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Abstract

Maquilas are export-processing zones in the Central
American region. They represent trade-related indus-
trial policies that provide foreign exchange earnings,
attract investment, create employment, transfer tech-
nology, and create backward linkages with domestic
economies. The global economic crisis of 2008 and
the Honduran political crisis of 2009 revealed that
Honduras has export dependency on the maquila sec-
tor. Main factors were the poor product diversifica-
tion and the lack of backward linkages to the domes-
tic economy. Textile assembly still leads the maquila-
manufacturing sector and one of the main attractions
for investors is the low-cost labor force. DR-CAFTA’s
rules of origin, material quality and high costs of the
domestic products prevent maquilas to create success-
ful backward linkages. The present work is based on
literature review and fieldwork carried out in Teguci-
galpa, Honduras in 2010. The study reveals that lit-
tle has been done to create backward linkages to the
domestic economy and to achieve product diversifi-
cation. Results of an Input-Output Analysis further
confirmed the lack of linkages except for the service
sector, the real estate sector, and the legal and admin-
istrative sectors. The Honduran Government together
with the private sector need to overcome the chal-
lenges analyzed so that maquilas can be viable paths
for sustainable development.

Keywords: maquila, employment, textiles, product
diversification, backward linkages

Resumen

Las maquilas son las zonas de libre comercio que se
encuentran en Centro America. Constituyen políticas
industriales de comercio que generan divisas extran-

jeras, atraen inversiones, generan fuentes de empleo,
transfieren tecnologías y crean vínculos hacia atrás
con las economías domésticas. La crisis económica
mundial del 2008 y la crisis política hondureña del
2009 revelaron la dependencia de Honduras en las ex-
portaciones provenientes de la maquila. Factores de-
terminantes fueron la carencia en la diversificación de
la producción y la ausencia de vínculos hacia atrás
con la economía doméstica. El sector textil aún lidera
la actividad maquiladora, y uno de los factores que
más atrae a los inversores son los bajos costos en la
mano de obra. Las reglas de origen del DR-CAFTA,
calidad de la materia y altos precios de los produc-
tos domésticos impiden que se creen exitosamente los
vínculos hacia atrás. El presente estudio se basa en
revisión de la literatura y en el campo de estudio ll-
evado a cabo en Tegucigalpa, Honduras en el 2010.
El estudio revela que poco se ha hecho para lograr los
vínculos hacia atrás con la economía y para lograr di-
versificación de la producción. Los resultados de un
análisis de Insumo-Productos comprobó más aún la
carencia de vínculos, excepto en los sectores de ser-
vicio, como bienes raíces, sectores legales y adminis-
trativos. El Gobierno hondureño junto con la empresa
privada deben contrarrestar los retos analizados para
que las maquilas sean vías sostenibles de desarrollo.

Palabras clave: maquila, empleo, textiles, diversifi-
cacion de la produccion, vinculos hacia atras

Introduction

Maquilas are export-processing zones (EPZs)

found in the Central American (C.A.) region.

They represent industrial policies aimed at en-

hancing trade, providing foreign exchange earn-

ings, attracting foreign and national investment,

creating employment, giving technology trans-

fers, and creating backward linkages with do-

mestic economies.

In theory EPZs are expected to bring many

benefits to host countries, however, in practice,

this might not always be true. The present

study analyzes the benefits that EPZs bring to

a host country and the challenges that govern-

ments need to overcome taking as a case study
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the Honduran maquila industry. Fieldwork was

carried out in 2010 in Tegucigalpa Honduras,

and interview survey was done to maquila au-

thorities, among them, officials from the Hon-

duran Maquila Association (AHM), The Hon-

duran Central Bank (BCH), and managers from

the Zona Libre de Tegucigalpa Maquila (ZOLI)

which represents a national investment maquila,

and Fruit of the Loom Honduras (FTL) which

represents a foreign direct investment (FDI)

maquila.

Three main research questions guided the

study: 1. What are the benefits and challenges

of the Honduran maquila industry?; 2. What are

the backward linkages created by the maquilas

to the domestic economy?; 3. How can the chal-

lenges of the maquila industry be overcome to

ensure sustainability in the sector? Answers

to the research questions could be achieved

through literature review and interview survey.

Backward linkages are also reflected in an Input-

Output (I-O) Analysis previously carried out and

the results report maquilas have no links to the

Honduran economy, except for the service sec-

tors.

The structure of the paper is divided in 3 main

sections. Section 1 provides a background and

analytical framework of maquila contribution to

the Honduran economy by identifying specific

benefits gained and the challenges that need to

be overcome. Section 2 comprises the core

study of the fieldwork by revealing data and re-

sults from interview survey to maquila author-

ities. Section 3 answers the research questions

and enlists punctual policy proposals within our

research context for the Honduran government.

Figure 1. Maquila Value Added, 2000 to 2008

Source: Author’s calculations from Macroeconomic
Statistics Department, BCH data (2010).

1. Background and Analytical Framework:

Maquila Contribution to the Honduran Econ-

omy

Maquilas greatly contribute to the Honduran

economy. The following subsections analyze the

benefits that the maquilas bring to the economy

and the challenges faced by the industry.

1.1 Contribution to GDP and to the manufac-

turing sector

Maquilas greatly contribute to the Honduran

GDP. BCH (2010) reported that in year 2000,

maquilas represented a 6.1% share of GDP, and

a 29.7% share over the manufacturing industry.

In 2008, maquila share increased to 6.9% over

GDP and 37.8% over the manufacturing indus-

try. In 2009, there was a decrease in the share,

5.2% over GDP and 30.2% over manufacturing

industry. This was due to the global economic

crisis of 2008 and the political crisis Honduras

went through in June 2009.1

1 The Honduran Constitutional political crisis began when
the president on office at that time attempted to amend the
constitution through a referendum. A coup d’etat occurred
and the international community economically sanctioned
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Figure 2. Growth of Maquila Exports, 1990 to 2007 (in million US$)

Note: Other exports calculated in the analysis and which follow minerals in order were shrimp and lobster,
wood and wooden manufactures, palm oil, watermelon, melons, pineapple, and sugar.
Source: Author, from BCH data (2008).

Maquila contribution in the value added is

reflected in the wages and salaries perceived

by employees, the employer’s contributions, the

productions taxes and the gross operation sur-

plus. Figure 1 illustrates the value added com-

position.

The highest shares are represented in the

wages and salaries. This proves that the

maquilas’ main contributions are wages and

salaries through the employment that they cre-

ate.

1.2 Foreign Exchange Earnings (Exports, Im-

ports, and Product Diversification)

Maquilas give a positive impact to the Hon-

duran GDP in the foreign exchange earnings

they generate. Some earnings are perceived

in worker’s salaries while others in the gains

through the trade.

the country. Chronology of the crisis can be found at:
https://www.fas.org/sgp/crs/row/R41064.pdf.

Figure 2 illustrates the maquila export growth

from 1990 to 2007. The increase from 1998 to

2007 is due to maquila contribution as Hurri-

cane Mitch2 severely damaged the agricultural

sector. The Government enhanced policies for

manufactured exports to alleviate the economy

and so did the maquila industry “boom” in the

following years.

Table 1 illustrates the imports on maquila

goods for the last 7 years, from 2003 to 2009.

Table 2 illustrates the total free on board

(FOB) maquila exports by each sector from

2004 to the projections for 2010.

Tables 1 and 2 illustrate statistical data on the

imports and exports of maquila industry. As

can be noted, the main sectors that comprise the

trade are the textile products and related sectors.

