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The Semiprecious Metal

"E verybody” was sure that the price o f  silver 
w ould  soar once the U.S. Treasury stopped sup
ply ing  the market in late 1970, but it turned out 
that "ev eryb od y ”  was w rong. From  a quotation 
o f  $1 .80  an ounce at the time o f  the last Treasury 
sale in N ov em b er 1970, the price w ent dow n 
instead o f  up, reaching $1.31 an ounce in O cto 
ber o f  this year. M any traders are n ow  referring 
to silver ironically as a "sem iprecious m etal,”  in 
view  o f  its som ewhat tarnished perform ance dur
ing the last several years.

T he ingredients were present in 1971 fo r  an 
upsurge in silver prices. O n  the supply side, there 
was the cessation o f  Treasury sales, plus the 
shortages caused by strikes at the copper mines 
w hich supply (as a byproduct) a large share o f  
the nation ’s newly m ined silver. O n  the dem and 
side, there was an im prov in g  econom ic picture, 
plus an international m onetary crisis o f  the type 
that has so frequently created heavy speculative 
dem ands in the past. But the upw ard price pres
sures created by all these factors w ere swam ped 
by the w eight o f  the massive (a lthough  largely 
unm easured) supplies overhanging the market 
as a consequence o f  the heavy speculative buying 
o f  the late 19 6 0 ’s.

U.S. demand: how large?
T ota l U.S. silver consum ption  jum ped from  

148 m illion  ounces in I9 6 0  to 457  m illion  ounces 
in 1965, but then quickly subsided, fa llin g  to 136 
m illion  ounces in 1970. But this sharp fluctua
tion in dem and was due alm ost entirely to the 
very heavy utilization o f  silver fo r  coinage pu r
poses in the 1963-65 period , fo llo w e d  by the 
sharp decline and eventual elim ination o f  that 
market factor.

N onetheless, industrial dem and trends were 
interesting in themselves. D om estic dem and rose 
from  102 m illion  ounces in I9 6 0  to a peak o f  
150 m illion  ounces in 1966, as the Pentagon, the 
space agency, and industrial users in the private 
sector fou n d  increasing uses fo r  this versatile and 
serviceable metal. But then dem and began to sub
side, finally reaching 135 m illion  ounces in 1970, 
partly because o f  lagging dem and in certain sec
tors o f  the econom y, but also because o f  the 
unrealistically h igh  prices quoted by silver sup
pliers in the latter part o f  the decade.

In practically all m ajor applications, silver 
usage has fallen  o ff in recent years after rising 
sharply in the preceding half-decade. T h e  p h o to 
graphic industry, w hich  accounts fo r  m ore than 
one-fourth  o f  the total market, reduced its pur
chases by over 10 percent ( in  vo lu m e) between 
1965 and 1970, after a strong 40-percent gain 
between I9 6 0  and 1965. In contrast, the electri
cal and electronics industry —  another one-fourth

U.S. consumption falls as coinage 
demand disappears, industry sluggish
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o f  the total —  increased its purchases slightly 
over the past half-decade and dram atically (7 5  
percent) over the past decade as a w hole . Other 
industrial uses —  such as fo r  batteries, alloys, 
and solders —  are substantially above I9 6 0  
levels, but one traditionally im portant m arket —  
silverware and jew elry —  n ow  purchases con 
siderably less silver than it d id  a decade ago. 
(D ata  now  available d o  not even indicate m uch 
o f  an upturn fo r  1971, a year that should have 
celebrated a record num ber o f  silver w ed d in g  
anniversaries, ju d g in g  from  the upsurge o f  m ar
riages in early postw ar 1 9 4 6 .)

The gap: how wide?
For the non-C om m unist w orld  as a w hole , sil

ver usage in industry has increased from  225 to 
358 ounces w ith in  a decade because o f  the rapid 
increases recorded in markets abroad. (B etw een  
I9 6 0  and 1970, the increases were roughly 80 
percent abroad as against 30 percent in this 
country.) In  contrast, new  silver production  
w orld w id e  rose on ly  20 percent, from  207 to 247 
m illion  ounces, over the same tim e-span. Thus, 
a g row in g  gap  developed  between industrial 
usage and production , after a decade in w hich  
the trend had been just the other way. A lthough  
coinage usage has fallen  precipitously in recent 
years, the w id e  disparity remains between total 
current consum ption  and production.

T h rou gh ou t m odern  history, silver production  
has been concentrated in the m ountain ranges o f  
the W estern  H em isphere. Last year, fou r  cou n 
tries alone —  Canada, the U .S., M ex ico , and Peru 
—  accounted fo r  about tw o-thirds o f  total p ro 
duction in  the non-C om m unist w orld . T h ose four 
nations generally boast roughly  equal shares o f  
the total market, w ith  the actual figures sh ifting  
from  year-to-year as dictated by changing p ro 
duction or m arketing factors.

