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«a>»#  «fuel»«   >>r  count rt#«   a«,<j   i i,dit*t r !<•• 

hM.fi»    #        r f",,,,# '     l'u' rr,##,rr- P*»)«ct.   rv tart .tiff h».- th# 

«»finr  «r.d  r«»itc:  nrot.m..     Lier  .«„ta.»   ,,.v. maintained  wit:,  c«c* atw 

^ln,'u.trl.i fitter   in   ^vclc-ln«   ro-r.rie,   tv   f., ül,:, :^¡,^„,   C#nC„ 

Scott,  -n«-   *  «r,,..: ,„.  r.-   ítfrtuir  oí   vu.trit:*.   ,,..'   tr.   1(,„a< «   „„   r,,„%n.rir 

.HTM;o« -*Mch  T,f.M,or   U,.,   í.|WM,  ^   -   staff rr,.,^r  ,f      ,,*   p 

'        '   i     . "   i i      4 i     v ti  • i.» .íH    ;•    Jíí!»^   ¡i f    f 'Ií' 
l>f»îj#ct   tncâadc* Miiii*i>:   Bruin     •>*   rä...   '«n   ii   m        . ,<,-. 
E4wnrd   S.    U-on,  -«ont»  Ad*.^«-  and   H.-!.ert   "u^ri\. '   S" 

Th.-   r,:^ar,»'   prr ,ert   ^    . nrrl.u    Ji4t   durl.ir   ,ts   format i v.-   st ,«-, 

»Ïr«  L«   't   rd^'Îr'   T'  4l"<trilU   —  '""•!— i   .-.luip^nt   industri, 
ÍT     TJ?       ,     <>^"-tion  ni   rt,rtit  Walst^t.     ilerc.au v.,n dPr   Tai. reviewed 
the  atu.1lrs   In   fhf'r   latri   p!.^»«.. e 

th. »or»  «K"   
lrtUS.tri0îi   %,:cct   d   for  ^"  ',fu':í'-   i"1-   '  strale-   rule   l„ 

the »«re  «c!v.H>c«d  PilÄ„s   of   in^uitrlnl    i.velopnent.     Th-ir  entaM lsln-nt 
takes  up *  ,ub .tant Lu   r8r, ut   i,.voatB,e..t  ant!   t,,   (»•nf.n,.   oft..«  ac • 

•Th^r   L'Y1"'?'1  «-7-^'-   ii—iaJ   r,,nur,i..  aï,!   „«,,  difficult 
,r. hl«r,«   „f  Juristic   ,nd   «xt^rr-.H   , conomic  nolición.     In  .VJitlon,   these 
Industrie,   produc:« n«nv   it.",   ,   .,J   ln   t-, c.,n,iru,tinn  of   th,   kind  of  proj- 
•eta   financed  bv  tie Bar.!« . J 

T>i 
^»•ivt Ions: 

e   industrv  "tu.«ifs art' desi,'.ned   to  consider  tht   fol low i ru» 

"hat   ha* bovi,  the  experience  thus   f.ir viti; the  industry in 
countries with   re! at Ivel v  snail m:.ri et.s? 

What   is  the  economics   >f   LIU.   imiusLry  in muro advanciM. 
industrial  countries and what  are  te conditions of   interna- 
tional narkets   for  the  products concerned?    »»hat aspects are 
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Itti»»   I*  ••Win*!«*   r*tt*tfl#«*      t»   |M»tM<Mté«f 

•> -.i- nui  t # c'*tct#o«v »f tl1* lo«*M#irf. ot 

I*? tu»s 

éaoim • 

- „   t       •«*»<••   t»-'-   liwitaatrv'»   forni   «fflClOJMky 
* „,,,!, , -.folrtM.'..,   Oc'-.â«jî*   •»»*•    l«#Ofl 

•f tov«  w ,.^,tl.-   M,*u«i   «f   pr«4nc- 

ta«**,   crédit,   -'ti -»•- «•»*   ** 
«Xt***t  of  »onoíM'lv     f   daw#»tt«   l.»du«trv* 

.        What a-».ral   l«UI<.M--   .   »*  ••»'. *•* *• • W•oo ••liciti 
•f 4o~lo»ln»  counts.   « «U  -   tn4«.l«iai«o4  CW 
«riM.   te  fct.f   t -   .-UKv  crowth „f   the  |»du.iry* 

Huit  contribution«  ment   rtâ««i«Hv  he  «*p«cl«d   Ir©«   Uff« 
¡¿tfnitlolì,s f1rwft  ,., r romain« «umuf act urto«, m a«v«loi»t«§ 

oountr lt••'", 

Wh*t   is  tt,*'   futur,- outlocV   for  the   industri«  In an   inttr- 
T,        i   ,   „t.*r   »n.'  what   -Uht  be   i hc manufacturin*  roi« IMItlonii)   context   an».,  vnat   ...igt'* 

of deve lop Inf  tonn' » li»*.*» 

Because of che nature af the probi*, to« aI^|y"^ì!,.ro. 
rollMM had to be flac*: on direct Intervia», wiih. and infomatie« pro- 
S5ÎT5.  :.nuf.ct«rtnR  conern.   1« develop  --«tri..  ^   .«oc j.* 
or  parent   firm«   in advanced   industri«!   ^unrr'r..      In  the w..t   of  the WCP 

£tl£ Industrv  visits  to  developing c<untrio. «eri  ltai  ed   to  "««*£? 
UÎÎÏi|o"l«vl«.   but   intervins with »utinattonal   co-panie.  cov.r.d   their 
operations   in much of   the  drvclo;unp woilu. 

Ve  «r.- pratefui   to   tie  vaiiou*  cotnpanv   representatives  for   their 
«enerou,  and  invaitele 3«Si«ance.     Thc>   have  shown great  intere^   In  ti« 
ItZieT  have  discu.s.d   the  problem«   of   the   industry with  frankness  and 
«ot^iSbl«   inflation wtt.out wMch t^     itadv  could  not     ave been und , 
mken      Thcv havr  spiled   oc^mnnts and  criticisms on an  earlier draft,  pe 
mittle 2  to   test   the val id» tv of   the  analyst,  and  th,  accuracy of   the   ftc- 

tua1-  information uw\. 

The present  studv was  carried out  hv Mr.  Jack   Baranson.     His 
f^ndlnns  an/reeow.endntions  ««re based  on  field work  in Argentina and 
Yuroííavi" r,upnleLnted bv  interviews «ith vehicle and parts manufacturora 
In Europe ind North America and docunenta.lon available in the. Hank.    Th« 
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AlfflMPTm INDUSTRIES IN DEVELOPING COUNTRIES 

I.  INTRODUCTION 

1. This studv is concerned with the relative cost and efficiency 
Of manufacturing various tvpes of transport and power equipment under the 
conditions that nrcvail in newly industrializing economics. The research 
«•a designed t^ obtain n global view if .rvmuf ?cturiti", and marketing automotive 
products in the world e.conomv viti? attention focussed unon the manufactur- 
ing role and relative effic*encv of plants located in developing economies. 
An effort was nade in the present studv to obtain a broad view of cotmr.er- 
Clnl .strategics and operational noJels which could then bt applied to the 
needs and conditions of nev?ly industrializing countries. 

2. Field work was carried out in some developing countries and among 
the major manufacturers in Europe and '."orti; Anerica. Ine author spent 
« month in Aretina in late lVf.S and visited Yugoslavia briefly in late 
196*.  Some cost data was obtained from India through direct correspondence 
with vehicle manufacturers there.  In Argentina, both government and corporate 
officials rere interviewed to cet a balanced view of the impact of indus- 
trînîizar^rn policies upon manuf ícturinr, operations.  Laca of the major 
firms in Arpent In.-» prepared a written response to a questionnaire outline. 
These written reports were supplemented bv ,i series of interviews with 
the plant managers.  A similar procedure war. followed in Yugoslavia.  Inter- 
views with international firn s were ' ascd u'jon a questionnaire outline 
which was distributed Seforei in!,  "lore than >(.! vehicle and parts manu- 
facturers vere visited in lete lnU:.     Talks were held mainîv with corpo- 
rate executives concerned with both t:»e financial and teennical aspects 
of overseas manu: .:c tur ini' opérât ions ^;\ 'eveìopiuR countries. 

3. The relative cost and efficiency of manufacturing industries 
in develonir." areas '..a--- rc'i.'o; er\>vinr .^t-rtion In recent vears as evidenced 
by several studies now ur.den.-av or nearin. completion. Projects are headed 
bv I.M.D. Little at the O.Î..C.D. ou  indust rial izatior,, Joseph Crunwald 
at the Brookinps Institution  n comparative rrouuetiun coats, and líela 
flalassa at the '.'orlH p.arl on the strucfa. oí effective tariff levels in 
several countries.  lienor tant  ork in the field has also been done by David 
Felix of Vas''Iìvtor University and Step..en ..»-vis's ,-roup at Williams College 
on the effect" of import sot--—i tut Ion.  T'?o published studies on the automotive 
industry (both doctoral theses fron the harvard Graduate School of Business 
Administration) alvo nave «.perlai relè/..'.ve- to this studv.  One is bv Cuillern-o 
S. Edelrer--* . The nrncurrnent rra_ctic£r. o/_  the l^eyJsjui  Aj/UJates of Selected 
ltajL_toc1 State> Au.tonollie Fijrp (June 1';<V3): and tue other is by Sebastlaan 
J. Kleu, Jn->ort Substitution _ln the South \fri_can Autoriol'lle lndu!*trv_, 
(June 19Í7)T" "" 

Ftocus o_f j>tjj>ly 

A. Specifically,   the studv concentrated on the following aspects 
of automotive  sector development:     1)  comparative  costs of production, 
2) adaptation probier, s of manufacturing affiliates, and  3)  the impact of 
economic policy upon market structure.    It became evident in the early 
stages of investigation  that  international  corporations had played a vital 
role in the historical development of these industries and were an essential 
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„ad «h«.t« Sro«th «¡»¡«.«I.• ba^ up« i».or«    ^ ^      ^^ 

TT£ «ñrU "r,Z      ûls    «V.ls  r.—n  — „..r-U,* ana n.an,.- 
outm.t   for "or °   .^ ^,S,rIerri.,ar,1,,1   c„rnor..tinr.S  a.. 1  r.',»ir adiustMonc 

One of   tvv si-iifleant   intiî'.'.hts   that  emerger-   from the study  Is 

mereiai policv «^     --—   u;r^u££lon  f,uCt)r5, ^a^rial   and  en.ineer- 
cieacies  in  finance  ^     ,  ^ ; .     ru COVOi]arv   to tais  conclusion 
Inr   «Kills,   an,   in  sunnl u r c.i:a. i* i- ^_ ^nonios  in  establish- 
1,  that  the pattern gen.ta  1/   .^lo-.« ^/ ^vc -PJ •• lntern«tion«l 
i.„   fV».-{r aut-irotivc   industri«-.-*  b'.-a^s a.uwi  s» ._i .t.     . 
ine   t.elr auC;r^ {lV,r,uv   Cc  the  analysis  and  reccn^enuations 
fir.» in general  r.acutd  t; ^     ^  ^.^  uCV,jljplal,  countries 

Za' ece'W  ^        "'- "—'leí  «r,;t  i v. respc.se   LA  r^st,  fer  Rui««- 
ÎîTes on :;¡;Uí;U,  or  restru-turin*  u^.r own ..utouoti^e  Rustrios. 

„-.,<>.• H.at    •    v    Hlre.ví- c: tahlishcJ  an automotive   indus- h ^or countries t.ai   ..•-*•   .t.i «.•>*. ». „•,.,. i,->„ 
* o s uri— ire   sii«H--'sted  íor ,ew  patterns  of manufacturing trv,  some possibilities art.  su i   see. ^   _ imjustrv,   the 

.     r^     !        r'.   1-i-   f    iv-tt  •\«,titut.icn   in   :vrr,  *f   i, creased 
stufly indicate,  f.,   1..-Í-     •    -v - , .v;Lc;  ori! ..... v ,,VO!Uj  the conven- 
ce nts and   foreign   -xchan«*  :.ut..ei..      ^' "ui      l"   ?*1 . 
Honil]   ^rancor-   cf ost  an 3   feasibi-ity  at   ..u.   p*an.    ,. . in,«..««,. 
tionaJ   .ra,c u -tru, ture uio-;  «-fi igiene- ol  re-source utilization. 

STc £ .r^jS-nrJ  r•;».»Uens  for r^.nn..in«  t,e .ut«tiv.  in- 
dustry shoui;  nav, rider  ar.pUcm.un  io «.tucr   l...ub.rui.  «cur... 

Problems_ and MpJ tA^-VÍTi'" 

7 Most  of what   U  presented  in thi*  study  B!,OU1J Ve  taVrn ^J^^' 
r\\   evidence rather  than  conclusive proof  of  tac  point  hem,, «aue.     This 

íin^« d-  to  t,e  very ---^-^^--^-^/^-^i^rïrSrn^ 
s:;;a;t:rtMr:;sa: d^^ïrr ^-a„- «.^e, suable. 
etanirlcal  case  t        » ,.rLt,,ü   >0 Aveunriaa a:u Yugoslavia, 
Fi#.ld worV   in developing  ccartr.fs was  lir.itf.tt   .o «4>,uii.i »,,.0 neiG wuii. i itns   in  L.cvtlopfr>s  countries »ni»  tHp  su'^tantial  cxponcncc oí   .Juna«  .c   >ii..^   ü.  <-•>--     Y 
and tne su.   ti   u. ,        ,      .«jrcn.itiv«:  industrv  covers  a 
»Ion   'MC    not    btiPT,    COVi'r^d. ,n"01t.^,    L  li.    ,i jixi .«»civ 
also ,uif  not  üt-p.,  io .       tron   ;oali    jnssrní-pr  cars   to htjavy 
.,,-- vile *  qnectrum o     veUlciib   r.a,6inc i.o.i ..u*»*. , 
Cerclai   truck,.     Ther,  nr.   cft.r. .or.MrraV^  dirferences   In  engineering 
íínhHÍÍc'tlon  ar«-   ^   ^un,   r^ulrcncnts  -hirh   affect  t'ae  economies  of 
sophistication an    T Automotive  veaicli-  Hrod..ctior.  is also often 

œ. :; nr ^s:-;, r^ ir»., «. tr^^r ,^rm or 1^« 
Sí c es SuC. as notorcyclcs  -  product«    Ben«allv  -1,1,    fr.    , s stdy, 
Ilthowh  incidental  reference  is r.ade to  fier, v.iere re^vant.     Thirdly, 
tíe ÏntHcLics of cost anal v. H   (^«criheí balow)   limit tne  conclusive««« 

of evidence. 

3 Obtaining a  satis factory set of counrehensivc   cost data was a 
«¡inr oroU«.     Fortunately  a verv  fino set of data vas finallv obtained 
Trm .rÌirìca» «nufacturcr comparing actual nroduction costs in Arsenti«., 
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Brazil, and Mexico to costs for a comparable vehicle manufactured and as- 
sembled in the United St.-»tos. Costs wore broken down in three ways for 
«ach of the four countries: a) bv cost inputs, labor, material, and other 
categories, h) bv successi v» s'ages of domestic content (from assembly 
through body stamping), and c) ly actual rcscurc cost and transfer (taxes 
and tariffs) costs.  ouf. r«nîy one set of sm h data was obtained. 

9.      Several other comp' exi; les an-' intricacies of the cost d.iLa are 
described an.I explained .i, tie chanter on cost comparisons.  Among tl.e 
more orominonc an the distort in;--, effect JDOU cost comparisons of an over- 
valued exchange rato and indirect tariff md tax charges that arc often 
difficult to trace ar.d attribute eccurarely.  (Ttu; calcalation of additional 
resource costs to ororluce domestic valu.- a.l.^u is fundamental co a deter- 
mination of actual or pro le etc', protection required; this is another way 
of referring to the frequenti" menti enei nominal versus effective tariff 
requirement.)  h'or ha-' it alvays been possil.de to ui^tingu sh amone, cost 
increases induced bv disproportionately hi ,h protectionist profits, learning 
curve effects, tec! ileal inefficiencies inouc- d bv differences in scale 
or productivity, and the above mentioned distorting effects of price struc- 
ture. Definitive appraisal of current levels of efficiency and the prospect 
of improved efficiency depend upon more precise estimates and weighting 
of each of these elements. 

Ie* • A ttajor problem has been integrating the economic, commercial, 
and technical factors involved in vehicle production and national resource 
utilization.  Economic policies influencing market structure and corauercial 
strategies to earn a profit under protection are generally conceived and 
carrie«' out in isolated contexts with the inevitable conflict of strategies 
and interests. Actually, at least three sets of decision makers are involved 
in policies and implementation strategics which affect the cose and effi- 
ciency of production.  These include:  governmental authorities issuing 
industrial licenses, controlling Imports, and in other ways affecting price 
and market structure; international firms concerned with, maximizing interna- 
tional profits; ano manufacturing affiliates in the developing economy 
whose profits are realized in a protected and controlled economy. 

11» It nas also not alvays been poss 
and measures having a narrow and exclusive 
manufacturing. The evidence in A:: »enei n.i 
indicates that the economics of manufactur 
broader national issues invo! vin;, invc-cme 
influence private consumption of -"Hit omo ti- 
evident that the industry was structured i 
designed to discourage the. consomption md 
cars (favoring instead the manufacture of 
also deferring investments in road networV 
systems.1/ 

thle to isolate national policies 
impact upon the economics of 

•mei Yugoslavia in particular 
ing is inextricably meshed with 
nt. in transport and taxes that 
e products.  In Janan, it is 
n accordance with national policies 
production of private, passenger 

commercial tractors) and thereby 
s in favor of rail transport 

1/  See Katsuji Kawamata, "The Automobile Industry and Current Problems", 
Keidanrcn Review (Japan) (Vol. 2, No. 7, 1%7), pp. 2t»-37 ; and "Japan: 
Special Survey: 2", The (London) Economist (June 9, 1967), pr>.  xxi-xxii 
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12 The analysis In this study develop» what economista would call 
« "secondbest" solution.    The s,rudv starts with tht question, given a deter- 
mination to develop an automotive  industry,  Low may sector efficiency bo 
maximized at  successive  levels of  resource commitment.     Stated another 
wav, manufacturinr and marketing strategies are proposed  to permit  the 
Industrv  to operate   in  the rar-e  of maximum comparative advantage.     The 
aYudV'do'en  not  de.il  with the  question of   total  costs of  automobile consump- 
tion    which iMV   includo  investment?,   in  roads and  fuel  imports,   nor with 
the even broader   Issue of  soci.il   investment   in alternative means of  trans- 
portation   1/.     Nur   does,   it  deal  with   the   question of  alternative  use of 
economic resources   in other  ueciors  or activities.     For  example,   in the 
chapter on Argentina,   the question   is  not  «Uetuer  the economy  should con- 
centrate on beef   production and.  elii-mat     lue automotive  industry  entirely. 
It  is rather what  are  the  limita of  i,Porr   substitution  in Argentina s 
automotive sector.   a-AÚ  how enn production  he  restructured or  rationalized 
so as  to reduce  resource costs   tor  a nivea VOIUD-C or  international valuñ 
of output   in  a ¡tomoUve  products' 

13 The  nexL chapter analyzes  the  quantitative aspects of supply 
and demand   in automotive prod acts  by  developing economies viewed in the 
larger context  of world mai Ut  structure.     Chapter III analv/.es  recent 
chanpes  in  the market  structure ci   developing  economies and   the problems 
incurred  bv   international   firm   in adantin^  to   the uúscribed  changes.     Chap- 
ter TV analyze*   tot- relevant  che.rat ter is t ics of automotive  products and 
production   technics  and  tue  pnllwis   posed   in  establishing manufacturing 
affilâtes   ir-  newly   industr  alitine,  or  KJ.-..ill--;calo economies.     The heart 
of  the analysis   is  container   t:i hi-.a» t-. i   V on Comparative  Coïts,     it demon- 
strates   that   Inefficient   in  automotive   production  ih   lar^elv   due   to  the 
inefficiency  of   scull   scale  production  af  exponents  a:u!  narts,   and   that 
averse  total   costs   linease   nn,norf ional   to   the diseconomies  of   scale 
ir-oosed b"  the  douestic  coi.un'.  requirement. 

14. Chapters,   VI   and VIT  provide  country  studies  on  Argentina    and 
Yugoslavia.'     Areer.t:n.>   is  '«   ca.-1  atudv   o.   tht   .i.vene  effects of   import 
substitution  policies  pursuer;   tj  an  unwarranted degree which has   resulted 

in progressive   increases Ln  resource  costs  and   an U;-J uuia^eab lc   foreign 
exchange burden   (< harter  Vlh     Incidentally,   the Kleu stu.iv  mentioned above 
(paragraph   V)   serves   to  J uniate   the  scale   l,cr,or   in a  uiga   income economy. 
Yugoslavia   is   Intcr-Uns; a-    .«  nevlv   ie.dust r u,l 1/.hu;  econony   that  has  itself 
become a   transmitter of   industrial   teehnolopv   in the automotive   field and 
is now exoer    .enfiar, with proenun.,   to  reorganize  and  nationalize   industry 

alonp, more  e f t i c i ent   1 « ne«:   ( '"d ip * <•r  VII). 

15 7he  la:,»-,  two chantéis  contain  the conclue ions and  recommendations 
to'be drawn   frrm   the  studv.     Chapter VIII   begins with a  critique of  the 
effects of  protection  and   then «mves  on   to  an  evaluation of  possible changes 

1/ Sugestiona  for   further  research are given in paragraph  1J8 below. 
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io narkat atructure to improve the economic efficiency of automotive produc- 
tion.    Chapter IX contains a brief atawiary of the major findinga and recon- 
«endatlons alonR with suggeationa for futher reaearch. 
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n. fflnLi¿_!)jr^NP AHü SUPPLY OF CARS AND TRUCKS 

],(>. fVitcoowtv    i^Oviu -¡ -  ooaeÍJt of   i wide array of passenger cars, 
truci.«( êIVI bu-es.    "¡TIC'S  ¿a.v.,v   frcm lightweight iJ.cl.ups to multi-ton trail- 
er« and buses ft or  .-nail r.'i.a..«^^  co A&i-g •  -ouble ccckers used for urban 
and  interurbrn » v¿ is^urtit'on.    Motorcycles,  three,--hoe lod vehicles and 
farm tractors urn ret  inrluJed j.n  chib ..u,./,  e yen  though they are often 
manufactured or r.niKotod  toother,  especially in developing countries due 
to the limited exrer.t •'•:  Che •ar^et.    For example,  in Argentina, Fiat manu- 
factures pii'-senpor carr , di.^1 er-.ines,  tarn  tractors,   and railroad equip- 
ment  in a s inri e  inrksr\lrJ. coaplex;  in Sariagun. Mexico,  passenger cars, 
buses,  trucia,  c'.^ro.! cv.-.m-.-r, t aad railroad oqüipnenc rae also manufactured 
in a ainp.lo iu.h.mrria]   LO'P.'"O\.     In analyzing donar.d,  r>  distinction needs 
to be drava bctvecu vt-lilcler. p irchar.od   in: commercial use and for private 
consumption.    Or.  t1'^ production  s Me,   t! ore rrs considerable differences 
in the productiva   scaler  rt¿ ur•.- '  erne    of M-h volume passenger cars and 
light  truck.', en i  t':ic i" :h 1c..:.: voiu-.u« rtquiron rata  for medium to heavy 
trucl-.s,   busos ar.d  ofV.'r correrci'!   vehicles.     Differences   in volutre  require- 
ments and  cnf»1 r.eo.r It c   •••»pM otK "t icn have a  hca-lnc,  upoa   the potential 
comparativo ;u'v-inf:.. ";  r;rofv   for dcvelopin;-- or coalise, le  economies. 

17, in 196:,, a .vol1);)-".:'.-,1, <;o'-\~.riPs  ~ecounuud  i »"• t* only a small fraction 
(about  4 pore«!.:)  ff \ vt M  pr  o'.-.otio.i and i-oasi-notion o ¡J automotive vehi- 

.tw.   -r;)  ntM  for 4/   percent of world  production and 
OI.'.^.ì  ion  :f  riiss.miier  cars arid   tru-:,s.     Five other 

t.u: Uni-o.' ''-* ¡v,d^n,  Japan,   France,   ar»!  Ttalv) manu- 
•v.'c;-,,r   ;.rii    m • >r ' .-• i   ''?  Morcent  of   Chi vorld   totals. 

clcs. The Uri red d 
46 percent nf vorl.' 
countries (Cemtav, 
factured another V 
This left abo-it 1/ 
countries o    t\e v.\r.U. 

«ro-nt  p*o'uoc:C ?/   oercrc 'n'-'i..ed  in all other 

roiMif1' Consumed 

United   ?» it-::- 
Germany,  ' ní „< i ''i. 
Japan, Fnrc,   iralj 
Develop I'"    Ou.^r'-" 
All other   co .raie 

* Author ' ••  est .! > '«• 

1 x.T 

1.0 
3.? 

Ilion   (44.3/.) 

(30.1%) 
(4.0%) 

(i2.r:o 

H.C  (46.2%) 

6.8 (27.2%) 
i.5* (5.9%'» 
5.1  (20.7%) 

World Den.T' 

XQ# T,u r.   -ir" ove:  170 pillion cars and trucks registered in non- 
Conmunist cv-"  ii.-:      ^ of   1''6.    Abn-t  12 percent vere  in the developing 
countries an.'  -'.•• n • * riln* *', p .rc«:n'   *.n in-'utu .1 tlized  countries.     Vehicle 
population in de*-elopinp, covnt   iot hi»», be.?«- »».roving at  nearly double  the 
rate of industri iMz.îd rcor.&ni »s durlm;  the past lr) years.    About half 
of   the 25 Million  ¡ic-.1 ve'.ricK'i :. ..nufneturei  in 1^03 went   to replace old 
cars and half to  .'ill ia«î*»:v-ed •.ir  cüir.UiPiior.. 
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: 

Average 
Annual 

Vehicle    Percent    Rate of 
Population Distribution Growth 

19.50 19CÚ 

Industrialized (U.S., Canada, Wüstem 56.1 152.; 
Countries   Europe, and Oceania) 

Industrializing (Africa, A.«ia, and 
Countries    Latin America) 

Total 5«.i.     17*1.1 

1%6 

SP,.Q% 

100.0% 

Source:  Table 3, 

1950-60 

6.21 

11.7? 

 Jà. 9% 

19. Developing  economies,   low in per  capita  income,  wore  rapidly 
increasing their oer capita consumption of vehicles.     In 1965, Argentina 
and Spain,  amonft the developing economies, ranked high in vehicle density. 

Inhabitant 
per 

Country Vehicle 

united States o 
Germany 6 
Argentina 14 
Japan 15 
Spain 27 
Mexico 38 
Brazil 41 
Yugoslavia 77 
India 479 

Source: Table 5, 

The prices of the most popular cars are much more In line with the purchas- 
ing power Of factory workers in Mexico than thev are in Argentina or Brazil 
(Table 4). 

Country 

Italy 
Germany 
Mexico 
Japan 
Brazil 
Argentina 

Most Popular 
Vehicle 

Percent of Worker's 
Income Required  

Fiat  500 
Volks was* en 
Volkswagen (Mexican) 
Toyota Corona 
Volkswagen  (Brazilian) 
Fiat  1500  (Argentine) 

30% 
43 
63 
72 

13S 
233 

Source:     Table 35. 



20. World production of car«, ertieki, and bi»»§ tot«ltd 15. i al Uto» 
in 1965    about 19. °- million passenger car« and 5.2 million trucka and feutea 
(Tabic 2).    Among the ma.lor commercial vehicle producers of the world, 
about 25 percent of  their output  is In  the six-ton-and-over das« or »*di 
to-heavy class  (Table 6).    Developing countries produced a larger »hare 
of total trucks and buses than of passenger car vehicles. 

Production in 1965 

Passenger Truck», 
Cars $*»!»• 

18.9 million        4.3 
(44.7%) (82.7%) 
0.4 0.5 
(2.2%) (10.1%) 

0.6 0.4 
(3.1%) (7.2%) 

developed Countries 

Communist Countries 

Developing Countries 

All Countries 19.9 
(100.0%) 

5.2 
(100.0%) 

Total 

23.1 
< 2.2%) 

1.0 
(3.8%) 

1.0 

25.1 
(100.0%) 

Source:    Table 2. 

21, Automotive production  in industrialized  economies is  concentrated 
among lar^e  firms.    This  is especially  true  of high-volume cars  and  trucks. 
Two American   firms  account  for  over a  third of world production,  9 other 
firms  for an additional third,  and  the regaining  third is manufactured by 
over  300 additional  companies  located  in  5i) or more countries. 

Number 
of Firms 

Volume  ran¡;t 
per  firm 

Average volume 
per finn 

2 
o 

14 
J293 

3,100,000 - 
500,000 - 
200,000 - 

below 

5 
1 

,700,000 
,600,000 
400,000 
200,000 

4 ,400,000 
356,000 
257,000 
14,000 

318 - 76,000 

Source: Table 7. 

