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Abstract

This thesis contends that the Canadian automotive assembly industry was
transformed by the entry of offshore-based investors in the 1980s. It makes a
significant contribution to a little documented period in the business history of
Canada’s most important manufacturing sector. It is demonstrated that during the
period under study Canada received inward foreign direct investment (FDI) in the
automotive sector disproportionately large relative to the size of its market. Evidence
is presented to show that had offshore-based firms not invested, the size and shape of
the industry in Canada would be substantively different today. The antecedents of
these events are traced, providing fresh perspective on the industry’s development.
For example, it is established that the industry’s profile represents the culmination of
decisions, events and conditions resulting from trading patterns and anxieties dating
back as far as 1854. In addition, a new perspective is provided on the origins of the
1965 Canada-US Auto Pact, including the conditions leading to the appointment of
Vincent Bladen to the position of Royal Commissioner in 1960 and the paradigmatic
change his selection inspired. Indeed, it is argued that throughout the history of the
Canadian automotive industry, only when rising import sales are accompanted by
declining absolute sales on the part of North American owned companies have
protectionist pressures mounted and major automotive policy levers been brought

into play.

This thesis proposes that the development of public policy with respect to the
Canadian automotive industry has been far less orderly than the results would
suggest. It is demonstrated that the Canadian federal government played the crucial
role as events unfolded, flexibly using its power to provide substantial support to
foreign companies. In addition to direct financial assistance, its role included
adjusting conditions surrounding Canada’s Foreign Investment Review Act, the Auto
Pact and duty remission. This contrasts with the situation in the US, its major rval
for FDI. Hitherto, the influence of the Canadian federal government has been

underestimated.
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At the theoretical level, the thesis highlights the importance of processes and
individual agency in attracting inward FDI. Beyond the rational choices associated
with FDI decisions, it is demonstrated that catalyzing personalities in both
governmental and industrial organizations played critical roles in the process of
attracting large-scale FDI to Canada. Without them, the results achieved during the
period under study and subsequently would be dramatically different. A model is put
forward to explain the interaction of forces involved in the FDI attraction process. It
suggests that a suitable investment climate — economic, political, demand and factor
preconditions — must exist. It makes prominent the role of individual actors. It is
argued that large scale investment decisions are not made based on numbers alone,
but on perceptions and agendas extending beyond the here and now, thus calling for

goal congruence between actors in a visionary long-term sense.
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Chapter One

Offshore Investments of the 1980s and Their Impact on the Canadian

Automotive Manufacturing Industry Today

The Canadian automotive industry 1s large, diverse, robust and dynamic, It 1s by
many standards already well on its way to realizing the vision assigned to 1t in 2004
by a group of leaders from the private sector, academia, labour and government
known as the Canadian Automotive Partnership Council: “to be the location of
choice for automotive manufacturing within North America” (Canadian Automotive
Partnership Council, 2004, p 1). But the vision as stated in 2004 is really nothing
new. It has been in existence for decades. According to automotive analyst Dennis
DesRosiers, “from day one, all the Canadian government cared about was investment
and jobs. Every step of the way in our auto policy we were willing to trade
something for investment and jobs.”' By means of wise policy and tenacious,
inventive action by private and public sector actors, the industry has grown to a level
that places Canada among the international leaders in terms of automotive

production.

This thesis argues that much of this evident vitality is related to a new set of
offshore-based manufacturers that entered Canada in the 1980s. How did Canada set
the preconditions to compete so effectively for offshore investment? What role did
government play to facilitate the process of encouraging inward Foreign Direct
Investment (FDI) during the 1980s? Can individual personalities and the
relationships they forge influence the FDI attraction process? Answering these
fundamental questions is the focus of subsequent chapters. In so doing, it will be
demonstrated that the role of successive governments in Canada was crucial to the
success the industry has enjoyed. Indeed, it will be established that policy directions

put in place starting more than one hundred years prior, and strengthened

I DesRosiers, D. (2004). Interview with the author on 24 August, Toronto.



subsequently, had an influence on the investments that were made in Canada by
offshore producers in the 1980s. The motivations, messages and messengers that
helped shape events will be explored with reference to the policies and practices of

governments and other industry stakeholders.

In Canada, 1t is likely that no other collection of geographically proximate economic
activity has attracted as much interest as the cluster of automotive manufacturing that
exists in the southern parts of the provinces of Ontario and Quebec. However, the
research reported in this thesis is original and important because those studying the
Canadian automotive assembly industry have largely ignored the foundations for
growth laid between 1977 and 1987. One area that researchers have focused on is the
Canada-US Automotive Products Trade Agreement (Auto Pact) of 1965. The Auto
Pact integrated the automotive industries of the two countries and by the mid-to-late
1970s the process was largely complete. A second focus for research has been the era
since the late 1980s following the signing of the Canada-US Free Trade Agreement
(CUSFTA) and shortly thereafter the North American Free Trade Agreement
(NAFTA). However, while the decade between 1977 and 1987 has been largely
neglected, it will be shown In this thesis that it witnessed very significant changes as
non-US automotive companies entered Canada. This thesis documents the significant
and lasting impact those actors have had and demonstrates the pivotal role
governments in Canada have had in supporting the development of the industry.
Supple (1977, p 1) reminds us, “systematic historical studies of business behaviour,
structures, and policies ... not only comprise a proper activity in themselves, but are
also of considerable relevance to a broader understanding of economic processes.”
The experiences of offshore-based automotive manufacturers in Canada provide
important lessons regarding the FDI attraction process. These include improved
understanding about the role of incentives, the influence of personalities and
relationships, and the impact of FDI on host countries and their indigenous

industries.

The purpose of this chapter is to set the context for what follows. It describes the

research setting and the topic of the thesis. Tangible evidence is presented to



demonstrate that the process of attracting FDI during the period 1977-87
substantially transformed the Canadian automotive industry. The precise research
questions the research sets out to answer are articulated, and the structure of the

thesis 1s explained.

1.1  The Research Setting and Topic Under Study

The setting for this thesis is the Canadian automotive industry in general and final
assembly manufacturing in particular. Although the specific era under study 1s 1977-
87, relevant context i1s provided by constdering the antecedents of this period of
development (Chapters Five and Six). Certainly, the era under review has been
under-researched relative to its importance to the Canadian manufacturing sector.
However, the story that unfolds has significance beyond the proper chronicling and
explanation of the events at hand. The fact is that the Canadian automotive industry
would be substantively different today if the inward FDI that arrived during the
1980s had not materialized. It 1s thus important to describe the scale, scope and
nature of the industry, as it exists today (Chapters One and Four). While automotive
manufacturing is the setting for the research that follows, the actual topic revolves
around the processes and personalities engaged in the practice of attracting overseas-
based FDI. Therefore, the specific topic of this thesis 1s the incentivization of FDI as

considered through the case of overseas-owned automotive manufacturing in

Canada.

Assembly is the final activity that occurs in the automotive manufacturing value
chain. It typically takes place in large, sprawling manufacturing complexes covering
between | million and 4 million square feet, employing several thousand people and
with capacity to produce 200,000 units or more annually.2 As the last link in the
chain of automotive manufacturing, final automotive assembly signifies economic
potential beyond the direct employment provided 1n the large final assembly
complexes. These plants signal potential benefits in terms of employment and

? For example, Canada’s largest single facility, DaimlerChrysler’s van plant in Windsor, Ontario,

covers 4.1 million square feet. In 2003, its 4,837 employees produced an average of 1,325 vehicles per
day on a three-shift pattern (Harbour and Associates, 2004, pp 36, 44, 50).



investment in feeder enterpnises. It is estimated that final assembly operations have a
job creation multiplier of 7.6 (McAlinden et al, 2003, p 14). It is for that reason that
communities, states, provinces and in some cases national governments compete so
vigorously for these types of investments. For example, one database of investments
made by Original Equipment Manufacturers (OEMs) over the period 1993-2003
reveals that government incentive packages in the southern US averaged US$143
million or US$87,700 per direct job created, and US$84 million in the northern US
or US$50,180 per direct job created (Hill and Brahmst, 2003, p 10).

1.2 Why is this Topic Interesting?

The topic this thesis explores has interest and relevance on two levels: the outcomes
achieved and the processes employed. From an outcomes perspective, Canada is now
home to twelve of North America’s 82 full-scale assembly plants. In 2003, the
country produced 2.5 million of the 16.2 million vehicles produced in North America
(including Canada, the US and Mexico) giving it 15.7 per cent of North America’s
production while representing just 8.3 per cent of the continent’s total sales (Table
1.1). The production to sales ratio that year was 1.57:1. Relative size, therefore,

represents one reason why this topic is worth considering.

Table 1.1
Canada’s Share of Production and Sales: 2003

North

Canada United States Mexico America
Production: Total Units 2,548,193 12,075,931 1,578,772 16,202,896
Production: % of North America 15.73 74.53 0.74 -
Sales: Total Units 1,624,022 16,922,478 977,870 19,524,370
Sales: % of North America 8.32 86.67 3.01 -
Ratio: Production to Sales 1.57 0.71 1.61 0.83
Jources:

Production data from DesRosiers Automotive Yearbook: 2004 Edition, North American Production of Vehicles 1960-2003
- Number of Units, p [19.

Sales data from DesRosiers Auromotive Yearbook: 2004 Edition, North American Sales of Vehicles 1960-2003 = Number
of Units, p 23.

A second reason the outcomes are worthy of interest is demonstrated in Table 1.2.
This table shows that in 2003, without the four new producers that entered Canada

during the 1980s, the Canadian industry today would be appreciably different.



Canadian plants would have produced 1.7 million units, just 207,000 or 13.8 per cent
more than in 1983 (the year 1983 was selected because prior to then, offshore-based
manufacturers had announced no significant investments). This situation would have
been the case despite a Canadian market in 2003 that, with sales of 1.6 million, was
more than 50 per cent larger than it was twenty years prior. Further, with sales in
1983 of 1.08 million (DesRosiers, 2004, p 23), the production to sales ratio that year
was 1.39:1. Had the flurry of investments that arrived during the 1980s not occurred,
the Canadian production to sales ratio in 2003 would have been just 1.05:1 (1.709
million production as per Table 1.2 + 1.624 million sales as per Table 1.1). However,
as shown in Table 1.1, by 2003, in a much larger market of 1.62 million, the

production to sales ratio had climbed to 1.57:1.

Table 1.2
Comparison of Assembly Production in Canada: 1983 to 2003

1983 Production 2003 Production

Share Share
Production| (%) | Production (%)

Chrysler (1983) DaimlerChrysler
(2003), without Bramalea 307,202

1933 General Motors 940,400
Participants | Ford 1,502,000 | 100 161.429 67.8
Volvo 0

Sub-Total 1,709,031
51,475

Bramalea (built by AMC-Renault, now

New

. | DaimlerChrysler) 140,349
ntrants in Honda 0 392.230 32.2
1980s

Toyota 227,543
Sub-Total 811,597
TOTAL 1,502,000 | | 2,520,628
Sources:

1983 production for American Motors, Chrysler, General Motors, Ford and Volvo from Report on the Canadian
Automotive Industry in 1986, p 32.

