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FOREWORD

This study derives from a concern about the prospects for developing
countries' exports of manufactures in a world in which economic growth of major
industrial countries has slowed down and is expected to remain sluggish for the
foreseeable future. Although their tariff levels have declined significantly
as a result of multilateral trade negotiations, the developed countries have
increasingly resorted to new kinds of trade barriers based on '"voluntary” quotas
and other restraints in order to protect their industries. The question arises,
therefore, as ;o whether the promotion of non-traditional exports from develop-
ing countries can be reconciled with the rising pressures to protect economic
activities in the industrial countries.

Cooperation between the two sides in gharing the manufacture of products
might provide a partial reconciliation by establishing a mutuality of interests.
This type of internationalization of industry is based on the complementarities
between the factors of production of developing and developed countries, whereby
one side furnishes primarily labor services, the other primarily components.lj

This trade is not a substitute for either the traditional exchange of
primary goods for manufactured products nor for the "non-traditional" exports of
products emerging from the newly industrializing countries and their imports of
capital goods and technology. Complementary intra-industry trade, rather than
being a replacement of, is a relatively new addition to the changing interna-

tional division of labor.

1. For a description of the various modes of co-production between devel-
oping and developed countries, see Joseph Grunwald, "North-South Intra~Industry
Trade: Sharing Industrial Production Between Developing and Developed Countries”

in Las Organizaciones Regionales en el Nuevo Orden Internacional, Instituto de
Cooperacion Intercontinental, Madrid, 1978, pp. 81-97.
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(» ‘There are benefits and costs on both sides of the co-production relation-
ship. Without attempting to undertake formal benefit-cost analyses, the study
tries to evaluate the positive and negative aspects of international production
sharing arrangements. The aim is to examine the nature of these activities and
to arrive at some conclusions about how they might evolve and affect the future
of North-South economic relatioms.

Four case studies provide specific insights into these relationships. Three

country studies afford examinations of a diversity of co-production experiences.
The semiconductor study analyzes in detail the factors underlying the interna-
tionalization of §4q#jor lndust;yz_

As part of the project two seminars were organized by UNCTAD and held in
Mexico City in July 1979 and August 1980, respectively.zj Two Latin Ameriecan
institutions, El Colegio de Mexico of Mexico City and FEDESARROLLO of Bogota,

Colombia collaborated on specific aspects of this project. Both contributed

preliminary papers to the seminars. In addition, El1 Colegio de Mexico also acted
as host to both seminars. Lic. Victor Urquidi, President of El Colegio de Mexico,
provided helpful and detailed comments on a draft of the Mexico case study.
Important observations on that country study were also received from Dr. Manuel
Martinez del Campo, Dr. Jesus Seade, Lic. Alfonso Mercado and Lic. Francisco
Giner de los Rios, senior staff members of El Colegio de Mexico, as well as from
Alfredo Gutierrez Kirchner, Minigter Counsellor in charge of Trade Affqirs of

the Mexican Embassy in Washington.

2. For abstracts of the presentations and other details of the seminars,
see the Director’s summaries of the two meetings: Seminar on North-South Comple-
nentary Intra-Industry Trade, E1 Colegio de Mexico, Mexico City, 16-20 July 1979,

UNCTAD/MD/105, GE.79-53971 and Seminar om North-South Complementary Intra-Indus-
try Trade, Mexico City, 18-22 August 1980, Director's Report, UNCTAD/MD/111;

CE.80-150.361.




At the second seminar, two Haitian economists, Leslie Delatour and Karl

Voltaire, contributed a major paper which provided basic materials for the Haiti
country study. They corrected the final draft of that case study of which they
are named as co-authors. The paper on Colombia presented to the second seminar
by Juan José Echavarrii, staff member of FEDESARROLLO, supplied much of the
information for the Colombia case study. He did not have an opportumity to
comment on a draft of the study of which he is listed as co-author.

S. A. Abbas, Chief, Technical Co-operation Service of UNCTAD, provided
generous support throughout the duration of the project. S. Laird, ecomomic
affairs officer at UNCTAD, made valuable administrative as well as substantive
contributions. Hugh Schwartz, senicr economist at the Inter-American Development
Bank, commented on parts of an early draft.

Special thanks are due to Gabriel Valdes, formerly Assistant Administrator
and Director of the Regional Bureau of Latin America of the UNDP, and the late
Cecilio Morales, who was Manager of Economic and Social Development at the Inter-
American Development Bank. Their recognition of the importance of the subject
matter made this study possible.

In addition to major funding for this study and the seminars received from
the UNDP through UNCTAD, financial support from the following organizations is
gratefully acknowledged: The Tinker Foundation, which generously supported the
Mexican portion of the research, the Inter-American Development Bank, which
assisted primarily the Latin American collaborators, the U. S. Department of
State, and the U. S. Agency for International Development, which supported in
part the industry case study.

It is expected that, after review and editing, the study will be published
as a book by The Brookings Institution under whose auspices this report was
prepared by two of its staff members. The manuscript will undoubtedly be revised

somevhat in the review process.
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The authors bear exclusive responsibility for the contents of the study and
for any errors. The views expressed here are theirs and should not be ascribed
to any of the persons and organizations mentioned, nor to the trustees, officers

or other staff members of The Brookings Institution.

October 1981 Joseph Grunwald

Kenneth Flamm
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Introduction

Industrial Readjustment in a Changing World Economy

International Competition in Manufactures
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Chapter 1

Industcial_Readiusisent.in.a_Chanaing_Merld_Economy
A nuaber of factors have 2adversely affected the Western industrial
economies in the last decades. First, and perhaps most importantly,
barriers to international trade have cruabled, as transport and
coaaunication costs declined, and the levels of tariff protection
negotiated oy the industrial countries in the Xennedy and Tokyo rounds
of the GATT negotiations continued to steadily drop. Second, the
underdeveioped countries have not in general grown quickly enough to
eliminate huge international disparities in wages, and hence, the orice
competiveness of underdeveloped reqions in the proluction of
: lanor-intensive goods has iancreased (with Japan, the only aajor LDC to
éi successfully make the postwar transition to a develojyed econoamy, the
main exception to this generalization). T?ltd, many states in the
undqtdeveloped world have adopted export-led industrialization
strategies, often with considerable success, accelerating the
penetration of industrialized~country markets 9y faports of
labor-intensive manufactures from low=-wage areas. Ffourth, the f;pid
growth of multinational firas in the industrialized economies has
played an important role in the spread of manufacturing technology to
the Third World, since such technology generally spreads out from
within th; confines of the firm to competitors and suppliers. Finally,
the explosive grouth of real energy prices in tae 1970s reduced the
teal ceturn to resources invested in the industrialized and highly

6:/ ofil=dependent destern econoafese.
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The significance of these changes, ultimately, is that the
industrialized countries are no longer the most econoamic locations for
the manufacture of goods with production processes requiring isportant
amounts of unskilled labor. The important exceptions to this
generalization are those yoods with relatively high transport costs,
and tnose areas in which tariffs or other forms of protection shelter
the domestic market. The oll crises of the 197)s, by hastening the
obsolescence of the existing capital stock, accelerated the relocation

oi prodyction to lower cost locations, domastic and foreign.

The alternatives facing the industrial econoaies are relatively
few, ana generally untried. OJne response would be to choose what mjight
pe called the "high-tech® option: to continuously invest large aaounts
in the Jdevelopment of new technology, to generate productivity
increases to be used to maintain high wages for workers and large
returns to investors. Since technological leadership, historically,
has proven a fragfle and easily squandered advantage, such a strategy
would require continued invastaent in areas where returns are not
easily ildentified, not to mention calculated. Furtaermore, ;Qen it
national advantage in technology can be maintained, limits aore severe
than the calculus of profit-maximization would have to be iaposed on
firms in a coxpetitive industry to keep thea ffon relocating production
facilities in low-cost locations, in an age when aultinationality is an
option even for a relatively saall enterprise.

Outright protectionisa is another choice, uith or without making
technological advantage a precondition for a doaestic industry to
receive ajd. Loé&lng aside the efficiency questions raised by any

policy aimed at curtailing the intecnational flow of goods and
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resources, a return to high levels of protection does not seem a viable
response in a world of interdependent economies. Trade is necessary
for most countries to gain access to essential resources. A stable
multilateral trading system does not lend itself to manipulation by any
single country through protectionist measures, without risking
retaiiation and/or possible disintegration of the system., furthermore,
to import one must ultimately export, and any industrial rsadjustment
must give the economy a way o competitively export enough to cover its
iaport rejuirementse.

A third option is to adopt to the changing pattern of advantaje,
integrating production operations across national bounilaries, w¥ith
unskilled asseubly being performed in low-wage areas with a relative
abundance of untrained labor, and more skilled operations performed in
the developed economies with a relative abundance of skilled laoor,
technological and scientific resources. while this response aidht be
best for keeping firms based in the developed countries comwpetitive in
international markets, it does little for the unskilled workers who
have the most to lose as their jobs get shiftel overseas. To avoil tae
pauperization of the less-skilled, a massive expansion of the
unemployment roles in the industrialized econoaies, huge investments in
increasing the skill levels of tne population might 4ell b2 called for.
Tnis last option, offshore production, which {nvolves the
internationalization of industrial operations perforwed witnin a single
industry, is the focus of this book.

Offshore production, like international trade in genesral, reflects
tae distribution of resources and comparative advantage. In its

broadest definition it includes trade in rav materials, coaponents and
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value added. The traditional form of such trade encompasses the
production and shipasnt of rav materials for processing and manufacture
into a variety of products in another country, often to be exported
back to tae countries from where the raw materials come. This kind of
trade is as old as foreign commerce. It is not the "production
sharing® taat is of interest in this study. 1/

A modern form of offshore production is the interchange of barts
that are fabricated and/or asseabled in differeat countries. But even
this form is not new. Already in the 18th Century the Germwan term
"Veredelungsverkehr" (upgrading trade) implied that each country
unjertook those stages of a production process anicn gives it the
greatest value added. 2/ In the United States the “cKinley tariff
legislation of 1897 took account of offshore industry by jiving special
consideration to the imports of products which contained
UeS. components. Before the recent post-korld sar IT period there are
no dats on this kind of trade.

Three factors, however, are new about offshore production. The
first, at least in tne United States and Europe, is that we now can
measure 3 part of it and have an idea about its trend and fluctuations.
In the 196(s itens 836.30 and 807.00 of the U.S. Tariff Schedule were
formalized and trade in these classificatiuns has besn recorded in
special tabulations in U.S. trade statistics. These tariff iteas
provide Juty exemptions for the value of U.S. coaponents that are
reimported in products fabricated or asseabled abroad. U.S. trade
statistics record the value of such imports including the Juty-free
U.S. components and the dutiable value added abroad. The product

classification is fairly detailed but, except for majotr aggregates, the
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groupings are occasionally not comparable from year to year., B8y
definition these tariff items deal with U.S. parts and components that
coaxe back to the United States, often for further processing and for
sale domestically or abroad. The statistics, therefore, do not show
complementary intra-industry trade in products that do not return to

the United States. Such production sharing activities may pe

significant in size. There are other omissions, such as production
sharing trade either covered under the General Systea of

Preferences == (3P == , which provides for full tariff exemption,
or excluded from 336.£0/9C7.09 because the provisions of the
legisiation are not aet. 3/ The ESC nations have siwilar tariff
provisions (on "outward processing trade") and, theresfore, some
statistics of their co-production trade are now available. 4/

The second “neu" thing about international production sharing is
tnat it appears to have groadn dramatically during thz last two dJecades.
The spectacular improvement in communications and transportation
undoubtedly has stimulated "upgrading® trade among the industriail
countries. wWhile soae of this production snaring tralde has been based .
on wage differentials, changes have also been linked to technology and
skill specialization. Other factors have played a role, such as
environmental and safety standards, which reguire, for example, that
foreign automobiles can be iamported only with special equipaent made in
the importing country. The proportion of foreign value added of such
imports has generally been very high. Co-production among industrial
countries has involved fairly sophisticated goods with tecnnologically

advanced production processes.
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Offsnore production also generates considerable friction within
tne industrialized economies. Labor groups are skeptical of its impact
on Jomestic employment, although, at least in theory, it can increase
use of domestically-produced components, stave off low-cost foreign
import competition and otherwsise provide employsent. Some fear the
loss of U.S. competitiveness through the the Leakage of technology used
in foreign plants, or the deterioration of the balance of payments in
key incdustries. The workers di;placed in industries where proiluction
is aoved offshore, it is argued, are especially vulnerable to
adjustaent problems.

The objective of this overview is to systematically assemble
factual materjal that bears on these guestfions, and evaluate the
validity of the various argusents made either for or against offshore
proddction, at home and‘abroad. In the next chapter the significance
of offshore production activity in the U.S., Japan, and furope is
documented, and the reasons for important differences analyzed. srowth
in J«S. offshore assembly is examined in greater depth for industries
in which these flows are particularly important: electronics, apparel,
and motor vehicles and parts. The U.S. 996.30/807.00 import '
statistics, while by no means a coaprehensive neasure of U.S. affshore
assembly activity, perait a uniquely detailed view of the products tney
cover, and include the great bulk of U.S. offshore imports. The
deterainants of this pattern of trade are then exarined. The effects
of oftshore production on the industrialized economies, and the
developing countries, are analyzed and evaluated in later sections. A

brief suamary follows at the end of Chapter 1l.

U |
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Later chapters of this book shift from a global perspective to a
detailed case study approach, with a richer picture of how economics,
politics, and social instititutions interact to determine a pattern of
trade, a mode of industrialization, and their effects. Country studies
portray asseably operations in Mexico, Colombia, ani Haitij; an industry
study focuses on what is probably the worlid’s most finternationalized
industry, semiconductors. A final chapter drauds sowe general
conclusions on the significance and effects of offshore production.

Offshore production should be understood to be an integral part of
Lroader recent trends toward greater international coapetition in
manufactured goods, expansion by multinational firms, and indeed, a
qualitative change in the motivations and objectives underlyingy direct
foreign investment in the less developed world. The remainder of this

chapter develops this point.
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Interonatiopnal_Competition_io_Manufactures
It is now widely recognized that between the early 1960s and the

early 1980s, an important and widespread increase in the role of
international trade in the aajor industrialized economies occurred,
With a particularly large cnange in the volumes of manufactured goods
traded internationally a key element in this shift 5/ (See Table I.1).
In the late 1550s, Japan and West Germany each increased their share of
the industrialized West’s rapidly growing imports of manufactures,
largely at the expense of J.S. imports. In the less developed
countries” markets for manufactured imports, Japan scored a much larger
increase in its market shars, again largely at the expense of the U.S.,
but also, to a lesser extent, at the expense of the Europeans (Sae
Table II.2).

In the 197)s, however, the situation changed dramatically. All
the larger industrialized countries (VU.S., Japan, and the EZC) faced an
erosion in their share of trade in manufactures in Jeveloped and
developing country markets. Manufactured jiamports from the rest of the
world and particularly the developing world, scored wnajor gains in both
tne absolute volume and in their relative share of the international
market.

In retrospect, it seeas clear that important dynaaic forces
alterel world trade patterns in tnree fundamental ways.

First, by the 1960s, the diffusion of a great deal of postwar
vintage aanufacturing technology throughout the industrialized dest hail
taken place. In industrialized Europe, a well-developed industrial and
technological base was strengthened by national trade and investaent

policies that forced U.S. foreign investors to transfer their latest
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Table 1I-1
o A. Exports As A Proportion of GNP:
(./' Ten 1ndustrial Countiss
1951 __ 1965 1979
Cansda 23 .19 .29
France .17 .14 .21
Cermany .16 .20 .27
Italy .12 .17 .25
Japan .13 11 .13
Netharlands &7 45 .52
Swedan .31 .23 .31
Switzerland .27 +30 34
United Kingdom .25 .18 .29
United States .05 . .05 .09

Source: McKinnon (1981), p. 532, based on IMF statistics

B. BReal Crowth Rates for Output and
Exports of Manufactures, 1965-1976

1965-1976

Developed Countries

Manufacturing Output 4.1
Exportes of Manufactures 9.1
Exports of all Products 8.1

Developing Countries N

Menufacturing Output 6.7
Exports of Manufactures 12.7
Exports of all Products 6.3

Source: Keesing (1979), p. 6.

T e = N
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Table I-2

A. U.S., Japanese, West German, and EEC Export Shares
of Developed Country Imports of Manufactured Coods

(Percent)
|
Year u.S. JAPAR W. CERMANY rEC |
1965 14 3 n 38 3
1972 11 5 . 13 41 |
1979 10 4 12 39 ‘

B. U.S., Japanese, West German, and EEC Shares of
Less Developed Country Imports of Manufactured
Goods from the Developed Countries

(C

Year u.s. JAPAN W. GERMANY EEC

1965 32 13 10 43
1972 26 20 1n a1
1979 26 19 1 42

Source: U.S. Departuent of Commerce, cited in Office of Foreign Economic Research,
U.S. Department of Labor (1980), Tables III-9, III-10.

( (
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manufacturing technology to branch plants in order to penetrate the
lucrative Suropean markets. The Japanese took another app;oach, and
through a combination of policies making entry into the Japanese market
very difficult (through trade gr investament), and some tough, shrewd
and coordinated bargaining for technology sales, managed to move very
close to the leading edge of amanufacturing know-hos for a droad range
of sophisticated products. éitn the UsS. lead in tne fabrication of a
broad array of widely-produced manufactures gone, relatively lower
labor costs in Japan and Curope made erosion in U.S. market saare in
this trade inevitable (See Table I.3).

The changes of the 197)s occurred as developed country
manufacturers, faced with increasing international coapetition,
relocated the production of manufactures rejuiring significant inputs
of unskilled labor to even lower cost locations in the developing
worlde Uften, as the result of organized national policies to
encourage the development of industry in LDCs (and to an unquantifiable
extant, as the result of the transfer of technology through the local
operations of multinational firams), fndigenous industcy acjuired the
capaéllity of producing the'less advanced types of smanufactures. To
sonoicxtent, the figures of Table I.2 exaggerate the loss of aarket
shars of U.S. industry, then, since the overseas operations of
U.S.:ttrns in LDCs shipping to domestic and export sarkets are not
counted in U.S. trade statistics.

§The same is trus for European and Japaness aanufacturers, whose
rapialy expanding overseas facilities must have substantially
compensated for or even exceeded, their loss in direct export markst

snat;. Good statistics on tne growth of U.S. overseas prolduction are
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available, and it is clear that in the late 1960s and early 1970s,
extremely large increases in the scale of foreign operations occurred
(See Table 1.4).

Over the ll-year interval from 1966 to 1977, (current dollar)

sales of U.S. wnanufacturing affiliates increased alwost 50) percent in
Europe; 1300 percent in Japan; 440 percent in Latin America; 740
percent in developing Asia and the Pacific.

The transfer of manufacturing production to low-cost LJIC locations
by firms based in the industrialized countries is, of course, liaited
by barriers to trade thrown up by man and nature. The man-made
barriers, in the forn of tariffs and other trade restrictions, have |,
linited the possibility of sxporting many products from LDCs to
developed country markets. Similarly, protectionist industrialization
policies in LDCs have forced the bulk of foreign investment in many
developing countries to be oriented toward the local market. Natural

barriers in the form of the size and weight of products, and their

associated transport costs, limit the production of other types of

goods for the export market, and the nature of manufacturing
technology == which may make it difficult to separate labor intensive
operations from more skill and capital intensive steps, which zay be
more expensive in the developing countries -~ may pose a problem as
well.

dhile production overseas to service local markets =- stimulated
by protection and transport costs, and in some cases, loser production
costs == had long been a feature of direct foreign investaent by
U.S. and European producers of manufactures during the postwar period,

volume manufacture in foreign locations for reexport to the home market
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or otaer export markets was a qualitatively new feature of foreigyn
manufacturing operations that emerged in the late 1960s. §/ Again, the
rather good data available for U.S. foreign manufacturing subsidiaries
make this point clearly. As Table I.5 suggests, however, this growth
in export-oriented manufacturing operations was a highly localizea
phenomenon, largely confined to Asia, an& to a auch lesser extent,
Latin America.-

In fact, exports to the U.S. by U.S. affiliates in Europe and
Japan tapeted off sharply in importance between 1966 and 1977, as aight
be expected given the large increases in relative labor costs
experienced in those areas. Even more so than before,

UesS. manufacturing operations in Europe and Japan functionel as
vehicles for penetrating the local market.

On tne other hand, major shifts occurred in ¥.5. investaents in
Latin America and Asia. Probably as the result of continued reliance
on protectionist import substitutlon‘pollcies in many Latin American
countries, U.S. manufacturers in the region pecame 3gre reliant on
sales to local aarkets, with the exception of the elsctrical machinery
sector, J4here significant grosth in the retative share of sales going
to the U.S. market took place. Really striking changes are apoarent in
developing Asia, though, where in excess of one-guarter of sales went
to the U.S. in 1977, compared to unler ten percent in 1966. In
electrical machinery, in particular, some 70 percent of output was
shipped back to the U.S. in 1977,

Thus, those observers who claia that the 1960s and 1970s marked a

((’ new stage in the evolution of the world capitalist systea ]/ are on the
mark, insofar as the operations of U.S. smultinational firms seem to
- & p—
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have switched, on a large scale for the first time, to overseas

production of manufactured exports for the hoae market. Asia and Latin

America were the primary locations for these operations, and electrical
machinery the major product.

A similar phenomenon appears to have taken place in Japanese
multinationals. Solid figures on the distribution of sales are
available for Japanese affiliates in 1975 (See Table I.6) in the less '
developed countries, and they also show a significant proportion of
sales exported to Japan froa Asian affillates, though at sdonewhat lower
levels than was the case for U.S. affiliates.

Japanese firms seem more prone to use their foreign affiliates (in
investments not oriented tosard securing material resources) as low
cost platforms for exports into markxets other than Japan. g/

European firms, by way of contrast, showed relatively little 1

ptopensity to sérvice their home markets through exports froa
affiliates located in low-w4age iareas. 9/ There Jere a nuaber of reasons

which might explain their reluctance to move offshore: high EEC

|
tariffs and other non-tariff darriers to trade played an iwportant role
in inhibiting offshore production; 10/ a strong ani organized trade ‘
unxon sovesent may also have exercised considerable influence in
preventing firms from relocating; and the fmportant fact of significant
stad; participation in ownership of many European multinationals, H
part;cularly in the electronics industry, may have placed further

polt‘lcal constraints on export to the hoae azarket froam foreign

locations. Certainly, however, European firms dece fully able to
orqahizo and coordinate foreign operations, since large outflows of

direct investment continued, throughout the 196)s and 1970s, in the
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Table 1-6

{ Distribution of Sales of Japanese Foreign Subsidiaries, 1975
(Percent)

Location of Investment:

LATIN AMERICA ASIA
Exports to Other Exports to Other
Japan Exports Japan Exports
INDUSTRY:
All Manufacturing 7 10 26 21
Textiles 6 21 28 27
Wood, Paper, Pulp 43 0 48 23
Iron & Steel 0 3 10 12
Electric Machinery 0 8 29 25
Transport. Equipment .3 2 13 13
-~ Other 0 11 30 24
(.
Source: MITI, as reported in Sekiguchi (1977), p. 117.
(C




(C

(

27

establishment of numerous foreign subsidiaries aimed at penetrating
protected forelign markets.

The growing participation of foreign affiliates of national firams
in exports of manufactures from LDCs to industrialized country markets
probably also served to reduce political resistance to these imports.
The evidence indicates striking differences in the benavior of the
share of imported manufactures coaing from LDCs in Surope, the U.S. ,
and Japan. In all three industrialized azarkets, iwports of
manufactures grew considerably in relation to total consumption of
manufactures, though much more so in the EEC and the U.S., than in
Japan (See Tadle I.7).

In the UeS., however, the LDC share of manufactured imports grew

- by about 42 percent between 1958 and 1977, in Japan by about 64 percent

over the same period. In both markets, LOCs accounted for about
one-third of inudstrial imports in 1977. In Europe, on the other hand,
tne LDC share stayed roughly constant, at about 20 percent of imports.
Of course, the low LDC market share in Europe may siaple reflect the
same trade restrictions that dissuade European-based firas froa
stepping up offshore exports to their home markets.

In short, then, the 196Js and 1970s witnessed a rapid growth in
exports of manufactures froa less developed countries. The expansion
of operations of multinational firas froam the J.S., Western Europe, and
Japan, through difficult to quantify, must have accounted for a
significant portion of this growth, thoujh output by indigenous firas
also grew rapidly. As basic manufacturing technology becaze more and
more widely diffused, competition based on lowering production cost for

standard products became widespread. 1In the 1950s and early 196)s,
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this competition to then-doainant U.S. producers was centered on
Japanese and European producers, who faced significantly lower labor
costs. But as the result of greatly lowered costs 5f transport and
cosmunication in the less developed areas of the world, rising wage
rates in Japan and Europs, and defensive investaent by UJ.S. producers
in production of their product in lower cost LDZ locations, vigorous
international competition in the sale of standard manufactured products
developed. This heightened competition had serious consejuences for

certain industries, and offshore production can best be unierstood as a

strategy for response.

e = e ' - ; ﬂ
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Chapter II

Jyscyied

dffsbors.Breduction.in.the_Indusicial _Sconcaias: TIbe.luitsd_Stales

A brief survey of the nature and extent of offshore production
arrangements in the major developed economies is needed to document the
extent of tais trade. Altnough, logically, offsaore production
facilities can supply products to any or all of many export markets,
availabie statistics only perait us to exanine floss of ianorts into a
developed country market which use components previously shipped froa
that same market, in any detail.

distorically, large~scale volumes of offshore assemdly originated
in the U.5. semiconductor industry. Because the semiconductor industry
continues to be the zost important single offshore product flous into
tne.u.s. market, because it illustrates vividly many of the
coﬁplexities and issues relatad to the use of offshore production, and
because a full understanding of the econoaics of product flow in that
indps;ry requires rather detailed discussion, it is the subpject of a
casg study, which may be found further into tnis book. Sufrice it to
sayihete that offshore assembly in Asia began as a response by
u.é: seaiconductor aanufacturers to low cost Japanese transistor
iup;rts, because the other major alternative <-~automation of
laget-intonslvc operations =-- was iapractical because of the rapid
tat; of technological innovation and product obsolescence in the '

fndustry,
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It is enlightening to ficst briefly consider precisely what
UesS. manufactures were most affected by increasing levels of foreign
imports in the later 1360s and early 1970s. Table Il.l pinpoints a
relatively limited number of industrial products in @nich imports
showed significant growth in U.S. market share over the 1966-1975
period. Those products include some relatively unsophisticated
manufactures == apparel, footwear, pottery, simple metal
products =- and a limited number of more sophisticated
iteas <~-- textile machinery, radio ani T.V. receivers, seziconductors,
autos and motorcycles, and watches and clocks. As 42 shall see
shortly, offshore production has been a particularly important factor
in fast-rising imports of tais latter group of more sophisticated
products.

The chief source of information on offshore production going to
the J.S. market is a set of statistics maintained by the
U.5. International Trade Coamission of imports entering the U.S. under
tariff items 806.30 and 86G7.23 (henceforth, 806/807). These
statistics, which go back in rudimentary form to 1966, and are
avajilable in a detatled and comprehensive foram frox 1972 on, 11/
provide us with a picture of imports entering the U.S. which are
assembled froa components previously exported from the U.S.

The J.S5. 806/807 tariff sections represent a special sort of trade
liberalization. Only fabricated and assembled U.S. components, and not
the value added in the form of foreign components, labor costs, and
capital charges, are exempted from duty. 12/ It is readily shoun that
this has the effact of cheapening the price of J.S.-wade coaponents

relative to labor and capital in the foreign country in which assembly

/

/




Table I1-1
U.S. Manufscturing Industriss With Sigpmlficant Import Penstration®, 1966 & 197
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PERCENT OF WEN SUPFLY

INDUSTRY 1966 1976
Sugar 20 23
vine & Bpandy 18 26
Bottled Ligquors 25 7
Canned and Cured Seafoods 23
Miscellaneous Textile Goods 53 o4
Kagt Outervear Spotf. Shirts 23
Other Man's and Boy's Sports Shirts 20
Raincoats Apparel &7
lLesther Clothing 50
Shinglea, Cooperage Stock 29
Pulpaill Products b ] 3
Mte?uh and Botanicals 16 23
Voman's Footwear twea 2
All Othar Footwasr } Foo i 57
Luggage 22
Vomen's Handbags and Nt;”. :2
Earthenware Yood Utensils 1
Other Pottery Products J‘ Pottery 39
Electromatallurgical Products 37
Steel Nails Matal 34
Refined Copper Products n 20
Zinc Refining Products 16 &b
Nonferrous Refining Products - &4 40
Textile Machinery Taxtile 14 30
Seving Machines } Machinery 40 47
Radioc and T.V. Receivers 10 &3
Seaiconductors 20
Passenger Cars 20
Motorcycles, Bicycles, and Parts 46 5
Watches and Clocks 17 32

Dolls and Stuffed Animsls 23

*4-41git SIC Products with imports equal to 20 percent of nev supply (output and
inports) and valued at over $100 aillion in 1976, Blank in 1966 means under ten
percent of new supply imported.

Scurce: U.S. Department of Commerce, Bursau of tlse Census, U.S. Commodity Exports
and Isports ss Related to Output, 1975 and 1976, 1966 and 196/.
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operations are located. In effect, when exporting to> the U.S. under
806/807, a producer located abroad faces the equivalent of a "normal”
tariff and a subsidy of t¥y per U.S. component assembled overseas, with
t the U.S5. tariff rate and M the price of the J.S. component, so that

the net price to an assembler of .S. components is (1 = t)P This

has two important effects on production. }

First, if v.S. componeats can be substituted for other inputs
(foreign components, capital, labor), it encourages the use of more
U.S. components per unit of output than would othersise be the case.
UeS. components are substituted for foreign components, and wore
component~intensive production processes adopted, given prevailing
input prices. Since, however, there are large Jdifferences in factor
prices inside and outside the U.S., we cannot generally predict the
relative intensity of coamponent use without further information about
the technical substitution possible between inputs.

Second, the effective reduction in U.S.-built component costs
assocliated with 876/807 lepends on the magnitude of the tariff on the.
assenbled product. In unprotected industries, sectisns 826 and 807
have absolutely no economic effects. With low taciffs, there is a
small cost advantage in the use of 806/307 and U.S. components; with
high tariffs, such components feceive a large subsidy. Since transport
costs aight normally be expected to make the use of foreign components
somewhat cheaper relative to the use of unsubsidized U.S. components
abroad, we should observe that the use of 806/8)7, and U.S. components,
ought to occur in protected industries, and in industries using

technologically sophisticated inputs unavailable offshore.

Q
;:

e e aaie :m e
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Ine 8067807 U.S. tariff sections, then, facilitate greater imports
into the U.S. market, but in a @ay clearly serving to simultaneously
foster greater U.S5. exports of components and parts for asseably
(though it is not clear that this end was accomplished by explicit
design). 13/ One can expect the 806/807 tariff iteas to be used for the
export of offshore production to the U.S. whenever the tariff rate
exceeds transport costs as a fraction of the 0.S. conponent prices, and
foreign~produced components are either unavailable, or available at a
cost exceeding the U.S. component price less the savings realized after
taking tariffe-sparingy and transport costs into account. 14/ Thus,
(oarring large transport costs) a foreign component aust actually be
cheaper than a U.5. component for its use to be econsaic in production
for the J.S. markets.

As de shall see shortly, mucn of B05/827 iaports represents

transfers within the confines of a single multination2) firm. Since

.this trade, in addition, is largely in semifinished goods, the

difficuities that might arise (because of possiole transfer-pricing) in
determining the market value of such shipaments are compounded even for
independent arm’s length transactions. Independent contracting
relationships often require that inputs be furnished in kind, and the
temptation to undervalue such transfers (if they ate dutiable 157 )
will exist. A detailed discussion of a.ﬁ. custoas evaluation
procedures for 806/607 trade is supplied as an appeniix to this
discussion; all signs point to underreporting in the custoas value used
in official trade statistics, relative to what a true market value
might be. Thus, 806/837 import statistics probably underreport the

true importance of such offshore exports relative to other imports,
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when such comparisons are wmadse.

Since 1966, U.S. 806/837 imports have grown faster than a rapidly
growing U.S. import bill, from about 4 percent to about 6 percent (in
1980) of U.S. merchandise jwports. The growth nas been much more rapid
in relation to imports of selected groups of manufactures. In 1966,
806/807 imports amounted to B percent of iamports of apparel, metal
products, and other manufactures (schedules 3,6, and 7 of the U.S.
tariff). For apparel alone, imports under 396/307 aiounted to under .5
percent of jimported apparel; and about 13.5 percent of metal prolucts
came in under 306/307. By 1980, roughly 12.5 parcent of combined
imports of the three schedules, over 6 percent of aprarel, and alaost
15 percent of metal products were 906/807 imports (See Table II.2).

Offshore production exported to the U.S. is even more important in
relation to U.S. imports of manufactures from LJCs. In i977, tnere
were about $15.3 billion in U.S. imports of manufactures froa LJCs
(excluding cheaicals, nonferrous metals, and iron and steel). 1§/
Isports from LOCs under 806/807 amounted to roughly $3.3 billion 11/ or
about 22 percent of LDC manufactures entering tne U.S., in 1977.

It is also clear that wuch of this trade is internal to the
sultinational operations of U.S5. firms. One way to see this is to note
tnat all U.S. imports shipped by U.S. manufacturing affiliates in LiLCs
(excluding food, chemicals, and priaary aetals) awmounted to just under
$3 billion in 1977. 18/ Since the analysts at the U.S.1.T.C. entrusted
with these statistics judge that "a large part" of 806/807 trade is by
U.S. firas and their foreign affiliates 13/ it is certain that an even
larger part of the U.S. exports of U.S. foreign affiliates is 806/807

trade.




37

1€t

€ Toyse

ra

8°T0v8¢

$°et

8°9ET6Z

0°€l

6°869%C

9 "qYo§ ;
*Sav 3 I L08/908 ;
P38 A Ak 4 L1t g0t Suypuodssiio)
(ongea ;
s3a0dwy) Lywo
€°TZ207  T°LS69T  9°SLEYT  9°6vEs 9 oTRpeYIE  S1oMpoxy TEIW

6°269¢

$°s

yzeLe

9°¢

9°2€9¢€

92

4°8¢EC

€ ‘Ws
1t o't 91 v *3av 1 X £06/908
Sujpuodse1io)
(onyea
s3z0dug) Lrwo
§°2062 9°zev2 L1'soee g cens £ otepeyog Toawddy

T'n

$°6E09Y

6°0%

6°96T6Y

8°0t

I 11017

€01

g cLoce

1°9°c "wyag
T ot 9°6 16 Lt °Sav 3 X 108/908
Suppuodssiio) SOIRINFRN
(onea sizodey) 30430 ‘s3INpoig
0°060LZ  S°ZWET  T°TOTOZ  6°CEETT L°9°C sotmpendg  Tvaey ‘yeiwddy

6°S

8 28tLs

'S

9°9LL6

9

6°6£L99

9

6°S9sLS

-1 ‘owg
€9 | 1 L [ M 1 *Say 9 3 £08/908
Sugpuodseiz0)
(onyea 9330dwy) R Paioday
¥°T065Y Toylest L4792yt 0°SLIYT (- SoInpeyag o8} v

SL6T

vi61

(175 4

[7731

et o6t 6961 9961 e300poag

(3usd1ey pur SISTYOG JO SUOTYTIN)

®3l0d8] ‘SN UF #pRAL ,5LOR/908 IO ®IUeIIodE]

08619961
- T edg W e AR e b -
=11 ogqe

CC

R e __ 4




38

(oL61

‘Y Cop URISTING [EITITFITIS TG6T YOI

*0°31°1°5°n T "ON ‘UlISTIng [PITISTISIG LL6Y WIIW “I°1°1°8°A
1UCESTATq T¥STISFINIS DLI Wo) suorieynqur $1g6T 15AdV ie3aodey LY Oy6T suny pue ‘9L¢1 ATnf ‘Sl¢1 owar
‘aequazdag ‘uoaBurysen) ‘0L 908 PuF 00°L08 SWeI] JO #80 Y3 BUFINWJIIV SI030Y IJEOUOT ‘voresTEmO) JJEINL °§°Q IseIamog

*Susssedoad yvydeds 3wgio pus ajedea sepmgaxg °q

*SBe3} 9 SINPIYIS JO Pesoduwod wiae e3z0dEy 90 IV ¢

9 Y8
e N g2 14811 (3 ¢ Say v 2 L08/908
Suppuodseiao)
(snyea s3zo0dwy)
L°2TE98 L'9€65L €°LT6L9 L1711 g'19tcy  £7u0 g SIRpeyIg  83IMposg TEIM
€ ‘98
SAy § T (08/908
€9 v9 8¢ 9°¢ 9°s Suppwodesiza)
(onyva s3a0dus)
T°cste 6 9ETL £°560¢L ) & 11 6°s16y Aywo ¢ sympeyag Tezeddy
1°9°c ‘su3g
¥z 6°11 e*ot y'o1 86 Sav 9 X L08/908
Sujpuodssian) SARIIIRNN
(onTea s330dwy)  2w30 ‘03ompalg
S 91666 T° 95668 £°69509 8°988LS 2°9°c syvpmog eIy ‘yeawidy
=1 ‘g
(¥ 6°'s L's 0°g ey Sav 9 3 (08/908
Sujpuodeeiie)
. (entea s3z0dw}) Q tModn)
I %] 14 £°9cz0LT ¥ 6SEYVT 6 169811 (=1 oTwpeydg sy 1444
0961 sLot 86t Leet 96t s3onpoig
(3,903) Z-11 elquy
_/l\\ N .
—. ~—
| _—




Anotaer way to appraoch the issue is by examining VU.S. "related
party"™ (basically, with a 5 percent or more ownership relation between
importer and exporter) imports in areas where 8)56/897 1s important. 20/
This is Jone in Table II.3, for 8 major types of 8U5/807 ifaports that
made up 72 percent of tie value of all U.S. BJ6/897 iaports 1978. 1In
soae cases, it is possible to put bounds on the portion of 866/307
iaports that come from related parties; it is clear for exaaple, that a
very lacrge part of 3067807 imports of T.V.°’s, semiconductors, and motor
vehicles were related party transactions. when these statistics are
disaggrejateld at the individual country level, the relationship is even
more striking. 21/ #dhile a related party transaction does not
necessarily indicate an internal production floa (since it can also
describe flows between purchasing and sales affiliates, as well as
production affiliates), when taken with the other available evidence,
tiiese data seea to clearly indicate that 306/307 imports are dominated
by the trade of multinational, and especially, U.S. firms. 22/

The major exception to the dominance ot 805/807 imports by
transnational firms seeas to be in the apparel industry. 1In 1969,
according to the U.S. Tariff Commission, 23/ about half of ali such
fmports of wearing apparel sere by Jobbers or contractors dealing with
foreign subcontractors in which they had no financial interest.

The 8 major product lines datailed in Table II.3, in f&ct, have
doainated U.S. 806/807 imports since their inception. Table II.¢
demonstrates that these 8 iteas accounted for about 2/3 of
U.S5. components incorporated into 366/807 imports in 1969 and 1978. 1In
1969, they made up about the same fraction of tne total value of
8067807 lnports;.by 1978, they had grown to over 70 sercent of these
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Table II-4

' ( Relative Importance of Major 806/807 Import Items
\ 1969 (807 only) and 1978 (806 and 807 imports)
j (Perceat)
1969 1978
Product Total Value U.S, Value Total Value U.S. Value
T.V. Receivers 5.3 11.0 7.6
and Parts
Motor Vehicles 45,0 3.1 33.9
Motor Vehicles Parts, etc. .4 - 4.5
Semiconductors 6.4 18.4 A 15.2
Office Machinery and Parts 5.9 11.4 3.7
Textile and Apparel Products 2.1 23.0 4.2
Equipment for Making, v 1.0 1.2

Breaking, and Connecting
Electrical Circuits

Watches and Clocks .1 2 2.1
Total, 8 Major Products 65.6 68.6 72.4
Total, Other Electrical 16.9 28.5 13.6

Equipment of which

Industrial 9.9 21.7 7.4
Consuner 6.2 5.0 4.4
Components .8 1.8 1.8
Total, 8 Major Products 82.5 97.1 86.0

and Other Electrical

Source: Appendix 2, and unpublighed statistics of the U.S.I.T.C.
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imports.

1f other electrical and electronic products are added to the

totals for these 8 major products, the totals are brought up to about

85 percent of total value and 97 percent of the U.S. component value in
1969, B6 percent and 83 percent, respectively, in 1978. 24/ Thus,

UesS. BUS/B8C7 fmports are largely confined to motor vehicles and parts,
apparel, and various types of electrical equipment ("office machines®
are overwhelmingly electronic calculators and computers; *“<atches and
clocks' are the electronic solid-state types). ¢35/

Thesa products are, with few exceptions, projucts that uwe
previously identified (in Table Tl.1), as suffering from increasing
competition from foreign imports. This points to the inference that
306/997 imports, and their corresponding offshore aroduction
arrangements, are often a response to low-cost foreign coapetition. An
examination of the detailed circumstances of rising 876/837 imports in

major projucts confirms tais conjecture.

sepicoaduciors

Seaiconductors, for example, were (in 1978) by far the most
important use (over one-third of the total) for U.S. components in
offshore production. The concrete details of the rise in oféshore
assemoly of semiconductors are most illuminating, and are the subject
of a separate essay in this volume. To summarize a key point, houwever,
offshore production of semiconductors by U.S. firms originated as a '
response to low cost Japanese transistor imports, and provides an '
important example of offshore assembly as an aldjustaent strategy for a

UeS. industcy threatened by foreign imports.

!
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Semiconductors also illustrate other key points. First,
manufacturers are generally faced with a choice between tuwo distinct
responses to foreign imports shose competitiveness is based on lower
labor cost. They can either automate, and reduce the importance of
laoor cost (and often, inrease product quality), or go offshore to beat
tne foreign coapetition at its oun game. Autozation - because it
generally reguires large fixed investments == 1is generally economic
only when large production runs are guaranteed. In electronics in
general (and semiconductors in particular), rapid ani continuous
technological change, and the constant cycle of obsolescence and
innovation, has been an obstacle to autoaation. Siailarly, in apparel,
frequent and unpredictable change in fashions and styles has po#ed a
similar barrier to autoasation. It is not surprising, then, to find
electronics and apparel projuction dominating 336/837 imports.

Second, the nature of the technical characteristics of the product
that determine transport cost, the separability of labor-intensive
operations from other production steps, and capital intensity of
assembly operations are critical to the decision to produce offshore.
Por apparel and electronics, high-value-to-weijht ratios reduce
tra;sport costs as a barrier to trade, and production operations are
easily separated into distant steps (manufacture of components,
ass}nbly, testing and packaging) that do not reguire physical
congiquity. All these products reguire large inputs of unskilled labor
in ?he assembly stage, when labor=intensive methods are used, and

relatively small inputs of capital.

mam
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The second most important uses of U.S. coaponents for reiaport in
assembled products, in 1978, was the offshore apparel industry.
Inports from Latin American countries, and especially Mexico, dominate
these products; in body~-support garments, however, the Philippines is
the second largest producer. This fact is rooted in the history of the
industry <-= during the 196(s, Hong Kong and the Philippines were the
primary exporters of bras to the U.S., competing in large measure &ith
Puerto Rican factories, and limited by voluntary juota agreements. 28/
The technology utilized in apparel is one of the most
_labor-intensive, and =-- as was documented above =- 827 imports have
grown extraordinary rapidly as a portion of total imports and of
domestic production. Numerous "voluntary" quotas which impose national
ceilings on exports prevent us from reading much econoaic 2eaning into
trends in the location and level of exports.

Konetheless, the most rapid growth in B07 apparel imports has
taken place in daiti, the Doainican Repubiic, £1 Salvador, Nicaragua,
and Barbados. dage rates in all these areas are among the lowest in
Latin America.

Colombia showed very rasid growth until 1375, and then dropped off
to a3 wuch lower level. The dynamics of offshore production of apparel
in Colombia are discussed later in this volume, and in Morawetz (1981).
The key factors behind Coloabla“s rise, and subseguent decline, in
806/807 apparel exports to the U.S., were the relative returns to

Colombian producers of exports vis-a-vis production for the domestic

(and other Latin Aserican markets).
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Most interestingly, while most 806/807 apparel imports come froa
Latin America, they represent a small portion of overall U.S. apparel
imports, which mainly come froa Southeast Asia. As Yorawetz points
out, a major reason for this dichotomy must reside in fadbric
prices. 21/ In Southeast Asia, high quality fabrics acre available to
exporters at internationally competitive prices, while Latin America°’s
fatric producers, protected by trade policies aimed at promoting import
substitution, are high cost sources of inputs. Thus, intecrnationally
competitive apparel exports froa Latin America almost necessarily must
involve the duty-free entry and re-export of iaxported fabrics. For the
U.S. market, this explains the predominance of 3)6/377 imports in
garment trade with Latin Aasrica.

4orawetz also points to sroblems and delays in the adwinistration
of the duty-free drawback arrangements under which Colombian producers
can use foreign inputs as a wmajor obstacle to Colomnian
competitiveness. This emphasizes another maj)or factor in the growth of
offshore production, the availability of duty-free export processing
zones, or drawback arrangements, as a key elewent in the attractiveness
of an offshore location. This issue is discussed in auch greater
detail in the semiconductor study, as well as the country studies of
Mexico, Haiti, and Colombia, in this volume.

In apparel, in general, 807 imports showed coastant growth until
1975, and since then have remained relatively stable. The dominance of
_Latin American exporters also suggests that quotas, and the transport
costs for materials, may have soame significant role in the geographical
ocrigin of these imports. Mexico dominates offshore assembly in

apparel, with roughly forty percent of all 807 {mports in 1977. This
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is a substantial drop from a peak of almost sixty percent of 897
apparel imports in 1972, and is probably relatel to both rising wage

costs and quotas.

Motor_Xehicles_and_Paris
Motor vehicles and parts alone reptesent almost two-thirds of 607

izports into tne united States from developed coutries, and are typical
of 806/837 imports from the industrial countries, in that they usually
include a very small number of U.S.~made components (often to meet
product safety standards or local consumer tastes) that account for
trivial amount of the value of 2 basically foreigne-szade product. The
products 1mported from industrial countries embody well over 9) percent
foreign value added (in motor vehicles it is close to 93 percent).

This can hardly be considered a production sharing activity. 0On the
other hand, the total value of 307 products imported from developing

countries is on the average about equally divided between value added

el ot ieen

abroad and United States components. 28/

Total 807 imports of aotor vehicles and parts have shown steady
growth, in both Jdeveloped and Jdeveloping countries. The great bulk of
these imports are from developad countries, where "saall guantities of i

U.S+-manufactured parts are incorporated into essentially foreign amotor .

vehicles.” 29/ This is reflected in extraordinarily large percentages

of dutiable value; the major exceptions to this rule are Canada and

lucrative Mexican market to volumes of exports, and the firas have

}

N
Mexico. In Canada, because of the U.S.-Canadian automotive pact, a .

o
such higher percentage of U.S. parts are used. In Mexico, a 1969 |
decree linked the production guotas of U.S.~owned firas in the i
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responded by dramatically increasing their export of autoaotive parts
to the U.S. market. 30/

As a result, automotive exports frow Mexico under 807 have shoun
extremely rapid grouwth, going from about $8 million in 1971 to §$90
million in 1977. The other major LDC exporting to the U.S. market,
Brazil, has snown equally iapressive growth, though auch ssaller in’
absolute volume.

Automotive exports frow H4exico are still relatively ainor in
relation to U.S. production; in 1978, for example, the total value of
Mexican 3)6/807 imports of motor vehicles and parts accounted for less
than one=third of 1 percent of the value of output from the
UeSe industry, while dutiable 806/807 value (which includes the value
of Mexican labor, parts, and overhead used in these exports) awounted
to less than one=-aalf of 1 percent of employee compsnsation in the
U.S. industry. 31/

Nevertheless, auto parts exports from dexico are expanding.
Various studies indicate that such "outsourcing” of auto components
used in U.S. production will become increasingly cowmson. A\ recent
study by researchers at the University of Michigan predicted 15 to 3§
percent of all auto parts will be imported by 1385, compared to 5
percent in 1981. 32/ An Artnur Andersen and Company zonsulting study
predicts $7.5 billion in imported car parts imported in 1930, while the
Transportation Department estimates 3.2 million engines in U.S.~made
cars will be imported in 1933. 33/ The autoworkers® union has responded
by lobbying for legislation imposing national content requirements on
U.S.-made cars, 34/ addressed as much to the continuing increasing

levels of Japanese imports as to the relatively minor amounts of

T M A A o -




48

Mexican imports.

Ielsyision.Receivers._and_Paris

The last major 8C¢6/807 import we will examine, I.V. receivers and
subassemblies, is second only to semiconductors and autos in teras of
total value of imports, and trails only semiconductors and apparsl in
terms of reimported U.S. content.. In many ways, the experiences of
U.S. television producers with offshore production represent the
extremes to which the international realignment of an industry can be
pushed by trade policy.

As was the case in most of the other elactronic products in which

oftshore production by U.S. firas has becozme the predoainant mode of
organization, the U.S. T.V. 1n&ustry was heavily influenced by Japanese
coapetition. The Japanese, in the late 1950s, had vastly expanded
taeir output of low cost transistors, and electronic exports using
thiose transistors as components (this sparked the initial offshore
movenent by the U.S. semiconductor industry in 19617 see the
semiconductor case study). In the early 1960s, the Japanese introduced
transistorized portable black and white telavision sets into the
UeSe market, imitating thelir earlier success with the ublijuitous
transistor radio. These exports proved to be an enormous success, and
soon made large inroads into shipments of black and «nite televisions
by J.S. producers. U.S.-based production of black and white sets
peaked in 1965, and has basically been in decline sver since.

Table II.5 documents the sffects of this Japanese competition on
the U.S. industry. Iamports weat from about 16 percent of

U.S. consumption in 1966,'to about 60 percent by 1971. Since the

e . A—
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Japanese competition was able to produce at low cost in part, at least,
because of relatively low wage rates, U.S. firas, struggling to
sutvive, moved much of their T.V. asseably oparations offshore, to
Mexico, Taiwan, and (later) Singapore. Roughly 40 to 50 percent of
U.S. imports cazxe in under tariff item 837 in the later 1950s; with the
vast bulk of these imports coming from the offshore operations of

U.S. firas in Mexico and Taiwan.

As U.S. firms went offshore, and wages in Japan continued to rise,
Japanese producers also went offshore to produce their black and white
television sets) Japanese tiras in Taiwan and Korea soon were exporting
substantial numders of black and white sets. In addition, since the
technology of television production was by then well known, especially
for the less complex black and white models, indigenous producers in
Taiwan and Korea entered the export market. G{radually exports from
Japan of black and white sets 3iropped, and Taiuanese and Korean imports
increased (See Table I1.6). By the mid=1970s, the Japanese had also
moved a substantial portion of their black and ashite production
offshore. 35/

The net effect of these changss was very rough going, indeed, for
the U.S. television industry. Although nominally, in 1976, some 20
percent of monochrome receivers sold in the U.S. were still “produced™
in the U.S., substantial im>orts of subassemblies an3 parts froa
offshore locations in Mexico and Taiwan were incorpocated into these
sets. And aany casualties of this competition fell by the wayside: in
1960, there had been 27 U.S. firas asseabling televisions; by 1976,
there were 12. O0f the 12, only 7 produced black and white sets, 2 had

besn acquired by a Japanese fira (Sanyo and Matsushita), 1 was acquired




51

+gjes 930[dWOIT} 06T°

*g°g 91981 Jo D '§ 1e3imog

+a3e8 o3eTduoru} pue ooy dwod 40T °C

cazeydwoou gy® fejeydmod (€7 °

4
toyee v3etdnod 09T °T
.

*ge6T Jo 939339nd BEIY) I83TA

00t waa0y
6L 1] wenjel
13 "  } ] 111 14 st wedep s3%g 30190
89 sea0y
] 9L aeagey
P308 ®IFWM
i€ ¢4  £4 L oy I3 wedep 3 P
(&Kasauend)
VOFIINPOIZ 3
e °g°n 03 o3z0dng
- £t 130 S A ¢ 1 1 £t seg3unc) IV
Yot §0° 2 20 zo0* 10° - a0y
10t T T % ¢ T 60° wenjey
o8t Le o't 6 T3 1% 't wing s 2010
- Sy 0°c LY 'S 1€ Ty sega3uM0) TV
pOISIIW ' T (M € & v Lo
pe3IsIIM 93 ) & SR 41 4 1 944 34 €t -mayel
o308 *ITWA
poIreIIM "I 9 'y 01 81 3¢ 1 wedep y YoTR
(eayem WSEIIIS 1)
moa3 spa0de] °$°n
(vestionuuw)
TEATT V20D VWO oL61  SL6T W61  SL6T Tt 6T
661

syodue] AL °8°0 Jo w2l

N
'

9-11 o199}

(¢




(C

«

by a Dutch multinational (Philips), and another of the 12 (Sony) was a
start-up by a Japanese multinational. 38/

In the early 1970s, this history again repeated itself with color
televisions. The Japanese again aggressively promoted smaller solid
state television sets, this time with color sets (solid state sets, in
addition to being aore portable, are more reliadsle and consuae less
power). American producers responded by sourcing some of their
production of coaplete sets offshore, and in addition, set up
operations offsaore to produce large volumes of parts, subassewblies,
and incomplete sets to be used in color televisions asseabled and
tinished in the U.S. Between 1971 and 1976, the percentage of the
value of color television subasseamblies and parts produced overseas for
their own use by U.S. firms went from 23 percent to over 90 percent
(this figure excludes purchased parts ani subasseablies, soae of which
were also produced offshore).

In 1976, Japanese exports of color sets to the U.S. increased 170
percent, and black and white exports 130 percent, relative to their
1975 export levels. Concerned about this export surje, U.S. unions and
producers petitioned the U.S. International Trade Coaaission for import
reliet. The ITC responded affirmatively, and, in the end, a
®voluntary™ orderly aarketing agreement (0YA) was negotiated @ith
Japan, lisiting Japanese exports through 1980. Soon after<ards,
houever,' imports fros Taiwan and Korea rose sharply, and, under
pressure, OMAs were signed with Taiwan and Korea. It thus became
apparent that shifting production to LDCs not covered by OvAs was pgi

going to be successful strategy for export to the U.S.
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Japanese producers responded by setting up U.S. asseadly
operations. By 1979, all tne major Japanese producers had set up such
assembly facilities. J1/ Since subassemblies and parts were not covered
by tne JMAs, they were free to import subassemblies to be assembled
into finished receivers froam Japan and low-wage LDCs. For similar
reasons, Taiwanese producers also established U.S. asseably
facilities, 38/ turning conventional expectations about the pattern of
trade on their eat.

As a result, a substantial shift in the coaposition of U.S. color
television imports occurred (See Table 1I.7). Imports of coaplete
receivers dropped sharply as imports of incomplete receivers and
subassemolies rose. The bulk of the imports of complete receivers came
from Japan, Taiwan, and Korea, with little reliance on itea 807, and
Presumably represent imports from foreign-owned plants under the
existing guota system. The bulk of incoaplete receiver imports came
from Mexico (100 percent under 307), presumably froa U.S.-ownel
otfshore affiliates, trailed by imports from Taiwan (99 percent 807)
and Japan. Subassemblies were froa Mexico ($325 aillien, 97% - 807),
Singapore (376 million, 68% - 807), Taiwan (54« million, 543 - 807),
and Japan ($215 aillion, alazost no 837). The asseably of czolor sets in
tae U.S. from these subassemblies generally involves the addition of a
picture tube, cabinet, knobs, and perhaps a fes other components. &
chassis «ith the picture tuope 1nstallod is classifiel as an incomplete
receiver.

Thus, while U.S. producers were going offshore to stay coapetitive
in color T.V.“s, Japanese producers were being forcel to set up shop in

the U.S. by trade restrictions (as were Taiwanese producers). In fact,
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Table 1I-7

Total U.S. Color T.V. Imports
{Million Dollars)

1976 1977 1978 1979

Complete Receivers 513 501 577 303

2 807 3 9 18 9

Incomplete Receivers 72 93 160 198
Z 807 65 70 79 76 ]

Subassemblies 383 379 597 681

% 807 70 59 57 59

Source: U.S.1.T.C. (May 1980), Tables 2-4. {
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since U.S5. firas were increasingly shifting to 1iports of incosplete
receivers fro-.uexico (as opposed to less finisaed sudasseamblies),
while J.5. trade authorities were establishing a precedent for keeping
out foreign-made receivers other than unfinishel subasseaolies, the
Japanese producers may soon be put in the fronic position of perforaing
more of the work going into the assembly of their sets in the U.S5. than
tne so-called "American® set produced by U.S.-owned offshore producers.
Ddta gathered by the IrC seem to support this contention. In the
Japanese~owined television asseadbly facilities in the U.S., about 45
percent of the total value of shipaents is U.5. parts and labor. 33/ By
way of contrast, for U.S. producers, purchases of U.S.-made articles
and labor accounted for about 48 percent of shipments. 43/ In fact,
shipments from Japanese-owned facilities have relatively more purchased
U.S.-made components added than "American" color television sets.
Nevertheless, the Japanese~-owned U.S. television asseablers use
relatively more imported subassemblies, components, and patrts than do
U.S.-owned television shipments, though all producers have been
1nc;easin; the foreign component content of their television shipments.
And U.S.-owned producers hire relatively more J.S.-labor than
Japanese-owned facilities; in 1979, U.S. labor value was alamost twice
as yreat as a proportion of U.S.-owned television shipments than in
Jap;nese-ounnd U.S. shipments. Japanese facilities seea to be aore
-oi;rn and capital intensive; in 1978, the J.S. assembly facilities of
U.gg-oaned firas produced about .16 sets per aan-hour compared to .25
in ;hc Japanese plants. 41/ Thus3, much more of the Japanese-ouned
snibncnts' value added probably represents a return to capital, and

less payaents to U.S. workers, than is the case in the U.S.-ouneil
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American plantse.

In a final iconic tuist, the ITC voted in 1980 to 1lift the
restrictions on Japanese teievision imports, because, with the implicit
“commitment of Japanese producers to a relocation of their
manufacturing facilities in the United States, it is unlikely that
tnere would be substantial increases of imports absent the OMA with
Japan"., 42/ Thus, in the early 1980s, U.S. consumers are purchasing
“Japanese" television sets assembled in the U.S., while U.S. producers
relocate larger and larger portions oZf "American™ output to offshore
facilities, especially those in Mexico. ¥itn tae implicit threat of
renewed fnport restrictions hanging over their heads, Japanese
producers are likaly to continue to autosate tneir U.S. facilities
using more capital-intensive tecnnologies to reduce labor costs, while
U.S. producers compete with the more laoor-intensive asseably
technolojies that are most economic offshore. 43/ Waich strategy is
more likely to be a long-run success is an interesting and open
question. 44/

A final footnote in the history of the U.S. television industry
was «ritten in 1961, shen General Slectric, the only J.S. fira still
producing black and white sets in the Jnited States, announced that it
would shut down those remaining assembly operations. Noting that
competition froa Taiwanese and South Korean imports wade the move
necessary, G.E. announced plans to shift production offshore by
1983. 45/

T




Qffshore Production_in_cucoee._and.Jda2an
The U.S. 806/807 statistics are the most complete set of published

data available on offshore production, but some inforasation, though
less complete, exists on such flows to the European and Japanese
markets. This perhaps is partially for reasons of interest, since such
offshore production is much less widespread in Europe; and Japan,
tnough heavily committed to offshore production in csrtain product
lines, jenerally ships relatively little back to the home narket, with
over 7C parcent of the outout of its Asian manufacturing affiliates
generally going to local or other export markets in all products
(except in wood, paper, and pulp) producei. 445/ (U.S. Asian
manufacturing affilates shipped roughly the saae perceht of Asian
output to local or export markets, except in electrical machinery,
where 70 percent of output went back to the U.S., and which accounts
for the zajority of U.S. material and coaponent use in 806/837

trale.) 41/

In addition to this lower visfibility in hone markets, there may be
politically compelling reasons to give it little publicity. In Taiwan
and Korea, where the vast bulk of Japanese investaent in Asia is
located, 48/ Japanese firms account for a significant share of
manufactured exports from those countries. 1In fact, an apparent shift
from Japanese exports of color televisions (after tne U.S. OMA
described in the last section uwas iaposed) to esxports by Japanese
atfiliates located in Taiwan and Korea, to the U.S. »arket, was thought
to be occuring prior to the U.S. decision to impose color television
OMA°s on Taiwan and Karea as well. 49/ And in addition to contending

with possible resistarce to exports by Japanese affiliates using

“A“‘
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offshore locations in the Third World as export platforms for trade
with developed country markets, Japanese producers offshore in East
Asia must respond to the same host country perceptions of excessive
dependence on trade flows with one country that U.S. aultinationals
face in tneir nearby Latin Aaerican markets.

