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Abstract 

 

Chinese investments in Latin America have been a popular research topic in recent years, 

with China becoming the largest investor and trading partner for important countries in the 

region. However, the case of Mexico is different from its neighboring nations in South 

America. During the past two decades, and despite the lack of diplomatic relations, 

accumulated investment from Taiwan in Mexico surpassed that coming from Mainland China. 

Similarly, Taiwan is among the ten largest trading partners of Mexico, exporting to the latter 

more than 16 times the amount it imports from there. Therefore, this research aims to explore 

the patterns of Taiwanese investments in Mexico, and its impact on bilateral trade, as a way 

to explain its huge imbalance. Theoretically, the study analyzes the evolution of state 

institutions in both countries, highlighting its difference in approach when responding to the 

challenges of industrialization first, and then globalization. By following an independent 

approach, the state in Taiwan was able to advance developmental policies, and eventually 

consolidate domestic industries with national firms creating its own technology and 

knowledge-based assets. The state in Mexico, on the other hand, in spite of the 

implementation of developmental institutions, pursued an integrationist approach, 

strengthening domestic industries, though making them dependent on foreign capital and the 

acquisition of technology coming from abroad. NAFTA became the highest point of 

Mexico’s integrationist approach, hence transforming the country into an attractive export 

platform to the largest consumer market in the world. Looking to remain competitive 

internationally, Taiwanese firms started a process of expanding operations beyond their 

borders, taking Mainland China and Southeast Asia as its preferred destinations, reinforcing 

the creative process of East Asian regional supply chains. Mexico became a complementary 

part for many of those firms’ strategies, leading them to invest in the country, ensuring a 

rapid access to the US market, but pushing them to import large amounts of technology, 

components, and parts from Taiwan and Mainland China. An empirical analysis, combining 

the use of statistical data and interviews, will allow us to better understand the motivations 

behind Taiwanese investments in Mexico, as well as its impact on Mexico’s foreign trade, 

and will be useful when thinking about solutions to correct trade imbalances, while 

expanding bilateral trade for the years to come. 

 

 

Keywords: Taiwan; Mexico; trade relations; trade imbalances; investment; 

developmental state 
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Chapter 1. Introduction 

 

During the past two decades and despite the lack of diplomatic relations or a trade agreement 

between both sides, Mexico received more than US$710 million in foreign direct investments 

from Taiwan, as compared to the US$484 million coming from Mainland China. Similarly, 

Mexico’s bilateral trade with Taiwan has gone from less than US$800 million in 1993, to 

more than US$7 billion in 2015, according to Mexican official figures, being mostly 

favorable to the Taiwanese side. In fact, for the year 2015, Mexican trade with Taiwan 

resulted in a US$6.3 billion deficit, making it one of the sharpest trade deficits Mexico has 

in its foreign trade relations.1 When framing it in the country’s historical trade with the Asia-

Pacific region, we could see that despite Mexico has presented a large trade deficit with most 

of the countries in the region during the past 25 years, the one country which imports less 

from Mexico, as compared to the total amount it exports, is precisely Taiwan. This increase 

in bilateral trade, as well as its deficit for the Mexican part, is derived from the process of 

globalization and successful integration of East Asia, including Taiwan, into the world 

economy.  

At the end of 2001, both mainland China and Taiwan were admitted as members of the 

World Trade Organization (WTO), raising concerns among Mexican officials and scholars, 

who started to depict trade deficit with East Asia as an example of the threat this region 

represented to Mexican domestic industries, and tried to respond by rising protectionist 

measures against the import of Chinese final manufactured goods, and the promotion of 

exports from all types of goods, from minerals and tequila, to cellphones and auto-parts. 

During these years, Mexico negotiated a free trade agreement (FTA) with Japan and 

approached other Asia-Pacific economies, including Taiwan, in an attempt to balance its 

bilateral trade. All these measures have proved ineffective, since the trade balance has kept 

on the rise for more than two decades. The case of Taiwan is illustrative, since it demonstrates 

the difficulties Mexico has gone through to effectively diversify its markets by increasing its 

exports to the island (Table 1.1). By analyzing bilateral commerce from a classical model of 

                                                           
1 For a more detailed presentation of the evolution of bilateral trade, refer to the Sub-Secretariat of Foreign 

Trade, within the Secretariat (Ministry) of Economy, online data, 2016, 

http://187.191.71.239/sic_php/pages/estadisticas/mexico/F7ppx_e.html 
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trading finished goods, the Mexican side has been unable to balance its trade with Taiwan. 

The purpose of this study is to find an alternative view for this problem, and start looking 

north of the Rio Grande as a possible determining factor in Mexico’s economic relations with 

Taiwan and the Asia-Pacific. 

 

Table 1.1. Mexico’s Foreign Trade - Selected Countries, 2015 (millions of USD) 

Country Total Volume Exports (x) Imports (m) Balance m as % of 
x 

United States 523,688.9 318,365.6 205,323.3 113,042.3 64.5% 

Mainland China 72,220.1 5,964.1 66,256.0 -60,291.9 1,110.9% 

Japan 20,153.1 2,608.5 17,544.6 -14,936.1 672.6% 

NICs 25,618.4 3,978.3 21,640.1 -17,661.8 543.9% 

-Hong Kong 1,318.5 1,028.8 290.3 738.5 28.2% 

-Singapore 1,729.0 529.1 1,199.9 -670.8 228.1% 

-South Korea 15,810.2 2,028.3 13,781.9 -11,753.6 679.5% 

-Taiwan 6,760.1 392.1 6,368.0 -5,975.9 1,624.1% 

WORLD 797,105.9 397,128.7 399,977.2 -2,848.5 100.7% 
Source: Data obtained from Mexico’s Ministry of Economy, 2016. 

 

By stating that Mexican integrationist strategy and the evolution of its developmental 

state after neoliberal reforms has had a significant impact on its transformation into an export 

platform to the United States, attracting numerous investments from Taiwan, which also 

resulted in a rise in imports of equipment, technology-intensive components, and other parts 

from the island, this study will offer an alternative view to the large increase in the Mexican 

trade deficit with the latter, and with the East Asian region in general. To reach this goal, I 

use a qualitative methodology, focusing on the manipulation and analysis of secondary data, 

particularly statistics data provided by governmental and intergovernmental agencies; and on 

the elaboration of interviews with officials and businessmen in both countries, in charge of 

the implementation of economic policies, and the motivations behind Taiwanese investments 

made in Mexico during the past twenty years.  

In practice, the outcome of this research can result in the suggestion of new ways to 

balance Mexican trade with Taiwan, by focusing not only in the export promotion to the latter, 

but also in the creation of more domestic and North American regional supply chains, that 

can move the country from an assembler to a high technology producer and net exporter. In 

other words, a reassessment of the integrationist approach, and the adoption of some policies 
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more in tune with the independent strategy followed by those newly-industrialized countries 

in East Asia, including Taiwan. Theoretically, this study can contribute to offer a more 

integral view of how the evolution of the developmental states in the Asia-Pacific region, and 

its responses to globalization challenges, had a deep impact on their bilateral investment and 

trade relations. 

 

 

1.1. Background of the Study 

 

In recent years, the study of Mexico’s economic relations with the Asia-Pacific region has 

been mostly dominated by the topic concerning the Mexican reaction to China’s rise, as well 

as the country’s relations to other major players in the region, particularly Japan. However, 

very few has been written about the Mexico’s interactions with the so-called East Asian 

Newly-Industrialized Countries or Asian Tigers (NICs, namely Hong Kong, Singapore, 

South Korea, and Taiwan), and most of the attention has gone to the case of South Korea, 

mainly due to the latter’s advance in the export of cultural and entertainment material, as well 

as the successful development and merchandising of technology devices under famous 

Korean brands. However, very little attention has been paid to the development of economic 

ties between Mexico and Taiwan. At the same time, most of recent studies developed in the 

Republic of China (ROC or Taiwan) on Latin America has focused mainly in Brazil and its 

rise as a regional power, as well as its economic potential for Taiwanese exports, derived 

from a continuous expansion of the country’s middle class. Taiwan’s allies in Central 

America are also an important subject of study, as well as the different integration 

mechanisms taking place in the region, and the threat posed to Taiwanese interests by an 

increasing influence from the government of the People’s Republic of China (PRC or 

mainland China) there.2  

                                                           
2 Among this type of studies, we can find: Wang, Yu San, “The Republic of China’s Relations with Latin 

America,” in Yu San Wang (Ed.). Foreign Policy of the Republic of China on Taiwan: An Unorthodox 

Approach (New York: Praeger, 1990): 155-178; David Tawei Lee, Elaine Ya-Ling Chen, Wen-Ting Tsai, et al. 

(Eds.), Hands Across the Pacific: Creating a Win-Win Situation in Taiwan-Latin America Relations. (Taipei: 

Sinorama, 1997); Cristopher M. Dent, The Foreign Economic Policies of Singapore, South Korea and Taiwan. 

(Cheltenham, UK: Edward Elgar Publishing Ltd, 2002); Marcos Ancelovici & Sara Jane McCaffrey, “From 

NAFTA to China? Production Shifts and Their Implications for Taiwanese Firms,” in Suzanne Berger & 

Richard K. Lester (Eds.). Global Taiwan: Building Competitive Strengths in a New International Economy. 
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At the same time, the case of China-Mexico relations can be used as an example to 

identify the pattern of the latter’s economic interactions with the rest of the Asia-Pacific 

countries, including Taiwan. The development of China-Mexico relations has also become a 

reference for the study of broader China-Latin America relations. When analyzing these 

phenomena, several scholars tend to compare Mexico’s case with the experiences of other 

regional players, particularly Brazil, Chile, and Argentina. 3  Those countries differ 

considerably from Mexico, in part because they present a more balanced trade with China 

and the Asia-Pacific; and for the case of Brazil and Chile, they possess a notable trade surplus 

with the PRC and other East Asian countries, including Taiwan. Similarly, the countries in 

South America had received large sums of investments from mainland China, largely but not 

only concentrated in infrastructure and primary sectors. Contrariwise, for the case of Mexico, 

accumulated investments from Taiwan have far exceeded those coming from mainland China, 

hence making it very different from the pattern followed among the former´s southern 

neighbors. 

The emphasis placed in the Mexican trade deficit with China, and for that matter 

Taiwan and other East Asian countries, reflects the attention given by the country’s scholars 

                                                           
(New York: M.E. Sharpe, 2005): 166-193; Lucía Chen & Alberto Saladino (Eds.), La nueva Nao: De Formosa 

a América Latina. Intercambios culturales, económicos y políticos entre vecinos distantes. (Taipei: Tamkang 

University, 2008); Thomas Cieslik, “The Role of Greater China in Latin America,” in Baogang Guo & Sujian 

Guo (Eds.), Greater China in an Era of Globalization. (Plymouth, UK: Lexington Books, 2010): 161-184; and, 

Lucía Chen, & Alberto Saladino (Eds.), La nueva Nao: De Formosa a América Latina. Reflexiones en torno al 

bicentenario de las independencias latinoamericanas. (Taipei: Tamkang University, 2010). Some other books 

and articles written in Chinese can be found at the end of this proposal, in the third part of the bibliography 

section. 
3 Some of the studies assessing these topics include: Robert Devlin, et al. (Eds.), The Emergence of China. 

Opportunities and Challenges for Latin America and the Caribbean. (Washington, D.C.: IDB and Harvard 

University Press, 2006); Jorge Blásquez-Lidoy, et al., Angel or Devil? China’s Trade Impact on Latin American 

Emerging Markets –Working Paper no. 252. (Paris: OECD Development Center, 2006); Enrique Dussel-Peters 

(Ed.), Oportunidades en la relación económica y comercial entre China y México.  (Mexico City: ECLAC, 

2007); Anil Hira, An East Asian Model for Latin American Success: The New Path. (Burlington, VT: Ashgate 

Publishing, 2007); Luis Herrera, La China del siglo XXI: reto y oportunidad para México. (Mexico City: 

Mexican Council of Foreign Affairs, 2008); R. Evan Ellis, China in Latin America: The Whats and Wherefores. 

(Boulder, CO: Lynn Rienner Publishers, 2009); Rhys Jenkins & Enrique Dussel-Peters (Eds.), China and Latin 

America: Economic Relations in the Twenty-First Century. (Bonn, Germany: German Development Institute, 

2009); Daniel Lederman, et al. (Eds.), China’s and India’s Challenge to Latin America: Opportunity or Threat? 

(Washington, D.C.: The World Bank, 2009); Alex E. Fernández & Barbara Hogenboom (Eds.), Latin America 

Facing China: South-South Relations beyond the Washington Consensus. (New York: Berghahn Books, 2010); 

and, Adrian H. Hearn & José Luis Leon-Manriquez, China Engages Latin America: Tracing the Trajectory. 

(Boulder, CO: Lynne Rienner Publishers, 2011). 
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and decision-makers when dealing with their relations with the Asia-Pacific region. 4 

Constantly pressured by the small and medium enterprises (SMEs), local manufacturers, 

small retailers and labor unions, Mexican politicians have used this phenomenon to promote 

some protectionist measures against some imports from Asian countries, particularly China, 

and to file several controversies against the PRC, and complaints about the latter’s unfair 

commercial practices before the WTO. Some experts concerned with this fact, and in favor 

of following a more pragmatic trade policy towards the region, have begun to call for looking 

different ways to balance trade. So far, the most optimistic proposal, and the one which has 

gained more attention from policy-makers, is the one related to take advantage of the huge 

markets offered by the Asia-Pacific countries. 5  However, very few proposals have 

materialized, and Mexico’s exports to Taiwan have been unable to show a sustained increase, 

and have rather followed a road filled with ups and downs.  

Despite both countries sharing a certain similarity in their export structure, the Mexican 

government can do more to encourage cooperation with Taiwanese firms investing in the 

country, as well as potential investors, in order to promote the creation of domestic 

production and supply chains. Those chains could have the purpose to increase intra-firm and 

intra-industry trade, as a way to increase bilateral trade, while reducing Mexico’s trade deficit 

with Taiwan. Currently, Mexican exports to Taiwan are now focusing on minerals and other 

commodities, such as salt, reminding us of the “Latin-Americanization” of Mexico’s 

commercial relations with Taiwan, mainland China and the Asia-Pacific.6 However, even 

                                                           
4 Among those studies related to the topic of the Mexico-China trade relations, and the Mexican deficit we can 

count:  Francisco J. Haro, “China en el norte de América: la relación con México y Estados Unidos,” in Nueva 

Sociedad, no. 203, (April 2006): 160-170; and, Enrique Dussel-Peters, op.cit. (2007): 113-406; Luis Herrera, 

op.cit., 24-31. 
5 Examples of those proposals can be found in: Roberto Zapata, “China y Asia-Pacífico: una oportunidad para 

la política comercial de México,” in Enrique Dussel-Peters & Yolanda Trapaga, (Eds.), Hacia un diálogo entre 

México y China: Dos y tres décadas de cambios socioeconómicos. (Mexico City: Mexican Senate, 2010): 367-

384; Zhimin Yang “Cooperación económica y comercial entre China y México: elevando el nivel desde una 

óptica estratégica,” in Enrique Dussel-Peters (Ed.), 40 años de la relación entre México y China: acuerdos, 

desencuentros y futuro. (Mexico City: Cechimex-UNAM, 2012): 107-119; and, Enrique Dussel-Peters “The 

Auto Parts-Automotive Chain in Mexico and China: Co-operation Potential”, in The China Quarterly, 209, 

(March 2012): 82-110. 
6 “Latin-Americanization” is understood as the process when a country becomes highly dependent on the 

exports of commodities and raw materials. Nowadays, with countries in South America, mainly Argentina, 

Brazil, and Venezuela, experiencing severe economic recession, it remains clear that these nations’ economic 

boom from last decade was mainly sustained on the high prices of commodities, driven in part by the rising 

Chinese demand. Cfr. Beatriz Carrillo et al., “Beyond Asymmetry: Cooperation, Conflict and Globalisation in 

Mexico-China Relations,” in The Pacific Review, 24, no. 4, (December 2012): 421-438. 
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when those sectors have obtained great benefits from exporting to the East Asian markets, it 

is still unlikely that their performance will suffice to balance trade in the medium term. 

Therefore, more studies are needed to identify possible solutions, by analyzing the 

phenomenon from a different perspective. 

 

Table 1.2. Export of Manufactures as Percentage of Total Exports in 

Large Latin American Economies, 1990-2014 (%) 

Year Argentina Brazil Mexico 

1990 29.1 51.9 43.5 

2000 32.5 58.4 83.5 

2005 30.8 53 77.1 

2010 33.2 37.1 76 

2014 32.1 34.8 78.7 

Source: Data obtained from the World Bank’s International Trade Database, 2016. 

Note: These numbers can be considered an evidence of a partial deindustrialization process occurred in the 

largest economies in South America, derived mainly from their emphasis in the export of commodities during 

the past 15 years. In contrast, Mexico maintained high levels of industrialization during the same period. 

 

By bringing into consideration Mexico’s integrationist approach to the challenges 

posed by neoliberalism, as exemplified in the latter’s economic integration to North America, 

this study intends to offer a different perspective of the problem, connecting the large trade 

deficit with Taiwan, with the larger bilateral trade that Mexico has carried with the United 

States. The large import of manufactures from Taiwan is not an exclusive phenomenon of 

Mexico. The key point then is to identify that imports of Taiwanese products also include 

those parts or semi-finished goods that have helped Taiwan-based multinational enterprises 

and some Mexican sectors to remain competitive in international markets. By following an 

independent approach, Taiwan could create an important domestic technology sector, with 

competitive and innovative national champions, which has not been possible to achieve under 

the integrationist approach currently followed by countries like Mexico.7  

As a result, the latter has become an assembler and export platform for those countries 

who followed an independent path. Contrary to the case of the large economies in South 

America, Mexico was able to avoid experiencing deindustrialization, and it remains as the 

most industrialized economy of Latin America (Table 1.2). However, the price to pay has 

                                                           
7 Alice Amsden, The Rise of the Rest: Challenges to the West from the Late-Industrializing Economies. (New 

York: Oxford University Press, 2001): 251-283. 
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been an ever increasing trade deficit with most of the countries in East Asia, including Taiwan, 

and an inability to develop indigenous technology industries. Here is where the main practical 

significance of this study relies. With this in mind, it will be possible to identify 

complementary approaches to deal with the Mexican trade deficit with Taiwan and other 

Asia-Pacific nations, as well as dealing with the economic bilateral agenda, and the concerns 

of Mexican policy makers to find a way to sustainable growth and development. 

 

 

1.2. Problem Statement and Significance of the Study 

 

In the next paragraphs, I will note the way Mexico’s integrationist approach, and its economic 

assimilation into the North American region has had an impact on its trade relations with 

Taiwan, causing a deep growing trade deficit with the latter. As noted before, Mexican 

integrationist approach and its use of NAFTA, which I consider the one of the main 

independent variables in this study, represented the key element in the economic integration 

process of the region. Between the 1940s-1970s, Mexico followed a strategy of Import 

Substitution Industrialization (ISI), centered around the concept of “Estado desarrollista” or 

developmental state. High rates of economic growths were reported during more than three 

decades, until the model was exhausted and the country entered default in 1982, provoking a 

serious economic debacle for the whole region on which was known as the ‘lost decade.’ 

 After this traumatic episode, neoliberal reforms began to be implemented in the 

country, and the responses from the once-dominant developmental state led to the deepening 

of an integrationist approach, being the negotiation of a free trade agreement with the United 

States, the most important element in this new strategy. Through NAFTA, the three 

negotiating governments agreed to eliminate the trade barriers among them, in order to 

constitute a bigger common trade area and boost economic growth, based on the ideas of 

FDI-led economic efficiency, product specialization and economies of scale. For the Mexican 

government, NAFTA represented the opportunity to give continuity to its process of 

economic liberalization, deregulation and insertion into the World markets, making it 
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difficult for future administrations to change the neoliberal agenda pursued by previous 

administrations since 1983.8  

By guaranteeing the preservation of these neoliberal trends, the Mexican government 

sought to gain more access to international markets and foreign investments, in competition 

with other emerging economies, like the former Socialist countries in Eastern Europe, China, 

the Asian Tigers, and other major Latin American countries. The immediate years after the 

signature of NAFTA, from 1995 to 2003, Mexican exports grew at a remarkable pace, and 

the United States became their major destination, by acquiring more than 70% of them, and 

getting close to 80% in recent years, according to official data from the Mexican central bank. 

One of the main goals of Mexico was to take advantage of globalization and the outsourcing 

trends in global production, by offering the country’s cheap labor and the existing 

infrastructure, developed during the years of the successful developmental state, to assemble 

intermediate goods and export them as final goods to the American market. This way, Mexico 

could consolidated itself as a manufactured goods exporter, and would reverse its dependency 

on oil exports, which was a main characteristic of the economy since the mid-1970s, and 

caused the severity of the economic crises that struck on the country during that decade and 

the early 1980s. The implementation of this strategy, aimed in part to promote the country as 

an attractive destination for FDI and an assembler of high technology products and add value 

to its exports, helps explain the interest of the government in signing several FTAs with other 

countries in the world. 

Mexico is one of the countries having the most FTAs negotiated with other nations or 

blocs in the globe, totaling 43 national economies, encompassing 67% of the world GDP. 

The government has stressed that this is also a way to increase and diversify the markets for 

Mexican exports. Nevertheless, even when the strategy was successful in expanding the 

structure of Mexican exports and take them away from the oil industry dominance, the 

majority of exports still have the US as their final destination. The reason for the dependency 

on the US market needs to be analyzed in further research; however, if the hypotheses 

proposed in this study are true, the variety of FTAs signed by Mexico might be seen as a way 

to have preferential access to other countries’ technologies, particularly Japan and the EU, in 

                                                           
8 Maxwell A. Cameron & Brian W. Tomlin, The Making of NAFTA: How the Deal was done? (Ithaca: Cornell 

University Press, 2002): 57-80; 208-222. 
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order to keep importing HT parts that would be assembled in Mexico and later exported as 

final goods to the United States.9 

The integrationist approach and the country’s economic incorporation into North 

America was then used by multinational enterprises (MNE) to move some of their assembling 

processes to Mexico, investing in the country motivated by efficiency-seeking factors, by 

taking advantage of the cheap labor and geographic position of the country, next to the largest 

consumer market in the world. However, because of globalization and the outsourcing 

dynamics that became popular during the past twenty-five years, some of these multinational 

corporations also took some of their operations to East Asia, who offered part of the same 

advantages that Mexico, except for the shared border with the US. Therefore, these 

corporations, including many that were based in Taiwan after the latter’s successful 

industrialization process, devised production process where the design, use of high 

technology and marketing of the products were based in Taiwan (or other countries, such as 

Japan and the US), while the labor-intensive parts of the process were developed first in East 

Asia, and then carried to Mexico for the final assembly stages. 

In the same way, the negotiations of NAFTA made almost impossible for the Mexican 

government the development of an industrial policy, which is usually identified with 

protectionism and mercantilism. Consequently, Mexico has been unable to respond to the 

demands of local producers who have been hardly hit by Asian competition, and cannot 

develop an integral strategy, including the development of efficient financial markets, to 

assist them and make them more competitive and attractive to investments, as other 

governments in East Asia, who followed an independent approach, have successfully done.10 

In the end, the combination of these factors made Taiwanese investments in Mexico to grow 

considerably since the late 1990s, consequently making exports from Taiwan and mainland 

China to Mexico to grow much faster than its imports, producing a large trade deficit with 

those places for the Mexican part. It is important to remember that since these countries share 

a similar structure in their exports, different from other economies in South America, like 

                                                           
9 Amapola Grijalva, “Los efectos de las incongruencias arancelarias en las relaciones comerciales México-

Estados Unidos-China. Una propuesta alternativa a la política de protección,” in Enrique Dussel-Peters & 

Yolanda Trapaga (eds.). op. cit., 391-415. 
10 José Luis León-Manríquez, “China’s Relations with Mexico and Chile: Boom for Whom?” in Adrian H. 

Hearn & José Luis León-Manríquez (eds.), op. cit., 159-186. 
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Brazil, Chile and Peru, which mainly export raw materials and have had the opportunity to 

develop a trade surplus or a more balanced trade relationship with Taiwan and Mainland 

China, Mexico does not have a good chance to increase its exports to these places in the short 

or medium term. 

As mentioned above, Mexican politicians and some influential sectors in society have 

manifested their concern with the country’s bilateral trade deficit with China and other 

countries in East Asia, including Taiwan. Responding to these concerns, some Mexican and 

international economists have tried to show how the increasing imports from this region have 

threatened local industries, forcing hundreds of factories to shut down and thousands of 

people to lose their jobs.11 An important part of the business community has tried to seek for 

government’s protection, but also proposed the authorities to encourage strategic industries 

to export to East Asia, as a way to compensate trade imbalances. Other studies, like those of 

Enrique Dussel Peters and Francisco Haro, have tried to identify the industries where Mexico 

is more competitive than these countries, as a way to increase bilateral cooperation, increase 

investment in the country, and eventually balance bilateral trade.12 Therefore, the proposed 

solutions to trade imbalances are the same as those suggested by the economic theory, by 

reducing imports through protective measures, and increasing exports through subsidies. 

However, these initiatives have not been entirely successful, because they are mainly focused 

in the trade of final goods and do not pay attention to trade in parts and intermediate goods. 

This study will go beyond this by acknowledging an additional cause of the increasing 

Mexico’s trade deficit with Taiwan, and proposing solutions that can be beneficial to the 

overall economy, and not only to the final goods’ industries where Mexico possesses an 

advantage that can easily be decreased in the future. The strategies that have led Mexico to 

become an assembler should be broadened to include a more integral set of industrial and 

financial policies aimed at the development of domestic production and supply chains 

capable to absorb the foreign technology first, and then to start creating its own. To do this, 

it is necessary to promote the development of industries that can supply the MNC and local 

firms manufacturing in the country, to make it less dependent on the imports of parts from 

other countries, including Taiwan. This way, Mexico will be able to modify the adoption of 

                                                           
11 Robert Devlin, et al., op. cit.: 109-130, 175-190; and, Jorge Blázquez-Lidoy, et al., op. cit.: 17-27. 
12 Francisco J. Haro, op. cit.: 160-170; and, Enrique Dussel-Peters, op. cit. (March 2012): 82-110. 
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an integrationist approach, getting closer to the independent approach followed by the East 

Asian NICs, going from assembler to outsourcer, and finally to a net high technology 

exporter country, with its own internationally competitive brands and a bigger presence in 

the world markets. 

 

 

1.3. Literature Review 

 

The post-World War II period has been characterized as a time of economic expansion in 

most of the globe, with important cases of rapid high-growth, such as the reconstruction of 

Western Europe and Japan, and the development of the so-called newly industrializing 

countries (NICs). Being greatly influenced by Keynesianism and the success of the New Deal 

in the United States, the post-war international economic organizations sanctioned a more 

interventionist role of the state in the economy, and other important mechanisms which 

allowed different parts of the world to achieve higher levels of industrialization and 

development. It was John Ruggie who better captured the tendencies of the time, when he 

adopted the term ‘embedded liberalism’ in 1982, to describe this combination of promotion 

of free trade on one side, with domestic instruments to regulate the economy, in order to 

maintain proper degrees of welfare, employment and growth, on the other side.13 It was also 

during the 1980s that the economic performance of Japan was consensually accepted as the 

most extraordinary economic miracle of the postwar era.14 

 Spending many years studying the Japanese case, Chalmers Johnson published one 

of the first serious analysis on the developmental state, the same year as Ruggie’s article. In 

MITI and the Japanese Miracle, Johnson made an important effort to explain the main 

features which can be found in a developmental state, insisting on the relevance of institutions 

and their capacities to promote economic growth through the elaboration of industrial 

                                                           
13  John Gerard Ruggie, “International Regimes, Transactions, and Change: Embedded Liberalism in the 

Postwar Economic Order,” in International Organization, 36, no. 2 (Spring 1982): 379-415; also found in John 

Gerard Ruggie, Constructing the World Polity: Essays on International Institutionalization. (New York: 

Routledge, 1998). 
14 Some of the most remembered works on this topic include: Herman Kahn, The Emerging Japanese Superstate: 

Challenge and Response. (London: Penguin Books, 1973); and, Ezra F. Vogel, Japan as Number One: Lessons 

for America. (Boston: Harvard University Press, 1981). 
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policies, and the selection of winning and losing sectors within the economy. Similar 

institutions to the Japanese Ministry of International Trade and Industry (MITI) could also 

be identified in other places, making different authors interested in explaining the 

phenomenon of developmental states in other countries, following Johnson’s example.15 The 

mid-1980s and early 1990s saw a series of important works on the concept of developmental 

state, identifying it as one of the main causes for the successful industrialization of those 

countries in East Asia, particularly the so-called Four Tigers (Hong Kong, Singapore, South 

Korea, and Taiwan), as well as other parts of the world with lesser achievements. 

 Works like the volume edited by Frederic Deyo, The Political Economy of the New 

Asia Industrialism, in 1987, containing relevant observations by promising development 

scholars of the time, such as Richard Barrett, Bruce Cummings, Peter Evans, Stephan 

Haggard, Chalmers Johnson, and Hagen Koo, among others, emphasized the importance of 

the concept of developmental state to understand the successful economic trajectories 

followed by the NICs in East Asia.16 Months later, in 1989, Alice Amsden published her 

research on the role of state institutions in the industrialization and rapid economic growth 

process in the Republic of Korea (ROK), under the title Asia’s Next Giant: South Korean and 

Late Industrialization, which became a reference in the study of developmental states. 

Amsden’s arguments became popular, for challenging the orthodox approach to free markets 

as the best tools for development, noting that one of the main features of South Korean 

successful industrial promotion was precisely ‘getting the prices wrong.’ This meant that the 

state used mechanisms to distort the markets, in order to encourage large investments in those 

sectors primarily considered as strategic for future economic prosperity.17 

 This view was also displayed, together with other elements stressing the use of 

comprehensive industrial policies, by Robert Wade in his book, Governing the Market: 

Economic Theory and the Role of Government in East Asian Industrialization. One of the 

key features, according to Wade, which made the countries in the region more successful 

than other developing nations, was that of the skillful mobilization of resources by the state, 

                                                           
15 Chalmers Johnson, MITI and the Japanese Miracle: The Growth of Industrial Policy, 1925-1975. (Stanford: 

Stanford University Press, 1982). 
16 Frederic C. Deyo (ed.), The Political Economy of the New Asian Industrialism. (Ithaca: Cornell University 

Press, 1987). 
17 Alice H. Amsden, Asia’s Next Giant: South Korea and Late Industrialization. (New York: Oxford University 

Press, 1989). 
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derived from higher saving rates imposed on their populations.18 That same year, Stephan 

Haggard published Pathways from the Periphery: The Politics of Growth in Newly 

Industrializing Countries, where he also noted the strength and weaknesses of developmental 

states, particularly those in East Asia, but also compared them to those in Latin America, 

specifically Brazil and Mexico. The main difference identified by Haggard, between these 

two groups of countries, was that the latter followed a strategy of import substitution 

industrialization (ISI), depending largely in their domestic markets; while the former 

combined some of the ISI elements, with an export-oriented strategy, due mainly to their 

smaller populations and limited natural resources.19 That year marked the end of a decade 

that had separated developmental states in both regions, regarding East Asian countries as 

the ultimate winners in a competition to achieve higher levels of industrialization, while the 

Latin American states performed poorly and went from crisis through crisis during the 1980s 

and early 1990s, suffering the consequences of mismanagement and overexposure to foreign 

capital. 

 This distinction was at the center of the debate, which made the works cited above 

powerful responses to the academic trend being followed in many universities and 

institutions in the West. After the breakup of the Bretton Woods System, and the related 

crises of the 1970s in the developed world, the classic approach was regaining force, and the 

ideas of prewar and wartime scholars, like Friedrich Hayek, were rescued by Milton 

Friedman and other economists, who made the state and its excessive intervention in the 

markets, as the sole responsible for the chaotic state of the economy during those years.20 A 

plea for more open markets, lesser regulations, and the rapid and large-scale privatization of 

the economy were the main components of a prescription suitable for all cases, according to 

this trend, later known as economic neoliberalism. Having strong defenders and proponents 

                                                           
18  Robert Wade, Governing the Market: Economic Theory and the Role of Government in East Asian 

Industrialization. (Princeton: Princeton University Press, 1990). Wade published a new edition of his book in 

2003, updating some of his ideas, and explaining some of the causes of the 1997 Asian Financial Crisis. 

However, the basic arguments remained unchanged, suggesting that neoliberal paths were not the answer, but 

part of the problem in finding a sustainable way for industrialization and economic development. 
19 Stephan Haggard, Pathways from the Periphery: The Politics of Growth in Newly Industrializing Countries. 

(Ithaca: Cornell University Press, 1990). 
20 Friedrich A. Hayek, The Road to Serfdom. (Chicago: The University of Chicago Press, 1944); and, Milton 

Friedman, Capitalism and Freedom. (Chicago: The University of Chicago Press, 1962). Some of the chapters 

of these books were reproduced in: Naazneen H. Barma and Steven K. Vogel (eds.), The Political Economy 

Reader: Markets as Institutions. (New York: Routledge, 2008): 87-116. 
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in the American and British administrations of the 1980s, neoliberal views were replacing 

those of an embedded liberalism, promoting an economic liberalization across the world, and 

a fairer competition for international capital and investments. Therefore, the international 

financial institutions started the advancement of a set of policies, later known as Washington 

Consensus, emphasizing the importance of macroeconomic stability, mainly through 

monetary policy, as the basic framework for a sustained and healthy economic growth.21 

 The literature on the concept of developmental state of the late 1980s and early 1990s 

was thought as a response to orthodox economists, from political scientists in the Political 

Economy study field, stressing the importance of institutions in the success of late 

industrializing countries, and the weaknesses of markets for that purpose. Therefore, ideas as 

those advanced by Amsden, Haggard, and Johnson, among others, were relevant to give an 

alternative view to neoliberalism, inviting to look at the case of East Asian countries, to 

understand the difficulties of proposing a universalistic prescription for development. 

However, and despite the huge success and resilience of those states, the rest of the 

developing world, particularly Latin American, Eastern Europe and Africa, were in high need 

of foreign capital and investments, hence taking the decision to embrace the Washington 

Consensus, partly or mostly liberalizing their economies, and putting aside their desires to 

adopt certain features of the East Asian developmental states. 

 As an effort to discredit the interventionist state, some scholars started to respond to 

the developmental state literature, arguing that the success of East Asian countries owed more 

to their responsible management of macroeconomics, which also led to the formation and 

accumulation of human and physical capital, rather to an indiscriminate intervention in the 

economy. This vision was best portrayed in a famous report, The East Asian Miracle: 

Economic Growth and Public Policy, elaborated by the World Bank, and published in 1993. 

One of the purposes of that study, was recommending other developing countries not to 

formulate comprehensive industrial policies and other mechanisms which could distort the 

functioning of free markets, which eventually created more difficulties than solutions.22 In 

                                                           
21 For a complete analysis on the effects and motivations behind the Washington Consensus, please refer to 

John Williamson and Pedro P. Kuczynski (eds.), After the Washington Consensus: Restarting Growth and 

Reform in Latin America. (Washington, DC: Institute for International Economics, 2003). 
22 World Bank, The East Asian Miracle: Economic Growth and Public Policy. A World Bank Policy Research 

Report. (New York: Oxford University Press, 1993). 
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the same tune, one year later, Paul Krugman published an article in Foreign Affairs, trying 

to diminish the furor over the East Asian developmental states, by claiming that their growth 

was based on the mobilization of resources, but not on the increase of the total-factor 

productivity, which is the one allowing the developed societies to sustain growth even after 

decades of having achieved a higher industrialized stage. In his argument, Kruger predicted 

a slower growth for the East Asian countries in the years ahead, also showing himself critic 

of some of the policies followed by developmental states in the NICs.23 

 The 1997 Asian Financial Crisis (AFC) put a lot of pressure on the developmental 

states in the region, reinforcing the view of the necessity of having more liberalized 

economies, and the failure of state intervention to prevent these kind of attacks on national 

currencies, which was started to being common place in developing countries during the 

1990s. Neoliberal reforms were promoted in these countries of East and Southeast Asia, 

weakening the popularity once enjoyed by the developmental state in this part of the world. 

The constant attacks on the developmental state, and the increasing trend of globalization 

and liberalization of economies around the world, led to a partial or full dismantlement of its 

institutions on most of the countries that had adopted this strategy in the past. After a decade 

of neoliberal-inspired changes, new works on the developmental state went on the defensive, 

insisting that industrial policies were the key to success for some of the NICs, and using a 

comparative framework to counteract the assumption of a universal remedy for late 

industrializing countries to catch up with the West, as the Washington Consensus attempted 

to claim for its recipes.  

 Some of the most important works include that of Peter Evans, Embedded Autonomy: 

States and Industrial Transformation, in particular its chapter on States, where the author 

elaborates a fine comparison based on the relative embedded autonomy of states and their 

bureaucracies, from other social and foreign interests, identifying the developmental states 

of East Asia as those more successful in the combination of embeddedness and autonomy, 

leading to a more rapid industrial transformation, as compared to predatory and intermediate 

states, being Zaire, and Brazil and India, respectively, illustrative cases.24 

                                                           
23 Paul Krugman, “The Myth of Asia’s Miracle,” in Foreign Affairs, 73, no. 6, (November/December 1994): 

62-78. 
24 Peter Evans, Embedded Autonomy: States and Industrial Transformation. (Princeton: Princeton University 

Press, 1995). 
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 Those new works emphasized the comparative element, to show that the success of 

East Asian developmental states went beyond their fine macroeconomic performance, as 

claimed by the neoliberal theory.25 Emphasizing the role of institutions, but also of cultural 

factors, geography, and historical processes, experts on developmental states offered a 

response to neoliberalism, and tried to influence on the changes that were taking place on 

those countries. Other relevant books comprise the volume of Meredith Woo-Cumings, The 

Developmental State, where she reunited some of the most renown scholars on this field, who 

identified the most common characteristics in developmental policies followed by different 

states across the world, particularly the first part, with chapters by Bruce Cumings, Chalmer 

Johnson, T.J. Pempel, and Ha-Joon Chang, approaching the concept from a historical and 

institutional perspective; while the second part consists of chapters illustrating the 

experiences of more states in other regions, highlighting their successes and failures, such as 

the cases of France in Western Europe, Brazil and Mexico in Latin America, and India in 

South Asia.26  

 Following this comparative trend, Alice Amsden published The Rise of the Rest: 

Challenges to the West from the Late-Industrializing Economies, in 2001. Amsden’s is a 

detailed account of the historical processes followed by a group of late-industrializing 

countries, identified by the author as “the rest”, as opposed to the Western developed 

economies and Japan. The analysis associated the degree of success on late industrialization 

to the existence of certain features, mainly the well-functioning institutions capable of 

promoting the development of knowledge-based assets rather than commodity or primary 

product-based assets, meaning more technological capabilities, as well as the so-called three-

pronged investments.27 In her work, Amsden highlighted the successes of those countries 

                                                           
25 Comparative studies were not new in this field. After the collapse of Latin American economies in the 1980s, 

and the interruption of rapid economic growth in the region, particularly in those countries previously 

considered as miracle economies, Brazil and Mexico, some analytical comparisons between this region and 

East Asia began to be arise. A good example is the book written by Ching-yuan Lin, who performs a detailed 

analysis on the possible causes of the Latin American economic difficulties, the successful management of the 

East Asian economies, and their different reactions to external shocks, such as the 1970s oil crises. Lin, Ching-

yuan, Latin America vs East Asia: A Comparative Development Perspective. (New York: M. E. Sharpe Inc., 

1989).  
26 Meredith Woo-Cumings (ed.), The Developmental State. (Ithaca: Cornell University Press, 1999). 
27 According to Amsden, the three-pronged investments consist in investment on 1) large-scale production units 

and capital goods; 2) modern management practices and railroad infrastructure; and, 3) distribution networks. 

Combined, these three-pronged investments could help explain the success of late-comers in the 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

30 

 

whose paths or models were more institutionally integrated with the developmental state, and 

offers an important distinction in response to the neoliberal challenges, between those 

countries of the rest following an independent strategy (China, India, Korea, and Taiwan), 

and those following an integrationist strategy (Argentina, Brazil, Chile, Mexico, and Turkey). 

The main difference between these two groups of states, is that the former prioritized the 

creation and development of domestic knowledge-based assets, while the latter opted for the 

acquisition of technology coming from abroad, and embraced more liberal policies, as a way 

to attract more foreign investment and business know-how practices from more developed 

economies (Figure 1.1).28 

 The first decade of the new century experienced a change on the way to approach the 

concept of developmental state. The neoliberal triumph meant that this idea, as commonly 

conceived, was no longer useful to explain the current economic situation of countries in East 

Asia and Latin America. Therefore, many scholars decided to study the impact of different 

sociopolitical and economic developments on the notion of developmental state. The arrival 

of electoral democracy in these two regions of the world, particularly in South Korea and 

Taiwan, meant a difference of practice on the institutions related to the developmental states, 

as noted in articles by Lowell Dittmer, Yun Tae Kim, Joseph Wong, and Yu-shan Wu.29 At 

the same time, by the end of the decade, some debates about the fate of the developmental 

state unfolded, noting the weakened position it held during the globalization era, as compared 

to the postwar decades. Examples of this debate are the analysis of Hugo Radice, Richard 

Stubbs, and particularly a volume on the applicability of the developmental state institutions 

during the 21st century in South Africa, edited by Omano Edigheji, containing important 

contributions from Peter Evans and Ha-Joon Chang.30  

                                                           
industrialization process, contrasting with the early arrivals of the countries in the North Atlantic. Amsden, op. 

cit., 2001: 70-97. 
28Ibid: 284-294. A more detailed explanation of the differences between the independent approach and the 

integrationist approach will be elaborated in the following chapters. 
29 The referred articles are: Lowell Dittmer, “The Asian Financial Crisis and the Asian Developmental State,” 

in Asian Survey, 47, no. 6 (November/December 2007): 829-833; Yun Tae Kim, “Neoliberalism and the Decline 

of the Developmental State,” in Journal of Contemporary Asia, 29, no. 4 (1999): 441-461; Joseph Wong, “Re-

Making the Developmental State in Taiwan: The Challenges of Biotechnology,” in International Political 

Science Review, 26, no. 2 (2005): 169-191; and, Yu-shan Wu, “Taiwan’s Developmental State: After the 

Economic and Political Turmoil,” in Asian Survey, 47, no. 6 (November/December 2007): 977-1001. 
30 The referred articles are: Hugo Radice, “The Developmental State under Global Neoliberalism,” in Third 

World Quarterly, 29, no. 6, (2008): 1157-1177; and, Richard Stubbs, “What Ever Happened to the 

Developmental State? The Unfolding Debate,” in The Pacific Review, 22, no. 1, (March 2009): 1-22. The 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

31 

 

Figure 1.1. Differences between the Independent and Integrationist Approaches 

 Independent Approach Integrationist Approach 

Use of financial 
assets 

 Preference for banks to finance 
industrialization, rather than relying on 
stock exchange markets Emphasis in a 
strict control and banking regulations, 
and an important role of state-owned 
finance institutions. 

 The state limits or bans foreign 
participation in the domestic banking 
system. 

 Noticeable use of capital 
controls and moderate intervention in 
exchange rates. 

 The state continues relying 
heavily in foreign and domestic 
borrowing for its projects. 

  The state encourages the 
existence of a mix banking system, with 
public- and private-owned banks. 

 Total or partial foreign 
ownership of banks is not regarded as 
entirely negative, considering the better 
and modernizing practices they could 
bring with them. 

 Liberalization of capital flows 
and exchange rates. 

Attitudes 
towards FDI 

 Limits its participation in the 
local industries, selecting only those 
where FDI is not perceived as a threat. 

 Preference for joint ventures 
with a strong emphasis in technology 
transfer. 

 Offers them macroeconomic 
stability, political certainty, clear 
regulations, and skilled and semi-skilled 
labor force. 

 Welcomes FDI in most of the 
industries, thinking of it as a natural 
corrector for the flaws in previously 
protected domestic industries. 

 Allows partial or total foreign 
ownership of companies, with many 
benefits regarding taxes and land. 

 Does not emphasize technology 
transfer, but imitation of better business 
practices and know-how from successful 
MNCs. 

Use of 
technology and 
knowledge-based 
assets 

 A strong emphasis in the 
development of local sources of 
technology and innovation. 

 The state plays a decisive role in 
the first stages of local research and 
development, through local content 
requirements, heavy funding in projects, 
education, and promotion of joint 
ventures. 

 The state facilitates the links 
between universities and the private 
sector. 

 The first efforts include reversal 
engineering, moderately encouraged by 
the state. 

 Once national champions are 
created, the state gradually decrease its 
prominent role, but continues some 
policies in order to enhance 
competitiveness. 

 A concrete preference for 
acquiring foreign technology at different 
stages of industrialization, as a way to 
upgrade the competitiveness of local 
industries. 

 The state considers its 
limitations to promote local sources of 
innovation, and develop policies to 
integrate foreign technology into local 
production of goods and services. 

 Public investments in R&D 
remain rather small, thinking of the 
private sector as a more effective actor. 

 The state relies on market 
instruments to boost innovation, 
multinational corporations will 
automatically transfer technology to 
local industries, hence there is no need 
for highly interventionist policies. 

Examples South Korea, Taiwan, India, China (after 
1978) 

Chile, Brazil, Mexico, Turkey 

Source: Adaptation from Alice H. Amsden, The Rise of the Rest, op. cit., 268-284. 

                                                           
referred book is Omano Edigheji (ed.), Constructing a Democratic Developmental State in South Africa: 

Potentials and Challenges. (Cape Town: HSRC Press, 2010). 
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 As the above review indicates, there is an abundance of literature on the concept of 

developmental state, especially those works emphasizing its origins and development prior 

to the arrival of globalization and the triumph of neoliberalism. However, there is not much 

analysis performed on the evolution of the developmental state in the first years of this 

century, in particular there are not many studies furthering the distinction made by Amsden, 

between “independent” and “integrationist” states. It is precisely this differentiation, that will 

help us explain the current situation of Mexican trade deficit with the Asia Pacific countries, 

and for the case of this research, with Taiwan. 

 

 

1.4. Main Hypotheses 

 

The next hypotheses represent the different relations that are expected to be observed when 

studying the phenomenon in question. From the first to the third ones, these hypotheses can 

be seen as the different stages that finally led to the Mexico’s large trade deficit with Taiwan, 

taking its integrationist approach and its economic integration with the United States as one 

of the starting point, and one of the most influential independent variables. For those reasons, 

the dependent variable in each hypothesis can be seen as the independent variable in the 

following ones, showing how these variables are all connected in order to shape the main 

relationship exposed in this study. 

 

H1.1: The evolution of the developmental state in Taiwan and its deepening of an 

independent approach, influenced the creation of industries producing technology-intensive 

goods, which later had an impact on the development of regional production and supply 

chains in Asia. 

 

H1.2: The evolution of the developmental state in Mexico, and its adoption of an 

integrationist approach through the integration of the country into the North American 

region increased its attractiveness to efficiency-seeking FDI, and the country’s role as an 

assembler of technology products, and as an export-platform to the US market. 
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H2: The reforms in Mexico made possible the attraction of FDI from Taiwanese MNEs, and 

an eventual increase in imports of parts, including those coming from mainland China and 

Taiwan. 

 

H3: In Mexico, the increase in imports of parts and components from Taiwan, grew faster 

than the Mexican exports to Taiwan, provoking a large trade deficit with the latter. 

 

In simple graphic terms, the main relationship composed by the minor relations stated in this 

research’s hypotheses can be showed as follows: 

 

↑ independent approach of Taiwan, combined with the Mexico’s integrationist approach and 

economic integration into North America → ↑ Mexico’s role as assembler and export platform → ↑ 

investments in manufacture and imports of parts from Taiwan → ↑ trade deficit with Taiwan 

 

This set of hypotheses can also be presented in a negative form, by stating that in case of a 

lack of a Taiwanese independent approach, and in the absence of, or a slower pace in the 

economic integration process between Mexico and the US, the Mexico’s trade deficit with 

Taiwan would not be as large and pronounced as it is today, mainly because Mexico would 

not have had the chance to become an attractive place for FDI and an important assembler 

and exporter, and would not have the necessity to import a great amount of parts from the 

island. In this sense, the next section will deal with these key relationships, their implications, 

and how they will be operationalized in this study. 

 

 

1.5. Variables and Methodology 

 

This study will proceed with a set of qualitative methods, in order to prove the relations stated 

in the hypotheses, through the operationalization of the variables. The first part, which has 

an inductive nature, consists in the formulation of a literature framework and the construction 

of theory.31 As mentioned previously, there exist some descriptive and explanatory studies 

                                                           
31 Earl Babbie, op. cit.: 80-82. 
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about investment and trade interactions between Mexico and East Asia, particularly mainland 

China, which can serve as a basis to the study of Mexican relations with Taiwan. Nonetheless, 

those studies hardly go beyond the classical Ricardian elaboration of commerce on final 

goods, and most of them assume the increasing trade deficit as harmful for the Mexican 

manufacturing sectors. For this reason, this thesis constructs a more elaborate theory, taking 

into consideration the independent and integrationist approaches as proposed by Alice 

Amsden in 2001, the ensuing efficiency-seeking motivations behind Taiwanese relationship 

companies investing in Mexico, as well as their impact on trade in components and parts, 

instead of thinking about trade in final goods.32  To do so, other studies comparing the 

industrial policies in Latin America and East Asia, such as those developed by Lall, Weiss, 

and Zhang; Lederman, Olarreaga, and Perry; and, Gallagher and Porzecanski were helpful to 

identify elements that can be applied for the relationships I intend to study; and are 

complemented through the collection of more secondary data elaborated by other scholars, 

as well as statistical data from governmental sources. 33 

As mentioned in the previous sections, a key theoretical concept in this thesis is that of 

developmental state and its responses to the challenges of globalization. There is also an 

important distinction between the independent approach, as followed by the state in Taiwan, 

and the integrationist approach, as encouraged by the Mexican state (Figure 1.1.). A 

qualitative analysis of those approaches is made, once the theoretical framework is explained 

in the second chapter of this study. Historical Institutionalism is used as an important 

theoretical tool to understand the circumstances surrounding the adoption of those 

approaches by both Mexico and Taiwan, leading us to elaborate on the impact those measures 

had on the patterns followed by Taiwanese investments in Mexico first, and later in the 

unbalanced bilateral trade between those countries. Therefore, I consider necessary the 

consultation of numerous secondary data and existing literature, to offer a clarifying narrative 

on the initial relations between variables, as presented in hypotheses 1.1 and 1.2. 

Plenty of books and articles have been written about Taiwan’s industrialization and the 

role of its developmental state. However, for the case of this study, I am interested in 

                                                           
32 Alice Amsden, op. cit., 2001: 251-283. 
33 The mentioned studies include: Sanjaya Lall, et al., The “Sophistication” of Exports: A New Measure of 

Product Characteristics, (Manila: Asian Development Bank Institute, 2005); Daniel Lederman, op. cit.; and, 

Kevin Gallagher & Robert Porzecanski, op. cit.: 70-75. 
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presenting those features that help us clarify the particular independent approach followed 

by the state institutions, which eventually led to the interest of Taiwanese enterprises to invest 

in Mexico, using it as an export platform to the United States; and how those investments 

had an impact on the increasing deficit in Mexico’s bilateral trade with Taiwan. The study of 

historical sources and previous studies on Taiwan have been helpful in the identification of 

particular characteristics that made possible the observation of an independent approach in 

the country, as well as its eventual success. The third chapter is dedicated to the analysis of 

the Taiwanese independent approach, and it will present those characteristics, and how they 

evolved throughout the years, including, but not limited, to the control of government over 

capital and the early understanding of the need to develop domestic sources of technology 

and innovation, as a way to ensure a continuous economic growth and a modernization of 

industries, facing the challenges of globalization and the pressure to liberalize the national 

economy.  

Therefore, the study of policies designed to encourage the creation of technology-

intensive industries in Taiwan, and the strategic role played by the state despite its changes 

in attitude from its previous more interventionist stance, are a key component in the 

conception of the independent approach followed by the state in the island. For this part of 

the research, the resources at different libraries in Taiwan have been extremely beneficial, 

written both in English and Chinese. Similarly, the analysis of statistical data is showed as 

evidence of the success in the different stages of the developmental state and its independent 

approach in the island, obtained from government reports and other official sites. Particularly, 

the presentation of specific macroeconomic indicators, as GDP growth, inflation, GNI per 

capita, among others, is intended to demonstrate the good performance of state institutions 

in those realms, and as a way to compare it with the situation in Mexico during the same 

years, which is presented later in the thesis. 

The research methods used for the study of the developmental state and its independent 

approach in Taiwan have also been used for the analysis of the Desarrollista state, its 

evolution and the deepening of its integrationist approach in Mexico. The study of existing 

literature and secondary data will be essential to understand the nature and progress of 

developmental institutions in Mexico, as well as the limitations that made impossible for the 

state to follow the same path as the one pursued by Taiwan. A historical analysis is in place, 
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to see the way how the Estado Desarrollista took shape in Mexico, after numerous previous 

attempts to accelerate industrialization of the country, and which were the main elements of 

this new type of state.  

As it is suggested by the theoretical approach of Historical Institutionalism, a particular 

emphasis is placed in critical junctures, which are important to appreciate the special 

circumstances leading the Mexican state to deepen its integrationist responses, and which 

also led to the negotiation and implementation of NAFTA. For this part of the research, I had 

access to the vast resources offered by the “Daniel Cosío Villegas” Library, at El Colegio de 

México, including numerous volumes in English and Spanish on the evolution of the 

Mexican economy throughout history, as well as other important resources in Mexico City 

and Guadalajara. As it was also mentioned above, some statistical analyses are included in 

this part of the study, as a way to compare the performance and outcomes in the approaches 

followed by the states in Mexico and Taiwan, reinforcing the understanding of the differences 

and similarities between one and the other.  

After introducing the main characteristics of Taiwan’s independent approach and 

Mexico’s integrationist approach, two particularities of both cases will be identified as the 

following set of variables that impacted on the bilateral investments and trade relations, 

specifically in the pattern followed by Taiwanese investments in Mexico, and the effect they 

had on the increasing exports of goods from the island, particularly technology-intensive 

components and parts, to Mexico. For the case of Taiwan’s independent approach, I identify 

the so-called relationship enterprises (guanxi qiye), as a peculiar feature that has allowed 

Taiwanese industries to remain competitive globally.  

By studying the circumstances under which this type of companies flourished in 

Taiwan, and its evolution, it is possible to realize their contribution to the formation of East 

Asian regional production and supply chains, influenced both by Japanese conglomerates, 

and the growing opportunities offered by the authorities in mainland China to open 

production facilities there. On the other hand, the main feature of the Mexican integrationist 

approach was the negotiation and implementation of NAFTA. The trilateral free trade 

agreement between Mexico, Canada, and the United States, is an important variable in this 

study, hence will be approached from a historical perspective, emphasizing the different 

motivations behind its settlement, as well as the main consequences it had for Mexico’s 
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external trade during the past couple of decades. In fact, statistical data will be provided as 

evidence of that impact, highlighting the transformation of the country into an exporter of 

manufactures, including technology-intensive goods, such as cars, computers, TV sets, and 

other communication devices. 

Once those two features were elucidated, I proceed to a quantitative presentation of the 

pattern followed by the Taiwanese investments in Mexico, focusing in those sectors where 

investments coming from firms in the island are concentrated and demonstrating the 

efficiency-seeking motivations behind FDI from Taiwan in Mexico. A particular interest in 

the manufacturing sectors, and particularly in the production of computers and 

communication devices, serve as an evidence of the combination between the independent 

approach followed by Taiwan and the integrationist approach followed by Mexico. In the 

same tune, a presentation of the bilateral trade statistics, will show how the increase in 

investments in those sectors, was also followed by a rise in imports from Taiwan. When 

looking at the numbers, it is possible to identify that those imports are also concentrated in 

capital goods, notably electrical machinery and electronic goods, which can be used in the 

same products exported to the US by Taiwanese firms investing in Mexico. In this sense, it 

is possible to confirm how investments made by Taiwanese relationship enterprises in 

Mexico is aimed to use the country as an export platform to the United States, taking 

advantage of the geographical proximity, as well as of the benefits offered by NAFTA. 

As a way to offer more evidence on the impact of the independent approach followed 

by Taiwan, with its particular features, including the role of relationship enterprises, I also 

present a comparison with those investments coming from mainland China. Since part of the 

interest to study this particular topic comes from the growing attention given to Chinese 

outward investments in Latin America, I think it is important for this thesis to understand 

why Taiwanese accumulated investment in Mexico has surpassed investments from the 

Mainland during the past two decades. The findings of the quantitative analysis on the pattern 

followed by mainland Chinese investments in the country, can also serve to understand the 

effort of industrial diversification in the PRC, with large state-owned and private corporations 

investing around the world, to have access to raw materials and commodities in different 

locations (natural resource-seeking motivations), as well as infrastructure projects to have 

access to those sources (strategic assets-seeking motivations). Similarly, considering that 
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China is under an important effort to go from assembler to technology exporter, it is still not 

highly attractive for mainland Chinese companies to invest in Mexico, using the latter as an 

export platform to the United States (efficiency-seeking motivations). All these 

considerations are important to appreciate the relationship between variables in this study, 

offering an explanation to Taiwanese investments in Mexico, and its impact on the highly 

unbalanced bilateral trade, as contained in Chapter 5. 

An important part in this research consists in the selection of particular cases of 

Taiwanese relationship enterprises investing in Mexico, focusing in their main motivations 

to open plants and production facilities in the country. The cases have been selected on their 

utility, paying attention to how they shed light on the way Taiwan’s independent approach 

led the island to become an exporter of technology, while Mexico’s integrationist approach 

turned this country into an assembler of those products. An assembler country is defined 

based in the performance of a country that is a net exporter of final products and a net 

importer of parts within the same category, and that is likely to be re-exporting those parts as 

final products. The counterpart of this concept is that of outsourcer, which is defined as the 

country that exports parts and reimports final products, or outsources assembly activities. 

Outsourcer countries are likely to have greater technological capacity than assemblers.34  

Therefore, most of the cases in this study are related to high technology sectors, 

particularly computers, and HD TV sets and communication devices. An important reason to 

choose those goods is their propensity to be assembled in different locations and the 

availability of deeper trade data at the input and final-product level. Besides, these are two 

of the sectors where most of the Taiwan-Mexico bilateral trade is concentrated, and where 

Taiwanese investments in Mexico is more visible. These two profiles are complemented by 

others including the countries considered as net exporters of high technology, that export 

both final goods and parts; and those countries labeled as net importers of high technology, 

which have negative balances in their trade of high technology final goods and parts.35   

After identifying the relevance of those industries, Tijuana, in the Mexican northern 

border, right across San Diego, California, has been chosen as an ideal location for the 

performance of interviews, conforming the study cases in this thesis. Despite it is not the 

                                                           
34 Kevin P. Gallagher & Robert Porzecanski, The Dragon in the Room: China and the Future of Latin American 

Industrialization. (Stanford, CA: Stanford University Press, 2010). 
35 Ibid, p. 73. 
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Mexican region attracting the largest sum of Taiwanese investments during the past two 

decades, Tijuana stands for its place as the world’s largest TV set producer, making 20 

million sets a year, and exporting them to the rest of the world, particularly, but not 

exclusively, to the United States.36  

Taiwanese original equipment and original design manufacturers have a strong 

presence in Tijuana, and have contributed to the grow of this industry, mostly through the 

maquiladora model. Besides, different from Ciudad Juárez, the largest recipient of Taiwanese 

investments and the other major industrial center, across the border with El Paso, Texas, the 

city of Tijuana is characterized for being home to the Taiwan Businessmen Association in 

Baja California.37 This low-profile organization, established in 1996, is composed by 11 

Taiwanese companies currently operating in the Tijuana-Mexicali region, mainly large 

manufacturers who offer support to each other and to new companies interested in investing 

in Mexico, as well as serving as a link between the companies and the local, state, and federal 

authorities in the country. The association also offers advice on issues related to financial and 

immigration laws and regulations, hence making Tijuana an interesting place to perform 

interviews to Taiwanese investors in Mexico. 

On the other hand, Tijuana has also been chosen for a particular case proving the 

benefits Taiwanese corporations can have from investing in Mexico. Merry Yard 

International, also known as Da-Da Group, is an important Taiwanese conglomerate, which 

have continuously expanded operations in Mexico, making it a relevant part in its successful 

business strategy. Currently, it is the only Taiwanese company producing in Mexico, and 

exporting its goods back to Taiwan, focusing in the elaboration of furniture under its own 

brand, Lagoon. Landing in Tijuana since 1989, the case of Merry Yard, and its Mexican 

subsidiary Merrytech, is a valuable case to highlight the difference in motivations and results 

                                                           
36 This number represents 99% of digital TV sets in the world, making Tijuana the world capital for these 

products, with plants from the largest conglomerates in the world, such as Sony, Samsung, LG, Vizio, Philips 

and AOC, among others. The last couple of brands are actually manufactured by a Taiwanese company, TPV, 

as it will be observed in Chapter 6. See: Notimex, “Tijuana fabrica 99% de las TV digitales,” in El Financiero, 

February 2, 2014, online, http://www.elfinanciero.com.mc/empresas/tijuana-fabrica-99-de-las-tv-

digitales.html  
37 Since Foxconn operates two large plants in Ciudad Juárez, it concentrates most of the Taiwanese investments 

in that part of the country. On the other hand, Tijuana offers the valuable advantage of having a more varied set 

of Taiwanese corporations investing in Mexico. Despite the latter’s investments are smaller than those 

performed by Foxconn, they can still give us a better idea of the difference in motivations and consequences of 

their investments in the country. 
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in the Taiwanese firms investing in Mexico, being the largest Taiwanese MNE investing in 

the country for market-access motivations.  

From all the cases selected to perform interviews, while also studying their business 

historical evolution through secondary data, four of them are located in Tijuana, hence the 

necessity to perform field research in this city during the first weeks of 2017. The fifth study 

case is different in nature, focusing in Taiwan educational services in Mexico, with the only 

Mandarin school with native Taiwanese professors in the country, Wen Cheng, located in the 

city of Metepec, not far from Mexico City. Therefore, interviews in this research were 

performed to Taiwanese companies’ managers or persons in charge of their international 

trade units, distributed in Tijuana, and the specific case of the language center in central 

Mexico. Other type of interviews was also performed to officials in charge of the trade 

promotion in both countries, namely the directors and staff at the Taiwan Economic and 

Cultural Office in Mexico City, and the Mexican Liaison Office in Taipei and the ProMexico 

Office in Taiwan, also between mid-2016 and early 2017. 

In the case of businessmen or company managers, the first part of the interview was 

dedicated to address the questions of the impact NAFTA had on their firm’s interests, asking 

them whether the agreement influenced on their decision to move part of their assembly lines 

to Mexico, and to what extent they did so in order to be more efficient and competitive, 

having better access to the North American market. The responses given by the interviewees 

have been helpful in measuring the perception they share about NAFTA, and also the level 

of their contribution in the development of East Asian regional production and supply chains, 

and in the conformation of Mexico as an assembler country. In the second part of the 

interview, the posed questions address the issue of the coordination between the government 

and their companies to promote the exports of final goods to the US, as well as the imports 

of parts from other countries, particularly Taiwan. The answers obtained from this part will 

shed light on the opinion the MNEs and other companies have on the industrial policies and 

programs, and help us imagine the material benefits they have obtained from the government 

incentives they receive, and from the economic integration with North America in general. 
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Figure 1.2. Using Mexico as an Export Platform:  

The impact of Mexico’s integrationist approach on bilateral trade with Taiwan 

 

    

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
Note: The integrationist approach, highlighted by the implementation of NAFTA, had the effect on Mexico of 

increasing its attraction of FDI and its exports of final manufactured goods to the United States. To do so, it 

was necessary to increase the imports of equipment and other parts to be assembled in the country. Since the 

successful development of technology industries in Taiwan and their need to remain competitive, and to have 

a larger market share in the US, Taiwanese firms and other MNC started investing in Mexico motivated by 

efficiency-seeking, opening plants there and expanding their production capacity in the country. Nonetheless, 

due to the lack of effective domestic supply chains and well-developed financial markets, these companies 

started to import more parts from Asia, while increasing its exports of final goods to the US. This situation has 

finally impacted negatively on Mexico’s trade balance with Taiwan during the past two decades, creating a 

large trade deficit which will be difficult to reverse in the short-to-medium term. 
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collected in this part contributed to analyze the main relationship studied in this research from 
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intergovernmental sources, in order to better operationalize the concepts in this study. In this 

way, it will be easier to explain the key relationships, as it is graphically presented in Figure 

1.2.  

The findings obtained from the interviews in each study case is presented in Chapter 6, 

introducing the development of those industries in Taiwan first, to better realize the 

background in which each of the selected firms was created, and identify the moment when 

they decided to invest in Mexico. This part of the research is valuable to elucidate their 

different reasons and circumstances, but also the similarities behind their efficiency-seeking 

motivations to invest in Mexico, using it as an export platform to the United States, but also 

identifying an increasing interest in the emerging domestic market by some of them as 

suggested by the FDI eclectic paradigm. In the end, Chapter 7 presents some concluding 

remarks, summarizing the findings and contributions of this study, and introducing some of 

the challenges lying ahead in the study of this topic, as well as for the future of the Mexico-

Taiwan trade and investment relations.  
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Chapter 2. Theoretical Considerations:  

Institutionalism and the State 

 

 

The current situation of Taiwan’s investments and trade relations with Mexico cannot be 

understood without taking into consideration the role played by institutions, as framed within 

the International Political Economy (IPE) analysis. An approach guided by Historical 

Institutionalism can help us analyze how state intervention in the economy was useful to the 

process of industrialization in both Taiwan and Mexico during the second half of the 20th 

century, and how institutions developed by those states defined the way enterprises evolved 

and set the pattern of bilateral trade and investments at the beginning of the new millennium.  

