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Reflection on payment for environmental services: the case of the Working for
Water program in South Africa

VERGARA-HERRERA, Alejandra Mariel*+
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Abstract

This document shows the problem that arises with the application of economic models of payment for
environmental services as a mechanism for development and combating externalities that the
ecosystems suffer from economic activity. We analyse the "Working for Water program” in South
Africa, as an example of the commodification of payments for environmental services and the results
achieved by this program are shown. Due to the failure of these market mechanisms, we encourage the
creation of new ways of thinking to guide the construction of alternative life patterns of consumption
and production into a more social and ecological rationality.

Ecologic economy, payment for environmental services, environmental externalities, ecological
rationality, sustainable development.
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Introduction

In the last fifty years, humans have altered the
structure and functioning of ecosystems more
rapidly and extensively than in any other period
of humanity result of population growth,
industrialization, agricultural  development,
deforestation, burning fossil fuels, among
others; creating imbalances in natural systems
of the planet.

Since the late seventies there was
already a growing concern about the negative
effects of environmental degradation; the
publication of Silent Spring by Rachel Louise
Carson, reflects these concerns. The Club of
Rome called The Limits to Growth stoke
international discussion include environmental
issues in economic development issues to try to
compensate for the discomfort caused.

Consequently, the concept  of
sustainable development would be adopted,
following the publication of Our Common
future to seek a fair consumption of natural
resources based on an inter and intra-
generational equity. Thus, the environment
becomes an element to be taken up in the
traditional economic theory (neoclassical) and
included in their models, leading to results of
study branches as environmental economics and
the economics of natural resources to encourage
the transition to a model of more sustainable
development.

The impact of this concept was of such
magnitude that international organizations that
guide its work in development models, such as
the United Nations Program for Development,
the Inter-American Development Bank and
even the World Bank, began to incorporate it
into his speech and practice.
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However, there are disputes over the
results achieved by sustainable development
has not been seen as a benefit equally in the
economic, social and environmental pillars.
Some critics as Joan Martinez Alier, Jorge
Enrique Leff and Riechmann, argue that the
concept does not break with the logic of the
foundations of neoclassical economics, that is,
that has become the natural goods and services
in another commodity, minimizing its
importance.

The idea is still aspiring to development
and sustained economic growth, within a vision
of a closed economic system where there are
considered the exchanges of matter and energy
to the environment and leave only minimum
requirement of some resourcing future
generations, not specifying quantity and
quality.

In this situation, the research focuses on
the aspect of the internalization of negative
externalities of economic activity, including the
idea of sustainable development. Through the
case study Working for Water Program in
South Africa, being a clear example of the
commodification of payments for
environmental services and the results achieved
by this program are shown.

It also reflects on the system of
payments for environmental services and how
the objectification of the environment does not
seem to be a real solution to improving quality
and social welfare, as well as compensate the
damage in natural systems.

The rest of the paper is organized as
follows, in paragraph two market failures are
explained and how are you externalities are
internalized into economic models; in the third
paragraph, the Working for Water program in
South Africa as an example applied on the
payment of environmental services and the few
results that brought such a model is developed.

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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In the fourth section, the problems that
arise with the system of environmental
payments are detailed; in the fifth paragraph,
the principles of ecological economics are
exposed, posing a new worldview and the
environmental design of interlocking economic
element, in order to give direction to the
discussion of this subject, encouraging the
creation of new forms of thought guide the
construction of alternative life patterns,
consumption and production in a more social
and ecological rationality.

Market failures, environmental degradation
and internalization of externalities

In the late sixties and early seventies, a period
marked by events such as the breakdown of the
Bretton Woods system and the crisis of
development systems, also initiated concern for
environmental issues in the international arena.
In 1972 the Club of Rome ! he published The
Limits to Growth, a report that dealt with the
irrationality of population growth rates until
then achieved industrialization and natural
resource demanding exponentially. Warning
that if the trends continued in the short term the
biophysical limits of the planet and threaten the
existence of human life in the next hundred
years suggesting economic growth target "'zero"
or stationary so they could recover some
resources.

! The Club of Rome works as a platform that brings
together scholars, scientists, politicians, businessmen and
officials to design, develop and implement effective
models to address many global issues have been related,
such as environmental sustainability,  growth
performance economic, the consumption of resources,
development  and  globalization.  See [URL:
http://www.clubofrome.org]
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ECORFAN® All rights reserved.

December 2015 Vol.1 No.1 1-14

These concerns go beyond the
biocapacity of the Earth helped to bring States
to enter into negotiations regarding the
environment and for the first time, is included
as a guiding principle of holding international
summits. Reflecting this, it is holding the
United Nations Conference on the Human
Environment in Stockholm, Sweden (1972),
where the Stockholm Declaration was adopted?
which established twenty six general principles
for the preservation and improvement of nature,
both for present and future generations.

Despite this promising start, the
environmental issue would be taken up again
until 1987 with the creation of the World
Commission on Environment and Development
to evaluate the processes of environmental
degradation and the effectiveness of
environmental policies to address them. The
Commission published a document entitled Our
Common Future, encouraging States to
changing consumption and production patterns,
including inter- and intra-generational equity,
as a condition for human survival.

Thus, it is coining the term "sustainable
development”, defined as "development that
meets the needs of the present without
compromising the ability of future generations
to meet their own needs" (WCED, 1987: 67). In
order to promote a joint effort among the
nations of the world to feature dissolve the
contradictions  between environment and
development (Leff, 1993).

Our Common Future clarifies that
sustainable development would only be
achieved in three key dimensions: economic,
environmental and social sustainability.

*The Stockholm Declaration can be found at [URL:
http://www.ordenjuridico.gob.mx/TratInt/Derechos%20H
umanos/INST%2005.pdf] (accessed 11/24/2015)

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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Through efficient use of resources in
order to further economic growth; preserve the
environmental goods and services and the
struggle for social equity. In theory, all three
dimensions should interact harmoniously; so
that the process would translate into economic
growth rates that eradicate poverty and generate
greater prosperity but at the same time, will
contribute to the improvement of the
environment (Laguardia, 2013).

Since its construction, the concepts of
sustainable development believe in the ability
of the economic system to internalize
ecological and social conditions of fairness and
justice; by the same market mechanisms that
were still operating. From the perspective
hegemonic capital, problems of poverty and
ecological did not arise as a result of capital
accumulation; On the contrary, by assigning
property rights and common property prices,
market forces would be responsible for setting
the ecological imbalance and social differences
(Leff, 1993).

Later, in 1992, he held the United
Nations Conference on Environment and
Development, which resulted in the Rio
Declaration®,. in his first 16 addresses the
internalization  of negative  externalities:
"National authorities should endeavor to
promote the internalization of environmental
costs and the use of economic instruments,
taking into account the approach that the
polluter should, in principle, bear with the cost
of pollution, with due regard to the public and
without distorting international trade and
investment interest.

? Véase: [URL:
http://www.un.org/spanish/esa/sustdev/agenda2 1/riodecla
ration.htm] (consultado el 24/11/2015)
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Thus, the fundamental cause of the
environment was reduced to a completely
economic origin, on the premise that agents are
able to transfer part or all of the cost of its
shares to other segments of the population
without exist by compensation. When these
costs do not impact on the agents that cause
them, there is no motivation or incentive to
change their behavior or become interested in
reducing the cost of their actions on social
welfare and even less environmental.

Consequently, they were setting up
alternative work for the market where
previously could not. That is, using economic
instruments in environmental protection criteria
of cost-benefit and so the actors could take
guided prices alteration to the decision. Then
solutions include command and control
measures, supported by market instruments and
sometimes in combination with indirect
measures such as the allocation of property
rights and the reduction of transaction costs
(OECD, 1995).

In terms of command and control
measures, the government sets an optimal level
of production and consumption of a particular
environmental good or service; because they
are not enough government regulations, it is
generally supported by market instruments. The
first of this is through taxation, where polluters
or damage an environmental good must pay
based on the severity of the action caused. The
second mechanism is through a subsidy, it is
that those who cause a positive externality,
should receive a subsidy to encourage
environment-friendly behavior. However, the
mechanism is turned off, as there is a low
government interference, this mechanism is
better understood by the payment of
environmental services (Bright, et al., 2004).

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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According to Wunder (2006), payment
systems for environmental services (PES) are
based that service users make a payment to
providers of the same so that they retain and /
or rehabilitate ecosystems that provide such
services. Its sustainability depends on the
continued payment or compensation, and the
application of a set of principles as
additionality, permanence and leakage avoided.
Currently, four types of PSA include:

- Mitigation of greenhouse gases: by
fixing, reduction, carbon storage and
other gases;

- Protection of biodiversity through
sustainable use of species, conservation
of ecosystems and ecological processes
and access to components of
biodiversity = for  scientific  and
commercial purposes;

- Conservation of scenic beauty derived
from the presence of forests and other
attractive landscape for the development
of ecotourism, scientific tourism and
adventure;

- Protecting water resources: in terms of
quality, distribution in time and quantity
for wurban, rural, industrial and
hydropower use, through the protection
and sustainable use of aquifers, springs,
water sources, protection and recovery
of watersheds and micro, among others
(Espinoza, 1999).

Often you can offer services synergistically
to organize pay packages between multiple
users, but note that not all services are being
threatened, or rare, not all users are willing to
pay in all regions (Wunder, 2005).

ISSN-On line: 2414-4959
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While PSA systems are emerging as a good
alternative to the failure of the market to
include negative externalities, they can also
present difficulties such as lack of information
or uncertainty about the functioning of the
ecosystem; lags in time and space alterations of
the environment or the recognition of
environmental problems (Wertz-Kanounnikoff,
2006) as discussed below.

The Working for Water program in South
Africa and the payment of environmental
services for the protection of water resources

South Africa is one of the countries with high
levels of water stress, water availability per
person ranges between 500m3 and 1000m3 per
year, surface water is usually exported to
neighboring countries and the mantles water is
scarce (Turpie et al. 2008). In response to this
problem, the government launched a PSA
through the Working for Water Programme
(WfW), founded in 1995.

The program began as a government
effort to eradicate exotic invasive plants that
could alter the quality and quantity of water
resources and endangering the endemic aquatic
plants, harming ecosystems, as shown in Figure
1.

Source: Rouget
Figure 1 Vulnerable ecosystems, endangered
and critically threatened in South Africa

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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WIW current objectives are to ensure
water resources and protect the integrity of
natural systems through removal of invasive
plants and thus reduce soil erosion, flooding,
improve river runoff, prevent salinization of
rivers , swamps and estuaries that protect
biodiversity. Socially, it seeks to optimize
social benefits by creating jobs in the most
marginalized people in South Africa and
economically, economic empowerment and
development related to cleaning of invasive
plants (Walmsley, secondary industries would
be facilitated et al, 2004).

In most PSA systems, vendors are (state,
private, small-scale or communal) landowners.
But in the case of WfW sellers are small
suppliers contractors who perform restoration
of land to any property. The selection criteria
focus on workers choosing vulnerable to
poverty and unemployed persons. Small
contractors, rather than the landlords seeking
services, bidding for contracts on the restoration
of public or private land, where they specify
how invasive exotic plants are in the areas
defined and how they are treated. Tenders must
relate to water supplies, reduction of forest
areas burned or carbon sequestration ecological
services as they are considered in the projects
WTFW (Magadlela and Mdzeke. 2004).

It is estimated that 80% of WfW annual
budget comes from taxes and government
budget Poverty Relief Fund. Thus, the WfW
program focuses primarily on ensuring
environmental services in territories controlled
by the national government.

ISSN-On line: 2414-4959
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The Department of Water Affairs and
Forestry (DWAF) has tried to encourage
voluntary payments for the services of both
municipal actors as private actors and you can
tell that some actors have paid into the program
for its employees to clean up their basins of
invasive species rather than incur the costs of
establishing their own systems clean, take
advantage of the institutional structure of the
Wf{W (Ferraro, 2009).

However, the DWAF system does not
distinguish between rich and poor consumers of
water services. For payment, the total volume
of water consumption recorded by agricultural,
domestic and industrial sectors and is divided,
according to affordability and security of
supply is calculated. Initially, only the domestic
water users are doing a full charge, while
agriculture received a substantial subsidy and
the private sector did not contribute anything,
or the forest by considerations of affordability;
It leaving little income for WfW as shown in
Table 1.

1995/ 199/ 1997/ 198 1999 20000 20U 2002 2009 2004 2005
% 9 % % W0 o 0 03 M 05 06

Poverty relief programmes 25000 50,000 150000 125426 126370 232,180 314813 330,000 330,000 370,121 354753

DWAF core funding 7000 90000 11500 7700 59653 SA0 35250 4644 U264 16608
Water tariffs through DWAF BN VN0 MA0 4840 B0 2635 235
Water tariffs through other water 49 11059 10000 1250 2800 50

'management authorities

Local authorities and TCTA 20,000 mOB8 W0 M 0 A0 240 MU
Foreign funding’ 8 W B w8 70

Private sector’ 46 BHU /) N W

Total budget M6 86668 2514% 205% LI N8BS V1B 416000 41564 416120 402676

Source: Working for Water, unpublished data.

“Initial partnership with Rand Water (the water management agency for the greater johannesburg metropole) came to an end without a new
partnership being negotiated.

From Finish and Norwegian governments.

Formal funding partnership with the private sector agencies came to an end; clearing by private sector companies i still on-going but not
Teported on.

Source: Turpie
Table 1 Funding for the Working for Water
Programme, 1995-2006

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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The program should increase payments
to private users of water supply, especially
those for industrial use and increase the
payment for the work they do to protect
accounts to ensure the continued provision of
services because to do so would be forced to
compete for funds aimed at poverty alleviation
(Turpie, et al, 2008).

The lack of resources and a genuine
internalization of the costs of water services
have affected the fulfillment of the goals of
WfW on the three pillars of sustainable
development. In ecological, to 2004 it had been
achieved only cleaning 927 000 hectares,
representing only 5% of terrestrial priority
conservation areas are seen benefiting from the
removal of invasive plants. There is also no
certainty to quantify the increased flow of rivers
or water security improved.

On the social side, the alleviation of
poverty by creating jobs 25-32000 per year,
emphasizing the recruitment of women and
young people has not been enough (Ferraro,
2009). First there is creation of permanent jobs,
the cleanup of the program cover the income of
four and up to eight months each year. It has
also reported the delay in wage payment, which
has caused that workers were forced to borrow
at high interest rates, so instead of helping
economic empowerment program increased the
vulnerability of extreme poverty. Economically,
the gains from the sale of water access service
were estimated at a price of R1.25 to 3.11%
While secondary industries reached a minimum
equivalent to less than R750 billion per year
(Common Ground, 2003) gain.

You cannot say that the WfW has failed
because in some way has managed to reverse
the invasion of plants in water resources, it has
helped to stop its expansion.

* 1 South African rand corresponds to US $ 0.07, the
exchange rate of November 25, 2015.
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The UNEP (2009) recognizes that PES
projects can be inefficient to: generate net
social benefits; satisfy the payment of
additionality (include the cost of negative
externalities); allow the movement of activities
harmful to the environment in other areas and /
or be unsustainable in terms of not maintaining
incentives to providers of environmental
services.

You can judge the effects of many PES,
partly because it is not clear who is being paid
to comparison of traditional market transactions
and partly because it requires an estimate of
what would have happened hypothetically
without the scheme PSA. So it is not always
possible to calculate the net social benefits of
induced behavior scheme (UNEP, 2009: 10).
Thus, one cannot say with certainty that the
PSA are means to achieve sustainable
development.

Problems in the implementation of payment
for environmental services

Environmental services are understood as the
ability of ecosystems to produce useful
products for man; they provide food and water,
regulate climate, besides being spaces for
recreation and research (Esquivel, 2012). PES
schemes do not necessarily constitute an
instrument of great cost, because the success of
these depends on the preconditions; that is, they
operate best when services are visible and
beneficiaries are well organized and user
communities are well structured, have property
rights, have a strong legal framework and
access to resources (Mayrand and Paquin,
2004). This scheme preconditions for the
operation is difficult to find in the communities
because their structures are different in the
same organization (Leff, 1986, 2004).

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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Moreover, Pagiota et. to the. (2005)
emphasize that the PSA have some capacity to
reduce poverty by payments received by
owners of environmental services. However,
PSA is not itself designed to reduce poverty;
there may be synergies in program design to
improve the economic condition of the town.
But since his own construction, the PSA is
limited to not delve into issues of equity and
income redistribution (Echavarria et. Al., 2004).

Although the PSA is a rating system that
has contributed to the political interest in
preserving natural areas, it has also led to the
commercialization of a growing number of
ecosystem services and to impose market logic
to attack environmental problems (Gomez
Baggethun et-al, 2009).

As pointed out by Gomez-Baggethun
(2011), the two approaches to the mechanisms
of assessment of PSA, ie public intervention
plays the role of regulator for correcting market
failures through taxes and subsidies, or private
involvement  through transactions  where
environmental services can be bought and sold
freely; They have been implemented in two
ways: by creating a market for PSA and PSA
encouraging.

It has been suggested that PSA may
eventually lead to changes in property rights
against the poor or against vulnerable groups
such as indigenous communities (Kosoy et.al.,
2007). This is due to the commercialization of
the environment has led to environmental
services were by nature of a public nature when
dealing with global goods, seek to be embedded
within privatization policies promoted from the
eighties by the influence of the Chicago school
(Stiglitz, 2002).
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The commodification of environmental
services took place then through monetization,
ownership and marketing of services. There are
several lines of criticism about this is because
items that should not be for sale and you cannot
draw a line as to what extent should
commodified or not (McCauley, 2006). The
first line of criticism concerns the need to
assess the elements of ecosystems in a way
beyond a simple monetary value, for example;
the sale of animal or plant species for human
joy threatens biodiversity loss, so the
commodification does not contribute to
improving the environment (Prudham, 2007).

The second line of criticism is focused
on other assessments that may have
environmental services. For certain
communities may have a strong symbolic value
and cultural significance, due to the interaction
of people with their environment and the
importance of its elements for survival. This is
closer to what Western scientific tradition
might categorize as there is a symbolic chain of
relationships (Ellen, 2001) relationship.

The third line includes the problem of
dealing with things that are not produced by
humans as goods. Karl Polanyi (1944.1957)
described this situation as a fictitious
commodity and mentioned the example of land
that was incorporated into an interchangeable
commodity markets. The fictitious commodity,
in this case, environmental services, is difficult
to introduce into the economic system precisely
because it is not a commodity (GOmez-
Baggethun, 2011).

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.



Article

9
ECORFAN Journal

It has even tried to force and ordering
units to environmental goods and services to be
incorporated into national economic accounts,
reflecting the mechanistic analysis of man by
commodifying  their  environment.  The
difficulty of separating each element of the
ecosystem functions to become interchangeable
units, still presenting a challenge as theorize
Vatn and Bromley (1994).

But the issue is not in itself a method of
improving the methodology for the PSA and
Martinez-Alier (1998) mentions the services
that nature provides to the economy they are
not well worth the accounting system
chrematistic® typical of neoclassical economics
for its immeasurable character.

The ecological economic policies put in
manifest impotence of knowledge to understand
and solve the problems that have generated
forms of knowledge of the world; ignoring the
degradation that has produced the economic
activity carried out under the economic
rationality and its contradiction with the
environment (Leff, 2000). Therefore, the main
problem is to address the environment from this
encouraging market mechanisms uncertainties
and contingencies irreversible, seriously
compromising the ability of future generations
to meet their own needs (Martinez, 1998).

Ecological Economics and the
incommensurability of the environmental
Services.

Industrialization is considered a watershed in
the development of society by enabling
accelerated production  processes, facing
centuries of limited satisfaction of human
needs.

® Aristotle defines as Chrematistic the accumulation of
money for money. In economics, the term is aimed at
reducing costs and monetary value to benefits.
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Economic Theory (Neoclassical mainly)
has a development around pricing systems and
maximization of individual utilities,
contemplating closed processes (in terms of
energy flow) in the exchange of goods and
services.

At no time they are considered own
natural processes of recycling of chemical
elements, such as the cycle of CO2, which is
accelerated by contemporary economic activity
that only thinks in terms of value of
merchandise isolated from the natural
environment. Martinez and Roca (2006) point
out in this regard as human production
processes placed greater amounts of carbon
dioxide from the process of photosynthesis you
are able to take advantage of, or oceans to
absorb, resulting in an increase in the
greenhouse effect .

The introduction of thousands of tons of
ore has exceeded the natural carrying capacity
of ecosystems, especially synthetics, which are
useless as being unable waste to be recycled by
the market or by natural processes®, This goes
hand in hand with the idea of final consumption
takes Martinez and Roca (2006) criticizing the
neoclassical theory that provides just that this
seems consumed a well disappearing into the
void without understanding their consumption
represents the expulsion of energy and matter,
as mentioned matter is recycled by the market
and natural processes; while the energy is
converted (First Law of Thermodynamics) but
this is unable to generate new motion processes
to degrade (Second Law of Thermodynamics).

® CO2 is absorbed by plants; animal manure is degraded
by microorganisms and becomes food for plants.

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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Figure 2 shows the behavior of
ecological economics to expand the traditional
concept of neoclassical theory only trade in
goods, services and production factors between
families and businesses (central circle),
considering the degradation processes and
energy transfer ( Laws of Thermodynamics)
and more importantly the relationship with the
environment powered primarily by solar
atmosphere.

g
=

T

Source: Torrado de Martinez y Roca (2006)
Figure 2 Cycle of energy and matter in the
Green Economy

In short, nature serves a dual role in
providing resources and be receiving waste. In
addition, directly provides services ranging
from the enjoyment of certain landscapes to the
protection of life offered by the ozone layer
absorbs ultraviolet rays. Provides services that
nature and are not valued in the macroeconomy.

The market expands to incorporate
medium and internalize externalities, ie costs
are measured (in neoclassical terms) or benefits
and are charged to those responsible. Martinez
(1998) notes that authors like Kapp, Georgescu-
Roegen, Daly and Naredo argue against that
possibility of internalizing externalities, mainly
due to lack of looking to the future generations
in today's markets, even if these markets are
enhanced by based on the willingness to pay,
not on actual payments simulations.
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We think that the current economic
agents arbitrarily valued irreversible and
uncertain effects of our actions today on future
generations.

The cost-benefit analysis conducted by
agents of the course in which there is a
commensurability of value.” When you have a
multi-criteria evaluation in the absence of a
single measure to classify all objects and
situations in reality. That measure is the
willingness to pay in the range for the
satisfaction of individual preferences, so that
there are subjective value scales to take action,®
which can be explained by hedonism from the
pursuit of pleasure and away from pain.

Martinez (1998) and Roca (2006)
considered the willingness to pay from the
hedonistic perspective concrete measures the
intensity of a person's preference for good, so
having a strong commensurability and the
possibility of considering the willingness to pay
as a cardinal measure of value. However, this
position is deceptive because the simplicity of
trying to reduce a plurality of values to a single
value that provides a unique classification of
objects and situations. Even if pleasure were the
last intrinsic value, could not provide a single
criterion of value to order all goods, since the
pleasures have a plural nature: the pleasure of
drinking beer and pleasure of a good
conversation are different, they cannot be
measured on a single scale, (Martinez, 1998).

" Commensurability means that there is a measure of
value used to classify one way objects and situations
evaluated. You can take a strong or weak sense as
common as having a cardinal or ordinal interpretation.
The weak commensurability must be distinguished in
turn weak comparability, ie, the idea that one can
rationally choose among various options without being
able to give a single order (Martinez, 1998)g

8 See Menger (2012 [1871]) and Rothbard (2011)

VERGARA-HERRERA, Alejandra Mariel. Reflection on payment for
environmental services: the case of the Working for Water program in
South Africa. ECORFAN Journal-Republic of Cameroon 2015.
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As for preferences, they respond to the
values, as | prefer because of its value to me
and not because | value is preferred, (Frondizi,
1972). It actually has a plurality of values, and
our preferences from the action resolve
conflicts between these values, (Mises, 1966).
The plurality of values is not resolved by issues
of cost-effectiveness as neoclassical economic
theory believes, because the existence of
incommensurable values presents more general
difficulties for the whole economy, where the
difference in value creates conflicts between
agents, mainly to behave as rational violating
the axiom of transitivity of preferences in social
choice (Arrow, 1989, 1994).

Concluding remarks

The concept of sustainable development is
adopted after the publication of Our Common
future to find a fair base consumption of natural
resources under inter- and intra-generational
equity. The environment by introducing it as an
asset in the neoclassical economic models
becomes one more element, giving results as
branches as environmental economics and the
economics of natural resources, supposedly to
encourage the transition towards sustainability.

Payments for environmental services were
structured with the idea of being a mechanism
to internalize  negative  environmental
externalities and thus provide communities
offer a service that would preserve and / or
restore ecosystems that provide those services
through a monetary amount. However, payment
schemes for environmental services are not
necessarily a tool for optimal cost, because the
success of these depends on the preconditions
because the success of these depends on the
preconditions; particularly property rights and a
strong legal framework. Payments for
environmental services can reduce poverty by
payments received by owners of environmental
services because these instruments are not
designed to reduce poverty.
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The rating system for payment for
environmental services has led to the
commercialization of a growing number of
ecosystem services and imposed logic market to
attack environmental problems. Creating an
intervention seeking to correct market failures
through taxes and subsidies or intervention
through private transactions, where
environmental services can be bought and sold
freely, creating a market for PSA and PSA
encouraging.

The  main  drawback of the
commodification of ecosystem elements is that
does not contribute to improving the
environment. Leaving aside the different levels
of ratings that may have environmental services
to communities; It does not take into account
the finite goods and the capacity of
environmental services. Thus, ecological
processes are objectified as natural capital, in
order to be assimilated into the economic
process; with a view to the reproduction and
expansion of the system.

Thus, it is necessary to stop to
contemplate nature only goods and consider
ourselves as isolated part of the natural
environment to guide rethinking production
processes under an exchange of matter and
energy, such as the green economy puts adding
to it the modes of recognition of existing nature
by the various communities that offer
alternative lifestyles and more equitable
patterns of consumption and production more
sustainable are an alternative to the Western
conception of sustainable development.
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Abstract

In this paper, the contextual framework of beekeeping by reviewing levels of honey production through
the panorama of national and international markets will be addressed. The importance of honey
production in Mexico is that the main market of this is in export honey has no nationwide direct
consumption and the price is high, it is important to mention that the honey produced in the country is
very appreciated abroad. The global market for honey experienced strong growth in terms of value in
2013, reaching record highs in excess of two billion dollars in transactions. In this growth have been
strong market adjustments, which include increased global demand, the emergence of new importing
and exporting success stories of countries that have implemented differentiation strategies based on
scientific assessment of attributes its offer of bee products.

The national beekeeping, Mexico is located between the fifth and sixth place worldwide as a
producer of honey, generating 56,000 average 500 tonnes a year for the past eight years, and as the
third largest exporter. A trend of exports of honey and the opening of new markets served on several
continents, on average, annually 36,000 tons sold abroad in the last three years, were exported on
average 123 million dollars annually honey but in Mexico beekeeping it has been presented as a
relevant activity due primarily to an important source of employment in rural areas of the country and a
major currency scavenging activities in the livestock subsector.

Production, world market, honey, beekeeping.
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Introduction

According to Sanchez, et al, (2013), beekeeping
is considered of great importance for food
security of countries, not only for the direct
taking of products such as honey, pollen or
royal jelly and others; most relevance lies in the
effect on pollination of commercial crops; FAO
estimates that of the nearly 100 crop species
that provide 90% of food supplies for 146
countries, 71 are pollinated by bees. The
function of these insect pollination is
considered vital for the maintenance of natural
ecosystems for which its use is associated with
reforestation projects and are used as
bioindicators.

According to the Codex Alimentarius
(2005) is defined as honey, natural sweet
substance produced by worker bees using the
nectar of flowers or secretions of living parts of
plants or excretions of plant sucking insects
plant on the living parts of plants, which the
bees collect, transform and combine with
specific substances of their own and store and
leave in the honey comb to ripen and mature.
Honey consists essentially of different sugars,
predominantly fructose and glucose. The color
of honey varies from nearly colorless to dark
brown. The consistency can be fluid, viscous or
partly to entirely crystallized. The flavor and
aroma vary, but owns the plant from which it
comes.

In Mexico beekeeping belongs to an
emerging sector with a large potential market,
the sector has overcome gaps in areas such as
production, technical, technological, regulatory
and commercial.
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To Cash et al, (2000), until recently the
national beekeeping was directly influenced by
the behavior of the international market for
honey, with nearly 90% of domestic production
is destined for export; however, the actions
taken by producers and authorities have led to
that today approximately 50% of national
production is consumed at home, so the
development of the national economy,
specifically the consumer has increasing
influence on beekeeping.

