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The article uses the global commodity chains framework to explain the transformations in
production, trade and corporate strategies that altered the global apparel industry over the past
decades and changed the conditions for industrial upgrading. It analyzes strategies and behavior
of the three types of lead firms: retailers, marketers and branded manufacturers. It proposes the
distinction between three new patterns or models of competition on the North American market:
the East Asian, Mexican and Caribbean Basin model.

Each model presents different perspectives and challenges for industrial upgrading.  The United
States continues to define the terms of change, and US firms lead the process toward mass
customization and agile manufacturing. Mexico needs to develop new and better networks in
order to compete with East Asian suppliers for the US full-package market. The Caribbean Basin
model, almost exclusively limited to assembly, would have to develop networks with US retailers
and marketers if they are to acquire the skills and resources needed to move into the more diversified
activities associated with full-package production.

The Transformation of the North American Apparel
Industry: Is NAFTA a Curse or a Blessing?

I. LATIN AMERICA’S DEVELOPMENT DILEMMAS

The economic history of Latin America is a story of paradoxes and diversity. At
one level, the twentieth century appears to reflect spectacular progress. Average per capita
income in Latin America and the Caribbean quintupled. Life expectancy, a dismal 40 years
in 1900, now stands at 70 years. And literacy is a reality for seven out of eight adults in
2000, compared to just one in four in 1900.

Despite these gains, however, the gap between Latin America and the developed
world has not narrowed. The average per capita income of the region’s larger countries vis-
à-vis the United States remains unchanged; it was 14% of U.S. per capita income in 1990,
and it is 13% today. Although industry has grown from 5% to 25% of gross domestic
product, Latin America’s share of world trade fell from 7% to 3%, and primary commodities
still make up more than half of the region’s exports. Finally, the countries of Latin America
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and the Caribbean suffer from the greatest income inequality in the world. Two out of
every five Latin American families live in poverty. Striking disparity among incomes is evident
in both large and small countries of the region. In Brazil and Guatemala, the top 10% of
the population amass almost 50% of national income, while the bottom 50% scrape up
little more than 10%. While Latin America’s income distribution seemed to improve in the
1970s, it worsened considerably in the 1980s and it has remained stagnant at high levels in
the 1990s (IDB [1998]; Thorp [1998]). Latin America’s all-out conversion to free markets in
the 1990s has not led to tangible benefits for the majority of the population; the sad fact
remains that poverty and inequality persist and even worsen.

The enduring legacy of social and economic inequality in Latin America, despite
a decade of market-friendly reforms, has resulted in growing criticism of the prevailing
policy framework dubbed the “Washington Consensus.” This approach maintained that
the key to creating prosperous and equitable societies in Latin America is fiscal discipline,
open markets, and private sector-led growth. Top officials in leading financial institutions
like the World Bank and the Inter-American Development Bank are now calling for a second
generation of reforms that go beyond financial stabilization and address the issues of long-
term equitable growth by putting “people first.” These institutional reforms emphasize
education for all (especially women and girls), social protection for the unemployed and
elderly, good governance, improved public services and infrastructure, and environmental
sustainability as the pillars of a new development framework (Wolfensohn [1998])and
Birdsall et al. [1998]).

Implementing new development strategies for Latin America is complicated by
the fact that the region is a heterogeneous mix of subregional economies. Small Central
American and Caribbean nations are highly dependent on exports of agricultural products
and traditional manufactures like apparel. The Andean countries (Venezuela, Peru, Ecuador,
Bolivia, and Colombia) are almost exclusively primary-product exporters, with the
exception of Colombia where manufactured exports make up one-third of the total.
Southern Cone countries (Argentina, Chile, and Uruguay) also emphasize primary products,
although they have more developed manufacturing sectors than the Andean nations. By
contrast, in the region’s two largest economies – Brazil and Mexico – manufactured exports
account for more than one-half and three-quarters, respectively, of total exports (Gereffi
and Hempel [1996]). Furthermore, the dominance of Brazil and Mexico in the region’s
exports increases in proportion to the technological complexity of goods: the two countries
accounted for 60% of traditional exports, 77% of basic intermediate inputs, and 85% of
Latin America’s exports of advanced industrial products (ECLAC [1994] pp. 61-81). The
acute financial crisis in Asia has contributed to the dramatic improvement in Latin America
and the Caribbean’s position as a destination for foreign direct investment (FDI) in the
1990s, with the increase in FDI to the region doubling from US$ 33 billion to $65 billion
between 1995 and 1997. However, one-half of total FDI in 1997 went to just two
countries, Brazil (30%) and Mexico (19%), reinforcing the existing disparities in the region
(ECLAC [1998], pp. 17-18).

Within Latin America, Mexico has surpassed all other nations in building its
manufacturing export capacity. The number of exporting firms has risen from 22,000 in
1994 to 34,000 in 1998, and the workers employed in Mexico’s thriving maquila industry
(which assembles imported U.S. inputs for re-export to the United States) has passed the
one million mark. Foreign investment has poured into Mexico at more than $10 billion a
year to create new export-driven factories. Productivity has risen steadily, and total quality
management systems are becoming the norm. However, productivity still has not translated
into higher real wages for the workers, who often are less well off than their fathers were.
While total trade between the United States and Mexico has doubled to $159 billion a year
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from $77 billion since the enactment of the North American Free Trade Agreement (NAFTA)
in 1994, putting Mexico ahead of Japan and trailing only Canada as the United States’
leading trade partner, most consumers are worse off today than they were a decade ago in
terms of what they can buy for themselves. Since Mexico’s big currency devaluation of
1994-1995, when the peso lost over half of its original value in a matter of months,
consumers in Mexico have suffered a staggering 39% drop in their purchasing power.
Today almost two-thirds of the citizenry is considered “poor” – i.e., daily incomes of $3 or
less; fewer than half of the population fit that description before the currency crisis.
“Assuming the economy can keep growing at 5% a year, it’s still going to take five more
years for Mexico to reduce poverty to 1984 levels,” according to Miguel Szekely, an
economist with the Inter-American Development Bank (Millman [1999], Smith [1999]).

No industry better captures the development contradictions that have beset Latin
America in the past decade than apparel. It is an industry that is simultaneously very
traditional (many of its antiquated sewing factories are a throwback to the sweatshops at
the onset of the Industrial Revolution) and ultramodern (the global sourcing networks
managed by today’s large apparel companies link dozens of countries, hundreds of factories,
and thousands of retail outlets, and they are knit together by the most advanced
transportation, communication, and information technologies available). Apparel shipments
from Mexico and the Caribbean Basin countries to the United States are pacing the boom
in manufactured exports from these economies, generating plenty of jobs and foreign
exchange; yet complaints abound about the quality of these jobs, the stability of the export
earnings, and the declining standard of living confronted by workers.

There is acrimonious debate about whether NAFTA should be considered a good
deal or not, and for whom. The dispute galvanizes strong vested interests in the United
States and Mexico, as well as the Caribbean Basin. The U.S. critics of NAFTA claim that it
has escalated the destruction of the U.S. manufacturing base, and bolster this view with
estimates that more than 250,000 jobs have been lost in the United States because of the
passage of NAFTA. A disproportionate number of these job losses have occurred in the
apparel and textile sector. In North Carolina, the hub of many of the leading US textile and
apparel firms, apparel employment statewide has fallen by 9.2% annually since 1995, while
textile employment has declined at the appreciably slower annual rate of 4.9% (Jud and
Cassill [1999]). Burlington Mills, Cone Mills, VF Corporation, Sara Lee, Guilford Mills, and
numerous other North Carolina companies are investing in Mexico at a rapid clip. Although
consolidation, automation and enhanced productivity have contributed to U.S. job losses,
NAFTA is seen as the primary culprit because Mexican production dramatically increases
U.S. corporate profits: “U.S. corporations in Mexico can pay workers $30 per week, provide
little or no benefits, avoid U.S. laws that protect the health and safety of workers, and then
discharge waste into the local river or ditch without having to worry about meeting the
stringent government regulation that exists in the United States” (Castelli [1999]).

This critical perspective is sharply challenged by NAFTA boosters, who see the
regional trade agreement as a defensive “survival strategy” intended to protect the North
American market against a flood of Asian imports. Since NAFTA went into effect on
January 1, 1994, Mexico has overtaken China as the top U.S. supplier of apparel. More
generally, NAFTA has precipitated a profound regional shift in where apparel is made.
Before NAFTA, most U.S. clothing imports came from Asia. Today, most U.S. apparel
comes from the Americas, and it is made in places like Mexico, the Caribbean, and Canada
– all places that use U.S. yarn and fabric (unlike Asian clothing imports, which have
virtually no U.S. yarn or fabric). Using impeccable supply-chain logic, Carlos Moore of
the American Textile Manufacturers Institute concludes that NAFTA has indeed benefited
the U.S. textile industry and its workers:
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"When apparel imports from the Far East increase, textile production in this
country decreases. When production drops, that means fewer jobs for American textile
workers. Simply put, apparel imports from Mexico help our industry and our workers; apparel
imports from the Far East hurt us….I’m not claiming all is rosy in our industry. Like
manufacturing industries all across the United States, the textile industry has consolidated
and increased its productivity, which has resulted in job losses. The industry also has faced
growing imports from Asia, much of which violates trade rules, and this has added to job
losses. But keep in mind, if we didn’t have NAFTA, job losses in the textile industry would
have been far more drastic because U.S. garment-making would have continued to move
to the Far East and we would not have nearby markets for our textiles (Moore [1999])."

Actually, NAFTA appears to have accelerated a prior, more general trend toward
a growth in U.S. exports to Mexico. Between 1992 and 1997, North Carolina’s textile
exports to Mexico grew fivefold (from $33 million to $150 million), while apparel exports
increased nearly eightfold (from $49 million in 1992 to $383 million in 1997) (Dyer [1999]).
Whether net job losses can be attributed to NAFTA is difficult to pin down. While an
estimated 20,000 North Carolinians reportedly have lost jobs as their employers relocated
factories south of the border since NAFTA went into effect in 1994, unemployment rates in
the state remain at a record low 3%, fueled in part by the creation of new jobs to assist
with the record level of exports to Mexico.

