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THE 6.5. AuTOINDuSTRL: 
CAN IT ADAPT TO GLOBAL COMPETITION? 

h" Christoph Scherrer 

Until the l970: the U . S .  auttmahile industry de"eloped 

largely independent cf global competition. In line "ith 

most domestic manufactrrers its PdULtS were designed 

solel" according to the :pecificities of the domestic 

market, Exports were seen as a bonus tn normal b"siness 

operations, which therefore did not require spenial 

attention (Edmonds 1 9 8 3 :  ¿?). Instead .oreign markets "ere 

primarily :er"ed hy the domestic prcdncers' foreign 

subsidirrie: with largel" autinomru: product developments. 

During the lrst deoede, however, the supremacy L f  the three 

major domeztic manufactnrers, the sc—called "Big Three", 

i.e, Generel Mottrs, Ford, end Cheysler, was challenged in 

their heme turf. Starring in the small—car segment, 

foreign prod";ers were able tn eaptnre ever increasing 

haePet shares, With the Leclht decisions of some foreign 

tuto maker: tc invest in domestic ascemhling facilities 

even import restrietion: tr manip"latinnr rf the val"e of 

the Doller will nt longer he effective trnls for insulatin 

the "Big Three's" North American operaticns from foreign 

competition. The domestic automobile produetio; has become 

permanentl" integrated into he global circuits of competi— 

tion, 

The initial difficulties the U.S. automobile industry faced 

in adjusting tn this ne" ccmpetitive environment became the 

object nf p"hlic debate, A: Lawrence and D"er ha"e so 

pointedl" remarLed, "in a c1isic cf such magnitrde, there 

is plent" of L"lame to gr ar0"nd‚ and there ha: heen no 

shortage tf critics {inside and outside the industr") 

offering cpinions as LO what vent vrrng" { 1 9 8 3 :  17}. 

Tho"gh in the meantime the "Big Three" have managed a 

spentaC"lar come-bee“, dcehts remain abrut their competi— 

tiveness, The s“eptiei:m i: nurt"red by the contin"ing 

e"ccesses of foreign imports, which captured a record 
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market share le 1985. Since the "Big Three" have spent an 

enorme": :11 ee retrclíeg their prod“ction facilities, the 

rising tide of imports seems tc "iudicate those who have 

argued that attaining parity with these foreign producers 

invol"es more than realigning the preduct line and imple- 

menting state-of-the-a“t technclrgy {Aberuath" 1 9 8 2 :  3}. 

More speCifically, a number of academic studies concluded 

that the past structure of the whole complex productive 

federatirn of the industry ha"e been a major structural 

barrier LO a S"ift :daptation tr tJe new conditions of 

competition {e.g. Rothschild 1 9 7 3 ,  Auto Situation 1 9 8 8 :  59; 

Abernath" et al 1 9 8 1 :  1 3 — 2 4 ;  Ouchi 1 9 8 1 ;  Altshuler et al 

1 9 8 4 :  171—175, Piore and Sahel -984}. 

For an inquiry into the VÎlîtÿ ff these accusations the 

locations of the str"ctural difficulties for smooth 

adaptation have to he anal"eed. Accrrdingly, this study 

will be guided by tie folltw1ng questions: 

ceived to be inadequate 

c tica, which ones 0 

nged and to what e"teut, ad what were 

r r r n 

While it can be shrwn that certain structural elements 

caused competitive disadvantages to the domestic auto 

mauufacturers. doubts will be raised as to whether the 

ind"stry could have adopted a mix of coordinating mecha— 

nisms more conducive tr international competiti"eness at an 

earlier poin in time, as White { 1 9 8 2 ) ,  Lawrence and Dyer 

{ 1 9 8 3 ) ,  and Salter et al {1985) have argued. In contrast 

to trese studies the aualySis here propoces the hypothesis 

that 

a change rf the industry ctr"ct"re in favor of a 

more flexible response to foreign competition was 

only pdSSible in the context Lf the internationa— 
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Then the major t“ansformations that have occurred in the 

struct"re cf the automrbilt ind":try will be analyzed in 

three case studies. Specifically, the first case pertains 

to the problems of organ‘zing the produetirn chain thro"gh 

tht meras vf crrporate hierarchies. Recent developments 

seem to encourage a reductirn of the "artiCil integration 

in favor of an expansion of mrrLtt relations in the 

coordination of the paris production. The ""rrent attempts 

to modify these mar“et relation? th“o"qh closer coopera- 

tion, mainly via interargfinizational networks, will be 

b eat of L se :trd TL L s addresses 
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sary" labor relations through mtre informal, consensual 
L. 

Finally, the case stndies' findings will be related to the 

guiding hypothesir, i.e. that a change in these str"ct"res 

na: tc be “JdEIStflud in the coLtext of the crisis. This 

st"d" will find with a brief o“tloo“ on the current struc— 

tnral trends in the U.S. a"to industry. 

ll. The Causes of Decline 

The crisis nf the U.S. automobile industry became e"ident 

when the second Hideast oil rnctricticn wa: met with a 

deflrtinnary policy of extremely high interest rates and an 

ovei—valned dollcr. Its major companies reported losses 

that were record: in the histery of U. . business. The 

beginning: ef this crisis, however, can be  traced back to' 

the first nil priee shrek in the early 1970s when a 

drametie inerease in the demand for small cars coincided 

with the closing of the prrd"cti"ity gap between U.S. and 

Japanese a"to mahers. This shift in cenr"mer preferences 

and the intensified internatirnal competition represent the 

new environment for the domestic cer indrstry. 