2003 production for Honda, Toyota and CAMI from JAMA Canada website. Available from:

http://www jama.ca/jamastats/annual/index.asp?t=0. (Accessed on 17 August 2004.)

2003 production for General Motors, Chrysler, Ford and Bramalea from the Harbour Report: 2004, pp 34, 35.

As indicated, the subject matter that this thesis explores 1s of interest not just because
of the outcomes achieved, but also because of the processes employed. Many of the
1ssues explored are similar to those encountered 1n other periods when concentrated

bursts of automotive manufacturing investment occurred. Common threads are



evident, the most important of which is the strong and leading role of government.
Further, when governments in Canada backed away from the deployment of
incentives and other policy tools, the base, which had been built during the pernod
under study, started to erode. Subsequently, the re-engagement of policy makers in
the early years of the twenty-first century coincided with the renewal of automotive
manufacturing investment in Canada. Additionally, it will be shown that the active
role by the federal Government of Canada has consistently represented a unique

feature of the Canadian approach to FDI vis-a-vis US competitors.

The processes employed are also of interest because of the contributions of specific
personalities. It will be demonstrated that beyond the application of policy tools,
messages and messengers play a much more important role in attracting FDI than is
commonly assumed. Who were these players? What motivated them? How did the
relationships they formed and the messages they sent impact the process? By
answering these questions, this thesis makes an original contribution to the literature

and provides lessons to researchers and economic development practitioners alike.

1.3  Who is Interested in the Topic?

Clearly, the stakes in the FDI game are high, the costs of entry daunting, and the
research questions important. Providing answers to these questions will improve
understanding of this specific case: the factors influencing the attraction of overseas
FDI to the Canadian automotive manufacturing industry during the period 1977-87.
However, it also provides a means for exploring broader issues with respect to the
processes and influences inherent in the process of attracting FDI. As a result, the
topic this thesis explores impacts on the interests and concerns of a variety of

stakeholders.

In 2004, after several years of refusing to offer direct incentives, the largest province
in Canada, Ontario, re-engaged in the process of enticing automotive FDI through
the offer of incentive packages. This period followed the Ontario policy of

detachment that came into place in 1995 with the election of a Progressive



Conservative provincial govemment.3 While southern US states like Alabama,
Mississippi and Texas gained new assembly plants and in some cases built brand
new industries from the ground up, Ontario watched from the sidelines throughout

the period 1995-2003 when the Progressive Conservative government was in place.

Ontario’s strategy of disengagement and its subsequent about-turn has excited the
interest of a variety of stakeholders. The direct participants from the era under study
represent one constituency of interest. Patrick Lavelle was Deputy Minister of the
Ontario Ministry of Industry, Trade and Technology (MITT) in the mid 1980s when
many of the offshore investors established operations in Canada, and he is critical of
the previous provincial government’s approach: “I don’t think that Ontario was in the
running for any of these assembly plants. When Ontario comes to the conclusion that

it doesn’t need an auto industry, a parts industry, then the economy is going to really

H‘4

suffer.”” Another direct participant from the era is former Canadian Federal Industry

Minister Ed Lumley:

I decided, when I became Industry Minister to form Task Forces and the first
one I picked was the auto industry with a very simple criteria: What do each
of us have to do to ensure the economic viability of the sector? I chose the
auto industry because I thought it was the most important.’

A second group with an interest in the topic is labour. Canadian Autoworkers Union
(CAW) president Buzz Hargrove’s assessment of the policy of direct engagement
with automakers is similar to that of Messrs. Lavelle and Lumley and reveals a

passionate interest in the topic:

I first have to compliment [Ontario Premier] Dalton McGuinty because it was
with his election that we got rid of the naysayers that said this industry was a

smokestack industry, was dying, that the government shouldn't put money in.
I was never so happy in my life to see the tail end of [former Progressive

* The Progressive Conservative Party was elected in June 1995. Their policy was to eschew direct
Incentives and instead focus on the creation of an environment that was favourable to business at
large, They were defeated in a general election in September of 2003 by the Liberals led by Dalton
McGuinty.

* Lavelle, P. (2004). Interview with the author on 2 October, Six Mile Lake, ON.

3 Lumley, E. (2005). Interview with the author on 8 February, Toronto.



Conservative Enterprise, Opportunity and Investment, and Finance Minister]
Jim l;laherty and others who poisoned the air for this industry for far too
long.,

He also observed: “This is a positive and welcome change from previous
governments who took our sector for granted, when other jurisdictions were stepping
up to attract investment and jobs that we want for Ontario. This is good news for this

industry and great news for the Province of Ontario.”’

A third group with an interest in the topic is government itself. With the election of a
new provincial government in Ontario 1n 2003, an era of active intervention ensued,
punctuated by the announcement in April 2004 of a five-year, $500 million Ontario
Automotive Investment Strategy (OAIS). Premier Dalton McGuinty declared: “By
investing in our workers and their skills, we can attract new investment and create
high-wage jobs in the province's largest manufacturing sector. It's a real, positive

"% McGuinty’s Minister of Economic

change that will strengthen our economy.
Development and Trade (MEDT) Joe Cordiano claimed: “Not enough can be said
about the importance of the auto sector, not only to Ontario’s economy but to the
entire country. It’s not just throwing money at the sector. We’re making some
strategic investments.”” The new provincial strategy targeted projects worth more
than $300 million to create or retain more than 300 jobs at large assemblers and
automotive parts suppliers. Two months later, in June 2004, with a federal election
looming, the federal Liberal government joined the effort, introducing its own $500

million fund. In announcing the package, federal Human Resources Minister Joe

Volpe declared: “With due regard to others, the biggest driver in the manufacturing

° Brennan, R. and Van Alphen, T. (2004). Ford agrees to employment guarantces; clawbacks possible
on government aid feds, province to commit $200 Million. Toronto Star. 30 October, p DOI.

! Available from: http://www.premier.gov.on.ca/english/news/Autolnvestment0:41404,asp. (Accessed
on 7 March 2006.)

® Available from: http://www.premier.gov.on.ca/english/news/Autolnvestment041404.asp. (Accessed
on 7 March 2006.)

? Keenan, G. (2004). Ontario pressing for auto help from Ottawa. Globe and Mail. 4 June, p B1.



sector today 1s the auto industry. It is vital to Canada’s economy and the mainstay of

Ontario’s prosperity.”"

Private sector actors also have an interest in the incentivization of offshore FDI. It
should be noted, however, that their views on the matter span the continuum,
including principled opposition, strong support and calculated ambivalence. Honda,
for example, discounts the role of incentives, its executive vice president for Canada,
Jim Miller explaining: “Basically, when Honda goes 1nto a country, the decision has
already been made. We don’t ask the government for anything. We make our
business case and we proceed on the basis that we’re just doing i, Conversely,
this research shows that other private sector actors view incentives as decisive. For
example, in Chapter Nine, it will be shown that Ford and General Motors considered
them to be essential in securing investments during the period this thesis explores.
For others, it would appear that, while they were prepared to accept government

largesse, one might question whether incentives were crucial in the decision making

process.

The research presented here also offers lessons for govemments of other countries
and at other levels (e.g. municipalities). Although this thesis deals explicitly with the
attraction of automotive FDI into Canada, the case investigated is of relevance to
others seeking to replicate the successes documented here. Certainly, it applies to
their pursuit of automotive FDI, but it also has relevance for other sectors of the

economy.

Finally, while the primary focus of the story told here revolves around the processes
of attracting FDJ, including the tools utilized and a description of the relationships
forged, the literature that has been reviewed in the research carries important lessons.
The catalyst for this research is the high volume and disproportionate success Canada

achieved in terms of gaining inward automotive FDI during the period under study.

' Thompson, R. (2004). Ottawa injects $400 million into auto sector: bid to keep jobs: incentives
bring new Qakville flex plant closer to reality. Financial Post. 15 June, p FP3.

' Miller, J. (2004). Interview with the author on 28 September, Toronto.



Therefore, much of the story is premised on many of the direct participants’ notion
that any form of inward FDI 1s desirable. However, the literature reviewed in Chapter
Two offers many lessons for audiences interested in the process. It will be shown that
the issue of FDI and its impact on domestic stakeholders is considerably more
nuanced. It should serve as a wamning that the impact of inward FDI is not uniformly

positive and that policy makers should be circumspect in their approach.

1.4  Key Research Questions and Overall Thesis Structure

The fundamental questions tackled in this thesis are threefold:

1. How did Canada set the preconditions to compete so effectively for offshore

investment?

2. What role did governments play to facilitate the process of encouraging
inward FDI during the 1980s?

3. Can individual personalities and the relationships they forge influence the

FDI attraction process?

With some exceptions, the answers are not provided in concise statements or
presented in clearly demarcated locations. Rather, they are infused throughout the
pages that follow. The approach is to add depth to the analysis progressively as the
thesis unfolds, chapter by chapter.

In broad terms, however, the issues explored in Chapters Five and Six are
particularly instructive in establishing the setting for the direct period under study,
thereby answering the first question above: ‘how did Canada set the preconditions to
compete so effectively for offshore investment?’ Subsequent chapters hone in on the
latter part of the 1970s through to the late 1980s and consider the specific policy
measures that were enacted. However, to compete for the investments that Canada

won in the 1980s, the country needed to be in a position to do so, to have the policy
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tools 1n place, to have trading patterns that were well established, to have market
access guaranteed, and to have supportive legislation already in place. Chapter Five
makes the argument that the foundations for future success were laid over preceding

decades. In so doing, fresh light is shed on the antecedents of the Auto Pact of 1965.

Chapter Six continues the process of identifying the factors that enabled Canada to
vie for offshore investment. It documents the growth of the automotive industry in
Canada in the decade and a half following the Auto Pact, and dispels misconceptions
that persist regarding the health of the industry in Canada during that period.
Particular emphasts is placed on the decline of the industry in North America in the
late 1970s, what prompted the decline, and how that informed consumer-buying
patterns. It will be argued that the decline was not as precipitous in Canada as it was
In the US, but the fact it was perceived as such prompted far-reaching consequences.
In fact, it will be demonstrated that the perception of decline was instrumental in
laying the foundation for a series of important policy decisions — decisions with long-

term ramifications.

The second key question, revolving around the role of governments in encouraging
FDI during the period 1977-87, permeates this entire thesis. However, Chapters
Seven, Eight and Nine focus closely on government’s role in the process. Chapter
Seven considers the introduction of Voluntary Export Restraints (VERs) on Japanese
automotive exports. It will be shown that the Canadian system in all essentials
mimicked that of the US. Until now, little has been written about the Canadian
scheme, researchers apparently concluding the Canadian environment was too
similar to that of the US to warrant special attention. This thesis argues, however,
that such was not the case, proposing instead that the Canadian system of voluntary
restraints had little direct impact on existing Canadian manufacturers. It makes a
somewhat paradoxical case that, even though no correlation exists between the
Canadian system of restraints and subsequent new capital spending by the existing
automotive manufacturers, the system did have a profound effect on potential

offshore-based investors and helped prepare the ground for their entry into Canada.
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Chapter Eight further investigates the role of governments in facilitating inward FDI.
It demonstrates that policy makers did not follow a systematic, disciplined program
or plan. Instead, they fumbled from one objective to another and the tools they

employed shifted and evolved as circumstances demanded.