Suropean firms, faced with strong and concerned trade unions in
their home market, probably feel a different sort of pressure not to
publicize shifts of capacity overseas, though protectionist (yenerated
in part by past trade union political pressure) aeasures severely limit
the opportunities to make such shifts. The same 1s probably true, but
to a lesser extent, in Japan and thelu.s., where trade unions are
politically weaker.

Prudence, then, must surely rejuire that coapanies maintain a low
profile offshore. JNevertheless, sufficient inforzsation is available to

sketch out the ‘general importance of offshore production in Europe and

Japane

Jagan
The Japanese started making export-oriented direct foreign

investments in the late 1963s, prodded by the increasing costs of
~ Japanese labor, increasing problems with congestion and pollution at

home in the traditional manufacturing industries, lodser levels of
' protection for the Japanese home market, and exchange rate
revaluations. 50/ These export-oriented investaents in LDCs were
(excluding several large chemical and natural resource oriented
investment projects) largely in textiles and electrical eguipment. §1/

In Hong Kong, in particular, Japanese garment makers and textile fiber

. e o |
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manufacturers stepped up their investments in order to circuavent JMA’s
imposed on Japanese apparael exports to the U.S. and Western Europe, and
to avoid LDC tariffs on textile imports; in general the substantial
volume of taxtile products exported from East Asia, and a large local
market, has made it an important market for Japanese textile

producers. 52/

the Japanese electronics industry in East Asia, on the other hand,
is almost exclusively concernad with exports. A 1973 survey recently
released by the Japanese klectrical Machinery Industry Association
makes strikingly clear the large volumes of investmeant and employaent
involved. 0Of 193,000 workers reportedly eaployed by Japanese
electrical equipment affiliates in the world, some 134,000 were in
these East Asian export-oriented affiliates. 33/ Of these, in turn,
sone 89,000 worked in the manufacture of components, with the balance
(45,00C) in consumer and industrial electrical produszts. 34/ These 1979
Japanese Asian electrical affilate employment figures contrast with
eaployment of about 158,000 for U.S. electrical and electronic
aftiliates in 1977 in developing Asia and the Pacific, of which some
101,000 were in components. 53/ Thus, Japanese and J.5. electronics
eanployment in offshore Asian locations were botn of roughly the same
magnitude in the late 1970°s and 4ith coaponent manufacturs employaent
outnuabering workers in other product lines by about two to one.

Table [I.8 summarizes the distribution of Japanese affiliate
electrical employment in various countries in 1379 in relation to
overall electronics employment, and to U.S. affiliate electrical
employaent (in 1977). The figures confira that Japanese firms doainate

the 46 percent or so of Korean electronics employament in firms with

Nmtaiaea

P SR
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some degree of foreign ownersnip in 1979. 56/ In Taiwan, on the other
hand, U.S. and Japanese electrical industry employsent were of roughly
the same size (and must have been near half, together, of overall
industry employment). In Singapore and Malaysia, on the other hand,
U.S5. electronics employment outhumbered the Japanese figure by over 2:1
(assuming continued growth in U.S. affiliate employaent atter 1977),
and together must have accounted for about 2/3 of the overall
eiectrical industry workforce. 93nly in Hong Kong do we find U.S. and
Japanese firas of only marginal importance (perhaps 1/4) of employaent)
in tne industry. Thus, in recent times, LU.S. and Japanese slectrical
ejuipment affiliates must have accounted for one-third to one-half, or
better, of electrical industry employment in all tne major offshore
locations in Asia, other than Fong Kong. Hong Kong is also the only of
tnese major Asian locations where components do nqt doainate

production.
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Use of Korea as a principal offshare productisn site by Japanese
electronics firms can also oe seen in the share of exports - ) ped by
Japanese affiliates in total industry exports (See Table II.9);
Yoshihara claias that Japanese affiliates accounted for alaost all the
electronic equipment exports from Korea in 1973. Another study shous
some B9% of Korean electric and electronic ejuipaent exports shipped by
foreign (U.S., Japanese, and other) firas in 1974, and Japanese
electronics investment in Korea exceeded U.S. electronics investaent
(on an arrival basis) by a aargin greater than two to one ($35 million
U.S. versus about $13 million). 571/ In contrast with the Japanese
investment (which is mainly export-oriented), the U.S. investment is

primarily geared toward the domestic Korean market.
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Table 1I.9

Estimated Share of Japanese-ktiiliited Firms in Exports

of Zlectronics from Southeast Asia, 1973
(%)
Country fgquipment Coaponents Total Value (mil. U.S. §:
Tajwan 20 50 26 1718
Korea 10 22 50 169
Hong Koug ¢ 19 9 43
(( 1ngapore 45 0 11 39
Total, 4 Countries 2€¢ 19 ., 23 423~

*Does not add to country detall because of rounding.

Source: based on Yoshihara (1%78), Pp. 176, 219.
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In the other major Asian location for Japanese electronics
investaent, Taiwan, the Japaness influence is less exclusively felt.
Taiwanese figures show roughly 61 percent of the dollar value of
foreign investment commitments over the 1952-74 period coming from the
UeSes versus 17 percent for Japansese investment in elsctronics and
essctrical equipment. £B8/ levertheless, Table II.8 shows roughly
comparable levels of eaployzent, suggesting that, in addition to bsing
more prone to participate in joint ventures, Japanese investors
probably undertake less capital-intensive operations than U.S.-based
firas. 33/ As Yoshihara points out, Japanese export-oriented investament
has been concentrated primarily in siaple passive components,
accounting for 45 percent of the amount and S8 percent of the nuaber of
cases of Japanese electronics investment in Southeast Asia prior to
early 1974. 64/ U.S. investsent in the region by way of contrast, while
also geared to component exports, is dominated oy production of amore
coaplex semiconductors. §i/

Japanese export-oriented investments in the textile and
electronics sectors in Southeast Asia also seea to be undertaken by
smaller firms than is generally the case witn U.S. investments in the
region, @4ith roughly half the number of cases of electronics investment
(and 3) percent of the amount) and one third the cases of textile
investaent being undertaken dy firms not listed on the Tokyo stock
exchange. §2/ Even azong the listed firms, the tendeancy is for
relatively small firas to predoninate.

These little firms tend to stick close to home, as seen in the
high degree of concentration of such investauents in Taiwan and
Korea. §3/ Only in more distant Singapore do we find large investaents

/
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by large Japanese firms predoainant. £4/

In components, there hds been a recent shift towsard producing a
greater volume of more complex active components, like seaiconductors,
offshore. £3/ Statistics also seem to show an accelerating trend to
aoving the production of equipaent offshore; Tadle II.10 shous a
substantial shift toward foreign ‘production between 1978 and 1979 in
several consuamer electronic products. For color telsvisions, auch of
tais increased foreign investaent has gone to the U.S. market, because
of the trade restrictions described in the last section. In other
products, however, the vast bulk of foreign production is found in the
nearby Asian countries.

A recent industry report sugjested that Jajanesa producers w«ill
carefully coordinate the saift of lower value added items to their
overseas production base, while keeping higher value added iteas in
Jdpan in order to maintain amployment. §§5/ In electronic components, in
particular, the Japanese industry’s overseas production is oriented
toward expandinj its share of the global export market. £1/ The
retention of a substantial amount of television, radio, tape recordler,
and stereo production capacity in Japan (shown in Table 4.3) while
large volumes of these products are simultaneously produced offshore by
Japaness firas suggests, also, that Japanese producers tend to retain
much of their domestic production base for these products in Japan,
while supplying expanding export aarkets from offshore plants.

Note that while Japan has special tariff-sparing arrangeaents
similar to the U.S. 806/807 provisions, they do not seem to be in very
wide use. £8/ The UNCTAD secretariat had suggested that reexport to the

Japanese aarket is discouraged by the governmental authorities, who (as

4
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is pot the case with the U,S. 836/837 provisions) have discretionary
authority over the Jduty-free reizport of exportad Jajanese
components. £9/ At any rate, Japanese offshore electronlc production

seeas to be oriented toward non~Japanese markets.
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Finally, Japanese investors in the Asian offshore countries seen
to nave been fcutely aware of the bolitical nature of barriers to
trade, and to have shown considerable resourcefulness in adapting to
changes in the rules of the game. It seems clear, for example, that
the Japanese, along with multinational firms from all over the world,
are influenced in their choice of production sites for international
export markets by tne existence of trade preferences in important
marxets for output manufactured in a suitable host LOC. 73/ The
political intervention that has repeatedly occured with their exports
of color televisions, autos, and now, integrated circuits, has taught
tne Japanese that market share in advanced products in the J.S. anl
Europe often must be purchased by the transfer of sowe part of
production into the targetted market, or by the political protection

oifered by a joint venture with a national possessing soze claim on a

part of an LDC’s GSP limit or export quota. 71/ The dispersion of .
products across countries in Table If.1J reflacts a coaplex interaction
between Japanese firas® drive to minimize cost and aaximize profit, the
tariff, non-tariff, and explicitly poiitlcal barriers to trade with
major partners, the degree of competition felt with
newly-industrializinjy nations® exports of less sophisticated
manufactures, the physical and technological barriers to the relocation
of all or part of the production process, the labor intensity of the
product, and the institutionally guaranteed nature of the lifetime

euployaent contracts inside major Japanese corporations. 12/
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Tue _LEEC

Soae information is also available on offshore production activity

oriented toward the European Economic Comaunity. West cermany and the
Netnerlands have produced accessible published statistical inforazation
on their so=-called “outwWward-processing" trade, and for 1978, the
European Comaunity released, for the first time, coaplete records of
such trade for the antire EEC. 13/ What had been apparent earlier for
the Jetherlands and dest Germany 74/ was also true for the entire

EEC: such offshore production seems to be much less important in

relation to imports and exports of manufactures than is the case in the

United States or Japan.

First, a brief survey of LEC “outward processing™ trade is useful.
An appendix to this chapter contains tables shoiding tae relative
importance of different products for West Germany, aand tne Netherlands,
in extensive detail; for the entire EECs outward processing imports,
froa LDCs only, in less Jdetail, and a brief technical description of
these arrangeaents.

Note that Suropean outsacrd processing provisions differ frca the
U.S. BC6/807 tariff items in one very significant respect. Insteal of
deducting the value of European coaponents from dutiable value, before
assessing the tariff charges (as would be the case with the u;s. 897
ftem), the tariff is levied, and then the value of the tariff charges
on the exported component, if it were imported alonar are credited
toward that tariff charge. Thus, exported coaponents effectively face
a3 tariff charge upon reimportation equal to the‘ditfcronco between the
rate on tae imported article into which it is incorporated, ani the

rate which it would face while unincorporated into a manufacture. In
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seaiconductors, for example, it may be uneconoxic to iaport integrated
circuits into Europe after assembly in Asia because of tne wide gap
between the 17 percent tariff applicable to asseabled integrated
circuits, and the § percent tariff rate on unfinished silicon chips,
upon reimportation. ]5/ Since finished goods often face greater tariff
barriers than unassewbled waterials and coaponents, this can be a
formidanle barrier to imports. The European systea displays two other
significant divargences froa U.S. practice: all transactions aust have
the prior approval of the national customs authority, and only EEC
residents are allowed to have the processing carried out.

Most EEC outqatd processing iwports come froa other parts of
curope (33 percent for Germany in 1978, 91 percent for the
Netherlands). The bulk of tﬁis trade is with castern Europe for
Germany (55 percent of all trade with Yugoslavia, Poland, and Hungary ;
alone in 1978) and with western Europe (B6 percent in 1978) for the
Netherlands. '

Trus, "806/807" type imports from LDC’s are minimal for the
European Coamunity as a whole and for these countries i{ndividually. 1In
1978, for example, outward processing reimports amounted to about 5261 .
million compared to U.S. 306/307 imports from LDC’s of about $4133
million, about 16 times greater. The great bulk of these imports were :4

in textiles and garments, and in electronics. In fact, only in these

two sets of products do outsard processing reimports account for a
significant portion of imports, as can be seen in the appendix tables, ?i
and in Table II.11. As can also be noted (by coaparing Table Il.1l ‘
with the appendix tables for Netherlands and dest Geramany), even in

apparel, reimports from other developed and socialist countries aust

,,/'/
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predoainate. In West Germany, however, the other aajor resiasport
(electrical machinery, aoout 1.9 percent of electrical imports in 1978)

is dominated by the 1.5 percent reimported fros LDC’s.
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France and Germany account for the great bulk (78 percent) of
tnese 1mports from LDC’sS. Reiwnports generally come from SOutnoait
Asia, except in France, which takes a little under 2/3 of its asfo-bly
imports froa its foraer colonies in North Africa. :

The small scale of European offshore operations is evident M a
recent survay of foreign employment by German-owned affiliates. J§/ It
found a total of 23,090 employees, in 1975, in South and Southeast
Asian affiliates of German electrical engineering firas, caxpare& to
96,000 found in Sarman electrical engineering affiliates in the
developing countries worlawide. 11/ Since, except in the Mediterranean
and North African countries, little Serman production for local markets
is found outside Southeast Asia, we may conclude that exports are not a
major motivation for German investasents in foreign electronics industry
attiliates, by and large. 18/

It should also be noted that many of the Geraan firas involved in
tae offshore subcontracting of production of apparel are swmaller
fitas. 13/ As is the case «ith U.S. firms, much of the apparel trade
involves suocontracts with independent foreign subcoantractors.

The reasons for this relatively minor use of offshore production
arrangeaents by the SEC countries is probably largely the result of the
substantial protection given to the Suropean market. gQ/ laports of
electronic goods and apparel, waich dominate offshocre production in
yeneral, are taxed with rather high tariff rates ian the EEC.
Furthermore, quotas exist on imports of apparel. National content
tequirenents, like those limiting intra=€EC duty-free trade to
electronics products with under three pecrcent fuported seaiconductor

content, also pose a formidable non-tariff barrier to offshore
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eiectronics production. 81/

auapaLy

Offshore production arrangements in Europe and Japan are
significantly lifferent froa tne structure and orientation of offshore
production by U.S. firms. Eturopean firms do relatively little of their
production for the export aarket offshore, except in the apparel
industry (and in which trade mainly flouws from Eastern Europe). The
barriers to imports in the Zuropean market of those products generally
projuced offsnore (textiles, apparel, and electronics) is probably the
most significant factor explaining this pattern.

Offshore production by Japanese firws is also czancentrated in
electronics and apparel, but is considerably larger in relation to
imports and doaestic p;oduction than is the case in Surope. Japanese
elaectronics enployment in Soutneast Asia, for example, is of roujhly
the same order of magnitude as that of U.S. electronic atfilfates. It
differs froa U.S. offshore production, however, in that export markets,
rather than the home market, are the major focus for offshore output,
and in that many of the electrical products shipped seea less coaplex
than the electronics products typically shipped by U.S. firms. This
way have much to do with the nature of labor market (i.e., lifetine
eaploynent) and financial (i.e., government suzervised
credit-rationing) institutions in Japan. Import quotas have also
influenced production patterns in obvious ways, and it seens likely
that aucn offshore production by Asian affiliates of Japanese firms is
affected by its elgipility for import into developed country marksts

with various sorts of trade preferences extended to the LDC hosts.




fEconomics. _Politics._and_the _Pattern.of Qffsbocs_Rroductien

At this point, it is useful to briefly take stock of some common
elements in the offshore production éctivity of firms in industrialized
countries. The first, and very striking, feature of this trade is that
it is basically concentrated == in all countries == ijin two limited
types of manufactures: apparsl, and electronics. 32/

Three commonly cited attributes of these industries probably all
play important economic roles in making offshore production more
attractive in these products than in other products. These items all
have extremely high value-to-weight ratios and, hence, low transport
costs. Clothing and electronic ejuipment require rather large aazounts
of simple and routine asseably operations that can 2e done by unskilled
labor or sophisticated machines, and therefore can have their cost of
production substantially reduced if an awmple supply of low cost
unskilled labor is located. All three products are éroduced in
sejuential operations that can be physically separated in time and
space witnhout affecting the quality of the the produszt. Offshore
production, for these essentially technological reasons, then, is
especially attractive in these industries. Finally, apparel and
electronics are highly competitive industries, where all possible cost
reductions may well be forcibly introduced. (One might speculate that
tne technical characteristics of the products described rejuce barriers
to entry in the industry and are a partial determinant of the high
degree of competition.)

A second feature (to be noted with a careful examination of the
geographical breakdosn of faports and production charted in the last

section) is that a relatively small group of LDCs Jdowinates most such
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activity. While it is true that all share relatively low wages (or
more accurately used to share, since Hong Xong, Singapore, and Korea
now nave wages significantly above their less industriaiized
neighbors), that is a trait common to many other LOCs. All also have
relatively well-developed transportation and coazsunization links.

sut most importantly, all have well publicized and well known
customs and tax arrangements that permit the rapid, duty-free import of
inputs to bs used in exported output, whetner in the foram of export
processing zones, in-bond industrial parks, easy duty drawback
procedures, or, simply, miniaal tariff levels. Jffshore producers have
generally responded fairly rapidly to the establishwent of these
programs 33/ and wsake extensive use of thex in their offshore exports.
One way to document this last point is simply to note that activity in
export processing zones is overwhelaingly Jdevoted to precisely those
products we have been discussing (apparel and electronics); in tneir
survey of the zones, Froebel, Heinrichs, and Kreye (1930) found that
eaployaent in free zones all over the world had about the same pattern,
with roughly half of workers in electronics, and another quarter in
textiles and apparel. 84/

Thirdly, in all the major industrialized countries, aovement
offshore is not reserved exclusively for large aultinationals. Theras
are many smalier firas involvel in these trade links. The smaller
firas, in fact, tend to stick closer to home (to Aexico and the
Caribbean, in the U.S.3 to Taiwan and Korea, in Japan) to Zastern
Eurove and the Meditarranean, in Western Europe). §3/ In tamiliar
nearby areas with which comaunication links are good, and where a

considerable overhead investment in learning the local ways needed to

14
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do business is not necessary, even small firas can afford to make the
jump into foreign investment (and may be forced to by their
competition).

In naking these observations, three econoaic Jeterminants of the
relocation of industry offshore have been mentioned: the relative cost
of labor, the technical details of production, and the costs of
transport and comaunication. O0Of these, a low cost for labor services
i1s necessary, though not sufficient, for offshore production to be
sconomic. Transport costs limit the range of products which can
profitably be transferred offshore, and the technology of products and
processes narrows the range stiil farther.

The calculation must be further complicated by less central
concerns. One 1is labor productivity. If there are large international
differences, Jdifferantials in labor costs can be offset or augmented.

A recent study, based on interviews with factory managers in

export-oriented affiliates of aultinational firass, concludes that such

differences are minimal. §§/ Another study, on the other hand, when
comparing Asian productivity in apparel with that in Coloabia, finds
significant differences (3% to 5) percent), in the productivity of
labor between Asian firas and Colombian firms. 31/ The study notes,
however, that firms in several cases raised their productivity to Asian
standards after receiving foreign technical assistance, which suggests
tnat the lab&t productivity differences are the result of technical angd
sanagerial know-how in the sanageaent of production flows. 88/ Thus,
the two points of view are not in contradiction. Witain a single firm,
the productivity of an individual worker may well, after suitable

training, be fairly constant across countries, yet considerable
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differences in productivity observed as the outcose of variation in
technical and managerial competence, and perhaps, installed capital.
Our case studies of dYexico and Haiti also support the view that
national Jdifferences in the productivity of an unskilled worker are
generally perceived as small within aultinational opsrations, and do
not qualify in any major way the apparent cost of an hour of labor
calculated from the going wage. 89/

another major economic aspect of the decision to produce offshore
is autoaation and wsechanization as an altecrnative to foreign asseably.
Since automation generally rejuires a large fixed capital investient,
tne relevant variables affecting its attractiveness are the relative
cost of capital, and the sizes of the production flos, over the lifetinme
of the product that will pay off tne capital charges. In Japan, for
exarple, producers of semiconductors have managed to retain their
production base in Japan, whete unskilled labor is ralatively
expensive, by replacing it with automated machinery and spacializing in
those seaiconductor types with the largest aarket size. 320/

In the many low cost, high volume manufactures fn which it seess
to specialize, the Japanese have replaced unskilled labor aith highly
automated plants, often reaping higher quality output as a
dividend. 21/ In some of the higher wage offshore countries, automation
is also now beginning to be economic. In Hong Kong, for example, large
apparel and digital watch module assemblers are beginning to automate .
their production lines, citing not only cost, but also quality
isprovements. 92/ On the other hand, movement to other offshorse
locations is probably not really a viable alternative for theses firas,

because Hong Kong=-specific juotas and trade preferences are often

|
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needed to export their output.
Before concluding the 1discussion of the deterwvinants of offgpore
production, two explicitly political influences on production location

A Y
should be indicated. 0One has already surfaced in our mention of *

\
tariffs, quotas, and other non-tariff barriecrs to trade which arey
ultinately the result of political pressures. Certainly exporterg nou

understand that production sithin a market, or export froa a locitlon

enjoying special preferences, can head off political pressures that 1

i would otharwise choke off exports. Japanese investaents in the

assomoily of autos, color televisions, and integrated circuits witain

the J.S. and £urope reflect these pressures to some extent. 1
Finally, another major political influence on investaent is

embodied in investors® concern over the potential effacts of political

and econoaic turbulence within a single country. These “country risks"

of investment in generalily poor (and, therefore, often politically

unstable) low-uwage countries have a major impact on the decisions of

foreign investors. 23/ In just about every major product produced

offshore, one finds nuaerous cases of basically the same operation
being performed by affiliates in numerous locations, oftea with
significant variation in wages froam location to location.

Frequently, a single ficra saintains similar production facilities

in a whole range of offshore locations, as an explicit strategy to

reduce such "country risk® by diversifying production across countries. i
UeSe T.V. asseablers have essentially similar facilities in Yexico, . f
Taiwan, Singapores U.S. semiconductor makers invest in Hong Kong, |
Taivan, Korea, Nalaysia, Singapore, the Philippines, and Thailand. i

Since all these countries have widely divergent uage levels, and
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substantially less variation in transport and coamunication costs, it
seems safe to hazard the observation that the return to offshore
investment must vary substantially from location to location. Rather
than modelling producers® sourcing decisions by a simple calculus of
cost sinimization, then, a richer molel is needed, in which firms
evaluate tha political and economic risks to investment specific to
every country, and select a portfolio of production locations that
reflects the optimal combination of risk and return available to the
firm.

The tecanical aspects, and policy implications, of this view of
fira behavior are explored in some length in the case study of the
semiconductor industry found later in this volume. e next tura to
evaluating the effects on the industrialized countries, whan the
constellation of econoaic and political forces just described nake the
relocation of a portion of an industry to an offshore location

attractive to producerse.
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Ispacts_af_Ufl{shocrs.Productien.on_tbe_lodustrial Economies

dith the growth of offshote production in recent years, its
effects on the nome economy have become the sudject of some
controversy. In the United States, the 806/807 tariff provisions have
been the target of repeated attempts at repeal. A drief consideration
of some of the conflicting interests in those struggles provides some
insight into the nature of the effects of offshore »roduction
arrangements on tne U.S. economy.

First, there are the views of larye American-based multinational

corporations. Since there are few constraints prevaating thea from
operating successfully overseas, competition froam imports utilizing
cheap foreign inputs must pose little threat to their long-tera
viability. Their Jlesonstrated interest in promoting 807 (damonstrable,
at least, in the case of the large multinational electronics firas) 24/
must therefore originate in some perception that 807 can increase
prtofitability in their U.S. operations. Three likely reasans coxme to
mind. First, to the extent that 8)7 can lower costs in protected
industries, it aay stimulate increased demand for their products. This
may also be reflected in increased profit nmargins in the aore
technology~intensive and oligopolistic industcies. Second, economies
of scale in 9roduciion may oe more readily realized if tariff barriers
to the flow of inputs and outputs across national frontiers are
lowered. U.S.~-oriented production may pe moved outside the U.S., and
the resulting economies of scale may sefve to aake production by
UeSe=based ficrms more competitive in the international market. Third,
global operations may show less variance in their nat return, it

multinationals can more easily diversify their production
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internationally to minimize the impact of country-specific risks and
business cycle fluctuations on profits.

Next, consider smaller, national U.S. businesses. Lacking the
organizational, managerial, and informational resources of the
wmultinationals, they cannot easily move their production overseas.
Ozten, they are marginal producers uiihin the Ue.S. market. For them,
relaxation of protective measures spells certain economic death in the
face of cheap fo;eign imports, unless they can somenow make use of
cheaper foreign inputs without the international experience accuaulated
by the larjer multinational organizations. Tariff itex 827 offers
oovious advantages to them: it maintains protection for their
products, yet enables them to lower costs and becomwe aore zompetitive
by transferring asseably operations to loser cost locations. To some
extent, such initial aoveuent into low wage areas mway be a transitional
step toward full-fledged multinationality.

Urganized labor has a distinct and different point of view. The
relatively high wages earned by workers in U.S. priwary ranufacturing
firms may be intimately linked to protectionist trade policies. One
can argue that such relatively high wages are causad by the superior
productivity and skills of tne American worker, though such statements
are inherently difficult to prove. but the removal of all protection,
in the absence of other trade barriers, would undoudbtedly aean that
American workers == skilled and unskilled =-- would end up earning the
* same wags earned by a worker 4ith equivalent credentials in the

developing areas, or unemployed.




— e essempmesearessmomsereer

‘

83

Wote that higher wages paid to U.S. workers do not necessarily
imply that U.S. production cannot be competitive in international
markets. If U.S. firms employ a technology superior to that used by
other nations’® firas, for exaaple, higher wages aay be a way for
workers to capture some o0f the rent that would otherwise be received by
the high technology firms. Producing abroad (or using 8(7) would
merely transfer some of this technological rent baék to tne firm, or
the consumer. 35/ Access to chaaper capital than that available to
foreign producers wijht ailso produce similar rents, and the possibility
of their capture by American workers.

To a certain degree 807 may compensate for the job loss caused by
iacreased imports, by stimuiating greater Jemani for components
produced in the U.S. In fact, it is clearly true that if foreign
assenably operations use basically the sane techniques used by American
firtas, then any given increase in imports under section 807 will always
cause less of a drop in U.S. output and employment, in all industries,
than an equivalent fncrease in "normal"™ imports, because of the
incentive created to use greater nuambers of UJ.S.-made coamponents.

In fact, it is theoretically possible that increases in demand Jjue
to lower costs, and/or price~induced shifts toward more
component-intensive production techniques, aight actually ipcrgass
UeSe output and employment (at some fixed wage). Organized labor’s

experience during the 1963-67 period, howesver, zight have led it to R

conclude that a decrease in eaployment is most likely, and to seek the

| repeal of 807. |
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Finally, one may label as "government" concerns all those effects
not impacting directly on business or labor. Thus, the net effect on
the U.S. balance of payaments, and the prices faced by consuaers, are
iaportant issues necessarily faced at tne national levei. There may
also be a national security argument for keeping key elezents of an
industrial base within national boundaries. 9§/

Thus, there seen to be a amultiplicity of interests in offshore
production, based largely on what perceived economic interests are. e
can conveniently separate tnese economic conflicts into tao
groups-those that are basically distributional struggles for shares of
a fixed level of out>ut, and those that affect the level of aggregate
production, tne size of the pie to be divided up.

The standard trade theory view of these matters, put forward by
the bulk of economists, 1s tnat these struggles over protection pit the
incozes of workers against the overall leval of econoaic 4elfare, and
that by offering a suitable system of transfers to workers whose
incomes are lowered as a consejuence of trade liberalization, the
economy as a whole would unambigiously benefit. The extra income
created by trade would mors than pay for the transfers requireli by
aftected workers, so that trade liberalization leaves all (at least,
potentially) better off. )

There are a nuamber of practical and theoretical criticisus of this
point of view, however. First, at the theoretical level, these
arquments assuame that a system of competitive free narkets guarantees
the employment of all resources, including labor, in the econoay. The
validity of this assuaption is not always clear. PFocr one thinj, the

so-called social "safety net” in most industrialized countries creates




a floor for wages, so that if the wage for unskilled labor that would
ensure full employment falls below that socially set level, ;
unemployment will be created. For another thing, in the prosenc: of
insufficient aggregate demand and Keynesian uneaploynent, these :
arguments for freer trade do not necessarily hold. Policies othdr than
trade liberalization would also be requirad to ensure improvements in
social welfare, in these cases. L

From a practical point of view, even if mackets do quatante; full
employment in the long run, there nay be significant transitional costs
assocliated with the relocation on an industry, as Jlisplaced workers are
forced to move, search for ned employment, and possibly, retrain.
These frictional "adjustaent®™ costs are likely to have an effect on any
calculation of the benefits of trade lioeralization, since in effect,
1nvolgptaty uneaployzent exists for a while (though not foraver).

de must add to these social considerations (of now social welfare
and national income can b2 increased by trade policy) distributive
arjuments. While, in theory, a systea of transfers can be workel out
to guarantee labor no drop in its standard of living as the result of
socially desirable change in trade arrangements, these transfers have,
in practice, not generally been made. «orkers who lose high-paying
Jobs in previously protected sectors of the econoamy are not often given
lifetime allowances to make up the difference waen tney find
lower~paying employment, and aven when successful in finding
alternative employaent, the adjustaent costs generally come out of
their own pockets. Taus, even if there is an overall social gain to be
tealized from offshore production arrangeaents, workers in the affected

industry are likely to face private losses uith the existing menu of
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trade adjustment programse.

The issue of the social gains and losses from offshore production
is addressed in detail in the semiconductor case stuly found later in
this volume. It is clear, houwever, that the effects of industrial
relocation of workers in an industty going offshore acre the principle
negative 2ffects of such movement, to be balanced against the gains
consuaers receive through lower prices. The exact coaparisons ate
difficult to construct, since one is required to make difficult choices
of assumptions: for example, in the absence of offshore production,
would imports reduce the size of the industry aayway? dos auch does
offshore production act to increase, on average, the J.S. content of
imports? Does the lower price of offshore-asseabled products actually
increase employment in the Joamastic industry by raising overall dezand?

Rather than trying to answer such juestions, 27/ dhich are
inherently difficult to answer, and probably vary substantially from
industry to industry, we will instead uss the reaainder of this saction
to look at some general characteristics of employment in industries

With substantial offshore production, and assess «hethar ths adlustment

costs and structural probleas created by contraction in these
industries are more acute tnan those in other parts of the econowy.
First, note that the workers in the two 1ndustr1e§ most affected
by offshore production, appacel and electronics, especially in the
least skilled assembly jobs, are overwhelmingly womsn. 38/ This true in
all the Jdestern economies. The explanation for this is probably
related to the generally lower wage rates at which unskilled female
workers are hired, their manual dexterity anﬁ patience with routine and

sonotonous tasks, an?l possibly, a perceived lesser propensity to resist
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management initiatives. 31/

This 1s a significant fact, however, because eapirical studies
tend to show that adjustment costs for displaced female wockers are
greater than for male workers of the same age and skill levels.
Unemployment spells for dlsqlaced women workers, for example, seem to
be much longer than for male dsorkers, at all ages. 110/ The liwnited
available evidence sujgests that workers displaced from manufacturing
jobs suffer substantial costs, both in earnings forejone uwhile
unemployed, and in lower waje rates when subsejuently reemd>loyed. 101/
The losses suffered by female workers, single and wmarried, appear to be
significantly greater than those of similar male workers. 102/

Thus, those industries aost directly involved with offshore
production are also industries with heavily female, and relatively
unskilled, work forces. The workers displaced by this fora of
internationalization of their industries, then, will suffer much
greater losses than the average production worker in aanufacturing, and
offshore production is thus likely to cause particularly acute
employment Jisplacement problems. It might also seew sosesnat
fn2juitable to concentrate these losses in one narrou segment of the
labor force, in effect forcing unskilled working wozen to dear costs
which are more than compensated for by lower costs to consuaers.

The changes being descrioed here are clearly most threatening to
the least skilled, and hence, most economically vulnerable segments of
the labor force in the industrialized countries. The limited data
available suggest that shifts to offshore production have fundamentally

altered tie structure of employment, to the detriment of the less

skilled.
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This is illustrated by Table IIl.12, whicn cnarts the estizated
share of assembly workers in total U.S. production employment over the
census years from 1963 to 1977, in machinery {(electrical and
non-electrical) inlustries with significant amounts of assembly -~
employment. Along #ith material handlers and custodial workers,
assemblers are consilered to be among the least skillel occupations in
manufacturing, so changes in assembly employment will impact directly
on the demand for the labor services of the least skilled.

The second most interesting thing about this table is the rather
surprising stability of assemblers”’ share of the production wor« force.
By and large, for most industries, there is little real change in the
relative demand for assemblers,

The aost interesting thing about the table, thouqh; is the list of
industries in which striking changes (defined, inforazally, as a more
than 1C percentage point change in the relative iaportance of asseably

eaployment)., There were no such changes over tne 1363-1967 period.

From 1967 to 1972 there were dramatic decreases in tha share of
asseabler eaploynent in semiconductors (from 77 to 32 percent), and
communication ejuipment (from 53 to 34 percent), both of which went ;
through a period of rapid grosth in offshore production then., Over the
same period, assemblers almost Joubled as a fraction of tie work force
in office machines and typesritars, but this is probably related

technological changes in those products, witn electronic pacts

replacing mechanical movements. ™
froa 1972 to 1377, only one product showed a significant decline
in asseabler employaent shars. Radio and television receivers were

sanufactured with a production work force that dropped fros 82 parcent
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to 63 percent assemblers, and again coincided sith a period in which
production 1s.knoun to have rapidiy movel offshore. Calculators and
scales increased their use of assembly workers (33 ta 67 percent, and
32 to 42 percent, respectively), and again, technological changes that
replaced other components with electronics are the most probable cause.

Since we cannot accurately identify how changes in technology,
automation and prices nave affected the demand for assembly lador (and
We will generally expect them to), uwe cannot call these observations
conclusive. Still, the sectors that stand out from the monotonous
stability of Table I1.12 are more than suggestive: radical drops in
the share of assewbly employsent occurred in industries knoun to have
gone offshore, when they went offshore. Ihe sectors that increased
their use of asseablers produced output in which electronics were
substituted for other parts.

Gffshore production, then, seems to have wrought permanent change
in the composition of labor demand in that part of the industry left
behind. The least skilled and the marginally employed, those for whoa
displaceaent is most costly, are those most affected. Ironically,
tnough, Jdemand for assembly workers seems to increase with the
technological changes in design that increase use of electronic
coaponentry. Cost savings realized through movement offshoce, in turn,
may have stimulated those design changes. de are left with a difficult
and sensitive issue, a situation whose only clear aessage is that
increased competiton from manufactures proluced in low=-wags LDCs is
going to be most painful for less skilled workers in the fndustrialized

sconomies.




Table 1X-12
Assembly Ewploysent Share of U.S. Production
Baployment in Machinery Menufacture

) Retimated
$IC Mo. Iudustyy Lo 1y Wo t of All Workers:
1963 1967 1972 1972
s11 Turbines 3.6 7Y 14.2 18.1
3519 Internal Combustion Bngines 17.2 24.8 20.3 23.4
3523 Tara Machinery 20.4 21.9
[201] [22.9] [2.8]
3524 Lawn & Carden Equipment 41.7 46.4
85 Construction Machinery 12.3 15.9 12.6 17.4
3532 Mining Machinery 10.2 13.4 18.4 16.9
3536 Hoists & Cranes 20.6 22.4 16.8 21.9
b 1151 Pumps _ 17.% 21.5
[16a 17.7]
3563 Compressors 26.7 25.6
3562 Ball Bearings 9.0 13.7 9.4 12.5
3566 Drives & Gears 9.0 : 9.7
} [119] [s9) (.3
3568 Pover Transmission Bquip. 16.9 16.0
sn Computers } [3s ,] 49.9 [“ 1 58.3 S1.4
357 Calculators ’ 8" 7 30 6.8
3576 Scales 29.7 27.9 3.7 £2.3
as7e Office Machines, NNA 26.7 42.3 45.2
Typewriters
sss Refrigezation & Heating 29.8 39.1 43.0 3.1
Equipment
3586 Measuring & Dispensing 26.7 23.3 30.6 34,7
Pumps
3632 Bousehold Rafrigerstors,
Tressers A 3.6 | 7 47.3
3651 Radio & T.V. Raceivers 78.9 82.3 82.2 62.6
3662 Redio & T.V. Com. Gear A 53.2 3.8 3%.4
3671-73 Rlectron Tubes 67.8 66.5 68.0 A
3674 Semiconductors 75.7 77.0 52.4 46.4
3675 Capacitors - 76.6
3676 Ssgistors 3.1
3677 Coils & Txansforwers $9.2 7.8 36.2 51.2 E’ﬂ
3678 Connectors 3.2
3679 Other Tlectronic Componente/| - 3.6
Method: Dsta on sssembly worhars covering most production employsent in sn isdustry,

4a Census of Menmfastures, #u Watal wrkh! ﬁnuou (various years)
was used to sstimste assmbly esploynsnt for ent stry, on assumption
that sverage for firms not coversd was ideatical to that for firme covered.
Percent coversge was taken to be midpoint of range given.
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Qffsoeore.2roduction_and_ths_ueyeloping. Econgaies .

A consideration of the effects of offshore production arranq%ncnts
on tne Jeveloping nhost econoaies plunges us into even cloudier areas.
The issues are more complicated, the analysis less clear, and the:data
even less satisfactory than is tne case in tae industrialized
economies. The case studies of Mexico, Haiti, and Coloabia 1nc1q;ed in
this volume ought to convince the reader of hos important historical,
political, and institutional factors are in weighing the costs and
benafits to a host economy of offshore production.

devertneless, we outline here, in skeletal fora, tae major points
that have been raised with regard to impacts on the host ecoﬁomy. The
issues generally raised can be categorized as those related to
eaployaent, tne balance of payments, the creation of linkages to

indigenous industry, the transfer of technology, social problews and

tnhe creation of economic depenlence and instapility.

Exgloydpeat

A major attraction to a host LDC of offshore production must be
the creation of relatively high-productivity industrial employnent,
especially in areas where there is substantial unemployment or
underemployment, and 1little industry. Availaole evidence, however,
indicates that current levels of offshore production make a much
saaller contribution to employment creation, and labor absorption than
might be supposed. Ffroebel, Heinrichs, and Kreye (198%), in their
survey of export-oriented production in the LDCs, found about 420,000
employed in such factories in Asia, about 265,390 in Latin America, and

about 40,000 in Africa, in 1975 103/ These figures probably exclule




most subcontracting oy indijenous firms located outside export

processing zones, but == outside of the apparel and textile indjustry, E
in Asia =~ such eaployment aust be relatively minor. A generous
upper bound on offshore eaployment, worldwide, in 1975, would probably
be about 1 aillion workers.
Aithouqh thislis not an inconseguential figure, it is cather like
a droé in the bucket of Taird World underemployansnt anil uneaployment.

In 1975, for example, ILO researchers estimated the unaaploysd and

undereaployed to be about 185 million in Asia, 63 wnillion in Africa,
and 33 million in Latin America (with 13 million, 10 million, and 3
million openly uneaployed, respectively). 114/

This is not to say that it is not a critical source of employment
in certain countries, particularly in %ong Xong, Siﬁgapore, Barbados,
and Soutn Korea. But, by and larye, offshore production does not
employ more than a marginal sortion of the labor forca, or even the
much smaller industrial work force. One can see tnis, for example, by
noting that offshore production is basically concentrated in apparel
and electronics, and then exazining the pocrtion of zanufacturing output
accounted for by these prolucts (which overestisates tae potential ;A
importance of offshore production, since substantial production of
these products is generally shipped to local aarkets, rather than being
exported).

In almost all major offshore LDCs in 1976, textiles and clothing
accounted for only 1) to 2) percent of manufacturing value added, with
the significant exceptions of E1 Salvador (31 pecrcent), Korea (25
percent), India (29 2ectcent), Sri Lanka (23 percent), and Hong Kong (98 . r
percent). 105/ Manufacturing value added (in 1378) in these countries, (

o e = - - .
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as a percent of GDP, in turn, amounted to 15 percent in El Salvador, 36
percent in Korea, 17 in India, 23 in Sri Lanka, and 31 percent in Hong
Kong. 108/ Thus, only in Korea and Hong Kong does apparel production
pernaps exceed 5 percent of GODP.

The same story holds true in the other major offshore export,
electronics. Reastricting our attention to offshore isia (waere such
exports are concentrated), in 1974, only in Hong Kong and Singapore did
electrical machinery output axceed 10 percent of manufacturing output
(11 percent, to be precise). 1l)7/ ditn the possible exceptions, then,
of Yong Xong, Korea, Singapore, and Barbados 123/ offshore exports
cannot possibly account for a significant portion of employment.

Also, it is not entirely clear that the eaployaent created in the
zones is a particularly effective response to the uneaploywxent problems
of LDCs. First, it ought to be noted that the wsorkars in thesa
offshore factories (as in the apparel and electronic industries in tne
developed countries) are alazost exclusively (80 to 9) perceat) women,
which crsates soame rather interesting economic and sazfal issues. 109/
In apparent contrast with these industries in tne developed countries,
the female workers are overshelamingly young and unmarcied, &ith the
upper aje limit for the bulk of the distribution by age at roujhly the
mean age of marriage for factory women in their local societies. 110/
This is not typical of female saployment in these industries in the
industrialized countries. 111/ Many of these young s#oman participate
formally for the first time in the labor force as an asseably export
plant worker, and critics charge that rather than eradicating
unemployment, it may actually induce it, by encouraging the labor focce

participation of groups that aight not otherwise not do so. 112/

Ty




94

The other major issue in employment is that of 4ages and working
conditions. If offshore ! nts paid wages above going rates, for
example, then presumably a job creatcd in the offshore export sector
migat yield a jrester sccial return than jobs created in the national
econoay. 113/ The evidence on this poin* is mixed. In general, most
observers find no s!gnificant differences between wajes in export
processing zones and the rest of the economy. 1147 A 1973 survey of
Korea’s Yasan export processing zone found wages in tiae Masan zone
someshat higher than in its surrouiiding province, for all types of
skills. 115/ The published dat: un wages in Taiwanese export processing
zones show most workers ge~ting wagss somewhat below the general
averages for apparel and electrical machinery, but this is difficult to
interpret, since the zones p>robably have a greater jercentage of
unskilled assembly jobs, and female workers, than is true for the
industries in general. 116/ On the other hand, as is noted in the
Mexico and Haiti case studies, wages in offshore plants in those
countries tend to be at or above the legal minimums. Since evasion of
ainimum wage rejuirements is widespread in both countries, 111/ the
wages paid are probably somewhat above a market wage.

decause they tend to be more visible, and their environment more
regulated than 6ther firas, #orking conditions are jenerally thought to
be somewhat bettes than in siailar-sized firms in the rest of the
sconomy, though undoubtedly unsatisfactory by developed country
standards. 118/ A sucrvey of the Swedish Ministries of Foreign Affairs
and Trade found that labor legislation is generally enforced in most
export processing zones. 113/ On the other hand, repressive measures

designed to control or prevent trade union organization in foreign
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firms are applied in many Southeast Asian countries. 129/

aecialibalitical_Lssues

A number of social and political issues are often raised with
regard to offshore production, which are examined in detail in the
country case studies in this volume. For one thing, the induction of
large numoers of prime age females into the industrial labor force is
chastised as being socially and culturally disruptive. The traditional
family structure is tnreatened, employed anl unemployed mnales feel
unaole to assert their usual roles as economic heads of their
households, unded motherhood increases, and the general moral fabric of
local communities is attacked. These are difficult issues to
appreciate for the resident of a late twentieth century industrial
capitalist society, where these fears might even be labellad as sexiste.
lionethaless, in a traditional culture where noras of behavior evolve
very siouwly, tinis sort of instant industrialization nay be highiy
disruptive,

Since offshore production often is clustered in very coapact and
politically discrete free manufacturing zones, it is also criticized as
an enclave of foreign interests, not subject to the same palitlcal and
economic forces tnat regulate the business environasnt in other parts
of the country. Criticisa of the lack of integration of offshore
production activities into the rest of the host econoamy are
particularly sensitive in Mexico, where the relatively isolated bdorder
tegions in which these plants are clustered have long been the focus of
central governaent efforts to tie them more into the smainstrean of

Mexican political and econoaic life.

TS
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Linkagss

Since many offshore producers use tax and tariff incentives that
prohibit the shipment of large volumes of output to the national
markets, there is little opportunity for national producers to use
products produced offshore as inputs to production for the national
market, and hence, little in the way of forward linkages leveloped to
the host economy. In some cases, however, the development of backward
linkages, the substitution of nationally-produced inputs for materials
previously imported, has been observed. 121/ Table Il.13 showWs that in
export processing zones in Taiwan and Korea, national material content
has increased considerably =- to about one~fifth to one-fourth of the
value of exports. Foreign exchange earned on those exports amounts to
about half of their value, divided between wages, amaterials, rent,
services, and utilities.

In Mexico, the U.S. content of 826/807 imports is also about 50
percent, but the national material content is considerably lower.
While these data do not really tell much about how linkages develop,
since the product mix of these zones, as well as the prices of various
inputs, have changed over the years, they do seem tc indicate that
national content does have a tendency to rise over tiwe in Asia. This
contrasts sharply with the sexican experience. On the other hand, it
should be noted that, in the absence of siynificant transport costs (as
along the Mexican border), national suppliers of inputs for U.S.-bound
exports aust actually produce at a lower cost than the product is
available in the United States, since the 806/837 taciff exeaptions
lower the eventual landed cost of U.S. inputs relative to

foreign-oroduced supplies. This probably restricts the cospetitiveness
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Table II-13

Foreign Exchange and National Content of Export Processing
Zone Shipments

Foreign Foreign Domest
Exchange Imports Materis
Earnings as % as % Exports as 2 Exports
Export .
*
A Y
Three Export Processing .
Zones, Taiwan
A
9/66 - 12/74 NA 66 9
197¢ sl 57 9
1976 43! 55 12
1977 48l 52 12
1978 so0! 60 16
1979 45t 51 20
Masan Free Export Zome,
Korea
1971 28
1972 30
1973 37
1974 39 59 1?7
1975 41 S4 17
1976 49 48 22
1977 49 48 24
1978 52 50 22
1979 52 47 24

Notes: 1. Defined as Exports-Imports-Net Outward Remittances.
2. Net Exports from Zome.

Sources: Taivan from Export Processing Zone Adninistration, Essential Statistics,
various years.

Korea from Korea, Massn Free Export Zone in Facts and Figures (ca. 1980).
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Liokagas

Since many offshore producers use tax and tariff incentives that
prohibit the shipaent of large volumes of output to the national
markets, there is little opportunity for national producers to use
products produced offshore as inputs to production for the national
market, and hence, little in the way of forward linkages Jeveloped to
the host economy. In some cases, however, the development of backward
linkages, the substitution of nationally~produced inputs for materials
previously imported, has been observed. 121/ Table II.13 shows that fin
export processing zones in Taiwan and Kotea, national material content
has increased considerably == to about one-fifth to one-fourth of the
value of exports. Foreign exchange earned on those exports amounts to
about half of their value, divided petween wages, zaterials, rent,
services, and utilities.

In Mexico, the U.S. content of 835/807 imports is also about 50
percent, but the national zaterial content is considerably lower.
While these data do not really tell much about how linkages develop,
since the product mix of these zones, as well as the prices of various
inputs, have changed over the years, they do seea to indicate that
national content does have a tsndency to rise over time in Asia. This
contrasts sharply with the dexican experience. On the other hand, it
should be noted that, i{n the absence of siynificant transport costs (as
along the Maexican border), national suppliers of inputs for U.S.-bound
exports aust actually produce at a lower cost than the product is
available in the United States, since the 806/837 tariff exemptions

lower the eventual landed cost of U.S. inputs relative to

foreign-produced supplies. This probably restricts the coapetitiveness
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of foreign inputs to only the most labor-intensive items, where the
labor cost differential can offset the surcharge added when a duty is
added to the price of the iteas in U.S. custoas. Perhaps because of
tnis, even in more distant Taiwan, linkages to domestic subcontractors

seem more prevalent in Japanese firms than in U.S. firms. 122/

Ibs.Irans{sc.ef.lachnolagy
Probably the most important (and most difficult to measurs)

effects of foreign investment, from the viewpoint of a host economy,
are found in the extent to which productive knodledjge and skills are
transmitted to nationals of the host economy. There are three
potential recipients of these transfers of tec?nology ~=garxers,
ménagers of production flows, and designers and developers of products.
First, to be clear on the issue of how impdrtant skills L4
transfcrred to workers are, it ought to be stressel that the ters
unskillad labor, as it is generally used in this book, really means
"not skilled labor*". A significant number of assendly~type operations
require some training and experience, and probably could be labelled as
seai-skilled. In the sexiconductor industry, for example, it takes
about J aonths experience to reach peak efficiency as an asseabler, and
the U«S. Department of Commerce categorizes such workers as
seniskilled. 123/ Since aany in the asseably work force ars involved in
their first industrial work experiences, there may also bs some
investment in the inculcation of industrial labor discipline.
Nevertheless, such investments are likely to be rather liaited, and
their general value to the national econoay not always clear. The

specific assembly operations taught in electronics, for exampls, often
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use proprisetary high technology cosmponents unavailable in the national
economy, and are thus of lesser value outside the export enclave. 124/

On the other hand, export-oriented foreign firas do train
significant numbers of host country nationals as loser and aiddle level
managers and often provide technical assistance to independent
subcontractors. #hile difficult to document, gualitative impressions
seem to jindicate that this assistance, when supplied, can be of
consideradle value in learning how to organize production flows and
processes. As mentioned earlier, there are exawples in Coloabia where
technical assistance supplield by_foreiqn contractors to national
apparel firms doubled productivity.

The transfer of product and process technolojy seems to be much
rarer. Jdost offshore plants perform a limited number of the production
steps necessary to produce industrial output, and the Jdesijn, reseatch,
anl production of most high technology intermediate componeats largely
remains in the industrialized countries. There are, however, a few
recent sxamples of more tecnnologically advanced steps being
tcansferred to offshore locations. Simple seaiconductor chips are now
being produced in Taiwan and Xorea, and are scheduled to pnegin
production in Hong Kong soon, though it is not clear that this is
necessarily related to the offshore asseably operations that previously
existed in those countries. 125/ In Singapore, ?hilips (the Dutch
electrical producer) now designs all locally manufactured audio
products with a 150 person RLD teaa, the largest in tae country)
Hewlett Packard and Nestle also do some research and dovo}op-ont
locally. 1268/ This is quite unusual, however, and is just beginning in

the relatively industrialized and developed Singaporsan economy.




Indead, Singapore has been experiaenting with a policy of
deliberate and substantial wage nikes, in an attempt to restructure f{ts
industrial output away from low-wage, low productivity products, and
toward high wage, high productivity, high technology products. 121/
Producers were to be forced to autoaate, mechanize, and wherever
possible, substitute skills and capital for unskilled labor. Another
aim was cut back on the nmigration of foreign workers into Singapore;
the export processing operations were so successful in increasing
employment (at low wages, to be sure) that 10(0,)09 foreign workers
(mostly from Malaysia, JIndonesia, and Sri Lanka) were recruited. 128/
Foreign investment, however, has apparently responded to the wage hikes
by declining. 123/ This, perhaps, reflects a general problem that may
face offshore hosts as they seek to switch production to more complex

products, in capital and skill intensive industries.

StabilitylDepsndance

Another criticism that (s often made of offshoce production as an
fndustrialization strategy, is tha it creates an industrial structure
that is dependent on demands, and markets, that are entirely foreign,
and over which the host econoay has no control. Thus, it is arguel,
the economy is subject to fluctuations in employment over which it has
little influence. 131/ The daclines in employaent, aad layoffs, that
occurred in processing and free zones all over the world during the
1974-75 recession are usually used to make this point. 131/

External linkages certainly do transait international ousiness
cycle disturbances to national economies, and the extent and nature of

these international effects acre s serious thems for debate on policy.
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Tne best choices for a particular country must surely depend on its
alternatives: the endoument of natural and human resources, the
existing stock of investment, its state of econoaic Jevelopment, and
political and social considerations. The vulnerability of an economy
to external fluctuations is an important issue.

The issue, however, arises with all types of esports, not just

those produced in offshore plants by foreign ficas or their local
subcontractors. To focus the argument more on tais specific type of
export, we might ask how thess exports vary in relation to a more
general aeasure of a country’s industrial trade, say all aanufactured
exports. Because offshore production in LDCs tends to be concantrated
in textiles, apparel and electronics, and because desand for these
products is notorious for its volatility over the business cycle, we
might expect that industrial promotion policles aiaed at lnéroaslng the
trade share of these "offshore” products would add t> the vulnsrability
of exports during a world recession.

Table II.14 presents sowe information which gives us a rough
answer to tnis question. In it, the ratio of U.S. 836/8)07 imports (an
important subset of offshors production) to all manufactured exports,
is presented over a tize period incluling tae 137475 world recession.
If these offshore product exports were mote prone to fall during 2
recession than manufactured exports, in genecal, «e¢ night expect to see
tiuls ratio drop over the 1974-75 period.

The ratio did, in fact, drop somewhat during the recession in Hong
Kong and Singapore, both of which are relatively high-cost offshore
locations, and in Barbados. On the other hand, 806/807 exports to the

UeSe gres auch faster, ot droppsd auch less, than all sanufactured

i




exports in at least six other countries juring the recession: in
brazil, Colombia, E1l Salvador, Malaysia, Mexico, and the Philippines,
all of which (except dexico) are relatively los cost locations. In the
other countries for which information is availaole, the ratio tended to
grow ;llghtly, or temain roughly constant (or erratic, as in the
Dominican Republic).

On balance, then, 805/307 exports sesem to have fared auch better
during the recession than all aanufactured exports in the low wage
locations, and somewhat worse than all manufactures in the high wage
locations. Mexico belongs in a special category, because of its low
transport costs to the U.S. In Colombia, as inldicated in the case
study, the surge seams to have occured as local garment makers switched
capacity froam the depressed local markets to U.S. exzorts. In daiti,
according to the case study in this volume, business actually seems to
have picked up, as U.S. manufacturers moved marginal operations out of
the U.S. and into Hafiti, to cut costs.

This pattern is consistent with offshore producers rationalizing
thelir operations during tiass of recession. Wwhen dewand plummets, it
is most economical to cut back relatively high cost plants first, or
even switch thea overseas to cut variable costs. This seeans to have
occurred repeateldly with U.S. semiconductor producers during
recessions. 132/

Thus, uwhen recession occurs, manufacturers appears to shut douwn
their plants in high cost areas, in favor of output in plants {n low
cost ateas. The production sites that will suffer, then, will be in
tne industrialized countries and in the most expeasive offshore

locations, while offshore plants in lower cost countries ssea to do
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rather well, in terms of export sales, compared to all national

-»o k]
‘:

producers ot'oxpoftod manufacturess.

Iba_Balaaca_of Payments
Table 11.14 also displays what 1s pschaps the sost obvious

A
-

advantage to an LDC of offshore production: it is an important séusce
of foreign exchange. In most of the countries of the Caribbean, ;s
well as in many of the least developed economiss of Asia, it is a .
crucially iamportant source of foreign exchange.

In Singapore, Korea, and Rong Kong, U.Se 806/8)7 exports are less
important (under 10 percent of manufactured exports), but this does not
accurately reflect the importance of exports by foreign manufacturers,
since much of the foreign investaent in these countries is not
American. lo see this, as vas mentioned earlier, during the late 1970s
better than half of all electronics eaployaent in most of the major
offshore locations, other than Hong Kong, was in U.S. and Japanese
affiliates alone. Table IX.15 makes clear that electrical machinery
exports were a significant portion of exports from all these countries
in the »id=-1970s. Electrical machinery exports by foreign producers,

_then, were a significant factor in the forsign exchange position of
these countries.

While it is trua that thess figures probably overstate the .
importance of not totnign exchange earnings, since offshore oxportc )
tend to use -anr ‘more imported inputs, they must still be substant!al.

'As was seen oarliot, 40 to 50 percent of the valus of exports is ’

typically the net foreign exchange yielded by these shipments.

t
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Table II-14

U.S. 806/807 Imports in Relation to Total
Manufactured Exports, Selected Countries
(Percent)

1970 1973 1974 1975 1976 1977 1978 1979

Barbados (807 only) 42 38 39 43 47
Brazil (806 & 807) 1.2 2.0 3.7 4.3 3.8 2.8
Colombia (807) .52 2.2 4.8 6.8 3.8 3.2
Dominican Republic (807) 30 ' 17 128 121 125
El Salvador (807) 3.1 24 88 144 203 261
Haiti (807) 63 198 206 178 187 180
Hong Kong (807) 6.2 4.2 2,7 3.4 3.4 3.1
Rorea (806 & 807) 4.4 2.2 2.9 3.0 3.2 2.6
Malaysia (806 & 807) 7.1 22 25 29 34

T Mextco (806 & 807) 61 61 97 116 119 105
Philippines (806 & 807) 9.0 6.3 18 20 18 26
Singapore (806 & 807) 7.6 13 10 10 8.9 9.0
Thailand (807) 2.2 6.2
Indonesia (807) 10 8.9 8.0

Source: Total Manufactured Exports from UNCTAD, Handbook of International Trade and

Develo t Statistics, 1980.
U.8. 50%5%07 Trade from U.S.I.T.C., "Tariff Items 807.00 and 806.30, U.S.

Imports for Consumption, Spacified Years 1966-79" (June, 1980); Subcommittee
on Trade, House Committee on Ways and Means, Bac%ground Information and
Compiliation of Materials on Items 807.00 and 806. July, 1 .

U.S. 806/807 imports exceed total manufactured exports for some countries, .
because countries do not count these exports in their trade statistics ¢

(i.e., Maxico), or count only the value added (i.e., Haiti), and because i
of minor amounts of non-manufactures imported under 806/807. L
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Table II-15

As Percent (Z) All Merchandise Exports,
Asian Quntries

- Exports of
Textiles Electrical All
and Apparel Machinary Manufacturing
Country (1977) (1974) (1977)
1
Korea 32 n 85
Hong Kong 46 12 96
Taivan 23 18 49
Malaysia 2 2 17
Singapore L] 10 44
Philippines 5 7 25
Thailand 8 1 19

1. 10 perceat in 1979.
2. DRefers to 1979.

Source: ESCAP (December, 1978), p. 57, for electrical machinery; World Bank
(October, 1980), for Textiles and Apparel, All Manufactures. Philippine
data for 1979 based on information in Business Week (June 16, 1980),
p. 36 and Asian Wall Street Journal, (June 9, 1980), p. 17. Electrical N
Machinery share for Taiwan, 1974, from Ranis, (1979), p. 240. .
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In fact, the two products which doainate offshors production,

apparel and cl;étronics, Were probably better than 4) percent of all o

1 4 o

exports in Korea, Hong Kong, and Taiwan. Offshore production accountq ;

for substantially less, howesver, because apparel and textiles in these
countries appear to be dominated by indigenous producers (although a
substantial portion of apparel output must be contracted by importers
in industrialized countries it is, strictly speaking not offshore
production, since these exports probably use mainly locally-produced
inputs). ' |

The exception that proves the rule is Hong Kong, where offshore |
production using imported components seems to be of auch less
importance. Hong Kong is something of an enigma, aoreover, since 98
percent of manufacturing value added is in textiles and apparel, 133/
yet under half of exports of aanufactures consist of textiles and

apparel. 134/ One answer (in addition to its large volume of re-exports

as an entrepot) to this puzzle seeas to be that Hong Xong firas
subcontract much of their output, or set up asssably operations, in
surrounding low wage areas, especially mainland China. 1In 1979, for
example, China®s exports to Hong Kong (which were eventually
re-exported) rose 423 percent to about $224 million, with most of the
increase consisting of textile olcctroniés, and other typical offshors
products assonb}g? from imported components. 1315/ Thus, a siqnitica6£h
portion of npﬁj'kéno'; manufactured exbotts are probably made ui.qt".: -

reexports ot'oggsho:c production fom Chinese plants. Much of Hong

- -

Kong’s olcctfoﬁic watch output, for example, is asseadbled in
China. 136/
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- . ..