II A. Shifts in Consumer Preferences 

Until the oil embargn af 1973/74 consumer preferences were 

surprisingl" predictable. The annnal fane—lifting was in 

essence little more than a sale: incentive in a saturated 

market. The basic concept and mechaiical components 

remained rneh the same. Mainly, the American automobiles 

became rnl" longer {fret 1950 tr 1974: from 197.5 in. to 

222.7in.), heavier {3,145 lb. to 4,389lb.}‚ stronger {216.5 

cu in. to 350 cu in.}, thirstier {f“om 1940 - 1973: 15.3 
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General prosperity and declining price: for gasolinelhave 

contributed ta these fairly steady intreases in size and 

performance. TJiS predict critiquity allowed the manufac- 

turers to perfect their s"stem of standardized mass 

production. 01 an incremental oasis, without radical 

innovations in the prrdnttidn technique {Abernathy 1978: 

14 } ,  it was possible to achi:"e relatively steady gains in 

labor prrductiyit" {yearly 3.4 % f“cm 3957 to 1979. Bureau 

of Labor Statistics, 1982}. How„"er‚ the slo" market 

growth did not allcw for many new production faCilities. 

The :nplenentation of new tetanrlog" was therefore only 

possible unle" the less favorable FOfiultnS of a "brown- 

field modernization" {see steel part 5, p.5, and Abernathy 

1978: 88—114}. An exceptian wau tho production facilities 

for tJe "comp cts" a d ”:"b—cohpacts", which were build on 

e first Mideast nil restriction which caused rapid h 

increases in gasrline prices2 and a temporary rationing of 
L. tue gasoline supply in the spring of 1974 shifted the 

consumers' attention frrn tie sticker prices to the costs 

of operating an autr per mile. While keeping their 

e"penditcres for iidi"idual transportation relatively 

constant, private hourehrlds postponed their new car 

purchases and turned to energy—efficient small cars 

(Gol schmidt 1988: 4}. 

1 A"erage gasol’ne prices in constant 1972} dollars 
decline from 44.4 cents in 1968 to 37.8 cents in 1972 
(Auto Situation 1988: 14}. 

º Measured in constant {1972} dollars gasoline prices 
rose from 38.9 cents in 1973 to 46.5 cents in 1974 {Auto 
Situation 1988: 14}. 
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The attemfts by „ther domestic autemehile manufacturers to 

establish tuemselv:s rr :‚rioue eumpetitere of the "Big 

Three" fe.led ia the first postwa“ years. The large 

financil_ regtirehestr rer an efgiciest mess prtductifin and 

the subrtaetzal eetnemies—ef—sccl‚ is the nrganizatiea of 

sales and services prayed to be grneih=tz"e {Lanzillotti 

1971: 263-?55}. 

The first large scale entrance inte thi: tight aligoprly is 

attributable ‚0 the VW-Beatle. Small, sturdy, and cheap 

the Beetle successfully carved rut “ dices is tie lawest 

marPet segfitht,‘ The domestic producers did hut resprnd at 

first {hresumahly tu wcir if this rrrkn“ segment became 

sufiieieatly large ¿ur ¿refítahle has? production, White 

1971: 184}. het later they intrccuced, with quite erarider— 

able success, tueir rws "caegacts" {1.g. Chevy Ccrvair). 

The same procedure "a: repeated dLrihc the second wa"e f 
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Together with t.e rnsaturated domestic demand for automo— 

biles in Japani'these advantages resulted in a virtuous 

dynamut fC” Japanese automakers — {A dynamic that dot only 

provided for the financial means to ir uplement the latest 

technolo ogy, bUL also enabled them ta move from market 

followers LÜ market definers id many classes of automobi— 

les). 

In contrast, tho lºss of market shares by the "Big Three" 

caused 10" levels of capac1ty utilization that limited 

their prteatlal productiVity gain: as well as their 

finanlial resources to mode“nize their productioa capac1— 

ties. if this vrcia"s circle were ta he avercome, however, 

the darestic produo:rs would have tr alter their production 

and organizational techniques radically. 

In the preceding section four major areas have been 

t identified in which .he domestic producers suffer a 

comparative disadvantage: labor relations, production 

organization, supplier relations, and financial resources. 

The recent attempts of the domestic producers to overcome 

their deficiencies in three of these areas will he the 

subject of the fo allowing case studies. The first two cases 

will analyze the "Big Three's" plans to revamp their entire 

approach to parts sourcin . They want to carry out a three 
'I... evious struct're. First, tu (

D
 

|—
<:
 

dimensional attaCk on the pr 

are seeking to reduce their le"el of “er ical integration. 

Secondly, t e e 

and thirdl" the nature cf the rela ti 

suppliers will be reformulated. The tuir 
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below average for all nanufacturing.In The Adelman—index, 

however, does not catch the m"ltitude of processes and 

components that go into an artomobile.11 There are 

“ sibilities to rep ‘ 

Reflecting this n'ltitude of parts, tue assemblers are u 

2,508 primary U.S. s pplier served by about u 5 (Business Week 

11—14—1985: 94). In addition they purchase from many 

thousand more companies, who are nrt prima rily auto parts 

producers. Chrysler, for exanple, buys from 15,564 

suppliers, of which 501 " e n d o r s  s u p p l y  about 80% of its 

requirements (P"rcha31ng 7—25-85). Among the primary 

supplier: same companies belong to the Fortune 500 and are 

technological leaders in their field, holding extensive 

patent rights.12 The overwheln1ngnajc:r1_ty are small or 

medium Sized companies, of which again some are high—tech 

specialists. Many other are very de pendent on the major 

assemblers or the principal suppliers.” 