Though this sector still prevails, today industrial

2 The most destructive hurricane of 1998 and in the Hon-
duran history, causing losses US$3.8 billion and 14,600
deaths in Honduras, for more details see: http://www.iadb.
org/regions/re2/consultative_group/backgrounder2.htm.
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Table 1. CIF Imports on Maquila Goods

CIF IMPORTS ON TRANFORMATION (MAQUILA) GOODS
(In million US$)

2003 2004 2005 2006 2007 2008 p 2009 p

1. Animal and animal goods 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2. Vegetable and vegetable goods 0.4 0.5 0.4 1.2 2.0 1.6 0.1
3. Animal and vegetable oil 0.0 0.0 0.0 0.0 0.0 0.1 0.0
4. Food processing goods 0.0 0.0 0.0 1.1 1.1 1.0 0.9
5. Mineral goods 0.2 0.2 1.1 3.1 4.0 2.8 0.8

5.1 Other mineral goods 0.2 0.0 1.1 3.1 4.0 2.8 0.8
5.2 Combustible and lubricants 0.0 0.0 0.0 0.0 0.0 0.0 0.0

6. Chemical industry goods and other goods related 23.7 30.8 41.5 52.3 68.3 92.1 92.7
7. Artificial plastic material and their manufactures 121.0 160.0 148.5 142.9 150.0 139.7 65.7
8. Fur, leather, and their manufactures 0.0 0.0 0.1 0.9 0.5 3.1 18.2
9. Wood, carbon, cork, and manufactures 8.4 10.9 4.4 1.0 1.7 1.1 1.3
10. Goods for paper manufacture and paper manufactures 29.1 37.9 42.3 34.3 42.3 37.7 31.6
11. Textiles and their manufactures 1,403.4 1,685.7 1,768.6 1,628.4 1,678.1 1,856.4 1,517.3
12. Footwear, hat, feather, and flower manufactures 0.0 0.0 0.0 0.1 0.0 0.1 0.0
13. Stone, plaster, cement, and glass manufactures 0.1 0.0 1.8 1.4 0.9 1.0 0.4
14. Pearls, precious stones, metals, and their manufactures 0.7 0.9 2.7 2.5 0.1 0.0 0.0
15. Common metals and their manufactures 16.7 21.4 40.9 105.9 60.4 77.2 36.6
16. Machinery and other electronic equipment 22.9 41.3 59.2 144.8 170.1 92.9 60.6
17. Transportation material 7.2 9.3 26.6 10.7 41.0 13.6 14.7
18. Otpic instruments, photograph, movie, medical, surgi- 0.0 0.1 0.3 0.2 2.6 2.3 0.0

cal, and other goods
19. Arms and munition 0.0 0.0 0.0 0.1 0.0 0.0 0.0
20. Merchandise and other diverse goods 7.1 9.1 13.4 20.3 14.1 15.3 11.9
21. Art and art collection goods 0.0 0.0 0.0 0.0 0.0 0.0 0.0

TOTAL CIF IMPORTS 1,640.8 2,008.1 2,152.0 2,151.0 2,237.2 2,338.0 1,852.8
TOTAL WITHOUT COMBUSTIBLES 1,640.8 2,008.1 2,152.0 2,151.0 2,237.2 2,338.0 1,852.8

Note: 2004 - 2009, Project for the IT on free zone policies with adjustments on the Balance of Payments, sum of the parts is
not necessarily equal to the total due to estimations.
Source: National Accounts Division, BCH (2010).

parks also engage in the assembly of harness,

plastic products, wooden products, car parts, and

services, among others, at smaller scales.

According to the BCH (2009), Honduras

leads the other C.A. countries in exports of

finished products, followed by El Salvador,

Nicaragua, Guatemala, and Costa Rica. This is

because operating processes in Honduras have

shifted from the mere assembly system to “full

package”systems. Full package systems give

more valued added to the manufacturing pro-

cesses and includes additional services such as

folding, wrapping, packaging, and transporta-

tion, which eventually create more employment

and investment.

In spite of the latter, some challenges are still

to be overcome. First, the imported inputs are

not switched with domestic inputs; thus, the

earnings might not materialize. Blanco de Ar-

mas and Sadni-Jallab (2002) point out that the

maquiladoras in Mexico have been successful in

their aim of alleviating unemployment but less
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Table 2. FOB Exports on Maquila Goods

FOB EXPORT MAQUILA GOODS
(in millon US$)

2010 e

2004 2005 2006 2007 2008 P 2009 P I

Gross vegetable goods 0.0 0.2 0.3 0.0 - - -
Threads and textile fabrics 95.6 95.9 186.1 146.6 176.9 105.4 14.2
Textile goods excluding apparel and garments 51.6 54.3 50.7 60.4 59.9 25.9 13.1
Knitted textiles excluding apparel, garments, and fur 75.4 95.1 148.9 426.3 567.7 454.9 138.0
Apparel 2,381.2 2,456.8 2,305.3 2,124.5 2,320.4 1,868.5 468.9
Leather goods (luggage, handbags, and other similar goods) - 0.0 - - - - -
Footwear and footwear parts 0.7 - 0.0 - - 0.1 -
Wooden, cork, straw, and braided material except furniture 1.6 0.5 0.4 0.2 0.2 0.0 0.1
Newspaper, other carton paper types and cardboard manu-
factures

38.0 58.5 8.0 7.7 6.0 3.8 0.9

Edit and printing goods 0.0 - - 0.1 0.5 2.2 -
Petroleum refined goods and other fuel, oils, and waxes - - - - - - -
Basic chemical goods - 0.1 - - - - -
Animal and vegetable maneure, chlorides, nitrates, and
chemical maneure

- - - - - - -

Plastic in its original shapes synthetic and artificial rubber
and its combinations

1.2 0.6 0.7 - - - -

Paint, lacquer, and related goods - 0.1 - - - - -
Chemical products n.c.p. - 0.0 - - - 0.0 -
Textile manufactures fabrics 0.9 0.9 1.3 0.3 0.6 0.1 0.1
Other rubber goods 0.9 0.8 3.3 1.0 2.5 0.8 0.3
Plastic goods 24.8 37.4 15.8 14.8 17.1 7.7 3.8
Glass and glass goods - 0.2 0.7 0.0 - - 0.0
Non-structural ceramic goods - - 0.1 - - - -
Concrete, cement, and plaster; construciton blocks and their
manufactures

0.0 - 0.9 2.5 0.5 0.0 0.7

Common metals - 3.5 0.0 0.1 - 0.3 0.0
Other metal-elaborated goods 7.7 21.2 5.0 3.1 3.3 1.6 1.0
Machinery for general use and its parts 4.5 0.4 0.0 0.0 0.0 - 0.0
Machines, tools, and their parts, supplies, and accessories 0.8 0.7 0.5 0.9 0.8 0.5 0.3
Machinery for the industrial manufacturing, supplies, and ac-
cessories

- - 0.9 0.0 - 0.2 0.0

Electrical appliances, supplies, and accessories - - - - - - -
Other machinery for special use, supplies, and accessories 0.2 - 0.0 - - 0.2 -
Office, accounting, and IT equipment, their parts, supplies,
and accessories

- 0.3 - - - - -

Machinery and electrical devices, their parts, and supplies 186.6 291.8 413.8 410.1 344.2 256.1 73.9
Radio, television, and communications equipment and de-
vices, their parts and accessories

