The High Cost of Low Wages: Does
Magquiladora Compensation

We determined which compensa-
tion practices of American-owned
plants in Mexico reduced turnover.
Regression revealed that profit-
sharing and saving plans lowered

and Mexican economies. These
American-owned factories reside in
Mexican bordertowns where they re-
ceive components duty-free for assem-
bly and re-export finished products
that are taxed on the labor value added.
Since its 1966 founding, the maquila
industry has burgeoned to 4,000 plants
(Sunoo, 2000). American enterprises
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can thus price products more competi-
tively in global markets by capitalizing
on an hourly Mexican compensation
that is 30% of U.S. pay (Tully, 1999).
Meanwhile, maquila operations pro-
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change for Mexico and employ one-
tenth of its industrial workforce, alle-
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Despite phenomenal growth of border-
town factories, turnover rates routinely
exceed 100% annually, threatening their
continued expansion (Picou and Pelu-
chon, 1995). Exorbitant turnover im-
poses significant personnel costs and in-
hibits entry of sophisticated manufactur-
ing facilities that demand substantial
worker training (Sargent, 1997). Turn-
over costs will mount as industry matu-
ration and emerging high-tech maquilas
using advanced manufacturing technol-
ogy make training and replacing an in-
creasingly skilled workforce costlier
(Sargent, 1997).

To deter turnover, maquila employers
bestow numerous perquisites, such as
transportation, food coupons, and bo-
nuses (Baker, Smith, and Weiner, 1993).
Our investigation evaluates whether ma-
quila perks and benefits stem turnover.
Though pervasive, verification of their
efficacy for sustaining loyalty is nonex-
istent. Because these inducements drive
up labor costs (Lenckus, 1993), wide-
spread—often anecdotal—claims about
their success warrant validation. This
study advances the emerging maquila
human resources management (HRM)
literature by examining how an array of
economic enticements affects plant-level
turnover. Concurrently, our maquila pay
inquiry extends international compensa-
tion research, which has mainly consid-
ered expatriate or executive pay (Dowl-
ing, Schuler, and Welch, 1994; Phatak,
1992). To our knowledge, this is the first
inquiry of the compensation-retention
relationship in Latin America. Further-
more, we perform a rare test of cross-
national generalizability of pay effects
on turnover, which have predominantly
been examined with North or Anglo-
Americans (Hom and Griffeth, 1995). Fi-
nally, we contribute to the paucity of
studies on firm-level turnover to derive

valid company-wide prescriptions for
personnel retention (Shaw, Delery, Jen-
kins, and Gupta, 1998). After all, tradi-
tional findings of pay effects at individ-
ual or industry levels may not generalize
to the firm level where crucial compen-
sation decisions are made (Gomez-Mejia
and Balkin, 1992).

Fixep Pay EFrFeEcTS

Maquila factories provide several
kinds of fixed pay: base pay, overtime,
and cost of living adjustments (COLA).
Turnover and labor economic perspec-
tives uphold their importance for loy-
alty. To illustrate, turnover scholars uni-
versally maintain that superior remuner-
ation promotes retention by increasing
job satisfaction or turnover costs (Hom
and Griffeth, 1995). Likewise, efficiency
wage theory posits that attractive wages
deter resignations (Leonard, 1987), while
the wealth maximization model con-
tends that workers stay in firms that
compensate their counterparts well for
such generosity signals earnings growth
for them (Galizzi and Lang, 1998). Fur-
ther, prevailing compensation adminis-
tration rests on the premise that compet-
itive wages underpin loyalty (Gomez-
Mejia, Balkin, and Cardy, 2001).
Supporting these theories and received
wisdom, studies conclude that high
wages decrease turnover (Galizzi and
Lang, 1998; Hom, and Griffeth, 1995). By
extension, high-paying maquila plants
should have lower turnover.

Further sustaining this contention,
maquila operators’ economic plight and
cultural traits may induce them to re-
main in companies offering attractive
fixed pay. Given sizeable purchasing
power losses due to constant currency
devaluations, most maquila workers
earn subsistence wages (Cravey, 1998).
Their dire economic circumstances
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should discourage them from leaving
high-wage firms. Moreover, Mexicans
may welcome stable and predictable in-
come, given their intolerance for uncer-
tainty (Gomez-Mejia et al., 2001). Such
cultural compatibility translates into
higher workforce retention for well-pay-
ing companies (Schuler and Rogovsky,
1998). Finally, maquila assemblers
themselves blame poor wages for why
they or their co-workers resign (Maertz,
Stevens, Campion, and Fernandez,
1996). Given widespread consensus on
fixed pay’s essentiality, we put forth the
following:

Hypothesis 1: In maquiladoras, high
fixed pay is associated with lower
turnover.

