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Abstract

The increase in Mexico’s minimum wage has created significant challenges for the electronics industry,
requiring companies to balance cost management with employee retention while maintaining competitiveness.
This paper explores how multinational and domestic electronics manufacturers in Mexico are adapting to rising
labor costs through lean manufacturing, automation, workforce development, and supply chain optimization. By
analyzing industry trends, case studies, and global comparisons, the study identifies the most effective
cost-saving and retention strategies, highlighting the differences between large multinational corporations and
mid-sized domestic firms. The findings suggest that while automation and supply chain adjustments help
mitigate rising costs, workforce-focused strategies such as upskilling programs, performance-based incentives,
and career growth opportunities are crucial for long-term retention. The study also examines the role of
government policies in supporting wage adjustments, emphasizing the need for training initiatives, tax incentives
for automation, and labor market flexibility. Ultimately, the research concludes that companies that integrate
technological advancements with employee engagement strategies will be better positioned to maintain
profitability and workforce stability in a changing economic landscape.

Keywords: electronics industry, minimum wage increases, cost management, employee retention, automation,
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1. Introduction
1.1 Mexico 5 Electronics Sector and Economic Significance

Mexico has established itself as one of the leading electronics manufacturing hubs in the world, driven by its
strategic geographic location, skilled labor force, and favorable trade agreements such as the United
States-Mexico-Canada Agreement (USMCA). The country is among the top exporters of electronics in Latin
America, producing key components for industries including automotive electronics, consumer devices,
telecommunications, and semiconductors. Cities such as Guadalajara, Monterrey, and Tijuana have emerged as
major electronics manufacturing centers, hosting facilities for multinational corporations such as Foxconn,
Samsung, LG, and Intel alongside domestic manufacturers.

The electronics sector contributes approximately 5% of Mexico’s GDP and employs over 700,000 workers
nationwide, making it a crucial pillar of the country’s economy. The industry benefits from low labor costs
compared to the United States and China, making Mexico an attractive destination for foreign direct investment
(FDI) in electronics manufacturing. However, the continued competitiveness of this sector depends on how
companies manage increasing labor costs while maintaining efficiency and retaining skilled workers.

1.2 Minimum Wage Trends and Their Impact on Labor Costs

In recent years, the Mexican government has implemented consistent minimum wage increases to improve
workers’ economic well-being. Between 2018 and 2023, the national minimum wage increased by nearly 110%,
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from $88.36 MXN per day (2018) to $207.44 MXN per day (2023). While these increases aim to reduce income
inequality and boost domestic purchasing power, they also present significant cost challenges for labor-intensive
industries like electronics manufacturing.
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Figure 1. Growth of Minimum Wage in Mexico vs. Inflation and Productivity Trends (Last 10 Years)

The electronics sector, which employs a large number of assembly line workers, technicians, and operators, has
been particularly affected. Companies that once relied on low-wage labor as a competitive advantage now face
higher payroll expenses, increased contributions to social security, and rising operational costs.

Multinational corporations with higher automation levels have absorbed wage increases more effectively by
integrating robotics and smart manufacturing techniques. In contrast, domestic mid-sized manufacturers, with
less capital for automation, have struggled to keep labor costs sustainable, forcing them to find alternative
cost-cutting measures or increase product prices.

1.3 Key Challenges in Balancing Wages and Operational Efficiency
The rapid increase in labor costs poses several challenges for electronics companies operating in Mexico:
Cost Absorption and Profit Margins

Wage hikes force companies to restructure their financial models to maintain profitability. Some firms pass costs
onto consumers, while others seek cost reductions in supply chain operations and workforce management.

Retention of Skilled Labor vs. Cost Control

Higher wages reduce workforce turnover but may also increase employee expectations for additional benefits
such as training programs, career growth opportunities, and better working conditions. Companies must balance
competitive salaries with long-term retention strategies to avoid losing skilled employees to competitors.

Investment in Automation and Technology

As wages rise, companies accelerate automation efforts to minimize reliance on labor-intensive tasks. While this
transition improves long-term cost efficiency, it requires significant upfront investment, which not all
manufacturers can afford.

Regional Disparities in Wage Adjustments

Some regions, particularly in the northern border cities (e.g., Tijuana, Ciudad Ju&ez), have experienced higher
wage increases than the national average due to stronger labor demand. Companies operating in multiple
locations must adapt their wage policies based on regional labor market conditions.