Production volumes range between 100,000 and 1,500,000 per annum among the 
23 medium-size passenger car manufacturers,  and between  13,000 and  150,000 
among  the 4? medium-size truck and bus manufacturers  (Table 8).     The largest 
two-passenger car manufacturers  average 3,WOO,000 as comparecí  to 650,000 
for the 2 largest commercial vertale producers.     It  is of interest  to 
note that 4  firms in developing countries appear  in the  rank listing of 



•£• *• leadtn«, tru# MiMtfac titrate of th« i^rWi   i^Utl «# §»..*! #if%   • , 
«M^rt I*. <»>. MM. of »„-«I« ,„, yrUTlCi.%JiSt'i} V 

fffefei» «i      fy,«^ i   *     7 i»«m«ny  l«*dln« ir percent**«»« e*ported 

2Î ÎIÎV ." > "  (    ""*"*>•     U   l" «' •••cui  interrii   to mit 

tht K«ropean C«•„ M.r<ot.    At or.  tt*e,   SpMn w«. conat.W J 
U.S    manufacturer  fr   thU  r«î.f  but  th. rwwrwHMIl 0?f,r provjTuL"Lt- 
able t© the potential   invetter, * "««ce«?* 

United Kln*d«a 
tirane« 
Italv 
Jaoan 
t.S.A. 
Sweden 

National 
ftroduc|lon 

3,055,70M 

2,13/.,nn<) 
l,581,6;n 
1,158,? in 
l,fl70,SO0 

11,112,'ino 
204/w)n 

At   % 
1*0 rid 

Product ton 

(U.2S) 
( *.*ï) 

6%) 
51) 

(4*.. 3«) 

( 6 
( 4 
( 7 

Vehicle« 
Exported 

1,527,300 
703.«no 
013 
326 
194 
167 
108 

000 
000 
700 
700 
100 

National 

(50.01) 
(37.2Î) 
(3Ü.8X) 
(2S.2S) 
(M.4Z) 
( X.5Ï) 
(53.0X) 

Source:    Table ô, 

23. In 1966,  the  7 major producing  countrlca had  3M7 vehicle as- 
sembly lines   in  S5 countries   (Table   If),   as  compare   to onlv   170 asMIBbl- 
lineei  In 42  countries   C  vears   earlier.     Thr Japaner   (especially Tovota 
and NlGson)  have Veen  espect.il iv agressive   In th.s  field    thev  1 
from  7 overseas  issenMv   lin*«    in h  countries  in  i%2  to 49  line 

Toyota 
ncreaeed 

net  In 22 countries  in   1"66, 

£rj>ductlon_lri_ D_evcloplnR  Countr ' es 

24. Among  the developing  countries,   the 5  leadIn« produrer«  In 1965 
were Spain,  Argentina,   Brazil,  Mexico and   ìndia.    ToRcther thev accounted 
for HO percent of  the near million vehicles manufactured and  astombled  In 
varying deRrees  bv  developing  economies.     Anotiier »3,510 vehicle« were 
assembled  and partially  manufactured   in   ]fi other developing  countries 
with  some  countries   turning out  aF   fev as   i ,'.00 vehicles a year.     At  least 
/   T firms  in over   25  countries  won-  cn^cd   in vehicle  production   (Table  2). 
Spain    Arpentina,   and  Er.izil have been  Increasing domestic  product  at parti- 
cularly h1p.li annual   rates  of  urovth. 

1/ Both WOB and  IKA have roe-rp.od with Ford and Renault  (paragraph  35). 
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Spain 
Argontina 
Braxil 
Mexico 
ìndia 
Japan 
Germany 
United States 

Units 

%Mfaçtur«d 

229.000 
lr»4,000 
\U ,000 
97,000 
70,000 

1,376,<XHI 
2, <J 76,000 

ll,137,f3»i 

Annual Productioo 

zn 
35% 
25% 
11X 
n 

39X 
13% 

2% 

Source:    Table 11. 

25. Averapo production volumes of fi ms  accounting, for the large part 
of output  ip developing  economies   is nuite lov by European and Japanese 
standard«  to sa« nothing of U.S.  volumes.    These averages have special 
relevance for economics of scale  in the manufacture of passenger cars  and 
light  trucks.    Averages cited in the talle below induce a small percentage 
of  the heavier vehicles, where economies of scale are at a rcuch lower 
threshold. 

Nur.iher  of  firms 
accounting  for oQ-90% 

of national production in 1965 

Italv 
Prance 
Jaoan 
Spain 
Brazil 
Argentina 
Vexico 
India 
Venezuela 

1 
4 
a 
3 
3 
6 
6 
5 
6 

Average 
units per 

firm  

988,000 
333,000 
211,000 

60,000 
54,000 
23,000 
19,000 
11,000 
3,000 

Source:    Table 13. 
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111 •    *PN•JV*L 2RT>BLEMS r^i^m^Xjnmj^KmwtlOUS 

2ft. Since  3°V\   there» h.v: 
factur« and assoni:-ly of automot 
thewselves to satisfv tsrit own 
of the deve'oní ne, countries to 
toward the spread of production 
KM a result, one ma < or rurcnoan 
94 narrent pf its er.port ï^rnit 
dus trial I Eor1) : thp re-.aiaia? ft 
(oostlv developia" areas), i/ 
inp.s from developing countries 
•arninps. hut a r .u,ii*\:¡( t u»'in 
a sizable customer 'or coi..pon.;n 
firm,   and all   tde  hier,  aid  piec 

been a  si»r i ficant  trend toward   the manu- 
ivr  orodufui-   bv  the developing countries 
i-eJs,   lai i,civ  !.fcau.s<- of   r!ic  insistence 

rehire   inport.  rodniron^nts.     The   tendencv 
tad J i Uns   c'urue.bout   t-io world   Is dramatic 
vehicle n;iniif.iv.-:..!rcr   reported  that   about 

. ~   ( »re   fro*? out   21    .-.omit r les   (mostlv  in- 
percent was  earned   in over  100 countries 
For n.ust   : nu-rnat ionai   fi rus,  corporate earn- 
soc mat   for   o> Iv a  small  percentage of  total 
• •ffiTiate   iiì   i f., vcloninr, country   represents 
t*   n¡:  i^rL-,    ven  for a  large international 
'••S    ,!-  .    Up .     2/ 

SiâPXÎAjLl iiulii'1-ï-.sArJli:.t-iJi.r. I,,r_ -:>í- -'or^u.s 

27' Internar tonal   tinrs    ;,IVP «.-»no   through  tv.'o phases  In their market 
relations with  develooin»;  countries aid   are  now entering a   third   phase 
in the more adva-iced  ^nnf.     Prior  m World  War  li,   international   firms 
for   the most  part   ranulacta..-«?»:  .-=utor..,t ive   products   In   che home country 
and  exported  then  to overs--:.«  -nari ets .     ..'h-re  i.ir'.et  conditions warranted, 
assembly operations  were  un I. e ai.cr   ir   seieeiej  ,-ountries  by IM}or 
manufacturers   foil ovin-  I'or'd  'at   I      ',ener\i  .".otors  hi.ilt assembly 
plants  in Arrant ina,   Bra/.il,   anu   Ind<a di.rin-,  the   l"2ü's and   in  Egypt, 
Mexico  and^Spa in   durinp   tie   l'HO's.     In   the  second   pitaau,  which began'in 
the mid-So'c!,   automotive nam, retur-rs  wer"   : ore ed ^v oevelopinç   countries 
either   to  expand   local  manufacturing or   lose   the  domestic nari,et.      In  the 
past year or  tvo,   f.-»reifrr.   iirrs   found   tncmselve*  hein-   urp.ed   into   "Phase 
III".     Certain ccrvlopiív.  .^ir.tries have  been u arenimi,,-;  for  export 
capabilities built   into   tY? manufacturing  operations   to  help  pav   for 
continuing  inport   rpntilrcmont:..     In taking  this  stand,   countries   like 
Mexico and Yugoslavia have   in  elfect   loilowed   the   lead of Canada  whose 
trade agreement  vith  the : ni ted  States  has  résultée  in a  substantial 
increase  in Canadian parts ir-   ufpccure   for   tie U.S.  mar!-.et   (paragraph 115). 

1/       Sec Table  in on   "Autonofve  Assenbly  Lines   in Operation Throughout 
the World" and Table  1,   footnote  5 on an approximation of the  percent 
of vehicles   exported   in  an  unassembled   f, rr«. 

2/      The value of  sales of  U.S.   overseas  manufacturing  subsidiaries vas esti- 
mated  at  $1V"!  billion   in  1V•'»•'•>.    Of   this  ar.ount as much as $15  billion or 
more  - out of   $30 billion   total   V,.?..   exports   in l°b/  - may  represent  the 
sales value  of  components,   parts,   and  r,anufacturin¿;  equipment   sold   to 
overseas  industrial affiliates   (b.ise-i  mon estimate  that   11  percent 
of sales  bv  Latin American  affiliâtes   represent   imports   from   the United 
States).     (See  Judd Polk, L-_iii_.fonor.t.s  and  U.S.  Production Ab road t 
• taff memo  prepared  for  the United   States  Council  of the" International 
Chamber of Commerce, Aupust 11,  19u7.) 
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28. The rcouirement  to develop overseas manufacturing capabilities has 
nos ad sorse basic dilemmas for international  firms.    On*» dllenwa stems 
from the ncp';  to dunlicntc sraall-scaie production facilities  throughout 
the world  at a  time when competitive   conditions anJ  technology are moving 
firms  toward corporate mergers and concentration of production  facilities. 
Anions  industrialized   economior,,   rising w,tfef   and  techno logica]   progress 
have  forcer4  corporate mergers and  tao adaptation of  hign-volune  production 
techniques   in most parts oí   r¡<   voric.     At  tae same  tine,  developing 
countries  have-   insisted  upon   rl,u creation  of  a  national  automotive 
industry which  '.ins  led   to  art  .itemization  of   production  facilities 
throughout   the  woric   requirió; snai I  scale asáerbly and parts  plants us- 
ing  labor-intensive  techniques.    A seconc  (¡ilonu.:a relates  to  the need  to 
redesign products  ,-ind   techniques  to fill   SP- e lai i ned  demands  in small-scale 
marVets. Rut  the  size  of r.iar! et i too srjli  to warrant the additional 
expenditures ro  adapt  product   hsigi.s or  production  techniques  and  to 
an  rUze  snecial   tooliiv.  corts or,   lov-voluro  -production runs.     The 
magnitude  of adjustment  bar   largely beer,  a  function of  the size and 
conple-xitv of   t""e   transplant ,  scale differences,  and   the gap   in  supplier 
canabilitios. 

29. In adjusting  to  the demand  for overseas manufacturing and re-export 
as a necessary marketing condition,  the  international  firms have had  to 
increase  íheir  comiriitnents  of  financial  and h unan resources,  develop new 
capabilities for  transplanting industrial  svsteus,  and adjust their attitude 
toward ownership   and   control of overseas   r f filiate?».     They have also hecn 
faced with   the  pro! Ieri of developing local  suppliers,  providing  technical 
and managerial  skills,  and  up^racinç quality  control   svstour.  to meet  inter- 
national  standards.     Thev  have iiac   to   increase   investments   in   the   face of 
the  added   risi,  and  ancertainty of  doing   business  in a  developing  country. 
Different   firm?   have n^t  tr.it; challenge,   in different ways and with vary- 
ing  degrees of  success.     Corporati    response   co  these new conditions has 
depended upon a)   alternative   inve:; ts.cnt  anu  growth opportunities   in  tra- 
ditional   or hone  markets  anu   t>) willingness  un  the part of  international 
f'rr.is  to  tai p risi s  ar.J  dcvcler  new corporate  capabilities  to manufacture 
in difficult  Im'ustrLal   environments. 

Com!it iopii in "oj_.\e ^-3JJS'J-.È 

30. Anne-,  European producers,  risine, co«*ta  (the result of varying com- 
binations  of reduced  production volumes  and  increased  labor costs)  combined 
with  prices  that   are  held  do\/n under  intensified  competition has  resulted 
in a  narrowing  o£ profits.     î'any  firr.s  'save   felt  a compelling  need  to 
maintain production voluntes   throng*-,  exports   in order   to keen  unit   costs 
down.    An   inadequate  domestic roar'-et  roupie! wita low  levels of   protection 
(the  case of Volvo   in   Sweden)   provides   r he strongest  push  into   inter- 
national  markets.     Passenger  car manui.ictur   rs   have   felt   the effects of 
competition  for   •?or>i>  vears  nee;   it   is ^nlv  recently   that   the  cost-profit 
squeeze  induced   bv   increased  ( ouoetitlon  lias  been  felt  hv  truci-  and  tractor 
producers.     In f.reat  Britain and  "ranee,   the  narrowing of  profits  for  sore? 
firms  is  in part   due  to  the widening technological  gap relative  to otr er 
producers  in the wrld  econonv.     Ir. botti  countries,   a number of  firms have 
been una>»le to replace obsolete ecuiprent  and  to finance  the development of 
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Mjor ««on. for »erg«, .re:    «) to econo«!.. on joint production   dl«rlh„- 

«rôt csÄirÄeiii" ,h"e "*-"'' *••" <•?°¿• -« 
bilitles, which Includes the »billty to foreceet «art.t ITZI.IA    A* 

o3dra"dCTblUtî" Md Pr0dU"10'   '>«"'"«'""" ÌSS   n^con.*!!, demand and changes In competitive pn.tlon. ^r 

ll\ -4,* Pricln* ln * Particular ma    et is baaed upon the market atructitre 
JÍJS   A    ¡   T63'  and COfflP^itl0"  (not production costs b^-u^So^T 
rSSÍ'>    f antly8ÍS by ^ E-^S25lât dramatize, thf ¡«1«  (SÍÍTS) 
A fin» may cut profit margin« and absorb additional distrlLtlon coat. 

anV"  ref ^ V^ì ^T  l" °rder  t0 "int-ln  P«»d»ctiou voT^eTat h ana  tnerebv  help  pav   for  fixed mar*       TK, »     »»  i      • . *«••«»  »w •» 
.. '   M rixea c°ßta.     Th-iS,   Volvo  s cars   in Germany  sail 

O "> per- lilt       nll\m   \    Perent  °f   the  Ume   COUntry  WtiC* «d   W.t.   for   *< cent-     Free, t ion  has   «  pronounced   influence   in  the opposi«e direction       In 
Japan,  A-.rican  Mustang«,  «ell   for   3. I   times   the  n.S.   price     Flit«   f-r   1   8 

^l^l<Ur¿7n   'VT'     •'  tfíeCt8   0f  P«*«"»«  «•  -Ùo   indicai   In 
(TaMe 4)'   P í^ori^tio,  proved«]   bv  a   French  vehicle «*n»f.r t.-rer 

m«,     w       T,it',Ì. CíipírU   -iar*«^  «nd/or   reatrtcUvua  on private   foreign   Invest- 

^anufa       ri "IM   """*   ^   f ^ Mkln*   f h*  fln«^   invacanta   in 
rd

U :nnK f'iUti.« ,r distribution ar. servici«, ayate«, necessary 
to defend .verseas M„eta. Internationa, fina- encounter alfficulti^ 

eli ITI * ^sea, inve^ent« h-c^e of .triturai r »„attaint, in 
capital  aar. eta,      Inauequat «. "   corporee   earning 
by  the  govemr.ont    11   »   renui r 

•i uppo r i- 
'iVBti 

restrictions   Imposed 
pt *'•'• .em«   ut   political 

•r'.vau-   eiiirt^Uc In 

• •• ,    , in 

• t rod uiíi 

. va ! 

.» ,   A 

>í bal at 
Ideology that }pp,.ses «over-mi*- 
Gerraan\ , t.¿e ^ovtirrunenL supp.-.r 
long-ter» -ap^a: Lia:«, sopì-; 
deferred tax .avaient«? "àl rTri 

niente linker to exonrts w.„»rr 1 
government   is  opposée   tu  príiu: : èj ' »<   •  <   L 

investaent.      Salane.  .f-pawi!,   ... f f i.ultU-a   in "the   itaitid   Ktnnäöm"h7vl 
led   to  reatrictiona   in   private  c^Jtal   tranafera.   „peciallv  out.ide   th. 
öritiah  Conurooweal tv,. 

A-- 

: * '.* H 

4^u 

t. h rough 
»*•*»,   and 

•v-Ts<»a*»   luvest' 
•1   Swedeii,   the 
r i vate  ovet'aai 

4«ri l!01'1   CünulLlcn»   in   «-he   home  country   Is  another   factor which «ay 
Influence   the viUingnea.   to   ioca.e   production   faciliti*,  abroad.     Swadan 
and Germany  are   snort   of   industriai   labor  and  have  a mid   intareat  in 
locating production  facilLi.a where   labor   la «ore   plentiful,   provided 

1/       Rootes   in Great   Britain  «nd   Slmca   in  France  have ner*eu  with  Chryalar. 
At national   levels,   Leyland merged   fir=,t  with  fe>v«r  and   then with 
B.M I.   in   the   U.K.,   and  Peugeot,   SAVIEM,   and  Renault   have   coabined 
operations   in  Prance.    Mercedes-Benz and  Volkswagen have  agreed  to 
consider Joint ventures in reaearch and distribution. 
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tlM disadvantages of overseas locations do not offset the labor «¿vantage. 
Labor-surplus countries such a.:. Finland  (7 percent of the labor force is 
««ployed In Sweden and elsewhere)  and Yugoslavia (large numbers are eaployed 
In Germany and  Italy)  have an interest  in the expansion of overseas operations 
which Increase the demand  for export 01 inuuetrial components and parts.    Thus, 
Yugoslavia could Increase hoae production < nd export «ales  to  India,  Indonesia, 
and the U.A.R. ,   and Finland   »h abi.e   to  expwua   ¿ta  saiei  to  countries  like 
Brazil and Portugal. 

Corporate Attitudes Toward Ovaraeaa Cocjltaenta 

34. Th«. developaen. of an International viewpoint and commitment are 
critical elements of  JuccaBS :>r failure in overseas ventura«.    Many firms, 
eminently successful  in home markets,  have been bitterly disappointed 
abroad.    Timing on when  to enter r  market is critical.    Sufficient resources 
and capable  personnel cuse be tosonitted to assure the success of the 
industrial   transplant.     Smaller firms  are least able to man overseas 
operations.   1/     S>o%».  finas  have tried   to pasa oil  a second-rate  product 
on developing  countries; others nava  failed  to devote sufficient  resources 
and personnel   for   an effective-  Industrial   eranaplant.     In manv   case«,   the 
basic  cause   of   failure  has  been an   inbred orientât loa  tovnru   production 
requirements   rather   than market uppjrt<rutiea .   2/     A  d'jmtnani   corporate 
attitude which   if-   uurccep ti ve  to   innovation   Si a1**«  a  tasi     deterrent.  _3/ 

35. T.ie   trenti   fiwar i   cvt'i'ieai--   manata'": ; • ir ing  ua.s   LV.<- reaaed   the   capital 
investment   required   t•••  Malnvflir. or   »«xpani  ,i   fin.,'',  »bar**  of   the  world 
market.     This   include«   investment*   in  marketing  ami  distribution systems, 
engineering   and   design   -.stabil it 1 ea ,   «n.¡   io  o/vr»eas  ,>ttv3icai   plant.     A 
basic dilemma   la   that   in  ord-»r  to   be   competitive,   It   it.  necessary  to main- 
tain a diversified product   lin«',  which   increases  capital  requirements  and 

y A Swedinh manufacture estimated  it required 1? people  from the home 
office   to  run a  truck manufacturing plant  in Brazil,  and   they had 
great difficulty   in  recruiting   for  these critical positions   (see 
also  paraiçr <uih   il j . 

2/      Manv   f : rn s   n^ve  chosT.  to givo   up overseas markets   rather   tnan 
disrupt   the  brn«  operation.     See,   for example,   j«r>renc*»   to  British 
f iras '   attitude*   in  "British Motor  Corporation    The  Coonaercial  Crunch", 
The EconoKih'   ' Novmbvi   26,   \966).     Lee  al tu;   Igcr  Ansoír",   Corporft« 
Strategy :     *-J1   'n^i/tic Approach   co  Busineß*  Pel lev   for  browth  and 
Expansii">   íN*

1
*   V>rk,   1965),   pp.   41,   104-^ud. 

3/       Richard  K,   Parraer  and  Barry M.   Richman,   Comparative Management and 
Economic  Progress   (Homevood,   Illinois,  1965),   pp.  208  ff. 
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undermines efforts  to maintain voliaae ir production rims, lì    Financial 
eon.traints imposed by narrow profit« and financial  conservâtl«h. 
undermined  the competitive position oí aanv  French and British firma 
For example,   family  finn« such  as  Peugeot ana CiUotr.  «re  reluctant  to 
accept outside capital,     ¡¡imca,   another amai,   f ami k...  iirm>  tfas "forced to 

«erge because of capita! defend.,, and  ta, ned  in  ..„«¿in, production 
facilities  domestically and  abroad   into   larger,  »^..   bonomie  Cu       S 
soné caaes,   capita-   deficiency  «ud  a dcarrh   >f  r^-i-Mc^   oerKm^   .' 
forced  Preach  fi,•   intf Knority   pontics  «Un   lar,,, \orei*n  UrT* 

Ü  rrT    y>   RenÜUÍt   tnrR Wert  d¿St"nbIpd  J* ^*>.-Ov«l.in5 in Tri il 
and by   Industria,   K*iSCr  lti A^euL.n«.     ken,.«-.c hu .   ru.v  J -ined   fcr.es with 

Irian  ina"Ler^nand>fraZ1    ^   ^^   ^ bw   ""'^  •  £tn Î.U.Ï of 
Í2!  Ï» .        -y; a-ld  Uî   "«^'     ïo^Lhnr.   Renaud   and  Ford now 
hope  to compete with  nev „„del   Une,   'or r.ht  Br„llian   luJ Argentine »artets. 

»L     rh.   In  ÍhOSfc"  °Ve;eeaS  *a'k'iC     wher*'  "'«••u.'-ac. aitMK  has   Woo*  a   require - 
ment,   the most successful  urns  l.av,  1 .**„   triUtí,.  :h<tt   >mVt,  bl,en wUHna ?„ 
adjust  operation,   and  develop   .he  n«c«.*ary   ,.,„,«.lti*s   to  effec     trL 
plants.     For example,  Massey-Fergu.on,  one ,f  t >e world's  fading  tractor 
manufacturers,   completely reorP...n,zeet   its manager   -vste.  to Sní" í^r- 
sea«   planrn   in  the   »surnery  sta.,'.     They   „**.   ¿evelcped   till*   ^vpe of bri- 
nes*   to  the  point   when   L, pere,,,  o.  company  earning!   is d«rivld  fro. dlvel- 

Hm*       Tl ^   RS  COmp<ir Ü   tr'   ¿   CU 3 :'urc'nt   f0r  othc'   international 
firms.     At   Fiat,   a  separate  division now harries  the   shipment of knocked- 
down  units   to overseas  manufacturing affiliate,,  which  now  account   ror  10 
percent  of   rotai   sale«. xu 

A7•«r      •   ?<?* aaxU)ÜH   Cü  íecure ovrsea.   -..ntrwits  h«v. often ended up  in 
d^T t.:qUee:t''   "P^-i-i-'y  «»«re   price  uhi.,,   nave  prevailed or 
tTrutr 1       "    M>0rT   °f «£P«c"t*o«--     •«     atter  was   the case of 
berliet     n  Alerta,   and  i, contributed  to   Fiat', demi..-   In Mexico 
t-ltroen   lost   noney   in   Argentina   nnM'   i»   .,=.0   „^i y irgenuna  unti,   it  was a&Le  to  cut   prices  to  the 
point where    „crease d««d flowed  the. to brin«  production  to a profitable 
Uvei.     Ar   the .ame   tlue.   royaltie.,  „,„t  be  fc.pt   :o   3 lIlllli(11 ÜU|¡  ^o'"**1« 

1/ 

1/ 

Berliet,   the   iar^in  true  nanufa< cur.r  in  Prînc »   (In,UGO a year)    wai 
forced   mto marginal   pricing ot   truck, and ,ub-a*semoiie9  m order 
to maintain   »reduction vt-lume  at ho*,*.     (Sec   also  paragraon 47-0). 
A .mail   oroducer   such ,s   FSA   ( Flat-France,   Sorter W  a  part  of  Sime.) 
which   n.>v manufactures  6,„00   .rucie,  a«.   >¿t'w    tractor,  annuailv 
must  ma'nrai.:    10  viriaMí <it   «      *,-„••     ,,*   •     ^ '' •"*•• ^nriatlv.n.%   ,«4  true/  node  ba^,. a  „pon  four  different 
angine*,   and   iiv«   conbinations   or   axle  on.  ,;,;,:   6VH;*S.     Engines  are 
supplie,   av   n.t   rro.  Iialv.     ;r   tiie  ^lS8euKer  car   ilul       ¿}^2 

and  Volvo  have managed   to   dr   well with   a cue.» narrow« product  range. 

In  Julv   1907,   Renault  took   over  Kaiser  s  onc-th.rd   Interest   in   l.K A 
«nd  Ford  purchased  Transa,,   l.K.A,',  Argentine  axle  manufacturing 
subsidiary.     Ford acquis c,,,tr,i^nK   lucent   i, U.O.E.   fro^ Si.er 
and  Renault.     See Wan, street  Journal,   29 July   1*67,   P.   n 
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ftelltic*l con«id«ratIon« ano remittance probi«««.    Prie«« oo knocked-down 
vehicles and part« often are  uet high to offset the possibility of futura 
restrictions on royalties or   in the evant of unforeseen  increase« in 
production  co»ls.     For example,  one  tin» had  to rui   special body panel« 
fox   hand-welding  in  the overseas assembly  plant.     Onde res timatiou of tech- 
nical service costa   in combination with low prices on  imported components 
and parte may also lead to   losses by  chu  international  fina. 

38. Manufacturing fins plan operation« fro» a global viewpoint, 
often earning low returns of  even incurring losses on one operation or 
during an   Ínterin period,   In order  to  realize compensating returns  fron 
other sources or during subaequenr  perioda.     Substantial  portion» of an 
international   firm's  earnings  carnes   írom  the sale of components and parts 
to original  equipment  manufacturers  and  to   the replacement market.     Their 
investments  in overseas manufacturing   facilities are  in  a sense an  investment 
In  future  demand   for  components  ano parts.     For example,  Ley land can afford 
to earn a   «nail   return ot,  buses,   because these earnings  are offset  by profit- 
«ble  returns oo an expanding demand  foi   Ley land engines  and spare parts. 
Some   firma   (Renault   and Fiat)   also earn substantial amounts  fro» technical 
services  and on  the sale of  upeciallied equipment   for parts manufacture.  1/ 

Investment  Risks j^^!^^^t£LJASikSÉS. 

39. Internatíonai  firms  become  involved in overseas venture«   in dif- 
ferent  foras and with varving degrees of resource commitment.     These  forms 
range  fro«   licensing  arrangements  to  full ownership and  control of  an over- 
seas »«nut at taring  «filiate.     Resource  commitment  may   range   frum  a   tew   tech- 
nical  experts  un a  reimbursable   fee basis  co substantial   commitments of  fi- 
nancial   ani othpr corporate   resuurcea.     Where  resource   commi tment    1t*  iovoLved, 
the   international   firm must   take  into  account:     a}   the   long-tenu   pi expect   for 
earning a   ret UT. ,   b)   the availability   of   financial   and   other   rebounen,   c) 
the  relative  r*sk  a-      -ìncertainty  in a  particular  venture,  ano  dì   alternativ« 
opportunities   to en refits.     Added  risk and uncertainty aie weighed 
•gainât  the chance c     a  quick  return  and  the prospect  of being shut  out of 
future market  opportunities . 

1/       for  some  insights on   the  "irrationality" of  foreign investment 
decisions,   see  Yair Ahoroni ,  The  Foreign Investment Decision 
Process,   1^06,  pp.  4^-7>.     Among  the  reasons  cited  for looking 
«broad are:     fear of   losing  the market,  the  bandwagon effect;   strong 
competition  'rom abroad   in  the home market,   and creation  of a market 
for   sale of  component«  or   »ther  return on know-how and research. 
Organizational   evolution at   the  top management  level  from a   firm 
basically oriented to  domestic markets  and  indigenous manufacturing 
operations   to a multinational  liria i fi  a criticai   element  of  the  firm's 
operational efficiency overseas.     This  reorientation profoundly af- 
fect« the  firms attitude  toward risk-taking  in unfamiliar areaa, op.cit.. 
pp.   173-198. 
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*0. International corporations »am » ~A«-..«. 
«) »yalty and licensing f.,"") «t'^o» ITÏÏS       TÏ""? ~"ur" '""< 
«.«Mia. .„d e^t^l, wuih i^îîïï r",n^; C) "U 0f ,ub- 
*» fin. profa? eSulty participa» in 0^0»^^"" "" •""'• 
.»r. adequate M„aSerial constol      OtL„ ^ "ess wu«d "iT" "" "" 

flatten .„d exchange    luciul ion "e ?S Í» iaa^r Î "r •«"V"""1"-     l0" 
rl.k and uncertainty of reali,•« «^ «ÍLu^Tr« r ,"  Ch"  1""»1«J' ">• 
of in««•«., and rntittm-. Profit«      ,• M      "* Mln"i»lng the valu. 
P«t upon «astio* ,w"«Í»SÍÍÍÍ; llr' "•>" •»««° dapand  in 

£srr¿ zi b •£»"rr ?Ä°"<= --by 

willing   co  take are   in part ¿etinnired by how satisfacer i   v  M Ï ! 
In traditional market«   and whe'lier   ^,  J'     s ,! , f V V "* d°lng 

«xtend  ita  share of  world  C1a  • ^        ««kin,:  « special  effort   to 
finn and   Its  ahm   *•   * Í'        '     "    "'      ^ de«>ends  yP°"   ch« alze of   th« Its   abxlitv   .o   courait   rezurces   :o  relative  amall   earnlng9  bMJ, 

— -       Most   «mr,  count   un  a  quick,  return'in   the 
scattered   throughout   the  vorld 

.    e ••""'   '""••'  'vj«u   on  a  quick   return   i¡ 
T""'   v'or,J  '»oni. üfic -...nuf^cturiiig   requirements  and   In- 

first  2  to 
tensified foreign cx^harmf res 
begin to narrow proti t:.;. 5;o<r-- 
•valuations   and   hs ;>;   eneocru - '      -   -•"-•"-i-ti. . . u   i   vai.recv   o"  Uli tie 
lng  an adequate  return  f..r   in  remitting  their profits 

rictiu:^   inpoi,oH   in  the developing  country 
f.'.nus   h.»ve  b.;«:n oV* r-opt Imistic in  their 
u  i  variety  o ' difficulties  either  in realiz- 

OvnerBhlg 

42. 

