G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

-

DG 2421

LIRRDERE S A
Tkt vee PUART. ".

- erme— o - R,

- ———— o i . TR—— o v

Vi,
LIKITED

fyq ™. /=
Hwle vy 2

. . . N 30 November 10

United Nations Indusirial Develcpment Organization ? N
ORTOINAL: 1A LIDE

R R S0 ARG ST, Lo P SR d DBV A% WA enb. A a4 AL

Working Group Meelire ou Feonomscs of Sualgy
in the Latin American Automotive Irdustry ~

Santigro, Chile, 21-30 September 1970 '

THE KOLE OF INTERNATIONAL FIRM3 T3 Hilh
/
LATIN AMERICAY AUTCHOTTYE THDVSTL 2

by

Rusgell Martin ioere Pa.D.
3

A7) Organized jointly by the Economic Commisgion for Latin Americe {EJLA},

the Inter—American Developmeni Bank (IDB) and UNIDO.

The views and opin.ons expressed in this paper are those of
and do not necessarily reflect the views of the secratariatl
This documeni has ocen reproduced without formzl editing.

&

id.70-6556

the avthor
Of. UN IDO .




o CA et M.

B e TSRS S O R SRS e

e f&jret that some of the pages in the microfiche
copy of this report may not be up to the proper

legibility standards, even though the best possible
copy was used for preparing the master fiche.

ST,
Iy







1. lntroguciion ...

2, Choroit

3. The avt

e
-

x B i g v E ®E®E S 3 e o 7L s sar s it i AV s R IGINED

- . + v e g K

SANVIESRINI 5./ RNN S NS AN EPERS L AN v .

" . . T e \ -

paag )*14‘; - i :‘:v I L'?au e Dase S w T EEEERE

S N e e e Rt s ey
ﬂ) U’»’“t FA :i{txl'«‘:.;" I PALORETEE GEER RN LI L SR MY YRR

he

6. Conclus

ts 2t egr e AOBE

. v -0 .

™ T Yo T SOBR Ly g Becsea e e eent

. e . T . ,

i bt Vi < ehid S N N L N R I A R
A

LR T3 S abig.@»,vg¢'=(vﬁ0'l—.@ii'!-nstt“"

£

I S o 1

[ L t;ﬁ,.9‘9.'.!.*"*'!"4"0:ii""..

‘ b - P . I N

Iorat USha e SALIAIINOU TP SEENESTAU L S A4 A A B cessele

A & . TR ¥ Sy g, YRS

GEEUTNL AL ‘;;?’:Xt:iu RIS GNP 2 ceot @

s ) R . i T i - - - 3
»‘Jré..a?fa.-‘ [NERIEL VDAL S TRNL S RS ST R PEFESEYER R NN R R

-
-
-
w
*

-
-

-

(A XX E ]

!*;‘j(’id‘“f'.*'& * rus0 e

“ w4

yram A e
i PR L
4o ide o e

orroa L ant 208ls

ie*#‘!‘@*l'!ﬁ..‘

0LLVe

e . 4§yt s - o Gt s
Degioicn sbracturs 7 oonuh o7 00
;;‘"-»13»’:(:; u‘n;lt"ll.-nr'»i’o&.i.‘ftﬁ'GtaLQi‘.‘

/THE KLE







i S
s e

3
:}\

Page 1

THE ROLZ OF INTLRN.TIOW.L FIIMS IN THL LaTIN wil RICaN (UTOMGTIVE INDUSTRY
by Russell Martin Meore #, Ph, D,
"The imperatives of technology and
organization, not the images of

ideology, are what determine the
shape c¢f econanic sociely."

J. K, Galbraith

1, Intreduction

The desire of Latin fmerican governments to premote social, cccancnie,
ana political developuent can create the necessity for hard choice betwe=n
sometimes conflieting sub-aspects of the genecral developmental goal. in
1llustration of this is the conflict betwecen the objective of promoting a
gqualitative and quantitative change in the goods and services produced by
their national economies, and the desire for increased national indepandence
when defined as attaining complete autonomy of decision-making with respect
to each econaric sector. Such conflict stems frau the technological
implications of producing "medsrn® goods and services. To predice these
gonds efliciently it is imperative that the basic technical reiztienships of
their production not be violated, This often implies heavy capital investuent
in vroduct development, production process development, as well as long
gestation periods ana the establishment of extensive aistribution nectworks,
The ksy pre-recuisite, however, is the organizational ability tc develop,
accumilate and co-ordinate the myriad physical and human resources nececsary
for producing the desired final output. A very high producticn volume is
often required to permit the effecti.c utilization of these technical and
organizational inputs in temms of minimizing the unit costs of final oulput,

” Latin American Teaching Fellow, the Fletcher Gchool of Law and
Diplomacy, Tufts University, on assignment as Visiting Professor of
International Economics, Escola de Adrinistragdo de Empresas oa
Fundacao Getdlio Vargas. The research on which this paper is based
consilted of a series of 120 in~depth interviews with government, trade
association anc corporate officials in Brazil, Chile, Uruguay, Cauada
and the United States, In addition, the author was associated for
several years with two internstional firms active in the Latin American
automotive industry, one a supplier, one a terminal manufacturer.

