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Overview of Mexico’s Agricultural Sector

Mexico is a major global producer and exporter of agricultural products, capturing a significant share of the total
world exports of citrus and melons (31%), tomatoes (24%), cucumbers (19%), and tropical fruit (22%), including
pineapples, mangoes, avocados, and guavas (ITC, 2019). The agriculture and food sector is one of the main engines
of Mexico’s rural economy, representing 3.3% of its national gross domestic product (GDP) (World Bank, 2019).
The sector has experienced significant growth during the last few years: Production value of crops and livestock
increased by 21% and 12%, respectively, between 2012 and 2017 (SIAP, 2018b). Mexico’s exports and share in
total world exports of agricultural products also increased during the same period.

Trade

International trade has become more
important for the Mexican economy in the
last 30 years. Mexico currently has 12 free
trade agreements with 46 countries
(Secretaria de Economia, 2015). The North
American Free Trade Agreement (NAFTA),
which has facilitated trade among the
United States, Mexico, and Canada since
1994, has become the most important
trade platform for Mexico. In September
2018, the three countries reached an
agreement to replace NAFTA with the
United States—Mexico—Canada Agreement
(USMCA), but NAFTA remains in force
pending full ratification of the USMCA. In
2018, Mexico also signed the
Comprehensive and Progressive
Agreement for Trans-Pacific Partnership
(CPTPP) and ratified a modernized Global
Agreement with the European Union (EU)
(Secretaria de Economia, 2018), which will
likely increase diversification into
European markets. Other major markets

Figure 1. Bilateral Agricultural Trade between Mexico and the United

States
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with potential for Mexico include
China, which has 1.3 billion
consumers and a rapidly growing
middle class, and Central
America, with which it shares
consumption habits and tastes.

Trade with the United States
Mexico’s favorable climate allows
for year-round fruit and
vegetable production, which are
exported primarily to the United
States. Between 2000 and 2018,
Mexico’s exports of agricultural
products to the United States
increased by 405%, twice as fast
as Mexico’s imports from the
United States (Figure 1). Mexico’s
trade balance with the United
States reached a record high of
USS8 billion in 2018 (Figure 1). Exports
of fruit and vegetables have been
important drivers of this trade surplus.

The United States buys nearly 78% of
Mexico’s total agricultural exports,
most of which are predominantly labor-
intensive crops. Similarly, the United
States supplies more than 80% of
Mexico’s total imports of meat and
cereal grains, including corn,! soybean,
and wheat (Figure 2). Mexico’s current
agricultural trade flows are largely
reliant on the United States, which
increases Mexico’s susceptibility to
changes in the U.S. economy and—
more specifically—changes in U.S. trade
and foreign policies.

Mexico, however, could also benefit
from changes in U.S. trade policies
targeting other countries. For example,
the U.S. trade war with China resulted
in lower U.S. agricultural imports from
China during the first quarter of 2019.2
During the same period, imports from
Mexico increased. If higher tariffs
continue to be imposed on selected

Figure 2. U.S. Share of Mexico’s Exports and Imports
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Figure 3. Foreign Direct Investment (FDI) in Mexico

Data Source: CNIE (2018).
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! Ahmed (2018) argues that U.S. exports of white corn (mostly for human consumption) to Mexico have negatively
affected Mexican producers, while U.S. exports of yellow corn have benefited the development of the livestock

sector.

2 Monthly imports of agricultural products from China and Mexico from U.S. Department of Agriculture, Foreign
Agricultural Service, Global Agricultural Trade System: https://apps.fas.usda.gov/gats/ExpressQueryl.aspx.
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Chinese agricultural products, Mexico could potentially benefit through trade and investment diversion (Gantz,

2019).

