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PRESENTATION

Field work was done on a five-week tour of major Mexican border towns
completed at the end of August and subsequently extended up into the first

half of September to cover a number of maquiladoras in and around Mexico

‘City. Complete data were collected from 31 plants thut stand for

approximately 20 per cent of the industrial volume of the maquiladora
industry in Mexico.

The purpose of this interim report is to put the empirical material
obtained into an analytical perspective with an anticipation of major
results later to be detailed in a calculation of quantifiable effects.
Comment are, however, particularly invited with respect to the adaption of
standard methods of cost/benefit analysis to cases of international
subcontracting activities in retrospect. The major atractiveness of such
an approach is the possibility to single out the difference between the
situation with and without those plants.

My research greatly benefited from the support given by collegues
and friends of the ECLA Washington, D. C., and Mexico City Offices. The
theoretical framework was developed in Wachington, D. C. beginning earlier
this year and later refined in Mexico City from mid-June onwards, at the
same time that the questionnaires were designed and the ground for the
field work was prepared.

My thanks extend especially to the Directors and professional staff
of the two Offices for guidance on research directions and logistics help.
The field work itself was carried out with the very valuable collaboration
of Eugenio Sanchez who accompanied me on the trips and did the bulk of the
interviews with employees. Later he shared the tzbulation of the data
obtained in these interviews and prepared the presentation of all the
statistics contained in this report. Thc efficient secretarial pdol of the
Mexico Office, in parxticular the very appreciated effort of Beatriz Osorio

who transcribed the tapes, was higly instrumental in getting this document

out fast. Last not least, I am grateful to the executives of the plants whose

generous cooperation made an analysis possible on a solid empirieal base.

Mexico City, September 24, 1975
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' ‘ 1. APT \PZROA CH TO MAQUILL.JO_\W

1. The subject matter and nu"vose of resaarch

S

“e

1.1; G=nera1 bac 0tound

There is quite some ambiguity. concerning the definition and concept
of tae pnenomenom conceived in liexico as .the 'macuiladora industry".
Terus that have been applied in the scarce literature on the topic are
o:xsnore assembly, contract manufactura, in-bond processing operations
and, ip the U.S5. union language, “run-away plants'. None of these terms
seam .to really it the business practice in cuestion which bhas been of
rapldly increasing importance in international itrade -and investment in
recent years. UN agencies such as the United Iations Industrial
Develogment Organization (UITIDO) which have provided some téchnical
assistance in the field have coined the. corvesponding practive “intex-
national subcontracting!'. This seems to be quite an adequate temm for
such business relationships. involving principals.in iadustrial and sub-
contractors in:developing countries, relationships that are usually the
result of g relocation of nroductive processes butside the country of
the principal in ovder to take advantage of the corresponding wage
diffe?eacials. o

Tuternational subcontractlno includes a .wide variaty of business
practices, but crucial may be in most cases a dependency of the sub-
contractor upon the principal which may indeed take various foims and
range from technical advice to foreign direct investment tozether with
supply of all materials to be used. The subcontractor could be an
independent fimm or, vhich is more frequent, a foreign subsidiary, the
parent company being the principal in the latter case.

Generally. speaking, since the subconiractor becomes active: upon
the order of the principal, usually entailiag precise technical
specificatrions, he cannot be comsidered a. full-fledged entrepreneur.

The demand for his products is a derived demand, leaving the corresponainc

méflet effort usually up ¢o the pwincipal,

/Some definitional



Some definitional qualifications may be in order. The concent of
international subcontract 1n' would also apnly to cases that conszi*uue
more than mere maquiladora activities as tney are understood in Meaico,
vhere one expects that those plants would import all or tne maJorlty of
their material inputs although lexican authorities would 11Le to see an “f
increased sourcing of theirs in the local economy.  This practice may
indeed.alsd comprise those export‘industries that rely highly upon local
materials provided their productive processes conStifute'a'relocation
from within industrialized countries, actual or'potentiai, in order to
take advantage of.differentials in labor costs between these nations
and developing host economies. Such industries using ddmestic:physical
inputs much beyond ancillary services might not be easily identified.
Conceptually-wise, however, they can be singled out without difficulty:
they would use domestic materials, the WEI”QL und/or bulklness of vhlcn is
not reduced through their processing so thai the cost of non-mate lal
inputs, that is, mainly laborx, determines the location of opérations.

There are, in fact, a number of firms in liexico .which are not considered
maquiladoras but could constitute international subcontracting activities.
They operate under different customs regulations, most of all under the
regime of "temporary imports’’. In our field work, however, we concentrated
exclusively on maquiladoras in,the-traditicnal'Sense,'i.e. those with a
pionounced-gnclave character, 'so that these conceptual considerations were
of no practical relevance to our work.

As. another definitional qualification; in some cases a dépéﬁdency
of the,subcontractof.upon an oxder to be given by the'principal‘before
operations. are initiated may not be an essential feature of international
subcontracting. . This would apply to standardized producté for which there

is a perfectly competitive market,; a situation that may, however, be rare

.-

in the field of manufacturing, excepting perhaps some of the food process-~

ing lndustriest- B o
Against the above conceptual backzround various conclusions about

the nature and scope of international subcoatractxn* may be drawn, First,

although the comparative advantage of the host country occurs in terms of

/labor



labor costs), éeﬁi-iﬁdustfialized countries with a relatively higlh wage
level with the oev=1031ng world like liexico will also qualify as loca-
tions for subcontracting in those activities in which the skill require-
ments are high. International subcontracting then may hot only express

a division of labor between industrial and developing countries but might
also be shaped along the line of comparative advantage within the develop-
ing world, bermiﬁting most of these nations to be involved. Secend, since
international subeontractinﬂ implies the specialization and division of
productive processés,' + favors the vertlcal integTation of ccmpanles and
thus may be actively sougnt by multinational covno ations, buu; on the
other’ nand, foreign owmership - of subcontractinc firms will be a less

critical issue to orincipals than the obsezvation of high standards of -
quality and’ other specifications imposed upon' the subcontractor. A -
major reason is that iriternational profit ‘suifting possibilities are not
determined very much by’ ownersiiip o* maouilado*a plants since tae '
principal may, without di 1cu1ty, resort’ to transier pric1n

Over the past ten years, an increasin" number of developing countrles

" has been prooressivelj tied to the ianerna tionalization of production and
marketino by an" active promoition of theirs ol international ssubcont:r.act::c.n'7
activities within their economies. While Lnere is considerable reservation
towards ‘this practice in some circles, rather on emotional grounds since a
substantial employment, in their opinion "e“ploitetieh", of cheap labor in
the Third Yorld is involved, a realistic a1a1ytica1 approach would be to
raise the question whether international gubcontracting constitues a
means of improving the international dlvision o labor through a better '
world-widé allécation 'of resources and thus 1eads to a win-win situation
fox both developea and less developed countries. This question would

be answered in the affiimacive by many developed countries for which
international subcontracting has been an accepted practice for many

years and others that are how actively tryin~ to be host to this
business. ' '

'In principle; the case for international’ subcoq;racuinn can be made

‘on various accounts. Tha remarkable eapangion of world trade ‘in the

/post-
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post-Second Vorld War period derived its most power;ul lmpeth from the
growih of trade in manufactured productis. Many developing countries, ‘
however, remained excludeo from this and continued to rely heavily upon
exports of raw materials that, on many occasions, proved to be a highly »
unstable source of"foreign exchange and thus rather unpredictible con-
dition of their capacity to import. International subcontracting'offers ' “
them an important alternative. In fact, the cosi and availability of
labor being a major motive, this practice provides the only chance to
export manufactured goods'and to industrialize to those developing countries
that,'pOSSibly because of a lack of natural resoorces and the safrowness
of their domestic markets, cannot do so otherwise. Such diversification
£ their international supn’y will go hand in haid vith the diversion of

4

their douwestic economic structure, at the same tlme that ‘job opportunities

t=h

or the unskilled, osoally belonging to the vast pool of uanemployed and
under-employed, are increased. Adoption of international subcontracting
night permit, for the first time, the introduction of sinnixicanu‘
economies of scale and directly lead, withoet market 1n0 costs, to
substantial manufactured exporés on the basis of host economies' comparative
cost advantage. Thus a.strengtﬁenina of their tr ade balance will take
plaCe within the context of industrial nromocion efforts. To some deoree,
‘there is also the chance of obtaining from abroad technologies that are
in- line with the domestic factor endowment. |

'Acceptance and promotion of internetionalxscbcontractinw activities
by host governments in the developiﬁs wotTu constitute, in most cases, an
important element of an outvard-1ookino-development strate gy that has
- been adopted since the early 1960s. 1Included are notably a number of
seml-industrialxzed nations such as }exico vhich have realized that a | 8
conversion of hiOh cost inoort SLbStltutlon into export industrles 1s
dlcflcult to accomplish in a short and medlum run because the step .
towards international competitiveness is too r~reat. Thelr experlence
has shown that diversification of exports is usually e: tremely slow and
much more difficult than diversification of the structure of production _
and that the lacL of harmon121n~ the two will ‘lead to e: cessive protection

accompanied by a considerable cost to society.

/U.8. imports
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U.S5. imports under tarilf items $006,3C and £07.00 are a good

‘indicator of the dynamics of international subcontracting over the past

years. Such imports £from the developing world increased in only five
yeérs from U.S. 395—miilion to U.S. 1 523 million in 1973. ’The dutiable
value of these imports, which is a rough measure of the vélue added in
the host economies, amounted to U.3. 177 million and 527 million,"
respectively. Such U.S. imports from liexico amounted to over one billion

U.5. dollars in 1974 with a value added of 464 million. In recent years,

.these transactions had been increasing for liexico at a yearly rate of

about 50 per cent.

I/n analysis of the geographic composition of such U.S. trade will
probably reveal that there is a relative shift of U.S. originated
international subcontrécting actiyities fron other developing countries
towvards the Vestern Hemisphere. Table 1 presents the development of U.S.
imports from llexico and Central America under tariffi items 806.30 and
807.00 for éelected years oZ the past decade (Central America is not
involved in 806.30 trade, which, for liexico, constitutes about 10-15 per
cent of the total).

Research was originally supposed to concentrate on maquiladoras
in Central America and,tb‘some extent, in the interior of Mexico for
the following reasons. Firét, it appears particularly important to
evaluate the actual and potential role of subcontracting in the case
of small countries that, because of the narrow size of their domestic
markets and possibly pooi resource endovment, have only limited pos-
sibilities to gain an industrial experience and to promote manufactured
exports, that is, to have at their disposal the elements-that are
generally considered indispensable for a successful development
tfategy in an increasingly interdependent world. Second, subcontracting
in Ceptral America and in the interior of liexico appeared at first sight
“pure” in comparison with border-zone cases in liexico where a variety
of additional circumstances might complicate a conclusive evaluation of

their impact upon the host economy. . -

/Table 1



Table 1

UNITAD STATES IMPORTS FROM MEXICO AND C:NTRAL ALTRICA UNDER TARIFT
ITZMS 06,30 AND £07.00, 1966, 1970, 1973 AND 197&.

'Y

- ;d “Total = Duty free Dutiable (3)As per-. _Yearly increase
Country an . value ..’ value . wvalue ' cent of (1) @ (3

veer M@ W () (6
Mexico ‘ - - .
1966 7,1 3.6 3.4 48,6 -
1970 . . . 218.8 - 138,37 « 805 L7 36,8 0 4509 54,5
1973 651.2  364.8 . 286.4 45,0 =it 52,77 7 68.4
1974 &+ -1032.9° ¢ 568.9 464.,0 4.9 . 58,6  62.0
Costa Rica K : o L. ; <
10708 a1 s 0.7 33.3 16.7 16.7
1973 N N B W .2.67 37.1 122.8 52.9
1974 113 c.o L, 3.3 29.2; 61.4: 26.9
£l Salvador - - ’ _; o
1970, ° . 0.4 . 0.3 0.1 25.0- 100.0 0.0
1973 . o4y 3.5 ia 23.4 193.6 . 175,0
1974 . .20.4 12.5 749 38.7 334.0° 61C.2
Guatemala . | - . . ' ;
1970 - b/ b b/ - S -
1973 0.2 0.1 - 0.1, .. 50.0 ;i -
1976 0.8 - 0.4 0.4 50.0 300.0, - 300,0
Hionduras = | . - A o '
1970, . 08 706 0.2 25.0 . 0.0 N
19732/ - 1.6 . 1.0, 0.5 31:3 . 23.1 66.7
1974 Lo 14 . 0.5 263 ~18.8 © 0.0
Nicaragua o o ' '
1970 ¢ . v tig.p ¢ 0.1 b/ - .- R
1973 0.6 0.4 0.2 33,3 .30.0 100.0
1974 1.2 . 0.9 0.3 25.0 "100.0 50.0
Belize - et ‘
1966 0.3 0.1, 0.2 66,7 - VoL
1970 ... . . 05 0.4 0.1 - 20,0, - 32,5 . -66.7
1973 .21 L5 20,7 33.3. - 10,5 . -16.7
1974 . v 27 2.0 0.7 25.9 ~ “"-28.6 . 0,0

Source: United States Tarifs Commission, Economié Factors Affecting the use of
items 807,00 and 806.30 of the tarifsf schedules of the United States, T.C.

Publication. 339 Vashington D.C., September 1970; unpublished data provided
by the United States Bureau of the Census. ‘ )

2/ (2) and (3) do:.not:add to total (1) because of rounding. b/ Less than.$50.000.
- /Then,



Then, hovever, it was opted, Zor the time being, for a study that
would concentrate exclusively on a representative saiple of the total of

maquiladora activity in liexico. In doing so, we were convinced that pre-

paratory method01001ca1 work would be sufficien: to handle the more com-

plicated boxrder zone cases. Furthermore, it appeared increasingly important
not to leave aside such cases since they ave of overwhelming quantitative
importanée in the Uestern Hemiéphere and llexico has a long-standing
experience in the field, Additional reasons were that the oresumably
pure cases in the interior of Mexico do alco have their peculiarities in
that many are oper;ting on the basis of excecs capacity, the major part
of their oufpdt be{ng.sold in the domestic ma}ket, and that a thorough
analysis of the totai méduilaaora 'acfivity in Mexico would also permit to
derive some of the conclusions orlginally desired about the potential role
qf smaller countrles in international csubcontracting.

The general purpose of recearch which will be somewhat qualified
in the next section of this report are to evaluate the costs and benefits
of maquiladora activity in terms of'empioyment,'growth, the trade balance,
and income distribution of‘México.'GFurthermore, considerations will be
given tovlearning effects and the transfefzof technical as well as managerial
know-hdw to this country.. Théfeby it is hOpéd to identify the types of sub~c

contracting activities most desirable as measured against the needs of

Mexican development; to evaluate the role and effects of foreign versus

local ownership of subcontracting firms; to determine the degree of
emphasis to be placed on international Subcontracting in the future in

view of ongoing-ihduétrialization and the efforts made to diversify the

., country's exports; and to recommend guldellnes or an improvement of the

Mexican pol1cy towards maquiladoras

-1.2. Application of cost/benefit analysis

The major principle underlying a cost/benefit analysis is shadow
pricing, the gederal objective of which will be briefly explained as an
introductory step.

The task of economizing on scarce resources oresents itself as a

constant challenge in the projection of economic activities.because goods

/and services



!‘and services needed are usually available only because they are taken away
from other ‘productive uses,' In mixed economies, the price system has a
maJor regulatory function in the allocation of resources but ‘actual prices
“ would be good ‘reflectors.of social. .costs and benefits only if, among other
things, there were perfect competition and full employment In reality,
however, commercial and social costs. and benefits rarely c01nc1de because
of market imperfections. . Market prices then are ‘often not a reliable
" measure of the contribution of productive act1v1ties to society

_ “The necessity to particularly conduct cost benefit analysés in
developifig countries is ceen in the light of pronounced distortions of
“their economies. A few examples may ‘be. in order Deliberate inter-
ference with the price mechanism, monOpoly power, and immobility often
lead to significant imperfections in the modern 1abor market of these
countries. Here, even an unskilled worxer may earn three or four times:

‘as much:as ‘casual rural' labor.’ Thus, his wage would suggest that labor

T pis”scarcer'than it really.is and therefore would tend to greatly exag-~ .

- gérate the real cost of using such manpower.‘ Second foreign exchange
management-often leads to eurrency. overvaluation so that ‘domestic prices
get out of line with world.prices, a. situation that is bound to lead to
import restrictionms. «.There will then be a gap between the market price
‘of - goods and the ‘real cost of. prov1ding them. There are a number of

" ‘other important fields in developing countries such as capital markets -

"in which distortions brought .about by, similar causes make market prices

" bad® reflectors of: real costs. and benefits to society.

In view of this,- hyoothetical rather than actual prices would
- better: reflect the real costs of Anputs and the real benefits of’ outputs
to society. If any input or output is valued at a different price from
that actually paid or received a social accounting price or shadow price
, is being applied Such’ estimated prices may .more closely reflect the
realities of economic scarcrty and the value of economic needs.
AdJustments to markét’ prices are then a major exercise in the
‘application of cost-benefit analyses, ‘The theoretical framework for
the corresoonding procedures and the methodology itself are highly
deve10ped most of all sihice the: publication: of . the UNIDO Guidelines’and

/the OECD
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the OECD Manual. These highly profecsxonal works on project evaluation
constrtute the main theoretrcal body for the orientation of our research

These standard methods for industrial pro;ect evaluatlon need
however, to be somewhat adapted to the special case of international
‘subcontracting act1vrt1es. In general while they are usually applled
to projects in the planning stage, they will be nsed here for an ex-post
analysis, iFurthermore, maquiladora activity presents some distinct
features in comparison with other industrial activity that need to be
carefully pointed out 'in order to justify some peculiarities embodied
in our analytical approach ‘

First, for maquiladora ooerations, starting costs are relatively
small, there is no prolonged gectation perlod' entrepreneurs are quickly
in business, Second, these operatrons do»notfdraw resources from the
rest of the host;economy by giving little‘or nothing in return as it
happens to be the case with much other 1ndustrial actlvrty, at least
in the beginning of ooerat1ons, social 1ncome usually being negative
in the early years of thelr llfe Third, the funds required for invest-
ment in physical capltal are small in view of the relatively labor
intensive nature of operations. Thus, any evaluation of the worth of
subcontracting proJects, if at all desired, would be made from a much
different perspective than is usually done, By implicatxon, we assume
that marginal profitabrllty comes rather close to average profitability,
at least from a certain’ 1evel of operat1ons onwards. Fourth, maquiladora
plants deo not necessarlly have an inhereat tendency to grow, Beyond a
certain volume of operations, the sttainment of a rated capacity is not
an issue, Rather becomes this volume a matter of the size of the labor
force employed the by far major input 1nvolv1ng the host economy.

Fifth, it is quite difficult to come up with long~term assumptions and
projections on subcontracting activities, the future outlook for which
'appears relatively unpredicteble. From the.viewpoint of the host
countries, this aotivity is autonomously determined, in part because
"1t faces a derived demand generated abroad. Their host governments can
often influence no more than the rate of expansron of these Operations,

in a number of countrles including Mexico, incentive measures would just

/constitute
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,constitute the going price that competing host nations are paying to

| attract this activity.l Sixth foreign subsidiaries that generally

predominate in maquiladora business are not competing for 1nvestible ‘

funds within the host economy. Similarly, it is unlikely that foreign k4
investors would make their funds available to the host countries 1n the

absence of the pos51b111ty to subcontract Furthermore in the same , v
COntext, there is hardly ~any competition between foreign and local ‘

businessmen for the establishment of maquiladoras, since as was pointed

out above, ownership 1s rather a non-issue because to principals the_

observation of product specification and quality is more 1mportant and

\ profits may be shifted freely through transfer pricing under any form

thep

of ownership. In fact host governments have usually taken a different

P I

stand towardc foreign ownership of maquiladora business that is quite

'

d-fferent to their‘ en-ral policy towards forei gn direct invesrment
- In Corea, for examole, local ownership of assembly plants was even
wrestricted up to a certain percentage for some time, Mexico allows the
maquiladoras to ‘be wholly foreign-owned whereas thls 1s hardly possible
when foreign subsidiaries are established to supply the domestic market
Seventh, competition for local materials as inputs to maquiladora
actiV1ty, however desrrable in terms of linkages, is very limited given
the enclave character of much.of‘that business. Eighth whereas other
industrial pro;ects are often evaluated in order to help governments“
1n the selection of competing alternative projects, according to macro-'
economic guidelines, and to increase the amount and effic1ency of '
savings and investment this hardly applies to a social cost/benefit f

analysis of international subcontracting activities Ninth, 1nter-

Oy

national subcontracting activities would not be expected to put any
strain on the balance of payments of host economies which 1s quite'
typical for many other industries,fat least during their early lifetime

4 These specral features of the maquila activity have two important
_consequences for the analytical approach followed in our research First
points 1 through 5 above would determine that discount procedures used

to aggregate returns and outlays at different times, 1 e. the establishment

>

/of a social
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of a social rate of discount, do not apply. The social net effect per
maquiladora employee can, in fact, be assumed to be quite constant
overtime, except mainly for changes in the rate of wages and inflation
as well as in productivity. In general, the nature of international
subcontracting activities would rather make it advisable to put étfess
on an evaluation of current operating costs. Therefbre, it was decided
* to confine the analysis to current operational benefit/cdst ratios.  This
implies a decision in favor of a static rather than a dynamlc ana1y51s
Some of the implications of this merit a commert, Capital costs,. -
however rudiméntary, will be considered in terms of ah amortization
charge with the corresponding shadow price for the period under review.
Single cash outlays such as the acquisition of land will be treated
separately. The possibility of downward aajustments in maquiladora
operations and shutdowns of plants will be handled in a kind of
sensibility analysis in terms of uncertainty and 1nstabi11ty in a
separate chapter,

A concentration on static values has the advantagé that no choice
must be made between current and constant prices. The ratios as such
have a considerable advantage over absolute numbers in that, for example,
a positive net effect may not give any idea whether this represents a

‘relatively large positive balance between small costs and benefits or

a relatively tiny balance between very large costs and benefits.
Furthermore, such ratios are expected to reflect different degrees of
economic efficiency depending upon the nature of the plants, their
location, ownership patterns, the degree of domestic materials uséd, etc.

Any period could be chosen to éalculate such benefit/cost ratios. It
was decided to base them on data for the whole of 1974 since a whole
year might be relatively more representative and data collection from
the books of the companizs is facilitated if they are requested for.a
calendar year. Despite-recessionary tendencies, 197élappeared to be as
good a year as amy other for the evaluation of maquiladora activity in
Mexico since there was again a 50 per cent increase over the previous

year; as had been the case since about 1969,

/Second,
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t Seoood,“tho:sgecial features of international subcontracting
acgiyiﬁy mentioned under points 6.through 8 above would offer particolaf;
ly ottractive analytical asgpects, Ipasmuch as forelgners provide 1nvest-
ment funds, the host .economy does not occur any cost on this account
since such capital does; not have.a social opportunity cost in’ terms of E
alterhat;vg:domestic uses. Thus;.these furds need not be considered in
tﬁe calculation of benefit/cost;raiio; lThis'further”sttehgthenea the
above proposition to concentrate on current*operationaltbedefit/cosf
ratios. Imported material inputs for veexportation, nsually Eéing made
up by sophisticated parts and:components) ‘can also be left out of the q
caicolationstog the similar grounds...In’otﬁer‘wofﬁs;.tﬁé'réthé} impésQ‘
sible task of valueing imported inputs and exportedioutpoﬁs‘With“theif
respective world market prices - reference to thesé’pr1ces w111 be made
under section 6. below -- does not .arise,:

' The most attractive analytical consequence stemming from ;he
points 6 through S,Jhoyever, is that it:will be poééibl%_to evaluate
the‘differegce,between;thg situation with .ahd without maquiladoras in o
.terms of a net monetary result, In other words, it can be answered
the question of what :the Mexican economy would’ have looked like had
the mgqullgdora activlty not been undertaked, -Our cost beneflt analysis
will lead directly .to this résult. Thefreaéop is that whereéas other ‘ _
forms of foreign direct investment may have to be considered in the =
light of the alternatives of (1) local ownership of production .
facilities, (2) importation rather than production of products in
question; and (3) doing without the products, in the caseé of inter-
national. subcontracting the only-possible alternative is simpiy'ﬁot”'/
to do it, The possibility that otherwise independent entrépreneuriai
talents are being absorbed into foreign-owned maquiladoras ¢an be taken
into”acqount in the estimation.of the social opportunity cost of that e *
manpower. In any oége;;however,rthese»local:managefs'Wbula'normaliy o
lack tﬁe capital to beceme industrialists énd 1f they weare té-run labor
1ntensive maquiladora operation with little inveéstment, they would
Probably be quite subjected to the orders and scrutiny of foreign

principals and thus come rather close to the status of employees.

/An evaluation
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An evaluation of the question of what would have happened in the
“igbsénce of maquiladoras is also seen to be greatly fac111tated by the
"fact that' little externalities stem from this export oriented activ® ty,
‘ whéreas | many ‘other undustrial prOJects might help or damage other pro-
duction, It w111 however, be necessary ‘to consider, for part of the
analysis, the maquiladoras in Mexico as a whole and not as 1solated
‘cases sinée it {is only the evaluation of their combined impact upon »
Mexican labor,’ for example, that permits ‘an answer to the question of
what would have happened on that accouat in their absence. It should
" also be- clear that this question is to be distinguished from the question
 of what would happen if tha present maquiladoras would disappear. Issues
"ar131ng in respect “of the latter are aeparately der1r ~with in’
chapter V, N - ' T -

Exclu31ve concentration on the value ‘added by maquiladoras in
'Mexico would however, also possibly leave aside questions concerning
profits’ generated by foreign subsidiaries. There are good reasons for.
w'd01ng so although profits transferred abroad are usually considered a
real cost to the ‘host economy. International subcontracting activities
constitute often only a partial relocation of productive processes from
industrial to’ deve10ping countries upon ‘which the subcontractor becomes
z‘active only after he ‘has received an order from the principal to produce
The subconttactor then is not a bu51nessman w1th full fledged entrepreneurial
functions for which profits are usually attributed. Then there is the
problem of - imputing any profit theoretically to be accounted for by the
maquiladora operations since the corresponding values on the books of
these Companies are entirely an arbitrary matter in V1ew of ample pos-
sibilities of trandfer pthlng. in the light of these aspects 1t occurs
that' the only meaningful éxercise with respect to profits would be to
calculate that amount of actual or potential profits transferred abroad
‘that would reduce a positive benefit/cost ratzo to the one. More will
be said on this topic in the below sections 5.1 and 8.1, )

‘Turning to procedures and stages of analy51s, it will first have '
to be realized that not all’ costs and benefits involved are of purely

economic nature and that only part of them can be quantitatively
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measured in monetary terms. In the analys1s we will make a major distinc-

tinn between quantifiable and non-quantifiable effects, As for quantifiable
effects, much of the foregoing methodological con51derations are relevant,

However, detailed aspects involving calculation questions will be taken ¥
up in the below section 6. - ‘ 4

In general terms, the analysis will have to begin with a cons1der- f

ation of gross benefits that Mex1co derives from international subcontract-

1ng activities. These benefits amount simply to the value added locally

to the extent of which there is a gross, foreign exchange inflow, negleet-

ing the exceptional cases in which maquiladoras sell in the Mex1can market,
.Next,ball local inputs into the maquiladora operations will be considereéd

in terms of their social Opportunity cost which in 'the language of the

UNIDO Guidelines is understood as the "Maximum alternative benefits

foregone" (nAge 52). Most cruc1al will be a realistic ‘evaluation of the

real cost of labor since this resource constitutes the major local input

and the difference between its cost and the _wage rate of maquiladora labor

is bound to significantly influence overall results. It is on this field

where much of our field work was concentrated o,

The evaluation of the social opportunity cost of labor is, closely

related to questions concerning employment generatlon through maquiladora
7 actiV1ty and, in turn, to patterns of migration 1nvolving the various

sites of subcontracting in Mexico., All these_phenomenadwill,have-to_be

cons1dered in a comprehen51ve analysis. Then, the possibility and:

necessity to apply shadow pricing of foreign exchange will have to be .

taken into account for which _simply a premium can serve that reflects a

possible overevaluation of the Mexican peso. We will probably resort .to
lthe number used in evaluations of the Presidency of Mexico, in a ‘way the b
central planning office of the country.

