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T™he studv on tive sutomotive .nduntries i* oue of theen cane
Studies prenared av part of | Mroader fervarch project dealling vith the
*Eperionce of devsloping countrims with the establisiment of capital goode
fnduntrior. The 01her cane stwlton dral with the waw eclectrical equlpmgnt
ar! the heavv mecharica! eeylrment tmtustrles. 2 aethodolopt. al paper and
A More general paner {ccumed op g protection of canital goods induntrios
are alse “ine prerarsd.

Protlemn nf impart substitution, tndustrial efffcfoncy ant sxport
Onnetitivenesr need te he aralvedt with the Lelp of vartuus tepes af ape-
Claltute, tuely e, mene otherea, sromriote conversant v th trade theery
and fnuiustrial ccoromists g EHEINBUTS Advguatye goalvale of toe prob lams
Inwelved reniitros a trearoent of Aethouniogi. sy and theotet 1ol quest tong
trvwolved 4 womtemar (¢ ~oalinlia of varicas aeltew fastruments, sea well ae
Cane ntudfes ~f countries ard {1dustries

In the contse of tae remoar: . project | the Sank staff ha the
henefit of contact: wit #everal econor sty o are wortkiner elaevhiere on
stmilar ard reiate prot len: . Llose (ootact vas malntained wit) two othet
resaarct protects ohich supplemented the stulien of the gac, team: a3 Etudy
on industrializatior (n develontng countrivcs by the 010D Jevelopmen: (entre
under t'ie dircctiog ot Professors las Littie, Tloor Scitevs) « and Caurfoe
SCott, and & st 31 Ue §trwture of protect iy gut ft. tnnact O Fosource
1llocation Hieh Profozsor le,n Palasea, as a staff rricber f g present .
A consultant to, the Bank, i« CAFETING oul with the hedp of 1 omber of
ecoror fsts. Nte, peonomist . oo P et e L VATt ous o gses of the
nroject tnciude "fchac. Bruno, of the jsrael ! Plannine Offfce | and Profosaor .
Edward S. lason, “orris Adelnae and Robert "ru,ell

The research pre ject a carrbva sut dartng vts formative Slage
urter the directtor of Barene A Jde Vetes.  The cade stucies of tndustrices,
dealine wit atorctive . heave electrical ard mechanical vauipment {ndustric.
were under t'c dire tion of derti. Walstedt. Herman van der Ta. reviewed
the studfes fn the't late: phase.

The frdustries seicct J for case statdec Slav a stratestc role {n
the more advanced nliases of fncustrial jevelopment. Their estahlishment
takes up a sub stantiag s are of Levestment and {4, twercfore, often ac-
ronnarica by strains or reai. and fivancial resources and poses difficult
irohlems of Jomestic ind exterra) cconomic noliclies. e a‘dition, these
industries produce many fter: v ol in toc construction of the kind of proj-
ects financel hHv tie Bank.

The industry ctuides are desiyned to consider the followling
questions:

- "hat has been the experience tlus far with the {ndustry in
countries with re'lativelv gnall martets?

- that is the economics »f ilie tndustry {n more advanced
industrial countries and what are t' e conditions of {interna-
tional narkets for the products concerned? “hat aspects are
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selevent for the grewth of the indusirive ia the doveloping
eountrins?

- WMot ate the costa an' heneflits ef establishing these
tndustrios ta develnping counttien? In particuler,
what 1= the cost of e tavine 21 foteign exihangs wikie
poasinhle b+ the induntry’?

- ‘Wat car e satd a out o ettictoncy of the Industry, ot
present and over time, an how o8 cost effirioncy of focted
L T tustefa: Tafote &8 scongmies of s ale. avall-
abiligy 7 surclier ana sitties. sailles manpowert, product
destprn i cess Do ew cas b o

- Mhat has besn tooe depact o opec Bhe tucuatry s rost ef ficlenty
of gove:nment polboiaf feteet fes, eRchangs Aunc {mport
tﬂguiat!wv, ferulteranls A% 7o omeatie centent of produes
gfon, credit, ote as well as of the straTute and the
aatent of monopoly of domestic frndustry?

- What reveral (ndfcations, \f any, .ar be given on policies
of develontng countries, as vell as tndustiialized coun-
tries, to foster ta= wealthy prowts of the todustry®

- What contributions might reasonatlv be axpected from large
sultinational firms i1 promoting manufacturing in developing
countries’

- What s the tature outloor for t'.e industries ir an {nter-

mational context and what =ight be the manufacturing role
of developing couniies?

secause of the nature of the problems to oe analyzed, heavy
reliance had to be placed on Jirect {oterviews witl, and inforuation pro-
vided by, manufacturing concerns {n developing countries and associated
or parent firms in advanced tndustrial coun'r’es. In the case of the auto-
motive industrv visits to leveloping ccuntries were limited to Argentina
and Yugoslavia, but intervievs witn muitinational companies covered thelir
operations in much of the develoming worla.

Ve are gratefu} to the various company representatives for their
generous and {avaluable assistance. Thev have shown great {nterest in the
studies, have discussed the problems of the {ndustry with frankness and
made available information without which t% studv could not have been under-
taken. They have supplied comments and crittcisms on an earlier draft, per-
mitting us to test the validity of the analysis and the accuracy of the fac-
tua) information used.

The »resent study was carried out hy Mr. Jack Baransomn. lils
findings an' recomrmendations are based on field work in Arcentina and
Yugoslavia, supnlenented bv interviews uith vehicle and parts manufacturers
in Furope and North America and documenta.ion available in the Jank.. The
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AUTOMOTIVE INDUSTRIES IN DEVELOPING COUNTRIES

I. INTRODUCTION

1. This studv is concerned with tlie relative cost and efficiency

of manufacturing various tvpes of transport and power equipment under the
conditions that nrevail in newly irdustrializing economies. The research

wad designed to ottain a plobal view »f munufzcturing and marketing automotive
products in the world econonv with attention focussed upon the manufactur-

iny role and relative efficiencv of plants located in developing econorics.

An effort was made In the present studv to olLtain a broad view of commer-

c¢ial stratepies and operational models which could then be applied to the
needs and conditions of newlv industrializins countries.

2. Field work was carried out in some developing countries an! among
the major manufacturers in Furope and Yorti America. he author spent

& month {n Arpentina {n late 1965 und visited Yuposlavia brieflv in late
1966, Some cost data was obtatned from India through direct correspondence
with vehicle manufacturers there. In Arpentina, both movernment and corporate
officials ver: intervieved to pet a balanced view of the {mpact of indus-
trializacton polictes upon manufacturiag operations. Lac.a of the major
fims in Acpentino prepared a written response to a questionnaire outline.
These writter rencrts were supplemented by a series of interviews with

the plant maravers. A similar arocedure wvas followed in Yuposlavia. Inter-
views with international firms were 'ased unvon a ques:tionnaire outline

which was distrituted “eforel an!. ‘tore than 50 vehicle and parts manu-
facturers were vicited in lote 19¢t. Talks were held mainly with corpo-
rate executives concerned with both the firancial and tecnnical aspects

of overseas manu!{. cturingy operatiens .un ewveloping cowntries.

3. The relative cost and officiency of manufacturing fndustries

in develonin~ arcas .a+c rocolve!] crowine gttertion {n recent vears as evidenced
by several stulies now underwav or nearin. completion. Prolects are headed

bv I.M.D. Lirttle at the OLL.C.D. on tidustrializatior, Joseph Crunwald

at the Brookinps Institution . n conparative prowuction costs, and Bela

Balassa at the ''orld Parl ~n the structur. of cfifective tariff levels {n
several countries. Imnortant ork in the fielad has also been done bv David
Felix of “as inrton University and Stepoen Lewis's rsroup at Willlams Collepe

on the effect~ of {mrort «ubkerrtutton. Tuo pablishe! studics on the automotive
industry (both doctoral thewes from the harvard Graduate School of Business
AMdnin!stration) a_co nave special relevince to tids studv., 9me 1s bv Cuillerno
S. Edeltere. The Procurement "ractices of the Mexican Af“ilfates of Selected
United States Automolile Firm (June 1763): and tae otier {< hv 3elastiaan

J. Kleu, Imnort “ubstitution fn the South African Autorolbile Industry,

(June 19(7).

FPocus of Stulv

4. Specifically, the stwv concentrated on the following aspects

of autonotive sector development: 1) coxparative costs of production,

2) adaptation prohlers of manufacturing affiliates, and 1) the impact of
economic policv upon market structure. It becamc evident in the early
stages of investigation tnat international corporations had played a vital
role in the historical development of these industries and were an essential
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element of -uture change. Tuls wes particularly true for economies that

had exhausteu growth cpporrunities Yased upon import cusstitution in domestic
marxets and were nov anxious Lo Leduce Fesource counts avl possibly expand
outout for world narkets. 1L is for this reason t.al Earaelinlg and manu-
facturing stratesos of futernationnd carnoratlions acs thelir adiustnent
problems {n develoning economics has be2n onratined fnroacpta.

5. One of the sfcaificant tnslchits that emerges from the stucy 1is
that tndustrial nrogress 15 as much tae resull of sound cconomic and com-
merclal policy as It .8 Huccuns ir oveccon o Sr.tivds saortafes or defi-
cleacies (n firancail rescuroves, sruduction D TOTS, macazerial and engineer-
fner skills, and io supnlicr Cavaiiiities. & coroilary to tals couclusion

{s that the pattern generally ‘o tlowed by Joveloping econonies in establish-
ire thelir autorotive ‘ndustries bears critical secrutiny. International
¢{ras in general reacted favorallv to the analvisis and reccmmendations
concainea {u Tl rencrt. plaaning officiai s wn seVer o, sevelopung couuntries
have recei el <ories af ar evatr.ler aralt dun respoase Lo roguests for nuide-
lines o1 esta*listine or rescructuring their own autosotive fndustries.

6. For countries that o.wv alreal cetanlished an automotive indus-
trv, some possibilities are surersted tor cew patteras cf manufacturing

and trade. For countrivs 2lout L2 Lagol lish ar cutevotive Industry, the
stulv indicates the limige 0o s oart ahstitutfen {n tore nf {1 creased
costs and forelxn c~xchange Suroen.  the gnalvsis proowee beyvend the conven-
tiona) franecror' of cost an! feasibllity at the plant . . 1t deals

with the troact of marl et structure uron efticiencr vl resource utilization.
The cost araly=is ard rPcOmMMEnantions (or reorgan.zing the autonotive in-
dustryv shoul! have vider arplicacson to Gther fnfustrilal sectors,

Problems and Lirftations

7. viost of wihat s presented in shi- stuly should te taken as empiri-
cal evidence rather than conclusive proof of the point beins rade. This

i{s in part due to tue very wide range of conuitions aad Zircuastances among
plants, product mixes, and national enviten wioes, s ¢omrared to the narrcw
enpirical base th:t wes curveved with the time and resources available.
Field worl. in Jdevelop’ng cour tries was limited L0 Arpentina ane Yunoslavia,
and the substantial experiense ol Junanese ritms fu ceveloping countries
also has not beern covered. Seronclv, the autenotave industry covers a

very wice snectrun ar vehilcles ranginpg tron so0al) oassenver cars to heavy
commercial trucks. There are otten comeideratie dirferences in encineering
sophistication ard i volume requirements chich affect the ecoromies of
production by world stanlar.’s. Automotive veaicle grod.ctior i{s also often
integrated with the mapufacture o: ra Lroal ana tracter ecuipnent or lighter
vehicles suc'. as motorcvcles - products genetrally excluded from this study,
althoush incidontal reference is rade to them waere rescvant. Thirdly,

the intricacics of cost aralvuis (Jescribed talow) limit the conclusiveness
of evicence.

9. Obtaining a satisfactory set of connrchensive cost data was a
majnr protlen. Fortunatelv a verv fine set of data wvas finallv obtained
from an American manutacturer comparing actual nroduction costs in Argentins,
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Brazil, and Mexico to costs for a comparable vehicle manufactured and as-
remhled in the United States. Costs were hroken down in three ways for
each of the four cruntries: a) bv cost {nputs, lator, material, and other
categories, h) bv successive srajes of dowmestlc content (from assembly
through body stamping), and c¢) bty actual rescurce cost and transfer (taxes
and tariffs) costs. DBut ~nlv one set of such Aata was olteined.

9, Several other complexicies and intricacies of the cost daia are
described and explained n tle chaotey on cost comparisons. Among tle

more nromincent arn the distortias offect unon cost conparisons of an over-
valued e:change rate and indirver taris? and tax Jharees that are often
difficult to trace ard attribute sceuratelv,  (the calealation of additional
resource costs to ovroduce donestic valu- adlau is fundamental to a deter-
mination of actual or oprejecte! protoction requared: this is another way

of referrine to the frequently mentione i nmtual versus effective tariff
requirement.) lor has {t alvavs leen possilile to distingu sh among cost
increases induced Lv disproportiosacely i protectionist profits, learning
curve effects, techrical inefficlencies tnduc-d by differvnces in scale

or productivity, anc tle alove mentioned distertiug effeces of price struc~-
ture. Definitive appraisal of curreant levels of efficiency and the prospect
of improved efficiency depend unon more precise estimates and weighting

of each of thesc elements. .

1n. A major problem has been integratine the economic, commercial,

and technical factors involved in vehicle production and national resource
utilization. Economic poliecics influencing market structure and cormercial
strategies to earn a profft under nrotection are generally conceived and
carried out in isolated contexts with the inevitable conflict of gtrateg'es
and interests. Actually, at lcast three sets of cecision makers are involved
in polictias and imnlementatior strategies which affect the cost and effi-
clency of nroduction. These include: govermmental authorities issuing
industrial licenses, controlling imports, and In other ways affecting price
and market structure: {nternational firms conceraed with maximizing interna-
tional profits; and manuiacturing affiljates fu the developing economy
whose profits are realized in a protected and controlied economy.

11. It nas also not always been possible to isolate natlonal policies
and measures having a narrow and exclusive {impact upon the economics of
manufacturing. The evidence {n Avventing and Yuvoslavia in particular
indicates that the economics of manufacturing is inextricably meshed with
broader national issuecs inavoiving, inverrtment {n transport aud taxes that
influence privats consumntion o>f automctive products. In Jaran, it is
eviient that the Industrvy was structured in accordance with vaticnal policles
designed to discourage the consumption ind nroduction of privite passenger
cars (favorino instead the manufacture of comsercial tractors) and thercby
alse deferring investments in road networks in favor of rall transport
svstems.l/

—— - - —— s it e i

1/  See Katsuji Kawamate, "The Automolile Irdustry and Curcent Problems",
Keidanrcn Review (Japan) (Vol. 2, No. 7, 1967), pp. 29-37, and '"Japan:
Special Survey: 2", The (London) Economist (June 9, 1967), po. xxi-xxii.
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12. The analvsis in this study Jevelops what economists would call

a "secondbest" solution. The study starts with the quustion, given a deter-
mination to develop an automotive industry, liow may scctor cfflciency be
maximized at successive levels of resource comnitment. Stated another

wav, manufacturing and marketine strategie:. are preposed to permit the
{ndustry to operatc ln the rarae of maximun cowmparative advantage. The
atudv does not deal with the question of total costs of autonobile consump-
tion, which mav {nclude fovestrents in roads and fucl inports, nor with

the even hroider fssue of social investment In alternative means of trans-
portation 1/. Nor does it deal with the question of alternative use of
economic recources in other sectors or activitice. For example, in the
chapter on Argentina, the nuestior is nol whether the ecounomy should con-
centrate on beef nroduction and elininat  (ae autonocive industry entirely.
It is rather whav are the limits of ilanors substitution in Argentina’s
autonotive sector, and wow cin production e restructurcd or rationalized
so as to reduce resnurce cusit tor a glven volune or international value

of output in artomotive products?

Qutline of Chanters

13. The nexct chapter anialyzes the quantitative aspects of supply

and demand in autowctive products by dewcloping economies viewed in the
larger context of world mazhel structure. Clapter 111 analvzes recent
changes in the market structure ~f Jdeveluping economies and the problems
{ncurred bv international firms in adantiug to the cescribed changes. Chap-
ter 1V analvzes tac relevant claracteristics of automotive products and
production tcchn.cues aud the nrol lems posed in establisting wanufacturing
affiliates ir newly incustrialicing or amali-scale econowies. The heart
of the analvsis is containes 12 Chayter YV oon {omparative Costs. It demon-
strates that {nefficiense in avtomotive production 1s larzely due to the
fnefficiency af suall scale procuction 5>f components and »arts, and that
averace total costs intreasy sroncrtional to the disecononies of gcale
{rnosed bv the Jonestic content roquirement.

14. Chapters VI and VIT provide country studices on Arventina and
Yuposlavia. Arpentina is v cace study 6. the auverse effects of import
gubstitution policies pursuec to an arvarranted degree which has resulted

in progressive lucreases (n resonrcs» costs atd an wwanageable foreign
exchante burden (Charcer V1Y, Tueidentaily, the Hleuw stuly mentioned above
(paragrapi: }) serves to fsoiate the scaie f.ctor in a aiga Licome economy.
Yugoslavia is Interesting as o newly industrialicing economy that has itself
become a transmitter of industrial technolopy in the automotive field and

{5 now exoer entiae with progvaes to reorcarize and nationalize industry
along more efticicnt Lloes (Uhapter Vil,.

15. e 1i.f two chanters contain the conclusions and recompendations
to be drawn frem the studv,  Chapter VIID begins with a critique of the
effects of protection and then moves on to an evaluation of possihle changes

ar— - —— e A P i S 1 O b T i

1/ Sugpestions for further rcsearch are given in paragraph 138 below.
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in market structure to improve the econonic efficiency of automotive produc-
tion. Chapter IX contairs a brief sumary of the major findings and recom-
mendations along with suggestions for futher research.
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II. WORLU DIIAND AND SUPPLY OF CARS AND TRUCKS

16. Autenoily o produi - coaslot of 4 wide wrray of passenger cars,
trucls, end buses. Trw's cuane frem 1izhtueight sictups to multi-ton trail-
ers and buses {ror  mail Ti.indaed o sarg: -ouble ceckers used for urban

and interurben treastortation. lotorceveles, threesheeled veliicles and

farm tractors are rot iacluled in chis oliay, esen thongh they are often
manufactured or r.asheted toaether, especially ia develeplang countries due

to the limited extert ». the mavlet. For exampie, in Argentina, Fiat manu-
factures pa.senper cave, d.escl erqines, farn tractors, and railroad equip-
ment in a sinele industiina) counplex; in Sahapun, Mexico, passenger cars,
buses, truckn, Ciucel entines, wad railread equipnent aie also manufactured
in a single tnluatrrial cowe oy, Inanalvziag denard, o distinction needs

to he drawvm betreca vebicles parchased foo commercial use and for private
consuption. Or the prolucticn stle, theve rre ~onsiderahle differences

in the productiou serles 70l ur, erse of bIZh volume passenper cars and
light trucks enl (a1 ch ienzs volwae requirenaats for medium to heavy
trucks, buses and o*der covrorelne vehlicles. Differences in volure requiree-
ments and enpineerlie copbistic-ticn hiave a bea~ing upna the potential
comparative advant.-e range for develaplor ow cwallne le economies.

17. In 1265,  .veloningy cosnsries ~acounted icr only a small fraction
(about 4 percent) ¢f v’ pr Auctiod and consvaption o{ autonotive vehi-
eles. The Uriced o moe necn nted for 44 percent of world production and
46 percent of vorld onamp fon 2{ rassenyger cara and trucis. Five other
countries (Germiav, tai Laised "aodoyn, Japan, brunce, and Italv) manu-
factured anothar 0 s_o-coar cre oo ed 7 oaercent of the world totals.
This left abeat 17 -oreent pecucnd are 27 nercert consined in all other
countries o th.e voold,

Srodue Consumed

Unitel tarou 11.0 il ien {6434 11.6 (46.2%)
Germanv, ‘nicood oo T
Japan, Frarcc, iraly Y.9 (39.1%) 6.8 (27.2%)
Developls foauarr’ 1.0 (4.n%) i.5% (5.9%)
All other convtrien 3.7 (12.62) $.1 (20.7%)
FRaor T el aane T T ST T e e
Spurce:  Tables f

World Demopa

18, Tacs -~ rr ever 179 mitlion cars and truchs registered in non-

Corrmunist ¢y n 1ice 5 af 175, Abont 12 percent were in the developing
countries an. .o ro ~iatng r©Lopogcent n inwsrstalized countries. Vehicle
population In developing sotni ioe a3 bern arovwing at nearlv double the
rate of industrializad ccorcniye durine the past 15 years. About half

of the 25 nillion aetw vehtcles inuvfactured in 196% went to replace old

cars and half to {1l facrenced var conswincion,




i

Average
Annual
Vehicle Percent Rate of
Population Distribution Growth
1950 19Cv 166 1950-6y
Industrialized (U.S., Carada, Western 56.1 152,73 S8.0% 6.2%
Countries Furope, and Oceania)
Industrializing (Africa, Asia, and 3.5 _20.8 12.0% 11.72
Countrices Latfn America)

Totnl C50.0 173.1 100.0Y% 6.9%
Source: Table 3. B S T T
19. Developing econowics, low ia per capita income, were rapidly
increasing their oer capita consunption of vehicles. In 1965, Argentina
and Spain, among the developins cconomies, ranked bigh in vehicle density.

Inhabitants
per
Country Vehicle

United States 2
Cermanvy 6
Argentina 14
Japan 15
Spain 27
ilexico 38
Brazil 41
Yugoslavia 77
India 479
Source: Table 5.

t

The prices of the most popular cars are much more in line with the purchas-
ing power of factory workers in Mexico than they are in Arpgentina or Brazil

(Table 4).

Most Popular Percent of Worhker's
Country Vehicle Income Required
Italv Fiat 3570 30%
Germany Volkswaren 43
Mexico Volkswagen (Mexican) 63
Japan Tovota Corona 72
Brazil Volliswagen (Brazilian) 138
Argentina Flat 1500 (Arpentine) 233
Source: Table 35. -_—




Mor)d Production
20, World production of cars, trucks, and buses totsles 25.1 atllion

in 1965 about 19.9 million passenger cars and 5.2 million trucks and buses
(Tatle 2). Amonp the major commercial vehicle producers of the world,

about 25 percent of their cutput is in the six-ton-and-over class or medium-
to-heavy class (Tabhle 6). Developing countries produced a larger share

of total trucks and buses than of passenger car vehicles.

Production in 1965

Passcnger Trucks,
-_Cars _Buses Iotal
Developed Countries 15.9 million 4.3 23.1
(94.7%) (82.7%) ( 2.2%)
Communist Countries 0.4 0.5 1.0
. (2.2%) (10.1%) (3.8%)
Developing Countries 0.6 0.4 1.0
(3.1%) {(7.2%) (4.0%)
All Countries 19.9 5.2 25.1
(100.0%) (100.9% (100.0%)
Source: Table 2. o ) -
21. Automotive production in Industrialized econcnles is concenirated

among larce 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 remdining third is manufactured by
over 300 additional companies located iu > or more countries.

