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T 
he Canadian auto industry is in the midst of a 
long, painful and crucial transformation. Facing 

growing penetration by overseas vehicle producers, the North Amer
ican industry has responded by increased offshore sourcing of parts, 
joint production agreements, product changes, and changes in produc
tion operations in an effort to restore its competitiveness. Where once 
the North American market was quite distinct and separated from 
offshore markets, and only slightly or moderately affected by imported 
vehicles and parts, it is now increasingly part of an international system 
of production and marketing. The problems this creates for the Cana
dian industry and the Canadian government are significant, but the 
ability of both to cope with and respond to these problems may be 
limited by the situation of the Canadian industry within the global 
context. 

This chapter begins with a brief review of some relevant character
istics of the Canadian auto industry and then touches upon the evolu
tion of the industry in Canada, particularly under the Canada-United 
States Automotive Products Trade Agreement of 1965. The Auto Pact 
has integrated the Canadian automotive industry into the North Amer
ican industry, influencing both how Canada has been affected by the 
growing penetration from offshore and the internationalization of 
production and how it can respond to these developments. The chapter 
then examines more recent developments in the Canadian and world 
industry and considers some broad and long-term policy implications 
arising from these developments. 

The Automotive Industry 
Five aspects of the automotive industry are of interest here: 

• its centrality in the Canadian economy; 
• the division of the industry between car makers and parts makers 

and the relationship between these two sectors; 
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• the role of economies of scale in the industry; 
• its possible status as a "maturing" industry; and 
• the increased trade in automotive products and particularly the 

internationalization of automotive production. 

The automobile industry in Canada is central to the national econ
omy, being important in its own right and having strong direct and 
indirect effects on other industries. It is the largest manufacturing 
sector of the economy, accounting directly for over 8 per cent of goods 
shipped from factories and 8 per cent of manufacturing employment 
in 1982. It consumes significant portions of the output of the nation's 
iron and steel production, rubber and batteries, aluminum, copper, 
glass and paint, machine-shop production, wire products, plastics, 
textiles, and metal-working production. The industry also is a strategic 
sector in Canada's trade and payments balances: its exports over the 
last decade have been 20 per cent of Canada's total merchandise exports 
and 60 per cent of exports of manufactured end products. Although 
there are automotive manufacturers scattered across the country, the 
major production centres are in Ontario and, to a lesser degree, Quebec; 
thus, the industry has a significant influence on the two most populous 
provinces. There is little wonder, then, that the health of the industry 
is a major political as well as economic concern. 

The auto industry is composed of two main subsectors, the motor 
vehicle manufacturers and the parts makers. Among the former, the 
dominant firms are the Big Three American producers, General Motors, 
Ford and Chrysler, as well as American Motors, which account for 
over 90 per cent of Canadian passenger car and commercial vehicle 
production, as well as a significant proportion of parts production ("in-
house"). There are also a variety of smaller vehicle producers, such as 
Volvo, and makers of buses and specialty trucks. Parts makers may 
produce either or both original equipment for assembly into new vehi
cles or replacement parts, the former being the more important segment. 
While there are several hundred parts firms, production tends to be 
highly concentrated, though not to the same extent as in vehicle 
production. Aside from the in-house production of the vehicle manu
facturers, twelve foreign-owned firms are the main producers; together 
these two groups account for 60 per cent or more of Canadian parts 
production. The remainder is divided among a large number of Cana
dian and foreign-owned small companies. 

Relations between the parts makers and the car makers can be uneasy. 
The major vehicle manufacturers are the dominant investors, purchasers 
and producers of the industry, since they are generally both the major 
purchasers of parts for assembly and major parts producers. This gives 
them considerable leverage over the "independent" parts producers — 
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those not affiliated with a vehicle manufacturer — who sell to vehicle 
producers and may depend on these sales for the disposal of much of 
their production. Some independents may specialize in complex or diffi
cult components, such as transmissions, but many will be smaller firms 
producing relatively standardized parts. These small firms face compe
tition from each other and perhaps also from some in-house production 
(although the latter may tend to specialize in components requiring 
expensive machinery and long production runs, such as major body 
stampings). Because smaller parts makers face the vehicle manufac
turers as both the dominant purchasers of their products and in some 
cases competing producers, they are quite sensitive to developments 
in the industry that may strengthen the dominant position of the vehi
cle manufacturers. As a result, the parts makers as a group often 
favour or propose policies that would necessitate greater purchases 
from them by the vehicle manufacturers, since this would reduce the 
effects of domination. 

Economical vehicle or parts output requires production runs of various 
lengths. In vehicle production, assembly runs of hundreds of thousands 
of units may be needed; components such as automatic transmissions 
also require long production runs. If a suitable production run cannot 
be achieved for a given vehicle or part, possibly because the local market 
is too small, either a producer will continue to make it but with higher 
per-unit costs or it will be obtained from another source, perhaps through 
imports. Canadian vehicle producers in the past sometimes faced a 
choice between obtaining parts from local producers who were unable 
to achieve economies of scale or importing them from American produc
ers who could exploit the much larger size of the U.S. market. Produc
ers facing short production runs may seek protection from other, lower-
cost foreign competitors, or they may seek to lengthen their production 
run by expanding their domestic or export market. In the Canadian 
case, a major objective of the Auto Pact was precisely to expand Cana
dian exports, thus permitting longer production runs and lower per-
unit costs of production and thereby creating a more competitive Cana
dian automotive industry. Other countries with small domestic markets 
face the same sort of problem and may also resort to exports or to 
protection as solutions. 

