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I. Background and Introduction

This report was prepared by a Group of Experts as part of the role playing
exercise which was carried out at the Workshop. The group examined a
"Suppliers Technical Proposal for the Establishment of a TV Plant" which
had been prepared for the Workshop. Discussions were then held with
representatives of the suppliers and a TV assembly plant was selected by
the Group suitable for the country with a large internal market as detailed
in Appendix I. The findings of the Working Group were presented to the
Penary Session of the Workshcp and the following text was prepared as

working document to support the verbal presentation.




II.

Main findings

Population and demand.

As it is indicated in the general country data, the number of
inhabitants is 66.9 million persons. This number can create a

market for 2 million sets/year. This number can be classified as

followus:

total number 2.000.000 sets
colour TV sets 800.000 sets
black § white 1.200.000 sets

We assume that the market w1ll be supplied through imports by 400
K units black & white and the rest of 800 K units will be made or
assembled locally. It is believed that a 25% o; market
requirements can be covered by the new assembly line equivalent

to 300.000 units/year.
The demand is related to other factors as follows:

demznd = K x population x purchase power

price of product

or D= K x P! x P2
P3
where
D = demand in number of sets
P1 = population in millions
P2 = purchase power
P3 = price of product in US dollars
K = constant (determined by factors such as members/family,

units/family, lifetime of sets, etc.)




Purchase power and price of prcocuct.

As stipulated in the G.C.D. the wages start at 4.285 p/month
which is equal to 200 US dollars. Compared with the cost price
indicated in the proposal which is equal to 136 ex factory at a
rate of 200 K units/year, the cost is practically within the
reach of any person in the country.




Alternative suppliers.

Although it is not listed in the G.C.D. that there is electronic
industry activity but other facturs explain possibilities and
fertile environments for the establishment of such induystry. It
was stated that 7000 licensing agreements are already comcluded
with foreigr enterprises. It is assumed that 400 K units will be

supplied to the market through othar manufacturers.

FPorecasting market conditions.

Due to the fact that the purchase power exists in the market
there wiil be a natural tendency wi*hin the consumers to switch
to colour TV sets. This fact is supported by other technical
limitations in the continuous production of B & W picture tubes
and accessories. The prices of colour TV sets in the
international market decreases by time even with the existing

rate of inflation.

Manpower.

The proposal includes the requirements of 132 persons for current
technology while 194 persons will be required for simplified
technology. The G.C.D. indicates in the part of labour resources
27 % of the population as active population. This complies with
the requirements of the proposal including skills and crafts.

It should be taken in consideration the establishment of a
training centre with necessary facilities of the purpose of
upgrading the workers knowledge. No indication of such training

facilities exists locally.

Wages,

The rate of wages within country complies within the figures

indicated in the project.




- -

Bearing in mind the great importance of modern management and
capabilities required to run such a plant it is necessary to
train the expected nanagers in the suppliers plants, o ensure
the high standard of the futuze managers of the plant. Periods of
training and subjects w0 be concerned must be clearly indicated
in the proposal.

Qualifications required are basically available.




Material requirements.

Availability.

By careful examination of the component list included imr the
proposal taking in consideration the existing industry which was
listed in the G.C.D., it is clear that the lccal market will be
able to supply components and materials comprising 46% of the
costs of the component list.

This will comply with the national interest of indigenization and
will affect the cost of the unit favourably. The expected
increase in the cost of production equipment will not be

gignificant.

Quality x price stability.

The proposal did not take in consideration the possiblity to
supply components and materials from the local market. Quality
cortrol group and necessary test equipment must be added to the
costs of the prnject. ’

One year contract with local suppliers of comporents is
congidered safe enough to ensure stability of prices.

The local supplier has to gquarzantee the supply of necessary
components in time and quantity and quality taking in

consideration the time required as lead time.




Restrictions and importation,

Custam duties are low on essential goods, prohibitive on products
competing with local industries. This in connection the open door
to foreign investments will create the suitable environments for

the project.




Know how.

1. The group agrees to the simplified technology methods due to

the following reasons.

1.

2.

3.

5.

6.