China ha;) id the last few years, moved vigorously towsard sgtting
up export pFocos§lnq zones, coapensation trade agressents , and.?FhOt
institutlonal-é}rinoclents aimed at encouraging the setup of otfshor;'
asseably plants. 131/ It (now)even permits joint ventures. And?chlna.
is not the only socialist country to do so: VYugoslavia, East Germany,
Hungary, and Rumania play a prominent role in ¥West Germany°’s apparel
assembly trade. 138/ In the case of both China and the Eastern Buropean
socialist countries, the primary motive for encouraging these ventures
seems to be their yield of foreign exchange. 133/

0f course, foreign exchange is generally used when infrastructural
investment, as in export processing zones, is undertaken to attract
foreign producers. But the yield on these infrastructural investments
is generally quite highe Therefore, the foreign exchange expenditure
does not signlf;cantly reduce the attractiveness of these facilities as
a means of earning hard currencies. 140/ And when offshote production
is undertaken by foreign capitalists using labor force groups that
would not normally be producing tradable goods, the foreign exchaégo
costs of these projects is likely to be gquite low. In short, then,
from the viewpoint of the host sconomy, foreign exchange earnings must
surely be one of the most positive features of these production

arrangeasents.
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This ytlct, bird®s eye visw of offshore production atrangqnqnfljﬂ

Y
L0 N

has hinted at the Eonploxitios of international industrial o
redeployment. It was seen that truly international offshore pr;;ﬁézloh
flous are basically concentrated in electronics and apparel, with
electronics shipments being a multiple of those of apparel.. Closer to
home (i.8., Mexico for the U.S., Korea for Japan, Eastern Europe and
North Africa for Western Europe), there are indications that more
product diversity may exist, g}th transport costs a lower barrier to
such trade. '

It was also seen that offshore production has been ones of thres
different strategies of response in the industrialized countries to the
increase in exports of labor-intensive manufactured joods from the
Third World. In Europe, protectionist trade barciers have blocked most
of the channels for imports of those goods =-- apparel and
electronics == {in which offshore production is most feasible. in
Japan, manufacturers havo.tolloucd a strategy of setting up offshore
production in those goods where LDC competitiveness threatens Japanese
pto&uction, and to seqvico third=country export markets. In the United
States, offshore production has become an integral part of the highly
conpofitivo domestic market for electronics products, and to a such

e,

lesser extent, in apparel. . h '7%

.“.- -

In a vcry tunda-ontal sense, the whole phono-cnon of ottlhoro

-

production is a pottcnt of troubles to come, as industrialized N
countries rospond to the increasing competence and lower productlon
costs of producers of basic manufactures in LDCs. A singls graph ?

speaks oloquontim to this trend (see Figure I1.1); the U.S. economy is ;
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Figure II-1

U.S. trade balances In R&D-intensive manufactured goods, 0

non-R&D-intensive manufactured goods, and transporiation equipment

BILLION . .
$40[ '

RS D-intensive §
manufactured goods®

30

‘L AP

20

L

10

Transportation
equipmeri®®

Non-R&D-intensive
manufaclurec goods*

3oL |
62 64 66 68 70 72 74 76 78 79

Notes: *RED-intensive manufactured goods include chemicals, monelectrical
machinery, electrical machinery aircraft professional and sciemtific
instruments.

**Transportation equipment refers to wmotor vehicles and parts.
##*on-RED-intensive goods includes food products, metals and fabricstion,
other msnufacturing. )

From: Office of Foreign Economic Research, U.S. Dept. of labor, Report of the
President on U.§. Competitivensss (SEpt., 1980) , Figure III-10.
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increasingly bic:;Xng an international exporter of technology and

skill-intonsis; goods, and an importer of less skill and knoulodqp,

using produéts. - “’J?_
Few seem aware of this trend and its primary implication == that

the unskilled in the industrialized economies will simply be unable to

market their services at wages treble or higher the going rates in Asia
and Latin America (except in services and manufactures protected by
tariffs or transport costs). Severe probleams of structural
unemployaent, declining incomes and expectations, and the creation of
widening gaps between the skilled and unskilled in industrial societies
will follow.

Not many realize, for exaample, that one of the fundaamental ways in
which the United States has fallen behind Jaéan, is lﬁ the education i
and training of the great bulk of their respective work forces. By the
late 1970s, for exasple, Japan had achieved the highest literacy rate {
in the world, and the percentage of its population finishing secondary |
education had grown auch larger than in the United States and Canada,

the runners-up. 141/ As another example, Japan, with roughly half of

ypore

the population of the United States, now turns out substantially more
eslectrical engineering graduates than the U.S. (Sees Table II.16). The ’
future of high wage employment i{n the fndustrial countries clearly lies

b 3 in lncroaslnqhinvcstnonts in skills, education, and technology.- '7?:; .

As'toi_thi Jess-skilled occupations, thers are basically tu&f A

altornatlv;s iq b‘ faced, 1if wages are not to erode to leavels ' fﬁ

approaching tibsi in the less industrialized countries. The tttst'“ .

possibility is automation, the replacement of thi unskilled by !

mechanized operations. Tending to machines, of course, is not !‘

|
: a
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Table II-16
Number of Electrical Engineering Graduateg *
( in Thousqnds )

dapan DS
1971 15.3 17.4
1972 16.1 17.1
1973 17.2 17.0
1974 17.4 | 15.5
1975 18.0 14.3
1976 18.3 14.2
1977 19.3 14.3

* Bachelor's, Master's, and Ph.D. degress.

Scurce: Steve Kahne, "A Crisis in Electrical Engineering Manpower,"
IEEE Spectrum, (June, 1981), p. 52.
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noccssarlly a skillod occupation, but high wages can absorb some ot the

implicit tong that investment in a stable and secure location_ catns, by

coaparison ulth a low=-wage, and politically and soclally unstablo, -
environments for investment. ,‘.'
The second alternative is offshore production, moving the low
skill jJobs to where unskilled labor is in great abundance. The choice
betueen the two strategies must surely be detcrlinoé by economic costs,

the limitations of existing technology, and the social and political

.costs of adjustment.

This second alternative, offshore production, really zasks a very
hetsrogeneous set of production relationships under a convenient label.
But the differences which exist in the use of these arrangeaents, by
products and by country, are the most interesting and important feature
of this whole class of trade flows. They are interesting because the
variatlon; in the pattern suggest what the key eleaents of the decision
to go offshore are == the hou, why, when, and where of asseably of
different products in different countries. They are important, because

they reveal what policy choices can affect the restructuring of

‘international industry, and what the consequences of these choices are

likély to be. . . .

This study includes, in full institutional detail, an oxantnation

of the ovolutlon of the intecnationalization of production for tho -ost

1-portant ginglt offshore product, semiconductors, and the ottocts on

the most tl;:t;;nt single LDC location, Mexico. Other sections provide
contrasts by oxa-lnlng tho growth and_natuto of these trade tloJ; in
vhat is probably the poorest offshore location, Haiti, and in a country
where this trads gres, flourished, and then wilted, Colombia.
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Appendix 1

Broblems._in_the _Yaluation_of 8067601 _Ilm2arts

Since a large part of 8J6/807 transactions represent the transfer
of a semi-finished product petueen related firms (and thus has no
observable markat value) = offshore production is given a constructed
value as it passes through U.S. customs. 142/ 3y statute 143/ the
constructel value is defined to be the cost of aaterials and
fabrication overseas, plus a markup for general expenses and profit
equal to that ygual (not actuall) in sales of aerchiandise of that
particular kind, exported from that particular country. 153/
Essentially customs value is then Jefined as variable production costs,
plus a m;rxup particular to the country and product.

These problems are not even confined to trade #ithin a single
firm. Even whnen independent contracting takes place, the contracting
firm often supplies inputs gratis, in which case prodlems of valuing an

input with an unobserved price arise. Independent subcontractors, for

example, are fraquently given “assists*" oy their U.S. principles, in ﬁ
the form of loans of machinery, tecnnical assistance, adainistrative
assistance, etc., the value of which could be oaitted froa all sales
contracts and invoices without financial prejuiice to either side.

Note that == except for certain special tools and dies unique to
a specific product - depreciation and other capital costs ought
properly be considered a general expense. Also note that research, N
development, and design costs fall into a grey area of lau. dhen
directly allocable to a U.S.-sade component, they are not considered a f

cost of fadbrication. When nuasrous productlon stages take place inside |
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and outside of the U.S., before a finished product eserges, it.is

ynclear what allocation of basic technical, aidwinistrative, an&

research overhead ought be made to the various stages of produation.
Does the silicon chip from wnich an integrated circuit is asserled
overseas, and then shipped back to the U.5. for testing and pagkaqlng,
eubody tha research cost that went into it as a chip, prioc to,;xport,
as an assemblel integrated circuit, or as a packaged integrated
circuit after it has passed elsctrical tests and is actually ready for
sale?

As might pe imagined, the U.S. Customs Service has had great
difficulty in interpreting this statute. An inforaal survey of Custons
practice at various pacrts of entry along the ve.S.~Mexican dorder, vhere
a great deal of 806/307 trade enters the U.S., in early 198), disclosed
a great Jeal of variation in actual practice. Some Laport specialists
ask for actual fabrication cost, general expensss, and profit, others
make elaborate calculations comparing various cdst ratios among tae
operations they are responsible for, in an effort to monitor "usual"
expsnses and profit; many simple accept whatever declaration is amade
Wwitn miniaal scrutiny. Often, a wide variety of practices is followed
within a single port of entry. The effect of valuation procedure is to
eftectively price the article at its declared cost of manufacture
overseas, plus, possibly, a markup for ganeral expenses and profit. No
imputation for U.S. based tessarch and development expenditure,
adeinistrative ove}naad, or marketing costs is generally made.

Thus, bearing in mind this brief discussion of U.S. custoas
valuation procedures, it is clear that this intrafics trade in

seai~finished goods is reported in official statistics with values that
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have an extremely tenuous relation to an econoaist’s concept of aacket
value. Such trade, because it is in products tnat nave no readily
ascertainable market value, generally is given a constructed value by
UeS. customs. iot only are the statutory requireaents for such
constructed valuation ambiguous and unhelpful, but also customs
officials have responded with an extraordinary varied menus of ad_hagc
procedures, often within a single port of entry.

In addition, the values on official documentation that are
reported to the U.S. Census Rureau, official custodian of U.S. trade
statistics, are substantially revised as more accurate and timely cost
information is received by custoss import specialists. Taese revisions
are often not attributed to the individual transaétlons to which they
are applicable, and frejuently are resolved after the deadline for
sending revised data to Census has passed. One custoas post reported
that the official transaction values for electronic component imports
sent to Census uwere generally 8 to 12 percent below revised
appraisements later made, in many cases too late for the revisions to

be picked up by Censuse.

e - fmm v e
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Appendix 2

Qutaacd_Pracessing lmports._in_the_ 25C

{(witn the assistance of Karen Licker)

The SEC countcies, as doas the "nited States, permit the return of
goods temporarily exported abroad for fabrication with the payment of
duty on the value added. &ssessaent of the value added by custous
officials in the EZC differs from U.S. procedures, dut in principal the
outward processing provisions of the EEC are very similar to the
UeSe. BLE.3I0 and 837.00 provisions. The SEC countries are subject to
more complicated procedures for allowing the re-import of assembled or
treated good with partial duty relief, however.,

Up until 1975 most of the EEC countries providel some fora of duty
relief for goods re-imported after treatment abroad. ‘!lowever, the
application of these provisions varied from country to country within
the community. In 1575, the council of the Zuropean community issued a
directive regarding the "Harsonlzation of outward processing
tequlations.™ "Inward arrangeaents™ allowing for the exemption of any
export duty on goods processed Within the commaunity, have been in
effact since 1969.

The directive makes duty relief consistent and uniform throughout
the community. 1In essence the directive states that the duty due upon
re-importation of a good after the treatasent is to be reduced by the
azount of duty that would have been charged upon iaport of the

originally exported coaponents had they been imported alone at the time
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of re-entry of the product.

For statistical purposes each of the EEC countries have adopted a

naae for the type of outward processing transaction discussed here.

Tney are as follows:

. Bslgius - Pegine du perfectionnement

passif == Regeling Passive Veredeling (PPV)
danmack - Passiv Foraeling

Ecance - GExportation teaporaire industrielle
Garzany = vrassiver Veredelungsverxehr

Ireland - QJutward processing

ltaly = Teamporanea esportazaione per
perfezionasento passivo

Luxeabourg - <Rejime du perfectionnezent »assif
datherlands = Voorwaardelijke vrijstelliang voor
goederen welke worden wederingevoerd na te zijn,
bewerkt, verwerkt of hersteid (passieve
veredeling).

Unjited_Kingdom - Outward processing relief.
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Footnotes

1. The term "production sharing" was coined oy Peter F. Drucker
(see his article in the dall_Stcest_Joucrnal, “The Rise of Production
Sharing,*" March 15, 1977). The terams "offsnore production®,
“production sharing," and "co-production" are used interchangeably in
this book.

2. Petar F. ODrucker, "Production Sharing, Concepts and
Definitions,” Joursal_of Elagstaff_Institute, January 1973.

3. Various studies by the U.S. International Irade Commission

contain the following summacy of the U.S. Custoas treatment of 8J6.3¢

and 8987.99:

“items 306.30 and 82%7.50 are provided for in

schedule 8, part !, subpart B, of tae TSUS.

Pursuant to the provisions of item 305.3), articles

of metal (except precious metal) that nave baen

manufactured, or subjected to a process of

manufacture, in the United States and exported for 9
processing and return to tne United States for
further processing ar subject to duty only on the
value of the foreign processing. Under itea
807.03, imported articles asseabled in foreign
countries with components that have been
manufactured in the United States are subject to
duty upon the full value of the faported product

less the value of the U.S.-fabricated coxponents

v anmwes o cme e
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contained therein. No further processing in the
United States is rejuired for articles iaported

under item 807.00.%

(See, for example, Ipppris.indec. ltems.dlea.dc_and_307.20.0f _the_ Taciff
acbedulas. of _the_udpited Statese.12727=1980, U.S.I1.T.C. Publication 1170,
July 1961, p. 2).

The specific language of the 807.00 provision, which covered 98

percant of the combined imparts under the two items in 1937, refers to

4.

"Articles assembled abroad in whole or in part of
fabricated componants, the product of thz2 United
States, which (a) were exported in conlition reaily
for assenmbly without further fabrication, (b) have
not lost their physical identity in such articles
by change in form, shape, or otheruvise, and (¢)
have not bee advanced in value or i=mproved in
condition abroad except by being asseablsd and
except by operations incidental to the assembly
"“process such as cleaning, lubricating, and

painting.”

Japan also has special tariff arrangeanents permitting

duty~-free reentry of Japanese-made components assembled offshore, but

their use appesars to be much more restricted than is the case in the

Ue3s and EeEeCe See U.SeI.T.C. (1970)' Pe 323 UNCTAD (1975)' Pe 21-22.
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S. See McKinnon (1981), Xeesing (1979). .

6. See Mira dilkins (1974), for the history of U.S. diré%t
foreign investment, ?ranko (1976) for Zuropean investaent. Sigaificant
volumes of Japanese direct foreign manufacturing investment in ;he
postwar period did not begin until the late 1962s. See Sekigucii
(1977). :

7. Such as Froebel, Yeinrichs, and Kreye (1339).

8. See also Yoshihara (1978), Pp. 37-33.

9. See Franko (1976), ép. 126-132,

10. JSee ;he discussion of EZuropean trade polizy in
semiconductors, in this book, for a particularly clear examwple.

11. Complete, detailed statistics on 807 only are available from
196y on. The ITC maintains these data in completely disaggregated
(country/nroduct) form on magnetic tape, in addition to its less
detailed published reports.

12. Essentially, B8)6.3% permits the reimport of "fabricated" but
effectively unfinished metal products into the U.S. for further
processing; 807.3) peraits the "assemdbly® of finished goods for
reexport to the U.S. for final consumption. Over the years, the
definition of what "assembly™ is has been expanded tnrough a series of
decisions in the U.S. Custoams courts. See Lebowitz (1379).

13, Section 807.00 of the Tariff Schedule of the U.S. (TSUS)
came into being in 1963 as a techanical change suggested in the
Us.S. Tariff Commission®s Tariff Classification Study, codifying into
law pravailing practices resulting from Custoas Court decisions of the
1950s. rho only substantive change introduced by this legislation was

to no longer require that asseabled components be sudbject to the
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requirenent of "constructive sejregation," whereby asssnbled components
had to be capable of veing resoved without injury from the item in

which they were placed. Slijnt chanjes in this tariff section were

legislated in 1965 and 1966. See U.S. Tariff Commission (1970),
Pp. 15-20.

In 1666, 4nen Mexico’s Border Industrialization Prograa ==~ which
depended upon 897 for its continued success =- began to really grow,
organized labor becase concernad about section 8)7. Since 1967, the
AfL=-Cl0 nas sought repeal on numerous occasions. See testimony of
¥. Soldfinger befora Subcommittee on Trade, House VYays and Means
Committee, March 25, 1976. B

14 There may also be'soag small cost to the firm of maintaining

adninistrative and legal records, and their adainistcation, required by

tne special custoas orocedures for entry of 506/8C7 iaports.
i5. Examples of such inputs being dutiable acre non-7J.5.-madse
materials or components, "assists™ of a tecanical or administrative
nature, machinery, or tools.
16. This figure corresponds to imports of asnufactucred goods
classified chiefly by material (excluding iron and steel), machinery
and transportation equipment, and aiscellaneous aanufactured articles
from the sestern hemisphere (excluding U.S. and Canada), Asia
(excluding Japan), and Africa. See U.S. 3ureau of the Census, )
digblights.af U.S._Excort and_Imeect. Icade, (Deceaver, 1977). 3
17. See U.S.I.T7.C. (193)), Appendix tables. Actually, 805.30 .

imports of metal itews froa the entire world amountel to $29.6 atllion

(or 2.2 percent of 306/807 imports from LJCs). There is no esasy uway to

separate out faports of these items coming froa LDCs, and exclude thea
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S0 as to match our definition of manufactured imports. In any event,

it would not affect our calculations in any significant way.

18, U.S. Departuent of Commerce, Bureau of Zconoaic Analysis,
UaSs.dizect loysstiaznt._dbroade 1911 (1981), Table Il.I.20.

19, See UeSeIeTeCe (1983), pe 1le In 1969, tae UeS. Tariff
Commission (the ITC’s organizational predecessor) found that roughly 49
percent of the total value of 0.S. 876/807 imports, and 52 percent of
the value of u.S. duty-free cowponents reimported under 895/807, came
from U.S. overseas investaents. The divergence exists because aany
8)6/7937 imports ar2 foreign auto imports from developed countries with
very small J.S. parts contants. These auto imports froa foreign
producers amount to a large oart of total 306/837 iaport value, anl a
very small part of reimpores of J.S. componants. Since autos 3o not

appear, in general, as iaports froa LDCs, presumnadbly auch higner

percentages of 306/837 imports from LDCs are from U.S.-owned firms.
The ramainder of 807 imports in 1963 cama frows U.S. firws Jdealing
with independent jobbers and contractors abroai, anl foreign firas
securing J.5. components for their exports to the U.S. Somns 58 percent
of the total value, and 40 jercent of the U.S. value of 575.30 imports .
caae from U.S. foreign facilities in 1969.
In the U.S. facilities shipping 877 exports, sowe €3 percent of

tne value of 807 exports uas shipped by facilities shose amain

activities were 807 asseably operations.
See U.S. Tarift Coamission (1970), Pp. 6-7, 147-149,.
20. Unfocrtunately, there are no data available on which 8067807

faports are related party transactione.
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2l. This done in Appendices 2 aﬁd.a to this section.
22, More detailed information on the relative importance of
806/807 imports and related party impports in overall imports of these
? iteas is given in Appendix Tabnle 4.
§ 23. See U.S. Tariff Coamission (1973), 2. 6.

24. #Product categories included in "other"™ electrical egquipuent

are?

Electronic memories Radio apparatus and parts
Transforaers Phonographs and arts
Electric motors, jenerators, Slectric housahold appliances
etce.

Radio telegraph, telephone Loudspeakers anl

navigational and radar . applification equipment
apparatus

Electrical conductors Tape recorlars ani players

o~
‘

|
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|
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.,
dther miscellaneous electrical Radio-phonograph and other
products consusel electronic
combinations
Certain heating, welding, Slectric lamps
soldering equipaent
Coanopnenis:
Capacitors

Resistors and Parts
Electric Tubes (except x-ray) and parts

25. See U.S.I.T.C. (January, 1980), Pp. 41, 44.

26. Sea@ the testimony of Melvin Kleeblatt before the
Subcommittee on Labor, Committee on Education and Labor, U.S. House of
Representatives, April 26, 1967.

27. Morawetz (1981) also lists labor productivity differentials,
quality control, and punctu3ality of Jdeliveries as major problemns in
Colombia, relative to Asia. Since, however, foreign firms can set up
their ouwn garment export opetat}ons in most other parts of Latin
America, it is doubtful that this is the major reason for tne relative
dearth of garment exports from other parts of Latin Amverica.

28. The aajor exception is Brazil which contributed about 87
percent of the value of its 807 exports to the Unitsd States in 1977
and 1978. )

29. See International Irale Commission (1975), p. 4l.

30, See 3Jennett and Sharpe, (1979).

31. According to the U.S.I.T.C. in Cactain._¥aotac_Yadicles_and
Cactaln.Chassis.and.Godies. Thacsfor, (U.S.I.T.C. Publication 110, "
Dacember 19680), U.S. producers”® shipments of cars ani light trucks in
1978 were valued at about §74.1 billion in 1979, sages paid to L
production workers about $21.9 billion. This compares to about $123.4 @
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million in Mexican engine, vehicle, and other parts exports to the

U.S. under 806/807 in 1973, and about $81.3 aillion in dutiable value
(based on unpublished U.S.I.T.C. data tabulated from magnetic tapes).
This amounted to about .2 percent, and .4 percent, respectively, of
UsSe industry shipments and Jages. [In 1978, Mexican 806/8)7 exports of
“motor vehicle parts, motorcycles, tractors, off~the-highway type work
vehicles" amount to roughly tsd=thirds of total parts exports, so even
if tnese exports were not entering under 806/807, taey could not have
exceeded tuice these small percentages. .

32. See jauw_Yorg_lizes, (July 6, 1981), ». D5. The figures
refer to parts shippad from all foreign countries (iancluding sestern
Europe and Japan), not just Mexico. Much of these iwports will incluie
parts completely manufactured (and not jJust assembled from U.S.~made
materials) abroad.

33. See Susipngss_desk. (August 31, 19321), p. 35J.

34, See Jey_Yacrk.liamas (July 21, 1991). The p»roposad content
rejuirements are 75 percent of value focr producers selling over 20),000
cars per year, 90 percent for coapanies sellinjy over $596C,3)) units
annually.

35. This is discussed .n the next section.

36c UeSelele.C. (March, 1977), Pp. A=8 to A-l),

37¢ UeSeleTeCo (May, 1930), Pp. A~16 to A-18.

38. [bida, P. A~4),

3%« UeSeleTeCey (June 1981), P. A=29.

40. Ihidas Yagnavox (owned by the Dutch °hilips group) is

classified with the U.S.-ouned producers in this coaparison).
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41. Lbhidas Pe A=51. T4o other factors say also influence the
apparently greater labor intensity of U.S. production. First, %here
are still color talevision sets that are nainly produced in the,

UsSe from UeS.-made assemblies, anil these are being aggregated ;lth
U.S. facilities that finish offshore~produced sets, thus blasid; our
desired comparison between Japanese sets assembled in the U.S.,?an:
U.5. sets assembled in the U.S. trom offsnore-produced assemblies.
Second, the Japanese nave made innovations in color t.v. circuit design
taat reduce required labor input.

42, UsSeleTeCse (May, 1932), P. 11. They alsd> recoanended that

restrictions continue on Taiwanese and Korean iwoorts, uwhich were

characterized as likely to increase in the absence of the JMAs. It was

suggested tnat Taiwan’s gquotas be reviewed when "the process of
investment fn production facilities for assaembly in thea Unjitad States
continues to the point that, like Japan, it is no longer a3 serious
provlem for tne domestic-pased industry” (p. 13). Tais finding was

recently reversed by the Je.Sel.T.Ce in its June 1931 report on the

industry.
43. A similar fear of izport restriction apparently is one of .
the motivations for recent Japanese decisions to start largje 'ﬂ

semiconductor manufacture ani assambly operations in the U.S., in liau ;
of exports. See the semiconductor case study later in this volume.
44. ITT recently rescued its troubled Zuropean T.V. sales from
intense competition by concentrating all European T.V. production in a ;N
single, highly-autoaated, large-scale facility in Geraany. See
Business_idssk, (August 31, 1981), Pp. 61-62. :




45. MNau_York_ fLizes, (April 29, 1981).
46, See Table II.6.

47. See Table Il.S.
«8. In early 1974, Japanese cumulative direct investaent a in

atfiliated companies amounted to (in million of Jollars):

Taiwan - $110 Korea - $31% Hong Kong 35 «8

Singapore - § 895

Source: Bank of Japan, as reported in Yoshihara (1374), Pp. 27-29. i

49, 3ee Developing World Industry and Technology, June (1978), ‘
Ppe 29=31, The IIC mentions a jump in imports from Taiwan and Korea
after the imposition of the Japanese 04A as related to the imposition
of the Taiwanese and Korean IMA’s in 1379. (See U.3. ITC (day, 193C),
Pe A=3).

50. See Yoshihara (1978), Chapter 1.

51. Sekiguchi (1977), P. 73, and footnota S. 1

52, VYoshihara (1978), ?. 23, and Chaptar 4.

S3. Japan clectrical Machinery Industry Association (JEMIA)
(1Ja33) in Japansse, P. 2. ,

S4. Ibid. 1

55. U.S. Department of Commerce, 3Jurean of Econoaic Analysis,
Ue3. Direct._Invastment Abroad. 1211, (Apcil, 198i), Table II. G.d.

56. Japan Electrical Machinery Industry Association (1990), f
P. 189, I

T T, Y b
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57. See Lee (1980), Pp. 28, 23, 39.
58, See G. Ranis (1979), P. 249.

59. See Yoshihara (1978), Pp. 165~169. g

69. [bid, Pp. 159, 175. See also U.S. Departuents of Coamerce, |
Global_Jargel_Suryey_=_ilecitonic Compopents, (1978), P. 81.

6l. See the semiconductor case study.

62. Yoshihara (1973), Pp. 163-~155.

63. Jbid, Pp. 26, 31l.

64. Ibid, P. 28.

65. Sea the semiconductor case study. ]

66. JEMIA (1930), Pp. 257~261.

7. lLhid.

6d. Actually, we have been unable to locate any published

statistics or analysis of their usa, though their existence is often

mentioned.

€Jd. See UNCTAD (1975), Pp. 21-22. A more extensive discussion
of these Japanese taritfe-sparing arrangements may be found in section

of the semiconductor case study.

7¢. For evidence that Japanese firms have GSP and quotas in aind
wnen they choose offshore production locations, see the case studies of
international subcontracting presented by S.S. Lee, (UN ESCAP TRADE
PRUMOTION CENTRZ, Bangkok) at UNCTAD, Semipac.ca._docti=Soutd
Complsmentacy_lotra=lndusicy_Icada, Mexico City, (July 1979).
UesSe firas also use them: for instance, note tnat all Japinese imports
of integrated circuits from Southeast Asia (some of which are produced
in offshore locations by U.S. firms) entered under the Japanese G35P

systen in 19y78. (Ses the semiconductor study and 0ffice of Producer

4 mr i ena mm e it e s e el ——
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“

Goods, Department of Coamerce (1979), Pp. 962, 363 3A Asia (1979),
P. 109). ‘

71. Note, incidentally, that Japanese foreign investament is much
more likely to be found in a joint venture Lthan U.S. investmentl. See
Yoshinara (1378), Pp. 39=x6.

72. Perhaps the situations is best described Sy these coaments
of the Japanese coamsrcial attache® in Singapore, when asked if recent

wage hikes would briny more sophisticated operations into foreign-owned

plants:

“"There is little prospect of more sophisticated
ventures being estadlished in Singapore,"

Mr. Nayashima said. "Japanese firms «xeep their
businesses in Japan until they lose their
competitiveness. Then, they move out to take
advantage of lower 4ages or to establish axport

markets abroad."

Froa Asian.dall_sstreat._Journal (March 23, 19s1), 2. 20.
73. See 3erthomieu and :Hanaut (1980), P2. 49-50.
74. See Finger (1975, 1977).
75. See the semiconductor study for a more extended discussion.
76. Froebel, delnrichs and Kreye (1982).
77. Ibida, Part 1I.

78. Ibidse Compare the 23,000 Asian employees with the 200,700
employed by U.S. firas in 1377.
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79. 1In the GSarman apparel industry, some 70 percent of all firms
maintain soae form of production abroad. IRids, P. 107.

8)., See the semiconductor case study for a detailed discussion.

€l. See Office of Froducer Econoaics, U.S. Department of
Commerce (1979), Pp. 97-95.

82. Actually, motor vehicles and parts ought to be added to the
list for the U.S. but their import into the U.S. is rather special,
related to the link between auto sales by U.S. companies and exports,
in the Mexican market, and the historical decision by the J.S. auto
firas to secrvice thelr overseas markets from direct investwent instead
of exports.

B3, See the semiconductar case study.

84. froebel, Heinrichs, and Kreye (196)), p. 329.

5. See the Mexico case study on the types of U.S. firms found
along the Mexican border; Froebel, tieinrichs, and Kreye (138)), 2?art I,
on the types of German firms involved in apparel subcontracting.

86. lbids, Pp. 140-141.

37. Morawetz (1980), Pp. 103-114.

8. Ibidas P. 111. Hanagers of apparel factories intervieswed by
us in laiti and dexico stressed the importance of managing production
flouws within the shop efficiently.

99. See dexico and Haiti case studies.

30. See the semiconductor case study, for a discussion of
factors influencing automation in semiconductors.

91. Open communication between managers and employees in
"quality circles"” is also stressed it should be noted. For more on

automation in Japan, see jorli Businsss_idsskly, (Apcil 7, 198)),

e . R © esiemm i m b eemie e eam s = mamiave
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Pp. 22-23; Asian.dall_stcest.Joucnal (April 13, 1981), P. 1.
92+ A« Spoeth, Asian-Hall-&::sa:;dnuxnal (March 23, 1981), p. 1.

93. And is particularly easy to document in tae serxicondustor
industry.

S4. See the compendium of ooinions on Pp. 107~-118 of House Hdays
and Jdeans Committee, Subcomaittee on Trade, (1376).

93. The Japanese tendency to keep production in Japan, until
forced to relocate abroad to stay competitive, or to penetrate foreign |
markets, may be, in essence, a program to transfer ts Japanese dJorkers
3 technological rent that might otherusise be Jissipated with
comnpetitive price cuts by Japanese firms producing offshore at a lower 3

cost.

96. An arqu;ent used by organized labor. See the reference in
footnote 12.
$7. Finger (1976, 1977) atteapted to neasure tnhnese 2ffects in
tne U.S., West German, and Lutch economies by assuuwing?
a constant 2lasticity of import demand «ith respect to price,
identical for all sectors, and egual to the overall elasticity
for manufactured goods in the U.S.
1. perfect substituiability of foreign conponents for U.S.-aade
componaents. .
4s a constant elasticity of foreign component and “assembly’
supply with respect to price, with fixed assumed values,

constant across sectors, and consistent sith the overall

supply elasticity of manufactured exports to the U.S.

L P ke




with Finger’s conceptualization, the reason 6 percent or so of

J.5. imports come tounder 876/8)7 iIs that the price of foreign ;sse-bly
and coxponents have risen to the point where it would be uneconfltc to
use more foreign components in output for the U.S. mnarket. rhuég the
division of imports between 836/%907 and wholly foreign impocts is
deterained by the condition that the marginal cost of using N

U.3. componaents 1s just equal to the amarginal cost of supplvlng:

foraign~-made components to a foreign assambler.

The evidence reviewed in this voluwe for the SCJ industry (which
accounted for 1/3 of the U.S. components used in 506/807 imports in
1978) points to somewhat different assumptions:

there are nuaerous signs that the supply of foreign “assewbly’ is
infinitely elastic at a price determined by LDC miniaum wage standards,
while Finger assuased an elasticity of 40. Also, as «ill be noted
below, these assuaptions overlook the effects of country-risk on import
sourcing decisions, which have important consejuences for >roducer
benavior. Finally, while the conceptual framework is ingenious, the
numerical elasticities =~~ constant for all products == are highly
suspect, and the empirical results of dubious value.

98, Sea the case studies of Mexico, Laiti, and the semiconductor
industry for more discussion of this point. Froebel, Yeincichs, and
Kreye (1980), Pp; 78=79, 114-115, document this for the German apparel
industry. For a comparison in the electronic industries of the U.S.,
Sseden, and Germany, see Weiss (1978). Por the U.S. slectronics
industry, see Bureauy of Labor Statistics (1963), P. 35; women nade up

more than half of production workers in consuaer products angd

B . D R I R I S ———em a e e e . —




134

components in the U.S.
¥J)e See, for exaaple, .Ce. Estall, "The Electronics Products
Industry of New Zngland,”™ gceagaic_Zeoacachy (July, 1953), P. 20).
19%. See Glenday, Jenkins, and tvans (1930), Pp. 16=-17; Neumann

(1978), P. 111-112. i
: 101. In addition to the sources in the previous footnote, see
Jacobson (1378), and 3ale (197€).

172. Gienday, Jenkins, and Evans (198y).

103. Froebel, Heinrichs, and Kreye (1983).

124, lIbid., P. 34), citing the ILD, Smeloyaeat.Grouid.and_Basic
Needs (Geneva, 1976), P. 18.

105. dorid Bank (1983)), Table 6.

106. JIbid., Table 3.

107. ESCAP (1373), P. 58. Data for Taiwan in 1971 show
elactronics accounting for under 4 percent of industrial production;
see Ranis (1979), P. 24).

108. In Barbados, which is not generally included in the
statistical tables used, offshore production is thoujght to account for
j 10-12 percent of GNP} see tae remarks of u. Worrel in UNCTAD (1979).

Jf a total industrial work force of about 12,00), sozse 3,000 are

employed in electconics; see "Special Report =- [Industrial
bevelopaent/Site Selection,” Elactronic_Engigescing_limas (May 4-11,
1981).

109, These issues are generally the same around the world, are
discussed in much greater detail in the Mexico and Haiti case studies.

, . Ses also UNIDI (August, 1937), Pp. 10=~12.

r
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110. In the Asian axport processing zones, it is estimated that
up to 85 percent of the labor force is under 39, unsacried, or married
without children. (Jbid.)

In 7aiwan®s zones, where detailled data on 4orkers by ige and sex
is availaole, 84 perceant of the labor force is female; 42 nercent are
somen under 29, 78 percent soamen under 39 (Taisan, Export Processing
Zone Administration, Esseutial_Statistics, December, 1979).

It is interesting to speculate that in Haiti, 4nere female workers
seem to be older than elsewnere (see the iiaiti case study), the ratner
informal nature of the marriage oond in the local population might be
related to the relative Qatutlty of the labor force.

111. 1In German apoarel firas, for example, in the industrialized
countries some 22 percent of the labor force was ovaer 40 years old,
compared to S percent in affiliates in the developing countries. 3See
Froebel, tHeinrichs, and Kreys (1980), P. 114,

112, See the 1ex1c& case study. (n Xorea, a survey of 6) male
and 171 female employees in the Masan export processing zone found only
47 nale and 34 female employees with any previous sasjloymant
axperience. Uf the total k231 enployees), 198 were froam the provinca
in Jhich M4asan is located. See Choe (1975), P. 243,

In 3ingapore, the startup of textile and electronics asseably
plants is credited as a major factor in a huge jump in labor force
participation in young women since 1968. See Siok-dsa (1977), ™
Pp. 369-371, Chen~-Tung, Pp. 168-~169.

113. In tact, if an offshore country faces a downward sloping
denand for {ts labor, there will qehetally be an optisal tax rate it f

could charge. If the host economy has limited means to set or enforce
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such a discriminatory tax policy, a second-best policy would have 1t
set the wage paid by the foreign investor above the market #age. This
point is discussed in the seamiconductor case study.

114. UNIDO, (August, 1950), P. 16

115. Choe (1375), P. 247. 1n recent years, wage levels in tne
Zones have fallen below the Korean averages ror apparel and
electronics; in earlier yeérs, they were higher.

The statistics for the Masan zone (sea Table II.12), incidentally,
show female workers® monthly earnings at less than half of the earnings
of male dorkers.

116, Compare the figurtes in Taiwan Export Pracessing Zone
Administration, Essential_Statistics, for various years, #ith apparel

and electrical machinery averages in the Statistical_XYeacbook_of_the
kepublic_of _Chipna.

117. Por Mexico, see U.S. Department of Labdor, Bureau of
International Labor Affairs, Country Laber _Profile _==__¥exico,
(iash?ngton, 1979). For Haiti, see the case stuly in this voluae.

113 USXIDO (August, 1989), Pp. 22,33,

119. Ibid., P. 18,

120. See Froebel, Helinrichs, and Kreyes (1930), Pp. 320, 351-364;
Nayyar (1978), 2. 77. Even in socialist China, manajers of offshore
plants have, to a liaited degree, w#on a tiéht to disniss workers, as is
not the case elsevhere in the economy. See Heyg York_Iizes, (September
3, 1981), P. 3.

121. See the 4Haiti and Mexico case studies, aad UNIDO (August,
1983)' PP. 25=29,
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122. Ranis (1979), ¥F. 248,

i23. See the seaiconductor case study, and the U.S. Departaent
of Commerce, Office of Producer Economics, (1979), fp. 29-30.

124. See UNIDD (198)), P. 31.

125. Tnis is described in Jetail in the seaiconductor case
study.

126. ™“3ingapore: 23JJ," Scieptific_Aascigan (August, 1981),
Pp. 35.

127. see Asian_¥all_Stceet_Jdoucoal (Januacry 5, 1981), P. 1 (May
« 173 (June 9, 1989), P, 16.

by o]

25, 1981),

128. Par_Eastera.Econoaic.lsvieds (October 19, 1979), Po. 81-R3,

123. see Asiap.dall_isc2et_Jaurnal, (*acch 23, 1981), P. 20;
(January 5, 1981), P. 1.

130. Froebel, Heinrichs, and Kreye (1932), Pp. 368-369, 383-385,

131. Ibi3d. The export processing zone statistics usel in tais
section for Korea and Taiwan, show those declines. The declines,
however, wete not confined to export processing zones but occurred in
other sectors of the affected economies as well. For Mexico, see the
case study in this volume.

132. See tne semiconlductor case study.

133, See the first part of this section,

134. Table 2.14 shows this.

135. QNew_York._Iimas, (December 27, 1930), P.D1.

136 As reported in the Susinsis_dgek.

137. Heu_York._limas, (Deceaber 27, 19€7%), P. D=1 (April 21,
1¥80), P. A23 Ear._Zasterp.Economic.Bexlaeu, (Macch 7, 1980), Pp. 4d~45.
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138. Ffroedbel, deinrichs, and Xreye (198)), Pp. 71-7S5, 103-110.
139. Ibid., Po. 97-9d; Jsu_Yerk Iines, (Deceader 27, 1980),
P. Dl.

140. dorld Sank lending studies of the social return to
investment in export processin3 zones generally shos a 13 to 15 percent
return. (UJILO (193)), Pp. 24-25). Studies of the Xorean {asan and
Taiwanese Kaohsiung zones also show large socfal returns. See Seoth
(1979), °p. 338-340; Choe (1975).

141« See Developing Aorld Industry and Technologyy, Iac. (1973),
Pe 78; Abegglen and Rapp (1972), Pr. 44-43.

142. See UsS+I.TeCe (1930), p. 11.

i43. Prior to 1989, shen a new valuation code took affect.

144, See A. 7. Lebowitz, llem 541:03, ¥Manlel anid Srunfald

Seainar notes, Mandel and Grunfeld, New York, Novembder 1979.
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Yor 1969-1971 only 807.00 values are given. The 806.30
values, wvhile available, are usually very small compared

2. Whare boxes are blank, valuas and percantages are sither zero

or nagligible (less than $100,000 or less than 0.05 perceat).
3. p.a. = not available

Data not available for Korea in 1980, and Brazil, Baiti,

El Salvador, Dominican Bepublic and Colombia in 1979 and 1980
Sources

Tor 1969~1978: Printouts of special magnetic tapes from US
Intemational Trade Commission.

Por 1979-1980: Tariff Items 807.00 and 806.30 —~ US Imports
for Consumption, Specified Years, US Intemat Trade Commission

.June 1980 and June 1981 (multilith).
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Notes

1. Por 1969-1971 only 807.00 values ars given. The 806.30
val.:;-. wvhile available, are usually very small compared
to 7.00.

2. ‘Where boxes are blank, values and percentages ars aithar sero
or negligible (less than $100,000 or less than 0.05 percent).

3. n.a. = not availadble
Data not available for Korea in 1980, and Braszil, Haiti,
El Salvador, Dominican Republic and Colombia in 1979 and 1980.

Sources

For 1969-1978: Printouts of special magnetic tapes from US
Internstional Trade Commission.

Por 1979-1980: Tariff Items 807.00 and 806.30 -~ US Imports
for Con tion, Specified Years, US International Trade
Commission June 1956 and June 1981 (multilith).
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Table I1 A-S5-1

West Garmany:

Origin of Passive Improvement Re-Imports,
1976-78 (Millions DM)

1976 -

1977 1978
Percent ercent ’ Percent
Re-Imports Comp. Re-Imports Comp. Re-Imports Composition
All Countries 2,594 100 2,352 100 2,189 100
Burope 2,356 91 2,062 8s 1,818 834"
Great Britain 128 L 90 & 2 .09
Switzerland 253 10 190 8 3 2
Austris 348 13 213 9 28 1
Yogoslavia 664 26 666 28 682 30
Poland 190 7 210 9 204 9
Hungary 275 1 318 14 346 16
Africs 3 .1 S 2 8 H 3
Tunesia 2.8 1 4.3 .2 6.2 .08
Amarica LY 2 73 3.1 73 |
U.S.A. 46 2 S1 2 56 3
Canads 4 . 2 1‘ . 6 & . 2
Meo . 03 Y 001 - - . 7 . 03
Brazil 7 3 7.4 .3 12 5
Asia 179 7 212 9 290 13
Cyprus .06 +002 4 1 S .2
Pakistan 2 +07 1 .0 1 .05
Malaysia 39 2 48 2 68 3
Singapore 55 2 46 2 51 2
Philippines 20 .8 26 1l 3 2
Pecple Rep.Ching .8 .03 1 .0 2° .09
South Kores 3 ™ 1 ‘ . 3 15 - * 7
len 11 o‘ 9 03 ' 15 - .7
Taivan 29 1 41 2 56 3
RongKong 18 o7 28 1 &0 2
Source:?

Zusammenfassende Ubersichten flir den Aussanhandel, lu);c 1,

1978, Statistisches Bundesant Wiesbaden Verlag: W. Kohlhammer

QR Stuttgart und Mainz, 1979.
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Percmatage of Total Ceruan Imports Which Rave Been Fabricsted Abrosd
(4114008 D.N.)
b () 7Y 13 ]
Total Total 4 Total
¢ Commedity Grevp Inports Ba-Iaports Inports Re-1aports lspotts  Re-Impores :
« ;
1 tu 36,037 .08 39,306 .08 38,608 .08 J
All Industyial ’
Producty 183,27 1.4 192,775 1.2 201,783 1.1
All Rav Yaterisls 36,097 004 35,154 0= 30,786 e
= Taxt{le Pibere 2,402 06 2,174 .001 2,013 .001
Inte ze 3,609 .03 35,453 .01 37,926 .00
- Textile Yara 2,417 .3 2,333 .08 2,9% .003 !
& Thread ) :
Partially Pinished 112,488 2.3 122,168 1.9 13,471 1.6 i
Prodycty :
All type Textils 3,617 1.1 6,134 N 6,708 .2
Fabrics, 4nel.:
Padrics frem
- Synthetics 2,350 1.4 2,769 N 3 3,085 .1
« Wools, Other 1,569 .08 1,722 .2 1.908 .07
Animsl Naive
« Cotton 1,2% 1.9 1,316 1.1 1,3% .1
. = Bemp, Tlax 266 1.4 327 1.0 2 .09
lesther 8504 .03 872 .03 886 .003
Skins, Turs 366 .9 420 1.1 404 1.2
Paper, Pulp 3,300 02 3,37 .009 3,453 .006
Veneer Plywood " .004 1,039 .008 1172 .003
Porcelain Products 348 .03 86 .01 ”»e D=
Class 419 1.9 419 N ] 43 3
Plastics 4,388 % ] 4,685 1 4,626 .08
Alusinus 7 1.3 [ ) N 769 0=
Other Bastic Metals 288 .2 356 3.0 397 02
Iinished Products 0,064 3.0 8,92 2.3 98,129 2.2
All types Clothing 10,157 12.7 10,767 1.7 11,6602 11.6
= Cartain Woel 114 42.0 333 3.0 43 33.3
Clething
- = Cartain Cottea 18 4.0 1,006 4.5 1,009 3.3
hing
- Cortatn 2,460 8.7 2.510 4.7 2,937 6.1
Syathetis -
Clething
q

- ccamme o e - - e smwm s wmmeim e e
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Table YI A-5-2

(con'e)
112/ ™YY N
Total % Total % Total z
Coumadity Growp . Iapozts Ra-Inports 1mporte Bo-Ingorts laports Ra-1aports
« )
Tubbarvere 1,0% 2 2,006 .08 2,000 .m
Ostlary ” 1.0 116 - 1% -0
Tools, Agri. Equip.  3M 12 454 J m -
(nst Trecters)
Coaveyer Rquipment 603 1.1 633 2 826 .01
Other Iromware 3,33 2.8 3,538 2.8 3,9 .
Lesther Shoss 1,70 2.5 2,01 2.2 2,29 2.0 :
Other Leather Goods 1,097 X 1,23 4 1,40 .3
Machinsry ;
- Paper & Printing 380 .4 "0 1.3 2 3
Machinas
- Pumps & Pressure 1,434 1.3 1,61 9 1,53 a1
Machines
- Pover Nachinery o3 .- T 2.0 53 a1
- Pood InSustry Mach. 870 1.0 319 1.1 1) .2
- Tool Machinery 1,031 2.8 1,214 1.6 1,517 9
- Agricultursl Mach. 830 . 2.0 " 1.8 ”3 11
~ Mach. for leather 722 1.8 ” .6 ”2 3
- Eloc. Nechinery 13,374 3.8 13,9% 2.8 15,57 1.9
~ Off1ce Yachines 3,323 - 3,348 3 4,012 .2
- Other Machinery 4,259 1.8 4,78 . 5,193 3
Other Geods for 1,199 1.2 1,207 . 1,9 -0-
Business Matals
Precisics Machinery = 12,374 11 13,94 X 18,974 .-
- Optteal 2,67 3 2,800 a 3,204 .08
Instruments
Plastie Ovode 1,6n K 1,60 . 2,039 -
Pharmsceutiesl Pred. 1,920 0 2,197 .04 2,5% .0
Adveraft 2,047 0 3,160 -0~ 3,358 -0~
Mstonsdiles 10,919 .8 12,800 .4 14,99 1.0
) Tlla, Pils Nelsted o 1.9 » 12 B " 1.
' fhete Chemical Pred. m 3 (3] .0 "y -0~
Wetehes; Clochs “ 1.4 23 2 “l J
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Table II A-5-2
Coen’t)

R Y o :
Total 3 Total 3 Total g 3
Cosmndity Growp faperts Me-Ingorts 1Inports De-Isports Imports  Re-Imports -
Weeical Iastreneats 108 S nn a w % a g
Toys; Polle 336 1.1 (LYY 7 e K *
* i
Other M m“.) z.m 2 3.”7 '“ ’.’;’ A Y 06 1’
Other Pinished Goods 4,370 2 3,30 2 34 ¢ ’

\

-
y 4

Seurca: Zusmamenfassends Uberpichten fur den Aussenhandsl (1978), Nersusgeber: °

Statistishches Bundasant Wissbaden Verlag: W. Koblhasmer GMSE Stuttgart -

uné Mains.

P L. d . . ces e A P SR IR TR
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Table II A-35-3

~ Geographical Origin of Outward Processing
Ra-Iuports, Netherlands, 1978

Percent
Country B __
» TOTAL 100

Other Western Europe . 5.6
Eastern Europe ' 5.5
Asis .94
Other Countries 8.5

Source: Netherlands, Central Statistical Bureau, Maandstatistiek van de
buitenlandsie handel, (January, 1979), Table 8.

S w s ow. e
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Table 3% A~3-4. Batherlands:

Totsl luports and Passive Isprovement Re-lmports
as Percent of Total, Jsnuary -~ September 1979.

Re-Iaports
Commodity fretragtr -l

All Products 96,930 2.8

Mainal Products 2,292 3

Plaat Products 6,572 “

(tobaceo, veg. oils, ete.)

Pood Products 5,561 2.6

Minaral Products 20,682 B

Chemical Products 7.8 1.4

Plastic; Mubber Waves 3,338 11

Skins, Leather, sto. ns .2

Wood, Charcoal Wares 2,066 1

Paper; Rslated Products 2,902 15

Textiles; Related Products 7,212 . 1.4

Readgear; Footwear, ste. a1 1.3

Stosewars, Carmaic, Class 1,352 3.6 . .
Jevalry, Cems s 7.8 ’
Metals; (primarily Alusimm, 7,352 2,7

Copper, steel)

Machinery, Applisnces 7,857 . &8

Klectric Machinery s,2n 20.1

Transport Equipment 8,35 1.8

Precisios Instrusents 2,9 3.8

VWespons, Mumnitica 13 D

Other 2,786 .4

Source; Caleulated from: Maandstatistiek de buitenlandse handel
goederencoort, Central Buresu voor .F Statistiek, Septamber, 37!.

e,
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Chapter TIII

Conclusions and Policy Implications

A General Evaluation of Assembly Activities in Developing Countries

i Offshore Assembiy Effects on the United States

Policy Implications for Developing Countries
Implications fo U.S. Policies
Concluding Remarks

Footnotes
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Conclusions_and.Pelicy _Implications®

-

This study has shown that ficras in industrially advanced and fﬁ
developing countries collaborate in the manufacture of a variety ot:
products.s To a large degree the collaboration takes place within :
aultinational enterprises, usually between a parent company based ig a
developed country and its foreign subsidiaries. This is the prevalllng
aode of operation in the high technology electronics field. 1In othér
product lines, particularly textiles, the tendency is for a company in
the developed country to contract #ith an independent fira in the
developing country.

¥hether the relationship is intra-firm or arms-length
subcontracting, as a general rule the arrangement entaiis the meshing

of factors of production in relative abundance in the respectivs

countries. In the industrial country, capital intensive aethods are

used to produce the components, which are then assemdbled manually in
the developing country.

The catalyst for the emergence of this internationalization of
industrial production was the growing world-wide competition in

manutactures in the post World War II period. Western Europe recovered

4

and its economic activities rose far above prewar levels, Japan gquickly

became a top industrial power, trade barriers and transportation costs

fell, communications improved, and newly industrializing countries

s *ITnis chapter focuses on general implications of the study. for
specific conclusions ses the Jverview (Chapter 2) and the individual
case studies.




? appeared on the world scene with manufactured productse.
The ﬁnited States faced the new competition first because of its
\ high wages relative to the rest of the world. As labor intensive

production became increasingly uneconomic, U.S. firas started to turn
offshore, breaking up production into stages and carrying out the labor 1
intensive processes in countries where wages were low. 1In response to
essentially the same situation, industrially advanced countries of
Europe imported low cost labor and Japan turned to autosation when
dages rose to nigh levels.

hmong the industrial countries, U.S. offshore production has
becoae by far the most important. Because of comparatively high
degrees of protection, offshore activities in turope have remained at a
fairly low level. 1In Japan such activities have been used priaarily as 1

a neans of penetrating foreign markets, although it appears that more

recently Japanese companies have increasiﬁgly reimported products
assembled for theam abroad. On tne other side of the co-production
relationship the principal participants are developing countries in the
far East and in and around the Caribbean basin. ‘
For the united States the items assembled abroad have become an .
" impartant part of the supply of certain manufactured products although
tney are still small relative to total national output and trade. uotc.
than half of certain textile and electronics articles are asseabled
abroad. The imports of assembly output have reached a level of about
one sixth of U.S. 1imports of manufactures. In many developing

countries asseably activities have achieved proainence, although in few

‘ of them have tney congtituted the primary engine of growta.
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O0ffshore assembly activities cover the whole spectrum of
sanufactured products. They tend to concentrate in electronics and
textiles not only because there are important labor intensive stages in
their manufacture, but also because products in these categories can be
transported inexpensively due to their high value to weight ratios.
International competition is keenest in electronics. Offshore assembly
in that sector outweighs textile assembly almost ten to one. About two
thiras of the components the United States ships abroad for assembly
are in electronics, less than one tenth in textiles. Even in Mexico,
which is the largest asseabler of U.S. textiles in tne world, only §
percent of its dutiable assembly exports to the United States (value
adced in Mexico) derived from textiles in 198%. 1/

while the available data do not permit a rigorous cost-benefit
analysis of co-production activities either in the United States or in
the developing countries, the analysis of a number of issues has made

it possible to draw some general conclusions.

A.General.iyaluatiopn of Assembly_Activities_io_Developing_Countcries

The single most important benefit of asseably production to
developing countries has been its contribution to the balance of
paywents. Net export earnings have been running betJeen 30 and 50 per
cent of the total value of assembly output. For many developing
countries this constitutes a major proportion of the foreign exchange
earned from the exports of manufactured products.

In some countries, foreign exchange earnings froam assembly exports
to the US under 807.00/866.30 exceed sarnings from exports entering the

US under GSP (Generalized System of Preferences). This is true for
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Mexico, the fourth largest GSP beneficliary in 1980 (among 140
countries), and other major GSP beneficiaries such as Singapore,
Malaysia, Haiti and E1 Salvador. 2/

The absorption of underemployaent is a principal objective in wost
developing countries. Although zanual assembly activities are by
definition labor using, they have generally not been large enough to
exploy a significant share of the labor force. Only in very small or
very poor countries is the employment impact of major importance. Thus
in small Singapore, which has no rural population, asseably employment
may exceed 5 per cent of the labor force. 3/ In poverty stricken Hafitt,
assembly operations account for aimost one fifth of the totail
employment in its principal city, Porte-au-Prince.

0f all the developing countries, Mexico has the largest eaployment
in assembly production for the U.S. market. Assembly employment has an
enormous impact in the toins along the northern border, but it is less
tnan one per cent of the national labor force. It has done nothing for
the rural population shere the greatest underemployment problea lies.

It also seeas that export-oriented assembly has created much of
its oun labor force by bringing in primarily young women who uere
foraerly not econoaically active. Although this appears to be a
typical phenocaenon in most countries, it is not so in Haiti, wnhere
poverty presses women into the labor force at an early age. Thus,
while an increase in asseably employment might reduce outaigration from
Haiti, it will have little effect on Mexican migration of workers to
. the United States, especially since most of thea are males froa rural

aceas.

bt s

el
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The assembly pay}oll appears to constitute a larger share of the
aggregate wage bill of the industrial sector in developing countries
than the corresponding employment share. This is so because assembly
wages are above average wages in industry in some countries and in all
countries assembly tends to be more labor-intensive than other
industrial activities. Wage rates in assembly are often above miniaum
wages, which in some developing countries are ceilings rather than
floors. Capacity utilization or hours worked have also on average bean
higher in assembly than in the rest of the economy in soae developing
countries. The above average pay seems to prevail in high wage Kexico,
where most assembly workers get an hourly rate, as well as in Haiti,
the other extreme on the Jage scale, where most workers are paid by
piece.

This may be surprising, particularly in poor countries where un-
and underemployment is high. Tnere one would expect a rational policy
to keep wages at the (presuaably) low opportunity cost of labor in
order to maxinize employment. However, it was shown in the
semiconductor study that the assembly labor deuahd curve probably
slopes downward and that, therefore, it would often be guite rational
to charge wages S0-100 per cent above the opportunity cost of labor in
the domestic economy to maximize the value of the payroll. Governaents
in some of the developing countries seem to be (implicitly) aware of
this, when nminimum wages for these activities are fixed well above
those costs ; (asseably firas frequently pay even above ainimua rates).

Tne positive effects on the economy of incomes earned in assembly
production can be diluted by a high propensity to import. This appears

to be true in the case of Mexico, given the concentration of asseably




plants along the border with the United States. There is no reason,
hoswever, for the leakage of assembly incomes across the frontier to be
greater than for incomes generated in other activities at the border.
The net flow in border trade has historically been in Mexico’s favor.

In Haiti it was shown that about one guarter of the sopulation of
the capital city depends on assembly wages. Those incomes also give
rise to ancilliary activities such as catering services and work
clotaes production.

On the negptive side, a variety of ills have been attributed to
tne creation of a predominantly female workforce in assembly
operations. Tnese range from the disruption of the family to worker
exploitation. It is true that génecally the wages of women have been
below tnose of male workers in asseably plants, as in other econoamic
activities, but the comparison cannot be controlled for occupation and
other factors. (In the case of piece work, as in daiti, wage
differences could indicate productivity differentials). The fact is
that women predominate in certain assembly operations everywhere in the

world. Developing countries are therefore not unique in that respect.
wshat is new , however, is that the introduction of assembly production
into developing countries has accelerated the entrance of women into
the labor force. 4/ Therefore the disruptions and adjustment problems
are more severe than smight have occurred with a slower pace in the
absence of the internationalization of production.

The fact that in aany countries asseably production tends to be
confined to free trade zones has sometimes produced an image of a
foreign enclave. This picture is often reinforced by the strong

presence of subsidiaries of industcrial country coapanies and by the




general uweakness of the linkages of assembly production with the rest

<

of the econonmy. ]

The situation in Mexico represents the most pronounced exaaple of
tnis image. Assembly plants along the frontier with the United St;tes,
US subsidiaries predominate, US managers and technicians commute ben
their nomes on the US side of the line and evidence of US intluenc? can
be seen everywhere in the border region. The asseably operation itself
appears to be hermetically sealed off froam the rest of the countrye.
U.S. components cross the border in bond to a plant often only a few
blocks away and go back again in assembled fora with alaost no leakage
into Mexico. Mexican inputs are confined primarily to janitorial
supplies and packing materials. It is not surprising that as seen froa
the distant caaita}. Mexico City, the border region appears more
integrated with the United States than with Mexico.

hpart from the facts that frontier areas around the globe
frejuently are a no-man“s~land and that Mexican influence on the
U.S. side is for obvious historical reasons very strong, the
J.S.=Mexican co=-production relationship is unique. It is difficult to
think of another case where a border joins two large countries of such
disparate income levels and different proportions of high quality
factors of production. Therefore, there are Rany possibilities for
autually profitable economic complementarities.

In Haiti, however, assembly activities take place in the capital,
in Colombia in touns across the country. In some of the Far Eastern
countries it also would be difficult to speak of an enclave. And, in
soxicé, too, an increasing number of assembly plants have been

established in the interior of the country, and if this trend gains
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nonentua, the enclave image may fade.

The weakness of linkages of assembly operations to the rest of.the
economy appears to be the main reason why some developing countries are
asbivalent about promoting assembly activities. Linkages are tenuous
because of economic as well as institutional causes. Protection of
doxestic industries often made the cost of national aaterials nigher
than imported U.S. components in assembly production. Apart from price
considerations, the lack of internatfonal competition in doamestic
narkets has also made it zore difficult for firms to meet production
and delivery schedules as well as high standards of juality and
specifications. The samne factors have sometises restrained the
investment of national capitél in assembly operations.

Forward linkages are limited because of the frequent legal
prohibitions or restrictions on the sale of assembly products 6n the
domestic market. If the connections of national firas to the assembly
activities are limited, so too will be the transfer of technology.
Technical assistance provided by the foreign principals to the asseambly
plants cannot be diffused easily to the rest of the econoay unless
national firms are involved as suppliers or operators of the plants or
as purchasers of their products. In Coloabia, some national firas
produce for the domestic market as well as for asseably exports.
Therefore the transfer of technology will tend to be more effective
there.

In some of the Far Eastern countries, the local material content
of asseably operations tends to be higher than for Latin American
countries. Higher transportation costs will give dovestic production

in far away countries a higher degres of protection than in nearby
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onese In this respect Mexico is at a disadvantage. With
transportation costs close to zero for shipments to and froam border
plants, the costs of Mexican components for assembly might have to be
below US prices in order to compete with US components that enjoy duty
free reentry into the United States. Because of higher transportation
costs to the United States and lower costs to local suppliers, assembly
plants in the interior of Mexico record a higher percentage of national
aaterial use than plants at the border. Haiti’s extremely low labor
costs have made economic a greater use of domestic components than in
Mexico in a few product lines. Also national capital is involved in
assembly production to a wnuch greater degree in Haiti than in Mexico.

Nonetheless, value added in Mexico has constituted a higher shar;
of its total assembly output than the corresponding ptoportidn in Haiti
and in many other developing countries. Tnis is so not only because of
a different product amix, but also because Mexican wages are higher and
wake up a larger proportion of the total value added than elsewhere.