VArIABLE PAY EFFECTS

Border plants offer several types of
variable pay, including productivity bo-
nuses, seniority and attendance bonuses,
and profit-sharing (Picou and Peluchon,
1995). Studies document that individual
incentives deter turnover among high
performers but drive away low perform-
ers when performance largely deter-
mines income (Hom and Griffeth, 1995).
Given such opposing effects, individual
incentives may produce no net reduction
in firm-level turnover. In support, Pow-
ell, Montgomery and Cosgrove (1994)
found that productivity-based wage dis-
persions within establishments did not
decrease establishment turnover. Extrap-
olating from this work, we posit that in-
dividual incentives, such as productivity
bonuses, will not reduce maquila plant-
wide turnover.

Indeed, rewards for individual accom-
plishments may prove counterproduc-
tive for they clash with Mexican col-
lectivism and uncertainty avoidance
(Schuler and Rogovsky, 1998). Collectiv-

ists fear that differential rewards create
status differences that motivate group
members to sacrifice group interests for
self-interests and threaten group solidar-
ity (Chen, Chen and Meindl, 1998). Up-
holding this thesis, Guendelman and Sil-
berg (1993) reported that productivity
bonuses do not enhance work satisfac-
tion among maquila laborers. Accord-
ingly, we offer the following:

Hypothesis 2: In maquiladoras, pro-
ductivity bonuses are associated with
higher turnover.

By contrast, seniority and attendance
bonuses—rewards for organizational
participation rather than productivity—
should reinforce maquila incumbency.
Domestic management and labor-eco-
nomic theories and research suggest that
financial inducements for participation,
especially for job tenure, foster loyalty
(Garen, 1988). For example, commitment
and turnover formulations propose that
basing pay on seniority makes depar-
tures costly—due to forfeiture of senior-
ity benefits—or enhances the expected
utility of continued employment (Hom
and Griffeth, 1995). By a different logic,
labor economists argue that employers
distribute higher wages to long-service
workers who accumulated more human
capital over their tenure, thereby reduc-
ing their turnover propensity (Garen,
1988).

In line with our assertion, Schuler and
Rogovsky (1998) documented how se-
niority-based wages pervade high uncer-
tainty avoidance societies, such as Mex-
ico. Examining another collectivist cul-
ture, Lincoln (1989) also observed that
tenure-contingent pay commits Japanese
employees to corporations. Unlike indi-
vidual performance bonuses, incentives
that recognize organizational member-
ship and participation (e.g., attendance)
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do not engender competition and disrupt
the harmonious work environment Mex-
icans value (Schuler, Jackson, Jackofsky
and Slocum, 1996). Consequently, we
submit this hypothesis:

Hypothesis 3: In maquiladoras, senior-
ity and attendance bonuses are associ-
ated with lower turnover.

Similarly, profit-sharing should deter
maquila turnover. Explorations of how
organization-wide incentives impact com-
pany turnover are rare, but Wilson and
Peel (1991) documented that profit-shar-
ing reduces establishment-level turn-
over. Importantly, Hofstede (1980) pre-
scribes collective rewards for nations
like Mexico (Elenkov, 1998). Profit-shar-
ing fits with Mexicans’ cultural orienta-
tion by encouraging cooperation and re-
warding group achievement, though
their riskiness may conflict with Mexi-
can uncertainty avoidance. The preced-
ing arguments imply the following:

Hypothesis 4: In maquiladoras, profit-
sharing is associated with reduced
turnover.

EmrLOYEE BENEFITS EFFECTS

Organizational and labor-economic in-
vestigations find that benefits prolong
employment (Ippolito, 1997; Shaw et al.,
1998). Generalizing from domestic work,
maquila services and perks that conform
to maquila workers’ culture, demogra-
phy, or financial need should sustain job
incumbency. Given their strong family
orientation and desire for scheduling
flexibility to manage domestic obliga-
tions (Maertz et al., 1996), family-
friendly benefits should improve ma-
quila retention. Specifically, additional
vacation days permit more time with
family, including extended home visits
with relatives in distant rural communi-

ties (Kopinak, 1996). After all, the maq-
uila workforce comprises mainly women
who are prime caretakers of family mem-
bers and often abandon paid employ-
ment to attend to family duties (Tiano
and Lidano, 1999). This reasoning yields
the following:

Hypothesis 5: In maquiladoras, vaca-
tion premium and days are associated
with reduced turnover.