Chapter Nine deepens the analysis of the policy making process, focusing on
specific, tangible policy tools that helped Canada outperform its rivals as a
destination for automotive FDI. In Chapter Nine it will be argued that one of the
primary reasons for Canada’s unusual success 1n attracting automotive investments
was the willingness of the federal government to get involved in creating the
conditions supportive of offshore-based investment. Such was not the case in the US.
It will be shown that the government of Canada was well positioned to offer both
cash and until now, the less well-understood and less transparent ‘near cash’

inducements. Tangible values are assigned to each of the mix of incentives on offer.

Finally, although it is obvious that policy formulation and execution are driven by
personalities, the energy with which they pursue their goals, the commitment they
attach to their role and the effort they extend to establishing and exploiting
relationships can vary considerably. Exploring these aspects represents the essence of
question three: ‘Can individual personalities and the relationships they forge
influence the FDI attraction process?’ With some candour, this question was not
1dentified at the outset, but was instead formed over the course of the research. It
eventually became apparent that personalities and relationships are key explanatory
variables. This question is considered most explicitly in Chapter Eight. It converges
on the messages and messengers that dominated the era and argues that there were
occasions when, even though actors held conflicting objectives, they were sending
similar messages and expressing complementary expectations. In particular, the
contributions made by former Canadian politician Ed Lumley will be explored in

depth.

It is important to understand that the process of attracting FDI in Canada was not

without setbacks and miscalculations. Chapter Ten provides balance by analyzing a
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series of investments that did not come to fruition duning the period 1977-87.
Chapter Ten adds context and dispels any illusion that the process in which actors

were engaged proceeded without frustration.

Various conclusions are drawn in Chapter Eleven, structured around these three key
research questions. A model is presented to advance understanding of the processes
and influences involved in the attraction of FDI. Lessons for the various stakeholders

will also be offered.

1.5 Conclusion

The purpose of this chapter has been to define the research topic, identify who might
be interested and why they should pay attention. The initial impetus for the thesis has
been shared: the Canadian automotive manufacturing industry was substantively
transformed by the arrival of new, overseas-based entrants during the 1980s, and that
hitherto the period has received limited attention. The key research questions have
been posed and an outline provided as to how the thesis has been structured to

answer them.,

By the 1980s, the Canadian automotive manufacturing industry’s capacity to
generate employment, contribute to the balance of payments, and support
communities was already well established. This chapter has demonstrated that the
addition of new entrants, headquartered in offshore locations, recharged the industry
and provided it with an expanded base upon which to build and grow. Had the
investments that were made by those companies not come on stream, the industry
that exists today would be smaller, less diverse and less energized by the intensity of
competition that geographic proximity and successful new entrants have provided.
The remainder of this thesis will explore the conditions that enabled Canada to
compete successfully for automotive FDI in the 1980s, and will consider the policy
makers and policy measures that have supported such growth and development to

OCCUr.
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The over-niding purpose of the chapters that follow is to answer the three related
research questions enumerated. For those interested in the history of the Canadian
automotive manufacturing industry, it will fill gaps in understanding. For those
concemed with broader themes, it offers new perspectives on the role of
governments and personalities in the attraction of FDI and the impact of aligning
economic and commercial forces with political action. Such understanding is guided

and 1nformed by a range of themes and disciplines, a review of which is offered next.
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Chapter Two

Economic Clusters, Foreign Direct Investment and the Canadian Automotive

Industry

Over the period 1977-87, the Canadian automotive assembly industry changed in
form and substance from a collection of four American-based companies controlling
what was by then an integrated North American marketplace to one in which new
entrants, mainly Asian-based, commanded a growing share of the market, assembling
an increasing numbers of vehicles in North America. As signalled in Chapter One,
Canada eventually won a disproportionate share of the investments made by these
offshore-based producers. It will be argued in following chapters that government
policy played a pivotal role in guiding and influencing automotive investment

patterns, providing answers to the research questions outlined in Chapter One.

The purpose of this chapter is to step back and review the literature that informs the
thesis. It includes a review of previous writings on the subject, covering their
authors’ interests, approaches, paradigms and methodologies. It requires one to move
beyond the proximate — material specific to the Canadian automotive industry — and
to draw upon parallel and related fields of research as well. In so doing, this chapter
will first review important contributions to the field of business history. Next,
research that exists around economic clusters will be considered before shifting focus
in the third section to concentrate on foreign direct investment and its impact on
indigenous industries. The third section also considers related research streams,
including global product mandates and Canada’s Foreign Investment Review Agency
(FIRA). Following that, studies of the Canadian automotive industry are examined.
Contributors to the research reviewed in this fourth section come from a range of
disciplines, including trade theory, economics, business history, economic geography
and political science. Some writers have focused specifically on Canada while others
have taken wider geographical points of reference. The time period from which the

material 1s drawn 1s similarly diverse.
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2.1  Business History

Before a detailed review of the specific literature informing this thesis can be
provided, the evolution of the field of business history must be considered. The
books and articles generally thought to fall within the realm of business history do
not explicitly inform the chapters that follow, but it is important to provide an
overview of seminal works because they provide context, supporting the tone,
structure and methodologies that follow. As Canadian business can be seen as
representing a composite of 1ts dominant US neighbour and its British origin, key
contributors from the US and UK are considered before important Canadian

literature is presented.

The work referenced here tends to be concermned less with the accumulation of mere
facts and anecdotes and more with the 1dentification of trends and the advancement
of theories. Such an approach is entirely consistent with Harvey and Wilson’s
articulation of a key issue impeding the growth of the business history field within
the purview of business schools: “Intensifying resistance 1s the perception that
business historians are fact-mongers without theory, more concerned with the
particular than the general and unable to dovetail with other higher-profile subjects”
(Harvey and Wilson, 2007, p 3). However, in Breakout Strategy (2006), Finkelstein
et al demonstrate that business history can indeed intersect with theoretical 1deas. A

similar approach is taken in this thesis.

Any catalogue of significant literature guiding business history research starts with
Alfred Chandler of Harvard University. Three contributions stand out: Strategy and
Structure (1962), The Visible Hand (1977), and Scale and Scope (1990). Each
explores the evolution and influence of management structures, seeking patterns
from extensive empirical research to explain the rise of large, multinational
businesses. Broad macroeconomic developments are connected with the
microeconomic performance and the organization of the firm. Later contributions
point to technological foundations as pivotal. Chandler, however, downplays the role

of government, a perspective that is refuted by the cases presented here. Like
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Chandler, Mira Wilkins also explores the origins and evolution of American business
organizations and similar to Chandler, her work is infused with recognition of the
dominant role internationalism has played in the development of business. Also, like
Chandler, Wilkins 1s influenced by research derived from a variety of disciplines,
including sociology, history, political science and economics. However, unlike
Chandler, the effect of government policy on business strategy and structure is given
greater prominence. Wilkins’ ideas materialize in The Emergence of Multinational
Enterprise: American Business Abroad from the Colonial Era to 1914 (1970), 1n
Maturing of Multinational Enterprise: American Business Abroad from 1914-1970
(1974), and in The History of Foreign Investment in the United States, 1914-1945
(2004). An important source of secondary data for this thesis 1s Wilkins and Hill

(1964), American Business Abroad: Ford on Six Continents.

The British perspective on the organization and evolution of business 1s instructive.
Many observe that the development pf business history in the UK was slower to
build than it was in the US (Supple, 1977; Amatori and Jones, 2003). Until recently,
when contributors like Edgerton (1997) and Jones (1997) change tack, the pervasive
theme in the literature has been one of decline. Williams et al (1994) and Church
(1995) narrow their focus on the deterioration of UK’s automotive industry. Others
have taken a broader view (Coleman and Macleod, 1986; Kirby, 1992; Wilson,
1995). In Scale and Scope, Chandler (1990) devotes a full section to analyzing the
development, success and failure of British industry. Beyond his direct study,
Chandler’s influence has been widespread in British business history as well. For
example, his approach is demonstrated by Hannah (1976), who traces the transition
of the typical British manufacturing firm from the Victorian era, as primarily family
owned and internally financed, to that of today, a professionally managed and
externally financed organization. Also, like Chandler, Hannah posits that the growth
of British firms was a consequence of technological progress. Channon (1973) also
demonstrates a Chandler-like approach in his study of Britain’s 100 largest firms
between 1950 and 1970, including an assessment of competitive strategies and
organizational structures employed. However, even though many British business

historians’ analysis build from a Chandler-like foundation and virtually all are, on
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balance, admiring, many do have criticisms. Jones (1997), for example, argues that
Chandler’s position that British firms struggled because they avoided professional
management 1s too narrowly focused, claiming that British firms in the interwar
years were actually quite competitive vis-a-vis Europe, observing that it was not until
after 1945 that the full force of the UK’s decline was experienced. He notes,
paradoxically, that this situation was in the same period when UK business started to
move away from personal capitalism. Others are similarly cautious in transferring
Chandler’s views to the UK experience. These include Supple (1991) who questions
Chandler’s focus on manufacturers to the detriment of other more dynamic aspects of
the economy, and his tendency to discount the role of external factors (e.g. legal and
educational systems, cultural aspects, the role of government). Wilson (1995) also
contends that Chandler’s approach is flawed due to attempts to impose a theory that,
while suitable to the US, strains when applied to the UK experience and does little to
explain the growth experienced in Germany and Japan. Meanwhile, Lloyd-Jones and
Lewis (1994) acknowledge a connection between the decline of Sheffield’s steel
mills and the persistence of personally managed firms. However, they suggest that a
variety of exogenous factors were also at play, one of which is culture. The influence
of culture 1s explored more fully by Lewis et al (1996), who review the role of
culture on national economic performance, including the role of Protestantism in the
development of capitalism in Europe and Confucianism in East Asia. Lazonick
(2003) argues that social and cultural conditions are as important to the creation of
industrial innovations as managerial aspects. Jones (1997) likewise considers the
impact of cultural differences between countries. He acknowledges that even though
British firms assimilated many of the palpable elements of the American business
model, they did so within the British cultural context and therefore yielded dissimilar

results.

