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ECONOMY AS GRAND 
GUIGNOL: THE POSTREFORM 

ERA IN MEXICO  

    w illiam  p .  g lade    

   Deeply rooted in decades of pervasive corruption, a legacy cost of immense 
 signifi cance for the national political and economic life of Mexico, traffi cking in 
narcotics is now seemingly unstoppable as a major export industry, a position it 
has been approaching for the past two or three decades.   1    In the years since its 
inception, it has been nourished by a particularly lethal combination: the strength 
of U.S. demand for imported drugs, thanks to the limited effectiveness of pro-
grams to arrest addiction, and a counterfl ow of exports of arms from the United 
States to Mexico. Since at least the sweeping sociocultural changes of the 1960s 
in the United States, this is the fundamental set of supply and demand relation-
ships that has propelled this Mexican growth industry forward. As the infamous 
Colombian narcotics processing and exporting sector was more or less eliminated 
as a major player in the past ten years or so, Mexican suppliers have found their 
position in the North American market enhanced and, concurrently, have taken 
fi rmer control of supply routes feeding into Mexico from Central America, the 
Caribbean, and countries to the south and of zones of Mexico producing the mate-
rials used in narcotics production.  
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    Tales from the Underground: 
An Industrial Success Story   

 What is labeled by the portmanteau term “drug traffi cking” is actually  instantiated 
in a complex of thriving ancillary enterprises that support output of the main 
product, narcotics. Viewed as an oligopolistic set of multiproduct fi rms, popularly 
called “regional drug cartels,” the narcotics industry per se has been backed up by 
an astonishingly effi cient production regime for such side products as assassination, 
 intimidation, human traffi cking (moving illegal migrants of Mexican and other 
origin) across the northern frontier, extortion, lucrative kidnapping-for-profi t 
schemes, money laundering, and increasingly grisly massacres over wider stretches 
of the Republic. Gunshots have been the method of choice for dealing with rivals 
and dispatching those who might stand in the way of profi tability, but such innova-
tions as beheadings and the exhibition of severed heads and/or cadavers have been 
introduced in recent years to enhance the production of intimidation and facilitate 
fl ows of the central product to market. Public offi cials and journalists have been 
primary targets for intimidation or liquidation, but ordinary citizens have likewise 
suffered from this branch of the industry. As has become ghoulishly apparent of late, 
the cartels’ subsidiaries have also functioned as de facto burial societies, interring 
the victims of violence in mass graves and pocketing, as enhanced remuneration, 
whatever funds those buried had in their possession at the time. Altogether, then, 
there is a remarkably high degree of complementarity among the components of 
the product line as the industry has evolved and expanded its scope of operations. 

 Whereas these conglomerate businesses were once concentrated in the west-
ern and west-central parts of Mexico, with strategic branch operations in Ciudad 
Juarez and northern Baja California, in more recent times they have spread to other 
parts of the Republic, so that in places as far afi eld as Oaxaca, Saltillo, Monterrey, 
and Durango, sundry cities in Tamaulipas, and even resorts located on the Pacifi c 
Coast, evidence has surfaced of the spreading tentacles of the narco-industrial com-
plex. No systematic inquiries have been carried out, but investigative reporters have 
long suspected that earnings have been put into legitimate fi rms, including fi nan-
cial institutions, as a means of spreading and concealing the capital accumulated 
from traffi cking through transfers into basic businesses—sometimes, it is believed, 
fronted by infl uential people associated with the formerly dominant political regime. 
Of late, journalists themselves have also been marked for liquidation, in the style of 
old-time Chicago, to maintain the protective secrecy of investment portfolios and 
current marketing operations. No doubt the very scale of money laundering has 
been a primary force, backed by intimidation where necessary, in corrupting public 
offi cials, the judiciary and law enforcement, and businessmen. 

 The impressive, and seemingly unstoppable, growth of the narco-industrial 
complex refl ects the persisting ineffi ciency of law enforcement—despite repeated 
efforts in recent years to strengthen the public sector in this respect. These attempts, 
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however, have fallen well short of the professed objectives, thanks to a feckless 
bureaucracy of law enforcement and adjudication, not to mention the very real 
power the industry has exhibited in producing intimidation at social and political 
levels high and low. Owing to the pervasiveness of this production system, only a 
small minority of crimes committed are ever reported to the authorities, ostensibly 
because the authorities themselves are believed to be involved in criminal activities. 
Of those reported, only a minority result in arrests. And of those apprehended and 
charged, only a small fraction are ever convicted and imprisoned. Moreover spo-
radic observations suggest that some of the industry’s work has even been managed 
by those temporarily incarcerated. Thus the probability of adverse consequences for 
participation in the industry is not such as to constitute much of a real deterrent. 

 Throughout the country, the police have come to be viewed as partners in 
criminality, a deterrent of considerable force to those otherwise inclined to report 
the sundry misdeeds associated with drug traffi cking. Indeed a special forces unit 
was apparently even responsible for the assassination of a prominent public offi cial 
in August 2010 in the state of Nuevo Leon, where, with apparent impunity, gangs 
have been able regularly to halt, with blockades, traffi c in various parts of such a 
primary industrial center as Monterrey, a city long noted for its economic leader-
ship, its political and social stability, and its apparent immunity to the narcotics-
related threats engulfi ng other parts of the Republic. Repeated offi cial efforts to 
bring matters under effective control have thus been pervasively thwarted, just as 
U.S. programs to reduce drug consumption and to control the clandestine exports 
of weaponry to Mexico have had only a slight impact.   2    And while, latterly, the army 
has often been brought in on the grounds that it is less likely than the police to have 
been corrupted, doubts have begun to grow that the military too may eventually be 
as susceptible to corruption as the police and judiciary have notoriously been. 

 Policy credibility has thus suffered considerably in Mexico over the course of 
many years, at least in respect of these related branches of production, but there are 
negative externalities as well. For one, the reputational capital of the Mexican public 
sector has been greatly eroded, or one might more accurately say further eroded, by 
the multifarious transactions of the narcotics industry and its sidelines so that in 
consequence there has developed a widespread mistrust of the effectiveness of law 
enforcement in general. Whereas those with suffi cient economic and political stand-
ing were historically able to ensure that the transactional framework would operate 
in their favor, such is no longer the case; all up and down the line, the reliability and 
predictability of formal regulatory and administrative processes have been severely 
corroded. For instance, even though the formal completion date for NAFTA has 
passed, Mexican trucks are still forbidden to travel into the U.S. interior, as was 
called for in the treaty. Consequently, opposition to Mexican trucking has rested on 
a widespread conviction in the United States that neither driver certifi cation nor 
vehicle safety and environmental standards can be assured, owing to the corruption 
that infuses so many transactions in this sector as elsewhere. Although Mexico has 
protested that the real reasons are protectionist and have to do with the opposi-
tion of teamster union members to Mexican competition, the questions regarding 
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tested driver capability and vehicle integrity have proven suffi ciently compelling 
that restrictions have continued to be applied—triggering the counterimposition 
by Mexico of trade barriers on various U.S. products exported to Mexico. 

