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INTRODUCTION 

After months of negotiation, the Automotive Products Trade Agreement (APTA) 
was completed in January 1965. Its adoption made possible an enormous 
expansion in the automotive trade between Canada and the United States . 
Commerce in this sector has increased from a base of $1.1 billion (U.S.) in 
1965 to $21.7 billion in 1982--a twelvefold increase after inflation. 

The agreement stipulates that automotive products are permitted limited 
duty-free movement across the U.S.-Canadian border. This has led to the 
cteation of an integrated North American automotive marketing and industrial 
sector, which has served the interests of the two countries as wel 1 as the 
multinational automobile manufacturers. These interests were summarized in 
the following way in a 1983 study by Keeley: 

[Creation] of a broader market for automotive products within which the 
full benefits of specialization and large-scale production would be 
achieved; the liberalization of U.S. and Canadian automotive trade in 
respect of tariff and other factors tending to impede it ... and the 
development of conditions in which market forces might operate 
effectively to obtain the most economic pattern of investment, 
production, and trade. 1 

The agreement's benefits have been impressive, but disagreements over and 
dissatisfaction with various terms of the auto pact (as it is known in Canada) 
have caused contentjon between the two countries from time to time. The pact 
has been described as incomplete because it excludes many types of vehicles; 
biased, because the Canadian safeguards mandate extensive national assembly 
and manufacture; i ntractab 1 e, because it contains no review procedures and 
is of indefinite duration. The last point is illustrated by the fact that 
the pact wi 11 have been in existence for twenty years as of January 1985 
without having been substantially altered in any way. 

The difficulties between the two partners of the agreement have been 
increasingly overshadowed by events and challenges originating outside the 
pact. The auto pact was formulated to expand trade in the mid-1960s, but since 
then conditions have changed. In the context of the reconstructed post-World 
War II world, the United States was near its industrial apex relative to other 
nations in 1965. The automotive giants were hardly challenged and enjoyed 
of great prosperity. The rationalization of the industry on a continental 
basis contributed to this prosperity, to optimism, and possibly to 
overconfidence. 

The energy shocks of the 1970s and the efficiency of Japanese marketing 

James F. Keeley, "Cast in Concrete for All Time? The Negotiation of the 
Auto Pact, 11 Canadian Journal of Political Science 16, no. 2 (June 1983). 
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and manufacturing stimulated a demand in the U.S. for small cars that could 
not be met by the North American industry. Imports of foreign-made automobiles 
rose sharply during the 1970s to meet consumer demand. Responding to that 
demand, the Japanese became the world's leading producers of automobiles by 
1979. 

The automobile agreement is now criticized as being irrelevant. Should 
the pact be modified to deal with the changing world industry? Should the 
Un; ted States and Canada work in the context of the auto pact to meet the 
Japanese cha 11 enge? How do cooperative efforts between U.S. -based 
multinationals and Japanese giants, such as General Motors (GM) and Toyota, 
affect the workings of U.S.-Canadian trade? 

This study will describe the specific difficulties which have arisen in 
the auto agreement itself and more recently in the changing nature of the auto 
industry. First, this report will describe the APTA in detail, discussing 
its origin and negotiation. Historical automotive trade data will be 
presented. Other reviews and studies of the auto pact will be examined. The 
report will describe current trade and economic situations to provide a context 
for the examination and debate of specific issues. 

Second, this report will analyze the changing environment of the agreement 
and discuss suggestions that have been offered in response to these changes. 
In doing so, it will assess the costs and benefits of implementing these 
suggestions. In particular, the possibly extensive effect of these proposals 
on labor, parts manufacturers, distributors, and local governments will be 
examined. Furthermore, discussion will focus on the significant effect of 
the recent recession on the auto industry. 

This study will present a number of options and recommendations. These 
recommendations will take into account the political pressures, anxieties, 
statutory limitations, and economic conditions of both the United States and 
Canada. Some suggestions will be original; others will restate points made 
by other authorities. The conclusion will summarize this report's 
recommendations. 
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CHAPTER ONE 

The Origins of the U.S. -Canadian Auto Pact 

Considering the state of development which the automotive industry has 
achieved in Canada, it would be socially irresponsible to adopt any 
policy which might lead to its drastic contraction. 2 

In 1961, Vincent Bladen used these words to describe Canada's bargaining 
position with respect to the auto industry. The Bladen study, a one-man royal 
commission report, set in motion the chain of events that 1 ed to the 
negotiation of the U.S.-Canadian Automotive Products Trade Agreement (APTA). 
The auto pact contributed to the rat i ona 1 i za ti on of the North American 
automotive industry. The agreement may be considered a success in increasing 
the production of vehicles on both sides of the border. However, it has been 
criticized by each government since its inception. This chapter will provide 
a brief history of this effective yet controversial agreement. 

As early as 1904, U.S. auto manufacturers sought expansion into the Canadian 
market and, in that year, the Canadian government granted Henry Ford exclusive 
rights to manufacture automobiles in Canada. From 1904 until the negotiation 
of the auto pact, however, Canada developed its auto industry under a policy 
framework of protectionism. The most notable protectionist policy adopted by 
Canada was a 17. 5 percent tariff on imported automobiles, es tab 1 i shed in 
1936. 1 The U.S. tariff on automobiles after World War II started at 10 percent 
ad valorem and declined to 6.5 percent in July 1963. U.S. tariffs on original 
parts also declined over the period -- from an average of 25 percent after 
World War II to 8.5 percent as of July 1963. 4 In addition to higher tariffs, 
Canada also imposed a 60 percent Commonwealth content requirement on 
automobiles sold in Canada. The higher Canadian tariffs, Canadian content 
regulations, and the opportunities seen in the Commonwealth market encouraged 
American auto producers to enter into Canadian production. 

Traditionally, automobile trade between Canada and the United States was 
dominated by the big four (General Motors, Ford, Chrysler, and American 
Motors); prior to the APTA, in 1964, the big four produced 99 percent of the 
North American passenger car fleet. 5 In 1960, the Canadian government 

2 

,. 

David Michael Flynn, 11 The Rationalization of the United States and Cana
dian Automotive Industry: 1960-1975, 11 (Ph.D. dissertation, University 
of Massachusetts, May 1979), 35. 

Ibid., 27, 33. 

Ibid., 33. 

Ibid., 12. 
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appointed a roya 1 commission, headed by Vincent Bladen, to make 
recommendations to increase the Canadian auto industry's employment and 
production 1eve1 s. The B 1 aden Report recommended a duty-remi.s s ion p hn to 
achieve these goals, arguing that increases in protective tariffs would result 
in a misallocation of resources. The duty-remission plan was specifically 
designed to help the Canadian parts manufacturers. 

Canada developed the Drury plan, named after the Minister of Industry, C. 
M. Drury, in response to the Bladen Report's recommendations. In October 1962, 
Canada suspended its 25 percent tariff on transmissions and stripped engines, 
based on the condition that exporters of these parts increase the Canadian 
content of exported parts over the November 1961-0ctober 1962 base-year level. 
For every dollar's worth of increased Canadian content, Canada remitted a 
dollar on imports. The number of stripped engines exported under the plan 
was limited to 10,000. 6 

In 1963, the Canadian government extended its remission plan to include 
all imports of motor vehicles and original equipment parts. The remittance 
was applied to the increase in Canadian content in exported vehicles and parts 
over the 1961-1962 base-year level. Canada thus gave its parts manufacturers 
financial incentives to increase exports to the U.S. 

Predictably, the Drury plan was opposed by American auto parts 
manufacturers. In Apri 1 1964, the Modine Manufacturing Company, a radiator 
manufacturer in Racine, Wisconsin, filed a petition with the U.S. Customs 
Commission under section 303 of the Tariff Act of 1930 charging that the Drury 
plan subsidized Canadian parts manufacturers, and requesting the imposition 
of countervailing duties. As a result of this suit, the Treasury Department 
in June 1964 began an investigation of the Modine petition to determine whether 
the plan constituted a bounty or grant to Canadian parts producers. Soon after 
the inquiry began, the Automotive Service Industry Association (ASIA), a group 
representing over 1,700 parts manufacturers in the U.S., filed a petition with 
the U.S. Bureau of Customs in support of the Modine suit. 

Even before the Treasury Department began its investigation, President 
Johnson approved a State Department proposal to negotiate the auto industry 
issue with Canada, deeming negotiation a better approach to the trade problem 
than litigation. 1 Washington was concerned that a decision in favor of Modine 
and the imposition of countervailing duties might lead to a Canadian-American 
trade war. One month after the Modine suit was filed, the Joint U.S.-Canadian 
Committee on Trade and Economic Affairs met to discuss the issue. The 
Committee developed a free-trade proposal, which the State Department 

6 

7 

Ibid., 36-37, 42. 

John M. Andersen, "The U.S. -Canadian Automotive Agreement of 1965, 11 in 
Foreign Economic Oecisionmaking, ed. Sidney Weintraub and Hoyt Purvis 
(Austin: LBJ School, 1983), 89. 
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presented to the President in November 1964. 8 

On January 12, 1965, ASIA and other parts manufacturers filed suit against 
the Secretary of the Treasury in Washington's federal district court, 
requesting a writ of mandamus to compel the Secretary to levy countervailing 
duties against the Canadian manufacturers named in the Modine action. The 
new lawsuit reflected the American parts industry's perception that the 
Treasury Department was stalling on Modine's request. 

On January 16, 1965, just four days after the second suit had been filed, 
the Automotive Products Trade Agreement was signed in a ceremony attended by 
both President Johnson and Prime Minister Lester 8. Pearson. In early January, 
Canada negotiated "letters of undertaking" with the major U.S. auto 
manufacturers to guide their production of automobiles in Canada. 9 The letters 
set out production guarantees for Canadian value-added, production-to-sales 
ratios, and set a level of investment in the Canadian auto industry to be 
reached by 1968. The auto manufacturers made several concessions in response 
to Canadian demands. One American official, commenting on these letters of 
commitment, said: 

We knew about the Canadian pl an to blackjack the companies, but we 
expected the companies to be harder bargainers. They didn't have to 
give away so much. It must have been profitable to them.io 

After the agreement was signed, both countervailing duty suits and the Treasury 
investigation were dropped. 

On October 21, 1965, the auto pact passed the U.S. Congress in spite of 
complaints by a few congressmen that they had been presented with .a fait 
accomp 1 i . ii Two months 1 a ter, the U.S. obtained a waiver from the Genera 1 
Agreement on Tariffs and Trade (GATT) with respect to the auto pact. Canada, 
however, did not need a GATT waiver since it did not discriminate and allowed 
any qua 1 ifyi ng importer to import certain products duty-free from any 
country. i 2 

The auto pact was a free-trade agreement with two main goals. First, it 
sought to rationalize and integrate the North American auto industry to bring 
about more economi ca 1 l eve 1 s of investment, production, and trade. Second, 
it aimed to strengthen trade relations and increase overall trade between the 
two countries. The auto pact 1 s provisions a re comp 1 ex. The terms of the 

8 Ibid. 

9 Flynn, dates on letters, 149-159. 

l Q Keeley, 293. 

l 1 Andersen, 92. 

12 Ibid., 98. 
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agreement specify that a qualified manufacturer 11 may import vehicles 14 and 
original equipment parts (except tires and tubes) into Canada duty free 
provided the manufacturer maintains a ratio of production-to-sales g_reater 
than or equal to the 1964 production to sales ratio, and greater than or equal 
to .75 (75/100). This implies two conditions (see table 1.1): 

• The net sales va1ue 15 of vehicles produced in Canada should be at least 
three-quarters of the net sales value of vehicles sold in Canada. 

• This ratio should be constant or rising from year to year. 

The letters of undertaking accompanying the auto pact contain two additional 
provisions which commit the largest four North American auto makers to 
investing a total of $260 million in Canadian plant and equipment before 1968 
and maintaining a 60 percent level of Canadian value added in automotive 
production greater than the 1964 level (SO percent for trucks). 16 

In 1968, some production guarantees lapsed. 17 These related to the levels of 
capital to be invested by 1968. 

Si nee the signing of the agreement, it has been di ff i cu 1 t to change it. 
Each side achieved some of its goals but neither came away completely 
satisfied. The reason the pact has become difficult to renegotiate is that 

l l 

14 

1 s 

l& 

1 7 

A qualified manufacturer is one who has produced vehicles in Canada in 
each of the four consecutive three-month periods in the base year, and 
produced vehicles in that class in Canada in the period of twelve months 
ending on the 31st day of July in which the importation _is made. 

The auto pact imposes Canadian value-added and production/sales 
requirements on manufacturers according to three classes of motor 
vehicles: automobiles, specified commercial vehicles (ambulances, hearses, 
taxis, etc.), and buses. "Automobile" refers to a four-wheeled vehicle 
for less than ten passengers. 

The net sales value is defined as the selling price of a vehicle minus 
federal taxes paid minus any rebates, commissions, or discounts on the 
sale of the vehicle. 

"Canadian value added" refers to the cost of parts produced in Canada and 
the cost of materi a 1 s, to the extent that they are of Canadian origin, 
that are incorporated in the vehicles in the factory of the manufacturer 
in Canada; transportation and insurance charges; or the cost of iron, 
steel, or aluminum which was poured in Canada regardless of its origin 
(see Tariff Item 95000). There are basically three ways of obtaining CVA 
in fulfillment of the requirements of the auto pact: through the assembly 
of vehicles or parts--using Canadian labor and overhead; through the 
Canadian content of parts used in the assembly process; or through the 
Canadian content in parts exported. 

Kee 1 ey, 281. 

4 



Table 1.1 

Safeguards 
The APTA and the Letters of Undertaking 

Safeguard Formulas in the Agreement: 

(1) a= All vehicles of a class produced in Canada in a year 
All vehicles of that class sold in Canada in that year 

b =All vehicles of the class produced in Canada in the base year 
All vehicles of the class sold in Canada in the base year 

Where a is greater than or equal to b 
and a is greater than or equal to 0.75 

(2) CVA of a class in a year must be greater than or equal 
to the CVA of that class in the base year (constant Cd. $ 
minimum) 

In the Letters of Undertaking: 

1) Increase of CVA on passenger cars and original 
equipment parts at 60% of the growth in the Canadian 
market 

2) Increase of CVA on commercial vehicles at 50% of the 
growth in the Canadian market 

3) Stipulated Increases in the Annual CVA by 1968 
i. GM $ 141 million 
i i . Ford $ 74.2 million 
iii. Chrys 1 er $ 33 mil 1 ion 
iv. AMC $ 11. 2 million 

Source: David Michael Flynn, "The Rationalization of the 
United States and Canadian Automotive Industry: 1960-1975 11

, 

(Ph.D. dissertation, University of Massachusetts, May 1979), 
149-59. 

neither party wishes to lose the benefits of the agreement. Alleged failings 
of the APTA have attracted the attention of many studies. 

A first review was stipulated in the agreement itself. The text of the 
agreement calls for "a comprehensive review of the progress made toward 
achieving the objectives" of the pact no later than January 1, 1968.- This 
review consisted of discussions among governments and manufacturers and 
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resulted in reports to the Congress and Parliament stressing the •gainsa made 
in trade between the two countries and mi nimi zing the conflicts over the 
safeguards. It was generally agreed that the pact had functioned to the 
general benefit of the automotive companies, the parts industries, the 
governments, and the publics in both countries. 

In January 1971, Carl Beigie produced a study, "The Canada-U.S. Automotive 
Agreement: An Evaluation, 11 for the Canadian-American Committee which suggested 
a maximum as well as a minimum on Canada's share of the North American 
automotive production. This suggestion was made in the midst of a number of 
steps taken by President Nixon (suspending the convertibility of the dollar 
into gold and implementing a temporary tariff on the importation of all 
dutiable goods). 

In the fall of 1975, the Economic Council of Canada issued an important 
document entitled looking Outward, which said, "We believe that Canada could 
prosper in a totally free trade situation, provided the adjustment was eased 
by means of appropriate transitional arrangements ... thus lite have suggested 
that a free trade policy is not only feasible for Canada but is the best 
guarantee of its national objectives." The report was not adopted as 
government policy and the pact was unaffected. 

C. Douglas Arthur, former General Director of the Transportation Industries 
Division, Department of Industry, Trade and Commerce, headed an official 
Canadian government study group which produced a "Review of the North Amer.; can 
Automotive Industry" in 1977. This study outlined the status of the ir.dustry 
and described trends which might be evolving in the industry. 

In 1978, after intense study of the effects of the downturn in North 
American automotive production on provincial economic activity, Ontar-fo • s 
Premier Wi 11 i am G. Davis re 1 eased a "Back.ground Paper on the A~tomot i ve 
Products Industry". u later that year, the Reisman Coami ss ion ?ub l i shed a 
report on the Canadian auto industry ent it 1 ed 11The Canadian Au~~ot i ve 
Industry: Performance and Proposa 1 s for Progress 11

• The report t'resentec a 
factual summary of the industry as well as analytic material on ~he Canadian 
stake in the pact. 

In 1981, the United States government initiated the pract~ce of requesti~g 
voluntary export restraints from the Japanese. Both the United States and 
Canada have requested export restraint every year since then. 

The most recent report on the North American auto industry, An Automotive 
Strategy for Canada, was written by the Federal Task. FoT"ce on the Ca!'!adia~ 
Motor Vehicu1e and Automotive Parts Industries and submitt~ to ~he Hon. E. 
Lumley, Minister of State (International Trade). The major ~ecommendat4cn 
of this study was to pursue a trade policy that will requiT"e an vehic.,e 
manufacturers who sell vehicles in Canada to make 0 binding coa1itaer.ts" 

11 Wi 11 i am G. Davis, "Backg!"'~und Paper on the Automotive ?roducts Indus:.~1· 
(Toronto, 1978). 
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Tab 1 e 1. 2 

Compliance with and Effectiveness of Safeguards 

Net Production 
to Net Sales 
Ratios* 

Autos 
(Required 
Range 95-100) 

Commercial 
(Required 
Range 75-100) 

CVA (Model Year) 

CVA Produced 
($millions, 
Canadian) 

Tota 1 CVA 
Achieved as 
% of Cost of 
Sales in 
Canada 

Total CVA 
Required by 
All Auto Pact 
Producers as 
% of Cost of 
Sales 

1970 

166 

162 

1825 

95 

69 

1974 1978 1982 

122 130 202 

98 155 238 

2687 4951 5759 

71 74 91 

62 59 59 

Source: Federal Task Force, An Automotive Strategy for Canada (Ottawa: 
Minister of Supply and Services Canada, May 1983), 28, 172. Compiled from 
company auto pact reports to Department of Industry, Trade and Commerce and 
Regional Economic Expansion. 

* Net production to net sales value ratio is the ratio of the total value of 
Canadian vehicle production to the total net sales value of vehicle sales for 
all auto pact companies. 
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comparable to the commitments now being made by the manufacturers operating 
under the APTA. This refers primarily to the minimum level of CVA for vehicles 
sold in Canada. Table 1.2 provides data on compliance with and.effectiveness 
of the safeguards under the agreement. 

The APTA is likely to remain as it is until something causes the complaints 
on one side or another to outweigh the benefits that each side receives from 
the agreement. It is thus necessary to determine if current trends in the 
automotive industry will force a change in the U.S.-Canadian auto agreement. 
The agreement may be broken or it may become ineffective as the market share 
of the North American producers dwindles. Such scenarios contend with the 
historic durability the APTA. The remainder of this study will examine problems 
under the agreement as well as trends in automobile production worldwide. 
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CHAPTER TWO 

Issues Arising From the Agreement 

The auto pact of 1965 remains virtually intact even though conditions in 
the industry have changed radi ca 1 ly. Every attempt to change the agreement 
has resulted in a stalemate. Differences are not pushed too far because each 
side recognizes that it could be a net loser if the agreement were 
terminated. 19 A recent Canadian automotive task force acknowledged these 
benefits to Canada. It argued that the U.S.-owned companies benefited by 
securing an advantage in Canada, the seventh largest market. The Canadians 
benefited through increases in employment and in their share of production, 
and through substantial decreases in the price of North American vehicles. 20 

In addition, the industry as a whole has benefited. By 1981, automotive trade 
between the two countries had increased by 1,200 percent in real terms from 
the level in 1965. 21 This is an indication that vehicle manufacturers were 
able to cut costs by taking advantage of scale efficiencies that were 

l9 

2 a 

2 l 

In October 1983, the Deputy Assistant Secretary for Automotive Affairs 
in the Department of Commerce, Michael Driggs, told a symposium on Canada's 
role in the North American automotive industry that "(t)here is no 
disposition to renegotiate the auto pact .... " On the Canadian side, the 
Director Qf the Automotive Section of the Ministry of Industry, Trade and 
Commerce and Regional Economic Expansion, B. Andrei Sulzenko, said it was 
not in Canada's interest to ask for a reopening of negotiations (Institute 
for Research on Pub 1 i c Po 1 icy, "Canada' s Future Ro 1 e in the North American 
Automotive Industry," Windsor, October 1983, 76. [transcript of 
symposium]; interview with 8. Andrei Sulzenko, Director, Automotive, 
Ministry of Industry, Trade and Commerce and Regional Economic Expansion, 
Ottawa, November 28, 1983). 

