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Production sharing,
also known as cross-border
manufacturing networks, occurs
when the processes used to
manufacture agood are
conducted in more than one
country.
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Why therise in global
production sharing?

_arge cross-country cost differences

Ing tariffs
INng shipping & transportation costs
Ing iInformation, search and

communications costs
lmproving inventory & sales monitoring
Increasing international competition
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|mproved inventory management
smooths production relative to sales

(Growth volatility before and after 1984)
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lmproved inventory management
smooths production relative to sales

(Growth volatility before and after 1984)
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Why Mexico?

Geographic proximity

Plentiful & low-cost labor

Maquiladora program

Freer trade: GATT (1986), NAFTA (1994)

Barriersto foreign investment declining
since 1983



Hourly Compensation Costs for
Production Workers in Manufacturing
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U.S. investment in Mexico rises

(Net USdirect investment in Mexico, $US)
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Foreign investment by sector,
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The Mexican auto Industry

Domestic Mexican auto industry and
magquiladora auto parts industry coexist

First auto assembly plant in Mexico: Ford
Motor Company 1925

First auto parts maguiladoras. GM and
Chryder 1979

Delphi: athird generation maguiladora



Mexico's Transportation Equipment and Autoparts Sector
Main Exporting States, 2000

Sonora (9)

/ Ford
Chihuahua (4)
Ford

Coahuila (1)
Chrysler and GM

Nuevo Ledn (7)
Ford

Tamaulipas (6)

Aguascalientes (10)

Querétaro (11)
Nissan
Guanajuato ( 8)

Puebla (2) v
. 4 ' Volkswagen :

GM ' \ ;
Estado de México (3) ”‘.
BMW, Chrysler, Ford, GM, Nissan .
Distrito Federal (5)

Chrysler
Morelos (12)

NOTE: Rank isin parentesis Nissan

SOURCE: Secretary of the Economy and Mexican Asociation of the Automotive Industry (AMIA in Spanish)



Transportation Equipment and Auto
Parts Sector Employment
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Maquiladora Employment
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Magquiladora Employment
Principal sectors

Annual growth
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Mexico’'s growing Importance in
new car and light truck markets
e 1989 to 2001: Mexico moves from 6th to

3rd most important supplier of U.S. imports

e 1989 to 2001: Mexico moves into top ten
U.S. export markets.

e In 2001, Mexico second largest market for
U.S. exports of new cars and light trucks.



Challenges in Mexican
manufacturing

o Staggering layoffsin 2001
e Rising peso, rising labor costs
e Impending elimination of certain subsidies



Maguiladoralayoffs & plant closings
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Maguiladora Average Hourly Wages
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Other uncertainties

* Fiscal uncertainty
e O-11security measures
o Stalled domestic reform



Ontheplusside...

Mexico still competitive

Rising impetus for adoption of more
efficient production methods

Funding for smarter borders
Increasing pressure for domestic reform
Weakening peso



~Wage by border city: 1990, 2001
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L ow wages continue to be a comparative advantage for the
Mexico’'s Automotive Sector
(Real)
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Conclusions

Global production sharing continues to rise

Payoff has been to consumers &
stockholders

Mexico has played abig role, esp. in auto
Industry

Serious challenges exist to future growth of
Mexican manufacturing...

But forces are for positive change