.in< 

I8UUÍ 

ii0." - rI-' l..J\L/Jvjü?.ea£_Ali¡i.lj atei 

„ over ownorsi^P  and  control  -iepend upon:    a)   the natur . of 

of  ?"ir"      5   '      r•'"ir *  ;A"1Cl,de  t0V"rd forelRn  ^v.8t»ent.     In tne caae of  Joint     „..mes,   nvnerai-.'p  h,.   a  bc,rir?   upon  ^ofUs technical   CQn_ 

ude      ;•::Urlllg  operation.     Majority control azures wider  lati- 

f      r: %^ ,      "dnc)^ ":TPanV  ^^   ,J)   ""Vestment  of   profite 
to mattai.-        ,'   M •"Ben.l   control over manufacturing operations 

contro \       ÍH       ""       rLnndard"  °n Product ^   «»«»e na.es.     technical 
M^factíre   an Mr       t "   '"   ^   ^^   Pla•   l°T  Ûn   international manufacture and   interchan8e  system.     Under licensing, «rra^em^t«,   the 
return  Is  atructured  on th.   Hosing   fee Ä„d proflts   SrJthe 8a  /^ 

43. In  the  CASO of  joint   ventures,  attitudes of  the hoHt  aovernment 

F^e^all U^r;tiCipati0n °f  the  f0rei«n »^• «« criticai 
tZ  ZX        Y' r  * matter °f  P°litlwl   neology,   particularly   in 
the  ear.y process of national developicunt.     Mexico  and   Indi*  have been 

1/ See Table 17,  line it«. 9,  "Interest and Other Income Expense«". 
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•specially Insistant upon majority control by nationals. 1/    Both govern- 
ments recognize the benefits derived from foreign capital and know-how, 
but they have insisted on majority control in most cases.    For one thing» 
Most governments realize  rhat exchange costs for  foreign equity partici- 
pation may be more costly ir the long- un.    More basically,   it is an 
understandable matter of national pride to keep domestic industry in the 
hands of nationals.     But  this do¿*  not resolve  the basic conflict of 
interests between managerial syscems  froi vastly different socio-economic 
•nvironme-iCB.    Aside  from Lvade name considérât. ans,  the licensor without 
•quity ir vestment has a  limited  Interest ir. the commerciai viability of 
tri« overseas venture. 

44. Attitudes   toward ownership  and  control vary  from one corpora- 
tion to another.    Ford and Gsnaral Motors  .»ava insisted upon 100 
percent ownership,   Chrysler,  a   lewcomar, has; been auch cuor« flexible and 
willing even to accept ninoilty  '.nierusc.     Chrysler's acceptance  in coun- 
tries like Mexico  and ludí-  IK  ii par.  a refection of  their willingnesa 
to hold a minority   interest.     ^-irmissiverHiSS  in  licensing  aic-n*ementa 
depends  in ; art  upon  the  iela*.ive  technological   lead a   fina has  over  ite 
affiliate.     For exauplc,  'lassev-Ferguson and  Cummins  Engine  both   inveat 
considerable  ranources  in research  and development of   products sm!   tech- 
niques  and  art.  noi   too  concerned about a   license  in a  -ie veU'piw¿  eountty 
eventually  ;;ainiw>   the  upper hand  ai   a market   „-onpeti c-r .   ¿t     This  would 
be  less   true  of  «   ilcensoi  with  a more  '.tabi«,   less  sop! t3ti<.Ufd   tech- 
nology.     Kany  Roveri aents would much  préfet   parcha-i tu*  iuw v-now outright, 
rather  than  accept   foreign equity   Investment,   but.  foreign partners often 
feel thev will not  be able to earn an adequate  return on a  license basis. 

\f     On the difficulties of doing business in Indi*,  see Jack Baranson, 
Manuf ac tur ina Froh letra In .Indla (Syracuse University Press,   1967), 
pp.   49-rj3.    The detrlne.itai economic effects of assimilation poli- 
cies are pointed out  in «Larry G.  Johnson,   "A Theoretical Mode i of 
Economic  Niticn^lisn in Hew and Developing  States",   Political  Science 
Quarterl, .  UXX,  No.   2   'June  196J),   pp.   ÌG^-ISS. 

2/      This,  of  course,   Is  not  the casa in licens irr arrangements with 
fi mis   iu  Industrially-advanced  countriesv  where   future marketing 
rights  are more rigidly controlled.    The Cummins case  is documented 
in Baranson, Manufacturing Problems in India, p.   24. 
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IV-    ADAPTATION PROBLEMS OF MANUFACTURING AFFILIATES 

45. The problems of adjustment are,  on the one hand,   inherent in the 
production techniques associated with automotive products and on the other 
hand    with the differences  in production environments encountered in 
•»ail-scale or developing economie,.    The produca  themselves are often 
ill-suited  to  tue  consumer needs or pay,..:«!  environments.     Among the 
••Jor deficiencies   in running manufacturing plants  are underdeveloped 
supplier capabilities,   inadéquat« quaJity control systems,  and a dearth 
Of qualified  technicians  and manners.     Ev creating a  "sellers'  market" 
protection ,mó  Import  substitution   tend  to undermine quality and re- 

iífí1^7»'  ,The SVSt'Ì,itò  Cf  lnd"'fi:Lal   nc*MLn¿ **'>  resource allocation, 
Which   include-    Import   control,   inevitably   compound   the difficulties of 
scheduling production and add  co production cost«.     Delays of a year or 
more  to obtain an  import   ti,„n.,t   „ut aawl  delivery of goods are not  unusual 
The .cutenesa of difficult!.,   a ,i nugnvtude oí  adju*tmj depend  up^n  2T 
stage of development of  the  industrial sector,   the nature a .id degree of 
economic  regulation«  in  force,  and  the sophistication or complexity of  the 
industrial   transplant. r y ne 

Relevant ^laraç^rj^stics  of Automotive Production 

46. Tiie nature of automotive  products and  the associated production 
techniques provide  some   Important   Insights on the economics of  industrial- 
ization  in developing economies.    The  following aspects are  relevant- 

A. ASiJLaiï&iLSl ÍÍP5!P.onenxs_¿nd__paLrts.   1/    There are  literally 
thousands  of  elements   that  ?o   In.n a  «ingle  vehicle.     A small 
Brit i si.   car  averages   ¿,:>(.)J najor  parts  and  assemblies,   or 
20,000   »aits   !f   every  nut   and bolt   is   counted  separately, 
A standard  dies.-!   ear^p.e  consists  oi   ?3U parts  provided  by 
about   2W  difieren,,   plants.     About   lS,o<)0  aerate machining 
and  treatment   processes are required   to   turn  steel   shapes, 
forging- ,   and   castings   Into   finished   engine   i omp,j„ents   such 
AJ  pistons  and  engine  blocks.     When om   n,.il ? i pi i,-«   the   re- 
quirement«   for   1  si».,.le   vehicle  by  the  number  of   vehicle 
models  and   configurations   required by  small   économies,   the 
burden  upon component  and part  manufact ut er?  becomes 
formidable. 

B. 

g i iì H :* 

Ço£iËi«xlU^JL JiPeciX-' --?^l?J}JLJ3â.. scinda rat,. 
parts   are  manufactured   from  hundred*;  of "ruf 
iron   .imi   steel   ,mu   .;th<t   industrial 
including   rubber,   plastic  and 
standar- 
in ma 
These   tech.noji.^i 
and manager i ••il   SKI 

reliability   in  components   and  parta. 

Components  and 
crent   types of 

ctaj s   end materials 
Man-   prod ut t ion  of 

iarc/.ed   components   and  p:.rf-   deinai.ds  a   rigid   uniformity 
iteriaJs   s.ueci i i cat i'.»¡-.s   ¡md  nuiíu.íVu í urlog   tolerances. 

:,";uirt"l"';l''   require  hlgr  engineering 
ib   tr assure   the required  quality and 

1/      See George Maxcy and Aubrey  Silberston,   "Techniques of Production" 
ÎSÊjtotpiJndustry. (London,   1959), pp.   53-61; and Baranson, 
Manufacturing Problems in Indiaf  p.  19. 

I 
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&»  Production techniques. Mechanization and automation are 
associated with the high-volume techniques that are used 
to manufacture all but a limited range of specialized 
vehicles and part:, in liants producing for large domestic 
or world markets.  Automa tad transfer lines (including 
rsarrangeabie standard machine element«) reduce operating 
and handling costs, lacrease che cate of utilization of 
expensive equipment., and reduce costs for machine tools, 
factory epace, rejected parts, and machine maintenance. 
But in plants serving limited domestic markets, these more 
afficient techniques are precluded because of the low- 
volume requirements.  It ib the ilaeconorüiee of small scale 
production that is a m.Jor contribution to the high costs 
of local manufacture.  Continuous-flow techniques associated 
with high-volume production also pose formidable problems 
involving manpower skills and industrial logistics problema 
for newly industrializing countries. 1/ This inevitably 
poses a dilemma in the choice of industrial techniques - 
between highly integrated and mechanised equipment requiring 
sophisticated engineering and managerial control and less 
mechanized or automated equipment requiring the higher 
machine skills and technical personnel to convert and adopt 
techniques. 2/ 

D»  Minimum scale and optimum technique.  Choices in techniques 
of production d«.">rnd largely upon the vehicle series and 
the degree of -lutark-./ enforce^ in the economy. High volume, 
automated techniques ,n> associated with atandard model 
passenger cara .nid light trucks wl.:.h inter-related produc- 
tion rues of auvwhett: ictween 100,000 and "KiÛ.UUU a year 
or more.  Volume;, drop to trom 20.0ÜÜ to 40,000 on tnedium- 
Bize trncks (J to H   tons) and to S,u00 or lews on 
more spe>•( ai < zed .iieii>.n and heavy trucks and buses.  A 
medium 11 nek m.eiufact.urer such as Berliet has to offer 
anywhere i ron 70 to 200 combinations of engine, transmission, 
chassis, and load-carrying frame to compete in its field. 
Economies of scale are more pronounced in metal stamping 
and in the forging or machining of parts where mechanized 
or automated equipment can be used, than in assembly or 
finishinp operations requiring a minimum of machine tools 
or equipment. 

1/  See David Granick, Soviet Metal-Fabricating and Economic Development 
(university of Wisconsin Press, 1967), pp. 23-27, llb-119. 

2/  Japan has hud  considerable success in utilizing small scale parts 
manufacturers who employ labor at lower wages and use less sophisti- 
cated machine tools. But unlike India, Japan hat* the engineers and 
technicians to convert techniques and a skilled labor force to com- 
pensate for quality and control that s not built into the machine. 
See Baranson Manufacturing Problema in India, pp. 68-69. (See also 
paragraph 57.; 
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Sttit«billtv of Product Design 

i«-nationaYr^ 

the viewpoLrof'tt^vILp'°inJ•^ UlTiT "i1*""-    ** f• 
in aut«notive products that are 1OTT7ILT    ,1 8ïeat Potential Vantage 
»anda and operational environments      For exLo e^M T ^ "***' d" 
where crop yields ner arrP »Zìi      u        exfnPle.  in developing countriea, 
and small'sLLchs"    in a«riculturll^^^V^inea re^ire ^ ««ti. 
need is for ««.11 mouths^ Tg" orna" hi" líLaílc^ ,T P yield'' th« 
and differences axnong crops also n    ^    L orodl    ,  <*iffer*«ces,   terrain, 
harvester's  "pick-up" mechanism    Z Product design variations in the 
operating in LnomL ^a^e £#£ %%J' Ml?t~to «»-«1.1  trucks 
in Japan  that are short of workine îïnîîÎi *    *' trucking companies 
a thorter operating lïfe and íiíSr    P        ^"í" t0 Purchase «iuip«ent with 
initial capital ouElaya    y        *        operational costs,  rather than incur high 

u\ furtheFrne\Tt:;^:P°t
b;ro

rarucu
t

farurd in.the deveiopin* —^th«~ 
the smaller market  LlZll H             ?!  ^ ^ nanuf»«uriiig  techniques  to 

cally enc^íefir ^    0 .^l    ri"' P^-"«>V-P.bilUi..  ^Pi- 
to build   2.  percent   nu,r,  va ue*i noiuríi'.r   ?r\     ?"         ^   U   nec*—* 
and differentials)   i„  oríler •     ,,.,"!           lr.Urk*   (axlea-   "hock «hörbar., 
u-age.    A  Briti«h  -lec'r   ri«       ^ ""^   ""^    i!mlUu>"8  *"<* driver a niicisn   electiical   automotive   -»arts   f , nn  designed  *   hsoi 
frequency  horn  for   trucks  sold   <r   r h„   i    n , Kned a  hlgh 

in local' traffic   canMiiw        ^¿TJtZ "  ^'^ °f  "»««*.. 
countries,   bus  bodies  -n'uii,! "'   "*   \° "  """  develoPln» 
Mercedes  >o  (at.M   r.'tho vir  e - ^   <        '"      ':nMsi' raa^f«^ured by •   i-' ifw   variety   of   individual   tastes   ,nd  preferences. 

A9. it 
tain quailt\ 
facture rf in 
This is an e« 
forces, si.M-p 
and indir«5 t i 
indicate. Ma 
economies on 
batches at ro 
liability  in 

ti- TV*?   T   the »doping countries  to achieve and main- 
.emeîl-,S -action of basic materials  for  the manl 

'"  I    !   i-P P°?rtö  ün?  the a88embly ot   flnlshed  Chicle.. P   -i       V CUlt   '",Sk  in  "»»orni«  sheltered  from competitive 
!»«•-<«' qual.tv can undermine the entire fabric of production 

m;;;:Hbyte t0 fVen hi«h^ Production costs than marLt pi t Î• 
m   t..8il•  «atetials   .hat  are  considered  standard  «tork   in Lea 
"J;;;,    P  fl°^¿   loc^y  or specially ordered   In  small 
ns  <»-raoiv   higher  co   t. or at   inferior quality.     Moreover    re- 
produce  standards  is  a   fundamental  requirement   for   traalog in 

1/ 
Carácter•    i cT  t      tV^ engi"e WU1  depend u»on Prod^ 
ulliUr ;    ,       ght' horseP°w«.  «ngine  life,   engine  re- 
liaba   tv    anc!   fuel  con.i«ption.     These characteristics  in  turn 
lllZ«lâ    VV° ;hV"*ul«"ons governing  truck loads and highway 
apeeds  and  the physical  conditions of roads  (including average 
ir^nd^urfacing).     See Baranson. «-.^c^urj^^le^8 
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International markets, where major growth opportunities may lie. 1/    The for- 
eign licensor has a major role In developing standards and spécifications and 
in establishing quality control procedures, but ultimate success also dependa 
upon the attitude and commitment of local management. 

50. Obtaining basic materials according  to required specifications is 
a major difficulty in economies  that are ori;' able to 3upport a limited 
range of  industrial activities.    There are approximately 300 different 
materials  of varying shapes and spécifications in a standard diesel  truck 
engine.     Lack of uniformity in raw materials and semi-finished goods such 
as castings  and forgings create special problems in milling and machining 
to required specification!,.   2/    In high-volume production,  precision and 
uniformity are built into automated equipment.    Developing countries with 
limited markets are much more dependent  upon the very machine labor skills 
in which  they are deficient.    They al90 lack the engineers and  techniciana 
to convert machine-intensive  techniques  to differences in  factor costs and 
proficiencies. 

51. Supplier  industries  are crucial   in  the development of an auto- 
motive  industry.    Outside  plant  procurement averages  about  60 percent  in in- 
dustrially-advanced  economies,   as  compared   to oaly  40  percent   in  countries 
like Mexico  and Brrzil,  vhere supplier  industries arc  not   as well developed. 
The higher   percentage oí   in  plant   production  intensifies   the diseconomies 
of small-scale  prediction.     Typical   procurement   items  are   forgings, 
castings,   brakes,  pistons,   bearings,   suspension  springs,   gaskets,   bolts, 
and all   types   of electrical   equipmen' and   instruments.     Given   the   foreign 
exchange   constraints   under   which   developing economies  are  attempting  to 
industrialize,   vehicle manufacturers  ar?   under   relentless   pressure   to 
develon   local   t>upp iters,  of     orapouents   ano   parts.     The a.anufacturer- 
supplier   r-ílationshíp   in  developing   economies   is   the  exact   reverse  of 
what   is   typical   "¡f   industrialized   areas,   wher.-   the  manufacturer   relies 
upon supplier   know-how even   to  design  required  components   and  parts.     In 
developing   areas,   it   <B   the  other  way  around;   licensors  have  a  heavy 
responsibili tv  LO nelp develop  the  supplier   industry.     Supplier  industries, 

1/      A major   ingrédient of  Japan's post-war success   in -supplying world 
markets  with  engineering  products  stems   irons the  emphasis  Japanese 
industrialist*   placed   upon  quality  contro...    This  emphasis   stands 
in marked   contrata   to   countries   11 k.e   India,  where  plant   engineers 
will   argue   that   an   industrial   product   such  as   «    i;esel   engine which 
falls   substantially  short   of   International   atan-i.iri-     : *   "good 
enough"   fo»    ìndia.      Se--   Haranson,   Hanuf.au_turln¿   ir   -..ees   in 
India,   pp.   >•-?'<. 

2/       Porositv   (air-bubbles   in  castings}   is  a   typical   prever,  which 
required   10«:  net; ant   inspection  procedures  after   a-,li Lin«   to assure 
rejection of  substandard  parts.     Rejection rates  on defective parte 
in  India  have averaged  three  to  fou-  times  those  in   the  United  States 
in certain cases.    £ee  Baranscn, Manufacturing Problems  In India 
pp.   78-79. 
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•wa in countries like Mexico and Brazil.  ryplcaUv lack mnm1nmmiß4 

capability and foreign contacts  to develop ll^l Í^IS^Sí^.  y 

52. M«ny of  the larger automotive manufacturers in indmtri-ii 
advanced countries own subsidiaries  to manufacture vitai tit?      ^ 
crank shafts,  bearings,  ¿nd  ,mi es    beca¿ nf il T * 8UCh ** axles' 
and .pecial manufacturing  recrements      £1°        T*trate*ic **Port,nce 

•11 to other manufactuJrsTS      .ut^!5^8"8      arie9/PeClali2e *nd 

co a much higl..r deßree  ln deveiü
e
D^n    ^   r -U        n^»^»i» Practice 

omies.    Kaiser  reports  that   «n  rw«. nl<- " induatrl*liïed «con- 
•uppliers  for  transhiatal ^^^^  ^ *«?* ^ ^^ 
caie in Brazil  and  Argentina.     Jh VilW-C Si     OVLLTWS^ ^ 
Industrias Kaiser Axgencin«   (IKA, ,re   .i^h^"    Í1 ,rl B) *nd 

-*-- • ^ K       '     ru     1^ni      -r,tes;rdtec  companies with their own engine,  axle and   transmits; on ••lant lo.r.urv   ind   forge   facili- ni ,       j - ' — i Jü »vit     I'A«ilIV>,      lO'.iiliirv 

Manpower Defirjpnries 

53. 

on 
eoi I T  incluues  engineering,   financial,   and marketing people   co  plan,   organize     ¿*n¿   t**rr-„ „   • « «»«mij, 

an even Jr. aiuto 'snort^ of  WversioJ'     "^V•^'     There  is 
design.  ,nu  production  t       r     ue    f P«»onnel to  adapt  product 
Organization^ ,nMg«nt "     !"       i   nv  e-"tî"ÎTtS *"«      -"^-1... farfi.r^r,-. i / «specially  c.itical   in auto«. ve  manu- 

of iz ir?. rr" r inv?lving tens oí th—d9 °f p«" -«a hun"::, 
control   r       :M11   r J*  "*'  ^i* control,  oro.uction and  cost 
load stuoie,)     IZ     ."/,'        UOn °f Prod,lctl•  standards  and maehine- 

pxainln*   that  engineer,  fro»   leveling countries often lacked  the necessary 

y 

y 

fcr a description of   the role of vehicle manufacturers   in developing 
local  supper   capabilities,   see Guillermo S.   Edelber*     The pîocïÎ? 

 .viL-Jv   'i«or toral   n.es i s,  Harvard  University,   1964). 

E£IIL     :       "nC"8   ÜeVelOP  in  jOÍnt  VenU,reS betwee»  f^eign and 
control       ^;, '   and  Perfura*^   standards  including quality 

ntrOÌ        • "T   J:;!e"nc"  *r<-* d««Piy «bedded  in psychological and 
.erenre.   between management   system.,  that   have developed 

^Caçj-l^Pro^   itiZu    ^  'ÌoTT^'EST'      ^  ^^^ 

attituaai  di 
under videi/ 
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practical experience to cake over plane responsibilities and are often 
«Mrllllng to soil their hands in factory operations.    Typically,  there vas 
an Inadequate supply of the 20 to 30 middle-range managers,  technical super« 
visors, and master mechanics necessary to set up initial procedures and 
improvise or make adjustments when things went wrong, especially during 
the first years of plan'«, run-in. 
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V-    COST COMP AB Tsnwc 

5*. There are considerable difference« <« M. 
between developing and small scale ecTnn^! thV°*U of Production 
of protection and in econome!•%¿• £* î^^"*« -*i* d.gro. 
data analyzed in this chapter reveal    o    » !! Ml «"»Petition.    The 
cent hlgher among the        Pr aJt

e
o2lll l^T^^T^ 6° *nd l5° P"~ 

Mexico,  and Argentina)  tían they do in  th" Zill c^"" *Mrlc* <Br"". 
prices on passenger cars in a low Jj<^"?;""•     *« **!•. ex-fictory 
content, were 120 percent above  the ex-factor! orí,      î " P6rCent *<>**•«' 
».nu facturad  in Europe under high vol Je    ondlt ons    ^„T"""^ VehlcU 

(60 to 90 perce.,1) of components and parta '    H1R
Í 

dom**^c content  1/ 
(one-tenth or  less)  in small-scale plantai* f " relativelv l«w volume. 
Cost differences nuy be accounted  fo'r  iï t L" ^J <°^^<>r to high coats. 
low-voW production, and excess profit,    ^ "    <     1°* Prlce di"ortiona, 
protected market structure and related  lili JÎ        tUrn a" trac«*bi«  to a 
fro.  these .narket structure      J" LT    ^f"?"«! P°Hci"- V  A-ide 
which   include, opttMli,y   ln pianC  desl¡n and operation.0'  tCChnÍC81 •'"*««*. 

£3aiZ«^£ij£mpa«ave_j^^ 

^. Actual   differences  dpn^nH  ,,•„   *u 

and economic   Inefficiencies       rllnZTr IfrT^ "í **»"• °f  teChnlcal 

Chicle,   and   the  proliferalo,,  of 3e" a, d^ ÄU\h0rl"d  to »«uf.ctur. 
upon  the  ,t?,     r  llOGiK:tion  rijns     J1«   *  J..    ,a;es  both have a strong baring 
The scope   ar,,,'   ?dVP  ,, <   irtU.<,-r.   -,    ,rl "^-vt diseconomies of  scale, 

sector   ,.ffi, „ncy.     The  drl v/t^      aCr!Í-   ?*"*  a"   lnd4r-(-t  «"*"  upon 
activity   n,.s   p,;   unnanafeaL-ie"V-iiÎ    in '  *  " ""*'  °f   lnd««lal 
capability   to  cr^lï,,,.,'.;.;' ^'i   "'^  re6°»^«  and exiting 
standards,   thereby contributi,,.   i adi r-cM Hn^ ^rA¡n3  aní! maintain  quality 
tion. ' r-Uiy  to   the increased  costs of produc- 

1/ 

1/ 

The  definition of domestic  concent  v,r<   -      -J   ,      , 
country  and   the  p.rticuLir" ir^rn' W;dely ú(i*cndi^ "P•  the 
trative  decrees.     In ^si   lïtl^I" °í re«ulatl°«* and ad«ini«- 
vehi.le  vai,    ».uL   ln ^V•     ? Î   '  doU,°9tic Cüntent   *« based  upon 

weight. f,,;0f h ,; LTr w   lK corapuced on the h*«is «f 
in   the   l^:,^r?:j^^^^Ut^  perchan«.  .Rtec.e„t. 
system ì      !rpur,   liahor   -££ *„£/* ^^ncllin«  <"*- «"» wei«„t 
culeted   f>om   Ul,,   .    í   f     or(l.,    'f 

ValUu  äVS:em  art   »^lly  cal- 
Incentive   ^. v.. Lo^ '   f      [t *»   "levaient   impute   without   duty. 

terms   of  m,,t í^  ¡ ti nimun   l''°'" ^'        "^  ^  °ft,in  «^pulated   in •"<    an,   a minimum domestic   mntfm        * î        » 
tatlon  varies  ove-   a)   whir  ,„-, ?   <-°ntc,it.     Administrât Ivo   Interpre- 
firn,   b)   wha.   P"  en   ;        f     y ÌnCÌUdCd   lf' Vaiüt   added  bv   ine 
domestic   conte I"    ?     lÌS^ ^ "**  ^  ««"«ad   as 

eluded   m  dl4   'or  i,a   reit   dof "U '" WnÍCn  ^ °r  dutUs  afe  ¿"- 
paragraph  tu!.) ild^e^   domestic  content.      (Se,  also  footnote  2. 

devaluation, see paragraph sAuSíg footnote^?"1^ °f eXChân8* 



- 26 - 

56. In eh« material that follow«,  two sets of comparative domestic 
production coat data are presented for India and for Latin America.    The 
cost curves  for  India  (Chart  1) are for passenger cars.     They show cost 
increments over  time  for a single  firm with increases in domestic content 
and at varying output  levels between 3,000 to 12,000 vehicles ppr year. 
The Latin American data  (Chart  2 and related tables)  provides inter-country 
comparisons  for  light vehicles manufactured in Argentina,  Brazil and Mexico. 
In applying  the sets of data presented in Charts  1 and 2,  it should be 
remembered that  the cost curves  relate  to a particular  type of vehicle, 
a particular  firm,  a particular economy, and a particular point in time. 
The  following  should  also be npted: 

(i)    Costs  to  the  firm vary depending upon:    a)  percentage of in-plant 
production, b) scale of plant, and c) capacity utilization.    Tha 
size of the industrial economy and the stage of development have 
a profound effect upon cost decisions to make or buy particular 
components or parts. 

<ii)    Data applies  to a given number of model variations  In an 
industrial complex turning out other series and models. Pro- 
liferation in the product mix, without proportional increases 
in overall   volume,  would  shift  the curves  upward. 

(ill)     Domestic  price  structure,   taxe«;,   tariffa,   and   the exchange   rate 
vary  over   time.     Costs,  of  domestic  procurement,   which  loom  large 
in  the  production  bill,   are   influenced  by  obtainable   profits  of 
component   and  materials   supplier*   under   nun-rorapet11i ve  conditions 
and  by   their   relative   e f ¡ i c: l erv v .     Tax   (or   tariff)   increases  or  a 
lagging   exrhanjçc   r,*:**  v-uiu   «shift  cost   curves    ;pwat;.     '¡evalua- 
tion,   which   wait   ti.>t   uffs^t   ry  subservient   inervases   In   Sor.estlc 
prices   and   production  costs,   would   s:¡íft   the   v-jrves  downward. 