Although recent developments, including the use of both new 
production methods and new materials, suggest that technological 
change is far from over in the automotive industry, nonetheless it has 
often been classified as a "mature" or "maturing" industry (see Wells 
1980). The basic technology of automobile production is widely avail
able, and the rate of innovation in the industry is not so rapid that late 
starters, whether firms or countries, cannot become significant produc
ers rivalling the more established firms and producing states. While a 
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wide range of vehicle models provides some product differentiation, to 
some degree there may be only relatively minor differences among 
specific types of vehicles — a consumer conscious primarily of price 
and quality may regard a Japanese or a Korean car as an acceptable 
alternative to a European or a North American car. Moreover, the 
degree of concentration in the global industry has been reduced. 
Whereas in 1965 General Motors and Ford accounted for over 50 per 
cent of the world market, in 1980 they accounted for about 30 per cent; 
in 1965 only seven firms accounted for 2.5 per cent or more of the world 
market, but in 1980 there were eleven such firms (Government of Canada 
1983b: 59-61). While the largest firms are still American, European or 
Japanese, other countries, such as Brazil and South Korea, are also 
developing their automotive industries. 

Others dispute the "maturing industry" label, given the surge in 
technological change in the industry (Altshuler 1984: 181-97; Jones 1985). 
It has been suggested instead that new production and management 
techniques, including computerization, increased use of robots and new 
inventory controls, have offset at least some advantages from econ
omies of scale; they may, in fact, give advantages to medium-sized, 
more flexible firms as compared with very large but relatively inflex
ible ones. While some see the present increase in competition as simply 
the start of a general weeding-out process, others see it as a permanent 
shift in the industry. 

Whether temporary or permanent, this increased competition makes 
itself felt in the international automotive trade. Canadians now may 
purchase vehicles from around the world. Sales of offshore imported 
passenger cars in 1983 accounted for over one-quarter of new passenger 
car sales in Canada; Japanese cars alone accounted for over 20 per cent 
of all new car sales. Figures for the U.S. are similar. It is estimated 
that in 1985 offshore imports took 36 per cent of the Canadian market, 
with Japan (under quotas) taking 18 per cent. The Canadian, indeed 
the North American, industry faces substantial inroads in its domestic 
markets. 

A further aspect of this competition is the trend to internationalized 
production, including by North American firms attempting to meet 
competition. Some firms may reach joint production agreements with 
others: Chrysler, for example, has connections with Mitsubishi, while 
General Motors has links with Suzuki and Isuzu and has a co-production 
agreement with Toyota. Vehicle manufacturers also engage in offshore 
sourcing for parts for assembly in North America. Through developing 
coordinated international production, trade and sales networks, a 
multinational firm may be able to exploit opportunities for economical 
production wherever these might be located. A firm may be offered 
substantial incentives by governments attempting to attract invest-
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ment and may also use exports to meet local content and export 
requirements. A car maker might produce some parts in Canada, source 
others in Mexico, the U.S. and Brazil to be shipped to Canada for 
assembly, and then sell the finished vehicles in the United States. The 
"world car" plans of the Big Three are based on such possibilities: they 
involve the production of fairly standardized designs, drawing on parts 
and assembly operations in a number of countries, for sale in these 
countries and others (Cohen 1981). Parts producers and suppliers in 
any one country now find themselves competing not only with other 
firms in that country but also with producers in other locations facing 
different economic conditions, including lower labour costs. Smaller, 
probably more labour-intensive, parts firms are likely to be relatively 
immobile and thus will be unable to take advantage of the opportunities 
offered by these new production sites. 

The Evolution of the Canadian Industry 
The Canadian automotive industry has never been self-sufficient. It 
has produced automobiles basically of American design and has 
depended on significant parts imports. Prior to the Second World War, 
it exported a significant portion of its vehicle production, partly as a 
result of an agreement between Ford U.S. and Ford Canada that gave 
the latter exclusive rights in the British Empire outside of the United 
Kingdom itself. Because of its high (45 per cent) tariffs, the United 
States was not a major market for Canadian vehicles. From the 1930s 
to 1965, the Canadian industry operated under a complex system of 
tariffs and content regulations intended to encourage domestic produc
tion but also to lower prices to consumers: parts of a class or kind not 
made in Canada could be imported free or at lower rates; British vehi
cles and parts were admitted duty-free; and domestic producers could 
earn duty remissions depending on the percentage of empire content 
in the factory cost of an automobile. This system encouraged at least 
a truncated national industry that produced most of the vehicles 
consumed in Canada. The decline of exports after the Second World 
War and the stagnation of the Canadian auto industry in the late 1950s 
led to the replacement of this system by the Auto Pact. The pact created 
a North American automotive industry — an industry organized on a 
continental basis rather than on the basis of two separate countries. 
As the Canadian industry faces the challenges of offshore production, 
it will respond to these challenges as a part of a North American indus
try, integrated under the terms and the consequences of the Auto Pact. 

