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PREFACE

This publication constitutes the edited proceedings fromthe
synposiumentitled "The Maquil adora Programin Tri-National Perspective:
Japan, Mexico, and the United States."” This event was held on February
6, 1986, at the University Club in San D ego. The sem nar was created to
bring together nmenbers of the private sector in the binational region
with scholars and officials to discuss inportant aspects of the
governnment of the maquiladora industry which increasingly has becone a
key in Mexico's economc picture and is also inportant to San Di ego and
to the United States. Intentionally, the discussions were not designed
to concentrate on the specifics of establishing or operating maquil adora
pl ants but instead were to explore broader perspectives on the industry.

The synposi um was organi zed by the Institute for Regional Studies
of the Californias and the Japan Studies Institute, two academ c units
at San Diego State University that are concerned with the border, with
Mexi co, and Japan. The two institutes not only carry out the traditional
academ c functions of -research and curriculum support, but regularly
address issues that are of inportance in the |ocal, national and
international comunities. They also serve to |ink the University and
its resources to the private and public sectors. Interaction with policy
makers and the business community is a continuing process for both JSI
and | RSC.



The presentation by Joseph Grunwal d, President of the Institute of
the Anericas in La Jolla, discussed the maquil adora programin world
perspective. He pointed out how the Mexican maquila programis one
variant of a restructuring process that has been going on in the world's
econony for sone tine. Japan, Taiwan., Singapore, Hong Kong, and other
areas in Southeast Asia early becane actively involved in production
sharing which contributed significantly to the growth of their
econom es. Grunwald, in his talk, effectively raised both positive and
negative aspects of the industry as far as the host country is
concerned. He concluded that this type of industry has a strong future
in Mexico, particularly if better integrated into the Mexican econony
and if it tends to concentrate in the high-technol ogy industries.

The tal k by historian Paul Ganster, Director of the Institute for
Regi onal Studies of the Californias, discussed the Mexican maquila
programwi thin the historical context of Mexico' s attitudes and
i nvol vement with foreign capital and al so the geographi cal context of
Mexi co's northern border region where al nost 90 percent of the maquila
programis physically | ocated. He observed that Mexico has had m xed
feelings both about foreign capital and about its own northern border
region. In addition, Ganster discussed criticisnms of the industry that
have been -raised both by Mexican and U. S. observers. These include such
topi cs as predom nance of wonen in the |abor force, insufficient
l i nkages with the Mexican econony, and potential |ong-term environnental
I npacts.



The various panels were noderated by Richard Louv, a nationally
syndi cat ed col umi st from The San Di ego Uni on and author of America II,
a penetrating book on the future of the United States. Louv al so
provi ded sunmary remarks to the synposium

The first panel dealt with the industry fromthe Mexican
perspective and featured presentations by Enrique Mer y Teréan,
presi dent of PLAMEX in Tijuana, and Sergi o Noriega, an econom st from
t he Autononous University of Baja California. Mer y Teran, a pioneer in
t he devel opment of maquiladoras in Tijuana, said that Mexico has nmuch to
learn from Japan and the United States, but it also has nany advant ages.
Perhaps forenost is its geographical |ocation adjacent to the greatest
market in the world--the United States--which is a great advantage over
exporters such as Japan.

Sergi o Noriega sketched the characteristics of the maquil adora
industry in Baja California, which has grown to 316 assenbly plants and
no | ess than 40,000 workers. He observed that the industry is a key
econom c force in the state. By Mexican standards, working conditions
are good and wages are high. The industry has al so been responsible for
bringi ng unprecedented nunbers of wonen into the | abor force.

The second panel provided U S. and Japanese perspectives of the
i ndustry. Panelist Yasuo Sasaki, born in Brazil and educated in Japan,
i's manager of the Sanyo plant in Tijuana and lives in San Di ego. Sasaki
noted that in some ways, Japan m ght be considered to be a giant
maqui | adora. In reflecting on his
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t hree- and- one-hal f years' experience in running a business in Tijuana,
he stressed the inportance of being sensitive to cul tural
characteristics and |l earning the "rules of the gane,"” which are
different in Mexico, Japan, and the United States. Sasaki concl uded by
sayi ng that although Mexico has many things going for it in terns of the
maqui | adora industry, its greatest advantage is proximty to the United
St at es.

The maqui |l adora industry has been frequently criticized in the
United States. Most often it has been charged with encouraging factories
in the U S to nove abroad, thereby elimnating jobs. This and ot her
criticisns were addressed by panelists Ml lie Shields, assistant
commercial attaché at the U S. Enmbassy in Mexico City; Howard Boysen,
presi dent of | MEC Corporation in San Di ego; and Joseph Nal ven, an
ant hr opol ogi st and associ ate director of IRSC. Shields explained how the
maqui | adora i ndustry has enabled many U.S. firms to remain conpetitive,
both internationally and in the donestic market. In fact, there are
i ndi cations that the in-bond industry creates jobs across the border in
the United States. In 1984 there were 165,000 direct jobs in the U S. as
a result of the then 200,000 jobs on the Mexican side of the border.

Shields also said that nmuch direct foreign investnent in
Mexi co- - per haps 40 percent of the total--is going into the maquil adora
i ndustry. About two billion of the eight billion dollars of direct
foreign investnent in Mexico is concentrated in the in-bond industry,
whi ch makes this sector trenmendously inportant. Shields attributed nuch
of the success of the



industry to the fact that the Mexican governnment set up the framework
and then backed off to let the industry flourish. She predicted a

prom sing future for the in-bond sector, which she characterized as the
success story of the U S. relationship with Mexico.

Howar d Boysen, a veteran of nore than 20 years in the maquil adora
i ndustry, debunked various myths about the industry. The great advantage
of Mexico, he noted, is not the cheap |abor, but the quality of people,
who with proper training and quality managenent are capable of carrying
out manufacturing processes as sophisticated and as conplex as in Asia.

Joe Nal ven remar ked that anthropol ogi sts are known for studying
exotic places, and without a doubt, San Diego-Tijuana |Is an exotic
pl ace. He stressed that we live together in an international community
di vided by an international boundary, but things occurring on one side
of the line affect people on the other side. Thus, questions raised
about the maquil adora industry--including environnmental and soci al
i npacts--should be of concern to San Di egans. These issues need to be
addressed now so they do not cone back to haunt us in the future.

In retrospect, witing this preface approximately a year after the
synposium it is clear that the content of the discussions and debates
are as timely now as they were when originally presented. Over the past
year, the industry has grown significantly and increasingly has becone
an i nmportant part of Mexico's strategy to expand its inports and
restructure its econonmy. Both of these trends were predicted by
panel i sts



in the synposium O her panelists had noted how the industry was very
dependent upon itens 806 and 807 in the U S. Tariff Code and hence upon
the good will of the U S. Congress. They suggested that a protectionist
reaction or pro-labor sentinments could at any tinme constitute a threat
to the maquil adora industry. Although these warnings were dism ssed as
hi ghly unlikely by the assenbl ed synposium participants in February
1986, the npod of Congress changed significantly in late 1986 and

Congr essi onal supporters of organized | abor have | aunched a serious
attack agai nst the maquil adora program Although industry supporters
have rallied their forces through the formation of a border trade
alliance and through various | obbying efforts, the outcone of this

vi gorous debate is still uncertain.

The contents of this publication are derived froman edited
transcript of the synposium In addition, Norris Clenment, an econom st
at San Diego State University, was prevailed upon to wite a short
overview of the maquil adora industry to serve as an introduction to this
vol une.

The very successful synposium and subsequent publication of this
vol unme were nmade possi ble by the generous assistance of a nunber of
i ndi vidual s and organi zati ons. M chael Lew s, Assistant Vice President
for University Relations at SDSU, was instrumental in putting the
conference together; Leslie Yerger, Vice President of University
Rel ations, generously allocated staff time for the organi zation of the
event. Al Coox, chair of the Japan Studies Institute at SDSU
cosponsored the event and



secured the participation of a nunmber of the prograni s panelists. The
advi sory board of the Japan Studies Institute was also key in designing
the program and in generating sone financial support. In particular, the
services of Dick Davis

and Enrique von Borstel should be recognized. Bobbi Quick, of IRSC s
Advi sory Board, kindly agreed to participate and assist with the
program Deborah Fridell, IRSC s adm nistrative coordinator, was
instrunental in not only the arrangenents for the synposium but also in
t he work of publishing this vol unme.

A special thanks is due to the California Council on the Humanities
whi ch provided major funding for this event. The Council's innovative
program to encourage humanists to interact with individuals from ot her
sectors and disciplines provided a notivating force in conceptualizing
and carrying out a very successful synposium Finally, the firm of
Deloitte Haskins & Sells, via its partner Robert Waver, and California
First Bank, through the efforts of M. Sado, provided inportant support
for the program



AN OVERVI EW OF THE MAQUI LADORA | NDUSTRY
Norris C. Clenment

Of f shore export processing zones (EPZ' s) are now an integral part
of the international econony and are each day playing a |arger part in
t he manufacture and assenbly of a growi ng array of goods and services.
Goods displaying |abels with "Made in the U S. A" or "Made in Japan" are
| ess common now t han even ten years ago and are being replaced with
“Made in Taiwan" or "Assenbled in Mexico." These | abels are indicative
of much nore than a geographical shift in the production of a few
consuner goods. They represent, for a grow ng nunmber of |arge and small
nations scattered throughout the world, a deliberate thrust towards a
new devel opnent strategy which is nore "outward | ooking" than
previ ously.

For the U S., the use of "offshore sourcing” is a post-World War 11
phenonmenon that began nore as a side effect of establishing
manuf acturing facilities in Europe behind tariff walls in order to
increase sales to the giant European Econom c Community. But for Japan,
whi ch has been called "a nation of maquil adoras,"” because of its
el aborat e subcontracting system the decision to utilize offshore EPZ' s
apparently was a part of a deliberate strategy to gain market shares in
a world dom nated by the United States. For Mexico, creating the
maqui | adora i ndustry as an EPZ was based partly on the denonstrated
success of other EPZ's in the Far East, such as Taiwan and Si ngapore,
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and partly on the need to solve pressing social and econonic probl ens.

The Border Industrialization Program which gave birth to the
i ndustry in the m d-1960s, was designed to reduce unenploynment in
Mexi co's northern border region by attracting foreign manufacturing
firms to establish assenbly operations there. Since then--especially
since the devaluations of 1982--the industry has grown rapidly.

Currently, in 1986 there are nore than 800 plants in the industry
nati onw de, enployi ng approxi mtely 250, 000 peopl e and generating sone
$U.S. 1.3 billion in foreign exchange. About 90 percent of these in-bond
pl ants are located in the north of Mexico bordering the States of
California, Arizona, New Mexico, and Texas. Most of these plants are
owned by, or have contracted relationships with, United States firns.
Currently, Mexico accounts for about 40 percent of the goods processed
in EPZ's located in | ess devel oped countries, as shown in Table I.

Gven its relative size and rate of growth, the maquiladora is the
newest "glamour industry” along the U S.-Mexican border. It is often
suggested that eventually the nmaquiladora industry will provide the sane
econom c stinmulation to depressed U.S. border econoni es that Mexican
shoppers did during the boom period of 1977-1981. This maquil adora
"boom' can be attributed to several types of potential advantages to
U.S. or other
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Table 1. Dutiable value of inmports under 806/ 807 from | ess
devel oped countries, 1985.

Country US $ (mllions) Per cent

Mexi co 2,265 40

Si ngapor e 938 17

Tai wan 586 10

Hong Kong 431 8

Mal aysi a 618 11

Phi |l i ppi nes 375 7

Kor ea 349 6

Hai ti 61 1
TOTALS $5, 642 100%

Source: Journal of the Flagstaff Institute 1986, as reported
in The Industrial Devel opment Conmm ssion of Mexicali,
Manuf acturing in Mexicali: The In-Bond or Maquil adora
| ndustry Handbook, 8th ed., Mexicali, 1986.
foreign firms which produce a relatively mature product and have
significant | abor cost:
1) Significant cost savings, especially with respect to
| abor.
2) 100 percent ownership by foreign firms, not usually
possi bl e in Mexico.
3) Proximty to the U S., which brings:

a) lower transportation and conmmuni cati ons costs,

b) possibility of managenment and technical personnel living in
the U S.,

c) shorter down tinme for repairs and new product |ines, and

d) greater control over day-to-day operations.



The available literature, although very sparse, indicates that
there are significant benefits to the U S. border cities in terns of
i ncreased incones, jobs, and tax revenues associated with the growt h of
the Industry in Mexico (WlliamL. Mtchell, "Econom c |Inpact of Mquila
| ndustry in Juarez, Mexico in El Paso, Texas and other sections of the
United States for 1985," Ciudad Juarez, G upo Bernmidez |ndustrial Parks,
1986; and Norris C. Clenent and Stephen R Jenner, Location Deci sions
Regar di ng Maqui |l adora/l n-Bond Plants Operating in Baja California,
Mexi co, San Diego, California, Institute for Regional Studies of the
Californias, San Diego State University, 1987). G ven these potentia
advant ages, many governnmental and private agencies of U S. border states
and have inplenmented effective pronotional canpai gns designed to attract
U.S. and other foreign firnms to establish in-bond plants in adjacent
Mexi can | ocati ons.

The term "maqui |l adora” cones fromthe Spani sh word maquila, which
in colonial Mexico was the charge that mllers collected for processing
grain. Today maquil adora is used as a generic termfor those firns which
"process" (assenble and/or transformin sone way) conmponents inported
into Mexico which are then reexported, usually back into the U.S.
Alternatively it can be said that maquil adora is an econom c unit for
t he production of goods or services based on the tenporary inmportation
of raw materials and equi pnment for transformation in Mexico with
subsequent sal es abroad. The term "in-bond" industry comes fromthe fact
t hat those conponents which are inported into Mexico are inported under
a bonded status in order to insure that they
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Tabl e 2. The maquil adora industry in Mexico: Plants, enploynent, and
val ue added.

Dat e Tot al no. Tot al Enpl oynment Val ue

Year of Pl ants (Yearly average) Added $

1965 3, 000

1966 57 4,257

1967 72 17, 936

1968 79 17, 000

1969 108 15, 858

1970 120 20,327 81
1971 209 20, 000 102
1972 339 48, 060 165
1973 357 64, 330 278
1974 455 75,974 444
1975 454 67,214 454
1976 448 74,496 536
1977 443 78,433 525
1978 547 90, 704 714
1979 540 111, 365 638
1980 620 119, 546 773
1981 605 130,973 976
1982 585 127,048 851
1983 600 150, 867 829
1984 672 199, 6841, 200
1985 789 217,5441, 300
1986 858 246, 617N/ A. **
* Through May 1986 ** not avail abl e

Sources: Instituto Nacional de Estadistica e Informacion (INEQ);

various publications.

are not sold in Mexico markets, but are reexported for sale in foreign
mar ket s.

Anot her term frequently used is "twin plants,” which refers to the
exi stence of two factories, one on either side of the border. However,
this does not accurately describe the arrangenment for nost conpanies,
since nost of the foreign parent plants are not |ocated anywhere near
the border. Originally, it was thought that |abor-intensive maquil adora
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operations in Mexico would assenbl e conponents produced in capital
intensive plants in the U S., presumably in the border region, and then
distribute the final products fromthe U S. border plants. Cenerally,
however, this has not proved to be the case (see Clenent and Jenner,
1987) .

The growt h of the maquil adora/in-bond industry has been quite
extraordi nary as can be seen fromthe data presented in Table 2.
Starting in 1965, the nunber of plants, total enploynment, and

Table 3. In-bond manufacturing plants in Mexico. Nunmber of plants and
nunber of enpl oyees according to product categories (Cctober
1985).
Pl ant s Nunmber of Nunmber of
Pl ant s Pl ant s

1. Electronic and el ectrical

materi al s and accessories 198 (25) 56,907(25)
2. Electronic and el ectrical

machi nery and appliances 86 (11) 45,816 (20)

3. Apparel 110 (14) 32,149 (14)
4. Transportation equi pment
and accessori es 69 (9) 44,441 (19)
5. Services 44 (6) 14,075 (6)
6. Furniture 72 (9) 7,168 (3)
7. Toys and sporting goods 24 (3) 7,418 (3)
8. Shoes and | eat her 36 (5) 4, 896 (2)
9. Food process 12 (2) 2,149 (1)
10. Tool s 21 (3) 2,516 (1)
11. Chem cal products 3 99
12. Other industries 111 (14) 14, 889 (6)
TOTALS 786 (101**) 232,523
(100)
* Less than 1%
** Adds up to 101 due to roundi ng.
Source: "Estadistica de |la industria maquil adora de exportaci on,
Octubre 1985." INEG, Direcci 6n CGeneral de Informatica, Mexico,
D.F., 1985.
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val ue added have grown al nost every year during the industry's
twenty-year |ifespan

Table 3 illustrates the relatively wi de diversity of goods that are
processed at various |locations--nmostly in Mexico's northern border
region--as shown in Table 3. Fromthese tables we can see that various
types of electrical and el ectronic goods are clearly the npost inportant
group of products to pass through the maquil adora process with apparel
bei ng the next nobst inportant product group.

Tabl e 4 shows us that despite Baja California's dom nance in terns
of nunber of plants (40 percent), the state of Chihuahua clearly has the
nost jobs and generates the npost "val ue added." Larger "Fortune 500"
firms fromthe md-west and eastern U.S. tend to characterize that
state's roster of U S. firnms while Baja California seens to attract
smal ler, less well known firms, mainly from Southern California.