Low starting cost of the equipment.

Low wages and availability of manpower.

Simplified nachines need less maintenance cost and can be
maintained by normal level of skilled labour.

Simplified machines give more flexibility in production
lines thus giving chance for alternative products in the
future.

It is noced th:ut :here is no significant encrease in the
requirements of labour compared to the current technology
methods.

The plant area is similar in the two cases.

The simplified technology selected will be needed for the

start-up time, calculated to be 3 years, more automated

equipment according the latest current technology will be

introduced to the plant to improve productivity and increase

profit, provided that the level of the technical staff is high

enough to receive and understand this modern technology. The

new machines will be then financed from the expected plant

profit.




Imported or local technology.

No evidence is observed to prove availability of local, |
technical, know-how in G.C.D. This imported technology has to be

considered (referred to know-how paragraph) simplified technology

is already selected.

Infra structure,

The infra structure of the country is found quite encouraging,
This includes roads, rail, port, airports, telephones, public
transport facilities, social facilities, health care, cultural
life, training and education.




v

Government Policies.

The proposal did not include enough details in the chapter for

agreement. Although it is clear from the G.C.D. the follcwing:

1.

3'
4.
5.

The coutry is open to foreign investments with contribution up
to 49 per cent of the equity.

Profit repatriation possible and gquaranteed.

Zapital and royalty possible and guaranteed.

Convertibility guaranteed.

But in the field of taxation, there will be no descrimination

between foreign and local investment which is 42 per cent.

The governmen must be assured that the price of the same product

will be cheaper than the existing production price of alternative

suppli=rs - indigenization is a general policy of the country

whenever possible.




Issues to be considered in the technology Ltansfgr)

1.

The proposal did not include a list of the proposed machines.
It must be taken into consideration the pos3ibility to use
locally manurfactured machines 1f available.

Pactors affecting the selection of technology can be as

follows:

The selection of technology of the product must comply with
the general interasts of the country and its necessities as it

reflects to the internal market promotion.

a. Complexity of machines required

b. Maintainability of machines

c. Spares availability

d. Availability of skilled manpower

e. Product quality expected

£. Permissible rate of rejection

g. Limitations imposed by the ex}sting infra structure and
manpower characteristics and weather conditiocns

‘. Production volume decided according to market study

i. Rate of energy consumption/unit

j. Wages.

The wages indicated in the proposal are within the limits
of the actual wages of markets as stated in the G.C.D.
which is 200 US dollars per month.

k. The technology suppliers must permit the national experts
to visit and recognise the process and know-how prior to
negotiations.

It is found necessary in return that the contract be
negotiated in the host country.

l. The technology supplied must not limit possibilities of

exportation of the locally assembled units.

It is clear from the G.C.D. repnrt that the country is in a

good £financial position to support such a proposal.
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WORKING GROUP I

ITEM PROPOSAL COUNTERPROPOSAL
1. volume 200 K 300 X
2. cost 136 § should be recalcu-

(trans price)

lated considering
local manufacturing

of parts, components
etc., low wages

3. local materials

nore in the analy-

I
!
components sis of costs {
4. ptocess simplified simplified :
technology :
S. imported 12§ 33 § imp. (tube + {
components tuer + s.c. + res. ’
+ cap. + misc.)
and
39 § local (wires,
fixed matrs. packing
matrs., defl.unit,
coils, L.S. + TX
me-s, PCB, metal
parts, cabinet
6. process and techn. no should be provided

for loca) manu-
facture of comp.

not complete




CHOOSING

PROCESS

(AS8'Y) TECHNOLOGY

Itenm

EMPLOYMENT

QUALITY

- OPER. COST

INVEST; COST

VOLATILE PRODUCT TECH,
APPLIC. OF UNIV, TECH.
MAINT.