After the Second World War, Canadian auto producers enjoyed a 
surge in their domestic sales and production, and initially in their 
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exports, but over the next two decades the industry faced increasing 
difficulties. Production and sales increased until the mid-1950s and then 
fell off. Exports declined. Despite an overall stagnation of the market, 
imports increased, reaching a peak of 28 per cent of the new car market 
in 1960. A number of factors lay behind these developments, including 
the recovery of the European automobile industry and its concentration 
on small cars (a market segment initially ignored by North American 
producers), the domestic recession, a high Canadian dollar, and tariff 
advantages enjoyed by British vehicles. The key difficulty, however, 
was in economies of scale, a problem noted even in the interwar period. 
The small Canadian market was served by a number of domestic 
producers who competed by making a wide range of models at various 
prices rather than through price competition. Production runs for 
specific models and their parts were short and relatively inefficient.1 

Lower wages in the Canadian industry than in the U.S. could not 
sufficiently compensate for this disadvantage. The scale problem 
increased the prices of Canadian vehicles, making them more vulner
able to imports, and encouraged the importation of those parts that 
required substantial production runs, such as large stampings and 
especially automatic transmissions. Thus, the Canadian parts industry 
produced only a portion of the requirements of the vehicle manufac
turers, who would draw as well on American producers, particularly 
in-house producers. In 1965, imported original equipment parts from 
the United States made up 56.6 per cent of the total sales of original 
equipment in Canada; in the same year, 68.8 per cent of Canada's 
original equipment imports from the U.S. were from in-house produc
ers. (See Tables 6-1 and 6-2.) As Canadian sales and production 
recovered in the early 1960s, parts imports from the U.S. increased 
as well, with adverse effects on the Canadian balance of payments. 

The production, employment and payments effects of this situation 
led the Canadian government to implement a general policy of duty 
remissions on automotive imports in 1963 in return for increases in 
exports of parts and vehicles. Increased exports would allow expanded 
production, which would lead to lower per-unit costs, a more compet
itive Canadian industry and an improved balance of payments in auto
motive trade. This scheme received the general support of labour, the 
vehicle manufacturers and to some degree the parts makers, but was 
received coldly in the U.S., the obvious market for the increased Cana
dian output. American parts makers feared that Canadian parts exports 
would, by increasing competition, strengthen the upper hand the vehi
cle manufacturers already held over them. American policy makers 
disliked the implied intervention by the Canadian government in 
production and investment decisions and the effects of increased Cana
dian exports on American trade and industry. In an attempt to head 
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off the application of countervailing duties to the Canadian exports, 
which could have precipitated a trade war, the two governments nego
tiated the Auto Pact of 1965. 

The Auto Pact allowed the extensive, though not complete, inte
gration of the Canadian and American automotive industries. New 
Canadian motor vehicles and original equipment parts gained essen
tially free access to U.S. markets (though a North American content 
provision shut out overseas producers), while designated Canadian 
vehicle manufacturers could import new vehicles and original equip
ment parts duty-free. (Canadian vehicle production, however, was 
protected by tariffs on vehicle imports by individuals.) To obtain the 
duty-free import privileges, Canadian vehicle manufacturers had to 
observe certain conditions intended to protect the level and character 
of Canadian production: their Canadian value added could not fall below 
the 1963-64 level, and they had to maintain or exceed a stated ratio of 
local production to sales in Canada. In addition, in "letters of under
taking" to the Canadian government, Canadian vehicle manufacturers 
committed themselves to achieving a specified absolute increase in 
Canadian value added and to matching a proportion of market growth 
in Canada with increases in Canadian value added. In general, these 
conditions tended to favour assembly operations over parts production. 
Canadian vehicle producers operating under the Auto Pact could 
rationalize their Canadian production lines, allowing longer runs of 
fewer models to serve American as well as Canadian markets, and 
could import more vehicles from the United States. Canadian parts 
makers would gain by the opening up of the U.S. market for original 
equipment parts as well as by provisions meant to protect Canadian 
content in the increased Canadian vehicle production. 