Neverthel ess, Baja California may just now be comng into its own in
the sense that several |arge Japanese have |ocated "twin plants"” in the
Southern California-Baja California region in the belief that it wll.
in the nmediumand | ong term provide the best possible environnent for
capitalizing on sone key devel opnents i ncl uding:

1. |Increased sourcing from Far East EPZ's and the possibility of
distributing to U S. markets from west to east,

2. Favorable wage and utility rates in Baja California.
3. Agrowing California market.

15



Tabl e 4. Maquil adora plants by principal

Januar y- August
Pl ant s Enpl oynent
NATI ONAL TOTAL 747 207, 817
BAJA CALI FORNI A 301( 40) 38, 691(19)
Ensenada 9 481
Mexi cal i 75 10, 863
Tecat e 31 1,713
Ti j uana 180 25, 697
BAJA CALI FORNI A
SUR
La Paz 4 150
COAHUI LA 50 13, 140
Cd. Acufa 24 6, 032
Pi edras Negras 19 4, 496
O hers 7 2,612
CHI HUAHUA 193( 25) 87, 951(42)
Cd. Juéarez 167 76, 664
Cd. Chi huahua
and g i naga 26 11, 287
JALI SCO
Guadal aj ara 14 5, 064
ESTADO DE MEXI CO
AND MEXI CO, D. F. 5 149
SONORA 82 22,088
Agua Prieta 24 5, 699
Nogal es 49 14,661
O hers 9 1,728
TAVAULI PAS 75(10) 36, 167(17)
Mat anor os 35 20, 218
Nvo. Laredo 14 3,668
Cd. Reynosa y
Ri o Bravo 26 12, 281
OTHER STATES 23 4,417
*Val ue added in mllions of pesos.

Source: "Estadistica de |la industria maquil adora de exportaci on,

198611 | NEG

1986.
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cities and states.
1985

Val ue*
Added

190, 248

34, 383(18)

478

10, 572

1, 148

22,185

126
8,154
3, 666
2,379
23109

83, 644
75,071

8,573
7,587

373

16, 233

3, 676

3, 676

964

35, 135(18)
22, 744
3,514

8,877
4,609

Per cent ages i n parentheses.

Ener o,



4. A growi ng protectionist mood in the U S. Congress.
5. The tendency for the U S. dollar to be devalued with respect
to the Japanese yen
These and other factors are attracting other Asian countries to
t he opportunities that many industry observers believe are "fantastic."

But there are problens in the industry. Hi gh enployee turnover
rates, worker absenteeism |[|ack of physical infrastructure, and
shortages of trained technical and supervisory personnel are nost
frequently mentioned as being potential bottlenecks over the next three
to five years. Yet nost estinmates see the industry expanding at a 10 to
12 percent rate for sone tine.

The bi ggest problem however, at |east fromthe perspective of this
conference, is ignorance; ignorance of what the industry is and does,
and its effect on Mexico, the U . S., and increasingly, Japan.
Nevert hel ess, such ignorance is certainly understandable. Not only has
the industry been relatively invisible until the last three or four
years, but also the industry's functionings are quite out of character
with traditional, donestic business practices. Terns and acronyns such
as "offshore sourcing," "export processing zones", "foreign trade
zones", General System of Performance, articles 806/ 807, and Cari bbean
Basin Initiative are relatively new to nost of us. But, of course, that
is exactly why this conference was organi zed.
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VWELCOVE AND | NTRODUCTI ONS

Lee Grissom President, Greater San Di ego Chamber of Conmerce.

| am Lee Grissom part tinme | have the opportunity to serve as the
President of the Geater San Di ego Chanber of Commerce, a position that
| have now had for about ten years. And full tinme, | have the
opportunity to serve as a trustee in the California State University
system of which, as each and every one of you is aware, San Di ego State
is the flagship.

In the last 25 years | have had a very special perspective on San

Diego State University. | have seen it grow froma fairly nodest, quiet
canpus that was nore parochial than global in its perspective.
I nterestingly enough, | have had the same opportunity with the city of

San Di ego. As recently as ten years ago the gross regional product--the
val ue of all goods and services produced in this region--was 11.3
billion dollars and we estimate that in 1986 it will conservatively be
39.8 billion dollars. Ten years ago we had about 240 firms in San Di ego
that were involved with international trade, nost of theminporters, and
now we have nore than a thousand firnms involved in international trade
in San Di ego. Ten years ago we had perhaps five or six hundred people
manuf acturing products in this county that were exported to gl obal

mar ket s and now we have 25,000 peopl e enployed on an annual basis. Ten

years ago we had sonething like five or six hundred mllion dollars in
products exported and now, conservatively, we have over 3 billion
dol | ars
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manuf actured in San Diego for international export. San Di ego has
changed dramatically.

An interesting el enment that has changed in the econom c equation in
t he past decade has been the increasing interest by, and our
-responsi veness to, the Japanese business community. W have devel oped
bet ween t he Japanese working community and the |ocal business community
one of the finest collaborative relationships that can be found in any
city in the United States.

One thing that has not changed over the past decade is the
continuing proximty of Mexico and in particular what | truly believe is
San Diego's only real sister city in the world--Tijuana. Many people on
this side and the other side of the border fail to understand that the
future of Tijuana and the future of San Di ego--and to a greater extent
the future of Mexico and the future of the United States--are in fact
one. We nmay negl ect each other fromtime to tine and while we nay not
pay as nmuch attention to each other as we should, our futures are
definitely intertwned. We will be as profitable or as unsuccessful as
we all ow ourselves to be. It is very nmuch in our best interest that we
be rmutual ly supportive.

Now, with the opportunity to take advantage of the insight and the
i nvest nent of the Japanese business community, we have a trilogy which
is very unique, and we are very lucky to be in this particular
Situation.

As a trustee | have been appointed by the Chancellor to serve as
the liaison with a very special group called the 20



Pacific Rim Study Committee, which is nade up not only of business
people in California but presidents of a nunber of our nineteen
canmpuses. While we certainly realize that Japan is a major partner In
the Pacific RRm we rarely appreciate the fact that Mexico also is a
Pacific RRmnation. And so | amparticularly excited today as we begin
to focus on the opportunities that can be created in this region, in San
Di ego, and in Tijuana, and to an extent, in Japan, through tying

toget her three very special entities.

Ri chard Davis, Community Advisory Board, Japan Studies Institute.

| want to give special thanks to Professor Alvin D. Coox, who heads
up the Japan Studies Institute at San Diego State University. | would
also like to welcone and give special thanks to a fellow JSI Board
Member, Enrique Von Borstel, former Secretary of Econom c Devel opnment
for the State of Baja California. Also, we have presented two ot her
Japan Studies Institute Board Menbers, Ambassador David Osborne and H.
A. Mdtishiga from Sum tono Bank.

In 1966 the Center for Asian Studies was established at San Di ego
State and then, several years ago it was decided that a Japan Studies
I nstitute woul d be very appropriate for the University. It was created
with four basic objectives:

The first is to contribute to the growing ties and understandi ng
between the United States and Japan, through the devel opnent of a high
qual ity interdisciplinary program of, Japanese studi es.
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Second, is to provide |eadership and the nurturing of ties between
SDSU and the growi ng U.S.-Japanese business interests in the San Di ego
and Baja California region, which is one of the key reasons we are here
t oday.

Third, is to foster exchange progranms between SDSU and Japanese
institutions of higher learning in all fields of endeavor.

Fourth, is to sponsor cultural activities designed to |Increase
communi ty awareness of various aspects of Japanese culture.

Bobbi Quick, Community Advisory Board, Institute for Regi onal Studies of

the Californias.

| would like to welcome you all here on behalf of the Institute and
tell you a little bit about it. The Institute for the Regional Studies
of the Californias was created in Novenmber of 1983 to facilitate and
coordi nate SDSU s Mexico relationships and is directed by Paul Ganster.
Its mssion is to act as a clearing-house for information that wll
al | ow peopl e on canpus and both sides of the border to make contacts
necessary to deal Kith a wi de range of questions affecting the two
nations. The Institute is designed to be the University's interface, or
contact point, with Mxico.

In addition to coordination and public relations functions, the
I nstitute has devel oped a research agenda. The enphasis is on applied
research in issues of regional inportance. Current efforts include a
study on | ocation decisions of foreign
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assenmbly plants operating in Baja California that is funded by the
California State Departnent of Commerce. A related project has been the
conpilation of a guide of information and resources relating to the
maqui | adora industry in Baja California.

Qutreach to the binational comunity is another priority of the
I nstitute. Last October, I RSC co-sponsored with the County of San Di ego
Department of Planning and Land Use a conference entitled "Otay Mesa,
Its Potential for Industrial Devel opnent."” O course, today's conference
is indicative of the interest in interacting with the business comunity
on i ssues of regional inportance.

The Institute al so serves as co-director of the San Di ego-Tijuana
Nati onal Hi story Fair, an annual event that brings several thousand
public school students fromtwo cities together to foster nutual
under st andi ng through historical essays, historical skits, live
presentations, and historical nodels.

It is ny pleasure this afternoon to introduce the noderator for the
program Richard Louv is a national syndicated columist with the San
Di ego Uni on and Copley News Service. He is the author of America Il
whi ch John Nesbitt, author of Megatrends, called the best description
thus far of what will be on America's social agenda for the bal ance of
the 1980s. M. Louv has witten a series for the San Di ego Union call ed
"Sout hwi nd. " one of the first serious exam nations by a major daily
newspaper of the conplexities of immgration. He continues to wite
about immgration in his colum and may be witing a book on that in the
future.
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Ri chard Louv, Col umnist, The San Di ego Uni on, and synposi um noder ator.

| really want to start with a proviso that ny job here is to
i ntroduce people. | ama case in point of the kind of ignorant Anmerican
who just cannot seemto learn foreign | anguages but shoul d, considering
where we are |located. My only defense is that | amin good conpany. Many
of our mmjor corporations really are nowhere near as sophisticated about
all of this as you all are. According to Advertising Age, one cigarette
conpany advertising low tar cigarettes used a phrase which transl ated
"I ow asphalt." Slight m spronunciation in Spanish commercials for the
Chevrol et Nova changed "Nova" to "no va" (it doesn't go).

My favorite exanple of this sort of ignorance is from Tai wan, where
when Pepsi decided to market its product translated the slogan "Cone
alive with the Pepsi generation,” but it came out roughly as "Pepsi
bri ngs your ancestors back fromthe dead."”

| should explain that the conference will begin with two keynote
addresses by people who can pronounce words in Spanish. Dr. Joseph
Grunwal d and Dr. Paul Ganster will speak for approximtely twenty
m nutes, which will be followed by a short session for questions and
answers.

| first met Dr. Gunwald at a breakfast for journalists that was
hosted in his behalf so that we could get to know him | was truly
amazed at the breadth of his understandi ng and conpassion in his view
toward Latin America, which was certainly

tenpered with realism
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Dr. Grunwald was a senior fellow at the Brookings Institute for
many years before being el ected President of the Institute of the
Americas in 1984. In 1963 he organi zed, and then coordi nated for nore
than a decade, a joint research programon Latin American econom c
devel opnent in which about 50 institutions fromLatin America have
participated. A Ph.D. from Col unbia University, he has taught at several
uni versities. Before joining Brookings, he was professor at Yale
University and also at the University of Chile where he reorganized and
directed its Institute of Econom cs. He has served as chairman of the
Joint Commttee on Latin Anmerican Studies of the Social Sciences
Research Council, and was a nenber of the Executive Commttee of the
Council for the International Exchange of Schol ars, President of the
Latin American Studies Association, and served as Deputy Assistant
Secretary of State for Inter-Anmerican Affairs from 1976-1977. Dr.
Grunwal d's writings have concentrated on Latin American econom cC
devel opnent .
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U. S. - MEXI CAN PRODUCTI ON SHARI NG
I N WORLD PERSPECTI VE

Joseph Grunwal d

| will try to give a bird' s eye view of sone of the problens
-related to U.S. assenbly operations in Mexico. In these operations,
called maquila in Mexico, the factories (maquil adoras) usually assenbl e
U.S. conmponents for re-export to the United States.

It has now been al nost three decades since the United States was
t he undi sputed trade | eader in the world. This country had no
conpetition from anyone. Europe and Japan were in shanbles after the
Second World War, nost of East Asia was in no better condition, and, for
a couple of decades, the United States dom nated the internationa
econony.

As a result of Europe's extraordinary recovery In the 1950s and the
rise of |ess devel oped Japan which achi eved high productivity through
t he conbi nati on of | ow wages and advanced western technol ogy,
i nternational conpetition reenerged. However, few countries in the world
have been able to reproduce the Japanese nodel. Those that have
succeeded are the "four nusketeers" in the Far East: South Korea,
Tai wan, Si ngapore, and Hong Kong. Their success is due to their ability
to combine | ow wages with a disciplined | abor force and an enor nous
capacity to adapt inported technology. Oher countries in Asia and Latin

27



America could conpete only on the basis of |abor cost differentials and
natural resources. Wth sone exceptions, such as certain textiles and
products with a high raw material content, wage differentials generally
have not been enough for those countries to conpete successfully with
the industrial countries of Europe and the United States.

Thus, the "four musketeers"” joined the international scene as
strong conpetitors. It is inportant to stress that even though | ow wages
have played a very inportant role in giving these countries an initial
conparative advantage in international markets, their nobst notable
characteristic has been their ability to inmport technol ogy and often
i nprove upon it and adapt it to new product |ines for overseas markets.
In the meantime, wage differentials between Japan and the United States
and nost European countries have di sappeared as a significant factor in
Japan's strength as an international conpetitor. Japan has shifted from
bei ng one of the world's nost successful technological imtators to
becom ng a successful technol ogi cal innovator.

The four East Asian "nusketeers" got a good start through maquila
type of operations. U. S. offshore assenbly operations began in those
countries when American conpani es began transferring their |abor
i ntensive production processes to the Far East, in many cases
subcontracting with East Asian firms. The point is that firnms in these
countries rapidly adapted the technol ogy fromthe assenbly operations.
They | earned about quality control and efficient production methods and
eventual |y
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noved beyond the assenbly process to produce the whol e product
i ndi genously. This was one avenue that |led themto becone effective
conpetitors on the international scene.

The Maquil adora as a Forei gn Encl ave.

How different this situation is fromthe one found in
Mexi co! Assenbly operations there are usually still a U S.
enclave with pathetically few |inkages to the Mexican econony.
The maqui |l adora operations in Mexico began in the md 1960s when
the brace.-o program was di scontinued by the United States,
| eavi ng stranded the Mexican workers who used to conme across the
United States every season to work in U. S. agriculture. Wth
the primary aim of absorbing these unenpl oyed mal e workers., the
Mexi can governnment started a border industrialization program
gi ving exenption frominport duties and other privileges to
assembly industries that export their output. On the U S. side,
tariff regulations have facilitated the shift of assenbly
operations to Mexico by exenpting fromduties the re-inport of
TJ. S. conponents assenbl ed abr oad.

Even t hough the nmaquil adora system has gener at ed
enpl oyment, it has not resolved the unenpl oynent probl em which
pronpted its initiation. As opposed to what occurred in the Far
dast, little Mexican capital has been involved in the
maqui | adora operations. Qutside of |abor, Mexican inputs have
been insignificant. Less than three percent of all the materials
used in the assenbly industries have cone from Mexi co. Most of
them are janitorial supplies or packing materials. On the other
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hand, nearly all of the output of the maquil adoras has gone to the
United States. Al npbst nothing has been sold in Mexico. Therefore, the
transfer of technol ogy through assenbly operations has been snmall
-relative to what it could be were there nore Mexican capital involved
in the ownership and supply of the maquil adoras and greater access of
Mexi can industries to the sophisticated products of these plants. As a
result of these characteristics, the inmage that nost Mexi cans have of
the maquil adora is that of a foreign enclave. It is run by foreigners,
often with foreign nmanagers who live on the United States side of the
bor der.

The fact that there is so little |linkage with the Mexi can econony
al so reinforces the perception that these industries are "footl oose" and
have no particular commtnent to the | ocal econony. It is generally
t hought that the U S. conpanies search around the gl obe for the | owest
cost |l abor force and that this is their sole guiding principle in
det erm ni ng where they set up shop. \When Mexican wages rise

significantly above averages el sewhere, the U S. plants will pull out of
Mexi co. When Mexican wages in dollar terns fall relative to other
wages--as is the case now-then nmaquil adoras will be transferred from

ot her places to Mexico. This sinplistic viewis strengthened by the
other belief that U S. investnents in nmaquil adoras are kept relatively
small in order to nake it easier for conmpanies to pack up and go home or
go el sewhere if anything goes wrong.

If one | ooks at the record of "footl ooseness,” however, one
finds that there has been a surprising stability in the steady
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growt h of maquil adora operations. During U.S. econonic recessions, the
maqui | adoras were not as deeply affected as other activities in Mexico.
Of course, sone very small firns have gone under when recessions hit the
United States and so have a few unstable firns. By and | arge, however,

t he maquil adora operations have shown enornous resilience, even when
Mexi can wages have rise relative to wages in other devel oping countries.

The only major | oss of production opportunities in Mexican assenbly
operations over the long run has been in sem conductor products. These
items have a very high value-to-weight ratio so that transportation
costs becone negligible in relation to the value of the product. Wen
Mexi can real wages in dollar terns rose during the 1970s, the Mexican
share of sem conductor assenbly operations declined in favor of East
Asi an countries. Wen transportation costs are negligi bl e,
consi derations of |ocal costs tend to becone the determning factor in
deci di ng where to assenble. Even though, in absolute ternmns,
sem conductor assenbly has increased in Mexico, East Asia now has the
bi ggest share of that industry.

On the whol e, however, Mexico has advantages conpared to east Asia
whi ch go beyond concerns with the wage differentials. the country is not
only cl ose geographically, but also culturally. Mexico is nuch nore
accessible to the United States than Sri Lanka, Ml aysia, Indonesia, and
ot her Far Eastern countries which are both geographically and culturally
nore distant.
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Foreign Exchange Earnings.

Despite the problems mentioned, the maguiladora has been of enormous benefit to Mexico. Since
1984 it has become the second most important source of foreign exchange after ail. It is more important
than tourism. It has often been said that the foreign exchange earnings of the maquiladoratend to be
exaggerated because a part leaks back to the United States. It is claimed that Mexicans prefer U.S. goods
and those who work near the U.S. border will therefore cross the border to make their purchases
in the United States. Thus, part of the wages paid to Mexican assembly workers will be spent in the
United States, reducing Mexico's foreign exchange earnings from the maquiladora.

This argument is true to some extent. However, a closer ook reveals that this leakage has also
been exaggerated. Border trade has always been in favor of Mexico and not of the United States.
Furthermore, Mexican labor's ability to buy in the United States is conditioned by the peso's relative
value to the dollar. When the peso is overvalued, as it had been for many years prior to 1983, Mexicans
find it "cheap" to buy in the United States. When the peso is more "normally" valued, asit has been since
1982, U.S. goods are relatively expensive for Mexicans and therefore, the leakage of maquila wages

ceases to be an important problem.