VOLATILE PROC. TECH,

(Not complcete)

Simple

X
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CGENERAL COUNTRY DATA

PROFILE

Surface area : 1,972,547 aq km
Populatlon t number (year) 1 68,900,000 ( eatim. 1978 )
denaity 1 3 pear oq km
grouth rate/year 1 3,88 ( 1970-1978 )
Climate ¢ sowitain olimato, dry und waw
Language(s) 1 Spanvsh, Euglish
| Rellglon{s) 1 Roman Catholio
Inhabltants 1 11,338,744 ( 1876 )
Currency 1 Peso ( P) Exchange rate : US 4 1 = P 22.840 ( 08.1979 )
GENERAL ECONOMIC PROFILE
DISTRIDUTION OF aDP (blnp)
1978 1978 19727
Consumptlon 78¢.1 950.9 1,308.9
laveatment 3 242.6 2080.€ 3)3.6
Exports H 5.8 104.1 167. 6
- lmports H - 76.0 - 124.9 - 188.6
TOTAL GDP at current prices 1 1,032.4 1,220.8 1,630.6
PER CAPITA GDP at current prlces 1 P 18,640 18,580 n8,310
Average real grouth rate 1
SECTORAL ORIGIN OF abe (%)
Agriculture : n { 10 10
© dlalng : ] ) ] 1
~ Hanufacturing : 26 3 28
Others : 83 at
BALANCE OF PAYMNENRT ( e
Inflows : 148, 1 T LN} 203.A8
- Outflous 1 - 14722 - a0 - #69.1
Met change In laternatlonal reserves: 2.0 - e 4.7
PREPARLD AS A SERVICE OF TIL INVESTMENT CO-OPERATIVE PROGRAMME BRANCH OF UNIDO
ON THE BASIS OF AVAILABLE INFORMATION.
UN1D0 DISUCLAINS RESPUNSABILITY FOR ANY INACCURACY OR INCOMPLETENESS OF TMIC DATA.

UNITED  NATIONS

INDUSTRIAL

DEVELOPMENTY

ORGANIZATION




ANNEX 1|

LARGE INTERNAL MARKET

CONPARATIVE

HANUFACTURING ADVYANTAQGES

Resourcaes - matural ]

prévolcum, nitural gas, salt, Yron ove, ailver, voffee

vatten, Biveetook, rook phosphata,

- jabour 1
- financial [

Infrastructure - tranasport !
- energy 1

¢ racporvie, k8 int.airports,good roud und rail
65 bin \Wh;43 min m, t vl refinad;wol.plant

A % aative population ( 1978 1,

. offioial banks for agria., for, trade
e,

netuirks

- davelopment institutlons : Mitsonal Foraign Invastmint Commiasion ;

Inflation rate ( year ) 1
Haln manufactucing branches

{ Summary of chapter LIl )

Feraign Trwde Institute,

12.5 8 { 1978 ).
t fuod pivanseing, anginanring induatiies, petivahemi-
oale, toxtilen.

TORELIGHM

INVESTHENT POLICY

Opan to forelign [nvestment
( branches | preferences )

t yoa, for.invastm.wloome ae a supplament to looal ine.
i seotors intraduois

new technol., thone whiali are

export-orientad and whioh utiline loocl vimr miteriale,

Allowed proportion of foreign capltal

Inveatwent f{ncentives
Legal - investwmant code/law
- profit repatriation
- capltal repatriation

- others

Flescal ~ corparate incose tax
- other corparata taxes

~ tan holiday/reduction

- carry forvard of losaes

- tarlff veductlion

- double tanation avoldance

- others

Financial - borrowing Incentivea
~ othera

Nembership In International and regicnal
aconomic organizations/institutions

{ Suamary of chapters 1 and 1l )

g to 49 % unless vtheroioe sponified,

1973 Nat.lunoassicn on Foreign Investacnt
guarnteed
glurantaad

.

starp tax ; merountile tas

403/¥noome tax; 1005/ mara. 8t v taxea

100%/equijwmant, ras mitmriale
with NSA on shipping/atraraft opeiations

1008 exvipiion/export tase

.
e pond f1un nonae

United Natioan, LCLA, The horld Bauk,
1HF, TN, LAFTA,

- printed 09,1980 / S00 coples --
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I - GOVERMNMENT ECONOMIC POLICY