Because their buying power has
shrunk by 50% since 1980 (Dougherty
and Holthouse, 1998), maquila opera-
tives should appreciate subsidized meals
and additional pay in the form of “agui-
naldo,” a Christmas bonus. Due to higher
debt and less disposable income, ma-
quila families spend more on food than
non-maquiladora households (Cravey,
1998). Moreover, aguinaldo may encour-
age assemblers to stay until year’s end to
qualify for this money, which is borne
out by Kopinak's (1996) observation that
maquila turnover occurs least just before
Christmas. Given these facts, we advance
the next hypothesis:

Hypothesis 6: In maquiladoras, meal
subsidies and aguinaldo are associated
with decreased turnover.

In all likelihood, generous savings
plans, in which companies contribute
matching funds, should lessen turnover.
Savings plans help maquila laborers ac-
cumulate savings, a daunting task given
that costly goods and housing in border
cities easily consume paychecks (Dough-
erty and Holthouse, 1998). Because ma-
quila workers are often rural migrants,
they seek capital for land or home pur-
chases—or even migration (Guendel-
man, Samuels, and Ramirez, 1998).
Along with Ippolito’s (1997) finding that
401K contributions boost retention, this
discussion implies:
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Hypothesis 7: In maquiladoras, saving
plans are associated with reduced
turnover.

METHOD
Sample

Twice a year, consultants surveyed
General Managers from 115 plants in
Nogales, Juarez, and Reynosa about ma-
quila compensation. Though represent-
ing 29 factory jobs, most workers labored
as assemblers. Most firms belonged to
the electronics industry, while others
represented automotive and transport
equipment, sewing, plastics, coupon re-
demption, and pharmaceutical indus-
tries. Americans comprised 75% of man-
agement, while the plants averaged 695
workers.

Measurement

We tested Hypothesis 1 by examining
average weekly pay, COLA, average
overtime, and percent workers earning
the minimum wage. Because workers in
the same job earn identical base pay, we
computed a weighted mean for weekly
and overtime pay, weighing each job’s
flat rate by number of incumbents. We
then computed real wages, overtime, and
COLA using consumer price indices
(CPI) from Banco de México (Kopinak,
1996).

We evaluated Hypothesis 3 with sur-
vey descriptions about presence of se-
niority and attendance bonuses, For Hy-
potheses 2 and 4, we calculated a
weighted mean of productivity bonus
(per job category) and average profit-
sharing earnings, adjusting those indices
with the Mexican CPI. We examined Hy-
pothesis 5 with survey indices of vaca-
tion premium and extra vacation days.
For Hypothesis 6, we inspected survey
measures of meal subsidies and agui-

naldo. Survey reports of the savings plan
and company matching contribution to
this plan evaluated Hypothesis 7.

The survey reported average monthly
voluntary turnover rates (during the past
six months) among workers (M =
3.42%).

Statistical Analyses

Using two waves of survey data, re-
gression analyses predicted later turn-
over with pay predictors measured six
months earlier. To boost statistical
power, we examined each set of compen-
sation forms (fixed pay, variable pay, and
benelfits) separately. Regression also con-
trolled for past turnover, plant size, city,
and industry. In a hierarchical order, we
entered control variables (Step 1) before
estimating compensation effects (Step 2).

REsuLTs

Table 1 shows descriptive statistics,
and Table 2 presents regression tests for
base-pay predictors. Among control vari-
ables, only past turnover predicted turn-
over in Step 1. Adding all fixed pay
predictors in Step 2 did not bolster
prediction, disputing Hypothesis 1. By
contrast, variable pay predictors in com-
bination explained unique turnover vari-
ance. Productivity pay positively pre-
dicted turnover (supporting Hypothesis
2), while profit-sharing negatively pre-
dicted turnover (upholding Hypothesis
4). That attendance and seniority re-
wards did not positively predict turn-
over contradicts Hypothesis 3.

The set of fringe benefits explained
unique turnover variance. Savings plan
contributions negatively predicted turn-
over, partly verifying Hypothesis 7.
Other findings opposed Hypotheses 5
and 6, rejecting the efficacy of vacation
benefits, meal subsidies, and aguinaldo.
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DiscussION

Despite a broad sampling of 115 firms
from three cities and extensive array of
compensation measures, our most pro-
vocative discovery was the scant support
for widespread domestic findings that
material inducements underlie job sta-
bility (Hom and Griffeth, 1995). Our in-
quiry also furnishes persuasive evidence
that a compensation plan featuring com-
petitive benefits has different outcomes
in the Mexican culture than one might
expect among domestic workers. Fur-
ther, our findings refuted the purported
loyalty-inducing efficacy of many ma-
quila perks and incentives.