Being identified as one of the frontiers of Latin America, Mexico shares many 

similarities with all the countries in the region, including colonial history, language, religion, 

and some cultural traits. However, when studying the country’s relations with the Asia-

Pacific, both historically and during the present era, Mexico offers important contrasts with 

the rest of Latin America.38 In this sense, when studying the relations between Asia, or 

particularly between Greater China (mainland China, Taiwan, Hong Kong, Macau, and other 

parts of Southeast Asia) and Latin America, it is important to highlight the fact that not all of 

the countries in the latter can be put in the same bag. Making generalizations about China-

Latin America, or Taiwan-Latin American relations, is not necessarily useful or enlightening 

for the case of Mexico. Therefore, to comprehend why Mexico differs from the rest of the 

region, particularly from the nations in South America, and specifically the dominant 

economies of Brazil and Argentina, it is important to understand the role of institutions, in 

particular the evolution of developmental states in both Mexico and Taiwan. 

                                                           
38 Some of the more analytical works noting these contrasts include: Barbara Hogenboom, “Mexico vs. China: 

The Troublesome Politics of Competitiveness,” in Alex E. Fernández & Barbara Hogenboom (eds.), Latin 

America Facing China: South-South Relations beyond the Washington Consensus. (New York: Berghahn 

Books, 2010), 55-76; Adrian H. Hearn, A. Smart, and Roberto Hernández H., “China and Mexico: Trade, 

Migration, and Guanxi,” in Adrian H. Hearn & José Luis Leon-Manriquez (eds.), China Engages Latin America: 

Tracing the Trajectory. (Boulder, CO: Lynne Rienner Publishers, 2011): 136-158; José Luis León-Manríquez, 

“China’s Relations with Mexico and Chile: Boom for Whom?” in Adrian H. Hearn & José Luis León-

Manríquez (eds.), op. cit., 159-186. 
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This chapter will focus in the theoretical concepts that will sustain the hypotheses 

explored in this study. The first part presents the importance of the analysis of institutions in 

IPE, as one of the most powerful variables and tools to explain significant phenomena like 

levels of industrialization and economic development across different countries and regions 

in the world. The study of institutions, and particularly Historical Institutionalism, through 

concepts like path dependence and critical junctures, can shed light on how the current trends 

of Taiwanese investments in Mexico, and the latter’s trade deficit with Taiwan, have their 

roots in the way state intervened in the economy to accelerate industrialization, emphasizing 

different areas of the economy, and in their attitudes towards the private capital, both foreign 

and domestic, and towards market instruments in general. In this sense, the relations between 

market and state, and state intervention in the economy need also to be considered, since the 

creation of developmental states in both countries is closely related to the theoretical debates 

behind those concepts.39  

In section 2, the concept of developmental state will be analyzed, as to understand the 

notion behind the institutions and policies that led Taiwan and Mexico to be considered as 

miracle economies during the post-WWII years, making them newly industrializing countries, 

and determining the patterns for future bilateral trade and investments once the Globalization 

paradigm started to prevail. In section 3, the Amsden’s conceptualization of independent 

approach and integrationist approach, concerning the reactions of state institutions towards 

the challenges imposed by globalization, including their attitudes towards foreign investment 

and creation of technology, will be presented.40 Once the main differences between those two 

approaches are explored, section 4 will introduce the main theoretical concepts behind the 

study of foreign direct investments (FDI), focusing in the eclectic paradigm, as proposed by 

Dunning, and in the subsequent studies concerning the economic and institutional 

motivations behind FDI. This section also presents a link between FDI motivations and the 

classification of independent and integrationist approaches made by Amsden, in order to 

explain how Taiwanese outward FDI in Mexico has impacted on the unbalanced trade 

relations between both economies during the past two decades.  

                                                           
39  Robert Wade, Governing the Market: Economic Theory and the Role of Government in East Asian 

Industrialization. (Princeton: Princeton University Press, 1990). 
40 Alice Amsden, The Rise of the Rest: Challenges to the West from the Late-Industrializing Economies. (New 

York: Oxford University Press, 2001): 251-283. 
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2.1. Institutionalism and the Centrality of the State 

 

Modern Political Science was initially associated with the study of institutions during the 

1920s-1930s, particularly with those related to the government, motivating many universities 

in Europe and North America to develop the first academic departments on Government 

Studies or, simply Government, right after the end of World War I. After a few decades, other 

schools of thought were proposed to approach the complex political and economic 

phenomena around the world which tried to be more innovative and go beyond the classic 

institutionalism. As a result, those approaches emphasized both the agents’ behavior and the 

structures, forming theoretical bodies known as Behaviorism and Structuralism respectively. 

Nonetheless, it was in the late 1970s and mid-1980s that a new generation of scholars 

developed the idea that political scientists needed to pay attention once again to institutions, 

recovering the importance of their study, without denying the utility of alternative theories 

developed after World War II.41 

For the purpose of this study, and for many scholars following this type of analyses, 

institutions are understood as norms, rules and other mechanisms that affect, govern or 

influence the individual behavior, and are expressed or carried through diverse forms, mainly 

organizations. This definition has become a central key for those researchers interested in 

comparative politics during the past two decades. As noted by Karen Remmer in 1997, the 

role of institutions on the process of development, particularly institutional stability, was first 

remarked by Samuel Huntington back in 1968, when he offered several explanations for the 

political evolution and the changing systems in different countries around the world. 42 

However, the prevalence of other concepts such as development and dependence, which were 

considered as crucial by political scientists when comparing the political and economic 

development in different countries, especially those in the Third World, impeded scholars to 

pay enough attention to institutional factors.43 

                                                           
41 Peter A. Hall & Rosemary C.R. Taylor, “Political Science and the Three New Institutionalisms,” in Political 

Studies, 44, no. 4, (December 1996), 936-957. 
42 Samuel P. Huntington, Political Order in Changing Societies. (New Haven: Yale University Press, 1968). 
43 Karen Remmer, “Theoretical Decay and Theoretical Development: The Resurgence of Institutional Analysis,” 

in World Politics, 50, (October 1997), 34-61. 
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As noted before, this situation began to change in the 1980s, when intellectual circles 

in the West and other parts of the world viewed the renewed institutional approach as a 

complementary move to other approaches that overemphasized the importance of social 

structures and cultural values as major explanatory variables. The resurgence of the study of 

political institutions as the dominant analytical tendency has been conceptualized by Peter 

Hall and Rosemary Taylor. In their work, which later become a central piece for those 

interested in institutional development in political science, they categorized three distinct 

types of institutionalism that, although developed around the same time, are very different 

on their interpretations about institution-building, as well as the assumptions they make on 

issues such as the functions of institutions, and their relations with individual and group 

behavior.44  

The first type identified by the authors is Historical Institutionalism (HI), which is more 

concerned about historical processes influencing the formation, as well as the permanence 

and/or transformation of institutions. In fact, institutional stability and change would be 

continuous concerns among many specialists in later years, who tried to describe the 

characteristics that allow institutions to persist or mutate. Such is the case of Kathleen Thelen 

and her argument of institutional change and evolution, which depends on reproduction and 

feedback mechanisms, as well as path dependency. 45  The latter, was also an element 

identified by Paul Pierson, along with that of increasing returns, to show how small or 

contingent events can have a huge impact on institutional development, as well as critical 

moments or junctures can shape the basic contours of social life. 46  This type of 

institutionalism has been successful in identifying some of the most important causes of 

institutional transformation, but also durability, being valid not only for those institutions in 

the industrial developed world, but also in other emerging or developing regions. It has been 

usually in these regions that institutional dynamics might look different, and the adoption of 

                                                           
44 Peter A. Hall & Rosemary C.R. Taylor, op. cit., 936-957. 
45 Kathleen Thelen, “Historical Institutionalism in Comparative Politics,” in Annual Review of Political Science, 

2, no. 1, (June 1999), 369-404. 
46 Paul Pierson, “Increasing Returns, Path Dependence, and the Study of Politics,” in The American Political 

Science Review, 94, no. 2, (June 2000), 251-267. 
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Western institutions has not guarantee its correct functioning, as it was sharply noted by 

Levistki and Murillo.47 

The second type is rational choice institutionalism (RCI), which links the formation 

and survival of an institution to the benefits it is intended to provide to relevant actors, and 

are usually embedded in a framework concerned with transaction costs, efficiency, rent-

seeking, property rights, among other issues closely related to the classical economy rational 

choice approach. The classical model typically used to reinforce these arguments is the 

functioning of politics in the US Congress, where Representatives discuss, vote and enact 

bills following a path that ultimately leads to equilibrium. Therefore, this type of 

institutionalism helps us to understand the motivations behind the formation of a particular 

institution, particularly for the cases of the Western capitalist democracies; though it still has 

some difficulties adopting some of the ideas that work perfectly for the study of markets in 

the field of comparative politics, as noted by Pierson.48 In the same fashion, RCI has been 

weak in going beyond institutional formation and explaining change, though there have been 

some bridges with other theories, which have offered a powerful explanation as the one given 

by Mahoney and Thelen. The latter is a good attempt to theorize institutional change, linking 

both path dependence with the individual motivation of certain actors (identified as 

insurrectionaries, symbionts, subversives and opportunists), which, when combined, they can 

produce the survival, gradual change or disappearance of those institutions (labeled as 

layering, drift, displacement and conversion).49 

Finally, the third type is sociological institutionalism (SI), and is mainly concerned 

with cultural practices and environments that are influential in the formation and subsistence 

of certain institutions, as well as the impact these have on individual behavior. This school 

takes the definition of institutions beyond that of procedures, routines, norms and 

conventions, by including “symbol systems, cognitive scripts, moral templates,” and so on. 

In this study, I agree with one of the main arguments of Hall and Taylor regarding the 

complementarity of the three different types of institutionalism, encouraging a relaxation of 

                                                           
47  Steven Levitski & Maria Victoria Murillo, “Variation in Institutional Strength,” in Annual Review of 

Political Science, 12, (June 2009), 115-133. 
48 Paul Pierson, op. cit., 251-267. 
49 James Mahoney & Kathleen Thelen, “A Theory of Gradual Institutional Change,” in J. Mahoney and K. 

Thelen (eds.), Explaining Institutional Change: Ambiguity, Agency and Power. (New York: Cambridge 

University Press, 2010), 1-37. 
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several of their competing assumptions in order to maintain a flowing dialogue between them, 

expanding their common ground, not to form a sole theoretical approach, but to increase the 

options and accuracy when studying institutional development in countries across the 

globe.50  

A good and sound example that established strong connections between the distinct 

types of institutionalism is that of Greif and Laitin, who merged the game-theory perspective, 

mostly identified with the RCI, with the traditional postulates of HI, in order to better explain 

the endogenous change in institutions through the quasi-parameters and institutional 

reinforcement dynamics. Theirs is a sophisticated idea about how marginal changes in quasi-

parameters might not be relevant in the short-run, but turn to be extremely important for 

institutional transformation in the long-run. However, the comparisons they performed (the 

cases of the type of political regime in Venice and Genoa; and the ethnic politics in Estonia 

and Nigeria) do not fully reflect the real utility of the concept.51 On the other hand, the last 

years have seen an evolution in the studies of institutions, as stated by Levitsky and Murillo. 

The latter’s work focuses on the strengths, more than simply remaining in the formative 

stages of institutions, as a key to develop a truly comprehensive institutionalism, one that can 

be equally applied to developed and developing countries.52 It is therefore reasonable that 

most of the recent works on the importance of institutions pay increasing attention to this 

issue, as in the case of the influential book by Daron Acemoglu and James Robinson, Why 

Nations Fail: The Origins of Power, Prosperity, and Poverty.53 

The comparison of institutions between countries is a deep-rooted practice in political 

science, and it allows us to understand more about ourselves, as well as the past, present and 

future of our societies. For those reasons, scholars turned their eyes back to a fundamental 

institution which had been overlooked by other thinkers during the decades marked by the 

rise of Behaviorism and the study of individual personalities in politics: the state. Starting 

from the classic writings of Michael Mann and Charles Tilly, who mounted on the wave 

proposed by distinguished scholars as Dieter Rueschemeyer, Peter B. Evans and Theda 

                                                           
50 Peter A. Hall & Rosemary C.R. Taylor, op. cit., 953-957. 
51 Avner Greif & David Laitin, “A Theory of Endogenous Institutional Change,” in American Political Science 

Review, 98, no.4, (November 2004), 633-652. 
52 Steven Levitski & Maria Victoria Murillo, op. cit., 115-133. 
53 Daron Acemoglu & James A. Robinson, Why Nations Fail: The Origins of Power, Prosperity, and Poverty. 

(New York: Crown Business, 2012). 
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Skocpol, and intended to rescue the centrality of the state when studying political science, 

many works from the past three decades reflect on the idea of going beyond the reductionist 

visions of the state, by reconsidering some of the Weberian notions as well as a set of multiple 

functions performed by the state itself.54 The need to identify the sources that gave origin to 

modern states, and to classify them according to certain features such as autonomy, 

territoriality and centrality, led Mann to differentiate between a despotic state, where the 

power is exercised by the state elite itself over civil society; and an infrastructural state, 

characterized by the power of the state to centrally coordinate the activities of civil society 

through its own infrastructure.55 

This approach was complemented by the Tilly’s Eurocentric depiction of the state, as 

a result of a set of dynamics involving war-making, extraction and protection, and which was 

later deepened by Spruyt, to include more elements such as economic transitions, security 

environment, legitimation, societal crises and cultural factors, in order to explain the 

differences between the states built in 17th Century Western Europe and their regimes, and 

those formed after colonial experiences in the developing world and the former socialist 

states in Central and Eastern Europe and the former Soviet Union.56  By the 1990s, the 

predominant perspective when studying the state was already centered on its relation with 

society. Not only does Spruyt approximated the different types of regimes and economic 

developmental states considering the weaknesses and strengths of the state vis-à-vis society; 

Miguel Ángel Centeno and Cameron G. Thies also placed an important emphasis in this kind 

of relationships when dealing with experiences of Latin American states during their 

formation and consolidation stages in the 19th and 20th centuries respectively.57  

As Centeno has argued, Latin American countries followed a radically different path 

from the one walked by the Western European states centuries before, particularly because 

of the conflicting relation between the state and some significant social sectors. Noting an 

                                                           
54 Michael Mann, “The autonomous power of the state: its origins, mechanism, and results”, in European 

Journal of Sociology, 25, no. 2, (April 1984), 185-213; Charles Tilly, “War Making and State Making s 

Organized Crime,” in Dietrich Rueschemeyer, Peter B. Evans, and Theda Skocpol (eds.), Bringing the State 

Back In. (Cambridge: Cambridge University Press, 1985), 169-191. 
55 Michael Mann, op. cit., 185-213 
56  Hendrik Spruyt, “War, Trade and State Formation,” in Charles Boix and Susan Stokes (eds.), Oxford 

Handbook of Comparative Politics. (Oxford: Oxford University Press, 2007), 211-235. 
57 Miguel Ángel Centeno “Blood and Debt: War and Taxation in Nineteenth Century Latin America,” in 

American Journal of Sociology, 102, no. 6, (May 1997), 1565-1605; Cameron G. Thies, “War, Rivalry and 

State Building in Latin America,” in American Journal of Political Science, 49, no. 3, (July 2005), 451-465. 
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influence from important previous studies, framed in the Dependency Theory and other 

relevant contributions, such as the monumental work by Eduardo Galeano, The Open Veins 

of Latin America, Centeno argues that the inability of the state to collect taxes from the upper 

elites, and the easy availability of natural resources and external credit became obstacles for 

the development of a strong and efficient state, as well as of a bureaucratic apparatus able to 

perform the key functions previously identified by Tilly, and reinforced by the classification 

made by Ertman, where the countries in Latin or Southern Europe have been considered as 

administrative-patrimonial absolutist states. In fact, both Ertman and Centeno, and later Thies, 

seemed to have underestimated the role of the Catholic Church for the states in Latin Europe 

and Latin America respectively, when trying to explain the factors that impeded the 

formation of a strong participatory-bureaucratic constitutionalist state, as that developed in 

Britain and the Netherlands.58  

The religious movements known as Reformation and Counter-Reformation in Europe 

during the 16th century, and their collateral effects in the European colonies in the Americas, 

certainly influenced the path between those proto-states that were formed under Spanish and 

Portuguese rule on the one hand, and those under British rule on the other. At the same time, 

Thies made an effort to perfect the thesis proposed by Centeno, arguing that even when other 

factors such as foreign debt, the sale of commodities, and the revenues from customs, all 

influenced in the delay of state capacity-building in Latin America, the region eventually 

followed a more generalized bellicose model during the 20th century, making it impossible 

to exclude taxation and extraction out of the equation.59 This explanation seems a little forced 

to some extent, due to the almost exclusive reliance on quantitative methods, paying attention 

only to regional rivalries that supposedly were able to cause war between neighboring 

countries, without going deeper into the main causes of these enmities; and not looking to 

other phenomena in the region —and in the world—, that enabled states to collect higher 

duties that went beyond those related to war-making, as in the case of those taxes raised with 

the sole purpose of creating a universal welfare system, and were popularized after the 1940s. 

                                                           
58  Miguel Ángel Centeno, op. cit., 1565-1605; Thomas Ertman, T “Introduction,” in Birth of Leviathan: 

Building States and Regimes in Medieval and Early Modern Europe. (New York: Cambridge University Press, 

1997), 1-34; Eduardo Galeano, Open Veins of Latin America: Five Centuries of the Pillage of a Continent. 

(New York: Monthly Review Press, 1973); Cameron G. Thies, op. cit., 451-465; Charles Tilly, op. cit., 165-

191. 
59 Miguel Ángel Centeno, op. cit., 1565-1605; Cameron G. Thies, op. cit., 451-465. 
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More recently, influenced by the decline of Europe in the world polity and the 

emergence of new regional powers around the globe, social scientists have tried to move 

beyond the Eurocentric framework that was dominant in the past; and state-building theorists 

were not the exception. What Centeno and Thies did for the case of Latin America, other 

authors like Robert Bates took it like a base, next to classic approaches as those of Mann and 

Tilly, to study the state-making process and the consolidation or erosion of the state in late-

20th century Africa.60 Also centering his analysis in state-society relations, and proposing a 

fable which can help explain the response of a state facing numerous challenges that 

continuously erode its credibility vis-à-vis society, Bates identifies the different types of 

states in the region, and explains what makes them so different from those states in other 

parts of the world. His explanation about state failure in Africa is a very powerful one, 

especially when dealing with the state’s bureaucrats that decide to turn to the exploitation of 

society once the state is unable to fulfil their basic needs. 61  

However, the Bates analysis lacks a formal consideration of the legacies of colonialism 

in the African continent, through institutions of hereditary chieftaincy, which were highly 

extractive and undemocratic in nature; and the creation and development of the military, 

which differed greatly from those in Western Europe. While the army was formed in the 

latter as the ultimate mean of war-making, reinforcing the state-building process; in Africa 

and other parts of the developing world, the army was a creation of the metropolis to maintain 

order within the colonies, and not to make war outside their domains. Therefore, it was not 

surprising that in many of those countries, once they obtained their independence, the military 

was a more capable institution than the civil servants to run the state apparatus, and insert 

itself at the tip of the pyramid.  

After analyzing the different institutionalist approaches to study the state, typically 

from a Weberian notion, other scholars have made efforts to find the flaws in those visions, 

and made a call not to forget that the state is an important part of society and is not a separate, 

locked and autonomous entity. State-society relations, hence understood as the interaction 

between the state institutions and representatives within society, and other social groups and 

interests competing with the state over influence, control and the providing of order, should 

                                                           
60  Robert Bates, When Things Fell Apart: State Failure in Late-Century Africa. (New York: Cambridge 

University Press, 2008), 3-29. 
61 Ibid, 97-139. 
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be an important element when studying state-related topics. One of the main proponents of 

this type of methodology, Joel S. Migdal, has written extensive essays about the strength and 

weakness of states, and has offered a comprehensive explanation about why some states are 

stronger than others, and why it is important to pay attention to their relations with other 

groups in society.62  

Therefore, for the purposes of this dissertation, different components from the three 

institutionalist approaches previously exposed will be used, particularly those associated with 

the Historical Institutionalism, to explain the impact of institutional evolution in the political 

economy of Mexico-Taiwan relations, and emphasizing the role of the state and its 

interactions with other groups in society, including those identified with the functioning of 

the market. We proceed now to identify the institutional formation and evolution of a 

developmental type of state. 

 

 

2.2. Industrialization and Developmental State 

 

Industrialialization has been perceived as the key to economic success and world dominance 

of the West, starting by Great Britain and followed by other powers in Continental Europe, 

and during the twentieth century, many scholars in Political Science and IPE have been 

interested in the explanation of this phenomenon. Among the most important works on that 

matter, the study by Alexander Gerschenkron, Economic Backwardness in Historical 

Perspective, made an outbreak contribution in the understanding of industrialization at 

different periods of time. Gerscenkron identified how, after British industrialization, which 

was a more natural and gradual process, made the rest of countries to be defined according 

to their ‘backwardness’ and ‘lateness’ regarding that process. 63   If nations wanted to 

industrialize and catch-up with the more developed Great Britain, they had to consider first 

their levels of backwardness regarding the latter. The more time it passed, the more they have 

to be seen as latecomers.  

                                                           
62 Joel S. Migdal, State in Society: Studying How States and Societies Transform and Constitute One Another. 

(New York: Cambridge University Press, 2001). 
63  Alexander Gerschenkron, Economic Backwardness in Historical Perspective. (Cambridge: Harvard 

University Press, 1962). 
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The more deferred their initial stages were, the harder they had to work to centralize 

capital and coordinate the accumulation process, in order to accelerate their industrialization. 

In this sense, the ideas of late industrializers were to be close to those proposed by Friedrich 

List and Jean-Baptiste Colbert, but with a more aggressive stance on the protection and 

development of infant industries. 64  It was Gerschenkron who identified six general 

transformations that needed to take place for a latecomer to overcome its backwardness and 

move towards rapid industrialization. These changes were related to the magnitude of 

backwardness, that would make a less developed country to grow at a more rapid pace at the 

beginning; a big emphasis on large-scale production; a particular focus on manufacturing 

goods; a need to continue rising the levels of consumption of the population; a bigger role 

for substitutes to the more natural fund-raising tools used in Great Britain, including state 

institutions and banks, or other large financial organizations; and a gradual decline in the 

dependence of agriculture for the development of other sectors.65  

For those reasons, the state was seen as a strategic and unprescindible actor to achieve 

the transformations identified by Gerschenkron, and the study of the industrializing countries 

in the second half of 19th century, following Great Britain, such as the France of Louis 

Napoleon, Prussia and later the unified Germany under the leadership of Chancellor 

Bismarck, and Meji Japan, was considered as the best example of the need of strong state 

institutions to intervene in the economy and promote industrialization and economic 

development, hence leading to what in the postwar international economy would be identified 

as developmental state.  

Developmental state as a conceptual tool was first identified with the work of Chalmers 

Jhonson, MITI and the Japanese Miracle, and deepened by other scholars in the West, 

interested in explaining the elements leading to the rapid economic growth of some countries 

in the periphery.66 Although some of the institutions and practices later connected to the 

concept of developmental state were studied since the 1940s and 1950s, and some other 

                                                           
64 Friedrich List, National System of Political Economy. (Philadelphia: J.B. Lippincott, 1856), 222; Rudolph C. 

Blitz, “Mercantilist Policies and the Pattern of World Trade, 1550-1750,” in The Journal of Economic History, 

27:1 (March 1937), 39-55; Leonard Gomes, Foreign Trade and the National Economy: Mercantilist and 

Classical Perspectives. (London: Macmillan, 1987). 
65 Gerschenkron, op.cit., 353-354. 
66 Chalmers Johnson, MITI and the Japanese Miracle: The Growth of Industrial Policy, 1925-1975. (Stanford: 

Stanford University Press, 1982). 
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paradigms, such as the Dependency Theory and their proponents, such as Raúl Prebisch, 

Fernando Henrique Cardoso, and Theotonio Dos Santos, were concerned with the role of the 

state as a promoter of industrialization,67 it was in the 1980s and 1990s that the notion of 

developmental state became popular. 

Scholars like Peter Evans, Bruce Cumings and Meredith Woo-Cumings, Alice Amdsen, 

Stephen Haggard, among others, joined Jhonson in his interest to approximate the 

developmental state as a powerful idea to explain the succes of Japan and the newly 

industrializing countries (NICs). 68  The consensus they reached was that of East Asian 

developmental states basing their success in an export-led growth economic model. At the 

same time, and approaching the developmental state through the prism proposed by Migdal, 

referring to state-society relations,69  it is important to distinguish that in most of the literature, 

developmental states are described as autonomous from the business elites and class. State 

bureaucrats, even when maintaining a fluid exchange of information with firms in the private 

sector, particularly in strategic industries, they are not coopted by those interests. In their 

minds, the only goal motivating their policies is achieving economic growth and development. 

Hence, their vision is mostly strategic, thinking greatly about the state needs for survival, and 

the cooperation with the private sector to succeed in the state goals. 

Among the most common features identified for the cases of Japan, South Korea and 

Taiwan, macroeconomic stability was one of the most significant, namely fixed foreign 

exchange rates, moderate but firm capital controls, restrained inflation and unwavering 

interest rates, and a constant tendency to present positive current account balances and 

accumulating trade surpluses. These strategies were aimed to promote re-investment of 

                                                           
67 Raúl Prebisch, The Economic Development of Latin America and Its Principal Problems. (New York: United 

Nations, 1950); Fernando H. Cardoso & E. Faletto, Dependency and Development in Latin America. (Berkeley: 

University of California Press, 1979); Theotonio dos Santos, Imperialismo y Dependencia. (Caracas: Biblioteca 

Ayacucho, 2011). 
68 Peter Evans, Embedded Autonomy: States and Industrial Transformation. (Princeton: Princeton University 

Press, 1995); Bruce Cumings, “The Origins and Development of the Northeast Asian Political Economy,” in 

International Organization, 38:1 (March 1984), 1-40; Meredith Woo-Cumings (ed.), The Developmental State. 

(Ithaca: Cornell University Press, 1999); Alice H. Amsden, Asia’s Next Giant: South Korea and Late 

Industrialization. (New York: Oxford University Press, 1989); Stephan Haggard, Pathways from the Periphery: 

The Politics of Growth in Newly Industrializing Countries. (Ithaca: Cornell University Press, 1990); Frederic 

C. Deyo (ed.), The Political Economy of the New Asian Industrialism. (Ithaca: Cornell University Press, 1987); 

Richard P. Appelbaum & Jeffrey W. Henderson, States and Development in the Asian Pacific Rim. (Newbury 

Park: Sage, 1992); Anis Chowdhury & Iyanatul Islam, The New Industrialising Economies of East Asia. 

(London: Routledge, 1993). 
69 Joel S. Migdal, op. cit., 58-94. 
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utilities among domestic firms. The Asian developmental state was also characterized by a 

selective protection of domestic industries, through tariff and fiscal policies, while preparing 

and encouraging local business to compete in international markets. The main idea was to 

make these firms strong players in the national market, and then present them as able 

competitors in foreign markets.70  

Related to this strategy was the practice of effective allocation of resources. This notion 

was contrary of the concept of market-driven apportionment, where free markets are the best 

mechanism to effectively allocate resources. For policy-makers in East Asia, the presence of 

the state was necessary to correct failures and create an environment less prone to risks and 

uncertainties. As Alice Amsden has noted, these developmental states were known for 

“getting the price wrong.”71 This means that, as a way to promote the creation and growth of 

competitive local champions, the state financial institutions allocated important credits to 

specific industries, considered strategic for the country’s development needs. Besides the use 

of cheap loans, the state also delivered other subsidies, particularly for declining industries, 

which were also thought as strategic. These actions were influential for the production of 

goods with a cheaper price than the one achieved under free market conditions.72 The best 

examples of state intervention in strategic industries during those years were the automobile 

and electronics industries in Japan, the steel, shipbuilding and automobile industries in South 

Korea, and the semiconductors and petrochemical industries in Taiwan. 

The different reforms in agriculture, finances, and commerce, led to the centralization 

of large amounts of resources. The state control of banks and other financial institutions was 

also important for the provision of cheap loans to selected firms operating in strategic 

industries. 73  However, those credits did not come without conditions. First, several 

performance measures were imposed on the companies, as a way to ensure the good use of 

the money and avoid major losses related to corruption or bad management. Once the 

businesses proved they were strong players in the domestic market, the state provided them 

                                                           
70 Peter Evans, op. cit., 99-127, 155-180; Stephan Haggard, op. cit., 23-49; Juhana Vartiainen, “The Economics 

of Successful State Intervention in Industrial Transformation,” in Meredith Woo-Cumings (ed.), op. cit., 200-

234. 
71 Alice Amsden, Asia’s Next Giant, op. cit.; Robert Wade, Governing the Market: Economic Theory and the 

Role of Government in East Asia Industrialization. (Princeton: Princeton University Press, 1990). 
72  Alice Amsden, Asia’s Next Giant, op. cit.; Linda Weiss, “Governed Interdependence: Rethinking the 

Government-Business Relationship in East Asia,” Pacific Review, 8:4, (December 1995), 589-616. 
73 Robert Wade, op. cit. 
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with a set of export goals, hence conditioning future credits to the functioning of their 

exporting branch. 74   To help them fulfill this objective, state bureaucrats promoted the 

creation of public-private organizations, which main function was the marketing of their 

products in foreign countries, mainly, but not exclusively, in the United States.  

At the same time, facing a difficult situation derived of the ideological conflict during 

the Cold War, the East Asian developmental states were fierce anticommunists, hence 

opposing any major labor force mobilization. In some cases, harsh repression on the latter 

accompanied the important subsidies and support measures for the business elites. However, 

aware of the needs to constantly attract FDI and re-investments from domestic firms, these 

states planned to strengthen labor capabilities, through the improvement of the educational 

system, the universality of elementary and secondary schools, and a big emphasis on science 

and technology in higher education institutions.75  These states were concerned with the 

improvement of universities, the attraction of foreign experts and scholars, and the granting 

of scholarships to excellent and talented students, to be trained in the most prestigious 

universities abroad.  

The stress in acquiring foreign knowledge and technology was first translated in 

reverse-engineering, imitating and later improving existing designs, eventually thinking on 

the possibility to innovate and create indigenous technology. Once the first stages of 

industrialization were consolidated, through the successful exports of primary and basic 

secondary goods, the state used many of its foreign reserves to invest in public education, 

particularly on applied research to industrial activity, mainly on the technology-intensive 

goods industry.76 One of the most visible examples of this type of policies was the successful 

                                                           
74 Cristopher M. Dent, The Foreign Economic Policies of Singapore, South Korea and Taiwan. (Cheltenham, 

UK: Edward Elgar, 2002); Stephan Haggard, op. cit., 51-99; Anne O. Krueger, “The Experience and Lessons 

of Asia’s Super Exporters,” in Vittorio Corbo, Anne O. Krueger & Fernando Ossa (eds.), Export Oriented 

Development Strategies: The Success of Five Newly Industrializing Countries. (Boulder: Westview Press, 1985), 

187-212. 
75 Masahiko Aoki, Hyung-ki Kim, & Masahiro Okuno-Fujiwara (eds.), The Role of Government in East Asian 

Economic Development: Comparative Institutional Analysis. (Oxford: Clarendon Press, 2005); Chalmers 

Johnson, “Political Institutions and Economic Performance: The Government-Business Relationship in Japan, 

South Korea, and Taiwan,” in Frederick C. Deyo (ed.), op. cit., 136-164. 
76 Peter Evans, op. cit., 128-154; Robert Wade, “Industrial Policy in East Asia:  Does It Lead or Follow the 

Market?” in Gary Gereffi & Donald Wyman (eds.), Manufacturing Miracles: Patterns of Industrialization in 

Latin America and East Asia. (Princeton: Princeton University Press, 1990); Robert Wade, “East Asia's 

Economic Success: Conflicting Perspectives, Partial Insights, Shaky Evidence. Review,” in World Politics, 44:2 

(January 1992), 270-320. 
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technology park in Hsinchu (Xinzhu), Taiwan, which will be further approached in the 

following chapter. 

Therefore, the presence of the state was very important in this process, especially to 

lead the economy through the transition to internationalization, reflected in the rise of exports 

and the strategic orientation concerning its integration to the world economy.77 During those 

decades, between the 1940s and late 1970s, other states in the other regions also followed 

similar practices of state intervention in the economy with industrialization purposes. 

Countries with a tradition of strong states, such as France in Europe, and Spain to a lesser 

extent, but also Turkey and India in Asia, adopted some of the policies associated with the 

developmental state.78 In Latin America, the largest economies of Brazil and Mexico, and in 

a smaller scale, Argentina and Chile, followed many of the recommendations of the United 

Nations’ Economic Commission for Latin America and the Caribbean (ECLAC), deeply 

influenced by the theories of Dependency and Desarrollismo (developmentalism), seeking 

to strengthen their domestic markets and achieve rapid growth through the adoption of an 

Import-Substitution Industrialization (ISI) Model. In fact, the economic ‘miracles’ 

experienced by some countries in Latin America during the three decades after the end of 

WWII, have been related to the performance of the desarrollista state in these nations, which 

also intervened in their economies to allocate resources favoring certain strategic industries.79 

However, these states present some differences from the developmental states in East Asia. 

As it has been mentioned above, the relative autonomy of the state from society in East 

Asia, which allowed bureaucracy to remain insulated from pressures coming from organized 

interests, particularly business and labor, served as a key element in the direction and 

allocation of resources. This was different from the developmental states in Latin America, 

such as Brazil and Mexico, where bureaucracy was not consisting necessarily on a system of 

meritocracy or career service. Despite having achieved certain respect from other groups in 

                                                           
77 Vittorio Corbo, Anne O. Krueger & Fernando Ossa (eds.), Export Oriented Development Strategies: The 

Success of Five Newly Industrializing Countries. (Boulder: Westview Press, 1985); Christopher M. Dent, op. 

cit. 
78 Peter Evans, op. cit., 66-70; Ronald J. Herring, “Embedded Particularism: India’s Failed Developmental 

State,” in Meredith Woo-Cumings (ed.), op. cit., 306-335; Michael Loriaux, “The French Developmental State 

as Myth and Moral Ambition,” in Meredith Woo-Cumings (ed.), op. cit., 235-275. 
79  Gary Gereffi & Donald Wyman (eds.), Manufacturing Miracles: Patterns of Industrialization in Latin 

America and East Asia. (Princeton: Princeton University Press, 1990); John Minns, The Politics of 

Developmentalism: The Midas State of Mexico, South Korea and Taiwan. (New York: Palgrave-Macmillan, 

2006). 
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society, Latin American state bureaucracies never reached a similar level of insulation, being 

sometimes target of powerful interests, particularly from large business groups who seek 

greater protection, but were not always willing to follow efficiency measures and tests, which 

could make them more competitive in the international markets.80 

East Asia has been a region with high and sustained economic growth rates during the 

past few decades, being regarded as a true miracle in terms of economic performance during 

the second half of the 20th century. Japan along with the so-called Four Tigers, or Little 

Dragons, namely Hong Kong, Singapore, Taiwan and South Korea, have some common 

features that make their economic performance even more impressive. They all possess small 

territories, in comparison with countries in other regions, with scarce natural resources to be 

exploited as commodities, and none of them have their own fuel sources, making them net 

importers of oil. The positive factors for their development were, among many others, their 

geographic location (they have easy access to maritime routes which enables them to export 

their products to larger markets), and the relative closeness between them, which favored the 

transference of knowledge, technology and capital. 81  

As noted by Alice Amsden in The Rise of “the Rest,” for the cases of Taiwan and South 

Korea, their status as former colonies of Japan during the first half of the 20th century, allowed 

them to reproduce the institutions used by Japan to industrialize and develop its economy. At 

the same time, in order to remain competitive and specialize in a higher level of technology, 

Japanese firms decided to send part of their production to the four dragons, as a way to take 

advantage of the cheaper labor there. This allowed the latter to absorb technology, and made 

these governments more interested in promoting the national reproduction and upgrading of 

this type of knowledge.82 Equally, in some of these East Asian countries, power holders 

shared a sense of community, avoiding pursuing exclusively their self-interest. By not 

looking for personal profit, or favoring organized-groups interests, state officials in those 

countries circumvented major conflicts regarding certain industrialization policies. 

                                                           
80 Alice Amsden, The Rise of “The Rest”: Challenges to the West from Late-Industrializing Economies. (New 

York: Oxford University Press, 2001); Stephan Haggard, “Mexico and Brazil in Comparative Perspective: Two 

Import-Substituting Trajectories,” in Pathways from the Periphery, op. cit., 161-189; Ben Ross Schneider, “The 

Desarrollista State in Brazil and Mexico,” in Meredith Woo-Cumings (ed.), op. cit., 276-305. 
81 Stephan Haggard, op. cit., 29-33. 
82 Alice Amsden, The Rise of “the Rest,” op. cit. 
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This is closely related to the fact that those states carried successful land reforms 

immediately after major devastating wars (World War II in Japan, the Chinese Civil War in 

Taiwan, and the Korean War in South Korea), which drastically reduced the power of land 

owners, and encouraged them to take advantage in the industrial development of the country 

as a way to capitalize.83 However, this process was not similar in each of those countries. 

Land elites were more powerful in Korea, even before the colonial subjugation by Japan, 

which contributed to a fiercer resistance and a deeper nationalistic feeling than in Taiwan.84 

This argument has also been used by Amsden and other scholars to explain why the South 

Korean government was more successful in the creation of big national champions, the 

chaebol (similar to the Japanese keiretsu), while the government in Taiwan opted to base its 

economic growth on the predominance of small and medium enterprises (SMEs).85 

Hong Kong and Singapore, because of their small size and past as British colonies, and 

despite not having followed a similar trajectory and not having a strong developmental state 

as in the cases of Japan, Taiwan and South Korea, did achieve a bureaucratic insulation which 

allowed them to create strong and effective institutions. Haggard has noted how bureaucracy 

in Hong Kong was efficient enough to guarantee the implementation of laissez-faire policies, 

which reinforced the role of free markets, approaching its views to those of the neoliberal 

classics. At the same time, Singaporean bureaucracy with a strong interventionist appeal, 

remain insulated from social pressures, regardless of having based their model in the 

attraction of foreign direct investment and close cooperation with multinational corporations 

interested in the city-state’s cheap labor and its geographical location. 86  This was also 

different from countries in Latin America, which did not perform an extensive and successful 

land reform, hence making possible a link between power and wealth in the hands of land 

elites or businessmen in charge of mineral exploitation.87 

                                                           
83 Victor D. Cha, “Defining Security in East Asia: History, Hotspots, and Horizon-Gazing,” in Eun Mee Kim 

(ed.), The Four Asian Tigers: Economic Development and the Global Political Economy. (Bingley: Emerald 

Group, 2007), 33-60. 
84 Bruce Cumings, “The Origins and Development of the Northeast Asian Political Economy,” op. cit. 
85 Alice Amsden, Asia’s Next Giant, op. cit; Eun-mee Kim, Big Business, Strong State: Collusion and Conflict 

in South Korean Development, 1960-1990. (New York: State University of New York Press, 1997); John Minns, 

op. cit. 
86 Christopher Dent, op. cit. 62-72; Stephan Haggard, op. cit., 100-125. 
87 The Mexican Post-Revolutionary Government did perform an initially successful land reform, using the 

traditional figure of the Ejido. Land was redistributed to poor peasants, but they were not fully-entitled as 

owners of the land, since it was considered a property of the nation. The experience of Mexico’s land reform 

will be explored in one of the following chapters. Stephan Haggard, op. cit., 161-190; John Minns, op. cit. 
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Different from the developmental states in Latin America, the governments in the East 

Asian countries gave a high priority to state efficacy (not necessarily related to efficiency). 

The civil bureaucracy, with a high appreciation of honor and order, and a semi-military 

formation, used methods for economic control and order very close to those used by the 

armed forces. Bureaucrats in those countries shared a feeling of external vulnerability and 

the need of industrialization to overcome those threats. Because of their geopolitical 

constraints, where South Korea was threatened by its northern neighbor (North Korea); 

Taiwan was threatened by the Communist-ruled Mainland (the People’s Republic of China); 

and Singapore was threatened by two larger and more powerful neighbors (Malaysia and 

Indonesia); the governments in these countries opted for the creation of authoritarian 

institutions, with important notions about discipline, loyalty and vigilance. This vision 

justified a continuous repression of labor movements and unrest, hence making them 

attractive to foreign investment because of their relatively skilled and disciplined cheap 

labor.88  

These ideas differed from countries like Mexico, Argentina and Brazil, where foreign 

threats were not as latent as in East Asia, once the United States followed a mix of Good 

Neighbor Policy and benign hegemon in the continent. Latin American desarrollista states 

developed a corporatist strategy, which included protection of labor, but, except for the case 

of Argentina, did not pay close attention to wage increases compensated by a rise in 

productivity. As a result of successful land reforms in East Asia, which tended to make 

income distribution more homogeneous, and of its refusal to adopt a minimum wage policy 

and its mixed mechanisms (carrots and sticks) to deal with labor issues, developmental states 

in this region achieved a scenario of rapid economic growth without large income disparities. 

On the other hand, the absence of these elements in Latin America made the region to grow 

rapidly, but without alleviating the problem posed by an alarmingly increasing income gap.89 

As it was mentioned before, economic policies in Japan, South Korea and Taiwan were 

designed taking into consideration the private interests, while not being totally subjected to 

them, and combined the Import Substitution Industrialization (ISI) model with export 

                                                           
88 Richard F Doner., Bryan K. Ritchie, & Dan Slater, “Systemic Vulnerability and the Origins of Developmental 

State: Northeast and Southeast Asia in Comparative Perspectives.” International Organization 59:2 (April 

2005), 327-361. 
89 Stephan Haggard, op. cit., 161-190; John Minns, op. cit.; Ben Ross Schneider, op. cit., 276-305. 
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promotion and other industrial and technological policies, to pursue an exporting profile and 

insert themselves successfully in the world markets.90 Because of their size, the four Asian 

dragons saturated their domestic markets in a shorter period of time, as compared with their 

larger Latin American counterparts. Governments in the latter trusted that the size of their 

markets would be initially enough to achieve industrialization without the need to overexpose 

national industries to the fluctuations of the world market.  

To finance their growth, the larger Latin American states went to international banks 

to ask for loans, in some cases putting the size of their markets and the continuous access to 

their vast natural resources as collateral. When it was time to pass to a third phase of the ISI 

model, starting to produce technology and more sophisticated machinery, the states and firms 

in these countries were extremely indebted, and hence unable to follow the same path as their 

East Asian counterparts.91  The explosive combination of falling commodity prices and a rise 

in interest rates in their foreign debts, led to the devastating debt crisis of 1982, marking the 

beginning of the so-called “lost decade” and the eventual triumph of the neoliberal agenda, 

also known as the Washington Consensus, in those countries.92 

What followed was not a total deindustrialization of Latin America and other highly 

indebted countries, but a denationalization of industry. International creditors, mainly the 

IMF and World Bank, persuaded or pressured those governments to adopt neoliberal policies, 

in order to improve their macroeconomic indicators, including a profound deregulation and 

liberalization of their domestic markets. Having been protected for so many decades, the 

domestic firms were mostly unable to compete against the larger multinational corporations, 

mainly because of the weakness and lack of development of financial markets in those 

countries, making MNEs to occupy a larger share of those markets since the mid-1980s.93  

On the other hand, the East Asian developmental states present some differences 

among themselves on their financial systems and policies. In Japan, the banking system 

remained concentrated in a small group, and banks were highly influenced by the interests of 

the family groups initially (in the prewar era, with the zaibatsu), and of the more flexible 

                                                           
90 Peter Evans, op. cit., 181-206; Christopher Dent, op. cit.; Anne O. Krueger, “The Experience and Lessons of 

Asia’s Super Exporters,” op. cit. 187-212. 
91 Stephan Haggard, op. cit., 178-187. 
92 John Williamson, & Pedro P. Kuczynski (eds.), After the Washington Consensus: Restarting Growth and 

Reform in Latin America. (Washington: Institute for International Economics, 2003). 
93 Alice Amsden, The Rise of “The Rest,” op. cit., 268. 
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industrial groups later (the keiretsu), which depended on them for expansion. In South Korea, 

the system was also concentrated, but they originally had fewer connections with the firms, 

and the money injected during the years of rapid growth came from the state or through 

foreign borrowing. In Taiwan, the private banking was not as concentrated as in the other 

two countries, and the financial system was under state control during many decades, and 

had no direct links to the enterprises. The colonial government in Hong Kong, following a 

laissez-faire approach which was even more orthodox than in the United Kingdom, did not 

interfere in the banking system, which made it a good destination to investments from abroad; 

while Singapore adapted its banking system to attract foreign investments, making it very 

profitable for big corporations around the world and wealthy individuals to transfer their 

assets to these commercial hub/port cities.94 

Although it is not entirely possible to identify similarly effective agencies as the 

Japanese MITI and the Korean Economic Planning Board (EPB), which were very influential 

in resource allocation and the export-oriented profile of the banking system, the Latin 

American developmental states also possessed public institutions which functioned as 

development banks and were successful in promoting the first two phases of the ISI model. 

The cases of Nacional Financiera (Nafinsa) in Mexico and the Banco Nacional de 

Desenvolvimento Economico e Social (BNDES) in Brazil are important examples of state 

intervention for national development until the last decade of the previous century. 95 

However, while the economies in East Asia were nurturing the developmental states through 

the currency earned from their various and competitive exports throughout the world, and 

from protecting their domestic industries from competition at home; Latin American 

desarrollista states were relying on foreign debt for industrial expansion, which ultimately 

provoked the exhaustion of their model, without any other possible exit than the opening of 

their markets, as imposed by the international financial organizations. 

At this point, it is important to include an element which was determinant in the 

development of the East Asian economies, especially Japan, Taiwan and South Korea: the 

                                                           
94 Richard F. Doner, Brian K. Ritchie, & Dan Slater, op. cit., 327-361; Chalmers Johnson, op. cit.; Stephan 

Haggard, op. cit., 51-125. 
95 Stephan Haggard, op. cit., 161-189; Miguel D. Ramírez, Development Banking in Mexico: The Case of the 

Nacional Financiera, S.A. (New York: Praeger, 1986); Ben Ross Schneider, op. cit., 280-283. 
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assistance from a foreign power.96 As former Japanese colonies, Taiwan and South Korea 

received advantages derived from the institutional design and infrastructure built by the 

colonizers, who were eager to show the world their capacities to become latecomers in the 

imperial powers’ group. Later, after World War II and with a system dominated by the 

American hegemony, these countries became important to the resistance effort against the 

spread of communism Asia. As key allies to the United States, they received large amounts 

of aid which helped them to take off during their initial stages of ISI. Years later, South Korea 

and Taiwan also took advantage of the rapid development of Japan, to absorb all the 

industries which were being left behind in this country as a consequence of its rapidly rising 

wages.97  

As noted by Bruce Cumings, Japan benefited indirectly by its low military expenditures 

due to its pacifist Constitution and its security alliance with the US; nonetheless, these 

expenditures were a little higher in South Korea and Taiwan. On the other side, Japan could 

spend more in technologies than these two countries, which later benefited from the transfer 

of technology from Japan.98 It was a virtuous triangulation. At the same time, until the late 

1970s, both the United States and the European Community maintained a benevolent attitude 

towards these countries, opening their markets to cheap imports from East Asia, and not 

complaining too much against the regulatory and protectionists practices followed by these 

countries’ governments. This started to change in the 1980s, when politicians and scholars in 

Washington started to warn about the dangers posed by a rising Japan to the American 

economic leadership in the world, through mercantilist policies that were being adopted 

everywhere in East Asia. On the other hand, the case of Latin America differed, mainly for 

being considered as the US backyard. As observed by Alice Amsden: 

 

The retaking of the domestic market in Latin America benefited from Britain’s wartime 

dislocations, but Latin America also confronted a powerful Northern neighbor 

strengthened politically and economically by war. Not only did Latin America not 

                                                           
96 Kwang Yeong Shin, “The Political Economy of Economic Growth in East Asia: South Korea and Taiwan,” 

in Eun Mee Kim (editor), The Four Asian Tigers: Economic Development and the Global Political Economy. 

(2007: Emerald Group Publishing), 17-24. 
97 Bruce Cumings, “The Legacy of Colonialism in Korea,” in Ramon H. Myers & Mark R. Peattie (eds.), The 

Japanese Colonial Empire: 1895-1945, (Princeton: Princeton University Press, 1984), 478-496; Bruce Cumings, 

“The Origins and Development of the Northeast Asian Political Economy,” op. cit., 8-16. 
98 Ibid, 16-38. 
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experience the same breakdown in foreign ownership that Asia experienced, but 

denationalization actually occurred in Latin America to the extent that existing national 

enterprises were acquired by new foreign firms. In Mexico, for example, about 50 percent 

of foreign investments in the early postwar years are estimated to have taken the form of 

takeovers of national firms.99 

 

Finally, Amsden also identifies a big difference between the developmental states in East 

Asia, particularly Taiwan and South Korea, and those in Latin America, India and Turkey. 

Namely, the ability of firms “to make the ‘three-pronged investment’ to which attributes the 

success of the modern business enterprise: in up-to-date machinery and plants of optimal 

scale; in managerial hierarchies and technological skills; and in distribution networks.[…] 

Tariffs, where they existed, were designed as much for purposes of revenue as for 

industrialization…”. 100  The similarities and differences between these and other 

developmental states are still much more than the presented here, and some of them remain 

unexplored.  

However, it is certain that the model followed by most of the successful East Asian 

developmental states cannot be explained simply by the neoclassical theory, and it is still 

debatable some of the arguments presented by Paul Krugman twenty years ago about the 

unsustainability of the East Asian developmental experience, due mainly to an accumulation 

of productive factors and not to a rise in productivity as the capitalist liberal democracies in 

the West; especially observing the current economic situations in countries as South Korea 

and Singapore.101 The peculiarities of the East Asian developmental experiences, however, 

made them impossible to replicate in other parts of the world. There are many special factors 

that allow their take-off and sustained economic growth, which made them so different from 

other countries. 

The concept of developmental state is then useful to explain the initial stages of 

industrialization in the larger economies of East Asia and Latin America, and to understand 

the importance of state policies in the promotion of strategic industries and local firms, which 

are still predominant nowadays. After the predominance of neoliberal views in many of these 

                                                           
99 Alice Amsden, The Rise of “the Rest,” op. cit., 193. 
100 Ibid, 70-71. 
101 Paul Krugman, “The Myth of Asia’s Miracle,” Foreign Affairs, 73:6 (November/December, 1994), 62-78. 
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countries, and the promotion of a neoliberal globalization agenda by the international 

financial institutions, the developmental states have evolved, adapting some of their previous 

functions to the new realities. As Alice Amsden noted, Taiwan pursued an independent 

approach, and Mexico adopted an integrationist approach.102 

 

 

2.3. Industrialization and Globalization Challenges:  

Independent and Integrationist Approaches  

 

As noted in the previous section, the large economies representing the Latin American 

developmental states followed what Alice Amsden has called an integrationist approach. This 

approach relies heavily in foreign direct investment to maintain the industry growing and 

expanding, using their existing infrastructure to facilitate the export of locally produced or 

assembled goods to overseas markets, as a way to increase their foreign reserves. However, 

it is uncertain whether these multinational corporations are interested in investing in R&D in 

those countries, while national governments, concerned about reaching macroeconomic 

stability and avoid over-indebtedness, are not always convinced or willing to intervene in 

those spheres.103  

The integrationist approach differs from the independent one, followed by most of the 

East Asian countries. The latter’s earlier insertion into the world economy, through their 

export-oriented growth strategies, allowed them to pursue a formulation of industrial policies 

oriented towards the development of domestic technology through the strengthening of 

national champions.104 This strategy has rendered more successful in Japan and South Korea, 

although Taiwan has also become a world leader in the manufacturing of laptop computers 

and semiconductors, relying on companies of a much smaller scale than the keiretsu 

(Mitsubishi, Sony, Mitsui, Honda, etc.) or chaebol (Samsung, LG, Hyundai, KIA, among 

others). This strategy is also different from the other Asian Tigers, Hong Kong and Singapore, 

which could not mobilize the necessary amount of physical and human resources to build 

                                                           
102 Alice Amsden, The Rise of “the Rest,” op. cit., 281. 
103 Ibid, 268-281. 
104 Ibid, 277-283. 
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national champions in certain strategic sectors. However, these two small territories 

developed themselves as important financial centers and took the lead in the service industry. 

The particular case of Singapore is striking, since the development in this industry has 

allowed it to maintain high rates of growth, becoming one of the wealthiest countries in the 

world, measured on the GDP per capita scale.105 

However, the irruption of the concept of globalization in the study of Political Science, 

International Relations, and of IPE in particular, understood as the diffusion of borders and 

the deepening of economic integration between nations, moved some scholars to predict the 

weakening of the state and the end of its economic influence, as opposed to the rise of 

multinational corporations and other transnational non-state actors. The endorsement of 

neoliberal thinkers to the process of globalization, led to some of them to minimize the 

responsibility of the state in the economic success of East Asia, recognizing only those 

policies concerning macroeconomic stability and the functioning of the market, but ignoring 

those related to strong intervention and protection of infant industries.106  

Highlighting the failures of state intervention in Latin America, leading to a decade of 

stagnation, the 1990s represented a triumph of globalization and a retreat from the position 

of the benefits of the developmental state model. Since the end of the Bretton-Woods System 

and the oil shocks of the 1970s, embedded liberalism was now a thing from the past, and the 

endorsement of the big powers to the Washington Consensus and the promotion of free 

markets and free trade around the world, represented a big challenge to the state.107 It was 

under this attack, that the previous differences between developmental strategies followed by 

states were thought to be important in their responses to globalization.  

                                                           
105 According to the CIA World Factbook, in 2016 the Singapore’s GDP per capita, measured in purchasing 

power parity (PPP), was US$ 87,100; making it one of the highest in the world, and the highest in East Asia, 

only behind Macau. At the official exchange rate, the nominal GDP per capita also exceeded US$51,000, 

making higher than that of Japan and South Korea, among other Asian industrialized nations. For more on the 

Singapore’s economic success story and its developmental state, see Christopher Dent, op. cit. 61-131; and, 

Stephan Haggard, op. cit., 100-125. 
106 Robert Boyer, & Daniel Drache, States against Markets: The Limits of Globalization. (New York: Routledge, 

1996); Paul M. Hirst, & Grahame Thomson, Globalization in Question: The International Economy and the 

Possibilities of Governance. (Cambridge: Polity Press, 1999); Paul Krugman, op. cit., 62-78; T.J. Pempel, 

“Democratization and Globalization: A Comparative Study of Japan, South Korea, and Taiwan,” in Chung-in 

Moon, & Jongryn Mo (eds.), Democratization and Globalization in South Korea: Assessments and Prospects. 

(Seoul: Yonsei University Press, 1999), 369-399; World Bank, “The East Asian Miracle: Economic Growth 

and Public Policy.” A World Bank Policy Research Report. (New York: Oxford University Press, 1993). 
107 John Williamson & Pedro P. Kuczynski, op. cit. 
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The group that followed an independent approach was characterized by a state 

apparatus concerned with the possible threats to sustained economic growth imposed by 

globalization and foreign capital. Hence, they tended to design and implement policies aimed 

to the creation and strengthening of national champions, fortifying domestic industries 

through indirect means, and particularly developing local sources of technology. As noted 

before, the governments following this type of approach welcomed foreign investments, 

though not indiscriminately; therefore, identifying strategic niches, where they would limit 

the participation of foreigners or encourage the formation of joint ventures with public or 

domestic private firms. They tried to avoid transnational corporations using their territories 

as merely assembly shops, looking for the latter’s investments to ultimately lead to 

transference of technology, and through continuous public investment in R&D, achieve an 

independent creation of technologically advanced goods.108 

The second group, that followed an integrationist approach, kept in mind the potential 

benefits of fully inserting their economies into the globalizing trends. These countries opened 

their markets to foreign goods and foreign investments, observing the premise that it was the 

only way their domestic producers could absorb the more advanced practices from the 

already industrialized economies, by exposing themselves to the world market and the 

outside forces. Looking themselves in a more disadvantaged position, the integrationist states 

welcomed foreign investments in most of the industries, assuming that technology transfer 

would come automatically, hence limiting themselves to attract capital from abroad. The 

arrival of transnational or multinational corporations (MNCs) was seen as a complementarity 

to the existing domestic firms, and job creation was seen as one of the more limited goals of 

state intervention in the economy.109 By integrating themselves into a globalized economy, 

these states thought they would be better prepared to attract capital and maintain a healthy 

economic growth vis-à-vis the other more interventionist countries (see Figure 1.1, in the 

previous chapter). 

The different industrialization processes and reactions to globalization, identified as 

the independent and the integrationist approaches, are valuable concepts which help us 

understand the different dynamics followed in the economic relations between countries, in 

                                                           
108 Alice Amsden, The Rise of “the Rest,” op. cit., 278-283. 
109 Ibid, 281-282. 
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this case, between Mexico and Taiwan. As we will see in the following chapters, these 

differences in industrialization and economic development paths, and the state responses to 

the challenges imposed by globalization, have been influential in determining the type of 

investments and trade relations developed between the actors in this study.  

 

 

2.4. The Study of FDI and Its Impact on International Trade 

 

The systematic study of multinational enterprises (MNE) and foreign direct investment (FDI) 

is a relatively new topic in the area of IPE and International Business. During the last years 

of the golden era of embedded liberalism, the work of John H. Dunning directed its attention 

towards the phenomenon of investments made by American corporations in Britain, 

contributing to what was known as international production.110 Back then, the majority of 

outward investments were made by companies in developed economies, and their destination 

was other developed economies. This situation was partially a result of the nascent economic 

integration process taking place in Western Europe since the late 1950s. The rapid 

reconstruction of Europe also attracted investments from American corporations, while the 

gradual integration of European economies made enterprises from other countries to have 

access to the markets of other members, exploiting economies of scale and reinforcing the 

trend of sustained economic growth.  

 This type of process was noted and studied by Raymond Vernon, who proposed the 

Product Cycle Theory, highlighting the role of enterprises that decide to invest in third 

countries. Once innovative firms in a country characterized for its advanced level of 

industrialization and economic development, produce their goods locally, they will seek new 

markets abroad to export their products. In case these companies are faced with entry barriers 

in third countries, they could decide to form partnerships with local firms there, or to create 

affiliate companies, in order to make and distribute their products in that location. It is then 

when those firms reinforce their status as multinational enterprises. This situation could allow 

indigenous companies to absorb the know-how and techniques from the original MNEs, 

                                                           
110 See John H. Dunning, American Investment in British Manufacturing Industry. (Sydney: George Allen & 

Unwin, 1958). 
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making them interested in exporting and competing with the latter, hence completing the so-

called product cycle.111 Nonetheless, Dunning went beyond, underlining the advantages of 

MNEs over indigenous firms derived from their size and experience, including their easier 

or cheaper access to knowledge and information, as well as to factor inputs; a better access 

to other markets or the acquisition of saleable characteristics, such as internationally 

recognized brand names; and the ability to achieve economies of scale and vertical 

integration.112 

 

2.4.1. The eclectic paradigm and the motivations behind FDI 

Under these circumstances, Dunning made a first attempt to theoretically approach the 

subject, proposing an eclectic paradigm to FDI. This theory states that the behavior of foreign 

direct investment is determined by the advantages offered by the host country, particularly 

regarding ownership (including the observance of property rights), geographical location (in 

relation to the domestic market and other neighboring markets, as well as the development 

of infrastructure), and internationalization (how open is its economy). 113  Similarly, the 

greatest contribution of the eclectic paradigm, still in use nowadays, is the categorization of 

the four primary motivations for FDI.  

 The first motivation is seeking access to other markets, which is particularly related 

to the first phases of the product cycle theory. When facing entry barriers, multinational 

enterprises will decide to invest in other countries, as a way to have better access to those 

markets, being particularly the case of countries with large populations and territories. In 

recent decades, one of the most important cases regarding this type of motivations is China, 

where several multinational corporations from developed economies have agreed to form 

joint ventures and partnerships with indigenous firms, including the obligation to share their 

technology with the latter. These kind of conditions would deem unacceptable for those 

                                                           
111 Raymond Vernon, “International investment and international trade in the Product Cycle,” in Quarterly 

Journal of Economics, 80 (1966): 190-207. 
112 John H. Dunning, “The Determinants of International Production,” in Oxford Economic Papers, New Series, 

25, no. 3 (November 1973): 314. 
113 John H. Dunning, “Trade, location of economic activity and the MNE: A search for an eclectic approach,” 

in Bertil Ohlin, Per-ove Hesselborn & Per Magnus Wijkman (eds.), The International Allocation of Economic 

Activity: Proceedings of a Nobel Symposium held at Stockholm. (London: The Macmillan Press, 1977), 395-

418; John H. Dunning, Multinational Enterprises and the Global Economy. (Workingham: Addison-Wesley, 

1993).  
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MNEs under different circumstances, but most of them accepted them as the only way to 

access a market of more than a billion potential consumers, whose purchasing power was 

increasing at an accelerated rate. In Latin America, the case of Brazil is also illustrative of 

this first motivation for the MNEs investing in the manufacturing and service sectors.114 

 The second motivation refers to seeking access to the natural resources of the host 

country. This is the case of many developing economies that do not have the means to 

effectively exploit its own resources, often due to weak institutions and corruption practices. 

Therefore, when they have abundance in raw materials, it is easy for them to attract foreign 

investments towards those sectors, particularly from countries that do not possess those kind 

of resources, or whose companies are highly specialized in the exploitation and distribution 

of commodities internationally. This kind of motivation was usually associated to the type of 

FDI that has historically been attracted by Latin America, initially from developed countries 

in the West. As noted at the beginning of this thesis, the topic has gone through a revival in 

recent years, after most of the Chinese outward FDI in that region has been identified with 

this motivation, especially in the mining, oil and agricultural sectors in Brazil, Peru, 

Venezuela, Ecuador and Argentina.115 

 The third motivation is related to the seeking of efficiency in the production process. 

This is usually the case of companies looking for places with cheaper high or semi-skilled 

labor, tax incentives, land or other important economic factors enabling them to lower their 

costs, hence increasing their international competitive position. In Latin America, different 

from the case of Brazil where FDI is usually motivated by market-seeking and natural 

resources-seeking, the case of FDI in Mexico is mostly related to efficiency-seeking.116 As it 

was mentioned in the previous section, by following an integrationist approach, which was 

ultimately consolidated with the first negotiation of NAFTA, Mexico became an important 

destination for FDI from enterprises interested in the access of goods from that country to 

the US market. Therefore, many MNEs, in order to increase their efficiency and 

competitiveness in the North American region, invested in Mexico for its cheap labor, 

                                                           
114 Priscila Gomes de Castro, Elaine A. Fernandes & Antonio Carvalho Campos, “The determinants of foreign 

direct investment in Brazil and Mexico: an empirical analysis,” in Procedia Economics and Finance, 5 (2013): 

231-240. 
115 Pérez-Ludeña, op. cit., 13. 
116 Gomes de Castro, Fernandes & Carvalho Campos, op. cit., 234-238. 
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geographical location, and other economic incentives offered by the federal, state and local 

authorities. Nonetheless, after the 2013 reforms in the once heavily protected oil industry and 

the uncertainties derived from the renegotiation and possible termination of NAFTA, we can 

expect FDI in Mexico related to natural resources-seeking motivations to increase rapidly, 

taking it closer to the levels of other nations in the region. 

 The fourth motivation is that of seeking strategic assets in third countries. This kind 

of FDI usually refers to the acquisition of already established companies or infrastructure in 

third countries, which are seen as possessing strategic value for the buying enterprise. The 

procurement of technology or the expertise of firms in other markets can be considered as 

key assets for multinational companies that want to expand their operations in other parts of 

the world. This was the case of corporations from Japan in the United States during the 1980s, 

when many Americans feared a Japanese takeover,117 as well as the current case of many 

Chinese companies, who are investing in developed and developing economies alike, through 

the acquisition of affiliates of other multinational corporations, especially from the West, 

after the latter were hardly hit by the financial crises in 2008-2009.118 

 

2.4.2. Institutional determinants of FDI 

The eclectic paradigm as proposed by Dunning has been taken as an important stepping stone 

in the study of FDI determinants and behavior, with subsequent studies by other scholars 

aiming to refine and expand the scope of the theory. Besides those motivations, different 

authors also noted that economic and political determinants are equally important when 

investing in developing nations. Some studies stressed that besides the relevance of economic 

data such as GDP growth, GDP per capita, balance of payments, inflation, wages and workers’ 

skills in the host country, other aspects such as the ideology adopted by the government, as 

well as the political stability of the country are similarly pondered by multinational 

enterprises when deciding when, where, and how much to invest abroad.119  

                                                           
117 See Narelle Morris, Japan-Bashing: Anti-Japanism Since the 1980s. (New York: Routledge, 2011). 
118 Xiaoxi Zhang & Kevin Daly, “The determinants of China’s outward foreign direct investment,” in Emerging 

Markets Review, 12 (2011), 389-398. 
119 Friedrich Schneider & Bruno S. Frey, “Economic and Political Determinants of Foreign Direct Investment,” 

in World Development, 13, no. 2 (1985): 161-175. 
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 Following a more institutional-oriented approach, other studies elaborated statistical 

models using the classification of other institutions that may be determinant to FDI, 

acknowledging the existence of three groups or pillars that are relevant to decide the location 

of investments. These are the regulative pillar, understood as those institutions developed 

and used by governments with the aim to attract more FDI, including tax reforms, the 

liberalization of financial accounts, a stable macroeconomics, the protection of property 

rights, less ownership restrictions, better contract enforcement and non-corrupt practices; the 

normative pillar, related to the cultural similarities and disparities between the host and the 

capital exporting countries, its political stability and certainty, as well as other factors such 

as the average schooling in the host society or its educational attainments; and, the cognitive 

pillar, derived from institutions such as bilateral investment treaties and other trade practices 

that allow a higher frequency of business transactions in the host economy, hence making 

the latter more attractive for other companies from abroad.120  

 Traditionally, as in the case of the countries identified as integrationist by Amsden, 

regulatory institutions seem to be the most important factors in the attraction of FDI. 

