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Introducticn

The Ireaty of Montevideo posed a challenge not only to the
signatory countries and its peoples but also to private investment,
especiail_y foreign private investment, to work towards the goal of a
\m:.lfied Latin American market. '

General lotors, consistent with its policy of corporate
responsibility, has accepted the challenge.

Thie presentation describes some of General Mtors! efforts

to promote LAFTA interchange programmcs within the sutomotive indusiry,

. As a specific case study, we present. today & brief review of
an interchange programme involving uli de Venezuela, GH Argentina and
GM Chile, under which Chevrolet frames made in Venezuola are traded for

other automotive parts made in Argentina and Chile,




GM Operations in Latin /merica

GH has three manufacturing plants and four assembly plénts in
Latin america, operating through locally orgamzed subsidiary companiss.,

‘The manufacturing facilities are located in argentina, Br.a.zil,,
end Mexioo, S

The assembly facilities are located in Chile, Peru, Uruguay and
Venezuela, :

uale-s' and service of General kbtors Jbroducts in .the other countries
of lLatin America are thz responsibility of General lotors Overssas
Distributors Corporation which sells to franchised distributors, including
three assembler~distiibutors, _. '

In general, GM's Latin American automotive product line conei.sts

mainly of Chovrolet and Upel pé.ssetxger cars and Chevrolet commercial
vehicles, trucks and bus chassis.

Jlocal Content
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Iocal Content regulations

To encoursge inductrialization and in an effort to improve adverse
balance of payments accounts, Latin American governments have imposed
local content requirements for vehicles manufactured or assembled in their

respective countries, .
’ The percent of local parts that. must be integrated into the vehicle

varies from country to countrr according to the respective govermmentcl
regulaticns, . '

Brazil and .rgentina have the highest local content recuirewent
at 9%% or over for 1970. Moxdico follows with a minimum local content of
60%; then Chile 1Ath 52.%%; Venezuela :/th 41%; and Peru with 30% for 1970,
.Incident.ally, only Argentina and Brazil diiferentiate Letween the mssenges
and the conmercial and truck categories in their local content legislaticn.

The methods of measuring local content vary from country to counﬂry.
Brazil and Venezuela employ the weight system, obther counlries mecasuve
local content 'by various systems based on value. It is expected that
Venezuela ‘will soon change tc a weight/value system,

3y extending the definition of local content to include parts and
components acquired by regional interchange or complementation programmes,
significant advances can be made., The LuFia grouwnd rules have laid the
basis for carrying forward this concept and among the iatin :merican
countries where GM has manufacturing or assembly plants, argemtina, Chile
and Venezuela have issued enabling legislation,




Chevy 1I Frame
The fact that Chevy II passenger cars are currently assembled by
GM Chile and GM de Venezuela and manufactured by GM Argentina offers

the opporturity to interchange locally mroduced parts and components of
this car between these GM operations,

FIGURE T o o

Flgure] shows the Chevy I frame. The fréme_ cqnaists ol 22 parts.

which can be summarized as inner and outer side ‘mexbers both left and
right, fromt and rear cross members, engine and front suspension

supports and various smaller brackets and éupport.s. , ,
' To comply with local content requirements s Ueneral lbtors Venezuela
in 1968 decided to procure this frame Irom 2 local supplier. This item
was selected becayse of its relatively high weight to cost ratio; furthermors,
the frame design is not subject to frequent changes, and most importantly,
because the same frame is utilized by GM Argentina and GM Chile in their
Chevrolet passenger lines, interchange was possible,
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Venezuelan Iozel Supplicy

To the local eupriler cur decison was forturate. The evel Jahie

e

brees equipment - listed in Table 1 - was suitable fov U2 wanuiocty=s

of the Crevy Nowu frerc lub wtilived only ot about 20 e cupueily,

Table 1 —~ fguizmant Used te Mopufecivre the shevy i Framo

[NIeY -

Ja Cne 700 ton hydraulic Conbie seticr prens ‘
with a 325 x 1,500 mm.Bed. '

4

“v  Ore 800/200 ton hydrsuiie denvie
\ction deep draw press with « 3,000 x 2,000 . Fod,
3¢ Four 1,200 ard 10C iton hydwalic PrUSSCSa

o Une 400 ton mechenical presc <,CC0 % 1.725C 1a1,

5¢  Sixteen 17 to 220 ton eccentiic rEL3Ct,

/R-uetion, in
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Redusticn i frice Dus to_added Volu
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Cur experience suprorts the cconomic concept that plece redce
redquctione are possible as velums increases,

In 1968 Uenecal Motore de Venezuole procuvad Chevy 11 freass
for locil use only. I 1969, interchaonge of these fra aime with G Chivg
wasg lirst estarlichad, btub the voluma was 104 sufficient w werrent a
pricy reduction. 1k 19/0, Uenoral ‘pro=s an Venezaeiale vwolnas , widded o
Genera) !otors Mhiloste irerwaging reguivemsats, led the ‘!ere—.v.'w'm
supplier to grwr&: e 14.9% peice rocdustion for tha Ghew LY ranes.