0.6 0.1 0.0 0.1 1.3 0.0 0.0

Medical devices, and optical and precision instruments, and
watches

- - - 0.2 - - -

Transportation machinery and equipment 11.2 23.4 19.2 30.8 41.4 36.1 13.7
Other furniture and furniture parts - - - 5.7 9.8 4.7 1.7
Other manufactured goods 3.6 3.7 5.3 4.4 5.8 2.6 1.3
Metallic and non-metallic wastes 1.0 3.5 0.3 0.7 0.6 0.0 0.2
TOTAL GOODS 2,888.1 3,149.8 3,167.6 3,240.8 3,559.5 2,771.7 732.0

Note: 2004 - 2009, Project for the IT on free zone policies with adjustments on the Balance of Payments, sum of the parts is
not necessarily equal to the total due to estimations.
Source: National Accounts Division, BCH (2010).
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successful in their role as foreign exchange earn-

ings. They explain that this is due to the high

import composition, which might cause disequi-

libria. With FDI, income generated on exports

goes directly to the foreign enterprise, thus the

currency goes out of the country. Additionally,

from the point of view of the income generated

by the national investors, it can be noted that the

State does not perceive a great portion of cap-

ital because of the tax holidays and tax breaks

granted to the investors.

A second considerable challenge is the strong

competition of the light assembly industry in

world markets. The importer-developed coun-

try might have more demand or preferences for

products from distinct developing countries. As

for the C.A. case, Asian countries, especially

China, represent the strongest competition on

textile exports to U.S. markets, which consti-

tutes C.A,’s main textile exports market.

A third challenge is the product diversifica-

tion of the maquila exports. The BCH (2010)

reported product diversification as follows: tex-

tiles and garment 65%; electronic, automobile,

and other parts 19%; harness 7%; remuner-

ated contract services 5%; and rubber and plas-

tic goods 4%. This means that even though

maquilas are not solely relying in textile exports,

other manufacturing industries still remain be-

low the 20% of the total maquila exports.

1.3 National and Foreign Direct Investment

Maquilas represent industrial policies for at-

tracting national and foreign investment. The

United States (U.S.) is the main investor. In

2009, the BCH reported a total of 299 com-

panies,3 120 representing national capital, 110

U.S. capital, 30 Asian capital, including South

Korean and Taiwan, 10 companies from other

countries, such as Guatemala and El Salvador,

and 29 with mixed capital.

FDI plays a leading role in the Honduran

maquilas. The U.S. and other Asian countries

such as South Korea and Taiwan, invest mainly

on the textile and apparel industry, whereas Hon-

duran capital mainly invests on productive ac-

tivities such as pharmaceutical goods, the man-

ufacturing of cardboard boxes, and in smaller

amounts on the apparel and garments.

FDI greatly benefits economies, however gov-

ernments need to be keen so as not to fall into an

FDI dependency, which can eventually lead to

an export “dependency”in the cases in which the

FDI is destined to create output merely for ex-

ports (as is the case of the Honduran maquilas).

Todaro (2009: 822) defines export dependency

as the “situation in which a country relies heav-

ily on exports as the major source of finance

needed for carrying out development activities".

He states, “This is the situation of LDCs which

must export primary products to earn valuable

foreign exchange". The effects of the financial

crisis in 2008 and the political crisis of 2009,

proved the degrees of the FDI and export de-

pendency in Honduras. The AHM (2008) re-

ported that businesses suffered a 30% decrease

in their sales, food sales around the maquilas a

16% decrease, and that employment, not only

for maquilas, but subsequently for other sectors

3 The figures are only for those maquilas registered at the
AHM, some maquilas are not registered to the BCH or to the
AHM.



The Maquila Industry in Honduras 39

Table 3. Sources of Employment

Employed Personnel Classified by Economic Activity, 2007-2009
2007 2008 2009

Workers Share Workers Share Workers Share
Textiles, garment, and fur 103,377 77.1 97,276 79.1 83,712 78.5
Electronics and Harness 13,609 10.2 9,662 7.9 9,403 8.8
Other activities 7,150 5.3 7,336 6 7,870 7.4
Tobacco goods production 3,427 2.6 3,502 2.8 2,465 2.3
Wooden goods and furniture 2,852 2.1 1,863 1.5 971 0.9
Services to enterprises 1,880 1.4 1,702 1.4 425 0.4
Commerce 1,712 1.3 1,540 1.3 1,849 1.7
Total 134,007 100 122,881 100 106,695 100

Source: Author, from BCH data (2010).

(formal and informal) suffered losses. This justi-

fies that the export dependency to one or few ex-

ternal markets makes developing countries vul-

nerable.

1.4 Sources of Employment

One of the main benefits of the maquila in-

dustry is its contribution as a source of employ-

ment. Table 3 shows the total workers employed

in maquilas, classified by sector from 2007 to

2009.

The highest share is for workers engaged in

the textile sector. Maquilas have comparative

advantage in the massive low-cost, low skilled

labor force to attract investment. Moreover, the

highest shares of employees have been women

due to the fact that textile assembly predomi-

nates where careful and delicate skills are neces-

sary for the sewing and assembly stages. How-

ever as product diversification has taken place,

the share of men have increased. The AHM

(2008) reported that from 1990 to 1995, the

share of men represented 5% whereas women

95%; from 1996 to 2000, men represented 30%

and women 70%; and from 2001 to 2008, men

represented a 31% and women 69%.

In relation to wages perceived by the work-

ers, fringe benefits can also be perceived. Fringe

benefits also known as social benefits are those

additional compensations that the workers in a

maquila enjoy besides the net wages and salaries

perceived.4 Table 4 enlists the fringe benefits in

Central America and Panama.5

It can be observed that in Honduras, fringe

benefits are quite attractive for the workers.

They include the social security, private con-

tribution regime, severance pay, paid vacation,

holidays, Christmas bonus (13th month), train-

ing institute, annual bonus (14th month), Sat-

4 In Honduras these benefits are mandatory by law and
indeed maquilas provide them to their workers.

5 The data was obtained by ProNicaragua, the official
investment and export promotion agency of Nicaragua,
(see: http://www.pronicaragua.org/en/), when it consulted
each country’s Ministry of Labor, National Investment Pro-
motion Agencies, and attorney firms’ regional branches.
The sources were specifically: Nicaragua Central Bank,
Nicaragua Ministry of Labor, El Salvador Ministry of Labor
and Social Welfare, Honduras Ministry of Labor, Costa Rica
Ministry of Labor, Panama Ministry of Labor and Develop-
ment, and other private legal firms in Honduras and Costa
Rica.
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Table 4. Fringe Benefits in Central America and Panama

Social Benefits Nicaragua Honduras El Salvador Guatemala Costa Rica Panama

Social Security 16.00% 7.00% 7.50% 10.67% 12.00%
Private Contribution Regime 1.50%
Severance Pay 8.33% 9.00% 8.33% 8.33% 5.33%
Paid Vacations 8.33% 3.06% 5.42% 5.83% 4.10% 9.09%
Holidays 3.01% 2.50% 2.50% 3.33% 2.47% 3.51%
Christmas Bonus (13th month) 8.33% 8.33% 2.78% 8.33% 8.33% 8.33%
Training Institute 2.00% 1.00% 1.00% 1.00% 1.50%
Annual Bonus (14th month) 8.33% 8.33%
Retirement Fund 6.75%
Workers’ Recreation Institute 1.00%
Health and Maternity Benefits 9.25%
Disability, Old Age, and Death Benefits 4.75%
Family Allowances 5.00%
Workmen’s Compulsory Savings Bank 0.50%
Terminating Extreme Poverty 0.50%
Worker Capitalization Fund 3.00%
Compulsory Complementary Pension 1.50%
Saturday Afternoon 9.09%
Attendance Incentive 18.18%
Occupational Hazard 2.84%
Educational Bonus 1.50%
Unemployment Fund 2.25%
Sick Leave 5.77%

Total 46.00% 67.99% 34.28% 46.82% 46.23% 45.29%

Other Benefits (Not mandatory by Law)
Educational Bonus
Notice and Severance Pay
Note: The statements and findings depend on the accuracy and validity of the sources.
Source: Fruit of the Loom Honduras, Tegucigalpa (2010).

urday afternoon, attendance incentive, and ed-

ucational bonus, representing a 67% increase in

their wages and much higher than the ones from

the other Central American countries.

