
The myth of low-cost locations 
 
Any multinational planning to establish a foothold in Latin America on the assumption that it will be 
able to produce goods more cheaply there may have to rethink its strategy. As Harold Sirkin, senior 
partner at the Boston Consulting Group (BCG) explains, the bus has already left the depot. “Many 
companies are making manufacturing investment decisions on the basis of a decades-old world view 
that is sorely out of date,” he said in April in the wake of a new study that debunks the low-wage 
myth.  
 
As BCG’s latest cost-competitiveness index of the 25 biggest-exporting countries shows, many 
emerging markets have lost the low-cost advantage they had a decade ago. For instance, Brazil has 
become one of the most expensive countries in the world for manufacturing, as measured by wages, 
productivity growth, energy costs and exchange rates. (It may shock multinational chief executives 
that under these benchmarks China’s manufacturing-cost advantage over the US has shrunk to less 
than 5%.) 
 
The good news is that there are significant regional variations across Latin America, as indeed across 
Asia. In Mexico, for example, manufacturing costs have fallen below those of China.  
 
As AIG’s regional manager EMEA trade credit Neil Ross explains, this could be positive for 
multinationals that are unsure about China.  
 
“Many companies are reassessing their low-cost manufacturing in China, and Mexico is one country 
to benefit. Wages are now comparable, but Mexico has the added advantage of lower 
transportation costs and shorter delivery times to the US.” 
 
Echoing BCG’s Sirkin, he points out that in the case of complex or critical goods and components, 
cost often takes second place to reliability or reputation. “Vulnerability often results from being too 
dependent on key, smaller supplies,” he adds.  
 
“We’ve seen a growing demand for supply chain finance that ensures these suppliers continue to 
receive working capital.”  
 
Taken as a whole, BCG’s figures illustrate the importance of thinking far ahead. “When companies 
build new manufacturing capacity, they are typically placing bets for 25 years or more,” adds Sirkin.  
“They must carefully consider how relative cost structures have changed and how they are likely to 
evolve in the future.” 
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