/In Latin
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. In Latin American sociasties there are four general sources of
organigationul ability: the government, the national private sector, the
foreign private sector, and, potentially, regionul multinational enter-
prises. For many product lines only the international firm currently
possesses in relutively fully developed form the broadly defined
orgenizutional capacity to produce the desired modern goods. The choice
of one of theother three alternatives as the prime productive agent ruther
than the international company may involve a substintial increase in short
and medium term costs when viewing the choice in economic terms. But to
. rely on internutionvl firms to produce the desired goods and gervicec may
imply the social and political cost of accepting a relatively high level of
internutionul interdependence, which seems to conflict with the other
developmentul goal of increasing nutional independence. One compromise
often udopted has been to utililize internutioncl firms but maintein
nutional control of decision-making by attempting to cut the national
murket off from the international murket. Unfortunately, this policy often
leads to violution of one of the requisites for productivity: the necessity
for high volume in order to reup the benefits of economies of scule in

" engineering, production, murketing and finance,

Diagram I

- CONFLICT BETVWEEN NATICNAL DEVELOPMENT GOALS
AND MEANS OF ACHIEVING THEM

.GOAL: NATIONAL DEVELOPMENT

New Types of Goods ™[ -Nutional Independence
& Services ) '

~Vust Increase in Output ~Internutionsl Inter-
of all Goods & Services dependence

~Heavy Investment
=Long Leud Tine
~New Technology:

 Engineering
;’;ﬁg:ﬁ;ﬂ . : - =Government Enterprise
Finance . =National Private Enterprise
Manugement , ~ ~Foreign Private Enterprise
oo . : - =Regional Multinutional
~Organization K Enterprise

/The point
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Page 3

The point of view spgrstad in this paper i1s thut acceptance of a
higher degree of policy inieru-pencence with respect to individual sectors
may ultimately increase the overall independence of the various countries
in the sense of their being able to generate the resources neccssary to
elovate the well-being of their citizens, The following impressions
regarding the Lutin American autonotive industry illustrate the foregoing
point of view. ’ '

2, Churacteristics of the world
automotive industry

A striking chiructeristic of the aulonotive industry is its rapidly
increusing international interdependence. Vehicle production in the
wester:: inarizet econmmies is concentratod among fiftcen fims waich supply
approximately 90 per cent of tolul output., iInternational movements of
proaucts, production technigues, {inancial resources and manazerial talent
is inereisingly the rule among the indwsirialized countries. Competition
in this internutional murkst seems to be {orcing a continually higher
degree of industry concentrotion, with scuue observers suggescing that in
the necr future it will be dirricult for er— i with an annuel output
of less than two million units io survive, The im:lication is that any
country ~ including one with the tecnnological ehilitvies of the Soviet
Union = will huve to accept some sort of colluboration with the cominant
internationul companies if it 4s to hive an automotive industry for a
reason:ble cost.

A second importunt -i: nerepistic of the automotive industry is the
heavy relianie .. ... ... = . "acturcrs on independent suppliers cf
purts and components. It is often more efficient for the terminal

manufacturers to rely on .outside suppliers (who can reup the scale economies

- of selling to the entire industry) rither than to produce items internally.

Not only do the specialized suppliers cften have production cost advantages,
but they uiso assume some responsibility for the technical development of
their products., lost indepeadent suppliers are relutively small firms, but
some highly diversified supolisrs epecializing in the most complex parts

have developed into glant internutional firms in their own right.; Borg “lamer,
Joseph Lucas, Eaton, Robert Bosch, North imerican Rocitwell, TR', Clark,
Zahnradfabrik Friedrichshafon, and Dana, to name a few of the most prominent.

/Relutionships between
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Relationehipne botween *erminagl ma ufucturere . parts suppliers uare
extremely close, in cc .for ity with the clese ecordiration required to
successfully mass produce products as comvlex as rotor velhlcles, Nevere
tieless, one of the {uctors contributing to efficient vehicle production
seems to be the stron: corp:titive relationships which also exist between
teruinal manuficturirs  and independent suppliers. “he threat of vert.cal
integratica forces survliers to constantly attempt to lower their costs
and improve their products, Aadditicnully, the terminal manufacturers are
anxious to have #t leuot two sources for all colrciients in order to nlay
coipeting supplizrs (or sup-liers and their own Civisions; off againc
euci other, us well us to provide insurance against supily disruptions.
Termiial inanutucturers and supgliers are io a situalaon cf strong mutusl
depencency, but the teridnal manuracturersin the inauctriasized countries
clearly are dominunt in tre relationship,

3. The autonctive i.dustry in Latin Anerica

In Lthe pust fift:en years several Latin Anericun sovernnents have
taken steps to encour.se the “zvelopuient of autometive aenutacturing
activities within their naticrnal economies, There have heen three basie
motivations for this poliny: rfirstly, balence of paluents econstrainte have
often mude it difficult to maintain vahicle import.s . a lavel eufficient
to supply the trans.ortation nNecessitics of growilng sconcniess sacondly,
autouotive munufacturing activities have been prssumed to impart
considarable developnental benefits in terms of backrard and forward linkuge
effcets on the over.il econoiry; and thirdly, local prodicizon has been
encouraged to reduce political and economic dependence on the indastrial
countries, To force the industry to wigrate frorm ite traditional centers
in Europe und North Americs import substitution policies nave been
implemented which nuve explicitly accepted the high snort term costs of
infunt industries in order to reap the long term gaine resulting from
structural changs in .he various Lutin American ccononies,

The enterprises perticipating in the Lutin American automotive
industries ure a mixed group of international and nutional firms, although ;
in some cuses state-o.red enterprises huve been utilized, Internutional
~ firms huve become increasingly dominant in the terminal manufacturing