Unraveling the North American restructuring paradox in terms of the drivers as
well as the beneficiaries of change in the apparel sector will be the focus of this paper. First,
the global commodity chains approach will be introduced as a way to understand the worldwide
organization of apparel production, and the shifting economic roles of lead companies within
this sector. Second, international market factors will be examined by outlining the most
significant trade shifts in the apparel industry, with an emphasis on Asia and Latin America.
Third, the impact of NAFTA on patterns of competition in the textile and apparel commodity
chain in Mexico and the Caribbean Basin countries will be explored. Finally, we will analyze
in greater detail the changing corporate strategies of the major transnational firms in the
North American apparel industry, who themselves are following different approaches to
maintaining their market power and profitability in a post-NAFTA environment.

II.THE APPAREL COMMODITY CHAIN

In global capitalism, economic activity is not only international in scope, it is also
global in organization. “Internationalization” refers to the geographic spread of economic
activities across national boundaries. As such, it is not a new phenomenon. Indeed, it has
been a prominent feature of the world economy since at least the seventeenth century
when colonial empires began to carve up the globe in search of raw materials and new
markets for their manufactured exports. “Globalization” is much more recent than
internationalization because it implies functional integration between internationally
dispersed activities.

Industrial and commercial capital have promoted globalization by establishing
two distinct types of international economic networks, which can be called “producer-
driven” and “buyer-driven” global commodity chains, respectively (Gereffi [1994] and
[1999]). A commodity chain refers to the whole range of activities involved in the design,
production, and marketing of a product (see Gereffi and Korzeniewicz [1994] for an overview
of this framework). Producer-driven commodity chains are those in which large, usually
transnational, manufacturers play the central roles in coordinating production networks
(including their backward and forward linkages). This is characteristic of capital- and
technology-intensive industries such as automobiles, aircraft, computers, semiconductors,
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and heavy machinery. The automobile industry offers a classic illustration of a producer-
driven chain, with multilayered production systems that involve thousands of firms (including
parents, subsidiaries, and subcontractors). In the 1980s, the average Japanese automaker’s
production system, for example, contained 170 first-tier, 4,700 second-tier, and 31,600
third-tier subcontractors (Hill [1989] p. 466). Florida and Kenney [1991] found that Japanese
automobile manufacturers actually reconstituted many aspects of their home-country
supplier networks in North America. Doner [1991] extended this framework to highlight
the complex forces that drive Japanese automakers to create regional production schemes
for the supply of auto parts in a half-dozen nations in East and Southeast Asia. Henderson
[1989] and Borrus [1997] also support the notion that producer-driven commodity chains
have established an East Asian division of labor in their studies of the internationalization
of the U.S. and Japanese semiconductor industries.

Buyer-driven commodity chains refer to those industries in which large retailers,
marketers, and branded manufacturers play the pivotal roles in setting up decentralized
production networks in a variety of exporting countries, typically located in the third world.
This pattern of trade-led industrialization has become common in labor-intensive, consumer
goods industries such as garments, footwear, toys, housewares, consumer electronics, and
a variety of handicrafts. Production is generally carried out by tiered networks of third
world contractors that make finished goods for foreign buyers. The specifications are supplied
by the large retailers or marketers that order the goods.

One of the main characteristics of the firms that fit the buyer-driven model, including
retailers like Wal-Mart, Sears Roebuck, and J.C. Penney, athletic footwear companies like
Nike and Reebok, and fashion-oriented apparel companies like Liz Claiborne and The Limited,
is that these companies design and/or market—but do not make—the branded products
they order. They are part of a new breed of “manufacturers without factories” that separate
the physical production of goods from the design and marketing stages of the production
process. Profits in buyer-driven chains derive not from scale, volume, and technological
advances as in producer-driven chains, but rather from unique combinations of high-value
research, design, sales, marketing, and financial services that allow the retailers, designers,
and marketers to act as strategic brokers in linking overseas factories and traders with evolving
product niches in their main consumer markets (Gereffi [1994]).

Profitability is greatest in the relatively concentrated segments of global
commodity chains characterized by high barriers to the entry of new firms. In producer-
driven chains, manufacturers making advanced products like aircraft, automobiles, and
computers are the key economic agents not only in terms of their earnings, but also in their
ability to exert control over backward linkages with raw material and component suppliers,
and forward linkages into distribution and retailing. The lead firms in producer-driven chains
usually belong to global oligopolies. Buyer-driven commodity chains, by contrast, are
characterized by highly competitive and globally decentralized factory systems. The
companies that develop and sell brand-named products exert substantial control over how,
when, and where manufacturing will take place, and how much profit accrues at each
stage of the chain. Thus, whereas producer-driven commodity chains are controlled by
large manufacturers at the point of production, the main leverage in buyer-driven industries
is exercised by retailers and marketers at the distribution and retail end of the chain.

Both buyer-driven and producer-driven commodity chains are useful in analyzing
and evaluating global industries. As with traditional supply-chain perspectives, the
commodity chains framework is based on the flow of goods involved in the production and
distribution of apparel products. However, the global commodity chains approach differs
in at least four respects from related concepts, such as the apparel “pipeline” (AAMA
[1984]) or “value chain” (Porter [1990]) approaches.
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1. the global commodity chain incorporates an explicit international dimension
into the analysis;

2. focuses on the power exercised by the lead firms in different segments of the
commodity chain, and it illustrates how power shifts over time;

3. views the coordination of the entire chain as a key source of competitive
advantage that requires using networks as a strategic asset; and

4. looks at flows of information as one of the critical mechanisms by which
firms try to improve or consolidate their positions within the chain.

DIVERSE LEAD FIRMS

Because of the intensive use of low-skilled labor in apparel production,
transnational companies have limited potential for deriving firm-specific advantages from
direct foreign investment in overseas locations. Instead, they have turned to other forms of
transnational activity, such as the importing of finished garments, brand name and trademark
licensing, and the international subcontracting of assembly operations. These various
activities have led to multiple lead firms in buyer-driven commodity chains.

There are three types of “lead firms” in the apparel commodity chain: retailers,
marketers, and branded manufacturers (Gereffi [1997]). As apparel production has become
globally dispersed and the competition between these types of firms intensified, each has
developed extensive global sourcing capabilities. While “de-verticalizing” out of production,
they are fortifying their activities in the high value-added design and marketing segments
of the apparel chain, leading to a blurring of the boundaries between these firms and a
realignment of interests within the chain.

Here’s a quick look at where each “lead firm” stands in apparel sourcing:

Retailers

 In the past, retailers were the apparel manufacturers’ main customers, but now
they are increasingly becoming their competitors. As consumers demand better value, retailers
have increasingly turned to imports. In 1975, only 12% of the apparel sold by U.S. retailers
was imported; by 1984, retail stores had doubled their use of imported garments (AAMA
[1984]). In 1993, retailers accounted for 48% of the total value of imports of the top 100
U.S. apparel importers (who collectively represented about one-quarter of all apparel imports).
U.S. apparel marketers, which perform the design and marketing functions but contract out
the actual production of apparel to foreign or domestic sources, represented 22% of the
value of these imports in 1993, and domestic producers made up an additional 20% of the
total1  (Jones [1995], p. 25-26). The picture in Europe is strikingly similar. European retailers
account for fully one-half of all apparel imports, and marketers or designers add roughly
another 20% (Scheffer [1994] p. 11-12). Private label lines (or store brands), which refer to
merchandise made for specific retailers and sold exclusively in their stores, constituted about
25% of the total U.S. apparel market in 1993 (Dickerson, [1995] p. 460).

Marketers

 These manufacturers without factories include companies like Liz Claiborne,
Donna Karan, Ralph Lauren, Tommy Hilfiger, Nautica, and Nike, that literally were born
global because most of their sourcing has always been done overseas. In order to deal with
the influx of new competition, marketers have adopted several strategic responses that are
altering the content and scope of their global sourcing networks. These measures include:
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1. shrinking their supply chains, using fewer but more capable contractors;
2. instructing contractors where to obtain needed components, thus reducing

their own purchase and redistribution activities;
3. discontinuing certain support functions (such as pattern grading, marker

making and sample making) and reassigning them to contractors;
4. adopting more stringent vendor certification systems to improve performance;

and,
5. shifting the geography of their sourcing networks from Asia to the western

hemisphere.

Branded Apparel Manufacturers

 The decision of many larger manufacturers in developed countries is no longer
whether to engage in foreign production, but how to organize and manage it. These firms
supply intermediate inputs (cut fabric, thread, buttons, and other trim) to extensive networks
of offshore suppliers, typically located in neighboring countries with reciprocal trade
agreements that allow goods assembled offshore to be re-imported with a tariff charged
only on the value added by foreign labor. This kind of international subcontracting system
exists in every region of the world. It is called the 807/9802 program or “production sharing”
in the United States (USITC [1997]), where the sourcing networks of U.S. manufacturers
are predominantly located in Mexico, Central America, and the Caribbean. In Europe, this
is known as outward processing trade (OPT), and the principal suppliers are found in North
Africa and Eastern Europe (OETH [1995]); and in Asia, manufacturers from relatively high-
wage economies like Hong Kong have outward processing arrangements (OPA) with China
and other low-wage nations (Birnbaum [1993]).

INDUSTRIAL UPGRADING AS EXPORT ROLE SHIFTS

The concept of industrial upgrading encompasses several related levels of analysis:
product characteristics, types of economic activity, intrasectoral shifts, and intersectoral
shifts (Gereffi and Tam [1998]). At a product level, one can talk about the movement from
simple to more complex goods of the same type (e.g., cotton shirts to men’s suits). At the
level of economic activities, there are various roles that involve increasingly sophisticated
production, marketing, and design tasks. One typology includes: assembly, original
equipment manufacturing (OEM), original brandname manufacturing (OBM), and original
design manufacturing (ODM). A third type of industrial upgrading involves an intrasectoral
progression, typically from the manufacture of finished items to the production of higher
value goods and services involving forward and backward linkages along the supply chain.
Finally, industrial upgrading may also be viewed as the intersectoral shift from low-value,
labor-intensive industries to capital- and technology intensive ones (e.g., clothes to cars to
computers). While firms generally implement industrial upgrading, the spatial context in
which this activity occurs and is observed includes local, national, and regional economies.

