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Abstract

Foreign Direct Investment (FDI) was a key factors in shaping world’s economy over the last
couple of decades. During this period, it grew faster than trade and was considered vehicle of
increasing integration of the world economy.

In the late 19" and early 20" century, foreign investors were attracted to Mexico due to its
richness in commodities, especially in the mining and oil sector and thus, were pursuing
resource seeking FDI. To transport the raw materials and to be able to set up operations, the
foreign companies had to install communication and electricity systems as well as a
functioning transport infrastructure.

In the mid 20" century until the late 1970s, the Mexican economic policy was characterised
by protectionism and import substitution. Thus, the political stability and the economic
policies, like fixed exchange rates, gave a greater planning reliability to foreign investors,
which might be an explanation for the growing amounts of FDI. Moreover, the receiving
sector portfolio, more and more shifted to the manufacturing sector, in particular the
automotive and chemical industry. The likeliest explanations for these shift are a highly
competitive human capital/cheap labour ratio and Mexico’s location between the North- and
Central-/South American continents. Hence, there has been a shift in the motives for FDI.
Even though the foreign investors are still seeking resources, the main resource they are
looking for now, is cheap and qualified labour, instead of natural resources.

The unstable economic environment in the 1980s, with high external debt, excessive inflation
rates of up to 140% and an overvalued Mexican Peso, lead to capital flight and a sovereign
default.

The liberalisation and privatisation processes, combined with a fiscal stabilisation process
from the late, which started in 1987, lured fresh foreign capital to Mexico. Moreover, the free

trade agreements, especially the NAFTA agreement from 1994, made Mexico highly



interesting to foreign investors, who now also saw Mexico as an attractive target for market
seeking FDI, as goods, which were produced in Mexico, now could be sold tariff free to
many destinations, especially in North- and Latin America. Another reason for the upwards
trend might have been a favourable corporate tax rate and a variety of tax loopholes. All
those factors resulted in high FDI growth rates, averaging 30.5% between 1988 — 1993,

The negative effect of political instability on FDI could be seen in the mid 1990s, when
rebellions and political murder unsettled investors. The effects of the current political and
social instability and insecurity, coming from the drug cartels, which are gaining power and
influence, have yet to be assessed by literature.

Since the late 1990s, FDI is, even though still to the greatest part invested in the
manufacturing sector, gaining more importance in the ICT, (financial-) services and energy
sector, The stable growth rates in the past years and Mexico’s market size, as Latin
America’s second largest economy and largest exporter, might be reasons for that. Moreover,
the discovery of new oil and gas deposits in the Gulf of Mexico, as well as favourable natural
conditions for renewable energies, attract new FDI to Mexico’s energy sector.

From 1980 — 2004, Mexico almost constantly performed over the world average in terms of
FDI as a share of GDP. Reasons are especially high-quality human capital combined with
low wages, considerable natural resource deposits, an outstanding number of free trade
agreements and a favourable location between the North- and Latin American market.
Political- and economic instability might be assessed as negative factors, however, those
conditions were mostly common in developing countries worldwide.

The reasons, why since 2004, Mexico has almost constantly performed below average, are
harder to assess. Reasons might be a relatively high political risk which Mexico gets attested
by the Worldbank. Other reasons might be a high bureaucratic burden, a volatile economic
stability, a transport infrastructure, which gives room for improvement, high energy costs and
omnipresent problems with corruption. The partial privatization of the state owned
enterprises CFE and PEMEX from 2013 might improve the situation, which yet has to be

assessed by literature.
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