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PART I

INTRODUCTION

Divestment and structural change

The world economy has recently been undergoing profound structural change. Economic
interdependence between nations increased rapidly during the 1960s and 1970s. Multilateral
tariff reductions have liberalised trade in final products. This has given producers a
wider range of choices concerning the location from which to source a given market. It is
no longer necessary, for example, for a manufacturer to produce in Britain to supply the
British market: anywhere within the European Community will do. Moreover, newly industrialis-
ing countries which have transferred agricultural labour to the manufacturing sector now
achieve high productivity with low-wage labour. This has led to expansion of trade based
upon the exploitation of international differences in labour costs.  Thus, despite the
common external tariff of the European Community, it has become profitable to supply the
European market with products manufactured on the other side of the globe in the Asia-Pacific
region. The developing countries which have attempted to resist this trend - notably
South American countries influenced by the Prebisch philosophy of development - have run into
serious debt problems, caused partly by their protection of unprofitable import-substituting
manufacturing investments.

Intermediate product trade too has increased as different stages of production within
industries have become concentrated in different countries. As a result, there have been
increasing opportunities to exploit economies of scale at all stages of the manufacturing
industry.

In the early post-war period there was rapid technological innovation, particularly in
the United States. The greater political stability of the post-war world encouraged the
transfer of technology abroad through foreign direct investment. Nowadays technologies are
transferred abroad from innovating countries with increasing rapidity. Foreign direct
investment remains an important mode of transfer, but alternative contractual arrangements -
licensing, franchising, subcontracting, joint ventures and 'turn key' projects - have become
popular as well. As a result, the development and exploitation of new technology is in-
creasingly co-ordinated, right from the start, on a global basis. Multinational enterprises
typically play this co-ordinating role.

The integration of national markets into a single world market - in the market economy
countries at least - has brought multinationals from different countries into simultaneous
competition with each other in a large number of parallel markets. Since the OPEC oil
price rises, the onset of the international debt crisis and the deepening of the recession
in Europe, competitive forces have locked even the very largest enterprises into a kind of
Darwinian struggle for economic survival. The fitness of an enterprise in this struggle is
determined, amongst other things, by its ability to co-ordinate technological innovation and
plan the sourcing of markets on a global scale. Global strategies enable the company to keep
costs low by fully exploiting both cheap labour locations and economies of scale.

Global competition has had a substantial effect not only upon the enterprises themselves
but upon the national economies in which they produce. Enterprises have been forced to
restructure and rationalise their operations by closing down the smallest and least efficient
plants, and divesting operations that are peripheral to their main activities to other firms.
Western European countries have been particularly badly hit by plant closures, and so too
have some of the mid-Western states of the United States. It is therefore most important
for other parties interested in these decisions such as governments and workers' representatives
to understand the divestment moves of large enterprises, and their relation to rationalisation
and restructuring operations as a whole. This paper makes a small contribution to this
issue by explaining the background to recent divestment decisions in the motor industry. The
emphasis is on the international aspects of divestment, and in particular on the effects of
divestments made by foreign firms. :
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Review of the literature and plan of the paper

Foreign divestment may be defined as a situation in which a corporation headquartered
in a foreign country relinquishes control of ‘the productive activities of a local subsidiary.
In this context, productive activities include not only manufacturing but aiso marketing
and distribution.

Early studies of foreign divestment include an analysis by Franko (1971) of factors
1nf1uenc1ng the surv1va1 of international jointiventires;-a*study of Kitching (1973)..0f
successes and fa11ures amongst ‘United States acqu1s1t1ons in Europe, -and an.analysis:of .
United States d1vestments by ‘Tdrneder (1975). ~Business‘International.(1976), Sachdev (1976)
and Chopra, Boddewyn and Torneden (1978) present further case study’ evidence, and survey

the strateg1c 1ssues from the standpoint’ of the d1vest1ng company. :

A wave of fore1gn divestments in Europe, béginning “in 1973 emphas1sed thefneed to
consider more carefu]]y the social and economic impact of ‘divestment on the.hostjcéuntry.
Van Den Bulcke (1979) ‘éxamined the case of Belgium:and: found that. durlng theitwo: years - ‘
1975- 76 foreign aff111ates were: respons1b1e for' 32 ‘per céntiof- job'losses: arising:from plant.
closures and co]]ect1ve d1sm1ssals in manufactur1ng dndustry - -a proport1on very‘s1m11ar to.
their share in tota] manufactur1 g employment. Howeverv«fore1gn affiYiates were more ...
inclined than, the1r Be]g1a' counterparts‘%o‘c ose’ down smaP rfplants«and to:retain large °
ones, which' suggests t#at Foreign affiTiates’ were TrivoTved fin ‘a. more: coherent form of
rationalisation than were indigenous firms. In a more recent study, however,:Van Den
Bulcke and Halsberghe (1983) noted that this d1fference between foreign and indigenous firms
has since disappeared.’ This'is conf1rmed in“a study of employment lossesin Irish manufactur-
ing 1ndustry by McAleese and Counaharn' 79, - Who found ‘fio significant’ differences: at .all
between foreign $ubsidiariés and 1nd1genous‘frrms " Figures published- by :the Industry ;
Department for Scotland indicate that this applies in Scotland too. The Scottish experience
suggests that branch plants operated in Scotland by British companies are, if anything,

more vulnerable to closure than p]ants operated by foreignicompantesi. - One reason~could be
that the foreign’ 1nvestors have a strong commitmeént to the1r Scottish.location as.’a;major
centré from which té source the' entire Eurdpéan market. .. Their European operations.ane . -,
a]ready rdationalised around a Scott1sh céntre; -in contrast to British compahiescwhose .
operat1ons are not 1n1t1a11y rationalised;*and for whom the Scottish plants:areuperipheral:
When a Br1t1sh firm is forced to rationalise, therefore; the headquarters p]ante1n Eng]and is
reta1ned and 1t 1s the Scott1sh p]ant that 15 c1osed down. T T

A number of recent case stud1es have focused upon the po]1t1ca1 economyrof fore1gn
divestment.  Grunberg (1981) has examined Leyland's divestment of the Italian motor
manufacturer Innocent1 and Litton Industries" <closure’ of-its British: Imperial, Typewriter
subsidiary, whilst Hood and Young (1982) ° ‘aid’ Young,' Hood and -Hami1l" (1985) shave examined -
fore1gn divestments in Scotland by Singer, Hoover, NCR, Honeywell; ‘Goodyear, Timexy: Hyster
and IBM.. More spec1f1c stud1es of the impact of foreign divestment ‘ona:local: economy are.
prov1ded by Gaff1k1n and son (1984) for the West M1d1ands and L]oydaand Strutt (19839
for the North west - o :

w.'mfl

White a]] of these stud1es make 1mportant contr1but1ons>tolknowledge,l1t;1s|dnffncu]t to
summarise their findings because’of ‘the very d1fferent’approaches&adopted by ithe vauthors. .
There is little agreement, for example, on the basic issue of how a divestment is to be
‘defined. “Some of ‘the authors concentrate-on’ expropr1at1on, Whilst others: conceritriaté on
voluntary d1vestments Some 1dent1fy -divestment ‘with factory closure, whilst. othersi:.: ¢
recogn1se the'nnportance of d1vestments effected by se]] ' off assubs1d1ary»as as go1ng ‘concern.

. There is, st1]1 1ess agreement upon the cr1ter1a by wh1ch the successsor fa11urewof a .
d1vestment is to, be eva]uated Some authors: cons1der onlyithe point of view of. thevd1vestnng
f1rm, wh1lst others concentrate upon nat1ona1 or'docal interests - ast1nterpreted from: their
“own part1cu1ar pol1t1ca1 po1nt of view! hlhenq dopt1ng the corporate point of view, some /-

. authors: 1mp11c1t1y assume; that divestmen &' reflectionvof failure, whilst:others are. ...

" also; prepared to regard 1t as‘a creat1ve responseto: chang1n’“cnrcumstances.,L.It seems, %
therefore, that some’ prior ¢larification ‘of the" questions

be obtained into the divestment process. .

EERTH R LAV u?tl"{‘f','f.
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The remainder of this paper is organised into three main sections. Part II discusses
fundamental issues in the analysis of divestment, and derives some general policy implications.
This part represents a self-contained introduction to the subject. Part III considers the
nature of rationalisation and restructuring in the motor industry, whilst Part IV presents
a case study of the divestment and rationalisation process. Parts III and IV are intended
to be read together. Future developments are discussed in Part V.

The case study chosen is the divestment of Chrysler's European operations to Peugeot in
1978. This case has already been discussed by both Grunberg and Hood and Young, although
their emphasis is different from the present study. Grunberg focuses upon the negotiations
between Chrysler and the British Government in 1975, whilst Hood and Young focus upon Peugeot's
closure of a major Scottish factory in 1981.

The object of the case study is to illustrate some of the general points made in Parts
II and III. The study does not describe in detail the machinery of the corporate decision-
making process. Rather, it is a case study of the way that economic circumstances dictated
a particular rational response by the managements of the two companies to changes in trading
conditions in their industry. In describing the response as rational, it is assumed that
both managements had well-defined objectives, and attempted to choose the appropriate means
to fulfil them. It is recognised, however, that managements were responding to the
situation as it was perceived at the time, and not as it might now be perceived with the
benefit of hindsight. It should be clear, therefore, that this case study is informed by
the insights of economic theory rather than by insights gained from the study of organisationail
behaviour.



PART 11

DIVESTMENT: ANALYSIS AND POLICY

e S S,

Divestment: Success or failure?

_There is an important distinction between divéstment of ownership-and divestfient of
control. It is well knwon that the acquisition of majority equity ownership inancther
company. is normally sufficient to acquire control of it, and that 'an- irncrease in equity invest-
ment from a majority holding to a'100 per cent holding may be of only marginal ‘consequence.
Conversely, a divestment which reduces ownership from 100 per cent to' 51 per-cent may ‘have
Tittle consequence for control, whereas a divestment from 51 per cent to 49 per cent may -
if the remaining shares are held by a single owner - cause effective’loss of "control: In
the analysis that follows, the emphasis is upon control. Divestment-is.identified with any -
reduction in ownership of a subsidiary whicheffect‘;a/?ﬁgnificantfbr~fothJredUCtion:in, T
control. S e A AN S S C I E AR AR AN LI

iSiHy From naturalscauses,’
[$iite significant during -

is ignored. . The t' of expropriation ‘on . 'was’ g ‘
the 1960s and 1970s in certain developing countries -'particularly in Africa -'though' fori-

the time being the threat 6f further large-scale expropriations appears to have ‘receded.:-

Voluntary divestment is of two main kinds. The first is divestment which is a direct
response to changed circumstances. In this type of divestment, the firm moves from an initial
equilibrium capital structure to a new equilibrium capital structure as a response to changes
in its environment. The second type of divestment represents the correction of a previous
error. With the benefit of hindsight, management recognises that the initial capital structure
was not actually appropriate to the initial circumstances. The capital structure is there-
fore changed, not because the environment itself has changed, but because management's
perception of the situation has changed.

There is a third type of voluntary divestment, which is alluded to below, but which
is not considered in detail in this paper. This is divestment stimulated by a change in
the time preferences of investors, which leads them to prefer companies generating dividend
streams which are high in the short run to those generating streams which are high in the
long run. The sudden appearance of a short-term bias in investor preferences may encourage
companies to liquidate investments in order to boost current dividend streams.

In practice, managers are involved in a continuous learning process in a continuously
changing environment, and for this reason both the first type of "equilibrium adjustment®
divestment and the second type of "error correction" divestment normally proceed simultaneously.
It is therefore often difficult, in a particular situation, to disentangle one from the
other.

The difficulty is particularly acute because when an error has been made, it may have
been either one of omission or one of commission. It is an error of omission if the company
should have divested earlier but failed to do so, and an error of commission if the company
should not have invested earlier but did so. Errors of commission are corrected by putting
the original policy into reverse, whereas errors of omission are corrected by putting the
policy into effect without further delay. Errors of commission are usually more conspicuous
than errors of omission because they involve a sequential reversal of policy. It is Tikely,
though, that in practice errors of omission are just as important. Indeed, they may be
more important, for the conspicuous nature of an error of commission means that insecure
managers who wish for a quiet 1ife may prefer to "omit" rather than to "commit". It does
not follow, therefore, that even if divestment is motivated by error correction, the original
error was a mistaken investment; the error may have been not to have made an equilibrium-
adjustment through divestment earlier.

Error-correction divestment is closely connected with the issue of whether divestment
should be perceived as a business failure. The first and most obvious point is that the
correction of an error is not a failure. It is the original error itself that, if anything,
represents a failure. However, because the correction of the failure is often what draws
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attention to the fact that there has been a failure, and represents the first "public"
admission of it, the corrective policy may well become "tainted" by association with the
failure.

. But do all errors represent failure? To a certain extent: yes. An error must have
been avoidable because, by definition, if no better option was available, no mistake could
have been made. Hence there must have been a failure to choose the correct option. Some
errors may be explainable, however, in the sense that at the time the error was committed,
no one could reasonably have foreseen the consequences. Because of natural limitations
of foresight, therefore, those looking back on the decision may decide that the outcome
was a misfortune and that no one was really to blame. Indeed, recognition of the fact
that no one was to blame may make the correction of the error administratively easier, since
no loss of face is involved. This is particularly important when those who would otherwise
lose face now occupy leading positions within the firm.

Nevertheless it could be objected that - these subtleties notwithstanding - divestment
must represent a failure of some kind since its reverse - investment - is normally regarded
as a sign of success. This objection is fallacious, however. 1In a market economy, both
the efficient use of resources by a firm, and its effective exploitation of market power,
are indicated by a high level of profit. The decision whether to consume profit or invest
it essentially reflects. the time preferences of the owners of the firm. (In the case of
a firm where ownership and control are divorced, it is the preferences of the managers that
are relevant.) When those who inherit the consequences of past decisions between consumption
and investment analyse those decisions in retrospect, there is a natural. tendency to regard
investment as the right decision and consumption as the wrong decision. After all, past
jnvestment generates a larger stock of inheritable wealth than does past consumption. From
this perspective, therefore, divestment is deplored in retrospect because it reduces the
stock of wealth inherited by the next generation. It should be noted, however, that this
judgement reflects an inter-temporal conflict of interests and is not directly related to
the question of the efficiency of production. Policy-makers who deliberately take the Tong
view, and represent today the interests of future generations, may well criticise those
who in the past have taken a short-term view. Such criticism, however, is first and foremost
a criticism of attitudes and values, and only indirectly a criticism of performance.

The corporate divestment decision

When analysing the determinants of divestment, it is useful to consider whether a decision
to divest can be regarded simply as the "reverse" of a decision to invest (Boddewyn 1983a,
1983b). If the analysis is confined to equilibrium-adjustment then the analogy works quite
well, as explained below. Where the error-correction motive is concerned, however, the
analogy cannot be exact. This is'because of a fundamental assymmetry: namely, that a firm
cannot divest an asset before it invests in it, although it can invest in it before it divests
it. The only exception arises where "short sales" are allowed; in this case a company '
can sell an asset it does not possess on the basis that it will acquire it later, if necessary,
to honour the debt. To avoid complications of this kind, the analysis below focuses upon

‘the equilibrium-adjustment motive for divestment.

There are two main ways of divesting control:
- closure of the facility;
- sale of the facility as a going concern to another company.