Investment

Mexico has attracted international agricultural industries seeking its favorable weather, inexpensive labor, and
favorable location relative to major global markets. NAFTA and other trade agreements have facilitated an influx of
foreign direct investment (FDI) from international businesses, of which the United States represents the main
source (CNIE, 2018). FDI from the United States has been largely propelled by friendly foreign investment
provisions under NAFTA. Similar provisions are expected to be maintained under the new proposed USMCA (U.S.
Department of Agriculture, 2019e). FDI has been a noteworthy generator of export activity, with a contribution to
exports of approximately 29% (UNCTAD, 2018).2 FDI in the agricultural sector represents less than 1% of total
inflow; despite some year-to-year fluctuations, FDI has increased during the last decade (Figure 3).

Political changes and uncertainty regarding United States—Mexico trade and tariffs could inhibit future FDI inflows.
To counter this uncertainty, Mexico was the first country to ratify the USMCA in June 2019. The U.S. Congress is
expected to vote on the agreement in the next few months. On the other hand, uncertainty regarding trade
relationships with China could also benefit Mexico as businesses seek lower tariffs and shipping costs. Some news
reports suggest businesses have entertained the possibility of relocating to Mexico as an alternative to China while
observing how trade issues and negotiations evolve (Townsend and Martin, 2019).

Government Support

The Mexican government has made major
investments in the agricultural sector.
Through the Mexican Ministry of
Agriculture, Livestock, Rural Development,
Fishing and Food (SAGARPA), the
government provides producer support
(PS) to promote the competitiveness of
the agricultural sector through a variety of
programs (Wu et al., 2018). Annual PS
averaged USS$6.3 billion from 2000 to
2017, with a slight decline observed over
the last three years (Figure 4). PS relative
to the country’s gross farm receipts (GFR)
has trended downward (Figure 4). When
compared with the United States,
Mexico’s PS as a share of GFR has been
slightly higher during most of the years
observed in Figure 4, demonstrating
Mexico’s commitment to supporting its
agricultural sector, which, while only a
small share of the total economy, is of
great importance to the country.

Currently, two combined programs—the
Programa de Fomento a la Agricultura

Figure 4. Producer Support Estimates (PSE) and PSE as a Share of

Gross Farm Receipts (GFR) in Mexico and the United States

55 4
50
45
40
35
30
25
20
15
10

uss Billion

L e T o I o T o TR U T O = B o T s TG I
o o o o o0 0 0 O O O = e o
o T s T e [ s T e T o T o T o T o T o T o T o T
I A I 0 T e T Y I e A o A B O

— — U.S. PSE as a Share of GFR

— Mexico PSE as a Share of GFR [l Mexico PSE

U.5. PSE

Data Source: OECD (2018).

30

25

20

15

10

(Agriculture Promotion Program) and the Programa de Productividad y Competitividad Agroalimentaria (Agri-Food
Productivity and Competitiveness Program)—provide incentives to promote the competitiveness of agriculture
and food value chains through various program components (SADER, 2019). In general, these incentives are geared
toward increasing the infrastructure capacity of the sector. For example, in 2019, the component of the program
to increase capital investment in the agricultural sector has covered up to 50% of the investment cost (for up to

3 Measured as the share of foreign value added in exports.
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USS$0.2 million)* in protected agriculture projects,®> mechanization of production and post-harvest activities,
storage infrastructure, and improved seed genetics (SADER, 2019).% Agriculture support programs have benefited
the entire sector but have stimulated growth in the specialty crop industry in particular.

Research and Development (R&D)

Mexico’s spending on agricultural R&D has shown modest growth over 2000-2013 (IFPRI, 2019). R&D as a share of
agricultural GDP (research intensity) remains at around 1%, below the United States and other high-income
countries, which have an average research intensity of 2.47% (Heisey and Fuglie, 2018). Given the importance of
R&D as a generator of productivity growth in the agricultural sector, higher investment in research may be needed
to generate increased levels of productivity and innovation, particularly for sectors that are lagging.

Specialty Crops

A combination of climate and relatively lower production costs provides Mexico with a comparative advantage in
the production of fruit and vegetables.