T h e  U .S. led the w orld  production  race last 
year w ith 45 m illion  ounces, fo llo w e d  closely by 
Canada. O ver 40 percent o f  the U .S. total came 
from  Id a h o ’s fam ed C oeur d ’A len e  district, the 

206 only district in the w orld  prod u cin g  predom i-

SL®tig»ferm trend upward 
in most industrial applications

M illio n s of Troy Ounces

nantly silver. (S ince its discovery in the 18 8 0 ’s 
the C oeur d ’A lene district has produced  three 
times as m uch silver as N evad a ’s fabulous C om 
stock L o d e .) U tah and A rizon a  between them 
accounted fo r  another 30 percent o f  the total, 
since they contain very large copper m ines w hich 
produce silver as a byproduct. T h e  rest o f  the 
nation ’s production  came from  M ontana and 
other M ountain  states.

M in e  production  in this country ju m p ed  al
m ost 25 percent between 1964  and 1970, after 
several decades o f  relative stagnation, as h igher 
prices enticed m in in g  firms to seek out new  sup
plies. But despite the grow th  in production  and 
the slow d ow n  in consum ption , a substantial p ro 
duction deficit existed throughout the past decade 
— - and the gap dom estically was w idened  in m ost 
years by large increases in net exports. Last year, 
the gap was 90 m illion  ounces in this country and 
150 m illion  ounces w orld w id e , and it was con 
siderably greater during the years o f  heavy co in 
age dem ands. T h e  U .S. Treasury was the p rin ci
pal factor in c losin g  this gap, but at the cost o f  
losing  its role as a supplier o f  silver coins.

From 2 billion ounces .. .
T h e  events o f  the late 1960s could  scarcely 

have been foreseen  a decade earlier. T h e  T reas
ury began the crucial decade w ith huge stocks o f
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silver, as a result o f  heavy purchases to support 
silver prices during the lon g  period  w hen  the 
m ines w ere p roducin g  far m ore silver than could 
be used fo r  coinage and industrial needs. A t  the 
end o f  1959, Treasury silver hold ings totaled 
m ore than 2 b illion  ounces, nearly all o f  w hich  
was held  as reserve against silver certificates.

T w o  significant trends began to em erge at 
about that time, how ever. T h e  first was the rapid 
acceleration in the dem and fo r  coins, under the 
stimulus o f  an expanding econom y and the g ro w 
ing  use o f  vend ing  machines. T h e  second was the 
upsurge in industrial requirem ents, until dem and 
from  that source eventually exceeded current p ro 
duction on  both a dom estic and w orld w ide  basis. 
T h e  g row in g  gap between production  and con 
sum ption was m ade up in large part from  Treas
ury stocks o f  free silver —  stocks in excess o f  
reserves against silver certificates. These stocks 
dropped  by about 200 m illion  ounces between 
A p ril 1959 and N ovem ber 1961, at w hich  time 
sales were suspended.

In the early 1960s, the G overnm ent faced a 
rapidly g row in g  need fo r  silver to m eet coinage 
dem and, but the supply cou ld  not com e from  
dom estic production , w hich  was already inade
quate to meet industrial dem and. Evidently, the 
only practical solution was to retire silver certifi
cates from  circulation, thereby freeing  the silver 
held  as a reserve fo r  these certificates. T h e  Treas
ury believed —  w rongly, as it turned out —  that 
the retirem ent o f  silver certificates and their re
placem ent w ith Federal Reserve notes w ou ld  free 
enough silver to m eet the Treasury’s coinage 
needs fo r  decades to com e.

Instead, the trem endous production  o f  coins 
required to keep pace w ith the increasing d e
mands o f  the econom y cut deeply in to the Treas
ury’s silver supply. In 1962 and 1963 alone, 
nearly 200 m illion  ounces o f  Treasury silver were 
used fo r  coinage. M oreover, by m id -1963, the 
pressure o f  private market forces had driven the 
price o f  silver to its m onetary value o f  $1 .29  an 
ounce —  far above the $0 .90  floor w hich  had

served as the effective price fo r  m ost o f  the pre
ced ing decade.

A  continued price rise m uch beyond the $1 .29  
m onetary value w ou ld  have m ade it profitable to 
melt subsidiary coins fo r  their silver content, 
thereby threatening the continued circulation o f  
silver coinage. T o  prevent this possibility, the 
Treasury in July 1963 resumed the open  sale o f  
silver at the fixed price o f  $1 .29  per ounce.