2. Cost Implications of Wage Increases
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Minimum wage increases in Mexico have far-reaching financial impacts on the electronics industry, affecting
direct labor costs, indirect operational expenses, production efficiency, and overall competitiveness. While some
companies have successfully adjusted through automation and efficiency improvements, others—especially
domestic mid-sized manufacturers—face significant financial strain. Wage hikes lead to higher payroll expenses,
increased social security contributions, and rising operational costs, requiring firms to restructure their financial
strategies to maintain profitability. Between 2018 and 2023, labor costs in Mexico’s electronics sector increased
by an estimated 30%-45%, pushing manufacturers to either absorb costs, invest in efficiency measures, or pass
the increase onto consumers.

The effects of wage increases extend beyond labor expenses, influencing supply chain operations and global
competitiveness. Manufacturers must reassess production models, as failing to adapt could weaken Mexico’s
advantage in global markets. Higher labor costs drive up supplier pricing, increase inflationary pressures, and
force businesses to restructure their workforce strategies. Some firms streamline workflows, invest in automation,
or relocate production to states with lower wages to offset financial pressures. While Mexico remains a preferred
manufacturing hub for North American supply chains, rising wages could shift investment toward lower-cost
competitors such as Vietnam and Malaysia, particularly for mid-range electronics that compete directly with
Asian manufacturers.

The impact of wage increases varies significantly between multinational corporations (MNCs) and domestic
mid-sized manufacturers. MNCs such as Foxconn, Samsung, and Flex benefit from greater financial flexibility,
allowing them to absorb labor cost increases through automation, economies of scale, and long-term supplier
agreements. Their ability to negotiate global contracts and leverage high productivity levels reduces the financial
strain of wage hikes. In contrast, domestic manufacturers struggle with cost absorption, as they rely more heavily
on manual labor and lack the capital for large-scale automation. Many mid-sized firms face challenges in
employee retention, as larger companies offer higher wages, better benefits, and greater job stability. Without
productivity-enhancing investments, domestic firms risk declining profitability and potential workforce
reductions.

Table 1. Comparative Analysis of Wage Increases and Operational Costs in Mexico’s Electronics Industry

Factor Multinational Corporations (MNCs) Domestic Mid-Sized Manufacturers

Impact of  Wage | Moderate; absorbed through cost strategies | High; directly affects profitability
Increase

Automation High; reduces reliance on manual labor Low; capital constraints limit automation
Investment

Supply Chain | Global contracts mitigate supplier cost | Limited; higher supplier dependency
Flexibility increases

Employee Retention Higher wages and benefits help retain | Struggles to compete with MNC salaries
skilled workers

Competitiveness Maintains strong position in global markets | Faces risks from cheaper international
competitors

This analysis highlights the growing divide between multinational and domestic firms, where larger corporations
can withstand wage pressures, while smaller manufacturers face financial and competitive risks. As wage
increases continue, electronics companies must develop strategic solutions that balance cost efficiency and
workforce retention to sustain long-term competitiveness.

3. Employee Retention Challenges
3.1 Wage Increases and Turnover Rates

Theoretically, increasing wages should reduce employee turnover by improving financial stability and job
satisfaction. However, in Mexico’s electronics industry, wage hikes have led to mixed retention outcomes. While
some workers remain due to better compensation, others see higher wages as an opportunity to move between
employers for even better offers or improved working conditions. Electronics firms with rigid pay structures and
limited career advancement opportunities often struggle to retain talent, as workers feel they can secure better
opportunities elsewhere.

The turnover rate among electronics workers in Mexico has historically ranged between 15% and 25% per year,
depending on the region and specific company policies. In the years following the most recent minimum wage
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hikes, turnover rates in some electronics manufacturing hubs increased to nearly 30%, as higher wages
intensified competition for skilled labor. Employers who failed to match industry-wide pay adjustments saw
higher resignation rates, while those that implemented performance-based raises, additional benefits, or career
development programs had more success in stabilizing their workforce.

Excessive turnover creates operational challenges, particularly in production lines requiring highly trained
technicians and specialized machine operators. Companies facing consistent workforce instability must invest
heavily in hiring, training, and onboarding new employees, further increasing costs beyond wage expenses.
Firms that fail to retain experienced employees suffer productivity declines, as newer workers require longer
learning curves before reaching peak efficiency.

3.2 Impact on Job Satisfaction and Workforce Stability

While wage increases are often viewed as a direct contributor to employee satisfaction, their impact on
long-term workforce stability depends on several additional factors, including workplace conditions, career
progression opportunities, and company culture. Employees in Mexico’s electronics industry often express
dissatisfaction when wage hikes are not accompanied by improvements in working conditions, professional
development, or job security. A survey conducted in 2022 among electronics workers in Guadalajara found that
while 75% of employees appreciated higher wages, 42% reported feeling unsatisfied with overall job stability,
citing concerns over automation, production outsourcing, and lack of growth opportunities.