The Female Labor Force.

Why has the maquiladora program not been able to absorb unemployment as it was expected to

do? Because in assembly
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operations in Mexico, as everywhere else in the world, the |abor force
tends to consist primarily of young wonmen. This characteristic is
perhaps nmore striking in Mexico than in other | ess devel oped nations
because in that country the participation of wonmen in the |abor force
has been relatively |ow.

The mpjority of young wonmen who have been attracted to the
maqui | adora operations entered the | abor force for the first time. The
maqui | adora, rather than absorbing existing nale unenpl oyment, has drawn
previously inactive persons--the young wonen--into the | abor force.
Therefore the maquil adora has been better in creating enployment than in
reduci ng unenpl oynent .

It is often argued that the reason for not enploying nore nen in
the assenbly factories, which would, it is assunmed, alleviate
unenmpl oyment, is that U S. managers prefer wonen because they are nore
docile. They are not organized into unions and are prepared to accept
| ower wages than nen.

The managers of maquil adoras, however, claimthat the reason for
femal e enpl oynent is that wonmen are nore dexterous, they have better
hand- eye coordi nation, and, because their hands are small, are better in
handl ing smal|l things, as for exanple in electronics assenbly. This
argument does not seemto jibe with reality. Ml es outnunber wonen by
far in such dexterity intensive mcroactivities as surgery, watchnmaki ng,
and so forth.

The enmpl oynent of wonen in assenbly operations is, at |least in
part, a cultural phenonenon because in many cultures wonen have been
brought up to do needl ework with great patience and it is a small step
fromworking with a needle to assenbling
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mcro-chips in a factory. Experience has shown that men who can cross
the cultural barrier are just as good as wonen in assenbly operations.

I n some maquil adoras, the productivity of nen exceeds that of wonen.
Nevert hel ess, there is no question that, on the one side, nmen are
culturally conditioned not to have the patience with and to | ook askance
at repetitive, mnor manual operations--the "femal e oriented" jobs--and,
on the other side, wonen, particularly young ones who previously were
not in the |abor force, are nore willing than nmen to accept the | ow
wages usually offered for assenbly jobs.

It is probably true that the maquil adora, by draw ng wonen into the
| abor force, creates sone social problens. These wonen who were
previ ously passive and dependent nenbers of fam lies are suddenly thrust
into the position of wage earners, giving thema certain degree of
i ndependence. In many famlies this neans a reversal of roles if the
woman becones the sole or principal wage earner in the famly, making
the mal e nenmbers dependent on her. Such social problens are transitory
and they are a usual concom tant of econom c devel opnent. The
maqui | adora may contribute to accelerating the increase in female | abor
force participation but this process is a natural phenonmenon as
countries industrialize.

The Problem of Linkages with the Mexi can Econony.

The problem of the absence of significant |inkages with the
Mexi can econony has been reinforced by Mexican attitudes if not
policies. Because Mexicans believe that the maquil adoras are a
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foreign enclave, there is little encouragenent for Mexican capital to go
into assenbly operations. Contrary to other countries, Mexican
entrepreneurs are |little involved either as owners and operators of
maqui | adoras or as suppliers of the maquil ador as.

Mexi can industrial activities have been protected from outside
conpetition through trade barriers and other policies. As a supplier or
operator of the maquiladora, the Mexican firmwould have to neet
international prices, high standards of quality control, specifications,
delivery schedules, and so forth. This requires a nmuch greater effort
t han producing and selling in the protected Mexican market. It is not
surprising, therefore, that the maquil adora assenbles primarily United
St ates and sone Japanese and ot her Far Eastern conponents but only a
trivial anount of inputs produced in Mxico.

The forward |inkages of assenbly operations in Mexico have al so
been insignificant. Al npost all of the output of the maquiladoras is sold
in the United States and el sewhere and little goes to the Mexican
mar ket. Part of the output of the maquil adoras consists of sophisticated
hi gh technol ogy products which, if sold to Mexican firms, could provide
themw th significant transfer of technol ogy. Although since 1983 the
Mexi can governnment, through a new decree, has permtted the donestic
sal e of 20 percent of maquiladora output, only a fraction of it has been
sold in the country because of the fear that the maquila output m ght
conpete with Mexican production.
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A sort of vicious circle is created. Mexico, by default, cedes
assenbly operations, both the production of inputs and output of
maqui | adoras, to the foreigner. The phil osophy has been that the
forei gner has done this best, so leave it to hiny Mexican capital shoul d
be devoted to other sectors.

Al t hough Mexico is not unique in Latin America regarding these
features of assenbly operations, other Latin American countries have
establi shed different nodes of assenbling for the U S. market. For
exanple, in Haiti, the poorest country in the Western hem sphere, the
maj ority of maquil adoras have been owned by Haitian firnms. Contrary to
the case in Mexico, U. S. subsidiaries have constituted a mnority of the
assembly factories. In this manner, |ocal firns can take advantage of
what ever technol ogy they learn through subcontracting in the maquil adora
part of their operations for their non-maquila production, but for the

home mar ket and export. In Haiti this process has been hanpered by the
gross disinterest in econom c devel opnment on the part of the Duvalier
regi me and the subsequent political turnoil. Neverthel ess, whatever

i ndustrialization has gone on in Haiti, can, to a major extent, be
linked directly to the maquil a operati on.

I n Col unbi a, where approximtely 90 percent of the assenbly
operations for foreign markets--nostly in the textile industry--is
carried out by local capital, firms have | earned to use subcontracting
to snooth out the business cycle. Thus, when there is a downturn in the
donmestic and/ or export demand for Col onbian textiles, firm wll
subcontract with U. S. conpanies
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to do assenbly operations for them In this manner, they can maintain
hi gh production levels, avoid costly layoffs, and continue to nake
nmoney, al though possibly at a |lower rate than when producing for the
home mar ket .

Subcontracting by donestic firns rather than production by foreign
subsi di ari es has been the principal node of assenbly in South Korea,
Tai wan, and ot her East Asian countries. Those countries, contrary to
Mexi co, appear to have taken full advantage of the | earning
possibilities. They now produce the entire product, not just the |abor
i ntensive portions.

Prospects For The Future.

Because of the long-lasting recession in nost econom c sectors in
Mexi co, the maquil adora has becone a highly desirable economc activity.
Wth a huge foreign debt, low oil prices, and | ow donestic and foreign
i nvest nent, near stagnation has gripped the Mexican econony since 1982.
Because of the mmssive deval uations of the peso, Mexican wages in terns
of the U. S. dollar have dropped consi derably and have provi ded a strong
incentive for the expansion of the maquil adora industry. Foreign
assenbly operations constitute the nost dynam c sector in the Mexican
econony today. Under these circunstances, the nmaquil adora is accepted
even by its former Mexican critics as an inportant econonmic activity
t hat generates significant inconme and foreign exchange earni ngs and al so
creates new enpl oynent opportunities.
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Nevert hel ess, there are few, if any, Mexican econom sts and policy
makers who | ook to the nmaquil adora as the engine for the country's

future econom c developnent. It is still a foreign enclave and not an
i ndi genous econom ¢ activity. Enploynment in assenbly operations, about a
gquarter mllion persons during 1986, is still a small fraction of the

total Mexican |abor force. The maquil adora has really been inportant
only as a foreign exchange earner. But unless the maquil adora can be
nore closely integrated into the Mexican econony, it will always be
considered a marginal activity in Mexican econom c devel opnent. |If there
is no strengthening of the Iinkages, any upsurge in general Mexican
economic growth will again push the maquil adora down the priority scale
as an activity that at best is to be tolerated but not encouraged.

Policy I nplications.

Mexi co's economc future will to a |large extent depend on the
manner and degree to which the country is willing and able to adopt high
technol ogy. There is a promsing future for production sharing between
Mexi co and the United States in technol ogically advanced services, which
woul d go beyond the traditional assenbly type of operations. For
exanpl e, Mexican firms can do programm ng in areas ranging from
communi cations and Information technology to conputer inputs for
aut onobi | e production, conplenenting U S. activities, such as design and
devel opnent, in those industries.
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The relatively | ow enphasis that Mexico has given to technol ogy can
be gl eaned by conparing the nunbers of South Korean and Mexi can students
receiving Ph.D. degrees in science and engineering. According to data
fromthe National Science Foundation, between 1960 and 1982 the nunber
of Mexicans who received a doctorate degree in science and engi neering
in United States universities was only one-third of the nunber of South
Kor eans, even though Mexico has al nost tw ce the popul ati on of Korea. If
only engi neering doctorates are considered, the difference is even
greater; the number of Mexican Ph.D.s was only one quarter of that of
Sout h Koreans (on a per capita basis, the proportion was only
one-eighth). This is even nore striking if one considers that, because
of their proximty, Mexicans have easier access to U S. universities
t han Sout h Kor eans.

The maquil adora industry, if nodified, shows great prom se. Its
potential is much too great not to give nore attention to it in public
and private policies. It could becone an inportant vehicle for the
transfer of technology. It also has the possibility of generating nuch
nore income and enpl oynment than it does now. But in order to achieve
t hese benefits, some basic restructuring of the industry needs to be
undertaken. It needs to be nore integrated into the Mexican econony and
the foreign enclave nentality nust be abandoned.

What ki nd of changes are needed? First, there nmust be a shift from
assembling through U. S. subsidiaries to subcontracting by Mexican firms.
This will require technical assistance by
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the U.S. principals, showi ng Mexi can nmanagers, technicians, and workers
how to neet the standards of production required for export assenbly. It
means training in quality control, production scheduling, inventory
controls, technical standards, personnel nmanagenent, etc. In this
respect, it is interesting to note that contrary to what one ni ght
expect, Korea has put great enphasis on basic research. According to
Worl d Bank data, the proportion of total research and devel opment (R&D)
expendi ture that Korea devoted to basic research in 1982 was doubl e that
of the respective share in the United States. And the share of R&D costs
accounted for by university and nonprofit institutions in Korea was
triple that of the respective U. S. proportion. Conparable data for

Mexi co are not available. Al the indications are that Mexico does not
cone close to matchi ng Korean R&D expenditures.

Mexi can firms should al so be involved as suppliers of the
maqui | adora. This, too, will require technical training and other
incentives. Mexico's nove toward opening up its econony allows nore
conpetition and provides a nore anenable clinmte for Mexican capital to
get involved with the maquiladora. In a |iberalized econony, waste and
inefficiencies in firms would no | onger be protected and entrepreneurs
would find it worthwhile to make an effort to inprove their
conpetitiveness in prices, quality, and delivery commtnents.

Produci ng conmponents for the assenbly industry and operating
maqui | adoras may becone profitable for Mexican entrepreneurs in a nore
conpetitive environnment, particularly if they are
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assured that nmanagers and workers will receive adequate technical
training. It would be a wise policy for the Mexican governnent to
subsi di ze such training and pronote activities to facilitate the

adaptation of foreign technologies to |ocal conditions.

One problem needs to be taken into consideration in promoting the
greater use of Mexican produced conponents for maquil adoras. There is a
ri sing opposition by |labor and politicians in the United States agai nst
assembly operations abroad because of |loss of U S. jobs. Whether this
position is correct or not is beside the point here. Aside fromthe
argunment that the use of |ow cost production |ocations hel ps consuners
and eventually econom c devel opnent everywhere, the fact is that the
maqui | adora has mmi ntai ned at | east those U S. jobs that produce the
conponents for assenbly plants in Mexico. To reduce the use of U S
conponents in favor of Mexican conmponents will intensify the opposition
in the United States and may produce a backlash of U.S. protectionism
| ndeed, it can be clained that the fear of adverse U. S. reaction has
deterred Mexican firms from maki ng greater efforts to supply the
maqui | adoras. |If ensuing U S. |egislation mkes assenbly operations in
Mexico difficult, a Mexican firm produci ng exclusively for the
maqui | adora mght find itself w thout a custoner. Nevertheless, even in
t he worst case scenario, the Mexican firmthat fornerly supplied the
maqui | adora woul d have acquired greater efficiency in producing for
export or for the donmestic market, In any case, if subcontracting rather
t han
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U.S. subsidiaries were the node of assenbly production abroad, the
grounds for U.S. opposition would be greatly weakened.

Anot her i nportant change needed to Integrate assenbly operations
into Mexico is to put nmuch nore enphasis than has been given so far
toward establishing maquiladoras in the interior of the country.
Currently, about 90 percent of the maquil adoras are |ocated at or near
the border with the United States. The novenent of new, if not already
est abl i shed maqui |l adoras, to the interior of Mexico nmay becone a
necessity as the shortage of appropriate |abor increasingly devel ops at
t he border. Such a shift would have several beneficial effects for
Mexi co. Not only will it dimnish the foreign enclave inage, but nore
inportantly, it can generate incone and provide enployment in areas
where poverty and underdevel opnment are much nore serious than at the
border. Another benefit of interior plants is that the use of Mexican
conponents is higher than at the border. Thus, while the use of Mexican
material input is seldomnore than 3 percent in the border plants, the
proportion is at | east double and often nore than five tines as high in
the interior maquil adora plants.

| f the maquil adoras are not operated by Mexican firms, the question
arises of why U S. subsidiaries should nove away fromthe border into
the interior of Mexico when transportation costs would obviously be
hi gher. One answer is that wages in the interior of Mexico are usually
consi derably | ower than at the border, thus offsetting the
transportation cost differential. It may be further offset by the use of
cheaper Mexican inputs.
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An addi tional mmj or change needed to integrate the maquiladora into
t he Mexican econony is to permt the unrestricted sale of maquil adora
out put on the donmestic market. The 20 percent of output now allowed to
be sold on the Mexican market, even If conpletely realized, which at
present it is not, is not sufficient to permt Mexican industry to fully
benefit fromthe | ow cost subassenblies produced by the nmaquil adoras.

On the side of U S. policy, it will be wise for the United States
to foster technology transfer to Mexico. There are economc as well as
political reasons for shifting the efforts to establish | ow cost
manuf act uri ng operations from East Asia to Mexico. Mexico's proximty
gives it an enornous advantage over East Asian countries in
transportation costs and general easy access. The i medi ate potential of
t he Mexican market is nmuch larger than for nobst East Asian econom es. It
is inportant for the United States to have an econom cally strong
nei ghbor to the south, particularly if that strength pronotes political
stability.

In short, the maquila system can be used by Mexico to obtain U S.
technol ogy that can be transferred to non-assenbly operations.

Subcontracting by Mexican firns | ocated throughout Mexico will help
i ntegrate maquil adora operations into the Mexican econony. Through
proper incentives for technical training, Mexican firnms will be able to

transfer their know how gai ned through their assenbly operations to
their production for the donmestic market as well as for other kinds of
exporting. A
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decentral i zed maquil adora systemwi |l also help in raising inconme and
enpl oyment in extrenme poverty areas.

Maqui | adora integration into the Mexican econony nmay signify the
di sappearance of the dichotomy between assenbly operations and ot her
econom c activities. As the liberalization of the Mexican econony
continues, it should becone easier to elimnate the policy differences
bet ween the maquila and production for the donestic market or production
for exports. Thus, the maquila would becone just another sector of
Mexi can manufacturing. Eventually production sharing between Mexico and
the United States may evolve into the kinds of coproduction arrangenments
t hat have existed between the United States and European countries and
Japan.

Aut omat i on.

A word about robotization. There is no question that, if production
with robots is becom ng cheaper, and nore and nore firns in the

i ndustrial countries will be using automated nmachi nery, assenbly
producti on abroad increasingly will return to the United States. G ow ng
automati on signifies a downward pressure on real wages for unskilled

| abor worl dw de. There will not be much of a future for unskilled | abor

anywhere, particularly as nations resist the |lowering of real wages.
Education and training nmust, therefore, becone an integral part of
econom ¢ devel opnment. As robotization beconmes nore | ow cost and
profitable, wage differentials will beconme |ess inportant in making
i nvest ment deci sions around the world. Political
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consi derations and transportation costs will become nore inportant in

| ocating foreign investnents. If political risks in going abroad are
considered to be significant, wage differentials alone will not be able
to attract investnments abroad.

I f Mexico can maintain relative political stability, It will have
an advantage over other |ocations and maquil adora operations may not
di sappear. More inportant, however, will be the extent to which
automation will be introduced. South Korea, for exanple, has already

made consi derabl e headway in robotization. There is sonme question if
Mexi co, given the pockets of |arge unenploynent and underenpl oynment in
the country, will wish to nove rapidly towards automated production.

Neverthel ess, in electronics and in apparel, the npbst inportant
product groups in the maquila automati on have been hel d back because of
conti nuous obsol escence and changes in those industries. It still takes
| arge fixed investnents to build an automated plant. In order to be
econom cal, therefore, large production runs are required. Rapid
i nnovati on and continuous technol ogi cal change have been an obstacle to
automation in electronics; frequent and unpredi ctable changes in
fashi ons and styles have posed the principal barrier in apparel.

Concl usi on.

| ncrease in technology is a key element in Mexican econom c
devel opnent. Low wages alone will not make the Mexican econony
internationally conpetitive. Neither can a conbination of |ow
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wages and natural resources. The adoption of ever higher |evels of
technology is the essential ingredient that can make Mexico a powerful
actor on the world econom c scene. South Korea and Taiwan did not becone
maj or conpetitors of the United States and other industrial countries
sinply on the basis of | ow wages. Their wage | evels are not much | ower

t han those of Mexico, but their transportation costs to the United

St at es and European markets are certainly higher. These factors would
put them at a deci ded di sadvantage vis-a-vis Mexico were it not for the
rapi d adoption of technology from Japan and the United States.

The di stingui shing econom c feature between Mexico and the newy
i ndustrializing countries of East Asia is the latter's capacity to
absorb new technol ogy and adapt it to their own production processes.
Once Mexico gives nore enphasis to education and training and devel ops
the ability to take full advantage of foreign technol ogy for adaptation
inits production system it will beconme an inportant internationa
conpetitor. Even if Mexican real wages rise relative to wage |evels
el sewhere, the use of increasing |levels of technology can protect the
conpetitiveness of the Mexican econony. Provided that the technol ogy gap
can be overcone, the geographic and cultural proximty to the United
States gives the country an enornous absol ute advantage over the distant
other newly industrializing nations.
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THE MAQUI LADORA | N HI STORI CAL PERSPECTI VE
Paul Ganster

| nt roducti on.

