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Appendix A.1

Figure A.1.1

(a) Share in Global GVC Related Imports
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Sources: Computed using WITS data: https://wits.worldbank.org/gvc/gvc-data-download.html. The data
used for global GVCs related imports in (a) excludes China and Mexico s imports.



https://wits.worldbank.org/gvc/gvc-data-download.html

Figure A.2.2

(a) Share in Global Traditional Imports
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(b) Share in US “s Traditional Imports
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Sources: Computed using WITS data: https://wits.worldbank.org/gvc/gvc-data-download.html. The data
used for global traditional imports in (@) excludes China and Mexico imports.
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Appendix A.2

Sector-specific contribution to GVC-generated value-added in Mexico

Using data from the World Bank database (Borin, Mancini and Taglioni, 2021), we
calculate the share of each exporting sector within Mexico's total GVC-related
domestically generated value-added. Figure A.2.1, panel (a), shows that the
manufacturing industry is the most important in these terms. It is worth noting,
however, that prior to trade liberalization in the early 1980s, the mining sector played a
key role in generating GVC-related value-added. This reflects the exports of crude oil
and other commodities to other countries, which in turn may have been used as inputs
for re-exporting processed goods.

The shares calculated in the previous paragraph, however, do not capture precisely the
contribution of each sector in the economy to the generation of value-added as a result
of Mexico’s insertion into GVCs. This is because the final exporting sector is not the sole
sector responsible for generating the value-added within domestic production chains that
is embedded in GVC-related exports. In the case of manufacturing GVC-related exports,
for example, part of the value-added embedded in its exports is generated by other
sectors that provide inputs or services used by the manufacturing industry. Therefore,
even if these sectors do not directly export value-added, they indirectly contribute to the
value-added that is ultimately exported by the manufacturing industry. To address this
point, we again follow Borin, Mancini, and Taglioni (2021) and decompose the total
value-added resulting from GVCs participation based on the sector of the economy that
generates it. Figure A.2.1, panel (b), illustrates this decomposition and reveals that the
services sector is currently the main contributor to the value-added generated by
Mexico's involvement in GVCs, accounting for slightly over 40% of the total. It is followed
by the manufacturing sector, which contributes around 30%.

Now focusing on the manufacturing sector, Table A.2.1 shows the contribution of each
industry within this sector to the total value-added generated through its GVCs
participation (the figures related to the share of each industry’s exports within the
forward component of manufacturing GVC-related exports are very similar). Currently,
approximately one-third of the total value-added generated by the manufacturing
sector's involvement in GVC comes from the transport equipment industry, followed by
the basic metals and fabricated metals industry and the electrical and optical equipment
industry. It is worth noting that while the share of the transport equipment industry has
been steadily increasing over time, the share of the electrical and optical equipment
industry increased significantly before China's entry into the WTO but has diminished
substantially since then. Similarly, although with a relatively smaller contribution to
value-added, the share of the machinery industry exhibited a steadily increasing trend
following the implementation of NAFTA, but in the last few years has lost momentum
and shown an incipient decrease. These trends are relevant since, as seen in section 4
of the chapter, it is within these two broad sectors where most of the opportunities to
enhance Mexico’s exports as a consequence of nearshoring are present, so new
investments to increase the export capacity of these sectors may be needed in the near
future.



Figure A.2.1

(a) Sectoral Share in Total GVC Related Value Added (By Sector Exporting the Value
Added)
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(b) Sectoral Share in Total GVC Related Value Added (by Sector Generating the Value
Added)
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Sources: Computed using WITS data: https://wits.worldbank.org/gvc/gvc-data-download.html.
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Table A.2.1 Share in manufacturing GVCs related value-added

1950
1981
1952
1953
1954
1985
1086
1987
1988
1959
1930
1991
1993
1993
1994
1995
1996
1997
1998
1939
2000
2001
002
003
2004
2005
2006
007
2008
2009
10
11
iz
13
014
015
016
a7
018
019
2020

Total

Menufactiring

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

Food, Bews. &

Tobacco Textiles
16.13 078
10,06 6.76
888 6.60
9.21 5.94
719 6.51
6.90 5153
.07 457
723 619
552 518
363 5.05
239 4.55
1.39 4.26
1.63 413
132 350
141 4.19
1.64 a.la
1.67 589
147 522
1.34 479
1.33 4.40
1.33 380
1.37 358
1.57 364
1.82 350
1.83 304
1.91 270
177 207
1.87 1.84
173 1.59
233 201
222 1.90
243 1.80
236 175
232 1.54
243 177
218 1.59
230 L77
2125 170
230 172
223 163
205 1358

Pulp, paper

and publishing

2121
250
2154
1.92
220
133
254
307
37
4.82
78
51
131
115
443
34l
3.00
60
250
54
241
245
243
245
133
226
1.99
200
1.94
134
03
1.92
1.81
173
1.73
1.68
1.72
170
1.67
170
1.36

