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Abstract

This paper examines how the process of North American economic integration, and the new forms of inter-firm networks it has inspired, affect Mexican companies and workers in the apparel and textile industries. I employ a Global Commodity Chains (GCC) framework in analyzing how emerging cross-border production networks, and the modes of governance they imply, shape development outcomes for three apparel production centers in north, central, and southern Mexico: the Torreón cluster in the state of  Coahuila; the state of Aguascalientes; and Mérida, Yucatán. My findings suggest that new NAFTA-inspired networks for the production of apparel are promoting greater industrial upgrading, better working conditions, and more backward and forward linkages to national firms. While NAFTA-era production networks are more locally embedded than those associated with the earlier model of maquila production, the extent to which national firms and workers benefit as a result of their participation in these networks is contingent on the way in which local clusters become incorporated into the apparel commodity chain, and in particular, on the type of governance exercised by the foreign lead firms that control the organization of Mexico's export-oriented apparel industry. 

In 1990, Mexico was the seventh largest exporter of apparel to the United States, the world's largest single country market for apparel, trailing Hong Kong, China, South Korea, Taiwan, the Philippines, and the Dominican Republic. By the decade's close, it emerged as the number one exporter of apparel to the U. S. market, with exports increasing in value from US$832 million in 1991 to US$6.5 billion in 1998-- the year that Mexico overtook China as the leading supplier of apparel products to the U.S. market. This paper examines the developmental implications of this phenomenal export dynamism for firms and workers in the Mexican apparel and textile industries. First, I briefly review recent Mexican political economy, focusing on the consequences of the country's radical and rapid economic opening on the apparel sector and the expansion of the export-oriented in-bond or maquiladora assembly industry. Second, I address how the North American Free Trade Agreement (NAFTA ) is restructuring the apparel industry in the form of new types of cross-border inter-firm networks between U.S. and Mexican companies. Third, I explain the governance structure of these networks in terms of the role played by U.S. lead firms, and fourth, I examine the implications of these new networked forms of production for the Mexican textile-apparel complex, drawing on fieldwork conducted in three sites in northeastern Mexico (the Torreón/Gomez Palacio cluster in Coahuila), central Mexico (the state of Aguascalientes), and southern Mexico (the state of Yucatán).

I employ a global commodity chains framework to understand recent changes in the structure of the North American apparel industry and the implications of this restructuring for Mexican firms and workers. A commodity chain is defined as “a network of labor and production processes whose end result is a finished commodity” (Hopkins and Wallerstein 1986: 159). The global commodity chains (GCC) framework provides a way to map the increasingly complex and dispersed spatial and organizational dimensions of production and distribution in a global economy. Each commodity chain is comprised of distinct nodes, which represent discrete though inter-related parts of the production process. In apparel, the chain extends from raw materials (such as cotton or wool) to the production of fibers, the manufacture of textiles, the design of garments, the assembly of products, and the marketing and retail of finished clothes. The commodity chains framework departs from traditional approaches because it requires us to look at related industries in order to understand the dynamics of global sectors. For this reason, my analysis spans both organizational boundaries between industries, and geographical borders, examining the relationship between textile manufacturers, apparel firms, subcontractors, and retailers in both the United States and Mexico.

The main argument of this paper is that a GCC approach illuminates the organizational dynamics of the North American apparel industry by focusing on the role played by the lead firms, which are predominantly U.S.-based retailers, branded manufacturers, and large contractors, in shaping export-oriented garment production networks in Mexico. This analysis departs from alternative, but complementary approaches because first, it focuses primarily on the inter-firm networks that link producers in developing economies to global markets and second, uses this focus on lead firms to explain the developmental consequences of those networks through fieldwork conducted at various production sites where these networks "touch down." The commodity chains framework, which is global in its scope, can be useful for the study of national or regional development because it recognizes that these chains are the mechanisms through which local actors are incorporated into the international economy, and that in every chain "there are key actors who take responsibility for the inter-firm division of labor, and for the capacities of particular participants to upgrade their activities" (Kaplinsky 2000:10). The forms of governance that characterize each chain will affect the distribution of profits and costs among firms and workers that participate in these networks. 

Much research on export-oriented manufacturing clusters in developing countries has drawn heavily on the industrial districts model, developed as a Weberian ideal type to describe the intra-cluster dynamics and local institutional environment responsible for the global competitiveness of small firms in the Emilia-Romagna region, or so-called Third Italy. Excitement was generated in development circles by early formulations of the industrial districts model because it seemed to provide policy prescriptions for how primarily labor-intensive, export-oriented manufacturing industries--such as the ones that are likely to be dominant in developing countries experiencing trade liberalization--could provide a "high road to competitiveness" for local firms and workers (Humphrey 1995). However, some applications of the industrial districts model have found that it is not likely to be easily repeated in the developing country contexts of Latin American and Asia (Cawthorne 1995; Rabellotti 1995). There is increasingly widespread consensus that the industrial districts literature has focused almost exclusively on intra-cluster dynamics at the expense of the inter-firm networks, or cross-border chains, through which local firms access global markets.

In Mexico, the traditional industrial districts literature does not accurately describe the major apparel exporting clusters in the country: dense, horizontal networks between firms are rare, industry-specific institutions to support local companies are non-existent, and rather than trust and competitive cooperation, relationships between firms located at different points along the chain (e.g. textile and apparel manufacturers) are strained for a number of historical and sociological reasons. The GCC framework introduces the concept of power through its discussion of governance to explain the developmental consequences of export dynamism in these traditional industries, and in so doing, it complements the industrial districts focus on intra-cluster dynamics and organization. However, the use of the GCC framework to orient fieldwork in specific clusters also provides the grounding of this global approach, which is necessary to understand how governance is exercised and with what results in particular institutional environments. This will be addressed in greater detail in the final section.     

Economic Transformation South of the Border: Two "Mexican Miracles"

Strongly influenced at times by the prescriptions of the United Nations Economic Commission on Latin America (Prebisch 1950) and the work of economists such as Albert Hirschman (1958), Mexico followed an Import Substituting Industrialization development model from the late 1930s through the end of the 1970s. The goal of the ISI regime was to replace the enclave economy characteristic of resource-rich Mexico with a modern, industrialized nation that could supply its home market with domestically-manufactured goods. Protection of infant industries was achieved through tariffs and quotas, as well as tax exemptions for strategic industries deemed “new and necessary” under Mexican law (Dussel 1997). The ISI period was marked by a “peaceful coexistence” between state enterprises and national private firms, which together produced consumer and intermediate goods, while transnational corporations concentrated in supplying the domestic market with more advanced manufacturing goods.   

The ISI regime was undoubtedly successful in stimulating Mexican economic growth. Between 1940 and 1970, Mexican GNP grew at a rate of 6.5% per year, with an annual per capita growth rate of 3% (Villarreal 1997). The real minimum wage rose steadily from the mid-1950s through the mid-1960s, and federal expenditures on social spending contributed to a general rise in the Mexican worker’s standard of living for much of the period. The corporatist pact that has been the hallmark of Mexico’s post-revolutionary experience (along with the hegemonic role of the quasi-state political party, the Partido Institucional Revolucionario) was at its strongest during this period. The active role of the Mexican state in directing the country’s economic growth, and in particular the protectionist measures it implemented which insured domestic manufacturers healthy profit margins in a closed market, promoted a period of relative cooperation between labor and capital (Middlebrook 1995; Hamilton 1982).

Nevertheless the growth achieved during the years of the so-called “Mexican miracle” could not save the ISI regime from a series of crises caused primarily by a persistent balance of payments problem, which began in the late 1960s (Fajnzylber 1983; Aspe 1993). While the architects of the ISI model understood that its initial stages would require a major degree of dependency on foreign capital, the regime never successfully “deepened,” meaning that ever-increasing quantities of imports were needed to fuel industrial growth (Villarreal 1977; Schydlowsky 1972). Although Mexico for a time was able to finance ISI through agricultural surpluses and later through petroleum exports, these sources were exhausted by the early 1980s and Mexico was plunged into its worst economic crisis since the Great Depression, with a major devaluation of the peso in 1982. 

The period following the 1982 crisis marked an initial retreat from the ISI regime. Mexico’s accession to the General Agreement on Tariffs and Trade (GATT) in 1986 was an important indication that the country was moving in the direction of greater openness, but the first comprehensive articulation of Mexico’s new development strategy was not issued until 1987 with President Miguel de la Madrid’s announcement of the Pacto de Solidaridad Económica (Economic Solidarity Pact). The date of this declaration, December 15, 1987, marks the definitive beginning of Mexico’s liberalization program. Acknowledging that drastic changes were needed in the country’s economic development strategy, the Pact introduced the abolition of tariffs, the indexing of wages, and a new relationship between the state and organized labor. Mexico’s adoption of a new development paradigm, and particularly its focus on export-oriented growth as the most central tenet of this strategy, was further solidified with the signing of the North American Free Trade Agreement in 1993. 

