

27. While the data in Table l4c hardly show an increase in the relative ownership 
of foreigners, the comparison of the absolute amounts of FDI stocks with GNP data 
after 1970 show a significant increase, which, presumably, is now not outweighed 
by a changing capital output ratio. 

28. Other related items , not elaborated on here, but discussed in United Nations 
(1955), are: 1) the strong short-term instability of U.K. investments; 2) the 
fact that, in addition to Mexico and Canada, the only other country in the 
hemisphere t o received significant investment from the US prior to World War I 
was Cuba; 3) the decline in French and German investments as a result of that 
war; 4) the stagnation of British investments during the inter-war period , and 
their abrupt fall afterwards, apparently through the purchase of their assets by 
nationals , rather than other foreigners; 5) French investments foll o'oed the 
British pattern in emphaSizing railroads and government bonds , while t L , German 
investments were 'nore directed towards industry and primary production . 

29. A very useful treatment of portfolio capital flows is Stallings (1987) . The 
best study of the main source of overseas capital before World War I is Edelstein 
( 1982). 
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30. It might also be noted that the distinction between direct and portfolio 
investment is particularly weak in the case of railroads , and that the value of 
motor vehicles and highways is often not included in reported totals of capital 
stock, thus imposing a downward bias on more recent estimates of capital and the 
capital output ratio. 

31. For a discussion of a falling capital output ratio Mexico over this period, 
see Cossio Izquierdo (1962). 

32. See Sepulveda and Chumacero (173), Fajnzylber and Martinez Tarrago (1976). 
Blomstrom (1983), Casar et al. (1990). 

33. Casar et al . do not regress labor productivity on foreign presence . On their 
Cuadro 11.4 reporting regressions with the dependent variable the rate of growth 
of labor productivity, the inclusion of the rate of growth of output changes the 
sign of the IiNC variable from positive (and statistically insignificant) to 
negative and highly significant . There are clear econometric dangers in single 
equation estimations of what are presumably systems of interactions, a problem 
the OLI literature for Canada or anywhere else has not resolved. More 
importantly, Casar et al. focus on reductions in inter-industrial dispersion of 
labor productivity, a dynamic consideration on which OLI has relatively little 
to say. In addition , note that these papers on Mexico refer to labor 
productivity, while some of the Canadian work mentioned above treats total factor 
productivity . 

34. This was shown by data from the Harvard project, as well as many individual 
case studies, as well as aggregated data provided by the U.S. Department of 
Commerce, analyzed by McFetridge (1987). 

35. A negative effect running from foreign ownership to either R&D or growth was 
obtained by Globerman (1972) and Saunders (1980), while positive influences were 
reported by Globerman (1979), Caves et al. (1980), and weakly in Hewitt (1983). 

36. As described by Dollar ( 1991), South Korea has high R&D levels and very 
impressive technological progress, but the mode of impacting productivity varies 
considerably across industries , depending on the degree of embodiedness of the 
new technology. That country also has a relatively low level of direct foreign 
investment, as we saw in Table 1. 

37. The author notes that this was not a randomly selected group of firms. 

38 . This is discussed in detail in Fajnzylber and Martinez Tarrago (1976). 

39 . Some very important socio-pol i tical issues remain outside the purview of this 
paper, such as the maintenance of a distinct Canadian culture, the different 
legal institutions of the two countries, the question of federalism, and a more 
purely political independence, expressed in terms such as extraterritoriality. 

40. There appears to be a clear division in Canada between political scientists 
and economists on the issue of a free trade agreement with the US. See Young 
(1989). In contrast, in Mexico many economists are against such an agreement, 
while in the US many political scientists are in favor. 
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41. In light of that comment, it is of some interest to note the strength of the 
discussion on NAFTA, which contrasts to the discussion of the government's steps 
of entering the GATT ana liberalizing foreign investment rules. Recalling that 
these actions were taken in the depths of the debt crisis, and were wi.dely 
perceived as unavoidable requirements for debt relief, this author would S ' gest 
that the current discussion on NAFTA is really a deferred but broader deb , .e on 
trade liberalization, and, indeed, modernization. 

42. Attention is called to the large gap between the Banco de Mexico's estimate 
of industrial capital in 1985, and the datum from that year's Industrial Census. 
Were these sources closer, the calculations that follow could have been based on 
the very accessible , and inevitably more authoritative, Banco de Mexico data. 

43. This corresponds to a capital output ratio of 1 . 8, which is well within the 
range of values offered in Table 16. 
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