Table 5 illustrates the figures for the Honduran

minimum monthly wage from 2001 to 2010.

The 4.17% change in 10 years for Honduras is

beneficial for the maquila workers, and the ad-

ditional 1.72% for “Honduras (2)”alleviates in-

come in economically disadvantages regions of

Honduras. However it is noteworthy that min-

imum wage salaries didn’t have much variation

and remained at constant levels throughout 10

years. The main reason was because textile in-

dustry has remained the main impetus for the

Honduran maquila industry. High skill work-

ers are not required in most of the cases, thus

wages have not significantly increased. Slight

increases were due to few product diversification

and salary increase by employers throughout the

years.

Though maquilas have greatly contributed to
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Table 5. Minimum Monthly Wage for Honduras US$, 2001-2010

Note: Honduras (1) refers to the Honduran territory. Honduras (2) refers to the special development zones established in
Honduras in 2006 for the departments of Olancho, Choluteca, Valle, El Paraiso, and Santa Barbara in the most economically
disadvantaged regions.
Source: Author, data provided by Fruit of The Loom Honduras, Tegucigalpa (2010).

the economy as sources of employment, there

are still some challenges yet to overcome.

First, the skill levels of the textile assembly

employees are lower than the skills of the em-

ployees engaged in other more complex manu-

facturing sectors. According to the Hecksher-

Ohlin Model of general equilibrium in inter-

national trade, where the relative endowments

of the factors of production, land, labor, and

capital, determine a country’s comparative ad-

vantage and trade pattern, Honduras reflects a

comparative advantage mainly in the low-skilled

cheap labor industry. For instance, labor could

typically cost approximately $21 an hour in the

U.S., however it would cost approximately $5

an hour in Mexico, Honduras, or Dominican

Republic. Though the cost of living is lower

in the developing countries than in the devel-

oped countries, the cheap labor, especially for

the unskilled or semi-skilled workers might give

place to workers’ exploitation or cases where the

workers are not being compensated adequately

for their labor performance.

In relation, maquilas operate at low costs in

those places where the currency is weaker to the

dollar. The less a currency is worth, the more

relative value the dollar has. Since Honduran

currency, the Lempira, is relatively weaker to

the dollar, companies can trade their dollars for

Lempiras with which they pay workers and ex-

penses. The products they manufacture, how-

ever, are sold for dollars, increasing profits by

huge margins whenever the local currency falls.

Second, despite the fact that the country as

a whole is involved in a “full-package”system,

workers hired in the maquilas have single per-

forming tasks. The workers only engage in sin-

gle operations that eventually end up been done

automatically without learning the whole pro-

cess manufacturing. The required education for

workers is in general up to the elementary school

level, which is up to 6 years of basic education.

Being tied to a working schedule in the factories,

which generally is from 7 a.m. to 3p.m. or 8 a.m.

to 4 p.m. depending on each plant, and with ad-

ditional household work to do and assist their

own families, (especially for the women who

constitute the majority of workers employed in

the sector), it becomes difficult for the workers

to have further educational aspirations. Also, ed-

ucation costs, such as institution fees or school

supplies are burden costs workers are not willing

to bear.
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1.5 Technology Transfer

Maquila industry gives place to technology

transfer. Since maquilas were first established

in Honduras, the textile industry has been the

main sector. Today maquilas also engage in

tobacco industry, elaboration and assembly of

electric and automobile parts and harness, la-

bels, wooden products, sports equipment such as

baseballs, plastic bags, cleaning material, card-

board boxes, among others. These production

processes require special technology, machin-

ery, equipment, and specialized instruments. In

this sense, workers also require special training

to operate the machinery. Workers receive on the

job training where the company will teach them

the techniques necessary to engage in their pro-

duction processes. The AHM also offers special-

ized training and workshops for maquila work-

ers.

However, at times, the technology trans-

fer does not materialize, especially if the tex-

tile assembly sector continues dominating the

maquila industry. FDI companies may be re-

garded as “footloose manufacturers”which can

easily close operations and reopen in neighbor-

ing countries. With FDI companies, links to the

local markets may not happen. Likewise, local

markets may not count with the same technology

and knowledge levels demanded by the Multina-

tional Enterprises (MNEs). Spillovers might not

take place. Spillovers depend on the technology

gap between local and foreign firms. Spillovers

are most likely to occur where domestic firms

have a level of technology similar to that of the

MNEs and where market conditions encourage

competition. In Honduras, innovation at high

levels has not taken place, except for the con-

struction of new Industrial Processing Zones.

Moreover as previously discussed, workers

engaged in single assembly tasks are not re-

quired to understand the whole assembly pro-

cess. Therefore the transfer of technology,

knowledge, and know-how would only benefit

the educated portion of workers and not the mas-

sive unskilled labor force.

1.6 Backward Linkages

Theoretically, EPZs are not expected to cre-

ate forward linkages as the output is exported

in its totality. However, EPZs are expected to

create backward linkages to industrialize domes-

tic economies. This means that domestic pro-

ducers may become suppliers of input materials

necessary for the manufacturing processes. In

Honduras backward linkages only occur at small

scales, specifically with the service sector.

Raw material and intermediate inputs that

could be supplied by local producers, such as

cotton or hilasa,6 are imported from other coun-

tries. With EPZ tax holidays and DR-CAFTA

rules of origin, these input materials come from

the DR-CAFTA7 members or from the MNE’s

country of origin. Another main reason of link-

ages not happening is the lack of material input

and poor quality that the domestic market might

6 Hilasa is a specialized cotton thread utilized in the textile
assembly industry.

7 DR-CAFTA is the Free Trade Agreement between
the United States, the Dominican Republic, and the five
Central American countries: Costa Rica, El Salvador,
Guatemala, Honduras, and Nicaragua. It first entered
into force in August 2005. For more details see: http:
//www.ustr.gov/trade-agreements/free-trade-agreements/
cafta-dr-dominican-republic-central-america-fta
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supply with, this is, in relation to the high stan-

dard output the maquilas require. The Honduran

domestic market may offer some material, how-

ever the material may not be the proper one to be

used as raw material. Therefore, tax holidays,

rules of origin, and input quality standards im-

pede the creation of backward linkages.

The domestic micro, small, and medium en-

terprises (MSMEs) cannot compete with EPZ

companies, therefore they might find them-

selves displaced from export competition of de-

termined products that the EPZs manufacture

in high quality and at larger scales. Today

these MSMEs still struggle to reach a com-

petitive level, however much support has been

received from the Government and from non-

governmental organizations (NGOs).

The concrete results of the backward linkages

that the maquila has for the other sectors of the

Honduran economy may be obtained through an

Input-Output (I-O) analysis.