As we have already heard today, the rapidly expandi ng maquil adora
i ndustry constitutes one of the nost significant recent devel opnments in
the international reorganization of industry. The inplications of this
process are profound for the domestic and export econom es of the United
States, for Japan, and for Mexico. You may wonder what a historian m ght
be able to say about these events that are centered so nmuch in the
present and wi thout a |ong history. Present events are the result of
past decisions, of past circunstances and events. An exam nation of that
past can provide insights and perspectives for better understanding the
present situation and charting a future course.

Mor eover, these devel opnments are taking place within a specific
hi storical and geographi cal framework. Mexico has a | ong and soneti nes
difficult history of relations with foreign investors and with the
United States. Most of the nmaquil adora investnment is concentrated
geographically in Mexico's northern border zone--about 88 percent of
maqui | adora investnent is there, according to recent estimtes. An
exam nation of this historical and
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geopolitical context will enable us to better understand the key events
now t aki ng place and will provide sonme clues as to potential problens.
Devel opnments in the maquil adora industry are very dependent upon
external factors. In addition to the vagaries of a highly conpetitive

i ndustry, the maquil adora sector is vulnerable to political decisions
made either in Washington or Mexico City, decisions that m ght or m ght
not have anything to do with the basic business of the maquila. Cases in
point are the recent trucking |egislation and the border crossing del ays
related to the problem of drug trafficking.

What | would like to do today, then, is to provide a historica
overvi ew of the region where nuch of the maquil adora investnment is

centered--the border. Also, | will exam ne sone historical roots of
Mexi can attitudes towards foreign investnment and towards the source of
much of that investnment--the United States. Finally, I will nention a

nunber of the nost inportant questions that have been raised by critics
of the maquil adora industry in both Mexico and the United States.

The Border Industrialization Program and the Maquil adora | ndustry.

The term nation in 1964 of the bracero program which had brought
t housands of Mexican tenporary workers to the United States had a
significant inpact on the border. Not only were foreign exchange
earni ngs reduced, but the
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expiration of the program accounted for a significant expansion of
unenpl oyment, particularly in Mexico's border cities. Fromthe 1930s,
t he Mexican governnment had attenpted to pronote the industrial and
econom c¢ devel opnment of the north through various prograns. A National
Border Program (PRONAF) was | aunched in 1962 to nmake available to
tourists the national and regional products and artifacts of Mexico. As
part of this program |oans were nade available to stinulate new

i ndustries to be devel oped in the northern region. But by 1964 its
limted success, coupled with the cancell ation of the bracero program
resulted in an urgent need to do sonet hing about the border econony,
whi ch had beconme nore inportant in the national econom c picture of
Mexi co.

Early in 1965, Mexico's Mnister of Commerce toured the Far East to
observe the assenbly operations. In md-1965, the Mexican gover nment
worked out an interm nisterial agreenment permtting sim/lar operations
in Mexico. The result was a significant new program the Border
| ndustrialization Program or BIP, which began in 1965 and permtted
"free zones" along the northern border which would allow itens to be
made, assenbl ed, and exchanged within these zones w thout having to
conformto traditional regulations governing inport-export duties. The
program was designed to encourage border industrialization, even with
foreign investment, to stinulate Mexican industrial plants. At the sane
time, the U S. established under
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tariff items 806.3 and 807 regul ations permtting the duty-free entry of
U.S. components sent abroad for processing or assenbly. Soon el ectronic
firms assenbled tel evision sets, radios, and other itens while furniture
and cl ot hing manufacturers |located their plants across the border in
Mexi can cities.

The Border Industrialization Program was extended in a pieceneal
fashi on and has continued to evolve to the present. The maquil adora
program was only one part of the BIP. By 1971 the BIP expanded to
i nclude inportation of U. S.-mde goods (articul os ganchos) for retailing
by Mexicans in order to conpete with U S. sellers across the border. In
1972 this concept was expanded with governnment |oans to build shopping
centers to attract U.S. shoppers and in 1974 President Echeverria
organi zed a program of federal financial support to small and
medi um si zed busi nesses which were wholly Mexican owned and utilized a
certain percentage of Mexican inputs. Also, in 1973, Mexico carried out
a reorgani zation and codification of foreign investnent |aws.

Whi |l e other aspects of the BIP were being pushed, the Mexican
governnment's stance regardi ng the maquil adora I ndustry continued to
evol ve. Since 1965, the BIP code and regul ati ons for maquil adoras have
continued to be revised. Mexican regul ations governing the BIP were
finally included in article 321 of the Mexican custons code in 1977.
Maj or revisions were pronulgated in 1972, 1975, and 1983. After
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1972, the nmaquil adora programwas no longer limted to the border. The
1975 reformpermtted nore flexibility for maquil adora managers in
hiring and firing and instituted nore efficient custons processing and
ot her adm nistrative inprovenents. The 1975 update al so anticipated the
stipulation in the 1983 nmandate pernmtting the BIP conpanies to sell in
t he Mexi can market under specific conditions. Finally,, in the spring of
1985, President De |la Madrid declared the maquil adora industry to be a
"national priority." The years 1965-1985, then, saw a significant shift
in the governnent's attitude with respect to the industry. The clear
tendency towards a cooperation and

endorsenment is evident, and the president's official blessing of the
program has been reflected in all |evels of the bureaucracy and even, to
some extent, in academ c circles.

Over a period of two decades the maquil adora industry has evol ved
froma means to provide Mexico with some needed jobs and hard currency
to a cornerstone of devel opment plans and a crucial support for the
battered econony. In 1965 there were twel ve maquil adoras; by 1970 the
nunber had increased tenfold. By 1980 the program had nore than 600
maqui | adoras and by 1986 there were approximtely 720 plants and a
wor kf orce of sone 220, 000. The 1985 forei gn exchange earnings of the
program were approximately 1.5 billion dollars, surpassing net revenues
fromtourismas the nunmber two source of foreign exchange behind sales
of
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petrol eum products. One report predicts that 500,000 people will be
enployed in the industry by 1990; optimsts in the industry and the
Mexi can government speak of a mllion jobs by the year 2000.

Hi storical and Political Background.

Thi s remar kabl e devel opnment has taken place despite strong
reservations about foreign capital in Mexico and | ong-held goal s of
Mexi cani zati on of the econony and ideol ogical efforts to beconme
politically and econom cally independent. The roots of distrust of
foreign capital, particularly that of the United States, are conplex and
are intimitely related to Mexico's historical devel opnent over the past
century or so. At the sane tine, the bul k of the maquil adora devel opnent
has taken place in a region traditionally viewed with suspicion by
policy makers and politicians in Mexico City--the northern border
regi on.

A key event in the history of nodern Mexico is the war

with the United States, from 1846-1848. Wth the signing of the treaty
of Guadal upe Hidal go and the | ater Gadsden Purchase (1854) Mexico | ost
hal f of her territory. Mexico has never forgotten these events, and
succeedi ng generations of Mexican schoolchildren are inculcated with the
story of the treachery the neighbor to the north. Although these events
occurred |l ong ago, they nonethel ess have always influenced the attitudes
and intell ectual outl ook displayed by many Mexi cans in the academ c
worl d, in governnment, and in the private sector.
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The long reign of Porfirio Diaz, who ruled Mexico for the |ast two
decades of the nineteenth century and the first decade of the twentieth
century, threw Mexico open to foreign investors. Railroad concessions,
| and acquisitions, and petrol eum devel opnent by British, French, and
U.S. investors I ed many Mexi cans to conclude that their patrinony had
been signed over to foreigners. Recapture of these lost rights becane
one of the inportant elenents of the 1910 Mexican Revolution and a
strong nationalistic, alnost xenophobic vein energed in the Constitution
of 1917 and ever since it has been a constant of the official political
i deol ogy of the country. These feelings were manifested strongly with
t he expropriation of foreign petroleuminterests in 1938 and has been
apparent in proscriptions against foreigners owning real property and
maj ority shares of nopst busi nesses.

The post-World War 11 period brought the Mexican econom c
m racl e--an unprecedented era of sustained high rates of economc
growt h. Howeve4-, this phase of Mexican econom ¢ history was al so beset
by probl ems of exploding popul ati on, urbani zation, peasant unrest, and
unenpl oynment - soci al problenms that were not always easy to reconcile with
the hard data of econom c growth. The student unrest of 1968, although
related to worl d-wi de events, was a result of these factors.

Part of the ferment of the 1960s was an energi ng questioning of the
worl d economi c and political order by
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academ cs in devel oped countries and by Latin Anerican intellectuals and
governnent officials. Theories of dependency and the novenent of
"non-aligned" nations on the international political scene were key

mani f estati ons of this and both found a ready audi ence in Mexico.

Al so of sone inportance in understanding the intellectual
background of Mexico is the conbination of older theories of Inperialism
and dependency theories which hold that the world econom ¢ system favors
t he devel oped, industrialized nations to the detrinment of devel opi ng
nations. These theories are popular with many Mexican gover nnent
officials and academ cs for they provide in the form of international
capitalisma conveni ent explanation for the state of underdevel opnment
t hat plagues a |arge part of the globe. There is, thus, a tendency to
bl ame external factors, not decisions made within the country, for
donestic econom ¢ and soci al probl ens.

El ements of these intellectual, ideological, and theoretical
currents dovetailed with Mexico's foreign policy during the past several
decades when the formul ation and i nplenentation of Mexico's foreign
policy was relegated to the political left. Mexico's foreign policy, to
sone extent became very nuch divorced from donestic policy. Mexico could
in theory support leftist guerilla novenents in El Sal vador while
simul taneously extirpating simlar novenments wi thin Mexico.
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These currents were reinforced by petro dollars and Mexico during
t he 1970S noved to becone a key player on the stage of international
politics. Wth a foreign policy that was calculated to be independent of
the United States, Mexico attenpted to, and indeed did, becone a | eading
spokesman for the Third World. Aggressive stances in international
forunms and a foreign aid package designed to increase Mexico's influence
in Central Anmerica were part of this effort. The Contadora Process
brought Mexico a certain amount of positive recognition. The "Zionismis
raci sm' vote by Mexico in the United Nations in the m d-1970S was a
di saster, and the resultant boycott of Mexico by Jew sh groups reveal ed
the political dangers of having a major industry (tourism so vul nerable
to pressure fromone foreign nation. This exanple is not |ost on Mexican
critics of rapid growth and increasing -reliance on the nmaquil adora
i ndustry.

Thi s di scussion of the economi c and political ideologies is
germaine to the topic of maquil adoras for a nunber of reasons. It
provides a framework for better understanding the intellectual formation
of many Mexican | eaders and a better basis for evaluating the reasons
behi nd many policy decisions. Such perspectives are useful for political
risk analysis in forrmulating investnment strategies for an industry that
is increasingly inportant in the conplex relationship between Mexico and
the United States. Just as it is necessary to know how the | ega
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rules of the game are different in Mexico, it is inperative to
understand how the intellectual, social, ideological, cultural, and
political rules of the ganme are different.

A related topic of inportance is the connection in Mexico between
the world of university academ cs and that of government officials in
adm ni strative and policy making capacities. In Mexico, the worlds of
academ cs and politicians are not always separate, but are intertw ned
in many ways. The U.S. stereotype of the ivory-tower intellectual,
critical of society yet divorced fromit, does not hold up for Mexican
academ cs. Instead, Mexican academ cs tend to have a nore applied focus,
they tend to be nmore involved in areas defined as national priorities.
They take a nore active role in politics and nore actively serve as
governnment consultants than their U S. counterparts; they regularly join
the governnment in a range of capacities. The |l arge turnover of
governnment officials every six years in Mexico sees |arge nunmbers of
academ cs joining the new governnment in adm nistrative capacities and
| arge nunmbers of former adm nistrators returning to the universities to
teach and engage in research, biding their tinme for another entrance
into governnment service.

The cycling of academics in and out of the governnent has enhanced
the credibility of academ cs in governnent circles; prevailing ideas in
uni versities have in one way or another an inportant inmpact on Mexican
politicians and policy nmakers. And, the nost inportant institutions of
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hi gher education in Mexico with respect to producing governnment | eaders
are institutions such as the National University (Universidad Nacional
Aut 6noma de Moxico) which tend to favor the political and econom c views
outlined above. What Mexican academ cs are saying today may very well be
reflected in government policies tonorrow, to sonme extent., the flowis
the other way as well.

The Border Context.

Anot her part of the reality within which the maquil adora industry
operates in Mexico is the border context. Mexico City has tended to see
its border region nore as a problemthan as an opportunity. Traditional
Mexi can regionalismalong with proximty to the United States has nade
t he border seem foreign, as suspect. In the first place, Mexicans from
the north, or nortefos, have a distinctive culture that enmerged in the
col onial period and are viewed as different by Mexicans fromthe center.
Proximty to the United States is a conplicating factor and what are
merely Mexican regional traits in the north are often interpreted by the
center to be the result of influence fromthe U S., as the result of a
process of "agringam ento.1ll Even the use of English words in the
Spani sh of the north is thought to conprom se the patriotism of
nort efnos.

Hi storically, Mexico City has tended to ignore the border and has
made deci sions that inpacted the region
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based on reasons that best suited the interests of the center of the
country. The highly centralized nature of Mexican politics has the
border highly vulnerable to whinms of Mexico City bureaucrats and
politicians. For exanple, the border has clearly been neglected in the
al l ocation of resources for infrastructure devel opnment.

Occasionally, Mexico City has becone concerned about increasing
links of the north of the country with the United States and has
i npl enment ed prograns designed to reintegrate the region into the
mai nstream of the nation. After a short while, the region would then be
negl ected, and the cycle would be repeated. Sone commentators have
i nked the strength of northern political opposition to the PRI, the
"official" political party, to the continued neglect of the border by
Mexico City. Economi cs is probably not an adequate expl anation for the
north being a hotbed of political opposition since the northern border
is relatively prosperous.

The border al so has been associated with tensions with the United
St ates and has been the area where conflict between the two nati ons was
mani fested. After the conclusion of the war between Mexico and the
United States, the border was the scene of sporadic violence that at
times led to the two nations to the brink of hostilities. Inability of
the two countries to control the border meant that bandits and maraudi ng
| ndi ans rai ded across the border and then dashed back to avoid pursuing
authorities. On
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nunmer ous occasions, the U S. forces foll owed bandits and I ndians into
Mexi co, causing crises in the bilateral relationship.

Per haps even nore serious as a threat to peace and nore negative
for the long termrel ationships were a nunber of filibustering
expeditions and other plans mounted in the United States that had as
goal s annexation of Mexican territory. Exanples include the WIIliam
Wal ker expedition that captured La Paz and Ensenada in 1853 and schenes
in 1888 to take parts of Baja California. Eventually, in 1915, The Los
Angel es Tinmes owner Ois Chandler was indicted for violation of U S.
neutrality laws in relation to an incident tied in with Baja California
politics, the Mexican Revolution, and his famly's |and holdings in
Mexi cal i .

Not until the 1920s did the threat of violence between the two
countries on the border disappear and not until the

| ate 1930s and early 1940s when the entire northern frontier became nore
effectively integrated into the Mexican republic did the fear of |oss of
t he border began to di sappear in Mexico. Even so, the nenory of these
events in the not-so-distant past is not |ost to many Mexi cans.

Key Issues for the Maquil adora I ndustry.

Thi s background of the history of Mexican attitudes towards foreign
capital and towards the border region wl
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serve to set the stage for a discussion of sone of the issues associ at ed
with the maquil adora industry. An early and consistent source of
criticism both north and south of the border, of the maquil adora

i ndustry has conme from devotees to theories of anti-inperialismand
dependency. Generally opposed to capitalismin all its manifestations,
these critics often view maquilas as yet another ploy of international
capitalismcal culated to further enrich the wealthy while exploiting
poorer peoples in Mexico and el sewhere. Sonme of these advocate what Ed
WIlliams of the University of Arizona refers to as the 'Al banian

sol ution' wherein the government of Mexico should sinply expel the
maqui | as. Needl ess to say, there is not w de support for this position.

Thr oughout the twenty years of the program nore specific critiques
have centered broadly on the two major issues of |abor and the encl ave
nature of the industry. It should be noted that many of the early
studi es | acked a good data and informati onal base and often tended to
reflect more than anything else political and ideol ogical orientations.
Sonme of the recent studies are nore solidly based on field research and
their conclusions are beginning to nodify stereotypes of the industry.
Many researchers and critics have failed to recognize the diversity that
exi sts within the industry, which ranges fromtiny operations set up in
cranmped quarters constructed for sonme other use to | arge new
state-of-the-art facilities. Studies
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carried out in the former were sonmetimes are held up to characterize the
entire industry.

Sone three issues pertain to the | abor force. These include charges
of bad working conditions and negative health inpacts, the predom nance
of femal es, and conpl ai nts about i nadequate upgradi ng and training of
t he wor kf or ce.

A nunber of studies carried out around 1980 by Mexi can researchers
and widely reported in the Mexican press spoke of poor worKking
conditions and nunmerous health-rel ated problens anong the maquil adora
wor kers. These studies were apparently undertaken in Tijuana where
smal | er and | ess stable nmaquil adoras prevail and the health data were
based on sel f-diagnosis by the workers thenselves. A recent health
survey carried out in a Tijuana colonia by San Diego State University
-researchers suggests that maquil adora workers are healthier than the
general population. Clearly, the question of the short and long term
health i nmpacts of work in the industry is not clear cut.

Wth respect to charges of poor working conditions, recent studies
i n Mat anoros, Ciudad Juarez, and el sewhere al ong the border tend to show
very high rates of job satisfaction anong workers surveyed. One
i mplication here
is that as the industry has evolved, working conditions have inproved,
particularly in the large plants operated by |arge nultinational
corporations. Work by Stoddard of the University of Texas at El Paso,
i ndi cates that enpl oyees
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prefer as work sites the maquilas owned by nultinationals. Next in order
of desirability were those that were small -busi ness owned or those
functioni ng under short term contract work. At the bottom of the |ist
cane !4exi can-owned maquil as. Although denonstrating that job
satisfaction is generally high anmong maqui | adora workers, these studies
| eave sone unanswered questions. Specifically, they do not adequately
expl ain the chronic problem of high turnover rates of enpl oyees.