Number Volume range Average volume
of Firms per firm per firm
2 3,100,000 -~ 5,700,000 4,400,000
° 500,000 - 1,600,000 556,000
14 200,000 - 400,000 257,000
293 below 200,000 14,000
318 - 16,000

Source: Table 7.

Production volumes range between 100,000 and 1,500,000 per annum among the
23 medium-size pascenger car manufacturers, and between 13,000 and 150,00C
among the 42 medium-size truck and bus manufacturers (Table 8). The largest
two-passenger car ranufacturers average 3,400,000 as compared to 650,000

for the 2 largest commercial vehi_le producers. It is of interest to

note that 4 firms in developin: countries appear in the rank listing of




Bl el

*"

Bhe 44 leading truck menufacturers of the vorld: Villys of Brar:l (32), V
ﬂit!io? of Spain (33), Kaiser of Argentine (37) J . end Tata 'ercedes of
India (30).

2. furonean firms are muc more dependent upon exports than American
oF Japanene firma, vith Sweden and Germany leading {n percentages exported
(Table 9). Prance {: much more competitive in passenper cara (39 potcent
exported) than in truces (7 ~ercent). Tt (- of spectal {nterest te note
that Belpfur and t'e Netherlavd have '.ecom important asserily sroan for
the Euroresn car nar'et . turning out over "alf § mtilion vehicles {n

1965 - 4RO “r0 papsenmer care and 37,0 comcrcial veliicles - mostly for
the Furopean Comrion Mar'ot. At ore tire, Spain vas considere. by a major
U.S. manufacturer for this role, Lut the Governmnent offor proved unaccapt-
able to the potential investor.

Az % As
National lorlc Vet iclea National
Preduction Production Expoxted  Production

Getnpny 3,055, (12.2%) 1,927,n0 (50.0%)
Unfted Xingdom 2,13 700 ( 2.5%) 193, 8n) (37.2%)
Prance 1,581,600 ( 6.17) 013,000 (33.8%)
Italv 1,158,240 ( 4.06%) 326,000 (28.2%)
Janan 1,879,500 ( 7.5%) 194,700 (10.42)
[.S.A. 11,112,710 (4a.32) 167,700 ( 1.5%)
Sweden 204,701 ( N.AY) 108,100 (53.0%)
Source: Talle ©. T T T e
23. In 1966, the 7 major producing countries had 347 veliicle as-

sembly lines in S5 countries (Table 1¢), as compare’ to onlv 170 assembly
lines in 42 countries € vear: carlier. The Jaranese (especiallv Toyota
and Nisson) have }oen especially arreasive in thl!e field. thev increased
from 7 overseas assemhiv linec in # countries in ;"2 to 49 lines in

22 countries {n 196Fk,

Production in Devcloping County'nrg

- —

24, Among the developing countries, the S leading producers in 1965
were Spain, Arpentina, Brazi{l, "exico and Tndia. Topecther thev accounted
for RN percent of the near million vehicles manufactured and assembled in
varying degrers bv developine ecoromies. Another £3,510 vehicles were
asgembled and partially manufactured in ]R8 other developing countriecs,

with some countries turnine cut as few as [,700 vehicles a year, At least
200 firms in over 25 countries were cngarcu in vehiicle production (Tatle 2).
Spain, Argentina, and Brazil have heen increasing domeatic product at parti-
cularly high annual rates of vrovth.

= e vt . . Aol s - s -

1/ Both WOP and IKA have mersed with Ford and Renault (paragraph 3%).
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Units Annusl Production
Yenufactured Qrowch Rate 1933-(3
Spain 229,000 29%
Argentina 104,000 35%
Srazil 18€,000 252
“exico 97,000 11X
India 70,000 9%
Japan 1,876,000 k17 4
GCermany 2,976,000 132
United States 11,137,830 22
Source: Table 11. -
25. Averape production volumes of firs accounting for the large part

of output in Jdeveloning econcries is quite lov by Euronean and Japanese
standarde to sav nothing of U.S. volumes. These averages have special
rolevance for ecoronies of scale in the manufacture of passenger cars and
light truclis. Averages cited in the talle below include a small percentage
of the heavier vehicles, where economies of scale are at a ruch lover

threshold.
Nurber of firms Average

accounting for G0-90X units per

of na;ional production in 1965 _fim
Italv 1 988,000
France 4 333,000
Jaoan 8 211,000
Spain 3 60,000
Prazil 3 54,000
" Argentina 6 25,000
Yexico 6 19,000
India 5 11,000
Venezuela 6 3,000

Soutcé?*'Table 13.
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111, ADAPTATION PROLLTS OF INTERNATTONAL CORPORATIO:NS

26. Since 195", there hase heen a siyrificant trend toward the manu-
facture and assem:ly of automotive produccs by the developing countries
themselves to satisfv tordr own areds s larsedy Yecause of the insistence

of the develoning countries te roduce fmpart reovdivencnts.  The tendencv
tovard the srread of proanction *acilities threushout toe world {s dramatic.
As a result. one ma‘er lurcncan cchiele manufaciarer reported that avout

94 percent of frs xnort purnicnt came from 1ot 20 councries (mostly in-
dustrialized): the remnining 6 percent was earned in over 100 countries
(mostlv develorin~ areas). i/ For most internaf fona; firus, corporate earn-
inps from developine countries account for o.lv a small pareentage of total
earnings.  hur o oy uwfocturin afTiliate in g Goeveioning country represents
a sizable customer “or couponouts an’ parcs cven for a large international

7

firm, and all rie bics and pieces oLt ur. 2
Changes in Supply Structur: 1or U0 faraeis

27. Inter rational firmrs Lave gone througlh two phases in their marlket
relatfons vith develening countries ard are now entering a third phase

in the more alvanced areas. [rior tn World War 711, international firms
for thie most part ronulactorec futomorive products in the howe country

and exported them Lo overs—2ig maricts.  Jirere naret conditions warranted,
assembly operations were unlo ¢t aier 11 selected countries by mitor
manufacturers followin: Vor'd ‘ay 1 Leneral Motors built assembly

plants in Arcentina, Brazil, anc Inita durin: the 1920's and 1in Egypt,
Mexico and Spain durinpg tle [730's. Tn the second pirase, which began in
the mid-5M"s, autoiretive manu, ccturers were torced “v ceveloping countries
either to expand local manufiacturing ar losc the domestic mariet. In the
past year or tuvo, foreipn fis found tnemselvez teln:s urped into "Phase
TI1". Certain cevelepire coiutries have been varmaining for euport
capabilities built irto the marufacturing onerations to help pav for
continuine import renuirement:... 1In taling this stand, countries like
YMexico and Yuposlavia have in eifect 1oliowed the lead of Canada whose
trade agreenent vith the ‘nite! States has resulted in a substantial
increase in Canadfan parts ms ufaccure for tae U.S. marlet (paragraph 115).

I et e ottt i e e~ . e i et s cn e et A ot e st

1/ See Table 17 on "Autonot:ve Assembly Lines in Operation Throushout
the Worli" and Talle 1, foornote 5 on an arproxination of the percent
of vehicles exrorted in an unassembled ..

g/ The value of sales of U.S. cverseas monufacturing subsidiaries was esti-
mated at $157 billion in 1¢%5., Of tids acount as much as $15 billion or
more - out of 530 hillion total U.€. exports in 106; - may represent the
sales value of comnorerts, rarts, and ranufacturing equipnent sold to
overscas industrial affi'faters (hased unon estimate that 11 percent
of sales bv Latin American affiliates represent (nports from the United
States). (See Juld Polk, L.&. Zxnorts and i.S. Production Abroad,
staff memo prepared for the Unired States Council of the International
Chamber of Commerce, Aupust 11, 1967.)
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28. The rcauirement to dJevelop overseas manufiocturing capabilities has
posed some basic dilemmas for international firmms. One Jilemna stems

from the necer to dunlicate small-scale production facilities throughout

the world at a time when compotitive conditions and technology are moving
firms toward corporate nerpers and concentration of production facilities.
Amon; industrialized economies, rising wapec and technelonical progress
have forced corporste mergers and tae adantation of higii-volune production
techiniques in mnst parts of the worle. At tae same time, developing
countries have insisted unon the creatiorn of & national aulomotive

{ndustry which has led to ar atomization of production facilities
throuchout the worlce reauiriug small-scale asserhly and parts plants us-
ing labor-intensive techintaues. A seconc dilemea relates to the need to
redesipn products and technfecues to t11) snocfalized derands in gmall-scale
markets. But the size of marlets is teo srall te warrant the additional
expenditures to adant proluct lcsipns or production techniques and to

arm rtize snecial toolint cocts on lov-volure production runs. The
macnitude of adiustment has larpelv beern a function of the size and
comnlexity of the¢ trans»lant, scale ciffercaces, and the gap in sunplier
canahilities.

29. In adjusting to the demanc for overscas manufacturing and re-export
as a necessary marketing condition, the international firms have had to
increase tlieir commitiments of financial and huwaan resources, develop new
capabilitics for transpianting iadustrial svstems, and acjust their artitude
roward owvnersaip and control of overseas ~frillates. Thev have also been
faced with the protlem of leveloping local sunpliers, providing technical
and managerial sizills, aund uparacing qualitv control svstens to meet inter-
national standards. Thev tave hac to {icrease investments in the face of
thie added risk and ancertainty of doing busfuess in a ceveloninug country.
Different firms have met toie challenge In Jifferent wavs and vith vary-

iny deprees of success. Corpuratc response to these new coaditions has
deperded upon a) alternative inves;Tiicul anu growtih opportunities in tra-
¢itional or horic warkets anu b} willinpgness on the part of international
firns to tave risls ard Jdevelor new cornorste capabilities to manufacture

{a difficult Industrial environuents,

Conditions in Voue “@ricts

an, Amor~ Luropean nroducers, rising costs (the result of varying com-
binatiorns of rceduced production volwies and incrcased labor costs) combined
with prices that are held Jown under intensifled competition has resulted
in a narrowing of profits. Yany fims nave folt a comn2lling need to
maintain prodnction volurmes threup™ exports in order to keen unit costs
dovm. An inadequate Jomestic martet roupled vita low levels of protection
(the casc of Volvo in Sweden) provides tie stronyest push into iater-
national markets. Passencer car manufacturors have felt the effects of
competition for some vears nev; it 1s cnly reocently that the cost-profit
squeeze induced bv increased covoetition has been felt bv truch and tractor
producers. In Great Britatu and France, the nrarroving of profits for some
firins 1s in part due to the widening techinolopical gap relative to otter
producers in the vorld ecoronv. Irn both countries, a number of firms have
been unahle to replace ohbsolete ecuiprment and to finance tie developnent of
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new models. The trend toward r.:.:ional and international mergers is part

of the effort to reinforce competitive positions at home and abroad. The
major reasons for mergers are: a) to economize on joint production, distribu-
tion, and servicing facilities: b) to share research a.d development costs,
and ¢) to widen access to financial resources. 1/ There has been a growing
awareness among European producers of the need to develop marketing cspa-
bilities, which includes the ability to forecast market trencs and adapt
Corporate capabilities and productior specializalion toc shifts in consumer
demand and changes in competitive pcy.tion.

31. Pricing in a particular ma et ig based upon the market structure
of tariffs, taxes, and competition (not productiou costs by international
standards.) An analysis by ihe Economist dramatizes this point (Table 34),
A firm may cut profit marginse snd absorb additional distribution costs

to just abowe marginal costs in order to maintain production volumes at home
and therebh-~ help pav for fixed costs. Thus, Jolvo'sg cars in Germany sell
for as little as 59 percent of the home country vrice and Flats for 82 per-
cent. Protection has a pronounced influence {n the oppostiie directicn, In
Japan, American Mustangs sell for 3.2 times the V.S, price, Platas for 1.8
times the Italtar price.  The eftects of protectivon are also Tmilcated {n
the set of pricing {uformation provided bv a French veticle nanufactirer
(Tabie &)

32. T Rht capital varseis And/or resiricii. us on private foreiugn fnvegt-
ments have {(nhih.ted miny “irms fro.m making the ‘inancf{al {nvestments in
manufac.uring fai{lities ~r dlstrivation ap. serviciug svstems necemsary
to defend sverseas markets. Intermations. *{rma encounter difficultien

in financing cversess invextments hecause 0f struitural constraints in
capital mar. ets, “{nacequate’ CUTPOTATe earvingA, v remtrictions imposed
by the governmront 13 n resul: o va.an s of pavments piot Lema oq political
ideology that sSppomes gover mei: FUPpOTL ot nrivate eater, rise . 1p
Gemam, Lif govermgment BUPDOT L Oyl O A N R T T N Uhrounh
long-term ~apira’ COBRS L BUPEL AT re i lunrwe  teen Lo anTees ) apd
deferrvd rax  aymepts ST e T T el e ey ot worseas lnvege-
ments linked to exports wore Introduced o Anc i Ldn . Igy Swedan, the
government (s osppuged (u prive ple o opy ot reppurl ot nrivales overseas
investment. Halan = of-pavment Lo fffcultics 1o the United ¥ingdom have
led to reatrictions {(n privale c4uitai transters, especially outside the
British Comroawea)t: .

33. Labor conditiens {n the home country ls another factor which may
influence the wi'lingness to loca.e production faci{litizs abroad. Sweden
and Germany are suorr of industrial labor and have a aild interegt in
locating production faciliiies where labor is more plentiful, provided

1/ Rootes in Great Britain and Simca iq France Lave mergec with Chrysler.
At national levels, Leyland merged first with Kover and then with
B.M C. in the U.K.; and Peugeot, SAVIEM, and Renault have combined
operations in Prance. Mearcedes-B8enz and Volkswagen have agreed to
consider joint ventures in research and distribution.




the dissdvantages of overseas locations do not offset the labor advantags.
Labor-surplus countries such a: Finland (7 percent of the labor force is
employed in Sweden and elsewhere) and Yugoslavia (large numbers are esployed
in Cermany and Ituly} have an interest ir the expansion of overseas operations
which increase the demand for export of incustrial components and parts. Thus,
Yugoslavia could increas: houe provduction ind expori sales to India, Indonesis,
and the U.A.R., and Finlanc .s abie tO expana .ts sales to countries like
Brazil and Portugal.

Corporate Attitudes Toward Ove:seau Coraitrents

34, The developmen: of an internatlonal viewpeint and commitment are
critical elements of jucca2ss or fal.ure in overseas ventures. Many firms,
enineatly successful {a home markets, have been bitterly disappointed
abroad. Timing on wher tc¢ enter ~ market is critical. Sufficient resources
and capable parsonnel cusi He committed to assure the success of the
industrial rransplant. Smaller firms are least able to man c¢verseas
operations. 1/ Some fi.uas have tried to pass off a second-rate product

on developing countries,; others nave failed to devote sufficient resocurces
and personnel for an effective {fudustrial (rassplant. In many cases, the
basic cause of fallure has been an inbred orlentation towara production
requiremants ratner than market opportusties. 2/ A dominant corporate

at-itude which is uarsaceptive to innovaticn i3 a'se a Ltas! deterrent. 2/
3s, The trend tnwar ]l overdeds manuldaciur ing uas _ooreased the capitll
investmeant required € walniain or expani a firu's share of the world
market. Thias includes investments in warketing and distribution systems,
engineering and design - apabilitiea, an. li overdeas ,uvsical plant. A

basic dilemma {8 that [n order to be competitive, {t is necesgary to main-
tain a diversified producs [ine, which increases capital requirements and

1/ A Swedish manufacture estiwated it required 17 people from the home
office te run a truck manufacturing plant in Brazil, and they had
great difflculty in recrulting for these critical positions (see
also paragraph 51},

2/ Many firzs nave chossn o te 3ive up Ooverseas mArKels rather tnan
disrup: rthe home cperatior. See, for exampie, 1e’erence to British
fires ' attirudes in "Sritish Motor Corporatior: The Commercial Crumch",
The Economin® ‘Novrmher 26, 1966). Lee aluc lgor Ansoil, Corporate
Stratepy: .n ‘neiytic Apnroach co Business Polfcy for Growth and
Expans{cn ‘Lew York, 1963), op. &1, 104-.03.

3/ Richard . Farwer anc Barry M. Richman, Comparative Management and
Economic Progress (llomewood, Illinois, 1965), pp. 208 ff.
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undermines efforts to maintain volume fr producticu runs. 1/ Financial
constraints imposed by narrow profits and financial conservatism have
undermined the competiiive position of many Frencl: and British firms.

For example, famiiy firme such as Peugeot ana Clicoen are reluctant to

accept outside capital. Simce, sncther smas. faiir tirw, was forced to
merge because of capital deficiencies and tihe need to _ombine production
factiities domestical.v and abroad into larger, mur+ econowic units. Inp

some cases, caplial deficloncy aud a dearth of 1ot nice, personnel have
forced Prench flims inte PINOTLLY pONiItLicas it larger foredgn tirmg.

Until recently, Rensult care were désembled oy viisys~Overiand in Brazil

and by Indusrtrias beiser in A-_ent.an. Keno .t ha o nov 3 ined forces with
Pord in Argentina and Brazi: ang tovethet thev bave pougnt sut both Kaiser of
Argentina and Willvs ‘‘veria.d or Brazil.2/ “logether, Kensw.t and Ford now
hope to compete with new model Llines €or :he trazilian aud Argentine markets.

36. In those cve.seas mack::  where Beruact a1 {ng nues vecome o require-
ment, the most successful tirmms have lLeen troge <hat huve teen wiliing to
adjust operations and develop the qeCeBhArY capariilties ‘o0 effect trans—
plants. For example, Massey-Ferguson, one f tie world's Lleading tractor
manufacturers, completely reocseani zed 1ts nanageuwu! Svstem to handle over-

’ seas plants in the "nursery stage . ihey rave develuped tnis *ype of busi-
ness to the point where 1, perceat ot rowmpany earnfugs is derived from devel-
oping countries, as compar.u te o o vercenr for otner international

firms. At Fiat, a separate division now hardles the shipaent of knocked-~
dotm units to overseas manufac turing saffiliates, vhich now account for 10
percent of toral sales.

37. Firmg unxiouvs to jecure ovrrszas ' .utracts have ofreu ended up in

& Cost-profit squeere, especially where oviog celifngs nave prevailed or
demand has fuiler atort of expectationg. The atter was the case of

Serliet in Algeria, and U contributed to Flat's demise in Mexico.

Citroen lost noney o ArgentinAa unti’l 1t was avle to cul prices to the

point where increas<¢ demand a.iowed them to bring procucilon :o a profitable
level. Ar the same tlue. voyaliles st be «eplL ¢ 2 winduuwm due to

. T T < s e oo st oot A~ ot e o +

| 1/ Berliet, the iarzest truce manufacturer 1n Pranc » (18,000 a year), was
forced tnto marginal pricing ot trucks and Pub-assemblies in order

to maintain produccion vejume at hom-. (sec 2ls0 paragrapn 47-D).

h A small oroducer such s FSA (Fiat-France, iomerly a part of Simca),
‘é which now manutactares 6,00 rucks ana s, tractors annually,

: Wust ma'ntair 10 varfaticns Lo trucy inde s baseu upon four different
engtues and tive cumbinatiocas or anie O0G geAaT sVslels . bkogiues are
supplied ov Flat from Ttaly. ir the padseuger car tield, Volkswagen
and Volvo have managed to dc well with a muca narrower product range.

2/ In Julv 1967, Renault took over Kalser s one-th.rd interest in L.K.A.
and Ford purchased Transa:, I.K.A. 's Arzentine axle manufacturing
subsidiary. Ford acquired coatrolifog {uteiest in W.0.B. from Kailser
and Renault. See Wall street Jourral, 28 July 1967, . 13.
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political considerations anc remittance problems. Prices on knocked-down
vehicles and partas often are uet high to offset the possibilicy of future
restrictions on royalties or in the event of unforeseeu increases inp
production cosis. For example, one tirm had to rw. special body panels
for hand-welding in the overscas assembly plant. Underestimation of tech-
nical service costs in combtinazion with low prices on imported components
and parts may also lead tc losses by thu internatfonal firm.

38. Manufacturing firms plan operations from a global viewpoint,

often earning low returns o: even incurring losses on one operation or

during an interim period, in order to realize compensating returns from

other sources or Guring subsequent periods. Substaantial portions of an
{nternstional firn's earnings comes [rom the sale of componenrs and parts

to original equipment wanufacturers and to the replacement market. Their
investments in overseas monufacturing facilities are in a sense an investment
{n future demanc for comwprnents anc parts. Yor example, Leyland can afford
to earn a small return o buses, because these carnings are offset by profit-
sble returns on an expanding dJemand for Leylan.i engines and spare parts.

Some firms (Renault and Plat) alsc earn substantial amounts from technical
gervices and on the sale of specialized equipment for parts manufacture. 1/

Investment Risks and "Adequate’ Earniogs

39. International firms become involved in overseas ventures in dif-
ferent forms and with varving degrees of resource commitment. These forme
range from iicensirg arrangenents to full ownership and <ontrel of an nver-
seag manufacturing affiliate. Resource commitment may range frum a tew tech-
nical experts on a reimbursable fee basis to substantial commitments of fi-
nancial ani other corporate resuurces. Wherc resource commitment is involved,
the international firm must take into account: a) the long-term progpect for
earning a retu T, b) the availability of financial and ather rewources, ¢)
the relative risk a mcertainty in a particular venture, ana Jd) aiternative
opportunities to es srofits. Added risk and uncertainty are welghed
sgainst the chance v o quick return and tihe prospect of belng shut out of
future market opportunities.

oo el T i [on—

1/ Yor some insights on the "irrationality' of foreign investment
decistons, see Yair Ahoroni, The Foreign lnvestment Decision
Process, 1966, pp. 49-7,. Among the ressons cited for looking
abroad are: fear of losing the marketr; the bandwagon effect; strong
competition from abroad in the home market. and creation of a market
for sale of components or ~ther return on know-how and research,
Organizational ewlution at the top mansgement level from a firm
basicallv oriented to domestic markete and indigencus manutacturing
operations to a multinatjonal {ira {s a critical element of the firm's
operational efficlency overseas. This reorientation profoundly af-
fects the firms attitude toward risk-tsking in ucfamiliar areas, op.cit.,
pp. 173-198.
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40, International corporations earn a return on overseas ventures from:
8) royalty and licensing fees, b) return on equity, and c) sale of gub-
assemblias and equipmenc, which include Teplacement components and parts.
Some tirms prefer equity participation in order to maximize returns and as-
sure adequate managerial conirol, Others are less inclined and less able to
risk capital and prefes licensing Arrangements, which often yield substantial
returns in the form of royelties and profits or gale of sub-asgemblies. In-
flation end exchange fluctuation are the two me jor factors that iutensify the
risk and uncertainty of realizing an adequate return, naintaining the value
of Investwents, and remitiing profits. Investment requirements depend in
Part upon existing supplier capability and tae degree of autarxy imposed by
the governmert. Most fitms try to ninimize capital commitments. 1In some
countries, they are able tgo 1edge on devalued cu-rencies through forward
Speculatior. and borrowing (but this lucreases operational costs), 1/

41, Many firms expect a higher-that-normul return in developing coun-
tries ‘here the pclitical or economic risks are higher, Tre risks they are
willing te take are n part det:ruired by how satisfactorily they are doing
in traditional markets 2nd whether the fim ‘g making a special effort to
extend its share of world mariets. Moch alga depends vpon the slze of the
firm and (ts abilit: o comuit reisurces o relativelv gmall earnings bases
Bcatterec thrcuphout tne world, Mogr tfms count on a quick return fn the
first 2 to 4 vacrs, F.fore dome gt {¢ menufacturinug requirements and to-
tensified forc{un exchange reg. rettous {mposed {4 1 he developing country
begin to uarrow Prorits . Some Iipms hove been over-optimistic in their
evaluations and hase cneouvoter d a variety o difticulties either in realiz-
ing an adequite return or {n remjiting their profits.