/sector because """
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-loctor because of their lack of financied, technicel, and managerial
resources. The reliwnce on foreign investois o supply much of the
entrepreneurial ability i1 the various Lutin kmerican automotive industries
hus maintained the tiass with the world industry in terms of finunce,
enginecring, and general organization, but the extremely restrictive
protective barriers huve minindzed production and morketing coordination
with the outside world,
(«) Contributions uad problems of the indusiry

~ The wutomotive import substicution pregrenms have had imprascive
success in encourauging manufacturing sctivities, OSubstuntial levels of
output and employment huve been achieved, end it is obvious thit the
technicul and manuagerial resources of the various netioncl economies have

increuased. Four interrelated problems still surround tiie activities of the
industries, however: vehicles produced in Lutin American countries continue
to cost from 30 to 150 per cent more thun similar vehicles pioduced in tie
industrial countries;y the range of consumer choice is relatively limited;
product guality is sometimes nelou internaticnul standards; and foreipgn
exchange eurnings beyond impor?: cavings are practically nil. To ..aximize
the benefits deriving from wutomotive manufactur-ing activities new policies
must be developed to deal with these remuining problems which go beyond the
original conceptions of the import substicution programs. The question is,
hov can & legul framework be created which will lesd to a steuds progression
fron infart industry to wdolescent to sdult?

(b)  Discussion of the basic problems

There seem to be two fundamental reasons why production costs for
latin American produced vehicles are comparatively high, Firstly,' the
limited vize of each isclated domestic market, and the large number of
producers within each market, mean that the baaic conditions for individual
producers to achieve efficiency do not exist, Most atudies indicate that

Y/ For examples of comparstive production costs on motor vehicles
produced in Argentina, Brazil, Mexico and the U.S. » 8sae Jack Baranson,

ve Ingustrie Developing Countries (unpublished World Rani
Report N® EC-162, May 31, 1968), pp. 29-31,

/optimum production
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optimum production volume for =wotor vehicles is at least 100 000 unite
annually. In all of letin Anerica only one prod:icer, Volkswagen in
Bragil, has been able to expand production beyond this lzvel, The average
volume for other major proiucers in Argentina and Mexico is approximately
25 000 units, and in Brazil around 40 000 units per year. Even this
volume is often divided among several vehicle types, Likely raves of
meritet prowlh indicate that it will be at least five to ten ycars bhefore
additional producers can raise their volume to the probable optimum level,
tniess substantial export ssles of components and/or finished vehicles can
also be generated, '

Secondly, the tendency to compartmentalize cach national merket
behirrd protactive barriers has tended to limit commetiti.a., Increased
corpetition between terminal manufacturers, parts sunpliers, and terminal
manufacturers and suppliers would have the salutory cffect of squeezing
out possible monopoly profits, and forcing an improvement in product
quality. A ccntrolled increase in imports might be a possibie way to
offectivaly increase competiiinn.

| The stakes of the latin Arrerican governments in solving these
problems are extremely high. If their respective automotive industries
are not forced to become more productive, transportation equipment which
has the highest priority in development programmes will contiime o be
urnecessarily expensive; scarce resources will ccntinue to be a loceted
to ths inefficient vehicle industry at the expense of other pricrity
sectors; and their most important modern industry will continue to
contribute almost no earnings of foreign exchange.

The key to sclving the problems of the Latin American autorotive
industries seems to be the creation of policies which would allow a
reasonable degree of integration of the various industries into
international markets. No Latin American automotive industry is completely
ready to meet the full blast of international competition: costs are still

2/ See, for example, Chapter VI in George Maxcy and Aubrey Silberston,
The Motor Industry, Cambridge Studies in Industry (London: George
Allen and Unwin, Ltd,, 1959),

/too high
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too high, quality still needs to be inpcive?, wnd sl ehle products must

>

be developed. A: an nterin me.sure Lo coal woob - ‘oiescence' the creaticon

of a regiocnal or several suberesicnal Lati- Aneri-. . automolive raarkets

weuld seer to have good noscitilities, Bt Lms sae of direct ani indirect
protectiva measares wnich surround each L.ut®s american autemotive industry
does not permiv meanilngful rozional interrstion in ¢ote of much verbal
support for such a development which hus Lean Siven by gove~mmental
officials, private ssctor spoKesmen, and renresentatives of international
agencies over th: past fiftcen years, Exgeet ancantives have Lecose
abundant, bu* racinrocci Lrcatment whicr voild ais give special
incentives to a _uhcia:tlal lavel of regicnal .mports hae gencrally not
been given., With erawrome dosirous of exporiing, but reluctunt to allow
imports on a prefeceiniil busis, such regiona. trade an does exist has been
insufficient to ;enerate a po=zitive iapact o costs. The rationale of
regional integration would be Lo allow ircern ticazl specializuation,
realizaticn of economies of scale, lowering ol conts and prices, and a
resulting oulput expansion much greater than v-uld be possible withecut
specialization. In the long run the invec :iant generating and eaployment
creating effects of the autorctive ‘ndustry in .siivicual couniries would
be greater if the industry were 2h:1» to periorn o o onors efticient cost
basis,

One reason for lucl of prozress tow=pd crezting a regional market
has been the difficulty in wrave.iing the complex interests of governments,
national firms, and international fims. The Following analysis ol the
Brazilian c.se will illustratz how theee sometires conflicting interests
and objectives creste cbstacles to the in*tegration of the Brazilian

automotive industry into a regional industry.,

L., Analysis of the Bra:...an coce

Some of the many barriers to ectablishin- recional trade in automotive

products are derived from generai environmers:) ‘aciorss lack of
transportetion infras ructura, erdemic inflz'i r,| urngual rates of external
currency devaluation, and perindic volitica) icertciniics. lewever, in