oy :L"/V,r.'., cn vhe (haww T Srane will 8o o 4 ol Lalarach
Uonzral oters 4z Venezndda and Unnoral Mzors Argeting, Lhe projested
total volune off Chavy IT framez will Lo osver 10,000 rite por year,
Thic conbin.d volws o GH e venreousla, G Chile s, i Eugeacing will
allow the local Venssusli LappLier w greal o ed-deicial Y wedee
reduction,

It supssnry, dnterciange heswesrn Semcvud dtor s de Yancruels,
General iktors Chile anc Gonaral ‘htors argenting has brovsit shont o
225080 vecurtion o i Bleld pelee ol o Vagzatelan Laavfecured
Chavy I frume

Naneaala = 1,5,
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Venezuelas ~ U.S, Price relationohip
The price reductions resulting from increased volume of Venezuelun

mide frames can also be expressed in terms of the rolationship of local
to imported prices,

In 1969 the Venazuelan price for Chevy II fremes vas 150% over
the U.S. price. In 1970 the Venezuelan ~ U.S, diffe; rentl al decreased
to 110% due to the added volume obtained through interchange with GM
Chile,

By 1971 the Venezuela ~ U.5, differential is expected to docrease
to /0% since GM Argentina's Chevy II freme reouiraments will ve added to
those of GM Venemela and GH Chile,

Even though Venezuef‘l.a. - U.S, price parity has not yet bLeen achievad
in this case, the substantial reductions described above decrease thu
penaliy ﬁgid for local content attainment uncer low volume conditions,

In addition to the price reduction, looling charges which represent.
& separate cost item are amortized over the added vo].ﬁm. The per piece
price reduction combined witk the reduction of the yer piece tnoling
oharée far outweights the transportation cost from Venezuela to Chile,
for example, which as a matter of interest is jeLajlied below?

OTABLL II
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TAILE II
Erane_Cogt, - Landed in Arica
Bi iling Price Per Freme 100%
Boxing, Handling 3.6%
Inland Freight 0.9%
Port Charges 0.6% —
Sub-Total 5.8
;} Ocean Freight 7.9%
| Chilean Marine Tax | 0.9‘4
Bill of Lading Charge -
Ad Valorea f.0,b. La Guaira 1,08
Insurance l2f%
‘Sub=Total - .0%
Sub-Total ~ Insurence and
Freight P
Total e.i.fL, . | n‘.ﬁ




Develoment end :dministration of on Interchapsc Progrermae

There are three basic factors to be taken intc considerziion for
the development and adminisiretion cf an interchange programre in the
LAFTA area.

fAirst of all it lias been found that under exisiing conditions and
regulations interchange progrermes can b st be developzd undar the
jnitiative of those individual automotive manufactursrs that are establiched
or are plaming to establish operations in two or uore couniries vithin e
region or sub-region such as LaFTa or ANCOIf, 7This involvus crimarily the
selection of the components to be imported and cxperied, testing ond

acceptance of sanmples, anc establishment of delivery rchedules for
interchanged components, |

The secord factor is negotiations with the aupnliers. These
negotiations develop required quaiity, guantity, and delivery schedwles,
In addition, the possibility of lower prices in corsideration of the
expanded volume is explored, Frequently, the automotive monufacturers
provide further technical aseistance teo thelr local suppliers in order to
insure timely rroduction and high quality of uarte end components.

The thircd and rost cumbersome facior is negotiationa witn the
respsctive govermments. The subsidiary corpaniss in rnost ceses Tues
request approval for the interchange programno. Frevently, the tine
elapsed between the initial request and the otficial appravel is too long.
In addition, import and export licenses must be obteined, £1d finally,
foreign exchange approvals must be requested.

In general, the Iirst two factors present no preav cbstacle.

As to the last factor, it is expected that due to the interost
goverments have to increase intercnange, simplor and speediar mwthods to

obtain spprovals will de implemented.




Conclusjon

In concluding this jresentation we would like to swmmarize some of
the advantages to be gained from regional interchuange prograunes.

Interchange strengthens the local autometive component industry.
New markets increase output and reduce idle capacity. Comcurrently,
productivity increases and wanufacturing costs decrease as overhead is
absorbed by higher volumes, '

As local prices approach parity with international prices, e:purt
potential increacese.

Interchange strengthens LAFTA by creating trade in non~traditional
commodities, thereby binding the LAFTA countries together.

Finally, intérchange increase the viability of the Latin american
automotive industry by lessening local industry dependence on foreign
supplies,

General lMptors! world-wide experience indicates that regional
industrial integration provides expanded ssles through troader merkets;
reduces costs by increasing production efficiencies; amd makes a significant
contribution to the economic development of the participating countries,