Employment increased from 70,600 in 1964 to a peak of 124,000 in 1979. 
It has since decreased. In 1982, automotive employment was approximately 
98,000. Big four production, as measured by Canadian value added (CVA), 
increased from a prepact 3. 7 percent share of to ta 1 North American 
production to 6.9 percent in 1981. Factory car list prices (before sales 
taxes and adjusting for the exchange rate) decreased from an average of 
9 percent higher than U.S. prices in 1965 to 8.8 percent lower for 
subcompact models and 6.9 percent lower for full-sized sedans for 
comparable 1982 models in the U.S. (Federal Task Force, An Automotive 
Strategy for Canada [Ottawa: Minister of Supply and Services Canada, May 
1983], 21-22). 

U.S. Congress, Senate, Committee on Finance, Sixteenth Annual Report of 
the President to the Congress on the Operation of the Automotive Products 
Trade Act of 1965 (Washington, O.C.: U.S. Government Printing Office, 
1983), 1. 
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previously not available in the smaller Canadian mark.et. 

Stability, in an ironic way, also comes from a conflict between two of the 
stated objectives in the agreement. These objectives are: 

The liberalization of United States and Canadian automotive trade in 
respect of tariff barriers and other factors tending to impede it, .,;th 
a view to enabling the industries of both countries to participate on 
a fair and equi tab 1 e basis in the expanding tota 1 market of the two 
countries; and 

The development of conditions in 
effectively to attain the most 
production and trade. 22 

which market forces may operate 
economic pattern of investment, 

The Canadians stress the "fair and equitable" objective (i.e.. market 
manipulation), the U.S. the "market forces" objective. 

The Reisman Commission Report stated that the inclusion of these t-.o 
objectives papered over fundamental differences between the negotiating 
parties. This "studied ambiguity"u came from the U.S. recognition tnat 
Canada 1 s more fragi1 e industry needed tempera ry protection. The CanadiaT'!s, 
on the other hand, were concerned that the cl igopol i stic nature of this 
U.S.-owned industry impaired the working of market forces. 2 ~ This ambiguity 
has allowed each party to interpret the agreement's purposes according to the 
objective reflecting its intention in 1965. 

Consistent with its free-trade objective. the U.S. argues for termi na.t i ort 
of the Canadian safeguards, while Canadians would like to amplify the 
safeguards. C. Douglas Arthur, who was Director of the Automotive Division 
of the Ministry of Industry at the time, described the purpose of the 
safeguards and the results as follows: 

22 

ll 

25 

The assumption originally was that if you came up with conditions that 
caused an infusion of production activity to take place in Canada, 
whether it would be assembly or production of auto parts, that this .,ould 
raise the level of efficiency in the Canadian industry to the point that 
they could compete equally or fairly with their counterparts in the 

Agreement Concerning Automotive Products between the Governme.nt of Canada 
and the United States of America, Article I, sections b a11d c. (Emphasis 
added.) 

Simon S. Reisman, The Canadian Automotive Industry: Performanc2 a~d 
Proposals for Progress (Ottawa: Government of Canada, October 1978), 31. 

Ibid., 31-32. 

Interview with C. Douglas Arthur, President, C. D. Arthur & Assoc~ates, 
Inc., Ottawa, November 29, 1983. 
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United States .... This has really not happened. 25 

Issues arising from the agreement on the Canadian side ha.ve been more 
numerous. Moreover, with the exception of the early years of the agreement, 
the record indicates that Canadian automotive and government interests have 
been more vocal about their dissatisfaction than their U.S. counterparts. 

Issues on the Canadian Side 

Fair Share 

Canadian statements have contained complaints that Canada has not received 
an equitable share of the integrated industry. An equitable share has often 
been described as a share of production (particularly parts production), 
skilled jobs, investment, and research and development similar to Canada's 
share of the North American market (see table 2.1). Interest groups within 
the industry have taken this further by carefully defining what Canada's fair 
share is. The Automotive Parts Manufacturers Association of Canada (APMA) 
and the Ontario government have stated that a fair share is a share of the 
various automotive production activities that is proportional in every respect 
to Canada' s share of the North American market. 26 The 1 abo r-or i en ted New 
Democratic Party (NOP) has also argued that Canada does not receive its fair 
share of production. According to the Canadian Motor Vehicle Manufacturers 
Association (MVMA), this type of fair share argument developed in the late 
1970s and was a "popular misrepresentation of carefully reasoned remarks 
regarding 'better' share. 1127 

· 

Fair share, as it has been defined in recent years, is, of course, the 
antithesis of free trade. It can also be said that such a restrictive 
interpretation of the "fair and equitable" clause violates the spirit of the 
agreement. The preamble states that "an expansion of trade can best be 
achieved through the reduction or elimination of tariff and all other barriers 
to trade .... " 

26 

17 

See Automotive Parts Manufacturers As soc i at ion of Canada (APMA), "Jobs, 
Investment, New Technology Growth: The Unrealized Potential of Canada's 
Independent Parts Manufacturing Industryl' (Toronto: APMA, a copy of a 
presentation to the Minister of Industry, Robert De Cotret, October 12, 
1979); Canada, Ministry of Treasury, Economics and Intergovernmental 
Affairs, Canada's Share of the North American Automotive Industry: An 
Ontario Perspective (Ottawa: Minister of Supply and Services Canada, May 
1978). 

James G. Dykes, Back round on the Automotive Products Trade A reement 
(Toronto: Motor Vehicle Manufacturers Association [Canada , June 1982), 
91. 
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Year 

1977 
1978 
1979 
1980 
1981 
1982 

Table 2.1 

Canada's Share of North American Retail Sales of Cars and Trucks 
(thousands of units) 

Canada U.S. 

1,136 12,462 
1,180 13,088 
1,244 11,328 
1,053 8,580 

898 8,058 
656 7,908 

Total N.A. 
Market 

13,598 
14,268 
12,572 
9,633 
8,956 
8,564 

Canada as % of 
N.A. Market 

8.4 
8 . 3 
9.9 

10.9 
10.0 
7.7 

Source: Ministry of Industry, Trade and Commerce/Regional Economic Expansion, 
"North American Automotive Industry Statistics," tables 11 and 16. 

Putting aside the interpretation of fair share, it is apparent that, with 
the exception of research and development activity, the Canadians have 
received an increasing share of the North American automotive industry. 

• Canada's share of total production has increased from 3.7 percent in 1964 
to 6.9 percent in 1981. 18 

• Canada's parts production has averaged close to 7 percent of the North 
American total . 19 

• While proportions of total production and parts production are below 
Canada's market share (see table 2.1), Canada has increased its larger 
than market share of vehicle assembly and employment (see tables 2.2 and 
2.3). Assembly and employment were important considerations to Canadian 
interest groups at the time of the negotiations. The safeguard provisions 
were desig_ned to maintain and stimulate these elements of the industry 
and in this respect the agreement has been a success for Canada. 

• Canada's share of investment has also grown and was larger than its market 
share in 1981 and 1982 (see table 2.4). There was a decline in investment 

18 

19 

Federal Task Force, An Automotive Strategy for Canada, 23. 
production by the big four. 

Ibid., 150. The average is for the years 1972 through 1982. 
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expenditures relative to the U.S. during most of the 1970s. MVMA (Canada) 
has said that investment was one of the major concerns of government 
studies. 30 It is possible that increasing attention and pressure by the 
Canadian government in the last six years reversed this trend. 

• Canada's share of North American research and development expenditures 
is known to be small, but it is not possible to determine the exact 
magnitude. 

Table 2.2 

Canada's Share of North American Vehicle Assembly 

Year Canada as a % of Year Canada as a % of 
North American North American 

1965 7.1 1976 12.5 
1970 12.3 1977 12.3 
1971 11. 2 1978 12.3 
1972 11. 5 1979 12.4 
1973 11.0 1980 14.6 
1974 13.2 1981 14.3 
1975 13.7 1982 15.1 

Source: Ministry of Industry, Trade and Commerce and Regional Economic 
Expansion, "North American Automotive Industry Statistics," tables 1 and 3. 

la Dykes, Background on the Automotive Agreement, 91. 
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Table 2.3 

Employment in the North American Auto Industry 
(thousands) 

Canada U.S. Total Canada as % 
of Total 

1977 118.3 1,021.6 1, 139. 9 10.4 
1978 124.9 1,060.5 1,185.4 10.5 
1979 123.8 1,069.4 1,193.2 10.4 
1980 104.4 852.6 957.0 10.9 
1981 107.4 852.7 960.l 11.2 
1982 98.9 759.8 858.7 11.5 

Source: Ministry of Industry, Trade and CoR1Derce and Regional Economic 
Expansion, "North American Automotive Industry Statistics," tables 30 and 33. 

Note: Canadian employment figures include SIC statistics for veh cle 
assembly, truck body and trailers, automotive parts and automobi l e fabr cs. 
U.S. figures include SIC statistics for motor vehicles, trucks and bus bod es, 
parts and automotive stampings. 

Period 

1964 
1965-67 
1968-70 
1971-73 

Table 2.4 

Canada's Share of Estimated Capital Expenditures on 
Plant and Equipment by the Big Four 

Canada as a % 
of H. America 

8.7 
8.4 
8.2 
4.1 

Period 

1974-76 
1977-79 
1980-81 

Canada as a % 
of N. America 

5.5 
6.3 

13.9 

Source: Canada, ~inistry of Industry, T~ade and CoG111erce/Regional Ecor.cmi c 
Expansion, Automotive, Marine and Ra i1 Branch, North American Automotive 
I~custry s~atistics, tab1e 38.l. 
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Balance of Trade 

The balance in automotive trade has been the most visible and ready symbol 
of relative economic activity in the automotive industry. Therefore, movement 
of the balance in favor of one side or the other has tended to raise the level 
and intensity of the side experiencing the deficit. As the Reisman Commission 
observed: 

It would appear from the record that as a practical matter, the greatest 
satisfaction--or at least the least dissatisfaction--on both sides of 
the border, can be observed when the commodity trade governed by the 
Pact is roughly in balance. If peace be our objective, we may have 
discovered a useful guidepost even though it may have nothing to 
recommend it in good theory or in logic. 31 

Under the auto pact, as before the pact, Canada has tended unt i 1 recent 1 y 
to have a bilateral deficit in automotive trade. Based on Statistics Canada's 
"Commodity Imports by Tariff Item" data, Canada has experienced a surplus in 
bilateral trade in only five of the 18 years of the agreement. Canada's 
largest surplus ($2.55 billion Canadian) occurred in 1982, while Canada's 
largest deficit ($2.65 billion Canadian) occurred in 1979 (see table 2.5). 
This implies a neutral trade balance over time. 32 

Two basic suggestions have been made to neutralize the importance of the 
bilateral trade balance under the agreement: installation of a trade balance 
mechanism; and raising of Canadian (CVA) requirements to a level at which trade 
would roughly balanced. 

Carl Beigie, former executive director of the C. D. Howe Research Institute, 
has said that the responsibility for maintaining a reasonable balance should 
be given to the auto manufacturers. He proposed that the government suggest 
to the companies informally that if they do not stay within a certain range 
of balance, they may lose their duty-free privileges. 33 

There are at least two problems with this ?Uggestion. 
is un 1 i ke ly to accept such an arrangement, and the U.S. 

The U.S. government 
companies may fear 

3 l 

l 2 

l 3 

Reisman, The Canadian Automotive Industry: Performance and Proposals for 
Progress, 235. 

Canada, Ministry of Treasury, Economics and Intergovernmental Affairs, 
Canada 1 s Sha re of the North American Automotive Industry: An On ta ri o 
Perspective, i. 

Interview with Carl E. Beigie, Vice-President and Chief Economist, 
Dominion Securities Ames Limited, Toronto, Canada, November 26, 1983. 

15 



Table 2.5 

Canadian Trade Balance under the Auto Pact 
for Selected Years 

($millions, Canadian) 

Year In Parts In Vehicles Overall Balance 

1966 (650.9) 110 .1 (540.8) 
1970 (967.6) 1,235.1 267.5 
1975 (2,130.7) 725.8 (1,404.9) 
1978 (3,004.0) 2,689.0 (315.0) 
1979 (3,708.0) 1,058.0 (2,650.0) 
1980 (3,882.2) 2,069.6 (1,812.6) 
1981 (4,693.5) 3,196.9 (1,496.6) 
1982 (4,763.4) 7,317.9 2,554.5 

Source: Federal Task Force, An Automotive Strategy for Canada, based on data 
from Statistics Canada's "Commodity Imports by Tariff Item 11 series. Not 
reconciled with U.S. automotive trade statistics, p. 177. 

anti-trust prosecution. 

Another trade balance mechanism could be one under which a certain level 
of imbalance would trigger bilateral consultations. However, because of 
complexities in measuring trade flows, such a trade balance consultative 
mechanism could actually lead to difficulty. 

Despite its visibility, a trade balance option has not generated much 
support among interested parties. The other proposal has evolved from the 
Reisman Commission's analysis of the historical functional relationship 
between CVA as a percentage of cost of sales and the trade balance. Based 
on regression analysis, the report found that when the CVA-to-sales ratio was 
87 percent, a rough trade balance could be expected. The report did not 
suggest that the level of CVA be raised. But a participant in a later task 
force said that it considered an 85 percent CVA level a goal for future 
negotiations. 34 

The Canadian APMA has strongly supported raising the CVA commitments in 
order to encourage more parts purchasing in Canada. The Canadian UAW and the 

34 Interview with Sam Gindin, Research Director, UAW (Canada), Willowdale, 
Canada, November 23, 1983. 
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Ontario government have also come out in favor of a higher CVA level in order 
to encourage more production and more job creation in Canada. 35 

The original CVA safeguard, as enhanced by company commitments in the 
letters of undertaking with the Canadian government, was poorly drafted from 
the Canadian viewpoint. The safeguard is based on the absolute amount of CVA 
in the 1964 model year and has to be met by a dollar amount of Canadian content 
in vehicles produced in Canada. This safeguard has been eroded by 
inflation.Ji 

There are three other uncertainties associated with the commitment by the 
companies providing for 60 percent CVA in the growth in sales. First, the 
U.S. government has said it does not recognize the legality of these 
agreements. Second, there is no legal mechanism for enforcement. Unlike the 
safeguards in the pact itself, the manufacturers are not threatened with having 
to pay the duty if they do not fulfill the commitment. Nevertheless, the 
manufacturers have rarely missed meeting this commitment, and then not by much. 
The third uncertainty is in the amount of protection this standard supplies. 
The CVA commitment is tied to the growth in sales in a market that is now more 
erratic than in 1965. 

According to the Reisman Commission's analysis, achieved CVA explains less 
than ha 1 f of the proport i ona 1 change in the trade ba 1 ance. The 1eve1 of 
achieved CVA depends to a large extent on U.S. demand for vehicles produced 
in Canada and vice versa. Based on statistics contained in a recent task force 
report, a CVA level of 91 percent in 1982 resulted in a Canadian surplus of 
9 .1 percent of tota 1 trade between the two countries under the agreement. 
But a decade earlier, 90 percent CVA led to a Canadian surplus of only 1.5 
percent of total trade, and in 1970, 92 percent CVA resulted in a surplus that 
was 4.4 percent of trade. 37 

The change in the industry is altering CVA-trade balance relationships. 
Small car production capacity in the U.S. increased from 1.4 million units 
in 1978 to 3.9 million units in 1982. 38 More recently, the market share for 
large cars in the U.S. increased from 9 percent in the beginning of 1982 to 

35 

l Ii 

3 7 

3. 

Ibid.; Canada, Ministry of Treasury, Economics and Intergovernmental 
Affairs, Canada's Share of the North American Automotive Industry: An 
Ontario Perspective, 25. 

Gilbert R. Winham, Canadian Trade and Investment Policy in a Depressed 
Auto Industry (Ottawa: Centre for Foreign Policy Studies, Dalhousie 
University), June 1982, 11. 

Federal Task Force, An Automotive Strategy for Canada, 180. 

U.S. Department of Commerce, 
1983, 21. 

The U.S. Automobile Industry, 1982, June 
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14 percent at the end of the first quarter in 1983. Demand for 
intermediate-size cars climbed from 20 percent to ZS percent over the same 
recent period. 1

' Unit imports of large cars, meanwhile, increased.by 45 percent 
and imports of intermediate cars by 34 percent. These changes, as well as 
higher prices for larger cars and a decline in the parts deficit, contributed 
to the large Canadian trade surplus in 1982 and 1983. 

Product Hix 

In the early 1980s, after a marked increase in demand for smaller, more 
fuel-efficient cars, the Canadian government complained to American officials 
about the skew in Canadian production to larger cars.~• In a report 
comissioned by the Science Council of Canada, Neil MacDonald attributed this 
pattern to the assembly-to-sales ratio safeguard. He argued that because this 
standard is based on value rather than unit measures, the companies have an 
incentive to produce higher-valued vehicles in Canada. He quotes a 
vice-president for General Motors, W. R. Waugh: 

(F)or General Motors to import and sell one Cadillac Seville, Z.5 
Chevrolet Malibu's had to be ~roduced in Canada; to bring one large truck 
duty-free, General Motors must produce six pick-up trucks in Canada.• 1 

MacOona l d reconnended that an agreement bet1teen the Canadian government 
and the manufacturers be negotiated establishing unit-based ratios in addition 
to the current value-based production ratios. He suggested a side agreement 
with the companies, since the change would not be worth the risk assodated 
with trying to make it part of the agreement itself. He a1so suggested that 
the ratios should be met over a three-year period, instead of each model year. 
In addition, he argued that the current pena 1 ty for failure to meet the 
production-to-sales ratio in the pact is so severe that the gove~nment cannot 
impose it without bankrupti~g some of the companies. He recommendec ~hat ~f 
a manufacturer fa i 1 s to meet an average over the j.)eri od, 5 ~ercent of the 
shortfall should be added to ~he ratio and be carried fo"'ard as an addition 
to the average requirement.• 2 

19 

... 

•1 

Motor Vehicle Manufacturers Association of the United States, Inc., 1st 
Quarter 1983 Economic Indicators: The Motor Vehic1e's Role in the U~ 
£conomy (Detroit: M~A, 1983), 12. 

11 U. S. 8i g-Car Lovers Give Us 2. 9 3111 ion Auto Trade Surp i us, 11 Toronto 
Star, ~ar~h 23, 1983, Al; 11 S~g Cars G~'./e Us RecoN! Auto-Trade SurphJs, 11 

Galette, March 23, 1983, C-1. 

Neil B. MacDonald, 11 Canad~an Automobile Industry: Some Emer;·~Lrag 
Perceptior.s/?resc!"~pticns, 11 (Ottawa: Science C~uncil of Canada, March 
298G), 23 (~ned~:.ed wor~i~; ~aper). 

~en 3. MacDona 1 d, "The F~:.~re of :.:ie Canad4 an Autcmot ive !ndusr.ry : .~ !.he 
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The rationale for averaging the ratios over several years is to give the 
vehicle companies the flexibility needed to make production decisions in a 
volatile and changing industry. For several years, the Canadian .Motor Vehicle 
Manufacturers Association (MVMA) has contended that it is difficult for 
manufacturers to meet the product i on-to-sa 1 es ratio for each vehicle class 
on a model-year basis. The problem, according to the Association's 
Vice-President, Norm Cl ark, is that there a re not enough Canadian-produced 
parts for certain specified commercial vehicles, while model year ratios are 
difficult to meet in years when demand changes or sales decline. 43 Meeting 
this safeguard was particularly problematic for some of the companies in 1980 
when a sudden increase in demand for small cars was combined with higher import 
penetration and a severe sales slump. Reportedly Chrysler and possibly Ford 
did in fact miss their ratios. Furthermore, it may be difficult for a company 
to retool a plant for a new line of vehicles and maintain its 
production-to-sales ratios. The safeguard could, therefore, have had the 
unintended effect of weighting corporate decisions on where to source new and 
redesigned vehicles away from Canada. This initial disincentive, however, 
has likely been overcome by government pressure. 

The MVMA has lobbied for combining the three vehicle class ratios into one 
and averaging the production-to-sales ratio over a three-to-five year period. 
The Canadian UAW has objected to making the ratio more flexible on the grounds 
that it could result in some plant closings. 

Parts Production 

Thus far the discussion has been primarily concerned with issues ar1s1ng 
from the agreement dealing with the assembly side of the Canadian automotive 
industry. The second component of this industry is the automotive parts 
sector. Essentially, there are two types of Canadian parts production. The 
first type is original equipment parts, and the second is aftermarket parts. 
There are three different sources of original equipment automotive parts in 
Canada: 11 in-house 11 production by the vehicle assemblers; parts produced by 
multinational corporations which operate production facilities integrated with 
their international operations; and parts manufactured by Canadian owned 
independent firms. 