In the specific historical context of the global apparel industry, one of the clearest
qualitative indicators of industrial upgrading are the role shifts involved in moving from
assembly (using imported inputs) to more integrated forms of manufacturing and marketing
associated with the OEM and OBM export roles (Gereffi [1999]). Participation in assembly
networks (often associated with export-processing zones) is considered the first step in the
upgrading process because it teaches apparel exporters about the price, quality and delivery
standards used in global markets. Thus, entry into the apparel commodity chain via the
assembly role requires learning how to work with organizational buyers (e.g., manufacturers,
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trading companies, and brokers) that supply the exporting firm with fabric and other inputs
needed to assemble garments.

The most typical upgrading move following assembly is OEM or full-package
production. Why is full-package production so useful for the success of a country in a
global commodity chain? Compared with the mere assembly of imported inputs, full-package
production fundamentally changes the relationship between buyer and supplier in a direction
that gives far more autonomy and learning potential for industrial upgrading to the supplier.
Full-package production is needed because the retailers and marketers that order the
garments do not know how to make them. Thus, the suppliers must learn how to do
everything, and they frequently do so in a relatively long-term relationship with the buyers.
Moreover, if the buyer is a marketer, the supplier can closely observe its client’s behavior in
response to changing market conditions. The more stable and open the relationship between
the buyer and the supplier, the more favorable is the environment for observing and learning
from the buyer.

Particular places such as the East Asian newly industrializing economies (NIEs) of
Hong Kong, Taiwan, South Korea, and Singapore have used the OEM role to create an
enduring edge in export-oriented development. However, East Asian producers confront
intense competition from lower-cost exporters in various parts of the third world, and the
price of their exports to western nations has been further elevated by sharp currency
appreciations during the past decade. Under these circumstances, it is advantageous to establish
forward linkages to developed-country markets, where the biggest profits are made in buyer-
driven commodity chains. Therefore, a number of firms in the East Asian NIEs that pioneered
OEM are now pushing beyond it to the OBM role by integrating their manufacturing expertise
with the design and sale of their own branded merchandise (Gereffi [1995]).

From a theoretical point of view, there are four defining elements in this historically
and organizationally grounded, global commodity chains approach to industrial upgrading.
First, sequences of export roles are contingent, not invariant, features of industrial upgrading.
While the progression from assembly to OEM to OBM export roles is quite typical, success
in one role does not guarantee success in subsequent ones. Backsliding is possible and the
sequences may vary, especially for more advanced forms of upgrading. These export roles
are not mutually exclusive, either. In fact, most nations are tied to the world economy in
multiple ways (Gereffi [1995]). In the case of apparel, for example, the East Asian NIEs
have engaged in assembly, OEM, and OBM from the 1960s through the 1990s, and they
have extended their OEM and to a lesser degree OBM capabilities to a diverse array of
other export industries. Prominent apparel exporters like China, Mexico, and Turkey are
currently making a successful transition from assembly to OEM production, while most
nations have not progressed beyond the assembly export role.

Second, industrial upgrading is embedded in a social structure of producers,
which is made up of “organizational chains” of buying and supplying firms. From this
perspective, industrial upgrading involves organization learning to improve the position
of firms or nations in international trade and production networks (Gereffi and Tam [1998]).
Participation in global commodity chains is a necessary step for industrial upgrading because
it puts firms and economies on potentially dynamic learning curves. There are many obstacles,
however, to moving up these chains. The barriers to entry for each export role are more
demanding as one moves along the industrial upgrading trajectory. Subsequent stages
generally require the mastery of skills associated with the previous stage, although new
resources and capabilities are also involved in upgrading shifts. Entry into the apparel
commodity chain in the assembly export role, for instance, requires that an economy have
low labor costs, political stability, and favorable quotas or other forms of trade access to
major export markets. The shift from assembly to the OEM role requires, in addition to the
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foregoing conditions, a local infrastructure of firms capable of supplying a variety of apparel
inputs (e.g., textiles, thread, buttons, zippers, labels) at the quality and quantity levels
required for export production, as well as a good working relationship with a new set of
foreign buyers (e.g., retailers and marketers) willing to place full-package orders.

Third, industrial upgrading requires not only physical and human capital, but
also social capital – i.e., relevant and effective networks. Economic theories of industrial
upgrading indicate that as capital (both physical and human) becomes more abundant
relative to labor and the endowments of other countries, nations develop comparative
advantages in capital- and skill-intensive industries (Porter, 1990). However, industrial
upgrading does not occur to a random set of capital- or skill-intensive industries or activities,
but rather to products that are organizationally related through the lead firms in global
commodity chains (Gereffi and Tam [1998]). Industrial upgrading within the apparel
commodity chain involves building and coordinating networks with different kinds of lead
firms that have access to distinct pools of design, production, and marketing resources
needed to create new forms of national and regional competitive advantage (Gereffi [1999]).

Fourth and finally, sustaining the upgrading process within a particular commodity
chain involves both forward and backward linkages from production, and the kind of
learning that occurs across these segments. There are various ways that industrial upgrading
can proceed once the capabilities for integrated manufacturing required by the OEM role
have been mastered, whether by individual companies or by networks of firms. The East
Asian NIEs, faced with domestic supply-side constraints (labor shortages, high wages, and
high land prices) and external pressures (U.S.-mandated currency revaluations, high tariffs,
and quota restrictions), created international “triangle manufacturing” networks in which
they became the middlemen between U.S. buyers and a wide range of low-cost factories
in Asia and other developing regions. Thus, they internationalized the networks built around
their OEM role (Gereffi [1995] and [1999]). Another upgrading option is to move forward
along the supply chain from production to marketing. Hong Kong apparel companies have
gone from OEM to OBM by establishing new retail chains featuring their brands (Granitsas
[1998]). U.S. apparel giants like Levi Strauss and Sara Lee have chosen to lessen their
commitment to manufacturing in order to put more resources into building global brands,
which are the most profitable part of the softgoods value chain (Black [1998]), while textile
manufacturers are integrating forward into apparel supply precisely to enhance their
manufacturing capabilities and enlarge their potential customer base (Bonner [1997]).
Similarly, vertical integration can occur in a backward direction, and this also can be
considered an upgrading move if it adds knowledge that improves the productivity and
competitiveness of a firm or an economy. A good illustration of value-adding backward
integration is “vertical retailing,” whereby major private-label retailers such as The Gap,
J.C. Penney, and Sears Roebuck have moved aggressively into designing and sourcing their
own products, frequently from overseas locations, thereby performing the same operations
as many companies that are generally considered apparel manufacturers (Apparel Industry
Magazine [1997]). Thus, industrial upgrading is a key force that motivates the economic
restructuring being undertaken by U.S. textile, apparel, and retail companies today, as well
as firms in developing nations.

III. INTERNATIONAL TRADE SHIFTS AND INDUSTRIAL UPGRADING IN ASIA

The world textile and apparel industry has undergone several migrations of
production since the 1950s and they all involve Asia. The first migration of the industry
took place from North America and Western Europe to Japan in the 1950s and early 1960s,
when Western textile and clothing production was displaced by a sharp rise in imports
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from Japan. The second supply shift was from Japan to the “Big Three” Asian apparel
producers (Hong Kong, Taiwan, and South Korea), which permitted the latter group to
dominate global textile and clothing exports in the 1970s and 1980s. During the past 10 to
15 years, there has been a third migration of production — this time from the Asian Big
Three to a number of other developing economies. In the 1980s, the principal shift was to
mainland China, but it also encompassed several Southeast Asian nations and Sri Lanka. In
the 1990s, the proliferation of new suppliers included South Asian and Latin American
apparel exporters (Khanna [1993], Gereffi [1996a]).

This most recent shift is seen in sharp relief in Table 1, (see tables at the end)
which looks at apparel imports to the United States, the world’s largest market, during the
past 15 years. In 1983, the Asian “Big Three” (Hong Kong, Taiwan, and South Korea), plus
China, were responsible for two-thirds of U.S. apparel imports; by 1998, this share had
dropped to less than one-third. Table 1 highlights two main trends in U.S. apparel imports:
(1) a shift within Asia from the “Big Three” to the growing importance of successive waves
of exporters: first China, followed by Southeast Asia and then South Asia; and (2) a growth
in non-Asian sources of apparel supply, especially the importance of Central America and
the Caribbean as a region (which nearly doubled its share of U.S. apparel imports from 8%
in 1990 to 15% in 1998) and, most notably, Mexico (which more than quadrupled its
share of U.S. apparel imports from 3% to 13% in the same period).

How can we explain these international trade shifts? A simple market explanation
is that the most labor-intensive segments of the apparel supply chain will be located in
countries with the lowest wages. This account is supported by the sequential relocation of
textile and apparel production from the United States and Western Europe to Japan, the
Asian Big Three, and China, given that each new tier of entrants to the production hierarchy
had significantly lower wage rates than its predecessors. The cheap-labor argument does
not hold up as well, however, when we get to the proliferation of new Asian and Caribbean
suppliers, whose U.S. market share expanded even though their wage rates are often
considerably higher than China’s. Furthermore, although the share of U.S. apparel exports
represented by Hong Kong, South Korea, and Taiwan has declined substantially during the
past decade, these economies still rank among the top six apparel exporters to the United
States in 1998, despite having the highest apparel labor costs among all major suppliers
(see ILO [1995], p. 35-36)

Exchange rates and trade policies help to explain some of these discrepancies. A
critical factor in the sharp decline of Taiwan’s and South Korea’s apparel exports in the late
1980s was not only their rising wages, but also the sharp appreciation of their local currencies
vis-à-vis the U.S. dollar after the Plaza Agreement was signed in 1985. Between 1985 and
1987, the Japanese yen was revalued by close to 40%, the New Taiwan dollar by 28%,
and from 1986 to 1988 the Korean won appreciated by 17% (Bernard and Ravenhill [1995]
p. 180). The most important policies shaping U.S. apparel imports, however, have been
quotas and preferential tariffs. Since the early 1970s, quotas on apparel and textile items
were regulated by the Multifiber Arrangement (MFA). The MFA has been used by the
United States, Canada, and various European nations to impose quantitative import limits
in a wide variety of product categories.