B vy oo

Qwnershipy wno Contrel of Uverseae Afiils atec
42, fesuns over ownersiip and control ‘lepend upon: a) the natur: of
arrangementa with (ho nanufactuving affiliace, t) corpora'e policy, and

¢) the host soverneent ‘e attitude toward foreign investment. In the case

of Joint venturen, cwaership heos o g hegring upor: ~rofits and technical con-
trol of the manufacturing opersat ior. Majority control ariures wider latf-
tude and flexihilitv cn: a) int “-cenpany mriczing, %) re-investment of profits
for future prowth, and c¢) manigerial control over manufacturing operations

to maintatin futernational eiandards on product ana rrade names. Technical
1 control 1s a critical elemant in any future plans for an international
3 manufacture and interchange svstem. Under Iicensine arraspemcnts, tha
7 return {s structured on the lizersing fee and profits from the sale of
1 parts.
1 43, In the case of foint ventures, attitudes of the host government

toward majority participation of ~he forelgn partner are critical.
Fundamentally, {t is a matter of political ideology, particularly {in
the early precess of national developreent. Mexlco and India have been

1/  See Table 17, line {tem 9, "Interest and Other Income Expenses".
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especially insistent upon majority control by nationals. 1/ Both governm-
ments recognize the benefits derived from foreign capital and know-how,
but they have insisted on majority control 1iu most cases. For one thing,
most governments realize that exchange costs for [oreign equity partici-
pation may be more coutly 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 doe¢e not resolve the basic conflict of
interests between managerial. syscems fror vastly different socio-economic
environmer.cs. Aside from tiade name considerat.osung, the licensor without
equity irvestment hes a limited intercst inr the commerciai viability of
the overseas venture.

44, Attitudee toward owne-ship and control vary Zrom one corpora-
tion to another. Ford and Genaral Motors .ave inslsted upono 100

percent ownership, Chrysler, : liewcomer, has been much wmore flexible and
willing even to accept minority ‘aleresi. Chrysler's acceptance in coun-
tries lile Mexicc and Indi- ts fa car. a vaflection of their willingness
to hold a minority interest. Jz2rmissivencss in licensing arr~ngements
depends in -art upon the ielacive teczhoologlcal lead a flvrm has over its
affiliate. For exauple, 'assey-Fergugon and Cummins Engine both invest
considerable rasources iu reseavch and Jleveiopment o! products and tech-
niques and ure¢ not too concerncd about a license {n a levelupluy countiy
eventually ainlng the upper hand a3 a markwet competivtor. J/ This would
be less true of & ticenso. with a more stable, less supiisticated tech-
nology. Many poveriments would wuch prefe: purchasing wucw-how ovtrighe,
rather than accept frreign equitly investmant, but foreign partuers often
feel they will not hte able to earn an adequate return on & license basis.

1/ On the difficulties of dring business in India, see Jack Baranson,
Manufacturing Problems in India (Syracuse University Press, 1967),
pp. 49-53. The detrimeatal economic effecis of assimilation poli-
cles are pointed out in ilarry G. Johnson, "A Theorerical Model of
Economic Natfonslism in lcw and Developing Stotes’™, Political Science
Quarter! , LxX¥, No. 2 “Juue 1263), pp. L0Y-185.

3/ This, of courge, ls not the case in licensirj arrangements with
firms 1in industrially-advanced countries, where future marketing
rights are nore rigidly controlled. The Cumming case is documented
in Baranson, Manufacturing Problems in India, p. 24.
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IV. ADAPTATION PROBLEMS OF MANUFACTURING AFFILIATES

4S5, 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 df{iterences in production environmeats encountered in
small-scale or developing ecunomies. The products themselves are often
ill-guited to tie conswmer needs or rayiiial eovironmeats., Among the
major deficlencies 1in running manufaciuring nlants are underdeveloped
supplier capabilities, inadcguate quality control systems, and a dearth
of qualiffed technicfans and man.uers. Ey creating a "sellers' market",
protection and Import substitution tend to undermine qual{ty and re-
liabliitv. The gvstens of indusrrial llecensing and resource allocation,
which include: imnort control lrevitably compoimd vhe ditfficulties of
schedulinz productior and add o preduction costs. Delays of a year or
more to obtain ar fmport . opse and actual delivery of goods are not unusual.
The acuteness of dffficuls! . a.d miguitude of adjustment depend upon the
stage of development of the ifodus~rial secior, the nature a.d degree of
economic regulations in force, and the sophistlication or complexity of the
industrial transplant.

Relevant Characteristics of Automotive Production

46, The nature of automoitive products and the associated production
techniques provide some Important ‘usights on the economics of industrial-
ization in developing economties. The following aspects are relevant:

A. Vast range of components and parts. 1/ There are literally
thousands of elrments that g0 In.o a single vehicle. A small
British car averages 2,500 major parts anc assemblies, or
20,000 parts f every nut and holt is counted Separately,

A standard diese] cauaine conglsts ot 750 parts provided by
about 200 differen. plants. About 15,000 stparate machining
and treatuent procresses are required to turn steel shapes,
forging: , ant tastings fnto finished eaglne compunents such
A3 pistens and engiue blocks. When one maltiplica the re-
quirements fur a sl le vehlicle by the number of vehicle
models and conflgurations requlred by small economies, the
burden upon component and part manufacturers becomes
formidable.

B. Comgiggiiywyj;gpgpgij-ggéggﬁﬁéggwgggyypjpp. Components and
parts are manulfactured from nandreds of aiflorent types of
firon and steel anu other induastr s ul tetais oend materialg
Including rubber, plastic and glass. Maus production of
standar:‘ ced comperents and parte demands a rigid aniformity
in materials soectticatiors pud manufacturing tolerances.
These tectinology g cecuirencols requlre Ll engineeriry
and mana;erial srills te assure :he requsred yuality and
reliabliitty in components and rarts.

1/ See George Maxcy and Aubrey Silberston, 'Techniques of Production",
The Motor Industry (London, 1959), pp. 53-61; and Baranson,

Manufacturing Problems in India, p. 19.
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€. Production technigues. Mechanjzation and automation are
associated with the high-volume techniques that are used
to manufacture all but a limited range of snecialized
vehicles and parts in »lants producing for large domestic
or world markets. Autemoted transfor lines (dncluding
rearrangeabie standard machine elements) reduce operating
and handling costs, ifuccease the cate of utilization of
expensive equipmeni, and reduce costs for machine tools,
factory space, rejected parts, and machine maintenance.
But in plants serving limited domestic markets, these more
efficlent techniques are precluded btecause of the low-
volume requirements. It is the /Jisecononles of small acale
production that is a m.jor contribution to the high costs
of local manufacture. Continwus-flow techniques assoclated
with high-vol-me production aiso pose formidable problems
involving manpower skills and industriai logistics problems
for newly industrializing countries. 1/ This inevitably
poses a dilemms in the choice of industrial techniques -
between highly integrated and mechanized equipment requiring
gsophisticated eugineering and manageria! control and less
mechanized or automated equipment requiring the higher
wmachine skills and technical personnel to convert and adopt
techniques. 2/

D. Minimum scale and optimun techaique. Choices in techniques
of production denend largely upor the vehicle series and
the degrec of autarkv enforcec in the 2conomy. High volume,

automated technigues ave assoclated with standard model
passenyer cars and light trucks with inter-related produc-
tion rucs of anvwhere hetween 100,000 and 5SU0,U00 a year

or more. Volumes dyop te trom 20,000 to 40,000 on medium-
gize trucks (3 to 3 tonsg) and to 5,000 or lews on

more spectalired mediun and heavy trucks and buses. A
medium truck maaufacturer such as Berliet has to offer
anywhere from 70 to 200 combinations of engine, transmission,
chagsis, and load-carrving frame to compete in its field.
Economies of scale are more pronounced in metal stamping
and in the forging or machining of parts where mectianized
or automated equipment can be used, than {n assembly or
finishing operations requiring a minimum of machine tools
or equipment.

- e et e

See David Granick, Soviet Mctal-Fabricating and Economic Development
(Unfversity of Wisconsin Press, 1967), pp. 25-27, 115-119.

Japan has hud considerable success in utiliizing small scale parts
manufacturers who employ labor at lower wages and use less sophisti-
cated machine tools. But unlike India, Japan has 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 Problems ip India, pp. 65-69. (See also

paragraph 57.)
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tability of Product ign

47. In transferring automotive production to developing countriaes,
international firms have kept adjustments in product design and production
techniques to an absolute miniieum. This is because such adjustments are

both costly and disruptive to inuustrial transplant activities. But from

the viewpoint of the developing economy, there is great potential advantage
in autemotive products that are more closely.adapted to local market de-
mands and operational environments. For example, in developing countries,
where crop yieldsg Per acre are low, harvesting combines require "big mouths
and small stomachs'"; in agricultural sectors with higher crop yields, the
need is for "small mouths and big stomachs'". Climatic differences, terratn,
and differences among crops also necessgitate Product design variations in the
harvester's "pick-up" mechanism, Another example relates to commercial trucks
operating in economies with acute capital scarcity. Small trucking companies
in Japan that are short of working capital prefer to purchase equipment with
a shorter operating life and higher operational costs, rather than incur high
initial capital outlays. 1/

48, For products to be manufactured in the developing country, there
is a further need to adapt product design and manufacturing techniques to
the smaller market volumes and more limited production capabilitiea typi-
cally encountered in developing countrie.. Thus Chrysler found {1 necessary
to build 25 perceat more vaiue {ate Turkish trucks (axles, mhock absorbers,

and differentials) 11 order - withstand local road ondidions and driver
usage. A British electiical automotive sarts f,rm designed a high
frequency horn for trucks s0ld {n the lndian market bvecause ot differences
in local traffic cond{tinns ., In Argentina, as iu many other developing
countries, hus bodies are bhufit locally for truck cnassig manufactured by
Mercedes *o cater ro the variety of individval tastes angd preferences.

Developing anjigyA;ggkgazgswégngupplier (apabilities

49, It fs important for the developing countries to achieve and main-
tain quality standards in the production of basic materials for the mann-
facture of intermeiiate components and the assembly ot finished vehicles.
This is A espec:aiiy d’fficult vask in economles asheltered from competitive

forces, si.ce inforvior qual.tv can undermine the entire fabric of production
and indirectiv - ontiibute to even higher production costs thau market prices
indicate. Many tae:c aaterials that are considered standard stock {u open

economies oiten wust be procured locally or specially ordered in small
batches at cong!deraniv higher co .t or at infer.or quality. Moreover, re-
liability in product standards is a fundamenta] requirement for traaing in

P o

1/ The economic costs of a truck engine will depend upon product
characteristics of weight, horsepower, engire life, engine re-
liability, anc¢ fuel conswmption. These characteristics in turn
are relarive to rhe regulations governing truck loads and highway
8peeds and the physical conditions of roads (1ncluding average
grades and surfacing). See Baranson, Mnnufaqggring Problems
in Indiga, pp. 27-33,
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international markets, where major growth opportunities may lie. }/ The for-
eign licensor has a major role in developing standards and specifications and
in establishing quality control procedures, but ultimate success aleo depends
upon the attitude and commitment of local management.

50. Obtaining basic materials according to required specifications is
a major difficulty in eccnonies that are orlr zble to support a limited
range of industrial activities. There are approximately 300 different
materials of varying shapes and specifications 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 specifications. 2/ 1In high-volume productior, 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 also lack the engineers and technicians
to convert machine-intensive techniques to differences in factor costs and
proficiencies.

31. Supplier industries are crucial iIn the development of an auto-
motive industry. Outside plant procurement averages about 60 percent in in-
dustrially-advanced economies, as cowpared to only 40 percent in countries
like Mexico and Brezil, where supplier industries are not as well developed.
The higher percentage of i{n--lant production (ntensifies the diseconomies
of small-scale preauction.  Typical procurement items are forgings,
castings, hrakes, pistons, bearings, su.pension spring«, gaskets, bolts,

and all types of electrical equipmen’ and {nstrumentas. Glven the foreign
exchange cons:rainis under which deveioping ecouruies are attempting to
industrialize, veh:cle manufacturers are uncer reientless pressure to
develon local supniters of  ompounents anc parts. The wanufacturer-
supplier relatiouship in Zoveloping cconomies {s the exact reverse of

what is typical »f {ndustrialized areas, wher: the manufacturer relies

upon supplier know-how even to design required components and parts. In
developing areas, {r ‘s the othcr way around; licensors have a heavy
respongibility to neip Jdevelop the gupplier industrv. Suppiier industries,

1/ A major ingredient of Jupan's post-war auccess {n qupplving world
markets with enginecring products stems f{rom the emphasls Japanese
industrialists placed upon quality controi. This enipha3sis stands
in marked contrast te countries live India. where plant engineers
will argue that an indus:irfal preduct such as a diesel engine which
falls sutbstantially short of iuteinational standarde is “good
enough’ far india. Seo Haranson, Manufacturing Froolems in

India, pp. ‘¢~

gj Porosityv f(alr-bubbles in castings; 1s a typica. pros.er which
required 19 nercert inspecticn procedures after =mi..ling to assure
rejection of subsrandard par=s. Pelestion rates un defective parts
in India have averaged three to fou~ times those in the United States
in certain cases. pee Baranscn, Manufacturing Problems in India
pp. 78-79.
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even in countries like Mexico and 8razil, rypically lack engineering
capadbility and foreign contacts to develop adequate supplier capabilities. 1/

52. Many of the larger automotive manufacturers in industrially
advanced countries own sutsidiaries to manufaccure vital parts such as axles,
crank shafts, bearings, and onpdoes, because of thair strategic importaince
and special manufacturing requirements. These suosidiaries specialize and
sell to other manufacturers as well. dut veiticul {ntegration 1g practiced
¢o a much higl.er degree in developiny countries than .r industrialized econ-
omies. Kaiser reports that in the United ttates they depend upon outside
suppliers for transmission and engine cotponents, on: this was not the

cace In Brazil aud Argentiuna. doth Willvs—Overlard of Brazi} (WOB) and
Industrias Kaiser Argencina (I1KA) :re tighl- frtegratec companies with

their own engine, axle and transmiusion rlaats, rowary and forge tacili-
ties, body stamping picnts, and tool ang {je Tacilitics. This degree of
vertical integration wus considered felessary Lo assure an adequate supply
and acceptable quality o: components in the newly developing automotive

gectors.

Manpower Deficiencies

53. Plants in developing economies are especially short of manager-
1al and supervisorv personnel to implant transmitted technology and carry on
Plant operitions. This Includes englacering, financiai, and marketing
people to plan, »reanize, and carry out production program. There ig

an even more acute shortage of “conversion” personnel to acapt product
designs and procuttion techniques tc local urvironments anc  fi{clencies.
Organizat {cn and ninagement ii especdaluy critical {n auton ve manu-
facturing cperations iavolving tens of thousands of parts anc hundreds

of suppiters. TIlant enginecring, quality control, production and cost
control ‘inc!viine the preparatlion of production standards and machine~

load studies) . apq taveatory controi are among the wany specialijes {n

which expericneed persornel are difficult to find. 2/ Volkswagen was
especially outspoken on the shortage of such people ("fachleute'), com-
plaining that engineers from ieveioping countries often lacked the necessary

by, For a description of the role of vehicle manufacturers in developing
local suppifar capabiiities, see Guillermo S. Edelberg, The Procure
ment fractices nf the Hexican Affiltates of Selected United States

Automgpi};%Fiqyﬁ. (horctoral Thesis, Harvard University, 1964),

2/ Important c¢ifterences gevelop 1in joint ventures between foreign and
local manayeront sver guch vital matters as pricing, maiutaining the
internatinral *arranty, and performance standards including quality
control. Thes: 1il:er¢nces arc deeply embedded tin psychological and
attitudal dfiferences between ranagement systems that have developed
under wide; ditlering cultural and economic systems. (See Baranson,
Manufacturing Problems ia India, pp. 104-110; and Faraer and Richman,
Comparative Management , Chapters VII and VIIL.)
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practical experience to take over plant responsibilities and are often
vawilling to soil their hands in factory operations. Typically, there was
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 plani run-in.
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V. COST COMPARISONS
54, There are considerable differences in the costs of production

between ddveloping and small scale economies o

perating under varying degrees

of protection and in economies subject to international competition. The
data analyzed in this chapter reveal costs averaging between 60 and 150 per-
cent higher among the major automotive producers in Latin America (Brazil,

In Ind{a, ex-factory

prices on passcnger cars in 8 low volume series with an 85 percent domestic

content, were 120 percent above the ex-factory
ma&nufactured {n Furope under high volume condi

price of a comparable vehicle
tions. High domestic content 1/

(60 to 90 perceut) of components and parts produced at relatively low volumes

(one-tenth or less) in small-scale plants {g ;
Cost differences may be accourted for in terma
low-volume production, and excess profits. Th
Protected market structure and related tariff

from these market Structure linits, there {g ¢

=ajor contributor to high costs.
»f factor price distortions,
ese in turn are traceable to a

and exchange policies. 2/ Aside
he factor of technical

efficiency,

which includes optimality {n plant design and operation.

fmalysis of Comparative Lost Data

55. Actual differences depend upon the p
and economic Inefficiencies. The number of pl
vehicles and rhe proliferation of model~ and m
upon the Lire ¢ rroguction runs and the rejat
The scope ur. Pace of fndustriuiteation alse 1
sector - ff ;. The drive towar Autary v
activitice s ST
capabilit es to ¢raoanize ana STV wut product
8tandardsg, thereby contrituty- indirectly to
tion.

rency .

1/ The definition of domestic content varies

ature and degree of technical
ants authorized to manufacture
a.es both have a strong bearing
ive diseconomies of scale,

dVe an indirect eftect upon

i a wide range of industrial

uinanageal e stoain uypo:, MR resources and existing
b4 i g

‘on programs and maintain quality
the increased costs of produc-

widely depending upon the

Country and the purticular ir-erpretation of regulations and admi{alg-.

trative decrees. Ip mos!

lu~tances, domestic content 1is bLased upon

vehicle val e, “ut i somwe countries it {¢ vomputed on the basis of

welght. (ine of the problems {p negotiat
in the Lot American fFree Trade Alead (s
gystems . Y irpore tuthor. zations under i
culated from e NI U 35

ing Interchange agrecmentsg
reconciling value and welpht
value svsrenm are usually cal-

price of an equivaient foport without duty,

Incentive provisions of cutomolive decrees are often stipulated in

terms of mecting a minimun domeectic conte

tation varies over 1) what way be included {n, value
percentaze of purchaseced parts may be considercd as
content, and c) the degree to which taxes or duties are {n-

firm, D) what
domest .
cluded
paragraph 2, )

in direct or indirect domestice ¢onlent,

nt.  Administracive {uterpre-~
added by tpne

(Sec alsc footnote 2,

2/ Cost comparisons are basad upon conversions at the offficial exchange

race at the time, unless otherwise noted.

On the intricacy of exchange

devaluations see Paragraph 57 including footnote 1/.




S6. In the material that follows, two sets of comparative domestic
production cost 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 fi{rm with {ncreuses in domestic content
and at varying output levels between 3,000 to 12,000 vehicles per year.

The Latin American cata (Chact I 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 ghould 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 shouid also be npted:

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

(1i) Data applies to a given number of model variations in an
industrial compler turning out other series and models. Pro-
liferation in the product mix, without proportional increases
in overal! volume, wuuld ghift the curves upward.

(114) Domestic price structure, taxes, tariffs, and the exchange rate
vary over time. Coste of domestic procurement, which loom large
in the production hiil, are influenced by ohtainable nrnfitg of

component and materials suppliera under non-competitive conditions
and by thelr relarive efticleny. Tax (or tar:f¢) increases or a

lagging exchange rate woule shift cost curves pwar .. evalua-
2

tion, which was ot Gffset bty subseqient {ncreages {n lomestic

prices an< production custs, would s ift tne - urves downward.

(iv) Costs ref.uvct a particular point on the firm's learring curve.
Improvements in plant efficiencv, other factors remaining
unchanged, would result 1in a downwarc shift {n the cost curves.
The same applies to capacity utilization, which mav vary over
time. It has not teen possible to separate cost differences
attributable to diseconomies of small scale production and
those due to learniny, but it would be very useful and sig-
nificant to do so. 1/

1/ There are several possioilities. One would be to use as a bench-
mark of efficiency a comparable plant in a more advanced stage of
learning. Ancther appreach would be to study a single plant over
an extended 1 arning period during which {ts producrion volume had re~
mained sta'le. Ledarning curve concepts appliew to ar !fndustrial
sector ire the zasis of the {nfant industry argument firat expounded
by Friecricn Liat and Mthail Manoilesco. Boti advocated protectije
tariffs to trarsfer labor from low-productivity acsriculture to more
productive industry. The classical fnfant industry argument refers
largely to the development of external and internal economies of scale




India

57. Ir Indis, production costs for passenger :ars ran about 2.2 times
its European Counterpart prior to the 1966 devaluation (see below). This
va# for a Piat-type vehicle at very low volume (about 5,700 vehicles a year)
anc. high national content (about 85 percent). The Indian plant also manu-
factured two models of small and medium trucks - with a total output of Just
over 12,000 units annually. The 2,2 cost comparison was a; of April 1966,
Just defore the rupee was devalued by about 60 percent (from Rs 4.76 = $1.00
to Rs 7.50 = $1.00). Ex-factory domestic prices increaged 1} percent follow-
ing ievaluation. This meant that immediately following devaluation the
Indian prices were 1.6 times the ex~factory European prices. It is difficult
to foretell at this time what the net effect of devaluation will be. 1/

India Europe satio
Before devaluation Rs 11,320 Rs 5,118 2.2
After devaluation Re 12,664 Rs 8,064 l.6

(footnite continued from previous page)

with mariet prowth over time. .ittle has been added to the concept
since 1t was lagt acvanced more than 35 years ago. From an economic
standpoint, intant Industries are justifiable where the added costs
of protection are eventually compensated by added national {ncome,
where narket costs exceed soclal costs due to taxes or price distor-
tions, or where the Soclal returus exeoed private returns, as {s the
case with. decreasing cosgt, futiag a Tutning-4in perfod to assimilate
new techniques or tp expacd the rate o proeduction.