 The one bright spot on the horizon, from a U.S. perspective, is that consump-
tion of narcotics in the United States has apparently begun to level off and even, in 
some aspects, to show mixed signs of a modest decline. The evidence is not robust, 
but for a few categories, at least, some improvement has been registered, however 
mild. Domestic production in the United States of various addictive substances has 
also, it seems, displaced some of the former imports. But be that as it may, the market 
demand for imports of what Mexico has on offer in narcotics has stopped growing 
as rapidly as it once did, and there has even been some evidence of market satura-
tion. Ironically, however, these conditions of likely market saturation may well have 
intensifi ed the competitive struggle among the cartels for market share and thus 
been a factor in the apparent upsurge in mayhem and violence in recent times.   3    
Further, market saturation may also be driving the cartels to seek greater income 
from side businesses such as the fees charged in migrant smuggling. To the extent 
this is the case, the government of Mexico is faced with a problem that will only grow 
over the next several years unless something approaching martial law, and military 
operations in the style of Colombia, can be invoked to deal with the situation. To 
be sure, Turkey, a drug-exporting power much earlier in the twentieth century, suc-
ceeded in ridding itself of the drug-traffi cking industry without the civil war condi-
tions that developed in Colombia, but in those days the organizational technology 
available to drug traffi ckers, their access to munitions, and the communications 
systems available to fi rms in the industry were far less sophisticated and funding less 
abundant owing to the much lower per capita incomes that then prevailed in the 
main European markets for narcotics. We may postulate, additionally, that in recent 
decades the learning curve has been more favorable for fi rms in the narco-industry 
complex, owing to the ability of today’s entrepreneurs to profi t not only from learn-
ing by doing but also from the experience of Turkish, Colombian, Bolivian, and 
Peruvian fi rms that pioneered various stages of the narcotics production chain in 
modern times. In addressing what has sometimes been called “the penalty of taking 
the lead,” development economists have identifi ed certain advantages that accrue 
to latecomers in a particular branch of production.   4    It seems reasonable to suppose 
that the leading fi rms in this sector in Mexico have been able to capitalize on the 
aspect of timing, in addition, of course, to their  considerable locational advantages 
in respect of the largest national market for their products. 

 Output markets, however, are only part of the story. The input side is also 
 important. Successful importing has also been a feature of the narco-industrial 
complex. For one thing, the importation of weapons, largely from the United 
States, has been assisted by the apparent disinclination of U.S. local, state, and 
federal governments to impose strict controls on traffi cking in guns, as well as by 
the curious inability of both U.S. and Mexican border controls to halt the fl ow of 
guns, even automatic assault weapons with substantial fi re power, into Mexico. 
Additionally, government laxity in Central America and elsewhere has  undoubtedly 
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facilitated the fl ow of both drugs and weapons into the Mexican market from the 
South. The long and essentially unprotected coastlines on both sides of Mexico, 
moreover, facilitate the offi cially unauthorized landing of weaponry and narcot-
ics in a multitude of places, while it is safe to say that for years such input fl ows 
have also been facilitated by the payoffs apparently made almost routinely to cus-
toms offi cials. Less frequently remarked than the infl ow of weapons to Mexico 
has been its  transformation into an entrepôt for the global arms trade. Some as 
yet unmeasured portion of the imports are re-exported, along with grenades and 
other weaponry, to the international underground market in armaments, through 
middlemen of Middle Eastern, Nigerian, and European nationality. Yet another 
product line, in other words, has been added to the production profi le of the car-
tels in recent years. 

 In the event, for many years, this now unstable oligopoly was nourished by an 
expanding distributional system north of the border. Thanks to wave after wave 
of illegal migration, which the Mexican government has implicitly fostered, and 
the pass-through immigration it has been unable, or unwilling, to halt,   5    the social 
capital brought by illegal border crossers traveling under the auspices of the car-
tels has been translated into a distributional network with growing geographical 
scope and ever greater density. Even in the face of the desultory measures taken on 
the U.S. side of the frontier to hinder illegal border crossings, the Mexican cartels 
have seemingly been able to enhance the coverage of their wholesaling and retailing 
units. The penalties for evading the large facilitating fees charged by the cartels for 
migratory assistance and/or for not becoming drug mules have apparently become 
so severe that the recruitment and processing of migrants has continued apace, 
though the gross fl ow of workers illegally crossing the border with the United States 
has refl ected the diminished employment opportunities that have accompanied 
adverse macroeconomic conditions in the United States. Additionally, the lure of 
earnings reputedly greater than those available to unskilled labor assists in the con-
tinued operation of this specialized aspect of labor force recruitment. Thus a whole 
concatenation of circumstances has sustained and intensifi ed the transfer to the 
U.S. market of illegally migrating people and drugs from Mexico, including those 
from beyond the southern border of Mexico and those landed without documenta-
tion at myriad points along the country’s unsecured coastlines on both sides of the 
continent. 

 The astonishing array of heavy weaponry now available to the drug combines, 
from supply sources in the United States or elsewhere abroad, likewise bespeaks the 
porosity of Mexican (and U.S.) frontiers. While there has long been an underground 
international arms trade, related to various political movements and confl icts 
around the world and sometimes dabbled in by governments, as in the so-called 
Iran-contra episode, we very much need clarifi cation of how all this ties in with the 
input-output matrix of the narco-industrial complex that centers on Mexico today. 
It is entirely reasonable to suppose, however, that conditions in this related market 
have a great deal to do with the intensifi cation of violence that has characterized the 
drug industry of late in Mexico.   6    
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 The links of this trade with the kidnapping-for-profi t product line and the 
 killing business that have fl ourished concomitantly are not completely transparent, 
for obvious reasons. But in tandem with the killing operations, the intimidation fac-
tor that inheres in frequent kidnapping has discouraged offi cials from taking effec-
tive action to suppress narcotics traffi cking—and dampened any citizens’ actions 
that might have been contemplated in self-defense. The Mexican government’s con-
nivance in illegal emigration, a process supported by the whipped-up frenzy among 
immigrant groups and their sympathizers in the United States, has been more than 
matched by the apparent unwillingness, for a variety of political reasons, of the U.S. 
federal government to take effective measures to halt illegal border crossings—as 
the current contretemps between Washington and the state of Arizona indicates. 
What has been revealing in recent years, however, is the scope of the interest groups 
in the United States that have been mobilized to assert their strength in blocking law 
enforcement on the immigration front—and the acquiescence of top U.S. offi cial-
dom in the process, seemingly in contradistinction to the pro-enforcement efforts 
of the rank-and-fi le border patrol agents. 

 Sisyphean is, when all is said and done, perhaps the most charitable way of 
characterizing the campaigns sporadically undertaken on both sides of the border 
to suppress the narcotics industry. The fact of the matter is that repeated offi cial 
efforts to throttle back the linked fl ows of narcotics and guns (and migrants) have 
been to relatively little avail so far as halting the trade is concerned. The informa-
tion and disciplinary systems utilized by narcotraffi ckers seem more than a match 
for the intermittent attempts to suppress the trade fl ows and the corresponding 
transnational human fl ows, while the formidable fi re power commanded by inter-
mediaries in the drug business remains undiminished. 