According Magafia et al., (2012), with
respect to the internal marketing of honey, the
beekeeper sells little to the final consumer, and
the price received generally depends on the
number and market power of those involved in
the process . The largest commercial channel is
including industry, which uses honey as an
ingredient for the production of food such as
cereals, yogurts, candies and breads; or as raw
material for the tobacco and cosmetics industry,
occupying more and more products such as
pollen, propolis and royal jelly.

In Mexico several types of apiaries are
identified, which can be grouped into three
broad strata differentiated by the level of
technology employed, with the tech and craft.

World I- Panorama of honey production

According to the information available to the
FAO (2011), the Food and Agriculture
Organization, indicates that in the last 25 years
no substantial changes were recorded in the
levels of world trade in honey, on average in
the period 1990-1998 honey trade accounted for
26.6% of world production. Particularly in the
year 1996 so as much honey imports was
presented with a volume of 341.843 tons which
represented 31.3% of world production. For
1998, exports registered sales amounted to
297.930 tons, involving 25.7% of world
production for that year.

SOTO-MUCINO, Luis Enrique, CHIATCHOUA, Cesaire and
CASTANEDA-GONZALEZ, Yolanda. National and International
Panorama of Honey production in Mexico. ECORFAN Journal-
Republic of Cameroon 2015.
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As Campos (2006) cited by Blengino
(2013), during the period 1990 to 2012 world
production step 1.25 to 1.27 million tonnes
mentioned, this implies that an average annual
growth rate "MACT" item was held 0.1%.
These figures therefore indicate which despite
the reduced growth rates, there has been an
increase in the total volume of this business,
which is a positive indicator when compared
with other sectors of world agriculture.

Honey  production  worldwide s
characterized by its diversity, determined by
geographical and climatic factors, as suggested
Blengino (2013), China comprises about 35%
of world production of honey. Followed by
Turkey, Argentina, Ukraine, United States,
Russia, India and Mexico, with shares of
around 6% in total.
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Figure 1 World production of natural honey

As shown in Figure 1, these production
levels remained relatively constant over the last
years. As you can see, in terms of producers,
China is climbing maintaining its dominant
position in the sector. In ten years the
production of natural honey 65% increase while
the United States has lost ground, with a
reduction of 14% between 2002 and 2012. Both
Mexico and Turkey have managed to maintain
their market position over recent years, but
without being able to increase their levels of
honey production.
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For the Food and Agriculture
Organization FAO (2011), Mexico beekeeping
production in the periods between the decade of
the 90's, and the environment under which the
activity and expectations developed. Both in
2008 and 2009 the volume of world production
of natural honey reached 1.5 million tons. In
2009, 42.4% occurred in Asia, 23.5% in
Europe, 21.0% in the Americas and the
remaining 13.1% in Africa and Oceania. The
indicated percentage corresponds to the
participation of each country until 2012,
Ministry of Economy (SE) and Bank of Mexico
(BM). Based on data from SIAP-SAGARPA
(Department of Agrifood and Fisheries
Information)  (Ministry of Rural and
Agricultural Information Fisheries and Food),
and National Institute of Statistics and
Geography) INEGI.
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Figure 2 Major Exporters of Honey in the
World

The main South American producer in
Argentina was consolidated in the last two
years as second largest exporter and ranks
among the top five producers in the world.
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Arpranling 160201 1/4.34Y 233444 214.081 21.346
Muevd Zelandia 51,410 6.0 )0 54080 104.800 140.416
Alemania 110.016 109.564 120,716 127.246 134.316
México £1.239 34743 00359 101.407 117.353
Iltngria 60.647 B).774 H0.117 £3.501 Qh.a71
E&’Ia 52.666 31.717 70.184 70.843 01,483
Vlemam 32462 50.042 57.141 58131 90.540
India 20.016 56.219 76.126 59.832 75.718
Otros 530.865 6523 505 6R7.110 740073 820122
Mundo 1.251.900 1.403.773 1.602.870 1764.563 202814

Source: IFE - Exports Corrientes 2014.

Figure 3 Top 10 World Honey Sellers from
2009 to 2013, they are reported in thousands of
dollars.

According to data provided by PASO
(2014), almost a quarter of world production of
honey produced in China and India, which is
another important Asian country, occurred in
4.3% of the total. Among the major producers
are also three European countries Turkey,
Ukraine and Russia, which in 2009 participated
with 5.4%, 4.9% and 3.7% respectively. In
America the major producers are Argentina
(5.4%); USA (4.3%) and Mexico (3.5%).

As the data shown by the IFE (2014), as
shown in Figure 4, China and Argentina in the
periods 2009 to 2013, they changed their
positions between the first and second among
the major exporting countries to different
countries.

ISSN-On line: 2414-4959
ECORFAN® All rights reserved.

December 2015 Vol.1 No.1 15-33

Mentions the organization PASO
(2014), in 2013 Germany and Mexico were the
fourth and fifth place, as can be seen the figure
3, with exports of 134 and 110 million dollars
respectively. Overall, the rest of the exporting
countries increased their market share,
representing  58.3%  worldwide,  which
represented an increase of 18.1% compared to
2012. These countries include Vietnam,
Hungary, India, Belgium and Italy.

Imported Valne Imported Value Imported Value Imported Value  Imported Value

2011 2012

UsA 230,907 304.927 201186 429.962 497.886
Alemania 256.093 289.073 277.955 275.468 322.004
Reino Unido 106.818 14862 136.819 107.575 126.312
Japon 87.234 100.248 17662 105.382 16,268
Francia 85.314 95.540 107.695 g2.810 113,140
ltalia 52.438 53.602 57.991 56.082 75.435
Bélgica 45.496 50,846 s6.770 55.841 68.036
Arabia Saudita 29.482 48,332 52.443 62.016 57.235
Espafia 36.928 38.042 43559 48.292 53-047
Palonia 20.673 30.613 38,389 34.61 47.342
Otros 331793 382.914 gra712 458.021 522,754
Total 1.283.476 1.508.999 1.702.181 1.730.060 1.999.449

Source: IFE expota Corrientes (2014).
Figure 4 Value of world imports, Honey,
Country (millions of dollars).

To Blengino (2013), in 2013 Argentina
is the largest exporter of honey in the world
after China (21%), with a share of total world
exports of around 14%, followed by Mexico,
which is involved with 6% of the total. India,
Germany and Vietnam follow them for stakes
of 5% and 4% respectively.
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Regarding  honey  production  as
suggested by the Institute of Business
Development IFE (2014), America’s main
supplier of honey to Argentina, exported worth
$ 500,000 in 2013 well above the second
salesman Vietnam is followed by India and
Canada, ranking the United States imports,
Brazil and Uruguay occupy the 5th and 6th
place respectively.

According to IFE (2014) It can be seen
in Figure 3, in the case of Argentina, exported
worth $ 500,000 more in 2013 compared to
2012, well above the second vendor who is
Vietnam followed by India and Canada, the
largest importers of honey are: United States,
Brazil and Uruguay occupy the 5th and 6th
place respectively.

According to IFE (2014), Germany, this
country is the second largest buyer of honey,
with an annual consumption of almost 1kg.,
Annual honey per year, consumes about 88,000
tons of annual consumption in the market as
from 40 years remains largely unchanged,
where the average monthly expenditure on
honey of a German household is 2.02 euros,
being remarkable power in this market since 40
years remains largely unchanged domestic
consumption of honey.

During 2013, total exports of
beekeeping totaled $ 214 million, 2% less than
in 2012. A much less were exported 65.165
tons per year (-14% annually) tons at a price per
ton of 3,285 dollars per ton, which increased in
2013 (+ 14% annually).

One of the main importers of honey is
Germany in recent years, also other importers
are the United Kingdom, Saudi Arabia, United
States, among other markets for Mexican
producers could bring benefits to beekeeping to
venture into these markets.
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Mexico ranks third worldwide exporter
of honey and is the fifth largest producer after
China, Argentina, USA and Turkey. According
to FAO (2014), production totaled 1,073,017
tons worldwide. To size the difficulties for
export of honey from Mexico, it is necessary to
emphasize the lack of competitiveness of
beekeepers and the consequent decline in their
share of world honey market. Particularly in the
market in the United States, Canada and the
European Union. Beekeeping is an activity that
has represented and represents an important
role in the agriculture of the country, thus
creating jobs in rural areas, such as pickup
establish itself as the third foreign exchange
earner of the agricultural sector for their honey
production levels .

The behavior in production levels as
Agoaliments (2014), the fifth largest exporter of
honey is Mexico has a high quality production,
prized for its properties, as well as its aroma,
flavor and color, in various countries of the
Economic Community European and United
States of America. It is highly appreciated
internationally because of their aromatic
qualities, taste and consistency. From the
"creamy" Altiplane honey, harvested in autumn,
orange blossom honey spring of Veracruz and
Tamaulipas, honey bell Oaxaca, Puebla and
Guerrero; until aromatic honeys of the
peninsula as Haabin, tzitzilche, Xtabentun and
Tajonal, without forgetting the honey mangrove
different Mexican coast.

All Mexican Honey has a market may
be national, but especially international, as it
exports over 60% of national production.
According to the data presented by SAGARPA
(2012), in recent years there is no great trade
with northern neighbors (US and Canada).
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Especially with regard to the US, which
have not taken advantage of the closeness that
has geographic and market size NAFTA (North
American Free Trade Agreement) and the
possibility that we have in the European market
with the FTA ( Free Trade Agreement between
Mexico and the European Union). In the case of
Mexican producers it is not taking advantage of
agreements that need marketing.

The beekeeping industry has gained
considerable importance in terms of production
volumes and product quality. His leading role
in the global market lies in the evolution of
quality and reliability, requiring producers of
honey, approval of increasingly demanding
international standards.

Environment Context of Honey Production
in Mexico

The honey is a very popular food sweet
substance and is the main product of
beekeeping, an activity that relates to the
breeding and exploitation of the working bee
Apis mellifera. To produce honey, bees collect
nectar from flowers, transform and combine
with their own substances and then store and
leave to mature in hives. As Eagle et al (2008)
mentions, beekeeping is an economic activity in
the primary sector, the honey produced by bees
is a delicacy of sweet taste.

Also they produce wax used in the
manufacture of cosmetics, candles and
waterproofing materials.

According to Gonzalez (2009), it is
necessary to stop considering this agricultural
branch as an activity of individual character,
and start seeing bees and beekeeping as an
indispensable heritage of society, because they
ensure the pollination of many species plants
that are part of the human food chain,
agricultural contexts that still can not meet the
growing demands.
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Also according to Garcia and Ramirez
(2012), this way the Mexican honey listed
worldwide for its high quality, it deals in the
top three places in the livestock sub-sector as a
generator of foreign exchange through export.

Villanueva and Colli (1996), Munguia
(1999), Zapata (2011), the national beekeeping
is a productive activity that benefits the rural
sector, especially the social type that is located
in marginalized areas, where agriculture is not
develops extensively, that takes advantage of
the nectar of the main sources of pollen-bee
resource areas of the country. And it has
traditionally been a complementary activity of
the peasant agricultural activities, particularly
in the southeast region where it occurs more
acutely. Mentioned Trevino (2014), beekeeping
is an activity that has great socio-economic and
ecological importance, since it is regarded as a
major foreign exchange earner livestock
activities. All products and byproducts obtained
from beekeeping generate direct income and
jobs for rural people, Mexico is recognized
internationally for its production of honey of
excellent quality and the variety of flora and
climatic conditions that they support their
potential.

According to research  conducted
Echazarreta (1999), quoted by and Guemes
(2004), by the foregoing shows the social
subsistence activity in the area, based on the
immediate availability of the most and valuable
resource that gives you even survive: family
labor, seldom accounted for calculating
production costs.

Its use is not a cost but responds to the
logic of survival; the beekeeper is not only in
production, has on average more than three
family support, or the absence of them, seek the
help of other beekeepers by lack of capital to
hire more labor. So it is estimated that over
80,000 people are linked to beekeeping during
the year.
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Until a few years ago in the early 90
national beekeeping it was directly influenced
by the behavior of the international market for
honey, with nearly 90% of Mexican production
of this food was intended for export. Mexico
exports four out of ten tons produced, which are
obtained about 60 million dollars a year for this
item.

Mexico plays an important role in
international trade of honey, positioned as the
third largest exporter; Mexico has gone to the
international market for 47% of domestic
production during the period 1995-2002 despite
the ups and downs that can be found during the
period. What is clear is that Mexico managed to
keep export levels above 22,000 tons, even to
exceed 30,000 as it was in 2002.

The main destination of Mexican
exports as ASERCA (2004) of honey is
primarily the European market, where
Germany, the world's largest importer,
absorbing 61% of the value of total exports
during the period 1995-2002, while United
Kingdom 10% and Belgium 1.2%.
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Source: SIAP-SAGARPA, FR (2011).
Executive Director of Industry Analysis.

Figure 5 Honey Production and Inventory
Beehives in Mexico.
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Mexican beekeeping according to
Bancomext (2005), in the period 2000-2003
showed an increase, standing at 59.069 tons,
indicating a positive average growth rate of
about 0.4% were reported.

In the period 2000-2002, the value of
honey production totaled 1,011,892 thousand
pesos. These data are significant because they
indicate that the participation of beekeeping in
the livestock sub sector is growing. 82% of
honey production is concentrated in 12 states,
among which Yucatan with 14.7% of the total;
Veracruz with 11.8%; Campeche with 11.24%;
Jalisco 10.61%; Guerrero 7.5%; Chiapas 5.9%;
Puebla and Quintana Roo 5.6%, with a share of
4.4 percent.

Mexico is exporting honey according to
SAGARPA - FR (2011), Mexico is exporting
honey, as shown in Figure 6, 2002 the
maximum quantity exported, which amounted
to 34,456 tons with a value of 63 is reached
million, which decreased to 19 000 tonnes in
2005 with a value of $ 32 million, the fewest
recorded between 1998 and 2009. Between
2005 and 2007 again recorded an increase in
the amount of exports of 62% which decreased
nearly 13% by 2009, to settle at 27,000 tonnes
with a value of $ 81 million. In 2009, Mexican
exports of honey were allocated 61.2% in the
second largest importer, Germany.

Exports (Quantity, right axiz)
I Imports (Cantity, left axis)
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Source: INEGI - SE (2011).
Figure 6 Exports and Imports of honey.
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12.7% goes to the United Kingdom,
7.6% in Switzerland, 6.6% in Saudi Arabia, the
United States 6.1%, 3.1% to Belgium and the
remaining 2.7% to countries like Japan, China,
Spain, Venezuela, among others.

Sales of Mexican honey exports to be
made through the customs agency in Mexico
according Gurria (2015), totaled $ 147 million,
not recorded in the last 20 years number.

Also, in the last three years were
exported on average 123 million annual Honey
dollars, the general coordinator of Livestock,
the national beekeeping is located between the
fifth and sixth place worldwide as a producer of
honey reported, generating 56,500 average
tonnes per year the last eight years, and as the
third largest exporter, Germany tops the list of
buyers of Mexican honey, and acquires 43% of
production exported; United States, 25%,
followed by Belgium with 12%, this country
bought in 2014, 3,000 more than in 2013, he
said, that in 2014 new export destinations such
as Portugal, Colombia, Panama and Canada
opened tonnes , which together account for
111.9 tons with a total value of $ 396.154.

It is currently engaged in beekeeping
about 45,000 producers, distributed in all states
of the country, who work with 1.9 million
hives. But the amount of production is not
increased by the lack of measures to potentiate
this sector.
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Depending on the level of technology
that has the beekeeper will be the amount of
honey to produce, according Echazarreta and
Cash (2005), modernized 60-70 kg per hive, I
semi technified 30-45 kg and not modernized of
25-30 kg of honey per hive the years.

According to FAOSTAT (2013), quoted
by Gonzélez (2014), Mexico ranks as the sixth
largest producer in the world and the third
largest exporter of honey.

For SAGARPA (2012), Mexico's status
of being a producer of high quality honey, is the
fundamental point that a high influx into
question the foreign market to make sales, there
arises the need for marketing own that
international markets are made today, with the
need to make beekeepers have instruments that
allow them access to the demands and
dynamics of the export market.

Despite the current position of the
Mexican honey in international trade, it is
essential to preserve and improve the quality of
honey to satisfy a market every day stricter,
more rigid standards that ensure quality are
presented. Currently, the Secretariat of
Agriculture, Livestock, Rural Development,
Fisheries and Food (SAGARPA), is responsible
for issuing the exporters a Health Certificate
Export this as an introduction to the
international markets in order to maintain the
reliability and presentation to international
markets and thus to maintain the reliability of
Mexican competitiveness.
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Num.  Entity 2 % Entity bl 1

Estados Unidos Mexicanos 106 802 100 Estados Unidos Mexicanos Akl 100

Peninsula de Yocatin 19065 119 Peninsula de Yugatén 1920 55
1 Yucatin 1037 87 Yueatin o e
7 Michoacan de Ccampo 758 T4 Campeche 3087 143
I Pusbh T4 0 Quintana Roo i 92
& st 6458 B0 Chigpas 114 £8
i Veraouz lawe 27 58 Vertnz Lave 1560 43
b Mo g1 57 Pugtl 144 42
7 Chiapas 585 55 Oaaca 1167 i
b Iaaecss 5570 51 Guemen il 8
i Guanajuaio M A1 Jalisen m U
10 San Luis Potsi 5 40 Meo L] 0
I Hilalp 47 45 Michoacan de Ocampo 50 17
7 Oaam 4y 41 Hisalp 560 18
13 Campeche 44 41 SanLuis Posi 560 18
14 Quintana Roo 4285 40 Guanguato 58 18
1 Guemen 2007 1T Zacateess i 15
1 Duango W 21 Chibuzhua n 10
7 Chihushua 1815 18 Sonors e 08
1B Tamaulipas 1878 18 Morelos 106 03
0w 1704 18 Sinaloa n 08
N Sndoa 1611 15 Tacsh m 08
0 Nayart 143 13 Durngo ur 0
2 Nuevoleon 1308 12 Tabasco pi 0
B Tabaso 18 12 Baja Calfomia m 03
¥ Tauda il 10 Tamaulpss 87 03
B Morhs it 09 Aguascalintes 182 03
B Sonor 3] 08 Quertan 114 03
I Aquascalientes i 08 Baja Calfomia Sur i) 03
B BaaCafomia 3 07 Maprt 03 03
B Coshula de Zaagoza s 07 Distro Federal i} 03
W Distrin Federa 4 04 Moeoledn m 02
3 Calima 1 02 Coahula de Zaragoza il 02
# Baja Calfomia Sur 10 02 Colima il 02

Source: INEGI (2011). Mexican United States.

Figure 7 Comparison of production units
Stocks hives Entity Agricultural Census 1991
and 2007.

Because in Mexico the level of per
capita consumption of honey is relatively low
most of beekeeping production is intended for
the international market, being even considered
among the leading producers and exporters of
high quality and worldwide, mainly in the
European Union, where There is great demand
for Mexican honey given its characteristics and
quality properties.
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The decrease in the census presented as
the number of hives that are shown in Figure 7
between the two census events "INEGI" this
decline may be due to lack of practice for
control of the African bee and the varroa mite, a
lack of strategies in government support, they
have missed has to beekeeping in recent years,
brought as a consequence that comes to low
levels of honey, these factors have influenced
the loss hives, consequently the actions that
have been carried out have not been the most
successful in recent years. However it has been
showing increased demand for Mexican honey
abroad, as well as weak demand in domestic
consumption could be a point of opportunity.

Units of 9, Hivescontent o
Entity production
Peninsula de Yucatan 19203 1000 445907 100.0
Campeche 5067 264 135767 304
Quintana Roo 37 162 2174 122
Yucatan 11019 574 255966 574

Source: INEGI. (2011). Campeche. Quintana Roo.
Yucatan.

Figure 8 Distribution Entity Production Units
and Existence of beehives in the Yucatan
Peninsula

As shown in Figure 8, according to
INEGI (2011), of the entities that form the
Peninsula, Yucatan is the one most stocks with
255,966 hives, spread over 11,019 production
units representing 57.4% in both cases total
mainland; next in importance Campeche with
135,767 hives in possession of 5067 units
representing 30.4 and 26.4% respectively;
Finally, there Quintana Roo 54,174 hives
belonging to 3 117 units thus contributing 12.2
and 16.2%.
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Also according to INEGI (2011),
Tabasco production represents only 0.3%, well
below the regional average. Honey of this area
has great national and international prestige, as
it is characterized by its origin in single blooms,
as tzitzilche and Tajonal, targeting mainly the
market of the European Union.

The cultivation of citrus is of great
importance in Mexico, SAGARPA (2013), the
largest producer is the state of Veracruz,
although it can not fail to mention Puebla, San
Luis Potosi, Tamaulipas and Nuevo Leon
among others. Within the Mexican citrus
industry is the production of orange, tangerine,
lemon, grapefruit.

The species of citrus (Citrus sinensis,
Citrus limon, Citrus maximum, Citrus nobilis
etc.) are medium-sized trees that grow in
tropical and subtropical areas, whose fruits are
delicious to the palate as you can taste fresh,
dried and processed (juices , jams). A parallel
activity to the citrus industry is the beekeeping,

Beskesping rezions of Maxico

Plateay
-?aci:'tc coast
Gt

North
-Yucatan Peninsula

Source: SAGARPA F. R., (2012).
Figure 9 Geographical distribution of poultry
production zones in Mexico.
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Which takes advantage flowering large
agricultural areas of different areas and
therefore the large extraction, honey considered
"Citrus spp honey". Harvesting Honey Citrus
spp occurs during the months of March, April
and May.

For Flores (2012), it is noteworthy that
the price of honey shows wide fluctuations due
to the country of origin, factors of production
and type of honey, competition in the market
for related products, direct or indirect imports,
quality of honey , market segment to which it is
addressed and the country of destination.

In the North: The trends of lower
participation in beekeeping (12.4% between
2005 and 2010) due to ecological and climatic
conditions are unfavorable, among which
climate variability, high temperatures and little
rain, Data provided by INEGI (2011).

North Begion

State Price

Baja California Sur 38.00
Baja California 38.00
Coahuila 39.00
Chihuahua 39.00
Durango 39.00
Muevo Ledn 39.00
Seoncra 38.00
Zacatecas 39.00
GULF
Stats Price

Tabasco 38.00
Tamaulipas 38.00
Veracruz 36.00

Source: SAGARPA (2014).
Figure 10 and 11 Kilogram price of honey in
2013 in the Northern Region and Gulf Region.
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The Northern Region is characterized by
excellent honey produced mainly mesquite. The
price of honey produced in this region is the
highest paid despite low production levels. The
main international honey market is North
America.

In the center or Altiplano Zone: This
area is distinguished by clear amber and amber
honey and butter called, that your presentation
is highly desired, targeting mostly for domestic
consumption in the country.

Data provided by INEGI (2012). The
Northern Region is characterized by excellent
honey produced mainly mesquite. The price of
honey produced in this region is the highest
paid despite low production levels. The main
international honey market is North America.

In the center or Altiplano Zone: This
area is distinguished by clear amber and amber
honey and butter called, that your presentation
is highly desired, targeting mostly for domestic
consumption in the country.

Data provided by INEGI (2012).

Plateau

State Price
Aguascalientes 40.00
Distrito Federal 40.00
Guanajuato 40.00
Hidalgo 40.00
Jalisco 40.00
México 38.00
Morelos 232.00
Center

State Price

Puebla 38.00
Querétaro 38.00
San Luis Potosi 38.00
Tlaxcala 38.00

Source: SAGARPA (2014)

Figure 12 and 13 Kilogram price of honey in
2013 in the Altiplano region and Central
Region
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It has to be the second most important
area with 36.1% of national production. Their
conditions for beekeeping are more favorable.

Importantly, the states of Jalisco, the
third largest domestic producer with an average
of 5,698 tons produced annually in the period
2005-2010 and 10.3% share, Veracruz with
4,112 tons and average 7.4% share, and Puebla
with 2,943 ton and 5.3% average participation
is important to note that the flowering citrus
prevails in northern Veracruz state. Data
provided by INEGI (2012).

Pacific

State Price

Colima 36.00
Chiapas 36.00 |
Guerrera 36.00
Michoacan 36.00 |
Oaxaca 35.00
Mayarit 36.00 |
Sinaloa 35.00

Tucatan Peninzula

State Price

Campeche 34.00
Yucatan 34.00
Quintana Roo 34.00

Source: SAGARPA (2014).

Figure 14 and 15 Kilogram of honey price in
2013 in the Pacific Region and the Yucatan
Peninsula.

In the South Zone: have a stake in the
main producing area. It contributes 51.5% of
national production. Highlights include the
states of Yucatan with average 8,388 tonnes in
the given period, ie 15.0% stake, and for
example in the case of Campeche with 7,179
tonnes, 12.9% stake. Other participants in the
levels of production states are:

SOTO-MUCINO, Luis Enrique, CHIATCHOUA, Cesaire and
CASTANEDA-GONZALEZ, Yolanda. National and International
Panorama of Honey production in Mexico. ECORFAN Journal-
Republic of Cameroon 2015.



Article

26
ECORFAN Journal

Guerrero, Chiapas, Oaxaca and
Quintana Roo are also major producers and
generated 7.3%, 6.5%, 5.4% and 4.0%
respectively of honey production between 2005
and 2010. data provided by INEGI (2012).

Honey production in Mexico over the
past four years Have Remained at around 56000
tonnes on average, giving it sixth place
worldwide in honey production.

Source: Martinez SIACON data (2015).
Figure 16 Honey production in Mexico in
2014.

According to Martinez (2015), in terms
of exports is concerned, Mexico is ranked fifth;
during the last years and has averaged 26
thousand 600 tons, this means between 40%
and 50% of total production that is aimed at
countries like Germany, England and America,
it generates annual revenues averaged 32.4
million dollars. Domestic production is
concentrated in the Southeast entities as
Campeche, Chiapas, Quintana Roo, Tabasco
and Yucatan, the latter with the national
leadership.

Producers nationwide are: Jalisco,
Guerrero, Veracruz, Oaxaca, Puebla, Colima,
Guanajuato, Hidalgo, Michoacan, Morelos, San
Luis Potosi, Sinaloa and Zacatecas.
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These 18 entities together account for
about 90 percent of national production. In the
case of the states of Morelos and Veracruz are
rich in fruit trees (apple, peach, orange) and
cazaguate flower, the latter very dear to give
honey a special touch in its flavor and color.

Features of the Honey

Sainz et al.,, (2000), The flower honey is
produced by bees from the nectar of flowers.
Through its language, the nectar is swallowed
and reaches the crop where it is mixed with
saliva enzymes which, together with collecting
the floral nectar, hydrolyzed sucrose nectar into
fructose and glucose, the main sugars in honey.
When the bee returns to the hive, the load of
regurgitates nectar in areas close to the entrance
of the hive cells.

Prost Jean-(2001). Where deposits and
loses water through evaporation. After a few
days, the nectar that has been deposited in the
alveoli of the combs, is dehydrated to a water
concentration of between 14 and 25%, while
sugar concentration rises to 70-80% and its
spectrum sugar is modified by enzymatic
action. Finally, the cell lining bee honey and
matured by a cover of wax.

Quality of Honey

As he mentioned in his work Soto (2005). Then
mention of the importance of ensuring the
quality of the raw material, ie, that honey is
considered as a quality product is made, it must
be within a range of 17 ° and 21 ° degrees of
humidity, if exceeds 24 ° degrees, tend to
decompose due to fermentation. The
composition of honey depends on many factors
harvested species, type of soil, geography, race
of bees, physiological state of the colony.
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Average composition of honey
Levulosa 40.50%
Glucose 34.07%
Saccharose 1. 90%
Dextrin and gum 1.51%
Ash 0,18%
Water 17.70%

Source: Biblioteca.universia
Figure 17 Media composition of the honey.

The great diversity of vegetation types
and ecosystems found throughout the national
territory, allows the beekeeper to have a wide
variety of both flowering nectar and production
seasons (monofloral). As a result of this
diversity, natural resources determine the
characteristics of both production systems and
products that are obtained. It dominates the
tropical rain forest and tropical deciduous forest
and in addition there are extensive areas
cultivated with citrus allowing the production
of orange blossom honey characterized by their
quality. This region in the north, crops are in a
majority of oranges, tangerines and lemons.