: So far we touched upon. the field which we callleconomic efficiency il
and in which a net monetary result will be established as a kind of

distortionary difference between market and shadow prices. With the

conv1ction that various quantifiable costs and benefits of maquiladora

activities have been evaluated and measured on a comparable bagis, we .

/will proceed



.- will. proceed to a next 'stage of analysis described as social profitability,
.Here, in the ultimate instance, we might attach certain’ corrective weights
to some of'the;data. -To mind come the social valué of investment and
various distributional effects including-male vs. female participation in
. maquiladora employment, personal and regional distribution of inceme, etc,
Some of such adjustments may aslso be made inthe light of macropolicy
considerations and the degree of compatibility oi‘deve10pnent’policy;
objectives involving the maquiladora plants.
As for non-quantifiable effects, consideratian will'be,given to:

the transfer of technical and managerial know-how .as well .as learning*
effects already mentioned elsewhere. In addition, it wxll be important

to evaluate the impacts, if any, that stem from maquiladora activity

on structural change and 1ndustrialization efforts in Mexico, work1ng>
'~cond1tions, motivation, 1mpact on 1ncentives, etc. As far as instability
and any dependency effects are concerned, a separate analysis on such 2
topic is in’ order’ given ‘the footloose chatacter of international sub-
contracting and the number of pertinent arguments that are often thrown
inté the debate on maquiladoras in Mexico. .

Some of the purposes of research mentioned at the end of the fore-
going” section may now be restated in terms of the general possibilities
that the application of a cost/benefit analysis otters.' The Mexican
government - cannot directly select the actLV1tie° in the private sector
in general and in the field of international subcontracting in particular,
but it may have, in the latter case, a considerable influence over the
initiation and location of such industries. This is a field in which a
social cost/benefit analysis is’ particularly helpful 1n ‘the ultimate
instance, - Indeed, policies towards maquiladoras in Mex1co seem to have
been followed with little or no adequate analysis ‘of social profitability.
Therefore the danger exists that a pattern of industrial development of
little or no advantage emerges or, what seems to be nore likely,,that
there is little awareness of ‘actual and potential net benefits that
society may derive from this activity. If maquiladora activity is
soc1ally profitable, it is important to know how much

oy, . o
(L R e '
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A soc1a1 cost/benefit analysis can .therefore serve .the rationaliza-
tion of the correspondrng decision-making processes in the public sector
and»perhaps.also in parts of the relevant private sector. This would

involve, among other things, clarification on the questions to which

extent development Drxor1t1es are effectively pursued as far as the maqui -

ladora industry is 1nvolv0d and in :yhich vay the posszble social profit-

abllity"of these plants to the Mexican society can be increased..

1

2. The interviews . = - : Lo

2,1.. Maquiladotas covered

‘The olaces where we v151ted maquiladoras and with the exception
of one plant, conducted 1nterviews with plant managers were, in
chronological ordet: Monterrey, countrysxde 1n the State of Nuevc Leén,
" Matamoro s,'Chi;' ahua, Cludad Juarea, Nogales, de ica i jnana,

Compostela (of about 20°000 inhabitants and located in the State‘of h
Nayarit), Guadalajara, Mexico Clty, Puebla, and Tlaxcala. Complete
data on the value added in Mexico and its breakdown as well as on other
fields covered by the questlonnalre were ohtalned from 31 plants.. The
maJor ‘characteristics of these maquiladoras are presented 1n Table 2.

All foreign owned plants except one of Japanese ownershxp are
of U.S. origin. "Other industries“ of the sample comprise shrlmp,
coupon, paper products, metal products, 1enses and helmet assembly or
‘processing opérations. ’

Employment data may be a first indicator of the relative importance
of the sample in total maqu11adora actlvity in Mexico. The 1974 average
represents nearly 20 percent of the total average maqulladora employ-
ment reported by the Secretary of Industry and Commerce (SIC) for that

year. - R ‘ ‘ !

Twelve maquiladoras of the sample belong to U,S. parents that were
among ‘the Fortune D1rectory of the 500 largest 1ndustria1 corporatlons )
for 1974, 'six" of ‘these corporatlons occupred a rank _among the first
hundred, three among the next hundred No plant of our sample belonged

to U.S. industrial corporatlons 'in the second 500 largest group. We
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Table 2 -

MAJOR CEARACTERISTICS OF SAMPLE FIRMS

_ Employment

"Industry
Total Ovmership , : »
Location , - — Elec~- Electro- Tex~ 1974
number Foreign Mexican trical nics - tile otherravérage Present
1. Bordercities .23 '20 © 3 ' 4 12 2 5 11965 12803
Matamoros -6 -6 - 3 2 - 1. 3400 4 180
Ciudad Jugrez 6. .6 - 1 4 - - 1 5158 5 752
Nogales 4 - 3 1 - 2 - 2 1 115 976
Mexicali . 3 3 - - 1 1 1 . 1080 975
Tijuana L4 2 2 - 3 1 - 1 212 920
2, Interior 8 5 3 - 4 2 2 2 647 2179
Chihuahua 3. - 3 - SR A ‘426 596
Compostela 1 1 - - - - 1 206 78
Guadalajara 37 3 - - 3 - - 1953 1438
Puebla =~ 1. 1 - - 1 - - 62 17
3. Total: 142 31 .25 6 4 . 16 4 7 14 612 14 S02
o . Table 3
SAMPLE FIRMS BY SIZE OF'EM?LOYHENT AIlD MAJOR CHARACTERISTICS
Present Location;. ) Industzry
Total _Ovnership . : :
employment 0 = Inte~ Eiec~ Eleciro- Tex-
range ngmbgr ?orefgn_MEAican Border rior -trical mics tile Other
Up to 99 g 5. 3 5 3 i 2 2 3
100 - 19¢ ¢ 5 1 4 .2 - A 1 1
200 - 499 8 6 2 5 .3 2 3 1 2
500 - 999 7 7 - € 1 1 5 - 1
above 1 CO0 2 2 - 2 - - 2 - -
Total a2 6 22 9 5 1 4 1
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have made sure to also include smaller firms involved in internaticnal
Subcoﬁtracting activities in Meiico. Table 3 presents a breakdown of
the sample by labor force presently employed together with the major .
characteristics of the plants.. S v
— Other plants we visited and where we conducted interviews, but '
that>de'not form part nf:the aboye'sample, ﬁere:f»two’Mexican firms ﬁhat “ .\@
had been maQuiledoras sometime ago;'two maquiladora cooperatives in the ’ |
textile industry previously owned by Mexican businessmen; one foreign-
owned maquiladora in electronics where time did not permit to collect
all deta; two plaets in!electroqics in the State of Nuevo Le6n; belong:
ing to a Mexican firm with activities in 16 small villages and a total-
present emoloymentzof 1 600; a firm in Mexico City that in 1974 destlned
part of its oPeratlon to maquila activity; and a text11e plant in
Tlaxcala that s;arted operations only three months ago. .

An average of five hours was speat in each maquilédora. This
included an explanation of the general purpose of our v1s1t together":
with a detalllng of research goals; an interview with the general manager
and, in larger firms, also with the comptroller and chief of personnel; ~
interviews of employees; and, without exception, a tour of the production

facilities and thus an insight into the working conditions of all employees.

2.2. Other interviews

In order to'evaluate the’sociai opportdhity cost'bf maqulle man-
' power, related’ distributional effects and mlgration, etc., we inter-"
viewed a total of 622 persons. The1r characteristics by location, sex,.
and major job classxflcation are presented in Table 4,

These interviews were ‘conducted exclusively in 'the plants we

3 )

- visited and with the permission of managers. In two cases we dropped .

one question from the employee questionnaire at the request of company

B
representatives.* ‘

* ;Qué haria si perdiera el trabajo en la maquiladora? - ;Encuentra

otro trabajo en ‘esta ciudad? - ;Se regresaria a su lugar-de origen? -
¢Su familia lo mantendria? - and others.
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v Table & o

"o

MAQUILADORA EMPLOYEES INTERVIEUED, BY SEX, MAJOR JOB CLASSIFICATION AND LOCATION

-t o,
b - Total ~ .~ Female o Male
Location nun- Opera-  Super- Secre~ Opera-  Super~ - -Techni-~
‘ ber tor visor tary ~ tor visor cian
1. Doxder o 43V 298 0 A& - - 2L 42 1 7
Matamoros - - 66 - 43 - 14 7 -3 ¢ - 3 3
Cd. Juarez . 105 69 13 10 & 6. 3
Nogales ' 72 44 2 6 - 25 2 -
Mexicalldi - 26 b2 S ¢ AU S 12 1 -
Iijuana 83 .. P2 Y R 1 1 -7 1
2. Interfor - 191 1% 25 40 g - -
State of - :
Nuevo Leon 28 - 130 ° - . 6 - -
Chihuahua 47 37 4 4 2 - -
Compostela =~ 20" '~ 13 7 - - - -
Guadalajara . 64 . 63 . L - - - =
Puebla 17 13 4 - - -
Tlaxcala ' - 15 - 15 - - e
3. Total: 1+2 622 452 69 25 50 19 7
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Selection of the employees interviewed was at random, but
influenced at times by the needs of production, that is, for example, that
operators at a conveyer belt could not be called upon in some plants, in
these cases, there were, however, usually other operators available,
‘Company tepresentatives were present’et about 15'tq 20 percent of these
interviews. = e ” _Y - o | SR

The flrst hundred employees were interviewed on a one by one: basis,
later in groups of three, They first were briefly explalned the purpoge .
of our visit and that the interviews wouid be oﬁ-a no-name basis so that?
the atmosphere was usually relaxed and qdite cordial At times, ebnéerse-
tions with employees considerably extended beyond the mere £illing out of
the questlonnaire because I was interested in brlnglng out in detail one
or the other point, particularly alternative job opportunities and the
general situation of.employment of the respective towns.

Finally, in search for the unprotected wage level for Qnskilled
labor outside maquiladoras --where'l assumed that often less than the
legal minimum salary &ould be paid-- and, thus, in search for the
income margin to the extent of which the operator might benefit from
maquiladora existence since with few exceptions he is paid at least
this minimumfsalary,-we interviewed another 60 pefSons in various
cities (Matamoros, Cludad Juérez, Nogales, Mex1ca11, Tijuana and
GuadalaJara) These people are in those occupations that constitute
important alternative employment opportunities for operators in the
absence of maquiladoras. They were approached wherever we thought to°
be able to get hold of the lowest-paid jobholders: hotels, restaufants,
shops, streets (vendors, etc.) and other places where, in part, there

~are people considered to stand for disguised unemployment.

/II. LOCATIONS
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T11. LOCATIONS DECTSIONS OPERATING PONDITIONS AND
e "COMMERCIAL PRUFITABILLTY

3. . Location decision

L4

The relocation of productive processes outside the country. of the
Drlncipal occurs w1thout exception in view of a 31gnificant cost saving
onnortunity, whereby the comparative advantage of the host country occurs
in terms of intangible local imputs, i.e. mainly lavor. This shift 1s
sought because of a competitive drive in most cases. and often.avparticu-
larly pressing need for relocation results’ from the shortness of the
product life cycle which is typ1ca1 in the highly competitive electronics
industry.. - ‘

Mexico-offers interested princioals thié cost saving opportunity,
but to a different degree ‘than do most other develop1ng countries that '
are .also trying to attract international subcontractlng activities.
Generally :speaking, the wage level of this country is reletively hlgh
within the developing world. Nevertheless, up to 1974 and presumably
the present Mexico has been’ among the most preferred places for maquila ;
operations otiginating from the United States. 'The variables that enter
the location decision of U.S. firms involved can thus throw some‘Iight
on: the specifics of the compétitive position of Mexico. In particular,
their evaluation might help to single out'the’inaustries and‘tvpee of
enterprises that are particularly suited for the Mexican policy of
promotion tobe éffective. Also an insight into thé location decision-
making process will provide an understanding of the nature of the
business that ‘has been attrdcted to the country.

The decision to locate in Mexico and ‘site selection within Mexico'
g0 hand in hand. . But a separation of the two may be in ordet since the
foreign investor can choose from a great variety of places within the ’ 
country. ' In fact, although there fs some concentration in certain towns;
many other Mexican places haveé been involved in maquila activity, along ’
the 2,000-mile border’ with the United States as well as in the interior

of the country. There are usually quite significant differences from
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location to location in terms of climates; infrastructural conditions;
administrative framework, laoor relations' transportation and other
distant costs; availaoility and quality of manpower; legal minimum
salaries; etc. The distinction between these two types of location
decisions is also useful in the light of the fact that the Mexican
government, since 1971, has actively sought to promote the establishment

of maquiladoras in the interior of the country.

3.1. Decision to locate in Mexico

Most foreign companies 1nterviewed made careful studies of a
variety of possible sites in different parts of the world before they
finally decided upon the location of the labor intensxve productive
_processes to be shifted out of the U.S. In a ‘number of cases Mexico
also benefited from a relocation of part or the total of maauila opera~-
tions that u.s. based multinational companies had entertained in Asia.

Political stability can be considered as an essential condition
in the eyes of the foreign investor. The reason is that many companies
are looking for a long-term 1nvolvement with the host economy, however
rudimentary the corresponding linkages may be and however footloose the
maquila industry appears to be in general. Some of the‘foreignvcompanies
tend to invest highlyvin physical capital, and any threat_of expropriation,
actual‘or potential, would disqualify the corresponding host country as
a site for a subsidiary. In the context the prevailing foreign invest-
ment climate in the host country is a factor of important consideration
together with local labor laws and official operating conditions.‘ As
far as the latter are concerned, and in the light of increased competi-
tion for international'subcontracting activities among actual and poten-
tial host countries in the deueloping world, there is a certain minimum
of incentives as the going price for the attraction of this business.

‘ This price is to be paid in terms of waving the aoplication of pertinent
import and other regulations in order to facilitate the supply and

Areimportation of materials by principals in industrialized countriea,

/leading
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leading in effect to the creation of a kind of a foreign enclave in
the host economy either as bonded plants or industrial free 7ones.

. In Mexico, the maquila industry can generally be considered as aeine ;
made up by individual i{n-bond operations.

For the world-wide’ subcontracting activity in general transport_
costs usually play only a minor role in total costs considerations and
thus location’ decisions, but this 1is somewhat different in the particular
case of Mexico, the only developing country with s common border with an
industrialized country. This geographical proyimity to the U S. is in
fact.a particular attraction to many companies of thlS country. Even
light. products’,’ 'the assembly and/or processing of which is located in
Mexico, offer substantial such’ savings in comparison with alternative
locations in-othet nations." A tase in point is a maquiladora which
emp loys aboutefive hundred workers to sort each week ° million coupons})
with a shipping:weight of four thousand kilos. Distance costs are,
however, not only to be seen in terms of the heaviness and/or bulkiness
of products and correSponding ocean or air transport rates. First, ocean
transport may unduly tie up capital in inventories for weeks. Second,
many products are constantly undergoing changes ofteniof design, and
therefore do _not lend themselves to. long production runs which otherwise
would in a way, compensate for higher transportation costs. Third, '
many productive processes depend to a high degree upon the engineering
help from the parent company.which.might-have to be obtained within a
very short time span. The. latter aspect may.also include ‘the time
element in 1mplementing.new product specifications.

Mexico may not qualify for-a number. of subcontracting activities
because of its relatively high-wage level for unskilled labor referred
to above, :However,‘in a number of important cases, this wage'differen-
tial may'not be of prime consideration in a location decision. This will
be typical for those plants to be established:that are telatively capital
intensive and stand for a high degree of industrial sophistication., The
availability of skilled labor, and, maybe  even more important, of tech-
nicians and local managers, perhaps together with ready technical support
from the parent company, will then be decisive.

/There
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" There are a few more variables that were consldered when the
decision to locate in Mexico, and not in another part of the developing
world, was made. First, some executives with Asian experience considered
the degree of language barrier to be such a factor for consideration.
Second in a number of cases, in which particular emphasis was on long~
,term 1nvolvement with the Mexican economy, active consideration was 6
given to gaining access also to the domestic and other Latin American
_markets within the framework of regional integration. Third in the‘

‘case of a non-U S. foreign maquiladora, consideration had been given
to rising costs of the material base in the ,country of origin 1n the
seunse that the U.S. is seen to become increasingly competitive in the
future. iIn fact it would not be out of the question that Mexico were
to be increasingly considered as a site for maquiladora operations by
European firms in the years to come although this may 1nvolve a

not too easy swith of their sources of supply, most likely to the U, S
where parts and components as inputs may be expected to be produced

relatively economically due to economies of scales.

3.2, Site selection within Mexico

-The great number -of Mexican places involved in international .
subcontracting activity is striking, but simply reflects the fact that
different companies. have quite different needs. - Again, in many cases,
the site selection followed a very careful study of -alternative loca-
tions. Among the few exceptions to this rule were a plant placed near
the rancho of a foreign executive and the local political connections.

of a Mexican wife of a plant manager.' As. far as Mexican-owned maquila-

T’

doras are concerned, there is naturally little site selection, a fact

that might.make these maquiladoras. slightly less efficient and flexible

vis-a-vis their foreign counterparts.. R . - : : : »
The legal minimum salary does not appear to have been a significant

factor in. the location decisions of most foreign companies, but it should

‘be.taken into account that many of them were established quite a few

/years
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years ago when the absolete difference beeweenilow-wage and high-wage
areas was relat1ve1y small, Nowadeys; after seﬁeral recent across-the-board
increases, wages for unskilled laoor may be anyshere between some $250 and
$600 pesos per week, as we encountered them on our interview tour. Thus
they are of importance to newcomers and those establlshed flrms, mainly

in the relatively labor intensive textile industry, that are located in
high-wage areas in Mexico and facing increasing competition from other
developing countries. A textile plant we visited that was established
only.ehree months ago can probably afford to plan an increase of its

labor force of 60 workers up to a thousand only because it is precisely
located in one ef tﬁe lowest minimum-wage areas of the country.

Operating conditions at particular sites are often changing rapidly,
but have played an important role at the moment in which the decision to
locate was to Be taken. First,‘there is some difference, significant in
the eyes of some executives, between the free zone of Baja California,

a few years back inclﬁding also Nogales, on the one hand, and other parts
in Mexico, on the other. Generally speaking, access to U.S. supplies
other than materials is much easier in the free zone. The edvantages

of the zome include also a cost-sav1ng aspect .in terms of bonding costs
and a less bureaucratic handling of the usual customs business of
maquiladoras. Second, relatioms at the political level were important

in a number of locatzon decisions, although other characteristics of

the sites in question appear to be rather adverse. 1In particular, this
involved easy access to a state govermment which cares and has a close
working relationship with the one on the U.S. side. Third, many companies
fegard highly the facilities offered by an industrial park, the existence
of which was a decisive factor in their locaeion decision and that usually
house a significant portion of the total maquiia activity of the respective
town. Our interview tour took us to four such parks vhich, in part,
greatly impressed us by their infrastructure facilltles and zoning regula-
tions that are much beyond the usual requirements in Mexxco. Plant
managers highly praised the professional character of these privately-run
establishments that usually offer any imaginable deal to interested
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foreigqnigvestorsiﬁrgmtg;mg;e,rqqtingﬁof:fagilicieswgo.bheirvbwh-

. constructing them as well as.the so-called shelter plant.program . .

v._yhichwsrgn;figantly‘rgducggétbe:r;gkuto.beWtakenwby the foreign
| investogty”Fogrthufgomq,;ocgtiogpdgcisions.wero;highlyﬂinfluenced:by
personal promotions, .such- as.those made by park owners, but -involving - :
Mexicanhlawyerg,agthccopntégts,thgt subﬁequentl9 have been doing a:
goodyoéél of.bugipesgleth;thg maquiladoras.. .Fifth, :labor relations
in general and the pattern of union activity in particular have
influenced location decisions; but agaip, .over the years the corresponding
conditiogg hayeiundergone some change so<thatrin»cgrtain’parthofuthe
border, companies are‘regrétting nowﬂtheirjoriginal-decision~without'
seeing an easy chance to. relocate. . L ) : . .

. A particular. geographical location in terms.- of transport and other
di§tanoe costs has played an importnat role in many decisions on site
selection, idoosiﬂerations,ugderlying,them are manifcld and merit some
detailgdﬁprosgptatign.ﬁ.First,:in an attempt, to minimize tranmsportation
costs to be incurred in: Mexico, many companies established: themselves - -
along the border, However, it appears that.the .cost-saving potential of-
sugh stte §§1gction Yrs:aeyis -locations in the.interior of Mexico is .
geﬁerally‘overgtatod, ;A,compghy in Guadalajara, for.example, saw its
tranqportat;on-costsAincroagednby,only”ZSZ when relocating from the .-
border zone, aniadditionalAcost,that;wasumore,than;offset’by~savings .
initermsiof:the,ootrespondingvlegal minimum wage differential.  Execu-:
tives of this oompony.gado_the,point that site selection should be part :
of a proper longdrange planning -and not be unduly: influenced by too
short a horizon. . The possibility to locate in the .interior of Mexico is
1however relatively recent (1971), and the first plants there had to ‘

,overcome quite a few bureaucratic obstacles before being able to Operate
smoothly. Nowadays companies. in Guadalajara enjoy a benefit they consider
_@ighly: .a spoqiq} customs. unit the work.of which led to the-elimination
of the uoually substantial handling charges and provides for. rapid customs
clearance of products transported in sealed trailers. to the.U, S. side of

the border.h Second, to some companies located in Ciudad Juarez it is
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important to-have the U.S. market wide open from the best possible '

< geographical angle. - Third, tranhsportation facilities in and near U.S.
border towns; rail, air, iand ports (Houston and San Diego), Wwere given
important comsideration. Fourth, the existence of ‘a tuin plémt on the
U.S., side may be a most-decisive factor as it is in some cases for which
the degreé of dependence of each plant upon thé other is 100 percent.
In a number of cases, however, there were only storage facilities involved
on the other side: ' Fifth, closeness to thé parent company is important
if there is some measure of dependence of its Mexican maquiladora upon’
ready support fac¢ilities involving usually the expertise of technicians
from the:parent. Also direct communication between the two and the
gbility to quickly control a rapidly changing technology might be an
asset in-the contéxt. ‘8ixtH, closeness to a large consumer market in
the U.S;; such as California; is important when the products of maqui-
ladoras.-are ‘finalioties and ready feedback from this market is neéded,
as happens :to be the case in'the textile industry. Last not least,' =
considerations wete also given to climatic conditions that are quite °
different among 'a number of ttwns. - '

.1 Considerations given by foreigh companies to the availdbility of

- manpower which aré of prime importance in a number of lo¢ation decisions,

" are:particularly hoteworthy for a developing country with widespread *
industrialized experience such as Mexico. Companies that have stressed
this factior may be~ loc¢ated either at . the border or in the interior.
Important “is thdat the.wage level is:of iélaéively'minot relevance to
them and that ‘the ability to attract manpower and to reduce the turnover
rate may be decisive. As for unskilled labor, availability of manpower
is an issue ‘either if a specific location offers spécialized people at
the operator level as iit happens te bé'the 'édée with one place vhere
sewing . -ability is ‘widespredd among the population or if the operator

.i:is expected to have more ‘than-an elementary éduc¢ations since the type

of assembly or processing would require him to be above average. In

some towns where there is a relatively tight labor market for such labor,

companies had a problem with the turn-over rate which was particularly

e /troublesome



- 28 -

troublesome when long training periods implied a substantial investment
in human capital as it is the case in the coupon magquiladoras. Too much
‘reliance .on migrants in border towns is generally considered precarious
since a relatively high number of them will eventually seek employment
opportunities in the U.S, . .. . ;. : , by
Availability of manpbwer:becomes.of utmost importance with tiéspect
to skilled labor and professional staff when the productive process is.
sophisticated and a-high techhology business is involved, ' This would~
concern those companies for which Mexico is highly attractive vis-a-vis
many. other countries in the developing world, and; in  the Western
Hemisphere, North of South America, companies that probably render
. relatively large benefits this country as we will ‘see later. Generally
speaking, these foreign investors are looking for American a;yled
management and this requires that their location should be as attractive
as possible to such foreign as well as local personnél. There are in
fact a number of locations in which companies cannot hold such profes-
sional staff so that corresponding recruiting and retaining factors
as well as general living conditions become decisive. Companies would
then cﬁoosé locations where there are universities and technical schools
including night schools -on the U.S. side where young graduates can pufsue
post graduate studies. Furthermore, for foreign nationals the possibility
to live 'on the U.S. side is of some importance, particularly in view
of the .schooling of their children. Also, they often expect this place
to be of a decent size, would like the Mexican twin city to be rather
bicultural, not overcrowded, and prefer an industrial environment to
© too much tourist orienta;ion.. As far as the interior of Mexico is con-
cerned, important consideration is given to metropolitan-sized towné
together with training institutions and. comfortable living conditions
where Mexican professionals may even be hired at ‘a lower salary than in

other parts of the interior of the country including the Federal District.

/4. Operating



L. . (Operating conditions

* "Prevailing operating conditlons for maquiladoras in Mexico may
best be-apptfeciated in the’ light of the general characteristics of
these ‘plants. Therefore this part of the 1nterim report is initiated
by a charactetizatlon of the maquiladora business in Mexico 1nc1uding
the trends that' it is undetgoing. No attempt is being made yet to
quantify, for our samole group, the various quantifiable aSpeCCS that

have been reglsteted during the interviews.

4.1, General characteristics of maqulladora activity -

Most. firms of the sample. established themselves towatds the end
of the 1960's and in the early 1970's. 'A few, however, had begun
operations, with special permissions, alréady back in the early 1960 8
vhen there was not yet a defined miaquiladora program on the partlof _
the Mexican govermment; and, on the other extreﬁe; a few started:Opera-
tions as.late as 1974 and early 1975. .

United States principals of maquiladoras in Mexico usually availed .
themselves of the incentives provided by U.S. tariff items 806 30 and
807 right from the start of operations. The vast majority of products
sent to the U.S. undergoes. further assembly and/or proceasing, only a
few are for final consumption. However, in‘a number of cases the _
processes applied .on the U.S. side are of minor importance in the total
of operations when, for example, this’ fnvolves only quality control or
sterilization of medical supplies. 'Someé of the pro&ucts eventually
return to Mexico after further assembly and/or processing in the U.S. Also
quite a few macuiladora products are everitually sold in third countries, o
Canada being an important final cohsumer market.

Certain types of products' face a highly c0mpetitive international
market, mainly of the electronics and textile” industries. ‘This may )
partly account for the fact that some U.S. parent’ systems with electronics N
maquiladoras in Mexico. have also assembly plants in other parts of the L
world. A few have.various'maquiladoras in Mexico since ‘the feeliug .

prevails on the part of many plant managers that there is a llmit to

/the growth
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the growth of a company in one place in Mexico. Such.sister maquiladoras
in Mexico usually do not have any relation with each other and represent
entirely different lines of production, but we also came across one case
where there is some divxsxon of labor between two such plants 1n that
they are supplying each other’ d1tect1y. Such a possibility on a larger
scale, including 1ndependent plants, is considered by some experts as a
pending next stage in maquiladora development in Mexico. In fact, many
imported inputs are originally assemb les and/or processed in Mexico by
other maquiladoras and seem to quite unnecessarily involve the U.S. in

a kind of a triangular operation. ‘Then some parent systems have sub-
sidiarles other than maqulladoras in.Mexico, usually with Mexican
lcapital participation, that are supplying the domestic market. Again, .
this usually involves different lines of products ("the Mexicans might
not like or be able to afford fancy products‘suchvas fridges with ice
and water through the door"), but if it is a similar product, the sales
price in the Mexican market will amount to several times the price that
maqulladoras would charge; the main reason for this is the amount of
protection under which it is produced for the Mexican market at various
stages of production.