. . .  to I billion
O ver the next tw o years, an adequate volum e 

o f  silver coinage was m aintained in circulation, 
but on ly  at the cost o f  huge amounts o f  Treasury 
silver. In 1964 and 1965 alone, over 500 m illion  
ounces o f  Treasury silver w ere used up in the 
production  o f  silver coins, and 230 m illion  
ounces were sold in the open  market to keep the 
price at a level w hich  w ou ld  prevent a w holesale 
w ithdraw al o f  coins from  circulation. A ltogether, 
in the years 1962-65 , the Treasury used nearly 
970 m illion  ounces o f  silver in order to maintain 
an adequate volum e o f  circulating silver coinage. 
T h is am ount was roughly equivalent to the total 
production  o f  Am erican mines over the preced 
ing quarter-century.

R ecogn izing  that the continued usage o f  silver 
fo r  coinage purposes was no lon ger possible,

World demand exceeds production, 
despite slump in coinage usage

M illio n s of Troy Ounces
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Congress in 1965 authorized the production  o f  
non-silver dim es and quarters, retaining on ly  the 
40-percent silver half-dollars as a link to the past. 
T h is legislation naturally required the M in t to 
g o  on  a forced -dra ft production  schedule to p ro 
duce enough cupronickel dim es and quarters to 
meet fu lly  the econom y ’s circulation needs.

D em ands on  the dw in d lin g  Treasury stocks 
rem ained h igh  during this transitional period. 
In 1966 and 1967, about 100 m illion  ounces were 
needed fo r  40-percent silver K ennedy halves, 
and nearly 300 m illion  ounces were sold  to m ain
tain the $1 .29  price, up to the time w hen sales 
were halted in M ay 1967. T hen, another 100 
m illion  ounces were exchanged fo r  silver certifi
cates during the year preceding the redem ption  
cut-off in June 1968.

In M ay 1967, the Treasury ordered a ban on 
the m elting  (o r  ex p ort) o f  coins. This was done 
prim arily to keep silver dim es and quarters circu
lating during a period  in w hich  supplies o f  clad 
coins were not considered fu lly  adequate fo r  com 
m ercial needs, and secondarily to enable the 
Treasury to build up its reserves o f  silver in the

form  o f  coins. But after a w hile, it becam e ev i
dent that the supply o f  clad coins was fu lly  ade
quate, and that the rem aining supply o f  outstand
ing silver coins had becom e locked up in private 
hoards, leaving little flow back to the Treasury. 
Thus, in M ay 1969, this proh ib ition  was lifted .

. . . and then to zero
Congress in 1967 set aside 165 m illion  ounces 

o f  silver fo r  the strategic stockpile, and stipu
lated that any rem aining stocks cou ld  be sold at 
not less than the m onetary value o f  $1 .29  an 
ounce. T hen, in July, as the transition from  silver 
to clad coinage was com pleted, the Treasury 
authorized the G eneral Services A dm inistration 
to auction o ff 2 m illion  ounces a w eek at the g o 
ing  market price, w hich  was considerably h igher 
than $1 .29 . W eek ly  sales w ere reduced to 1.5 
m illion  ounces in 1969, and all available stocks 
were disposed o f  by early N ov em b er 1970. A lto 
gether, m ore than 300 m illion  ounces ($ 5 6 2  
m illion  w orth ) were auctioned o ff during the 
1967-70  period .

T h e  Treasury’s w ithdraw al from  the silver

Seigniorage: Treasury Makes Money
T h e Treasury’s general fu n d  becam e $2 .3  b illion  richer during the 1966-70  period  

sim ply because o f  seigniorage —  that is, because o f  adding  to the Treasury’s assets the 
difference between the face value o f  its coins and the cost o f  their com ponent materials. 
T h e  coinage system, o f  course, is designed not to m axim ize seigniorage but rather to meet 
the country ’s needs fo r  an adequate supply o f  circulating coins. N onetheless, the seigniorage 
w in d fa ll d id  reduce the G overnm ent’s borrow in g  needs by an equivalent am ount during 
a period  in w hich  the Treasury was hard-pressed fo r  cash.

T he sh ift to a cupro-n ickel currency was the m ajor reason fo r  this substantial seign ior
age return since copper and nickel are considerably less costly than silver. Seigniorage 
totaled on ly  $113 m illion  in fiscal 1965, but it soared to $650  m illion  in 1966 and $8 34  
m illion  in 1967 because o f  the heavy m inting  o f  cupro-n ickel dim es and quarters in those 
tw o years. A s the transition to a clad coinage was com pleted, seigniorage trended dow nw ard, 
reaching $255 m illion  in fiscal 1970. In addition, during the fiscal years 1968-70 , the M int 
turned $132 m illion  into the general fu n d  as profit on  sales o f  silver bullion.