1/ Actually, the t.]} Intiatfonary etfece that one would normally expect
a8 a result of devaluation has bLeen consideratly dampened by the re-
cession that India hag beer. undergotnyg. The average grovth rate in
the industrial sector has dropped from percent to 2 percent -
textiles and capital gocds were particularlyv hard hic. Declines {in
the capital goods {ndustry have resulted from a drop {n the level of
aggregate demand {n hoi the public and private gectors. Budgetary
constraints have forced cutbacks 1ip equipwent nrocurement contracts.
Because of rle recession, the demand for lmports {s lagging behind
available foreign exchange at a time when, as 2 result of import
liberalization, lmport licenses have become easier to get. Becauge
of severe {mport restrictions prior to the devaluation, many firmg are
now importing {n excess of their actual needs as g hedge against a
recurring foreign exchange shortage . Once the recession is over, re-
newed demand for forefgn ¢renange coupled with revived internal demand
for goods may raise domestic prices . nd aarrow the competitive price
advsntages fnitially gained from devaluation. (See Baranson, Manu-
facturing Problems in India, pp. 127-128.)




CHARTY

INCREASE IN PRODUCTION COSTS AS A
FUNCTION OF DOMESTIC CONTENT AND

PRODUCTION VOLUME
PASSENGER CARS - INDIA, 1966
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58. Another Indian manufacturer of heavy (eight-ton) trucks reported
price competitiveness with the comparable European model. The Indian export
price was actually 6 percent below the comparable European product imme-
diately following 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 Indla as compared to 30,000 in Europe.

Ex-factory price (8-ton truck)

India Europe Ratio
Before devaluation Rs 30,000 Rs 24,800 1.23
After devaluation Rs 35,200{2  Rg 37,6002 ¢.94

/& This is the Indian price exciuding domestic sales tax,
which amounts to Rs 10,000 on a vehicle of this type.
The price does include about Rs 5,000 {n custom duties
and raw materials tax.

LQ. Allowances have been made for differences in the European
and Indian model. Dealer's commission in India i{s about
hall (5.7 percent, or Rs 1,800, as compared to 12.5 percent,
or Rs 700 {n Furape).

59. An eailier studv on diesel engloe manufacture in India reveals

two basic causes of high (oat structure tu that country: a; a much smaller
scale of production relative 1o internationally competitive plants, and b)
high procurerient costs of natertals and paris also produced In gmall acale
plants under a protec:forist teptame. J/1t cust nearly three times as much to
produce 4 diesel engine in india as 1t did io the United States (lable 14).
Although direct labor cost 0.6 ug wuch, procured matertals and parts, which
congiituted % percent of the engine value, cost 3.3 times U.S. equivalents
(at R8s 4.75 to the dollar). :

Latin America

60. In the analysic that follows, production costs of light vehicles

in Argentina, Brazil and Mexico are compared to thogse in the United States.
The same set of data is broken down in three ways: Table 15 compares domestic
costs with tmport co8ts apd then ompares costs uel of taxes o arrive at

the difference (n resource costs. Tapje 1b analy:es cost increments as a
function of domestic content. Table 17 compares the cost elements of labor,
materials, and 1ndirect charpes,

61. The cost of light truck manutacture runs 2.5 times U.5. costs in
Argentina,3/ 1.7 times {n frazil, and 1.6 times in Mexico (Table 15,

1/ See footnote 1, p. 26 above.
2/ See Baranson, Manufacturing Problems in India, p. 88.
3/ See also cost comparison in Chapter VI on Argentina, paragraph 79,
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colmn MU', Cos* differances for Passenger cars are about the same; aside
from ohvivus body d. fferences, there is a close similarity in the production
of liginr ¢iitks anu passenger cars hoth in terms of components and parts
and length f production runs (paragraph 16). Cilumn 1) gives domestic
regource costs per dollar of fereigu exchange savings - which {8 sometimes
teferred to as the “Bruun ratin" or the a-adow t.te of exchange. 1/ Thus,
for Argentine —ars, it cost $3,922 (pesos conver .ed a: ot{lcial rate at

time of procuremeat .olwm 1) to produce foreiga exchange savings of $),/82
(zolumn ¢ - 2 ritio «f 2,20 {colurn 11). 1h s wesu a peso valued a*

20 o e U.S. ucller 5% the tline of procurcrent weuld have to be valued

at 330 1o tue U.S. dodiar (50 yipes 2.20) to equate the difference in
reso.rex Cacts. Tor a comparisor of relative resource costs, tax estimates
ave 'een natted out of ex-factory costs focr the rafios shown in column

12. irce the incidence of t.xes on qutono.fve wanufacture is higher 1in

Letin Ancrica .han in ne United Statec, rescurce cost differences are
somevhut luwer thin those shown {1 column 11,

62. Chart 2 an. Tabie 16 show mannfacturing cost increases for light
teucks n Latin Auerica as a function of donestic content 2/ for annual
produc "ic.. “uns ~f be‘weer, 10,900 and 30,290 vehicles per vear. Implicit
in these ~(st ind.ces ure the lucreased costs of Aomestic manufacture

in ihe numerator wd tre so-zalled deletfon allowance given by the overseas
supplia

These deletion allowances characterisiicallv are well below c.1.f.

pricer. 3/ oranatic .ncreases in droduction costs occur at the integration
of engir~ an Ui veitpe

tomponents  (particuiarly in Argentina).  Sheet wetal
for velliole Loe, alro SAVEL Ve substontial coct {ncreases. lotwnn 13 1in
Table ;6 ‘.dfcater tpe magnitude of {nvestmeat in equipment for manufacture
of copun it and P80 & a4l progressive pha oo of domestic content. They are

the loves: for G L49C0 L. dNeous

pIrts outelde the "sower tratn" (engine and
trayvamission), .lich maico

up shout 20 percent of vehlicle value.

TR et i L . o — s —— 1

- e e

1/ Yor reforence to shadow rate corputdatious, see Michael Bruno, Inter-
g_t:':_gi.‘dg_r.\:,_g.,_.‘,(‘g;:‘,i)g;_C_.g_‘_l_l_g.;u_ and Structural Change ia Trade (Jerusalem,
T9RT), pre Tud-113. Thio rat.o ls closely related to the concept of
e fecrive protectfon, which {a detined as the extent by which domestic

velue added ‘measured In domestic prices) exceede value added at world
prices.

2/ Dotiest .~ conient value +g derived from incal prices as a percent o!
totzl vehlzle cost, which give Zadices of value (columns 4 & and 17,
weignted icrording to the 1omestic price base in columns J, 6 and 8).
Thus, high cese or Lignly protected components in the various stages

contribute to overstating local content shares in terms of interna-
tioral (c.i.:.) prices.

3 The "di Letion allowance’ is the amount Jeaucted from the price of a
c.k.d. kit fo: the parts nc .onger tnported becauge they are to be
Yeproqueed domesticaily.  For exanple, for & complete kit priced at

- $2,000, if 40 percent value nermally priced at $800U were deleted only

] 5300 migat be credited as a delet .on allowance. Thus, the residual

price ot 4 €0 percent kit wou.d be 51,500 (in place ot the $1,200

one wou.d normally expect). eletiou-allowance amounts are often

based on marginal production costs (which are well below average total
costs plus profit).

-~ v
Celculated from data fuinished by Averican vericle manulscture:
' [

O
n
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63. Assembly of complete Lnocked down (c.k.d.) sets involves only
moderate cost increases (Table 16, line 1). In fa.t, beyond a cercain
scale, decentralization of as.emt ly plants close 10 consumer markets 1is
often ecrnomicii.y alvetageing kur it wmuest be realized tnat ¢t the pro-
duction runs required by even ruce iargest rires now located in developing
countries, veh clen assew. e oVelieds freoe cok.d. units are zore costly

(3 to 10 percent more} than comp'eteiy vullt up units. There are 30 to

4C percent suv.n;8 On shinping (v ts hecause of clie smaller freight volume,
ont these savings are . ftset tv addeud costs of rust proofing and packaging
against damage r. shipniti. As-embl and pa.nting eenerelly cost s.ightly
morce overscis than allowes ac a Jeletion factor oy tne manufacturcxr. For
jow-volume producers in 3weden, cpecias hawdiing and packaging costs more
than ofteget sifpnt savings I as~emtlv cos*s. Firme .ike Flat have special-
dzed in c.k.d. orerat ons and have Mandgpcu 20 reduce coste to a minimum.

64, Ttran, batterie:, engiue tlurds, and 1ot glass are includes under
mandatory part . (i Tanle 16, category (). Thewe are genecally ltems
manufactures loca. v for rthe parts reniacem=rl market 2ven he . ore domestic
gapufacture of new veailies s unsertaken.  ltens such as shour abgorbers
and sma | srampinge (category 3) can de supplied with minlmum auditional
{nvestrment in production capapraily and are of:uvn prouuced by an estab-
listed supplicr maufacturicg & similar item for refrigerators or other
consumer poods. The forpliay, ¢o vastiay and machining of engine, axle or
transmigsion pares fcatouniy Hosad 31 o1avolves hoeta substantial favest-
ment and m.putactur cny krow-how. ol the L.a. there is . narrow difference
betveen supp.iel conts an. wha' 1t wowld a9t To mrufacrere the itew
oneself. 'n dazveloping cowtries, in-plant costs, especlally at competitive
scale, tenc to be muo. lower tuca suppller prices - the foint result of
protectioniur prol tn 3ne teucnunical dneffiooence. Lf L largs sozie, com-
setitive econcntes wiih geti-develope) suprniier capabtilities, specialization
amony PATLS wanutaclurs i 145 hotn lcasible dne advintageods \paragraph 52).
The risk and uncertar - of areets and preduaciion in develeplng economies
tahibit investoents to sorts carafacturing plancs (wren they are already
manufactur °¢ localiy, even o o o womiwhad nigher cost). it is generally
necessary to persuitc pa T8 manviacturars ain the home countrv (often with
lonp-tera cantcact starancest Lo cstaulish g zanute. turing affiliate in

the developity ~ount 'y, part.cuicslv in Luen dtems ay waeel druws, brakes,
and axles {citegory /), abuvas lo waldh 00 estic suppllers generally iack the
required capital or techrical capability. Sheet metal to- vehicle bodies
(category 8) {nvolves the heaviest investment comuitnents by manufacturers.

65. Brarll is considered tae ceést scurcing area from the point of
view of price nd quality . purchasce matertals an parts. Tue ''closed-
border” rule in Mexlco, under which a nanufaclurer .s forced to purchase

L/ Volvo's success in manufacturineg relatively low volume of passenger
cars for the domestic and world markets 13 in large part atctributable
tc corporate capabilities to design and engineer automotive parts,
which are then sub-contracted to domestic suppliers on very narrow
margins of profit. volvo has tollowed this pattern for over 40 years.




-35-

from a local supplier once e 18 licens2d and established, uaderaineg effi-
ciént procurement. In Brazil, costs are lower relative 5 irgentina's be-
cause: a) the domestic market 1s larger; b) uwanufacturers have been Operating
longer and have in urny cases already written off capital costg for 3quip-
ment that 1s still in 2cod wrrking order: ard ¢) Brazilian automobile
manufacturers have hed o lorng:r perted to cevelnp suppilers, improve

quality, and reduce costs. Vrica grabjilizattaq cTograzs in Brazil and

Mexico, in contrest io Argentiaa, bava alsgo teen 2n ! mortant factor in
keeping supplierc’ prefits (ard end-product costs) down. 1In Argentina, the
tcndency is toward a further proliferation of vehicle aodels and parts manu-
facturers, in contrest o Maxic:n efforts to "raticnelize" production by limit-
ing the number of venfele rolels and atterpting tHy sta.d-- 41{zc components and
parts production.

66. Chart 3 and J.hle 17 show that tha najor clement contributing to
high costs of vehicl- aarutactere in Latin 2merica {5 lnczl procurement

of mateorials rnd 2a¥15, vl ara edthey Foarectzd ov errry uiph fmport dut'~.,
In Arzentina, r-trp 2 PUILS YL Loeroge 3.3 tiv-; L.S. costs and they
constitute alouc 75 & rrnayg CLovo%l ¢ogte, Adriindsziratine and sclling cc. =3
(b to 7 perceat of ¢-te? consti) are tuice rs aid-h in Mavieo and ;ix times
higher i{n /ryeniin.. fntertost o srper {mad rxchiar?e denreciation losses)
averag~ abour $126 - ¢ yrhicle {ip Eraidl 29 crpare! 2o uider $12 per vehicle
in the United Stoteys. Speninrl tooliag ari anortizartien 2re als3o nearly three
times a: wuch por venicle in Breril and M-s1eo ‘en cerejdevably smnller
productiecn vali-ies) th-n the are 4n tha Cadted Starag,

67. Canital cn-te per unit rinufaccured increase c.ngidershly at low~r
volumes of p-oductios. A Evropeon fimnm Teported the ‘olloving {nvestment
costs for a r-—al) Pr3Isegar cer:

IYDFY F.) 370PS

—

Annusl
Production TnL~otiziny Investr.:nt
(Units) LSS i tean) Production Irvessment _ner Unit
180,000 ¢ Lv5.0 .00 .00 1.00
60,000 75.0 » 33 .60 1.82
3,00 25.0 .02 .20 10.00

in most cases, fir.g Lave marae! o keep capit-l charges dewn oa short pre-
duction runs by anorif.ing toolin; dies on vehicl s bodles over a 5 to

10 year period. Thic g iess of a problem on designs with lenger 1ife
cycles than i¢ i, on i 1ase» rozidly chenging 1,S. nodels. 1In order to
minimize canftal coste, “oll'swasen in Brazil 1r contiiuing te manufacture
the older tedy witn sonllor viniovus. Stril-rly, Yo lkswagen {n Mexico will
retain the 1943 desion vnef) 1964, or doncstdc narkers, this ia a small
price to pay fcr the capitil ervivigs., Vari{stioae in zepicity utilization
make a reietively slight (ifference becavseef the srall percentage that
constitutes fixed costg. This 15 ev2n tore trus of fi:mg with a high pcr-
centage of outside precuremcnt; their percentaze of cquipment and fixed costs
are proportionately lower and variable material costs higher.
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Vi. THE AUTOMOTIVE INDUSTRY IN ARGENTINA

68. The Argentine industry has developed largely in the past decade
under a regime of protection and progressive import substitution. Approxi-
mately 200,000 vehicles are now manufactured for the Argentine market. Prior
to devaluation (l1967), production costs were running about 2.5 times a com-
parable duty-free import from an American or European plant. The basic reason
for high costs 1s 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 ard
makes, which throws a heavy buruen upon supplier industries to furnish an ex-
tremely wide range of components anc parts for & market of this size.

Development of the Domestic Industry

69. Before 1955, 75 percent ot the motor vehicles consumed in
Argentina were imported with foreigmn exchange earned from agricultural ex-
ports. Subsequent balance-of-payment difficulties restricted imports of
commercial ad passenger cary. ‘nder the Peron repime, the import of motor
vehicles vas a liceused privilege. The provisional government that followed
Peron allowed the publi~ to import cars subject to moderate surcharges, hut
the Prondiz!l Government sharply {ncreased duties and encouraged the develop-
ment of a domestic industrv. National procuction was gtiven its major impetus
by the Government ‘e res of Marcor 1959, Under {ts providions, domestic
production has erpanded nearly six times to the point wihere {t now supplies
99 percent of Argentine demands. The decree &lso provided for progressive
increases in content of national components and parts (80 percent ou trucks
and 93 percent on passenger cars by the end of 1965). 1/

1956 1965
Imported vehicles 17,700 1,100
Aesembled in Argentina 5,900 194,500
Total vehicle consumption 23,600 195,600
Imports as a percent of
total consuaption 152 12
Source: Table 20.
70. Mercedes -Benz was the first major foreign firm to establish manu~-

facturing operations in Argentira in 1952. Thelir production plan provided
for the development of domestic suppliers of components and parts and the

Dec.ee No. 3693, igssued by the Ministry of Industry and Mining, later
revised in August 1YP61 (Decree 6507) w.th subsequent amendments
consolidated in the May 1965 Decree No. 3642.
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progressive integration of national parts into finsl assemblies. Industrias
Kaiser Argentina (IKA) began operations 1n 1955, They purchased uged equip-~
ment from the Kaiser plant in the United States including their own forging
facilities. 1In 1963, they built their own axle and transaission plantg and
begAn supplying these Parts to other manufacturers as well., By acquiring
thelr own production facilities, they were agsured a contipued supply of
quality parts in these critical items. Pollowing the 1959 decree, Piat, Ford,
General Motors, Chrysler, and seven smaller fims entered the field. 1In 1965,
Siam di Tella was purchased by Katiser and Chrysler purchased DKW, In July,
1967, Renault acquired the controlling interest in Kaiser (paragraph 35.)

Growth in Domestic Demand

71, The demand for automotive Products in Argentina has been increasing
well in advance of the growth of population and income in the past decade.
Ownership density increased from one car for every 32 inhabitants in 1955 ¢o
one for every 14 in 1965.

Average
annual
1955 1965 grovwth rate
Argentine population (millions) 19.1 22.4 1.52
Registered vehicles (thousands) 60.2 154.2 9.9z
Population per vehicle 32 14 8.2%

Source: Asociacion de Fabricas de Automotores, Report No. 267.

Intensified demand for 8utomotive products has doubled the car population

in the eight-year period between 1955-1963. Tne decline in automot{ive prices
since 1960 measured in conetant pesos has also contributed to rising de-
mand. 1/ Credit terms were also easged during this pertiod (cash down paymentas
were lowered and the length of the reapayment period was exiended). The sub-
sequent increase i{n excise taxes on passengeér carg in early 1966 was in line
with Govermment efferts to reduce foreign exchange deficits and release in-
dustrial resources to other sectors.

72, In the six-year period 1959-65, there was a sixfold increase in
the output of passenger cars and tiucks, from about 33,000 in 1959 ¢qo
195,000 1n 1965, This represented an average annual rate of growth of 15
Pércznt, among the highest 1. the world {n the past decade (Table 11).
Meagured in terns of value added, tha rate of growth during this preriod wvas
even higher - an average annual rate of 47 percent. Employrme:.t during this

S -

1/  The wholesale price index rose 140 percent between 1960 and 1964, as
Compared to the automobile price index which increased by only 72 per-
cent. Thi: means that the relative price of cars at the end of 1964
measured at constant value wvas <8 percent pelow the 1960 level. The
decline may be largely explained in terms of intensified competition
among the 13 manufacturers that eventually entered the market. (Source:

ADEFA, Informe Rstadistics No. 163, April 28, 1965.)
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seme period rose only three times - largely due to increases in the scale
of production along with some productivity gains. The average annual rate
of investment in 1960-64 was nearly ten times what it had been in 1956-59.

1956 1959 1965
Vehicles Assembled » 5,900 32,800 195,000
‘Employment : 3,700 11,600 34,600
Value added (million U.S,§) 46 465
Average annual investment 1956-59 1960--64
(million U.S.$§) 5.5 54.1
| Average Anpual Growth Rates
e 1956-59 1959-65  1956-65
Vehicles 75% 35% 461
Bmployment 46% 17% 28%
Value added 47%
1956-64
Investment 332
Source: Table 18.
Present Structure of the Industry
73. The Argentine automotive industry operates under severe dis-

ecomomies of scale. In 1963, Argentine production amounted to lese than 2
percent of U S. cutput. There were 13 manufacturers producing over 68

models of cars ang trucks. )/ The six major manufacturers turned out between
13.000 and 57,000 units, seven others totaled between 50U and 6,600 aach
(Table 19). There are several thousand component ard parts manufacturers

in Argentina, manv operating out ot small garage shuns as sub-countractors to
larger parts manufacturers. Chrvsler alone reported 1,00 supplier-vendors

in 1965 (about one-third of GHese were dual supplier sourcesj.

14, Intensifiled competition has lead te a proliferation ¢f makes and
styles and frequent model changeovers (Kaiser's line advanced from 4 models
in 1956 to 77 in 1963y, Little ¢or no effort has been made to standardize
vehicle elements on bodies, chasais, englnes, transmission, electrical
equipment, or brake aand ciutcl osystems, and this has compounded the basic
difficulties of small-scale production. hach manufacturer has also insisted

l/ Aside from basic differences amonp passenger cars, trucks and buses, ?
and a variety of other commercial-type vehlcies, there are the dif- |
ferences in types of cngines (horsepower, cvlindersn, gas/diesel,
etc.), cooling systems, gear systems, electrical systems, wheel and !

. tire sizes, chassis types, various boly sizes and shapes (and number
of doors) spring suspension systems, axle widtha, brake systems, etc.




upon developing his own suppliers, so that there are often as many a3 half
8 dozen suppliers even for such parts as radiators and batteries. Model
proliferation adds to plant tooling costs and increages th. burden of tech-
nical assistance to parts suppliers (see paragraphs 108-110).

75. Productior volumes in Argentina arc low by world standards, which
means that Argentine plants can only a{frrd atingle pleces of expensive equip-
ment that must then be used for a variety of purpcses in order to minimlze
capital costs per unit of output. This resu.ts in conside-able down-time on
equipment. For example, heavy body dies for presses have to be changed on
several successive short runs 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 bvody design. Low-volume cquipment is used
wherever possible tor the minufacture of components and parts (Single stu-
tion, multt purpese less-automated eduipuent). For example, portable welding
equipment and riveting guas arc used [or body assembly, rather than the
heavior automatic equipmeat vsco by assembly plaats in Detrolt. Almost al-
ways this means higher unic capiral coste relative to mass production tech -
niques in larger niants eluewhere in the world. Inefficlient plant utilfza-
tion is {n pacrt due te the econonic recesslons that have plagued the Argen-
tine economy.l/ Durfup perfuds 5f fownturn, automotive firms are forced to
carry underemploved labor and idle plant capacity, and this inevitably raiges
long term average unit corts. Flrms estinate that utilization varles between
20 and 60 percent in "bad" sears and 70 to 4 perceat in "good" years

(Table 20).2/

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

el e N e e St e b it

1/  Econmomic dowunturius tend to occur more frequently (about every 3}
years) and with great:r 1atensity /-%.5 percent decrease in 1963 as
compared with K.t percenr orowth in 1904 =~han they do in more ad-
vanced industrial economies. ayrical output of automot{ve vehicles
has varied fr.w a 1'2 percent increase Aduring the 1%59-60 boom period
to a 19 percent decl'ne in 1962-03 (iable ).

2/  Production at ihe Kai.er plant slumped from a peak of 170 vehlcles a
day in 196G-61 to 81 a4 Jdav in .903, then Jumped back to 200 a day in
1964. Such variations are hound te lnreage AJerage produrtion costs.
Utilization estimates depend upon whether cquipuent ls normally used

on a one-shitt o anjtt -4t bagsts. “a°s whid, 1o a lesser depree,
Flat have equippeo rtheir planie for (lree b ¢ cperations (Table 20).
At the Ford Piant, —hio . was Cauipoed tarvoiy for g one-glhiift opera-
tion, utilfzatien o ..a.ral o4 Tapad ity sbroppesl o ro TH B nereent for

trucks and 3./ percent fo. cars dortng tae 1963 depression and
climbed back to /4.4 perceal and ‘o peroent respectively fa 1965
(Table 22). Captital to output retio rese Lo 5.4 in 1963 as compared
to 2.8 in 1964; and there were 3.4 cmployees per 100,000 pesos of
value added 1in 1963 as coupared to only 1.5 in 1964 (Table 23). Dif-
ferences were even more marked ar 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 1965, but the economy had to pay the additional price of
reduced production efficiencv. At least ! years lead-time 1s needed to
prepare a realiscic 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, 1966, but no one realized how severe they would be. Considerable
time and resources were spent in complylng with Government regulations and
report requirements - as much as 12 man-vears per year according to one firm.
The turnover in Government personnel issuing adminfstrative orders 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
Bendix Brakes went out of business in 1963, Chrysler was fined heavily because
it was forced to itmport bLirares.