Enciclopediagro (2012). Bee products
are multiple products that are obtained from the
tireless work of these admirable insects: Honey.
It is obtained through the process of foraging
(activity of the worker bees that involves
collecting pollen and nectar bee flora of a
particular geographical location). Because of its
high sugar content, honey provides energy.
Besides being an important source of vitamins
and minerals, it contains a small amount of
protein. Generally honey is consumed directly
in food; also used in the production of syrups,
candies, cookies, cakes, wine, etc. In
cosmetology, it is an important ingredient of
cold creams, masks, lotions, soaps and
shampoos. Honey give stingless bees
(Melipona) throughout Mexico have always
been highly valued for its healing properties.
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It is used, for example, against the
discomfort of the flu and throat diseases of the
eyes, bruises, pain during pregnancy and after
childbirth general weakness. Among our
Indians occupied an important place in pre-
Conquest times: for the ills of the throat, honey
hot applied snuff; epilepsy treated her with
honey, and deafness with applications of warm
honey with chili ears. The honey is sold mainly
in the export market, consuming only 10% in
the country.

Honey uses

MIFI (2009). Honey has its qualities recognized
and used by humans since ancient times, as
food and to sweeten naturally with power to
sweeten twice that of cane sugar.

It is also used for therapeutic purposes
because of its antimicrobial and antiseptic
properties to help heal and prevent infection in
wounds or superficial burns. In addition, it is
used as raw material in cosmetic creams,
cleansing facial masks, toners and other
products due to its astringent and soothing
qualities  Nutritionally, honey is pure
carbohydrates.

The most important nutritional property
of honey is that it consists of simple sugars.
These need not be digested sugars as they are
directly assimilated by the body. This makes
honey a quick energy source.

Honey is also rich in minerals such as
Ca, Zn, which make it a highly desirable
product in geriatric nutrition and school
children. Most Common uses are:

I. Honey: It is used as food, medicine,
cosmetics and toiletries, as well as to combine
in industrialized corn flakes, cereals and other
food products.

Il. Beeswax: Used in cosmetics, toiletries,
pharmaceuticals, polishes and candles.
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I11. Propolis: is used as medicine and dietary
supplement. It is sometimes known as 'bee
glue'.

IV. Pollen: Pollen is used as a dietary
supplement.

V. Royal Jelly: It is sometimes called 'bee
milk’. It is used in cosmetics.

SAW. Poison: Poison is valued for its supposed
medicinal qualities.

The predominant production system in
beekeeping is extensive or craft, characterized
by scattered producers, which have a small
number of hives, which supply the regional
market with a type of multiflora honey of
different colors and qualities.

The traditional marketing channel used
to carry your product from the farm to the
consumer is the local direct selling, selling to
middlemen and traders sale. The producer
receives the largest share of the final price of
the product, while traders higher marketing
margins are awarded. Therefore for the small
beekeeper may have more income will require
increasing levels of beekeeping.

Conclusion

Currently the world honey production is around
1.1 million tons, where six countries; China,
United States, Argentina, Mexico, Canada and
Germany account for half of the total. In the
last decade, world production and consumption
grew strongly, a trend that is also reflected in
international trade of honey.

According to data provided by the SER-
SAGARPA Gurria (2015), In the last three
years Mexico exported $ 123 million, annual
average product; in 2014 were sold 147 million
dollars, the general coordinator of Livestock
reported. Currently they engaged in beekeeping
about 45 thousand beekeepers, distributed in
every state in the country, who work with 1.9
million hives.
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Beekeeping in Mexico has a great
economic importance, since it is regarded as
major foreign exchange earner livestock
activities.

All products and byproducts obtained
from beekeeping generate direct income and are
an important source of work for everyone
involved in the chain of work, in addition,
Mexico is recognized internationally for its
production of excellent honey quality and
favorable climatic conditions that support their
potential beekeeping.

As for the fixed price per tonne of
honey, this occurs at the lowest amount
recorded in the last 10 years. Regardless of
market growth honey, pricing of this product
continues to take place based on the
combination of the international price and
parity that has the Mexican peso against the
dollar, exports in recent years, mainly to the the
countries of the European Union, USA, Saudi
Arabia, and that can be increased by the high
demand of these countries. Clearly, in the last
two decades from 1990 to 2010, Mexican
exports of honey have performed lower on the
various factors discussed in this paper.

According to Bancomext (2010),
Argentine honey exporters have shifted to
Mexican exporters, the main markets for honey,
beekeepers and exporters (gatherers product)
compete with Mexican producers and those of
Argentina China mainly. For a strategy of
market diversification is necessary to increase
and integrate systematically the exportable
supply of Mexico, and to do so must confront
and solve a series of challenges related to
beekeeping, with measures that balance with
the good practices production and do not
interfere with the nutritional and health status of
honey and other bee products generated by the
properties.
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In order to generate more income for
beekeepers, it should follow a strategy of
increasing production and product
diversification to achieve technical
standardization of honey. Required by the
market in the United States and the European
Union.

According to SAGARPA (2013), to
achieve a significant increase apiary
management according to regulations factor is
the dissemination of the programs and the
dissemination and monitoring of the National
Program for Food Safety and Quality Honey in
Mexico, this program promotes the application
of Good Manufacturing Practices and Good
Management Practices and Packaging Honey,
this can be achieved through coordination with
producers and marketers of honey and
traceability program, the which avoids
deviations in the natural composition of honey.
These programs can allow the beekeeper to
provide certainty in marketing your product,
provide certainty to honey both regionally and
nationally and confidence in the international
market.

According Rello (2001), the production
strategy of rural families depends on the
experiences, initiatives and capabilities that
used to combine the assets they own, and obtain
various incomes to improve their livelihoods.

It is noteworthy that to increase
production levels is not enough to implement a
product management as suggested by
SAGARPA (2013). Rello (2001), Pat (1999),
quoted by Delgadillo (2005), Caro, Leyva and
Chi (2012), Barradas and Hernandez (2013),
also require the integration of actions to
potentiate the livestock industry.
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The prevailing system of production in
the country is small producer, the process of
commercialization and economic impact of this
activity is not very good for the small
beekeeper, it is this job opportunity you have to
dabble with good production levels exposed
depending on the demand for this product.
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Abstract

In the early 1970s, it is emerging strongly in the United States but also in other developed countries the
idea that the production function directly affect the competitive strategy of the organization and started
to generate the term operational strategy or production. The term production strategy "manufacturing
strategy" was proposed by Wickham Skinner after doing a case study several US companies, located in
India, Nigeria, Pakistan, South Africa, Spain and Turkey, in this study it was concluded there was very
little concern on the part of companies towards decisions regarding operations and stated that if
properly coordinated operational decisions with strategy of the organization, could achieve a significant
competitive advantage, Skinner (1968). The livestock sector is not isolated from aesthetes
circumstances, such as beekeeping currently has a number of problems that manifest themselves in
crisis and the amount of production orientation, situation in which the producer has to income and to
maintain itself in the middle to survive from the viewpoint of business.
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Introduction

The production strategy was seen as a purely
technical activity without strategic importance,
it is in 1969 when the author Skinner writes an
article entitled "Production: absent factor in
competitive strategy” when the focus of the
production strategy is used. In this work the
minimum critical importance that gave
production companies in relation to the
competitive strategy is carried out. Since then it
begins to spread the literature on the subject of
competitive strategy and organizations begin to
consider production as a strategic activity. now
you can study the factors that may affect the
independent organization of its size, although
this has direct influence on the elements of the
activity, unless they can make decisions inside
to seize opportunities that arise or safeguard
small organization (as in the case of
beekeeping) of the consequences that may arise
within this field are decisions related aspects:
economic, political, legal, social, technological
and ecological Schermerhorn (2004), and must
do with the country or the world as the
competitive scope of the organization.

For others the livestock performance
depends on external factors, but also developed
by the same beekeeping organization to
Thompson and Strickland (2004), internals
strategy defines the way forward for the
organization in the medium and long term
concerns the variety of competitive measures
and business approaches that are used to
manage a cattle organization, competitive
strategy can be seen from two perspectives, the
first is the competitive conditions that are
generated by the environment and technology
and competitive capabilities referred to
resources, strengths and weaknesses and market
position of the organization. At present there is
little empirical research on the production
strategies beekeeping business and influence
factors beekeeping have on profitability.
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This chapter addresses the theoretical
elements of production strategies and review of
the concepts of production infrastructure and
business performance using the following
settings. The contingent perspective, which
affects the consistency between production
decisions and competitive business priorities
and proactive perspective, focusing on the
implementation of practices and promising
policies for contributing to develop production
capacities, this outlook is influenced by the
beekeeping environment and that should be

taken into account.

Produccion

Apicola

Source: Soto-Mucifio.
Figure 1 Environment beekeeping

Business strategies emphasize the
environment, for different subject matter
experts, external and internal factors that are
developed by the same company, as suggested
by Thompson and Strickland (2004), the
organizational strategy defines the way forward
to medium and long term and refers to the
variety of competitive moves and business
approaches that are used to running the
business.
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The strategy of the organization can be
viewed from two perspectives, the first is the
competitive conditions that are generated by the
meso and industry and competitive capabilities
referred to resources, strengths and weaknesses
and market position of the This own
organization is small, as in the case of
beekeeping business.

A proposal from the view of several
authors that have relevance to both the
environment and to internal factors within the
strategic process of a small beekeeping
organization shown in Figure 1.

The infrastructure includes production
systems, policies, procedures and
organizational structures that support the
production process and quality control,
production control and inventory, human
capital. The influence of the production
infrastructure in the performance of small
beekeeping organization and produces short and
medium term as a result of a process that needs
improvement.

Raises Avella (1999), so that the most
competitive organizations in production are
giving increasing importance to the structure
and infrastructure, the strategic impact of the
production infrastructure can be analyzed from
two perspectives: the contingent and proactive.
From the contingency approach it holds that the
production infrastructure has been set up with
the aim of achieving production goals (or
competing priorities) defined in accordance
with the Dbusiness strategy. Meanwhile,
proactive perspective underlines the
commitment to the implementation of
promising  practices and  policies  for
contributing to create production capacities.
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In the case of beekeeping the imposition
of the market in terms of production levels and
regulations, since traditional systems are
adverse production targets required by the
market and this causes are clear of commercial
competitiveness and diversity productive
orientations, which means they will have to
change the ways of current processes and the
adoption of techniques and technologies that fit
their environment, lack of training are
conditions that increase their difficulty in
making the kinds of decisions improving
production or market linkages, difficulty in
handling traditional forms of production, which
refers to the producer's own choices when
produce according to their own needs, is
currently subject to guidelines of national and
international policies and the market.

Strategy: Concept

The concept of strategy is old. The Greek
generals led their armies both conquest and
defense of cities. Each type of objective
required different resource  deployment.
Similarly an army strategy could also be
defined as the pattern of actions taken to
respond to the enemy. The general had to not
only plan, but also act. Thus, in the time of
ancient Greece, the concept of strategy planning
had many components as making decisions or
actions together, these two concepts are the
basis for the strategy.

"The word strategos initially referred to
an appointment (the commander in chief of an
army). Later it came to mean "art in general,”
that is, the psychological skills and character
with which assumed the role assigned. At the
time of Pericles (450 BC) came to explain
administrative skills (management, leadership,
and public speaking, power). And in times of
Alexander of Macedon (330 BC) the term
referred to the ability to apply force, defeat the
enemy and create a unified global government
"Mintzberg and Quinn (1995) system.
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The strategies of organizations are
formed through commitments and actions
integrators and regulated to give benefit to the
competence of the organization and achieve
sustainable competitive advantage. According
to Hitt (2008), then all players should be clear
about what you want to do and do not want to
do. To achieve this coordination should be
sought so-called "Strategic Alignment™ which
can be understood as the synchronized
performance of different areas of an
organization to achieve the same objectives.

Skinner (1969), cited by Dominguez
(1995), in recent decades has been considered
one of the areas whose alignment is key, is the
operations.

Vision Strategy Organization

According Mintzberg, Quinn and Voyer (1997),
in the field of administration, a strategy is the
pattern or plan that integrates the major goals
and policies of an organization, and also sets
the coherent sequence of actions to perform. A
well-formulated strategy helps bring order and
assign, based both its attributes and its internal
shortcomings, the resources of an organization
in order to achieve a viable and original
situation and anticipate possible changes in the
environment and unforeseen actions of
intelligent opponents. According to Johnson
and Scholes (2001), strategy is the direction and
scope of an organization over the medium to
long term, and lets achieve advantages for the
organization through its configuration of
resources within a changing environment, to
meet the needs of markets and meet the
expectations of stakeholders.

"The strategy of an organization is the
combined actions undertaken by management
and aims to achieve financial and strategic
objectives and fight for the mission of the
organization.
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This eventually will help us to how to
achieve the goals and how to fight for the
mission of the organization "Thompson and
Strickland (1999), Ansoff (1965), states that"
strategies are operational in policy terms
meaning that, in an administrative system,
define the operational criteria based on which
specific programs can be designed, selected and
implemented. "From the above it can be
interpreted strategy as a pattern for achieving
goals.

This pattern contains the set of actions
to be taken in the form of specific plans with
clearly defined goals, which contribute to a
common effort to fulfill the mission of the
organization.

Strategic management, which is also
called business policy, refers to business
management, so it is of special interest and
principal task of the director of the company.
Companies regardless of their size and
characteristics are always competing for
resources, customers, and new markets in order
to achieve greater profits.

For this competition, companies have to
make strategic decisions to survive. Some of
these decisions have to do with the
establishment of general and functional goals,
the selection of products and services, the
design and configuration of policies about how
the company is positioned in the market, the
choice of an appropriate level of diversification
and company size, the design of an
organizational structure that you selected
strategies and policies on how to define and
coordinate the work of managers and
employees.
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Strategic Contingency

The contingent approach is traditionally used
by authors Skinner (1985); Boyer, (1998);
Adam and Swamidass (1989); Leong (1990);
Hill (1993); Kim and Arnold (1996); Pagell and
Boyer (2000); Sun and Hong (2002); Joshi
(2003). In this view, the decisions taken within
the functional area of production must be
consistent with the objectives set in its business
strategy; the effectiveness of the production
strategy of a company can be assessed by the
degree of consistency between the competitive
priorities emphasized in the business strategy
and production decisions.

The fit between the conceptualization of
competitive strategy, competitive priorities, and
improvement of operation through a production
program, providing the key to developing the
full potential of this production function as a
competitive weapon according to these authors .

Some theoretical and methodological
work of the aforementioned authors, issues also
arise from the existence of a positive
relationship between production competence
and performance, in which it was concluded
that the involvement and influence of those
responsible for production processes making
strategic decisions that can increase the
performance of the company, through the
alignment between manufacturing strategy and
competitive strategy.

Hong Sun and others; Joshi studied
whether business performance increases when
overall direction and production management
agree about competing priorities, these authors
found that when certain conditions defined by
organizational variables, according to the
studies conducted were given, organizations
seem to exhibit higher performance when
implemented practices and policies that provide
consistent production capabilities with their
competing priorities.
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The impact of  manufacturing
infrastructure on company performance may be
contingent on the strategic position of
competitive organization.

Proactive Production

Hayes and Wheelwright (1984) developed a
four-stage model that reflects a path toward
greater strategic involvement of the production
function.

- In Stage I, this organizational area is
considered neutral internally, since, through
the activities performed therein are simply
trying to minimize the negative impact this
area can have in achieving the strategic
objectives of the company but it is not
expected that it make a significant positive
contribution to their competitive position.

- Stage 1II, the production function is
externally neutral, it is intended that this is
as good as any competitor in the industry.

- Stage III, this business function acts as an
internal support, to support the competitive
strategy of the company.

- Stage IV, the role attributed to the
production function is external support, ie,
the competitive strategy of the company can
rest, to a significant degree, on the skills
that are derived from this production
function, these stage show four levels of
influence of this functional area in the
process of making decisions of a strategic
nature.

- The concept of Proactive Production has
been introduced by Ward (1994), who
distinguished between two dimensions of
the proactivity of production:
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- The degree of involvement of the
production function in the strategic
processes of the business unit.

- The level of commitment to investment
programs, long-term, infrastructure and
production structure, aimed at building
capacity in anticipation of the needs of the
company.

For Gonzalez (2005), quotes Ward
(1994), and defines this term Proactive
Production as the tendency of an organization
to be implemented in the production function
through the practices, tools or management
systems. For Shah and Ward (2003), suggest
that the quality management, production
maintenance and management of human
resources, as the concept associated lean
manufacturing practices, individually and
jointly contribute to business performance.
According to the proactive approach,
investment patterns that demonstrate a positive
influence on the performance prescribed and
are interpreted as factors that can contribute to
achieving a competitive advantage for an
organization.

Production Strategies

The status of the thematic strategies of
production, the place and conditions in which
they are operating these actions become the
basis for the approach to the improvement of
the organization under study, the foundation for
the strategic direction set forth .

Skinner (1974), in any consideration of
the competing priorities of a firm in production
underlies the "model of incompatibilities”,
known in the literature as a trade-off.

For Miller and Rogers (1964), presented
a model entitled "Manufacturing Policy ', where
four strategic approaches of an organization are
collected,
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- The first proposal states that there are two
concepts in production. The conventional
view 1is that a production system is
constituted by people, machines and
materials, through another approach, this is
four aspects; the first is about continuous
improvement, enhance detail does not serve
as long as there is no structural change.

- The second approach is that the structure
can be designed to make a limited number
of tasks, because all system resources are
limiting production; people, technology and
management systems.

- The third approach is that there must be at
least 7 criteria to be taken into account for
the design of a production system; cost,
speed, reliability, quality, flexibility to
change product flexibility for changing
volume and investment.

- The fourth tenet of the theory is that there is
a poor system of decisions because the
strategic objectives of the organization are
unclear or are not defined and given that the
production strategy is based on long-term
decisions and this it is an essential part of
the competitive strategy of the organization.

According to Skinner (1968) defines the
production strategy as "the linkage that should
exist between the decisions of business
operations and corporate strategy"” after other
studies, the author states that one of the ways of
measuring operations is the production. For
some specialists have defined strategy in terms
of the factors that generate added value to the
system, Abernathy and Wayne (1974) define
the strategy of production as "the balance
between expected levels of costs against the
loss of flexibility and innovation capacity. " For
Schroeder (1984), "The set of four components;
mission, distinctiveness, objectives and policies
that help define the goals to be achieved by
operations and how to reach them™.
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This strategy should guide decision-
making at all stages of operations and must be
carefully integrated with the organization's
strategy and the strategy of the other functional
areas.

But Hayes and Wheelwright (1984),
introduced the term competitive priority, such
as road or strategic preference can select an
organization to compete in the market,
competitive priorities play an important role in
the adoption of technology, process selection,
capacity management, planning and control
systems of production, development of
employee skills and quality assurance.

- A series of strategic steps beekeeping. The
first '"internally neutral" phase is to
minimize the negative potential of
production, detailed internal process
controls are done to evaluate its
performance and production continues to be
flexible and reactive.

- In the second "externally neutral" stage, it
seeks to achieve parity with competitors
following "the good production practices.
The investment horizon of the plan in the
small agricultural enterprise is extended to
include it in the business cycle. The capital
investment is the primary means for catch
up with the competition or achieving a
competitive advantage.

- The third stage: "domestic support"
provides credible support the business
strategy. Investments in the production
system are selected according to the
strategy of the small organization, livestock
strategy 1s formulated and pursued long-
term developments and trends in production
they are systematically addressed.
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- In the fourth stage "external support", based
on a competitive edge production pursued.
Efforts are being made to anticipate the
potential of new practices and production
technologies. Organizations that have
achieved high levels in the development of
its production.

Chase et. to the. (2005), the production
strategy relates to the formulation of
comprehensive policies and designing plans to
use the resources of the organization so that
support in the best way possible competitive
strategy gives long term.

His approach Schroeder (1984), the
production strategy consists of 4 basic
dimensions that contain distinctive for each
element, the mission of the operations function,
distinctive capabilities, operational objectives
and operating policies. The mission of
operations is defined or derived directly from
the strategy of the small organization and
market, and states that operations should
accompany the necessary strategy in this
respect an organization can choose between low
cost, high quality or maximizing capacity, this
is defined in terms of purposes.

Distinctive competencies are the set of
operations that alienates small livestock
organization of the competition and can be
defined in terms of uniqueness, for example the
best technology to use, the application of
knowledge in the management of the apiary,
more guidance to people in the process,
adequate facilities (meeting standards), the
distinctive capabilities are defined in terms of
resources.
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The objectives of operations usually
relate to the cost, compliance, customer,
process and product quality, asset utilization,
human resources and flexibility, these
objectives must be clearly defined and
measurable way as part of the production
strategy. Policies are wusually measured as
resources or functions to be performed by the
area of operations and deal with aspects such as
technology, human resources, capacity,
inventories, quality, cost control, organization
of work and the information system.

For Wheelwright and Hayes (1985), a
production strategy is determined by the pattern
of decisions currently being taken. (What is it ?,
the owner makes the decisions?), Not by what
he says the small organization, which is its
production strategy, the more consistent are
those decisions and to the extent that relies on
those involved in the core business processes
may be more effective production strategy.
Although individual decisions are usually
managed and supported by specific stages of
labor, markets or technologies used, the main
function of the production strategy is to put
together all production capacities to enable it to
continue its competitive strategy chosen in the
Long-term small beekeeping organization. The
dimensions of this strategy are as follows;
capacity, facilities, technology, vertical
integration and workforce.

On the other Swamidass and Newell
(1987) side accepted the definition of Buffa
(1984), who claims that the production strategy
uses a series of answers you should choose a
producer, emphasizing flexibility, —market
selection, quality or cost. For these authors the
dimensions of the manufacturing strategy are:
cost, quality, flexibility and reliability.
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- Cost; It has to do with decisions concerning
small economies, inventory policies,
production enhancement and learning
strategies / oblivion.

- Quality; It refers to quality control, training,
technology and materials used, handling of
the product produced.

- Flexibility; It refers to the economy of
scope, time set, technology and migration.

- Reliability; It is achieved through decisions
about systems of planning, programming
and control systems, inventory policies,
vendor management and capacity planning.

Hill's work (1989), qualified difference
between market (order-qualifiers) and criteria to
win orders (order-winners), the former are the
objectives expected by customers, the
production function should provide the criteria
in levels and desired by them because otherwise
the company will be in a position of
competitive disadvantage features. Winning
criteria orders are the reasons why customers
buy products from a certain company, not those
of other competitors, so are the attributes that
differentiate the company's products.

But for Miller and Roth (1992), define
the product strategy and the selection of
patterns of exploitation taking place in the
context of goals and objectives of the
organization, according to their performance in
production levels, size of the beekeeping
organizations in three categories: small-scale,
medium scale and large scale, and proposed
seven factors of production strategy that can
make it a success: process flow, advanced
production processes, upgrading of capacity,
restructuring, improving the total factor
resource management program quality.
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According to Garvin (1993), before the
continuous changes to which is subjected the
environment and intensifying competition,
companies need to develop production
strategies based on a set of competing priorities
or objectives in key production. The objectives
relate to the aspects that the production function
can operate to achieve a competitive advantage.
The production strategy of each beekeepers to
Miller and Roth (1994), consists of multiple
tasks and best results are obtained when a
combination of capabilities that when each is
used singly differences strategies are associated
to characteristics.

The degree of market differentiation and
scope thereof, the large-scale beekeeping
organizations, can not be driven by technology,
but technology allows them to enter markets
that apply different requirements and
technology allows them to access them more
easily , the domestic market can be motivated to
maintain  participation fee through the
distribution system and respond to the
opportunities of demand flexibility in their
production volume. The lack of differentiation
could be behind the demands of the market,
where the choice is focused on price and
product quality. For Hill (2000), the essence of
the strategy stems from the need for small
organizations to gain a detailed understanding
of their current and future markets. Beekeeping
strategy consists, therefore, the strategic tasks
of production must meet to support beekeepers
in the qualifiers and the orders of those who are
exclusively responsible or jointly. These key
elements are:

- Price; in many markets (national and
international), particularly in phases of
growth, maturity and saturation, price
becomes an important criterion for winning
order, the role of honey production is to cut
costs enough to withstand price sensitivity
of the market.
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- Costs reduction; beekeeping organizations
have particularly concentrated its effort to
reduce direct costs, but you need to make an
effort to do so in all aspects of the collection
process.

- Experience curve; the basic phenomenon of
the experience curve is that the cost of the
process of collecting honey, how he behaves
in a regular and predictable way as the total
quantity produced increases.

- Reliability of supply; It is a function that
affects both production and distribution, and
is so important that it can form a winning
order, for beekeeping this issue has to do
with  capacity, = programming, and
inventories both production levels as the
collection times.

- Delivery time; a company can make orders
through its ability to deliver faster than
competitors or to meet the deadline required
when only some or none of the competition
can do.

- Quality of conformity; responsibility that
are produced according to national and
international  specifications  for  the
management of product produced.

- Increases in demand; markets in the ability
of the small organization that will have to
respond to increases in demand and is a
major growth opportunity.

- Range of products; markets are
characterized by increasingly seeking
product difference, not similarity, however,
beekeeping organization has to find a
balance among other products produced by
the hive and honey production volume.
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In the case of the production strategy
and Ritzman Krajewski (2000), we can
distinguish four types of priorities: cost, quality,
flexibility and time:

- Costs; this kind of strategy is to deliver low
levels of production sales price, implying
lower production costs for a mass market to
increase demand this can be national and
international.

- Quality: This priority defines two
characteristics, the first is the design of
high-performance process and the second is
the consistent quality of the product.

- Time; competitive priorities with respect to
time are the rapid and timely delivery.

- Flexibility: consider the ability of small
beekeeping organization to adapt to the
changes required by the customer.

For Gaither and Frazier (2000), the
production strategy is long term for the
development of production levels of a
beekeeping organization an action plan and
provides a map of what to do if the production
function are to be achieved decisions for
business. Four competitive priorities are: low
cost, delivery performance that contains two
elements: fast delivery and timely delivery,
high quality production, customer service and
flexibility.

For Heizer and Render (2001), the
strategy is the plan designed by the
organization to achieve its goal. These authors
establish three types of operational strategies:
singling primacy in cost and rapid response.

- Singling: goes beyond the physical
characteristics of the product and service,
covering all aspects that influence the value
that customers attach to it.
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- Priority in the cost: achieve the greatest
advantage from the point of view of the
customer in terms of costs and production
levels.

- Quick response: the response covers the
entire range of benefits related to the
development and delivery of the product in
the allotted time and reliable control of time
and a flexible implementation, quality
management.

To achieve this they must apply the 10
strategic decisions of operations: planning of
goods and services, quality, process planning
and capacity, location, organization, human
resources and job design, purchasing,
inventory, scheduling and maintenance.

According to Miltenburg (2004), the
production strategy, there is the need to
measure improvement in a production system in
terms of multiple competing priorities (multiple
criteria), on the ground that the latter are more
naturally related to a target market. The state of
the art allows to state the existence of six basic
competitive production priorities: quality, cost,
delivery, innovation, flexibility and service.

Raises Chase et al. (2007), set in seven
competitive dimensions production strategy.
These are cost, quality and product reliability,
speed of delivery, delivery reliability, volume
change, flexibility and product quality.

According Nahmias (2007) considers
the following dimensions: cost, differentiation,
quality, delivery speed, delivery reliability and
flexibility. For Collier and Evans (2009), the
production strategy defines the way the
organization runs the business strategy selected
and provides 5 competitive priorities: cost,
quality, time, flexibility and innovation.
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Diaz, Martin  (2007), functional
production strategy, collects the set of
decisions, structure and infrastructure that must
be taken to achieve the objectives of the
production area defined and fixed in accordance
with competitive strategy, in order to achieve
better results and increased competitiveness.

Flowers and Vega (2010), the definition
of competitive strategy applied to a particular
economic activity, sector or business group has
been managed since the beginning of the
studies of strategic management between two
variables or lines of action: (a strategy of cost,
differentiation strategy). Both tools are the
foundation for a competitive advantage against
competitors of any economic sector.

Competitive strategic priorities shown
by different authors, although they differ
between what the organization should set as a
priority, most agree the following:

Cost: small beekeeping organization
seeks to produce at low costs, in this case as the
gain product is so low, is offset by the large
volumes of production, ie that such priority is
adequate in two specific circumstances where
the organization beekeeping has to satisfy a
large market and when can guarantee
permanently low costs compared to other
competitors, when another competitor is able to
lower their costs and handle the strict standards
of the product, the organization loses its
competitive advantage.

Speed: refers to the speed of delivery of
orders, this type of strategy has become a great
priority particularly when for small beekeeping
organizations becomes difficult to compete with
quality and cost is time, an important factor.

Compliance: the ability to develop the
small organization to deliver the levels
produced by the deadlines agreed with the
client.
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The authors consulted through their
proposals of the exposed models that have
covered the topic of production strategy, several
approaches and differences between each of the
models evaluated the authors studied, to
analyze information differ two main concepts:

Competitive priority and strategic
production decision, the first is the way the
company is going to reach your target market
with their products and responsive to
organizational strategy and the second refers to
the decisions of long-term They should be
taken in the area of production and should
respond to the type of competitive priority that
the organization has decided to work.