 Although the clear intent of the MFA was to protect developed country firms
from a flood of low-cost imports that threatened to disrupt major domestic industries, the
result was exactly the opposite. Protectionism heightened the competitive capabilities of
developing country manufacturers, who learned to make sophisticated products that were
more profitable than simple ones. Protectionism by the industrialized nations also diversified
the scope of foreign competition, as an ever widening circle of exporters was needed to
meet booming North American and European demand. In recent years, the creation of the
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European Union and NAFTA has heightened preferential tariffs in these trade blocs, and
promoted a growing consolidation of supply chains within regions.

The ability of the East Asian NIEs to sustain their export success over several
decades, and to develop a multilayered sourcing hierarchy within Asia, is only partially
related to wage rates and state policies. From a commodity chain perspective, East Asia
must be viewed as part of an interrelated regional economy (Gereffi [1996a]). The apparel
export boom in the less developed southern tier of Asia has been driven to a significant
extent by the industrial restructuring of the northern tier East Asian NIEs. As Northeast
Asian firms began moving their production offshore, they devised ways to coordinate
and control their sourcing networks. Ultimately, they focused on the more profitable
design and marketing segments within the apparel commodity chain to sustain their
competitive edge. This transformation can be conceptualized as a process of industrial
upgrading, based in large measure on building various kinds of economic and social
networks between buyers and sellers.

Thus, East Asia’s transition from assembly to full-package supply derives in large
measure from its ability to establish close linkages with a diverse array of lead firms in
buyer-driven commodity chains. Lead firms are the primary sources of material inputs,
technology transfer, and knowledge in these organizational networks. In the apparel
commodity chain, different types of lead firms use different networks and source in different
parts of the world. Retailers and marketers tend to rely on full-package sourcing networks
in which they buy ready-made apparel primarily from Asia, where manufacturers in places
like Hong Kong, Taiwan, and South Korea now play primarily a coordinating role in the
OEM or full-package production process. Branded manufacturers, by contrast, tend to
create production networks that focus on apparel assembly using imported inputs. Whereas
full-package sourcing networks are frequently global, production networks established by
branded manufacturers are predominantly regional: U.S. manufacturers go to Mexico and
the Caribbean Basin, European Union firms look to North Africa and eastern Europe, and
Japan and the East Asian NIEs look to lower-wage regions within Asia.

IV. NEW PATTERNS OF COMPETITION IN THE APPAREL COMMODITY CHAIN

     IN NORTH AMERICA

Our analysis of the apparel commodity chain in Asia suggests three main trends
relevant to the future of the textile and apparel sector in North America. First, there are
parallel processes of regionalization of the apparel commodity chain within Asia, North
America, and Europe (Gereffi [1996b]). The emerging supply relationships that are being
fashioned with nearby low-cost producers in each area (South and Southeast Asia as well
as China in Asia, Mexico and the Caribbean Basin vis-à-vis North America, and North
Africa and Eastern Europe for the European Union) are likely to strengthen intra-regional
trade and production networks in the apparel chain. Second, the relative decline of finished
apparel exports from the East Asian NIEs is producing a “supply gap” in the North American
apparel commodity chain. This is partly due to the greater geographical distances and
logistical complexity involved in managing Asia’s OEM production networks, as well as the
tendency for more direct marketing in Asia as local manufacturers shift from OEM to OBM.
Third, apparel manufacturers in Mexico and the Caribbean Basin will need to develop the
capability to carry out full-package production if they hope to compete for the large and
dynamic branded and private-label segment of the U.S. market, especially more fashion-
oriented products such as women’s wear. Previously the offshore supply of ready-to-wear
garments had only been done by the East Asia NIEs for the U.S. mass market, or in the
fashion centers of Europe for high couture.
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THREE MODELS OF COMPETITION

Between 1990 and 1998, U.S. apparel imports rose from $25.5 to $53.9 billion.
Figure 1 is an import map that helps to identify trade shifts among the main suppliers to the
U.S. apparel market. Those nations in the innermost circle each account for 10% or more of
the total value of U.S. clothing imports in 1998, while each of those in the outer ring makes
up only 1.0-1.9% of total imports. In other words, as we move from the inner rings to the
outer ones in this import map, the relative importance of national apparel exporters decreases.

Several key aspects of the direction and magnitude of change in U.S. apparel
trade are revealed in Figure 1. First, there are striking regional differences in the pattern
of U.S. apparel imports. The NIEs in Northeast Asia are becoming much less important in
U.S. apparel sourcing, South and Southeast Asia are growing slowly or not at all, and
imports from China, the Caribbean Basin, and Mexico are booming. Second, despite
considerable mobility during the 1990s, there is a strong core-periphery pattern that
dominates the geography of export activity in the U.S. apparel sourcing matrix. Only
four economies (Hong Kong, South Korea, China, and Mexico) were core U.S. suppliers
during the past decade, and only China and Mexico currently hold that distinction. There
is a wide dispersion of 17 apparel suppliers in the outer two rings (indicating 1% to 4%
shares of the U.S. apparel market), with just five nations in the inner three rings. Third,
while for most countries the degree of change from 1990 to 1998 has been relatively
modest (they changed their position by one ring or not at all), other nations have shown
more substantial degrees of advancement (Mexico, Guatemala, El Salvador, Honduras,
and Canada) or decline (South Korea and Singapore). Nonetheless, inward shifts of even
one ring may be quite significant for smaller economies, given the substantial overall
growth of U.S. apparel imports in the past decade.

These patterns of U.S. sourcing highlight three distinct models of competition in
the North American apparel industry. First, there is an East Asian model in which national
exporters in the East Asian NIEs offer full-package apparel to the U.S. buyers, which allows
them to dominate the higher value, mainly women’s fashion-apparel market. Second, there
is an emerging Mexican model in which NAFTA’s rules of origin create an incentive for
more integrated apparel production in Mexico, although diverse U.S. firms are vying for
the lead role in coordinating this full-package option. Third, there is a Caribbean Basin
model in which the traditional 807/9802 form of production sharing prevails, based on a
mixture of low wages, an export-processing zone format, preferential access, and quotas
which offer none of the benefits of the NAFTA rules of origin. While Mexico has graduated
beyond simple assembly, it has not yet achieved the full-package status of East Asian
export firms. The remainder of this report will examine the dynamics and regional
development implications of these three models in greater detail.

NORTH AMERICA’S REGIONAL DIVISION OF LABOR IN APPAREL

If one envisions the complete apparel commodity chain as encompassing
raw materials, yarn and synthetic fibers, textiles, apparel, and the distribution of apparel
to retailers (Appelbaum and Gereffi [1994]), then the Mexican and U.S. commodity
chains are quite distinct. Mexico has several large, reasonably successful synthetic fiber
companies, a multitude of export-oriented assembly firms that send apparel products
to the United States using U.S. inputs, and an emergent retail sector that is fashioning
a number of strategic alliances with their U.S. counterparts. The weakest link in the
Mexican production chain, by far, is the textile segment. The vast majority of Mexico’s
textile companies are undercapitalized, technologically backward and inefficient, and
they produce goods of poor quality.
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Figure 1

* The 1998 position corresponds to the ring where the country's name is located; the 1990 position, if different,
is indicated by a small circle. The arrows represent the magnitude and direction of change over time.
Source: Compiled from official statistics of the U.S. Department of Commerce, U.S. imports for consumption,
customs value.
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 By contrast, the United States is very strong in synthetic fibers, textiles, and
retailing, but limited in its garment production capability, especially for women’s and
children’s apparel. The Mexican apparel chain thus appears to be strongest where the U.S.
chain is relatively weak: garment production.2

This picture becomes more complex if we expand the borders of North America
to include Central America and the Caribbean.3  The most common form of export activity
in Latin America is the labor-intensive assembly of manufactured goods from imported
components in export-processing zones (EPZs). These zones are disproportionately
concentrated in Mexico (where they are known as the maquiladora industry) and the
Caribbean Basin (where they are also called Free Trade Zones) because of this area’s low
wages and proximity to the U.S. market, where over 90% of their exports are sold. Virtually
all of the EPZ production in the region is of a very low value-added nature, which is a direct
result of U.S. policy. Under U.S. tariff schedule provision HTS 9802.00.80 (formerly clause
807), enterprises operating in EPZs have an incentive to minimize locally purchased inputs
because only U.S.-made components are exempt from import duties when the finished
product is shipped back to the United States. This constitutes a major impediment to
increasing the integration between the activities in the zones and the local economy, and it
limits the usefulness of EPZs as stepping stones to higher stages of industrialization.

While the onset of NAFTA removes the legislative rationale for the maquiladora
industry in Mexico, broader structural changes during the past 10-15 years have rendered
obsolete many of the popular stereotypes concerning the maquiladora sector. A recent
study of Mexico’s export manufacturing industry (MacLachlan and Aguilar [1998]) challenges
at least five of these outmoded generalizations:

Myth #1:  Maquiladoras are found almost exclusively along Mexico’s northern
border. Fact: Once true, this is no longer the case. Since the mid-1980s, the interior
maquiladoras have been growing rapidly, and in 1996 they accounted for one-third of
national maquiladora employment.

Myth #2 : The maquiladora labor force is dominated by young women. Fact: The
proportion of female workers in maquiladoras has plunged and the gender structure of
maquiladora employment is approaching parity.

Myth #3:  Labor compensation in maquiladoras is extremely low and exploitative.
Fact: While maquiladora wages are abysmal in relation to U.S. standards, they compare
quite favorably to industrial wages in Mexico. Furthermore, there appears to be little
difference between working conditions in maquiladoras and domestic manufacturing
plants in Mexico.

Myth #4:  Maquiladoras are primarily foreign-owned plants. Fact: The origin
of capital invested in maquiladoras is almost evenly divided between the United States
and Mexico.