Our research suggests that extant com-
pensation and turnover theories, all of
which reflect strong Anglo-American bi-
ases, must be refined to incorporate con-
textual factors, including local cultural
norms and labor force characteristics.
Otherwise, their logic and their empiri-
cal underpinnings lack universal appli-
cability. Considering that compensation
expense is one of the key costs organiza-
tions face and that pay remedies are con-
sidered critical to turnover reduction in
the HRM literature, continued efforts at
tailoring models for particular interna-
tional environments may yield signifi-
cant dividends for scholarly and applied
perspectives.

Several explanations underlie these
findings. For economic and patriarchic
reasons, maquilas may regard their
largely female workforce as “temporary”
by withholding job security and ad-
vancement prospects. Ironically, long
service itself may signal a turnover risk
to employers, who subscribe to a mari-
anismo ideology presuming that women
will quit once they marry or bear chil-
dren (Tiano, 1994).

Collectivism may explain why profit-
sharing, but not individual incentives,
bonds Mexicans. The cultural fit thesis
implies that individual incentives con-
flict with Mexican collectivism but that
group incentives accord with this value
(Newman and Nollen, 1996). Disconti-
nuity between culture and compensation
underlies why some pay tactics did not
work. Local knowledge of a particular
nation must augment this thesis to yield
accurate insight into what functions best
there.

Moreover, many maquila benefits are
delivered based on performance and are
withheld for poor performance (Schuler
et al., 1996). A system based on calcula-
tive exchange surely clashes with Mexi-
can partiality for collective forms of rec-
ognition. Rather, human resource-based
elements, such as training opportunities
and clean, safe physical surroundings,
better satisfy collectivist preferences
(Butler and Teagarden, 2000). Besides,
American emphasis on material induce-
ments fits with individualist cultures
that extol pursuit of self-interests better
than collectivist societies that give
higher priority to group goals and view
employer-employee relationships as
communal.

Further, narrow wage ' dispersion
across facilities attenuated fixed-pay ef-
fects. Many scholars and journalists have
noted that maquilas often pay at or near
the minimum wage, which fails to af-
ford basic necessities (Catanzarite and
Strober, 1993). As one manager put it,
“We all participated in a salary survey,
and agreed to offer the same starting
wage” (Dougherty and Holthouse, 1998).
Besides wage collusion, Mexico's low
minimum wage (to attract foreign capi-
tal) and tax policy (overtaxing income
above the minimum wage) further con-
strain wages’ ability to extend tenure
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(Catanzarite and Strober, 1993; Cravey,
1998).

Ultimately, paltry financial entice-
ments cannot offset more powerful coun-
tervailing social and economic forces for
maquila departures (Guendelman et al.,
1998). When long work hours and com-
mutes jeopardize family duties, women
assemblers quit, knowing they can easily
resume maquila employment (Tiano and
Ladino, 1999). By comparison, male
workers exit maquilas to work across the
border where they can earn in an hour
what they earn in a day in Mexico
(Dougherty and Holthouse, 1998).

As with all research, methodological
limitations plague our findings. First, we
collected plant-level rather than individ-
ual-level data. While a methodological
strength from a pay policy perspective
(Gomez-Mejia and Balkin, 1992), firm-
level results may not generate pay solu-
tions for curbing individual turnover
(Shaw et al., 1998). Second, a single re-
spondent, General Managers, supplied
pay statistics. Still, they paid to partici-
pate in a wage survey and should be
motivated to provide accurate data for
benchmarking purposes. Third, more
proximal determinants mediating pay-
turnover relations were omitted, such as
perceptions of distributive and proce-
dural justice (Hom and Griffeth, 1995).

Future cross-national inquiries on
compensation determinants of turnover
should assess compensation strategy.
Structural features of the pay package
may influence terminations more than
do measures of pay amounts. Explora-
tions into infrequent maquila benefits
(e.g., housing) might show stronger com-
pensation effects on retention. Moreover,
precise indices of extent and quality of
benefits and services might reveal their
efficacy better than dichotomous avail-
ability indices. Additionally, future re-

search should use survival analysis to
examine how pay influences turnover
occurrence and timing.

In conclusion, our results do not imply
that maquilas should abandon their com-
pensation programs. Quite likely, these
popular inducements confer little com-
petitive advantage to employers for they
are easily imitated. Yet without these
lures, maquila owners would surely be
disadvantaged in attracting and holding
personnel. For “competitive parity,”
they must continue to match what com-
petitors offer, although most perks fail to
give them an edge. Rather, our findings
indicate that maquilas should enrich the
few effective enticements without dis-
carding other customary perks. To fund
these programs, firms might cut back se-
niority incentives and extra vacation
days, which when given more abun-
dantly than the competition actually
provokes resignations.
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