Cokeand

petroleurn

T
16.24
13.34
13.17
002
819
37
KAL)
233
379
74
M
)
131
1.36
167
1
07
1.49
1.70
218
a0
218
1.57
242
1.60
342
2.90
321
281
264
248
285
280
347
368
1.70
260
2.90
a7
17

Chetnicals and  Rubber and
phartracentical

2288
21.51
2099
14.38
16.46
15.19
1346
12.85
1261
871
14.10
13.86
1352
1253
11.00
.28
6.07
5.03
510
314
338
6.17
.20
.65
741
7.59
7.86
8.05
7.94
024
5.04
7.81
824
6.91
6.65
.84
7.00
5.80
.03
576
6.74

Plastic

1.84
202
157
291
378
443
4.38
4.64
4.98
318
515
528
5.61
544
573
512
479
4.44
4.20
389
384
3809
417
427
303
304
341
324
328
350
340
364
345
297
350
368
370
346
344
343
351

Other non
metallic
4.33
38
4.35
4.26
4.32
5.13
468
4.23
4.05
3iH
379
3.95
3.80
4.11
4.05
2.02
1.91
1.68
1.6l
1.5
1.4
1.47
1.63
1.63
1.49
1.54
1.24
1.31
1.12
1.20
1.08
1.03
1.00
1.47
1.28
1.30
1.7
1.29
1.24
1.25
1.3

Basic Metals

and products

10.92
11.34
1321
15.92
14.79
13.01
13.50
16.37
19.19
16.55
19.13
17.94
18.13
19.26
17.23
17.98
17.73
15.35
13.69
1334
13.00
12.36
12,83
14.78
18.21
052
2281
24.96
28.58
2427
26.13
26.92
26.22
2775
2274
19.60
19.81
2039
2121
2116
2175

Whchinery and Flectrical and
equinment

310
77
91
4.33
255
11
1.89
213
20
1.98
1.95
174
1.91
1.92
206
169
138
159
249
232
227
249
168
286
334
382
4.04
4.35
3ls
535
5.63
.19
.08
387
5.26
5.03
525
5.03
5.00
5.00
4.65

optical
13.32
15.26
15.18
15.39
13.00
15.25
1527
17.31
0.2
18,53
1338
1386
I508
.95
i
1505
3063
36.63
3068
3072
3058
3054
36.57
34.00
31.00
T E3
26.40
k=
1145
3155
18.69
16.66
16.22
15.92
1786
18.56
1876
1748
16.67
16.51
16.20

Transport
Eruinment
5.55
522
6.89
11.19
19.08
2095
2579
21.69
18.66
2099
18.37
2070
2061
19.97
1133
2090
2094
2016
20.68
2154
2223
2225
2348
2375
2270
2394
2292
2357
2287
2288
2518
711
771
3043
31.08
3378
34.65
36.18
3558
36.04
3432

Fepair and
installation
2.18
249
253
1.39
1.10
1.28
1.12
1.26
148
373
167
1.78
1.99
152
3.54
3.07
274
273
243
2.53
243
241
2.61
271
232
2.34
2.09
2.08
212
242
2.07
2.01
231
219
2.4
2.08
2.09
202
214
2.08
.09

Sources: Computed using WITS data: https://wits.worldbank.org/gvc/gvc-data-download.html.
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Appendix A.3

Econometric evidence on specialization patterns of China and Mexico

In this appendix we provide additional evidence supporting the hypothesis that China
has tended to specialize in higher skill-intensive industries than Mexico in the past, using
an approach based on Romalis (2004). In particular, to assess differences in the
specialization patterns of Mexico and China in terms of the skill intensity of the goods
they export to the United States, controlling for other factors that may influence these
patterns, we conduct a regression analysis in which the dependent variable is the
difference between Mexico's and China's shares of U.S. imports in a specific
manufacturing industry. The independent variables are indicators of skill, contract,
physical capital and energy intensities in the respective industries. We estimate this
regression for each year from 1992 to 2022. The skill intensity measure is the one
described in the main text. The contract intensity measure is from Nunn (2007). Physical
capital intensity is measured as the log of the ratio of total investment spending to total
payroll. The energy intensity is measured by the log of the ratio of energy spending to
the value of total shipments.?!

Figure A.3.1 summarizes the results. We illustrate the year-specific coefficient estimates
and their 95% confidence intervals. Both the level and the change in the coefficient
related to skill intensity aligns with the hypothesis that China has specialized in industries
that are on average more skill intensive than Mexico’s export mix. Indeed, this coefficient
is consistently negative and turns out to be statistically significant after China’s entry to
the WTO. The results in the figure suggest that China has a relatively larger share than
Mexico in industries that are relatively more skill intensive, and that this difference in
specialization patterns became more accentuated from 2002 to 2017.

1 The data for these measures are for 2005 and come from the NBER-CES Manufacturing Industry Database
(https://www.nber.org/research/data/nber-ces-manufacturing-industry-database).
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Appendix A.4

Theoretical model proofs

In this appendix we briefly sketch the proof that the relative demand for skilled labor in

country B DB(— z*,z**) in equation (14) of the chapter is increasing in both z* and z**.

