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DIAGNOSIS OF SMALL AND MEDIUM INDUSTRY IN MEXICO
L. Present Situation of SMIs in Mexico and Some Issues

1) General Characteristics of SMIs in Mexico

As of Feb., 1994, there are 122,502 industrial establishments in
Mexico according to SECOFL. This number is relatively smail
compared with Japan, which has more than 800,000 in 1993, and the
United States, which counts about 350,000 in 1990, The composition
of the establishments is that large industries {more than 250
employees) count 1.2%, medium industries (250-100 employees)
count 2.79%, smeall industries (100-15 employees) count 15.1%, and
micro industries (less than 15 employees) count 80.3%. The total
industries create about 3,200,000 employments, and each industrial
category contributes to the emiployment as such, large industries
50.2%, medium industries 15.89%, small industries 21.5%, and micro
industries 12.4%. On the other hand in Japan, the establishment
figure of SMIs (less than 300 employees) counts more than 99.5%,
and the employment share of SMIs is more than 70%. Thus, the -
importance of the of the SMls in Mexico is refatively less compared
with Japan, despite their establishment numbers are large. Other
characteristics of SMIs in Mexico, according to the general
observations are as follows :

1) Family business management style is conunon, particularly
in micro industries, and slow in adopting modern method of
management and in organizing cooperative groups,

- 2) Using old machines and obsolete technology due to the low
level practice of new investment and machine replacement,

3) Undeveloped vertical division of Jabor or subcontracting
system between large industiies and small manufacturers.

4) Dual structure has been developed within the SMis, such as

 small numbers of relatively large and modernized companies
connecting with foreign businesses, and large numbers of
small and micro family businesses with old technology and
machinery mainly dealing with local market .

The recent dynamic economic policy change towards the open
and free market economy, which caused a rapid increase of goods
importation as well as foreign investment in Mexico, created an
opportunity of business expansion for the active and competitive
~large businesses but also brought a severe conditions for the

refatively weaker and previously protected small businesses.
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2) Relatively Modern Industries in Mexico

This category of SMls include relatively large scale companies
which can apply the concept of subcontracting and supporting
industries. The industry covers such areas as auto-parts, electric and
electronics industry, plastics, chemical, metal mechanics, textle, and
etc. The supply companies for the Japanese companies are generally
included in this group.

This group of the industries are facing most seriously to the
competition of imported products, and must be sttuggling with
various problems, such as technology and productivity; investment
and financing; markeling; manpower recruitthent and training, etc.
There seem to be divergence within the companies, such as the ones
which can maintain the relation with large (foreign) companies and
improving their competitiveness, while the others which cannot
compete with the imported goods and are losing their matket share,

3) Local Small and Micro_Industries in Mexico

Another type of SMls, which constitute the majority of the total
number of SMis, is local small and micro industries. The areas of the
industry are agro-industry (especially food processing indusury),
wood and furniture, shoes and leather products, and various
handicraft industries.

Although these industries are mainly relying on the local
materials and their market is confined with local market, some
industries are affected by the imported foreign cheap products by
the recent economic condition change, With the present level of
product quality and price, the market of the local products would be
gradually penetrated by competitive imported goods in future,

4) Necessity of Promotion of SMis -

The SMIs in Mexico are generally facing serious competluon
with imported products, and some of the industrial sub-sectors, such
as textile and garments, capital goods, food processing industries,
etc., have been losing their market share rapidly. Moreover, it has
been reported that many of the companies have been forced to close
down and unemployment of these industries have been serious,
although any reliable statistics is not available. -

The Mexican SMis seem to be in a dlsadvantageous situation in
comparison with the SMIs in other countries, such as Japan. For
instance, the financial availability is insufficient due to the high
interest rate and ridged financial system, technology availability is
scarce due to the weakness of industrial integration with large
companies as well as undeveloped public service system. Human
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resources development system for SMls, both in managemental and
technical training, is also weak. Marketing support system is
insufficient. ‘ '

It is a general consensus that since the SMIs are relatively
weaker than large indystries, they have to be protected and assisted
to compete with the large ones even under the free market economy.
Thus, the public sector usually provides supports to the SMIs in
many other countries in order to maintain their competitiveness
against the large companies.