The I-O Analysis is an economic analysis

utilized in macroeconomics to study the inter-

industrial relation of all the different sectors of

an economy. The only existent Honduran I-O

Table was created in 2000. A previous analysis

carried out, estimates the backward linkages of

maquilas based on the annual maquila exports

from 2004 to 2009.

To identify the impacts that the maquila ex-

ports give to the domestic economy we multi-

plied the inverse matrix with the maquila annual

exports, years 2004 to 2009. After the calcu-

lation, figures remained almost the same value.

This quantitatively proves that maquila products

are exported in their totality. Figure 3 shows the

results.

Sectors such as newsprints, paper and paper-

board goods reflected values higher than the ex-

ported goods. This is due to the previously intro-

duced “full-package", as material is kept in stock

for packaging goods for exports in the years to

come.

In relation to the non-maquila sectors, some

sectors reflected minimal effects, for example

agricultural sectors. On the other hand, ser-

vice sectors such as “Non-residential property

services and real estate agencies”reported sig-

nificant values. Maquilas need real estates and

property to operate their plants. Sectors related

to accounting, consulting, and engineering ser-

vices also had significant effects. Maquilas need

accounting and engineering services, among

other research and development services to op-

erate in Honduras. Sectors such as, “Yarn and

thread, textile fabrics”reported large figures es-

pecially from 2007 to 2009, even though they

were not a maquila exports sector. This means

that the domestic producers supply some input

material that the maquilas require for the textile

manufacturing.

Another interesting point to analyze is the

phenomenon occurring from 2008 to 2009. It

can be observed that not only for the maquila

sectors, but also for the other sectors, the figures

decreased or remained the same. This further-

more proves our theory of the 2008 U.S. finan-

cial crisis directly affecting the Honduran econ-

omy. FDI withdrew to some extent, and natu-

rally exports decreased in general.
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Table 6. Results of I-O Analysis: Backward Linkages of Annual Maquila Exports

Sectors 2004 2005 2006 2007 2008 2009

1 Corn 0 0 0 0 0 0
2 Beans 0 0 0 0 0 0
3 Cereals 0 0 0 0 0 0
4 Palm 0 0 0 0 0 0
5 Tobacco 0 0 0 0 0 0
6 Sugar cane 0 0 0 0 0 0
7 Vegetables, tubers and other plant products 0 0 0 0 0 0
8 Fruits, nuts, and plants 0 0 0 0 0 0
9 Bananas 0 0 0 0 0 0

10 Uva coffee 0 0 0 0 0 0
11 Livestock and Other Animals / includes milk 0 0 0 0 0 0
12 Poultry, eggs and fertilizer 0 0 0 0 0 0
13 Natural Honey 0 0 0 0 0 0
14 Wood & Wood Products 7 5 5 14 21 12
15 Fish and Seafood 0 0 0 0 0 0
16 Farmed shrimp and shrimp larvae 0 0 0 0 0 0
17 Non-ferrous metal ores and concentrates 0 48 0 1 0 4
18 Mining 0 0 0 0 0 0
19 Meat and edible offal and other animal products / except Poultry 0 0 0 0 0 0
20 Meat and edible offal (fresh, chilled or frozen) 0 0 0 0 0 0
21 Sausages and other meat products 0 0 0 0 0 0
22 Frozen seafood 0 0 0 0 0 0
23 Edible fruits and nuts, cooked by steaming or boiling, frozen and

canned juices and concentrates
0 0 0 0 0 0

24 Oil, butter and other fats 0 0 0 0 0 0
25 Dairy Products 0 0 0 0 0 0
26 Milled rice and husked 0 0 0 0 0 0
27 Wheat Flour and other flours 0 0 0 0 0 0
28 Bakery Products 0 0 0 0 0 0
29 Sugar and molasses 2 3 3 7 9 7
30 Preparation of food concentrates 0 0 0 0 0 0
31 Cocoa, chocolate and sugar confectionery 0 0 0 0 0 0
32 Macaroni, noodles and similar farinaceous products 0 0 0 0 0 0
33 Green coffee 0 0 0 0 0 0
34 Coffee and Other Food Products 1 1 0 0 1 0
35 Ethyl alcohol, distilling, rectifying, fermentation and blending of

spirits, wines
1 1 0 0 1 0

36 Malt beer 0 0 0 0 0 0
37 Bottled water and other nonalcoholic drinks 3 4 4 8 10 8
38 Snuff Products 0 0 0 0 0 0
39 Yarn and thread, textile fabrics 309 383 563 1538 2042 1632
40 Textiles, knitted and crochet goods, excluding apparel and gar-

ments
1142 1441 2256 6457 8599 6891

41 Apparel, garments, and fur 36028 37173 34880 32145 35108 28271
42 Leather & leather goods 4 3 4 4 5 2
43 Footwear and footwear parts 11 0 0 0 0 1
44 Treated lumber 11 7 7 26 39 24
45 Wood products, cork, straw and plaiting materials, except furniture 31 14 15 25 32 22
46 Newsprints, paper and paperboard, processed, and corrugated pa-

per and paperboard boxes
678 1016 225 332 368 277

47 Editing products and printing goods 43 47 42 49 63 77
48 Paint, varnishes and related products 11 17 11 24 32 24
49 Pharmaceuticals and medicines 0 0 0 0 0 0
50 Pesticides and Soaps 0 1 0 0 0 0



The Maquila Industry in Honduras 45

51 Basic Chemicals and other chemicals 5 9 6 14 19 15
52 Tires and air bags 14 12 51 15 38 12
53 Plastic products 530 739 391 431 508 313
54 Glass and glass products 0 3 11 1 0 0
55 Pottery and ceramic goods 1 1 1 0 0 0
56 Cement and Other 5 8 6 14 19 15
57 Other manufactured metal products 37 55 55 131 175 136
58 Base metals 0 54 0 1 0 5
59 Structural metal products and their parts 122 333 81 56 61 32
60 Machinery, transport equipment and household appliances 73 12 8 20 27 21
61 Furniture and other furniture parts 0 0 0 87 148 71
62 Other manufactured goods (jewelry, musical instruments, sporting

goods, toys)
55 57 80 66 88 39

63 Metal and nonmetal waste material 485 569 486 613 724 570
64 Drinking water 38 41 38 39 44 36
65 Construction 124 135 126 151 177 142
66 Trade Services 324 360 301 345 403 316
67 Maintenance and repair services 44 48 44 54 64 50
68 Hotels services and similar accommodation services 43 47 45 60 72 57
69 Services for providing food and drinks 1 2 1 1 1 0
70 Road transportation 171 185 166 193 226 179
71 Shipping services 0 0 0 0 0 0
72 Air transportation 0 0 0 0 0 0
73 Travel agencies and other additional services 44 48 46 60 72 57
74 Postal and courier services 36 38 35 32 35 28
75 Radios, television and communications equipment 165 178 167 198 232 185
76 Financial Services 48 54 53 80 98 78
77 Insurance and pension funds 5 8 6 15 19 15
78 Auxiliary services to insurance and pension funds 0 1 0 0 1 0
79 Rental housing services 0 0 0 0 0 0
80 Non-residential property services and real estate agencies 684 718 676 703 797 638
81 Leasing services 80 87 78 81 92 73
82 Computer and related services 4 6 6 14 19 15
83 Legal services 41 45 41 47 54 43
84 Accounting, auditing, bookkeeping, consulting, market research,

architecture, engineering, research and development, etc..
54 63 62 106 133 106

85 Accounting, auditing, bookkeeping, consulting, market research,
architecture, engineering, research and development, etc..