(iv)     Costs   reflect   a  particular  point  on  the   firm's   learning curve. 
Improvements   in  plant   efficiency,  other   factors   remaining 
unchanged,   would  result   in a downward  shift   in  the  cost  curves. 
The  same  applies   to  capacity utilization,  which may vary over 
time.     It  has  not been possible  to separate cost  differences 
attributable   to diseconomies of small scale  production and 
those due  to   learning,  but   it would be very  useful  and sig- 
nificant   Co do so.   1/ 

1/ There are s 
marV of eff 
learning. 
an ex tended 
malned  stav 

sector   .ire 
by  Ftledrii. 
tariffs  to 
productive 
largely to 

everai possioilities. One would be to use as a bench- 
id ency a comparable plant in a more advanced stage of 
Another   approach would be  to study   a   single  plant  over 
1'arning   period dvrlng which   ita  production volume  had  re- 

lè.     Learning  curve  concepts  applies   to  an   industrial 
the   basis   of   the   infant   industry  argument   fir-,t   expounded 
n   List  and Mihail Manoilesco.     Bota  advocated  protect!/e 
transfer   labor   from  low-productivity   agriculture   to more 
industry.    The classical  infant industry argument refers 
the development of external and internal economies of seals 
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w* ter . Mat-type ».hlcU« »J  ,  "'V*•!""10" <«ee below).    TM, 

«e high MtioMr:„„i„lt 'î^rn ¿•r ^r „?-7o°vehici« • ¿«> 
factured two models of small ùi „d?" •^    ^VIndl'° P1«« «1«° »Mu- 
over 12,000 units  annual^      Te 7ÍZ.I 'S• * t0tal out"ut °* J-t 
JU.C before the rupee w^^evalued bv .bout ^    "°° •î " "' *pr11  19"- 
to R. 7.50 - S1.00).     Ex-factorv JomLtÍrL^ " !""'  <£"B to 4"76 "  ^-00 

log  1ev.lu.tlon.     Thls ,eant tStlïïutîÎÎ^..«?*"?1 *í """"  fall°- 
Indian price» were 1.6 tia.es the «x-ïî«"„  Ï «""owing devaluation  the 

to foretell at this ti», what the J,  ,]ti?ct^ZTi'*?"    " l8 MíUalt 

net errect of devaluation will be.   1/ 

Ite fore devaluation 

After devaluation 

India 

Re  11,320 

R» 12,664 

lH£2£e «wtio 

*» 5,118 2.2 

** 8,064        1.6 

(footnote continued  from previous page) 

with Market  p.rcwth over  time        «»-M,» u       . 
eince  it „,,   laat  advanced nereis   ^^       *" ^  C°  the C°°C^ 
Standpoint,   intant   industries  ïre^tÎfï^ï8  T*     ^ " eC°n<mlC 

of protection   are   .ventui      -     Z     Justifiable where  the added  cost. 
where MrkeC  cost,  Z    " ¡   .^r^^  *»' added «*«<>«*   i«c~. 
tions,  or wfu.rc   th- ,H',I V *  " "*  tü  tax*s or Prlct* Vistor- 
case with  decrease;:;;'   Z^T   **'''*'*  ^^  returM'   M   U   th* 
new  technique«   or   to   „o^ '        '"   ?   -^ni^-ln  period   to  assimilate 

to   t/tp,„.d   the  rate  o l   production, 

1/       Actually,   the   h4i   lafi,ticnir       M 

«  a  teault  of   dewl nation Va. 'Yl, ' <T   ^t W°Uid  nor-»lly  **Pect 
cession   that   India  haa   been tidergo tn"     Ïh ^     " """^  by   the   "" 
thc   industri«!   sector   has  ^(   If average grovth  rate   in 
textiles  and  capital   B« 1 *   **"'"   "°  2  perC*nt   ~ 
the capitai   gooT^      3 ^^^  h"d hÌt'     *«""«  *« 
aggregate  demand   in  boti   the   *ubU     ì T       ^  Ä dr0p   ln  th<?   It!V«1  of 

constraints  have   forr,d  cutback!  í^  and.Pr -v^e  sector«.     Budgetary 
Because of   the   recession equipment   procurement  contracts. 

available   foreign  «c^V-f      ^    wT   laP°rt8  1S Uggln* b*hind 

liberalization.   Import   uLnY«  » K        '   **   *   F<iHUlt OÍ   ^W 
of severe   impo   t   riser.     W ^   ^"^  eMler   t0 "«•     »«<*««. 
now   porting"   in   e*c °     J^ «1 ' "*  'í^ ^ ^ '  "«*   "«•   «. 
recurring   foreign  exrh«n,, , n'«      " >,."^V8  * "^ ^^ » 
newed  demand   for   foreign   Y recession  la over,   re- 

fer  goods  ..y   r.lsno^s«r,
pX,COU;ied  Wth   T^   int"«1   ^"d 

advantages   initially gainltf^ va^^r ÍWBT"
1
"^^

1
" 

iÄ£IiiiS£-^^^5«_^^ pp.   127-12»!") Baranson,  h^nu- 
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INCREASE  IN PRODUCTION  COSTS AS A 
FUNCTION  OF  DOMESTIC  CONTENT   AND 
PRODUCTION  VOLUME 
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38. Another Indian manufacturer of heavy (eight-ton) trucks recortad 
price competitiveness with the comparable European model.    The Indian exnort 
price was actually 6 percent below the comparable European product île-' 
diately  tollowing devaluation, as compared to 23 percent above prior to de- 
valuation.   1/    But this was on a series where volume was much closer to 
European standards - about 19,000 in India as compared to  30,000 in Europe. 

MrXq£tqry„ P_rice   (8-ton  truckj_ 

l£¿la Europe        Ratio 

Before devaluation 

After devaluation 

Rs  30,000 

Rs  35,20t/5- 

Ra  24,800      1.23 

Ra  37,600^0.94 

/a      This  is the Indian price excluding domestic sales Tax" 
which amounts  to  Ra  10,000 on a vehicle of  this  type.' 
The price does  include about Ra 5,000 in custom duties 
and raw materials   tax. 

Zk Allowances  have  been made  for differences  in the Europei 
and  Indian model.     Dealer's commission  in  India is about 

tan 
about 

percent,   or   Rs   1,800,  as  compared   to  12.5 percent 
or  Rs   '• ,700   In  turope) . * 
half   (3 

59. ^     An   earlier   study  or, diesel   ,..„>> i„(.  manufacture   in   India   reveals 
two baorc   cause*  of  hiRh  <obt  structure   In   that   country:     a)   a much smaller 
acale of  production   relativ-   to   i.:.terru. t »n„al lv  competitive   plant«,   and   b) 
high  procm-eneiu   costs  of  Materials   an,:   pan,   also  produced   In  «mall   «cale 
plants   under   a   prou-et iorlst   r^Jme.   2/1 c  est   nearly   three   times   a«  much   to 
produce   a   diesel   enKine   in   india  an   It   did  in   the  United   .states   (Table   14) 
Although   direct   Labor   cost  O.f,  as  much,   procured materials   and  parts,   which 

TTl T'      '   P"rCent  °f  the e,lRtne   V3lue»  cost  3-J   tlotìS   U'S-   equivalents Ut Ra   4.7>   to   the dollar). 

Latin America 

60. in   the analysis  that  follows,   production costs of light  vehicles 
in Argentin«,   Brazil and Mexico are   compared   to  those   in  the  United  States. 
The same   set   of  data   is broken down  in   three ways:     Table   li  compares domestic 
costs  with   Import   costs   and   then     ampares  cost.',   net  of   taxe*   to  arrive   at 
the  difference   In  resource  costs.      raDie   it)  aualy,:e9   ,0(it   lfU;r£3nent8  aa   Ä 

function  of   domestic   content.     Table   17   compares   the   cost   element«   of   labor 
materials,   and   indirect  charges. 

61. The   cost of   light   truck  rnanuiacture  runs  2 . i   times  U.S.   costs   in 
Argentina,J/   1.7  times  in  'kazil,   and  1.6  cime.«  in Mexico   (Table  15, 

y 
y 
y 

See  footnote 1,  p.  26 above. 

See  Baranson, Manufacturing Problema in India,  p.  88. 

See also cost comparison in Chapter VI on Argentina, paragraph 79, 
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COltan luì.    Cost differences for pausender cam -i-. «w,... -v 
£to«obvloua body differences,  th^STc^T«^^ ta ¿TEoXÍS. 
of lignr  c,,U ,nu paaaenger cars both m tetms of exponents ïnd oeí^ 
.«rt length of production runs  (paragraph lb).     aiuBm ^givel doletïe 
source C08,s  per dollar of foreign exchange saving - which Is^etL.. 
referred  to as  tíw "Bruno ratio" or the ahadow , .te'of e^íle    " ÍÍT 
for Argentine cars,  it cost $3,922   (pesos converged a, oiUcUl rata aì 

2'Û >o  ••-!•«; M "\   (coIur• u>      lh  s «eau., a peso valued a*. 
¡t  350 «oIr e  u ï    ít"  ! 'ïrtlWe °f P">c•*^ vould have to be   valued 

ÍÍ¿<«"Í       • incidence of  t^.cs on automotive manufacture is higher  in 
Utin Amcr>ca   .hau  In   • :ie United  states,   re.cureo co.t differences a« 
•owewhat   lower  r* in those ah-vn   t,. column hi. "rrerences are 

truck,    n rírft  Î flr'  TflDie  U 3hewman''facturlng cost  increases  for light 
«rnd^ - IT-3 SS  a  function of doncaMc content  2/  for annual 
Produce   -uns     cf  bercer.   ÍO.OOO and  30,000 vehicles per year.     Implicit 

in  the njneracn    md   tno  soiled  dation allowance  given bv  the  overseas 
price       V      ?'*  T"ti0n  all0wan-s   characteristically are well   below  elf. 
o     ^i,:',,T     VnCreMl!"   ín   •iroductlon  <^ts   occur  at   the   integration 
«or,ï    ..*;; V"   n°  (^^'^      (particu.arly   ii,   Argentina»,      Sheet   metal 
Tab'e   ,6   7,,','. 7'  f 'nw'^*-'   -ubs^ntuü   ,-oi.t   increases,     Loiunn   ij   in 
of  c    ,     ,    r     T\Cl       e   "iaKIlUude  üí   í ^stwt.it   in  equipment   fur   manufacture 
îhe   in,', ?ar   *   a;   Pro?r"siv'=  Ph—  of  domestic  conteut       Thev   are 
t     u     /     :or   I;:f;i-^°^   ^rts   °«<^   *»'•   "-owe,   train"   (engine  and 
traujm.s3.on;,    «Lid. rru, x.  up   -bout   20 percent   of vehicle  value. 

y 

1/ 

3/ 

in 

K,   r¿fi'.Snce  c-j   ïhadov rate  computations,   nee  Michael Bruno,   Inter- 
?^:^-n^YH^ i» Trade  (JerusaTäTT 
^^.),   P!>.   ...-ii-ilj.     Thi:;  rat.o iG  closely  related   to  the concept  of 
li M  Prote''Llon'  which  is  defined as  tlu:  extent by which domestic 
prices 'me*üjre<l   1" domestic price»)   exceed«  value added  at  world 

Doney,t,, codent   value   <s derived  f•. local  prices  as  a perçant  o: 
uotot  v-hl-c  cost,  which give  i »dices of  value   (colunni h    H  and   12, 
wanted   icrotd.n»;   to  the domestic price base  in columns   .:,   6 and   S,. 

^' CCSt °r  hiKlllV P">i-ected  components   in  the various   stages 
contribute   to overstating local   content shares   in  tenus of interna- 
tional   u.i.î . )  prices. 

The  "d,letica allowance^  is   the amount deaucted   from  the price of  a 
c.tc.d.   Kit   fo:   the  parts  no   i on«er  importad because  they are  to be 
U'PnTTJ  ';K:raestica^y-     For  example,   tor a   complete kit priced at 
tt-.i     I         yj peicent  vaJut nonnaily  priced at   $bu0 wete deleted only 
*M ni.^t   be  credited  as  a  deletion allowance.      Thus,   the residual 
price  ulii  60 percent   kit wou,.d  be  $1,500   (in place  of   the $1,200 
one wou,u normally  expect).     Ueletioa-allowance  amounts are often 
Dased  on marginal  production costs   (which are well below average  total 
costs  p.us profit).   
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MANUFACTURE^ COSTS IN LATIN AMERICA 
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43. Assembly of complete knocked dovn  (c.k.d.) sets involves only 
aoderate cost  increases   (Table  10, line 1).     In fact, beyond a certain 
«cale, decentralization of  as, erat ly plants  close  to consjcr-er markets Is 
often ecrriomLciiw  •*-'.\-s ii.ge><is       hur   it  must  be  realized  tnat fit   the  pro- 
duction runs required bv  e-m  T.O largest rirms now located  in developing 
countries,  veh ciet;  a«,:>es-^ : cc overseas   fro.-,  c.k.d.   units are a-, o re  costly 
(3  to 10 percent  nor»-}   than  co^p ' eteiy   Du1.lt   up  units.     There  are   30 to 
40 percent H.vnn^s on  thioplrig  LV ts   because of   .::;*• smaller  freight  volume, 
out   these savir.ga  art-   . ftset   tv  ,-,düe-j   cost',  of  ruht proofing  and packaging 
against damage   'i.  shipnl r,v .     Ae »eirbl     aru!  pa-.ntj.ni;  »'enerally   cost   slightly 
acre over se.is   than «Hove-:   ar  a  /elei, ion  factor  by  the manufacturer       For 
low-volutr.e  producers   in  'iv.den,   upecia..   handling  ano packaging costs more 
than oftcet  slight savings   Ir. as*.«;>blv ( o«« » s.     Firms,   .ike  Fiat have  special- 
ized  in c.U.d.   of(".it'oiis   aad  have, mana^fú   to  rtduc«  cosu,   to  a minimum. 

¿4. T.'.'Sfi,   t>.-itterle> ,  ungine  fluidi»,   and  f.l.it glass are  includea  under 
mandatory part,   <U   Tunic   \t,   lattgory  :).     These are generally  Items 
manufactura -¿   lo'a,   v   fnr   the p«rtá  rp placerían market  <;v :n  he .ore  domestic 
manufactura of  nm   vfchio e*.   ¡ :;  unacttanen.      Iteras  such as shock absorbers 
and   '->•<i' I   stamp Ln.^    (category   J)   can  be supplied  with m ¡.uLm^n ciudi tion&l 
investment  in  productií.n  capan'.iity  ana are of¡cn prouueed by an estab- 
lished supplier ¡nan:jf.icturi:.< r   similar item for  refrigerators or other 
consumer goods.     The   forpj.u». cu   casting add machining of engine,  axle or 
transmission pares   'ct<u-r,v   ',  o.-n!  b.i   involves bo-a substantial  invest- 
ment  and (v.nutartut :iig  i'.r. »w-hov.     in   the I. a.   thure  ta a  narrow differouce 
between  r»upp*ie:   <.o;,ts   i:   .  W'..J*   il  vouic  C3r.t   to  nüm/artere.   tne  i tran 
oneat-lf.     Tn developing  (.•'untrit';,   in-plane   cost:»,   especially  at competitive 
scale,   tene   to  be mu.:.,   h wer   Mi, .i supplier   prices  -  the  joint   result  of 
protectioniuf   p.*cf". ::.  ani    t»unnica!   inr-f f i.. : ency .   1/   ¡;.   iar^c   s*iie,   com- 
petitive econi,:r-ifis ^ ¡ ¿h ••,/t>i 1- d'.'Vi lopf'.  supplier  '-apahil ities ,   specialization 
among parts n an.itaci UT < : •;   ; %   >jt;i  Pasible  ano  ,IúV mtagec as   vp'.ras rapii  52). 
The   risk anJ  ur.ee:'ai;    .   of      ¿rk< t^   and producción   i .i lu-veìepinp, economies 
inhibit  lnvc^trr.-Tt'    tri  ,i..rh'  rui-ifactvn-in;;   planes   (y? er,  they  are already 
manufacture   locally,   even  i.i  . ¡   .i   -, CUT/, what  Higher cost).     It  is generally 
necessary   to  persa;/,,   pa   ts  mnnulact urers   m   the  hum.' count rv   (often with 
long-teri contra.:?     sf-ai ¡inc-s1'   u   .<.cauli sh  .¡ ; anuía, t unng  affiliate  in 
the  developing.  :uunt:>,   partirui^rlv   In   <•»,. n   ir ems  aa  w.»ecl   drums,   brakes, 
and  axles   (catev-urv   1)%   («ri-.v,   in W.IK'I  rtot e s tic    ,uppiier>  generally   lack   the 
requited  capita',   or   recrmieal   oapahtl'tv.     Sheet  rn.-trjl   to'  vehicle   bodies 
(category 8)   involves  the  h«avi<-st   investment   cuWiiitrjent? by manufacturera. 

65. Brazil   is  considere/   rite ee.-st  «.curclng   area  front  the point of 
view of price   md quality  UL   ^ur.:has*iri niatcriaii.  -.,\n parts.     Tue "closed- 
border" rule  In Mexico,   jne'er which, a uanufacturer  .s  forced   to purchase 

1/       Volvo's  SUCC^8J   in aianufacturinn  relatively  low volume of passenger 
cars  for   the domestic  and world market»   is   in large part  attributable 
to corporate capabilities   to design and engineer automotive parts, 
which are  then sub-contracted to uome3tic suppliers on very narrow 
aergins of profit,     «tolvo has  followed  this pattern for over 40 years. 
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c«u..:    a) the domestic mark« Tu^rtTv M       "/"** T* '^"tina'a be- 
longer and have in «r.ny casealreaïy ^tti *??focLure" ».ve been operating 
-«it that is still in »cod ¿Î nTordeT   IrA '¿¿IIS? C°,U f°r 3<ulP- 
manufacturers have htd c lona*r »L7IÏ Í" ! Braxillan automobile 
quality,  and reduce cosrs! Vidi Iti It £7*' 8"P>Ue»'  ^°- 
Mexico,  in contrest  co Argent L, Mv~      so b^n^08^8 in BrazU *nd 

keeping suppliers'  profits   (ar.d end-product ÌT, f"/*0"'"" factor in 
tendency is tov,rd a" further proliferation of VIM f"^, Ï" Ar*entln*.  the 
facture«,  in contrast  co «„Ln e "        t    - u^1' *nd part» •«*- 
ing the number of válele ?o^ï. andlttr^Mn    ,      ?Uf    Produ«ion by limit- 
parts production. attesting to stu^.v.dltc components and 

nth cests^i^ iîi^rASr^iS ÎÎ7"\~^-«-I t. 
of materials rnd parts, Mtî.Cx n- <><,W '.'*?,!t" U loCfil Proc^«nt 
In Asentirá,  r-;rr-r-     .. -  -,^t.'. "   '""        F       f>->->-¿ ov crr:-y hirh Import dut'« 
constitute Ptout  7^  .vr—t',-  "^r\   " C^^2  ^3  tjl •-' L'.S.   costs  «nd  they 

Adrùiniacrativ«  „nj selling ce   ^ :a-.ii 
<« to 7 perccat rf i.-tr?. cost-;) arc tu 
higher in Arg em in.. 
average about $12G - 
in the Unitfd L't^tej 
times a 

ic e 
)>«•->•-•  'r r; —r.«^   -     i --- ~ «un   ,u  times 

• vrîHci« in^tn"^ rXCian%  ^P«ci.,slon  losses) 

>  in BrÌSÌ .V2ia•?5f!"lrn «" al- -«IT  three 
<:„.-,, 

times a:, ;.u'ch r - ve'iirlr. in  r» ,i   ^   "•^"aurn are also nearly 

produce v,¿:;srííS%K:^¿^(s;-•:Jdevably sra"Ue5: 

^-oduct'o^ fL.T •1;f
uf«"-'«^  increpe r,„.id«.-bly at low,, 

"aPr"n ;.-:^. Í!'I!P.eCn flm reP-tGd  th* ^13ovia8 investment 

67. 
volumes o 
coats for a r^all pr-î3«»r gr.r  cer: 

Annual 
Production 

('units) 

180,000 
60,000 
3,00 

_Iî;DFK F/rron 
-n;-•-. ttóint: 

? ÂV.S.0 
75.0 
25. ^5.0 

1.00 
.33 
.02 

Trvp^ment 

1.00 
.60 
.20 

Inveatc.:nt 
_nnr unit 

1.00 
1.82 

10.00 

-intai«. ,.„lul
j^t; „:^v '^ ^ ^ «.s. «d.i.. x„ ord.t t0 

th. older tody wit,, „.'ll.r , in:!» 8  S-" r '%"'•'*'*•  " •"»»'«t»« 
retain th? 19', 3 d-^l-n -.Ml ioV°   .  ,    7' 'olk8»!lP.''" in Mexico will 

pnce to pn„for th.-'c\;ít-íi J;í;.:„Mr
v^v-rtíc "',"""'•c"" '"a 8n*u 

«at«  ^  ^  -      ,     , ' *>-MA  ^../i.i;ç.     vari-',tio-,ir   in ?v< »<-i rv  unn»«f<n« nake a rCi?t * "f-l«; nii^r ,Mf(.. , -<r   uii»/  utilization 
eo»tlt»t.0   fix d :„ ?s       " "lu"    r3""'0'  th*,""U »"«"«*•  '"at 
«ntage of outSldo pro'cœelc«.    hi "  '^  " '  fll1C3 wIth a hl8h P«" 
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GOMftlE&Oti OF COST  ELiiMEHTS 
IN MAMUiÂCTUfîS 07 LiCIiT TRUCKS 

U.S., A::-3£WT¡NA, SRAZIL AMO î.OCICO 

JANUARY 1937 

U.R. 
ADMINISTRATION AMO 

SELLING  2.8% 

SKOAL TOOLING 
AMORTIZATION 

IJO% 

fMAn,ACV 
¿'»»OVE'', E"> 

'     I* ° '. 

...TlIfiF'T A.;0 OTHSR 
¡,v:.   : '". :; :m o.i% 

0 7ECT LABOR 
10.3% 

^CïNïiNA 

.'»/> > '/,//y 

^ 
1.4% 

A><A 

7 // 

upcfrr 
12.0% 

sMk}/''//'?/-' 

$1,650 p;:.î V:-:;:CLE $4,0C3 OC'? VEHICLE 

C.lAZfL f.:^:CO 
A.\ 

4.£vi\(     (/ 

3c<\ :^   ' ^ 

A     \   l'  ' A"''::Ä\ N     \ l     '>'- /•••WA\ 

•• '.', -'   '••''/,'•/'/'• 

»«POUT V^U*?" 
4.3%    V.».^/ 

, - - ; i / 

•'.C'a /S.6% 

¿<- 

2.?"W 

SOURCE SM Text i7 

V'7/ •'•"'A' •• '//'>/'/ 

,,.«      WT\ilM -   T *x <-/// '•>/ ///./7 
.3%     X^%^^V 32.3': 

',» 2,*3J F~R VEHICLE 

^yssSflfl 
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fi.    THE AirrOMOTIVE INDUSTRY IK ARGENTINA 

tt* The Argentine  industry has developed largely  in the past decade 
under a regi** of protection and progressive import substitution.    Approxi- 
mately 200,000 vehicles are now manufactured  for the Argentine market.    Prior 
to devaluation  (196/),  production costs were running abo-it  2.5 tines a con- 
parable duty-free import   from an American or European plant.     The basic reason 
for high costs   is a market structure  about one-sixth the size of Italy,  in 
plants that produce at about one-tenth the scale of most European plants.    The 
proliferation of plants  is further compounded by the wide range of models ana 
makes, which  throws s heavy buruen upon supplier industries  to furnish an ex- 
tremely wide  range of component«, and  parts  for a market of this size. 

Development  of   the  Domas tic  Industry 

59# Before  195S,   7S percent  of   the motor vehicles consumed in 
Argentina were   importée]  with  foreißi.   exchange earned  from agricultural ex- 
ports.     Subsequent   balance-ot-payment difficulties restricted  imports of 
commercial  aid  passenger  cara.     Under   the Peron regime,   the   import of motor 
vehicles  vas   a   licenced   privilege.     The provisional  government   that   followed 
Peron allowed   the  pubi it   to  import   cars  subject   to moderate   surcharges,   but 
the Prcmdizi  iiovernoient   r.harplv   inc.rea.sed  duties and  encouraged   the develop- 
ment of  a domestic   Indus trv.     National production was  given   its major   impetus 
by  the Government    '••   te>-  of l!a*ch   1959.   Under  its  provision-,,   domestic 
production  hat   expanded   nearly   six   times   to   the  point  wnere   it   now  supplies 
99 percent   of   Argentine  demand«.     The decree <.Ì30 provided   fur progressive 
increases   in   content   of   natlonal  components  and  part«   (tíO percent  on  trucks 
and 93 percent  on passenger cars  by  the end of 1965).   1/ 

1956 1965 

Imported vehicles 17,700 1,100 
Assembled  in Argentina 5,900 194,500 

Total vehicle consumption 23,600 195,600 

Imports  as a percent of 
total   consumption 75Z IZ 

Source:     Table  20. 

70. Mercedes-Benz was  che  first major foreign fina to establish manu- 
facturing operations  In Argentina  in  1952.     Their production plan provided 
for the development of domestic  suppliers of components and  parts  and the 

y      Decvee No.   3693,   issued by  the Ministry of Industry and Mining,  later 
revised  in August lt>61 (Decree 65o7) v. th subsequent amendments 
consolidated in the May 1965 Decree No.  3642. 
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»rogree.iv« integration of national »art-. <-*~ «<    , 
Kâi..r Argentina (IRA) beg^^i^ìn 3ssfta£Jt"**?" **•«• 
•wt fro« the Kaiaer plant in the BnitL Itili « *?*? Purch*"°* uaed equip. 
fciliti...    In 1963,  they bîlït tSSï oU «î* l0?udlB« th«^ own for¿±í 

th.it own production faciliti-.   they^. ^." ! î    "^î*    ** *«l»*'i«« 
quality parts in the., critical  it«.      £ iî    , continued gupply 0f 
Gjn.r.1 Motor., Chrv.ler   «d' eveTLui *££ ent" "f í«•-  ~«,  ^rd, 
31« di Tali« w.. purchased by Kai.eHnd íhííííír ?    ,h' ficld-    In 1965» 
1967, Ranault acquired the coîtrolîiVStSÏS L^erT •'    U Ju^ s    "«we m Kaiser (paragraph 35.) 

Growth in Dome.tiç Demand 

Om«.hip density increled fro« Hl^*£* .verTS* A° ¡*' pMt dtC*de' 
one for every 14 in 1965. êr7 32 lnh«bitant. in 1955 to 

Argentine population (ailliona) 
Jegiatered v.hicle. (thouaanda) 
Population per vehicle 

1255 

19.1 
60.2 

32 

1965 

22.4 
154.2 

14 

Source: 

Average 
annual 

irowth rate 

1.5Z 
9.9* 
8.21 

Asociación ¿«I^HC^TA^^ 
267. 

•ince 1960 measured in conetant  D..u. Il      , declin« in automotive price, 
»and. y    Crean  ten»    veï    "so'eLed dur^tM^1^!* t0 ^^ *•' 
were lowered  and the length h  "    ,1 ¡ g„      ¡/"^  (c"h do• P-Y-nt. 
•«quent increase ln „eia. tax.    on ZllZ 1 * ""  exr*nd«d>.     The .ub~ 
with Government effort"" rêduL  V ?      g      "^ in "rl* 1966 *"  i» Une 
duatrial  re.ource«  to^thL «ctor.        8° ^^ d,£iCit8 *"d «*•— i- 

2; output1^'î:.:^^.;:^ í9^:r% th*vM *9i*foid *»««- ^ 
195,000 in  1965.    Th^r««.«^• °" *b°Ut  33'°°° ln 1959 Co 

P«cant,  among  the hilhlTt T, tîT"8* an0Ual rate of 8"wth of 35 
Measured  i„  tîr£ oî îX added    IZ        ° ^ PMt deCade  (Trtl« U>' 
even higher  -  ar, ^ÌZrlT'r.£\7 7 P* rc""^ ^T* thlY«*' «• 1 ^   percent.     Employr--;.t  during thi. 

1/ The vholesalt price  IruW m««.   wn 

«nt.     Ihl. n.«ns that l¿ VtlttillVr,        , lncra""i bv »"ly  « P«- 
...aur.d  « „„ta«".luí u«     í      ° 0',C"" "   the ""> °f **« 
iteli« My be Wl^l^ /" bel0" th' Í9W level-    ">« 
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period roe« only three time« - largely due to increases in the scale 
«¿production «long with some productivity gains.    The average annual rate 
of in vea teen t in 1960-64 was nearly ten times vhat it had been in 1956-59* 

1956 1959 1965 

Vehicles Assembled 5,900        32,800      195,000 
Employment 3,700        11,600        54,600 
Value added  (niIlion U.S.$) 46 465 

Average annual investment 1956-59        1960-64 
(million U.S.$) 5.5 54.1 

Average Annual (growth Rates 

,» 1956-59 1959-65 1956-65 
Vehicles 75%                    352 46Z 
Employment 46%                    17% 28Z 
Value added                                    47% 

1956-64 
Investment 33% 

i —.   -i       • «i.,     i    ——————i—.»». 

Source:    Table  18. 

Present Structure of the  Industry 

73. The Argentine automotive  Industry operates under severe dis- 
economies of  scale       In 1965,  Argentine production amounted  to lese  than 2 
percent of U S.   output.     There  were  li manufacturers producing over 68 
models  of  car«  ami   trucks.   1/     The six major manufacturers   turned out between 
X3-0ÛU  and   V7,00U  units,   Séven   others   totaled between   Si\¡ and  6,6üü each 
(Table   19),     There   are several    thousand component   ard   parts  manufacturers 
in Argentina,   manv  operating  out   yt   small   garage   sht,os   as  a uh-contractors   to 
larger   parts  maunfac t urers .     Chrvsler   alone   reporte;!   I ;.-UU  .suppl ier-vendors 
in  1965   (about  one   third   oí     hese  were  dual   suprliei   «nurtes). 