A competitive organization

For a beekeeping organization is competitive in
the market, it should have clearly defined the
characteristics of this activity in its product
range, which depends on its survival.

As mentioned Cleveland et al. (1989)
suggest that the production function can
contribute to improving the results, to the extent
that companies develop  strengths or
competitive advantages in several operations
priorities that meet customer needs and market
requirements and, moreover, they are consistent
with the competitive strategy. According to
Garvin (1993), it considers that this competitive
priority can be subdivided into the following
categories: accuracy, speed and ease of
processing of orders. However, most of the
specialized manufacturing strategy literature
considers that the items measures make
delivery as a competitive priority production
are two: quick deliveries, which means putting
the product in the customer's hands the shortest
possible time and the second item, on-time
delivery or the fulfillment of the same, that is,
the ability to get the product on the date and in
the amount agreed with the customer.
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In proposing the competitive
operational, Noble (1995), measured in terms of
"serious or security of delivery” through the
frequency of accelerations. However, no
difference between the speed of delivery and
on-time deliveries.

According to Ward et al., (1998), this
competitive priority is the reference to "delivery
time", that is, the ability to provide the right
product at the time promised according to the
program established. However, this assurance
in meeting product delivery to the customer is
not enough, the speed and the speed of delivery
and is also necessary.

According to Skinner (1969), cited by
Dangayach and Deshmukh (2001), and, in
recent decades, interest improved through the
production function and production strategy in
particular has developed, both from a
theoretical and empirical perspective due to the
recognition of their contribution to improving
the competitive position of the company and
industry. From a theoretical point of view, a
contextual framework that serves to clarify the
need for production strategy as a functional
strategy settle. According to these authors from
an empirical point of view, the events produced
in the companies confirmed the danger to
consider the production function as a "neutral”
function, unrelated to the other business areas,
demonstrating the benefits of recognizing the
strategic importance of this function and
interaction and support it with competitive
strategy. The need to improve organizations
producing and increasing competition, with
greater awareness of the need to give a strategic
role in the production function.

According Arcudia, Pech and Alvarez
(2005), as is the prevailing construction. At this
property it is called homeostasis and is
achieved through feedback compensating
processes.
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To illustrate this point it may be
mentioned that when a company is not fulfilling
their promises with regard to time and cost, the
reaction of the environment would be
disagreements expressed by customers. Which
they could even become lawsuits.

If the company wants to survive you
must receive this information and analyze what
factors related to the operation, inputs or
context, are involved in the problem, to apply
corrective or remedial measures and eventually
return to stable operation.

According to Swink et al. (2005) focus
their research in decisions relating to the
production process, management of relations
with  suppliers, management of human
resources and quality management. The results
show that these decisions are positively related
to the capabilities and flexibility in product cost
and volume.

To Brown et al. (2007) mentions that the
process with high performance a positive
relationship between production decisions
regarding process technology, supply chain,
capacity, location and distribution of facilities
and the cumulative production capacity .

According to Perez (2007), in measuring
the competitiveness of enterprises the Business
Competitiveness Index (BCI), proposed by
Michael Porter, which makes use of
microeconomic indicators for measuring and
evaluating the productive potential of an
economy uses , manifested in the sophistication
of its businesses and the quality of the
microeconomic business environment.

At the microeconomic level, the process
validated by Sarache Cardenas and Giraldo
(2007), in the metalworking sector SMEs and
the possibility of application in other sectors,
proposes a scheme consistent improvement in
three key areas, together called PSP:
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- The competitive priorities (P).

- The productive or production system
configuration (S).

- Manufacturing levers (P).

To Krajewski, Ritzman and Malhotra
(2008), the competitive priorities are:

"The crucial operational dimensions that
a process must possess to satisfy internal and
external customers, both today and in the
future”.

According Sarache and Ibarra (2008)
they describe economic trends help and require
that organizations focus their efforts on
improving its performance factors, so that these
must seek and give importance to functional
areas such as operations, always looking for a
complete consistency in the implementation
and implementation of a strategic plan.

Cortés and Alvarez (2009), it could
indicate a pattern of decision components that
contribute to give answers to the above
questions. Variables that guide the selection
process, planning and scheduling of the various
mechanical  resources  (machinery  and
equipment) required in different tasks that
require good management and development of
a crop.

Beekeenine oroduction

| Physical capital I-(—)I Technology I(—)-l Human Capital I

Source: Cortes and Alvarez (2009), as amended by Soto-
Mucifio (2015).
Figure 2 Diagram of integrative disciplines.
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Concurrence of variables, which allow
product valuation likewise reduce impacts of
some mechanical degrading practices on the
ground and thus work the perspective of
sustainability. All this will lead to formulate the
set of mechanical operations more in line with
the soil, climate and culture.

Cortés and Alvarez (2009),
mechanization of field operations to respond to
how, when and how to do it is critical in
mechanized farming operations and is a central
objective of the study of processes of
agricultural mechanization. For the
mechanization of field operations should be
understood using a set of machines or systems,
including animal traction, and manually
operated tools, technical and economically
organized by agricultural activity required
tasks, looking for maximum performance with
minimal waste of energy, time, money and
without much impact on the environment.

Giraldo, Sarache and Castrillon (2010),
an action of improvement in a production
system should start by identifying the
competing priorities and demands of the target
market; from them, you should assess the
consistency of the configuration adopted by the
productive system and the performance of its
subsystems or levers such competitive
manufacturing priorities.

Car However, Gonzalez (2013), until
very recently, the main concept used in
production function has been the cost.
Decisions and generally accepted for choosing
alternatives, models were based on this concept.
It does not think in other terms, or at least did
not have the weight of it. The Production /
Operations should take advantage of the cost
without seeing the possibility of occurrence of
any other combination of alternatives that could
be handled.
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Landeros (2013), the voice of the
customer in operations, it should be noted that
the specifications say how to behave our
product or service to satisfy the customer,
however, say nothing about how operations
should be to achieve, if we break one product or
service, their parts are made in different
departments of the company, each department
has its own resources to build your share:

Staff and tools (considered as a tool the
same to a computer system that machinery).

According to this author, the voice
broadcast client operations is achieved when
customer  specifications  become  work
instructions for each individual in each
department involved in the production.

Strategy considerations for beekeeping
in a small organization.

In the 80s Wheelwright and Hayes
(1985), a picture that made organizations in
different regions of the world will focus their
strategies to present completely different
aspects. Many countries, including the United
States, focused on marketing as a source of
strategic advantage, but the loss of markets for
many companies and the intense competition
that generated worldwide, allowed again the
eyes turn to the field of operations .

In countries like Japan, Germany and
Italy this same advantage focused from the
beginning to the area of operations Hill (2000),
although in other countries, for a long time this
area was treated as a secondary activity of the
company, whose shares It was not particularly
important to the organizational strategy (Avella
1999). But long before, Skinner (1968)
recognizes that through production strategy can
get to establish a competitive advantage. In
recent years many countries have become
successful, changing the paradigm against the
production area, this is the case of China.

ISSN-On line: 2414-4959
ECORFAN® All rights reserved.

December 2015 Vol.1 No.1 34-56

The paradigm is based on the
recognition that production can contribute to
creating a competitive advantage in the small
business and the role of the organization
responsible  for this transformation. To
Chittipeddi  (1992), this new paradigm,
generates changes that establish a new strategy
as organizations in the future will have to
concentrate more on production as a source of
advantage.

Assessment of the beekeeping process
requires that the strategy is up and running is
important to create mechanisms for ongoing
evaluation in order to verify to what extent is
fulfilling than planned and from that point
begin to make adjustments at different levels
for the achievement or redirection small
beekeeping organization.

For Schulze (1992) proposes that there
are two different models based on the
resources, the first is the strong model and is
based on the works of Barney (1991) and
Wernerfelt (1984). This model emphasizes the
importance of the model of behavior of rent, the
second, the weak pattern is associated with the
work of Grant (1991), Schoemaker (1990), and
Teece et. to the. (1990). This model emphasizes
the importance of efficiency in the organization.
But even with the differences that characterize
all models they have in common three
elements:

- The first: the resources needed to conceive,
choose and implement strategies are
heterogeneous, Barney (1991), the second:
differences in resource endowments are
causally related to differences in product
attributes Connor (1991). Third, the rent-
seeking organizations are Rumelt (1987).
These same characteristics are highlighted
Connor (1991), when he explains the
assumptions of the Theory of Resources and
Capabilities (RBV).
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- In the case of M. Dominguez (1995) it
raises eight strategic decisions which
defines as a product, process, quality,
capacity, distribution process, logistics,
personnel and planning and production
control.

- Organizations may have heterogeneous
resources and strategic resources are not
perfectly mobile, therefore, heterogeneity
can be long lasting.

- According to Thompson and Strickland
(2004) propose the following steps for
achieving a strategy:

- Development of a strategic vision and
business mission: Here we define what we
want to convert the small beekeeping
organization, and seeks to answer the
following questions: what is the vision for
the organization? Where should lead? What
kind of business is trying to develop? What
should be the configuration of the small
business organization?

- Setting goals: Wanted convert the general
guidelines of the organization in specific
and measurable indicators to assess partial
results with the business to what you want
to be.

- Create the strategy for achieving the
objectives: In this step we seek to define the
course of action to follow for each of the
levels of strategy, organization, business,
functional and operational to align with the
general strategy of small beekeeping
organization.

In order to implement and execute
strategy, here the small Dbeekeeping
organization shall establish  mechanisms
working in stages to run as planned in the
previous steps, designing and implementing
processes and procedures necessary for the
fulfillment of its objectives.
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For Kaplan and Norton (2004), attach
great importance to the internal elements of the
organization through the strategic map, set four
prospects to be developed in a focused and
aligned with their philosophy way, the 4
perspectives are financial, which is the way the
small organization will respond financially,
customer  perspective, which sets the
differentiating factors with which the target
market (regional, national), the perspective of
internal processes conquer.

It refers to the way beekeepers
organized internally processes that will enable
the achievement of its objectives and finally
there is the prospect of growth involves
personal development issues, comprehensive
knowledge management, technology
management and organizational capital.

Some authors as Miltenburg (2005),
Anderson et al. (1991) and Skynner (1974),
addressed this issue with different names within
which this, Outputs Manufacturing production
targets, tasks of production, production targets,
but its definition are targets or goals for
operations, which they are defined by the
market.  Miltenburg  (2005) raises five
competing priorities:

I. Cost refers to the manufacturing costs.

Il. Quality refers compliance with customer
specifications.

I11. Delivery refers to the delivery of products
to the customer, delivery reliability, speed of
response to customer requirements and speed in
processing orders

IV. Flexibility is the ability to respond to
constantly changing internal and external agents
that may affect the operational capacity

V. Innovation, defined as the ability to swiftly
introduce new products or changes in existing
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Sarache and Ibarra (2008) mention that
the objectives may evolve in parallel for
different levels of the organization and
referenced to De Meyer et al. (1989), which
illustrates the development and improvements
of priorities can make one by one and poses a
sand cone model, where orders based on the

quality.
Mejorasen las
prioridades
competitivas de la
X pequedia -
organizacion
apicola

Costosde
produccion

Flexibilidad de
proceso

Tiempos de entrega

Calidad de la produccion

Source: (. De Meyer et al, 1989) Amended by Soto-
Mucifio, (2015)
Figure 3 Sand Cone Model

Schermerhorn's approach (2004), which
refers to the elements affecting the company
without her having direct influence on these
actors make decisions or having control over
these factors, unless they can make decisions to
take into the opportunities presented safeguard
the beekeeping or small-business of the
consequences that may arise within this field
are decisions related aspects: economic,
political, legal, social, technological and
ecological and deal with the country or the
world as the competitive reach of small
beekeeping business.
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Car and Gonzalez (2013), to implement
an appropriate strategy of production, like any
other functional strategy is needed continuous
interactions between functions. For example,
operations need market information to
determine how to allocate capacity, operations
and finances must work together with respect to
time and the necessary funds for capacity
increases.

Thus, identifying the operational
capabilities needed for the future, the beekeeper
responsible for operations must work closely
with the staff of the process to respond to
competitive threats.

Beekeeper responsibility is to plan the
long-term future of the organization. For this,
the small business must have a strategy of the
organization, which is the plan of an
organization that defines the business that it
pursues new opportunities and threats in the
environment and growth targets you want to
have. This strategy is the small beekeeping
organization must address the business strategy
or how, for example, a small-business can
differentiate themselves from their competition.
Options include various possibilities and
develop standardized or personalized products,
compete on cost advantages or giving quick
responses to customers.

Factors such as globalization, market s
demands regarding the quality of production,
demand for natural products, require
increasingly competitive in order to survive and
stay in a dynamic market beekeeping
organizations being. According to Pardo
(2005), this road will take shape in the different
strategies, which would be guidelines to help
choose appropriate to achieve the goals of the
organization actions. For Amaya (2005), it
stresses that the most important purpose in the
strategies is to anticipate and decide on the
future behavior of the organization to the
challenges and market changes.
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Based on the reference to Miltenbug
(2005), strategies are interconnected so that no
functional area is left out to achieve maximum
competitive advantage.

According to Thompson and Strickland
(2004) propose the following steps for
achieving the strategy of small beekeeping
organization:

- Development of a strategic vision and
business mission: Here we define what we
want to convert the small beekeeping
organization, and seeks to answer the
following questions:

- What is the vision for the organization?
Where should lead? What kind of small-
company beekeeping is trying to develop?
What should be the configuration of the
beekeeping business small-business?.

- Setting goals: Wanted convert the general
guidelines of the small beekeeping
organization in specific and measurable
indicators to assess partial results with the
smaller organization you want to be.

- Create the strategy for achieving the
objectives: In this step we seek to define the
course of action to follow for each of the
levels of strategy, business, functional and
operational.

- Implement the strategy: Here the whole
company should establish mechanisms in
all areas planned to run in the previous
steps, designing and  implementing
processes and procedures necessary for the
fulfillment of its objectives.
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- Implement the strategy: Here the small
beekeeping company should establish
mechanisms in all areas planned to run in
the previous steps, designing and
implementing processes and procedures
necessary for the fulfillment of its
objectives.

- Evaluation of the process: Once the strategy
is in place is important to create permanent
mechanisms of evaluation for verifying how
much is being accomplished as planned and
from that point begin to make adjustments
at different levels to achieve or redirection
Small-business.

To Tarjizdn (2008), organizations
throughout  history have made major
developments in technology, equipment,
processes, quality and costs, among others, and
these became their competitive advantages; but
now everything is so easy to learn and copy,
small-business beekeeping are facing even
stronger challenges and developments and
changes should be deeper, to meet the needs
and expectations of an increasingly demanding
and knowledgeable customer, besides that the
client has a greater number of possibilities
when negotiating (regional, national and
international).

According to David (2008), must
consider both internal and external elements
and establish a model for the strategic plan,
based on three main stages:

- Strategy formulation, where the
organization decides what it wants to be,
comes after a second stage of
implementation, where the organization
runs the formulated strategy and finally
there is the assessment stage, which will
strengthen or redirect the strategy according
to the case.
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Some authors have focused on the
development and strengthening of internal
competencies in the organization to enable it to
face the environment, rather than adapt to it.
Within these theories is the Theory of
Resources and Capabilities (RBV).

According to the approach of David
(2008), takes into account both internal and
external elements and establish a strategic plan
based on three key stages: strategy formulation,
where the company decides what it wants to be,
it comes after a second implementation stage,
where the company runs the formulated
strategy and finally there is the assessment
stage, which will strengthen or redirect the
strategy of the company as irrelevant.

For Kaplan and Norton (2004), attach
great importance to the internal elements of the
organization through the strategic map, set four
prospects to be developed by the company
focused and aligned with its philosophy way,
the 4 perspectives are financial, that is how the
company will respond economically to its
shareholders, the customer perspective, which
sets the differentiating factors with which the
target market be conquered, the internal process
perspective, it refers to the way the organization
internally the processes that enable the
achievement of its objectives and finally is the
growth outlook implies development issues of
the improvement of physical capital, human
capital and technological improvement.

According to the approach it has on the
strategy of beekeeping organizations of small
businesses. Flores mentioned and Vega (2010),
small and medium enterprises (SMEs) are
economic organizations formed to generate
employment and income to support the family,
they are almost always small businesses from
the perspective of job creation.
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However, many tend to grow and
succeed based on strategic planning, a proper
family environment, social responsibility,
quality of products and services, use of
technology and competitiveness of small
businesses.

Competitive strategies are an essential
part for the performance of family SMEs, as
markets become increasingly competitive and
demanding. In the globalized world, business
organizations have found that the rate at which
competition is growing increasingly
consciously  take this situation allows
organizations to establish plans, strategies,
actions and initiatives that deliver results and
competitive improvements. Also, competitive
strategies can be taken as a systemic approach
towards more and increasingly important for
the overall strategy of the bee family SMEs
responsibility; ie relating to the small business
environment  (micro, meso and meta)
establishing its position, so to ensure its
continued success and protected against any
contingency that may arise.  Proper
implementation or not of a competitive strategy
can determine in the future the competitiveness
of the organization and its performance in the
market. However, for the implementation of
this strategy it should be supported by the
owners of small beekeeping business and have
the accessibility, availability and capacity of
staff to achieve the goals pursued by the SME
family.

Conclusion

For a strategic approach in a small beekeeping
organization, it is necessary to establish
competing priorities defined, these priorities
were raised in a series of consistent decisions in
the process and infrastructure as suggested by
Boyer and McDermott (1999).
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Therefore, the coherence between the
priorities and decisions regarding changes in
the process and provide the key infrastructure to
develop the area's potential as a competitive
weapon production Skinner (1969);
Wheelwright, (1978); Schroeder (1986);
Swamidass and Newell (1987); Hayes, (2005).

This strategy involves decisions about
the design of a process and the need to provide
support for the process infrastructure. The
design process is related to strategic elements as
selection of appropriate technology for
extracting honey (process) and how beekeepers
will get its production.

Infrastructure decisions are related to
the shape of the small organization as the work
plan, production control and product quality.

In the case of process technology, tasks
and structure of the process characteristics,
scale, materials wused (complying with
regulations) and labor. In this case the low-cost
strategy implies that the contribution by
production is lower, but is offset by the higher
volume, the rate of capital investment rises
while the flexibility of this investment drops
and there is better weather and the division of
labor that extend to the production process and
are intended to rationalize and improve the flow
line of work operations.

Moreover, the process is segmented to
exploit economies of scale are small beekeepers
and vertical integration, which allows the
capture of sources of supply with reduced costs,
because the costs can be minimized in the
process is needed are generated. Streamlining
the process leads to greater specialization in
beekeeping tasks and can improve product
handling and management of the required
quality of product required.
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These changes alter the process so that
the skill needs of the flexibility of the craftsman
will pass the skill of beekeeping expert. The
strategy proposed in the production area will
directly affect the development of capabilities
in terms of production, quality, human capital,
technology, in turn, the development of these
production capabilities can affect the choice of
decisions in improving the process and
infrastructure that would make the functional
production strategy.

Furthermore, both aspects that makes up
the content production strategy, which
influences the results of  beekeeping
organization.
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Abstract

The major changes registered in the Mexican foreign trade system can be considered a recenthistory, no
more than thirty years old, could be defined as a series of important and deep transformations of the
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According to WTQO’s reports, Mexico is one of the most free trade market in the world, and the country
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have produced important changes in the ecomic and commercial arenas in the country which,
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The unilateral liberalization of foreign trade
in Mexico

The report issued by the WTO on October 2,
1997, technically identified with the TPRB / 63
key, is the first assessment made by the WTO
in relation to the Mexican economy and its
trade policy. In it, the organization highlights
the efforts of Mexico to continue the process of
unilateral and gradual opening of its foreign
trade. Mexican trade liberalization is mainly
characterized by the negotiation of various
trade agreements such as NAFTA, primarily, on
the other hand, the reduction of tariffs by the
treatment of Most Favoured Nation (MFN)
treatment accorded to other member countries
of the WTO, which together account for over
98% of world trade.’

The report highlights the growing
dependence of Mexico's foreign trade,
especially in the export destination relative to
the United States, a trend that is not only
maintained but has deepened. The ISU is
illustrated when one considers that the
proportion of Mexican exports to the US
increased from 75% in 1992 to 80% in 1996.%°
The strategy of the Mexican government, since
to date, with the increasing concentration of our
foreign trade, has been nothing to negotiate
trade agreements with several countries like
Costa Rica, Bolivia, Colombia and Venezuela,
with trade blocs like the European Union.

° World Trade Organization, Mexico's regional
agreements stimulate liberalization but complicate trade
regime, Primer comunicado de prensa, Ginebra 2 de
octubre 1997, p. 1

Y Ibid., p. 1
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However, the result of that attempt to
diversify the destination of Mexican exports has
not had the desired result, but the concentration
of Mexican exports to the US grew 85%."" The,
as was projected by trade authorities in the late
nineties, Mexican trade liberalization was
characterized by the elimination of non-tariff
barriers and amendments to laws related to
public procurement, changes or amendments to
the customs valuation and trade competition . A
sign or evidence of Mexican trade liberalization
is related to the greater protection offered by
the country's industrial property and the rules
governing copyright, which was a direct result
of the implementation of the agreements they
gave rise to and shape WTO, and satisfied the
provisions of NAFTA on the matter.

A characteristic of the stage of
commercial opening of Mexico is that is
differentiated. That is, preferably Mexican trade
liberalization benefited the countries that
negotiated a trade agreement with Mexico
compared to other WTO members.

An example of that selectivity, relative
to the tariff preferences, given the WTO for
1997 noting that Mexico reduced its tariffs on
manufactured goods from 50% to 35%. In
comparison it goes further when he emphasizes
that the average tariff was 13.2% for countries
with treatment of Most Favoured Nation (MFN)
countries with which Mexico has a free trade
agreement but are members of the WTO, a
percentage that is much higher than 4.2 %, on
average, they collected on imports from the
United States.™

1 US Embassy in Mexico, Mexico and the United States
at a Glance; Economy and Commerce, Mexico 2006,
available at:

http://www.usembassy-
mexico.gov/sataglance trade info.html, accessed
September 2, 2010.

12 World Trade Organization, op. cit. p. 4
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The MFN clause states, in the
framework of the WTO membership that the
grant of tariff concessions primarily to a
member of the organization to the other
participants of the same is extended. The
exceptions to the MFN are three: free trade
areas, customs unions and preferential
treatment agreements such as the Generalized
System of Preferences. It is striking that the
WTO contrasted the measures implemented by
the Mexican government to strengthen trade
liberalization with the increase in "... the use of
contingency measures (mostly anti-dumping)
..", increase the organization identified as a
protectionist remaining by Mexican
authorities.™

The above remark is questionable
because the anti-dumping measures due to an
investigation that was conducted in order to
correct a distortion of the market and not as a
form of trade protectionism. Complementarily
we can say that, and as discussed in previous
chapters, the number of penalties on dumping is
not significant in relation to total imports of a
country.

Trade liberalization is not without
industrial sectors affected by it. An example of
this is the agricultural production, which
affected its development as a result of the
agreements signed by Mexico. So that Mexican
producers recorded declines in both supports
and subsidies received reductions reflected in
the sectorial trade balance and its contribution
to the GDP of Mexico.

13 World Trade Organization, "October 1997 Mexico" in
Mexico's trade agreements stimulate the liberalization but
complicate the trade regime, Press release, Geneva
October 2, 1997, available at: http: //www.wto. org /
spanish / tratop_s / tpr_s / tp063_s.htm
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The above scenario was recorded even
though the NAFTA negotiations tariff reduction
envisaged in the case of Mexican agriculture,
protection provided by import quotas and
reductions in import tax rates of previously
traded goods.

Mexican tariff reduction occurred in
terms up to 15 years. The above concept can be
explained as follows: if a product has a tariff of
60%, the allowance to 15 years mean that the
tariff will drop 20 points every 5 years, so that
in the year 16 the product in question is exempt
from payment of tariff. In the aforementioned
reduction in the contribution of agriculture to
the GDP of Mexico in 1997, it can be noted that
according to INEGI, in 1983, that sector
contributed to 7.1% of GDP; by 1999 that
proportion fell to 6% of this indicator. As the
value of the sector, it was 95.163 million pesos
(at 1993 value). That amount was more than
33% compared to 1983 with the proviso that the
population in that year was seventy million
compared to nearly one hundred million 1999.*

A complement to the unfavorable scenario
for the agricultural sector after the Mexican
trade liberalization summarizes a study of the
Chamber of Deputies as follows:

Eight years after NAFTA entered into
force, its main results in the agricultural sector
in Mexico are as follows: imports of agricultural
products have increased considerably, in some
cases to displace domestic producers.

Y Barcelata Hilario Chavez, the Mexican economy.

Crisis and Structural Reform 1984-2006; Crises and
vulnerability of agriculture in Mexico, Encyclopedia and
Virtual Library, Malaga 2008, p. 303

TAPIA, Agustin. Mexican foreign trade through the Trade Policy
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On the fiscal side, revenues from tariff-
quota that have not been collected between 1994
and 2001, estimates that amount to little more
than 2 thousand 400 million dollars, while the
loss of tax revenue from the elimination of other
products agricultural estimates that amounted to
415.0 million dollars.”®

Despite this, it is worth noting that the
measures implemented by the Mexican
government not only remedied inequalities
registered until 1997, but is accentuated as
evidenced in the analysis of the following
evaluations carried out on the Mexican
economy in 2002 and 2008 especially in the
case of agricultural subsidies in countries such
as Mexico they have been falling, while
developed countries virtually unchanged
agricultural policy despite recommendations
from bodies such as the WTO, the World Bank
or the IMF.

In the case of manufacturing, Mexican
exports have been stimulated due to the result
of the implementation of various trade policy
measures. Sectorial programs to encourage
exports are examples of these.

Temporary Import Program to Promote
Exports  (PITEX) Program  Companies
(ALTEX), and the Joint Commission for the
Promotion of Exports (Compex), etc., as well as
the continuation of the regime maquiladoras.

The effect of these programs can be
related to the increase in manufactured exports
on total exports.

15 House of Representatives, Congress of the Union,
Impact of Tariff Total in 2003 and 2008 of some
Agricultural Products, CEFP / 018/2002, Center for the
Study of Public Finance, Mexico in April 2002, p.4
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Trade Balance of Mexico for 2001
shows that the share of manufacturing exports,
including those for the automotive industry and
parts, which is regarded as representative for
the Mexican trade authority integrated with
foreign industry, it stood at 86.54% in 1997 and
reached a maximum of 90.71% a year later.'®

In the service sector, we can say that
Mexico has received large telecommunications
service providers. However, monopolistic
practices extend to all activities of the industry.
Economic development generally reflects the
services or tertiary sector is becoming
increasingly important in economic activity in
the country as a whole.

The services sector contributes a
majority in the composition of the national
GDP with 70%, similar to that recorded by the
US economy among other percentage, and
employs over 18 million workers, equivalent to
more than 50% of the economically active
population (PEA) of the country.*’

Full implementation of  trade
liberalization measures in key service industries
such as banking, air transport,

telecommunications among others, at least on
an MFN basis, allow Mexican producers to
reduce their production costs in relation to its
competitors industry abroad.

16 National Institute of Statistics, Geography and
Informatics, How diversified are our exports ?, Tablel
Total Exports, Selected Sectors Participation and
Hirshman Index - Herfindal, Mexico 2002, p. 3

7 Atlantis Coll Hurtado and Juan Cordoba and Ordonez,
Globalization and the service sector in Mexico, UNAM
Geographical Research, Mexico 2006,p. 8
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I- The trade instruments used by the
Mexican government in the context of
economic liberalization

Instruments or measures that the Mexican
government used in the nineties to continue the
liberalization of Mexico's trade, along with the
signing of trade agreements, can be identified
as follows: the tariff reductions caused both by
the signing of trade agreements and concessions
which gave the product of trade negotiations
within the WTO country.

The tariff reduction process began in
1983, and was characterized by a gradual
reduction in the level and dispersion, although
import permits remained. In 1984 they started
removing these trade barriers so that the
controlled imports fell by 83.5% of the total.

Moreover, the dispersion of tariff rates
averaged 10.4% in the General Tax Act and
Export and Import of 6.1% in average import
transactions actually made, therefore this
indicator was reduced to a range of 0-20%, with
only five established rates a total of just over 11
thousand tariffs.'®

By joining the GATT, Mexico
continued the process of reducing tariffs and the
replacement of direct controls, leading to
determine a maximum tariff of 50%.