Critics of the Border Industrial Program have argued that the
predom nance of females in the workforce (75 percent, npbst between the
ages of 17 and 24) has negative consequences. It is argued that this
does not hel p unenpl oynment since wonen traditionally were not part of
the | abor force. However, Mexican wonen do have a |long history of work
out side of the honme. Wnen were enployed in the royal tobacco factory
and in textile mlls during the colonial period and widely in donestic
service in the twentieth century. Moreover, for many years young wonen
have worked in industrial occupations in the border, including
agricultural products, processing plants and canneries, |ong before the
advent of maquil adoras.

Argunents that work by women in nmaquilas has negative inpacts on
the famly seemto be linked to the belief that the place of wonmen is in
t he honme. Undoubtedly the problem of male unenploynment is serious in the
border region, as elsewhere In Mexico, so critics do have a valid point
when
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they tal k about priorities in job creation. It should be noted, in
relation to this issue, that over the years male enploynment in the
maqui | adoras has increased, particularly in the Ciudad Juarez area.
Apparently this trend is the result of the conbination of sensitivity on
the part of maquil adora owners of criticism about enployment practices
and a nmuch reduced pool of female workers in the 17-24 age group.

The criticismabout the industry not upgrading workers is a bit
elusive as reliable data over tinme are not avail able. There does seemto
be a cl ear developnent in the industry towards nore sophisticated and
conpl i cated manufacturing processes which has been acconpani ed by
increased training for workers involved in these nore high tech parts of
t he maquil adoras. The Mexi can governnent and private industry have made
consi derabl e investnents in technol ogi cal education over the |ast
decade, which seens to be paying off with a |arger nunber of Mexicans
nmoving up Into technical and nmanagenent positions. However, it should be
remenbered that the basic nature of the maquil adora systemin Mexico
depends heavily upon sinple technology and | abor intensity.

The cost of labor in Mexico is the result of many factors., but is
heavily influenced by the government which establishes the m ni num wage,
controls nost | abor unions, and to sone extent determ nes the val ue of
the peso in relation to U. S. currency. Thus, political decisions are
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paramount in determ ning the cost of |abor for the maquil adora industry.
M ni mrum wage | evels not set by foreign investors.

Joe Grunwal d has already comented on the enclave nature of the
maqui | adora i ndustry and has di scussed vari ous aspects of the question.
Let me add to his remarks that the industry has evol ved over the past
twenty years and is now different in significant ways. Earlier
characteri zations of the industry as being hypersensitive to economc
fluctuations In the United States and as being plagued with
"fly-by-night" operators and ''runaway"” shops were probably not too
i naccurate. However, by 1986 the industry has achieved a certain
maturity and enhanced stability. Some comentators have noted that the
i ndustry is now better supervised in large industrial parks and which
has hel ped elimnate sone of the earlier abuses. Mire inportant, plant
size and capital investnent have continued to grow and nore maquil ador as
are backed by large nultinationals and significant resources. All of
these factors tend to enhance stability. As maquil adoras nove to sel
t he perm ssible 20 percent of their output in the Mexican market, or
utilize Mexico as an export platformto non-U. S. markets, this wll
provi de an additional buffer against fluctuations in the U S. econony.

Also criticized has been the predom nantly border |ocation of the
i ndustry and the | ow | evel of Mexican inputs. The Mexican governnment,
t hrough the 1983
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presi dential decree which ordered the conmerce mnister "to propitiate a
greater integration of donestic conmponents in the in-bond industry"” and
t hrough current efforts of the governnent to encourage firns to | ocate
in the interior, has indicated the direction of its policies on these
matters. However, forcing firns to unwillingly expand the donestic
content or accept an interior |ocation could negatively affect decisions
by foreign investors regarding a Mexico |ocation.

Anot her issue that has been raised by researchers on both sides of
the border is that of environnmental inpact of the maquil adora industry.
Nurmer ous charges have appeared in research reports and in the Mexican
and U. S. press regarding supposed cases of polluting plants rel ocating
to Mexico to avoid stringent environnental regulations in the United
States. Also frequently nentioned is the inproper disposal of hazardous
wast es by nmaquil adoras. To date, there is little reliable information to
confirm or deny these reports, although recently, nonitoring of sewage
flows from Mexico into the United States is revealing increasing anmounts
of industrially generated poll utants.

Mexi co now has a fairly active environnental novenent, consisting
of networks of organizations and concerned individuals that are |inked
with the international nmovenents in these areas. Wthin Mexico, the
envi ronnental novenent received a significant boost with the
presi dential canpaign of Mguel de |la Madrid when the PRI determ ned
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that the "Green Movenent" of Europe might spill over to Mexico and
decided to take up the banner in order to renove it as an issue for the
political opposition. The canpaign and the early years of his presidency
saw consi derabl e enphasis on environnental matters, but increasingly,
particularly since 1984, the governnent came to feel that a strong

envi ronnment al program woul d hinder the effort at job creation. The
environnment is currently |low on the governnment's priorities, but there
is grow ng awareness of actual and potential problens anong the public
in Mexico. Environnmental issues will continue to be of concern for

i ndustrial devel opnents in Mexico, and the maquil adora i ndustry should
be aware of the potential econom c and political significance of this

t opi c.

Concl usi on.

In sum as a historian exam ning the maquiladora industry, | would
make the foll owi ng points:

1. The maquiladora is a conplex aspect of a conplex series of
el ements that conprise the U S.-Mxican relationship. Devel opment of the
industry is best understood if viewed within the context of its
geogr aphi cal | ocation and historical devel opnent. Fromthe Mexican
perspective, border |ocation and predom nance of foreign capital in the
i ndustry are negative factors. Both of these factors, because of |ong
hi storical antecedents, raise significant concerns in many Mexi can
academ cs and
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officials. The fact that Mexican officials currently enbrace the
i ndustry does not nean there has been a revolution in attitude, but is
perhaps nmore indicative of the seriousness of MeXxico' s econom c crisis.

2. Fromits inception, the industry has been subjected to strong
attacks froma nunber of perspectives. Over the two decades of its
exi stence, the industry appears to have been sensitive to this criticism
and has taken steps to correct a nunber of the problems. The industry
al so appears to be noving in the direction of nore |inkages with the
Mexi can econony, and thus better serving the goal of national
devel opment rather than just economic growth. Interestingly enough,
changing attitudes towards the industry anong Mexi can academ cs are
evident. Whereas in the past nmany of these schol ars enphasi zed t he
negative aspects of the maquil adoras, now the enphasis is on positive
factors and potential benefits to the process of national devel opnment.

3. Despite evolution and progress of the industry, significant

issues still remain. Concerns about the environment will be inportant in
com ng years. Integration with the Mexi can econony will be a continuing
dil emma for Mexican policy makers as will the political costs in the

i nternational arena of such heavy dependence on foreign capital in one
sector. Labor issues are so conplex and subject to so many uncertainties
that they too will be causes for continuing preoccupation.
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In my remarks, | have dealt mainly with the Mexican side of the
equation. | have sketched the broader historical context within which
this inpressive industry is unfolding. However, | suppose that | have
muddi ed the waters by raising a | arge nunber of variables that in one
way or another mi ght inpact on the industry. Unfortunately, realities
cannot al ways be distilled to clear, sinple statenents.

In closing, permit me to nuddy the waters even nore. In |ight of
the conplexities that influence the U. S, -Mexican relationship and the
maqui | adora industry, it is possible to posit various events that could
have significant consequences. These i ncl ude:

--Strong reactions in the U S. to border problens, undocunented
i mm gration, disagreenments with Mexico over Central Anmerica, or effects
on U.S. enploynent of a recession could result in negative policies for
the in-bond industry. Current demands for protectionismin the U S. nmay
be seen in this |ight.

--Further decline in petroleum prices and default on the foreign
debt by Mexico and other countries could |ead to reprisals.

--A mpj or disturbance in the Mddle East could decrease world oi
supply and enormously increase Mexico's oil revenues, pronpting Mexico
to revert to the Mexicanization of industry policy and wthdraw
concessions granted to the maquil adora i ndustry, generally reversing the
process of liberalization.
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--Political unrest in the Mexican north nmight | ead Mexican
governnent to take actions that would negatively inpact the maquil adora
i ndustry. Increasing wages and permtting effective unionization are the
types of political actions that could be taken.

These then, are the sorts of observations that can be nmade
concerning the broader historical context of the maquil adora industry.
These al so are the types of questions that a humani st can rai se when
| ooking at a significant aspect of industrial devel opment.
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THE MAQUI LADORA PROGRAM FROM THE MEXI CAN PERSPECTI VE

Ri chard Louv: Sergio Noriega is with the School of Architecture at the

Aut ononmous University of Baja California, Mexicali. He is an econom st
with a Master's degree from SDSU, a nmenber of the Board of Directors of
the Mexicali Industrial Conm ssion, and noted expert in his field.

Enrique Mer y Teran lists hinmself as a consultant and
entrepreneur. That word, "entrepreneur,"” is becom ng about as popul ar as
"turbo" in this country and in Mexico. He has been living in Tijuana
since 1954, where in 1959 he hel ped establish one of the first in-bond
conpanies in Tijuana, and nost probably in all of Mexico. Later, he set
up the first sem conductor-in-bond plant for Fairchild Sem conductors,
and since then he has founded several plants and acted as a consul t ant
for others. He has been the president and board nenber in various years
of the National Council of Maquil adoras and the Maquil adora Associ ati on
of Tijuana. He is president of Planmex in Tijuana.

Enrique Mer y Teran, President, Planex, Tijuana, Baja California.

As Richard Louv explained, there are sone differences of |anguage
that Anericans feel when they go to Mexico. But don't think that this is
only one sided, for we Mexicans al so have our problens. Your |anguage is
very illogical. | have never
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under st ood why ojos is eyes, but eyes (ice) neans hielo, the thing that
you put in the drinks to make them cold, But yellow (amarillo) is a
city, Amarillo, in Texas. And Texas (taxes) are what you pay to the

governnment. The |l anguage is very illogical, especially in business. One
of the things that in manufacturing we have to learn is reliability.
That sounds, if you translate it, like the repeated ability to lie. So,

it is difficult to conquer your |anguage.

We have been asked to share sone ideas on the Japan-United
States-Mexico triangle, which to ne is a very interesting proposition.
Each of these three parts of the world has different and conpl enentary
tal ents, capacities, and experiences. As the world is becom ng snmaller
due to communi cations, we need to begin to share nore and enrich
ourselves fromthese various experiences. W have on the one hand Japan,
whi ch is now becom ng very interesting for everyone involved in
manuf acturing, not only in the United States but in the whole world. W
want to learn fromthe Japanese, we want to know how t hey have been able
to obtain their quality standards, how they have been able to notivate
their people. Also of inportance is the fact that the workers do not
work for the conpany, but feel that they really belong to that conpany.

While we want to learn fromoutside of the United States, we al so
want to learn fromwithin the United States. We want to |learn how to
penetrate that trenmendous market which is probably the biggest in the
world in a single country. It has marketing capabilities and
i nventiveness that defy the imgination. The
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United States has the fabricating capacity to produce nany itenms that we
could not produce in the devel oping world, in countries such as Mexi co.
It has the advanced technol ogy and material products that are the result
of research and devel opnent that we may utilize as well.

Mexi co's cl ose geographical proximty with the United States is the
envy of every other devel oping country in the world. They would like to
rent fromus just a little bit of the border for that geographical
advantage. But in addition to that, we have the very eager hardworking
Mexi can, who, as the maquil adora has proven, is one of the best raw
materials in regards to labor. If this human resource is well
adm ni stered,, well directed, and well kept, it will be extrenely
effective and productive.

Here, in this room are sone individuals who have been involved in
t he maqui |l adora busi ness one way or another for the last twenty-five
years or so. Sone of them are part of the marriage that has existed
bet ween the trenmendous capacity of adm nistration, control, and
direction of industry fromthe United States--that very speci al
practical education that you have in the United States--with the
capacity of the Mexicans to do it. Some of these people have been
responsi ble for establishing systens of adm nistration and control that
provi ded direction and training to enable Mexican | abor to becone 25 to
30 percent higher in efficiency than their counterparts were in the
United States.
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In addition to this very special situation involving the United
St ates and Mexi co, we now have the added el enment of Japan. There are
characteristics that exist in Japan that are different fromwhat we find
in the United States. Japanese industry has baffled the world. It has
surprised everyone because it has been able to conquer the probl ens of
quality and reliability which have translated into very good products
that capture a significant portion of the world market.

If we can put these three el enents together, we have a strong
conpetitor for the rest of the world. If we take conponents and i deas of
i ndustrial admnistration fromJapan, if we take the practical
educati on, application, and devel opnent, as well as heavy fabrication,
fromthe United States, and if we take the ability, talent, and price of
Mexi can manufacturing | abor, we really have a very good conbi nati on that
will be able to conpete in any product in any country.

Mexi co represents a very particular opportunity at this time, which
means for the last ten or so years, and particularly so for the |ast
three or four years. If you exam ne the cost sheets of any maquil adora
in Mexico in which raw | abor costs are translated into dollars, froma
hi gh of about $2.10 per hour back in the sunmer of 1976, we have been
com ng down, down, down, to about $.68 per hour right now in the border
areas. OF course, you will hear small variations on that nunber
dependi ng on the exchange rate used.

This is not the wage that is paid to workers because, as can be
i mgi ned, for someone who lives in the vicinity of San
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Di ego, even if it is-on the other side of the border, there is no way
that they are going to be able to Iive on $.68 per hour. So, the wages
are now a matter of free supply and demand.

Mexi co defines a m nimum wage for workers, but it is precisely
that--a mnimumwage. It is the mninmnumthat is paid to an untrained
wor ker. Once a person has a mninum of training, higher pay will be
given. This, however, will still not only be conpetitive, but it will be
sone 15 to 20 percent less than for the four Asian countries that Dr.
Grunwal d referred to.

So, with Mexico we have an extrenely conpetitive country, and that
conpetitiveness is here to stay. Mexico does not have, unfortunately,
any possibilities of turning the current econom c situation around. W
are not going to have a trenmendous upswing in the price of oil. W are
not going to have significant concessions on the part of the
i nternational bankers. We in Mexico think that our external debt wll
change just a little bit--just one letter. The "X" in external wll be
elimnated to give us the "eternal"” debt. W are not going to see a
drastic change in Mexico's econony for the next five or six years.

Fortunately for Mexico, the maquil adora industry is now being
recogni zed by the present admi nistration as one of the key elenents in
the future econom c devel opnent of the country. What is surprising to
nme, even with the wisdomthat is shown in all of the synposiuns and
sem nars held in the United States on Mexico, very few people recognize
that Mexico is now a different country. And it is, believe nme, very
different. We have had in
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Mexi co a structural change that started In 1983 and has converted Mexico
into a different country. Obviously, all structural changes are very

pai nful and very slow, and it is going require many years for this
change to take total effect. But the fact is that it exists and it is
not going to turn back.

The practical problemthat this structural change presents is
related to the political pyram d. The top of the pyram d--the president,
the mnisters, the undersecretaries, even the directors general--all are
convinced and are very well versed on this structural change. From an
i mport substitution nodel country, Mexico was changed into an export
pronmotion country. Wthin this scheme, the maquil adora industry has been
transfornmed fromthe necessary evil as it was viewed during previous
adm ni strations to one of the key elenents in the devel opnent of the
econony and export training for the country. But, with the base of the
pyram d--all the mllions of bureaucrats that have to inplenment
policy--the situation is different. These people have not yet had tinme
to tal k about the new nodel

It is going to take a generation to nake this change, because
peopl e cannot be reeducated over night. It is going to be a very pai nful
change that will take a | ot of effort and a | ot of participation from
all of us, including everyone interested in the maquiladora industry. W
have to push and shove because Mexico's politics work on the principle
of the squeaky wheel. And according to this principle, wherever there is
a lot of noise, that is where the attention is going to be
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directed. We have to make a | ot of noise fromthe Mexican side
of the industry, fromthe worker's side of the industry, and
fromthe U S. side of the industry, so we will call to the
attention of the governnent the things that we need.

Today in Tijuana there is an intersecretarial neeting in which the
future of the maquiladora industry is being discussed by the
undersecretary of SECOFI, the Mnistry of Industry and Econom c
Devel opment, and all of the participants in the intersecretarial group.
This is very inportant for this is where the industrial policy of Mexico
i s being shaped, and we do not participate in those decisions. W have
to, because it is going to be the only way that we have to make it easy
for business to growin a tested and established way.

The Japan-Mexico-U. S. triangle is a natural alliance. Sone
practical aspects of this relationship should be considered. One is the
i nport-export situation. Since transportation and duty cost are
concerns, of obvious inportance is whether or not the dutiable val ue of
the material going back to the United States is based on the fact that
those materials were transformed, or the fact that they are non-U. S. |
do not have to go into the details of 807 because all of you here should
be famliar with it. However, when itenms under 807 change identification
or are foreign to the United States, they pay duty every tinme they go
back to the United States. This means that a conponent from Japan or
fromany other Asian country that would have to be incorporated together
with United States material and Mexican material into a product to be
assenbled in
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Mexi co and then sent into the United States should be sent from

Sout heast Asia directly to Tijuana. O, it could be sent through the
United States in-bond so as not to pay U S. duty while in transit. Thus,
when it returns to the United States it will pay duty only once and not
twice. Every tinme a product is taken out of the United States and
returned, duty is again paid.

Transportation is another consideration. There are trenmendous
advant ages of contai ner shipping from Sout heast Asia to the Pacific
shore of the United States. These should be taken advantage of.

The question of vertical integration is inportant. We often say
t hat Mexican suppliers are not interested in selling to the maquil adora
i ndustry because they do not want to get into an internationally
conpetitive environnent, which is partially true. They are used to a
protective environnent that Mexico has had for sonme forty-six years, but
we no |longer have this. Right now in Mexico, every director general of a
conpany, every chairman of the board, and every president or chief
executive officer is convinced and is saying to their people, "we have
to export." But how? They do not know how. They have not been trained
how. The maquil adora i ndustry represents for themthat step to acquire
within their country expertise in exporting that is within their
| anguage capabilities, and within their technical know edge. They do not
have to change anything; they do not have to have an export depart nent
as we know it in any conpany that exports to the world and sal esnen t hat
speak German., French, and English. These Mexi can manufacturers are
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going to sell to their own countrynmen. But they are going to sell to the
maqui | adora i ndustry, which in turn is going to be the exporter of their
pr oduct .