Supplier Problems

77. Automot { ve manufacturers experience great difficulty in obtaining
an adequate supply of required components and parts. Quality has been de-
ficient on such i1tems as electrical equipment (spark plugs, starters, ignition
coile, distributors ami varlou. fnstruments). Difticulty has also been ex-
perienced with t v lngr and casiings {lespecialiy alwidoum castiugs and iron

engine blocks}, cbhrowe plated ttems (griil work and trmpers) and various
plastics and wlrvl. (Lo some cases pevertluy U0 pane: covered wires has proven
more practical apd chiaperro Moot pody manatacturers have nad to import

sheet steel ¢f tne type produced {n Arpentina, because the local product had a
high-rejectinn rate when uscd {n the heavy-duly stampivng presses due to sub-
standard ductfility.

Manpower Situation

78. Fxcept 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 considered voery skillful
with their hands (by international managers), and therxe 1s a good supply of
technical reaple. There has been a turnover problem with rhe rise and fail
of economi{v asctivite., Many of the technicians trained by the jutmotive
industrv are lost when work falls otf{, otheve ndve gore out aud set up their
own garage . perdations to produce compouents or parts tor the judus.ry.
(There {s a strong inclination among Argentinidns to own their own business,
regardless ¢ the opportunity cost.)

Comparative Costs and balance-of-Psyment Ltiects

79. The analvsis of Argentine costs appears {n Chapter V. It shows
that a light truck (or comparable passenger car), which can be produced for
about $1,660 {x the United States, costs about $4,100 to manufacture in
Argentina (or 2.5 times as much). The tasic contribution to high cost 18
the procurement of materials and parts rthat are produced in very short
production runs or have a high mark-up Jdue to protection. Procurement

i
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costs average 3.3 times higher in Argentina. Uuderntandnbly, price differ-
entials are larger on components and parts that are typically high-volume

in the: hited States; generally speaking the cost 83p 18 proportional to

the production volume Bap. The cost differential is especiallv high on a
part such as a camshaft, which has a good amount of intricate milling and

is produced largelv by autumatic equipment in the United States, in contrast
to hand-machining in Argentina for low volumes. Other high-cost items in-
clude pistons, starters, and clutches (Table 24).

80. The above figures on comparative costs are corroborated by another
set. of data obtained during the field mission to Argentina. Unit costs (ex~
factory prices) of cars and trucks in Argentina averaged about 2.5 times
those in the United States (Table 25)., Raicer reported a difference of 1.8
on the Jeep, which sold for $3,188 1n Arsentina as compared to $1,728 {n the
United States (Table 26). But on 1its hirgher priced pPassenger car, the de-
livered price was 2.9 rimes it U.S0 tounterpare. At subsidizeu export
prices, which allow speclal drawbacks and a more favorable exchange rate,
IKA was able to dellver a jecp to an adjacent Latin American market tor
$1,707, 1/ or sliphtly under the f.o.b. U.S. lisgt price. It gshould be borne
in mind that Argentine vehicle models are somewhat different from similar
models in the United States. For example, 149u5 Furd (Argentina) trucks have
1964 bodies and 1949 engines among other differences.

81. A major consideration in enacting the fmport substitution program
was to conserve foreiyn #xchange. The rationale behine the 1959 automotive
decree was tnat sabstantial increases 1n domestic vonsumpt {fon of automotive

vehicles would he realized without appreciable increases in toreign exchange
expenditures.  Hut he founting forelgn excrange burden torced the production
cutbacks of 1v66 Th. “uvernment hoped to ¢xpand production from about
33,000 vehtcies 1o 1999 to <UUL,00U 1n 1965, without increasing che foreign

exchange burdea auch bevond the 1959 level (estimated at US %44 million).
Actually, the burden rose to about US $250 million (which included $50 million
for remittancer of earuings).

1959 1965
% 1. Vehicles manufactured (number units) 32,000 195,000
4 2,  Value at c.1.f. cost (million) $75 mm $449 mm
i 3.  Value at Argentine costs (million) $134 mm $790 wm
é 4, Import percent - Planned 34% 10%
3 5.  Foreign exchange costs (USS million) $ 26 mm $ 45 mm
g (line 2 x line 4)
i 6. Import percent - Actual 56% 29%
7.  Foreign exchange costs - Actual
(US$ million) (Line 3 x line 4) $ 42 mm $250 mm

Source: Table 27.

e

1/ This is at an exchange rate of 225 pesos to the dollar in December %05,
which would have corrected for overvaluation as reflecteu in the 8¢
of domestic prices siunce 1958/59 as compared to percent changes 1. sun
sequer.t devaluation. At the official race, the e> o't uvice .
(Table 2. ;.
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Corporate Earnings

82. In the ycars lmaediately following the 1959 decree, firms were
able to earn substantial crofits on the allowed 40 percent iwported content
on which the dutv averaged 3t percent, as coupared to over 150 percent pro-
tection on assembled vehicles. The decline of counsumer prices (netting out
the inflationary trend), coupled with risiog costy as a lunction of domesatic
content, has ptobatly resulted 1n a narrowing ot profits for succesgful firms.
In 1964, which was o toood' vear, profits after Taxes rang~¢ between 5 and
10 percent of sdles and 20 te i percent or sharenolder's equlty (Table 28).
This appears favorable when compacred with reporied earnings by U.S. auto-
motive firms of & to B percent profits on gales after taxes in 1964/65

and 14 to 24 percent on sharcholder's equity (lable 29) .1/

83. Reported earnings vatied widely among ftrms, from a high of 13.7
percent on sales after tasen roported by Flat to a 7.5 percent loss reported
by Mercedes Ben. {iatie 2F).wose vucins pad vears bove beero offser by

tax write-offs, so that the net palny bhave boer subutantiasl. Kalser probably
did well until late 1965; thev got an early tart, developed esseni.ial parts
production capability, and successfully dlverstiied the vehlcle line to meet
competition without overtaxing production capabilities. Flot wanaged to do
well from the cutset; they were especially astute in negot Lating their agree-
ment with the Argentine Government and {n e..ning substantial profits from
high percentages of 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 26,100 t»n 34,000 unitsj.

84. (ronically, the Jemise of IKA in wid-1967 was in part due to an
over-extension made possible bv its teading position in the industry. In
absorbing Siam i Tella, LKA noped to gain an additional 5,000 vehicle pro-
duction authorfzation along with forping and casting facilities in the Buenos
Aires area (IKA was located fargely in Cordoba). They bought into a firm
with underestimated Lfabilitics just before the drastic cutbacks ordered by
the Coverument 1n lat~> 19b5. IKA's production dropped by about one-third
from about 54 ,U0C ualts bhetween November }yo> and November lYoo.

Critique of Argentine Experlence

85. The import substiturion polictes initiated by Lhe Argentine govern-
ment resulied in the rapid growth of an indigenous Industry, but the price
was high in terms ot comparative costs of production and a mounting foreign
exchange burden. The theory behind the industriallzation program was that
growth could be achieved withlo the constraint of foreign exchange shortages.

w——————n— o o e LS R S

1/ Reported profits and international comparisons should be taken with
several grains of salt. To begin with, Argentine profits on equity
are overstated due to unler-evaluation of assets as a result of the
20 to 3% percent annual rate of {ufiation. Secondlv, in addition
to corporate profits of the Arpentine corporation, the international
firm also realizes lncome from the sale of components and parts and
from licensing and technical assistance fees (which would probably
double reported earnings from each of these cther sources).













e —

T g e M

- 43 -

Argentine planned for s stixfold expansion {a the nwmber of donsstically
ssnufsctured vehicles between 1939-65 on the basie that there would be e

appreciable increase in foreign exchange requirements. 1Ip fact, foreign
exchange costs expanded nearly five times during this period. To this ex-

tent, the progras of import substitution designed to save foreign exchange
and increese sutput from availeble resoutrces was self-defeating.

86. Industrialization policies have resulted in a large number of
vehicles and parts manufacturers that are inefficieat by worlg standards.
There ars too many plants and oo wmany models and makes for a market the size
of Argentina. Argentine consumption followed the general pattern of demand
in wmors afflyent societies that cen afford product differentiation because

of higher incone levels and more efficient industrig] organization. How-
ever even in FPrance and Germany, in the post-World War II pericd, Citroen

sa. Volkswagen mass-produced small cars with no model changes at all for years
to take sdvantage of scale factors (see paragraph 109). Protection and
import controls associated with Argentina’s industrialization policy

have raised the cost 8tructure throughout the economy, distorted price mech-
anisms, and undermined future growth and expanaion of industrial sectors.

suffered from a combination of erratic

demand, adverge supply conditions, and periodic narrowing of profits in times

of recession or cutback.

87. Rapid development of local content has added to internal infls-
tionary pressures as new demands on domestic resources for materials, skills,
and capital equipment outstripped the economy's supply cspabilities. Costs
aleo rose ag less expensive imported materials apd parts were replaced by
domestically masnufactured goods. In the indiscriminate pursuit of autarky,
scarce engineering and managerial skills were spread too thin in too wide a
range of components and parts manufacturéd for too many low-volume vehicle
models. The system of import restrictions and a lagging exchange rate have
distorted price mechanisms and resulted in the misallocation of critical
resources such as foreign exchange and capitsl équipment.

88, Intensified competition from too many producers in a limited ;
market, coupled with the emphasis upon styling and model proliferation as the
sajor device for a firm to maintain its market share, has resulted in an
inevitable cost-profit 8queeze for many firms. This, added to {ncreasing
difficulties on remittances of earnings because of Argentina's balance-of-
payment difficulties, has eroded the incentive to invest in Argentina. Most
firms have also experienced difficulties {n adjusting to abrupt changes in
production schedules brought on by chronic balance-of-payment difficulties.

Drastic cutbacks in late 1965 contributed to the liquidation of Argentina's
largest vehicle manufacturer.

89. The high cost structure induced by protection undermined Argentina's
future chances for entering and competing in larger regional or world mar-
kets, which are the major opportunities for future growth and more efficient
production at larger scales. To enter such markets, plants must be cost
competiti--e ard maintain international quality and reliability standards.

The system of protection also created vested interests representing inef-
ficient managers and plants, which are difficult to phase out from a political
standpoin: A lagging exchange rate, which in effect subsidized import sub-
stitution industries, is not compatible with industrialization strategies
dependent upon export sctivities.
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it. rwg PEVELOMMANTY AN YOSMAYIA

0. Yugoslovia ts an interesting and taportent case sSudy ia ol
dovalopment of the autcwiive industry. Their aystem of econsmte ’

nabled thens tc control FOtIunPLion patterne ta terms of product range and
quaatities. They havs alr asnajed foreign sxchangs costs more effectivaly.
But there has Lawmn an ever-nteliferation of plants snd suppliers, snd ~owm-
standardiznd models A Poits have cantributed te high coets. Poratgn on-
cthange shortajes hev: forced ¢mestlc pioduction of parts that are costly
to reproduce in ahort eirfas or cxpenaive to stock p.le uatil vupplies are
used up. 1ne Yugoslivs hive felt the need to liberalize {nternactional
trading in )9%5 {n orcer to elic‘nate high cost ftems. Iacreased trading
vith soft currencv areus has hecn cre means for increised production volume
through expurts. Yugo~lavia {s almo an iuteresting case of a covatry ia
the intemed{ate stage of {aduatrial developuent thet has nov become o
tranemitter of technolegy (o co'niries like T~ypt and Indonesta partly

48 2 result of barter (rads 8rzenieaznts aad parctly due to the fact thag
their product dasigns and pruociuction technique: are Rearer to the imcome
and scale require-ents of thera tihled comixlie;,

Econom’c Policics

91. The Y ¢ “avs heva boan Lizhly pregw-tic in their drive toward
econonic efficiency uvader "apknt soclalicm"”. They realire that the next
major step in secncaias dnvelop-ent 1s to deatl vith the beaic problem of ways
and meens to 1'.nrence Poocvetion veletis, There Y3 juat 80 ruch that can be
done 1n:srnv'ly tO gtrndrediae a3, frtenrate plernts, and increpgse comple-
mentary prolvction zo~ - Lracine povivers u, or terter oov nsoronts, A

new series of rroivic voigre- 2 s daricnad o Lit~ralizz (ontrole over
the managcnent of Vi -0-lavw firan and enabla shew Lo beccre prrt of the inter-
national divi~irp ~° I-%c=, U1 thn preycsed vofym, Yvgoslav firms will
hare evan wi.~r let{c "2 1 ut’lizi~r~ dircr prociin ~nd €:chrpo~p rarnings
for reinvest—enr ar ! anOTe pooweh. Taie A7t onlv o putl pradection units on
& rore econcnic brsfy,, {t a':in eupaes [nAv i trial ~anie-a te international
Pricing st-dzzds ~nl & mavs c“flclent uen 6F natfenay resources. The

Yusoslavs vealica thos . R lnila ol e 15 intensifying, and the
gsooner Yugeslavic en~ae-5 1t ccoromy to ecdetitive {orcea the better.

Under the 1945 Sfovr, oL e ‘eclo!- i at4p - 4y the enlerprise lew.al

in the fielda ¢ T ztketing, prydrctica, and invrstnent vere authorized - 4

A R i e e cyatea of ceatrealdzed Flanning that prevailed in

the 197 '3, Cterprizes ave Iree fo cheos: ownpliars, oot prices on their
producis, rnd Fradda 1y to W32 pLoiits for Investments in future growth.

The erite=ic.: ¢f CRUMLries dretolon 1g innoma maximization '"within the frame-~
work of sont-} ehicenivan. ot ey reguations provide for autonomy in ng-
gotiating coera-iiom ey fer2ien partncys ircleding agreenents on production
speciallzitinn, SAteTpuires sitn thoir foreign trads with g view toward

1/ Sza Frderzl Li~litute of Feoneuie Flenning (Yugoolevin), lanni,
Foreien Trci- - tha Yugoslav Dyxporience (Balgrade: FIEP, March 1967),

PP. 10-i5,
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WRiRising revenus ond odtaining the best soureas of owply. Sesammde 14s-
weltsetion will aise give Yupeslav enterprices wides batitale 10 nagetiace
parsmereRine with forei,n affiitaten )/

EAENRS SLrwctiure ape Compas at A Copge

8. In 1965, ebout 13,00 poscenge. cats and 10,000 truehs vere betung
Wnufectured and asnembios in Yuges iavia. There were 10 firee segaged io
the msnufacture of cqrs and tewche The economy (g sttampting to improve
production efficiency hy sstending their marhet range and fotlonslising
Wdels and parts e A0 28seenne’ car and truch sanufacturers hove
bonn Rploring wvave and means 0 rag fonsilise domesti. product ion ane snter
inte bdroader -nternational Arrangements (o specialiase ane trade {n £ MPOREN L o
d sssmm! e vehicles Yugeos jav firas have been Iinhiblied 1 thelr affeorty
by capttal an: foreign eachange *hortases ind have been sesking ways (o
broaden reiatisnships with foreign partners §r urder to wore sffectively
absord foretyn techniques, enlarge marhet bccess, and expand the acale of
production.  The problem of entering inte internationasi Sitangements thet
8%¢ compatitie with the legal frameworks of socialist ownerahip nag been
virtually reso)ved.

9. Cost comparisons are sumewhat deceptive in that they do not reflect
Telative efficiencies In terms of regource fequirements at internationsl
prices. Under the exchange and tartf, “tructures that prevail in Yugoelavia,.
the export price of a Piat 500 manufactured by Crvena Zastava 18 $1,000, whic:
is just bdelow the ex-factory price in ltaly (31024)., Production volume at C?
in Yugonlavia is of the order of 1/2% that of Mat {a Italy.

Production Strategies for Yugoslav Plants

9. The largest Passenger car plant in Yugoslavia, Crvena lastave, (C2),
operates under a Flat license. Thev manutactured and Assambdled over 40,000
vehicles in 1966, Dealerships have been e tabiished in Greece, where Yugo-
slav "Plats' are sold 1s comperirion with lcalian Plats. A substantis] amount
of Plat replacement PATts are also marketed (o Greece. (7 dealers compete
with Italian Fiat dealers bv <elling at a lower sark-up and providing wider
choices to customers on Acvessories and trim not offered in the passenger cars
and small trucks mass-produced in ltaly. Piat in ltaly tolerates Yugoslav
competition tn Greece because of its long-term interest in Yugoslavia as a
gatewvay to Eastern European markees .

e e R

1/ Ome of the first Agreements along this line was anmounced in May 1967
between the Italian Government-controlled oil agency and the Yugoslav
state oil company. v jotat veontures wil] design and construct
Petruleum refinerics and petrochemi al plants for Yugoslavia and in
ntwly-1ndustrializing countries.

2/ The dinar was devalued in 1965 from 750 to 1,250 dinars to the dollar,
and tariffs on imports adjusted downward so as not to increase
supplier costs.




L

”. €2 4o totomeilring ite offorts g todu e produnt 108 conts W

4} ssainistien the wae of sniating APArity, eod B) ine reaning paris wtiee
wigee thtougdh apertelisnt o snd tuter Rangs Weag Fiat affiiincen i

“thet sastere Butvpeas cwniyies Bat the naler sppertunis ies fus fetwte
SrOwLP aw i le in eRtetoel werhste Ve . kavagss Aan sese discumeing pione

o staditler o produmtion Favijine fme 4. *h senicins 1s be s2id in Baes-

ote Burepsnns aerkets  Under gn Spremment signed sariv is 1984 wieh Plag

of Ttaly, rroduction ot he .2 pieme 15 300 wmi s ke (983) ie te be ine reaped
tn '3 R0 wekicion v (W09 woad W O %y L9 b Sezh e TN Las wy ubd o~
8t Yugoelavis to aake the riticael 1y from pgrodw tion. Limitod to oy -
it condumption. (o Bars o/ Lcioang Fiaher wivmee fo: regioms. and werlid
mriets it wwid gia- subsiantiaily (mprew scammic officiency of the
Stametive soctar i terms ~f fFagource wiiiisation end ~elance af FOYENE
sffecta. ‘nder sw’' as Srtangems L. ‘ugmiavia wili satse suffic iomt tereign
e hamge te sav foi an sapande.d (TOAgT (anten! ar o ther modeis sseand | od
locaily, aned thereby eliminate Jomest i« PYv wielent o0 items that gye M gh
08t of otherviee unsetisfastory Equai.v imporiant  the aagaliade off thg
rroposed change 13 (arge srmugh 1. move Tutosiovia s auumot (we induatry ta
the asat development ;lateas

" ™e latgest commer. tai vehicle sanufscturer in Yugoslavia g

Tovorns Autombilov in Motariev (TAR) .  They sanufactured about o third of
astionsl outpwt about 1 c0U two to Flve 108 ttwhe dnd 4% huses te [98Y
weer » Gerwman [ enas About |t percent of TAM o rutyut wes  mportied,

since Yugosiav firwms are TOQUITEL Lo CoVver Llmport Twquitemant - vith gx-

change earntings fcom exporte  Plee COveTe! poltions ' lie ¢ mce with ite
Yugoelav afftitare i, . througt 3 treding - ompans (hat pESiutes non sutosetive
items in Yugoslavia fur sale abromd e 0905, TAM esported about USse 9 @.)-
liom in vehicles ane parts, hich more thas patd for the $35 * miiilon ip
import requirements (see also Talle 3

97. The TaM fa torv has Proposed uapanding pruduction from 3,90 cruchs
and duses in 1965 o 5 U0 ta jves ™is expansion is sssentially designed
to balance out uttliteation of tustalled squipment which is now underutilised.
They hope to improve production efficiency {n the folloving ways: a) viden
Cooperation among vehicle producers in ‘ugosiavia and in Beiqhboring coun-
*ries based upon spectaltieation and ntetchange, b) standardise ttwk modeis
and parts where possible; ¢) consoiidate parts suppliers and weed out sarginal
producers in Yugoslavia, ) Peisuade Gerwan licensors to take Yugoslav parcs

st P —— S e M

Under the agreement, Fiat has invested $10 million and has a ten
percent share in the joint venture. Plat has also agreed to up-
grade the technical capabilities of itse Yugoslav parcaer, including
the establishment of a Zastava office in Tortino, Italy. The Italiens
partner has alsc agreed to absorbd into the international marketing
and manufecturing system an average aensus' $5 sillion {n Yugoslay
vehicles and parts over the next ten year:,

S




i00g-tomn ecomais vttty Prodwetion 1e eegyg low volumw W interns-
Stamdaris snd the distuuiwmmteog o/ s 4ell8 are teapownded by wear

MO porcent sameet . FORLEML  Fveu i ol tee teared stewlsctusers (n

Ngoe iavia vere emeined. nalt ecals of jotion wouid be smeli by Lutopeen

otanderds ™e tetal Tugeniaw Cfwck marber n 983 o Skout 10 000  sev-

el Buropane (iime senuflsctur tog -wiey 13,000 cruese o your ATe now tunning

inte o, Prebleon of g vivg: fems velavrencesn ¢, serita: |n Paragraph )3).

”. A bwic provle 1, ene Ir'wetrial equipment (1o s hooping up
vith aaijer lanevationg .. prodet deaign, atallieg coste plone ste pro
Mbtive o1 i AR S S E O R, B ther prob lem Tolstes to Industrig)
‘“!ﬁ SR LT N e Tagoe iov tade, Etis) ste ngwa eXpTeanel gy unlorat gmd -
odle dentrs ;. dev 2 loy thetr oy ey Ancs s irg yea 423180 . apabiiitiee They
Teaiioe they Busd® 20 £ s paen erhly 1F oLy, e Lo mnere iy internations]

Slrhats But the trr oLie, g, T CorAres . sideratie  apigaj and haman
FeMourcas . lswe) o no FEada vt g a8t iah inletnattongl Sarketing
SBtworks ™e 5 peow 1 BUD 0 markettps gy AEEBS L w witn Luropean

vohiclie qnd PRI'S mrnuirct yrers TPOIeRAniE 4 (ranaitiona] Feriod which could
leoad te floancial and techalcai 31 letance tu ‘mplanting 401180 and market-
ing Capebilities, (yeo Chaptar Vi), Faragraphs 126-128).