Nonetheless, other studies have also stressed the idea that even when regulatory institutions 

are an important factor for companies from developed economies,121 normative institutions 

are equally important in some cases, as in the case of investments made in mainland China 

by ethnic-linked enterprises from Hong Kong and Taiwan, whose impact in institutional 

developments tends to be more moderate than those from non-ethnic-linked FDI.122 Those 

studies have joined a series of publications concerned with the idea of institutions 

                                                           
120 See the work by Len J. Trevino, Douglas E. Thomas & John Cullen, “The three pillars of institutional theory 

and FDI in Latin America: An institutionalization process,” in International Business Review, 17, no. 1 

(February 2008): 118-133; and, Yuanfei Kang & Fuming Jiang, “FDI location choice of Chinese multinationals 

in East and Southeast Asia: Traditional economic factors and institutional perspective,” in Journal of World 

Business, 47 (2002): 45-53; Bo Bernhard Nielsen, Christian Geisler Asmussen & Cecilie Dohlmann Weatherall, 

“The location choice of foreign direct investments: Empirical evidence and methodological challenges,” in 

Journal of World Business, 52 (2017): 62-82. 
121 Alvaro Cuervo-Cazurra, “Better the devil you don’t know: Types of corruption and FDI in transition 

economies,” in Journal of International Management, 14 (2008): 12-27; Julian Du, Yi Lu & Zhigang Tao, 

“Economic Institutions and FDI location choice: Evidence from US multinationals in China,” in Journal of 

Comparative Economics, 36 (2008): 412-429. 
122 Danny T. Wang, et al., “When does FDI matter? The roles of local institutions and ethnic origins of FDI,” 

in International Business Review, 22 (2013): 450-465. 
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determinant to the attraction of FDI by China, as well as to the more recent phenomenon of 

Chinese outward foreign direct investment.123 

 In this regard, the eclectic paradigm and the efforts to approach FDI from an 

institutional perspective represent a useful framework for the analysis of Taiwanese 

investments in Mexico. After following an independent response to industrialization and the 

challenges posed by globalization, Taiwanese firms, particularly those in the technology 

sector, were in a position to expand operations abroad, investing in other locations in order 

to increase their efficiency and international competitiveness. The Mexican state, by 

observing an integrationist approach, developed institutions aimed at the attraction of foreign 

direct investments, offering important incentives for enterprises interested in Mexico as an 

export platform to the United States.  

 Therefore, under those circumstances, most of the large Taiwanese companies 

investing in Mexico were motivated by efficiency-seeking, and to a lesser degree, by the 

acquisition of strategic assets, like the infrastructure built by former Japanese partners in 

some sub-sectors, specifically the production of TV sets and monitors in the Tijuana area. 

The cultural gap and differences in business practices, among other factors, as dictated by 

the normative and cognitive institutional pillars, are determinant for Taiwanese companies 

to prefer Asian locations above Mexico. Nonetheless, the latter remains as a complementary 

piece in their strategy to increase their efficiency, enhancing their position in world trade and 

improving their access to the US market. 

 

2.4.3. The linkages between FDI and trade imbalances 

Besides the motivations and determinants of FDI, since the 1980s, when investments began 

pouring into developing economies in larger amounts, scholars have also devoted their time 

to effectively demonstrate the possible linkages of foreign direct investment and its impact 

on economic growth in host countries. Most studies have shown a positive effect of FDI in 

host economies, but to different degrees.124 Others have also paid attention to the more 

                                                           
123 Joseph P.H. Fan, et al., “Institutions and Foreign Direct Investment: China versus the Rest of the World,” in 

World Development, 37, no. 4 (2009): 852-865; Kang & Jiang, op. cit.: 47-48; Ivar Kolstad & Arne Wiig, “What 

determines Chinese outward FDI?” in Journal of World Business, 47 (2012): 26-34; Xiaoxi Zhang & Kevin 

Daly, op. cit., 389-398. 
124 An important effort to compare the different results by more than a hundred previous studies dealing with 

the linkages between FDI and economic growth, using a meta-regression analysis, can be found in Sasi 
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positive impact of investments made by MNEs from developed countries, or global North, 

as compared to those made by enterprises from the developing world, or global South. The 

emphasis on better practices and accountability from the more developed economies can 

contribute to a better governance, in contrast to investors from emerging countries with a 

different system of government.125 The case of Chinese outward FDI has also been used as 

an example of how investments motivated by natural resources-seeking in countries with less 

developed institutions can further erode their already weak institutional environment; 

nevertheless, the same could not have been said about Chinese investments in attending other 

motivations or made in more developed economies.126 

 Similarly, some studies have confirmed the idea of the correlation between FDI and 

economic growth not being unidirectional, but being dependent on the ability of host 

countries to develop absorptive capabilities. Spillovers related to the arrival of FDI, 

particularly those concerning technology and innovation, are only possible when local 

financial markets are mature enough to support indigenous firms in their quest to acquire 

technology similar to that brought by MNEs.127 Certainly, as noted in the categorization made 

by Amsden, the developmental states in East Asia following an independent approach 

understood that notion, hence making sure to act as important financial intermediaries in the 

provision of credits or other strategic instruments for local firms to be able to reap the benefits 

of productivity spillovers in their relationship with FDI inflows. At the same time, those 

studies have argued that the promotion of the development of financial markets should go 

hand in hand with the attraction of FDI, in order to ensure the positive impact of FDI in 

economic growth through spillover effects.128 

 That explanation is also insightful to explain the inability of FDI in Mexico, including 

that coming from Taiwan, to produce technology spillover effects. The state of 

                                                           
Iamsiraroj & Mehmet Ali Ulubasoglu, “Foreign direct investment and economic growth: A real relationship or 

wishful thinking?” in Economic Modelling, 51 (2015): 200-213. 
125 Firat Denir, “Effects of FDI Flows on Institutional Development: Does It Matter Where the Investors are 

from?” in World Development, 77 (2016): 342-353. 
126 Kolstad &Wiig, op. cit., 26-32. 
127 Laura Alfaro, et al., “Does foreign direct investment promote growth? Exploring the role of financial markets 

on linkages,” in Journal of Development Economics, 91 (2010): 242-256; W.N.W. Azman-Sami, Ahmad 

Zubaidi Baharumshah & Siong Hook Law, “Foreign direct investment, economic freedom and economic 

growth: International evidence,” in Economic Modelling, 24 (2010): 1079-1089. 
128 W.N.W. Azman-Sami, Siong Hook Law & Abd Halim Ahmand, “FDI and economic growth: New evidence 

on the role of financial markets,” in Economic Letters, 107 (2010): 211-213. 
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underdevelopment of credit markets in Mexico, derived from a traumatic process of sudden 

nationalization of the banking system in 1982, its re-privatization in the following years, and 

the predominance of foreign companies after the 1994 financial crisis, also known as Tequila 

Effect, has made it impossible for indigenous producers to effectively absorb foreign 

technology, and eventually become innovators in the field.129 In this regard, the investments 

made by Taiwanese firms in Mexico, as well as by other multinational enterprises from the 

Asia-Pacific and the developed world, who have been important in the development of 

production and supply chains centered in East Asia and mainland China, have contributed to 

a rapid increase of imports from China.  

 Some studies have noted how FDI is not necessarily beneficial to local producers, in 

what is known as crowding-in effect, especially in cases where multinationals are unable or 

unwilling to find local suppliers, hence importing many of their inputs from other affiliate 

companies in third markets.130 As noted in one of those analysis: “FDI is often associated 

with firm restructuring to integrate the target firm into the production chain of the 

multinational company, which implies that raw materials and other inputs are purchased 

within the multinational enterprise and thus from foreign rather than local suppliers”.131 That 

seems to be case of most Taiwanese large companies investing in Mexico. Therefore, this 

thesis points to the efficiency-seeking motivations behind FDI from Taiwan in Mexico, as 

well as to its unexpected effects on bilateral trade, causing a large deficit for the Mexican 

side. Mexico’s integrationist approach, and the government’s inability to effectively promote 

the development of financial markets, have made difficult for local firms to absorb the 

technology brought to the country not only by Taiwanese companies, but also from other 

multinational enterprises from East Asia and the more developed countries. 

 

 

                                                           
129 Juan C. Moreno-Brid & Jaime Ros, Development and Growth in the Mexican Economy: An Historical 

Perspective. (Oxford: Oxford University Press, 2009), 199-203. 
130 B.J. Aitken & A. Harrison, “Do domestic firms benefit from direct foreign investment? Evidence from 

Venezuela,” in American Economic Review, 89 (1999): 605-618. Similarly, in their study, other authors have 

noted the negative effect of elite rent-seeking interests in host countries, which tends to overshadow the positive 

sides of FDI, see Kristine Farla, Denis de Crombrugghe, & Bert Verspagen, “Institutions, Foreign Direct 

Investment, and Domestic Investment: Crowding Out or Crowding In?” in World Development, 88 (2016), 7. 
131 Dierk Herzer, Stephan Klaser & Felicitas Nowak-Lehman D., “In Search of FDI-led growth in developing 

countries: The way forward,” in Economic Modelling, 25 (2008), 794. 
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2.5. Concluding remarks 

 

This chapter sought to introduce the major theoretical concepts that are useful to analyze the 

key events leading to the current situation of Taiwanese investment and trade relations with 

Mexico. Historical Institutionalism has been a valuable theoretical stream within Political 

Science, including the study of IPE. Both Taiwan and Mexico are considered newly 

industrializing countries (NICs), and during some decades of the second half of the past 

century were also seen as miracle economies due to their process of rapid industrialization 

and high rates of economic growth. According to the influential work of Alexander 

Gerschenkron, regarding the requirements of latecomers to become industrialized nations, 

particularly related to capital constraints, the backward countries are in need of a major 

government intervention in the economy and institutional arrangements aimed to giving the 

state a bigger role.132 State institutions hence become an important theoretical tool for the 

purpose of the present study, particularly those ideas that better explain the evolution of the 

concept of developmental state. 

Since the most successful experiences of developmental states are those found 

among East Asian countries, scholars tend to ignore or minimize the less successful cases in 

other regions, including Latin America. Mexico, similar to Taiwan, saw the creation of state 

developmental institutions that rendered high economic growth rates between 1940-1982, 

and allowed industries in the country to flourish. However, when paying attention to the 

origins and evolution of the developmental states in both countries, as suggested by Historical 

Institutionalism, it is possible to appreciate how they have influenced on the current situation 

of bilateral trade and investments.  

The differences in both cases, with Taiwan following an independent approach and 

Mexico an integrationist one, can illuminate their responses to the challenges posed by 

globalization. Path dependence was obvious when Taiwanese institutions reacted by 

promoting the creation of more local sources of technology and innovation, seeking to 

increase its industries competitiveness abroad, without the need to depend heavily on foreign 

direct investments. On the other hand, Mexican institutions reacted to globalization by 

deepening its integrationist approach, welcoming and attracting larger sums of foreign 

                                                           
132 Alexander Gerschenkron, op. cit. 
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investments as a way to ensure an upgrade in competitiveness of the industries that were 

created in the past. By following those paths, and reacting differently to the critical junctures 

posed by globalization and the attacks from the Neoliberal paradigm, Mexico and Taiwan 

developed an unbalanced commercial relation, marked by an increasing interest of successful 

Taiwanese companies to invest in Mexican soil, driven by the latter’s economic integration 

process with the United States.  

Through an independent approach, Taiwan was successful in the promotion of 

domestic industries capable of developing their own technology, who needed to extend their 

operations abroad in order to remain competitive and having access to larger markets. On the 

contrary, Mexico, limited by geographic and financial constraints, followed an integrationist 

approach aiming to make the country’s industries competitive through the attraction of FDI 

and the gradual transfer of technology from larger MNCs. After the end of the Cold War and 

the prevalence of globalization, both models finally met, making Taiwanese enterprises gain 

an interest in Mexico as an export platform to the United States, following the premises of 

the FDI eclectic paradigm, where companies from Taiwan invest in Mexico motivated by 

efficiency-seeking considerations. These notions are also helpful to understand the increase 

of bilateral trade and the Mexican trade deficit with Taiwan. Therefore, the following 

chapters will elaborate in these ideas, presenting how both countries developed the 

institutions that made possible their industrialization, each observing a different approach, 

and how their responses to globalization led to the current situation in the Taiwan’s 

investment and trade relations with Mexico. 
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Chapter 3. Taiwan’s Independent Approach:  

Industrialization and the Challenges of Globalization 

 

 

This chapter, following the ideas behind Historical Institutionalism, will analyze the process 

of industrialization in Taiwan, starting with its incorporation into the World Economy, that 

marked the path it followed up to the 20th century, when rapid industrialization occurred, first 

under Japanese rule, and later as the seat of the Nationalist government representing the 

Republic of China. It is important to understand how historical developments affected the 

industrialization process in the island, leading to the presence of strong state institutions, 

mainly concerned with the development of local industries and the control of the banks. The 

particular situation of Taiwan after WWII, made the government aware of the needs to 

develop a strong economy, and the institutions previously advanced by the Japanese were 

continued, for strategic and political motivations. Highly influenced by the previous Japan’s 

industrial success, policymakers in Taiwan followed an independent approach to 

industrialization, emphasizing the need to avoid dependence on foreign capital, and later 

advancing the idea of developing local innovation and technology creation. 

The first section of the chapter explores the conditions under which Taiwan was 

incorporated into the China’s domain after being originally explored by European powers, 

and how the presence of Chinese rulers saved the island from being overly dependent on 

sugar production. The second and third section highlight the differences in motivations 

behind the first attempts to industrialize the island, first with the Qing authorities, and later 

as a colony of Japan. Some of the monopolies and trade instruments used by the Japanese 

rulers during its 50-year control of Formosa were later continued, although with some 

modifications, by the Nationalist government. The fourth section explains the path followed 

by the KMT rulers in the island, achieving one of the economic miracles of the 20th century, 

through a rigid control of public and private finances, and a combination of mechanisms 

designed to ensure the independence of the country from foreign capital and technology, and 

the creation of competitive industries capable of export their production to third markets.  

The fifth section of the chapter reflects on the way the independent approach was 

deepened after two important critical junctures, represented by the energy crises of the 1970s, 
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making the state to de-emphasize the importance of heavy industry, and devote most of its 

energies to the creation and expansion of domestic technology-intensive industries. 

Throughout those years, it was impossible to maintain the independent approach unchanged, 

especially after the promotion of neoliberal values around the world, led by the United States 

and the most important international financial organization. That section, hence, also 

analyzes how Taiwanese government adapted its approach to face those challenges, 

liberalizing the economy, but also enabling the state to preserve part of its capacities to effect 

some change in the economy. It is important to understand those reactions, since they were 

important to the way economic relations between Mexico and Taiwan unfolded during the 

past two decades. The final section presents some concluding remarks. 

 

 

3.1. Incorporation of Formosa into the World Economy:  

From Dutch monoculture to Chinese outpost 

 

According to historical and anthropological sources, the island of Taiwan was originally 

inhabited tens of thousands of years ago by groups of people sharing ethnic and language ties 

with other tribes in Southeast Asia and Austronesia.133 For centuries, the island remained 

autarkic, with traders from other parts of East Asia stopping in its shores only to rest or trade 

a few goods in their journeys between the Chinese and Japanese coasts, and South and 

Southeast Asia. The island has been associated with the place described as Liuqiu in the 

official History of Sui, and later some references in the Yuan Dynasty. Other historical 

records also show some contacts between Chinese traders and people in the island during the 

years of the Tang and Song Dynasties.134 However, none of them claimed control over the 

island, and when the early Ming Dynasty encouraged the development of an imperial fleet 

and the maritime trade in hands of Chinese sailors, as to compete with traders from Japan, 

                                                           
133 Tonio Andrade, How Taiwan Became Chinese: Dutch, Spanish, and Han Colonization in the Seventeenth 

Century. (New York: Columbia University Press, 2008), 23-27. 
134 Wen-hsiung Hsu, “From Aboriginal Island to Chinese Frontier: The Development of Taiwan Before 1683,” 

in Ronald G. Knapp (ed.), China’s Island Frontier: Studies in the Historical Geography of Taiwan, pp. 3-29. 

(Honolulu: The University Press of Hawaii, 1980). 
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Persia, India, and the Arab Peninsula, it was the Penghu archipelago, not Taiwan, which was 

considered as an important position to Chinese interests. 

The first contact between the island and the European world was when Portuguese 

traders, once settled in Macau, were sailing to Japan during the second half of the 16th century, 

in 1544. When exploring the place, the sailors were amazed by its natural beauty, hence 

named it Ilha Formosa (Beautiful Island). The island would be known under that name in the 

West for the centuries to come. Portuguese did not show a real interest in colonizing Formosa, 

and when the Crowns of Spain and Portugal were unified during the Reign of Philip II (1580), 

the Spanish took advantage to expand and reach Taiwan from their settlements in Luzon, as 

a way to counteract the already existing Dutch settlements.135 Manila had been used as a 

trading post with Chinese traders coming from Fujian, but Spain was looking for a position 

closer to the mainland, hence they established garrisons in the northern tip of Formosa, 

particularly the Forts of San Salvador (in modern-day Keelung) in 1626, and in Santo 

Domingo (in modern-day Tamsui) three years later.136 

Following the trace of Portuguese sailors, the Dutch began to explore the waters of the 

East China Sea at the beginning of the 17th century, interested in the trade with China and 

Japan, after being limited by the imperial policies of Philip II of Spain. Looking for a middle 

point between these lands and their newly-acquired possessions in Java, they started settling 

in the Pescadores or Penghu archipelago for its strategic location. Fearful of the stories about 

the barbarious Hongmao, and having them so close to the Fujianese coast, the Chinese Court 

struggled to persuade the Dutch to abandon their position there. In exchange, the Chinese 

officials agreed to trade with them if they moved farther, to the island of Taiwan. When 

realizing the bigger lands and potential resources of the island, the Dutch finally moved to 

Formosa between 1624-1634, building Fort Zeelandia, near to modern-day Tainan City, in 

charge of the interests of the Dutch East India Company (VOC) in that part of the world.137 

Different from Spanish traders, who brought silver and other commodities from the 

Americas to exchange them for Chinese goods, such as silk, tea, and porcelain, the Dutch 

                                                           
135 George M. Beckmann, “Brief Episodes: Dutch and Spanish Rule,” in Paul K.T. Sih (ed.), Taiwan in Modern 

Times. (New York: St. John’s University Press, 1973), 31-58. 
136 See José Eugenio Borao (ed.), Spaniards in Taiwan: Documents. Vols. 1 & 2. (Taipei: SMN Publishing Inc., 

2002). 
137 John E. Wills Jr., “The Seventeenth Century Transformation: Taiwan under the Dutch and Cheng Regime,” 

in Murray Rubinstein (ed.), Taiwan: A New History. (Armonk: M.E. Sharpe, 1999), 86-106. 
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followed a different approach to trade, looking to develop local commodities in their East 

Asian colonies, including spices and sugar, to be sold or exchanged later in China, Japan, and 

Europe. As noted by Kenneth Pomeranz, the Dutch immediately saw the suitability of 

Formosa for the cultivation of sugar cane. Hence, they promoted the opening of lands 

between the natives, and encouraged the migration of people from Fujian and Zhejiang, who 

would serve as middlemen in the process. Soon, the south of the island would become one 

of the most important producers of sugar in Asia in the mid-17th century, exporting mainly 

to China, where the consumption of this product was higher than Europe during that time.138 

Noticing the Spanish presence in northern Taiwan as a potential threat, and imbued by a deep 

rivalry in Europe, involving the struggle for independence from Spain during the Eighty 

Years War (1568-1648), and taking advantage of the separation of Portugal from the Spanish 

Crown, the Dutch managed to expel the few remaining Spanish troops, officials and 

missionaries in Formosa, and seized their lands and fortifications in 1642. This way, the 

Dutch could proclaim control over large parts of the Western coast of Formosa, and continued 

taxing the Chinese cultivators and the natives involved in the production of rice and sugar.139 

Around the same years, domestic turmoil in China, with the Manchus threatening the 

Ming rule, would provoke a drastic change in the island. Taking advantage of the chaotic 

situation in Southern China, Zheng Zhilong increased his influence in the area, through 

trading, fishing and piracy networks. Raising funds and local militias for the defense of the 

Ming in the large cities of the Fujianese coasts, Zheng became a powerful figure in the region, 

and wanted his son Chenggong to become an influential government official one day, who 

finally was granted the honorific Imperial Name or Guoxingye, known in the West as 

Koxinga. However, Zhilong surrendered to the Qing authorities and was later sentenced to 

death, while Chenggong and other siblings rejected the move. Remaining loyal to the Ming, 

and refusing to lose the fortune and might once achieved by his father, Zheng Chenggong 

realized the strategic importance of Taiwan and planned to expel the Dutch and take control 

of the island, as a way to turn it into a fortress and constant source of supplies against the 

                                                           
138 Kenneth Pomeranz, The Great Divergence: China, Europe, and the Making of the Modern World Economy. 

(Princeton, NJ: Princeton University Press, 2000), 120-125; and, Kenneth Pomeranz, & Steven Topik. The 

World that Trade Created. (Armonk: M.E. Sharpe, 1999), 111. 
139 Tonio Andrade, “The Fall of Spanish Taiwan” and “The Birth of Co-Colonization,” in How Taiwan Became 

Chinese, op. cit. 
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Qing in the mainland. In 1662, Koxinga landed his troops in Fort Zeelandia, and was met 

with little resistance from the Dutch. The latter attempted to reconquer the island for the years 

to come, but were not able to retake control. Actually, by the time the Zhengs showed interest 

in Formosa, Brazil and the Caribbean islands had evolved into the world’s major producers 

of sugar, hence decreasing the strategic economic importance of Taiwan for the VOC.140  

Zheng Chenggong changed the name of the garrison taken from the Dutch to Anping, 

and encouraged, together with his brothers, the migration of Chinese mainlanders to the 

island, in order to populate the newly created Kingdom of Dongning. The Zhengs were 

responsible for the sinicization of Taiwan, establishing an administrative system similar to 

that of the mainland under the Ming, taking with them a group of Ming Princes and officials, 

to oversee the strengthening of the new kingdom. The Zhengs also introduced a Chinese-

style forced labor scheme, stopping the economic dependence the island had on sugar 

production under the Dutch. 141  Besides sugar cane, Zheng Chenggong and his successors 

further encouraged the cultivation of rice, tea, camphor and other strategic crops, to sustain 

their campaigns against the Qing, once the latter observed a policy of forbidding coastal 

settlements as to decrease the threats coming from the seas. Through these harsh Qing 

measures, many people from Fujian continued emigrating to Taiwan, where they were 

promised new land. Nonetheless, the government maintained certain strategic monopolies, 

including the one in sugar, formerly established by the Dutch, and reserved for themselves 

the right to trade with other aboriginal tribes in the island. Many of the cash crops were traded 

with Europeans and other smugglers, since the attempts to send ambassadors to Beijing, 

during the Zheng Jing’s reign, remained futile after refusing to accept the conditions to 

surrender, imposed by the Qing Court.142 

At the same time, having pacified most of China and seeing the potential threat posed 

by an opponent regime in Taiwan, the government in the mainland was decided to eliminate 

the Kingdom of Dongning, and take control of the island. In 1683, taking advantage of the 

succession crisis after the death of Zheng Jing two years before, and under the command of 

                                                           
140 Tonio Andrade, “The Fall of Dutch Taiwan,” in How Taiwan Became Chinese, op. cit.; Kenneth Pomeranz, 

& Steven Topik, op. cit., 133-136. 
141 John R. Shepherd, Statecraft and Political Economy on the Taiwan Frontier, 1600-1800. (Stanford, CA: 

Stanford University Press, 1993), 91-104; John E. Wills Jr., op. cit., 86-106. 
142 Parris H. Chang, “Cheng Ch’eng-kung (Koxinga): A Patriot, Nationalist and Nation-Builder,” in Paul K.T. 

Sih (ed.), Taiwan in Modern Times, op. cit., 59-86. 
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Shi Lang, Qing troops seized Formosa and started a process to incorporate it to the Empire, 

as a prefecture dependent on Fujian Province. Afraid of Taiwan becoming a hub for rebels 

or opponents to their rule, Qing officials limited migration of mainlanders to the island, and 

those who were allowed to settle there were not permitted to bring their relatives or wives.143 

However, illegal immigration from the mainland continued during those years, mostly from 

families from Minnan origins in search of new land and trade opportunities. 

As a part of their policies preventing Taiwan from becoming isolated from the rest of 

the empire, Chinese officials promoted the development of agriculture, mainly sugar, tea, 

and rice, products that were sent to the mainland in exchange of handicrafts and other 

manufacturing goods. In fact, many families in the island prospered through commercial 

activities with the Fujianese cities of Xiamen and Fuzhou.144 Nevertheless, the rule of Qing 

Dynasty in Taiwan was marked by constant tensions between newcomers, the second and 

third generations of people coming from the Mainland, and aborigines living in certain parts 

of the island.  

 

 

3.2. The initial steps towards industrialization in Taiwan: the 19th century 

 

After the spectacular territorial expansion throughout the 18th century, Formosa was seen as 

a last frontier of the Qing Empire on the Pacific Ocean, mainly characterized as a land of 

pirates, fishermen and country dwellers on search of new land opportunities with a particular 

culture, different from other provinces in mainland China. Therefore, constant revolts took 

place every time Qing officials were sent there to impose new controls over the population, 

or when unpopular taxes were introduced.145 Nonetheless, after decades of the arrival of 

European Imperialists to East Asia in the late 18th and early 19th centuries, particularly after 

                                                           
143 Stéphane Corcuff, “Ma Ying-jeou’s China-Leaning Policy and the 1683 Fall of the Zheng in Taiwan: A 

Cross-Centuries Geopolitical Comparison,” in Peter C.Y. Chow (ed.), National Identity and Economic Interest: 

Taiwan’s Competing Options and Their Implications for Regional Stability. (New York: Palgrave Macmillan, 

2012), 103-111; John R. Shepherd, “The Island Frontier of the Ch’ing, 1684-1780,” in Murray Rubinstein (ed.), 

Taiwan: A New History, op. cit., 107-132. 
144 Chiu-kun Chen, “From Landlords to Local Strongmen: The Transformation of Local Elites in Mid-Ch’ing 

Taiwan, 1780-1862,” in Murray Rubinstein (ed.), Taiwan: A New History, op. cit., 133-162; and, John R. 

Shepherd, Statecraft and Political Economy on the Taiwan Frontier, op. cit., 178-2014, 398-408.  
145 Ramon H. Myers, “Taiwan under Ch’ing Imperial Rule, 1684-1895: The Traditional Order,” in Journal of 

the Institute of Chinese Studies of the Chinese University of Hong Kong, 4:2 (December 1971), 495-520. 
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the French occupation of Indochina (1862-1874), the Japanese annexation of the Ryukyu 

Kingdom in 1872, and the Japanese punitive expedition against the aboriginal people in the 

western coast of Taiwan, the Qing officials began to realize about the dangers of encirclement 

coming from both the South China Sea and the East China Sea. As a response to French 

troops occupying Tonkin, Chinese troops declared war on the French Empire, and started 

preparing for the defense of Taiwan, ending on the final recognition of colonial rule in 

Vietnam and the end of Chinese suzerainty over those lands.146 Appreciating the strategic 

location of Formosa, its natural resources and growing population, the Qing government 

finally granted the status of Province to Taiwan in 1887, with Liu Mingchuan appointed as 

first governor of the island.  

As a member of the generation of reformist governors in Late-Qing China, and highly 

influenced by the thought of Li Hongzhang, Zeng Guofan, and Zhang Zhidong, among others, 

Liu Mingchuan was concerned with the modernization of Taiwan. The projects for this 

enterprise began in 1884, when Liu was first sent to the island as Imperial Military Envoy. 

Keeping in mind the ideas to adopt Western techniques on the outside, while preserving 

Chinese tradition in its core, Liu followed some of the moves previously taken in Hunan and 

other provinces, implementing some reforms in strategic areas of the economy and security 

in Taiwan. Liu encouraged the reorganization of the baojia family system in the island, and 

performed a type of census to determine the land property and some changes in it, as a way 

to simplify the land taxes, and grant more rights and responsibilities on smallholders.147   

The first railroad line in the island, with a 32km extension, was completed during Liu’s 

tenure, to connect the northern half of the Island with the port of Keelung. A telegraph line 

between Tamsui and Keelung was also introduced by Liu. Similarly, the first steps to 

modernize the postal system were taken, together with the forced relocation of aboriginal 

tribes, and the introduction of new land rents and taxes, serving the purpose of raising more 

funds for other important projects. The provincial government was interested in increasing 

the revenues from important local industries, mainly camphor and tea, exporting to other 

                                                           
146 Lien Chan, “Taiwan in China’s External Relations, 1683-1874,” in Paul K.T. Sih (ed.), Taiwan in Modern 

Times, op. cit., 88-134; and, Elvin Pak-wah Leung, “The Quasi-War in East Asia: Japan’s Expedition to Taiwan 

and the Ryukyu Controversy,” in Modern Asian Studies, 17:2 (April 1983), 257-281. 
147 Robert Gardella, “From Treaty Port to Provincial Status, 1860-1894,” in Murray Rubinstein (ed.), Taiwan: 

A New History. (Armonk: M.E. Sharpe, 1999), 163-199. 
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provinces in the mainland and Japan, and taking advantage of the foreign trade carried 

through the Treaty Ports in Tainan (1858) and Tamsui (1860), and supplementary ports in 

modern-day Keelung and Kaohsiung. Similar to other provincial governments, Liu 

introduced the lijin tax for goods entering and leaving Taiwan, and promoted the exploitation 

of coal mines, as a strategic mineral for the defense of the island.148 

However, different from the changes observed in Meiji Japan during those decades, 

reforms by the Chinese governors were seen as timid and deficient, mainly focusing on those 

parts where they thought the West was superior to Chinese tradition. As a consequence of 

these ideas, governors centered on the embracing of military technology and techniques from 

Europe, reforming parts of the economy with the sole purpose of funding new arm factories 

and forming provincial armies to defend the country from foreign invasion.149 In other words, 

they attached to the idea of Chinese culture superiority, concentrating their energies on 

responding to the threat imposed from the West, with the same type of weapons the so-called 

barbarians used.  

Following this trend, policies implemented by Liu Mingchuan were aimed not at the 

economic development of Taiwan, but at the modernization of strategic sectors to improve 

the defense of the province, sensing the urge of imperialist countries to seize the island. The 

Liu reforms had some positive initial effects, but their fate was not different from the same 

type of policies followed in other Chinese provinces. By touching sensitive interests of 

powerful rival political factions and opposing groups within the landed gentry, some of the 

reforms did not bear fruit and their implementation saw many obstacles from inefficient local 

officials or other minor officials colluded with opponents to Liu’s ideas. Being the target of 

continuous attacks within the Qing Court, Liu Mingchuan was removed from his position as 

Taiwan Governor in 1891, giving little time for his reforms to mature, before the island 

changed hands.  

 

                                                           
148  Samuel C. Chu, “Liu Ming-ch’uan and Modernization of Taiwan,” in Journal of Asian Studies, 23:1 

(November 1963), 37-53; and, William M. Speidel, “The Administrative and Fiscal Reforms of Liu Ming-

ch’uan in Taiwan, 1884-1891: Foundation for Self-Strengthening,” in Journal of Asian Studies, 35:3 (May 

1976), 441-459. 
149 See Ting-yee Kuo, & Kwang-Ching Liu, “Self-Strengthening: The Pursuit of Western Technology,” in John 

K. Fairbank (ed.), The Cambridge History of China. Volume 10: Late Ch’ing 1800-1911 – Part 1. (Cambridge: 

Cambridge University Press, 1978), 491-542. 
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3.3. Taiwan early industrialization during the years of Japanese rule 

 

During the second half of the 19th century, Japanese were not the only foreigners showing 

interest in taking control of Formosa. American, French, and British explorers had, at 

different points in time, recognized the strategic location of the island, and the desirability 

for their countries to use it as a base to expand their presence and trade in East Asia.150 

However, after decades of successful reforms and rapid industrialization, Japan saw an 

opportunity to show the world it was ready to join the ranks of Western imperialist nations. 

In 1894, taking advantage of the political crisis in Korea and the weakening of the Qing state, 

Tokyo declared the war on Beijing, seeking to convert the Hermit Kingdom into an 

independent country and gaining a larger influence in China’s foreign trade, mainly 

dominated by Westerners. The modern Japanese army and navy, reorganized following 

German standards, proved successful against the old-fashioned techniques observed by the 

Chinese troops, despite an increasing use of European-style weapons. One year later, peace 

was negotiated in the Treaty of Shimonoseki, and sovereignty over Formosa and the 

Pescadores was ceded to Japan.  This would be the first Japanese colony, hence the 

government in Tokyo took very seriously the chance to be perceived as a modern and benign 

Metropolis, contrasting with the colonial experiences the Europeans were having in other 

parts of Southeast Asia and Africa.151 

The Japanese authorities learned from their difficult experience in the Ryukyu islands, 

after annexing the kingdom as the Okinawa Prefecture in Japan, and decided to keep Formosa, 

a larger territory with a more complex ethnic composition, as a colony. After increasing the 

police force and the military presence to bring back order and peace to the island, officials in 

Tokyo started to design plans for the development of infrastructure and economic 

modernization. 152   Having a positive understanding of government intervention in the 

economy during the Meiji Restoration, Japanese administrators sought to make Taiwan 
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fiscally independent from the Metropolis, by turning it into a self-sustainable colonial 

enterprise, while also being a provider of commodities to the Japanese market and other parts 

of the world.  

During the first years of Japanese rule, many Chinese families, including big 

landowners, were given the chance to return to the Qing Empire. They opted to go back to 

China, fearing to lose their identity and to prove their national pride. This move was utilized 

by Japanese officials to reform the landholding system without much resistance, promoting 

an expansion of small landowners, accompanied by the introduction of new land taxes, 

particularly during the Administration of Military Governor Kodama Gentaro and Civilian 

Shimpei Goto (1898-1906).153 The plan was to boost rice, tea, and sugar production, giving 

also financial incentives and other material support to this sector. Infrastructure 

modernization included the rapid construction of new railway lines and roads, and the 

improvement of existing ports. With the purpose of opening more lands and having full 

control of the island, the new authorities also followed a complex, and most of the time 

violent, policy towards the aboriginal tribes, many of which were forced to move further and 

deeper into the mountains, while some of them were employed in extractive industries.154  

As a first step to economic modernization, the colonial authority implemented a policy 

to improve the public health and sanitation systems, and created an innovative network of 

hospitals and medicine schools, as a way to get rid of the image of Taiwan as a place where 

tropical diseases, such as cholera, malaria, and smallpox could get easily transmitted. These 

changes increased the island productivity, and made it easier for the government to 

implement other economic changes in the colony. By tightening some of the monopolies 

introduced during the Qing Era, and creating new ones, especially in strategic products, such 

as salt, camphor, and recreational drugs (tobacco, alcohol, and opium), the colonial 

authorities managed to develop a well-funded apparatus, achieving the island financial self-

sustainability by 1905.155 
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As a way to put in order the colony’s finances, the Japanese government authorized the 

creation of the Bank of Taiwan (BOT), to function as the colonial central bank. Replicating 

in a smaller scale the strategy implemented in Japan, the BOT followed policies to use all the 

income from government monopolies, and other public enterprises, to fund many 

infrastructure projects, while attracting investments to the island from the most important 

zaibatsu in Japan, such as Mitsui and Mitsubishi. 156  Different from other colonies and 

territories later controlled by the Japanese, particularly Korea and Manchuria, Taiwan, as a 

major producer of sugar and rice, achieved a trade surplus with Japan during most of the 

years under colonial rule.157 Nonetheless, control of strategic industries and key economic 

decisions were always in the hands of the Japanese. The local people, despite obtaining 

benefits from the improved health and educational systems, had few opportunities to access 

the highest positions within the colonial government or the economy, and started to organize 

to demand more autonomy from Tokyo. 

The relative economic success in the colony, and the liberal political wave sweeping 

the Metropolis, made possible the change into a civilian administration in Taiwan. The local 

population with a higher educational level and better economic position were given a larger 

role in the policymaking of the island, and colonial institutions promoted the development of 

light industries, including food-processing, cloth making, and glass. Starting those decades, 

the economy of Formosa began showing a distinctive characteristic with a small group of 

large enterprises controlled by Japanese officials and private owners, and a large majority of 

smaller enterprises in the hands of the Taiwanese. Similarly, while Taiwan became a major 

exporter of sugar and rice to Japan, it remained a critical importer of technology from the 

Metropolis. 158 

With the imposition of a militaristic government in Japan, and its ambitious plans to 

lead the country into a hegemonic position in Asia, by expelling the Western imperialists and 

creating a Greater East Asia Co-Prosperity Sphere, Taiwan returned to a colonial government 

dominated by military figures. Hence, after invading China and plotting to separate 
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Manchuria from it, the Japanese army began preparations for a greater conflagration in the 

region. As part of those plans, the authorities in Formosa promoted the development of heavy 

industry, although in a smaller scale than the one developed in the northern part of Korea and 

some portions of Manchukuo. 159  Being an important commodity producer and a 

manufacturer of light industry goods, the island started to produce more complex products, 

including cement, chemical and petrochemical products, wood pulp, and heavier types of 

mining, and started plans to build an oil refinery in Takao (Kaohsiung).160 

The Second Sino-Japanese War (1937-1945) and World War II in the Pacific brought 

an important economic boom to Taiwan, which served as a major producing base for the 

Japanese forces during their expansionist campaigns towards South China and Southeast Asia. 

However, during the final years of the war, despite Taiwan was not invaded by foreign troops, 

strategic bombardments were carried by Allied forces to undermine the productive capacities 

of the island, especially some heavy industry plants in Takao, Karenko (Hualien), and 

Taihoku (Taipei).161 Once the Allies saw they had real chances to win the war and defeat the 

Axis Powers, they started to redefine the boundaries in Europe and Asia, reaching an 

agreement with Chiang Kai-shek during the Cairo Conference in 1943, to return Taiwan and 

Penghu to Chinese hands after the Japanese defeat. Weeks after Japan authorities made 

official their surrender, in October 1945, Chinese troops led by Chen Yi arrived to Formosa 

and declared that the island and the Penghu Archipelago were now a province of the Republic 

of China, with a special regime different from other provinces in the mainland, considering 

its special status as a former Japanese colony.162 The economic and social situation found by 

the Nationalists in Taiwan, the ensuing Chinese Civil War in the mainland, and its 

catastrophic consequences for the KMT, influenced the way the ROC would govern the 

island during the second half of the 20th century. 
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3.4. Taiwan under Nationalist Rule:  

Rapid Industrialization led by a Strong Developmental State 

 

3.4.1. Strengthening the Nationalist rule after the Japanese Era 

After the end of WWII, the triumphant but heavily weakened Chinese Nationalist 

government tried to resume economic growth by following many of the same policies and 

practices observed during the years before the outbreak of the war in 1937, during the so-

called Nanjing Decade, where many private interests combined with the increasing power of 

the government to achieve a rapid industrialization of the country, although with mixed 

results, due to the growing antagonistic views on both sides.163 In the aftermath of the war, 

the Chinese bourgeoisie in the large Treaty Ports, and particularly the Shanghai elite, were 

called to retake their role as leaders in the industrialization process of the Republic of China. 

However, as Joe Migdal has pointed in his analysis of weak and strong states,164  since its 

origins, the Republic of China inherited the chaotic situation which led to the fall of the Qing 

Dynasty, and could not get rid of the maladies that deepened during the so-called Warlord 

Era.  

The Northern Expedition to unify the country under the leadership of the Kuomintang 

was successful, in part due to the different alliances the regional warlords and provincial 

governors made with the armies led by Chiang Kai-shek. This situation further debilitated 

the power of the central government, since many of the policies thought to promote economic 

growth and industrialization, despite being designed by capable and intelligent officials, 

educated abroad and with vast experience in the business circles, could not be successfully 

implemented. The different provincial and local interests were able to block the correct 

implementation of developmental policies, which were seen as a threat to the power of local 

gentry and regional warlords.165 The same thing could be said about the war efforts against 

the Japanese invaders. The vast extension of the Chinese territory was a more important 
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factor in holding the Japanese forces back, than was the coordination between the different 

Chinese regiments. In fact, the Chinese Communists were able to learn this lesson by heart, 

making sure that their victories in the war against the Nationalists between 1946-1949, led to 

a strengthening of their central authority, instead to a partial negotiation with local warlords 

as Chiang did two decades before them.166 

At the end of 1945, the dislocations provoked by the war and the enormous threat posed 

by the Communists advance in the northern half of the country, made corrupt practices to 

intensify and proliferate across all levels, while scarcity provoked hyper-inflation and 

increasing poverty rates and hunger in large parts of the population. The disastrous 

implementation of economic policies designed to contain inflation, including the issue of a 

new currency, the fabi, and the constant accusations of corruption and fraudulent 

performance of some key Nationalist policymakers, made the American government to be 

divided in its China policy. The unexpected death of Franklin D. Roosevelt and the arrival of 

Harry Truman to the White House made more difficult the continuous American support to 

the KMT government. Many officials within the State Departments started to show an 

increasing preference for a negotiation between Chinese Nationalists and Communists, 

presenting the latter as closer to a democratic agrarian movement than to real Socialists 

backed by the Soviets.167 

Despite the efforts made by the so-called China Lobby in the US Congress, the 

opposing views between the State and Defense Departments in the Truman Administration 

provoked an ambiguous attitude towards the Nationalists, who started being depicted by 

some influential media as inefficient and corrupt, not worthy of American aid and support. 

The Nationalists justified their continuous mistakes and defeats to their lack of material 

resources and blamed on the Americans for not showing their full support to the KMT cause. 

On the other hand, officials in the US thought the Nationalists were only interested in 

increasing American aid, since they were mismanaging those funds, using them for personal 
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profit.168 It was under these circumstances that Chiang Kai-shek started to make preparations 

for the removal of his government’s seat to Taiwan.  

Having been separated from the regime in the Chinese mainland for fifty years, most 

of the Taiwanese people received the Nationalist troops and representatives in October 1945 

joyfully. After being considered as second-class citizens in Japanese colonial times, despite 

the economic and social improvements achieved during those years, the Taiwanese elites 

thought of a brighter future for themselves in coordination with an ethnically Chinese 

government. However, they would realize that things were much more complicated than that. 

In desperate need for cash and eager to take control, the Nationalist authorities moved quickly 

to seize the properties and economic facilities previously managed by the Japanese.169  The 

continuation or re-introduction of state monopolies in several goods, including salt, sugar, 

tobacco, tea, camphor, paper, cement, chemicals, oil refining and mining, among others, was 

aimed to increase the presence of the KMT government and avoid an increase of local elites’ 

influence, taking advantage of the infrastructure left by the Japanese. 

The miscommunication between the newly arrived authorities and the local elites led 

to increasing tensions in Taiwan. Many KMT officials aimed to strengthen Nanjing’s central 

authority, thinking of the Taiwanese as former Japanese collaborationists, hence unable to 

manage their own affairs as part of the ROC. The Taiwanese, on the other side, thought of 

the KMT troops and officials as uneducated and immoral individuals, holding an attitude 

sometimes much worse than that of their previous Japanese rulers. It was not long before 

problems arose. At the end of February, 1947, an incident with a poor widow selling 

cigarettes in the streets of Taipei caused a mass mobilization and riots across the island 

against the Chinese troops, which was harshly repressed under the orders of Governor Chen 

Yi.170  Hundreds of people died and disappeared during those weeks, while the imposition of 

martial law by the Nationalist government served as the beginning of which was also known 
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as “White Terror,” 171 to persecute and repress all those individuals identified as Communist 

supporters, or active advocates of Taiwan’s independence. 

The new authorities in Taiwan struggled to isolate the island’s economy from the 

problems in the mainland. The imposition of monopolies had also the objective to provide 

the Nationalist armies in China with rice, tea, sugar, and other commodities produced in 

Taiwan. One of the moves was to continue the functions of the Bank of Taiwan in the issue 

of local currency, the Taibi, to avoid the hyper-inflation and alleviate the scarcity problems 

found in the war-thorn Chinese mainland. The Taiwanese economy was still affected by those 

ailments, but to a much lesser extent. Besides, the five decades under Japanese rule isolated 

Taiwan from the presence of Chinese Communists, and the KMT control achieved through 

the imposition of martial law made the island a perfect option for the Chiang’s plans to retreat, 

reorganize forces and retake the mainland.  

In 1949, around two million mainlanders, mainly people from the military, government 

and the party sectors, together with their families, arrived to Taiwan. Chiang had also ordered 

the gold and foreign reserves of the ROC, as well as Chinese cultural and historical treasures, 

to be taken to the island.172  The proclamation of the People’s Republic of China in the 

mainland, and the retreat of the Republic of China to Taiwan, were seen as a new start for 

the Nationalist government, with the pressure not to repeat the same mistakes as those which 

led them to lose the rest of the country, reorganizing the party and the military with the aim 

to eventually retake the mainland and re-impose KMT rule in all of China. Hence, most of 

the initial policies of the Nationalist regime in Taiwan were elaborated keeping that goal in 

mind. 

 

3.4.2. The Phase of ISI-Industrialization in Taiwan 

The immediate economic concerns for the KMT regime in the island were to contain 

hyperinflation and to perform some important changes, as a way to demonstrate to the 

Americans their commitment to reform, hence ensuring the latter’s continuous material and 

moral support. By the arrival of Chiang Kai-shek to Taiwan, inflation in the island was on 

the three-digits range, yet it seemed lower than in the Chinese mainland, where price 
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increases reached 141,800 percent between 1947-1948.173 A few months after the transfer of 

the central government seat to Taipei, the outbreak of the Korean War in June, 1950, 

represented an important change on the US China Policy. Convinced of the strategic 

importance of Formosa, the Truman administration finally showed its full support to the 

Chiang regime in the island, sending the Seventh Fleet to the Taiwan Strait as a way to 

impede a takeover from the Communist armies, but also as a manner to persuade Chiang not 

to proceed with his plans to retake the mainland during those years.174 

The American officials were also concerned with the economy in Taiwan, since they 

were interested in helping the Nationalist regime to avoid following the same path as in the 

past. Therefore, they strongly advised the implementation of a land reform as a first step for 

industrialization and sustained-economic growth. The distribution of land from the landlords 

to the tenants would help in the weakening of the influence of the local gentry, making the 

island farmers a new pillar of the regime, instead of alienating them and pushing them to the 

arms of Communism, as it happened in the mainland.175 Similarly, as a compensation for the 

loss of their lands, the government designed a policy to transform the landlords into 

industrialists, by partially privatizing four sectors of the economy, previously owned by the 

Japanese, and later confiscated by the Nationalists after their arrival to Taiwan. The 

companies in those sectors would be divided into shares, with two thirds of them being 

granted to the landlords as a payment for their lands. The four groups of firms comprised 

Taiwan Cement, Taiwan Paper, Taiwan Minerals and Industries (Gong Kuang), and Taiwan 

Agriculture and Forestry (Neng Lin).176 

Land reform allowed the previously landless farmers to become tenants, who would be 

interested in increasing their recently-acquired lands productivity and profits, boosting 

agricultural production for the immediate years after the arrival of the KMT to the island. 

The increase in annual output helped also to control inflation, and served to expand the 
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foreign reserves, once Taiwan continued to export rice and sugar to Japan, who was also in 

the middle of postwar reconstruction efforts, and benefiting from the outbreak of war in the 

Korean Peninsula. On the other hand, many of the former landlords who received shares in 

the now privatized companies, were not in a strong position to defy the reform, since their 

privileges had been curtailed since the Japanese colonial era, and knew the government had 

the full support of American troops. Hence, they rapidly sold the shares they received as 

compensation and decided to explore other sectors. 177 A few families took advantage of the 

opportunity, buying most of the shares from other players, once their price fell after saturating 

the market, leading Taiwan Cement to become one of the few conglomerates in the island 

during the decades to come. 

Mounted on the Keynesian wave of the era, the Nationalist government continued 

holding some of the same ideas developed since their time in the mainland. Organized under 

Soviet influence and Leninist lines, the Kuomintang adopted the ideology developed by Sun 

Yat-sen, known as the Three Principles of the People, or Sanminzhuyi. The principles of 

Democracy, Nationalism, and People’s Welfare meant the state should have a leading role in 

the economy, and the KMT should control the state apparatus during a time defined as 

democratic tutelage, before full democratic practices could be installed. On the economic 

front, taking advantage of the increasing number of Chinese graduates in American 

universities aiming to return to their country, the government made use of many of them to 

design policies with the goal to achieve rapid industrialization. One of those prominent 

officials was Ho Lian (Frank Ho), trained at Yale University, who became deputy director of 

the Central Planning Bureau in the early 1940s, under the leadership of Hsiung Shih-hui. Ho 

developed the idea of a “planned free economy,” consisting of the state in charge of different 

strategic industries and services in the economy, while the remaining industries would be put 

in the hands of the people, meaning the private sector.178 

The role of the private sector was deemed necessary, not only to raise the standard of 

living of the population through the profit-oriented mechanisms offered by the market, but 

also as a way to differentiate themselves with the Communist rivals, and facilitate the US 

government to continue supporting the Nationalist cause and its regime on the island. The 
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American government, concerned with the rise of Communist around the world, and willing 

to show an image of benign hegemon in the international system, that concerns with the 

provision of public goods and wealth creation around the world, did not oppose the 

development of import substitution industrialization (ISI) policies in many of its allies, 

particularly in those of Latin America and East Asia.  

The desire to strengthen the Nationalist position in Taiwan led to the development of 

domestic industries, as a way to avoid dependence on imports, which could endanger the 

economic future of the island. ISI policies included the government control of banks and 

financial institutions, creating incentives to invest in strategic industries through cheap loans, 

preferential exchange rates, and special funds directed at private enterprises.179 Similarly, the 

most important instrument was fiscal in nature, controlling the imposition of high tariffs to 

imports and promoting tax-rebates in those industries considered strategic. Light industries 

soon began flourishing across Taiwan, helped by government policies encouraging 

protection from foreign competition, and by a desire to encourage the proliferation of small 

and medium size enterprises, mainly in the hands of the ethnically Taiwanese population.180 

By the end of the 1950s, however, the domestic market began to be saturated by local 

products, and the planning officials soon realized about the need to change track. Led by a 

prominent intellectual, Yin Chung-jung (K.Y. Yin), and with the advice of formerly IMF 

trained officials, Tsiang Suo-chieh (S.C. Tsiang) and Liu Ta-chung (T.C. Liu), the 

government designed two crucial policies to avoid losses due to an exhaustion of the ISI 

model, and to ensure the continuous growth of local industry.181 The Foreign Exchange 

Reform of 1958 and the Nineteen-Point Program for Economic and Financial Reform of 1960 

marked the change from a closed economy dependent on import-substituting policies, to a 

more open economy which growth depended on exporting its products to third markets. The 

local currency was devalued in 1958, from NT$24.78, to NT$40.00 to US$1, and the multiple 
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exchange rate system was terminated, using a single exchange rate for all transactions.182 

These changes were aimed to safeguard monetary stability, end the foreign currency black 

market, promote exports and limit the growth of imports. That exchange rate would remain 

in place until 1970, indicating its original aim was successful (Table 3.1). 

 

Table 3.1. Macroeconomic indicators of Taiwan during its first ISI Phase, 1952-1965 

Year 

GDP 
Growth Rate 

% 

Inflation 
Rate % 

(GDP deflator) 

Nominal 
Exchange 

Rate  
(1 USD =) 

GNI per capita 
(Current USD) 

1952 12.00 28.14 10.30 208 

1953 9.49 23.86 15.55 178 

1954 9.64 0.25 15.55 188 

1955 7.72 11.43 15.55 216 

1956 6.17 8.78 24.78 151 

1957 7.81 9.14 24.78 170 

1958 7.68 4.52 24.78 184 

1959 8.81 6.64 36.38 140 

1960 7.20 13.50 36.38 163 

1961 7.05 5.14 40.00 161 

1962 8.93 1.31 40.00 172 

1963 10.74 2.43 40.00 188 

1964 12.63 4.20 40.00 214 

1965 11.89 -1.19 40.00 229 

Average  9.13 8.44   

Source: Data obtained from the ROC National Statistics Service, 2017. 

 

On the other hand, the Nineteen-Point Program was drafted as a response to the 

different calls made by American officials dealing with Taiwan, right after the signing of the 

Mutual Defense Agreement of 1954. The US representatives were interested in the economic 

development of the island, as a way to ensure its self-sustainability and eventually could 

increase its defense expenses and stop relying exclusively on American aid. Similarly, they 
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expected Chiang Kai-shek could modify his emphasis in recovering the mainland, to focus 

more on economic growth and social welfare within Formosa. The crises in Jinmen and Mazu 

islands, in 1954 and 1958, made the Americans to opt for a prudent approach to avoid a war 

with the Communist Chinese, hence asking for refrainment from the Nationalist leader as 

well. The allied advisors suggested a larger role of the private sector, and privatization of 

state companies as a way to increase the investment rates, while trying to preserve 

macroeconomic stability. The Nationalist officials thought the country was not ready to 

abandon state intervention, and limited their commitment to liberalization, while keeping the 

banking sector under state control.183 However, they agreed to advance the cause of private 

enterprises and the maintenance of fiscal discipline, and recognized the need to promote 

exports as a reaction to the inevitable saturation of the domestic market. 

 

3.4.3. The move to an export-led growth and the experiments of heavy industrialization 

Once the Nationalist government made clear its commitment to liberalization was not a 

pragmatic one, instead of blindly following the recommendations made by foreign observers, 

the American representatives accepted this approach to continue their alliance, and observed 

optimistically the growth of export manufacturing industries. This situation moved them to 

announce an end of the USAID Program in the ROC by 1965, in place since 1950, 

acknowledging the promising future of the local economy, and encouraging the Nationalist 

government to continue promoting exports as a way to increase its foreign reserves and 

compensate for the loss of American aid.184 The bilateral cooperation continued however for 

a few more years under different forms.  

Nonetheless, this announcement provoked a rapid reaction from the economic officials, 

who designed a series of policies to boost exports during the 1960s. These measures consisted 

in import tax rebates, offering firms a chance to have some tax returns on certain imports that 

were going to be use for the production of final goods that were to be exported. The 

bureaucrats identified strategic industries, and set clear standards for these rebates as a way 

to avoid tax evasion and confusion among companies.185 At the same time, the government 

                                                           
183 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 17-24. 
184 Stephan Haggard, & Tun-jen Cheng, op. cit., 86-88; Jichang Zhao, Meiyuan de yunyong (The Use of 

American Aid, in Chinese). (Taipei: Lianjing, 1985). 
185 Ching-yuan Lin, op. cit, Chapter 5. 
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encouraged banks, mainly state-controlled entities, to offer low-interest loans to public and 

private enterprises who were interested in expanding their production capacity for exports. 

In line with this idea, they also implemented the Statute for Encouraging Investment in 1960, 

providing laws and norms changing previous regulations, such as those concerning the 

conversion of farmlands into industrial lands, to make export-related activities easier, and 

stimulating a modernization of factories, a merging of companies, and an increase in quality 

through the development of R&D and the absorption of foreign technologies.186 This first 

phase of export-oriented growth also coincided with that of South Korea, making successful 

stories of those countries and a source of inspiration for other emerging economies seeking 

to insert themselves into global trade (Figure 1). 

The CPB also designed the Statute for Export Processing Zones (EPZ), leading to the 

establishment of the first EPZ in Kaohsiung Harbor, in 1965, where the authorities offered 

large facilities and fiscal incentives for producers who installed their operations in the area, 

and exported all of the goods produced there. The initial zone was a big success, making the 

government to create a second and third EPZs in 1971, in Tantze and Nantze, at the central 

and southern parts of the island. In the first two decades of operations, the EPZs attracted 

around 272 companies, mostly domestic and joint ventures with foreign corporations, in labor 

intensive industries, employing tens of thousands of people (around 49,000 in 1971, and 

reaching more than 90,000 by 1987).187 The quality of the produced goods and the value-

added increased over the years, particularly when the authorities promoted the development 

of more knowledge-based industries.  

The experience and success of this policy made it inevitable to extend it beyond the 

EPZ, eventually converting the whole island into an enormous export processing zone. 

Similarly, it became an important inspiration and object of study in other countries, including 

Mainland China, reflected in the reforms carried out by the Communist authorities since the 

end of the 1970s. As a result, Taiwanese manufactured exports in 1970, were twenty times 

the amount of those in 1960, and continued raising exponentially during the following 

                                                           
186  See Chi Schive, The Foreign Factor: The Multinational Corporation’s Contribution to the Economic 

Modernization of the Republic of China. (Stanford, CA: Hoover Institution Press, 1990). 
187 Stephan Haggard & Tun-jen Cheng, op. cit., 91-92; Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. 

cit., 27-30; Ramon H. Myers, “The Economic Transformation of the Republic of China in Taiwan,” in China 

Quarterly, 99:2 (September 1984), 517-520; Hung-Mao Tien, op. cit., 20. 
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decades. In only two decades, the island went from exporting mainly rice, sugar, tea, and 

bananas, to exporting textiles (around 35%), and other manufactured goods, comprising 

consumer electronic goods, processed food, and plywood.188 As a result, economic growth 

remained high, multiplying exponentially the national income and the quality of life of its 

citizens (Table 3.2). 

 

Table 3.2. Macroeconomic indicators of Taiwan during its 

First Export-Oriented Growth Phase, 1965-1980 

Year 

GDP 
Growth Rate 

% 

Inflation 
Rate 

(Consumer 
Prices) 

Nominal 
Exchange 

Rate 
(USD1=) 

GNI per capita 
(Current USD) 

1966 9.63 2.01 40.00 249 

1967 11.15 3.36 40.00 280 

1968 9.71 7.85 40.00 318 

1969 9.59 5.12 40.00 356 

1970 11.51 3.57 40.00 396 

1971 13.43 2.77 40.00 451 

1972 13.87 3.00 40.00 530 

1973 12.83 8.19 38.25 705 

1974 2.67 47.45 38.00 934 

1975 6.19 5.23 38.00 980 

1976 14.28 2.50 38.00 1,150 

1977 11.41 7.03 38.00 1,322 

1978 13.56 5.79 36.95 1,503 

1979 8.83 9.75 36.00 1,951 

1980 8.04 19.02 36.00 2,386 

Average  10.45 8.84   

Source: Data obtained from the ROC National Statistics Service, 2017. 

 

According to the prevailing ideas of the time, following previous development 

experiences and seeing the incredible rise of the Soviet Union through a centrally-planned 

economy and an amazing industrial might, policy makers around the so-called Third World 

thought that to be considered a developed economy, a country needed to achieve the ultimate 

                                                           
188 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 35. 
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level of the industrial hierarchy, which for them was represented by heavy industry. Initially, 

the need to develop a heavy industry in Taiwan was motivated by the defense of the island 

facing the Communist threat from the mainland, and the aspirations to eventually recover the 

lost territories.189 However, once the American pressure to moderate those ambitions and the 

successful development of light and exporting industries took place in the country, the 

development of heavy industry was seen as complementary to the economic expansion of the 

ROC. 

Being then considered strategic in nature, most of the heavy industry remained in the 

hands of the state. Besides, the state became one of the main promoters of the industry 

through the construction of the so-called Ten Major Development Projects, which consisted 

in large investments in infrastructure across the island. Those projects required numerous 

inputs to be acquired from the developing industries in the ROC.190 Therefore, after years of 

importing steel and producing minor amounts in domestic small-scale mills across the 

country, managed by private investors, the government decided to set up the China Steel 

Corporation in 1971, after the demand for steel increased rapidly during the previous decade. 

The company was originally a joint venture between the Nationalist government (45%), the 

private sector (35%), and the foreign-owned First Steel of Austria (20%). However, during 

the construction of the first large-scale steel mill in Taiwan (1974-1977), the government had 

to cover most of the expenses and expansion investments, which eventually made the CSC a 

public enterprise. The company soon began outcompeting the small-scale producers, and the 

government offered extra protection from domestic and foreign competitors, hence 

converting the company into a virtual monopoly. Nonetheless, the officials were careful that 

the company offered high-quality products, and keep the domestic firms consuming CSC 

steel constantly supplied. The corporation resumed its rapid expansion during the mid-1980s, 

despite the liberalization of the industry, and remained highly competitive at the beginning 

                                                           
189 Victor D. Cha, “Defining Security in East Asia: History, Hotspots, and Horizon-Gazing,” in Eun Mee Kim 

(ed.), The Four Asian Tigers: Economic Development and the Global Political Economy. (Bingley: Emerald 

Group, 2007), 33-60; Tun-jen Cheng, “Political Regimes and Development Strategies: South Korea and 

Taiwan,” in Gary Gereffi & Donald L. Wyman (eds.), Manufacturing Miracles: Paths of Industrialization in 

Latin America and East Asia. (Princeton, NJ: Princeton University Press, 1990), 139-178. 
190 In the words of Tien: “These ten projects developed a north-south freeway, railroad electrification, a railway 

in northeastern Taiwan, a new international airport in Taoyuan, a nuclear power plant, an integrated still mill, 

a giant shipyard in Kaohsiung, petrochemical complexes, Taichung harbor, and Suao port”, Hung-Mao Tien, 

op. cit., 21. 
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of the 21st century, although most of its production continued to be allocated in the domestic 

market.191 

 

Figure 3.1. GDP Evolution of East Asian Developmental States, 1960-1980 

 

Source: Maddison Historical GDP Data, World Economics. 

 

Another successful story of heavy industry development was that of petrochemicals. 

Having been established in the mainland, the China Petroleum Corporation moved to Taiwan 

and was in charge of the operations of the oil refinery in Kaohsiung and other related 

infrastructures previously built by the Japanese colonial regime. The government encouraged 

the gradual expansion of oil-refining capacity, aromatics, and fertilizers (both by the CPC 

and the Taiwan Fertilizer Corporation), but did not explore the production of upstream 

petrochemicals until the textile and plastic industries were growing exponentially and needed 

more sources of intermediate supplies to remain competitive. For strategic and economic 

reasons, the CPC built the first upstream naphtha cracking plant in 1968, producing ethylene 

to be allocated among the manmade fibers and plastic materials-making companies.192  In the 

                                                           
191 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 39-41. 
192  Ying-yi Tu, “The Petrochemical Industry,” in Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, 

Industrialization and the State: The Changing Role of the Taiwan Government in the Economy, 1945-1998. 

(Newton, MA: Harvard University Press, 2001), 230. 
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following ten years, the company built two more plants, since the demand quickly surpassed 

the supply capacity of the first installation. 

The development of upstream petrochemical products, combined with the oil shocks 

of the 1970s, made the government officials realize about the need to continue the expansion 

of this sector in heavy industry, and to support the creation of domestic midstream 

petrochemical goods. These policies were aimed not only at being self-reliant in 

petrochemicals, but also as a way to protect the production capacity of the exporting 

industries which depended on cheap and constant supplies of those products. Therefore, in 

the mid-1970s, the government created the China Petrochemical Development Corporation, 

and the Chung-Tai Chemicals Corporation, which in 1982 merged into one large public 

conglomerate, to support the creation of further midstream petrochemical projects.193 

At the same time the CPC continued building naphtha and ethane cracker plants, the 

midstream petrochemical production was being opened to private investors. Most of them, 

however, depended on the CPC for the provision of upstream products. Nonetheless, 

motivated by the protectionist policies observed by the government, new companies 

expanded their operations in the midstream and downstream petrochemical products. As 

noted by Tu, the Formosa Plastics Group (established in 1957 with strong government 

support), the Chi Mei Group, the Changchun Corporation, and the China Chemical Group, 

joined the previously established state-owned enterprises, becoming quasi-oligopolistic 

players. Foreign companies, such as the Union Carbide Corporation, Goodrich, Gulf, and 

National Distiller, were allowed to enter joint ventures with local companies Oriental Union 

Chemical Corporation, Taiwan Synthetic Rubber Corporation, China Gulf Plastics 

Corporation, and the USI Far East Corporation, respectively. However, the second oil-crisis 

caused huge profit losses for those companies, who would abandon the Taiwanese market 

gradually during the 1980s.194 

The performance of other traditional heavy industries promoted by the Nationalist 

government in Taiwan contrasted with the experience of other developmental states in East 

Asia, specifically Japan and South Korea. The latter are still among the largest shipbuilding 

countries in the world. Despite Taiwan is also an important shipbuilding nation, its 

                                                           
193 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 40. 
194 Ying-yi Tu, op. cit., 234-247. 
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production levels are far behind those of the other two countries.195 This industry received 

wide attention from the government since the mid-1960s, with the state-owned Taiwan 

Shipbuilding Co. (TSC) receiving strong official support to export its ships and expand its 

existing capacity. The firm was founded in 1937 by the Japanese Zaibatsu Mitsubishi, but 

also confiscated by the Nationalist regime after their arrival to Taiwan. By 1973, the 

government decided the creation of a much larger entity, named the China Shipbuilding 

Corporation, accepting a 25% of the total investment from the US Oswego Corporation, and 

a 30% from minor domestic and foreign investors.196  

Nonetheless, by the time large national shipyards had been built and/or expanded in 

Kaohsiung and Keelung, and due to the oil crises, the foreign partners withdrew their 

investments, leaving the CSC as a state-owned corporation, which also merged with the TSC 

in 1978.197 The large production capacity of the newly created conglomerate could not be 

fully developed, due to the small domestic market and to the fierce competition from larger 

producers from the already mentioned East Asian countries. The company suffered many 

losses across the years, although it continued to supply the domestic market, which continued 

to benefit from the expansion of transportation services firms, such as Evergreen and Yang 

Ming. 