VWhat Mexi can manufacturers have to conquer now is the
conpetitiveness. For themit is survival because right now nost
manuf act uri ng busi nesses in Mexico have been suffering conpressions or
contractions of UP to 50 to 60 percent. They are changing and they are
knocki ng on our doors and saying, what can | sell you? Pl ease teach ne,
what can | sell you? And on our side--the Mexican or the U S.
maqui | adora owner--we are very interested or we should be because
greater Mexican content is going to bring significant advantages.

The product with Mexican content will have the chance of utilizing
GSP (CGeneral System of Preferences). If it has nore than 35 percent
Mexi can content, and is on the GSP list3 it will not pay duty on that
Mexi can conponent, nor will it pay duty on any conponent, whether
Japanese, Tai wanese, or whatever. It will not pay duty on any
transformati on that has been made. The advantage is such that the
maqui | adora could even afford to pay a small prem umon that particular
conponent which will be nore than offset by GSP.

Let me very briefly go into one nore inportant item
--adm nistrative idiosyncrasy. | would not dare to go to Japan to
establish a manufacturing conmpany with a Mexi can manager. However, we
have a whol e bunch of conpanies which go fromthe United States into
Mexico with U S. managers, and those poor guys do not know anyt hing
about the Mexican idiosyncrasies.

79



They do not understand the reactions of Mexicans, which is difficult
because of cultural differences.

We have to train capable Mexicans as nmanagers. Currently, we have a
problemthat | call the Hussong Bar syndrome. | have asked sone
maqui | adora owners, where do you |l ocate your nmanagers? "Well., | was
having a beer at Hussong's, and he was sitting next to me, and the guy
| ooked |ike he knew a lot,"” is the response. Is that the way that you
contract managers in the United States, | ask you? And they say, no. W
need to be very professional in acquiring that Mexican talent to
managi ng our conpani es.

Sergi o Noriega, Escuela de Arquitectura, Universidad Aut 6nona de Baj a
California, Mexicali, Baja California.

In an essay | wote in 1968 on Baja California, | described the
maqui | adora industry in the following ternms: The npbst i npressive change
t hat has taken place in the |last few years within the manufacturing
i ndustry, and perhaps within the state's econony as a whol e, has been
t he appearance of the maqu4~l adora industry. Despite its small scale, it
has grown faster than any other industrial group. And there is no other
i ndustry presently that shows greater potential for growh in the
i mredi ate future.

| believe this statement to be true even today, although much has
happened since. For one thing, it has grown considerably, though not
steadily nor even consistently. In 1968 there were about 55 assenbly
plants in Baja California with
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approxi mately 5,000 enpl oyees. Now there are over 316 plants and no | ess
t han 40, 000 enpl oyees.

From t he standpoint of Baja California' s econony, and perhaps of
ot her Mexi can states, the maquil adora industry's greatest inpact has
been felt in the | abor market. Because of rapid population growth, the
state's | abor force has increased considerably, particularly since the
Second World War. People have mgrated fromall parts of Mexico to Baja
California. Internal mgration along with high birth rates account for
the state's present popul ation of approximately 1.75 mllion
i nhabitants. The | abor force, enployed and unenpl oyed workers, equals
roughly one-third of the total population; that is to say nore than half
a mllion persons.

When the maquil adora industry got underway in the m d-1960s, there
was specul ation that the Industry would help absorb the workers fromthe
then recently extinct bracero program and that it would also help
di mnish the state's unenpl oynent. Actually neither happened. Fromits
inception the maquil adora i ndustry provided jobs mainly for wonen.
Approxi mately 80 percent of the assenbly workers were of the fenale
gender. Few, if any, farm workers applied for and obtained jobs in the
assenbly plants.

Anot her m sconception was that the maquil adora i ndustry would help
solve Baja California' s unenploynment problem | believe that nost of the
| abor recruits did not conme fromthe unenpl oyed, at |east not fromthe
structurally unenpl oyed. In the beginning, nmost of the workers that got
jobs in the
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maqui | adoras were young women, perhaps between 16 and 20 years of age,
with no previous work experience. Therefore, nost of the maquil adora

| abor recruits had not previously belonged to the work force. Instead,
nost of the young girls were either working for their famlies in their
homes or tenporarily hel ping out as house maids. So there was no great
opportunity cost involved either.

The maqui |l adora industry has provided sonme skills for the workers
and that is plain to see. However, it is not clear how significant these
skills are. We have no statistical information regardi ng whether the
people with newy gained skills are actually better paid.

Real wages for the industry are alnost certainly down with the
recent econom c problens. Ever since the peso deval uati on began, nom nal
wages have gone up and real wages have conme down for npst wage earners
in Mexico. Labor union demands, where there are any, have been noderate,
foll owi ng government wage increnents. Until rather recently, the
maqui | adora i ndustry has been known to pay the official m ninmum wage,
which is currently 1,650 pesos per day or approximtely $3.67 in U.S.
currency. Better opportunities in the service sector of the econony,

i ncluding tourism have apparently hel ped maqui | adora enpl oyees to
recei ve higher wages and fringe benefits.

Finally, the maquil adora industry has hel ped change | abor nmobility,
particularly that of wonen. Thanks mainly to this industry, fenale
participation in the | abor force has increased considerably in the | ast
20 years. No less than 30 percent of
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the work force in Baja California consists of wonen. \While occupational
or horizontal nobility has been enhanced, it does not seemthat there is
much of vertical |abor nobility or better paying jobs.

Questions Fromthe Audi ence.

Question fromthe Audi ence: Wat is being done with regard to male entry
into the | abor force?

Noriega: | think that the greatest effort on the part of the governnment
in ternms of the | abor force has been to gear up education facilities to
nmeet the demands in the marketplace of trained | abor. The governnment, in
the | ast few years, has provided much nore support for technica

school s, trade schools, and the |like. However., it is too soon to tel
how effective these neasures have been. This is true partly because nost
of the information we have on | abor cones fromthe census which takes

pl ace every 10 years. Unfortunately the | ast census does not seemto be
very exact, at |east insofar as we have | ooked into it.

M er y Teran: The government should be involved in training. Tile
governnment has al so been successfully encouragi ng the establishnment of
i ght-heavy industry. In alnmost all cases, the workforce is made up of
nearly 100 percent mal e workers.
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Question fromthe Audience: Enrique Mer y Teran, is there any reason to
suppose that there will be U S. counterparts in terns of industry on
Oay Mesa? Dr. Grunwal d indicated that the twin plant concept is

i naccurate. Is there any need for a U S. counterpart in the existing

i ndustry in Mexico?

Mer y Teran: No, | agree with Dr. Gunwald. This term"twin plants" is
not accurate. \What we actually see is "production sharing,” which is the
correct term Wth respect to counterparts being built on the U S. side
in places like Oay Mesa, | think that this is going to be a fantastic
area. If | had sonme dollars | would buy land in that area because

think it is going to be a very good place to develop the counterparts to
t he maquil adoras in Mexico.

Question fromthe Audience: | would like to ask M. Mer y Teran a
guestion. G ven your unusually long historical perspective on this, what
is going to happen in the future? We heard sone scenarios: Ganster set
out a few, as did Gunwald. Also there is the governnental neeting
taking place today in Tijuana. Can you give us any hint of what you
expect to devel op over the next five years, particularly with respect to
t he Mexi can government policy? Also, can you give us a Mexican
perspective on what you would expect fromthe U S. side?

Mer y Teran: | amgoing to disagree with Ganster because although I
agree with himas a historian, | do not agree with
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himas a forecaster of the future. | do not foresee a situation wherein
the United States woul d take nmeasures that would negatively affect the
maqui | adora i ndustry because this would be |like an individual shooting
himself in the foot. To do sonething agai nst the maquiladora industry in
Mexico is to do sonething agai nst yourselves. Both Ronal d Reagan and

M guel de la Madrid recognize that in both parts of the world, on both
sides of the border, It Is a very inportant and beneficial business.

Nor do | think that disagreenents with the foreign policy of Mexico
in Central Anmerica will result in negative policies fromthe United
States towards the maquil adora. | amextrenely optim stic about the
out | ook of the maquil adora industry. | do not know if you are aware of
it, but | presented a proposal to the president of Mexico in the
Consul ta Popul ar of 1983 on how Mexico could obtain 1,000,000 jobs from
the maquil adora industry within the six years of his term
Unfortunately, they did not believe me then, but they believe nme now.

Three years |later, we are building the infrastructure for those
jobs. Since relocation of investment is very difficult, 85 percent of

those industries are still going to be in the border in spite of the
fact that Mexican governnment prefers interior |ocations. The border is
best for the investor who is going to go to the place where it will be
nost cost effective. The investor will consider factors such as the

ability of U S. technicians to live on the U S. side with their famlies
and commute to work in Mexico.
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However, there are good reasons why sone conpani es should locate in
the interior. There are many naquil adora conpanies wth 800, 1,000, or
2,000 enpl oyees that have a border |ocation because of the advantages
that we already nmentioned. But they forget that anmong these 800 or 1,000
peopl e they have 300 who are doing a very sinple job that does not
require access to the technicians, machinery, or other advantages of
border | ocation. These sinple jobs, could be |ocated in Tepic, Nayarit,
or in La Paz, Baja California Sur, or in any of the smaller cities of
Mexi co hungry for jobs. There, the investors will be treated |ike Kkings;
they will conmmand the | abor nopvenent.

Finally, it has been said that we have a shortage of |abor in
Tijuana. | disagree. There is, however, a |arger surplus of avail able
| abor in smaller cities in Mexico.

Question fromthe Audience: What woul d be the econonic inpetus for an
Ameri can conpany to locate in Mexico if the workers there are paid at a
hi gh scal e? What woul d be the reason why the U. S. governnent today would
continue its programto allow the inportation of nore and nore of the
products from Mexi co?

Mer y Teran: CObviously, the advantage for the American conpany Is to
remain conpetitive in the world. For instance, who makes video cassette
recorders in the United States? That market has been totally lost to the
Orient. So it is a matter of nmintaining conpetitiveness. The United
States has realized that because of its high manufacturing costs, it
cannot produce
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everything. It has to share the production or it has to
automate. But automation in many products is not justifiable,
for exanple when the technology is still in infancy or the
investnent is extrenely | arge.

VWhat are the advantages of the maquil adora for the United States
as a country? It will maintain control of its products through design
and the fabrication that can be done automatically or sem -automatically
in the United States. It is going to remain conpetitive by having a
partnership with a | ower cost country--Mexico. The stronger Mexico is,
the better neighbor it will be, which will be a political advantage for
the U. S

But these things are not going to happen because they are
convenient to our countries. They will happen because they are
advant ageous to busi nessnen, to the person who has to sign the check.
And t hat person, when he secures the client in the United States, and
t hat owner of the maquil adora, when he achi eves nore Mexican content, in
addition to being a candidate for GSP treatnent, is going to be able to

obtain each year 20 percent unit authorization to sell in Mexico. Thus
he will be able to have access to the Mexican market. He is going to be
able to sell in Latin America, Canada, Japan, Australia, and in the

econom ¢ community of Europe without the high duties that would be
i nposed on the sane itemfromthe United States. Exporting from Mexico
with Mexican content and with a certificate of Mexican origin has an
advantage. | will give you an exanple. In one of the conpanies that I
have responsibility
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for, an itemthat we export fromthe United States to Brazil pays 115
percent duty. The sanme item when exported from Mexi co, pays only 5
percent .

Grunwal d: If you will permit ne just a conment on the previous question
regardi ng a possi ble negative scenario. In the future and with
substanti al increased unenploynent in the United States, the | abor

uni ons that have been very strongly opposed to item 807 will become nore
aggressive. At any given noment there are many bills in the United

St at es Congress advocating the repeal of 807. 1 do not think this wll
happen, but if the situation does beconme very bad here, |abor unions
will increase pressure to do away with 807. This will not elimnate the
maqui | a operations, but It certainly will damage them significantly.
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THE MAQUI LADORA PROGRAM FROM THE UNI TED STATES- JAPAN
PERSPECTI VE

Ri chard Louv: The subject of this panel is to nme the nost fascinating
aspect of today's discussion because we hear so little about it. The
first panelist to speak will be Howard Boysen. Over the years M. Boysen
has become a recogni zed spokesman for the benefits of maquil adora
operations in Mexico. He has travel ed extensively in Asia, Latin
America, and Europe. In the past he has addressed vari ous neetings of
the U S. and Mexi can Chanber of Comerce, and he has appeared on a
speci al program "Border Business" broadcast by the MNeil-Lehre.- Report
on PBS. Recently lie was part of a U S. delegation to Costa Rica to

eval uate maqui |l adora operations in that country. M. Boysen is also an
expert on the Asian aspects of production sharing.

Howar d Boysen, President of | MEC Corporation.

It occurs to nme that | may be a victim | think that | have
vi ol ated one of the principles of show biz. That rule would suggest that
you never want to follow an articulate Ph.D. or people who m ght be
smarter than you are. You certainly don't want to follow little
chil dren, dancing acts, or cute puppies doing tricks.
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You can add to that, you probably don't want to follow Enrique Mer vy
Teran either.

|"d like to thank the Institute for inviting nme, and since | have
been in the maquil adora industry for al nost 20 years, perhaps | will be
able to enlighten you fromny perspective, of what this industry is, how
it fits in the U S. scheme of things, and what potentials m ght exist

for people with a vision to understand what is going on. | really like
the trinational thene of this conference. As | enter ny 26th year in the
hi gh-tech electronics industry, | ameven nore convinced that the world

is in its nost dynam c period of change.

As a one-tinme student of geology, | have al ways been fasci nated
with the dynam cs of our mother earth. The earth as we know is both
living and dying, all the time creating and destroying its own surface.
It is a body in notion that is alive and it is vitally awesome. W in
this room whether Japanese, Anericans, or Mexicans, all in one way or
another, sit on the edge of a "-ring of fire" that surrounds the Pacific
OCcean basin. We are on a free and exciting ride that is noving us,
al beit slowmy, inevitably closer and closer together. As a matter of
fact, the land where we sit today, and the whole of Baja California, is
moving in a general northwesterly direction. This means that Baja
California will be cruising by San Francisco Bay in the predictable
future. Don't you Mexicans, however, get
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too excited about your trip to one of the nost interesting cities in the
worl d. This voyage is going to take sone 20 mllion years.

On the other side of the ocean, crustal plate tectonics are slowy
but surely driving our Hawaiian Islands in a general direction where
they will ultimately dive into the Kurial Trench off the coast of Japan
Agai n, to our Japanese friends, don't cancel any current travel plans to
the islands. This trip is only noving at 8-10 centineters a year.

| amreferring to these tidbits of nother nature's actions because
like it or not, we are neighbors on the nove. Qur industries and
enterprises are also on the nmove and it is up to us to create sonething
worthwhile relative to the tectonics of industry. The fact of it all is
t hat we are cohosting an econom cally driven party, and each of us has
sonet hing of value to bring to it. Unlike nother nature, however, we do
not have the luxury of tinme on our side. It is what is happeni ng now
that is inportant.

The maquil adora industry in Baja California is a good exanpl e of
what i s happening and ny conpany is a participant. We currently operate
seven plants in Baja California, service the needs of alnpbst 30 clients
and enpl oy well over 1,100 Mexican nationals in our collective
enterprises. Qur client base ranges from Fortune 500 conpanies, to
Japanese conpani es who want to
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have a presence in our U. S. high-tech action, to European-based
conpanies with U S. affiliates, and to entrepreneurial start-up U S.
conpani es managed by energetic people who believe they have devel oped
better nousetraps. Their collective range of interests spans this
country and indeed has |inkages to both the Far East and Europe. Caught
in between, and still very nmuch m sunderstood in the United States, is
Mexi co.

The problemis that people do not know what the maquil adora has
done or what it is doing. Most people think that the attraction of
Mexico is cheap, exploitable labor. To this | say, "horse pucky"! The
attraction of Mexico Is the quality and the ability of her people.

| nstead of trying to better understand Mexico, we as U S. citizens
in particular and as U.S. industry in general have sone deep seated
desire to believe in and ride both ways on the Orient Express that runs
bet ween t hese shores and various ports of call in Asia. | wonder,
however, if this awe and |ove affair with Asia is as enduring as many
peopl e woul d have us believe.

Two years ago | made a personal fact-finding trip on the Express
that went from Japan to Singapore and all points in between. | concluded
that the romance m ght be getting strained. Political instability in
certain countries, currency restrictions and controls, conpetition for
| abor and managers, national devel opment
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away from |l abor intensive operations, difficulties in protecting
proprietary products and processes, spiraling freight costs, and the
difficulties for the little guys fromthe U S. in getting the attention
or the priorities of the guys over there--these are all valid problens
and concerns.

An alternative to this Orient Express could be a nmuch sinpler trip,
atrip down Interstate 5 for an in-depth | ook at this maquil adora
program Before | get into details and specifies, however, let's expose
sonme nyths about Mexico held by many people in the United States.

Myt h: Mexicans and Latin Americans in general are inferior and
substandard workers in relation to quality and quantity output. To that
| say, nonsense. People are as effective as the people who train, |ead,
or manage them This is true in Singapore as well as it is in Tijuana.
Enl i ght ened and responsi ve nmanagenent is nore inportant than ethnic
identity.

Myth: All Mexico is corrupt, and Tijuana in particular is little
nore than sin city, with a bunch of crooked officials who wi sh to hassle
tourists and businessnmen. Again | say, nonsense. \Wiile we all have our
bad appl es, Mexican pride and culture have produced |oyal, proud, and
God-fearing people who happen to have a nei ghbor to their immediate
north who sonetimes exports his weaknesses and failings and too often
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inports his Illegal indulgences. As for Tijuana, go downtown and | ook
around, visit the Rio Tijuana shopping center with its hotels and fine
restaurants. Cross the new border crossing in OGay Mesa. | think you
woul d be surprised.

Myt h: Mexico may be okay for vacation, but it sinply doesn't have
t he sophistication or infrastructure to build high-tech w dgets. Again

say, nonsense. My conpany has been saving U S. conpanies nillions of
dol | ars assenbling high-tech wi dgets. Savings, | mght add, that are
extrenely conpetitive to the Orient. As a matter of fact, | believe

Mexico is the greatest bargain and opportunity in the world today for
U.S. industry. The truth is that it may be one of the only viable
alternatives the U S. has to conpete with pure inport foreign
conpetition.

