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Figure 9-l-Distribution of Apparel Employment,—
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replenished quickly, rather than risk having to mark
down goods that do not sell or run out of styles that
prove popular. Many U.S. managers assert that
quick response (QR, box 9-A) strategies are critical
for the continued viability of apparel manufacture in
this country.

But implementation of quick response has been
slow. Existing practices have become deeply en-
trenched in apparel firms. For over a hundred years,
production has shifted first from the Northeast to the
Southeast, and then abroad, as companies sought
cheaper labor. U.S. plants also remain attached to the
piece-rate system, resisting internal QR reforms
based on employee involvement and a workforce
with better skills and a broader understanding of the
overall production process. Such reforms almost
always imply a shift from piece rates at least to
hourly rates and often to group incentive schemes.
Apparel workers themselves sometimes resist aban-
donment of piece rates and the added responsibilities

implied by group-based production systems. Thus, a
1988 survey found that fewer than 10 percent of U.S.
apparel workers held jobs in plants with such
features of internal QR as modular manufacturing or
group incentive schemes. 13 Preliminary data from a
survey of apparel producers conducted in 1991 and
early 1992 show some increase, but only to the 10 to
15 percent range, and mostly in large plants produc-
ing standardized apparel-the firms in Groups 2 and
3 in table 9-1, rather than women’s wear producers
or the more fashion-sensitive men’s wear manufac-
turers.14 The large majority of U.S. garment factories
still use traditional high-inventory production sys-
tems and pay workers piece rates.

Why this resistance? Despite a good deal of
experience in other industries, and some in apparel,
the advantages of internal QR have been hard to pin
down. Innovators keep quiet about the details of
their successes. Common measures of productivity,
such as value added per production worker hour, or
standard labor minutes required to produce a particu-
lar garment, fail to capture benefits associated with
flexibility. Work reorganization may not reduce
labor inputs (it may actually increase them) even
though it reduces throughput time from days or
weeks to a few hours, but apparel producers have no
systematic way of evaluating the payoffs. Nor is it
clear how much benefit can be achieved through
external QR without internal QR. Put another way,
how much will retailers pay for shorter delivery
times?

A final set of questions relates directly to produc-
tion in Mexico: Can QR serve to offset high U.S.
labor costs, slowing the movement of jobs south-
ward? Conversely, might a NAFTA cause some
U.S.-based manufacturers to look to Mexico for
cheap labor rather than implement QR here? Will
U.S.-based firms implement QR strategies in which
Mexican production is an integral component, thus
displacing U.S. labor while helping U.S.-based firms
meet competition from other developing countries?

IS Making the Revolution Work: How to Implement Flexible Manufacturing Through People (WaShingtO% DC: American Apparel wufac~tis
Association, 1989).

14 ~ese  Prea resul~ come  fioma survey being conducted by Thornas  Bailey of a mndom sample of 1,000 apparel ~d textile pl~ts.  AS 0~’s
report was being completed, responses were available from 240 apparel plants. Even in plants which have instituted some features of internal Q~ the
approach tends to be piecemeal-best viewed as a series of techniques rather than a fundamental reorganimtion of production. Thomas Bailey,
“Organizational Innovation in the Apparel Industry: Tbchnique  or Strategy,” Industrial Relations, forthcoming.
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Table 9-5—U.S. Apparel Imports by Country of Origin

1991 First 4 months (January-April)
Value of imports Share of all — (billions of dollars)

(billions of dollars) imports (percent) 1991 1992

Hong Kong. . . . . . . . . . $3.52 13.7940 $1.01 $1.12
China. . . . . . . . . . . . . . . 3.46 13,5 0.96 1.37
Taiwan. . . . . . . . . . . . . . 2.60 10.1 0.76 0.76
South Korea. . . . . . . . . 2,59 10.1 0.69 0.76

Mexico . . . . . . . . . . . . . . $1.49 5.80/0 $0.40 $0.58

Philippines. . . . . . . . . . . 1.01 3.9 0.36 0.39
Dominican Republic. . . 0.94 3.7 0.25 0.33
Italy. . . . . . . . . . . . . . . . 0.77 3.0 0.27 0.26
India. . . . . . . . . . . . . . . 0.69 2.7 0.25 0.35
Others. . . . . . . . . . . . . . 8.63 33.6 2.68 3.44

Total a. . . . . . . . . . . . . $25.70 100.070 $7.63 $9.36

NOTE: Many apparel exports from Hong Kong and Taiwan originate elsewhere in Asia, including China. Transshipment,
in part to evade MFA quotas, has been common in this industry.

aTotals  may not add dtie to rounding.