Business history focused on the Canadian experience has been much more sporadic.
Articles either for or by Canadians occasionally appear in journals like Enterprise
and Society, Business History Review and Business History. However, they tend to

be focused on specific companies or personalities and are much less inclined to

uncover patterns or interpret trends. That does not mean that Canadian businesses
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and their management have not inspired well-regarded literature. Examples include
Harold Adams Innis’ work on the fur trade in Canada (1956). Innis introduces the
Staples Thesis, contending that the socio-economic fabric of economies like Canada
i1s a function of their being built around the export of natural resources. As well,
Neufeld’s history of farm implements maker Massey-Ferguson (1969) draws from
Chandler to explain the growth of what was at the time of publication the archetype
of the large, multinational, Canadian firm. More recently, Anastakis (2005) provides
an exhaustive account of the negotiations around the Canada-US Auto Pact,
representing an excellent secondary source for the topic this thesis examines. A
limited number of more far-reaching compilations also exist. These include Daniells’
(1957) Studies in Enterprise; A Selected Bibliography of American and Canadian
Company Histories and Biographies of Businessmen, Bliss’ (1987) review of key
periods in the history of Canadian business since the country’s inception, and Taylor
and Baskerville’s (1994) contribution tracing the history of business institutions in
Canada, connecting capitalism in Europe and North America, and describing the
influence of public figures and policy makers. However, the vast majority of these
Canadian business history contributions have sprung from history departments rather
than business schools. The benefit of bringing a business-centred approach to the

study of business history is offered by Bliss (1992):

The intellectual merit of bringing the expertise of economists, scholars of
management, organization behavior, industrial relations and other business-
related disciplines to bear on the study of business is also self-evident. A
process of cross-fertilization has been generally lacking and greatly missed in
the circle of the historians and journalists, who seldom enough talk to one
another let alone to real live economists.'?

Only occasionally do the books and articles of the various contributors registered
above explicitly inform the work this thesis contains. However, they do represent a
point of reference and implicitly guide the thesis’ overall tone and structure which,

when coupled with original enquiry, advance knowledge and understanding.

'2 The concerns expressed by Bliss may be starting to erode. Recently, business history chairs have
been endowed in Canada at York University and the University of Toronto, supported by funding of
$5 million. From: Globe and Mail. (2006). Forward-looking CEOs are looking to the past. Globe and
Mail. 13 March, p B12.
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2.2  Cluster Theory

Cluster theory is concerned with the geographic concentration of related economic
activities such as those found in the Canadian automotive industry. Michael Porter,
one of the most important proponents of cluster theory, refers to “geographic
concentrations of interconnected companies, specialized suppliers, service providers,
firms in related industries, and associated institutions (for example, universities,

standards agencies, and trade associations) in particular fields that compete but also

co-operate” (1998, p 197).

Before Porter (1990) popularized the term ‘cluster’, the concept was little known
outside the realm of economic geography. But Porter was not the first writer to
examine the phenomenon. Alfred Marshall’s Principles of Economics originally
explored the “concentration of specialized industries in particular locations”
(Marshall, 1966, p 233) exactly 100 years before. Marshall offers a number of
reasons to explain the localization of industries, including physical conditions,
hereditary skills, growth of subsidiary trades, improved communications and
inertia.”” Marshall’s brief, ten-page chapter, written in 1890, represents a launching
pad for the renewal of interest that occurred a century later. It is unlikely, however,
that in writing about agglomerated economic activity in 1890, Marshall considered
the possibility that it would take a full century for his views on the matter to gain
currency. Yet, almost anticipating the later work of Kuhn (1970), Marshall did

acknowledge the propensity of academic communities to rebuff new views:

Some of the best work of the present generation has indeed appeared at first
sight to be antagonistic to that of earlier writers; but when it has had time to

'* Philosophers of research would describe Marshall’s epistemological paradi gm as that of a
constructivist. In fact, in the preface to his first edition, he explains: “The function of the science is to
collect, arrange and analyse economic facts, and to apply the knowledge, gained by observation and
experience, in determining what are likely to be the immediate and ultimate effects of various groups
of causes” (1966, Preface to First Edition). This is fully in keeping with the description of socially
constructed knowledge claims offered by Creswell (2002, p 8) who explains that “rather than start
with a theory, inquirers generate or inductively develop a theory or pattern of meaning.” Such
descriptions are relevant because, as shall be seen, the work that follows through the remainder of this
thesis derives from the same constructivist bearing.
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settle down into its proper place, and its rough edges have been worn away, it

has been found to involve no real breach of continuity in the development of
the science. (Marshall, 1966, Preface to First Edition)

Marshall and economic geographers apart, the notion of agglomerated clusters of
economic activity did not gain popular currency until after Porter’s Competitive
Advantage of Nations was published in 1990. It quickly caused many governments to
think again about international competitiveness. Until Porter, i1t could be argued that
most nations based their concept of such on the factor input-based foundation offered

in Ricardo’s theory of comparative advantage:

Under a system of perfectly free commerce, each country naturally devotes
its capital and labour to such employments as are most beneficial to each. ...
By stimulating industry, by rewarding ingenuity, and by using most
efficaciously the peculiar powers bestowed by nature, it distributes labour
most effectively and most economically (Ricardo, 1963, p 70).

With respect to the automotive industry in the context of an integrated North
American market, it shall be seen that the development of the Canadian automotive

assembly industry demonstrates elements of the thinking of both Porter and Ricardo.

Although Porter reinvigorated the cluster idea, economic geographers Martin and
Sunley claim that the potential paradigm change associated with Porter should not be
attributed solely to him. In fact, Martin and Sunley (2003, p 7) ask: “Why it is that
Porter’s notion of “clusters” has gate-crashed the economic policy arena when the
work of economic geographers on industrial localization, spatial agglomeration of
economic activity, and the growing salience of regions in the global economy, has
been largely ignored?” Despite these concerns, Porter’s work was instrumental in
giving life and exposure to the cluster idea. How did that happen? How was Porter
able to launch a wave of research almost single-handedly? Martin and Sunley believe
that the reason Porter’s business strategy-based approach gained currency, while
their own discipline — foraging in a comparable area — did not was because Porter
offered an *“‘easy and business and policy friendly writing style, at once both
accessible and commonsense ... self-confident, authoritative and proselytizing style”

(Martin and Sunley, 2003, p 9). In fact, Porter himself has claimed that his purpose
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has not been to merely develop rigorous academic theory, but to make that theory
accessible and useful to practitioners, stating that it is his goal to “develop both
rigorous and useful frameworks for understanding competition that effectively bridge

the gap between theory and practice” (Porter, 1998, p 2 in Martin and Sunley, 2003,
p9).

There are many definitions of clusters favoured by dozens of writers. As a result,
finding qualitative consistency in the definition is problematic. Further, uncovering
quantitative reliability 1s even more challenging. By its nature, a cluster is a loose
coalition of mutually supportive public and private sector activities. Therefore,
obtaining agreement on a standard and measurable quantitative tool has proven
elusive. For example, Birkinshaw and Hood (2000) utilize a combination of export
intensity and on-the-ground experts to identify clusters in Canada, Sweden and
Scotland. The UK Government’s Cluster Policy Steering Group offers a formula
measuring the relative concentration of employment in a given industry or sector in a
region (1999). Others make use of Standard Industrial Classification (SIC) codes
(Harrison et al, 1996). The problems researchers invariably encounter when seeking
to apply such positivistic, quantitative definitions to such a fluid qualitative concept
are numerous. Invariably, their work becomes focused on the end product of the
cluster rather than the range of elements most observers recognize as inherent in
cluster development and sustainability, for example, the system of networks,
supporting industries and rivalries that Porter’s Diamond Model (1990) seeks to
explain. However, despite the diversity of positivistic definitions, any formula that
has been developed to definitively judge the existence or absence of a cluster and
applied to the automotive industry in Canada in general and the province of Ontario
specifically, affirms that a cluster of automotive manufacturing does indeed exist in
Canada and, more specifically, in Ontario. Further, these quantitative, positivistic
tools often have direct application to proximate automotive manufacturing. For
example, via survey and statistical representations, Harrison et al (1996) demonstrate
that innovation in manufacturing establishments is not related to the density of
related businesses. Talmud and Mesche (1997) utilize trade data and national account

statistics to show that an industry’s corporate volatility is negatively associated with
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its market and political embeddedness. Birkinshaw and Hood (2000) and Andersson
et al (2002) cover similar terntory, employing surveys to explore issues of
embeddedness, autonomy and the international orientation of subsidiaries operating
in clusters. Hence, notwithstanding the fact that the foundation upon which the
cluster concept is built lacks tight definitional boundaries, the tools of positivism

have usefully been employed to advance the field.

Most empirical studies, however, are cross-sectional, offering a snapshot of a fixed
position in time. As such, they struggle to capture the inter-dependencies that are
essential to understanding clusters in general and the automotive manufacturing
industry more specifically. As a result, additional epistemologies and forms of
enquiry are also called for. For example, Holm (1995) employs case analysis in his
study of the networks of three foreign subsidiaries of a Swedish multinational (1995).
Offerings by Saxenian (1994) and Sturgeon (2003) also employ the case study to
probe the origins, growth, dynamics and success of California’s Silicon Valley.
Wolfe and Gertler (2004) have identified 26 Canadian clusters and, in a five-year
case study, assess how participants within these clusters have managed the transition
to more knowledge-intensive forms of production. Such large-scale studies involving
several clusters over many years invariably use multiple research methods. Wolfe
and Gertler have combined statistical tools with detailed interviews. Similarly, the
UK government’s Clusters Policy Steering Group (United Kingdom, 2001), the
National Governors’ Association (2002) in the US, and Michael Porter’s work for the
US Council on Competitiveness (2001) are based upon longitudinal studies involving
several clusters with consistent methodologies. Because they are large, well funded
and sustained, they provide an improved capacity to compare the development of one

cluster to another over an extended period of time.

Clearly, clusters have an appeal that transcends scholarly nigour. Seventeen years
after Michael Porter took the concept of agglomerated economies introduced by
Alfred Marshall 100 years before, and mixed in contributions from economic
geography, cultural anthropology and economics, researchers and practitioners have

continued to explore and challenge nuances of the theory. Despite the anomalies and
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the incongruities that occasionally call into question the practical application of the
cluster phenomenon, the concept that Michael Porter rediscovered, resurrected and
reconstructed has invoked too many disciples for anything other than its proliferation
to continue. The period this thesis explores actually predates the publication of
Porter’s Competitive Advantage of Nations (1990). However, whether policy makers
were consciously doing so or not, it will be clear that the activities in which they
were engaged were directed at the creation and expansion of a more dynamic

automotive cluster in Canada.

2.3  Foreign Direct Investment and Domestic Industries

Proponents of cluster theory suggest a variety of benefits and are thus supportive of
their development. One method of encouraging the concentration of related
economic activity is through the kind of FDI attraction efforts that characterized the
Canadian automotive industry in the 1980s. Direct investment, unlike portfolio
investment, entails at least some modicum of strategic commitment because it 1s less
easily liquidated and has the potential to have some impact on the host country In
terms of cultural and political issues as well as employment, technological transter
and tax and trade policy (Rugman and Tilley, 1987; OECD, 2003). Micro level
benefits of foreign multinational corporation (MNC) participation 1n host economies
include their capacity to improve access to foreign markets through intra-firm trade
as well as their proximity to parent company management systems, technology,
infrastructure and R&D (Bellak, 2004). In many ways, research on inward FDI
parallels that of cluster analysis with such overlapping themes as the impact on
domestic firm competitiveness, productivity and technology diffusion, the
accumulation of marketing knowledge, and economic growth and development.
While the overwhelming perception is that FDI, particularly inward FDI, is desirable,
how the benefits are conferred, which economies and what firms are best equipped to

profit, and how public policy might influence the process are much more ambiguous.