The pact produced a huge Canada-U.S. automotive trade in vehicles 
and original equipment parts, as producers on both sides of the border 
could now serve markets in the other country. In 1982 the trade was 
worth over $30 billion (Canadian), overwhelmingly within the pact; in 
1966 it had been worth only $2.4 billion. The trade and production 
system can be quite complex. Canadian parts producers not only supply 
Canadian vehicle manufacturers producing for both the domestic and 
the American markets, but also supply U.S. vehicle manufacturers, 
some of whose products are then imported back into Canada. The pros
perity of the Canadian industry has become closely tied to the level of 
vehicle sales in the United States. Even Canada's large imports of 
original equipment are sensitive to U.S. market conditions, since so 
much of Canada's vehicle output is sold in the United States. There is 
also a small trade ($1.6 billion in 1982) within the Auto Pact in both 
parts and vehicles with third countries. 
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TABLE 6-1 
In-House Original Equipment Production and Exports, 

Canada and United States, 1960-74 

Canadian 
U.S. Exports Canadian Exports to 

U.S. Production: to Canada: Production: U.S.: % 
Year % In-House % In-House % In-House In-House 

1960 51.9 70.9 21.8 11.9 
1961 55.9 70.9 22.8 4.0 
1962 55.8 70.6 22.0 0.2 
1963 56.4 70.4 20.9 0.3 
1964 56.1 69.4 18.4 0.1 
1965 55.7 68.8 21.4 23.3 
1966 56.3 68.1 30.1 64.2 
1967 56.3 69.5 29.4 58.3 
1968 57.7 71.2 30.0 52.3 
1969 57.7 72.7 31.7 48.2 
1970 55.5 69.4 36.5 47.8 
1971 58.1 74.6 40.7 52.4 
1972 56.9 73.5 41.6 51.9 
1973 54.7 70.4 40.8 47.1 
1974 55.5 71.8 40.7 47.6 

Source: Calculated from United States, Senate, Committee on Finance, Canadian Auto
mobile Agreement: United States International Trade Commission Report on 
the United States-Canadian Automotive Agreement: Its History, Terms, and 
Impact, 94th Congress, 1st Session, 1976. 

Other effects of the Auto Pact may be noted from Tables 6-1 and 6-
2. Canadian vehicle and parts production increased enormously and 
became oriented to serving the American market. Canadian passenger 
car and truck and bus production has more than matched Canadian 
consumption; the proportion of trucks and buses in the mix of Canadian 
vehicle production has also increased significantly, rising as high as 39 
per cent in 1979 and 1981. At the same time, imports of vehicles and 
original equipment from the U.S. have expanded relative to sales of 
vehicles and original equipment in Canada; the importance of Canada 
to U.S. vehicle and parts producers has increased, although exports 
to Canada are still only a small fraction of American production. 

In general, under the pact Canada seems to have specialized in the 
production and export of vehicles, primarily to the United States but 
also to third countries; its exports outside the pact are largely of parts 
(particularly of replacement parts exported to the United States). 
Canadian imports under the pact are overwhelmingly from the United 
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TABLE 6-2 
Canada-U.S. Automotive Trade, as Percentage of 

Canadian Production and Sales, 1965-74 

Cdn. Imports of 
Exports ofOrig. Cdn. Imports of Orig. Equip. 

Exports of New Equip, to U.S. Vehicles from from U.S. as % 
Vehicles to U.S. as % ofCdn. U.S. as % of of Cdn. Orig. 

as % of Cdn. Orig. Equip. Cdn. New Equip. 
Year Veh icle Prod. Prod. Vehicle Sales Consump. 

1965 4.8 14.0 7.1 56.6 
1966 24.7 35.3 17.5 59.7 
1967 45.0 40.3 35.2 61.5 
1968 53.5 48.9 38.3 65.7 
1969 65.5 54.7 38.1 71.6 
1970 73.7 68.8 39.2 78.4 
1971 70.0 70.7 47.4 77.9 
1972 72.1 72.8 47.8 92.1 
1973 70.6 76.1 50.9 81.0 
1974 65.6 70.9 57.1 81.1 

Source: Calculated from United States, Senate, Committee on Finance, Canadian Auto
mobile Agreement: United States International Trade Commission Report on 
the United States-Canadian Automotive Agreement: Its History, Terms, and 
Impact, 94th Congress, 1st Session, 1976. Calculated on the basis of numbers 
of vehicles and millions of $U.S. for original equipment. 

States, but not to the same degree as Canadian exports are concen
trated on that country. Imports from overseas producers under the 
pact are quite small, while those outside the pact are substantial. The 
latter are largely replacement parts from the United States and vehi
cles from third countries, above all Japan (Table 6-3). 

Another effect of the Auto Pact has been to change the relationship 
between the Canadian vehicle and parts producers. The trade effects 
are obvious from Table 6-2: the major purchasers of Canadian parts 
are now firms in the United States, while American parts makers have 
increased their relative sales of parts to Canadian vehicle manufac
turers. Table 6-1 points out a shift in the composition of Canadian parts 
production: while Canadian parts production and exports have increased 
greatly, these increases have been captured by in-house producers 
more than by Canadian independents. Even as their production has 
increased absolutely, the relative position of Canadian independent 
parts makers in both production and trade has deteriorated. It also 
appears that smaller Canadian independents have tended to specialize 
in relatively labour-intensive, low-technology parts, for which they are 
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TABLE 6-3 
Composition and Direction of Canadian Automotive Trade, 

1966-82 

(a) Exports (Percent Distribution) 