1I. Proposals for the Promotion of SMIs in Mexico

1) Necessity of Basic Law and Comprehensive Policy

The starting poinat of the consistent promotion of SMIs in
Mexico would be to consolidate a law, such as the "Basic Law for the
SMIs" in Japan, which states the disadvantageous position of the
SMIs and necessity of the promoton. It would become possible,
based on the law, to formulate a comprehensive promotion policy of
SMIs, which lasts more than one administration period. .

A specialized institution for the promotion of SMis with well
ratned staff, such as Small Business Corporation in fapan, seems to
be needed in order to coordinate and implement various specific
promotion activities effectively.

It is indispensable to conduct periodical survey or census of
SMis and to maintain their Jatest statistical information. Issuing a
"White Paper on SMIs" would be an important role of the Direction
General of SMls in SECOF], for the parliament and the general public.

2) Supporting Industry Promotion Policy '

"Supporting industry” is a relatively new concept in the area of.
industrial promotion. It is recently started to be used by the
industrializing Asian economies, in particular the countries which
recejved massive foreign investment in the late ‘80s, such as
Malaysia, Thailand, Indonesia, etc., yet did not possess sufficient
domestic¢ industries to support foreign companies. It is an important
pre~condition for the foreign investors that local parts and material
suppliers are well developed in the recipient countries.

- The term "supporting industry” usually includes not only local
supplier industries but also various infrastructures and institutions
such as ports, airports, roads, telecommunication, powet, water,
industrial estates, trained human resoutces, financial system, -
technical supporting system, and etc., which make both foreign
companies and the local suppliers possible to be sustainabile.
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This is the concept which requires an integrated policy
necessary for the development of relatively modernized SMIs in
order to attract foreign direct investment. It closely relates to the
forward and backward industrial linkages and subcontracting
industries concepts. It is necessary to select priority industries and
carefully study and establish a promotion strategy of each selected
industry in order to activate it in a long run.

The experience of Japan and the recent joint practices of
supporting industry promotion by Japan and Asian counties may
provide interesting examples for Mexico to examine.

3) Local Market Oriented Industry Promotion Policy

Besides the promotion policy of above mentioned category of
SMJs, another set of promotion policies is needed which mainly
focuses on the local smatl and micro industries. The local market
oriented industries vary state by state, according to their resource
endowment, thus it is necessary to create a local industry
development plan in each state. This includes the identification and
evaluation of locally available resources and the formatlon of state
industrial promotion strategy.

This can be started with the strengthening of state planning
capacity in coordination with utilizing existing intellectual resources
within the state, such as universities and technical institutes. Public
technological service reinforcement, seen as public industrial
research institutes in Japan, would be one of the key factors to
activate untapped potentials of local primary product processing
industry . Village activation movements, which are commonly seen in
the local prefectures in Japan, would provide interesting models how
each local village could create its original products based on its
resources and how the prefecture government sould support 1ts
activites.

4) Individual Promouon Policies

Various individual promotional policies and measures for SMIs
have to be examined and well prepared in such areas as policy
formation, finance, technology, stndardization and quality control, -
hwman resource development, marketing, and etc. Japanese -
experience in each area could provide useful model, which would be
selectively applied in order to vitalize the SMIs in Mexico. For this
putrpose, each promotion policy would be reviewed in details by
comparing the existing Mexican situation and Japanese experience,
and be carefully examined for the modlﬁcauon and inuoductzon to
the Mexican conditions. : : s
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Table 1-3 _
SMI'S Local Industries (LI) and Supporting Industries (SI) by State
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Grapn I-4

Local & Supporting Industries by State (August 1994)
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I-3

Graph

Micro L! and 8! by State (August 1984)
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Graph 1-6
Small LI and S! by State (August 19%4)
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Graph I-7
Medium Li and Sl by State (August 1894)

$033]0707

110N,
130537
o0X0||
sodynowoy
035040}
0JOUOS
00LOUIS
150j04 SIN UDS
00y DUDJUINY)
010}3530))
o|33nd
020%0()

1037 0ANY
ooy
SORIOH

UOICOYMH

0X3}Y 3P OPO)S]
03510

oBiopy

01211909
ojoolouong
obuosing

[043p34 0IASY]
oAyenyiy)
sodowy)

- oun)
ofINyooy
aydradwo?)

ing onoyoy olog

01009 ofog
sauatoasondy

350 -

+ t
Q <o
Wy < v o
[a¥) ~—

300 -

S1UN J0 J3QUNY

-04 .



Table 1-4-{a)

Micro Industry Units Industrial Structure by State
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