” In 1978 {figures for 1955 in “ent leses)‚ the 
ratio was 48.5 {40} percent or GM, 39. UP a 3 5 )  percent for 
Ford, and 33.2 (30) percent. for Chrysler, compared with 
43.1 percent for all manufacturing in 1976 (White 19 2: 
414; for 1955 Katz 1977: 254). 

“ For a discussion on measuring m e t h o d s  that are 
based on the Adelran-index, see Dirrheimer 1981. 

” For example: "The Gemmer Manufacturing Company and 
Bendix controlled the key patents on power steering. 
Kelsey-Hayes and Bendi" developed power brakes, and Bendi' 
and Bud , disc brakes" etc. {White 1982: 417). 

” A Bureau of Labor Statistics survey of 852 parts 
suppliers shows that establishments in the category of 50 
to 249 employees employ 33 percent, the one's in the 
category of 250 to 499 about 25 percent, and Lue one's in 
the cate"ory of 500 or morn about 42 percent of the total 
170 thousand prod"ction “orkers (calc"lated, Monthl; Labor 
Review 5—8 : 40}. 



So far, the Big Three were already successful in decreasing 

their vertical integration. Abrut 47 percent of their 

parts "are bnught frrm ortside in 1985, and for 1998 this 

percentage is supposed tr increase four points {Arth"r 

Andersen & Co. as quoted by Brsiness Week 18—14—85: 94}. 
Gd has increased its third party sourcrng from about 15 to 

38 percent, and plan: to buy 88 percent of the parts for 

its new Saturn ca" from nutside suppliers {New York Times 

5—8—85; 1V,5}. At the same time the Big Three want to drop 

28 percent of treir direct suppliers, ‘.e. those who ship 

directl" LO the autc assembly plants {Business Week 18-14- 

85: 94}. In 1982, for 1"ample, GM announced that iL will 

crt the number of its suppliers in half within a co"ple of 

years {A“tomot Ind 1_—82: 34}. This apparent contradic- 

tion "nra"els in light rf the p"sh for "nodular" assembly. 

The concept of "modular" assembl" implies that the supplier 

engtge in the rubissembly of car sections, r“ch as instru— 

ment panel: and suspensirn :ystems, sc that fewer and 

larger sections of a cnr are joined togetrer in asserbly 

plants of the vehicle minufact"rers. The resnlt will be a 

pyramid of assemblers, "here the top "ill be oscupied b" a 

few large companies that "ill deli"er the subassenbled 

modules to the final assembly process. These crmpanies 

will be supplied with the discrete parts by second—tier 

vendors, which in turn may be ser"ed b; e"en lower—tier 

S“ppliers {New York Times 18-5-85, B"rineSS Wee“ 18-14- 

85: 94}. Until this futuristic model becomes realit" {the 

high am0"ntc ff „"n“ in"estments will ensure a slow pane cf 

transformation) it i grit: likely that while more nompo— 

nents will be subassembled previously to final assembl", 

the "Big Three" will continue tr deal with man" small 

suppliers. In fact, specialt" work in machine maintenance 

and repair as "ell a: engineering designs are handed 0"t on 

an innreasing scale tr smtll contracto“s {McCosh 1984: D1— 
rn ¿.) . 



Scherrer/Auto la 

How can this transfornatinn of the traditional balance 

between co rpo ra te  hierarchy and market transactions be 

explained? “ leading observer of the industry, after 

ha"ing listed all the pros and cons for vertical integra- 

tion, frnnd it "hard tr predi t on a priori grounds e"actly 

what the pattern cf integratirn and S“pplier relations will 

look like in the anto industry" (White 19?1 :  81f}. Since 

then, hrwever, a thecry has been develrped for the optimal 

degree of vertical integration {compare Williamson 1 9 ? 5 :  2— 

53—258, Teece 1 9 7 6 ) ,  It? basic theorem is that eeonomic 

transactions, regardless of whether the" are executed 

internall" or through mar“et coordination, create eosts. 

As follows from equilibrium economies, the optimal degree 

of vertical integration e"ists, if the marginal costs of 

internal coordination equal the marginal costs of coordina- 

ting within the market. But what are those costs and how 

can the" be measured? Market transactions are said to 

become relati"ely inefficient where prices are not "S"f— 

ficisnt statistics" and uncertainty is substantial. This 

is due to the limited capacity of the human mind to 

identif" future contingencies {bounded rationality} and the 

opportunistic nat""e of h"man beings {i‚e. the tendency of 

suppliers to charge premi"m prices if the" are not challen- 

ged b" competition). The bo"nded ratirnality makes it "ery 

costl" to asseSs all possible contingencies and opportunism 

poses great risks to trading partners if they cannot rbtain 

competiti"e {large—n"mbers} exchange relations. In short, 

markets will be ""pplanted for internal transactions if the 

le"el of uncertainty is perceived to be substantial and if 

the ris“ for being cheated b" one's trading partner is high 

(Williamson 1975: 20—40}. 

AlthO"gh this theory' elegant simplicity may at first 

appeal, especially tr an" nee—classical economist, the 

differences in the vertical integration cf the "Big Three" 

should disturb its authrrs. Unless rue argues that the 



size of a company is positively correlated with the 

shing o bounded rationality an d/or of oppor unism, n 

-ppears odd tlat the major ‘to producers should have 

r
r

 

m au 

tly different configurations of 

U 
cr
 

» 
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s 

onal'ty nd opportunistic behavior. This 
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C
I
 

(
U

r
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'
l

a
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d r 1 

ory s basic weakness seems to be that it cannot provide 

ar iek frr the measurement of uncertainty and risk 
n 1.. . As the author concedes ui1use lf, the danger is 

that "if transaction costs of a ffiV” olous kind are blown 

out of proportion, the resulting 'conclusions' are of 

dubious weight" (ibid. 193) 

To a certain degree t s seems to have happened in a study 

Monteverde and Teece (1982} conducted on the question 01 

vertical integration in the U . S .  auto industry. Withi 

framework of the transaction cost theory they tested and 

confirmed the hypothesis that "assembl ers will vertically 

integrate when the production process, broadly d e f i e d  

s specialized, non-patentable know-how" {ibid. 

