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Appendix B

EMERSON ELECTRIC COMPANY ACP DIVISION:

THE FAN SUBPACK SOURCING DECISION

Maquil adora Overview


A maquil adora operation was a Mexican production facility that imported duty-free raw materials, added value (assembly, processing, etc.), then exported its production to markets outside Mexico.  This type of production arrangement was becoming popular because of the wage savings, tariff treatment, transport and inventory savings, and liberal ownership rules associated with maquil adora operations.


Wage savings were the primary lure for attracting production operations to Mexico.  In mid-1987 fully burdened wages for general labor were less than one U.S. dollar per hour, compared with wages in the two-to four-dollar range for Taiwan, Hong Kong, Singapore, and South Korea.  The recent appreciation of most Asian currencies and depreciation of the peso relative to the U.S. dollar had made the Mexican labor cost advantage even more substantial than before.


Mexico waived normal tariffs on materials imported for use in maquil adora production.  Raw materials entered duty-free, so long as they were secured by a bond and exported within six months; duty was paid only on the value added in Mexico when the product was exported.


The geographic proximity of Mexico to the United States was another factor in favor of maquil adora production.  Transport times and distances from Mexico were a fraction of those from Asia.  This proximity allowed lower shipping expenses and less distribution-pipeline inventory.

A final attraction about maquil adora operations was the modified equity ownership rule.  Maquil adoras could be 100 percent foreign owned, whereas most corporations operating in Mexico were required to have majority ownership by Mexican nationals.


The financial incentives to manufacture products in Mexico should not, however, mask the difficulties associated with operating a maquil adora plant.  The three most substantial hurdles were the lack of an educated labor pool, high turnover rates, and the lack of a developed infrastructure.


The lack of educated labor was a constraint on the types of production possible without large amounts of in-house training.  Mexico’s general labor was characterized by low numeric and analytic skill, and even college graduates were trained to a far less degree than their American counterparts.  This picture was in striking contrast to most of the Asian newly industrialized countries, where educated workers were readily available.