18 Mariano Torres Velasco, "Trade Policy in Mexico:
scope and limitations on the objectives of the so-called
first-generation reforms, 1982-2002"., On Contributions,
Journal of the Faculty of Economics, BUAP, Year IX,
No. 26, May -August 2004, p.100
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Between 1986 and 1987 the opening
process continued at a maximum tariff of 20%
set and eliminated prior import permit much of
the manufactured consumer goods which led to
a coverage permits only 20% of the value of
imports in 1988, they are representing more
than 28 billion amount.*®

From 1993 to 1997 Mexico unilaterally
eliminated tariffs under MFN treatment to over
1,200 products; tariff-free products increased
from 414 in 1993 to 1.658 in 1997. The main
products on which Mexico adopted the said
tariff elimination were inputs and machinery
used in the agricultural, chemical, electrical,
electronic, textile and Publishin.?

Although the simple average tariff has
remained at around 13% in the last four years,
from 1993 to 1997, the weighted average tariff,
or average, is down significantly, from 7.8% in
1993 t0 2.9 % in 1996 and 2.7% in 1997.%

In 1990, the government provides tax
incentives for exporters, especially with the
creation of the Temporary Import Program to
Produce Export Goods (PITEX). Under this
program, as amended in 1995, companies were
entitled to temporarily import raw materials,
parts and containers; fuels and lubricants; and
machinery, equipment, tools, molds and others.

19 Susana Fernando Clavijo and Valdivieso, "Structural
reforms and macroeconomic policy: the case of Mexico
1982-1999," Economic Reforms in series No. 67,
ECLAC Mexico 2001, p. 11

20 World Trade Organization, op. cit., p. 23
2 Ibid., p. 23

TAPIA, Agustin. Mexican foreign trade through the Trade Policy
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The main purpose of the temporary
importation is that the goods entering the
country under the regime to return to the
outside either in the same state in which they
entered, or making it transformed into an article
that was modified or repaired. In the case of
fuels and lubricants used by a company when
they are not raw materials, it can hardly be
satisfied with either of the two aforementioned
objectives, why classified as temporary
importation is highly questionable.

Companies that were entitled to import
the goods grouped in the first three categories
of export goods should be billed at least 10% of
its total sales, while companies that were
entitled to import goods classified in the last
two categories should commit to check at least
30% of its total sales as exports.?

The creation of other export incentives
exemplified in 1990 with the opening of the
program  Highly  Exporting  Companies
(ALTEX) and was amended twice in May 1991
and May 1995. The use of this program stated
that companies you were authorized by
SECOFI, they must meet the following
requirements to receive a permit: direct
exporters must show a surplus in its trade
balance and its direct exports represent 40% of
total sales; indirect exporters should check the
export at least a value equal to 50% of total
sales.?

As secondary commercial instruments
may include mandatory standards related to
quality, marking and labeling, known as
Official Mexican Standards (NOM).

%2 Ministry of Economy Decree establishing temporary
import programs to produce export goods, Article 6,
restored May 12, 2003, Mexico.

% Ministry of Economy, Decree for the Promotion and
Operation of Highly Exporting Companies, renovated in
May 1995, Article 5, Mexico 1995.
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The normal duration of such standards is
five years, and at least a year in advance is to be
published in the Official Gazette its possible
replacement, cancellation or endorsement.

The WTO report highlights the fact that
Mexico is not part of the Government
Procurement Agreement, which limits the
participation in public tenders to foreign
suppliers of goods and services because
preferential treatment is given to nationals.?*

In contrast to the previous remark, and
derived from NAFTA, Mexico is obliged to
apply the same treatment to a US or Canadian
supplier compared with a Mexican in public
tenders that are not restricted by national laws.

Importantly, the enactment of the
Federal Law of Economic Competition (FLEC),
which entered into force in 1993, and the
creation of the Federal Competition
Commission as an administrative agency of
SECOFI that has technical, operational
autonomy and to dictate resolutions; also it is
responsible for preventing, investigating and
combating monopolies, monopolistic practices
and mergers in terms of the FLEC.%

- In the context of trade liberalization, he
continued the modernization of the Mexican
customs procedure. The head of the
Executive Branch promotes the publication
of a new Customs Law came into force in
1996. The provisions attempt to expedite
the same goods crossings, both export and
import through the different country
customs.

# World Trade Organization, Mexico's regional
agreements stimulate liberalization but complicate trade
regime, Primer comunicado de prensa, Ginebra 2 de
octubre 1997, p. 21

% Fernando Ramirez Hernandez, competition policy and
regulatory process in Mexico 1993-1999, Faculty of
Economics, UNAM, Mexico 2000, p. 115.
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- However, this law has some provisions that
are unclear and have even declared
unconstitutional in certain points of Articles
152, 153 and 157 relating to the
identification and punishment of the
Administrative  Procedure in  Customs
Matters, irregularity which has not been
corrected to date.

- Among the changes implemented by the
General Directorate of Customs dependent
SHCP, they highlight four:

- Loading and unloading of goods of
maritime customs in private facilities is
permitted.

- To provide greater legal certainty for users,
you can take early consultations held in
tariff classification and responsibilities of
the broker and the importer in the foreign
trade operations are delimited.

- Unnecessary procedures were eliminated to
allow inland customs office is mainly
engaged in the intermediate goods and
capital, and to allow the import duty for
exporters is made possible through bank
deposits; In addition, the virtual export of
goods was regulated.

- In accordance with international
commitments, the method constructed value
as the taxable base for imported goods
under the Customs Valuation Code joined
WTO.?®

Despite these actions, we can say that
the Mexican customs system in the late
nineties, was slow, inefficient, highly
bureaucratized and identified as corrupt.

% World Trade Organization, op. cit., p. 26
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However, in the following decade the
operation of customs procedure significantly
improves, in the opinion of the authority, in
terms of efficiency and speed of operation.

Foreign investment in Mexico

Previously it noted that Mexico considered one
of the main objectives of its trade policy
attracting larger amounts of FDI. In fulfillment
of that goal the Government issued the Foreign
Investment Law (LIE) in December 1993,
which was amended in December 1996. This
law together with the access provisions
contained in NAFTA, represent a profound
change the policy on foreign direct investment.

The position of the Mexican
government, in the late nineties, seeking to
attract foreign investment can be summarized
in the following statement:

In the last four years the foreign
investment regime was liberalized in key
sectors for the country's development, such as
ports; telecommunications; air transport;
storage, transportation and distribution of
natural gas; railways; financial services; and
airports. As a result, Mexico has become one
of the most open in the world to competition
from foreign service providers countries.”’

As a complement to the above remarks,
Mexico has incorporated provisions or
measures related to investment attraction and
protection of the same in the various free trade
agreements it has signed. All these instruments
have been based, as regards investment, the
NAFTA model, providing greater legal
certainty to investors.

2" World Trade Organization, op cit., p. 28
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Mexico has signed various agreements on
the Promotion and Reciprocal Protection of
Investments (BIT). These agreements, 27 to
date, the following business areas: investment
definition, scope, promotion and admission,
treatment  of  investment,  expropriation,
transfers and resolution of Investor-State
disputes and State-State.?

The result of the actions described and
related to the liberalization of foreign
investment translates into the fact that Mexico
received 47,700 million dollars of foreign direct
investment from 1994 to 1997, being the
second largest recipient among developing
countries, at that time, after China. This amount
exceeded government estimates which placed
the amount of FDI between 1994 and 1997 in
39 billion dollars.”

Opportunity Areas of Mexican foreign trade

- In the trade policy review of 2002 can be
highlighted on some practices and
arrangements for the Mexican customs
procedure, issues that are virtually the same
as those observed in the previous review of
the trade policy of Mexico and that can be
summarized in the following points :

- The bound rate tariffs and tariffs.

- The tariff quotas on imports of agricultural
products.

%8 Proméxico, Agreements on Promotion and Reciprocal
Protection of Investments, Mexico in September 2010,
available at: http: / www. Promexico .gob.mx / wb /
Promexico / acuerdos _para la_ promocion y
_reciproca_ protection, accessed October 29, 2010.

* Enrique Dussel Peters, foreign investment in Mexico,
Network Investment and Corporate Strategies, ECLAC
Productive Development Series, Santiago de Chile 2000,
p. 26.
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- The compatibility of the special
arrangements  for  imports, including
maquila and PITEX with the WTO rules.

- The concept of regional content in the
automotive industry; Y

- The Erotection of intellectual property
rights.*°

On the first point, on Mexico's tariff
structure as well as in most countries, it is of
stepped type. That is, different tariffs according
to the type of product and its origin as a result
of preferential trade agreement or perhaps
implementing a sectorial program to encourage
exports and the case were assigned PITEX.

Tiered tariff structure is divided into two
types: first, the bound tariff or tariff rate bound
aka MFN. It can be defined as the maximum
authorized by the WTO to cash or applied to
imports of another member of this state and
second tariff, preferential tariff is charged on
imports from countries that have some kind of
tariff preference.

As already it noted, in Mexico there are
over 12 thousand tariff in their TIGI. Fraction
of that total, the average tariff in 2000 was
16.2%, with highs and lows of 35% to 0%.
Assigned bound tariffs on agricultural imports
and manufacturing were 50% and 35%
respectively, while the average tariff is 22%
and 13% for the same categories of imports.®*

%0 World Trade Organization, op. cit., p. 28

31 Johannes Heitmann, major trends in trade, trade
policy and integration agreements in the countries of the
International Association of Caribbean States (ACS)
Trade Series No.. 18, CEPAL, Santiago de Chile
noviembre 2001, cuadro 28, p. 75.

TAPIA, Agustin. Mexican foreign trade through the Trade Policy
Reviews WTO. ECORFAN Journal- Republic of Cameroon 2015.



Article

65
ECORFAN Journal

An additional tool for determining
tariffs in Mexico corresponds to tariff quotas.
These work like a quota or limit import
products such as poultry, cheese, beans, wheat,
barley, corn, cacao, coffee, condensed milk and
sugar containing products.

Finally, there are seasonal tariffs
charged to agricultural products such as
sorghum, soybean and safflower. Using this
mechanism stated that a tariff of 10% for
sorghum and soybeans were charged in 2002
and 15% in safflower. Other planned FTA tariff
concessions included, and special regimes such
as the maquila exports and PITEX.*

The concept of regional content that
applies to the automotive industry, which is a
clear example of the complex nature of NAFTA
Chapter IV included in the calculation of tariffs.
The treatment to the goods of the industry
illustrates the use of the rules of origin for the
protection of an industry. In practice, this sector
is the only one in the area of NAFTA requires
the calculation of regional content in order to
grant tariff preferences or not. Besides the
benefit of the accumulation is excluded in its
determination.

Replacing the accumulation in the
calculation of regional content, and the
subsequent determination of the appropriate
fee, under the NAFTA is given a crawl of each
of the stages of production of the good, and
finally on the basis of the method net cost is
claimed that the product meets a high
percentage of regional content: cars, light trucks
and engines, 56% for 1998 and 62.5% in 2002;
for other vehicles and parts they had to reach
55% and 60% respectively.®

2 Ibid., p. 75

% Maria Elena Cardero and Patrick Low, who won and
what lost to NAFTA, UNAM Institute of Social
Research, Siglo XXI, Mexico 1996, p.116
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- The main discrepancy between the maquila,
the PITEX program and the rules governing
the WTO are summarized in the
impossibility of an exemption from import
duties on machinery and inputs that are
used in the manufacture of export products.
To resolve this difference, the Mexican
government issued January 1, 2001 a decree
which requires companies registered in
maquiladoras and programs to promote
exports as the PITEX to pay any duties
although they are exempt from VAT.

- Finally, under the protection of intellectual
property rights, Mexico signed the WTO
TRIPS; however, the situation presented by
the aforementioned protection in the
Mexican case is disappointing. To support
the above statement, we can say the
following:

- Mexico ranks 72 of 125 countries on the
protection and rights of access to physical
and intellectual property, according to the
International Property Rights Index (1IDP),
which is composed of three categories.

- In the first one, Mexico scored 4 points out
of 10 and ranked at 83 in the "legal
environment and politics.”

- The second category, "physical property
rights" related to the physical protection of
the rights of Mexico assigned a rating of 5.3
out of 10 and placed the country on the
85th.

- Finally, in the category best evaluated in
the Mexican case, "intellectual property
rights” related to the protection of patents
and trademarks, Mexico received a score of
4.9 out of 10 points, and ranked at 59.*

% CNN Expansién.com, "Mexico worsens in private
ownership," CNN Expansion, Mexico February 24, 2010,
available at:
http://www.cnnexpansion.com/economia/2010/02/24/me
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Mexican economy since 2006

In the third and most recent report on Mexican
trade policy was published in 2008, the WTO
noted that Mexico's GDP grew by 3.9% annual
average over the period 2004-2006 compared
with the poor growth same variable between
2001 and 2003. This increase partly due to the
US economic slowdown, which was
characterized by a decline in aggregate with the
consequent reduction of imports demand.*®

In the analyzed period both GDP
increases 1.7% annual average between 2001
and 2006, and per capita GDP reached the level
of $ 8,000 in 2006. However, even though
between 2005 and 2006 recorded the highest
increase was recorded GDP, 3.9%, while per
capita income grew due to a low population
growth of around 1%, compared to GDP in the
period. Despite the increase referred the
penultimate Mexican per capita GDP was
within the group of OECD countries surpassing
only to Brazil *°

Under the management of public
finances, prudent fiscal management and
containment of inflation, public sector budget
balance recorded between 2005 and 2006. This
balance was a result of several factors;
including high oil prices and the reduction of
public debt in proportion to GDP.

Mexico's public debt showed a mixed
performance. le the ratio of external public debt
/ GDP rose from 7.9% to 5.5% between 2005
and 2006, while domestic / public debt to GDP
rose from 13.8% to 16.2% in the period.

xico-empeora-en- intellectual ~ property-consulted
September 20, 2010.

35 World Trade Organization Trade Policy Review of
Mexico WT / TPR / S / 195, Review Body Trade Policy
Geneva in January 2008, p. 1

% National Institute for the Evaluation of Education,
National Education System Indicators 2008, first edition,

Mexico 2008, p.104
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This is equivalent to point out that the
Mexican government changed, but did not
reduce the debt origin.*’

With regard to the deficit in the current
account, you can highlight the reduction
observed in that variable in 2006 compared to
the previous year: -4.776 and -4.881 million
dollars respectively. This decline was attributed
to increased remittances and high international
oil prices.®

The current account deficit increased
significantly in 2007 and 2008, and amounts to
-8.660 -16.174 million dollars respectively. The
aforementioned imbalances occurred despite
the highs they reached the Mexican economy in
items such as international remittances.*

Remittance income was improperly
recorded as part of Mexico's GDP. The amount
of that income and exports, amounts reached
26.069 million dollars in 2007 and 291.343
million dollars in 2008 respectively; while
imports totaled just over 308 billion dollars in
2008.4

In the line of employment, in 2008 the
number of employed persons grew 10% to reach
58.8% of the economically active population
(EAP), although the unemployment rate for the
2006-2008 period recorded an average rate of
3.7%; however, the above figures should be
considered 27% of the PEA, who was working in
the informal sector.**

Additionally, it can be mentioned that 27%
of the labor force that is in the informal sector of
the economy, you can add another 25% of the
labor force that is underemployed.

¥ Chamber of Deputies, op. cit. p. 35

% Ibid., p. 36

¥ Ibid., p. 37

0 fdem

* World Trade Organization Trade Policy Review of
Mexico WT /TPR /S /195, p. 12
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That percentage may be considered high
even in the case of emerging economies like
Mexico.*?

The improvement in the Mexican labor
market resulted solely on its unemployment rate,
which stood at 3.3%, which was lower than the
mean average of the OECD countries with 5.6%.
However, there are data representing areas of
improvement for the Mexican authority in
economic and labor matters.

61.1% of the EAP has employment rate is
low compared with OECD countries which have
the highest occupancy rates in Iceland, with over
80% of the employed population, followed by
Switzerland, Denmark, Norway, Sweden and
Canada with slightly less than 80% rate.*®

In corresponding to the possibility of
obtaining employment line, access is differentiated
between men and women: while 93% of men
between 25 and 54 years of age have jobs, similar
to the proportion who heads Iceland list only half
of women in the same age range was used, which
placed Mexico in the penultimate place in the
OECD ranking, beating Turkey.*

Regarding monetary policy, the WTO
report stressed inter alia that between 2004 and
2008, the Bank of Mexico established the
necessary mechanisms for the elimination of the
"short", defined as the cumulative daily accounts
of banks balance the Bank of Mexico as the main
instrument to induce changes in monetary policy.

*2 Central Intelligence Agency, "The World Factbook" in
Mexico Economy Overview 2009, available at:
https://www.cia.gov/library/publications/the-world-
factbook/geos/mx.html, accessed September 21, 2010.
Organization for Economic Co-operation and
Development, Employment Outlook, How does Mexico
Compare ?, Paris 2008, p. 2, available at:
http://www.oecd.org/dataoecd/43/10/40905834.pdf,
accessed September 22, 2010
“ Ibid. p. 2.
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The elimination of that instrument
envisaged replacing it with a target interest rate for
bank funding operations within one day.

In this sense, the WTO report noted that
the goal set by the Bank of Mexico on the inflation
rate, or Consumer Price Index (CPI), estimated
that it will be located at a maximum of 3% for the
period 2002 -2006 tolerance having a relatively
high, plus / minus one percentage point.*®

The establishment of the inflation target by
the Mexican government, in the analysis of the
Mexican economy in 2008 was endorsed by the
International Monetary Fund. The agency praised
the measures of fiscal and monetary policy
implemented by the government as a way to boost
economic growth and reduce poverty.

As proof of the failure of the official forecast
for the rate of inflation, the Bank of Mexico said:
"The rise in prices that occurred in 2004 was the
result of external shocks, particularly the surge in
energy prices, while the increase registered in 2006
came from supply shocks on a small group of
goods and services, among which stand out the
tortillas and sugalr”.46

Contribution of foreign trade to the
Mexican economy in 2008

In 2006, the WTO said Mexico's foreign trade had
increased its share of GDP nearly 10 points
compared to 2001, from 52.6% to 60.3%.
Likewise, imports accounted for 30.5% of GDP
while exports amounted to 29.8%, Table 1.
Foreign trade of Mexico 2002-2008, in millions of
délares.ambos data for 2006.*’

% International Monetary Fund, “Country Focus Mexico
20077, en Finance & Development, vol. 44 num. 3,
Washington septiembre 2007, p. 56

¢ Banco de Mexico, Inflation Report October-December
2006. Mexico 2006, available at:
http://www.banxico.org.mx/tipo/publicaciones/index.htm
1, accessed September 24, 2010.

" World Trade Organization Trade Policy Review of
Mexico WT/TPR/S/195, p. 17.
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Year

Concept 2002 2003 2004 2005 2006 2007 2008

Exports 161,046 164,766 187,999 214,233 249,925 271,875 291,343

Imports 168,679 170,546 196,810 221,820 256,058 281,949 308,603

Source: Based on data of the Chamber of Deputies, Historical
Statistics

Macroeconomic indicators 1980-2009.

As can be seen in the analyzed period 2002-2008,
the Mexican foreign trade deficit and further
dependence on oil exports grew from 2000,
doubling its value and participation in relation to
total exports.

Exports of petroleum and petroleum
products reached 15% in 2006, mainly due to high
oil prices, which in June 2008 was more than $
128.00 a barrel in 2008, which contrasted with the
lower price of $ 58.00 recorded in 2009.*®

Mexican exports in 2008 can be divided into
the following areas: concentration of exports in a
small number of companies, large share of the
maquila sector, with a share of 55% in total
exports. Furthermore, they manufacture and not
complementary substitutes were exported and,
finally, the recipient is greater America again.

A notable aspect of Mexican foreign trade
and that the available statistics may not reflect
accurately corresponds to the real importance of
some trading partners, mainly because the majority
of Mexican exports go to or are carried by U.S.

The use of data, for example, imports from
Mexico recorded by third countries, rather than
those registered as exports by Mexico, suggests
that the value of Mexican exports to partners such
as Canada, China, EU, Korea and Japan It would,
individually, be underestimated between 30% and
180%.%

8 Ibid. p. 21
* World Trade Organization, op. cit., p. 21
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The explanation of this discrepancy can
be attributed to commercial criteria. These
include the dispatch of goods exported to the
United Mexican States, which forwards them to
the destinations mentioned in the previous
paragraph. This redirection or re can find its
justification in the high costs of transportation,
customs services, loading and unloading
maneuvers in ports and airports in Mexico or in
the greater availability of air and sea routes in
the United States compared to Mexico.

In Mexico oil trade balance recorded a
deficit in the fourth quarter of 2008. The deficit
reached an amount of 224 million dollars just in
the month of November. The shortfall was
mainly due to the reduction of 32% in Mexican
exports, from 3.435 to 2,322,000 dollars of oil
products compared to the previous month.*

The aforementioned deficit "summed up
the responsibility of governments past and fate
overtook us, because for the first time in
decades the country imported in (and other
fuels) Petroleum quarter more than it exported

amount of crude oil and derivatives”.>

In corresponding to the attraction of
foreign direct investment (FDI), priority of
Mexican trade policy, the said indicator line
had an irregular evolution over the period 2001-
06.

During that time, FDI flows to Mexico
totaled just over 124,000 million, equivalent to
an annual average of $ 20.667 million or 3% of
GDP.

%0 National Institute of Statistics and Geography, revised
Mexico's trade balance for November 2008 Information,
Table Balance of Trade of Oil Products in 2008
communiqué 005/09, Aguascalientes January 2009,p. 3

! David Marquez Ayala, "Mexico's foreign trade in
2008," in Economic Vector, Mexico March 2009p. 2
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Of this amount, approximately 45% went
to the manufacturing sector, followed by the
financial sector and the social, professional
services and tourism sector, 29% and 9%,
respectively.

FDI in Mexico fell 20.4% during the first
half of 2008 compared to the same period last
year, decreased mainly caused by the slowdown
in the US economy. From January to June, the
country received 10,536.7 million in
investments, compared to 13.244 million raised
in that period of 2007.%

From December 2006 to September 2010,
foreign exchange outflow of Mexicans and their
companies abroad, both banks to do business,
reached 55 thousand 503 million dollars. It is
an amount 266% higher than left the country
for the same purpose between January 2001 and
September 2004, the comparable period of the
administration of former President Vicente Fox
Quesada, who was 15 thousand 141 million
dollars. That is, for every dollar of FDI that
entered Mexico in the indicated period, came
two of the country.>*

The Mexican trade regime in 2008

The policy of export promotion in Mexico
includes the negotiation of trade agreements. To
date, the country has 12 agreements with 44
countries that are the source and destination of
the vast majority of Mexican exports and
imports.

> Ibid. p. 22

% CNN Expansion, "Mexico loses luster for FDI" in
FORTUNE, Mexico September 24, 2008, available at:
http://www.cnnexpansion.com/economia/2008/09/24/me
xico-es-menos -attractive-in-ied. consulted September 25
2010

°* Roberto Gonzalez Amador, "With Calderon Mexico
have left 55 thousand million dollars: BdeM" in La
Jornada, Mexico, Friday November 26, 2010,p. 30.

ISSN-On line: 2414-4959
ECORFAN® All rights reserved.

December 2015 Vol.1 No.1 57-76

This network of agreements is
considered the largest in terms of number of
countries and importance of the economies
involved.

In practice, however, we can say that
except in the case of NAFTA, most of trade
agreements have been virtually discarded or
ignored by Mexican exporters as shown in the
foreign trade deficit with the European Union,
Japan and several other countries with which
Mexico has negotiated preferential agreements.

Among the reasons for the
underutilization of different FTAs NAFTA can
be cited, among others, the high cost of
transportation from Mexico, lack of assistance
to small exporters and the lack of sources of
financing on preferential terms for new
exporters.

In that sense, the trade agreements
signed by Mexico as part of a strategy of trade
liberalization and according to the experiences
of other countries in a similar situation
complicates the Mexican foreign trade in view
of potential exporters and importers abroad . As
a result of this multiplicity of agreements and
tariff structures altered economic incentives and
resource allocation is recorded.*®

Graph 1 shows the evolution of the curve
is seen to GDP growth in the period 1994-2009,
which has a very similar to the share of Mexican
exports behavior. That is, the evolution of Mexican
exports conditions the growth of the Mexican
economy.

% World Trade Organization Trade Policy Review of
Mexico WT/TPR/S/195, p. 15.
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The growing importance of Mexican exports
relative to GDP growth, especially during the
period 1994-2009, peaking in 2008 when exports
contributed 35.2% of the total volume of the
economy. Foreign sales reached in that year
amounting to 308.603 million dollars.
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Source: Based on data from the Center for Public Finance
of the House of Representatives

Graph 1 GDP Ratio Foreign Trade and Foreign
Direct Investment in Mexico, 1994-2009

In another important aspect of foreign
trade and in relation to their legal framework
was considered in 2008 that there were
considerable changes compared to previous
years; however, antidumping before the
Supreme Court were filed. In this regard, it is
worth noting the existence of a dispute in legal
matters according to the positions of the First
and Second Collegiate Court in Administrative
Matters of the First Circuit.
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The First Court found that foreign firms
(exporters) did have interest at the time of filing
a lawsuit guarantees or protection before a final
determination on dumping. This criterion
prevailed against the position of Second Court
considered nonexistent interest of an exporter
because it was not sanctioned basis of receipt of
compensatory quotas allocated to importers in
Mexico.”®

On the issue of regulatory reform, as
part of the regulation of foreign trade,
consolidation and changes aimed to continue
the actions of the trade authorities for over three
administrations he appreciated. The main
objective of the activity of the authority seeks
to facilitate the relationship between business
and government in order to promote the
creation and consolidation of business in the
country.

In pursuance of this objective, the
Federal Administrative Procedure Act (FAPA)
and the Federal Commission for Regulatory
Improvement (Cofemer), a body responsible for
supervising the Federal Register of Formalities
and Services (RFTS), which comprises all the
paperwork was issued and services related to
the Federal Government. The record included to
May 2007, 3,327 procedures and services. That
figure far exceeded the 1,172 registered
procedures and services in late 2001.>

The expansion in the number of
procedures and controlled by said record
reflects the federal government's effort to
simplify regulatory activity into smaller and
smaller bodies and thus facilitate economic
activity in the country services.

% Mansilla and Maria Elena Mejia, legal interest of
foreign companies on dumping, Legal Research Institute
of UNAM, Mexico 1999,p. 158

" World Trade Organization Trade Policy Review of
Mexico WT/TPR/S/195, p. 16
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The concrete results of these measures
in the framework of the regulatory reform can
be summarized as follows:

It is estimated that the creation of new
businesses in 2009 increased 6%; this increase
originated another job in 2.6% and falling
prices by an average of 1% due to the
incorporation of new competitors in economic
activity for the Mexican case.”®

The document published by the World
Bank, Doing Business, measured or
dimensioned reforms or changes in regulatory
matters according to a scale of 1-181 points and
Latin America located somewhere in the middle
of it, with 92 points, while the average of the
OECD countries is 27.>

In assessing the company-government
relationship, there is the index of economic
freedom countries. This indicator is published
by the Wall Street Journal and places the
Mexican economy at the site 41 of 183
countries evaluated with a rating of 68.3 points.
The top 5 of this classification correspond to
Hong Kong, Singapore, Australia, New Zealand
and Ireland, who achieved scores close to 90
points. Mexico's rating is higher than that of
France, India, Argentina and Russia, but is
lower than in El Salvador.®

% The World Bank Group, Doing Business 2009: Five
years of Doing Business Reforms, International Finance
Corporation, ~ Washington, 2010, available at:
http://www.doingbusiness.org/Features/Feature-2008-22.
aspx, accessed September 25 2010.

> fdem

80 Wall Street Journal 2010 Index of Economic Freedom,
The Heritage Foundation, New York 2010, available at:
http://www.heritage.org/index/ranking.aspx, accessed 25
spetiembre 2010
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Implementation of measures to facilitate
foreign trade of Mexico in 2008

Regulatory  reform  and  administrative
simplification in the management and operation
of customs in the country is characterized by
"certain procedures and customs procedures are
still complicated”. As an example we can
mention the case of customs valuation of goods,
which requires in the case of products subject to
a penalty on dumping, the determination of an
estimated price set by the authority.**

An additional factor that hinders and
encourages foreign trade operations in Mexico,
when not made under preferential tariffs
granted by an FTA refers to payment of
Customs Procedure Law (DTA), payable in
export and import operations, and to calculate
the amount, either 1.76, export, or 8 per
thousand depending on the purpose and type of
product to be imported must follow the
provisions of Art. 49 of the Federal Law.

In contrast, in 2006 the government
decided to merge exports, Maquila and PITEX
the main tax building programs into one and the
IMMEX (Programme for the Manufacturing,
Maquiladora and Export Services) was
established.

Programs that retain their essence and
application are ALTEX (Highly Exporting
Companies) and ECEX (Companies of Foreign
Trade). While the mechanism of drawback or
refund of taxes paid on imports, despite being
available to Mexican importers, has in practice
many restrictions, making it unprofitable
application to importers in general.