208
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market was com plicated som ewhat by a p ro 
longed  controversy over the production  o f  an 
Eisenhower silver-dollar coin . T he controversy 
was resolved by legislation, signed by the Presi
dent on  the last day o f  1970, that called fo r  the 
m inting o f  150 m illion  E isenhow er coins con 
taining 40 percent silver. In M ay 1971, the San 
Francisco M int began producing  these m em orial 
coins, priced at $3 fo r  "uncirculated”  coins and 
$10 fo r  " p r o o f ”  coins. W h e n  general distribution 
o f  these collectors’ pieces began this fall, dealers 
reported very heavy dom estic and fore ign  d e
mand, som etim es at tw ice the Treasury’s asking 
prices.

T h e 1970 legislation authorized non-silver 
Eisenhower dollars and K ennedy halves fo r  gen 
eral circulation, similar in com position  to the 
present quarters and dim es. (T h e  form er 40- 
percent silver h a lf-d o lla r  was discontinued .) 
A fter  47 m illion  ounces o f  silver were allocated 
fo r  production  o f  the m em orial Eisenhow er d o l
lars, the only silver le ft in G overnm ent hands 
consisted o f  the 140 m illion  ounces in a scaled- 
d ow n  strategic stockpile, plus 3 m illion  o ld  90- 
percent silver dollars w hich  may be disposed o f  
at auction. By the time the curtain fe ll on  this 
decade-long drama, market forces had depleted 
Treasury stocks o f  roughly 2 b illion  ounces o f  
silver.

Destabilized market

T h e disappearance o f  this key participant from  
the market has helped account fo r  the severe price 
gyrations o f  the past several years. T h e  N ew  
Y ork  price soared from  $1 .29  to $2 .57  an ounce 
between m id -1967  and m id -1968 , and then fe ll 
back all the way to the original level over the f o l 
low in g  three years.

U ntil 1967 a lid  had been m aintained on  silver 
prices by the Treasury’s com m itm ent to sell silver 
at the $1 .29  m onetary value. But once the Treas
ury halted sales at that o ld  price and began to 
offer on ly  lim ited amounts at the g o in g  market 
price, market pressures all but guaranteed a sharp 
price upsurge. T hose pressures were rein forced

in this case by a series o f  international financial 
crises, w hich  caused silver as w ell as g o ld  to be 
dem anded as a speculative hedge, and by a nine- 
m onth lon g  strike at nonferrous-m etals refineries, 
w hich  pu lled  a large part o f  the norm al refinery 
supply o f  silver o ff  the market fo r  a prolonged  
period  o f  time.

N onetheless, prices dropped  from  the $2 .57 
peak all the way dow n  to $1 .54  an ounce between 
m id -1968  and m id-1969- This sharp price break 
reflected the im provem ent in the international 
situation, the grow th  o f  supplies resulting from  
decreased strike activity, the dow nturn in both 
coinage and industrial dem and, and a fa ll-o ff in 
speculative buying. Speculative interest was 
dam pened, not on ly  because o f  the perverse 
m ovem ent o f  prices, but because o f  the prospect 
o f  increased supplies created by the Treasury’s 
w ithdraw al o f  its coin -m elting  ban and by its 
announcem ent o f  continued auction sales through 
the fo llo w in g  year. By late 1969, how ever, prices 
rose again to the $2 .00  level as legislators from  
silver-m ining states began advocating a large 
m int run o f  E isenhower silver dollars —  a p ro 
posal that w ou ld  have depleted the Treasury’s 
rem aining stocks m uch faster than had originally 
been anticipated.

Prices fe ll be low  the $2 .00  level in early 1970 
as the E isenhow er-dollar proposal becam e bogged  
dow n  in C ongressional debates, and then dropped  
as low  as $1 .60  an ounce during the spring 
m onths. T h is decline reflected not only the under
lying factors described above, but also the severe 
stock-m arket decline. In many cases, m argin calls 
forced  stock-m arket participants to sell their sil
ver hold ings to raise cash, and fa llin g  silver 
prices then led to m argin calls in that market. As 
this dow nw ard  spiral in the silver market con 
tinued, many speculators were forced  out o f  
business.

Growing disillusionment

T h e  market atm osphere during both  1970 and 
1971 reflected a g row in g  disillusionm ent am ong 
speculators, because o f  the persistent failure o f  209
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U.S.g Peru, and Canada
mine two-thirds of world's silver
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the market to live up to their price expectations. 
In particular, as was noted at the outset, specu
lators expected prices to soar w ith the end o f  
Treasury silver sales in N ovem ber 1970, but most 
consum ers evidently had covered their m ajor 
needs prior to that date, and m ost speculators too 
had already bought in because this "sure th in g” 
had been so w ell advertised. Consequently, with 
no new  buying, and no upward price action, spec
ulators began to bail out o f  the market, and prices 
tum bled sharply. Prices, w hich  had risen as h igh  
as $1.85 an ounce in the wake o f  the m id -1970  
stock-m arket recovery, fe ll sharply during N o 
vem ber, and traded in a $1 .60 -$1 .75  range from  
then until the spring o f  1971.