2 ‘ ]

the writer's view these problems ure of a secondary ne'ure, and the primary

/barrier to
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barrier to trade within the region is derived from the complex nature of
the interrelutionship between the institutions wmost involved in the
question of establishing a regional market: the governments, the terminal
manufacturers, and the suppliers, o

The automotive import substitution policy in Brazil has been a
spectucular success in many ways. Volume in 1970 can be expected to
exceed 400,000 units, allowing the Brazilian industry to retain its
ranking as the eleventh largest producer among countries with market
economies. Some optimistic observers believe that industry volume will
achieve 1,000,000 unites by 1980, and that market saturation is not in
sight. Local couveat in 3ruzilian produced vehicles is close to 100 per cent
computed on 4 weij Lt Lrsis, The major criticisms of Brazilian industry
performance are thct veul:ls prices continue above world market levels, ond
export volume is extremely linited,

Fxtensive government incentives are availubie to all industrial
product exporters including those in the automotive industry, but as of
this writing there has been relatively little response from either the
terminal manufacturers or purtis suppliers.l/ The main barrier to
increasing. Brazilian automotive expcrts to the industrial countries is thut
costs (und sometimes quality) do not yet meet internationcl standaras.

The reason why Brazil is unuble to achicve siznificant export volume to
Latin American countries is that its existing local content legislution
precludes meaningful imports of vehiclss or camponents from any source.
If locul content regulations were reluxed in a way which would give
preference to the automotive broducte of other Latin Americun countries
matching alreudy existing legislation in many of these countries -
Loportant trade prospects would exist, especially with respect to
Argentina, Venezuelu, and Mexico.

3/ For example, in 1969 only 68 vehicles were exported compared with a
total nraluction of over 350,000 units. Interestingly, uil cengsnies
interviewcd expressed sirong interest in experting (wi:i no restrictions
as to which particul: r markets),

/(a) The
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(a)

The terminal menufacturers

The terminal maaufacturers have been the strongest advocates of
creating a regional autcmotive murket, but even their advocacy has been
relatively uncartuin, for three reasons: firstiy, competitive interesis
between the variocus companies differ with respect to integration; secondly,
internal organizational factors Luve tended Lo limit the effectivencss of
efforts to promote integration; and thirdly, the reluctunce of governmenta
and suppliers to accept regionalization, which has sometimes increased in
response to terminal manufucturer advocacy, has limited practical resulis
of termicul manuiacturer pronosals. |

Table i belw illuctrates the potential conflicis which may oxist
between ter: inul wiseturess on the issue of pesgsible integration of the
Argentine anc Braziiiuu s:tonotive industries. Volkswagen of Brazil is
clearly in a class by it:elf in Lcrms of annual production volume. The
other major prodicers - Ford, Jeneral kotors, Fiut, Renault, Chrysler,
Peugeot, and Citroen - 21l have similur volume ranging from approxinately
15,000 - 30,000 for individial vehicle types.y It 1s likely that all of
thelir cost structurss ure fairly siuilur to each other's, but ciffer
substantially from that of Volksw:zen, which would scen to have & Lremendous
potertial cost advantage due to inter.al economies. Complete integration of
the Argentine and Brazilian industries allowing free trude in vchicles and
companents would chanze the picture, Ford and General Moiors, as woll us
Chrysler and Merceces Benz, wouid huve great potcniial gains because of
the possibility of rationalizing their existing cuplicate facilities, Fiat,
Renault, Peugeot, and Citroen would have new m:i:rket opportunities and new
supply sources, but would not nuve the same possibility of benzfitting from
internal rationalization because they ure one country producers. Addition-
ally, they would be confronted with new competition from Volksiugea, which

4/ VMercedes Benz is considered to be a speciul cuss because of its
concentration on medium and heavy comme. = .cl vei:iicles i-atier tihan
passenger cars and light-to-medium com.ercial venhicles.

/Table 1
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Table 1

VEAICIE MANUSACTURIRS Iw ARGENTINA AND BRAZIL
1969 Production levels

(Thousanis of uni

Company Argentina Brasil Total
Volks 'ugen - 178.2 178.2
Pord . 'ill; s 36.1 88,8 12,9
Generai _ovurs 30.4 52.8 83.2
Fiut 49.5 - 49,5
1KA - Zenault 34.3 - 34.3
Chrysler 17.9 11,8 29,7
Mercedes-Ber.z 5.8 i7.3 23.1
SAFRAR (Peugeot) 2.6 - 20,6
Citroen 15.3 - 15.3
I.M.E, 7.7 - 7.7
I.A. Santa Fé (IX) 1.0 - 1.0
FNM - 2,2 2,2
Scania Vabis ; - 1.0 1,0
Toyots - 0.9 0.9
Mugirus Deuts - 0.4 04
Puma - 0.3 0.3
DECA 1,C.5.A. 0.l - 0.1

Total A8 187 24

gource: Argentina: Asociucién de Fibricus da Autouotores,
Informe Estodisiico ii* 351, Enero 14, 1970,

Brasil:  Noticius da AvFa. ., i 137, Juneiro 1970,

/probably benefits
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probably benefits from a considerubly more Jovivreble irmverpal cost

structure, A widened merkct night alss leuwd a povent’ally o vvom, cometitor

RN} .o A
such as Toyota, presently deing Llittle no o tivwn “souwinge Lhe foa0", 0
enter the mourizeat in carazst.