The preponderance of FDI-related research argues that the reason for countries to

support inward FDI, particularly in developed economies, is its capacity to increase
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productivity and the overall competitiveness of domestic firms (Caves, 1974;
Globerman, 1979; Harris and Robinson, 2003; Chung et al, 2003; Javorcik, 2004;
Helpman et al, 2004). However, research in support of this thesis has consistently
demonstrated that the primary motivation of Canadian governments’ pursuit of
inward automotive FDI was investment and jobs (as per the observation of Dennts
DesRosiers expressed in Chapter 1). In fact, this research shows many actors were
antipathetic to new entrants entering their market or jurisdiction. Regardless of the
Canadian automotive industry experience and the motivations driving public and
private sector actors, Blomstrom and Sjoholm (1999) summarize the benefits that are
perceived to be conferred, including their capacity to strike imbalance in the market,
thereby causing domestic actors to improve performance. As well, they maintain that
spillover effects, such as the tendency for new entrants’ technology and systems to
become infused upstream, downstream and horizontally within the market, also
generates positive effects. In addition to the demonstration and competition-nspiring
effects, Markusen and Venables (1999) propose that another positive consequence of
inward FDI is its potential to increase demand within the host country’s supplier
community, which increases those firms’ profits and investment. This situation, 1n
turn, contributes to lower prices in the sector, which ultimately causes lower prices

for the final goods-producing firm, a development that further increases demand.

Research on the impacts of inward FDI in developing versus advanced countries
shows differing results. Findlay’s (1978) model anticipates less developed economies
accepting and adopting technological change as a result of inward FDI at a quicker
pace than more developed countries. Subsequent study, however, has not borne that
out. Research on correlations between the presence of inward FDI and the
productivity of domestic firms in developing economies does not support the notion
that FDI assists host country industries (Haddad and Harrison, 1993; Aitken and
Harrison, 1999; Konings, 2001). In fact, Grosse (1988) finds no difference in the
capital / labour ratio in indigenous Venezuelan firms versus foreign MNC's
operating there, thus calling into question the likelihood of inward FDI in developing
countries generating spillover effects. Similar to Markusen and Venables (1999),

Tomohara (2004), though, says that inward FDI does generate positive outcomes 1in
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developing economies, but says those benefits pivot on local consumers, not
technological spillover, explaining that MNCs are able to provide goods at a lower
price, thereby creating new demand and an expanded market for all goods. It is for
that reason, not the generation of spillover effects or the augmentation of competitive
forces, that Tomohara concludes that inward FDI is preferable to the protection of
local industries. Kosova (2005) also assuages concems about inward FDI in
developing or transitional markets, finding that in the Czech Republic, the entry of
foreign firms initially caused an increased exit of domestic firms. However, after this
initial crowding out effect, the growth rates and survival of remaining firms

increased.

Research shows the impact of FDI on developed countries 1s generally more positive,
a result that holds promise for countries like Canada. Important studies include those
of Caves (1974) who shows an inverse relationship between host country profits and
the existence of competition from FDI in Australia, a situation deduced to represent
increased competition and improved allocative efficiency. Globerman (1979) uses
Canadian data to demonstrate a positive correlation between labour productivity and
inward FDI. Catherin (2000) also finds significant evidence of knowledge spillovers
in developed countries. Of further significance, Catherin shows that spillovers from
Japanese FDI are even greater. However, Catherin also notes that investments of a
Greenfield variety, the type that characterized the Canadian automotive
manufacturing sector in the 1980s, generate significantly less impact, a phenomenon
also noted by Co (2000) in her study of US R&D activities by foreign-based firms.
Further, like Kosova’s analysis of the Czech Republic, a transitional economy, De
Backer and Sleuwaegen’s (2003) longitudinal study finds that inward FDI in

Belgium was accompanied by an initial crowding out of host country actors, but its

impact was mitigated over the longer term via networking, demonstration and other
cluster-enhancing activities. Fotopoulos and Louri (2004), however, warn that the
positive effects of technology spillover or networking do not always offset negative

influences.
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Discrepancies between the impacts of FDI in developed versus developing nations
appear to hinge on the capacity of host nations and their organizations to gain
spillover effects. Xu (2000) and Liu et al (2000) observe that developing and
transitional economies, with their lower levels of education, are less equipped to
assimilate new technologies and techniques. Both are consistent with the following:
Lapan and Bardwell (1973) who argue that a negative relationship exists between
knowledge spillovers and technology gaps between the investing country and the
inward host, Cantwell (1989) who shows that spillovers are most likely to occur
when technology gaps between investing and host countries are small, and Wang and
Blomstrom (1992) who emphasize the need for domestic firms to invest in leaming
activities if they are to benefit from FDI and eventually close gaps between
themselves and investing MNCs. All suggest domestic firms require minimum levels
of absorptive capacity before the benefits from inward FDI may accrue. Again,
although it was never apparent that Canadian policy makers were motivated by the
potential for inward FDI to bring about knowledge spillover, Canada, as one of the

world’s most educated workforces, would be well-positioned to gain advantage from
inward FDI.

Other research specific to the US would appear to suggest that inward FDI there may
produce outcomes contrary to those experienced by other developed nations.
Chung’s (2001) study of inward FDI in US manufacturing from 1987-91 asserts that
when FDI occurs, less competitive host country industries’ productivity increases
while more competitive industries’ productivity stagnates. If less productive, less
competitive industries in developed countries are comparable to the industries of
lesser—devéloped countries considered in the research of Haddad and Harrison (1993)
Aitken and Harrison (1999) and Konings (2001), one might expect Chung (2001) to
affirm that less competitive industries in the US would experience less of a
productivity boost after inward FDI than would more competitive actors. It is
possible that some minimum level of capability or absorptive capacity 1s necessary to
derive benefit, but that after a certain point benefits are no longer evident, a
phenomena discussed by Girma (2005). This is explained by Chung (2001). He

references Florida (1997) who explains that spillover is not a one-way phenomenon,
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suggesting that foreign MNCs establish operations in the US to access the
technology and skills the world’s most research-intensive economy provides. This
suggests a preponderance of less productive foreign-based MNCs investing in the US
for the purpose of gaining proximity to more sophisticated US expertise. The
propensity for foreign firms in the US to spend more on R&D than domestic firms 1s
also found by Kim and Lyn (1990). Co (2000) builds upon the premise that foreign
firms invest in the US to access advanced technology and processes and further
suggests that less advanced foreign firms investing in the US are obliged to augment
R&D spending to adopt and/or adapt their existing or acquired technology to US
conditions. Such explanations suggest that the motivations of investors are
fundamental. It also implies that the nature of inward FDI in the US is different from
other developed nations. As per Hejazi and Pauly (2003) and Frost and Zhou (2000),
understanding investor motivations is fundamental to predicting the impact of FDI.
The need for public policy makers to correctly interpret those motivations is
essential. Co’s (2000) and Chung’s (2001) findings affirm that US industries respond
differently to FDI than do other nations, including Canada which, 1t has been shown,
receives a productivity boost from FDI (Caves, 1974; Globerman, 1979). More
broadly speaking, those who view the Canadian economy as an extension of the US,
one that responds to stimuli in manners that replicates that of its continental partner,

do so at risk of oversimplification.

When inward FDI occurs, where are the benefits most likely to be received? What is
the process? The implications for policy makers are significant and the literature,
even regarding FDI within and between developed countries, is less than conclusive.
Caves (1996), for example, calls attention to the fact that productivity improvements
related to FDI are a result of both technology transfer and the heightened competition
the new entrants represent. However, he says separating the two phenomena of
increased competition and technology transfer is difficult. Similarly, Hejazi and
Safarian (1999) remind us that because international trade and FDI are highly
correlated, and because, in developing countries, FDI and productivity are also
highly correlated, a tendency may exist to explain productivity improvements by

trade increases, not FDI. Balasubramanyam (1994), Liu et al (2000), and the United
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Nations Conference on Trade and Development (UNCTAD) (2001) all find that
backward linkages, where foreign investors develop relationships with local
suppliers, are the most effective means to engender spillover effects, a situation
having application for the Canadian automotive industry whereby offshore
automotive OEM investors may share technologies with Canadian vendors. Chung
(2001) explains that technology transfer can occur in any number of ways, including
reverse engineering as well as purposeful transfer of knowledge to affiliated firms

and suppliers.

By corollary, 1f inward FDI in developed economies enhances economic growth,
does outward FDI represent an export of production and hence harm to the outward
Investing nation’s economy? Stevens and Lipsey (1992) say it does and find an
inverse relationship between outward FDI and domestic Gross Fixed Capital
Formation (GFCF), a position affirmed by Feldstein (1995). These studies refute
earlier findings by Noorzoy (1980) who argues that a positive relationship exists
between domestic investment and outward FDI, and Porter (1990) who posits that
even after companies develop international operations, those firms continue to prefer
to deal with the suppliers they originally dealt with in their home base. Porter’s
premise is affirmed in the supplier relationships propagated by Japanese OEM
investment in Canada, which, as predicted, sees Japanese investors replicating
relationships originally forged in their home base (although Japanese-based suppliers
have subsequently established operations in North America, including Canada).
These studies have important implications for Canada. Rugman and Tilley (1987),
for example, discuss Canada’s transition from a net importer of FDI to net exporter
commencing in 1975, a trend that persisted even with the prevalence of inward
automotive FDI in the 1980s. As well, Burgess (2000) argues that Canada’s rate of
inward FDI lags behind that of many developed nations, even in the aftermath of
Canada-US and North American free trade regimes. He claims that that situation, in
combination with the high outward rate of FDI, makes Canada much less a captive of

international investor impulses (as many Canadians believe) and much more a source
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of global economic influence.'® Hejazi and Pauly (2003) more fully explore
Canada’s transition from net importer to net exporter and offer new perspectives on
how conflicting results on the impact of outward FDI might arise. They say that,
depending upon the motivations driving outward FDI, such investment may have a
positive, negative or neutral impact on domestic GFCF. Their work is consistent with
Ray (1977) who suggests that outward FDI is often triggered by an ambition to gain
market access in the foreign market where the investment is directed, which Noorzoy
(1980) and Hejazi and Pauly (2003) affirm may be complementary to domestic
investment. Similarly, outward FDI aimed at gaining access to resources might also
engender domestic investment in processing capabilities. However, if the motivation
or rationale for outward FDI is lower labour costs, then its impact on domestic GFCF
may be adverse. As Hejazi and Pauly’s research utilizes Canadian data, it has direct
application for Canadian policy makers. However, because some of the underlying
motivations they consider resonate with the concerns expressed by Japanese MNCs
and the Japanese government during the 1980s as debate churned regarding
automotive investment, the research is relevant to the issues explored in this thesis.
Each of Ray, Noorzoy and Hejazi and Pauly claim that when the investment is
motivated by issues of market access, which was in fact a primary motivation or
threat during the 1980s, then outward FDI has a positive impact on the investing
nation’s economy. However, it can be assumed that, because Japanese automotive
companies operating in the 1980s were motivated not by gaining access, but rather,
maintaining it, it is more likely that that the opposite could be said, hence explaining
the concerns and reluctance many Japanese automotive OEMs initially had about

investing in North America.