APTA % 
Exports Vehicles 
to U.S. by Value 

APTA % 
Overseas Vehicles 
Exports by Value 

Non-
APTA % 

Exports Vehicles 
to U.S. by Value 

Non-
APTA % 

Overseas Vehicles 
Exports by Value 

1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

78.7 58.7 
86.3 68.3 
89.7 66.8 
91.8 70.2 
89.8 67.1 
91.1 64.1 
92.1 62.5 
91.8 59.8 
90.3 65.1 
86.7 66.1 
88.1 63.0 
89.4 63.0 
87.5 60.9 
85.7 61.9 
84.0 68.7 
83.0 68.9 
86.6 72.0 

13.2 73.8 
7.9 67.6 
6.4 70.9 
4.7 59.5 
5.6 63.1 
3.7 61.7 
3.5 61.5 
3.5 56.2 
4.9 63.3 
7.5 72.9 
5.9 74.6 
6.6 78.9 
6.8 73.4 
6.8 59.7 
8.9 35.0* 
6.6 57.9* 
6.6 31.7 

6.0 7.1 
4.2 6.2 
2.7 13.6 
2.5 10.9 
3.3 10.6 
4.2 34.6 
3.5 8.0 
3.8 9.8 
3.7 6.7 
4.0 23.3 
4.8 16.9 
2.9 16.7 
4.4 10.6 
5.9 11.4 
5.8 8.5 
5.3 15.7 
6.2 8.5 

2.2 29.5 
1.6 32.3 
1.2 36.5 
1.0 29.2 
1.3 41.3 
1.0 40.1 
0.8 38.3 
0.9 33.0 
1.1 40.3 
1.7 56.7 
1.2 50.1 
1.3 54.8 
1.2 39.1 
1.6 23.9 
1.3* —* 
5.2* —* 
0.6 71.6 

(b) Imports (Percent Distribution) 

1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

81.9 27.3 
86.6 38.9 
86.0 38.6 
84.0 34.1 
81.7 30.5 
80.9 35.7 
80.6 36.1 
82.9 38.3 
81.4 40.8 
83.6 42.6 
82.1 39.5 
84.5 38.2 
84.4 36.6 
84.5 41.7 
81.0 39.7 
79.9 37.2 
82.3 29.0 

0.5 24.1 
0.5 21.2 
0.6 41.6 
0.7 46.2 
1.1 19.3 
1.4 52.2 
2.1 40.2 
1.8 44.9 
1.9 36.1 
1.8 27.1 
2.0 34.3 
1.7 36.3 
1.6 51.8 
1.4 20.9 
2.1 51.6 
1.7 51.2 
3.0 58.2 

10.8 21.4 
8.0 19.7 
6.7 17.4 
7.4 19.5 
7.7 24.0 
7.3 23.2 
7.1 23.2 
7.7 19.2 
9.1 16.2 
9.6 34.4 
9.3 22.5 
7.3 23.7 
6.3 8.9 
7.4 11.5 
7.1 14.8 
7.7 18.4 
6.1 10.8 

6.8 76.6 
4.9 76.4 
6.7 83.4 
8.0 85.1 
9.4 79.9 

10.4 77.2 
10.3 80.5 
7.6 73.1 
7.5 73.2 
5.0 62.4 
6.7 74.7 
6.4 73.4 
7.8 72.2 
6.8 63.0 
9.7 73.9 

10.7 81.6 
8.6 83.3 

* Classification problem with completely knocked down (CKD) vehicles. 
Source: Calculated from Report of the Federal Task Force on the Canadian Motor Vehi

cle and Automotive Parts Industries, An Automotive Strategy for Canada 
(Ottawa: Government of Canada, 1983). 
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marginal suppliers to the American market. Perry (1983: 16) argues 
that the Canadian industry has tended to emphasize assembly of vehi
cles and production by small parts makers, while the U.S. industry by 
comparison has more capital-intensive parts production. While this may 
be true, one effect of the Auto Pact may have been to bring the Cana
dian industry closer to the American in its overall structure, although 
small independents still play a relatively more important role in Canada. 

A final consequence of the Auto Pact has been in the structure of 
decision making, particularly in the vehicle-manufacturing sector. The 
integration of the Canadian and U.S. industries has led to a corre
spondingly greater need to link Canadian production and investment 
decisions to an overall, coordinated strategy of production and invest
ment for North America as such, inevitably with increased control 
being exercised by the American parents. This has been a factor in 
Canada's unwillingness to give up the safeguards contained in the pact, 
since these may preserve at least some Canadian leverage over the 
decisions of the automobile producers. 

Adapting to a New World 
The effect of the Auto Pact was to tie the Canadian industry more 
closely to conditions in the U.S. market. The pact assumed the isolation 
of North America from the world industry. This assumption has broken 
down with the growth in imports of foreign cars and the rise in North 
American production by offshore producers. While North America will 
remain the dominant Canadian automotive market, the factors to which 
the Canadian industry must respond are increasingly intercontinental 
rather than continental in scope, and the actors it must influence are 
now offshore and global as well as continental and domestic. The Cana
dian government has at best very limited points of leverage in this 
situation, since it can only directly manipulate domestic Canadian 
conditions and must consider foreign reactions even to its domestic 
policies. 