SOURCE: Office cf Technology Assessment, 1992, based on official statistics of the U.S. Department of Commerce.

Figure 9-2—U.S. Apparel Imports from Caribbean
Basin Initiative (CBI) Countries
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Imports of clothing from Mexico have been
concentrated in a few standardized items; imports of
more expensive and fashion-sensitive items—
women’s dresses, skirts, and blouses; men’s suits,
jackets, and shirts-have come from other countries.
As table 9-6 suggests, Mexican suppliers have
specialized in inexpensive men’s wear (trousers and
coats), and in similar items for women. Mexican
imports have grown most rapidly in underwear and

nightwear; imports of ‘other’ apparel grew at lower
than average rates. By 1990, pants, underwear, and
nightwear accounted for about 60 percent of all
apparel entering from Mexico.

IMPACTS OF A NAFTA

Any trade agreement is likely to provide a lengthy
transition period and perhaps substantial residual
protection for the U.S. apparel industry. Even so,
there could be some acceleration in the growth of
maquila production of standardized commodities in
expectation of a more predictable future. Most
Mexican suppliers would probably continue to
operate as contractors to U.S. companies. The
current 807/9802 structure creates incentives for
maquilas to limit their production to assembly of
material supplied from the United States. Because
U.S. textiles are generally cost-competitive, there
will be no great incentive in the near term to switch
to materials from third countries.28 Still, U.S.
producers offer rather limited ranges of textiles
compared to many foreign suppliers (Japan, Taiwan,
Germany), while fabrics from low-cost producers
like China might suffice for many of the standardized
goods produced by maquiladoras. American textile
manufacturers sought yarn forward’ North Ameri-
can content requirements as part of a NAFTA to

28 me ~ttm  U.S. textile mills are among the world’s low-cost producers. By contrast, Mexican mills have costs that Can be more @ tiu thOSe
here. The Likely Impact on the United States of a Free Trade Agreement with Mexico, op. cit., footnote 18, p. 4-39. Also see Trade Restraints and the
Competitive Status of the Textile, Apparel, and Nonrubber-Footwear Industries, op. cit., footnote 23.
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Table 9-8—Employment, Wages, and Productivity in Apparela

Union Estimated
Production members as hourly wages:

Production worker Labor share of Mexican apparel
Total worker share of Real productivity production and textile U.S.-Mexico

employment employment employment hourly wages index workers maquilas wage ratio

(thousands) (percent) (1991 dollars) (1991 dollars)
1978. . . . . . . 1,332 1,145 85.9% $7.91 100 NA NA NA
1979. . . . . . . 1,304 1,117 85.6 7.80 96.3 NA NA NA
1980. . . . . . . 1,264 1,079 85.4 7.62 95.8 NA NA
1981 . . . . . . . 1,244 1,060 85.1 7.62 100.0 NA $ 1 ; : 5.6
1982. . . . . . . 1,161 981 84.5 7.55 109.8 NA 0.95 7.9
1983. . . . . . . 1,163 984 84.6 7.45 111.7 32.1% 0.77 9.7
1984. . . . . . . 1,185 1,003 84.6 7.39 118.5 26.8 0.78 9.5
1985. . . . . . . 1,121 945 84.3 7.34 126.8 27.3 0.70 10.4
1986. . . . . . . 1,101 927 84.2 7.26 131.4 24.0 0.56 13.1
1987. ., . . . . 1,099 923 84.0 7.09 137.5 22.8 0.52 13.7
1988. . . . . . . 1,088 915 84.1 7.01 138.3 22.4 0.63 11.1
1989. . . . . . . 1,074 906 84.3 6.94 133.6 21.0 0.69 10.0
1990. . . . . . . 1,028 862 83.8 6.85 NA 19.3 0.70 9.8
1991 . . . . . . . 1,024 856 83.6 6.75 NA 18.1 NA NA

NA = Not available.
aslc (Standard Industrial Classification) 23.