One way to measure the performance of Canada's parts sector is to examine 
the trends in capital investment and value added since the agreement was signed 
in 1965. In the early years of the agreement, Canada benefited from 
considerable investment in parts-producing plants and facilities by the big 
four auto makers. Most of the investment during these years was the result 
of the requirements of the auto pact and an expected increase in the size of 

Context of the North American Industry," (Ottawa: Science Counci 1 of 
Canada, November 1980), 95-98 (unedited working paper). 

Interview with Norm Clark, Vice-President, Motor Vehicle Manufacturers 
Association (Canada), Toronto, Canada, November 24, 1983. 
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the automotive market. Concomitantly, Canadian value added increased steadily 
from a level of 65 percent in 1965 to 95 percent in 1971.'' 

After 1971, however, Canadian value added dropped sharply until it bottomed 
out at 53 percent in 1980. 45 Most likely, this was the result of a decline 
in capital expenditures in Canada during this period. From 1971 to 1976, 
capital expenditures in assembly declined to an average of about S80 million 
(Canadian) as opposed to $150 million in the 1960s.~' In the parts industry, 
capital expenditures increased steadily during this time but were considerably 
outdistanced by the increased level of Canadian consumption of parts. In other 
words, the Canadian parts industry was unable to provide assemblers with 
adequate supplies of competitive parts, forcing the auto makers to look 
elsewhere for their parts supply. As a result, trade in automotive parts has 
produced an accumulated $40 billion deficit for Canada between 1965 and 1982. 
This has more than offset a $23 billion surplus in assembled vehicle trade, 
for a net deficit in total automotive trade of $17 billion.' 7 Not surprisingly, 
the parts industry has used the bilateral parts deficit to illustrate how 
production is skewed under the agreement toward the assembly sector of the 
Canadian industry. Much to the chagrin of Canada's parts producers, the auto 
pact contains no assurances that the parts industry is guaranteed a particular 
share of the North American market. 

Since 1971, however, things have not been entirely bad. From 1979 to 1981, 
Canada had a significant jump in capital expenditures in both parts and 
assembly. Canadian value added also increased significantly, climbing to over 
90 percent in 1980. 41 Much of this added investment was the result of efforts 
by Ford and GM to retool their assembly and in-house parts facilities in an 
effort to conform to auto pact CVA requirements. Si nee then, ca pi ta 1 
expenditures have declined to an average of less than half the 1981 level. 

In addition to the increase of capital expenditures in parts production 
by the big four auto makers in the 1979 to 1981 period, much investment in 
parts has also come from independent parts manufacturers. The independents' 
share of CVA, however, has declined from 50 percent of the industry's value 
added to about 11 percent today. 49 APMA argues that the economic c1imate of 

Federal Task Force, An Automotive Strategy for Canada, 172-173. 

45 Ibid. 

4• Arthur, Review of the North American Industry, p. 53. 

47 Automotive Parts Manufacturers Association, "Statement by F. G. Berlet, 
Chairman APMA, 1983-84, 11 Toronto, 1984. 

4 I Federal Task Force, An Automotive Strategy for Canada, 173. 

Ibid., 155; Dennis DesRosiers, Director of Research, APMA of Canada, 
presentation to the 1981 Regional Meetings of APMA, Toronto, April 2, 1981, 
slide no. 14. 
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the 1970s is largely responsible for this shift in market share. High interest 
rates, inflation, and unemp 1 oyment throughout the 1970s, they .argue, 
prohibited the level of investment necessary for this industry to meet the 
requirements of vehicle assemblers. 

APMA has exploited the concept of fair share to publicize the 
underdevelopment and deterioration of the independent parts sector and to 
lobby the Canadian government for financial assistance. The independent part 
manufacturers feel that a comprehensive automotive parts assistance program, 
outside of the agreement, is necessary to stimulate investment in the industry 
and to encourage research and development. With assistance from the 
government, producers believe they will be able to expand despite high interest 
rates, a declining U.S. market, and foreign penetration. 

On the other hand, the NOP, the UAW, and the Ontario government have not 
been as concerned about independent parts product; on as they have about 
in-house production and purchases. The in-house share of the parts market 
increased rapidly in the early years of the auto pact, contributing over 40 
percent CVA in 1971. In-house CVA dee 1 i ned after 1971 and bot tamed out at 
just under 30 percent in 1975. Since that time, in-house CVA has stabilized 
at about 35 percent. 

In light of this decline in CVA since 1971, some interest groups have 
suggested that the in-house manufacturers are the real source of the parts 
deficit. This argument is reinforced when one examines the sourcing patterns 
of original equipment parts. In 1982, of an original equipment deficit of 
$2.8 billion, over $2.4 billion was accounted for by the in-house producers. 
Some suggest that such deficits are the direct result of a lack of investment 
by in-house producers in Canada. The NOP, the UAW, and the Canadian government 
all contend that parts deficits of this magnitude are inevitable unless there 
is a substantial increase in capital expenditures in Canada. They conclude 
that Canada is not receiving its fair share of investment from the big four 
auto manufacturers. 

Another significant issue to emerge recently is whether the other sector 
of the parts industry, the aftermarket sector, should be included in the auto 
pact. The Canadian aftermarket industry is highly fragmented, comprising over 
50,000 firms of all sizes, including wholesalers, distributors, retailers, 
and service establishments. The actual number of companies manufacturing 
aftermarket parts is about 600. The a ftermarket industry concerns those 
businesses which sell to or service the consumer once he or she has purchased 
an automobile. The industry provides the parts and service necessary to both 
maintain and repair automobiles. 

The aftermarket industry has been growing recently at a steady pace . The 
high cost of new cars has caused a trend toward increasing the lifetime of 
vehicles currently in service. Lower fuel costs than after the second fuel 
shock have encouraged travel, thus increasing the demand for replacement of 
old and worn-out parts . . 

Like the original equipment market, the outlook for the aftermarket is not 
necessarily bright. One dilemma of manufacturers in the aftermarket is that 
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they are dependent on large volumes in order to produce on a competitive basis. 
The survival of many aftermark.et firms in Canada is dependent on high 
protection against imports. High tariff rates and high parts. prices- have 
contributed to the profitability of aftermarket firms and have also enabled 
original equipment firms to stay in business. 

Any reduction of Canadian tariff rates may affect original equipment part 
manufacturers and producers of Canadian aftennarket parts. It is not 
surprising that the APMA adamantly opposes including the aftermarket in the 
auto agreement. Both the U.S. parts industry and the U.S. government favor 
including the aftermarket. 51 

Quality of Employment 

Employment in Canada under the agreement is no longer an issue. 51 However, 
the quality of employment has generated considerable discussion. 52 

Deficiencies have been cited in three areas of employment. First, the 
rationalization of the North American automotive industry has increased the 
centralization of managerial functions in the U.S. (e.g., purchasing, 
production control, decisionmaking). Second, the structure of the Canadian 
industry creates fewer skilled and semiskilled positions in product~on. And 
third, the lack of research and development and design work. in Canada has 
created few of the more lucrative and creative opportunities in engineering 
and management of R&O activities. 

The agreement has increased the dependence of the Canadian subsidiaries 
on the parent companies. As a result, relatively few managers and engineers 
are employed. It must be remembered that the Canadian subsidiaries were branch 
plants to begin with. 51 

51 

5 1 

52 

5 l 

Federal Task Force, An Automotive Strategy for Canada, 155. 

For instance, Canada's share of the North American market for cars and 
trucks in 1982 was less than 8 percent. Meanwhi1e, according to an Onta~io 
Ministry of Treasury and Economics memo, 14.6 percent of Chrys1~r's 
work.force was employed in Canada in early 1983 (Ontario, Ministry of 
Treasury and Economics, "The Current Auto Situation,• Toronto, March 1, 
1983, 3 (mimeographed memorandum]). 

See Arthur, Review of the North American Automotive Industry, 58-59; 
Reisman, The Canadian Automotive Industry, 238; Automotive ?arts 
M.anufacturers Association of Canada, "Jobs, Investment, Hew Tedmo1ogy 
3rowth: The Unrealized Jotential of Canada's Independent Automotive ?arts 
Manufacturing Industry" (Toronto: AP~.A, a copy of a presentation to the 
Minister of Industry, Robert De Cotret, October 12, 1979); MacDonald, "The 
Future of the Canadian Autcmobi 1 e Industry in the Context of the Nort.h 
American industry"; interview with Sam Gindi n, Research Di rector, UAW 
(Canada), November 23, 1983. 

See, for example, Reisman, The Canadian Automotive Industry, 232-33. 
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Table 2.6 

Canada's Share of North American Production Employment 
for Selected Years 

(in percent) 

1972 1975 1980 1981 

Assembly* 
Parts** 
Tota 1 

9.8 
7.3 
8.3 

12.1 
7.5 
9.3 

13.0 
8.1 
9.9 

13.0 
8.9 

10.4 

Source: Federal Task Force, An Automotive Strategy for Canada, 166. 

*Assembly classifications include for Canada, Motor Vehicle, Truck Body, and 
Commercial Trailer Manufacturers; for the U.S., Motor Vehicle and Car Bodies, 
Truck Bodies, and Truck Trailers. 

**Parts classifications include, for Canada, Motor Vehicle Parts and 
Accessories and Automobile Fabric and Accessories; for the U.S., Motor Vehicle 
Parts and Accessories; Automotive Stampings, Carburetors, Pistons, Rings, 
Vehicular Lighting Equipment, Engine Electrical Equipment, and Automotive 
Apparel. 

The second deficiency in the quality of employment is in part a result of 
the unintended impact of the production-to-sales ratios. This safeguard has 
been blamed for shaping a more assembly-intensive Canadian automotive industry 
than in the U.S. 54 

Assembly operations are generally more labor-intensive than parts 
production, and may require less skills. Thus, while the Canadians enjoy a 
slightly higher than market share of employment, they have received a smaller 
share of the more attractive production employment opportunities. 

Canada's production employment is weighted toward the assembly sector (see 
table 2.6). The effect of the assembly bias (table 2.7) and its impact on 

54 It has also been suggested that because assembly production is more 
labor-intensive than parts production, the Canadian industry was shaped 
by the fact that wage rates in Canada were 1 ower than in the U.S. at the 
time major new investments were being made (Sector Task Force, The 
Automotive Industry in Canada, completed for the Ministry of Industry, 
Trade and Commerce, chairman, Norman H. Bell, 1978, 2. 
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Table 2.7 

Distribution of Skill Levels of Labor Inputs 
in the Canadian and U.S. Automotive Industries 

(in percent) 

Canadian Industry 

Nonskilled Semiskilled Skilled 

Vehicle Sector 
Parts Sector 
Total Industry 

74.9 
52.7 
65.S 

22.0 
37.4 
28.5 

3.1 
9.9 
6.0 

100 
100 
100 

U.S. Industry 

Vehicle Sector 
Parts Sector 
Total Industry 

49.4 
33.7 
44.5 

42.5 
55.8 
46.7 

8.1 
10.5 
8.8 

100 
100 
100 

Source: Automotive Task Force, Review of the North American Automotive 
Industry, based on Wage Rates, Salaries and Hours of Labour 1973, Ministry 
of Labour, Canada, and Industry Wage Survey, Motor Vehicles and Parts 
1973-74, U.S. Department of Labor. 

the composition of production employment in the Canadian industry was analyzed 
in the 1977 Arthur Report. 55 This analysis found that the Canadian automotive 
industry employed relatively few skilled and semiskilled production workers. 
The data in this report were from 1973. Since the study was published, major 
investments in parts production have been made and Canadian assembly 
facilities have been modernized. 56 

5 5 

s 6 

Arthur, Review of the North American Automotive Industry, 58 and Appendix 
9, 132-39. 

Within the last three years, the big three have all converted production 
to newer models and modernized assembly plants. GM's Oshawa B plant and 
Chrysler's Windsor plant combined employ approximately 240 robots and were 
said to be the two most automated assembly faci 1 ities in North America 
in 1983. Earlier, Ford started assembling its Escort/Lynx in Canada. 
And last year, Ford invested about $115 million to convert its Oakville 
plant from production of the rear-drive LTD to the front-wheel-drive Tempo 
and Topaz models (Ontario, .Ministry of Treasury and Economics, 11 The 
Current Auto Situation, 11 1. 

24 



Suggestions to address dissatisfaction with the quality of employment have 
included proposals to attract investment in parts production, and to pressure 
producers to invest in high-technology parts plants in Canada. · The APMA and 
the Ontario government have also suggested that trade under the pact should 
be kept within a prescribed balance for each sector. 57 

Research and Development 

The third aspect regarding quality of employment is the amount of research, 
development, and design activity carried out in Canada. 

The Arthur Report contained the calculation that the Canadian subsidiaries 
contributed at least $230 million annually to the R&D accounts of the parent 
corporations. 51 A few years later, a report commissioned by the Science Council 
Canada estimated that roughly 1,400 additional engineers would be employed 
in Canada if the $230 mi 11 ion were spent there. 5 9 The Ontario government 
suggested in 1978 that a fair share of R&D expenditures would create 2,500 
jobs.' 0 Government-commissioned studies have repeatedly emphasized the 
importance of research and development in a country's economic and industrial 
maturity.' 1 

The Reisman Commission calculated that the subsidiaries of the big four 
paid $300 million to U.S. headquarters in 1977. 62 In that same year, Statistics 
Canada informed the Commission that the motor vehicle manufacture~s spent only 
about $2 mil 1 ion on R&D in Canada. The Cammi s s ion comp a red this to an 

5 7 

s a 

5 9 

i 0 

& 1 

&2 

Dykes, Background on the Automotive Agreement, 84; Canada, Ministry of 
Treasury, Economics and Intergovernmental Affairs, Canada 1 s Share of the 
North American Automotive Industry: An Ontario Perspective, 25. 

The $230 million was based on the National Science Foundation's estimate 
that on the average 2.5 to 3 percent of net sales dollars are spent on 
deve 1 opment each year (Arthur, Review of the North American Automotive 
Industry, 51). 

MacOona 1 d, "Canadian 
Perceptions/Prescriptions, 11 

Automobile 
19. 

Industry: Some Emerging 

Canada, Ministry of Treasury, Economics and Intergovernmental Affairs, 
Canada's Share of the North American Automotive Industry, 26. 

Arthur, Review of the North American Automotive Industry, 50; Reisman, 
The Canadian Automotive Industry,, 207. 

Reisman, The Canadian Automotive Industry, 209. 

25 



estimated $3.4 billion total spent by the U.S. automotive industry on R&O in 
1977. Cl 

More recently, to emphasize the problem, a federally appointed automotive 
task force juxtaposed total expenditures of $4.4 billion spent by Canadian 
firms on R&D in 1982 to the approximately $5 billion spent worldwide by the 
big three each year since 1979." The high level of foreign o-.wnership of 
Canadian manufacturing and the low level of Canadian R&O as a percentage of 
GNP, have added to the government's interest in securing a larger connitment 
from the vehicle manufacturers.' 5 

Year 

1980 
1981 
1982 
1983 

Table 2.8 

GM's Expenditures on Research and Development 
($ millions, Canadian) 

Total Canada Canada as a % 
of Total 

2,600.0 25.7 .99 
2,700.0 24.S .91 
2,680.0 30.0 1.12 

29.4* 

Source: Federal Task Force, An Automotive Strategy for Canada, 79; "Leading 
R&O Spenders in Canada," Financial Post, March 12, 1983; John D. Gordon, 
manager, Government Staff, General Motors Canada. 

*Projected. 

The NOP, the Ontario government, and the Science Council of Canada have 
all been critical of the vehicle manufacturers for not conducting more R&D 
in Canada. The vehicle manufacturers have consistently responded with the 
argument that they have rationalized R&D operations by centralizing them. 
Nevertheless, recent R&D expenditures in Canada have increased apparent 1y, 
under political pressure. GM spends the most on R&D in Canada and is the only 

il 

'" 
iS 

Ibid., 129. This is based on an estimate reported in Business Week, July 
3, 1978. 

Federal Task Force, An Automotive Strategy for Canada, 78. 

See Alan Rugman, "Research and Development by Multinational and Domestic 
Firms in Canada," Canadian Public Policy 7, no. 4 (Autumn 1981): 604. 
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company that provides a breakdown in its financial reports of R&D expenditures 
in Canada and the U.S. In each of the past four years (1980-19~3), GM alone 
has spent many times more than Statistics Canada's 1977 figure of $2 million 
in Canadian R&O expenditures (table 2.8). Moreover, in the last three years 
GM has been one of the largest R&O spenders in the Canadian economy. 6

' 

Some Canadian studies have challenged the vehicle manufacturers' contention 
that their R&D operations must be centralized. The Reisman Commission said 
that this horizontal organization was not necessarily superior, but 
traditional. MacDonald analyzed the 1978 roster of the Society of Automotive 
Engineers (SAE) and, using GM as an example, concluded that R&D activity was 
not geographically centralized in the U.S. Of the 1,891 product design 
engineers (approximately three-quarters of GM's engineers) listed in the 
roster, 42 percent worked in parts manufacturing divisions that were often 
further away from Detroit than is Oshawa. 67 

Many proposals aimed at increasing R&O activity in the Canadian industry 
have focused on domestic pol icy changes unrelated to the agreement. These 
include suggestions to allow the remittance of duty on equipment purchases 
for research, expanding and 1ibera1 i zing the Enterprise Deve 1 opment Program 
(EDP) to fund more research and development in the parts sector, and broadening 
the definition of R&O expenditures. 

The Reisman Commission suggested that for a five-year period the vehicle 
manufacturers receive 200 percent CVA for increments of R&O expenditures in 
Canada, whether in-house or in independent laboratories. The Commission also 
suggested that the government seriously consider penalizing the companies 
through the tax code if they do not increase R&D in Canada. The Commission's 
report suggested a way this might be done. 

'' 

67 

'a 

One approach would be to balance these (tax] deductions against R&D 
expenditures made in Canada. For example, transfer payments might 
intially be deductible in a ratio of $5 to $1 of Canadian R&O. The ratio 
could then be adjusted progressively until it became $1 deductible for 
transfer payments for every $1 spent for Canadian R&0. 68 

In 1983 and 1982, GM was the eleventh and in 1981 it was ninth in research 
and development spending . ("Leading R&D Spenders in Canada, 11 Financial 
Post, March 12, 1983). 

MacDonald, "The Future of the Canadian Automotive Industry in the Context 
of the North American Industry, 11 5. MacDona 1 d cautioned that this 
analysis is based on a self-selected sample and therefore is not 
necessarily representative. 

Reisman, The Canadian Automotive Industry,, 216. 
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MacDonald suggested that the government pressure GM into setting a good R&D 
example. 69 

The vehicle manufacturers have responded by saying that th~re would have 
to be financial incentives sufficient to offset the advantages of centralized 
R&D operations. In response to the Reisman Commission's recommendations for 
increasing the amount of R&O done in Canada, MVMA said: · 

The advantages of centralized research in vehicle production are 
material to the extent of over-riding importance. To have effect, 
financial incentives and grants would have to be at a level sufficiently 
high to offset these over-riding advantages of centralized R&O. 
Cumbersome customs and immigration obstacles negate even that geographic 
intimacy that does exist. 70 

Issues on the U.S. Side 

The operation of the auto pact has raised fewer issues on the U.S. side, 
particularly in recent years. There has been a decline in lobbying by the 
affected interest groups in the United States. This lack of agitation does 
not indicate full satisfaction with the provisions of the agreement; neither 
the auto makers nor the labor organizations are content. Instead, each group 
feels that aggressive action taken to bring about change would not be in its 
interest. According to Bob Watkins, the Director of International Affairs 
at the Motor Vehicle Manufacturers Association of the United States (MVMA), 
auto companies dislike being told how or where they should produce cars; 
consequently, they do not like the provisions in the agreement that require 
them to make certain production decisions. On the other hand, they understand 
the unpredictable nature of a renegotiation. The decision to maintain the 
present agreement is the result of weighing possible gains that might be made 
from renegotiation against possible losses. 

Labor's silence on the issue stems from the existence of a larger concern 
of job losses resulting from growing import penetration. The UAW has targeted 
the higher import share of the U.S. market as the most urgent problem. 

U.S. labor does have reason to be concerned about the agreement with Canada. 
Since 1982, the United States has been a net importer of automotive products 
from Canada. In 1982, the United States exported $10.9 billion in motor 

i 9 

70 

MacDonald, "The Future of the Canadian Automobile Industry in the Context 
of the North American Industry, 11 105. 

Motor Vehicles Manufacturers Association of Canada, "A Submission to The 
Honourable Jack Horner, Ministry of Industry, Trade and Commerce on The 
Report of the Inquiry into the Automotive Industry, S.S. Reisman, 
Commissioner," January 5, 1979, 7. (Mimeograph.) 
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vehicles to Canada and imported $13 billion from Canada. A higher proportion 
of U.S. production workers has lost jobs than Canadian production workers since 
the beginning of the most recent downturn. Between 1978 and 1981, U.S. 
automotive production employment decreased by 26.1 percent, while Canadian 
employment only decreased by 12.5 percent (see table 2.9). 