The most obvious and the first sign of the offshore challenge to North 
American producers was market penetration by offshore vehicle types. 
There was a temporary upsurge in imports after the 1973 oil shock, 
leading to an industry response of "downsizing" passenger car models. 
This strategy proved inadequate following the 1979 oil price increase 
when consumer demand shifted markedly towards smaller, more fuel-
efficient cars. The Big Three were not able to meet this demand with 
their North American products. The Japanese success, in particular, 
was not the result of consumer preference alone, however. Japanese 
firms enjoyed cost advantages based on lower wages and an under-
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valued currency as well as superior management and production tech
niques. Moreover, Japanese cars had a reputation for high quality, 
while North American products tended to be seen as inferior. 

The result of this import penetration, compounded by recession, was 
a substantial decline in production and employment in the North Amer
ican industry and financial pressure on the car makers, who had to 
respond with major investments even while running substantial losses. 
Chrysler was nearly destroyed, being preserved only by large Amer
ican and Canadian government loans, while American Motors merged 
with the French state firm, Renault, to secure needed capital. Although 
the North American market and industry profit levels have recovered 
in recent years, this has not meant a complete restoration of the domi
nance of the North American industry: the market share of overseas 
imports has tended to increase in both good times and bad. More signif
icantly, projections suggest that the North American market, like other 
developed-country markets, will be largely limited to replacing current 
fleets of vehicles. The major new growth areas may be in the Third 
World, although most production and the largest markets will continue 
to be in developed states (OECD 1983). Relatively slow growth in the 
North American market will exacerbate the competition between North 
American and offshore producers. 

In response to pressures from other offshore competitors and to 
quotas on exports to North America, it now appears that the Japanese 
car makers may be shifting into the medium-sized car market. Thus 
far, offshore producers have been most successful in the small car market 
— a market that has itself grown as a percentage of overall sales. In 
the future, offshore competition will extend more vigorously into other 
market segments, denying the North American car makers even what 
shelter they currently enjoy. The relative Canadian concentration on 
vans and trucks, noted above, may give some protection to the Cana
dian industry (though even here there has been pressure), just as the 
apparent tendency in the past for Canadian car production to concen
trate on medium-sized and large cars was beneficial then. Still, an 
increasingly competitive general automotive market must be 
anticipated. 

Compounding the problem of import penetration is the increasing 
production of vehicles in North America by offshore firms. Lee Iacocca, 
chairman of Chrysler, recently predicted that, taking into account direct 
imports, captive imports, joint production arrangements and parts 
imports, Japan could capture 50 per cent of the American auto indus
try. Some connections between North American producers and Japa
nese firms have been noted above. Toyota, Mazda, Nissan and Honda 
already have or will have assembly operations in the United States. 
Toyota, Honda and Hyundai are planning or already have assembly 
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plants in Canada. Volkswagen now assembles vehicles in the U.S. and 
has a parts plant in Canada. Volvo has long had a small assembly 
operation for its vehicles in Halifax. Mazda may eventually produce in 
Canada, too. Nissan, while not planning assembly operations in Canada, 
may still be considering parts production to serve its North American 
operations. This activity suggests that the offshore producers are here 
to stay, effecting a permanent transformation not only of the North 
American market but also of the North American industry. The Big 
Three may continue as the major producers in North America but they 
will have to share the market with vigorous rivals. This development 
underlines the transformation of both the offshore producers and the 
Big Three into truly global production networks, a genuine interna
tionalization of the industry rather than merely the development of a 
significant interstate automotive trade. 

The response of sectors and groups in the North American industry 
has varied with their circumstances. Different actors favour different 
responses, and some — the continental or multinational firms — may 
respond on two or three different levels (state, continental and global). 
The ultimate response of the North American industry will be shaped 
by the car makers on the one hand, since these dominate the industry, 
and by government policy on the other. Labour, and particularly the 
smaller independent parts makers, may not have the weight, save 
through pressure on governments, to have a strong effect on policy 
choices and outcomes. 

Initially, the North American car makers attempted to recapture 
their markets through the development of their own small cars. This 
approach has not succeeded thus far. They have made arrangements 
with offshore producers, including affiliates, to acquire and sell small 
cars in North America. (One recent estimate suggests that the North 
American producers are already sourcing 800,000 vehicles per year 
offshore.) General Motors has arrangements with Toyota, Isuzu and 
Suzuki to supply the small car market while it concentrates on medium-
sized and larger cars. Chrysler has arrangements with Mitsubishi, and 
Ford with Mazda; but these two do not seem to have abandoned their 
own production of small cars. In some cases, these arrangements include 
drawing on offshore vehicle production in the United States. The car 
makers have sought or supported import quotas to the degree that 
they themselves do not depend on imports. To some extent they have 
also favoured attempts to force the offshore firms to produce in North 
America so that they will all labour under the same conditions. 