 Whatever doubts scholars of international business once entertained about 
entrepreneurial capacity in less developed economies, the skill of Mexican entrepre-
neurs in building organizational capacity in the far-fl ung multiproduct fi rms associ-
ated with narcotraffi cking has been impressive by any standard of reckoning. Yet to 
put the matter in perspective, other, more legitimate lines of export production have 
also fl ourished in export markets, attesting to the growing capabilities of Mexican 
producers in a growing number of fi elds, and in addition Mexican capitalists have 
become notably more involved in outward foreign direct investments in the United 
States and other countries abroad (e.g., beer, cement, bakery products, iron and steel, 
car components and assembled vehicles, and construction, to name only a few of 
a growing array of Mexican products traded or produced internationally). Hence, 
quite apart from the drug trade, Mexico’s export lists have long ceased to be confi ned 
mainly to the primary products and tourism that, with a gradually growing volume 
of emigrant remittances, dominated the country’s historically diversifi ed exports. Of 
seven major Latin American economies, Mexico has moved the furthest in diversify-
ing its exports beyond primary commodities. In 2005 the importance of commodity 
exports as a percentage of total merchandise exports was 17.5 percent for Mexico, as 
contrasted with Brazil’s 41.0 percent, Colombia’s 46.0 percent, Peru’s 53.5 percent, 
Argentina’s 55.6 percent, Chile’s 65.4 percent, and Venezuela’s 80.9 percent.   7     
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    Industrial Leadership in the Narcotics 
Trade: A Tale of Double Failure   

 In sum, the growth of the narco-industry and its ancillary undertakings has been, 
in market terms, a huge success. Yet in this instance it is also the case that “success,” 
 privately calculated, has simultaneously been a conspicuous instance of both market 
failure and government failure. For the former, it is hard to imagine an enterprise 
in which the social reckoning of costs and “benefi ts” outdistances by such a huge 
margin the private cost-benefi t calculations. The market returns and costs have 
failed conspicuously to register the total costs and returns when social accounting 
is added to the calculation. There is even a certain amount of intercountry asym-
metry in this. Private gains accrue largely, though not entirely, to the fi rms on the 
Mexican side, with supplementary benefi ts harvested by the distributors located 
in the United States and by suppliers of inputs to the industry from fi rms that are 
located outside of Mexico. Whereas the social costs of the trade are overwhelming 
on both sides of the U.S.-Mexico frontier—and growing ever larger, especially in 
Mexico—as violence and corruption reach ever higher levels, there are hardly any 
social benefi ts to offset them. Indeed perhaps none at all. 

 Further, the immensity of the social costs generated by this fi eld of production 
covers an exceptionally broad spectrum of cost accounting categories: preeminently 
the loss of life and maiming of survivors of violence, the destruction of property, the 
production of insecurity on a massive scale, the costs of social (and family and indi-
vidual) defense against insecurity and violence, corruption of the machinery of state, 
the erosion of policy credibility and administrative and judicial integrity, the volume 
of capital exports and of out-migration in quest of personal (individual and family) 
security, the deterrence to foreign investment and high-level human capital imports, 
and weakening of the reputational capital of all levels of the Mexican government, 
of insurance coverage—perhaps, even ultimately, a stepped-up brain drain at a time 
when human and knowledge capital constitutes a rising portion of production costs 
and value generation. A growing number of higher income Mexican families have, for 
the sake of security and the uninterrupted education of offspring, taken up long-term 
residence abroad, chiefl y in the United States: in California in the San Diego and Los 
Angeles and San Francisco areas; in San Antonio, Dallas, Fort Worth, and Houston areas 
in Texas; in Miami, New York, and other metropolitan areas where airline connections 
facilitate long-distance commuting of breadwinners to their places of employment in 
Mexico. Among other consequences, the children of this diaspora, exposed to years of 
schooling in the United States, have become far more fl uent in English than have the 
great majority of those whose education is completed in Mexico, and their comfort 
level with life in the United States has deepened to a level much greater than has nor-
mally been the case with those who have not come here until their graduate studies. 
Not surprisingly, Mexican graduates of academic programs in the United States and 
Europe have, as they did during the earlier Mexican economic crisis of the 1980s, been 
increasingly inclined to take jobs abroad rather than returning to Mexico. 

OUP U
SA



economy as grand guignol 729

 For its part, the government of Mexico has yet to come up with policies adequate, 
at the level of implementation, to quash the narcotics industry. Indeed it was not 
until the current administration took offi ce that a truly serious effort was mounted 
to combat the narcotraffi cking industry in its various ramifi cations, by which time 
the extent of the industry’s operations and its linkages with the machinery of law 
enforcement and general public administration, to say nothing of its fi re power and 
information networks, made the challenge of eradicating the industry a formidable 
one indeed. Hence public sector or government failure has compounded the costs 
of market failure. 

 In all likelihood not even the errors of Gosplan in neglecting the horrendous 
environmental costs infl icted by Soviet agriculture, and the even larger ones associ-
ated with Soviet extractive industries and processing operations, would surpass the 
negative social cost-benefi t balance struck by the narcotics sector’s production and 
distribution operations—a balance that rapidly grows ever more negative as vio-
lence spreads in Mexico and produces spillover effects in the United States, Central 
America, and beyond. To be sure, the levels of mayhem are reportedly higher in 
several other Latin American countries: in Central America, where El Salvador, 
Honduras, Guatemala, Belize, and some Caribbean states (e.g., Jamaica, Dominican 
Republic) have rates higher than Mexico’s, thanks in part to narcotraffi cking’s off-
shoots there. In Colombia, Ecuador, Brazil, and Venezuela, they also appear to sur-
pass Mexican levels, despite the success of the fi rst of these countries in quelling 
its long-dominant narcotics industry. But in several of these cases the high level 
of fatalities resulting from violence has other contributing origins and cannot be 
pinned to the external diseconomies of drug traffi cking as in Mexico.   8    

 Nonetheless it is relevant to keep in mind the Mexican fi gure as when measured 
growth reaches the low level it has currently. The net growth might even be negative 
were the unacknowledged social costs taken into account when currently incurred. 
And in periods of higher measured growth, it follows that the actual growth rate, 
adjusted by the contemporary costs from narcotraffi cking, would be signifi cantly 
lower. Estimates have been made of the costs of the industry, and they vary con-
siderably from country to country and from source to source. Moisés Naím, for 
instance, in his provocative  Illicit: How Smugglers, Traffi ckers and Copycats Are 
Hijacking the Global Economy , credits these and related criminal elements with 
accounting for some 10 percent of the value of world trade,   9    which is surely at the 
upper end of the various estimated values. Other sources, using different meth-
odologies, concur that the volume of drug traffi cking is quite large, especially in 
key players like Mexico. For the Latin American and Caribbean region, the World 
Bank has estimated that criminal activities of all kinds, narcotraffi cking being a 
principal type, cost the region more than US$23 billion a year for repairing infra-
structure and supporting security services.   10    A slightly earlier study made in the 
late 1990s by the Inter-American Development Bank came up with an estimate of 
the annual costs of violence of all sorts to property and people in Latin America of 
14.2 percent of the regional GDP, or around US$168 billion a year.   11    Whatever the 
classifi catory scheme used for estimating the costs of traffi cking, it is clear that they 
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are  substantial and a drag on the legitimate production performance of Mexico and 
several other  countries in the region.  