Tota 1 

Year u. s. 

1978 988.5 
1981 730.3 

Difference 258.2 

% Decline 26.1 

Table 2.9 

Percent Decline in Automotive Production 
Employment between 1978 and 1981 

(thousands of workers) 

Automotive Assembly 

Canada U.S. Canada 

97.0 58.0 47.0* 
84.8 266.3 39.7 

12.2 91. 7 7.3 

12.6 25.6 15.5 

Source: Federal Task Force, An Automotive Strategy for Canada, table A-2, 
166. 

*This is for 1979, the year Canada's employment in the assembly classific~tions 
peaked. 

Two issues that have surfaced in the United States are (1) the continued 
existence of the Canadian safeguards, and therefore the asymmetry of the 
provisions of the agreement; and (2) the procedures for gathering trade data. 

Safeguards 

The major complaint on the U.S. side is the continued existence of the 
Canadian safeguards, which U.S. officials maintain were supposed to be 
transitional. Pressures to terminate the safeguards have come from various 
parts of the U.S. government. In 1969, the Treasury and Commerce Departments 
proposed an end to "buy American" restrictions against Canada on U.S. 
government vehicle purchases in exchange for the elimination of the 
safeguards. In 1970, both the Senate Finance and the House Ways and Means 
Committees suggested that if there was not a decisive move toward free trade, 
the agreement should be abrogated. 
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The UAW--because of its involvement on both sides of the border--has been 
in a delicate position. It has not advocated the elimination of the 
safeguards. Instead it endorses the Canadian safeguards and recommends that 
the U.S. should have similar provisions in the agreement. Leonard Woodcock, 
former president of the UAW, outlined the organization's proposal at an 
oversight hearing on the impact of the agreement on employment in the United 
States. 

If there were comparable requirements in the United States, the 
companies would have to balance their investments and production 
decisions more carefully in the two countries. We are not proposing, 
however, the mechanistic annual production/sales ratio, as is now the 
case in Canada. Such rigidity might lead to sharp swings from one year 
to the next. Rather we suggest a requirement to balance production with 
domestic sales which would be implemented by an administrative 
determination that the trend of production over a period of several years 
is consistent with U.S. residents' purchases of North American-made 
cars. 71 

The thrust of the UAW position has not changed. 

Problems with Recording Trade Flows 

Because both the United States and Canada ~eep better track of their im?orts 
than of their exports, each has begun using the otheras imports to estimate 
its own exports. American groups, including labor, have acknowledged that 
there has been a significant improvement in the trade data. However, the UA'll 
is still concerned with the accuracy of the valuation of trade with Canada. 

Labor leaders are skeptical of the statistics because they are taken en 
faith from corporations who are operating on both sides of the border. The 
union contends that this situation allows the companies to coordinate 
information to their advantage. In 1976, before the Subcommittee on Labor 
Standards, Woodcock testified: 

71 

72 

Transnational business operations enable corporations to ·manipulate 
production and prices so as to maximize their net gains, regardless of 
the impact of their policies on labor and government. We urge the ITC 
[International Trade Commission] to examine carefully the methods 
employed to measure the trade flows under the Auto Parts Trade Act. 

We may we 11 question the meaning of the official ba 1 ance of trade 

U.S. Congress, House Committee on Education and Labor, Subcommittee on 
Labor Standards, Oversight Hearings on the Impact of the Canadian-American 
Automotive Agreement on Employment in the United States, 94th Congress, 
2d session, 1976, 33. 

Ibid., 35. 
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statistics on automotive products. In that respect, it should be noted 
that there are significant differences between the trade data shown in 
the President's Annual Report to Congress and the ITC data. 72 

Conclusion 

Although the automobile industry has changed radically since the inception 
of the auto pact in 1965, many factors prevent both the United States and 
Canada from pushing too ha rd for a change in the terms of the pact. The two 
nations had different objectives in promulgating the agreement; and the parts 
manufacturers, labor organizations, and assemblers on both sides of the border 
have different interests. The situation is complicated by use of inconsistent 
statistics in calculating auto trade flows. In short, the auto agreement 
exists in a carefully balanced environment which has been resistant to change. 
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CHAPTER THREE 

Issues Relating to the Changes in the Automotive Industry 

The automobile industry has become increasingly complex and competitive 
during the past decade. In 1980 and 1981, 27 percent of all cars sold in the 
United States were imported, compared with 15 to 18 percent in 1978. Since 
1979, Japanese cars alone have represented over one-fifth of all automobiles 
sold in North America. In 1980, sales of North American-made cars reached 
the lowest level since 1961, which resulted in the dismissal of one out of 
every four auto workers and a $4.2 billion loss for the big three 
producers. 73 Many industry observers predict that these producers will never 
regain their former market shares or return to their old levels of production 
and employment, in spite of encouraging profits realized by Ford, General 
Motors, and Chrysler in 1983 and 1984. 

Policymakers have become increasingly concerned about the long-term effects 
of the changing automobile market on the American industry. Japanese 
manufacturers now enjoy significant cost and productivity advantages over 
their American counterparts. In order to compete with the Japanese, as well 
as with other nations which are emerging as auto producers, North American 
manufacturers will have to become more efficient. Gains in efficiency., 
however, may result in the permanent di sp 1 acement of thousands of North 
American workers. For this reason, Congress has considered several domestic 
policies designed to assist workers in adjusting to permanent industry 
reductions. The first section of this chapter will discuss the merits and 
shortcomings of these policies. 

If they are to survive and profit, America's automobile producers must also 
adjust to the changing world and domestic markets. In order to compete with 
foreign manufacturers and reduce the cost advantage currently enjoyed by the 
Japanese, American companies will have to make changes in both their production 
methods and their organization. The second section of this report will examine 
the comp et it i venes s of the North American industry, describe the changing 
North American market, and discuss ways in which North American producers are 
working to regain their international competitiveness. 

73 Jose A. Gomez-Ibanez and David Harrison, Jr., "Imports and the Future of 
the U.S. Automobile Industry, 11 American Economic Review 72 (May 1982): 
319. 
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Domestic Policy Issues 

During the past recession, the United States and Canada experienced the 
highest unemployment rates since the great depression. According to a 1980 
study by the U.S. Bureau of Economic Analysis (Department of Commerce), each 
percentage point increase in the unemployment rate reduced GNP by $68 billion 
and cut federal tax receipts by $20.2 billion. Furthermore, federal outlays 
increased substantially because of additional unemployment insurance ($4. l 
billion), food stamps ($500 million), and AFDC ($100 million). 74 The declining 
competitiveness of the North American automotive industry has caused economic 
hardship for many workers in that industry, as well as in the related steel, 
rubber, plastics, and glass industries. 

During the peak period of 1978-1979, over 1 million workers were employed 
in the U.S. auto industry . 75 Between 1969 and 1979, American motor vehicle 
manufacturing employment grew by only 0.9 percent annually; the growth rate 
from 1979 to 1990 is projected to be between +0.5 percent and -0.7 
percent. 76 The following industry developments will have an important effect 
on auto workers: 

1. Reduction of large car production and the work of the foundries and engine 
complexes that supported such production; 

2. Shifts to more efficient production facilities, often operating at line 
speeds of 70-75 units per hour compared to previous speeds of 45-60 units 
per hour and requiring 1 ess workers ( 4, 500 compared to 5, 400 in more 
traditional plants); 

3. Increased use of robotics and other mechanically or electronically 
controlled labor-saving devices; 

4. Greater reliance by motor vehicle producers and parts suppliers on foreign 
sourcing of parts and major components; and 

5. Maintenance of a free market for trade in cars (which is not certain) with 
some restrictions, for the foreseeable future . 77 

74 

75 

76 

77 

Organized labor is also concerned about the increases in the auto industry's 

Barry Bluestone and Bennett Harrison, The Deindustrialization of America 
(New York: Basic Books, 1982), 102. 

Robert Cohen, The Emp 1 oyment Con sequences of Structura 1 Changes in the 
Auto Industry (Cambridge, Mass.: Massachusetts Institute of Technology 
Press, 1981), 18. 

Bluestone and Harrison, 75. 

Cohen, 13. 
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use of robotics and other automation technologies. Auto manufacturers can 
now operate robots at a cost of approximately S6 per hour, while the wages 
and benefits of workers cost the manufacturers S20 per hour. General Motors 
estimates that 90 percent of its capital invest.11ent -will be in 
computer-controlled machines by 1987. One 1980 survey by the American Society 
of Manufacturing Engineers predicted that as raany as one-fifth of existing 
auto industry workers will be displaced by 1985. Many of these jobs will 
probably be t:-ansferred to new production facilities within the U.S.--.ost 
likely in the southern states. In addition, the survey estimates that up to 
SO percent of auto assembly wil1 be done by machines by 1995. 7

• Due to these 
and other trends, the United Auto Workers (UAW) estimates that its llellbership 
will decline 20 percent by 1990. To protect its 9e91bers frOll automation and 
other sources of displacement, the union has successfully negotiated with the 
auto manufacturers for advance notice of layoffs and retraining rignts. 7

' 

The UAW is also concerned about the impact of foreign auto iaports. The 
Fair Practices in Automotive Products Act (doaestic-content legislation), 
sponsored by the UAV, has gained support in Congress. The bill wuld require 
foreign auto manufacturers to include a 11ininum amount of Aaerkan-:made 
content in each automobile sold in the U.S. Such protectionist legislation 
would guarantee short-term security to auto workers, but it •ight !Uot serve 
the 1 ong-term American interests. One Congress iona 1 Budget Office study 
estimated that although domestic-content legislation would save 38.000 jobs 
by 1990, factories that produce exported goods--particu1ar1y e]ectronics, 
agriculture, and service industries--would lose 104,000 jobs over t~e sane 
period. In addition, domestic-content legislation would c~nt:-avene GAIT 
obligations and undermine American efforts to prevent protectionist po1icies 
fro11 spreading abroad. Auto prices would rise by approximately 6 pen:ent if 
domestic-content legislation were passed. 111 If other countries respo~ded by 
adopting similar protectionist po1icies, the American parts manufacturers 
might find it difficult to increase their market shares abroad. 

Although the auto industry is experiencing structura1 change, neii~ne,- the 
U.S. nor Canada has developed effective labor-adjustment policies. Both 
sk. i 11 ed and unsk. i 11 ed workers who are 1 a id off au st either be ~ehi red or 
retrained or accept reduced wages in other industries. During a laid-off auto 
worker's first two years of une.'llployment, his or her earnings vi11 be maced 
by 43 percent. Four years 1 at.er he or she wn l sti n cn"Jy earn 84 percent 
of original wages. 11 

71 

79 

•• 

I l 

S. A. Levitan and C. ~- JchnsDn, 11The Future of Wort: Does It Be1ong ~o 
Us or Robots?" Monthly Labo,.. ~eview 105, no. 9 (September 1982): 12. 

Ibid . 

nProposed Automobile Domestic Content Legislation: Pro ar.d Con , • 
Congressional Oicest 62 (;:ebr~ary 1983): 34. 
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Labor Adjustment 

Labor adjustment policies are expensive, as illustrated by the Chrysler 
bail-out, which cost approximately $l4,000 for each worker. 82 This section 
will examine labor adjustment policies that have been proposed to offset the 
problems of economic dislocation created by the changing auto industry. 
Although increased trade has generated some American jobs, other U.S. workers 
have lost their jobs as a result of increased competition from abroad. Several 
studies have described these trade-affected workers as most likely to be union 
members, minorities, females, and heads of households, with a stable 
employment history. While they are not likely to be less affluent than the 
typical worker, they are generally less educated and older. The cost of 
relocating, retraining, and aiding these workers in their search for new jobs 
is likely to be high. While younger and more mobile workers find it easier 
to relocate and readjust to unemployment, older workers are less flexible due 
to family responsibilities. Rather than moving to seek new, well-paying jobs, 
they often prefer to exhaust their unemployment insurance (UI) eligibility, 
hope to find new jobs, and may have to accept a reduced standard of living. 

The federal government currently supports twenty Special Protection 
Programs (SPPs) designed to compensate displaced workers who have lost their 
seniority or whose specific job skills have become obsolete due to federal 
action or policy. Such programs supplement UI by partially replacing lost 
wages wi~h weekly benefits. These programs provide adjustment services such 
as counseling, retraining, and relocation aid. In FY 81, these programs cost 
$3 billion. In addition to the federal programs, the states spent $20 billion 
in FY 81 on UI and general adjustment assistance. 83 All workers pay a 0.7 
percent federal tax to cover the administrative costs of the UI system. The 
system's operating costs are covered by the states through an employer 
tax. 84 

Trade Adjustment Assistance (TAA) is the largest of the federal SPPs. TAA 
benefits supplement UI and can be used to subsidize the retraining and 
relocation of workers partially or totally displaced by imports. The goals 
of TAA are threefold: to ease adjustment; to compensate for injury stemming 
from imports; and to neutralize political pressure for protectionism. 85 TAA 
is the only SPP for which auto assembly workers are eligible. Under the 
or i g i n a 1 terms of the auto pact , up to th i r ty month s of ass i stance co u l d be 
granted to workers displaced by the elimination of duties on auto parts between 

82 

8 l 

84 
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Bluestone and Harrison, 75. 

Philip L. Martin, Labor Displacement and Public Policy (Lexington, Mass.: 
0. C. Heath and Co., 1983), 25. 

C. M. Aho and J. A. Orr, "Trade Sensitive Employment: Who Are the Affected 
Workers?" Monthly Labor Review 196, no. 1 (February 1981): 29 . 

Martin, 61-62. 
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the U.S. and Canada; this three-year SPP was terminated in 1968. 86 Since then, 
it has been more difficult for displaced parts manufacturing workers than for 
assembly workers to prove import injury. Parts workers may be d.eemed eligible 
for TAA only if the part they produce is imported as a unit, rather than as 
part of an assembled vehicle.' 7 

TAA benefit payments to auto workers grew dramatically in the late 1970s. 
Outlays grew from $259 million in 1979 to $1.624 billion in 1980 and $2.7 
billion in 1981. As of 1980, 409,000 auto workers had received TAA 
benefits." By 1981, this number had risen to 670,000, and auto workers 
represented over two-thirds of all TAA recipients . . During the FY 82 budget 
cuts, TAA was slashed, with the result that there was a 63 percent drop in 
petitions certified for auto workers and an 82 percent increase in the number 
of petitions denied for them. 

In 1982, TAA was replaced by the Trade Readjustment Assistance program, 
which emphasized goals of efficiency rather than equity. In authorizing the 
new program at lower funding levels than its predecessors, Cong~ess reasoned 
that reduced benefits would encourage workers to relocate rather than remain 
tied to a declining industry. 

Community Adjustment 

Several surveys taken during the 1981-1982 recession indicated that half 
of all workers displaced by plant closings remained jobless for one year or 
more. 89 Communities as well as individuals suffer from these shutdowns, since 
they are drained of large portions of their tax bases and forced to either 
cut services or enact tax increases when they can least be !afforded. 

A 1 though the f edera 1 government has imp 1 emented 1 i mi ted community
adj ustment programs, several federal tax policies hinder community adjustment 
to plant closings or cutbacks. The tax system provides incentives for plant 
relocations and closures through accelerated depreciation allowances for 
capital and relocation deductions. Foreign profits of American-based 
corporations are tax exempt until they are returned to the U.S. Foreign income 
taxes paid are treated as a credit against U.S. taxes due. 
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One proposed approach to community adjustment in the U.S. has been that 
followed under the National Employment Priorities Act of .1975 (NEPA), 
sponsored by then Senator Walter Mondale (Minn.) and Representative William 
Ford (Mich.). Varying versions of this act have been proposed in Congress 
but have never reached the floor of either chamber. The original bill would 
have required: 

(1) two years advance notice of plant closings, if more than 15 percent 
of a plant's work force is to be idled, and (2) investigatory hearings 
by the Department of Labor to determine (a) the economic necessity for 
closing, (b) the anticipated economic and social loss to employees and 
government, and (c) alternatives to mitigate the adverse impact of plant 
closing.' 0 

Under NEPA the Sec re ta ry of Labor cou 1 d deprive a company of various tax 
benefits if it was found to be violating the terms of the act. 91 NEPA would 
have provided financial assistance to employers to prevent plant. shutdowns 
in addition to providing employees with transfer rights, relocation expenses, 
income and fringe benefit protection, and job search assistance. Moreover, 
NEPA would have aided communities affected by shutdowns by requiring a 
corporation to make compensatory payments to the local government for loss 
of tax revenue and to the federal government if it was moving a plant outside 
the U.S. 92 

Although plant-closing legislation has not been passed at the national 
level, twenty-one states are considering similar legislation. Maine, Michigan 
and Wisconsin have already enacted weak plant closing laws. 93 Canada requires 
companies with more than fifty employees to provide at least four months' 
advance notice of layoffs. 

Community adjustment could also be facilitated by tax reform. For example, 
a tax credit, similar to the investment tax credit, could be given to 
corporations for reinvestment in "human capital" and renewed contributions 
to local tax bases. 94 
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Private Adjustment Initiatives 

The UAW has successfully negotiated retraining agreements with Ford and 
General Motors (1982). These agreements are designed to assist auto workers 
who have been unemployed since 1978. Under the contracts, the companies 
contribute 5 cents per employee-hour worked to a national fund to finance the 
retraining of laid-off workers. Ford contributes approximately $10 million 
a year to this fund, while GM contributes $40 mi 11 ion each year. The Ford 
training program in Dearborn, Michigan, offers prepaid tuition assistance, 
career counseling, and targeted retraining to workers laid off by Ford across 
the country. The GM fund, supp 1 emented by other funds, has been used to 
finance similar programs in California, Ohio, and Michigan. 

Another agreement between GM and UAW may provide as much as $80 mi 1 lion 
per year for the retraining of current employees. Under the new agreement, 
every local union creates its own fund, to which the company contributes 14 
cents per employee-hour worked. Management and local union officials 
determine the local organization's training needs, which are then addressed 
by specially tailored programs. For example, a program might be designed to 
prepare work.ers for reemployment outs; de the company, or it might ada?t 
employees' skills to technological changes in the plant production process. 
Although these are important programs, they cannot address a1l of the auto 
industry's labor adjustment needs. 

Adjustment in Canada 

In Canada, trade-injured workers do not receive special compensation. 
Rather, labor-adjustment programs aid dislocated workers regardless of the 
cause of their dislocation. Recent initiatives, such as the Industry and Labor 
Adjustment Program (!LAP), provide direct adjustment services on a sectoral 
or geographic basis. According to Pearson and Salembier, unemployment 
insurance is probably Canada's most important 1abor-adjustrnent instrumeflt, 
supplemented by various training, counseling, and mobility or relocation 
programs.' 5 

The Costs of Protection and the Benefits of Adjustment 

In recent years the United States has had a Voluntary Export Restraint (VER) 
agreement with Japan. The benefits of short-term protection policy are se1doa 
greater than the losses resulting from it. Benefits would outweigh losses 
only if gains from accelerated investment under the VER represented a 30 
percent rea 1 return on investment and if the auto industry employed 100 pi!rCe!tt 
of the potential new workers who would other«ise be unemp1oyed--a h~gh1y 
unlikely scenario.'' 
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One alternative to protection for the United States and Canada is to broaden 
labor-adjustment efforts to stimulate worker training, retraining, and 
relocation to new employment. The start-up costs of such programs would be 
high, but the gains in overall economic efficiency could compensate for these 
expenses. Rapid, fair, and generous adjustment can facilitate Canadian and 
the U.S. efforts to become more competitive in the world marketplace. Lester 
Thurow has written: 

Transitional aid for retraining, relocating, and getting through a 
period of unemployment should, if anything, be overly generous. The 
goal is not to spend the least possible, but to promote a rapid rate 
of economic change. What we lose in overly generous compensation, we 
will more than make up in faster economic change. 97 

American Producers and the Changing Market 

This section will describe the changes that have been occurring in the North 
American automotive market over the past decade, examine the competitiveness 
of American producers in both the international and domestic markets, and 
discuss the areas of importance to the American manufacturers in their efforts 
to become more competitive. 

Declining North American Influence 

North American manufacturers no longer dominate the world auto market. 
At one time, American producers were not threatened by foreign competition 
simply because their output was so much greater than that of any other country. 
North American manufacturers accounted for 80 percent of the wor 1d 1 s auto 
production shortly after World War II; however, their share has now fallen 
to approximately 25 percent. North American, European, and Japanese 
production levels are now virtually equal. 

The North American automotive market is no longer growing 
it has been mature for several years, with very 1 ittle growth in demand. 

Canada's market is similarly mature. Hence, there is little opportunity for 
auto sales to increase in North America. 