Myth #5:  Maquiladoras are export enclaves, totally dependent on imported
components. Fact: While maquiladoras still import an average of 98% of their material inputs,
interior maquiladoras show a greater propensity to use domestic inputs than those along the
border and there has been a sharp growth of inter-maquila trade in certain sectors (such as
electronics and autos). These trends, along with the loosening of trade restrictions implied by
NAFTA, suggest a greater integration of maquiladoras into the Mexican economy.
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Given these transformations in the maquiladora sector, we need to look more
closely at how the export-oriented apparel plants in Mexico and the Caribbean Basin are
shaping the competitive performance of these economies vis-à-vis the U.S. market. Of
particular significance for the region are two questions: (1) Has Mexico developed the
capability to challenge East Asia as a full-package supplier for the U.S. market? (2) Is
Mexico using the advantages afforded by NAFTA to displace the Central American and
Caribbean economies from their niche as low-cost assemblers in the U.S. production-
sharing system?

THE UNITED STATES, MEXICO AND THE CARIBBEAN BASIN: WHO BENEFITS FROM REGIONAL

INTEGRATION?

Mexico’s maquiladora industry, which was established in 1965, is made up of
assembly plants (known as “maquilas”) that mainly use U.S. components to make goods
for export to the U.S. market. 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. Until the past decade, Mexico’s
maquiladora plants typified low value-added assembly, with virtually no backward linkages
(local materials typically accounted for only 2-4% of total inputs). In the 1980s, a new
wave of maquiladora plants began to push beyond this enclave model to a more advanced
type of production, making components for complex products like automobiles and
computers (Gereffi [1996c], Carrillo [1998]). Despite the predominance of more
technologically sophisticated and higher value-added assembly operations in the new
maquiladoras, the passage of NAFTA is likely to further increase the attractiveness of old-
style apparel and textile assembly operations in Mexico over those in the Caribbean Basin,
whose countries don’t enjoy the tariff benefits NAFTA accords to Mexico.

The maquiladora sector has benefited most dramatically from Mexico’s opening
to trade in 1988. Between 1994 and 1998, total U.S. imports of apparel assembled from
U.S. parts (under the 807/9802 production-sharing program) rose from $5.7 billion to
$12.8 billion. Mexico has been the star performer in the 1990s. Its apparel exports to the
United States from Mexican maquiladora plants more than tripled from just under $1.5
billion in 1994 to $5.1 billion in 1998. Assembly trade predominates in the North American
garment sector, accounting in 1998 for 79% of U.S. apparel imports from Mexico and
84% of those from the Caribbean and Central America (Table 2).

From a regional perspective, Mexico competes for the U.S. market most directly
with the Caribbean Basin Initiative (CBI) countries. Caribbean Basin venues are now the
favored locales for export-oriented assembly in Latin America. By the early 1990s, EPZs
had become a leading source of exports and manufacturing employment in various
Caribbean nations. The Dominican Republic is a prime example. There are 430 companies
employing 164,000 workers in the country’s 30 free-trade zones; three-quarters of the
firms are involved in textiles and apparel (Burns [1995] 39). In terms of employment, the
Dominican Republic is the fourth largest EPZ economy in the world (the fifth if China’s
Special Economic Zones are included). The Dominican Republic has an especially large
dependence on EPZs, whose share of official manufacturing employment on the island
increased from 23% in 1981 to 56% in 1989. By this latter year, EPZs also generated over
20% of the Dominican Republic’s total foreign exchange earnings (Kaplinsky [1993]). U.S.
investors account for more than half (54%) of the companies operating in the zones, followed
by firms from the Dominican Republic itself (22%), South Korea (11%), and Taiwan (3%)
(UNCTAD [1994] p. 90).
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The diversity of the apparel export industry in Mexico and the CBI economies in
1998 is apparent in Table 3. Mexico has the largest apparel sector, by far, with nearly
12,000 plants and 460,000 garment workers. However, these statistics encompass both
the domestic as well as the export-oriented apparel firms. Many of the companies that
supply Mexico’s domestic market are undercapitalized, traditional family-owned workshops
or microenterprises; 95% of Mexico’s garment plants are considered small, which brings
the national average for the sector down to 39 employees per plant. The apparel sector in
the Central American and Caribbean countries, by contrast, is dominated by much larger,
export-oriented firms that supply the U.S. market under the 807/9802 production-sharing
program. The Dominican Republic has 180,000 apparel employees, followed by Honduras
(90,000 garment workers), Guatemala (70,000 workers), and El Salvador (42,000 workers).
Apparel is the main manufacturing industry in each of these economies. Especially striking
is the large average size of the apparel plants in these four CBI economies, which ranges
from 250 to over 500 employees. This suggests that CBI apparel exports are channeled
through giant assembly plants that are capable of filling the big orders that come from U.S.
apparel manufacturers, rather than through traditional family firms or more flexible forms
of networked production. (Table 3 and 4).

Mexico has relied heavily on a handful of apparel exports to gain a strong foothold
in the U.S. market during the 1990s. Table 4 shows that nearly two-thirds (64%) of Mexico’s
total apparel exports to the U.S. market in 1998 are accounted for by just six products:
cotton trousers (31% of the total), cotton knit shirts (13%), man-made fiber (MMF) knit
shirts (8%), MMF trousers (6%), cotton underwear (3%), and MMF brassieres (3%). The
relative importance of these top six products has increased substantially since 1990, when
they represented less than one-half (48%) of Mexico’s apparel export total of $680 million.
Thus, while Mexico’s total apparel exports increased elevenfold from 1990 to 1998, the
top six products augmented their value by a factor of 15 in this same period.

A closer look at the patterns of competition among the leading suppliers of
these top six apparel exports in Table 5 reveals that Mexico has become the number one
U.S. supplier for five of these six products in 1998, and it occupies the number two slot
behind Honduras for the sixth item (cotton underwear). However, a surprisingly
heterogeneous mix of CBI and Asian suppliers holds the second and third positions for
each of these products. For cotton trousers and cotton knit shirts, the Dominican Republic
and Honduras, respectively, are the number two exporters, while Hong Kong is the number
three supplier for both items. For MMF trousers and MMF knit shirts, however, the second
and third suppliers behind Mexico are East Asian nations, while the main U.S. suppliers of
intimate apparel (cotton underwear and MMF bras) are all located in the Caribbean Basin.

There are several explanations for the cross-regional patterns of competition
identified in Table 5. First, U.S. quotas still available to the East Asian nations probably
account for their continuing prominence in several of these product areas. Second, despite
higher wages than Mexico and the CBI countries, the East Asian NIEs may be making
higher quality, more expensive items and thus they are able to compete effectively against
lower cost suppliers. Third, for each of the apparel items listed in Table 5, the East Asian
NIEs predominate in the women’s categories, while the CBI countries concentrate on
men’s apparel. Mexico and China tend to be more balanced across men’s and women’s
MFA categories for each item in their export profiles. This pattern for men’s and women’s
products fits the widely held generalization that men’s apparel is relatively standardized,
and thus can be made more easily under production-sharing arrangements such as those
found in the EPZs of the CBI economies; conversely, women’s apparel is more fashion-
oriented, and thus tends to be sourced from countries that can offer OEM or full-package
production arrangements.
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This hypothesis of export specialization is explored more fully in Tables 6a-6e,
which identify the 10 leading suppliers of men’s and women’s MFA categories for each of
Mexico’s top six apparel exports to the U.S. market. Once the top 10 suppliers are included,
the cross-regional contrast is attenuated. Every product has some mix of Asian and North
American exporters. With the exception of Mexico, East Asian suppliers tend to occupy
most of the top five spots for MMF trousers and knit shirts, although Honduras and the
Dominican Republic are also present on the men’s side of the ledger. Intimate apparel
remains a North American specialty. Over 60 % of U.S. imports of MMF brassieres comes
from Mexico and three CBI suppliers (the Dominican Republic, Honduras, and Costa Rica),
and more than 50% of cotton underwear comes from Honduras, Mexico, the Dominican
Republic, and El Salvador. Mexico and these CBI economies, which supply the majority of
all U.S. underwear imports, are viewed by U.S. corporate giants like Fruit of the Loom and
Sara Lee Corporation (the world’s leading hosiery supplier, with brands like Hanes and
L’Eggs) as part of “a trans-American alliance to take on Asian underwear manufacturers in
world markets” (Coleman [1995]). This new logic of regional integration is premised on
stricter national rules-of-origin clauses in NAFTA and the Caribbean Basin.

While EPZs in Mexico and the Caribbean have been associated with undeniable
gains in employment and foreign exchange earnings, these benefits are offset by a picture
of immiserizing employment growth that reflects falling real wages and a decline in local
purchasing power. In Mexico, the real minimum wage in 1989 was less than one-half
(47%) of its 1980 level, and in El Salvador, workers in 1989 earned just 36% of what they
did at the beginning of the decade (IADB [1990] 28). These trends exacerbate the
polarization between the rich and the poor in Latin America, where close to 50% of the
population lives in poverty, with 25% considered destitute.4

The rivalry among neighboring EPZs to offer transnationals the lowest wages
fosters a perverse strategy of “competitive devaluation,” whereby currency depreciations
are viewed as a means to increase international competitiveness (Kaplinsky [1993]). Export
growth in the Dominican Republic’s EPZs skyrocketed after a very sharp depreciation of
its currency against the dollar in 1985; similarly, Mexico’s export expansion was facilitated
by recurrent devaluations of the Mexican peso, most notably in 1994-1995.5  Devaluations
heighten already substantial wage differences in the region. Hourly compensation rates
for apparel workers in the early 1990s were $1.08 in Mexico, $0.88 in Costa Rica, $0.64
in the Dominican Republic, and $0.48 in Honduras, compared to $8.13 in the United
States (ILO [1995] p. 35-36). Although it may make sense for a single country to devalue
its currency in order to attract users of unskilled labor to their production sites, the
advantages of this strategy evaporate quickly when other nations simultaneously engage
in wage-depressing devaluations, which lower local standards of living while doing nothing
to improve productivity.