74. Intenwi f í ed  competition  has   lead   to  a proliferation  of makes  and 
Styles   and   frequent,  model   chan^eo^ers   (Kaiser's   line   advanced   from  4 models 
in  1956  to   22   in  19b j).     Little  or  in.  el fort  ha«   been made  to  standardise 
vehicle  elements  on  bodies,   chassis,   engines,   transmission,   electrical 
equipment,   or  brake  and  ciuu h   systems,  and   this  has   compounded   the bftsic 
difficulties  of  small   «caie  product ioti.     bach manufacturer  has  also  insisted 

1/       Aside   frojn  basic differences  among passenger  car»,   trucks  and  buses, 
and a  variety  of   oilier  commercial•type  vehicles,   there are   the dif- 
ferences   in  tvpes of   engines   (horsepower,  cylinders,   gas/diesel, 
etc.),   cooling  systems,  gear systems,   electrical  systems,  wheel and 

•  tire sizes,  chassis   types,  various body sizes and  shapes   (and number 
of doors)  spring suspension systems,  axle widths,  brake systems,  etc. 
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upon developing his own suppliers, so that there «re often ss many *a half 
a dozen suppliers even for such parts as radiators and batteries.    Model 
proliferation adds to plant tooling costs and Increases the burden of tech- 
nical assistance to parts  suppliers  (see paragraphs 108-110). 

75. Production volumes  in Argentina are  low bv world standards    which 
means  that Argentine plants  can only affr.n! ningle pieces of exoensive equip- 
ment  that must  then be used   for a  variety of  purposes  in order  to minimize 
capital costs per unit of output.     Thi*  results  in considerable down-time on 
equipment.     For example,  heavy body dies  for presses have  to be changed on 
several successive short runt, of  the 20 to 30 body panels  in each passenger 
car or truck model.    Another approach to more effective use of installed 
equipment has been  the extending of model cycles  to as long as  7 years 
on engines  and   3 years on body design.     Low-volume  equipment  is used 
wherever  possible   lor   the  manufacture of components  and  parts   isinglr   •> t •! 
tion,   rauiu   purpose  less-automated  equipment).     For  example,   portable welding 
equipment   and  riveting  guns   arc  used   /or body   assembly,   rather  than   the 
heavier automati,    equipment   uscù   by  assembly  p'aata   in Detroit.     Almost   »l- 
ways   this  means  higher   unit   capital   costs  relative   to mass  production   tech- 
niques   in   larger   plants  elsewhere   in  the world.      Inefficient   plant   utilisa- 
tion   is   in  part   -lue   to   the   econo.nlc  recelions   that   have   plagued   ! lu-   Argen- 
tine   economy.!/   ¡hiriup,   periods   ;f    iownturn,   automotive   firms   «re   forced   to 
carry   underemployed   labor   anu   idle  plant  capacity,   and   this  inevitably   raises 
long   term average  unit   costs.     Firn,  estuiate   that   utilization  varie«  between 
20 and  6U  percent   in  "bad"   -/ears  and   70  to   3o  percent   in   "good" years 
(Table  20).2/ Y 

76 The production cutbacks  ordered  In early  1966  further undermined 
efficient  plant  utilization   (see paragraph 71).     Production dropped   from 

1/       Economic  downturns   tend   to occur moro  frequently   (about  every   3 
years)  and  with greater   intensity   (-L>.5 percent decrease  in 1963 aa 
compared with  8.6  percent  growth  in   19o4^   -han   they do   in more ad- 
vanced   industrial   economie:;.     myrlr.al output  of automotive  vehicles 
has  varied   fr.a a   1'2   percent   increase during  the Ì959-ÒO boom period 
to a  19 percent  decline   <n  1962-03   (Table   ¿I). 

2/       Production  at   the   Kai.et   plant  slumped   ^rom  a   peak  of   1 "J   vehicle«  a 
day   in   19b0-M   to   HI   ,t   ,j.,v   In   //o3,   then   Jumped   back   to   200 a day   in 
1964.     Such   vari.it ion«;   are  bound  tc   increase   n/vr,iKe   projuctlon  costs. 
Utilization   estima'es   depend   upon whether   equipment   is   normally   used 
on  a  one-shi it   ui   multi-.!.lit   basis.     :j>'8;(   uli<',   to  a   lesser degree. 
Fiat   have   equlPi>ec   t|,ei r   pi.i-.ro   for   lhn.,,..,h   ,,   , p,., .,, Unm   (TablJ   2Q) 

At   the   Ford   Pl;,nt ,   TIU. .   was   rq^ipned   ur,,iv   f.-,r   rl  one-shift   opera- 
tion,   utlll/atlr-n   oi    .a.-.tal   < d.   -ip^ir,   dipped   r,.-   U,   H   percent   for 
trucks  anu   H.l  percent.   U.¿  .-.ars  dorin,>   t >e   l '-íO i depression  and 
Climbed   hack   to   ,'¿.4   perct-.i^   .¡nd    ' o. ,'  percent   r '-ispectively   in  1965 
(Table  22).     Capitai   to  output   rttio rose   to  3.4  in 1963 as compared 
to  2.3  in 1964;  and  there were  3.4  employees per 100,000 pesos of 
value added in 1963 as  compared to only Í.5 in 1964  (Table 23).     Dif- 
ferences were even more marked at Chrysler,  Fiat, and Mercedes. 
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195,000 units in 1965 to 160,000 units in 1966.    These cutbacks were in- 
evitable in view of Argentina's deteriorating balance-of-payment difficulties 
toward  the end of  196Ì,   but  the economy had to  pay  the  additional price of 
reduced production efficiency.     At  least   '  years   lead-time   is needed  to 
prepare  a realistic, production  pian   for adjusting  to such  drastic  changes  in 
production quotas or  for   integrating  new components under  a   revised domestic- 
content  regulation.     Industry was  informed  in May,  1965,   to  plan on cutbacks 
in January,   196h,   but  no one  realized how severe   they would  be.     Considerable 
time and  resources  were   spent  in complying with Government   regulations  and 
report  requirements  - as  much as   12 man-vears  per year according  to one   firm. 
The  turnover  in Government personnel   issuing administrative ordere  further 
compounded  the problems.     Not   the  least of   the difficulties was  the inflexi- 
bility on the part of  the   industrialization  authorities  in  allowing individual 
manufacturers  to adjust   to different sets of circumstances.     For example, when 
Bendlx Brakes went oct  of business  in 1963,  Chrysler was  fined heavily because 
it  was   forced   to   impost   braxe;;. 

Supplier Problems 

77. Automotive manufacturers  experience great difficulty in obtaining 
an adequate  supply  of   required  components  and  parts.     Quality has   been de- 
ficient  on   audi   itenn-;   as   electrical   equipment   (spark  plugs,   starters,   ignition 
coils,   distributor';   and    Air louv.   instruments).      Difficulty   has  also  been  ex- 
perienced  with   f   iv •• i i>>!,:-   a cd  c.iscing:-»   (eH,;ec tul i v   diiiiiluum  castiugs   and   iron 
engine   blotks),   <hnniu    .> 1 at e.i   Heins    forili   w..rk   and  hMnpera)   and   various 
plastics   and   yh.yl.   (1¡,   sunn-  • aye »   M v.'ítini;   to   paper   . overe.,1  wires  has   proven 
more   prartfc_.il   an*,   ( he,,pei ) ..     Musi    body  n.an-it at i ur r r-    have   ua.i   to   import 
sheet   steel   <•<   tue   . vpe   ptoilured   in   Argentina,   because   the   local   product  had  a 
high-re jettinn  rat»   when  used   in  the   heavy-duty   stamping presses  due  to  sub- 
standard  duct ili tv. 

78. Except   for periodic  shortages of  critical skills   (e.g.,   tool-die 
makers  and skilled machinists),   the  recruitment  and  training of  industrial 
labor has  posed  no major  obstacle.     Workers   are  cons idei ed  vry  skillful 
with   their   hands   (.by   international  managers),   and   there   is   a  good  supply of 
technical   people.     There   has  been  a   turnover problem vif'   »"he   rise  and   fall 
of   economi)    activity.     Many of   the   technicians   trained  l>v   ?'e-  aut omoti\ e 
industry   are   lost   when  work  falls   off,  others   :_ave  gu> e-  oui    and  set   up   their 
own garage     perations   to   produce  components  or  parts   for  the   industry. 
(There   is  a  strong   inclination  among  Argent in i ant,   to own   their own business, 
regardless  e i   the  opportunity  cost.) 

Comparative  Costs aid  balance-of-Payment Lftects 

79. The  analvsifl  of Argentine   costs  appears   in Chapter  V.     It shows 
that  a  light   truck   (or   comparable  passenger   car) ,   which  can   be produced   for 
about   $1,660  in  the  United  States,   costs  about   $4,100   to manufacture  in 
Argentina   (or   ? .*)  times   as much).     The  basic  contribution   to high  cost   Is 
the procurement of materials and parts  ».hat  are produced in  very short 
prod'iction runs or  have  a high mark-up due  to protection.     Procurement 
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part .such as a  camshaf?,"which haT    K o    ^o      ^  ^.f^I^^^^íf °" * 
is produced  largelv by  automatic   equipment^  the  UniMÍ? "*  ^ 
to hand-machining  in Argentina  torlo    vö urL s      Ot  e    hi '    "  C°ntra8t 

elude pistons,   starters,   and  clutches   (TalZ% high-cost items  in- 

80. The above  figures on  comparative costs »r* r„„w 
sei: of data obtained during  the field mi«i«n\    !      ^rroborated by another 

factory prices)  of cars and c       in ArgenUna aîerlT:    ""? C°StS  (^ 
those in the United States  (Table 2  ).     Kai'er  renoíteVHÎÏÏ      '  '**" 
on the Jeep,  which sold  for Si  ix« <n\ 

reP°rted a difference of 1.8 

United  sui;.   (Table     6,       Buri  .s" ¡ g^^l^^  to  $1'728   *»  "• 
livered price  va,   2.9   r Ls   i       u  "  • P  Í P*«s«nft« car,   the  de- 

Prices,  which  allow  special   iíavL'i.^rr^r   •f.^^^^ ""»» 
IKA was  able   to  deliver   a   leen   m   <m  „M. ,      ;avorable  «change   rate, 

»,707. i/ or SU,,UL 
ru:j.r hrf

ai. 'rr1! :t
u;r:rlc=rrrtrtur 

^ major   consideration   in  Pnirrin„   »-i      ( 

was   to  conserve   ÍOr,í„„   exch «2       r       r  M        ?       "?"  suhslUuti• P^gram 
decree was  tnat   s-.b.t « t   *?? r\ -Y behlnÜ  the  m9 '»"Motive 
vehicles  would   '-       ,a'        H       ""-'**«   in  domestic   consumption of  automotive 

expenditure       H   , ^  lt T/'f'^   ^^^   ,n   iorei*» «c^e 
cutbacks of ^ r :: ,:i °::í8" rcnanse burd*n torced u<e ^^10« 
33,000 vehlri,,s'in   ,   U    (      T"iu  XTYs  ""Y production  » •" ^ 
exchange   bulden ,„,  v     /    t' "^   "^   '  "»  <^   Increasing   che   foreign 

Actually,   the  burden   ros,   to  about   US  ¡Ito li ,ïî       îY\ ""   '"  milìL•>- 
for  remittance,  oí   earnings). ^   ÍWhldi   ilici^ **> million 

12*2 1965 

1. 
2. 
3. 

4. 
5. 

6. 
7. 

Vehicles manufactured (number units) 
Value at: c.i.f. cost (million) 
Value at Argentine costs (million) 

Import percent - Planned 
Foreign exchange costs (US$ million) 

(line 2 x line 4) 

Import percent - Actual 
Foreign exchange costs - Actual 

(US$ million) (Line i  x line 4) 

32,00'.) 
$ 75 mm 
$134 mm 

34% 
$ 26 mm 

562 

$ 42 tuoi 

195,000 
$449 mm 
$796 mm 

10% 
$ 45 mm 

292 

$250 nun 

Source: Table 27. 

1/ 
2£ìrH      YT exchan*e rate of 2" P"08  to  the dollar  in December  '665 
which would have corrected  for overvaluation as  reflecte! in ^e      I 
of domestic prices since  1958/59 as compared to percent chanjs i - sur 
sequent «evaluation.     At   the official  race,   the e>. o " * " •" 
(Table J  ;. • ce 
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Corporate Eftrnj-n&g. 

«î în the year*,   immediately  following the 1959 decree,  firms were 
able to earn substantial   .rofita on the allowed 40 percent   Imported content 
t wh ch  tZ dutv  ave«K,d   i<- percent,  a.  compared  to over  150 perçant  pro- 
tectÏôrfon assented  vehicle..     The decline of consumer prices   (netting out 
the  inflationary   trend),  coupled with  rising  coat,   as *   iunctLon  of domtatlc 
cogent    han  ptobablv   r.-.eulted   In a narrowing ot profits   for successful  tima. 
initio  which was  ,   -Rood-  vear.   profit,  after  rax.,  ranged between  J and 
0  percent of sal,-* and  2u  to   *«•  Percent  or   shareholder s  equity   (Table  28) . 

This  appear«   favorable when   compared with   corred   earMnga by   t;   b.   auto- 
«otive firn« of   '.   to  8  percent profits  r,n  »lea  aft«r  taxes  in   i964/65 
and   14  to   24 percent on  shareholder's  equity   viable   2lj).lf 

81 Reported  earning:,   vat led widelv  among   firms,   from a  high of  13.7 
percent  on  «ales   ..iter   tax,,   r^ert^   hy   Flat   to a   ?.5 percent   loas  reported 

by  Mercedes  Be.,..   (Uli.-   •:")•      ^*-    '^i;'    !'"'  >'''*«  ^-'   •";   *ffs«ft   ^  K_ 
tax  write-offs,   so  that  tru   nei  gams nave  b^n  substantial.     Kaiser probably 
did well  until   late   t9bS;  thev got  an early .cart,  developed essentia*  parts 
production  capability,  and  successfully diversified   the vehicle   line  to meet 
competition without overtaxing production capabilities.     Fl« managed  to do 
well  fro»   the outset;   they wer,  especially astute  in negotiating  their  agree- 
ment with   th* Argentine Government   and   in e^nlng  substantial  profits   from 
high percentage/'ot   imported  content.     During  1966,  when most  firms were  forced 
to  cut back production.  Fiat managed  to  expand production by more than  30 per- 

cent   (from about  26,000 to   34,tH>0 units). 

84 Ironically,   the demise  of  IKA  in n.id-19b7 was   in part   due  to an 
over-extension mad,  possible  bv   its  leading position in  the industry       In 
absorbing  Slam   üi  Telia,   IKA noped   to gain  an  additional   5,000 vehicle pro- 
duction authorization  along with   forging  and  casting  facilities  in the Buenos 
Airea area   (IKA was   located   largely  in  Cordoba).     They  bought   into  a  firm 
with underestimated  Habilita   ¡u,t  hei,P   the drastic cutbacks ordered by 
the Government   in   lat«   l^b'>.     IKA'.s  production dropped by  about   one-third 
from about   :>4,Ui)<'  units  between   November   iso:>   and  November   19bb. 

ÇrJLtioue_of Ardent ine   Expe_r iene e 

b5 The   import   substitution  policies  initiated by  the Argentine govern- 
ment  resulted   in  the   rapid  growth of  an   indigenous   industry,  but  the price 
was high   in  terns ot   comparative  costs  of production and a mounting  foreign 
exchange  burden.     The  theory  behind  the   industrialization program w.is  that 
growth could be  achieved within  the constraint of   foreign exchange shortages. 

1/      Reported  profits  and  international  comparisons  should be  taken with 
~        several grains  of  salt.    To  begin with,  Argentine piufits  on equity 

are  overstated  due  co   unler-eval uation of  asseti, as   a  result  of   the 
20  to   3b  percent  annual   rate  of  inflation.     Secondly,   in  addition 
to  corporate  profits of   the  Argentine  corporation,   the  international 
firm also   realizes   income   from  the  sa)e of components  and  parts   and 
from  licensing  and  technical  assistance   fees   (which would probably 
double reported  earnings   from each of  the^e ether sources). 
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****** tlânmê fer a eisfoia «IMMIM i. »a*     - ^ 
—uf.ctur.d *.hi*lee »etwee* lfiTêS ^TtS íüir^ îL^"Î!*Uf 

tent    th. protra of Import  .ub.Utution designed ", .¡!î t'rmj!  th*! "" 
«M incr««.«^ output  fro« avail.hî.  »-..~ . »n*a to "**  foreign exchange i-put  £ro» available  resources vas ielf-d.feating 

oí Ar,.ntlM.    Arg.ntlne con.u^tiôn LT?     î    ^      k" for * B*rk,t  "» •*»• 

~* w^  J •*liucnt »ocieties  thai, can afford product diff-r.nf<.,.<,.    ^ 
oí hlghar  incoae  lévela and «ore efficient  inZ^L   , i0n b#cêttM 

-r .„„ u „.„« and CetMny" ;«£• •, -- ru   ««-l'£"¿   £ 

SETS
1
"

ehe -rotiw ^-^"«" ~° «M^.r i"r:".tic 

JL.~      RaPld dev,loPme" of  1°«1 content hu ,dd.d to int.rn«l infl.- 
tlOMry pr..9Ur.s as new demands on dooe.tic r.wurc« for Î.ÎIÎÎ.1.    .Î7.i 
«ndcaplt.l  ,oulp»,nt outstripped  th. econor•""uppî! c.p.bmtíí.   ' £«.  ' 

íií H",?*  le"  H""Ml*e  ported »terlái. «d «,ts ¡*" reoUced^î 
.«re. .'„    * T"«««' 8—    I" th. indi.crl.ln. e púrsÚi    of"Ûd.rt, 

raaourcaa auch as foreign exchange and capital equipment. 

ïjoï ¿t£cfor a «»%"*hrla/POn 8tyiing and aodcl P«Uf«r.tIon aa the 
4n.«ï,..îi !        t0 malntain it» market ahare, haa resulted in an 

in« uï Lr:^ L8queez:for many fim3- ^*dd«d - £«-£. 
D.v»«n? iiff<     ,TUtfnces of ««minga because of Argentina's balance-of- 
payment difficulties,  haa  eroded  the incentive  to invest  in Argentina      L*t 

KÍ5^cutbacks in latH^s" Ì í^"10 balan«-í-P«y—t dif ficultiea. 
Urgaat Ä•^""    °ntributcd  to th* liquidation of Argentina's 

fuiur. r^f6 hì8h C09t ftructure induced by protection undermined Argentina's 
UUT vh 'î! ent!rln8 and COTOPetln8 in larger regional or world a« 

^«5o?."^r~í;Loppoít,"itl"for future growth and -" «ffici-t 
í««!r;7Í? larger scales.    To enter such markets,  plants must be coat 
xT^iT f'd Mintfln ^•"•tlon.l quality and reLability standi.. 
Heilt 2«      Pr0te;a?n al8° «•"•<» seated interest, repre.anting ine^ 
aíaídnoir*    TV a?    PlaníS* WhiCh are diffic^t to phase out fro», political 
"uutîon'inH    Î8?    8 ?XChan8e rate' Whlch in effect «-b.idl««d import sub- 
IÌÌÌTA        

inàuBtTi**> is not compatible with induatrializatIon atratagie. 
aependent upon export activities. 



**«   mmx mmmmmjjLmmmà 

•MM* tfc«. t«  «r.tr«l  car  *Pli^ ¡Lt.«î Î.TÏ! i ••"••••• MMtal «tMMtiti««      Thmm k.w.   -.       «r^-"" pattar«.  In  t.nta #f »r©d«i  raami--^ 

u«*  up.     m. Y^oilnrs  have»   f.a   th. nLV.7NK     V  * '"t11   «W**«* •*• 
trading in ,,„ l„ or««  ta J «US b"h cL  I^V*1"^^ 
vlth toft  cwrtnet urea« h«  htcm eí! .«fi  f    f I«cr.e«.4 tradi.« 
thrown «,«„..    Yuro-llt^    . .1 o .H".rlTt rM,l##" J«*-«- •**-• 

transaitt.r of uchnologv ce co" îl„ líí^üí/ L' î*î 10v t>*^1* • 
a. « rteult of barter  tra^ a"c£"StÌli J7rllì"? Udw»*«   M*ti» 
their product d,siB„3 atvd pr^cUaTtll^fj    ÎÎÏ *"* t0 "*  **'* «** 
«id .«i. r.culrencnts of L„ tïi*^Î£;;.-" *•**" *  *• *~« 

gconow/.ç_ Policies 

economic efficient v,,dc^ '4rkñ .O^í^'ÍÍ
0
 

ln 'l?*1* 4ri¥1 *•"•«« 
«n*Jor step lB .W.1,: dnveJo^nt£to ¡Lí .îï^ I*-11" th" 6|" *«' 
and Œetns  to ,..crc,e. r,6X    • ^r    * ? "^ 'WM- ol "*• 
don. intern-ly to 3t-.4-rdf.rc  •la-.ti^t.^ti n   1 ^ '! PUch th"  M * 
mentary prcJrctfon c: -      tracimi- «»-^1?*" f'•** Cnd  l««..,. co.pl.- 
new aeri,, of P-01. ,lc  re£3^   i/^^!!*"'    ?f h*"er » Mènent..     A 

th. management of \> o.lnv firmar* eñ~4l«  ^°  *ll/ralilc ^ntroi. oWr 
national divi-im  r^ l-v.~      i•'.-• ,r ,-* "  ^° becc  e ^"rt °* th. int.r- 

for reinv^t-eut ^'  : in,-e B    í'       ^í"^ ?rCuU ; •-'d «^h^r-e Urning. 

pricing stv.rdsrd-. ,-1 r  .— ^ftrf^t 1 n     *rial   ^-o-i  to international 
Y«Sotlâva reali, 2  th- ••   • l " ?.°f MCi^-l rcno„recs.    The 
sooner YuSo3l-vir. r::-)Sn  it,  ¿cor'4"- io"^-'^;'^^^,  *í lntenolfy1"«.  •«* th. 
Under the 1Ï65 . ,f3„.-.:f   •     . t ^^„^   ^^f1^ force, the better, 
in the fields, rf : -kctin«?, pr-j-tir^    ¡„ .  /"    ir :  3t thc en:erPri8«  l.wl 
r-ajar d^-.-rr,; vrrT ^,  1 \*l ' \:ti0":  a^d  inviatoent were «uthorized  - a 

The criteria cf c:r.-r.   »?<•. c'^-   vt Í! in-esrn-nts in future growth, 
work of 9or.-».:i rs^r..::.;;M"    .¿"„I" ls 1r°",,i «^¿«»iMtion "within the fr«c.- 
gotiatins cc^-. l^^th'fr^.cnt „l?" atí0nf provlde for »utonomy in no- 
Speciali2^en.    ..«e^^i.T¿S"î". ^ ^? 5««-«t. on Ui. 

. '-. P- n th^ir forei3n tr^de with a view toward 

If      SZ'ì Tî^cr-l I; 

Pp. 10-15. 

'^i.f.«tr hf v..°f ïCOn"iC Pl£mlnR (ïu-ooU^.). ^«„t. 



•I -. 

im mim  immimm ifftit.*,«    y 

msm* m çmmm»%ïm fitti» 
•t. ¡f»   l»Ma   »bout    i|# »m.   p^,--^     „.,.   ^    .   t .   _ 

*M*»fa*tM».  af   râr«   .»M   tf(trl(»        m#        ?•  H *   ilîif1*  *•••••<   â* 

îtiot,.      TH*   probi«, »f  .flt.rinr.«»     *""*»   •*-   •»p«**1   '»* • *•!•  #f 

nttumlit  r«Mlv«d. '**»«**»rà of   WCU1UC   «w^r.hip MI I^ 

Comí   CiHspariton»  art*   -»-— *• - -   ^ 

»ri«..     Uba.,   th. «Can,. «L   ..A,       .     »*»"•"•«•   •>   Ut.roMt.Mi 

*.«-.« pr.c..,. ,û!%r.:; .;,; :rr"'"•'""•" u »*-»-»...• 
U    mi   b.lov   th.  «-f.ctor.  „,,,..,,        '   L"nnt   *«•««»•  Il  »l.OOO.   wt.lt! 

gy^ytlo!L_StUu,«_ti^jtfr ymL9À£LM§m£ê 

Of Flat  r.Pl«c—„t  part, TI        J    J"ÍT *"*      * "*«1«^ —« 
vith Italian   fíat  d-il-r, h \¿li^Tlt      Í !#      ° d**ltr* ««M«« 
choie., to c«.i«r. on ari. : e:

s.^ r n:,"^;^ *nd proHdin« •**•' 
««I «all   trucks »a.« proéulll\  in  ltmlt 

lTJ? "°    ^T*  lB th* ^"•«««  ^-» 

gatevay  to Eastern Europ«TLrL  . "*"   *" f^1«^* « • 

i/ 

•tata oil   company.    Th.   iVT!? °1U ,   ü •«*0cv Äwi th« *«§o-Uv 

««rly-indu.tri.lUin« countri*. P '  Yu«0iUvl* ^  1» 

The dinar was  devalued  in 1965  fro.  7 40 tn  1   »«.« ^i 
Md  tariff» on imports .diu.til éSLLÌL " C° th* dolUr» •uppliar costs. •di"«t^ dotard M a» not  to incra«. 



** CI m mmmmm • •« •##•••• t« f«*« »r.é«n«m ,».. — 

**»* «.•.•• •«««« ..•,»*•*   t.t ,„. „*Uf i|H(lgrt,lllxT,*L. 

•V£«?¿1.  * •«*—••» »-MM,   • «   *     **   „—<,..  *. w ^»4 u Î2Î- 

r; unir** •• •*• tM ,t,u*' »-*ft*•-<•»«*-. I*M1 ./i£¡^ 

.«.Ct. .*..     .«•     «    .H^     «.     .„,.,.,,..    .4I.    ....    J,^ 
t«   «»   f.,   a«.  «««M   l,.«|âr   ,.,«,.,   ,.     -tn.,   ».„*•*»   .„^^^ 

Ut«U*.   **•   t**t.«  «M«...t«   ««.,„   n..w-illl   ..   lt4Ä- , 

»M    j>U(M<, wiww   *« tlM  «at   «*•! 

IWilllMl   COM., ft*    irthlt  t«d«i«.i    I«   fi*«..*«   t. 

«ti«*l   ^«p*« «fco«,    l.,ou   <„   t0   f|„.t-m   „^   ä-   4í.;t^     r^i 

.1«. *»«.«• Hm, «« t^tmm K9 c^t ^,Jrt ,^tt l-Bj:r-cîr"2: 

it.«   m  ï^o.u.l*   iuf   „i.   .»rn.«        iTi«? ÎL •""•«-'*'•   «••  «««««m 

Il«  t. «hîdt,  .»o  Htu,   AUh «or«  th«. p«tj  ((r   th#  $J   , .i,.lor.. 

IL  „ f1*»!^   '*   terV  hM   ^^»»^   -«f«Nll««  pMKll«   fre.   j  M.  .-„-,,. »•ë è«m  lu  l»#5  t.»  %>¿ü0 |„  itèM      Ä1    .«„*«!,L  i       ,w"  "»  J.»»t truck« 

io «I.e. o«  «m« i« I»    L!.u^ * ^: °1 \T'ftU-Uy 4Mli1- 
Tfe»» k«^.   •      î__ . *»»k«**»«   »qtaiMMßt   »fhiífc   i«  RO%  «»«futili*** 
Th« bm   to   la.ro«  producila«  «ffUiwcy   in  th.   follai«  »«.       I?Mi* 
cw«r«U«   «0,lg   »«ttl,   prmiu.-.r»   i«   íu«*»i.vU  .nd   i«  üiül     . ^ 
Ti« «.««   „pò«  .«CU1U..I«*  mná     nt.Z^^    J Bl.L^în  Ä,.t!^ 

y th« «grMMot. FUI h«« lnv«.t«d $10 .illlOB Md k*. . tM 
•Mretat th.r. I« th* joint vmitur.. FUt ^. «l.e «irtiTtî «! 
gr*d. tte t.chnle«! «M.iim.. of it. Yug«Uv p«rtMf! l^ïLi« 

«HUIM «Dd part. ov«r th« n«xt  t«n y«ri. «*«•*«• 



""'•   ÜtllH    in  Mirfat*   if) 

<•»!»•   ••».•MI..,,        -,..,    ,.    ," •"        "*•'    •••»!«•   r.l.„.   ,„   (l-   '„... 