World-wide recesslon has affected the volume of operation of most
maquiladorasofoursample.:However by July-August 1975 this industry was
clearly recovering. Im quite a few cases the rate of capacity utiliza-
tion had not yet reached the average for 1974 although, as the employ-
ment data presented in Chapter I would show on the average, the level
for 1974 appears to be sorpassed. 1t also has to be taken into account: .
that the rate~of.capacity utiliaation often depends upon the degree to
which plant managers want to build some flexibility into their produc-
tion systems. The plants that have been operating at full capacity
throughout the last 18 months were either those the products of which
face a very inelastlc dehand, as for example is the case with hospital
supplies, or because the principal in the States has an outstanding
distribution network and some monopoly power, possibly through product

differenziat1on as was the.case with one textile maquiladora..

/As far as
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As far as a characterization of productive processes is concerned,
a distinction between bench work involving predoninantly hand operations,
on the one hand, and, on the other, conveyer belt systems as well as
machine operations:may be in order. The former is highly labor intensiye,
movable capital per work place .amounting.perhaps to a few dollars. Also
such processes:do not change much overtime. The latter, by contrast, is
characterized:by a relatively high,capitaluintensiyenese, capitalngoods
usually being mounted to the ground. - Training time and .¢capital intensive-
ness avpear to be positively correlated but there are also.exceptions
such as shrimp processing with little. investment but vatgouswmonths of
training time. Another. such examp}e.is.the~assembly of wiring for'
planes one: piece of which may take the operator up to 180 hours to
finish, a work: that is highly skill-intensive with corresponding'train—
ing requirements. . .. : ) _ . L

Engineering is mostly done in the country of origin since most .
parents prefer to maintain and retain a.competitive base at home in
terms: of a fabrication of parts and components. .In the case of some
smaller - and less -sophisticated maquiladoras, however, .almost 1007
of - the productive process had been.transferred to Mexico., . i

The more sophisticated ,operations would face a tremendous problem .
if, in case of machine breakdowns, there were.no technicians available
for quick repair. Rather than.relying upon oont;nuous,eupport,trom_
parents, in a number of plants there is clearly a tendency to, become
quite self-sufficient in every respect, leading, as it appears, to a
progressive vertical integration of their productive processes. In
the context, I heard various times the argument that the recent wage
increases in Mexlco will have to be compensated with the next level of
technology, in a way paying for higher wages by relat1ve1y reducing v
the number of Jobs available for local manpower. A number of plants.
have or ate, in effect, establxshlng their own reoait shops and are
tending to employ more and more hiOhly quallfied Mexican tool makers.
Such a trend seems to be relatively more pronounced for plants iocated
‘1n the interior of Mexico. In some businesses, a trend towards auto-

matxzation is in part considered a way to survive a competitive struggle.

/Turning
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Turning to entrepreneurial functions,there is clearly a trend
towards centralized purchasing on the part of. the parent company if
this has not already been accomplished. This must partly be seen
in the light of the fac¢t that such aétivity is increasingly computerized.
. Centralized purchasing fiegotiations lead to shipment of goods from
ultimate suppliers, which may.be located anywhere in the world, directly §
to the maquiladoras, but in some cases they are first sent to the parent‘ |
company which might perform some quality control before transferring
them on to ‘the Mexican side. As was mentioned before, some of these,
products might have originated in Mexico. = Such is the case even in
the shrimp industry where Mexican shrimp together with shrimp from. other
parﬁs of the world is first shipped to Brownéville and then‘bn to the
maquiladora in Matamoros for processing and subsequent reimportation,
A sales and marketing function is usually of rudimentary nature
in most maquiladoras. But in case the maquiladora is supposed to
directly supply third country markets, be it in Latin Americas or .Europe,
there might be a tendency to take on more responsibility. There were
two maquiladoras that had marketing managers for sales to Latin American
countries. Also, in few cases, the prospects of fered by the implementa-
tion of the GSP in Europe, might lead to a rise in sales activity from
Mexican maquiladora sites together with an increase in the corresponding
entrepreneurial function. There is only one maquiladora in our sample
that sold modestly in the Mexican market, but projects such a business

to be of US$ 200 000 in the next year.

4.2, -Legai and administrative framework

Over the past decade, the Mexican governmenf has followed a policy

Ly

of promotion of maquiladora activity through the implementation of
successive legislative and administrative measures. These measures
have been somewhat instrumental in attrééting a large deél'of this o
businésé. WhiIe no attempt is made in this interim report to describe

and evaluate thoroughly the prevailing legal and administrative framework

'in which the maquila plants are operating, it should be pointed out that

the incentives provided are rather modest in comparison with those offered

/by other
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by otﬁer countries, most of all in Asié,which have followed 2 more defined
policy of promotion. The success that Mexico has had as a site of this
industrial aéfivity ié then gteafiy due to its unique advantages in terms
of geographic location and availability of skilled and professional
manpower;_ In view of this incentive differential, many aspects of the
legal and'administfative framework of the country are under discussion
and even critique with demands, on the part of plant managers, for improve-
ment, In the following,these issues are touched upon only in a brief
manper, reflecting in part the vxewpoints of executives,

Many plant managers are quite critical of a number of official
operating conditions. This stems in part from the impression that there
is a lack of local authority to hahdleiéffectively‘the problems maquila-
doras are facing at different levels."ﬁowever, almost without exception,

these executives would concede that there has been a considerable improve~

ment over the past few years. As one pointed out, "Mexicans are now aware

that there is only so much blood in the stone". And plant managers
thémselves, with longer experience in Mexico, come to realize that they
have to "play the gamé" to be "within the system” rather than running
head on Mexican authorities. The funds set aside for mordida payments
appear to be smaller and many companies have stopped such payments, partly
in the light of recent revelatlons in the U.S, about such illegal prac-
tices in other countries, although there appears to be always a demand

for such funds.and a certain éhreat of harrassment if it is not complied.
But again, thls situation appears to have improved significantly over

the years,

Maquila operations are Snly in part in-bond operations since supplies
have to be bought from Mexicans. This requirement often leads to bottle-
necks in operations because of a frequently inédequate local supply. As
a result,this merchandise has to be obtained somehow from the U.S. and
some Mex1can middleman will have to be paid dearly to get it from across
the border and to provide the invoice needed to cover this transaction.

Deallngs with the Mexican Soeial Securlty people present another

problem in the eyes of some plant managers. The reason is that the risk

/factor
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factor they were attributed and thus'oprteaponding,socialieecurity-u
.paynentelappeetgtoﬁthem;to_he.tpo high. Their requests .for a change.
4,1§”;his respeet‘are often left ‘unattended for long periods. . r. ...
The requirement of a 4 percent’'sales tax on the value gdded in - e

Mexico has been a much debated -issue. in recent, times. -There are a ...

number of legal arguments that are not explores in. this. interim report; *
.oniy,a fey othet points may bebque‘fot,the;time being. First, such’
8-sa153 CAX'appeate,to be unique. among developing countries. in-search .
for internationaiksubcontraeting.attiyities. ,Second!.the tax: ig an.. ' -
obstacle to any increase in maquiladora'purchaSes from Mexican, suppliers.
Third, the amount of. such tax payments is, to an extent, a matter. of
correct bookkeeping and any. verification, if desired by Mexican authori-
ties which does not oceur for the time being, would have to.be on the
»’:basis of these books and- probably constitute.a rather unusual scrutiny .
~of infbond Operetions, probably quite“unacceptable to many plant managers.
"The point to be nade is that any tax.to be collected from in-bond plants
and involvingAaecounting;pragtices may have.a>rathet arbitrary tax base,
iLe._perhaps lead to double-bookkeeping in some cases, and should ‘there-
,fore‘be .seriously reconsidered. This argument should also.be. ‘raised,.
.on the same ground "with respect to ‘the demand of some maquiladoras to be
1“gt§?ced'CEDI$? LIn.principie,,ifdtages,are to be collected by the host .
government ftom sueh.estabiishnentg,:it‘should rather be.on a simple
, basis, let us say per square*ﬁoot of space occupied or per employee. -
An elimination of the sales tax, to be sure, might, however, be'a. W
political 1ssue at present. Nevertheless, there are quite a few companies
: .that are . exempted from the .state quota of 1. SA of the sales tax and one
'or the other is. permitted to pay only half of the 4 percent.

LRy

Bookkeeping may -also be a problem area in case firms have maquila
operations side by side with other production for the Mexican market..
The productive processes miglht be separated by having two buildings
side by side for each operation as we came across onme case, .or they .
might simply be all under one roof which we also saw, ASeparation of

accounts here is a prohiem,?as ue,noted,mesumight ‘be that. of materials.

/In other
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In other words, serious consideration should be given to the possibility
that a number of plants, mainly smaller Mexican ones, 1mport illegally

under the disguise of maquiladoras.

4.3. Labor force and labor relatxons

A number of diverse aspects come to mind under this heading. 1In
the following, I will deal with questions concerning the quality of
maquiladora manpower, relations at work, union activity and issues raised
by the Mexican labor law. Again, thig will in part reflect the viewpoints
of plant managers and other employees of maquiladoras.

The quality and characteristics of macuiladora labor are quite
- determined by hiring practices, This holds particularly at the operator
level whereas in the case of skilled labor and Mexican professionals
there - is considerable competition for talents. 1In fact, many plante are
rﬁnning into problems concerning the availability of skilled technicians
at ‘the advanced technological level, qualified managers and also bilingual
secretaries.

At the -operator level, personnel managers can be quite selective
" in ‘their hiring process in most places we visited. The rejection rate
of apolicants ranges from B85 to 90 percent in some Ciudad Juarez plants
down to about 20 percent in some plants located in Nogales where there
is a tighter labor market. Records provided by one personnel manager in
Ciudad Juarez .showed that over a period of two years in the early 197Qf§,
only 903 people were hired out of 3,519 applications handled. This
amounted to a hiring ratio of 3.9 which had been increasing over the
course of operations.

Although there are always exceptions to the rule, plants usually
prefer single, young, local females without much previous work experi-
uence, "virgins in terms of industrial employment that need not be
retrained or untrained" as one manager put it and that have just completed
thelr elementary education unless the productive process requires them
"to be more prepared. A major aim of hirxng practices is to assure a

subsequent low turnover rate of manpower. Quite a few personnel managers

/have realized
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- have realized:that: operators with:-junior high school education quit
a lot’ faster since: they :are sooner frustrated, we were told, ‘and,”
as a consequence, have increasingly turned to manpower with only
primary education, most of all if they are to do bench work only. L
Of a 239 turnover in a two-year period of the company mentioned above,
only A had just attended the primary school the others had higher
education. n s ' J

" The’ selection process of applicants usually involves the checking ‘
of references, a manual dexterity test* a check’ into vision --colored ”
perception (deficient diét often leads to an elimination of applicants
on that account), a physical to make sure that the applicant has no
' contagious disedsés ‘and is not’ pregnant a check into hand-to -eye coordi-
nation, a general cultural test etc. In one plant, of 957 persons

“rejected, 241 had poor’ vision, 152 were physically incapable and lacked

'manual ability, 150 had too low an educational backoround and 130 lacked

“in appearance. Of "another group of 275 for the same two year period
176 did not show up for the eye test, 74 for training and 34 for the L

medical examination.

Many personnel managers conduct exit interviews when people resignQ

' There appears’ to be a significant difference between the reasons provided
by malés and’ females. Males predominantly quit in order to go back to
school and, next in- importance but much less frequent to take up jobs
with better payment. Females resigned because they marry or, next 1n -
,importance to attend ‘family problems or to go back to their place of

' orioin. As''far as lay-offs are concerned there appears to be a tendency

~to turn first to migrants and to keep as much as possible those that are

P AT BN

born’ in town.

‘Selectivity in the hiring process assures very good results in o

terms of productivity. In foreign plants, the’ productivity of operators '

is rated, a1m0st w1thout exception, far above U S. standards. The

* 1 did_.such a test in one plant.on- the basis of.a pin board and failed-
-'by remaining with 2 minutes and 45 seconds, 15. seconds above standard;
~in such-a case the applicant would be considered for- employment only

if labor supply falls short of current needs.

/United
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United States worker is believed to perform bettetr only when the
productive process requires him to be ‘invelved in some decision making.

This may account for the fact.thdt. in some ‘cases productive processes

‘have been reorganized into relatively more repetitive operations in

Mexico. . .Productivity was indicated to‘be less than that in:the States
in some Mexican plants, which may lead to the conclusion that this is
really a question of administrative effictency.  In general; it'appears
that productivity is positively correlated with the training time, -
although this needs -to be::checked iagainst the data ‘collected.

Relations at work can generally be ‘characterized 'as very cordial.
There are plants where executives and operators each use the familiar
"tu", : In most plants, higher positions darée being filled as much as
possible from within by a policy of irnternal promotion.  An exception’
to this is one border town where there is a rigid separation between
unionized operators and others at higher ranks, the so-called confiden-
tial people ('personal: confidencial'). Here promotion would become
effective in most cases only if membership in the union' is being foregone,
. Many foreign managers praise highly their Mexican professiénal

staff. In some cases, imaginative local trouble shooters’are a most

 important asset as well as those involved in jquality conttol.  This/,

in part, accounts for the general tendency among maquiladoras to
Mexicanize, as much as possible, the upper ranks. This tendency might’
even be apparent when' we will compare the composition of the average
1974 labor. force of the sample with that-at present. On the avérage,'
there.might be one foreigner for every two to three local employees.
We. also came, however, across some U.S. owned plants, one with over
500 employees, that operate without any foreigneri °

Nevertheless; there. are also complaints on the part'of foreign
plant managers in that local engineers would not come up to standards
or that Mexican management does not react ‘fast enough to a new program.
The latter reason. présumab’y led to a sudstantial layoff 6f workers

in one case, Some managers feel that the Mexican is not adequately

«comitted to work while his family lLife would be given overriding priority,

/at least
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at least much_mbre_than in the States. Mexican managers.in foreign
plants, in turn, are under the impression that foreign nationals often
lack an adequate .approach in the handling of affairs, partly with .
Mexican authorities,,gndnthap~manyﬂpqulems=atrdtffenent;levgls, within . -
and outside the plants,; could have been avoided by a better understand- .
ing of the Mexican ambiente. . , _ ,

Cultural differences, without doubt, play a certain role in the - -
context, but propably, only very few managers would subscribe to. the
opinion of ome plant manager that any such problems should entirely
be seen. as "diffe:eﬁ;gs in intelligence levels". It is, however. apparent,
that both sides try to.do their best .to overcome such difficulties, by
applying, as ong.fofeign executive with the. intention to.leawe .certain .
U.S. habits behind put it, a "mental therapy”.,

Union activity and strength differs from place to place, but, in
general terms, they are much more pronounced in fhe East.thép.in the
rest of the border zone. In the East, there is somehow a strict separa-
tion of confidential and other people referred to above and many plant
managers. there charac;grize the behavior pétternafyudnns as unreliable,
a situation that would not permit to establish a predictable long-range
basis. In some places, unionized workers pay dearly for their membership,
a 6% of their/salaries, and receive in turn as a major benefit. just a
placement service for maquiladora employment. This 6% cut is usually.
discounted from wages right away by the‘employer as a service to the
union, but this might not be an important detail because in the town.
in question two maquiladoras‘were oﬁ strike when we were visiting.

Those plants’ that are not unionized and prefer to stay that way.
often provide considerable fringe bemefits to their employees.. Firms
that failed in their attempt to keep the union out, are believed to
have been adversely affected in terms of productivity and quality of
pro@pcgs. There are undoubtedly quite a few cases where union activity -
was an impontaﬁ; variable in the decision to shut down a plant. Some.
managers felt that if the unjon should enter their plant it would . be. an .
indication that they have failed in the human relations with their workers.

/Others
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Others welcomed the unionization even of supervisory personnel and
considered the rresult quite positive. There are also plants that
sought:a collectivetlabor contract” right away: from the start, often
with a union of their choice at the local and, in'one case, at a
national level where union attitudes.are Selieved to »e more mature..

- In the eyes of many executives, the Mexican labor law is .quite -
a controversy sudject manner and many would probably subsscribe to the.
opinion-stated.by one that this law."is not geared: to industrial
society”. In fact, to them it.{is:quite an expensiveﬂléw,sintewthéfi"
laying off of..500 workers would normally amount-to a cost of some
300 thousand\U.S.'doilars-iq?termsrofhindemnization:paymehtSJ‘fSome‘ff
plant managers indicated. that. they would have:substantially increased
their labor: force.if it were not for' the existencerof thisilaw. -There
are, however, also different attitudes on:thé part ‘of some executives
although theéy:would represent a minority .wiew::1:Their opihion.is that
each foreign subsidiary has an obligation to'the host economy and that
the labor law, which.is considered allright, helps. them to fulfill
this obligation. .It.occurred to me that many managers might be less
opposed to the law if it were generally observed within the Mexic4n

community.

A Problem areas

A few olant managers indicated that they would reconsider their
original location decision in the view of a worsening of operating
conditions were they not in a bind with relatively heavy investments
in physical and human capital., Others maintained that many of the
‘problems refetred to. above are not xeally relevant to the volume of
‘theit opetation in that they are just notmal and to be expected as
well as controllable. The same managers however pointed out .some .
'problem areas at a more abstract level which they feel could affect
their abllity to functlon in the future. One refers to increases in .
legal minimum wages, the recent 22 percent of which has cost quite

a few companies up to a million or more dollars. So far these increases

'/do not
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do nof§ apegar to have affected the volume of operations, except in the
textlle Lndustry, but a‘major worry on the part of executives seems .

to ne the unpredictability of such increases and the problems that
future increases might cause in terms of their’ long range plannlng
which in .some, cases :is up-to 1980.. These' increases are believed to
be rather arbitrary:and, in the case of many border towns, not based
on local -facts. ... Future wage increases as a factor determ1n1ng volume
of ooerations 'were .considered to be particularly relevant to the
highly. competitive electronics industry. =~ _

Another more general.problem area was seen by one nanager of a
large plant.in.light of Mexican demographic expansion,’ the. magnitude
of which would make it impossible for any. develooment program in
Mexico to prevent social change ‘adverse tc business climate. A th1rd )}
such problem areawith implications for the volume of operations was
characterized as a ‘''cefitralization of government', describing a lack
of communication between ‘the companies and"Mexican authorities;
the latter, it was claimed, would not sufficiently recognize the
existence of;.the plants and shrinks away from a closer working
relationship.. ' ’

There are in fact quite divergent views in official quartets as
regards the usefulness of maquiladoras to the Mexican society although:
it appears that the autﬁorities directly tnvolvedvin the official
program'on~these"maqniladoras have'adopted competent viewpoints. The
threat‘that plant managers seem to refer to could in part stem from
the fact that with any new administration there is a high turnover of
officials, often down to the subdirector 1evei, and thus a'considerable
uncertainty as regards continuity inAofficial promotion policies.  Plant
managers are therefore keenly'interested4in'questions concerning. the
pending presidential succession and we talked to one.ekecutive that had

. just returnéd from Mexico City to obtaxn some insight on this lively .
topic before making a final decision with respect to a planned increase
in the labor force of his’ plant which would make it the largest in

‘Mexico at: present.

/As regards



.-As .regards Mexican owners of maquiladoras)- there are’additional
., broolem areas that came out:in long conversations with such businessmen.
In general,;it appears that:thetresponse-tbey'geE-from;ﬁexicén“auéhoti—
. -ties 1is -somewhat:slower and that they are facing the problem of gaining
a measure .of. acceptanility .and‘confidente iof foreign principals; They
also seem to be impacted more:directly by compet{tiof from other third
world natioms and, ‘in part: for that:reason, Operate}dﬁﬂer highly S
,unstable contractual conditions. ' In the textile branéﬁ,'éoﬁtracks are
usually verbal. Others are-operating on just a thred-mbnths contract.
An exception was.a Mexican firm. that at’ present harndles twelve contracts
in electronics with a duration of at ‘least’/:foutr years each. However, :
the Mexican businessmen pointed out that; in‘the ultimate instance, f
a contract is just & piece of paper the terms'¢f which cin be cancelled
any time. o ' Y ’
.. Another problem aréa :that concerns the opérator himsélf appear.
to be certain legal -inconsistencies with respect to salafy raises.
I refer tg the fact that a.marginal incréase in ‘'salary béygnd the '
legal minimum salary may, in effect, lead to'a drop in ﬁome~fake'payi‘:
For -evample, in one town in which the minimum salary 1S‘$64;80 pesos '
per .day it would -take: an increase ‘to -bring this salary ﬁp4tb aE'1eaSt
$72 pesos or some 11 percent in order ‘for the worker ‘to benefit directly.
The differepce is made un' by payments that in one’form or another g0
to the government, including social security payments. A
'As: for problem areds originating abroad, the recent worldwide
recession is, without doubt, the most important single factor having
affected, the volume:of operation of most plants. Then a number of
companies have problems on the U.S. side’ with respect to the applica- =
tion of regulations governing the 806.30 and 706,00 tariff items of
the United States Tariff Schedules. Interpretation provided by U.S.
customs officials appear to differ from place to place. A few companies
are in a legal battle over this and in one case a multimillion dollar

argument is involved.

/The U.S.
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 The U.S. Trade Reform Act is conceived as a.positive challenge by
‘some  as mdchias‘ahﬁotentiallyvdangeroué legislation by .. hers.. Positive
in"theTsenée-that.it might ‘provide incentives for manufactured exports
to the U.S., dangerous in that it may lead to.an elimination of incentives
provided under ‘the above mentioned tafiff items and to imposition of
restrictions on import’trade. A cancellation of these tariff items would
not wipe out maquila business in Mexico but could significantly effect
some of its parts most of all the textile industry the products of which
would facée an import duty of up to 40 percent in the U.S.  In the elec-
“tronies industry where such duties are much- lower, this.cancellation
might lead to a near eiimination.of-the»present profit margin arising
out of the relocation of productive processes.. Such cancellation would
however:-also lead, without doubt, to increased purchases pf_materials in
Mexico and in third countries. ‘ o

Some plant managers would doubt very much thétvthese U.S. incentives
could be withdrawn. They point out that competition from Asia could
become overwhelming to. U.S. corporations gnd,-eveh more importantly, the
U.S. consumer electronics industry could be wiped out and thus the basis
for the military electronics induétry of that country. It islthergfore
believed that the U.S. authorities clearly recognize the drawbacks of
. ‘any disincentive policy towards offshore assembly plants.

Finally, plant managers in the textile industry .gave serious
consideration to éotentially‘adverse effects of the U,S. textile quota;
This quota is 'seen to pose a serious limit to the expansion of their
-plants, Executives in related industries such as disposable paper
products for medical purposes, -also worry that implementation of similar

quotas may effect their operations.

/5. Commercial
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5. Commercial profitability o

S{l. Maquiladoras R
' A general distinction should be made between the question of how

much profit arises, for .a parent system,_out of the relocation of pro-
; ductive processes to Mexico and the rather suojective question of how
| much of this would correspond to the maquiladora 1tse1f and therefore;
in terms of profit taxes, to the host economy. The latter is only
partly referred to in this section, more will be said on it in the
below Section 8. 1 . L. e

' The main source of overall profits 1s of course the wage differen-
tisl between Mexico and the U.S. the profit potential of which is seen
_ to have been greater years ago. In a number of cases, the ratio between
'U.S. and Mexican labor cost appears to have dropped down to 3 l now.
.There are however, also some activities for which this ratio may still
: be as high as 10.7 at the operator level. Wage differentials, as a
source of profits, are usually supplemented by. the quality of the Mexican
labor in terms of relative levels of productivity. In some plants u. S.
standards are surpassed oy more than SO percent the average may be
) around 30 oercent. Offsetting items are additional costs arising out
1 f the relocation in terms of caoital freight logistic costs such as.
elephone etc. Also in case of heavy capital investments the rate of
capacity utilization will matter._ . : -

A comparison of unit production cost in the U S. and Mexico presents
quite a diverse picture within our sample.' In two or three cases they
are less than 25 percent of those in the U. S.) In others however, such
as the electronics industry, they would rarely drop below 80 and be :
rather between 85 and 90 5 The reason is the highly competitive nature
of that business and a relatively higher ratio of materials ko laoor.

(One executive stated that one "goes to these extremes (meaning relocation)
to ssve a few )ucks“.) One plant in electronics that resumed activities
1ast year is still aoove the u.s, level Many companies calculate a cost
per man hour actually worked and involving all payments to Mexicans in |
terms of the value added in this country. Depending upon the scale and

nature of operations this cost may be somewhere between $1.50 and

$2.50 U.S. dollars. /Overall
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Overall profits arising out of the relocation of productive
processes to Mexico as such may be calculated.as'a nunber per emp loyee
per year. A reasonable estimate of the average would probably be some-

- thing like 8,000 dollars. However, this will not materialize right
from the start of operations and whether it will be attained subsequently
«depends .very much on the reaction of competitors of “the parent’ system who
might want to match the shift of production offshore and on the market
struetures, i.e. mainly the degree of competition, in an industry. The
higher these profits, the more attractive of course, is Mexico as a
- site. for maquila Operations. In the case of Mexican-owned maquiladoras,
initial capital outlays are probably recouped within a period of two to
four years.- _

As for . foreign plants it could of course not oe ‘expected that the
overall profits arising out of the shift of production to Mexico is
credited to.the subsidiary in this country. So far, any profit shown on
‘their books is essentially a matter of good will., Pressufé from Hacienda
is:absent; one.or the other union may press for some profits in‘order to
see.the legally stipulated profit sharing by employees. On the other hand,

- U.S,. authorities usually require the maquiladoras to account for an

8.to 10 percent Drofit margin over the value added ‘in Mexico. Again this
can lead to. some double bookkeeping if ‘the maquiladora is to show a loss
for the purpose of avoiding any profit ta: es that otherwise would have .
:to. be paid in Mexico. In fact the maJority of plants interviewed made
a loss on their oooks for 1974. In some cases, this ‘arose out of

. accumulated losses which over a past period of five years,may be taken
into account when coming up with the current net result; it appears,
however, that past losses are not counted when the amount of current

-profit sharing is determined usually involving rather small sums and

- a lot of paperwork, Other plants have shown profits, but only in a few

cases would they be a six dlgit numoer. Nevertheless some executives
feel, as one put it, that they have an obligation to the host country
. which together with the perspective of a long run involvement with the
‘Mexican economy, has them show something Iike a 10 percent mark up over

value. added locally._ , '
‘ /In view
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' In'viéw of “‘the fact-that profit taxes in the U:S. and-Mexico are

. equittable and that such payments made in Mexico can be credited against

‘. ‘tHose arising in the:U.8,, the question can be raised whether the parent

‘company could not be.indifferent=ésuto-where-profits~are»shownam:The

- answer probably is that in the casé of multirational .companies- there. is

a more global picture in determining profit shifting and that sites with
reinvestment needs which are almost absent in the case of maquiladoras,
are benefited as well as might be those with the most favorable tax laws.
In any case, if the maquiladoras were to show higher profits this
would constitute an inflow of foreign exchange only to the extent that
profit taxes to the Mexican Treasury ensue, plus, of course, a minor sum
going to the employees. But again, these amounts can hardly be marked up
by any measure on the part of Mexican authorities since they are entirely

determined by transfer pricing.

5.2, Host economy

Data collected on the value added of maquiladoras in Mexico and
its breakdown will permit to calculate commercial profitability of these
plants from the point of view of the host economy. Various levels of
such statistical demonstration come to mind. A first would be the contri-
bution of maquiladoras to the net national product at factor cost in Mexico,
possibly broken down by groups of income earnmers such as operators, skilled
factory personnel and administrative staff. Second, it might be useful to
single out the contribution of the maquiladoras to government finances
including social security payments, the housing tax and the education tax.
Third, the value of sales of public enterprises that are active in the
field of public utilities can easily be determined. Fourth, the amount
of sales of the private Mexican sector to macuiladoras may be demonstrated.
Finally, the foreign exchange impact stemming from maquiladoras may be
figured out although this involves a more difficult exercise. The reason
is that the value added locally has to be adjusted for indirect imports
by manpower employed in maquiladoras as well as by other Mexican persons

and institutions involved.

/The representativeness
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The'répfésentétivenesé of our sample would probably permit to
present macro commercial profitability for the total of maquila activify
in Mexico by blowing up- sample data. But it should bg_takeh into account
that such an exercise is far less important than a calculation of social

costs and benefits which is the subject matter of the following chaptefs.