- —— = - ——— - == - =T e o - -

chemtoals). .
" Hembership in International and regional economic organizationa/institutions : United Natione, ECLA, Thz World Buanl,
IMF, IDB, LA)VTA,

Honetary policy ( convertibility and controls ; membershlp in currency unions ) : official Tntervention, when necesuvary,
to maintain crderly conditions in the exohange market ; exchange rates dataymined by demird and supply on eachcnge mav-

ket. Settlements with otaer Latin-Amerioan countries are made 1976 1977 1078
through olearing acoounts ( LAFTA agreement ).
~ Currency : Exchange rate : US $ 1.00 = p ! 15.426 22,573 22.767
Foreign trade : Total imports (SITC 0-9) H 90,800 124,094 161,854
Thereof manufactured goods (SITC 5-8) : | 74,801
wainly : machinaery and transport materia 46,436 .
Total exports (SITC 0-9) : 53,617 94,140 129,589
Therecf manufactured goods (SITC 5-8) : 17,637 .o . i
mainly : orude petrolewm 8,398 20,168 .. o
:[gggggg_gggggggggg : Inflow of direct foreign investment H 3,383 7,368 6,104 :
Thereof manufacturing sector : R
National budget : Total expenditures ( - ) : ..
Total recelipts (+) :
Balance (+or -) :
Public debt DOM H
FOR t
{ min F )
" Economic_development : Economic activity centered on : petroleum, natural gas and phosphates prcduotion and

proocessing
Development strategy oriented towards : export promotion, regtonal develcpmert, Stcte develop-
. nent of key seotors

Current nat. dev. plan : duration H ) years, from to
Total plan budget DOM : . FOR :




JI-REGULATIONS ON PRIVATE AND PUBLIC FOREIGN INVESTMHMENST

Object Instruments Content
Eligibility 1973 National Fundamental polioy : foreign inveatment is waloome as a supplemaent to local invast-

Corporate_status

——— i ———

Concesgion on
Foratyn Invest-
ment. Nattonal
Registry of For,
Inveeiment.

ment. Mixad economy.
leiéili_ty_gggtgggg : certain seotors are under State control, e.g. energy, ocommmnt-

] 3 . . o
cationa, mining, paivochemicals. Thoss open to foreign itnvestment inoluds new teoh-
nology or export-oriented industries, 08 well as those utiliaing a high peroentage

of raw matarigle.
Foreign logna : subjeot to apvroval by the Ministry of Finance and Public Credi't and
the Bcn '

Type of gcorporation : no raestriotions,

Minimon capital : ..

4130ue§4fbra£qn parttoipation : up to 49 % ; mcre in axceptional inetaraes.

iyim'nnmrgartta{gatign of local pcriners : see above. Certain industries are exalusive-
ly reserved for Mexican private and/or publio capital, ouoh ae media, transport,
forestry operations, gas distribution.

Application : informal approval of the Directorate General of Industries ie a prerequi-
stite to formal permission from the National Commission on Foreign Investment.

Time_span of deoision : no proviston.

Profit : repatriation guaranteed.

Capital : repatriation guaranteed.

Loane ( prinoipal and intereet ) : repatriation guaranteed.

rency.
Control : thaere are no exohange controls,

Protection of industrial property : no agreemente oonclude to date.

Li‘oenqir}g agreementa : more than 7,000 technalogy agreemente concluded with foreign en-
terprises.

Patente and_trademarks : ..

Wages : 4,285 P/month ( 1878 ).

Working hours : 45.6/week ( 1975 ),

Seotal benefits : ..

Labour dieputes : ..

Foreign_labour : an entry permit, either immigrant or non-inmigrant, depending on the

bustness, is vequived. It must be obtained from the Ministry of the Intevior.