The package of neoliberal reforms adopted by Mexico since the mid-1980s is designed to achieve macroeconomic stability by controlling inflation, opening markets, and championing private sector-led growth. The key to Mexico’s liberalization program, however, is export promotion. The export sector has, by all accounts, been highly dynamic. In only ten years, Mexico has quadrupled its exports from US$35 billion in 1989 to US$137 billion in 1999, with most of that growth occurring since NAFTA’s implementation (SECOFI 2000). The fact that Mexico has transformed itself from one of the most closed economies in the world to one of the most open in a span of little more than a decade, and has achieved this transformation in a context of overall macroeconomic stability and dramatic export growth, can be justifiably considered a second Mexican miracle.

However there is significant debate in Mexico today about the extent to which this development strategy can reduce poverty and promote more equitable growth. The export-led strategy has been successful when judged in its own terms: the Mexican economy has avoided running a fiscal deficit and managed to control inflation. However this strategy is not necessarily designed to create jobs or reduce inequality, and when these criterion are added to an evaluation of Mexico’s economic performance, the conclusions are considerably less bright (Dussel Peters 1999). Much of the boost given to Mexican exports in recent years is attributable to the increased competitiveness of Mexican goods since the December 1994 devaluation. However, the peso’s loss of over half of its pre-devaluation value in a matter of months has meant a massive decline of 39% in Mexicans’ purchasing power (Gereffi 1999). Furthermore, employment creation over the last decade has been lackluster, and wage inequality in Mexico has worsened since 1987 (Dussel Peters 1999; Salas and Zepeda 1999). By the government's own admission, approximately half of Mexico's economically active population works in the informal sector. 

Much of the debate in Mexico today focuses on the importance of the maquiladora sector, which has been the lynchpin of the country's export dynamism. Maquiladoras are in-bond plants that assemble a variety of products (though chiefly apparel, electronics, autos and auto parts) for export from U.S. components. Maquila exports receive preferential access to the U.S. market under clause 807 (now 9802) of the U.S. Trade Law which allows goods assembled abroad from U.S.-made components to be imported into the United States virtually duty-free. (Duty is assessed only on the minimal value-added from the assembly process.) Growth of the maquila sector has been particularly dramatic in recent years: “In 1993, Mexico’s maquiladora industry generated $22 billion in exports and employed 540,000 Mexicans; by 1996, it had grown by 50% to 811,000 jobs, while exports rose by 54% to $34 billion” (Gereffi1999).  Recently, the number of workers in Mexico’s maquila industry passed 1 million, and according to Mexican economic officials, there are 50 to 55 new maquilas being established each month (SECOFI interview 8/13/99). 

The maquiladora industry has received much scholarly attention over the past two decades. As a sector devoted primarily to the assembly of imported inputs for export to a neighboring, high wage country, the maquila industry seems to be an example par excellence of a new international division of labor, whereby labor-intensive parts of the production process can be moved offshore, allowing companies in developed countries to take advantage of much lower labor costs in near-by, peripheral sites (Frobel et al. 1980). The maquila industry has been sharply criticized for a variety of reasons, including suppression of attempts to organize labor, poor working conditions and failure to generate integrated industrial development in Mexico through backward linkages to supplier industries (Fernandez Kelly 1983; Kaplinsky 1993).

Recent studies suggest that a second and even third generation of maquilas are emerging in Mexico, characterized by genuine manufacturing as opposed to mere assembly operations, including some product design and research and development activities (Carrillo 1998; Gereffi 1996). However, the maquila industry remains poorly linked to the Mexican economy in terms of domestically-sourced inputs, with an estimated 98% of the inputs still being imported from the United States. Between 1994 and 1998, companies with foreign direct investment, many of which are maquilas, have created one of four new jobs in Mexico (SECOFI 2000). This mixed assessment of the maquilas' contribution to national economic performance is further complicated by the fact that a significant number of jobs generated by the maquila industry are characterized by lower wages than prevail in the rest of the Mexican manufacturing sector (Dussel Peters 1999), although they are not necessarily poorly paid by Mexican standards. In 1999, the average salary paid to maquila workers was four times higher than the legally mandated minimum wage (SECOFI 2000). Alarcón and Zepeda (1997) summarize the general consensus suggested by the literature on the maquiladoras: “while the rapid growth of maquiladoras has made an important contribution to employment creation during the period of adjustment, the low level of inter-industry links that characterise maquila operations restrict their potential impact on employment creation in other sectors of the economy." 

Garments exported under the maquila regime have dominated Mexico's foreign trade in the apparel industry. In 1998, the last year for which reliable data is available, Mexico exported well over US$5.1 billion worth of apparel to the United States under the maquila regime, as compared to only US$1.4 billion in direct exports. This means that the vast majority of apparel exported by Mexico is assembled from imported U.S. fabrics with minimal value added in the country. The dynamic expansion of Mexico's sewing maquiladoras in recent years can be contrasted with a situation of sustained crisis in the country's domestic apparel industry. Beginning in the early 1990s, national firms began to encounter grave problems as very cheap Asian garments flooded the domestic market. The lean period of the early 1990s reached a crisis point in 1994, following the December devaluation that devastated the purchasing power of Mexican consumers. The national market has yet to recover from this crisis, and large numbers of small firms have closed in recent years. Others have converted from manufacturers for the domestic market to maquila subcontractors for U.S. firms.  Government statistics indicate that in 1998 there were 224,000 workers sewing apparel in 912 Mexican maquilas. However this figure dramatically underestimates the total number of workers involved in export-oriented production because it does not include the large number of sewers in "submaquilas" making garments in factories which are not registered as maquilas with the government, but serve as contractors for larger in-bond factories. For this reason, it is unclear how many of the 605,000 apparel workers in the industry today are indirectly involved in maquila production, although it is most likely a significant percentage.

Because the maquila regime has played such an important role in propelling Mexico to the head of the pack among exporters of garments to the United States, recent trends in the apparel industry are emblematic of the debate in Mexico about the extent to which maquilas are promoting industrial upgrading and development. Some critics of the maquila program have suggested that Mexico’s shift to an export-led strategy in the context of North American economic integration sets the stage for the “maquilization of Mexico,” with the entire country becoming converted into a site for low value-added export-oriented assembly" (Sklair 1993). However, at least in some industries NAFTA creates an institutional context conducive to the growth of more integrated, export-oriented manufacturing in Mexico. Clause 807 (9802) of the U.S. Trade Law has historically discouraged U.S. firms from setting up integrated manufacturing networks in Mexico by limiting preferential access to the U.S. market to imported products assembled in maquilas from U.S.-made components. NAFTA significantly reduces the advantages offered by the maquila model because it establishes new rules of origin that allow a good to be imported into the United States duty-free as long as its component parts are manufactured in Canada, the United States, or Mexico. This eliminates one of the major obstacles to increasing backward linkages between export-oriented firms and the rest of the Mexican economy, and is setting the stage for the emergence of new types of cross-order production networks that are transforming the Mexican apparel industry.

Beyond the Maquila Model?: The Mexican Apparel Industry in the Era of  NAFTA 

In some industries, the fact that NAFTA creates new rules of origin for trade between the signatory countries will not affect the maquila networks existing between U.S. and Mexican firms. One example is the electronics industry. While theoretically, NAFTA rules of origin would allow companies like IBM to use domestically-manufactured inputs in their assembly operations of laptops in Guadalajara, IBM is unlikely to replace existing suppliers with Mexican companies because there is no domestic computer industry that has supported the development of national component suppliers. In contrast, multinationals like IBM with maquila operations in Guadalajara, "Mexico's silicon valley," will continue to import needed components or encourage their foreign suppliers to relocate production operations to Mexico in order to be close to their clients. While the relocation of foreign suppliers to Mexico in order to supply local assembly operations stimulates foreign direct investment in the country and creates jobs for Mexican workers, it does not necessarily embed the maquila sector more deeply into the national economy through linkages to local firms (Dussel Peters 1999b).

In contrast, the NAFTA rules of origin are having a signficant impact on the apparel industry because an increasing number of U.S. clients are looking to purchase raw materials, mostly fabric and trims like buttons and zippers, from companies in Mexico that can produce export-quality materials at an internationally competitive price. While the domestic textile and apparel industries, prior to the country's economic opening, had both cost and quality problems, this situation has been changing in recent years. Between Mexican-owned firms that traditionally served the domestic market and new joint ventures or subsidiaries of U.S. textile companies with operations in Mexico, the amount of local value-added by raw materials in Mexico's apparel exports is beginning to rise. For example, although non-maquila exports still represent only 21% of Mexico's total apparel exports to the United States, this percentage has nearly tripled in percentage terms in just four years, and increased more than tenfold in value from US$125 million in 1994 to US$1.4 billion in 1998 (Bair and Gereffi 2000).