81 World Trade Organization Trade Policy Review of
Mexico WT/TPR/S/195, p. 31
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In 2006 there were 3,179 companies had
Maquila programs and 3,339 who had a PITEX
program; Together, the companies had such
programs, Maquila and PITEX, contributing
65% of Mexican exports, a proportion which in
turn accounts for 82% of manufacturing exports
in that year. Also, the figures and companies
that had programs like ALTEX and ECEX in
2006 amounted to 2,644 and 340 respectively.
On the other hand, requests for Drawback in the
period 2002-2006 amounted to 46.989.%2

The Customs Law enacted in 1995 and
amended several times, provides that the export
and import operations, is required to hire a
customs broker to represent exporters and
importers in all types of operations and customs
procedures except for import purposes personal.
On the other hand, the General Administration
of Customs (GAC) dependent SHCP, has the
Integral Automated Customs System (SAAI),
which enables automation and processing of
information in all motions export and import
licenses issued in any of the 49 customs of the
country.

Concerning the crossing of goods
through customs in the country, the AGA
reports that the review mechanism is random.
The AGA said that in 2006, as a result of
random review mechanism, 85.3% of
shipments was not subject to it, while 12.9%
did so through the first survey and 1.8% did so
through the second recognition ( another
unnecessary procedure, which takes customs
activities), which carried out a private
company, the Swiss SGS, through a
government grant.®

%2 World Trade Organization. Trade Policy Review of
Mexico WT/TPR/S/195. p. 69
8 Ibid. p. 31.
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In the context of government
procurement contracting services to the
government, the WTO report notes that Mexico
IS not a member, even an observer level, the
Agreement on Government Procurement, which
means that despite foreign companies wishing
to do so, to participate in tenders or public
auction, the Mexican authorities will continue
to give preferential treatment to companies
based in the country.®*

Despite the shortcomings and obstacles
to trade represented above customs practices, in
2003 Mexico joined the US program FAST
(Free and Secure Trade), which provides for the
designation of special lanes and review points
for transport on roads Customs crossing on the
border with Mexico.

In 2007, Mexico and the United States
signed the Bilateral Customs Plan, whose main
objective is to facilitate customs operations on
both sides of the border. The benefit of this plan
is evident to the economic agents involved in
the growing trade relationship between Mexico
and the United States.

As noted above, the customs system in
Mexico is complicated and confusing for the
general public. Proof of this represents the
criteria that the Mexican authorities used in
relation to the rules of origin. Preferential and
non-preferential: In Mexico two criteria are
considered. The first applies in the case of
imports, mainly from countries with which
Mexico has a free trade agreement in force,
while the preferential applied in other
operations. For the importer receives
preferential treatment must present a certificate
of origin recognized as valid by the authority.

% Ibid. p. 32.
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Preferential tariffs depend on the trade
agreement and relevant industrial sector.
However, in 2007 the preferential tariffs in
Mexico ranged between 0% and 1%, except
those relating to trade agreements with Israel
and Japan, which are between 1.9% and 7.6%.
Compared with the previous review, the
number of tariff lines, 8 digits or import
increased from 11,387 to 20,021 to 11, 948 in
2007. Furthermore the AGM decided the
continuation of payment of specific and
seasonal tariffs for various agricultural products
such as sugar, powdered milk and certain
imported vehicles and tires.®

Inconsistencies Mexican tariff system
has effects on the competitiveness of domestic
firms. These discrepancies are recorded when
the tariffs on imported inputs are higher than in
the case of imports of finished products.
Examples of the above statement can be found
in a variety of industries such as food,
machinery, automobiles, etc..®

- With regard to quality standards applied to
the products, both imported and domestic,
that are marketed in the country ranking of
these standards is divided into three groups
for the Mexican case and control depends
on the General Directorate of Standards:

- The Norma Oficial Mexicana (NOM)
correspond to binding standards and are
intended to preserve the integrity of
consumers and ensure the quality of
products sold on the domestic market.

- The Mexican Standards (NMX) serve to
guide the consumer and are voluntary;
however, they are become mandatory in
case of lack of NOM.

% World Trade Organization, op. cit., p. 40

66 Economy Secretariat, Concrete actions to increase
competitiveness, Undersecretary of Industry and
Commerce, Mexico, October 2004, available at:
http://www.economia.gob.mx/ P = 2025, accessed
September 28.
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- Finally, there are the NRF, Federal
Regulatory Standards, which are issued by
the Federal decentralized agencies such as
PEMEX and CFE Public Administration.
Your application becomes mandatory in the
absence of a NOM or NMX.%’

Despite this, the certification standards
in Mexico is in its initial stage. Standardization
Directorate acknowledges that existing NOM
800 to date, only 150 of them are certified to
international standards. The remaining 650 are
applied to discretion, which causes the sale of
products is given without the slightest
assurance that the products and services offered
to the Mexican consumer meet the standards
required by foreign markets.®®
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Abstract

The news of the Shanghai stock market fall added to the slowdown of the Chinese economy has caused
concern in the world. In Europe, the London recorded a loss of 6.36%, the Paris fell 8.28%, Frankfurt
was down 6%, Milan lost 4.84%. Gold prices and oil prices declined between 2010 and 2015, from
175.29% to 3.34% and from 95% to 47.31% respectively. The falls were fatal in commodity prices in
the countries of Latin America, the price of oil went from -43.12% in 2014 and -9.95% in 2015, the
gold price -7.91% to -63.50% in 2014 and 2015. For silver step growth of -7.93% in 2014 and 3.63% in
2015. The Mexican Stock Exchange was not exempt from this global crisis which recorded a fall of
6.38%. In the case of raw materials, the growth of silver in 2014 and 2015 was -2.70% and -49.26%
respectively. In the case of gold, resulting in falling 0.20% in 2014 and -45.59% in 2015.
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The Stock Exchange is a private organization
that provides tools for members, attending the
mandates of its clients, enter orders and conduct
negotiations for buying and selling securities,
such as shares in companies or joint stock
companies, public bonds and private facilities,
degrees of participation and a wide range of
investment instruments. China has several bags
which can highlight the Shanghai Stock
Exchange, one of the largest in the world with
the Shanghai Stock Exchange or SSE index.

"On Monday August 24, 2015, the
morning news radio, television and digital news
portals in the country with great concern the
reported fall of 8.49 percent of the Shanghai
Stock Exchange, which caused major European
stock markets also recorded sharp declines, so
the London Stock Exchange closed the day of
the day with a loss of 6.36 percent, the Paris fell
8.28 percent, Frankfurt was down 6 per cent,
Milan lost 4.84 percent". [1]. This news is
worrisome because China is the second largest
trading partner in Europe and the United States,
one of the main partners in Latin America.
China's share in imports from the EU in the
world increased from 11.1% in 2002 to 19% in
2012, this represents a growth of 71.17%.
Second only to the area of NAFTA (Mexico
and Canada). China was responsible for 30% of
global consumption of coal, steel, cotton and
rice and 15-20% of global consumption of
aluminum, copper, soybeans, wheat and
platinum; China is already the world's largest
producer of coal, steel, cement, aluminum or
copper; China is also the world's leading
manufacturer of textile products, and the
country is entering successfully in sectors such
as computer manufacturing and biotechnology
[2]. It goes without saying that a healthy
Chinese economy is good news for developed
and developing world.
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The aim of this study is to determine the
impact of the fall of the Shanghai stock
exchange in the world economy with particular
emphasis on the situation in Mexico. In the first
section the impact of the slowdown of the
Chinese economy into the world economy,
particularly in Europe, then in the second
section, its influence on the Latin American
economy are presented, focusing on the case of
Mexico where exports and imports They were
affected by this slowdown. Finally, conclusions
and recommendations for Mexico and the world
are presented.

The position of China and the world
economy

Strong growth in China has had major impacts
on trade flows in recent decades, both on prices
and on the volumes. The economic performance
of China is crucial because it has one of the
highest in the world Gross Domestic Product
has grown at high rates of growth in recent
decades, placing it in 2013 as the second largest
economy after the United States and represents
about 15% of the world population. As a result
of strong GDP growth and the commercial
boom that has occurred in recent years, China
has become the leading power in world trade
with 11% share surpassing the United States,
which holds 10.4%. In other words, the second
largest global economy adds an amount which
amounted to 2.21 billion dollars, an increase of
8% over the previous year, down from China,
the second place was United United. The
greatest world power generated net 1.57 trillion,
while Germany, the dominant economy in the
euro area was ranked third with 1.45 billion in
2013, the value of world merchandise exports
reached a value of 18.8 trillion (BDD), 2%
higher than 2012, while world exports of
commercial services recorded a growth rate of
6% equivalent to 4.6 BDD [3].
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Chinese imports of agricultural, food
and fishery products have grown at an average
annual rate of 21.5% since 2001, while total
imports have made 18%. Also in 2001, Chinese
imports of food, agricultural and fishery
products reached US $ 9.8 billion, representing
2% of total global purchases, while in 2013 this
figure was multiplied 10 to US $ 100.8 billion,
6.7% of world imports of food [4].

The drop in the Shanghai stock market
crash of the Chinese market and uncertainty
about economic growth, problems in export
industries and the decline in commodity prices,
caused a chain reaction not only in equity
markets but also in the price of oil, copper and
other raw materials. Meanwhile, global stock
markets have lost about US $ 5 billion (nearly a
third of US GDP). In Europe, the Milan Stock
Exchange and Frankfurt were the most affected,
with declines of 2.6 and 2.34%, respectively.
They also closed in negative territory Paris (-
2.06), Madrid (-1.81) and London (-0.56). The
index compiled by Bloomberg Commodities
fell to its lowest level since 2002 and
accumulated a 7.2% so far this month, dragged
down by the decline in oil prices, nickel and
sugar [5].
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Graphic 1 Growth of prices of gold, silver and
oil. Millions of euros. (2000- 2015). Based on
data from the World Bank.
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Graphic 1 shows the evolution of the
prices of gold, silver and base oil in Europe.
From 2000 to 2005 the price of gold fell to
444 .80 € 279 per kg. What gives a growth rate
of 59.4%. Between 2005 and 2010 prices
increased from € 444.80 to 1224.50 per kg
respectively. Which gives a growth rate of
175.29%. Finally between 2010 and 2015,
prices are as follows, € 1,224.50 for the first
year against 1265.60 for the next. Here the rate
of price growth is 3.34%.

In the case of silver, the phenomenon is
different. From 2000 to 2005 the price of silver
rose from 5 € to 7.34 per kg. The growth rate is
46.8%. Then between 2005 and 2010, the price
increase spending 7.34 € to 20.16. Which
presents a growth rate of 174.65%.

Then, for the years 2010 and 2015, the
price continued to rise, to go from € 20.16 to
69, with a growth rate of 242.26%. Finally, the
oil has the following prices for 2000 and 2005:
10.14 and € 40.57 respectively.

Which gives a growth of 300%. Then
between 2005 and 2010, prices are € 57 and 40.
79.42. Growth slows to 95% and after 2010 and
2015, prices vary between € 79.42 and 117
respectively. This leads to a growth rate of
47.31%.

We can see a net decrease in the growth
rate of gold in recent years, while the slowdown
and the decline in demand for silver China have
not affected the growth of the price. Therefore,
the growth rate of the price of oil has fallen
over the period 2000-2015.
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Graphic 2 Growth rate of foreign trade in
Europe. Millions of euros. Based on data from
the World Bank.

Is China presence in international trade
affects the growth of export and import
activities in Europe in current crisis? Graph 2
shows the evolution of international trade in
Europe. Exports between 2000 and 2005
showed the following amounts: EUR 124 784
000 and 154 846 respectively. Which gives a
growth of 24.09%. For the years 2005 and
2010, the amounts were 154 846 000 and 191
912 euros respectively. Which gives a growth
of 23.93%. This decrease is mainly due to the
financial crisis originated in the United States.
Finally, for the years 2010 and 2015, exports
totaled EUR 191 912 000 and 244 534.
Representing a rate of 27%. It can be seen that
exports to Europe after a slight decline grew
favorably between 2010 and 2015.

In the case of imports, it can be seen that
between 2000 and 2005, the amounts were
EUR 169 059 000 and 232 124, resulting in a
growth of 37.30%. For the period 2005 and
2010, the amounts are of EUR 232 124 000 and
246 674, an increase of 6.26% is obtained.
Then between 2010 and 2015, the amounts vary
from EUR 246 674 000 and 269 852. Here, the
growth rate becomes 9.39%. A slight increase
but far from the growth period of 2000-2005.
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It can be concluded that the slowdown
of the Chinese economy poses many problems
for the world economy. In the case of Europe,
the fall of the Shanghai Stock Exchange has
affected financial markets as mentioned above,
also prices of basic commodities like oil and
gold. Foreign trade has not suffered, nor suffer
much from this crisis.

The fall of Shanghai Stock Exchange and the
situation of the Latin American economy

The biggest economic and commercial weight
of Latin America in the world is
unquestionable, even considering the economic
slowdown experienced by the region in the
years 2013-2014. From 1990-2012 the region's
participation in economic activity in the world
has gone from 5.1% to 7.8% in world trade
from 4.1% to 6.1% and Foreign Direct
Investment ( FDI) from 2.7% to 4.9%. The
prices of raw materials on international markets
rose sharply - in particular due to the rise of
China in the world economy. [6]. In fifteen
years, China has gone from being a relatively
insignificant economic partner in Latin America
to be the number one trading partner of some of
the largest economies in the region. [7]. Figure
3 shows an evolution of Latin American foreign
trade from 2000 to 2008. However, a
tremendous slowdown seen in 2009 due to the
severe financial crisis in the same year in the
United States. After recovery in 2010, we see a
significant drop in imports relative to exports.
Since 2012, a stagnation of growth is observed
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Based on data from the World Bank

Due to increased demand from China and other
emerging economies, commodity prices have
risen sharply since the beginning of the decade
of 2000-2007, particularly in the case of
minerals and metals, in this case gold, silver

and Oil.
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Graphic 4 Evolution of the prices of gold,
silver and oil in Latin America (2000-2015)
Millions of dollars. Based on data from the
World Bank.
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This has favored the growth of the
countries in the region that export these
products, especially those in South America.
Shown in the graph a slowdown between 2007
and 2008 explained by the global crisis
occurred this year and next year. After a
spectacular recovery in the case of oil, a
slowdown in prices observed since 2013 to
date. This represents a growth rate of -43.12%
in 2014 and -9.95% in 2015. The case is similar
gold after holding steady from 2002 to 2010,
the price accelerated strongly through 2013.
Months later, he observes a until the present
slowdown with a growth rate of -7.91% -
63.50% in 2014 and 2015. Finally, the price of
silver has been stable in the early 2000s until
the years 2008 an increase was observed
between 2009 to 2012. The price of silver has
experienced a decline and stagnation at present
growth rate of -7.93% in 2014 and 3.63% in
2015. This situation can be explained by
reduced demand for raw materials by China.
This decline in commodities results in
difficulties for exporting countries. In recent
months the turbulence resulting from this fall
have rocked the middle globe, from Brazil and
Chile, where the lower value of exports has led
to a sharp slowdown in their economies asserts
Stein of Oxford Economics [8].

The fall in global stock markets
represents an announcement of a crisis in the
major economies of the world and affects
developing countries such as Mexico, which is
heavily dependent on external factors. Below
the graph 5 presents the evolution of prices of
raw materials such as gold and silver. The two
products have evolved steadily between 2000
and 2007. Then comes a period of continuous
rise for gold until the beginning of 2014. Then
come a drastic drop in the gold price in the
course of 2014 and 2015.
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This period coincides with the
slowdown of the Chinese economy and
especially the fall of the stock market, this
decline translates into 0.20% in 2014 and -
45.59% in 2015. For the price of silver, the way
is practically the same, unless recorded a small
decrease in 2012, recovered very quickly in
2013. During 2014 and 2015 the price has
slowed rapidly in 2014 and 2015 the growth
rate was -2.70% and -49.26%.
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Graphic 5 Evolution of the prices of gold and
silver in Mexico. Millions of dollars Based on
data from the World Bank.

The news of the collapse in global stock
markets including that of Mexico, was
accompanied by a sharp depreciation of the
peso against the dollar and falling oil prices in
the international market as shown in the
following chart. You can see a price decrease
between 2000 and 2001, then a quick recovery
until 2005. The global economic instability, the
premises of a possible financial crisis in the
United States and the stock market crash in
Shanghai in 2007 may explain the decrease oil
prices between 2006 and the early 2010. Then
comes a time of stagnation in the course of
2010 and 2014. It is clearly seen that by 2015
oil prices fell sharply with a growth rate of -
56.76%. The slowdown of the Chinese
economy affects the price of oil because as we
saw earlier, is the best buyer and consumer of
commodities in the world.
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An economic slowdown implies a
reduction in exports and consequently less
revenue for Mexico.
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Figure 6 Evolution of oil prices. Million (2000-
2015)

Based on data from the World Bank

The following graph represents the evolution of
Mexico's foreign trade with China and it is no
surprise to note that imports are much higher
than exports. This situation is not close to
finishing activities as imports continue to grow
faster than the export growth rate. This shows
the dependence of Mexico with China. The fall
of the Chinese stock market means there is loss
of confidence to invest, there is less demand for
products and energy, which causes negative
effects also in Mexico.
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Graphic 7 Foreign Trade of Mexico with
China (exports and imports) [9].
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Conclusions Direccion General de Relaciones Econdmicas

The aim of this paper is to show the effect of
the slowdown in the Chinese economy through
the stock market crash in Shanghai in the global
economy. It was observed that in Europe You
can see a net decrease in the growth rate of the
gold while China decreased demand for silver
has not affected the growth of the price.
Therefore, the growth rate of the price of oil has
fallen over the period 2000 to 2015. On the
other hand, the fall of the Shanghai Stock
Exchange has affected financial markets,
foreign trade has not suffered much from the
crisis . In Latin America, it shows a net
decrease of foreign trade, going from 23% from
2006-2011 to 7.2% in 2012-2015 on average.
Commodities have fallen sharply from 2012 to
date, especially oil and gold. Finally, Mexico
has not been exempt from this crisis. The prices
of raw materials such as gold, silver and oil
have declined dramatically from 2012 to date,
also the Mexican Stock Exchange was affected.
This imbalance in the world economy reflects
the weight that China into the world economy.
To avoid this situation country more generally
exposed developing countries such as Latin
America and Mexico will replace the Chinese
market for the African market. It is time to
diversify their exports and channeled to new
horizons. The African market is the current
trend; given its various funds, net population
growth and political and economic stability it
offers. In fact according to research, by 2015 it
is projected that Africa will be the world's
largest market with a population of two (2)
billion.
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Abstract

In the municipality of Tepetlaoxtoc, State of Mexico, the various reasons why micro, small and
medium enterprises suffer from a lag in technological innovation that prevents its growth are unknown.
The magnitude of the problem, a descriptive research was applied as characteristics or features of the
situation or phenomenon under study are outlined. (Bernal, 2010). an assessment tool for Business
Innovation was applied to quantify the major deficiencies that had MSMEs in Tepetlaoxtoc, State of
Mexico. Given the above, according to the survey of MIPYMES in the municipality, it was found that
over 90% of companies are micro, which are not registered with the Servicio de Administracion
Tributaria (SAT), which further complicates the process to generate technological innovation on their
own, since they are not suitable to apply to the various programs, funds and incubators to which it gives
free access federal and state government.
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Introduction

During the period 1940-1970 industrialization
in Mexico, given accelerated way funded by the
agricultural ~ sector, starting the import
substitution model where dynamism generated
in MSMEs starts, allowing them to thrive in a
closed economy context and the small domestic
market.

Subsequently, the entry into force of
NAFTA in 1994 put an end to this model with
the opening to the outside market. Faced with
this change, Mexico is at a great disadvantage
to the industrialized countries that already
relied on methodical and scientific processes
for the creation and development of innovation
and technology, which the country had been
tightening.

Schumpeter (1912) says that "the engine
of economic development and structural change
is innovation a process that goes beyond
macroeconomic shocks and fluctuations in
demand and that drives the economy to break
with his "circular flow".

The theory of the "technology gap”
argues that the main effects of technological
change on specialization, are reflected in the
innovations provided to specific countries and
sectors most dynamic and enduring competitive
advantages that are based on unit labor costs (
Fagerbeb 1988 Dosietal, 1990 and Wakelin,
1997).

In this paper, the results that were
reached based on research, and giving possible
solutions to solve their organizational problems
are mentioned.

Finally, conclusions and
recommendations that were reached based on
the issues raised will be presented.

ISSN-On line: 2414-4959
ECORFAN® All rights reserved.

December 2015 Vol.1 No.1 85-97
Tepetlaoxtoc: A Brief Overview

Tepetlaoxtoc comes from the Nahuatl language
and means "In the caves of tepetate". It is
located at the eastern end of the Valley of
Mexico. It limits the north with the
municipalities of Teotihuacan, San Martin of
the Pyramids and Otumba; south with Papalotla
and Texcoco; east with the states of Tlaxcala
and Puebla; and west by the municipalities of
Acolman and Chiautla. It covers an area of
172.38 square kilometers and has 42
communities. Apart it occupies 0.8% of the
state's area.”
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Fuente: INEGI. Marco Geosstadistico Muricipsl 2003, versian 3.1,
INEGI. Informacién Topogrfica Digital Escala 1:250 000 serie I

According to the results of the Census of
Population and Housing 2012, conducted by the
INEGI, the municipality had a total record of
27.944 inhabitants of which 10,925 constitute
the economically active population (EAP) and
95.22% are occupied.

% Source: Municipal Electoral Platform Tepetlaoxtoc
2013-2015
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The 51.31% are employed in the tertiary
sector, 36.63% are occupied in the secondary
sector and 10.21% in the primary sector.

According to records in the National
Statistics  Directory of Economic Units
(DENUE), in 2010 there were 526 economic
units, of which a filter, where he was ruled to
organizations of educational, health and
government sector was held, determining that
the municipality were 479 companies, divided
into micro, small, medium and large
enterprises.

2014, and updating records DENUE,
821 economic units were registered, and doing
the same filter, the number decreased to 736
economic units. Registering an increase of 257
companies in four years, representing 71.39%
growth.

Grande 9
Mediana }
Pequefia ]2%
Micro 456 723
0 200 400 600 800

ANO 2014 ANO 2010

Source: Made by myself. Based on data from the
National Statistics Directory of Economic Units
(DENUE). 2010 and 2014.

Graphic 1 Number of Companies

Moreover, growth was markedly different
economic sector between 2010 and 2014, by
2010 the primary sector accounted for 23.28%
of the companies engaged in this sector, no
clutch, in 2014 was severely reduced 0.12%.
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The secondary sector 35.27%, declined
to 12.06%. Finally, the tertiary sector grew by
more than 50% over 4 years. From 41.45% in
2010 to 87.82% for 2014.

- 87,82%
0, ’
ANO 2014 0’120}02,OGA

ANO 2010

15%
23,2&3"?50%%5 ’

0,00% 20,00% 40,00% 60,00% 80,00%100,00%

TERCIARIO SECUNDARIO PRIMARIO

Source: Made by myself. Based on data from the
National Statistics Directory of Economic Units
(DENUE). 2010 and 2014.

Graphic 2 Growth Sectors

Micro enterprises are mainly engaged in
the tertiary sector, contributing more than 80%
of the town's economy. With respect to gross
domestic product (GDP) was generated in the
Municipality for 2010 was 402 (2003 million
pesos), equivalent to 0.05% of the state total.
But for 2012, the GDP fell to 368.75 (Millions
of pesos) Municipal GDP (Base 2003 = 100),
equivalent to 0.04% of the state total. As for
2012, the GDP of the State of Mexico of 9.14%
nationally. And the GDP per capita of the
population of the municipality of Tepetlaoxtoc
of 1,836 pesos per capita.

For the eighties  technological
innovation was visualized as something coming
from outside in the form of equipment, tools,
patents and / or licenses (static approach).

JIMENEZ-SARAI, Valerio, PORCAYO-ALBINO, Arianna Yanet and
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However, in complex and turbulent
environments as is characteristic of globalized
markets, it emerged, and now with greater
intensity, an interest dominate the competition
with media developed within the organizations
(dynamic approach), recognizing innovation
technological and non-technological developed
within the organization or outside of it by
combining both a key element in the prosperity
of a country due to the processes developed to
generate knowledge, to produce research and
building human capital.

Technological innovation

Technological innovation goes beyond R & D
(Research and Development), given that
encompasses all phases trade finance scientific,
technical, and necessary for the development
and successful marketing of new or improved
products.

The technological innovation activities include:

- Investigation and development.

- The acquisition and generation of relevant
or new to the firm, such as the acquisition
of foreign technology in the form of patents,
non-patented inventions, licenses, know-
how, trademarks, designs, models and other
scientific and technical knowledge related
services with  the introduction of
technological innovation and the purchase
of software packages; acquisition of
machinery and equipment technologically
improved  performance, related to
innovation implemented by the company.

- The priority related to production, such as
the development of tools, process
engineering and industrial designs, tools
and equipment, personnel training, among
others.

- Furthermore, technological innovation is a
result of two factors:

- Increased knowledge; Y
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- The way to achieve technological
innovation is applying new knowledge or
discovered by others in order to get an
upgrade.

MSMESs and Innovation

In Mexico, of the 4 million registered economic
units, 99% are MSMEs (micro, small and
medium  enterprises). These  businesses
contribute 52% of the total Gross Domestic
Product (GDP), while the remaining 48% is
contributed by the top 1% of large companies.
(INEGI, 2010)

The State of Mexico is the most
populous state of Mexico with 15 million 175
thousand 862 people living in an area of 22 000
353 km2. The surface of the body is not very
large for the population thus has only found
above Hidalgo has a population of 2 million
665 thousand 018.

"The economic indicators show that the
state entity of Mexico ranks second in the
country with a high value of 91 thousand 268
million dollars (mdd) more Gross Domestic
Product (GDP), representing 9.14% of the
national volume total. To get an idea of the
volume of GDP in the entity, just say it's more
than the total GDP of Puerto Rico totaling 77
000 136 billion. However, because the
company is also the most populous, the per
capita GDP of 5000 is $ 759, lower than the
national average of 8000 $ 635 figure.
Furthermore, it ranks 23 in the State
Competitiveness Index. This index examines
the ability of a company to attract and retain
talent and investment, and has 10 sub-indices
that can be divided into three categories: 1)
Political and Government, 2) system
environment and society, and 3) economy,
market and innovation factors.
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The Mexiquense Council of Science and
Technology (COMECYT) emerges as an
institution within the State of Mexico that
promotes human capital formation, scientific
research, technological development,
innovation and dissemination of science in
order to generate higher productivity,
competitiveness and modernization of the State
of Mexico. For it carried out the following
functions: a) provides scholarships and
financial resources for the training of students
and professionals in areas of scientific and
technological expertise; b) made financial
contributions to the projects of CTI, and
facilitates collaboration agreements between
educational institutions, Cl, public and private
organizations; c¢) detects and tracks human
resources with scientific and technological
skills in the organization and links by
performing stays, symposiums, conferences and
other events; d) recognition and encouragement
given to citizens with merits and achievements
in the areas of science and technology.
COMECYT mission is to promote and support
the progress of science and promoting the
development and use of new technologies to
meet the needs of society mexiquense, with
transparent processes that enable optimal
utilization of the resources allocated.

Innovation is the introduction of a new
or significantly improved product, process,
organizational method or marketing in the
company (Oslo Manual, 2006). Companies
engaged in innovation in order to increase
production, reduce costs or gain competitive
advantage over their competitors; All these
activities generate growth for the company and
its economic environment. In this regard it is of
utmost importance to the economies have a
measure  of innovation  activities and
technological efforts by companies in order to
foster or continue to promote these activities.
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Patents are one of the most common
indicators for global innovations because they
contain information about the inventiveness of
companies necessarily have potential to be
produced at industrial level.

In the State of Mexico the number of
applications has grown steadily over the whole
period analyzed, with an average annual growth
rate of 6.3%. In 2012 the participation of the
entity in the total number of patents at the
national level was 7.4%. The state ranks fourth
nationally in the number of applications
submitted throughout the period; the first place
is the City, followed by Nuevo Leon and
Jalisco.

Innovation as a strategy to increase the
competitiveness of companies consolidates its
position in the market and competes in the long
term. Innovation is a complex process capable
of measuring through the monitoring of various
activities including, in general, the generation
of new processes and the development and
introduction of new products. Survey Research
and Technological Development (ESIDET) can
generate indicators that characterize the
innovative activities, the scope of new products
and business processes, and the degree of
involvement of the companies.