The Big Three have also made considerable efforts to modify their 
products and production processes, through downsizing, designing new 
small cars, turning to front-wheel-drive vehicles and "world cars," 
materials substitution, increased automation in production and other 
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changes. They have adopted or adapted the inventory and quality control 
techniques of their competitors; they have also shown a willingness to 
buy from outside suppliers capable of adapting to their demands rather 
than using in-house production and to resort to long-term arrange
ments with single suppliers rather than spreading their sourcing among 
a number of suppliers. Where necessary, however, they have also been 
willing to turn to offshore sourcing, including with parts affiliates, to 
reduce their costs. 

To some extent the car makers are shifting the burden of adjustment, 
and thus of risk, to the parts sector. Not all parts makers may be able 
to adjust. A successful competitor for parts contracts will itself have 
to invest significantly in new production methods in order to reduce 
costs, achieve the necessary quality control and meet the tight sched
uling requirements of "just in time" inventory methods.2 Not all firms 
will have this ability, as the 1983 Canadian federal task force report 
(Government of Canada 1983b: 90) noted. 

Firms with the capital and skills to adapt to these requirements may 
do quite well, or at least might find some niche that they can occupy 
profitably. Firms with little capital or technology and with a relatively 
passive mode of operating may find the going very rough. To the extent 
that the Canadian independents are concentrated in low-technology, 
labour-intensive parts making and are at best marginal rather than 
major suppliers, they may be extremely vulnerable. Their difficulties 
will be compounded by competition from lower-wage areas and by their 
own inability to move to take advantage of low-wage areas. To the 
extent that Canadian branch operations do not have a research capac
ity, their ability to respond will also be limited. The multinational parts 
makers, however, will probably have the capital and skills to respond 
appropriately in North American production, if they choose; they will 
also have the option, however, of exploiting the advantages of offshore 
locations and thus of being offshore suppliers to the vehicle 
manufacturers. 

Canadian parts makers do seem to be responding. A September 30, 
1985, Globe and Mail report estimated that 62 per cent were using 
just-in-time methods, almost 50 per cent programmable computers, 18 
per cent robots, and 13 per cent computer-assisted design (CAD) tech
nology. While these percentages are expected to increase significantly 
by 1990, they are still below Japanese levels. Together with provincial 
and federal government missions, the parts makers have also attempted 
to secure offshore markets or local orders from offshore producers. 
However, Canadian independents (particularly, one suspects, the 
smaller, poorer, less mobile ones) have also been strong advocates of 
content requirements for offshore producers, as well as of government 
assistance in acquiring the capital and the technology to help them 



Auto Industry 123 

meet the new conditions in the industry. The federal and the Ontario 
governments have responded with programs to provide capital and 
some other help.3 

Labour, the least mobile factor of production, has consistently sought 
content requirements as a condition of entry into the American and 
Canadian markets. It has also tried to block "runaway plant" responses 
(resorting to offshore production) by domestic producers. These efforts 
have contributed to the pressures on government, and thus to govern
ment policy, but have not been as significant as the pattern of response 
by the domestic vehicle manufacturers and, in their shadow, the inde
pendent parts makers. It is notable that the labour unions have to some 
extent cooperated, even at possible short-term cost to their members, 
with the car makers in order to preserve jobs. 

In responding to the problems faced by the industry and to the varied 
pressures placed on it, the Canadian government could pursue a variety 
of strategies. These would have to reflect not only the policy demands 
of industry groups and Canadian consumers but also an anticipation of 
the future course of the North American industry. Some possible broad 
strategies would be: 

• Attempt to recreate the pre-1970s market situation in North Amer
ica through restrictions on imports, thereby preserving the market 
for North American-type vehicles and North American production. 
This would balance local consumption with local production by 
restricting overseas penetration of all sorts. 

• Accept the shift in demand for vehicles, but require at least some 
local production or purchasing by offshore producers. This would not 
directly protect North American-type vehicles but would attempt 
to offset imports. 

• Regard the North American automotive industry as an industry in 
decline, and try to adapt to this with relatively little pain through 
programs designed to assist in the reallocation of labour and the 
reorientation of businesses to other fields. 

• Adopt a policy of vigorous local reinvestment to try to beat off the 
overseas challenge and recreate the pre-1970s situation. This would 
differ from the first strategy in not relying permanently on protec
tion and from the second in not relying on offsetting purchases or 
production. 

• Adopt a policy of local reinvestment to enable North American 
producers to participate strongly and equally in a fully internation
alized production and trade system in a global automotive industry. 
This would attempt to strengthen North American production within 
an integrated world system of production. 
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Generally speaking, the industry response seems to have been centred 
on the second strategy, with at least possible tendencies towards the 
fifth. The parts makers are interested in obtaining orders from offshore 
producers as well as from North American car makers. Labour is inter
ested in securing local production and employment. The car makers 
are themselves trying to upgrade their own capabilities; their arrange
ments with the offshore producers are at least a stopgap, but they 
would be jeopardized by full-blown protectionism. If we assume that 
these broad characterizations are correct, the overall policy goal for 
the Canadian government should be to secure for Canada, from both 
North American and offshore producers, the size and nature of invest
ments and purchase orders necessary to maintain a healthy Canadian 
industry. The policy problem facing the Canadian government is that, 
given the nature of the Canadian industry, it is possible for firms, 
including those operating in Canada, to adopt responses beneficial from 
their own perspective but undesirable from the Canadian perspective, 
yet the government may at best have only limited influence over these 
choices. The Canadian government also has to take the actions and 
reactions of the American government into account. 