According to the product cycle theory, production leaves the home market 
when savings on wages paid to labor constitute the best method of cost 
reduction and profit growth. 98 The theory does not predict that automobile 
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manufacturing will leave North America completely; nor does it even require 
that further significant reductions in production occur. Some economists, 
such as Lester Thurow, believe that the product cycle will further erode the 
North American auto industry. Economist Raymond Vernon, the 0ri gi nator of 
the product cycle theory, disagrees, since his theory applies only to mature 
markets and mature products with standardized production processes. According 
to Vernon, the North American automobile industry is presently facing a very 
rapid rate of change, both in product and in production methods. In addition, 
the market is being restructured, and the size of the industry in the 
industrialized nations is so great that the reductions in output will affect 
factor costs, and so should be self-dampening. Hence, auto production may 
remain in North America. 

Auto Makers Dealing with a No-Growth Market 

Faced with a mature market, North American automobile manufacturers have 
had to develop strategies for profit growth while production has grown only 
modestly. Auto makers could have increased their overall profits by 
maintaining constant profits per car while increasing sales. Since sales 
either have been steady or have fa 11 en over the pa st seve ra 1 yea rs, the 
manufacturers have had to try to increase their profits per car. There are 
several other ways to increase profits: raising the price of each car; 
quickening the rate at which consumers replace their cars; expanding exports; 
or decreasing unit manufacturing costs. Manufacturers have employed each of 
these methods to increase their profits. 

North American manufacturers were able to maintain high profits on their 
automobiles for many years by selling large automobiles which commanded higher 
prices and produced greater profits than small cars. Traditionally, the 
engines and overall body size of American and Canadian cars have been larger 
than those of cars produced in other countries. Figure 3 .1 shows the 
composition of different countries' markets classified by vehicle body size. 
Even with reductions in engine and body sizes over the past decade, the average 
American car is still larger than its European and Japanese counterparts. The 
growing market share of "light" cars (largely produced by foreign 
manufacturers) and the shrinking share for large cars (produced by North 
American companies) have lowered the unit profits of domestic manufacturers. 

A second way for manufacturers to increase profits is to quicken the rate 
at which consumers replace their automobiles. In North America, consumers 
have traditionally been encouraged to replace their automobiles frequently, 
a habit which sustained their demand for new cars. The big three have always 
introduced new lines of automobiles each year, with a broad variety of styles 
offered by each manufacturer. These factors have he 1 ped to maintain North 
American consumer interest in new cars and have led consumers to replace their 
cars more frequently than do consumers in other countries. The replacement 
rate has fallen, however, due to the sluggish economic growth of the past 
decade. Figure 3.2 illustrates this trend; the average age of vehicles in 
use in the United States has been increasing steadily since 1974. 
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A third way for manufacturers to increase profits is to decrease the 
manufacturing cost of each car. This has been difficult for the North American 
manufacturers, who had little incentive to reduce costs as long as American 
incomes kept rising. Frequent model changes, the increasing size of new cars, 
and the addition of new options necessarily increased the manufacturing costs 
of American automobiles. Labor cost reductions and productivity increases 
(either through new work rules or through new technology) have been resisted 
by labor unions and were not pressing when there was no competition to control 
costs. The size of the nonproduction staff in each of the big three companies 
also increased in the absence of pressure for cost reduction or justification. 
Figure 3.3 shows production labor content per vehicle produced in the United 
States and General Motors' hourly labor costs. There has been little increase 
in the North American industry's productivity since 1960, and none at all since 
1970, despite the shift toward less labor-intensive, smaller cars since the 
mid-1970s. 

Manufacturers may increase profits in a fourth way, by expanding exports. 
However, this may be difficult due to internationally competitive pricing. 
Ford and General Motors own European subsidiaries which manufacture smaller 
cars for the European market. These cars are compatible with the sizes and 
styles demanded in the rest of the world and may be exported elsewhere. Since 
North American cars have traditionally been so large, there has been little 
potential for their export to the rest of the world. European auto exports, 
on the whole, and exports from the European subsidiaries of the big three have 
been greater than the corresponding exports from North America. There are 
other markets for large cars, particularly in the Middle East, but these 
markets are much smaller and are no longer growing. Most of the developing 
countries with sizable markets have domestic-content requirements which 
restrict their demand for autos produced in the United States, and lower per 
capita incomes make it difficult to buy expensive American cars. 
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Figure 3.2 

Average Age of Passenger Cars in Use in the U.S. 
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U.S. Production Labor Content v. Labor Cost 
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The Japanese Cost Advantage 

There are various elements of the unit cost advantage enjoyed by Japanese 
v eh i c 1 e s rel at i v e to tho s e produced i n North Amer i ca . Ph i 1 i p Ca 1 dwe 11 , 
Chairman of Ford Motor Co., claims that the Japanese manufacturers have a 
landed cost advantage (net after shipping) of $2,000 per car. 99 Other estimates 
of the Japanese cost advantage typically run from $1,000 to $1,500 per car. 
A survey by Harbour and Associates in 1983 concluded that the cost advantage 
in building small cars was $2,203 per vehicle, and that the Japanese enjoyed 
an average advantage of $1,718 net after shipping. 100 

The Harbour study estimated that 39 percent of the Japanese advantage stems 
from better management systems, 25 percent from just-in-time inventory 
practices, 25 percent from wages and benefits, and 11 percent from 
union-management relations and superior technology. This estimate did not 
attribute any of the Japanese advantage to the yen-dollar exchange rate. In 
another study, however, Caldwell attributed $700 (of his estimated $2,000 
Japanese cost advantage) to the yen's undervaluation. 101 

Martin Anderson of M.I.T., a noted expert on the auto industry, estimated 
in 1983 that only $3,000 of the actual $7,000 selling price of a typical 
Japanese car represented costs incurred in yen. Thus, any change in the value 
of the yen has an effect less than half as great on the American selling price 
of the car. 

Changing Production Methods 

Competition in the North American market has increased considerably since 
1973. Consumers now demand smaller cars, and the American government's 
fuel-efficiency standards have further encouraged the production of smaller 
cars. As the North American market has become more similar to European and 
Japanese markets, import penetration by these producers has increased. 

North American producers have been reducing the size of their automobiles 
since the mid-1970s and have increased investment in new plant and equipment 
to improve productivity. Japanese and European manufacturers are also 
investing in pl ants in North America, and the Japanese a re expected to 
introduce major changes in American production methods. The new Nissan plant 
in Tennessee will be operated in much the same way as plants in Japan, and 
Nissan is determined to avoid UAW pay scales and work rules. Toyota has also 
instructed General Motors' management on changes to be introduced at the new 
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plant to be operated by the two companies in California. 1 u The Japanese parts 
companies which are building plants in the United States to supply Toyota and 
Nissan will also increase competition for contracts with the big three, thereby 
increasing pressure for productivity increases by North American parts 
manufacturers. 

Production changes have al ready been i .ntroduced by the aajor d0111Destic 
manufacturers. Repetitive and boring tasks, such as welding and finishing, 
are being performed by robots, and the big three are becoming aware of the 
higher costs caused by frequent model changes. A Booz A Hen stllldy has 
estimated that the expansion of product lineups in the past two decades has 
added Sl,000 of overhead to the cost of the average car. 11 ~ Even vith these 
production changes, however, it will be some time before the Aller'i ,can ~aoor 
content per vehicle can be reduced to the Japanese 1evel. These productivity 
gains will lead to further reductions in employment, even if peak producUon 
is maintained. 

Because of innovation and new investment, some North Amer-ii can prnduct ion 
processes have al ready moved ahead of Japanese tedino1ogy. GM' s use of robots 
in body painting is rated better than that of the Japanese, 11

• and GM was also 
the first to install microprocessors in its cars to co,ntr1)1 fue1 :11ix a ,nd nther 
functions. 115 However, the overall productivity of American producer's stH1 
lags behind that of Japanese auto makers. 

There has been some specu1atio.n that North American exports to Euro?e ai9ht 
increase in the future, 1

" due to European restrictions en Ja~ariese im?orts 
and nationalism among Europe•s major car makers. On1y the ?SA group (Citroe~. 
Peugeot, and others) are truly pan-European manufacturer's with significant 
production in more than one country. Productivity in Europe has grown at a 
pace that is even s 1 ower than Ford• s and Genera 1 ~otors • . However, the 
European mark.et is steadi 1y becoming integrated in terms of sa 1 es, H TM>t 
production, and most manufacturers are now se11ing caT"s successfuHy 
throughout the continent. Competition between the EuT"opea~ µroducers is k1!e~. 
and each company holds a relatively sma11 market snare. A1though natioria.1 
politics have kept some companies from merging er opening branch p1ants i~ 
other countries, many companies enter 1 imi ted agreements to share research 
and development costs or to coproduce ceT"tain body parts in crrle,- to achieve 
economies of scale. 
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European manufacturers, 1 i ke the Japanese, have been ab 1 e to bui 1 d sma 11 
cars more efficiently than North American manufacturers, and Europe as a whole 
has maintained a trade surplus in automobiles with both the United States and 
Canada. Europe has had higher fuel costs than either the U.S. or Canada for 
many years, and European manufacturers have thus had more experience in making 
small, fuel-efficient cars for their home markets. 

Japanese productivity may not increase as much in the future as it has in 
the past. Japanese manufacturers have increased production while maintaining 
a constant number of workers. Export restraint agreements with Europe and 
North America, new Japanese investment in North America, and the slow market 
growth in i ndustri a 1 countries have reduced the potent i a 1 for future export 
growth. Future productivity gains by Japanese auto makers will probably 
require reductions in the workforce, unless manufacturers can add more value 
to each car w h il e re ta i n i n g the i r current market share s . There i s a 1 ready 
evidence that the tightly knit industrial structure in Japan, which has 
facilitated production growth for the past twenty years, is beginning to feel 
some strain. Some Japanese auto makers have been forced to cut back on 
purchases from some of their parts makers, leading some of the parts makers 
to begin looking overseas for new customers and new factories. 107 

Cost Cutting 

In 1977, the big three reported record combined after-tax profits of $5.l 
billion on sales of over 9 million vehicles. Then in 1983, after a slump of 
several years, the major American manufacturers again earned record 
profits--an estimated $6.3 billion on sales of just 6.5 million vehicles, 28 
percent below the production peak of 1977. It is estimated that the break-even 
point for auto sales has been cut by more than one-third since 1977. 108 There 
are, however, some circumstances which tend to inflate these profits, the 
primary one being restrictions on Japanese imports. 

Even though the magnitude of the American manufacturers' profits may be 
inflated due to protection from import competition, these producers have made 
substantial changes which could lay the groundwork for significant 
productivity gains as the domestic market recovers. The manufacturers are 
restructuring to be profitable with a market share of just 75 to 80 percent, 
and have conceded much of the small car market to the Japanese. Since 1980, 
the big three have closed ten large North American assembly plants. Large 
staff cuts have been made by each company. Ford has cut its salaried employees 
by 21,000 (29 percent) over the past three years, and Chrysler's cuts have 
totaled 11,000--one-third of its salaried positions. General Motors 
permanently cut 37 ,000 (14 percent) of its North American staff jobs. 109 

However, Martin Anderson contends that staff could be cut still further, since 
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the nonproduction staffs of Ford and GM in North America are nearly twice the 
size of staffs even in their own European subsidiaries. 110 

The companies have also won concessions from labor, the most notable of 
which was the paycut accepted by unions in 1982. The s-ourcing of parts to 
independent parts makers has also reduced production costs. Chrysler, for 
example, bought only 50 percent of its parts from independent producers in 
1979, but the independent producers supplied the company with more than 70 
percent of its parts in 1983. The independent suppliers' average hourly wage 
was only $16, compared with Chrysler's $22. 111 

Unions have also accepted new work rules in some plants, and management 
has begun to reassess its old philosophies. A new Cadillac plant in Livonia, 
Michigan, has decreased labor time per engine and cut its scrap rate by SO 
percent. Workers at the plant have agreed to perform multiple tasks, and 
worker-management relations have improved following the adoption of the more 
informal Japanese plant management style. In this case, American industry 
is selectively copying from the Japanese for productivity gains. 112 Further 
gains may be possible if this system is expanded within General Motors. 

Despite these cost reductions, North American producers wi 11 have to 
implement st i 11 more changes if they a re to become competitive. As noted 
above, the big three enjoyed large profits in 1983, but this was largely due 
to high prices made possible by import barriers. The companies are enjoying 
an increased demand for large cars; however, this demand may be temporary. 
The competitiveness of North American producers will be fully realized only 
when the big three are able to pass productivity gains along to the consumer 
in the form of lower prices. Import barriers are not likely to remain in force 
for very long if the manufacturers' 1984 profits are similar to those of 1983, 
and the executive pay bonuses announced in April 1984 do not help the 
manufacturers' image. 

The World Car Concept 

As the i nterna ti ona 1 automotive industry has become more comp 1 ex and 
competitive, major motor vehicle manufacturers have sought new ways to survive 
and profit in their changing environment. One of these has been to develop 
a "world car11 --that is, a small car, suitable to all types of climates and 
conditions, which can be produced and marketed all over the world, capturing 
maximum economies of scale while allowing for minor differences in local 
tastes. 113 
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American auto producers have taken a decentralized approach in creating a 
world car. Multinationals, most notably Ford and General Motors, have s~arted 
to manufacture uniform parts on a large scale in many different countries, 
to be assembled in several different locations. 114 For example, Ford assembles 
a world car in Portugal with parts manufactured in sixteen different countries. 
By scattering its production facilities in many different countries and 
regions, a company may gain access to markets which would otherwise be closed 
to imported automobiles. Much of the parts production (and, to a lesser 
extent, the assembly of cars) for companies employing the world car strategy 
is expected to shift to developing countries; the ostensible goal is to move 
newly developed technology and production facilities into these nations where 
wages and the costs of other factors of production are low, so as to diminish 
the competitive advantage of more technologically advanced producers, 
especially Japan. 115 

Imported parts have become proportionately more important to American 
producers as production has slowed, and the value of imported parts per 
automobile produced in the United States has increased dramatically over the 
past twenty years. 

Si nee the va 1 ue of imported parts has increased faster than production, 
the value of foreign content in American-made cars has risen dramatically over 
the past twenty years. Presumably, parts are imported by the auto producers 
because they can be acquired more cheaply from abroa~ than they can be produced 
domestically. However, the savings achieved in this manner have apparently 
not yet been great enough to reduce the cost of production to a level at which 
American-made cars can be competitive with those made in Japan. This is also 
affected by the prevailing exchange rate. In order to lower costs, the North 
American producers are apparently following two strategies. 

First, they are trying to lower domestic production costs. As noted 
previously, the higher costs of American production are caused not only by 
higher labor costs and lower factory productivity, but also by management 
methods, large nonproduction staffs, and high inventory costs. The pursuit 
of lower costs in production labor and in inventories could have implications 
for the auto pact. 

The big three are becoming conscious of their high inventory costs and are 
reducing the size of their inventories. Although the Toyota and Nissan plants 
are incorporating the just-in-time inventory practices used in Japan, it does 
not appear that the big three are planning to adopt this practice. If they 
were to adopt a just-in-time strategy, auto production might become more 
concentrated in the Detroit-Windsor area. Parts that are costly to ship and 
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to store, such as glass, finished metal, and engines, would be produced near 
the assembly plant and delivered directly to the assembly lines rather than 
to warehouses for inventory. The just-in-time strategy may depend upon the 
adoption of new work practices and wage restraints. 

Second, an emphasis on lower wages could lead to further decentralization 
of the industry. At the present time, the value of imported parts for assembly 
in North America is not high enough to create substantial costs savings. If 
the world car strategy were pursued vigorously and large numbers of 
{low-skilled) labor-intensive parts were imported, the North American 
producers might be able to lower their production costs. 

The pursuit of either (or both) of these strategies will ultimately lead 
to reductions in North American employment in the auto industry, but they must 
be compared with the alternative of increased import penetration, which will 
also lead to the loss of domestic jobs. 

A trend is apparently developing toward decentralization of the North 
American industry. This is evidenced in two major ways. First, American 
producers are obtaining parts from increasingly diverse sources. Instead of 
sourcing exclusively from their own subsidiaries, the big three are turning 
to independent parts producers for their components. This has resu1 ted in 
savings for the companies, since the independent producers' wages are, on the 
average, almost one-third less than those of the major producers. The second 
way in which decentralization is occurring is related to the first. An 
increasing number of plants are now operating in cities and states far away 
from the traditional, Detroit-based center of the industry. This may be partly 
due to the fact that the large producers are no longer relying solely on their 
own subsidiaries for parts; independent producers can locate anywhere, and 
often seek out the lower-wage areas of the South and Southwest. Assembly 
plants have opened in California, Tennessee, and Texas. Hence, 
decentralization of the industry is occurring both geographically and 
organizationally. 

In order to reduce the cost of parts, American and Canadian producers may 
have to increase further the sourcing of parts from manufacturers in fow-wage 
places. Mexico, for example, has become an increasingly import.ant source of 
parts. Since 1978, seven General Motors and two Chrysler plants have opened 
in the area around Juarez, manufacturing seat covers, instrument parnel 
padding, shock. absorbers, radios, electronic controls, wiring harnesses, a.rad 
engines. 11

' By the end of 1984, it is estimated that the investments of the 
big three in Mexican facilities will exceed Sl billion. 117 

Logically, under an optimum international division nf jabcr, 
labor-intensive work. should be done in low-wage areas, 'With mor~ 
capital-intensive, high-techno1ogy work done in the United States and :ar1aca. 

l l' 81uestone and Harrison, 136. 

l 11 Ibid. 
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Low-value parts may be produced abroad, since inventory costs are relatively 
modest, and high-value parts can be produced close to the assembly site, to 
economize on inventory and shipping costs. By thus restructuring their 
production processes, as well as making technological improvements, the 
automobile producers may be able to join the world car concept with Japanese 
just-in-time practices to cut their costs of production, improve productivity, 
and become more competitive in the world marketplace. 

The Effect of the Changing World Market on the Auto Pact 

The intensified international competition in the auto industry is likely 
to have two important effects on the auto pact . The first of these is the 
increasing presence of foreign manufacturers in the United States. These 
companies did not sign letters of commitment when the auto pact was signed 
and, therefore, are not committed to the maintenance of specific levels of 
Canadian content. Parts makers in Canada will probably exert pressure for 
inclusion of these companies in the pact if exports to Canada from these 
American plants become significant. 

The Japanese manufacturers, apparently, will have significant levels of 
North American content in their vehicles. Nissan, which plans to manufacture 
nearly 200,000 trucks per year at its Tennessee plant, recently announced that 
its trucks would incorporate close to 50 percent North American content. 118 

Some of the parts will undoubtedly come from Canada, so Canadian content will 
be higher in these vehicles than in current imports from Japan, which have 
virtually no Canadian content. This level will, however, be much lower than 
in cars produced by the big three. Given the small size of these companies' 
Canadian markets, the Japanese manufacturers will probably be unwilling to 
incur large costs to meet Canadian content requirements. 

118 Automotive News, February 13, 1984, 14. 
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CHAPTER FOUR 

Policy Conclusions 

The auto pact endures as a major bilateral agreement despite the conflicting 
goals of both governments: the U.S. government seeks freer trade; and the 
Canadian government seeks increased production, employment, and a larger share 
of parts production through protection. Because of these conflicting goals, 
both governments a re unlike 1 y to renegotiate the pact, s i nee the re su 1 ting 
agreement might be less advantageous to each side than that which exists 
presently. Developing an appreciation for this stalemate has been one of the 
accomplishments of this investigation. Despite this situation, we believe 
that efforts can be made, without renegotiating the pact, to enhance the 
industry's ability to meet the challenges of the changing market. Essentially, 
there are four policy areas in which these efforts should be focused: 
protectionism; the future role of the safeguards; bilateral consultations on 
the state of the industry; and U.S. -Canada co 11 aborat ion in dea 1 i ng with 
competitors outside North America. 

Through liberalized trade in the North American auto sector, the auto pact 
has been highly successful in increasing productivity through economies of 
scale due to plant size, specialization, and a more efficient division of 
labor. It has provided for a great shift of intercorporate investment leading 
toward a rationalized North American industry. However, the auto pact does 
not address the need for long-range planning and research and development in 
the industry to meet the changing nature of the auto market. 

To compensate for the pact's deficiency in this respect, there have been 
calls for protection by means of higher levels of Canadian value added on 
imported vehicles from the Canadian manufacturers and parts producers, and 
for domestic-content legislation by American labor. Both Canadian and U.S. 
labor, and to some extent the industries, have called for prolonged voluntary 
export restraints by the Japanese to curb penetration of the North American 
market. These protective measures could lock in the inefficiencies which have 
handicapped the industry and have he 1 ped bring it to its recent crisis. 
Moreover, if done unilaterally, they would essentially put an end to the auto 
pact. 

In order to arrest the further decline of the auto sector, the ; ndustry 
must become more competitive by improving its productivity. Investment in 
advanced production methods such as robotics, coupled with a continuing R&D 
effort, is necessary during what is likely to be an extended period of 
transition. Increasing the competitiveness of this industry is unlikely to 
take place under an umbrella of protectionism. 