Another heavy industry with meagre results, and a contrasting experience with the 

other Northeast Asian developmental states was the automobiles sector. The government 

imposed high tariffs and other restrictions on the imports of finished passenger vehicles as a 

way to encourage local production. Joint ventures with foreign companies were permitted 

during the 1960s, but a high local content requirement was set by the government to ensure 

continued growth of the domestic industry. Local passenger cars were produced since 1960, 

but the domestic demand did not grow accordingly, while internationally they could not 

compete with the prices and quality of foreign vehicles. A 1979 government project to build 

a plant with a capacity of 200,000 motor vehicles a year was cancelled five years later after 

                                                           
195 In 2015, Taiwan was the fifth largest shipbuilding nation with 749,000 completed gross tonnages. In 

comparison, China produced 25 million gross tonnages the same year, South Korea completed 23 million, 

Japan made 13million, and the Philippines produced 1.9 million. For more statistics on the issue, online, 

https://www.statista.com/statistics/263895/shipbuilding-nations-worldwide-by-cgt/ 
196 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 43-44. 
197 Tun-jen Cheng, “Political Regimes and Development Strategies,” op. cit., 139-178. 
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complaints from foreign investors about the high local content and export requirements 

demanded by the authorities.198  

Between the 1960s and 1980s, Taiwanese private companies such as Yue-loong 

Automobile Manufacturing Corporation (now Yulon Motors), Liu Ho Motors, Hua-Tung Car 

Manufacturing Co., China Motor Corporation, and Hotai Motor Corporation, entered joint 

ventures with Nissan, Ford, General Motors/Hino, Mitsubishi Motors, and Toyota, 

respectively. These companies developed an expertise and a strong local network with small 

and medium enterprises dedicated to the production of auto-parts, mainly due to the 60% 

local components requirements imposed by the Nationalist government. Most of the cars 

produced locally and being exported were under those foreign brands, and only some of them, 

mainly Yulon (under the label Luxgen) and CMC, have continued to produce passenger 

vehicles with their own brands for the domestic market.199 Nonetheless, despite not having 

internationally famous brands, such as those from Japan and South Korea, when compared 

to other countries, the auto-parts industry in Taiwan continues to be considered as one of the 

most competitive in the world. 

 

 

3.5. Deepening the Independent Approach:  

The promotion of technology-intensive industries 

 

The decade of the 1980s represented a shift in emphasis in the economic policymaking 

process in Taiwan. The difficulties faced during the 1970s, due to the international energy 

crises and an increasing diplomatic isolation, deepened in 1979 with the establishment of 

official ties between the United States and the People’s Republic of China, leading the 

Nationalist authorities in the island to look for diverse approaches to sustain the rapid 

economic growth experienced in previous decades. Realizing about the threats of losing its 

                                                           
198  Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 45. 
199 Edward Cunningham, Teresa Lynch, & Eric Thun, “A Tale of Two Sectors: Diverging Paths in Taiwan’s 

Automotive Industry,” in Suzanne Berger, & Richard K. Lester (eds.), Global Taiwan: Building Competitive 

Strengths in a New International Economy. (Armonk, NY: M.E. Sharpe, 2005), 97-136; Francisco Veloso, José 

Soto Romero, & Alice H. Amsden, “A Comparative Assessment of the Development of the Auto Parts Industry 

in Taiwan and Mexico: Policy Implications for Thailand,” MIT Working Paper. (Cambridge, MA: 

Massachusetts Institute of Technology IPC, 1998). 
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competitiveness in well-established labor intensive industries, to other developing economies 

with lower wages and larger consumer markets, and looking at the mixed results derived 

from the promotion of heavy industry, the Taiwan bureaucrats decided to focus their energies 

in the development of a domestic technology-intensive industrial sector.200 

The government, increasingly dominated by a newer generation of economists, which 

views differed from those of the previous generation of engineers and technicians in charge 

of the economic planning, saw the need to upgrade the existing industrial base, to depend 

less on unskilled labor and giving more importance to technology. Once Chiang Ching-kuo 

was made head of state, after the death of his father, strategic positions were filled by 

individuals sharing those ideals. Li Kuo-t’ing (K.T. Li), former Finance Minister, was made 

Chairman of the Coordinating Committee for the Application of Science and Technology, a 

position similar to a Minister without portfolio, to coordinate the different policies regarding 

technological upgrading and investments in R&D across the island. Similarly, Sun Yu-hsuan, 

former Minister of Economic Affairs, was made Premier, sponsoring, together with Li, the 

creation of the Industrial Technology Research Institute (ITRI), and of the First National 

Conference for Science and Technology in 1978.201 

The accomplishments of the export-led growth strategies in the previous decades, 

meant the government had more than enough resources to the promotion of the technology 

intensive industries. After starting assembling basic electronic goods, such as vacuum tube 

radios, the domestic firms continued upgrading their products, but relied mostly in copying 

foreign patterns and designs, in what is known as reversal engineering. Concerned with the 

need to upgrade the industry, in 1976 the government-based Electronic Research and Service 

Organization reached a technology transfer agreement with RCA, setting up a prototype 

factory for wafer fabrication. Three years later, the United Microelectronics Corporation 

(UMC) was born, receiving 40% of its investment from government sources.202 The state role 

                                                           
200 See Yuan-li Wu, Becoming and Industrialized Nation: ROC’s Development on Taiwan. (New York: Praeger, 

1985). 
201 J. Megan Greene, The Origins of the Developmental State in Taiwan: Science Policy and the Quest for 

Modernization. (Cambridge, MA: Harvard University Press, 2008), 117-140; Kuo-Ting Li, The Experience of 

Dynamic Economic Growth on Taiwan. (Taipei: Mei Ya Publications, 1976); Kuo-Ting. 1988. Economic 

Transformation of Taiwan, ROC. (London: Shepheard-Walwyn, Ltd., 1988), 224-233. 
202 J. Megan Greene, op. cit., 135; Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 60-61. 
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in creating this company, was to develop and disseminate integrated circuit technology, used 

for the production of telephones, cameras, fax machines, timers, and other advanced goods.  

Many small and medium enterprises benefited from this policy, making them attractive 

for other multinational corporations, mainly Japanese and American, who started partnering 

with some of them, making them suppliers of parts and intermediate goods. That same year, 

the Ministry of Economic Affairs and a myriad of private entrepreneurs created a common 

fund, used for the establishment of the nongovernmental Institution for Information 

Industry. 203  The mission of this organization was to generate conscience about the 

importance of technology development among private firms and government offices, 

particularly encouraging the domestic creation of software. 

In tune with these policies, the National Science Council, led by Hsu Hsin-hsiu, 

endorsed the creation of a National Science Park, in Hsinchu, to replicate the experience of 

Silicon Valley in California. The Hsinchu Park was designed to be a high technology export 

processing zone, offering numerous incentives to foreign and domestic companies to set up 

factories producing electronic goods, mainly computers, peripherals, and integrated circuits. 

In its first fifteen years of operation, the park managed to attract 155 companies, with an 

invested capital of more than US$ 2.5 billion, dominated by domestic firms.204 Located close 

to prestigious higher education institutions, such as Tsinghua University and Chiao-tung 

University, the idea was not only for the establishment of manufacturing plants, but also of 

design houses and research labs to innovate on those fields. As a result, the park attracted 

many skilled professionals, not only from Taiwan, but also those who had studied abroad and 

were interested in coming back home to take advantage of the incentives offered by those 

policies. 

Similar to the characteristic elaborated by Alice Amsden, regarding the independent 

approach to industrialization and responses to the challenges posed by globalization,205 the 

government in Taiwan understood the need to lead the effort to promote the development of 

technology-intensive industries, and continued raising the public investments in R&D and 

                                                           
203 P.K. Chiang, “The Role of the Government in a Knowledge-based Economy,” in Tain-Jy Chen & Joseph S. 

Lee (eds.), The New Knowledge Economy of Taiwan. (Cheltenham, UK: Edward Elgar, 2004), 45-81. 
204 Thomas Gold, op. cit., 102-103; J. Megan Greene, op. cit., 145-146; Yuan-li Wu, op. cit., 41-42. 
205 Alice Amsden, The Rise of the Rest: Challenges to the West from the Late-Industrializing Economies. (New 

York: Oxford University Press, 2001): 251-283. 
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targeting certain sectors and firms for the allocation of subsidies or the delivery of special 

treatment. In a large effort to increase the economies of scale, and make the industry highly 

competitive, the government became the majority shareholder of the Taiwan Semiconductor 

Manufacturing Company (TSMC), under the direction of Chang Chung-mou (Morris Chang), 

which began operations in 1987, and attracted many private investors, mainly local firms 

(27%), and a 25% of the initial investment from Philips, the large multinational corporation. 

The construction of such complex facilities, with state of the art technology, required large 

sums of money which medium-sized companies, as those found in Taiwan, could not find by 

themselves. Hence, the government invested almost half of the US$ 22 billion required for 

the establishment of TSMC. However, the large efforts paid off, and the company soon 

became profitable, attracting many young and experience talents to join its ranks. During its 

first decade of existence, more than 800 engineers were working for TSMC. 206  The 

corporation was managed as a private firm, despite been mostly owned by the state, and did 

not take too much time to place itself in the highest positions of the high technology designing 

and manufacturing companies in East Asia. 

The interest of the government in the diffusion of this kind of technology, making it 

easily available to domestic manufactures, was a great opportunity for investors who aimed 

to expand their operations or explore the possibilities to produce their own brands of 

electronic goods. The success of TSMC and the expansion of the Hsinchu Park, motivated 

the creation of large-scale firms who began designing, manufacturing, and exporting 

computers and cellphones under their companies’ names.207 Famous brands, such as Acer, 

Pegasus (later transformed into the separate entities Pegatron and Asus), BenQ, and HTC, 

became international competitors in those goods markets, taking advantage of the domestic 

highly developed semiconductors industry. Similarly, Foxconn developed a business model 

based on its extensive network of suppliers, manufacturing electronic products for large 

multinational corporations, internationalizing their operations during the 1990s, and having 

                                                           
206 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 62-67; Shelley Rigger, Why Taiwan Matters: 

Small Island, Global Powerhouse. (Lanham, MD: Rowman & Littlefield Publishers, 2011), 56. 
207 Dan Breznitz, “Innovation and the Limits of State Power: Integrated Circuit Design and Software in Taiwan,” 

in Suzanne Berger & Richard K. Lester (eds.), Global Taiwan: Building Competitive Strengths in a New 

International Economy. (Armonk: M.E. Sharpe, 2005), 194-226; Shin-Horng Chen, “Knowledge 

Intensification in Taiwan’s IT Industry,” Tain-Jy Chen & Joseph S. Lee (eds.), The New Knowledge Economy 

of Taiwan. (Cheltenham, UK: Edward Elgar, 2004), 228-255. 
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an important presence all over the world.208 The Taiwanese experience also contrasted with 

that of South Korea, which government also pursued a strategy of encouraging technology-

intensive goods exports, but did it through the strengthening of large conglomerates, 

controlled by family clans, known as chaebols. Nonetheless, during those years, both 

countries continued presenting incredibly high growth rates (Figure 3.2). 

 

Figure 3.2. GDP Evolution of East Asian Developmental States, 1980-2000 

 

Source: Maddison Historical GDP Data, World Economics. 

 

Those years also presented numerous changes in the domestic politics, with a more 

vocal middle class and organized civil society demanding more liberty and rights from the 

state, eventually leading to a democratization process during the final years of the 

government of Chiang Ching-kuo. After decades of an effective White Terror, it became 

harder for the Nationalist regime to repress dissidents and opposition leaders, and after 

decades of allowing independent candidates to run for office, known as dangwai, particularly 

in minor local elections, a growing number of political figures became more opposed to the 

                                                           
208 Pun Ngai, & Jenny Chan, “Global Capital, the State, and Chinese Workers: The Foxconn Experience,” in 

Modern China, 38 (2012), 383-410. 
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policies pursued by the KMT. 209  Similarly, after the US foreign policy became more 

concerned with the promotion of human rights under President James Carter, and despite the 

break in official diplomatic relations, the government of the ROC in Taiwan became a target 

of criticism from Western media and scholars, regarding the political situation in the island, 

especially after harsh repression from state forces during popular mobilizations demanding 

free elections, in Zhongli in 1977, and Kaohsiung in 1979.210 Following foreign and domestic 

pressures, the KMT took steps towards political liberalization, starting with a Taiwanization 

of the party, meaning a larger participation of ethnically Taiwanese, and a decreasing role of 

mainlanders within the top positions in the government.  

Minor political reforms were being elaborated in the mid-1980s, and in 1986 the first 

real opposition party was allowed to be formed under the name of Democratic Progressive 

Party (DPP). The party was formed with dangwai candidates from previous local elections, 

and other groups, many of them sharing the idea of achieving Taiwan’s independence 

through democratic means. Nonetheless, the Nationalist government was clear in its 

condition not to tolerate political parties and organizations that promoted the cause of 

independence, considering them as traitors to the ROC.211 Hence, the DPP had to moderate 

its tone, and started moving to the center, regarding this sensitive issue, as a way to increase 

its electoral base and having a larger voice during the democratization process of the country. 

One year later, martial law was officially lifted, after 40 years of implementation, and 

Taiwanese-born Lee Teng-hui replaced Chiang Ching-kuo as President of the ROC after the 

latter’s death in 1988. Lee would prove skillful in the introduction of further political reforms, 

achieving direct-vote presidential elections in 1996, and terminating other institutions that 

were previously preserved to maintain the image of the ROC being the legitimate government 

of all of China. 

 The way Lee handled democratic transition after the death of Chiang Ching-kuo 

created many challenging responses from the PRC, but also opportunities for cooperation. 

Economic cooperation was led by Taiwanese entrepreneurs interested in taking advantage of 

the chances of profit offered by economic reforms in the mainland, promoted by Deng 

                                                           
209 J. Bruce Jacobs, “Political Opposition and Taiwan’s Political Future,” in Australian Journal of Chinese 

Affairs, 6 (July 1981), 21-40. 
210 Hung-Mao Tien, op. cit., 95-98. 
211 Chien-chao Hung, op. cit., 387-392. 
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Xiaoping. The government in Taiwan was mostly reactive to those interactions, knowing it 

would be impossible to continue banning all contact between people and businesses across 

the strait. 212  The success of Taiwanese enterprises after years of state policies aimed to create 

growth and industrialization, also made it harder for the government to impose strict rules on 

all the companies investing in the mainland, after they became aware of the opportunities of 

growth offered in the PRC, and their advantages before other competitors, due to a common 

language and shared culture with the people in the mainland.213 However, the government in 

Taiwan was not willing to give up on its intervening power in the economy, and despite those 

critical junctures, it decided to continue certain policies to encourage more strategic 

investments and increase the competitiveness of certain local industries. 

Since the late 1970s, economists with a more neoliberal view started occupying higher 

positions in the policy-making institutions, particularly those related to the monetary policy. 

After decades of strong surveillance of the banking system, under a rigid government control, 

in July 1978 a flexible exchange rate system was adopted, abandoning the previous fixed rate, 

but still finding ways to peg the NT Dollar to the US Dollar, and influence the exchange rate 

as a way to ensure gain incentives and a competitive environment for domestic exporters 

(Table 3.3). 214  Seven months later, the Central Bank created a foreign assets market, 

authorizing five public banks to trade on international currencies. Those moves were possible, 

mainly because of the successful strategies during the export-led growth period. The rapid 

expansion of exports led to continuous trade surpluses, that caused an accumulation of 

foreign reserves, which combined with a rise on domestic savings, strict capital controls, and 

a government dominance of the banking system, made the authorities confident enough in a 

gradual liberalization of its monetary policy.215 

                                                           
212 Shelley Rigger, op. cit., 120-123. 
213 Yun-han Chu, “The Realignment of Business-Government Relations and Regime Transition in Taiwan,” in 

A. MacIntyre (ed.), Business and Government in Industrializing Asia. (Ithaca, NY: Cornell University Press, 

1994), 113-141; Chi Schive & Tain-Jy Chen. 2004. “The Globalisation of Business in Taiwan,” in Tain-Jy Chen, 

& Joseph S. Lee (eds.), The New Knowledge Economy of Taiwan, op. cit.,150-167. 
214 Yun-han Chu, “State Structure and Economic Adjustment of the East Asian Newly Industrializing Countries,” 

in International Organization, 43: 4 (December 1989), 647-672; Michael Roemer, & Chou Ji. 2001. 

“Macroeconomic Policy,” in Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, Industrialization and the 

State, op. cit., 121-123. 
215 By the mid-1980s, Taiwan had a large surplus with the United States, and smaller surpluses with Hong Kong 

and mainland China; it had a considerable deficit with Japan, and a roughly balanced trade with Germany and 

other Western European countries. These trends have not changed much thirty years later, with Mainland China 

becoming the largest trading partner of Taiwan, and the US moving to a second place. However, surpluses with 
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Table 3.3. Macroeconomic indicators of Taiwan during its first 

Technology-Intensive Goods Exports Phase, 1980-2000 

Year 
GDP 

Growth Rate 
% 

Inflation 
Rate 

(Consumer 
Prices) 

Nominal 
Exchange 

Rate 
(USD 1=) 

GNI per capita 
(Current USD) 

1981 7.11 16.31 36.79 2,707 

1982 4.80 2.95 39.12 2,699 

1983 9.04 1.38 40.06 2,908 

1984 10.05 -0.03 39.62 3,265 

1985 4.81 -0.16 39.86 3,377 

1986 11.52 0.69 37.85 4,143 

1987 12.70 0.52 31.87 5,468 

1988 8.02 1.28 28.61 6,541 

1989 8.75 4.42 26.41 7,801 

1990 5.65 4.13 26.89 8,431 

1991 8.36 3.62 26.82 9,382 

1992 8.29 4.46 25.16 11,010 

1993 6.80 2.95 26.39 11,548 

1994 7.49 4.10 26.46 12,352 

1995 6.50 3.66 26.46 13,326 

1996 6.18 3.08 27.46 13,836 

1997 6.11 0.90 28.70 14,184 

1998 4.21 1.69 33.46 12,934 

1999 6.72 0.17 32.27 13,947 

2000 6.42 1.25 31.23 15,142 

Average 7.48 2.87   

Source: Data obtained from the ROC National Statistics Service, 2017. 

 

Therefore, when Yu Kuo-hua was made head of the Central Bank and ROC Premier in 

1984, he promoted a liberalizing program, seeking to decrease the huge trade surplus and 

avoid criticism from the US and other developed economies, by allowing more imports of 

intermediate goods, such as steel, through the dismantlement of non-tariff barriers, and the 

                                                           
both of those actors, and a smaller deficit with Japan are still visible in modern-day Taiwan’s foreign trade. See 

official data from the ROC Ministry of Economic Affairs, 2017. 
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end of local content requirement for certain industries.216 Facing the wave of globalization 

and the international pressures to further liberalizing its economy, the government in Taiwan 

made announcements to give more space to market mechanisms, increase its international 

contacts and increase the public transparency. However, in practice, mercantilist policies 

remained in place in sectors considered strategic, including the technology-intensive 

industries, although in a more discrete way. Mainly due to those trends, Taiwan’s economy 

has continued relying heavily on foreign trade for its growth, and particularly on its exports 

to the rest of the world, that since its first years of export-oriented growth, have represented 

a high percentage of its GDP, giving the island a continues trade surplus during the past three 

of decades (Figure 3.3). 

 

3.5.1. Taiwan’s independent approach in the 21st century 

Despite democratization and globalization weakened the position of the developmental state 

in the economy, the government in Taiwan was still convinced of the utility of state planning 

in specific key sectors, particularly concerning the adverse international environment and the 

security threats coming from the other side of the Taiwan Strait. Even after the triumph of 

the DPP in the 2000 presidential election, the administration of Chen Shui-bian did not offer 

a big departure from the industrial policies carried by his predecessors. The state remained 

conscious of its capacity to influence industrial development, hence targeting new strategic 

industries, through the enlargement of the Hsinchu Industrial Park and the creation of more 

infrastructure to sustain the growth in exports. Other technology-intensive industries were 

identified as strategic, including biogenetic and pharmaceutical sectors, considered as high 

income generators.217 Nonetheless, it was clear that private businesses had a larger voice in 

the elaboration of those policies, and the difficult political landscape, with a society divided 

regarding its views on relations with the mainland, made it harder for state institutions to 

succeed in their goals, as they did in the first decades after their establishment in Taiwan. 

 

 

 

                                                           
216 Li-min Hshue, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 67-74. 
217 Joseph Wong. “Re-Making the Developmental State in Taiwan: The Challenges of Biotechnology,” in 

International Political Science Review, 26:2 (April 2005), 169-191. 
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Figure 3.3. Taiwan’s Exports and Imports as % of its GDP, 1952-2015 

 

Source: Taiwan Statistical Data Book 2008 (1952-2007); TSDB 2016 (2008-2015). 

 

The independent approach to the challenges posed by globalization is still evident in 

the Taiwanese economy, notwithstanding the decreased level of state intervention in the Chen 

Shui-bian and Ma Ying-jeou administrations. With the transition towards a more service-

oriented economy in the 1980s, similar to what happened in the developed world and other 

emerging economies, the government in Taiwan changed its emphasis in industry promotion, 

to also ensure a domestic dominance of the service industry. By the 1990s, the largest banks 

were still under the hands of the state, even when the government allowed the creation of 

sixteen new private commercial banks in 1992, which were mostly owned by the national 

family conglomerates, although in a much smaller scale than the chaebol owned-banks in 

South Korea. Foreign participation in the banking sector and other service industries was 

limited, hence keeping them under strict surveillance, still thinking of them as important tools 

for national development. 218  Similarly, insurance companies were maintained 

underdeveloped, as compared to those of other NICs, and the stock exchange market could 

                                                           
218 Tun-jen Cheng, “Guarding the Commanding Heights,” op. cit., 55-92. 
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grow enough to compete with other regional financial centers, namely Hong Kong and 

Singapore.219 

 

Figure 3.4. GDP of East Asian States following an Independent Approach, 1980-2016 

 

Source: Maddison Historical GDP Data, World Economics. 

 

The government in Taiwan favored a model similar to that of Japan, with domestic 

banks, having strong ties with the state, playing a more important role in economic growth 

and industrialization, than well-developed stock exchange and asset markets. This view was 

reinforced when Asian markets were hit by the 1997 financial crisis, which Taiwan, despite 

some difficulties, overcome largely due to existing capital controls, the government 

prevalence over the banking system, and the absence of the country from the large global 

financial institutions who were the main promoters of globalization and neoliberal policies, 

particularly the International Monetary Fund and the World Bank. The critical juncture 

represented by the Asian Financial Crisis served to convinced the government in Taiwan 

about the need to maintain an important level of state intervention, although the authorities 

                                                           
219 Stephan Haggard, Pathways from the Periphery, op. cit., 51-125. 
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recognized the need to use economic liberalization to the country’s advantage.220 Similar to 

what happened in other developmental states during at the turn of the century, the private 

sector in Taiwan had gained a large voice and an important role in the economic decision-

making process, forcing the government to recognize the latter’s interest when implementing 

new policies.  

Economic liberalization in Taiwan was thought as a way to keep local industries more 

competitive, by allowing Taiwanese companies to make investments abroad, while still 

finding ways to protect them from harsh foreign competition at home. Notwithstanding their 

difference in views regarding relations with the PRC, the recent governments in Taiwan, 

either from the DPP or the KMT, have acknowledged the importance of state intervention in 

the economy, although in a more discrete and less powerful way. After joining the WTO in 

2002, the government abandoned most of its tariff-related instruments to protect domestic 

industries, but remained committed to other non-tariff barriers or government tools to avoid 

any unnecessary harm on production of local goods, or ultimately, a process of 

deindustrialization.221  

The negotiation of the Economic Cooperation Framework Agreement (ECFA) with the 

mainland Chinese authorities marked a breakthrough in economic liberalization, seeking to 

facilitate the integration between the two economies, but ensuring a more competitive 

advantage for Taiwanese companies investing in the PRC territory. Other FTAs have been 

signed with Taiwan’s diplomatic allies, although their implementation has not greatly 

influenced the bilateral trade with those countries. Similarly, taking advantage of the more 

fluent dialogue between both sides of the Taiwan Straits during the Ma Administration, FTAs 

were negotiated with Singapore and New Zealand, who nonetheless were not among the 

                                                           
220 Y.P. Chu, Tain-Jy Chen, & B.L. Chen, “Rethinking the Development Paradigm: Lessons from Taiwan – 

The Optimal Degree of State Intervention,” in P.K. Wong, & C.Y. Ng (eds.), Industrial Policy, Innovation and 

Economic Growth: The Experience of Japan and the Asian NIEs. (Singapore: Singapore University Press, 2001), 

197-244; Tzong-Shian Yu, “Taiwan’s Responses to the Challenges of the Twenty-First Century,” in Tain-Jy 

Chen, & Joseph S. Lee (eds.), The New Knowledge Economy of Taiwan. (Cheltenham, UK: Edward Elgar, 

2004), 19-44. 
221 Tsu-Long Chou, & Te-Chuan Li, “Globalization and the State: Effects on Regional Specialization,” in 

Reginald Yin-Wang Kwok (ed.), The Second Great Transformation: Taiwanese Industrialization in the 1980s-

2000s. (Taipei: Chengchi University Press, 2011), 21-52; Yun-han Chu, “Re-engineering the Developmental 

State in an Age of Globalization,” in The China Review, 2:1 (Spring 2002), 29-59; Joseph Wong, op. cit. 
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largest trading partners of Taiwan.222 This situation, heavily influenced by the emergence of 

China as the second largest economy of the world and its insistence on the observance of the 

One China Policy, have made it difficult for the government in Taiwan to abandon its 

independent approach to globalization, and seek for a deeper integration with other parts of 

the world.  

 

Table 3.4. Macroeconomic indicators of Taiwan during its  

Independent Approach to Globalization, 2001-2016 

Year 
GDP 

Growth Rate 
% 

Inflation 
Rate 

(Consumer 
Prices) 

Nominal 
Exchange 

Rate 
(USD 1=) 

GNI per capita 
(Current USD) 

2001 -1.26 0.00 33.81 13703 

2002 5.57 -0.20 34.58 14062 

2003 4.12 -0.28 34.42 14544 

2004 6.51 1.61 33.43 15879 

2005 5.42 2.30 32.18 16930 

2006 5.62 0.60 32.53 17446 

2007 6.52 1.80 32.84 18256 

2008 0.70 3.52 31.54 18564 

2009 -1.57 -0.86 33.06 17531 

2010 10.63 0.96 31.65 19864 

2011 3.80 1.42 29.47 21507 

2012 2.06 1.93 29.62 21967 

2013 2.20 0.79 29.77 22526 

2014 4.02 1.20 30.37 23330 

2015 0.72 -0.31 31.91 23131 

2016 1.48 1.40 32.33 23284 

Average 3.53 0.99   

Source: Data obtained from the ROC National Statistics Service, 2017. 

 

Regarding this approach, the state has continued to invest heavily in infrastructure, 

mainly favoring a continuous expansion of foreign trade, despite its constant diplomatic 

                                                           
222 Ralph Jennings, “Taiwan’s Trade Deal with New Zealand: Two Scenarios,” in Forbes, July 9, 2013, online, 

https://www.forbes.com/sites/ralphjennings/2013/07/09/taiwans-trade-deal-with-new-zealand-two-

scenarios/#393e0358779d 
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isolation, and the production of knowledge and innovation. However, in recent years the 

government has been unable to produce the same high growth rates as in the past, which can 

be seen as a natural process now the economy has reached the levels of a high-income 

economy (Table 3.4). 223  This would not be a very serious problem in other countries, 

however, in Taiwan, where people has grown used to compare their country’s economic 

performance with that of South Korea, it remains clear that governments since that of Chen 

Shui-bian have not been able to effectively compete with their Korean counterparts in that 

regard (Figure 3.4). 

 What is undeniable is the fact that the independent approach followed by Taiwan has 

converted the island in one of the main investors in Mainland China and Southeast Asia, and 

still maintains the country as one with the largest international reserves in the world. Its 

success during the industrialization process in the island, made the government aware of the 

need to maintain this approach even after important critical junctures, as the energy crises of 

the 1970s, and the challenges posed by globalization, including the 1997 AFC. Although a 

generation of more neoliberal-minded technocrats arrived to the government during the 

1980s, policymakers in the island maintained a consensus regarding the importance of state 

intervention for the maintenance of economic growth and competitiveness. Intervention 

became more moderate, and private corporations gained a larger voice, however the 

dynamics imposed by the independent approach have continued working during the first 

decades of the 21st century.  

 

 

3.6. Concluding Remarks 

 

A historical assessment of Taiwan’s industrialization process will let us see how the island 

was saved from the fate of other countries in Southeast Asia that suffered the effects of 

European colonialism through its incorporation into the Chinese orbit. After being used as a 

                                                           
223 Taiwan is a country with a high income level, at least measured by the GDP per-capita, in purchasing power 

parity dollars (PPP). According to the CIA World Factbook Database, the figure for Taiwan in 2017 is $49,500, 

above developed countries like Germany ($48,200), the United Kingdom ($42,400), Japan ($38,900), and South 

Korea ($37,900), among many others; online, https://www.cia.gov/library/publications/the-world-

factbook/rankorder/2004rank.html#tw 
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large producer of sugar by Dutch colonialists, decades after its first contacts with Portuguese 

sailors, Taiwan escaped the dangers of becoming a monoculture economy when Zheng 

Chenggong first, and the Qing authorities later, diversified its production base and deepened 

the island’s economic links with the provinces in Southern China.224 Hence, Taiwan entered 

the 19th century as a Chinese outpost, being mostly self-sufficient and producing rice, sugar 

and tea for export to the rest of China. As a part of a backward and late-industrializing nation, 

Taiwan started to promote its first industrial development under the rule of its first provincial 

governor, Liu Mingchuan. However, a more sustained development was experienced after 

its incorporation into the Japanese Empire in 1895. In this sense, Taiwan also escaped the 

fate of other parts of China, subjected to the turmoil caused by a weak Qing Dynasty, 

revolution and the chaotic Warlord Era, which provoked even more economic backwardness 

and poverty in most of the country. 

The monopolies created by the Chinese authorities were continued by the Japanese 

rulers, who used them to boost agriculture production, seeking to convert Taiwan into a 

provider of commodities, mainly sugar and rice to Japan.225 Under Japanese rule, the island 

saw the first industries flourish by the hand of the state, with large Japanese corporations at 

the top, and a handful of small and medium enterprises owned by the local population. This 

model would later be replicated after Taiwan became a province of the Republic of China, 

and later the seat of the Nationalist government retreating from the mainland. The large 

corporations, once owned by the Japanese zaibatsu and the government, were now possessed 

by the KMT government. The alliance with the United States also provided a motivation to 

avoid making the same mistakes as those leading to its defeat in the mainland, besides 

technical and financial assistance to achieve those ends. Path dependence is evident in the 

way industrialization in Taiwan took place after WWII, with an autonomous developmental 

state using the instruments at its disposal to encourage an import-substituting 

industrialization model first, and later an export-led growth model, keeping some strategic 

industries under the control of the state, while promoting private sector participation through 

a myriad of SMEs. This was possible through the control of the financial system, with most 

of the banks under tight government control. It is in part due to those characteristics, that the 

                                                           
224 Seiji Hishida, op. cit., 270-273. 
225 Ronald G. Knapp, “Chinese Frontier Settlement in Taiwan,” in Annals of the Association of American 

Geographers. 66:1 (March 1976), 43-59. 
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Taiwan’s independent approach to industrialization resulted in a more equal wealth 

distribution, as compared to other industrialization processes, especially those in Latin 

America.226 

After the success of the initial stages of industrialization, the developmental state in 

Taiwan encouraged the development of heavy industry, with mixed results, and later 

emphasized the need to create more local technology-intensive industries. In the late 1970s 

and early 1980s, when Mexico was struggling to recover the path to sustained economic 

growth and was pressured to completely liberalize its economy, the state authorities in 

Taiwan were confident enough to intervene in the economy in order to promote the 

development of domestic technology sources. The participation of the state, and its emphasis 

of letting the industry to act motivated by profit, made the private sector respond positively 

to those policies. Taiwan was successful in its independent response to the globalization 

challenges, becoming one of the main producers of semiconductors and other advanced 

computer technology in the 1990s and 2000s.  

With the advent of democratization, the prevalence of the neoliberal credo in 

international affairs, and the big success of Taiwanese corporations at home and abroad, the 

state in Taiwan saw its position weakened. However, through its control of finances it was 

strong enough to be able to dictate the pace of economic liberalization, seeking to open the 

economy, but trying to minimize its negative effects, in order to make the domestic industries 

and business more competitive internationally. The critical junctures during those years, 

particularly the 1997 Asian Financial Crisis, convinced policymakers not to abandon the 

independent approach, but also made them aware of the future difficulties in case of rejecting 

some of the ideas behind the integrationist approach. Many sectors were finally liberalized, 

but others remained relatively protected, and a few were still considered strategic, hence 

deserving more state support, although with more discrete mechanisms. Technology-

intensive industries continued to thrive at the beginning of the 21st century, and exports 

remained a large engine of economic growth in Taiwan. As a way to maintain 

competitiveness, the government allowed companies to invest heavily abroad, making the 

island one of the main investors in mainland China and some countries in Southeast Asia. It 

                                                           
226 See Gary Gereffi & Donald L. Wyman (eds.), Manufacturing Miracles: Paths of Industrialization in Latin 

America and East Asia. (Princeton, NJ: Princeton University Press, 1990). 
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was this situation, combined with the deepening of the integrationist approach followed by 

the Mexican state, which led to many Taiwanese companies to gain interest in investing in 

Mexico, particularly in technology-intensive industries, as a way to remain competitive 

globally and have an easier access to its largest consumer market, the United States. The next 

chapters will reflect further on those issues. 
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Chapter 4. Mexico’s Integrationist Approach: 

Industrialization and the Challenges of Globalization 

 

 

Mexico has been characterized by following an integrationist approach to catch-up in 

industrial terms, and responding to the challenges posed by globalization through deepening 

its integration into the world trends of commerce and investment. This process has been 

affected by historical developments and geographical considerations. After many centuries, 

the First Industrial Revolution found Mexico as part of an empire that was lagging behind 

the more modern rulers in England, France, and other parts of Western Europe. Path 

dependence hence can be used to explain the different efforts and outcomes in the different 

steps towards industrialization taken in Mexico during the 19th and 20th centuries. Critical 

junctures are also used as elements to better understand why some of the industrialization 

efforts failed, and some others succeed.  

The following section analyzes how the incorporation of the country under the Spanish 

rule saw the economic development of the colony, based on the exploitation of mineral 

resources, also attempting a creation of domestic basic industries. The third and fourth 

sections examines the first steps towards industrialization in Mexico, trying to catch-up with 

the Western nations, with the first experiments on development banking in the early 19th 

century, and the successful economic growth achieved during the years of the Porfirio Díaz 

regime, when state intervention in the economy was favored by political stability, reinforcing 

the first phases of an integrationist approach, through the attraction of foreign capital and the 

absorption of foreign technology. 

The fifth section considers the consolidation an autonomous state, after the years of the 

Mexican Revolution, ruled by a dominant party, and the creation of a developmental state 

with local characteristics, the Estado Desarrollista, with some features making it different 

from those developed in East Asia. Considering the small amount of resources that the 

government disposed at the time, and the high rates of economic and industrial growth 

achieved during the time, it was possible to talk about a true Mexican miracle, characterized 

by a macroeconomic scenario described as stabilizing development. This section also reflects 

the social and economic considerations behind the changes in policy leading to a more 
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interventionist role of the state in the 1970s, which ultimately created great imbalances, while 

deepening its dependence on international credit, provoking two deep economic crises that 

moved the government to rethink its developmental strategies. 

The sixth section explores the deepening of the integrationist approach and the 

responses of the government to the challenges posed, not only by the previous crises, but also 

by the new trends of neoliberal globalization after the 1980s. Trade and financial 

liberalization were seen as the only solutions for the macroeconomic imbalances the country 

was experiencing, and as a way to preserve the industrial advancements achieved by the 

economy during the past decades. The results of those decisions have been mixed, with 

Mexico preserving its industrial position in Latin America, but also presenting weak growth 

rates, while social inequalities still prevailed, in an economic scenario dominated by 

multinational corporations. The final section presents some concluding remarks, highlighting 

the path followed by the Mexican state and the critical junctures leading it to deepen its 

integrationist approach. Those developments later coincided with the independent approach 

observed by the state in Taiwan, hence influencing the development of the latter’s investment 

and trade relations with Mexico, as it will be seen in the next couple of chapters. 

 

 

4.1. Incorporation of Mexico into the World Economy:  

From riches to rags 

 

The industrialization of Mexico has been a long and unfinished process. Since colonial times, 

different efforts have been made to develop different industries in the country with mixed 

results. After the Spanish conquest of the Aztec Empire, and the formation of the Viceroyalty 

of New Spain as its successor in the mid-1520s, the central authorities promoted the making 

of different manufactures, importing knowledge and techniques from different parts of the 

world. Silk and ceramics were among the goods the Viceroys attempted to develop in 

Mexican soil, imitating Chinese methods.227 However, the Spanish government also limited 

                                                           
227 Charles C. Cumberland, Mexico: The Struggle for Modernity. (New York: Oxford University Press, 1968), 

98-112. 
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the development of those industries competing with local manufactures in Spain, or 

representing a serious threat to the latter.  

One of the major motivations to continue the expansion of the Spanish Empire in 

America was the discovery of large mineral deposits, particularly silver and gold. The 

Spanish model of colonization hence pursued a different path from that later developed by 

England and Portugal.228 Having been the first Europeans to arrive en-masse to the continent, 

the Spanish Conquistadores followed the way pointed by already existing civilizations and 

their settlements, subjugating large indigenous populations in the region, and remodeling 

their cities, or creating new ones close to previous native quarters. Taking advantage of the 

latter’s knowledge, the newcomers explored the inlands, finding and exploiting vast silver 

mines, such as those in Guanajuato and Zacatecas in New Spain, and Potosi in the Andes.229 

This pattern was different from that developed by English settlers, who preferred to stay close 

to the North Atlantic coast, focusing on trading with the natives, but not mingling with them. 

Conscious of their condition as latecomers, and facing a scarcity of mineral sources and an 

immense forest behind them, English authorities in America began to gradually opening 

lands for cultivation, attracting all kind of people from England and Northern Europe to come 

to the New World, and encouraging them to reproduce rapidly.230 

The discovery of new silver extracting and minting techniques in Europe during the 

mid-15th Century, and the large availability of mercury in Spain, allowed the Vice-regal 

authorities in Mexico to develop an economy highly dependent on the metallic exports, 

becoming one of the most competitive mineral industry in the world for almost three hundred 

years. The success of this industry also led to the growth of different manufacturing centers, 

dedicated to textiles and ceramics, but also to tobacco and sugar.231 As some authors have 

argued, “the New Spain had most likely the biggest mining sector of any preindustrial 

                                                           
228 John H. Elliot, Britain and Spain in America: Colonists and Colonized. (Reading, UK: University of Reading 

Press, 1994); John H. Elliot, “¿Tienen las Américas una historia común?” en Letras Libres, 1:6 (June 1999), 

10-19. 
229 Eduardo Galeano, Las venas abiertas de América Latina. (Mexico City: Siglo XXI, 1971-2014), 27-81. 
230 Nancy Isenberg, White Trash: The 400-Year Untold History of Class in America. (New York: Viking, 2016), 

17-42. 
231  Peter J. Bakewell, Silver Mining and Society in Colonial Mexico, Zacatecas 1546-1700. (Cambridge: 

Cambridge University Press, 1971); Louisa S. Hoberman, Mexico’s Merchant Elite, 1590-1660: Silver, State, 

and Society. (Durham, NC: Duke University Press, 1991). 
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economy. Most important, it was not an economic enclave.”232 During that time, New Spain 

became the wealthiest Spanish colony in America, and Mexico City was the largest city in 

the Western Hemisphere, much larger than Boston, New York, and Philadelphia, and around 

the size of some important urban centers in Europe.233  

By the time the Thirteen Colonies in North America gained independence from 

England, economic disparity with New Spain, soon to become independent Mexico, was not 

as great as it is today. According to Maddison, by 1820, per capita GDP in Mexico was about 

60.4% of that in the US, as compared to Chile’s 55.2% and Brazil’s 51.4%.234 Industrial 

developments in Britain during the 18th Century had a positive effect on its small colonies in 

New England, larger than those taking place in their Southern and Caribbean colonies, more 

dependent on plantation and slavery traditions. The more inclusive institutions of the former 

Northern colonies, allowed them to have a more stable starting point, eventually imposing 

their vision over the South, embarking themselves in a successful industrialization process. 

At the same time, the growing weakening position of Spain vis-à-vis its European rivals, and 

the maintenance of exclusive institutions and more restrictive policies towards its overseas 

possessions, had a negative effect on New Spain’s economy.235 

The arrival of the House of Bourbon to the Spanish throne, and their attempt to 

modernize the colonial administration during the second half of the 18th Century, by imposing 

stricter regulations and higher taxes over the American colonies, making them functioning 

as formal colonies instead of kingdoms as it was the custom, did not have the desired effect.236 

The reform process found increasing resistance among the local communities in America, 

and it was interrupted by the political instability in continental Europe, caused by the French 

Revolution and the ensuing Napoleonic Wars. Napoleon’s invasion of the Iberian Peninsula 

and the Spanish response were important catalyzers for the independence movements in 

Spanish America during the 1810s and early 1820s. 

                                                           
232 Juan C. Moreno-Brid & Jaime Ros, Development and Growth in the Mexican Economy: An Historical 

Perspective. (Oxford: Oxford University Press, 2009), 21. 
233 See Alan Knight, Mexico: The Colonial Era. (Cambridge: Cambridge University Press, 2002). 
234 Data found in Angus Maddison, Historical Statistics (2006), online, www.ggdc.net/maddison; also found in 

Juan C. Moreno-Brid & Jaime Ros, op. cit., 41. 
235 Daron Acemoglu & James A. Robinson, Why Nations Fail: The Origins of Power, Prosperity, and Poverty. 

(New York: Crown Business, 2012), 13-32. 
236 Carlos Marichal, La Bancarrota del Virreinato: Nueva España y las Finanzas del Imperio Español, 1780-

1810. (Mexico City: El Colegio de México – FCE, 1999). 
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The movement for independence in Mexico was the only one among Spanish colonies 

which started as a social rebellion, with improvised armies filled with poor peasants and 

miners, demanding social justice, death to the gachupines, and good government.237 Being 

one of the most valuables colonies for Madrid, Spanish authorities fought violently to repress 

the movement, and eradicate the ideas and aspirations for freedom. As a result, the different 

stages of the Independence War eroded the functioning and efficiency of central economic 

institutions in the country, and created a power vacuum in certain regions, which was 

gradually occupied by local insurgent leaders, or by large hacienda landlords, among others. 

Due to the political instability caused by the armed conflict, trade between Mexico and Asia, 

which was carried on an annual basis for more than two centuries between Acapulco and 

Manila, was suddenly halted.238 This was a harsh blow for the Mexican silver industry, hence 

affecting other related manufacturing activities. 

Independence was finally achieved in September 1821, with the agreement between 

royal forces in Mexico and insurgent armies. In many places of the new country, Peninsulares 

or people born in Spain were expelled. This move also affected the economy, since some of 

those individuals leaving the country were important businessmen and skilled artisans or 

laborers who could be helpful in the process of reconstruction.239 The negative of the restored 

Spanish King, Ferdinand VIII, and his court, to recognize the Mexican independence for 

many years was also a big obstacle for the country’s economic restoration plans. The lack of 

Spain´s recognition impeded the newly created government to negotiate important loans from 

European powers, and the national finances suffered greatly from the impossibility to 

organize strong state institutions.240 

After a failed experiment with a constitutional monarchic system, triggered by the 

inability of the new Emperor, Agustin de Iturbide, to unite the different political factions in 

Congress behind a single cause, the regional and local leaders started to promote the idea of 

                                                           
237 Hugh M. Hamill, The Hidalgo Revolt. Prelude to Mexican Independence. (Gainesville, FL: University of 

Florida Press, 1966); John Tutino, From Insurrection to Revolution in Mexico. Social Bases of Agrarian 

Violence, 1750-1940. (Princeton: Princeton University Press, 1986). 
238 Vera Valdés, “México y China: del Galeón de Manila al Primer Tratado de 1899,” in Estudios de historia 

moderna y contempóranea de México, vol. 9 (1983), 9-19. 
239  Enrique Cárdenas, “Algunas Cuestiones Sobre la Depresión Mexicana del Siglo XIX,” in Revista 

Latinoamericana de Historia Económica y Social, vol. 3 (1985), 3–22. 
240 Marcello Carmagnani, “Finanzas y Estado en México, 1820–1880,” in Ibero-Amerikanisches Archiv, 19:3/4 

(1983), 279-317. 
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a federal republic as a better system for the country. A constitution was voted in 1824, 

imitating the model of the United States of America, while keeping some traits from the 

liberal Cadiz Constitution of 1812, signed in Spain. Nonetheless, Mexican federalism was 

extremely favorable to the states, recognizing them as free and sovereign states, hence 

debilitating the position of the federal or national government. Many of the state’s 

responsibilities towards the federation were not clearly stated, inducing governors to delay 

or even stop the delivery of funds to the national authorities at any time, prioritizing the needs 

of the state-level governments. 241  At the same time, the division of powers was not 

advantageous to the Executive branch, producing the figure of a weak president, facing a 

much more powerful Congress, with many attributions inexistent in the case of other 

republican systems. On the other hand, the constitutions of the states created strong central 

institutions, empowering governors to decide on different matters and subordinating local 

Congress to the local Executive designs.242 This situation would bring constant instability for 

the country, since at different moments of time, during the first decades of independent life, 

the Ayuntamientos or local governments, feeling oppressed by the state-level authorities, 

rebelled or moved to support the cause of a unitary state, instead of a federation.  

These events affected deeply the economy, after continuous revolutions or armed 

conflicts between rival political factions fighting to impose their interests and ideas, and the 

states’ incapacity or unwillingness to form a true federal pact, drained the national Treasury, 

much needed for the creation of effective institutions leading to economic development. 

Internal chaos also facilitated foreign interventions, being the case of the war with the United 

States (1845-8) particularly traumatic, since it costed Mexico half its territory. However, not 

even this shameful experience served the political groups in the country to agree on an 

effective model of government, taking the country more than two decades, after another 

costly civil war and a new experiment with monarchy backed by the French Army (1857-

1867), to finally find a time of relative peace and prosperity. 

 

 

 

                                                           
241 Brian Hamnett, A Concise History of Mexico. (Cambridge: Cambridge University Press, 1999), 144-147. 
242 Josefina Z. Vázquez, “Los primeros tropiezos,” in Daniel Cosío Villegas, et al. (eds.), Historia General de 

México, Vol. 2. (Mexico City: El Colegio de México, 1976), 735-818. 
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4.2. The initial steps towards industrialization in Mexico: the 19th century 

 

For the case of Mexico, regarding the economic institutions during those initial decades after 

independence, the different governments followed a generally liberal agenda, sometimes out 

of necessity more than a real conviction of the paradigm. However, there were few exceptions 

of Mexican politicians who favored some forms of state intervention for the purpose of 

industrialization, following the ideas of thinkers in Europe and North America, such as 

Friedrich List and Alexander Hamilton. The main debate was between liberals who favored 

the observance of a free trade policy, and conservatives with a view oriented towards 

domestic industrialism. Among the first group was the influential politician José María Luis 

Mora, who believed it was in Mexico’s nature to remain a predominantly rural and mining 

country; on the other hand, conservative Lucas Alamán, argued that the country’s real 

independence and prosperity depended on its successful industrialization.243  

As a result, as early as 1830, Alamán promoted the creation of the Banco del Avío 

(Bank for Industrial Promotion), a centralized finance institution designed to fund projects 

related to the industrial development, particularly textiles and mining. He also proposed 

imposing high tariffs to those goods which were already being produced locally, such as 

cotton and textiles, while promoting the initial imports of technology and inviting European 

and American technicians who could teach Mexicans on how to use those machines and 

therefore to set up new factories in the country. In his opinion, foreign capital was necessary 

only on those sectors where domestic capital was not abundant, and should be limited to the 

central parts of the country, as a transitory and peripheral way.244 Similarly, the National 

Bank for Copper Amortization operated between 1837-1841, to promote the development of 

copper mines without much success.245 

                                                           
243 Francisco Calderón, “El pensamiento económico de Lucas Alamán,” in Historia Mexicana, 34:3 (January 

1985), 435-459; Marcello Carmagnani, Estado y Mercado: La Economía Pública del Liberalismo Mexicano, 

1850-1911. (Mexico City: El Colegio de México – FCE, 1994);  Charles A. Hale, Mexican Liberalism in the 

Age of Mora, 1821-1853. (New Haven: Yale University Press, 1968). 
244 Paola Morán L., Lucas Alamán, Series Colección Grandes Protagonistas de la Historia Mexicana. (Mexico 

City: Planeta-De Angostini, 2002). 
245 José Enrique Covarrubias V., “El Banco Nacional de Amortización de la Moneda de Cobre y la pugna por 

la renta del tabaco,” in Leonor Ludlow & Jorge Silva Riquer (eds.), Los negocios y las ganancias, de la Colonia 

al México moderno. (Mexico City: Instituto José María Luis Mora, 1993), 384-400. 
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The Bank for Industrial Promotion granted long-term loans to companies and 

individuals interested in the acquisition of machines and technicians, mainly in the textile 

industry, evaluating the evolution of the business every five years, and determining it they 

would continue receiving funds, or it was time to withdraw the support and reclaim the money. 

The overall results were mixed, and the institution was accused by liberal politicians of 

offering credit only to those with connections to the bank’s governing board.246 The political 

instability of the country during those years did not help at all to the consolidation of the 

institution, and the bank was finally liquidated in 1843. According to Calderón, from the 31 

loans the bank granted to industrial and agricultural firms, 10 of those companies never 

started operations; 7 of them started operations, but had to shut down before 1845; 14 of them 

remained in operation by that year; and at least one of them, La Constancia Mexicana, owned 

by industrialist Estebán de Antuñano, continued working for more than one hundred years, 

until 1991.247 

The Board for Industry Promotion was then seen as a promising successor of the Banco 

del Avío. Created in 1840, the board was aiming to create regional panels for the 

advancement of industrial innovation, the opening of schools focused on agriculture, arts and 

crafts, and on the teaching, translation and circulation of handbooks containing important 

industrial information. These panels could not fulfill their goal, and could not unify their 

tasks or defend themselves from external threats.248 In the end, political instability caused by 

the succession of 56 administrations in only 40 years (1821-1861), combined with foreign 

interventions (from the US in 1845-1848; and France 1862-1867) and social turmoil, affected 

the economic development of the country.249 Hence the need for investments and funds had 

to be compensated through the observance of economic liberal policies, and the promotion 

of free trade.  

Under those circumstances, any attempt to protect infant industries in order to 

encourage their development and make them competitive internationally was doomed to 

failure. It is not possible to talk of a liberal and laissez-faire policy goal of a minimal state, 

                                                           
246 Robert Potash, El Banco del Avío en México. (Mexico City: Fondo de Cultura Económica, 1959), 115-146. 
247 Francisco Calderón, op. cit., 457. 
248 Linda I. Colón R., Los orígenes de la burguesía y el Banco del Avío. (Mexico City: El Caballito, 1982), 128-

129. 
249 Fernando Rosenzweig, “La industria,” in Daniel Cosío Villegas (ed.), Historia Moderna de México, El 

Porfiriato: Vida Económica. (Mexico City: Editorial Hermes, 1974), 311-320. 
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because it was already existent. As noted by Paolo Riguzzi, since the state has proved to be 

incapable of structuring the nation, after the end of the French Intervention and experiment 

of the Second Mexican Empire, and the triumph of the liberal Republic, the prevailing idea 

among both winners and losers was that “a public effort should be made to create the 

conditions for the development and promotion of the private initiative, since the latter had 

almost no energy in itself.”250 Hence, it was until the early 1880s, under the leadership of 

Porfirio Díaz, that the country followed a path of sustained economic growth, with large 

strategic investments coming mainly from the United States, but also from Europe.  

 

 

4.3. Mexico’s rapid economic growth during the Porfiriato 

 

The Díaz regime (1876-1911) was supported by a generation of businessmen and 

policymakers known as “Los Científicos,” deeply influenced by Positivism, who were 

interested in creating infrastructure for the unification of a national market and the 

development of domestic industries, such as consumer goods, mainly textiles, agro-industrial 

products, tobacco, soap, beer, flour, and other intermediate goods such as glass, paper, 

cement, iron and other basic goods.251 Similarly, Porfirio Díaz was able to erode the great 

power once held by state governors, and created a network of local caciques who responded 

to the President. Legislators in Congress and the national army were also loyal to the 

Executive, hence producing a highly centralized regime, with Díaz at the top, guaranteeing 

social peace and stability. Led by Finance Minister José Yves Limantour, between 1893-

1910 the Mexican state was strong enough to encourage the development of a national 

industrial base and a competitive exporting sector through tariff policy to support and protect 

domestic producers; promote investments in manufactures; abolish internal customs; 

advance patent legislation and modernize civil and commercial codes; subsidize new 

industries and fortify others, such as commercial, banking and mining companies; balance 

                                                           
250 Paolo Riguzzi, “Un modelo histórico de cambio institucional: La organización de la economía mexicana, 
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Positivismo y la religión,” in Roderic A. Camp, Charles A. Hale, & Josefina Z. Vázquez (eds.), Los intelectuales 
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federal budgets and consolidate the public debt, restoring the domestic and international 

credit (the first public loan to Mexico was issued in 1898).252 

This group of technocrats also promoted the creation of a national bank in 1884, el 

Banco Nacional de México, from the fusion of two large private banks, the Banco Nacional 

Mexicano and the Banco Mercantil Mexicano, joined by some regional banks with the 

capacity of channeling investments to the more productive sectors, and attract more 

investments from abroad. The Bank would have the functions of a central bank, but would 

remain a private institution, hence accumulating a lot of prerogatives in just a few hands, 

mainly identified with a business community rooted in France, Spain, England, and the 

United States. 253  During those years, the Mexican banking sector was marked by an 

oligopolistic nature, the centrality of Banamex, close ties between the banking credit and the 

firms in which directors and shareholders invested, and a weakness of institutions dedicated 

to medium and long-term credit and agricultural credit. Hence, in 1897, Limantour promoted 

a bill to decrease the banking sector concentration, promoting the creation of more banks, 

mainly regional, and advanced further legislation on banking regulation, although without 

much success.254 

On the other hand, since the 1870s, different from what happened in Argentina and 

Brazil, because of its geographic proximity, Mexico´s foreign trade started to depend highly 

on its exports to the United States, and to a lesser extent on Western Europe. Initially, Mexico 

exported raw materials, but eventually began to diversify its exports. At the same time, the 

country imported consumer goods, but once industries started to develop at a higher speed, 

machinery and equipment became the dominant imports by the end of the 19th century. 255 

Foreign investments also began to arrive to the country during the Porfiriato, interested in 

the construction of railroads and the exploitation of natural resources, mainly minerals and 

crops.  
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During those years, fears about the sector dominance by US trusts led to the 

Mexicanization of railroads, which were built at a rapid pace, while telegraph lines made 

communications between distant places possible. 256  At the same time, because of their 

proximity to the United States, many cities in Northern Mexico developed their own 

industries, and particularly Monterrey became an economic motor for the region. It was there 

where the first blast furnace in Latin America was built in 1903, after the creation of the 

city’s steelworks company, known as Compañía Fundidora de Fierro y Acero de Monterrey, 

three years earlier.257 During those decades, the industrialists in this Northern city would 

grow strong enough to compete with those in Mexico City, and their influence in national 

politics would easily outgrow the more traditional business groups in other industrial centers, 

such as Guadalajara and Puebla.  

American companies would also be behind the discovery of important oil reserves, 

making Mexico one of the major producers of petroleum in the world during the first decades 

of the 20th century. As a result, the state gave preference to British companies for oil 

exploration, and tried to attract more French capital into the country. In the end, large 

investments from the US and the UK poured into the country, seeking to develop this sector, 

together with minor domestic companies, interested in acquiring foreign technology for the 

extraction of oil.258  However, once larger reserves were found in Venezuela and the Middle 

East, this industry would eventually decrease in importance, until the Mexican government 

decided its nationalization in 1938. Similarly, the opening of factories manufacturing glass, 

henequen, wood-pulp, and rubber in other parts of the country, made possible the 

development of light industries in the cities, including beer, cigarettes, paper, textiles, and 

shoes.259   

This first stage of industrialization was nevertheless very unequal, and the majority of 

the gains remained in only a few hands. Poverty was still a dominant feature, despite the 

government’s efforts to promote the creation of a more modern middle class, adopting the 
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styles and fashion from France in during a time that was known as “the Belle Époque.” 

Workers in the Northern and Central parts of the country complained about the lack of labor 

rights and the extreme exploitation at the hands of the capital owners, with the authorities 

siding always with the bourgeois capitalists. Peasants in the South complained about their 

precarious situation, where most of them were forced to work in big Latifundios and 

Haciendas (close to the plantation model followed by colonial powers in other parts of the 

world) under harsh conditions, making their debts so untenable that they could not abandon 

their jobs, and their families had no option but to keep working for the same landowners.260 

On the other hand, the draw of migrants from Central and Southern Europe, mainly skilled 

or semi-skilled workers and peasants, was also a failed policy, since most of them regarded 

the United States, Argentina and Brazil, as more attractive destinations, with opportunities 

for a better future. 

After being the major producer of silver in the world for many centuries, the country 

would face enormous challenges derived from a policy encouraged by the United States. The 

adoption of the gold standard in many parts of the world, with Mexico and China being the 

last two countries in adopting it in 1905, and the imminent abandonment of a dual (silver & 

gold) standard, represented a hard blow for the national economy, and challenged a 

reconversion of industries within the country.261 After being the world’s currency between 

the seventeenth and nineteenth centuries, being widely circulated in countries as far away as 

China, India, and the Philippines, the Mexican silver peso lost importance once the British 

first, and later the Americans, promoted the gold pound and the gold-backed dollar as the 

dominant currencies in world trade.262 With silver prices dropping as a result, the Mexican 

government had to find alternative ways to replace an industry that gave the country a special 

place in the world economy for more than three centuries.  

All those circumstances, combined with a desire for democracy and the opening of the 

political system led by Francisco I. Madero, resulted in the Mexican Revolution of 1910. 

Different factions with opposing views would fight each other during the ensuing years, until 
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a dominant group would prevail over the others, enacting a new Constitution in 1917, and 

eventually pacifying the country during the 1920s. The previous development of a railway 

system facilitated the transportation of troops by the fighting cliques; and their needs to fund 

their movements made possible the preservation of infrastructure and industrial facilities 

during the years of the conflict.263 In fact, as a result of World War I and the boom in 

commodity prices, the Mexican economy was not hardly affected during the years of the 

Revolution. Exports continued their growth, mainly to the United States, and foreign 

investments eventually returned to the country, despite the controversial nationalist overtones 

contained in the new Constitution and laws, specifying that all natural resources found under 

the soil, including minerals and oil, belong to the nation; and giving workers and peasants 

more rights, as well as stating the goal of land reform, through a unique figure known as 

Ejido.264 

The governments emanated from the Revolution were characterized by more 

nationalistic ideals, depicting the Díaz regime as one favoring foreign capitals over the needs 

of the Mexican people. Influenced by the developments in Russia and the creation of the 

Soviet Union, many politicians and thinkers in Mexico perceived the need for socialist 

policies in the country, but maintained an open mind regarding the need of a strong private 

sector in the economy, complementary to the leading state sector. The triumphant faction of 

the Revolution was the Sonora group, identified with capitalists and landowners from 

Northern Mexico. Hence, despite embracing nationalistic policies, they were never fully 

convinced of the idea of imitating or implanting the Soviet model in the country.265 Once the 

country was mostly pacified during the administrations of Adolfo de la Huerta (1920) and 

Álvaro Obregón (1920-1924), the arrival of Plutarco Elías Calles represented the first steps 

towards a developmental state in Mexico. 
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264 Brian Hamnett, op. cit., 221-223; D. Markiewicz, Ejido Organization in Mexico, 1934-76. (Los Angeles: 

UCLA Press, 1980). 
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4.4. Mexico under a Hegemonic Party Rule: The creation of Estado 

Desarrollista and the first phases of import-substituting industrialization 

 

4.4.1. The Post-Revolutionary Era: The first phase of IS industrialization 

After years of internal struggle during the Revolution, the Mexican economy mounted in a 

growth wave due to the increasing international prices of commodities, particularly oil. 

Starting in the 1920s, Mexico was the world’s second largest producer of oil, only behind the 

United States, and well ahead Russia in the third place. Since most of the productive 

infrastructure was not destroyed by the different revolutionary factions, who were concerned 

about further possible American military interventions, like those from 1914 and 1916-7, the 

economy could recover fast, depending mostly in the good performance of the mining and 

oil industries.266 The final triumph of the faction representing the agribusiness capitalists of 

the North, was followed by series of concessions to other minor groups and some strategic 

moves to dominate the labor and peasant movements across the country, by modeling a 

progressive Constitution, granting many prerogatives to those large groups of the population.  

President Plutarco Elías Calles achieved a centralization of minor political forces, making 

sure that their struggles would develop under a more institutionalized framework, as a way 

to ensure the enduring pacification of the country and the monopolization of power under a 

more compact ruling group. The creation of a national party, the National Revolutionary 

Party (PNR), was aimed to fulfill that goal, as well as the consolidation of other government 

structures who would constitute a first step towards a more interventionist role of the state in 

the economy.267 

Since the year of 1917, the Constitutionalist government sought the cooperation from 

the businessmen across the country, through the First National Conference of Industrial 

Entrepreneurs, agreeing on further measures concerning trade protection and the creation of 

a bank to promote industrial activities.268 The Calles government continued the policy to 

increase tariffs to imports, but was careful never to impose tariffs high enough, as to 

                                                           
266 Jonathan C. Brown, Oil and Revolution in Mexico. (Berkeley: Univesity of California Press, 1993); Linda 

B. Hall, Oil, Banks, and Politics: The United States and Postrevolutionary Mexico, 1917-1924. (Austin: 
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discourage further investments and create more problems, particularly concerning 

counterfeited goods coming from the neighboring United States. Similarly, after 

hyperinflation was under control, through the metallic monetization of the economy, 

manifested in the only acceptance of silver and gold coins, instead of bill notes issued by the 

different revolutionary factions, the creation of a Central Bank, the Banco de México or 

Banxico, was possible in 1925.269 However, as an anticipation of what was coming for the 

rest of the world after the Big Crash, in 1929, the Mexican economy went through a recession 

period starting in 1926, as a result of falling prices and exports of oil and minerals. 

The financial crisis in the US and Europe continued to affect the Mexican economy, up 

until 1932, when the government decided to move from an orthodox policy, curtailing public 

expenses and increasing interest rates, to a more countercyclical and expansionary policies, 

reducing interest rates, increasing public deficit, and letting the peso depreciate vis-à-vis the 

US dollar, as a way to boost exports and inject more money into the economy. Since its 

recession phase started before those of the US and Europe, the recovery of the Mexican 

economy also came before that of the more developed countries.270 This experience proved 

positive for the government, who received praises from the private sector, as well as the 

support of labor and peasant leaders. Hence, the arrival of Lázaro Cárdenas to the presidency, 

in 1934, marked the deepening of the state intervention in the economy to ensure a continued 

industrialization process. Since the three presidents before Cárdenas were perceived as mere 

puppets of former President Calles, then known as El Jefe Máximo, few people imagined 

there would be a rupture between the new president and Calles. However, the younger 

General Cárdenas would quietly change the situation in the army and other government 

branches to centralize power, minimizing the influence of and ultimately isolating Calles, 

forcing him into exile in 1936.  