This increase in non-maquila exports indicates a qualitative shift in the Mexican apparel sector beyond apparel assembly to what is known as "full package" production, which involves more than the limited, low value-added operations associated with the maquilas. Full package manufacturing is far more demanding and far more costly than maquila production because it requires the firm receiving the order to coordinate all the activities associated with manufacturing apparel: buying the raw materials, cutting the fabric, assembling the garment, laundering and finishing the product, packing, and distributing the final goods. Although a more challenging production model than its maquila counterpart, it is also more profitable for the firm receiving the order and potentially involves more local value added. The shift from the maquila model of production to full package can therefore be considered a form of industrial upgrading because it changes the relationship between the client and the manufacturer in a direction that gives more autonomy and opportunities for learning to the supplier (Gereffi and Tam 1998; Bair and Gereffi 2000). The emergence of full package production in Mexico is also considered good for the country's development because it represents a more integrated form of manufacturing, creating links between apparel and textile manufacturers and other component suppliers beyond the maquila enclave. Although still a modest percentage of total apparel exports, full package production is a trend suggesting that rather than the "maquilization of Mexico," NAFTA can promote export-oriented growth that is based on more than the exploitation of low-wage labor in assembly-only operations.

To the extent that it is occurring, how is the transition from maquila to full package production being accomplished in Mexico? The key to Mexico's transition from maquila to more integrated export production are networks connecting a small, but powerful group of U.S. buyers to their subsidiaries, suppliers, and subcontractors in Mexico. Traditionally apparel assembly under the maquila regime was coordinated by U.S. apparel manufacturers that built sewing plants in Mexico. These companies generally retained domestic sewing operations as well, so they had the experience and infrastructure as manufacturers to coordinate cross-border production networks. However, since NAFTA new types of lead firms have been attracted to Mexico as a production site. Branded marketers (such as Levi Strauss and Liz Claiborne) and retailers (such as JC Penney and the Gap) consider Mexico an attractive, lower cost alternative to the mostly East Asian countries that have traditionally supplied these buyers with apparel. Unlike manufacturers, retailers and marketers require full package supply because they dedicate themselves not to production, but rather to the most profitable parts of the apparel commodity chain with the highest barriers to entry: design, marketing, and retail. These companies want to source full package apparel out of Mexico instead of coordinating maquila production, and they rely on a set of first-tier contractors who receive their orders and coordinate their production south of the border. Thus, through a series of inter-firm networks linking U.S. buyers and several tiers of apparel manufacturers and their contractors in Mexico, as well as raw material suppliers and service providers (laundries, screenprinters, embroiderers), Mexico is developing the capability to fill full package orders for major U.S. firms. These networks are the organizational infrastructure of Mexico's meteoric rise as the leading apparel exporter to the U.S. market.

The remainder of this paper will examine the implications of these networks for national firms and workers in the Mexican textile-apparel complex. Prior to NAFTA, the export-oriented apparel industry was strong in apparel assembly, but today firms in Mexico perform all of the activities related to the production (as opposed to the design and marketing) portion of the apparel commodity chain. How prevalent is the more integrated, higher value-added model of full package production? Who benefits from the lengthening of the Mexican apparel commodity chain that full package production implies, and what are the relative roles played by national and foreign firms? In short, what are the implications for Mexican development? The next section lays the foundation for this analysis by examining the governance of the North American apparel commodity chain, and specifically, the role played by lead firms.

Power and Profits: Governing the Apparel Commodity Chain 

To claim that every commodity chain has a governance structure is to say that each set of activities related to the design, production, and distribution of a finished good is controlled by a lead firm or set of firms that determine how the costs and benefits are distributed between the various actors involved in the chain. The governance dimension is critical in transforming the GCC approach from an organizational framework to an analytical tool that can shed light on the distributional consequences of globalization for firms and workers in developing economies, as recently argued by Raphael Kaplinsky: “What it [the concept of governance] does is throw light on those factors determining the nature of the insertion of different producers into the global division of labour. For…it is not just a matter of whether producers participate in the global economy which determines their returns to production, but how and on what terms they do so” (Kaplinsky 2000:11). 

Kaplinsky identifies three forms of governance. Legislative governance refers to the specific rules that define the conditions for participation in the chain. Judicial governance refers to the process of auditing performance and checking compliance with these rules. Executive governance refers to the role of proactive assistance provided to chain participants so that they can effectively meet the operating rules. Drawing on Kaplinsky, we can recognize the following forms of governance at work in the North American apparel industry:

· Legislative governance is exercised by retailers and branded manufacturers (chain drivers) who affect the distribution of profits along the chain by their control of the highest value added activities: product development (design) and marketing. The strategies of retailers (JC Penney, K-Mart, etc.) and branded manufacturers (Levi Strauss, Sara Lee, etc.) are increasingly similar. Whereas in the past, retailers controlled the marketing end of the value chain and branded manufacturers the design and production process, there has been marked convergence in their rent seeking strategies. Retailers are increasingly promoting the design and development of their own, private label brands (Arizona jeans for JC Penney and Route 66 for K-Mart), and branded manufacturers like Levis and Sara Lee are moving out of apparel production and relying on the same kinds of far-flung global networks for the sourcing of their apparel that have traditionally been the domain of retailers.

· Judicial governance is exercised ultimately by the consumer through intermediary NGOs, watchdog groups, and industry-specific monitoring bodies that are responsible for insuring manufacturers in developing countries comply with corporate codes of conduct. Increasingly the chain drivers are also playing this role, with inspection teams that visit their contractors or local brokers in Mexico. They are responsible for finding and certifying local producers and insuring their compliance with company-specific norms regarding both the quality of their products and their workplaces.

· Executive governance is generally exercised by the first tier manufacturers, often U.S.-owned subsidiaries of domestic manufacturers who have shifted production offshore, or less commonly by a large Mexican apparel company. These full package manufacturers manage production networks in countries like Mexico which often involve many local maquilas or contractors, and they act as gate-keepers to the orders from large U.S. buyers. They are responsible for coordinating the supply chain in terms of raw materials and providing the technical assistance that local suppliers need to insure that they deliver the final goods on-time and with the necessary level of quality.

These forms of governance have important implications for the extent to which Mexican firms and workers benefit from their participation in the apparel commodity chain. The major problem with the governance mechanisms as they exist in Mexico's apparel industry is that upgrading the local industry relies on chain drivers who perform the role of executive governance. There are four main reasons why this is problematic. First, because many of these first-tier manufacturers are U.S. as opposed to Mexican firms, they can easily relocate apparel production, which remains highly sensitive to labor costs, to other countries when wage rates start to rise. Chain drivers are also likely to relocate production to lower wage sites within a country. Thus, in all of the sites I have visited in Mexico, I have witnessed the same trend: the movement of apparel production from urban areas to rural hinterlands, where labor is cheaper and opportunities for alternative employment, and therefore turnover, lower. 

Second, the role of first-tier contractors in coordinating production means that Mexican suppliers often do not develop direct contacts with the U.S. buyers that would allow them to by-pass these gate-keepers. Aside from increasing the profits that accrue to Mexican contractors, eliminating these middlemen would allow local firms to develop the skills necessary to coordinate the logistics of full package production. 

Third, industrial upgrading to higher value added processes is unlikely to occur where local firms rely on chain drivers to teach them about design and marketing-- precisely those activities where the lead firms seek to protect their rents. Thus, few Mexican apparel manufacturers-- even those that assemble export-quality garments for branded firms under the maquila program-- are able to develop and market their own products.

Fourth, there is widespread consensus in Mexico today that the country lacks anything resembling an effective industrial policy which might promote alternatives to the kinds  of executive governance currently exercised by the chain drivers. Instead, the suppression of wages and the rupture of the corporatist pact which has traditionally governed the relationship between the state, the private sector, and labor in Mexico, mean that the government has paid for the country's spectacular success in export markets with declining real incomes for Mexican workers and widespread crisis in the abandoned small and medium firm sector (de la Garza 1996). This problem is exacerbated by the fact that Mexico's rapid liberalization over the past fifteen years has led some to equate any form of state intervention with a dangerous return to the protectionism associated with the failed policies of the Import Substituting regime.

Despite these problems, the fieldwork I have conducted suggests that there are several possibilities for industrial upgrading in the Mexican apparel industry. First, upgrading is possible at the level of the industry by moving from the low value added activity of apparel assembly, closely associated with the maquila regime, to full package manufacturing involving higher value added activities, such as cutting, laundering, and textile production. This process of upgrading is already occurring, most notably in Torreón, spurred by the elimination of barriers to trade under NAFTA and major investments by several large U.S. textile companies. 