Some analysts have suggested coupling temporary and declining protection 
with industry commitments for improving competitiveness. This is attractive 
in theory, but the history of Canadian safeguards illustrates the durability 
of the supposedly temporary protective measures. We will return to this point 
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later. 

The North American auto industry is now (1983-1984) earning record p~ofits 
after years of losses. This can be attributed partially to the protection 
the industry has received from Japan's voluntary export restraints and tax 
credits in the U.S. This period of profit can be exploited to facilitate 
further long-range planning and R&D investment to maintain the industry's 
share of the North American auto market. Movements in this direction have 
been made by the major manufacturers in the U.S. 

There may be little gained for North America as a whole in Canadian efforts 
to force U.S. auto manufacturers, who perform most of their R&D in the U.S., 
to move their facilities to Canada or to set up new facilities there. On the 
other hand, company claims that any movement would tend to frustrate economies 
of scale from what are now alleged to be centralized R&D investments are not 
convincing. What appears to be more important in this regard is the efficient 
dispersion of R&D and the introduction of new technology throughout the 
industry. 

The lack of indigenous R&D investment in Canada has been well documented. 
According to a recent poll conducted by the Financial Post, only fourteen of 
seventy-two Canadian firms stated that they would be making "substantial 
i ncreases 11 in their R&D efforts during the next three yea rs. Of these 
seventy-two firms, General Motors of Canada ranked eleventh for projected R&D 
investment for 1983 with a tota 1 proJected amount of $29. 4 mi 11 ion. These 
same firms suggested three mechanisms by which the Canadian government might 
create incentives for these vital investments: tax credits; government 
research grants; and tax shelters. 

To curb their loss of market share to the newly industrialized countries 
(NICs), Canadian auto parts manufacturers have called for new protection and 
government-guaranteed loans for retooling. It is doubtful that either of these 
measures would help solve the problems of low productivity and poor 
competitiveness in the long run. The same can be said of the effort by the 
parts manufacturers to extend the CVA requirements of the auto pact to Japan. 
We believe that these demands overestimate Canada's bargaining position with 
Japan. The Canadian economy as a whole has little to gain from starting a 
trade war through such actions. 

We realize that industrial decisions are made in a political process not 
entirely concerned with theoretical arguments. Decisions in favor of 
protection may come even if they are theoretically unsound. However, if some 
action is to be taken in this direction, it can be linked to specific 
investment programs for revitalization--retooling, R&D, training--and 
legislated according to an agenda which will phase out the protective measures 
during a specific period of time. 

Similarly, a labor-adjustment program for both the United States and Canada 
could be devised to address the problems stemming from the declining employment 
in the industry. It is unlikely that the past levels of employment in the 
auto industry wi 11 be achieved in the future due to investment in more 
automated methods of production. An employment-adjustment program could be 

53 



designed to address this employment transition in a manner vhich is not 
industry specific, and which is tied to a particular agenda, phasing out the 
benefits ever time. In addition, such a program could be supp1egented by a 
human capital tax credit, applicable to training and retraining expenditures 
by manufacturers. 

The asymmetrical nature of the U.S.-Canada relationship and the high degree 
of U.S. ownership of the Canadian auto sector remain as irritants which 
generate pressures in Canada for protection. These were the ~asons for the 
original safeguard provisions in the auto pact. Tailoring the safeguards so 
that they might provide greater flexibility for investment .ay be a key to 
the future success of the North American auto industry. 

As mentioned earlier, the legitimacy of the safeguards remains disputed, 
yet they remain within the text of the pact. The U.S. government has alvays 
maintained that the safeguards were to be temporary measun!s. However, f!"'08 
the Canadian perspective, the safeguards remain an essential component ~f the 
pact--a guarantee of participation in the Horth American industry. 

Only t-.o of the safeguards are now significant. The fi.,..st concerns the 
designation of a •bona fide• manufacturer, one eligible ta +'articipat.e ~n 
duty-free trade across the border. The second requires a 11i niaum l eve~ of 
product ion in Canada in re 1 at ion to the total Canadian sales. This 
production/sales ratio required by the pact is 0.75 or the ratio ~btained in 
the 1964 model year, -.hichever is higher. The aanufacturers cur~~ntly ac~ieve 
production/sales ratios of 0.95 to 1.0 for automobiles, 0.85 tc 1.n fer ~uses, 
and 0.95 to 1.0 for conaercial vehicles. The CVA safegua!"d comm~t.:aent ~s ~o 
longer meaningful. The requirement was set at a fixed value of 53.4 ?er::e~t 
or the value of CVA produced in the model year. As a resu1t ~f 4~f1at"5 ·:m 3r.d 
increased sales, many argue that the C'JA/tot.a1-value ratio has ~eger.e!'a~ed 
to as little as 10.1 percent. A pragmatic apprDach to the ~utdated r.~1A 
safeguard would be to drop it from the agreement. 

Still, it is conceivable that Canada might seek tn ~ncrease CVA -equi~~ts 
in an effort to aid the Canadian parts industry. !ncreasee CVA is tan~~nt 
to increased Canadian domestic content. Achieving such a c~ange vithi~ the 
pact, after negotiations, is i.mlH.e1y. Any increase ~n CVA or the 
production/sales ratio would require ~he U.S. to recognize the ~~;~t~macy of 
both the safeguards and the increase, neither nf vhich is 1H.ejy. Heither 
the Reisman Commission report of 1978 nor the Feder-a 1 Task f~~e re;>ort .~f 
1983 reconnended revising the pact, and any renegotiation wcu~d ~qu~~ 
precise1y this. 

In the unl ike1y event of an increase ~n !.he ;>rotect~o~ ~r~v"'ced by -:~e 
safeguards, the U.S. gover~ment and t~e ma:iufacturers -wcu~d ~~~1 .. e 
accommodation. One approac:-S might be to i n~~ouce an averagtr:; ;}f safeg:;;a~ 
requirements over a period of three to five years. '9i th nr wi t~out 1 ~ ri:Uge 
to increased CVA, the idea of averaging safeguards uy be desi~ao1e, s~~ce 
this would permit flexibility ir. manufacturing strategies i>y ai 1ovir.ag f:)r 
better adaptation to market t~ends. Companies find it rlifficu1t ~o 30de~nize 
and retool plants ~hile con~.;r:uir.9 to meet safeguard requ~re!lents i~ the Sallle 
year. 
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A concern of the Canadian UAW and the Canadian government regarding 
safeguard averaging is that minimum levels of Canadian participation_ might 
not be guaranteed. Some officials have expressed fears -that without 
guarantees, the flexibility allowed by averaging might result in Canada having 
to absorb most industry cutbacks. Since model changes and investment strategy 
can require temporary plant closures and a diversion of resources, guarantees 
of participation might be found in minimum annual 11 floor 11 levels of the 
safeguards, with requirements for higher levels that must be met over three 
to five years. Canada can presumably introduce these modifications without 
opening the entire pact for renegotiation. An additional area of manufacturer 
flexibility that might be considered involves an averaging across vehicle 
classes. Flexibility would most likely be in conjunction with restrictions 
on minimum levels of production to ensure against undue concentration in one 
vehicle type. The Canadian UAW also opposes abolishing production/sales 
ratios based on vehicle classes for the same reasons stated against averaging 
safeguards over a period of years. 

The tone of the bilateral trade relationship has calmed considerably in 
the past few yea rs comp a red to the conflicts of the 1970 s. In reg a rd to the 
auto industry, there appears to be a need for consultations between government 
and industry experts on a regular basis, perhaps every two or three years, 
in order to address the issues which enhance or impede the adaptation of the 
North American auto industry to changes in this vital market. 

Furthermore, there may be gains to both governments in collaborating on 
issues such as uniform reporting requirements for auto trade; the infiltration 
of counterfeit parts into North America; and the e stab 1 i shment of import 
restraint levels, if these are continued. 

The North American automotive industry faces a crucial period of 
development during the next several years. Sustaining a sound automotive 
industry requires long-range investment planning and vigorous research and 
development programs. The industry depends on government policies that 
encourage this, on both sides of the border. 
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APPENDIX A 

Statistics 

Notes for Tables 1 and 2 

11 Canada-United States trade in automotive products ... is measured by 
comparing the import statistics of each country. U.S. statistics on imports 
from Canada (converted to Canadian dollars) are used to represent Canadian 
exports because this enables a more exact comparison of the two trade flows. 
This greater exactness results from severa 1 factors. Customs revenue is 
collected on the basis of import documentation and consequently, the filing 
and scrutiny of import documents is more rigorous. The use of Customs tariff 
along with the commodity code allows assignment of the trade of certain 
commodities to the automotive sector. Examples of such commodities are tires, 
hardware, fabric, glass, metal material, lighting fixtures, ignition 
equipment, etc., which may or may not be related to production of automobiles. 
As a result, the data ... for automotive trade with the U.S. differ significantly 
from data released in all other Statistics Canada trade reports such as the 
Preliminary Statement of Canadian Trade (Daily Bulletin, catalogue 11-00lE) 
and the monthly Summary of External Trade (catalogue 65-001). Data in these 
trade reports give statistics by commodity which can serve as an approximation 
of automotive trade; however, they should not be expected to agree precisely 
with this release. 11 James B. Dykes, Background on the Automotive Products 
Trade Agreement, Annex B (Toronto: MVMA, June 1982), n.p. 

Though discrepancies seem to exist between the totals and the figures in 
the tables, statistics are consistent with the tables presented in Background 
on the Automotive Products Trade Agreement. 
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Table A.l 

Canada-United States Trade in Automotive Products 
(S millions, Canadian) 

United States Imports 
from Canada 
Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total 

Canadian Imports from 
the United States 
Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total 

Balance 
Cars 
Trucks, etc. 
Parts 
Ti res and iubes 
Total 

Excluded retroacti~e 
adjustments to val~e 
of importee parts from 
U.S. for specia! tool~ng 

charges 

(continued on next page) 

1971 1972 1973 1974 1975 1976 

1,943 2,046 2,272 2,540 Z,858 3,430 
593 706 789 868 932 1,344 

1,495 1,778 2,172 1,963 2,045 2,942 
8 23 68 64 58 163 

4,039 4,553 5,301 5,435 5,903 7,879 

960 1,056 1,439 1,621 2,183 2,327 
361 495 643 896 342 970 

2,485 2,907 3,528 3,829 4,425 5,473 
36 50 92 218 174 115 

3,842 4,508 5,702 6,564 7,724 8,875 

983 990 833 919 575 :,113 
232 211 146 -28 -10 374 

-990 -1,129 -1,356 -1,366 -2,3SC -.2,531 
-28 -27 -24 -154 -106 48 
197 45 -401 -1,129 -1,821 -996 

85 93 lBB 135 
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United States Imports 
from Canada 
Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total 

Canadian Imports from 
United States 
Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total 

Balance 
Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total 

Excluded retroactive 
adjustments to value of 
imported parts from U.S. 
for special tooling 
charges 

Table A.l continued 

($millions, Canadian) 

1977 1978 1979 1980 1981 1982 

4,032 4,732 4,345 4,452 5,145 7,170 
1,964 2,325 2,354 2,218 3,142 3,946 
3,721 4,753 4,489 3,405 4,151 4,902 

144 192 234 231 286 406 
9,861 11,993 11,432 10,306 12,724 16,424 

2,834 3,038 3,747 3,388 3,719 2,875 
1,118 1,322 1,952 1,217 1,339 873 
6,848 8,092 8,666 7,600 9,229 9,676 

153 130 155 146 165 147 
10,953 12,582 14,520 12,351 14,452 13,571 

1,198 1,685 598 1,064 1,426 4,295 
846 1,003 412 1,001 1,803 3,073 

-3,127 -3,339 -4,177 -4,195 -5,078 -4,774 
-9 62 79 85 121 259 

-1,092 -589 -3,087 -2,045 -1,728 2,853 

244 284 234 297 258 260 

Source: Dykes, Background on the Automotive Products Trade Agreement. Annex 
B (Toronto: MVMA, June 1982). 

59 



Table A.2 

Canada-United States Trade in Automotive Products 
($millions, U.S.) 

1971 1972 1973 1974 1975 1976 

United States Imports 
from Canada 
Cars 1,924 2,065 2,272 2,597 2,810 3,479 
Trucks, etc. 587 713 789 888 916 1,363 
Parts 1,480 1,795 2,172 2,007 2,010 2,984 
Tires and Tubes 8 23 68 65 67 165 
Total 3,999 4,596 5,301 5,557 5,803 7,991 

Canadian Imports from 
the United States 
Cars 951 1,066 1,439 1,658 2' 146 2,350 
Trucks, etc. 357 500 643 916 926 984 
Parts 2,461 2,934 3,527 3,916 4,350 5,551 
Tires and Tubes 36 so 92 223 171 117 
Total 3,805 4,550 5,701 6,713 7,593 9,002 

Balance 
Cars -973 -999 -833 -939 -664 -1,129 
Trucks, etc. -230 -213 -146 28 10 -379 
Parts 981 1,139 1,355 1,909 2,340 2,567 
Tires and Tubes 28 27 24 158 104 -48 
Total -194 -46 400 1, 156 1, 790 1, 011 

Excluded retroactive 
adjustments to value 
of imported parts from 
U.S. for special tooling 
charges 84 94 188 138 148 247 

Exchange Rate 
U.S. per Canadian Dollars 
Period Average 
Par Rate/Market Rate 0.9903 1.0093 0.9998 1.0226 0.9831 1.0142 

(continued on next page) 
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United States Imports 
from Canada 
Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total 

Canadian Imports from. 
United States 
Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total Balance 

Cars 
Trucks, etc. 
Parts 
Tires and Tubes 
Total 

Excluded retroactive 
adjustments to value of 
imported parts from U.S. 
for special tooling 
charges 

Exchange Rate 
U.S. per Canadian Dollars 
Period Average 

Table A.2 continued 

($millions, U.S.) 

1977 1978 1979 1980 1981 1982 

3,791 4,141 3,709 3,807 4,291 5,812 
1,847 2,038 2,018 1,897 2,621 3,199 
3,499 4,167 3,832 2,912 3,462 3,974 

135 168 200 198 239 329 
9,272 10,514 9,759 8,814 10,613 13,314 

2,665 2,663 3,199 2,897 3,102 2,330 
1,051 1,159 1,666 1,041 1,117 708 
6,439 7,094 7,398 6,500 7,698 7,843 

144 114 132 125 138 119 
10,299 11,030 12,395 10,563 12,055 11,000 

-1,126 -1,478 -510 -910 -1,189 -3,482 
-796 -879 -352 -856 -1,504 -2,491 

2,940 2,927 3,566 3,588 4,236 3,869 
9 -54 -68 -73 -101 -210 

1,027 516 2,636 1,749 1,442 -2,314 

229 249 200 254 215 211 

Par Rate/Market Rate 0.9403 0.8767 0.8537 0.8552 0.8341 0.8106 

Source: Dykes, Background on the Automotive Products Trade Agreement; 
International Financial Statistics, January 1976, 86; October 1977, 84; March 
1984, 128. 
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Table A.3 

World Motor Vehicle Production 
(in thousands) 

Percent of 
World Total 

u.s & 
United Canada U.S. & 

Year States Canada Total Europe Japan U.S. Canada 

1982/1972 

% Change -38.2 -10.8 -35.2 0.7 70.5 

1982 6,986 1,276 8,262 14,938 10,732 19.3 22.9 

1981 7,943 1,323 9,,266 14,561 11,,180 21.3 24.9 

1980 8,010 1,374 9,384 15,530 11,043 20.8 24.4 

1978 12,899 1,818 14.717 16,205 9,269 30.5 34.8 

1972 11,311 1,430 12,741 14,836 6,294 31.8 35.S 

1968 10,820 1,150 11,971 11,241 4,085 38.2 42.2 

1965 11,138 847 11,984 9,549 1,876 45.9 49.4 

1960 7,905 398 8,303 6,824 482 47.9 50.4 

Source: ~VMA, Motor Vehic t e Facts and Figures '83 (Detroit: ~VMA, 1983), 31. 
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Table A.4 

U.S. Motor Vehicle and Equipment Manufacturing Employment 
(annual average) 

Production Workers 

All Percent Average 
Employees Number of Total Hourly 

Year (000) (000) Employees Earnings 

1982 690.0 550.7 79.8 11.60 
1981 783.9 582.8 74.3 11. 01 
1980 788.8 575.4 72.9 9.85 
1979 990.4 764.4 77 .2 9.06 
1978 1,004.9 781. 7 77.8 8.50 
1977 947.3 734.7 77.6 7.85 

Source: MVMA, Motor Vehicle Facts and Figures '831, 67. 

Note: These figures are for tne Motor Vehicles and Equipment Manufacturing 
Industry (SIC 371) as defined by the Standard Industrial Classification 
system. Many others are employed in manufacturing automotive components which 
are classified in other industries. 
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Table A.5 

Proportion of Production Overseas 

1970 1976 1980 

General Motors 18 27.2 28.9 
Ford 32 44.5 57.4 
Chysler 34 42.1 n/a 
Volkswagen 21 33.7 33.7 
Fiat 23 26.1 14.2 
Peugeot 14 9.0 17.4 
Renault 23 13.5 27.8 
British Leyland 13 0.0 0.0 

Average 22.3 24.5 25.6 

Source: Andrew Black, "I nterna ti ona l Trade Trends and Po 1 icy in the Automobile 
Industry" (paper presented at the International Policy Forum, Stenungsund, 
Sweden, June 12-18, 1983). 
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Table A.6 

Voluntary Restraint Agreements and Japanese Market Share 

U.S. Canada 

VRA Period Quota VRA Period Quota 
April 1, 1981- April 1, 1981-
March 31, 1982 1,680,000 March 31, 1982 174,200 

Apri 1 1, 1982- April 1, 1982-
March 31, 1983 1,680,000 June 30, 1982 * 

Apri 1 1, 1983- July 1, 1982-
March 31, 1984 1,680,000 December 31, 1982 63,000 

Apri 1 1, 1984- January 1, 1983-
March 31, 1985 1,800,000 March 31, 1984 153,000 

Japanese Market Share 

U.S. Canada 

1980 21. 3% 14% 

1981 21. 6% 21% 

1982 22.6% 25% 

Source: Canada, Ministry of Industry, Trade and Commerce/Regional Economic 
Expansion, Automotive, Marine and Ra i1 Branch, North American Automotive 
Industry Statistics, table 19a, Chrysler Canada memo, "Selective Comparative 
Oata. 11 

*No agreement was in effect between April 1, 1982, and June 30, 1982. 90,000 
cars were imported from Japan during this period. 
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Table A.7 

Total Hourly Compensation for Production Workers 
in Motor Vehicles and Equipment 

1. 

2. 

% yearly increase in 
total hourly compensation 
(measured in national 
currency) 
Canada 
U.S. 
Japan 

% yearly increase in 
total hourly compensation 
(measured in U.S. 
dollars) 
Canada 
U.S. 
Japan 

3. Hourly compensation in 
U.S. $ (where U.S.=100) 
at actual annual exchange 
rates 
Canada 
U.S. 
Japan 

Selected Measures 
1976-1982 

1977 1978 

16.0 11.2 
11. 5 10.7 
8.2 10.6 

7.4 3.7 
11. 5 10. 7 
19.9 42.1 

1979 

7.2 
8.0 
5.5 

4.1 
8.0 
0.7 

1980 

12.0 
17.5 
3.3 

10.9 
17.5 
0.0 

82 77 75 71 
100 100 100 100 
42 54 50 43 

1981 

11.5 
12.8 
8.5 

8.6 
12.8 
11.2 

1982 

11.6 
6.8 
7.2 

8.5 
5.8 

-5.5 

69 70 
100 100 
42 37 

Source: Canadian Association of Japanese Automobi 1 e Dea 1 ers, A Report on 
Current Production and Trade Issues in the Canadian Automobile Industry, 
Cammi ssioned for Currie, Coopers and Lybrand, .Management Consultants and 
prepared by Ross Perry, May 1983 (tables have no page numbers). 
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Table A.8 

Foreign Sourcing - Recently Announced Commitments by 
Automobile Manufacturers to Purchase Foreign - Made 
Components for Use in Domestic Yeh icles Production 

Automobile Description of Intended Manufacturing Approx. 
Manufacturer Component Use Source Number Period 

GM 2.8 Liter V-6 Cars GM de Mexico <400,000 1982-

Ford 

per year 

2.0 Liter L-4 Mini- Isuzu (Japan) 100,000 1981-
with Transmission Trucks per year 

1.8 Liter 
Diesel L-4 

J-Car GM de Brazil 250,000 1982-
per year 

THM 180 Automatic Chevette GM Strasbourg circa. 
250,000 
per year 

1979-
Transmission (France) 

2.2 Liter L-4 

Diesel L-4 

2.0 Liter L-4 

2.3 Liter L-4 

0iese1 6 cy 1 . 