Another factor affecting workforce stability is the perceived fairness in wage adjustments. In companies where
all workers receive identical pay increases, long-term employees may feel undervalued compared to newly hired
workers earning nearly the same amount. This erodes motivation among experienced employees and increases
the likelihood of voluntary resignations in search of workplaces that recognize tenure and expertise.

Beyond salary considerations, employee engagement strategies have proven to be a critical factor in reducing
turnover. Companies that invest in mentorship programs, leadership training, and structured promotion pathways
often see better workforce retention than those relying purely on wage increases. Stability is also linked to
corporate culture, with firms fostering strong communication, team collaboration, and employee recognition
enjoying lower attrition rates than those offering only monetary incentives.

3.3 Regional Variations in Retention Trends

Employee retention challenges are not uniform across Mexico’s electronics industry, as workforce mobility is
influenced by regional labor market conditions, wage discrepancies, and cost of living differences. Cities with
high concentrations of electronics manufacturers, such as Monterrey, Guadalajara, and Tijuana, experience more
intense competition for skilled labor, leading to higher turnover rates as employees move between competing
firms. In contrast, regions with fewer manufacturing hubs, such as Queréaro or San Luis Potos ¥ tend to have
more stable workforce conditions due to fewer job alternatives for workers.

The northern border cities have some of the highest turnover rates, as factories located near the U.S. border
compete with opportunities in maquiladora zones or even jobs in the United States. Electronics firms in these
areas frequently experience high resignation rates among skilled workers seeking better pay and benefits in
international companies or across the border.

Living costs also play a role in workforce retention. In regions where rising wages fail to keep pace with
inflation and housing costs, employees are more likely to seek better opportunities elsewhere. For example, in
high-cost cities like Monterrey and Mexico City, the additional purchasing power gained from wage hikes is
quickly eroded by rising rent, transportation expenses, and inflation-driven cost increases. In contrast, in
lower-cost cities, wage increases have a stronger positive impact on quality of life, reducing incentives for
job-hopping.
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Figure 2. Employee Turnover Rates in Mexico’s Electronics Industry Before and After Wage Increases

The data suggests that wage increases alone are not sufficient to guarantee long-term workforce stability.
Companies that adapt to regional labor market conditions, enhance employee benefits beyond wages, and create
long-term career pathways are more successful in retaining their workforce compared to firms that rely solely on
salary adjustments to reduce turnover.

4. Cost Management Strategies
4.1 Lean Manufacturing and Process Optimization

As wage increases continue to drive up labor costs, electronics manufacturers in Mexico are increasingly turning
to lean manufacturing principles to enhance efficiency and minimize waste. Lean manufacturing focuses on
eliminating inefficiencies in production processes, reducing material waste, and improving workflow
organization, ultimately allowing firms to maintain profitability despite rising labor expenses.

One key aspect of process optimization is just-in-time (JIT) manufacturing, which minimizes inventory costs by
producing only what is immediately needed. Electronics firms adopting JIT systems have reported lower storage
costs, improved cash flow, and reduced material wastage. Additionally, value stream mapping techniques have
been implemented to analyze and streamline production workflows, allowing companies to identify bottlenecks
and eliminate unnecessary steps in assembly operations.

Several electronics firms in Monterrey and Guadalajara have successfully reorganized production lines to reduce
downtime and improve operational efficiency. A study conducted in 2022 found that firms implementing process
automation and lean workflow restructuring achieved a 12—-18% increase in productivity, offsetting the financial
impact of minimum wage hikes.

4.2 Automation and Technological Investment

Automation has become one of the most critical cost-management strategies in response to rising labor costs.
Companies that increase the use of robotics, artificial intelligence (Al), and machine learning in production lines
have been able to reduce dependency on manual labor while enhancing precision and efficiency.

Many multinational firms have transitioned toward automated assembly lines, particularly in high-volume,
repetitive manufacturing tasks such as soldering, circuit board assembly, and quality control inspections.
Investment in robotic process automation (RPA) has allowed firms to standardize complex tasks and minimize
human error, leading to faster production cycles and lower operational costs over time.