It is often assumed that, since assembly operations require a much
loder investment level than "noraal” manufacturing and depend so
directly on U.S. companies, they will be particularly unstable. This
is only partially borne out by the experience of the countries studied.
The US economic downturn of 1974~75 had some effect in particulac
prqduct llnes‘and on weak firms, but overall assembly exports were less
affected than other exports to the United States. A recession appears
to induce US firms to cut down on high cost operations at home and to
turn increasingly to offshore assembly. Asseably activities have shown
a certain stability in developing countries. In most of them value

added in assembly has been continuously increasing.
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U.S. 807.00/806.30 imports froa a fed advanced East Asian
countries have leveled off, not because of a U.S. induced drop in

H deaand, but because these countries have succeeded in substituting

their oun materials for US components and thus have been able to export

the entire product (coming into the United States as a regular iamport

Py

rather than under 807.00/806.39). U.S. 807.00 imports froa Coloabia
have been unstable since the mid 1970s. Again this cannot be
attributed to fluctuations in U.S. demand, because Colombian firms have
been using asseably operations as a complement to their regular
production for the home market. If the domestic market is strong,
asseaply exports decline and vice versa. Assembly is used by Colombian
firns to stabilize their total production levels.

In many countries where there is arms~length sudbcontracting for
assembly work, both sides usually diversify their risks by contracting
with more than one firm at the same time. This will also tend to
swdoth out large fluctuations.

Tne overall stability and growth in assembly production in many
developing countries implies that such activities do not seea to be
exceptionally sensitive to changes in relative wages among countries.
There will be shifts of individual firms and products froa one country
‘ to another. There is also some evidence of an upgrading of the skill
level in assembly production as wages rise. The sharp wage increases
in Mexico during the mid~1970°s prdbably contributed to th; shift of
‘ sexiconductor asseably to Malaysia and other East Asian countries.
while this was probably the single most important loss of a market
share in a major assembly product that can be noted among countries,

( Mexico has continued in the semiconductor business. In 1983 it shipped
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a higher volume of assembled sezsiconductors to the United States under
837.00/806.30 than it did during its 1974 peak.

Dther factors seem to play at least as important a tole as wages
in the geographic coaposition of offshore asseably production. Risk
diversification, the perception of political and social stability, and
cultural and geographic proximity are iaportant elements. Thus,
Mexico’s overall market shares appea:r nmore resilient whan warranted by
changes in relative wages. Convenience of the bnrder, familiarity with
the country, ease of comamunications, low transportation costs and
perception of stability combine with the motive for risk
diversification to make the demand for offshore asseaxbly in Mexico
fairly wage-inelastic within a certain range. These are the same
reasons that underly offshore production even in Canada #ith its very
high wages. Therefore, the variety of products produced offshora is
much wider in both U.S. neighbors, Mexico and Canaha, than in any other
country that processes U.S. components for return to the Uniteld
States.

fFrom the developing country viewpoint, there is the juestiosn as to
whether resources put into assembly operations aight not be better used
in other sectors that would produce more immediate linkages and
therefore benefit developaent even more. However, most investable
funds for asseably production would not be available for other uses,
particularly t} the funds come froa foreign sources. A U.S. companys
for example, having decided to shift assembly operations abroad, may be
prepared to establish a subsidiary for offshore asseably, but would not
undertake an investaent which would be completely extraneosus to its

assembly decision.
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And it is unclear whether giatiopal capital is best=-inqvested, fron
the social point of view, in offshore production-type activities, in
infrastructural investments (both physical and social), or in
industries where technological externalities and linkages seem nore
extensive or more dynamic. Rigorous empirical calculations are not
only statistically difficult, but require conceptual framneworks which
do not easily accommodate the dynamic elements essential to policies
aimed at accelerating the procass of economic development,

Critical eyes might focus on the lack of integration of offshore
activities into the national economy and polity; some critics view
assembly production as a sort of "dead-end" industrialization. 1In the
latter case, it makes no sense for scarce national capital to he
invested in these facilities. If offshore activity is then isolated
from the national economy by trade and investment policies aimed at
divesting national capital to ara2as Jeemed more socially productive,
the enclave nature of this production is a Jeliberately-created
outcome. Thus, one can judge these activities to be ill-suited to
national capital and seek to create a controlled foreign enclave, or to
be potentially productive investments for national entrepreneurs and to break
down the enclave-like aspects ot: these foreign investments, but not both.

In very poor countries, such as Taiti, it is doubtfu) whether any
sector in the economy could provide stronyer shortrun linkages than
asssembly production. 3Such an economy is not yet nationally inteqcated
and most of the population still lives in the nearly self-contained

traditional subsistence sector.
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Generally, in economies with large un-or underesployed resources,

assembly activities offer opportunities for low cost employment %
creation and foreign exchange earnings. It was shown that the
capital-labor ratio in assembly is generally only a fraction of th{
capital requirements in other manufacturing activities. Assembly dould
thus provide the lowest cost employment in the modern industrial
sector. The resource costs of its foreign exchange earnings are aiso
s1all in viesw of the probability that most of the labdor force useduin
assembly exports, previously was engaged in substantially lower
productivity activities.

Nevertheless, in one iaportant respect assembly production can
impinge negatively on the domestic economy. Although the bulk of
assoably employment is drawn from a pool of unskilled persons (in and
outside of the labor force) in abundant supply, the activity does
rejuire some technical and managerial workers. These are in tight
supply in developing countries. Unless assembly firas train or import
such persons, competition for the existing scarce talent will drive up
the cost of production in most sectors of the econowy.

To sum up: assembly production has made an iamportant contribution
to the foreign exchange earnings of participating developing countries.

Por the larger countries, assembly employment creation, uwnile

‘significant, has had 1little impact on the national un~- and

underemployaent problems In countties where assewbly plants are
geographically concentrated, they uwill tend to have a major effect on

the economic development of the region in which they are located.
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In some of the least developed countries, assembly production
constitutes a substantial force in industrialization. Thus, while in
Mexico assembly operations until now have had only a marginal impact on
the country’s industrial development, in Haiti they have éonstituted

the most dynaxic element.

2ftsbore_Asssmbly Effects_opn_the_Upited_Siates

The obvious objective of U.S. firms in transferring asseambly work
offstiore is to reduce costs of production. In 1978, cost savings for
Mexican operations have been estimated to amount to between $8,330 =
$14,000 per employee per year. 5/ On this basis, rough calculations
yield a total direct savings fros Mexican offshore asseably proluction
of between $1-2 billion for 1980, Including all countries, the cost
reductipn for U.S. firms would be more than tuice as high, since
Mexican wages are higher than elsewhere in U.S. offshore assemdly
operations and the country represents less than half of total
enplofuent in these activities. Although this is only a szall fraction
of U.S. value added in manufacturing, the cost savings for individual
products are substantial. For seaiconductors, the gain to consuaers
was estimated at about 10 percent of the value of consumption. The
lower costs will be propagated through other industries that use the
offshore assemblies as inputs. Therefore deaand for their products
will probably increase. The increased international competitiveness
¥ill eventually also have positive effects on the balance of payments.

It is clear, houevir, that assembly jobs have been lost in the
United States. After each recession the ratio of production workers to

total employment in offshore industries seems to have declinéd. This
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confirms the conclusion derived fros developing country data, that

during a business downturn producers appear to reduce their high cost
operations in the United States in favor of offshore production. This
is not reversed during the subsequent economic recovery. Recessions
will therefore be more harmful to U.S. employment than to asseambly
employment abroad. As the proportion of non-production eaployment in
the United States increases, the fluctuations in total exployment may
tend to decrease.

Even if it could be shown that jobs gained would exceed jobs lost
as a result of offshore asembly, there are still serious displacement
costs. About 90 percent of U.S. assembly workers in electronics and
textiles are women. Because they have limited skills and tend to be
less mobile, they cannot easily shift to other work when they lose
their assenbly jobs. Ironically, therefore, while offshore asseably
brings young women into the labor force in developing countries, it
pushes older women out of the labor force in the United States. No
aatter how high the benefits of offshore asseably for the economy, it
tends to place burdensome costs on those who can least afford them.

This is an issue which is not liaited to offshore asseably but
derives from trade liberalization in generales It should be noted that
a general lowering of trade barriers would almost certainly cause
worker dislocation in excess of that brought about by offshore assembly
operations through tariff items 807.00/806.30.

Asseabling offshore will tend to have a negative direct effect on
the US balance of payaents. In semiconductors, for example, it could
be seen that the trade surplus declined as a result of the increased

iaports of the value added in asseably abroad. But it would take a
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rather complex nodel_to estimate tﬁe net effect on the balance of
payaents. The cost reduction obtained through offshore assembly will
sake seaiconductor devices more coapetitive internationally, thus
sncouraging exports and decreasing imports. More indirectly, other
products using these devices as inputs will also become cheaper, and so

deaand for other U.S. products will be stimulated.

telicy. lmelications._for Deyeloping Countries

The overall objectives of developing countries in fostering
assembly operations in their tercitory for foreign firas are to
increase (a) employment creation, (b) foreign exchange earnings, (¢)
transfer of technology, (d) upgrading of the labor force and its value
added, (e) use of domestic materials, (f) involvement of national
capital and (g) other elements that help to integrate that activity
with the rest of the economy in order to obtain the greatest benefits
possible.

Some of these objectives, such as employaent creation, foreign
exchange earnings and the wage bill will depend on the amagnitude of
assembly activities. Existing policies of free trade zones, "in-bond*
arrangeaents, tariff exemptions and duty drawbacks, special tax
treataent, waiving of national ownership and content rejuirements,
etc., are designed toward this end. These can be strengthened and
improved, and more industrial parks with adequate facilities can be
built. In general, however, there will be a political linit to such

) policies, lest they create a special privilege activity sealed off froa

( the rest of the econonmy.
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The proper policy standard should be to subordinate asasures
specifically designed for assembly industries to the country’s overall
development policies. Most of the policies that will prozote general
economic development will also affect assembly production.

Among these broad 1ndustr1aliiation policies, three seenm
particularly'important. One is the continued reduction of trade
barriers. This applies especially to the large Latin Amecican
countries. Further trade liberalization in these countries may
increase competition and force firms to reduce costs. At present there
is little incentive for protected oligopolistic industries (which are
soaetimes foreign owned) to be efficiency conscious. Quality standards
are often low, production and delivery schedules haphazard.

Increased coapetition may also facilitate a greater participation

of national enterprises in assembly activities. Cost reduction may

enadle firms to lower prices of products that could serve as fnputs for
the assembly plants. Competition would also raise their performance
standards so that they might be able to meet the more stringent
rejuirements of export production, both as potential suppliers to and
as operators of assembly plants. Thus trade liberalization policy, .
while designed as part of an overall economic development strategy, may.
contribute toward raising the national content of assembly products and .
increase the participation of local capital in export activities. ﬁ
The other broad policy sought in most developing countries is the
streamlining of administrative procedures. Bureaucratic obstacles have ;\
discouraged many productive investaents and contributed to high cost
business operations. Export production is particularly sensitive to !*

adesinistrative delays. In a perverse fashion, bureaucratic rigidities s
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and stumbling blocks have fostered in some countries, such as Haiti,
what can be regarded as a healthy development == a large participation
of local firms in export assembly operations. Domestic entrepreneurs
have a comparative advantage over foreigners in knowing how to get
things done in the bureaucratic maze, e.g. how to get goods out of
customs in one day instead of one amonthe If the objective is to
aaximize the involvement of local capital, it probably should be
realized through sounder means than adeptness in running an obstacle
course.

A third general economic development policy is promotion of
technical training and the transfer of technology. Technical
assistance can be a powerful development tool, as was shown in the case
of Colombia, where it seemed to easily double productivity levels in
sone firms. The usually close asseably relationship between the
UeS. principal and the subsidiary or subcontractor in the developing
country would appear to be especially conducive to the transfer of
technology. As noted in the country chapters, technical assistauce to
assembly plants is given by the U. S. companies involved almost on a
routine basis. The main problea is to diffuse the technical knouwledge
to other parts of the developing economy, in particular, to the
potential supplier firms of asseably plants, and to apply the knouwledge
to other types of production.

Technology transfer is easier in countries such as Colombia, where
nany ficrms produce both for the nome market and for asseably exports.
In countries where assembly is more fsolated, incentives can be
provided for domestic enterprises, which produce, or coull readily

produce, materials that are similar to the imported components used in
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assambly, so that they would avail themselves of training and technical
assistance services which the U,S. company or its asseambly subslle‘y
could provide. Thus fiscal subsidies might broaden the benefits

A Y
derived from offshore assembly by encouraging national firas to seek,

and foreign companies to provide, training and technology. *

There are other general industrialization or developaent polié&es
that would impact positively on the linkages of asseably activities
with the rest of the economy. For example, incentives for industries
to locate in depressed regions of the country could de of particular
benefit to tne national integration of assembly operations. In the
case of Mexico, the establishment of assembly plants in the interior
dould aiminish if not eliwinate the leakage of purchasing power and
foreign exchange into the United States which occurs at the border, and
dould raise the local material content in asseambly operations.

There is one specific measure applying only to assemply, which is
to open up forward linkages by peraitting a portion of assembly output
to be sold on the domestic market. This might stimulate industries
ghat.could use the cheaper and probably higher quality assembled
articles as inputs. Consumers, of course, may benefit, if through
nothing else than saving the two-way transportation costs of the
assembled product returninp to the US and then being reim»orted into
the developing country. In order for assembly items that are sold on
the domestic market not to compete unfairly with entirely locally
produced articles, they should pay the normal import duty.

Short run economic policies can also affect assembly operations.
dhen the developing country currency becomes overvalued, dollar costs

of operations will increase while export earnings in local currency

i
|




—

196

will decline. These may bDe short run effects until the next
devaluation takes place, but it say cause serious discuptions for

export firms, particularly U.S. assembly subsidiaries.

Laalications.Eor U._ 3

The US tariff it. . «00/805.30 could be viewsd as a coamponent
in the liberalization of trade. VYet, the paradoxical aspect is that
tne higher the general US tariff levels the more effective the
provisions of 807.00/806.30 will be in promoting offshore assembly with
U.S. components. §/ .

As tariffs decline the valua of 807.00/606.3) diminishes. There
is some evidence already tnat in a few cases firms do not use
807.00/806.30 for certain eligible assembly products. In those cases
the subjective costs of applying for the tariff exemption (filing the
necessary foras, etc.) probanly exceed the tariff savings. If general
trade liberalization continues, 307.00/306.39 will probably be used
less and less.

There are some products now that enter the US under those tariff
provisions that actually would be profitable to asseable and imdort
without 807.00/806.30. 1In Chapter 6 it was suggested that offshore
assenbly of semiconductors is not dependent on 807.03/836.3%. For
other products, particularly textiles, offshore asseably using
U.S. components probably could not take place without the benefits
derived from these tacriff items. In their absence such industries

could not compete with totally foreign imports.
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In respect to trade policy vis-a-vis developing countries, it
aakes little sense to maintain restrictions against some of their
products, assuming that support of economic progress in these countries
is still an objective of U.S. policy. It is often argued that such
restrictions are not onerous for developing countries, because their
exports usually fall short of the iwmposed gquotas. Haiti,for example,
does not come close to meeting its textjile quotas except in brassieres.
Yat during the 1970°s when there uwere textile guotas imposed on Haiti’s
exports but not on those from the Dominfican Republic, there was a
dransatic upsurge of offshore assembly operations in the latter country,
as JYeSe. firms invested and subcontracted there. 1/ The existence of
quota restrictions discourages U.S. firms from entering into
subcontracting arrangements or froa establishing asseably subsidiaries.
At a minimum, consideration should be given to removing quotas from the
lower income countries such as Haiti.

At home the most important task for the U.S. governaent in respect
to the effects of offshore assembly operations is to protect workers
who will be displaced. While the net eaployment effect of offshore
assembly might be positive in the long run, there is no justification
for permitting the costs of maintaining U.S. industrial conpetitiveﬁess
to fall on a particularly vulnerable sector of the U.S. labor force.
Low skilled women, who make up the bulk of U.S. assembly workers, have
great difficulties in finding alternative employment after. loss of
tneir jobs, particularly if their aobility is restricted. A portion of
these women may benefit from retraining especially if they are young
and unattached. Older Qoaon, many of whom are tied to faailies, nmay

have no choice but to take less attractive employment or to leave the
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labor force. These persons should be compensated, even if it takes
special measures -to do so.

Finally, the develoﬁuent of large~scale offshore production
arrangements by firms in developed countries points to a fundazental
long=-term shift in the nature of competitive advantage that the
industrialized economies will have to adjust to in the coning decade.
The sworld economy has passed through successively more cowxprehensive
stages of integration, with markets for traded goods, and more
recently, financial aarkets, becoming meshed together acrass national
boundaries into a truly international structure. +#hat this study has
shodn is that labor markets are also in the process of being integrated
into an international systea not only through migration, but also
through trade.

The significance of this intecrnationalization of industrial
product flows yithip a single industry, is that for a developed economy
liks the United States national labor markets will ro longer be
insulated from international competition by the costs of transport and
comaunication. To some extent, high wages for relatively unskilled
labor in tne United States embody a rent created by superior
technology, as well as by barriers to migration and trade. The
Jhenomena studied in this book, carried to their ultizate conclusion,
appear to spell the end to relatively high wages and standards of
l1iving for the unskilled in the destern industrial societies (except,
perhaps, in services, and other non-tradeables) with the
internationalization of the labor-intensive stages of production for

technology and capital-intensive goods,
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So, we are left with a fundamental long-term policy choice for
these industrial societies. One choice is to face a reduction in the
economic privileges of the least skilled, and with it, possibly a
considerable period of social and political turbulence. The other
alternative is to eliminate those sectors of the labor force in direct
competition with developing country workers through investments in
education and training, in effect shifting the composition of the labor
force to more skilled occupations. In the very long run, of course,
the eventual outcome may well be identical: the elimination of the
unskilled froam the industrial work force. The choice is, in effect,
betdeen laissez faire and state intervention in education, training,
and other foras of investaent in human capital. Given the
imperfections in markets for human capital, as well as the substantial
social costs of an unplanned transition, large-scale investment in
upgrading the skills of the U.S. labor force would seem to have ample

justification.

Concluding_Reaarks

There 1s some fragmentary evidence that over tiae aore coamplex
assembly operations are introduced as the labor forc2 becomes more
skilled and relative wages rise in a developing country. More
elementary processes would then be snifted to lower wage areas.
Although the accumulated evidence is not yet convincing, an idealized
forn of a product cycle, coabined with developaent stages, might be

conceptualized for offshore assembly as follows. §/
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International competition triggers in the United States a

ndepackaging® of productioh of some manufactures into labor, capital
and technology intensive parts. U.S. firms transfer abroad labor
intensive assembly operations in which they clearly can no longer
compete, but keep capital and/or technology intensive processes in
which they still have a comparative advantag;. During the first stage,
tae developing country to which assembly is transferred, provides
nothing else except unskilled labor services. Machinery, equipaent,
the components to be assembled and the technology are provided by the
UeSs firm, either through the establishment of a subsidiary or through
subcontracting with a local fira. During a second stage, the skill
level of workers is raised through on the job training and technical
assistance, and firms in the devaloping country are able to supply an
increasing portion of the components for asseably. vages of assembly
workers rise relative to other developing countries. U.S. firas
transfer more sophisticated assembly processes to the country while
shifting the elementary assembly operations to lower wage LDCs.

In a third stage, the original developing country is able to
supply all or most of the materials for assembly, so that in effect it
can produce the entfire product with only technical inputs and special
coanponents coxing froa U.S. firms. During the second and third stages
the assembly of new products may continue to be transferred to the
country, either because they require higher skill wock or because there '\
are still large pockets of unskilled low wage labor present fn the

nation.




201

Singapore and Hong Kong probably are representative of countries
that are in certain product lines in stage two and in others alrea&% in
stage three. Recently, Singapore seems to have inétitutad a delibg?ate
wage policy to price itself out of the market for basic, unskilled ;

“~
assembly work. Mexico appears to have started a transition to stage

two. As discussed in the Mexico study, some assembly plants at thef
border have spun off branch plants into the interior of the countr{

dnere w#ages are still.considerably lower than at the border. The most

elesentary assembly processes have been transferred to the interior
plants, keeping the more skilled operations at the bordere. _ !

This product and stage-of-development cycle can be interrupted by 1
a movement toward automation. Until now automation has been cost r
effactive when production runs are sufficiently lony and quality

standards are highe. This is how the Japanese have used automation in

cecrtaln electronics production. #s automated methods become more
sophisticated, machines will be able to make tne change over from
handling one product line to another in much less time. This will
reduce costs of operation and also make automation worthwhile in
shorter production runs for articles with rapid technological and/or
style changes.

It might still be economically rational to transfer automated
assembly abroad. Already there are many examples of
computer-controlled equipnent being used in offshore asseazbly plants.
dhile the oparation itself is not labor intensive it uses unskilled
labor and the ancilliary operations can be quite labor using. For i

exanple, materfals handling, preparation work, cleaning and inspection

require relatively low skilled workers. Only the majintenance of the




ejuipaent reguires skilled technical personnel.

The transfer of autoamated assembly abroad, however, involves
substantiai capital investment. Risks in foreign lands will have to be
weighed much more carefully and sensitivity to political and social
factors will be much higher than with manual assembly technology.
Automated offshore assaambly aight therefore bg severely limited,
extending only to developing countries where these risks are perceived
as low, including some in the Far East and possibly Mexico. Part of
the investment risk might have to be borne by the offshore countries
themselves.

It is likely, however, that when automation becozmes profitable, a
major portion of assembly operations mignt return to the United States
but probably only with minor employment creation there. The net effect
of automating assembly might well be a decrease in U.S5. manufacturing
employment. Paradoxically as lasor costs have risen in Japan, the
country in which automation seeas to have been zost extensively
applied, Japanese firms have recently gone offshore for assembly work
primarily for the export market. Japan has also started to use
countries such as Mexico as an export platform in which it has its
components assembled for penetration of the U.S. market.

There are thus two forces tnat might work against offshore
assembly operations. Trade liberalization in developing countries,
technical assistance and the upgrading of their labor force may
eventually enable these countries to produce inexpensive high quality
components that were imported from the United States for assembly.
fhis would constitute import substituting industrializatisn for the

export mark:t (contrary to the traditional import substitution for the
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home market).

The ofher force is the moveaent toward autoamation. Computer
controlled equipment could conceivably eliminate firms® the motive for
offshore assembly. Nevertheless, it would take an enoraous improvement
in the econonic efficiency of autoaation to offset tae economies
derived frox the vast, inexpensive and easily trainable labor pool of
the developing world. hether the United States will continue to share
production with developing countries ultimately will depend not so much
on Jurely economic factors, as on the U.S. perception of jolitical

stability existing abroad.
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‘the electronic industry and $3.15 in the apparel industry (Van Waas,

Footnotes

1. Mexican data show that apparel assembly cuntributel about 13:.‘2

O
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percent of total value added and employed about 1lc¢ percent of total O3
enployment in the maquila industcy in 1980 (SP? data; see also Table .;i%
111-17). Ry
2. U.S. Department of Commerce and 3;39:1_;9_;h:_ana:esa_éh '?7§
the_Eirst_iive Years® Operations_of-the UsS.. Generalized_3vstan_of 'i
Preferences (GSP), Committee on Ways and “eans, U.3. douse Of ;ﬁ;ﬁ
Representatives, April 17, 193C. é?f;
3. Estimated on the basis of value addedl per WJorker for ﬁ%y;
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U.S. oftshore assembly in Mexico, applying these ratios to value added ™ .’
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of assembly in Singapore, and allowing for offshore 1ssenbly there on f:j
T

behalf of other countries. 'wa
Ta At.'irg-"

4. There is some evidence that female assembly workers tend to .ﬁ?.

be younger in the developing countries than in the inlustrialized

=

nations. S
r8

5. M. Richard Campbell, "Production Sharing, Iaplications for ’&fi

- Industrial Parks in Latin America", Jougpal_of _flaastaff_Institute, Voli%ﬁ
a7

I11, No. 1, Jan 1979, p. 36. Taking the approximate differences in &5§
R

U.S. and Mexican wayes yields similar results. 1In 1978 the differencesg;}
. T

between Mexican minimum wages per hour at the border as calculated by ;§;a
R

Van Waas and the U.S. hourly earnings as reported by the f§:3
o -'!:‘

W ,f"

U.S. Department of Labor, was 55.38 in all of manufacturing, $5.94 in

Table 1, p. 83). The assumption (in using these differences for an

idea of cost savings) is that thare is no substitutison between labor
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. ofv policies.

?: as*- and capltal ‘in the United States.

.,.‘?, cost savinga.

j-i:"j"*;.‘pvll'qu.lct would be imported.

st . part of.the development process.

These Jdata are presented only to
jipug.’hint at the ordet of magnitudes involved and not to formally estinate‘
’?EJPQLQ}ghe;;tQan the nominal tariff if without 80G7.00/806.30 the entire
¢-:ﬁ‘;,v;”-d7.‘ Since 1979 textile quotas also apply to the Doaminican

ﬁany countries started to

X j o | lnd'ugtx__'lglize lony before offshore assambly production emerged, or

-.:-',,- vtostered their industrialization throuqh a much larger and broader set

B e R L

hadedd

vy 6.. the effective protection of US products assembled abroad will

&
';,." ' Republic.

; .N ' '!._‘;-".8.‘ This stylized sceunacio applies to offshore production only as
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1. The Assembly Industry in Mexico
Joseph Grunwald
2. Offshore Assembly in Haiti

Joseph Grunwald, Leslie Delatour and
Karl Voltaire

3. oOffshore Assembly in Colombia

Joseph Grunwald and Juan Jose Echavarria
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IHE_ASSEYILY_INQUSTKY IN.NMEE1CO*

1. L4I30QUCIIAN

It should not be surprising that Mexico has become the United
States® aost important partner in offsnore asseably activities. As a
developing country it shares a nearly 2,000 mile border with one of the
world®s highast wage countries and by far the «4orld’s largest producer.
The border is fairly accessible and transportatioa from almost any
point in the Jnited States to the border is cheap when compared to
overseas trade. Although tne lanjuages differ, the "cultural jistance”
between tne two countries is not as great as between the Jnited States
and most other nations of tne so-called "Third dorld%. “any
U. S. entrepreneurs and business executives nave been to dexico ani for
historical reasons as well as because of migration, its culture is

diffused throujhout many parts of the Ynited States.

*This chapter benefited froa a report sntitled “Evolucfon v
Perspectivas de 1a Industcia Haquilalora de Exportacion en Vexico"™
(Version preliminar), by Federico Ralli Gonzalez with the collaboration
of Javier Villasenor B. , and Jose Meneses of Colegis de Mexico, Centro
Je Estudios Economico y Dewmograficos. That report Jas subaitted to the
second "Seminar on Nortn-South Complementary Intra=-Industry Trade®,
sponsorecd by the United Nations Conference on Trade and Development and
the drooxings Institution, and held under the auspices of £1 Colagio de
Mexico in Mexico City, 18-~22 August 1930. Specific points drawn froa
the report are cited in footnotes below.,. The views expressed here are
those of the author and should not be ascribed to Federico 3alli, his

collaborators, or other staff amembers or officers of 21 Colegio de
Mexico.
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In the mid-=1960s when 806.30/807.00 trade data first becaame

available, dong Kong was more than five times as important and Taiwan
nearly as important, as Mexico in processinyg and assembling

U« S. components for re-export to the United States. 3y the end of
that decade, the J. S. shippaed almost $100 million of components to
Mexico tor assembly, nearly tJice as much as to Hong Kong and more than
four tines as wucn as to Taiwan. (US ITC tables, various years).
Because of the geographic and cultural proximity, the relative shift to
Mexico from Hong Xong and Taidan took place despite VYexico’s higher
wages. An important question is how wide wage diffarentials must
become before the relative advantage of Mexico is offsa2t. This will be
Jiscussei later.

Tlie atfraction of Mexico was reinforced by the B3order
Industrialization Prograa announced in 1955. Part of that program’s
objective was to 3absorb the border unemployment left py tne termfnation
of the “3racero’” program between the UJ. S. and ¥exico in 1964 1437 1t
allowed tae Juty free imports of foreign machinery, eguipment ani
components for processing or assembly within a 2% ka strip along the
porder, provided that all of tae lmported products wiil be
re-axported., 138/ Thus none of the output of the assembly osperations,
calley "naquila" by VYexicans, could be sold witain tae country (the
assembly plants are called "majuiladoras®).

éubsequent Mexizan legislation, decreass and aduinistrative
regulations expanded the scope of the majuila, first by exempting the
maquiladoras from the *Mexicanization” requireaent of Mexican sajority
osnersnip, 141/ and second by permitting the establishment of

maquiladoras anywhere in the country subject to apsroval by the




authorities (Mexico City ani two other cities wsere intended to be
oif-1imits because of pollution problems, but several plants were
established there by special permission; other locations have received
special incentives). Fforeign technicians and managarial personnel are
given Mexican residence if considered necessary for the efficient
functioning of the mayulladora. Custoas procedures and other
gyovernment formalities have been eased. As a further attraction for
majuila operations (and following the Far E£astern exaaple) industrial
parks have been promoted, first along the border and then in the
interior. 148/

Tre original conception by the promoters of an idealized
co-production system with Yexico is the “tsin plant" idea. U. S. firas
would establish two piants under a single manageuwent, one on each side
of the porder. The U. S. plant would do the capital intensive, nhigh
technology operations and the factory on the Mexican side, the labor
intensive processes. 143/ The Ue S« plant would supply the Mexican
counterpart with the coamponent parts and the Mexican plant would return
tne assenbled products to the U. S, side for further processing and/or
shipment to the various markets. The two plants would be close anough
so that transportation costs woull pe near zero and a single management
would be optimal, Invgntory costs, repair and aaintanance and other
probless in the Vexican plant could be held to a aminizum oecause
supplies and technical support would pe just a short distance away on
the U. S. side.

The Logic of the concept has won sufficient acceptance so that the
term “twin plant” has often been used incorrectly to describe all

Us So. offshore assembly operations with Mexico. In effect, the great
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majority of U. S. owned maquiladoras are suppliasd froa plants guite
distant from the border, primarily the Midwest but also the East and
the far West. Apparently many U. S. corporations have felt the savings
in transportation costs and the advantage of a single manageaent do not
warrant the investment in an additional plant on the U. S. side of the
porder when plants that could supply the components already existed
elsewshere. Although quite a few twin plants have been established
aiong the border, particularly in the El Paso~Juarez region, there are
not enough of these to make that concept representative of the existing
co-production activities between the United States and Mexico.

Inis chapter is divided into seven main sections. The first
three, including this introduction, are primacily descriptive. Section
4, the main issues of offshore assembly operation in Mexico, is
pramarily analytical. Sections § and 6 are a combination 3f cesearch
findings and policy implications. The final section refiects on the

future as its title indicates.

2. I420BIANCE_J2_QFTSHORE_ASSExABLY.EO3_¥2XICQ

Since 1965, when the Border Industrialization Prograa got under
way, a slgnificant number of assembly plants have been established
almost every year. At the end of 1980, 520 majuiladoras were in
operation employing about 124,03C persons. 152/ (See also Table III-1).

the importance of the employment generation is difficult to Judge
because "there are no relianle unemployment and underemployment
statistics in Mexico."™ 131/ It is clear, nowever, tnat within the
context of Mexico®s overall employment problea, the maquila labor force

is very small indeed. Estimates range from an underemployment rate of
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«7.4 percant to 52 percent of the labor force in 1973. 132/ The
: unemployment rate at tha border seams to be higher taan in the rest of
"the country and, according to fragmentary inforuation, appears to be

rising. L33/ The nature of the maquila work force and more about its

relation to the border employment problex» will be discussed later. 154/

The maquila operations make a substantial contribution to Mexico’s
foreiyn exchange earnings. Tne precise magnitude is difficult to
determine, prinarily because of the leakage of ¥Mexican wmaquila wages
across tae border to tne uvnited States. Various estimates have been
made. Lglercipo_Zxtarior, the monthly review of Mexico’s National 3ank
ot Fforeign Irade, cites other sourcas for the astimate of 5(6-75 percent
of wages 2arneJ on the Mexican side of the border being spent in the
YUe S. silde during the 1973s. 152/ Survey iata elaborated by the Eil
Paso, Texas neal fstate Research Corporation snos that in jugust 1266,
2) percent of ratail sales of durable goods in the :1 Paso metronolitan
area were made to patrons living across the river in Juarez, Mexico and

| surroundings. The corresponiing proportion for downtown £if Paso retail
[ sales was 30 percent. 156/ 3n the other hand, data from the Banco de
1 Yexico, Yexico’s central bank, show a consistent surplus of Mexico’s ;;
border transaction with the United States. In 1973 the surplus Jas
3732 maillion in “exico’s favor, representing 45 percent of ¥exican
border income (not including earnings from maguila exports) 151/
fherefore, in the absence of specific survey studies, it is-

difficult to estimate the pgt leakage of the Mexican offshore assewbly

P payroll. There is no douot tnat a good part of Mexican maguila wages

are spent in the United States, perhaps between 40 and 69 percent, to

take the latest assertion. |58/ Hodever, there is no estiaate of the




expenditure of U. S. residents in Mexico due t> the existence of
offshore asseably operations. The facts are, according to Banco de
Mexico data, that »oth the bortder transactions and tourism have been
consistent and substantial net forelign exchange earners for Mexico,
exceedinj Sl billion since the mid-1970s. 153/ shetnecr, and by how
'uuch, the surpluses on these accounts sould have been larger in the
absence of offshore assembly operations, is still an open juestion.

The value added generated by the majuiladoras in *exico has been
increasing sharply since tne beginning of tne oorder industrialization
program. (See the note to Taple III-2 for the definition of value
added in assembly operation). At the end of 1957 it was running at an
annual rate of over 3330 million according to figures from the Mexican
Secretariat of Programming and 3udget. 150/ (S5ee also Table I11-2).

As a net foreign exchange earner, majuila exports are ejually
important, since all of the value added i{s exported (See Tlable
I11=-3). 141/ )

Thus since 1973 the exports of majuila services have earned for
Yexico petween 30 and 45 parcent as much as total Vexican wmanufactured
exports. 1£2/ They are considerably larger than Mexico®s net earnings
from tourism (expenditures oL foreign tourists in Mexico minus

expenditures of Mexican tourists abroad, not including 4exico®s highly

favorable balance of border transactions). Even if there are major net

leakaées == Mexican workers® wages spent on the Ue. S. side of the
border and not compensated dy maquila induced expenditures of

Us 5. residents in idexico == say as high as S5) percent, net foreign
exchange earnings from asseambly operations would still make an

important contribution to vexico®s balance of payments, egualing about
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Tadla 111-2. Mexico: Total Value Added and Total Payroll in Assembly Plants, by location ia Millioms of Curremt U.S. Dollare
and Index Mumbere of Constant Maxican Pesos (:75 = 100} .
1973-19

1973 197 1973 1976 177 1978 197 1980
(Millioas of Curremt U.S. Dollare)

"ALUE ADDED

All Plants 197.0 ns.6 321.2 382.2 314,9 438.6 637.9 770.8
Sordar Plants 177.5 289.2 290.0 314.4 276.3 386.3 339.7 661.2
Interior Plants 19.5 26.3 .1 7.7 38,6 $2.0 98.2 109.6

ZOTAL PATROLL

All Plante 118.5 194.7 194.4 215.6 200.3 262.3 IN.é 456.4
Bordar Plants 107.7 181.4 180.1 199.9 183.8 241.8 339.6 413.7
Interior Plants 7.8 13.3 14.2 15.7 16.9 20.7 31.8 42.7

Index Nusbars of Constant Mexican Pasos
ALTE ADDED (1925 = 100)

ALl Plants 87.2 113.2 100.0 116.7 118.6 162.‘0 174.7 168.5
Border Plants 87.0 134.9 100.0 113.4 115.2 138.6 163.6 160.1
Interior Plants 89.2 97.9 100.0 129.0 150.1 173.8 277.4 242.3

TOTAL PATROLL

All Plants 84.4 115.3 100.0 118,0 124.7 140.5 168.0 1%4.8
Sorder Plants 8s.0 116.0 100.0 18 123.4 139.6 165.7 161.1
Interior Plants 77.5 107.3 100.0 117.4 139.9 151.1 196.1 210.7

1. Interior plante calculsted by eubtractiom.

s. Deflsted by Maxicen Consumer Price Index (CPI was chosen for the following reasons:
(1) Wholesale Price Index covers Maxico City only,
(2) Valus Added in Mexico consists primarily of wvages, services and profits,
Mexican masterisls comstituting only a small proportion).

Sources: Nbl:h“ and Unpublished SPP end SEPATIN Tables,
For Rates of Exchange snd Consumer Price Index: INF, International Pinancial Stetist
1980 YearBook and July 1981 ispus. Ses Table IIT A-1, balow -t —rnencisl Stetistics,

‘ote:  The ecomomic concent of "valwe sdded” tacludes only peyments to the factors of
5 production, such
8% vages, rents, interest end profits. 1Is this snd other tadbles, hovever, the concent u;vnunt- the

‘value sdded in Mexican assembdl rations to the
sl gl S ey N pg Y ope imported cowponents and therfore includes local




Table 1II-3. Mexico:

Comparison of Mexican and U.S. Datas of Value Added
in Mexican Assembly Plants, Exports of Mexican
Assembly Services and U.S. Dutiable Imports of

Assembly Products from Mexico.
(Millions of U.S. Dollars)

Dutiable Value

Value Added Net Exports of U.S. 807.00 & 806.30
Year in Assembly Plants of Mexican Assembly Plants Imports from Mexico
oy (8) ()
1973 197 278 286
1974 316 444 464
1975 321 454 467
1976 352 536 536
1977 315 525 524
1978 439 4s2 &/ 714
1979 638 638 1016
1980 771 773 1155

Sources: Column A:

B:
C:

Reports.

SPP tables; converted to U.S. dollars at prevailing

tates of exchange (Table III A-1).
Banco de Mexico, Annual Reports 1973-1980.

U.S. International Trade Commission, Tariff Items 807.00
and 806.30, U.S. Imports for Consumption, various years.

a. The 1978 figure was originally $714.3 million (1978 Informe Anual, Banco de
Mexico), but was revised downward by 37 perceant in the 1979 and 1980 Annual

e

e




nalf of Mexico®s earnings froa exports of manufactures to the United

States.
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3. CHARACIERISTAICS_QE.THI AGSEXBLY._INQUSIRY .
A

greducise_Locatioen.aand_3ize
The variety of JYexico’s assemnbly activities is «ide and has be;n

increasinj. It ranges from toys and dolls to sophisticated electtoélc
ejuipment to the sorting of U. S. retail store coupons. The ten most
important product groups averaged over 8) percent of total value ot;
assewmdly output imported by tne United States froa vaxico Juring
1969-7: sut only about 70 percent durinj 1979 (Tabie III-4). TIf
T« V. parts are excluded, the percentage drops from 62 to 43 percent.
while the variety has ctisen, the coxposition of the product mix
has changed. Textile products (including apparel), toys and dolls and
similar simple light industry constituted almost one juarter of all
maquila output in 1955, but in 19€) they accounted for only one-tenta.
Television receivers and parts now maae up well over one juarter of the
total, thus being by far the aosst iamportant single product group in
Mexico’s assembly operations. Semiconductors and parts which, with
over lt percent of the total, were almost as important as the
Te Vo group in 1969, accounted for only S percent in 1980. Motor
vehicle parts were not a significant assembly product in 1969, but in Al

recent years they have occupied between the third and sixth place in

order of importance in Mexico’s magquila operations.

ST ATt e Raw e

The 620 majuiladoras operating in 1980 asseabled at lesast $2.3
billion worth of total output. Taat is the amount that was imported by

the U. S wunder tariff iteas 807.00 and 806.30 that year (Table

e - e e

1[1‘5)0
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Table ITI-4a. Mexico: The Most Isportant $07.00/806.30 U.S. Imports from Mexico (ITC Categories), 1969-1975

o
At
~4
W

19 1370 mn 972 1973 1974

Most 2 of 2 of 3 of 2 of % of 2 ot X of
lwportant Totsl Total Total Total Total Total Total

17 806/807 Rank 806/807  Rank $06/807 Bank  806/807 Bank  806/607 Rank 606/807  Rank  §06/807 Naak
Producte Velue Valus Value Value Value Yaluve Valve

4.2 1 2.3 1 22.3 1 15.8 1 20.7 31

I
-
-
.
~
-

T.v. 1.1
faceivers
& Parts

Seaiconductors 16.3
& Parts

Toys, Dolls 1.0 ) 12.3 3 8.3 4 5.6 5 3 9 2.8 ]
& Models

Textile 11.5 4 9.9 4 12.9 3 1.8 3 12.2 2 11.4 3 12.2 1
Products

Office 9.0 3 8.6 H 4.9 5 6.0 4 7.5 & 9.8 4 7.1 &
Machines

10.6 3

~
»
[
b
-
~
L
by
-
~
L
H
w
[
I
H
o
-
-
w
>
~

Elactronic 3.9 [
Memoriss

Sctlentific kN ) 7
Instrusents

P1-2on-Type 2.9 8 2.9 ? 2.2 10 2.5 10 2.6 10 2.7 s
Ingines &
Parts, etc.

Hané Tools, 2.4 9 2.4 9
Cuttery, eotc.

Resistors & 2.2 10
Parts

Elec. Motors, 2.7 [ ] 3.8 6 3.5 6 .
Generstors, 2.8 L] 2.6 9 2.9 14

atc.

Luaber & Paper
Products

Recording Medis 3.2 6 2.8 9

Zquipment—e 2.8 s 3.4 7 4.2 1) 4.8 H b9
Elec. Circuits,
ate.

Moter Vehicle 3.0 7 3.2 8 2.9 6 2.9 7 5.0 3 .
Parts, etc. ~

ek maim—n

Capacitors 1.8 10 2.8 L} 2.9 ? 3.4 [ 2.6 10

tlectrical 2.3 10 2.7 L]
Conductors

T of 10 Most 84,0 9.7 4.3 51.1 49.9 $3.3 50.6
Isportant

Products

(excluding

T.%.)

TOTAL 806/ 145.2 213.3 260.3 426.4 651.2 1032.6 1019.8 '

807 Value :

(Millions . ’N
Pollsrs) '




Table ITTI-4b. The Mest lmportsnt §07.00/806.30 U.S. Imports frow Maxico (ITC Catagories), 1976-1980
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Moot

X of

Iaportant Total
17C 806/807
Products VYalue

Sank

Total
804/807

Value

1

% of
Total Total

806/807 Rank 807 sk

Vales

1979 &/

L of

Yalue

ry
L

hank b/

1.9
Recetvers
& Parts

somi~
conductors &
Parte

Toys, Dolls
4 Modele

Textile
Products

office
Machines,
ete.

Scientific
Instruments

Elec. Motors,
Generators,
etc.

luzber & Paper
Products

Recording
Meadia

Equipoont—
Elec. Cireuits,
cte.

Motor Vehicle
Parts, etc.

Capacitors

Electrical
Conductors,
ate.

Radic Appar.
& Parts

Other Misec.
Elac. Prod.
& Pares

Ceranic
Products

luggege,
Handbags,

I of 10 Most
Isportant
Products
oxcluding T.V.

TOTAL 806/
807 Valwe
(M{lltons of
Dollars)

2.7

8.3

11.6

4.2

3.8
2.9

A8.3

1133.3

10

1.1

6.2

2.8

3.7

2.6

6.2

8.3

4.0
3.8

1153.3%

1

10

3.0

3.0

10.2

2.8

3.8

5.7

6.2

3.7
3.4

3.4

1539.8

1

10

~4

27.8 1

Aly ?

4.6 6

5.8 3

w¥

3.3
4.6 5

3a 10

4.7

2001.7

4.0

1.2

2.9

3.4

5.0

¥

3.0
6.3

1.2

3.3

1.3

2276.3

14

1

16

10

15

1)

Ineludes snly 007.00 taperts.

b. Ranking covers the 1§ meet important product groups.
¢. Including 806.30 taperts, these parceatages would amount to 5.0 ia both 1979 ad 1980,
4. lacleding 804.30 imperts, these perceatages would be 5.1 4n 1979 and 4.6 1in 1940,

Sources: Por 1949-1978, Special magnatic

1966-00", U.5. Iaternstional Trads Commission, Jems 1981.

tapes prepared by the U.S. Internstional Trade Cowmission (ITC).
1979-1960, "Toriff Items $07.00 ané 806.30 U.8. Imports for Comsumptisn, Specified Years
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Table 111-5. U.S. Imports Under Tariff Items 807.00 and 806.30 from
Mexico, Total, Duty-Free and Dutiable Value in Million
U.S. Dollars and Percent Dutiable Value of Total Value

1969-1980
Dutiasble ' Dutiable
Total 807.00 Duty-Free Value of 807/806 Value as Percent
Year and 806.30 Imports 807/806 Imports of Total Value
(millions of dollars) (3+1)
(1) (2) (3) (4)
1969 150.0 97.9 52.1 34.7
1970 218.8 138.3 80.5 36.8
1971 270.4 166.0 104.4 38.6
1972 426.4 256.3 170.1 39.9
1973 651.2 364.8 286.4 44,0
1974 1032.6 568.7 463.9 44.9
1975 1019.8 552.4 467.4 45.8
1976 1135.4 599.9 535.5 47.2
1977 1155.5 631.1 524.4 45.4
1978 1539.8 826.0 713.8 46.4
1979 2065.1 1049.4 1015.7 49.2
1980 2341.4 1186.3 1155.1 49.3
Source: U.S. International Trade Commission (ITC), Tariff Items 807.00 and

806.30, U.S. Imports for Comsumption, various issues.

™
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1f Yexican assewbly proilucts for other countries (mainly Japan)

are added, the majuila output aay well have reached $2.5 billion in
1980. 163/ About nalf of the output destinad to the UInited States
consisted of U. S. components.

Most of the plants are located along the border, concentrating in
six towns from TiYuana just south of San Diego, California on the
racific Jcean to Matamoros opposite Brownsville, Texas near the Gulf of
Mexico. 184/ A littie more than 11 percent of the total (53 plants)
were in the interior of the country in 19860 (Tadle III-1). The
proportion, while still small, has been fincreasing steadily. (In 1973
there were only 1y plants ~- or less than 4 percent of the total at
tnat time == located away from the porder). The linterior plants are
situated now in nearly every part of the country, including the three
larjest cities, Yexico City, Suadﬁlajara, and “antectey.

w0t only the number but also the size of plants in Vexico’s
maguila industry have been rising. Estinates dased on data given in
Je S. Embissy reports would indicate an average of apout 12) workers
per plant during the early 1970s. 183/ This rose to about 16) during
tne mid-73s and an average of about 290 workers per >lant at tne end of
tae decale (Table III-6).

Tne largest size plants tend to be located in addern industrial
patks; in Cuidai Juarez, where the country’s largest fndustrial park
for maguiladoras is located, the average was 350 workers per
establishment in Deceaver 198). Small plants tend to prevail in tne
Far west: Tijuana averaged only 100 workers and Mexicali less than
90. L86/ There is no significant overall difference in size betdeen

border and interior plants (Table fII-6).
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The five plants in greater Mexico City were quite small, averaging

apout 30 workers, while in Gualalajara tne 14 plants averaged over 500

workers. 1In addition to the available infrastructure such as

L d

industrial parks, plant size varies with the tyoe of products.

g .

Furniture assemdly is generally done in small plants, asseably of

electrical machinery and equipment in large plants (Table III-5).

ey

JuDership

As the concept of "offshore assembly" implies, the majority of the
majuila output in Mexico is produced by foreign subpsidiaries operating
in tnat country. And since 3) percent or more of the asseably is for
tae U. S, market, most of these subsidiaries are U. Se. oOwned or
controllel.

It sould be a mistake, hodever, to believe that “exican capital
has played no role in the maguila operations. +#hile data are
incomplete and contradictory, some patterns are apparent. 0One Mexican
source inliicates that in 1979, 259 of tnhe 540 firms operating as
mayuiladoras had majority foreign capital (of wnich 35 percent came
from the J.5.) 1l€1/ That is only 48 percent. Anot-er Mexican study
says that 55 percent of the magquiladores are wholly foreign owned. 1%d/
The U.S. Zmbassy in Mexico cites a report that 35 percent of tne firms
had Mexican capital and managers in 1979. 189/ A recent publication by
Mexico®s Third world Center asserts tnat U.S. coapanies control 90
percent of all maquila operations in Mexico. 170/ But the same article
provides a taple in which it is shown that in 1978 only 11 of the 38
plants established in the interior of VYexico were whally U.S. owned

(less than 3) percent), while another 11 had 13) percent Mexican




capital, an additional 3 hal dexican na}ority ownership and 4 aore were
counted with between 16 and 42 percent Mexican capital. 111/ In other
words, substantial Mexican capital participated in nalf of the
maguiladoras located in the interior of Mexico in 1378. Mexican
capital is also involved in industrial parks designed fotr saquiladoras.
Tae largest park of maguilailoras in the country, located in Ciudad
Juarez, is mexican od4ned and operated. 172/

Most of the U. S. controlled maquiladoras are suosidiaries ot
medium sized multinational enterprises. Some of the jiants in
UeSe 1njustry, however, have established offshore assembly operations
in dexico in recent years. At least 4B of the Fortule 5G) haa
maquiladoras in 1976. 1137 1n addition, three of the largest Japanese
and four of the top Zuropean industrial concerns operated assenbly
plants in Mexico that year. The interest of Japanese and Turopean
companies in Yexican offshore production appears to de increasing. 114/
Kafle it is natural that foreign participation woull pe nigaer in the
majuila industry than in otner economic activities, it should be noted
that in general the share of Mexican manufactured output produced by
foreign transnational companies has increased in the postwar
period. 115/

Foreign companies, instead of establishing their own subsidiaries,
also subcontract Mexican firms to undertake the assembly operation for
them. Many of these are "captive”™ plants, i. e. they produce only for
one foreign company} the majority, however, provide assembly services
for two or more foreign companies. They can oe found all along the
oorjer but a large number concentrate in the area bordering California

whete the U, S. contracting companies are nearby. dost of the captive

226
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plants, principally in the apparel industry, and soae of the others
receive a major portion o1 the machinery and ejuipment from the
subcontracting company in the United States on loan or on a rental
basis. These are usually second hand items and seldom up=-to-Jate
hardware. T[he fact that the esquipment belongs to the foreign (usually
U.S.) contractor means that it can be Jithdra«sn after coapletion of an
assembly job. nowever, the usual agreement calls for a continuing
contractual relationship.

A variant of supcontracting used in vexico is a temporary
arrangement, generally called a "shelter plan," under which local and
special firas in 4exico, who "know the ropes," provide assembly
sarvices for a foreign concern until the foreijn company is ready to
estaolish its own subsidiary or enters into a long term relationship
with a Yexican fira or declides not to assemble in the country. Tne
iirms offeriny shelter plans range from consulting ousinesses providing
only advisory services to foreign companies wishing to set up shop in
mexlico, to well ejuioped plants that can engage in a variety of
assembly operations with machinery and ejuipment provided by the
client.

Thus the shelter plan permits a foreign company to try out
oftfshore assembly operations Jithout iameiiately having to maka long
term commitments. The local firm "shelters™ the foreigner from the red
tape involved in starting up foreign production. This covers
legalities in dealing with government offices, hiring and
ajministration of workers and technicians and compliance with rules,
regulations and customs. Since the foreign company®s manageunent will

be on site, local procedures can bpe learned "on tne job." After tae
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production experience of several months to a year or more, the company
will be in a position to decide whether or not to invest in offshore
assembly facilities or undertake long term coamitments with Mexican
firms. There is nothing that prevents the foreign company from
continuinj with tne shelter plan firm except taat it is expensive an3

probably defeats the purpose of offshore assemoly in the long run. 116/

C3pital_Reguiremeats

Almost by Jdefinition, assembly operations, even in foreign plants
wiich generally make up the largest majuiladoras, tend to have very low
capital-labor ratios compared to other manufacturing activities.
According to a well xnowsn Mexican economist, cajital investaent per
worker was less than 10,090 pesos in Mexico’s majuila industries in
1974. This compares with 62,0ud pesos in 1972 for tane total Mexican
manufacturing industry. 177/ This difference may be 2xaggerated because
on the one side, capital in the magquila industry may be unlerestimated
and on the otner, Mexico has a very high capital=-labor ratio in
@aanufacturing compared to other developing countries. 178/ Nevartheless
tae gap between the capitdl rejuirements of ma uila operations and the
average for all manufacturing as reported in the Mexican industrial
census is striking. Vost likely tne difference has narrowed since the
1974 estimate as larjer and more capital intensive plants have opened
operaiions in tne country during the last decade. The available data
are brought together in Table III-7, but comparisons over time should
only be made with great caution (particulacly #ith the 1977 data which
are derived from a U.S. source and are not consistent with the mMexican

statistics. See note to Table IIl-7),.
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i Table 111-7. Mexico: Capital per Worker, Available Dates, 1970-1977
Total Manufacturing Assenbly Industries ]
oross Fixed Assets per Worker Machinery & i t per Worker
B T e e eetric ¢«
All Sectors Zlectronic Industries All Sectors Zlectronic Industries
Pasos Us § Pesos Us $ Pesos uUs § Pasos Us $
1970
BORDER TOWNS 35,174 2,814 7,316 583 8,308 665
Mexicall 38,179 3,054 3,553 284
Tijuana 19,476 1,558 5,586 446
Yogales 9,235 739 2,595 208
Matamoros 21,692 1,735 10,773 862
Jusrez 11,685 935 4
TOTAL MEXICO 62,880 5,030 34,420 2,754 7,314 585 8,308 665
August 1972 5,200 416
: spril 30, 1973 ' 15,422 1,234
-—ut 1973 : 14,700 1,176
January 31, 1974 ' 14,536 1,163 12,439 995
October 1974 ‘ 9,300 764
1977 9,043 [ 3,003 5,433 2,368

Sources: For 1970 Total Mexico, all Sectors snd electric and electronics, IX Industrial Census as
reported in Centro Nacional de Informacion e Estadisticas del Trabajo, Mexico 1977,
Table 3.4.1.3, pp. 110 & 119.
For 1970 Border Towns, J. Xirau I. and M. Diaz, Nuestra depandencia fronteriza, Table 3.7,
based on IX Industrial Census Assembly Industries by border towns and electric and electronics :
sector, Direccion Genersl de Industriss, SIC as reported in Secretaria de Industria y Comercio, \
Posibilidades Industriales del Programs de Maquiladoras, Mexico 1974, pp. 85 & 89.
For August 1972, June 1973 and October 1974, L. Solis, “Industrisl Priorities in Mexico" in
UNIDO, Industrial Priorities in Developing Countries, 1979, Table 15, p. 109.
For April 30, 1973, Xirau, Table 33.
For January 31, 1974, Victor Urquidi and Sofia Mendez Villareal "Economic Importance of
Mexico's Northern Border Region” in Stanley R. Ross, editor, Views Across the Border,
Univ. of Nev Mexfco Press, 1978, Table 8, p. 150.
For 1977, U.S. Direct Investment Abroad 1977, U.S. Department of Commerce, Buresu of
Economic Anslysis, International Investment Division, Washington, April 1981.

Note: Under the Total Manufacturing columms, the Net Property of Plant and Equipment figure ;
given for Mexican Affiliates of U.S. companies was divided by their number of employees \
(1n Mexico). A similar ealculation was asde for the Asseably Industries, using the !
torresponding data for the Majority Owned Toreigm Affiliates of U.S. companies (MOFA) ©
in Mexico, under the assumption that MOFA are permitted to oparate in Mexico only under
the Maquiladora Program (elsevhere Mexican majority ownership is required). Por obvious
Teasons, 1977 data are not comparable with previous yesrs. ]




Yalue_Added

The difference in capital paer worker between assembly and the rest
of manufacturing also means that value added by the 4orker in the
magquiladoras is lower than in other manufacturing plants. In 1975, the
only vear for which Mexican industrial census Jdata and inforamation from
tue 3ecretariat of Progtramming and Budget coincide, the statistics
indicate that the majuila value added per worker is somewhat less than
two~thirds of the total manufacturing value added per worker
(approximately $4,930 as couwnpared to $7.500), 173/ If it is consiudered
tnat average fixed capital per <Jorxer in all of aanufacturing mnay be at
least turee times as much as in tae asseanly industries (adjusted for
undarestimation of capital rejuirements in majuiladoras, unadjusted the
ratio is 3:1 for 1974 as reported by Solis (19793 éni almost 9:1 as
reported in the 197¢ census (Table I11-7]), then the output that can be
obtained rrom a unit of capital in the latter is obviously wuch greater
taan in manufacturing as a whole.

Using the relationshios of 3:1 for the capital-labor and 1.5:1 for
value added=labor ratios, tne value added~-cansital ratio in the asseambly
industry is tdice as high as in the total manufacturing sector in
Mexicos In other words, a ynit of capital in assendly operations
would, on the averags, contribute to national income twice as much as
the unit of capital in all other amanufacturing. Data indicate that
wnile value aided mer worker in assembly ilnlustries aias increasel
smartly since the early 139705 in current dollars, Vexican prices have
risen sharply so that it is not clear whether it has kept up in real
terms (See [able III-14). (Inflation accelerated during that period,

the nigher rates starting with the oil price explosion in 1973, when
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Mexico was still 4 suostantial oil importer. An even stronger saock
. . Y
came in 14706, induced in patrt by economic policies, such as shacrp wage

increases and a dramatic devaluation. At the end of the 1370s.,

“r

K4

inflation wis also fed by tne expansion of oil production). .
3ecaus2 of the absence of data it is difficult to compare chandes
i real value alded per workar in tne'assembly industry witn tae reét
ot manufacturing. Industrial census data indicate a more than 8% .
percent increase in 111 of manufacturing between 137) and 1975 (in
constaint Jollar teras) 3¢/ This is not inconsistent with the
corresponding wmaquila increasa because, if only tne sectors wost

closely related to the maguila industries are considered, there was

nardly any gro«th at all. 13l/

rages

Majquila wages appear to nave risen steeply during the aid=197ds,
outpacing the consumer price index. The payroll per employee (blue and
wnite collar workers) increased by about 15 sarcent in real terms in
1574 over tne previous year anl} about 7 percent froxn 1975 to 1975.
Since 1378, remunerations per worker in maguilajoras have declined in
constant prices so tnat by 192) they were == {in real ourchasing
power == Just 5 percent abova the 1973 level (Table IlI-9). Other
Mexican wajes appeared to have done somewhat better according to
changés in average minimum wages and an index of monthly wage as
reported by the 3anco de Mexico to the International Monetary Fund

(Tabies III A-1 and III-9).
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Table III-9. Mexico: Real Wage Indices of Assembly Plants, Other Monthly
Wages and Average Minimum Wages
1973-1980
Assembly Plants Monthly Wage Average National
Payroll per Worker Index in Constant Mininum Wage
Index in 1975 Prices 1975 Prices Index in 1975 Prices
1975=100
Year All Plants  Border  Interior 1975=100 1975=100
1973 88.3 93.2 51.8 91 91
1974 102.1 101.4 112.2 97 100
1975 100 100 100 100 100
1976 106.5 108.7 85.4 111 111
1977 106.8 108.5 91.6 113 110
1978 104.1 105.3 92.1 111 108
1979 101.4 102.5 91.9 109 106
1980 92.7 94.0 82.4 107 99

Note: Assembly plant payrolls include fringe benefits.

Sources: Tables III-1, II1-2, III-8 and III A-l.

.
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Data for the hourly coapensation for production workers (which is
calculated as production worker payroll in assewnbly plants, excluding
tringe benefits, divided by production worker hours worked, a series
that is available only beginning with 1975) also shos the 1976 rise and
tne Jecline afterwards in real terms. keal hourly wages in interior
assembly plants did not reach their peak until 1978 and then declined
(See Table III-13).

Inis does not me2zan that real majuila wages have fared much worse
than wages in other manufacturing sectors. The averaje national index
of official minimum wages 1§2/ put into constant prices, snowed similar
changes and s0 do the fragmentary average wage Jdata (lable III-9 and
117-10). Minisua wages for tne border areas beaaved someahat
differently from the nationai average. First of all they tended to be
considerably higher than the national average, exceeding the latter by
more than half at the beginning of Mexico’s border industrialization
program. 183/ Mexican governaent policy reinforced the economic effects
of the high wages on the U. S. side to create tais iifferential. Tae
gap diminisned slightly until 1968 and from then until 13735 the
increases in minimum wages at tne botrder kept up with the nétiona;
average. Since then the border average has fallen bshind so that by
198C the difference with the rest of the nation was reduced to well
under .39 perceni (Table III-11)s This may be due to the announced
goverﬁuent policy to equalize wage rates across the country lH4/ or to
a policy, stimulated by the down turn in asseably activities in the
mid=1970s, to put the brakes on border wages in order to increase the
attractiveness of magquiladoras there to potential investors, or,

simply, to weaker labor unions at the bordert.
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Table 1II-11, Mexico: Minimum Wages, Unweighted Averages for the Country
and for the Border Region and their Relationship

1970-1980
Daily Minimum Wage Border Minigum
(Unweighted Average) as Percent of
Converted to U.S. Dollars &/ National Average
Year Nat ional Border
1970 2,00 2.86 143
1971 2,00 2.86 143
1972 2.34 3.37 144
1973 2.45 &/ 3.52 b/ 144
1974 3.32 %/ 4,78 b/ 144
1975 3.84 5.52 144
1976 4.03 &/ 5.65 &/ 140
1977 3.51 4,91 140
1978 3.97 5.44 ' 137
1979 4,64 6.16 133
1980 5.41 6.91 128

a. Converted from pesos to dollars at average yearly exchange rate.

b. Minimum wage was changed during year, rate for year averaged 1
proportionately.