Second, upgrading is possible at the level of the local firm in one of two ways. Some Mexican companies can shift from maquila production (assembly of parts supplied by the lead firm) to full package production (coordination of all parts of the production process). While full package production still does not guarantee that local firms will play a role in the highest value added activities of design and marketing, it does generally represent a more profitable business for apparel companies since the retailers and marketers driving the chain are increasingly willing to let full package manufacturers make a higher margin than their maquila counterparts, in return for their coordinating the entire process and financing the purchase of raw materials. Ultimately the extent to which the shift from maquila to full package production benefits Mexican firms will depend on how many national companies are able to assume the role of the first-tier manufacturers that drive the commodity chain.

Upgrading is also possible at the level of the individual firm which moves from assembly production to own brand manufacturing (OBM)-- that is, the development and marketing of its own line of apparel. It is highly unlikely that Mexican manufacturers will be successful in selling their own line of clothes to major U.S. retailers such as Wal-Mart and J.C. Penney, which are sourcing hundreds of thousands of garments for their private label brands from Mexico each week; nor can they compete with companies like the Gap and Levi Strauss, which invest millions of dollars in designing and marketing their brands. However, small and medium sized firms can produce the volumes required for the Mexican market or niche markets in the United States.

In the remainder of this paper, I will explore these possibilities for industrial upgrading through a discussion of fieldwork conducted in three sites in Mexico (see Tables 1 and 2). Following a brief discussion of the methodology used to collect this data, I investigate the implications of fieldwork conducted in three distinct apparel producing clusters in northeastern, central, and southern Mexico. I focus on the governance structure of cross-border networks in each of the three sites and the role of lead firms in coordinating local production. While firms in each of these sites have become incorporated into the North American apparel commodity chain, the developmental implications of this incorporation differ across the clusters.

Methodology

The fieldwork on which this analysis is based was conducted during separate trips to the three sites over the course of two years. The interviews in the Torreón cluster were conducted in July 1998, while the research in Yucatán and Aguascalientes was conducted in May and June 2000, respectively. Open-ended strategic interviews with Mexican-owned, U.S.-owned, and joint-venture textile and apparel firms, industry associations, and local government organizations, were coupled with plant visits and the use of secondary materials to document recent changes in the industry. Initial contacts for all three sites were made with major export firms through earlier interviews, conducted between 1996 and 1998, with U.S.-based textile manufacturers, apparel companies, and retailers.  Talking with lead U.S. firms enabled me not only to make contacts with their local suppliers and/or subsidiaries, but also gave me a sense of the landscape of the local industry as they saw it. 

This was supplemented by interviews with the local branch of the national apparel industry association (Camara Nacional de la Industria del Vestido). These interviews provided me with a better understanding of the local industry's development, and I found working through the local industry association gave me access to smaller, national firms that would not have been brought to my attention by relying solely on the contacts of U.S. lead firms. I also interviewed representatives from the office of the secretary for economic development, in order to understand the environment for business in the state, as well as to learn about special programs designed to attract investment or support local firms in the apparel industry. Another set of interviews which proved helpful in orienting me in the field were conducted with representatives of Mexico's bank for foreign trade (Banco Nacional de Comercio Exterior, or Bancomext, as it is known) in Mexico City. Bancomext has sectoral specialists that work with national textile and apparel producers. It provides limited funding for Mexican firms looking to export their products, so that they can attend industry shows in the United States or other foreign countries to make contacts with buyers. The bank also plays a matchmaking role by putting foreign buyers that contact Bancomext in direct contact with specific firms that produce the apparel they are looking to source in Mexico.  

This method is superior to more random sampling techniques for two reasons: First, the restructuring of the North American apparel commodity chain is being driven by a relatively small number of firms in the United States, and this approach allows me to identify these firms and the companies they work with in specific sites-- both in terms of their main suppliers or partners in the local cluster, as well as the tiers of smaller subcontractors that are not linked directly to the U.S. market.  Second, this approach guarantees me better access to these firms since I do not contact them “cold,” but rather are referred to them by a firm I have already interviewed higher up on the commodity chain, another local firm in the cluster, or the local chamber of apparel manufacturers. 

Interviews were conducted primarily in Spanish on-site with the company’s plant manager, director of foreign operations, or owner, depending on the firm, and they lasted an average of two hours. The interviews were generally followed by a tour of the production facilities.  In addition to providing an opportunity to evaluate the working conditions and industrial relations (as suggested by plant floor interactions between the workers and managerial staff), these tours also permitted me to speak with additional informants, such as production trainers and line supervisors, whose perspectives on the operation complemented the data collected in the initial interview.  

Rather than administer a standard survey-style instrument, I conducted strategic interviews with lead firms in the United States, as well as with my informants in the field. The strategic interview is a semi-structured interview format and differs from a traditional, survey-style interview in that there is no standardized questionnaire. Rather, the interviewers use a protocol as a template that lists key questions to insure that critical issues are addressed with each respondent. The questions listed in the protocol are of an open-ended nature, and the protocol is not intended as an exhaustive list of the topics that the interview will address. Instead, these questions are used as probes that help the informant understand the kind of information the interviewer is interested in. 

The interviews conducted in Torreón were part of an earlier research project, and focused more on industry and network structure than local developmental outcomes.
 In contrast, the theme of development outcomes has been central to more recent fieldwork. For this reason, the data from Torreón and the other two sites, Aguascalientes and Yucatán, are not strictly compatible. Consequently, I have not included a table for the Torreón findings analogous to Tables 3 and 4 for the Aguascalientes and Yucatán cases. The discussion of Torreón focuses on the emergence of full package networks in the region in terms of governance structure, although I also briefly discuss the implications of these networks for local industrial upgrading, employment, and working conditions.

Beyond Maquila Production: Coordinating full package networks in Torreón

Torreón, a city located in the cotton-growing region of La Laguna in northeastern Mexico, has become the world’s leading export center for blue jeans.  The Torreón cluster actually includes, in addition to the city of Torreón in the state of Coahuila, two cities across the border in the neighboring state of Durango-- Lerdo and Gómez Palacio. There are about 350 apparel factories operating in this cluster, virtually all of which are oriented to the export market.  According to industry estimates, these factories make about 4 million pairs of jean a week. Approximately 65,000 of Torreón’s population of a half million are employed in the apparel industry, up from 40,000 apparel workers as recently as 1994.
  Workers in the industry are paid according to a piece rate system whereby they receive a base wage, which is typically a multiple of the local minimum wage, plus additional earnings “per piece” when they achieve certain productivity levels or fulfill set production quotas.

New types of networks are emerging between retail, textile, and apparel companies in Torreón and the United States that are creating a dynamic apparel cluster in the area. This is not only creating new types of jobs in segments of the apparel commodity chain such as textile production, cutting, and laundering, but may also be improving the many production jobs in Torreón’s sewing plants, where the majority of employees in the industry continue to work (See Figure 1). 

The apparel commodity chain in Torreón includes more than the assembly operations that we associate with the basic maquiladora model of production.  In anticipation of the elimination of tariffs on the cutting of denim cloth in Mexico on January 1, 1999, many jeans manufacturers moved this part of the production process to Mexico in 1997, and the pace accelerated through 1998.  There has also been growth in Torreón’s textile industry, spurred by U.S. companies that have established manufacturing operations in the area. The growth of textile production in Torreón is significant in terms of employment since textile jobs typically pay more than apparel jobs. For example, 1998 average hourly labor costs in the Mexican textile industry were $2.23 an hour as compared to $1.51 in apparel. 

Among the companies making new textile investments in the Torreón region is Cone Mills, a denim manufacturer that has established a joint venture with the Mexican textile firm Compañía Industrial de Parras.  Together these two companies built Parras-Cone, a denim mill located in the town of Parras, about two hours from Torreón.  There are 740 workers at Parras-Cone, of which roughly 80 have supervisory positions.  Some workers, many of whom had little or no previous industrial experience prior to being hired by Parras-Cone, are trained on their machines during mini-seminars conducted periodically at the plant by the companies that make the mill’s equipment.  New employees also learn about their jobs by watching videotapes in Parras-Cone’s video lab-- part of the company’s “university complex” where many workers spend their days off taking English classes taught by instructors from local schools and colleges.  With the exception of the plant manager and one other supervisor, all of the managers and supervisors at Parras Cone are Mexican. 