Labor is beginning to develop revitalized strategies for dealing with U.S. apparel
manufacturers in the Caribbean. Take the case of The Gap, a prominent U.S. apparel firm
that acquires a substantial portion of its clothing from Central America. Mandarin, a
contractor in El Salvador that makes clothes for Gap, fired 350 workers en masse when a
union was formed to protest abysmal working conditions, such as 14-hour workdays, sub-
poverty wages, and sexual abuse. The Gap, like a number of other U.S. apparel firms, has
established much-touted Corporate Codes of Conduct that require contract shops with
whom it does business to abide by their countries’ labor laws. When abuses are exposed,
the typical response by a U.S. company is to rescind its contract with the offending factory,
thereby throwing garment workers out of their jobs. In a meeting with Gap management,
ousted employees from Mandarin in El Salvador demanded the reinstatement of the 350
workers who were fired for union organizing, an end to mandatory overtime so the younger
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girls could go to school, and pay for overtime work (Sweatshop Watch [1995] 2). The Gap
eventually complied with these demands. This kind of confrontation, which is being repeated
elsewhere in the Americas and Asia, is forcing U.S. apparel firms to expand their notion of
corporate responsibility and use their leverage as major buyers to play a more active role in
improving working conditions in the Third World.

In 1998, the total apparel exports (maquila and non-maquila trade combined)
from CBI countries were nearly 25% higher than Mexico’s total. The leading CBI apparel
exporter was the Dominican Republic ($2.4 billion), which actually had a higher level of
garment exports than Mexico in the early 1990s before Mexico pulled ahead in 1994. The
other leading CBI garment exporters in 1998 were: Honduras ($1.9 billion), El Salvador
($1.2 billion), Guatemala ($1.15 billion), Costa Rica ($830 million), and Jamaica ($420
million). However, the gap between Mexico and the CBI countries as sources of apparel
supply to the U.S. market has been closing. Mexico’s apparel exports from 1994 to 1998
have grown by 72%, compared to only 46% for the CBI countries (see Table 1). The lack of
NAFTA parity for the Caribbean Basin has severely truncated the growth of export-oriented
apparel assembly in these smaller economies. In 1995 and 1996, more than 150 apparel
plants closed in the Caribbean and 123,000 jobs have been lost “as a direct result of trade
and investment diversion to Mexico,” according to the Caribbean and Apparel Institute in
Kingston, Jamaica (Rohter [1997]).

Momentum is currently building within the U.S. Congress for some kind of a CBI
trade enhancement bill. Proposed “NAFTA parity” legislation for the CBI economies was
defeated in 1997, but lingering concerns over the aftermath of two hurricanes (Mitch and
Georges) that devastated huge parts of Central America and Caribbean in the fall of 1998
led Congress to debate legislation during March 1999 to provide short-term funding for
hurricane relief projects. Amidst reports that Central American immigration through Mexico
increased by more than 30% in the first few months of 1999 alone, attention is now
turning to longer-term reconstruction tools that will generate and sustain employment for
the Central Americans who can no longer work in the industries that were wiped out by
the storms (AAMA, [1999b]). If President Clinton makes good on his promise to support
passage of new CBI trade legislation in 1999, the apparel industry will undoubtedly be one
of the major beneficiaries as the treatment of CBI countries is likely to move closer to that
enjoyed by Mexico under NAFTA.

V. CORPORATE RESTRUCTURING AMONG U.S. APPAREL AND TEXTILE FIRMS:
   A STRUGGLE FOR POWER, PROFITS, AND JOBS

Given the power shifts that are occurring among North American textile, apparel
and retail firms, a key question is: Who will be the main “organizing agents” in modernizing
Mexico’s apparel commodity chain? The notion of organizing agents is used here to refer
to those firms, foreign and domestic, that could enhance the competitiveness of the apparel
sector in Mexico through backward or forward linkages with major producers and retailers.

Large firms in different segments of the apparel chain, mainly from the United
States, all are vying to become coordinating agents in new North American networks that
would strengthen Mexico’s capabilities to carry out full-package supply (Gereffi [1997],
Gereffi and Bair [1998]):

1. Synthetic fiber companie s in the United States and Mexico have been lobbying
downmarket with U.S. apparel manufacturers and retailers, trying to get the apparel firms to
develop products using their fibers and trying to get retailers to bring these orders to Mexico.
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2. Textile mills have been forging alliances with apparel suppliers that could
allow for more integrated textile and apparel production in different regions of Mexico; in
addition, textile firms are exploring the possibility of creating their own product development
teams for select apparel categories.

3. U.S. branded apparel manufacturers are rationalizing their supply chains in
Mexico, looking for smaller numbers of more capable suppliers, or “de-verticalizing”
their domestic and offshore production operations by divesting themselves of
manufacturing assets in favor of building up the marketing side of their business, with an
emphasis on global brands.

4. A handful of Mexican integrated apparel manufacturers, who own modern
plants that go from spinning and weaving through apparel production and finishing, are
beginning to develop strong reputations with U.S. retailers and marketers who are looking
to place full-package orders in Mexico.

5. U.S. and Latin American retailers are beginning to set up sourcing networks in
Mexico, aided by government-supported vendor certification programs.

6. Mexican sourcing agents are emerging to serve as intermediaries for U.S.
buyers and Mexican factories, a pattern already widespread in East Asia.

Spurred by intense competition, the major U.S. apparel and textile firms are
currently undergoing extensive restructuring. This restructuring involves several related
aspects: (1) shifting from domestic manufacturing to foreign sourcing; (2) divesting
manufacturing facilities in order to become consumer driven and develop marketing
expertise; (3) consolidation by retailers and manufacturers alike; and (4) the blurring of
boundaries between firms in adjacent segments of the apparel commodity chain. A major
consequence of these corporate restructuring initiatives is that they tend to increase the
salience of the Mexican and Caribbean Basin operations of U.S. firms, and simultaneously
decrease employment in the United States.

Table 7 summarizes a number of these changes for leading companies in the
U.S. apparel industry. The table includes five of the top U.S. apparel manufacturers, and
two of the biggest U.S. textile firms, all of whom currently have extensive linkages to
Mexico and the Caribbean Basin region. All of these companies except Warnaco (which
has grown through acquisitions) have experienced substantial decreases in employment
since the passage of NAFTA in 1994; and in most cases, sales have increased while
employment has fallen during the 1994-1998 period.

These same trends characterize the U.S. apparel sector as a whole. During 1993-
1997, restructuring by U.S. apparel companies caused an estimated loss of 176,000 jobs in
the domestic industry (Jones [1998] p. 37). In 1998, the U.S. apparel industry shed an
additional 74,000 jobs and the textile labor force dropped by 30,000. Apparel employment
at year’s end in 1998 stood at 732,000 workers, and U.S. textile employment was also at
an all-time low of 581,000 6  (AAMA [1999a] Table 2). However, these job declines in the
United States have been accompanied by two related and less well recognized phenomena:
improved productivity and higher U.S. wages. Since 1995, the productivity of the average
U.S. apparel worker has increased by about 11% because of advances in technology,
production practices, and inventory management, and average weekly wages have increased
by about 12% during the same period (AAMA [1999a]). The hourly earnings of the average
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U.S. apparel worker increased from $7.34 in 1994 to $8.70 in February 1999, while the
hourly wages of U.S. textile workers rose from $9.13 to $10.61 in the same period. Thus,
contrary to popular opinion, the competitiveness and wage levels in the U.S. textile and
apparel industries have actually improved since NAFTA went into effect.

In order to get a closer look at how corporate strategies have evolved for
several of the major apparel and textile firms in the North American apparel commodity
chain, brief company profiles are provided below for Levi Strauss & Co., VF Corporation,
Sara Lee Corporation, and Burlington Industries. (Source materials are the same as those
used in Table 7).

LEVI STRAUSS & CO.
Levi Strauss & Co. is one of the world’s largest producers of brandname clothing and

the second-largest maker of jeans behind VF Corporation. Levi Strauss manufactures and markets
jeans, dress pants, and casual sportswear under the Levi’s, Dockers, and Slates labels. Based in
San Francisco, Levi’s posted 1998 sales of $6.0 billion, down from a peak of $7.1 billion in
1996. Its U.S. market share for jeans has plummeted from a high of 31% in the early 1990s to
14% in 1998. This drop is attributable to two factors: Levi’s failure to pick up on consumer
trends and the high prices of Levi’s jeans. These high prices have resulted from Levi’s long
insistence on keeping production in the United States, while its competitors were moving offshore
to take advantage of lower labor costs. Recognizing that U.S. production is no longer sustainable,
Levi’s announced in February 1999 that it would be closing 11 US plants and laying off 5,900
workers (Emert [1999]). This culminates a series of layoffs throughout the 1980s and 1990s,
and leaves only 11 plants remaining in the United States. Earlier layoffs reflected weak sales,
but this most recent announcement shows an acknowledgement that large-scale apparel
production in the US is no longer feasible. (Table 8)

CEO Robert Haas says that most production will be moved to contract operations
in Mexico and the Caribbean: “We can’t swim against the tide....We have invested tens
of millions of dollars to try [to] find a way to make our owned-and-operated factories
enough of an asset [to offset wage differences]....[February’s] announcement is just facing
the realities” (Emert [1999]). Levi’s is now focusing on regaining market share and
encouraging its brandname appeal through a new strategy of consumer-focused brand
management. It is devoting resources to innovative marketing and product design aimed
at the youth market, and it has opened an online store on its web page to promote Levi’s
as hip and up-to-date (Hill [1999c]).

VF CORPORATION

VF Corporation, based in Greensboro, NC, is a conglomerate representing $5.5
billion in sales. The top selling jeans maker in the United States, VF holds 27% of the
market with brands such as Lee and Wrangler. VF’s group of brandnames also includes
Vanity Fair and Vassarette (intimate apparel), JanSport (the top brand in backpacks), Jantzen
(swimwear), and Healthtex (children’s apparel). For VF, the 1980s and 1990s have been a
process of strategic acquisitioning. These acquisitions serve VF’s goal of growth in four
areas: jeanswear, intimate apparel, workwear, and daypacks.