SOURCES: U.S. employment and wage dat%Emp/oymenf  and Earrrings,  March 1992. Union membership-Barry T. Hirsch and David A. McPherson,
“UnionMembership and Contract Coverage Data from the Current Population Survey,” Department of Economics, Florida State University, May
1992. Mexlca n wages--A4aqui/a&va  /miustryAna/ysis,  CIEMEX-WEFA,  September 1991. Labor productivity—Wayne Gray, Clark University,
and the National Bjreau of Economic Research. -

place in these categories. While Mexican firms make
women wear for domestic consumption, they do so
using traditional production processes that are nei-
ther technologically advanced nor suited to fast
turnaround. Quality is poor by U.S. standards. The
firms in this part of the industry have no existing
distribution in the United States, little access to
financing and to imported fabrics, and little or no
experience in what is a highly competitive business
internationally.

In addition, most of the obstacles to maquiladora
expansion also apply to this sector; indeed,
workforce skill problems are more serious. High
quality, rapid turnaround, and QR-related tech-
niques require greater workforce skills and manage-
ment sophistication than needed in either the maqui-
ladoras making standard items for export or in
domestically oriented Mexican fins. In interviews,
large U.S. manufacturers that currently supply many
of their commodity needs from maquilas report that
they expect to implement QR through their U.S.
plants.

If Mexico could move into nonbasics, it would be
the California and Texas industries that would suffer
first and more than New York’s (because of logis-
tics). But the California industry, centered in the Los
Angeles area, is growing today, with an emphasis on
women’s outerwear. In most categories of women’s

wear-which accounts for over 60 percent of
California apparel employment—less than half the
Mexican import quota has been used. Large wage
differentials have not been enough to drive this
production across the border.

Effects on U.S. Jobs

During the past 15 years, U.S. apparel employ-
ment has declined by more than 300,000 jobs (table
9-8). Some cities with large apparel sectors, such as
New York, have experienced particularly severe job
loss. Despite the low average wages in the industry,
about 30 percent of displaced apparel workers who
found new jobs in the 1979-1989 period suffered
earnings declines of 25 percent or more (ch. 4, table
4-3). Moreover, displaced apparel workers left the
labor force during the 1980s at rates about 30 percent
higher than for manufacturing as a whole, while
more than a quarter of those who lost jobs had not
found new work by the time they were surveyed.
Many apparel workers have poor basic skills (e.g.,
reading, arithmetic). They have been poorly served
by existing training and retraining programs. Global
competition and the threat of relocation to low-wage
sites will place continuing downward pressure on
wages for production workers in apparel; real wages
will probably continue to decline.
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Box 9-C—Apparel Production in Guatemala l

From around 2,000 workers in 1984, Guatemala’s export-oriented apparel assembly industry has mushroomed
to 70,000 workers, mostly women between the ages of 14 and 25—more than in Mexico’s maquiladora apparel
sector. Between 1986 and 1991, Guatemala’s garment exports to the U.S. rose from $22 million to $350 million,
putting Guatemala behind only Costa Rica and the Dominican Republic among CBI countries. The growth of the
Guatemalan industry illustrates both the potential for rapid expansion of the Mexican apparel industry in remote
rural areas and the intense competition that these areas will face from even lower wage regions.

While Guatemala passed regulations designed to encourage export assembly production in the 1960s, these
had little impact until the election of a civilian government in 1986. The new government implemented a
stabilization program similar to Mexico ’s. As in Mexico, this led to depreciation of the national currency and rapid
inflation. Guatemala’s wages dropped to around 20 cents per hour-perhaps l/30th of U.S. levels and one-quarter
of wages in Mexican maquiladora apparel plants. To help investors take advantage of these very low wages,
Guatemala’s government established a “One Stop to Export” licensing center for new plants, while the U.S.
Agency for International Development provided financial, technical, and marketing support for local entrepreneurs.