It is also useful to distinguish differeht types of sale:

sale to a company with which one continues to trade;

sale to a company with which one plans to have no further connection whatsoever;

sale to an existing rival; and

sale to a new company that will become a rival.
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_Each of these types ‘of! divéstment ‘has an’ investment analogue,:as; indicated: in table
It is appropriate to ‘consider ithe’ determinantsiof those typessiof:-investment, and, then in.
each case to turn the argument around to consider how the same factors affect d1vestment

(1) “The closure of 'a facility fisi‘the opposite ofi :a "greenfield" .investment. Before a
greenf1e1d investment '{$ made the Tand “involved is allocated to .a quite different use;
when c]osure is effected the Tand 'that was used:reverts ‘to an:a]ternat1ve useﬁ,,
CEE ooy U dsi Gl ai s o FERE T
The most obviou$§ motive-for building a greenfield facn11ty 1s that no sat1sfactory
a]ternat1ve facility "is availablé elsewhere. This may be because the facility is unique
or bécatuse a]ternat1ve facilities exist ibut areé defective. . If other fac111t1es”ex1st the
“defects must be 1rrever31ble qn the sense ‘that: they cannot be remedied except; at: proh1b1t1ve
‘cost. o o P i R Lo
ol I T L RS IVE £-13 1 B SET IS DO S B N BT TT R Gop
Turning this around, the circumstances most likely to Tead to closure of a fac1]1ty
‘are e1ther that the ‘facility wés uniquezobut duedtotarchange .in ecircumstanges, is.no longer
requ1red ‘or that the fadilityiis nowoipreversibily-defective-relative:to other fa.111t1es
currently ava11ab1e : The most'TTkeﬂy defeots are:Summarised below. .. .- . ,
) ) WIS 0O s ST B

?be;1n the‘wrong 1ocat1onx

L T

g

(@) The facﬂ1ty ia

BT I Ve 1 R TS TEPANTINE TUE IS FESE

(ﬁ)“The geograph 1 d1str1but1on of* customers may. have changed w1th the resu]t that

' product1on $'now’ remote fromutheicentre of. the market. +A fac111ty supp1y1ng

. consumer §oods may: find!thatiinternational differences:in.population;growth and
.+ “Income growth have causedithe:market.to grow fastest in countries that are axiong
* ¢ distance away. ‘A-facility.supplying faw materialsy. components, -semi- processed

i products, business services iorproducer durables:may, fiind that its downstream: .
@i customers have: re]ocated~ sob that r1va1.supp11es are’now: much; nearen)to them than
o c tnev were before. i & NTE T i j : - ‘

?“l’:‘_. Y

I ) bt R : ‘ NG EFen o
~ Table 1: Para11e1s between strateg1c*opt1ons in 1nvestment ‘and d1vestment cod b [t);v

A iy i e Goao e oy

IR

Investment - - PN A AR G LT D1vestment S e Lnf’ e
Establishment of a "greenfield" facility Closure of a facility

,vAcqu1s1t1on as a go1ng concern of:: \ Sale of the tacaidty“as awgo1ng'concern %6.
~;f5 a company w1th which ene has' pre—“ ei" it ‘a éanaany[wuth‘wh1én”6#é“”3 i

1ﬂ1htrade at

T v1ous1y traded at arm's 1ength Cionr gwarm! s~1ength,~“~

ra company w1th wh1ch one p1ans to have no
further connect1on, S T TR TR

S | fac111ty that“prev1ous1y1be]onged i
T cpgrateivalyet Cienier s Lhal anad v tng.:qndj i ov* o ‘Jf;n Gew o IBOIOA
SRt v ot aviaor faomdon iy Frype e

- a rival company in its entirety. - a new company that w111 become a rival.

clormn

waldoavih co yew absn owg o e o

(i1) The geographical pattern of input availability may have changed Since cap1ta] is
relatively mobile, it is changes in the ava11ab111ty of Tabdlr ahd’ndtdral resources
that are crucial in this respect. Exhaust1on of mineral depos1ts, deforestat1on,
erosion of top 5011, ‘and many other ‘Factors can indice’ the‘c]osbre of ‘mines, planta-
tions, and other resources based product1on fac111t1es. .The d1scovery of new natura1
resources elsewhere, or techno]og1ca1 {nnovation Which makeéd it feasible to exp1o1t
such resources for the first t1me,tcan have a,similar, effect Improvements in
the training of fore1gn 1abour can raise product1v1ty ‘at¥other’ Tocation®so that

»thecost:advantage of using the domest1c Jabour force. s lost,

RN A EEE e e T

RER R

(ii1) Tariff and non-tariff barriers may have a1tered Tar1ffs on many final products
were reduced under the General Agreement oh Tariffs and’ Trade, a]though in many
industries where intermediate, products are. tradeab]e, the, effect1ve rates of pro-
tect1on on the final stages of process1ng have remained’ re1at1ve1y h1gh i Early



-7 -

stages of processing are therefore more susceptible to international competition
than final stages. The recent introduction of "value-added" tariffs has stimulated
offshore processing, much of which takes place in newly industrialising countries.
In many industries the main obstacles to trade are now non-tariff barriers such

as government discrimination against purchasing imports, artifically strict quality
controls on imports, and voluntary restraints negotiated with exporting countries.
The net effect, however, is that many mature industrialised countries have Tost the
protection their industries enjoyed in the inter-war and early post-war period.

(iv) Transport costs may have changed. The past 25 years have witnessed significant
developments in transport technology, including the innovation of extra-large
highly automated bulk carrier ships, the construction of comprehensive motorway
networks and the increasing carriage of high-value freight by air. Perhaps the
single most important influence on the location of manufacturing industries, how--
ever, has been the development of inter-modal transportation using containers.
Because of scale economies in handling containers, inter-modal traffic tends to
be concentrated upon a few major trunk routes. Manufacturers located in older
industrial districts where roads are congested and local ports are too small to
handle bulk traffic may be disadvantaged as a result of this development.

(v) Government policies may have changed. Many governments nowadays offer a package
of inducements to new investors which include rate rebates, tax holidays, subsidised .
factory facilities and energy sources, cheap loans - and even exemption from certain
Tocal labour Taws in the case of some “"export-processing zones". These inducements
may Ture industry away from traditional areas, and encourage manufacturers to
become "footloose" - moving their factories around to areas newly designated
for industrial development. Unless established firms in mature areas are offered
similar subsidies, they suffer competitive cost penalties which may force them
to close. Producers in certain countries may also be subject to price controls,
production quotas, anti-pollution measures, employment taxes, etc., from which
producers in other countries are exempt, and which further penalise their operations.

{b) The facility may have the wrong capital infrastucture.

(1) Technical progress may have rendered the design obsolete. It may be difficult
to replace old plant with new on a piecemeal basis. If continuity of production
is important then it may be necessary to build an entirely new facility and then
close the old one down.

(i1) Changes in relative prices may alter the appropriate input or output mix. If
production utilises highly specific dedicated machinery then it may be difficult
to adjust the equipment to meet new needs. The cost of retooling or rebuilding
may be prohitibive. Thus the new input or output mix must be obtained from a
new plant, and the old one closed down.

(iii) New opportunities may arise for exploiting economies of scale. Overall growth
of the market, and greater integration of local markets through reductions in
transport costs and tariffs, both encourage the replacement of small plants by
larger ones. Other things being equal, overall growth encourages the use of a
similar number of plants of larger scale, while integration of markets encourages
concentration of production upon fewer plants. During the last few years, integra-
tion of markets appears to have been more important than overall market growth
in eliminating small-scale plants. This is particularly true within the European
Community, though must less true for, say, Japan.

(c) The facility may have the wrong management and working practices. In some cases, it
may be viable to improve managerial efficiency and labour relations by a change of
leadership in the company. A company may be "turned around" by improving self-motivation
and incentives at all levels of the organisation. But, in some cases, inefficient
traditions may be so entrenched within the company - and perhaps also within the local
community from which the employees are drawn - that only wholesale recruitment of a
new management and workforce with a different social background will suffice. This
is often best done by constructing an entirely new facility in another Tocation and
closing the old facility down.
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(d) The facility may be the marginal p1ant in.an industry faced with falling demand. During
‘the recent recession overall demand in several major markets has declined. Reductions
in demand encourage the closure of high-cost plants. Thus a plant which may .be viable
in buoyant demand conditions-may not be viable in depressed conditions.. If management
believes that.the recession.is temporary then the plant may be. "moth ba11ed" and the

- workforce laid ‘off awaiting recall. If; however, the recession is expected to be
permanent then closure w111 be effected instead.

(2) D1vestment of a fac111ty to a trad1ng partner is the reverse of the acqu1s1t1on of
a facility from a trading partner. An acquisition of this kind is most naturally explained
by economies of vert1ca1 integration. - These economies represent the net economies achieved
by replacing arm's length.contracts between an upstream and downstream fac111ty by .managerial
contfol. Divestment is explained by economies of vertical d1s1ntegrat1on Vert1ca1 dis-
integration involves replacing.an intermediate’ product market which is. 1nterna1 to,the firm
with a similar market external to the firm. This is effected by sp1nn1ng off either the
upstream or downstreéam. act1v1ty as-an 1ndependent firm,:

I

D1s1ntegrat1on is 1nduced by changes in the env1ronment wh1ch e1ther reduce the benefits
or increase the costs of internal trade. There are- many factors wh1ch affect d1s1ntegrat1on
(see e.g. Casson, 1984) and on]y some of the most 1mportant ones are cata]ogued here.

: VY i Toe BTSN s
(a) The relaxation .of: government 1nterference inarm's 1ength irade in. the 1ntermed1ate
: .product: encourages disintegration., .If, for example,, statutory price controls were
 abolished in the:intermediate. product market, a firm might become just as- w1]11ng to
buy from, or sel] to, an 1ndependent firm.as; to one, of its.own subs1d1ar1es
(b} “Fiscal harmon1sat1on between countr1es may e11m1nate the benef1ts from transfer pricing,
rs0 that in the interests.. of. administrative economy a f1rm m1ght prefer to dea] at
. arm's length with a facility that was previously a subs1d1ary - This effect could be
produced by the equalisation of the marginal rates of taxation between two countries,
oriby ‘the abolition of exchange controls,which.had impeded 1nternat1ona1 cap1ta1 move-
ments.

{c) A reduction in barriers to entry 1nto e1ther the upstream or downstream act1ynty‘may
‘render :arm's- length trade more . competitive. .A,reduction in barriers to entry could

i-ioceur for.several reasons, such.as the-introduction of ‘a, new techno]ogy afford1ng lower

‘Yeturns to scale, the expiry of a:ipatent,-and so.on. The adJustment of, the arm's length

price towards a competitive level eliminates potent1a1 distortion of. the downstream

input mix, or the upstream output mix, and avoids the consequent waste of resources

When barriers to entry -are eliminated at both. adjacent stages,.the problems of bilateral

smonopoly in:the!intermediate product market ; and of mu1t1p1e monopolistic mark- ups

'of the final -output:price, are-also avoided: Thus in various ways.the reduct1on in

barriers to:entry. promotes arm!s Tength trade. B

(d) Improved methods of quality control in upstream product1on or 1mprovements in quality
‘testing of inputs at the downstream:stage; may -reduce the incentive for the downstream
producer to monitor-production innthe. upstream plant; S1nce the prob]ems of, confident-
~jality.created by this form of mon1tor1ng -are ofteny reso1ved through vert1ca1 integra-
t1on the reduction of these prob]ems is.an. 1ncent1ve to -apm' s 1ength trade,‘

H
Hzn‘ I

{e) The matur1ng of . the techno1ogy and the d1v1s1on of 1abour w1th1n the 1ndustry means
that. there is.less:need .for.centralised co- ord1nat1on of investments at,, the upstream
.and -downstream:stages. . :This: encourages the vert1ca1 d1s1ntegrat1on of. product1on

(f) A reduction in the range and d1vers1ty of sk111s w1th1n the management team - due, for
‘. example, to the retirement:of: the founder-of the company, or the loss of:other key
employees = may:mean. thats the day-to-day management of both. upstream and: downstream
“ 70 viactivitiesibecomes too’onerous-a task.. . This encourages the substitution. of arm's: Tength
negot1at1ons between two sma]]er management teams for 1ntegrated bureaucrat1c contro]
HPVIN R M B EE T Lo o i
(3) The acqu1s1t1on of & fac111ty w1th wh1ch one has had no prev1ous connect1on may
be explained:as::a:transfer of -managerial resources. The acqu1r1ng{ftrm“hasdsurp]us manageria]
capacity; whilst -thémanagement; of.the:acquisition. is.under;considerable pressure; possibly
because of the unexpectedly rapid growth of the company. .Another; possibility is that the
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acquiring company is simply adding greater diversity to its portfolio of assets in order to -~
reduce its risks. It is behaving, in other words, according to the same principles as a
mutual fund.

. Turning this argument around, the divestment of a facility may be explained by excessive
pressure on the managerial resources of the divesting firm. Perhaps the company has had
an expected success with one of its subsidiaries, and wishes to divest a slower-growing
subsidiary in order to concentrate on making the best of the most promising opportunity.
Alternatively, the company may have found that 1ts management skills are much more specific
than it at first believed, so that divestment represents the correction of an initial error
caused by over-confidence. Another possibility is that the management has overestimated
the potential gains from portfolio diversification.

{(4) The acquisition of a facility that previously belonged to a rival suggests that
the new owner can make better use of the facility than could the rival firm. The main reason
for this is that the acquiring firm has a proprietary advantage - such as new technology or
new marketing ideas - which can be transferred to the rival firm. This implies, amongst
other things, that the deficiencies of the rival are reversible - unlike the deficiencies
considered under (1) above.

Putting this argument into reverse indicates that divestment to a rival is most Tikely
to occur when either the divesting firm has lost a proprietary advantage it once possessed,
or its rival has acquired an advantage that the divesting firm does not possess. In each
case, it suggests that the rival firm is more progressive: its management is more entre-
preneurial, its research is more imaginative, its marketing is more aggressive, and so on.
Divestment to a rival may therefore be regarded, in the broadest possible terms. as a symptom
of entrepreneurial failure.

(5) Acquisition of a rival company in its entirety is most likely to be motivated by
a desire to replace competition with monopoly. The converse case - the divestment of a
facility to a new company that will become a rival - reduces monopoly power in the industry.
It is conceivable that the divesting firm intends to tacitly collude with its new rival,
but there can be no guarantee that the rival will take up the offer or, if it does so, that
it will wish to continue the arrangement indefinitely. Theory suggests, and experience
seems to confirm, that divestment which creates a new rival will normally be undertaken
only under duress - for example, under the threat of prosecution for violations of competition
law. Since the focus of this paper is on voluntary rather than coercive divestment, this
type of divestment will not be considered any further.

A key implication of this analysis is that divestment cannot be considered in isolation
from investment. Divestment and investment are quite Tikely to occur in parallel. The
closure of a divested facility, for example, may be assocjated with greenfield investment
in a new facility involving new technology and/or a more appropriate location. The divestment
of a facility as a going concern is always paralleled by investment in the same facility
by the acquiring firm. In both cases, therefore, divestment is one facet of a process of
structural change: dinvestment and divestment are just two sides of the same coin.

The only situation in which divestment is purely one-sided is when final demand is
contracting and marginal plants are liquidated without any new plants being built. Many
writers on divestment adopt this rather one-sided view of the subject.  When the cases they
discuss concern recession-induced closure, this is unobjectionable, but in other cases the
resulting impression can be misleading.

Divestment policy for governments

The preceding analysis of the determinants of divestment has important implications
for policy. To develop the implications, it is useful to consider three issues in turn.

Can the closure of a facility be avoided by encouraging it to be sold as a going concern
instead?

If not, can closure be avoided even if no other company wishes to acquire the facility?
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If closure cannot be avoided, .is it possible to ensure that new investment matghes
the divestment in such a way that redundant resources are found an a]térnative use?

The short answer to all these questions is that something can be done on each of these
counts, but not sufficient to enable all the problems to be solved. .In most cases the approp-
riate policy is to make markets work better rather than to.intervene to override market
outcomes altogether.