Mexico is a large producer and exporter

of fruit and vegetables and ranks in the Figure 5. Value of Selected Fruit and Vegetables Exported from
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Data Source: U.S. Department of Agriculture (2019c).

2018). It has been argued that due in part Note: Avocados (HS 080440), tomatoes—fresh or chilled (HS 0702),
to this competition, prices and berries (HS 0810), cucumber (HS 0707), asparagus (HS 070920).
production of fresh tomatoes in the CAGR refers to compound annual growth rate.

United States have declined (Guan,

Biswas, and Wu, 2017). Hodges et al.

(2019) estimate that a continuation of this trend would further affect the fruit and vegetable industry (tomatoes,

peppers, strawberries, etc.) in Florida and other southern states.

It is important to highlight that, while imports from Mexico may compete with U.S. production, U.S. consumers
have benefited from the year-round availability of fruit and vegetables as a result of trade flows (Knutson et al.,
2014). The per capita availability of fresh fruit and vegetables in the United States increased by 22% and 15%
between 1990 and 2017, respectively (U.S. Department of Agriculture, 2019b). The increase in availability of some

4 4 million pesos, using a 2019 exchange rate of US$1 to 19.16709 Mexican pesos.

5 “Protected agriculture” indicates crops produced under protective structures such as greenhouses, high tunnels,
shade houses, etc.

6 See Wu et al. (2018) for a detailed review of Mexico’s subsidy structure in previous years.

4 CHOICES 3rd Quarter 2019  34(3)


http://www.choicesmagazine.org/UserFiles/image/CanalesFigure52.0.png
http://www.choicesmagazine.org/UserFiles/image/CanalesFigure52.0.png
http://www.choicesmagazine.org/UserFiles/image/CanalesFigure52.0.png
http://www.choicesmagazine.org/UserFiles/image/CanalesFigure52.0.png

selected fruit and vegetables has been significant, such as fresh tomatoes (33%), bell peppers (90%), cucumbers
(71%), strawberries (133%), and avocados (429%).

Protected Agriculture

The production area classified as
protected agriculture in Mexico increased
at a compound annual growth rate
(CAGR) of 28% during 2007-2017 (Figure
6). Currently, there are over 100,000
acres under protected agriculture, almost
evenly divided among greenhouses, high
tunnels, and shade houses. Protected
agriculture has allowed producers to
improve yields by increasing automation
and year-round production while
decreasing planted field area. One of the
factors that has fueled this increase is the
export potential of vegetables (U.S.
demand), which has attracted both
domestic and foreign capital (Bastida
Tapia, 2017). In addition, the Mexican
government has subsidized the adoption
of protected agriculture as part of its
producer support program (currently the

Figure 6. Historical Area under Protected Agriculture in Mexico \
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Agriculture Promotion Program). In 2019, incentives for protected agriculture projects have been offered for up to
50% of the investment cost (SADER, 2019). However, these subsidies are not unique to Mexico. The United States
offers similar cost-share programs that subsidize improvements to infrastructure in agricultural land through
programs such as the Environmental Quality Incentives Program—High Tunnel Initiative (U.S. Department of

Agriculture, 2019a).

Most of the subsidies for protected
agriculture in Mexico have been allocated
to tomato, pepper, and cucumber
production. In 2017, tomatoes accounted
for approximately 36% of the area under
protected production followed by berries,
bell peppers, and cucumbers (Figure 6).
Trends have also shown a large increase
in the area dedicated to berries since
2014. Protected technology allows
producers to obtain better and more
consistent quality and greater
phytosanitary control for the export
market. It is estimated that around 85%
of protected production in Mexico is
exported (Padilla-Bernal et al., 2008).