Their correlation test, however, displayed large 

residuals, for which they tried to account with the dummies 

called "COMPANY" and "ELECTRICAL". "COMPANY" indicates 

that GM is more integrated into component production than 

is Ford - a fact not unknown before and still without 

explanation. The variable "ELECTRICAL" reports that the 

two companies produce many electrical CO n  po 

although their production does not require 8 
L. 

pee allzed, 

non-patentabl e know-how. Again the authors do not prºvide 

their readers with a clue to this phenomena. A plausible 

explanation, however, can be found by White. He argues 

that the higher profits in the replacement market for 

electrical parts has spurred Chrysler s and Ford's develop- 

” Alford and Friedland (1985: 45} criticize 
Williamson for his assumption that the state 18 a stable 
environment within which firms can f“eely decide whether or 
not to buy each other out. He “ejects power as an 
exnlanation of the firms' decisions. L 



Scherrer/Auto.16 

ment of their own electrical equipment capabilities in the 

o “ng GM'S earlier move (1971: 83}.15 

se s ortjomings, I believe that the transaction 

ripped of its exclusive pretensions, can 

f the causes of C
)
 

ov de some guidance into an nguir y 

1 iug and the scope of the proposed changes in the 

assembler— supplier relationship seem to be dictated by the 

competitive pressures the U.S. auto industry faces nowa- 

days. As the industry's survival is at stake, drastic 

measures are required to eliminate the substantial cost 

differential between domestic and Japanese vehicle produc— 

tion. Without this pressure potential changes in bounded 

rationalit LY or opport tuni stic behavior probably Would not l'
 

:
!
 

have warranted a complete 1ew assessment of the existing 

balance between corporate hiera rchies and market relations. 

At the same time this international compet.ition provides 

the assemblers with the tools to reorganize these rela— 

tions. The emergence of a number of highly efficient 

foreign auto industries not only provides the U.S. public 

with more car makes to choose from, but also increases the 

numbers of components suppliers the domestic assemblers can 

order from. In the language of the transaction cost 

'lity of international sourcing reduces l 

the automakers to op rtunism of their po 

domestic suppliers. In addition the U.S. parts vendors 

os ition in the world market makes them more 

"
:

|
-

:
|

!
 

I ue "Big Three" (Financial Times 4 - 4 - 8 6 :  III t 

As these market forces shift the balance of power even 

more in favor 

u 

” This argument has beeu made origiuall" by Crandall 
(1968}. 
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The possibilities for " cooperation in the context of 

competition" {Altsh"ler et al 1984}  are further enhanced by 

teclnrl 1 ad mp"ter aided design and mar ufac- O u 

in combination with electronic data 

a tiona1 info mation disparities 

-enbler and the srpplier, Obviously, better 

x of coordinating 

ds of parts to- 

r nt risks and, e 

transactions 
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scale 

vertical int gr 

the economies-of—scale 

changed as to warrant 

corporate hierarchy as 

remains uncertain. 

A trend towards greater 

documented. The gap be 

the motor vehicle ma 

vehicle parts segment 0 

Tue great variet 
obstacle to an asse ssme 
scale. Interestingly, 
optimal capacity for on 
instances the diffe“en 
frequently resort to j 
outsourcing (Abernathy 

ation among 

Scherrer/A1to 18 

4. 
L P

l
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1“ 

fi
)
 

does no ne ss y _ 'I 
t:: L 

h he 

For 

:
P

 

favored as muc as 

companies suggest. 

Ou these changes may be 

in form of produc- 

ously cost differences 

the current period 

importance. The vast 

in many instances *n-house 

re large production 

and espe c1’ally, 

in contrast, more 

production (Katz 

in economies—of- 

degrees of 

Whe ther 

the 

be 

the average hourly earnings in 

wage differentials, however, can 

tween 

nufacturing segment and the motor 

f the domestic automobile industry 

y of parts will prove to be a major 
nt of the changes i1 economies-of- 
i1 the case cf engine plants whose 

e line of e n g i nese „oe ds i1 many 
tiated mar et demands the automakers 
oint ventures instead of outright 
1 9 ? 8 :  1 1 1 ;  Altshultr 1 9 8 4 :  1 9 1 ) .  



remium for vehicle a.sembly work was on the average about 
l.. ; 

("
f-

 

m 

s 

12 percent, it increased to ¿4 percent in 1 9 7 4 ,  and 1 

ercent in 198 ('illiams 1 9 8 5 :  38).la At the P 
same time the wages in the parts segment display a consi- 

e derably high r degree of dispersion than in vehicle 

manufacturing {ibid. 3 8 : 3 9 ) .  T is di"ersity corres onds to 

Lhe lower degree of contract coverage in the parts segment. 

Only about 58 percent Jf the workers in the establishments 

surveyed by the Bureau of Labor Statistics were covered by 

a collective bargaining agreement, down frrm 8 0  to 8 

percent in 197 .” In the motor vehicle segment, in 

contrast, nearly all the worLers were organized by the UAW. 