Disposal as a going concern

By and large, the factors which encourage the closure of a facility are very different
from those which encourage its disposal as a going concern. In the preceding analysis the
existence of irreversible defects was emphasised as a factor encouraging the closure of a
facility. The irreversibility of a defect; however, is.not normally an absolute thing,
but a matter of degree. Moreover, the degree: of irreversibility may differ depending upon
who attempts to reverse it. It is sometimes suggested, for example, that inefficient working
practices in a British firm which; could,not be reversed by.a British management, might, be
reversible by a foreign management that operated without certain pkedoppéptjd:wulYeatgq,by
the British 1abour-management system. The hypothesis itself 1s vague, contentious, and
Tacks empirical. support, but:the 1ine of thought it.dindicates is. quite possibly a valid one.
Not only may irreversibility be relative, it may also be supjective. This means that different
people may perceive the:degree of irreversibility to be quite.different, independently of
their actual ability to deal with it. - i o ‘ ‘

¢

It seems sensible ‘to.encourage-people who gre‘most‘optjmistié about the reversibility
of a defect, most confident about their ability to handle it, and most willing to place
their own capital at risk, to attempt to set about reversing it. - This suggests that policy
should 'be directed towards establishing.an efficient capital market in which. entire companies
and subsidiary operations hived off from their parents, can be sold tg'the’high_ktfpidder.
For ‘this purpose, an equity market should have.sufficient liquidity to enable takeovers to
be promoted;:to.allow managers of subsidiaries to finance the buy-out of théjrgopéfapibns,
to allow consortia of .local businessmen tp<sa1yage,brpngh‘p]ant,operatiohs‘djVQSted’byVJarger
firms;. and so, ond A T T o

“i It is often alleged that banks are unwilling fd;fiﬁaﬁtelopéfat#bhs£8f

that capital. that should have been channelled into industrial restructuring e,
say, land and property development instead. One .explanation of such behaviour could ‘be

the common banking practice, in some countries, of lending against only certain types of
physical collateral.: Where :radical restructuring is concerned, the current realisable value
of physical assets may be very small, and much of the value of the enterprisé'may stém from
the ‘goodwill.of consumers:and the "human capital® of enterprising;managérs“ahd reséQ?Eh“'a\
workers. -The refusal::ofcbanks tqilend_ggainSt‘the;Sngritynof”suchzintangibTe asssets may
force facilities.to:ibe; closed because,the realisable value of the physical assets is miich
Tess than the total value of the operation that would put them to an alternative yse. ’

From a practical point of view, it is probably better to encourage banks to adopt more
flexible lending policies than to .creaternew institutions. to,lend specifically for
restructuring purposes. The difficulty with.creating a new institution is that its managers
may lack the skills 'to screen loan applicants effectively. This may'gthuﬁége people with
very. dubious projects to apply for.funding. The:institution.may finish up.financing not'
only valid restructuring projects, but also projects which, i correct]y,assessed, would .
never be acceptable on commercial grounds. Indeed, if the institution is encouraged to "
adopt a mixture of both social and commercial criteria then the resulting ambiguities may
allow managers to find at least some criteria by which to justify a mistaken decision;; .
as a result a large volume of bad debts can be built up in a very short time.  Government
interventions may themselves impeded the workings of the capital markets. Many countries -
particularly :the:United: States and members of. the: European, Community .= havg?,Until.rpcgntly,
adopted fairly strict competition policies which prohibited mergers ahd takeovers that would

“significantly increase -seller: concentration .in some markets. This can make. it difficult

for a large company to acquire a facility which belongs to a less efficient rival and which
in the absence of acquisition, will have to be closed down. Some countries impose exchange
‘controls: which-make it difficult, for;their domestic companies.to make,.acquisitions overseas.
If these companies are potentially strong bidders for overseas assets, but cannot easily
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raise money overseas, then competition overseas for the acquisition of assets will be reduced.
Some countries also impose restrictions on acquisition by foreign firms of domestic facilities.
This, too, reduces the number of potential bidders for facilities that would otherwise have

to be closed down. : '

It may be objected that, contrary to this line of reasoning, the take-over of a company
is often the immediate cause of its facilities being closed down. In defence of the argument
above, however, it may be suggested that the basic cause of closure in such cases is the
under-performance of the company prior to its take-over. Had the company not appeared to
have under-performed at the outset, the take-over itself would not have been profitable.

The take-over is merely the short-run manifestation of the underlying long-run problem.
It is the long-run problem that is the ultimate cause of the divestment.

Avoiding closure of unsaleable facilities

Suppose now that, for one reason or another, sale of the facility is not a viable alter-
native to closure. Are there policies that can prevent the closure of facilities that cannot
be sold? Two main policies are, in fact, available: to subsidise its operation, and to
tax its closure.

The classic justification for subsidisation is that there is a divergence between private
cost and social cost. Arguments can also be made on grounds of equity, or social justice,
but these will not be considered here. Typically, it is suggested that the private savings
from closure are greater than the social savings because resources made idle by the closure
have a social cost in excess of their private cost. People must still be able to subsist,

for example, even though their previous employer pays them nothing.

This argument, however, is considerably weakened where redundancy payments have to be
made. Redundancy payments constitute an employment tax on closure, and therefore directly
discourage closures which make people redundant. Where redundant workers can gain re-employment
quickly, the private cost of redundancy to the employer may considerably exceed the social
cost of the transitory idleness of the redundant workers. It is clearly socially inefficient
to subsidise operations when there is already an excessive tax on closure.

When redundant workers are likely to remain permanently idle, however, an increase in
redundancy payments could be recommended as a possible device for discouraging closures.
Other measures, too, could be introduced, such as a requirement that all sites where closures
occur should be returned to greenfield status (literally) at the expense of the firm. Measures
of this kind have much to recommend them, quite apart from their impact on the closure decision,
to those who believe that there is a substantial loss of visual amenity caused by decaying
structures or disused sites.

The disadvantage of such measures, however, is that in the long run they tax new invest-
ment and employment. This is because the additional costs of eventual closure will be fore-
seen at the time investment or labour recruitment is contemplated. In the hypothetical
case where wage rates and other resource prices are flexible, and always adjust to their
correct competitive levels, such taxes would be unobjectionable on efficiency grounds. The
incidence of the tax could be passed on, in the aggregate, by the firms, resulting in Tower
wages, a lower cost of capital, a lower price of 1and, higher product prices, and so on.

At these new wages and prices, projects with low closure costs would be just as viable as
before and only projects with high closure costs would be discouraged.

In practice, however, wages tend to be sticky, and are at times maintained at above
their competitive levels. The stickiness of wages means that the tax cannot so easily be
passed on by firms. The tax therefore discourages new investment and employment. It favours
workers who already have jobs, by reducing the risk of closure, but it damages those already
unemployed, who have fewer new jobs they can take up. v

When wages are fixed too high, and governments are unwilling to impose reductions, the
natural approach to employment creation is for governments to subsidise wages. There are
many ways of doing this. The important thing in the present context is that wage subsidies
should not be confined to facilities facing closure, since this reduces the net reward to
firms and their workers from operating efficiently and profitably. The most efficient policy
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mix:is probab1y to subs1d1se the wages of emp]oyees in all occupat1ons where, for sdocial or
institutional reasons, labour is “overpriced”, and to 1mpose cost pena1t1es on closure.

It might be possible for the government to recover some of the costs of 'the wage subs1dy
by replac1ng redundancy payments to employees w1th a redundancy tax paid to the government.

Many p011cy makers are reluctant to advocate wage subs1d1es, e1ther because. they be11eve
that trade unions will demand higher wages once 1abour is made more compet1t1ve, or because
they.feel unable to defend a poljcy on the grounds that labour is overpr1ced Instead they:
recommend d1sgu1sed wage subsidies., The disguise 1s effected by e1ther subsid's1ng a comple-
mentary. input -:such as energy =~ or subs1d1s1ng output through, say, protect1on1sm. In
the case of tradeable goods, these. measures can. somet1mes be defended on the grounds that
foreign competitors already receive similar subsidies.

The main problem with indirect subsidies is that; their effects are not conf1ned to the
labour market. Other markets are affected too, leading to distortion of ‘incentivés ‘and
allocative inefficiency: Even. in the .labour market ; their effects may be qu1te different
from those anticipated.. An- energy subs1dy, for examp]e, cou]d encourage “the subst1tUt1on
of power-assisted machlnery for 1abour, thus wh11e un1t costs wou]d be reduced,’ ahd 1ndustry
output increased, employment could actua]]y "fall.  On economic grounds, therefore it is’
qu1te possible that an indirect wage subs1dy might be worse than no wage subsidy at all.

e A T N I R S R T R C R S P S AL TS
B “"‘}‘l ! S T S -
St1mu1at1ng new. 1nvestment
TG Eovs s Int ahemoL ’

Suppose now. that no: acceptab1e way of avo1d1ng c]osure c¢an be found Is it possible ‘to
arrange that new investment.and new, emp1oymentjopportun1t1es are’ cr””’ d' o re emp]oy the*
resources made redundant? In the hypothet1ca1 ‘case of the perfectly compet1t1ve economy,
wagefand pr1ce -adjustments. are sufficient to -guarantee this. A1though the resources are
nvmnnt will
‘be achieved. only. .at: lower. prices.. If, on the- other hand wages and . pr1ces are St1CKy, then
there is no. guarantee that .new proaects w111 be forthcom1ng to take’ the resources Back: 1nto
employment.y ! If:closure is the result, of restructur1ng, then new investment of' so e, k1nd
will norma11y occur. somewhere, but 1t will, not be 1nvestment of ‘the same k1nd 1n the same
place The resources must be mob11e if they are “to bé re- emp]oyed ‘ IR

MECR A w
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re-employed; theirowners will,:of course, be worse off ‘than before, since o=

In some cases, a, 1arge company that s, re]ocat1ng product1on may arrange fo J"\"1':05""'\n'lf“’rkers
to transfer:to.the new facility. L1kew1se, if it s adopt1ng a new. techno1ogy, 1t'may'%rrange
for éxisting workers to.be: retra1ned to work in. the new plant. . In many cases;’ jafh, e
.. labour radjustment to restructuring 1nvo]ves a, sequence of knock -on effects, in: wh1ch, say,

worker A is:made redundant, A replaces B An another ffrm, B. rep]aces C, and C“takes a JOb i

in the new plant which rep]aces the one in which A used to work. The 1abour market “However,

is far from perfect, and in some cases special measures may be needed to improve geograph1ca1

and..occupational mobility.,, Redundancy, payments,. for example, of the kind discussed ear11er,
“may provide workers with; suff1c1ent~]1qu1d1ty to search W1de1y for another’ JOb or to finance
their own retraining, a]though if. they‘are very. generous they may d1scourage such adJustment

If, -on the other hand,: redundancy payments, are,, neg]1 'b]e, and banks are unw1111ng_to prov1de

cred1t to. f1nance JOb search there may be a case for tubsnd1s1ng the search process w1th
r1 s, by pub11c prov1s1on of free

t?rates abov’“the 1ong—

may be a case for subs1d1s1ng;the search process w1th pub11c funds . f /a1ready
done in many countries, by public provision of free employment exchanges ' thé p yment ‘of
short~term unemployment benefits at rates above .the long-term level, and so on. When very
large-scale-.redundancies:in.a s1ngle 1oca11ty occur, ther Emay be a case for add1t1ona1 spec1a1
2 measures too.r G i v : T, .

RTASTTL

When restructur1ng occurs on a g]oba1 sca]e rather than a nat10na1 sca1e, it is rat ‘
far-fetched to suggest that all redundancy prob]ems ¢an be ‘cured by ‘promoting mob111ty"””t
the;factory closure-is in:Sheffield, England, .and, the factoryiopen1ng to replace it is in
Kyoto,;Japan, At makes: 1ittle sense- to,suggest that Sheff“egd worke shou]d m1grate‘t’ «
Japan:: The}magn1tude and the: ;Scope. of the structura1‘c nges now i c1ng d1vestments 1n the
mative . econom1es of Europe-and;iin the m1d Western state States has 1ed‘to a
Jrmajor-debateoverciWhere are. the inew gobs\com1ng from?" i e e ;g*
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The short-term answer seems to be that, in many cases, they are not coming from anywhere
at all. Many mature economies have not only lost the locational advantages they once enjoyec¢
from proximity to coalfields and other energy sources, and from a supply on indigenous crafts-
men trained in traditional industrial skills, but they have also lost the technological
leadership on which their earlier prosperity was based. There are no new innovations in the
pipeline to generate new products or processes to replace the old. A long-term failure of
enterprise and imagination means that new products are no longer originated, tested and
developed in these areas to the extent that they used to be. There is no short-term solution
to this problem. It is a long-term problem, both for enterprises and governments, which no
amount of intelligent short-term intervention can cure.




" PART IIT

THE MOTOR INDUSTRY

Production, management and marketing in‘the motor industry 7 -

The next three sections apply the theory developed in Part II to the motor industry,- with
particular emphasis on developments in-the European motor industry. Considerable effort is,
made to place current events in an historical perspective. This section considers the
influence of technology and product demand on management problems in the motor industry.

The next section considers the emergence of pressure to rationalise within the European
industry during the 1970s, illustrating the general points using British experience. The
final section considers the management structure and rationalisation programme pursued by the
European market leader - Ford of Europe.

The motor car is built by the assembly of many diverse components: the internal com-
bustion engine, mechanically engineered transmission and suspension, pressed steel bodies,
synthetic rubber tyres, electrical and electronic components, plastic trim, and so on. Each
component is produced to fine tolerances to allow spare parts to be interchanged. Mass
production was introduced into the motor industry by Henry Ford, who adapted techniques from
the Chicago meat-packing trade to generate the moving track assembly line now widely used for
mass production in manufacturing industry. Ford also used the techniques of scientific
management pioneered by F.W. Taylor - in particular, time and motion study - to determine the
optimal speed of the track.

The problem of organising a continuous supply of components was one of a number of
factors that encouraged General Motors' President, Alfred P. Sloan, Jr., to apply multi-
divisional organisation to his company. Although the multi-divisional concept originated
with E.I. du Pont Nemours, a large United States chemical conglomerate, which at the time had
a stake in General Motors, its application in General Motors proved extremely influential
(see, for example, Chandler, 1962, and Rae, 1965, and the numerous references given therein).

Quite recently, the Japanese have formed "quality circles" amongst their key employees
to improve component reliability, and have developed the "just in time" production concept to
reduce component inventories by promoting punctuality amongst their suppliers. Many motor
manufacturers are now introducting robots to undertake welding, wheel assembly, paint spraying,
etc.; the pioneers include Volkswagen at Wolfsburg in the Federal Republic of Germany, and
Nissan in Japan.

The variety of components used in the motor industry means that many different types of
manufacturing process are found. Body panels, for example, are pressed from sheet steel
using high-volume dies which can produce 5-10 million stampings before replacement.  Maxcy

(1981, page 201) estimates that the presses into which the dies are inserted can produce up
to 2 million pressings a year, which means that minimum cost production of body panels
requires a rate of output of 2 million units per annum sustained over 2 1/2 to 5 years. For
further information on cost structures in the motor industry, see Rhys (1977).

. 1t has been;éstimated thaf;thé minimum efficient scale (m.e.s.) in the casting of engine
- blocks 1is-100,000 units per.annum, in the machining and assembly of the power train (engine
~ and ‘transmission) 500,000 units per .annum, and in final assembly 200,000 units per annum.

~ " “The importance of economies of scale.means that the profitability of motor production

~ “depends. crucially upon the intensity of demand for the .product. At given prices, the higher

- the volume of sales -the greater the margin of profit on each unit sold. In the early motor

" industry some of:‘the most sophisticated vehicles were produced in France, but they were
‘ysually custom-made -and sold only to & limited number: of wealthy people.

" ““Henry Ford was one of the first to create’a mass market for motor vehicles amongst
‘wmiddTe- and Tow-income families. Demand was particularly strong in rural areas, such as the
‘mid-western states of the United States.  In inter-war and early post-war Europe there were
two main segments of the motor market: the mass production sector dominated by Citroen,

' Volkswagen, Fiat -and Ford (United Kingdom), and the Tuxury. sector dominated by smaller British

"ﬁ?g‘qndﬁitalian firms., L o
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Within the last 25 years a third segment of the motor vehicle market. has emerged.
Narrowing after-tax income differentials, higher oil prices, the trend towards hypermarket
shopping and the increasing availability of motorways has created a large demand for medium-
size five-door vehicles which offer low running costs but provide some differentiation in
styling.

