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chapter 1

Introduction

Industrialization begins as people decide to invest capital in domestic manufacturing rather than in alternative ventures. For those with money in latenineteenth-century Mexico—Mexicans and foreigners alike—the alternatives were tempting. Mining, commercial agriculture, and real estate markets
were booming, while even government bonds offered secure and reasonable
rates of return. Between 1880 and 1910 thousands of entrepreneurs invested
many millions of Mexican pesos, U.S. dollars, German marks, French francs,
and British pounds in the Mexican economy, mostly in the export sector. Investors tunneled mines and ran cattle across vast expanses of the arid north,
they sought tropical products from the forests and lowlands of Chiapas and
Tabasco in the south, and after 1900 they joined the race for petroleum along
the Gulf coast. Yet increasingly after 1890 some individuals with capital
to invest chose to do so in relatively large-scale, modern, and mechanized
manufacturing facilities. In Monterrey, Torreón, Querétaro, León, Guadalajara, Puebla, Orizaba, Aguascalientes, and especially in and around the Distrito Federal investors bought land, imported machinery and construction
materials, and erected structures to house what in Mexico were wholly novel
manufacturing processes. By 1910 domestic industry had made a profound
and durable mark on the country’s economic and social landscape.1
Most new factory enterprises undertaken in the decades before 1910 substituted domestic products for goods which had until then been imported.
The list of such industries is lengthy, and includes both manufactured goods
destined for consumers (such as cigarettes, clothing, beer, soap, footwear,
candles, paper, ink, and food products) as well as goods destined for use in
extractive and manufacturing processes and for construction (such as diverse
iron and steel products, explosives, window and bottle glass, cement, bricks,
3
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cotton cloth, burlap, leather, chemicals, and processed minerals).2 New factories replaced both imports and the work of Mexican artisans. “Existing production,” claimed one of Mexico’s early industrialists, “is all by-hand and
small-scale, while [my ﬁrm] will manufacture with automatic and perfected
machinery on a scale sufﬁcient to supply national markets with products that
are currently imported from Europe and the United States.” 3
Although this new manufacturing base contributed only 10 –12 percent to
the national economy and employed roughly 10 percent of the labor force in
1910, it provided a foundation for subsequent growth and marked a profound
change from previous patterns of investment.4 Concurrent with and as a consequence of this incipient industrialization also came the beginnings of profound social changes: rapid urban growth in a dozen large cities, the growth
of an industrial and increasingly radical working class, the displacement of
traditional artisanry, and the rise of new elites with common political interests.5 Based on the size of its industrial sector, by 1910 Mexico was “at the
forefront of Latin American manufacturing nations.” 6
But such growing levels of investment in domestic manufacturing should
surprise us. The decades before 1910 witnessed an aggressive increase in efforts by foreign ﬁrms to capture sales markets in Mexico, as elsewhere in the
world, as well as falling international and domestic transport costs, which
brought foreign goods to Mexican markets at ever-lower prices.7 Salesmen
from North Atlantic ﬁrms crisscrossed Mexico, new department stores such
as the Palacio de Hierro as well as more lowbrow outlets carried foreign
products, North American and European consular agents actively promoted
the interests of the import trade, and foreign ﬁrms adopted aggressive sales
strategies to capture shares of the Mexican market.8 Foreign ﬁrms “always
look to snatch away from Mexico the advantages of her domestic industry,”
wrote one new investor in 1898, and all complained of potentially debilitating foreign competition.9 Neither foreign trade nor foreign investment—
dominant features of economic growth in Porﬁrian Mexico—help explain the
concurrent growth of domestic industry. Foreign trade presented a strong
threat to domestic manufactures in the form of low-priced, high-quality imported goods, while foreign investment went overwhelmingly to extractive
and export-oriented ﬁelds. In short, Mexico faced the same challenge as other
late-industrializing countries: domestic products had little chance against
comparable manufactured imports. The historian, then, is confronted with
something of a paradox: rising (and mostly new) investment in domestic industry in the face of increasing foreign competition.
Why did domestic manufacturing expand at the very moment that foreign
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manufacturers most aggressively pursued Mexican markets? Why did Emilio Seguro, Tomás Reyes Retana, Luciano Veyán, Juan Brittingham, Joaquín
Redo, Ricardo Honey, Augusto Genin, Enrique Tron, Julio Collignon, and
many other men (as well as a few female stockholders) choose to risk their
capital in enterprises that would likely be unable to compete against imports?