597 638 600 686 797 638

86 Education services 2 3 3 7 9 7
87 Health services 36 37 35 32 35 28
88 Association services 1 1 0 0 0 0
89 Cinema services, radio and television and other entertainment 39 42 38 40 45 36
90 Leisure services 0 0 0 0 0 0
91 Social and personal services 0 0 0 0 0 0
92 Public administration 0 0 0 0 0 0
93 Administrative services for the regime of compulsory social secu-

rity
0 0 0 0 0 0

94 Public education services 0 0 0 0 0 0
95 Public human health services 0 0 0 0 0 0

Note 1: Figures are given in million Lempiras. The official exchange rate in 2000 was of 15.30 Lempiras per 1.00 U.S.
Dollar (BCH, 2010).
Note 2: Sectors 40-43, 45-48, 51-55, and 58-63 (19 sectors in total) represent those directly related to the maquilas.
Source: Author’s calculations. The table reflects the results based on the product of the Honduran I-O Table Inverse
Matrix (2000) and the Annual Maquila Exports from 2004-2009 (BCH, 2010).
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2. Evidence from Fieldwork

Interview survey was carried out in Teguci-

galpa, Honduras in August 2010 with authorities

from the regional office of the AHM, and man-

agers from two maquilas - The Maquila “Zona

Libre de Tegucigalpa”(ZOLI), financed with na-

tional capital, and the Maquila “Fruit of the

Loom”(FTL), financed with foreign capital.

2.1 The Honduran Maquila Association (AHM)

Interview was carried out with the Re-

gional Director of the AHM, Mr. Guillermo

Matamoros, in Tegucigalpa Honduras. At

this time maquilas were recovering from the

U.S. economic recession that directly af-

fected maquila performance in 2008 and 2009.

From the political crisis, Honduran trade was

“frozen”(economically sanctioned) for a period

of 6 months, even with other Central Ameri-

can countries. Honduras was temporarily sus-

pended from the Organization of American

States (OAS), and the international community

did not recognize the de facto government Hon-

duras had after the President was ousted. How-

ever, gradually, the atmosphere improved and in

November 2009 elections took place. The in-

ternational community could recognize the new

government. The maquila industry has gradually

improved over time but still some of the conse-

quences are felt.

Mr. Matamoros pointed out that the financial

crisis greatly affected the maquila industry be-

cause more than 50% is financed by FDI; mainly

by companies form United States. With the U.S.

recession, demand from this country decreased,

thus less exports from Honduras. During 2008,

according to the interviewee, exports reduced by

10%, which was equal to 300 million Lempi-

ras.8 The recession also caused severe employ-

ment loss. By 2008, 15,000 employees lost their

jobs and by 2009, 6,000 additional jobs were

lost. The AHM was very clear in pointing out

that it was up to the U.S., and more important

up to the Honduran Government and institutions

related to decide which were the right measures

to take.

According to our interviewee, one of the

things that had to be done, and which the Hon-

duran Government did was to create a spe-

cial regime for maquilas. Additionally, there

were reduction fees for the electricity fees in

the industrial plants, and financial credit lines

were created to sustain maquila industries. The

maquila sector was also excluded from the gen-

eral increase in the minimum wage. In January

2009 the Honduran minimum wage increased

nationwide through a presidential decree. Mini-

mum wage in Honduras increased to 5,500 Lem-

piras (approximately US$ 289) but to keep up

with the cheap labor comparative advantage,

maquila workers remained with an average wage

of 3,300 Lempiras (approximately US$ 175).

Our interviewee pointed out that the U.S. re-

cession had direct impact to the maquilas but the

sector showed soundness. According to the in-

terviewee, soundness was due to the following:

geographic position of Honduras, safe and se-

cure port (Puerto Cortes), labor force and the

attitude of the workers, and the 5th place Hon-

8 The exchange rate from Lempira to U.S. dollar is ap-
proximately L. 18.89 = US$1.00
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duras occupies today in respect to exports of tex-

tile products to the U.S. market.

Mr. Matamoros also pointed out the role of

the AHM concerning the maquila workers. The

AHM carries out training workshops. An exam-

ple is PROCINCO. PROCINCO stands for In-

tegrated Training Program for the Competitive-

ness of the Apparel Industry (in Spanish “Pro-

grama de Capacitacion Integral para la Com-

petitividad de la Industria y la Confeccion").

The program was created to provide training

and consulting services to the affiliated enter-

prises in areas such the productive, administra-

tive, humanistic, and occupational health and se-

curity areas. PROCINCO was an initiative by

the AHM and has been carried out since 2001.

It is an effort to provide specialized technical

skills to the maquila workers. Up to date ap-

proximately 30,000 cluster employees have ben-

efited. Our interviewee also pointed out that re-

cently, the Central American Polytechnic Insti-

tute was opened in the city of San Pedro Sula,

with course offerings tailored to cluster needs

as well as English language training. Workers

from maquila industry to the day enjoy bilingual

training benefits and can also obtain textile and

electro-mechanic degrees.

Regarding the product diversification, our in-

terviewee pointed out that the authorities are

concerned in diversifying the product, like in

the case of Costa Rica who has engaged in

computer-part manufacturing. Honduras has

grown in harness manufacturing, but textile as-

sembly is still the main activity. The main con-

cern of the authorities today is maintaining a

safe legal environment and solving the effects of

the political crisis Honduras suffered in the last

semester of 2009. But as for the panoramic view

in the future our interviewee pointed out that the

maquila industry is still considered a competi-

tive sector for the Honduran economy.

For the maquila managers, a series of ques-

tions conducted the interview and discussions.

"Interview to Maquilas Managers

1. General Information and hierarchical struc-

ture

2. Total amount of capital and origin of the

capital

3. Type of production and product diversifica-

tion. Is it a first generation (merely textile

assembly) or a second-generation industry

(electronic of automotive assembly, etc.)?

4. Productivity and efficiency. What mea-

sures do you take to increase productiv-

ity and efficiency in the manufacturing pro-

cess? (Include information such as raw ma-

terial, costs, labor skill, etc.) Amount of

production

5. Number of employees (national and foreign

personnel)

6. Do employees get training? What kind and

how often?

7. Information about Mother Company or

other subsidiaries

8. Production planning; is it done in the com-

pany or does it come from abroad?

9. Why was it so attractive to invest in Hon-

duras?

10. What are the exact differences of investing

in Honduras compared to investing in other

countries?
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11. Do you have the same advantages you had

since you started? What has changed?

12. What problems are you facing now and

how are you planning to overcome them?

13. What impact do you think this maquila

gives to the local economy? (forward and

backward linkages to the economy)

14. How much of the raw material is imported

and how much is bought from local suppli-

ers?

15. How much of the output is exported, how

much is sold in local markets?

16. Do you encounter any problems with the

Honduran legal framework? If so, what

kind?

17. Do you encounter problems with the labor

union?

18. What is the labor turnover ratio? (spin-out

effect)

19. Have you had experience dealing with lo-

cal suppliers? What was the difference in

quality, punctuality in supply, price, and

others, between a local supplier and an ex-

porter?

20. Do you think this maquila has or will en-

gage in Research and Development produc-

tion?

21. What future do you see for Honduras and

the Maquila Industry?"