Based on information from the ESIDET
of 2012 is that the State of Mexico has a
relatively high number of companies carrying
out innovation activities, with a rate of 9.82 per
thousand innovative companies domestic
companies the entity exceeds the national
average 8.23 companies. The technological
maturity of the companies is a derived indicator
ESIDET which measures the degree of
assimilation and development of new
technology companies through an index on
seven levels, whose interpretation is rising:
from low to high degree of technological
maturity.
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Thus it is that production companies in
the State of Mexico with a rate of 1.32 have a
degree of technological maturity with relatively
lower than the national index of 2.07. In
addition to the above in the entity only 16.3%
of companies made incremental product
innovations, ie changes that improve their
performance valued by customers, but where
the essence of them is not changed. Also it
emphasizes that only 18.55% of the entity
companies innovated product with global reach,
while nationally it takes 21.3% of the
companies. Finally it is noted that the entity
21.61% of companies state they operate in
linking innovation, a percentage that places the
entity below the national average of 36.85%”."

Instrument Construction and Design of the
sample

The tool consists of six blocks. The first block
is to identify the participating company. The
second collects information on general aspects
of innovation of products and / or services
developed in the surveyed company. The third
section focuses in more detail about the
characteristics  of  innovation  processes
acquired. Then, the fourth block analyzes the
sources of information for innovation activities.
After the fifth block mentioned factors
hampering innovation activities. Finally, the
sixth block lists the intellectual property rights
of innovation.

According to records in the National
Statistics  Directory of Economic Units
(DENUE), in 2010 there were 526 economic
units, of which a filter, where he was ruled to
organizations of educational, health and
government sector was held, determining that
the municipality were 478 companies, divided
into micro, small, medium enterprises.

" Source: Diagnostics State for Science, Technology and
Innovation 2014, p. 23-43.
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I1- Results
The results of the surveys conducted in the

municipality of Tepetlaoxtoc entrepreneurs are
presented.

NO [VALOR]

S| [VALOR]

0% 20% 40% 60% 80% 100%
Source: Own elaboration
Graphic 1 Development of innovation
activities for products or services During the
years 2010 to 2014

In Figure 1, we see that only 10% of
MSMEs in the municipality of Tepetlaoxtoc,
State of Mexico, active in innovation in
products or services offered. Remarkably, this
corresponds to only 10% of small and medium
enterprises sector. Leaving lag to micro
enterprises, which account for 90% of
establishments in the municipality.

60%

40%

20% [VALOR]  [VAEOR]

[VALOR]
[VALOR]
0%
Alto Mediano Bajo No relevante
Source: Own elaboration

Graphic 2 Importance of Innovation

This table can be seen as only 20% of
the companies interviewed considered a
medium status to the importance of innovation,
30% established a low status, and 50% said
they would be relevant implementing
innovation in the organization.
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With these results, and through the
application of the questionnaire, it was found
that within MSMEs need a corporate culture
that allows inform, develop and implement the
benefits that the implementation of innovation
within the organization.

80%

-

40%

20%

0% r

ALTO MEDIANO BAJO NO
RELEVANTE

Source: Own elaboration
Graphic 3 Entering new markets or increased
market share through innovation

Innovation  companies that  were
implemented in the period comprising the years
2010-2014, only 20% had a degree of medium-
range to entry for new markets for their product
or service; 15% noticed low and 65% was not a
relevant factor, since not implement innovation.

80% m
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o —Ld [
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Source: Own elaboration
Graphic 4 Improved qualities of products or
services

In this graph, companies that
implemented innovation, they noticed a low
percentage compared to improving the quality
of products or services offered to its market.
While 25% represent companies that did not
implement innovation.

ISSN-On line: 2414-4959
ECORFAN® All rights reserved.

December 2015 Vol.1 No.1 85-97

100%
80%

60%
40% [VALOR]

20%
[VALOR]
0%

S| NO

Source: Own elaboration
Graphic 6 Has implemented organizational
innovation during the years 2010-2014

With regard to the organizational
implementation, 90% of MSMEs, said failure to
implement any improvement or internal
significant change in the company. In addition,
only 10% introduced this type of innovation,
having resulted in a median change from time
reduction in responding to the needs of its
customers. Moreover, this limited their search
for suppliers to obtain raw material.

Remarkably, 90% of organizations that
did not implement organizational innovation
said they were not interested in its future
implementation. And the remaining 10% only
saw one more method, unable to distinguish
their advantages.

Moreover, since most companies are
micro, they did not have adequate staff to such
implementation, hence, lack of interest.
Affecting the way of marketing your product or
service.

Since these micro and small enterprises
are mainly engaged in local market that
circumscribed their municipality. How to
distribute your product, it did not have a
structure and even a method. So most guests
had to go to the hotel for their product, and in
the case of services, the attention was a little
lengthy.
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Figure 7 Effects of innovation in the
organization
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Graphic 8 Reduced prices through promotions

In the graph we can see how the
application of innovation in the organization,
such as new or significant changes in company
structure or management methods that are
intended to improve the use of knowledge or
efficiency workflows, hit only 20% in medium
grade companies that introduced the change.
Note that the generators of this innovation, part
of the range of small to large enterprise. This
means that less than 1% of firms in the town of
Tepetlaoxtoc induced this change, and over
99% are still in a structural and business lag
affecting its improvement by not considering
significant positive changes they can make.

In addition, only 5% lowered prices
through promotions, this is clearly reflected in
the cost that had the implementation of business
innovation.
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However, when asked about the cost |
had the innovation process and why not about
generating more promotions to make their
products or services more accessible to
consumers, survey participants chose to omit
the question.
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Graphic 9 Conducted innovation activities in

the production of a product or service during

the years 2010-2014

In this graph, during the four years, only
10% of businesses started and finished a
process of innovation in the production of its
products or services, while 90% were not
relevant to them, or they obtained tools to
reduce common or commercial production
processes.
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Graphic 10 Effects of process innovation
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The effects seen by the owners in the
implementation of innovation in production
processes had a grade average of 10%
relevance. What it says it had an impact, but
still was not as expected. While the remaining
90% representing MSMEs not implemented
innovation in production.
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Source: Own elaboration
Graphic 11 Reduction of time to respond to
customer and / or supplier

Derived from the innovation in the
organization and production, and the customer
being the main factor for the success and
development of MSMEs and large business, the
effect seen by only 5% of business owners
noticed a mean change in reducing time to
respond to their customer needs. Now the
process inventories possibly used reduced the
time to obtain raw materials from suppliers.
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Graphic 12. Has commercial innovation
activities implemented during the years 2010-
2014
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Regarding commercial innovations,
which is the implementation of new or
significantly improved designs as sales and
distribution  methods to increase the
attractiveness of its products and services and
thus enter new markets, making only 5% of
MSMEs applied or they are being implemented,
while 95% did not implement any commercial
innovation.

The factor for not implementing
innovation was the cost of this and the time
required for development.
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Source: Own elaboration
Graph 13 Effects of innovation in marketing

However, businesses that implemented
marketing innovation, only 10% had an average
degree of development as the cost for
implementing required both materials and
trained personnel. And 90% are companies that
abandoned innovation or not tried to implement
or did not know what commercial innovation
was.
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Graphic 14 Factors that hamper innovation

In this graph, we can see clearly as the
biggest obstacle to the development of
innovation in MSMEs in Tepetlaoxtoc,
MEXICO State are the cost factors. At the
interview, many business owners, said they had
no notion of institutions or funds to support the
implementation of innovation.

Making access to financing the biggest
problem to attack, deriving to impede other
factors, both knowledge and market.
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Graphic 15 Intellectual property rights

December 2015 Vol.1 No.1 85-97

Since the cost factors are the main
problem for the development of MSMEs,
information on the benefits of innovation is also
ignorance for trademark registration.

In addition, MSMEs that have low
growth prospects and this no more than two
years. Doing that only companies that reach
small, but consist of a solid form, and midsize
companies go on to develop patents, registered
industrial ~ design, trademark registrations,
copyright endorsement and registration of a
logo.

It is the highest percentage of the
registration of a trademark, 15% of companies,
only considered to SMEs, in addition to
forming the lowest percentage in relation to
companies established in the municipality of
Tepetlaoxtoc, State of Mexico.

100% 100% 90% 100% 100%
0
80%
50% 0
40% 40
50% o 30% . 30
lo‘ﬁ 18‘2/’ 20% 1&%AJ 10% 20% 10% ‘ I
0y « 1 ll = m
Alto Mediano Bajo No se utilizé
M Interna

 De mercado
i Software
Competencia
B Consultores, laoratorios, institutos privados
M Instituciones de universidades

B Gobierno o instituciones Publicas

Source: Own elaboration
Graphic 16 Sources of innovation cooperation
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In the graph on the sources of
innovation cooperation, many of the owners or
representatives of MSMEs Tepetlaoxtoc
Township, State of Mexico, concluded that
their total resource is due to the use of software
developed primarily by an external agent the
company, but that generates innovation and
exclusively within the organization. While
getting help to generate innovation was not
obtained directly from the government sector,
so that innovation expenditures were made
directly by the organization. And to visit and be
involved in conferences and exhibitions had a
degree of 50% not be used.

Conclusions

Based on the results obtained from the survey
of the MIPYMESS Township Tepetlaoxtoc,
State of Mexico, one could deduce that there is
a lag in technological innovation in the city,
since most do not have a notion of innovation
development.

For the years 2010 to 2014 only 10% of
MSMEs active in innovation in products or
services offered. On the other hand among the
major causes of poor development of
innovation, the cost was 90% of relevance
within the main obstacles to the implementation
and development of innovation.

Since there are 478 economic units in
the city mostly devoted to the tertiary sector,
with the main feature in the market informality
and poor internal organization, generating an
increase in the rate of negative results
corresponding to the 4 main types of innovation
mentioned in the survey, representing 90% of
poor results.
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Not to mention, given the nature of the
question, was not obtained clear whether the
development of these innovations are still
carrying out or stopped in the corresponding
period a year 2010-2014, this information was
restricted by policies and distrust the same
organization. The most notorious were the
following issues, human resources, technology,
financing and management of the legal
framework. So we propose:

- Carry out the strategic plan for technological
innovation in MSMEs, of Tepetlaoxtoc, State of
Mexico, to reduce informality and involve
businesses and government support programs
that aid the organization in its development and
continued market , achieving a boost to the
establishment of their own innovation.

- Helping micro businesses in their struggle for
the permanence of their companies in the
market, creating competitive advantage
employment of university students and their
development as future business managers and
management of SMEs, being a being hand
cheap labor, but full of innovative ideas that
will contribute positively to its improvement.

- Measure the results after the implementation
of the plan to create a new action tool that
provides innovative ideas for MSMEs.

- Encourage micro entrepreneurs in developing
your organization to generate more jobs and
prosperity for the growth of micro enterprises.
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Abstract

The aim of this work is to measure the impact of a policy of deregulation of gasoline prices on inflation
in Mexico, from a controlled price to an uncontrolled one determined by supply and demand. The
hypothesis establishes that upon an increase in the gasoline price in a magnitude equivalent to the one
needed to eliminate the fuel’s subsidy, the inflation would rise exceeding the limits established by the
Central Bank of Mexico. The consumption and demand patterns of gasoline in the economic sectors
and in the population are analyzed. The Input-Output price model is used. This model helps to analyze
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price index.
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Introduction

The Mexican government operates a policy of
oil prices-particularly from Magna and
Premium gasoline and Diesel- in which they are
administered, ie, are not determined by market
supply and demand. Because the formula to
calculate it, one of the taxes that form part of
the price of gasoline-the Special Tax on
Production and Services (IEPS) - has
represented for some years, a transfer of
resources from government to consumers to
maintain prices for those fuels in the set level.
In 2012, the transfer of resources for these fuels
IEPS totaled 203,128.5 million pesos (SHCP,
2012). This has been considered to delineate the
pricing policy of Magna and Premium gasoline
and diesel, which consists of newspapers and
gradual increases in fuel prices, which seeks to
reduce expenditures for IEPS performing the
government.

To eliminate the transfer of resources -
subsidy-, the IEPS should have a value equal to
or greater than zero. This is possible through
politics or current prices through price increases
made at once and subsequent liberalization of
prices with which this tax can take positive
values. The liberalization of gas prices involves
changing its managed one free character,
allowing the IEPS stop being negative and that
its value is at least equal to zero. This would
imply that prices, according to their calculation
fluctuate according to the international
reference price,”* which it is characterized by
high volatility and reaching record highs."

™ Spot price of regular unleaded gasoline in force in the
American Gulf Coast of Mexico.

"2 The price of Magna gasoline in December 2012 was
10.81 pesos per liter in Mexico and 12.49 in the US.
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Also, gasoline is one of the goods which
IS incorporated in the basic package and uses
the National Institute of Statistics, Geography
and Informatics (INEGI), to calculate the
National Consumer Price Index (CPI). This
index is used to measure the change in prices
over time of this basket, which is representative
of expenses by families in Mexico; that is used
to measure inflation. Therefore, variations in
gas prices directly impact on the NCPI through
spending that makes the population for use
primarily in private vehicles, and impacts
indirectly on inflation to be used in industry or
transport goods and passengers, although its use
is to a lesser extent.”

The objective of this work is to estimate
the impact that the liberalization of Magna
gasoline prices on inflation in Mexico.
Accordingly, this liberalization would have a
positive potential effect on the overall price
level, and therefore negative in the purchasing
power of the population. To measure the effect
of price liberalization through elimination of
the subsidy, a simulation of an increase in the
price of gasoline equivalent necessary to ensure
that the IEPS is zero. For this, the input-output
matrix of Mexico (2003) is used. One possible
use for this is to encourage the implementation
of measures, the pair can be taken to mitigate
the potential positive impact that could have on
inflation.

There have been studies for Latin
America and the Caribbean that has proven this
hypothesis (see, for example, Iraheta et al,
2008;. Rincon, 2011; Pincheira and Garcia,
2007). The results indicate that the impact on
inflation of a clash of fuel prices is low and that
the presence of such fuels subsidies could
influence the resulting magnitude.

™ While gasoline demand is primarily for use in private
transport vehicles with internal combustion engine, also
it has other uses that represent a small part of its total
demand.

PALOMARES-MENDEZ, Diana Nayeli & NEME-CASTILLO, Omar.
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However, the results of these studies are
based on the method and the peculiarities of the
country. In the methodology we used either an
econometric model with vector autoregression
(VAR), or the model input-output matrix and in
general, the results of these studies show
relatively low magnitudes compared with the
obtained in this work.

The work is divided into three sections.
In the following, the theoretical framework in
which inflation is defined and approaches that
explain their origins (as well as the instruments
of monetary policy in Mexico) in paragraph
three discusses background and discuss the
determination is exposed price of gasoline. the
fourth section presents the model that measures
the impact of the elimination of the subsidy on
gasoline prices and their results. The last part
presents the conclusions.

Inflation: some notions

Inflation is defined as the continued rise,
widespread and sustained (usually six months)
prices of goods in an economy. Inflation is not
a one-time increase in the general level of
prices; also it refers to the increase in the price
of one or a few products in the economy
(Frisch, 1988). When talking about inflation,
rising prices is sustained in representative
goods household spending in a country.

Several types of inflation which can be
classified according to different criteria. For
example, according to the magnitude of
inflation, this can be classified as creeping,
moderate, galloping and hyperinflation (Frisch,
1988). The creeping inflation is one in which,
besides the absence of high inflation
expectations, its magnitude is not greater than
3%. For moderate inflation they were greater
than 3% and reaches 30% (Cottarelli and
Szapary, 1998).
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Galloping inflation is one in which the
general price level is higher than those recorded
in moderate inflation and rising faster. Finally,
hyperinflation occurs when the annual inflation
rate is equal to or greater than 1000%. In this
type of inflation, rising prices are on an
accelerated, causing increasingly greater
demand for currency by the population
(Dornbusch et al., 2004).

Besides, to measure the change in the
general level of prices over time the CPI, which
is representative of spending on goods and
services by households in an economy at a
particular point in time is used. To measure this
variation, the index is calculated using a base
period or reference, used to allow comparison
of the change in the general price level at two
points in time. Goods used for calculating the
CPI are grouped into concepts that are weighted
according to the weight that within the total
expenditure.

A method for calculating the consumer
price index is (Frisch, 1988):

Ap;
P =Py + 100 1L, g5 (1)

Where P is the index that represents the
overall price level in period t, Api is the change
in price of good i between period t and base
period, PIO is the price of good i in the base
period, gi is the weight of price of good i in
total goods consumed in the basket of goods,
PO represents the price level in the base period.
The value of this index in the base period is
equal to 100, while in period t can be
represented by the sum of the price level in the
base period plus a weighted sum of the rates of
change in prices for each of the various goods
(Frisch, 1988).

PALOMARES-MENDEZ, Diana Nayeli & NEME-CASTILLO, Omar.
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To calculate the CPl in Mexico
Laspayres index formula is used, whose main
characteristic is to keep both goods fixed base
period, as the weights of the groups of goods.
Thus, in the comparison of price levels in two
periods, only the change in price rather than the
quantities of goods of the consumer basket it
was observed. This gives you an advantage
over other indices such as Fisher and Pasche.
As Laspayres index is a method used
worldwide, inflation in Mexico is comparable
with that of other countries.

In Mexico, the CPI is calculated in two
stages (INEGI, 2011). First called generic rates,
relatively homogeneous grouping together
goods are calculated. These indices are a result
of calculating a geometric mean:

P =TCH @)

Where I,-b't is the index of the generic j in
period t, pit represents the price of an I
homogeneous group of goods and services
(specific) at time t, and GDP is the price of a
homogeneous group of goods i and (specific)
services the base period. Second, generic
indexes are wused to calculate rates of
aggregation, ie sub-indices, which are
determined by applying the following formula
weighted arithmetic mean:

it = ijpljp.t 3)

Ibit where is the index of the generic j in
period t is the weighting WJB generic
information j expense in the period b; with
Ywjb = 1. Finally, these sub-indices are
grouped to lead to inflation. In Mexico, the
INEGI calculates the weights using information
from household spending nationwide, through
an expense ratio of property and the total
household spending. Each  weighting
corresponds to a "generic".
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There are 283 generic concepts in the
basket to calculate the CPI. In the case of
Magna and Premium gasoline, its weight in the
total household expenditure is 3.79 and 0.44
respectively; Magna gasoline is the third most
heavily weighted generic product after
homeownership, and snack bars, taverns, and
taco torterias (Table 1).

Generic product weighting
homeownership 141.493
Snack bars, taverns, and taco torterias 387.540
Low-octane gasoline 379.455
Restaurants and similar 342.580
Rent housing 338.020

Source: INEGI (2013).
Table 1 Generic products greater weight

Besides, in the literature are the main
explanations for the causes that give rise to
inflation. On the one hand, the inflation caused
by "pressure demand"”, increased the general
level of prices occurs when an increase in
aggregate demand occurs so quickly that
exceeds the speed of response of aggregate
production of goods and services, which makes
people pay increasingly high prices for
relatively scarce goods (Slawson, 1981).
Increases aggregate demand can be caused by
several factors, such as increasing the
propensity to consume and the levels of private
investment, government spending increases and
increases the money supply and exports (Frisch,
1988).

On the other hand, inflation for the “cost
push" occurs when commodity prices rise,
increasing the costs of production of other
goods whose inputs are now more expensive, so
the producers of these goods increase their
Prices also (Slawson, 1981). According to
Lindbeck (1980), three types of cost-push
inflation.

PALOMARES-MENDEZ, Diana Nayeli & NEME-CASTILLO, Omar.
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The first is the exogenous cost inflation,
in which the source of the increase in the
general level of prices is a result of increases in
the prices of imported intermediate goods and
an increase either of the profit margins of
producers or the wages. An example of the
increases in prices of imported intermediates
may be international oil prices.

The second is that in which the
producers who have market power, maintain a
fixed price of an input to another producer
relationship, following the behavior of prices
that they take as a reference. In this case,
inflation can occur when aggregate producers to
obtain higher levels of income at current prices.

The last type is the "inertial inflation”
which occurs when firms increase their prices
by providing an overall higher price level for
the foreseeable future products; in order to
maintain without actual variations of current
income levels (Frisch, 1988).

Both inflation pressure of demand, such
as push costs are the main reasons mentioned in
the literature which cause the general increase
in prices. However, its limitations, and the
difficulty is also drawn empirically to
distinguish which of the two sources causes an
inflationary process. Also, the static nature of
both approaches is an additional limitation, as
the price increase is considered one-time, not
continuous and dynamic (Frisch, 1988).

Of the exposed approaches, pushing cost
is one that best fits the case of a clash of fuel
prices, namely a combination of inflation rates
exposed. Under it, a rise in fuel prices may
cause inflation because oil fuels are not only a
good end-use, but also intermediate products,
affecting other industries. In addition, a
significant proportion of the gasoline consumed
in Mexico are imported, a factor that also
influences inflation, if the price of these were
assumed as an unmanaged price.
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Also, inflation inertia, related to
inflationary expectations are elements that have
the potential to contribute to the spread of
inflation once the inflationary process
unleashed in response to a crash in the price of
fuels and liberalization.

Besides, the importance of calculating
the inflationary effect of volatility and high
prices of both oil and gasoline has been
considered in the literature. Iraheta et al. (2008)
conducted a study that estimated the impact of
higher domestic gasoline prices, inflation in the
member countries of the Central American
Monetary Council. The results show that the
impact of oil prices on fuel prices has been
moderate, given that fuel prices do not fully
capture the effect of increases in international
oil prices due to domestic rigidities associated
with subsidies and involvement of public
entities in the determination of fuel prices. It
also found that inflation responds slightly to
changes in fuel prices, have a significant impact
on inflation when these vary substantially. It
emphasizes that the low response of inflation is
associated with the existence of subsidies.

Besides, Pincheira and Garcia (2007)
analyzed the effect of rising oil prices on total
inflation in Chile and a set of industrialized
countries through direct and indirect effect. The
first does not affect core inflation, as only
captures the increase in energy costs; while the
second considers the price adjustments
throughout the economy. The latter is divided
into two components: one relating to costs, in
the sense that the oil price is transmitted to the
cost structure of the rest of the goods; and one
that could occur as a chain of events that starts
with a shock of oil prices amending inflation
expectations anticipating a decline in real
wages, so the nominal wage is pressed on the
rise along with prices end the whole economy,
reflected in core inflation.

PALOMARES-MENDEZ, Diana Nayeli & NEME-CASTILLO, Omar.
Liberalization of gasoline prices and inflation in Mexico. ECORFAN Journal-
Republic of Cameroon 2015.



Article

103
ECORFAN Journal

The results indicate a moderate positive
effect in the short term, all non-core and core
inflation, but economic importance for Chile.

The International Energy Agency (2004)
conducted a study to quantify the impact of
medium-term macroeconomic variables
(including the consumer price index) of an
increase in oil prices, for two groups of
countries: members Organization for Economic
Cooperation and Development (OECD) and
developing countries (including Argentina,
Brazil and Chile). The results indicate a
negative and statistically significant impact of
short-term and limited in the medium term, the
consumer price index for the OECD countries;
while for developing countries, the impact on
the index is higher.

Corner (2011) studied the pricing of
fuels in Colombia and calculated the
inflationary effect of the removal of subsidy
applied. An annual increase of 20% gasoline
and fuel oil engines as well as reach the
international price in the medium term, and
uses the corresponding index weightings
producer prices. Through the use of input-
output, it estimated that an increase in gasoline
prices imply a 20% increase in inflation from
0.54% in gasoline and 0.1% from fuel oil
engines.

In the case of Mexico, Vergara and Diaz
(2010) study the behavior of the CPI, the
purchasing power and prices of certain products
including fuels in Mexico; They conclude that
the increase in administered prices of fuels like
gasoline and diesel, coupled with the volatility
of food prices, among other factors contribute
to inflation and loss of purchasing power.
Furthermore, Rye (2010) mentions that rapid
increases in gasoline do not necessarily imply
inflation climbs.
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Prices of goods and services produced and
provided by the Federal Public Administration
in Mexico are established and reviewed by the
Secretariat of Finance and Public Credit
(SHCP). Within these goods are petroleum
products produced by the state company
Petroleos Mexicanos (Pemex). Currently, retail
prices of Magna and Premium gasoline and
diesel are administered; that is, they are not
determined by market supply and demand, but
at a certain level set by the authorities, so there
is a lag between their movements and market
trends.

The pricing of petroleum aims to “issue
appropriate  mechanisms through prices that
reflect the opportunity costs in an open
economy (using the price of a particular product
on the international market) economic signals;
so that market conditions are simulated in the
context of the presence of a state monopoly, in
addition to pricing mechanisms that provide a
quick response to the conditions of supply and
demand and achieve transparency in the price
integration " (Ministry of Economy, 2010).

Furthermore, the Regulations of the
Federal Law of Parastatal Entities (2008) states
that the prices and rates of the entities are
determined according to criteria of economic
efficiency and sanitation, for which: i) prices
and tariffs for goods and services susceptible
traded internationally are set considering
prevailing in the international market; and ii)
for those goods or not likely to be placed on the
international market services, pricing and tariffs
are set considering the cost of production
resulting from a valuation of inputs to their
actual opportunity cost.
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The types of gasoline are traded
internationally are distinguished by their octane
number. Regular Unleaded gasoline has an
octane rating of at least 87; in the case of
gasoline midgrade, the minimum rate is 89;
Premium gasoline and a minimum rate of
gasoline 92. Mexico called Magna and Pemex
Premium Pemex produced. The first is
equivalent to Regular Unleaded gasoline while
premium gasoline is equivalent to the
international market. According to the IEPS,
the international reference price used for
gasoline is the spot price of regular unleaded
gasoline in force in the American Gulf Coast of
Mexico.

Regarding the current structure of
gasoline prices, it must consists of two prices:
the producer and retail. The first is applied by
Pemex to sell in their sales agencies or storage
terminals and then are distributed to service
stations, where it is marketed to the consumer.
The producer price, unlike the retail price, it is
unmanaged. It is determined as (Ministry of
Energy, 2011):

Producer price = Reference price + Quality
adjustment + Shipping Cost Price
+ Cost management 4)

The quality setting is one that is applied
to the reference price depending on whether
quality among domestic gasoline and
considered that the international market is
different; transportation cost is one that is
considered to transport the product from the
refinery to the terminal storage and distribution
(TAR); Operating costs are costs incurred to
maintain the product in the TAR. The retail
price is one that applies to final consumers and
their components are:

Retail Price = Producer price + Charter +
Commerical Margin + Taxes + IEPSsegeral +
I EPSestataI (5)
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Freight is the cost of transport sales
agency Pemex service station; the profit margin
is set by Pemex authorized to sell gasoline at
the pump outlets; VAT is the value added tax,
which applies to the sale of goods and services,
the rate is 16% inside the country; IEPS is the
special tax on production and services. In the
case of state IEPS, it is a flat fee, while the
federal IEPS is a variable rate.

Of the elements making up the price of
gasoline, those who are relatively variables are
the reference price and the IEPS, given varying
monthly while others are determined based on
criteria involving more temporary, so it could
be considered fixed in the short term. The IEPS
is a tax that applies to petroleum, including
gasoline sales (among others). According to
Article 2 A of the Law on Special Tax on
Production and Services, the tax is divided into
two parts: state and federal tax. The state tax is
a fee that applies to the final retail price of
gasoline and diesel, and varies according to the
fuel. In the case of Magna gasoline share is 36
cents per liter; Premium for gasoline are 43.9
cents per liter for diesel and 29.8.

State fees are a fixed tax in which the
consumer pays a fixed amount determined for
each unit consumed, that is, the amount
corresponding to the state fee tax is not in price,
but the amount the consumer purchases. The
federal tax is calculated monthly according to
Article 2°A, Section | of the IEPS law:

(PVPxfactor)-[(PR+quality adjustment + CM+CNT)+ ((MC+0)+1)]

IEPS = [ (PR+quality adjustment + CM+CNT) ] *100
(6)

Then

[EPS = [(PVP*factor) —(PP+MC+0] % 100 (7)

PP

PALOMARES-MENDEZ, Diana Nayeli & NEME-CASTILLO, Omar.
Liberalization of gasoline prices and inflation in Mexico. ECORFAN Journal-
Republic of Cameroon 2015.



Article

105
ECORFAN Journal

Where PVP is the retail price, the
producer price PP, PR the international
reference price. Monthly average spot price of
regular unleaded gasoline in force in the Gulf
Coast of the United States of America, PRAC
the reference price adjusted for quality, cost
management CM, CNT net cost of transporting
international benchmark a national sales
agency, MC is the trading margin fixed Pemex
authorized outlets, f is the cost of transporting
freight or agency sales of Pemex service station
factor: equal to 0.9091 if the VAT is 11% of the
geographical area in which the product is
disposed of, and equal to 0.8696 if the VAT is
16% and PVP * factor is the retail price before
VAT.