S ———

Y M ust aeliver at abour 20 percent below Gerwan supplier prices a
order to absorb s 16 percent Garman tariff and five percent adiditions]
freight coat. At one time, TAM's exports to Germany reached Us$2.$
aillion, but they are now down to <bout $0.5 millgon.
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. Mot deficioncing In the swpply screrture ¢f owtemstive L]
In protocted infent scommmios are “igh susie, o continuing fereign o
burden, o« growing techmolagizel gay. and ather fofeon thot wdsrnine feture
arowth  Neaswes (o laptowe tie seonomic sfflcienay of this indumtry oust
o4l with tMwe deficioncions The (undaBentel obetacle of cconumioe of
stalie WY be centcome I par! oy rationalining productioer for interssl
ssviats But ihe mmiet gaive afs te ba fownd In the ditection of it rean-
ing sconomie: <! scale thiouwgh specinliond prodmtion for worl: nerhets .
Fat this second siternativ, paritcipetion v international industrial cem~
plones menuisi iuriag snd marketing avtometive prtoducte io (adispenseble.

Caiciaw =i "retugtion

IS8 B e lovelvpment of avtomotive industi fes wndet svystome f proteg~
tlor sad rragtessive Butstiy have had, to varying degrecs, at leant fowur
4t ot madvats. <fle i T2 begin witis, relotive copte aof production hawe
Beon hiyt by tniefnatiotal tAnderds . A rowg: es tmats of the sddad re-

cEee ate b ascuTac uie antomotive products (o Jeveloping erononies 1 )
soi@uhere Ia the ucightortboos of 81 5 stliton . ‘o effect, (t Loste devel-
cing rouniries aboul 3000 Bililon (n Jomesli. resouties o masufacture abowt

® biiiton of leturnationaliy valued goods (. Thie in based upon an
st imated average of e parcent Lmport content and en o erage 47 pearcemt

S - e i s g

i Averages interna®lonal cost ner vehicle is es.imate! at approximately
$1,910 (1) militen US-type vehicles at $2,000 per vehicle plus 1l mt}l=-
lion Furopear .vpe vehicles at an estimated $1 WO pet venicle) plus
$19) (17 oercent f o 0B price for freight and handiing (omplete
knocked-Aown unita) eauvals ar average 57171 o ¢ omt ({Average
prices astimater from data (1 AufomoLive Baws 196 Aimans. ) Costs
in cdeveloptog countites average B perceat above f . b (uats at an
average : percent import content (Tabie 32), or an additional
31,528 per vehicle at a total cost of 1,438 per unit. This means am
additional $1,137 per vihicl: over . 1.f. cost ($2,101). For the one
million vehicles manufuctured and asssmbled in devaloping economties,
this vould mean 8$1.3 billion.

2/ Prom footnote 1, abuve, it cost on the average $3,438 to manufacture
in a developing countrv a vehicle with a c.i.f. price of §2,101. Of thie
$3,438, import value s $),375 (40 percent of $3,438) and $2,053 1e
domestic value. Th: international equivalent of domestic valus

added is S7:.t (52,101 minus $1,375). This means that {t cost §2,06)
in domestic resources tc manufacture $776 of internationally valued
product, or $1,337 more per vehicle. FPor a million vehicles, this
would amount to $1.34 billion. If {acreases in the value of national
product fror. 200dp manufictured in developing countries were mpasured
in internatjonal equivalsnts, growth rates might be found to be nega-
tive in many econcmies. Stated in terms of automotive product, such
$2.84 of apparent national product was only worth $1.00 in interna-
tional cquivalents.
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olied asnwissteriag ewsta Tobie 1. Sesl *alwdtion i ‘00 coveonsy . @
e Migher to¢ tneldmnee (TaBIe 1%) wamid redwes UIsUlet this 00t v te
eaet prabivd e sbewt $1 ¢ Milltes |-

Y - indumttisitont ion sutharition #01en <100 con po-igl Seme’its of
training on imductvrial isbut fatce Dot wvdlr o avoton of pretoction, 9

O induntry credur ing 3t sreve at@tRativnsl cnels. 1he ast gaine Trom g8
WRteiing »f lndust g, akbilis aar ¢ Gote thee 2ffagt by ke A0t iovess

dor te ineffiriort ; ant spetati wue Simiieatiy e Becbua s (inaags of
Fottas goncraton by sasalbl  2ionie seweiby < iios @0 bewnefi. LT 7 #fiiﬂiit

BEY flae 1o & high o8t Bpriy Sifwet ot TR H: Aiffiruil te phale swl of
subseqgueat stages of industrielieation A gecond probiem hae boss Lhat, o
production snd consptic: ol 2 tameti o sroduw i+ Rave S66n ailews .o - o

the !aﬂsigﬁ Sk T e wE ter A 7 R8E 8 a8 tonle o Che Te1e wuf
SOCLOY M ansion, 2wt wilh 1 s Featting afie of piag, seiee Lo reghel
to domenii: snten: in Argenting, canupiicn of sl et ive produc i85 oo

sllowed to ecxvand undeor the (il gpion (hat IBpuit subalitul lon wew 4 poreit
eapld grovin while belding forelgn ex-hange sats . onatent ipRT MY apt %)

1€}). A third =ator probiem of adlustdent jelates to the tachmicglionl
m"x Because of the high el of tovling u fér iaw ol dee g1 duw ¢ on
doveloping countries ususily end up wilh web t:le sodels a: § promi « - (on teeh
Bnlaues that jag hehind iates: levelopmenta Be: aume 7 the g 27w al
POREAYcE ana teve | iomen P otar ot e o FTogr LA made adapt perodat 48
I"h and proda tion Le Lo ue .t Lo w07 [ ol o Toedb t Jun ot s any effort

hln; made to develor lndigenius eseaf = ang devel oment apat itias
This pattern has importact tsp toations for But ge grost: an ie ve L rpaent
of the wutomotive induwstty, proe ot prolifer st ion s iated with Lyame-
planted technology s ool coono®ic for domestic production  and obsoiete
products and techniques cannot compele in world marhets

104. A fourth mator difficulty has been tnat once protection is bullt
into & national economvy, 1t s difficult to phase ocut because of vested
fnterests. The windfall profits possible under svetems of protection swd
import substitution encourage the sushroom growth of small scaie. (nefff-
cient plants unti! marsceis become saturated The nigher the tavtifl wall,
the more extensive the fnefticient growth a» the cane of Chile demon-

. strates. ./ As domestic markets are saturated snd competition intensifies,

1/ If allowances we.¢ made for overvaluatica of the cuftency (say 10 per
* cent) and tax ditterentialsy (say !l prreent according to data showm for
Argentina and Brazii in .able |5), the remsource cost differential of
$..9% billion would amount tu about 51 2 hillien (1.5 x .59 x .90),

3/ There wure ,BU0 vehicles manutactured in Chile in 1964 vy 22 firme.
High taritfs are indicated by relative prices - which range beatween
; 3.5 and 4.0 times the ¢.1.f. cost. Domestic content requirements
(25 to 50 percent) are relatively high tor this small number of
vehicles. Installed capacity (29,0600) (s estimated at more than three
times average annual output. See Leland L. Johnson, "Problems of
Import Substitution: The Chilean Automobile Industry',

Economic
Development and Cultural Change, Vol. 15, No. 2 (J;nuury 1967), pp. 202-2106
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gonsvally peared to diversity o, end rapid change ia, preduct desige
(body sectioas redosigned annusliy with ¢ complete change every ) to

5 years and engine redesi,u ever; 7 yeats). Model changes among

Buropean car-makers ooy, fuc. losr frecuen iy i Jhe extreme, o fire
Itke Citroen comee out ~ith 4  awlutie WEV cal evary 15 yeers, with little
or no change in between. Volusvoaer slec has teasined coapetict.ve by
etandardiziang and stabiliciug unign ang tooliag ~ver axtended periods.
ARerican consumere are mc v interente. Lo power urd ease of driving and
maintenance theu the- sre¢ i iriticl comts ond thermal ef’iclencies; KLuro-
Pean cars are less .catly tc pu.chess and operetc and de .gued 1o work for
longer perfods ot tise (Veiw is a ROOd esnmple). Uitterences in {ncome
and fuel Laxes account {1 ;ari o1 ‘ese baaic differences {n consumer pro-
ferences. Smaller Eviojeas Sigiaf raquite wers frequent overhaul and re-
Pair, particularly {f overcelw .  sul setvice labor {s chesper 1o Europe.

110. A nwber f aukotiv: manuficturers have designed truck bodies
in order to decrease tooiin; co s for lov-volwme oroduction. Substantial
savings are possible (hi¢ g b dy design trat avold tontouring ana require
much less expeoncive equiptent qodular desiyn principles based upon fnter-
changeable body pancls and _he iso 0! staidardized mili forms for sdditionnl
body and chassis elewents also redime piodustion costs. )/ Berliet slso sim-
plified the front and of truck bodie eraufsciured to Algeria to order to
reduce tooling comts. Tooling comts for small preases (o berd sheet metsl
run adout 5 to 10 peicen. of iha heivy die presses needed to contour

sheet metal. Britich Motor Co.poration is exporimenting with fiber slase
bodies for manufacturiog passenger cars at lov: volime ia Chile.

Regionalism an' Bart:r Trade

111, Much hope had been plo-ag upen the development of regional msrkets
as & maans for !“proving produrtion efffciency. The bastic difficulty 4a
implementing the latin Amertca: free Trade Avea (LAPTA) sgreement ig thet
trading partners are znxtouw te sell oygt wnwilling to bu'  There are
several other ohs-acles ‘o ‘P ensnting LAFTA agreemerts. To begin with,
national fndustrise uurtuwied u-der o TRULer dralet nvironment are < pposed

to a lowering of {nterinl .r:ii .. Furtuetuor e | gome touniries sre further
along than others in naticnal integration and th» proliferation of supplier
industries. Surface fret,.t Leedi s Bluie Loow 1y countrieg | ixe Argentine

and Chile are -~ barrier. Differ: ces tn (ndurterial development amcog wmmber
countries has dean arother hajs shetacle; for example, towntries like
Argentina and Chile ave fearfu; rf Braztlta: competition.

112, Automotive manufactuiers have been frustrated time and again,
year after vear, in tretr *ficor.s to consolidate nroduction factilitities on

W o A ot A, SR it 3 s

1/ Por examnle, Chryele:r ha¢ deafignrec the " XV' for production {na Turkey,
Ford produces the "Bronco', and Keiser the "OM" for this purpese.
See vrite-up in Earanson, "Dasign for the Backwater"”,
Desgign (Sep:ember 2, 19¢%), 108-15. wu.s. Stye! has designed o series
of wehicles bacaed upo.. the use of standard steel will forms, which
reduces tooling and machining coata.
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& complementariLy basis and trade in components and parts. There has been

A parmanent consultative 8roup among Arge-tina. Brazil and Chile since 1903,
bul 50 far there have been lttle or ne results For :xample, Purd now
manufactures cars in Mexice, Chile. Brazi, aad Avpenting, and would Jike

e develo;: suppitfer {nduetvipre 4 fele ted commtrieg based upen principlas
of comparative .osts. ful erh Chi.e apg ATZeatiug raise  Sieet'ons to

this approach. Catse 41 WEAn® Fard oo Ve gy sdvancarenys indus' ry,
but would ratner have Forg develop vela - woralng fudustry that Chile does
WOt dlroady fave. Chige 4ib%0 Ltel s Lo 'Y‘MuuKCQ-‘ﬂ!chi?Pu production {p
Biass wiadows, rubver ti.es Ci “eppey ryiatars, L7 Argenti.a, on {ts side,
does nor want - ai.ow rord o phase oo CRIBUAPR sy ply sources all at once,
wut rather 2( ‘ercent al a Lime., e resuil, 4f lupicriented, would be self-
defeating, « (i1 rwc soutves of saprle gno ineressed proganctisg costs in both
Argentina anc ™ e,

113, Reference {4 i yde eivedner. to vertid bijavaral Lrading between
Sweden and Poriura. anc vermeny and Lgvpt ‘Faragrapns 46-103, i23-124).
These rrapgements were worked sut Lo help ;ay for impor' ed narts or as a
device o remit earnings. Thi~ fouw of bl ateral .rade represents '‘second-
best' solucions :o trading in vor's parlets. In most inatances, s premfun
is paid for baitcrea ROOJE withe: dn ipcriased cost oy luferior qualigy.

lnternational Speciviizaiion
114, Por uewly Industrialtzing econouies, there are obvious advantages
in certain lines of specialization. kelevant consldetrations include the
level of technical sophilstication demandad in manufacturing, the related
sanpover e uirerents, anc whether stgntiioun. diseconcmies of scale can

be avoided. Such sreclalization might fncloce the production of trucks

and buses, whic*, are Chavacteristicaliv ,ow- volune items, or spectalized
sroductior of .¢ & sophlsticoied parca tnat requlre dlaprop o tlonsge amount s
¢f hanc labor, suc, as Lus asvembly o1 tie 2auufdcture ol low- volume sand
castinrs. Economies of acale are nore provounce: (1 mer al stamping and the
forging or machining of parts. where Bertanized or autotzat ed equipment can
be used. thar in sewembly rr firtshiue operarions yecuiring 2 minfmun of
aachine tools or equipment . Discconumies of smail-scaje procuction vary
according to the indus'rial cnvironment . Jopwmu 18 9 striking example of

the sbiltey te orkani ‘e smalicr scale, labor-intensive ac ivities 4t com~
petitive costa. 2/

115. Precedent: f.y Frorzantzay don aloog thls line are te he found {n
Canada, and Mexico. The U.S. "anadian Aut motive Agreement provided for

e S St i i T At o e e

]/ Pord Argent:na {s now fendine englnes te Cntle ang s trving to find
items su . as copper taliatovs ¢r ertein c£8%10gs that Chile can
&xport advantacecus'v [n return Certain foundrv [tems cost as auch
88 $5.50 in Chile, as compared 1o S1.60 1n \rgentina. With the high
freight charges, a par¢ supplied from (hile has to he priced sub-
Stantiaily below argentine (s,

4/  See Maranscu, Henwlasturing Prob.spm in ladia, pp. 56-69.
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the expansion of Canadian component and parts manufacture tor the U.S.
market as a pre-coudition for U.S. fimms coatinuiug to sell assembled cars
and trucks ¥n Canaca. !/ Jn Mexico, an agreement was signed with Massey-
Fergyuson to manuiacture tracters at 70 perceat duomesric content and cover
the 30 percent import doficit with re-exporis to the international firm's
other overteas plants. Anuiher program has beern i.itiated by Chryeler to
specialize and interchange engines bitween JLofr Mexican affiliate and
Morth Americon plants.

116. 1f “eveluping comuries are to wmove 1ato nore specizlized produc-
tion for world sarvets, (ndustricii{zed countries wil: aced %o lower their
trade barrfere to permit twe-wav and muitilateral trade. The U.S.-Canadian
agreement prouv.des o model for such arrangements. Trade access to the EEC
and EFIA uareas would be especially appropriate for countries like Spain,
Portugal, and Yupcsizsvia. Trade unions 1o indus-r.alized countrics are
bound to ruise objecticns to the location of preauctiou facilitles abroac,
unless such arroncerm2nts are viewsud in Lnce Larger context oi world growth
id development. A nAarrower, short-lerm view would focus erroneously upon
the loss of jobs tu the industrialized couniries. Peallocation of the inter-
national divisica of labor along the lines incicated in tinis study will
benefit greatly the develioping countries. ./

117, Technical and commercial requirements on export products are

more -tringent :than on produccion for domestic markets. The marketing of
a Brazilian Volkswagen 1is no small task, aud the international manufacturer
has his trade nama2 to protect. The svstems of tariffs and gubsidies upon
vhich manufacturing coste and salec prices are based are precarious ground
on which to nase an irterna-lonal manufacturing operation. ‘st firms

also have basic policles to keep products and components at international
atandards. 'r many cises, original equipment wmanufacturers have either

;j Under theo U.S.—Cannd;un Automot.ve Agreement, implemeated irn January
1965, the Canadlan trade deficit irn automotive rrad: has been reduced
from 5693 million te 5485 million, and Canadiar automot:ive exports
have incrersed from 5196 million to $800 miilicn in the two-year
period. See United States Jenate, Committee on Finance, 90th Con-
grecs, lst Sesuion, (anadiar Automobile Agreemen: (Washington, D. C.:
U.S. Goverrnment Printing 0ffice, March i907), p. 37.

2/  For policv reccorendatious on accommcdations to drvelcping countries
by industrialized nations, see Harry G. Johnson, Econormic Policies
Tovard Lecs Developed Countries (Frederick A. Praeger, 1964). Profes-
sor Jokncon outlince proposals for enlarging export opportunities
within the CATT frameworx (pp. 129-135), details means to accord
preferential entiy of industrial products into the markets of indus-
trialized countries (pp. 163-211), aud recommends '"maximum inducenent
to the less developed countries to modify their policies of currency
overvaluation and import substitution to which they are addicted and
to concentrat~ their efforts instend on economic development through
trade with the rest of the world' (p. 245).
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had difficulties in getting their home country ruppliers to locate abroad,
or their overseas supplier is unwilling to keep up vith new componen:
requirements for new vehicle models.

118. There is also tnc rofecr of reliability of «he supplier source
under an international manufacturine and marketing svstem. A capricious
and hostile bureaucracy .a: ‘€I eondlir shitrer inv chearces for development
of a manufacturing speciceiizat!lon tor anm laternational aarket. 1In 1959,
Volkswagen tried to market 300 passeuger cars in che United sStates from its
Brezilian subsidiary (in o-uer te overcome a Lemparaly production bottle-
neck in Germany end to eavu fore.u eXC.allu LO pav tor parts imports Into
Brazil). 1lhe shipmen: was 5iCrp:¢ by the cusicms authorities. on tie
grounds that "Brazilian piants were not estublished for the convenlerce

of American markets™. 1, Simiiar ‘acluents nave been repcrted involving
the levying of excisce tices an¢ othel procedural uc.ays Jesipued to thwart
efforts to earn fooeipn excran, . tereugn che expoit of parvs.

119. kcononies npericing uuder an fuport subutitution regime have
typically used a combinar.on of tariff Frot- :tion anu exchange rate policies
designed to subsidize dcmestic ludustry at the expeuse of thc export sector
(except for those "non-traditiona;" eXpoits wilcn are aiso subsidized). The
general pattern has been to lan the ¢xchange rate behind domestic price
increases and to applv tariffs to iuhibit "non-esscential' {mports under

the overvalued rate. Throuzh ~pecial exenptions from tariff charges, fa-
vored industries are subsialicd as a result of :he reduced cost of imported
inpute (and the granting of special export vonuses) rclative to other pro-
ducers in the econerv. /rotecrion Tequir i to sustain domestic industries,
coupled with overvaluation inhihits the expansion of exports bv increasing
the internal -~osi structure and the price of exports on world markets.

The industrial reorientatica proposec in this study calls for development

of export capability and replacement of high-cost munufacture in order to
compete in world waiiets. Once the opportunities for import substitution
have been exhausted anc Jumest!c markets saturated, 2 revised exchange
policy may be the sinc qua nor to movimp on to the next growth plateau

1/ See Claude McMillan and Richard F. Gonzalez, International Enterprise

in a Developing Economv (Michigan State University, 1964), pp. 114-115.
There was also corsiderable concern in Brazil about local reaction to
the much lower than domestic price proposed for the export units.
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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 intermational standards
(such as in heavv trucks or specialized vehicles); b) where there is a low
bulk-to-value ratio (such as in axles and transmissions) so that transport
charges may be absorbed in the relatively high value of the traded part 2/;
c) wvhere there is a disproportionately high requirement for labor (such as
i{n 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 ranufacturiag 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) increases
in wage demands in response to the rise in domestic prices.

11) 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.

141) Tariffs are adjusted downward in combination with devalua-
ticn in order to miaimize 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 inflaticnary 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.

2/ Certain items may be more advantageous to make locally than others. For
example, on automobile gtampings, freight costs are quite high because
it is aot possible to "nest" most stamped body parts, vhich then have
to be crated separately.
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Export of Assembled Vehiclas

1a21. Several firrs h.ve uged oversreas plants [o: regional sales.
Chrysler consolidated its manufacturing of right-wheel drivas {n Avstralia
for sale to the Commonwaulth uarket. Dajimler-Benz expoirts huses fron India
to South Vietnam, Luos aad Mulaysia. 1/ On o sales contract for 250 buge:
to Ceylon, the Indian affiliate of Dalwlar-Benz wis able to bid only {{,:
percent above the German price (ut cl. devalu d rupes ate;. Tuls 1¢ :h.
combined result of transport cost adventages and a cevaluzd rupee. 2/
(India has Tong beer corpetitive with the U.X. on bleycle tires sold to
Burma or Japan.)

122, Several Furonean truck mAnulzcturers have corc!dered trausfer -r.
certein asscnbly aad manufacturing lines to Latin Azerics, to ake roowu for
newer models in home plants nnd at the same ' ime piovide in adrentageouy
marketing w:dge in Latiu trerlca. Rolinder Munatoll of Cueden indicatad o
willingness to relccatn cartair azricultural 2quipment lines to d:velosinp
countrics for sale in .orld markets. o Jlgirie, for exrinle, whars qu-lit;
and cost of metal work ig faworable, bulky cquipuent requiring large aacuacg
of hand-welding pight be produced econenically. Renault jas designed a oc ;-
pletely new ca: for nanvfacture in Brazil, and erpcrt outside latin Amorf n,
It is adapted to the rougher voads ¢nd soorer sarvicing facilities that
characterize hiacerland aress. Braz!l hes nuch to grliu fron an internacioral
logistic to decign, manufacture, and market products internationally, Do-
8ign parameters drawvu froo the hove and regional parknt could be include}

in a global market strateqy, ead 3razil could be givea a share {n this mirkat-
ing and maAnufacturing ccmplex. Vor excmple, a Light-reigit diegal eraine
with fual eccnonv features aid lovw-initial cost designed for (ha emall *ryek
and bus market in Larin ‘nerice might alsc find wider opplication in th.
8top-and-go delivory truck markate of North America and in 2 raw line of
passenger cars in the U.K. (This is actually what Comnirs Prolaa [USY Yoo
done on a new lev-tornepec:: r angine introduced into Maxica Jor uge 1n lipght
trucks &nd braes.)

Exports of Cuncnents _and Farts

123, Autonotive firms have dope 2 limited awount of parts prozcure, .t
in developing ~conomics. In Wost cases, it hac beea 1 matter of proviu'rg

4/ These sales wnre conditiored by U.5. AID Procuresent policies which
require S0 percent Axze'fcan content. Speclel ~xemotions are granted
to industrial goodr ranufactured in developing countries. Taus,
Daimler-Benz can sell its "Indian" truck to Vietnem, but not the
one manufactured 1iu Germany.