2.2 Maquila “Zona Libre de Teguci-

galpa”(ZOLI)

Based on the previous questions, interview

was conducted in the Maquila ZOLI with the

operations manager and industrial engineer Mr.

Tulio Lagos. Answers to the questions were as

follows:9

1-2. This maquila is located in Tegucigalpa,

and is financed 100% by national capital. It be-

gan operations in 2002, and in 2008 operation

processes significantly decreased.

3-4. ZOLI Tegucigalpa used to engage in tex-

tile assembly, mainly T-shirts however it shifted

its operations as a subcontractor company. The

same customers remain with the enterprise. As

a further explanation, it could be learned that

maquilas in Honduras, including ZOLI, are un-

der the regulations and policies of the Honduran

Executive Incomes Directorate10 of the Ministry

of Finance of Honduras. Each maquila, indus-

trial park, or industrial processing zone, should

have a permanent DEI officer in the facilities to

supervise the tax-exemption benefits and have

control over illegal transactions or smuggling.

5-6. From 2007 to 2008 there were 1,000 peo-

ple working in the industrial park, but with the

decrease in demand, 450 people were laid off.

Mr. Lagos pointed out that before closing mas-

sive operations in 2008, 95% of the employees

were women. Since the production was mainly

that of T-shirt manufacturing, the minimum edu-

cation required for the workers was up to the 6th

grade.11 The reason is because workers had to

deal with basic numbers and measurements. As

for the wages perceived by the employees, at the

time of interview, the workers perceived wages

of 3,600 Lempiras (US$190.52) per month. As

9 Numerals prior to each paragraph refer to the punctual
answers to each question. All questions were asked, however
it’s noteworthy that some of the numerals are missing, as the
interviewees did not provide the answers.

10 Direccion Ejecutiva de Ingresos (DEI)
11 Elementary school in Honduras is from 1st to 6th grade.
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for the transfer of technology and training of

workers, there is no direct impact or training

to the workers. The reason is because there is

not much technological advance in sewing as in

other manufacturing activities.

7-8. ZOLI Tegucigalpa subcontracts another

maquila located in the Cortes department to

carry out the assembly process. ZOLI Teguci-

galpa engages now mainly on production, con-

trol, and administration procedures. Addition-

ally, our interviewee could explain that the

textile manufacturing requires a special thread

called “hilasa”as part of the input. Hilasa is

mainly imported from the U.S. and El Salvador

due to DR-CAFTA rules of origin.

9-10. Our interviewee stated that the cheap la-

bor force makes Honduras a competitive country

with investment opportunities.

11. Today the enterprise has regained de-

mand. Much of this is attributed to the DR-

CAFTA.

12. In December 2008 the enterprise reduced

operations because of the U.S. economic reces-

sion. With the recession, demands decreased

and it became difficult to cope with operation

costs.

13. In relation to forward and backward link-

ages and the impacts to the local economy, our

interviewee pointed out that linkages from the

maquilas to domestic market are not achieved.

However, he stated that maquilas greatly help

the Honduran economy. They provide with

massive sources of employment. Workers per-

ceive salaries that are later used as consumption.

This creates a dynamics in the Honduran econ-

omy. Furthermore, our interviewee explained

that maquilas give place to millionaire national

and foreign investments. Additionally, employ-

ees receiving high incomes contribute with in-

come taxes to the State.

14-15,19. Honduras does not yet supply the

minimum standard required hilasa for the manu-

facturing processes. Complementary inputs are

other types of thread, tags, and packing material

such as “hand tags". El Salvador is considered

a good supplier of all the aforementioned prod-

ucts. Honduran domestic market is currently

not supplying the raw material for ZOLI Tegu-

cigalpa’s output. With the DR-CAFTA products

are exported in their totality, meaning nothing

remains for the domestic market.

16-17. The interviewee did not manifest prob-

lems with the Honduran legal framework, how-

ever, he emphasized that maquilas now should

comply with the worldwide demands and global

certifications the textile industry requires (cor-

porate codes of conduct). The standard of certi-

fication mentioned was the Worldwide Respon-

sible Apparel Production (WRAP). This pro-

gram’s objective is to independently monitor

and certify compliance with socially responsi-

ble global standards for manufacturing and to

ensure that manufactured products are produced

under lawful, humane, and ethical conditions.

Principles of the WRAP are: compliance with

laws and workplace regulations; freedom of as-

sociation and collective bargaining; prohibition

of harassment or abuse; prohibition of discrim-

ination; prohibition of forced labor; prohibition

of child labor; compensation and benefits; hours

of work; health and safety; customs to compli-

ance; environment; and security. There are some
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worldwide independent monitors of choice for

many of the world’s top retailers, and an ex-

ample is the company Intertek. Intertek’s mon-

itoring services are widely recognized and ac-

cepted by retailers and manufacturers supporting

the WRAP program.

20-21. Mr. Lagos pointed out that poli-

cies regulating minimum wage should be closely

studied in the future because the cheap labor

force is a major attraction for the national and

foreign investors. The government and authori-

ties need to keep a sound legal framework, and

the decisions of politicians will influence the fu-

ture of this industrial sector. As for the future

of the Honduran maquila, our interviewee stated

that Honduras is still considered a strong ac-

tor in the region because of its history, experi-

ence and existing millionaire investments. Hon-

duras strongest competitors are Nicaragua and

Haiti because of the cheap labor force. But with

unfortunate earthquake striking Haiti in January

12, 2010, a lot of processing plants moved to

Nicaragua and/or Honduras.

2.3 Maquila “Fruit of The Loom"(FTL)

The second interview to a maquila manager

was the maquila Fruit of the Loom (FTL) with

the Global Sourcing Technical Support Manager

and industrial engineer Mr. Mario Castejon.

1-3. FTL was established in 1850 in the

United States and opened in Honduras in 1994.

It is a vertically integrated manufacturer. This

means that the company controls the quality

of the garments every step of the way. They

manufacture their own yarn, knit the cloth, cut

the fabric, sew the garments, and package the

products by themselves. FTL garments include

cotton fabrics and carefree cotton blends and

are mainly underwear and sports accessories for

men, women, and children.

The main clients of FTL are Wal-Mart,

SAMS, JC Penney, and K-Mart, all of them

wholesalers and retailers in the United States.

4. For productivity and efficiency, the com-

pany trains workers at all levels and adapts new

machinery and equipment whenever it is re-

quired. Total production of the company in-

cludes 1 million dozen pieces per week.

5-6. As for the employment in Honduras,

the company employs around 10,000 people,12

where 98% are Honduran; 70% women, and

30% men. The workers receive training, and

this training involves method, designs, produc-

tion, and quality systems. The training is not

set for a specific period of time but is provided

whenever the company considers it is necessary

or whenever the authorities consider necessary

to carry out training workshops.

According to the interview, wages to work-

ers in general is above the Honduran minimum

wage and the wage to each worker depends on

the efficiency and production of each worker,

however exact figures were not revealed.

7. FTL is a maquila that was acquired by

the company Warren Buffet (Berkshire Hath-

away) and its headquarters (HQ) are in Bowl-

ing Green, Kentucky. Strictly referring to pro-

cessing plants, FTL has plants in Honduras, El

Salvador, Morocco, and Mexico. Contractors of

FTL are present in Dominican Republic, Haiti,

12 Data provided as of August 2010.
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Vietnam, Cambodia, Malaysia, Thailand, India,

Pakistan, Bangladesh, Philippines, China, Sri

Lanka, Egypt, and Colombia. It is relevant to

mention here that FTL is also Russell Corp.,

Vanity Fair Brands, and Spalding Brooks.