    Mexico’s Growth in Comparative 
Perspective   

 For much of the twentieth century, Mexico’s economic performance was, as is well 
known, exemplary, even stellar. Particularly was this the case for the period brack-
eted by 1932 and 1982, when the country enjoyed, uniquely in Latin America, fi fty 
years of positive aggregate economic growth—for most of the time with a compara-
tively low level of price volatility. The great debates over structural infl ation and 
the recurrent balance of payments problems that gripped so many Latin American 
countries and that fi lled so many pages of analysis and disputation were problems 
from which Mexico was mercifully exempted. To be sure, the country’s remarkable 
performance came eventually to seem rather less remarkable when the Asian Tigers 
began to hog the spotlight that played over the stage of economic success. But these 
exotic cases aside, by most ways of reckoning Mexico was long a star performer in 
the Western Hemisphere. By now a quite substantial volume of economic literature 
attests to this record of achievement and to the behavior of a multitude of its com-
ponents: the agricultural sector, industrial development, the fi nancial sector, the 
role of public fi nance, foreign trade and investment, and so on. 

 Further, for decades spanning the middle part of the twentieth century, Mexico 
was rivaled only by Peru in the diversity of its exports, though until the indus-
trialization of the country matured and the country’s manufacturers began to 
sell abroad, most were primary commodities, backstopped by a growing volume 
of tourism and, more gradually, labor emigrant remittances. The country seemed 
indeed a showcase for import-substituting industrialization, as, prompted by the 
expansion of the internal market, more and more lines of manufacturing produc-
tion were introduced. While basic industries like cement, glass, iron and steel, and 
chemicals, along with the older textile manufacturing operations and food process-
ing industries, tobacco products, paper, ceramics, and beverages, were fl ourishing, 
by the 1940s and 1950s there was a signifi cant deepening of the industrial struc-
ture as well as a widening of the range of products being turned out by Mexican 
plants. The additional export diversifi cation that took place subsequently was a 
signal achievement that began in the 1960s when, with some interruptions attribut-
able to exchange rates, a combination of the country’s evolving factor endowment 
and production capabilities, in combination with new industrial policy, ushered 
in an expanding variety of manufactured exports. Though this was later inter-
rupted by the Dutch disease that ensued with the late twentieth-century boom in 
petroleum markets, a notable diversifi cation of exports into manufactures none-
theless became a key feature of the economy’s external sector. Indeed Mexico’s 
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long-running  macroeconomic  success, which even included early initiatives at 
export diversifi cation,   12    was tarnished only by the strikingly lopsided distribution 
of wealth and income, revolutionary sloganeering, and nominal reform monger-
ing, to use Hirschman’s useful concept. This defect notwithstanding, however, the 
ever more diversifi ed external sector in Mexico with its substantial shift away from 
primary goods exports was used, as in Brazil, to leverage a remarkable amount of 
domestic growth. Commodity exports as a share of GDP in 2005, for example, stood 
at 5.3 percent in Mexico and 5.4 percent in Brazil, whereas the corresponding per-
centages for the other major Latin American economies were higher: Colombia 9.5, 
Argentina 11.2, Peru 11.4, and Chile 24.1, with Venezuela topping the list at 25.6.   13    

 It was this direction of development, which refl ected a remarkable institutional 
continuity and the well-crafted policies that sustained it over the years, that the 
NAFTA negotiations aimed at regaining and enhancing. To be sure, the tidy picture 
of stable and stabilizing growth for which Mexico came to be noted was interrupted 
by the economic adventurism of the twelve years of the Echeverría and López 
Portillo administrations, which broke with the country’s vaunted policy and mac-
roeconomic stability. The breakdown that followed, however, provided a major 
opportunity for the administration of President Miguel de la Madrid Hurtado to 
initiate long-overdue liberalization, privatization, and restructuring programs—
major elements of what came to be called the Washington Consensus—to repair the 
damage and get the economy back on the growth path. Further, what began during 
the de la Madrid administration continued, with conspicuous success, under the 
successor presidential administrations of Carlos Salinas and Ernesto Zedillo. 

 Yet another policy aim, more latent than manifest for most of the same era, was 
much less successfully realized: the diversifi cation of export markets in other than 
primary commodities. While NAFTA and the growing production capabilities of 
Mexico, together with the rise of new foreign investing sources, mostly from Asia, 
attracted investment capital from a growing variety of overseas suppliers, the coun-
try still had, and has, a long way to go in diversifying its export markets. Indeed the 
remarkable surge in exports, and in export variety, that attended the unfolding of 
the NAFTA period provided evidence of the wisdom of the range of policy changes 
advocated by the Washington Consensus. But it coincided with an increasingly heavy 
dependence on the U.S. market for Mexican goods and services, notwithstanding 
the government’s repeated efforts to negotiate other preferential trade agreements, 
which Alejandro Ibarra has aptly characterized as “spaghetti regionalism.”   14    

 Viewed from this angle, following the reforms of the 1970s and 1980s the 
Mexican external sector was marked by a remarkably successful expansion, elid-
ing the short but relatively brief setback that occurred shortly after Zedillo took 
offi ce, thanks to some grave policy errors of the Salinas administration. While the 
fi nancial sector went into a free fall for a complicated set of reasons, government 
intervention and reorganization, coupled with a considerable expansion of foreign 
investment in Mexican banks, all measures criticized at the time, restored stability 
to the sector, and it is relevant to observe that the current catastrophe in the United 
States, originating in fi nancial markets and institutions and the inadequacies of 
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the regulatory frameworks applied thereto, have mercifully not been replicated in 
the Mexican fi nancial sector. The reverse side of the coin, however, has been an 
increased vulnerability to conditions in the U.S. economy, which unfortunately 
was the epicenter of the West’s fi nancial sector’s collapse as 2007 drew to a close. As 
the ensuing economic debacle swept across the Northern Atlantic to engulf much 
of Western Europe as well, it brought a spreading recession in its wake. With Japan 
still mired in problems that long antedated this more recent crisis and its fi nancial 
institutions still in a weakened state, the old industrial Center, as the Comisión 
Económica para América Latina y el Caribe used to call it, ceased to supply the 
dynamism on which a good many, but no longer all, of the peripheral economies 
have relied—but to which, unfortunately, the Mexican economy was becoming 
increasingly keyed. 

 The adverse repercussions of the current U.S. recession have thus fallen with par-
ticular severity on Mexico’s manufactured exports and industrial raw materials, and 
even been refl ected in an apparent drop-off in tourism earnings and migrant remit-
tances. Whether macroeconomic conditions in the United States have also affected 
the fl ow of drugs into the U.S. market, though, remains to be ascertained. But the 
penalty for hitching Mexican growth so intimately to the U.S. market has been grave 
indeed, as will be illustrated below. The bad “neighborhood effects” emanating from 
the Good Neighbor to the north have had immensely negative repercussions south 
of the Rio Grande. Perhaps the only obvious benefi t to Mexico is that it will surely 
be granted a lengthy reprieve from the preachments of Washington about the vir-
tues of deregulation and transparency and the undesirability of government inter-
vention and nationalization. The overselling of NAFTA will also stand revealed, for 
the past several years, as will be noted below, have been for Mexico a time of rather 
less than stellar, indeed fairly prosaic economic performance. 