An illustration of this hierarchy of wage rates provides 

the case cf the pr duction of wiring harnesses. At GM's 

Packard Ele t in Warren, Oh'r, hourly compensa- l 

: _ "L...— .. : J —  ..— .... .. .:1 .... 4 - 1 -  l- 
i n g ,  Benefits, amoaited until recently L O  

O n paid about $6 per no 

hour and at GM' Mexican plants hourly cnmpen sat ion did not 

exceed $2 (Business Week 8—29-1  83, New York Ti mes 8—24- 

1983)  

Thi increase in "age rate differentia s represeit a s 

trong incentive for the domestic 

their procurement srurce c a u 

involved in labor intensive production processes had bec 

The segment of motor vehicle manufac cturing includes 
all automotive operations — including motor vehicle parts 
manufacturing - of the major passenger car manufacturers. 
The motor vehicle parts industry includes establishments 
that manufacture a wide variety of parts and accessories 
for mote“ "ehicles (Williams 1 9 8 5 :  3 8 : 3 9 } .  

” For the years 1963 and 1974 the premium was 
calculated on the hasrs of Bu me u of Labor Statistics 
{ 1 9 6 3 :  1:11} and (1976: lgl4}. 

” Für 1983 calculated on t e baSis of the data 
provided by Williams {1985:  4 8 ) .  For 1 9 7 4 ,  see Bureau of 
Labor Statistics { 1 9 7 } :  15), 
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mentioned Packard Electric plant in Warren, Ohio, the 

membership of the International Union of Electrical Wnrkers 

Local 717 voted for a t"o—tiered wage S"rtem in December of 

1984. The contract guarantees the then eXisting employees 

Virtual lifetime inconn and job sec"rity, but new employees 

were only entitled tn 55 percent of the base rate in the 

first year. This vote cane about after apprOXimately 4,680 

jobs had bean climinated and f"rther job losses were 

threatened (R"sso 1985: 5}. The neighboring Chrysler plant 

soon followed snit {Monthly Labor Re"iew Aug. 1 9 8 5 :  49). 

Another case was GM's Hyatt Roller Bearing Plant in Clark, 

New Jersey. Faced With a plant closing announcement, its 

workforce bought ort GM. On the basis of substantially 

reduced fringe benefits and libnralized work rules they 

continued to suppl" GM, which continued to hold a Sizeable 

amount of stock in the nt" company {Singer 1 9 8 5 :  13-16}.22 
A necessary condition for forcing concessions on workers is 

that the threat to clrse a plant is real. And in a number 

of instances, the refusal of workers to concede work rule 

changes ind pay reductions was met with immediate plant 

closure {Easterbrook 1983). 

While the wage premiums for UAW members represent an 

incentive for outsnurcing,23 the union's strength has been 

a potnntial barrier to a fcrther reductitn in the degree OL 

“ertical integration. Outsourcing became a top praority 

issue Witn the UAW {Buss 1984}. Althrcgh with uncertain 

success, the UAW has tried to curb this practice thro"gh 

its colltcti"e bargaining agreements. One effort has 

conSisted of a JOB—Ban” that has protected all job: lost 

due to outsourcing. Workers in this "Bank" have recei"ed 

22 .- . . . .  .. .: ..--.º--- - ...:: .. ...: : ..1 FUL an LnteLvL.w With one UL the pLLnCLpaL 
u n  _. A r- ...-C L A u ]  _ _ .  _ .  n -  _ _ _ -  1 “  Q = .E aiuhitcctb UL tue WULKUL buy—out, bue Hd 1785. 2 J _ 3 J .  

2 3  L a n - .  ° °, . A . . - _ _  _ -  _ . —  £ . “  . .  !— I l l u — = “ —  Ayxut 37 @ abuve the average LUL manufacturing 
wa ...... ...-..11 1.: f ...... .. L.... ::.:4. ! l....l..4__._1 .. t h  L..--:_, g a b ,  UALLUQLHg rings y c L E i i t S  ¡oa b u  d e c u Un e U d b L b  
.: n 1 n o c .  o 1  .... n o  . "n UL UOL L v o u ;  O L  a i d  MVMA 1304. ¿;). 



Scherrer/Autr 23 

retraining ar new assignments. This measure, which only 

aims at naking the decision to outsource rore expensive, 

has been supplemented by lncal "Sourcing Committees". 

Notified a least 69 da"s in advance C f  any contemplated 

outsourdin denisions, these committees have had the right 

to proprse alterh“tives "hich the corprration has to 

consider seriously.24 Dre tn this rather weak contrnct 

language U w workers ha"e often f0"nd themselves between a 

hard place and a rock, i.e faced with the choine of loosing 

their jrh or having their standard of li"ing reduced. 

111 B The New Assembler - Supplier Relationship 

As numerous stndies he"e pointed nut, a substantial rnrt of 

Japan's pr;ducti"itv lead its stemmed fret their superirri- 

ty in cp:“ating their pradrztion processes at a high le"el 

of prodrct output rver extended periois nf time. Japan's 

superior " rocess yield" wrs given unanimously top billings 

hy a panel cf dictingnicied practitioners and snholars nf 

the automntive ind"str". This higher "ield was said to be 

the produe of a cnref"ll" rrchestrated interaction of the 

naterial ccntrol system, maintenance p“actices, and 

empl0"ee invol"enent {Abernathy et al 1 9 8 2 :  1 9 4 } .  