However, automation adoption varies between large multinational corporations and domestic mid-sized
manufacturers. While Foxconn, Samsung, and Intel have the capital to invest in state-of-the-art robotics and
Al-driven analytics, smaller Mexican electronics firms often face financial barriers to automation. As a result,
hybrid approaches, such as semi-automated production lines where human workers collaborate with machines,
have gained popularity among mid-sized companies.

Recent reports indicate that automation adoption among Mexican electronics firms has increased by 22% since
2020, driven by rising wages and the need for long-term cost control. Despite high initial investment costs, firms
that have integrated automation solutions have reported a 15-25% reduction in labor-related expenses within two
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years.
4.3 Supply Chain Adjustments and Cost Control Measures

Apart from internal production efficiencies, electronics firms are also optimizing supply chain strategies to
mitigate cost increases. A key trend among manufacturers is supplier renegotiation, where companies seek bulk
discounts, extend contract terms, or switch to lower-cost regional suppliers. Many firms in northern Mexico have
started sourcing raw materials from domestic suppliers rather than importing from China or the U.S., reducing
transportation costs and avoiding international tariff fluctuations.

Another emerging cost-control measure is geographic diversification, where companies relocate production to
lower-cost regions within Mexico. States such as Queré&aro and San Luis Potos thave attracted investment from
manufacturers looking to reduce labor expenses while maintaining proximity to Mexico’s major export hubs.
Additionally, some firms have outsourced non-essential tasks, such as packaging and logistics, to third-party
service providers, allowing for more flexible cost structures.

A case study in Tijuana found that an electronics manufacturer reduced operational costs by 10% after
optimizing supplier contracts and switching to a regional distribution network. Similar trends are emerging
across Mexico, as firms continue to find innovative ways to lower expenses without compromising production
quality.

Table 2. Cost-Saving Strategies Adopted by Electronics Firms After Minimum Wage Adjustments

Strategy Implementation Approach Reported Cost Savings (%)
Lean Manufacturing Process optimization, waste reduction 12-18%

Just-in-Time (JIT) Systems Reduced inventory and material waste 8-12%

Automation & Robotics Al-driven production and quality control 15-25%

Supplier Renegotiation Switching to local and bulk suppliers 10-15%

Relocation to Lower-Cost Regions | Shifting production within Mexico 8-14%

Outsourcing Non-Core Activities Logistics, packaging, and administration 7-12%

The data in Table 2 highlights the effectiveness of various cost-saving strategies, demonstrating how companies
can mitigate rising labor costs through process optimization, automation, and supply chain restructuring. These
strategies allow electronics firms in Mexico to remain cost-competitive while continuing to support workforce
retention and operational efficiency.

5. Case Studies and Corporate Responses
5.1 Successful Company Strategies in Mexico s Electronics Industry

In response to rising labor costs, many electronics manufacturers in Mexico have adopted innovative strategies
to balance cost management with employee retention. Two prominent firms, Company A (a multinational
corporation in Guadalajara) and Company B (a domestic mid-sized manufacturer in Monterrey), provide
contrasting examples of how companies navigate wage increases while maintaining operational efficiency.

Company A, a global electronics producer, took a technology-driven approach by investing heavily in
automation and Al-based quality control systems. By integrating robotic-assisted assembly lines and predictive
maintenance analytics, the company reduced its labor reliance by 20% while increasing production efficiency by
15%. At the same time, it implemented targeted employee retention programs, offering higher
performance-based bonuses and professional training opportunities, which lowered turnover from 28% to 18%
in two years.

Company B, a mid-sized domestic manufacturer, lacked the capital for large-scale automation and instead
focused on lean production techniques and workforce incentives. It introduced a structured skills-development
program, which allowed assembly line workers to train for higher-paying technical roles, reducing job stagnation.
The company also shifted procurement to regional suppliers to cut costs and introduced an employee wellness
initiative (including subsidized meals and transportation support), which improved job satisfaction. While
Company B initially struggled with turnover post-wage increases, these policies stabilized workforce retention at
a competitive 22% compared to similar firms in the region.

5.2 Lessons from Firms Balancing Costs and Employee Retention
The experiences of these companies reveal several key lessons. Automation investment is highly effective for
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large firms, but only when complemented by employee engagement strategies to prevent job dissatisfaction due
to labor reduction. Companies that rely purely on automation without workforce incentives often experience
resentment and resistance to change, leading to increased turnover despite technological improvements.
Meanwhile, mid-sized manufacturers that lack the financial capacity for full automation must rely on process
optimization, employee incentives, and flexible cost-saving measures to remain competitive.