The multi-component character of the motor vehicle can be exploited to meet some of the
needs of this market. Superficial differentiation of the project can be achieved by substi-
tuting one type of component for another in the final assembly process. By developing a
standardised range of components, the same basic vehicle can be offered with different sizes
of engine, with manual or automatic transmission, with different levels of trim, and with or
without power steering, turbochargers, electronic displays, and so on.

The introduction of robots on the assembly line has eliminated many of the delays which
were caused by retooling production using manual labour.  Thus when robots are used the
capacity of the assembly line effectively determines not the efficient output of a single
model but the efficient output of the entire range. This has tended to reduce the importance
of economies of scale in assembly (see Altshuler et al., 1984). On the other hand, the high
capital cost of robots means that the cost penalties of operating the assembly line at below
its rated capacity are much greater than before.

Because so many differentiations of the motor vehicle are possible, the choice of model
tends to reflect the lifestyle of the owner. This allows skilful marketing to exploit the
consumer's social aspirations by suggesting that a particular model will allow him to achieve
his desired lifestyle. The versatility of the motor vehicle also calls for marketing skill

in explaining to the customer the precise range of functions that any particular model can
perform.

One of the crucial issues in marketing is how far the manufacturer should market the
model rather than the range. This is related to a wider issue of the advantage of selling a
"£u11 line" under a single brand name or "badge". The badge is a symbol of the quality of
product: Ford, for example, is widely associated with mechanical reliability, Volkswagen for
durability, Volvo for safety, Citroen with technical sophistication, and so on.  Customers
for motor vehicles progress through a life cycle during which the pattern of their movements
and the size of their family change. By marketing the badge rather than the model, the
manufacturer can attract customers for 1ife, who will trade up and down the model range,
confident that each of the models shares with the others the quality that they value most.
When promoting the badge, it is important that the range includes a model at the bottom end
with which the young customer can begin. It is less important to have a model in the extreme
Tuxury category, since few customers are likely ever to earn sufficient income to afford one,
except perhaps at the very end of their life cycle. On the other hand, although the volume
of production may be low, luxury models can carry a high margin of profit, and their sophisti-
cated image may help to raise the sales of other models in the range.

Novelty is a major aspect in attracting customers, and the annual sales of most models
peak fairly early during their life. Because of the large number of different components
involved, however, it is difficult to introduce an all-new vehicle, and many new models are
in fact restyled versions of older models with updated specifications, effected by modifying
a few components. R and D is thus an ongoing process in which information from salesmen and
from service engineers about deficiencies in the performance of existing components are
continuously fed back to prompt further improvements. Likewise, marketing is an ongoing
process in which much of the emphasis is placed on explaining to consumers the advantages of
the latest specification changes, or drawing their attention to new styling.

The pressure for rationalisation

The cost structure of the motor industry indicates that component production should be
concentrated upon a small number of very large plants in order to fully exploit economies of
scale. To justify large-scale production it may be necessary for the same components to be
used in several different models in the range. If the sales of the range are fairly modest,
the producer may buy in the components from a specialist who supplies a number of different
firms in the same industry. The specialist producer enjoys economies of scale which he may
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be able. to pass on. to. h1s customers in 1ower prices,” The' d1sadvantage of thns arrangement 1s
that, econom1es of vert1caJ 1ntegrat1on are 1ost““% et RS
Because of the var1ety of d1fferent components 1nv01ved, it may be advantageous to.' \

produce different components in different locations. Sophisticated components can be.ppi <1
produced where skilled labour is abundant, 1arger and heavier components where raw materials
and energy are cheap, and so, on. Product1on of components such- as eng1nes and transmissions,
wh1ch afford substant1a1 econom1es of scale),’ shio u]d be concentratéd. on the fewest plants. i
Components that are d1ff1cu1t or: cost]y to transport should be’ produced close to'the assembly!
Tine.. The. assemb]y Tine itself needs 'to be Tocated” somewhere neéar the "centre of-gnavity"
of the maJor sources of component supp]y and the maJor centres of consumer“demand RRRIRE

» o qIn inter-war Europe economic . nat1ona11sm encouraged h1gh protECL1ve tar1ffs to st1mu1ate
domest1c motor product1 on for m1]1tary and” strateg1c reasons.’ ' ‘It was-nét until the pest-war
period, with' the formation of the European Commun1ty and the’ 1mprovement*of Anfrastricture
Ehrough motorways and container hand11ng systems; etc. that product1on cou1d=be spec1a]1sed

1nternat1ona11y to. fu]]y exp101t econom1es ‘of sca]e (Eoreman ‘Pec! 1985)

T
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In Br1ta1n, the 1ndustr1a1 her1tage of protect1on1sm was 1arge numbey ‘of re]at1ve1y
small plants, most of which survived the war intdct. '~ Most of them néedéd to be enlarded and
modernised, or closed down altogether, in favour of new p]ants on green-field sites. Only
the, h1gh1y 1ntegrated operat1ons centred on Ford s Dagenhbm plant ‘approkimated to an efficient
sca]e (a]though Ford d1d not buy contro] of the body works at Dagenham unt11 the 1ate 19505)

‘ Restructur1ng a]ong these ]1nes was,’ however, 1nh1b1ted by reg1ona1 po11cy, wh1ch
encouraged investment”in’ dec]1n1ng peripheral vegions remote from the major ‘metropolitan °
markets of Europe. In Britain, a system of industrial development certificates was intro+
duced-to restrict investment outside designated development areas. Compan1es that wished to
rationalise by uurldTﬁg new factories were often ob!aged £o Tocate them in areas‘Far‘awav from
the rest,of their operat'ons (Young with Lowe 1974) The Reg1ona1 EmpToynient: Premium : + <
.subs1d1sed payro]] costs in des1gnated areas. = Moreover, compan1es that had high- costiplants
a]ready 1ocated in the. reg1ons wer'e under po]1t|ca1 pressure not to close them ‘down. .’ The
des1gnat1on of. deve]opment areas became a party’ po11t1ca1 issue, part1cu1ar1y when\thevareas
seek1ngtdes1gnat1on contained marg1na1 par11amentary const1tuenc1es ~In! the garly 1970s ,v:for
examp]e ﬁwhen the Scott1sh Nat1ona1 Party was cha]]eng1ng many trad1t1ona1nLabour seatsi it

oo ! e Hﬂ‘)lq il
Emp]oyment pr0tect1on po]1cy also d1scouraged rat1ona11sat1on Governmentxwasrreﬂuotant
see high-cost, product1on untis closed down. It preferred‘to ‘avoid bankruptciessand
vdat1ons by arrang1ng the takeover of unprof1tab1e f1rms “Afteér atakeover or merger,<
ftq f Citself preoccup1ed ‘With the Short=run problens. of the *r

"1ame ducks" it had vau1red ""The ‘short-run 105se§ incurred by thé weakef’opérating :
'd1v1s1ons of the company a]so absorbed funds wh1ch cou]d otherw1se have been used to finance

¥
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”‘Act of' 1966 vreflect§ another ‘aspect of i
”a.1on“ ‘It encouraged emp]oyers ‘Wwith high-

,,,,,

ﬁ't

3h11 ThewBrmt1sh Government s edundancy Pab n
a1

emp1oyment protect1on wh1ch dlscour“ged r ,
cost p]ants o .run.them down through'natura]“wastage“rather than to shut them:downsand make

&11.their, emp]oyees redundant.

White 'good social reasons can "be g1ven‘for these® po11c1es i
the pace of rat1ona11sat1on 'S P ¢

Iias a1most certa1n1y s]owe esu1t>’
B ' Foho daun G on L0 2 s
Generally speak1ng, the de]ay in rat1ona11s1ng ‘production’ 1ed to growing problems finiithe

British motor industry. These were exacerbated by the OPEC oil pr1ce rises beginning in
1973, which escalated British wage costs, because the incomes policy in force at the time
automatically linked wage rates to the cost of living. In the’ mair’‘Competitor country, '
Japan, . however, product1v1ty 1mprovements continued apace and import penetration by their
Tows pr1ce h1gh qua11ty yeh1c1es reached such ‘a point that several countr1es, including the
Un1ted K1ngdom, negot1ated vo1untary export restraints. ~The Britishs marketwas part1cuﬂa Fly

‘vu1nerab1e o such 1nports because of 'the absence of non ~tariff 1mpor+'barr|ers of the Kind
ffound, 1n France and Italy., It has also been suggested that the British markét was part1cw
tarly: vu]nerab]e because. of the way that h1gh cost ]oca] manufacturers rema1ned fin bus1ness
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under the Ford “price umbrella” - an umbrella that raised Ford prices in Britain up to 20 per |
cent above the prices of equivalent Ford models in continental Europe.

The future of rationalisation in Europe:
Some lessons from Ford

In 1984, Ford of Europe had the largest share of the European car market (see table 2).
Ford is one of the “"big six" firms shown in the table which dominate volume car production in
Europe. Despite their volume, however, these producers have, in the aggregate, been
consistently unprofitable in the last five years (see table 3). The somewhat smaller and
more specialised manufacturers such as BMW, Mercedes-Benz, Volvo and Saab have enjoyed a much
better record of profitability.

Table 2: Leading car market shares in Europe

‘Company Percentage in year
1979 1980 1981 1982 1983 1984
Ford 12.0 11.1 12.3 12.4 12.6 13.0
Fiat 10.0 11.8 12.7 12.5 12.3 12.9
VW 12.2 11.8 12.6 11.8 11.7 12.0
Peugeot 17.1 14.6 13.2 12.4 11.8 11.7
General Motors 9.6 8.7 8.4 9.7 11.2 11.2
Renault 13.5 14.9 14.0 14.7 12.8 11.0
Japan (total) 7.3 9.8 9.2 8.9 9.4 9.6
Other 18.3 17.3 17.6 17.6 18.2 18.6
TOTAL 100.0  100.0 100.0 100.0 100.0 100.0
" Source: Ford of Europe.
Table 3: Aggregate profits of Europe's seven largest-
volume manufacturers (global operations:
US$ billion)

Year Annual - Cumulative

1980 -1.5 -1.5

1981 -1.7 -3.2

1982 . -0.5 -3.7

1983 -0.5 -4.2

1984 -1.5 -5.7

Note: The manufacturers are BL, Fiat, Ford, General Motors, Peugeot, Renault, VAG.

Source: Ford of Europe figures.




_']8_.
The Tow profitability of volume car productioh’ is a'refleéction of over-capacity in the..
industry - estimated to be at least 15 per cent. Private manufacturers such as Ford and

General Motors blame this situation on the reluctance of state-owned or state~supported
manufacturers to elimiante unprofitable operations. Companies such as Fiat, Renawlt: and: ..

Peugeot price very aggressively in order to maintain volume, it is alleged, and rely:on-their.
status as_"national champions" to cover any losses they make with government grants or loans.
There .are .signs, however, that the ‘sitliation 15 changing: °the top management :at Renault has
been replaced, for example, and the company's poiicy of avoidiiig compulsory redundancies. has «
been, abandoned. . Nevertheless, fprhkqﬁédﬁﬁ‘eXb151ﬁed below, excess:capacity in‘Europe is
unlikely to.fall in’the foreseeable future. " * 7 ' 7 e T A P T
Ford of Europe is widely recognised in the industry for the sophistication of its market+
ing and management, and in particular for the way that it has rationalised its European
operations. Ford began manufacturing in Europe in 1911. Ford of Europe was formed in 1967
to co-ordinate its various European operations. ‘ In ‘1985, Férd of Europe had 22 manufacturdng
locations, with major industrial complexes in Britain and the Federal Republic of Germany and
large plants in Spain, Belgium and France.. -It also has research, development and testing
facilities in Britain, the Federal Republic of Germany and Belgium, and a national sales’
company in each of 15 European countries. AT v
Rationalisation ¢f Ford means 'that many of its plants specialise,in producing just a
narrow range of components. The company's plants in South Wales, for example, produce only
transmissions and related components for use in assembly operations elsewhere. Relative to
other manufacturers, Ford is selfisufficient in a wide:range of components, and actively
promotésf$a1es of Ford components ‘to other manufactureps:. The European Power Products
Divisitny for example, sells 1¢6;Titre and 2,5;1itre diesel engines,. fast burn-Tean burn =
petrol-engines and ‘transmissionsito other producers. .The Diversified Products Operation 1§¥
involvediin both vertical and conglomerate diversification. Its operations include thg « ™"
processing of raw fiatérials, the manufacture of aluminium. radiators and climate-cont¥ol U
ment, and the development of electronic products. In these fields; too, the company. p ans ‘to

develop-its role as.al supplier:of! components to other méhyfacturers;

Despite its relative strength compared to European competitors, the company recognises
that its trading position in Elrope is far from secure.- The demdnd. for cars in Europe grew
at only 0.6 per cent per annum in 1980-84, and the company's projected growth for 1985-90 is
1.6 per cent per annum - a slight improvement, but well below the rates-anticipdted: in:a number
~ of markets outside of Europe (see table 4). With fairly static demand, and pressure for
productivity improvements, the company's European workforce has shrunk from about 140,000 in
1979 to about 100,000 in 1985. Most of the adjustment has been effected by voluntary
redundancies and early retirements, without the closure of any of the major facilities.

Given the importance of economies of scalepat ithe.plant.level, however, it is doubtful if
further contraction can be effected without:a. maj Tosure..: ‘It“is“11ke}ygxth6dgh,‘th&t'fhe
_company would prefer not to implement a closure of thi ‘ 'A1th6ugﬁ;§$eft pany would
never admit it, it would probably prefer to use the threat of closure to negotiate subsidies
(or some form of import protection)-from European governments or, better still, from the
European Community itself. ) ; e

torvre
erey . .
Y

Table 4: Growth of European car sales
{per cent per annum) oy

Period * Growth rate .

a 37500 v BTNt J 2
1960-69 7.7 J
1970-79 2.4 e
1980-84 0.6 -

1985-90 QECD forecast 0.8
1985-90 Ford forecast 1.6

Source: Ford of Europe figures.
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Japanese competition poses a major threat to the European motor industry. The European
industry is suffering from Japanese competition not only in Europe itself but in third
country markets where, of course, governments are unlikely to intervene to discourage Japanese
jmports in the way they have done in certain European countries. Ford estimates that
Japanese manufacturers have a landed unit cost advantage of over $500 in the Federal Republic
of Germany and up to $1,500 in some of Europe's traditional export markets. This is ascribed
not to any difference in capital per worker but to differences in the work rate on the shop-
floor. Bob Lutz, Chairman of Ford of Europe, claims that in 1984 it took about 72 hours of
Tabour to produce a Ford car in the United Kingdom, 35 hours to produce the same car in the
Federal Republic of Germany, and 18-20 hours to produce an equivalent car in Japan.  Although
there are some differences in the extent of vertical integration between Europe and Japan, it
is estimated that, after allowing for this, productivity in Japan is still at least double
that in the United Kingdom.

Ford is attempting to introduce a Japanese-style management philosophy into its European
operations in a modest sort of way. In 1983 the company commissioned an "insight" team to
evaluate the Ford system of product development. The team compared the development of the
Mazda 626 and the Ford Sierra - two cars aimed at the same buyers, built in similar volumes
and introduced at similar times. It was found that Ford spent more than twice the work-hours
on development of their car. The team ascribed this to the fact that Ford's development
involved too many narrowly specialised groups who felt themselves to be in direct competition
with one another. They have now introduced a Programme Management concept to harmonise the ’
goals of the specialists by introducing greater flexibility into the system.

The company is also looking to the Japanese philosophy to promote more harmonious
industrial relations. It cites with approval the way that the threat of import competition
in the United States led, five years ago, to a new accord between the United Automobile
Workers Union and the manufacturers, and Ford is looking for a similar accord with Tabour 1in
Europe.