The official party was reorganized, under the name of Mexican Revolution Party 

(PRM), and new popular organizations were created to better communicate the needs of large 

part of the population, exercising a more effective state control over them. The Mexico’s 

Labor Confederation (CTM) was created to centralize the workers’ movement, with most of 

the affiliated union leaders and labors becoming part of the official party, including the 
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powerful Mexican Oil Industry Workers’ Union (STPRM), in 1936.271 A second pillar of this 

corporatist regime was the National Peasant Confederation (CNC), incorporating landowners, 

peasants and producers in the agriculture industry, particularly those benefitting from the 

land reform project resulting from the Revolution. Finally, a third component was the 

National Confederation of Popular Organizations, where small businesspeople, including 

those in the informal sector, as well as the youth, women, tenant associations, government 

officials, and other groups not fitting into the other two pillars, were to be included.272 

The land distributed during the Cárdenas Administration was more than the total land 

formerly allocated by the previous Revolutionary governments combined.273 Coming from 

Michoacán, a predominantly rural state with strong indigenous influences, Cárdenas enjoyed 

being identified as a socialist, concerned with the issues of social justice, particularly that of 

poor peasants. Nonetheless, the people in his economic cabinet were still concerned to open 

communication channels with the country’s entrepreneurs and industrialists, who felt 

motivated by the continuation of a relatively high-tariff policy and a further devaluated 

currency, that made imports more expensive than ever before. Hence, the Import Substitution 

Industrialization (ISI) process was accelerated during those years, reinforcing the economic 

recovery of the country and an important industrial development, focused primarily in 

manufacturing of intermediate goods and textiles, and supported by a growing domestic 

market. According to official data, between 1932 and 1940, manufacturing production grew 

at an average rate of 8.1%.274 

One important historical development since the mid-1920s for the industrialization of 

the country was the arrival of immigrants, mainly Christians and Jews escaping religious 

persecution not only in Europe, but also places like Syria, Lebanon, and other countries, who 

went to Mexico bringing their families and business skills with them. Some of those families 

were already important businesspeople in their communities, and worked hard to repeat their 

success in their new homeland. Dedicating themselves to textiles, apparel, footwear and other 
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industrial activities, those entrepreneurs, mainly established in Eastern and Central Mexico 

(Veracruz, Puebla, and Mexico City), contributed to the sustained industrialization of the 

country during those initial stages, together with other more traditional local businessmen.275 

Similarly, during the years of the Spanish Civil War (1936-1939), the Mexican government 

encouraged the immigration of Republican refugees, with many Spanish businessmen, 

craftsmen, technicians, scientists, humanists, and others, who also made large contributions 

to the industrialization of the country during the following decades.276 

The Nationalist credentials of the Cárdenas Administration also increased the 

confidence of the domestic manufacturers, and the difficult process of the oil industry 

nationalization, in 1938, received a full popular support across the country. This event came 

one year after the government completed the nationalization of railways, originally 

dominated by US capital, a process desired by the government since the time of Porfirio Díaz. 

Despite the initial embargo on Mexican oil exports to the US and other countries in Western 

Europe, the ensuing outbreak of World War II made the Allied Nations to convince Mexico 

to join their efforts, hence reaching an agreement concerning the recently nationalized 

industry.277  

The state efforts to increase its interventionist role in the economy required an 

increased reception of funds, mainly from exports. However, different from other countries 

where land reform was followed by a successful expansion of the agricultural sector, which 

ultimately supported the development of a strong manufacturing industrial base, in Mexico, 

land distribution under Cárdenas and his successor, Manuel Ávila Camacho, did not lead to 

this desired outcome. Despite the creation of the National Ejido Credit Bank in 1935, to 

extend loans for recently established landowners and ejidatarios, the institution had some 

problems to recover many of the initial investments, and production did not grow at the 

expected pace.278 Hence, most of the state funding for the initial steps of the industrializing 

process during this period came from the mining and oil industries, that different from other 
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industries in third countries, lacked final, forward, and final demand linkages with the rest of 

the economy; and considering the state control of oil and its influence on the mining industry, 

allowed the subsidization of the economy through low energy prices.279  

At the same time, despite the Nationalist rhetoric of the Revolutionary government and 

the populist tendencies of the Cárdenas Administration, the state never attempted to have 

total control of the banking system the same way other governments in different countries 

did, including the ROC in Taiwan. After the creation of the Central Bank in 1925, the 

government did not oppose the formation and expansion of private banks, both at the national 

and regional levels, and by the end of the 1930s, there were more than one hundred private 

banks operating across the country. However, the state understood the power of financial 

institutions to promote industrialization in the country, hence preferring the creation of 

particular organs endorsed by state, but preserving certain autonomy from the government, 

as a way to ensure their growth and effective performance. Between 1926 and 1937, six 

public financial institutions were established with the purpose of extending loans and offering 

technical assistance to different industries, aiming to strengthen and expand their 

capacities.280 They were not commercial banks, since they did not serve all the public in 

general, but served special segments of the population, particularly industries considered 

strategic for the economic development of the country.  

The creation of those banks was inspired in the experience from one hundred years 

before, that of the Banco del Avío, and in the success story of Crédit Mobilier in the France 

of Louis Bonaparte, and the industrial banks of 19th Century Prussia. The institutions 

established by the Mexican state were: National Agricultural Credit Bank (Banagrícola, 

1926); National Urban Mortgage and Public Works Bank (BHNUOP, later Banobras, 1933); 

Nacional Finaciera (Nafin, 1934); National Ejido Credit Bank (Banejidal, later Banrural, 

1935); National Worker’s Bank for Industrial Promotion (1937), and, National Foreign 

Commerce Bank (Bancomext, 1937). Other important institutions included the National 

Deposit Warehouses (1936), and the National Union of Sugar Producers (1938). During the 

following years, the success of those banks would encourage the government to create other 
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institutions to target special industries. The new generation of banks, created during the 1940s 

and 1950s also included: National Small Business Bank (Banpeco, 1944); National Army 

Bank (Banjército, 1946); National Film-Making Bank (Bancine, 1947), among others.281 

 

Table 4.1. Macroeconomic indicators of Mexico during its first ISI Phase, 1940-1953 

Year 
GDP  

Growth Rate 
% 

Inflation Rate 
(Consumer 

Price) 

Nominal 
Exchange 

Rate 
(USD 1=) 

GDP per 
capita 

(Current USD) 

1940 1.39 1 5 203 

1941 8.16 0 5 214 

1942 7.10 1 5 224 

1943 3.73 1 5 226 

1944 8.16 3 5 239 

1945 3.11 5 5 236 

1946 6.60 2 5 245 

1947 3.40 5 5 247 

1948 4.13 0 5 250 

1949 5.48 2 5 257 

1950 9.89 2 8 264 

1951 7.73 4 9 277 

1952 3.97 7 9 280 

1953 0.27 6 9 272 

Average 5.22 3   

Source: Montevideo-Oxford Latin American Economic History Database (MOXLAD), 2017. 

 

The state control of those instruments was completed with the imposition of high tariffs 

for some of those industries, as a way to protect them from foreign competition, particularly 

during the 1940s. Starting in the 1950s, they were replaced by tariffs ad valorem, to curb 

potential inflationary effects.282 Investments in manufacturing increased rapidly during that 

period, and Mexico soon became self-sufficient in many non-durable consumer goods and 

light industry products, making the government to focus in a second stage of industrialization, 

encompassing intermediate goods. Therefore, the first stage of ISI in Mexico presented high 

rates of economic growth, convincing the policymakers and businessmen, about the need to 
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continue those measures to continue industrialization, but also preserving macroeconomic 

stability (Table 4.1). After the mixed results of the approach followed by Cárdenas regarding 

land distribution, the following administrations reduced the amount of land allocated among 

peasants and ejidatarios, focusing more on the creation of irrigation systems and 

infrastructure to increase production of food and raw materials, as well as the distribution of 

fertilizers and other financial aid. This approach proved more effective, supporting what was 

later called Green Revolution, raising productivity in agriculture. 283  However, it also 

deepened the inequality in the sector, with ejidatarios and small landowners, mostly in 

Southern Mexico, lagging behind the larger agribusinesses and export-oriented rural 

entrepreneurs, largely in Central and Northern Mexico. 

On the other hand, the attitudes towards foreign investments was different from other 

developmental states, particularly South Korea and Japan, making it clear that Mexico would 

welcome investments from abroad in certain industries, but would limit their ownership and 

would encourage their Mexicanization through joint ventures and close cooperation with 

local manufacturers.284 At the beginning of the Cold War, and facing the leader of one of the 

two major blocs next door, the government of President Miguel Alemán ensured American 

representatives in the country that Mexican industrialization would prioritize investments and 

technical assistance from the United States, instead of seeking the help of other powers, 

especially the United Kingdom or the Soviet Union. Hence, despite the Nationalistic official 

discourse and the criticism towards American interventionism in Latin America, the Mexican 

government privately cooperated with the US authorities, and actively encouraged the 

attraction of FDI, particularly from the United States.285 Nonetheless, the government still 

was clear on its refusal to accept foreign investments in certain industries, and maintained 

the control of few of them, including oil and railways, under the hands of parastatal 

companies. 
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4.4.2. Stabilizing Development: the second phase of IS industrialization 

It was during the 1950s and 1960s, in the second stage of industrialization encompassing 

intermediate and some heavy industry goods, that large manufacturing plants were installed 

in the country, acquiring technology and licenses from larger American and other foreign 

corporations. Products such as home appliances, furniture, tools, TV sets, radios, and cars, 

were manufactured in Mexico but sold under internationally renowned brands, including 

General Electric, Whirlpool, RCA, General Motors, and Ford, among many others. Those 

companies were also joined by other local manufacturers, who worked hard to develop their 

own brands and compete in the domestic market, including the successful maker of home 

appliances Mabe, which became the largest manufacturer and seller in that sector during the 

1960s.286 This second stage of industrialization was achieved mainly through an expansion 

of the import substitution policies, going from the simple imposition of tariffs ad valorem, to 

the extension of import licenses, particularly of those parts and technology that could not be 

produced locally. Manufacturers who applied and were granted that type of licenses were 

supposed to be subject to periodical evaluations, including the strategic importance of their 

products and the success in the expansion of capacities. However, it has been noted that 

despite having a limit date, once an import license was granted to a manufacturer by the 

government, it was rarely revoked.287 

The tariffs and import licenses were also complemented with the imposition of 

domestic content requirements for certain industries, particularly the automobile industry, 

and those sectors aiming to consolidate the local production of heavy intermediates and 

capital goods. This second stage of ISI industrialization was made possible by a conservative 

monetary policy, encouraged by the Central Bank, especially during the years of President 

Adolfo Ruiz Cortines (1952-58). Faced with the challenge of an increasing deficit in the 

balance of payments, due to the external pressures following the end of the Korean War and 

its related-economic boom, the president authorized a devaluation of the peso, and suggested 
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to take it even further than needed, reaching a level of 12.50 pesos per US dollar in 1954.288 

Despite the initial inflationary effects, the economy continued showing positive signs, and 

growing at higher rates, making the exchange rate to be maintained unchanged for more than 

two decades (Table 4.2). Exports of traditional goods were also possible with the new 

exchange rate, while the industrial policies being executed made possible an expansion of 

existing capacity and the creation of new industries. In fact, in 1955, Congress enacted the 

Law of New and Necessary Industries, making it easier to protect new industries considered 

strategic, while strengthening the role of the state in the industrialization process through 

more credit projects approved by Nafin, as well as an increase in real public spending, mostly 

in economic areas and infrastructure projects.289  

State took intervention further in 1960, when the government completed the process of 

nationalization of the electric industry. Different from the oil industry nationalization in 1938, 

the foreign companies operating power-generating facilities did not oppose the move, since 

they were already planning to sell their plants since the end of the 1950s, arguing falling 

utilities. However, the change was presented as a new triumph for the Revolutionary regime, 

while it was also used to push further industrialization, by providing energy under subsidized 

prices to factories and other businesses, encouraging their expansion.290 Throughout those 

decades, the Mexican government also kept in mind the need to maintain macroeconomic 

stability, pursuing mostly conservative fiscal policies, and controlling inflation by tightening 

its grip on labor unions. The PRI control of labor movements was achieved through a mix of 

carrots and sticks policies, identified those leaders more willing to cooperate with the 

government, offering them official positions within the federal government, such as seats in 

Congress or top positions in state or local-level offices. The dissident leaders, on the other 

hand, were harassed, intimidated, or ultimately jailed, while unauthorized strikes, led by 

radical wings of minor unions, were harshly repressed, as it was the case of the railroad 

workers in 1958.291 
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Table 4.2. Macroeconomic indicators of Mexico during its second ISI Phase, 

also known as the Stabilizing Development Phase, 1952-1970 

Year 
GDP  

Growth Rate 
% 

Inflation Rate 
(Consumer 

Prices) 

Nominal 
Exchange 

Rate 
(USD 1=) 

GDP per 
capita 

(Current USD) 

1954 9.99 1 11 292 

1955 8.49 3 12.50 308 

1956 6.83 9 12.50 320 

1957 7.57 4 12.50 334 

1958 5.31 4 12.50 341 

1959 2.99 3 12.50 332 

1960 8.11 1 12.50 348 

1961 4.93 2 12.50 354 

Average* 
1954-1961 

6.78 3   

    GNI per capita 
(Current USD) 

1962 4.66 1.19 12.50 360 

1963 8.11 0.59 12.50 390 

1964 11.90 2.33 12.50 440 

1965 7.09 3.56 12.50 470 

1966 6.09 4.21 12.50 510 

1967 5.85 3.01 12.50 550 

1968 9.42 2.33 12.50 610 

1969 3.42 3.36 12.50 630 

1970 6.50 5.21 12.50 680 

Average** 
1962-1970 

7.00 2.87   

Sources: *MOXLAD-Database, 2017; **World Bank Database, 2017. 

 

Different from what happened in Taiwan, where the state turned to export-oriented 

growth strategies in the early 1960s, Mexican industries continued relying on the domestic 

market as a source of expansion. Having a large territory and a growing population, the local 

industries kept producing mostly for the national market, since it allowed for the creation of 

economies of scale, which was not the case in the smaller countries in East Asia.292 Mexico 
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City became a magnet for people from surrounding rural areas who wanted to find better job 

opportunities, helping industries located in central Mexico to continue expanding at higher 

rates, strengthening their position, particularly vis-à-vis the industrialists in the states of the 

north, and becoming one of the largest cities in the world as a result of that process. The 

expansion of those industrial groups enabled them to make private banking more important 

in the national financial sector, increasing its presence nationwide, and becoming a new 

important creditor for the government. Even though Nafin and the other public banks 

remained an important engine for the process of industrial expansion and creation of new 

industries, the private financial institutions increased their share in the holding of public debt, 

and also started financing some of the private industries investments.293 

Despite the major economies in the region showed high growths of rate during those 

years (Figure 4.1), different from the Brazilian experience and the case of other 

interventionist states in Latin America, particularly Argentina, the Mexican government 

during this phase was particularly concerned with macroeconomic stability, avoiding any 

populist tendencies as in the case of those South American nations. One of the more powerful 

explanations behind that interest is the large border shared with the United States. The 

existence of a porous border of more than 3 thousand km with the largest economy and the 

major promoter of capitalism in the world, made easier for businessmen in Mexico to carry 

their capital and profits across the border, to the US. Capital flight has been a constant 

problem in Mexico’s financial history. A problem that Taiwan or other East Asian NIC did 

not encounter, and which has been very difficult to avoid in Latin America, but mostly in 

Mexico. Hence, any attempt to introduce unpopular measures, like higher taxes considered 

as extremely unfair, or capital controls or strict regulations for industries, would have created 

potential threats for the economy of the country, considering how easy it was for companies 

to move their capital to the United States, across the border.294 The government, therefore, 

was aware of the need of preserving macroeconomic stability, as a way to ensure capital gains 

would be re-invested in the country and investments from abroad could continue arriving to 

the country. 
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294  Juan M. Martínez N., Conflicto Estado-empresarios en los gobiernos de Cárdenas, López Mateos y 

Echeverría. (Mexico City: Nueva Imagen, 1984); John Minns, op. cit., 60. 
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Figure 4.1. GDP Evolution of Latin American Desarrollista States, 1960-1980 

 

Source: Maddison Historical GDP Data, World Economics. 

 

In this sense, seeing the difficulties to impose stricter controls on banks or capital, the 

way authorities did in Taiwan or Japan, the Mexican government recurred to public debt to 

finance deficit, and increasingly, but not exclusively, to international banks.295 That is also 

one of the reasons why Mexico could not pursue an export-led growth during those years. 

Aggressive policies for export promotion would not have been effective, since the 

government was not in full control of banks, and was not in an advantageous position to 

increase foreign reserves the way East Asian developmental countries did. However, since 

the mid-1960s, the Mexican government started to show its interest to increase exports of 

non-traditional goods, mainly consumer durable goods and capital intensive products, as a 

way to make local industries more competitive, but also as a form of ensuring job creation in 

certain parts of the country.  

                                                           
295 Antonio Ortiz Mena, et al., El desarrollo económico de México y su capacidad para absorber capital del 

exterior. (Mexico City: Fondo de Cultura Económica, 1953). 
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After decades cooperating with the US government through the Bracero Program, in 

place since the years of WWII, the American government decided to end the program 

offering limited temporary jobs for Mexican workers in US farms on a yearly basis, due 

mostly to domestic pressures. As a compensation for the job losses on the Mexican side, both 

governments agree to launch a program where factories would be installed in the largest cities 

across the border, mainly by Multinational Corporations, to assemble goods and export them 

to the United States, providing job opportunities for people in Mexico. In 1965, the first 

maquiladora was installed, followed by many others in the coming decades, mostly in the 

automobile industry, machinery, and electrical appliances. 296  In this industries, foreign 

investment was also encouraged, albeit with some restrictions, largely justified with the need 

for technology transfer and learning of the most advanced practices of MNCs. Nonetheless, 

the efforts to promote exports were not sustained over time, and the state did not devote 

enough energies as the developmental states in Taiwan and South Korea did. 

The government focused instead in the development of heavy industries, with PEMEX 

and other parastatal companies playing a larger role in the production of petrochemicals, 

chemicals, fertilizer, steel, and other intermediate goods considered strategic for the other 

industries in the country. Those state companies continued growing during those years and 

throughout the 1970s, achieving a strong level of competitiveness, hence successfully 

exporting part of their production, but mostly directing their energies towards the domestic 

market. They also made possible a spectacular growth of the auto-making industry, with 

MNCs establishing joint ventures and subsidiaries with local companies, and state or semi-

state enterprises in charge of the production of trucks, large transportation vehicles, and 

railroad and subway cars.297  

The imposition of local content requirements would also be an important step in the 

successful development of an auto parts industry. In all this process the role played by Nafin 

cannot be ignored, becoming the main financing institution funding the projects related with 

the development of heavy industries.298 In this regard, different from the Taiwan experience, 

                                                           
296 See Jaime Ros, “Mexico's trade and industrialization experience since 1960: A reconsideration of past 

policies and assessment of current reforms,” in G.K. Helleiner (ed.), Trade Policy and Industrialization in 

Turbulent Times. (London: Routledge, 1994), 170-215. 
297  Ian Roxborough, Unions and Politics in Mexico: The Case of the Automobile Industry. (Cambridge: 

Cambridge University Press, 1984). 
298 Nacional Financiera & ECLAC, op. cit. 
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being an oil producing country did not take the Mexican government to rethink the utility of 

having a domestic heavy industry, hence explaining why the state in Mexico continued 

making efforts to expand the capacities of those companies, instead of turning to the creation 

of local technologies, as the ROC government did during the late 1970s.299 However, the 

1970s would also bring different challenges to the Mexican Desarrollista State, hence forcing 

it to deepen its integrationist approach in the following decades. 

 

4.4.3. The third phase of IS industrialization: Deepening State intervention with 

dependence on foreign capital, 1970-1982 

Social mobilizations across the country, at the end of the 1960s, deeply inspired in the 

triumph of the Cuban Revolution and the demands for social justice from independent labor 

unions, students, and other parts of the population, and the harsh repression they received 

from the government, led to attempts to reconcile different views within the new 

administration of Luis Echeverría, in the early 1970s. Since the economic development 

experienced from 1952 onwards was popularly known in the country as “stabilizing 

development,” due to its concerns with macroeconomic stability, specifically the control of 

inflation, a stable currency, and a timid rise in taxes, the new president proposed a new model, 

called “shared development,” meaning more inclusive policies, aiming to increase real wages 

and tackle the problems of poverty and inequality.300  

 This approach would require a more interventionist state, meaning more 

nationalizations, mostly of small and medium companies with underused facilities, 

increasing public expenditures and the size of the public sector, and the employment it 

offered for the population. These moves were increasingly rejected by the private sector, 

particularly those from Monterrey and other states in the north. Among the most ambitious 

plans of the government was a tax reform, which was also a way to increase its growth-

facilitating role. As mentioned before, Mexico was, and still is, a country with a low tax 

burden, not only compared to the successful Welfare states of Northern Europe, but also for 

Latin American standards. This situation makes even more impressive all the successes the 

                                                           
299 Daniel Levy & Gabriel Székely, Mexico: Paradoxes of Stability and Change. (Boulder, CO: Westview Press, 

1983), 218-219. 
300 Brian Hamnett, op. cit., 273-274. 
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Desarrollista State achieved during the years of stabilizing development and its dirigiste 

phase (1940-1970).301  

The previous attempts to raise corporate taxes and approve a comprehensive tax reform, 

particularly during the 1950s, were met with fierce opposition from the Central Bank, 

warning about the possible dangers of capital flight and dislocations in the macroeconomic 

stability of the nation. In 1972, the new effort made by the Echeverría administration not only 

failed, but put the president in an open confrontation with the organized business interests in 

the country.302 The new industrial policies needed an expanded capacity of the state, but the 

lack of resources at home made the government to look abroad for funding. Curtailing the 

previous autonomy of the Banco de México, the government began to pursue a more 

expansionist monetary policy, increasing the public debt, mainly through credits offered by 

international banks, causing increasing macroeconomic imbalances, hence making the 

Mexican businessmen more cautious in their relations with the state. By the end of the 

administration, in 1976, foreign debt, mostly public, reached US$24 billion, from the US$7.5 

billion at the end of the first year of the Echeverría government, in 1971.303 

At the same time, new industrial policies were introduced, aimed at the expansion of 

existing industries, including heavy industries, but also to the development of capital goods 

and export promotion. Export subsidies, through the form of tax rebates and special 

government funds, such as the Fondo para el Fomento de las Exportaciones de Productos 

Manufacturados (FOMEX) and Fondo de Equipamiento Industrial (FONEI), were created, 

as well as the Instituto Mexicano de Comercio Exterior (IMCE).304 The public development 

banks were also strengthened during those years, looking to fund projects related to 

production capacity expansion, and the import of technology. In this regard, import licenses 

continued to be used, making it easy for industrialists to import capital goods, which the 

government justify under the need to produce more machinery and other capital goods. 

Nonetheless, the lack of supervision and the ineffectiveness in revoking those licenses once 

                                                           
301 John Minns, op. cit., 59. 
302 Juan M. Martínez N., op. cit.; Enrique Krauze, op. cit., 411-415. 
303 Juan C. Moreno-Brid & Jaime Ros, op. cit., 128-129. 
304 Bela Balassa, “Foreign Trade and Industrial Policy in Mexico,” in Policy Reform in Developing Countries. 

(New York: Pergamon, 1977), 31-49; Jorge Domínguez, “International Reverberations of a Dynamic Political 

Economy,” in Jorge Domínguez (ed.), Mexico’s Political Economy. (Beverly Hills: Sage Publications, 1982), 

170-183; Juan C. Moreno-Brid & Jaime Ros, op. cit., 126-127. 
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the government officials considered they were no longer needed, as it was the case in the East 

Asian developmental states, affected the successful development of this new phase of the ISI 

model. Ascribing to its nationalistic rhetoric as well, the Echeverría Administration started 

regulating foreign direct investments as well, limiting ownership in different industries to 

49% of the companies, and excluding many sectors where state companies where starting to 

explore.305 All those moves increased the perception of a socialization of the government, 

making businessmen across the country very nervous. 

The economy continued its growth during those years, however it was mostly related 

to the increase in public expenses and the growth of the public sector. Initially, private 

investment began to surge, following the pace of investments made by the state; however, 

when imbalances became more evident, including two-digit inflation for the first time in 

more than twenty years, the private sector began withholding investment plans, and the 

shadow of capital flight, once warned by the Central Bank authorities, started to become a 

reality.306 The first oil crisis of 1973 also had a deep impact on inflation, affecting negatively 

the current account of the balance of payments, as well as the terms of trade, going against 

the government policies to encourage the export of capital goods.  

Imports of goods continued to rise rapidly, creating a deep trade deficit, despite the 

continuous efforts to increase and diversify exports. Unhappy with the government direction 

of the economy, and fearful of upcoming uncertainties in its policies, private businesses 

began to pull out their capital, creating more pressure on the Central Bank to decrease 

imbalances. A growing capital flight made impossible the maintenance of the same exchange 

rate as in the past 22 years, hence forcing the government to announce a devaluation of more 

than a 100% in 1976 (Table 4.3). 307 Similarly, the same year and for the first time in decades, 

Mexico asked for the IMF financial assistance, with the extension of a special fund, which 

also came with important recommendations on the value of macroeconomic stability and its 

needed adjustment for the future. 

                                                           
305 Gary Gereffi & Peter Evans, “Transnational Corporations, Dependent Development, and State Policy in the 

Semiperiphery: A Comparison of Brazil and Mexico,” in Latin American Research Review, 16:3 (1981), 31-64; 

Errol D. Jones, Echeverría and the United States: Mexico’s Deepening Dependency. (Melbourne: ILAS-La 

Trobe University, 1980); Juan C. Moreno-Brid & Jaime Ros, op.cit., 126-127. 
306 José Ángel Gurría & Sergio Fadl, Estimación de la Fuga de Capitales de México, 1970-1990. (Washington, 

DC: Inter-American Development Bank, 1991). 
307 Leopoldo Solís, Economic Policy Reform in Mexico: A Case Study for Developing Countries. (New York: 

Pergamon Press, 1981), 71-77. 
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Table 4.3. Macroeconomic indicators of Mexico during its third ISI Phase, with a heavy 

reliance of Public Debt and State Intervention, 1971-1982 

Year 
GDP 

Growth Rate 
% 

Inflation Rate 
(Consumer 

Prices) 

Nominal 
Exchange 

Rate 
(USD 1=) 

GNI per 
capita 

(Current USD) 

1971 3.76 5.26 12.50 720 

1972 8.22 4.99 12.50 810 

1973 7.86 12.04 12.50 970 

1974 5.77 23.75 12.50 1,190 

1975 5.74 15.15 12.50 1,430 

1976 4.41 15.78 15.40 1,500 

1977 3.39 29.00 22.50 1,440 

1978 8.96 17.46 22.70 1,550 

1979 9.69 18.17 22.80 1,850 

1980 9.23 26.36 22.90 2,400 

1981 8.77 27.92 24.50 3,090 

1982 -0.62 58.92 56.40 2,760 

Average 6.27 21.23   

Source: World Bank Database, 2017. 

 

The Echeverría’s successor, José López Portillo, listening to some of the advice of the 

IMF, started his administration by offering peace to the private sector, through a renewed 

alliance for production.308 The new government made a promise to use more pro-business 

policies, decreasing the highly interventionist attitude of the previous administration. It also 

offered a political reform, giving more voice to opposition forces within Congress, though it 

was still far from being a full transition to democracy or a threat to the control of the PRI 

over the government. Nonetheless, as a sign of the new mood for cooperation, the organized 

private sector agreed to a tax reform proposed by the administration, in exchange for 

improved and increased fiscal and financial support. Stability was among the initial goals of 

the new government, reaching control of trade deficit and foreign debt during López Portillo 

                                                           
308 See Stephan Haggard, “The Politics of Adjustment: Lessons from the IMF’s Extended Fund Facility,” in 

International Organization, 39:3 (Summer 1985), 525-529. 
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first two years in office (1977-1978). However, the second oil crisis found Mexico in a very 

different position than the first one. Having discovered a major deposit of oil in the Gulf’s 

southern coast, the country was now one with the largest oil reserves in the world, having a 

huge potential to become a world-class exporter once again. The rise in international oil 

prices moved officials in PEMEX and its powerful labor union to put pressure on the 

government to increase its investments in the sector, depicting a bright future for the 

country.309 

The government then decided to make a bet on oil, suddenly changing its cautious 

approach towards macroeconomic stability. The government started once again to ask for 

large credits abroad, justifying its increasing indebtedness in the need to start managing 

wealth (“administrar la abundancia”).310 Through the heavy investments in the sector, and 

with high international prices, it would be possible to achieve the complete industrialization 

of the country, using oil and its immense reserves as collateral. The moment coincided with 

abundance of the so-called Eurodollars, and with low interest rates in the US, making Mexico 

a preferred destination for international bank’s loans (Figure 2). Once again, mounted in the 

oil bonanza and the constant supply of foreign credit, the Mexican economy grew at higher 

rates, moved mainly by public expenditures and the investments in oil and transportation 

infrastructures.311 Through high levels of public debt, the GDP continued to expand, making 

laxer the fiscal discipline maintained during the decades prior to 1971, and following the 

same path as the other large Latin American economies (Figure 4.1).  

Industrial policies continued in place, and the private sector continued investing and 

expanding, also motivated by the facilities provided to them by international credit. The state 

also expanded policies to increase the competitiveness of exports and to develop further the 

capital goods industries, particularly offering oil and energy at very cheap prices. 

Nonetheless, the rapid growth on oil exports overshadowed the performance of other export 

industries, leaving few incentives for the companies to expand based on their own innovation 

and technology, since it was always easier to continue importing capital goods and continue 

                                                           
309 John Minns, op. cit., 103-104; Judith Teichman, Policymaking in Mexico: From Boom to Crisis. (Boston: 

Allen and Unwin, 1988), 56-72. 
310 Enrique Krauze, op. cit., 426-429. 
311 Gabriel Székely, La Economía Política del Petróleo en México, 1976–82. (Mexico City: El Colegio de 

México, 1983). 
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profiting from the domestic market. The only sectors who successfully continued their 

expansion during those years were the automobile industry, motivated by the arrival of FDI 

and the construction of large assembly plants in central Mexico, and the petrochemical 

industry, motivated by the oil boom of the time.312 

The dream of full industrialization through the completion of the third and final phase 

of ISI, and the management of infinite wealth would begin to crumble in 1981. Foreign 

interest rates began to increase that year, and the future scenario of international oil markets 

was seen as gloomy by many analysts at the time. Concerned by a sudden drop in oil prices, 

and with an increasing debt denominated in US dollars, private corporations started to take 

their money out of the country, in a more dramatic way than the one seen five years before 

(Table 4.4). Thinking that this situation was only a temporary, and still with an easy 

availability of cash by international creditors, the government maintained an expansionary 

policy throughout the year.313 This movement increased the fears of private investors, who 

continued pulling their capital out, beginning a speculative attack against the peso, while 

inflation was again out of control (Table 4.3). 

 

Table 4.4. Mexico’s External Debt (Selected Years, Million USD) 

Year 
Million 

Current USD 

1914 192 

1929 826 

1935 363 

1945 542 

1950 149 

1952 131 

Third ISI-Phase 

1970 6,969 

1972 8,209 

1974 13,952 

1976 23,967 

1978 35,712 

1980 57,378 
Source: MOXLAD-Database, 2017. 

                                                           
312 Juan C. Moreno-Brid & Jaime Ros, op. cit., 134-135. 
313 Stephan Haggard, Pathways to the Periphery, op. cit., 186-187. 
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Figure 4.2. Mexico’s External Debt Stocks (% of GNI) 

 

Source: World Bank Database, 2017. 

 

 

The price of oil continued falling the following year, and the government finally 

announced fiscal discipline and IMF-style reforms, hence trying to send a reassuring message 

to the private sector at home and the creditors abroad. However, by maintaining a free 

convertibility of the peso, the situation kept worsening, exhausting the international reserves 

of the government and forcing it to finally devalue the peso, and declare its inability to service 

its debt by mid-1982. Many companies, including the country’s largest industrial 

conglomerate, Grupo Alfa, went to bankruptcy, causing a deep contraction of industrial and 

economic activity, never seen since the Great Depression.314 Both of the actors who started 

an alliance for production at the beginning of the administration felt betrayed by the end of 

it. The president thought of the businessmen as not fully committed to national development, 

motivated only by personal gains, and taking their money out of the country, hence worsening 

the financial crisis; meanwhile, the private sector complained about the fiscal irresponsibility 

                                                           
314 Hoshino Taeko, “The Alfa Group: The Decline and Resurgence of a Large-Scale Indigenous Business Group 

in Mexico,” in The Developing Economies, 31:4 (December 1993), 511-534. 
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of the government, and its failure on ensuring the initially promised macroeconomic stability 

by betting all its cards on the volatile oil industry.315  

Following Mexico, other countries in Latin America began to default, starting what 

was later known as ‘the lost decade.’ In a final attempt to prove its developmental vocation, 

President López Portillo announced the nationalization of the banks and the imposition of 

capital exchange controls on September 1, 1982. The move was already too late, and in 

practice, merely symbolic. Once again, as a way to look for solutions, the government asked 

for the IMF. The latter, after the experience of 1976, was not willing to go through the same 

process once again. Being in a more powerful position than before, the IMF would demand 

further changes from Mexico in exchange for extending an assistance fund.316 The vulnerable 

position of the country would convince the new leaders to adopt the recommendations of the 

organism, while deepening its integrationist approach. 

 

 

4.5. Globalization and the Deepening of the Integrationist Approach 

 

The new administration of Miguel de la Madrid (1982-1988) was faced with tremendous 

economic challenges, having limited access to international credit and a domestic scenario 

characterized by recession and high inflation rates. During the first years of his government, 

the president endorsed an orthodox policy, promoting fiscal discipline, cuts in public 

expenditures and public investments. The growing oil exports during the immediate years 

after the outbreak of the crisis allowed the government to increase its foreign exchange 

reserves, using them to repay the debt interests and gradually reaching a surplus in the current 

account balance.  

 Nonetheless, and despite having accumulated a positive balance in its foreign trade, 

the devaluation of the peso had a deeper impact on private spending, causing a tremendous 

decline on investments made by the private sector, including households.317 This contrasting 

                                                           
315 Daniel Levy & Gabriel Székely, op. cit., 242-253. 
316 Jaime Ros, “Mexico from the oil boom to the debt crisis: An analysis of policy responses to external shocks,” 

in Rosemary Thorp and Laurence Whitehead (eds.), Latin American Debt and the Adjustment Crisis. (New 

York: MacMillan, 1987), 68-116. 
317 Juan C. Moreno-Brid & Jaime Ros, op. cit., 147-152. 
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scenario, with a government increasing its international reserves, but limiting its use to fulfill 

its liabilities abroad, while halting any further public investments, hence keeping an 

undervalued peso, created a big problem with inflation. By 1987, inflation reached a three-

digits rate, accumulating an increase of 140% for that year (Table 4.5).318 Still being a 

moderate figure by other large Latin American economies’ standards at that time, particularly 

Argentina and Brazil, inflation was now becoming a serious threat for the economic and 

social stability of the country, hence requiring all the attention of the government. 

The economic crises of 1976 and 1982 had eroded the public trust on the ruling party, 

at the same time that the private sector, with its interests organized in different groups, were 

becoming more vocal, demanding a larger participation in the government’s policymaking 

process, and some of them, supporting opposition parties, mainly the National Action Party 

(PAN), to act as a real counterbalance of the hegemonic PRI. The years 1985-1986 marked 

a turning point in the political and economic situation of the country.  

Economically, the difficulties in controlling high inflation made the private sector 

nervous, hence starting to pulling their capital out of the country, once again, putting pressure 

on the peso and forcing the government to announce a new devaluation of the official 

currency exchange rate, of 20%, in July 1985.319 During the following months, in 1986, the 

situation got worse when oil prices began to fall, combined with an undervalued currency, 

making inflation growth unstoppable. Politically, the slow government reaction to the 

devastating effects of the earthquake affecting Mexico City in September, 1985, made large 

parts of civil society to mobilize rapidly, serving as a starting point for a large opposition 

movement in the federal capital during following years. Similarly, in 1986, social 

mobilizations in the northern part of the country occurred after the federal government 

refused to acknowledge the triumph of the PAN in the Chihuahua state elections, hence 

imposing the official party candidate, causing irritation among the organized Northern 

industrialists and the Catholic Church.320  

                                                           
318 Francisco Gil Díaz, “Mexico's Path from Stability to Inflation,” in A. Harberger (ed.), World Economic 

Growth. (San Francisco: Institute for Contemporary Studies, 1984), 333-366. 
319 Stephen Zamora, “Mexico and the Global Financial Market: Capital Flight as a Factor in National Economic 

Policy Making,” in California Western International Law Journal, 18:1 (1987), 35-52. 
320 Enrique Krauze, op. cit., 442-449. 
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Seeing its control of the state under serious threat, the government decided to focus on 

the control of inflation as a way to decrease social unrest, trying to make the economy grow 

again. In December 1987, two months after the worst stock market crash in the history of the 

country, the government finally met with leaders from labor unions and the private sector to 

sign an Economic Solidarity Pact, aiming to put inflation under control through the freezing 

of the prices of public and other basic goods, wages, and exchange rates. All the sectors 

involved promised to observe a moderate attitude towards prices, with the government 

vowing to maintain fiscal and monetary austerity.321 The prices came under control during 

the months following the Pact, but the refusal to intervene further in the exchange rate soon 

caused an overvalued peso, which would create certain imbalances leading to a new financial 

crisis and economic recession seven years later (Table 4.5). 

All those developments motivated a deepening of the integrationist approach, modeling 

the responses of the state to those challenges. With a weakened domestic market, which had 

served as the industrial growth engine during the past four decades, the industrialists began 

to turn to the international markets to increase their profits and expand their capacities. 

Exports, of both oil and non-oil products, particularly manufactures, grew at a faster pace 

despite the crisis scenario.322  However, lacking resources to modernize their plants and 

acquire more capital goods, the private sector was in need for solutions, facing the challenges 

of mounting inflation at home, and limited credits domestically and internationally. The 

government was also in a fragile position to turn to more interventionist industrial policies, 

and the cabinet was increasingly being dominated by technocrats, who blamed on the state 

for its previous developmental approach, making it responsible of the ongoing crisis of the 

country. Unable and unwilling to obtain more funds for the intensification of industrial 

development in the country, and pressured to reign in uncontrollable inflation, the 

administration started to turn over the idea of trade liberalization.323 

To enable a sustained growth in exports of manufactured goods, the government started 

relaxing import controls in 1984, allowing producers to import a larger amount of inputs 

                                                           
321 Juan C. Moreno-Brid & Jaime Ros, op. cit., 153-156. 
322 Ernesto Zedillo, “Mexico's recent balance of payments experience and prospects for growth,” in World 

Development, 14:8 (1986), 963–991. 
323 See World Bank. 1986. Mexico: Trade Policy, Industrial Performance and Adjustment. (Washington, DC: 

World Bank). 
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necessary for their capacity expansion. The coverage of imports licenses was also decreased, 

particularly the permits to import more capital and intermediate goods, as well as certain 

consumer goods, with the purpose of alleviate inflationary pressures. Many import licenses 

were finally revoked, but in exchange, the government decided to replace previous import 

controls with production-weighted tariffs, which were also gradually reduced.324 To reinforce 

the integrationist approach, the administration negotiated the admission of Mexico into the 

GATT, in July, 1986, devoting itself to continue reducing tariffs, as well as other non-tariff 

barriers, giving up any tool considered as excessively interventionist by third parties. In the 

technocrats’ mindset, as well as in part of the private sector, trade liberalization was perceived 

as the more effective solution for the problems of domestic inflation, and as a way to ensure 

domestic industries remain competitive through an uninterrupted access to cheap and good-

quality inputs, coming from abroad. 

After being elected president in 1988, amid sustained allegations of voting fraud, 

Carlos Salinas de Gortari not only continued, but expanded the Mexico’s integrationist 

approach. With inflation relatively under control, and seeking to send a signal of stability to 

international markets, the new administration marked a success with the announcement of its 

inclusion into the so-called Brady Plan, in 1989, that allowed the country to renegotiate the 

payments of its foreign debt, allowing it to have unrestricted access to international capital 

once again, under improved conditions.325  

The new government was determined to continue its liberalizing agenda, and was 

motivated by the changes happening across the Atlantic, with the fall of the Iron Curtain and 

the conversion to capitalism of the former socialist Republics in Central and Eastern Europe. 

After the case of Poland was presented by many international scholars and publications, 

particularly the promoters of neoliberalism, as a success of “shock therapy” policies,326 with 

rapid and indiscriminate liberalization of the economy, leading to an almost immediate 

functioning of the market, the Salinas Administration was determined to follow the same 

                                                           
324 Jaime Ros, “Mexico’s Trade and Industrialization Policies in the 1980s: A Preliminary Assessment,” in The 

Bangladesh Development Studies, 20:2/3 (June-September, 1992), 215-239. 
325 Thomas C. Ebenroth & Gabriela Gándara, “El Plan Brady y la negociación de la deuda mexicana,” in 

Comercio Exterior, 40:4 (April 1990), 303-308. 
326 For the application of Shock Therapy Policies in Poland, see Jeffrey D. Sachs, “A Plan to Establish a Market 

Economy,” in The End of Poverty: Economic Possibilities for Our Time. (New York: The Penguin Press, 2005), 

114-130. 
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path. The government continued with the elimination of industrial policies, ending former 

public subsidies in different sectors, including a new land reform finishing the figure of the 

Ejido and allowing the privatization of communal lands, justified in the need to increase land 

productivity, allowing small landholders to have more access to credit, by using their newly 

acquired land as collateral.327  

Other former developmental tools were also eliminated, including fiscal incentives, 

preferential credits, and local content requirements, as well as export quotas in certain 

industries considered strategic. In this sense, the industries protected from foreign 

competition, through tariffs and other legal restrictions, were decreased throughout the 1980s 

and 1990s, reaching only a quarter of the former industries during the years of the Estado 

Desarrollista. The development banking institutions, such as Nafin, were not eliminated, but 

their role was decreased, and their focus changed. They were required to develop new 

programs, with a much smaller scale and scope, ordering them not discriminate among 

industries, but offering credits to all businesses, focusing in the improvement of their 

performance, and not in the expansion of capacity or in the development of new domestic 

industries, as it was done in the past.328 

To ensure that those neoliberal policies would not be changes by incoming 

administrations, and as a strategy to ensure its commitment to the expansion of 

manufacturing and agricultural exports, the new government decided to enter negotiations 

with the United States and Canada to form a North American free trade area. Negotiations 

started in 1990, and ended two years later, while its implementation had to wait until the first 

day of 1994, due to increasing opposition in the US, and to the process of ratification in the 

three countries.329 With the existence of an international agreement, signed with the most 

powerful country in the world, the Mexican government reached the highest point of its 

integrationist approach. A deeper analysis of NAFTA and its effects will be made in the 

following chapter.  

                                                           
327 Lois Stanford, “The Privatization of Mexico’s Ejidal Sector: Examining Local Impacts, Strategies, and 

Ideologies,” in Urban Anthropology and Studies of Cultural and World Economic Development, 23:2/3 

(Summer-Fall, 1994), 97-119. 
328 Pedro Aspe, El Camino Mexicano de la Transformación Económica. (Mexico City: Fondo de Cultura 

Económica, 1993); Juan C. Moreno-Brid & Jaime Ros, op. cit., 165-166. 
329 Herminio Blanco, Las Negociaciones Comerciales de México en el Mundo. (Mexico City: Fondo de Cultura 

Económica, 1993); Norris C, Clement, et al. (eds.), North American Economic Integration: Theory and Practice. 

(Northampton, MA: Edward Elgar, 1999), 240-245. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

160 

 

Table 4.5. Macroeconomic indicators of Mexico, Integrationist Approach, 1983-2016 

Year 

GDP 
Growth Rate 

% 

Inflation Rate 
(Consumer 

Prices) 

Nominal 
Exchange Rate 

(USD 1=) 

GNI per capita 
(Current USD) 

1983 -4.19 101.75 120.00 2,210 

1984 3.61 65.53 167.80 2,040 

1985 2.59 57.74 256.80 2,130 

1986 -3.75 86.23 611.70 1,940 

1987 1.85 131.87 1378.10 1,910 

1988 1.24 114.16 2273.10 2,000 

1989 4.19 20.00 2461.40 2,300 

1990 5.06 26.65 2812.50 2,760 

1991 4.22 22.66 3018.40 3,210 

1992 3.62 15.51 3094.80 3,710 

1993 4.06 9.75 3.11 4,480 

1994 4.72 6.96 3.37 5,220 

1995 -5.75 34.99 6.41 4,580 

1996 5.87 34.37 7.59 4,350 

1997 6.96 20.62 7.91 4,330 

1998 4.70 15.92 9.13 4,650 

1999 2.66 16.58 9.56 5,130 

2000 5.29 9.49 9.45 5,810 

2001 -0.60 6.36 9.34 6,310 

2002 0.13 5.03 9.65 6,650 

2003 1.42 4.54 10.78 6,940 

2004 4.29 4.68 11.28 7,470 

2005 3.03 3.99 10.89 7,810 

2006 4.94 3.62 10.89 8,370 

2007 3.20 3.96 10.92 9,190 

2008 1.40 5.12 11.12 9,690 

2009 -4.70 5.29 13.51 8,790 

2010 5.11 4.15 12.63 8,940 

2011 4.04 3.41 12.42 9,170 

2012 4.01 4.11 13.16 9,870 

2013 1.36 3.81 12.77 10,020 

2014 2.26 4.01 13.29 10,190 

2015 2.62 2.72 15.84 9,830 

2016 2.30 2.81 18.66 9,040 

Average 2.40 25.25   

Source: World Bank Database, 2017. 
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Similarly, one of the most powerful motivations behind this move was also the 

attraction of large sums of FDI. Recognizing its new limitations in the provision of credit for 

industrial expansion, the government began to see foreign investment as an alternative or 

complement to the domestic investment and the public investments, that in the past were also 

mostly reliant on foreign credit. Starting in the 1980s, the 1973 law concerning the 

participation of foreign investments in the Mexican economy started to be loosely interpreted, 

allowing more capital to enter the country, and guaranteeing total foreign ownership in 

projects under US$100 million. After the signature of NAFTA, a new FDI law was passed 

by Congress, in 1993, eliminating the 49% limit in foreign ownership, and reducing the 

number of industries where investment from abroad was restricted or prohibited.330  

Investments from abroad began pouring into the country in large numbers, also 

coinciding with a process of financial liberalization. However, most of them were portfolio 

investments, which throughout 1994, and due to political considerations, began leaving the 

country creating new pressures to devaluate the peso. Being in the middle of an electoral 

process, the government decided to postpone the devaluation, misreading the situation. When 

the new Zedillo Administration took control, in December 1994, the mismanagement of the 

situation worsened capital flight, making devaluation more profound than originally planned, 

and taking the economy into a new and much worse recession. As a result, a fixed exchange 

rate system was finally abandoned, allowing the peso to float, and supporting constitutional 

changes giving the Central Bank more autonomy on its monetary decisions (Table 4.5).331 

The Salinas Administration continued with the process of privatization of public 

companies. After selling dozens of small and medium state companies, involving more than 

twenty different industries, including food processing and sugar refining, among others, in 

1989 the Salinas Administration took the process to a new level, privatizing large companies, 

that together represented more than 3% of the GDP. 332  Some MNCs were allowed to 

                                                           
330 José Antonio Farías H., et al., “Visión de conjunto del estudio,” in José Antonio Ibáñez A. (ed.), México: 

ciclos de deuda y crisis del sector externo, 13-36. (Mexico City: Universidad Iberoamericana-Plaza y Valdés, 

1997), 22-25. 
331 For a more detailed account of the 1994 crisis, its making and effects, see Nora Lustig, Mexico: The 

Remaking of an Economy. (Washington, DC: Brookings Institution, 1998); and Leopoldo Solís, Crisis 

Económico-Financiera, 1994-95. (Mexico City: Fondo de Cultura Económica, 1996). 
332 Alberto Chong & Florencio López de Silanes, Privatization in Mexico. Working Paper no. 513. (Washington, 

DC: Inter-American Development Bank, 2004); Jacques Rogozinski, La Privatización en México: Razones e 

Impactos. (Mexico City: Editorial Trillas, 1997). 
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participate in the privatization processes, but were excluded in some of the sectors still 

considered strategic by the state. The banks, being nationalized at the end of the government 

of José López Portillo, were re-privatized after only a few years. By the end of 1989, eighteen 

major banks were already in private hands, although in many cases their new owners had no 

previous experience in the sector. 333  This situation aggravated the causes of the 1994 

financial crisis, moving the Zedillo Administration to accept the foreign participation in the 

sector, as a way to ensure better practices, making it more competitive internationally.334 The 

US intervention could alleviate the financial chaos in the country, and the economy was back 

on track after just a few months of decline. 

The administrations after Carlos Salinas continued the integrationist approach, 

although they did not expand its scope. New programs were designed by the following 

governments, mostly focusing in incentives for companies interested in expanding their 

export capacities. Tax rebates have been offered for certain industries, such as textiles, 

footwear, electronics, home appliances, steel, automobiles and transportation equipment, and 

petrochemicals. Unable to produce their own inputs, the state has offered the private sector 

the opportunity to continue importing large amounts of intermediate goods and parts, as long 

as most of them are used to assemble manufactured goods for export. New mechanisms, such 

as the Program for Temporary Imports to Produce Export Goods (PITEX), and the Program 

for High-Exporting Enterprises (ALTEX), were developed by the Zedillo Administration, 

and continued and deepened by its successors, to make exporting industries more competitive, 

and continue attracting FDI into those sectors.335 The governments of President Vicente Fox 

(2000-2006) and Felipe Calderón (2006-2012) were characterized by limiting the role of the 

state in industrial development, stating their commitments to domestic industries, but failing 

to take their words into actions. 

 

                                                           
333 José A. Murillo, “La banca después de la privatización: Auge, crisis y reordenamiento,” in Gustavo del 

Angel, Carlos Bazdresh, and Francisco Suárez-Dávila (eds.), Cuando el Estado se Hizo Banquero: 

Consecuencias de la Nacionalización Bancaria en México. (Mexico City: Fondo de Cultura Económica, 2005), 

247-290. 
334 Stephen Haber, “Mexico's Experiments with Bank Privatization and Liberalization, 1991–2003,” in Journal 

of Banking and Finance, 29:8–9, (March 2005), 2325–2353. 
335 Amapola Grijalva, “Los efectos de las incongruencias arancelarias en las relaciones comerciales México-

Estados Unidos-China. Una propuesta alternativa a la política de protección,” in Enrique Dussel & Yolanda 

Trapaga (eds.), Hacia un diálogo entre México y China: Dos y tres décadas de cambios socioeconómico. 

(Mexico City: Senado de los Estados Unidos Mexicanos, 2010), 391-415. 
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Figure 4.3. Mexico’s Exports and Imports as % of GDP, 1960-2016 

 

Source: World Bank Database, 2017. 

 

Exports of manufactured goods have continued growing during the past two decades, 

motivated by the implementation of NAFTA and other incentives offered by the government. 

However, the continuation of programs destined to facilitate the imports of parts, 

intermediate and capital goods, including a strong support for the maquiladora industry, has 

resulted in a lack of effective supply chains in the country, and in the unfinished process of 

the third stage of industrialization, that of the technology-intensive goods (Figure 4.3). The 

only industries where growth has been sustained during these years, and where the existence 

of an effective domestic supply chain can be seen, are those where the state maintained 

certain protection policies, particularly the automobile industry. Mexico has become one of 

the major exporters of cars, and FDI has arrived in large amounts since the 1960s.336 However, 

as it has happened in electronics and other capital-intensive goods, the government was 

unable to endorse the creation of national champions, meaning that the production and export 

of those goods is carried under the brands of important MNCs.337 

                                                           
336 Enrique Dussel-Peters, “The Auto Parts-Automotive Chain in Mexico and China: Co-operation Potential”, 

in The China Quarterly, 209 (2012), 82-110. 
337 Many Mexican national champions that eventually became MNCs, cannot not be found in technology-

intensive goods, but on services and other light manufactures. Those companies are commonly known as 
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The integrationist approach in Mexico, particularly during its deepening phase after the 

mid-1980s, has allowed the industries in the country to remain competitive internationally, 

making the country an important producer of manufactures and the largest exporter of those 

type of goods in Latin America. Nonetheless, there was an evident slowing down of 

economic growth, similar to those trends observed in the other large Latin American 

Economies during those years (Figure 4). The government has been successful in its strategy 

to increase exports, as a way to enlarge its foreign currency reserves, avoiding new episodes 

of financial distress as those seen in 1976 and 1982.  

However, different from the countries following an independent approach, Mexico has 

not been capable of developing competitive domestic industries, specialized in the 

development of technology under local brands. Economic liberalization and the embrace of 

foreign capital was done in a time where the domestic market was contracting, hence 

debilitating the expansion and modernization of domestic industries The state changed its 

focus in industrial expansion, deciding to open its doors to foreign capital, as a way to ensure 

the absorption of better business practices, Western know-how, and advanced technologies.  

Similarly, the unwillingness of the state to increase public investment, not only in 

infrastructure but in industrial development, has not been followed by a positive response 

from the private sector. Despite the increase in FDI during the past two decades, private 

investment in general has not occupied the position that public investment once had during 

the golden years of the Estado Desarrollista. This has been identified as one of the causes of 

the weak economic growth experienced after the deepening of the integrationist approach.338 

The future of this approach will be marked not only by the future political developments in 

the country, but also by the economic and political moves in the northern side of the Rio 

Grande. With a new Trump Administration vowing to renegotiate NAFTA, and to put 

America First, there are growing voices in Mexico that are calling to focus again on the 

domestic market, probably making more room for new industrial policies, the like of those 

identified with the independent approach followed by the East Asian NICs. In the meantime, 

                                                           
Multilatinas, and they have tended to invest and expand their operations across Latin America. Those companies 

include: the firms owned by Carlos Slim, América Móvil and Telmex (in the telecommunications service sector); 

Cemex (in the cement industry); Grupo Alfa (diversified manufactures); Mexichem (in the chemicals sector); 

and, Grupo Bimbo, Grupo Modelo, and FEMSA (in food, beer, and beverages, respectively). See Álvaro 

Cuervo-Cazurra, “Multilatinas,” in Universia Business Review, 1:4 (First Quarter, 2010), 14-33. 
338 Juan C. Moreno-Brid & Jaime Ros, op. cit., 195. 
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it is difficult to observe a big change from the integrationist approach of the past thirty years, 

despite its mixed results. 

 

Figure 4.4. GDP Evolution of Latin American Major Economies during the period of 

Integrationist Approach, 1980-2016 

 

Source: Maddison Historical GDP Data, World Economics. 

 

 

4.6. Concluding Remarks 

 

Since its integration to the modern World Economy in the 16th and 17th centuries, Mexico 

was largely dependent on foreign markets for its economic development. Through the 

Spanish way of colonization, the country experienced high growth exporting minerals, due 

to its vast natural resources. Mexican silver became an international currency during the 

following centuries, and by the end of the 19th century, most of the countries in East Asia still 
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used the so-called Mexican Dollars for their daily transactions.339 The organization of the 

colonial economy, different from that of other European powers in other parts of the world, 

including the Caribbean Sea, Sub-Saharan Africa, and Southeast Asia, enabled the country 

to develop its first industries, but still highly dependent on its exports of silver and other 

minerals. Nonetheless, due to the extractive model implemented by the Spanish colonial 

authorities, by the time of independence, Mexico inherited most of the debt compromises 

contracted during colonial times, making it hard for the government to create strong state 

institutions based on strong and sound finances. The 19th century saw the evolution of a 

relative weak state, who needed to continue integration as a way to ensure a sustained flow 

of capital, mixed with some institutions to start industrialization, as the case of the Banco del 

Avío. The final decades of the century, under the leadership of a strong man, new industries 

were developed in the country, with mild industrial policies in the hands of government 

bureaucrats, known as the “científicos,” and opening the country to foreign capital, 

promoting the exports of commodities and raw materials to the rest of the world. 

This early integrationist approach, without regard of the development of a domestic 

market, created mounting social tensions which ultimately led to the revolution of 1910. 

However, the Mexican Revolution weakened the country’s 19th century dominant classes, 

giving way to a fairly autonomous state with the capacity to mobilize large segments of the 

population, mainly workers, peasants, and state bureaucrats. The post-revolutionary Estado 

Desarrollista, under the rule of a hegemonic party, the Institutional Revolutionary Party 

(PRI), developed relatively successful industrial policies, leading to a period of rapid 

economic growth for more than thirty years (1940-1970).  

Despite sharing a strong emphasis on the role of state-owned enterprises, and a state 

dominated by a single party, the ISI model followed by Mexico differed from that of Taiwan 

in the sense that the former could not implement a successful export-led growth strategy to 

compensate for the saturation of the domestic market, nor was in full control of banking and 

other financial institutions, hence encouraging public and private firms to look for 

investments and credits abroad. When the model began to show signs of exhaustion in the 

late 1960s, the Mexican government deepened the intervention of the state in the economy, 

                                                           
339 John McCaster, op. cit., 372-399. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

167 

 

confronting itself with a capitalist class who was no longer as weak and docile as that from 

the 1930s.  

The Mexican developmental state continued achieving high rates of growth for twelve 

more years, not without problems, since it had to face two major crises that increased the 

domestic and external pressures to liberalize the economy. The two administrations between 

1970-1982 relied heavily in foreign debt to make the economy grow, expanding the sector 

dominated by the state, and starting in 1978, postponed the liberalizing measures by gambling 

on the rapid development of an exporting oil industry. When international oil prices dropped 

and interest rates in the US increased in 1982, Mexico became the first country to default on 

its huge foreign debt. The traumatic experience of furthering state intervention and 

confronting an increasingly vocal capitalist class led to the eventual imposition of 

government officials with a neoliberal mindset, popularly known as technocrats. This new 

generation of bureaucrats deepened what Amsden identified as an integrationist approach.340 

Since the Mexican state has historically characterized for its low ratio of tax to GDP, the 

government was unable to control the banking system as other developmental states did, and 

welcomed foreign capital to invest in the country, although with important restrictions during 

the years of the Estado desarrollista. The lack of effective controls made capital flight a 

common malady to the country, particularly during the 1976 and 1982 crises, further 

weakening the position of the state when negotiating with its foreign creditors. 

Therefore, a deeper integration with the world economy was seen by the technocrats as 

the only solution to the many problems accumulated in the country for almost fifteen years. 

Despite being nationalized in 1982, a new government moved to deregulate the financial 

sector and to gradually re-privatize the banks. In 1986 Mexico entered the GATT, and 

hundreds of state and para-state companies were privatized. The limits to foreign ownership 

of enterprises was dropped in most of the industries, under the idea that transnational 

corporations would push domestic firms to modernize, enabling to be more competitive by 

absorbing their superior ways and more effective practices. 

As a way to ensure that the new neoliberal policies could not be reversed by any 

successor, hence showing the Mexican government commitment to macroeconomic stability 

and a welcoming environment for FDI flows, the new generation of technocrats conceived 

                                                           
340 Alice H. Amsden, The Rise of the Rest, op. cit., 278-283. 
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the idea to negotiate a free trade agreement with its northern neighbor and largest consumer 

market in the world, the United States. The Mexican state was in no position to develop an 

independent approach to globalization, having few resources to dedicate to domestic R&D, 

the way developmental states in East Asia did in the past.  

Therefore, FTAs were seen as a better way to import technology from other countries, 

although few mechanisms were designed to encourage technology transfer to domestic 

producers.341 However, by following an integrationist approach, it is more correct to talk 

about industry in Mexico, rather than Mexican industry; in other words, the process of 

deindustrialization was avoided, but not the process of industry denationalization. It means 

that, despite the important industrial growth seen in the country during the last two decades, 

most of it was related to multinational firms who were mostly interested in using Mexico as 

an export platform to the United States, lured by its low wages and proximity to the largest 

consumer market in the world, rather than contributing to the development of indigenous 

technology or to promote the strengthening of the domestic market, which was also result of 

the inability of the Mexican state to develop effective and mature financial markets. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
341 Juan C. Moreno-Brid & Jaime Ros, op. cit., 247. 
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Chapter 5. Looking for a Platform in North America:  

Taiwan’s Investment and Trade Relations with Mexico 

 

 

After analyzing the evolution of state institutions and their attitudes towards industrialization, 

emphasizing in the differences between the independent approach followed by Taiwan and 

the integrationist approach observed by Mexico, this chapter moves to analyze the resulting 

trends in Taiwanese investments in the Mexican economy, as well as the composition of 

bilateral trade during the past 25 years. As noted in the introduction of this study, different 

from the other large economies in Latin America, Mexico, the second largest economy in the 

region, did not present particularly high growth rates during the first decade of the 21st 

century, nor received large sums of investments coming from the PRC; at least not in the 

same scale or magnitude as those received by the large South American nations. In fact, for 

most of the years between 1999-2016, Mexico attracted more accumulated foreign direct 

investments from the smaller actor across the Taiwan Strait, mainly motivated by efficiency-

seeking factors. Between those years, firms coming from Taiwan invested almost 1.5 times 

more money than companies from mainland China, making Mexico the largest receptor of 

Taiwanese direct investments in Latin America (Table 1). 

This chapter aims to note that, after the government in Taiwan pursued a strong 

independent approach, emphasizing the creation of national sources of technology and 

innovation, and encouraging the exports of technology-intensive goods, the role of 

Taiwanese relationship companies and other small and medium enterprises (SMEs) became 

critical, highlighting the fact that they have also contributed to the large imbalances in the 

Mexico’s trade with both Taiwan and the Chinese mainland. More importantly, and 

continuing with the notions presented in the previous chapters, there is the idea that once the 

Mexican government began to respond to globalization challenges with a deepening of its 

integrationist approach, productive investments from the largest economies in East Asia, 

including Taiwan and mainland China, have been made in Mexico to increase its efficiency, 

use the country as a platform to export to NAFTA markets, mainly the United States. 

The next section of the chapter analyzes the development of the so-called relationship 

enterprises in Taiwan, as well as their role in initiating and furthering the economic 
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integration process between both sides of the Taiwan Strait, which later would have an impact 

on their investments around the world, including those made in Mexico. A third section goes 

deeper into the study of some of the motivations behind the state’s integrationist approach, 

with NAFTA as its highest expression, noting which have been the main results of the trade 

agreement after more than twenty years of implementation. Integration with the other larger 

North American markets served the purpose to preserve and deepen the industrial 

development in the country, although the increasing participation of firms coming from the 

other side of the Pacific Ocean in this process would also present an unexpected outcome.  

The different patterns of investments from Taiwan and Mainland China are presented 

in sections four and five, analyzing the composition of their total accumulated investments, 

as well as their destinations, as a way to explain the intention of using Mexico as a platform, 

and emphasizing the nature of the differences in approaches followed by both sides of the 

Taiwan Strait. The trend shown by Taiwanese investments in Mexico across the years, also 

matches the pattern followed by trade relations, with an increasing role played by Taiwanese 

exports of capital goods, mainly machinery and technology-intensive goods, which have been 

used in the elaboration of final goods ultimately exported to the United States. The sixth 

section reflects on some of the cross-strait dynamics that have had an impact on the actors’ 

investments and trade with Mexico, particularly regarding the ongoing situation, with a 

powerful Chinese government in the mainland, on the one hand; and a government in Taiwan 

controlled by a pro-independence party, but ruled by a leader following a more ambiguous 

approach towards Beijing, on the other. Finally, some concluding remarks are presented at 

the end of the paper. 

 

 

5.1. Taiwan Relationship Enterprises and cross-strait economic 

interactions 

 

During the 1990s, the Taiwan model was praised internationally not only for having achieved 

high economic growth rates, but also for improving the population’s income distribution, 

decreasing inequality, as opposed to other developing countries who experienced sustained 
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economic growth periods, but also saw a rise in economic disparity. 342  One of the 

explanations offered for this situation was the prevalence of small and medium-sized 

enterprises (SMEs) in the different industries of Taiwan, which based their success in 

exporting their goods to the rest of the world. The development model followed by the state 

in Taiwan was one that combined a large part of the economy dominated by state-owned 

companies, with an even larger part composed by thousands of vibrant and flexible SMEs.343 

One of the most accepted explanations for this situation is political in nature. 