UN I DO -- INDUSTRIAL INVESTMENT PROFILE -- printed 09.19680 / 500 copies --
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Il - REGULATIONS ON PRIVATE AND PUBLIC FOREIGN INVESTMHMENT ( contihuved )

Object Instruments Content
Taxation Corporate_taxes :@: Income tax : ..
Property tax : ..
Loans_and technology : ..
Customs duties : low on essential goods ; prohibitive on luxury
ttema and on products which compete with local industries.
Personal taxes : Salaries : ..
Dividends : ..
Other_taxes : Stamp tax ; mercantile tax.
Incenttves Legal : General_treatment : once approved, there is no diecrimination be-
twean foreign and tnvestments.
Figcal : Corporate_taxes :@ up to 40 % reduotion on income tax ; up to 100 %
on net federal portion of mercantile tax ; up to 100 % on stamp
tax ; up to 100 % on general and additional export taxes. These
reduotions are valid for §, 7 or 10 years depending on whether
the industry ie rated as basic, semi-basic or secondary.
Parsonal taxes : no provision.
vouble taxation : agreement with USA on operation of ships and air-
orafte exempting esuch earmings from double taxation. '
Finanoial : Repatriation allowed without limitation once certain legal require- o
ments have been met. Duty exenmption on equipment and raw materials.
Others : Numerous free sones along the Golf of California. Exports utiliaing
60 % or more local content are eligible for 100 % duty rebates.
Those utilieing 650-59 % loocal content eligible for 50 % rebates.
Environment no provieion,




"JI1 ~-COMPARATIVE ADVANTAGES OF TME MANUFACTURING SGECTOR

Natural resources endowment : petrolewn, natural gase, salt, iron ore, ailver, ocopper, phosphates, eulphur zino, coal,
liveatock, sugar, corn, coffes, ooooa.

Labour resources : Active population : 87 S$(manufacturing 20 %;agriculture 39 $).Un/underemployment 3 % (1978)
———————————————— Available skills : .. (% of active population - ISCO classification)
081 technical: $; 2 admin.: $; 3 clerical: %; 4 commerc.: $; 789 manual: %
Working hours/week: d45.6 ( 1976 ) Annual holidays: .. days
Avaerage worker earn. by hour (i), day (D), week (W) or month (M) in manufacturing :4,285 P/M(1976)
- financial resources : :Sank (Central Bank), offioial banka for every seotor of eéconomia aotivity. First National
TTTTTTTTThTTTTTTTTT City Bank.
Harket orientation/potential : expansion of key public seators ; regional development ; exportation.
- Infrastructure : Transport : rallways : 40 000km normal gauge - Seaports 4 large opnes .
___________ roads :187,000km hard surface - Alrports :28 intern.,16 medium-e.,500 small inieimal
Telecommunications :3.7 min(?7?) tel. lines - 7,470(1977)telex lines
Energy : electr. : capacityl3,84? (1978) 1,000 kW - production §5,200 (1978) min kWh
oll : reserves 1,137 (1278) mwln m.t. - production 63,000 (1978) 1,000 n,t.
refining capacity 48,000 (1977) 1,000 m.t. !
nat. gas : reserves 848 bln c.m. - production 31,000 (1877) mln c.m. W
Development institutions : National Foreign Investment Commission, Foreign Trade Institute, i
: Free =zones.
- Cost of living : 19768 1877 1978
Consumer price Index : ( base 1975 = 100 ) : 115.1 148.5 174.5
Wholesale price ind. : ( base 1975 = 100 ) : 122.3 172.6 199.8
Inflation rate : 15.1 % 29.0 % 17.56 %
Stiucture of manufacturing sector : ( 1977 )
Branch - ISIC class. number of |gross investm. employment salarles output value value - .dded
establishmenta bin P (1975) 1,000 bin P bln P biln I (1975)
131 food and beverage 489 1.5 120.0 7.9 3.3 21.0
32 textile 139 0.4 58.5 3.7 17.6 4.7
133 wood _ 18 .. §.5 0.3 1.7 0.5
{3u paper 97 0.7 27.2 2.4 18.5 4.6
135 clhiemicals 217 2.1 75.7 7.4 69.6 15.1
36 mineral products 67 1.9 37.0 3.4 19.3 5.4
37 basic metals 112 0.9 66.7 5.4 60.0 12,0
38 machinery 176 1.1 99.8 8.5 68.6 14.0
39 others - - - - - -

U NIDO -- INDUSTRILL INVESTMENT PROFILE -- printed 09.1980 / 500 coples --