The nature of the Japanese challenge to Europe is, however, changing. Japanese manu-
facturers are now establishing a manufacturing presence in Europe through either wholly-owned
green field investment, joint ventures, or licensing agreements. The crucial issue here is
the local content of the assembled vehicle. At the moment this 1is relatively Tow, and if it
is increased it seems likely that it will be done by subcontracting to local suppliers who
supply only the Japanese and are heavily dependent upon them. This certainly appears to be
existing practice in Japan. A switch within Europe, therefore, from European-owned to
Japanese-owned assembly could have serious implications for existing European component
suppliers. Downstream investments by Japanese firms in assembly could eventually lead to
upstream divestments by European component manufacturers. If, on the other hand, Japanese
manufacturers are willing to modify their component sourcing strategies by patronising estab-
lished European component producers, then the transfer of Japanese technology to Europe could
well make a substantial contribution to overall competitiveness in the industry.

An improvement in European competitiveness would be reflected in increased penetration
of overseas markets. The problem of relatively stagnant European demand could then be over-
come by an improvement of the export trade. It is doubtful if Europe has the skills to
compete with Japan in the volume production of small cars, but in the medium and large luxury
categories - which are amongst the most profitable - its potential competitive position is
quite strong.

In the past decade, the most profitable European manufacturers have tended to be those
with the greatest penetration of the United States market. The high value of the US dollar
makes American sales very attractive to European producers, although the costs of meeting
~ United States emission and safety standards are very substantial too. Volkswagen is the
only European manufacturer to have penetrated the American small car market in a big way, but
several producers of larger cars - BMW, Mercedes-Benz, Volvo, for example - have enjoyed
considerable success with larger luxury vehicles. Ford is now trying to emulate this success
by establishing a prestige franchise - Merkur - to sell vehicles such as the Sierra XR4Ti to
the compact luxury segment of the United States market.
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It is evident that rationalisation is an ongoing process, and is likely to remain so for
the foreseeable future. Within Europe, Ford is pursuing a number of specific. programmes aimed
at improving component quality - involving the introduction of 1ifetime guarantees on certain
repairs effected by authorised dealers - and reducing the complexity of. assembly ssourcing to
improve economies of scale. Between 1984 -and 1985; Ford has reduced the number of product,
derivatives offered in Europe from-over 2,500 tosunder 1,500, although the degree of complexity
still remains high, since these figures do not include a large number of optional features
offered on particular models. Co ‘ S

It is also evident, however, that rationalisation can no longer be effected on a purely
European scale. The sourcing of the United States market with European vehicles has already
been mentioned. The Scandinavian market is already being sourced with small Ford cars
produced in Brazil. It is conveivable that European manufacturers will begin to draw upon
component suppliers from Brazil, the Republic of Korea and Japan. Thus,-even if the: European
market were to grow faster than anticipated, the pressures for rationalisation would still
induce restructuring, and future divestments in the motor industry would still be likely to.
occur. : . : Co : S
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PART IV

THE CHRYSLER-PEUGEQT CASE STUDY

Background narrative to Peugeot's acquisition

of ChrysTer (United Kingdom)

The highlights of the Chrysler/Peugeot story are well known (see, in particular, Young
and Hood, 1977; Bhaskar, 1979; Maxcy, 1981; Grunberg, 1981, Chapter 5; Wilks, 1984}.
Chrysler is one of the 50 largest private manufacturing corporations in the United States in
terms of sales, and the third largest United States motor manufacturer, behind General Motors
and Ford. 1In 1960 its two main rivals both had long-established European operations, but
Chrysler did not. From about this time, Chrysler headquarters in Detroit pursued a deliber-
ate policy of diversifying into the European motor industry. Forecasts made at the time
suggested that the European car market would continue to grow rapidly, but in retrospect
these forecasts were grossly over-optimistic. The Chairman of Chrysler, Lynn Townsend, was
personally committed to turning Chrysier into a fully-fledged multinational enterprise.
Approaches were made to a number of established European firms and this eventually led to
acquisitions in Britain, France and Spain. As a late entrant into the European market,
Chrysler was unable to negotiate acquisition on favourable terms. It finished up acquiring
those companies which its major indigenous competitors had, in many cases, already decided
not to acquire. '

In 1964 Chrysler took a 30 per cent stake in Rootes Motors, a British family-controlled
firm founded in 1898, whose Hillman, Humber and Singer saloons enjoyed a reputation for
quality in the medium-large size sector of the market. At the time this minority interest
was acquired, Rootes had just entered the small-car market with the Taunch of the Hillman Imp,
a rear-engined car which was a close competitor of the Mini. The Imp was manufactured at a
new 1.6 million square foot factory at Linwood, near Paisley on Clydeside, some 250 miles
north of the main centre of Rootes operations around Coventry.

Sales of the Imp were disappointing and industrial relations at Linwood were poor. In
jts first full year of operation, Linwood operated at under half capacity. By 1967 Rootes
was losing £10.7 million on a turnover of £171 million (Hood and Young, 1982, page 64). At
this time Chrysler increased its stake to 66 per cent of the voting shares. This acquisi-
tion of control required the consent of the British Government because of an undertaking
given by Chrysler in 1964.

A new family saloon, the Hillman Avenger, was launched from the Ryton Factory in
Coventry but the launch of two other models - the Chrysier 180 and the Chrysler Alpine - was
switched to Chrysler's French subsidiary, mainly because of labour problems in Britain.
Subsequently, production of the 180 was transferred completely to Spain.

At the end of October 1975, the Chairman of the Chrysler Corporation, John R. Riccardo,
indicated at a press conference in Detroit that in view of the corporation's adverse
financial position it was considering withdrawing from Britain. Riccardo's statement
appears to have taken the British Government by surprise. After dintensive negotiations,
the Government agreed to support Chrysler to the tune of a maximum of £162.5 million between
1976 and 1979, while in return the company committed up to £64 million, agreed to the launch
of new models, and signed a planning agreement with the Government (United Kingdom, House of
Commons, 1976).

Notwithstanding the consultative arrangements called for by the Planning Agreement, it
was announced abruptly on 10 August 1978 that Chrysler's European operations would be
acquired by the French motor manufacturer, PSA Peugeot-Citroen. Chrysler would receive
US$230 million and a 15 per cent stake in the French company. It also obtained a seat on
the supervisory board of PSA. The planning agreement continued in force, and the financial
arrangements with the British Government were taken over by the French company with certain
minor modifications. However, by the time of the acquisition, the joint union-management
consultative committees set up under the planning agreement were practically moribund, due
to lack of interest in them within the company.
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Altogether, PSA Peugeot-Citroen acquired control of 11 Chrysler European subsidiaries
at this time, including a 99.62 per cent staké in Chrysler France and a 46.51 per cent stake
in Chrysler Espana. It also acquired six import subs1d1ar1es and two property subsidiaries
in a separate deal shortly afterwards. The Chrysler Europe operation was renamed Talbot at
the end of 1978 and in 1980 the management structure of the Peugeot and Talbot operations
was unified. Also, in 1980 the name of the Peugeot group was changed to Peugeot SA.

Chrysler's stake in Peugeot was valued on the Chrysler balance sheet at US$323.9 million,
as compared to a value on, the Paris stock exchange on the date of agreement of Us$202 m11110n
However, .Chrysler reported that an 1ndependent ‘valuation from a 1ead1ng European invéstment
bank1ng firm valued the stake at above the balance sheet’ f1gure o

The European d1vestment was one of severa] undertaken by Chrys1er about ‘this time.

Also, in 1978 Volkswagen acquired a 67 per cent equity stake 1n Chrys]er S Brazilian
operation, and Chrys1er reduced to 49. per cent its own stake in Chrysler Argent1na In 1979,
General Motors agreed to purchase Chrys]er S 1nterests in'its Columbian’ subs1d1ary and to
purchase the f1xed assets of its, Venezuelan subs1d1ary D1vestments were a1so undertaken in
Peru, Australia and South Afr1ca By 1980 Mex1co was host to the on]y maJor Chrys]er ‘
operation outside North, Amer1ca.,c he overseas operat10ns d1vested by’ Chrys1er between 1978
and 1980 had lost the company approx1mate1y Us$40 m11T1on in earn1ngs between 1674° and 1977
Losses had been particularly heavy in France dur1ng 1977'because of & comb1nat1on ‘of cost
inflation,. falling market share, and _government price contro]s In’ p]ace of the d1vested
operations, Chrysler had established ‘a 1ink with Mitsubishi, and sét up an off1ce in'Tokyo.

- Since the divestment, both the Chrysler parent company and the Peugeot group have been
in f1nanc1a1 difficulties. Both have been committed to. heavy 1nvestment expend1tures to
Taunch new models. Hav1ng 1ost support from their bankers,’ and of the pr1vate cap1ta1
market in general, both have been obliged to obtain government underwr1t1ng for new’ 1oans
: Lnrvsler was quaranteeo up to US$1.5 billion via a Loan Guarantee Act in 1979. LnYySIEY
has had -to make its United States models comply with increasingly exacting po]]ut1on and
safety standards, and adapt them to prov1de greater fuel efficiency at the same time. ‘
Peugeot has been financially stretched by losses incurred by the Citroen operat1on which it
acquired jn 1976. . Another major acquisition coming only two years later has compounded the
f1nanc1a1 d1ff1cu1t1es As a result.of these two acqu1s1t1ons Peugeot has suddenly risen
to become one of the six. 1argest motor manufactureérs in Europe, and its management h had
to face the prob1ems of imposing an overall corporate strategy on a d1verse group of enter-
prises, each with their own 1ndependent trad1t1ons. Chrysler management on the other hand,
has been liberated from concern over its European operations, ‘and has been able to concentrate
on re-establishing its position within the United States domestic mérket. 0perat1ng profits
for Peugeot in 1984 suggest that it may now have turned the corner too.

(e

They1ogic‘of thefdfyestment decision

IR

The causes of Chrysler's poor performance in Europe are not hard to find. To begin
with, Chrysler did not :have the same kind of 1nternat1ona] reputation, marketing skills and
techn1ca] know-how. as did. 1ts .two ma1n Un1ted States r1vals In the 1960s, Chrys]er 3
profitability in the Un1ted States rested, upon an exc1t1ng range of 1arge h1gh performance
vehicles with a sporting 1mage (Iacocca with Novak,. 1985). . The mode]s were, however, far
too 1arge to -appeal to the European customer. The re]at1ve]y sta1d veh1c1es produced by
Rootes and Simca could not eas11y be promoted using, Chrys]er}s market1ng techn1ques

The qua]1ty of Chrys]er s Un1ted States management appears to have begun to deter1or‘ e
in the late 1960s and early 1970s. There were some technical innovations, such'as electrofiic
ignition. However; new models were less successful than the old ones that they rep]aced
Chryster's share of the Un1ted States car market fell from 16.1 per cent in 1970 to'a Tiere
8.6 per cent in 1980. The Un1ted States management does .not. appear . to have had super1or ;
managerial or techn1ca1 expert1se w1th1n the motor 1ndustry ‘that. cou]d usefu]]y ‘be! ‘transt fred
to Europe. Indeed, it was one of the company S European des1gned veh1c1es that he]ped the
company to make substant1a1 progress in, the sub compact segment of the Un1ted States market

ment of the market. The. popu]ar1ty of the P]ymouth Horizon and Dodge 0mn1 allowed the o
company to increase its share of the sub- compact market from 4. 8 per cent to 17.4 per cent
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between 1975 and 1978, at a time when its share of the standard market fell from 9.6 per cent
to 2.7 per cent.

Chrysler United States had few skills in the management of vertical integration.
Compared to its two rivals, Chrysler relied heavily upon independent suppliers for components.
In 1978, the company was using over 30,000 independent suppliers and purchased from them
substantially all its requirements for batteries, bearings, bumpers, carburettors, passenger
compartment interior trim, radiators, glass, steel, tyres and wheels.

Financially, the company was highly geared, and relied extensively on short-term bank
loans. This insecure financial structure meant that the company faced a higher cost of
capital than its rivals. It also exacerbated many of the company's problems when its trading
difficulties became public knowledge during 1978.

In no sense, therefore, did Chrysler United States have skills that were particularly
relevant to its European subsidiaries. The company also faced particular difficulties in
Britain because of problems that it had inherited from Rootes.

In Britain, Chrysler was affected more seriously by the oil price rise than were its
major rivals because its engines were relatively old, and therefore less fuel-efficient,
and because Chrysier was weak in the small-car segment of the market to which consumers
were switching. These defects in the Chrysler range were in turn the consequence of problems
that had begun some ten years earlier. 4

Chrysler inherited from Rootes the problem that its most modern production facility,
Linwood, was bedevilled by poor industrial relations. It also suffered from component supply
problems caused by its remoteness from the heart of the United Kingdom engineering industry
in the West Midlands. Transport costs were high: engines were cast at Linwood, the cylinder
blocks were then taken to Coventry to be bored, and complete engines were then transported
back to Linwood for installation before the completed vehicles were shipped south for sale.
Chrysler was also committed to producing a vehicle - the Hillman Imp - for which there was
very little demand. It was extremely difficult to boost sales of the Imp by cutting prices
because its main competitor, the Mini, was itself underpriced because of shortcomings in the
British Motor Corporation's cost accounting methods and its marketing strategy.

Political pressure and financial inducements had taken Rootes to Linwood in the first
place, and the maintenance of employment at Linwood formed an integral part of the 1975
rescue plan. It was hoped that the Linwood plant would generate its own local supply
industries, but this never materialised, possibly because the Government underestimated the
volume of demand needed to take advantage of economies of scale in the supply industries.

The failure of the Imp meant that the company could not generate sufficient internal
funds to finance the development of new models. It has already been noted that R and D is
an ongoing process. A buoyant demand for current models generates finance for further
improvements to the range, helping to boost sales even further. If sales of existing models
are low, however, then this virtuous circle becomes a vicious one. When R and D has to be
cut back, models get older and their sales decline further; eventually the company faces
extinction if there are no new models in the pipeline.

Chrysler management appears to have recognised fairly early that rationalisation was
required, but the shortage of funds meant that only a very limited programme could be pursued.
They followed what must have seemed the obvious strategy of concentrating the production of
the few new models they could afford on their French subsidiary, whose productivity was much
higher, and turning United Kingdom production into an assembly operation using mainly French
components. From the British Government's point of view, of course, this strategy seemed
more Tike adverse discrimination than rationalisation.

It is instructive to compare Chrysler's European operations with those of Ford, because
Ford pursued the kind of policy that Chrysler needed to emulate (see section 8 above). Ford,
had, however, been much longer established in Europe, and so had more time in which to
develop a coherent model range and to rationalise its production. Ford had relied heavily
on green-field investments to build up its European operations, and so when the "Ford Europe"
division was formed to impose integration, it avoided the problem of dealing with subsidiaries
that had previously enjoyed a separate identity (although it did have to buy out certain
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minority interests). Ford had also by this time built up an effective dealer network offering
a high standard of servicing with a uniform scale of charges. Ford's small cars which, until
the development of the Cortina/Taunus, were the basis of its model range, were all highly
successful. ~In particular, the new Escort, introduced in 1980, was designed as a "European"
car. The success of these models has denerated the finance necessary to support the develop-
ment of the next. It has also spilled over to other models in the range: part of the

success of the Granada, for example, may have been due to the fact that it is the obvious
choice for the Cortina owners who wish to trade up-to a luxury car.

It was clear by 1978 that Chrysler's financial position was so parlous that it had an
urgent need to cease its loss-making European operations and to convert fixed assets into
hard cash as quickly as possible. By selling out the entire European operation as a going
concern, the company avoided redundancy payments and other closure costs which could have
been financially crippling for the parent firm. The sell-out strategy also had substantial
tax advantages in the United States. What is not so clear, at first sight, is why Peugeot
was so willing to take over Chrysler's European operations.