/III. ECONOMIC
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I1YX, ECONOMIC EFFICIENCY

v gt e oa . :
. Aftex;.the general nature of cost/benefit analysis and its aplicability
to the evaluation: of international subcontracting activities were considered
in section 1.2, we-will now deal with the various successive analytical steps
necessary to establish the.net monetary regult stemming from these aqtivities
in terms of the difference between .the situation with and without maquilado-
ras in Mexico. In doing so, we will elaborate further on methodologicel
and procedurg questions, the answer to which form the background to estima-
tions of this result, dealt with sections 7 and 8. Section 9 is dedicated to
thenon~quantifiable effects. Much of the analyﬁical framework is already
standaxd ‘in project evaluation, but again, the going methodology needs to
be -adapted in one or the other :aspect to fit the peculiarities of maquiladora

activities, -

6. °  General Principles

Divergence of shadow and market prices is,as we.noted elsevhere,
meinly a result of market imperfections that create distortions on both
theldemand and supply side; normally,’the market equilibrium price will
not eqﬁal the social value and cost of resqurces.. Vhat are the sources of
shadovarices in the particular case of maquiladora activities? Except
for cases'in which.maqdiladbras are permitted to sell in the Mexican market
-~there is only one such plant in our sample with rather modest .sales--
these firms will not affect supply to the rest of the domestic economy
"through forward linkages, Thelr consumption ‘of local inputs, however, may
have the following three major &éffects: decrease of consumption in the A
rest of the economy; increase of production of resources within the economy;
“and increase of imporés or decrease of exports. Given the lack of signifi-
cant'baekward linkages,'an analysis will ‘have to concentrate mainly on the
‘first possibility and this in turn concerns mainly labor and ancillary
seéviEes. The task then is to construct a set of shadow or accounting
prices designed to establish the Aimpact that.stems from the use of these
domestic resources’ by maquiladoras since’ these prices equal the.real cost

of the resources to the Medican ecoromy. - .,
/In any
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In aoy price system, actual or hyphotetical, relative prices will
matter since they provide guidance on'the rate at which goods and servi-
ces are to be exchanged for each other. In the construction of a shadow
price ‘set, border prices which are used in the OECD Manual may provide
the corresponding basis. They are particularly suited for an evaluation
of inteérnational subcontracting business since they represent opportuni-
ties open to a country in internationdl trade including the terms on which

. goods and’' services are exchanged with other nations. ” In fact, the more a
country is interested in the promotion of foreign trade oriented activities,
the more justifiable and extensive can be the use of border orices as .
accounting prices. An orientation along.the internationmal price level -
may indeed be the only way to handleumaquiladorap since tﬁis, moto than .
eny other price level, will reflect: the corresponding resl scarcities
and therefore relative values of local inputs..

_ All internationally traded goods are simply valued with their world
mgfket prices. However, 8iven the heavy reliance of_maquiladoraa on impor-
ted inputs --left out ofour analysis for reasons already:explained-- most
of the resources they obtain from. the local economy, will not be fully tra-
ded goods. These national goods will be concetved to be either "i{nterna-~
tional. goods“ or. domestic labor, The former are traded only nationally
probably because transportation costs do not pernit their entering 1nto S,
-international trade or because they are simply uged only by the host coun-
try. As international goods, they are valued according to world market .
prices through an investigation along the stages of production they have
gone through since it is assumed that they are made up by a number of fully'
~ traded inputs. This can at times be a difficult exercise because the num~-
ber and nature of productiopn stages may pose a problem. If,thése résoqroe%
. are unimportant in relation to total inputs and if it is difficult to get
exact information on production, it should be xesorted to a rough calcula- "
tion method advised by the OECD Manual in terms of a. socatled standaxd
conversation factor. This factor is suposed to be. orieuted along the
relationship between domestic prices for a variety of important fully traded
goods and the corresponding world matke;,g;iceo.

.
R

s redy /The merket

A



49 -

" The markec'prices of such national goodé'treatedzéo‘iﬁtefhational
goods are 11ke1y to be higher than border prices, possibly because of
some measure of protection and monopoly power.' This as distortionary
difference conceived margin will be one of the possible sources of benefits
to the Mexican economy. ' -

Some of the national goods and their inputs cannot be traded at all
and valued according to border prices. They are considered as nontradables,
an éxample being electricity. "Nontradables are indeed mostly within the
realm of the public sectotr in terms of public utilities. An appropriate
shadow price fot them will have to be based on an estimation of the propor=
tions in which maquiladora demand for a unit of such inputs will increase
production and/or reduce consumption elsevhere in the Mexican economy. If
these nontradable commodities may-be obtained only by diversions from various
other uses, supply being possibly fixed, the concept of marginal social bene-
fit would apply which is relaoively difficulet to estimate; in this case
however,we might eventually assume market prices to coincide with shadow
prices. If the demand by maquiladorss leads to an increase in prodﬁction
of such commodities, the concept of marginal social cost applies which is
a value, in terms of accounting prices, of the resources required to pro-
duce an extra unit of the ¢ommodity. If a change in their supply does not
lead to a change in their price, inelasticity of price with respect to
quantity available is implied. The reason might be that maquila activity
" in the respective town is so small that its consumption of such resources
is negligible with respect to the total market for thése resources. Also
public utilities may be producéd at a constarit cost over a certain range,
marginal social cost being relatively independent of the amount supplied.

In that case one would have to arrive’ simply ‘at’ the cost of production, -
since each unit produced costs about the same at the accounting price. Thus
one would not have to worry about the level of demand. But if the demand
of maquiladoras is substantial and might be groving very fast overtime,

current ¢osts will be out of date. -

/Shadow
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‘Shadow pricing'for'labor; ‘generally conceived as a nontreble, is also
oriented along the interndtional price level .in the ultimate instance.
.Even the use of an unskilled operator has an effect on the balance of pay-
"ments since, if not, employed in maquiladoras, he might have produced some-
‘thing in another occupation with implications for external accounts. Mbre
-on the social opportunity cost of ‘labor will be said in the upcoming sec-
.tion 7.1. . ) AT .

. Beyond considerations of horder prices as. general guidelines for
.shadow prices, we turn now -to questions concerning the choice of a nume- -
'.raire, a unit of account, ‘o which calculations of .costs and benefits are
to be based The OECD Manual uses for that purpose. "uncommitted social

- income accrued to public authorities" whereas the UNIDO Guidelines prefer

"average consumption expressed in- domestic currency and conceived as willing-
ness to pay. Although the “to Works differ primarily only on matters of

. mechanics, the different choice of units of account reflects some difference
-+Qf. emphasis on outlooks, the OECD Manual on benefits of liberal trade poli-

. _cies by stressing the role of border prices and possibly assuming that in

thhe future restrictive ‘trade policies will be abondened whereas the Guide-
. lines, miOht imply that such restrictions will continue to exist

. - is interesting to note, that these. numeraires are in reality multi-

x ,faceted units of accounts with many specifications. In the case of the
4_0ECD Manua] it is for example congidered that government ssving and consump-

tion may have different ‘social values than private consumption and sevings

; and. that. 1t is therefore desirable to select some catevory of incOme or

expenditure to serve as a yardstick in terms of which’ the- use of others

... :are measured. Income accrued to pubkic "authorities is then stressed because

.8 social cost/benefit analysis was ‘understood to..be essentially addressed
. to governments to help them" solve problems of.public expenditure in ‘
_-general. ' o .
For the purpose of this ‘research we: ‘may . first: take into account that
whereas social income in many other industrial activities accrues both

in a form which can be spent abroad, foreign currency, and in a form which

/cannot,
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cannot, domestic curreancy, no impli&it éhoiééé dﬁhnume§éirés present
themselves in the case of intgrnational subcontracting activities where

the whole value addéc locally ‘amounts to an “inflow ‘of foreign exchange.
Thus we will stick ‘to border ‘prices. Second, we will not put into our
numeraire qﬁalitféé‘raiéeé,wfor examiple, by an analysis of the use which
will be made of the benefit, consumption or investment and'of who gets

the beénefit, the rich of pdor, governmert ot private; By leaving such
aspects out of consideration in the establishment of a unit of account, we
will simply measure all costs and benefits in terns of a unit of foreign
exchanse or, by the same taken, of domgstic éurrency by which however has
to be adgusted ia terns of shadow pricing of'foreigq exchange. The advan=
Lages ‘of this ‘measure of value are its simp icity and the possibility that
the ahove mentioned aspects cén be treated separately, most of all in a
subseauenu stage of aﬂalysis ‘where we will take up qu estlons of social pro-
fiuability. The linitation of our numeraire 1g that wé will come up with
only the distribution'of the net result in the "girst round" siice in suc-
cesgive rounds other income groups might benefit. HéweVer, a multi-faceted
numeraite ‘would pose ananaﬂeable caleulation problem since we will handle
31 cases at a time, p1ants which have differeat characteristics, locations,
ete, Aoain, successive rounds of benefits and costs may still be considered

under the heading social profitability.

) .
. : K}
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7. Social opportunity cost of labor

7.1, Approach

The use of Mexican labor by maquiladoras may have three major

’

ol

effects on the economy and society of this country: diversions of
manpower from other uses; reduction of the pool of unemployed and of
persons normally not in search for work; and training énd‘improvement
of skills of_manpowerﬂ The latter é;pegtAwil}Abe ;aken in the below
section 9.2. , A , _

The concept of foregone marginal product is to be. applied when .
maquiladoras are competing for labor within the Mexican economy, that
is, the que;tion will have to be raised of how muph labor would have
contributed to production if it had not beéq,employed in ﬁhese plants.
The social cost of iabor will then be the marginal social value of its
product ia‘the alternative employment measured by the market wage rate,
This is easy to detefmine in the case of urbén labor whe:eas_rural labor
may'be scarce for oniy part of the yéar, the_calqplationAof its cost
requiring some guesswork,“in_additiqn_to cpmplications,arising outvof
employment of people thac.wérked pn-faﬁily-owped_plqts and in communal
types ("eji@os")_pf agricuitu;al organizations., For thélcalculafions
it is important to also determine whether the prévious eﬁployér waé,l
forced by government or union pressuré to reiéiu more employees than
he would have otherwise based on their marginal product. If not, it is
the market wage rate wh;ch represents the workers marginal productivity
in the modern wage sector,

If maquiladoras draw labor from the pool of the previously
unemployed, its social opportunity cost is often considered to be zero
since the net loss of productive services to the rest of the economy

is clearly nil; the labor market would most likely be characterized by

g

a significant labor surplus. However, the fqllowing considerations must
also be taken into account, The first concerns a social value to be |
attributed to the disutility of effort, meaning that a certain reserva-
tion price may have to be paid before labor exchanges leisure for jobs.

Such a reservation wage will be influenced by the level of family income

/and other
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' and other means of support including transfer payments; the acceptability
of jobs; and psychological preferences. Second, in the case of migrants,
costs of relocation of labor may have to be considered including those
needed to provide additional housing and public'’services. Additionally,
it may have to be taken into account that an éxtra job miéhtAgné}éaue'the
attractiveness of the respective city &6 much ‘as to induée the migiétiun
of more than one potential worker, In case & new urban job draws a worker
from rutal areas who fills the position left opéﬁ by the newly empioyea
worker in the méQuiladofa,'the”éoéiéi opportuiiity cost of Ehe”iéttér'may
be the corresponding rurdl marginal product plus the' cost requlred to
take care of the differential bétween 1iV1ng costs in urban and rural
aréas, In many Mexican-border towns there is in fact a steady inflow of
workers and families from 6ther'partsfof the country, a flow that might
be ‘soeeded up 2s employment opportunities are improved by maquiladoras,
Third, the cost of any training required may also have to bé considered.
‘Is the training provided by maquiladoras there may actually be a benefit
involved; this aspect will be taken up in ‘the below section 9.2.

The ‘foregoing considerations lead to the conclusion that the general
employment gituation and golng wage rate in the nlaces where maqulladoras
operate are major variables in a ealculation’ of the social opportunity cost
of labor., This involves four major aspeécts’ in the" typicalcase of a Mexicen
border town. ' First, it is common knowledge that the legal mxnlmum
salary can often not be’ ‘enforced for a Rumber of occupatxons as 1t is in
the maquiladoras, ~Thus there glight be a relatlvely sxzable unprotected

-wage sector side by side with a proﬁéctéd'oue. ‘Second, these towns have
been charactériied.by asiguificantdémographic expaﬁsionAdue'td’ai
continuous inflew 'of migrants. Third, official statistics based on the
population censas of 1970 reglster relatively low rates of open unemploy-
ment, some 2 toé 4 pércent, which are dotibted by many cirelés. Fourth
the employment and wage rate situation appedrs to be sxgnificantly '
influenced by employment opoortunitles, legal and " 111egal, on the U S.
side of the border. In view of this aspect, ‘the use 6f Mexican manoowef
by maquilddorads may in a way lead to an'importation ‘of labor or a reduc-

tion of its export, The social cost of imported labor would correspond

/to the wage
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to the wage rate obtained by the worker; this would also be the case for
workers who are employed by maquiladoras instead of working on the U.S,
side. In addition, shadow pricing of foreign exchange may be involved.
Field work was initiated with the following successive hypotheses H
in mind, emphasis being on unskilled -labor, the operator level.. CL
First, a number of persons may be voluntarily unemployed because they A
are expecting to obtain,’ sooner or later, jobs in the protected wage
sector; in order for their search to be effective they forego possible
occupation in thé unprotected sector thus economizing on time. ' Second,
these and others may also consider highly --above Mexican protected
wages-~ paid jobs in the’U.S;‘through'legal and illegal emigration.
Third, the expectation of obtaining employment in maquiladoras and other
firms paying the legal minimum salary as well as in the U.S. may-leadi‘
to and explain some measure of chronic unemployment in Méxican bo:defi
towns; implicit is a relatively high reservation price during the time
such searching can be afforded. Fourth, there is an equilibrium level of
chronic unemploymént that is not only determined by the aforeémentioned
employment possibilities as such and by the amount'of'differgntials
between protected and unprotected wages and between the Mexican and -
U.S.wages, but ‘also by an inflow of'migfauts to'the respective cities,
Fifth, the better these employment possibilities and the larger these
differentials, the higher will be this equilibrium level with the
correqunding imélications for the rate of ififlow of miérantsﬂ“ Sixth, )
for males, the social opportunity ‘cost of méquiladofa labor ié’eqUal or
above the wage in .the unprotected sector assuming that this sector exists
and supply .of and demand forilabor'equate. Excepted from this hypothesis
are those hired from the disguised unemployed, for example the vendors S
and shoeshine boys in the plaza, the'last of which méy earn more tﬁén his
marginal product since the price for his service is usually established L%
by convention. His real cost would be-below the unprotected wage and
may be even:close to zero. Seventh, for females, a social opportunity
cost equal or above the unprotected sector wage will also apply. Tradition

and their family income situation might, however, lead to a relatively

/high reservation



high reservation price in their case. On the other hand, unprotected
wages for females might be substantially below those: for males. Eighth,
for larger cities in the interior of-Mexico, the foregoing hypotheses are
to be adopted except that employment opportunities in the U.S. play a

much lesser role and that this may depress the level: of unorotected wages,
Ninth, in‘'the measurement of the real cost of maquiladora labor in small
towns and rural areas where operators might be hired from the sgricultural
labor force, a distinction has to be made between hired hands and others
that worked as family members or friends for small landowners who, in a
way, took care of them.. The cost of -the former will be the marginal
product foregone measured by the going wage rate assuming the minimum
salary is not enforced.and teking into account the number ‘of days worked
per year. The cost of the latter, similar to the case of the disguised
~unemployed in cities and,fof the same reason,is expected to be substesntially

,.lower and may reach zero. - .
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7.2, Major findings

These findings are tentative to the extent that portions of the -
- data cdlleéted during the interviews with émployeés have not yet been
explored and pertinent official statistics on employment, wages, etc.
are not yet taken into account in this interim report, It is, however,
expected that the present approach; at the micro-~lével, has led to con-
cldsive results that subsequently would not be significantly modified.

V The major purpose followed in this section is to single out the
sources of shadow pricing concerning maquiladora labor and to evaluate
its'un&erl&ing characteristiés. This amounté, as was explained elsg-'
where, to determining any divergence of the shadow from actual wages,
the difference of which as a discount is the diStoftioner margin to
which the existence of maquiladora renders benefits to this manpower and
‘to the whole of the host economy. These margins will later be calculated
for presentation in the final report. ' o

There are two major facts adout maquiladora labor that need to be
pointed out as an introductory step. First, that labor is far from
being homogeneous. Even at the operator level there are significant
differences from city to city, region to region and even plant to plant,
the latter differences being largely determined by different recruitment
policies. Second, at levels above the operator, that is skilled factory
personnel and administrative staff, sources for shadow pricing hardly
exist, a fact that emerged ever more clearly in the course of the first
few interviews, so that we came tb concentrate more and more on operators
as we continued. The reason for tﬁe coincidence of shadow and market
prices at higher ranks is mainly, other things being equal; that the
more qualified labor will easily find alternative employment at the same
salary. This will later be somewhat quantified, but as a conclusion
éhould have become already apparent when we dealt with questions concern-
ing recruitment policies and problems in the above Section 4.3. The only
problem in the context is that part of the supervisory personnel shares
quite a bit of the characteristics and alternative employment possibi-
lities of operators, a situation to be later taken into account as an

adjustment of the wage bill corresﬁonding to job classifications.
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In'the.follcwing,'we will thus'main1§ concentrate,onkcpecators.
On the basis of data contalned in Taole 5 1t Decomes clear that the
concept of foregone marglnal product for a calculatlon of the real
cost of labor applies to only a relatively minor part. of maquiladora
manpower. In fact,‘at the operator level, about 50 percent of the .
persons interviewed had no previous employment exnerience.: ThlS
percentage drops down to anout 30 percent if those are eliminated that
had worked only in maquiladoras before. These data are conrirmed by
records of a personnel manager in Ciudad Juarez. Of a totaB of
543 applicants, 235 had not worked before. O0f the 307 app}icante with
previous;work‘experience, 48 had been opefators and 3§.pefformed only
household work at home.,- Thus, not taking into account the:latter, the
percentage of those without working experience outside maquiladoras
would also drop down to some 30 percent. ' ' ‘

Among those with previous work ex periences there is hardly aqybody
that held a job in agriculture before. - Thus compliications arising out
of a calculation of the real cost of rural labor mentioned above will not
be relevant for this research. Wages and salaries reéistered for the end
of the previous job will serve as an orientaticn of our later calculation,
In doing so, it may safely be aesumed-that nrevious employers were not
forced b§ any pressure to retain more employees that they otherwise wouid
have based on the marginal product of their labor force since the degree
of compliance with the Mexican labor law is generally low. Difficulties
arising out of those cases in which previous jobs were held sometime ago
and/or ip other cities with different living costs, w111 be obviated by
establishing Ias earnings as a percentage of the legal minimum" salary
prevalling at the time for the reSpectlve place. Countrywide, there is
a rather differentiated network of such minimum salaries; 1iving costs
of various parts of the country played a magor tole in the determination
of wage differentials. This network will present by far the best avail-
avle bases for the puroose of our calculations. " ' )

There were a numoer of persons whose prev1ous salary was hLOher
than the present one in maquiladoras eluher absolutely or in relation

to the mlnimum salary. W1thout quan fylng this group for the time being,
S o f /Table 5
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the reasons for this appear to be thé following in order of importance:
personal reasons;:shutdown of firm or downwa:d_e@justmegt of operations;
work being occasional; marriage; working conditioos iofefior; and
'mlaration.i In faet, in the’calculation -of the real cost of lavor,. the
frequently occasional character of prev10us works -may -play some role.

“In each case we régistered. the lengths of previous employment and the’
-speciflc reasons for. which Jjobs were sw1tched. Wogk1og oopoﬁtiooeﬁg}ayed
-an important role in a number of cases.

As a matter of illustration, a 22 year old female supervisor
left her job as a secretary in a furniture store dt the legal
minimum salary when she was 17 in order to Be an operator in-a
maquiladora. She did not like the working conditions in the
previous.-job. and switched also in search for companlonshio.
She is now a group leader with a salary of about 20 percent
above the legal minimum salary and contributes some 50 percent
to the family income, living with her mother and brother. She
has ‘completed primary schoolvand .commerce as well as studied
up to the second year of secondary school and some nursing.
Before, she worked from & .m. to 5 p.m., her present working
hours from 6:30 a.m. to 2:30 p.m. give her the c¢hance to further, .
- her education. - ;

Two more questions raised in the previous SectLon 6 oiuh resoect
-.to- the -application of the.concept of foregone marglnal product have to
. be dealt with. .First, maquiladoras hire hardly any persons from the

- pook.of the .disguised unemployed; A major reason is. that peroonnelh"
managers shop .around for. the best possible manpQwer when they pey the
operator the legal minimum salary or more. It is however interesting
‘£9;note that.the disguised unemployed have relatlvely high incomes in
border cities as we will see later, at times aoove the legal mlnimum.
Second, with respect to a, possible 1mportat10n of Mexican manpower from
the U.S. side of the oorder data contained in Table 6 show that this
is not really an important factor to be considered. Those with prev1ous

work. experience in the U,S. are usually above average age.

/Table 6
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Table 6

WORK EXPERIENCE IN U. S .3 OPERATORS AND SUPERVISORS

,»> - Female - . Male |,
. Total : ( Total
Location with previous g:S. ?Z;:e I with previous i eg.i;’zgzg
work experience xperience i .work experience; Xperi ,
| : B
1. Border 160 12 43 i 4
2. Interior - 84 1 -2 f
3. Total: 1+2 244 13 " 45 o 5

Before turning to the previously unemplovéd

of the general employment and
cities we visited is in order.
‘some of our initial hypotheses a
background to much of what has

The degree‘of compliance

labor outside maquxladoras differs s1gn1f1cantly from place to place

is hardly observed in smaller cities and in the countryside.

a charactezlzation

going wage rate s1tuatlon in the various

This subject matter was in part raised by

and its evaluation will form an 1mportant

to be sald below

with the legal minimum salary for unskllled

It

However, we

were surprised not to be able to find any unskilled workers out31de

maquiladoras at less than the ainimum salary in a few towns.,

By the

same token, the size of the unprotected ‘wage sector differs 51gn1f1cant1y

from locaclon to locat1on

differ accordingly

The social opportunity cost of labor will

Signlflcant differentlals occur even w1thin the

zone of. 1n£luence of a major c1ty, let us say, within a radius of 20

miles,

explanatory variables come to mind:

poverty prevails and jobs are simply not available;

Wlthout recOurse to pertxnent macro-data, the following

(1) In much of the country51de,

‘(2) some border

towns are more integrated with the rest of the corresponding state than

others; the more integration the larger the unprotected wage sector;

(3) the size of U.S.

twin cities and thus additional job opportunities

play a role; (4) topographic conditions determining relative living

/costs
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costs and thus the flow of migrants are important for one border town in
which it is for example impossible to construct the otherwise frequent

and lnexpen51ve cardboard type houses since the ralny season would wash
them down into the canyon—llke c1ty, (5) other characterlstlcs of c1t1es,
in particular the size of the servxce sector where women stand a relatively
larger chante to play a role, and (6) the watchdog functlon of unions and
social security people with respect to compllance with che m1n1mum salary

is more pronounced in some cxties than 1n others. .

"In general, the unprotected wage level wherever present appeers
to bear some relatlonship to the prevaillng legal mxnimum wage The.
latter has a kind of 51gna1 effect, almost all people be1ng quite conscrous
about its existence. Thus a certain moral pressure and the threat of
penaltles assure that a gap between the two tevels would not significantly
widen. * This gap was probably closer last year before the recent raise
legal in minimum’ salaries, We came across a number of persons for which
this raise had not yet become effective, On the other hand 1t appears
that it is little incentive to employers to pay 1ess than the mlnlmum
salary if the differential would amount to just a 10 to 15 percent margin.
A-relatively high level in the unprotected wage sector may partly be
explained by the p0551bilities that vendors and others in sxmllar jOba

have in terms of ralsing the prlces for their services estabiished by

‘converntion, in line with lnflatlonary tendencwes about which they

becone increas1ng1y aware, _

The general characterlstlcs of the unprotected 1abor market are
that wages for males and females ‘will not dlffer very much unless maqu1la-
dora employment constitutes a relatlvely small portion of the total of the
economrcaily active population of a location and that thls market 1s qulte
competitive although it is typlcal that "jobs are frequently obtained w1th
the help of relatives and friends and that ‘the more clever persons of the
adventurer type with f30111t1es to make easy contact are at an advantage.
The most striking fact, however, is that there are good and wellwpaid ample
employment opportunities in Mexican border towns for those able and willing
although in one or the other place some searchlng tlme and costs may be
involved. We thus became convinced that the offrcial flgures on open
uvnemploymeat for these cities can be believed The employment eit uatlon in
the countrysxde and simall towns ‘in the 1nterlor, however, presents 1t=e1f as

a completely different picture,
/Before
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Before we let some of the unskilled persons: employed outside
maquiladoras speak for themselves, a word on issues raised by job \
opnortunities in the U S. A maJor question in this reSpect was to |
which extent maquiladora employment might have prevented an exporta- -
tion of Mexican ‘manpower, This subJect matter may be raised against
the background of approximately eight million Mexxcans residing _ »
illegally in the States and 600 thousand being caught and deported *
"voluntarily" in 1973 alone. Records provided by a personnel manager
in Ciudad Juarez ~show that of 113 applicants, 62 had relatives in the
States. The role of maquiladoras in the context however, has to oe_
judged in the light of the follow1ng aspects. First, these plants
emp Loy predominantly workers without previous working experience, as
we saw, whereas those that want to work in the States have probably
held JObS in Mexxco before. Second maquiladoras employ with prefer-
ence local people that could have worked in the U.S. 1f they had
 wanted ‘to, and not the migrants so much that might have come to a
border town with an-eye on employment‘opportunities.on the other side.
Third, illegal border crossing is relatively easy unless a person wants
to penetrate the U.S, territory beyondAa certain mileage; in general,
there is no punishment if detected But the type of work that can be
found in the U.S. is often consxdered to be rather unpleasant. Whereas
the legal minimum salary in Ciudad Juarez is about $600 pesos per week,
housemaids on the other side of the border in E1 Paso earn just about
’$300 pesos per week Wages in the nearoy crops for work that is con=
sidered to be very touOh are about $1 000 pesos per ~week. Fourth
illegal miaration to the U. S is mainly made up by men for obvious
reasons, whereas maquiladoras, at the operator level employ predomi-
nantly women, . _

It is therefore concluded that maquiladoras do not play a role
of significance in the prevention of exportation of manpower to the U.S.
However, without much 1mplication for the calculation of the real cost
of labor, it may be worthwhile to note that quite a few operators, as
indicated by them during the interviews, would consider seriously the

employment opportunities in the U. S. should maquiladoras disappear.
/ The reason



The reasoﬁ.is.thét,once they a:e.iﬁchporated'by_ghe:maquiladoras into
the active labor force, after possible teimination of this work, they
vould not wantvto“be.idle or in a.job with a relatively~16w payment,
apart -from considerations ziven to general working conditiQns.in liexico.
As fax és‘thg'iﬁferQiewé_are.cpﬁbegnéd that we condﬁcte& with
unskilled persons employed outside maquiladoras, it should be pointed
out thét_thié.involygd predominantly people whonould not qualify for
operator work given the highly selective hiring'prqéedure of personnel
manageré,§£ fhé;e.ﬁiants, Neverthéless_tﬁeir aﬁpfox;méte , :
rate might have to be considered as a lower floor of the social

opportunity cost of maquiladora 1ébor'ip a number of cases since we

always raise the quesiion of vhat would have hapnened in the absSence
of these plants. The following cases are Ixom a totzl of some 60.