«M. *.............. .,7: ..";•;:'•:,•'• — —••< - -X«¿?1 
»••Jl..   th.,   .„..    .„   ,   ,.   #/>_    ^      ' -(     >•«    <•-   J..iin     .r.Mi.n..       n» 

""'" •<•'    <>>•    M-Í      „1-,    lv    . ' . ''    "'    '-      •«•!->.    ••     l«l.rB.Il«M| 
'•••«"•« 'i    Un,,      .,.      ..      ( "',       "•!••.>:.    «pu.!  ...i K „m,, 

T;" "•* •'••-''••'.'   .'.„».r!,'.'""" •"""""'••"•'—»•!»•• 

SJT: AVALS ssTu'sr «r?,>wu" >"- «• 
íf«4§lit co.t.    At one ti«! \^F*    Urlff *** fi*» Peewit «Mttl*a«l 



Hit 

*ftt*t  éefft iiwl«t  1« tht »«««tv luviart e>f    ,  
••* g*#»teMte«i t**fe**«  **4«Mfti«t »«•«  sign »^eta,  « e**i t»*4«m tetetf» 
hm+m.  • gt*»***- ••«kM»i««ic«4  *•*. ««4 «•*•?  frr... tn«t «OtniM f«*«*> 
aratiti       ***•<§»*•   iv   I«»»»»»   tfe«   ..4IWK.I.   • tftfiafwy   #f  tftti   i ta**« I r>   Swat 
«•«I   Wit».   >-*#**   «•fttfe^iM        n»»   f«ké*BMl«<t*Í   «NtMll  *f   •>««•(»  *f 
•#•!•  «SV   *•  e»»t«aCfte>    if   |N»tt    «v    r«tl«MÍlt|<m   s-fm§.*ctl*».    l«f    |Mt«fMJ 
»*t<»te i»t    te*   «•}«»•    §mim   •§•   1#   •«   f**eW    In   t||«   4tV«««l««  »r   iMtM«* 
l#§   M»M»I««   «-i   •••*!#   t**f**t»jtt   ^«tititMl  »r«dHMi««   !••   »^rl !  Mrt*lt 
f*»f    IHU   Mio^   ei C»*«*«.te»,   p«fittlp*tt*    t#t   l»teWMHien*4   in4uatrial    ftl- 
»!•*•• a*ittitM.t*rtnt  ««4 «atleti*»* a»t««K*ttve »foéwcta  i«   IMìI^MIMI 

%J%UiP «I j*tj>luttant* 
l_n *•"    »«»•«»»•ent   «»I   eûtes*»!!«*   iwétasttte«   tMtatof   »vat«**   of  »fete*. 
d*»r-  e*<t   rr.»if»*#t*»   autar»*  Mv*   Had.   *« v«rvtn«   4^ft#it   «<   laeet   f@m. 
«*'    t    a<t-«t«.    .   ff.    i« li    Set I"   «it».    reUtlV«   (•*•!•    of   •ffo4u(lt<M>   hmm 
*•*•"   ""*"     —   ¡'^«tititirtiu,   »tatwtaté»       A rotati  «•  iHMit« of   the  «.édfttì  r»- 
• "'   * ••'    f       **   ***•«•   •**•   *'H*»U»«   #r*»il»§kte   i„  4»«ttot>im   at»nomi»a   tt 
• •••vhi-f   it  th»  11« taniMttu«.. 1.1   $1   1 »t ilion     i.      :„  affaci,   it   tóete  «aval- 

í    Ä       -i.'.tic*   abvut    S:    .    filila«   In  4o»eaiit   itMwritt   to   manufacture   •l»Wt 
-   M » . Utn o'    itti. *nat lM.4li-;   valta»*i   good».   ¿/     Hita   1«   ba*.u   ujxm a« 

<•%* imatiuf   «vereg«  rtf   *•• »orcent   iamort   content 'ami  mm  a  ci««.   iO  perte»* 

i:        Average  interne?tonal   cost  ?mt  veittcl«  i«  ««„amateti  at   approximately 
II,#40  CI.'  ilUlm   US-if pa   vehiclee   at   $l,JiH>  par   vehicle plue   U  mil- 
lion Furopear   :.vp#  vehicles  at   an  tftlutrd   *i,H«K, p*t   vehicle)  pitas 
fifí   (10  prtrtí.t    f.o.b.   price   for   freight   and   handling   l0iPliti 
knocked-Howr   ..mit«)   equal»   an   «varafr   $2,iri   ,    <,f     . out .      (Average 
prleet e«Um«t#i<   fr» nata  ir, Auigpotm gey« ¿9^,   Armane«..)     Cotta 
Ifl  develo}-t"f,   countittn   «veragc   Sf   price*?   abov*~ f  T.VTuiti   at   an 
av#rag*   «'J  ptrcant   t»pot*   contant   (Table   li),   or   an additional 
$1,*>2S par   vehicle «t   a   t.otal   coït  uf   ;ì,«38 per   unit.     Thl« maaiM  a» 
aáéltlenal   $l,n?  per  v,YicU   ovn  c.l.f.   ccat   ($2,1(U).     Ftor the on« 
•tllion vehicle«  sajmufuctured  and  a»»«blati  in developing econoailaa 
thim t*ould  mean   $1.3 billion. * 

2/       Fro«  footnote  I,   abuv«,   it coat on tha average  $3,a3e to «anufactura 
In a dgvaloplng  country a vrhtcle with a c.l.f.  prica of $2,101.    Of till« 
$3,438,  import  value  is  $),j?5  (*Q parcent of $1,4J8)  an^ $2,0'iJ Ja 
doaeatlc value.     Thi   international  equivalent of dooestic valu* 
added  i» $7if   (S2.1J1 minus   $1,J7S).     This mean^   that   it coat  $2,063 
in dofeestir  resources   to manufacture 5726 of internationally valuad 
product, or  $1.33? mor« por vehicle.     *ör a million vehicles,   thle 
would amount   to  $1.34 billion.     If  increase»  tn  the value of natiooal 
prodtct fror, ¿codo manufactured In developing countries were measured 
In international  equivalents,  growth ratee might  be found to be nega- 
tive in many économies.    Steted in terms of autoeiotive product, each 
$2.84 of apparent national product vas only worth $1.00 in interna- 
tional equivalents. 
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lH   ine»*» t«    iw!«! in   M fanti"-*.      >«*•<**•»' t'>>»    %t   l*l«iu««   • *>*4««»ls   *fB) 
*AI#»#*<    tP   #».,-#«4   *n.4«f    t -**    .i'mum   th#t    (üfftf    -s**»«! ti*** i«fc   «*»»»•   4   |>#f*ti 
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ICI. â   thtitt   -*a*m    ft»*»- la»   «* f   *4««a»ta>*n(    4#i»t*«   t«.   i f.#      { 

S*t" i»>  •\**f     «f     th»     »Ut      .   **t ï      tot'll«*    t»{      f«M     ici»    ^tl«#    pi 

éftfe l ©f Í US    '. infittii*    4IIMI)«    »f»4    *•£    Vit*»    »«I-  I «   i»    »«>**»»*    «>    $    »r.» 

Bique«   rhut    i««   ^t,!n!    .«»»••'     í«- «* I«.} «#«»t . a«. m%m*    *'   »'-«      t« 
research   an«    •*•¥#, .;'»•«       ; '     .#   . »   »«.    . *f   i '    . * %«.. « t*p< 

aign and  >>t »-'..* i 5( -   i*   •,,    - **     !      »••>   vi , >**«   , ma«--  ti»--       %. *   *, 

being J»*d# l< ilrvíli - InU t ü*iv>ufc ¡ ttnr ' •*« , !*•»•» i r*<n<t «|-« * 
IM» pattatr, ii*i ki(ioi ui l l«*{ U4l iww f«-* lut a« »t«>*t *n-> » 
9f tht 4Ut«fcít¡wf ln«tg»tt * , ufa** >l pr<< 1 i !«t •' lai «••,» lnt#«l « 
pl*fit «tí t **c ht*.»idgv i« m.'t «.-t o roen Iwi il»»«r«i i« i)tu<t«!t^ «nd 
• roauct*   *nd   tr»hnt 4u*»     «ünot   (.««p«te   m wot lu »*rfc«i« 

iti, 
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i tt    if 

•#i<*» 

t     «• 

«ff»ft 

• t« 

10*. A  fourth Mijof   difficulty  h*u   b«««   t Nil   on«.-»  piv>t*cttnn   is  bullt 
Into • national   economy,   it   tt. dtfflcolt   ta phaa* out bacauw« af   «NMtM 
in tara» tu      Tit« windfall profit« poaalbl«  ander  Hv»t«u at  pr*>t«rtt»« a«ë 
laa>ort  «übst Hut ion  encourant   tht xufehroo» gruwth of   IMU   »<*,*-.   in«tfl 
Ctant  plants  until  atar^ct»  b^ctiaie  saturataci       Thr nlahvr   th»   tariff  wall, 
th« »or*  «xtanwtv«   th«   ln«ff 1<-Unt   §rcn#th       mm   th» «.*•* af  Chi la  êmmm- 
atratas.   2/    Aa  demaatte tMUit» are aaturatcii ana ¿.umfmi it ion  intanslftaa, 

¿/       If  allowances  we  »   mud«   for   nvti »al uat li» « of   lha  «.urtanry   taay   10 par 
cant)  and  tax «11 tf »tent luis   va.iv   i i   p»n«tu «t cording to «tata abc^n for 
Argentina  and  Brazil   in   .able   1 >)»   the  resourca coat differential  of 
$i.^  billion woulii  amount   tu  about   >1 .1  billion   (i.^  *   >'*>**  M   ,tü), 

J/       Thar» were   ,-,»DU vehicles nanulactuted   in thll»   in   I9h4 hy   ii  finaa. 
High  tarlifs  are   Indicated by   relativ«  prices      which  range   bfttvaaa 
3.5 and 4.0 tiroes   the c . 1. f .   cost.     Domes» tu   contant   i aquir «manta 
(25  to 50 percent)  art  relatively high  for  this »aal 1  ntaabar of 
vehicles.     Installed capacity   (?9,b00)   is estlaatad at «ore  then three 
tines average annual  output.     See Leland  L.  Johnson,   "Probitasa of 
teport Substitution:     The Chilean Automobile  Industry",     fcconoajic 

1967), pp.  2Q¿-n< Pevf^opiaent end Culttyel Chatre, Vol. lä, No. 2  (January 
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Cfc^y •«ti«*» r.4..i§ft.d iBi«Uf »ith • «««pl.t« eMml. .«•«, l »T 

or tm chao,. 1» »«t«.«,.     ^UM(W ,I.Q h„ f«*lMd J£!ï:  ** L 
• t.né.rdi.io* .né  .t.Ului«,  «„*.* «tì  too4lN ,w Mt#^J  ¡¡ri«! 
***r e.» con.«.« .te ^ ,  Infr..^  4fi ^M* .... TîrlSÎ^Îi 
Klnt.auco th.«   th.v .r.   i,   trititi  ewu «M  u.n.1 .f»tei.Jl2 ^L». 
p.« c.r.  .r.   1...   ^tiy   te  pa cht*. ttMi  at.r.t,   .Rd d.   „^ L «rkT¡ 

ÎÎ°:«i      / !iak*r   if  *y:,*oll*s "•''"««•!• h«w ««titMd  truck 0*11«. 

»duc. toollm cet..    T00U.4 to.t. (or «.u »r..... tô b„/n.° t0, 
ru„.boul  5 ,„ 10 K.-C.M. of,,, „.,.„ àtHr..»."!!.^ ìli JT    "U1 
.u... _«»-1       B_4».   i.  .- ?»«•»••  na.úcd  to contour 
îïîîî    î î KOt0f ^W"1«» i« •M«rto.«t|it with  fi, bodl«.  for «anuí.« tur io« pM9M|9,  c.r.  .t  imt „Umm ?* Q»U. 

MtiffiilASS. *P!Ì_l*LUL-2r 

lb.r glM. 

111. Much hope n.¿ hm pl,»-#d upon  th. 1ir~ttirp«irit of r 
as . m.»ns for I-prwlnf production «ffici.tiev      fk« K.-<, -I««ï*     , 7" 

9«v«r«l  other  ohsr..cl.a   -o   ,flp «i.fttin«  »JM^A   «rL«.^"   T    ! 

to . lowering of  í«e.,-,¡      ,., H• '•• ^   , "*iroiw«»c  ir, c ppo«^ 

and Chil. «. ., b^tti«.    Diff.r,,e« tn  tnrfytrui  ^••Up^nt  líí^i? 
countrie. hit  b.a»   ,r.oth*r malo.   ..h.wUo-   for   .^«»tl í *     "^ ' 
Arg.ntin« «nd ChiU  a*-,  fr.rf.ü  « i  BtJilitâi   coyoti clon. 

112. Aut^otive fwrnufuctmrr« H.v. b..«  frwtr*t«d ti», un M.4. 

1/ Ibr «wrwl*. Chry.let h«í dt.lgp.« th« "ü»' fer prediietio« i. 
Ftord product,  the "»ronco",  .»d Rai..,   th. "mí" fot thl. 

of 
rwJuc.. tooling «nd «.cluni«« c»«t.. ~"  fllf~' ^*«* 

1 wit.-up  i« i.r.nio«,  ••o«!,« for  tho ••cto.t.r".jt^^ 
Oli  (S«:«b.,   2, mi),   10a-i5.    u.U.   «t,..  H» ¡S^^í 
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ê Co.pl^ent«rUy basi. mná trmá* la component« and .... 
a ptmmnmt cow* t« ti ve group «,01« ArT^IT! Ï     ff ^'^ ha* b«eB 

•ft •» fr th.c. have b.^ Uït^ ¡?        ^ *£" *°d <*"• •*•" 1*3. 
•»»«iatture.» c«r.  in Mexico, Chile    h -J        î'* *   ~Kim*1^  ^rd now 
t© d»vtto». «u^¡t8r i„iwtM„ ,., ;..;;""; „ *•*««*-.**. ,„d would llke 

«f eiHaparattve  costs.     f'uL    orr, Chi  e  *l.~< A• lï        SaSed   JpL n P^ncipl« 
ii>!. approach.     ü,i1Ä  vM,   v.    ,,;:l;; Jn- A*»-*;»?»«  rai.ie    h]tct'tms  £u 

NIC  would   ratner   f^ve  Ford  d^ iu:    .  ,..,'  *   ] ^/^-/^'^eous   indus- ry, 
«#t   Uraaiv  i,«.c.     C,iU   «;SJ   .Me. tVtl   • r '* il'du-îtrv  th*<  Chile does 
HMt »iiKlwM,   ruboer   tJios    0-   -oo- -.M   r   '       "Ul •**•'"/'* °*V' ÍV''' proiJutTtA°n ln 

4M« nor   want   ,0 «;¿ov  ron!  t ^phiîeV t "* "ít I«o  "      ArKentllia.   on  its   „id., 
Ut  rathtrr   H    -.ercer.t  a    a    ir* A't'UPS ,u^>Ly  sources  ail  at once 

ArtMtlna and  n   ïe. 
Ip        an' ^efKed ;.roa„aion costs  in both 

S**«den «u  Poreux,   «w ,crn,.n>   4,î    ..°t! bua^ral   trading  between 

¿•vice    e mit  •.min*,, ibi.  to¿ CÜ    '-^ .'?r ltaPor?^ P«t. or a* a 
M.f eolvtlon.  to t.-.Sit*. i„ vor ?    B ^ ¡B    T/"      r"^3enfs  ""cond- 
U paid  for  biftcrw K«O^ fcUtrte     in *!,*     °   t

lb m°rt  stances,  a premia 
K t-ivhc.    in   incr.-ased   cu«£ ,rr   inferior quality. 

JAL«-rJ»«.U«2;«J ->JÄJÊiîiii/JlLon 

il*, pier newly  industriai Uirie ecoivnaie«     ttl.f. » v  , 
in eert.1* nMI Pf speci.Hwiion    7.Î«vim ' 4 !«ï       "        Í0US adv»««»** 
U*.l of  technical   .«»pU.tlc.r  on  denatIHn t*llB!'1*iat""«  *«^ude  the 
««»o«.r  r^nr^».    an« wL her  !i!      ? *" ^nufActur^,,   the related 
h* ivnu.j       c     . wnecntr   blftnla^r..   diseconomies  of »r-, i „  ,.«. 
be «voided.     Such specialization aught   Wlu e  rh» «r«*     f?        ! 
ana  ««««.   whic-. «re ci.^.crtnsti       L   ' Portion of trucks 
• roJuaior   uf   -c   •   .«..».sM •!    ? -w-voiune item«,   or  rpeciaiUed 
of Hantí  l.bor,   .uet-  «,  I a,   i«»e«,fciv  ^   . "\ '      F >% " ÀOni'u' counts 
caftlnr..     Eco,«.!«, of «aîî I» '      M"afar?me 01   low-^i«« 8and 

forti« or «,h4Bî:: : : ;:L:: L^r^r v1 i?,al stafflpiß«and ^ 
b# uatd     than   in «8H«blv .r     ;^; J¡ i«Mo«;  ,1,,f0,Mted  ^P»«*  can 
«china tools or  «,tt;^ni .     ^c^^^^i^^ * ainlmmi °f 

«cordi«,  to th„  induÄ!rUi   eniironleu '^ T?,^°^^<>n vary 
th«   ibiiitv   to  arnani-e staler   I!T,   »     P? »triKt,v.  example of 

íf-"^ Pr»c»dettt..   *, r  r -ornant *ij. iun .iU-,.s  ti.i.   j in»   ari»  ff  K„  *      ^  . 
4^«ada, end Hemico.    The <» s      .«.^i^  *  *        Î" t    br  fomá *" 

in*  -.*.    4»MI* Aut »moUve A«re«ii*«nt  provided  for 

fterd Argentina  1.  now auniittc   milnf  tn r»,*i-.  .-    * J ~.— -   ^     , **l   engine a  to v,?\tle *nu   is   t rvtnc   r.i   fd^ 
iteea  «ach  a« eopptr   teJiatnr«  rr     .r,   < . •   Co  ttnd 

«for«  .d.enta.eeLlv"î"IZ r       ^1      -«¿^ií«' "^^ C* 
•• IS.SO  in Chile    a, CflfcDi'7tft  i    I,        -'

u,,dnp  iteai«  coat u .^fc 
fr.i.h»     K «-«•f-ared   to  $i.6t  ¿n   \rg«ntii««.     With  the hiak 
.ÍÜÍ?  n     IT'  * P#rt  "PP»i*»   f-*» Ulk has  to be pr ce/.ub • t«iitiellv  below .irienttne    f.«c«. 

¿V     lee !•«»««»,, oiililâ£tAimlliAia^ifl_^aââ# Wi •6-6». 
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the expansion of Canadian component and parts manufacture tor the U.S. 
market as a pre-condition for  U.S.   firms continuing to sell assembled cars 
and trucks  in Canaca.   1/    In Mexico,  an agreement WAS ¿i^ned with Masaey- 
Ferguson  to manufacture  trac certi  at   70 percent d vîmes tic  content and  cover 
the 30 percent   import deficit with  re-exporta  to the international  firm's 
other overseas   plants..     Ano'.her p rug ram has beer, initiated by Chrysler  to 
specialize r.nd   interchange  engines  between  J.^iv Mexican affiliate and 
ï'orth American  plants. 

116. if   rifcjeloping  countries  are  to move into ¡aort   specialized produc- 
tion   for world   .:iari;i:ts ,   ínJu;:. tritìi zed   countries will  need   to   lower  their 
trade barriers   to  permit  tww-wav  ana multilateral   traat.     The  U.S.-Canadian 
agreement  provides  a siodel  for such arrangements.     Trade access  to  the  EEC 
and  EFTA ureas  would  be especially   appropriate   for   countries   like  Spain, 
Portugal,  *nd Yug^slsvia.     Indu unions  in indus '.riait zed  countries are 
bound  to raise  objections  to   the  location of production  facilities abroad, 
unless such arran^eri-nts are  view eu  in   m¿ *arger context oi   world growth 
md development.     A narrower,  short-cera view would  focus  erroneously upon 
the loss of  jobs  tu the indus urlali zed countries.     Reallocation of the inter- 
national division of  labor along  the lines   indicated  in this  study will 
benefit gteatly  the developing countries.  2_f 

117. Technical and commercial requirements on export products are 
more -uringent   than on production  for domestic markets.     The marketing of 
a Brazilian Volkswagen  is no small  task, and  the international manufacturer 
has his trade   lame to protect.    The systems of tariffs and subsidies upon 
which manufacturing costs and :?aleü prices are baseu are precarious ground 
on which to hase an international manufacturing operation.     Moat  firms 
also have basic  policios  to keep products and component.*-  at:  international 
standards.     Tn many eis es,  original  equipment manufacturers;  have either 

U      Under  the  U.S.-Can id J. an  Automotive Agreement,  implemented  in January 
1965,   the Canadian  trade deficit  it; automotive  trade has  been reduced 
from $693 Tiilljon  to  S4S6 million,   and Canadian automotive exports 
have  increased  fron  S1.9t> million  to  $800 million in  the  two-year 
period.     See United  States  Senate,  Committee on Finance,   90th Con- 
gress,   1st   Session,  Canadian Automobile Agreement   (Washington,  D.   C.: 
U.S.  Government Printing  Office,  March  i.9o7),  p.   37. 

2/       For policy  rece amenda t ions  on accommodationr  to developing  countries 
by industíialired  nations,  see  Harry G.   Johnson,  Economic Policies 
Toward Less Developed Countries   (Frederick A.  Praeger,  1964).  Profes- 
sor Johnson outlines proposals  for enlarging export opportunities 
within the GATT framework  (pp.   129-135),  details means  to accord 
preferential entxy of industrial products into the markets of indus- 
trialized countries  (pp.   163-211),  and recommends "maximum inducement 
to the less developed countries  to modify their policies of currency 
overvaluation and import  substitution to which they are addicted and 
to concentrate their efforts instead on economic development through 
trade with the rest of the world"   ,p.  245). 
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had difficulties in getting their home country suppliers to locate «broad 
or their overseas supplier  is unwilling to keep up vlth new componen* 
requirements for new vehicle models. 

ÜL   ,„  w*" ÎÎ al"° tnu.T-ctcr c' ^ii3MUty of  .:he supplier source 
under an international. «.inaiacturing and marketing svsteœ.    A capricious 
and hostile bureaucracy  .3     . t -•• e«.-,iiv -ihic^r   ir.,-  ,Vnf,c  *„,- A      I -   <--->•«-j._    mj,  e     in    c.Tfrc's  for development 
of a manufacturing  specialisation  lor an  international aarket       In 1959 
Volkswagen  tried  to market   J0Ü passenger cars  in  the  United States from'its 
Brazilian subsidiar./   (in o-uer   to overcome a  i.empor-i-y  productior bottle- 
neck  in Germany  and   tu ea.u  fax^u exen-  to  pay   tor parts  imports  into 
Brazil).     Ihe shipment, vas   s;ci;p.,ú 'y  the cuate AS  authorities    on  fre 
grounds   that  "Brazilian pxantL  were  not established  fox   the convenience 
of American markets'.   1,      Similar   '.ucidents nave  been  reported involving 
the  levying of  excise  twos   mc othei   procedural  u..-ays  designed  to thwart 
efforts   to earn fo.eij.i. excran, v.   tr.vcugh   Lhc expo it  of pare*. 

119. Economes  operating   under an iuporc substitution regime have 
typically  used a cotibinat.on  of   tiriff  Fror-tion  ano  exchange rate policies 
designed   to subsidize domestic   Industrv at  the- expense of  the export sector 
(except  for  those  "non-traditional " exports vnici.  are also subsidized)       The 
general  pattern has  been  to   lar,   the exchange rate  behind domestic price 
increases  and  to applv  tariff*   to  inhibit  "non-essential"  imports  under 
the overvalued  rate.     Through   -cecial   exertions  from  tariff charges    fa- 
vored   industries are  subsaü/cd  as  a  result  Dì   -he  reduced cost of  imported 
inputs   (and  the granting of  special export bonuses)  relative to other pro- 
ducers  in  the econory.    ,'rocecrion require  to sustain domestic industries 
coupled with overvaluation   inhibits  the expansion of  exports bv increasing' 
the  internal   -osi  structure  and   the price  oí  exports on world markets. 
The  industrial  reorientation  proposed   In this study  calls  for development 
of export  capability  nnri replacement of high-cost manufacture in order to 
compete  in world tuail.et*.     One    the opportunities   for  import  substitution 
have been exhausted ant- durait le markets saturated,  a  revised exchange 
policy may be the sine qua nor. to aovinp, on to the next growth plateau 

1/      See Claude McMillan and Richard F. Gonzalez,  International Enterprise 
In e Developing Economy   (Michigan State University,  1964), pp.  114-115, 
There was also considerable concern in Brazil about local reaction to 
the much lower than domestic price    proposed for  the export units. 



- 58 - 

based upon larger external markets.    Devaluation accompanied by tariff re- 
duction and the relaxation of restrictive controls will also help restore 
badly needed price mechanisms  to assure efficient resource utilization.  1/ 

Potential  Lines of Specialization 

120. Specialization by developing countries in the manufacture of com- 
ponents or particular product  lines for export to world markets merit con- 
sideration  a) where production runs are small by international standards 
(such  as   in heaw  trucks or specialized vehicles);  b)  where  there  is a low 
bulk-to-value ratio  (such as   in axles and transmissions)  ao  that transport 
charges may be absorbed  in the relatively high value of the traded part 2/; 
c) where there is a disproportionately high requirement  for labor  (such as' 
in sand castings,  bus body-building, or in the manufacture of machine tools); 
d) where a product or part is being phased out by the foreign partner and 
there is a need to maintain production of spare parts or a special  type 
vehicle;  or e) where tue international  firm has a production expansion 
problem in  the home country  (labor or capital shortages) matched by a pro- 
duction expansion capability in the manufacturing affiliate country 
(paragraphs 32-33). 

1/      Devaluation is only effective to the degree that one or more of the 
following conditions prevail: 

i)       Internal price rises do not wipe out improvements in relative 
prices externally.    Price rises may occur as a result of 
a)  increased cost of imports,  b)  increased cost of domestic 
goods diverted to increased export demands   (cost increases 
depending  in part  upon supply elasticities),  and c)  increaaes 
in wage demands  in  response  to  the rise in domestic prices. 

ii)    Productivity gains during adjustment period exceed price rises. 
These may occur as a result of a shift  from less efficient 
protected  industries serving domestic markets   to more efficient 
export  industries. 

iii)     Tariffs are adjusted downward in combination with devalua- 
tion in order to minimize  increases  in domestic prices in- 
duced by higher import  costs and at  the same  time over- 
all efficiency in the economy by weeding out marginal indus- 
tries operating under high levels of protection. 

iv)    Fiscal  and monetary policy compensate for inflationary and 
income distribution effects of devaluation and,  along with 
measures  to maintain or  Increase the new flow of external 
resources, manage to maintain a satisfactory  level of foreign 
exchange reserves. 

y      Certain items may be more advantageous to make locally than others.    For 
example, on automobile stampings,  freight costs are quite high because 
it is not possible to "neat" most stamped body parta, which then have 
to be crated separately. 
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Export of Afigfemhied Vahada« 

for sale to the Cooiooiivaulth uarktt.    ^»ler-E^T ^ ?  ln *«"*•"« 
to South Vietnam,  Laos  „au Kulaïïi«    '/    Sì        P      * ""^  fron Indla 

Burma or Japan.) U***   on blcy<^  tires sold  to 

certain -S^nd^^ ""»'«•   < 
newer models In home pi^nts    nd7? AT ^?        Aaericr ,   to .vikc roou ir: 
marketing w,dge in Lt^ L'rLY    LîiT" J1" "ì0^ • «d^t^«»« 
willingness  to relocate c *"í"¡,rÍÍÍÍ^l     "T1' °' '"^ indlc"^ * 
country  for naie in    oríd aarkeíf    ^    [i ^T" UaC9 f° dîVelo^Dn 
and cost of neial WOíV-  U  'J^ZliV R~ÎV     

g '  f0r exr•1«. w^3 qulU- 
of hand-welding ^ \Ï£?£ '^ £ÌLìTTÌUT^ ^ "^" 
pletely new car for nanufactur, in 'M      Í        '?! desl^Gd « •*•*- 
It is adapted to the rouii.«      ,u  lir*lU'  and «pert outside latin A*2r«•. 

Ku*.v*  lu  une  rougher loads ¿-nd noorer  s^rv-i/ino   £0„ìW.J 
characterite hinterland are«9.    Brw'l hamc"^ facilities  that 
logistic to design    manufacturo    ,«V      • ,      8        it0n an *»turnatloP..-il 
«ign parameters dra^ï rt    he ¿~¡ anT^io^^^ lnt«•Wly.     >-- 
in * global narket strate^    and 3razU ^ T    * C°'ild b* lncluH^ 
ing and manufacturing  ^ «      Fo^xL^        ÍA        Í  nh"C in thl8 m^c~ 
with  fual  econoiuv   îeïtureY'^d lov-init^   '   V"^--*1^ d^l ergine --J v . Uiei aiia -«-ow-ìnitial  cost desi^n^d   *nr i»->»  ,„.n   ». 
and bus market-, in Latin   nerica niigh' also  find «îrf.-        ,?      ?* 8Bail    rtck 

stop-and-go delivrv trunk marL*.    r „ 3°u
find wldsi "PPUMtion in  th.- 

paasenger car« in Se 5 K ní¿%      »;"**•«*" and in a „w ilne oC r           s      «ir> in  une  U.K, nnls  is actually what Ci-nair«  pnn4^   run   t_ 
done on a new loi:-hornepc-; r araine intmrf.,ÍL  I Ï •lr's Ernia*  [US]  hrs 
trucks and braes.) *        introduced into Mexico  ;or use in lir/at 

^£°Xt8_n.•ILCcC-V»qr>£jits  and Parta 

U3t ca»«a,  it hAT been i matter of provicr.g 

y 

i/ 

These salen v^re conditioner! Kv u o    i-m - •-'Jiiuxui'j. ea   DY  U.b.   AID procurpspnt  noHrinn  «k4„k 

to Industriai  Boour wnufjct.ired in de»elopinS countries,    r^ul 

one aanuf.ictured li; Gerniftny. 