Peugeot is essentially a family firm that began operating a steel foundry in 1810,
commenced producing bicycles in 1885, automobiles in 1889, and in 1965-66 underwent struc-
tural reorganisation as part of a programme to become a major European motor: producer. In
1976, the company todk over'the ailing Citroen company; which would otherwise have had te
be nationalised (although Peugeot itself received government funds to help it "turn around"
its new subsidiary). :

It appears that Peugeot planned to consolidate its position in the European market by
becoming one of the very biggest producers. Peugeot management believed that only a small
number of very large producers could survive in Europe in the long run, and it hoped that by
becoming larger it could increase its own chance of survival. : '

Peugeot management also believed that it possessed substantial managerial expertise
that could be transferred to Chrysler's European operations. 'The performance of the Citroen
company had improved remarkably within two years, but although Peugeot management took much
of the credit, it seems Tikely that Citroen was mainly sharing in temporary general revival
of European motor sales, and very little of its success was due specifically to Peugeot
management. :

There was clearly a potential to integrate Chrysler and Peugeot production in France,
and in particular to exploit economies of scale in component production by designing new
cars which used similar parts. There was also the possibility of integrating the marketing
of Chrysier and Peugeot models.

Peugeot's acquisition also made sense from the point of view which:asserts that
United States multinationals find it more difficult than European firms to adjust to a
social and political ¢limate which favours the gradual run-down of an unsuccessful manu-
facturing facility to precipitate outright closure. There is some evidence that United States
managements in general ‘find that a run-down of production through natural .wastagein the work-
force, etc., is too expensive both- in‘terms of finance -and' mahagement time, and so prefer
divestment to accepting responsibility for closure. They divest to indigenous companies
which have greater expertise in raising funds from host governments. These funds are
offered in order to "save jobs" and avert redundancies. European governments are more
willing to support indigenous firms for such purposes than they are to’ support foreéign firms.
This is particularly important in the case of France, with its tradition of government reluc-
tance towards United States multinationals. The Citroen case had already demonstrated: .
Peugeot's skill in negotiating substantial loans from the French Goveinnient.

On balance, therefore, it seems that Peugeot's acquisition of Chrysler had more to
recommend it than did Chrysler's original investment in Europe. Although Peugeot may have
* overestimated their management skills, the underlying economic. logic-was probably sound.
The value of Chrysler's European operation was probably higher to Peugeot than it was to
Chrysler; though, whether it was worth all that Peugeot paid for it, remains a moot -point.

The fact that Peugeot acquired the whole of Chrysler's European operation, rather than
" just the French part, may indicate the company's willingness to build upon the very Timited
intra-European integration that Chrysler had achieved. Alternatively, it may simply reflect
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Peugeot's desire to strengthen its dealer network in the United Kingdom, and Chrysler's need
to divest its European operations for a part-cash payment to meet the liquidity crisis of
the parent firm.

The progress of rationalisation since 1975

The business strategies pursued by Chrysler and Peugeot in the few years immediately
prior to and immediately following the divestment are examined below under seven headings.

Marketing. Demand for Chrysler vehicles in the United Kingdom contracted sharply
between 1075 and 1982. Table 5 shows that the company's share of the market for cars and
Tight vans fell from 8.0 per cent in 1975 to 3.6 per cent in 1982. The ratio of the 1982
market share to the 1975 share is even lower than for BL, for which the corresponding
figures are 30.7 per cent and 17.8 per cent. Over the same period, Ford increased their
market share from 21.5 per cent to 30.5 per cent, and Vauxhall (a General Motors affiliate)
from 8.2 per cent to 11.7 per cent. A number of foreign manufacturers performed extremely
well over this period, especially BMW, Volvo and Volkswagen, whilst the Japanese producers
consolidated their position. The proportion of the United Kingdom market supplied by
vehicles produced abroad increased from 33.1 per cent to 57.7 per cent. These figures
include intra-firm imports of finished vehicles by multinational producers such as Ford,
General Motors and, of course, Chrysler-Peugeot.

Given the shortage of new models to promote, marketing strategy has tended to concentrate
upon mainly cosmetic changes. For example, "limited editions" of a number of established
models have been produced, offering additional accessories and trim. Although both the
Alpine and Horizon were European cars of the year, the company has had rather limited success
in marketing them.

In 1976-77 the Chrysler brand name replaced the Hillman name on the Avenger and Hunter.
This may have reflected an attempt to promote the Chrysler identity world-wide, or simply to
reverse the bad impression created in the United Kingdom by the earlier attempt to pull out.
In retrospect, however, the change seems to have done 1ittle to reassure customers who were
worried about the future availability of spares, and about the prospective resale value of
their vehicles. In any case, the Hillman name had acquired a reputation for quality, which
although it became Somewhat tarnished in the 1960s, was probably still more valuable than
the Chrysler name. Finally, it had the unfortunate consequence that because of the
subsequent Peugeot takeover, the names were changed twice within three years.

The Talbot name, revived by Peugeot, is easily pronounced both in French and English.
The company considered that it enjoyed a sporting image. However, the historical signifi-
cance of the name in the early development of the motor car does not seem to have been fully
appreciated in Britain. The introduction of the name in fact caused some confusion because
the Chrysler Sunbeam (a rear-wheel drive family hatchback) became the Talbot Sunbeam, which
could be mistaken for the Sunbeam Talbot produced some 20 years earlier by Rootes. With
the benefit of hindsight, it might have been better to have retained the Hillman name
throughout the United Kingdom. It is interesting to note that the company has since revived
the old Rootes names, Rapier and Minx, for badging Alpine/Solara models produced at Ryton.

About three years after the acquisition, leading Chrysler dealers became Peugeot-Talbot
dealers, of whom there are now approximately 500 in the United Kingdom. There has been no
effort to integrate Peugeot and Citroen dealerships, presumably because Citroen products are
highly distinctive, attract loyal customers, and require special maintenance skills because
of their ingenious and unusual engineering. The company has lost many dealerships in the
United Kingdom since 1975, through defections to competitive franchises, splitting franchises,
and closing down. In 1980, it became clear that the dealership organisation was very weak.
Strenuous efforts have been made to improve dealer performance, including the introduction

of an "on-the-road" pricing policy and the withdrawal of franchise from dealers who perform
badly.
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Table 5: Leading manufacturers' shares'of the United Kingdom market for cars and Tight vans,

T975-82

Company Source of production . , Percentage

: 1975 1982
Ford ' Various -21.5 iy 30.5
BL United Kingdom 30.7 17.8
Vauxhall © Various 8.2 11.7
Datsun ‘ Japan : 5.3 - 6.0,
VW Audi NSU . , Federal Republic of Germany 4.0 5.9
Renault S ‘France ’ : 4.7 4.1
Talbot ' - Various 8.0 . 3.6
Volvo/Daf ' Sweden (ma1n]y) 1.9 3.3
Fiat Ttaly ' SR I 10 - 2.8
Toyota ~Japan S I IR DY 1.8
Citroen “ iFrance T : R P 3 1.5 .
BMW o “}Federa] Repub]1c of Germany - 0.6, 1.5
Fiat licensees' total e : 208 1.5

Lada USSR SRS ' - (0.6) (1.7)

Polski-Fiat Poland (0.2) (0.2)

Zastava . sow e Yugoslavia +(040) - (0.2)
Peugeot o " France 1.2 1.3
Honda o Japan 0.8 1.0
Mazda ’ ' © e Japan ‘ 0.9 1.0
Mercedes-Benz Federal Republic of Germany 0.5 0.8
Alfa-Romeo Italy 0.7 0.6
Saab Cor o Sweden 0.6 . : 0.6
Skoda ‘ﬂftf“Czechoslovak1a 0.8 0.6 -
Colt ‘ Yo Japan - 0.3 0.6 .
Daihatsu = © " Japan 0.0 0.3
Lancia = P Ttaly , ’ 0.0 . 5 0.3
Hyundai - 'Republic of Korea - 0.0 0.2
Suzuki , © 7 Japan: -~ 0.0 0.2
Subaru U Japan 0.0 . 0042
Others Co et Yarjous - 1.5 i 0.3
Total | ‘ R - © .17 1100.0 1000
Total 1mports e e b o R T B 57.7

Source - Society of Motor Manufacturers and Traders ‘The Motor Industry of Great Britain,
- various 1ssues )

O £ ORTE ER

- Peugeot-Talbot models do not form an integrated.range. In the spectrum from small to
large wvehicles, the Talbot. Samba -occupies.a s1m11ar n1che to the new Péugeot 2057(and ‘the
old Peugeot: 104), while the Ta]bot Solara and A1p1ne models occupy a similar n1che to the
Peugeot, 305:: The Talbot Horizon, however, has a distinctive placé as a short, spac1ous,,and
relatively high performance front- whee] drive hatchback, filling the gap between theé 205
. -and, the 305.. (The Talbot Sunbeam, a. sma11 car emanat1ng from the 1975 Rescue P]an and

us1ng many Avenger components, ceased product1on'1n"1981 )

-n:;The Samba and So]ara/A1p1ne models appear to be sold at a d1scount relative to° ‘their
Peugeot counterparts The current premium for a ‘Peugeot ‘model ‘over its Talbot counterpart

is approximately 6 per cent, and this probab]y reflects the relatively modern engine and'*
transmission, the more sophisticated suspension, and general reputation for higher standards
of manufacturing quality control. The Horizon has sold extremely well relative to other
vehicles in the Talbot range, and at quite high prices - the 1.5 GL five-speed Horizon was
1isted in the United Kingdom in July 1984 at £5,715, compared to £5,660 for the Peugeot 305 GR.
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The top end of the Peugeot-Talbot range is weak. The ageing Peugeot 604 is being
phased out, and its potential successor, the Talbot Tagora, has been a disaster ever since
its launch in 1981; it ceased production in 1983. Only the Peugeot 505 has adequate sales.
Thisweakness at the top of the range is somewhat ironic in view of the relative strength of
the Rootes group in this niche under its Singer and Humber names.

Scale of production. The poor sales performance means that there has been little
opportunity to exploit economies of scale in production. Table 6 reports the outputs of the
major models of Chrysler United Kingdom, Chrysler France, Peugeot and Citroen in 1975 and
1982. 1In 1975 Chrysler had just commenced production of the Alpine, which was highly
acclaimed by the motoring press and sold well for the first two years. By 1982, United
Kingdom production of the Alpine had fallen to 6,500 units. The other major model, the
Hunter, was kept in production only because of an export order for kits, supplied from
Ryton to a state-owned assembly plant in the Islamic Republic of Iran; it had been withdrawn
from the United Kingdom market in 1979. The Iranian contract is one of the largest ever
export contracts in the world motor industry and is very important for Britain's reputation
as an exporter to the Middle East; the need to avoid its cancellation was a major factor in
the Chrysier rescue of 1975.

The scale economies enjoyed by the French operations are greater than those of the
British operations because of the relatively high volume of Samba and Horizon production.
The figures for Peugeot are even better: the 104, 305 and 505 all achieved outputs of over
100,000 units in 1982. Citroen produces the best-selling Visa, although the proliferation
of the less successful Citroen models has caused problems for the Peugeot group.

It is when these production figures are compared with those of Chrysler's rivals that
the true magnitude of the problem is revealed. Table 7 shows that in 1982, 168,000 Escorts
were produced by Ford in the United Kingdom, and 281,200 in the Federal Republic of Germany;
352,000 Renault 5s, 284,700 Renault 12s and a staggering 494,800 Volkswagen Golfs were
produced in the same year. The scale economies available to these producers far outweigh
anything that could have been achieved with Chrysler or Talbot models.

Location of production. Between 1975 and 1982 the number of different models produced
by Talbot in Europe fell from eleven to eight. Much of this reduction occurred in 1976 when
the Hillman Imp, Humber Sceptre and Sunbeam Rapier were all withdrawn; the Talbot Sunbeam,
introduced in 1977, was withdrawn in 1981.

Three of the six new models introduced since 1975 were, until recently, produced only
in France or Spain; they are the Samba, Horizon and Tagora. Since 1980, the Horizon has
been produced in the United Kingdom as well. Two of the new models were produced in both
France and Britain - the Alpine and the Solara - and only one, the Talbot Sunbeam, was
produced in Britain alone. Many of the components for the Alpine and Solara came from
France, so that the British side of the joint manufacturing operations was little more than
assembly.’ :

The policy of concentrating production in France appears to have been followed by both
Chrysler and Peugeot. It is reflected in a large volume of intra-firm exports from France
to Britain. In 1982, 44 per cent of Talbot registrations in Britain were sourced from
France (see table 8). 1In the same year, less than 0.1 per cent of Talbot registrations in
France were sourced from Britain. If intra-firm trade in components is considered as well,
the use of French production to source British operations becomes even more marked.

Table 8 shows that in the period 1980-82, both Ford and General Motors also sourced the
United Kingdom market extensively from continental Europe, although it must be remembered
that their European operations were much more extensive than those of Talbot. What is
particularly striking, however, is that between 1980 and 1982 the dramatic reduction in
Talbot sales in the United Kingdom was almost entirely accounted for by the contraction in
United Kingdom production, consequent mainly on the closure to Linwood in 1981. United
Kingdom production was halved, while French imports to the United Kingdom remained practically
unchanged. United Kingdom production has now become relatively small within the Peugeot group
as a whole (about 100,000 units per annum on average).
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Table 6: Produdtion of Chrysler-Peugeot vehicles in the United Kingdom and France,

1975-82
Model - ‘ Production of 'cars and light vans -~
: : ('000 per annum)
1975 1982
Chrysler UK/Talbot UK
Imp 8.0 -
Avenger’ 86.0 -
Hunter 136.0 27.
Alpine - 6,
Solara - 8
Horizon - 14
Total 230.0 56
Chrysler France/Talbot France
Simca 1100 K x : 71.3 -
Simca 1100 - ! s BT o - 193.2 0.0
simca 1301 - AR : 36.1 -
Simca 1501 11.3 -
1307/8 46.7 -
180/2 litre 24.6 -
Samba ' - 102.7
Horizon . 71.3
Alpine - 10.3
Solara - 32.1
Tagora - 3.3
Others - 14.7
Total: 383.2 234.5
Peugeot _
104 '114.5 G 117.9
204 88.2 T e
304 93.3 -
305 - . 186.5
404 - 15.8 e
504 239.4 . 80.7
505 - 145.7
604 - 10.3 . 5.7
Total 561.4 536.5
Citroen '
“2CVey - -106.3 - 83.1
Dyane-Mehari .. 107.7 26.0
LNA 11 - o , 26.6
Ami -’ o o47.2 SO
Visa T : 206.9
GS . 187.8 o
GSA - 108.8
BX - . 13.5
CX -96.8 57,4
D-DS ' 0.8 P T
SM ' 0.1 -
Total . - . .b546.8
...Source: L'argus de 1'automobile, variousjjgsuésﬁ_and Talbot Motors.
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Table 7: Production by Chrysler-Talbot's major European competitors

Company and model

Production of cars and light vans

('000 per annum)

1975 1982

Ford UK

Fiesta - 42.0

Escort 152.5 168.0

Cortina 140.4 54.5

Sierra - 26.5

Consul :

Capri 36.8 15.7

Granada .
Total ' 329.6 306.6
Ford (Federal Republic of Germany)

Escort 215.8 281.2

Others 197.4 237.3
Total 413.1 518.4
Renault

RS 299.0 352.0

R12 250.4 -

R18 - 284.7

Others 479.7 854.1
Total 1 029.1 1 490.9
Volkswagen

Golf 419.6 494.8

‘Others 630.7 625.7
Total 1 050.3 1 120.5

Source: L'argus de 1'automobile, various issues.
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Table 8: Changes in the sourcing of the United Kingdom market, 1980-82

Countrj‘éf production ‘ Registrations of cars and light vans.
(vehicles per annum)
1980 1982
Talbot 90 874 56 196
uk 62 876 31 607
France 25 481 24:534
IreTand 1 853 47
Spain 664 .6
Others - 2
Ford 464 706 474 1§2
UK . 247 946 244 140,
Federal Republic of Germany 85 091 100 349
Belgium 49 135 . 66 911
Eire 13 537 10 472
Spain 68 878 52 187
Others 119 1133
General Motors 133 078 181 737
UK 82 233 102 573
Fedéral Republic of Germany 29 147 30 062
Belgium 20 708 48 862
Others , 990 . 276

Source: L'argus de 1'automobile, various issues, and Talbot Motors.

i1

Use of common components. Chrysler models, like those of other manufacturers, utilised
engines which were interchangeable.; Since the Peugeot acquisition there has also been
common use of engines between the Talbot and Peugeot models. The Peugeot 205 uses some' of
the same engines as the Talbol Sawba, and the Tagora SX used a V6 engine that is also
fitted to the Peugeot 604. The Peugeot 104 coupé&s share-a body -shell with the Citroen LNA.
and the Talbot Samba. '

Other examﬁ]eé of standardisation include the use of Avender and Alpine components in
the Talbot Sunbeam, and the use of certain paint colours which are common to Talbot and
Peugeot.