The main f atnre of the Japanese material control system is 

Lie connept of "'ust—in—time" {JTT} prrdnction. Its 

primary goal is t n  reduce in"entor" strnks through tight 

delivery snhedules. Mnterials, parts, and components are 

schednled n arrive at the point of assembly j"st before 

“ Err more details, see UAW-GM Report, September 1984 
pp. 1—6, a…d UAN—Chr"sler Newsgram, October 1985, pp. 5—8. 
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In order to meet these requirements, which in most cases 

involve substantial amounts of capital for the redesign of 

opera tiens, the suppliers in turn need a long-term commit- 

ment frrm their assemblers. In the past most supply 

arrangements were under semi-annual or annual lanket 

orders, i. e suppliers were awarded contracts annually and 

without exact specification of the amounts to be deli— 

vered. Usually contracts were aw rded to the lowest a 

qualified bidder. This competitive bidding procedure left 
1.. prices as the major influence in tn buying decision. e 

Although o11e can assume that most cont'ac ts were renewed 
1. 

r 

repeti ively, smaller su pliers whicu were heavily 

32 

e n  P
c
;
 

P 

dent on the original equipment market {OEM had to be 

e T cautious regarding long- rm investments. hese uncertain- 

ties were compounded by the practice of multiple sourcing. 

For supply protection or competitive reasons, plar nt 

managers kept two or more vendors for the delive ery of 

ideutical parts (White 1971: 85) 

Both practices, multiple ser cing and annual bidding, by 

the mid 1 9 8 9 5  were being gradual y abandoned. Increasingly 

“ GM actually aSLed its supplier to locate near its 
assembly plants. 5e31dts the transportation concern, this 
proximity is expected to fac1litate the introduction of 
electronic comm1unication {Iron Age 9-6—85). 

” Parts supplier to the automotive industry are 
divided into two main categories: companies prima"ily 
serving the original equipment marhet, i.e. supplying the 
assembler, and those selling replacement parts to dealers, 
mechanics etc. 
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s s 

dation of the supplier firms. First, it has allow d the 

assembler to eduCe the number 01 its suppliers, and 

thereb" also its own purchasing staff. Single sourcing, 

however, does not mean that the far flung empires of the 

h ave been served by only one company for every 

'es to the individual 1 

, where the deployment rf two vendors would 

erm commitments, inter—firm communi— t 

ca ions can be impr oved. Under the leadership of GM, the 

'I. 

t 

rdustry has been in tue p cess of introducing an electro- 

t 

ro 

nic communication systen hat largely substitutes for the 

º 1 u s e  of mail, telex, and te ephone dictation. The SL andards 

for bot; hardware and software has been worked out by the 

Automotive Industry Action Group (AIAG), which incl u es 

representatives of all car makers and many s u p p l i e  ers 

(Automot 11d 12-84: 74, Hayes 1984: 41). Once adopted by 

28 At GM—Pontiac s Piero plant every part was single 
sourced by the early 19883, and more than fifty percent 
were sourced Without bids {Purchasingr 8—13—85: 82). GM's 
Chevrolet- -Pcntiac—Canada {CPC} divisio had ninety- seven 
percent of its chassrs parts single sourced (Automot Ind ?— 
85: 24}. More than fifty percent of Chrysler's purcha sir _g 
was in long-term agreements that averaged five years, and 
neall ninety percent was single sourced {Purchasing 1—25— 
5: 4 3 } .  Ford expected that eighty—fi"e percent of its 

contracts would run for more than five "ears by 1998. By 
1985, this prcportion was about fifty percent {Business 
Week 18—14—85: 961 

” Single sourcing of steel W111 allow the recycling 
of all the scrap produced in one stamp1ng plant directly 
back to the steel mill. The mill Will then know what 1s 1n 
the scrap (Iron Age 7-5—1985}. 
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a } 1  _ _ _ — + . ;  ' n . . . — _ .  ' L ' . —  .— f _ " “ “ “ “ “  1 - 4 - 1 0 !  „i paiciClPantS Rºger Smltu b dream O a page! lube 

company" will have come true {Fisher 1985: 36).30 

Furthermnre, a more lasting relationship between the "Big 

Three" and their suppliers "ill encourage Closer collabora- 

tion on technical problems. PreViously, parts were buil 

either according to the assembler's speCifications or on 

the bas1s of the supplier's patents. In both cases the 

suppliers had little insight into the final application oi 

its product. Through a "unified, systems approach" {Smith 

1 9 8 5 :  14} the assem lers plan to involve the suppliers at 

the earliest stage of product design. In other words they 

want tn tap the engineering know-how of their suppliers.31 

In the past outsourcing carried the risk of falling behind 

L hnological development of parts. Monteverde and 

d that - given specific transaction crsts in 
'I... th: area of human capital", i.e. the costs of transierring 

r the knn"ledge of eel—life persons between separate 

companies — the de"elopment of new technologies is strongly 

encouraged by vertical integration (1981). An opposite 

view was taken by Hayes and Abernathy, who argued that the 

high crsts of product development and special p"rprsn 

machinery made the integrated companies captives of their 

own designs - i.:. "ertical integration impeded the 

adoption of the latest innovations (Hayes and Abernathy 

” The smaller vendors are expected to join clearing 
houses for their comm"nication needs wit the assembler 
{Automot Ind 1 2 - 8 4 :  ?4}. Roger Smith was president of GM 
in the mid 1 9 8 0 3 .  

“ For the new Pontiac Fiero sports car over 70 
percent of the par s were sourced two years earlier than 
previously common, in rrder to involve the suppliers in the 
product engineering process {Purchasing 6-13—85: 82). On 
-l-I.-.-..1 .: . . . . .  ‚...... ...1...,... T . . . . .  1 n n n  TT,. --..-- 1 n o n  this issue bee d L b U  fi d Y fi b  ¿jºe, ner 6 i 3 0 4 .  