H£r f "i•1"""0».  tha «P• "« valued «t 4.75 !to   to the dollrr- 

th.t SOld
P
for 16.740 Lïriïï'Sï«•^ "rt oSo'íí'rn."^" 

r.t. now «Us for .„out 20.040 *.. orl^'Si « ÍheT/ . ^ °" 
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jictlon pumps, «park plugo Ld iL'u L  !^ ^ " b-"er baSls'  «« i»" 
sembly plants In Indie and Ger    nT    FlÍL        Procu"° *« Brazil for M- 

prompted by auppl/ .hort.h.a Ó*r ?»ducríoT^«í        í"'3 kind *** been 

or by the advantage ci phL.« o.    ""v-íoLe ff"6^ ¿° the h^e «*« 
cases,  foreign procurement order,   ^apla^in "     ¿Y*•*^     *» »any 
Brazil as  a device for earain8  for"ia»    1 countries like India and 
a. an indiract device  for  r^ c      I ?•u" ^rV°H  "qUired ^P0"8   «>' 
example,   textile, and  fibers JU ^ h: M

5
 •     IT1-1 ^icia«>-     For 

European automotive parts manufacture    Tí M ?  ^ India for uae ln 

arginai and,  *a Indicate,  , d Sc    "    cï~ "^  SUCh  Cradin* *"  been 
straints.     But the itercs   , tLl^o ïndicattï^f," f""**« eXchan«« «>»- 
begin to meet international  sondar,]" °¿ tndufitrlai  «ood.  that can 

«yutgrow^f ^t:rh:rr:nSe:L°'ot:^2r::uTent vhich h- *— 
cui tie..     Volvo signed «n agreement In í£^h fí    5" 'XChang6 diffi~ 
buy castings  in Norway to pay for Ihr iti\    I ,        Norvegian Government to 
three million U.S.  doLrs'vÒrth  .    1 ^""î 3'°°° h«"*  truck,   (about 
initiative,  persuaded Volvo  t0 píicuíe'Ír  S,í      fonc«81•*•. on his own 
vere price competitivo and of exeeU«ttnluT ¿'^ C*Stia*8'  whlch 

exchange earning  from these exoort«  *«    ut <' concessionaire  used 
for the purchase of Volvo ¡ar'L    rue'-'      ^ f^1^'1 *•»<>« licenses 

(TOMOS).    Yugoslavia snipe  lock,    cible    •f ? jCitroiín)  anü Yugoslavia 
"turn for Spanish-made Citroens:    S^Sní^""8^  C° Sp"ln  ln 

bearings and p?.8ton,   from Yuaoainvi(to avíid h *"  IndU ^P0"8 

in  the U.K.).     Scania Vab'is ha,  W.tiLted tu T"•* e*Pe*diture. 
from Brazil  wh*cl eastings,   untrt^îtî        , Possibility of importing 
Swedish trucks.     They  have  ,i^  fo«î ^  lu   tr"nsni"*•   for assembly^ 
facture in Brazil  than  ^%loTJ ^ Ì"3 b°dles are chG*Per ^ minu- 
teries.     In   Bra,!.,   toolíri  «"^fot"4?5eTÄr,,ab°P "^ °" ^^ 
one-fourth of  the Svodish procurement ¿rUe"'.* b°dy panels aiso co« 

There  are «îr»v*»rri   rtfk«. ï 

tured goods  for export?•«        uL^mVÎ."?"' t0 d*^P -n-f«- 
facturer request«* pension  to    LT L      H     ''".American diesel manu- 
The small scale of producción to ZTt taTrL,T " C"?ksha^ for export, 
a prohibitively high „nit cost;  but «  t£ 10 on^T'*  (5°° t0 1000> ••«* 
global demand of the international n,^ufacture" • 1<ÏVe1'  t0 Beet the 
The Indian plant i, now producid at 70 TorcZ  '/°St8/ould be competitive, 
export of crankshaft., would nay ror n c^^ír""? C°ntßnt' and th« 
30 percent teport content.    Another exZTit il Ìl€. portlon of the remaining 
they had explored the idea of recondii^nil      V°lkswa*en w"° indicated      * 
is . eubstantial world «rto/rSS'ÌrArol ffieT f°r Whlch «— 
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I 

A **w tele for JB^rmaomi^CotporatLon^ 

a^kî M neWly lndu-«^^t»•fen!    l^^thf ^-'i-t. 
and skills to develop competitive products    efHcW  r  ^e/e80urce« 
tribution ind  servicinc  svfitMo   , auccs»   étudient  techniques,  and dis- 
Typically, develop  n'fo^ri^  "TT*   L° ""^ product9 abr^- 
ing product acceptance" nwl id ZketT* " «T""1"8 "If Unity in gain- 
nlcal  standards  ano   are cost tL?e it  ve       Thifí"  ""* haVe •".In.d't.ch- 
paychological  acceptance     in n*rf \ ÍS  ln part a  Problem of 

vest in world-wide^StribuaL"yate:!8    0n °f "^ "*"  "M"c«  ^ ia- 

^-ation^^ in Partnerships with 
ing countries  redesign co.^í';^^1?*^"4«» "  help develop- 
own domestic and regional marled ITi  vetl^ies  that are more suited  to their 
greater potential b^m•^^^^ 'Wbilitie..    Of even 

capabilities  to  enable  thé devLoTî• r«. n? ***** °f resourc<** and 
Many International   firms are AlUno\    T    "'  C° 6nter WOrld ^^kets. 
and costs of using  the    eCeLpine  coun'trv""  ^ ^^  ¿acuities 
ing  the global market,  proviS  the^L7r^r\mânUfaCtUrln8 ae«ment B^P^~ 
.bar. and  net earnings/ Most  Hrm^^ eft a^tf^ "'^ "Í¿ 

direction as an alternative  to further ilo^t  ^>Jf Program in thla 
have given serxous consideration to tl 7 Í substitution. Several firms 
factoring and interchange sys e"s LÍd' deVeloPaent of international manu- 
components or product  1    e        Zr 

UP°" natl°nai ^ializations  In 
facture of specialized componenta^parT^ P°SSÍblUtiea:     *> »anu- 
blar vehicle line,   J)  special?«^ ^n ^."»P^iWlity  for a parti- 

obsolete »odels.  or 4,  r^Ä ¿Î i^ír^ÍSri" ^  '" 

served by S ^^«^„^^0^ fT^ "^ <»» h^ be 
firms need  to analyze pr Z"        r      J»^^- partners.     International 
whether  they want  to  <nav    n\-h! ! ¿«veloping countries and decide 

to stav,  B0.t ii^c^^rTZ^'i   "  ^ dECÍSl°n iß mad« 
sources  too  thinly  in   too ,an    "„Ï    and d 'f ""V^   *"'  hUman **" 
environn.ents.     lt My  be ^^U '«**£¡J•'""keti^•^cturing 
markets and  regions.     For  thP ,¡, -«'-tntrai.o on  tne more  promising 
*ary   to plan ¿ado   r^xt       TTr ?anu,i,Lturi»8 filiates,   it  is neces- 

loo often  these operation    /" tel e d «r••^ «"T"8 ^^S' 
peering,   procurement,   and  corpo^ff^n Ptodu^iO" en- 
bilities  that need  to  ¿P iranî.ïïn" Î íinancin« are ^"8 the basic capa- 

to  r>e transpxanted  to overseas facilities.    Overseas 

1/ 

1/ 

An expanded   role   for rau'ri-naf^n,! 
Kleu.   South African Auro'i?      ? !    corporations  is also stressed  in 

—^tL-^XÌÌL?iLAu.t,Qgoj: iye  Ind us t ry r   pp.  497-98, 
Replacement   parts  was *  S« Knu„    v. 
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operations require the development of new capabilities such as the handling 
of knocked-dotm units   for overseas assembly plants  (see paragraph 36). 
As the need to re-export from the overseas plant develops,  the demands be- 
come even more exacting. 

[• a 
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IX*    ^mMAKY OF PRINCIPAL FINDINGS AND RECOMMENDATIONS 

ÎÎL ^Jte finding3  that emerge  from thie study pertain largely to coun- 
1 ìll.l    .    Ve 80îl? thrOU8h sub8Cantial P«iods of industrialization und« 
LUI ? °í protection &nn iraPcrt substitution and are now aeeking ways and 
mana to phase out manufactures activities that are uneconomic by competi- 
tive standards in uorld r^rkets.    Countries like Yugoslavia, Brazil and 
Mexico have saturated domestic n-arktta and over-extended domestic content 
The findings and recommendations nay also be applied  to countries that are 
now embarking upon induatrializstion programa and are interested in findina 
¡J"?! ef°nfraic aPPr°ach to import substitution.    Small market economies 
IhTÌLthlnt^ice before Marking upon even nosembly operations, let alone 
the more ambitious parta manufacture in deptn.    Countries like Switzerland 
and Denmark have managed very well without automotive» manufacturing sectors. 

l3t\<»    J
ThlS 8tUdy reveal9 * nuaber °f the more serious pitfalls in import- 

substitution strategies and provideo some useful guidelines for a more 
economic approach to industrial sector development baaed upon a)  a more 
manageable range of industries and producta in terms of emerging levels 
of supplier capabilities,  b) a scope and pace of introducing domestic con- 
tent that entails  reasonable cost premiums by international standards,  and 
c)  sector structure  tnat. can eventually be phxoed into nore economic pro- 
auction  for world markets. 

131. Avarr-.g» vehicle coite  increase progressively with increases  in 
domestic content.     Investment  i-quirer.jntc are especial]v burdensome  for 
Sheet meta,   ho.lv  vori    md  engine and  drivelinc  components.     A major contri- 
butor  to  hlgu  -n^tr,   (aside  froa protectionist  profits)  ere  the diseconomies 
ot scale   impoKe.t  by narkc-t  structure,  c.opeci-lly  in  the manufacture of com- 
ponents  and  part..     Under a  regine of protection and  progressive domestic 
content  coupled with  industrialisation policies   that  permit  s  proliferation 
Of models  an«:  makes,   widespread  iniffiri.pncy  of  supplier industries  is 
inevitable.     Cost  p reni ira  exr.  a  function oí the degree of  autarky pursued 
under policies of protection ,*nd J.rport substitution and  the proliferation 
of vehicle models permitted un<Ur rhe industrial   licensing  system.    The  two 
consequences  of these policios have been a)  exhorbitant resource costs  to 
save foreign exchange bc;rcnr>  -  c-rtain r m- *nd,  in manv cases,  b)  foreign 
exchange burdens that go well beyond planned levels of consumption due  to 
the indirect high costs of component manufacture.1/ 

132. The evidence presented in this study related specifically to the 
automotive industry, but the analytical model used has wider application. 
From the viewpoint of indur.tr..aHw.tion atrategies, the analysis suggests 
an approach to identifying the   -omparatJve advantage range for any manu- 

1/     This was the case in Argentina, see paragraph 76. 
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facturant or proc.io. fémttf.y Th. strategy •! tnuiMtUntl earkat- 
in« end ^nuUcturinf arr.«..«*nt. to .veld or «.piece h^«^«£ZÍ¡ 
val«. .dded vith «or« efficient industriel e*pert. u lie* ÄLÄTÄ 
example, to iron and .t..l product, or  for pulp „4 paper JSÎÎÎÎrtg. 

133. The duplication uf .^11-^1. vehicle .„4 part, „laut,  i« devele*. 
in* économie« .tanda  in sh.rp contruc  to th. trend  toward ì.r.or aL 12. 

woild.    The  finding,  in this study point  to an obvioua need  to rev,• 

lizzili Ld;8Kilradlnate arrky ln the dir#ction °f -'• "•*•««" industrialization baaed upon  the comparativa co.U of forala« enchase 

firma vider  latitude in their procurement deci.iena and to .«ccrrJo the 
development  of «port capabilities  to h.lp pay for «quiîîd  ïpirîî      Ga- 
vióos mention haP Äi.o been mad. of the stultifying efUcrol^LtillT 
upon manufacturera and auppliere nurtured unde/tnt lyltl    flotlltlÍT 
^V° fav« fi• •?•?* « earning profit, under an ^¿£«5 
syauen, providing little or no incentive  to the fir« willing a1d «      t 
reduce costs and develop expert markets. 

134. Rationalization of automotive production for domestic eooaia*.tfe« 
Involve, a)  limiting the ranRe of vehicle model, and pianti    b) «SKÌÌT 

Ttt tL A        ,      !dap
u
tation of  forei*n <*«*«» to local «nanSfacturLH.^- 

alÌze prod^Uon InV"' "'*"' Î^16'  M«i~1 «»«*~»"   to rLioT wî«î<    Ï «        overcome  the ba.ic problem of «cale should b~ pursued 

o6    ? Í re^io^f the llT T" "*"'  "*  ^ P'*"^*".•.,. 
well h» fh J rr high-coat  range of  import «u^ ti tut ion.     It say 

S í TT:ï L~ «- ~—sir^;;r^x;0 
brM.H li prCdt,Ctir technique, for protected internal r.arfcet* hk" ïLaU 

ít'i. °^o,;?,"CiatLd W,tï prûductlon for competitive csrkets      Lve ^L 
r^Tlit ^°uld

<
consid'f ajustaient, in the tariff .tructure and exchanïa 

*îon ;%ï ?0nc°:flltnnî ûf »arket réorientations designed  to wôve TolT 
- --rd1^inC C;-     IndirrlaU2ed «>««*«• «hould review nati" VpoÍicie. 
- -rd developing countries with a view toward accenting these Ziti. 

í^rhMr <JÏ? C0TnP?irarif «Vantage of most industrialized nations lie. 
ÎMÎÏÎÎY 

8Í ï* ¿nd deSÍgn CâPflbilitie« «nd their organizational 
Jbility to pi« and carry out complex industrial operations.    Manv îLlA« 
ing countries ere now ready to  take on the mnr* .J^<« *    y develoP- 
roles outlined in Chanter VTTT      ï! ambitious manufacturing 

i/ 
22JM y        Pter V °n CO,it ComP«i«on..    Co.ta aa a function of 
domestic content provide a guileline for the limits of the Zttt «# 
industr alization. The analyses in Chapter VI on the AuïomoUvI lí 
dustry in Argentina  (paragraph's 73-75 in particular) .£«??. . 
framework for considering the limits of prilli versili*. iL   Tit•1 

breadth of industrialisation, «versirication, or the 



mm 

^i**    ......    mê ******* %m* ^ mm%m** in #* mtm 
r*titi<wti*Mi rira* «t* i» * fMMHti«* i# *t*»nê* th« ftat%ftiit§# 

!•§» tué écttfl» ««»attilitt«.« mt€**mw* t* «»tat «wrli «Mrkete    *mm ara 
willing t# lac»?  t«# «éátti«*«* #ii«i«^ti#« .MI mate «f «eta» th« d«v«i 
a» In* M*if*  *a m «•*»»(«•( writ« #«t«»f*    •«•rlvtftg  th» o«feal market,  pro 
vt««4 ti««* r#» tuera**  lucren««  tbmlt matkat ««at« #»4 n«e  «anting*      Hoet 
intarmai tonal   firma Mina 4  | r ff ft   this an«m*«tt*e u   further  import  »ut tu 
tVttOtt 

13*. ^|trvvHiii« üHeH Usted autpmw^t«p Ìff.ift*f-     * »«•*? »tè»! 
uae<ui.v be un«l*rt*ke*. tot t .»onttv ìllt* ararli, y where th« liait« ef 
imporr   Mitb-iTKwi   .n   ì *vr   n«.«n   turned   In  th«  a ut usto ti ve  «act«r.     Ima  r< 
«mudai;,**    or.! .;n#     ;.    J^J-^.T   vîlî riti t   ««rv« 4« «  point oí departure f#r 
such a stuttv       *  ma;.--   fjipusr df  mh * «i«*.* v»ui# 6*  10 work out cenerata 
adjustment pli« 4i«Uui4 to «*.«t the toli.»wtiit >ttt#rta! •) reduce pro- 
duction cotti» witiwut mcrt«-.i»g the rorelgn mvhinti burden, »nd b> up- 
grade  trun*»   indi genu te»  design  and engineer in*   capabi 1 iti««,  and  th«r«by 
il«craas*   iratii'«-   t«chn»iugic*4   d<r pénete m .*   u-^,-   foreign  ptr'.n«ti   (see 
paragraph   10?).     Coat   reduction  «nd  eachange   targets   »;*ould   be worked   out 
In conjunct Um vith  corporata   imp lament«! fon  r.iati*. -     The ala voulu  b«  to 
davnlop  a  sector   plan   thaï  voulu  be  bot;»  economi-ally  advantageous  a od  com 
marciali?  viable.   «*r?d   thai   at   th«  4«»«;   1 t-n*.  wouid   ,.»tovtde  Incom« and mmmley- 

it   in   the  Kjrt   efficient   tange   of   »ut.iaoiivt.   pT »dw t ion. 

137 * Af*yJ>*   t» iL9JSaS.Î.*Jf. .»«i hj*   tr   v»iabiia_h or ,.?#JL#M Atóll 
#SÍSaat*X«,.>J»4«JLiry •     ^»rther  research falchi   useful ly  be undertaken for 
count rie«   eitnei   embarking   upon  progiam«   n   *fciab,i*h  an automotive aector 
or  coualder m*  a   <¡-.ib»tant i*i   expansion  Jt   present   attiviti«».     This  study 
provi dew  *n au.i 1 vt i« «il   tr*m«vor».   »or  establishing  coat   parameters of 
domestic   prw<luit»on   «tiid  deviati.|?   prngras*   tr    kuef   production  within  economic 
liait«.      Such  «itur"er»   voulu   be   appropriate   in  munti««*»   like   Colombia, 
Korea,   or   Turkey,   where  aectot   d«velopie«.-ui   ...r   «xpanaion  prograaa   are nov 
being  formulated.     Recomaenuat ion»  might   turn out   tu be  in part a  act of 
anjolnders  on hov not   to pro,era   in developing  the automotive  industry. 
The approach  to more  efficient   atganlaaiion can aerve aa a model   for  other 
equipment   aectora. 

138•   t iífiSlif-JPJJL i£.££taa^ Field vork on 
Japan's potential  reir   in a«»ts,Ung developing courttriaa  tu anter vor id 
markets should prove  advar:ag.«oi«.     Japan now exports over  10 percent of 

jj      îtia Brailllan Coverrawnt   in  nov    omadering proposals  to cut back 
domestic  content   requi remóme   h\ order  to n*dui«*  production coats, 
lut  this  section vili   meati   twcreaa«-J   for*»igr- exchange  costs   (as much 
«a  US$50 million   for  *   ¡u percentage  >>olnt  decrease  in domestic con- 
tant  on 2QU.UÜQ vehicles)  and  th« equivalent   Ion» of national   lnco«M 
and emplovment.   unius«  eompi»nsaiorv ptugran«  and stärket  opporlunitlas 
ara worked out. 
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its output udhMit lust 10 vehicle aenufacturlng •ad sssaaiily sff illata* 
io «or« Chan 20 countries.    Japan's sue ess» in Adapting lav-vol«« lech- 
al que e eaong dosiaetic suppliers  in the hoae narket and  their reputation 
for deeignin* lov-cost  function«!  vehicles should also nave  Important 
application for developing countries.     This »lght  includa * stud? of Man- 
power requirements   to adapt and absorb an Industrial   tr«naplent, based 
upon the Japanese experience of  tehnicel assistance  to supplier  industrias. 
Japan's decisions   to sstphasixe truck production Initially sad hold beck 
private consumption of passenger cers  snd public expenditures on roads   (in- 
vesting instead  in rsil   transport  for heavy passenger  loads) srs also worth 
studying. 

#*c 
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Taole .' 

Developed Countries 

United Staisi 
West Oaraa^iy 
United Kingdom 
Japan 
Franc« 
Italy 
Canada 
Belgium* 
Australia 
Sweden 
3outh Africa* 
Netherlands* 
Ireland # 

Denmark* 
Other Countries!'* 

Sub-Total 

WORLD AUTOMOTIV E PRODUCTION 
BY C0WTRY, '196? i/' 

Total Gar^a 

II,1I.:-,'.HX) y, m,ooo 
3,055,700 '<,?•>!» ,800 
2,l>4,V0i. 1,^91,100 
1,870,500 696,800 
i/r.,6iv> ì,;6.4/yjù 
l,3.Sd,?oo 1,090,cöO 

01*9, OU; 7G<5,000 
1*1*3,000 1*13,1*00 
352,*¿> X)i*,ÔuO 
20ú,OÜ-> 170,500 
176,200 l.'9,üüü 
7% KX> 62,200 
50,0'X) 38.000 
3,»,0O0 <?Ö,uOO 
1*8,31)0 32,100 

23,11*5,000 18,371,500 

oí., i ITTICA!, khtií'.í 
Page 69 """" 

Trucks & Buses 

1,777,000 
200,900 
i*ii3f8tAi 

1,173,700 
217,600 
67,600 

11*1,000 
25,200 
2*8,1ÛC 
25,500 
¿*7,20Ü 
12,900 
12,000 
5,000 

16,000 

it, 27 3, 500 

Dava loping Countries 

Spa ir. 
Argantina 
Brasil 
Maxieo 
India       # 
l'ene«uela 
Portugal 
Malayaia a 
Jran 
Othar countries*'* 

3ub-Totai 

C«awuù3t  Bloc Countries 

Soviet Union 
Sest Germany 
Csechoslovafcia 
Poland 
Yugoslavia 
Anania 
Hungary 

Sub-Total 

ORAND TOTAL 

21;,5v» L*.í,JüO 
196,800 131,800 
180,800 ici,5oo 
126,700 «8.7^0 
69,500 í3,100 
53,500 17, mo 
37,000 t">,000 
25,000 P%000 
6,900 ^•.300 

8iif50C .#,1*00 

995, if o.) 

HO.OOO 
y«>,7 JO 
6ü,ÓÜ0 
1*5,500 
2?,ÍK>0 

,100 

t.'t.eoo 

1?6,U0Ü 
95,000 
77,700 
26,1*00 
}>,9üü 
7,0OU 

L3^,000 

70,200 
65,000 
79,300 
38,000 
1*6,1*00 
15,800 

7,000 

2,600 
1*6,100 

37U,¿*00 

1*20,000 
15,000 
22,000 
31*,200 
9,000 

15,800 
7,100 

521,700 

5,167,600 í-.i-Oi.^íJÍt' 1^, •>>!;, jOÜ 

Sources»  McOYaw-Hlll, WorU Automotive" HaTkf-t 'jurvey*'"?^ ~ " ' " " 
Automotive Maniac tur« rs Asciati ^7 Tnc"", Wbrld Motor Vehicle Data, 1965 
Ch^more Syndical« día    >,t.;u ni taira   l'Air.  mobîlas-.Heportoire Mondial das 
')3lff?f d'Assemblage  da Vei-ic.Kes .AU^ynbUes  -  Vols.  I & IT,   July 1966. 

* l*»s than SOf doaestic manufa .tor« 
1/    Thara ara several discrepan  ;©••  fc-'ag prodotte; a fleures because  of differences 

in soxireea used.    In so*« c*u«.-.,   'IITI'-K ri|T»i«n.'.  nroJet:t.ed estimate*  rather than 
actual production. 

2/     Includasi  Austria,   Finland,  Or»»«»"«.   Israel,   Swi •.'.oriand,  and Rhodesia. 
3/     Includes:   Latin America   -  P«ru,   L\>.umbin,   Cri ta  àlea. 

Asia - Thailand,   Parisian,   Taiván,   Ruma,   South Korea 
Middle Eaat/Africa  -  United Arab Republic,  Algeria, Morocco, 

Turkey,  Nigeria,   Ivory Coast, Malagasy. 
y    See footnote ¡j, Table 1. 
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MOTOR VgtflCIZ RBQISTRATIOM - 1950-66 

Registered Vehicles 

Africa 
Asia 
Other Americas 

Sub-total 
Ü. S. A. 
Canada 
Western Europe 
Oceania 

Sub-total 
Ragionai Totals 

1950 

1,1U*,700 
703,200 

1,722jfOO 
1 tn.n i.nn 

U3,771i,000 
2,195,000 
8,5oo,ico 
1.617.000 

y 

12ái 
1,699,600 
2,008,000 
2,828.900 

53,05o,ioo 
3,561,500 

1Ù,1^7,1*00 
2,^66,500 

70,628.500 

I960 

2,1*23,500 
3,U52,700 
AM 

71,502,100 
li,9Ul.OOO 

25,257,000 
3.325.9OO 

105.026,300 
^,989^00 

3,170,500 
8,675,U00 
6,651.100 

18^97,000 
86,309,000 
6,221i,8O0 

U5,522,000 

1966 

3,395,000 
10,201,600 
7.189.000 

20.785.600* 
90,it86,000 
6,555,100 

50,582,900 
>,716,200 

173.126.100 3/ 

Average Annual Growth Rate 

Africa 
Aaia 
Other Anerica« 
Sub-Oroup average 

Ü. S. A. 
Canada 
Western Europe 
Oceania 

Sub-Oroup arerage 
Regional Totals 2/ 

W>-ff      i&s -*> 1960-65 1965-66 1^0^ 

1/ Includes cars, trucks and buses. 

2/ Does not Include Ccamunist Countries. 

y   This total differs from total in Table 1 by 6.1» adi. due to projection made for 
Coanunist countries. 

Source t- Compiled and calculated fro» data in McQrawHill I966 World Automotive 
Surrey. ~"~"  
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table   $ 

micia imam » 
!4ÍILiií!MKX 

United SUtea 
Canada 
Australia 
Sweden 
France 
united iMngH^i 
•test Qensangr 
Belgium 
Italy 
Argentina 
Japan 
Venerala 
Spain 
Portugal 
Mexico 
Brasil 
Malaysia 
Oreoce 
Iugoslavia 
India 

Inhabitant« 
PT "H<% 

2.2 
3.0 
3.0 
k.o 
U.6 
$.0 
5.5 
6.1 
8.1* 

14.5 
15.5 
17.5 
26.5 
26.0 
37.8 
Ul.l 
50.5 
56.0 
77.3 

1*79.3 

Sourcesi- toternational Monetary Fund, International Financial 
Statistics. January 1967.       ^ —*** 
AAtoaobîl? Hanufactnrero Aesoo., World Motor Vehicle 
x.yop» mmmm*~•"•"~mm">•" 

McGraw-Hill, 1956 World Autmoti• Market Surrey. 
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Table 6 

U.S. AMO EUROPEAN COMMERCIAL VEHICIE PRODUCTION BÏ 
HEIGHT GROUPS. 196^     

up to 6 tona Over 6 ^ona  
(Units) (units)        (Percent Total) 

Total 
(Unito) 

Atrope 

United Kingdon 

France 

Germany 

Italy 

Sub-Total 

United SUtes 

Grand Total 

285,876 

151*,933 

170,030 

U9.887 

660,726 

U352.389 

2,013,115 

151,366 

30,966 

72,715 

21,729 

276,776 

¿filila 

676,192 

3U.6* kXr,2h2 

16.7 185,899 

30.0 21*2,71*5 

30.3 71,616 

29.5 937,502 

22.8 1,751.805 

25.1 2,689,307 

Sourcei- ÎÎU?ÎÏ   !' Manufact««»rs Association, World Motor Vehicle Data, 
Î2g Tn« ^ononist, Commercial Vehicles. A Wial Surrey. Jul^li,. 
1967.    Dana Corporation, Automotive Nevet lfo n„ni,r. *f   W ^' 

1/      Includes buses and tractor-trailers. 
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Table   7 

WORLD AUTOMOTIVE PRODUCTION 
by COMPANY SIZE - 1965 

ALL TYPE VEHICLES 1/ 

TOTAL 

Production Output Number 
(millions) of flraa 

3.1 - 5.7 2 
0.5 - 1.6 9 
0.2 - O.U 11* 
Below 0.2 2_2¿ 

Totals and averages  ¿18 2/ 

Total Output 
(millions) 

Percent of World 
Production 

Average Volute 
per firm 

(to nearo&t) 
thousand) 

8.8 
7.7 
3.6 
U.o 

36.5* 
32.0$ 
1U.9* 
16.6* 

U,ii00,000 
856,000 
257,000 
lii.000 

100. 76«000 

2.6 - U.9 
0.5 - 1.5 
o.i - O.U 
Below 0.1 

Subtotals and 
averages 

2 
7 

16 
ma/ 
201 

PA5SENQER CA83 

7.6 
6.1 
3.5 

TRUCKS k BUSES 

39.0* 
31.3* 
17.9* 
11.8* 

100.0* 

3,800,000 
871,000 
219,000 
13.000 

97,000 

0.5 - 0.8 
0.1 - 0.2 
Ü.013 - 0.1 
Below 13,000 

Sub-totals and 
averages 

2 
10 
32 

206 y 

250 

1.3 
1.5 
1.2 

lui 

27.7* 
31.9* 
25.5* 

100.0* 

650,000 
150,000 
38,000 

„J^ooo 

19,000 

Source i  -   Calculated from data in McGraw-Hill, 1966 World Automotive Market Survey. 

1/     ixcluding USSR and Eastern Kur ope. 