This review now retumns to the principal motivation of Canadian policy makers
insofar as inward FDI was concerned in the 1980s, its perceived potential to create
employment in Canada, a motivation also shared by UK-based actors during the

same timeframe (Morgan et al, 2000). At the macro level, GDP growth and hence

'* Meanwhile, during the same timeframe in which Canada transitioned to a country generating a net
outflow of FDI, the US shifted to one that generated a net inflow. For example, Kim and Lyn (1990)
show that between 1975 and 1986, FDI inflows into the US increased by 7.5 times. US global

economic influence did not wane during that period.
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employment growth, is strongly correlated with export growth (Edwards, 1993;
Bernard and Jensen, 1999; Hejazi and Safarian, 1999) and studies have long
demonstrated that foreign-owned firms have a greater propensity to export (European
Round Table, 1994; Anderson and Fredriksson, 1996; Kneller and Pisu, 2004).
Conversely, detractors of inward FDI point to its potential to displace existing
industries and the employment such operations provide (Walker, 1999). Such
concerns are most prevalent at the micro or firm level. However Wagner (2002) and
Girma et al (2004) demonstrate a positive correlation between employment and trade
at that level as well. Further, despite the potential that foreign investment may
replace local investment and hence jobs, Grosse (1988) also concludes that FDI has a

positive impact on host country employment.

Alter (1994) allows that a range of opinions exists regarding outward FDI and its
impact on employment in the originating nation. As other aspects of research on FDI
have revealed, it is not possible to make broad, universal statements regarding
benefits and costs. Certainly, outward FDI has the potential to improve domestic
companies’ competitiveness by exploiting factor advantages outside the domestic
market and potentially supporting the investing nation’s employment levels.
Blomstrom et al (1988) venfy that the effect of foreign production is increased
exports and a positive net effect on home country employment, a tendency that is
affirmed by Knoedler (2000) in his study of outward FDI on West Germany.
Alternatively, outward FDI may also represent the export of jobs beyond the
investing country’s border. Swaim and Torres (2005) say that when outward FDI has
a negative impact on the originating country, manufacturing jobs of a low skilled
variety such as those in automobile manufacturing are primary targets. Meanwhile,
Glickman and Woodward (1989) argue outward FDI was responsible for a loss of
jobs in the US between 1977 and 1986, a position that would seem to be
complementary to Zhao (1998) who finds that outward FDI depresses wages in both
unionized and non-unionized industries. Clearly, universal statements are not
possible. Instead, a more nuanced view is necessary. In that regard, it is possible that

Blomstrom and Kokko’s (2000) characterization of outward FDI and its role as either

complementary to or supplementary to home country activities is the most
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approprate means by which to judge and predict its impact. This approach causes
one to reject broad generalizations and instead, consider individual country, sector

and firm-level attributes.

The question emerges, then, what are the implications for policy makers? Many
observers 1nfer that FDI is always beneficial, an assumption, it has been
demonstrated, that may not always be correct, but one that has resulted in a steady
escalation of direct and indirect supports to foreign firms prepared to invest (Tewder-
Jones and Phelps, 2000). The reality is that FDI and globalization can impact
countries in very uneven ways. Despite the importance of FDI to the world economy,
formal agreements or protocols dealing with FDI are much less prevalent than those
on international trade (OECD, 2003). Nov (2006) warns that the provision of
incentives to generate inward FDI distorts the efficient allocation of resources and
argues that a global regime to constrain such inducements is necessary. In fact, Yu
and Ito’s (1990) study of the US tyre industry, an oligopoly having many parallels
with the Japanese automotive manufacturing industry, reveals that firms match the
leader’s investments in foreign jurisdictions, thus calling into question the value of
national governments engaging in programs to incentivize foreign FDI following the
leader’s initial foray (unless, of course, the incentives are further targeted to direct
investment to specific geographic regions within the jurisdiction). Meanwhile, both
Harris and Robinson (2003) and Javorcik (2004) explain that because foreign owned
plants are more productive than domestic, support from government for FDI is thus
warranted. Further, UNCTAD (2001) and Elmawazini et al (2003) encourage
governments to facilitate and provide incentives for the promotion of FDI-domestic
company relationships. De Backer and Sleuwaegen (2003) affirm that the
development of linkages between domestic and foreign firms is a positive outcome
of inward FDI, but that 1t 1s not a natural process. They, too, recommend the
introduction of programs to facilitate such linkages. Andersson et al (2002),
however, warn that such benefits do not necessarily extend to the investor. They say

that business embeddedness — the degree of contact that exists between the customer
(the MNC subsidiary) and suppliers — and the market performance of the subsidiary

are not related. Chung (2001), too, warns that the effect of FDI 1s not universally
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positive for host markets and cautions policy makers to incentivize FDI to targeted
sectors only. He counsels that foreign investors who are less productive than host
country actors should not be incentivized, a situation that, in light of research on
North American automotive productivity levels during the period under study (Perry,
1982, Abemathy et al, 1980 and MacDonald, 1980) would appear to support the
actions of Canadian governments during the time period this thesis explores. Chung
(2001) also cautions that foreign subsidiaries engaged only in research should be
encouraged to take steps to broaden the scope of their activities. This
recommendation would seem to be contradictory to current Canadian government
policy which, given supports provided to automotive and other actors, appears to
assign greater value to foreign investment in research than any other endeavour. Like
Chung (2000), Liu et al (2000) also advocates a more targeted approach and advises
that FDI from developed countries to developed countries (e.g. France to Canada or
Japan to Canada as was the case in the automotive industry in the 1980s) should
occur alongside measures to increase local firms’ spending on knowledge
accumulation, as doing so will facilitate the diffusion of technology and knowledge.
Further, Porcano (1993) suggests firms from different countries are influenced by
their culture, that this fact can affect their FDI location decisions, and that countries

seeking inward FDI should be aware of such subtleties.

Even though higher levels of protectionism exist in industries that are politically
organized (Lavergne, 1983 and Grossman and Helpman, 1995) most research
recognizes the doubtful efficacy of restricting FDI. Blomstrom and Kokko (2000),
Coe and Yeung (2001) and Swaim and Torres (2005) warn that restricting the
location decisions of firms is not tenable and that multinationals would be unable to
sustain market shares and employment over the long term if they were not allowed to
produce abroad. Burgess (2000) also argues that Canada, as a “‘core’ economy, one
capable of exerting independence and influence in global economic circles, should

eschew nationalist tendencies.

The literature reviewed regarding the impact of FDI and the propagation of benefits

has thus far revolved around impacts that can be described as oblique, certainly not
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mandated, directed or requested. However, during the period under study, Canadian
policy makers did delve into a scheme known as Global Product Mandates (GPM)
whereby subsidiaries of MNCs would gain comprehensive, worldwide authority for
the development and delivery of a specific product or service offered by that MNC.
In that regard, early contributions were made by The Science Council (1980),
Rugman and Bennett (1982) and Poynter and Rugman (1982). These were generally
optimistic about the potential applicability of GPMs to Canada. Indeed, many of the
writers had a Canadian connection. Later contributions, however, were less positive
or less ambitious. Birkinshaw (1996) describes the impact of reduced tariffs on the
scope of subsidiaries; a development that one might assume would weaken the
potential for Canadian automotive firms to gain expanded roles. Meanwhile,
Crookell (1984, 1990), Kobrin (1991) and Morrison and Roth (1992) focused on
global subsidiary rationalization to help subsidiaries obtain responsibility for specific
activities in the value chain. Additionally, research regarding networks and the roles
of subsidiaries in decision-making, such as that presented by Hedlund (1986) and
Malnight (1996) is also supportive of the notion that subsidiaries may play expanded
roles in program development and delivery. In many ways, such notions are
incompatible with the cluster-based writings described earlier in this chapter, which
stress the importance of head office locations and consign subsidiaries to roles of
lesser consequence. Frost et al (2002), however, consider the impact of the strength
and dynamism of the local ‘diamond’ (Porter, 1990) in subsidiaries’ roles as centres
of excellence within the MNC structure. Sadik and Bolbol’s (2001) contribution
complements that of researchers of GPMs. They suggest that governments should
support companies participating in export markets because such participation

encourages innovation.

A second more specific policy measure related to inward FDI that is explored in the
literature — and one that manifested itself in actual legislation — was the establishment
and outcomes of Canada’s Foreign Investment Review Agency (FIRA). Two

researchers who have written enthustastically about the concept of global product
mandates also contributed to the debate about FIRA. The legislation establishing

FIRA was passed in 1974, its purpose being to review and approve or reject any FDI
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that did not satisty the requirement of providing a “net benefit to Canada.” FIRA’s
passage also closely coincides with the period this thesis explores and matches the
phase in which Canada was transitioning frmﬁ a net importing nation of FDI to net
exporter. Alan Rugman (1983 and 1990) and Harold Crookell (1983) are sharply
critical of FIRA. Later, they were supported by Globerman and Shapiro (1999). It
can readily be understood that opposition to FIRA would come from writers engaged
In cluster research, a stream that applauds the stimulative ettect that close and
vigorous competition has on organizational competitiveness. It will be demonstrated,
however, that from the perspective of Canadian automotive investment attraction,
this research more closely aligns with the work of Deigan (1991) who recognizes
that, in order to conduct business in Canada, firms were prepared to adjust and

expand their investment plans to satisfy FIRA’s ‘net benefit to Canada’ requirement.

The literature on FDI has revealed inconsistencies across and within developing and
developed nations and explanations for some of the contradictions are offered here.
According to Supple (1989, p 3), “In the real world, which history attempts to
describe, simple categorisations rarely exist; everything does seem connected with
everything else; dense variety seems universal.” The most prevalent basis for the
support and incentivization of inward FDI has been the stimulative effect that inward
FDI may provide host economies and industries. These include the potential for both
horizontal and vertical spillover effects, heightened competition and improved
allocative efficiency. To gain such benefits, however, 1t has been shown that host
countries and their industries must hold sufficient absorptive capacity, a requirement
that Canada would appear to possess, both currently and during the period this thesis
explores. Although Canadian policy makers during the period this thesis considers
did not appear to be motivated by the less direct benefits many writers have ascribed
to FDI, they were clearly very concerned about the potential negative outcomes
inward FDI might represent. Although writers have been almost universal in their
criticism of Canada’s policy in that regard, this thesis will demonstrate that insofar as
the Canadian automotive industry is concerned, measures to influence inward FDI in

Canada yielded significant benefits.
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24  The Canadian Automotive Industry

As stated in Chapter One, in Canada, it is likely that no other collection of
geographically proximate economic activity has generated as much investigation as
the cluster of automotive manufacturing that exists in the southern parts of the
provinces of Ontario and Quebec. There are, however, segments of the industry and
periods within its development that have escaped rigorous scrutiny. The period this
thesis explores, 1977-87, 1s one. Any detailed study of the era, however, will be
informed and guided by research conducted by others covering different eras. A
review of that work can take the researcher in several directions, including economic
development, competitiveness, trade and globalization. The authorial mix includes
economists, political scientists, business strategists, historians, engineers, lawyers
and soclologists. The epistemologies with which they approach the subject are

equally diverse.