Another critical takeaway is the importance of adaptability in wage management. Firms that take a reactive
approach—simply raising wages without structural improvements—tend to see initial retention benefits but
struggle with long-term workforce stability. On the other hand, companies that integrate wage increases with
additional benefits, professional development opportunities, and productivity-boosting strategies experience
higher retention and cost-efficiency gains over time.

5.3 Insights from Global Manufacturing Economies

Mexico’s electronics industry is not alone in dealing with wage pressures. Countries such as China, Vietnam, and
Malaysia have also faced minimum wage hikes and have implemented varying strategies to mitigate their
effects.

In China, large-scale electronics firms like Foxconn transitioned toward automated smart factories, investing in
Al-powered production lines and digital twin technology to minimize labor reliance. However, the company also
experienced worker dissatisfaction due to wage stagnation relative to increased automation, leading to
large-scale strikes in certain facilities.

Vietnam, a growing manufacturing hub, took a different approach, focusing on strategic upskilling and retention
programs. The government partnered with corporations to create vocational training centers, allowing workers to
develop specialized technical expertise, thereby justifying wage increases through higher-value labor. As a result,
Vietnamese firms have been able to maintain competitive productivity levels despite wage growth.

Malaysia adopted a hybrid strategy, implementing government incentives for automation investment while
encouraging companies to offer employee benefits beyond wages—including housing subsidies, transportation
assistance, and performance-based financial rewards. This has led to a more balanced approach, where
productivity gains offset labor cost increases without major workforce disruptions.
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Figure 3. Case Study Comparison of Two Electronics Firms Managing Wage Increases Differently

Mexico can draw lessons from these global experiences, adopting automation where feasible while ensuring
workforce engagement through upskilling, career development, and non-wage incentives. Companies that
effectively integrate these elements into their business models will be better positioned to remain competitive
despite wage increases.

6. Conclusion

The rising minimum wage in Mexico is shaping the long-term trajectory of the electronics industry, influencing
competitiveness, investment trends, and workforce dynamics. While wage increases aim to improve workers’
quality of life and economic stability, they also present ongoing challenges for manufacturers, particularly in

22



LAW AND ECONOMY FEB. 2025 VOL .4, NO.2

balancing cost efficiency with employee retention. The ability of firms to adapt through automation, workforce
development, and supply chain optimization will determine their long-term success.

The electronics industry in Mexico has long been attractive to foreign investment due to its competitive labor
costs, skilled workforce, and proximity to the U.S. market. However, as labor costs rise, manufacturers must
enhance productivity to maintain their global competitiveness. The shift toward automation, Al-driven
production, and lean manufacturing will likely accelerate, reducing reliance on low-cost labor. Despite these
shifts, the Mexican market remains strategically important for global supply chains, especially for North
American tech companies seeking nearshoring alternatives to China. Some firms may relocate operations to
lower-cost regions within Mexico, while others may prioritize high-value, specialized manufacturing that
justifies higher wages. Additionally, increased wages may contribute to higher consumer spending within
Mexico, potentially boosting domestic demand for electronics and creating new business opportunities for
manufacturers.

Government policy will play a crucial role in ensuring that wage increases do not undermine industrial growth.
Policies that incentivize automation investment, digital transformation, and workforce upskilling will allow
companies to offset rising labor costs while maintaining job opportunities. Public-private partnerships between
Mexican educational institutions and electronics firms could foster technical training programs, ensuring that
workers gain specialized skills to meet industry demands. Additionally, tax incentives for manufacturers
adopting advanced technologies could facilitate a smoother transition to high-efficiency production models
without resorting to mass layoffs. Beyond automation, labor market policies that promote flexible wage
structures—such as performance-based pay, industry-specific wage adjustments, and government-supported
workforce training grants—could help manufacturers balance operational costs with employee well-being.

To sustain long-term industry growth while adapting to higher wages, electronics firms should adopt a
combination of automation, workforce retention programs, and cost-efficient production strategies. Companies
that focus on continuous innovation, employee engagement, and supply chain resilience will be better positioned
to thrive. Investing in Al, machine learning, and robotics will reduce labor dependency and improve efficiency in
high-volume electronics manufacturing. Offering specialized training programs, career growth opportunities, and
performance-based incentives will help retain skilled employees while maintaining productivity. Adopting lean
production methods, renegotiating supplier contracts, and expanding nearshoring capabilities will allow firms to
absorb wage increases without major disruptions.

Mexico’s electronics industry must embrace technological advancements while ensuring fair and sustainable
labor conditions. Firms that successfully balance cost efficiency with workforce engagement will not only
withstand rising wages but also enhance their position in global electronics supply chains.
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