The existence of a rival regime on the other side of the Taiwan Strait, made the 

Kuomintang (Guomindang, or KMT) to exercise an important control over the country’s 

finances, and to promote the creation of a large public sector in the economy, with state-

owned corporations controlling strategic industries, as a way to place loyalist mainlanders on 

the top, reinforcing its image as a legitimate representative of the Chinese people. By 

controlling the banks, the government aimed to ensure that no individual firm, particularly 

those under the hands of ethnic Taiwanese, grew to the point of representing a threat to state 

interests. Loans were used to encourage private companies, first to acquire foreign 

technology and other inputs not produced locally, during the ISI stage (1949-1958), and later 

to encourage them to export their products once the domestic market was saturated, during 

the export-led growth stage (1960-1979). The strict observance of the government credit 

policy led to the proliferation of small and medium-sized enterprises, mostly managed by 

ethnic Taiwanese as opposed to the public sector in the hands of the Chinese mainlanders, 

and to the development of an informal financial network, also known as “curb market.”344  

Having limited funds to grow and develop economies of scale, Taiwan’s industrial 

firms based their expansion in personal relationships, contrasting to the experience of 

Western countries, with an atomized competitive market composed by firms and impersonal 

relations. As different studies have shown, one of the effects of the Taiwan model of 

                                                           
342 See Shirley W.Y. Kuo, Gustav Ranis, & John C.H. Fei, The Taiwan Success Story: Rapid Growth with 

Improved Distribution in the Republic of China. (Boulder, CO: Westview Press, 1981); and, Alice H. Amsden 

& Wan-Wen Chu, Beyond Late Development: Taiwan’s Upgrading Policy. (Cambridge, MA: The MIT Press, 

2003). 
343 John Minns, The Politics of Developmentalism: The Midas State of Mexico, South Korea and Taiwan. (New 

York: Palgrave-Macmillan, 2006), 199-210. 
344 C.Y. Lin, Industrialization in Taiwan, 1946-1972: Trade and Import Substitution Policies for Developing 

Countries. (New York: Praeger, 1973); Ramon H. Myers, “The Economic Development of the Republic of 

China on Taiwan, 1965-1981,” in, Lawrence J. Lau (ed.), Models of Development: A Comparative Study of 

Economic Growth in South Korean and Taiwan. (San Francisco: ICS Press, 1990), 17-63. 
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industrialization was that of the relationship enterprise (guanxi qiye), which tends to be 

compared with a pyramid. Instead of having developed large corporations under the control 

of single families through state support, as chaebols in Korea or Keiretsu in Japan, Taiwan 

saw the rise of medium- to large-scale firms on the top, who could flexibly increase or 

decrease their capacity by subcontracting operations to small and medium firms in the base 

of the pyramid.345 Hundreds of thousands of small companies, employing fewer than ten 

people, and most of them with family or friend connections, became the basis for the success 

of Taiwan’s industrialization (Figure 5.1).346 

 

Figure 5.1. Structure of Taiwanese Relationship Enterprises 

 

 

Relationship enterprises were able to successfully produce and export manufacturing 

goods through a system based on subcontracting part of the process to smaller related 

companies. This phenomenon contributed to the effective development of supply chains, 

where small firms dedicate themselves to use simple technology to participate in a step of 

                                                           
345 Li-min Hshueh, Chen-kuo Hsu, & Dwight H. Perkins (eds.), Industrialization and the State: The Changing 

Role of Taiwan Government in the Economy, 1945-1998. (Cambridge, MA: Harvard University Press, 2001), 

96-102. 
346 Alice H. Amsden, et al. (eds.), Taiwan’s Enterprises in Global Perspective. (Armonk, NY: M.E. Sharpe, 

1992). 
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the production process, maybe producing the most basic parts, while larger firms specialize 

in making more complicated parts or steps, which are later consumed by the larger firms, 

known as parent companies, having the capacity to produce complex products and managing 

their allocation in domestic and foreign markets. Cooperation between firms could be vertical 

or horizontal, and subcontracting could also be internal and external.347 In all the cases, 

Taiwan’s parent companies increased their competitiveness and attractiveness among foreign 

buyers, by offering flexibility and adaptability, as compared to other exporting countries.348  

The impossibility for the parent companies to absorb the smaller firms, and become 

large conglomerates, made it very difficult for them to develop their own brands. Most of 

their success was based on receiving orders from foreign buyers, who ultimately sold the 

goods produced by Taiwanese firms under their own trademarks, particularly American and 

Japanese brands. This was especially the case in textiles and apparel, but also in other light 

industries, such as toys and bicycles.  

However, through the policies implemented by the developmental state in Taiwan, and 

particularly since the authorities placed an important emphasis on the development of 

technology-intensive industries after 1979, the Taiwanese relationship companies were able 

to upgrade their production, and eventually innovate technologically, becoming extremely 

competitive in the development of inputs, such as integrated circuits or semi-conductors.349 

Likewise, important Taiwanese brands in technology goods have developed during the last 

couple of decades, such as Acer, Asus, and HTC, while contract-manufacturing company, 

Foxconn, has become a leader in the production of computers and other mobile 

communication devices for world-class brands, including Apple, BlackBerry, Google, and 

Nintendo.350 

                                                           
347 Brian Levy, “Transaction Costs, the Size of Firms and Industrial Policy: Lessons from a Comparative Case 

Study of the Footwear Industry in Korea and Taiwan,” in Journal of Development Economics, 34 (1991), 151-

178. 
348 Karl Fields, “Is Small Beautiful? The Political Economy of Taiwan’s Small-Scale Industry,” in Eun Mee 

Kim (ed.), The Four Asian Tigers: Economic Development and the Global Political Economy. (Bingley: 

Emerald, 2008), 159-182. 
349 Yuan-li Wu, Becoming an Industrialized Nation: ROC’s Development on Taiwan. (New York: Praeger, 

1985); Ying-yi Tu, “The Electronics and Information Technology Industries,” in Li-min Hshueh, Chen-kuo 

Hsu, & Dwight H. Perkins (eds.), Industrialization and the State: The Changing Role of Taiwan Government 

in the Economy, 1945-1998. (Cambridge, MA: Harvard University Press, 2001), 267-292. 
350 Pun Ngai & Jenny Chan, “Global Capital, the State, and Chinese Workers: The Foxconn Experience,” in 

Modern China, 38 (2012), 383-410. 
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On the other hand, when industrial wages in Taiwan raised rapidly and other 

developing countries in Asia were pursuing policies to increase their industrial capacities, 

relationship firms began to think on foreign expansion as a way to remain competitive, 

particularly during the mid-1980s. As it was expected, most of them felt lured by the chances 

of profit offered by the opening of the mainland Chinese market. During the following years, 

and despite the limitations imposed by the Nationalist government in the island, Taiwan 

became the second largest source of foreign direct investment in China, right after Hong 

Kong. And when we realize that many of the Taiwanese firms interested in investing in the 

mainland went through the former British colony, then we can see the big push for Chinese 

export-led growth given by the Taiwanese companies.351 

Taking advantage of the common cultural and language backgrounds, and exploiting 

their centuries-old family origins in the mainland, mostly in the southern part of Fujian, 

hundreds of Taiwanese firms started to invest in China, replicating the successful strategies 

they followed years before in the island. The creation of Special Economic Zones was aimed 

to attract that kind of investment, and in many parts of the country, the Chinese government 

was willing to offer the Taiwanese investments a domestic treatment, encouraging more 

parent companies to move part of their subcontracting operations to the mainland.352 Foreign 

buyers who were also interested in exploiting the incentives offered by the authorities in the 

mainland, as well as having access to a large consumer market, urged their Taiwanese 

partners to start operations in the other side of the strait.353  

The survival and continuous success of the Taiwan relationship enterprises was now 

considered to depend on expanding their operations in new locations, mostly but not 

exclusively in the Chinese mainland. The large countries in Southeast Asia were also seen as 

attractive places to invest, although most of the firms continued to believe they were in an 

advantageous position when making business in China. The Taiwanese government was 

                                                           
351 Edward S. Steinfeld, “Cross-Straits Integration and Industrial Catch-Up: How Vulnerable is the Taiwan 

Miracle to an Ascendtant Mainland?” in Suzanne Berger & Richard K. Lester (eds.), Global Taiwan: Building 

Competitive Strengths in a New International Economy. (London: M.E. Sharpe, 2005), 228-279. 
352 See Chia-Ho Ching & Tsu-Lung Chou, “The Cross-strait Effects: Differential Regional Industrial Clusters,” 

in Reginald Yin-Wang Kwok (ed.), The Second Great Transformation: Taiwanese Industrialization in the 

1980s-2000s. (Taipei: Chengchi University Press, 2011), 123-156. 
353 Steven A.Y. Lin, “Roles of Foreign Direct Investments in Taiwan’s Economic Growth,” in Peter C.Y. Chow 

(ed.), Taiwan in the Global Economy: From an Agrarian Economy to an Exporter of High-Tech Products. 

(London: Praeger, 2002), 79-94. 
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successful in its independent approach when responding to the challenges of globalization, 

encouraging the creation of thriving technology companies, and converting the island in one 

of the largest producer of semiconductors and laptop computers in the world, among other 

technology-intensive goods. However, it could not impede that large sums of investments 

kept flowing to the rival regime on the mainland.354  

Reality has forced the government in Taiwan to loosen its regulations concerning 

economic interactions with mainland China, initiating a process that culminated with the 

negotiation of the Economic Cooperation Framework Agreement in 2010. However, this 

process has not been exempt from the turmoil in domestic politics. The most recent case was 

the government failure to ratify the Cross-Strait Service Trade Agreement (CSSTA) in 2014, 

after it could not stop popular mobilizations against the accord led by students, known in the 

media as the Sunflower Movement, who opposed the treaty on the grounds of national 

survival. Presented as an instrument which, among other benefits, would facilitate the return 

of previous Taiwanese investments made on the mainland, the Ma Ying-jeou (Ma Yingjiu) 

government could not rally enough public support for this cause.355 The increasing sense of 

state paralysis and economic distress among many young Taiwanese had an impact on the 

triumph of the Democratic Progressive Party candidate, Tsai Ing-wen (Cai Yingwen), in 

January 2016. 

The new situation of cross-strait relations after the arrival of Tsai has been considered 

critical, especially if we consider that bilateral dialogue has been inexistent for more than one 

year already, after the new president has been unwilling to recognize the so-called “1992 

Consensus” as the guiding principle in the relations between Taiwan and Mainland China.356 

The effectiveness of the reinvigorated “Southbound Policy,” encouraging Taiwanese 

investors to look more to the countries in South and Southeast Asia, as a way to divert the 

current dependence on the mainland, has already been questioned by many experts and 

                                                           
354 Yu-han Chu, “The Political Economy of Taiwan’s Mainland Policy,” in Journal of Contemporary China, 

6:5 (1997), 229-257. 
355 Ming-sho Ho, “Occupy Congress in Taiwan: Political Opportunity, Threat, and the Sunflower Movement,” 

in Journal of East Asian Studies, 15 (2015), 69-97. 
356 Chi Su, “Triangular Reltions US-Mainland China-Taiwan,” Keynote Speech offered at the International 

Conference: Taiwan’s Foreign Policy After 2016 US Presidential Election. April 14, 2017. (Taipei: National 

Chengchi University). 
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scholars within and outside the country.357 However, it is certain that mainland China remains 

as the major destination of the outflows of Taiwanese investment, and that it would take 

many years to dismantle the cross-strait supply chains being developed since almost thirty 

years ago, when the first Taiwan relationship enterprises moved some of their operations to 

China.358 Therefore, when we analyze the economic links of both sides of the Taiwan Strait 

with the rest of the world, it is important to keep in mind the Taiwanese relationship 

enterprises. This phenomenon is even more evident when analyzing the case of the NAFTA 

impact in the Mexican economy, as it will be seen in the following section. 

 

 

5.2. Mexico’s Integrationist Response: The NAFTA Factor 

 

5.2.1. Major Motivations behind NAFTA 

Historically, many elements of economic cooperation in the US-Mexico bilateral relationship 

can be found since both countries got involved in World War II. As members of the Allied 

forces, the United States government provided loans and economic aid to its Mexican 

counterpart, while a program to accept temporary workers from Mexico, also known as 

‘braceros,' was started in 1942 as a response to the lack of workers in the American industry 

and agriculture as a result of the war. The program formally ended three years later, but it 

continued under different forms until 1965, after pressures in both sides regarding the 

situation of workers' rights and the supposed threat they posed to the creation of jobs for the 

American population in general.359 That year, a new bilateral program was developed, when 

the first ‘maquiladoras' were built along the Mexican Northern border, dedicated to assemble 

manufactured goods, including cars and auto parts, which were later re-exported to the United 

States.360  This way, the United States would show its continued willingness to provide 

material help to its southern neighbor through job creation. However, this type of programs 

                                                           
357 Kwei-bo Huang, “Preliminary Political Analysis of Taiwan’s ‘New Southbound Policy’,” paper presented 

at the International Conference: Taiwan’s Foreign Policy After 2016 US Presidential Election. April 14, 2017. 

(Taipei: National Chengchi University). 
358 Official data from the Ministry of Economic Affairs Investment Commission of the ROC, 2017. 
359 Ronald L. Mize, & Alicia C.S. Swords, Consuming Mexican Labor: From the Bracero Program to NAFTA. 

(Toronto: University of Toronto Press, 2011), 3-24. 
360 Leslie Sklair, Assembling for Development: The Maquiladora Industry in Mexico and the United States. 

(Winchester, MA: Unwin Hyman Inc., 1989), 43-75. 
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has been constantly criticized because its inability to promote a provision of high quality jobs, 

also making it difficult for domestic companies to spur innovation and absorb foreign 

technology.361 

As it was analyzed in the previous chapter, years after the first maquiladoras were 

opened, neoliberal economic reforms in Mexico were carried within a changing international 

environment, deepening the country’s integrationist approach throughout the 1980s and 

1990s. The recovery of post-war Japan and Germany, and the economic success of the Asian 

Tigers convinced other governments about the advantages of export-led growth, hence 

highlighting the importance of the attraction of foreign direct investment (FDI). Concerned 

about the competition from these newly industrialized countries (NICs), along with the 

former socialist countries in Eastern Europe, which were also reforming their economies in 

order to invite international investments, the Mexican government believed it needed new 

ways to maintaining the pace of its reforms, by making them more appealing to foreign 

capital.  

Since leftist movements in Mexico still had considerable support in different parts of 

the country, including factions within the ruling PRI, the Salinas administration had to ensure 

neoliberal reforms would be irreversible, and that no further governments would attempt to 

cancel them. That way, investors could feel more comfortable to invest in the country by 

knowing their capital would not be confiscated or nationalized by ensuing administrations. 

For Mexican decision makers of the time, a good path to follow was to replicate the 

‘maquiladora model’ in the whole country and rely on the export of manufactures to the 

United States for the procurement of hard currency and the attaining of high rates of 

economic growth. 362  A free trade agreement would have to be signed with the largest 

consumer market in the world, in order to achieve those goals. 

On the American side, the negotiation of an FTA with Mexico could be seen as part of 

the strategy to advance economic liberalization in other parts of the world, to deepen 

economic integration in North America, and as a tool to put some pressure on the European 

Economic Community (EEC) to adjust its position and unlock the negotiations of the 

                                                           
361 Jorge Carrillo & Redi Goméz, “Los retos de las maquiladoras ante la pérdida de competitividad”, Comercio 

Exterior, 53:4 (April 2003), 318-327. 
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Uruguay Round, which had begun in 1986 but was reaching an impasse in the early 1990s. 

By supporting the establishment of the Asia-Pacific Economic Cooperation (APEC) forum, 

and creating a North American trade block, the US government was sending a signal to its 

European counterparts about the American advantages at looking at other parts of the world 

to build strong economic alliances. Finally, after the Mexican government raised the initiative, 

the new administration of George H.W. Bush immediately endorsed it and the consultations 

and first talks began in 1990.363 

  After the official announcement was made by both governments, Ottawa responded 

by showing its intentions to join negotiations. The Canadian government had signed a FTA 

with the United States in 1987; however, a new trade deal between the US and Mexico could 

create trade diversion, harming Canadian exporters, who might not be able to compete against 

the Mexican cheap labor and proximity to strategic niches in California and Texas. By joining 

NAFTA, the Canadian policy makers made sure that they would also receive the same 

benefits that were given to Mexican businessmen by the government in Washington, while 

having access to the markets and natural resources in Mexico.364 

NAFTA has been praised by officials in the three countries as the first FTA signed 

between a developed and a developing country;365 but has been more controversial within 

the academic circles where it is regarded as an encompassing agreement which contemplates 

the granting of national treatment to foreign investments from the other signing countries, 

while also including commitments regarding environmental protection, rules of origin, labor 

conditions, and the opening of agricultural sectors.366 Opposition to this kind of commitments 

was found in the three nations. Being a country with a hegemonic-party regime and a 

paternalist state tradition at the time, Mexican civil society was not as effective as its 

                                                           
363 Clement, Norris C, et al., North American Economic Integration: Theory and Practice. (Northampton, MA: 

Edward Elgar, 1999), 279-316. 
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Norte,” in  Nueva Sociedad, 133 (1994), 88-101. 
365 See Jorge G. Castañeda, “NAFTA’s Mixed Record: The View from Mexico,” in Foreign Affairs, 93:1 (Jan.-

Feb., 2014), 134-141; Carla A. Hills, “NAFTA’s Economic Upsides: The View from the United States,” in 

Foreign Affairs, 93:1 (Jan.-Feb., 2014), 122-127; Michael Wilson, “NAFTA’s Unfinished Business: The View 

from Canada”, in Foreign Affairs, 93:1 (Jan.-Feb., 2014), 128-133. 
366 Gary C. Hufbauer & Jeffrey J. Schott, NAFTA Revisited: Achievements and Challenges. (Washington, DC: 
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American counterpart in demanding the recognition of certain concerns affecting their lives 

after the signature of the agreement.367  

Environmentalists and Trade Unions in the United States successfully lobbied 

representatives at Congress, who eventually put some pressure to the Clinton Administration 

in order to demand more commitments from the Mexican government, arguing that the loose 

regulatory framework in the country could cause a mass exodus of American companies 

south of the border, leaving thousands of American blue-collar workers unemployed. The 

unexpected American demands uncovered the unpreparedness of Mexican negotiators when 

dealing with issues as complex as environmental regulations and other commercial issues for 

a developing nation. Both Canada and the United States were founding members of GATT, 

and had been used to negotiate in those areas with other well prepared countries in Western 

Europe and Japan, as evidenced during the Tokyo Round.368 As it was seen in the previous 

chapter, Mexico became a member of GATT only in 1986, after a long tradition of 

protectionism, which made officials believed it inhibited the competitiveness in domestic 

industries and made more difficult the elevation of factor productivity rates. 

Within the country, economic reforms were announced by the Salinas administration 

as the ultimate strategy which could lead Mexico into the developed world; and the signature 

of NAFTA, along with the support received from the United States to become a member of 

the Organization of Economic Cooperation and Development (OECD), were seen as a 

welcome given by the wealthy and powerful nations to a country that was doing the right 

things. When NAFTA was first implemented in January 1st, 1994, Mexico woke up to a very 

different reality. The Zapatista uprising in the southern state of Chiapas, the poorest in the 

country and mostly inhabited by indigenous people, showed that Mexico was still far from 

reaching the status of a developed nation.369 The ensuing political motivated assassinations 

of PRI's presidential candidate Luis Donaldo Colosio and the Party Secretary Francisco Ruiz 

Massieu, caused alarm among the financial circles, where businessmen were quietly 

withdrawing their portfolio investments from the country. The new administration of 

                                                           
367 For an example see Blanca Torres, “Las ONG ambientalistas en las relaciones México-Estados Unidos,” in 

Foro Internacional, 39:4 (Oct.-Dec., 1999), 453-478.  
368 Joseph M. Grieco, Cooperation among Nations: Europe, America and Non-Tariff Barriers to Trade. (New 

York: Cornell University Press, 1990). 
369 Enrique Krauze, La presidencia imperial. (Mexico City: Maxi Tusquets Editores, 1997), 472-479. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

180 

 

President Ernesto Zedillo received a difficult financial situation from the outgoing Salinas 

administration, and after a catastrophic mistake known as "error de diciembre" which caused 

the outbreak of the peso crisis and its famous "Tequila Effect," the idea that Mexico was still 

a fragile economy that needed more than just free trade in order to attain sustainable 

development was reinforced.370 

 

5.2.2. A New Era for Bilateral Relations 

The 1994-5 financial crisis was the first test in the new phase of Mexico-US bilateral relations. 

Through the approval of an up to US$50 billion bailout package consisting in loan guarantees, 

the Clinton administration showed its willingness to relieve the pressure of its high level trade 

partner, which if unattended, could create more problems for the American economy and 

erode the plans to set NAFTA as a role model for a future integration of the Western 

Hemisphere under the US leadership.371 By 1997, the Mexican economy was growing again, 

based mostly on the growth of manufacturing exports to the United States, helped in part by 

the stimulus provided through American assistance. In just a few years, capital goods got to 

occupy the largest share of Mexican exports to the United States, while raw materials, 

particularly oil and other minerals, that were the largest share during the 1980s, decreased 

their importance in the bilateral trade (Figure 5.2).  

After the NAFTA experience, Mexican policymakers embarked on the negotiation of 

further FTAs with other parts of the world. These developments changed the face of the 

Mexican economy, and social transformations were felt as well. The deal with the European 

Union, in 1997, brought more pressures to the Mexican government to continue the process 

of political openness and democratization, which had started in 1977, and was completed 

with the triumph of the opposition National Action Party (PAN) in the 2000 presidential 

election.372 The new FTAs did not contribute to the goal of trade diversification, and the 

Mexican exports increased their dependence on the American market. Actually, most of these 

agreements were mainly thought to make use of the rules of origin provided by NAFTA and 

                                                           
370 Nora Lustig, Mexico: The Remaking of an Economy. (Washington, DC: Brookings Institution, 1998), 143-
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371 Ibid, 177-190. 
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attract multinational companies based in Europe and Japan to outsource part of their 

operations to Mexican soil, and export their final products to the US. This way, the country 

could exploit its competitive advantage of geographic proximity and cheap labor, fulfilling 

its economic goal of job creation through export-led growth.373 

 

Figure 5.2. Basic Composition of Mexican Exports to the United States (selected years) 

 

Source: Data obtained from The World Bank – World Integrated Trade Solution (WITS), 2017. 

 

During the first years, this strategy showed positive results, and Mexico accelerated 

previous trends to become the US second largest trading partner by the beginning of the new 

century. However, this situation would change dramatically when a new competitor would 

offer better incentives for investors interested in exporting manufactures to the United States: 

The People’s Republic of China (PRC). Since the 1990s there has been a silent integration of 

China to the production chains in North America.374 This trend was reinforced since the 

PRC's accession to the WTO in 2001. Afraid of Chinese competition and suspected unfair 
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practices, the Mexican government was the last negotiating party to agree on the admittance 

of China to the organization, in which was seen a strategy to obtain greater benefits from 

Beijing and protect domestic industries and small and medium scale producers in Mexico.375 

However, despite this strategy, by 2003 China displaced Mexico as the United States 

second largest trading partner, and Mexican imports from the PRC grew at an impressive 

pace producing a large trade imbalance favorable to the Chinese side. An important part of 

the Mexican trade deficit with China comes from parts that are semi-assembled in the coastal 

areas of the PRC and are sent to Mexico for the final processes and to be later re-exported to 

the United States markets.376 This way, in the numbers, Mexico looks very different from 

other countries in Latin America, by becoming a manufacturing-exports powerhouse in the 

region. According to the United Nations' Economic Commission for Latin America and the 

Caribbean (ECLAC), Mexican manufacturing exports accounts for 70% of the country's total 

exports, a volume larger than the rest of all Latin American countries combined. In this sense, 

the government's strategy was successful in finishing the country's dependence on oil exports, 

and promoting the industrial manufactures exports.377 

However, it is other type of dependence that has proved more difficult to overcome for 

the Mexican economy. NAFTA reinforced the Mexican dependency on the American market, 

making 81% of the country's exports sent to the United States in 2015, according to the CIA 

World Factbook. This percentage had been decreasing during the previous decade, but grew 

again in the last couple of years, presenting a big challenge for the Mexican government on 

the search of a more balanced trade with the rest of the world. This dependence impacted 

negatively in 2009, when Mexico became the worst-stricken country by the financial crisis 

that started in the US real estate market months before, when the exports to the US fell 

dramatically as a consequence of demand contraction in that country.  

Nonetheless, bilateral trade has increased dramatically since NAFTA, reaching over 

US$500 billion a year (Figure 5.3); but the other promises made by the promoters of free 
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377 Gerardo Fujii & Rosario Cervantes, “México: Valor agregado en las exportaciones manufactureras,” in 

Revista CEPAL, 109 (April 2013), 143-158. 
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trade have been far from becoming a reality in Mexico. American fears of Mexico sucking 

off the jobs in the US are difficult to assess, considering that different organizations 

manipulate the information to look for more supporters to or detractors against NAFTA, as 

the cases of the US Chamber of Commerce and the American Federation of Labor 

respectively,378 and during these two decades, large sectors in the three countries with a 

negative impression of the agreement have remained, mainly blue-collar workers in the US 

and Canada, and poor peasants in Mexico.379 

 

Figure 5.3. Evolution of Mexico-US Total Bilateral Trade, 1990-2015 

 

Source: Data obtained from The World Bank – World Integrated Trade Solution (WITS), 2017. 

 

 

5.2.3. The NAFTA Challenges 

After 23 years of a renewed relation with North America, based on the promotion of free 

trade and economic integration, the indicators separating Mexico from its northern neighbors 

                                                           
378 Gary C. Hufbauer & Jeffrey J. Schott, op. cit. 
379 See Public Citizen, “NAFTA’s Broken Promises 1994-2013: Outcomes of the North American Free Trade 

Agreement”, online, 2013, https://www.citizen.org/documents/NAFTAs-Broken-Promises.pdf 
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remain greatly unequal. Washington has been reluctant in adopting policies similar to those 

in Europe that allowed Ireland, Spain, Portugal and Greece, to narrow their economic 

disparities with the rest of the community, in order to prepare Mexico for a deeper integration 

and formation of a North American Common Market. Financial cooperation from the United 

States has been focused in other priority areas for Washington, particularly on fighting drug 

cartels and organized crime, as in the case of the Mérida Initiative.  

At the same time, economic interdependence between Mexico and the United States 

has an asymmetrical nature, making the former more dependent on the latter than vice versa. 

This dependence can prove dangerous for Mexico, especially during a time of relative 

economic decline of the United States. This problem has been already identified by Mexican 

policymakers who are now looking to diversify the country's export destinations, looking at 

Asia's emerging markets as attractive options. Depending less on the American market could 

also help alleviate the regional economic disparities within the country, which have widened 

as a result of NAFTA and the maquiladora model.380 Because of the proximity to the United 

States, most of the assembly lines and factories with foreign capital have been established in 

the northern bordering states, along with other industrial centers in Western and Central 

Mexico, while those states in the South depend heavily on small agriculture and services, 

being these unable to compete internationally, hence concentrating the largest number of 

people living below the poverty line in the country.  

However, attempts to integrate these states with the economies in Central America 

under Mexican leadership have been a difficult task. By prioritizing bilateral relations with 

the US and NAFTA, the Mexican government has been unable to accomplish an effective 

cooperation with its southern neighbors. The Plan Puebla-Panamá and the ensuing 

Mesoamerican Initiative and the Tuxtla Mechanism, designed to improve regional 

competitiveness and advance the region's disposition to work along with Mexico City, are 

steps in the right direction, but their implementation has been slow and presents numerous 

challenges, including the rise of violence and human trafficking, as well as the slow pace of 

democracy consolidation in the whole region.381 

                                                           
380 Javier Delgadillo, “Desigualdades territoriales en México derivadas del tratado de libre comercio de América 

del Norte,” in Revista Eure, 34:101 (April 2008), 71-98. 
381 Daniel Villafuerte, La frontera sur de México. Del TLC México-Centroamérica al Plan Puebla-Panamá. 

(Mexico City: Plaza y Valdés-UNAM, 2004): 151-182. 
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Figure 5.4. Mexico’s trade with the United States, 1990-2015 

 

Source: Data obtained from The World Bank – World Integrated Trade Solution (WITS), 2017. 

 

After the major economic setbacks in 2009, derived in part from the economic 

dependence on the US markets, Mexican policymakers have paid attention to developments 

around the world, and have sought to join new trading blocs while maintaining its goal of a 

deeper economic integration with North America. The conformation of the Pacific Alliance, 

together with Chile, Colombia, and Peru, was regarded as an alternative to regional 

integration through unilateral liberalization, but also as a re-run of the FTAA goals, giving 

Mexico an opportunity to re-approach Latin America; while the administration of Enrique 

Peña Nieto also tried to improve bilateral relations with Cuba and the Castro regime. On the 

other hand, being one of the main defendants of the TPP, even after the US retreated in early 

2017, the Mexican government was aiming to exploit the country's competitive advantages, 

not only to attract investments from Asia to its exporting sector to the US, but also to increase 

Mexican exports to Asian markets.382 

                                                           
382 José Antonio Meade, “Construyendo la región más competitiva. La América del Norte del siglo XXI será la 

zona más dinámica del mundo,” in El País, (February 18, 2014), online, 

http://elpais.com/elpais/2014/02/17/opinion/1392669177_689186.html 
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In many current studies, various analysts argue that the Mexican economy has fallen 

into the so-called 'middle-income trap,' where the country has become dependent on its low-

labor-cost exporting sector, hence being unable to compete successfully on the short-term 

with other developing economies that can offer lower wages; but it has neither been capable 

to jump technologically and develop industries with higher added-value that can allow the 

nation to raise factor-productivity and compete with the developed world.383 So far, the 

Mexican government has taken advantage of NAFTA as a tool to promote the country as an 

assembling paradise and an export platform to the largest market in the world. Nevertheless, 

Mexico has lagged behind other countries which have followed similar strategies, 

particularly China, because of the state's inability to promote a well-defined industrial policy 

aimed at the creation of production chains to satisfy the needs of multinational companies, 

which have to import multiple parts from other countries, and complain about the difficulties 

of finding good parts suppliers within Mexico.384 

This situation will hardly change with some circles within the political elite still 

embedded in an inflexible neoliberal ideology, whose main motto seems to remain: "The best 

industrial policy is not to have an industrial policy",385 arguing that state intervention in the 

economy is not desirable at any level. However, even economies that are now regarded as 

successful stories, like Singapore, South Korea and Taiwan; they all have had a clear 

industrial policy that reinforced the role of the private sector, instead of being caught by the 

dilemma of state versus private business, regarding them as complementary and not mutually 

exclusive. Similarly, the challenge posed after the arrival of Donald Trump to the White 

House has put enormous pressure on Mexican policymakers, making foreign investors to 

pause, and in some cases rethink, their future investment plans. Through a discourse aimed 

at gaining votes in those swing states most affected by the loss of industrial jobs in the United 

                                                           
383 See Claudio Loser, Harinder Kohli, & J. Fajgenbaum (eds.), Una nueva vision: México 2042. Futuro para 

todos. (Mexico City: The Centennial Group-Taurus, 2012). 
384 Amapola Grijalva, op. cit., 391-415. 
385 In Spanish “La mejor política industrial es no tener política industrial”; this phrase was famously associated 

with the neoliberal faction of technocrat officials serving during the administration of Carlos Salinas de Gortari 

(1988-1994), and was supposedly coined by the US-trained economist Jaime Serra Puche, who held key 

positions in the Secretary of Commerce and Industry during those years (until the outbreak of the financial crisis 

in December 1994). The sentence reflects the idea of the goodness of free markets and the alleged inability of 

the state to efficiently develop and improve industrial development through centrally-planned policies. 

Leopoldo Mendívil, “La mejor política industrial…” in Crónica, (May 5, 2011), online, 

http://www.cronica.com.mx/notaOpinion.php?id_nota=576396 
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States, Trump depicted NAFTA as the worst trade deal ever negotiated by his country, 

promising to bring jobs back and threatening to impose sanctions over companies who 

continue to relocate operations south of the border.386 The three sides have recognized the 

need to modernize certain parts of the agreement; nonetheless, Canada and Mexico remain 

concerned about the unpredictability of the US President, who despite having encouraged the 

renegotiation of the treaty, has maintained his warning to leave the agreement in case it is not 

favorable to the US side, identifying his country’s trade deficit with Mexico as one of the 

issues to correct in the future (Figure 5.4).387  

Despite criticisms from local opposition forces and media, Mexican officials have 

demonstrated their willingness to renegotiate the deal, and have identified the areas of interest 

to the Mexican side. Troubled by a possible withdrawal of the United States from the trade 

pact, the Mexican government has mentioned that it will not accept any unilateral imposition 

of tariffs or countervailing measures in its trade with the US, and it prefers to conduct the 

bilateral trade through the regular procedures required by the WTO.388 At the same time, in 

order to send a positive signal to foreign and domestic investors, Mexico has embarked in a 

renegotiation of its trade agreement with the European Union, after twenty years the first one 

was signed, showing the support both sides have for the continuance of open and free 

international trade, and opposing the calls for protectionism in different parts of the world 

and within the USA. However, the prospects of finishing negotiations for a renewed NAFTA 

before mid-2018 seem rather optimistic, and uncertainty will continue proving an important 

factor for investors in Mexico during the months to come. 

 

                                                           
386 Fabricio Fonseca, “The Politics of Class and Race: Assessing Trump’s Strategy to Success and Its Impact 

on Mexico and Latin America,” in The Quarterly of Latin American Economy and Trade, no. 27 (December 

2016), 61-74; Josh Dawsey & Hadas Gold, “Full transcirpt: Trump’s Wall Street Journal interview,” in in 

Politico, August 1, 2017, online, http://www.politico.com/story/2017/08/01/trump-wall-street-journal-

interview-full-transcript-241214 
387 Ruben Migueles, “Esperan confirmen representante de EU para renegociar el TLCAN”, en El Universal, 

May 9th, 2017, online, http://www.eluniversal.com.mx/articulo/cartera/economia/2017/05/9/esperan-

confirmen-representante-de-eu-para-renegociar-el-tlcan; EFE, “EEUU da a conocer sus objetivos en la 

renegociación del NAFTA,” en Expansión, July 17, 2017, online, 

 http://www.expansion.com/economia/2017/07/17/596d3167268e3e41428b462c.html 
388 EFE, “México no descarta que EEUU deje tratado comercial TLCAN y busca alternativas,” in El Economista, 

August 2, 2017, online,  

http://www.eleconomista.es/mercados-cotizaciones/noticias/8534669/08/17/Mexico-no-descarta-que-EEUU-

deje-tratado-comercial-TLCAN-y-busca-alternativas.html 
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5.3. Taiwanese investments in Mexico 

Since NAFTA entered into force in 1994, most of the FDI flowing to Mexico from the Asia-

Pacific has corresponded to Japanese firms. Japan has become the largest investor in Mexico 

from that region, followed behind by South Korea (Table 5.1). The large conglomerates from 

these two countries, who managed to build world-renowned brands in different industries, 

particularly electronic machinery, devices and cars, among others, were interested in moving 

some of their assembling operations to Mexico, as a way to gain easier access to NAFTA 

markets, mainly the United States. The arrival of Japanese investment to the country was of 

particular importance, due to their ties with Taiwanese companies and the supply chains they 

managed to build since the 1960s and 1970s. Many of the firms from Taiwan investing in 

Mexico were following Japanese and American partners, who encouraged them to open 

shops or factories in the country, ensuring an immediate response to the needs of the new 

maquiladoras they were installing close to the US border.389  

The competitiveness Taiwanese relationship enterprises had gained on specific 

industries during its country’s export-led growth, specifically in sectors such as textiles and 

apparel, and plastic manufactured goods, made possible for them to start investing in those 

same industries in Mexico. Similarly, after the 1985 Plaza Accord, which had the effect to 

appreciate the New Taiwan Dollar (NTD), as well as other East Asian currencies, primarily 

the Japanese Yen, and due to the constant pressures by American officials to rebalance trade 

and decrease its surplus in the bilateral trade, firms in those countries needed to find new 

locations to invest, in order to preserve a continuous access to the American market.390 By 

opening the US market to Mexican exports, NAFTA had the effect to attract those Taiwanese 

firms who were following the path traced by their major partners in Japan. 

On the other hand, the Taiwanese conglomerates who were transitioning from Original 

Equipment Manufacturers (OEM) to Original Design Manufacturers (ODM), also began to 

develop certain interest to investing in Mexico as a result of NAFTA. In 1995, Taiwanese 

computer designer and manufacturer, Acer, was one of the first large companies to open an 

                                                           
389  Marcos Ancelovici & Sara Jane McCaffrey, “From NAFTA to China? Production Shifts and Their 

Implications for Taiwanese Firms,” in Suzanne Berger & Richard K. Lester (eds.), Global Taiwan: Building 

Competitive Strengths in a New International Economy. (London: M.E. Sharpe, 2005), 166-193. 
390 Li-min Hshueh, Chen-kuo Hsu, & Dwight H. Perkins (eds.), Industrialization and the State, op.cit., 96-102. 
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assembly plant in Ciudad Juarez, in the state of Chihuahua, looking also to move some of the 

managing operations to neighboring El Paso, Texas. The decision was made following a 

successful business incursion in Mexico City, where they opened an office to sell their 

products in the country, finding a high level of acceptance and making Mexico its largest 

market in Latin America during those years. However, it was not a smooth initial experience 

for that firm, or other ODMs who followed suit. Cultural and social differences, particularly 

when dealing with labor issues, insecurity, and local politics, presented serious challenges 

for many Taiwanese companies investing in Mexico.391 Those kind of obstacles tended to 

reinforce their preference for investing in mainland China, where they shared a common 

historical and cultural background, even making investors feel they possessed an advantage 

over competitors from other countries, including Korean and Japanese firms.392 

 

Table 5.1. Accumulated IED in Mexico, 1999-2016 (selected countries, million USD) 

Country of origin IED 

Mainland China 484.8 

Taiwan 710.8 

Hong Kong 220.4 

North America 

United States 213,533.9 

Canada 27,479.3 

Asia-Pacific 

Japan 13,412.2 

South Korea 3,873.2 

Singapore 1,970.5 

Europe 

Spain 57,120.0 

Netherlands 52,483.7 

Germany 14,168.0 

United Kingdom 10,446.9 

France 4,440.3 

  

Total 464,688.8 
Source: Mexican Ministry of Economy, 2017. 

                                                           
391 See David Tawei Lee, et al. (eds.). 1997. Hands Across the Pacific: Creating a Win-Win Situation in Taiwan-

Latin America Relations. (Taipei: Sinorama). 
392 Chia-Ho Ching & Tsu-Lung Chou, op. cit., 135-141. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

190 

 

Nonetheless, when analyzing the accumulated flows in Mexico between 1999-2016, 

investments from Taiwan highly surpass those from Mainland China, being that the case for 

most of those years (Figure 5.5). Taiwanese investments tended to be concentrated in a few 

industries, with more than 90% of total investments going to the manufacturing sector, 5% 

to the commerce industry, and the rest going to the service industry, mainly those related to 

real estate and professional, scientific, and educational services (Table 5.2; Figure 5.6). This 

pattern reflects the need of the large Taiwanese relationship enterprises to use Mexico as a 

platform to enter the North American markets, and to remain competitive in the world. In 

fact, when we look at the composition of the accumulated investments in the manufacturing 

sector, the subsectors that received more investments are those where the Taiwanese firms 

have been more competitive internationally, and where they have become world leaders. 

 

Figure 5.5. FDI in Mexico from Mainland China and Taiwan, 1990-2016 

 

Source: Mexican Ministry of Economy, 2017. 

 

According to Mexican official figures, investments from Taiwan in the production of 

computer and communication equipment, represents 72% of the total accumulated 

investments, and 78% of the total investments in the manufacturing sector (Table 5.3). More 
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than half of the total accumulated investment in the country went to the production of 

computers (63%), and were largely made by Taiwanese OEMs and ODMs, including 

Foxconn, and other important brands as Acer, Asus, and Gigabyte, followed by many other 

SMEs. Minor investments in this subsector also went to the production of communication 

devices, mainly cellphones and tablets, and the production of parts and components used in 

the production of electronic devices (Figure 5.7).  

 

Table 5.2. Composition of Accumulated FDI from Taiwan in Mexico, 1999-2016 (Million 

USD) 

Sector IED 

Mining  0.7 

Construction -3.3 

Manufacturing 659.2 

Commerce 40.4 

Real Estate Services 6.7 

Professional, Scientific, Technical Services 7.2 

Booking Services 0.4 

Business-related Services -0.7 

TOTAL 710.8 

Source: Mexican Ministry of Economy, 2017. 

 

Figure 5.6. Main sectors in Taiwanese Total FDI in Mexico 

 

Source: Mexican Ministry of Economy, 2017. 
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Table 5.3. Accumulated FDI in Manufacturing from  

Taiwan in Mexico, 1999-2016 (Million USD) 

Subsector Millions USD 

Food  0.3 

Textiles 38.3 

Apparel 62.5 

Leather (shoes) 1.0 

Chemical 1.2 

Plastics 13.1 

Metal products 0.3 

Machinery and equipment 0.8 

Computers and telecom equipment 513.3 

Power generation equipment 12.4 

Transportation equipment 0.2 

Furniture 0.3 

Others 14.4 

TOTAL 659.2 

Source: Mexican Ministry of Economy, 2017. 

 

On the other hand, there is a large number of SMEs, counted in the hundreds, whose 

investments in Mexico are related to the retailing sector. Taking advantage of their vast 

experience in exporting their products and selling them across the world, Taiwanese 

businessmen have also invested in Mexico expecting to commercialize different goods in the 

domestic market, either importing them from Taiwan or mainland China, or producing them 

locally. Since most of them are family-owned business, following the traditional composition 

of firms in the island, their capacity to invest in Mexico is not the same as those big 

conglomerates or parent companies within the structure of the Taiwanese relationship 

enterprises. Therefore, a large sum of those investments, around US$ 32.2 million between 

1999-2016, has been directed to the commercialization of perfumes, jewelry, and cosmetics; 

and about US$4.4 million during the same period, was invested in the sale of sport equipment, 

toys and discs, among other manufactured goods.393 

When observing the places of destination of Taiwanese investment in Mexico, the idea 

of Taiwanese relationship enterprises using the country as a platform for manufacturing 

                                                           
393 Official data from the Mexican Ministry of Economy, 2017. 
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goods is reinforced. Of the total accumulated investments from Taiwan in the analyzed period, 

the states of Chihuahua and Jalisco, together concentrate 73%, with the former concentrating 

almost half the total. The state of Chihuahua, the one with the largest territory in the country, 

shares a large border with Texas and New Mexico, making it very attractive to those 

interested in exporting their goods to the United States. The state government has also been 

characterized for offering further incentives to foreign investments, besides those offered by 

the federal authorities. Ciudad Juarez has traditionally been an important place for the 

development of maquiladoras, and it has received huge investments from Taiwanese giants 

Acer and Foxconn, who opened factories there. The latter also set up two plants in the nearby 

zone of Jerónimo, across the border of New Mexico.394  

 

Figure 5.7. Composition of Accumulated FDI from  

Taiwan in the Computers and Communication Subsector in Mexico (1999-2016) 

  

Source: Mexican Ministry of Economy, 2017. 

 

On the other hand, investments in Jalisco, in Western Mexico, are explained for the 

strong manufacturing industry in the state, and the state government efforts to develop its 

capital city, Guadalajara, into a Mexican Silicon Valley. The opening of industrial parks, 

with many incentives for the use and creation of technology-intensive goods, has attracted 

                                                           
394 Hérika Martínez Prado, “Centra Foxconn sus operaciones en Jéronimo,” in Norte Digital de Ciudad Juárez, 

(October 7, 2014), online, http://nortedigital.mx/centra-foxconn-sus-operaciones-en-san-jeronimo/ 
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companies from all over the world, including those from Taiwan.395 Correspondingly, the 

other states concentrating the accumulated Taiwanese investments, with the exception of 

Sinaloa, are predominantly industrial states. Taiwanese business have been interested in 

going there, mainly because important maquiladoras of apparel and TV sets are located in 

the Northern border region (Baja California and Sonora); the more important automakers 

have plants in the industrial corridor known as the Bajío (Guanajuato and Aguascalientes); 

and other important domestic manufacturers have large factories in central Mexico (the 

metropolitan area encompassing Mexico City and the State of Mexico, where almost a third 

part of the national population lives). This support the view of investments flows from 

Taiwan going into the Mexican manufacturing industry, hence thinking about it as a platform 

to the larger North American integrated economy (Table 5.4). 

 

Table 5.4. Distribution of Accumulated FDI from Taiwan in Mexico, 1999-2016 (Million USD) 

State IED 

Chihuahua 305.1 

Jalisco 215.2 

Mexico City 47.2 

Sonora 40.9 

Sinaloa 35.6 

Baja California 27.5 

Guanajuato 22.9 

State of Mexico  10.9 

Aguascalientes 1.2 

Others 4.3 

TOTAL 710.8 

Source: Mexican Ministry of Economy, 2017. 

 

During the past year, investments from Taiwan and other countries have been delayed, 

or simply stopped, because of the rhetoric of then-Republican candidate and now President 

of the US, Donald Trump. His constant threats to renegotiate or terminate NAFTA created 

                                                           
395  Kevin P. Gallagher & Lyuba Zarsky, The Enclave Economy: Foreign Investment and Sustainable 

Development in Mexico’s Silicon Valley. (Cambridge, MA: The MIT Press, 2007), 139-157; Manuel A. Ortiz 

Barrera, et al. “Knowledge Management as a competitive tool for Contracted Electronic Manufacturers in 

Guadalajara, Mexico,” in José Sánchez Gutiérrez (ed.), The Challenges of Competitiveness. (Guadalajara: 

Universidad de Guadalajara, 2015), 11-25. 
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concerns among international investors planning to continue or expand their operations in 

Mexico. Official negotiations started in August 2017, and despite the positive comments 

made by officials in the three countries about clarity in the points to be updated within the 

treaty, the unpredictability characterizing Trump has made investors wait for the final 

outcome of negotiations, to be concluded next year, before continuing to invest in Mexico.396 

This has also been very clear for the case of investments flows from Taiwan, which have 

slowed their pace since 2015 (Figure 5.5).  

 

5.3.1. The impact of Taiwanese investments in Mexico on the bilateral trade 

After the implementation of NAFTA, Taiwanese trade with Mexico has also seen an 

important rise, although to a much more modest scale when compared to other places in the 

Asia-Pacific, particularly Mainland China, Japan and South Korea. However, similar to those 

countries, the balance of Taiwan’s trade with Mexico is mainly negative for the latter, with 

imports from the island increasing on a constant basis, and exports to Taiwan being unable 

to grow and remaining stagnant for most of those years (Figure 5.8). As it has been presented 

in the previous chapters, the Taiwanese developmental state was able to pursue an 

independent approach, resulting in the successful creation of domestic sources of technology, 

that were a strong complement to the export-led growth strategy observed since the mid-

1960s.  

 On the other hand, when the Mexican state deepened its integrationist approach, 

prioritizing the purchase of foreign technology rather than struggling to promote the creation 

and development of domestic innovation sources, it paved the way for the successful 

Taiwanese relationship enterprises to explore the chances to export their technology-

intensive goods and parts to Mexico. In this sense, the formation of regional supply chains, 

not only between both sides of the Taiwan Strait, but among all the industrializing countries 

in East Asia and Japan, coincided with the Mexico’s need to boost its industry’s 

competitiveness through the acquisition of machinery and capital goods from across the 

Pacific Ocean. 

                                                           
396 Notimex, “A finales de Agosto, renegociación del TLCAN, estima Guajardo,” in Excélsior, (April 26, 2017), 

online, http://www.excelsior.com.mx/nacional/2017/04/26/1159858/ 
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Since they first invested in Mexico, following the calls of their larger foreign partners 

in Japan and America, Taiwanese relationship enterprises started to see the country as an 

export platform to the largest consumer market in the world. Mexico became a smaller piece 

in their strategy to remain competitive internationally, complementary to their larger projects 

in Mainland China and Southeast Asia. Therefore, it was natural to expect an increase in 

Taiwanese exports to Mexico, mainly of technology-intensive goods, and particularly parts, 

to be used in the production of final goods. The big majority of those products would finally 

be exported to the United States, representing large benefits for Taiwanese companies and 

their larger multinational partners. As it can be observed in the last subsection, the majority 

of the investments made by Taiwanese firms in Mexico has been destined to the production 

of computers and electronic devices. When we compare those numbers, with the composition 

of Taiwanese exports to Mexico during the same years, we can also see a sharp increase in 

capital goods, which means that the Taiwanese investment in the country has had a deep 

impact on the composition of trade between both nations (Figure 5.9).  

 

Figure 5.8. Mexico’s Trade with Taiwan, 1993-2015 (Million USD) 

 

Source: Mexican Ministry of Economy, 2017. 
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Not all the imports from Taiwan, however, are carried out by the major Taiwanese 

companies investing in the country. There are many smaller companies from the island that 

dedicate themselves to offer and sell their products in Mexico, and whose main customers 

are not Taiwanese relationship enterprises, but local manufacturers producing for the 

Mexican market, or other large multinational corporations who also produce for the local and 

the US markets. Similarly, there are the cases of other businessmen who decide to settle in 

the country and start their own business there, importing a great variety of finished goods 

from Taiwan. However, when we put attention to the specific composition of Taiwan exports 

to Mexico, we can observe that the great majority of those products can be used in the 

elaboration of computers and communication devices, such as the case of parts of electric 

machinery, optic instruments, laser, and data processing machinery (Table 5.5). Therefore, 

we can argue that there is a clear relationship between the type of productive investments 

carried by Taiwanese companies in Mexico, and the kind of products the latter is importing 

from Taiwan. 

 

Figure 5.9. Evolution of the Composition of Mexican Imports from Taiwan, 1993-2015 

 

Source: Data obtained from The World Bank – World Integrated Trade Solution (WITS), 2017. 
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Table 5.5. Composition of Mexico’s imports from Taiwan, 2015 (Thousand USD) 

Industry Imports 

Electric machinery, devices and parts 2,610,706 

Optic instruments, laser, accessories and parts 519,846 

Data processing machinery and parts 271,569 

Iron or steel manufactures 253,940 

Autoparts 175,764 

Plastic and manufactures 85,923 

Iron ore, steel, derivatives and waste 78,333 

Metal manufactures 31,522 

Textiles (particularly dyed fabric) 23,468 

Others 2,579,340 

TOTAL 6,630,411 
Source: Mexican Ministry of Economy, 2017. 

 

On the other hand, despite the Mexican government encouraged the opening of an 

office for trade promotion in Taipei more than 25 years ago, the volume of exports from 

Mexico to Taiwan has not increased with the same intensity as Taiwanese exports to Mexico. 

This situation contrasts with the rapid growth of Mexican exports to the United States since 

NAFTA first came into effect. As it was mentioned in past sections, despite joining GATT 

more than thirty years ago, and having signed many FTAs with other nations, including Japan 

and the EU, Mexico still presents a high dependence on the US market and the government 

has not made further efforts to diversify its external trade.  

By following an integrationist approach, encouraging the purchase of foreign 

technology as a way to ensure the competitiveness of the Mexican products, the government 

has encouraged the use of free trade agreements with larger industrialized nations as a way 

to facilitate the operations of technology acquisition. Presenting Mexico as an export 

platform to the United States, through a continuous tariff-free access ensured by NAFTA, 

domestic and foreign producers have not feel encouraged or in need to export the goods they 

make in Mexico to third markets. At the same time, the composition of export goods in the 

NICs, including Taiwan and Mainland China, is rather similar to that of Mexico, with a small 

complementarity between them, as opposed to the case of the commodity-exporting countries 

in South America. 
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Table 5.6. Composition of Mexican exports to Taiwan, 2015 (Thousand USD) 

Industry Exports 

Copper and derivatives 33,429 

Salt 29,309 

Electric machinery, devices and parts 28,804 

Minerals 27,937 

Organic Chemical Products and derivatives 23,412 

Data processing machinery and parts 19,559 

Vehicles, parts and accessories 10,030 

Wood pulp, paper, cardboard, and waste 9,519 

Iron ore, steel, derivatives and waste 7,683 

Food waste, fish flour and pellets 7,566 

Others 73,103 

TOTAL 270,261 
Source: Mexican Ministry of Economy, 2017. 

 

In this sense, when analyzing the composition of Mexican exports to Taiwan, we can 

see that for most of these years, the largest share corresponds to intermediate goods, 

particularly in the mineral and chemical sectors, with important products from the successful 

Mexican petrochemical industry and other organic chemicals (Table 6). Nonetheless, despite 

occupying an important place, those products do not longer possess the same predominance 

they use to have twenty-five years ago. Instead, capital goods have gained prominence, 

particularly in those same industries that tend to dominate the Taiwanese exports to Mexico 

(Table 5.7). This situation also can be explained as a successful effort from the Taiwanese 

authorities, to deepen an intra-industry trade in those places where Taiwanese businessmen 

are interested to increase their investments.397  

However, the export of Mexican capital goods to Taiwan is still a minimal fraction of 

the Taiwanese exports to the former of the same type of goods, showing again the difference 

in results between the independent and the integrationist responses to globalization observed 

in both countries. On the other hand, there has also been a notorious increase in the share of 

raw materials in total exports to Taiwan, following the same trend of “Latin Americanization” 

of Mexican exports to East Asia. Being a region scarce in raw materials, and considering the 

abundance in certain natural resources in Mexico, the latter has realized about the importance 

                                                           
397 Christopher Dent, op. cit., 234-237. 
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of promoting this type of products in the Asian Markets, particularly copper and its 

derivatives for the case of the Taiwanese market, which is used for the production of semi-

conductors and other technology-intensive goods. However, the government still need to pay 

attention to the need to continue enhancing the competitiveness of Mexican industries, and 

to start changing some of the policies related to its integrationist approach, as a way to 

strengthen the domestic market and promote the creation of local sources of technology and 

innovation, the same way the NICs have been doing during the last decades.  

 

Table 5.7. Evolution in the composition of 

Mexican exports to Taiwan, 1991-2015 (as % of total exports) 

Year 
Capital 
Goods 

Consumer 
Goods 

Intermediate 
Goods 

Raw 
Materials 

1991 4.75 1.77 91.17 2.3 

1995 4.16 34.19 50.39 9.21 

2000 12.42 15.47 69.09 2.92 

2005 42.73 14.53 33.43 9.03 

2010 13.02 14.15 53.18 19.54 

2015 27.27 15.11 30.86 26.68 
Source: Data obtained from The World Bank – World Integrated Trade Solution (WITS), 2017. 

 

 

5.4. A point of comparison: Chinese Investment in Mexico 

Investments in Mexico from Mainland China show a different pattern from those coming 

from Taiwan. The reforms implemented since the arrival of Deng Xiaoping to power, have 

led the PRC to become the largest economy in the world, using purchasing power parity 

measures, with almost four decades of sustained economic growth. Studying the 

industrialization experiences from the neighboring countries in East Asia, particularly Japan, 

South Korea, and Taiwan, the government in the Chinese mainland also followed an 

independent response to the challenges of globalization after 1978, promoting the creation of 

diversified conglomerates, mainly under the influence of the state, though it also welcomed 

the arrival of FDI, ensuring the access to its huge market of more than a billion consumers. 

The incorporation of private entrepreneurs as a new pillar to the Chinese Communist Party 

(CCP) at the late 1990s, under the leadership of Jiang Zemin, and the reforms to state-owned 
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enterprises (SOEs), encouraging them to follow more profit-oriented mechanisms, moved 

Chinese companies to start investing abroad in large sums.398 Overseas investments were 

seen as a powerful tool to increase economic gains, as well as to have better access to foreign 

markets, ensuring a continuous flow of commodities, mainly from emerging economies, and 

an absorption of technology, mainly from developed nations.  

 

Table 5.8. Composition of Accumulated IED from  

Mainland China in Mexico, 1999-2016 (Million USD) 

Sector IED 

Mining  104.3 

Power Generation 31.0 

Construction 20.6 

Manufacturing 134.4 

Commerce 94.4 

Transportation 0.5 

Financial Services 53.9 

Real Estate Services 5.9 

Professional, Scientific, Technical Serv. 32.2 

Booking  Services 0.2 

Healthcare Services 0.1 

Tourism-Related Services 7.1 

TOTAL 484.8 

Source: Mexican Ministry of Economy, 2017. 

 

By reinforcing the role of Mexico as assembler of technology-intensive products and 

an export platform to the United States, NAFTA placed the country in a competitive position 

vis-à-vis China.399 Both countries share a significant similarity in the composition of their 

exports, making them competitors in the world markets, particularly in North America. 

Therefore, Mexico did not fit in the investments plans of Chinese large corporations the same 

way other Latin American countries did. The PRC has become a major source of investment 

in countries like Argentina, Brazil, Ecuador, Peru, and Venezuela, among others, mostly 

                                                           
398 See María Teresa Rodríguez, Agricultura, industria y desarrollo económico. El caso de China. (Mexico City: 

Instituto Matías Romero, Ministry of Foreign Relations, 2007). 
399 Kevin P. Gallagher & Robert Porzecanski, The Dragon in the Room: China and the Future of Latin American 

Industrialization. (Stanford, CA: Stanford University Press, 2010), 70-75. 
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driven by its companies’ appetite for the latter’s natural resources. Similarly, the turn to the 

left by most of the national governments in South America, during the first decade of this 

century, made China an attractive alternative to the financial institutions from the West, who 

are typically reluctant to grant extensive loans to states opposing neoliberal views.400 For the 

case of Mexico, there is also an important percentage of mainland Chinese investments going 

to extractive industries, in an attempt to diversify its sources, and increase its companies’ 

participation and influence in the world markets (Table 5.8). 

 

Table 5.9. Total IED in Manufacturing from Mainland China in Mexico, 1999-2016 

(Million USD) 

Subsector  IED 

Apparel 13.1 

Chemical 26.3 

Plastic 7.3 

Mineral Non-metallic products 1.0 

Machinery and equipment 2.2 

Computers and Telecom equipment 35.3 

Power generation equipment and parts 2.0 

Transportation equipment 28.6 

Furniture 1.0 

Others 3.4 

TOTAL 134.4 

Source: Mexican Ministry of Economy, 2017. 

 

The success in Chinese industrial policies to create national champions in a great 

variety of sectors, has made China’s investments in Mexico to be more diversified than those 

arriving from Taiwan, which are predominantly focused in the manufacturing sector. 

Between 1999-2016, the total accumulated investment from mainland China was equivalent 

to 68% of the total FDI from Taiwan, although it has been much more significant in sectors 

where Taiwanese investments have not typically flowed to. From the accumulated US$484.8 

                                                           
400  Luisa Palacios, “Latin America as China’s Energy Supplier,” in Roett, R., & Paz, G. (eds.), China’s 

Expansion into the Western Hemisphere: Implications for Latin America and the United States. (Washington, 

DC: Brookings Institution Press, 2008), 170-192; Miguel Pérez Ludeña, “Chinese Investments in Latin America: 

Opportunities for Growth and Diversification,” ECLAC-Production Development Series No. 208. (Santiago: 

UN-ECLAC, 2017). 
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million of Chinese investments during the period of study, around 28% has gone to the 

manufacturing sector, 21.5% to the mining sector, 19.5% to commerce, 11% to financial 

services, and the rest to other sectors, including professional, scientific, and technical services, 

power generation, and construction, among many others. Investments in the manufacturing 

sector have also been more diversified than those coming from Taiwan, also due to the 

successful in the industrial diversification policies implemented by the authorities, both at 

the national and provincial levels, in the PRC. From the total accumulated investment in the 

sector, around 26% goes to the manufacturing of computers and communication equipment, 

21% to transportation equipment, 20% to chemicals, 10% to apparel, and the rest to other 

minor subsectors (Table 5.9). 

 

Table 5.10. Destination of Chinese Accumulated IED in Mexico, 1999-2016 (Million USD) 

State Millions USD 

Mexico City 178.4 

Colima 56.5 

Jalisco 38.1 

Nuevo León 36.8 

Durango 30.9 

Tabasco 29.7 

Others 114.4 

TOTAL 484.8 

Source: Mexican Ministry of Economy, 2017. 

 

The successful process of industrial diversification in China is also reflected in the 

places of destination within Mexico of the FDI coming from the mainland. Different from 

Taiwanese investments, concentrated in predominantly industrial states, investments from 

the mainland tend to be more disperse across the Mexican territory. The capital, Mexico City, 

being the financial center and the seat of many transnational corporations investing in the 

country, with a more developed business infrastructure, has attracted 37% of the total 

accumulated investments. However, the rest of the total investments is distributed following 

the same pattern between sectors, with industrial states as Jalisco and Nuevo León, receiving 

similar amounts as states living from extractive industries, such as Durango and Tabasco. 

Having the largest maritime port in the Pacific Ocean, where most of Chinese imports enter 
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the country, the state of Colima has also received the second largest amount of investments 

from China, representing almost 12% of the total accumulated FDI from that country (Table 

5.10). 

Despite the dismantlement of most of the Mexico’s Estado desarrollista and the 

abandonment of effective industrial policies, the Mexican government remained committed 

to support the automaker industry in the country. During the past few decades, Mexico has 

consolidated its position as one of the ten largest producers of transportation vehicles in the 

world, particularly passenger cars, and it was the fourth largest exporter of cars in 2016, 

having the US as its major exporting destination. The government has put great efforts to 

attract investments from the largest automaker corporations in Europe and Japan, who have 

responded positively, building assembly plants in the country. Authorities have also tried to 

convince those companies to upgrade their operations in the country, as a way to ensure that 

more value-added activities are being developed in Mexican soil.  

Chinese companies, on the other hand, having shown an impressive performance in 

this sector during the last three decades through the formation of joint ventures with 

experienced multinational corporations, have also poured investments into the Mexican 

automaker industry, particularly in the manufacturing of auto-parts (Table 5.11). The 

manufacturing of transportation vehicles is one of the few industries where the government 

has encouraged the successful creation of domestic supply chains, hence making it an 

attractive destination for investments from Mainland China.401  Similarly, new important 

investments were announced in 2017, with the opening of plants in Mexico by large Chinese 

automakers, such as JAC Motors, and other emerging brands.402 

Likewise, a sector which has increasingly attracted investments from Mainland China 

is mining. However, this sector has been unable to receive the same amounts it has attracted 

in the large South American economies. 403  One of the variables that helps explain this 

contrast is precisely the implementation of NAFTA, as well as other FTAs signed by Mexico 

with other developed nations. The existence of those instruments encouraged large 

                                                           
401 Beatriz Carrillo, et al., “Beyond Asymmetry: Cooperation, Conflict and Globalisation in Mexico-China 

Relations,” in The Pacific Review, 24:4 (2012), 421-438; Enrique Dussel-Peters, “The Auto Parts-Automotive 

Chain in Mexico and China: Co-operation Potential”, in The China Quarterly, 209 (2012), 82-110. 
402  El Financiero, “Automotrices chinas llegan con todo a México”, (April 28, 2017), online, 

http://www.elfinanciero.com.mx%2Fempresas%2Fautomotrices-chinas-llegan-con-todo-a-mexico.html 
403 Miguel Pérez Ludueña, op. cit. 
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investments in mining and other extracting activities by big corporations from Canada, the 

United States, and Western Europe. There is also an ambivalent attitude towards Chinese 

investment, especially, but not limited to, the Mexican private sector. Many reasons have 

been offered to elucidate this phenomenon, including a deep sense of threat and competition 

from China among Mexican producers, but more in-depth studies are needed to help us 

understand the real motivations behind an often-opposing posture towards the welcoming of 

further Chinese investments.404 Particular cases from recent years, include the cancellation 

by the government, on alleged monetary constraints, of an important infrastructure project, 

previously awarded to a multinational Chinese-led consortium, to construct a high-speed 

railway between Mexico City and Queretaro; as well as the authority’s cancellation of a 

project involving a large sum of investments from different Chinese companies, to build a 

shopping mall close to Cancun, under the brand of Dragon Mart.405  

 

Table 5.11. Accumulated IED from China in  

Mexico’s Transportation Sector, 1999-2016 (Million USD) 

Branch Millions USD 

Cars & trucks 8.5 

Auto-parts 19.4 

Others 0.7 

TOTAL 28.6 

Source: Mexican Ministry of Economy, 2017. 

 

The government usually offered explanations related to domestic issues for the reversal 

of its decisions, such as environmental concerns for the case of the mall; however, it let many 

analysts thinking about other real motivations behind those moves, which really caused 

irritation among Chinese authorities and private entrepreneurs. Nonetheless, different from 

what happened with Taiwanese investments during the last couple of years, investments from 

the mainland have continued to increase, despite the uncertainty caused by the arrival of a 

more protectionist-oriented administration in the White House. Once again, due to its 

                                                           
404 María Cristina Rosas, “Encuentros y desencuentros: las relaciones entre México y la República Popular 

China,” in Revista Nueva Sociedad, 228 (2010), 116-136. 
405  Edmund Downie, “The Dragon Mart Fiasco Still Haunts China-Mexico Relations,” in The Diplomat, 

(January 24, 2017) online, http://thediplomat.com/2017/01/the-dragon-mart-fiasco-still-haunts-china-mexico-

relations/ 
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successful industrial diversification, many Chinese corporations are interested in increasing 

their presence in Mexico, going beyond the mere reasoning of using the country as an export-

platform to the US, but also as an important source of commodities and other industrial parts. 

A difficult outcome of the future renegotiation of NAFTA, which could potentially harm the 

exporting sectors and the domestic economy in general, could also motivate the Mexican 

government to encourage more investments from China, attempting to end its 

aforementioned ambivalent attitude. A more active Chinese government in the international 

arena, as it has been witnessed in recent months, could also mean larger investments for 

Mexico. However, a more powerful PRC could also have unexpected impacts over 

Taiwanese investments and trade with Mexico in the coming years. 

 

 

5.5. Cross-strait developments and their impact on investments and trade 

with Mexico 

 

As it was mentioned before, the opening of the Chinese economy was a big motivation for 

Taiwanese relationship enterprises to invest there. Despite the restrictions imposed by the 

Nationalist regime to invest in the mainland, many businessmen still took their money to 

China, either directly or through third parties, mainly Hong Kong and some tax-havens in 

Caribbean islands, opening factories and building plants there.406 The Taiwanese companies 

could remain competitive in the world markets, extending the process of development of 

regional supply chains, initially encouraged by influential Japanese corporations. Japan got 

to keep most of the technology-intensive process, while outsourcing other activities first to 

Taiwan, and eventually to Mainland China. 407  Taiwanese companies specialized in the 

production of intermediate goods and other components also took advantage to move some 

of their operations, particularly the labor-intensive ones, to the other side of the Taiwan Strait. 