By comparison with apparel industries in other parts of the Caribbean, Guatemala has a much higher
concentration of Asian, primarily Korean, investment. Since 1988, the number of Korean-owned plants has jumped
from 6 to 50, accounting for about half of apparel exports. Korean multinationals own a dozen of these plants
(Samsung alone has five), most of them large; small and medium-sized firms account for the rest. For Korean
apparel manufacturers, Guatemala provided a way around U.S. quotas and a means to contain costs following
Korean currency appreciation and wage increases in the second half of the 1980s. An estimated 300 to 500 Koreans
work as managers and supervisors in Guatemala, with others in the United States handling marketing and
distribution. Korea’s Embassy acts as an intermediary for investors.

Alongside the Korean operations stand over 200 locally-owned firms, typically employing less than 100
workers each. U.S. firms account for only 10 percent of total investment in the Guatemala industry. Van Heusen,
the biggest U.S. player, employs over 1,000 workers assembling 20,000 men’s shirts per month. Since 1989, Van
Heusen has been helping San Pedro, an indigenous village 20 miles outside Guatemala City, move into production
for export. San Pedro is a traditional center of production for the domestic market, with over 3,000 sewing machines
distributed through homes or shacks each containing 6 to 20 machines.

While the export apparel industry has brought badly needed employment to Guatemala, the new jobs have been
accompanied by low wages, very long hours, poor health and safety standards, child labor (particularly in rural
areas), and weak protection of worker rights to organize. Attempts to form unions have been met with bribery,
discharge, threats of plant relocations, actual relocations, and death threats. Many workers move from job to job
to escape bad treatment or in search of slightly better pay, leading to turnover of 15 to 30 percent per month-and
25 to 40 percent in Korean plants, known for intense pace and harsh discipline. Guatemala’s need for investment
has discouraged government action to improve labor standards.

Guatemalan plants do not assemble high-fashion goods, but they do produce a range of apparel that goes well
beyond the most standardized items. Recent capital-intensive investments promise to increase the industry’s ability
to meet the needs of large U.S. distributors, showing that, with good management-in this case from
Korea-low-wage countries can rapidly increase production and move into wider ranges of apparel products.
Finally, experience in Guatemala demonstrates that, in this industry at least, the issue of labor standards may have
to be addressed in a broader venue than just North America-perhaps the Organization of American States or
GATT. If garment trade with CBI countries is liberalized following a NAFTA, or if the MFA is phased out, the
United States and its trading partners might consider basing liberalization (or growth in quotas during a transition
period) on respect for worker rights, perhaps including the enforcement of a minimum wage scaled to a country’s
average wage or per capita income. Lacking such provisions, trade expansion would come at the expense of Mexican
and Guatemala as well as U.S. workers.

l’rhjs box is based  on Kurt Peterson, The Maquiladoru  Revolution in Guatemula (New Have4  CT: Orville H. Schell Jr. Center  for
International Human Rights, Yale Law School), July 1992). Also see Shelley Ernling, ‘‘U.S. May Probe Alleged Labor Abuses in Guatcmal&’
Washington Post, August 1, 1992, p. A18.
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ing, many Asian firms are broad-line suppliers.
Some U.S. fins, such as M.A.S.T. Industries, have
been successful with a comprehensive approach to
order packaging, but U.S. apparel makers generally
appear to be well behind in developing a complete
packaging strategy. There have been no signs so far
of movement of fashion-sensititve production from
garment centers in cities such as New York or Los
Angeles to Mexico. A NAFTA, by itself, seems
unlikely to make such transfers attractive. Moreover,
given that Mexico would bring little in the way of the
skills needed for competing with the strategies of
Asian fins, a NAFTA would not directly strengthen
the North American apparel complex as whole in
segments less sensitive to labor costs. Rather than
U.S. producers in these segments moving to Mexico,
a NAFTA seems more likely to attract Asian firms
seeking to transfer their commercial skills and take
advantage of guaranteed access to the U.S. market.