 At this point, however, some key features of the Mexican case are best revealed 
by taking a comparative perspective. Of the Latin American economies, only Brazil 
has, over the years, garnered more attention than Mexico. Refl ecting the greater 
strength of its universities and research centers and the size and quality of its eco-
nomic analysis capability, signifi cantly more studies of high quality and conceptual 
sophistication have come from Brazilian scholars and research institutions. 

 Prescinding from Mexico’s illegal underground economy, useful light can be shed 
on the country’s recent performance by placing it in the context of the performance 
of several other leading Latin American countries that have also been affected by the 
global economic turbulence of the past few years: Argentina, Brazil, Chile, Colombia, 
Peru, Venezuela. For the 2000–2007 period, by which time NAFTA was almost in 
full bloom, Mexico with an average annual percentage growth in GDP of 2.6 lagged 
behind the other major players: Argentina 4.7, Brazil 3.3, Chile 4.5, Colombia 4.5, 
Peru 5.4, and Venezuela 4.7.   15    For the same period, moreover, Mexico’s growth rate 
also fell short of what was achieved by many of the less important Latin American 
countries as well. Bolivia, Costa Rica, Dominican Republic, Ecuador, Guatemala, 
Honduras, Nicaragua, Panama, and Paraguay—none experienced policy reform 
comparable in sweep and depth to that undertaken by Mexico, and none, needless to 
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say, enjoyed the presumed spillover effects of the closer association with the world’s 
leading economy that NAFTA provided. 

 As the Great Recession that began in the United States at the end of 2007 got 
under way, the performance differential became even more notable. In 2008, for 
instance, Mexico’s aggregate growth rate fell to a mere 1.5 percent, compared with 
an average of 4.3 percent for the Latin American region. In that year Argentina’s 
GDP grew by 6.8 percent, Brazil’s by 5.1 percent, Chile’s by 3.7 percent, Colombia’s 
by 2.7 percent, Peru’s by 9.8 percent, and Venezuela’s, notwithstanding the policy 
antics of the Chavez administration, by 4.8 percent. The year following brought an 
even more striking contrast, as in that year Mexico experienced a 6.5 percent drop 
in GDP, contrasting with relatively better performance in all the other economies of 
the reference group: Argentina .9, Brazil –0.2, Chile –1.5, Colombia .8, Peru .9, and 
Venezuela –3.3.   16    As of this writing, the results for 2010 are not in, but a prelimi-
nary forecast released on July 21, 2010, by the Comisión Económica para América 
Latina y el Caribe anticipated Mexico’s recovery to reach a relatively respectable 4.1 
percent for this year. By contrast, the comparable rates for the others are expected 
to be as follows: Argentina 6.8, Brazil 7.6, Chile 4.3, Colombia 3.7, Peru 6.7, and 
Venezuela –3.0. The projected rate for Brazil, incidentally, is the highest the country 
has experienced in the past twenty-four years. 

 This somewhat puzzling differential performance is in striking contrast to the 
high expectations that were generated by negotiation of NAFTA—even allowing 
for the sharp economic setback that came with the peso or so-called tequila crisis 
that struck the country when the new Zedillo administration confronted the con-
sequences of serious policy errors committed during the Salinas administration, a 
recession that was, however, both steep but short-lived thanks to a new resilience 
provided the Mexican economy by structural reforms enacted in the previous two 
administrations. Whereas the recovery period that confronted the de la Madrid 
administration, when it inherited the crisis produced by the two administrations 
that preceded it, was protracted and occupied most of the  sexenio , that which struck 
the new Zedillo administration reached its nadir in the year following, and recov-
ery was well under way the year after that—thanks in part to export-led growth as 
Mexico’s trade with the United States soared and the U.S. market came to account 
for a very high percentage, approaching 90, of Mexico’s export sales. 

 Foreign investment poured in to preempt opportunities being created by the 
larger market to which Mexico was gaining almost unrestricted access. The pull of 
the regional North American market was powerful and enlarged the range of pro-
duction options for fi rms located in the three countries. To cite but two examples, 
we might illustrate the range of possibilities by recapitulating very briefl y the expe-
rience of one Canada-based manufacturer of Hong Kong origin and referring to a 
Brazilian fi rm that entered the Mexican market. Both give insight into the grow-
ing capability of the Mexican industrial sector, even as older industries declined 
with the lowering of protective barriers, or even vanished in the face of increased 
import competition. Such offsets limited the net employment expansion attribut-
able to the new regional integration—as did the modernization of national fi rms 
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to become more competitive through a shift to more capital-intensive methods of 
production. 

 Originating in Hong Kong to supply automotive and other products from 
Chinese manufacturers for automotive producers abroad, the company had devel-
oped a widespread network of suppliers in China, and hence considerable knowl-
edge of both the range of supplier options and the users of these inputs. Honda 
U.S. and Canadian car assembly plants became major customers. To safeguard 
against possibly undesirable developments when Hong Kong lost its independent 
status and to be closer to major operations of client fi rms in both Canada and the 
United States, the company moved its headquarters to Toronto and also obtained 
the advantages of operating in an environment of greater long-term security than 
Hong Kong could offer at that time, though it retained branch offi ces in its city of 
origin to maintain close contact with a growing range of Chinese supplier fi rms. In 
time the fi rm shifted production of a major product, motor car seats, from China to 
Canada, where sophisticated, highly automated computerized technology enabled 
it to produce quality seats competitively. So long as the Canadian dollar was weak in 
relation to U.S. currency, it could produce these items and ship them, at lower cost, 
to Honda’s plants in Indiana, North Carolina, and Alabama. 

 As the Canadian dollar began to strengthen, however, and as the fi rm could 
foresee that the U.S. dollar appeared likely to depreciate over a substantial period, 
production was shifted to a highly automated new plant in a new industrial park 
in Saltillo, Coahuila, Mexico.   17    The latest German-made equipment was installed, 
and a key production operation, cutting fabric and leather patterns to minimize 
wastage of material, was controlled by computer from experts at the design center 
in Toronto. This CAD-CAM system was combined with skilled and readily train-
able workers, though the workforce was somewhat less skilled than that formerly 
employed in China. In Coahuila, labor costs were lower than those prevailing in the 
major industrial centers of Mexico, such as Mexico City, Toluca, Puebla, Monterrey, 
and Guadalajara or plants in the Bajío region. Additionally, the ease, speed, and 
costs of shipping inputs to Saltillo and output to the U.S. market were decidedly 
advantageous in relation to production locations deeper in the interior of Mexico. 
Though the roots of industry in Saltillo extended back to the nineteenth century, 
the fact that manufacturers were much fewer in Coahuila than in the more industri-
alized locations in Monterrey and the central part of the Republic created favorable 
labor market conditions for newer companies located there. Land costs were much 
cheaper, and even security was, at the time, advantageous in comparison with other 
Mexican locations. 