Turbo-Diesel 
4 cyl. 
Manual 
Transaxles 

Aluminum 
Cylinder 
Heads 

Cars 

Cars 

Mini
Trucks 
Cars 

Cars 

Cars 

Front 
Oise 
Cars 

1. 6 
Liter 
L-4 

Ford-Mexico <400,000 1983-
per year 

Toyo Kogyo 150,000 1983-
per year 

Toyo Kogyo <100,000 1982-
per year 

Ford de Brazil circa 1979-
50,000 
per year 

BMW/Steger 100,000 1983-

BMW/Steger 

Toyo Kogyo 

Europe, 
Mexico 

per year 
1985-

100, 000 1980-
per year 

1980-

(continued on next page) 
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Automobile Description of 
Manufacturer Component 

Ford Electronic 
Engine Control 
Devices 
Ball Joints 

Chrysler L-6 and V-8 
Engines 

AMC 

VW of Am 

2.2 Liter L-4 

2.6 Liter L-4 

1. 7 Liter L-4 

1.6 Liter L-4 

2.0 Liter Diesel 
V-6 
1.4 Liter L-4 

Aluminum 
Cylinder 
Heads 

Car Components 
and Power 
Train 

Radiators, 
Stampings 
L-4 Diesel 
and Gas 

Table A.8 continued 

Intended 
Use 

Cars 

Cars 

Cars 

K-body 

K-body 

L-body 
(Omni) 
L-body 

K-body 

Manufacturing Approx. · 
Source Number 

Toshiba 100,000+ 
per year 

Musashi 1,000,000 
Seimibu per year 

Chrysler de <100,000 
Mexico per year 
Chrysler de <270,000 
Mexico per year 
Mitsubishi 1,000,000 

Period 

1978-

1980-84 

early 
1970s 
1981 

1981-85 

Volkswagen 

Talbot 
(Peugeot) 
Peugeot 

1,200,000 1978-82 

400,000 1982-84 
total 

A-body Mitsubishi 
(Omni-

100,000 1982-
per year 
300,000 1984-
per year 

Repl acement) 
2.2 Fiat 
Liter 
L-4 

AMC- Renault in 
Renault France, 

Mexico 

Rabbit VW de Mexico 

Cars VW de Mexico 

300,000 1982-
per year 

250,000 1979-
per year 
300,000+ 1982-
per year 

Source: U.S. Congress, Senate Committee on Finance, Issues Relating to the 
Domestic Auto Industry III: Hearing before the Subcommittee on International 
Trade of the Cammi ttee on Finance, 97th Cong., 1st sess., December 1, 1981, 
207. 
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Table A.9 

Total Employment in Canadian and U.S. Automotive Industries 
(thousands of workers) 

1975 1976 1977 1978 1979 1980 1981 

Canada 101. 0 110.0 116.8 123.3 123.S 107.0 109.2 

U.S. 926.2 1051.6 1144. 7 1189. 9 1150. 3 935.8 909.0 

Canada- 1027.2 1161.6 1261.5 1313.2 1273.8 1042.8 1018.2 
U.S. 

Canada as 9.83 9.47 9.26 9.39 9.70 10.26 10.72 
% of Total 

Source: Federal Task Force, An Automotive Strategy for Canada (Ottawa: 
Minister of Supply and Services Canada, May 1983), 165. Compiled from 
Statistics Canada and U.S. Department of Commerce. 
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Table A.10 

Overall Net Production to Net Sales Value Ratios -
Achieved by Auto Pact 

Companies in Canada, Selected Years 1970-1983 
($ millions, Canadian)* 

Passenger Vehicles 
(required ratio: 
range 95-100) 

Commercial Vehicles 
(required ·ratio: 
range 75-100+) 

Model Years 

1970 1972 1974 1976 1978 1980 1982 1983 

166 125 122 122 130 106 202 196 

162 122 98 113 155 115 238 272 

Source: Canada, Ministry of Industry, Trade and 
Commerce/Regional Economic Expansion. 

*Net sales value ratio achieved by all companies. 
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Table A.11 

Actual Canadian Value Added as a Percentage of 
Cost of Sales Compared 

to CVA Commitments of al I Auto Pact Producers, 
Selected Years 1965-1982 

Cost of Vehicle Sales in 
Canada of Al I Auto Pact 

($mi I I ions Canadian) 

1965 1968 1971 1974 1977 1980 1982 

Producers 1,534 1,977 1,911 3,795 6,001 8,757 6,327 

Total CVA Produced 992 1,420 1,825 2,687 4,337 4,659 5, 759 

Total Achieved CVA as a 
Percentage of Cost of Sales 65 72 96 71 72 53 91 

Total CVA as a Percentage 
of Cost of Sales Committed 
to by Al I Auto Pact 
Producers 58 71 69 62 60 57 59 

Source: Canada, Ministry of Industry, Trade 
and Commerce/Regional Economic Expansion. 
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Table A.12 

Canadian Motor Vehicle Production in Thousands of Units, 
Selected Yea rs 1964-1982 

Year Cars Trucks and Buses Total Percentage Change 

1964 559.6 111. 3 670.9 
1965 706.8 139.8 846.2 26.1 
1970 923.4 236.l 1,159.5 36.9 
1971 1,083.2 263.6 1,346.8 16.2 
1972 1,154.S 319.9 1,474.4 9.4 
1973 1,227.5 347.4 1,574.9 6.8 
1974• 1,165.6 361. 7 1,527.3 (3.1) 
1975 1,044.8 379.2 1,424.S (6. 7) 
1976 1,137.3 502.8 1,640.1 15.0 
1977 1,162.S 612.9 1, 775. 4 8.2 
1978 1,139.6 677. 9 1,817.5 2.4 
1979 987.7 644.0 1,631.7 (10.2) 
1980 846.7 527.5 1,374.2 (15.8) 
1981 806.3 523.7 1,330.0 (3.2) 
1982 793.9 448.0 1,241.9 (6.6) 

Source: Ward's Report. 
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Table A.13 

U.S. Vehicle Production in Thousands of Units, 
Selected Years 1965-1982 

Year Cars Trucks and Buses Total Percentage Change 

1965 9,335.2 1,802.6 ·11, 137. 8 
1970 6,550.1 1,733.8 8,283.9 (25.6) 
1971 8,583.7 2,088.0 10,671.7 28.8 
1972 8,828,2 2,482.5 11, 310. 7 5.9 
1973 9,667.1 3,014.4 12,681.5 12.1 
1974 7,324.5 2,746.5 10,071.0 (20.6) 
1975 6,716.9 2,269.6 8,986.5 (10.8) 
1976 8,497.9 2,999.7 11, 497. 6 27.9 
1977 9,213.6 3,489.1 12 ,702. 7 10.5 
1978 9,175.8 3,715.9 12,891.7 1. 5 
1979 8,422.1 3,068.9 11,491.0 (10.9) 
1980 6,732.2 1,636.3 8,368.5 (27.2) 
1981 6,252.2 1,682.9 7,935.1 (5.2) 
1982 5,074.5 1,912.6 6,987.1 (11.9) 

Source: Ward's Report. 
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Table A.14 

U.S. and Canadian Car Manufacture by Size Classification 

1981 1980 

U.S. Canada Canada 

Subcompact 1,656,195 110, 988 47,662 
Compact 1,782,026 37,491 161,205 
Intermediate 1,659,259 426,967 421, 773 
Full-Size and 1,182,565 208,231 216,695 

Luxury 

Total 6,280,045 783,677 847,335 

Source: Automotive News, 11 1983 Market Data Book Issue. 11 

Table A.15 

Proportional Manufacture by Size Classification for 
U.S. and Canada 

(in percent) 

1981 1980 

U.S. Canada Canada 

Subcompact 26 14 5 
Compact 28 s 19 
Intermediate 27 54 50 
Full-Size and 19 27 26 

Luxury 

Tota 1 100 100 100 

Source: Automotive News, 11 1983 Market Data Book Issue." 

Note: All categories collapsed from car model data. 
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APPENDIX B 

Labor Adjustment Approaches 

Michael K. Davis 

U.S. and Canadian auto workers have lost a great deal of security due to 
the loss of North American competitiveness, the dawning of the era of robotics, 
and the transfer of many auto manufacturing jobs abroad. Within North America, 
auto workers have had some success in pressuring their governments to adopt 
protectionist policies. The U.S. voluntary export restraint agreement with 
Japan is one such example, and the Fair Practices in Automotive Products Act 
(domestic-content legislation) is a future possibility. The Canadian 
government, too, has been pressured to raise domestic content requirements. 
Protectionist pressures are not likely to subside without proactive government 
measures. 

The Canadian government has approached the problems of displacement and 
labor adjustment on an overall rather than a trade-related basis. The recent 
experiment with the Industry and Labour Adjustment Program (ILAP) proved an 
effective way of targeting aid to some communities which had been plagued with 
structural unemployment. The combined resources of the departments of Labour, 
Employment and Immigration, and Industry, Trade and Commerce were coordinated 
through local tripartite committees which planned the adjustment process in 
their respective communities. Although the coordination of three Canadian 
federal departments proved useful, the lack of funds prevented the targeting 
of many needy communities. Those selected were chosen through a highly 
political process. While the Canadian government still operates its 
adjustment programs through the three departments, the process is not now 
coordinated or targeted as it was under ILAP. Nonetheless, the Canadian labor 
adjustment process is more comprehensive than the U.S. approach. 

Under the Trade Act of 1974, the U.S. approached adjustment in a 
three-pronged fashion through Trade Adjustment Assistance (TAA--which 
primarily served the auto industry), Community Adjustment Assistance, and 
Industry Adjustment Assistance. While the community and the industry 
adjustment programs were ineffective from the start, TAA grew and flourished 
until 1981, when the Reagan Administration made severe cuts in the program. 
TAA had encountered numerous problems, including the inability to deliver cash 
assistance in a timely fashion. Indeed, many workers received benefits after 
they had been rehired by their original employers. TAA had primarily served 
the equity goal of the program--to deliver cash assistance to those workers 
displaced as a result of U.S. trade policy--rather than the efficiency 
objective of retraining and relocating workers to accept jobs in other 
industries or better jobs within the same industry. A great deal of red tape 
was required under TAA to determine who, in fact, had been trade-injured. 
Unlike automotive assembly workers, displaced auto parts manufacturing workers 
were largely excluded from TAA benefits because they had only been indirectly 
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affected by U.S. trade po 1 icy. Under the Canadian approach, a 11 displaced 
workers are eligible for adjustment assistance. A final problem of the TAA 
was that it had become quite costly while not really benefiting thos.e most 
in need of assistance. · 

The Reagan Administration changed the emphasis as well as the name of TAA. 
Trade Readjustment Assistance emphasizes the efficiency goal of relocating 
displaced workers, although the program offers little economic incentive for 
workers to relocate. In fact, the TRA and the Job Training Partnership Act 
(JTPA) together have offered little in relocation and training benefits. 

Until a greater financial commitment is made in both these programs, slow 
labor adjustment may have a stagnating effect on the auto industry. 
Protectionist pressures from auto workers may be expected to grow unless a 
more sincere adjustment effort is made. Private retraining agreements between 
the UAW and Ford and GM can assist labor adjustment in the auto industry. 
This effort does not eliminate the need for the federal government to make a 
full-fledged commitment to a substantial labor-adjustment process. 
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APPENDIX C 

U.S. Concerns and the Agreement 

John Gray 

There has been less controversy over the APTA in the United States than 
in Canada. Most complaints center around the existence of Canadian safeguards 
and the recording of trade flows. 

Canadian safeguards have been the most difficult problem with the agreement 
in the eyes of U.S. interest groups. U.S. automobile manufacturers see these 
safeguards as unnecessary intrusions into the production process, requ1r1ng 
companies to alter their plans in order to increase the Canadian share of 
automobile sector investment and employment. Although the UAW is also 
concerned about the Canadian safeguards, the union suggests the implementation 
of similar safeguards on the U.S. side. An economist from the UAW told me: 
"The Canadians just did a better job of protecting themselves than we did. 
We should have similar provisions in the agreement. 11 U.S. automobile 
manufacturers generally do not support this idea. Robert Watkins, of the Motor 
Vehicles Manufacturers Association, explained that the safeguards established 
for Canada came from Canadians' legitimate fear of loss of employment in the 
automotive sector to the United States. He doubts that the same kind of 
employment loss from the U.S. to Canada could occur. 

The second issue, the recording of trade flows, is acknowledged bilaterally 
as being a significant problem. There has been some progress in the measuring 
of trade between the two countries since 1965. There remains a need for the 
definition of auto parts so that a more precise valuation of trade can be 
obtained. The UAW has expressed skepticism about trade statistics, since data 
must be obtained from transnational companies which have an incentive to 
manipulate the numbers to their advantage. Other groups see a more esoteric 
question in the evaluation of trade flows: "How can we use Canadian or U.S. 
content as a basis for applying the terms of the agreement when many of the 
parts that are included as Canadian content are made with U.S. materials and 
parts and vice versa?" In this view, there should be a 11 true 11 balance of trade 
using more basic criteria such as the country in which a part originates to 
determine U.S. or Canadian content. 

None of the interested U.S. groups is now seeking specific changes in the 
agreement. Issues intrinsic to the agreement have been overshadowed by the 
larger concerns threatening the entire North American industry. The UAW has 
put most of its energy into supporting domestic content legislation and 
recovering some of the concessions made to management during the trough in 
sales of American-made cars. The manufacturers contemplate record profits 
in 1984. They seem hardly concerned about the agreement. 
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APPENDIX D 

Government Roles in Automotive Industries Outside the United States and 
Canada 

M. Scott McKee 

The problems of the auto industries in the United States and Canada are 
dealt with in the main study. This appendix will discuss the status of the 
auto industry in other nations. The table at the end of this report gives 
recent production figures for Western Europe, Eastern Europe, Japan, and some 
representative third-world nations. 

Western Europe 

In 1980, the West European nations had sales of 11,152,000 motor vehicles, 
some 9,899,000 of which were passenger cars within their region. 119 This made 
the European market second only to the North American one in size and about 
29 percent of the world market. Western Europe's sales for that year were 
nevertheless a drop from a 1979 demand of 10,475,000 cars. 120 The region's 
passenger production for the year 1979 was a recent peak of 11,316,000 
vehicles, not quite reaching 1973 1 s all-time high of 11,471,000 units 
produced. 12 1 

The early 1980s have been a time of recession and infringement on European 
territory by outside suppliers, especially Japan, but also by Eastern Europe 
and various Asian nations. Regional and national consumer loyalties are 
strong, however, and native products have been competitive in all categories 
but price. The preservation and possible expansion of employment in the 
primary manufacturing and also tertiary supply and service sectors has been 
the foremost goal of almost every government since the 1970s. 122 

Direct support of ailing companies, even partial nationalization, has been 
a tactic of governmental authorities in reaching this goal. It has been 

ll9 

l 2 a 

12 l 

122 

Takahiro Fujimoto, Automotive Industries in the Third World--Their 
Dynamics and Prospectives (Stenungsund, Sweden: International Policy 
Forum Conference, June 12-18, 1983). 

Richard Phillips and Arthur Way, The West European Automotive Industry: 
Where Now in the 1980s?, Economist Intelligence Unit Special Report no. 
77 (London: EIU Ltd., 1980), 82. 

Ibid., 5. 

Richard Phillips et al., Auto Industries of Europe, U.S. 
(Cambridge, Mass., Abt Books, 1982) , preface, xxv. 
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demonstrated several times that "Governments are keen to keep at least a part 
of a country's vehicle manufacturing capability under domestic ownership and 
control and hence in many cases solutions to company problems have been 
national in character." 123 

It is also a common practice by European governments to meet the problem 
of regional unemployment by locating new motor industry complexes in the 
affected areas. 114 This has happened in Great Britain, West Germany, France, 
Belgium, the Netherlands, and Italy. One commentator has noted: 

The size and importance of the contemporary motor vehicle industry is 
such that few major decisions on location are taken without consultation 
with governments. Offers of grants, loans, and subsidies by governments 
have been a significant location factor to be considered by 
companies. 125 

There are recent parallels to this type of action in both the United States 
and Canada. 

There are some new developments. In late July 1983, the Federal Republic 
of Germany announced requirements for the introduction of "lead-free gasoline 
(in conjunction with catalytic converters) by January l, 1986. 11126 This was 
in keeping with UK plans to adopt lead-free gasoline by 1990. In late November 
1983, Ford approved this plan, seeing it as a precursor to the movement of 
all European manufacturers to emissions standards compatible with those of 
the United States. 127 

The wonder economy of Japan has seemed like an unstoppable colossus to the 
rest of world, but Japan's government and business leaders have found that 
success brings new challenges. 

The development of the Japanese automotive industry has much in common with 
that of other industrialized nations of the 1920s-1940s period, but also 
contains some unique elements. Only in Japan and the Soviet Union was local 
capital used almost exclusively to establish local industry. 128 

121 

124 

12 s 

Ibid., 24, 90. 

Ibid., 110. 

Ibid., 111. 

126 Automotive News, July 25, 1983, 8 (hereafter abbreviated as AN). 

127 AN, November 21, 1983, 1. 

128 Gerald Bloomfield, The World Automotive Industry (London, North Pomfort, 
Vancouver: David and Charles, 1978), 115. 

79 



The industry's efforts were hindered in the immediate postwar years by 
lingering effects of the war and by somewhat misdirected efforts to rationalize 
production. Conditions were so uncertain in the late 1940s that the industry 
might never have prospered except for the Korean conflict a·nd subsequent 
American orders for vehicles. Japan reaped a rich harvest from American 
procurement during the war, and the automotive industry found itself 
especially enriched. Following the Korean War, burgeoning domestic demand 
and a high rate of investment kept the industry vital and functioning. One 
economist, Arthur T. Oenzen, has stated: 

Although the Japanese ·auto industry is an impressive success, it is clear 
that Japanese industrial policy, as embodied by MIT! [Ministry of 
International Trade and Industry], had little to do with this success. 
If MITI's policy of rationalization and forced mergers had succeeded, 
vigorous domestic competition would have been reduced, if not 
destroyed. 129 

Denzen further stated that most of the credit for economic success goes to 
strong domestic competition, heavy emphasis on engineering, and favorable tax 
rates. Close cooperation between business and government is nowhere more 
apparent in Japan than in the making of road vehicles. A technically educated 
and competent workforce is another aspect of Japan's success. These attributes 
and advantages, together with add it i ona 1 1 uck in 1973 and 1979, when Japan 
was able to offer inexpensive and economical cars to a worried North American 
public, tell the story of Japanese export successes. 

The recent recession also affected Japan; unemployment rose slightly, and 
automobile production declined slightly. 130 

The Less-Developed Countries and Newly Industrializing Countries 

The number and diversity of the motor vehicle manufacturing sectors outside 
the core nations make it difficult to treat them as a group, but they do show 
some common--and very intractable--problems. There is great advantage seen 
in possessing a native automobile industry by many LDCs, especially the NICs. 
Automobile production is not just a "prestige industrial development, 11 but 
is seen as stimulating other industrial production and service activities. 111 

Manufacturing and assembly operations have been established in many 
countries by transnational corporations to satisfy local-content requirements. 
Some twenty-seven countries presently have some form of domestic-content 
conditions. 112 Local-content stipulations have undesirable effects as well, 

129 
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AN, October 3, 1983, 23. 

AN, July 11, 1983, 6. 

Bloomfield, 141. 

U.S. Department of Commerce, International Trade Administration, Office 
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since they lead to prices for domestically produced vehicles which are 1.2 
to 2.9 times as high as those for comparable--sometimes identical--vehicles 
produced in the core industrial nations. 133 Local sourcing · of parts is 
expensive in comparison to imported parts, despite cheaper labor costs. Local 
markets are small (20,000 to 200,000 vehicles) and automotive components 
production has limited runs, thereby raising costs. 

Oiseconomy of scale applies also to completed vehicles, adding to the price. 
Different models often have runs of 100,000 to 150,000 in developed countries. 
In 1981, Mexico, for example, produced only 13,000 units per model . 134 In 1982, 
the depressed economy of this country was expected to bring figure below 7,000. 
The largest third-world producer, Brazil, averaged only 45,000 units per model 
in 1981. 135 Another reason for uneconomical production runs is that there are 
many companies competing with each other inside national boundaries. 
Indonesia is illustrative. There were fourteen active car producers there 
in 1981, producing or assembling a total of fifty models. 136 Production and 
assembly was ·estimated at some 52,000 for that year. 

Governments have recognized this di ffi cul ty and are trying to dea 1 with 
it. Indonesia is attempting to reduce the number of producers to six; Taiwan 
wants to eliminate two or three of its present seven producers. 137 In the fall 
of 1983, the Mexican government decreed that by 1987 the six auto makers in 
that country would be restricted to one line of automobiles each. 138 

Efforts to correct balance-of-payment positions by governmental 
manipulation of the automotive sector are common. Broad national trade 
policies are established by governments. However, except for a few cases, 
such as Mexico (for some parts), South Korea, and Brazil, export is ironically 
stifled by uncompetitive prices. It is an unfortunate corollary that the 
quality of parts often suffers from being shielded against competition. 139 
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AN, October 10, 1983, 52. 

