SAMOSTASTNE ZAROBKOVA CINNOST VO VIDIECKOM
MEXIKU PO NAFTA

ODPORUCANIA VEREJNYCH POLITIK

SELF-EMPLOYMENT IN RURAL MEXICO AFTER NAFTA
PUBLIC POLICY RECOMEMENDATIONS

Alejandro Garcia Chaparro

ABSTRACT

During the last decade mexico has experienced important changes in different
ambits: social, political, economic, institutional, etc. political participation among
the mexican population increased, causing the government decision-making
processes to become decentralized, the role of the public sector has been reduced,
and a new social policy was directed by the government especially oriented to
combat poverty. In terms of international policy, the country enjoys a more open
economy and it is more integrated with the world than a few decades ago. in spite of
the changes, high poverty had persist and some regions present severe
underemployment.the paper concentrates in the mexican rural sector. Locations with
less than 2,500 individuals are considered rural, which are characterized by
problems and needs. Frequently, rural people are found in remote areas with
difficult access to markets and institutions.
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ABSTRAKT

Konferen¢na praca sa zameriava na mexicky vidiecky sektor. Obce s menej ako
2,500 obyvate’mi su povaZované za vidiecke, ktoré sa charakterizuju problémami a
potrebami. Vidie¢anov ¢asto najst’ vo vzdialenych oblastiach s tazkym pristupom do
obchodov a institicii.

KLPUCOVE SLOVA: Vidiecky Sektor, NAFTA, Spolocensky, Politicky,
Hospodarsky, Institucionalny, Chudoba

INTRODUCTION

Mexico is a country where the population whom lives in rural areas is abundant
and where the agriculture is their principal economic activity, even though it has been
declining during the last decade (see graph 1). The retail and service activities have
gained importance in the last years among the rural economically active people.
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Graph 1: Own elaboration based on INEGI (National Institute of Statistics and
Geography) 2000 and 2010

The agricultural sector in the rural area employs the workers with low
qualifications, the mean of year education in 2000 was approximately 3.5 years of
education (elementary school incomplete) as well they have the lowest labor income. At
the same time, the service sector in the rural area employs the workers with the highest
level of qualification and these workers perceive the higher labor income on average.

By the early 2000s, in spite of the fact that about one-quarter of the Mexican labor
force and one-third of the total population lived in the rural zone working principally in an
agricultural activity, the agriculture production accounted for approximately only 5 or 6
percent of gross domestic product (GDP). This outcome was approximately the same
during the last decade, and it reflects in part the low and stagnated participation of the
agricultural production in the GDP.

In Mexico during the 2000s was established a reform to the Article 27 with the
purpose to integrate the rural Mexico into the global economy (Luers et. al 2006). This
reform allows the market to allocate resources introducing a series of privatization and
liberalization polices, it was also intended to increase investment in the ejido sector by
creating greater credit opportunities for the ejido® sector providing them a legal form of
collateral. However Luers (et al. 2006) concluded that the Agrarian Reform is not leading
to dramatic changes in the rural Mexico.

In 1994 the North American Free Trade Agreement (NAFTA) was established
between Mexico, the United States, and Canada. The intention of the agreement was, to
lower trade barriers and to implement clear regulations of commerce, to increase the trade
and investment opportunities in the region. This created the largest free trade zone by area.
(Lederman et. al. 2004). More than ten years later, controversies about the net effect of
NAFTA persist. Globalization produces winners and losers. On the positive side,

! In Mexican system of government, an ejido is an area of communal land used for agriculture, on which community
members individually possess and farm a specific parcel. Ejidos are registered with Mexico's National Agrarian Registry.



liberalized trade gives advantages to producers and consumers. Producers benefit from a
larger supply of production factors at lower prices which results in a rise in productivity
that strengthens their competitiveness in global markets. Consumers benefit from a larger
supply and variety of goods at competitive price. The trade opening of the country
benefited principally the commercial agriculture (dedicated to export) and it had little
positive impact for the poor people dedicated to the subsistence agriculture.

The Mexican labor market has changed in the last years; the trade liberalization
demands more skilled workers, more productive, able to compete. In the rural Mexico the
quality of the labor force supply is significantly below the quality of demand generating
unemployment. Mexican workers do not have unemployment insurance so when the
creation of wage-earning jobs is insufficient the population resorts or persists in the
selfemployment and the micro businesses, which most of the times does not allow them an
appropriate quality of life (Garcia 2005). Every time is more difficult for a big part of the
Mexican families to obtain its economic resources to live with the income of an exclusive
supplier, for that reason a big part of the women enter into the labor market (Garcia and
Oliveira2001)

PUBLIC POLICY RECOMEMENDATIONS

Should public policy be designed to support rural self-employed workers? This
study was motivated by the need to provide an analysis of the rural self-employment with
some purposes, first of all to understand the characteristics of the rural self-employees and
their behavior in the last decade, and to facilitate policy makers in the design and
implementation of policies to impulse self-employment in these areas. Self-employment
appears as catalyst to job creation and it represents one of the most efficient ways for
solving redundancy problem because it is a way of activating surplus workers (Brkanovic,
2004). Although self-employment permits women and men to alleviate underemployment
and unemployment, work more autonomously, offer the flexibility needed to
accommodate family-related responsibility; their poor education, the lower income
associated with self-employment, and the instability in income associated with
fluctuations in the demand for products and services situate many self-employees in a
vulnerable situation (Rooney et al 2003). Giving some benefits of self-employment
government should design public policies oriented to create the proper environment to
self-employment, support and promote it. Next we present some recommendations of
public policy to rural self-employee based on the paper Rooney et al (2003) and
Brkanovic (2004).