Source: M. Van Waas, Multinationals' . . . , 1981, Table 10, pp. 276-77
Exchange rates from International Financial Statistics, IMF 1980
Yearbook, and July 1981 issue. See Table IIl A-1,
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As can be expected, wages in the maguiladoras followed the minimum
wages in the border region juite closely. 155/ Both rose in real teims
in 1976, both fell afterwards, the border average sinimum wages

A Y
somewhat more so than the aaquil3 remunerations. Despite sowne probiems

in comparability, the data clearly show that avarage remunerations ;n
the asseably industries at tna border have been significantly hiqhef
than official minimum wages, averaging almost 1) percent above the )
porder minimum level. lnterior plant wages averaged about 14 percent
above the national average winimum wages duringy 1975-1389 (Taole
I11-12). 135/

hssaably wages oaid in plants in the border rejgion have oeen

consistently nigner than in maguiladoras in the interior of Mexico .

while the gap appears to have declined in recent years, it still

averaged over 2S5 percent uuring 1978-8D (Table III-13).

To summarize the analysis of wage levels: Mexican wages in the
border regions adjoining the United States are on average zonsiderably
higner than in the interior of the country. The difference has been
declining, apparently as a result of deliberate government pollcy;
Wages in the assembly industries nave followed this sattern. The
relative difference in wages between the majuiladoras at the border and
in the 1nterior roughly corresponds to the relationsnip between the
border and national ainimum wage averages. IKevartheless in both cases
the u;gcs paid in asseably industries have been higher than respective
minimum wages.

Insofar as wage differentials are important for offshore asseably
operations, the lower wages in the interior of vexico provide a

powerful attraction relative to the border areas. The operations of




238

* (a93deyd SIYI WY Ty 230ujo0) 295 €8 -d *1 21981 ©3 a3jou U} po18238 SEAM 9/ £q so8ea wnmpulw
L3op Supkydiarne jo poyrew t117-917 94 ‘01 919®1 ‘gEEM UBA WO1J PIIBINOTED :Q PUP D SUWAIO)
tooyxal *ddS 3O 8IIqEI paysyqndun pue poystIqnd woaj paleInITeEd :g pue y suanyo) :83dIn0§

*3eak Byl 103 PIJEINOTED SBA aBe3oae pajyldyam-yjuom ® ‘9L61 3O 13q03d0 UT padusyd
sen 28A mnmpulw Y3 9OUS * (mO]2q 83D1NOS a98 — swey uep £q poylem 3uymoyiol) g £q PIPIATP
uay3 pus 9/; £q paridyarns 8y a8ea wnwjujw A1rEp 9yl ‘edem £1anoy ay3 23endTEd 03 I9p10 ul

*Aed Awpung Supyioma-uou Suypnyouy ‘a8ua Lep 19d 8 se ueATS 91w safen wnwTUTH TPTOTII0 UL °q
+g3yjouaq a8upil apnyoul jou 8I0p 11oaked aejiopn uoyIINpold Liqmassy °w  183I0N
L SE4 4 9 €11 [A ) ! (Al X4 L A1 14 €£°92 6461
stott %°601 [ ¢ 1°81 6°ST 8°61 8L61
8°¢1l 8°901 9°11 T°91 el LR 4 LLE6Y
£ eot 801 0°6 (KA £'6 8°¢tl 9161
198 24 6°601 0°L 1°01 0°'8 11 SL6T
2+ 14 Q¢ V d t ] g v
10§aa3ul aapaog aSeiaAy [PUOTIEN  UOT8ay apiod gaued I0FINNUL sausyd aepiog
(aued134d) (sosag)
gsafey wnwjulH 03 0 (so83d) Je 0ol z9d pred selepn
sa8en A1qmessy jo diysuoyIerny anoy 19d eo8ep WnepuULH 293104 VOFIINPORZ L1qmasey

(086T-SL6T)
uoy8ey £q ‘anoy 1ad gofey wnwpugH TeTO1330
uedyxa| Yija pazedwo) BaF1ISNPUL L1quassy
uj anoj 13d y1oaked 1ayiop UOTIINPOad :0DFXaW °*ZT-111 91q8L




239

*(3vak ay3 Sujanp «F0I31q0,, £q pagion
$1N0Y jJO 19qunu [¥303 3Yd Kq PIpAjp sea (.,80292q0,,) siejion
uop3onpoad 10) ITIq 989A 1930y ) ceIEp J45 WO3J PAIRINOYE)  :sedanog

*s3jjeuaq alupay Suppnyour Jon ow

6°821 9°st y°0z €92 0961
6°121 6°1Z €°81 €27 6L61
$ 921 $°61 6°S1 8°61 | [19¢
0°1€1 6°91 et [ LL6t
L 14 yo €6 8°€x 9161
8°'8¢€1 6°01 0°s "1t si6x
qasy SJURY4 YTV  sjuwyq 0729301 SIuvyd 19paog  iwa;
(3wed33) (80834 jJuaiing)
30]193u] 03 1apiog 3O uoyIvIVY L1quossy uy safep L1anoy

(0861-SL61) /3 ®oT230npu] A1quassy uy
81104 uoyIINPALy 03 piwy sIfuy £1anoy :oayxey *§1-111 »yqeg




240

the majuiladoras in the interior appear to have been successful. Valusa
added by worxer there averajed well over one-third above the value
added by worker in the border majuiladora during 1974-1980 (Table
Il11-14a. The value added concept used here is soaesnat different froa
tne strict economic concept. See the note to Table III=2).

As aight be expected froa the previous discussion, the wage
component of value aided in tne interior maquiladora in tanis periol was
only aocout two-thirds of the cortesﬁonding shacte for the porder
assenbly plants. Therefore, other components of value added, such as
domestically produced materials, have contributel a aignher prooortion
of the total in the interior than at the border plants. Profit levels
in the mnaguilajoras of the interior were far belos4 those at the border
until 1977 but substantially higher afterwards. In 1379=-3) they
averaged about 24 percent of value added in the interior plants

compared to less than 18 percent at the border (Table 1II=15).

use_of_dzxicap_datecials

for asexico, the significant component of value added is the share
of materials and supplies provided by the domestic ezonomy. This
proportion was very small for the border plants, only ranging froa 2 to
3 percent of value adued between 1977;1930. the corresponding share
for the interior maquiladoras #as significantly larger, averaging
between 10 and 16 percent (Taola III-15).

The relative magnitude of local materials and supplies in
maquiladora output is an important indicator of the linkages that

otfshore assembly activities have for the Mexican economy. Overall,

the percentage of raw materials, components, and supplies of Mexican
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origin, etc., which are processed and assembled in maquiladoras, is
exceedingly small. With the exception of 1976 when it was 3 percent,
it varied around 1.5 percent of the total use of coaponents and
supplies (imported and domestic) during 1975-193). In the border
plants 1t was even less and a slight tendency can be noted for tnis
tiny percentage to decline after 1976. 1In the plants in the interior,
~owever, the usage of domestic materials was considerably higher and
after 1970, an exceptional year when the proportion of the total was
over 1l: percent, there was an increase reaching in 1330 a domestic

content of 10 percent of total materials used (Table III-15).

A wote:

At this point it is useful to point out that exaamination of
Ve 3. import data may give an erroneous picture of the chaaging
importance of offshore assenbly operations for the "nost" countries.
As discussed in tne first cnapter, U. S. imports under tariff items
807.00 and 306.30 are divided into duty free and dutiable imports. The
former represeat the U. S. components which are reisported exeapt from
tariff, while tne latter represent the value added abroad that is
subject to tariffs. U.S. International Trade Commission data show that
tne proportion of dutiable imports of total 807.30(/8376.3C from Mexico
rose steadily between 196% and 1930, with a minor and temporary setback
during 1977-78 due to the after effects of the 9Yexican devaluation in
the fall of 1976. 1In 1980 almost one-half of these imports were

dutiable, compared to slightly over one=third in 1969 (Table III-5).
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Table ITI-16. Mexico: Use of National Materials and Supplies ss Percent of
Total Materials and Supplies Used by Assembly Plants
by Location and Industry, 1975-1980

1975 1976 1977 1978 1979 1980
(Percent)
TOTAL
All Plants 1.4 3.0 1.5 1.5 1.4 1.7
Border .8 2.1 1.6 1.0 .9 .8
Interior 9.9  15.4 6.1 6.9 7.9 10.0
INDUSTRY CROUPING
Tood j
Border L5 36 J 0.8 s 129
Interior - 1.5 89.4  49.4 31.0 - i
Shoes & Apparel
Border 2.3 1.4 .7 .8 1.1 1.0
Interior 1.2 17.2 5.0 4.7 13.0 11.0
[
Purniture § Parts
Border 18,5 53.3 38.3 18.3 12.7 9.5
Interior - - - 75.3 90.6 3.6
Machinery, Transport
Equip. (Xon-Electric)
Border g .5 .2 1.1 3.9 .3
Intertor 8.7 N2 68.5  47.5 19.1 28

Machinery & Access.
(Electric & Electronic)

Border .3 .3 .3 2 .1 .2
Interior 6.6 5.0 1.2 2.2 2.6 17.3

Other Manufacturing

Border .8 1.4 1.2 1.5 2.3 .8
Interior 5.9 31.0 34.5 22,3 16.7 77.2
Services
¢ Border 20.3 20.2 3.8 32.0 2.7 113
Interior - 100.0 100.0 91.3 16.0 65.2

s. Transportstion squipment only,
Source: SPP Tables.
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On2 must be skeptical of the interpretation that, because tae
share of value added in Mexico increased, the linkages of
Us S. offshore assembly activities to the Mexican economy increased.
First, not only non=Ue. S. , but also non-Hexican components are
included in dutiable imports under 8(7.00/806.32 and, therefore, in
tals Jdetinition of value added in Yexico. As noted earlier these
components, primarily Mexican imports from the Far East for use in
U S assembly plants, seem to have increased during recent years.
Second, tne product mix appears to have changed in favor of assembly
sectors in which dexican value added is wore important, particularly
television receivers and parts and motor vehicle parts, moving away
from textiles (includinyg apparel) and toys and dolls where the relative
value added is below the average (Tables III-4, II-A.2 and V=4).
Third, sexican wages and pricas of value added components such as
rents, utilities, etc. , have risen faster than tne value of
Us S. components, taus contributing to raise tne share of Mexican value
added in U. S. 807,90/8C6.32 imports from that country. It i; this
etfect, the rapid rise of the wage and utility bills, that does signity 4
an important expansion of the linkages between the maquiladoras and the *
Mexican economy. 181/ U.S. import data, however, do not indicate

whether or not the share of VMexican materials used in asseably plants 3

has increased.
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4. JHE_MAIN_133053_UE_QCESHUBE_a33543LY_QREBATIUNI_IYTYEXICU f
lecause of the nagnitude of 4Yexico’s involveament in offshore

assemcly activities, its merits for the country have been debated:

axtensively. B8enefits have been .Juestioned and serious negative

eflects for tne vexican econoany and soclety as a whole have been

attributed to the asseably arrangements. 133/ The critijue centers on
taree principal issuest (1) The enclave nature of assendbly activities
witain the dexican economy; (2) The effects on the lLabor force and on
soclety in the areas where maguiladoras concentrate; and (3) The
vulnerability of majuiladoras to swings in the U.S. ousine3ss cycle and
their general dependency on decisions made in the Ynited States ani
vlsewnere outside of mMexico. These taree issue areas are liscussed

belouw.

LaDkales

A persudsive argument can be made that by their very nature
3332mbly services provided to foreiyners constitute an enclave in the
4exican economy. First, it w#as noted that only a tiny percentage of
tie materials useld in these operations is of fexican origin. Sacond,
according to several recent studies discussed below, the employment
jenerated by the maquiladoras tends not to absotrb "traditional®
unemployaent and underemployment. Third, the bulk of the maquiladoras

concentrates in towns along the border with the United States. Many of

tne towns are fairly isolated from the economic aeartland of daxico due F
to geoyraphy and the lack of adequate infrastructure. Fourth, the jobs
createa are mainly unskilled and almost by definition, it is argued, !

will remain so. The labor force therefore receives little training. l
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Fifth, although many of tiie assembly pldnts use sophisticat®d ejuipment
and technologies, there is little transfer of tachnology to the rest of
the ¥exican economy. Sixth, it is said that wages are destined tq

readin low, due to the low skill requiresents of assembly production

and in order to keep these activities attractive to foreign
manufacturers. In addition, only part of the wages paid to assembly
wor«<ers 1ire spent to buy Yexican goods and services® because the
population near the border is accustomed to shop across the frontier
for a significant portion of its raquirements. Tnus, it islarjued, the
income generated by offshore assembly production will provide only a
very limited stimulus to the Mexican economy.

The institutional franesork for maquila oderations reinforce taeir
economic isolation. In general, maguiladoras are not permitted to sell
on the national market but aust export their total pcoduction. L83/
ihis 1s understandable since these are "in-bond" industries, their
iaports of components being exempted from Mexican import Juties
provided that they be re-exportel after assembly. 13)/

Thus most of the commercial relations of the majuiladoras are with
foreign companies, especially with U. S. multinationals, rather than
with Mexican producers and consumers. Add to that the fact that even
when maquiladoras are not U. S. subsidiaries, many plants, particularly
in the apparel industry, operate with machinery and equipment provided
and owned by the U. S. contractors, and one gets a >icture of an
enclave of mexican assembly activities that is tied much more strongly

to the Jnited States than to the rest of Mexico.




There is little doubt tnat tais plcture is close to re3lity as it
has existed until nowe It is open to question, however, whether Rhe
co-production relationship betseen industrial and developing counfries
is suca tuat it creates an ironclad straight jacket that does not:
Jermit the eventual integration of assembly production ints the
national econoay. The experience of Korea and laiwan seeas to point in
the opposite direction. 131/ :

Intervieds witn J. S. as well as Mexican nanagers of maquiladoras
indicate that attempts were made to increase the usage of Mexican
components and materials in assembly operations. 1927/ According to the
manayers, most of the attempts failed because of one or more of the
following reasons: cijorous specifications could not be met due to
geficiencies in guality control (important particularly in the electric
and electronic industries); delivery schedules could not be nmet;
production capacity was insufficient; anl, mentioned most often, prices
were too highs All of these ara typical symptoas of industries of the
nedly injustrializing countries. They are also characteristic of tne
iwport suvstituting type of industrialization in which the firms have
not yat peen sufficiently exposed to international competition 193/ In
principle, these weaknesses can be overcome as the national econonmy
becomes aore open to the outside world, and the incijxient industries
mature ani become more efficient.

Tre other side of the coin is that there are no strong incentives
for Mexican firms to do business with maguiladoras or to branch out and
establish assembly operations themselves. Given the protected
environment of the economy, producing for the rapidly growing dom;stlc

market probably yields higher returns; moreover, Mexican companies may
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fand this easier to co than to than to expose themselves ts” the
Jemandinj requirements of foreign consumers and/or z>apanies producing
for the international market. It has also been observed that the image
of the maquiladora as the foreigner with weak roots in the domestic
economy, Jdoes not encéurage Mexican firms to engage in lonj-tera
coamitnents in the assembly business. 124/

Thus a vicious circle operatess As lonj as taere is no greater
participation of Mexican capital and entrepreneurshi> in majuiladora
activities, transfer of technology froa offshore production to the
Mexlcan economy will pe limiteds This limitation is itself a barrier
to greater Mexican involvement in co-production with foreign companies
anj linkages will remain weak. !nless tne circle is broken, Mexican
enterprises will continue to furnish primarily packiag materials and
jJanitorial supplies for the maquiladoras ratnher than the vanufactured
conponents for assembly in suostitution of foreign mnaterials.

The enclave image is fostared also by the near absence of any
“torward” linkages, because the sale of maguiladora output on tne
domestic marxet is all but forbidden. Among other things, majuiladoras
could pnrovide “exican producers with sophisticated supassenbliss at low .
cost, possibly constituting an important element in the technological
upgrading of the dexican economy. The official governaent Jecree for
maquiladoras seems to permit dexican assembly plants, under certain i
circumstances, to also supply the fnternal market in addition to

exporting. 195/ | "N

In practice, however, by the end of 1973 only four such plants had

been approved and "all operate under rigidly iaposed conditions.”" The

government "has baen under pressure from domestic producers to cepeal
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this enabling legislation because of claias of unfair advamfage." 19§/
protected Mexican firms fear the competition of the low priced products
from the maquiladoras. The perception of an "unfair advantage® lg
particularly great if the assembly plants are J. 5. subsiliaries.
Informal conversations with Yexican officials make it clear that the

governaent wWill not promote wnaguiladora sales in the “exican market.

lue_2oelazpent_lssus

Tne striking aspect of the work force in assewbly proluction is
tne high percantage of female employees. Vore than three=-juarters of
all production Jorkers in “exico’s majuiladoras 4are Jomen (Table
I1[-17). The proportion is slightly highar for the nlants in the
interior and also in certain industries such as apparel ani
elactronicse.

Sevaral analysts argue that the high female proportion is the
result of deliberate hiring policies of the majuiladara managers, in
orler to obtain a Jocile labor force. They find that «hile tha long
run objective is to insure tnat wages reaaqain low, the real motivation
of manajgars in employing women is that woaen are more piiable, lass
militant and therefore less apt to provoke labor trouble. 191/

The argument runs rougaly this way: 198/ Tae hiring practices of
asseably firms result in the employment of young woazen who Jere
praviously outside the labor force and entered the labor force only
because of the increasing job opportunities at existing and new
ass:mbly plants. 199/ These women have neither a "cliss consciousness®
as docrkers nor do they have any knowleige of their legal rights or of

available means to improve their working conditions and wajes. 3ecause
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Table III-17. Mexico: Composition of Production Workers in Assembly

Industries by Sex, Location and Industry -
1980

e 2, aah

Production Workers in Assembly Industrie.
Number of Persons Percentage Composition
Total Men Women Men Women
ALL PLANTS 102,020 23,140 78,880 22,7 77.3
Border 91,308 21,455 69,853 23.5 76.5
Interior 10,712 1,685 9,027 15.7 84.3
INDUSTRY
Food 1,260 334 926 26.5 &/ 73.5 &/
(
10 Shoes & 17,307 3,359 13,948 19.4 80.6
% Apparel
Furniture & 2,839 2,485 354 87.5 12.5
Parts
Machinery, 7,851 3,092 4,759 39.4 60.6
1 Transport
t Equipment
* (Non-elec.)
3 Machinery & 58,151 10,241 47,910 17.6 82.4
! Accessories,
(Elec. &
Electronic)
Other 9,108 2,988 6,120 32.8 67.2
Services 5,504 641 4,863 11.6 88.4

a. Border plants.

Source: SPP Tables.
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their level of education is significantly above the averaje7 they are
easier to train than the average member of the labor torce and their
productivity will tend to be higher. 23¢/

kelatively few of the female maquiladora workers are heads of
households and most of them provide only supplenentary incoae for their
fanllies. Tne louwer job depenience of these workers wouli make them
vulneraole to easier dismissal or forced resignation (in order to avoid
severance pay) when their productivity declines at these exacting jobs
aiter a fow yvears. 221/

it is argued, tnerefora, that the maquiladoras create theitr own
lator pool. ihey do not draw tneir employment from the traditionally
uneaployed or underemployed but from a sector of the population which
never wurked or lookad for worke. When the border inlustrialization
program was introduced, however, one of the principal objectives was to
absorb tne unewployment of the Vexican migrant <4orkacs who were left
stranded after the termination of the "bracero" arrangement with the
United States. Probably very f2w of these men found employment in the
hed assaudbly iadustries. Instead, the formerly "unewployable" women
toox their places.,

doaen who enter the labdor force through saquila eaployaent do not
tend to leave the 1labor force wnen they become separated from their
jobs. dnce they have gainad a certain measure of independence through
working, they will probably look for work after they nave lost their
first jouv, particularly {f they are under pressure_to continue making
tne financial contributions which have helped them and their faailies

to achieve higner living standards.
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it is easy to conclude from this that, rather than aifing to
reauce unemployaent, the introduction of offshore asseably production
into mexi1co has workxed to increase the "reserve army of the
uneaployed." 202/ In this manner the maquiladora managers assure
tilemselves of a relatively uniimited supply of labpor. This peraits
taem, it is said, to maintain high productivity levels by replacing the
“olaer workers" (those approaching their wmid-tJenties) «“ho cannot
maintain their previous speed or who cannot take tha pressures and
tadium of their work any longere.

wuestioning of maguiladora executives about the high female worker
proportion in their plants alaost invariably brings the sawe responses:
women are aore dexterous for assembly tasks than men (2lso their hands
are smaller, which i35 an asset particularly in the assembly of
eirectronic micro components), they are more used to and, therefore,
more patient Wwith routine assignments, and in any case, according to
tne managers, comparatively fe4 men apply for such Jjobs. 223/

fnere is little support for the assertion that women workers have
greater msanual dexterity than men, even for Jelicate, small size
4ssembly operations. 1Intetviews with plant manajers in dexico and
Jaiti indicate that nen on the assembly lines, shether in sewing or
electronics, are at leas; as efficient as women. 214/

Tne employment of women in occupations such as sewing appears to
be culturally determwined in most parts of the industrial and
industrializing world. It seems to be a small step from axperience
with the needle to the learning of electronics asseadly, which requires
Jetailei attention to small components. It may also be culturally

determined that men are more impatient with delicate repetitfve
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routines. It is not clear therefore whether the elyloyment‘bt quen is
basel on a design for exploitation in order to maintain lower uaq?
scales, easier control and manipulation of a more docile work forf}.
i'hat seems to be clear is that Yexican asseambly plants are not un@quo
in employing a high proportion of women. N

wot only is Mexico not alone among developing countries in the
preponderance of women workers in assembly production, but a simiiat
labor force structure also exists in assembly plants in industriai
countries. In the United States, for example, in 1379, 8l.4 percent of
workers in the apparel inaustry were women. 21587 In the
YeSesemiconauctor industry, 92.1 percent of the asseably operators were
souen (9« percent in the Southern states and "only" 9J.4 percent in the
Northeast) in September 1977. Curiously enough, there was no
significant difference for the country as a whole in the female
proportion between the most highly and ledst skilled asseably tasks.
For tne South, however, there was a significant Jdiffarence, but it was
contrary to what on2 would expect: 97.0 percent females for the
highest skills, 90.5 percent for the lodest skill level. 2267 All these
percentagss appear to be higher than for Hexico’s majuiladoras. 0On the
basis of these industrial country data, one could aike an argument that
it is surprising that the proportion of women employad in Mexican
asseably plants is nat higher.

Consideration of other aspects attribuied to the preponderance of
female eaployment in maquiladoras, such as working conditions, health
effects and, particularly, the impact on the fanily and society are
beyond the scope of this study. 201/ It seems safe to say, however,

tnat the employment of a greater proportion of women previously out of
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tae labor force is a phenomenon of the path of econowic devF®lopmant in
modern times. There will be socfial role confusion (not only
male-female, but also parent-daughter) and other disintegrative e{tects
on the traditional family. 3ocial adjustments of this type are painful

and sometines costly, but taey 3are an important part of the process of

econoaic development. Ferhaps the introduction of offshore assembly
activities into particular regions of Mexico has accelerated the coming
of tne aJjustment problems there. They would have come sooner or later
in any case, gJiven the direction of Mexico’s econonic development.

A fucther arguuent about the maquila labor force, wnich goes

beyond the employment problem, bears on the linkage effacts of majuila

labor. #Far from contributing to the upgrading of tae labor forca, it

—.

is sail, assembly production causes the "deskilling" of the workars.

Some of the discussion is reminiscent of the dadates surrounding
the industrial revolution. Before being eamployed in the maquila sewing
operations, for example, many of the women workars had acjuired high
level skills, (e.3. in neeldleworx), perhaps applied only in the hoae.
In their present Jotrk place, however, they must perform the most
elementary, although precise, operations again and again. These
majuila workers who had previous experience, often used tneir judguent
and skills to a higher degree before than in their current assemdly
taskse 214/

A yeneral observation, made frequently in Marxist literature, 209/
points to the tendency in manufacturing, no matter how high tne level
of technology and sophistication of the product, to break down complex
production into ever more simple component processes. At each

successive sStage of Jecomposition, less and less skill i{s required to




perform the tasks. Assambly operations, more than other asPects of
production, may be especially subj)ect to continuing simplification, an
ongoing process in order to make workers (and machines) ever more:
erficient.

shnetaer or not saquiladoras are unique in this context is open to }

e

juestion. Although the deskilling claim was made ia an above=cited

work when maquila and previous Jobs are compared, tne same study also

contains information which indicates an upgrading of the labor force in
assembly production. 218/ Asseadly line supervisocs are alnost
invariavly drawn from amony the line workers and unward mobility does
not appear to diffar from assembly plants in the United 3tates. The
average skill level in certain assembly industries can also rise, when
waye incrzases make the lodast skilled operations unprofitable so that
they anave to be transferred to otner iocations where Ww3agjges are

lower. 11/

In surveying the negative aspects of offshore assewbly production
regarding labor, it is important to put them within the context of the
dhole sexlcan economy lest one loses perspectiva. It was found that
maquiladora wages have averaged above minimum wages every<shere and
2ininum wages at the border are still well above those in the rest of
the country.It can safely be said that maquila #age averages are
probably aigher tnan the mMexican levels for equivalent work. Labor
unions seem to be as active in maquiladoras as elsawhere,although they
are unevenly distributed along tne border. 212/ The picture painteld in '
the literature is that, with soame notable exceptions, labor unions in
assembly plants, as 4ell as in some other Vexican economic sectors,

tend not to be very representative of the interests of its




menders. 213/ This, nowever, seems to have little to 3do Jith the
proportion of women in the naquila workforce. It would also be useful
to make comparative studies of labor conditions, up<ard occupational
mopility and other employuent characteristics in magquiladoras with
tnose existing in non-assemdly plants. At preseﬁt, reliable data
resulting froam such cowparisons are not available, dut impressionistic
information indicates a not unfavorable nosition of maquiladoras
vlis=3~vis other factories in ¥exico (assuming that a high proportion of
woyen workers is not consildered as "unfavorahle").

One important point rejarding the supply of labor 1in “exico
femains to pe wade. The usual discussion centers on the large pool of
persons available to 1o low scilled jJobs. The scarcity of skillad and
highly trained persons urgently rejuired by tne groding Mexican econoay
nas not often been an importaat concern. Yet tais scarcity nas become
a signiiicant obstacle to efficiant economic devalopuent. The a%sembly
plants 3lso are in constant need of trained mandower (engineers,
technicians, managers, plant supervisors, accountants, etc.) fechnical
and administrative personnel have constituted adout 13-14 percent of
tae total maquilalora work force {Table II[I-18).

[o some extent najuiladoras import their skilled labor, in some
cases they train high tevel manpower, and also taey aire trained
Maxicans. In this last case, the assembly plants coapete with other
Mexican enterprises. This competition will be to the detriament of the
country’s economic development if the maguiladoras nave "“unfair" market
poser because of their foreign connections and resources; 414/ From the
Mexican economic point of view, it would be better to import the

technicians froam abroad, but it would be best to train Mexicans either
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Table II1-18. Mexico: Percentage Composition of Work Force in Assembly Plants
by Production, Technical, and Administrative Workers, and i

by Location (1975-1980)

1975 1976 1977 1978 1979 1980 ’

(Percent) i

ALL PLANTS |

Production 86.1 86.8 86.9 86.6 86.0 85.3

Technical 8.8 8.3 8.1 8.3 8.6 9.1

Administrative 5.1 4.9 5.0 5.1 5.4 5.6 |
BORDER PLANTS

Production 86.5 87.1 87.3 87.0 86.4 85.7

Technical 8.4 8.1 8.0 8.2 8.6 9.0

Administrative 5.1 4.8 4.7 4.8 5.0 5.3
INTERIOR PLANTS

Production 80.5 84.2 - 83.3 83.0 82.6 82.6

Technical 14,0 9.8 9.3 9.4 8.8 9.2

Sdministrative 5.5 7.0 7.4 7.6 8.6 8.2 {

Source: SPP Tables.
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by setting up new training tacilities or by seniing thenm abToad for

training.

Zbe_Rependency_lssus

The U. S. recession of 1974~75 was a traumatic experience for the
pronoters of Mexican assembly industries. Some maguiladoras closel
ac«dn; many workers were laid off. The Federal Reserve 3ank of Dallas
reported the closing of 30 naguiladoras by April 1975 and the loss of
aoout 35,700 jobs or over 4) percent of the 1974 labor force. 213/ The
decline for all of 1375 turned out to be less dramatic. The net loss
was only one plant between 1974 and 1975 and anotaer 11 in the
following two years. But almost one hundred additional plants opened
between 1577 and 1979. The net 3job loss Jas less tnan 6,320 persons or
less than 1Z percent between 1374 and 1975 and by 1977, employment was
apout 2,500 persons above the 1374 level (Table Iil-1). Value added
di] not decrease in nominal terms but fell 12 percent in real tecms
betw2en 1974 and 1975. 0Only porder plant production declined, in the
interior real plants value added increased by 2 percent betJeen tae two
vyearss (See Table 111-2) 21§/ Thus while the iapact of the U. S.
recession on maquiladora operations appeared swift and severe for a few
months, assembly activities bounced back relatively juickly.

A closer exaaination of VYexican SPP and USITC data reveals that
the shock wave of the U. S. recession concentrated on the electrical
and electronics assemblies. Apparel and textiles were not affected.
Their employment increased slijhtly between 1974 and 197S.
Geogranhically, only the border ﬁaqulladoras appeared to have been

affected. Average yearly eanployaent in the interior kept increasing.




Jn the border, the iapact was uneven. dNogales, bordering ATizona, and
Tijuana, bordering California, suffered the most. 3etween 1974 and
1975 the former lost almost one-third of its employment and more than a
quarter of its output, the latter about one-seventh. Cuidad Juarez,
the major maquilajora center in terms of value added, suffered no net
declines in employment and production. Althouyh many plants closed
there, n24 majuiladoras opened and employment increased by 45 percent
petween 1974 and 1977.

The nmost strikiny relative drop in both employvent and output
starting in 1974 and continuing through 1976, seemed to have had
nothing to do with the U. S. recession and took place in Juevo Laredo,
on the far eastern Texas border. Enployasent fell by almost 70 percent
luring that period and vaiue added in real teras by more tnan tnat.
what happened there <as what one obsefver calls a "“worker rebellion,"
provoked in part by inter-labor union conflict. 211/

%uevo Laredo accounts for more than one-third of Mexico’s
tenporary total net loss in asseably employment attributed to tne
1974/75 U. S. economic downturn and a similar proportion for the
tesporary decline in Mexico’s asseably production. If that toWn’s
experience, waich i{s unrelated to the U. S. recession, is deducted from
the national totals, recovery in Mexico®s assembly activities is even
faster, ewployment reaching 1974 levels by the end of 1975,

The bulk of the remainder of Mexico’s temporary job and production
losses of 1975 in the aaquiladoras can be accounted for by Tijuana and
Nogales. Most of the affected maquiladoras in the two towns were
plants of "fly-by-night" firms with small easily portable

investments. 218/ Such firms are particularly sensitive to the business




262

cycle as well as to increases in wage rates.
A snacp rise in Mexican sages aggravated the effects of the U, S.
recession. There was an average 36 percent jump in minimum wages
betdeen 13773 and 1374 «hen the consuamer price index increased only 23
petcent. wage increases kept on outpacing Jdexican inflatioa until
1576, reaching 23 percent apove the 1973 level in real teras for the
country 3s a whole and 29 percent for the border rejions (Table III-9).
Yowever, since all of the output was exported, primarily to the United
States, and the peso rate of exchange remxained fixed, wage costs rose
with the nominal wage increases (especially for the U. S. subsidiaries
that «4ould use dollars for sorxing capital). <inimum wages in
UeSe dollars doubled between 1571 and 1976 and even if this increase
were derlated by some Y. S. price index ralevant to the import of
assembly products from dexico, real «age costs in the asseably plants
would have risen oy well over 5) percent during that period (Table 11).
The jump in minimum wages was reflected in the payroll cost per
empioyee wihich rose in dollar terms by more than 6) jercent between
1373 and 1975 (Table 11I-8). If the sharp price rises of the other
components of ¥exican value added are also considered, such as rent and
util%ties, which follows the much higher inflation in Mexico (compared
to the J.5.), then it can be seen that the weaker assembly companies
coulg not witnstand the cost squeeze in the face of a Jeclining
Us So denand. The major devaluation of the Mexican peso during the
rxna§ aonths of 1975 reduced the wage bill and other local costs of
Mexico®s export industries == {including especially assembly

prodhction -~ whose accounting must be in teras of their dollar

earnings. 2193/




Jespite the devaluation relief, many of the small firas that

closed their Mexican plants during the mid-197)s did not return.
Although there has not been an explicit government policy to keep out
the "fly-by-nights" (firms that want to take a Juick profit and run), a
certain self=-policing by the assembly industry has taken place since
that time., All the major industrial parks screen the applications for
tne establishuent of plants with an eye toward keeping out plants that
do not promise reasonable stability and continuity. £20/

Tauerz2fore, the composition of assembly plants in Mexico changed
and py the end of the decade there was a considerably higher proportion
of well established and reputable companies operatiny in the country
than during the early 197Cs. 221/ Investment per worker in
Us So majority odned subsidiaries (MOFA), 222/ as rerorted by the
industrial census of the U. 3. Department of Commerce for 1977 was
about ten times the level recdsrded by the Mexican industrial census for
1979 and a 1972 estiaate (Table IIl1-7). ~#For 1973 and 1974, the Mexican
government estimates were more than double the 1970 and 1972 figures,
but still only a fraction of the U, S. census numbers. Although the
Ue S. data include net assets of plant property which is not recorded
in the Mexican figuras and the MJFAs probably encoapass the largest
enterprises, the iata stiil point to a significant increase in capital
per worker toward the end of the decade. 223/

Thus, given a mix of more responsible companies and a higher
investment in assembly operations, one can assum3 that majuiladoras
will be less prone to "pack up and go¥ wyhenever negative, but
temporatry, forces are encountered. Of course a severe and prolonged

deterioration of econoaic conditions, such as a confluence of a
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substantial U.S. ctecession and steep Mexican waje anl price™rises
relative to UsS. inflation combined with a fixed rate of exchange, can
again lead to dramatic losses of maquiladora income and enploynen{.

In summary: the depeniency issue merits concern. Assenbly
production may be more sensitive to external econozic conditions and
decision making than other economic activities within Mexico. After
all, offshore assamoly has oeen exclusively orfented toward exports and
it is natural that sales will depend on foreijn uarkets.. These
activities also are tied to foreign Jecision macing, either through
opgeration of foreign subsidiaries or through international
subcontracting. Sensitivity and, therefore, instability will be larger
dhen the role of weaker and short run profit maximizing firms in the
assembly operations is greater.

Yetr it was snown that, despite tne presence of such unstable
firms, the dowWnturn in asseably operations beginning in 1974 that could
be attributed to the U. S. recession was relatively wild and short
lived. Other factors which were internal in nature, such as the
"worker rebellion" in Nuevo Laredo, sharp Jage increases and a general
acceleration in inflation accounted for a large part of the setback in
majuiladora activities lasting through 1976. In this connection it is
important to note that the growth of Mexico®s econowic activities as a
whole declined signifticantly between 1574 and 1976, It was the most
prolonged and severe slowdoan in Mexico’s recent history. 224/
Manufactured exports, not including assembly plants, decreased in
nominal dollar terms by 14 percent between 1974 and 1375 225/ (in
volume terms the decrease was considerably higher). This general

slowdown had wmuch more to do with Mexico’s internal policles than with

T
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external avents and decisions.

5. PROLACY_IYeLICATIONS_EQ3._¥2&lz2
Tae maguiladoras are of aore tnan trivial significance for Mexico.

ahile they are not the engine for Mexico’s econsnic developaent, they

have been important generators of income, employaent and foreign
exchange. Jespite their positive and important contributions, however,
assembly activities have bean viewed with some awmbivalence by exican
policy makers. Most mexicans are not proud of asseunbly operations.
Tney are consideced by some as a demeaning activity, a service
performed for foreigners, such as taking in their dirty laundry. 226/

The special treatment of these activities is reflected in the way
3 sale of assembly products abroad is accounted for in Hexico’s balance
of payments, not as an export but as a service, just like touriswm,
transportation and insurance.

The governament does not seea to go out of its 4ay to promote
investments in offshore assembly operations. In a recent l6 page
special auvertising supplement sponsored by 4exico, waguiladoras or
assembly activities were not mentioned once, although fnvestment in
manufacturing was featured conspicuously. 221/ The U.S. businessman
would not know by reading the supplement that offshore assembly
opportunities existed in Mexico, much less that such activities
generated over $2.3 biiliion of U.S. lmports (including U.S. components)
from Mexico in 1980,

In part, the'lack of enthusiasm is due to the isolated nature of
assemdly activities. Not only do they tend to oe geographfically

concentrated, but their products are generally not permitted to be sold




to ‘Yexican users and consumars. Other linkages are also aiSsing or
Weak. 5esides labor, rent, and utility services, asseably plan}s buy
very little from Mexican supolietrts. Add to that the percepiiog th?t
maquiladoras constitute a stage of international capitalism serving the
interests of foreign owners, that majuiladoras do little to train and °
upgrade tne labor force, and that because of this and other poor
linkajes there is hardly any transfer of technology to the rest of the
economy, and the image emerges of an enclave activity that indeed uakes
a small contribution to Mexico’s economic development,

w0t only that, but shatever contribution there wight be is
perceived as unreliable because the activities lepend so anuch on
outside econoamic conditions and on the whims of foreigners <ho,
searchinj the world for opportunities for easy profit, are quick to
transfer their business to the lowest wage country. This instability,
seemingly tuilt into the offshore assembly production systea, would
tnus Jestroy the possibility of long term planning for the use of
majuiladoras in the country’s economic progress.

That this picture is a caricature of the real Jorld was shown. As
in all caricatures the basic features that provoke the exaggerations
are present. Some need little exaggeration to be outstaniing. Among

tnese 1s the tiny proportion of national materials used in the assembly

ptocesse.

sueplisr_factories
dinimua national content requirements in assewsdly production are
unlikely to be effective in improving its backward linkages. They may,

however, have negative effects, driving some assembly plants out of
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business and restricting the operation of others. Raising :}ticiency
in order to lowWer costs, better quality control, higher production
capacity, better planning of delivery schedules, and the other baslc
prerequisites for becoming a successful supplier of majuiladoras cannot
be decreed but aust be achieved through subtle policy and technical
assistance.,

As long as trade restrictions insulate the Yexican producer from
foreiyn competition, and therz is domestic econoamic growth, he will
fina 1t easier to work only for the national market because ne neei not
Wworty about world prices or the more exacting rejuirements of exporting
and of the asseubly plants. Under those circuastances, special
incentives to enable sexican producers to pay for technical assistance
services would help to expand the benefits of assewoly production for
Mexico0’s econowic Jevelopment. 228/

1t snould oe noted that raising the H{exican content of assenbly
exports to the Lnite] States would increase the share that is dutiaple
unaer 8J7.00/306.30 tariff items. This should not prove to be a
deterrent, if Yexican suppllies become cost competitive with the
production of J.S. components, because the additional
JeSe.duties == which acre generally low == are unlikely to offset
tae saving in the transportation of U.S. components for most products.
For those products where the net cost would be positive, szecial
subsidies may be appropriate if tne integration benefits are considered

high in the long run. 229/




doysment_to_the_Interior -

A saall but significant shift in the location of maquiladoras has
taken place which, if it accelerates, can greatly strengthen the
linkages of assembly operations. Ever since the dexican government
regulation issued in October 1972 permitted the establishazent of
in=bond plants almost anywhere in Mexico, assemdly plants have emerged
in the interior in increasing numbers (Table III-1). 230/ They
constituted less than 4 percent of the total in 1973 and more than 11
percent in 193¢, still a small proportion, but apparently growing. As
shown in this chapter, the interior plants have consistently bought 2
much larger proportion of “exican materials than the border plants have
done. 1In 1930 about ten percent of tne naterials used in tne asseanbly
oyerations of interior plants were domestic, conpared to the border
plants that imported over 99 per cent ot theirl requirements fronm
avbroad. Although a ten percent national materials content is still
skall it is more than ten times larger than for the border oslants and
the proportion is on the rise (Table I[II-6). 231/

Fror the geographic vieuwpoint alone, decentralizing the plants
trom.the vorder to tane interior would have integrative effects on
asse%bly industries. Hot only would there be less geographic isolation
(ronithe rest of Yexico, but the payroll generated oy maquiladoras
coul? not leak easily across the border to the United States. The
further removed the plants are frow the border the greater the
prop%rtion of payroll that would be spent within Hexico.

Another advantage of opening the whole country to.ln-bond asseably

operations is that s>ecial attention can be given to seriously

depressed areas of Mexico in the location of majuiladoras. Some




incentives were already provided in Mdexico’s current industTial
development plan (such as difierential rates for energy), and a recent
decree (oublished in the Diario_Qficial, Septemper 12, 193)) provides
for tax credits and/or accelerated Jdepreciation for investwents in
industrial parks, the magnitude of the credits depending on wheare the
industrial park is developed. 1Incentives especially oriented toward
majuiladoras may oe needed to accelerate the estaplishment of assembly
piants in 4exico’s poverty areas that suffer froa vast underemploywent.
It really does not matter wnether assembly industries give employment
primarily to women because any income generation «4ill be of great
benetit in regions of abject economic misery. 232/

The natural attraction of the interior for maguiladoras is the
significantly lower <age levels there compared to tne border regions
(Tables I1II-10-13). Uffsetting this attraction are increased
transportation cost and generally poorer infrastructure for linking the
interior to the north, as well as jreater delay and ™hassle"™ in the
Mexican and J. S. customs procedures in getting the products across the
border. 231/ while these problems have affected mainly transportation
and communications with the United States, the maguiladoras 1n.the
interior have nad closer contacts witn 4Yexican fires that are nearby or
more accessible. Shorter distances and/or better transportation
facilities enable Mexican suppliers to comply more easily with delivery
scheduies. To some extent at least, this would explain the higher use

of doamestic materials by the interfor majuiladoras.




270

Nalignalily

Another important aspect of the inlegration problem is the degree
of foreign ownership of the wraquiladoras. The higher that degree,jthe
greater the ties with the foreign country «-- amainly with the United
States == rather than with vexico. It can be arguad, therefore, that
increased dMexican ownership would strengthen tne links of assembly
industries with the rest of the national econoay.

Since relatively more of the smaller than of the larjer
majuiladoras are Mexican held , a change in the ownership patt=2rn would
require eitaner that control of at least soze of the najor subsidiaties
of giant multinational companies must pass into dexican hands or that
more Mexican capital must be involved in the expansion of existing
assembiy plants or in tne establishment of new large magquilajoras. To
achieve such a shift in ownership, two awajor obstacles must be
overcome. First, tne U.S. company aight not feel coafortable
subcontracting with a Mexican firm for asseably operations that deal
with complex and high technology products if tne U. S. international
compaily Joes not control the manufacturing process. Not only might
closely held production technologies be exposed to pstential
competitors, but it is risky to let outside subcontractors do delicate
precision operations for which the U.S. companies must still bear full
responsibility.

The second problem is that Mexican firm: way not find maquila
ownership a very attractive business. Mexican capitalists may feel
much more coafortable in econoaic activities orienteld to the domestic
market uith which they are more familiar and where trade restrictions

protect their profits. Jdwnership and operation of waqguiladoras may
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look like too much effort if performance standards are higaer ani

specitications more exacting than working for the domestic econoay; in
acdiition, foreign demand for assembly production is not guaranteed and
it may seem risky to Jepend on the ups and downs of inscrutable foreign
narxketse.

Some of these difficulties can eventually be overcome tarough
appropriate public policye Thus if Mexican policy makers conclude that
lowering tralde barriers would be desirable for the nation’s economic
Jevelopment, measures toward that end might also lower the opportunity
costs for M4exican titms to go into the asseably business. In addition,
a powerful inducement for VYexican capital to venture into maguila
activities would be to eliminate the restrictions on firas to carry on
production activities for the domestic market aad undertake assembly
operations for foreign markets at the same time. Incentives would be
reinforcad by 1jifting restrictions on the sale of in-bond asseubly
products on tae Jomestic market (but these sales should not be exempted
froa paying customs Jjuties on the imported materials). 234/

Such an arrangement, which at first sight mignt appear Jifficult
to administer, would permit the fuller utilization of excess capacity
in ex1sting cowpanies; it will also reduce the risx in establishing new
piants for assembly operations because the plants can ba used for
domestic production as well, thus helping to smooth out business
fiuctuations. The administration of this would be no more complex
than, say, administering an export subsidy program that applied to
plants that produce doth for exports and the howe warket. In order to
avoid charges of unfair competition from powerful foreign maquiladoras,

it might be considered that, at least initially, the opportunity to
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sell on the dozestic market be limited to companies tnat have Yexican

majority ownership as would, under current Mexican law, apply in any
case to non-mnaguila investment. For the reasohs indicated earlier,
nosdever, najuiladoras in high technology and spacialty machinery
industries “ould probaply remain under foreign (priasarily U. S.)
control for some tine to coaxe.

ahile a “exican movement toward freer trade mignt lay the
Jroundwork for raising the efficiency of “Yexican firas, that process

could be accelerated through technical assistance. Just as foreign

assembly plants could assist Maxican firms in neceting cost, quality and

otner critaeria in supplying waterials reguira2d oy waquiladoras, Mexican

firms interested in doing assembly on 3 subcontracting basls might also
necd tecnnical assistance. Such a program would be under the
sponsorship of the Mexican government which would also help finance it
througn subsidies for Mexican businesses that aish to becone supaliers
or operators of maquilaldoras. 235/ To some extent this situation would
resemble the wmanner by which Japanese coapanies absorbed

Ue S« tecnnology in the postwar years.

Sudnacy.ef_Ilnteacatien.-Belicies

ihe thrust of the maguiladora program as sketched in this section
is directed toward increasing Mexican involvesent in assembly
activities. This appears to have been the intent of tne Mexican
government since the early promotion efforts. 236/ In presidential
speecnes and pronouncements, as well as in special government reports,

the theme of maguiladora fnduced stimuli to ¥exican industrialization

has come up repeatedly. 231/
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Tne main points nmade here are that a moveament toward greater

Mexican participation in assembly activities 4ould require (a) transfer
oL technology through technical assistance for new and existing Me}ican
firms that 2lan to establish asseuwbly operations or plan to supply
maquiladoras with materials and coaponents that sJere previously
1aported; (o) training of Mexican personnel for the assembly plants and
for the suppliers of assembly plants; and (c¢) easinj of majquiladora
restrictions in order to enable Mexican firms to produce for the home
market and assemble for exports as well as for the hoae marxet (with
payaent of the appropriate customs Juties), all 41tain the same plant.
The implicit argument here is that the best technical assistance and
training can be provided "on the job™ by the companies directly
involved in assembly production. Foreign collaooration in (a) and (b)
would not be cost free. Therefore subsidies would be needed. In
adii1tion, Jdisincentives may be required in order to prevent the
companies from bidding for scarce technical and skilled personnel. Tax
inucentives or disincentives could be applied to insure that foreign
coapanies assume the trafning responsibility.

kn iaportant note: The integration policies suggested here can be
viewed as being detrimental to 4exico;s econonic development. Mexican
capitalm it can be argued, could bring greater long run social returns
in sectors other than the supply and operation of assembly production.
This thinking would emphasize investment in capital intensive ?
manufacturing as well as in infrastructure, including educatfon, rather |

tnan putting scarce national capital into export production witn as vyet

lisited linkages.
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The choice between policies to promote and nationally Thtegrate
assembly production, and policlies to ignore that activity in favor of
investing domestic resources elsewhere, depends on the evaluation of
tne magnitudes of the external econosies and long run social benefits
involved in both sets of policies. The choice is also related to the
existing dejrees of protection, both in ¥Yexico and mexico’s trading

partners. These could help determine how profitable it is to produce

for the jomestic amarxet coapared to export production.

In tae discussion in this chapter the conclusion was reached that,
yiven the facts of lod4 capital~-iabor and captial-output ratios in
assembly production, it would wake sense to continuaz and expani this
activity in Mexico, provided that it could be Setter integrated into
tne country’s econonic developwent in order to saxiaize long tera
external economies. The )Judgement was made here that maintaining the
foreign enclave nature of asseably operations will become increasingly
objectionable in dexico.

Nothing in the integration policies suggested here is intended to
diainish the total capital availability for the country. Soreign
inveétment in maquiladoras should not be discouraged, but “exican
invo&vement in this sector should be encouraged. The idea is to
inc{?ase the roile of dexican captial in the gzpapnsiop of assembly
acti?ities.

It is unlikely that these policies will be at the expense of vital
hum;% and physical infrastructure investment. It is still aspen to
question whether they 4ill reduce availability of national capital in
othef sectors, and, 1if so, whether this is an appropriate allocation of

scarce resources. As with many economic developwment questions,
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however, answers depend on tae evaluation of short and long run social
costs and benefits. That evaluation often defies the capacity of
empirical economic research and therefore rests on the judzenents Bf

policy maxkers.

dage_colicies

mexican policies on beahalf of assemply industries have been viewed
with suspicion by “Yexican intellectuals and also by some governasnt
orficials. It has always been assumed, not without some justification
givan the historical record, first, that the key to majuiladora
Jevelopment is foreign investaent; seconi, tnat the ey to increased
foreiyn investment in assemdly plants is to maintain the wsage gap
betWeen 4exico anj the United States as wide as possible; and, three,
tnat therefore all incentives to promote assembly activities in Mexico
must take the form of reducing Nexican labor costs. 238/ This would
inevitably lead to making concessions to the foreign companies by
benling national labor, tax and other laws. Various requests for
concessions have been reported, including "the establisning of a
special lador code to. . . employ workers on temporary contracts," ¢19/
easier diswaissals, tax relief for workers who would receive less than
minimum wages, lower social security payments for a shorter work week,
etce 2427 In effect, some of these proposals imply sacrificing for a
special group of Mexican workers many of the social gains earned by
Mexican labor over many years.

the policies proposed nere to increase the benefits of assewbly

activities for Mexico, can be implemented without reducing fringe

benefits and without keeping wages artificially low. ™On the other
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hana, tne effect of labour and income policies has peen to Thcrease the
price of labour services due to social security paymsents, pay-roll
taxes and tne safequarding by trade unions of high Jages achieved ’
through restrictive hiring practices." 241/ Therefore, "that the social
price of . o « labour [is] less than the market price increases the
social profitability of the maquila industries." 24¢/

It is not at al! clear that labor has been disadvantaged by
majuila operations, Even in the more subtle area of a possible
“Jdeskilling"™ of the labor force, no convincing evidence has been found
tnat points in that direction. XNot all assembly work is at the same
skill level. The industrial countries first w€will transfer offshore the
lowest skilied operations. As tine labor force in offshore countries
becomes more adept and international competition in the affected
product lines becomes zore kean, more skilled asseably work will move
avroads These movemants may coincide with wage shifts in the assembly
countries. As wage levels rise in some countries (relative to others),
more sopaisticated assembly operations may be transferred to them.

Tnis seews to have been the case in Singapore and Mexico.

As 4as mentioned earlier, the evidence points to shifts of lowest
skilled assembly operations within Mexico from the border to the
interior where wages are lower. In the afteramath of the
Ue. S. recession and more recently, as wage levels continue to rise,
several assenbly firms at tno‘bordor have spun off majuiladoras into
the interior, transfercring the most unskilled operations there and
keaping and receiving more skilled assembly processes at the high wage
border. If such moveaments becowe generalized across countries, the

"Jesklliing” atguments discussed earlier will have to be viewed with
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sxepticism,

Judging by the aix of industries in various countries with simlilar
transportation costs to the United States, there appsars to exist a
fairly significant relationship between wage levels and average skills
of asseably work associated uwith the industries prevalent in the
countries. Thus Haiti with the lowest wage levels in the Caribbean
8asin (including Mexico and Central America) has the highest proportion
of its assembly joos in sporting goods, toys and dolls, and apoarel,
product lines usually considered as rejuiring the least s«illed labor
(Table IV~-1)., El Salvador, wnhich nas nigaer wages, aas also a aignher
proportion of electronics and other asseably Jobs associated with a
somewhat hijher sxill level than Haiti’s product mix. And Mexico, u«ith
the highest wage levels, appears to have the mix of the most
sophisticated assembly industries requiring tne hijhest skill level of
tae countries in tae region. Furthermore, over tise, tne skill level
in assembly operations will tead to rise within a given country, as
appears to pave been tne case #ithin Mexico, based on the change in the
composition of its assembly products (Tables III-4 and 1I-A.2).

For a long time labor costs In Mexico have oeen considerably
higher tnan in other countries offering offshore assembly opportunities
(Table 1I-3). VYet for the reasons mentioned earlier, non-dage
advantages of Yexico have tended to offset tne wage disadvantage. It
will take additional large increases in wages and labor benefits before
Us S. companies will shift their offshore asseadly activities away from

Mexico to a significant extent.
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The major wage rises during the early and aid=1970s diT affect
production and employment in the maquiladoras but only in combination
witn the U. S. recession. while employmant in the border maquiladoras
dropped, the eaployment level in the interior plants 4as at first
almost unaffected (only a 4 percent decline over a period of two or
taree months), out later increased substantially, as firas shifted some
2roduction from the border to the lower wage interior.

There is no evidence that there has been a significant loss of
assembdly ubrk from ‘fexico to other developing countries, although tne
“dye yap may nave widened during the 1970s. 2437 Of the major product
Jroups, only in semiconductors did VYexico’s w«orid share of asseably
production collapse, froa a high of about 28 percent in 1371 to less
tnan 4 percent in 1980 (Table II-A.2). Jn the other hand, in other
electrical and electronic assemolies, Mexico has don2 rather uell_
compared to other countries. In TV apparatus and parts, for example,
4exico is now far aiaead of any otner assembler, naving doubled its
world assembly share from about one~-third during the late °6)ds-early
*7ts to wore than two-tnirds in 1989 (Table II-R.2 and III-A.5).

Before Mexico loses significant assembly business, the wage
difterential betugen Mexico and other developing countries aust grow
supstantialiy and not be offset by transportation ani other costs. In
the case of semiconductors, the items are small and light, and
transportation costs (even by air) are almost insignificant. Thus the
laoor cost gap between Mexico and Malaysia, always sizeable, has
apparently becoiq large enough during the 1970s to overwhela Mexico’s

aivantage of geographic and cultural proximity. 244/
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In the case of the product group motor vehicle jarts (Which
inciudes motorcycles, tracto;F and off-the-highday type work vehicles),
texico’s share of world asseubly operations also declined
significantly, from aoout 62 percent during 1974-1975 to about 16
percent in 1380 (Table II-A.2). This drop, houwever, had nothing to do
with losing out to other developing countries because of higher Hexgcan
4ages, but was due to the fact that during the mid-1970s Japan started
to export to the United States products in this bdbroad IIC category
uader U, S. tariff item 907.00, Japanese production gualified to enter
the Jnited States under 807.00 by using U.S. components, although in
relatively small awounts. 248/ These imports froa Japan caanot be
considerad "offshore assemblies™; in 1980 almost 99 percent of the
u7.0C) iwports consisted of value adied (incluiling components) in
Japan.

The corresponding proportion for ¥exican motor vahicle parts
(consisting of Mexican and non-U. S. comnonents and Mexican value
adjed) was 09 percent. This is the highest percentage of
non=U. S. value for any major group of projucts assesbled in Mexico.
“evertheless these are asseablies produced for Y. S. automobiles and
autonmotive products and not, as in the case of Japan, foreign
(Japanese) automotive products == with a tiny proportion og
Us S. components =- exported to the United States.

Thus Mexico’s partial loss of the U. S. market «4as not to the
benefit of some other developing countries whose wage costs may have
been lower. Except for Brazil, which had about 5 percent of the
Ue S. market in 1978 (when Mexico’s share was 22 percent), there are no

other devaloping countries that export products in the "™motor vehicle

ory




parts" category to the United States under tariff iteas 837fbb and
805.30. Even Brazil is not a developing country in this respect,
because, like Japan, it produced its own automotive nroducts for
exports to the Ues Se , using only a minute proportion of

U. S. coaponents (absut 1 percent in 1978) which qualified the imports
from srazil for inclusion in U. S. 806.33/B07.0) statistics.

The value of Mexican assembly of automotive products continued to
increase even after the precipitous decline of VYexico’s world share
started in the wid=13%70s, rising from $37 million in 1974 to 5109
million in 198C. During this time, Mexican wagas remnained
substantially higher than in other develoéing countries, but the wage
disadvantage was offset by transportation costs which are very hiygh in
this product category. Vexican wages s#ould have to approach
Ue 3. wages much more closely before they overwhelm the proximity
advantage and expel the offshore production of the items in the motor
vehicle parts category to other developing countries.

In sum, there have been remarkably few major shifts in offshore
asseably activities at the expense of Mexico. Thus tne pecception of
thie bigh sensitivity of offshore assembly operations to changes in

relative dages seems to go counter to “Mexico’s experience.

~

Iag_MaS._Busioess_Cycle

‘A similar conclusion can be drawn regarding the perception of
Mexi¥o0°s assembly sensitivity to changes in the U. S. business cycle.
As discussed earlier in this chapter, the severe U. S. tecession of
1974+75 did nave a significant impact on maquiiajora operations. The

notion, however, that in an economic downturn in the United States, the




first activities to be closed down would be offshore asse:bf} das not

vorne out by the facts in Mexico despite the presence at that time of a
high proportion of unstable companies seeking a juick profit. The drop
in maquiladora employment from the pre-recession peak in the second
quarter of 1974 to the trough in the first quarter of 1975 w“as somewhat
over 13,0%) persons or about 19 percent. 246/ Tnis is serious enoujh,
but less than half of what was stated in several accounts of the
impact, 247/ and, as discussed earlier, wuch of the decline was
unrelated to the recession.

The important question is what are the likely effects of future
Us Se recassions.s It can be argued tnat the impact on dexico wili be
less Jdramatic than in 1974-75. There is now a higher proportion of
stable maquiladora firas because many of the small and fly-by-night
operators were shaken out during the last recession. Furthermore,
given the more established nature of asseably activities since the
mid=1970s, economic consilderations may motivate U. S. companies to cut
their high cost asseably operations in the United States first before
reducing their lower cost offsnore activities. This was the usual
response of maguiladora managers when lntétvieued fn Nogales and Juarez
during March 1980 when a ned U.S. recession tnreatened. [he sane
reaction was also noted in a U. S. Embassy cable from Mexico City which
stated that "managers emphasize that . « . maquiladoras J4ill 100k even
more attractive to U. S. corporations in a recession as a neans of
cutting costs, and minimizing the effects of a ousiness slowdosn in the

Unitea States” (cable dated Januacry 21, 1980).
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Wnat could prove to be a major hazard to maquila operaflons in
Mexico, however, is the combination of a U. S. recession with a
serious overvaluation of the Mexican peso relative to the U, S. dollar.
Tais would make wages and other peso expenditures in Mexico expensive
for U. S. companies and raise the costs of Mexican ojerations relative
to U. S. production. As of this writing (mid-1981), the overvaluation
ot the p2so is as great as it has been during recent nistory 243/ and
may vitiate the optimism of the maguiladora managers expressed

above. (¢423/

5. I4RLICALIIANS_EQB_IUZ_UNIIEQ.SIAIES

¥hat remains to be explored is wnether the policy tnrust suggested
on behalf of Mexico’s econoaic development is also in the economic
interest of the United States. Viewed only frow a short run
perspective, there is no way whereby suddenly delinking assembly
operations from the United States will not negatively affect profits of
U.Ss companies and incomes of U.S. workers. [f Hexican capital
succeeds in taking over and in running efficiently a larger share of
assembly activities, including the supply of soxe of the aaterials and
components that were formerly imported from the united States, then it
will appropriate part of the profits previously eacned by U.S.coapanies
anl) reduce the employment of U.S. labor producing cowponents for
assembly.