To gain a proper appreciation of the Canadian automotive industry, one must return
to the roots of Canadian automotive policy. That necessitates a review of the Canada
— US Automotive Products Trade Agreement of 1965 (known in Canada as the Auto
Pact), including the events leading up to its signing in January 1965. In fact, the
process leading to the Auto Pact was launched five years earlier when the
Government of Canada commissioned Dean Vincent Bladen of the University of
Toronto to oversee a Royal Commission on the Canadian auto industry (Canada,
1961). Bladen’s report is written in the detached, dispassionate style that typifies
academic writing. His mandate compelled him to accept briefs and presentations
from the various interested parties and perhaps, by the nature of his mandate, his
report is largely constructivist in nature. However, when one reviews his larger body
of work — the books and articles where the initiative was his — one would also

conclude that the true Bladen paradigm was one of social construction (1941, 1942,
1974).

Govermment archives are full of the briefing notes, cabinet submissions, statistical

notes, cases and trends that informed and shaped public policy. As shall be seen,
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those documents have been essential to the preparation of the contribution this writer
seeks to make. They provide insights into the true motivations and interactions of the
actors. However, rather than commenting on these documents, observations in this
chapter will be restricted to the major government commissioned reports. The
collection of work, research and writing associated with the auto industry,
particularly research commissioned or generated by government, tilts toward critical
theory. Government is not merely interested in understanding what is going on in
certain areas. The expectation 1s that they engage, contribute and attempt to
improve. The major offerings from the period include those prepared by Reisman
(Canada, 1978), White (1980), MacDonald (1980), and Lavelle and White (1983).
Unlike Bladen, these writers were not steeped in academic discourse. Their
methodologies are tangled, not just from one document to another, but often within
each document, mixing qualitative and quantitative, surveys and interviews. Each

advocates, to varying degrees, a particular point of view.

Contributtons from one writer infuse most others. Paul Wonnacott’s first contribution
regarding the Canadian automotive industry appeared about the same time as the
Auto Pact was being enacted. His 1965 paper focused on the analysis of a scheme
initiated by the Canadian government in 1963 that was intended to increase
employment in the Canadian automotive sector and reduce the balance of payments
deficit. In fact, Wonnacott claimed, the automotive policy arena had become so
complex as to be problematic in itself. Wonnacott was not alone in reviewing the so-
called ‘Drury Plan’ named after the federal Industry Minister, E.C. Drury, whose
department conceived and shepherded it through the public policy process. Johnson
(1964) had also reviewed the plan and he too was critical. Years later, Anastakis
(2001) also examined the process by which the plan was devised and the pressures

that were brought to bear upon its implementation.

Wonnacott’s contributions appear over an extended period of time. A review of his
contributions over three decades reveals a subtle adaptation in approach. His 1965
article employs tools associated with positivism. Another contribution from the same

time period, co-authored with his brother Ronald (Wonnacott and Wonnacott, 1967),

37



adopts a similar approach to foretell the implications of the Auto Pact. However,
twenty years later he appears to be less intent on building and testing hypotheses and
more inclined to establish broader frameworks. By the late 1980s he is calling for the
elimination of Canada’s duty remission program (Wonnacott, 1987; Wonnacott,
1988) after examining not just the empirical results, but by assessing political,
commercial and economic trends as well. These articles are written in the
constructivist vein, described by Creswell (2002, p 8) as seeking “the complexity of
views rather than narrowing meaning into a few categories or ideas.” In a 1996
article, he advocates a stepped approach to free trade within the Americas
(Wonnacott, 1996). Here again, he is looking to a range of disciplines and an array of
geographically diverse cases to build his position. Raw data is critical to Wonnacott’s
research early in his career. By the mid to late career stages, such data tends to be

secondary to the theories.

In the years following the Auto Pact’s coming into force, much work was done by
economists to assess its impact. These include Beigie (1970), Flynn (1979), Wilton
(1976), Emerson (1975) 15 and Fuss and Waverman (1985, 19864a, 1986b). All
explore specific outcomes like efficiency gains, trade balances, employment gains,
wage differentials and the impact on gross domestic product. Most are written
relatively early in the careers of the individuals in question and all are positivistic in
nature. However, while Fuss and Waverman (1986b) built detailed models to reach
the conclusion that the Auto Pact had only limited impact on the growth of the
industry in Canada, Emerson, from the same positivistic foundation, built a model

that concluded the Auto Pact’s impact was extensive.

At the other extreme of those writing about the Auto Pact are Anastakis (2001) and
Keeley (1983). Their paradigm is clearly that of the social constructivist. By
combining a range of tools including interviews, historical trends, and archival
documents, both Anastakis and Keeley investigate the role that government played in

the implementation and evolution of the Auto Pact. In fact, it is in the accounts of

"> Nearing thirty years after its creation, Emerson’s obscure offering gained a modest level of renewed
interested when he was appointed Canada’s Minister of Industry in July 2004, including responsibility
for overseeing public policy regarding the auto industry.
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Keeley and Anastakis that one may obtain a sense of how important the Auto Pact
eventually became 1n terms of national pride, a strange phenomenon indeed for what
is essentially an elaborate duty remission scheme. They use a range of methods to
build their theories and construct their version of events. Both can be described as a
bricoleur: “learning how to borrow from many different disciplines” (Denzin and
Lincoln, 2003, p 4). As shall be seen, it is in this tradition that this thesis may be

located.

A review of the literature reveals that it is Canadian researchers and therefore the
Canadian experience and perspective that dominate assessments of the Auto Pact.
This preoccupation is quite likely the result of the enormous impact the auto industry
has had on the Canadian economy, and a perception among Canadians that they
gained disproportionately from the agreement vis-a-vis the US. By contrast, the
American perspective regarding the Auto Pact comes primarily from government
sources, including the legislatively mandated annual reports (US Congress 1968,
1972, 1974 and 1979) and the US International Trade Commission (1976) as well as
from contributors with connections to The Lyndon B. Johnson School of Public
Affairs at the University of Texas, whose figurehead was the US signatory. The
University of Texas-affiliated contributions include Anderson (1983) and a second

project overseen by Anderson attributed to the Lyndon B. Johnson School of Public
Affairs (1985).

While the Auto Pact 1s considered the turning point in the evolution of the
automotive industry in Canada, and hence is the focus of much of the work that has
been undertaken, it is by no means the only object of enquiry. Starting in 1987,
researchers renewed their interest in the Canadian auto industry. As it was a quarter
century earlier, trade policy was to the fore during the negotiations in 1987 of the
Canada — US Free Trade Agreement (CUSFTA) and the North American Free Trade
Agreement (NAFTA) of 1992. The renewal of interest in the industry in Canada in
the latter part of the 1980s saw the emergence of a new generation of writers such as
Maryse Roberts, Maureen Irish, John Holmes, Pradeep Kumar and Maureen Molot.

They approached the field from a range of epistemologies, a mix of disciplines and
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employed a diversity of methodologies. Roberts (2000), for example, employs case
studies to assess the influence of four industries, including auto, on the development
of the NAFTA. Roberts’ interest is in dissecting the NAFTA negotiations; however,
she also provides a review of how the auto industry in Canada evolved over time.
Therefore, 1t 1s complementary to Anastakis’ multi-method approach. Meanwhile,
from a social constructivist base, Kumar and Holmes (1998) describe how the
NAFTA could be expected to impact the Canadian industry. Years later, Maureen
Irish’s compilation (Irish, 2004) brings together a varied collection of contributors —
some academic, most not — to document the Auto Pact and how the World Trade
Organization (WTO) ruling striking the Auto Pact down would impact various
communities. Most contributions are quite personal and engaged with the material.
Many are ethnographic in nature and, even though the writers may not strictly adhere
to rigorous ethnographic conventions, they add texture to the discussion. According
to Atkinson et al (2001, pp 6, 7), “While theoretical fashions can come and go, the
products of ethnographic research remain extraordinarily durable ... It captures the
essential tension at the heart of the ethnographic enterprise: the local has general

significance, and the temporally specific has lasting value.”

Hufbauer and Schott (1992) also profile the automotive industry in their examination
of the implications of a broader North American free trade framework, as does
Michael Hart (1998). Hart’s work captures Canada’s role in the development of the
General Agreement on Tariffs and Trade (GATT) and the WTO, and reviews the role
bilateral agreements such as the Auto Pact and the CUSFTA played in Canada’s

steps to a nation of free and open traders.

Many of the major events and policy tools explored in this thesis have had little if
any previous investigation. For example, examinations of Voluntary Export
Restraints (VERSs) in the Canadian context are non-existent. Contributions by Fujii
(1984), Cohen (1997), Dryden (1995) and Crandall (1987) are focused exclusively
on the American experience. Certainly there were similarities, but it will be
demonstrated that many distinctions exist that speak to the unique circumstances of

Canada. Greater understanding of the Canadian situation can also be gathered by
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considering parallels with European experiences. In that regard, Williams et al
(1994) and Shimokawa (1994) consider the range of issues confronting the global
auto industry, including an overview of protectionist proclivities in Europe. Hogg

(1982), Gabel and Hall (1985) and Monica (1991) focus more specifically on such

inclinations and the effect on European manufacturers in the 1980s.

To comprehend the rationale behind some of the flashpoints — measures such as
VERs, port blockages, local content thresholds and other protectionist instruments —
one must consider the relative competitiveness of the industry and the perceptions of
such during the timeframe 1n question. A contribution by Abernathy et al (1981)
raised the issue of competitiveness and productivity in early 1981 when a $1,500 cost
advantage was estimated for Japanese manufacturers in the production of small cars.
Subsequent research, particularly that of Fuss and Waverman (1986a), discounted the
study by Abernathy et al. However, the Abernathy et al findings were influential
because they were released in February 1981 at the height of the US - Japan
discussions which eventually led to Voluntary Restraint Agreements (VRAS) in the
US, and which formed the basis for a similar tool known as Voluntary Export
Restraints (VERSs) in Canada in the same year. Ross Perry (1982) adapted the
Abemathy et al framework to produce an estimate of Canada’s cost disadvantage.
The Perry book offers a useful point of discussion. It received considerable attention
at the time of its release because it contended that it was inevitable the automotive
assembly industry in Canada would disappear, arguing that, while productivity in
Japan had risen during the 1970s, it had deteriorated in Canada. It gained notice and
traction, both publicly from newspaper editorialists'® and columnists,'’ as well as
within government'® because, not only did its release coincide with a severe

downturn in the industry, its conclusions appeared to be based on reasoned,

quantifiable methodology. Of course, in light of the successes and growth the

'* Globe and Mail. (1982). Conscious of quality. Globe and Mail. 3 November, p A6.
7 Anderson, R. (1982). It is Better to fight than to give in easily. Globe and Mail. 28 Qctober, p B2.

1% Archives of Ontario. RG 9-2, Accession 22206, Box 2DM, File “Automotive Industry General”
M.J. Dube “The Future of Canada’s Auto Industry™.
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industry subsequently experienced in Canada, it is hard to imagine how Mr. Perry

could have been more wrong.