PUBLIC POLICY RECOMMENDATION:

A) Construct a favorable economic environment for start-ups business in the
rural areas.

e Provide the basic public services (e.g. water, electricity, roads) to the rural
communities with the most imperative necessities unsatisfied.

o Facilitate the establishment and regulation of new business to reduce the
administrative cost.

e Improvement of legal environment.



B)

C)

D)

Offer especial tax incentives to investors in the rural areas with the purpose to
incentive inversion there.

Promote the self-employment in the rural areas.

Give information about the advantages and disadvantages of the selfemployment.
Some of the advantages of the self-employment are: Independence, employment
when other opportunities are few, control over business decision, better standards
of living, being the boss, etc.

Some of the disadvantages of self-employment are: Fluctuating income, possibility
of business failure, unrelenting responsibility, etc.

Provide assistance and technical skill development before open a business.
Development of pilot programs and projects which will be transformed into
permanent structures of support.

Rural self-employed individuals usually are isolated; they often need
information regarding professional development, health, marketing
opportunities, etc; for that reason is indispensable to develop access to
training, consulting and the necessary information to rural self-employees,
with the purpose to raise their competitiveness.

Give non-financial support to self-employees (information, courses, etc) to
persuade persons to enter into self-employment and help them to obtain good
results.

Make government subsidies or training available to rural self-employed who wish
to improve their skills to increase their competitiveness.

Provide information about sources of business with financial support of the
government, banks, credit unions or professional associations.

Make easy the transfer of information from suppliers of services to rural
selfemployees.

Stimulate economic activities among the self-employees oriented to export with
the purpose to take advantages of the globalization.

Financial security and access to credit. The most frequent obstacle of the rural
selfemployees is lack of access to credit and financial institutions (Knight 1996).
The government's responsibility in this area should be offering services in rural
areas not already offered by private sector because of they are disperse. As well,
rural women face additional obstacles to get a credit, because their gender per se
and because other factors related to the kind of businesses women tend to manage
(e.g.,smaller business, home-based, part time). Some of the policy alternatives in
this situation are for example:

Identify under-serviced rural areas or populations.

Strengthening of existing and establishment of financial institutional infrastructure
in the rural areas.

Special tax incentives for rural financial institutions.

Provide micro credits targeted at vulnerable groups (women, least educated,
persons with children).



e Implement a credit program for rural women that do not have any possessions to
guarantee the loans to start their business.

E) Build alternatives to sustain self-employment during economic slowdowns
especially the more vulnerable self-employee. For example:

e |dentify among self-employees the more vulnerable groups.

e Guarantee access to low interest emergency loans.

e Provide information and incentives to households to save money in order to face
unexpected difficulties.

o Create stronger relations between government programs and rural selfemployment
associations.

F) A growing number of women are becoming self-employed during the last decade,
they find in self-employment a source of income for them families and a flexible
job. Nevertheless they face some additional difficulties because of their low
educational level, reduced access to credit, discrimination, cultural aspects, etc.

e Make government training available to rural women self-employees who wish to
improve their skills or education.

e Provide information about financial support of the government and new
opportunities of business. Build rural women self-employment associations.

This study has presented a framework about the characteristics of self-employees
and the factors (pull or push) behind the decision to enter into self-employment. The
importance of self-employment to job creation and alleviation of poverty in the rural areas
should be considered by the policymakers, and the best way for them to promote it is to
understand the determinants of rural self-employees.

IMPLICATIONS AND CONCLUSIONS

This paper intends to shed some light on the evolution of self-employment in rural
Mexico between 2000 and 201. A simple model was presented to analyze rural self-
employment. Pull and push factors appear in the decision to being self-employed. Persons
looking for a flexible job (women, married, persons with children) are attracted by self-
employment as the pull theory says.

While persons with relatively low qualifications and quite limited chances for
finding a job in the wage labor market (least educated person, women, older persons) are
pushed into self-employment to alleviate the unemployment, underemployment or
poverty. We interpret this result as a signal that rural people see selfemployment as a
necessity rather than an opportunity, the rural self-employed are more pushed than pulled
to enter into self-employment.

The selfemployment have some criticisms, for example some of them don't pay
taxes, they are low-paid, they don't have a secure income, they need some money to start a
business and sometimes they don't have it, they don't have any employer benefit package,
etcetera.



The importance of self-employment among women in the last years has risen for the
reason that it permits women to work more autonomously and it possibly will provide the
flexibility needed to achieve the family obligations. Women generally face difficulties in
starting up a business; they tend to start a business with less capital than men (Rooney et
al 2003).

Human capital accumulation raises individual incomes, but under imperfect
markets, the lack of physical capital and other factors (i.e. technology) may hamper its
returns. Once controlling for education: self-employed persons do have smaller returns to
human capital compared to their employed counterparts. There is a reduction in this effect
in 2004 with respect to 1994, but still its magnitude is economically significant. It is very
possible that self-employed rural workers are paying a premium for the flexibility of
allocation their time or because of they have lower educational levels than wage
employees.

From a development perspective the fact that both women and rural workers in the
south have smaller returns than their male/north counterparts, and that these effects are
accentuating themselves raises a red flag. As so, if job opportunities appear in rural areas,
this may facilitate that workers exit self-employment. The evidence found, suggests that
the latter effect can be highly correlated to human capital. Again, that it is not uniform
across regions.

In terms of economic public policy, rural self-employment is a development
strategy that be supposed to come with adequate public policy supports because it is
expected to be a possible exit from poverty and unemployment.
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