T he market weakened again this spring, and 
prices fe ll about 25 percent between A p ril and 
O ctober to $1 .33  an ounce. T h is renew ed w eak
ness reflected the failure o f  dem and to rise as it 
usually does during international crises, along 
w ith the im provem ent in supplies brought about 
by the end o f  the recent copper strike. T hrough - 

210 out this period , selling tended to be very heavy

w henever prices started to recover, as disap
pointed speculators tried to unload.

A fter  the bloodbath  they have been through 
during the last several years, speculators may be 
tem pted to reassess their estimates o f  the d irec
tion o f  silver prices. T rue enough, m ine prod uc
tion consistently lags behind consum ption  w o rld 
w ide, and that gap w ill have to be filled from  
the stocks held  by speculators, n ow  that Treasury 
stocks are no longer available. There are no reli
able data on  the size o f  these speculative stocks, 
but they are generally estimated at about 1 billion  
ounces. W ith  the w orld w id e  p rod u ction -con 
sum ption gap n ow  running about 150 m illion  
ounces annually, these speculative stocks could  be 
used up in a relatively short num ber o f  years.

Price elasticity?

H ow ever, this line o f  reasoning concentrates 
on the rising long-term  trend o f  industrial con 
sum ption, but tends to ignore the relatively stag
nant level o f  the past half-decade. T h e  latter situ
ation reflects the recent sluggishness o f  econom ic 
activity w orld w ide, but it probably  also reflects 
a greater degree o f  price elasticity fo r  silver than 
speculators had anticipated. Silver users in recent 
years have fou n d  cheaper substitutes fo r  h igh - 
priced silver. W h ile  prices w ere rising, primary 
producers also increased their output through 
new  m ine discoveries, o ld  m ine reopenings, and 
im proved  production  technology. M eanw hile, 
secondary refineries increased the recovery o f  sil
ver from  o ld  scrap. D u rin g  1970, approxim ately 
60 m illion  ounces o f  silver were reclaim ed w o r ld 
w ide from  o ld  x-ray film , photo-sensitized paper, 
and other secondary sources, m ore than double 
the am ount recovered in I9 6 0 . H igher prices also 
brought speculative offerings in to the market, 
in cluding substantial amounts from  the unm eas
ured hoards o f  India and the N ear East.

N o w , how ever, the market is m ore concerned 
about find ing a bottom  than it is about d iv in ing 
the long-term  trend o f  prices. Ironically, a new  
floor may be prov id ed  by the Treasury, w hich  as
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o f  a year ago had believed it was com pletely out 
o f  the market.

A ccord in g  to an alm ost-forgotten  clause o f  the 
Coinage A ct o f  1965, the Treasury is required 
to buy new ly-m ined dom estic silver, w hen o f 
fered, at $1.25 an ounce. (T h is  possibility had 
seem ed so rem ote that the Treasury had to print 
the necessary form s som ewhat hurriedly w hen 
it recently began to receive inquiries on  possible 
purchases.) T h e  $1.25 figure cou ld  not be con 

sidered as a floor to the entire market, since U.S. 
m ine supplies represent only a fraction  o f  total 
w orld  supplies, but it may w ell serve as a resist
ance p o in t i f  the recent price decline continues. 
In the opposite direction, m eanw hile, the large 
hoards held  by speculators may w ell exert a re
straining influence on  upw ard price m ovem ents 
fo r  som e time to com e, since profit-taking could  
set in w ith every rally in the market.

William Burke
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Factories on the Border

M exican  workers on  Am erican farms have be
com e relatively scarce since the term ination o f  
the bracero program  in 1965. H ow ever, M exican  
workers in  A m erican plants —  but on  the M e x i
can border —  have becom e quite num erous just 
w ithin the last several years. T ota l em ploym ent 
o f  the plants involved  in M e x ico ’s border-indus
try program  may reach 4 0 ,000  by the end o f  
1971, and total production  may equal $500  m il
lion  this year, according to U .S. State D epart
ment estimates. Because o f  this program , M exico  
is n ow  the largest fore ign  assembler o f  U .S. com 
ponents fo r  exports to this country.

Em ploym ent and production  have m ore than 
doubled  w ith in  the past tw o years, spurred along 
by favorable decisions on  the part o f  the U.S. 
T ariff Com m ission  and the M exican  G overn 
ment. T h e  300 firms or m ore w hich  are active in 
the program  m anufacture a num ber o f  products, 
but predom inantly electronics and textiles. T heir

plants, strung out from  T ijuana on  the Pacific to 
M atam oros on  the G u lf  o f  M exico , can be view ed 
collectively  as another H on g  K on g , but w ith con 
siderably greater locational advantages than that 
Far Eastern m anufacturing center can boast.