liatamoros, minimum salary $465.50 per veek: - (1) A forty year old
woman with eight children, that migrated six months ago from
Ciudad Victoria, -in -the same state, is working in a laundry shop
at $175 pesos per weelt plus somé little tip money since three
weeks ago. During the first part of her stay in this town she
-earned her living by washing for whoever people she came across
for approximately $50 pesos. per week. - Household ‘income is supple-
mented by the earnings of a 15 year old daughter washing occasion-
ally and by another 12 year old one with a job as. a housemaid.
This woman, the case of which we considered typical for a nevly
arrived migrant, does not know what a naquiladora is. (2} A 'mar-
ried female of thirty of age, born in town, works as' a hotel maid
at $250 pesos per week, an income that is supplemented by another
$25C pesos earned by her husband who is a musician. Before, she
held -a-job-in a textile plant at $300 pesos which she lost because
of lack of work. To her it appears too difficult to apply success-
fully for employment in a maquiladora. {3} A fifty'year old male
. vendor of fruits and juices that came Srom the state of Zacatecas
twelve years ago 'is earning some $250 pesos per week. (&) Another
male vendor of tventy two years with tvo years in town and anm
investment .0f $160 U.S. ‘dollars in hisg merchandise, belts, makes
about 5500 pésos per week., (Ciudad Juarez, minimum salary $494,20
pesos. (5) A twenty-seven year old femele woxking in a shop down-
twon ever .since she came to this city from Duiango seven years ago
is earning the minimum salary. (6) A twenty year old female, also
vorking in such a shop, with five years in town is earning $420
~'Pesos; Lo enter a macuiladora appears to her to be too difficult
in view of the tests recuired and therefore she never pronosed
this. to herself, . (7) A twenty year old female, born in town,
and vorking at 2 foodstand for the past two months, is making

/$300
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$300 pesos per week: she will shortly take up a job in a shop .
wvhere she is promised $500 pesos weekly. (8) An eighteen year

olf female, born in towmn, ovner of a stand with some investment
selling fruit juices makes some {600 pesos per week. (9) A twenty’
year old female that came to town as a child from the city of
Torredn, works together with five other people at a larger food-
stand for $280 pesos per week for the past seven months. She does
not know how to write and therefore would have no chance in a
maquiladora. She found this work easily as did the cook and two
other employees of this stand that are making between $240 and
$200 pesos a week, (10) A fifty year old male, watching cars in
an opeh street, who has been in town for the past 30 years and

13 years .in this job, is making some $220 pesos per week. (11) Male
vendors of U.S. cigarettes who are all over the place in Ciudad
Juarez are making some $2G0 pesos per week; they are dependent on
those liexicans that have invested some $2 000 pesos in this
merchandise and that earn some $1 000 pesos a week. (12) A twenty-
two year old female that came a year ago from a rural area of the
same state and is now pregnant, worked for eizht months in the U.S.
There she was caught and deported four times. (13) A twenty-one
year old female, born in town, has held various jobs on the U.S.
side in the crop and households since 14 of age. The loss of her
border pass four years ago was no problem for subsequent illegal
daily crossing of the border. She earned $135 pesos per day last
year in the crop but considers this work as too tough, She and
the previous girl applied for jobs in maquiladoras but were never
contacted. Prostitution is an alternative to them now and they
speak in depreciative terms of maquiladora girls. Nogales,
minimum salary $453.60 pesos per week: In this town we tried hard
but could almost not find anybody earning less than this salary.
Exceptions were (14) a twenty year old waitress that came three'
years ago from liexico City earning some $400 pesos and (15) a
tventy-five year old male gasoline attendant, one year in town from
Guaymas, who makes $400, We alsotalked to (16) nine girls at an
age of 15-16, the majority of which has just a primary education
and that were studying typing and .shorthand under the guidance of
an experienced person who is not paid for this work in a building
belonging to Municipal authorities. They all expected to earn the
minimum salary after a period of siX months training. Mexicali,
minimum salary $594.30 pesos per week: (17) A thirty three year
old female, since 20 years in town, works as a waitress at $600
pesos plus tips per week for the past year and a half, She left

- a maquiladora after she had assured this job since the work:
schedule in the plant was irregular due to a lack of material.
‘She had enjoyed her previous work, amony other. thins, because she
improved her sevwing abilities. The present job was obtained
through a sister who is working in the same place. (18)‘A twenty-
six year old female, only one month in town from Guadalajara and
in need to provide also a living for her children, works at $350
pesos per week in a job that she found without difficulty on her

/oun.
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own. Her short work experience in the city included also waitress
work .in another restaurant where they Jid not pay her the promised
inimum salary. (19) A twenty year old female working in a curi
osity shop had previously been employed by a toys maquilaaora
until about a year ago when this plant closed; she had enjoyed
that work. It took her three months t6 find her present job at
the minimum salary. (20) Two .shoeshine boys of 15 and 17 of age,
born in town, work half days unt11 “they earn the $30 pesos ver
day which they consider sufficient for their needs. One of them
was in the United States before where he was caught; he now wants
- to' go-to secondary school. (21) A twenty-four year old male vendox
of ice cream came to town for the first time, accompanied by a
friend, only eight days ago from Sinaloa. They were supposed to.

- be contacted by somebody to take them across the border. That

. person did not show up, however, so that they were broke after
‘three days ‘and had t6 look around for a job. Their present

© employer provides the mexchandise and a little wagon for which,

* in turn, they have to hand over half of their sales. Yestexrday

" he made $75 pesos for himself and today at 7 p.m. he had earned
$60 pesos. Tijuana, minimum salary $594.30 pesos per week; In
_this town we were unable to find any persen earning less than this
salary although we talked to people assumed to be in the lowest-
paid jobs such as floor cleaners and street vendors. Guadalajara,
minimum salary $410,90 pesos per week: (22) A forty-year old
cleaning woman, born in town and one year “in this job, earns the
minimum salary. Although it took her five months to get it she

- thinks that it is not difficult to find work at this salary.
Immediately prior to her present activity she had worked in the
kitchen and sometimes as a waitress of a restaurant at $30 pesos
a day. (23) Two girls of twenty of age each, one born in town and
the other since six years over here, have been working for the
past eight months at a stand, selling fruits and fruit juices, at.
"$350 pesos per week involving seven days wor It took them eight
days to find these jobs, the first ones they ever held.

Table 7 with information on the chaxacteristics of maquiladora
employees without any previous work experience confirms the pertinent
conclusions that could be dravn from the above, in particular that a
lack of such experience is hardly to be explained by a lack of success
in search for jobs in border cities. In the case of the interior, this
is entirely different and we might have expecied to find there more
people in the category "'searched without success”. The reason ig that
in some places it is just not worthwhile to look for jobs because there
arenonearound. The category "attended school” refers to those persons

that came to the maquiladoras rizht from school at working age. “liinor

/Table 7
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Table 7

CHARACTERISTICS OF ’ERSONS WITHOUT FREVIOUS WORK ERPERIENCE

OPERATORS AND SUPERVISORS

Reasons of unenployvment

Location Total Searched Attended Minor Diq
. without hool not
success scho age search

1. Border 205 a 37 7 90

Matamoros 33 1 7 7 8

Cd., Juarez 45 4 10 11 .20

Nogales 33 - 5 11 17

Mexicali 56 - 12 22 . 22

Tijuana S 2 3 20 - 13

2. Interior 101 11 16 28 46
State of T ) '

Nuevo Leon 24 - 1 17 6

Chihuahua 25 7 6 4 8

Compostela - - ) 1 2 1 5

Guadalajara 29 3 4 3 19

Puebla 8 - 3 2 3

Tlaxcala 6 - - 1 5

3. Total: 1 + 2 06 18 53 99 136

/age" refers

Fel



- 67 -

" refers to those persons that did not qualify for a-maquiladora job

age
because.they were of an age of under 16 and thus by law not permitted to
take up a joBalthoughsome of them might have been working and-looking
foxr work before. . _

: The.fapt that as much as 45% of the total bperators without previous
expefience #t working age had not bothered to take up a job whereas only
6% seérching could not £ind a job, highlightens the importance of a
relatively high reservation price_that_chh of this manpower in macuila=-
doras has established for itself, .This is particularly significant in
the case of bovder toums, in view of ample job opportunities, notwith-
standing some margin the unprotected wage may be below the minimum wage
in certain places. In fact, during our intervievs we came across quite
2 few girls that had beenisuspended,for some time in .the past, three to
eight months at a time, because of lack of work in maquiladoras, and
that had not bothered to look for another iob in the interim.

An explanation of this resexrvation price misht first be found by
recalling that maquiladoras shop for the best possible manpover which
may in part come from the "better” families with higher than-average:
incomes. This point\rgmains £o be confirmed by a later amalysis of our
statistical data. It might also be interesiing to compare the level of.
education of these people with. those of others. .Jecond, without doubt,
the disutility of effort plays some role among persons belongiﬁg to
that 45% paﬁegory. That leisure is valued highly,became even apparent
in intervieﬁs of some males who appeared to be proud of tha: state of
affairs. Third, of major importance however may be the acceptability
of the type of work available. liany of the operators - who are never
called workers {obreros) - consider themselves, to some extent, as an
elite claés, particularly among the unskilled generally. This may stem
from the fact that after much scrutiny during the hiring process they
ha&e entexred a_place with a vexry pleasant working atmosphere and con-
siderable fringe benefits that will be dealt with in the below section-
9.2. In times of peak maquiladora activity, they were often able to

substantially increase their salaries by working overtime. Many work

[/only on a
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only on a five day basis per week vhereas in alternative occupations
seven days of work might be necessary (shops, etc.).. There is the
Chrisitmas party and Sonus,.additional_holidays and the reshuffling of"
hoiidays’so that quite a few days in a row can be gotten off.. Many
.may take advantage of a favorable scheduling of shifts and further

their education in the afternoon and-evening. Then, they are not reclly
many alternative jobs around that are as steady and as acceptable as the
ones in maquiladoras, Althouﬂh house work is a major alternmative to many
female_ope;ators,-they,would not like to compare themselves with house-
méids. Jobs in.offices and shops often,requiré mbre,than primary education.
For unskilled males, alternative employment possibilities are almost
equally inferior. They would be gardeners or work in metal processing
activities involving heavy work or would take up any casual work that
comes alonz for some time in comstruction, housepainting, gasoline
attendance, etc. Almost without exception, alternative jobs are expected
to be harder and to involve longer and less conveniently .scheduled work
houxs, ' | - ‘

In terms of shadow pricing, a high reservation price may mean that
the sqcial_opportunityicost of much of the previously unemployed man- -
power is almost as high as the present wage earned. Whereas :this may
be true at the personal level, in purely monetary terms leaving aside
a conside:atipn of the attractiveness of wofking conditions in .
maquiladoras, what really matters for our analysis is the macro-level.
Trom this angle of view it has to be concluded ‘that earnings received
by this manpover do have a rather low real cost. The reason is that,
for the society as a wno;e, no sacrifice had to be incurred when this
labor was employd by the maqu»ilado.:aé._ Its wages and related taxes to
the government are an entirely addéd dimension since such payments had
not ocurred in the absence of maquiladoras. However, in later c31CLla-
tions allowance may be made for the 507 of the total of persons without
previous work experience that were accounted by for those that attended -
school and were o; minor age be;ore taking up their present job. Also

credit may have to be given to the possibility that maquiladora

/employment
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employment by one _amily member induced o:lhers in tﬁe ramily to qult
their jobs. It is hoped that information on total family 1nc0me; the
number and tybe of zela ives ln housenolds and means of p ev10us suoport
oi the onerator while jobless will permit a conclusive analysxs in this
respect, R e e R :

Two aspects. remain pending in terms ol igssues raised, . at the
theoretical level in the previous section 6, namely mxmrati01 and cos;s
of education :equired. As far as the former is concerned the questlon
was to which extent night maqulladoras be a factor in the pattern of:
migration with a possiblllty that costs of mins ation mighit’ have to be
_ considered in the- calculatlon of the social oppb* unity cost of thelr
labor. 1In the follovxng, we will address ourselves on this question
but leave out othen aspects of mioration unt;l the below Section 11.
Table & containing pertinené in;ormation is a"ein “to be inte:pretedn
to some extent, in the liOht of hirinﬁ goaes and practlces of personnel
managezs of maqulladoras, i.e. that oreference is given ‘to young local
persons. The points to be made on tme basxs of tOLals 1n this. table
generally hold true. for all places visited except Nopgales. A}thougn
more than half of the operator manpover is made up by.m;grante, persons
migrated on the e&eragena; an age of 13.6 years, i.e. siubstantially
below the legel worling age of- 16. In fact, only about .15% of,pne
total of migrents'came to their present location in seafch for work
and this may nofuneceséefilyuﬁeGehﬁeen.fnf.jeﬁs-nifh maquiladoras.
Thus, cases axve rather exceptional such as the one in vhich a gi"l
came, with her ‘sister, to Ciudad Juarez in search for employment by
maquiladoras after her father, a miner, had gotten a-lung aiseese in
the interior of tne State of Chihuahua and could not support his
‘family any more. #£lso, our data appear to be con_irmeo by records
of a personnel manager of a maquiladora in Ciudad Juérez who of
543 applicants registered 200 to be born in Ciudad Juérez (19%) and
in the same State OL Chihughua (181). It may also be noted from table 8
that the incidence of migration is relatively pronounced in the case of
border cities- involving pleuominanely people Irom other states, whereas
in the case of the iHLGILOL o hezicQJnigrationﬁis leés frequenp and
takes place on a small scale:within the seme étafe; "

/Table 8
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Clearly then, as far as the manpower employed in maquiladoras is
concerned, migration does not play much of a role and;'conseqpently,
for calculations of tﬁe social opportunity cost of laﬁer;\ In this
respect, the considerable steady inflow of persons into bordef‘cities
appears. as a phenomenon to be completely separated £romm maauiladoras
since the typical migrant will not qualify for employnent 1n Lhese nlants
and, lL in need, has to take work elsewhere, possibly in tne unprouected
vage sector if he cannot do better, or, in the case of Lemales, 4in
prostitﬁtion which is of substantial proportions. However ‘the question
still remains whether these plants would not play some role at least as
a general factor of attvaction in the patterns of migrétioh. This
will be . dealt with in the Section 1ll. On the question of costs thet
migration involves 1n terms of a needed expansion ol Public services
in the resPective tovns, it may be ~ema:keo that this cannot. be credited - -
or bet;ec debted in terms of a calculation of the real cost of maouiladora
labor to these planis if the puz rpose.is to. evaluate the impact of their
existenée. The reason simply is that maqullauoras were not instruriental
in the change of locations of migrants they employ (except Nogales).

As for: educdtional costs requxred, a look into the level of
education of operators is in owder which is presented in Table 9,
"P‘imary with other basic’ would .refer to an onerato* with elementary'
(pxlmary) school, plus, e.g., a course in nazrdressiﬂo or English.
“Superior’ is anything beyond commerce and secondary -school, beginn1n~
with ”preparaeoria and ending possxbly with a university,degree
(commerce involves 3 years of study as does secondary or junio high
school; to finish primary it takes 6 year s) Thus in this table, an
operaton is registered only in one catego“y, the hlohest he attained.

Summing up columns (5), (7), (9}, (10 and (12) as a per cent of
total, it is established that only a mino; parL of operators of our
sample, some 23%, have compleued an educatlon be]onu ‘the legally redquired
elementary scaeol. Thus any social opportunity costs of maquiladowva labor
on account of educational levels can be asstmed o be quite low, ;

In general, the training period’and level of education do noe

-

appear to be co**elatea. This is px edomlnantTy a question of wvhether

B}

PR

/Table 9
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work to be performed in maquiladoras involves manuel .dexterity .
or mental e;fort. An e ample OL the :ormer vith a lonw training period
1s snrimp processmng, Lor Lhe latter, also with a prolonned training
) ,pe:iod theesorting of . eeupons requiring mgre than elementary'education.
| In the context, but not strictly pereaining to the topic of this
section, theeimpact o: maqulladora emplo;ment on the pursuit oF studies
may be consideree. Tﬁere vere a number of operators that le t junioz
'hiOh school before completlon because maquilaoo < work vas a more.
aturactive alternative to them. These Ao part as well as others stated
tha; they would go back to scnool in the absence of maquiladoras. Thus
2maqui1adora eglstence may, incur a cost in terms of preventing people
:'frcm completlna hiﬂher education.. On the other hand, however, there
’Ais the fact that quite a few, operators study comfortably, on; the side,
. partly with incentives provzded by the plants. These incentives are
‘partly clnancial incladin" scholarshlps, others are just in terms of
bein° able to work in a urn which does not interfere with the classes
at school In Lhe ,case of one maquiladoca of nearly 1 000. employges,
twelve per cent o_ the women were studying on, the side. .

In conclusxon, whereas skilled factozy -personnel. and admlnistrative
stafr do not anpea to bene’it much from maquiladora existence in-
monetary (income) terms - the. quescion wbetae they would benefit on;
.othe accounts is taken .up in the beloy Section 9.2 -, employment .and
earninvs at the operator level, oiten constltutzno up..to 907% ox more of
the total labor force of a plant, are a significant .source of shadow
_pricino and thus benefit stemmino Lrom maquiladora ekistence. For.
Vpresentatlon in the ;inal report, a foimula will have .to be found .
.that would absorb Lhe diverse aspects elaborated. upon above and pemmit

‘ the actual calculaeion ol this beneeit for our sample of maquiladoras.

-
4
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7.3 On_employment generation

A treetment of this topic would sum up much of the foregoing, but a
number of questions to be raised will put pettinentifindings into a some-
" what different'and'conpleméntarn perspective. These questions are as

follows: First, what is-the:contrioution of maquiladoras to the general
goal pursued by the Mexican Government to reduce unemployment in this
country? if“they do oontribnte, by how much? Second, may these plants
increase the pool of unemployed and underemployed under certain circum-
‘stances? '1f so, in which way? Third, what is the value of the employment
that maquiladoras normally generate?’ By Oiving an answer to these questions,
one has to differentiate between maquiladora activity in border cities and
large towns in the interior, on the one hand, and that in the countryside
and small cities in the 1nterior,'on the otner. A~ ’

As concerns the first question, maquilado;aé .an t be expected to
contribute much to the goal of reducing unemployment --quite contraty to
what Mexican authorities, as they state, assume and wish them to do--
since these plants are predominantly located in border towns whete unem-
ployment appears to be the least of the problem in comparison with the
rest of the country. This is quite different for the minor rest of
maquiladora activity located in the interior, particularly the country-
gide and smaller cities. Here they are providing employment predominantly
' to those that are aearching for jobs or otners that did not look for them
'since they are simply not available.

' In answer to the second question, we have to take into account that
much of maquiladora manpower, particularly at the operator level, is incor-
porated into the<economi¢e11y active poﬁulation for the first time. In
case the level of operationé of the plants falls off, these people will
not simply go back to their families, but rather join the ranks of those
looking for work. In other words, in order for maquiladoras not to con-
tribute to any unemployment or underemployment they would be expected,in
the best of the circumstances, to grow continuously. It will also-have

to be taken into account the possibilit& of induced migration, i.e., for

example, that as a result of one person being employed by them two more would

[come to
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~ . come'to town. Thisquesationwill be dealt with, in s wider context, i1n.‘t_'.be helow
- Section 11. Generally ﬁowever,-,maqniladora_s are not to be expected to contribute to
unemp loyment .in border towns given .the geletively favo;eb}e enployment
situation there; again in other places, a downward adjustment of their
operation is likely to have this effect., P
. An answer to the third question would in part have tomrecalx what
. was said in the foteg:ing section about reasons underlying e relatively
high reservation price of persons without previous work experience, that
is most of all comparative acceptability to them of the type and condi~
tions of work offered by maquiladoras. This wili lead to the conclusion
that the impact of the existence of maquiladoras on. this account.is highly
beneficial as long as the employment they provide is stable or, even better,
" continues to expand. As an aside,-under“these_conéitions, the only nega-
tive point that could pessibly be made.is that the going wage rate for
.unskilled labor may be raised beyond the legal minimum:with some remote
chance of a relative decline in.the number of available jobs as a result,
The, only groups in society that have felt a related impact, they -COnsider
- adverse, are in certain towns the more affluent that had to pay higher
. wages to their housemaids as a regult of employment expansion in maquiladoras
Employment and its expansion is generally not considered an end in
itself, but may be an important factor in promoting more a quality by
proportioning part of increase in output, to the very poor. Also, unem-
ployment is considered to have a deep and distressing.psychological
" impact on those ‘affected and on society as a whole. In addition to
relieving poverty, employment expansion may alsc mean to employ economie
resources that would otherwise be wasted, something a developing country
should not willingly permit, The particular benefit that stems from

.* maquiladora existence is that their employment creation equals fuller

exploitation of production potential whereas many other devises to
: ‘increase employment are seen to lead to an.absolute or relative decline
‘in output when productivity falls off and/or less is saved as a result,

- Thus considerations given to self-respect and self-confidence; income

/distribution;
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distribution; and additions to aggregate income and consumption at no
cost in terms of output, would underline the major benefits stemming

from the type of employment that maquiladoras provide.

.8, Other shadow pricing
The main purpose of this section is to explore other possibie sources
- of shadow pricing, again with the intention to evaluate a distortionary

difference between shadow and market prices as a net monetary result

'stemming from maquiladora existence.

8.1 'InVolvine chevpublic sector of Mexico

A first major source of shadow pricinﬁ and tnus net benefit for the

Mexican public sector is closely related to wages and salaries treated in
ithe above Section 7.2, With some minor qualifications rater to be presented
in the final report, this benefit will accrue, in terms of income taxes,
social security payments, the housing tax and the‘edueation tax, as weil

as a few more minor taxes tnat in some stateS‘have to pe paid, in same
proportions as, social income benefits do accrue to the respective Mexican
manpower. Thus sizeable net monetary results are to be exneﬂted from later
calculations. _ o o

The standard treatment of government taxes generally, i.e., customs

duties, import or export taxes, sales taxes, etc., in cost/benefit analyses
1is as follows. Using border prices implies, that one, on principle, is not
to take them into account, thus treating them entirely as distortionary
differences. By excludino taxes from shadow prices, an activity evalu-
ated is intended not to be encouraged to use inputs that happen to have
low taxes on them since, otherwise 1neff clency may easily result, Are
. taxation policies however more than a source of revenue for the State, are
they for example supposed to influence the structure of production by influ-
encing demand ‘then taxes are to be taken into account, shadow prices beina
pushed upward accotdingly. The question then arises whether the structure

_of Mexican taxes involvino payments to and of maquiladoras is the result of

/a well-defined
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a well-defined development policy. ‘It may appear, that the majority of
- payments for consideration do not stand.for a-deliberate attempt to *
influence production decisions, they are rvather the result of a series
of historical events in the development of Government finances: In the
field in which there is, in effect, a deliberate policy on the part of
the authorities, i.e. rezulation of imports according to possibilities
and needs of Mexican industridlization gemerally, maquiladoras are mot
involved ‘given the in-bond character of their operations. Nevertheless,
with the intention to evaluate the difference between the situation with
- and- without maquiladoras, taxes will have to be iconsidered if the impact
of: the maquiladoras:was to take inputs away from other producers, anzlo-
gous to the treatment of salary and wage related taxes it the case of
labor. We would then have to ask whether the resources involved are in
a: fixed supply or can rapidly be ‘expanded if the demarid for them by
maquiladoras inecreases. This will later involve d careful study of many
items, since at stake is not only the four percent sales tax on the value
added by maquiladoras in Mexico, but-also all inputs, except labor,
‘acquired locally that also carry this tax. In conclusion on this point,
in as much as the impact of maquiladoras is to generate more production of
inputs, taxes are to be excluded from shadow prices and thus will be
another substantial benefit of maquiladora existence.

.Questions concerning subsidiation and involving maquiladoras are
somewhat related to' the foregoing point. While one may expect subsidies
to account for a mark-up of shadow prices, possibly beyond market prices, the
the general rule, however, is that such incentive measures are to:be
‘accepted as they are since they are granted through government which is
assumed to be rational. The more basic justification is that activities
" gshould not become unprofitable in a number of cases where, otherwise,
materials would be registered with too hish a cost. 'In other words,
subsidies are supposed to. correct distortions rather tham to imply distortionms.

Maquiladoras, however, hardly enjoy any direct subsidies, except for
one or the other dezal that might have been made with local authorities on

/minor
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minor accounts when getting established, Granting them the status of
in-bond plants as such does, in effect, not mean a subsidization of theirs
‘since Mexico did not have to forego anything in monetary terms; without
this privilege they would just not be operating in this countfy. A minor
~indirect subsidization might be seen in temms of incentives generally
-provided as part of the Mexican border industrialization program, one
important item in this being the subsidiation of transport.costs of goods
sold in this zone and coming from the rest of the economy. Then, still
more indirect, the creation of "centros comerciales', supermarlets in
various places along the border, where the attempt is bteing made to. cap-
ture part of the purchasing power of the poﬁulation that usuall& would
materialize on the other side of the border; the link to maquiladoras
. here were purchasing power generated by them. But all this is quite.
remote and, most of all, it hag to be taken intc account that.any such
subsidisation involving the plants indirectly is clearly the result of

a well defired government pq'licy tov}ards the border region and thus, in
texms of‘sqandard procedures of cost/benefit analyses, has to be neglected.
As an aside, the industrial parks we visited are privately run and not

in any way subsidized by Mexican development finance inétitutions as are
‘others that house industries not belonging to the maquiladora filelds.

Public utilities is another potentially important area for shadow

pricing involving the Mexican public sector since the. resources involved,
as minor as they may appear, will probably add up to a significant por-
. tion of the total value added. How to.treat them? Some would suggest

to apply an internationally acceptable value.. Since public utilities are
generally more expensive on the Mexican than the U.S. side, a corresponding
discount would render .this field as another substantial source of benefits
to the Mexican economy. ' This may, however, not be justified in view of
the general condition of inadequate supply of these non-tradables along
the Mexican border. - If demand were deficient, one might resort to the.
concept of marginalféocial cost mentioned in the Above.Sectiop 6, but in

view of the fact that supply cannot expand in line with. the needs that

/are partly
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are partly generated by the heavy inflow of migrants, it will probably be
necessary to use the concept of marginal social benefit.  In doing so, it
would be assumed that the social .value of, let us say, electricity is.
higher than the estimated marginal social cost of supplying it. In fact,
in some places, maquiladora demand for public utilities appeared to have
caused some general problem of supply in the past. This, by the way, had
some of them install facilities of their own; one industrial park, for
example, has its on water supply and, on occasion, helps out the rest of
the city if in need. . , ‘ A

In conclusion on this point, the field of public utilities is unlikely
to constitute a source of benefits of maquiladora existence. On the other
end of shadow pricing, ié might, however, not be jfustified to go as far as
to establish for these resources a shadow price above the market price,
amounting, in effect, to a net loss. In the context, it may be considered
that installation charges for electricity maquiladoras have to pay increased
significantly over the past few years. In any case, pertinent statistics
on the municipalities involved will have to be studied for later calculations.

The question of profits was taken up on several occasions before.:
Now a final word-is in order. It had been pointed out that profits
transferred abroad are usually considered a cost to the . host economy,
but that there are important theoretical and practical reasons for not
doing- so in- the case.of international subcontracting activities, partly
in the light of the limited extent to which entrepreneurial functions
are being performed in the maquiladoras. We also saw that, on prineiple,
the incentive. tp shift profits abroad 1s not great since taxes paid by
maquiladoras can be wholly offset against the parents’ tax liabilities -
in the United States. An incentive on gnother account is also absent,
i. e. any profits shown in Mexico are mot to be shared with local
equity holders because there are none. The crucial question is, howvever,
what maquiladoras could do with any proflts attributed to them other
than transferring them abroad. Thelr reinvestment needs are in

effect relatively small given the lzbor intensive nature of their operations

/and the



and the fae+ that patents‘usually provide. all equipment. In view of this,
it has to be concluded that only that part of the profits would constitute
a‘cost to the Mexican economy which could have been taxed by the
authorities of this-country; but that escaped abroad through transfer
pricing. We would, however, again arrive at the question to which
extent a maquiladora operation as such is entitled to profits. From

a practical point of view, it might then be asked to which extent the
host gevernment has not exhausted .the potential it has of taxing a
hypothetical amount without loosing the maquiladora activity to some
other host country.‘ To come up with a number on this is rather difflcult
and the consideration itself is orecarious in view of the fact that

the better the profit potential for parent systems with maquiladoras

in Mexico, the better are the chances of expansion of these operations
generally and thus the higher the positive monetary nét result on accounts
dealt with in sections above and below, accounts that would carr& by

far a greater weight. Thus it is decided not to consider as a cost to
Lhe Mexican economy the profits transferred abQoad, actual or potential,
including the rather hypothetical taxable part of those funds possibly
shifted through transfer pricing. More as a matter of intellectual
curiosity, however, ve will figure out on an amount which would reduce

2 positive benefit/cost ratio to one. ‘

-In conclusion, we expest that. later cost/benefit calculations
involving a shadow pricing of resources provided by .and involving the
Mexican government sector will be another important source of net
benefits stemming from maquiladora existence, -mainly on account of a .