Ibid. 
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In 1969, the point was made at a UHIIXJ conference in Czechoslovakia that 
"the production of a small number of 100 percent locally aade vehicles is not 
industrialization but merely the use of li•ited facilities - to obtain an 
expensive product." 1

•
1 It was proclaimed by UNIOO a decade ago that a •iniaum 

mark.et size of 100,0CO cars and 50,000 commercial vehicles (CV) were necessary 
for a viable full production line. 1

-
1 Assembly of CKD or SKD (c011pletely or 

semi-k.nock.ed down) k.its was thought profitable only at ranges above 10,000 
for cars and 5,000 for CVs. Otherwise, importation of comp1eted veMdes 'Was 
recommended. If anything, events over the past decade have probably raised 
these minimums. 

Apart from reducing the number of models and plants serving doaest~c 
mark.ets, other types of rationalization have been recommended, such as 
"regionalism or speci a 1 i zed product ion for world maric.ets• and •reauc~ ng 
domestic content for the more expensive part of local procurement. •lu 

Regional rationalization of production has been proposed and even agreed u~on 
several times in various locations. Results have not bee~ alt~get~er 
encouraging. The prob 1 ems mentioned above are not easily aanaged and are 
exacerbated by the sma 11 mark.et potent i a 1 of such groupfngs as the Andean 
Common Market (Venezuela, Colombia, Peru, Ecuador, Bolivia) and tne 
Association of Southeast Asian States (Indonesia, Ma1aysia, Thailand, 
Singapore, the Philippines), each of which has combined aarkets of ~ess tha~ 
250,000 vehicles a year. Nevertheless, mark.et sizes are auch higher ~rJ these 
areas than they were a decade ago, and there aay now be more poss1bi~ity of 
success. 

The Soviet Bloc 

The USSR is the linchpin of the economic grouping ~own as ~ECON. The 
influence of this group in the field of motor vehicle manufac:uN! i s be i 111g 
felt 1DOre at present than in the ;>ast. In 1965, the Soviet Union oroduced 
64,000 passenger cars; in 1982, it producerl 1.3 million, in addition to 900,DOG 
truck.s. 1

"
1 

The Soviet Union is engaged in the short tena not s~ .much i~ 'fi~crus.:~; 

United Nations Industrial Development Organization, EstabHshme~t aTnd 
Development of Automotive Ir.dustries in Oeve1oping Countries (U~i~ed 
Nations: Printed in Austria, September 1971), contains proceed4!'lgs nf 
seminar held in Kar1ovy Vary, Czechoslovakia, Febr.Jary 24 to Ma~~ 14, 
1969, 8. 

United Nations Industra~ai Develcpme~t O~aniza:.~on, :>e ·rs~ectiv .es :=~ 
I~dustria1 Deve1ocmer.t iri t~e Second United Nati!)ris Jeve ~ ocnie~~ 
Decade--The Motor I~cus~:=y (Ne~ ~o~~= Unite<: Nations, 1972), 30. 

3aranson, 69. 

"t(ussian 
i9. 

Ca!"'s, 11 :983, 
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production further as in upgrading present offerings with an eye to making 
its cars more attractive to foreign (especially West European) consumers and 
thereby acquiring foreign currency. 144 In the present five-year plan 
(1981-1986), most Soviet cars have been externally redesigned. Production 
in 1985 will not be too different from the present, but there wil 1 be 
incorporation of diesel engines, more efficient carburetors, front-wheel 
drives, better aerodynamic designs, and disc brakes. An attempt to "catch 
up with the capitalist state-of-the-art in the interior of cars 11 is planned 
to begin then. 145 A four-wheel drive Lada (the Niva) was introduced and is 
doing well domestically. The recession caused foreign sales to drop; exports 
amounted to about 250,000 cars in 1982 (Rbls 405m). In Canada in 1983, prices 
for the standard Lada dropped to $4,998, a $500 reduction, in order to try 
to move the inventory. 146 There have been some tentative efforts to penetrate 
the U.S. market, so far without noticeable success. 

Despite the depressed condition of Eastern Europe since 1979, the demand 
for cars there is firm. Fiat-derived models are produced in Poland and 
Renault-derived models in Rumania. Bulgaria was the only COMECON nation not 
producing completed vehicles in the seventies. 147 

Frictions among member nations are not unknown, as a late December 1983 
news report demonstrates: 

The Soviet Union has told East Germar)y it wi 11 not receive Lada cars 
next year unless· the Germans send it the most modern machinery and 
highest quality consumer goods .... The Soviet Union canceled Lada 
shipments to East Germany in 1981, but resumed shipments in 1982. Lada 
accounts for 20 percent of the East German market. 148 

Transitions in the automobile industry in the last decade have been jolting. 
There has been some attrition among car makers in Western Europe, but they 
have so far weathered their troubles and are endeavoring to keep up with the 
fast-paced deve 1 opments in North America and Japan. LDC governments have 
encouraged native industries, but the fragile nature of their economies, and 
of their auto industries, has caused continuing problems. 

l44 Ibid .. 

145 Economist, December 3-9, 1983, 79. 

1 4 6 AN, November 28, 1983, 79. 

14 1 Bloomfield, 243. 

l 4 8 AN, December 26, 1983, 8. 
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Table 0.1 

Representative Vehicle Manufacture by Nation 
(private and commercial vehicles) 

Country 1981 1982 

Western Europe 

West Germany 3,897,007 4,062,665 
France 3,019,370 3,148,807 
Italy 1,433,743 1,453,043 
United Kingdom 1,184,205 1,156,477 
Spain 987,474 1,069,507 
Sweden 313,755 349,595 

West European Totals 11, 197 ,863 11,629,424 

Asia and Oceania 

Japan 11,179,962 10,737,034 
South Korea 133,084 168,485 
India 148,887 152,250 
Australia 391,614 408,550 

Latin America 

Mexico 597, 118 472,627 
Braz i 1 779,836 859,295 
Argentina 172,350 132,116 

Eastern Europe 

USSR 2,197,000 2,225,000 
Poland 306,700 266,000 
Czechoslovakia 229,513 232,000 
East Germany 219,400 218,000 
Romania 127,000 127,000 

Soviet Bloc Totals 3,093,401 3,081,000 

Yugoslavia 266,423 240,000 

World Tota 1 s 37,226,234 36,030,132 

Source: Automotive News, "1983 Market Data Book Issue," 
Automotive Group, Inc., 1983, 4. 
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APPENDIX E 

The U.S. Auto Parts Industry in Flux 

Andrew Louis 

The U.S. auto parts industry is difficult to analyze because of its diverse 
elements. U.S. auto parts are manufactured in every state by more than 40,000 
manufacturers, ranging from small companies to international corporations. 149 

These factors make it difficult to find a consensus of industry opinion. 

The parts industry can be divided into two areas, the original equipment 
producers and the aftermarket manufacturers. Original equipment manufacturers 
supply vehicle assemblers with parts for assembly of new vehicles. The 
aftermarket producers manufacture parts to be sold as replacement parts for 
vehicles. Many of these parts are offered by independent manufacturers. 

There are other classifications of auto parts. One of these is crash parts, 
which are those automobile parts usually damaged in a collision. They include 
bumpers, grills, hoods, and so on. These parts are generally low-volume items 
and not very enticing to the aftermarket producers. When these parts can be 
purchased only from the vehicle assembler or an assembler's designated 
supplier, they are referred to as captive parts. Many crash parts are 
available only from captive suppliers. 

The original parts manufacturers sold $42 billion of automotive parts while 
employing over three-quarters of a million people. 150 Employment by 
aftermarket producers is double that of the original parts manufacturers, and 
sales in 1980 were over $50 billion. Many of original equipment manfucturers 
also sell in the aftermarket. 151 Combined parts manufacturing employment was 
1,645,000 in 1980. 152 
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Domestic auto manufacturers still produce many of their own parts, but the 

Automotive Parts and Accessories Association, Statement of Julian C. 
Morris, President of the Automotive Parts and Accessories Association, 
Inc., Presented to the Subcommittee on Economic Growth, Employment, and 
Revenue Sharing, United States Senate, October 3, 1983 (Lanham, Md: APAA, 
undated), 2. 

Motor Vehicle Manufacturers Association of the United States, 
Information Handbook, Employment (Detroit: MVMA, 1980), 17. 
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Automotive Parts and Accessories Association, 11 Mini-Monitor 11 (Lanham, Md: 
APAA, undated pamphlet). 
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degree of vertical integration is diminishing. The advantages for the switch 
to independent parts production are twofold. Wage rates of outside vendors 
are only SO to 70 percent of those at GM, Ford, and Chrysler. 19 ~ In addition, 
outsourcing is a hedge against a cutoff of supply by strikes. Many major 
manufacturers divide parts orders among different suppliers. General Motors 
buys 50 percent of its parts from outside sources; Ford 60 percent; Chrysler 
70 percent; and American Motors 80 percent. 154 

The parts industry, like the major manufacturers, is in a period of major 
transition. Unemployment and underutilization of facilities have plagued 
suppliers. The parts suppliers, however, are playing an important role in 
the domestic automobile companies' quality improvement efforts. 155 Some U.S. 
auto manufacturers are following the Japanese in establishing a just-in-time 
delivery system of parts. The parts industry, under this system, requires 
longer contract commitments from assemblers because the quantity of demand 
will not be constant. With the new multiyear contracts, the suppliers will 
also be expected to shoulder more of the research and development. As one GM 
purchasing staff vice-president said, 11 [w]e're finding out more and more that 
we don't have all the ideas. 11156 

A major transition in the auto parts industry is not only domestic 
outsourcing but foreign sourcing. One reason for foreign sourcing is the wage 
advantage. The Transportation Systems Center estimates that the level of 
foreign sourcing might be roughly $2.5 billion in the 1982-1984 period. 157 

Mexico, Japan, Brazil, and Europe are the major areas for this foreign 
sourcing. 151 

Despite these imports, the U.S. still maintains a trade surplus in parts. 
In 1982, the U.S. exported about $10.3 billion of parts and tires while 
importing $8.4 billion. 159 This situation may not last. Arthur Andersen and 
Company has predicted the domestic content in U.S. cars will fall to 80 percent 
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"Detroit's New Face toward Its Suppliers, 11 Business Week (September 24, 
1979), 140. 
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Domestic Auto Industry III, 97th Cong., 1st sess;, 1981, 42. 
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by 1990 from 95 percent today. 160 

The U.S. parts industry is represented by several producer associations. 
The largest of these is the Automotive Service Industry Association (ASIA). 
The requirement for membership in ASIA is manufacturing and sales in the 
aftermarket. Another major association is the Motor Equipment Manufacturers 
Association (MEMA), which has a substantial crossover of membership with ASIA. 
The stipulation for membership in MEMA is production and sales in the original 
equipment market. The final large auto parts association is the Automotive 
Parts and Accessories Association (APAA), which is composed of parts 
manufacturers with aftermarket sales, primarily to consumers. 

The pressing issue of the parts industry is how to adjust to Japanese 
competition. Japanese autos, with little or no American content, held a 22.6 
percent share of the American market in 1982. 161 As the Japanese world fleet 
grows, the relative position of the American parts industry dwindles. 

While the American auto industry is somewhat protected from Japanese 
competition by voluntary export restraints, the VERs have not addressed the 
U.S. parts industry's major complaints. Both the Japanese aftermarket in the 
U.S. and the Japanese domestic parts market have been extremely difficult for 
U.S. parts producers to enter. The Japanese have removed all tariffs favoring 
domestic auto parts, but U.S. parts producers still have difficulty in 
completing orders for original equipment parts because of institutional 
barriers. The Japanese have loyalty to their own parts suppliers, which has 
even led some suppliers to build plants in the U.S. to serve North American 
Honda and Nissan plants. 162 The $1 billion parts deficit with Japan is 
evidence of the trade problems. 163 

The U.S. government entered into negotiations with Japan on this issue in 
the latter part of the 1970s. The result was a 1980 orderly-marketing 
agreement for parts trade. This agreement called for the Japanese to purchase 
$300 million in original U.S. parts in 1981. The Commerce Department has 
determined, however, that the Japanese fell far short of this target, 
purchasing only $119 million of parts in 1981 and $128 million in 1982. These 
parts were primarily energy intensive, and not labor intensive. 164 

Other issues cited by U.S. parts producers and the auto industry with regard 
to Japan concern the allegedly undervalued yen and Japanese tax policy. Some 
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"Japan Auto Parts Makers Mount a U.S. Invasion, 11 Business Week (April 23, 
1979), 58. 
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price disparity between American parts and Japanese parts, it has been argued, 
results from the small volume of the American orders. 1 '

5 In the words of Julian 
Morris, president of APAA, 11 the very survival of our industry hinges on 
American success in cracking the Japanese original equipment and replacement 
ma r k. et s . 11 15 

' 

The auto parts industry is split on domestic-content legislation. large 
companies, whose parts production is only a section of their corporate 
structure, fear the international ramifications of domestic-content 
legislation for their foreign markets. Smaller companies, which have only a 
domestic mark.et, support the content requirement because it wou1d •ean 8'0re 
business. The Automotive Products Export Council (A?EC), representing APA.A 
and ASIA, has developed a parts purchase incentive plan as a ?refer"red 
alternative to domestic content. This alternative plan is basicaHy an 
increased duty remission plan for parts trade. 

While Japanese competition has become the conspicuous issue of the auto 
industry, numerous other problems exist. The parts industry and the auto 
manufacturers still spend great amounts of resources lobbying for" and agai~st 
safety regulations. Federal regulations force additiona1 costs o~ industry 
when the required parts become captive parts. This can occur when t.Tile 
liability for a part is so high that it forces the assemb1er to appr~ve on1y 
its own part or that of a designated supplier. Examples of this inc l ude 
emission control devices stipulated in the Clean Air Act of 1970 and the afr 
bag requirement. Both devices are or will be captive parts; the parts industry 
sees such regulations as anticompetitive. 

Another comp 1 a int is that many U.S. auto parts ar"e counterfeited or 
simulated in both the international and domestic markets. Most counterfeitirng 
seems to originate in the Far East, but it is not exclusive to that ar"ea. 
An even more prevalent problem is simulation, which is an attempt. not tn 
duplicate packaging exactly but to mimic a product. The Park.er Ha.rrnifar:i 
Corporation estimates that it loses at least S2 million a year to 
counterfeiting. 157 The combined effects of such fraudulent activities ha'ie 
been estimated to cost the parts industry at least S3 billion a year. 1
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Washington, D.C. (washington, D.C.: MEM.A, undated), 2. 
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Numerous proposals have been made to address this international problem. 
One is to make counterfeiting in the U.S. a felony, although such a law would 
not apply to the international marketplace.i 69 Other ideas include an 
international counterfeiting code under the GATT and raising consumer 
awareness of the problem. This issue becomes grave when a counterfeit or 
simulated part jeopardizes the safety of an automobile.i 10 
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APPENDIX F 

U.S. -Canada Trade Relations In Disharmony 

Kevin J. Scheid 

Several events have impeded the improvement of trade relations between the 
United States and Canada: the 10 percent import surcharge in August 1971; 
Canada's National Energy Program; the operations of Canada's Foreign 
Investment Review Agency; and the protectionism attendant on the recent deep 
recession of 1981-1983. The North American economy is now rebounding from 
that recession, and nationalist rhetoric has subsided on both sides of the 
border. There are indications in both Ottawa and Washington that a time of 
more constructive trade relations may be emerging. 

This brief note wi 11 examine the current state of the Canada-U. S. trade 
relationship in order to provide a background for the central theme of this 
study, discussing some of the current bilateral trade irritants and examining 
the means by which these irritants may be resolved. 

The Canadian economy is dependent upon international trade to ensure the 
current standard of living of Canadians. Nearly half of Canada's GNP is 
generated by foreign trade. From 1968 to 1980, Canada's share of world trade 
declined from 5.2 percent to 3.6 percent. This was due to the country's 
general inability to compete in international markets. Among the 
industrialized nations, Canada now ranks sixth in industrial competitiveness, 
lagging behind Japan, Switzerland, the United States, Germany, and the 
Netherlands. 171 

To reverse this trend, the Canadian government is implementing policies 
which are intended to encourage long-term investment within a stable economic 
environment. The government's broad objectives are the 11 

••• development of a 
stronger, more efficient, productive, competitive, growing and 
non-inflationary domestic economy, the increased per capita wealth of which 
is shared by Canadians from all regions of the country . ... 11 172 

Since approximately 70 percent of Canada's imports come from the U.S., and 
about 65 percent of its exports go to the U.S., it is clear that any new trade 
policy initiated by Canada must focus on improving relations with the U.S. 
This will require new trade negotiations designed to deal with irritations 
which have hindered progress in the past. 

171 

172 

Canada, Ministry of External Affairs, Canadian Trade Policy for the 1980s: 
A Discussion Paper (Ottawa: Canadian Government Publishing Center, 1983), 
14 . 

Ibid., 1. 
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The U.S. has various trade grievances against Canada. Canada's National 
Energy Program (NEP), initiated in 1980, presented a twofold problem to the 
U.S.: first, the "discriminatory provisions 11 included in NEP's Petroleum 
Incentives Program (PIP); and, second, the 25 percent 11 back-in. 11173 PIP's 
objective is to increase the share of Canadian investment in the petroleum 
industry as part of a national effort to become energy independent. The 25 
percent back-in as applied to previously licensed territories has been seen 
as a retroactive confiscation of corporate assets of the American firms active 
in Canada. 

The U.S. regards Canada's Foreign Investment Review Agency (FIRA) as an 
impediment to American investment. Although FIRA rarely rejects investment 
plans, it does force changes in them. FIRA's original purpose was 11 to ensure 
that [foreign investment's] attendant benefits do in fact accrue to Canada. 11 

174 

There are other issues, such as border broadcasting and discriminatory 
postal rates, which have frustrated U.S. trade with Canada. The controversy 
over border broadcasting stems from tax provisions adopted by the Canadian 
government to keep Canadian advertising on Canadian-owned television and radio 
stations. Discriminatory postal rates pose a different problem. Due to a 
fear of the 11 Americanization 11 of the Canadian culture, Canada charges a 
slightly higher rate of postage for non-Canadian magazines and newspapers that 
are printed and mailed in Canada (e.g., .usTime magazine). 

Most Canadian grievances concern limitations of access of Canadian goods 
to the U.S. For example, Canada believes it has a significant trading 
advantage in the pet rochemi ca 1 i ndu$ try over its American counterpart. It 
therefore sought to reduce U.S. tariffs during the Tokyo round of trade 
negotiations, without much success. 

Canadian manufacturers want to have their products considered for U.S. 
government procurement, for example, urban mass transportation equipment 
assembled in Canada with a high percentage of American parts. Because the 
assembly is performed in Canada, however, some American state and municipal 
governments cannot purchase this equipment under buy-America provisions, 
despite their lower cost. 

173 

174 

Canada also objects to restrictions that Rodney de C. Grey has referred 

William Merkin, Deputy Assistant U.S. Trade Representative, 11 U.S.-Canada 
Trade Frictions: A U. S. Response" (prepared for the second annual work.shop 
on U.S.-Canadian relations, University of Western Ontario, London, 
Ontario, November 18-19, 1983), 3. 
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to as "contingency protection mea sures 11 now used in the United States. 1 n These 
include the countervailing duties, antidumping rules, and escape clause 
actions. These measures inhibit Canadian exports by increasing the risk of 
contingent (nontransparent) protection. 

Finally, Canadians resent the extraterritorial enforcement of U.S. laws 
on Canadian-based subsidiaries of U.S. corporations, and the tax benefits 
granted to U.S. exporters through U.S. domestic international sales 
corporations (DISCs). A GATT panel has ruled that OISCs constitute an export 
subsidy in contravention of U.S. obligations. 

Canada has recently taken several steps to improve its competitive position 
in the wor 1 d mark.et. It is making a concentrated effort to become more 
industrially competitive by providing incentives for research and development 
investment. 175 

Canada recently renewed interest in the old idea of sectoral free trade 
between the U.S. and Canada. The issue is now under examination in both 
countries. They could go beyond sectoral free trade through the establishment 
of a free trade area. A large percentage, "well over 90 percent of current 
Canadian exports, will enter at tariffs of 5 percent or less, and a significant 
percentage ... wi 11 be duty free, taking account of trade under the auto pact. 11 

177 The option of a free trade area encompassing substantially all trade is 
attractive in theory, but Canada is concerned about this policy because of 
the threat it poses to Canada's "sovereignty and self-determination." 17 • 

The debate over the merits of free trade between the U.S. and Canada has 
a long history. The most _significant step in this direction was the signing 
of the 1965 auto pact which is the subject of this study. 
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Gordon Pitts, "R&D Tax Shelters Take Off, 11 Financial Post, March 31, 1984, 
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