T hese factories on  the border are characterized 
by the fact that they im port m ost o f  their equ ip 
m ent and raw materials, and export their entire 
production . In addition, their operations are g en 
erally labor intensive, o f  an assembly or lim ited
processing type. T h e  M exican  G overnm ent 
waives its duties and regulations on  the im porta
tion o f  machinery, equipm ent and raw materials 
fo r  these plants, as w ell as its restrictions on  fo r 
eign capital, so lon g  as the end products (m ain ly 
assemblies o f  U .S. com pon ents) are exported. In 
contrast, M e x ico ’s overall industrialization policy  
is designed to develop  a m anufacturing industry 
with a h igh  national content.
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Exceptional circumstances
This exception  to the general industrialization 

policy  developed  out o f  the exceptional circum 
stances o f  the m id-1960s. M ex ico  had been 
plagued by persistently h igh  levels o f  unem ploy
ment, especially in the relatively backward border 
areas, and the problem  was accentuated in 1965 
w hen the term ination o f  the bracero program  
cut o ff  em ploym ent opportunities in agricultural 
operations north o f  the border. C om m erce and 
Industry Secretary Cam pos Salas saw a solution 
in develop in g  H o n g  K ong-style assembly plants 
servicing the A m erican market, and his proposal 
was incorporated in the econom ic program  o f  
President D iaz Ordaz.

T h e border industry program  (P rogram a de 
Industrializacion Fronteriza) was designed spe
cifically to attract fore ign  m anufacturing opera
tions, principally  assembly operations, in an effort 
to prom ote the econom y o f  the depressed border 
areas. T h e  initial resolution perm itted M exican  
or fore ign -ow n ed  firms to establish m anufactur
ing operations in the customs zones centering 
around the northern-border cities. H ow ever, a 
resolution o f  M arch 1971 extended the author
ized zone to a 20 k ilom eter-w ide strip along  all 
borders and coasts. Raw  materials and equipm ent 
cou ld  be im ported in -bond and duty-free, but all 
production  was required to be exported. (B ut 
som e firms operating in " fre e  zones,”  such as 
T ijuana and M exica li, w hich  have been in exist
ence fo r  som e years, are perm itted to sell som e 
o f  their production  loca lly .)

T h e program ’s success is due not on ly  to M e x i
can industrial-developm ent legislation but also to 
U.S. tariff legislation —  specifically, Sections 
806 .30  and 807 .00  o f  the U .S. T ariff Schedule. 
U nder these sections, im port duties are partially 
exem pted on  U .S. products assem bled abroad or 
on  U .S. parts incorporated abroad in to essentially 
fore ign  products. T h e  duty is paid  on ly  on  the 
com ponents o f  the product not m ade in this 
country —  that is, on  the value added abroad. 
In the case o f  the M exican  assembly operations,

this is prim arily the labor w hich  assembles the 
product.

For U.S. customs purposes, the percentage o f  
U .S .-origin  com ponents in a reim ported product 
takes into consideration on ly  those com ponents 
w hich  have m aintained their identity. T h e  re
m ainder is considered "value ad ded”  fo r  duty 
purposes. This cou ld  include not only labor costs, 
fixed overhead, and any local raw materials, but 
also U .S .-origin  com ponents w hich  have been 
transform ed (lost their id en tity ), as w ell as a 
reasonable profit m argin.

T h e  original intent o f  this legislation was to 
maintain U .S. production  by encouraging the use 
o f  U .S. com ponents in foreign -m ade products. 
H ow ever, the actual effect is a system whereby 
U .S. firms utilize low -w age unskilled labor in 
certain develop in g  countries to assemble p rod 
ucts fo r  the U.S. market. T h e  system is com m on  
not only in M exico , but also in H o n g  K on g , 
Taiw an and K orea.

T h e adoption  o f  a tem porary 10 percent im 
port surcharge by the U nited States in August 
1971 has created som e uncertainty over the pros
pects fo r  future grow th  o f  the border industries. 
But i f  the surcharge is rem oved soon, there 
should be little i f  any visible effect on  the 
program .