1 9 8 0 :  7 2 } . ”  Both arguments seem to be plausible as they 

point out the inherent contradictions of the respective 

coordinating mechanism. The supplementation of the market 

through formal or informal networks may prove to be a way 

out of this dilemma. The assemblers may gain flexibility 

without loosing the benefits of close coordination that are 

usually associated with the exec' tive fiat of corporate 

nship the coordina— C
)
 

In t is new supplier—assembler relati 

ting power of prices is waning. Similar to the organiza— 

tion of production under a corporate hierarchy the selec— 

tion of the parts supplier will be made on the basis of 

¡. production costs. This is perha dps best illustrated by the 

statement of D. Porter, Director of Materials Management at 

GM' s Buick— Oldsmobile—Cadillac division: "The kind of 

supplier that will be retained is the supplier who has the 
.C 
L capability to do it r1 ght the irst time and ship it right 

108% of the time at a competitive cost. I didn't say a 

competitive ‘price' even though we'll still be using 

prices. Our commitment is to work with our suppliers oa a 

mutual cost so that the price gecerates out of that 

relationship" {as quoted ia Autom tive Industries 7— 

85* 24) ” 

As it is true for corporate h1erarch1es, the lack of the 

d1scipl11ary force of the rarket 1n this ne" relationship 

calls for ubst1tute incentives that elicit contiuuous 

32 ... .. .. -. ._.-...  ° .. ... F01 @ diSCqiun Of thlS m11troversy, 586 
D1rrht1mer and Hºhner ( 1 9 8 2 :  15—28). 

” Althtugh as late as l982 one reprerentative of the 
supplier industry was complaining that, due to tight 
budgets at the vehicle manufacturers purchasing 
departuents, decision mahing is often "simplified" to price 
buying {Hervey 198": 116}, Apparently the talk about the 
new cc llaborative relationship is still more ro a"anda 1 9 
than fa ct. 
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crllaboration. Not surprisingly groups and committees were 

be1ng set up by the ass semblers for the purpose of courting 

the acti"e support of the suppliers for their plans to 

transform the entire industry. The activities 1nclude huge 

confer eno on the new shape of the 1nd"stry,34 the estab— 

rt 

" he suppliers a e invited to air their 

problems {Iron Age 9—6—85},35 a1d the creation of joint 

study groups such as the AIAG. The assemblers also rely on 

the industry's trade journals, which generallyn su upports the 

enV1Sag d changes 1n the name of improved co petitiveness 

vis-a-vis the Japanese challenge. Automotive Industries, 

the 01dest trade journal, f r example, co- ponsors round- 

table dis ss ut d'ffe aces 

sectors 11 the 

constituted a multi—f ceded network that wa des1gned to 

overcome the inherent deficiencies rf markets and h1erar— 

chies.37 Although a strong collective commit ent for more 

efficiency i1 the production process can be detected, the 

34 C
]
 

M has invited about 2 8 8 8  supp plier to come to 
Detroit 11 April of 1986 {Iron Age 9—6-85} 

” GM's BOC division plans to form a s 
of 12 key suppliers and 12 other uppli 
rotating in their office {Sorge 1 9 8 5 :  

upplier council 
ers who will be 

“ At the 1984 rounuta 1e the tr a- le organization of 
the steel service centers, the Steel Service Center 
Institute, squared of With the AIAG on the issue of 
schedu1e stability. For their own supply schedules the 
steel service centers called for more predictable dema and 
levels at the car makers. Both groups were extremel 
critical of the lack of support that comes from the st  *eel 
mills in JIT implementation {Automot Ind 9—85: 61—62) .  

” The increased possibilities for closer 
collaboration also depend on changes in the anti—trust 
enforcement. In the past anti—trust charges have been 
pressed against certain practices between suppliers and 
assemblers (Nelson 1 9 7 8 } .  Under the Reagan Administration 
the Departs. _ent of Justice began to encourage joint ventures 
and joint R&D activities (NYT 2-16-84}. 



po"er in raver af the assembler 

network" {Bensoa 1975). 

spirit af cooperation has been 

system for defeative parts. In 

:imbursement for defective p“rts 

p y up to $ 5 ¿er part, if more 
¡. L. 

s *uality up av r 

¡"ed Quality Reward" {A"tonotive 

S"rpri„ingly, trere was still a 

on the part of suppliers toward 

blers to sh “ the traditional 

f the JIT principle req"irts a 

n the suppliers and the assema— 

s aoenerative industrial rela- 

small supplier has the potential 

assembly plant. 

ndiridual supplier plants beeaue 

ineidence of Jovembtr 1 9 8 3 .  

UAW Laeal 122 "ent on stri“e‚ 

assembly plants had to be Closed 

Tribune 11—4—83). Anrther case 

dian UAW branch in 1984. This 

abo't 36,0;9 workers causes the la"— 

G GM pleats it the " ‚ S . A .  {New 

5}. The UAW' f rst us of 



9—24—1984: II, 9 : 2 }  may reflect this dependency of the 

The geographical aspects of J'st—In-Time production 

fu thermo. strengthens potentially organized labor The 

requirement of prox1m1ty of supplier to sem bler favors 

the traditirnal regions of the automotive parts industry 

and thus the old strrngnolds of the UAW. In recent years 

new assembly plants were again built in those areas, 

especially in Michigan and Missouri, reversing the trend of 

the seventies.39 This renewed interest in the Great Lakes 

region is of course not solely induced by the implemen— 

tation of JIT. Other factors include the failure of GM's 

"Southern Strategy", the high import penetration of the 

coastal markets, which therefore no longer support large 

assembly capac1ty,40 and finally the decline of freight 

rates.41 

” In the Federal Republic of Germany the recent 
change in the law for unemployment compensation {the 
paragraph 116) can be interpreted s a response to  the 
increase vulnerability of the automobile industry to  
selective strikes due to the implementation of JIT {Klebe 
and Roth 1986) 

” GM rpened new plants in Wentzville, MO, Orion, MI, 
Hamtramck, MI, Flint, MI, Fremont, CA, and the Saturn 
project in Spring Hill, TH. Chrysler built a new plant in 
Sterling Eights, MI, and Mazda in Flat Rock, MI. On the 
fringes of these areas one finds Honda in Maryville, OH, 
and Nissan in Smyrna, TN {McElroy l985: 49}. 