 The profi tability of subsidiary plants in various branches of industry varied 
from location to location in Mexico and in the different lines of production, but as 
the case illustrates, a good many fi rms found it advantageous to set up or expand 
operations in this part of Mexico, well behind the border  maquila  industries that 
had grown up in an earlier period. The automotive industry in northern Mexico 
had been especially notable in the movement of certain stages of production to 
Mexico, though the same thing happened, albeit to a lesser extent, in the computer 
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fi eld, where a kind of Mexican Silicon Valley grew up and thrived for a while in 
Guadalajara. 

 Another development that sheds light on the growing sophistication of the 
industrial climate in Mexico was the establishment, at fi rst in Monterrey and later 
in the Federal District, of a Brazilian fi rm, Webb, that had grown up specializing in 
supply chain management for companies wanting to secure more of their inputs 
from fi rms located abroad—somewhat like the historic trading companies that 
played such an important role in Japanese industrial development. Although this 
development, indicative of the growing maturity of Mexican industry, would not 
have been feasible so long as the country was tied to creeping protectionism, when 
the backward linkages of fi nal output were also set up as new import-substituting 
industries, the more openly competitive environment introduced by the trade lib-
eralization that started in the 1980s and culminated with NAFTA made outsourc-
ing essential for Mexican fi rms to remain or become competitive. There were, in 
addition, still other straws in the wind in building a new production environment. 
Greater specialization in products, the spread of modern transborder production 
systems, and more sophisticated management and marketing did not have their 
origins in the regional integration sought by NAFTA, but the new competitive envi-
ronment and market opportunities created thereby provided a substantial push in 
those directions. 

 The book fair in Guadalajara became one of the largest such trade events for 
Spanish-language publishing in the Americas, thanks at least in part to regional 
integration, which gave Mexican publishers new options in production methods: 
cheaper access to newer technologies and paper of a wider range of grades and at 
least a modest increase in market scale, albeit one that was smaller than was initially 
envisioned when Mexican publishing houses were eyeing the Hispanic market in the 
United States. Even in the fi eld of fi lm production, the new conditions of produc-
tion and marketing opened up a range of options that contributed to a resurgence 
of the Mexican fi lm industry.  Titanic , for example, was shot in part with experi-
enced but less expensive Mexican production crews in the well-equipped sound 
stages available in Mexico. Indeed coproduction in this important fi eld became 
more feasible than ever before. With the greater integration of the Mexican and 
U.S. economies and the institutional accoutrements thereof, it also became possible 
for Mexican recording artists and recording fi rms to reach more customers than 
ever in the rapidly growing Hispanic market in the United States for compact discs 
and radio broadcasts. So too with television programming, as Spanish-language 
broadcasting in the United States reached an ever growing viewership. Two major 
networks sprang up to serve it, generating new revenue streams for Mexican pro-
duction companies and the artists and technicians employed therein. 

 New production options also opened up for Mexican agriculture, both in fresh 
produce marketed in the United States and in production for canning and freez-
ing operations. Agro-industry fi rms entered the country on a considerable scale 
to promote and improve agricultural production in various product lines, coor-
dinating output from crop production through processing and on to distribution 
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through well-established networks that moved product to consumers all over the 
U.S. national market. Signifi cant productivity gains were realized in a great many 
lines of agricultural production, through the introduction of improved crop tech-
nologies and the greater value added that came from modern processing operations 
and a superior capitalization and organization of production. Meanwhile other 
fi rms, especially small farms in marginal production regions, those that continued 
to be run independently by  campesinos , and others ensnared in archaic  ejido  organi-
zations, fell behind. So too did fi rms that suffered from new import competition or 
from crowding-out effects in local markets from the modernized agricultural pro-
duction units. A fair number of small producers, in other words, found the changes 
problematic, especially when the nationally provided agricultural support services 
proved wanting.   18    

 At the same time, of course, other fi elds of Mexican production had to retrench 
in the face of import competition, sometimes owing to the lowering of import bar-
riers on trade with the rest of the world beyond the three NAFTA countries. The 
Mexican toy industry, for instance, was virtually wiped out. Even when the outcome 
was somewhat less drastic, as in a number of fi elds of agricultural production and 
selected manufacturing industries, such as textiles and apparel, marginal produc-
ers in Mexico found themselves hard-pressed by import competition from goods 
originating both within and outside the NAFTA members. 

 In recent times, the Solidarity program and similar innovations began the 
long and arduous task of redistributing income downward and raising the level of 
human capital. Had the economy remained more buoyant over a long period of 
time, no doubt signifi cant headway might have been made in redressing the ancient 
lopsidedness of income and wealth distribution. Certainly this would have been the 
case if Mexico had been able to emulate Asian growth rates. But, as we shall see, such 
was not to be the case. And it cannot even be said that policy in Mexico has been 
markedly superior to what some of the other countries have achieved.   19    

 The impacts of the new regional integration in Mexico affi rmed the wisdom of 
de la Madrid’s apparently cautious but actually bold move in starting the restruc-
turing process. And the long overdue redistributive programs were also a step in 
the right direction. But this said, and differences in current and recent growth rates 
aside, it is Chile that stands out over the longer haul for the sagacity and stability of 
its economic policies, policies that were introduced by the so-called Chicago Boys 
during the days of Pinochet but continued, with strategic modifi cations, under the 
subsequent civilian governments. The latter gave much more attention to social 
investment policies but maintained the essentials of the macroeconomic policies 
that had been evolved prior to the restoration of civilian government. Curiously, it 
is Chile today that enjoys the reputation for policy stability that Mexico used to have. 
The previously cited analysis from the IMF, for instance, found that Chile ranks at 
the top in Latin America in insulating its fi scal policy from the effects of commodity 
price fl uctuations, and in the same league as such high-income commodity-export-
ing countries as Canada, New Zealand, Norway, and Australia. Thanks to good fi scal 
design and management, the vulnerability of Chile in this area, for instance, stood 
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at 3.92 in the contribution of commodity price shocks to the variance of primary 
expenditure growth, as contrasted with 7.85 for Brazil, 8.23 for Mexico, and 16.59 
for the hapless Venezuela.   20    And though political divisions remain, the contending 
parties in Chile have not in recent times seen it as their principal mission to try 
to block the policy machinery of government.   21    As Medina has observed, Chile’s 
fi rst-rank position in Latin America is attributable to the “effi cient application of 
fi scal rules, accompanied by strong institutions, political commitment, and high 
standards of transparency,” characteristics toward which Mexico is, to put it chari-
tably, still striving. And while Chile also still depends heavily on an export-oriented 
minerals industry, it has also, alongside Mexico, gained considerable notice for its 
gains in export diversifi cation, though much less so in the fi eld of manufactures. 
Considering, however, the vulnerability to Asian competition the industrialized 
manufactures have introduced into Mexican exports, Chile’s strategy may turn out 
to be more effective in the long run. 