3/ Prior to devaluation, the rupae was valued at 4.75 Re to the dollar;
after devaluation, 7.50 Rs to the dollar. Rupce prices have risen
about 20 percent since devaluation. The net result is that a truck
that sold for 16,740 Rs ipn the Indian market, or $3,600 at the old
rate now sells for about 20,040 Rs, or $2,730 at rhe nev rate.




imports. India furnishes fuel injectur nozzels and Punp elements to g
German manufacturer. Housings Jor railroad car bearings are supplied by
Egypt to the Piat induszrial conplex in Italy or a burter basis; and in-
Jection pumps, spark plugc and insvlators axeg Procured in Brazil for gg-
sembly plants in Indie apg Gerouny. Frocucemeac of this kind has been
prompted by supply shortayes or producrion bottlenecks in the home market
or by the advantaga ¢t ERuBia3 0ut Jow-vol e iicus in Germany. In many
cases, forelgn procurement ordei. are placed in countries like Tadia and
Brazil as a device for earning foveign exchenge for required imports (or
a8 an indirasct device for remittine proficy through arecial pricing). FPor
éxample, textiler &nd {ibers nave been purchased it India for use in
European automotiv: parte uwanufaciire. Up until now, such trading has been
marginal and, as trdicated, ¢ dovie: to clrcumvent foreign exchange con-
straints. But the jtemg :ited are iundicative of industrial goods that can
begin to meet internatfonil standarde

124, There arc other exaapies of foreign brocurement which have been
&n outgrowth of barteyr arrangements o agvercoma foreign exchange diffji-
culties. Volw signed on egreement in 159 with the Norwegian Goverrment to
buy castings in Norway to pay fer the iepore of 3,000 heavy truckg {about
three million U.S. dollars worth). 4 “ortuguese concersionaire, on hig own
initiative, bersuvaded Volw to pincure in Portugal certain castings, which
were price competitive and of excellent quality. The concessionaire used
exchange earningy from these exports to obtain additicnal {mport licenges
for the purehase of Volvo car and :ruehs., There 18 21s0 now 4 two-way
interchange of products and parts batween fpain (Citroen) ang Yugosiavia
(TOMOS) . Yugoslavia ghipe locks, cables and window rollers to Spain {n
return for Spanish-mace Citroens. The Perkins affiliate {n India imports
bearings and pistons from Yugoalavir (to avoid hard Currency expendituresg
in the U.K.). Scania Vabis 'as investigated the possibilicy of importing
from Brazil whnal caztings, tnstrzmencs, and transmissions for assembly in
Swedish trucks. They have .lso found that bus bodies are cheaper to many-
facture in Brazi. than fn Suedeq, because of [ower labor cogts on limited
series. In Brazi, tooiire dies for 8tomping truck body panels also cost
one-fourth of the Swedish procurement price.

125, There are savercl Other examplesg of cfforts to develop manufac-
tured goods for expert.  The Itelian affilirte of #n American diese] manu-
facturar requegte¢ permiceion to expand production of crankshafts for export.
The small scale of produccion to meet lecal requirements (500 to 1000) meant
a prohibitively high vnit coct; byt at the 16,000 volume level, to meet the
3lobal demard of the internatioral msaufacturer, cosis would be competitive.
The Indian plant i< now producin; at 70 percent demestic content, and the
export of crankshafts would Pay fer a considarable portion of the remaining
30 percent import contenc. Another example is Volkswagen who indicated

they had explored the idea of reconditioning used engines, for which there
is a substantial world market, either in Spain or Mexicc.

[~ 3
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A Nev Role for Internag;onakﬁporporations;/

126. Competition in world markets requires a combination of resources
and capability 1ir manufacturing, marketing, and research and engineering,
Firms in newly industrializing economies generally lack the resources

and skills to develop competit{ve products, efficient techniques, and dig-
tribution aund servicing systems necessary to market products abroad.
Typically, developing countries encounter an overriding difficulty ip gain-
ing product acceptance in worid markets, even after they have attained tech-
nical standards ang dreé cost competitive. This {g in part a problen of
pPsychological 4cceptance, in part g question of scale and resources to in-
vest in world-wide distribution svstem,

127, There are several potential advantages in partnerships with
international firms. International firms are in a position to help develop-
ing countries redesign components and vehicles that are more suited to their
own domestic and regional markets and production capabilities. Of even
greater potential berefit, they possess the full range of resources and
capabilities to enabie the developing country to enter world markets.

Many international firms are willing to incyr the additional difficulties
and costs of using the developing country as a manufacturing gegment supply-
ing the global market, provided they can thereby increase theisr world market
share and net earnings. Most firms would prefer a realistic program in thig
direction as an alternative to further import substitution. Several firmg

facturing and interchange systems based upon natfonal specializations in
components or product lines. There are numerous possibilities: 1) many-
facture of Specialized components and parts, 2) responsibility for a parti-
cular vehicle line, 1) specialization in low-volume replacement parts for
obsolete models, or 4) reconditicning of engines and parts, 2/

123. The rconomic interescs of the develeoping country can best be
served by the long~term coumitment of industric) parrners. International
firms need to analyze produce demands 1in ceveloping countries and decide
whether they want to stay in the market or not. It the decision ig made
to stav, most firus cantor affert to spread their capital and human re-
sources too thinly in tro many swall and differept markcting~manufacturing
enviromments. ¢t may be JeCeSSATY o cuncentrate op the more promising
markets and regions. For the cnosen manutacturing aililiates, it ig neces-~
sary to plan anead to recrult and train personnel for overseas staffing,
Too often these operations are treated a. stepchildren. Production en-
ginecring, precurement, and corporate financing are among the basic capa-
bilities that need to be transpianted to overseas facilities. Overseas

——————.

1/ An expanded role for multi-national corporations is also stressed in
Kleu, South African Automotive Industry, pp. 497-98,

e e e i et . s s e

2/ Replacement PArts was a 39 billion business in the United States 1in
1964, with about 70 percent in the hands of independent manufacturers.
25 percent of this market was for "remanufactured" parts. See "Auto
Parts Industry Gaining New Mileage', New York Times, 29 November 1964,
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operations require the development of new capabilities such as the handling
of knocked-down 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.
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IX. SWMMARY OF PRINCIPAL FINDINGS AND RECOMMENDATIONS
129, The findings that emerge from this study pertain largely to coun-

tries that have gone through substantial perlods of industrialization under
& system of protection and import substitution znd are now seeking ways and
means to phase out manufescturing activities that are uneconomic by competi-
tive standards in vorld morkets. Cowntries like Yugoslavia, Brazil end
Mexico have saturated domestic rarkets and over-e.tended domegtic coutent.
The findings and recommendations nay also be applied to countries that are
now embarking upon industrialization programs and are interested In finding
& more economic approach to import substitution. Small market economies
should think twice before embarking upon even assembly operations, let alone
the more ambitious parts manufacture in depth. Countries like Switzerland
and Demmark have managed very well without automotive manufacturing sectors.

130. This study reveals & number of the morc serious pitfalls in import-
substitution strategies und provides sone uscful guidelines for a more
economic approach to industrial sector development based upon a) a more
manageable range of industries and procucts in terms of emcrging levels

of supplier capabllities, b) a scope and pace of introducing domestic con-
tent that entails reasonable cost prcnivzs by international standards, and

¢) sector structure tnat can cventvally be phzoed into more economic pro-
duction for world markets.

131. Avarage vehicle costs increese progrecsively vitn increases in
domestic content. Investment vrquirenents are especially burdenscme for
sheet metal hodv worl and engine and driveline components. A major contri-
butor to high ~nuts (aside from protectionist profita) rre the diseconomies
of scale impnsed by narket structure, capeciclly {n the nmanufacture of com-
ponents and parts. Under a regire of protection and progreeaive domestic
content coupled with industriali-ation policies that permit a proliferation
of models and makes, widesunread in2ffiriency of supplier industries 1is
inevitable. <Cost premicms cre a funetion of the degrere of autarky pursued
under policies of proiaztion ~nd jrport gubetitution and the proliferation
of vehicle modcls permitted under the industrial licensing system. The two
congequences of these policirs have been a) exhorbitant resource costs to
save foreign exchange bewvend ~ certain rng~ end, {n manv cases, b) foreign
exchange burdens that go well beyond planned levels of consumption due to
the indirect high costs of component manufacture.}l/

132, The cvidence presented in this study related specifically to the
automotive industry, but tche analytical wmodel used has wider application,
From the viewpoint of industr.alizrtlon atrategies, the analysis suggests
an approach to identifyins the :omparative advantage range for any manu-

1/ This was the case in Argcntiha, see paragraph 76.
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facturing or processing industry.l/ The strategy of international market-
ing and manutacturing srrangements to avoid or dieplace high-cost donestie
value added with more efficient induscrial exports is aleo applicable, for
example, to iron and steel products or for pulp amd piaper manufacturing.,

133. The duplication uf saall-scale vehicle and parts plants in develop-
ing economies stands in sharp contrast to the trend toward Berger and con-
solidation of plant facilities aud marketing operations in the r.at of t.e
world. The findings in this study point to an obvious need to reverse the
trend toward indiscriminate autarky in the direction of more selective
industrialization based upon the comparative costs of foreign exchange
cavings. “Ragulationu governing the industry should be revi.ed ty give
firmg vider latitude in their piccurement decisions and to znccirage the
developuent of oxport capabilities to help pay for required irporis. Pre-
vious mention has also been mad: of the stultifying elfect of piotection
tpoa msaufacturers and suppliers nurtured under the system. Protection
tenis to favor firms adept at earning profits under an import-licensing
syscem, providing little or no incentive tc the firm villing and able te
reduce costs a1d develop expcrt markets.

134, Rationalization.of automotive production for domestic consumption
involves a) limiting the range of vehicle models and plants, b) standardiz-
irg compcnents and parts and their interchangeability among models and makes,
and c) selective adaptation of foreign design to local manufacturing capabil-
ity and dcmand. To the extent feasible, regional arrangements to ration-
alize production and overcome the basic problem of scale stould b~ pursued.
Specinlized manufacture for larger world markets i{s the principal alternative
to further expansion of the high-cost range of import suhstitution. It may
well be that the acceptance of Industrial goods in world mar' -ts nay give
new impctus to LATFTA and aimilar regional arrangements. Export orientation
should also help reverse the trend toward a widening technologicel n&p which
has characterized industrialization under import substitutio:.. Froiuct ¢a2-
ulyna and preduvction techninues for protected internal rarkets have lagged
bechind thnse associated with production for competitive rarkets. Developing
¢ matvies should consider adjustments in the tariff structure and exchange
rate as o roncenitant of market rcorientations designed to im>rove produc-
“dlon efficicacics. Industrialized countries should reviecw natic--| policies
trvord developing countries with a view toward accommrdating these shifts.

125, Toe comparative advantage of most industrialized nations lies

in their ergincering and design capabilities and their organizatiocnal

ability to plzn and carry out complex industrial operations. Many develop-
ing countrics arc now ready to take on the more ambitious manulacturing

roles outlined in Chapter VIII., New agreements with foreign industrial grours
should inclvde arrangements to develon indigenous capabilities to design

1/ Sce especinlly Chapter V on Cosnt Comparisons. Costs as a function of
domestic :ontent provide a gui-leline for the limits of the depth of
industriaiization. The analysis in Chapter VI on the Automotive Ipn-
dustry in Argentina (paragraphs 73-75 in particular) guggest a conceptual
framework for considering the limits of product diversification, or the
breadth of industrialization.
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industrial predusts ond systems thet con participate i the world econeny .
Melti-notional firem ave in 3 position to yrovide the sarketing, senufactur-
ing. end design capabilities necessary te coter world merhets Neay are
vilitng te lacur tihe additionai difticaltios and costs of weing the devel-
oping counity as a wanufacturing sogeer suppiving the global market, pro-
vided they car thereby increase thelt sarket snste and net sarnings. Moet
internetiousl firme would grefor this altetnative ¢« futther import substi-
tution.

YMRARRtAche (or Pwiiger Repwgrch

136. Restru.turing unaiabia mmﬁm (8. A study might
Weruliv be undertakes ter + rountey iihe Brazil, )/ where the limits of

laport subatitution have besn reached in the sutomotdve sector. The recom-
ssndat:ions containe. i1 Jiapter VIII plight serve as a point of departure for
such & stuwdy. 2 mal:' purpose of swh a stuwy whuld be (o werk out coancrete
“jﬂmnﬁ plans destlgued (0 avel the foliowing s riteria: a) teduce pro~
duction costs without increasing the ftorelgn ox nange burden, and b) up-
Rrade Brazii's indigenous design and eng.neering capabilities and thereby
decrease Brazii'- techiwiogicas depenaeuce upo- foreign partuners (see
paragraph 107). Cost reduction and eaxchange tafgets saould Se vorked out

in conjunction with corporate implementation slanw. The alm would be to
develop a sector plan that would be bot!h economi-ally advantageous and com—
wercislly viable. arnd tha: st the samc 1w would provide income and employ-
ment in the more etficient tange nt aut ol ive produwction.

137. Mdvice to countries on how t. sstablish or expand their
Automotive (ndustry. Further research mi.nt usefully be undertaken for
countries eltner embarking upon progiass ¢ estab.ish an automotive sector
or cousidering o substantial expansion 5t present activities. This study
provides an auaivtical tramewordk for establishing cost peramcters of
domeutic production and devistig programs te keep ptoduction within economic
limites. ‘Such studies woulu be apptopriate in couut: 'es like Colombia,
Korea, or Turkey, where sector developrent ot expansion programs are now
being formulated. Recommendations might turn out to be in part s set of
enjoinders on how not to procced in deveioplug the autowmo!ive industiry.
The approach to more efficient organization can serve as & model for other
equipment sectors.

138. Japan's role in autonotive sector develupwment. Pield work om
Japan's potential role in assis’ing developiox countries to enter world
markets should prove advantageous. Japan 1.ow exports over 10 percent of

[e—— - — o B S n o

1/  The Brazilian Governmen: i+ now -unsidering proposals to cut back
domestic content requiremenis in order to reduce production costs.
But this section will mean tucreascd foreigr exchange costs (as much
as US$50 miillon for a Iu percentape point decrease in domestic com-
tent on 20U,0U0 vehicles) and the equivalent loss of unational incowe
and emplovment, unless compensaiory pirograms and market opportunities
are worked out.
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its output and haa at lesst 350 vehicle menufacturing and aseembly affiliates
in more than 20 countries. Japan's success {n sdapting lowv-volume tech-
niques among domestic suppliers in the home market and thetr reputation

for designing low-cost functional vehicles should also nave isportant
applicstion for developing countries. This might include a study of man-
power requirements to adapt and abeorb an i{ndustrial transplant, based

upon the Japanese experience of te hnical assistance to supplier industries.
Japan's decisions to emphasize truck production fnitially and hold back
private consumption of passenger cars and public expenditures on roads (in-
vesting instead in rail transport for heawy passenger loads) are also worth

studying.
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Table

WORLD AUTIMOTIVE PRODLCTION

BY COUNTRY, 1935 1/

Ol LILTICAL AMNGK

Page 69

Dsveloped Countries Total Cars Truck:. & Buses
United States 11,5,%0 %, 335,000 1,777,000
West Gerwa.iy 3,055,700 =, 124,800 260,900
United Kingdom 2,134,500 1,091,139 L4k 3,800
Japan 1,870,500 596,800 1,173,700
France 1,58%,6m 1, 25,000 217,600
Italy 1,154,200 1,090,000 67,600
Canada 8Ly, o 78,000 1ul,000
Belgium» i 3,600 418,400 25,200
Australia 32,90 04,800 48,100
Sweden 204,002 178.,5 25,500
3outh Africa® 176,20 106,000 47,200
Netherlands* 75,100 62,200 12,900
ireland * 50,020 38,000 12,000
Dennmark® 2 34,000 25,000 5,000
Other Countriea?/* 48, 30 32, W 16,000
Sub-Total 23,144,200 18,871,500 4,273,500
Dsveloping Countries
Spain 21 1,50 12, 300 70,200
Argentina 196,800 131,500 65,000
Brazil 180,800 101,500 79, 300
Mexico 126,700 AR 71O 38,000
Indis . 69,500 © 3,100 46,400
Venezuela 53,500 17, 700 15,800
Portugal 37,000 §7,200 7,000
Malaysia 25,000 24,000 ---
Tran /e 6,900 ~, 300 2,600
Other countriess 84,500 34,L00 46,100
Sub-Totai 999,20 et 800 370,400
Communist Bloc Countries
Soviet Union Git ,UU 176,000 L20,000
Bast Germa'iy 130,00, 95,000 15,000
Caechoslovakia w9, 730 77,700 22,000
Poland 60,600 2¢,400 U, 200
Yugoslavia 45,500 35,960 9,000
Rumania 22,800 7,000 15,800
Hungary 7,100 -~ 7,100
Sub-Total M1, 700 L3R, 000 523,700
GRAND TOTAL F e I VA C ISV ' 5,167,500
e .

SO s ... . . .
Sources: McOraw-Hill, Wor' 1 Autow...vs Markel Jurvey, 1968
Automotive Manufacturers Asso~fati:n, Tnc., World Motor Vehicle Data, 1965
Chamore Symdicale day uustru teurs 1'Au- mcbiles-Reportoire Mondial des
Jsines d'Asssmdblage de Va:.icu.4s Automobilaes - Vols. Y& I, uly 1983,
# less than 50X domestic manufa_ture
1/ There are several discreran ie: a-cag producrtis:, figures bacanse of differences
= in sources used. In 3ome casa., Tijurer rapravan. nrajected eatimates rather than
actual production.
2/ Includes: Austria, Finland, Orve-s, Israsl, 5wi'zorland, and Rhodesia.
3/ Includes: latin America - Paru, (o.umbia, Criia hica,
Asia - Thailand, Paristan, Taiwai, Burma, South Korea
Middle East/Africa - United Arab Repubiic, Algeria, Morocco,
Turkey, Niger.a, Ivory Coast, Malagasy.

4/ 3ee footnote 5, Table 1.
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VEHICLE REOISTRATION - 1950-66

Iable 3

Registered Vehicles

1955 1960
1,699,600 2,423,500
2,008,000 3,452,700
2,828,900 087,000
53,050,100 71,502 ,L00
J,%L,Sw h,ghloow
Ly, Lly7, 400 25,257,000

2 00 3, }2‘5 1 200
78,628,500 105,0 00
000 1 00

Average Annual Growth Rate

rage 70

1950
Africa 1,114,700
Asia 703,200
Other Americas 1,722,500
Sub-total iﬁ%ﬁ
U. S. A. L3,77L,000
Canada 2,195,000
Western Europe 8,500,1C0
Oceania 1,617,000
Sub-total 086,100
Regional Totals 2/ 00
1950-55
Africa 8.8%
Asia 23.0%
Other Americas 10.4%
Sub-Oroup aversge 13.1%
U. S. A. 5.9%
Canada 10.2%
Western Europe 11.2%

Oceania .

Sub-Oroup average .0%
Regional Totals 2/

1955 60 1960-65
7.5% 5.6%
11.5% 20.0%
7.8% 10.3%
8.8% 13.3%
L.3% 3.0
60% hoa‘
11.9% 12.5%
6.2

1965

3,170,500
8,675,Lk00

6,651,100
10,497,000
,309,000

6,22k ,800
45,522,000
4,171,700

00
151,02L,500

: |

KK]KK

283

N

1] -

1966

3,395,000
10,201,600

189,000
20:7§§ :@
90,186,000

6,555,400
50,582,900

16,200
TERENER,

9.3%
11.7%
ho?t
7.1%
11.8%

R K

Includes cars, trucks and buses.

Does not include Cammuni st Countries.

Y/ This total differs from total in Table 1 by 6.4 mil. due to projection made for

Cammuni st countries.

Sources -
Survey.

Compiled and calculated from. data in McOrawHill

lﬁ World Automotive
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Table 5

VEHICLE ESIT! FER

Inhabitants
Comntry per vehicle
United States 2.2
Canada 3.0
Australia 3.0
s“dm h.O
France 4.6
United 5.0
West Cermany ) 5.5
Italy 8.4
Argentina .5
Japan 15.5
Venssusla 17.5
Spain 26.5
Portugal 28.0
Mexico 37.8
Brazil Ll.1
Malaysia 50.5
Oreoce 58.0
Yugoslavia T7.3
India L79.3

Sourcesi- Intsrmatioal ¥onetary Fund, Internaticnal Financial
Statiotics, January 1967.

A:;Z?obﬁ? Mamufectnrers Assoc., World Motor Vehicle Daty,
1965.
McOraw-Hill, lﬁ World Automotive Market M.
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Table 6

U.3. AND EUROPRAN COMMERCIAL VEHICIE PRODUCTION BY
WEIGHT GROUPS, 1965

m %ﬁm (Units)over(geg::t Total) t%ﬁ-f%)'
Burope
United Kingdom 285,876 151,366 3,.6% L37,242
France 154,933 30,966 16.7 185,899
Germany | 170,030 72,75 30.0 2L2,7h¢
Italy 42,887 21,729 30.3 1,616
Sub-Total 660,726 276,776 29.5 937,502
United States 1,352.389 __222:_‘&_1___6: %_2_’.__8 1,751,805
Grand Total 2,013,115 676,192 25,1 2,689,307

Sources- 'Automobile, Manufacturers Association, World Motor Vehicle Data

1965 The Economist, Commercial Vehicles, A Special Survey, July 14,
1967. Dena Corporation, Automotive News, 1 Almanac.

Y/ Includes buses and tracto.-trailers.
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Table 7
WORLD AUTOMOTIVE PRODUCTION
by COMPANY SIZE - 1965
ALL TYPE VEHICIES Y/
TOTAL
Average Volima
per fim
Production Output Nunber Total Output Percent of World  (to nearest)
(millions) of fimms (millions) Production thousar.d)
3-1 - 5'7 2 8 8 36.5$ h,hO0,000
005 - 1-6 9 { 7 32.0% 850’000
0.2 - 0.l i 3.6 1L.9% 257,000
Below 0.2 293 4.0 16.6% 14,000
Totals and averages 318 2/ 24.1 100. 76,000
PASSENGER CARS
2 6 - h.9 2 706 3900‘ 3,8&,000
0.5 -~ 1.5 7 6.1 , 31.3% 87,000
0.1 - 0.4 16 3.5 17.9% 219,000
Below 0.1 176 3/ 2.3 11.6% 13,000
Sub-t»otals and 201 19.5 100, 97,000
averages
TRUCKS & BUSES
0.5 - 0.8 2 1.3 27.7% 650,000
0.1 - 0.2 10 1.5 ° ' 31.9% 150,000
0.013 - 0.1 32 1.2 . 25.5% - 38,000
Below 13,000 206 0.1 2h.5% 3,000
Sub-totals and 250 bl 100,0% 19,000
averages

Source: - Calculated from data in McGraw-Hill, 1956 World Automotive Market Survey.

1/ xcluding USSR and Eastern Furope.