” The reduce size of the market for domestic 
products bring the "economie ns— of-scale" in conflict with 
the "economies— of-distribution" . It is therefore cheaper 
to serve the Western markets from Detroit than from local 
assembly plants {Verway 1 9 8 3 :  2}. 

“ Cheaper rail road tariffs, together with smaller 
car sizes, are supposed to have reduced overall 
transportation costs for automobiles {IV Luri: 8—31—19 4}. 
In trucking, deregulation was beneficial for a 
centralization of production {Spinella 1 9 8 3 :  2 6 ) .  
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this alternative 

Scherrer/Auto 33 

Voluntary 

be 

s bargain- 

are constantly 

with them. 

and workers 

to doing "business" 

sourcing as the big stick also extends 

When the attempts of 

1980 
its suppliers. C

I
 

l
"
h
 

the basic steel rl
- 

O
 

renegotiate 

failed twice in 1982, GM th 

the 

"cold 

r 

model i 

ettle 

next year, 

be 

sidents 

. : . — u  not 1o1e 

be ver 

Demise Of Job Ccnt 

of the iDdUSL rial 

characterized 

“ the volun 

he 

1lective 

H 

state 

0 
(
+
 

barga 

security 

the scope 

and 

at ened to use foreign 

l
-

h
C

D
 

4-1. tue two bargaining 

the contract expired. 

the United Steel 

ffective in convin— 
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severely restricted by the three pillars of job control 

unionism, 1.e. legalistin conflict resolution, detailed job 

classifications, and a comprehnn:i"e seniority S"stem {Katz 

1 9 8 5 } .  In other words mrst aspects rf the labor relations 

in the auto industry were grverned by the ccllective 

bargnining ngreenent. 

s . r tion pro— 

cess.43 It deri eu rom the taylorist division of labor. 

It therefore does not contradict this management principle, 

but ne"nrthelers restrict: the allrcative fle"irilit" of 

managenent. Under this :yrten a qualitative change in the 

workload reg"ired tan approval of the local ='nion. Workers 

were therefore prntected against arbitrar" new assignnents 

iDohse et al 1 9 8 4 :  12ff}. 

The absence or such restrictive job classifications _llo"s 

the Japanese management mrre flexibility in assigning 

workers tr different jobs. The savings of integrating 

certain naintenance and gnality cnntrol functions in the 

job assignments of production wor“ere have been suite 

substantial,“ 

Amon"= rkillnd workers demarcation: between about 58 crafts 

correspond tr these rigid job descriptions in the "non— 

skilled" :egnent {ibid. 18}. The indi"idual crafts gyard 

tieir specific jurisdictions carefully. Crafts that have 

become cbsolete thrnngh technological changes try tr 

protect their rhare cf jobs through an extension of the 

” A large assembl; ;lant ma" have 50 to 100 non— 
rkilled jrb—titles (Parker 1 9 8 5 :  28}, 

” Apparently only 1.8 hours of inspection and repair 
perSonncl are required per automobile produced in Japan. 
This crnpares with abn"t 4.1 hours in the U.S. (Ddhre et 
al 1 9 8 4 :  lg}, 
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recovery, the UAW managed to restore most of its monetary 

c*3cessions except for the Annual lrpro"eme3t Factc or (AIF) 

which apparently has been given "p for good in exchange of 

PÏÛLiL sharing schemes. 

Neve th less, conf onted with the "logic " of the market r e 

place, battered by a severe recession, and lacking the 

t a “ poli ic l might to close the borders to foreign producers, 

the UAW—leader ship and probably the majority of its members 

ha"e consented to cooperate with management's drive for 

efficiency. Although the leadership reSisted company—Wide 

adoption of new personnel practices, they have acti"ely 

promot Led experiment at the loca le"el. Besides gIVing 

their support for Qu alit ty Lf Work Life programs (Bluestone 

1 9 8 3 ) ,  tue internati nal has given its bleSSings to local 

work rule changes. Since 1 9 8 2  the national contracts 

allowed for "any local deviation from the Collective 

Bargaining Agreement that night nake it feasible for tie 

company to continue to pr3duce without being economically 

disadvantaged" ’“ord-UAW 1 9 8 2 :  3 9 } .  

This departure from "cor nective bargaining" {Katz 1 9 8 5 ) ”  

opcned the door for management to experiment w1th new forms 

of work ora ganization. Points of entr" wore those plants 

whose workforce were ia a weak bargaining pOSition either 

because a plant sh"t—down looms due to l3w levels of demand 

or because plans for outsourcing exist. Wufifi the workers 

of GM's plant in Arlington, Texas, were "suddenly getting 

aore cooperative with the company" after GM deCided not to 

continue its present midel there, "hrping that GM Will 

include them ia srme rther fut"re car program" (Wall Street 

Journal 2 - 1 4 - 8 6 ) ,  However, the fact that these changes 

usu.ally co me abrut only at "gun point", Clouds their fate 

if condir10ns change. N3t surprisingl", wor“ers at GE's 

ice of linking local agreements 
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