NAFTA and Quick Response in the United States

Would a NAFTA encourage or discourage move-
ment toward QR in the United States and/or in
Mexico? Thus far, much of the implementation of
QR has involved planning and coordination among
firms (external QR), with relatively few changes in
actual production processes (internal QR). A NAFTA
would not slow the movement toward greater
interfirm coordination in the United States, and
could accelerate it. Maquiladoras that supply U.S.
firms could be incorporated into external QR with-
out much difficulty, since some are U.S.-owned and
many others are contractors that already work
closely with large U.S. firms. An extra day or two in
transit will not be a barrier. This implies that
successful implementation of external QR in the
United States would not necessarily prevent shifts of
production to Mexico.

The effects on production processes and internal
QR are more problematic. Despite the demonstrated
success of workplace reorganizations based on
employee involvement and work groups in other
industries, U.S. apparel firms have shown little
enthusiasm. But some of the firms that have made
the most progress in internal QR are basics producers-
the same group of companies that have transferred
production to Mexican maquiladoras. These firms
may be tempted to move even more production to
Mexico, opting for cheap and pliable labor rather
than implemention of internal QR in the United
States.

At the same time, because Mexico is not a
significant force in fashion-sensitive markets, it
seems unlikely that a NAFTA would have much
impact on the spread of internal QR among produc-
ers of such apparel. Nor is it likely that producers in
Mexico would move quickly towards technologi-
cally and organizationally sophisticated systems of
flexible production; so long as they see the solution
to their problems in terms of long runs and “not
changing anything,’ ‘ they will resist QR even more
than U.S. firms. Thus, Mexican production using
either traditional or more modem methods does not
seem a very attractive option for U.S. firms seeking
to compete more effectively in fashion-sensitive
goods. Instead, the primary strategic alternatives to
Asian imports appear to lie in continued reliance on
low-cost immigrant labor, combined with the ag-
glomeration economies in existing U.S. apparel
centers, with or without internal QR techniques.
Only if tighter limits on Asian imports accompany
a NAFTA will it have a major effect on the choices
facing makers of fashion-sensitive goods.

The Uruguay Round and the MFA

Among the forces at work in the world apparel and
textile industries today, some of which might push
the Mexican industry and U.S.-Mexican trade in
unforeseen directions, the most significant is the
ongoing Uruguay Round GATT negotiations. An
end to the MFA would create opportunities for
growth in many countries that have labor costs well
under those in Mexico. On a smaller scale, a NAFTA
that liberalized U.S. imports of apparel from Mexico
would probably mean eventual liberalization for
other CBI countries. These countries will seek to
keep their playing field level with Mexico’s, and the
U.S. Government will find it difficult to say no.

On the other hand, should the Uruguay Round
come to nothing, while a NAFTA took effect, the
United States might well seek tighter restrictions on
Asian apparel imports in government-to-govern-
ment negotiations. NAFTA provisions would proba-
bly limit transhipments from Asia into the United
States via Mexico. But it is not so clear that a
NAFTA would discourage Asian investments in
Mexico. If it did not, sophisticated producers based
in Hong Kong and elsewhere would have strong
incentives to set up close to the lucrative U.S.
market.
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CONCLUDING REMARKS
In the United States and the rest of the world,

apparel employment has grown during early stages
of national economic development. The industry is
typically one of the frost large manufacturing sectors
in developing countries and often provides the first
industrial jobs for agricultural workers. As develop-
ment proceeds and wages rise, apparel jobs migrate
to lower wage regions. Thus, during the 1960s,
Japan accounted for about one-third of all U.S.
apparel imports, but by the 1980s Japan’s share had
dropped below 5 percent.

In the United States, apparel jobs migrated from
the Northeast to the Southeast during the decades

after World War II. During the 1970s and 1980s, the
Southeast lost jobs to Asia and the Caribbean. A
NAFTA, if it generated rapid economic growth in
Mexico with wage increases, would accelerate the
process through which Mexican producers would
lose advantages based on low wages alone. Within
Mexico, this process has already started. Apparel
maquilas in the border cities must now compete with
other manufacturers, at least some of which can
afford to pay higher wages. But continuing competi-
tion for Mexican producers in both labor markets
and product markets provides little consolation for
U.S. workers who have lost, or will lose, jobs to
Mexico.