Vertical integration. During the 1970s, Chrysler United Kingdom - like its United
States parent - was sometimes criticised for relying too heavily upon outside suppliers of
components. It was alleged that the company was obliged to pay too high a price for its
components, and also had difficulty guaranteeing supplies. However, the minimum economies
of scale for producing many components was much higher than Chrysler's output of finished
vehicles, so that in many cases it would have been impossible for the company to produce its
own components on an efficient scale. Moreover, the company suffered so many disruptions
of production in its own plants that it is difficult to see how internal sources of supply
could be more reliable than external ones, especially when the company was able to "shop
around" among competing suppliers for a number of components. It seems likely, therefore,
that reliance on external suppliers was a rational response to the company's inability to
exploit economies of scale.

In Europe matters are rather different, however, now that Chrysler .operations have been
incorporated within the automobile division of Peugeot, because the Peugeot group is both
larger and more diversified. It is involved, for example, in the cold-roiling of special
steels, in the manufacture of transmissions, cycles, motor cycles, electrical and plastic
components and armour-plating.
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Even a large diversified company, however, may be unable to take full advantage of
scale economies in components, such as large engines for luxury cars. An alternative to
relying on outside suppliers is for the company to undertake joint ventures with its
competitors to produce these components, or to enter into a specialisation agreement whereby
companies can trade or barter components for one another's use. Inter-firm collaboration
affords many of the advantages of full integration without some of the costs; it is of
growing importance in the world motor industry.

Inter-firm collaboration. Continental European motor producers have for many years
been more heavily involved in collaborative arrangements than their British and United States
counterparts. Fiat, for example, has at one time or another held financial interests in
Citroen and Unic (a commercial vehicle manufacturer) in France and NSU in the Federal Republic
of Germany, and has licensed production of its models to Spain, Yugoslavia, Poland and the
USSR. In France, state-owned Renault and privately-owned Peugeot have collaborated on a
number of ventures in recent years.

Peugeot is a member of the Joint Research Committee with Renault, Volkswagen, Volvo,
Fiat and BL, which undertakes research into combustion technology, new materials, computerised
engineering and a number of other subjects. Peugeot is involved with Fiat in the development
and production of a new one-litre engine for the Fiat Uno and Peugeot 205, and in the produc-
tion of a new van in Italy. The Peugeot subsidiary, Cycles Peugeot, has an agreement to
manufacture motor cycle engines for Honda in Belgium and to assemble-a Honda scooter in
France for the Belgian market (Automotive Industry Data, 1983). Peugeot and Chrysler also
entered into negotiations about industrial collaboration, soon after the acquisition, that
explored the possibility of producing small Peugeot cars for the sub-compact market in the
United States, but so far there has been little to show for this. A recent development is
an agreement to produce Peugeot cars in China.

Peugeot and Renault are involved with Volvo in a joint venture, manufacturing engines
at Douvrin in France, and also jointly produce automatic transmissions in France. In 1981,
Renault purchased a stake in Karrier Motors, a commercial vehicle manufacturer whose
British operation was inherited by Peugeot from Chrysler United Kingdom, and acquired full
control from Peugeot in 1983. The sale of commercial vehicle operations by Peugeot to
Renault has a precedent in the disposal of the Berliet commercial vehicle subsidiary of
Citroen to Renault when Peugeot acquired control of Citroen. It represents the continuation
of a policy, beginning with the Renault acquisition of Saviem in the 1950s, by which heavy
commercial vehicle production in France has been concentrated upon Renault. (It is worth
noting, however, that Peugeot's original intention was to sell Chrysier's truck operations
to Daf.)

The fact that Talbot operations are now beginning to be integrated within the operations
of a company which is, in turn, heavily involved in inter-firm collaboration with other
motor producers is perhaps one of the most hopeful aspects of the current situation. It
suggests that any future Talbot model will be able to incorporate much more modern components
than any of its predecessors, and that it will be produced more cheaply because of the more
effective exploitation of economies of scale. Only skilful design can, of course, guarantee
success. However, some of the conditions necessary for success have now been met, even
though these conditions alone are not sufficient to guarantee Talbot's future.

Other aspects. Engineering research and styling has been concentrated on the main
facility in Paris and the Whitley research centre, near Coventry, has been closed down.
The United Kingdom parts operation has been rehoused on a single floor at Tile Hill,
Coventry, from an inefficient multi-floor plant in Birmingham. An interesting aspect of o
this development is that the Citroen United Kingdom parts operation has rnow been consolidated . = -
with that of Peugeot-Talbot. Peugeot has entered into rallying to give its models a more - -
sporting image, and the Peugeot 205 has proved extremely successful in competition. R

Future prospects for Peugeot

1t has been estimated that there was approximately 15 per cent excess capacity in the
Western European motor industry in 1984. Some of this is ageing high-cost plant, kept.going .
in the hope that Jjobs can be maintained until there is an economic recovery, whilst other is ...
modern highly automated plant, utilised more intensively, but often still with a margin of
spare capacity. B PR
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The consumer market is highly competitive, particularly in countries such as Belgium
which produce very few of their own models. Competititon is less intense in France because
of the obstruction of Japanese imports by French customs procedures. British conditions.
are also special because of the high costs of the only major indigenous producer, BL, and
because the demand for right-hand drive ‘ratherthan left-hand drive vehicles encourages
price discrimination againstBritish consumers. The EC Competition Directorate has .
recently attempted to discourage producers from using their tied retail outlets to enforce
discrimination of this kind.

Many major motor producers incurred losses in Europe in 1983, which was an exceptiona]]y
difficult year. Table 9 shows that Peugeot has been 1ncurr1ng losses continuously since the
acqu1s1t1on of Chrysler Europe, though its performance in 1983 was significantly better than
in 1982. In 1983, the company lost 2,604 million French francs (approximately £250 million).
Sales were up over 12 per cent on the previous year, reflecting the successful launch of new
models -~ the Peugeot 205 and the Citroen BX - which enabled the. company to increase its |
share of the French market at the expense of its main rival Renault. Both French companies
have, however, .been losing ground in Euroépe to rivals such:as Ford, It is also unfortunate
for Peugeot in that the impact of dts new modéls has beén 1ess than it m1ght have been if
the overall market had been-more. buoyant :

Funding the deve]opment of these new models has imposed a considerable burden of debt

on the company. Financial reéstructuring has marginally diluted the interests of the major
shareholders (the Peugeot family and their trusts 33.9 per cent;: Chrysler Corporation 14.1
per cent and the family-controlled Michelin Tyre Company 9.0 per.cent.). Between 1980 and
1983, the company's current Tiabilities have risen steadily, relative to its total assets,
and long-term -1oans have increased substantially. At the end of 1983, the ratio of long-term
Toans to assets net of current liabilities was 65 per cent; which is very high, at least by
British standards. Accounts payable and bills payab]e have risen from 6,123 million French

francs in 1980 to 13,371 aillion French francs in 1983. A company in such a shaky financial

position would normally find it difficult to increase its credit with suppliers in this way;
the company's good standing with its creditors almost certainly reflects their. perception
that the company's obligations are underwritten by the Government.

As already noted, the group's United Kingdom operation is now somewhat peripheral to
its main activities, and indeed the number of production workers-in the United Kingdom is
currently less than 4,000, and total United Kingdom employees riumber. about 6,300.  The
reduction in-employment ‘has been associated with a substantial increase :in productivity.at
the company's main plant: at Ryton and with a notable lack of industrial disputes. ,In 1984,
Ryton workers produced a phenomenal 37 cars per man without the use of robots. Coupled
with the recent weakness of sterling, this has led United Kingdom production costs to fall
relative to those in France: In 1983, the automobile division, which is dominated: by
French operations, had a- product1v1ty of 8.3 vehicles. per employee per.year, compared to
8.7 for Volkswagen and 10.9 for Fiat. These figures need to be interpreted with caut1on
because of the different §izesi and: sophistication of the vehicles being built, and because:
of different degrees 'of vértical 1ntegrat1on within the companies concerned. Nevertheless,
they suggest that productivity in: ‘the company's French factories is un1mpress1ve, and it is.
well known that somé of these factories have recent]y ‘been the scene of serious.industrial
disputes, especially the Talbot plant at Poissy, near Paris,:and the Citroen: plant. at - Au1nay
It has been estimated that in the Un1ted K1ngdom Tabour costs are now approx1mate1y £200 per
car 1ower than in France. :

.
its heavy dependence on the cont1nuat1on of the Iranian contract. . It is p1anned to 1aunch
a new medium-size car from Ryton: early in 1986.. Code-named the €26, it is & medium-size
family saloon-that replaces the Horizon and will compete with the Vauxhall Astra and :the - .
. BL Maestro. The badging of the car has yet to be decided, although it seems almost certain
to be a Peugeot. Badging the car as a Talbot would help the company to break back into the
United Kingdom fleet market, where the "high profile” business customers still prefer to
* nominally buy British. It might also help to raise sales of other vehicles in the Talbot
range. Badging the car a Peugeot, on the other hand, would probab]y produce a better
“initial response from non- f1eet buyers '

v
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Table 9: Income statements andvba1ance sheets for Peugeot, 1980f83 (million French francs)

1980 1981 1982 1983
Assets (end of year)
Property, plant and equipment 19 313 21 076 22 944 23 606
Other fixed assets 2 879 3 526 3 886 4 532
Accrued assets - - 2 050 2 648
Inventories 16 815 16 054 16 962 18 471
Other current assets 12 634 14 715 12 177 14 384
Total 55 641 - 55 371 58 019 63 641
Liabilities {(end of year)
Shareholders' equity 12 132 10 178 8 150 5712
Minority interests 653 594 490 313
Provisions and long-term v
Tiabilities 1 824 1615 2 190 2 356
Long-term loans 9 772 11 590 13 806 15 417
Current liabilities 27 260 31 394 33 381 39 843
Total 51 641 55 371 58 019 63 641
Depreciation 8 841 10 367 12 035 13 255
Accounts receivable and bills
receivable (net) 7 056 8 859 7 254 9 555
Accounts payable and bills
payable 6 123 9 336 11 067 13 371
Turnover 71 103 72 389 75 263 85 207
Additional revenues 320 379 506 499
Operating expenses 70 081 . 70 982 75 651 83 314
Operating margin 1 342 1 786 118 2 392
Other costs and revenues 3 995 4 164 4 332° 5518
Share in the results before
tax of companies accounted
for on the equity method 19 292 318 522
Pre-tax profit -2 672 -2 086 -3 896 -2 604

Source: Company accounts.
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‘The major obstacle to even further investment in the United Kingdom would appear :to-be
the company's financial dependence on the French Government. So long as this dependence
persists, political considerations are likely to prevent any substantial long run "export
of jobs" from France to the United Kingdom. It will be interesting to see what marketing
and production strategies the company adopts for the Peugeot 305 replacement due to be
Taunched in 1987.

Policy issues faced by the United Kingdom Government

The potential influence of the French Government on Peugeot investment policy illustrates
an important policy issue in both foreign investment and foreign divestment, namely, the way
that the interests of the company's home country are likely to prevail over those of the host
country whenever crucial decisions have to be made. A muTtinational enterprise is 1ikely:to
look first to its home government for 'the exercise of political influence and mititary
strength in defence of 1its property overseas, as well as for financial support in case of
commercial difficulties. It is therefore in the company's long-term interests to demonstrate
reciprocity by acting first and foremost as a “"good corporate citizen" of the home country,
with the interests of the host country being kept firmly in second place. Reliance on the
home government for financial support is ‘evident in the case of both Chrysler and Peugeot.

It is therefore not tnreasonable to:.suggest that United Kingdom interests may, have been
prejudiced by a desire to safeguard jobs in the home country, at the expense of those in
Britain. Having said this, however, it is difficult to demonstrate ‘that in tfieése particular
cases there has been any contraction of employment in Britain in excess of what is Tikely to
have: 6ccurred under Briitish management.’ .

~ Although the British Government disliked the way that Chrysler management: disclosed its
probléms with its United 'Kingdom operations to its United States shareholders before it

informed. the British Government, and although it disiiked Chrysier's hard-iiné bargaining

tactics, the Government got what it wanted from Chrysier during the 1975 negotiations' -
namely the preservation of employment at Linwood and the production of new models.in the
United Kingdom. A purely British solutjon to the United Kingdom operations had been ruled
out as early as 1967, when the Labour Government failed to find acceptable alternatives to

the Chrysler acquisition of Rootes. By the time of the divestment 9n 1978, ‘it was widely
" appreciated that BL management could not cope with the acquisition of Chrysler, and that:~
Chrysleriwould not fit ‘into the European operations of either Ford or General Motors. . ..
Given Chrysler's financial difficulties, therefore, and the Government's own reluctance to
provide further finance, it was forced to admit that there really was "no altérnative" to:
the Peugeot takeover if jobs were to be preserved. - .

"There is no doubt that if Chrysler had pulled out from the United Kingdoti without-

divesting to anothér.company, then plant closures would have resulted.in.large job losses
occurring at short notice. This did not happen, however. Although Peugeot closed the
Linwood plant in 1981, employment there had been contracting steadily for a humber of years
and by the time of the closure the workforce appears to have accepted the-outcoime as -
inevitable. The steddy run-down of employment under Peugeot management 4is"preferable, from
the standpoint of social policy, to precipitate closure, and the scale of the run-down has
been unexceptional given the prevailing conditions of world recession. o

It is possible that when a foreign company sells off a plant, there may be a capital
outflow which temporarily worsens the host country's balance of payments, or weakens the
exchange rate. This applies, however, only when funds are raised in the host country to
buy out the foreign firm. In the case of the Chrysler divestment, the capital account of

the British balance of payments was largely unaffected because the transfer of funds
occurred between France and the United States.

It could be argued that it was wrong of Chrysler management to convert into cash,
assets whose purchase had been partly subsidised by the United Kingdom Government through
the rescue agreement of three years earlier. This argument does not, however, make very
good economics if the assets would in fact be better managed by another company. Moreover,
Peugeot agreed to take over Chrysler's outstanding commitments under the rescue plan, and in
so far as these obligations reduced the market value of Chrysler's United Kingdom assets,
the final distribution of rewards may have been quite equitable.
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As far as the wider implications of the Chrysler divestment are concerned, therefore,
the United Kingdom Government should perhaps count itself Tucky that Chrysler managed to
find another foreign buyer that was willing, at least in the short run, to continue
producing in the United Kingdom.




PART Y Lo
CONCLUSIONS '

When evaluated carefully, it can be seen that the Chrysler-Peugeot case study illustrates
a number of the points made earlier in the paper. Chrysler's initial investment in Eurcpe
represents a managerial error of judgement. It was based, implicitly, upon an overvaluation
of the company's own technical and marketing strengths, and probably an overestimation of
the future growth of the European car market too. Chrysler's divestment in 1978 may be
therefore regarded as an error-correcting reversal of a flawed investment policy.

The divestment decision itself may be judged a success from Chrysler's point of view,
in the sense that the company was able to find a buyer with sufficient liquidity to take its
entire European operations off its hands. The international capital market worked well -
although the role of the French Government in supporting the acquisition of the French assets
should not be underestimated. The French Government clearly took the view that the maintenance
of existing jobs in the French motor industry overcame any objection that the acquisition
turned volume car production in France into a Peugeot-Renault duopoly.

The obligation on Chrysler to make redundancy payments seems to have encouraged the
company to search for a buyer. The redundancy payments of European-wide closure could
have practically bankrupted the parent company. The liability for redundancy payments was
lower for Peugeot since by keepingthe operations going and running them down only slowly,
employment was partially reduced through voluntary quits and retirements instead of redundancy.