Grupo Lajat, a large Mexican corporation with interests in agriculture and oil, has also embarked on a new investment in textile production in Torreón.  Although Lajat had no previous experience in apparel, its joint venture with the U.S. company Kentucky Apparel has resulted in the construction of six sewing factories, two laundries, three finishing plants, and a denim mill in the Torreón area.  Kentucky-Lajat, the joint venture apparel operation between Grupo Lajat and Kentucky Apparel, manufactures jeans for well-known U.S. brands such as Tommy Hilfiger, Gap, and DKNY, as well as lower-end labels such as K-Mart’s Route 66 line.  These U.S. buyers inspect Kentucky-Lajat’s apparel plants to insure that they are meeting a host of standards that apply not only to the quality of their products, but also to the quality of their workplaces. These standards range from environmental regulations to safety measures designed to reduce the risk of workplace injury.  Kentucky-Lajat also inspects its network of apparel contractors to insure that they are meeting the same standards.  If the U.S. buyer discovers that one of Kentucky-Lajat’s contractors is involved in violating any of the labor standards it has issued, the relationship between Kentucky-Lajat and the U.S. company placing the order may be in jeopardy.

The recent publicity surrounding several cases of labor abuses in sweatshops ranging from Los Angeles to Guatemala to Southeast Asia has made many U.S. companies more cautious about producing and sourcing apparel offshore.  This is particularly true for branded manufacturers such as Levis, designers like Tommy Hilfiger, marketers like the Gap, and retailers like JC Penney.  Because the consumer associates these companies’ products so closely with their brand names, negative publicity surrounding labor abuses in their production networks can seriously tarnish the enormous investment these carefully cultivated brand names represent.  The importance branded firms attach to the preservation of their public image has become an Achilles heel of major U.S. apparel companies, which make ideal targets for anti-sweatshop campaigns sponsored by human rights groups, student activists, and labor organizations.  As a result of their heightened sensitivity to negative publicity, companies producing or sourcing apparel in places like Torreón appear to be raising the standards of sewing factories in terms of maintaining clean, well-ventilated and well-lit facilities.  Equipment in these factories is similar to or better than that typically found in U.S. plants producing for the same buyers.

While this is not to suggest that labor abuses do not occur in Torreón, or that all of the companies producing in the area have facilities identical to the largest firms, Torreón’s transition from an assembly site to a dynamic manufacturing cluster is having two distinct, positive impacts on employment in the region.  First, the development of new segments of the chain, such as textiles, laundering, and cutting, is bringing new types of jobs to the region, which complement the growing number of sewing jobs.  These new jobs include not only basic production activities such as those involved in cutting fabric, but also the supervisory and technical positions needed to maintain highly automated, capital-intensive operations like Parras-Cone.  Second, the increasing capabilities of the apparel industry in the Torreón region are attracting big U.S. buyers that are generally willing to pay a “brand premium” to insure that their relatively high quality products are made in Mexico under good working conditions. This premium is reflected in the higher per unit price that U.S. buyers are willing to pay for particular brands of jeans. For example, the unit price paid by U.S. buyers to Torreón contractors for the assembly of a basic jean can range between $0.90 and $1.30, while the price for a brand name jean is about $2.00.

During interviews with firms in the Torreón area, two questions were addressed: First, why are branded firms willing to pay such a high “premium”?  Second, how much, if any, of this "brand premium" is received by workers?  In response to the first question, several informants felt that the quality expectations of U.S. buyers more or less require their suppliers in Mexico to offer better training to their workers, as well as a cleaner and safer work environment conducive to the consistent production of high-quality garments.  In addition, well known U.S. brands tend to be more profitable, so these buyers can afford to pay better rates, and branded companies tend to be risk averse and afraid to cut corners because negative publicity will hurt their brand names.  With regard to the second question, it was not possible to assess any appreciable difference in wage rates among companies that would suggest Mexican firms producing for particular U.S. buyers pay their workers more than others.  However, all the full package manufacturers in Torreón appeared to be well managed, to offer good working conditions for their employees, and to comply on a regular basis with Code of Conduct inspections by their U.S. buyers.  Since most full package manufacturers produce a relatively wide range of jeans at different price points, it is difficult to establish a direct relationship between wages, working conditions, and higher end labels. The transition from assembly to full package production is likely to have more important implications for workers than the shift from a discount brand like K-mart to high-end brands like Tommy Hilfiger because full package suppliers require a more modern management philosophy than traditional assembly firms.

Despite the positive employment impacts the development of full package networks are having in Torreón, there are four potential pitfalls created by this type of export-led industrialization in the Mexican apparel industry.  First, U.S. firms control the organization and coordination of Torreón’s production networks for apparel and this could truncate the development of local linkages and decision-making autonomy in Mexico.  Large U.S. companies have been making strategic investments in fibers, textiles, apparel, and retail in Mexico, which position them to play a dominant role in each segment of the commodity chain. Research in Torreón suggests that a number of U.S. companies have been hesitant to incorporate local suppliers into their production networks, mostly due to concerns about quality.
  In some cases, U.S. lead firms may simply be unaware of the availability of locally produced inputs in Mexico that could replace foreign supply networks.  Nonetheless, several U.S. companies placing full package orders in Torreón do work closely with “first tier” Mexican manufacturers and they can play an important role in promoting and incorporating local suppliers into their networks.  Thus, the potential costs of U.S. control might be mitigated by shifting corporate strategies that emphasize regional integration and local partnerships with Mexican producers in the context of NAFTA.

While ownership of key aspects of the apparel commodity chain may be in the hands of foreign firms, the location of many new foreign plants is shifting to Mexico. There has been a dramatic increase in the quantity and quality of textiles produced in Mexico since the mid-1990s. In addition, apparel producers in Torreón have increased their reliance on Mexican-made textiles to fuel their booming full package exports. However, the availability of locally manufactured fabrics varies across different product segments. For example, while Mexico makes a significant quantity of export-quality denim, certain fabrics used in women’s wear are unavailable in Mexico. Many of these fabrics have traditionally been imported from Asia, and the demand for Asian-manufactured textiles in Mexico is significant enough that several Asian companies are establishing mills in Mexico. This allows these Asian companies to circumvent NAFTA’s rules of origin, increasing the competitiveness of their products for full package manufacturers exporting to the U.S. market. While Asian and U.S. investment in the Mexican textile sector may be seen as a formidable source of competition for domestic textile manufacturers, these investments will expand the quality and variety of textiles produced in the country. This is likely to promote rather than constrain Mexico’s transition to full package supply since the availability of less expensive, high quality textiles is critical in allowing Mexico to capture the full package market.

A second source of concern is the risk that small and medium enterprises will be marginalized in Torreón’s export networks. Although the most significant firms involved in full package networks in Torreón are large, they also rely on tiers of smaller subcontractors to assemble garments for the full package orders received from U.S. lead firms. The role smaller companies play in Mexico’s transition to full package production depends on past performance and other criteria valued by the larger manufacturers that receive orders from U.S. buyers.  Small firms incorporated at the bottom rungs of these export networks experience the highest risks, the lowest wages, and the poorest work conditions.

Third, the implications of full package production networks for wages and work conditions in Torreón’s apparel industry are mixed.  Two related trends are evident: The production boom in Torreón has increased the quantity of jobs in the area, but it has also raised the turnover rate.
  What accounts for Torreón’s high labor turnover? As in any tight labor market, workers are pursuing higher wages and even small differences in base wages or piece rates provide a worker with sufficient incentive to change jobs. Furthermore, the prevalence of the piece rate system as a way to maximize earnings means that the apparel boom in Torreón is resulting in a general intensification of the work process. 

Employers in the Torreón area have identified the excessive turnover rates as their most serious problem. Manufacturers have met to try to develop a unified front against the practice of “pirating” workers from competing firms by bidding up wages, but they have not yet developed a solution.  A few manufacturers are addressing the turnover problem in Torreón by relocating production to outlying rural areas. Many of the collective farms that were a centerpiece of Mexico’s agricultural program for decades and that were privatized under the administration of Mexican President Carlos Salinas are located around Torreón in the Laguna region. The privatization of these cooperatives, known as ejidos, has created a supply of landless rural workers with few employment opportunities. Although concerns may be raised about the proletarianization of this formerly agricultural labor force with the arrival of sewing factories, such objections must be evaluated in light of the limited employment and industrialization opportunities available to these communities.
 

Fourth and finally, because Mexico is characterized by substantial inter-regional variations in terms of labor costs, rising wage rates in Torreón might eventually result in the relocation of apparel assembly to less expensive areas of the country. However, while the “footloose” nature of the apparel industry means production is unlikely to be permanently grounded in Torreón or any other area, the nature of the full package production networks taking root in Torreón makes the area less vulnerable to a total collapse if apparel assembly moves elsewhere. Unlike the basic sewing factory needed for apparel assembly, the other segments of the commodity chain that are moving to Torreón represent significant investments. Textile mills and laundries that have been built in the Torreón region involve investments of between $40 and $100 million, depending on the facility.  Companies are far less likely to walk away from these kinds of investments when wages rise, largely because the more capital-intensive nature of these sectors make labor costs less critical than other factors, such as the availability of water and the price of electricity.  These kinds of investments suggest that in the future Torreón may be a hub for full package production, with apparel assembly performed elsewhere. 