Recent upsurge
T h e rapid grow th  this past year o f  border- 

industry plants has been stimulated by the U.S. 
T ariff Com m ission  report (O ctob er  1 9 7 0 ) sup
porting  the continuation o f  the incentives granted 
by Sections 806 .30  and 807 .00 . T h e  Com m ission 
concluded  that repeal o f  this legislation "w ou ld  
probably result in on ly a m odest num ber o f  jobs 
being  returned to the U .S., w hich  likely w ou ld  
be m ore than offset by the loss o f  jobs am ong 
w orkers n ow  producin g  com ponents fo r  export 
and those w h o  further process the im ported p ro d 
ucts.”  G row th  under the program  had begun 
to lag w hile  this review  was under way, but 
roughly 100 new  firms began operating once the 
T ariff C om m ission ’s support becam e assured.
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Pr@duefi@n for U.S. market 
soars within several years' time
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Perhaps as m any as 330 firms (in clu d in g  those 
in the free zon es) w ill be in operation at the end 
o f  1971, according to State D epartm ent estimates. 
T h e  concentration is heaviest in electric-elec
tronic products and textiles, but new  ventures 
have appeared in m ore diverse fields, including 
dism antling o f  scrap railroad cars, fo o d  process
ing  and packaging, and assembly o f  musical in 
struments, boats, and caskets. Y et, o f  the 31 ,000 
workers em ployed last spring, 50 percent were 
em ployed by the electric-electronic industry and 
20 percent by the textile industry —  and roughly 
85 percent w ere fem ale. H ere as elsewhere 
throughout the w orld , w om en  w orkers appear to 
be favored  fo r  the tedious operations involved 
in these types o f  industries.

M ost o f  the em ployees are paid the m inim um  
w age; in cluding fringe  benefits, this averages 
about $0 .55 an hour. (T h e  U.S. m inim um  w age 
is $ 1 .6 0 .)  Skilled technical workers receive a 
significantly h igher salary, and many textile firms 
offer p iece-w ork  incentive systems beyond the 
m inim um  wage.

M ost o f  the firms in the border-industry p ro 
grams are w holly -ow n ed  subsidiaries o f  U.S. 
com panies. H ow ever, many firms have chosen 
names w hich  d o  not identify  the parent com pany, 
and a large num ber have been set up under the 
mantle o f  already existing subsidiary com panies 
in M exico . A lso , a rapidly g row in g  num ber o f  
com panies are being  set up as subcontracting 
operations by either U.S. or M exican  business
men. N o  third country has yet established a 
border-industry plant, although several Japan
ese firms have expressed interest in W est Coast 
operations.

State D epartm ent estimates indicate that total 
production  o f  these border plants w ill approach 
$500 m illion  in 1971. A rou nd  $350 m illion  o f  
this production  w ill re-enter the U .S. under Sec
tions 806 .30  and 807 .00 , w ith duty assessed on 
$125 m illion  value added in M exico . T ota l p r o 
duction and value added under this program  w ill 
have doubled  w ithin just tw o years’ time.

Twin-city locations
T he m ajor centers o f  border-industry activity 

are located, in tw in-city fashion, directly across 
the border from  their Am erican  counterparts. 
A lm ost 40 percent o f  the total jobs involved  in 
the program  are located in T ijuana and M exicali 
(B a ja  C alifornia  N o r te ) ,  opposite the California 
cities o f  San D ie g o  and C alexico, respectively. 
Other concentrations are in N ogales (S o n o ra ), 
opposite N oga les (A r iz o n a ) ; C iudad Juarez 
(C h ih u a h u a ), opposite El Paso (T e x a s ) ; N u evo  
Laredo (T a m a u lip a s ), opposite Laredo (T e x a s ) , 
and M atam oros (T a m a u lip a s ), opposite B row ns
ville  (T e x a s ) .

T h e total population  o f  the cities on  the M e x i
can side o f  the border alm ost matches the total 
population  on  the A m erican side, at 2.2 m illion  
each. H ow ever, San D ie g o  accounts fo r  m ore 
than h a lf o f  the population  on  the Am erican  side, 
so that in m ost other tw in-city pairings, the M e x i
can city is the larger one. In  each o f  the last three 
decades, popu lation  has increased m uch m ore 
rapidly on  the southern side o f  the border; dur214
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ing the 1960s, fo r  exam ple, the M exican  gain was 
77 percent, as against a 17-percent increase on 
the U.S. side. This population  upsurge reflects, 
am ong other factors, the ability o f  increased job  
prospects to attract workers from  the interior o f  
M exico , first w ith the bracero program , and now  
with the border-industry program .

M igration  has also been stimulated by the p ros
pect o f  h igher wages, low  though they may be in 
absolute terms. T h e  M exican  G overnm ent set the 
basic daily m inim um  w age fo r  the 1970-71 
period  at $2 .56  fo r  M ex ico  City (F ederal D is 
trict) but at $2 .88  fo r  Ciudad Juarez and $3 .68 
fo r  Baja C alifornia  N orte.

M exican-A m erican  collaboration  in the bor
der-industry program  permits M ex ico  to take ad
vantage o f  its surplus o f  low -w age workers and 
concentrate on labor-intensive assembly opera
tions, and perm its the U .S. to take advantage o f  
its h igh ly  capitalized m anufacturing facilities and 
concentrate on  the production  o f  basic co m p o 
nents. In som e cases, this collaboration  takes 
place through the pairing o f  plants in twin-city 
locations, although this "tw in -p lan t”  concept has 
not developed  nearly as m uch as originally 
anticipated.