Tomato Industry

Total tomato production area (open-field
and protected) in Mexico has decreased,
but total production volume has
increased due to infrastructure
investments and productivity gains
(Figure 7). Protected production area

5

Figure 7. Historical Tomato Production Area (Open-Field and
Protected) and Total Production in Mexico
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accounted for only 30% of the total tomato area but contributed approximately 63% of total production in 2017.
According to projections, tomato production and export capacity could increase by 46% and 77%, respectively,
from 2016 to 2024 (SAGARPA, 2017b). The country’s main strategies to increase the productivity of the industry
include support to protected agriculture, improvements to irrigation technology, and investment in logistics and
distribution infrastructure (SAGARPA, 2017b).

Avocado Industry

The avocado is one of Mexico’s main export crops and the second-highest generator of foreign income (SIAP,
2018b). Mexico contributed 48% of total world avocado exports in 2016, four times higher than in 1990 (FAOstat,
2018). After an import ban based on the risk of pest infestation was gradually removed from 1997 to 2007, exports
to the United States spiked when all states were allowed to import avocados (Peterson and Orden, 2008). Exports
to the United States have grown to a CAGR of 15% during the last decade (Figure 5). In 2018, Mexico supplied 87%
of the avocados imported into the United States (U.S. Department of Agriculture, 2019c).

Mexican production of avocados grew by
4.7 times from 1980 to 2017, while the

area allocated increased by only 3.3 times Figure 8. Mexico Avocado Production and Area (1980-2017)
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the United States, Canada, Japan, and China and expanding exports into the European market. The promotion of
free trade agreements and standardization of phytosanitary measures are also part of the country’s overall
strategic plan.

Organic Industry

Mexico is one of the top producers of organic vegetables in the world. With 115,084 acres, Mexico has the second-
largest production area after the United States (Dorais and Cull, 2017). Of this, it is estimated that 4,633 acres are
protected production, mainly dedicated to organic tomato, cucumber, and pepper production (Dorais and Cull,
2017). Mexico is the leading exporter of organic products to the United States, with a share of around 10% (Demko
et al,, 2017). Mexico’s relevance in the organic sector could increase as demand for organic products continues to
rise in developed markets (Barrett et al., 2002; Jaenicke, Dimitri, and Oberholtzer, 2011). The U.S. Department of
Agriculture (USDA) estimates that there are more than 1,600 USDA-certified organic operations in Mexico that can
export certified organic products into the United States (U.S. Department of Agriculture, 2018).

6 CHOICES 3rd Quarter 2019  34(3)

(saJoe puesnoy]) ealy



http://www.choicesmagazine.org/UserFiles/image/CanalesFigure82.0.png
http://www.choicesmagazine.org/UserFiles/image/CanalesFigure82.0.png
http://www.choicesmagazine.org/UserFiles/image/CanalesFigure82.0.png
http://www.choicesmagazine.org/UserFiles/image/CanalesFigure82.0.png

Beef Industry

Beef is the most important industry
within the livestock sector in Mexico. Its
cattle inventory, however, has remained
relatively steady since the early 2000s
(CEC, 2015) and only showed a moderate
increase of 8% from 2008 to 2017 (SIAP,
2018a). Mexico and the United States
have built a strong symbiotic relationship
in the beef industry. Mexico, with its long
growing season, extensive forage
resources, and inexpensive labor, is an
important global player in the cow—calf
industry, while the United States, due to
its corn production, has a comparative
advantage relative to Mexico in finishing
high-quality beef that is then exported
worldwide. Mexico supplies the U.S. beef
industry with enough cattle to allow
feedlots to operate at or near capacity to
maximize efficiency (Peel et al., 2011). By
2018, 67% of the cattle imported to the
United States were supplied by Mexico
(U.S. Department of Agriculture, 2019d).
Mexico exports primarily steers and
heifers to the United States (Figure 9),

Figure 9. U.S. Cattle Imports from Mexico
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which are then placed in U.S. stocker operations for backgrounding or finished in U.S. feedlots (Peel et al., 2011).