Torreón best represents the first model of upgrading outlined above-- that is, upgrading by incorporating more links of the apparel commodity chain into the local production cluster. The most serious problem in Torreón is that the governance structure of the cluster places power and control primarily in the hands of U.S. first-tier manufacturers that manage cross-border networks for full package production. However, at least one Mexican-owned company competes alongside the major U.S. full package manufacturers for these orders, which suggests that local firms can establish direct links with big foreign buyers. Because Torreón's full package networks are embedded in the local economy, with substantial use of Mexican-manufactured fabrics, the cluster is likely to continue to grow, despite the fact that wages and turnover are rising and sewers are harder to find in the urban areas. 

Coming Full Circle: From maquila to own brand manufacturing in Aguascalientes

Aguascalientes is one of the smallest states in the Mexican republic, located in the middle of the country about six hours north of Mexico City. It has long been an industrial center, and since the mid-1980s the state has experienced rapid economic growth in its manufacturing sector, thanks to a continuous stream of investment from local, national, and foreign capital. Although located far from the border in the center of the country, Aguascalientes is a major center for maquila production. The maquilas currently account for 40% of the state’s manufacturing employment and 17% of its exports. Although Aguascalientes’ maquilas assemble a variety of products, including consumer electronics and automobiles, the most notable characteristic of its maquila sector is the dominance of apparel production as the leading activity taking place in the in-bond plants. Of the 71 maquilas registered with the Mexican government in 1998, 63 of them were dedicated to the production of apparel for export.
 70.5% of these maquilas were established with local capital, while 22.2% represented foreign investments by primarily U.S. firms. The remaining 7.3% were maquilas established by Mexicans from other parts of the country (Camacho Sandoval 1999).

The 13 firms I interviewed in Aguascalientes range from fully Mexican-owned maquilas to subsidiaries of foreign full package manufacturers (see Table 3). Only three companies out of the thirteen in the sample have no Mexican ownership, while two are joint ventures between Mexican companies and U.S. partners. What distinguishes Aguascalientes from Torreón is the hybrid of firms that are involved in a mixture of maquila production and full package. While some of the largest maquilas are relatively new, there are also companies included in the sample that have been producing apparel for twenty years or more. Five of the six firms included in the sample had in the past, or were at the time of the interview, involved in manufacturing their own brands, either for the domestic market or for export. 

Boundaries between maquila production, full package production, and own brand manufacturing (OBM) are particularly fluid in Aguascalientes. Two local firms, Companies D and I marketed their own brands of women’s wear to the Mexican consumer in the past. Barely enduring the difficult times associated with the opening of the Mexican market to imports of clothing in the early 1990s, the coup de grace for these medium-sized firms came with the 1994 devaluation. Since that time, they have converted to maquila or full package production for U.S. clients, and both intend to return to the production and marketing of their own brands as soon as possible. 

Company H is another hybrid. Prior to NAFTA, this company manufactured and sold it own line of jeans on the Mexican market. In the mid-1990s, the owners witnessed the rapid growth of maquila production in Aguascalientes and decided to divide the company into a marketing arm for its brand of jeans, and a maquila arm that would produce both the national label and other brands for foreign clients. Company H managed to forge a strategic alliance with a major U.S. textile company that is forward integrating from the manufacture of denim fabrics to the actual production of jeans. This move has been repeated by several U.S. textile companies whose traditional customer base, domestic apparel manufacturers, are moving offshore or looking to source all of their production from subcontractors, while concentrating their efforts on the highest value-added part of the apparel commodity chain—product design and marketing. The U.S. textile company was looking for suppliers in Aguascalientes that could supplement its own local production, and Company H now dedicates a large percentage of its production to making Liz Claiborne jeans for the U.S. textile firm, which is also producing both denim fabric and jeans in its own Mexican facilities. Company H plans to expand its production base in the near future through the construction of another factory and hopes that the U.S. textile mill will assist in financing the expansion.

Perhaps most typical of the entrepreneurial spirit that characterizes several of the Aguascalientes companies I visited was Company G—a small, 100% Mexican owned maquila that in June 2000 was beginning to launch its own line of men’s wear for small, regional retail chains in the U.S., as well as the Mexican market. Company G began as a maquila producer for several U.S. full package manufacturers. The owners described this experience as a “school, as opposed to a business.” Due to the extreme cost pressures from U.S. buyers, Company G’s owners wanted to transition from maquila to OBM, and saw the opportunity to do maquila production for foreign clients as an excellent way to learn about world-class quality standards and pricing. One of the main challenges involved in full package or OBM production is the availability, quality and reliability of the raw materials. Because Company G works primarily with knits, they have decided to address this problem by integrating backward into fabric production. Having recently bought a knitting machine, the company plans to buy four more over the course of the next two years to supply the material for its own brand of apparel. At the same time it will expand its production capacity, primarily through the use of subcontractors, and gradually phase out maquila work as it develops business for its own line of apparel.

Despite the hybrid nature of the Aguascalientes apparel industry, there are also some traditional maquilas located in the area. Several of these are subsidiaries of foreign corporations, and are characterized by high production volumes and large numbers of generally very young operatives. Companies A, B, C, E, and L match this description and they are producing primarily for major U.S. branded jeans companies, like Levis and the Gap. However, three of the five largest manufacturers in terms of volume have Mexican participation—two are fully Mexican-owned and one is a joint venture between a U.S. textile mill and a Mexican family with a long history in the apparel business, its own brand of jeans on the national market, and the largest weekly production volume in the state  (500,000 pairs of pants a week). Equally important, two of these companies, A and B, have a direct relationship with their major U.S. clients-- Levis and the Gap, respectively. This suggests that rather than relying on first-tier U.S. manufacturers, large companies in Aguascalientes are managing to build direct relationships with foreign clients. Another notable feature of the local industry in Aguascalientes is the absence of expatriate managers. None of the firms I interviewed in Aguascalientes were managed by American or foreign personnel. Of the six largest factories, companies A, B, C, E, I, and L, which include two subsidiaries of foreign parent plants, five were managed by Mexicans and one by a Mexican-American that had spent most of his life working south of the border.

The major challenge confronting the apparel industry in Aguascalientes is the scarcity of labor and consequent high turnover rates, as workers move between companies lured by the promise of an additional 50 pesos a week. Already maquilas in the capital city of Aguascalientes are busing workers in from all over the small state, as well as from the neighboring states of Zacatecas and Jalisco. For some firms, the cost of bringing workers to the factory in the morning and returning them to their towns at night is 20 to 30 pesos per day, while the legally mandated minimum wage is only 40 pesos per day. In addition, workers from remote towns must leave their homes as early as 4:30 in the morning, returning at 7:30 at night. The longer day involved helps explain why, beyond managerial preference, workers in the large plants tend to be younger, unmarried women. Married women with children have additional domestic responsibilities that often lead them to choose working in a near-by factory, even if these smaller facilities offer poorer working environments and lower wages than the mega-maquilas. 

The shortage of workers is also bidding up wages in the industry, although companies that are located outside of the city in small towns (e.g. companies A and H) can pay workers slightly less than those located in the city’s industrial park, where wages for sewers can average 700 pesos a week. Working conditions in Aguascalientes apparel plants vary considerably. The only constant across the different factories is piped in ranchero tunes (Mexican country music), which managers insist are critical in maintaining a fast-paced work environment, and a statue of the Virgin of Guadelupe, Mexico’s patron saint that watches over the workers during the shift.
 Beyond this, working conditions ranged from exceptional to good in the larger plants and average to below-average in the smaller plants.

State-of-the-art plants in Aguascalientes exist alongside small workshops with old machinery, but all of the companies I interviewed sensed that they need to upgrade their operations. There is a local consensus that the maquila business will not last much longer in the area, given increasing wage rates and labor shortages, so companies are scrambling to find profitable combinations of OBM and full package production to supplement, and eventually replace, their maquila business. Unlike in Torreón, executive governance is not dependent primarily on first-tier U.S. lead firms because some large Mexican maquilas have developed close relationships with U.S. branded marketers (e.g. Levis and the Gap) that not only supply them directly with orders, but work with them to improve their manufacturing operations. The strength of the local apparel industry, which was transformed but not eliminated during the lean years of the early to mid-1990s, has enabled this cluster to diversify beyond basic maquila production to a variety of production models, including OBM and full package with Mexican-manufactured textiles.