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

3/ Estimated fram source material available.
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Jabla 8 Page 75
MORLD 4UTONOTI VR MMCDICTION BY COUNTRY AND LEADING FIRWS, J96S
ALL - TYPE VEHICIES
e T SAMN_ B SR L OERANY 0 PRANCE
(1) %enersl Motore (10) Toyota (6) ®™C (by V., (9)  Remault
§,706,000 L77,700 854, 300 1,510,000 542,000
{2) Pord Xotors (1L) Missan (8) Ford (7)  Ooel (11) Citroen
3,113,500 S, 900 589,800 631,100 165,000
(3)  Chrysler Corp. (18) Toyo Koggo (16) Vauxhall (15) Pord (17) Peugeot
1,611,000 273,500 333,200 334,500 293,000
(13) American Motors (21) Rootes (19) Daimler-Bens (20) Simes
Jub, GO0 212,600 23,990 230,000
4. capa L ITALY AUSTRALIA . BeloIM
(12) Oenersl Motors (5) Friat (23) Oeneral Motors {2L) Pord
419,009 ' 165,200 161,7%
(22) Ford
211,000
(25) Chrysler
153,000 CARS
—lbede __JAmN UK. osRuNT Y T .
(1)  Qeneral Motors (15) Toyota (6) mc (L) V., (9)  Renault (5) PMat
k, 943,000 236,900 671,Lov 1,L15,300 k70,000 oL7,000
(2) Pord Motors (20) Miesan (8) Ford (7) Opal (10) Citroen
2,566,000 170,200 504, 500 615,600 380,000
(3) Cnrysler Corp. (17) Vauxhsll (13) Ford (14) Peugost
1,1588,000 220,800 307,700 270,00C
(12) American Metore (18) Rootes (19) Daimler-Bens (16) Simca
1,45,%0 174,400 174,000 230,000
(25) Standard
Triumph
120,000
L S o — VRN
(11) Qenerel Notore (22) Genersl Notors (2L) Volwo
351,000 1L2,600 130,000
(21) Pord
168,070
{23) Charysler
13,00
TRUCKS
ML
U8, _JAmn UK, L SESRR——
(1) Oenersl Motors (3) Teyota (§) M (1)) v,
757,000 240,900 183,200 9,700 M‘\;gxg
\]
(2) Ford Motore (4) Toyo Koggo 110) Veuxhall (19) Daimler-Bent )
SL7,000 192,200 112,400 62,900 w
Citroen
{7) Intermatiomal {*) Wasean (k) Ford {28] Pord 20,500
171,600 175,700 85,300 26,800
Ang
(8)  Chrysler Corporation (9! D‘anatsu (26) Rootes (L0) Opel a1k 7T
143,000 137,500 18,200 15,500 18,600
(12) Kasaer {11) Mitsublehi (29) leyland {L2) Rheinatahl-Wanomes mg
106,000 110,500 25,000 15,000 Teta Mercedm:s
17,000
(31) Whita (18) Isusu (L) Megirue
25,000 €7,100 13,000
Other
(36) Imek {20) Pugt FRANCE CAMADA Coyntrine
20,000 $L,600
(15) Citroen (17) Genersl Motore m
(1) Bonds 85,000 68,000 7 Plat
s, 700 IR T
(22) Prince (16) Renault (21) Pora .
Lk 600 00 Ly una :Ei h—ru Notars
(25) Susuky {(11)  Peugeot. () Chrysier
L0, 000 21,0 17,000 mvnn
1€, 00
(27) Ment (L1) Barite:
3, L0 14,520
(31) Hino
2L,800
Source:r Compiled from data in McOrsw-N:1l, 1960 World Aypomotive Market Syurvey.
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Sountex
United Statese
Oreat Britain
France

West Germany
Japan

Italy

Sweden

Total

DEIAIL’H'ICAL ANNEX
age

Tahle 10
PIVE A5SSEMBLY LINES IN OPERATION
UGHOUT THE WORLD, JULY 1966
Number of Nmber of countries
saenbly in which
ines in assemdly lines are
meration gptablished.
122 26
& 27
6 26
. ] 22
» ”
] 2
] 4
387 ss

#Includes British, German and Australian affiliates.

Source! Chambre Syndicale des Constructeurs d4'Automobiles, Repertoire Mondial
des Usines d'Assemblage de Vehicules Automobiles, fois. YL IT, July 1966.
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Table 11

QRO TH IV AUTOMOTTVE PRODUCTION

L1 MO0 T ODUCING COWNTRIES, 19‘;5-65

weveloped | Countries

oo -

(Te =~ 5253 and Cacteor Zurope)

Production Annual average

1066 196° rate of growth
Japarn, t,542 1,575,610 39.0%
Itaiy PoR 766 1,175,512 15.0%
Sweiden L0,009 205,737 15.2%
Netherl-e, ? 7, S 36, W1 13.7%
West Gem. : : .f‘ BOX 3yBS, 700 12.9%
France 5,063 1,615,153 8.3%
Canada Len 1 65,1 74 6.7%
Australia e, L07,5906 6.7%
United Kingco. 1.:037, .7 271,00 6.1%
U. S. A. 2&,\1»' 11,137,813 1.9%

US54 4 1 fagtern & » pe

Yugoslavia 15,5214/ Le,L52 19.5%
Crechoslovak. 2,163 90,713 14.3%
Poland 17,000 60,50 13.7%
East Germany 30,4 34 110,000 11. 9’
U.s.5.%. L5, 268 616,000 3.5%%/

2 reiopli | Cystidies

- ———

hrgent i 1Y 194,51 35.0%
Spain GV, 224,938 29.08
Brazil VY 105,6uY 25.0%
Mexico w200 96,654 11.7%
India Aoy oy, 500 8.7%

*GXCEPY O T

CR—" - — v ———— s ——— - v g m—

1/ 1957

2/ During = »ovio. pecicd (15L6-55), the rate of growth
was 17.74

3/ 1959

Source: (3pilcd 2va calewlates from data in Automobile
Nanvlaciurc A,,soczatl'a, World Motor Vehicle

Data, 765, #“ifraw=Hill, 1968 World Automotive Market Survey.
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MANUFACTU:(IN} AND As3eMBLY GF34ATTON IN
- COUNTRIES, 57 TEIpi], %8

Numbe:r domestic Trucks
of firn- Content Tebal 7/ a~g and Buscs
Latin Arerica .
gentiaa 12 12=90 170,006 131,600 65, I
Irazil 11 95-10C 180,400 101,500 79,300
Me dico 12 60 0,700 08,700 38,00C
Venezuela 16 S-1, 23,806 37,700 15,800
Peru 7 30 1,000 1,700 1,300
.olombla 5 25-L0 2,800 300 2,500
osta tica 11 A% 1,200 900 L0
Uruguay 16 0-10 Ned o _n.a. n.a.
sub-total _29 - éé_w‘(_)g_ _3_{)2_‘1600 202,300
Asia
India 8 €1-80 69,500 23,100 L6,400
Malaysia 2 8-17 25,000 25,000 -
Thailand 7 A 15,900 6,900 9,000
Paidstan L A 9,800 1,800 8,000
Taiwan 3 A 3,9C0 2,L00 1,500
Burma 2 A 1,800 1,200 600
south Korea 1/ 1 A 1,500 - 1,500
Indonesia b n.a. .N.a. n.a. n.a.
sub-total A - 127,400 60,400  67,00C
Zuro
Spain 21 90-100 212,500 142,300 70,200
Portugal gl 25 27,000 30,000 1,000
sub-total Ll - 249,500 172,300 77,200
Middle Zast/Africa )
te at He e 2 30"h5 12;?00 :’)SOO 3)70(J
Algeria 2 25 9,6C0 6,200 3,L00
Iran 6 65 8,900 6,300 2,600
Morocco 5 30-50 7,500 5,200 1,700
Turkey 8 A 5,300 - 5,302
Nigeria 10 n.a. 5,000 - 5,000
Ivory Coast 1 A 2,200 1,100 1,100
Malagasy 2 A 1,700 1,200 S0C
sub-total 36 - 52,LC0 29,509 22,900
HAND TOTAL AL 24,200 624,800 369,k00

* assenbly only
** not, available

1/ 1Mlitary vehicles only.

¢/ some of the "production" figures for the smaller countries including
Malaysia actually represent planned capacity and should not be taken
literally.

source

Chambre sSyndicale des Sonstructeurs d'Autemoviles, epertoire Moniial
des Usines d'Assemblage de Vehicules Autonobiles, Vols,

& 1L,
iy 1952 ’

Mciraw-iii11, 1966 iorld Automotive Market, Survey.
Automobile Manulaciurers AssociatIon, World Molor Vehicle Data, 196%,




Maber of
Mires
Accounting
PMrocent  for 80-90 Average Production
ational Warld Percent of Per Fira
m Production Production (nearest 1,000)
m” 1,158,2’“) hoé 1 m’m
Tersany 3,055,700 12,2 L 649,000
france 1,581,600 6.3 N 383,000
v.K, 2,134,900 8.5 L L98 ,000
Japan 1,879,500 7.5 8 211,000
Spain 212,500 0.9 b | 60,000
Brasil 180,800 0.7 3 54,000
Argentina 196,80¢ 0.8 6 28,000
F.Xico 126’7m 005 6 19,”
India 69,500 0.3 s 11,000
Venesuela 53,500 0.2 é 8,000
Source:s MoOraw-Hill, u \ 4 et




Table 14

STATLTICAL ANNEX
Page 81

QWATIV v, _PRCDUCTION (OSTS U.S./INDIA

DIESEL ENGINE MANUFACTULE, 196)

United United
States Kinpgdom India
Ingines per year 1/ 14,000 3,000 1,200

DOLLANM COSTS

Labor 212 S06 120
Materials 1,359 2,048 L,533
Overhead 2/ 529 732 1,379
Total costs 12,100 2,986 $6,032
capital/output ratio 0.61 .17 3.02
Manufacturing/Direct Labor Ratio 2447 3.55 11.25

PERXCENTS

Direct Labor 10.1 6.9 2.0
Metcrials and Parts 64.7 68.6 75.1
Indirect Costs 2502 2‘6-5 2209

Total costs 100.0 100.0 100.0

INDICES

m 1.0 Uow 0057
Materials 1.0 1.51 3.3L
Overhead 1.0 1.38 2.61

Total costs 1.0 loh? 2.87
capital/output ratio 1.0 1.30 L.y
Manufacturing/lirect Labor Ratio 1.0 1.4 L.SS

1/ This is for this engine series only--actually the scale difference factor
based upon value added was about 3.7 percent (see p. 95 in source cited

below).

Includes all other variable manufacturing costs and capital charges.

2/
3/ converted at 3s. L.75 = $1.00

Source: Jack Raranson, Manufacturi
University Press, I%”, p.gﬁ.

Problems in India, (Syracuse
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Table 16
ARGENTINA, IMPORT.S AND TOTAL CONSUMPTION, 1956-66

Imported

Vehicles Argentine Total Imports as Percent
Year & Chassis~ Produced Consumption of Consumption
1950 17,7L3 5,943 23,686 4.9
1947 b7,187 15,635 62,822 75.1
1951 15,L% 27,834 L7, 329 .1
1959 6,915 32,830 39,745 1.
1960 5,107 89,266 9k, 373 5.5
19¢1 L, 9L7 136,266 141,213 35
1962 6,032 129,730 135,762 .k
1903 1,686 105,155 106,841 1.6
190k 1,286 166,483 167,769 0.8
1965 1,107 194,465 195,572 o ;6
1900 1,461 179,453 180,914 0.8

Py Includes assembled vehicles, chassis, accessories and replacement parts

Source: Associacion de Fabricantes Argentinas (ADEFA)
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Table 20
ARGENTINA, PLANT CAPACITY AND UTILIZATION, 1965
Annual Output Percent
Firn Capacity (Cars & Trucks) Utilization
Kaiser one shift - 27,600 56,600 -
two shifts - 55,2002/ -
three shifts - 92,800 61.0
Ford one shift - 40,300 30,400 75.L
Mercedes one shift - 4,800 3,100 6L4.6
two shifts - 7,200 L3.1
1/
Piat™ one shift - 19,200 28,900 -
two shifts - 38,400 75.3
three shifts - 57,600 50.2
Chrysler one shift - 19,000 16,200 85.3
Averages one shift (5 firms) - 22,180 27,040 121.9
two shifts (3 fimms)- 33,600 29,500 87.9

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

g/ Author's estimate.

Source: Company reports.
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Table 21
AROENTINA, PRODUCTION OF CARS AND TRUCKS, 1956/66

Yoar Passenger Commercial TOTAL Percent
cars 1/ vehicles 2/ change
1956 2.715 3.228 5.9L3 -
1957 11.743 3.892 15.635 163.1%
1958 21.531 6.303 27.83L 78.0
1959 23.816 9.01L 32.830 17.9
1960 L5.172 L3.968 89.160 1.6
1461 81.932 SL.33k 136.266 52.8
1962 92.257 37.47) 129.730 - 1.8
1963 77.167 27.988 105.155 -18.9
196k 115.855 50.628 166.L83 58.3
1965 135.000 60.000 19k .L6S 16.8
1966 123.937 55.516 179.453 - 7.7

¥/ Includes atation wagons and jeeps.
2/ Includes pick-ups, delivery and other type trucks and chassis.

Source: Consejo Nacional de Desarrollo (CONADE); Association de Fabricantes
Argentinas (ADEFA).
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Table 25
RODUCTION VOLUME AND AVERAQGE UNIT COST3, 1965
Total
Yohisles Qutput Unit Price Cost to_ Economy
A.r‘antina
1/ g
Unite 9_;3_8_’/ Millions
2
Total 195,000 L,773 $30.8
Pessenger Cars 135:000 ,’6142 626.7
Truoks & Buses 60,000 ,068 04.1
mgg_l, States
Deits uss sons
Total 1,114,000 1,934 21,500
Passonger Ogse 9,329,000 1,919 17,900
Trecks & Deses 1,785,000 2,017 3,600
Argentina/United States
Ratios (U.S. = 1.0)

Total 1.8 2, k.3
Passenger Care 1.4 Z.E 3.5
Truocks & Buses 3.L 2.5 8.4

y U.S. dollar figures are based upon the 1965 pesos value deflated to
1960 pesos and converted at the 1960 official exchange rate of 82.j
peaos to the dollar.

2/ Converting 1965 pesos at the 1945 rate, the av:rage price per vehicle
is $L080.

Source: Automobile Manufacturers Association (USA), Automobile Facts and

Figures, 1965; ADEFA; CONADE
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Table 27 P‘g‘ 91
ARGENTINA'J PLANNZD AND ACTUAL FOREIGN EXCRANGE BURDRN
'Ot T, -

1959 1%

Vehicles produced (ur.ite) 3:,800 195,000
2, Total -.st to f:conomy&/(f!"s <+ 40a) 134 79¢
3. CIF value (US$ million)s 75 LL9
L. Planned 1mport allowan:e. (pe-caat )1/ jldl/ 10%
5. Plannad foreigu axclis~;e =gty ‘US$ million) 26 us ,
6. Actual import allownacen {pe:cant) 56‘3/ 29‘21
7. Actual cost tc arpentine econcmy, at 32,300 per

vehicle in (US¢ rzillion) L2 1
8. Cost to Argsntins sconumy et 34,080, in USS million - 2509/

1/ In 1959, 32,800 vehicles were pradiced valued at 11,078 stllion 1960 pesos at
82.7 pesos to the dollar, or 11,078 - (32,800 x &2.7).

2/ Average CIF price (2,300 for two Kaiser vehic)es .

3/ 1In 199, allowaoln import content was ¥ parcant . cars and LS percent on
trucks; cars comprised 72.5 paercent of product and trucks 27.5 pesrcent
(Table 18). Te woightod average is then 30 (.725) ¢ 15 (L27S) - L3,

4/ Using weighting factors in footnote 3 avove, and adjusting for supplier
import content (sae footnote 7, below) .75 (.55) (Y - .1L) « .725 (.70)
(1 - 16) = 55,

§_/ In 1965, 69 perceat or procusticn was in caps and 31 in commercial vehicles.
Domestics contan' requirements ware 91 percent for cars »nd 72 psrcent for
trucks; which adjusting fcr supplier import contenti, became 74 percent and
62 percent respactively (sse {octnots | pelow)., Thus:
O 076) ¢ 69 (55, - 71 demestic content; .29 import content.

6/ Manufecturers' import allowa<tces ars based on c.i.f. prices (the $2,3%0 average),
but the economy, from 312 ‘ndicr'iorns iooaetfect utillzing imported resources
based on Argrntiae man.facturiry costs (the 31,080 average). The higher $250
million figure is w.alL 'he Centr¢l Aank estimate:; as the foreign exchange burden
currently imposad u o tia Arpen'insg oconomy by the automotive industry. Accord-
ing to CONADS input-output e3tira eg, ths import cosfficient for automobiles
and tractors was .2hu per dollar in 1960 (table 30). Applying the 1960 co-
efficient to 1965 cutput or $80C millicn, the import requirement would be $190
million,

1/ The purcentrges io no* reflact ths Gunastic content of "Argentine’ components
and parts. Aljusted for import conten:. of locally procured items, the 1964
figures would be atout 76 parcant, for rars md 62 pervent for trucks. Por s
Falcon costing $3,777 *¢ preducs, &,b631 represents purchase components and
parts--of which st least ons-third may te estimated to represent foreign con-
tent--or $510. T™is would masn an adjnsted 76 parcent for un Argemtine car
(.90 - é*l'?"x .90).  Por a F-j0G trick, coats averaged $3,17Y in 1964,

EYKk
of which $1,293 repressnted domestic components and parts--or 62 parcent (.72 «
‘j‘%l{ X .72). San footnotes L and &.
Q

Sources Tahles 18 and 21.
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Table 20

ARGENTINA, CORPORATE EARNING. OF VEMICLE MANUFACTURERS, 1964

Million Pesos Percents
Net. Profit/
Provits | oriarvholders'  profit/ Shamhblders‘

Firn (Losses )Y 5alas rgqud t,y_i/ Salay Byuity
hassore/ 1,203 JE, ok 5, k27 4.5 22.1
rord 1,031 16,779 3,756 6.1 27 .4
Mercedes-Benz (9%) 3,766 (n.a.) -2.5 (n.a.)
Fiat Concord 1,010 1,355 5,501 13.7 18 .4
Averages -~ 4 fims 787 13,654 - 5.8 -

- 3 firms 1,081 - L, 89 - cz.1

(n.a.) = not availaole
L/ After all taxes and interest charges

&/ Kaisar averages for Fiscal Yoar ending Juna 1964 /June 1965 .

3/ Inciudes capital stock, earned surplus, and surplus reserves.

Source: Annual Company Reports.
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Table 29
PROFITS AND OPERATIONAL RATIOS OF U.S. CORPORATIONS, 19¢L-65
;  bafore Taxaes After Taxes
Industry or Group sth 684 Lth 65 Lth 64 Lth 65
Per Dollar of Sales {Percents)
Motor Vehicles and Rju.ipment 11.1 13.8 6.4 7.3
All Manufacturing Corporations 8.8 9.5 5.4 5.7
Manufacturing Firms wi.h Sales
$10-25 million 7.9 8.8 L.L 5.0
Kaiser-Argentina (Fiscal 65) RN 5.2
On_Stockholder Rjuity (Percants)
Motor Vehicles and Equipment 27.0 40.7 15.5 21.4
All Manufacturing Corporations 20.2 22.9 12.4 13.7
Manufacturing Firms with Sales
$10-25 Million 20.2 24 .2 11.2 13.8
Kaiser-Argentina (Fiscal 65) 29.0 L7.2
(Ratio)
Current Assets/ Stockholder
Asset/Liability Ratios Ldabilities 1/ Ruity/Debt 2/
Motor Vehicles and Equipment 2.0is 1.89 9.05 8.31
All Manufacturing Corporations 2.39 2.27 3.88 3.54
Manufacturing Firms with Sales
310-25 Million 2.56 2.49 3.29 2.97
Kaiser-Argentina (Fiscal 65) 1.09 0.49

3._/ Current assets to current liabilities expresres the potential ability
of a company tc meet current obligations.

?_/ Stockholders' equit nejudes capital stock, earned surplus, and sur-
plus reserves; dett in:iudas short-term loans, installments due in one
year, and long-term debt dua 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
Vehicles and Equipment industry in the fourth quarter of 196L.

Source: Federal Trade Commission (SEC), Quarterly Financial Reports,
Fourth Quarter, 1965,
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ARGENTINA, IMPORT CONT

Table 30

ENT ANALYSIS, AUTOMOTIVE INDUSTRY,Y/
Iﬂ_—"“‘""‘“‘_—"—"’_

(1) (2) (3)
per million pesos
Indirect
Import In-
Direct Import puts (col.
Inpu: Industry Inputs Co-officient 1l x col. 2)
fuel and electric 8,367 .168 1,411
Text.ilas 5,814 .026 153
Paper and cardnhoard 4,431 .068 306
Printing and publishing 887 b3 128
Chemizal products 24,654 125 3,104
Rubber L8,179 210 10,142
Leathar SL46 .003 2
Stons, glass, and ceramics 1,793 O0L5 81
“eval werking 153,607 212 32,7L5
Vehisles and machinery 25,488 .160 4,098
{including autos & tractors)
Machinery and elactrical apparatus 40,043 JA34 5,L03
Somerce 106,610 - -
Traisport 21, 320 .001 25
ervizes 15,077 001 19
Sub-to.al: national inputs 450,817 - 57,617
Imported inruts 147,151 - 147,151
2/

Value added at market prices 396,032 100,000~ 39,603
Total 1,000,000 - 2Lk, 370

1/ Includes tractors

2/ Estimate of foreign remitiances for licensing fees, interest on debt, and

profits,

Sourca: Consejo Nacional de Desarrollo (CONADE), Matrix of Co-efficients of National
and Imported Inputs, 1960 i e
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Table 32
PREMIUM FOR MANUFACTURING AUTOMOTIVE PRODUCTS IN .
DEVELOPING RCONGHIES, 1905
Production Import Cost Premium
Units Content ,, (f.0.b. worl
Gountg 19_6_§ —m (Percent )= source = 1.0
Spain 212,500 19% 1.3*
Argentina 196,800 31 2.6
Brazil 180,800 18 1.7
Mexico 126,700 L9 1.6
India 69,500C L 2.0
Venezuela 53,500 92 1.6%
All Other
developing
countries 154, 40O 19 ?_:_0’
TOTAL 994, 200

|
WEIGHTED AVERAGES Lo 1.8 ]
1
1/ Ratios based upon convaorsions at official exchange rate. Figures |

marked with an asterisk (#) are estimates from pricing data. 1

|

?_/ Percantages estimated from base figures for domestic content

given in Tablel2 and adjusted upward an additional 15 percent for

the import component of "domestic content.”

Source: Tables 12, 15 and 33.
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Table 33 E;

INCREASE IN PRODUCTION OC3TS AS A FUNCTION OF DOMESTIC

CONTENT AND PRODUCTION VOLUME, PASSENGER CARS -

1966
Cost per
Volume of Production Percentags Unit éﬁ;‘:‘ of
~per annum Domestic Content (Rupeas )L/ cre a,::?i/

3,000 28% 7,718 152%
L7 9,001 1717
60 10,444 20k
97 15, 367 300

5,000 2 7,524 147 ,
60 9,403 184 P
97 12,750 249 i

S,?ooy & 11,326 220

8,000 28 7,381 ik
L7 8,149 159
60 8,817 172
97 11,278 220

10,000 28 7,333 143
Y 8,039 157
60 8,622 168
97 10,788 211
12,000 28 7,301 1L3

L7 7,966 156
60 8,492 166
97 10,460 204

1/ European f.0.b. factory cost, pre-devaluaticn, 190 = fu. 5,118
2/ Increased cost over Buropean ex-factory cost.
3/ Actual production April, 1966.

Source: Computed from data furnished by Indian manufacturer,
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