It can be argued, however, that in the lon3 run the econoaic
interests of dexico and the United States will coincide. The objective

of U. S. manufacturers is not only to have their products assembled at




tne lowast costs possible, put also to nave long run stabilfty in this
process.s A maj)or implication of this chapter is that a gradual
modification of the oftshore assembly system as it currently exists in
Mexlco wilil be necessary in ordar to avoid a growing political fallout
trom Mexico tnat may eventually do serious damage to, if not destroy,
assembly activities there. If ¥exican skepticism abaut the system can
oe eliminated or reduced by increasing and strengthening the linkages
of asseudly w#ith the Mexican econowy, it will be in the long9 run
iaterest of U. 3. manufacturers to cooperate in this objective. 4shile
U. S. business might derive some short run benefits from the inage of
an enclave of U. S. 2economic activities along tne border in Vexico, it
will De better off in the long view by subcontracting with Mexican
firns «4hom they may have supplied 4ith technical assistance and
training, as recommended here.

A similar cooperation from organized U. S. labor cannast (and
shiould not) pe expecteds B8y its very nature, job security, the
principal labor union objective, is a short run aim. Therefore efforts
to increase the use of HMexican components in asseably production will
be opposed, even if it mignt be beneficial to U. S. workers in the long
run, both as dorkers and consumers. It is of little consolation for a
worker to know that a change in the offshore production system will
make future Jobs secure and keep prices low, if the same change aay
also cost his or her job.

Precipitate changes would be highly destructive. Thay could not
benetit Mexico; neither 7. S. business nor U.S. labor could accept
tnem. For example, a new Vexican decree which would inmediately

institute 2 minimum requireaent for Mexican matecials and/or for




Maxican capital in assembly production would surely jrovoke™

U. S. companies to bring their operations back home or shift them to
other countries with more hospitable climates.

The policies proposed earlier are intended to Jork in a gradual
fashion. 1Tne ownership and location of existing majuiladoras should
not be affected, altnough eventual <hanges in their purchasing
practices are eapectéd. dolifications should take place in a dynamic
setting: as the demand for offshore asseably expands, incentives
saould work to enable ¥Yexican capital to establish geg assembly plants,
preierentially in the interior of the country which contract with
U« S manufacturers. At the same time Mexican firms could beconme
succassful suppliers of the majuiladoras.

Ue o3, conpanies could continue to establish ne« asseudly plants
in the future, particularly in new or rapidly changing or high
technology product lines where 3. S. firms would still have a clear
comparative ajvantage. A special case is the autosotive industry shere
recent dexican interpretation of a 1977 decree 230/ has enabled
U« S. companies to count magquiladora production and exports as part of
the exican domestic content and export requireaents for foreign
majority owned automobile companies. 251/ This has »roved to be a
strong incentive for the three large U. 5. automobile companies to
establish several maquiladoras in various places in or not far froam the
dexican border region. 252/

Thus, as the changes in the way assembly activities are carried on
in 4exico result froz the growth of the U. S. and Mexican economies,
the impact on U.S. labor would be minimized. The rising share of

Mexi1can materiais and components would come froa increases in assembly
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production fed by the expansion of the U.S. economy. It will continue
to be hard, however, to avoid pockets of dislocation of U.S. workers
wino fini it difficult to relocate and transfer to other jobs. In those
cases, U.3. public assistance sould be called for in order to ease the
burden of readjustment.

That the direction of the intended changes leads to an alteration
in the assembly relationship between the United Jtates and Mexico was
already noted. Mexico and the United States would become nore egqual
partners in the sharing of production insofar as “4exico would not oniy
furnish "cheap* labor but also provide more skilled labor and
manufacture parts for assambly into the final product. This would be
reflected in a higher Mexican share of value added and a corresponding

-increase in Mexican nat exports. 253/

Tae_2iicatioen_Questian

Three assertions have been made about the role of majuiladoras in
tne migration problea. The first is tnat the establishment of assembly
plants at tne border has stimulated massive intarnal migration of
persons from the interior of Mexico to the border; the second is that
tne maquiladora serves as a juaping-off place for the persons it nas
prought to the border from the interior for migratioa to the United
States; and the third, inconsistent with the foraer assertion, is that
the creation of asseably Jobs in Mexico will diminish migration to the
United States.

Regarding th‘ first point, the fact is that the border population
has grown faster than any other major region in the country except for

greater Vexico City. A few of the border aunicipalities, notably

e
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Ti1juana, have increased more rapidly than Mexico City., About five
percent of Mexico’s population live there now. A significant part of
the groatn, however, took place before tiae start of tae maquiladoté
program. The average yearly growth rate between 195) and 1960 was 6.3
percent compared to 3.1 percent for the «hole nation. Between 1969 and
1979, the period during which the maquiladora prograa started, the
gromth rate slowed JdJown to 4.1 percent, still nigher than the national
rate of 3.4 percent. Some attribute the slowdown to ,the ending ot the
pracero vrogram in 1964. 254/

Lnotaer fact is tnat a nigh proportion, about 29 percent in 1973,
of the border population was not born there, (almost one-third of the
tiiree largest borler cities, Juarez, Tijuana and 4dexicali) compared to
a national average of only 15 percent. 2557/ Census data for 1930 are
not yet available but all indications point to a continuation of the
migration to tne border at a rate which exceeds the internal migration
rate for the country as a whole.

a0W important tne magquilajoras have been in attracting the
migrants is a debatable juestion. They had nothing to do with the
hi;n?st recorded mjgration rate to the border during the intercensal .
year§ of 1950-1960. Subsequently they must have played some role,
siuiiar to the attraction of any focal point of employment. The
studjes of maguiladora workers, cited earlier, found that about 80
petc:nt of the workers interviewed in Ti)uana were not born there and
more than two-thirds came froa non-bordet states; 258/ in Juarez
sonedhat less than tuwo=-thirds of the respondents were not dorn there
and about one-fifth case froa non-border states. 251/ Both studies

tound that a minority of the migrants came to the todns in order to
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work in maquiladoras (about 1) percent of the aigrant norkefg in the
Tijuana asseably plants or about 2) percent, if the notive to emigrate
to the United States is also included). )
fhe more comprehensive stuly by Seligson and wWilliamss found that
at saximum 5 percent of the entire 1978 work force of the 8IP [Border
Industrialization Program = Maguiladorasl may de defined as
contributing to interstate migration to the North." 258/ Part of the
apparent discrepancy between this figure and the above cited studies,
is that "the vast majority [of the worker miyrantsl arrived. « . as
children accompanied by their. . o mothers and fathers.” 253/ Also
plant manayers tend to prefer to hire persons who had a few years of
residence in order to get more stable employees. 20)/ About 89 percent
of the interstate migrant majuiladora workers lived in the city wnere
they were interviewed more than 3 years and only 3 yarcent less than 1
year. Z8l/ In conclusion, the ansWer to the question of how iaportant
the assambly plants have been in provoking internal migration to the
tortnern border is: "not very much," at least uatil the late 197(s.
regarding the second assertion mentioned at the oeginning of this
section, the response is sizilar: none of the above wentioned studies
have found any evidence tnat majuiladoras at the border have served as
a significant jumping off point for migration to the United States.
Compared to the sample of all wmaquiladora workers, ?the iaterstate
wigrants dJdemonstrate no significant difference in their propensity to
resnain in their city of residance or to move to another locale." 282/
Only 15 percent of majuiladora workers had been in the United States,
legally or illejally. Among the male workers, the percentage was

higher, about .y percent, but even this is much lower than a recent

AR,
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: sutvey showed for Jalisco, a Mexican state over 1,900 miles “South of
# tne border, where S5® percent of male workers had migrational experience
in the vnited States. 263/ Unly 13 percent of interstate Mexican
migrant assewmnbly workers said that they planned to work in the United
States. 264/
L These results are not surprising, given the nature of the
maguilaaora work force. Most of it consists of women, primarily of

urban background, a juite different population group from the =male ,
rural asorkers and peasants usually constituting the aliens who have
entered the United States iilegally.

This saaxe reason invalidates the third assertion often made that
“for each job tnat is createl by the maquiladora industry there is
possibly one less alien that #ould go to the United States.™ 263/ The
people wno cross the border into the United 5tates without documents 1
are generally not potential majuiladora workers. Just as the

establishment of the porder industrialization prograws through the ]

creation of the majuiladora system could not absorb, as intended, the
unenployed and underemployed aen who were left stranded when the .
Bracero Program ended, this system also cannot stem the migration to

the Jnited States. Two different populations are involved: the 4
erstwhile bracero and present undocumented alien wno is generally a .;
rural male and the assembly worker who is generally an urban famale.

Ot course, one should not exaggerate this »oint. Any kind of job b

creation at the border in Mexico cannot be entirely neutral in respect
to aigration across the border. - It will have sose halding effect on
people, keeping some from migrating. Even if a female asseably worker

never thought of emigrating, her earnings may keep a man who did intend
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to cross the border from doing so.

In tais respect the establishaent of majuiladoras in the interior
of Mexico may be much more effective. They may help keep potential
interstata and inter-country migrants in place. inere it is interesting
to note that Seligson and williams found that almost half of the
miyrants Jorking in asseably plants at the border said that they would
Ju back naome (to the interior of cexico) if similar employment were

available there. 28%&/

7. SUYE_BRELECIIONS _Z0R_IHa.cUIULE

A major part of this chapter has been devoted t> analyzing the
iapact oi{ the assembly industries on the sexican economy. dany of the
policy implications deriving from this study point in the direction of
Jeiinking the operations of assembly plants frou the United States and
strenjthening the ties with tne rest of the Mexican economy, in order
to reverse what some Mexicans view as the "denationalization® of the
border rejion. 2f]/ Four broad avenues were explored: measures to
(a) increase the investment of Mexican huaan and physical capital in
assemdDly activities; (p) raise the use of Mexican intermediate products
in asseumuly plants; (c) accelerate the movement of plants to the
interior of MYexico; ani (1) facilitate the sales of assembled products
in Yexico. 268/

The long~-run effects of these measures would be not only to
integrate asseably activities with the Mexican economy but also to
change the nature of offshore asseably operations. Vexico’s input into
the asseably relationship with the United States would shift fron

providing only pure labor sarvices to also contributing amaterials and




290

manufactured components. Taus the association oetween the tWo
countries would move toward a more genuine co-production relationship.
doth partners would contribute labor and components, similar to thg
production sharing arrangements that exist among developed countries.

To zmany, the offshore assembly system currently reflects the
tralitional international division of labor between developed and
developany countries, the latter beiny seen as relegated to the role of
the "hewers of wool and carciers of water." “oving away frowx this
pejorative image held by some intellectuals and government
olficials <~- although not necessarily by the Mexiczan asseably Jorkers
tnemselves == can only emdbolden Mexican public policy to develop a
healthy 3and enhanced productiosn sharing relationship.

This does not iaply that tae character of affsaore assembly
operations all over the worid should be modified at the same time and
at the same rate. vexico is fairly unique awmong developing countries.
It 1s vne of the most inldustriatized nations in the fhird World anl it
has, comparatively, high proportions of professionals, technicians and
entrepreneurs, not to speak of intellectuals. It is, therefore, easier
for Mexico to move to hiyher levels in the internatfonal production
system than for other develaping countries whose industrialization is
just beginning and whose nuaan and physical capital is severely
limited. They could not contribute more than low skilled labor
services.

As nations climb up the developaent ladder their capabilities to
participate fn more advanced international asseably activities would
rise as well. 269/ The international offshore asseably system would

therefore be in continuous but gradual flux, associating the least
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developing countries in tasks requiring only basic labor sefvices and
moving to more advanced developing nations with more sophisticated
asseambly operations that demand higher labor skills and greater

material inputs. !

A_ELUAL_4QIE

It is doubtful that offshore assembly production is an inevitable
stajge in international capitalism as some studies assert. 2202/
Automation appears to be a viable alternative in many cases 211/ The
fact that plants exist which assemble an identical product, sowe with
automation and otaers with manual labor, signifies that, at least for

certain product lines, there is a tradeoff between the tuo

processes. 212/ However, it does not appear to be a ielicate balance,
and would not be affected by short run fluctuations in relative costs.

In tne case of VMexico it was found that the offsnore assembly
system is fairly well entrenched. It was shown that even significant
wage differentials, not offset by transportation costs, will not affect
Mexico’s position substantially. The implication is that it would take
considerable 4{exican wage hikes that would be perceived as irrevarsible
relative to other countries, or major labor or other internal probleas,
such as long-lasting political instability, popular unrast or violence,
before there would be a massive flight of offshore assembly operations
from Mexico. Tnese same factors, furthermore, could lead to
substitution of automated for aanual assembly, if other praspective
assembly countries also become unstable or otherwise inhospitable or if
Y. S. manufacturers do not wish to transfer their operattons too far

atield.
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Uther countries have not engaged in offshore asseably dSBerations
to the extent the United States has done. vapan has been among the
first to automate assewbly in some product lines (ses chapter on
seniconductors). The preference of its business managers apparently is
to keep all production activities close to home and, if possible, not
far from the princinal plant. 2713/ Yet, besiles 0. S. firwss, Japanese
companies are the major foreign operators of majuiladoras in Mexico.
dodever, the output of thosa assembly plants, wnich are among tae
laryest in the country and assemble mainly electronic products, does i
not return to Japan bhut is destined primarily for the Y. S. market. In
that case, manual assembly close to the United States seems more cost {

effective than automation in Japan and transportation of the f[inished 1

product to the United States. It might still be rational for Japanese
and/or other foreign plants to automate assembly for the U.S. market in
labor abundant Mexico as long as there are significant savings in

transporting components rather than finished products across the ocean;

it would avoid the “hassle” associated with having to manage a foreign ?

and (for Japan) culturally very different labor force.

;Althouqh Mexico has a clear comparative advantage in assembling
for the U.S. sarket, a deterioration =-- even if slow =-- in Mexico’s
att:éctzveness not compensated by any greater economic allurement of
othet places, could accelerate U. S. movement toward automation. If
under tnose circumstances asseasbly operations return to the United
Stat:s, but {n automated plants, it is not clear that U. S. labor will
benefit significantly. Traditionally more jobs have been lost in the
Unitéd States through internal technological change than through any

international causes (foreign competition, the aovewent of U. S. plants
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abroad, etce.). Bringing offsnore asseably operations back ¥yome with
automation, will cost many Mexican jobs but will c;eate few unskilled
and not many highly skilled jobs in the United States. 214/

In the meantime, offshore assembly operations in Mexico continue
to penefit U.S. industry and U.S. consuners. And taey provide scarce
foreiyn exchange and seem to be still the most cost-affective way to
create full time ewployment soutﬁ of the border, although they may not
be the best way to absorb un- or unier- employment there, given tne

characteristics of the asseably uorktorce{
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(
: Table III A-l. Mexico: Various Indicators
1969-1980 -
Year Consumer Index of Nat fonal Rate of Exchange
Price Index Monthly Minimum Pesos per U.S. dollars
Earnings Wages (average for year)
(average for year)
1975 = 100 f
(1) (2) (3) (4)
: 1969 54.0 47 51.9 12.5 5
? 1970 56.6 50 51.9 12.5
1971 59.7 54 51.9 12.5
1972 62.7 57 61.0 12.5
1973 70.3 64 63.7 12.5 j
1974 86.8 84 86.5 12.5
1975 100 100 100 12.5
1976 115.8 129 129.1 15.4
1977 149.5 169 165.2 22.6
1978 175.4 194 188.5 22.8
1979 207.4 226 220.2 22.8
} 1980 262.1 282 &/ 259.2 23.0
s. August 1981,
Sources: Columms 1,2,4: IMF, International Financial Statistics, 1980 Yearbook
and July 1981 1issue.

Column 3: Minimum Wage Index calculated on basis of Van Waas Tadble 10,
pP. 276-77,




295

{ Table III A-2. Mexico: Average Number of Hours Worked per Production Worker
in Assembly Plants, by Location and Industry
1975-1980 -
i 1975 1976 1977 1978 1979 1980
TOTAL 186.4 190.0 192.3 192.2 192.1 188.7
Border Plants 185.0 189.4 192.3 192.6 192.1 187.7
Interior Plants 204.8 195.3 192.4 187.8 191.4 196.8
INDUSTRY:
Food 142.1  164.4  173.6  181.4  182.1  173.9 &/
Shoes & 194.4 196.5 195.2 196.8 194.7 193.1
Apparel
Furniture & 205.9 % 195,98/ 19488/ 286.3  230.5  191.9
Parts
Machinery, 202.6 208.0 214.1 207.2 206.2 185.1
' Transport Equip.
, Non-Electric
i
; Machinery & 183.2 187.5 191.2 191.0 188.7 189.3
Accessory,
. Electric &
§ Non-Electric
: Other 188.8  188.8  191.4  196.8  196.5  196.6 ‘
‘ Manufacturing
Services 193.1 183.4 180.2 169.2 188.5 178.2
Source: Secretaria de Programacion y Presupuesto (SPP).
s. In border plants only.
| N ,
I 4‘._~ il L
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Table III A-4. Mexico: Composition of Value Added in Assembly Plants, by
Industry, in 1980.
(Percent)
b/
Wages and Rent and a Total~™
Fringe Benefits Materials Utilities Profits=  Value Added
INDUSTRY
Food 40 36 18 7 100
Apparel & Shoes 61 6 15 18 100
Furniture & 47 11 27 15 100
Parts
Machinery & 50 1 34 15 100
Transport
Equipment
(non-electric)
Machinery & 61 2 19 18 100
Accessories
(elec. &
electronic)
Other 54 10 19 17 100
Manufacturing
Services 71 5 16 9 100
ALL SECTORS 59 4 20 17 100
(weighted
average)

a. May include other undefined concepts that are not expenditures.

b. Due to rounding compon:nts may not add up to totals.

Source:

Note: See Note to Table III-2.

SPP Tables.
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Table 17 A-5. Ranking of Mexico Among All Countries in Regpect to U.S.
807.00/806.30 Imports by Selected ITC Categories,
1970-71 and 1980

Relative Standing of Mexico Among All Countries

1970-71 1980

T.V. Receivers & Parts 2 1
Semiconductors & Parts 1 7
Textile Products 1 1
Office Machines 3 3
Motor Vehicle Parts 3 2
Equipment for Electric

Circuits 1 1
Electric Motors & 1

Generators
Electrical Conductors 1l
Capacitors 1
Other Miscellaneous 1

Electrical Products
Radio Apparatus & Parts 3
Recording Media 1
Luggage & Handbags 1
Toys and Dolls 1
Lumber and Paper Products 1

Scientific Instruments 1l

Sources: For 1970-71, Special magnetic tapes prepared by the U.S. International
Trade Commission (ITC)
For 1980, "Tariff Items 837.00 and 806.30 U.S. Imports for Consumptionm,
Specified Years 1966-80", U.S. International Trade Commission, June 1981.
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QCESUJRS.4a3Cd3LY LN _HALIL"

Haiti is among the poorest countries of the world. 1In Latin
America its incone levels are bYelow the avetaje. The next poorest

country in the Americas, donduras, has more than twice Haiti’s per

capita SNP which was estizated in 1979 by the #World %ank at $<60.
Its neignbor, the Dominican Republic, with #hom it shares tne
islanga and which had a population just a fes percent nigher than
Haiti’s S aillion in 1979, has earnings of nearly four times as
much par person. 215/

Manufacturing in Hiaiti is of recent origin. It is confined
prinarily to the processing of food, beverages, agricultural
materials and basic iteus such as shoes, clothinj, soap and cewent.
National income figures == as well as most otner
statistics =- are still rudimentary but the World Rank estimates
the contribution of manufacturing to 3DP to have teached 13.3

percent by 1979. 276/ dost of the increase took place during the

Under}yinq this chapter {s a detaliled case study by Leslie Delatour
and Rarl Voltaire entitled, lpiernatiocpal.Subcontracting_ictivities_in
Eaitle It was prepared especially for the present volume and was
submitted to the second Sexinar on Jorth-South Complementary
Intra=inaustry Irade", sponsored by the Unfted Nations Confearencs on
Trade and Developaent and the 8rookings Institution, and held under the
auspices of £l Colegio de dexico in Mexico City, 1B=-2z August 1930.

Two sample surveys make up the core of tha case study. Specific
references to it and other parts of the underlying document will be
cited here as “Interpnationalsa.s.a.” wWith the page and/or Table number.

oy




1970s, after a decade of near stagnation. -

THE_IMBOITANCE _JE_ASSEMBLY_BRAQUCTIIN _IN_HALIL )

The growth of asseably industries has been an important -
element in the recent dynawnism of the Yaitian econoay. Between
197% and 1932 the value added in Haitian assembly plants increased
by over 23 times or at an average annual rate of 37 percent (Table
IV=-1). &Even in real terms, the growth was 22 sercent er year
(Jeflated by the implicit import price Jeflator of the Jniteld
States). In part the Jdraiatic upsurge was aided by government
incentives and by chanjes in the political environaent.

assexbiy activities have benefited from two types of
incentives: new production firms are exeapt from incowe taxes for
tive years anl then are subject to partial paywents in increasing
yearly proportions so that after ten years they wust pay the full
taxy the otner incentive is a franchise granted to asseably firas
shich exempts them from any tariff duties on imports. The
franchise is given indefinitely for production that is entirely
exported. TIhis covers offshore asseably production. For
production that is sold on the domestic market, the franchise is
given on a teaporary basis because the firas is expected to use
local materials as inputs after the first few yvears.

There are n> free trade zones in Haiti which cater to export
industries. dhile there is a successful industrial park in
Port-au-Prince (run by a government agency), it emerged as a result
of the growth of assambly plants rather tnan contributing to the

emergence of the assembly sector. 271/




Table IV-1. Haiti: U.S. Imports from Haiti under Tariff Items

807.00 and 806.30 by Total, Dutiable and Duty Free -
Components, and Dutiable as Percent of Total 1969~ 3
1969-1980 -

Total Value Duty Free Dutiable Dutisble

Year 807.00 and 806.30 (Value of U.S. Value Added As Percent of
Components) in Haiti Total 3+1
millions of U.S. dollars
(1 (2) (3) (%)

1969 4.0 2.4 1.6 39.8
1970 6.1 4.0 2.1 34,7 |
1971 9.1 5.9 3.2 34.9
1972 16.1 11.0 5.1 31.7
1973 28.5 20.3 8.2 28.9 ’
1974 56.5 43,0 13.5 23.9
1975 54.7 40.2 14.5 26.4 ]
1976 78.1 56.6 21.5 27.5
1977 84.3 61.3 23.0 27.3
1978 104.9 76.1 28.7 27.4
1979 133.7 94.5 39.2 24,3
1980 153.8 105.3 48.5 31.5
Source: Special Magnetic Tapes from U.S. I.T.C. and U.S. I.T.C., U.S. Tariff

Items 807.00 and 806.30-Imports for Consumption, Various Issues




Thus, unlike other countries, Haiti’s assewnbly pro®uction {s

not an *in bond"” activity in the strict sense. Although assembly
production cannot be sold domestically, any fira can get a duty
free 1mport franchise winether it exports or not. In view of the
fact that more than half of all manufacturing output (including
assembly) 1s exported, there are many firms that produce botn for
the home as well as the export market.

sith tne advent of the current governaent, investors®
perceptions of political stability seem to have improved. The new
environment permitted thne huge wage gap betsean Haiti and the
United States to become an enormous attraction for offshore
prouuction. ¢any Haitian professionals and entrepreneurs who were
abroad during the previous regime returned and established
businesses designed to assemble J.S. components,

ihile there are no exact figures, estizates by the
U.S. embassy in Haiti and by the World Bank put the numper of
assembly plants in 1980 at about 200, employing roughly 60,000
persons. All of the asseably plants are in Port-au=-Prince, Haiti‘s
capital anl by far the largest city. Assuming a dependency ratio
of 4 to 1, this means that assembly operations supported about one
quarter of the ponulation of Port-au=-Prince in 1930.

Haiti®s principal asseably activities have concentrated on
sporting goods, particularly baseballs, and textiles (including
apparel) (Table IV=2). Haiti is the world®s principal exporter of
paseballs and ranks among the top three in offshore assembly of
textile products and stuffed toys. During 1969-1972, wore tnan

half of Haiti’s assembly exports that entered the United 3tates

AR et o Pa e e e s
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Tadle Iv-2. Naiti: Ten Most Isportant U.S. Importe frum Haiti wmder
Tariff ltems 307.00 by ITC, Categorins as Percamt of Tetal
807.00 Imports from Naiti, Total 807.00 Valus end Rankiag®
1970 end 1978
197¢ K[ 78
3 of Renking 4 T of Rasking
ITC Product Group Total 807.00 *Within™ "Between” | Total 807.00 ‘*Within” “Betweem”
VYalue Valwe -

Saseballs md 52.2 b 4 23.3 2 4
Softballs
Textile Producte 28.¢ 2 i 37.8% 1 443
Lquipment for 1.9 (] Ix 2.9 ? v
Electric Circuits, ste.
T.V. Racaivers 2.9 4 Vi
and Parts
Pur and Lsather 2.4 ]
Products
Office Machines, 5.3 ] h o4
ste.
Toys, Dolls and 3.6 3 v 7.2 3 11
Models
Resistors and 1.3 10 :
Parte i
Zlectric Motors, 1.6 ] 1.9 9 11t
Generators, ete.
Tape Rscorders 1.6 9
and Players, atc.
Valves and Parts, 1.3 ?
ete.
Capacitors 3.6 6 It
Misc. Electy. 4.1 H
Products and Parts
Glaves ! 1.7 10 b8 ¢4
Other Misc. Axt 2.4 8
Articles
Total 807,00 Value fn
Millions of dollars 6.1 104.9

* Negligidle smounts were dmported from Naiti under tariff item 806.30

8/ "Within" raaks in arabic nusberals the ten most important product groups for Maiti
in esth year. "Between" ranks in roman numerals seslected product groups among all
countries, indicating the position Haiti holds among other countriss for the

4 particular product group.
Source: Special Magnetic Tapes from U.S. I.TI.C.
X
]
|
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under U.S. tariff iteas B807.00 278/ consisted of basebatis. While
still growing in absolute amounts, their importance in the total

declined to less than one quarter during the aid-1370s. Cloth}ng
and textile products grew much faster, froa less than one guarter
of U.S. B807.00 imports between 1969-1972 to well over one=third of
UeSe 627.0) imports since 1973. The textile quotas imposed by tne

United States apnarently did not constitute a binding constraint,

although they may have liwited the expansion of particular
categories, sucn as brassieres. 219/
Stuffed toys and dolls became number three in daiti®s assembly
production, reaching between 7 and 8 percent of exports to the
Y.S. after 1975 (1978 is the last year for <hich breakdowns by
commodity groups are available). Aside froz office machines and
parts which have recently become significant in Haiti’s assembly
exports, the remainder consists primarily of electric and
electronic articles.s At the beginning of the 1370s, they accounted
for between 10 and 15 percent of exports and in the second half of
the decale, for more than one quarter of the total (Table
1v=2). 284/
Available data indicate that value added in asseably plants
now constitute about one-juarter of all industrial value added in
Haiti compared to less than € percent in 1970. 281/ Contributing :
more than half of the country’s industrial exports, asseably
production earns about one-fifth of Yaiti”s yearly foreign exchange '

receipts. 242/
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It is clear that in the case of Haiti, the iapact Of asseably

operations on employment, income, and balance of payments {s of
major importance. These effects and some mdre subtle ones ull} be
discussed later in this chapter. At this point, let it be noted
that rdaiti®s 4eight in the world offshore production systen is far
greater than its size (in population and incoue) in the worl4d
community. Of tne 47 countries in 1937 wnich isported non-trivfal
anounts of J.S. components for assembly, Haiti ranked ninth with
imports of more than $17%5 million (Taple A-l), It heid a similar
position among developing countries in respect to valua added in
tlie asseably production which was exported to the United States
(Taple A=2). dhile its share in ihird wWorld offshore operations is
still tiny (about one-twenty-fifth of 4dexico”s value added and
one-sixth of that of iiong Kong) the proportion nhas been rising and

is now 30 percent above what it was during the early 1970s.

A.agle_gn.tae_Samele_Survevs Uded

Much of the analysis in the rest of this chapter is based on
two surveys conducted under the direction of Leslie Delatour and
Karl Voltaire during Jecember 1979 and January 19380 {in
Port-au-Prince, Yaiti. The details of these surveys are published
in tneir study cited at the beginning of tnis chapter. In the
discussion that follows below, frejuent reference @ill be made to
that worke

Tne surveys were based on two questionnajires, one for
enterprises, the other for Jorkers in asseably industries. They

were administered by two Haitian contractors chosen for their




308

intimate knowleige of the asseably sector in Haiti and Eietr
privileged access to industrialists.

In Yaiti the 3lesignation "asseably®" is also jiven to fltl;
using local materials for export production. Thus "assembly"
activities are divided into firms using local waterials and those
using imported materials. The former do not concentrate on actual
asseubly operations but produce a complete product, usually for
export, althougn some of it may be sold on the nome market. Those
“assenbly" firms using local inputs are not as significant as the
true assewbly industries using imported comdonents, exporting only
about $16 million of light manutfactures in 1978 compared to $29
million for the latter. 233/ They are not considered assembly firas
nere. The survey was confined to those enterprises assembling, at
least in part, iaported coaponents. HJowever, soze of the firas
included in tne sample do both exporting and selling on the
domestic market,

The enterprise sauwple, consisting of 51 firws, sowe of which
hal more tnan one plant, was selected froa ; list of assembly
companies supplied by the Haitian government and the U.S. embassy
in Porteau-Prince. Tne selection was made at randon within four
major categories: Electronics, Textiles (including clothing),
Sporting Coods (primarily baseballs and softballs) 284/ and
Miscellaneous. 295/ The absence of formal accounting and managerial

information techniques, as well as the aura of secrecy regarding

sales and profit figures, limited the amount of nard data that
could be extracted. Nevertheless enough inforsation was obtained

to make an examination of the basic features of the industry E
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possible.

The sample of 500 Jdorkers was spread aaong the 51 firws,
selecting at random about 1) from each. Only piece rate workers
(no foremen or supervisors) were included. The guestions, although
printed in a forsal questionnaire, were asked orally, in Creole
rather than French, in order to facilitate comaunications.

Given the absence of precise information about the universe,
it is impossible to determine the raepresentativeness of the
samples, There are disagresments between the various teports
consulted as to how many firms there are in the assempoly sector,
and as to how many workers they eaploy. The sample used hare with
51 firms eamploying 20,3)) dorkers appears consistent with fiqures
of the aorld 3ank and the American emoassy.

Since these are the first in depth survays >f enterprises and
workers taken in daiti, most of the inforaation obtained can not be

compared with data previously available.

CHA3ACTERISIICS QE_AQSEMBLY ORCRATIUNS IN_udAlll

daepershie.apd_structuce

Unlike Mexican offshore production which is done largely
through subsidiaries of U.S. companies, Haitian asseably activities
still rest on Haitian entrepreneurship to a great extent. Almost
40 percent of the firms in the sample are Haitian owned, one-third
are foreign ownel and 3) percent are joint ventures. 23§/ Most of
the Jaitian owned firms concentrate in textile asseably, where

almost two-thirds of the firms are locally owned. In electronics
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and the miscellaneous category joint ventures predomina:;; in
basebdlls, foreign companies. Even in foreign firas, nost of the
managers are Haitian. About three~-quarters of the firms in th;
sauple had local managyers. 281/

It should be noted that several previously wholly owned
Yaitian firms, especially in the baseball category, wure sold to
foreign interests before the sample wWas taken. The ollest assembly
enterprises are Haitian with an average age of 10 years. The
youngest are foreign owned Wwith the average age 0f 7 years and tae
age of the joint ventures are in between. Yo change in the pattern
of owunership can be discerned during recent ye2ars. Less than
one=taird of the firms were established during the five years prior
to the survey, with a greater number being «#holly Hajitlian owned
than wholly foreign owned (and joint ownership making up almost
one-third of the total).

Most of the companies intervieded do asseadly work for
UeS. principals. 283/ Taose .that are not wholly owned by the
JeSe aanufacturer usually work with nachinery and equipaent
suppliel by U.Se. principals. About three-quarters of the firms in
the survey said that the principals usually furnish the machinary
and tJo-tnirds said taat the principals always do so. 289/ This
arrangeaent, which is a special form of an "arm’s length"”
relationship, reduces tne risks faced by both tae subcontractor and
the principale The former does not have to venture his own capital
and having his customer’s nachinery is some assurance that the
principal will not run away from his contract. The principal, on

the other hand, can have his offshore production without having to
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establish a subsidiary coapany and risking his investmefMt. The

machinery which ne lends to his subcontractor is usually sacond

handa and often fully depreciated and in any case, he can take !t
back when a contract is coapleted.

That there is Haitian entrepreneurship is demonstrated by the
fact that about three-guarters of the local firas reported that
tiley initiated tne relationship with the principal. 232/ In many
cases the Yaitian enterprise will have a relationship #ith more
than one principal. 7The overall average is three J.S. principals
per haitian firm, and it goes up as high as an average of nine for

local ficms in the electronics sector. 231/

2ize of Eicas

As might be expected, foreign firms are larger than locally
owWnad assembly companies. while the labor force is roughly equally
Jistributed amony Haitian, U.S. and jointly owned enterprises, the
average numbgr of workers per foreign enterprise is about 480 and
for Haitian firas about one-third less. 292/ Since some firms have
more than one plant, employment per plant is significantly louwer
than the overall sample average of about 43) workecrs per firm. The
Vest availaole estimate is about 390 workers per plant which is
%uch higher than for other manufacturing enteracises in Haiti.
;bout tuo~thirds of employment in assambly plants is provided by
¥he one-third of enterprises which employ more than 403 workers

¢ach. Export oriented asseably firms are tnarefore tae largast

employers in the country.
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3y far the biggast plants, both in terns of employeent and
square feet, can be found in baseball assemdly, followed by
electronics which is only slightly above average and textiles,-
somewhat below average. The saallest plants are in tne
miscellaneous category.

Contrary to th? relative magnitude of labor in asseably
operations, capital investment in assembly is extremely low. An
average figure is difficult to determine bacause, as already
indicated, so many of tne local firms recaive wacainery and
egquipment from their porincipal, the value of which could not be
included in the survey. Taking only those firas for which the
principal naver provided the machinery, the average capital
invested was about $740,000 in 1979, It was nearly tnree times as
nign in electronics, but only about one~thiri in textiles. 293/
Carital requirements for most local assembly cowpanies are, of
course, much less because tne principals furnisa most of the
nmachinery and eguipment. Capital is therefore not a great
restraint for a daitian who wants to-enter the asseably business.
Finding a principal in the United States is propably a greater
barrier.

Similarly the capital-labor ratio is very low. The
approximate average of 31,500 for assembly operations is far lower
tnan the $25,000 found in Haitian import substituting
enterprises. 294/ 0On the other hand, average capacity utilization
of apout 75 percent in assembly plants is double the level in

industries producing for the domestic market. 225/ It is not

surprising that foreign firas work at a higher level of capacity

e
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than Jdaitian ficas because subsidiaries can be expected‘fo have a

regular relationship with their parents.

2dges

daiti, like most countries, has minimu» wage legislation. No

matter how low minimum Jage levels might be in developing ,
countries, the temptation is for economists to claim that they are
too high, even in very poor countries, as long as there is as vast
a pool of unjeresployed persons as taere is in daiti. That minimum
wagyes are above the opportunity cost of lapor in Haiti can be
deuonstrated by the fact that the daily earnings of persons who
work at home under contract to more formal enterprises (put-out

( ‘ syst2a) usuially are between one-half and one-tenth of the official

minLlnum wage. 296/

it might therefore be claimad that more capital intensive
methods are employed in Haiti than would be <arraated by the true

oprortunity cost of labor ("shadow price"), particularly in ﬂ

industries working for the Jomestic narket «here, as indicated
above, the averaje capital per worker is over 5$25,000. On the
other side of the coin, however, capital is not particularly
subsidized in Haiti unlike the situation in many developing
countries. Long term financing is generally not available, and
there are néither special interest rates nor special exchange rates
and/or licenses for tne import of capital. Moreover, it was shown
that in the export oriented assembly sector the capital-labor ratio
is less than one-tenth of the average in tne howe market oriented

industries. As long as there are non-econoric factors underlying




314

some private and public policy decisions, certain capitfl intensive
enterprises (such as a still mill) will be established even if the
otficial minimum wage would drop to zero. i

The wages reported by the enterprises in tane survey averaged
more than one-quarter above the official minimum wage of $51 per
month, if a 5-day week is taken as the nora, the usual work week in
assenbly operations (Table IV=3).

Although the implications of the law are not clear, its strict
interpretation could result in a iegal montnly minimum of 569 per
month (including non-wWworking Sunday pay), compared to the average
wage in the'enterprise sample of $65 per month. Foreign firas pay
a little more, local firms somewhat less and, as 2xpected, wages
are higher in electronics than in textiles (for details and
explanations, see Table 1V-3). 297/

in the worker survey, the respondents reported about $1) per
month less in the various categories than tne figures given by the
managers in the enterprise survey. It should be noted that the
Wwages reported by the worker are the take=home Jay and therefore
will be less than the levels given by the firms. Nevertheless the
average monthly wage of $55 reported by the wsorkers was almost 8
per cent above the official minimum under tae S-3ay weok
assumption. This compares to an average monthly wage paid in
Port-au-Prince in 1975-76 of $45 in clothing manufacturing and $49
in industries sinilar to other assembly operations. 299/ The

workers in the sample who had previous experience, reported an

average monthly wage of less than $49 in their former job, about 70

percent of the wages they reported in their present job. 233/
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( Table IV-3 RHaiti: WVages Reported in Surveys Compared with Official
Minimum Wages -
December 1979
(in U.S. dollars)
Monthly  Monthly Minimum Wages Per Month Official
Wages Wages Daily
Reported Reported A B ¢ D Minimum
Sector by by 22 days/ 24 days/ 26 days/ 30 days/ Vage
Firm Workers mo. mo, mo. mo,
Textiles 64 54 48 53 3? 66 2.20
Electronics 72 59 57 62 68 78 2.60
Baseballs 60 51 53 58 62 72 2.40
Miscellaneous 63 59 51 55 60 69 2.30
\
’ Average 65 55 51 S5 60 69 2.30

Note: Detailed information of the Haitian minimum wage law could not be
obtained. A provision of the law provides for non-working Sunday
pay under certain circumstances {(asfter working 28 hours in a 6 day
week), Most assembly plants, however, work only a 5 day week,
Therefore the monthly minimum wage was calculated on the basis of
four assumptions:

A 5 day week
B 5% day week
C 6 day week
D 7 day week

Sources: _Intl, . . , Tables IV~ll and V-4; IBRD, Report No. 3079 HA, Feb. 17,1981,
Table 2.5, corrected by the suthors.
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4
Tnere is no questiosn about the fact that their wages put
assenbly workers in the upper income groups in Haiti. According to

a .97% survey, 73 percent of the households living in .

Port-au=-Prince haJd incoaes of less than $49 per wonth. 303/ Even

allosing for inflation this would be still belos the 3verage
take-home pay reported by the assemply workers in the present
sulveye.

siven that fact and tne existence of the "put-out" systeam in
the subcontracting industry in Haiti, one would expect to find that
32 majority of the firms would consider tne ainimum waje too nijh.
The survey did not show this. in reference to worker productivity,
only 1% of the nanagecrs considered the minimuam «3ge too high, but
732 considered it adejuate and 17% considered it too lowe. 331/ In
reply to another gJuestian in the enterprise survey, aore than 80
parcent of tne respondents said tnat they would not hire additional
workers if the minimum wsage were abolished. This included even a
majority of those who considered tne minimun wage too high.

This does not mean that the minimum wage i{s irrelevant. It
only indicates that the existence of the ainimuw wage in 1979-80
did not noticeably affect the level of employment. It should be
noted that almost €0 percent of the assembly subcontractors in the
sanple charge their principal a piece rate based on tne piece rate
paid to the workers plus overhead and a profit mark up. The nuaber
of jobs created, therefore, is detersined to a great extent by the
demand for Haitlan lapor by the principal in the United States. ﬁ
That demand, in turn, largely depends on the gap between U.S. and ‘

Haitian wages, productivity differential tacriffs and transportation
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costs. According to the response in the survey, about Kalf of the
firms reported that their productivity was about equal to
U.S. levels for comparable product lines and activities, while’
about one-fifth said that it wWas superiot. Available evidence
seems to support these results. 32/

As long as the gap in labor costs betdeen the United States
and Haiti greatly exceeds transportation costs plus tne
UeS. tariffs on daitian value added, there will be an economic
incentive for U.5. companies to subcontract the labor intensive
parts ot their production processes in iaiti. 1Inhnis does not imply
that miniaun Jages, it enforced, can be pushed higher and higher as
long as tne gjap covers the other costs mentioned. fFitst of all, it
may cause severe distortions in the Hajitian econd’ay, such as major
substitutions of capital for labor which have secious iamplications
for a labor avbuniant, poverty stricken economy. Second, if the gap
is not large enough, it may still cover traasportation, tariff
and othar direct costs, ygt may not be able to offset tae
bureaucratic and political risks in Haiti which are still perceived
as formidable. Thus asseably business may se lost If Jages rise to
mucn higner levels, atlhough they may remain below those of
Kelevant international competitors.

b

%

L Y
Ioe_Labor._Eorce
) daitl 1is not different from other countries in having a high

proportion of women in assembly plants. The 74.5 percent found in
the survey is slightly loder than in Mexico (77.3 percent in 1980;

see Chapter 3). In Haiti, however, women seem to constitute a auch
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larger share of the labor force than in Mdexico and in many other
countries. 303/ Abject poverty makes unemployment almost
impossible. Most adult women have to go to worke It is also _
regorted that women in Port-au-Prince outnuaber wen by 30
percent. 3}4/

Jefore working in the assembly plants J4here they dJere
interviewed, more than half of the women neld otaer jobs or were
lookiny for worke aell over 90 percent said that they would remain
in the labor force if they were to lose their >resent j)obs. These
responses were not substaantially different from those given oy
aen. J(8/ The major difference was that almost one-quarter of women
workers were joing to school betore taking tne assembly job,
compared to half of that proportion for men.

In Haiti, as in other counties, two main reasons are invoked
to explain the predominance of women in assembly plants: «onen,
unlike men, possess the manual dexterity needed in asseably
operations, and they are wmore docile ang less wnilitant than nmen.
Regarding dexterity, the survey found that wages for men averaged
nearly ten percent above those for women. 328/ 5iven that workers
are paid a piece rate, the wage should reflect productivity. 3217/
kegarding docility, labor militancy is still unknown in Haiti.
Indeed more than three-fourth of the <orkers did not know what a
labor union is and in none of the 51 firms in the sample was labor
organized. The high proportion of women in the assembly work force
in Port-au~Prince is probably due in part to the msore abundant
supply of female labor there and in part to cultural factors

already referred to in the study of Mexico. 328/
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Almost three quarters of the asseunbly <Jorkers uete‘Born
outside of Port~au~-Prince. Yet the asseably industries have not
constituted a particularly strong stimulus to mijration. 329/ it

the time of the survey, the sigrant worker had been in

Port~-au=-Prince an average of 14 years, long before the assembly
industries emerged as a significant force in Haiti’s econouic
development. J1%/

The existence of a large labor pool for assembly work is
demonstrated by the selectivity exercised by the firams in their
hirinj practices. Since minimum wage is above what needs to be
paid for unskilled labor in the informal sector, assesnly wmanagers
give preference to persons wWwith some skills, such as literacy and
previous experience. In the face of a literacy rate of only
one=quarter of the adult popuiation in daiti, 3ll/ wmore than half
of tne enterprises always require literacy (in electronics it is ;
moce than three-quarters) and generally pay a nijher w#age tnan I
those that never require it as an employment condition., Vocatonal
training, surprisingly, was not required by many firms; tne highest
level is in textiles wnere only one-quarter of the companies insist .4
on it. Although about half of the firms rejuire prior experience i
(in textiles it is much higher, in electronics auch lower), they do
not oay a higher wage than firas that do not reguire it. 312/

Although few assembly enterprises say that they require

vocational training, about half of the workers in the saaple

reported such training. About one-third of the sorkers interviewed
had previous assembly experience and another S percent worked in '

non-asseably jobs. 3137 #hile neither vocational training noc
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previous experience seened to make much difference in #O8tkers’
earnings, 314/ education is positively correlated with asseably
wages. 318/ The surprising fact 1s that nearly 3) percent of the
asseubly workers reported at least one year of schooling.
One<third had some high school and 44 percent cowplete] elementary
schools 3187/ These levels are far above those for the country as a
“hole and also significantly above those for Port-au-brince where
tne educational level is auch higher than for tne rest of the
country. 3i1/ it is not surprising,given the difference in w~ages,
that the highest educational level was found in electronics and the
lowest in baseball assembly.

Compared to Mexico and other countries in «nich offsnore
assembly activities take place, the average age of assembly workers
is relatively high in Haiti, about 29 years. 313/ It is sowewhat

lower in el=zctronics and a little higher in the other assembly

catejories. Age, unexpectedly, tends to be inversely correlated
with wages. 319/ This survey result is consistent with another that
indicates that seniority 9f workers in the factories is unrelated
to thelr earningse. Tnis surprising finding appears to say either
that learning on the job is not rewarded or that productivity
declines with time spent on the jobe. The latter zaybe due to
boredom witn routine tasks or decline in efficiency with age.

Given piece rate pay, loder wages would result in either case. It
way be too early, however, for any pattern to emerge since the
average senforfity is just below 4 Qears and about half of the

w0rkers have been in theitr present job for less than three years.
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Lipgayss

fron the perspective of developing countries, much is sade of
the apoarent weak linkages of offshore asseably activities ult& the
rest of the economys. 1In 1aiti, however, the rudimentary status of
overall industrial development combined with the predominance of
imported inputs would lead one to believe that intersectoral
linkages are weak in general.

Although assembly plants in Halti are not isolated froam the
rest of the economy as they are in other places tnrough "in bond®
and free zone restrictions, the output of sophisticated assemtled
intermediate goods such as computer harnesses, integrated circuits,
etc., could hardly serve as inputs for Haitian iniustries in.a
"forward linkage."™ Nor, for that matter, could the output of
assembled finished goods such as baseballs, wigs, stuffed toys and
relatively expensive clothing find a ready market in the country.

In respect to backesard linkages, however, significant progress
nas been made. ~For example, in the assemwoly production of
cassettes, the plastic shells are pur#hased froa a local producer;
in baseballs and softballs, the core is now fabricated in Haiti and
the ylue is supplied locally; some threads are also purchased on
the domestic market even though the oricesquality relation may not
be up to international stanjards. All tnese itess were previously
imported. 320/

Despite the increased use of local materials in baseballs,
there was no increase in the share of dutianple value (value added
in 42iti) as a percent of total value of U.S. baseball imports from

Haiti under U.S. tariff item 307.00., Value added in Haiti averaged




around one=third of total assembly value exported to th€& United
States, according to data obtained from the U.S5. International
Trade Commission. In most other product groups there was no i
noticeable expansion of use of Haitian materials (Table IV-4).
Yet, if one examines the overall proportion of Haitian value
added in total U.S. imports from daiti over time, one notes a
decline until 1974 and then a gradual increase (Table IV-1). The
early decline appeared to be due to the use of more expansive
UsSe components, as ".5. producers become wore confident in Haitian
asseably capabilities. The subsequent rise in tae Haitian value
added share can be attributed to the greater attention being given
to quality control in Haitian assembly plants, thus increasing the
payroll component of value added through the employment of higher
paid supervisory and juality control personnel. 321/ This is

especlally true of the assembly of office machines, where the

dutiable value (value added in Haiti) rose froa € percent of total ?

UeSe (%77) imports from Haiti in 1973, tne first year of

production, to 18 percent in 1978; assemblies of electrical and .
electronic equipaent, such as electric motors, etc., where the

value added proportion rose from 10 percent in 1970 to 36 percent

in 1778 (Table IV-4). Aside from “miscellaneous electrical

products®, in other categories generally more than one juarter of

total export value is added in Haiti (in 11 resistors and parts" it '
was one-third in 1978 and in "“gloves 11 over one-nalf, probably

because of the increased use of local leather) 322/
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The most important indirect linkage of assewbly opecrations to

the taitian economy is through the consumption expenditures of
asseably workers. If one uses the U.S. eabassy figure of 50,C930
workers and tne $55 average monthly wage reported by the workers in
the survey, a total annual wage bill of almost $4% million

resultse. 323/ If most of this amount is spent on food, shelter,
simple clothing ani transportation, items which Jould have a very
los4 import content, the impact on Haitian econouic development
would be sudstantial. 324/ Incomes of managers and profits might
nave a1 smaller effect since substantial portions #ould ve spent
either aoroad or on imported luxury items.

In respect to transfer of technology, there is a flow of
technical assistance between the foreign principals and the Haitian
assembly plants. dell over half of the firas in the survey
reported that foreign principals always provide technical
assistance and an additional few indicated that they sometimés
do. 3285/ 4uch of the assistance comes through foreign techniclians
sent by the principal on a temporary basis. About 60 percent of
the assenbly firws said that foreign technicians visit on a steady
basis and well over one-third reported tnat they regularly send
their own technicians abroad for training. 326/ Since the majority
of assembly factories are in hHaitian hands, new Jorking methods and
production technijues can easily be transferred to other sectors of
tne Haitlan economy, patrticularly because some Haitlians

simultaneously operate assembly plants as well as other businesses.
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Stangility
The general perception is that subcontracting is a volatile

-

business and so 3ssemply operations will be rather unstable., .
Instability in these activities can be due to two main reasons:
sensitivity to the external business cycle, particularly in the
United States, and the involveament of footloose U.S. industries and
fly=by-night enterprises out to make a fast profit and run.
regacrding the rirst, a look at Table IV-1l shows that Haitian
assenoly exports to the United States increased by leaps betwveen
19¢9 and 135C. The only interruption of the monotonic expansion
occurred in 1975 when tnere was a 3 percent decline in total export
value after doubling in 1974 over the previous ysar. This slight

oreak can probaply ve attributed to the U.S. recession of 1974-75

ana #4as entirely due to a 7 percent drop in the value of

Y¢S. components used for assemblys. Haiti, ntovever, #as not
adversely affected; to the contraty, assembly activities gyenerated
an over 7 percent rise in the country®s value added in 1%75. 1In
textiles there was a barely noticeable 1575 hesitation in the
steady increase and the only product group where a significant
decline can be found is in equipment for electric circuits uwnere
the total drop in value added nardly amountad to $250,300.

The assenbly firms in Haiti seem to have a sanguine outlook
regarding the fragility of their operations. MNearly one-half of
them believe that a UJ.S. recession will not affect thew, according
to the survey which was taken at the beginning of 1989 when a
business downturn abroad threatened, Textile coapanies are the

less optimistic of the assembly firms. 321/ Depending on the

i''''''''''''''''''''''"''-'''''-''----------------Illl--------|-||-------|-..-.....‘.‘...........-nrn—
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industry, either a supply side orla demand side explana{zon is
given. In the former, the assumption is that in a business
doanturn the U.S. principals will have an additional incentive:to
reduce production costs and therefore will move nore operations
abroad; in the latter, tne assumption is tnat consumers wili shift
from axpensive to cheaper produéts (i.e., instead of buying fancy
electronic gadgets for children, adults will give taeam stuffed
toys).

In this respect, it is interesting to note that in Haiti 1light
manufactured exports taat use local materials appear to have been
deeply affected by the J.5. 1974-75 recession. There Jas a drop
of about one=guarter in these exports between 1974 and 1975 and a
further decline in the following year so that 1376 was almost
one-third below 1974. Jnly in 1978 were 1374 export levels reached
in nominal terws (in real terms probably not until 193)). 328/

In respect to the argument that footloose industries impart
instapility, the record snows taat only a few offshore assembly
products have eamerged and disappeared, while most product lines
nave steadily increased. 329/ Almost by definition, footloose
industries are those that rejuire a small capital investment.
Jdbviously Halti’s assembly plants qualify under that definition.
For that reason it is surprising that so few industries
disappeared. This does not mean that there have been no
fly-by-night operators and that subcontractors in Haiti did not get
hurt, but one may conclude that this kind of instability appears to

have had trivial effects on the Haitian econoay.
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Furthermore, Haitian asseably operators have learnfd how to

prtotect themselves againast the ups and doswns of subcontractinge.

Almost all of them work with more than one U.S. enterprise anq the

majority subcontract «ith more than two principals. 330/ Often this
will reduce the risk by tending to smooth the fluctuations in the !
total orders. It will be especially true if the local enterprise
asseables several Jifferent product lines, eacn of which may be

. subject to diverse seasosnal and cyclical variations.

The lod capital reguirements in this business peraits the
local entrepreneur to diversify his assembly operations so that he
can work for U.S. firms in different {industrial sectors, either
simuitaneously or by shifting his work force froa one assembly

production to another according to the external demand. It was

observed in the survey that the low capitaleoutput ratio enables
some firms, with only minor modifications in their factories.and

ejuipment, to move from Yaseballs to cassettes or from electronics

to textiles, as they lose contracts in one area but find tae= in

another. Thus, it is not the foreign prinéipal #sho is "footloose™

but rather the Jaitian fics, by displaying a high mobility between .
foreign principals and/or production sectors. It is this

flexibility, a manifestation of perceptive Haitian

entrepreneurship, whicin has given stability to the growth of the

country’s asseambly activities.
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CONCLUSIVJS AND_POLICY IJELICATIONS -

Asseably production has become an intejral part of Haiti°’s
econoaic activities. It is not a marginal appendix as in sone:
other countries engaged in these operations, but it is a major‘
contributor to daiti®s econoaxic development and the leading edge of
-the country”s industrialization. The best estimate is that value
added in assembly activities now constitute close to a quarter of
all income generated in Haiti‘s manufacturing sector and provides
about the same proportion of the country’®s export earnings. 331/
ahlile the employment it creates, estimated at 60,000 persons in
1y&0, may appear small in relation to the total labor force of over
2.5 mnilijon, it is probably much larger taan employment in the rest

of the modern manufacturing sector in the country. 332/

d0_coslave_Sector?

It would be difficult to support the assertion that, as in
Mexico, assembly activities form an econoxmic enclave in Haiti.
First of all, Maiti is at the bottom of the development ladder so
that linkages among its economic sectors are weak and it is still
Eat from being an integrated economy. Second, assembly production
s concentrated in the esconoaic and population center of the
éountry, metropolitan Port-au-Prince, and not in a remote region
far removed from the capital, as in Mexico. There are no laws
;xpllcltly restricting assembly plants to a free trale zone or to
“in-bond" operations. However, there is a formal legal barrier to

selling assembly items produced with imported coaponents on the

local market. As of now, assembly firms have no strong econoaic
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incentives to sell at home in view of the weak demand for their
products relative to export demand.

ihe lack of tight integration of offshore assembly operatlons
into the rest of the econdmy 1s not too different froa the
relatively wmeak linkages of other industries tnat use imported
materials. This is particularly true of many of the ned import
sudbstituting industries taat are very import intensive in respect
to inputse.

The basic problem 5f national econoaic intejcation is one of
the levels of economic development. As income levels rise and
improved public policy helps ease supply constraints, the various
economic sectors, including assembly industries, will be tiei more
closely together and therefore raise their contribution to the
country’s econonic developaent.

In tae meantime, the linkages of assembly production have not
been trivial and compare favorably with those of other economic
activities in the country. ©Not only do the incomes generatei by
assembly create a significant demand for local goods and services
but assembly production has provided a substantial stiaulus to the
banking, transportation and communications sectors, as well as
catering services. 333/ #hile some local components, such as
materials for baseball cores, leather for snoes and handbags,
plastic cases for cassettes, and correguated carton boxes and other
packing materials are used in assembly production, any substantial
increase in tne use ot local inputs in assembly operations nmust
avwait the elimination of supply problems in other sectors, in

particular, agriculture.




dithin the context of an underﬁeveloped economy such as

Jajti’®s, asseambly operﬁtions help transfer technology to a
signiticant degree. The mere existence of these activities uhich
comprise perhaps half of the country’s modern sector, introduces
workers to factory discipline, new equipment and @orking methods.
Even an averaye training period of only two months provides skill
levels far above the mean of the Haitian labor force. 334/ As was
shown there, is a considerable interchange of technicians betueen.
the Yaitian plants and the U.S. principals. 4nd the mere fact that
assenbly operations and other production activities often are

carried on within the same firm, makes an unusual econoaic and

tecnnological isolation of the former highly unlikely.

Depesngengy

The strong linkages of assembly plants to foreign companies do
not appear to have introduced extraordinary instability into the
Haitian economy. A&hile tnere is a depenlence on foreign orders or
contracts, daitian entrepreneurs have learnad to protect themsalves
against the extremes of this dependency, often by spreading the
risk among several foreign firms and asseably products.

Interestinyly, the foreign principal, in turn, apparently
wants to keep the dependency relationship to a ninimua: while
prepared to provide machinery and equipment to the Haitian asseably
plant, the principal doss not provide amuch financing. 0Only 7
percent of the firms interviewed in the survey reported that they
were in debt to the principal. Nearly all of the rest borcoued

from private banks in Maiti. 3315/
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Baolicy_Imeligations

The enclave argument implies that tae resources devoted to
assembly production could be more efficiently used in economic”
activities with greater linkages, especially those that produce for
the domestic market with domestic materials. At best, according to
an expanded version of the argument, subcontracting cceates
employment #ithout creating corresponding increases in goods and
services. The result will be addditional pressures, (a) on imports
leading to a worsening of the balance of payaents, and (b) on
prices resulting in an acceleration of inflation. 3368/

kpart from the fact that the notion of an assembly enclave is
only weakly applicable to Haiti, 1f at all, the evidence shows a
significant underutilization of resources in the country. Not only
is labor massively un~ and underemployed, but, outside of the
assenbly plants, between half and two-thicds of installed capacity
in the amodern sector apparently.is not utilized. 337/ while it
cannot be assumed that there is enough flexibility in Haiti’s
productive system so that, given excess capacity, output will
increase in response to increased demand from new assewbly workers,
neither can it be assumed that resources shifted from assembly to
other sectors would be fully employeds Indeed, a contrary arguaent
can be made that, inéofar as assembly operations have a higher
averdge capacity utilization than other industries, shifting
resources out of assembly would decrease the already low lavel of

efficiency of the Haitian econoay.
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On the other side, even a vague familiarity with HfIti’s
econoay, could lead one *. ~ue on behalf of putting resources
into physical infrastruct .e and agriculture. The long run regutns

from such investwents could be considerably higher than risking

funds elsewhere. However, before Haiti can effectively use large
resources for those purposes, it will reguire enormous iamprovements
in the country’s public administration and institutions, not to
speak 0f general education. because of political and bureaucratic
Jeficiencies, the country’s absorptive capacity is severely
limited. Agricultural and infrastructure investaents clearly must
be part of a long term developaent prograa, but in the short run do
not compete with manufacturing ventures. Moreover, resources for
asseably industries are generally not available for other
activitiesy 1f taey are fungible, it would be only with other
coaponents of the modern sector.

If to these factors the evidence is added which indicates that ;

jobs can be created in assembly plants at a much lower cost than

elsedhere in modern activities in Yaiti, then it becomes clear that

public policies should not be neutral in respect to the promotion .
of assembly production. The assertion that asseably activities, by

creating incomes without the counterpart of available goods and

services, will lead to increased imports and inflation more than

othet modern economic activities, seeas to be without foundation.
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dureaucracy_and.2ublic.folicy

Jne of the most critical elements in the ex>ansion of the
assemdly sector in Haiti is the need to reduce bureaucratic red
tape. Inefficlent bureaucracy is perceived to pe the sost
important drawback of Joing business in the country, despite the
fact that Haiti has gone further toward the "free enterprise" ideal
than most nations in the Third Wdorld. Docunents for imports and
exports take a long time to obtain and/or to be approved, and
necessary information is Jdifficult, and sonetines impossible to
come by. 338/

It can be reasoned that these problems brought about the high
proportion of local ownership of assembly plants in Haiti (relative
to Mexico, for example). Foreign companies hesitate t2 establish
subsidiaries in this environment and some prefer to subcontract
with Haitian firms who know their way around their country°’s
bureaucracy. This reasoning leads to the deduction tnat as the
foreign enterprises get used to doing business with Haiti and learn
®the ropes", more of them will invest directly in offshore assembly
production. 339/ Several Haitian assembly firms, particularly in
paseballs, one of the oldest asseambly activities in the country,
were bought by U.S. companies during the second nalf of the 1970s.

Jne may expect, therefore, that streamlining bureaucracy in
Haiti will induce azore U.S. firms to set up their own offshore
asseably production there. This does not necessarily mean that the

composition of ownership of assembly plants will change in favor of

foretgners. First, it can be assumed that daitian entrepreneurship

has become well entrenched in subcontracting activities and will
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continue to participate in their expansion. Second, th;;e is a
large pool of potential entrepreneurs among the well educated
daitians residing in the United States and elsewhere abroad, wbo
would return as technicians and businessmen if the public
environment in tneir country were less cumbersoae.