The fact that Chrysler divested to a European rival is consistent with the view that the
company was unabie to make the best possibie use of its European facilities because of
the poor technology and marketing skills within the company.

Peugeot acquired from Chrysler some facilities which were defective - notably the
Linwood plant which was in the wrong location and suffered from endemic poor industrial

relations. In accordance with the analysis presented in Part II, this facility was closed
down.

Other facilities were in the right location but were producing too wide a range of
products on too small a scale - particularly where components were concerned. The facilities
needed to be rationalised so that each produced a smaller range of products on a larger
scale. Integration within a larger group is one of the remedies prescribed by the theory,
and several component manufacturing facilities have indeed continued operations within the
framework of the Peugeot group.

Yet other facilities were simply producing the wrong product. The Talbot range of
vehicles was ageing and needed replacement. The most promising replacement vehicle forth-
coming since the acquisition is now ready, and will be Taunched from Ryton soon after this
paper goes to press. The Ryton plant is in a suitable location, has a workforce with a
good productivity record in recent years, and simply lacks the right product. The future
of Peugeot's manufacturing operations in the United Kingdom hinges on the sales of this car.
The failure of a new volume car began the difficulties of the Rootes group in the 1960s.
The failure of the new British Peugeot could signal the end of assembly - and eventually
all manufacturing - in the former Rootes plants. Its success, on the other hand, could
enable Peugeot to recover the very strong position in the European market that it enjoyed
at the time of the Chrysler acquisition.

The Chrysler-Peugeot experience demonstrates that divestment by sale can, under certain
circumstances, be a viable alternative to divestment by closure. It also shows, however,
that divestment by sale is not a universal panacea for avoiding redundancies. The Linwood
plant suffered from irreversible defects and was closed down in spite of the transfer of
ownership.  Other facilities, however, such as Ryton, have become more profitable under new
ownership than they were under the old. Divestment to a rival has permitted, amongst
other things, the transfer to the facility of products and management skills that were
not available from the original owners.
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The Chrysler-Peugeot case also demonstrates the magnitude of rationalisation problems
in the motor industry, and the enormous level of funding that rationalisation requires.
Peugeot has essentially rationalised on a European basis and, as noted earlier, there is
Tikely to be considerable excess capacity in the European motor industry for some time.

It is conceivable that rationalisation on a European basis is no longer sufficient to
ensure viability, and that the successful companies of the 1390s will be those that have
rationalised on a global scale. It is too early, though, to pass Judgement onthis issue
yet.

The fact that the forces of structural change, and their manifestation in new sources
of competition, operate on a global scale, suggests that interventions to avoid redundancies
can no longer be applied effectively on a national - let alone a regional - scale. If
interventionist programmes are to be effective, they must be conceived and implemented
across Europe, the United States and Japan at the very least. Even then, the ability of
a supra-national interventionist programme to regulate structural change would be questionable.
In the absence of such a programme, it can be argued that policy needs to focus more upon
making markets work better at job creation and less upon trying to reverse those instances
where market forces lead to redundancies.



" BIBLIOGRAPHY

Altshuler, A. et al (1984): The future QF“fhe,aQtomobi1§, London, Allen and Unwin.

Automotive Industry Data (1983):)‘Joint'ventufe and collaboration agreéments, Lichfield,
Staffs, AID. o o

Bhaskar, K..(1979): The future of the United Kingdom motor industry, London: Kogan Page.

Boddewyn, J.J. (1983a); "Fore1gn direct divestment theory: Is it the reverse of FDI theory?"in
Weltw1rtschaft11ches Archiv, 119, 345- 55 ‘ ’

,Boddewyn, J J (1983b): “Fore1gn and domest1c d1vestment .and. 1nvestment dec1s1ons Like or
n11ke?“, Jin Journal of Internat1ona1 Bus1ness Stud1es, W1nter 1983, 23 35 ‘

Boddewyn J J. (1984) "Theor1es of fore1gn d1rect 1nVestment and d1vestment A c1ass1f1catory
note," mimeographed, Baruch College, City University of ‘New York, forthcomirig in Management
International Review.

Business International (1976): International divestment: A survey of corporate experience,
Geneva and New York, Business International.

Casson, M.C. (1984): "The theory of vertical integration: A survey and synthesis," in
Journal of Economic Studies, 11 (2), 3-43.

Chandler, A.D., Jr. (1962): Strategy and structure: Chapters in the history of the industrial
enterprise, Cambridge, Mass, MIT Press.

Chopra, J., Boddewyn, J.J. and R.L. Torneden (1978): "United States foreign divestment:
A 1972-1975 updating," 4in Columbia Journal of World Business, Spring 1978, 14-8.

Foreman-Peck, J. (1985): “The motor industry," in M.C. Casson et al., Multinationals and
world trade: Vertical Integration and the division of Tabour in worid industries,
London, Allen and Unwin.

Franko, L.G. (1971): Joint venture survival in multinational corporations, New York, Praeger.

Gaffikin, F. and A. Nickson (1984): Jobs crisis and the multinationals: Deindustrialisation
in the West Midlands, Nottingham, Russell .Press.

Grunberg, L. (1981): Failed multinational ventures: The political economy of international
divestments, Lexington, Mass, Lexington Books.

Hood, N. and S. Young (1982): Multinationals in retreat: The Scottish experience, Edinburgh,
Edinburgh University Press.

Kitching, J. (1973): "Acquisitions in Europe: Causes of corporate successes and failures,
New York and Geneva, Business International.

Lloyd, P.E. and J. Strutt (1983): Recession and restructuring in the North West region:
The Policy implications of recent events, Working Paper No. 13, North West Industry
Research Unit, University of Manchester.

Makcy, G. (1981): The multinational motor industry, London, Croom Helm.

McAleese, D. and M. Counahan (1979): 'Stickers' or 'Snatchers'? Employment in multinational
corporations during the recession, in Oxford Bulletin of Economics and Statistics, 41, 345-58.

Murray, R. (ed) (1981): Multinationals beyond the market: Intrafirm trade and the control
of transfer pricing, Brighton, Harvester Press.




- 39 -

Rae, J.B. (1965): The American automobile: A brief history, Chicago, University of
Chicago Press.

Rhys, D.G. (1977): European mass-producing car makers and minimum efficient scale: A note,
in Journal of Industrial Economics, 25, 313-9.

Sachdev, J.C. (1976): A framework for the planning of divestment policies for multinational
companies, unpublished Ph.D. thesis, University of Manchester Institute of Science and
Technology.

Torneden, R.L. (1975): Foreign divestment by United States multinational corporations: With
eight case.studies, New York, Praeger.

United Kingdom, House of Commons (1976}, Eighth report from the Expenditure Committee: Public
expenditure on Chrysler United Kingdom Ltd., Volume 1: Report, London, HMSO,
HC 596-1 (1975-76).

Van Den Bulcke, D. (1979): Existing Data, in D. Van Den Bulcke, J.J. Boddewyn, B. Marten
and P. Klemmer, Investment and divestment policies of multinational corporations in Europe,
Farnborough, Hants, Saxon House for ECSIM, T1-59.

Van Den Bulcke, D. and E. Halsberghe (1983): "Divestment and loss of employment: A comparison
between foreign and Belgian enterprises", Paper presented to; European Institute of Advanced
Management Studies Workshop on 'European Unemployment and Productivity', Oslo,

16-17 December 1983.

Vernon, R. (1966): “International investment and international trade in the product cycle",
in Quarterly Journal of Economics, 80, 190-207. '

Wilks, S. (1984): Industrial.policy and the motor industry, Manchester, Manchester University
Press.

Young, S. and N. Hood (1977): Chrysler United Kingdom: A corporation in transition,
New York, Praeger.

Young, S., N. Hood and J. Hamill (1985): Decision-making in foreign-owned multinational
subsidiaries in the United Kingdom, Multinational Enterprises Programme Working Paper
No. 35 (Geneva, ILO, 1985).

Young, S. with A.V. Lowe (1974): Intervention in the mixed economy, London, Croom Helm.




fl ) !
o
. . .
. } ; L . R
: . E
O i B e b . it " b - v - N
c . .
A . My :
. o : e ‘ B - : B
o T )
I . G P
€ - !
B : 4 [T - I ‘o
v Py N ; Co . N M . ' . )
. o = i . . " 4 i :
: ; g . . .o
. . ¢
4 . H . S ; )
. Voo -8 . B . f ' . f . Yok
. . T
. ST e . . . ) R
! ; BT R § . . : (R PRERE NS4S
- . G SR
. I sk
AIENET a ) S (R L R ) !
. . N ' ¥ o4 4 de ot




ANNEX

MULTI WORKING PAPERS

The series of Working Papers is devoted to the most recent
research on a variety of subjects related to the on-going
programme on multinational enterprises. For example, country
and regional studies cover topics such as technology choice,
export processing zones and decision-making, or give up-to-date
statistics on the employment effects of multinational
enterprises in various developing and industrialised

countries. They are signed by their authors, each an expert
in his own field, and are intended to stimulate discussion and
critical comment.

ILO research on multinational enterprises and social policy: An
overview (Working Paper No. 15) (Rev. 1982)

by Hans Giinter

ISBN 92-2-102918-2

ISBN 92-2-202918-6 (French version)

ISBN 92-2-302918-X (Spanish version)

The Tripartite Declaration of Principles concerning .
Multinational Enterprises and Social Policy (History, contents,
follow-up and relationship with relevant instruments of other
organisations) (Working Paper No. 18)

by Hans Giinter

ISBN 92-2-102909-3

ISBN 92-2-202909-7 (French version)

ISBN 92-2-302909-0 (Spanish version)

Employment effects in industrialised countries

Employment effects of multinational enterprises: A Belgian
case study (Working Paper No. 1) -

by D. Van Den Bulcke and E. Halsberghe

ISBN 92-2-102265-X

ISBN 92-2-202265-3 (French ver51on)

Employment effects of multinational enterprises: A survey of
relevant studies relating to the Federal Republic of Germany
(Working Paper No. 2)

by P.J. Bailey

ISBN 92-2-102266-8

Employment effects of multinational enterprlses in the United
Kingdom (Working Paper No. 5)

by J.M. Stopford

ISBN 92-2-102269-2
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Emplovment effects of multinational enterprises: The case of
the United States (Working Paper No. 12)

by D. Kujawa

ISBN 92-2-102276-5

Domestic employment effects of direct investment abroad by two
Swedish multinationals (Working Paper No. 13)
by G.L. Jordan and ‘J.-E. Vahlne

ISBN 92 2 102267 6 '

Emplovment effects of mult1nat10na1 enterprises:. The case of
the Republic of Ireland (Worklng Paper No. 22) "

by Micheal O Sulleabha1n

ISBN 92 2 103249 3 *1*~Hﬁi*

it

Les effets des entreprlses multlnatienales sur 1° em9101 . le cas
de la France (Working Paper No. 24) : o
by Julian Savary
ISBN 92 2- 203385—X ‘

The development of emplovment in multinational enterprlses 1n
the Federal Republic of Germany - Results of a new survey -
(1974-1982) (Working Paper No. 33) :

by Werner Olle

TCRN 02.2-102847- 8
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ISBN 92-2-703847-7 (German. ver51on)

,Emplovment impact of forelqn 1nvestment in Greece, Spaln and
Portugal (forthcoming) ‘
by Peter J. Buckley and Patrick Artisien

Employment effects in developing countries

The indirect emplovment effects of multinational enterprlses in
developing countries' (Working Paper No. 3)

by Sanjaya Lall

ISBN 92 2 102280 3
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Les effets des entreprises multlnatlonales ‘agro-= allmentalres
sur 1'emploi en Amérigue Ylatine™ ‘{(Working: Paper "NO . i4) v Lo
by G. Arroyo, S. Gomes de Almelda and J M von- Der Weld L
ISBN 92-2-202268-8 . ' SRR
ISBN 92-2-302268- 1 (Spanlsh ver51on) -

Employment effects of foreign direct. 1nvestments 1n ASEAN
countries (Working Paper No. 6) oLl Lo mﬁ
by Y. Kuwahara, T. Harada and Y. Mizuno ‘ :

ISBN 92-2-102270-6

Emnlovment effects oOf! mult1nat10na1 enterprlses dn Braz11 SR
(Work1ng Paper No. 7) o Cn i
by Mario Luiz Possas ot 5L wd
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Employment effects of multinational enterprises: A case study
of Kenva (Working Paper No. 8)

by R. Kaplinsky

ISBN 92-2-102272-2

The effects of multinational enterprises on employment in India
(Working Paper No. 9)

by U. Dar

ISBN 92-2-102277-3

Employvment effects of multinational enterprises in Nigeria
(Working Paper No. 10)

by 0. Iyanda and J.A. Bello

ISBN 92-2-102274-9

Emplovment effects of multinational enterprises in the
Philippines (Working Paper No. 11)

by C. Tanchoco-Subido

ISBN 92-2-102278-1

Multinational enterprises and employment in the Caribbean with
special reference to Trinidad and Tobago (Working Paper No. 20)
by Terisa Turner

ISBN 92-2-103030-X

Multinationals and employment in a West African sub-region:
Liberia and Sierra Leone (Working Paper No. 29)

by Olukunle Iyanda

ISBN 92-2-103623-5

Employment effects of multinational enterprises in Thailand
by Chira Hogladaron (forthcoming)

Additionally, a series of working papers is envisaged for
French-speaking Africa.

Employment effects of technology choice

Multinational enterprises and employment-oriented "appropriate"
technologies in developing countries (Working Paper No. 14)

by S. Watanabe

ISBN 82-2-102573-X

Technology choice and employment creation: A case study of
three multinational enterprises in Singapore (Working Paper No.
16)

by Linda Lim and Pang Eng Fong

ISBN 92-2-102838-0

Appropriate technology choice and employment creation by two
multinational enterprises in Nigeria (Working Paper No. 17)
by Joseph A Bello and Olukunle Iyanda
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Technology and Third World. mu1t1nat10nals (Worklng Paper No.19) ..
by Louis T. Wells, Jr. -
ISBN 92-2-103021-0

ISBN 92-2-203021-4 (French version) ‘ L
ISBN 92-2- 303021 8 (Spanlsh version) o R

Mul ina 1onal enter ises technol and employment in
Brazil: Three case studies (Working Paper No. 21)

by Mario Luiz Possas, Mauricio Chalfin Coutinho and Maria .
Silvia Possas

ISBN 92~2-103033-4

Employment and technological choice of. mu1t1nat10na1 \
enterprises in developing countries (A 11terature rev1ew and a ﬂ
case study) (Working Paper No. 23)

by Lawrence Marsh,: Richard Newfarmer and ‘Lino More1ra
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Third World multinationals: Technology choice andiemploymeﬁt
generatlon in N1ger1a (Worklng Paper No. 25) .

by ‘C.N.S. Nambudiri’

ISBN 92-2- 103386-4

Technological change, employment generation and
multinationals: A case study of a foreign firm and a local
multinational in India (Worxlng Paper No. 27)

by Sanjaya Lall et e
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Multinational enterprises, transfer of manaqer1a1 know- how,"
technology choice and employment effects:. A case studv of. Kenva
(Working Paper No. 28) Sy ~ '
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Emplovment effects in EPZs*

Employment and multinationals in Asian export processing zones
(Working Paper NoO.: 26) R TR
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Costa Rica: Industrial de maquila y zonas francas; El
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francas (forthcoming)

by Guillermo Pavez

Las zonas francas industriales y su efecto sobre el empleo en
la Republica Dominicana (forthcoming)
by Frank de Moya

La industria magquiladora en Mexico (forthcoming)
by Mercedes Pedrero Nieto and Norma Saavedra

Las empresas multinationales y el empleo en la Zona Libre de
Colon (forthcoming)
by Carmen Miro

* The studies on Latin American and Caribbean countries were
undertaken together with the United Nations Centre on
Transnational Corporations (UNCTC).
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(Working Paper No. 34) ‘
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