Important VF acquisitions

Year Company
1969 Lee Jeanswear
1986 Blue Bell Holding Co., producers of: Wrangler, Girbaud, Jantzen,

JanSport, Red Kap
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1990 Vassarette
1991 Healthtex, Barbazon (intimate apparel), WorkWear
1994 Nutmeg Industries, H.H. Cutler ( both sports apparel)
1998 Bestform Group, Penn State Textile Manufacturing, licensing

agreements with Nike and Tommy Hilfiger

VF’s production strategy has been to maintain a balance between U.S. production
and contracting in the Far East, Mexico, and the Caribbean. In 1990, VF bought Rey-Mex, an
assembly facility in Reynosa. One of the oldest maquilas at 20 years old, it has remained strictly
an assembly factory. However, it has changed from the traditional image of the maquiladora to
a very modern facility. New style shops use employee input, skill centers have been established,
and men now represent 29% of Rey-Mex’s employees. VF is aiming to update technology and
skills in all of its plants as part of the global strategy of streamlining operations to better handle
the rapid speed at which apparel producers must run. In 1995 VF underwent a restructuring
that resulted in corporate savings of $80 million. It closed 14 U.S. plants, moving more of its
production to Mexico and the Caribbean, and it laid off 7,800 workers. In 1996, it formed a
Global Sourcing Organization to study a variety of global sourcing options.

In 1997, VF launched its new “consumerization” plan. As part of this new intense
consumer focus, VF’s 17 decentralized divisions were consolidated into five product-based
coalitions, and a $1.25 billion brand-investment program was announced. According to
their 1997 annual report, VF is also “investing $150 million in systems, coalition activities,
and more offshore production.” This consumerization initiative marked a major point in
VF’s plan to move into marketing and away from domestic production (Hill, [1999a] and
[1999b]). It has been acquiring companies to boost its brand names, but increasingly these
acquisitions either source out production to other countries or own facilities offshore. For
example, from 1990 to 1996 Wrangler added three plants in Costa Rica, two in Honduras,
and one in Mexico. Whereas offshore production accounted for 30% of VF’s domestic
product sales in 1995, this number rose to 57% in 1998, and VF plans to increase it further
to 80% in the near future. VF is now augmenting their brandname appeal through licensing
agreements with such big names as Tommy Hilfiger and Nike. In this way, they gain already
established brands, the production is sourced offshore, and VF expects to reap the profits.

SARA LEE CORPORATION

Sara Lee Corporation is a global food, apparel, and consumer products
conglomerate that has operations in more than 40 countries, markets its branded products
in over 140 nations, and employs 139,000 people. Based in Chicago, the Branded Apparel
division of Sara Lee had $7.3 billion in sales in 1998. Sara Lee manufactures women’s
intimates, men’s underwear, hosiery, and athletic apparel under the Hanes, Hanes Her
Way, Playtex, Bali, L’eggs, and Champion brands. In 1998 Sara Lee held a 32% share of
the U.S. bra market, 36% of the U.S. women’s and girl’s panties market, and 38% of the
men’s and boys underwear market.

 Throughout the early to mid-1990s, Sara Lee’s global strategy lay in acquisitions.
In 1992, it announced plans to invest $700 million in acquisitions of hosiery, underwear,
and other apparel concerns. Much of this occurred in Mexico. By December 1992, Sara Lee
had purchased the 6,000-employee Rinbros company (annual sales of $25 million), Mexico’s
leading maker of men’s and boys underwear, as well as Mallorca SA de CV, the second
largest hosiery maker in Mexico. These acquisitions led analysts to conclude that Sara Lee’s
primary emphasis would be on growth outside of the United States. A 1994 restructuring
of worldwide operations reinforced this notion.
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Sara Lee shifted gears in 1997. During the previous five years, Sara Lee had built
brand equity and improved returns. With the continuing goal of improving shareholder’s
equity, Sara Lee announced its plan to “de-verticalize” operations through the divestiture
of fixed assets, moving away from involvement in every step of the manufacturing process
and concentrating on sales and marketing. Said John H. Bryan, the company’s Chairman
and CEO: “The business of Sara Lee Corp. has been and will continue to be the building of
branded leadership positions. This program will significantly reduce the capital demands
on our company, enhance our competitiveness and let us focus even more sharply on our
mission of building brands” (Bobbin [1997]). As part of this strategy, in 1998 Sara Lee sold
10 of its yarn and textile plants to National Textile, Inc., a company formed that January by
former Sara Lee employees, signing a buying agreement with them. They hope to raise $3
billion in capital through divestitures by the end of fiscal year 2000 and to buy back common
stock with these proceeds in order to increase their stock value. Sara Lee also announced
plans to increase outsourcing, which in 1997 accounted for 42% of apparel sales. In February
1999, Sara Lee announced the projected investment of $45 million in Puerto Rico, where it
already owns 12 plants and is Puerto Rico’s largest employer.

BURLINGTON INDUSTRIES

Burlington Industries recently celebrated its 75th anniversary as one of the world’s
largest textile manufacturers with $2 billion in 1998 sales. It has 29 plants in 6 states in the
United States as well as mills in Mexico and India. Production of textiles for apparel accounts
for 60% of Burlington Industries’ revenue. Burlington serves four major product categories:
denim, synthetics, worsted wool, and cotton sportswear. Based in Greensboro, North
Carolina, the Burlington story is twofold. First, it is a prime example of the textile industry
trend towards movement offshore. Second, Burlington is diversifying into apparel. From
being a manufacturer of textiles only, it is integrating forward by venturing into sewing
and garment assembly.

Mexico is a key growth area for Burlington, which hopes to use Mexican
production to capture middle-tier market share from Asian companies. Though Burlington
has been involved in Mexico for over 40 years, these interests had previously been limited
to supplying home textiles for the domestic market. As of 1994, Burlington had only three
plants in Mexico, two of which were for the production of cotton and synthetic fabrics. Yet
layoffs at U.S. plants were an early indicator that the U.S. textile industry was looking
south. Burlington claimed as late as 1996 that they would “keep core production based in
the United States” (Krouse [1996]). However, this strategy soon began to change rapidly.
In 1997, Burlington entered into a joint venture with Guilford Mills, DuPont, and Mexican
company Grupo Alfa to build “Textile City,” a $3 million dollar industrial park south of
Mexico City, to serve as a base for U.S. clothing producers. The goal of this project, entitled
“NuStart,” was to promote the vertical integration of fiber, fabric and manufacturing, using
the most advanced technology. Plans included a training center for middle managers and
workers built with Mexican state and federal support. NuStart is developing much more
slowly than expected, and it is not clear if it will ever fulfill the initial ambitions for it. In
1998 Burlington announced it would invest $80 million over the next three years in five
garment-making facilities coordinated by its garment service center in Mexico, which would
employ 2000 workers and is expected to add $225 million to Burlington’s annual sales. In
1999 three new plants were scheduled to open in Yecapixtla, Morelos to produce denim,
wool worsted fabrics, and cotton yarns.

Currently, Burlington is undergoing a comprehensive reorganization of its apparel
fabrics business. Their U.S. plants’ production capacity will decrease by 25%, with seven
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plants to be closed, while their Sportswear division has been absorbed as a unit within the
Global Denim division. Sportswear has moved to Mexico and makes men’s shirts and slacks,
with some fabrics coming from Mexican weaving plants, and with sewing contracted to
apparel manufacturers around Mexico City. This full-package supply role is being adopted
in various stages by Burlington’s other divisions as well. In 1994 Burlington began to assist
its customers in the production of finished garments through an agreement with International
Garment Processors of El Paso, Texas, to build a garment finishing plant in Chihuahua
(Gereffi and Bair [1998] p. 32). The newer plants in Mexico, unlike their predecessors, are
being equipped with state of the art technology, and investments are often funneled into
training programs.

In May 1999, Burlington announced plans to form a joint venture with Los
Angeles-based Tarrant Apparel to be called Tabu Apparel Services, which will manufacture
casual clothes in Mexico through both companies’ apparel production centers as well as
independent contractors (Nieder [1999]). Burlington will be the marketing and product
development partner, as well as the supplier for denim fabrics; Tarrant will be the production
management partner and the supply source for khaki twill fabrics. Garments will be
assembled and finished at various locations in Mexico, utilizing a combination of independent
contractors and apparel-making assets contributed by both partners. This joint venture
provides further evidence for the claim that the boundaries in the apparel commodity chain
are becoming blurred: textile makers are moving into apparel manufacturing, while traditional
manufacturers are shifting towards marketing.

VI. CONCLUSIONS

The global apparel industry has gone through a series of transformations in
production, trade, and corporate strategies during the past three to four decades that
fundamentally altered the distribution of basic economic benefits for countries (exports),
companies (profits), and workers (jobs). We have used the global commodity chains
framework to help explain these changes because it is both dynamic and global, and it
seeks to identify the driving forces behind industrial upgrading at multiple levels. Industrial
upgrading is conceptualized as shifts in the export roles of apparel suppliers in the world
market, and the corporate strategies of the leading firms in the apparel commodity chain
are the main drivers of change. Important regulatory events such as the Multi-Fiber
Arrangement, NAFTA, and the Caribbean Basin Initiative are viewed as alterations in the
political and institutional environment that condition corporate strategies, while new
technological developments in communications, transportation, and inventory management
are enabling factors that facilitate industrial upgrading without determining it.

Three models of competition stand out in examining the current situation of
the North American apparel sector and its prospects for change: the East Asian model, the
Mexican model, and the Caribbean Basin model. It would be misleading, however, to think
of these as inherently “national” or regional patterns. Rather, the success and limitations of
East Asian, Mexican, and Caribbean Basin apparel producers are determined by two factors:
their location (not nationality per se) and the transnational networks in which they are
enmeshed. Ultimately, success in the contemporary global economy requires understanding
how to use organizational networks to penetrate international markets. The three models
of competition we have identified indeed use networks and markets quite differently.