 

 

                                                           
406 Edward Steinfeld, op. cit., 228-279. 
407  Teruzo Muraoka, “Colonization and NIE’slization of Taiwan’s Economy Blending with Japan’s 

Globalization: A Global Perspective,” in Peter C.Y. Chow (ed.), Taiwan in the Global Economy: From an 

Agrarian Economy to an Exporter of High-Tech Products. (Westport, CT: Praeger, 2002), 223-240. 
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Figure 5.10. Mexico’s Trade with China, 1993-2013  

 

Source: Mexican Ministry of Economy, 2017. 

 

Their Chinese counterparts would eventually develop their own operations, deepening 

the value of the regional supply chains, and attracting even further investments from 

multinational corporations in other parts of the world, particularly North America and 

Western Europe. An elaborate industrial policy allowed the Chinese government to continue 

the economic expansion of the country, making it not only the factory of the world, but one 

of its growth engines.408 Therefore, when investments from East Asian countries arrived to 

Mexico, looking to expand operations there motivated by NAFTA, they found it hard to adapt 

themselves to the existing industrial capacity of the country. Supply chains in Mexico were 

underdeveloped, when compared to those in the Asia-Pacific region.409  

Regardless of the rules of origin contained in the FTA with the US and Canada, thought 

to increase the production of parts and intermediate goods in the region, the Mexican 

government was no longer in a strong position to encourage the deepening of national 

industries. For Asian companies investing in Mexico, including the Taiwan relationship 

enterprises, it was easier to import certain parts and components to the country, which would 

                                                           
408 Gary Gereffi, “Commodity Chains and Regional Divisions of Labor in East Asia,” in Eun Mee Kim (ed.), 

The Four Asian Tigers: Economic Development and the Global Political Economy. (Bingley: Emerald, 2008), 

94-124. 
409 Marcos Ancelovici & Sarah Jane McCaffrey, op. cit. 166-193. 
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later be assembled and re-exported as final goods to the United States, rather than finding 

trustable partners close to their plants.410  

Except for those investors in the automaker industry, other companies still express their 

disappointment for the lack of effective supply chains in Mexico, and their need for importing 

large amounts of parts from Asia, particularly China. In this regard, Taiwanese relationship 

companies have been key actors in the deepening of trade imbalances between Taiwan and 

Mexico, and between Mainland China and the latter. When we look at the figures of Mexico’s 

bilateral trade with the rest of the world, particularly its largest trading partners, we can see 

that the largest bilateral deficit Mexico holds is the one with China. Once again, different 

from other large economies in Latin America, who have a more balanced commerce with the 

PRC, or even present a surplus, Mexico has been characterized for its large deficit with China 

(Figure 5.10).  

Taiwanese firms have been an important contributor to the development of effective 

regional supply chains in East Asia, and are among the main responsible for the imbalanced 

trade between Mexico and the countries in that region. Large corporations like Foxconn in 

the manufacturing of computer and communication equipment subsector, which operates 

different factories and assembly plants in Mexico, and its subsidiaries, dedicated to specific 

operations in the production process, as well as other relationship enterprises, like Po Chen, 

in the clothing and apparel subsector, are major importers of parts and components from 

China and other Asian countries, including Taiwan.  

Dozens of SMEs from Taiwan and Mainland China are also among those foreign and 

domestic firms in Mexico importing manufactured goods from China to be retailed in stores, 

supermarkets and malls across the country. The integrationist approach followed by the 

Mexican government, has also made more difficult for domestic supply chains to flourish 

and compete with those from East Asia, including those resulting from cross-strait economic 

integration. As a result, Mexican officials have suggested that one of the emphasis in the 

renegotiations of NAFTA will be to find a way to develop competitive supply chains in North 

America, which could decrease the dependence on parts from Asia, and could promote more 

value-added activities in the agreement’s three member countries.411 

                                                           
410 David Tawei Lee, op. cit. 
411 Notimex, “A finales de Agosto, renegociación del TLCAN, estima Guajardo,” in Excélsior, (April 26, 2017) 

online, http://www.excelsior.com.mx/nacional/2017/04/26/1159858/ 
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On the Chinese side, an increasing number of large corporations are now interested in 

expand their operations in Mexico. The different economic reforms promoted by the 

administration of President Enrique Peña Nieto, particularly the one related to the energy 

sector, have catch the eye of large Chinese SOEs, semi-state corporations, and private 

companies.412 Likewise, some of them are eager to prove their gained experience developing 

infrastructure in other developing countries, having the ability to offer lower prices and 

similar quality as the large private conglomerates from Japan, Germany, Spain, or the United 

States. This type of projects also serves the purpose to advance Chinese interests in the region. 

Knowing about the political influence Mexico can exert over its southern neighbors, the 

country has been identified as a strategic partner by the PRC, since most of the 21 countries 

currently recognizing the ROC in Taiwan as the legitimate government of China are located 

in Central America and the Caribbean Sea.  

In this sense, looking at political developments, the lack of diplomatic ties between 

both countries also tend to raise the level of uncertainty for investors coming from Taiwan. 

Mexico had established formal diplomatic relations with the Republic of China since the late 

1920s, and throughout the Cold War it followed the pattern of many allied countries to 

recognize the ROC as the legitimate government of China, up until 1972, when it finally 

switched recognition to the Communist government in the mainland, under the observation 

of the One China Policy. Despite recognizing the ROC regime during those years, Mexico 

never opened an embassy or diplomatic legation in Taipei, making it a concurrent position 

of the Mexican Embassy in Tokyo. The Nationalist government in the island had an embassy 

in Mexico City, but faced many difficulties when attempting to warm bilateral ties, partly 

because of the sympathies the Chinese Communist government received from influential and 

strategic sectors in Mexican politics and society, including former President Lázaro Cárdenas, 

and labor leader, Vicente Lombardo Toledano.413 

However, after the end of the Cold War and the triumph of neoliberal views among 

Mexican policymakers, the new strategy to attract FDI moved the government to look at 

Taiwan and its spectacular economic growth under different eyes. Following the example set 

by Japan in 1972, and the US in 1979, the Mexican government established an unofficial 

                                                           
412 Edmund Downie, op. cit. 
413 Francisco Javier Haro, et al. (eds.), Historia de las relaciones internacionales de México, 1821-2010, Vol. 

6: Relaciones con Asia. (Mexico City: Ministry of Foreign Affairs of Mexico, 2011), 219-241. 
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institution to manage its trade, cultural, and social exchanges with the island, which served 

as a type of consulate, except in its title, under the name of Mexican Trade Services 

Documentation and Cultural Office, in 1991. This institution has a special section, managed 

by staff from ProMéxico, dedicated exclusively to look for potential Taiwanese investors in 

Mexico, offering their services to those interested in installing factories or offices in the 

country, and to assist Mexican entrepreneurs who wish to export their goods to the island. 

On the other hand, authorities in Taiwan reciprocated the move, opening the Taiwan 

Economic and Cultural Representative Office in Mexico City, with similar purposes, in 

1993. 414  The Taipei Office in Mexico has a more numerous staff, including a section 

managed by personnel from the Taiwan External Trade Development Council (TAITRA), 

which serves as a counterpart to ProMéxico.  

The functioning of representative offices in both countries has contributed to the 

expansion in bilateral exchanges, including those of trade and investments. The difficult 

position of Taiwan in the international system has also moved its government to look for 

flexible and pragmatic ways to address the needs of Taiwanese companies in their goal to 

expand their markets and remain competitive.415 Since the mid-1970s, when more countries 

started to de-recognize the Nationalist regime in the island, the authorities in Taiwan feared 

the imposition of unilateral barriers to their exports, hence encouraged the formation of 

businessmen associations to represent the country in negotiations with foreign governments, 

such as the cases of some textile quota agreements with the European Community. 

Negotiating as a private entity, the Taiwanese missions composed mainly by businessmen 

could make their counterparts feeling less exposed, amid possible complaints or pressures 

from representatives of the Chinese mainland. This formula also allowed business 

representatives to better communicate with government officials back home, developing a 

sense of mutual need and reinforcement.416  

For the case of Mexico, Taiwanese investors have also formed associations there, 

particularly in the capital city, as well as in Tijuana and Ciudad Juarez. These alliances or 

                                                           
414 Ibid, 483-493. 
415 Steven A.Y. Lin, “Roles of Foreign Direct Investments in Taiwan’s Economic Growth,” in Peter C.Y. Chow 

(ed.), Taiwan in the Global Economy: From an Agrarian Economy to an Exporter of High-Tech Products. 

(London: Praeger, 2002), 79-94. 
416 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 203-207. 
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chambers also serve as mechanisms to share their business and live experiences in Mexico, 

and answer some of the questions of those who are interested in investing or are newly arrived 

to the country. However, the emergence of China as a world power, and therefore an increase 

in its global influence and power instruments to put more pressure on the Taiwan government, 

have also had an impact on Taiwanese investors around the world, including those in Mexico. 

As mentioned before, the new scenario of sour cross strait relations after the triumph of Tsai 

Ing-wen, has also impacted on the views of Taiwanese citizens doing business abroad.  

The boldness and effectiveness of Chinese authorities to defend and advance their 

business interests around the world, have moved Taiwanese investors to adopt a more 

practical approach when facing problems overseas, including Mexico. In a recent tragic 

incident taking place in the city of Leon, where a Taiwanese businessman was kidnapped and 

murdered, the family of the deceased immediately asked for help to the Chinese embassy in 

Mexico City. Despite the businessman was born in Taiwan and held a passport issued by the 

ROC authorities, the decision of the family was pragmatic in nature, hoping the staff in the 

PRC Embassy could assist them and put some pressure on the local police and justice 

members to clarify the murder and find the responsible parties in a more efficient way. The 

rapid response from the Chinese diplomats, whose attitude was supportive according to 

media reports, contributed to an ongoing debate in Taiwan about the effectiveness of its own 

government in representing their interests abroad.417 In a country like Mexico, characterized 

by severe problems in guaranteeing the safety of its population in certain parts of the territory, 

it is possible that this kind of reactions are continued to be seen among Taiwanese investors 

in the foreseeable future. 

 

 

5.6. Concluding Remarks 

 

Taiwanese relationship enterprises have had a strategic role in the bilateral trade and 

investment links between Mexico and Taiwan. In their aim to remain competitive globally, 

and to have a better access to markets in North America, particularly the US market, these 

                                                           
417  Pin Liu, “Tongyi zhilu: qiaoqiao zhankai,” in Zhongguo Shibao, (February 2, 2017) online, 

http://opinion.chinatimes.com/20170201002271-262104 
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firms have contributed to the development of East Asian regional supply chains, majorly 

based in Mainland China, but have also used Mexico as a platform to assembly final goods 

and export them to the United States. The independent response to globalization observed by 

Taiwan has contrasted with the integrationist approach followed by Mexico; hence, making 

the companies of the island interested in moving some of their operations to the latter, also 

following larger investments from Japanese conglomerates, as well as encouraged by other 

large American corporations, who were also appealed by the chances to increase their profits 

by taking some of their production stages to Mexico, using the country’s semi-skilled low-

wage labor force. The existence of competitive supply chains in China, and the lack of many 

of them in Mexico, also motivated some of those companies to import large amounts of parts, 

intermediate inputs, and technology from Mainland China and Taiwan, hence causing large 

trade imbalances between those nations. 

Interest in the Mexican manufacturing industries has made accumulated investments 

from Taiwan, particularly those in the subsectors related to the production of computer and 

communication equipment, to be much larger than those arriving from the Chinese mainland. 

On the other hand, the successful industrialization process, still taking place in China, 

characterized by a diversification of industries, both in the hands of large state-owned, semi-

state, and private corporations, have caused Chinese investments in Mexico to be more 

diversified than those flowing from Taiwan. There is an increasing interest in primary 

activities, mainly mining and other extracting subsectors, especially oil, following the 

Mexican energy reform of 2013, raising the concerns for a “Latin-Americanization” of 

Mexican exports to China. The arrival of further investments from that country need to 

address a constantly ambivalent attitude from the Mexican public opinion and private sector, 

as well as more competition from other countries. 

Also contrasting with most of its neighbors in the South American continent, Mexico 

has a really pronounced deficit in its bilateral trade with Taiwan and Mainland China. 

However, those imbalances are compensated with the surplus in its bilateral trade with the 

United States. Nonetheless, Mexican trade surplus with the US has been a recent matter of 

concern in the US, particularly since the election campaign last year, moving Donald Trump 

to promise a renegotiation of NAFTA, and threatening to impose tariffs on goods produced 

in Mexico by American corporations, and in cars assembled in the country with the purpose 
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of being exported to the US. The new talks, according to officials on the three countries 

involved, are expected to modernize the agreement. Rules of origin are a big concern for 

them, who will attempt to effectively encourage the development of North American regional 

supply chains, as a way to stop the region’s dependence on parts and components from Asia.  

If that is the case, a new version of NAFTA would encourage further investments from 

Japan, South Korea, Taiwan, and other industrialized countries in East Asia, drawn by the 

need to replicate the success they had in creating competitive supply chains based in China, 

followed by an increase in transpacific commercial flows, effectively rebalancing trade 

between both regions. Nonetheless, a unilateral withdrawal from the agreement by a 

protectionist White House, would cause unnecessary harm to the Mexican economy, creating 

a climate of uncertainty among investors, and pushing Taiwanese firms, particularly OEMs 

and giants like Foxconn, to decrease their presence in Mexico.  

A post-NAFTA situation should move Mexican decision makers to rethink the use of 

industrial policies, aimed at the development of supply chains for the existing manufacturing 

infrastructure in the country, and investing more heavily in technology-intensive industries 

and in R&D, learning from the example of independent strategies pursued by countries in 

Asia. Other policies designed to strengthen the domestic market, such as tackling informality, 

boosting productivity, and recovering the purchasing power of minimum wages in the 

country, could also have the effect of attracting further investments from Taiwan and 

Mainland China. In the meantime, new developments in cross-strait relations, under a current 

DPP administration in the island, and an increasing global presence and influence of the 

government in the mainland, will continue to affect the evolution of Taiwanese investments 

abroad, including those made in Mexico, and will determine the future competitiveness of 

Taiwanese relationship enterprises and large Chinese private corporations around the world. 
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Chapter 6. Between Export Platform and Emerging Market: 

Specific Cases of Taiwanese Investments in Mexico 

 

 

After presenting the main patterns behind Taiwanese investments in Mexico during the past 

two decades, as well as its effects on bilateral trade, this chapter proceeds to present a few 

study cases, to reinforce the argument of investment and trade flows being the outcome of 

the independent approach followed by the state in Taiwan, and the integrationist approach 

adopted by the Mexican state during the past years, particularly their motivations related to 

efficiency-seeking, and in minor degree to market access-seeking and strategic assets-seeking. 

Two particular industries have been chosen because of their importance for Taiwan’s 

successful industrialization process, and its later upgrading and development of domestic 

sources of technology and innovation.  

The textile and apparel industry represents the success of the initial import substituting 

industrialization stage, and its evolution was also marked by the subsequent stages of export-

promotion and modernization, with Taiwan becoming one of the most important innovators 

in manmade fabrics and new materials, while its enterprises, began relocating part of their 

manufacturing operations to Mainland China and Southeast Asia, hence turning into 

important international players, producing textiles and garments for global brands.418 The 

following section is dedicated to this particular industry, with the case of Pou Chen and its 

investments in Mexico as illustration of the part the latter country has played in the 

company’s pursuit to become one of the largest makers of casual and sports footwear and 

apparel. 

The third section studies the case of the electronic goods industry, analyzing the science 

and technology policies observed by the government in Taiwan, and the shift from the 

previous stages of industrialization, towards a creation of domestic knowledge based-assets, 

and new sources of innovation. The role of the government was also different from the one 

played in the development of previous industries, including textiles and apparel, but the final 

                                                           
418  Lee-in Chen Chiu, “The Policy, Institution and Market Factors in the Development of Taiwan’s 

Textile/Garment Industry,” Working Paper Seies No. 2007-2. (Taipei: Chung-Hua Institution for Economic 

Research, 2007). 
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success was also undeniable.419 In this sense, once the more accomplished enterprises began 

their process of internationalization, some of them looked at Mexico and its integrationist 

strategy consolidated through the implementation of NAFTA, considering their options, and 

finally investing in the country. The cases of TPV, Eson-Multiwin, and Merry Yard (or 

Merrytech), are presented in this section, highlighting the difference in motivations each of 

them had when investing and expanding their capacity in Mexico. 

The fourth section goes beyond the manufacturing industries, briefly presenting the 

evolution of the Taiwanese service industry during the past thirty years, and then introducing 

the case of Wen Cheng, an educational institution in Mexico, managed by Taiwanese 

entrepreneurs, aiming to provide Mexican students and audience in general with the 

opportunity to learn Chinese Mandarin, but also approaching them to the culture and 

costumes of the people in Taiwan. The final section presents some final remarks, noting many 

the main motivations for Taiwanese companies to invest in Mexico, as well as their 

differences in circumstances. In the end, despite the contrasts and similarities, these cases 

strengthen the view of Taiwanese conglomerates investing in Mexico as a way to remain 

efficient and competitive internationally, using the country as an export platform to the 

United States, while contributing to increase the imbalances in bilateral trade, as a living 

proof of the inability of the Mexican state to contribute to the creation of effective domestic 

production and supply chains, derived from its deepening of the integrationist approach to 

globalization. 

 

 

6.1. Textile and Apparel Industry: The case of Pou Chen 

 

6.1.1. The Evolution of Textile and Garment Industry in Taiwan 

During the first phase of import-substituting economic development in Taiwan, one of the 

targeted industries was textiles and apparel, which has historically been identified as a key 

sector to start an industrialization process. In the elaboration of the First Four-Year Economic 

Plan (1953-1956), the Nationalist government identified textiles as the main industry to be 

                                                           
419 Linda Fung-Yee Ng & Chyau Tuan, “A Comparative Study of Productivity in the Textiles and Electronics 

Industries in Hong Kong and Taiwan,” in Journal of International Economic Studies, 5 (1991), 31-55. 
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encouraged. Similarly, following the retreat of the Nationalist regime to Taiwan, some textile 

entrepreneurs from the mainland, including eleven cotton factories and four wool factories, 

mainly from Shanghai, Shandong, and Tianjin, moved their factories to the island, while 

others decided to go to Hong Kong.420 Their experience was crucial to continue the textile 

industry development carried in the island since Japanese colonial times.  

As a way to encourage the local production of tissues and clothes, the government 

enacted the so-called Textile Subcontracting Measures. Among other things, starting in 1951, 

the government imposed high tariffs on the imports of textiles, mainly cotton fabrics and 

cotton yarn, and supervised the import of raw cotton from third countries, using initially some 

funds from the US Economic Cooperation Administration.421 The imports of raw materials 

for domestic industries was possible through a lower official exchange rate, and the 

distribution of inputs was strictly controlled by government officials. Following a corporatist 

strategy, as a way to control the development of the industry in a more effective way, the 

government encouraged a stronger role for the Cotton Textiles Association and other minor 

associations, which served as the intermediaries in the raw materials allocation process.422  

Soon, many local entrepreneurs turned to the textile production industry for its rapid 

gains and potential expansion of capacity. However, the government was concerned with a 

saturation of the domestic market and a drop in the price of textiles; hence, in 1954 it ended 

the provision measures, while maintaining price controls, as a way to discourage the 

inefficient producers from expanding their capacity, and to stimulate the growth of the 

already existing larger factories. That same year, the country became self-sufficient in cotton 

fabrics, and two years later, it stopped importing any cotton yarn, since it could all be locally 

produced. By those years, the production of textiles and apparel reached almost a quarter of 

the total of manufactures produced in Taiwan.423 Hence, the ISI policies implemented by the 

Nationalist government proved effective in this regard. 

                                                           
420Ying-yi Tu, “The Textile and Apparel Industries,” in Li-min Hsueh, Chen-kuo Hsu, and Dwight H. Perkins, 

Industrialization and the State: The Changing Role of the Taiwan Government in the Economy, 1945-1998. 

(Newton, MA: Harvard University Press & Chung-Hua Institution of Economic Research, 2001), 188.  
421 Ibid, 188-191. 
422 Wen-Chi Grace Chou, “The transformation of industrial authority and paternalistic capitalism in the global 

economy: case studies of Taiwan’s textiles industries,” in The International Journal of Human Resource 

Management, 13 (2002), 550-568. 
423 Ying-yi Tu, “The Textile and Apparel Industries,” op.cit., 195. 
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 However, similar to what was happening in other targeted industries during those 

years, government officials soon realized about the real dangers of a flooded domestic market, 

and decided to change the strategy, from a totally protected industry to an export-oriented 

growth. In 1957, the Ministry of Economic Affairs created the Textile Exports Committee, 

and four years later, a Cotton Textiles Industries Export Promotion Committee was 

established to cooperate with the industrialists’ associations, aiming to expand their foreign 

markets, and finding agreements on the levels of protection they would receive and the fiscal 

and material incentives they need to export, in order to maintain their efficiency levels and 

their profit margins.424 The textile industry was hence partially liberalized, encouraging now 

the growth and expansion of capacity of new and existing factories, with its increasing 

production being sold abroad. These policies also had the effect to make the apparel industry 

more attractive to new private investments, hence making the exports of cloths one of the 

economic growth engines of the time. 

Similarly, reacting to the changes in trends and fashion, and as a way to stop depending 

on the import of raw cotton, the government became interested in the local development of 

manmade fibers, endorsing the creation of the China Man-Made Fiber Corporation (CMFC) 

in 1955, in Doufen, with an initial capital of NT$40 million dollars.425 Through government 

support, in the form of subsidies and technical assistance, the company was able to spun the 

first rayon yarn in the island as soon as 1957, and one year later, it was already producing 

rayon cotton.426 During the mid-1960s, prices of raw materials started to increase, making 

the manmade fibers more attractive for the textile and apparel industries in the island. On the 

other hand, that decade saw an increase in textile product agreements between nations, 

particularly in the West, contemplating the imposition of quotas in different countries, aiming 

to protect local industries from cutting-throat competition posed by foreign firms. The United 

States and the European Community signed that type of agreements with Taiwan, in 1968 

and 1971 respectively, particularly regarding the imports of cotton textiles.427 Therefore, 

CMFC started to expand rapidly, and new factories from other minor companies were also 

                                                           
424 Cheng-Tian Kuo, Global Competitiveness and Industrial Growth in Taiwan and the Philippines. (Pittsburgh: 

University of Pittsburgh Press, 1995), 106. 
425  For more information on the history of the China Man-Made Fiber Corporation (CMFC), see: 

http://www.cmfc.com.tw/en/about.aspx 
426 Lee-in Chen Chiu, op. cit., 6. 
427 Ying-yi Tu, “The Textile and Apparel Industries,” op. cit., 200-203. 
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set up, following the government-led expansion of the petrochemical industry in the island. 

Two decades after the first manmade fiber factory was established, more than two hundred 

plants were producing those kind of products across Taiwan, both for domestic use and 

exports.428 

The 1970s presented big challenges for Taiwanese industries in general, and for the 

textiles and apparel industries in particular. The two oil crises represented a big blow to an 

island economy dependent on foreign energy sources. The rise in prices initially meant the 

companies could no longer expand their operations, and had to lower their margin profits if 

they wanted to remain competitive in the international and domestic markets. In an attempt 

to isolate the negative effects of the crisis, the government reacted rapidly and designed a 

low energy pricing mechanism, where the state-owned China Petroleum Corporation would 

buy energy abroad at international prices, while offering refined oil at lower prices for 

targeted industries, including textiles.429  

The policy aim was to protect strategic industries from the externalities brought by the 

oil shocks, and provide certainty for the future. The success in the export-led growth strategy 

observed by the government during the past decade, helped to strengthen the international 

reserves, making the low energy pricing policy easier to perform. Nonetheless, once the 

prices returned to a more tolerable level, the regime soon changed again its emphasis, and its 

methods to continue assisting the industrial development of the country. 

The other major challenge during those years also came from abroad. After the 

Nationalist regime walked out the United Nations, and the major countries started switching 

official recognition towards the government in the mainland, the ROC faced several 

complications for the effective continuation of its export-led growth policies in its main 

markets. Sticking to the One China Policy, the foreign authorities refused to enter 

negotiations with the Taiwanese officials regarding different issues, including the economic 

ones. Different countries, particularly those within the European Community, started 

imposing unilateral quotas and trade restrictions to imports from Taiwan, especially textiles, 

                                                           
428 Been-Lon Chen, Tain-Jy Chen, & Yun-Peng Chu, “The Role of Textiles and Man-Made Fibre in the Process 

of Industrialization: The Case of Taiwan,” in Poh-Kam Wong & Chee-Yuen Ng (Eds.), Industrial Policy, 

Innovation & Economic Growth: The Experience of Japan and the Asian NIEs. (Singapore: Singapore 

University Press, 2001), 299-306. 
429 Wen-Chi Grace Chou, op. cit., 550-568. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

219 

 

making the products from the island subject to discriminatory treatment, knowing the latter 

was not a member of GATT, and expecting it to be further isolated, both diplomatically and 

politically. 430  However, the government in Taipei could react rapidly to these threats, 

supporting the mediating role of industrialist associations, who would negotiate on an 

informal level with different countries, while representing the economic interests of the ROC 

government and business.  

Therefore, in 1976, the Ministry of Economic Affairs and other government bureaus 

endorsed the creation of the Taiwan Textile Federation, represented by successful 

businessmen in the sector and other former officials with large experience in the textile 

industry, negotiating agreements with countries in Western Europe and North America 

during the following years. 431  The same experience was replicated in other strategic 

industries who relied on exports for continuous expansion. At the same time, the Nationalist 

government began to realize the need for upgrading the quality of the locally produced goods, 

in order to increase their presence in foreign markets. Since other developing countries in 

East and Southeast Asia began to develop their own textile and apparel industries, and the 

wages in Taiwan were raising rapidly, the country factories were soon to be unable to 

compete with exports from third countries.  

As a response to this challenge, between 1979 and 1982, the government designed the 

Guidelines for Reforming the Textile Industry, and further measures to speed up that process, 

aimed to increase the value added of the textile products and apparel in Taiwan.432 Those 

policies encouraged existing factories to modernize their equipment and machinery through 

the extension of cheap loans, hence relying more on automated or semi-automated labor, 

while restricting the installation of new dyeing and finishing plants or the expansion of 

existing ones, except for those from companies that merged with others as a way to promote 

economies of scale. By the mid-1980s, a few larger corporations and a large group of smaller 

companies dominated the textile and apparel industries in Taiwan. Particularly, the CMFC, 

Chung Shing Textile Co., Far Eastern Textile Ltd., Shinkong Spinning Co., Tainan Spinning 

                                                           
430 Cheng-Tian Kuo, op.cit., 110-115; see, Chung-in Moon & Chull Ho Chang, “Trade Frictions and Industrial 

Adjustment: The Textiles and Apparel Industry in the Pacific Basin,” in Pacific Focus, 2:1 (March 1987), 105-

133. 
431 To know more behind the creation of the Taiwan Textile Federation, see: http://www.textiles.org.tw/index-

e96.htm 
432 Ying-yi Tu, “The Textile and Apparel Industries,” op. cit., 205-206. 
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Co., and Tun Yun Textile Co., among a few others, became large investors in the upgrading 

and expanding production of manmade fibers.433  

The activism of prominent industrialists and their association deepened during those 

years, and their experience negotiating abroad and representing their country’s interest in 

foreign lands led them to take a more leading position in the industrial policymaking process. 

After different episodes, marked by tensions between different government offices, and 

between large corporations and smaller companies, the authorities decided to modify the 

system of quotas for textiles and manmade fibers, to promote a diversification in production 

and an upgrading of product-quality. Constantly pressured by the United States, where the 

Reagan Administration was seeking to diminish its large trade deficit with the East Asian 

countries, and by the large corporations who were seeking to expand their operations by 

importing more fibers from abroad, the authorities in Taiwan finally agreed to continue the 

liberalization of the sector, lowering tariffs and accepting a more appreciated exchange rate 

throughout the second half of the 1980s.434  

The government had recognized that the private corporations were strong and powerful 

enough to merely accept policies designed by bureaucrats, having in mind exclusively the 

wellbeing of the nation, while limiting the businessmen search for profits. Nonetheless, it 

was not willing to give up some practices that were considered necessary for the continuous 

strengthening of the country and to achieve the full development of the economy. While 

agreeing to continue the liberalization of the sector, the government continued some 

measures to ensure the industrial upgrading, particularly the side related to R&D.  

Official agencies, particularly the Industrial Development Bureau within the Ministry 

of Economic Affairs, coordinated several special projects, connecting the firms with 

important research centers and associations, looking to develop new technologies or improve 

existing capacities, offering material incentives and trying to promote the diffusion of the 

new findings. Despite being created in 1959, the Textile Research Center saw a more 

fructiferous production of knowledge during the 1990s, and other important associations, as 

the TTF, the Cotton Textile Industry Association, and the China Textile Industrial Research 

Center, also joined in the effort to modernize the industry in Taiwan.435 

                                                           
433 Been-Lon Chen, Tain-Jy Chen, & Yun-Peng Chu, op. cit., 304-305. 
434 Chung-in Moon, & Chull Ho Chang, op. cit., 105-133. 
435 Lee-in Chen Chiu, op. cit., 17-19. 
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The new focus of the industrial policy soon exhibited positive results, and the 

Taiwanese relationship companies were now using their experience to diversify their 

operations abroad, using the island as a base for R&D and new technological advancements 

within the textile and apparel industries, exporting fabrics and clothes with higher quality.436 

Most of the firms interested in expanding their horizons, however, were not able to compete 

with well-established apparel companies, mainly because of their small and medium-size 

capacity. Nonetheless, they were able to replicate their networking practical experience 

abroad, using their size as an advantage, meaning more flexibility and rapid reactions to 

sudden changes. As it happened in other industries in the island, many of them thought of 

Mainland China as the natural option to expand their operations abroad, increasing their 

competitiveness and profits, followed by some of the large economies in Southeast Asia. 

However, some of them also went to Mexico, attracted by its easy access to the US market 

and the facilities offered by the authorities of the country, being the case of Pou Chen one of 

the most illustrative. 

 

6.1.2. Following customers’ demand: The Pou Chen Group in Mexico 

The Pou Chen Corporation was founded in September 1969, by Tsai Yue-Yuen and his 

family, with original locations built in the Fu Hsin Industrial Park, Changhua County, in 1975. 

The company was originally dedicated to the production of rubber footwear, and eventually 

expanded into athletic and casual shoes. During the 1970s, taking advantage of its well-

developed network of local providers and its expertise, Pou Chen began to manufacture for 

major international brands, and in 1979, it went from a simple original equipment 

manufacturer (OEM) to an original design manufacturer (ODM), producing athletic shoes 

for Adidas, and later entering into important business partnerships with Nike, Reebok, New 

Balance, Puma, Converse, and Timberland, among many other famous trademarks.437  

The rapid success of the company, together with the changing environment in Taiwan, 

particularly regarding the liberalization of the sector and its rising wages, led the managers 

                                                           
436 For a better idea of the current situation of textile and apparel industry in Taiwan, see: Taiwan Textile 

Federation, “Overview of Taiwan Textile Industry – 2015,” November 2016, online, 

http://www.textiles.org.tw/Textile/TTFroot/overview-english.pdf 
437  For the story of the company, it is possible to visit its official website, online, 

http://www.yueyuen.com/index.php/en/about-us-2/history/ 
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to think about risk diversification and cost efficiency, deciding to create a subsidiary, Yue 

Yuen Industrial Holdings, Ltd. The new company was established in Hong Kong, in 1988, 

looking to enlarge the Pou Chen Group (PCG) operations into Mainland China, opening a 

factory in Zhuhai, and later expanding into other locations in the provinces of Guangdong, 

Jiangxi, and Hubei. The 1990s saw an international expansion of PCG, entering the brand 

licensee business and the retail sector in 1992, and becoming one of the greater retailers of 

sportswear in Greater China through a joint venture between Pou Chen and Yue Yuen, known 

as Pou Yuen Industrial Holdings, Ltd., and a subsidiary known as Pou Sheng International, 

which has opened stores across China, and is in charge of distributing the PCG’s own brand, 

YY-Sports.438 However, since its initial expansion in the mainland, PCG was also aware not 

to become over-dependent on the Chinese market, hence opening facilities in Indonesia, in 

1992, and in Vietnam, two years later.  

Becoming one of the largest relationship enterprises in the apparel sector in Taiwan 

and Greater China, PCG made a further move to vertical integration, by transferring its 

interests in more than sixty companies engaged in the production of raw materials for 

upstream footwear, as well as the production of tools and parts for the manufacturing of shoes, 

to Yue Yuen, in 2002. The movement advanced the strengthening of regional supply chains, 

making the conglomerate one of the most competitive internationally.439 Similarly, in 2006, 

the conglomerate moved its headquarters to Taichung, functioning also as a center for 

research and development, and one of the strategic material procurement for the firm, aiming 

to boost its competitiveness, and making use of the many facilities offered by the Taiwanese 

government, regarding innovation and modernization in all areas.  

In this sense, due in part to the rising wages in China throughout the first decade of this 

century, PCG decided to open factories in Bangladesh and Cambodia in 2010, and in 

Myanmar, in 2015.440 These moves reflect the preference for Asian sites, considering their 

proximity to the regional supply chains based in Taiwan and Mainland China, making use of 

                                                           
438  The evolution of the corporation has been obtained from the data found in its official website: 

http://en.pousheng.com/index.html;  
439 According to the PCG website, the company produces more than 300 million pairs of shoes per year, and 

accounts for around 20% of the combined wholesale value in the global market of branded athletic and casual 

footwear. See http://www.pouchen.com/index.php/en/about 
440  The exact locations of the company around the world can be found in: http://www. 

pouchen.com/index.php/en/about/locations/ 
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the cheap labor in those South and Southeast Asian countries. However, it is necessary to 

keep in mind that part of those decisions are also motivated by the desires of their major 

customers, the famous international brands, to find locations that make them continue 

offering their products at reasonable prices, while maintaining their high quality standards. 

That was also one of the main reasoning behind the company’s expansion in Mexican 

territory.441 Pou Chen arrived to Mexico in 1998, mainly encouraged by some of its largest 

partners, who were interested in the proximity to the United States and the advantages offered 

by NAFTA. In spite of having a successful expansion in China, which allowed the company 

to become one of the largest producers of sport shoes and apparel in the world, as a way to 

maintain its position as a favorite of internationally renowned brands, Pou Chen carefully 

listened to the demands of companies like Nike and North Face, and began moving part of 

their operations to the Mexican northern border. The first chosen location was the port 

Ensenada, 125 kilometers south of San Diego, where they originally leased some facilities. 

Nonetheless, by maintaining their warehouse next to the US border, close to the Otay Gate, 

it was sometimes difficult to have constant interactions with the local suppliers and access 

the materials coming from the United States. Making use of the maquiladora model, the firm 

in Mexico has dedicated itself mainly to the assembly of athletic shoes, and sport and casual 

jackets, complying with the provisions set by NAFTA. 

According to those regulations, in order for their products to be exported tax-free across 

the border, they should be made from textiles produced in North America. Similarly, 

considering the high quality and value of the fabrics made in the United States, it was 

necessary for those brands to make use of the cheap Mexican labor, as a way to keep 

themselves competitive in the US market. During its first seven years of operations, half of 

the cuts used by the company were made in Mexico, and the other half was acquired from 

US suppliers. However, considering the distance from the US border to Ensenada, as well as 

the distance between Long Beach, the port where they carried their trade with Asia, in 2005 

they decided to move their facilities to a new plant in Tijuana, wholly owned by the company, 

as a way to make their operations more cost- and time-effective.  

                                                           
441 Most of the data on the following paragraphs are based on the findings obtained during an interview with 

Gorden Liu, Operation Manager of Pou Chen México, S.A. de C.V., on January, 2017, in Tijuana, Mexico. 
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The company has successfully expanded their operations in Tijuana, taking advantage 

of the proximity to the United States, where they sell around 98% of their production. After 

seventeen years of operations in Mexico, during the peak season in busy years, the company 

got to employ between 350 and 500 local workers, on the same level of other important 

employers in the Tijuana area. According to the maquiladora model, the totality of the goods 

assembled or made in those factories must be for export, hence forcing the company to 

accommodate the remaining 2% of their production between Canada, Europe, and Asia. 

Nonetheless, the customers in the latter regions are best served by the goods manufactured 

by Pou Chen in their other plants in China, Vietnam, and Cambodia. 

The company, hence, continues to obtain most of its profits from their plants in Asia. 

The plant in Mexico serves only those customers who ask the company to use the country as 

an export platform to the US, exploiting the many benefits obtained through NAFTA. Pou 

Chen has been unable to further expand its presence in the country, mainly because of the 

supply chains it helped to create during the 1980s, largely located in Taiwan and Mainland 

China. The company’s plant in Mexico is practically isolated from its other plants in Asia, 

hence making it difficult to replicate the same experience of supply chain development in 

North America. The firm remains extremely competitive when bargaining price and quality 

among its Asian suppliers, hence being able to offer attractive deals for their main customers 

around the world. According to some estimations, the company’s yearly revenue, derived 

from the total of operations internationally, combining shoes and apparel, is around to US$45 

billion; nonetheless, its operations in Mexico merely offer a yearly revenue of US$20 million. 

As one of its manager put it, Pou Chen maintains a plant in Mexico mostly for “image 

reasons.” 

Despite using fabrics produced in North America, the company still depends on the 

provision of small parts from their supply chains in Asia. Even after paying a 7-28% tariff 

when entering the country, Pou Chen still imports zippers, buttons, and other minor 

components from Asia. It is due, in part, to the bargaining power already possessed by the 

company among its Asian suppliers, and the dominance of the market in that region. However, 

it is also due to the lack of development in regional North American supply chains, 

particularly an absence of effective coordination and marketing among Mexican producers, 

who have been able to compete with Asian providers, and have received few help from the 
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government, especially after the deepening of its integrationist approach and the adoption of 

more neoliberal policies.  

Nonetheless, Pou Chen has maintained a positive relationship with the local authorities 

in Tijuana, and with some other level government officials in Mexico. They tend to praise 

the inclusion of a younger generation of planners, with a more globalized vision and 

supportive of foreign investments in the region, in the elaboration of new policies. However, 

they also have suffered from the constant lack of communication between the custom 

agencies in the country, at the federal level, and the local government development bureau. 

The misunderstandings or changing positions between those instances have sometimes 

affected the effective operations of the company, but the firm has seen some progress in the 

past years and tend to be positive about the future. The company appreciates the support it 

has received from the brands that have encouraged them to invest in Mexico, and tend to 

negotiate 5-year plans with their customers, as a way to make long-lasting partnerships with 

them, ensuring the continuity of their operations in Tijuana.  

On the other hand, the firm also realizes about some of the challenges for the future, 

including the renegotiation of NAFTA, and the competition posed by producers in countries 

like Nicaragua, Honduras, and El Salvador, after the implementation of the US-Central 

America Free Trade Agreement (CAFTA). Having lower wages than Mexico, these countries 

could also take advantage of the free entrance of their products to the US market, hence 

taking investments that otherwise would go to their northern neighbor. Nevertheless, the 

proximity to the United States and the better infrastructure in Mexico, has convinced 

companies similar to Pou Chen, to maintain their operations in the country. Keeping this in 

mind, a new NAFTA would need to contemplate the possibility to enlarge supply chains 

within the region, with the purpose to effectively compete with Asian producers, and as a 

way to balance trade between the United States and Mexico on one side, and the East Asian 

countries on the other, particularly China. 
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6.2. Electronics and Technology-Intensive industries: Three cases 

 

6.2.1. The evolution of the electronics industries in Taiwan 

The development of science and technology was not always a priority for the Nationalist 

leadership in Taiwan, as demonstrated by J. Megan Greene, despite the existence of 

centralized institutions in charge of the promotion of science, such as Academia Sinica, 

created first in the mainland in 1927. The lack of material resources during the first decades 

of rule in the island, together with the lack of vision of key members in the political leadership, 

including Chiang Kai-shek himself, were obstacles for the effective development of a science 

policy, focused in the creation of local sources of technology.442 As it was observed in the 

chapter dedicated to the independent approach followed by the Taiwanese developmental 

state, it was until the end of the 1970s that the government decided to move away from a 

strong emphasis on heavy industry, and rely more on the creation of technology-intensive 

industries. Similarly, the combination of a new generation of KMT leaders and the economic 

difficulties derived from the oil shocks of the decade, influenced on the final decision to fully 

support the observance of an effective science policy, with the public sector as a key player 

in the development of domestic sources of technology and innovation. 

Taiwan produced some parts used in the manufacture of electronic goods since its first 

phase of import-substituting industrialization, mainly vacuum tube radios for the RCA 

company. Similarly, throughout the 1960s, the emblematic company Tatung started the 

production of home appliances, including radios and TV sets, depending on the import of 

electric components. The company, however, also took advantage of some of the government 

policies of the time, mounting in the export-led growth strategy wave, and began exporting 

part of its products.443 The prevalence of small and medium companies in the island, also 

made possible that many firms specialized in the production of electronic parts for assembly, 

particularly once the government encouraged the dissemination of skills in the industry of 

integrated circuits and semiconductors. After the establishment of the special export 

                                                           
442 J. Megan Greene, The Origins of the Developmental State in Taiwan: Science Policy and the Quest for 

Modernization. (Cambridge, MA: Harvard University Press, 2008). 
443 Tain-Jy Chen, Been-Lon Chen, & Yun-Peng Chu, “The Development of Taiwan’s Electronics Industry,” in 

Poh-Kam Wong & Chee-Yuen Ng (Eds.), Industrial Policy Innovation & Economic Growth: The Experience 

of Japan and the Asian NIEs. (Singapore: Singapore University Press, 2001), 253-256. 
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processing zone in Kaohsiung, electronics became one of the preferred industries for foreign 

investors in the area, with large firms from America and Japan becoming interested in making 

use of the benefits offered by the authorities, and the facility to export their products from 

Taiwan to North America and other parts of Asia.444 

Similar to the current situation of Mexico, during those years, investments coming from 

abroad combined with the emphasis of the government in the adoption of processing and 

assembly skills, with the ultimate purpose to export a large amount of manufactured goods, 

mainly radios and TV sets. Nonetheless, the Nationalist authorities in Taiwan became to 

realize about the importance to upgrade the country’s competitive skills and capabilities, 

through the promotion of domestic knowledge-based assets, in order not to depend 

exclusively of investments from foreign firms.445 The state in the island, based on its previous 

success as key promoter of industrialization, first using ISI strategies, and then following an 

export-growth led approach, understood that it needed to maintain its centrality as a way to 

achieve those goals.  

Since the 1960s, ministers K.T. Li and Wu Dayou became strong advocates for the 

development of science in Taiwan, being particularly important for the creation of important 

institutions and fora, such as the First Science Meeting, in 1965, the transformation of the 

National Committee for Scientific Development into the National Science Council, in 1967, 

and the cooperation with more advanced nations, including the Sino-American Committee 

on Science and Cooperation and the Sino-European Working Group on Science and 

Technology Cooperation.446 

Notwithstanding the ministers’ previous efforts, their plans began to bear more fruits 

once they acquired a more influential voice within the government, following the rise of 

Chiang Ching-kuo to power. It was after the mid-1970s that the creation of the Electronics 

Research and Service Organization (ERSO), within the Industrial Technology Research 

                                                           
444 Tu mentions the cases of IBM opening its first computer company in Taiwan in 1962, and large firms as 

AOL, RCA, Zenith, Philips, and Texas Instruments being key players in the Taiwanese electronic industry 

during the 1960. Ying-yi Tu, “The Electronics and Information Technology Industries,” in Li-min Hsueh, Chen-

kuo Hsu, & Dwight H. Perkins, Industrialization and the State: The Changing Role of the Taiwan Government 

in the Economy, 1945-1998. (Newton, MA: Harvard University Press & Chung-hua Institution for Economic 

Research), 270. 
445 See, Shirley W.Y. Kuo, “Government Policy in the Taiwanese Development Process: The Past 50 Years,” 

in Erik Thorbecke, & Henry Wan (eds.), Taiwan’s Development Experience: Lessons on Roles of Government 

and Market. (Boston: Kluwer Academic Publishers, 1999), 43-93. 
446 J. Megan Green, op. cit., 72-87. 
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Institution (ITRI), served the purpose to facilitate technology transfer, through the creation 

of a research facility and a factory for integrated circuit technology, together with US-based 

RCA, between 1975-1979.447 The full government support given to ERSO, strengthened the 

attraction of foreign investors and scientists, seeing enormous profit opportunities in the 

island, and having many political certainties. The year 1980 also marked a turning-point in 

the state efforts to promote local sources of technology and innovation. The government 

endorsed the creation of the Hsinchu Science Park and of the United Microelectronics 

Corporation (UMC), through the active role of ERSO.448 

Similarly, signaling the arrival of a new generation of technocrats to the government, 

and learning from its experiences of the past and the new international circumstances, the 

state modified its approach to the development of technology-intensive industries. Different 

from the textile industry, where the state played a significant role in its protective approach, 

through the imposition of tariffs, quotas, and the extension of loans; or the heavy industries, 

particularly petrochemicals, where the state had a predominant role, being the most important 

producer and distributor; for the case of the electronics industry, the state offered its support 

on the area of research and development.449 Policymakers in Taiwan understood the great 

efforts needed in the development of domestic technology-intensive industries, and the 

important role of the state, particularly in financial and logistics matters. However, they also 

realized about the importance of using creative ways to encourage the integration of local 

producers and foreign investors into their plans. 

UMC, and later its spin-off companies, the Taiwan Semiconductor Manufacturing 

Company (TSMC), created in 1987, and the Vanguard Integrated Circuits Company, 

established seven years later, were all started with a majority participation of the state, but in 

practice, they operated as fully private firms, and eventually were wholly or partially 

privatized. 450  Despite the state intervention, efficiency was the main motto of these 

companies, but government officials remained deeply committed to attract more funds, not 

                                                           
447 Tain-Jy Chen, Been-Lon Chen, & Yun-Peng Chu, op. cit., 274-279. 
448 Wen-Hsiung Lee, & Wei-Tzen Yang, “The cradle of Taiwan high technology industry development — 

Hsinchu Science Park (HSP),” in Technovation, 20:1 (January, 2000), 55-59. 
449 John A. Mathews, & Dong-Sung Cho, Tiger Technology: The Creation of a Semiconductor Industry in East 

Asia. (Cambridge: Cambridge University Press, 2000). 
450 Mike Hobday, “East Asian latecomer firms: Learning the technology of electronics,” in World Development, 

23:7 (July 1995), 1174-1175. 
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only from public institutions, such as the Executive Yuan Development Fund, but also from 

private banks and other large corporations, largely from the island as well. The government 

also played a strategic role in the transference of the new technological advances made by 

ERSO and its succeeding companies, to other local companies who by themselves would 

lack the abilities and resources to acquire or develop those kind of technologies, or train their 

manpower to adapt the use of new findings into their products.451 Similarly, the government 

became one of the main supporters of the industry, by encouraging the use of those 

technologies in public institutions and offices, as well as promoting the links between 

superior education institutions and the private sector. 

Following the success in the production of domestic integrated circuit technology, 

leading to a surge in the manufacturing of semiconductors or chips, and other more advanced 

components, the companies at the Hsinchu Park were also able to develop other types of 

technologies, mainly information technology (IT), and computers and their components. 

Starting in the mid-1980s, the government also gave preference to local companies, over 

foreign investors, endorsing the creation and modernization of hundreds of medium and large 

companies interested in the design, production, and assembly of those kinds of goods. During 

those years, Taiwan went from assembling radios and TV sets, for domestic and export 

purposes, to make and export other technology-intensive goods, such as calculators, watches, 

telephones, music players and recorders, video cameras, faxes, photocopies, electric doors, 

high resolution TV sets, computers, and a great variety of electronic devices, beside the 

semiconductors and other essential parts in the elaboration of those products. 452  Many 

relationship enterprises in the island followed the trend to explore this new opportunity niche, 

taking advantage of the many facilities offered by the government, and the furor in the 

country’s business circles regarding the future of the industry. 

Taiwanese relationship companies became strategic providers and manufacturers for 

larger multinational corporations, including Apple and IBM, particularly regarding the 

production of personal computers. Throughout the 1980s, some local firms decided to 

upgrade their operations to produce their own computers, after years of collaborating with 

the world’s most important companies, and taking advantage of the new findings made by 

                                                           
451 Ashoka Mody, “Institutions and dynamic comparative advantage: the electronics industry in South Korea 

and Taiwan,” in Cambridge Journal of Economics, 14:3 (September 1990), 291-314. 
452 Tu Ying-yi, “The Electronics and Information Technology Industries,” op. cit., 280. 
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local scientists based in Hsinchu, and the new technology parks the government was 

developing in other parts of the country, including a park in Nangang District, very close to 

the headquarters of Academia Sinica. By the early 1990s, Acer was already a recognizable 

personal computer brand outside of Taiwan, competing successfully with those from 

industrialized nations in the West and Japan. Similarly, Pegasus, which later evolved into 

Pegatron and Asus, became an important producer of computers, cellphones and tablets, 

keeping their technology innovation facilities in the island. HTC and BenQ are also important 

producers of telecommunication devices, developing most of their technologies in Taiwan. 

Other companies, specialized in the manufacturing of original equipment, became highly 

competitive internationally through the many supports found in the state science policy, being 

Foxconn the most important one.453 

However, similar to what occurred with Taiwanese relationship enterprises in other 

industries, those in the electronics and other technology-intensive industries began to move 

part of their operations to Mainland China once they realized about the need to remain 

competitive internationally, motivated by the cheaper labor force and the many advantages 

offered by the Chinese government, together with the promise to have access to the large 

market of consumers. The Taiwanese largest makers of electronic goods have all set factories 

in different locations in China, and OEMs have also become to depend on their plants in the 

mainland to remain successful internationally.454 Similarly, as a way to diversify their options, 

their second preferred destination has been Southeast Asia, initially the five largest 

economies in ASEAN, but lately expanding their operations to Cambodia and Vietnam as 

well. It was under those circumstances that, starting in 1995, some of those firms began to 

look at Mexico as an alternative option to have a continuous access to the US market.  

Motivated by the promise of NAFTA, and the need to have a faster response to 

consumer changes in demand, Taiwanese producers of computers and other electronic goods 

considered the thought to invest in Mexico, using the country as an export platform to North 

America. Some of them were also interested in the emerging Mexican market, being the 

                                                           
453 Pun Ngai, & Jenny Chan, “Global Capital, the State, and Chinese Workers: The Foxconn Experience,” in 

Modern China, 38 (July 2012), 385-388. 
454 Jenn-Huang Wang, “Information and Communication Technology Industry: Rival States vs. Integrated 

Economies,” in Reginald Yin-Wang Kwok (Ed.), The Second Great Transformation: Taiwanese 

Industrialization in the 1980s-2000s. (Taipei: Chengchi University Press, 2011), 159-180. 
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second largest economy in Latin America, and with an important middle class in need of 

acquiring that type of goods at much lower prices than those offered by American or 

European companies. In that sense, regarding the huge success of Taiwan’s independent 

approach, in the creation of vibrant electronic and technology-intensive goods industries, it 

is no surprise that most of the investments in Mexico coming from the island have been made 

by companies in those fields. Taiwanese investments in the computer manufacturing 

subsector in Mexico have shown a growing accumulation during the past two decades, and 

when looking at their places of destination, it is clear that they continue to be interested in 

expanding their operations in the maquiladoras along the border with the US. Next, I will 

introduce three particular cases of companies from those industries, investing in Mexico, 

showing the differences and similarities in their motivations, purposes, and experiences in 

the country. 

 

6.2.2. Behind the Japanese trace: The case of TPV Technology Limited Corporation 

The company TPV Technology, identified in Chinese under the name Guanjie, is better 

known for the manufacture of LCD monitors and TVs under the famous brand AOC. The 

Taiwanese firm began producing TV sets for the US Admiral Corporation, which since its 

creation in Chicago, in 1934, became one of the leading producer of electronic goods for the 

American market. Admiral was the first maker of color TV sets in the United States, in 1947, 

and four years later was selling over five million of those products only in the US.455 Due to 

the rising Japanese competition, marked by an increase in imports of electronic goods from 

that country, many American companies decided to move part of their operations to other 

countries with lower wages, mainly the NICs in East Asia. Admiral was not the exception, 

and taking advantage of the many facilities offered by the government in Taiwan, interested 

in the growth of exports of electronic goods, in 1967 it established a joint venture with TPV, 

opening a factory in Zhonghe, Taipei County, for the production of TV sets for exports, under 

the name Admiral Overseas Corporation (AOC).456 

                                                           
455 For more information on the history of Admiral Overseas Corporation (AOC), visit its official website, 

online, http://mx.aoc.com/aoc-corporation/?page=about  
456 Tain-Jy Chen, Been-Lon Chen, & Yun-Peng Chu, op. cit., 254. 
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Between 1979-1982, the brand AOC went through an internationalization process, and 

TPV became its main producer and distributer, getting to advertise their TV sets all over the 

world. During the 1980s, TPV seized the different opportunities offered by the state policies 

of technology development, expanding its R&D operations in Taiwan, while starting 

investments in the mainland. In 1988, the company entered the Chinese market, helping in 

the creation of regional supply chains on both sides of the Taiwan Strait, while building 

factories in the regions of Fujian, Beijing, Suzhou, and Xiamen, in the following years. With 

the business of computer making thriving in the island, TPV began exploring the chances of 

assisting other companies in the elaboration of monitors, and created whole new brands, 

namely Envision and Topview. At the same time, TPV continued its ODM operations, 

manufacturing TV sets for other multinational corporations, being Philips the most important 

one.457  

Regarding the company’s expansion needs, it was listed in both Hong Kong and 

Singapore stock exchange markets in 1999, and continued to produce for other large brands. 

Five years later, TPV further acquired part of Philips’ manufacturing operations, particularly 

in the areas of PC monitors and entry-level flat screen TVs, hence becoming the largest 

display manufacturer in the world. Its efforts to acquire foreign technology first, and then 

innovating its own products, led the company to start making a full range of CRT and TFT 

LCD monitors and LCD TVs. It also closed important deals with other Taiwanese producers 

of that type of technology, including AU Optronics, a former division of Acer; and, Innolux 

Corporation, a subsidiary of Chi Mei Optoelectronics.458  

In 2009, TPV continued enlarging its partnership with Philips, by acquiring the license 

to sell the brand’s monitors around the world, and to produce and offer Philips TVs for the 

entire Chinese market. By 2012, both companies established a joint venture, under the name 

TP Vision, to oversee the sale of TVs under Philips brand in most of the world, and two years 

later, TPV Technology became the sole owner of the company, totally in charge of the Philips 

TV international operations. Hence, besides continuing serving as an ODM for other 

important corporations, TPV has now become one of the largest producers of monitors and 

                                                           
457  The data on the expansion of TPV was obtained from its official website, TPV-Technology, online, 

http://www.tpv-tech.com/html/about_profile.php  
458 “Guanjie Keji,” in Wikipedia, online, 

https://zh.wikipedia.org/wiki/%E5%86%A0%E6%8D%B7%E7%A7%91%E6%8A%80 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

233 

 

TVs, having the capacity to produce around three million TV sets per year, mainly under the 

brands AOC and Philips. 

Moved by the opportunities offered by NAFTA and the specialization of Tijuana as 

one of the main areas in the world for the production of TV sets, TPV began operations in 

Mexico in 2004, right after ten years of Japanese companies developing the region into one 

of the largest producers of that type of products.459 That trend can also be observed in the 

location chosen by TPV to open their plant. The first company in using those facilities was 

Hitachi, who later sold them to Sony, and were later transferred to Sanyo, before been finally 

acquired by TPV. All of those Japanese firms chose Tijuana for its location and the incentives 

offered by NAFTA. Nonetheless, their strategies also failed to keep them competitive 

internationally, while losing ground to competitors from third countries, particularly Taiwan 

and South Korea, and more recently, China. The TPV’s success in becoming one of the major 

producers of TV sets and monitors in the world, moved it to acquire those facilities in Tijuana, 

and to start manufacturing those products in Mexico for different companies, under the ODM 

model. Similarly, the recent acquisition of Sharp by Foxconn has consolidated the tendency 

of Taiwanese manufacturers overtaking some of the previous functions that made Japanese 

corporations so competitive and successful in the past. 

Due to its success in expanding operations to Mainland China, strengthening the East 

Asian regional supply chains, TPV has used Mexico as a complementary base for its 

consumers in the US market. The subsector of TV set manufacturing is among the ones which 

still has a government regulation concerning local content requirement. Therefore, 40% of 

the parts and components used by TPV in the production of their goods in Mexico is bought 

from local providers. However, since the Mexican government has also maintained its 

programs to allow the duty-free imports of parts and components for the assembly of export 

goods, the remainder is usually imported from the most advanced and competitive Asian 

providers, that have allowed the company to retain its predominant position in the sector.  

Having such a high dependence on foreign suppliers, the company has also followed a 

maquiladora model, being moved to export all of its production in Mexico to other markets. 

During its first decade in the country, TPV exported 99% of its production to the United 

                                                           
459 The following paragraphs present some of the most important findings obtained from the interview to Amo 

Chen, Executive Manager of TPV Mexico, the corporation’s plant at Tijuana, registered under the name Trend 

Smart CE México, S. de R.L. de C.V., performed on January, 2017. 
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States, motivated by its easy access through NAFTA and the demands of its major customers 

in the US. However, after expanding its operations in 2012, with a further investment of more 

than US$ 3 million dollars,460 the firm began to export around 20% of its products to South 

America, while keeping the other 80% for the US market and Canada. 

Proximity to the US continues to be one of the main reasons behind the TPV expansion 

in Mexico. Being a sector of constant innovation and continuous pressures to upgrade and 

provide effective technical support to customers, producers of TV sets and monitors have 

chosen Tijuana for its geographic location and cheap labor. After 13 years in the country, 

most of the plant is run by locals, with only one Taiwanese and five Mainland Chinese there, 

mostly to supervise the installation of new machines and to train technicians and other 

laborers. Currently, TPV has grown to employ each year around 1,100 workers during high 

season, between July and December; and 350 workers in low season, between January and 

June.  

Similar to Pou Chen and other Taiwanese firms investing in the country, managers in 

TPV complain about the constant changes in regulations from the government, and certain 

lack of communication between government instances. Those in TPV also consider that the 

government does not do much to offer more incentives to foreign investors, and that to get 

further incentives is not a simple process, but a rather difficult one. The most attractive 

feature to invest in the country remains the benefits provided by the NAFTA framework, 

through duty-free access to the US market. Nonetheless, they also keep good relations with 

the authorities at all levels, and have received many support from the Taiwanese 

representatives in the country.  

However, different from the case of Pou Chen in the textile and apparel industry, TPV 

has expanded its operations in Mexico, filling the gaps left by the retreating Japanese 

corporations. TPV has taken advantage of the infrastructure and networks once developed by 

giants like Sanyo and Sony. The same can be said of other industries where Taiwanese 

companies learned from Japanese firms, imitating their strategies, while integrating 

themselves with the latter, deepening their cooperation and mutual dependence. Successfully 

increasing its international competitiveness, receiving growing orders from famous brands, 

                                                           
460 Sandra Cervantes, & Patricia Romo, “TPV aumentará capacidad de producción en BC,” in El Economista, 

November 13, 2012, online, http://eleconomista.com.mx/estados/2012/11/13/tpv-aumentara-capacidad-

produccion-bc 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

235 

 

TPV considers Tijuana as an important post in maintaining its presence in the US market and 

the Western Hemisphere, while using its bases in China to penetrate the local markets, while 

providing its customers in Europe and Asia. Nonetheless, because of its history, the firm has 

been unable to contribute to the process of strengthening the North American regional supply 

chains, depending on the imports of strategic parts and components from Mainland China 

and Taiwan. 

 

6.2.3. Integrating into the North American supply chains: The case of Eson-Multiwin 

Eson is one of the main providers of mold-manufacturing tools and components to Foxconn 

(Hon Hai Precision Industry Company Ltd.), becoming an important subsidiary of the 

conglomerate, following the latter to many of its different locations around the world. The 

parts produced by the enterprise are used in different technology-intensive industries, going 

from TVs, computers, tablets, and cars, among many others. The company was first 

established in 1987, in Tucheng, Taipei County (now New Taipei City), close to Foxconn 

headquarters, as Zhen Shun Company.461 As a result of the successful policies to expand the 

technology-intensive industries in Taiwan throughout the 1980s, the company soon became 

a trustworthy provider for other OEMs, and after only eight years of operation it began 

receiving large orders from the most important Japanese PC makers, allowing the firm to 

start thinking about expansion abroad.  

Therefore, in 1988 the company began moving operations to Mainland China, 

establishing the Zheng Hong Mold Manufacturing Corporation, in the city of Dongguan, in 

Guangdong Province. A few years later, the subsidiary would change its name to Dongguan 

Erhong Factory, after a successful expansion of its operation capacities. Between 2001-2008, 

the company, now under the name of Multiwin, expanded following the successful growth 

of Foxconn during those years, and opening new operation plants in Kunshan and Wuxi, in 

Jiangsu Province, and two factories in Yantai, Shandong Province. Internationally, the 

company also established a plant in Slovakia, in 2008, and opened two new facilities in 

Malaysia, between 2013 and 2016. 

                                                           
461 For more on the origins and evolution of the Eson Precision Industry Corporation, as presented in this 

subsection, visit the company’s official website, online, http://eson.com.cn/about.php?id=186&lang=tw 
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The year 2006 marked a hit in the firm’s history, by receiving record-high orders of 

injection molding products from the largest maker of Japanese videogame consoles, and a 

few months later, it also became one of the largest providers for the producers of electronic 

home appliances and other electronic goods under American brands. Focusing on its need for 

continuing internationalization, the company decided to establish itself as Eson Precision 

Engineering Corporation, Ltd., in 2008, based in the Cayman Islands, also serving as the 

main company of the conglomerate; while enlarging its operations of R&D in Taiwan, one 

year later, through the creation of a Multiwin Branch in the island. Starting in 2010, the 

company expanded its scope, by receiving orders from American automakers, which helped 

it continue inserting itself into the strong regional supply chains, maintained in part through 

the instruments provided by the rules of origin, as contemplated in NAFTA. Two years later, 

the company went into a new transformation, with an internal reorganization and a new name, 

Eson Precision Industry Corporation, Ltd. 

The company first arrived to Tijuana in 2009, under the name Multiwin de México, 

S.A. de C.V., attracted by the rapid development of the LCD TV set-making industry, 

providing parts and components to the largest brands and OEMs established in the region 

during the previous decades.462 Once Asian companies, first from Japan, and later from 

Taiwan, South Korea and Mainland China opened plants in Tijuana, Multiwin arrived to the 

city, mainly following customers’ demands for a faster and more effective provision of parts. 

The firm acquired an already built facility, and expanded rapidly, hiring local skilled and 

semi-skilled laborers in their production lines, while importing most of the technology from 

Taiwan, Mainland China, and the United States. During high season, the company gets to 

hire around 1,600 local workers, employed in the production and packaging of parts produced 

for the making of TV sets, making it one of the largest Taiwanese employers in the country. 

However, different from TPV, who specializes in the production of final goods under 

its own brand and other international brands, Multiwin is in charge of the provision of parts 

and components in the production of those goods, specifically LCD TV sets and monitors. 

Therefore, meanwhile TPV exports most of its production made in Mexico to the United 

States, using the maquiladora model, Multiwin exports only 30% of its products to the US, 

                                                           
462 The following paragraphs present a summary of the findings obtained during an interview with Richard 

Hsiao, Taiwanese Executive Manager of Multiwin de México, S.A. de C.V., at the Tijuana-La Jolla Plant, on 

January, 2017. 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

237 

 

keeping the rest for its customers in Mexico. The firm, hence, became one of the largest 

suppliers of parts for American and Asian TV makers in Mexico, as well as for its chief 

partner, Foxconn, which operates two large assembly plants of electronic goods in Ciudad 

Juárez, in the bordering state of Chihuahua. Eson has been an important secondary partner in 

the successful internationalization process of Foxconn, also following the latter in their 

expansion in Mexico. In this regard, after Japanese electronics maker Sharp was bought by 

Foxconn, in 2016, Eson-Multiwin instantly became one of the largest suppliers of 

components for TV set makers, including Sharp itself, Sony, and Vizio.463 

As a result of the integrationist approach followed by the Mexican government, and 

deepened during the past thirty years, there is not a strong and effective supply chain in the 

country, regarding the products made by Multiwin. As it was observed in the case of TPV, 

the authorities have been unable to successfully contribute to the development of a local 

supply chain for the TV making industry in Tijuana. Therefore, the past growth and success 

of the latter have been achieved, despite the lack of local suppliers, resulting in more gains 

for providers and technology developers in East Asia, and to a lesser extent, in the United 

States.  

Therefore, because of a long-time relationship with suppliers in Taiwan and Mainland 

China, Multiwin opted to import most of its capital goods and high-tech components from 

China and the United States, complaining about the lack of those kind of local providers in 

Mexico. Nonetheless, because of its status as provider for other large companies in the 

country, including the packaging process, Multiwin acquires most of its miscellaneous 

materials from domestic producers in Mexico, contributing to the local economy. 