Taking into account all elements of the
formula for calculating the IEPS are fixed,
except for the reference price which is
calculated monthly, this tax is practically based
on the variation of the reference price and its
magnitude varies the difference between the
retail price and the producer price plus the costs
indicated in (7). If the reference price -
including in the producer price is higher than
the retail price (excluding VAT), the IEPS rate
IS negative, otherwise, the rate is positive.
Therefore, the collection of this tax is inversely
related to the price of gasoline in the relevant
markets, and these in turn with the price of
crude oil on international markets.

When the IEPS rate is negative, it stops
being a tax which resources are raised and
becomes a transfer to consumers, which is
considered to become a subsidy. The magnitude
of this benefit is determined by the difference
between the retail price managed public (whose
magnitude does not necessarily correspond to
the sum of the elements of the actual price, and
that the magnitude of administered price is
lower, when it generates subsidy) and the actual
price (which is the sum of each of the above
components of the retail price) multiplied by
the total sales in the country.
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If IEPS rate is positive it will be paid by
the end consumer of gasoline. However, when
the rate is negative, according to Article 7,
Section Il of the Revenue Act of the Federation
(2012), Pemex may credit the amount of IEPS
in their favor with other taxes such as VAT or
ordinary rights, receiving and the amount of
gasoline sales as if they had sold the real price.

Considering the gasoline market in
Mexico, production has to Magna and Premium
gasoline has maintained a steady trend since
1995; however, as shown in Figure I, sales of
such fuels have increased, mainly from Magna.
From 2000 to 2011, the Magna demand
increased 70%. Of the total demand for oil in
Mexico, the transport sector is the increased
participation occupies approximately 70%. The
increase in demand in the period is explained
by the increase in the number of cars given
expansions and credit facilities. From 2002 to
2009 the average annual growth rate of the
vehicle fleet nationwide was 7.4%. This
increase mainly of private-vehicle fleet use has
consumed an average of 86% gasoline Magna
and Premium gasoline (Ministry of Economy,
2010) rest. Other factors have also affected the
demand for gasoline is Magna performance car
engines, replacement alternative  private
transportation by public transport, infrastructure
and travel times.

According to the Organization of
Petroleum Exporting Countries (OPEC), oil
demand in the transport sector only represents
50% of total demand, with a potential increase
by developing countries; 2030 is estimated to
increase in Latin America to 162 cars per 1,000
inhabitants.
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Source: Prepared with data from the Ministry of Finance,
Bank of Mexico and Pemex.

Graph 1 Production and sales of gasoline,
Mexico 1995-2013)

As for prices of Magna and Premium
gasoline, national and international, who have
seen a shortfall in recent years; however, it has
not happened since early mechanism IEPS as a
tax variable rate. From 1995 to 1996 is the
relatively long period in which the Magna
gasoline prices in Mexico and the United States
were very similar (Figure 1I); the balance
indicates that Mexican prices were very little- -
for higher prices in the US. Condolences to the
Premium gasoline, since 1996 the differential
was positive to a considerable extent (1.96
pesos / liter on average in 1996), which implies
that domestic prices were higher than prices in
the US.
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Source: Prepared with data from the Ministry of Finance,
Bank of Mexico and Pemex.

Graphic 2 Magna gasoline prices in Mexico
and the United States
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Graphic 3 Premium gasoline prices in Mexico
and the United States

From 1997 to 2004, prices in the US
continue to rise, but at a slower pace than in
Mexico. In this period, the average monthly
growth rate of prices of Magna and Premium
gasoline in the US was 0.4% respectively,
while in Mexico the average growth rate was
0.8% for Magna gasoline and 0.9% for
Premium . Relatively low gasoline prices in the
US reflected the behavior of the price of crude
oil West Texas Intermediate which remained
relatively low and stable in this period (Energy
Information Administration, 2012). While US
prices were increasing, the levels were lower
than in Mexico, where pricing policy
responding to updates for inflation, which was
reflected in a positive differential higher than in
the previous period between domestic and
international prices . On average, from 1997 to
2004 national Magna gasoline prices were
higher than prices in the US at 1.11 pesos per
liter; while domestic prices of premium
gasoline were higher in 3.70 pesos per liter.
This resulted in a positive revenue IEPS
throughout this period and until 2005 (Figure
V).
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Graphic 4 IEPS Collection

From 2005 to 2006, gasoline prices in
the US show volatility, and from January 2007
to October 2008 international prices increased
in greater magnitude than that observed. This
period marked a different trend that was
observed in the price of gasoline in the US was
relatively low. In July 2008 the price of Magna
gasoline in that country reached a record high
of four dollars per gallon, equivalent to 10.8
pesos per liter and the value implied a negative
differential from the national price of 3.63
pesos per liter. In the case of Premium gasoline
prices in the US it will hit $ 4.41 per gallon
(12.58 pesos per liter). This increase in the
international price responded to increases in the
price of crude oil increased 146% from 2007 to
June 2008.

After reaching the maximum in US
gasoline prices, this trend changed and entered
a period of decline that lasted from August to
December 2008. At this stage there was a
period -January 2008 to April 2009- in which
the Magna gasoline price in the US was less
than the national rate. In the case of premium
gasoline, the period lasted from October 2008
to February 2011. However, the step of
lowering the price in the US was short and
since January 2009 US gasoline prices started
another upward step. Magna prices from that
date to December 2011 increased by 82%
gasoline, while premium gasoline by 76%.
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important stages of increases and decreases in
US prices that respond to the volatility of crude
oil WTI. Meanwhile, prices in Mexico since
2007, have shown a different behavior. Until
2007, gasoline prices in Mexico were restated
for inflation and levels generally remained
above the EU price. However, from that same
year, while prices of both WTI crude oil and
gasoline in the United States increased
considerably; in Mexico the price of Magna
gasoline and diesel froze. From 2008 they
began to implement landslides prices, replacing
the monthly updates in line with inflation, in
order to reduce the difference between the
administered price and real, and the consequent
change in the collection of the IEPS positive to
negative, ie, a change in which they were
allowed to receive resources and began to
disburse steadily in 2007 on account of this tax.

The aggressive increase in gas prices in
the US caused the landslide of fuel prices,
implemented in 2008, are insufficient to reduce
the gap. However, while this year in Mexico
was continued with the policy of increases, the
international price began a period of decline,
which helped to reduce the difference in prices
in Mexico and the US, as even domestic prices
were higher that international. In 2008, the
negative IEPS collection was the largest with
an expenditure of 223.716 million pesos.

In the context of low international prices
and economic crisis in Mexico again they froze
gasoline prices in most of 2009. In the same
year, international prices and increased again in
May 2009 reversed the difference between
prices Magna gasoline in Mexico and the US.
Landslides prices in Mexico resumed from
December 2009 to this situation. Since 2010 the
reduction in the spread of international and
domestic prices declined compared to 2008 not
only by landslides, but by the relative stability
of the exchange rate in that year.
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However, in 2011 the differential
increased compared to 2009 and 2010, which
was reflected in a greater transfer of resources
IEPS concept.

Also, the total final energy consumption
is divided in final energy consumption and not
final energy consumption. The first is the
energy consumption of the residential,
commercial and  public  transportation,
agricultural and industrial satisfied fuels sector.
While the final non-energy consumption,
according to the Energy Department, "records
the consumption of primary and secondary
energy feedstock. This consumption occurs in
processes using raw materials for the
production of non-energy goods, for example.
Pemex Petrochemical wuses dry gas and
petroleum to produce plastics, solvents,
polymers, rubbers, among others "(Ministry of
Energy, 2011).

Considering the final energy
consumption, demand for oil can be
distinguished by these sectors (residential,
commercial and public; the transportation
sector, the industrial sector and finally
agriculture). With information from 2010, the
transportation sector is the largest energy
consuming (48%), measured in petajoules.
Demand for oil in the transport sector is mainly
gasoline (66.4%). This high level of
consumption is because, of all existing means
of transport, 92% represents the trucking and
this need by 72% the use of gasoline, diesel and
26% LPG 2%. Diesel is the second most
important in the transport sector (26.3% of total
consumption), and the most important fuel in
the agricultural sector.

The industrial sector is the second
largest energy consumption sector, with a share
of 29% in total of sectors. In this sector the dry
gas, LPG, diesel and fuel oil are some of the
main fuels used in this sector to meet its energy
demand.
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Finally, agriculture is the sector that has
lower energy consumption, but to a greater
extent using diesel; 74% of its energy demand
for this fuel. In the residential sector, the energy
consumption is 20% of the total between
sectors, LPG is mainly used, which has a stake
of 38.4% in total energy.

66.4% of the consumption of gasoline is
intended for consumption in transportation.
While 29.1% of the total final consumption of
gasoline is not directed to the final energy
consumption, that is, the fuel is used as raw
material in production processes to manufacture
goods.

Residential,
commercial Transport Industrial Agricultural
and public
Liquid gas  38,40% petrol 66,40% drygas  37,70% Diesel 74,10%
Firewood  28,50% Diesel 26,30%  Electricity 28,50%  Electricity  21,50%
Electricity 27,80%  kerosene 5% Coke 10,10% Liquid gas  4,40%
dry gas 410% Liquid gas  1,80% chaff 6,80%  Kerosene  0,05%

Solar 0,70% Fuel 0,20% Fuel 6,50%
Diesel 040%  Electricity  0,20% Diesel 4%
Kerosene  0,10% dry gas 0,05%  Carb coke. 320%
Liquid gas  3,10%
Carbon 0,50%
Solar 0,05%

Source: Ministry of Energy, National Energy Balance, 2010
Table 2 Final energy consumption by sector,
2010

On the other hand, inflation in Mexico
has stabilized in relation to the levels of the 80s
is currently 4%. Inflation has been influenced
by various measures of economic and monetary
policy, so that, when trying to relate the
evolution of Magna gasoline prices, the
apparent relationship between the two variables
appears (Figure V) void. However, consider
that gasoline is not the only well-regarded for
building the basic basket in measuring inflation,
although this has a relatively significant weight
in the total household spending. In addition,
gasoline is not only an input used in production
processes, but also input to the transport sector,
giving it the potential to significantly influence
inflation.
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Graphic 5 Gasoline Prices Magna-Inflation,
1995-2012

It is noteworthy that both the fact that
the price of gasoline is given as the formula of
IEPS influence so that when the international
reference price rise significantly, this tax goes
from being positive to a negative tax or transfer
of resources. The price policy is supported by
the above described law, and while newspapers
and gradual increases in gas prices contribute to
decrease transfer of resources, it is possible to
eliminate the subsidy reaching the price to
actual government of gasoline and leaving This
fluctuate according to the components
described in equation (5). However, this carries
the risk of an inflationary impact, which aims to
measure this work.

Inflationary impact of the liberalization of
gasoline prices

In the input-output matrix that performs
financial transactions with another industry,
that is, cross sales and purchases are recorded in
a period, which gives you an advantage that is
reflected in its various practical applications.
One is that, through this matrix information,
you can calculate the production sector needed
to address certain level of final demand.
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It is also useful to measure the effect on
the general price level, caused by changes in the
price of a particular input used in the
production of goods that are contemplated
within the matrix; application that is useful for
the purpose of this paper (United Nations,
1993).

To measure the effect of the elimination
of subsidies for fuels in Mexico in the general
price level, an expanded version suggested by
Valadkhani and Mitchel (2002), the pricing
model of input-output matrix of Leontief was
used in this work, which will be discussed
below.

The input-output matrix has n economic
transactions of economic sectors. In each row
sales ia n each industry sectors appear; while in
each column are registered purchases sector i
made the rest of the economic sectors. It also
records information of value added by
economic sector. Thus, the pattern recorded on
the one hand, industrial production each
conducted for a period of time; on the other,
records purchases made by each sector in each
of the sectors covered in the same period. The
latter can be denoted comoz_ij, purchases made
by the sector j to sector i (ie, requirements or
inputs by industry j). In the model input-output
is assumed that this demand of sector j to sector
i, depends on the extent of production of sector
J, that is, sales of sector i to sector j depend on
the production sector j (Miller and Blair |,
1985). With flow information industry sector i
to j can calculate the technical coefficients, a_ij:

a;j = z;;/X; 8)

Where X is the total output of sector j.
aij represents the proportion of the required i
sector to the total production of sector j inputs.
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When the flows recorded in the input-
output matrix are monetary values, the
interpretation of these serious coefficients "ij"
monetary units (eg, weights) of inputs required
in the sector i by a monetary unit of the total
production of sector j. The calculation of all the
technical coefficients results in the matrix of
these coefficients:

aiq ain “es A1n

axq az, . Arn
A= . . .

Am1 Amz2 - Amn

These technical factors are considered
fixed or constant, which means that by varying
the production sector j, sales of sector i to
sector j (ie, those required by the sector j
inputs) will also vary in the same proportion.

This is one of the most important
assumptions of the input-output model. This
because it certain implications are derived. One
is that by assuming that sales of sector i to
sector j depend entirely on the production sector
j is assumed that the production of sector i is
coded to other factors such as technological
changes or input substitution. Also, he alleged
lack of economies of scale and presence of
constant returns to scale (Miller and Blair,
1985) are released.

As mentioned, the technical coefficients
are interpreted as "so many dollars needed for a
dollar of production,” which means that "the
price of a unit of production (for each sector) is
a dollar” (Miller and Blair, 1985). We have the
following equation:

P =¥ Pagj + v 9)

Where Pj is the price per unit of
production for each sector, are the technical
coefficients aij, and vj is the ratio of value
added per production level.
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Considering the case of existence of n
sectors, disaggregating and representing the
above equation in matrix, it is obtained:

P i1 Q12 - Q[P Vi

Pyl Q21 Q22 .. don||P, + Vs

Py Am1 Amz - Amal LB Va
That is to say
P=AP+V (10)
Solving for P:
P=U-A)1tv (12)

Where P is the vector of prices per unit
of production for each sector, the matrix of
technical coefficients, V the vector ratio of
value added per unit of production for each
sector, and | the identity matrix.

Equation (11) is the Leontief price
model in which prices depend on the technical
coefficients and value added. The price vector
is set to 1. Considering a given exogenous level
of value added, you can get the higher prices in
the period of one year (the period in which the
cash flows are made to the input matrix
product). The price change is reflected in the
vector P as percentage changes for each sector.

On the other hand, an important feature
of this version of the model is that prices are
considered as endogenous and fluctuate to a
change either value added or wages, or gross
operating surplus. In this sense this version is
limited to the case under which the price of one
of the inputs is considered exogenous; such as
the price of petroleum products, whose value
(as in the case of gasoline) is supposed
fluctuates according to international market
(\Valadkhani and Mitchel, 2002).
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Therefore, the  previous  model
modifications are made following the
methodology of Valadkhani and Mitchel
(2002), in order to distinguish between two
types of prices: exogenous (corresponding to
that of refined petroleum products sector) and
endogenous (corresponding to other sectors); in
order to calculate the imp The price distinction
between exogenous and endogenous prices can
be seen in the followingmatrix representation
(Valadkhani and Mitchel, 2002):act on the
general level of prices in response to changes in
the price of fuels. It was part of the original
price model (equation 10) to make the
distinction between endogenous and exogenous
prices:

PE - A,EXPX + A,EEPE + VE (12)

The  price  distinction  between
exogenous and endogenous prices can be seen
in the following matrix representation
(\Valadkhani and Mitchel, 2002):

FA R el | AR A
PE A,EX A,EE PE VE

Where PX is the price of petroleum
products (determined exogenously), PE is the
vector of endogenous prices of economic
sectors of the input-output matrix (except that
which represents PX), A'XE is the transposed
vector (1 xn -1) requirements by the industry
exogenous prices’®, exogenous tough, of their
own production, VX is the ratio of value added

PE :A,EXPX-I_A,EEPE-I_VE
Py — A'gpPyp = A'gx Py + Vg
Pp(I — A'gg) = A'gxPx + Vg

Is obtained:

Pe=(- A,EE)_lA,EXPX +U - A’EE)_lvE (13)

™ Manufacture of petroleum and coal.
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Equation (13) can calculate the impact
on PE, that is, the variacionporcentual price for
each sector (n-1), under varying PX. The
baseline scenario is one in which there is no
increase in APX (PX = 0) and, therefore, the
price of each sector in the EP vector, is one.
The resulting effect in PE of a percentage
increase of PX, is the sum of the direct and
indirect effects for each sector. "The direct
effect shows the immediate response in the
price of a sector, while the total effect
determines the price changes after considering
sectoral interdependencies" (Valadkhani and
Mitchel, 2002). To calculate the direct effect of
each sector (.alpha..sub.i), the ratio of the price
change of sector i (APi) with respect to the
change in fuel prices (APX) is estimated:

AP,
@ ="""/pp, (14)

To measure the effect of a change of PX
in the consumer price index (x), it follows:

=2t Pe(Yc) (15)

Where it measures the total effect or
change in the price of sector i, ci is private
consumption in the sector i Ci the total private
consumption. Using the latest available
information from the input-output matrix of
2003 Mexico obtained from INEGI, the direct
and indirect effects of a crash in the price of
gasoline was calculated by obtaining the results
in Table 3. The results reflect the percentage
increases price of each of the 78 industries as a
result of a price increase of 27.56%"
Manufacturing of petroleum products and coal
sector.

" This magnitude fulfills one of the scenarios described
in section 3.2 to calculate the impact on inflation, and the
justification is that with this increase, the IEPS would be
Zero.
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Considering the total effect of rising
prices, the most affected sectors (in descending
order) are the tourist transport (whose answer is
a price increase of 5.9%); air transport;
generation, transmission and supply of
electricity; land passenger transport, except by
rail; and the area of fishing, hunting and
trapping. That is, the sectors whose response to
the price shock is more vulnerable and prone to
raise their prices, are the sectors related to
transportation. Also, the sectors that have a
lower response to price increases (in ascending
order) are the rental service trademarks, patents
and franchises (the answer is a price increase of
0.003%); creation and dissemination of content
exclusively through Internet; and real estate
services; that is, the impact is less in those areas
less directly related to the use of petroleum
fuels.

Calculating the total effect in each of the
economic sectors, in response to a crash of
prices provides an overview of the responses of
these sectors.

For the impact on inflation will be
resorted to the use of different scenarios
representing different magnitudes of price
shock, which are presented in the following
section.

Besides, to measure the inflationary
effect of the liberalization of gasoline prices,
the input-output matrix of total economy of
Mexico 2003, in which 79 economic sectors are
recorded and imports include was used.

Manufacturing sector oil products and
coal as one that will trigger the price shock
because it houses the Magna and Premium
gasoline was chosen.
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APx = 2756%

Sector Totalefect _ Direct efect _Indirect efect
Farming 1226 0,044 1181
Cattle raising 0,79 0029 0,765
Forestry 0,707 0026 0,682
Fishing, hunting and trapping 4368 0,158 4209
Related to farming and forestry services 1429 0,052 131
Oiland gas 0308 oot 0297
Mining of metal and non-metallic minerals except oil and gas 18% 0,069 1826
Services related to mining N 0062 165
Generation, transmission and supply of electricity 45% 0,167 4431
Waterand gas supply pipeline to the final consumer 1151 0042 1109
Edification 1036 0,038 0,999
Construction of civil engineering or heavy work 1601 0,058 1543
Specialty Trade Contractors 13M 0047 157
Food Industry 1014 0037 0977
Beverage industry and snuff 0850 0031 0819
Textile manufacturing inputs 1368 005 1318
Production of textles, except apparel 0946 0,034 0912
Manufacture of clothing 0842 0031 0812
Manufacture of leather, fur and substitute materials 0642 0023 0619
Timber industry 1014 0037 0977
Paper Industry 1313 0,050 134
Printing and related industries 0879 0032 0847
CHEMESTRY INDUTSTRY 1173 0,043 1130
Industry Plastic and rubber 1,008 0037 0971
Product Manufacturing Nonmetallic minerals 1841 0067 1714
Basic metal industries 2640 00% 254
Fabricated metal products 1471 0,053 1417
Manufacture of machinery and equipment 1034 0,038 09%
of computer, jcati and other equipment 09% 0,034 0892
Manufacture of electricity generation and electrical appliances and accessories 1266 0,046 1220
Manufacture of transport equipment 0837 003 0,806
Manufacture of fumiture and related products 0870 0032 0839
Other manufacturing 1251 0,045 1206
Trade 0261 0,009 0252
Airtransport 5,59 0203 53%
Rail transport 3348 0121 326
Water Transport 1853 0,067 1786
Trucking 3832 0139 369
Land passenger transport, except by rail 44m 0,162 4315
Pipeline 0968 003 0933
Tourist transport 5,936 025 5120
Services related to transport 0502 0018 0483
Postal services 0671 0024 0647
Package delivery services 2013 0073 1940
Storage Services 0,784 0028 0,756
Editing publications and software, except through Intemet 0342 0012 039
Filmand video industry, and sound industry 0492 0018 0474
Radio and television, except through Intemet 0334 0012 0322
Creation and dissemination of content exclusively through Intemet 0041 0,001 0039
Other Telecommunications 1288 0047 128
Internet access providers, search services on the network and information processing services 0398 0014 0384
Other information services 0523 0019 0504
Central banking 0,157 0,006 0,152
Institutions of credit and financial intermediation-exchange 0204 0,007 0197
Currency and equity financial investment activities 0244 0,009 023
Surety companies, insurance and pensions 0222 0,008 0214
Real Estate Services 0,147 0005 0142
Rental services of movable property 04%0 0018 0412
Rental services of trademerks, patents and franchises 0,003 0,000 0,003
Professional, scientific and technical services 0486 0018 0,468
Management of companies and enterprises 0586 001 0564
Support services to business 0311 00 0300
Waste management and remediation services 1517 0055 1462
Educational Services 019 0005 0124
Outpatient medical services and related services 0373 0014 0,359
Hospitals 0440 0016 0424
Residences of social assistance and health care 0653 0024 0629
Other social services 0641 003 0617
Avtistic and sports services and other related services 0,167 0,006 0,161
Museums, historical sites, botanical gardens and similar 0313 0011 0302
Entertainment services in recreational facilities and other recreational services 0,697 0025 0672
Temporary accommodation services 0802 0029 0713
Preparation Services Food and Beverage 0623 0023 0,600
Repair and meintenance 0,770 0028 0,742
Personal services 0375 0014 0362
Associations and organizations 063 003 0612
Households 0,000 0000 0,000
Govemment activities 0760 0028 018

Source: Authors
Table 3 Percentage increase in prices by
economic sector
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Using this matrix and the methodology
set is possible to measure the impact of
increased fuel prices on inflation mentioned.
The magnitude of this increase in price is
equivalent to that required to cover the amount
of IEPS negative | disbursed, with which it is
possible to approach the price, unlike the
administered price, provides the actual value of
each of its components, within which is the
international reference price. Considering the
price as the base price of Magna gasoline to
February 2013 (11.03 pesos per liter), three
scenarios to consider the magnitude of price
increases once settled: the first considers the
amount of IEPS (negative) was disbursed in
2012; in this case the amount disbursed was
203,000 million pesos, so to cover this amount,
the price should increase 2.9 pesos.

The second scenario considers the
amount of negative IEPS which is due in the
Revenue Act of the Federation of 2013, of
48.895 million pesos; in this case the price
would have to increase 0.7 pesos. Finally, the
third scenario is an amount equal to the average
IEPS this tax disbursed from 2006 to 2012,
equal to 101.433 million pesos, and to cover the
amount of IEPS that amount, the price would
have to rise by 1.45 pesos . To simulate the
increase in domestic gas prices with the above
scenarios, it can eliminate the negative IEPS
and this tax is zero; that given the negative
price difference and really | -administrado
resulting in a value of negative IEPS.

The results of the application of the
methodology and the three scenarios are shown
in Table 4. The percentage increases in
domestic gasoline prices are based on the price
February 2013, ie 11.03 pesos. An increase of
2.90 pesos in gasoline prices (representing a
price shock equal to 27.56%), could have
covered the negative IEPS amount of 203,000
million pesos disbursed in 2012. The first
scenario is the one that reports a higher total
impact on inflation, an increase of 2.03%.
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Stage IEPS Price increases pesos Priceincrease % Rising Inflation

1 -203.000 29 21.% 2403
2 48,803 0.7 T4 034
3 -101433 145 1428 103

Table 4 Impact on inflation of the elimination
of the negative IEPS of gasoline prices

On the other hand, the Revenue Act of
the Federation of 2013 provides that at the end
of 2013 IEPS erogue 48,895,000 pesos for; ie
the difference between the administered price
and the actual price is such that 48.895 million
pesos were incurred for IEPS.

At the end of the year if the amount of
IEPS spends, it means that the actual price was
0.70 pesos higher than the administered price,
therefore, a measure to prevent that amount of
IEPS are incurred is administered price increase
by 0.70 pesos, whereby the amount of expected
negative IEPS cover and end the IEPS would be
zero. In this scenario, the shock magnitude is
7.4% and its total impact on the increase of
inflation is 0.54%.

Finally, the goal of a scenario with
average amounts of negative IEPS, is to
approach a hypothetical amount that could be
spent on IEPS 2013 (based on actual amounts
disbursed in the past IEPS) and with that
amount, calculate the administered price
increase required to cover that amount of tax.
Under this scenario, the shock of magnitude
equal to 14.28% leads to an increase in inflation
of 1.05%.

The results are relatively high
considering the level of inflation expected for
2013, set in 3% plus a variable interval of +
1%, so that in the given case scenario 1,
inflation could settle on 5%.
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While it is relatively low, the risk of
inflation inertia present and may come into play
also inflationary expectations. Similarly they
considered high in relation to the results of
other studies, such as Pincheira and Garcia
(2007), who estimated the inflationary impact
of an oil price shock of 10% and a maximum
response is increased price index of 0.17% in
the case of Chile, and 0.29% for Canada. In the
case of the study by Rincén (2011), the rise in
inflation to a price shock 10% of petrol and
diesel in Colombia, is 0.85%. Wu et al. (2011)
measured the impact on inflation of an oil price
shock; their results indicate that doubling the
fuel price increase in inflation 1.39%. Finally,
the study of Valadkhani and Mitchel (2002), a
crash in the price of petroleum products
equivalent to 100%, inflation would increase by
1.8% Australia.

Conclusions

Prices of Magna and Premium gasoline prices
are administered and their current policy is
applying newspapers and gradual increases in
such prices, in order to reduce the negative
IEPS disbursed from about five years. The
mechanism for determining the price of these
fuels and the IEPS makes the international
reference price is an important consideration in
the design of pricing, because if it shows a high
volatility factor and increases steadily, then
policy gasoline prices have to be readjusted, as
happened in 2008 when prices of these fuels
went updated in line with inflation, to do with
the current policy mentioned above. Thus, due
to higher international reference prices
registered in recent years, the price to actual
government of gasoline began to lag relative to
the price that applied public, leaving the door
open to the IEPS take negative values and
conduct the transfer of resources to consumers
is now known as grant price of gasoline.

ISSN-On line: 2414-4959
ECORFAN® All rights reserved.

December 2015 Vol.1 No.1 98-116

The elimination of this subsidy
represents an improvement of public finances
and that the resources allocated for this purpose
would be reduced. However, there are other
aspects to consider in assessing the elimination
of the subsidy, as the inflationary impact; this
impact was measured using a variation of the
price of the input-output matrix in which they
are considered as exogenous the manufacturing
sector petroleum products and coal, which
represents the fuel gas.

To simulate the elimination of the
subsidy (which is the first step to release the
price of gasoline, ensuring that the IEPS not
take negative values) of this price shock of
different magnitudes simulated: 27.56%; 0.7%
and 14.28%. These percentages reflect the
increases would have to be the price of Magna
gasoline in Mexico to make the IEPS is zero.

Considering the methodology of input-
output matrix, the shock of greater magnitude
(the most aggressive scenario: an increase in
price of gasoline at 27.56%), would lead to an
increase in inflation of 2.03% per annum.

The results of rising inflation are
considered high compared with the inflation
target of 3% of the Bank of Mexico, as well as
in relation to the results of other authors.
However, it can be said that an increase in
gasoline prices, equal to the need to eliminate
the fuel subsidy and the consequent
liberalization of the price of gasoline has the
potential to increase inflation beyond the limits
set by the Banco de Mexico.

While the elimination of the subsidy
implies an improvement in public finances,
there is also an impact on inflation of major
magnitude reflected in the population with
fixed incomes. This can serve as a tool to
reflect on the possible uses of the resources
currently earmarked to cover the subsidy for
petrol.
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That is, a better use of the resources
currently earmarked to subsidize gasoline,
reflected in the improvement of environmental
quality and quality of life of the population,
could counteract the adverse effects of rising
inflation, as a result of the liberalization of
gasoline prices and the elimination of subsidies.
An example of a better use of these resources
could be the expansion and improvement of
public transport system with low polluting
means, favoring the use of this, instead of
private transport; and the construction of
transport infrastructure such as cycling.
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