The answer lies largely in the policy institutions of Mexican government.
Investment came to domestic manufacturing industry because policymakers in the governing régime of Porﬁrio Díaz wanted it to. “The government has proposed,” wrote Finance Minister José Yves Limantour, “to provide
protection to national industries that would . . . [otherwise] be annihilated by
foreign competition.” 10 Federal policy, in other words, created incentives to
invest in manufacturing as well as in the export sector; it sought to “support
that private initiative which favors the progress of national industry . . . and
to make [Mexico] industrially independent of foreign [imports].” 11 Most importantly, tariffs taxed imported goods and thus opened domestic markets
for Mexican manufactures, despite their higher production costs and lowerquality products. Tariff protection protected domestic producers from foreign
competition and thereby attracted investment to Mexican industry. But tariffs constituted only one part of a broader set of federal policies which aimed
to foment economic activity in general and to direct a portion of total investments toward domestic industry in particular.
Beginning in the 1880s Porﬁrian ofﬁcials undertook a wide range of institutional initiatives in order to facilitate commercial business activity
throughout the national economy. Their goal was to transform Mexico from
a state of relative backwardness, stagnation, and segmented markets into an
integrated nation characterized by steady economic growth and progressive
modernization.12 Fully cognizant of the growing gap between Mexico and
the industrializing nations of the North Atlantic, Mexican elites and politicians sought to increase national wealth and prestige as well as proﬁtable
investment opportunities for themselves. Progress, in their view, depended
on the appropriation of foreign capital and technology to both enhance the
appearance of a modern country as well as to increase the productive capacity of the Mexican economy. This “developmentalist impulse” was based
partly in liberal and positivist prescriptions of material progress, partly in a
fervent desire to catch up to the economic advances so evident elsewhere, and
partly in nationalist pride. Law and policy—largely adopted and adapted
from abroad—provided the foundation on which Mexican modernity would
be built.13
Thus, legal reforms radically restructured property rights (in subsoil and
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minerals, 1884, 1892; patents, 1890, 1903); regulated the government’s ability to establish contracts and concessions regarding those property rights
(for mineral exploitation and water use, 1887, 1894, 1910; new industries,
1893; public lands, 1894); established a commercial code (1884, 1887); abolished internal customs (1896); and regulated limited-liability companies
(1888). These new laws sought to remove what in policymakers’ eyes were
barriers to economic activity, to reduce transaction costs inherent in widening circles of exchange, to limit the uncertainty and risk in an increasingly
impersonal business world, and to secure private property rights for those
with the interest and the capital to exploit natural resources.14
Like the Díaz régime’s effort to present a modern Mexico to international
audiences at successive World’s Fairs, these economic laws and policies were
intended to convince potential investors— especially foreigners—that their
capital and interests would be safe in Mexico. They were, however, no mere
“facade” or “formal framework” for public consumption.15 Legal reforms that
in large part mimicked contemporary North Atlantic formulations of property rights and commercial regulations publicly signaled in Mexico a political environment where the interests of investors would be defended by the
enforcement arm of the state. In so doing, the new laws and policies fundamentally redeﬁned diverse kinds of property rights and commercial relations,
and thus sought to reshape incentives to invest in the Mexican economy. The
privatization of much of Mexico’s formerly public, vacant, and corporately
owned lands and forests during the Porﬁriato provides just one illustration
of the dramatic (and often socially wrenching) magnitude of this effect.
Porﬁrian ofﬁcials’ belief in the efﬁcacy of these essentially liberal and imported economic institutions matched their optimism in Mexico’s economic
potential. They believed that these imported institutions would yield in Mexico the same results they assumed were responsible for (or at least compatible
with) the economic growth of the North Atlantic nations. In this view, secure
and effective property rights increase incentives to invest in productive activity, and thus increase the likelihood that the private returns to investment
will be accompanied by social gains as well.16 Yet the a priori or post hoc beliefs of Mexican policymakers need not be accepted uncritically. Laws and
policies adopted and adapted from abroad—widely accepted then (and now)
as necessary conditions for rising levels of productive investment—found in
Mexico an economic and social environment in many ways very different
than that within which these policy institutions ﬁrst appeared. Determining
whether the outcome of such institutional reforms matched the assumptions
and expectations of policymakers demands a close look at not only the struc-
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ture of formal law, but also at how its administrative, allocative, and adjudicatory procedures affected investors’ incentives and response. This conception of policy institutions—and one subset of policy reforms—provides a
central theme through the rest of this study.