In spite or these competitive concideralione 2t soens tiob Luere hes

. o N ‘A\

bean a greduul evoluticn of terminal manutfactucer Lo..cize io both

r\.»-\—svt

Argentina and brazil in faveour of same fcrin of beginir:, Lo intivraic tha

O O

" morkets, This trend has tecome stronger as Lhe veaker “HLiue & .7l us Vemag

< EREEEEY O
and "illys in 3razil have been forced ivte rergers viih smucurger coepanies
more cup:ble of c¢o-ordinzting their irtornaiional opervilons.  lievertialegs,

integration 1o sitlll suzrorted with differing desrccs o entbusicom by LB

various temminel movcfactvresce The generel adventerss to them of ¢

regionil mar!.~% arc ine ;-esiollll;

9

¢ oft 1) avoldl:, lLavestreat duplicalion:

2) expcnding their model lines; 35 obleining more plestifud ane dependadle
supnly sourc.s; 4) lowerdng c€octe anu mprovines qualitys ) increazing
market penetration and voiume; and 6) eventualliy esin. g nore profit,
Integration meuns change and risk., Oniy the mnet
organizations z=re likely to welcome th= gre.t sotonoial gu.ns rooilting

from disruption of nrasent coupatitive stah Liitr,

Progress toward resgional integratiam lias alse 20en s.owed duc o
factors internal to che various intaorraticn:i companiec: tne ° . -ortinivicn
from neadquertsrs has been somewhat ineffecilve, wiils indiv.duvsl country
menagemants have not given intergrsiion possibalitizg via hus =st proority,
Understundably, the potential long tenms gains of inteovation hove received
less attentiorn tnian tne pressing shirh tovie procis o o7 comsiyving with
government regulaiions calling for constantly incres=«3 iccel zontent,
Co-ordination of regional operations has veen relutivel,; limitey, dve in
purt to the pressure of circumstances which Las led to general facilicy
duplication <hroughout the regicn. kust lmpericatly, cran theovgh similar
vehicles are often produced in the varicuc Latln wizrican countrles, their
detaliled specifications often differ substuritiully, vaxing trude iu
components difficult without additional enginecerin; oo-crdin.’ ohe

Participaution in regionul sectoral m2etinss znd in mive-country nepgc-

tiations on the guestion of regional trad: huve sometimes boen treated moro as
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& public relations probles tam as e dviess wiic: cooiv bazizally change
the strusture »f tne satin auvsrican ar-ouwotive Liosiryy.  “lasacial and
personhel rescuicrs wfcLoary Lo GA@ULLeLy pasd 4o un- vl inute regional
production hzve fogdn U0ole wlasvaled only in the sast Jew voears, and
continue Lo o2 Insoesuol 4o ttent ebtentiic to o 4itailed problems
and potentiality 2. o yosivdliarroy onn the past o e Lasae corporate
decision stractvr: i been absend.  Lume Laslc obhjoe ol o Brazilian

x
i1

development poiicy are. 1, macuilzibicn 0¥ emploment ) masimizabion of
investment; 4} incveasing nuticoal nDower over gconcmic doeslisionmaxing,
and 4) stroicthening toe Brasilian podosibe secbor.  fe Lovol integration
would ceenn lilely - oo Vicially = 1o redues tae vate of w1 rease in
employment anc iivosctieny, reiote natlonal auloacmy, aie jozpardiwe the
national private socoor, Only a strong proof that intervutlon weuld
inereass cmpulorrent, lend ¢ inersused output, and str .- ihen the national
private secuor coulu poess’tiy e expected to lewd toonoco o co of the
inevituble ircrzuse - nterdepencence in formulotics ot om Live sector
policy. However, inctesd of pgeneratin~ hord facts .rw o ivs.s of an
economic nzture . the vi-iouz 2w lontaiiog et oo LAFTA Content
Decrecs! have Loer au e ino L o the government ot o Tl mawfacturers
&8 more or less bl.r« cncauas.

Apan ozom b Taikewario cencorat o comilthnt toovaoon L iization en
there hug «_c0 oo o zertain lack
of dmnovalicr in dealing with She spoeil orobl ans ane cososns of a more

the part of the teriinal mam.iectus.

soclal and poiitical nolure. Dobta tha goveriment ang asfs ool purts
suppliers have servisus resevvebions <s to the ITRACL L T oregtion of @
reglonal market on th:z level of terminal manufactvyer vartiial integration,
and on the Leadency toward “denatimuization® o wie sutoarctore sector.
A key issue in this vepurd seens to be the inflexibilii: . Toreign
controlled terinal mauufacturers or the qucstaon of silow v local
participation in tieir equity,
(b) The suppliers

While there are 4:n termirul manufacturers in Drazil wioth a total
employment of approvimuiel, €5,000 ithere sve over 2,000 yviiers in the
industry, employiny -» eslimated 150,000 workers. These suppliers can be