This kind of approach was also different from the one followed by the conglomerate in 

2012, when it opened a second company in Tijuana, under the name Eson Precision 

Engineering, S.A. de C.V. Since the firm also produces many parts for the auto-making 

industry, it felt appealed by the highly developed and effective domestic supply chains for 

that industry in Mexico. As it was mentioned in the previous two chapters, being one of the 

few industries where the government maintained a more interventionist stance, in spite of its 

neoliberal reforms, the auto-making industry has remained a case of success in the 

                                                           
463 Fangmiao Liu, “Yisheng yingshou gongding,” in Jingji Ribao (Economic Daily News), January 4, 2017, 

online, http://udn.com/news/story/7253/2207915 
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industrialization process of the country. Therefore, the second plant of the company in 

Tijuana has been dedicated to the provision of parts and components for that industry. In 

particular, after Foxconn created a partnership with Tesla, for the development and 

production of electric cars, Eson turned into an important provider for the latter, supplying 

parts and components, including sunroofs, batteries, and floor pieces. It has also become one 

reliable partner for other automakers in Mexico and the United States.464 

Nonetheless, the company still considers that the Mexican authorities are in need of a 

more clear-cut long-term vision, objecting the constant changes in regulations, particularly 

tax laws, similar to other Taiwanese investors in the country. The changes in policies are 

usually informed to the company through their local agents, but they hardly receive any 

information about incentives for expansion of capacity from the local and federal authorities. 

The company has been also unwilling to apply for some of the existing incentives, avoiding 

any possible scenarios involving corrupt officials or a large bureaucratic process; instead, the 

company’s expansion has been driven mainly by consumer demand, rather than by the 

promises of incentives. The lack of a long-term vision from the government is also reflected 

in the lack of infrastructure improvements, particularly regarding public roads and 

transportation in the border region, particularly Tijuana.  

Despite the company developing a smooth relationship with the local government 

throughout these years, it also tends to acknowledge the need to improve the urban planning 

and infrastructure in Tijuana. Another usual complaint focuses in manpower shortages during 

certain parts of the year, due in part to the relatively high turnover rate between workers, but 

also to the city status as a stopover for immigrants going to the United States, from other 

parts of Mexico and Latin America. Similar to what happened in other industries, Multiwin 

has temporarily paused any expansion plans in Mexico, waiting for the outcome of NAFTA 

renegotiations. However, mounted in the success of Tesla and the announcement made by 

Foxconn to invest and open facilities in the United States, it is possible that the company 

continues exploring the possibility of maintaining, or even expanding its operations in 

Mexico for the years to come. 

 

 

                                                           
464 Idem. 
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6.2.4. A particular interest in Mexico: The Case of the Merry Yard Group 

The Merry Yard International Group, known in Chinese as Dada Jituan, was created in 1981, 

by entrepreneur Peter Baoyou Liu, being dedicated to mold design, as well as plastic and 

metal mold injection, while also developing skills in pressing and casting, grinding, polishing, 

enameling, and electroplating metals, mainly aluminum and zinc. Due to its vast experience, 

the company eventually embarked on the production and commercialization of small home 

appliances, electric fans, toys, stationery, and leather shoes under its own brands.465 It is one 

of the many examples of horizontal diversification of Taiwanese relationship enterprises, 

which has differed from the rest of firms in the island, by avoiding making most of their 

investments abroad in the Chinese mainland market, focusing in Mexico and Southeast Asia 

instead. Before its first decade of creation, the company decided its first step towards 

industrialization by opening its first factory in Mexican territory, in 1989, to assembly and 

distribute home appliances and toys, mainly driven by the liberalization process of the 

country and hopeful of the economic changes brought after the latter’s economic integration 

with the United States and Canada.  

In 1996, the group launched its famous leather shoes brand in Taiwan, La New, opening 

more than 300 stores in the island throughout the past two decades, and successfully 

maintaining about 170 until today, providing close to 10% of the Taiwanese domestic 

demand.466 The company, known as La New International Corporation, has become a symbol 

of the Taiwanese shoemaking industry, specializing in the elaboration of leather shoes and 

other type of footwear for people with special needs, including customized hand-made 

products and its famous air cushion technology. As a way to remain competitive in the market, 

the company imported raw materials, mainly leather and other animal skins from the UK, 

while locating its assembly lines in Vietnam, combining high quality inputs with cheap 

skilled labor.  

At the same time La New was created in Taiwan, the company opened its 

manufacturing facilities in a special economic zone in Ho Chi Minh City, under the name La 

                                                           
465 To understand more behind the expansion of Merry Yard International Group, it is possible to visit one of 

the company’s official website, online, http://lagoon.com.tw/index.php?temp=intro&lang=cht  
466 The following data are obtained from an audiovisual document prepared by the corporation, introducing the 

evolution of the more important subsidiaries of the conglomerate and its situation during the first years of the 

21st century. “Dada qiye jituan jianjie,” audiovisual document prepared by Mytek International Inc., Merry 

Tech Int’l, S.A. de C.V., and Distribuidora Omahs, S.A. de C.V., unspecified date. 
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Tek Leather Manufacture, Co, in 1996. The corporation also established the La New Footcare 

Center, dedicated to the manufacturing and commercialization of customized shoe insoles, 

taking into account the potential health risks or illnesses in the clients approaching a La New 

store. The shoemaking company tried to penetrate the Japanese market, through the creation 

of La New Japan and La Vea, as a first step in the process of commercializing their products 

in the developed markets, but has suffered many difficulties, as compared with the immediate 

success it found among middle-class customers in Taiwan.  

The group became interested in the production of stationary products, mainly pens, 

hence creating the Bee One corporation, in 1997, for the development of metal ballpoint pens 

in Xizhi, then Taipei County.467 The firm received technical support from other companies 

in Germany and Switzerland, and finally decide to start mass production of those products in 

1999. The decision to start operations in that sector came after the company opened a plastic 

and metal injection plant in Mainland China, known under the name Ningbo Dada Metal 

Plastics Corporation, in 1994. The company’s facilities in Ningbo were dedicated to the 

production of metallic pens and pencils, which were sold in the rest of China, Taiwan, and 

were exported to other parts in Asia through the port in Shanghai.  

The company there eventually started producing other products, such as miniature 

models, toys, and bath appliances, including hair dryers, face sauna devices, small heaters, 

and electronic foot warmers. Nonetheless, different from other Taiwanese relationship 

enterprises, Merry Yard did not pursue further expansion plans in the mainland, focusing in 

Mexico and other countries instead. Once its footwear brand became a success, the company 

opened a new plant in Svay Rieng, Cambodia, under the name La More (Cambodia) Co., Ltd. 

The new factory is in charge of producing clothing and accessories, mainly supplementing 

the needs of La New and other brands of the company. Similarly, as a way to remain 

competitive internationally, the conglomerate has decided to maintain different R&D centers 

in Taiwan, incorporating many of its different innovations in their manufacturing process.  

On the other hand, taking advantage of the success in its shoe brand, in 2003, the 

corporation went further in its diversification effort, by acquiring a professional baseball team, 

in the Taiwan-based Chinese Professional Baseball League (CPBL). The team, formerly 

                                                           
467 For more information on One Bee Corp, see Nancy Tsao, “Bee One Corporation,” in Global Sources, 

2016, online, http://globalsources.com/si/AS/Bee-One/6008801038053/Homepage.htm 
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known as the First Financial Holdings Agan, was renamed the La New Bears, and had its 

home base in Kaohsiung. The acquisition of the team required large sums of money and time 

from the conglomerate, bringing some experienced coaches, trainers and players from Japan, 

and struggling to see dividends during its first decade under Merry Yard’s control. However, 

it served as a vehicle to raise awareness of the La New brand, as well as other products of the 

company. Similarly, looking to appeal to a broader fan base, the team changed its name to 

Lamigo Monkeys, in 2011, also transferring its base to Taoyuan City, in the northern part of 

the island.468  

The brand Lamigo became an instant success among the sport fans in Taiwan, 

particularly the younger generations, which was exploited by the conglomerate, diversifying 

into new business opportunities under the brand, particularly in the service sector. Lamigo is 

currently the brand of a travel agency, with offices in Taipei City and Tainan City, which 

also offers travels to Mexico; as well as a leisure club in Xinyi District; a wedding planning 

plaza in Xizhi, New Taipei City; and, a sports club, gym, and wellness center facilities in 

Xinzhuang, New Taipei City. A large admirer of the Mexican culture, and as a show of 

appreciation for the opportunities of expansion found in the country, the company 

management also endorsed the opening of a Mexican Restaurant in Zhongli District, under 

the name Taco Monkeys, close to the Taoyuan International Baseball Stadium, home to the 

Lamigo Baseball Team. 

The group’s relation with Mexico goes back to 1989, when a dual company was 

established, with Mytek International, Inc., based in San Diego, CA., and Merry Tech Int’l, 

S.A. de C.V. (Merrytech), across the border, in Tijuana.469 After years of manufacturing for 

other companies, the conglomerate decided to start producing under its own brands, with 

Mytek producing home appliances, particularly electric fans, during the warm seasons, 

between February and July; and, with MyToy producing toys for the Christmas season, 

between August and January. Right in the moment when the large Taiwanese relationship 

enterprises were moving part of their operations to Mainland China, Merry Yard decided to 

                                                           
468 To know more about the story of Lamigo Baseball Team, and its relation to the other companies of the Merry 

Yard International Group, see: “Hou lai ruci,” in Taoyuan Lamigo Monkeys Official Website, 2017, online, 

http://www.lamigo-monkeys.com.tw/b21.php 
469 The information presented in the following paragraphs are based on the data provided during an interview 

with Michael Yu, President of US-based Mytek International Inc., and Senior VP of Mexico’s Merry Tech Int’l, 

S.A. de C.V., on January, 2017, at the conglomerate’s Tijuana campus. 
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cross the Pacific Ocean, opening its first plant in Mexico, as a way to be closer to the North 

American markets. Eight years after its opening, in 1998, Merrytech acquired a large tract of 

land in Tijuana and started building a new campus, consisting of a large scale plant and other 

eight plants located across 25 hectares. The inauguration ceremony of the Merrytech complex 

in Tijuana, a few years later after, was also attended by Mexican President Vicente Fox, who 

appreciated the confidence of the Taiwanese conglomerate in the country´s future. 

The company also owns three large warehouses in Mexico City, Guadalajara, and 

Monterrey, hence having the capacity to provide fans and toys for the 60% of the Mexican 

domestic market. The company also has had the capacity to penetrate 30% of the US market 

for those products, and has opened offices in other countries in Latin America, with operation 

centers in Panama, Colombia and Chile, among others. In this sense, the case of the Merry 

Yard in Mexico is unique, since its main motivation behind its constant expansion has not 

been using the country as an export platform to the United States. In fact, 90% of the 

production made in the Tijuana complex is sold in the Mexican market, and only 7% goes to 

the United States, while the remainder is commercialized in third markets, including Asia 

and South America. Nonetheless, there was a time when the conglomerate attempted to 

follow the same steps as the other major Taiwanese investors in the country. 

Between 2004 and 2011, the company explored the chances to start a maquiladora 

model, mounted in the boom of TV set production in Tijuana, manufacturing those goods 

under its own brands, Mytek and VEA. Nonetheless, after seven years of large investments, 

the company decided to end the experiment, because of the difficulties in finding more 

suppliers and the cutting-throat competition from other producers. Different from other TV 

manufacturers in Tijuana, with a large experience in making TV sets in Asia and the US, 

Merrytech could not develop a strong network of providers, and as mentioned before, the 

regional supply chain for that industry was not mature enough to attract new competitors and 

makers. There seems to be a similar problem in the electric fans manufacturing sector; 

however, the company has managed to survive and effectively compete, mainly because 

different from the TV set making industry, the small home appliances industry does not 

heavily depend on constant technological innovation. 

In spite of the fact that Merrytech has very few satellite factories in Tijuana, with a 

limited regional supply chain, and a dependence on the import of fan motors, the other 
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operations in the manufacturing process are all performed in Mexico. During the expansion 

of capacity in Tijuana, in the first years of this century, the Merrytech complex acquired high-

tech machinery, including a few large, and an important number of small and medium, plastic 

injection-molding machines. The company also established a plant specialized in the metal-

related process, and a large plant for final product assembly. Nonetheless, the integrationist 

approach observed by the Mexican authorities had the effect of missing the chance to increase 

the development of local sources of innovation and technology.  

Even after 27 years of presence in the country, manufacturing electric fans, the 

company still imports the most technology-intensive components, i.e. fan motors, 

complaining not only about the lack of domestic producers of those parts, but also about the 

difficulties of finding able technicians locally, to work with that kind of technology, as well 

as the experts on plastic and metal injection molding machinery. However, among its future 

plans, the conglomerate has started considering the possibility to bring the fan-motor 

production to Mexico. The company also remarks that government incentives to invest or 

reinvest in the country have tended to decrease during the past few years. Similarly, other 

matters of concerns include the uncertainty derived from a constant change in regulations 

and tax laws, as well as a lack of consistency between the federal norms and those at the state 

and local levels. Those difficulties become more serious when there is a lack of 

communication between federal and state custom officers.  

Despite those problems, the company also recognizes there have been important 

benefits after investing in Mexico, especially when contrasted with the experience of 

Taiwanese businessmen investing in Mainland China. A classic concern among the 

companies investing in the bordering cities, as well as in the Chinese Special Economic 

Zones, is the workers’ high turnover rate. Once a low-paid worker received training by the 

company, and developed higher skills, he or she can feel immediately tempted to look for a 

better job in one of the many factories or plants in the area, hence causing losses for the initial 

company. Nonetheless, Merrytech takes pride in its managing style, noting how they have 

got to preserve dozens of their employees for more than 20 years, with important incentives 

for them. Similarly, different from the challenges represented by former partners or providers 

in China, becoming future competitors, endorsed by provincial authorities, Merrytech 
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appreciates the loyalty shown by Mexican workers and associates, who have stand next to 

the firm for long time.  

This situation could also be a result of the Mexico’s integrationist approach, and the 

failure to develop effective regional supply chains in many industries, as well as the lack of 

incentives, similar to those offered by the local and central authorities in China, for domestic 

producers to absorb or imitate the advanced technology and practices of foreign investors. 

Hence, the conglomerate’s founder has noted how, nowadays, very few Taiwanese investors 

remain in Mainland China, compared to the hundreds of businesses that migrated to the 

mainland more than twenty years ago. Most of them decreased or abandoned their investment 

plans in China, pushed by the difficulties arisen after their former local partners became their 

direct competitors, offering better prices and taking away their orders.470 At the same time, 

different from many other successful Taiwanese relationship enterprises, Merry Yard has 

distinguished itself as a company that refused to become an OEM, emphasizing the 

importance of developing its own brands, such as Mytek, MyToy, and particularly, La New 

and Lamigo. 

In that sense, after the inconclusive experience with the production of Mytek TV sets 

in Tijuana, the company decided to explore new business opportunities, and in 2014 launched 

Lagoon, a new home furniture brand, created with plastic injection molding technology, 

imitating rattan and other traditional materials, but ensuring more resistance and durability 

for outdoors or difficult weather environments. In its first three years of operations, Lagoon 

opened five stores in Taiwan, with a large flagship store located in Tainan City. Similar to 

the production of its other brands, the design of Lagoon furniture is carried in Taiwan, also 

receiving influence from designers in Italy, but the manufacturing process is performed in its 

Tijuana plant, taking advantage of the advanced molding machinery in the Merrytech 

complex.  

This new stage in Merry Yard’s expansion could produce positive results in the 

bilateral trade in the long-run, considering a successful consolidation of Lagoon in the 

Taiwan market could bring a growth in Mexican exports to the island. This could also set a 

                                                           
470 The declarations made by Merry Yard International Group’s President, Peter Baoyou Liu, were collected 

during an interview in Milan, made in June, 2016, published in United Daily News. See Yujie Wu, “Dada guoji 

dongzuo Liu Baoyou de dongzheng jingjixue,” in Lianhe bao-United Daily News, June 12, 2016, online, 

http://money.udn.com/money/story/5612/1756133 
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precedent for other Taiwanese relationship enterprises to start producing in Mexico, not only 

as an export platform to the United States, but to also to Taiwan and other markets in the 

Asia-Pacific. Nonetheless, any success in rebalancing the bilateral trade, while increasing 

investments on both directions, would require an important change in the Mexican state 

policies, rethinking its integrationist approach, and taking a more leading position regarding 

public investments in infrastructure and in the promotion of local sources of R&D. 

 

 

6.3. Educational Services: The case of Wen Cheng 

 

As it was noted in a previous chapter, authorities in Taiwan became interested in the 

internationalization of their country’s service industry once the first steps towards economic 

liberalization became apparent. Observing the successful development of the service sector 

in the smaller NICs in Asia, namely Hong Kong and Singapore, the government in Taiwan 

started thinking ways to modernize the domestic sector, in order to make it more competitive 

internationally, while exploring the possibilities to turn Taiwan into an international 

destination for investors in that area, integrating its success in industrial and high-tech 

developments, with the gains derived from becoming a hub for financial services in East Asia. 

The main focus was in the financial service subsector, opening the banking and security 

exchange industries to more competition from domestic actors, while gradually allowing 

foreign participation, although in limited ways.471  

Nonetheless, after more than two decades of reforms, there have been mixed results in 

the government’s efforts to strengthen and modernize the sector. Singapore and Hong Kong 

remain a preferred destination for international corporations looking to make use of high-

quality financial services, and their stock markets are also among the strongest in Asia, with 

those in Shanghai and Shenzhen achieving a higher success than the one in Taipei. 

Nonetheless, Taiwanese private banks have positively expanded operations in other countries, 

not only in the East Asian region, but also having a visible presence in the Americas, Europe, 

South Africa, and Australia, either through partnerships with other local providers, or 

opening branches in third markets. Among the banks with a stronger international presence, 

                                                           
471 Li-min Hsueh, Chen-kuo Hsu, & Dwight H. Perkins, op. cit., 75-80. 
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we can find Mega International Commercial Bank, Cathay United Bank, Chang Hwa Bank, 

and the Chinatrust Commercial Bank (CTBC), among others.472 

Other subsectors in the service industry also received some government support since 

the 1980s, though mainly through moderate interventionist instruments, including a 

facilitating role and a promoter of the absorption of better technologies and practices from 

abroad. In the educational field, the longstanding cultural interest in education, not only from 

the government but the population in general, made institutions of higher education to 

proliferate in the country during the past three decades. In fact, the educational subsector was 

one of the main interested in economic integration with China, since it was seen as a good 

opportunity to attract students from the mainland to pursue their degrees in Taiwanese 

institutions, under a more liberal environment, hence closing the gap between the increasing 

number of private universities and the decreasing and aging population in the island. 

Similarly, many Taiwanese companies and individual entrepreneurs began to see the growing 

opportunities abroad, related to the interest in learning more about the Chinese culture and 

language, derived from the spectacular economic growth of China and its emerging power in 

the world economy and the international system. 

Among that group of entrepreneurs was Yang Ruihuan, who after spending a few years 

in the United States and the Americas, she finally settled in Mexico more than ten years ago, 

investing in the country to create a Chinese language school in the city of Toluca, 53 km west 

from Mexico City, in April, 2007.473 The timing was ideal, since one year earlier the Chinese 

government had encouraged the opening of the first Confucius Institute in Latin America, 

right in the center of the Mexican capital. The latter was established as a joint venture with 

the Huaxia Chinese Culture Institute, which operated in Mexico since 1999. The model 

followed by Huaxia consisted in offering Chinese Mandarin courses to private and public 

schools, from all levels, in Mexico City, through the provision of trained professors, all of 

them native speakers; as well as offering courses to the general public within their own 

                                                           
472 For a summary of the evolution of the banking industry in Taiwan, see Chih-Chieh Chen, Patricia Fosh, & 

Deborah Foster, “Gender Differences in Perceptions of Organizational Cultures in the Banking Industry in 

Taiwan,” in Journal of Industrial Relations, 50:1 (February 2008), 140-141.   
473 Most of the information contained in the following paragraphs, concerning the story of Wen Cheng, was 

obtained from a conversation with Ruihuan Yang, Director of the Institute, on November, 2016, at the latter’s 

headquarters, in Metepec, Mexico. 
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facilities.474 The partnership with Hanban, and the establishment of the Confucius Institute, 

allowed Huaxia to have access to more material and human resources, while advancing the 

goals of promoting the Chinese culture and increasing the Chinese soft power, as desired by 

the authorities in the mainland.  

Finding some difficulties during its first years of operation, the Chinese Language 

Center opened by Mrs. Yang was moved in 2010 to neighboring Metepec, also within the 

Toluca Metropolitan Area, under the name Wen Cheng Chinese Culture and Language 

Center. The Wen Cheng model was moderately similar to that of Huaxia, offering Chinese 

Mandarin courses to educational institutions in Toluca and nearby locations, as well as 

teaching courses within its own facilities. Nonetheless, different from the latter, Wen Cheng 

operates fully as a private institution, lacking the enormous support given to the Confucius 

institutes around the world by Hanban and the Chinese government. At the same time, 

different from the controversies that tend to surround the Confucius Institutes in many 

countries, including the use of teaching materials sanctioned by officials from the Chinese 

Communist Party, Wen Cheng has been successful in printing its own materials, succeeding 

in registering them as a trademark and part of the school’s intellectual property. 

However, despite being a private institution, Wen Cheng still maintains a close 

working relationship with the Taipei Economic and Cultural Representative Office in Mexico 

City. In its description, the school keeps the goal of promoting the Chinese culture and 

language, as experienced in Taiwan, admitting its role in advancing the island’s soft power 

abroad, as well as increasing its international space, through the teaching of the Taiwan 

society’s modernizing views and costumes to other people.475 Similarly, the school is the 

only center authorized in Mexico to apply the Test of Chinese as a Foreign Language 

(TOCFL), formerly known as the Chinese Mandarin Test of Proficiency (TOP), which is the 

official certificate given by the authorities in Taiwan, and competes internationally with the 

famous Hanyu Shuiping Kaoshi (HSK), granted by the government in Beijing. Besides, as a 

way to enlarge its enrolled students, as well as its customer base, Wen Cheng offers other 

                                                           
474 To know more about the story behind the creation of the Huaxia Chinese Culture Institute and the first 

Confucius Institute in Mexico, see: Huaxia, “Xuexiao Jianjie,” in Moxige Huaxia Zhongguo wenhua xueyuan, 

October 8, 2013, online, http://www.huaxiamx.com/read.asp?idd=201310080032592558 
475 OCAC, “Moxige guo Wen Cheng huayu jiaoyu zhongxin gandeng shique shenqingbiao,” in Overseas 

Community Affairs Council of the Republic of China (Taiwan) official website, 2017, online, 

http://www.ocac.gov.tw/OCAC/File/Attach/416226/File_71863.pdf 
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educational experiences, such as a Summer Camp in Taiwan, and serves as an important 

platform for students willing to go to Taiwan to continue their studies in Mandarin through 

scholarships offered by the Taipei representative office in Mexico, sponsored by the ROC 

Ministry of Education (MOE) or the Ministry of Foreign Affairs (MOFA).476 

During its first ten years of operations, Wen Cheng has relied in young professors 

obtaining their degrees from different universities in Taiwan, specifically trained to teach 

Mandarin as a foreign language, and eager to begin their careers abroad, acquiring 

international experience and broaden their worldviews. At the same time, Toluca has proved 

to be a strategic location for the school, considering the proximity to the Autonomous 

University of the State of Mexico (UAEM), which has built a strong partnering relationship 

with Tamkang University in Tamsui. Some of the Taiwanese students going to the UAEM 

for academic exchange, also tend to cooperate with Wen Cheng, as tutors or part time 

professors. Offering its Taiwanese employees lodging and transportation facilities, Wen 

Cheng is seen as a safe option for young people aiming to gain working experience in a 

foreign land. Similarly, since most of the students attending the courses offered by the school 

are children and teenagers, it is seen as a good opportunity for many of the professors to see 

the country through different eyes. 

Considering the increasing resources and rising power of China, it is very difficult for 

Wen Cheng to compete directly with Hanban, which has established Confucius Institutes in 

the Autonomous University of Chihuahua (UACH), in the Autonomous University of Nuevo 

León (UANL), in the Autonomous University of Yucatán (UADY), and in the National 

Autonomous University of Mexico (UNAM), for a total of five institutes in the country.477 

Besides, considering the current state of cross-strait relations, the invisible obstacles for the 

expansion of Wen Cheng could increase in the foreseeable future. Nonetheless, the school 

has managed to increase its presence in the Toluca area and its surroundings, signing more 

teaching agreements with prestigious local elementary and secondary private schools, as well 

                                                           
476  For more data on the current situation of the institute, go to Wen Cheng’s official website, 

http://www.wencheng.com.mx/nosotros/ 
477  For the exact locations of the different branches of the Confucius Institute in Mexico, see: Hanban, 

“Confucius Institutes and Confucius Classrooms around the World,” 2017, online, 

http://www.hanban.org/confuciusinstitutes/node_10961.htm 
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as with public technical and vocational high schools.478 The structure of those agreements 

allows Wen Cheng to prepare students for up to three years, making sure that their training 

in Chinese Mandarin language be consistent, emphasizing different areas, such as listening, 

writing, reading, and pronunciation skills. At the same time, the success the school has 

experienced in Toluca has prompted Yang Ruihuan and her aids to explore the possibility to 

expand their operations to other parts of the country, starting with Guadalajara, in Western 

Mexico.  

Being a private institution, with limited support from the authorities in both countries, 

Wen Cheng has been able to develop a sustainable business model, taking advantage of the 

increasing interest in Mexico to learn Mandarin as a second language, particularly among the 

middle class households who want to offer their children better tools to compete in the future. 

The school stands as one of the very few examples of Taiwanese entrepreneurs investing in 

Mexico in the service sectors. With China becoming the largest economy in the world, and 

its companies going global through initiatives like One Belt, One Road (OBOR), it is 

expected for Mandarin to become a more important language in world business and political 

negotiations, hence motivating more Taiwanese companies to emulate the example of Wen 

Cheng, investing in Mexico to create more alternatives for learning the Chinese language.  

 

 

6.4. Concluding remarks 

 

This chapter has presented different cases of Taiwanese firms and entrepreneurs investing in 

Mexico, highlighting their motivations, and identifying some of the similarities and 

differences in purposes and results. Having strengthened from the industrial policies followed 

by the government in Taiwan since the 1960s, and particularly since the deepening of the 

independent approach in the 1980s, many companies in different sectors decided to relocate 

and expand part of their operations in Mainland China, as a way to remain competitive 

internationally, while deepening their connection with larger multinational corporations, 

                                                           
478 Ministry of Foreign Affairs of the Republic of China in Taiwan (MOFA), “Zhu Moxige Liao daibiao Shijie 

jianzheng Wen Cheng huayu jiaoyu zhongxin yu Moguo EDUCARE zhongxin xiaoxue jianshu huayu jiaoxue 

hezuo xieyi,” in Gongzhong waijiao xiediaohui, January 5, 2017, online, 

http://www.mofa.gov.tw/News_Content.aspx?n=BD3B450373053909&s=67E85887D4A27F09 
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hence contributing to the development of effective regional productions and supply chains 

on both sides of the Taiwan Strait. 479  After the Mexican government intensified its 

integrationist approach, liberalizing its foreign trade, and negotiating a FTA with the United 

States and Canada, ensuring free access to the world’s most powerful consumer market and 

immediate geographic proximity, many MNEs began to outsource operations there, hence 

becoming an export platform to North American markets.  

Afraid to lose customers to other competitors in Mexico, some Taiwanese relationship 

enterprises, particularly successful OEMs, began to nurture the idea of opening locations in 

the country, following the demands of customers who wanted to be closer to their larger 

markets. That was the case of Pou Chen, who in the pursuit of becoming the largest 

manufacturer of sports and casual footwear and apparel in the world, invested in Tijuana, 

following the demands of important partners, such as Nike and North Face. After decades of 

manufacturing for globally renowned brands, growing strong through the government’s 

policies regarding the textile and apparel industries in the island, Pou Chen expanded 

operations in Mexico as a way to maintain its efficiency levels and increase its orders from 

its largest consumer firms in the United States.  

The same has been the case of companies in the industry of electronic products, which 

developed successfully throughout the 1980s and 1990s in Taiwan, boosting the creation of 

many relationship enterprises, specialized in the provision of components and parts for the 

manufacturing of high technology-intensive goods. Similar to Pou Chen, TPV invested in 

Mexico, after expanding its customers’ base, becoming one of the largest manufacturers of 

TV sets and monitors in the world, under its own trademarks, as well as for other global 

brands. However, the case of TPV also illustrates how for the case of electronic goods, many 

Taiwanese companies have been following the path previously traced by Japanese 

corporations, hence being motivated by strategic assets-seeking factors. The Taiwanese TV 

sets manufacturer arrived to Tijuana once the large Japanese investors were retreating, after 

years developing infrastructure and communication channels in the Tijuana region, turning 

it into the largest exporter of TV sets. Being able to offer better prices and similar quality, 

Taiwanese companies began filling the gaps left by Japanese conglomerates who were under 

                                                           
479 David S. Hong, et al., “Study on Korean and Taiwanese Investment Patterns in China,” Joint Research 

Project by Taiwan Institute of Economic Research and Samsung Economic Research Institute, 2007, online, 

http://english.tier.org.tw/pub01.pdf 
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heavy pressure and a process of restructuring. The recent case of Sharp, acquired by 

Taiwanese Foxconn is very illustrative of this trend.480 

Similarly, as Foxconn expanded operations in Mexico, with two large plants in the state 

of Chihuahua, one of its subsidiaries followed suit, investing in Tijuana to provide plastic 

mold injection parts and components to the maquiladoras and factories in the region. 

Mounting in the thriving industries in the US-Mexico border, including the assembly of TV 

sets, computers, cellphones, and cars, Eson-Multiwin has been successful in providing inputs 

to other multinational and Mexican firms. Similar to other cases, Eson originally located in 

Tijuana, following customers’ needs, but expanding rapidly after following an aggressive 

strategy to offer good prices and high quality products. Nonetheless, each of its plants in 

Mexico presents a different story, with Multiwin, dedicated to the assembly of TV sets, still 

dependent on suppliers from Asia; and Eson, specialized in the automotive industry, and 

closely cooperating with Tesla, has effectively inserted itself in the North American regional 

supply chain. Those stories are echoes of the difference in approach the Mexican government 

has followed regarding the auto-making industry and other important industries in the 

country.  

Different from those cases, the Merry Yard Group has based part of its international 

success in its investments in Mexico, consolidating its own brands, particularly Mytek, being 

able to cover 60% of the Mexican market, and 30% of the US market, while being a pioneer 

company in producing home furniture in Mexico and export them to Taiwan, under its own 

brand, Lagoon. In this regard, Merry Yard is the most important case of Taiwanese ouward 

FDI in Mexico motivated by market access-seeking factors, contrasting with the other 

relationship enterprises more interested in efficiency-seeking and strategic assets-seeking. 

On the other hand, the case of Wen Cheng presents a different type of interest in Mexico, 

based on the need to increase the visibility of the Chinese language and culture, as 

experienced in Taiwan, increasing the chances for bilateral cultural and educational 

exchanges, and benefiting from the growing interest of Mexicans to study Mandarin, hence 

advancing the chances of future trade and investment relations between the countries. 

                                                           
480 Takashi Mochizuki, “Taiwan’s Foxconn Completes Acquisition of Sharp,” in The Wall Street Journal, 

August 13, 2016, online, https://www.wsj.com/articles/taiwans-foxconn-completes-deal-to-acquire-sharp-

1470994207; Kana Inagaki, “Foxconn’s Sharp acquisition poses test for its Toshiba plans,” in Financial Times, 

March 14, 2017, online, https://www.ft.com/content/18d4c2c2-0879-11e7-ac5a-903b21361b43 
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Finally, the Merry Yard’s experience can potentially be replicated by other Taiwanese 

relationship companies; nonetheless, many of them still look at Mexico as a simple export 

platform to the United States, and a complementary part of its internationalization process, 

mainly focusing in its expansion to Mainland China and Southeast Asia. All the cases of 

industrial conglomerates presented in this chapter has a presence in China and/or other 

Southeast Asian countries, particularly Cambodia, Malaysia, and Vietnam. Considering 

geographical and cultural proximity, as observed in the previous chapter, it is understandable 

that Taiwanese relationship companies prefer those destinations. Besides, the Southbound 

Policy of the current government in Taiwan is also expected to increase the investment plans 

in South and Southeast Asia for the foreseeable future.481  Nonetheless, in case that the 

NAFTA renegotiation process results in an increasing demand to develop and strengthen the 

North American regional production and supply chains, it could be expected an even further 

interest from the Taiwanese relationship enterprises to invest in Mexico, finally contributing 

to a more balanced bilateral trade, while becoming more competitive in the US market. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
481 Bonnie S. Glaser, Matthew P. Funaiole, & Emily Jin, “Unpacking Tsai Ing-wen’s New Southbound Policy,” 

in The Diplomat, April 1, 2017, online, http://thediplomat.com/2017/04/unpacking-tsai-ing-wens-new-

southbound-policy/ 
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Chapter 7. Conclusions 

 

 

This research has sought to understand the causes and patterns of Taiwanese investments and 

trade relations with Mexico, emphasizing how they are the result of the difference in 

approach followed by each country during their industrialization process, as well as their 

distinctive responses to challenges posed by globalization and neoliberalism. As it was 

observed in the first chapters of the study, the industrialization of Taiwan was influenced by 

historical developments, which made it different from other countries in Southeast Asia, as 

well as closer to the NICs in East Asia. After being originally incorporated into the World 

Economy as a Dutch monoculture, reliant solely on the production and export of sugar, 

Formosa was saved from following the colonial fate of neighboring countries to the south 

when the Zhengs arrived to the island, and it was later incorporated into the Qing Empire.482 

The Chinese settlers introduced the production of different crops, using Taiwan as a new 

frontier, providing sugar, rice, tea, and camphor to the rest of empire, although the efforts to 

develop industries in the late 19th century also obeyed the needs to defend the Qing from 

further foreign interventions, meaning that there was not a sustained effort to create anything 

similar to a developmental state.  

The change of control to Japanese hands was a major critical juncture in Taiwanese 

late industrialization, with the new imperial masters setting the institutional base for the 

development of new industries, with a strict control of the state in strategic areas of the 

economy, including banking and state monopolies, making the island self-sufficient and 

supplier of raw materials for the Metropolis. After WWII, the Chinese Nationalist regime in 

the island took advantage of the institutional design left by the Japanese, as well as from the 

advice received by American allies, advancing the idea of a developmental state, with a tight 

control on finances, and interventionist policies aimed at a rapid industrialization and 

modernization of the country, closely related to the perceived security threats and the chaotic 

situation across the Taiwan Strait. Being a country with a limited territory and relatively 

small population, import-substituting measures were soon replaced, once the domestic 

                                                           
482 Kenneth Pomeranz, The Great Divergence: China, Europe, and the Making of the Modern World 

Economy. (Princeton, NJ: Princeton University Press, 2000), 120-125. 
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market became saturated, and the US government was announcing the end to its aid 

program.483 Hence, the state turned to export-oriented growth policies, changing its views 

towards foreign direct investments, but maintaining interventionist policies to encourage 

technology transfer and a sustained access to foreign markets.  

The state control of finances and capital became a strategic component for the success 

of its policies, allowing the government to upgrade industrial development, encouraging the 

creation of domestic companies in heavy industries. Nonetheless, the oil shocks from the 

1970s also represented important critical junctures that moved the state to change track, 

abandoning the emphasis on heavy industry to promote the development of indigenous 

sources of technology and innovation, prioritizing those industries where knowledge-based 

assets could be obtained. 484  Globalization and the external and domestic pressures to 

liberalize the economy, were responded by the state based on its strong position vis-à-vis the 

rest of actors outside and within the country. The state abandoned the more interventionist 

policies of past decades, but still became a leading actor in the development of technology-

intensive industries, providing funds and coordination strategies between the government, 

the domestic private sector, and foreign investors. Eventually, the role of foreign investors 

was decreased, with the state encouraging domestic firms to take a dominant position within 

those sectors, while gradually advancing its plans to privatized state-owned firms.485  

Those policies were seen as an important cause of Taiwan avoiding the negative effects 

of the 1997 Asian financial crisis, although they were later criticized for failing to offer higher 

growth rates during the first years of the 21st century. 486  Nonetheless, institutional 

development in Taiwan, marked by path dependence and critical junctures, characterized by 

a high appreciation of state intervention in the economy, not deliberately but strategically, 

and an independent approach towards industrialization and globalization, have proved 

successful in leading the country to an advantageous position in the World Economy, 

                                                           
483 Ichiro Numazaki, “The Export-Oriented Industrialization of Pacific Rim Nations and Their Presence in the 

Global Market,” in Eun Mee Kim (ed.), The Four Asian Tigers: Economic Development and the Global 

Political Economy. (Bingley: Emerald Group, 2007), 61-89. 

Jichang Zhao, Meiyuan de yunyong. (Taipei: Lianjing Publishing, 1987). 
484 Megan J. Greene, The Origins of the Developmental State in Taiwan: Science Policy and the Quest for 

Modernization. (Cambridge, MA: Harvard University Press, 2008). 
485 Agnes Syu, From Economic Miracle to Privatization Success: Initial Stages of the Privatization Process in 

Two SOEs on Taiwan. (Lanham: University Press of America, 1995). 
486 Yu-shan Wu, “Taiwan’s Developmental State: After the Economic and Political Turmoil,” in Asian Survey, 

47, no. 6 (November/December 2007): 977-1001. 
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becoming an important player in technology-intensive industries, hence defining its role in 

its investment and trade relation with Mexico, who rather followed an integrationist approach. 

Different from Taiwan, Mexico was incorporated into the World Economy as the most 

important colonial possession of Spain, then known as the Kingdom of New Spain, and for 

more than three hundred years provided silver and other minerals to the rest of the world, 

including Asia, where the Mexican silver peso remained official currency until the late 19th 

century.487 The War of Independence left a new country unable to create strong institutions, 

heavily dependent on external debt and tainted by domestic turmoil and foreign interventions, 

hence making it impossible for early industrialization efforts, like that of the Banco del Avío, 

to render positive results.488 The economic stabilization and first sustained industrialization 

achievements during the dictatorship of Porfirio Díaz, were also characterized by economic 

concentration in a few hands, and an important role of foreign capital, that later created 

further problems, resulting in a rearrangement of interests throughout the years of the 

Mexican Revolution. The result of the revolution was a weakening of the earlier capitalist 

class, and a corporatization of labor and peasant movements under the leadership of a new 

dominant political party, providing the state with an autonomous position for the first time 

during the country’s years of independent life.489 

This autonomy was used by the state to finally create developmental institutions, 

influenced by the Keynesian views of the era, setting the motion of an industrialization 

process through import-substituting policies, taking advantage of the vast territory and 

increasing population of the country. The government made use of fiscal and monetary 

instruments, mainly offering important incentives to domestic industrialists and protecting 

the domestic market from foreign competitors, through the imposition of high tariffs and non-

tariff barriers, and the granting of import licenses. Nonetheless, different from Taiwan, the 

Mexican state found it difficult to impose tight controls over capital, allowing the existence 

of a less constrained and underdeveloped domestic banking industry. Sharing a large and 

porous border with the largest capitalist power in the world, it was challenging for the 

                                                           
487 John McCaster, “Aventuras asiáticas del peso mexicano,” in Historia Mexicana, 8:3 (Jan.-Mar., 1959), 372-

399. 
488 Robert Potash, El Banco del Avío en México. (Mexico City: Fondo de Cultura Económica, 1959). 
489 John Minns, The Politics of Developmentalism: The Midas State of Mexico, South Korea and Taiwan. (New 

York: Palgrave-Macmillan, 2006), 67-74. 
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Mexican government to control capital, since any measure considered abusive by the 

industrialists and businessmen would result in a massive flight of capital across the border. 

Similarly, a harder protectionist stance could backfire, meaning a rapid growth of the black 

market, with counterfeited goods pouring into Mexico from the United States.  

Therefore, the burden represented by the shared border with the US was always 

considered when elaborating policies aimed at the industrialization of the country. In this 

sense, it was also challenging for the state to effectively increase the tax obligations on firms 

and private citizens, making the state to continue the path of dependence on foreign capital. 

The situation was carefully managed throughout the 1950s and 1960s, with the maintenance 

of macroeconomic stability; nonetheless, the 1970s represented a change in track, with the 

state becoming more interventionist, but failing to create more domestic sources of income, 

while starting to be isolated from the other social groups, particularly the capitalist class. Two 

severe financial crisis, in 1976 and 1982, marked by the state failed efforts to produce 

macroeconomic certainty, ended up in heavy capital flight and a highly indebted country. 

The vulnerability of Mexico resulted in the arrival of technocrats convinced of the idea of 

the dismantlement of large parts of the developmental state as the only solution to the 

governments many economic problems. 

The 1980s represented a change of track, with the state deepening its integrationist 

approach, recognizing, and sometimes exaggerating, the weakness and limitations of the state 

institutions to positively intervene in the economy. The economy was rapidly liberalized, 

with the abandonment of protectionist policies, privatization of large sectors of the economy, 

and the welcoming of foreign investments. FDI was thought as one of the major engines of 

economic growths, and its influence was considered to be extremely beneficial, through the 

adoption by the domestic firms of better practices from the successful multinational 

corporations, and the acquisition of technology from those foreign sources.490 Technology 

transfer was assumed to be automatic, with a minimum required effort by the state, hence 

thinking unnecessary the kind of policies that independent approach-minded states, like 

Taiwan, were encouraging. The shared border with the United States, once viewed as a heavy 

                                                           
490 Alice Amsden, The Rise of the Rest: Challenges to the West from the Late-Industrializing Economies. (New 

York: Oxford University Press, 2001), 274-283. 
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burden, was now to be seen as a blessing, through the integration of Mexico to the North 

American regional economy. 

NAFTA represented the highest point in the Mexico’s integrationist approach, seen as 

the most important step in the attraction of FDI and the upgrading of the industrial 

development in the country. The cities across the border soon became important industrial 

centers, and important manufacturers and exporters of electronic goods, home appliances, 

cars, and other technology-intensive goods. Nonetheless, there was a major flaw in this 

strategy, closely related to the difference in approach observed by Mexico and the countries 

across the Pacific Ocean, including Taiwan. The independent approach followed by Taiwan 

and other East Asian NICs, coincided with a time of leading Japanese firms spreading their 

knowledge across Asia, which later resulted in the creation of highly competitive regional 

integrated production and supply chains.491  Taiwanese companies investing in mainland 

China also contributed to the strengthening of those supply chains, hence making it easier for 

those companies to use their long-time supplying partners, once they decided to invest and 

start operations in Mexico.  

The 1980s economic and financial crises intensely weakened the country’s industry 

position and the development and strengthening of domestic financial markets, making it 

difficult for indigenous firms to modernize their plants, let alone to expand their existing 

capacities. Therefore, when Asian investors arrived to the country, motivated by efficiency-

seeking factors and allured by the promise of direct access to the US market and the use of 

Mexican cheap labor, they realized about the lack of well-developed production and supply 

chains, hence turning to their partners in mainland China and other countries, importing parts 

and components to be used in their facilities in Mexico. The stabilization of the Mexican 

economy in the following decades was combined with the arrival of multinational 

corporations, making it very hard for the local industrialists to compete with foreign firms.492 

The level of industrialization in the country could be maintained, and even increased; 

however, it was becoming easier to make reference to industry in Mexico, rather than making 

use of the term Mexican indigenous industry.  

                                                           
491 Gary Gereffi, “Commodity Chains and Regional Divisions of Labor in East Asia,” in Eun Mee Kim (ed.), 

The Four Asian Tigers: Economic Development and the Global Political Economy. (Bingley: Emerald Group, 

2007), 94-124. 
492  
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After NAFTA, Mexico became an attractive destination for Taiwanese investments, 

which saw the country as an export platform to North America, mainly the United States; but 

at the same time, due to the Mexican government’s integrationist approach and its 

unwillingness or inability to develop efficient financial markets, and therefore to encourage 

the creation of integrated domestic supply chains and indigenous sources of technology and 

innovation, it caused an unbalanced bilateral trade relationship. Mexico possess a significant 

trade deficit with the countries in the Asia-Pacific, largely mainland China, being Taiwan the 

country with the most unfavorable bilateral trade in terms of imports as percentage of exports. 

Next, I summarize the main findings of this research, and proceed to identify what are the 

challenges lying ahead in the study of the investments and trade relations between Taiwan 

and Mexico. 

 

 

7.1. Empirical findings 

 

This thesis has found important elements that help in identifying the main patterns behind 

investments made in Mexico by Taiwanese firms during the past two decades, as well as its 

influence over the trade relations between both economies. After studying the origins and 

development of the so-called Taiwanese relationship enterprises, understood as the groups 

formed by parent companies, linked to a web of small and medium enterprises through the 

outsource of operations, or the consumption of components or parts used in the 

manufacturing process, it was possible to understand their importance in the formation of 

regional supply chains, once many of them began operations in Mainland China as a way to 

remain competitive internationally. 493  Political and strategic considerations have been 

offered as the main reasons behind the Taiwanese model of a few dominant state-owned 

companies, combined with a myriad of privately-owned SMEs, specialized in the production 

                                                           
493 Chia-Ho Ching, “Software Industry: Integrating with the Global Networks,” in Reginald Yin-Wang Kwok 

(ed.), The Second Great Transformation: Taiwanese Industrialization in the 1980s-2000s. (Taipei: Chengchi 

University Press, 2011), 181-209; Douglas Fuller, “Moving Along the Electronics Value Chain: Taiwan in the 

Global Economy,” in Suzanne Berger, & Richard K. Lester (eds.), Global Taiwan: Building Competitive 

Strengths in a New International Economy. (Armonk: M.E. Sharpe, 2005), 137-166. 
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of parts or components, and later turning into original equipment manufacturers, partnering 

with large corporations and multinationals based in Japan and the United States.  

It was after some of those large brands began to develop an interest in moving 

operations to Mexico, that Taiwanese relationship companies followed suit, starting to invest 

in the country, aiming to maintain and enlarge the orders coming from their main customers, 

hence seeking to remain competitive and efficient at the international level. The maquiladora 

model and its related institutions served as an important magnet for the attraction of 

Taiwanese OEMs and other relationship enterprises, through important programs offered by 

the Mexican government, such as IMMEX and PITEX, as presented in chapter four, where 

it is possible for companies to import parts and components free of tax and duties, as long as 

they are used in final goods which are to be exported.494 Those programs, combined with the 

free access to the US market, made possible the arrival of Taiwanese investors, particularly 

those who were interested in increasing their presence in the North American region.  

Trying to answer the question of why accumulated investments from Taiwan in Mexico 

have surpassed those coming from mainland China, despite the latter becoming one of the 

largest sources of FDI in Latin America during the past decade, it is important to note the 

influence of the industrial development and independent approach followed by the state in 

the island. Different from the mainland Chinese investments in the region, which in spite of 

being more diversified, still concentrate in sectors related to raw materials and infrastructure 

projects, Taiwanese investments in Mexico are highly concentrated in the manufacturing 

sector, and particularly in the electronic goods industry, mostly for the production of 

computers and communication devices. In this regard, while Taiwanese outward FDI in 

Mexico is mostly motivated by efficiency-seeking factors, the mainland Chinese outward 

FDI in the country, as well as in the rest of Latin America, is mainly motivated by natural-

resources seeking, market access-seeking, and to a lesser extent, by strategic assets-seeking 

elements. 

When overlapping those numbers with the investments by destination within the 

country, we can also see that Chihuahua and Jalisco are the most preferred states by 

Taiwanese investors, which confirms the pattern of the prevalence of the electronics industry, 

                                                           
494  Kevin P. Gallagher & Lyuba Zarsky, The Enclave Economy: Foreign Investment and Sustainable 

Development in Mexico’s Silicon Valley. (Cambridge, MA: The MIT Press, 2007). 
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and gives a special significance to the investments made by Foxconn, who operates two large 

plants in Ciudad Juárez, for the assembly of that type of products, as well as its subsidiaries 

and partnering companies there and in other parts of Mexico. Other relevant manufacturing 

industries include the making of screens, used in the assembly of TV sets and computer 

monitors; auto-parts; and, the more traditional industries of textiles and apparel.  

As it was noted in chapter 6, it is possible to identify the difference in motivations to 

invest in Mexico by the largest Taiwanese conglomerates with a presence in the country. 

Despite most of them are interested in using the country as an export platform to the markets 

in the United States, there are particular differences for each case. The cases analyzed in that 

chapter, show that most of them considered Mexico as a complementary part of their plans 

to remain competitive internationally (efficiency-seeking motivations), with the largest part 

of their strategy focusing in their expansion in Mainland China and Southeast Asia first. 

Nonetheless, some of them, like the case of TPV, maker of TV sets for its own and other 

brands, arrived to Tijuana following the trace left by Japanese manufacturers, inserting itself 

into the local value chain once the Japanese competitors were focusing in other activities, 

while transferring their existing plants to Taiwanese and Korean associates or competitors 

(strategic assets-seeking motivations). Others, like Eson-Multiwin and Pou Chen, arrived to 

Mexico following the demand of some of their largest customers, who needed their suppliers 

to be closer to the final market, in order to better track changes in trend and maintain an 

uninterrupted flow of communication.  

For some companies, like Pou Chen, operations in Mexico remain very small, almost 

symbolic, when compared to the billions of dollars in profits they obtain each year from their 

plants in Asia, where they carry most of their businesses. However, there is a growing number 

of companies that are obtaining important gains from their investments in Mexico, like Eson-

Multiwin, who has become one of the key players in Tesla’s long-term plans in the production 

of electric cars.  On the other hand, we have the special case of Merry Yard, which is the 

only Taiwanese conglomerate whose operations in Mexico are not complementary to those 

in Mainland China. Through its subsidiary in Mexico, Merry Tech, the Taiwanese 

conglomerate has been able to produce for the Mexican market in local soil, while also 

exporting to the United States and Latin America (market-seeking motivations). Besides, 

taking advantage of the constant expansion of capacity in its Tijuana plant, the company has 
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started to produce furniture for the Taiwanese market, through its own brand, Lagoon, 

making it a special case where a company from Taiwan produce goods in Mexico and export 

them back to the island.  

The investments made by Taiwanese corporations in Mexico reflect the kind of 

industrialization process experienced by the island, through the predominance of relationship 

enterprises, composed by several SMEs, as well as a marked emphasis in the creation of 

technology, and particularly targeting specific industries, like the computer making, 

particularly the design and production of semiconductors, and other important intermediate 

process, like those involving metal and plastic injection, for the production of parts and 

components. Similarly, the case of Wen Cheng was included to remind the reader about the 

numerous challenges some entrepreneurs from Taiwan have to think about when investing 

abroad, trying to take advantage of the rise of China and the interest it arises among people 

all over the world, while also trying to contribute to the maintenance and expansion of the 

Taiwan’s international space. Being the second largest economy in Latin America, and one 

of the largest in the world, Mexico represents an important player for Taiwanese businessmen 

who are interested in the internationalization of their firms beyond the East Asia region.  

 

 

7.2. Theoretical contributions 

 

The previous findings confirm the main hypotheses presented in the study, noting how 

through an independent approach, the state in Taiwan was able to boost the creation and to 

strengthen domestic capabilities and national firms, particularly focusing in those that served 

in the production of knowledge-based assets. The Taiwanese manufacturers, becoming 

competitive in the production of certain technologies and mastering high-skilled production 

stages, such as the metal and plastic injection, were able to expand their operations, becoming 

important actors in the development of regional supply chains. Conversely, the integrationist 

approach followed by the Mexican state, focusing in the attraction of foreign investment and 

the acquisition of technology from abroad as a way to make local industries more competitive, 

resulted in a great opportunity for Taiwanese companies, as well as those from other NICs 

and developed countries, to expand operations in Mexico, using it as an export platform to 
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the United States through efficiency-seeking motivations, as noted in the FDI eclectic 

paradigm.  

As mentioned before, the neoliberal policies followed in Mexico after the 1982 crisis, 

particularly the failure to develop efficient and mature financial markets, made it difficult for 

indigenous firms to expand and modernize, putting them in a weak position vis-à-vis the new 

international players arriving to the country to invest in the existing industries. The 

integrationist approach made it impossible for the state to promote the creation of locally and 

regionally integrated production and supply chains, except for a few industries, like auto-

making and auto-parts; hence facilitating the imports of component and parts, as long as they 

were used in the production or assembly of export goods. For Taiwanese investors and others 

coming from the Asia-Pacific region, this meant it was easier for them to use the existing 

supply chains in East Asia, mostly mainland China, hence contributing to the massive trade 

deficit that Mexico presents with most of those economies. 

By retorting to Historical Institutionalism,495 it was possible to understand why it was 

possible for the state in Taiwan to follow and independent approach, through strong state 

institutions, with a large control over finances and a changing role in economic development, 

that nonetheless was always in favor of a positive intervention of the state in the economy, 

opposing an indiscriminate adoption of the liberal paradigm, while sometimes being closer 

to the mercantilist paradigm. In the same fashion, HI allows us to comprehend the 

impossibility of Mexico to follow an independent approach, hence opting for an integrationist 

one, due to its historical dependence on foreign capital, and the inability to develop more 

efficient institutions that could allow the state not only to collect more, but also to rethink the 

ways it could intervene in the economy to make it grow faster, while maintaining 

macroeconomic stability, and reducing poverty and income-gap, which have been constant 

issues for already many decades.  

Different from Taiwan, the sudden and indiscriminate embrace of the neoliberal 

paradigm in Mexico, despite changing the face of the country, was not built around a social 

consensus, hence making many politicians and intellectuals embattled with disappointment 

                                                           
495  Kathleen Thelen, “Historical Institutionalism in Comparative Politics,” in Annual Review of Political 

Science, 2, no. 1, (June 1999), 369-404; Peter A. Hall & Rosemary C.R. Taylor, “Political Science and the 

Three New Institutionalisms,” in Political Studies, 44, no. 4, (December 1996), 936-957. 
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in the economic performance of the past three decades.496 A new assessment of the role of 

the state in the economy in Mexico should be made, in order to understand the reasons behind 

the massive trade deficit the country holds against the industrialized and emerging countries 

in East Asia. Going back to protectionist policies, as politicians in other countries in the West 

have suggested, would not serve the purpose to build better relations between Mexico and 

those countries. Nonetheless, a more vocal role played by the state, through investment in 

infrastructures and coordinating policies between the private sector and education institutions, 

as well as a comprehensive reform of the financial markets, among others, could serve to the 

creation of regional production and supply chains in Mexico, and the Western Hemisphere, 

which eventually could serve to increase the Trans-Pacific trade, while helping in the 

rebalancing of bilateral trade between Mexico, the US, and the Asia-Pacific region. 

This study contributed to analyze how the different approaches followed by state 

institutions, both to industrialization and globalization, have a deep impact on how their 

bilateral investment and trade are carried. The independent and integrationist approaches, as 

first identified by Alice Amsden,497 and its combination with the FDI eclectic paradigm and 

the institutional factors affecting FDI, as well as its impact on bilateral trade, are all helpful 

concepts in the study of bilateral economic relations between newly industrializing 

economies, and in this case, between Taiwan and Mexico.  

Likewise, if we extend the analysis and observe the kind of responses to 

industrialization and globalization challenges developed by the PRC, it will also be possible 

to understand the latter’s investment and trade links with Mexico. By following a policy of 

industrial diversification, highly reliant on the import of raw materials, Mainland Chinese 

investments in Mexico tend to be much more diversified than those coming from Taiwan, 

but at a much smaller scale than those performed in the countries in South America. Besides, 

being direct competitors in the assembly and export of electronic goods and other 

manufactures, and Mainland China being the center of many regional supply chains, 

companies there do not regard Mexico as a necessary export platform, showing themselves 

more interested in the Mexican domestic market instead.  

                                                           
496 Juan C. Moreno-Brid & Jaime Ros, Development and Growth in the Mexican Economy: An Historical 

Perspective. (Oxford: Oxford University Press, 2009), 257-260. 
497 Alice Amsden, The Rise of the Rest, op. cit., 251-283.  
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Therefore, this research has contributed to the analysis of Taiwanese investment and 

trade relations with Mexico, making use of Historical Institutionalism, as well as other 

important conceptual tools such as developmental state and its responses to globalization, 

through an independent and integrationist approach. Similarly, the thesis contributes to 

illuminate how foreign direct investments made in one country can affect the bilateral trade 

between the receiving and the dispatching countries; as well as the current importance of 

regional and global production and supply chains, and the effects they have on the 

international and bilateral trade. A similar theoretical framework as the one used for this 

study, can be utilized to study trade and investments between Mexico and other NICs in East 

Asia, such as Japan, South Korea, and Singapore; or between Taiwan and other countries in 

Latin America that also followed an integrationist approach that evolved from previous 

developmental institutions, such as Brazil and Argentina.  

 

 

7.3. Future research and final remarks 

 

One of the main questions behind this study was to understand why Taiwanese accumulated 

investment in Mexico, during the past two decades, is much larger than the investment 

coming from mainland China. The question was valid, considering the numerous studies on 

Chinese investments in the developing world, and particularly in Africa and Latin America. 

During the past decade, mainland China became the largest trading partner for many 

countries outside the East Asia region, including many nations in South America. Similarly, 

the government in the Mainland has continuously announced multiple investment projects in 

South America, and has invited some of the largest countries in the region to join its new 

sponsored multilateral organizations, including the Asian Infrastructure Bank, which is one 

of the main pillars of the One Belt-One Road Initiative.498  

Nonetheless, in spite of the many analyses by specialists in China and/or Latin America, 

there is still little understanding of why Mexico, the second largest economy in the region, 

                                                           
498 Antonio C. Hsiang, & Fabricio A. Fonseca, “Los primeros cien días de Trump y las relaciones sino-

latinoamericanas,” in The Quarterly of Latin American Economy and Trade, 29 (June, 2017), 27-31; Xinhua, 

“China encourages businesses to invest in Brazil,” in China Daily, September 4, 2017, online, 

http://www.chinadaily.com.cn/bizchina/2017-09/04/content_31530502.htm 
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differs enormously from the rest of emerging economies in the southern part of the continent. 

Brazil, the largest power in Latin America, also had a developmental state and eventually 

pursued an integrationist approach. However, Brazil has received large sums of investments 

from China and presents a considerable surplus in its bilateral trade with both the Mainland 

and Taiwan. It is under these circumstances, that a comparison between the integrationist 

approaches followed by Brazil and Mexico could be in order, to better grasp the differences 

between both countries, as well as to understand the real significance the emergence of China 

had for the Brazilian economic expansion between 2003-2015. Similarly, Mexico’s 

economic integration with the United States, and its unhealthy dependence on its huge market, 

which nevertheless is struggling to grow at a faster speed, finds no similar development in 

Brazil. The South American giant integrated economically with its neighbors through 

Mercosur, and yet, integration between them has not run as deep, or has had a similarly 

profound significance, as NAFTA had for Mexico. 

The outcome of the NAFTA renegotiation, which started in August 2017, either 

resulting in its effective modernization or its indefinite termination, will also have an impact 

on the Mexican economy for decades to come. It will certainly affect the future investments 

made by Taiwan, and by companies from other countries in Asia and Europe. Therefore, 

NAFTA will remain an important subject of study, not only for Mexico’s economic history, 

but also for the impact this kind of agreements have on developing countries, and the type of 

FDI that can arrive after its implementation. Independent of the outcome, I consider the 

Mexican government should develop better alternatives to the high dependence of the 

country’s economy to the United States, as well as the importance to develop domestic supply 

chains and endorse the creation of national firms with the capacity to innovate and create 

knowledge-based assets. This kind of efforts will require a great social consensus, which 

seems to be very difficult to achieve under the current scenario of political uncertainty, rising 

public awareness of corruption, and the perception of mounting insecurity. Nonetheless, the 

present critical juncture could serve to place in the center of the public debate how the 

integrationist approach has contributed, if any, to solve the country’s historical problems of 

poverty and inequality. We can also think about better alternatives, finding a right balance 
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between market and state, recognizing their complementarities, the same way IPE scholars 

debating the different varieties of capitalism have been doing so far.499 

At the same time, the research question can be turned the other way around, asking 

why companies from mainland China have failed to invest in Mexico as heavily as in other 

parts of Latin America. A good research on the subject would explore, not only the different 

approaches and responses to globalization from both countries, but also other important 

considerations, such as geopolitics, and even socio-cultural constraints. A detailed study 

could include the degree Chinese corporations, both private and state-owned, are mindful to 

invest in Mexico’s natural resources, concerned about a possible backlash from the United 

States, hence effectively considering Mexico as the immediate backyard of the US, and an 

ally of its most important strategic competitor.  

Similarly, it would find ways to measure the perceptions among different strata in 

Mexican society and among Mexican politicians regarding China, and particularly mainland 

Chinese companies. Some scholars still argue that certain prejudice exists when Chinese 

firms compete to enter the Mexican market, or present plans of investment in the government, 

putting the example of the failed project to build the high-speed rail between Queretaro and 

Mexico City, or to develop the huge mall, Dragon Mart, in the Cancun area. All those 

elements need to be analyzed when trying to respond why accumulated investment from 

mainland China has been less than two thirds of the total Taiwanese investments during the 

last couple of decades. 

Finally, there is more to be known about trade and investment relations between 

Taiwan and Mexico. Further studies could elaborate more in the specific role of Foxconn and 

its subsidiaries, and how much of its investments in Mexico account for the total investments 

coming from the island. Similarly, it will be interested to note how the Foxconn’s planned 

investments in the United States will affect its operations in Mexico.500 As mentioned before, 

                                                           
499 Peter A. Hall, & Daniel W. Gingerich, “Varieties of Capitalism and Institutional Complementarities in the 

Political Economy: An Empirical Analysis,” in British Journal of Political Science, 39:3 (July 2009), 449-482; 

Andreas Nolke, & Arjan Vliegenthart, “Enlarging the varieties of capitalism: The emergence of Dependent 

Market Economies in East Central Europe,” in World Politics, 61:4 (2009), 670-702; Kathleen Thelen, 

“Varieties of Capitalism: Trajectories of Liberalization and the New Politics of Social Solidarity,” in Annual 

Review of Political Science, 12 (January 2012), 137-159. 
500 Nelson D. Schwartz, & Vindu Goel. 2017. “Foxconn Says It Plans to Build Factory in Wisconsin, Adding 

3,000 Jobs,” in The New York Times, July 26, 2017, online, 

https://www.nytimes.com/2017/07/26/business/foxconn-factory-wisconsin-jobs.html 
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the selected study cases in this thesis were located in Tijuana, mainly because it is the center 

of operations of Merry Yard, which is a case worth of study, considering it is the only 

Taiwanese conglomerate producing goods in Mexico for the island’s domestic market. 

Nonetheless, future studies in the subject should also include study cases from Ciudad Juárez, 

Chihuahua, and how it became the largest receptor of Taiwanese investments within Mexico, 

which is also related to the case of Foxconn. Ethnological and sociological studies can also 

be dedicated to understand how Taiwanese entrepreneurs in Mexico have adapted themselves 

to the country, and what are their perceptions of it, as well as the hosting society’s perception 

and attitudes towards them.501 It remains to be seen if accumulated investment from Taiwan 

surpass that from mainland China in the coming years; however, it is important to keep in 

mind the importance of Taiwanese outward FDI for many industries in Mexico, and how they 

have contributed to change the face of the Mexican economy during the last decades. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                           
501 This kind of study should be focused on those Taiwanese living in Mexico City or Guadalajara, since 

Taiwanese investors in bordering cities, like Tijuana and Ciudad Juárez, tend to live on the US side of the border, 

in San Diego, California, and El Paso, Texas, respectively. 
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APPENDIX I – Maps and Comparative Data of Mexico and Taiwan 
 
 

Figure A.1. Mexico and Taiwan Location in the Pacific Rim 

 
 

 
Source: Own elaboration, based on a map published by: mapa-maps.com.ar. 

 
 

Figure A.2. Map of Mexico 

 

 
Source: CIA World Factbook, 2016 

 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

305 

 

 
Figure A.3. Map of Taiwan 

 

 
Source: CIA World Factbook, 2016 
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Table A.1. Comparative Indicators Between Mexico, Taiwan and Other Emerging and Developed Economies, 2016 

 
 
 

 
Source: Data obtained from the CIA World Factbook, 2017. 

 
 

 

 

 Independent Approach Countries –  
East Asia 

Integrationist Approach Countries –  
Latin America 

Developed Countries 

 
Mainland China South Korea Taiwan Argentina Brazil Mexico Germany Japan United States 

Area 
9,596,960 sq km 99,720 sq km 35,980 sq km 2,780,400 sq km 8,515,770 sq km 1,964,375 sq km 357,022 sq km 377,915 sq km 9,833,517 sq km 

Population 
1,367,485,388 49,115,196 23,415,126 43,431,886 204,259,812 121,736,809 80,854,408 126,919,659 321,368,864 

GDP (USD 
nominal) $11.38 trillion $1.393 trillion $518.8 billion $578.7 billion $1.8 trillion $1.161 trillion $3.371 trillion $4.127 trillion $17.97 trillion 

GDP (USD-
PPP) $19.51 trillion $1.849 trillion $1.097 trillion $964.3 billion $3.166 trillion $2.22 trillion $3.842 trillion $4.658 trillion $17.97 trillion 

GDP per 
capita-PPP $14,300 $36,700 $47,500 $22,400 $15,800 $18,500 $47,400 $38,200 $56,300 

Int'l 
Reserves $3.217 trillion $368.5 billion $426 billion $28.22 billion $359.4 billion $204.1 billion $192.8 billion $1.261 trillion $130.1 billion 

External 
Debt 
USD 

$949.6 billion $409.1 billion $173.5 billion $147 billion $712.5 billion $424.1 billion $5.597 trillion $5.18 trillion $17.26 trillion 