Maquilas on the Other Border: The growth of apparel assembly in Yucatán

The Mexican state of Yucatán has always been considered Mexico’s other border. Closer to the U.S. South than Mexico City, the three states of the Yucatán peninsula—Yucatán, Campeche and Quintana Roo—have been strongly influenced by foreigners and are highly dependent on the tourist dollars that flow into Mexico’s most lucrative resort, Cancún. The state of Yucatán itself was for many years dedicated to the production of the sisal plant, but when the state enterprise in this industry was closed in the 1980s, the Yucatán economy suffered from a lack of manufacturing employment (Canto Saenz 1998).

Maquilas did not start arriving in earnest in the Yucatán until after NAFTA. Companies looking to escape rising wage rates, high turnover, and mounting labor problems on the northern border found Yucatán an attractive production site. As is evident from Table 4, many of the area’s apparel maquilas have been established in the last three years and many are owned by foreign firms. In contrast to the Aguascalientes sample, only two of the 13 plants interviewed in Yucatán are Mexican-owned. With the exception of one joint venture, the rest are subsidiaries of foreign firms in the United States (7), Hong Kong (2) and Italy (1). Apparel production in Yucatán is almost entirely on a maquila basis, and in contrast to both Torreón and Aguascalientes, virtually no Mexican-made fabric is used in the apparel assembled locally. The port of Progreso, which is located about 45 minutes from many of the maquilas in the capital city of Mérida, makes the importation of fabric from the U.S. South easier than sourcing domestically-manufactured fabrics from cities in northern and central Mexico.

Unlike their counterparts in Aguascalientes and Torreón, local firms in Yucatán have not developed full package capabilities. More typical of the region is Company U, a fully-owned subsidiary of a major U.S. full package apparel manufacturer and Fortune 500 company that makes garments for labels such as Nautica, Polo and Levis, as well as several of its own brands. Company U bought the factory that it owns from a Mexican maquila producer in 1997. Located in a small town about an hour outside of Mérida, Company U is also typical of many mega-maquilas in terms of its large, young and predominantly female labor force. The company provides a cafeteria for its workers, as well as a soccer field and basketball court. 

The only plants in Yucatán making apparel for major U.S. jeans companies, such as the Gap, Lee and Levis, are foreign-owned maquilas. Unlike Aguascalientes, where some national firms have developed a direct relationships with foreign clients, local firms in Yucatán serve primarily as sub-maquilas for the foreign, first-tier lead firms that coordinate the maquila business they bring to the area. No companies in the region are doing sizeable amounts of full package or own brand production, and few have plans to do so. Many work as maquila contractors for U.S. apparel companies based in Los Angeles, California that do full package for major labels, or produce their own, lesser-known brands. In contrast to Torreón and Aguascalientes, much of the apparel produced in the Yucatán is considered “commodity” business—large volumes of basic apparel like tee-shirts with low per unit prices.

Yucatán’s specialization in the commodity end of the market does not bode well for the future of the local industry. Several of the firms I interviewed are owned by Cuban-Americans who relocated production to Yucatán after abandoning domestic manufacturing operations that were no longer competitive due to relatively high U.S. labor costs. The recent extension of NAFTA parity to the countries of Central America and the Caribbean will make this region (known as the Caribbean Basin) a formidable competitor for Yucatán. With a much longer tradition of apparel production and a large number of enormous maquilas, not to mention lower labor costs, the Caribbean Basin countries could divert much of the low-end, maquila production currently sustaining Yucatán away from the area.
  While NAFTA-parity for the Caribbean Basin will go a long way towards reducing the advantages of producing in Mexico as opposed to Central America, the parity is only extended to products assembled in the Caribbean Basin countries from U.S.-manufactured fabrics. This means that companies looking to source full package apparel using Mexican-made fabrics are not likely to relocate their production to countries like the Dominican Republic or Honduras. However, areas in Mexico that are still relying primarily on the classic model of maquila production—assembling apparel from foreign-made fabrics—will be much more vulnerable than full package centers like Torreón, which have developed more integrated cross-border networks for the production of full package garments. Given the predominance of maquila production in Yucatán, as evident in Table 4, this area is much more threatened than the other two apparel production clusters discussed in this paper.

In contrast to Aguascalientes, there is a strong expatriate presence in Yucatán's apparel maquilas. Of  the thirteen interviews conducted in Yucatán, six were with U.S. production managers, one with a Canadian-American, five with Mexicans, and one with an Italian. One of the largest manufacturers in Yucatán, Company Z, is a maquila with 100% Hong Kong capital. I interviewed a Mexican production manager at Company Z, and in a later interview with another large maquila in the same small town, I was told that I would never gain access to this company. When I informed the manager that I had already visited the plant, he expressed surprise because he said that Company Z tends to be secretive. Several days later I interviewed a Mexican manager of a medium-sized firm in Mérida (the state capital) who used to work at Company Z. He said that most of the managers were foreigners (Chinese or Central American) at Company Z and several Mexican engineers and managers have left the plant because they feel that there were no opportunities to advance. 

The maquilas in Yucatán have been important in generating employment, although wages are about 100 pesos less on average than those paid to sewers in Aguascalientes. Working conditions in the Yucatán plants vary from good to average, although the factories generally lack much of the automated equipment that is found in the plants in Torreón and Aguascalientes. The apparel workforce in Yucatán includes more men than in the other two sites, which may be due to the fact that the manufacturing sector is less diverse in Yucatán. In Torreón and Aguascalientes, large maquilas for companies like John Deere and Nissan offer alternatives to sewing jobs, whereas in Yucatán sewing factories account for the vast majority of maquila employment. This is particularly true in the small town where Companies Y and Z are located. The percentage of women employed in these two plants is 40% and 30% respectively. While in no sense sweatshops, in general the plants in Yucatán do not offer working conditions as favorable as those in Torreón and Aguascalientes. The exceptions are Companies S, T, U, Y and Z—five of the six maquilas that are subsidiaries of foreign firms. Yucatán also faces a severe labor shortage at the present time, and several maquilas have located recently in the neighboring state of Campeche. Although there are greater problems with infrastructure in this less-developed state, the government of Campeche is actively recruiting apparel maquilas to settle there. This is in contrast to the government of Yucatán, which feels that the state is already saturated in terms of the apparel industry and is now trying to recruit more technology- and capital-intensive industries like electronics and autoparts to Yucatán.

Upgrading prospects are not as favorable in Yucatán as in Torreón or Aguascalientes. Local firms are pursuing neither of the two upgrading options outlined earlier in the paper. While Torreón's local industry is upgrading by integrating its full package networks more deeply in the local economy, and firms in Aguascalientes are pursuing alternatives to maquila production such as full package and even own brand manufacturing, the apparel industry in Yucatán is dominated by maquilas that are owned primarily by foreign lead firms. Rather than developing direct contacts with the U.S. brands that are sourcing out of the area, subcontractors in Yucatán are dependent on these first-tier manufacturers that act as full package brokers for the big U.S. buyers. The role of these foreign firms in providing executive governance means that local firms must rely on them not only for orders, but also for technical assistance in improving their production quality and upgrading their operations. The lack of a local, domestic apparel industry means that the hybrid kinds of production witnessed in Aguascalientes are not evident in Yucatán, and the cluster's exclusive dedication to maquila production, makes local firms particularly vulnerable to shifts in the geography of the industry. The possibility of losing production to the Caribbean Basin has not been lost on some firms, however, and at the time of my visit in May 2000 several companies in Yucatán were trying to find ways to shore up the cluster's competitiveness.