 More clearly than ever before, however, it is Brazil that has emerged as the real 
powerhouse of economic growth and development for the Latin American region. 
The past several presidential administrations, particularly those of Itamar Franco, 
Fernando Henrique Cardoso, and Luíz Inácio Lula da Silva, have shown an eco-
nomic canniness that has matched the skill of its foreign policies, and Brazil has left 
Mexico and Argentina, the next two largest economies of the region, in the shade, 
so to speak. Indeed with its ever more sophisticated economy, Brazil has sailed 
ahead as the uncontested economic leader of Latin America, having joined Russia, 
India, and China in an emerging bloc, the BRIC, of singular dynamism. With a far 
more sophisticated industrial sector than Mexico’s, a national petroleum company 
that is as advanced technologically and managerially as the creaky Pemex is shot 
through with seemingly ineradicable shortcomings, with a demonstrated capac-
ity to reach competitiveness in technically advanced industries such as aircraft and 
off-shore drilling (which has paid off in the discovery of huge submarine reserves), 
and a depth to its industrial structure that resembles an advanced economy in many 
respects, Brazil seems destined to surge ever farther ahead of Mexico in its indus-
trial and scientifi c prowess. 

 When the frame of reference is shifted to the Asian economies, the judgment 
of Mexican performance becomes even more unfavorable—even if we leave out of 
the comparison the unrivaled economic success of China and the almost as striking 
economic performance of India, both of which have become players in the Mexican 
economy. For years the main competitors on the industrial front were South Korea, 
Taiwan, Singapore, and Hong Kong, but in time the rivalry continued with other 
countries in Southeast Asia, such as Thailand, Malaysia, and lately Vietnam—all of 
which were aggressively promoting manufactured exports in many of the fi elds that 
Mexico sought to conquer. And though in a few instances, new comparative advan-
tages shifted production back across the Pacifi c to Mexico, as in the early days of 
Mexico’s version of the Silicon Valley in Jalisco, the world markets for manufactures 
have been increasingly penetrated by the two really overwhelming Asian giants, 
China and, more recently, India. With rapidly developing skills, immense discipline 
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in the industrial labor force (in China especially),   22    a growing number of aggressive 
entrepreneurs, particularly in China, and a potential capacity that dwarfs all the 
other economies of the world, China and India have vaulted ahead so quickly that 
the former has become the second largest economy in the world—and seems fated 
to regain by around midcentury or so the status it long held until the eighteenth 
century as the world’s largest economy. Further, just before NAFTA was negotiated, 
the Iron Curtain fell and central and eastern Europe became preferred sites for off-
shoring German and other western European manufacturing supply chains, with 
operations that were approaching maturity by the end of the decade and beyond. 

 All these developments, then, have limited substantially the export markets 
Mexico had hoped to penetrate and even, in some cases, dominate, as the very low 
level of trade barriers between the United States and Canada with the rest of the 
world afforded almost no preferential margin to Mexican exporters beyond what 
transport costs might provide. The limited achievements of the Mexican gen-
eral education system accessed by the working and middle classes—notoriously 
poor, for example, in the teaching of English and technical fi elds—and the mod-
est achievements of the very well led Institute for Competitiveness (IMCO) and 
other productivity-oriented business and industrial organizations have meant, for 
instance, that even in the two most productive regions of the country, the Federal 
District and the state of Nuevo Leon, the level of productivity is a little under the 
level in Greece.   23    And outside of the Federal District and Nuevo Leon, it drops off 
sharply. Hanging over the whole picture like a dark cloud is the de facto lack of 
accountability and effi ciency, despite the efforts off the past three administrations, 
of the loosely integrated public sector.   24    What appears to be lacking in so much of 
the country is a culture of productivity and effi ciency—and, in the public sector 
specifi cally, accountability. 

 Although a major accomplishment of the trade liberalization that began under 
President de la Madrid and was accentuated by the signing of NAFTA under his 
successor, Salinas, was the rapid growth of exports to the United States (and cor-
respondingly imports from the United States), the net result was a trading relation-
ship that tied the economic fortunes of the two countries more closely together. 
Mexico became ever more dependent on its northern neighbor for the purchase of 
its exports, for the employment of Mexican labor, and for the generation of Mexican 
incomes. By the same token, it became far more committed than ever before to 
U.S. suppliers of the Republic’s imports. Thus the contraction that began in the 
U.S. economy in 2007 hit Mexico with particular severity—with an intensity even 
greater than had been the impact of earlier recessionary episodes. The results have 
shown up conspicuously in historic comparative performance, as fi gures cited pre-
viously indicate. The differences continue today. 

 Of the major Latin American economies, Mexico (1.5 percent) grew less than 
the other majors—Argentina (6.8 percent), Brazil (5.1 percent), Chile (3.7 percent), 
Colombia (2.7 percent), Peru (9.8 percent), and Venezuela (4.8 percent)—in 2008. 
The following year hit Mexico even harder in relation to the others: Mexico (–6.5 
percent), Brazil (–0.2 percent), Chile (–1.5 percent), Colombia (.8 percent), Peru 
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(.9 percent), and Venezuela (–3.3 percent). When one considers that Mexico’s future 
was once expected to be assured when regional integration was added to the package 
of structural adjustment, it is scant wonder that the national commitment to North 
American regional integration has turned out, rightly or wrongly, disappointing—
even though it could be argued that conditions might have been worse absent the 
integration pact. 

 When Mexico’s dispiriting performance is projected against an Asian back-
ground, much of the luster of yesteryear begins to fade. Even in a Latin American 
context, its growth seems humdrum. The situation, moreover, is even more critical 
than it might at fi rst glance seem. As was pointed out earlier, the low computed 
growth rate fails to take into account the social costs, immediate and long term, of 
narcotraffi cking, some of which will impair the future possibilities for expansion. 
For another, it is patent that for many years, Mexico has underinvested, for a variety 
of idiosyncratic reasons, in several fi elds of infrastructure: in quality education, in 
rehabilitation of the national petroleum monopoly, in expanding the capacity for 
electricity generation, in health services, in watershed management and conserva-
tion, in land improvement, in strengthening the integrity, effi ciency, and account-
ability of public administration at all levels and in establishing the rule of law and 
achieving adequate public security, in bringing its Indigenous and rural peoples 
into full participation in national economic and political affairs, and so on. The cost 
of this underinvestment will eventually come home to roost. 

 That other countries could manage a higher rate of growth even while the 
Prebischian center did not hold, economically speaking, means that a lot of Mexican 
hopes are being banked on the future—and possibly that the country is gambling 
that sooner or later the United States will accede to Mexican preferences and set up 
something comparable to the social and structural funds of the European Union to 
try to bring the Mexican economy up to speed and restore its former preeminence, 
and in the meanwhile provide jobs, through illegal migration, for the growing labor 
force the Mexican economy, as presently managed, is unable to accommodate. 

 In this context, it is perhaps hopeful that the country has been able to fare 
as well as it has in the face of such formidable violence, corruption, and threats 
to life and property that come from the narco-industry and with so many areas 
of long-standing neglect in social and economic overhead capital. If Mexico has 
underperformed in relation to the other centers of dynamism in Latin America 
and Asia, it has nevertheless been able to withstand the collapse of its chief external 
market for conventional exports, including tourism and labor, and carry on despite 
the unprecedented carnage wrought by an oligopoly that has fought for control of 
the lucrative drug market and sought to extend its staging areas into economies in 
Central America and the Caribbean. While the campaign to suppress the narcotics 
industry in Mexico has thus far proved unavailing, this may be due in part to the 
fact that Mexican fi rms have displaced their Colombian rivals, who have fi nally had 
to cede market share on account of the dogged battle to suppress the drug lords and 
their minions, a success that followed years of battles in which the outcome often 
seemed in doubt. Of the countries that have fi gured importantly in this trade in the 
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postwar period, only Turkey, until Colombia managed its hard-earned success in 
stifl ing the trade, was able to move more effi caciously to rid itself of the drug indus-
try and its corrupting infl uence. On the other hand, these setbacks to the industry 
ceded additional market share to the Mexican drug entrepreneurs, who have been 
able to pick up the slack and build both the supplier and the distribution networks 
that have defi ed a variety of mostly half-hearted attempts by U.S. authorities to 
secure its borders and contain the industry. 