Although many of the regulatory initiatives adopted after 1884 aimed to
promote economic interchange in general and investment in export production in particular, domestic manufacturing also received attention. Industrialization had not only become a central component of economic modernization in the eyes of Mexican politicians and elites, but it also promised some
degree of independence from the growing threat of dominance by the country’s northern neighbor. Mexico could no longer afford, policymakers argued, to be a “tributary” of foreign nations due to the “primitive” nature of
its manufacturing industries.17 Not coincidentally, a protected industry also
provided elites with new investment opportunities.
Beginning in the early 1890s, Matías Romero, Roberto Nuñez, and especially José Yves Limantour in the Finance Ministry (hereafter Hacienda) rewrote Mexico’s tariff schedules. These reforms continued the long tradition
of offering protection to textiles and tobacco products; they also extended protection to a wide range of new industries. Meanwhile, Manuel Fernández Leal
and others in the Development Ministry (hereafter Fomento) scrapped the
patent laws inherited from the Spanish colonial régime in favor of new legislation designed to bring Mexico’s protection of new technology in line with
international standards. Increased investment in productive machines and
processes, they hoped, would result. Finally, Hacienda and Fomento coordinated their efforts to offer tax and tariff exemptions through the Industrias
Nuevas program to any who would invest in an altogether novel industrial
enterprise in Mexico. Thus, the tariff, patent, and tax-exemption policies examined in the chapters that follow comprised one part of a broad-based effort
to reform the institutional environment governing economic activity. These
three were particularly designed to attract investment to domestic manufacturing, to support infant industries, and generally to jump-start Mexico’s industrialization. Whether they did so or not is another, equally important
story. While tariffs conferred effective protection to both traditional and new
industries, reformed patent rights yielded unexpected costs and questionable
beneﬁts, and tax exemptions were few and largely ineffective.
These three policies comprise the common tools utilized in the late nineteenth and twentieth centuries by many governments bent on industrialization, and in Porﬁrian Mexico they constituted an early form of what would
come to be known a half-century later as import substitution policies.18 Fed-
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eral ofﬁcials sought to promote private investment in domestic industry in
the 1890s, as would their counterparts in the 1940s, by adopting policies with
a twofold purpose. They protected domestic industry by taxing competitive
imports, and offered security, incentives, and indirect subsidies to those who
would invest in domestic, import-competing projects. In economic terms,
these policies sought to artiﬁcially alter relative prices and make investment
in domestic manufacturing attractive where it otherwise would have been
ﬁnancially foolhardy. As a result, between the 1880s and 1910 private investment came to a wide range of new industries in Mexico, establishing an
incipient industrial base that would largely survive both the Revolution and
then the depression of the late 1920s and 1930s to provide a substantial foundation for the industrialization policies adopted in the 1940s.19 The import
substitution policies of those later decades—signiﬁcantly more aggressive,
interventionist, and comprehensive than those adopted half a century earlier— completed the transformation of the Mexican economy from primarily
agricultural and extractive to predominately urban and industrial.
This study addresses a central question in Mexican history: What was the
role of the government in fomenting economic growth and development? 20
Speciﬁcally, how did these legal policies formally structure the beneﬁts of
protection and promotion, as well as the criteria for their allocation? Was the
administration, allocation, and adjudication of these policies consistent with
their formal speciﬁcation, or were decisions made according to more discretionary criteria? And how did private investors respond to the incentives
created by policy and its administration? What, in other words, was the impact of these policies on individual investment decisions and, ultimately, on
economic activity in Porﬁrian Mexico? An examination of these policies
quickly reveals that the three do not yield similar answers to such questions,
and that the consequences of institutional reform were “less absolute and
more contingent” than policymakers expected.21 Yet together, these questions lie at the center of any attempt to explain Mexico’s early industrial development and to understand the political efforts to institutionalize one part
of the Porﬁrian vision of national development.
Historians have offered no systematic explanation for the incipient expansion of Mexican industry before the Revolution of 1910. Those explanations
that have been offered, in explicit or implicit form, have taken one of three
paths. Each is problematic. In the ﬁrst, Mexico had become by the 1890s an
export platform for the North Atlantic economies. Mexico’s abundant raw
materials, from industrial minerals to tropical woods, henequen ﬁbers, and