2/   Sub-totals add to more than total because some firms produce both cars and trucks. 

y    Satlx&ated from source material available. 
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STATISTICAL ANNE 

.«—JUNk-.. j*»» ua. OPMAKT wuxa 

(U ^mnl Notori 
Î,706,000 

(10) ToyoU 
Ii77,70ü 

(6)     BMC 
85U, 

(li)     Ï.W. 
00                 1,510,000 

(9)     Ranaolt 
5ii2,0CC> 

(t) Ford Motori 
3,113,"MO 

(111) Mistan 
3li5,90û 

(8)     Ford                 (7)     Ootl 
589,800                    631, uOO 

(11)   Citroon 
1.65,000 

()) Chryoltr Corp. 
1,611,000 

(18) Tojro Kofgo 
273,500 

(16)    Vauxhall          (15)    Ford 
333,200                      33U.50O 

(IT)   Paugoot 
293,000 

(13) AmrlctA Motors 
3i»6,ûOO 

(21)    Rootas             (19)    Uaìnlcr-Bana 
712,600                       236,900 

(20)   Sime» 
230,000 

4. CaXADA mu <LU3TJULIâ  BBLOIW 

(lì) Oanaral Motors 
Ú19.000 

(5) Fiat 
988,000 

(23)    Oantral Motors 
165,200 

(21i) Ford 
161,710 

(2?) Ford 
211,00» 

(25) Chrjnltr 
153,0C0 £JUU 
U.S.A. JAJM O.K. ORNANT 

(9) 

»UBI          imi 
(1) Oanaral Motor« 

ii,9149,000 
(15) Toyota          (6 

236,900 
BMC 
671, UDO 

(U) 7.W. 
1,LIS,300 

Ranault         (5)     Fiat 
Ii70,000                     91.7, ¡OC 

(2) Tord Motori 
2,566,000 

(20) Maim          (6 
170,200 

Ford 
50Ji,5oo 

(7) Opal 
615,600 

(10) Cltroan 
380,000 

(J) Chrjnltr Corp. 
1,1168,000 

(17)   Ttuxhall         (13) 
220,800 

Ford 
307,"00 

(Iti) Paufoat 
270.00C 

(12) Aaarlcan Motori 
1IJ45,X» 

(18)   Root«* 
17Ì4.I400 

(19) Dalalar-Bani 
m.'joo 

(16) S laca 
2)0,000 

(25)   Standard 
Triiatph 
120,000 

OAMADA 

(amoral Motor« 
351,000 

(22) 

«MBU 

lill.l 

JUA , MB»* 

(11) «1 Motor« 
POO 

(Sii)   Tolro 
130,000 

(21) Ford 
168,000 

(21) Chryalar 
1)6.Ono 

L R U C I 3 

O.S.A. 

Oanaral Motor« 
757,000 

Ford Motor« 
517,000 

International 
171,000 

Chrjnltr Corporation 
ìm.ooo 

(3) 

U) 

r ) 

ta) 

.¿ASSE-.... 
Toyota 
2liO,90C 

Toro Eou< 
192,200 

IHaaan 
175,700 

3'ahatau 
137,500 

U.K. 

(13) 

(19Ì 

(28) 

(1.0) 

V.W. 
«.,700 

Dolala r-Bant 
62,900 

Ford 
»,800 

Opal 
15,500 

10WWB 

(1) 

(2) 

(7) 

(•) 

(S) 

(10) 

(li*) 

(26) 

BMC 
183,200 

V«menali 
112,ÙOO 

Ford 
85,300 

Rootaa 
36,200 

•Atta! 
21,000 

tornili 
TW)   Citroon 

20,500 

mm 
18,600 

(12) I aitar 
106,000 

ill) Mltaublthl 
110,500 

(29) layland 
25,000 

(U) RhaUiatahl-Nanaaaa         Indi« 
15,000                             rWT TaU Mare«4ot 

(31) 

(*> 

Whitt 
25,000 

Hwk 
20,000 

(18) 

(20) 

(ti) 

latía« 
57.700 

Fati 
Su,600 

•onda 
1|6,700 

(15) 

nuMci 

Citroan 
«5,000 

(Ui> Manir» 
13,000 

Otlwr 

IV) Sanarti 
A6.000 

Motor« lui» 
TfhT Fiat 

ili,Olii 

(22) Prlnco 
Ut ,600 

(io! Ranau)< 
7L\f>»i 

(21) Fiird 
i, t.tinii (Hjl    aunar il Notar* 

(25) 

(27) 

Stiiakl 
1,0,000 

Al e hi 
»I.LOO 

(it) 

(11) 

rVufaot. 
,' 1, v»i 

•Hrlln 
H.SOCt 

( m Chrjral«r 
l'.OOO 

(31) Htno 
2!.,8CC 

Seurc «1    Cows'.ltd from data  in KeOra--M-.il.   1960 Morid AutoroUv« H.rlr.1  S«rv«Y. 



JTATI.jTIGAL ANNEX 
Pipo jé 

m 

m 
u 

» 

¡ 
E 
8 

I 

tn 

o 

IE 
i 

n 
t 
0 

Ov »A VA «^ 13 VA O O t~ 

VA 
-3 

r- •S 
« » «A 

Cl 
Al •»• 

»A 

--3 

as 
¿3 i £ « 3 

Os 

Os -a o S 
JO VA 00 f*\ -^ r-( o o 
3 3 iH Aj O VA H 

«H 
r-4 

2       sì        6-        Ö        VA       r-t        Ö 

I  3 ¡ç   j 
r«.      p».      ft\      f». 
;-<       s£>        f- 
AJ H fc  » 3   g 

Ü 
lì 

CM        O        "A       r-       VA       i~»        *A      «5       O 

VA 

S 

fc £  4  ~  S  m  d 

88*6833* 
a s s s § s * * * 

¡?>       rH       ö       »Ö      #>       Ö       VA      «5       Ö 

* I * I ï s s s 8 
Cu <-« ,-« r-t As 

IS 

ii • « * I $ % * i 
•ç     MJ     13     \*>     «•% 

a J ¿S "* a 

S I I M ? S « 8 
S t 2 S * 5 S 2" * 

H. 1 U | H § 
». s s s i a S K s" 

I I s 

11 i i n i i i 

s 
3 

i 

J 
i 

î 

i 
** 

i 

i 
•   »4 

Î 

i 

fit 
$ 
4 

I 
ï 

x 

J 

i 

j 

! 



Table   IO 

«üi 

aUfONDTP ni IV§> kASEmiA  LINES IN OPERATION 
UOHOUT THE WORLD. JULYTSSS 

(Jbttniwf 

Number of 
assembly 
lints in 

United H«t#»# m 
Qreat Britain 6t. 

Franet Ü 

West Qmrmmy m 
Japan m 
Italy m 
Suaden 11 

Number of count ritt 
in which 
assembly lints art 
established. 

?6 

?T 

SB) 

tt 

It 

If 

Total Ji? m 

•Incl»de3 British, Oeman and Australian affiliates. 

Sweat    Chambre Syndicale des Coostructturs d ' Automobiles ._ftff»rtol re Mondi al 
des Utines d'Assemblage dt Véhicules Automobiles, Tels. 1 * il, July 1966. 
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Table      11 

QHfrTK.n AOTOHOTIVS PRODUCTION 

l'I (IMP-- " "--WCING COUNTRIES,  19515-6$ 

(^ 

Japan 
ItAiy 
Sweden 
Mtther]r% 
Wt3t Gen» ì y 
France 
Canada 
Austra]ta 
United Kin^tí; 
U. S. A. 

Iugoslavia 
Czechoslovak.; A 
Poland 
East Germany 
U.S.S.R. 

Argent,! 
Spain 
Brazil 
Ktxico 
India 

•except 

1/ 1957 

Lev e loped J^irrtj-jS * 
TJ.lii and c,.-\'ív~r Europe) 

Production 

¿ . /•! 3 "' i -'-'-> 

V,20i», Û.;0 

1,07$,M'J 

1,175, »1*3 
?<>;, 717 

3,055,700 
1,616,151 

055,1 ?o 
kQ7,59ó 

?,3 77,^ 
11,137,«30 

Annual average 
rate of growth 

39.0* 
16.0* 
15.2$ 
13.731 
12.9% 
8.3* 
6.n 
6.7$ 
6.1$ 
1.9$ 

US'jií ;i_ .i ¿astern £ 

15,,?:V 
2i*,lo3~ 

>ó,*.3d 

:rn t .- -pe 

1;?,L52 
90,713 
60,550 

110,000 
616,000 

¿i"lSl2E?j ^J-LHi^ri^j 

'?5"" 
ji. ,C;t. 

2 21;, 9 35 
ióí?,6u5 

?6,6£ü 
c>,5ü0 

19.5$ 
U.3$ 
13.7$ 
11.9$rt 

3.5$2/ 

35.0$ 
29.0$ 
25.0$ 
11.7$ 
8.7$ 

y luring M .v;rik^  ft'iod (5.916-55), the rate of growth 
was 17.' ¿ 

1/ 1*59 

SourortJ    C>¡piled i»-»«! cal culate'' from data in Automobile 
VùIìVfacture ^sociali-.•>, World Motor Vehicle 
5Ëiu^ /¿Craw-Hill,  Ï96o World Automot Automotive Market Survey. 



M 

Ta* le Y/ 
jTATI.iT1uAl.âWiPi 

¡ÜJ^rACTU.tlN} /lit) A¿:i¿MDLY oFi.tATTOU Ili 

Number 
of firrw: 

12 
11 
12 
16 

7 
5 

11 
16 

I? 
8 
2 
? 
U 
3 
2 
1 

J* 
31 

21 
il 
kk 

2 
2 
6 
5 
8 

10 
1 

-i 

201 

131,000 
101,500 
Û8,/00 
37,700 

1,700 
300 
900 

n.a. 
56^900     362,000       202,300 

Latin borica 
Argenti na 
3raail 
Med.co 
Venezuela 
Peru 
JolombLa 
osta tüca 

Uruguay 

sub-total 
Asii 
"TSlia 

Malaysia 
Thailand 
Pakistan 
Taiwan 
Burma 
iouth Korea 1/ 
Indonesia      *" 

sub-total 
jurope 

Spain 
Portugal 

sub-total 
KLddJp Sast/Africa 

United Arab Republic 
Algeria 
Iran 
Morocco 
Turkey 
Nigeria 
Ivory Coast 
Malagasy 

sub-total 

•J1AND TOTAL 

* assembly only 
** not a vail ahi P. 

1/    Military vehicles only. "" — —  

y   iSîa^L^otuïï?011^1011" fiffUres f0r the aaaller countries ine 
Steraìv! '•Present planned capacity and should not be 

i ton» stir. 
Contenf 

72-90 
95-IOC 

6o 
5-lii 

30 
25-1^0 

A* 
0-10 

ei-8o 
8-17 
A 
A 
A 
A 
A 
n.a. 

90-100 
2$ 

30-ii5 
25 
65 

30-50 
A 

n.a. 
A 
A 

Tctn. ?/ 

i / •', £ C\j 

lOüj'iOü 
\; 0,700 

,:3,i,0Q 
VX •o 
?,800 
1,300 

n.a.** 

69,500 
25,000 
15,900 
9,000 
3,900 
1,800 
i,5oo 
. n.a. 

127,^00 

212,500 
.37,000 
2UL9,5oo" 

12,?C0 
9.6CO 
8,900 
7,500 
5,300 
5,ooo 
2,200 

52j¿C0 

99kj200 

23,100 
25,000 
6,900 
1,000 
2,U00 
1,200 

n.a. 
60,li00 

3ii2,300 
30,000 

172,300^ 

;ì,5OO 
6,200 
6,300 
5,200 

1,100 
1,200 

29,500 

62Í4.800 

Trveks 
alidi Bust? 

6j>, oo 
"9,300 
38,000 
15,8oo 
l,3oo 
2,500 

li 00 
n.a. 

1*6, liOO 

67,000 

70,200 
7,000 

77,200 

3,700 
3,100 
2,600 
1,^00 
5,300 
5,000 
1,100 

500 
22,900 

69,¿i0ü 

luding 
taken 

Source:    chanbre Syndicale des Constructeurs d'Automobiles,  t<eportolre Mondial 
MJ Sü!    

As3ernbla^e de v^cmes Autoiiobiia^. vois. i& rr,  

McTrav-Hill, i960 ,/orld Automotive Market Survey. 
Automobile Manufacturers Association, WorTHTEtSr Vehicle Data, I965. 
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Pag*»   ID 

* **4wwwHBPHr   v ipH 

^ii'y^^jiujjüüLiÄfc 

of 

Itnajtajr 

frane« 

U.K. 

Japan 

Spain 

araail 

Argentina 

Mexico 

India 

Vanexu«la 

Mon 

1,158,200 

3,055,700 

1,561,600 

2,m,900 

M?9,S00 

212,500 

100,800 

196,800 

126,700 

69,500 

53,500 

Accounting 
Parcant       for 80-90 
World Parcant of 

Production   Production 

k.6 

12.2 

6.3 

8.5 

7.5 

0.9 

0.7 

0.8 

0.5 

0.3 

0.2 

1 

k 

k 

k 

6 

3 

3 

6 

6 

f 

6 

Avwafa Production 
P«r Fim 

[naaraat 1.000) 

988,000 

6ii9,000 

3639000 

M «ooo 

211,000 

60,000 

5i*,ooo 

16,000 

19,000 

u.ooc 

8,000 

Soweat   ffeOr-f-mi, 1966   World Automati*« parfait ^rmr 
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Table Ik 

COMPARATIVI; PHCDUCTIOH COSTS U.S./INDIA 
DIESEL ENGINE HANUFACTU¿f 196b 

Engines per year J/ 

Labor 
«ateríais 
Overhead ?/ 

Total costs 

Sapital/output ratio 
ffamifacturing/Oir*ot Labor Ratio 

ûirect Labor 
Material? and Parts 
Indirect Costs 

Total costs 

Labor 
Materials 
Overhead 

Total costs 

Capital/output ratio 
Manufacturing/Direct Labor Ratio 

United 
States 

lii,000 

United 
Kingdom 

3,000 

India 

1,200 

DOLLAR    COSTS 

?1? 
1,359 

529 

$2,100 

?o6 
2,OU8 

732 

120 
14,533 
1,379 

2,966 $6,03; 

0.61 
2.1*7 

•7?             3.02 
3.55           11.25 

PEii CENTS 

10.1 
6Í4.7 
25.2 

6.9               2.0 
66.6            75.1 
2Í4.5             22.9 

100.0 100.0 100.0 

1.0 
1.0 
1.0 

1.0 

1.0 
1.0 

INDICES 
—Ö-37 0.57 

1.51 3.31» 
1.33 2.61 

1.U2 

1.30 
l.UU 

2.87 

li.95 
U.55 

^   ÎÏÎL13 f0r tíÍ3 er!^T 3eries on^-^tuaUy the scale difference factor 
based^upon value added was about 3.7 percent (see p. 95 in source cited 

1/ SiA'S TUi?iV.•^cturingcosts•"*capitalcha*gee- 
source: ai^^jrwr^robteM in ***• (syracuM 
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Page 8? 

Table 16 

Imported 
Vehicle i 
it Chassis 

AiiGHíTINA. IMPORTS AND TOTAL CONSUMPTION, 1956-46 

Year 
l i         Argentine                  Total 
—           Produced                    Consumption 

5,9U3                        23,686 

Imports as Percent 
of Consumption 

i%0 17,71*3 7U.9 

19S7 1*7,187 15,635                         62,822 75.1 

l#tt 19,1*95 27,831*                        1*7,329 Ul.l 

1959 ü,9l5 32,830                       39,71*5 17.1* 

I960 5,107 89,266                       9U,373 5.5 

19cl 1*,9U7 136,266                      11*1,213 3.5 

196? 6,032 129,730                      135,762 Ji.l* 

19o3 1,686 105,155                     106,81*1 1.6 

19oi* 1,286 166,1*83                     167,769 0.8 

1965 1,107 191*,1*65                    195,572 0.6 

lyoo 1,1*61 179, ¿*5 3                      180,911* 0.8 

1/       Includes assembled venidos, chassis, accessories and replacement parts 

Source:    Associacion de Fabricantes Argentinas (ADS»«) 
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Table 20 

ASoarriHA, PLANT CAPACITY AND UTILIZATION, 1905 

firm Capacity 
Annual Output 

(Cars & Truck's) 
Percent 
Utilisation 

Kaiser one shift 
two shifts 
three shifts 

- 27,600 
- 55,200£/ 
- 92,800 

56,600 

61.0 

Ford one shift - Û0,300 30,1*00 75.1* 

Mercedes 

1/ 
Fiat~ 

one shift 
two shifts 

one shift 
two shifts 
three shifts 

- 14,800 
- 7,200 

- 19,200 
- 38,1*00 
- 57,600 

3,100 

28,900 

6Jt.6 
1*3.1 

75*3 
50.2 

Chrysler one shift - 19,000 16,200 85.3 

Averages one shift  (5 firms) - 22,l80 27,01*0 
two shifts   (3 firms)- 33,600 29,500 

121.9 
87.9 

1/    Some intercnangeability among plant facilities for manufacturing 
vehicles,  tractors and diesel motors. 

2/   Author's estimate. 

Source i Company reports. 
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STATISTICAL ANNEX 

1M&J1 
AjttEWriNA. PRODUCTION OF CARS AMD TRUCKS, 1956/66 

JJ^^^^^B^^ Passenger 
cars 1/ 

Commerci al 
vehicles 2/ 

3.228 

TOTAL 

5.9U3 

Percent 
change 

1956 2.715 

19«?7 11.7U3 3.892 15.635 163.13Í 

1958 21.531 6.303 27.83ii 78.0 

1959 23.816 9.Olli 32.830 17.9 

1960 U5.172 1*3.988 89.160 171.6 

1961 81.932 5U.33U 136.266 52.8 

1962 92.257 37.li73 129.730 - U.8 

1963 77.167 27.988 105.155 -18.9 

196ii 115.855 50.628 166.U83 58.3 

1965 135.000 60.000 19l*.U65 16.8 

1V66 123.937 55.516 179.U53 - 7.7 

y     Includes 3tation wagons and jeeps. 
2/     Includes pick-ups, delivery and other type trucks and chassis. 

Source:    Consejo Nacional de  Desarrollo  (CONADE)j  Association de Fabricantes 
Argentinas (ADEFA). 
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ftAìISTICAI. njvrr 
Ht« W   

9*ÈJêmmm paojucnoM vomtg AND AVBRAQS UNIT COSTS. 1905 

Total 

tua 
T Cm 

fc**A 

Tiwki è 

ToUl 

Truoke 
r Ou« 

è Buées 

Output Unit Prie© 

Argentina 

Itei ta 

195,000 
135,000 
60,000 

2/ 

u,m»,ooo 
9,329,000 
1,785,000 

1.6 
1.4 
3.14 

U,773 

5,o6e 

thifd auf• 

1,93** 
1,919 
2,017 

ArMBUna/Unlted Statte 

Ratios    (U.S. - 1.0) 

2.5 

Coat to Economy 

mi Millions 

930.8 
626.7 
30U.1 

UtSMLlliona 

21,500 
17,900 
3,600 

U.3 
3.5 
8.1* 

it ï;l; don*r figure* are based upon the 1965 pesos value deflated to 
I960 pesos and converted at the I960 official exchange rate of 82.7 
ptaoa to the dollar. 

2/      Converting 1965 pesos at the  19*5 rato,  the av. -raffe price per vehicle 
is $h080. 

Source:    Automobile Manufacturers Association  (OSA), Automobile Facts and 
Figures. 196^: ADEFAj OOMADE  
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UbU ?7 STATISTICAL ANKRT 

AMQPTim'3 PLANN2D A3 ACTUAL FOREIGN  SICHlWGE B'JRDSN 
P*g« 91 

1. vehicles produced (ur.iU) 

2. Total c;at to economy—' (rT^J -*í IlionÌ 

3. CIF valu« (ys$ mi 11 i on p' 

. w 7/ 
U. Planned import .îilowaii.e.    (pc-co.itf 

5. Planned fonufra <iic\i<-r¿>. ^oetj   ;us$ million) 

6. Actual import alloTi^iu«!   (percent) 

7. Actual co.it tc Aiysntij.a economy,  *t $2,300 per 
vehicle in (USÏ r.illìon) 

8. Coat to Argentine accnany at $ii,08u, in US* million 

Ì2èl 196¡> 

32,800 195,000 

134 796 

75 
3/ 

¿¿9 

10* 

26 

ser 
US 

29* 

42 130 
6/ 

250"* 

¿/   ¿5 7959, 32'8(*> Vöhi=l°* wra produced valued et 11,078 million I960 pesos at 
02.7 pesos to the dollar, or 11,070 - (32,000 x 6?.7). 

2/   Average CIP prie« ¿2,300 for two Kaiser vehicle?. 

3/   In 1959,  allowaDlo import content was  30 pareen 1   ,.ii cara and 05 percent on 
Í£ÜKÍ

Sí
  flfa comprised 72.5 percent of product and trucks 27 .5 percent 

(Table 10).    The voightod average is than  .JO  f .725) • .1*5  (.:>75) -  .34. 

y    Using weighting factors in footnote   3 a£>ove,   arid adjusting for supplier 
mnort content  (soe footnote 7, below)   .?75   1.55)   (I - .11*) •  .725   (.70) 
U -  .1") - .5a. 

-^   il.19!5'  69 pftrc'jnt' tn' rWuction wsu; in cam  and 31 in commercial vehicles. 
Dorresti2 cont«:   requirements were 91 percent  for cars ind 7? percent tor 
trucks;  which adjusting fer supplì nr import content,  became V> percent and 
o2 percent respectively  (*joe iootnote 7 »alow).    Thus! 

.31  ;.76)  •   .6f  {,.'>;.,   -   .71 domestic cjntant;   .29 import  content. 

6/   ManufóCturert'  import allowances ari baaed on c.i.f. prices  (the $?,3O0 .varare). 
but the economy,  from all   IndicrMons  i., lti effect,  utilizine  imported resources 
based on Argent lie mnn^cturir*, costs   (the $i,,080 average).  Tha higher $25U 
million figure is wi.at  the Centra   *wüc estimate» as  the'foreign exchange burden 
currently imposed u-o.-  t;v» AiytnUni. economy  by  the  automotive industry.     Accord- 

M *       ^OHaDa input-output  esUira-.es,  th* import  coefficient for automobiles 
and tractors was    21,« per dollar in 19«)  (tabi«  X)).      Applying the i960 co- 
efficient to 1965 output 01   S6O0 militen,  the import requirement would be »190 
million. 

7/ The percentages  1o not reflect the dunestic content  of "Argentine" components 
and parts.    AijuaUd for import  conten-, of locally procured items,   the 1964 
figures would be aîoit. 76 perr-eut  for cars and 62 percent for trucke.    for a 
Falcon coetm»; $3,777 to prcdu. 9,  41,631  represents  purchase components and 
parts—of which *t leut ons-thlrd *ay be estimated to represent foreign con- 
tent—or $610.    This would mmai an adjusted 76 percent for an Argentine car 
'-90 - Q£L*  -90).      her a   s-100 truck,  costs averaged $3,179 in I96I4, 

3i7 1 

of which $1,293 represented dkxnestlc components and parts—or 62 percent  (.72 - 
4/1 x   .72).    Sao footnotes h and 5. 

Source 1    Tables lft «nd 21. 
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Table 2fi 

AmmiHk,  CORPORATE KAHNIUfìò OK VEHICLE MANUFACTURERS,  1964 

  Perçants Mili ion Pesos 

Ki nn 

Kvjrd 

Mercedes-Ben« 

Pxat Concord 

Net. 
Profit.3 .   -, .      , Profit/ 

oruifoholdera'     Prosit/       -.u       L.   -. , 
^uityV       rr?tlt/      Shareholders« 

l,2Uj 

1,031 

(95) 

1,010 

,'6,706 

16,779 

3,706 

7,355 

5,fi27 

3,7*6 

(n.a.) 

£,501 

bai e j 

i* .5 

ö.I 

-2.5 

13.7 

Averages  - U firms 
- 3 Jfinn3 

787 
1,081 

13,654 
4,S<6 

5.8 

(n.a.) » not- availaole 

u       After all taxes and  interest charges 

2/      Kaisar averages  for Fiscal Toar and in« Jur.a 1964/June 1965', 

V      Includes capital stock, earned surplus, and surplus raservas. 

Source:  Annual Company  Reports. 

juity 

22.1 

(n.a.) 

18.^ 

:2.1 
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Tabla 29 

fftOPITS AND OPERATIONAL RATTQS OF U.S. CORPORATIONS.   19frli-6¡5 

Industry or Group 

Per Dollar of Sales 

Motor Vehicles and  fitjuipment 
All Manufacturing Corporations 
Manufacturing Firma wich Sales 

$10-2$ million 
Kaiaer-Argentina   (Fiscal 65) 

On Stockholder Equity 

Motor Vehicles and Equipment 
All Manufacturing Corporations 
Manufacturing Finns with Sales 

110-25 Million 
Kaiser-Argentina   (Fiscal 65) 

As3at/Liability Ratioa 

Motor Vehicles and Equipment 
All Manufacturing Corporations 
Manufacturing Firms with Sales 

$10-25 Million 
Kaiser-Argentina  (Fiscal 65) 

Bafore Taxes After Taxes 
4th   6k      Uth   65   Itth   6U   Uh   65 

(Percenta) 

11.1 
8.8 

7.9 

13.8 
9.5 

6.U 
5.li 

7.3 
5.7 

TX 
8.8 U.U. 5.0 
 5T?  

(Percents) 

27.0 
20.2 

I4O.7 
2?.9 

15.5 
12.a 

21 .u 
13.7 

•2.0.2 2Ü.2 
29.0 

11.2       13.8 
 E7T2  

(Ratio) 

Current Assets/ 
•Liaoilities 1/ 

Stockholder 
fifrulty/Debt 2/ 

2.0Ù 
2.39 

2.56 

1.89 
2.27 

9.05 
3.88 

8.31 
3.5U 

2.1*9 
I.09 

3.29       2.97 
0ut9 

1/   Current assets  to   current liabilities exprssree the potential ability 
01 a company to meet currant, obligations. 

£/   Stockholders'   equity    ncJudes capital stock,  earned surplus,  and sur- 
plus reservesi  d»bt includes short-term loans, installments due in one 
year, and long-term debt du« in more than one year.    Ratio expresses 
number of times stockholder equity covers current debt obligation. 
Current debt amounted to 18 percent of total liabilities for the Motor 
venicles and Equipment industry in the fourth quarter of 196I1. 

Sourest   Federal Trade Commission (SEC), Quarterly Financial Reports, 
Fourth Quarter, 1965. " r ' 
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Table 30 

ARGENTINA. IMPORT CONTINT ANALYSIS, AUTOMOTIVE INDUSTRI.!/ 
 1 1960       —l 

(i) (2) (3) 

Indirect 
Import In- 

Direct Import puts   (col, 
Input Indu3try Inputs Co-efficient 1 x col. 2) 

Fuel and electric 8,367 .108 1,U11 
Te xt.il Oí 5,8lU .026 153 
Paper and cardboard U,U31 .068 306 
Printing and publishing 887 .11*3 128 
Chemmal producta 2U,6&> .125 3,10U 
Rubber ii6,17? .210 10,1U2 
Leather 5U6 .003 2 
Stone, gla3s, and ceramics 1,793 .015 81 
Xe'al wcrking 1,Î3,607 .212 32,7U5 
Vehicles and machinery 25,U88 .160 U,098 

(including autos & tractors) 
Mach j. no rv and el act rie al apparatus iiO,OU3 .13U 5,h03 
Comnerce 106,610 - - 

Transport 21,320 .001 25 
.Services 15,077 .001 19 

3ub-tOwal: national inputs li5o,8l7 - 57,617 

Imported inputs U»7,151 
" 2/ 

1U7,151 

Value added at market prices 396,032 100,000" 39,603 

Total 1,000,000 - 2J*U,370 

1/    Includes tractors 

2/    Estimate of foreign remittances for licensing fees, interest on debt, and 
~     profits. 

Source» Consejo Nacional de Desarrollo (CüNADE), Matrix of Co-efficients of National 
and Imported Inputs, I960 " 
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Table 32 

gosr PRBIIUK FOB MANUFACTURING AUTOMOTIVE PRODUCTS IN 
bBvEtopiNO ÄGöMetTBs, I$# 

Country 

Production 
Ohits 
1965, 

212,500 
196,800 
180,800 
126,700 
69,500 
53,500 

Import 
Content    ~/ 
(Percent)— 

19* 
31 
18 
U9 
m 
92 

Cost Premium 
(f .o.b. world-, 
source - l.OP 

Spain 
Argentina 
Brazil 
Mexico 
India 
Venezuela 

1.3* 
2.6 
1.7 
1.6 
2.0 
1.6* 

All Other 
developing 
countries 15U.U00 11 JJQf* 

TOTAL 99ii,2CO 

WEIGHTED AVERAGES UO 1.8 

1/    Ratios based upon conversions at official exchange rate.    Figure« 
*"     marked with an asterisk  (») are estimates from pricing data. 

2/   Percentages  estimated from base figures for domestic    content 
""     given in Table 12 and adjusted upward an additional 15 percent for 

the import component of "domestic content.n 

Source: Tables 32, 15 and 33. 
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Table B 

JOCHEASE IN PRODUCTION COSTS AS A FUNCTION OF DOMESTIC 
CONTENT AND PRODUCTION VOLUME, PASSENGER CAKS - 

1966 

folume of Production Percentage 
Cost per 
Unit 

Index of 
Cost In- 
creases/ per annum Domestic Content (ftupeaa)!/ 

7,778 3,000 28* 152% 
1*7 9,061 177 
60 10,1*1|]| 20U 
97 15,367 300 

1*000 26 7,$21* 11*7 
1*7 8,1*77 166 
60 9,i*03 181* 
97 12,750 21*9 

5»?oo^ # ll,3?o 2:>o 

8,000 28 7,381 1U* 
1*7 8,11*9 159 
60 8,817 172 

« 97 11,278 220 

20.000 28 7,333 11*3 
1*7 8,039 157 
60 8,622 168 
97 10,788 211 

12,000 28 7,301 11*3 
1*7 7,966 156 
60 8,1*92 166 
97 10,lj60 20U 

1/     European f.o.b. factory cosi,  pr«-dévaluaii m,  1<*S6 • Ha. 5,llfí 

i/     Increased cost over European ex-factory cost. 

¿/     actual production April,   1966. 

Source» Conputed from data furnished by Indian manufacturer. 
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