Several others sought to quantify the competitiveness of the industry in North
America and other European jurisdictions versus that of Japan. In the early 1990s,
Williams et al (1994) studied the issue through the lens of value added analysis. De
Jong (1996) also conducted value added analysis combed from Statistics Canada data
1n his review of Canadian industry, including the automotive industry. Research
specific to Canada includes that of MacDonald (1980) who considers value added
analysis as well as vehicles produced per man-year of employment. Although
MacDonald acknowledges his calculations are somewhat crude, his basic premise,
that Japanese producers were considerably more productive than their North America
competitors, 1s difficult to dispute. Although the MacDonald offering was timely, its
primary audience was government and unlike the Perry research from 1982, no
external, non-government audience saw or recognized the urgency of its message. A
few years later, Womack et al (1990) conducted similar research. Their focus in The
Machine that Changed the World was Toyota and the lean manufacturing system the

company had pioneered to reduce production hours per vehicle.

Fuss and Waverman’s contributions from the mid 1980s are clearly different and
provide important lessons. In contrast to the majority of studies, Fuss and Waverman
find that the productivity gap between the major auto producing nations was
significantly less than earlier research had concluded. However, by the time the Fuss
and Waverman studies were published, the Abernathy et al study of 1981 had already
informed and influenced the debate. On another level, Fuss and Waverman’s
contributions assume a foundation of knowledge in economics and statistical analysis
that renders the research inaccessible — indeed incomprehensible — to all but a very
small percentage of readers. Policy makers would not, indeed could not, take heed.
Therefore, in giving consideration to the work of Abernathy, Perry and others rather
than that of Fuss and Waverman, two lessons emerge. First, timing truly is
everything. Second, if, as a researcher, an individual does have an important

message, offering that message in complex or opaque language poses the significant
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risk that his or her message will be ignored. Van Maanen (19935, p 135) reminds us
that communication “implies that we are also and necessarily concerned with
persuading our readers — the more the better — that not only do we have something to

say but that what we have to say is correct, important and well worth heeding.”

Contributions from writers exploring the history of the automotive industry from a
non-Canadian perspective are also relevant to this thesis and include Dassbach
(1989), Wilkins and Hill (1964) and Reingold (1999). Of more direct importance,
however, is research conducted on aspects of the Canadian industry. In this regard,
Dykes (1970) provides valuable perspective, as does Anastakis (2001). Additionally,
a Ford of Canada publication commissioned to coincide with its one-hundredth

anniversary (Ford Motor Company of Canada Limited, 2004) is very informative.

But to create new knowledge and answer the core questions posed in this thesis, it
must be recognized that the most important sources of data are not secondary but
primary, to be found in corporate and public archives and statistical databases.
Relevant sources include company annual reports and accounts for the period under
study and for preceding periods. Ford of Canada, for example, maintains copies from
its earliest years. Similarly, because the automotive industry has been such an
important part of the fabric of the Canadian economy for so long, statistical data has
been maintained for a considerable period. Important sources include the following:
trade associations in Canada, the US and Japan; government departments in Canada
and the US; private sector organizations like Harbour and Associates, DesRosiers
Automotive and Ward’s Automotive; and non-governmental organizations like the
Center for Automotive Research (CAR). Even richer data can be found in
govemment archives. How that data is accessed and triangulated with other primary

and secondary sources is considered in Chapter Three.
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2.5 Conclusion

This chapter has offered a discussion of the writing and literature that informs the
research this thesis contains. It has been demonstrated that researchers working in the
areas that inform and guide this research approach their subjects from a variety of
disciplines and a range of epistemological foundations. This thesis represents an
original essay in business history, and because the Canadian business environment
evolved from the blending of British traditions and proximity to its US neighbour,
important contributions from both countries are considered. Additionally, because
the thesis and the questions it seeks to answer are set against the backdrop of an
agglomerated collection of economic activity, previous research conducted around
the notion of economic clusters and its antecedents is pivotal. It has been shown that
a review of the contributions of Michael Porter and his contemporaries 1s essential,
but that the earlier, related work of others from a range of disciplines also informs
the discussion. There can be no denying that such contributions add context to the
themes and ideas presented here. In a related vein, this study is also guided by the
rich and sometimes contradictory research that exists around FDI and its impact on
host countries and indigenous industries. It has been shown within this chapter that
this field has many nuances and that one should be wary of broad generalizations
about the impact of FDI. Finally, previous research dealing directly with the
automotive industry has also been considered. As a key engine of the Canadian
economy, the automotive industry has already been the subject of much enquiry.
Although, this thesis considers an under-explored era, previous research on the
industry has guided and supported the original contributions offered in the chapters
that follow. The sources accessed and methodology employed to develop these

contributions are described in Chapter Three.
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Chapter Three
Sources and Methodology

In the previous chapter the epistemological constructs of many of the authors whose
works inform this thesis were offered. The purpose in doing was to provide the
reader with increased understanding of how their research was developed and
interpreted. This chapter builds upon that by articulating the approach to research
taken 1n this thesis, including an assessment of the epistemological paradigm and
methodologies that characterize the study. It will be demonstrated that even though
some aspects of the thesis demonstrate elements of positivism, the author’s overall
approach leans towards social constructivism. Similarly, it will be shown that the
research employs multiple methods, considers the perspectives.of a range of

stakeholders, and draws upon a diversity of primary and secondary sources of data.

The research is rooted in business history. By gathering and constructing data from a
variety of primary and secondary sources, a substantial empirical contribution is
made to the business history of Canada. However, the data collected and the
methodologies employed have also facilitated the construction of theoretical models
with broader relevance. Oral history represents a crucial source of primary data as do
various archival sources. The risks associated with these primary sources are
described as well as the steps taken to mitigate concerns. Additionally, a perspective
is offered on how interviews, when conducted in a temporally detached business
history context, can represent a more candid, less guarded and therefore more
valuable source of data to help fill gaps in our knowledge and in building theoretical

models.

3.1 Epistemology

Interpretivism starts from the premise that reality is not established with an objective

mind, but rather is socially constructed. Blaikie (2003, p 17) states:
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Social reality is regarded as a social construction that is produced and
reproduced by social actors in the course of their everyday lives ...This social
reality does not exist as an independent, objective world that stands apart
from the social actors’ experience of it ... It is the product of the processes by
which social actors together negotiate the meanings of actions and situations.

In contrast, positivism “consists primarily of turning facts derived from observation
into sciences organized according to theories formulated as general laws™ (Malhotra
and Shapiro, 1998, Appendix). Positivism, then, is most closely aligned with the use
of quantitative tools to capture reality, test it and understand it. The contextual
aspects of the Chapter Four, which describe in quantitative terms the changes
prompted by investments by foreign companies in the Canadian automotive
assembly industry in the 1980s, would appear consistent with a positivistic
epistemological bearing. In fact, one cannot describe the dramatic downturn that
gripped the North American automotive industry in the late 1970s and early 1930s
without turning to quantitative analysis. Further, if one 1s seeking to argue that the
Canadian experience during the period was unique, set apart from the experience of
other countries, then statistics and models — the tools of positivism — are an essential
requirement. However, drawing upon such tools is uncommon among business
historians, a tendency that Harvey (1989, p 2) laments. He observes that many
business historians “seem unaware that statistical techniques, however simple, are
nowadays routinely applied in many branches of historical research.” It must be
acknowledged, however, that even though the research presented here employs such
instruments, they are not at the core of the research. Consistent with the social
constructivist approach, quantitative data is used less in testing theory than in
developing arguments. Therefore, positivistic tools are used to add context and
texture, but do not overshadow what is a primarily inductive process, building

upwards from data to generalization.

The research that follows employs multiple methods. Levi-Strauss uses the term
bricoleur to describe a “jack of all trades or a kind of professional do-it-yourself
person” (Levi-Strauss, 1966, p 17 in Denzin and Lincoln, 2003, p 5); a description
that suggests the employment of a variety of methods, approaches and sources to

construct a representation of a past or present reality. However, while the Levi-
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Strauss’ description is suggestive of the approach to knowledge creation taken in
writing this thesis, it does not adequately capture the depth and range of material and
methods employed. For that, Miller and Crabtree’s concept of multiplism is more
useful: “Multiplism refers not only to multiple methods but also to multiple
triangulation, multiple stakeholders, multiple studies and multiple paradigms and
perspectives” (2003, pp 410, 411).

The notion of multiple triangulations refers to the various types of triangulation
identified by Denzin (Denzin, 1978 in Janesick, 2003), and upon which others have
subsequently expanded. In this thesis, the use of data triangulation will be evident. At
times, for instance, arguments are supported using multiple sources of data. Often,
several databases were used to create a single table or graph. This can be seen in
Chapter Six, which explores the evolution and composition of the Canadian industry
In the first few years following the implementation of the Auto Pact. It is evident
again in Chapter Seven where the differences in the Canadian and US industries in
the late 1970s and early 1980s are underscored, and in Chapter Nine where the true
size and scope of the incentives granted to offshore investors is reviewed. The
multiple stakeholder approach of Miller and Crabtree is illustrated in this thesis when
similar and related issues and events are triangulated from the perspectives of various
actors from the period, from the private sector, government and labour. Finally,
interdisciplinary triangulation, a term coined by Janesick (Janesick, 1994 in Janesick,
2003), provides another instrument to clarify meaning. For example, in assessing the
impact of the voluntary export restraints in the early 1980s, it was necessary to

review the contributions of economists, engineers and political scientists.

As this thesis is located within the realm of business history, Penrose’s observation
(1989, p 7) 1s particularly suitable: “Economic historians can only ask relevant
questions of the past with the help of other social sciences, just as other social
sciences cannot generally answer interesting questions about the present without the
help of history.” Penrose goes on to suggest (1989, p 9) that “Practitioners from each
specialization approach the analysis of the nature, purpose, function and effect ...

from different points of view, with different tools of analysis, different theories about
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the world they see. All are relevant for an understanding of the phenomena.” As
Robert Stake (2003, p 148) asserts, triangulation is “a process of using multiple
perceptions to clarify meaning ... triangulation serves also to clarify meaning by
identifying different ways the phenomenon is being seen.” It will be demonstrated
that the use of a range of tools, methods and data has, when considered together,

enabled a more definitive and detailed understanding of what really transpired during

the period under study.

3.2  Sources, Evaluation and Interpretation of Primary Data

This thesis 1s based on three main sources of primary data. First, quantitative data
were drawn from multiple sources including automotive yearbooks and private and
public sector reports. The numerous tables and charts in the thesis were constructed
on the basis of these sources. Second, the author had access to data contained in the
archives of the Federal Government of Canada and the Provincial Government of
Ontario. Not all documents are currently released and available for consultation.
Nonetheless, the author considered a wealth of policy documents that enable the
reconstruction of process, perspectives and personalities. Third, the author set out to
locate and interview one-time industry actors with a view to constructing an original
set of oral histories that in themselves might be of interest to future generations. The
authenticity of oral history sources has not gone without challenge, and this requires

some explanation about how informants were selected and their testimony solicited.

Semi-structured interviews proved an important tool for primary data collection.
Although less prevalent 1n studies of management and business, oral histories are
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