Two decades ago, the Mexican beef industry focused its efforts on improving cattle quality and health, which
allowed it to successfully respond to the increasing U.S. demand for cattle (Peel et al., 2010). The challenge for
Mexico is remaining as the primary live cattle supplier for the United States. This will depend on its ability to
continue meeting the quality, health, and breeding standards demanded by the U.S. market (Peel et al., 2011). As
Mexico’s livestock production systems continue to intensify, productivity is expected to rise, increasing Mexico’s

production and export capacity.

Challenges and Opportunities

The agricultural sector in Mexico has grown over the past decade, but the country still faces challenges and
unrealized opportunities. While larger, technology-intensive operations in Mexico are competitive and generally
supply the export market, Mexico’s agricultural operations are predominantly small, with limited access to capital,

infrastructure, and profitable markets.

The competitiveness of the sector could benefit from higher investment in rural infrastructure and business
logistics to facilitate trade and commerce (UNCTAD, 2014).” The capacity to meet food safety, food labeling, and
sanitary and phytosanitary standards seems to remain a barrier for some exporting companies in Mexico,
particularly as new regulations such as the Food Safety and Modernization Act tighten verification restrictions for
produce imported into the United States. While Mexico has made improvements in these areas, more investment
in the country’s capacity to assist producers through extension education and for verification control is still needed
(UNCTAD, 2014). In addition, the country’s R&D levels are low relative to other countries. More investment in
research may be needed to support productivity growth in the sector.

T UNCTAD (2014) estimates that logistical costs in Mexico could double those observed in the United States.
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Mexico’s proximity to the United States, coupled with a strong trade agreement, has opened doors for Mexico’s
products into the United States, which has resulted in an increase in agricultural exports. However, the country’s
dependency on the U.S. market also makes it vulnerable to foreign and trade policy changes in the United States.
Currently, immigration issues have slowed trade discussions and the current U.S. administration’s positions on
trade could affect Mexico’s agricultural sector. This uncertainty also impacts investment in the sector, which is key
to sustaining growth (Garcia-Winder and Chavarria, 2017).

In addition, uncertainty regarding the potentially protectionist policies of the new Mexican administration could
reduce investors’ confidence in the country and stifle investment in the sector (Gantz, 2019). Since the
inauguration of Mexican President Obrador in 2018, the administration has announced efforts to reduce Mexico’s
dependence on U.S. imports, but questions remain regarding Mexico’s comparative advantage when producing
grains, cereals, dairy, and meat. It is unclear how a sufficient level of mechanization and productivity can be
achieved to increase domestic competitiveness against imports from the United States (Gantz, 2019). This will
require further investment in building the productive capacity of these sectors. In 2019, the Mexican government
launched a program targeting less developed rural communities to ensure access to fertilizers, credit, price
guarantees, and other producer incentives (Haro, 2019; Lopez Obrador, 2019). Some groups have criticized the
program because it does not play to the comparative advantage of the country and is not designed to benefit
larger-scale farmers, who are responsible for the majority of commercial production. A major concern is that these
new policies have added more restrictions and created uncertainty in the agricultural sector, which could prevent
large-scale producers from planning in the long term (Blanco, 2019).

Conclusion

Some subsectors within Mexican agriculture have significant production and growth potential. Government
support and FDI have resulted in the capitalization of some agricultural industries and propelled the growth in
production capacity and trade. For example, the area under protected agriculture has expanded significantly and
the production and export of tomatoes, berries, and other vegetables have enjoyed considerable growth. In
addition, the avocado industry has developed substantially during the last two decades and exports to the United
States have sharply increased. The importance of the avocado industry in Mexico cannot be underestimated, as it
has become the second-largest generator of foreign income and has additional expansion capacity.

Nonetheless, challenges still abound in Mexico, where greater investment in infrastructure, business logistics,
access to production inputs, and credit is needed. Mexico’s trade dependency on the United States and
uncertainty regarding the policy direction of the new Mexican and U.S. administrations could affect investment.
Mexico, however, could benefit from trade and investment diversion as a result of United States—China trade
disputes.
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