JC.‘}ued into
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divided into three groups: foreign contrelied 50, emall locally controlled
firms, and medium-to-laprgs locaiiy contooiiel firve.fl
Most of thz magor interaations) Sdae s heve panufacturing
facilities in Brazil producing sy least oue o th ip many product lines,
These coupanies have relatively 1ittle activa Pomuct on the deterainstion
of supplier sector policy with respect Lo veslocal intopration, although

their attitudes gen=raily favour such o drvsidonent, Kegionul integration

is not viewed as a threat by foreinn controllo suppliers because 1) they

have production facilitias spread througnes Latin americag 2) maintaining

good relationshins witli the terninal maneia. wordre in lndustriztized
courtries is more iwm ortunt than POssiliT dmpuirang their relotionships
by resisting integrotion in Lutin Amesitay 1) loetes in a single product
line due to increuze? commativive pPreguaee voold o compensated for by
introducirg new producte "off {he seali which  va not pregently nprocuced
in Latin Americu, and 1) tue curporcte revcurces of those firms ere large
enough so that conpetition does rot Fava s o Lvared, In ospite of general
support of regional interrution, hewever, ihe furelan suppliers do not
effectively promcte it, Their investment <. S slines alresdy duplicated
in the region, their aperztions are wmooecriinitel g ingortantly, thaey
sometimes huve conflicting liconiss an Jeint vrtire arrancements in
different countries wtich forea “aen to alhulooon %0 1 continuad

compartmentalization cf the re, 1onul

3

'Y

*y
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C

L
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The vast numbe~ ¢ small tocully controllied suppliers tends to resist
pProposals for regionalizing the .uato indvsi-/, fue to [v.r of competition
and lack of perceptisa of the potentiul ben iils,  Tiese companies huve
limited technical, financiul, znd wdrinisivazive rescurces, and little
interest for broader issues such as regicnal inu- ‘retion, The capital and
technology that they do possess has often beel. wud: Lied by the terminal
manufacturers, desperate to find locul Arurers. cany of the product quality
problems of the Brazilian industry csn e tracod to the deficiencics of
firms of this type. Nevertheless, in the vic: ¢i :eclaral leadership, it
is quite important to aveid accepting & new fcr ;7. Lracz framework for the
industry which would create difficulties foo the o 211 locally controlled

companies,

j/ See Dorival Teixeira Vieira, Fecuenas e ii‘aius Indistprius de Autopegas
(Sao Paulo: Program- Delft, 1967), two veiw oo,

/The most
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The most active ygroup in the doicunination of supplier sector rolicy
is comprised ot th» large and m~iiwn eizeu locully owned companies. The
performance of these firms is 2enerally oucllent from the standpoint of
quality aud l_i~'psx.v,‘;;.il..»'}.li.i.y, althiough (i cbe view of the Lerminal
manufacturers; their elling prices tond £5 be exvcessively high, Several
companies of thi: t{ype hvove alreudy Dogun Lo export to Lhe industrial
countries and tv lLavin American markets withoui the renefit of trade
preferences, Jimilar to the amail licaliy .anec compaiies, the large
local firms are normaiiy Jamily =nterpris:s, but huve cuccesefully adopted
the organizational techriiques and behaviour paiterns of professional
manugement. Tz ownur-panzizers ace often inportant lsaders of the Brazilian
private sector because they wre at the nead of some of tie largest and
most produétive envorpieses bn Brazll, The offteinl position of the
supplier sector loudersai; is trat regionad wategrotion for the autcmotive
industry would be u useful deveio went and should oe agopled. They have
strong resecrvaticns, novever, an oo now dntesrisilon would affect the
Brazilian privaic sector, and Zoel lnut propes safesuards and restrictions
have not yet been devised which wouid allew Lmploentaticn of a
complementation wgreemeat, The basic reservaiion is that e cumpetitive
abilities of foreign (e4travonal) ara decald) coniroled cumpanies are so

]

inherently unecnual that the lucreus<’ soopetitien of w widsned regicnal
market would prejudice the survival ;cscioilitioes of nuny Brasilian firms,
and be conirary to busic Brawiiian int.rec”s in uropoting a sirong nstional
private sector. In particulor, a repiocul iwrket nizht lead Lo
"denationulization” from two avenues: fi-stly, the ferndnal manufocturers
would have greater possibilities for interisl evonomil:s and would tend to
increase their ievel of vaertical integraticn; secondly, now foreizn

suppliers iight enter the murket, or existing foreign suppiiers migint be
encouraged to add new product lines. atthungh tne nerforirance of many
Brazilian suppliers is quite goou at presen.. evea the largest conpanies
have a limitea degree of diversificution and thin technical and managerial
resources. It is probable thai their ability to inncvate auickly in reaction
to the competition foreign trade would brinz is somewhat less than that of

\J

their foreign controlled competitors. ln spite of reservations with respect

/to competition



o competiticn with extratonal srpanizations, imo-t sove Liery eve cconaeat

.

thet on 2 price ard cueldity basis they would be able o comete it wiy
P L T LN L

other Lalin Arcilean companies., The key o cooentaoncs of poolen

Integration scevs 6 ha the neutlrslization of tos

dniccuad conmpeticive
situution between Joreim and Local organizatiums Wwith respect Lo paric

productd o,

(¢} Tre_Governm

et T i ......
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The sutwmotive incuciry is one of the mest dmporiont symbols of oo

curging dyvnemicn which has choracterizad the cranilice -conn my o in thr nret

~
"1 Mo N . b . L. N - Syvs oy b
twenty yeurs, The indusiry suves Torelpn exchngc; providen v loyra.
difiusss new tecinolayy, Lnereases nabionzl self- ~ouffichoner, nna Lo

reassuring es:iiple thut Brazel can “do anybhing Lo which il sobs ito onol”