4\

great variety of taxes involved in payments of and to these plants.

/8.2 Involving
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1. e

vigg ghe private sector of ngico

. .-..The sources of shadow pricing involving this sector are purchases
of ‘maquiladoras of a great variety. of other rescurces obtained in the
Mexican economy, . -They: refexr fo .fixed assets, material, transportation
services, rentals, repairs and maintenance, packaging material, bonding
.-costs, handling charges and brokers fees, consultants and; guditors fees,
;.insurance, .etex, As for yaluaciQn;progeduxesthhgae<resources-will be

divided: into .lpbor at. its shadpw price..and internationally traded.
goods .evaluated according to .the.international price level, . t* .ri- -
... .In.general, the aforemeptioned items partly. stand for signifigant
sources of benefits., . Since, an inyestigation of national goods treated
as international goods along.previous stages-ofi:production is quite
difficult given the number of, plants for analysis; .the.attempt was - -
made in the course of the interviews.to:determine-at least some basic
facts on- them such as.costs by U. S. standards, taxes: involved, the
foreignvexchange component,‘impott duties on components,ythe share:
of labor that went into.the resources, reasons for overpricing: by : -
Mexican-suppliers, conditions. of supply (fixed,.flexible,: rationed) etc.
It i3 of course clear that the answers.we obtained on.such questions. -
could not be very precise. - Nevertheless, since.an investigation‘along
the production stages of these resources is difficult, - the informatign
we-.obtained that .way.will be at least of:scme-guidance in .the application
.of -standard.conversion-factors. ;Those jtems that constitute-a major. .
sourceof .shadow:pricing are without doubt.bonding: costs, handling:. .
charges; .brokers fees, .consultants and:auditors fees.. Also rent :
charged for..building facilities:in.and:outside -industrial parks-is .-
an impoxtant.field of :net benefits. ;In.the. latter:case, a paint of -
departure may;he a comparison of rents that maquiladoras pay .in
comparison with the going rate in Mexico. and.maybe -the U.S.,but

more realistic will be a consideration of the underlying physical

capital broken down into compoments such as labog;-QQméstic mateérials,
R I P PR e A et
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imported inputs and import duties &s'well as other taxes, so that,

on the basis of the lifetime of;such,assets,-an amortization charge

at an accounting price can be imputed for the period under consider-
ation. .A similar procedure may be.applied:in the case of fixed.

assets that were .acquired by .the maquiladoras from Mexicans; only a

_few bought plant and equipment in.Mexico; the major .items are buildings,
office furniture and transportation equipment, Such investment: did not léad,
without .exception in the case of foreign subsidiaries, to any liabilities
to the Mexican economy, so that ye can mainly .concentrate on the -
underlying. real physical.resources that in.part might have been removed
from alternative prdduction uses in. the.rest of the ‘Mexican economy.

_ -A special casé in our analysis is the acquisition of land by
maquiladoras - as happens with quite a few of them - since we are
concentrating on current operational costs. Price, whether fair,
speculative or subsidized will deserve important consideration
as well as worth in terms of alternative uses since this factor of
production is often considered to be relatively scarce given its
non-multipliable nature. In most.cases then, a realistic valuation -
may be to apply the market value, .Still it méy be intended to ask ‘-
for the social value of possible alternative uses: of this factor for
the period under review. ,1 : .

In..conclusion,. quite a few sizeable benefits are expected té'come
out of our later calculations on the involyement of .the Mexican private
sector with maquiladoras, benefits.that.in thezfiist round, accrue to
1océl_bu§inessmen.“ The comparative so¢ial value.of. these benefits in
monetary. terms however is somewhat a different matter which would have
to-be. Judged in part by eubsequent uses made of it, mainly in terms of
consumption and investhent, domestic as well as, particularly if.
located -at the border,. foreign., -

8.3. . Foreign exchange .-
' If the relative prices of foreign and domestic resources do not

reflect their relative scarcities, the evaluation of international

/subcontracting
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subcontracting activities in Mex¥ico canm truly be made‘bhiy by applying
a shadow price to foreign ezmchangé. ' This involves two steps. The
first refers 'to establishing -the net foreign exchange impact of maqui-
ladoras which amounts'to adjusting the gross inflow of foreign exchange,
equalling the value added -in Mexico by taking into account a great -
variety 'of possible indirect imports.. But agair, we have to be some-
vhat more precise if we try to compare the actual situation with that
without maquiladoras.  Important aspects are -if part often overlooked
when' there are discussions on' the foréign’' ekchange ihpact of maquila-
doras.  For example,’ a Mexican production manager whé, in the absence
of the maquiladora, would have worked for a firm other than a maquila<’
dora at the same salary, would have had’the samé propensity tofimport
as he does now. In that case it cannot be maintained that the whole’
portion - of his income he spends ‘on the'U.S. 'side réduces thé foreign
exchange contribution’of :his maquiladora. Rather ‘does this maquiladora
save the Mexican economy the- amount that he would normally 'spend there,
Thus, ‘for administrative staff and skilléd factory personnel, total =
income constitutes a ‘ndt foreéign exchange 'earning provided that the
shadow price of this ‘labor coincides witﬁ“its'edrﬁiﬂéé."S{mflarly,
in the ‘case of much/operator manpower, -adjustment of ‘wages must be made for
indirect imports roughly ‘to the extent of only that part of the margin between
shadow ‘and market wages that is 'spent on the other side of the border,
Some qualifications 'to this and ‘involving the actual calculations
will be presented in the final report. But it should be ¢lear by now
that these calculations would have to concentrate only on incremental
income, & tertain perceiitage ‘of which will be spent directly or
indirectly on: the other side or on imported goods. R
Guidelines ‘for these calculations will be statistical ‘data on’
consumptibn patterns in boirder tities published by the Secretary of *
Industry’ and Commerce’ for' the early 1970"s. For our peried under
review, complementary information on relative price developments and -

the impact of the centros comerciales, that all have ocurred in the

/meantime,



- 8[!. -

meantime, . will be factﬁrs of consideration, = Indirect .dmports stemming
from the use of maquiladoras of other domestic resources slso will
have to be carefully estimated. .In ad@ition,‘acgount w@lljbe takeni
of that part of the total income of foreign executives living on the
U.S. side of the border that they spen& in Mexico. 1In the 1nterviews,:
this turned out to be a number anywhere between $100 and $200 dollars'
per month depending, on the.location and characteristics of the respective
Mexican town. . Furthermore, the foreign exchange contribution s:eﬁmiﬁgi
from frequent visits of technicians of the parents to Mexico may_gléo
be important but only a_rough guess is possiblgyivAs for'the,funds
maquiladoras keep in checking accpuntg,.allooktinco 9 cases with ,
7300 employees.would suggest that this will not amount .to mére,than:
a one per cent of their value added. S | . o e
- The second step. concerns the: fixing of the shadow pricing itself,
Beyond the above»s:atemeptathat‘:gla;;yg,pr1ces of foreign and domestic
resources might not.be almeaSure,theii relativeAscarcities,vone‘bég cé
consider a number of additional aspects. go;eign,éxchange“fése;§eé<ére\
an asset quite similar to that of}stpckszpf‘capital‘goods'fpr gxémp;e.
In fact, in developing countries, foreign savings are a, géod substitute‘
for domestic savings. This however does not necessarily apply the
other way around and, with this, ve are involved 1n questions concerning
a disvergence of the foreign exchange from a’savings»gap:,'xreva;ling
conditions, in: these countries make it often difficult to increase ;hé
rate of savings..:Even if they could,. the subs;itutability of,foréign
and domestic resources may be an issue. Domestic capital goods .
industries might be oper§tigg at full capacity or, what is more iikelj
in a number of cases, the éountry is in nozpositioﬁ to ﬁgke_all the. ‘
capital goods it needs itself, a situation. which may even épply, tbil
some extent, .to a country like Mexico with.a relatively diversifiéd ‘
industrial. structure, Then, there is a possible scarcity of foreign ‘
exchange {tself, exports not being able to provide sufficient amounts ;

of this asset so. that restrictive measures in the external sector

/will ensue



will énsde and determine some measure.of currency overvaluationf Ip :
fact, in cost/benefit_methods, imporiant consideratiop is given to

the average of the percentage by whiéh thé domestic market price of

goods imported by a country exceeds this CIF price expressed in domsstic
currency. The UNIDO guidelineé base this approach again on some domestic
willingness to pay; involving a premiﬁm above the official price of
foreign exchange, which is needed to purchase these goqdé.

.In the casé of Mexico, additiénél,cdnsidératigns are in order.
First, in thisAcéuntry restrictions are applied, to a good deal,
through bﬂysically ratidning goodé via a license and quota system. The
second point involves the maquiladoras directly on account of their
contribution to the foreign exchange reserves of the country which is
far from being marginal., On the basis of 806.30 and 807.00 U.S. trade
figures, it would appear that the gross inflow of foreign exchange into
Mexico stemming from maquiladora existence amounted to some $460
U.S5. dollars in 1974, If only some 40% of this, or some $200 million
dollars were retained, it would still be a considerable bolster which
by itself has an impact on the price of foreign exchange and thus an
implication for our accounting procedures.

Any social premium on foreign exchangé determined would be used
as a factor to muifiply the previously figured out net foreign exchange
impact of maquiladoras so that this result can be added to the net
benefits stemming from maquiladoras existence. But how to figure out
this premium? Apart from the complexity of the above considerations,
this is normally also an explosive political matter, For these
reasons we might simply resort to a premium used in evaluations in
the Presidency of this country, where it is, considered to be around
30% on the average.

This additional benefit is one that accrues to the economy as a
whole. It cannot be directly attributed to the employees and other
persons as well as institutions involved with the maquiladoras, but
it may, with this in mind, also be broken down by social groups to

which maquiladora 1labor and the others belong.
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- 86 -

In conclusion, a significanthenefitof maquiladora existence
to- tho-Mexican economy stems from their foreign exchange contribution,
the magnitude of which is easily overlooked 1f one does. not base
calculations on the additional income.genera;ed by the plan;s_and
a;igsﬁead-uses the propensity to import out of total, corront 1ncome.A'_
. This . positive net foreign exchange impact is substantially bolstered
by shadow pricing of foreign exchange on the ba51s of a premium
currently used in official quarters. This additional benefxt, however,
is. rather unstable 1nasmuch as it ‘would be wiped out py any. devaluation

of the Mexican peso which would reduce the. shadow price ptemium to zero.

§ Lo L
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9. Non-quantifiable effects

A distinction between-the net monetary results of maquiladora
activity evaluated in foregoing sections and_;n evaluation of-non-
cuantifiable effects is useful, particularly in the light of the
possibility that a positive or negatiye result on one account may. be
more than offset by the contrary on the other account. However, since
these effects cannot be easily compare&, a final decision on the use-
fulness and viability of activities could easily become a matter of
subjective viewpoints. Nevertheless, in the fé;lowing sections we will
deal with the major aspects that can only be presented verbally and
that need to be considered in order to present a comprehensive picture

of the impact of maquiladoras in terms of economic efficiency.

9.1, Working conditions and industrial environment

Working conditions have been touched upon in various of the fore-
going sections and in order not to be répetitive it will be concentrated
here on just some major aspects and complementary information. In
general terms, after having seen the conditions of work of some 15,000
maquiladora employees, it may be stated that they are the better the
bigger and more multinational a maquiladora is,'excépting some of the
smaller foreign subgidiaries that also care very much for high standards
of work environment. At the bottom of the scalz are clearly a.few of
the Mexican-owned maquiladoras. In one, the Méxican owner explained
frankly that he just cannot afford any more to make social security
nayments; in another such'plant, T came across to interview two female
operators at an age of 12, working at a piece rate which rendered them
an income of less than 50 percent of the going ainimum saléry and
apparently none of the legally stipulated fringe benefits. -

First, some bad points., From the work record registere& on our
employee questionnaires it would become apparené that also in a numberv
of foreign plants, operators started their present job at an age bélow
156, Then, for a number of operators, their woiking condition is rather

unstable in that they continue to be '"temporaries' with contracts
y p
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limited usually to about six months, while they might have been working
in the plant for over two years already. Executives stated that they

try to ‘keep the amount of ‘these people low as a portion of total labor
force. There wére, in fact, quité a number of plants without any tempo-
raries. .Other'operators were suspended for quite a number of months
.when' the worldwide recession hit the maquila industry; some.plants, in

an attempt to be more equittable, did mot lay off anybody-but introduced
a'four;days week which, on occasion, appeared to have caused some unrest
among the labor force: The worst possible’ cases however we: heard’ of
were those plants ‘that shut down overnight "and left without prior notice;
this was supposedly the case of two or three maquiladoras in Nogales
leaving behind’ machinery of no use for an adequate compensation of their
abandoned labor force. Finally, full indemnization, according. to the
Mexican labor law,. of worker34that,were let go appears to, constitute
.rather the exception than the rule. Some operators with previous work
_exuerience in other maquiladoras that remarked on this, had either not
received anything or a sum between $1 000 and $3,500 pesos. “Also some
manpower had resigned voluntarily, then not entitled to indemnization

. payments, w1th the financial 1ncentive of the plants. Apparently workers
‘ave frequently been laid offwidna promise of reemployment in better

_ times; quite a few plants we visited were recouping such people now.

; ?ositive aspects of working conditions predominate without doubt.
fIn addition to the examples given elsewhere, mention may be made of
substantial frinoe benefits, in the case of one important plant for
:ezample al3 percent aoove bssic salaries. There are heavily subsidized
' cafeterias, addit10nal group insurance medical maternity, hospitaliza-
tion, life and accident credit unions ‘buses hired to transport workers,
in one case twelve of them, classes 1n birth control and hygene, availa-
. bility of nurses and doctors, finanC1al help to study English air condi-
tioning and music in plant theater groups, rock bands and spOtts teams
made up by employees, payment by the company of the employeesi portion
'of the social security and income tax quotas, etc. While such fringe

benefits without doubt help the respective comnanies in’ terms of
N1
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efficiency and levels of productivity, they must also be seen as

contributing to a very pleasant working enyiropmgnt for much of the

labor force. The personnel manager of one plant.who tried to determine
the attractiveness of maquiladora jobs to operaéors and conducted a
survey amdng 338 of them got the highest séores oh such proposed state-
ments as 'we get to know other people” (257), "we have more friends" (240)
and ''we came across new ideas™ (237).

Some personnel managers found that operators, females in particular,
undergo firét some '"'cultural shock'" when they take up their work in a
highly organized industrial production process, but that they adapt
themselves to this enviromment very quickly. An impoéition of disci-
plined working habits would probably constitute an entirely new dimen-
sion in the lives of most operators, If this were'to be particularly
evaluated, refereﬁée might have to be made to aspects of modernization
of life, steadiness of work and, last not least, to questions concern-
ing the relative quglity of émployment offered by maquiladoras and
referred to in the above Section 7.3.

There may be some spread effect of working conditions prevalling
in maquiladoras in that official inspectors, as we were told, may want

to see a matching raise in the standard of plants other than maquiladoras.

9.2. Learning effects and transfer of know-how

Important non-quantifiable effects may stem from maquiladora
existence under this category. Many of the plants, particularly in
the electrical and electronics industry, stand for the most modern
fechnology which is relatively labor intensive and thus possibly in
line with the domestic factor endowment. However, maquiladoras would
appear to do very little by transferring such technology really on to
the Mexican economy since too specialized processes and a division of
very sophisticated productive processes are involved. Such technology
is just not internalized by the host economy.

Given the fact that modern design and product equipment as well
as techniques are imposed from'abroad, productive processes in maquila-
doras are only changed to the extent thét'usually liberty is given to

/imaginative
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imaginative Mexican engineers to adapt it to local conditions in some way
and that, as was mentioned elsewhere, the organization is -at: times
A_broken down 1nto more single repetitiVe operations in order to facili-
tate the tasks to be performed by’ operators. There is however .a clear
: tendency for many plants to becomé more vertically integrated and self-
sufficient in a number of technical aspécts iavolving the ‘establishment
of their own tool shops. Interesting in ‘the context was the statement
Aof one executive that'lower and middle'management at ‘the-.parent if
_often jealous with reSpect to the transfer of product knowledge to
'offshore sites. Then, as a rather exceptional case; we ¢ame across
one nationalized Mekican manager ‘with a patent of his: own: which _appeared
to keep him well in business with the- foreign principal..-
’ In view of the labor 1ntensive nature of much maquiladora opera-
tion, concentration should be on ‘the possible skill intensiveness- of
"work and the knowledge Spreading effects as possible rnon-quantifiable
external benefits. Such effects w0u1d comprise- products as ‘well as
processes and be brought about by training including of .course skilled
labor. Not only would the value of the laoor force. be increased to
' the maquiladoras but also to employees themselves in that they might
_have to be paid more as a result, in order to be kept:.on:the job or,
if they leave, ‘their valde is increased to ‘éther employers, . perhaps
paying even oetter.A~In:that-way,»maquiladores may reduce the cost of
- training. to society and other employers. ) T B

An; issue in this respect becomes thewturnover rate that as we
noticed before, will be kept by plant managers as 1ow as possible,
. Will the. labor force not move on to other Jobs, potential externalities

.benefiting the domestic economy will not materialize. In other words,

- . such benefits through training will not arise if they ‘are internalized

by the maquiladoras With a turnover rate of zero, a benefit could
accrue only to the employees themselves in terms of higher wages and
salaries. =~ L _ o
What are the facts as we;eneoonteredfthem in maquiladoras‘in this
. -respect? . 'First' most of these'plants‘follow a policy’of'internal pro-
-motion and would hire people from outside only if talents are not .
/available
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available from within. In one plant with close to a -thousand people,
120 promotions became effective in terms of job classifications'in
1974 alone. Second, at the operator level where tralnino time may
range from one day up to six months,~skills and knowledge aopear to
be very specific to products:so that hardly any knowledge sPreading
effects are to_bé'expected. An exception is the textile industry,
whefe girlé with newly acquired sewing abilities stand a good chance
to obtain at?factive jobs outside maquiladoras. It is however interest-
ing to npté that in such cases the social opportunity cost pf labor is
considerably above the average. 1In this respect one might see a con-
flict between benefits in terms of learning and skill effects on the one hand
and benefité in terms of income effects on the other. Third, as far as
skilled manpower is concerned at the factory level or as administrative
staff, the potential of knowledge spreading effect is substantial.
Skilled technicians, such as trouble shodteré'and people in quality
control as well as tool makers, together with young graduates from
engineering schools and technological institutes are undergoing a
constant learning process. One plant alone we came across, employs
150 Mexican engineers and there is frequent.off-the-job training in
the United States. In another méquiladora with about 600 employees,
the present comptroller had béguﬁ as an office boy ébﬁr years ago
while studying on the side. Fourth, auite a few blants are cooperating
with local universities and technical schools from which.they may
recruit part of their professionals. This is done through provision
of equipment and logistics help for the design of classes. :

Some Mexican technicians and'madégers held that in the absence
of maquiladoras they could make out alone quite well since'theyfhad"
gained a substantial knowledge; others felt that present working condi-
tions and a good saléry has theﬁ got accustomed that much to a single
work process that they are.stagpatiqg~in terms of furthering their.
knowledge. Another two Me:zican managers were running small maquiladora

plants of their own on the side.
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In COnclusion, at the operator level, not much may be expected in
terms of knowledge spreading effect benefiting the Mexican economy, after
training and with a good performance the operator himself however ~may
benefit thréugh higher earnings.: Substantial positive effects may be
expected to accrue to the host economy if maquiladoras do not entirely
internalize the’ knowledge acquisition of other maquiladora manpower.
There is, in fact, ‘a pool of several hundred if not thOusand of skilled
‘local technicians, en°ineers and managers, a talent about which thete
is apparently not’ yet much awareness in Mexico and which could eventually

turn into a significant asset to the Mexican industrialization process.

9.3.. Link*ge effects L | ;J‘ o e

Industrial activity will normally have a number of important‘
external effects through linkages with the rést of the economy. For
example, a newly established project may cause a change'in*the réal
cost of its inputs if the :additional demand thus created will ‘lead to’
the establishment of ‘a socially profitable activity to produce these
inputs or to economies -in already existing production. International ~
subcontracting activities, however, withvaftypiCallyfprbnounced‘enclawe
character cannot be expected to play much of a role in this respect.

Nevertheless it may be worthwhile to briefly look into the actual
and potential of any such linkage effects since it is generally hoped’
that maquiladoras could increasingly be integrated, within-limits, with '
the rest of the Mexican economy.:' Part of the following analysis will

therefore also. evaluate the obstacles in*the.way:of«such“integration.i
9.3.1. Backward o

Data prov1ded by the Secretary of Industry and Commerce for the
first trimester of 1975 indicate that total materials bought by maquila~-
doras from Mexican sources constituted only.0.26 percent of. the value of
Aimported inputs materials ~other than package material amounting to a.
bare 0.07 percent. The present enclave character of .maquiladora activity

could probably not better be demonstrated.

v _ | /On the



On the interview tour it appeared to us that plants located in
the interior of the country may have soﬁe (higher) propensity to supply
themselves from Mexicans; this, however, needs to be checked against
the data collected. Newly establishgq firms hardly consider the
Mexican market for the time beiﬁg.' Iﬁ fact, one manager of such a
plant told us that tﬁey are not buying from Mexican sources in order
to avoid any problem. One of the obstacles to such purchases are of
course the U.S. tariff items 806.30 and 807.00 since duty must be paid
on Mexican inputs whereas U,S. parts and‘components may be reimported
free of imvort tax (unless they lose thgir identity in the course of
processing in Mexico). On this account; the geographical location of
Mexico, so advantageous in many respects, is a disincentive since at
a longer distance to the subcontractor, the principal abroad may save
all or part of the transport costs oﬁé way by having the former source
locally. In order then fof Mexican materials to be competitive, they
must not only meet U.S. quality standards, but also have a price that
is lower at least to the amount of the corresponding U.S. import duty;
price and quality as well as product diversity, however, are general
provolem areas in Mexico.

United.States import duties on products of certain industries
are however not substantial, a major exception are of course textile
products, so that more important may be the fact that parts and compo-
nents are produced very economically in the States due to economies of
skill. Quite a few executives indicated that they had carefully studied
possible sourcing in Mexico and that this search might be intensified
in view of the GSP implemente& by industrialized countries, a possible
incentive to brinz up the Mexican content to a certain level.

Additional reasons for which an increase in local purchases by
maquiladoras is difficult to accomplish are as folléws, First, in
addition to the trend towards centralization of purchases managed by
the procurement people at parent comﬁanies, there is the obstacle that
these companies often perform an inspéction of inputs or even a quality.

control before they are passed on to the Mexican maquiladoras, a function

/that
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that might not ‘éasily be tfansferred to theAlatter since:mani parents

- Would operate on an 'approved suppliers list" to be kept under their

close control,’ Second, sourcing in Mexico is made difficult in those
cases in which a principal himself obtained a contract only after ‘he
agreed upon with his customer on a sample, an example being

U.S. wholesalers in the’ textile field. Under these circumstances, it
would be rather’ impossible for the maquiladora operation to use any

‘ other materfal than. that of the’ sample' to get samplesirom Mexico, in
the first place, would’ probably be a remote passibility. Third, a few
plant managers have actively tried to get certain Mexican materials such
as metal stamping and zinc castings for’ which this host country appears
to have a comparative advantage, but a lack of interest on the part of
Mexican industrialists was ‘the obstacle in these cases. One Mexican
‘businessman even requested to be paid for making an offer ‘others o
simply’ "did ‘not respond ‘even though searching was partly done with the
help of the Mexican Institute for Foreign Trade (IMCE) The conclusion
of maquiIadora plant managers was that Mexico is just an excellent
seller's market, It may in effect be assumed that comfortable profit
margins protected by import restrictions Iessen considerably any
incentive that Mexican industrialists might have for doing businessv
with maquiladoras on a competitive basis. To give another example,
when the legislation governing maquiladoras was extended to apply to‘
the whole of the country, a Mexican owner of a textile maquiladora at

" “the border intended to become an intermediary between principals o

in the U.S. and Mexican producers in the interior of the country. he
extensively toured the country and tried to make the necessary contacts,
even offering to Mexican producers a higher price for shirts than they
were charging in the domestic markets and p01nting out the potential
benefits to them of a more intensive ‘use of their plant and equipment.
Still, he was not able to get into such business because the producers
enjoyed a comfortable profit and did not want to be bothered by .
"additional business deals. The same maquiladora owner was unable to ‘

/buy materials
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buy materials in Guadalajatra in February this year, since, as he

was told, the whole production‘had been sold out until January 1976,
He himself is now selling 60% of his production in the Mexican market,
strivihg for a 100%.

“Tn conclusion, significant factors originating abroad in
combination with the protectionism under which much Mexican industrial-
ization has been developed, account for a very pronounced enclave
character ‘of the maquila industry without that there is much chance,
except for some cases in the interior of Mexico, that this could be

changed in the short and medium run,

9.3.2. Forward'

The poténtial of forward linkages may be seen in combination
with 1éarﬁiﬁg and skill effects which may thus spread more easily,
and perhaés also with some possibility of téchnoloé& transfers. In
principle, maquiladoras aré'sﬁpposed to be given permission to sell
in the Mexican market if the?'ﬁould not be compétitors to any local
bussinesses. However, such sales are of rather negligent importance
for our éééﬁle of plants. A number of executives’indicatéd that this
market may have a more active interest of theirs in the future, again
plants in the interior of the country having a stronger inclination
to serve it,

As for the particular obstaclesto building up more pronounced
forward linkages, it is of course an important fact that much of the
Mexican industry is highly protected and that it would take the
maquiladoras considerable import taxes to enter the domain of local
businessmen. Second, for many maquiladoras, sales are managed by the
parents so that a number of their products are sold in Mexico after
they have passed through the States with or without further processing
over there, the former being the rule. Then, some parent systems
have other subsidiaries in Mexico established to exclusively supply
the market of this country so that there is a division of labor

/between the
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between the' two types of subsidiaries. maquiladoras being at the
margin of domestic sales. Thlrd for ‘quite a few products of maquila-
_doras, Mexico would not be & market at all sznce they are unique
items to be incorporated in quite sophisticated products in the States
or the Mexican market is just too small and could be fully saturated N
within a short time span,’ Fourth, some maquiladoras would also take
into account thdt L{f they are to sell in the Mexican market, ) o
U.S. customs -authorities may be ) problem in® that they could raise the
question of why they ‘sell at a highet price in the host economy ,
whereas the same products are entered 1nto the U.S. under possibiy much
lower 1mputed costs in terms of value added in Mexico. Finally, the
credit standing of potential Mexican customers is seen to be another
obstacle, This.was in fact a major.consideration on the part of
Mexican owners. of maquiladoras at the border who felt that they might
have a problem in collecting their bills from busineﬁsmen in the South.
In conclusion, the prospects of increased forward linkages »
appear almost as -limited as those of backward'linkages;‘again'there"
might however be some tendency on:the ‘part of maquiladoras ldéstea'iu"_
the interion of Mexico to-take the domestic market more- actively 1nto
account in the futpre, : . - o o v ' ’ -

Y
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IV. SOCIAL PROFITABILITY

Our evaluation of various categories of effects has been neutral up to
this-point, in particular wiéﬁ respect to the economic monetary result
dealt with in sections 7 and 8 above. To be sure, this result would
appear as being broken dowm by éocial groups and institutions involved,
but we have not yet established any priorities which in social cost/
benefit analyses is more and more the trend of the time.