 This brings us back to where we began. While the money laundering that has 
been going on for years, if not decades, has enabled earnings from narcotics, kid-
nappings, and gun sales to fi lter into the general economy or seek foreign havens, 
thanks to the inability or unwillingness of feckless offi cials to eradicate drug traf-
fi cking, the infi ltration by narcocapital and its associated businesses into the rest of 
the economy has impacted the Mexican economy in a variety of ways that are obvi-
ous, and, no doubt, many ways yet to be systematically explored and analyzed. It has, 
for instance, stimulated the private security business as fi rms and households able 
to afford such outlays have invested in armor for their vehicles,  bullet-proof body 
covers, and alarms and guards to achieve some measure of protection. Purportedly, 
the public sector has also had to assume the expense of safeguarding, so far as possi-
ble, those of its administrators who took up the cudgels against the narco-industry 
and of waging a multiyear battle to try to contain and even reduce the industry’s 
production of the two-way contraband streams, its intimidation and liquidation 
of citizens and offi cials, its suborning of the law enforcement system, and even its 
spreading investments in other sectors of the economy. But among the most seri-
ous costs of reckoning must be counted a capital fl ight of unknown proportions 
as families and businesses move resources to safer environments, and as families 
able to afford it have packed up and taken up residence abroad to rear children in a 
safer environment and provide commuting breadwinners with a temporary escape 
from the hazards of doing business and maintaining full residences in Mexico. We 
do not have accurate measurements of the size of the expatriate communities that 
have sprung up in such places as San Diego and La Jolla, Los Angeles, Houston and 
Conroe, Dallas, Miami, San Antonio, and other locations with good airline con-
nections to Mexico, nor of the capital fl ight that has accompanied them, but it is 
reasonable to assume that it is considerable. 

 By the same token, we lack good measurements of the size of the labor force 
employed in traffi cking in Mexico and the United States, in kidnapping, in assas-
sinations, and in producing general mayhem, or even the small numbers employed 
in converting illegal earnings into safe investments and managing the portfolios of 
above-ground investments. But we can assume that the gross fi gure is substantial. 
It was as long ago as the mid-1990s, for example, that investigative reporters from 
the United States fi rst got wind of the networks spread by money laundering, and 
in that decade concern also surfaced that capital from the industry had, though 
holdings in Mexican fi nancial institutions, sought to gain a beachhead in the U.S. 
fi nancial sector. While there seems no reason to believe, at least as yet, that narco-
capital incursions into U.S. fi nancial institutions have succeeded, the rest of the 

OUP U
SA



economy as grand guignol 741

story remains shrouded in a secrecy that Mexican law enforcement, where not itself 
corrupted, has not succeeded in penetrating. 

 What lies ahead for the future is thus full of imponderables. Perhaps sanguinely, 
one can hope that learning by doing also applies to the Mexican law enforcement 
system, that it is not irretrievably tainted by its long association with drug lords and 
their civilian collaborators, and that the next administrations will not face the mind-
less congressional opposition that has confronted and paralyzed effective policymak-
ing and policy administration in the most recent two governments. One might hope 
also that the United States will discover a willingness to put a halt to the trade in 
smuggled weapons, to the illegal infi ltration of its borders by the wholesaling and 
retailing migrants, and that, miracle of miracle, some means will fi nally be found to 
suppress demand for the products that have caused such personal and social havoc 
on both sides of the border. If ever there were a need for what Albert Hirschman 
called “reform mongering,” these circumstances would appear to be crying out for 
its successful application, again on both sides of the border. The Mexican economy 
is performing surprisingly well considering the disarray in its major export mar-
ket. Macroeconomic policy has been deftly and evenhandedly implemented by those 
crafting policy—in notable contrast to the massive policy failures that have plagued 
the U.S. economy and the appalling inadequacy and politicalization of the policy 
machinery there. The Mexican fi nancial sector has been remarkably resilient in the 
face of pressures spilling over from the fi nancial disaster in the United States, where 
the transparency Washington had long preached to others has been conspicuously 
absent, save for the all too visible role of the federal government in preserving the 
privileged position of fi nancial oligarchs. Exports from Mexico have been remark-
ably strong, under the circumstances, and when China fi nally moves to rectify its 
exchange rate and cease using it to subsidize exports and as Chinese wages continue 
to rise, there is every prospect that the maquila sector will show renewed dynamism. 
Not least, the recent success of Mexico in launching, thanks to Canadian investment, 
an aerospace industry stands as a witness to the country’s growing industrial capa-
bility. Paradoxically, if only the country can bring down the curtain on the lurid trio 
of narcotics, arms, and mayhem, the Mexican economic miracle of old, dramatically 
restructured by the policies of the past three decades, will surely be resumed.   

     NOTES   

     1.  It could be argued that corruption began to fl ourish with the breakdown of public 
order that ensued with the achievement of independence, and took various new forms 
as the nineteenth century unfolded: e.g., spurious land grants for supposed colonization, 
payments for government favors, land seizures from indigenous communities, and so 
on. Modern corruption, however, which included routine electoral fraud, under the table 
 payments to public offi cials from the presidency and/or the clientele of government agen-
cies, favoritism in loans from government banks (the Ejidal Credit Bank being the most 
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notorious), the misgoverning of ejidos, government contracting, subsidies, low interest 
loans, protectionism, the allocation of newsprint to control the press, the television, secret 
funds, grants of de facto or de jure monopoly, and suchlike permeated the seven decades of 
rule by the PRI, and became an accepted fact of political life.  

    2.  The deadly traffi c in weaponry is succinctly but expertly discussed in   Colby 
Goodman  and  Michel Marisco , “US Firearms Traffi cking to Mexico: New Data and Insights 
Illuminate Key Trends and Challenges,” Working Paper Series on U.S.-Mexico Security 
Cooperation (Washington, D.C.: Woodrow Wilson International Center for Scholars, 
August 2010).  The authors also propose reasonable measures for dampening the traffi c.  

    3.  U.S. Department of Health and Human Services, SAMHSA,  Results from the 
2008 National Survey on Drug Use and Health: National Findings , 2008. See also   Jonathan 
P Caulkins ,  Peter Reuter ,  Martin Y. Iguchi , and  James Chiesa ,  How Goes the “War on 
Drugs?” An Assessment of U.S. Drug Problems and Policies  (Santa Monica, Calif.: RAND, 
2005) ; U.S. Department of Health and Human Services, National Institute on Drug Abuse, 
Drug Policy Information Clearing House,  Fact Sheet , October 2002.  

    4.  Gerschenkron and others have made use of this viewpoint, which actually dates 
back to Thorstein Veblen’s 1915 book,  Imperial Germany and the Industrial Revolution .  
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