The East Asian model is based on highly successful textile and apparel exporters
from Hong Kong, Taiwan, and South Korea (preceded by Japan, and now followed by
China) that have progressed through a sequence of export roles from assembly to OEM to
OBM. The East Asian NIEs developed and refined their OEM capabilities in the 1960s and
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1970s through establishing close ties with U.S. retailers and marketers, and then “learning
by watching” in order to use these foreign partners as role models to build East Asia’s
export competence (Gereffi [1997]). The performance trust built up through many
successful business transactions with these U.S. buyers enabled suppliers in the East Asian
NIEs to internationalize their OEM expertise via “triangle manufacturing” – i.e., the East
Asian manufacturers became intermediaries between the U.S. buyers and hundreds of
apparel factories in Asia and other developing regions in order to take advantage of
lower labor costs and favorable quotas all around the world. The creation of these global
sourcing networks helped the East Asian NIEs to sustain their international competitiveness
when domestic economic conditions and quota constraints threatened the original, bilateral
OEM relationships. Currently, the East Asian NIEs are moving beyond OEM in multiple
ways: shifting to higher value “upstream” products in the apparel commodity chain (e.g.,
exports of textiles and fibers, rather than apparel); moving “downstream” from OEM to
OBM in apparel; and switching to new commodity chains where the export success in
apparel can be replicated.

The emerging Mexican model involves an ongoing transition from assembly
to OEM (or full-package) production. The key factor in Mexico’s shift has been NAFTA.
The passage of NAFTA in 1994 began to remove the trade restrictions that virtually
locked Mexico into an assembly role. The maquiladora system effectively conditioned
Mexico’s access to the U.S. market on the use of U.S. inputs. The progressive 10-year
phase-in period for NAFTA allows one to see, step by step, how more and more of the
apparel supply chain (such as cutting, washing, and textile production) is relocating to
Mexico as specific tariff restrictions on each of these stages is eliminated. The East Asian
NIEs did not employ the production-sharing provisions established by the 807/9802 U.S.
trade regime in apparel because their great distance from the United States made U.S.
textile inputs impractical. In addition, U.S. textile mills did not have the production
capability or mentality to supply the diverse array of fabrics favored by the designers of
women’s wear and fashion-oriented apparel, which became the specialty of the East
Asian exporters. Thus, both of these factors created an OEM niche for East Asian apparel
companies that they adroitly exploited.

However, NAFTA does not guarantee Mexico’s success. While the massive peso
devaluations of 1994-1995 made Mexico very attractive as a production site for U.S. apparel
manufacturers with international subcontracting operations, Mexico has traditionally lacked
the infrastructure of related and supporting industries needed to do full-package production
of garments. U.S. textile and apparel companies have been expanding their investments in
Mexico at a rapid and accelerating pace (see Table 7). Thus Mexico is now better positioned
to provide the quantity and quality of inputs needed for OEM production of standardized
apparel items like jeans, knit shirts and trousers, and underwear. But Mexico is still lagging
in the fashion-oriented, women’s wear categories (see Tables 4-6). From a commodity
chains perspective, the solution to the problem of how to complete the transition to full-
package supply, and how to develop new production and marketing niches, is to forge
linkages to the kinds of lead firms that can supply the needed resources and tutelage. In
other words, Mexico needs to develop new and better networks in order to compete with
East Asian suppliers for the U.S. full-package market.

U.S. firms have already shown a strong interest in transferring missing pieces of
the North American apparel supply chain to Mexico. A real problem to be confronted,
though, is who controls critical nodes of the chain and how to manage the dependency
relationships this implies. Thus far, U.S. firms are in clear control of the design and marketing
segments of the apparel chain, while Mexican companies are in a good position to maintain
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and coordinate the production networks in apparel. However, textile manufacturers in the
United States, and to a lesser degree Mexico, are making strong bids to integrate a broad
package of apparel services that would increase their leverage vis-à-vis smaller garment
contractors. For the foreseeable future, Mexico is likely to retain a mix of assembly plants
linked to U.S. branded manufacturers and a new set of full-package producers linked to
private-label retailers and marketers. As more of the critical apparel inputs become available
in Mexico, U.S. inputs will decline and traditional Mexican assembly plants will be replaced
by vertically integrated manufacturers or by clusters of related firms that compete through
localized networks, such as the jeans producers in Torreón (Gereffi and Bair [1998]).

The Caribbean Basin model is almost exclusively limited to EPZ assembly using
the 807/9802 trade regime. Because the CBI economies do not have “NAFTA parity,” they
encounter quota restrictions, higher tariffs, and more limited possibilities for vertical
integration compared to Mexico. Nonetheless, the CBI economies have enjoyed considerable
success within the export assembly role. They continue to expand their position in the U.S.
apparel market (see Table 1 and Figure 1), primarily through large assembly plants linked
to the production-sharing operations of U.S. apparel transnationals (see Table 3). However,
CBI exporters are losing ground to Mexican firms that can export similar goods to the
United States more cheaply and quickly than their Central American and Caribbean
counterparts. If the CBI economies do get a trade enhancement package in the near future,
this would put them on more level footing with Mexico in terms of the regulatory and
economic environment. However, our organizational theory of industrial upgrading would
still require the CBI economies to develop new networks with U.S. retailers and marketers
if they are to acquire the skills and resources needed to move into the more diversified
activities associated with full-package production.7

The United States continues to define the terms of change in the North American
apparel commodity chain. U.S. global brands dominate the industry, and these must be
created in the U.S. market because demand is consumer driven and fluctuates rapidly.
Mass customization and agile manufacturing represent the next generation in
manufacturing, and U.S. firms are taking a leadership role in trying to deliver highly
personalized products at mass production prices (see Table 7). This requires the appropriate
integration of information technology, automation, and short-cycle, team-based
management systems. Giant U.S. retailers have raised the bar for domestic as well as
overseas suppliers with state-of-the-art “quick response” systems that place stricter
inventory management demands and bigger financial risks on producers, which must be
able to supply consumer goods more quickly, more cheaply, and in greater variety than
in the past. In this context, it is not surprising that U.S. job losses in textiles and apparel
have been accompanied by record gains in productivity and higher compensation levels
for those U.S. employees that remain in the sector.

Sustained competitiveness in the international apparel industry involves continual
changes in economic roles and capabilities. New exporters are constantly entering the
global supply chain, which is pushing the existing firms to cut costs, upgrade, or exit the
market. There is a need to run faster to stay in place. To facilitate adjustment and indeed
survival in a volatile, export-oriented sector such as apparel, industrial upgrading typically
requires organizational linkages to the buyers and suppliers in developed country markets.
Mexico is using networks with U.S. firms to try to occupy niches that previously have been
the stronghold of East Asian suppliers, and the CBI economies are trying to keep pace with
Mexico. Sewing up the North American apparel market requires Mexico to learn from U.S.
lead firms in the chain, and also to seize control of those opportunities that allow Mexico to
expand its domestic and regional capabilities and options.
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U.S. APPAREL IMPORTS: TOTAL AND 807 TRADE (9802), BY MEXICO AND CARIBBEAN BASIN

INITIATIVE (CBI) COUNTRIES, 1994-1998

Table 2

Y RAE
T LATO A LERAPP I STROPM T2089/708 EDAR

T2089/708 EDAR SA A

S ERAH FO T LATO I STROPM

)snoillim$SU( )snoillim$SU( )tnecrep(

dlroW

4991 783,13 707,5 81

5991 946,43 136,7 22

6991 983,63 917,8 42

7991 728,24 223,11 62

8991 571,84 197,21 72

ocixeM

4991 495,1 074,1 29

5991 665,2 282,2 98

6991 065,3 769,2 38

7991 050,5 690,4 18

8991 494,6 201,5 97

seirtnuoCIBC

4991 984,4 716,3 18

5991 334,5 794,4 38

6991 900,6 999,4 38

7991 585,7 114,6 58

8991 072,8 929,6 48

edarTlanoitanretnI,ecremmoCfotnemtrapeD.S.UehtfoscitsitatslaiciffomorfdelipmoC:ecruoS
.eulavsmotsuc,noitpmusnocrofstropmi.S.U;lerappAdnaselitxeTfoeciffO,noitartsinimdA
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APPAREL PLANTS IN MEXICO AND THE CARIBBEAN BASIN, 1998

Table 3

yrtnuoC
noitalupoP
)snoillim(

fo.oN
lerappa

stnalp

nwodkaerbtnalP
egralmuideMllamS

fo.oN
lerappa

seeyolpme

egarevA
-/seeyolpme

tnalp

ocixeM 49 067,11 %59 %3 %2 000,064 93

alametauG 6.01 632 %13 %73 %23 000,07 992

nacinimoD
cilbupeR

9.7 053 %53 %54 %02 000,081 415

sarudnoH 8.5 072 %05 %02 %03 000,09 005

rodavlaSlE 5.5 007 %65 %92 %51 000,24 052

augaraciN 3.4 003 %58 %01 %5 000,21 005

aciRatsoC 5.3 495 %57 %11 %41 705,63 a/n

amanaP 7.2 711 %51 %53 %05 000,8 86

64-SS.p,8991rebotcO,enizagaMyrtsudnIlerappA:ecruoS
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1 These figures do not include the production-sharing activities of U.S. apparel firms
in Mexico and in the Caribbean Basin, which also have been expanding very rapidly (USITC,
[1997]).

2 Empirical support for this argument is provided in OTA ([1992] chapter 9) and Gereffi
[1997].

3 Canada is a niche player in the North American apparel sector. Canada’s considerable
textile strengths are oriented to the home furnishings market (upholstery, rugs, and curtains).
Within apparel, Canada’s main export niche to the United States is wool suits.

4 Address by Mr. Enrique V. Iglesias, President of the Inter-American Development
Bank at the World Summit for Social Development, Copenhagen, Denmark, March 10,
1995.

5 Of course, export growth is not the only, nor even the major, reason for Mexico’s
peso devaluation. Nonetheless, it can have the effect of stimulating “competitive
devaluations” in CBI countries.

6 By February 1999, U.S. apparel employment had continued its free fall to 709,000
jobs and U.S. textile employment was 570,000.

7 There are a few companies in the CBI region that do full-package production, such
as Davon Corporation in Jamaica which has entered the hospital uniform market in the
United States. However, these tend to be isolated cases in which the company involved
has compensated for the lack of local infrastructure by becoming vertically integrated and
by developing its own ties to foreign buyers.
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