To take socilal aspeﬁts into account migﬁt lead, in the extreme
case, to a rejection of economic activities on these grounds, even
though the economic result is positive. In that case economic expansion
yere to be sacrificed because of éocial motives and iZ, on the other hand,
an activity is accepted because of these motives, but lacks economic
efficiency, it were to be subsidized. Such possibility appears to be
rather farfetched, but consider the case in which an evaluation of
the economic monetary result of international subcontracting activities
would establish, other things being equal, a shadow price premium for
skilled manpower of maquiladoras almost olffsetting the net social income
effects of operators, thus rendering hardly any overall net monetary
benefit, only positive non-quantifiable effects of the kind mentioned
in the above section 9.2. In that case, social comsiderations may
easily carry the decisive weight on the overall profitability and thus
acceptability of these activities.

In fact, some cost/benefit analyses go as far as to attempt an
integrated valuation approach and try to add up qualitative and quanti-
tative aspects, In doing so, however, the crucial questions are,hou
relevant indicators for valuation are to be identified and who is to
decide upon a scale of weights. Clearly, priorities are not supposed
to be determined by the valuator, the one that does the analysis of
economic activities, Then, has the governmentiestablished any such
priorities? If so, can it be assumed to have been rational?

These questions raise doubt about the feasibility of integrated

valuation approaches so that we eill, in this chapter, basically ask

/to which
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to vhich extent is the-economic result positively or negatively influenced
by a number of important social considerations. In order to approach
such topics:gradually, ve will, as a poxnt of departure, consider first
a number: of socioeconomic goals and question,: to which extent they might
be in. conflict with respect’ to acceptance and promotion of international

subconiracting activities.

10. Considerationsfonfmecro-policz goels and'contlicts_
“The direction of a social.cost/benefit -analysis is normally
' determined by a sét of general obgectives of national policy which has

to be taken into account in an evaluation of intermational- subcontracting
‘activities in Mexico since these activities have, as we saw, consequences
for employment, output, consumption, savings, foreign exchange, income
distribution etc. Improvement in these fields are not necessarily
ultimate objectives. Policies geared to them are rathesr

meansithan ends. In the ultimate instance, what will -count'is a contri-
bution to the standard of liv1ng that ecqnomic .activity may make, possibly
besides furthering freedom and democretic participation in economic and
other decisions. Thus, if we consider policy .conflicts, this would refer
to a conflict between means rather than ends.

Haquiladoras pay the leﬂal minimum salary or more, employ predomi-

nantly unskilled workers with a high propensity to consume, are not capital

intensive and make very little profits in the.host. country, excepting for

the latter aspect the Mexican-owned plants. In view of these charac~

teristics, two maJor conflicts involving. goals of macro-policy might ‘be
seen in principle The first is that employment.creation may be in
conflict with output expansion in a situation in which the availability
of savings puts an effective strain on investment. The high employment '
~ for unskilled labor per unit of investment .may, be good for equality
now but bad for the savings and thus investment rate and' consequently for’
income and employment later. Thus,‘this conflict turns also into one of
more equality and employment now than providing them later more abundantly,
This conflict may increase to the extent that workers are able to maintain

for increase
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or increase real wages in the face of expanding employment and cannot be
induced to increase their savings with the possible consequence that
.iﬁvestmen; must be reduced elsevhere.

The second conflict rvelates to the fact that employment expansion
is linked to the availability of consumer goods. The question that first
arises is whether employment and production can be generated elsewhere to
produce consumer goods which would satisfy the possibly deficient in
supply. 1If supply cannot be expanded, there may be a shift of real income,
via the price mechanism and inflation, to groups with some monopoly power
on the market. Or, as an alternative that is not mutually exclusive with
the foregoing possibility, the structure of production may be changed in
favor of consumer goods at the cost of some industrial development
potential.

A careful study of these questions however will reveal that the
conflicts are very relative as far as international subcontracting
activities are concerned. In fact, the special characteristics of the
maquiladora industry determine that no absolute sacrifice has to be made
on the account of any policy goal. Wobody is bound to lose, all groups
are better off and each goal is furthered. The domestic investment
potential is not adversely affected and, as far as a possible scarcity of
consumer goods is concerned, in the ultimate instance an importation of
them is possible at no additional foreign exchange cost. Beyond that,
as far as the quality and value of production generated by maquiladoras
are concerned, there is hardly any industrial activity that could be
carried out at a lower social opportunity cost than that in these plants,
As a foreign exchange earnmer, maquiladoras cannot be topped by any other
device, '

These considerations have to be borne in mind when we will approach
the below topics, in particular questions of -equality. With respect to the
latter, it may also be recalled that the net monetary economic benefit
of maquiladoras largely accrues to unskilled manpower, much of which is

at the bottom of the income scale in Mexico,

/1l. Migration
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11, Migration . - C S

' Before we actually deal" with direct’ dlStributional effects, we will
first take up this related topic for final consxderation after it was :
touched upon before in the above Section 7 2. There we saw that maquila- ' ‘ £y
dotas do not play a role in’ migration patteins as far as the 1labor force
is concerned théy employ. Ue had however left out of consideration the .
possibility that they may constitute a factor of attraction in the
general pattern of migration of the places in which they operate.' The ‘
" example was that a‘“job taken" up by an~operator might make the city that -
attractive that two mére unskilled- laborers come to town. 1f this were :
the case; ‘the net effects of maquiladoras would be less heneficLaI and
in an analysis of social profitability, ‘should be adJusted downward because

of the following costs. First, migrants may belong to the more qualified

and ablé among the’ labor force of the’ pOSSlbly very poor regions where
r——\——\a——\/

they come- from and where ‘théy are most needed. Second substantial o

relocation costs may be involved for those that are chanOin places
This poss1bility is in part sug gested by the fact that the ‘soclal
opportunity cost of labor even' changes sionificantly within the in luence-
zone of a' larger city as as pointed out elsewhere. Third border cxties
are' losing ground with respect to an’ adequate prov1sion of housing,
sevage, medical. care and the oeneral revenue situation, im.plyino that
an inflow of migrants ‘accounts- for a considerable soc1a1 cost on these '
accounts, " ' ' o R

" In the following analysis, again distinction should be made between
-border towns and places, particularly small ones, in the interior or Mexico,
since in the case of the- former, costs of mivration would appear to be
rather irreversible whereas for the latter migration appears to take
plice ‘on a small scale within the state as’ our Table 8 suvoested So we
will concentrate on migration involving ‘the border towns j{" o ¢

The- proposition that maqniladoras aré a factor of attraction in

the pattern ‘of migration could ba rejected on ‘the followinn grounds.
First, migration to the border zome éould be enpected to take place mainly

in view of opportunities on the U.S. side if the intention was to migrate

/in search
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in seaxch for well-paid jobs; Recalled should be the figures we
mentioned on the améunt of illegal lexican residents in the U.S. and the
number of persons deportec alone in tbe year 1973, fi;ures thaﬁ*are over-
whelming in comparison with the data on the economicall ly active population
in the border zone.. Second, persons that come from the interldr in |
search for maquiladora employmeént may be expected to know that these
plants, at the operator level, employ mainly females.; Migratidﬁ hogever“
occurs usually by the families - Table 11 below will tell us that only ..
5 percent of the total operators interviewed are liviég by‘themselves -
and the employment EOSSibilities of young &aughters may not carry a
decisive weight in the decision of the families to move to anonher place.

Nevertheless ve vere interested in é more emplrical study of this
question and presented the employees interviewed with . a cotresﬁonan}°
question.® In the.course of ﬁhé interviéws,”wé reélized that'this‘ )
wvas a rather subjective question and in quite a number or cases persons
reported might not hdve been necessarily those that came exclusively in

search for maquilaaora employment. Also, in the case of a few plants
ve had to take into account that various employees interviewed appeated
to report the same persons, for example, two or three en"ineers that
reported apnareqtly a substantial number of the friends with which
they all had stuaied in another town or, in the case of the small town
Compostela, many of the operators interviewed referred to the 100-150
parsons from nearby places that had come and applied Lor a Job in the
maquiladora, Some adjustments in the figures tabulated were lntended
to take these aspects into account, ,

Table 10 contains the data collected on the basis of oﬁr'queStion,
leading to the following anaiytical observations. Fi%sﬁ, oniy 262 of
the total employeeé interviewed reported migrants that came to'town in
search fox maqniladora employment, a relativeiy smalL:percentage which

would clearly suggest that the plants are generally nbt a factor*of

* ;Han venido de fuera de la ciudad familiares o amigos de-usted al oir
del trabajo en maquiladoras? si, no, cuantos; iencontraron trabpajo?
si, no; ;cuanto ganan? ctraba;au en maquiladoras’ si, no. :

-

/Table 10
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importance in the overall pattern of migration. Second, relatively

more employees at the border reported such migrants, i.e. every

3.3 employee, vhereas for tﬁoée in the interior it Qés only every 5.4

of -the interviewed, a result that could have been expected. Interesting
is, however, a breakdown of this by border towns: Hatamoros 8.3, Ciudad
Judrez 3.0, Nogales 2.4{.Hexicali 4.4, Tijuana 2.7. Thus it would an-nar
that if ﬁaquiladoras wvere to play at least some role in migrarionary
movements, it would ma@gly concern those located. in Nogales, Tijuana

and, to some extent, Ciuvdad Juérez. It is interesting to note that

only every 8.3 amployee interviewed in Iiatamoros reported migrants

whereas this city is quipe integrated with the rest of the state to

which it.belongs and maquiladoras there would more easily attract the
persons in question. Thirxd, employeés may be expected to have a
tendency to report friends and relatives of an équal or similar back-
ground so that it would be important to know the job classifications of
those thg; reported relatively many/few migrants. It turns out that

100% of the technicians at the border reported at least one migrant,
followed-by 35% of the male supervisors and 32% of the female sunervisors,
both alsp at the border. Thus, were the maquiladoras to pldy some role
in migration then probably more so in the case of those who are qualified,
would find a job easily and may have moved anyhow. to.some place. Tourth,
each reporter at the border reported on the averaze 4.9 mlgrants, the
technicians alone as many as 17.4, vhich would confiim the foregoing
conclusion. Amqng reporting operators at the border, those in Nozales
again reported the highest averaze, 7.0, followed this time by liataroros,
5.7, and T%juana, 4.5, at the bottom being Ciudad Judrez, 2.7 and liexicalil
2.8.  Surmming thig point up in combination with the second, we might see
sons, if,itlexists at all, maquiladora induced migration in the case of
Wogales and perhaps Tijuana and llatamoros. TIifth, the following table

will give some idea on how well the migrants did.

/Location



Migrants found

Percent of total misrants ) .
work in maqui-

Tound work

Location Jobléﬁg Found work - in maqui- lzzgzazfaioizi
ladoras employed
Border 19.0 '81.0 ' 4.1 79.1
ljatamoros 1916 80.4 4371 53.7
Ciudad Judrez . 20.4° * 79.6 ©71.5 J 7 89.9
Nogales - f2.71 97.3 87.4 - £9.0
lexicali 46,7 53.3 217 4046
Tijuana 32.3 67.7 403 - 59,5
Interior 79.9 201 139 79.2

In those places with stronger possibilitiés of maquiladora induced
migration (Nogales, Tijuana and liatamoros) they did indeed quite well,
particularly Nogales, our most likely candidate, where only 2.7%
remained jobless. Tinally it is interesting to note that much of the
small scale migration in the interior is frﬁstrated’by a relatively
high percentage, 79.9%, of those without success in a search for jobs,
If, however, they do find them, it will predominantly be in maquiladoras
(79.2%). o A o

In conclusion, maquiladoras generally do not appear to play a role
as a factor of attraction in the overall pattern of migration involving
border cities. In Nogales, where they may have such a role, migrants
are highly successful in their search for work and are overwhelmingly
absorbed by the plants."A more general final observation would be that
maquiladora induced migration of importance may occur only in the céSe‘of
those places for which the employment of the plahts constitutes a.

relatively high percentage of the total economically active population,

/12, Distributional
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12. Distributional and related effects

12.1 Male versus female participatiom'in employment

This subject matter is often given a prominent role in much discussion

on maauiladoras in Mexico. High female participation in this emplo"hent,

it is claimed, ives rise to a number of problems which, 1f verified, couid
lead to adjustments of the net benefits we had arrived at. Some circles

have made indeed reference to family conflicts that may arise if young
daughters with a substantial income, possibly more than that of the fatner,
become too independent and/or are given now too much responsibility in
family affairs, a situation that is oFten seen instrumental in the supposedly

high number of unwed mothers at the oorder. Furthermore, male- female roles

'ate seen to be changin the former being deprived of JOb potentials and

thus“adverselv affected spychologicall].
Data on factory persounel was collected not only by Job cla331fica-
ions but also by seu, but have not yet been tabulated tle expect "however,
that the ovetwhelming participatinn of females at the operator level is
confirmed, in some cases they might even make up 95 or more percent of
the total employees ‘of a plant. On the other hand there are the more
sophisticated maquiladota operations. In one such case, when total
employment was substantially above 1 OOO in tLe past, a relatively nich
rate of females at the opelator level dropped down to a 60 per cent
participation rate of women 1n the total labor force of the plant.
Still it has to be asked why females predominate that much at lower
ranks. ThlS labor force if oftenconsidered more docile than that of the'

other sex and in ttis respect the potential of relative union aoressiveness

may play a role in the eyes of some plant menagers. On the other hand it

has to be realized that unions as they are would prooablj nainly be
controlled by a small group in power vithout muich democratic decision
making. Then, it would appeat that person1e1 manaﬂers miﬂht have found ‘
out that the turnover tate, an important con81deratlon in the hiring

a1

process as we saw, is substantially lower in the case of female operators.

In fact, the type Of.JOb to be performed may often e too tedious for

. ey -

/Some. ..
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Some exceptions to the genéral rule'of high femalé participation at
the operator level would however suggest thai personnel managers are biased
on one Or ghé other account. For example, we came across a plant in which
sewing operations were predominantly performed by males and the manager
assured us that their productivity is 20 per cent above those of females.
Both sexes appeared to be ﬁorking harmoniously together. In another plant
there was a strict separation between the heavier processes involving males
in metal prodéssing and the less heavy providing ocaupations for females,
We realized however also that the participation of males at the’éperator
level was somewhat more pronounced mainly in those cities, especially one,
in which the labor market for females had been relatively tight at the peak
of the maquiladora activity sometime back. Also union activity was almost
abgent in such places. . |

But given the situation as it is, is the higher female participation
in maquiladora employment really a socially adverse phenomenon? In the
countryside where no jobs are available, it may have a particularly
depressing effect upon the other sex. ‘In large cities and the border towns,
however, where employment possibilities are good, the high fémale participa-~
tion should be considered rathef‘a'subétantial'advantage to society. If
fn a city like Ciudad Juarez with a population of 600 000, employment is
given to 15 000 unskilled girls, a major contribution to modernization of
1ife may actually be made at no cost to the rest of the population. The
quality of employment and acquaintance with‘modern industrial processes
"may in fact help to'changé in their case certain traditional-patterns
and modes of behavior that are adverse to any promotion of economic develop-
ment and that would condemn the women into a secondary role in a usually
male dominanted society. The fact that these females would earn the minimum
salary or somewhat more can also not be comsidered a problem because then
the same issue would have to be raised with respect to the more qualified
secretaries and female shop attendants in the service sector that even may
be earning more; any internal family problems that’ may arise in the context,
cannot but constitute a transitional phenomenon in a progresive' development
of society, ' ' o

/In conclusion,
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In conclusion, the higher rate of female participation at the operator
level can be considered a favorable phenomenon except in those places in
which such maquiladora employment would constitute a high percentage of the
total economically active .population and in smaller towns and the country-
side in which there may be some distressing psychological impacts on the
other sex.

As an aside, on the distribution of maquiladora labor by age, a topic
for which we also have not yet tabulated our empirical data, it may be said
that whereas it holds generally true that the labor force at the'operator
level may be around twenty, there are a number of exceptions in which plants
employ predominantly women at 35 and above, an example being shrimp proces-
sing where the training time and skill intensiveness are very high. Then,
those plants that had been in existence for five or more years would usually
register a higher average age for their operators. In gemeral, whereas
preference is given to young people, probably again in view of the attempt
to reduce the turnover rate as much as possible, a continuation at work at
a higher age is by no means discouraged. Quite a number of girlé however

drop .out because of marriage and are then replaced by younger ones.

/12,2 Income
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.. 12,2, Income.distxibution at various levels

.. - In a social evaluation of the economic net result of maquiladora.
existence, . questions concerning the personal, functional and regional .
distribution of income are-all somewhat related . and will be taken up
in this section, with emphasis.on personal and regional .distribution .
effects, ‘ '

Income-distribution is a field of mayor concern of Mexican

_authorities as stated ognall;politiqal,}evgisnfor. some‘;ime; but: the
actual situation does not appear to improve, rather worsen overtime, . .
In view of the fact that gove;pment;ingﬁgpe.limited in its ability to.
| influence the distribution of income, a possible valuation of the net.
séeigl_incomexeifects of maqqiladorg existence as they are committed to
various social groups_invoived,may.be?p@:ticularly necessary,. . Then,
in view of the highly uneven distribution of income in Mexico, positive
... or negative weights may be.attached to the monetary net resplt_in;;bét,
' for example, to put it in simple terps;:hencongumpqion.of‘g ;iqh man
. wauld carry a lesser weight than that of a poor man, e

- Pending a study. of data on ingome distribution in Mexico generally
for consideration in the drafting of the final report, we will concentrate,
for the time being, on pertinent data in Table 11 obtained in interviews

#
with operators. -The major findings to be derived from it are as follows.—/

*/ 1t wmay be noticed that for some cities the average operator income is
below the minimum salary and for the total of operators it is only
slightly above. ' The reason is that in this presentation we have not
yet distinguished between those persons that are working at a piece
rate, for example in the State of Nuevo Leon: part time; and in Mexicali
a number of operators in two cooperatives at wages substantially below
the minimum salary. The usually higher maquiladora income of other
household members is to explained by the likelihood that the latter are
working at higher job classifications, apart from the fact that the
average operator income for some locations is substantially depressed
because of the aforementioned reasons.

/Table 11
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First, average opefator income does not constitute more than 50'percent
of the total household 1ncome for no location; in Tlaxcala it'cones
close to that percentage, Second, however out of a total-of 502 house-
holds 151 or some 30 percent derive their total income from maquiladoras
including twenty seven households of operators living by ehemselves.

- For this group, maquiladora income would carry, without doubt,:a special
weight, This percentage is relatively higher for border towns than for
places in the interior given the greater availability of maquiladora ‘
jobs in the former that absorb then part or all of other working family
members. Third, only for 15 percent of the households, income from
maquiladoras would not cartry a special weight’since it amounts to less
than 30 percent of the total household income, |

Fourth, the average household income is positively correlated with
the legal minimum salary except for the large cities in the interior,
Guadalajara, Chihuahua and Puebla, It is however striking that in the
case of small towns and the countrysidq State of Nuevo Leon,.Compostela
and Tlaxcala, average household income exceeds the legal minimum wage by
much less than the average. This may be considered a true reflection of
the significant nrnblem Mexicd has with itsiregiqnal distribution of
income. The substantialjmergin of this average household income above
the legal minimum wage in the other.placés, in particular certain border
towns, confirms earlier conclusions about the relatively favorable employment
and wage rate situation in this part- of the country.

From the point of view of regional income dis;ribution effeeis, we
may then conclude that maquiladora existence in the ¢ountryside and small
cities would carry a much higher weight This .is-most likely true also
for the personal distribution of income in that operators in border towns
and large cities have good alternative job possibilities and are less
dependent on the existance of maquiladoras. In the case of the countryside
and small cities, an additional aspect may come into the picture. ' The
‘persons employed by maquiladoras there might in effect be relieved from

poverty at the expense of increasing in equality within the unskillei group

/of the
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of the population generally, In other Words,: an operatior.in a maquila~
dora’ employment there will enjoy a level of consumption well above the
average: of his place, T P Cw L . .
i This is however by no means a xreason. that maquiladoras should not
establish- themselves in these areas, rather the contrary. What is partly
-implied with this is that the legal minimum salary and the poverty level
are quite out of line in those places and thus, by implication with ,
general earning .possibilities as well as probably also.the relative size
of the unprotected wage sectox.  Whether this has an gmploymenq*limiging
.effect .is a question beyond.our taopic.. o ) -
As for an evaluation of the net . . monetary benefits accru1ng to the
public and jprivate sector of ngico,v;t'may,bg intergsginglto”notexthat
the OECD Manual suggests to.consider both capital%st,gogsugptiog and.
saving as-a.cost .to. the economy, siﬁce they involve a éommitment of social
income to purposes that are likely to be less valuable than the uses to
which the government would put .that income. However it ,may be remembared
-that the net benefit to the private sector stemming from maquiladora exig-
tance does not go. at . the cost of any other income, it is not campeting,
so that for our purposes a negativgquight.might notabe,Justified.‘vFgrther
. considerations on this topic however have to await‘qhe,stgﬁigfical evaluation
of this category of income comprising a great variety qf diffgregt Lfems.
We would however, have to ask beyond.the qdesﬁion of what,tﬁe.inéome\oi
_.businessmen means as such, to which uses they are 11ke1y to put. ‘
o Weights on the net income. derived by the government sector are_ also
. @ rather subtle topicgv Instead of ccmparing funds in the hands of the
.government with those, in the private sector, we may also extend a comparison
to the net monetary income operators obtain. A fioal Judgment would be
one on the efficiency of government in the handling of its finance and
withip this field, a‘qbggk into thgneffectiveness,of 80cial Secu;ity and
INFONAYIT, the“hqus%ngﬁpfogrém,of the cougtry. 'ﬂ§n§ would ﬁbwgyég_qgggest
that the valqatorraqgnanalystuisbtp_épay“;ut,of any.such”queStionslééjthat
in the ultimate gngtance'wg‘m;gh;:gbsﬁéin‘frcm any“fquhe;Laﬁél§sis id this
field,

/12.3 2atterns
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12, 3 Patterns of ownerghlg and ogeration

Y

Rather than ,dealing with questions on weiphts to be attached to ,
economic results in view of social aspects, this section constitutes a
quick reevaluation of different sources of benefits by various ma jor
types of maquiladoras. = We will therefore briefly deal with Mexican o
and foreign ownership, plants operating on the basis of excess capacity A
and cooperatives, , B . _

As for maquiladoras under Mexican ownership, we need ‘not repeat
what was said before on the relative wages paid and working conditions
prevailing there, but should concentrate rather on complementary, aspects
that might determine how strong a source of net benefit this type of
ownership is, A pronounced 1nstab111tx,of operating conditions stands

out for these plants. .It is the dependence on verbal contracts or rela-jk
tiGET?"EHSEE:EEEE75;’tten contracts combined with a lack of £ fi nancial
capacity, that apparently prevent them from being soundly established.
GEEf;E—ZK;afirms_in the textile field we visited had changed its name

various times since it began operations back in the 1960's, Any upward
change in the cost of domestic inputs, possibly because of infiationary

" tendencies in Mexico, will. amount to a threat to the survival of their.
operations given the need to stick rigidly to conditions agreed upon with
the principal at the beg;nnlng. Second, one may raise the question of how

- 1ndependent these local firms really are. In the case of the Mexican maqui-
ladora that at present manages twelve contracts in the field of electronics,
not only are the inputg imported but also,machinery,.technology and, to

the extent necessary, foreign technicians; the buildings are rented. 1In
fact, the Mexicans we saw operating. appeared to_gie_zerz;ligtle_gggital_

of their own, equipment and inventory costs usually being born by the .

fore rincipal.

The conclugion. that is to be drawn from these observations and our

impressions from field work is that Mexicans with capital or that are.
: _—eX7cans with ] e ..

accumulating such assets are currently or will soon be interested in the.

highly protected domestic market rather than: wish to operate under the

——

Toit
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4competitive conditions of maquiladora activity including ‘the scrutiny of
foiéigh”£§I£¢i§£13. ThisMEppeered“tf”he confirmed by tonversation with
*Jowners of two plants that had been maquiladoras sometime ago and are now
enjoying'a'tather confortable profit margin when selling in the Mexicen
T'and, in one case also to a minor extent, in the LAFTA market. Two or
.three other cases"we ceme across that had been doing exclusively mequila-
~dora work last year, were concentrating now slready strongly on the Mexi-
“can market, one with 60 percent of total sales striving for a 100 percent.
"Only in one other case were we told thst the maquiladora operations are
preferable and the reasons given were the larger volume possible and that
forelign principals are relatively more reliable. Here however also, depen-
dence upon machinery provided from abroad seemed to carry a weight.

In the light of this it may be concluded that the maquila industry
'is at present_not a field of interest and cnance to locel capital.‘ It

can herdly be Mexicanized.‘ Mexicanization however takes place, in a wam
within foreign plants in that foreign nationals are being increasingly

Bt e

“In the light of the generally very favorable effects of the maqui-
ladora industry ‘and the limited scope for lexican capital in this, a
corresponding conclusion on foreign ownership is implied. Ownership as
such however, as we noted elsewhere, is not an issue in terms ol profit
policies. This ownership, as it appears, assures efficiency not only to
the parent system but is also instrumentel in bringing about a relatively
high degree of net social benefits to Mexicans, including the non-quanti-
‘fiable. Plants with sophisticated production processes and thus in need
for much professional manpower and skilled technicians are without doubt
the more beneficial establishments anong this group. Foreign oWnership
_ also appears to provide a relatively greeter degree ‘of stability than
‘does Mexican capital since the committment of the prinoipal is substantially
.“higher. . ‘ ' '

As for plants operating on the basis of excess capacity, we came across
two such cases in one of which we collected complete data for 1974 Both

are foreign owned and one is currently exporting, not under the maquiladora

/regime ,
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regime, 75 percent of total productinn striving for 90 percent, 'Maqdii;
operations had been phased out completely in onme and in the other it was

at the time we visited a rather rﬁdimentafy‘busfness. The eﬁdihg of fﬁese
operations had not adversely affected the workers in that all were trans-
ferred to other duties within the plant., From the statistical information
of one of them it appears that salaries operators earned were'substanéially
above the minimum salary: However, in temms of shadow bticiﬂg, the basis
.of excess capacity for maquila operations appears to render only limited
positive net results since the use of local inputs may in effect be quite
_competing with other domestic uses. These operations are however not to
be discouraged if they are performed by larger firms with a solid base in
normal business so that a short term maquiladora contract would not amount
to any ‘instability projected on to the volume of employment of operators.
In the case of very small plants, official unpublished statistics register
quite a few of them, instability may be pronounced together with the possi-
bility of illegal transactions referred to elsewhere. ‘

As for cooperatives, there are at present twelve of them in the textile
field, eleven alore in Mexicali, where we visited two. They shared major.
characteristics. Both had been formed after a prolonged strike that forced
the Mexican owner out of business leaving machinery. behind for the workers
as indemnization. The establishments were now run by former oparators.

One has 50 members, the other 30 but additionally they are also employing
temporaries; 16 and 20 respectively., Working conditions appeared to be

much inferior to the general standard and the existence of the very opera-
tion seemed to be threatened by only two more months of work on store. One
of the problems was social security payments, an obligation which'they thought
would not apply in the case of a cooperative and they could not afford for '
the time being, All operators interviewed were earning substantiallyvless
‘that the going legal minimum wage, Confidence in this type of venture did
not appear to be very great on the part of members; a few had dropped out
already without that the rest saw a possibility to pay them back their

share. The most striking single fact about them was however that they had

to opeiate still through the former owners in order to be able .to do

/business,
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business. Thus one operator opinioned: that "exploitation is at least as
high as it was before with less responsibility of the previous owners'.
The moral and }ogistics support that the cooperatives are receiving
from government officials, including an attempt to eliminate the previous
ovners as intermediaries in the dealings with foreign principals, do not
_appear to be sufficient to give this type of maquiladora a long lasting
chance, We were therefore rather pessimistic on the future outlook of

these experiments.