Engeestions thatl the lovel of compulsory national ccntent should be roluca

in order Lo imorove (rriciency ave rocelved with skapiieion: wi‘h o vt

nutionnd murkey and =r inaustry which bus beean GroWing at an avers o Llhwad

b

~ ¢ £ et b aT qp ) - ‘s T, \ 0 Fanr e e
rate =f aporsxizately 25 per cent per vaer for the rast pde, My choon

C\
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. Yoo " 4 4 & 1§t a . - e A : 5 M at
the worket with outsilers?® This line of roatenlys cxints Lo oseome duprtou
withiin Lhs dnberesuad generul puvlic, official ecircler, and cven witnin

the Lanagement rancs of tervinal nanufecturers who ape chisroed with
implementing corporatc policdes 1. fuvour of resionul ilegravion, It
does seor e fdoit LoL serioned o cterratlion 0 UL Brocilian cuse 1a a
predlen of muking wn already good performuace bebter raiiicr than sovin
aa InCistry frow the zolcvums of muriket saturalizn, or estlagullshang vhe
minimunr eondations tor the eristence of tha infurtr . autuaotive eApCrLs

would na weleonr

6 o contribuation 1o zolving the {oraimm cxchan

bottlerzek, but there 1s Iitile motivation to zccupt fnrorts in roturen i
they would wnrel, increcse ¢ compstition for existing Bravdlisn oroalcera,
Apert. from Uhe somewhst Custificble carpl.cercy rith respect Lo
current autcawoti e industry perforzuncr, many severnaent officlols ao
seem to huve an interest in reducing the igh cost levels in Lhe industry,
Two policr alteriatives proposed by the teraninal nanufacturers whicn qre
said to be likely to lead tc reduced costs are: 1) increasing voluwe
through ta: reductions (which presently amount to over L0 por ceoab of

passenger cur rotawl prices) and/or 2) incressing cpscializatiorn nnd

Joonpetition Lhoourh
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competiticn throuzh reduced nrotection. Both alternutives imply that scale
economies could be reciized if volume were increasew, aud thal the price
elasticity of demand for vehicles in Brazil is high. If cconcmies of ccale
do exist, and if demand elasticity is high, then the short term raduction
in governnent revenue resulting from tax reductions, or the shoring of new
investment and employment with u trading purther, would huve the Zong ruc
effect of increusing tex revenue, output, investment end employient frem
the autonotive industry. If uarealized econonies of scale do not exisi,

or il damend elusticity is not high, then the reducticn uf taxes or
increzae in trads would be likely to benefit speciul induetrial laherests
(including meny foreinn companies) but not general Cruziliza intevcsts.
Uith respact to choosing hatween tax recuctions or reauctiong in protection,
the second ulternstive hus tire wdvantage of allowing the goveonent to
retain its preosent rate of taxation and still acuieve vehiclz cost
rcductions'and volune increzses.

Ncn-ecoriomic arpumeats opposing regional integration vill continue
to carry weizht in the measure that fim ascononic data on econonies of
scale and demand elusticities are not developed, OSuch urguneats inclede
conpiderations of nutional control of economic decision-liking, TaAricing,
national defense capudilities, protecting notionul ertrapreneurship, and
avoiding interference with genersl forelmm wolicy objectives,

Diagram IIon the next puge shows the lerge number of minicuries znd
agencies which participite in the formulabion of autcmotive policy.
Proponents of integration huve indicuted to the writer that decision-making
authority with respect to an automotive complementation arreement is elthar
undefinad or diffusec to the point thut advocacy cof sach an ugrzement
becancs cxtrenely frustrating, It may be that the appercnt provliem with
conplicuted buresucracy is nothing more than w reflection of o lack of

cogent economic arguuznts on the part of integroiion proponents,

6/ A second important advantuge would be the creation of externul eccnomies

for other sectors with good export prospects, through the devalopment
of "export infrastructure.”

/Piagram 11
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5, Conclus.ons: polaCyv recomu i .0
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Aside fro rhiotoricel suprort for the desivaco. .o =0 pet.
benefits of rejional integrul.on of tas outorctl o Lol o Llere Las beon
reletively littic practicel progres: toward wehing Tt L. Such
interravion as does cxast Lo mererally bilateorcs Lot o v lus end
one &irsol trsulr - rartrer, and is o cxrcunscricer witl. o ouoloricns and
resiriciions that the erfects of rpecialization o o0 -0 are rall, VO
cteps are necessiry Lo nmase re;ioﬁul interration o vol oty fioe 1,
resolution of thr tachnicai lssue of wiyr cotls ar~ Ll L noin Aaasican
sutomciive industries, and above zll, what is the tr. -+ fimor. ice of ceide

econc.ies; and ¢ Curdifs the institutions with Intarest 0o izosrztion

i

issue must crcutively compromise their gomalines aiver el vio.peints,
Detaileu discus-ion ~ 7 Lhe coct 1s8ue 48 beyond Lhe @ ~ope o oo paper,
Assuming that cccnomies of scale are zn imperiuant <o Lo citon of cost
levels, and thut a retional integration peogeoam wivie oo uwsue for thelr
reali-ation, szveral usetul policy madificeelone of Uh :j’;ﬁlqtﬂuﬂf
invalved gre outlined below, They are intendedi Lo Irdl. 1o some wurzs I
which the vazue ceneral cconscrcsus can becolic ctaertiioicl in poectlea
Pro,rdms,