Conclusions and Caveats: Going Global, Growing Local

The three case studies discussed in this paper suggest that the boom in Mexico's export-oriented apparel industry is having a primarily positive effect on local development outcomes in some parts of the country by promoting industrial upgrading, creating new sources of employment in supporting activities such as textile production, and generating linkages to local firms. Four main conclusions are to be drawn from the experiences of the Torreón, Aguascalientes, and Yucatán clusters:

1. Regional integration in the form of NAFTA has encouraged new types of lead firms (i.e. branded marketers and retailers) to shift much of their production and sourcing base from East Asia to Mexico. This shift is enabled by the development of full package networks being coordinated by lead U.S. firms—either the marketers and retailers themselves, or large U.S. manufacturers that manage full package orders in particular clusters like Torreón;

2. The development of full package networks is embedding cross-border networks more deeply in the local economy. In addition to apparel assembly, firms in full package centers like Torreón are performing a host of activities related to the production of garments, including fabric manufacturing, cutting, finishing and laundering. In other words, the Mexican portion of the North American apparel commodity chain has lengthened since NAFTA, and Mexico is moving to more high value-added activities involving greater capital investment in plants such as textile mills and laundries. These operations represent significant capital investments, which helps root them in the local economy, unlike the classic "footloose" apparel maquilas that are constantly driven to new areas in their search for lower labor costs; 

3. The governance of the North American apparel commodity chain remains in the hands of foreign buyers and first-tier manufacturers that bring orders to Mexico. This governance structure represents a challenge to Mexican firms looking to develop direct contacts with U.S. clients. Equally important, the most lucrative parts of the commodity chain, product development and marketing, are closely guarded by U.S. companies. Mexican firms need to develop closer relationships with foreign buyers in order to learn about these parts of the apparel production process, instead of working solely through intermediaries that prefer to keep Mexican suppliers in a state of dependence, relying on them for know-how and access to export markets;

4. The upgrading process is uneven across the Mexican landscape. In clusters like Torreón and Aguascalientes, with a history of textile or apparel production for the domestic market, firms are better prepared to take advantage of the NAFTA-inspired boom in garment exports. While in Torreón local firms are scrambling to insert themselves in full package networks, companies in Aguascalientes are pursuing a mix of strategies designed to maximize the benefits of export production while also positioning themselves to move into the production and marketing of their own brands for national or foreign markets. In contrast, Yucatán's apparel industry strongly resembles the classic case of low-value added maquila production. The arrival of big buyers to the region has been critical in expanding the area's production capacity, but the lack of local entrepreneurial know-how and the absence of close relationships between foreign buyers and national companies mean Yucatán's apparel firms are highly dependent on the whims of first-tier contractors that may choose to relocate production to lower cost locales in the future. The unevenness of the upgrading process underscores that insertion into cross-border commodity chains is not enough to insure local firms benefit from globalization; Rather, the extent to which they benefit from their involvement depends on how they become integrated into these networks and the type of governance that they entail. 

This paper has argued that the commodity chains framework provides a useful tool for examining the implications of globalization for local firms involved in cross-border production networks. However, while some Mexican firms in Torreón and Aguascalientes are in a position to benefit from their participation in the North American apparel commodity chain, it is important to underscore that their participation in global chains does not remove them from the local economic and institutional contexts of contemporary Mexico. Mexico's post-NAFTA economic growth has been associated with steep declines in the real wages of Mexican workers, which in 1999 remained well below the level reached prior to the 1994 devaluation. Mexico today is experiencing nothing less than a process of national soul-searching, coming to grips with the realization that the country's economic liberalization in general, and the process of North American integration in particular, has not yet propelled the country into the ranks of prosperous, industrialized nations. Last year's seven-month strike of students at Mexico's national university, continued fighting in the southern state of Chiapis, and worries that the ruling party plans to retain power by resorting to electoral fraud in the July 2 presidential election are all symptoms of this soul-searching. Mexicans are trying to understand how the performance of the economy can be deemed healthy when this "success" is associated with a declining standard of living for many and a more unequal distribution of wealth within the country. 

Much of this anxiety reflects a preoccupation that the export-oriented, and specifically the maquila, sector of the economy is becoming disassociated from the domestic manufacturing sector. State governments appear to dedicate far more resources to the promotion of the maquila sector than to the support of local companies (Ortíz Moreno 2000). The need to create employment for Mexico's growing economically active population has increased competition between Mexican states to offer ever more attractive investment environments for foreign capital. This competition has sometimes even taken the form of agreements between state governments and foreign firms to effectively suppress organized labor in particular industries. Competition between states for investment has been accelerated by the democratization process, as opposition leaders seek to use their states as showpieces for their economic platforms, and therefore stepping stones to national politics.

This paper has argued that in the case of apparel a process of bifurcation between the maquila sector and the domestic manufacturing industry is not inevitable. Rather, maquila production in Torreón is evolving into more integrated full package manufacturing, and in Aguascalientes firms are using maquila production as a way to learn about global competitiveness with an eye to introducing their own brands for domestic and foreign markets. However these firms face serious difficulties in making the transition beyond apparel production since upgrading requires financial as well as human capital. Financing is extremely difficult to secure in Mexico, and even the firms that can borrow money face exorbitant interest rates. There is measured optimism among many entrepreneurs in Mexico that the country's democratization may create a more favorable environment for small and medium firms, as the right-of-center candidate for the Partido Acción Nacional, Vicente Fox, has promised to make credit more widely available to small and medium enterprises. At the present time, however, firms looking to escape maquila production are often forced to forge alliances with foreign firms to finance their operations, while others fear that joint ventures represent a dangerous loss of control over their businesses.

For Mexican labor, the situation is even more difficult. In a national context characterized by depressed wages and impotent unions, the benefits of incorporation into global commodity chains cannot alone improve the plight of Mexico's workers. However, it is clear that workers in exporting clusters such as those described in this paper are faring better than their counterparts in parts of the country that have not been able to access these chains (Ortíz Moreno 2000b). Access to these chains is a necessary, but not sufficient condition to promote positive developmental outcomes. The GCC framework is an important analytical tool in understanding what kinds of linkages to the global economy can stimulate industrial upgrading for Mexican firms, but this approach needs to be supplemented with a focus on the local institutional and economic environments that equally affect who benefits at the intersection of the global and the local. 
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� The fieldwork in Torreón was conducted with Gary Gereffi and Martha Martínez of Duke University. The discussion of the Torreón case in this paper draws heavily on two other accounts of the subject, see Bair and Gereffi 2000 and Gereffi, Martinez and Bair 2000. Because this material has been published, I use the company names in the Torreón discussion. In contrast, I am bound by confidentiality agreements with the firms in Aguascalientes and Yucatán to maintain their anonymity.


� “Industria textil tiene gran desarrollo,” El Siglo de Torreón (July 6, 1998).


� It is widely agreed that Mexico’s minimum wage, which varies by geographic region, is not a living wage, and consequently many companies pay a multiple of it, such as 1.5 times the legally allowed minimum. When the Torreón fieldwork was conducted in July 1998, the local minimum wage was 26.05 pesos per day, or 182 pesos per week. Base wages in the companies we interviewed generally ranged between 220 and 280 pesos a week, but most workers earned more due to the piece rate system. Maximum average salaries ranged from 500 pesos to 750 pesos a week. The exchange rate in July 1998 was approximately 8.7 pesos to the dollar, meaning that the minimum wage was equivalent to U.S.$21.00 per week, and the maximum salaries ranged between U.S.$57.50 to U.S.$86.20 a week. 


� Since this data was collected, Kentucky-Lajat was purchased by Parras.


� The vice president of one U.S.-Mexican joint venture textile mill involved in full package production felt that it would be difficult for Mexican suppliers of trim (zippers, buttons, etc.) to access these networks as long as U.S. buyers retain control over sourcing decisions. In terms of domestic suppliers, he noted that “both the quality and the capacity [to supply full package manufacturers] are here; what’s lacking is trust.”


� Turnover rates in Torreón’s apparel industry vary between plants, with some companies reporting turnover rates of 4% a month while others face monthly rates of 10% or more.


� The incorporation of these regions into full package networks may even be creating ownership opportunities in these areas. At least one Mexican manufacturer whose subcontracting network includes a number of factories located in the former ejido areas was instrumental in establishing these factories as worker-owned companies controlled by the employees living in the community. 


� This actually underestimates the extent of maquila production in the area because some firms that are using the maquila model of production (i.e. importing pre-cut fabrics for assembly) do not bother to register as maquilas if their textiles meet NAFTA rules of origin and therefore receive the same benefits as products exported under the 807/maquila regime upon export to the United States.





� Aside from the strength of local as opposed to expatriate managers, the fieldwork in Aguascalientes was also notable for the fact that I interviewed a woman production manager at a small, Mexican maquila. This woman, who owns the company with her husband, was my first female informant in over two years of interviews with approximately 45 textile and apparel companies in several parts of the country. 


� I was told during my fieldwork in Aguascalientes that a local Korean-owned maquila that has the largest installed capacity in the state was faring poorly. This was attributed primarily to poor industrial relations and it was noted that managers in the facility are either Asian or Mexican-American, as opposed to local Mexicans. One Mexican manager at a near-by maquila said the company was on the brink of leaving because it failed to “tropicalize” itself and instead expected the local workforce to adapt to its customs. As evidence of this, he said the company prohibited a statue of the Virgin in the factory. I attempted to interview this firm, which is reportedly leaving the area, but neither the state government nor the local apparel industry association knew its correct phone number.


�Prior to NAFTA, the Caribbean Basin region was actually the favored site of foreign companies looking to establish offshore maquilas, and several countries in the region—most notably, the Dominican Republic, Guatemala, Honduas, and El Salvador—remain large exporters of apparel to the United States, virtually all of it exported under the 807 clause that is the equivalent of maquila production in Mexico.
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