8. All the production planning for FTL in

Honduras comes from the HQ.

9. The reason why FTL saw opportunities to

invest in Honduras was because Honduras of-

fered high incentives as a free zone country at

the time operations were to be moved from U.S.

10-12. The advantage of investing in Hon-

duras in comparison to other countries is be-

cause of its free zone characteristic; qualified la-

bor force; and proximity of Honduras to the U.S.

Despite the latter, barriers encountered by FTL

are the increases in electricity prices and labor

costs.

13-15. In relation to the forward and back-

ward linkages, and spillover effects, FTL suppli-

ers are firstly approved by the U.S. HQs and are

100% foreign suppliers with production opera-

tions in Honduras. For example, boxes are pro-

duced by “Astro Carton”plant, a Korean factory

and by “Cartogua”plant a Guatemalan factory;

thread is produced by “A&lE”plant from U.S.;

tags are produced by “Avery Denisson”plant and

“Finotex”plant from U.S.; and packing mate-

rial is produced by “Avery Denisson", “Beyer

Graphics", and “Cadmus”plants from U.S. All

these processing plants are located in Honduras

but are all FDI companies. As for the raw

material, the fabric for instance, is manufac-

tured in Honduras with thread imported from

the U.S. The final product is destined to U.S.,

Canada, and Mexico, which are the three mem-

bers of the North American Free Trade Agree-

ment (NAFTA). Of the output, 100% is exported

and none is left for the domestic market.

16-17. In relation to labor law, FTL does not

allow labor unions among the workers.

21. As for the future of FTL in Honduras, our

interviewee could tell us that a long future is ex-

pected due to the Honduran competitiveness in

the sector, the efficiency, the textile joint venture,

the high cost investment in the machinery for the

processing plants, and the geographic proximity

of Honduras to the U.S.

Observations from Fieldwork

Difficulties encountered during fieldwork

were regarding the time constraint of some of

the maquila authorities. Another difficulty was

obtaining specific data for each maquila. Pre-

sumptions are that it is sensitive for authorities

to disclose detailed information concerning cap-

ital and labor violations that take place. They

might be dealing with the foreign investors or the

foreign clients, therefore they keep loyalty and

the right to reserve certain information within

the company. A second reason is that maquilas

are controversial for some groups. In relation to

the prohibition of forming labor unions in some

maquilas, it can be interpreted in one of two

ways. The first as a violation to workers’ rights

in forming labor unions, and the second, as

maquila authorities justify, as a new and modern

labor tendency where no unions are necessary

and harmony between employers and employees

is highly pursued. Data regarding the amount

of capital invested by each maquila could not

be obtained either because of lack of sources or
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rights to confidentiality of the maquilas.

Except for FTL, interviewees showed concern

with the future of the sector. All of them claim

to the Government legal security for a good in-

vesting environment for the foreign and national

investors. FTL is a big MNE, and political cri-

sis might only cause them to close operations

in Honduras and move to other countries, un-

like the other smaller investors. Some maquila

authorities also showed concern on the high-

energy costs, but the AHM in joint work with

the Government make constant attempts to keep

prices at low rates.

3. Conclusions and Policy Proposals

3.1 Conclusions

After literature review and conducting inter-

view survey, we elaborated answers to the re-

search questions.

1.What are the benefits and challenges of the

Honduran maquila industry?

As all the other EPZs in the world, maquilas

contribute to the economy by providing foreign

exchange earnings, employment especially for

low-skilled labor force, attracting national and

foreign investment, transfer technology, knowl-

edge, skills and know-hows. They oblige the

Honduran government to maintain a secure le-

gal and institutional framework and appropri-

ate atmosphere for the national and foreign in-

vestors. However, maquilas don’t give the de-

sired backward linkages EPZs are expected to

provide. The technology, knowledge, and skill

transfer does not take place in its totality because

the maquila in Honduras is mainly focused in

textile and apparel assembly. In such industries

massive human force dominates the machinery

use. The employment provided in maquilas is

a massive cheap labor force. High-skilled lev-

els are not required in all of the maquilas. The

FDI industries in maquilas lead to vulnerability

in the sector, as they are footloose manufactur-

ers. This is because the economy becomes sensi-

tive to international markets where external fac-

tors affect. The clearest example was the 2008

global financial crisis and the national political

crisis of 2009. These led to the closing of some

foreign financed maquilas, a massive unemploy-

ment, and a decrease in maquila exports.

2. What are the backward linkages created by

the maquilas to the domestic economy?

From the analysis, it was proven that maquila

outputs are all exported. Significant impacts to

the domestic economy are in the services sectors

that the maquilas require for normal operations,

for example property, real estates, trade services,

accounting, and engineering. Results also show

that the domestic producers supply at very small

scales with raw material, however mainly is im-

ported from other DR-CAFTA members. No

backward linkages are given to the rest of the

economy, especially on the agricultural sector.

3. How can the challenges of the maquila indus-

try be overcome to ensure sustainability in the

sector?

To ensure a sustainable development, the

Government needs to seek the skill upgrading

of workers, promote product diversification in

the manufacturing, and create backward link-

ages with the domestic economy. The proposals
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enlisted in the following section further enhance

the attempt to reach a sustainable development.

3.2 Policy Proposals

The first proposal is to create backward link-

ages with domestic producers. To achieve this,

the Honduran Government needs to support the

potential suppliers, such as cotton producers,

with human capacity training and technical as-

sistance. This can be easily and directly attained

by involving active participation of technical de-

partments of universities with the local produc-

ers to help them achieve the knowledge on qual-

ity standards and delivery times required in real

life by the maquilas. Also, the Government

could encourage personnel exchange between

the maquilas and the domestic firms. With this,

the domestic firms would learn about the qual-

ity and time delivery parameters that maquilas

require.

Our second proposal is to enhance product di-

versification. Honduras has been competitive

in the textile sector. However, other sectors

such as the electronic and automotive assembly

manufacturing are less footloose than the textile

firms and more likely to be the source of new

technology and skills for Hondurans. The ser-

vice industries such as call centers (which are

now being focused on by the AHM and are in-

creasing significantly) require higher skilled per-

sonnel, less infrastructure and machinery and

a good opportunity for the future and develop-

ment of the country. Honduras needs to offer

the required human resources for high-skilled

industries. For this, the Government can cre-

ate, strengthen and support existing technical

schools and vocational institutions to train Hon-

durans and provide human resource for more

advanced industries especially in the electron-

ics, IT, bilingual or trilingual education sectors,

among others.

Our third proposal is to create in the Hon-

durans an entrepreneurship attitude. Maquila

vulnerability is unavoidable. They can close

anytime due to external factors. The employees

are harshly affected when they lose their jobs.

But if they have a sense of entrepreneurship

they can start their own businesses with what

they learn in the maquilas. Currently, employees

being laid-off usually look for similar posts in

other maquilas. Entrepreneurship would create

spillover effects, transfer skills and knowledge

and unemployment would be alleviated. This

would happen because the entrepreneurs could

further hire other sectors of population currently

unemployed. The informal sector would also be

reduced.

It is the role of the Government together with

the private sector to create a stable and secure le-

gal and institutional environment for the national

and the foreign investors to further promote the

maquila industry in Honduras. With good poli-

cymaking maquilas can be sustainable industrial

policies for Honduran development.

*The author wishes to thank the anonymous reviewer
for the time spent in revising the present research
study and for the valuable and very useful comments
and suggestions provided.
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