13, Investment/saving impact

Considerations on this impact usually play a major role in much cost/
benefit analysis because it might make a sisnificant difference, in the
ultimaté instance, whether benefits are consumed or saved. Govermment
‘attitudes towards the level of savings and investment in the whole of the
economy are usually ‘a guidance for any valuation procedurés. As in many
other developing countries, in Mexlco the availability of saviﬁgs is con-
‘siderdd a comstrain on investment. Investment of course is not considered
an end in itsgelf but understood as an indireét future consumptidn benéfit.
In cost/benefit analyses reference is therefore made to a so-called inter-
temporal distribution of benefits involving the difference between consump-
tion and savings as well as discounting procedures which, as we stated in
an initial section, do not apply to our analysis.

Given the fact that investment is more valuable than consumption in
an economy with suboptimal savings rates, social income will then be correc-
ted to allow for the disadvantages of being committed to consumption right
away. In such procedures, the weight will be smaller or even negative the
more consumption a persona has in total income.

Applied to our analysis, such valuation may be an interesting assess-
ment of the extra income generated by maquiladoras. But two things have to
be borne in mind, First, as was stated on a number of occasions, this is
extra income that does not occur at the cost of any current saving or invest-

ment. Second, it may be expected that the investment/savings impact stemming

/ from
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from maquiladora. existence is.relatively. small given the fact that much
of the net. benefits accrue to-ungkilled labor with a high propensity to .
congume and a. correspondingly. below margjnal propensity fo. save. Th“§,3
,major-inyestment/savings effect may only,be expecten fiom thetnetvsoeial
income that is committed to the puhlic and .private sector. _“' 4 |
Nevertheless we. were interested in this topic at the operator, level
and Table Nq.‘12 .pregents the information obtained through interviews of
the workers. An interpretation of this data may take into account that
savings by operators are quite determined by whether there are
correspouding facilities around, in the places we yisited. in the State of
Nuevo Leon there were no banks, or whether maquiladoras would have credit
unions that can induce operators to put eside at least some income weekly,
however small that may be, this was “the oase in at least one plant in
01udad Juarez somewhat reflected by the data. It is interesting to note
that the propensity to save is relatively hieh for those that” do put noney
’aside, probably even above the average for Mexico. Later we will have to
‘check into their family income situotion in order to get some better idea

i

.about the possible underlying reasons for this
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© . Table 12

PROFPENSITY TO SAVE OF OPERATORS INTERVIEWED

G
“ Propensity to'save out
: of current in come
Location ;. TR . . - ' , t O
cation .. . Total Operators- Average amoun Operators ALl ope-

o] ors i sav .
:“_.p,er_a.t r . saying e e_'d‘ pe.r.:‘wreek‘ saving rators

l. Border . . 3 100, 106 0.198  0.059

Matamoros = = 43 14 .. .. 98 _ 0,210 0.070
cd. Juarez o 3 7 30 f10 0.220 0.090
Nogales. .- . .- - 69 - 10 - -~ 128 0 0,270 0 1 0.040
Mexicali = 83 20 . 126 . 0.220.. . 0.050
Tijuana Cot 720 - 26 82 0.140 0.050
2. Interior ‘ . le2 43 .19 .. 0.186 . . 0.057
State of NuevpLeon = 19 _ 1. . .. 10 . . 0.100 - 0.004
Chihuahua 39 11 o 81 ~ 0.190 0.060
- Compostela .. - ¢ 213 B R 50 .- 0.250.7 = 0,020
Guadalajara .. 63 , 18 . .99 . 0,220 . 0.060
Puebla = ' C13 "~ 10 39 " 0.080 0.060
Tlaxcala 15 3 100 0.390 .- ° 0.080

3. Total: W2/ 7" 7 s02 T 143 7 7 "9 0,195 0,058
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V. UNCERTAINTY AND INSTABILITY

Up to this point we have mainly studied aspects relating to the question
of what would have happened 'in the absence of maquiladoras including social
"evalugtion of'the corresponding current costs and benefits of a static nature.
In this chapter our perspective may be described by the question of what
would happen 1f maquiladoras reduced the volume of their operations or even
disappeared

It may however not be realistic to put a dynamic analysis in the .
absolute terms of a complete disappeatance of these plants since this is
very unlikely to happen in the future. The worst world wide recession
‘in 40 years which led to a substan:ial dovnward adjustment in the volume .
of operations of maquilqdoras appears to have had already its worst possible
effect since we found the maquiladora industry clearly in a phase of recovery.
Thus ourianﬁlysis would realistically zoncentrate on the foocloose character
of the industry and‘take up mainly questions relating to the effect that may
stem on éhe Mexican socfety.from pronounced'fluctuations in 1ts industrial
- volume, - . _ :

Sens@b;lity analysis and theory of choice under uncertainty usually
play some role in pertfinent cost/benefit considerations. The former makes
use of discounting procedures in order to illustrate the riskiness of
projects, a method that would not apply much to international subcontracting
activities for reasons explained elsewhere, and the latter is still a
subjeot of some controversy. We will therefore limit the analysis in this
chapter to a general evaluation of the risks that the rather wide

range of uncertainty characteristic of these activities entails.

/14. General
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14, General costs in a dynamic perspective

Whereas non-quantifiable effects of a positive nature are not
expected to diminish or even to becomecnegative over time, it is mainly
the net economic result onwhich to concentrate. We then can simply ask
what are the variables bound to have some influence on the distortionary
difference as a margin bétween shadow and market priceé. Maquiladofas
with a drive for competitiveness and efficiency can be exﬁectéd to economize
as much as possible on a number of inputs they obtain in the local economy.
Thus, it will be natural thafvheﬁ income benefits accruing to the private
sector of Mexico may be depressed over time unless maquiladoré demand keeps
growing. The net income going to the public sector however can be expected
to be quite stable unless maquiladoras would adjust their operations
downward. ' .

Distortionary differences benefiting unskilled maquiladora labor
however would carry a major weight in any consideration of the general
costs of the plants.in a dynamic perspective. Since a distortionary
difference is a matter of prices, it is then a question to which extent
inflation in Mexico may affect real wages. This in turn may have to be
considered as a question of adjustment to inflation of legal minimum wages
governing much of the margin of benefits operators will obtain. Inflation
might therefore hurt mainly those unskilled workers who had earnings above
the minimum wage and whose income is not adjusted upward when these wages
are railsed,

Related to the question of inflation is the purchasing power of
foreign exchange overtime, If inflationary tendencies in Mexico are more
pronounced than in the countries of the principals, maquiladoras may
actually loose if the exchange rate is not adjusted. Thus a benefit rather
than a cost may accrue, not directly to maquiladora manpower but to the
host society as a whole. Similarly, any devaluation of the Mexican peso

as such were to imply a corresponding cost.

/The relative
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The relative value of currencies and legal ninifum wage policies
then are important if costs to operators, stemming from price changes,
are to be considered varlables that are quite under . control of the
host eovernment. _ .

Two more possible sources of costs to operator manpower may
deserve attention in a dynamic perspective.~ First, any productivity
increases in maquiladoras if not reflected in wage increases may imply .-
'a cost to this manpower and the host _economy . Second, skills that are -
acquired in maquiladoras and are internalized by them over long periods
by preventing what might be considered a normal turnover rate may -
constitute another source.' Thls, in a dynamic analysis, would howeyver :
have to be taken 1nto account in. the shadow pricing of labor.

In conclusion, general costs of maquiladoras in a dynamic pers-
pective are not a factor that wnuld demand majox consideratiion other
than that relat*ng to approprlate 1ncomes and social .policy. on the part:

of the host govetnment. o Cy et nis

G AR
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15, Costs of downward adjustmne.i of maquiladora operations

If however the volume of operation of plants is significantiy adjusted
downward, the distortionary difference may substantially narrow or even
disappear and become negative. In fact, due to recessionary tendencies,
maquiladora employment had heed reduced by 50 per cent down from a
previous peak level in some places we visited.

In general, persons and other agents involved with maquiladoras will
probably 3ive more weight to a substantial reduction in their income than
to an equal increase, Furthermore, a downward adjustment of maquiladora
operations in the aggrezate may not sufficiently reflect all costs to these
parties since Internal instability can be expected to be considerable .in
view of the great diversity of the maquiladora industry.

Given the composition of domestiec inputs obtained by maquiladoras,
costs of downward adjustment in the operation of the plants is essentially
a matter of employment of labor. In view of the high social opportunity
cost of skilled manpower, the focus of analysis would narrow down to the
operator level. How is this group really affected by & downward adjustment?'
Answering this question, we partly have to recall findings relating to
prior work experience and would distinguish between those 30 per cent that
had work experience before outside maquiladoras and the rest that did not.
Furthermore, distinction has to be made again between operators at the border
as well as large cities and others.

The minority zroup with previous work experience will without doubt
join the ranks of the unemployed unless they find a job right away in another
establishment. The latter prospect will not Le bad for those in border
towns and large cities whereas the rest of people in small towns and the
countryside can probably be expected to incur considerable searching time
and costs before they are reemployed elsewhere. Employment of the former
group  will be at the minimum of the uﬁprotected wage. Had they earned
substantially above the minimum before in maquiladoras as did operators in
Nogales before the recession, theyare likely to suffer a considerable loss
in income as happened to be the case with quite a few operators in Nogales
reemployed by other maquiladoras, How many will find azain a job at the
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minimum (or even above) w1ll depend on the relative size of the protected
wage sector, Those that do not, would have to content themselves with a

- .wage' at or above the unprotected level. -Whether this level would decline
as a .result of.downward: adJustment of maquiladora Operations w111 depend
on.a variety of’ factors including the number of operators ‘

searching for work in relation to the total level of‘employﬁent'io'é ’
location. This level bears howvever also a certain relationship to the
minimum wage in large cities and may be rather sticky'downWafBS”fori
reasons mentioned elsewhere. The by far lowest uﬁpfotected wage level in
border towns and large éities“was~determihed‘by*&siin‘Matamorosvwhere it

appeared to be about '50% of the minimum wage:! 'Thus in the worst of the

circumstances, operators would have to'aceép€3e'ﬂeeline'of half of their =

earnings as a result of a downward adjustmient of maquiladora operations.*

In the small towns and the contryside, by contrast, those laid off will

hardly have a chance to earn again thé minimum salary outside maquiladoras

with'a strong likelihood that the unprotected wage level whlch is already

very low would decline further as a result of their supply.

.. Of the 70 per cent of total operators  without previous ﬁork

experience, a-small group, 15 per cent of them that had searched without

success before would be in a situatidn similar to that of those
considered in the previous paragraph. A major weight in the total of
operators‘without‘previous eéxperience howeVer'carry those that had not

searched at a working age (45 per cent). Given their relatively high

~ % Before going on the interview tour we had taken notice of the -

‘ 'frequently launched argument that a substantial loss in maqulladora .
employment would push female operators into prostitutiéon. "Considering
that in Matamoros, the first border town we visited, 'several thousand
female\operato*s had lost their job over the past eight months some
of which might have ended up in prostitution, we actually made an

_attempt to establish such a fact. Our enquires had us-however realized

' soon that this activity attracts almost exclusively girls outside
places who have no knowledge of any previous maquiladora operator and

_have been in town for a .very short time.under conditions that fell far
‘'short of their initial expectations and would have them leave town ,
within:a short 'time span. We thus be came convinced that the above

. argument does not bear any relationship to reality. - ‘ S

oo
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reservation price they.would appear to be the léast affected.group. They
make up nearly 30.per cent of the total of :operators intervieved.

We have not yet analyzed the rather great variety of answers obtainedon
one of ‘the gquestions put to them, namely what they would do had. they lost
their job at the.maquiladofal  Offhand from the mere tabulation of data it
would_appesr. that only a minority of them would just stay .again with their
families. Many may in effect now join.the ranks of those looking for
work and again the. above considerations .for those would apply that had
worked before. They might however be less willing to accept a job in the
unprotected wage sector and thus not possibly contribute to a depression
of its level., There were however also those operators that indicated
they would, after losing their job in the maquiladora, concentrate
exclusively on studies as well as consider marriage (as funny as this
may appear, such answers must be seen in ;be‘lightAqf the tradi;}onal
role of women in society). Finally, those that had attended school or
were of minor age before they took up their .present maquiladora jbb might
may .be considered_to.belpng in corresponding .proportions to one or the
other group referred to before. ,

In conclusion, a significant downward adJustment in maqu11adora
operatiouns will have a major adverse effect in those areas in which the
maquiladora industry is not pronounced, that is, in smaller téwns and the
~ countryside. These are precisely the places where their presence would
nbimally reﬁdér substantialpositiVE‘ngt income effects. In other locations
the possible costs'qf‘ﬁhié adjustment are not irreversible in that it is
likély to be just a matter of time before opgratbrs are reemployed,
possibly however at some income 1os§. .In case of .the nearly 30 per cent
of total oPerators that ‘had not worked before because of a high
reservation price, costs at the personal level may be marginal. On the.
macro level however they would be fully felt inasmuch as this manpower
would again prefer to stay unemployed thus sacrificing the income that .

for the first time had been generated for them by maquiladoras.
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16. Summing up the determinants of maquiladora activity

Uncertainty and instability are now viewed from the wider per~ -
spective of general and specific influences that may make an impact
upon volume of operations of maquiladoras. -.In the context, economic
plannerS'and'governmént?authorities‘generally, may perhaps first take
three interrelated questions and their answers into account which are
as follows: Are there influences that will have an irreversible impact?
Not very much, for the maquiladora industry in the ag ggregate involving
hundreds of plants with quite different characteristics. Are influences
unpredictablé? Not really, 1f the government planner makes a careful
evaluation of all possible determinants of international subcontracting
activities. Are influences éont:bllable? Very little from the view
point of the host country. :

Among the few controllable determinants are operating conditions
generally and to some extent the domestic wage level. The former should
not be considered as means which could prevent costs to be incurred in
a recession. - If they are ‘conceived that way, subsidization of maquila
operations may occur which‘may not be justified on grounds of efficiency:.
Operating conditions are however extremely important for ‘a degree of
stability to be maintained and for providinz scope for expansion of this
industrial activity. No host country would:want to let these conditions
decline so that a downward adjustment of maquiladora operations would ensue,

As far as wages are concerned, much of the situation is' governed '
by actors and factors playing a role in the determination of the legal
minimum wage, an evaluation of which would be beyond the scope of this
report. - It should however: be bointéd out that a careful cross~country
analysis in the wage field may be extremely helpful. In this, it has to
be distinguished between wage tate differentials betieen the host country
and that of the principal on the one hand and those differentials exist-

ing among thé group: of" competlno developlnv countries on the other. The

L
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former should generally not constitute a field of too great a concern
in times of ‘inflation.: The.fack -is, that even if wages in the .host -
economy should go up several times as much as those in the country of
the principal, the absolute:wage differential could still increase.

In other words, if the ratio . between wage rates in the U.S. and liexico
is ‘3:1-and U.S. wages go up.Ly 10 percent, a 29 percent wage increase
in liexico would still pérmit the absolute wage differenitial. to increase
somewhat. Differentials between llexico-and other developing countries.
however are to-beicarefully studied, particularly.overtime, because.
should llexico lose one or the other plant due to'this factor, it would
be a rather irreversible develonment.

" Autonomous determinants predominate by far, a vivid ‘example being
the recent worldwide recession. -In the context, it may generally be
asked whether fluctuations in the economic activities of industrialized
countries would .project themselves.in a more pronounced way onto the
level of maquiladora operations. There are.pro's and con's. . On- the
one hand, political influences in the countxies of principals, notably
unions, together with the wish of parent companies not to loge their
industrial base at home may, in a recession, lead to a relatively
stronger contraction of the plants offshore. On the other hand, an
inerease in competition among prinecipals that.characterizes much of
a recessionary phaseimay subsequently lead to a more' intensive search
for low cost production sites in foreign countries and thus relatively
strengthen maquiladora operations. The maquiladora industry in kiexico
has probably been impacted on both accounts. - Some of the bigger -

companies left when recession hit hard, others in the same industry -

-are now in the phase ol recovery, considerably building up their

. volume -of operation. : N

/As for the
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- "As for the spécific determinants, -autonomous from the viewpoint
of the host economy, we may make a distinction between possible
influences by éconbmic ‘sectors. First, major -changes in the tastes
of consumers may have an impact although 'this might be.a less important .
determinant for maquiladora business as such. Second, any type of
official measure on the part of authorities in industrialized countries
that would constitute a'incentive or disincentive for ‘principals to
relocate may be of substantial influence. Third, as far as the
private sector in the industrialized countries itself is concerned,
markét $tructures in which principals operate may be the most
important field from which major sudden influences may be expected.
It would probably most of all be the typically oligopolistic surprises
which may lead to disruptive effects; positive or~negéti?e, on inter-
national suﬁcontractihg‘activitieé in developing countries.

Fiﬁally, uncertainty and instability may also. be considered from:
the perspective of the'maquiladora industry itself by singling out those
cases that would receive more priority in a Hexican policy of promotion
and others whose viability is seriously in doubt because of cértain
inherent characteristics. As far as the latter are concerned, we may-
first consider characteristics of productive processes and types of
opefdtions.“ The plants with a rather limited usefulness, also taking
into account Mexico's competitive position in the field of international
subcontracting, are those whose operators perform mainly bench work,
with hardly any investment, may be not even in movable capital per
-work pldace and other plants the 1life cycle of the product of which
is very short. Included are also operations that have seasonal
character such as tﬁe"ﬁoyé and in part also textile industry, plantswhich

by~implica£ion serve predominantly the final consumer market abroad,possib-

-

1y through the intermediation of brokers in industrialized countries with
‘no production facilities of their owvn; plants furthermore that may have

maquiladora operations just because the foreign principal is utilizing its

/capacity
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capacity to the fullest exient. Second, the more adverse types of-
establishments by ownershio and size are Mexican ones and cooperatives
that operate on a verbal or no contraect, again possibily through brokers;
the small plants, local of foreign, with a lack of commitment, those
that change names and olaces and do not commit much nhysical capital

of , their own, Third, an evaluation of these less acceptapble plants by
location may not:be too conclusive, but uncertainty and instability"
would characterize those;labor. intensive operations with low skill
recuirements that are located in high wage cost areas in Mexico; also
others that may have just:grasved the chance provided by the 1971 legis-

lation to operate in the interior of the country, somehow without any

major commitment to the, idea of maquiladora operations.-

As for plants that are very favorable to Mewico and deserve priority
in a-policy of promotion, there are, first judged by characteristics of
their productive processes and types of operations, those plants that
are relatively capital. intensive with a high fixed cost portion and
capital: goods mounted to the ground, that have conveyer. belt systems .
and machine operations and are lpoking for further automatization and
vertical integration, thus bDeing increasingly dependent on skilled 1local

manpower and professionals. Included are also those manquiladoras the

.. production facilities of which constitute the relocation of a high

percentage or-all-of the previous production of principals; to some -
extent also those plants that do occasionally maquiladora.operations on
the basis of their own excess cavacity but that are large and for which
such onerations would bDe a minor part of the total, possibly plants
that are likely to nass skill and knowledge acquisition on to the local
economy through éroducts and processes. Furthermore, highly favorable
are those whose foreign derived demand is relatively inelastici-and who
operate through principals with excellent distribution systems and some
degree of monopoly power on foreign markets. Second, Ly ownership and
size it is the large subsidiaries of multinational cornorations that
render major benefits where a plant of 1,500 employees does much more

for the country than 50 plants with 30 people because of working

/conditions
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conditions and the ootentiallof skill and learning effects. Such
establishments would of course no;mﬁlly have the favorable character-
istics of the aforementioned point. Third, in terms of location,
favorable would be in ptincxple all plants that decide to locate in
small towns and the countryside in the interior of Mexico, particularly
those looking for a longer term involvémen; with the Mexican econonmy
and offerinéAsome proepeots‘for favorable linkage effects; labor inten-
sive Operations.even with.low skill requirements in low wage cost areas
that may still have a chance to compete with such countries. as Haiti.
There may be a rather indiscriminate acceptance of plants in these loca-
tions provided their contractual and operational conditions are reason-
ably stable. Then highly favorable are those maquiladoras that establish
themselves near universities ‘and technological schools because they are
precisely the ones with production characteristics referred to above.
Mentioned here may.also_maquiladoras whose parents -are . somehow
directly committeo, e.g. through a contract with the Mexican owner of
an industrial oark Finally, wﬁethéf"e plant should be located in the
interior solely for the foreign exchange aspect meaning that indirect
imports of those der1v1no income from its operations would. be substan-
tidlly reduced, might be questionable since 4 substantial foreign
exchange eonpribution is made enyhow and the plants would be given undue
importance in foreign exchange management and currenéy policy of the

host country.
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VI. CONCLUDING REMARKS

A full-fledged cost/benefit analysis permits to make a comprehensive
analysis of the maquiladora industry in Mexico beyond purely economic
aspects to include other fields of importance to society. The most
attractive feature of the methodological approach adopted is that much
of the research answers the question of what would have happened in
the absence of maquiladoras.

The effects stemming from these plants upon the Mexican society
were evaluated from three angles. First, a study of economic efficiency

established, in principle, the monetary economic net result in terms of

soclal income effects as well as addressed itself to a number of important

non~-quantifiable influences. Second, all pertinent social effects
stemming from the existence of maquiladoras have been evaluated under
the heading of soelal profitability. Third, given the special charac-
teristiecs of international subcontracting activities, in particualr
its so-called footloose character, an analysis of dynamic aspects of
maquliladora operations was econducted with reference to uncertainty and
instability.

As for the manpower employed by maquiladoras, a substantial social
net benefit in Iincome terms accrues at the operator level. It is par-
ticularly pronounced in small touns and the country side in the interior
of Mexico, whereas in larger cities and border towms corresponding
effects are relatively small at the personal level. The reason for
the latter is a relatively favorable employment situation In the res-
pective places as well as a high reservation price of much operator
manpover, involving in particular those persons, in the majority,
without previous work experience and, within this group, a
considerabie number that was not looking for jobs
at working age. At the macro-level however, their income at a shadow
price is fully to be counted as a net benefit since no cost in terms
of foregone output had to be incurred.

Maguiladoras do not make much .of a contribution to the general

goal of reducing unemploymeﬁt in Mexico since they are predominanfiy

—
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located in areas for which such a problem is minor. Our empirical analysis

confirmsthe official data that establish very low rates of open unemployment

in order towns. However, the type and quallty of employment cffered by

maqulladoras are to be highly tegarded ‘and determine that a large number

of youths are willing to take a job for the first t1me in the1r ‘lives.
Shadow pricing of other domestxc resources used by maqu1ladoras

would suggest that substantial net monetary beneflts ,accrue also to the

public and private sectors of Mexico. In the foxmer case, such effects are

closely'linked to sa lary payments to Operators and a number of taxes

involved in payments of and to the plants.

The net foreign exchange impact of maqulladoras is hlghly favorable
bt hitab -

and in current discussion two points are usually overlooked First, in
the case of the relatively large pool of sk111ed Mex1can techn1c1ans ‘and
1oca1 professional staff which would have, in the absence of maquxladoras,
worked in some other plant at a sxmllar salary and that therefore have had
the same propensity to 1mport maqu1ladoras actually make a foreign
exchange contribution to the whole extent of their salary since these
plants are saving the country the amount of foreign exchange that this
employees would tLave spent on the other side of the border under any
circumstance, Second at the Operator level, gross foreign exchange
inflows equalling wage payments have to be adjusted downward only to the
extent of that portion spent abroad of the income which is incremental.
The potent1a1 of non-quantiflable benefits is high at the level

of ckllled factory personnel engineers and managers of Mexican

natlonallty, a pool of’talents which is undergoing a constant learning

process and from vhich substantia Hknowledge_apreadlggﬁggfect;—;;y‘\\ﬁ

materiallze if the prlvate Mexican sector were to become avare of the

usefulness of this asset to the general industrialization process of

the country.

/The maquila
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The maquila industry in Mexico has a pronounced enclave character

"without that there is much chanoe for a change in the short and medium

“run. * One of the maJor obstacle;to an increase in backward linkages 4s

the fact“that Mexiean industrialiZation generally is developed under a

T T JR——

- hlgh degree of prOtectionism at various stages of production.

Empirical data collected For consideration of the social profita~
bility of maquiladoras permit to conclude that these plants ara nct a

factor of importance in the overall pattern of migration involving border

“‘town$, that the high participation of females in maquiladora employment

_is ‘géneraily to be considered favorable and that posit ve personal and

regionai {ncome distribution effects stem from the‘r existence. ‘Considered
in a wider pe“specti\e of questions relating to ma"ro-poli y goals‘and
conflicts, the maquiladora industry stands out’ by the fact that its effects
are in no way in conflict with development obgectives and priorities

There is in fact hardly any other industrial production ‘vith an equally

sidiaries does not imply any real cost to the Mexican soc ety As a
foréign exchange earner, the subcontract? nv activities are a unique ,
dévice for which there 1is no close alternative for the time being In
the general process of industrializat on of 1 Wexico, the maqtiladora indus~
try would thus’ constitute an’ important and challenging complement ,
Given-the great diversity of the maquiladora 1ndustry, those estab-
lishments may be singled out to be in the best of the host country
interest that are large and belong to multinational companies that shift
sophisticated and relatively capital intenslve productive processes to

Wexico and therefore are in need to employ local professional manpower

‘The interest of ‘and chances for Mexican businessmen in this industry L

appear to be very‘limited for the time being However, a Mexicaniza—

B TS

tion in‘plants i3 under way in that foreign subsidiaries increasingly

tend to replace foreign managers “and technicians by local professionals,

:ownership of plants is a non-issue in terms of profits since they can be

determined and shifted through transfer pricing by principals under any

type of organization. Beyond the general characteristics of inte1nationa1

/subcontracting
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subcontracting activity, no special dependency'effects can generally be
seen to arise for Mexico in terms of a need for special additional con~
trols and regulations of the activity} 'Much“as'foreign'trade, the maqui-
ladora industry just stands'for worldwide economic interdependencé and ‘a
pronounced division of labor involving specialized productive processes,
amounting in effect to a mutual beneficial practice within the scope of
industrial corporation between developed and developing countries.

Analysis of aspects relating to uncertainty and instability generally
consldered characteristic of the maqniladora'induStry;;leadito'tﬁe con-
clusion that any downward adjnstment'in the volume of its operation is most
of all felt as a cost on the macro-leveljand for operator manpower in the
'countryside and small towns in the interior. At the personal level in
the other places, however, where this {ndustry predominates ia size, costs
of downward adJustment will have a lesser impact. The reasons are again
the relatively favorable employment situation with alternative job
opportunities and the high reservation price of much of operitor man-
power. After the‘worldwide recession had led to a substantial contrac-
tion of the maquiladora industry in Mexico, it now appears to have entered
a phase of consolidation and recovery

Considering,that there is a going'price for the attraction of inter-
national snbcontracting activities that many developing countries are’
prepared to pay in terms of waving corresponding import regulations,
the Mexican promotion policy appears to have consisted so far mainly
of a rather indiscriminate acceptance of any type of labor intensive
production to be shifted from abroad to this’ country. Thus,’ the maqui~-
ladora industryrmay be seen to have developed in a laissez-faire fashion
troubled by a corresponding instability Since the host country-must
give more weight to a substantial reduction in its income than to an :
equal increase, a more certain level of maquxladora operation should be
vpreferred even at some cost in terms of expansion. The’ key to this is
more selectivity and a clearly defined policy including official

operstion conditions for maquiladoras.

/These
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These considerations would lead to ask for a clear perception of the
benefits to be expected from the maquiladora industry in the future. An
answer will have to take into acccunt the potential of further relocation
of productive processes from industriglized to developing countries. Hay
there be a saturation point in the short run for example? It does not
appear so. This potential will simply exist as long as there is a waze
differential between industr alized and developing countries and the
international trade and investment system is an open one. In principle,
then, Mexico may be expected to have an indefinite future in the maquiladora
fleld.

Finally, it is important to carefully evaluate the competitive posi-
tion of the country in the worldwide international subcontracting
activities. Besides its uniaue gaographical édvantage, Mexico is a most
attractive site to those companies that are relatively dependent upon
skiilédh%acto;y;pgysonnel and professtonal manpewer. - In view of this,
thé necé;;i£§ ariséé ;giﬁ;ép‘imgrAQiééwi;;éivéﬁiils at all levels, permit-
ting in effect that income increases can be maintained despite much competi-

tion from other developing countries in terxms of wage différentials. .
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