U nder the "tw in  plant”  procedure, U .S. firms 
establish counterpart operations on  both sides o f  
the border. T h e  products are initially processed 
in the U .S. plant, sh ipped to  the M exican  plant 
fo r  labor-intensive assembly or finishing, and 
then returned to the A m erican side o f  the border 
fo r  additional operations such as inspection, 
finishing, packaging and distribution. A  m ajority 
o f  the U .S. firms involved  in border industries 
are located in the border states; fo r  instance, 
many T ijuana firms are tied in w ith  Los A ngeles 
electronics, cloth ing, and furniture firms. N o n e 
theless, on ly  a lim ited num ber o f  U .S. border- 
industry firms have established a significant 
m anufacturing operation in U .S. border cities 
themselves.

T h e im pact on  the U .S. border cities thus is 
generally indirect, com parable to the secondary 
im pact m anifested on  the M exican  side. Utilities,

trucking firms, finance establishments, and retail 
establishments o f  all types necessarily benefit 
from  the creation o f  new  light-m anufacturing 
jobs in their com m unities, no matter w hich  side 
o f  the border the jobs are located. In som e tw in- 
city areas, M exicans reportedly spend 40 percent 
o f  their incom es on  the U .S. side o f  the border.

Pros and cons
A dvocates o f  the border-industry program  

claim  that by locating in a nearby area w here 
there is a p len tifu l supply o f  low -w age and easily 
trained labor, U .S. m anufacturers are better able 
to meet com petition  in the U .S. markets from  the 
products brought in from  such places as the Far 
East and the Caribbean. (W a g e s  are considerably 
low er in the Far East than even in M exico , but 
M exican  border firms can offer com pensating cost 
advantages, such as low  transportation costs.)
T hey  also claim  definite benefits fo r  U .S. firms, 
since M e x ico ’s proxim ity perm its administrative, 
clerical, and w arehousing operations —  as w ell as 
the m anufacture o f  the basic product —  to stay 
on  this side o f  the border. O ther points in favor 
o f  the program  are that it helps reduce M exican  
unem ploym ent, provides training fo r  M exican  
w orkers, and provides a source o f  fore ign  ex 
change earnings fo r  M e x ico ’s balance o f  pay
ments.

O pponents o f  the program  claim  that it en 
courages firms seeking low er wages to leave this 
country and g o  to M exico , thus creating h igher 
Am erican  unem ploym ent, because all such jobs 
created abroad are lost to this country. T h e  same 
argum ent, o f  course, is applied to the m igration 
o f  firms to H o n g  K on g , Taiw an  and K orea.
O f  course, as the T ariff C om m ission  has pointed 
out, this loss is m ore than offset by the jobs o f  
workers p roducin g  com ponents fo r  export and 
those o f  w orkers w h o  further process the reim 
ported  products. T hese job s m ight be lost i f  the 
program  w ere to be terminated. M oreover, M e x i
can consum ers d o  not have the opportunity to buy 
at hom e the products w hich  they help  produce, 
since the products assem bled under this program  2 15
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must be exported i f  the firms are to qualify  for  
the special border-area incentives.

T h e program  is criticized, as the bracero p ro 
gram  was not, fo r  fa ilin g  to provide jo b  o p p o r 
tunities fo r  adult males. H eavy m igration into 
the border areas also creates shortages o f  hous
ing, utilities, and m edical services w hich  the local 
authorities find difficult to overcom e. O f  course, 
the program  w ill generate tax revenues that w ill 
help pay fo r  such public needs.

T h e  border-industry program , finally, may con 
flict w ith the M exican  G overnm ent’s long-term  
developm ent goals, w hich  are to stimulate the 
grow th  o f  basic industries u tilizing local raw 
materials and to increase M exican  control o f  
assembly operations. For this reason, both  Presi
dent Echeverria and Industry and Com m erce

Secretary T orres M an zo have expressed som e res
ervations about the continuance o f  the program  
in its present form . T h e latter, speaking at T i 
juana last M ay, said that the border-industry p ro 
gram  is a "necessary ev il”  w hich  provides em 
ploym ent and training to local w orkers on ly  until 
such tim e as they may be absorbed by M exican  
industries. T hese criticisms may foreshadow  
som e eventual revisions in the program , but fo r  
the foreseeable future the prospects appear fav or
able fo r  the continued grow th  o f  border indus
tries, in v iew  o f  the substantial benefits w hich 
result from  them fo r  M e x ico ’s balance o f  pay
ments. For their part, U .S. firms are likely to 
continue show ing interest in the program , con 
sidering the substantial profit possibilities inher
ent in com bin in g  labor-intensive assem bly opera
tions w ith advanced technology. W . B.
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