There is another face to the current weakness in the
bureaucracy. bBecause of lack of coordination ani duplication of
efforts, some of the laws applying to productive activies are
enforced sporadically and unevenly. This applies to ainimum wages
as vell as to income and other taxes, some of wnich affect tne
asseably industry. Even the wage levels declared by the firnm
managers implied that the 7th rest day, required by a strict
interpretation of the law, was not paid. This means that a
substantial numper of workers receive less than the minimum, not
necessarily because of a nead=-on violation of tne law, but because
the piece rate is set so that the norm is miniaua. If the norm is
the average, at least half of tne workers would earn less than the
minimum. ESven an employers’ association, Association des
industrtcs D®daiti (ADIR), recently recomaended that the mininums
%age should be considered a floor rather than a ceifling. 330/ 1f
}he plecework earnings of a worker fall belod the nora, he or she
§hou14 not be paid less than the minimum. 341/

‘ 3ureaucratic rigidities seem to prevent a oetter coordination
}ithin the public sector itself and result in lost tax revenues.

For new Industrial firms the law provides for a five-year complete
incote tax exenption and an additonal five years of reduced taxes.

About one quarter of the firms {ntecviewed fn the survey had
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changed their names and by so doing have, in effect, rolded over
their tax exemption period. All in all, according to the survey
well over half of the enterprises are evading taxes. 342/ This -loss
of revenues is costly since it does not result in job cteation.and
amounts to a disguised subsidy to capital. A tax holiday to
attract foreign companies may be too high a price to pay for a low
tax country like Haiti. It is dubious whether income tax exemption
plays a role in the locational decision of a U.S. ficrm, given the
existence of the foreign tax credit. At any rate, a tightening up
of tne income tax administration should be high on the policy list.
The other fiscal incentive for assembly operations is the
system which peraits a fira that received a franchise to import
inputs duty free. TIhis system lends itself to abuse. Aside from
the possibility of bribery, it encourages sauggling since there is
little, except its conscience, to prevent a franchised firm from
importing for resale consumer goods not used in the firm’s
production. It 4ould be wise to abolish the franchise systeam and
supstitute an automatic duty free importation of machinery,
equipwent, and intermediate goods, such as raw materials and
components for assembly plants. 1In this connection it'ulght be
useful for the government to consider the establishment of a free
zone, which ordinarily would have no place in a relatively open
economy such as Haitl“s. Bureaucratically, a free zone might be
efficient because imports could be gotten through custoas amuch
faster, since, by definition, they would not be subject to the

usual entry procedures.
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In the past, the government appears not to have ranked
economic development, and industry in particular, very high on its
scale of priorities. Recently, industrial prosotion has received
more attention. 343/ The revamping of the tax structure, as
suggested, is an iwportant step towards helping econoaic expansion.
dhile income taxes must form the primary basis for public revenues,
imwport tariffs can become a significant policy tool for
development.

asaiti has been rather unique among developing countries in
respect to the scant use of tariffs for industrial prosotion. rhe
real level of protection has Jeclined over time, not because of
deliberate government policy to liberalize traie, but because the
country relies on specific tather than gd_yalorex tariffs. In an
inflationary situation it means that import duties will represent a
diminishing proportion 2f total import value.

If this erosion of protection is combined with a creeping
overvaluation of the currency, as dosmestic inflation exceeds
external price rises, incentives for Jomestic production will be
weakened. Therefore, the trend is to substitute imports for
domestic materials. This tendency is exacerbated by public
policies that have an unintended disincentive effact for tha
production of such items as cotton and wood. AJdd to this strctural
rigidities introiduced by such factors as the lani use and tenure
patterns, and the inelasticity of domestic supply becomes one of

the most serious probless for the country®s econsaic development.
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Econcumic. Integration

The reversal of this trend does not call for all out import
substitution such as Qas practiced in many Latin American countries
during the 1950s and 19ous. This indeed would be a disastrous
policy for a country like Haiti., But it is alwost as absurd for
some existing import sudstituting industries to have increased the
import content of their material inputs to close to 133 per cent.
slta rational policies Haiti could supply more inputs to its
industries.

Such policies might include catefully designed protection (for
a limited period of time) to foster the production of items in
which the country had already demonstrated efficient production or
shich it could clearly develop. Automatic drawback of tariff
duties would provide incentives for assembly and other export
industries. The elimination of currency overvaluation as well as
the rationalization of pricing and other policies should also be
essential ingredients in a program to ease supply constraintse.

Such a proJram would be a necessary prereguisite for raising
the domestic materials content in assembly industries. In order to
encourage the treni, dJaitian firms that would supply assembly
plants should be made eligiple for the fiscal incentives as export
industries. 0n the demand side, there should also be incentives
for subcontractors to increase their purchases from local producers
(for example, tax credits for the amounts of materials bought

domestically).
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U.S. companies could make a contribution tosdard thé greater -
intejration of the asseably export industries with the daitian \\\
Jomestic economy by providing technical assistance to potentia{

Jaitian supplier firms. TIhe assistance should focus on helping the !
Haitian producer meet tiae reguirements of the assembly plants and

their U.S. principals in respect to specifications and quailty

standards, planning of production and delivery schedules, and cost

saving methods. This transfer of technology is Sound to spill over

into the rest of the Haitian economy.

Fordard linkages are also important for strenjythening the
integration of subcontracting activities into the economy. Thus
assewbly plants should be permitted to sell part of their output on

! the local market after payment of corrresponding duties (or a

proportion thereof). 344/ As already noted, there may not be a
ready market for many of the products of the subcontracting
inaustry in the short run. There has to be continued econoaic

growta before Haitian incomes rise to levels where there would be

an effective demand for the final consumer goods as well as for the
subassemblies ani internediate goods put out by asseably plants.
Nevertheless, the authorization to sell some assembly output
in Haiti should be a stinulus for the emergence of local industries
tnat would benefit from using the subassemblies (presumably cheaper
than imports) as inputs for their domestic production. For the
subcontracting firm the authorization would help to smooth out

fluctuations. dhen external demand slackens, production levels

need not drop because 1m0re outout could be sold at hoae. The

opening up of the domestic market is particularly important for

."-""""------------------------.-:L-----—~
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Haiti“’s assembly plants which were operating at an averdge of only
three quarters of capacity at the tize of the survey. 345/

Another element in national integratfon is decentralization of
industry. As was noted, as of 1980 all of Haiti’s assembly plants
were located in the Port-au-Prince metropolitan area. OJnly
recently have attempts been made to install additional industrial
parks eisewhere in tne country. Feasibility stulies are now
proceeding for a park in Cap-dajtien in the XNorth, the country’s
second largest city, and for one in Les Cayes in the
South~kest., 335/ These actions may have to be supplemented by a
systam of variable minimun wages differentiated according to
region. In parts of the country where living costs are lower than
in Port-au=-Prince, but shere the pool of underemdloyed persons is
very large, minimum wages should be lower than in the capital in

order to help absorb the labor force in the area.

£inal_Bemacks

Assembly production has been the aost buoyant sector of the
daitian economy for the past decade. Indication are that the
dynamisa will continue. The vast majority of the firms interviewed
(34 percent) expected a further growtn of subcontracting activities
and said that they planned to expand their own operations. 341/ As
of this writing the optimisa of the managers has been borna out by
the facts: value added generated in assembly production in Haiti
in 1980 was nearly one juarter higher than in the previous year
(Table IV-1) and a substantial increase can be expected in

1981, 343/




There are comparatively few obstacles in the way of~furthering
expansion. The "abundant supply of cheap, unskilled but dexterous
manpower”™ 349/ is unlikely to Jisappear for a long time to cong;
yiven the availability of foreign aid and low capital-output ratios
in assembly production, capital does not appear to constitute a
binding constraint, at least at this stage of Haiti®s economic
development. 1Indeed, the only factor of production that might be
in tigat supply is managerial and technical personnel. However, as
sas Jemonstrated by the assembly industry in the past, there is an
available pool of trained 4Yaitians abroad who will return to tne
country given suitable tinancial incentives.

The Yaitian subcontracting relationshi> nead not be confined
to tae Jnited States. Tne country is in a favorable position to
serve as an "export platform™ for Japan and European countries.
Products assembled for those countries coull be exported to the
nearby U.S. market. Japan has been using far aWay South East Asian
developing countries for this purpose. Because Jaiti’s wages are
still competitive with the far E£ast and other things being equal
except transportation costs, Haiti would make a lower cost export
platforu for shipping certain products to tne United States, under
the assumption that transporting components is cheaper than
Eransporting assembled products.

The main economic thrust, however, will continue to depend on
Yhe relationship with the United States. However, comzared to most
otner countries in Latin America, Haiti is still not well known in
the JU.S. business comaunity. Many U.S. companies still hesitate to

establish offshore asseably arrangements there. Insofar as this 1s




due to thg perception of an unfavorable ﬁureaucratlc clfhate, the
impression can be improved by making the public sector more
efficient and focusing its policies more on Jevelopment as
recomnended here.

This should not be taken to mean that the U.S.-Haitian
assembly relationship is highly tenuous. To the contrary, the
evidence points to fairly Jell-entrenched existiag business
arranjenents. The activity can only grow as alditional
ve3s companies become involved. Despite rising ainimum wages,
Haitian labor costs stil]l are by far the lodest in the Yemisphere {
and among tne lowest in the world. The Jday when Haitian labor
Would be priced out of the market is so far into the future as to
be beyond any reasonable policy making horizon. 353/

Expansion of U.S.-daitian assembly operations may be in the

interest of both countries. For Haiti, the sector nas become a key
ingredient not only for its industrialization, but also for the
country’s overall econonic development. For the United States,
offsnore assembly in haiti is not only a profitable business
activity, but also significant from a foreign policy viewpoint.
rirst of all, Haiti, as one of the worli’s poorest countries
situated in a highly volatile region close to the shores of the
United States, needs econoaic Jdevelopment desperately. Foreign aid
alone is not enoughe U.S. official assistance could be crucial in
helping to expand the country’s infrastructure, raise agricultural
productivity, and improve public administration in order to
increase Haiti’s absorptive capacity. Given that, any kind of

productive investment, including assembly plants, will become more
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efficient and yield nigner returnse. -

In the meantime, fostering the growth of U.S. offshore
assenbly actfivities in Hait{ will promote econowic progress thgre.
Most of the effort, of course, must be private, such as the
provision of technical assistance to enterprises and the training
of technicians. 3But puolic encouragement and 1n:entivas; however
small, are important.

Another policy objective of the United States is to reduce the
inflow of Haitian illegal migrants. Jnlike in Mexico, ;iqtants and
4orxkers in daiti’s asseubly industries seeas to zoae froa the same
population Jjroups. A rapid expansion in subcontracting activities
in Haiti is bound to absorb some of the persons 4ho would otherwise
arcive clanjestinely in the United States.

A UeSe policy to promote offshore assembly for UJ.S. companies
is certain to be conflictive. There will be the perception of, (a)
harmtul effects for U.S. tabor from the exporting of assembly jobs,
and, (b) exploitation of Adaitian labor. The latter can be
addressed more easily tnan the former. altnouga the question of
exploitation could be raised in Yexico, even there it is not
possible to answer in the affirmative, as discussed in the previous
chapter. In the case of poverty stricken Haiti, it is clear that
the avallable alternatives to eaployment in asseably activities are
generally much less desirable.

in regard to the possible harm to U.S. labor, the issue is
exasined elsewhere in this volume. Let it be noted here that
unless it is deamonstrated that specific U.S. workers are Qngt

affected by offshore assendbly, U.S. adjustaent assistance should be

ey
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provided to them. The costs will be small relative to the
benefits.

It would be wise to take precautions lest the greater ]
involvement of U.S. companies in assembly production in Haiti does
not result in J.S. subsidiaries taking over all of these activities
in the country. This would be in conflict with the objective to
promote Haitian entrepren2urship. As was pointed out, Haiti is
unusuil in the region in that about two thirds of the assembly
firms are Haitian owned (either whoily or throuzh majority
control). There probably has been a declining trend as Haitian
fireas have been bought u3 by U.3. companies. Tt is in no couatry’s
interest to stifle the incipient, but dynamic, Haitian
entrepreneurship in modern manufacturing activities. This does not
imply that no new U.Se. subdbsidiaries should be established in the
future, but care should be taken that they do not overwhela Haiti‘’s
private sector. It means that U.S. companies should continue and
expand their reliance on subcontracting with Haitian firms rather
than aleays insist on their ouwn direct asseably sroduction in
daiti,

Aside from the aid giving function, the most fundaamental
UeSe. policy move would be to remove remaining quotas on textile
imports from Haiti. Such restrictions point up a lack of coherence
in J.5. economic cooperation policies; “"d4hile flexible norms are
applied in furnishing financial resources, restrictive measures are
imposed on trade which do not take account of their effects on the

econoajies of the countries it is aimed to help". 351/
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The future of asseably operations in Haiti looks br;;ht. A
significant expansion of these activities w#ill undoubtedly
accelerate the country’s economic development. Jltimately, -
however, the future will ﬂépend on the fmproveaent in public

administration and the political environment.

V‘“m
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QEESUIRE_ASSSMALY _ACTINITIES IN_COLJIMRIA®
INIZJRUCTION

During the first nalf of the 1970s Colombia promised to
rapidly become a major country for offshore asseably of materials
from the United States. In only four years, frow 197) to 1974,
United States reimports from Colombia under tariff item 807.00
increased sixty fold. Their dutiable value, which approxisately
reflects tae value added in Colombia, wultirlied about 25 times
during that period (Table V-1).

The growth stopped in 1575 and after a severe decline in 1976,
Colombian assambly operations have fluctuated without regaining
their early momentume. It is the purpose of this chaptet to explore
tne reason for tais loss in dynamism and for the small size of the
sector, as well as to uncover implications that are applicable from
the Coloabian case for offshore production in general.

Colombia is in the middle of Latin America in income level as
@ell as geography. Because of its size (with a population of 27.3
million in mid-1931 it shares tnird place in Latin America with
Argentina) Colombia®s industrialization potential is substantial.

Throujh import substitution since Vorld ¥ar II it nas walde progress

Tnis chapter benefitted froa a study entitled "Colombia: A Typical
Non=Assembly Country" prepared by Juan Jose Echavarcria for this
project. It provides background material as Jell as soae research
findings wunderlying this chapter. The Echavarria study was also
presented to the second "Seainar on North=South Complementary
Intra=Industry Trade", sponsored by the United Nations Conference on
Trade and NDevelopment and the Brookings Institution, and neld under the
auspices of El colegio de Mexico in Mexico City, August 18-22, 1380.
This study will be referred to as Echavarria (1989).

e mimadak




Tsble V-1. Colombia: U.S. Imports from Colombia Under U.S. Tariff Items
807.00, Dutiable, an;! Duty~Free, and Major Products,
as Percent of Totald

1969 - 1981 -

U.S. 807.00 Imports from Colombia

_ Values _ Dutiable Textiles Toys & Dolls
Total Dutiable Duty-free | as Percent as Percent as Percent
Year (millions of dollars) of Total of Total of Total
1969 .4 .1 .2 34 99.7
1970 .3 .2 .1 69 94.5
1971 o7 .5 .2 68 94,7
1972 1.5 .8 .7 52 99.2
1973 6.7 2,2 4.5 33 99.2
1974 18.7 5.6 13.1 30 98.9 .1
1975 20.4 6.0 14.4 30 99.8
1976 14.3 5.1 9.2 36 98.4 .8
1977 14.6 5.5 9.0 38 96.0 3.7
1978 21.5 8.2 13.3 38 95.6 4.2
1979 25,2 9.6 15.5 38 95.2 4.8
1980 19.9 7.8 12.1 39 NA NA
1981 Jan.| 9.6 3.9 5.7 41 92.4 7.6
May

a. U.S. 806.30 imports from Colombia are zero or less than $50,000
NA - Not available

Sources: Printouts of special magnetic tapes prepared by U.S.I.T.C.; U.S. Bureau

of the Census, U.S. Imports for Consumption and General Imports 1979,
FT 246 Annual 1979, 1980.
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in that direction. Its aanufacturing sector contributes™ about 22

percent of its ¢DP (198)), and its industrial production is now the
fifth largest in Latin America (after 3razil, Mexico, Argentina and
Venezuela). 332/ S

As in most of Latin America’s iaport substituting econonies,

exporting of manufactures came late. Before the mid-1960s it was
almost trivial and gained momentum only late in the decade. At
that time textiles, particularly clothing, decauve established as
the most important proljuct group in manufactured exports. They

alone account for about 4) percent of the foreign exchange earned

by manufacturing industry which by 1579-8) averaged well over half
a billion dollars annually. (Tanle V=2)

severtheless, the contribution of the sector to Colombdia‘s
balance of payments is msinor, deing completely overwhelmed by
cotfes exports. Coffee still earns 3-4 times as much as industrial
exports, providing about two thirds of Coloabian foreign exchange.
Industry brought in an average of less than 13 percent during

1678-1980 and textiles anly 7 percent. 353/
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IHE_CHABACIERISILCS UC_ASSEdOLY ACTIVEITILSES IN_COLO¥IIA

The most important aspect of offshore asseably in Colombia is
that it is small in relation to the country®s economy. Rough :
calculations show that value added in assemdbly operations are not
much more than one half of one percent of value added in all of
aanufacturing and perhaps 2 percent in textiles. The contribution
of assembly exports to Colombia‘’s balance of payments is somewhat
higher. Asseably exports to the United States under tarfiff items
807.0% constituted between 4 and 23 percent of total textile
exports to the world between 1975 and 1992. 354/

dnly in the exports of specific product groups to the United
States is assembly output of major importance. Almost two-thirds
of all U.S. textile iamports from Colombia came in under 807.09 in
1976 (Table V=3).

In women’s blouses and men’s shirts, asseably exports
accounted for over 97 percent of total exports to the United
States. In cther m2n®s and Jomen’s apparel it Jas well over 80
percent in 1978 (Table Vv=3).

defore the early 1270s there were almost no offshore asseably

activities in Colombia.

Ibe_Rroducts

kith the exception of soze insignificant electronic and other
assemblies fn the early 1370s, almost all offshore assembly on
behalf of U.S. firms has been in the apparel industry. Assewbly
exports to the United States are about equally Jdivided betueen

women’s and men®s clothing (Table V~5), Unlike the Philippines.,
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Table V-5. Colombia:

Major Assembly and Total Exports to the United States and Importance of Value Added,
by Product Group, Based on U.S. Import Data, 1978,

Product Groups Total Assembly Assembly Value Added
(u.s.1.T.C. Exports Exports as Percent of as Percent of Assembly
nnnuunmwnun»govh\ (Total U.S. Imports) (U.S. 807 Imports) Total (Dutisble Value as Percent of
807 Imports)
(Millions of Dollars) (Percent)
Women's, Girls' & 7.1 6.9 97.9 40.0
Infants' Blouses
Men's & Boys' Misc. 7.1 6.0 84.7 36.8
Wearing Apparel
Women's, Cirls' & 5.1 4.5 87.3 41.1
Infants' Suits,
Coats, Jackets
& Skirts
Women's, Girls' & 1.9 1.6 84.0 31.2
Infants' Misc.
Wearing Apparel
Men'’s & Boys' Shirts 0.9 0.9 97.3 38.1
TOTAL Apparel 31.8 20.6 64.7 38.1
Toys & Dolls . 1.3 0.9 69.7 28.8
TOTAL MANUFACTURED 120.5 21.5 17.9 38.1
EXPORTS
| -
T i J

a. See U.S. Internstional Trade Commission publications on Tariff Items 807.00 and 806.30 for their
classification system.

Source: Printouts of special magnetic tapes prepared by U.S.I.T.C. and Table V-3.
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4exiczo, Haiti, and other countries in Latin America, Col®abia
assembles almost no brassieres and other body-supporting garments,
usudlly the principal textile items elsewhere. The clothes ard
nearly always designed and the fabric manufactured and cut in the
United States, and shipped to Coloabjia together 4ith buttons and
zippers to pe sedn and assembled for reshipaent to the Jnited
states.

In the mid=197Cs another product group appeared in the
country’s assembly operations for U.S. firms. Toys and dolls have
gained in importance but were still under 8 percent of the total
UeS. B837.00 imports during the first five months of 1931. Tne
Colowbian value added in this category is less relative to the
value of U.S. coamponents than in textiles (Table V-5). Textiles
jenerate more than 95 percent of asseambly wages in Colombia. 393/

It snould be reitarated that not all assemaly activities can
be uetected tarougn U.S. B837.J0 statistics. A notable exception
in Colombia are "pop~-up" toy books for children. These are
asseabled from paper and cardboard from the United States. dith
the printing, dye cutting and hand-assenbly done in Coloabia, the
United States imported one million dollars” wortan in 1979. This
appears to be a clear offshore assembly operation, yet it does not
seem to jyualify under tariff item 807.92 because the UJ.S.
components are cut and processed before tne manual asseably. 338/
in 1379, the qualifying U.Se B807.00 imports of toys and dolls were
not auch more, $1.2 million, than the "pop-up®™ »ooks which are in
the sane general category. 331/ The pop-up books are expected to

qenerate 57 aillion dollars in overseas sales for Coloabia in
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191 3587 wnich would be consijeraoly more than the U.S52 807.00

imports in the general toys category.

dbhe_locentive_Sysieds

Coloabia has tried to promote exports for ainy vears. An
incentive system, called Plan Vallejo, was started in 1959 and
sttengthened in 1907 <hen also a subsidy system <sas introduced.
The Vallejo plan essentially proviles for duty free imports of
inputs for production to be exported. 0One aspect of the plan is
geared to assenbly operations and thus constitutes the}counterpatt
to the Us.5. 897.00 tariff item. 339/ It means that assembly is
done *“in-bond™ so that the product must be sxported and cannot be
sold on the domestic market.

There appear to be serious problems in the application of the
Vallejo system. They range from bureauctatic delays to the
rejuirement that before a fabric that is produced in Colombia can
be iwported duty free, a letter of approval has to hbe obtained from
the relevant textile firme fnése adainistrative difficulties have
greatly reduced the value of the export incentive system for both
regular and assewnbly exports of textiles. Given the saort season
in clothing, a delay of only a few weeks in obtaining the Plan
Vallejo approval can be disastrous. Morawetz (1980) shows how
Colombia’®s advantage 1n Jistance over the Far East can thereby be
nullified. 360/

Anotner part of the export incentive systea is the
establishment of free trade zones in the country. 381/ In an effort

to help Jecentralize industry, Colombia‘’s six free trade zones were
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established outsiie of B8og0ta and Medellin, where much of the

country®s industries have concentrated. with the possible ;
exception of the one in Cali, a city which alrealy had a telatively

high concentration of industry, the free trade zones did not

stinulate wuch industrial activity. A large part of their

operations have focused on warehousing rather than manufacturing. i
Thus neither the free trade zones nor the Vallejo Plan provided

significant incentives for offshore assembly production.

Ibs_Eirns

veSes subsidiaries engaged in offshore asseunbly are relatively
rare in Colombia. 1In the two samples of clothin3y exporters, one
taken by morawetz (198)) containing 3) enterprises, the other by

Zchavarria (1730) containing 18 companies, only one firm was owned

by tne foreign buyer (in the “orawetz sampls). Jn the bastis of
government records, Echavarria uncovered a total of 58 firms in the

clothing sector directly involved in offsnore asseably activities

for U.S« companies. Another two, producing toys and dolls, were
also engaged in 807.00 type operations. An additional 27 firas in
electronics, sewing macnines, office machines, sotors, appliances
and other lines did assembly work for the Jdomestic market, mostly
using CKDs (complete knockdown products). Few of the assewbled
CKLs are exported and none come back to the United States under
807.03 (or 806.3)).

esnile a large share of the assembly firms producing for the
local market are foreign majority owned subsidiaries, it appears

that over 53 percent of the firms doing offshore asseably for U.S.
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companies are locally owneds Theirs is an arms=-length fRlationship
with J.S. companies with whom they are subcontracting.

10ost of the clothing assemblers, as dell as the two toy i
assewbly firms, are relatively large companies. With a feu
exceptions, each employs wore than 2)0 workers and produces over
one aillion dollars worta of output annually. 3427/ They are located
in seven towWns across the country. The largest concentration of
firas is in BSaranquilla on the Caribbean coast in the North (16
companies), followed by Pereira in the middle of the country (12
firas), Cali (11), “edellin (9) and Bojota, the capital (8).
Pereira has more large firms than the others.

all but tuo of the eighteen firus interviewad by Zchavarria in
the five major todns dedicate a major share of their production to
the domastic market. The tWo exceptions (one in Pereira and one in
3aranquilla), assemnble exclusively for thne J.Se. market. Jther
firms created solely for the purpose of doing subcontracting
asseapnly for U.S. companies are now also producing for the local

market. Rarely will a fira export more than half of its output.

dubcentractiog

~ Almost all enterprises work to U.S. specifications when doing
i}sembly and receive technical assistance froa tne U.S. principal.
5hly rarely do the U.S. firms supply machinery and equipment for
the assembly operations which they often ﬁo in Haiti, Jexico and
elsedhere. Also contrary to the Haitian case is the finding that
almost invariably it is the U.S. firm that initiated the Colombian

contract. Echavarria discovered only one case azong the eighteen
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in the sample where the Colombian firm took the initiatfve. 363/
vany Colombian firas are used to do subcontracting work.
Accordiing to Morawetz, wediua and large Coloambian cospanies otgen
farm out nart of their production to smaller firws, particularly
when they experinent with new product 1ines and are not yet ready
to increase capacity. "Subcontracting was usually Jdone on a 8)7
asseadly type basis, with the parent firm cutting the ‘fabric and
supplying all inputs." 364/ A further step is for Colowbian firms
who have assembly contracts with U.S. principals to subcontract

other Colownbian firms to do part of tneir contract. Apparently
this is not unusual and is how many firms entered into direct
arraﬁqements with U.S. enterprises. 365/

Un both sides of the assembly relationship there is a
spreading of risks. The U.S. company often will contract with
more than one Colombian firm, usualiy one large long term contract
with the principal partner and one or more snailer short term ones
4ith other Colombian firms. This is in addition to the
subcontracting of assembly work among Colombian companies mentioned
above. 0On the other side, Colombian enterprises engaged in .
assambly operations averﬁqe two foreign principals per fira

according to the Zchavarria sample. 356/

didAI_HAERLNED2
A glance at Table V-1 will recall the unusual behavior of
Colombian assembly activities: a dramatic upsurge to 1974 and then !
great instability (monthly data would show even wider and more X

erratic fluctuations). [Is subcontracting inherently unstable and }
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therefore the fluctuations are introduced from outside CBlombia?
s Is this particularly true for assembly of clothing, a highly
volatile sector because of the changes in fashions? :

The U.S. business cycle does not seem to nave any effect on

offshore asseably in Coloabia. The 1974-75 U.S5. recession did not

result in a drop in assembly demand; J.S. 1imports from Colombia
unaer 337.&5 increased by almost 19 percent between 1974 and 197¢%.
Jowever, when total cilothing exports are considered an almost 45
percent drop occurred betdeen these two years. 331/ Yet it would
also not pe correct to attribute this Jlecrease in regular exports
entirely to the U.S. recession. The United States accounted only
for 3) percent of Colomdia“s apparel exports in 1974; in other
years it is even a much smaller proportion. 3jg8/ There were other
reasons for this decline as will be pointed out below. The
important fact to note nere is that assemoly fluctuations appear
not to be negatively affected by the fluctuations in Y.5. economic

activity. They do tend to compensate, however, fluctuations in

export as well as domestic demand, as will be explained later. 3§%/
In the Echavarria survey, two thirds of the Colowmbian firms

had experienced cancellations of their assembly contracts. Almost

half of the cancellatioans originated with tne Colombian firme The

reasons jiven were (1) a preference to work exclusively for the .

domestic market; (2) the rejuirements of asseably production are
too demanding; and (3) shifting to another principal who offered a I\
better subcontracting relationship. In the cases where the

principal cance)led, it was always because the Coloabian fira could L

not meet the contract specifications (according to their oun 3
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testimony). Usually the U.S. company then transferred “the
contract to another Colowdian enterprise. 313/

It is obvious that cancellations are nat the whole stbry §hat
coull explain the decline and fluctuation in Coloabian offshore
assanbly production since 1975. Part of the story can be based on
the analysis by dorawetz who studied all clothing exports in
Colombia in order to explain their dramatic fall after 1974. 311/
e found that between 13767, when the export subsidy system uwas
instituted, anl about 1971-1972, the profitability of exporting
clothing abroad relative to selling at home rose steadily. dith
some delay this resulted in 3 sizeable growtn of Colombian clothing
sales abroad. Starting with 1973, however, the relative export
protitabiiity declineds Again it took the firas some time before
they recojnized a Jefinite change in the situation and exports
continued to rise reaching a peak in 1974 before they fell
orecinitousiye.

Aorawetz attributes the relative profitability change to the
following factors: (a) a rise in tne protection of 3douwestic
proluction; in large measure this was due to increased bureaucratic
provblems which hampered the efficient functioning of the export
incentive system; (also competition was reduced because of
increased market segmentation and the well xnoun political power of
large textile firas); (b) the pace of devaluation of the exchange
rate was slower than warranted by the relative rates of inflation
of Colombia and the United States) and (c) the low productivity of

labor.

S oivapt ot
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The main consejuences were that the prices of domeStic fabrics
increased to 75 percent above world prices and that despite low
wages, labor costs in Coloabia surpass those of i#ong Kong, Koréa,
and Taiwan., 312/ Thus axporting garments has become difficult for
Colombian producers even if they succeed in doing so with lower
priced imported fabrics. If one adds to that the requirements that
export products aust meet high standards of quality,
specifications, and delivery schedules, then it becomes clear that
selling on the domastic market is amuch more profitable as well as
comiortable.

Some of these conclusions apply also to asseably production
for exports. However, asseamably exports are sheltered from some of
the prooplems mentioned. Almost by definition assemdbly production
of garments is done with imported materials and 4ill therefore be
more profitable tinan rejular exporting based on aigh priced
domestic fabrics. Labor productivity can be improved through
technical assistance provided by the princijal. Nevertheless as
long as domestic production is protected through import licenses,
tariffs and administrative restraints on imports and competition,
selliing at home will generally be preferred over asseably
activities for the U.S. aarket. -

In the Echavarria survey none of the firas interviewed claimed
that their assembly activities are more profitable than producing
for the domestic market. To the contrary, a 20-30 percent profit

differential was claimed in favor of the hoze narket. 313/
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shys, then, do Coloambian firms engage in offshore p;;ductlon
for the U.S. market? There appear to be two principal
motivations. Ficst, ygyiven the fact that the relevant firms do .
their primary business producing for the home market, they will use
international assembly contracts as a marginal activity to fill
gaps in production whenever other export business and/or domestic
demand jecline 374/ so tnat plant capacity will be utilizel as
fully as possible, Since a firm’s domestic production will
fluctuate because both doaestic demand and its supply conditions
are unstable, asseambly production will tend to vary inverselye.
Durinyg a downturn of regular export and domestic demand, for
example, tne firm will want to avoid having to lay off workers
because of the high cost of severance pay.

Assembly ex>ort production is a welcome mannér tarough @hich
to xeep the work force, plant and eJuipment fully employed. In
view of the fact that most Colombian clothing nanufacturfers operate
at relatively high levels of capacity utilization, asseably output
can be increased only at the expense of production for the home
market (or regular exports). &Echavarria shows that a fira®s total
production is consideraoly more stable than its components of
dowestic and export production. 325/

The other major motivation that Colombian firms have in doing
subcontract asseably work for U.S. coampanies is based on
non-pecuniary considerations. First, the firms believe that they
receive technology from their U.S. principals. According to the
Echavarria survey, the subcontracting relationship involves a

continuous flow of transfer of technology. Technicians and




manayars from the U.S. coapany regularly visit the subE;nttactinq
Colonpian firm and often key persons from the Colombian assembly
entersrise will spend sose time at the J.S. plant in training.
The technology outainad is not only relevant to tne particular
assemdly operation but has implications for other production
activities of the firm. Knowledge about production aethods,
incluaing material handiing and general cost reduction procedures
has broader apelicability than just for a specific, narrowly
Cefined operation. Learning about quality contrsl in both its
technical and managerial aspects uwas also prominently mentioned in
the responses -to the questionnaires in the enteryrise survey. 316/
Also important is the fact that the assembly relationship gives the
Colombian clothing manufacturer early access to information about
style changes and new trends in fashions.

Thus firms that have any ambition to improve their export
capabilities might be willing to sacrifice a part of their profits
Oy substituting assembly work for some domestic production in order
to learn froam their U.S. customers about cutting costs, improving
éuality, styling, and upgrading the skiliis of tnaeir labor force.
Sbviously, 1f the degree of competition at home sere higher, not
énly those who have export potential or wish to expand their
:xports, but all companies would be intftested in producing more
efficiently and with higher guality, and could therefore benefit
}roa engaging in export assemoly work.

To sum up: export assembly operations started in Colombia
durinq 3 period when conditions for exporting aaaoatcd'favotable

relative to producing for the homg market. Assembly grew rapidly

s
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until capacity became fully utilized. In the mneantime €Xport
conditions detetiorated and selling at home becase far 3zore
lucrative and convenient. Assembly production for foreign firas
continued, however, primacily to utilize excess capacity, but also
to take advantage of technical assistance, and tius learning of
cost cutting possibilities, gquality control and changes in the
world of fashions. As fill-in work, asseably production became an
unstable activity during tne mid=-1970s, fluctuating according to

the rejuireasents of Colombian firmse.

lag_Esactien. to _isS.. EiL3s

The U.S. companies could not be expected tos accept these
unstable conditions which resulted in a lack of reliability of
assembly output from Colomblia. As can be seen from Table V-4, U.S.
8C7.J90 imports of textiies snifted strongly in favor of other Latin
American countries after 1975. Almost all textile exporters in the
region penefitted. Textile assembly exports in the Dominican
rRepunlic and Costa kica alwost doubled and rose dy about 40 percent
in Haiti and 21 Salvador between 1375 and 1976. Growth of textile
asseably production continued in these countries as well as in
Mexico, which accounted for amore than half of all yU.S. 307.00
textile imports before 1976 and still about 40 percent in recent
y7ears. Between 1975 and i978 Colombia“’s share of all U.S. 807.00
textile imports dropped from 9 to 5 percent, while the share of the
Dominican Republic more than doubled and tne iaportance of other
countries increased as well. Thus all Latin Amerfican countries

except Colombia have shaced in the continued grodth of U.S.




367

offshore asseably operations in textiles. -

JeS. companies have not discontinued doing assembly business
with Colombian firas despite the vagaries of lonj teca connitnénts.
Working with Colombian partners may still be attractive because
they are usually larger coapanies that have long experience in
apparel manufacture anl have low wage scales. Nevertheless, once a
UsS. manutacturer recognizes that for most Coloabian companies
assenbly w#ork is a marjinal activity, it «<ill probably shy away
from entering into long term contracts except in the few cases
where a relationship of long term trust has developgd. With most
otaers short terw subcontracting wiil be tne norse

It is, therefore, probable that a relatioaship of mutual
convenience has developed in offshore asseably activities between
Colownia and the united States. Just as Colombian firams tend to
use export assembly operations as a cushion in order to keep their
labor force, plant and equipment fully utilized, so tne U.S.
manufacturer will be apt to use short tera subcontracts with
Colonbian enterprises as a wWay to take care of the short tera

fluctuations in his assambly needs.

CONCLUSLONS _ANC_BOLICY [MPLICAILONS
After a draaatic expansion during the first half of the 197Cs,
offshore assembly in Coloambia apparently has becoze an unstable
activity. Although its foreign exchange earnings are slgniticaﬁt,
the average level is still too low to be of importance for thc
country®s balance of paysents. Given the current behavior of

Coloabia“’s asseably operators, that sector’s ability to absorb
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unenployneﬁt must also be Juestioned. For as long as afSeably and
domestic production are considered substitutes in a zero sum _
situation, employment in one can expand only at the exjense ofjthe
other.

It is in this last sense that assembly activities can be
viewed as makinyg a valuable contribution: tney provide the needed
flexibility for Colomoian clothing manufactureres to maintain their
production on an even keel. #hen there is a downturn in domestic
prouuction, worxers need not be fired - a very expensive
eventuality in Colombia where high severance pay is mandatory = and
machinery and equipment need not pecome idle. Ironically,
therefore, offshore assembly, far from introducing instability, a
charje frequently asade in other countries, is a stabilizing element
for Colombian apparel manufacturers.

dn the other side, this situation has introduced instabiifity
for Y.S. clothing manufacturers who nave found it Jdifficult to
make long-term plans for their assembly needs in Colombia. Most of
tne expansion in the asseably business has therefore gone to other
Latin American countries in the Caribbean basin.

The inclination, therefore, is to leave things where they are.
Froa the Coloamblan viewpoint, assembly activities, althougn
marginal within the context of the whole economy, have been 0f net
benefit. Froa the'U.S. amanufacturers” point of view, they seea to
have made a3 satisfactory adjustment. {et policy changes are under
way in the Colombian economy that have nothing to do with asseably
operations but which surelv will change the environment within

which they have been carried on until nod.

[ O
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Jne expectation is that, because of past podulatiord growth,
limitations in infrastructure and physical plant, urban A
unemployment will become a serious problem in Colombia during the
193%s. 37117 1f this is so, a relative expansion of asseably
oroduction for foreign enterprises might pe an inexpensive way to
create eaployment. However, few Colombian economists woull
recomaend policies to create extraordinary econoaic incentives for
Coloabian firms to engage in assembly operation on a greatly
enlarged scale. Civen the scarcity of capital, tae tendency 1i1s to
promote “regular" exports which contain a high proportion of
national value added cowpared to assembly exports.

an argument in favor of assembly promotion will therefore be
burd2ned to shows that employxent creation as well as otner social
returns per unit of investment are nigher than elsewhere. rfor long
run planning purposes, Colombian policy would probably emphasize
asseanly sectors which proxise the highest technology transfer and
develoomental iapact ~- i.e. sophisticated electronics, rather than
textiles.

Nevertheless, assewxbly production will benafit from the
policies that have been under discussion recently to attack the
broader problexs that have afflicted the Coloabian economy.

Several recent studies nave shown that the Colombian trade regime,
administrative and infrastructure problems have biased production
away from exports towards tge domestic market. 313/ During most of
the 1370s a relatively nigh degree of protectionism prevailed which
togetner with the exchange rate regime and administrative obstacles

mada exporting relatively unrewarding. The slowing down of
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investment during tne latter part of the Jecade appeared-to have
contributed to the decline in international competitivenass of

Colonbian export industries. .

while tnis is not the vlace to analyze the Colompian economy,
a few of the factors should be mentioned that help explain the
difficulties in instituting economically optimal policies wnicn
also could raise assembly exports and their ben2fits. Leaving
aside the usual political obstacles in the 4ay of liberalizing an
economy, such as tae posderful political influence of economiczlly
important interest qroups, there are other elements that appear
more specific to Colombia. 0ne is the effort of the governaent to
control what one study called "the other economy”, the degree of
saujgling or illegal exports. 313/

first, because of the raversal of the usual black market
situtation, (see the appended Statistical Note), the government
might find it difficult to devalue the pesc faster in order to
accord to the more rapid pace of the Coloabian inflation relative
to Ue.S. price rises. Second, the increase in pureaucratic
obstacles may be due in part to government efforts to nake
smuggling more difficult. Streamlining bureaucracy mignt mean,
therefote, relaxing restraints on corruption and fllegal
transactions. 382/

Some o{ the econoaic distortions caused by protection aight
hava been aggravated by the low levels of investment in
manufacturing. In part this may be due to tne government’s
decision to give inflation fighting high priority. Monetary and

credit restrictions coanined with a rate of exchange policy which
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tacilitates certain imports and, incidentally, discouray®s exports,
have had a restraining {mpact on investment during the late 1970s.
2notaer dampening effect coulda be the Jdeterioration of physica{
intrastructure such as roads and energy devslopment, as the
jovernment has held back on public expenditures as another
anti-inflation measure. 381/ Recently, the Colombian government has
eased up on some of these restraints and a reversal of the
situation may be in sigat.

adut suppose all the "right" policies are put into place, ==
trade liberalization, faster exchange rate Jevaluation,
administrative reforms, measures to improve the infrastructure,
incentives to foster investment, etc. == how Jould that held
assembly activities? If everything worked well, it would mean that
internal price distortions would be eliminated and exports would be
ancouragede In the clothing industry, for example, it would result
in aomestic fabric prices being close to world prices. Ynder those
circuastances, why not export clothing entirely nade in Coloania?

As it stands now, with domestic fabric prices averaging 75
percent above world prices (according to Morawetz [19333), it makes
s;nse to export products sade with imported fabrics. Given the low
laboir productivity found by Morawetz, it may even be better sense
t; do only assembly work with the imported ciotn cut abroad and
ultn foreign zippers, buttons and other components, and according
b foreign specifications.

A look at Table V-3 »akes it clear that countries that have

low trade restrictions and where the domestic fabric costs are

sivilar to world prices, export almost no asseabled textile
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products. Yet tnese are the countries that accounted fof the
largest U.S. 1imports of apparel in 1973; less than one pctcen§ of
these importé fros the Tar £ast came in under 837.90. OUn the dther
hand, almost two thirds of U.S. imports from Colombia entered
under 877.00. Froa Mexico, another high protection country, the
907 proportion was 87 percente.

dhile offshore asseably in clothing does not make anuch sense
in the low trade barrier countries of dony Xong, laiwan, Xorea and
Singapore, aoes it mean that this is also true in other products?
dot so, as cén‘be seen from Tables IIA-2 and [IA-3. These
countries excel in electronics and other assemblies of products in
shose total production they cannot yet compete successfully on the
international market.

The same could apply to Colombia. FKReducing trade barriers
does not automatically result in the possibility to cospete world
wide in every product. Although international competition in
clothing might be possibla for Colombia once protection is lowered
and the other measures Jiscussed. above are taken, it will probably
not be true in many other goods. These could be candidates for
offsnore assembly in Coloabia provided that the country wanted to
use assembly production to contribute to foreign exchange aarnings
and to employment creation. As noted on 3everal occasions, the low
capital~labor ratios make assembly generally a less expensive
absorber of labor force than other manufacturing activities.

vecause of past protection, production methods became
inefficient and they probably ‘cannot changebqulckly sven after

trade liberalization. dorawetz showed that not only were fabric
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prices lower but labor productivity was 32-30 percent higher in
East Asia compared to Colombia. He also found, however, that
technical assistance froas U.S. manufacturers could double labor
productivity in Colombia. Therefore technical assistance and
training must be an intagral part of the expansisn of export
activities, incluiding assembly operations. Trhe usually close
relationship between the UJ.S. company and the subcontracting
Coloabian firam make a transfer of technology particularly practical
in oftshore assewbly productione.

It must be remembered that it is not only the profit
differentials between the domestic and export market that have kept
Colomvian firms from exporting but also the rejuirements of meeting
strict specifications, quality standards and delivery schedules.

It is in those areas where technical assistance is especially
needed. If these problems can be overcome, cost reductions will
naturally result, making Colombian prices more attractive for
foreign firms and exporting more attractive £0t'Colombian firms,

One way of accelerating offshore asseably production would be’
tnrougnh foreign investment. U.S. companies would establish
subsidiaries in Colombia to do the assembly operations for the
parent firw., Compared to other countries, tnis has occurred only
rarely in Colombia. Although official foreign investment controls
do not appear to be more onerous in Coloabia than elseshere, 382/
foreign direct investment in general has been low in the country

and historically has played an important role only in petroleunm
production. 383/




¥hile the establishment of assembly subsidiaries might be a
fast way to expand asseably activities in Coloasbia and create
employment opportunities and foreign exchange earnings, it nay;not
be an appropriate trend to prownote either by Coloabia or by th;
UsS. companies. uiven Colombia‘®s recent nhistory, foreign
companies #ould be under continuous pressure to rajise the use of
domestic materials and coaponents in assembly production. The same
pressute miyht also be applied to Colombian assembly firms, except
thdat at present very fes of them are exclusive assemblers. Most of
tnese firms produce primarily for the domestic market and do some
assembly work and also some general exporting. 384/ Such firms
could easily meet domestic content requirements. The firms devoted
to assembly for the domestic aarket of importad TDK (coaplete
knockdown components), ranging from airplanes to sewing machines,
are often foreign-owned subsidiaries shich do run into probieas
created by government policy. At first they Jere encouraged by
letting CKDs come into the country at a low auty, while the import
of the finished product was either prohibited or zarried high
duties. Then the government kept raising the dowmestic content
requirement and lowered the duties on the finished iteas without
decreasing the tariffs on the CKDs coamensurately. The result is a
serious profit squeeze for the national market assemblers. 383/
This is less likely to happen for domestic firas which, in addition
to producing for the howe market, also assezble for exports.

Coloabia is in a unijue position regarding sffshore assembly
production. Its current zanner of operation of combining doaestic

production, regular export production and assembly for exports
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within one enterprise is an advantage. It permits the fira
flexibility, makes it less vulnerable to demand fluctuations, and
encourages the transfer of technology from one activity to the -

other. 385/ For the U.S. company that systea is an assurance that

the Colombian firm potentially could be a strong long tera partner.
The arms-length relationship with the Coloasian subcontractor

eliminates the need for heavy capital investment.




APPENDIX

d_Statistical.hole

Comparel to many otner leveloping countries, econonmic
statistics are plentiful in Colombia. The problam, hosever, is
tnat there are major discrepancies among sowe statistizal serles
covering the saue information. This is especially true in foreign
traia cata, Some discrepancies can be reconciled, others can be
exps2inad, still otiers {0 nct appedr to aive an explanation. A
recent, first rate study on Colombia devoted its first chacter to
exanining the statistical problew (avid Jorawetz, Ahy_the
sDegfokls tow_xlolbes_are_n2i_MaJde_in _Cologeia, Forld tank Staff
¥orking Pa~er No. 3u3, January 19s., Chaster 1). 7or example, as
24y lained in the 'orawsetz stuuy, foreign trale statistics include
fictitious exports stimulated by the existing ro23ins ot foreign
trace 1ncentives. another elarent is tnat illeyal exports
(smuggyling) are substantial in the country. Recause of the
resdative Jdynamisa of the Colombian ecunony there 1s an incentive to
bring the illegally earned foreign exchang2 back to tne country.
JIne way of Joing this is to overinvoice r21l exports or to Jdeclare
fictitious, but legal, exports. Another way of using the foraign
exchande is through 1llezal imports. However, anast unrecorded
imports consist of products t.iat compete Wwith lejal imoorts. The
reason tor smuggiing them in == apart fron the motive to draw
down funds in foreign accounts == is taat in an economy wWaer?2
lar1ye anounts of ftoreign exchanye are obtainad through una2rground

ex)orts, tune “Yblack market” rate of exchanga will be below the
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officlial rate. Thus black market imports can be paid for witu less

pesos tnan imports cleared by the central vank. (See also Roberto
Junguito and Carlos Caballaros A« "La Otra Econonia®,
FELeSAPROLLI, Eojota 1978( also pudblished in {onvupctura_Lgconomica,
Vol. VI1I, Wo. 4). . o

ihe concept of "textiles"™ useld nere includes clothing as well
as ficric and yarn. 1t 0o2s not include uaprocessed fibers such as
cotton whicnh is listei separately in statistical series. Tae
teatiie classification in tne trade data used in this study
corresnonis most closely tuv schedule 3 of the United States
official iewport statistics (Tariff Schecules of tne United States
snnotateéd == T5US4 numoers). Therefore the figures used here are
larger than the J4orawetz statistics, (vhich 3also Jiffer anong
tiiznseives because of difterent sources == comdare his Tavles 1.1
an? 1.%). For oxample, textile exports in fadle V-2 here are tiiree
tires the clothinj exrorts jiven in ‘dorvetz Table 1.1 in 1375 and
v7¢. (1n 1977, the otner year when the t4o saries overlap, there
is a twenty fold Ji{ference). (World 3ank Table 8.7, citing
Colomiian 1INCIVE{ data as a source, gives non=clothing taxtiles as
$7« wnillion anid $101 =wmillion in 1973 and 1974 respectively. &1zed
to the <orawetz clothiny figules, the sLT excea2cs the export levels
given in Taole V-2 hLere)., Hoasevar, textiles iwported uader 3{7..C

are almost exclusively aoparel items.

Lo
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tootnotas

145. 0. J. Martinez, BorJer_icer.Iesni. Cwidad_Juarez_siuce
1bss, University of Texas Press, 19772, pr. 131-132,

146, Free zones ha&e existed at the border since the 1%3Cs;
tne first Jdecree regulating temporaty imgorts ani exports aas

puirlished in the Mexican federal register, "piario_Qficial’,

Serteabar 2, 15LfF.

147, The exception is tihe textile industry whos2 exports are
subject to the iwposition of guotas by tle Jnited States. in that
inlustry, asse~bly plants nmust Lave at least 1 percent Mexican
omwnarshide.

142. The only wmajor concentration of maguilasoras «#hiza has
seeit until recently 2lmost entirely outsida industrial patks is the
one in Tijuansz. Apparently commerciil interests there have
rezlsteld industrial par«s for fear of losing their free port
Sstatus. Jdy 1228 a few ned 2lants were estavlish2d in recently
formned industrial parks in Tijuana. (Industrial parks existedi 1in
“exico before the establisnaent of the majuila progran). Q;

145, Thne concept Wias first propos2d oy Richard Rolia in a
renort by Artnur Je. Little de <exico entitled, "Industrial
Oprortunities for Ciuaad Juarez', Rugust 1, 1964.

1:). Dver 1,70¢ majuiladoras were otficislly registered

Auting that period. Sone of these never started operations; wany !

went out of business auring the down turn of 1374=77. More about

tnis later.
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The majuilaljora statistics are taken from published and
unpudlished tables of tne “exican Secretariat (Yinistry) of
Programming and Pudget (Jticina de HMajuiladoras, JDepartmento de
€stadisticas industriales, Secretaria de Projrawacion y
Presupuesto). [ne Mexican acronym SPP will be usel to uesignate
tnat .inistry. ~any of these tabtles were suppljied by the U. S.
Embassy in vYexico through tas J. S. Department 2f State. QOtaer
statistics are from puonlisheu and unpublished reoorts of the
Secretariat (linistry) of Industry and Commerce (5IC).

151 Victor urjuidi and Sofia iendez Villarreal, “Econonic
Innortance of Mexico®s Jorthern Rorder ra2gion" in Yi24s_Across_Lhe
2orjeL, Stanley te hkoss, ade, university of wvew 9vexico Press,
1675, 2. 153,

1%2. Jichael Van saas, Iha_iyultipatieoalsZl_Strategy_for
Labori. fersian.asseablys_elants_in_daxigols_decdsac
loausiiializatioa_Brogriaas, PheNe Dissertation, 3tanford University,
arca 1331, note 253, pyr. 13%~35,

153, Accorcing to official Mexican cansus Jdata, open
unewdloyment «4as sligntly higher in the oorider rejions comparel to
the country average in 197C¢ 4. percant at the oroder as against
3.2 percent f{or tha country. (J. Xirau an? 4. diaz, Juasica
dependeucaa_fconteriza, Tavle 11). Since these figures do not
include those seakiny uofk for the {irst tine, taey are
underestimates. urquidi and Zendez Villareal estimate the 1379
open un2mployment at the oorder at about s2ven parcent ("Zconoaic
Importance of <exicu’s wortnern sorder fejion," 2. 154). Taz

estinates made vy twd different Yexican cowmnrssions, however,

(W]
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inaicate for 137) a significantly lower leve)l of undereaployaent at
the boraer tnan tor tne national average (low estimate shous 3.z
percent for the horder and lt.€ percent for the nation; high
estivate gives 1¢.1 percent for the border anua 25.3 percent for all
of VYexico; Jryuidi and Yendez Villareal, Taple 11, p. 153),
2ustanante arcives at in underemployment rate of 34.3 percent at
tae ooruer, by incluling tnose who Wwork only part of the year
anu/aor «ho receive less than tae minimun wage scales ["Jrogriama
Flunteriza Je Yajuilaioras," feore_lpnteruoacioepnal. Vol. 15,
Jctober=Decemdar 1375, %o. 2 (21 Colegio Je 4exico), p. 137.1

124. The border region i1s made up ot 35 municipalities
iocated in the six states bordering the UJnited States. Almost
one-taird of the vorder population is concantrated in Tijuana an?d
sex1c3li, two municipalities vordering Calitornia, and aloost
one~-1ifth in the largest border municipality, Juarez, the twin city
ol =1 Paso, Texas (Ihes2 tnree municipalities accounted for naalt of
tne sorder pooulation according to the 1975 census as reported by
victor Urquidi anld Sofia vendez Villareal, 1578, Table Z, 2. 142).

155, Jory: A. Sustamante. ":] Programa Fronterizo de
Majuilciyoras: Jsservaciones para una Tvaluacion®, Egoro
Ioteroacional_ris F1 Colegio de Mexico, Jcte=wvice 1372, Vol. AVI,
He 2+, P2e 1262157, see 23130 Van uais, p. 1v5. ZpmeLgid_sxterinr_de
vexico, Vol. 22, %No. o, May 1573, p. 234. Ddonald Baerresen, Ijg
Eorder.lodustrializaiied Erogram_of_Xexice, (iexington Books, 1971)
gives similar estinates for “exlcan waquila W#dajes spent on the

Texas side of tae boruer (pe J35).
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156, Cited in Hearings, Committee on ways and Means, ". S.
House ol Representatives, Jure 4, 1970, "exii1vit H"™, p. 32%6.

137. tanco de exico, lodicadores_Ecpoaorices, Aeril 1977.
The ratio of the surplus to total borier income is referrel to as
the "retention coetficient.” Justamante indicated that, ot each
dollar that entered Yexico tnrough frontier transactions, 5.4c was

retained in 139325 out only $.33 in 1970. 1nat proportisn, howevar,

fluctuates with the relative rates of inflation, the rate of
excaangz an1 tae U. S. Dbusiness cycles It went up to 5. 43 1n
1575 then Gropoed to ,.27 in 157€ because of the Jo S. recession
and tne overvaluation of the peso. LAfter tae 1575 devaluation ot
the peso It saot up to .42 "retained™ for eaach Jollar sold abroad

(tre r=a3iningd ,.52 wer2 2>urchases in the >oruer towns of the

Unates States)e It snould 0c noted thiat tn2 ratio dropped to low
levels 1n 17%% as tune “exican intlation accelarited relative to
e 5¢ inflation. ¥ith the peso ajain becoming overvilueld, 4Yexicans
Iound Ue S5¢ 305ds on the other side of the porder relatively cheap,
and Anericans found prices on the Mexican side relatively dear.
(uve ko zconomic Commission for Latin America == CzPal, "dexico:
Notas Para el istudio =conomico de America vatina", June 5, 193%,
Tatle 12y 2. £7 anl o. H5%).

158, Actuyaligagd, A VYexican Montily evied. VOle. 2, N. 7,
Vay 1, 1921, p. 14

123, A larje overvaluetion of the p2so could wipe out these

surpluses.




160. The value added in vecemder 1922 of 1,616 million pesos
converted at the ena-of-the-year rate of 23.3 pesos to the
Ues S. Jollar ani dannualized.

121, Majuila exnorts are incluued in the "service®” rather
than tne mercnandlse etpoft category in VYexico’s balance of
p3yments statistics. They therafore do not corraspond to U. 3.
iuport statistics unger tariff items 807.%) and 32£.3%, The latter
include Y. 3. a0i1 otlner non=‘exican components as weli as the
“exicar value adg:d2d. Th2 dutiavle value of 337.03/506.30 imports
should reflect vexican valua added plus non-‘exizan and
non=L. 3. components. Tnerz{ore the valve of L. 3. dutiable
imports from dexico will bea nigher than #exican value added
f13jures. tut tinere is no explanation for tne larjer U, S. figures
compared to Yexican majuil= exdort éats as reported in Mexico“’s
balance of payments statistics befora 1675 and especially after
i377. sMexican magulla exports should be higher than the
corresponding Y. S. 1mport aata from ¥exico because the foraar will
inciude “Yexican assembly exdorts to all dJdestinations, not only to
tha Jnited States,

The statistical discrepdncies would not nave been as serious,
hal not tne 1973 Mexican palance of payments data veen sharply
revised. The 1375 anc 1279 excort fiyures of majuila services were
revised downsard Ly aimost 47 percent so tiat instead of a 3%
percent increase, therz «4as 2 14 percent decr2ase hetween 1377 and
iv7t. Tven mavinj] jenerous allowances for tne usual discrepancias

Letwesn £.0.00¢ 3NAd Coieie valuas, and for tha fact that sowe

JeSe 3(:7490/846.3% imports come troa sexican assaanly o2lints not

Y




under the majuila regime (plants that are ian a free zone and preier

to export under the free zone regime), it still would not cone
close to explaining tne huje (50 percent) divergjence betdeen
UeS. and Mexican data. +4oreover the difference, as indicated
above, has the wrong sign; particularly if it is considered that
there must De substantilai maguila exports waicn contain no
Js5e componants or otinerdise do not Juality for 837.82 or 835¢.3L
TeSe tariff exemdtions,

122. rore tnan tdice as much if only thos2 manufactures are
consileied that ar=2 similar to the maguila product lines.

-arningys from majuila operation and from nanufactured 2xports

are ot gquite comparacvla. HY&juila services are net of
Ue 5S¢ components and comunonents of otner countries for shon
otfsnore assaatiy activities are done (out, for exampla2, Japanese
haterlais for Jeo 5. oftshore assembly operations are iacluded).
Tiey are taus net of most imports. Reguiar wandfactured exports,
however, include imported coroonents and tnerefore tend to
overstate net foreign exchange earnings wnen comdared to amajuila
2ariingse.

123. 3See footnote 17 3bove.

iv4, In 190? tae Jdistribution of tne 9iants among tae six
towns was as follows: Tijuana 123, Vexicali 73, %ogjalas 53, Agua
Prieta 22, Tiudad Juarez 121, and Yatanoros IJ. In addition to the
454 plants 1n these towiis, there were 97 tactories in other places

alons tnhe oborder with lass than twenty plants each.




165 Aeroyrams froa the U. S« £mDissy of Mexico, A=-265 dated
June 4, 1971, r=3¢86 dated June 30, 1972, and A-51 of February 14,
1973.

lo6. Data from SPP (Secretaria 3¢ Prograwmacion y
Presupuesto). |

1>7. Table suhmitted by Secretaria de dacienda y Credito
fucaiico to the Second Seminar on the worth=-3South Complamentary
Intra~lnaustry Trade, UNTI1A), Yexico City, August 1E-22, 1983. J3ee
atso aglyalidad, may 1921, p. ib.

le®%., rederico rally with the colladoration o1 Javier
Viliasenor =, and Jose i2neses, "“volucion v Perspectivas de la

Ingustria “ajuiladora en 42xico", Z1 Coleygio de vexico, CTentro ‘e

W

t3tullos =Zconomicos v LGemograiicos, paoer subanitted to the Secon?
Sesiner on jorth-Zdoulu_colplemenlacyz-_lulrazlagusicy_Irace, UNCTAD,
“Yaxizco Jity, August lo=22, 1232, p. 33.

153%. Jnclassified section of cable 1271 dated January 2%,
152, fron typarican Zabassy in “exico {ity.

172. trnesto Calderon, "Las wajuiladoras de los paises
centralas que operan en =] lercer ~undo,' in 2ajuilajoras, Lecturas .
Cets3io4, (4exico, probavly 1331), De 32

171, Lecturas Cx3TcIM, Do 92

172. Tae A. J. bernudez Industrial Parx 1n Ciuldad Juarez was
establishea in 19¢8 and has been greatly expandad since then.

273. Van vaas, Jae_iuliipatiouilsssss Po 34

i74, See dlso fedarico T. sarrio "Ii contaxto historico de
los projramas felerales para el desarrolio econowico ie la zona

frontariza," paper ptresanted at Symposium on the Zconoaic

. e
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Development and Adninistration in tne North Rorder Region of

Mex1c0," Juarez, hovember 22, 1973; U. S. tabassy cable 1071,

January 21, 144G; and Lecturas CzZSTeFM, ppe. 92-93,
175. See, tor example, kays Jenxins, "Foreign tirms,
manufactured exports and development strategy: The Case of

“ex1co," 2pletin_ge.Sstudios_Latiacazecricanes.y.del_Cacibe, CEDLZ,

s Maa  Amnbn it emaaes — 3 sieme - e

Amstardar, 0., 25, veceaver 1v¥77; Newfarm2r, . S. and Muecller,
¥e Fo "iultinational cvorporation in Brazil and “exico,” Report ol
the Shbcomﬁittee on Multinational Corporations of the Comnuittee on
S“oreiyn Felitions, U. S. Senate, August 1975, p253. 45-945.

176 For a Jdiscussion of t.ue snelter plan system see 1
:

4e nickard Campnall “rroiuction Sharing, Implications for

fndustriai 2arks in Latin 4merica®, Jourgal_of_Zlazatafi_lostitute,

Jol. I11, 4“o. i, January 1373, p. 37. 1In 13987, the fe2s cnargad dy
a snetter 2lan concern varied vetween 52.%) = $2.53 per hour per

direct laoor employem. FoOr 3C operators this could amount to acout

" P

3¢24,77. for on2 vyear.

i77. Leopoldo 50iis, "industrial Priorities in ¥Yexico"™ in
United “ations lnaustrial Jevelopment Organizatiosn, Igdusicial
2rieratizs_ln_oevelepipa_fouatriss, united wations, New York, 1979,
Pe ave and Table 15, pe 12%.