The proofs that D,(*4,z%) is increasing in z* and that D.(%<,z*) is also increasing in z**
wa wc

follow the same steps (see Feenstra and Hanson, 2016; Lee and Sim, 2016).
[0ay(z")a(z")E]
[wpar(z*)+qpan(z*)]
input is only produced in B, and likewise let Hy(z*) =

First, let Lg(z*) = be the demand for unskilled labor to produce z* if this

[6an(z"a(z")E]
[wpar(z*)+qpan(z*)]
for skilled labor to produce the same z* if it is only produced in B. Then, differentiating
In(Dp (%, 2",2™)) with respect to z* we get:

B

be the demand

I DaGyy 27D —Hy(r) Ly _ L) _Hp(z) _ Ly(z) [@ _ HB(z*)]

az* T Hy Lz Lyg Hp Ly(zY)
L z") |H, ay(z*
B ( )[ 5 au( *) >0
Hp |Lg aL(Z )

where the last inequality foIIows from the fact that the average relative demand for
skilled labor in country B, exceeds the relative skill intensity at point z*, given by

ay(z")
ap(z*)’

[0ar(z")a(z™)E]
wpar(z*)+qpan(z*)]
this input is only produced in B, and Hg(z**) =

Now let Lg(z**) =

be the demand for unskilled labor to produce z** if
[ay(z*)a(z")E]

[wpar(z**)+qpay (z**)]

labor to produce the same z** if it is only produced in B. Differentiating ln(DB(‘Z—‘Z,z*,z**))

be the demand for skilled

with respect to z** we get:

Oln(Ds (L, 2',2") _ Hp(z")  Lg(z™) LB(z**) Hy (2" HB] Ly(z")

62** Hy Ly Lg(z™) Ly Hy

ay(z™) . ﬁ] 0
a,(z**) Lg

where the last inequality follows now from the fact that the average relative demand for
skilled labor in country B, -£, is lower than the relative skill intensity at point z**,



Appendix A.5

Comparative statics examples with the three-country theoretical model

A.5.1 A reduction in the costs of importing inputs from country A or country B.

Figure A.5.1 panel (a), shows the implications of a reduction in the costs of importing
inputs (T;) from country A, for example, due to a reduction in tariffs or transport costs.
This increases z* and leaves z** unchanged. Thus, the relative demand for skilled labor
and the skill premium increase in both A and B, while remaining unchanged in country
C. In contrast, when there is a reduction in the costs of importing from country B (panel
b), z* diminishes and z** increases. Thus, country A stops producing the most skill
intensive inputs it produced before and its relative demand for skilled labor and skill
premium diminish. On the other hand, the relative demand for skill and the skill premium
increase in C, since this country now offshores the inputs with the lowest skill intensity
within its original output mix towards B. The effect is ambiguous for country B because
it starts producing some less skill intensive inputs and some more skill intensive inputs,
as compared to its original export mix.

A.5.2 A movement of capital from country C to country A or to country B.

Consider a situation in which country C shifts capital to the developing countries A or B
to relocate the production of some inputs. As in Feenstra and Hanson (1996, 1997), at
constant wages this movement shifts the cost schedule of the host country down and
that of country C up, by increasing the price of capital in C and lowering it in the host
country.? Panels (a) and (b) in Figure A.5.2 show the effects on the worldwide equilibrium
when countries A and B are the recipients of capital, respectively.

When capital moves towards A -the least skill abundant country-, both z* and z**
increase. Thus, there is an increase in the relative demand for skilled labor in the three
countries since all of them now produce a mix of inputs with a higher average skill
intensity. In contrast, when capital shifts to B, z* decreases and z** increases. This
leads to the same implications as those of a reduction in the costs of importing from
country B: the relative demand for skilled labor and the skill premium increase in C and
decrease in country A, while the net effect is ambiguous for country B.

2 This shock would affect wages in general equilibrium. However, as Feenstra and Hanson (1996) show, such
effects do not change the qualitative predictions described here.
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Figure A.5.2
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Appendix A.6

Regression results of Mexico s product-level exports growth towards the United
States, China and Rest of the World.

1.017 *** 1.351 ** 0.768 ***
(0.106) (0.533) (0.153)

-0.070 -2, 175 wxx -0.942 wxx
(0.126) (0.635) (0.172)

-0.348 ** -2.334 ** -2.300 *xx
(0.167) (1.021) (0.252)

-0.471 ** 10.803 *** -1.817 ***
(0.219) (2.349) (0.3006)
Pre existing trend control yes yes yes
Sector FE yes yes yes
R squared 0.028 0.099 0.024
N 2,730 408 1,924

Notes. The table reports estimates of regressions (16). The data are weighted by the initial value of product-
level exports. Standard errors are reported in parentheses. All the regressions include sector fixed effects for
products contained in each 2-digit HS chapter and pre-trend controls, corresponding to the product-level
export growth to each destination in 2014 t02015 and 2016 to 2017. * p < 0.10, ** p < 0.05, *** p < 0.01.
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