(a) The termin:i menufactirers

It is supgested that a greater emnhasis Lo given vo Ve ce-ordinudad
planning of rezlcnal operaticns, csperialiy in Larme o oroouet decagn and
specification, and inveetment. MNoreover, o greates Cio' vne of tya

ecoromic basis fcr supuorting repional intesretion o (1 ve made wvalloblg
to the interestnd governmente. As & pricticul ceasure it would De vseful
if more specific integrution projects and trodzs or 1o ) ovier? deviloped
ana subsiitted to jovernments,

Several meusures could contribule to resciutl: cn of the foreign vs,
local czpital conflict: 1) special assis-tancs in expo.l e ricting both in
regional murkets and in the industrial counirizs .t re iiven to locally
owned suppliers; 2) suggestions on beneficial mer, vr: - ween loc.i
suppliers could be mad= aviiluble to the governmentic u  releant * o ade
associutions; 3, pencral efforts to increase the co,uacidities of sup.liers
should be continued and intensified, Finally, meunii ldas altoriion should

/i‘:w‘: geveted
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pe devoted to opening the capitul of foreirn controiled terminal assaatlers
to local investers, possibly on a resional rather trun country-by-country
basis.
(v) ne ferein conurelled suonliers

-3

(v}

]
[}

he aodificatior of license agreexents which restrict expert
2

Q

msrksTing WOLLL Ce a pusitive step. A sceend neaful development weuid be

[

¥

8 eraducl redectisn of nvestment duplication in the region, and the
implementuticn of more ccmplementary investment policies,

(¢) The locullr contro! ed supcliers

mhe critical mudific.ation of the policies of locully controlled
supoliers would be an increase in the willingness to merge witih othar
suppliers ir crder to crealte stronger, more diversified entcrpriscs. 4n
outgrowtn cf sucn a trenc would be improéed managerial cupubilities, equel
to tne dual chullenges of export marketing and adjustuent to increased
conpetition.

(¢) The governnents

The busic prorequisite is that Latin Americun zovernmente focus oa
their totul sconomies ruther than each sector indivicuaily. Tais weuld
Jead to thair acceptine the zdvisability of co-ordinating tineir autonotive
policies in order to vsup the econoiic benefits cf specialization. While
the policy of the incividual sector wouid ve made rore interdepend-nt with
that of other countries, general naticnal self-sufficlency would be increased
because of the higher level of productivity which would be possivle. Ths
absorption of fewer resources by tne automotive industry would mean more
resources freed for use in other areas,

Counplesentary governmental policies also suggested ares: 1) creation
of a reorientation fund for workers and enterprises adverscly effected by
trade expanéion; 2} incentives encouraging mergers between suppliers, both
within individusl countrics and across national lines; 3) estzolishment of
an international commission to control regional automotive production and
investment; L) co-oper.tion with forsign companies in defining practical
mechunisms for opeaing their capital to local investors; and 5) creation
of infrastructure which would facilitaute trade, from port facilities and

rouds to educaticnal progrummes on export techniques.

/The general
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The general policy modifications c_nmlined above are mutuully
reinforcing. Their {naplenentation would chunie the treacd in the latin

American autcnotive industry from a censtuntly increasing competitivcness

and lack of co-opdination to one of cocperative leng~term growth based on

jncreased productivity. The eventuual result to be hcped for would be the
creation of industries in euch .reiber country zble to confront. intemational'
competition on a basis of equality. In the long run only such policies
lcading to ability bto purticipute fully and equally in tne world econony
will allow any nation to resolve its potentizl corflicte betveen ite
nationel ambitions and the fuct of increasing world econocmic interdcpendence,

. [Table 2
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Table 2
LEADING AUTCINTIVE £2CDUCING NATIONS - 1968

(Thousands of units)

Country Total Cars Trucks Buses *
1. United States 10,809 8,8,8 1,961 N,
2, Jupan 4,086 2,056 1,991 39
3, West Germany 3,107 2,862 234 1
L. United Kingdom 2,225 1,816 391 19
g, Frunce 2,076 1,833 240 3
6. Itely 1,664 1,545 115 3
7. Canuda 1,180 901 276 I
8., Belgiun 632 605 26 1
9. Australia 418 346 71 0.5
10, Spain 365 27 85 3
11, Brazil 280 210 TN 6
12. Sweden , 245 223 20 2
13. South Africa 194 U3 48 3
14. Argentina 181 128 51 2
15, iiexico uws 103 Al v/

Sourge: Automotive Industries, July 1, 1969, page 6i.
8/ Bus productiocn included in the truck fizure.
b/ In 1968 iron Curtain production totals were:

US.R - 801; Eust Germany - not available;
. Czecnoslovakia - 150; Poland - 80;
Yugoslaviu ~ 72,

[Table 3




Table 3
LATIN ATRICAT AUTCHU L VE HARIDIE - 1969

(Theusards ol units)

Country Local <ortent
(Percentuge)

Brazil 354 g

s

Arzeniina 2.9

’

Fexico 167 3
Yenczuelo 65 30
Peru 32y - 204
Chii= ; 22 20 af
Colonbia 2038/ 15 o
Uruguzy 2 g/ 15 af

Sourece: Pullications ¥ tho autoocuive trade
associstions in Miali, argentina, .iexico,
Fecu and Ven-suelio., Isllatos o Zhils,
Colombia en’ Urdiua’ bused on ¢.tu oresented
in Lz Incusirt: Aautooiiric en W .gals
(tontevideo: ascolacila w.tivdan:ricane de
Libre Comerciz, 190v).

Estinmate.

includes imoorts of upproximutely 15,000 complets
vehicles.