178. GSe2 also 3gxicoe_d2oufacturing_dagior, Iha dorld Rank,
dashington, 197Y and J. Xirau lcaza ni1 V. Jdiaz, Nuestta N
depangdsuciza.frenieciza, Fondo de Cultura =conomica Mexico, Archivo

1el Tonio 23, 1976, Tabie 34.
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~S da3s mentioned aoove, many of the Yarms-length” operations
in the majuila industry dere performed with macninery and equisment
supplied by tne U. S. contractor. Therefore this may not hawve
been consiaared an investanent b»y the Mexican maguiladora, tnus
lorering tne capital-laooi ratio, 1t is also not clear whether
majuiladjora buildings are includea in fixed assets if they are
lease in industrial parkse.

173. 1ha difference may be overstatad because there is at
least one sectar in the wajuila industry <@hich cannot be classified
as maautacturing: tne sorting ot Jdiscount coupoans cliopped from
neasyapars and mailings ana us2d in retail stores. Tne value addied
per w~orker in tnis majulla sector may be as much as 27 percent
v2loe the 2verage. (Jata Were convertag to J. 3. dollars at
oIfic1il exchange rates. 5Sources for macuila value 3dded ani
empioyee Jjatal Jficiaa lJe maquiladotras, vepartmanto de
Estacisticas Industriales, Secretaria de Prograwacion y Presupuesto
(5t2), 4exico City; for all manufacturinj: “exigco._¥aaufacturiog
sscloli__Situatione_grasescls.and.colicizs, sorld Ban« Stuly, “arch
1979, Taole 344)

137. sorid 3ank, 42%xig0e » o 1975, Tabl2 3. 4, 2. UE.

1#1. ISIC sectors <« and 33-23%5 {(Ipid,)

132. Tnere are many hundreds oifi individual mininum 4ages,
set by national 2ud local commissions accordiny to job types ana
geograrnic area. They are usually set at tne beginning ot each
y2ar, sometimes sxippinj a year, and occasiosnaiiy dJuring the year

(Van ~a3as notes tnat there are close to 7,500 different miniagun

wayges, Xultinatisnalila_s-e. Pe 237).
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153, The border avarage was calculated by Van daas,

MullinatignalsZa_s_a.s Table 1%, pp. 276-277.

1J4. See Van waas, YultipatiepalsZi_a.a.ar DP. 251

itb. See Table IIT=-1¢ for methol oi calculating houriy
miniuum Wwages and Taole Ill=13 for calculation 3f hourly wages in
assenoly 1ndustries.

lbsse It snoulj be noted that hourly uinimun wW3;2s were
calculatad on th2 assumztion that 'Y‘exican dorkers raceive
NON=&0lkKliJ 3uniay pPay. 10 tne extent that the law is not
followed, =minimur wiges would be ab%out 1. parcent lower than
iniicated in tle tables, thus enlarjing tne ga» Jith wagquila wages.

In a sample oif 224 wazuilaaoras worxers in Tijuana, Monica
sansrill founi in 2%77-723 tnat 17 percent of all the Jorkers
f2cel1vel a waje less taan the ninimune. Zmong tae unsxkistled it was
<l parcent, (the percentages for wom=n were fnigher, for amen
loacr). Adout 35 percent of all workers anl 2v percent of tne
uns<illed raceived mots than the mininun (‘gsuiladoras, Lecturas i
TuSTitn 4, Taonle 2, oo 15 ani Tarle 3, pe 10).

nolfjang Xounig tound, on the basis of a sample of 022 workers

in several selected cities at the border and in the intarior, that
Majulle wWajes at tae border were 121 peicent and in the interior ot *

the country 124 percent of the respective miniauw levels ("cfectos

de la activiiai maquilalora fronteriza en la svciedad mexicana," ¥

\"
pabar presented to the National Symposiua o0a frontier Studies, ti N
Colejio de 4Yexico == Jniversity of .ueva veon, dYonterey. January

24=27, 19379, pe S)e Ag;ﬁalid;d, 48y 1901 asserts that the {

maguilaioras constitute £ yercent of "the national manulacturing ‘

-3irv 4 ii
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activity, but Creceivel only 4.17 percent of eaployee reaunerations
which makes them relatively little remunerative for lavor," p. 16
(author®s translation). rof a discussion of waje politics"” see ¥an
aa3s, Muyliinaliedassia_s_s.s, Chapter VII.

157, The shift in fne proljuct aix tosdard a greater VYexican
value adjed opropotrtion can de considered a gain to the ~exican
economny only insafar as the larger value added share is not Jue to
an exvansion of imports from taird countries reguired by tae
increasing assaably of rproducts such as 7. V. receivers and parts.

1€3, Tae extreme vied is attributed to tne ralizal left "who
see tne majuiladora program 35 the most overt form of national
econoiic servitude yat accepted by Jdexico® (Maria Patricia
Fernaudez, Ugpayalas_Je2.¥agviladorai__a_Study_ ol tae_feaase_Laper
torce. o Suidad_JuacezZ. dffsbore Production. 2lants.l Rutgers
vnivarsity Jissertation, August 133(, p. 67).

149, There are provisions to ease this rejuirement as aill
Le noted later.

1v,s In the interim, the majuilauora wnust post a3 bSond ia the
anount of import Jduties plus potential penaittiess Ffor the i3atest
decre2 see geglanagle_gel.carrafe.lercero._dal_acrtiguia_d2i_gdal
Ledize_aduacero.de_los_lstades_upides_texizanges_2ara_el_fonealo .z
la_lodustria_daaualadora, dctooer 26, 1677 (for tne boad
)e

)

provision, see especially article ?
1¥1. 1In tne cases of the city states of 4on3 Xong and

Singapore, national intejration cannot be considered a problem.

sut even in Singapore there has been a deliberate government policy

to squeeze out the maxinum fron offshore assembly activities by
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;

increasing waje ievels, although it may mean losing those '

L‘ operations that rejuire very 1ow skilled laobor (see the case study !
of tine seniconiustor injustry below).

192, Interviews 11 Joyales end Ciudad Juarez, March 19-2¢,

19%0; balli, "fvolucion. « « , Appendix 2, "tstulio de Campo;" Van

a325, Pe 3737 See also rederico Rarrio 1. , "Ll Tontexto
tistoricos« « « ", 23nd Secretaria de Industria y Zomercio,

2es3iiilidalses_ludustriales. ded _Proarana_de_Jdaguilaleras, aexico y
1374,

153, See, for example, l. Little, T. Scitovsky and 4. 3Scott,
dudussrdalication_zcod_icade_in_Sows_Desyelo2ina_sQuilricsi_ A
Corparative_Jtugy, uxford univarsity bress 137¢ and 3. 2alassa and

dssociates, Jpa_Sttucztuce.of_2cotecrion_ia_Qevaloeiga_sountries, ;

vorns bFopkins fress, 1371.

+24. See Van waas, Jullipnatioaalsie_s_s_r ?. 373,

1%« The 1377 dacree (footnote 46, p.b63) appears sonewhat
vdjue on this point. frticle 3, paragras»n Il says that majuiia
status can ve given to plants which are estaolished to supply the
internal market 3ana &#hich could undertake "temporary' iaports for
exports, provilded tnat at least 2) percent of such exports are ol
national origins rresuzanly this plant could also sell on the
domestic market.

196. Juotes from unclessified telegram %3126 froa American

Embassy in VYexico. January 21, 198J. 3ee also Van Waas,

suliigatiendlela_sa s D 372-373.

Lo
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197. See amonyg otners 4. P. Fernaniez, "233valas_de

¥a3uiladolada_ s _aZcRassi0’ Seligson & wmilliams, gaiuiladeras_aad
digration; eolfgang Koniy, Jomwards.ao.fvaluatien._ef_loternatienal
subcontractioia.éctavities.ia_Revelopini_Couatries, UN FCLA, 1975,
pe 105 anu "Efectos de la actividad aajuiladora fronteriza en la
sociedaq wexicana,” pe. 13; Barresen, p. 35; Y. C. Gamorill,
Jaaviladoras, pp. 23-26; van waas, ¥ultiuaiigoalsZla_a_a., Chapters
7, £, and 9, Jorge A. vustamante, "I Prograwa Fronterizo Je
rajuitagoras: Jdservaciones rara una ctvaluacion,"™ Fora
lutz2taacigniis, <1 Colwegio e :exico, volume 1%, YNo. 2,
Jctooer=-Jecemuer 1775, pp. 2{1-274.

133, Tn2 basis tor tnhe analysis is sasple surveys uniertaken

oy the authors of tne various studies. Frobably the best survay

witr. wile coverale, but oaly tangentially related to tne nresent

Jiscussion, was 3one by 4d1tchell A. Seligson and cdward

Je a1lliams; (Yaiuilaieras.gad._disraligni_dorkecs_io_the
Z2xicap-ipilsd_clates_corcek. lodustiializalion 219333, University
of arizona, June 193v); it «as taken in 1973 anld encompassea 339
s0T2rs 10 sik border cities and t-» interior cities (some
Juestions were aaminlstered only to 7% workers). The konig
survey, mada in .974, had a «wiaer coverage and includad interviews
of both, assently and plant managers any asseudly worsers.  total
of 31 plants 1a 5 border cities ani 4 interior locations were in
the sample 3s weil as 5.2 workers in at least 1l locations. The
Fernanadez study covered only Cuidad Juarez and tne Gambrill survey,
only lijuana. 3oth of these were nased on saaples of #orxers anuq

togetner with the Van £345 study, which inztluded interviews #itl:
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plant cxecutives (but not workers) in tnree cities, unjerlis tae
argunent which is sumatarized hele.

i93%. «fKonig, for exawple, found tnhat 45 percent of majuila
wOorkets were not previously in tne lavdor force although they were
over 1t yasrs ol age.

cVse Tae werajge levzl o! , of :a;dila dirkers in
the terrnanierz s54m7le was about T ye , comparec to 3.3 years for
the ‘¢xlzan worker in 3eneral (Table 2 and 327. 155=.69%).

271+ Tae 1duve=cited stulies snow that about two-tinirds ot
the Juman workers are less tuan 25 years 9f age. In alectronics
tue droportion 13 35 percent witi, a median ase of less than 2°
years. The avaraye aye 15 consl Jeradly higner in tie apparel
1NCUStly, a23ut (9 yeals (-e2 Y. F. Terniniez, Table !}, n, 153).
2ise e aviuenca cit2d rereatedly in sovaral stulies was
census Jdata for 1%t anu 4+7. during wnicn tne afficial
unendioyment rate ia ta2 worder relion inctesaed from 2.4 to 4.2
mercent, T2 latter 13 still an extramzly 154 figure, Jiven the
majaitude I undereapinywrent in 4exico. Jien ulreanloynrent seems to
h2ve ancreased since 137C. According to Jewe. 33ta, unzmoloyment in
tre tihree wajor “exican cities, 4exico City, suaidalajara and
Yoriteriey averiajel 6= sercent in 19738 (7«13 percent in 1977).
Uehe Econnuic Commission for Latin America, TEPAL, Zgopomic_Surysy
01 _Latio_ameIica 1972, unitad Nations, New York 1961, Table 16,
2e 376,

2>3. Quecstioned oy the authors, .iarch 173); see also the

acpve cjited surveys (footaote S4).
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204, Fernandez, pp. 109-110 and Van vaas, pp. 237-231; and
interviews at MYexican border, Yarch 139~26, 1380,

205 Y. 5. Departzent of Labor, Bureau of Labor Statistics,
Special Labor Force Report (SLFk) 234. 1able 33, D. A-29,

206, lpdustry_sage_Suryeyi_ . Seni_Copduclers, 3est. 1977,

"e 3. vepartment of Labor, B8ureau of Labor Statistics, oulletin
4421, 1379,

2(7. For a liscu3ssion of these factors see the cited sorked
¢t 4, P. Fernandez, M. C. Gaaprill ani M. Van Waas as dJell as the
references Jiven thereine.

23, tonica-Claire Gaworill, for exawnnle, found in her
sarple of majguilaaora 4o9rkers in Tijuuna that asong those 4ho had
previous joos, aoout !5 percent ot tne previously sxlaled anl
sesi=3killed descendaa into the unskille category in assenbly work
(dazulladocass Table 13)e There 1s 2also an interesting
intargjenerational comparison which shows that apbout three times
more fathers 0f assembbly #orxers than their offsaring Jere
classified as skilled or semi-skilled. (3ecause the concents wele
not adejuately defined and the sample was not r2presantative of all
najulla workers, thes: Jjata must be used witu caution).

209. See, for example, Yarry braverman, ,apor_apd_yepopoly
gapital, dontaly Reviesw Press, 1574, 1[It was applied to offsnoce
asveawvly production by Van daas, NuliinaiionalsZleos—a.r PP 70=77
anc pasain.

215« Me Co Sambrill, Tahles 14~17, The sanple data show
that 3 significant portion of workers changaed joos within the plant

anuy that, among tnose, 7wore than teice as nany went to hijgher

{
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skillad positions than to lower skilled oaes.

211. See Van Waas, pp. 77-78 for a brief report of upgrading
of skills in 3 Mexican electronics assemoly 2lant at the border,
siiile the less skilled jobs Were beinyg transferra2d to a new plant
in tae interior ahere uagés are loder. The sam2 point is made in a
Ueds Zmdassy=-vexico cavie uated January 21, 152, wnica refers to
majuiladoras of two larye J.3. companies at the border spinning off
vlants to tiie low waje interior to which the most labor intensive
Oooclfatliuns are cnénnelei, xeeping the more sxilled ones in the
porder plants.

212, nearly all ass2muly plants along tne eastern part of
the porder with the Unitecd States are unionized (particularly in
tn2 state of iawaulipas, including the majuiladora centers of
“atanoros and uevo Lare.io). Going west, the rate of unionization
dirminiches and in Tiudad Ju3rez, the largest assa2abdly
concantiation, it is only about 50 percent. Furtaer west, as in
I'ijuana, there is relatively little union activity.

£13. For 3 detailea discussion of the rols of unions in
4exico and in assemuly plants in particular, see Van waas,

PP« 117135 and pyssim, «s well as the sources cited therein.

A ma)cerity of managers integviewed in plants without unions,
indicated tnat tney Jould <42lcom2 unionization in order to
regularize labor relations. See also %aili, Appendix R, p. A=39
anc van waas sources citeu.

2l4s bhalli, p. 3% and Aopendix k.
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<12« @usipess_gexigws vuly 197>, "border Industries,* p. 1.
See also L. Solis who gave the same job loss figure in "Industriail
Priorities in “exico,"™ in U109, 1975, p. 135,

el6, In dollar tetms there was A shars decline between 1976
anc 1577 due to the mwassive Jevaluation of the Mexican peso toward
the and of 137c,

217. For an interestinj description and analysis, see Van
»323, Yuliipatiacalsi__a_s.s. esdecially pp. 29%-21v.  The
turnartouni of tioe catastrionnic Jeclinie A1n Nuz2vo Lar=2io0°s asserbuy
activities caxe rather ging2rly in 1275, out the upturn has been
slow. By 1937 tne town’s 2unployment and valuz idaed i1 reszl teras
were still well uelow half of 1973/7« levels (Mexican SFP data).

215. & Qnole pl3nt 1s reported to have disappeared over one
taree=~Jay weeanend (se2, for example, Bysipess_feview, rFederal
Feserve 3ank of 2allas, July 1%7%, p. 5).

219, 1In tne c3se ot iwports from Je¢d5. sudsidiaries and sone
other "relatei zarty" trade, the U.S5. Custous Service rejuires a
2oilar estinite ot Yexican cost of production, td whica Custons
2dis an imputed profit figure in order to arrivs at value added in
“exico which is dutiable unijer tariff items §37.23/¢%5.3) (3ec
aprnaildix to Cnapter 1li)d.

22%, Iaterviews with the Jdirectnr of the Vojales Injustrial
Park, July 13, 1978 and March 22, 19%,, wita the manager of tie
oeraundez lnijustrial fark, vuarez, March 24, 193) and several

consultants specializin) 1n setting up industrial parxks.

\,-\\
<
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221. Tae size of plants also increased, as mentioned
earlier. 1In July 1971, the average number of worgers per plant was
116, ani 1n Secemper 1920 it was 200 (Solis, faoie 15, p. 199 anl
Table 11l1-6).

«2?« Tue term used by the Jeo S. lLepartment of Couwmerc2 is
“iasority Uwned Foreign Atfiliate" (Y43FA) of J. S. companies.

<¢3. The 1]F.s5 3re taken as representative of
ve 3o subsiliaries operating 1n Mexlco’s assembly activities,
becaus2, ds is noteu in Table 1II-7, the majuilaidoras are examnt
frouw the Moxicanization requirement (majority “exican ownersain).
Jet ot all "JFaAs in Mexico are in assemoly production, julging oy
tne fact that treir total employment in 1977 was recorded by the
Ue 5. Census to aave been 171,730 workers, ashicn is substantially
above the ofiicial iexican government figur2 of 79,433 maguila

40Ck=Is for tnat year (i3dle III=l).

«<3. #sorlJd hank, Special_3dtudy_ ol tha_Yexican_fgonQuy,
volumz 171, 4ay 34, 1973, statistical appanilix, Taule 2.13, ps 25
Je*. Zcono—ic Commission for Latin America, CLPalL, LCQDABIC_JWLY2Y
el wilia_3ipzrica_iSzie Preliaminary Summiary, Z/C:PAL/5.1153, Aoril
a4

- ¢ ..’::; Tdt'l'_‘ l’i’ De 250

« Worll Bank, YgxisQ. Mapufactutiul _Sealer, “‘arca 1979,

[ 9]
»
w

Table 1.2.

225« In so0me nlaces, tourism >rovokes a siwilar reaction,
because it conjures up an imaye of a '"nation of waiters".

247, "vexico®s Sunny Econoamic Climate,"™ 3jecial Advertising

section, iLedSaglks June 1, 1951,
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22?3, Special incentives have been consilered ‘for the
establisianeat by tne majuirlajoras of complenentary factories that
would proauce th2 materials and componants required by thea.
Although not expressly stated, these 1ncentives would be airected

primarily to J.5. majuiladoras and tharetore the complementary ned

3 enterwrises procucing the wiquiladora supplies #ould bpe

UeSe. subsiitiaries. Trney wouid not need technical assistance. from
a 3nort run economic perspective, providing inceatives to induce
tcrelyn companies to mike tne compleuentary investaments may

trierelore he less expensive than to maxke protectad “exican

conpanies succeel in sudnlyiny maguiladoras. Taes latter, hoasever,
may p3y larye dividends in ti.e future. (522 the reference to the
press release of April 11, 1373 by the awinistcy of Patrimony and
Incuotrial Development (5IPAFLIV) reported 1a Conafsi2_cSxterior_ie
dexlag, 427 1973, 2. 203).
<29+ h survey of the nossipilities for assembly component
proactction wade in Ciudad Juarez in 1375, shoded 3 good potential
for tlexican fiims in lines shere ecohonies of scale existed. Ti:2
result soulc be ruch wore favorable for :lexican integration, if the <
Survay wer? taxken toddy anu a1l magulla production (not only
Juarez) were considered (the 1975 s>urvey was sponsored by
; CONATINTRA, a “exican eguivalent of the National Association of
: rmanufacturers).
% 23% The transitory decline in interior plants in 1378 was |
: due prinarily to a sharp Jdrop in the pumver of piants in appaieai ]
assendly. Since voth tne numoer of workers and value auded in the

renaining apparel plants continued to increase substantially, it
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can be assumed that tne decline was due to the Jdisappearance of
small plants. The nuwoer of asparel plants in the interior dounled
in 1979, exceeding the 1977 level (Unpuplished 52P dati; see also
U.S. aerojran dated August 8, 19E9).

23!+ Civen the difterences in inflation rates between Hexico
arnd tue Unitei states, it is difficult to ainterpret a chianjge 1in
pLoroition over time., If prices of Mexican materials rise more
thsn tle prices of materials inportei frow the United States ancd
tne rite ot excaange remalas fixed, tnen the proportion of locai
material use may 40 up in value terms without doing so in paysical
volume teimS. Taus tne cnange in the 19376=-77 2eriod was probably 3
rete ot exchanyge phenowencn. In 1976 the comestic content
propurtion #as relatively very nijh 3Jue, at least in part, to the
sutstantial over=valuation of the Maxican paso vis=a=-vis the
e 5. 10llar. After the devaluation in uctover 9f 1975, the
proportion collapseld and 1 1377 was only 4) perczent of tne
previous yesar for the interior plants. 1t has steadily increasel
3ince taen. Althoujh a part of the growtn may nave been due to tie
risinj overvaluation ot tne 4exican peso, it can o2 confidently
saia that there nas been an increase in the national content of
matarials used in the interior pliants between 1377 and 19253. (It
is noteworthy, put puzzling that despite the cre2ping avervalution
of tne neso, at the horder the domestic content »>roportion «as
decreasiny sligntly during that period (Tanle I1I-16).1

23i. The'interior plants employ a slightly higher percentage
of temdle workers tnan the border plants (Ine 1979=32 averaje <as

#2 percent compared to 77 percent at the torder). This may o2 dJdue

-
-




to the relatively higher apparel asseably in the interior. The

apparel inlustry everywhere eaxploys a greater taan average
percentaye of woamen.

Seliyson and ¥Villiams fin? tnat “rfeminine workers in tne
interior plants are si;nilicantly younger, better aducated, and
less likely to be married than their sisters who @ork on tne
cor.er" (uagdudlalderas aoud.dasratiop, p. 8).

| ¢33. Accoriing ty> a Y. S. Zmbassy cavle from “exico aatea
Januwary 21, 19€5, majuiladora proolems with “exican or
Je Se custous procedures appear to have disappeared.

234. DPresunibly, tnere are no restrictions for majuilauoras

to s211 to third countries. Thus, Japanese assemnbly plants in
Mevizo have Deen exvorting their outjyut to the Jnite? States.
mexlican oenei majuilauoras could also seli their products

assemn>lad, say, from U.5. components to other countries (for

exampase 1n Latin America).

23z. Joint compainies, as lonyg as there is a ¥exican majoarity
oanershin, should also oe elijible for techaical assistance
supporte In tnat case, technical assistance wWould flow from the
JeZe minority to the 'fexican majority partaers W4ithin the company.
Desplte tae liftigy of tne vMexicanization requirezent of £1 percent
oWwnersilp for majuiladoras, U.S. companies aight nevertheless find

such joint ventures attractive, if technicil assistance were to Le

paid for (at cost), so that tie Maexican side could become ejually

efficient partnerse. L




2365, After touring asseably plants and fndusttial parks in

the Far fast, Mexico’s Secretary for Industry and Commerce gave a
speech Jnich is credited 33 marking the beginniny of the Border
Industrialization Projram (fiay 1905). de presumably addressed
~exican businessmea when ne stated that Hexico doulld permit the
“fre2 1mportation ot michinery ani riw materials. « . to
maru{acture products for axportation to world markets" (Zl_Easp
Ilasgs, “ay 21, 19SS as juotel in van waas, Qg
Sullinalionalsa s-aos . 144).

237. 3See for examplz, tne i1ntroijuctory statement by the
"Comision Intersecretarial Para el Fomento Zcondwnico d2 la kranja
“rontariziy sorte y de lis Zonas y Perianetros uLiares del Pais"™ to
the LIC report 2¢sipiligadas_industrialas_Jal_Prodrana_ge
Vadulldygoras dated June 15, 1674 (Mipeo.); f[or otner references see
sLstdtante p. 137,

23¢. Compare for example, the foliowing conclusions of an
article: on in-cond plants in “Mexico’s Comareio_sxtarier, vol. 24,

w0e 9, “ay 197F, pe 21lu:

“The ip-uonu industry rests upou low waygas, Which
magke for hijh profits; its contribution to tae
economic growth of the country. « « is hiyhly
guestionible, to juade by the opinion of
[esearcherss « o« 1ts continuea presence in the
country will no doubt depend on an ever-increasing
number of concessions being mude to investors in

order to make the exploitation of the country”’s




human resources sufficiantly ‘attractive®."

3% Iaigs

L]

Z44l. 3ustamante reported on various rejuests by maguiladora
menders of the american Crnamnper cf Commerce of dexico (po. 180-137).
Sew 3lso th2 Jdissertations by Van wWaas anu by Fernandez, passii.

«%le Lo Solis 1n ULIDD 1979, pe 90,

<3ce  JRigss p. 102

43+ Aexico’s share of valu2 added in asseaoly production amony
developling countries seems to have moved in a cerverse fashion between
4275 «fiea it reaciaed 4 peax of 3% percent and 193": witn the
devaluation of the peso in 1376 wnich cheapened ~wexican <3ges in aollar
terns, “exico”’s snare declined to about 3, percent in 1977 wut
recovere! aiterwarrds, reaching 3: percent when the paso started to
hecorz overvaluad againe (Jne 4oulu nave exoacted a decline, & slight
Josn turn to 3v percent Ji1d oczur in 1320 ani may continue as the
overvaluitionr pacomes severz. See lable I1=A,a)

<44+ Malaysia is tie nrinci»z>al beneficiary nf the relative
vyecline of vexico’s assemwbly of sericonductors. italaysia“®s share ot
world assembly production in that product grou» stavilized 2t apout 32 .
p2recent juring 1373%-132Y. Altnouga Mexico’s share 3droppeu in tae
m1d=19706s its pnysical volume of semiconductor assembly outout
continue? to increase and €3is significantiy higner in 1981 than a few
years before (see¢ also the saiconuuctor study). Anong the more

iwportant items, only "office nrachines otler than typewriters and cash

(3]

Ie;1sters” showet a decline in projustion volu»e {or Mexico as asseubly

movad to :long <ong. "datches and clocks"™ mnay nhave d2en dnother b
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category but was never among taz ten most important droduct groups for

dexicoe.

245. The Japanese share of Jo S. 307.2) imports in this product
gioup jumped from below 3 percent before 1975 to 57 sercent in 13¢%)
(Taple 1li=aA.2). |

3%+ SIT, golstin.de.lstadisticas.loduitriales, various issues.

Z+7. It is, ot course, possible (but not likely) that monthly
catd M13it shos an euwplovment Jdrop of that majnitude.

«15e See "dexico Tries to colster flayjying Peso," gall_Sireel
J2uLadls July 1, 1550,

249, Peso ovarvaluation may also have agyravated the effacts of
tae 1974=73 recassion on U. 5. offshore assemdly in Mexico.

«Z3. M"ecreto tara el tomento de la Industria Autozotriz,"
Raario_Jdiigaals June <d, 31977,

<5}s an 1ntersstinj discussion of Yexican puvlic policy in the
autonotive Sector is contained in "Transnational Corjorations ani the
Poiitic2l Zconomy of nxport °romotion: Tne Case o0f tae Mexican
automobile lndustry" Dy Douglas btennett and <anneth Sharp,
lolecasticoal_3drzaadzatien, vole 33, No. 2, 3pring 1379.

252, Ahile ti2s2 companies come uniar tne maxican majuilaiora

et i A

rejulations, it is not ciear «hat proportion == if any at ail == of

their exports to the Jnited States will come in unier Jo. S. tarif¢

items €C07.0) ani 8lh.35. Jt is also not clear 4hetaer Mexican balance
ol payments statistics will treat their sales adroad as maguiladora ig
services and thus incluce only the Mexican value addsd or as regular

€xXports. 3Since tnose exportts are expected to pe larje, tuere is taus a

good chance that Mexican and J. S. trade statistics Jill diverge even

e mm e _e a—

vadl

- ' |

;
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further.

253. As the snare of local materials in the value alded in
“exico becomes laryer it is likaly that it will be racorded as
“amerchandise exports® ratner than "services"™ in ¥exico®s balance of
payments. In Ue Se 307.0G/306.37 import statistics the change will
shod up == goteris_pagribys =-- as a higher Jdutidole value
ptoportion.

<9%. See, Jorge Ao 3Justavante, 1975, p. 131,

<5Z. Urguiai anl venlez, p. 142, and Sustamante, p. 191,

«0¢e Monica=Tlaire Gawdrill "La ruerza de Tradajo. « « " in
4d3ldladoras, Lecturas de Czi53T:: (ne 1 , €2 139%1), pe 29 and lacle
1ve DPe <0

«%7. faria Fatricla Fecnaniez, "Chavalas. « « ", Tables 7 ani 8,
e 150,

i53. vitcha2ll 4. 3Seligson and £deard Je aillians, ¥Y3zuldladoras
2Ld_Z43E3110D0, Jniversity oL Arizona, 13°{, D« %o

Ztv.  Fernaniez, po 344. See also Seligson 3nd ¥illiaws, Chipter

«tu. Van waas, Ibe_Nuliflaticnalss_sa_s_s p. 2%7.

«f1. Seligson and ailliaus, Tavle IT1l.c, Pe 67¢ The migrant
majuiledora worxkers had lived an averaje of i1J.3 years at tne norderl in
mid=1978,

202 loidar Summaty, p. 7.

<t3s Ipijdss Summary, pe. 7. Tne Jalisco stuly <as Jone by sayne
~e Cornelius (lexican.digrasion.ta_tbte_Upitad. 3tates, Camoridge, 4dss.,

iliy, 4%73) ana is discussed in Seligson and Williamns.

Y
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2v4s JIbiges, Tahble 1V.E, pe 1357,

265. Kkamiro Zuniga of the majuiladora Trade Association,
swveading on *lational rublic Television an lhe_4azdeilZlebrec_geports
“sorder Business"™ ot :narch 12, 1979,

?2uze 3Seligson and williawns, Summary, pe. J.

-7« The imprlicit criticise is nprooably oasel nore on econonics
anae politics than on ¢geogravhy. #any border regions between pz2aceful,
ogoen soclietles arount tlhe d4orld have relatively strong ties aitnh the
Nel ,hLol aCcross the btorder and relatively weaxk ties with their own
nationol capitale It would pe foolish and destructive for such
socletiles tu cuili varriers beteeen them in orjer to eliwinate what 1is
a natural con:dition. ]

¢nze Ine could add tne exnansion of s2les of 3sseunbiy products
tc thire countries as weli, in oluer to diversify ‘'exico®s markets.

«u3e Zfe also 3ela Paliass3y ™A *Stages Adproach’ to Tomparative

Advantaj;e"™ in igoponic_wiowia_232 _Fesources, rProceedings of the <ifth

Conjress of tne Internationi)l association held in Toxyo, September
l»¢7, London, tacmiitan, 19773,

«7.. S2e0, tor example, Folker rroebel, Jurgen i2inrizhs and Jtto
hreye, lug_uge_lDl2Ludtignal_divisiou_of_LaboL, Caworilje Lalversity
kress, 1430, especially ppe. 24-4€. and M. Van saas, Ip2
Zwd2iDativDalss_s_s_, esDecially po. 52=-95,

27.. Autonation W4ill pe discussed at some lenjth in the stuily of
tl.e sericonductor industry in this volume.

¢72e Jn tre Mexican vorder there is 3t least one tein plant
arrangenent, ownea py a Jo S. company, in wihicn bota plants assewdle

the saie vroducts, but on the J. S. side, the plant is automnated ana oOn
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tne Mexican side, the »lant operation is highly lasocr intensive. The
Ue So manager of tne riexican pliant claimed taat the plant on the
Je S. side produces at lower cost; nevertheless, the Mexican plant is
nere to stay, he said, in order to liversify tne comdany’s risks (Visit
to «exicaqn porder, March 19505.
1here ire other '"twin® olant 3arangements detdeen Yexizo and the

tnited States, in «nich tie He S. pPlant is automated and the Mexican
on: is lavor intensive. 1n most of those cases, hod2ver, the automated
Je Se U230l produces the conponent parts to e assenpled in the ™Mexican
viant tv low cost .‘exican labor. This can be r23ard2d as tne classical
relationship in tie 4orld offshore assemhbly systenm.

<«Ti. "It still shocks ioyots otficials to be t313d that American
autondkers buy parts from suppliars all over ths J. 3. and even fronm
Suppllers in -uropa 30! Japan. Toyota®s most Jistant supolier is a
live=hour diive aday.' "in ass2mlly line that is building subcomponents
paxes just the humber of suscomponents needei at th2 next staje of
producticn.” "They nave to e close to mase all thos2 deliveriss every
Gaye" wuotes from “The auts and Rolts of Janan®s rFactories,” by ‘Irban
C. Lehuner, Jug_pall_Sireet_Jouroal, “arch 31, 132}],

<Tae The skill level of ordinary tabor ia an automnated assenbly
piont may Se loder tnan in manuAal assembly. ~rPushiag 3 button in
response to a signal reguires less skill than tne orecision sesing of a
seam at 1133 speel (see tae poignant description of 3 firstnani
eaperience on a Mevican sewing machine line in Fernandez,

CLakalidscaca_s VP, 21i-214).
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<75. Data from 13d¢_notld_cauk_iflas.

276. 18%0. daitai__Eceneric.Mgaeranduds secaat-Ecenpaic. !
lodusirial._apJd._dector_deyslodnantss Jorld Sank Report No. 3379-H4
Feoruary 17, 1331, Tavle 1, ps 1. The United Nations preliminary
estimates are 12.3 percent tof 1679 and 12.4 percent for 1938l. (CZFaL,
dalili__»olaa_Para el Zstuldio_icononice.de_America_Latina..l1283. |
CoPal/zeex/1347 4Lpril 24,19ei, Table 3).

Jf. the other hani, there are stronyg indications that manufacturing
fnay Do sesriously undlerestimnited vecause 2f the 0ssolascenca of the
ungerlyin; samples uselds, GSee Jplerpnationals_sa_s_e Caapter 1l. The
Inter-2m2rican Uevelopment 3ank estiwmates mnanufacturing snare in GOP to
De Detween 1I~17 percent (lu~, Jp2ortupiliss_for_lndustrial_leysloprment
40.334014, May 137%, 2. 2). Figures of 16-17 percent for the

manufacturing contrioution to 53¢ are mentioned in Association des

Incustiies V°Haiti (ADId). The. lodusifdal_Sestor_ia_daitisi__Situatione

Ziesvegls.apnd_20liclgs, Jane v, 1531, Fs 3.

277« Tor details avout the role of the public sector in +daiti®s
dssemyly activities se2 Ipraruatiopals_s_s_e chapter 11, particularly
Dae 11217,

<7Ps [luere have b2en occasional u.3. imDorts from naiti unaer
veds tariff itew 31c.3., which psrmits the Jduty free antry of
UeSe coOmponants procassel acroai. The anounts, nowever, were very
small, usually oelow 450,C00, ancd therfore constituted a trivial
proportion of J.S. iIwports frowm liaiti.

<73. Althougn the ovsarall Juota on Haitian textile exports to
tre Unjted States was wifted in 1v79, the nes ajreencnt still sunjects

several items to formal juotis.
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230« Somewhat different maynitudes of exports are indicated in

Table lIl-vo in ]pternatioDidia_s_a_+- The data there are from a
Gifferent soutce than Table 1¥-2 hLere and include U.S. imports other
titan BiT7.NJs anlil2 the two tables are therefore nost somparable, the
overall trends snown are consistent.

«3:e Calculiatec from Tavle 2.1 in 13nd, Febru3ary 1v31 and Table
1., on thz2 basis of import »>rice da2flators given in 1%¢l_Zgeneaic
sl ol _1bs_Dresidsal, Council of Economic Advisors, Table 3-3.

¢wde *czOordin; to tne eorla tank, the industrial sector was
still & net forzign =2xchange user as late as 1377 (Zucc2ol_C€Qnalic
2Qallien. 30l kresaects_of paili, rReport “o. 1165-rHA, vec. 2z, 1973,
Pat ayranh §4).

<*3+ Tae comparison «#as made With value added in assemply
ess0rts (Jutiavle ?77.00 valu2 = Table IV-1) so as not to count the
Vaiue€ 0l U.5. components (total assembly exports wer2 35193 =million).
See also ]lpternaticD3dla_s_sr I3bles IlI.> anéd IIl{.%,.

234, "5porting Soods"™ ani "™laseballs'™ wiil ne usel
interctangjeably to designate on2 categyory.

«¢%e  a31f of the ".izzellaneous"™ categonry are firms assemoliny
stutfed toys; the others are a firm sorting couponrs for
JeSe manulacturers o#ho have issed theam to the publizc for supermacxet
and retail store Jiscouits, a shoe assemhbly ani a wij as3emoly firm.

4p5. JIntarpnationale_s_a.r Table IV.2, 1In one-third of the joint
ventures, tnhe majority osiersiip is 4aitiaa.

+ct 2]l tre foareign owned firws are J.S5. susidiaries. There are
several firms owWned Dy foreijn citizens who resile i1 ‘Jaiti. Taey

Ccuuld have Daen classified as local firms. In the classification used

4o
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here, local firas are 100 percent owned by Haitian citizens.

237. IptexnatiQnals_s.s.s PD. 114-5.

205« This does not wmean that all of the output is shipped to the
tnited States. Somre of it may go to U.S5. customers in turope or
Canrada, at the Jdirection of the UseSe parent company. However th2
atounts iavolvel are usually a small proportion of tae production taat
is shirpel to the Jnited States.

2od. IpLefrualiQddla_sos_r P. IVeo.
<52+ Jplerpalionals_s.s., iaole IV.13.

2vi.  [nternatienala_s-a., ladble IV.lb.

¢7z2¢ Iptern3tioDadle_s.s_s Pe Ives and Tavle lVese The 312
di1fferences between foreign and donestic firuws and amonjy assemnbly
sectors 13 confirmei oy tae ranxing according to sjuare footaye ol
factory space (inlerpationala.s_s_s Tables 1ved ana 1V.5).

«s>. Iplerpnationals.s_s., iadle 1l.5.

«%4. Iptacoaliedals_a-s_s iable II.7.

evos Interoaticnals_s_s_s favles [1.7 2na IVes.

<»ve Siton #3135, Sapilisd_da_forl=-aus=2rincei..2_Stuly of_ Lz
oconouigca_oi_Syryival, Oftice of Jrban vevelopmant, J.S. AID,
#a311N3t0N, ue.Ce., septemder 33, 13977, ppe. 109=-113, as cited in
iiler092i203)laa_a_s 2« Ilez6e The most significant aspect of this
pLovlem is that, accoriinjy to fass, even tiae pudlic sector Jaoes
iractice this kind ot dual systei, not by suhcontracting out but simoly
by hirinj people on a temporary; Sasis ani payinj then lower daily «#ajes

ti.an "regular", permanent ewplovees even if they Jdo the same jod.
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297. The lapor cost to the employer is 32 percent above the waige
in order to cover lejal frinje benefits anl social security (for
aetails see ADIH, lbs_lodusirial.Zzagior_io.ualii, Appendix 1I, p. J4.
Tae tigures given were ajdjustel by the autaors)e.

li workers work nore than 4z hours or at night, they 3are legally
entitled to tiwe arJ one nalf pay. Tney are also eatitled to a paiu
rest cday (Auvla, Ibh2_lDpdustrilglesss lavle 16). ‘JIten, however, the waiage
13aa3 are not enforce? in iiagitl and workers recelve the rejular rate of
Piy tor overtive anl 40 not receive 3unday pay. It should ba recallead
thhat wost productionn worxkers in “aitl (3ll of tham in the underlying
szmple) Ar2 palu On 3 Dlece rate vaslse The piece rate i3 Jeterminel
by divialag the mininun wage vy a4 productivity norm set on the basis of
tine anu notion stuliles.

-3%e C2lculatel with Jdata in Table 2.1 of paitisi_ uIoDap.segtor
UL¥zY¥, <orld Lanwk <eport Ao. 21Z.-id, fpr1il 12, 1273. Tae tavle
reports total salaries (in Jourdes) and number 2f employees according
to registration in tic national insurance systen (JTAL4A).

-¥%e Ilil2LD31iQ0Ala-a.s_sr Table V.A.3,

dvse 3lmon e Fass "Port-z2u-Prince: awakening to tne Urvan
Crisis", Laliu_American_Jlrbaa.iesaargh, wayn2 A. Cornelius ani 2obert
Ve Yemper, editors, Volume 6, 137F, ppe 155-1%2,

301. lpieroaliQnalaos.s.s Tadle iv.17.

IN2., CeX. Droascn estinates maitian productivity in
subcontractinyg at 7-5=30 perceat of U.S5. levels (L3a_Spous=iraitaaca
lotegcnatiaoale_2p_2aiti, Unite! vations Industrial Jevelopment

drganization, roject 4Yal=77-321, varch 1773, p. 1l€).




Richara bolin, Uirector of tne Flajgstaif Institute, supplied thre
autnors witn hourly labor costs in aaiti and put praductivity virtually
at par with U.S. levels in textile and electronics for the better
trained .Jaltian woraars.

3503, See Simon rass, Eégillgs;_;_‘_, ope. 50=31; Intarnational
Lavour uflice, ano paiti==2relsnes_de_Main_didauvyre_2L_d2imalei, Geneva
1576, 2. % ani worli Pank, 3jaiti==Urbap_ogclor_Suryese. report i
wde 2luc=sl, april 1o, 1379, 2 1> Th=2 dorli 3ank showed a 353 percent
lavor corce particinmation rate in 971, Tazs foun? a 74 rercent rate
il ote “3rtin, a sluw section ot tort=au=-rrince., fxc2pt for Lesotho,
ia1ti, 4115 55 percent of women 1n the lavor force, 2as tne hijhes
4300T 10rce participation rate amounyg S5 of the worli®s developing
countries listea py ¥vats Lundahl (2gasanls_and_gvarivi_ A Stugdy_ef

u@llis ote artins ¢ress, 2w York 13973, Taul2 z.14)

o+ te Fass, faniliesa_a s, pPp. F2-35i.
e lolerpationgis_a_e_r 13bles Y.l anyg V,2.
37v.  10L2K0alivGdla_a_s_» Table Vodi.

37, 1t is, ot course, possible that the tasks performned by men
37ls wOwed in the sample wer2 not identical.

3953« See Cnaptet 3, Pe o

1.3, Jnly s51x percent of the migrant wJorxers listed ass2nbly
work as a reason for =migration. Aoout one~third camwe to look Ior work
in general, another third for family teasons and more than one-fifth to
40 to scnool (lafernaliQials_s_s_, Taole V.7). '

4iZ. lalernatignale.s-a.r faple V.A.t. I
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311. Tne aduit literacy rdate was 23 percent in 1976, the last
year for whicn such data are aviailable (World 3ank, "Faiti-Couniry
k313, January 32, i3%1).

312. lotecnati2lale_s_s.r Tables IV.i5 and IV.i7.

3i3. Ipnternaligpals_a_s., Table V.1.

314.  1aternatiguala_a_s_r Taoles V.8 aad V.5,

3.5. lpt2ro3tionsle_s_ae-s Table Vo113 (a sigaificant correlation
1 33040 00 Pe VelS)e

1s¢  1412003220048)ls_a_aos Table V.il.

cale Jil Lock2ar fourd 53 parcent of tine slun dw2liers e
intarvieased hal some schooliny (Zaulal_dCRad_ulsratian_aod.ibe_allagzd
ws2dds_ Qi lase_Ixlended Famidzi_ Tae_dailian_Cass_du_Compacatiys
g Pulazecliivas! vorkiny Panert tes, Tenter for Teva2loping Area Stuidies,
mcuill university, “ontreal, August 1577, p. ¥).

312+  lalaLd3kioDale_s_e_s T23Dbl2 V.aed,

o+de  IDLeIDALLQUAls_s_s_s 20 Velle

3¢.« 1213 doe3 not wmedn tnat all iadorts in taese assaudly

activities nave bez2n redliaced vy domestic nroductions Most of the

couwonents ar2 still foreign; in the asseubly of baszpall for
prolessional 34ae3, Lae core nateridls andi tne Jlue are 3till hHeiuj;
1afourted.

32l. For examyle, 1n electronics tae salaries of foreapen and
supervisors ar= 32 oercent of prouuction worser wages, while the
average for the sample survey is 15 percent. _ ™~

J4le fotn an textiles and Dasesalls, daitian firms assempled
nole exnensive UJ.53. components over time, which in tae case of

pDaselalls otfset the eftects of the increasiny us2 of laitian i
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naterials. The fact tnat some :daitian baseball firas Jere soi1d to

UeSe multinationals, amay also have hac¢ something to do with the recent
decline in the basehill assemndly value added share. In textiles,
caanjes in tae coamnosition of prouucts Mmay account for the erratic
Leavior of the value add=2d snare. However, vrassieres rewdin ta2
laigest san3le component.

222, This 1s a higher lev2l tr3an tn2 jigure tahat could be
Jerive! from the 1%3. Autiadlz value (value addzd) of $49% aillion
feportae 0y UeSelsaTels Assuning tuat aoout 5: million of vatue adied of
assenply outyut «42re exportad to countries other than tre U.S. and toat
adge3 constitute 2aout twu=tiairds of value aaled, tne asscuvly payroil
in naiti, «as 3t tie 7Tost, s34 aillion in 13uf,

dz4. Tor cowpirison®s s3axe, it can >e noted tnat tne total
payroll of ~3ivi°s 15,0006 civi) servants aas aoout 343 million in 15377
(w0rfu 531, Jaceabver 2Z, 1475, Vole II, Table 3.%).

325 lulernatiouddse_s_s_s Tadble IV.20.

3.%e« luoter0atioaals_s_s_s Table IV.21 and IV.Zc.

cele lpnternationale.s_s_s, iarle 1Veo2. Tihe most optimistic in
the survay were the firws assenbling stuffed toys.

2., 1Dtel02tignals_s_s_s Talle lIlss 3and Ille3l and srapi Col;
w0rld ?a7.2, Report Non. 3.7%=4A, Tabruary 17, 133i, Taple 1.i3 ani
reDOTt NO. 0444~4A, May 13, 193R1, Table A=-a. A1} ol the da2cline was
jue to the collapse ot exports of "coated anl imptejynated textiles”
wiicn Jroppeld by more tian 83 percent betveen 1354 and 1975 and never
recover=d., 1t is not clear whether this was aue to the imposition vy

tie Ynite1 States of iaport quotas.
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3¢3. Tne onlv "rise and falls"™ were in the following categories
(entire products and/or parts) listed in descending order of
magnitiude: electric tubes, jewelry, recordiny wmelia, valves, intaruai
comwdustion enyines, and watches., f~ut 2ven st tha2ir peak, output of the
larjest ol these lia not exceéd €l.f million witn only about $3%5,JC.
or valuz aijied.s In the last two product groups value adde? in taoe peak
year was 310,72} or less.s Information about disappearances at the

piant levzl 1s 10t avallacles (f3ta from special majnetic tapes

suvPli1ed DV JedeleTeZleo)e

dve IDnterpnatieiala_as.a., iable ivV.is,.

(9]

[$3)]

. UeSeleTele, 19317 WNOorll tank; Yay 1931 and Ueve Zeloaloie,

[

93
2€200DAC «uLY2yY_ 2L walin.anarica_i222, Freliminar Suamary,
/Ceral/selluz, wpril 34, 13Zi.
352+ 3asel on aata in aorl2 3an<, Yaitii. draao_sector_3ulyeys
~@50rt .ige 2152=44, 3, z2.
322+ 8ank Crai.t to tae private sactor increase?d from 513
miilion tn 137 to 314 million in 197%. Accorcing t2 on2 source,
foreign wanks came into Haitl wainly in respons2 to tie Jdenand oy thae |
das32mdly industry (Association dJes Industiies J®taiti == RI|H ==,
loz_luduitrial_Zegter_in.daitii_ Situation._Pros2acti-_ani_23licacs,
2ort=au=2rince, January 1921, »n. 12). :
334¢ Flgure from worsi Tank neport Mo. 2185=14i, vecember 22, “
1378, p. 23.
35%. Aside frow wholly owneld subsiijiaries, «1ere tne financial '
link is oovious, only whete %t.ie foreign principal hal an ejuity {
patticipation does ne fregu2ntly provide tinanzing: 3about half of the |

Joiat ventures reported DOrro<ding 1rom the L.5. contractor.




335. United %ations lndustrial Uevelopment Jrganization, gpjuctie
lodustcielle, SI/:31/77/80%1=:441T1, Qctover 39, 1375, 2. 17.

337. loterpatiouadlaos_a.s Taole 1147 based on the UNIDD report
cited in the previous footnote,

335. ccordin, to our report, it may taxe fron one day to t«o
woi.ths lor imports tu clear customs, depending on wado tae importzr is
(rrancisco inoumi “o>ocio=-solitical obstaclies to tcoanomic Development in
7a1ti®, Zin20, Interinericin vavelopment dink, 1973,

3559« Cte, Inter-iAmarican Develonmant 3¢, J2pariuuitizs_ier
lauuslilas_ionyeatasol in aaita, vay 1973.

F4.. AUIM, Zbe_lodustodal_Sactor_ia_Zailisr 2. 54,

23l+ Tnere havs been alleyations that firms fave misused tue lad
that perxits a firm to (a) 2ay trainees at ¢° 2arcent of the minimum
w332 fCr 4 perioa of up to taree wmontas, ana (o) fire taem without
severancz pay within tnat period. 18y firinyg trainees before the three
moiaths 3ar2 uy and then reaiting tnem for anotaer provationary period
(vt cy shifting then ~2round asaony several f{iims), the =2nterprise can
cut lavor costs substantially == {f trainees pecrfora as sell as
rzjular workers (vnited Wations Industrial Levelopweat Jry,anization N
“:¢port “rocessing Zones in Developing Countrie=s", U¥1Du «orsing eiaper
on Structural Taanjes o. 19, 2ujust 1953, p. 15).

Jata indicate that whiie abcocut <9 percent of tn2 assewbly l3vor
force sere trainees 1n 1974, in 1976 the proportion J43s cosn to a
l1ttle over !0 percant (Les)ie DLelatour, "“The zvolution of
Internationial Subcontracting Industries in Yaiti", Paper presanted at
tue UnhTT2U 3eminar on North=Souta lntra=-Industry irale, rl Colejio as

texico, vuly 15-23, 1979). 1ln the 1982 survey, about half of the firms @




1nterviesed said tnat they use trainees for a probationary perioi,

Tuls 1is particularly true in electronics. (Ipta2rpatiopals_s_s_»
Pe lVaeczt)e

342 Tne curreunt practice, nowever, is to pay trainees the
regular «winiaua wage, the onli savings would b~ sart of tha fringe
benefi*s. Ipizrpatianilsssde_Pa_z=lls

- -a%2a._Z08Le.A8_D0s_a0.l0y23tagci_Breouetien dfLice (256210 _acz
ap_lpuusiricl_2eyasdQoranol_c30< (1281)a. 1S_pight_bDe_usaful_to_jperss
lus_ 160 1019 _upe_Jnstitutiou_dn_order IQ_inprowe._gerdiniatien_30i_2¥Qi2
duclication_of _2L4{QLLls

- —2a3s__i02_zo¥elCaznl_gf_foe_2onipic3n_deoeulice_3.50uDLILY
daas_gaa_receatly _becars_neavaly_lovedyed du_effsaore_actiyvities,
s4.1iCikly_3ll2ds_aasenply_2laptg_to_sall_up_to_2i.2acgantk_of taRic
Qui2ul_@id_the guiesiic_Mmarsel_3.ainsi_pazmant_oi_d.acelectied el _tae
A22l1c3xla_custons_Juiigss

- -2dSa_3ui_t0ds_alght_bave_beep_gdua_to_s2asgaal_cath2r_inan
€2Llical_f23ctors,

- ~daze__ 028 2s_ZzZQlondc founission _fof salin_liIeCicae
baalli__lQfas_ Parg_sl_Zsiudia_igopaico._de_slsticad_walinac_1232.
CPAL/. 2alisd7, ADdril 24, 1331, p.e 13.

337, 7This, despite tae fact that sone of then dere
overatingbeloa capacity at tue tiamz of tae sutvey, (d21o0davly iue to
se2asonal factors).

34%, Paszerd on monthly Je.3. Census Zuredu coméuter printouts, !m
nartian value added i 4d7 exports to the ‘initad States during the

tirst ralt of 133 was running about 13 percent avove the 1Y€ level.

!




344. U.Me wcononic Commission for Latin America, Egopnomig_survey

i _Latia_amsricar_12712, Santiago, Chile 133!, 2. 295.

359, Compare, however, the inforwation presented in ADIM, 1Lz
londustrial_ssclor_din_uadti, walch indicates taat Haitian «3jes are
coaing close to those of its ﬁeighbor country tne Jominican Reduplic.
(Tazles .2,11,13,3% auld 1lu).

nowever, “aiti a2y be prejuliced it the bureaucratic difficulties
G0 not eases The case was rezorted of a clotainy] exrorter woving from
aaltl to «exico despite ti.2 tact that mexican w3jes wWere Tore tnan
aoucle the "Maitian levels phecause the turn aroun. time betseen the cut
135r1c iwooit ani tae sewn ex2orft Was at i1east two Weels in Mexico
(vs ~orzactz, Jhy_the_lpasracia.clotbes_ara_uot.dadz_ia_lelawelar worle
2dNK, 1373, pPe 2l3U)e

<3ls JVICLA, Sgopoalc 2uryes ol kalio_agerica_l2:3, o. 233,

35.. Istimated on wvasis 5{ Wi Tconowmic Zoauission of Latin
Aazrica, Zgopoalc Sutvsy. of Latlp_Amperica 1223, 3antiago 1v2l, anu
“o.cono.uic Survey of Latin America 19582, Prelininary Summuary, 3) 2311l
15247 anld borid Ceveloouenl Eedori_lidl, morTld Fanx 1981,

303. 34nco dge la P2puilica as reported in aorld 3ank, zgcoboiig
2esldllou_aD._gLes2ects 0l folomniae 4331, Yols  Ili_ 3iatiatical
£2280d4%8e.132L:2 3s1s

354, The reasons for this wide variation is that it is difficult
to compare the 2v7.{) series in Tahle V=2 Jitn total textile exports,
1ae Jutlavle values are tae pet ascsenbly exnorts to tne United 3tates,
atter da.ucting the vatue of Je35. waterials. Total textile exports,

wveevelr, zcontain importe] fahrics usea in the osroguction o!

!
&5
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non-assembly textile exports. (iecaus2 of price differences, it is
Juite usual to use foreign materials in clothingy exports. 3See Vorawetz
£19333, ppe 114-12%5.) Tnerefore, it could pve argued that comparisons
with total £37.5% values (inclulding the U.S. compon2ats) might pe
aporopilate. Taus, 1 1975, 1or example, tae assembly snare of textile
exnport 2arrinys is at least 7 parcent (if only the autiable value or
value adacd 1n lolonbia is consicdered) and 23 sercent if tae total
assenoly value (incluldinj UeS. materials) are tak2n. The trua
carcentlasze 18 2rol3dly sowedhere in betweens (Table V=2)

Ju%e  Fac tutialle vasue proportion of ved. 30770 textile
1%:0rts teniys to be hijher for Colouwbia coapared to other Latin
~w2lf1Can countries, 1nilcating dprimarily 3 projuct nix where wages are
L1sner reiative to Je3. m3terial)s than elsewshere in the rajion. In
tie ¢i1itionines, nowever, viluc allded (cutiablé value) iias tenlield to
fule cdcs2 1o 7% perceut since 197%, becaus2 Tost of tha valu2 now
consists of making Piailippin2 ornanents oa the Yrassieres and girdles.
(ofe 1all= V=4)e

29h., A3 exnlaineu in chapter I, the iU4.S. couponent anust he
1aentifi1aYle and unsrocesses in order to qualtify for do7.0°

257 Tae 1773 data are trecm UeSe 3ureauw ol the Cencus, yxsgs
4duQLls_aQL. 2QUsWA2LAQ0-dDd-2208Lal laaQLls 3473, 71 246, 1937,

¢ Yarren Koye, "ruoiishing! fow Coleom.ia ropoeu Jp Froa tre

v

ciowd", hee_JoL&_Lidlgar Audust 33, 1lS01, 2. r=ad.
2%, for details on tha Plan Vallejo see Zchavarria (198C) »p.
1-=53. 1he export subsidy system (Certificado de 330no0o Trioutario or

Cai) =317 provides for direct t3ag credats, is 3lso Jescraived thereine

td
z

P
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360, ror a detailed discussion of thece problems se=s Moradetz
(49380), particularly pp. 147~149,

36l. Free Trade lones and their problems are Jdiscussed in datail
in Echavarria (1933) ppe 33-51.

3uvde Lchavarria (1991); Tavle 2.

3vi. =chavarria (15°)) pe 134, He also founi (p. 11%) a fed
colompiin companies ahich expdrtel on thne basis of taeir odn
sgecizications and one firm raintained its own Warehousing and
districution system abroay. dowever, it is likely tnat tnis was dJdone
for regular ciotuiny exports rather taan for assemdly subcontractse

<b4. orawetz (17&83) pe 3.

S%ts Fchavarria (1l»:zV), »5.133.

4ove rchevarria (1v30), n. 2125

3o7. dorawetz (192.), lasla 1l.1; dorld lank, szongediz_22sitions
Tanie .7,

223« Echavarria (1993), Table d.

Yuy. ks liscussed 1n tae mexico cnaptet, 3 case could ve made
tiuat in a Y.5. business coanturn, demanld for offshor2 production dould
increase in oraar to cut costs. -The 1975 increase in "Y.S. assenuvly
1mports from unlombia is consistent 4ith this argument.

37, <cchavarria (19%7), p. 147.

371. -torawetz (1l9%k4).

372. .forawetz (1927), pp. 104-126,

(7]

93+ tchavarria (i%8)), p. 113c,

71 o« Domestic production mav also decline >ecause of suddly

€

arfficulties, such as the tewnd>orary unavailavility of certain Jowestic

tauvrics or otuer inputs.
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37¢. Echavarria (1533), 2p. 133-135.

Asseably production serves not.only to comwpensate cyclical
fiuctuations in export anu Jomestic demands, out also as a cushion
against snort run seasonal tluctuations.

375, 1. als survey, !ofa.etz also founl] tecanical assistance to
pe of yreat value to clothing manufacture in general. *iIn one casa,
tue puuver of minutes needea to sew a jacket fell froa 145 wninutes to
I, minutas"; an anotuer case, 1350r costs have dDeen halved since
technical help fror the U.3. parent company nas Le2n receivad
(‘orametz (1¢-.), pe T3)e itaou3zn the referenczes dre to tircms
engzayed 1n traditional exporting, the conclusions apgoly to asseably
exportiny as J4ell and support tre fincdings of the Schavarria survey.

277, See world Ranx (1%21).

373. J3ee Carios Diaz tiejaniro, goreiun_.lrada_celinzs_aad
Looeporis_ w2yeloppaili_ Lolodpra, Columnia University Press 1o1 the
hational cureau of _cononic ~esearch, liee Yorx 197&; recent World lani
retorts (27:1), an.d particularly =xorawetz (192¢) 2nd sources citea
ti.ereine.

Tor wmore jenersl Jjiscussion of tne auti-export nias in develoning
countries, see sela _alassa, “rF<¢dort Ilncentives and =xport cerforaance
1u Veveloping Tountries?: # Cowparative *nalysis", asltuirtascbaftliches
alcbiy, Vol. 114, No. 1, 197¢, ppe. 24=€f1l.

379. Junyuito f. y Caballeco C. (1%78) "La Jtra Lconomnia“.
>e2 also "X statistical Yote" appended to this chapter.

3% It can he argueld that smujzjling =-=- except of iliegai
products such as druys == can sKeep the econocuy somewhat oov2n and thus

avolid the excesses of protection. Importing J4itti black marxat dollars

TS . S




"legal" joods that compete «4ith national production <ill iend to keep
Jomestic prices down. (See also world Bank 1v¥31,P. 23).

38i. Tompared to other countries in the regioa Colowbia has
borrowed only moderately trom abroad. Therefore the countcy éid not
have as many external resourcés availahble to increase investment ani
levelop infrastructure as otner countries tnat nave jone moce neavily
into dedt.

33.s In orier to hel) decentralize inlustrial activities,
ioreign direct investwment is off limits in Pogota, .2dellin and Cali
(aorly Lank C£19311 p. X1li)e.

Ji3e. Ecnavarria (1s3.) devotes 3 larje section to tae aaalysis
o1 the lod4 foreign investmeat phenomenon in Colombia (pp. 37-34).

3542, MYost of such exports Jo to Andean 2iact countries, prinarcily
venezuela.

Jocve. For a cdetailed 1iscussion of assemoly for the iomestic
narket, sece Fchavarria (1%3)), pp. 1359-17; an.i ff.

s395%. For the sake of Tolompia“®s =2cononic devalopment it mignt pe

useful to break away frow tne zero sum Jivision betdeen donestic ani

assembly production. Assembly activities could then resooud motre

easily to foreign demand.
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