Anot her myth: Mexico may be okay as far as |I'm concerned, but ny
custonmers won't accept parts nmarked "Assenbled in Mexico." Wiile this
was, or may be superficially true, the answer is still nonsense.
Custonmers want quality products delivered on tinme at conpetitive costs.

If my nyth exposure ideas are true, your next question m ght then
be, how can | then get acquainted with this maquil adora progranf? Dealing
with an established subcontractor can be the easiest, quickest and in
many cases, the nobst econom cal way to establish
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an operation in Mexico. In essence, the subcontractor already has the
facilities and staff in place to handle diverse production requirenents.

Wth variations, there are three basic nmethods of doing business
with a subcontractor, whether U. S.-based or Mexican national.

The first is the fixed price nmethod of doing business or
bui l d-to-print subcontracting. In this case, the contractor receives
prints, draw ng sanples, along with volunme quality and delivery
requi renments. After careful review, a quotation is submtted to the
client, clearly stating how nuch the itemw || cost and what other terns
and conditions of sale will apply. It can be as sinple as that and "get
started" lead tinmes can be very short.

The second nmethod is | abor-hour subcontracting. This can be a
starting method of doing business, or as frequently happens, it evol ves
froma | ower volunme fixed price beginning. What is done here is that
aut onomous dedi cated areas within a subcontractor's facilities, or
often, if the size of the operation warrants it, conplete dedicated
facilities, are devel oped for the exclusive use of the client. Contracts
of a definite or indefinite period of tine are witten, and a client
pays a previously agreed upon rate only for the actual hours worked. All
other direct fringes are included in this rate. Sone conpanies |ike mne
try to keep it sinple by
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including the rate of all other elenments of nmanufacturing overhead,
general and adm nistrative costs, value added duties, and in sone cases,
certain itenms of indirect materials and tooling.

The adm nistrative "unbrella” therefore, conmes fromthe
subcontractor. The client has the freedomto utilize his human and
physi cal resources and create a capability that is truly an extension of
his own U S. operation. He can superinpose his controls, processes,
gqual ity procedures, and production as he would in his own shop. The
advantage is that this can be done often w thout major capital
expenditures for facilities and w thout needl essly accepting many of the
often significant financial and |egal exposures. This is a good way to
eval uate the benefits of a Mexican operation. Your exposure can be
defined, you benefit fromthe contractor's expertise, and you have a
chance to try Mexico on for size before you junp into a pool and find
out too |ate that you forgot to put on your swimmng suit.

A third way that some people look to get started in Mexico is to
wor k through a contractor who will have an affiliation with an
i ndustrial park or shelter plan operator. This is sinply a variety of
| abor - hour subcontracting, and it usually involves a dedi cated pl ant
devel oped to suit a client's needs. Cost will vary here and can be nore
or less than sonme of the other
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ways of doi ng business that | have alluded to. | m ght caution you here,
however, to be careful of real estate oriented services. By this | nean,
you want nore than a pretty building. You want a contractor who w ||
hel p you acconplish your objectives and create a true, effective

ext ensi on of your U.S. donestic capabilities. These rel ationshi ps,
incidentally, if properly conceived, can lead to a turnkey nethod of
operation once off the ground and flying.

Regar dl ess of the "nobdus operandi” people are often confused when
it comes to dealing in Mexico or with a subcontractor. Questions nopst
often asked include: How do I find a good subcontractor? How nmuch wi ||
it cost? Couldn't I do it cheaper nyself in my own plant in Mexico?
wn't | lose flexibility or control of product quality? These questions
are all valid and perhaps deserve sonme candi d di scussion.

How to find a good subcontractor? Look to trade shows, sem nars
like this one, |ocal econom c devel opnment agencies--all of these are
valid sources. Renenber, however, to "l ook before you | eap." Check out
references, | ook at a conpany's track record in good tines and bad. Look
for a conplete team behind a salesman's or promoter’'s glib pitch.

How much will it cost? Get a firm"fixed price" or "hourly rate"
quot ati on. \When shoppi ng, make sure you are conparing apples to apples.
What appears to be a
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bargain too good to be true mght, in fact, turn out to be too good to
be true. CGenerally speaking, in high tech projects, | believe that nost

| egitimate subcontractors will quote fixed price work at about $4.50 to
$5. 50 per hour based on productivity factored assenbly standards. This
will include all elements of overhead and G & A and, as is the case with
my conpany, includes "val ue added"” duties. Hourly rates when tine is
sold by the hour will typically run from $3.50 to $4.50 per hour
dependi ng on volume, length of contractual comm tnent, and | evel of
contractor's investnent. In any of the above cases, savings of 40 to 60
percent on | abor can be and shoul d be realized.

Why pay a subcontractor premun? Can't | do it cheaper nyself? In
sone cases this mght be true but nore often than not it sinmply isn't
possi bl e. An outsider often doesn't have the tinme, contacts, or
under st andi ng of the systemto obtain the expertise in a reasonable
orderly fashion at an advantageous cost. U timately, if the size of an
operation dictates, it could be justifiable. Believe me, however, it
al so could lead to potential financial disaster.

Flexibility and quality factors? Mst naquil adora operations that
fail or do not live up to advance expectati ons do so because of
comruni cati ons and | ogistical problenms. Those that neet their objectives
are properly conceived, properly planned, and properly
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nmonitored with conpl ete feedback | oops. All parties involved, however,
must be dedi cated and have the wherewithal to succeed. If properly
managed, there are no reasons not to be successful with respect to
gqual ity and quantity.

The aspect of the Japanese and the Mexican industry is something I
woul d li ke to close on because | have been alluding to the U S. side.
There is an experience | would |like to share with you about what | think
can be done in an industry where you carefully create the marriage of
interests of countries.

We have found literally thousands of Mexicans of both sexes to be

eager, dedicated, and willing to learn and very capabl e of neeting
quality and quantity objectives. We recently passed a m | estone of
havi ng processed over $2 billion of U S. market val ue of high technol ogy

products through our shops. This was done with Mexican workers and it
was done with the liaison relationship of developing the infrastructure
of Mexi can managenent. We haven't done that because we are any nore
intelligent than anyone el se.

Up in the new industrial city in Mesa de OGtay, where my conpany
has three plants, one sees an energi ng and exciting blend of Mexican
national industry, big tinme U S-Mexican twin plant operations, and an
expandi ng base of nmjor Japanese- Mexi can enterpri ses.
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In this nmelting pot, free enterprise is mxing a brewwith the
i ngredi ents of Yankee ingenuity, Mexican resolve and pride, and Japanese

"naritsu diaichi shugi,” which is the principle of efficiency first. The
flavor of this concoction that results is nurturing a new breed of
international industry and industrialists that | believe represent a

wave of the future. In character it is neither Anmerican, nor Japanese,
nor Mexican. What is exciting is that Baja California and California are
right in the mddle of it. For us locally it offers a trenmendous

chall enge 'to San Di ego and Tijuana.

| have been telling people for years that this maquiladora thing
makes sense. It is a viable solution to many of our common problens. As
an U.S. president once said, "the business of Anerica is business.” As a
presi dent of Mexico once said, "we are in an alliance for production.”™ A
very wi se businessman | nmet on the first visit to Japan said that
"makot o shinyo" is everything. As | understand him he was referring to
t he concept of loyalty and trust. These, of course, are the foundations
with which | ong term busi ness and personal relationships are built and
mai ntained. It seens to ne that these concepts of business, alliance,
and trust are what the maquil adora industry is all about. To really
understand it, however, let nme extend an invitation to you to see for
your sel ves.
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As an old game show host on television used to say, "come on down."
As ny teenage daughter used to say, "check it out.” As one of ny old

arny buddies used to say, "try it you'll like it." That in essence is ny
invitation: Come on down, check it out, try it, you'll like it.

Louv: |I'd like to nove on now, directly to the Japanese perspective,
with Yasuo Sasaki. He was born in Brazil, and received his Bachelor's of

Law degree from Hosai University in Tokyo. Hi s studies include a heavy
concentration in business admnistration as well as business law. He is
Sanyo's representative in San Diego, and he is fluent in Portuguese,
Spani sh, and English, besides Japanese. As such, he was the ideal person
to start Sanyo's maquil adora venture in Mexico.

Yasuo Sasaki, Sanyo Corporation, San Di ego and Tijuana

My situation here, | would say, is very unique in the sense that
here we are tal king about a Japanese corporation |ocated in San Di ego,
with its manufacturing operation down in Tijuana. It is also unusual for
a Japanese to be speaking here. | guess you m ght wonder why a Japanese
corporation is in San Diego or in Tijuana. What is the secret? There is
no secret. We are not hiding anything. It just happened that way.
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| do not know how many of you will agree if | state that Japan
basically is a country of maquil adoras. Japan has al ways been, in ny
opi nion, a country of maquil adoras. Japan still inports all sorts of raw
materials fromoverseas to process there and then export finished
pr oduct s.

Let me give you 3.n exanple. Al of you know that Japanese industry
i nports crude oil from Mexico and scrap netals fromthe United States.
These are processed into autonmobiles to export the United States. In
this sense, Japan is a country of maquiladoras. This contrasts with U. S
i ndustries which probably inport finished products fromoverseas. If it
proves to be nore profitable, instead of manufacturing in the United
States, they would probably choose to close their manufacturing
operations in the United States and inport finished products from
over seas.

Japanese industry basically cannot afford that |uxury. Japanese
industry has no alternative. They have to continue producing a | arger
volune, at |ower cost, and at better quality, in order to stay a little
bit ahead of the conpetition. They cannot afford to do anything else; it
is a matter of survival. This, then, basically is the difference between
an American industry and a Japanese industry. Although it could be said
that this is a difference of philosophy, | would say that this is a
di fference of necessity.
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Mexico is a very, very rich country, in terns of natural resources.
Mexi co has everything that the Japanese do not have. Mexico, as |
menti oned earlier, has crude oil and has good quality | abor at a very
reasonabl e cost. However, the biggest asset that Mexico has is not its
natural resources. Nor is it the cheap and i nexpensive |abor. From ny
poi nt of view, Mexico's biggest asset is its neighbor, the United
States, which is the richest country in the world and the biggest
mar ket pl ace in the world. Mexico has it. W Japanese do not have that.

In initiating our operation in Mexico and Tijuana, we have
experienced a lot of difficulties. The nunber one difficulty, of course,
apart fromthe | anguage barrier, is cultural differences. Everything in
Mexico is so different as conpared to Japan. Everything in Mexico is so
different as conpared to the United States. We have | earned a | ot and
are still In the process of |earning.

There are a couple of things that we have | earned in Mexico. Nunber
one is the fact that the only asset that you have in an operation
overseas is people. If you have the right people, who can support you,
who can guide you, that is all you need In a foreign country. These
peopl e should be inside your conmpany and al so outside of the conpany.
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Peopl e sonetimes ask ne, Sasaki, do you have any problemin working
in Mexico with Mexicans? Do you have any problemin working with
Mexi cans? | would say, yes. | have problens every day, and if you don't
have a problem every day, you are not in business. But this Is true not
because you are in Mexico. If you are in the United States, you have the
sanme problens. If you are in Japan, you will have the sane thing; you
will have a problemw th Japan and with the Japanese.

After three and one-half years in Tijuana, people sonetinmes ask ne
about the differences among the three countries | aminvol ved
wit h--Japan, the United States, and Mexico, That is a very difficult
guestion, but the way | answer, this question is as follows.

Al t hough I don't know nuch about the United States, | feel that in
order to carry out business if you have 90 percent of know how, the
remai ni ng 10 percent can be human rel ations, or know who. So 90 percent
is know how and 10 percent is know who.

It is very simlar in Mexico. The only problemis that in
Mexico It is the other way around, You have to have 90 per cent of
know who, and probably only 10 percent of know how.

In Japan, the situation is still different, because the Japanese
want 90 percent know how, but also they ask for 90 percent know who.
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Louv: Molly Shields is Assistant Comrercial Attaché for the U.S.
Department of Commerce at the U S. Enbassy in Mexico City. Her

pr of essi onal career includes 10 years with the Mtre Corporation in the
area of international marketing, and she has been at the U.S. Enbassy in
Mexico City for two years. There she deals with all light industry areas
and foreign investnent. She spends nuch of her time working with
different aspects of the maquil adora industry.

Mol |y Shields, Assistant Commercial Attach6, U.S. Enbassy, Mexico City.

| live in Mexico City and | travel around Mexico fairly frequently.
Comng to the border is always a delight because the border has
basically been insulated fromthe econonic problens of the rest of
Mexi co. Today, | am going to talk about U.S.-Mxican rel ati ons,
primarily comrercial and trade relations, and al so about how the U. S
governnment views the maquila industry. Also, since there is no one here
fromthe Mexican government, | amgoing to presune to say how the
Mexi can governnment views the maquila industry.

Frequently, the relationship of Mexico and the U S. is conpared to
an old bad marriage. They are never going to get divorced, but they are
never going to get along. And that has certainly been true for a |long
time, but it is not true today. Qur relations are
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probably better today than they have been in decades. That is especially
true commercially, but it is also true politically. W have the problem
of Mexico's view of Central Anmerica and its neutralist voting record in
the U N. However, those issues have not been allowed to affect the
snmoot h wor ki ng of the rest of our relationship.

In the past year Mexico and the U S. signed what is called the
Subsi di es Agreenment, in which Mexico agreed to phase out export
subsi dies in exchange for receiving the injury test for Mexican products
entering the U.S. in countervailing duty suits. Last sumrer, in July,
t he Mexican government began a series of l|iberalizations of the Mexican
mar ket, and nost significantly, reduced trade barriers by renpving the
i nport permt requirement from?7,000 itens of the total 8,000 itenms on
the inmport I|ist.

The Mexi can governnment announced recently its decision to nove
forward with GATT negotiations. At the sane tinme we are begi nning
negotiations now for a comrercial and trade treaty. These two, the GATT
accession and a bilateral trade agreement, are both very, very inportant
for Mexico and the U S. We are inportant trading partners. Sixty percent
of all of Mexico's international commerce is with the U S., so when you
tal k about international trade in Mexico, everyone automatically thinks
about the U. S
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To date, we have no formal or legal structure or framework in which
this trade relationship is conducted. And it is very inportant to the
U.S. because we want to give Mexico special status, and we have to
really struggle to do so today. Mexico needs to protect its access to
the U.S. market, the nost inportant nmarket in the world for Mexico.

We are also starting discussions on the opening of Mexico's
investnent climate to foreign investment and better protection of
intellectual property rights in Mexico. Miuch progress has been made in
rescheduling the debt. The Baker Pl an has been announced and, of course,
Mexi co is probably the key country invol ved.

Here, | want to venture a personal opinion. Wth the declining oi
prices, | think that you will not see Mexico's econony go down the
drain. | think that the debt will be further rescheduled. There will be
nore negotiations in ternms of extending and | engthening the repaynent
period, instead of 4 billion dollars of new fresh noney comng into
Mexico this yea.-, | think you'll see a significant increase in that.

| also think that it is very inportant that our two presidents are
very good friends. | was in Mexicali for the presidential neeting in
January, and the question that was al ways asked there is, why aren't the
two governnments going to sign a formal agreement? And the answer is that
t here have been no thorny issues that we
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have had to resolve. The discussions this year were part of on-going
di scussi ons between our two nations, and there is an agenda, and we are
noving forward with this agenda.

Wthin the U S.-Mexican comercial relationship the in-bond
i ndustry has truly been the high point. It has been a real success
story. It works efficiently in the interest of our two countries.

| would now like to talk for a brief noment about Washi ngton's view
of the in-bond industry. In Washington, there is no bureaucratic
organi zation specifically focused on the in-bond industry. No bureaucrat
goes to work every norning and says, "Well, today | have to regul ate the
i n-bond industry,” or "I have to track figures on the in-bond industry.”
Li kew se, in Congress, there is no conmmttee that worries specifically
about the industry. The industry has been in both disfavor and favor in
Washi ngt on, depending on the current nood of the Congress. The AFL-CI O
has | obbi ed over the years to get rid of 806-807, but currently the
Congress is very supportive of the industry, so is the U S. governnent.

Thi s support can be seen in the case of the recent trucking
| egislation. This past year the U S. Congress passed a law in which it
wanted to obtain reciprocity for U S. trucks, enabling themto have
access to Mexico. The legislation basically closed the border to Mexican
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trucki ng. Because it would have so dramatically affected the maquil a
i ndustry, the maquila industry nobilized, |obbied Washington, and the
| aw has been inplenmented to the benefit of the industry. That is, it has
not been inplenmented as it was intended, which is in everyone's
i nterest.

Al so, there is a grow ng understandi ng of what the industry is and
what it does for the U S. Alot of this has come out of academ a and a
ot of it has conme out of |obbying organizations in Washi ngton. There
are indications, for exanple, that in 1984 there were 165, 000 direct
jobs in the U S. as a result of the 200,000 maquil adora jobs on the
Mexi can side of the border. In addition, significant business and
commerce in the U S. was a result of the maquila industry.

It is estimated that there is a per year, per worker savings of
about $15,000 to $20,000 for U. S. conpanies with naquiladoras in Mexico.
The Mexican in-bond industry is heavily concentrated in the autonotive
and el ectronics sectors and these are areas in which the U.S. has really
had to nove in order to remain conpetitive, both internationally and to
protect their share of the U S. market.

The industry, then, has not been a net |oser of jobs as far as the
U.S. is concerned. In fact, it has created jobs in the U S., and nost of
those jobs are in the nore highly skilled and nore high-tech areas.
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I n Mexico, nost of the parts and conponents that come into the
i ndustry are fromthe U S. There is U S. control and U S. managenent
over what goes on in the industry. And Mexico is, of course, the |argest
i n-bond supplier to the United States.

The Mexi can governnment is nuch nore involved in the in-bond
i ndustry than is the U S. governnment. However, Mexico is not as involved
In the maquil adora industry as it is in other areas of the econony. The
Mexi can government is the erector of the econony, and it is intimately
involved in the econonmy as a buyer, being responsible for nore than 60
percent of all acquisition in Mexico. The Mexican governnent is not only
nore aware of the industry, but it is also nore concerned about the
i ssues invol ved.

