How US Imports
from China Affect
Mexican Labor
Markets

China’s growth over the past decades has profoundly
influenced global trade. Rising Chinese exports to the
United States have been associated with lower wages and
employment among the lower-skilled labor force in the
United States. Conversely, Chinese commodity imports
from South America also corresponded with a period of
growth and falling inequality throughout Latin America.
Caught in the middle was Mexico.

Several recent prominent studies document how US imports
from China adversely affect US workers.! These studies sug-
gest that Chinese imports are associated with lower wages
and employment. What has been less appreciated, however, is
that US imports from China also adversely affect Mexican
workers. This finding is important because it indicates that
the United States and Mexico face common challenges that,
through cooperation, they could successfully face together.

WHAT’S THE TAKEAWAY?

China and Mexico compete in
the US market.

The adverse effects of Chinese
imports on US workers spill
over to Mexico, suggesting that
US and Mexican workers are
complements rather than
substitutes.

An integrated North American
supply chain could endure
trade shocks and perform well
as competition from other
regions, especially East Asia,
increases.




Mexico imports relatively little from China, so
the effects of direct import competition were
less than in the United States. Instead, Mexico
suffered from competition with China in the
US market. In this Takeaway, we examine how
increased competition in an export destina-
tion—specifically the United States—impacts
Mexican labor.

CHINA AND MEXICO COMPETE

Consider the apparel and textile industries.
Apparel is particularly important for several
reasons. As a labor-intensive industry, appar-
el has been considered a “sensitive industry”
in developed countries for the last fifty years.
In addition, the apparel industry acts as a
gateway for women to enter the formal labor
force. As such, apparel employment can have
important effects on economic development.

Mexican apparel expanded in the early years
after NAFTA. By 2000, Mexico became the
largest single supplier of apparel to the US
market (see Figure 1). The United States im-
ported more apparel from Mexico than from
China, Cambodia, Bangladesh, or other coun-
tries who have become known as apparel ex-
porters. Mexico’s assembly plants along the
US-Mexican border, known as maquiladoras,
captured much of this production, and
brought many women into the labor force.

Around 2000, however, the global apparel
market began to change. In particular, the
Multi-Fibre Arrangement (MFA), a system of
quotas that regulated US and EU imports from
developing countries, ended in 2004. Follow-
ing the end of the MFA, Chinese imports of
apparel to the United States increased in
quantity and in market share, and US apparel
prices dropped sharply.2 At the same time,

Mexican imports to the United States plunged.
Figure 2 shows the composition of US apparel
imports in 2018. By 2018, Mexico’s US appar-
el imports were less than half of what they
were in 2000, and China’s share had increased
to about 33%. As former Mexican Ambassa-
dor to China Jorge Guajardo said, “Mexico and

Figure 1: US Apparel & Textile Imports (2000)
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Source: Authors’ elaboration based on data from the Inter-
national Trade Administration’s Office of Textiles and Ap-
parel (OTEXA). In 2000, Mexico was the leading exporter of
textiles and apparel to the United States with 15% market
share. China comprised only 8% of total imports.

Figure 2: U.S. Apparel & Textile Imports (2018)
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Source: Authors’ elaboration using data from the Inter-
national Trade Administration’s OTEXA. By 2018, China
had become the primary exporter of textiles and apparel
to the United States with 33% market share. Mexico’s
diminished considerably, falling to 4%market share.
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China compete. When Mexico wins, China los-
es. When China wins, Mexico loses.”3

MEASURING THE EFFECT

Economic theory suggests that falling demand
for Mexican apparel in the US market would
ripple through the Mexican labor market. To
evaluate this hypothesis, Robertson et al.
(2019) estimate the effect of Mexico’s compe-
tition with China in the US market. The analy-
sis takes advantage of the fact that apparel
production is unevenly distributed through-
out Mexico. Areas that focused on apparel
production are more susceptible to competi-
tion with China. Rising US imports from China,
and falling imports from Mexico, are used to
estimate changes in both employment and
wages in Mexico.

The analysis reveals several interesting re-
sults. The first is that there is a strong rela-
tionship between rising imports from China
and falling imports from Mexico on wages.
Figure 3 shows the very close relationship
between US imports of Mexican apparel and
employment. These results closely mirror

Figure 3: US Imports of Mexican Clothing and
Mexican Apparel & Textiles Employment Share
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Source: Robertson, Halliday, Vasireddy (2019) using data
from the US Census Bureau and ENOE (from INEGI)
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those found in the studies of the relationship
between Chinese imports and US wages and
employment cited earlier.

All margins of the Mexican apparel industry
are impacted by increased competition with
China in the United States. The similar effects
throughout the distribution suggest that many
kinds of workers—not just low-skill or high-
wage workers—are affected.

When demand for apparel falls due to falling
exports, workers have to find work else-
where. The analysis also estimates changes in
employment associated with falling apparel
exports. Employment in other sectors, espe-
cially food and leather, increases as workers
shift into industries that have similar jobs to
those lost in apparel. If shifting industries is
costly, and several recent studies suggest that
shifting industries is very costly for workers,*
then these kinds of shifts are an unappreciat-
ed additional cost to workers from competi-
tion with China in the US market.

One reason why Mexican and US workers are
similarly affected is that the US and Mexican
production workers are probably comple-
ments, rather than substitutes. Mexican labor
markets are deeply integrated with US labor
markets—even to the point that it is more ac-
curate to think of North America as a single
labor market rather than as three separate
labor markets.> Furthermore, in several sec-
tors, as American production-worker wages
rise, the demand for both US and Mexican em-
ployment decreases, showing that Mexican
workers are complements to American work-
ers. The complementarity arises because of
global value chains. Mexico and the United
States exchange parts that become part of fin-
ished goods. In some cases, the US value of

Raymond Robertson | How US Imports from China Affect the Mexican and US Labor Markets | Volume 10 | Issue 8 | December 2019



exports from Mexico may be higher than 70%.

Given that US and Mexican workers have com-
mon experiences following US imports from
China, the recent tariffs imposed on China by
the United States have created some optimism
within Mexico. Many hope that the rising tar-
iffs may contribute to shifting investment out
of China towards Mexico. The proximity of
Mexico’s northern border region to the Amer-
ican market presents some strong economic
advantages, including reduced shipping costs
and times, a cheaper minimum wage in Mexi-
co than China, and cost-effective manufactur-
ing with favorable tax benefits for those who
primarily export to the United States.

With the complementary nature of labor and
proximity benefits, policy makers must act to
enhance the North American supply chain.
First, policy makers need to recognize that
North American economic integration makes
North America stronger. It is therefore im-
portant to support trade agreements, like
NAFTA, that facilitate integration. Second, it is
important to articulate a vision of an integrat-
ed North American supply chain that can en-
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