Today the inmportant issues of the maquiladora industry have been
di scussed. These include the border concentration, the lack of ties to
t he domestic econony and the question surrounding femal e | abor al ong
with its concom tant social changes. Also there is the issue of
technol ogy transfer, whether it is in deed taking place, and the probl em
of infrastructure demands that are required up here along the border.

The Mexican governnment is very sangui ne about the fact that the
i ndustry is the second major provider of foreign exchange in Mexico
today. This realization will become even nore inportant with the
decl i ni ng oi
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prices. The border area has not suffered |like the rest of the econony, a
fact that has not been | ost on the Mexican governnent. The industry is
al so creating

enpl oynment at a tinme when the donmestic econony is not able to create
enough enploynent sinmply to neet the nunmber of new workers coming into

t he wor kpl ace every year

One area of the industry that generally is not well understood is
the | evel of investnent. At the U S. Enbassy in Mexico City we estimate
that foreign nmaquil adora investnent is around $2 billion. Total foreign
investment in Mexico is around $8 billion, which makes the in-bond
i ndustry trenendously inportant as a source of foreign investnent.
Moreover, we estimte that the rate of investnment in the in-bond
i ndustry in Mexico is about 40 percent of the rate of all foreign
i nvestment com ng into Mexico.

This is a significant figure and the Mexican governnment is trying
to facilitate maquil adora investnent in several ways. The governnment is
now actively trying to stream ine the bureaucratic process for
establishing in-bond plants. Believe nme, foreign investnment in the
in-bond industry is just a dream conpared to naking a foreign investnment
in other sectors of the Mexican econony.

The Mexican governnment is also trying to provide better
infrastructural support to the border. The
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i nportance of the border area was recently underlined with the issuance
by President De |la Madrid of the Northern Border Devel opnent Plan. O
course, infrastructure support has to be seen within the context of
resource constraints in Mexico.

Mexi can banks are now providi ng both peso and dollar financing to
i ndustrial park developers and others in the industry, particularly to
attract Mexican capital. SECOFIN is now taking over the pronotion of the
i ndustry and Mexican states are getting heavily involved in pronoting
the industry within their own areas.

Despite recent official interest, the lack of intense Mexican
governnment involvenent in the maquil adora industry has |argely been the
secret to its success. What happened in the m d-1960s was that the
framework was set up in which an industry could flourish, and the
government backed off. It has fine-tuned its policy in response to
i ndustry demands, but it has not been involved to the extent of
interaction in other sectors of the econony.

I am going to close by making several predictions in terns of U S.

and Mexi can governnent policy. | do not think we will see any nmjor
departures in policy. The U S. should have no policy changes although
perhaps the U. S. governnment will respond to Mexico's request to exenpt

fromthe quota textiles of U S. origin that have been put together in
Mexi co.
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In terms of Mexico, we will see problens of econom c support in
times of scarcity, although there will be an effort to provide better
infrastructure. Efforts will be made to tie the industry better into the
donestic econony with an incentive package. Frankly, | do not think that
the incentive package is going to do nuch. However, with the
|'i beralization of the donestic econony, the renoval of protectionist
policies, and nore conpetitive national industry, there will be economc
and busi ness reasons for nmaquil adoras to do nore |ocal sourcing.

Al so, there will be continued encouragenent to nove the industry
i nward and inland. This novenent will cone about not as a result of
incentives, but with the resolution of transportati on and comuni cati ons
problens, and with the saturation of the border |abor markets.

In sum the maquil adora industry will continue to be the success
story of our relationship.

Louv: Dr. Joseph Nalven is a cultural anthropol ogist and the Associ ate
Director of the Institute for Regional Studies of the Californias. He
has done many | ocal studies on the issues of undocunented workers.
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Joseph Nal ven, Associate Director, Institute for Regional Studies of the
Cal i f orni as.

You are probably famliar with studies by anthropol ogi sts of exotic
pl aces. | assure you San Diego-Tijuana is very exotic.

Sone of ny studies have focused on the devel opnent of the border
region. | have titled one paper "Prophets of Boom Prophets of Doom"
("Prophets of Boom Prophets of Doom The Future of Border Industrial
Devel opment in the San Di ego-Tijuana Region,"” in Canpo Libre Il
W nt er - Summer 1984, 1-2:153-187, California State University, Los
Angel es). As you have al ready heard the boom part from the other

panelists, | Kill provide a counterbal ance and provi de sone words of
caution, and not based on the sanme nyths that Howard Boysen had in m nd.
| will look at two issues in particular. First, the question of our

di vided comrunity.

We have two different sets of standards driving the notors of
devel opnent on the San Di ego and Tijuana side, which also raises
guestions about the workforce and the preferences that enpl oyers have
for the nost productive worker. | would like to nake some comments about
what this nmeans for the San Diego area in the year 2000.

The San Di ego Union did an excellent series, about six nmonths ago
on the year 2000. However, the segnent on the border underpl ayed the
dynam cs of the border

114



region. Many of the issues we have di scussed today should have been in
t hat series.

First on the questionof regional developnent. In 1983, the
Comm ssion of the Californias had a nmeeting in Tijuana and spoke in
glowing ternms of econom c devel opnent in the region. Wen it cane tine
to tal k about environmental questions, specifically about the Tijuana
sewage issue, they decided to pass. W have a simlar question before us
as we tal k about econom c devel opnment in this region. In San Diego,
envi ronnment al
i mpact studies are required for new construction projects. Earlier,
menti on was nmade of an industrial intersecretarial comm ssion being held
in Tijuana. As | understand the make-up of that conm ssion, Mexico's
counterpart to our EPA (SEDUE) is not a nenber. This om ssion points to
a different enphasis on where the environnental perspective belongs in
terns of devel opment. The sanme concern was raised in a U S. Enbassy
Ai . -gram (A-50, July 25, 1983), which spoke of industrial solvents in
Ti juana maqui |l adoras going directly into the sewage system That does
not happen as nuch on the U. S. side because we have regul ati ons and
systens for industrial pre-treatnment. Those sane standards do not exi st
on the Mexican side. The issue is not to point the finger and bl ame
Mexi co, but rather to acknow edge that we have two different equations
on
how econom c¢ devel opnment ought to be inpl enent ed.
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border? This is a question | have for M. Sasaki, and other Japanese
busi nessnen | ooking at Anerican and Mexi can nentalities about the
preferred worker. Do they find thenselves pulled in the same way that
ei ther of us
| ook at workers, or do they have separate criteria?

| would like to read to you and cl ose on this statenent. This
excerpt was froman interview with a Kearney Mesa assenbly pl ant
executive officer. He distrusted working in Mexico, and probably coul d
have | earned fromthe nmyths that Howard spoke of. His preference was to
have an open border. This is his scenari o:
| amin favor of an open border for selecting one's

pl ace of enploynment, and together with the open

border, we should elimnate the m ni mum wage. (He

meant on the U S. side.) We would be a | ot better

off by renmoving the artificial |ine on the paper

and the worker would get what he is worth on the

open market. Anerican workers should be paid

wor |l dw de rates. We shouldn't be protecting our

| ow skill people here fromlow rates that are being

paid down in Mexico. Sone will be hurt by renoving

t hese protections, but others, | think, wll

realize when they are exposed to the harshness of

things, they will have to work, and they wll

benefit fromthat.
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Clearly the bottom'line in business is not social service. Yet, we
have a framework for |abor force standards and comunity standards that
shoul d be taken into consideration. How does that fit into the
devel opnent of the maquil adora industry? It |Is not a question of
retarding the industry's growth, but of how these el ements should work
together. | would like to see these questions addressed presently, so
that they do not conme back to haunt us down the road.
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THE MAQUI LADORA | N TRI - NATI ONAL PERSPECTI VE:
CONCLUDI NG REMARKS

Ri chard Louv

To conclude this gathering, | would like to say that two common
thenmes seemto cone through all of these addresses. One is that econonc
change invol ving several countries is happening right now. The second
one is nore difficult to pin down because there is no bottomline to it.
It is related to cultural understanding, as Joe Grunwal d pointed out,

t he concerns of unintended consequences, the unintended soci al
consequences of either business or governnent activities.

Slowy San Di ego and Tijuana are becom ng 21st century cities. W
are probably not as far along in that as we think we are. To the south
is Mexico and the rest of Latin Anerica. To the east are the Pacific Rim
nations of Asia. One would think we would be naking a |lot nore dollars
out of that than we actually are. One international trade expert told ne
that San Diego is a sleepy md-we.3tern city plunked down on the Pacific
Coast, it does not fully realize its potential, especially with Latin
America. Sonetines we cannot see the forest for the trees. According to
one scenario, the Pacific Rimnations, Japan, South Korea, and other
Asi an nations have just about fulfilled their econom c potential, at
| east for us. Latin Arerica will be the world's boomregion of the 21st
century.
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That, of course, assunes that we won't have catastrophic acts of God or
of politicians.

Today, however, San Di ego does about as nmuch trade with Latin
America in dollars and cents, as does Kansas City, M ssouri. Now, there
are sone geographic reasons for that. Part of the reason Is that San
Diego is not as close to Mexico as we think. Kansas City is actually
closer to Mexico City than truck routes and the train routes.

San Diego is, given the 11 Mam mnm ght as well be in Latin Anerica.
Nonet hel ess, San Di ego has potential strengths unlike, for instance,
Texas, which is closer to Mexico City, or certainly Kansas City. W have
potential strengths here that cannot be neasured in mles. For one
thing, San Diego is |I.-he nation's |eading nodel, really, of Hispanic

| ntegration. We have our problenms, but conpared to Texas or Los Angel es,
we have very little cultural friction. The Hispanic influence as well as
the Asian influence here are going to be nore inportant in the |ong run
t han accessibility to train routes, because we will have a | ot nore
peopl e here fluent in Spanish, unlike nmyself, and people who are
culturally sensitive.

Those people, and many of them are here today In the audi ence, are
going to contribute to increased cultural and business ties with Latin

America and not just with Mexico. Wth those ties will come business.
Such cultural ties cannot be underestimated, assum ng the U S. econony
really is to becone international. In a sense, San Diego is being

forcefed cul tural
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and linguistic awareness, Slowy, quietly, the city is getting ready for
t he international econony.

Now, one aspect that | do not think has been addressed nuch here Is
imm gration policy. | do not necessarily accept Dr. Gunwald s answer to
my question on that. | think in the com ng nonths and perhaps years, as

we nmove toward a new i mm gration policy, that you m ght see sone
uni nt ended consequences com ng from such things as enpl oyer sanctions.
The maqui | adora program was given birth because of the death of the
bracero program We now have an informal bracero program an underground
bracero program and if that were to come to an end, there m ght be sone
i nteresting consequences in Tijuana and all al ong the border, both for
Mexi co and for oursel ves.
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SEM NAR PARTI Cl PANTS

Howard C. Boysen is a graduate of Arizona State University, was a
conm ssioned officer in the United States Arny, is married and has three
children. Hi s experience includes being a process engi neer for

Mot orol a Sem conductors from 1960-1964, a supervising engi neer for
Fairchild Sem conductors in Muwuntain View, California from 1964 to 1968,
t hen departnent nmanager, operations manager, vice president of
operations, and president of |IMEC Corporation from 1968 to the present.

Over the years M. Boysen has becone a recogni zed spokesnman on the
benefits of maquil adora operations in Mexico. He has travel ed
extensively in Asia, Latin America, and Europe. In the past he has
addressed vari ous neetings of the U S. and Mexi can Chanmber of Commrerce,
the Md-Anerica Commttee, nmenbers of the U S. Congress, and has
appeared on the special program on "Border Business" broadcast by the
McNei | - Lehrer Report on PBS. Recently he was a part of a U S. del egation
to Costa Rica to evaluate maquil adora opportunities in that country.

Paul Ganster is Director of San Diego State's Institute for Regional
Studies of the Californias. Hi's previous
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experience includes a faculty appointnment at U ah State University,
service as Coordinator of Mexico Progranms at UCLA, Visiting Professor at
t he Universidad de |as Americas in Puebla, Mexico, and Ful bright
Lecturer at the Universidad de Costa Rica in San Jose, Costa Rica. He
holds a Ph.D. from UCLA in Latin Anerican history.

Ganster is Vice President of the Association of Borderl ands
Schol ars, Vice President of the Com sion Internacional de Historiadores
Lati noanmeri cani stas, Executive Secretary of the Conference on Latin
American Hi story, and a board nenber of PROFMEX--the Consortium of U S.
Research Program for Mexico. He was Founding Editor of the U C. Mexus
News and is Editor of the PROFMEX Mexico Policy News.

Gangster's research areas are Latin Anmerican social history and
border policy studies. He is Editor of Desarollo en la frontera
Méxi co- Est ados Uni dos: nedi oanmbi ente, problemas y politicas (MXico,
D.F.: SEP, forthcom ng) and Co-Editor, with Hartnut Walter, of
Envi ronment al Hazards and Bi oresesource Problens of the United
St at es- Mexi co Borderl ands (Los Angel es, UCLA Latin Anerican Center,
forthcom ng).

Joseph Grunwal d was a Senior Fellow at the Brookings Institute for many
years before being elected President of the Institute of the Americas in
1984. In 1963 he

organi zed, and then coordinated for nore than a decade,
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a joint research program on Latin Anerican econom c devel opnent (ECIEL)
in which about 50 institutions fromLatin Anerica have participated. A
Ph.D. from Col unbi a University, he has taught at several universities.
Before joining Brooki ngs he was professor at Yale University
(1961-1963), and the University of Chile where he reorgani zed and
directed Its Institute of Econom cs (1954-1961). He served as chairmn
of the Joint Commttee on Latin American Studies of the Social Science
Research Council and the Anerican Council of Learned Societies
(19~55-1973)., was a nenber of the executive commttee of the Counci
for the International Exchange of Scholars, President of the Latin
Ameri can Studi es Associ ation, and served as Deputy Assistant Secretary
of State for Inter-American Affairs (1967-1977). His writings have
concentrated on Latin Anmerican econom c devel opnent.

Ricard Louv is a nationally syndicated columist with The San Di ego

Uni on and Copley News Service. He is the author of America Il, which
John Nai sbitt, author of Megatrends, called "the best description thus
far of what will be on Anerica's social agenda for the balance of the
1980s. 11

M. Louv has witten a series for The San Di ego Union called
"Sout hwi nd, " one of the first serious |ooks at the conplexities of
imm gration by a major daily
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newspaper. He continues to wite about inmmgration in his colum, and
may be writing a book on this subject in the future.

Per haps nost inmportant of all, Richard Louv is married to Kathy
Frederick Louv, and is the father of a four-year-old boy growing up in
America |1.

Enrique Mer y Teran has been living in Tijuana since 1954 and in 1959
he founded the first in-bond conpany in Tijuana, and nost probably in
all Mexico. Later, he set up the first sem conductor in-bond plant for
Fairchild Sem conductors. Since then, he has founded several plants and
acted as consultant for others. He started Planmex, S. A in 1971, an

i n-bond conpany, subsidiary of Plantronics, Inc., that produces

t el ecommuni cati ons and conputer equipnment, which it also sells in other
parts of Latin America. He is now Chairman of the Board of Planex. He is
President of Latintel, S.A. , which manufactures conputer accessories,
and al so President of two real estate conpanies that own industri al
bui |l di ngs. He al so acts as private consultant, nostly for installation
and devel opnent of in-bond conpanies in the country.

Joseph Nal ven, Associate Director for the Institute for Regional Studies
of the Californias, received his training in cultural ).anthropol ogy at
the University of
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California, San Diego. He has held a Rockefell er Postdoctoral Fellowship
I n Environnental Affairs, studying the binational policy and planning
context concerning transnational air pollution in the San Di ego-Tijuana
air shed. Dr. Nalven has also worked as a | egislative assistant for the
City of San Diego and held the position of senior researcher at
Communi ty Research Associates, Inc. Anobng the projects he has directed
are a study of the econom c inpact of undocunmented inm grants on the
County of San Di ego, a study of enployers of undocunented Inmm grants In
the agriculture, restaurant, and electronics industry, and a study of
the perception of energy conservation anong the | owinconme ethnic

m nority popul ation of San Diego for San Di ego Gas and El ectric.

Yasuo Sasaki was born in Brazil and received a Bachelor's of Law degree
from Hosei University in Tokyo. His studies included a concentration In
busi ness adm ni stration and business | aw. He has been working for one or
anot her of Sanyo Electric Trading's affiliates or subsidiaries since
1963. During this period he has been given increasingly responsible
positions, nmostly In the area of marketing or sales managenent. He has
been posted at the conmpany's main office in Osaka, Japan, in the Tokyo
office, in several countries in Latin America, in Sanyo Electric's

of fice
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in New Jersey, in Sanyo E & E Corporation in San Diego, and finally with
Sanyo Industries (Anerica) Corporation right here in San D ego. Because
of his know edge of Sanyo's overseas business practices and sal es
techni ques and his deep involvenent with all phases and aspects of
Sanyo's Latin American sales, coupled with his fluency in several

| anguages (Portuguese, Spanish, English, and Japanese) he was the ideal
person to start Sanyo's maquil adora venture in Mexico. As such, M.
Sasaki was involved fromthe beginning, as Executive Vice President of
bot h Sanyo I ndustries (Anerica) Corp., the parent conpany, and Sannex
S.A. de C. V., the Mexican conmpany, in starting this operation fromthe
ground up. In the three years since Sannmex started manufacturing,
facilities and production have nore than doubl ed.

Mol lie Shields is Assistant Comrercial Attach6 for the U.S. Departnent
of Commerce at the U.S. Enbassy in Mexico City. Her education includes
an A.B. degree from George Washington University, an MA. in public
adm ni stration and political science fromthe University of Cklahoms,,
and additi onal graduate study at Oxford University.

Ms. Shi el ds' professional career includes ten years with the Mtre
Corporation in the area of international marketing and service with the
U.S. Departnent of State
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as staff officer for US. mlitary bases treaty negotiations in Spain.

She has been at 'the U. S. Enmbassy in Mexico City for two years.
There she deals with all light industry areas and with foreign
i nvestnent. Ms. Shields spends much of her tine working with different
aspects of the maquil adora industry.
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