In approaching this goal and this problem, the Canadian government 
confronts two significant difficulties: (1) it cannot influence trends in 
the industry outside Canada, and (2) its policy instruments, even with 
respect to Canada, are restricted and to some degree dependent on 
external factors — including above all the cooperation of the United 
States. In effect, all the government can do is guess at changes and 
then attempt to derive maximum benefits from them. Since it can only 
insulate the Canadian industry from adverse trends at great expense, 
yet cannot abandon the industry for political reasons, the government 
must hope that the industry favours the second or the fifth options and 
must then get on board. 

Although offshore parts imports and parts exports to offshore firms 
may become much more significant in the future, the primary market 
for Canadian output will remain North America and the North Amer
ican producers will continue to dominate the Canadian industry. To 
that degree, the fifth response listed above is less relevant, certainly 
in the shorter term, than the second. Therefore, the first policy requi
site for Canada is that to the extent that North American producers 
succeed in meeting the offshore challenge, Canada be included in that 
success. There is little long-term benefit in the Canadian industry's 
concentrating on a declining market segment. Beyond that, however, 
accepting that offshore imports and offshore producers are in North 
America to stay, Canada must also obtain a share of their investment, 
production and purchasing. This becomes of particular importance if 
the North American car makers falter. Finally, Canadian parts makers 
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must be able to respond positively to the challenges posed to them, 
whether by the North American car makers or by offshore competition 
or by the possibility of offsetting purchases. 

The instruments available to the Canadian government to influence 
the industry to these ends are limited, however. It can provide assist
ance in varying degrees and forms to Canadian parts makers, but the 
ultimate payoff from this depends on the responses of North American 
and offshore car makers. Assuming that the car makers do not make 
bad strategy choices, the key question thus becomes how they organize 
their investment, production and purchasing networks. Canada can 
deploy a variety of inducements to influence these decisions — the 
Auto Pact, access to the U.S. market, access to the Canadian market, 
duty remissions, content regulations and various investment incentives 
— but all are subject to constraints. 

For established North American firms, the Auto Pact's conditions 
and benefits may offer some continued incentives to maintain signifi
cant Canadian production. Because of this and because the North 
American firms will remain central to the Canadian industry, the pact 
must be the centrepiece of Canadian policy. For offshore firms, the 
situation is somewhat different. While the 1983 federal task force 
suggested "extending" the terms of the pact to cover offshore produc
ers, this proposal presents problems. Unless Canada can offer economic 
advantages beyond simply access to the continental market, it is not 
clear why offshore producers should prefer to invest in Canada rather 
than in the United States. It is also not clear why the U.S. would 
tolerate this extension, especially since it would be competing for the 
same investment and, as well, has in the past found the Canadian 
safeguards in the pact to be undesirable. If the ultimate prize is the 
continental — that is, U.S.— market, and this depends ultimately on 
American acceptance, access to the Canadian market may not be a 
particularly strong lever. The limited rewards of the Canadian market 
also reduce the effectiveness of other inducements, whether quotas, 
content regulations, duty remissions offers or investment incentives. 
The use of investment incentives also raises the prospect of bidding 
wars with competing locations. These may primarily benefit the inves
tors. The recently announced Hyundai assembly plant in Quebec may 
have cost the federal and Quebec governments as much as $100 million 
for 1,200 direct jobs and perhaps 1,600 indirect jobs, not all of which 
may be in Quebec. Such incentives may also exacerbate relations with 
the United States (Leyton-Brown 1979-80). 
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Conclusion 
Canadian automotive policy is tied to broader trade, international 
economic, and foreign policy issues. If free trade talks with the United 
States include the automotive sector, this could have significant impli
cations for the structure of trade built up under the Auto Pact. Cana
dian resistance in the past to the removal of the pact's safeguards and 
of tariffs on vehicles imported by individuals has been motivated by 
fears for investment, production and jobs in Canada in the absence of 
some policy leverage that could be applied to the car makers. Given 
the concentration of the industry in Ontario and Quebec, free trade 
discussions are likely to produce serious strains between those two 
provinces and the federal government. This possibility was borne out 
by Ontario's attempts at the November 1985 First Ministers' Confer
ence to obtain a veto in the forthcoming trade talks, and by the like
lihood of increased cooperation vis-a-vis Ottawa between the new Liberal 
government of Quebec and the Liberal government of Ontario. 

The future of the Canadian automotive industry will not be settled 
this year or next; though it has come through a hard period, its long-
term prospects are not yet clear. It has shown some signs of adaptation, 
and the Canadian government has had a measure of success in its policy 
of inducing offshore purchasing and investment. Whether or not the 
Canadian response is effective will depend to a great extent, however, 
on global and continental trends and policies, over which Canada has 
limited influence. The pressure for governmental action has, to some 
degree, moderated since the early 1980s, with the recovery of North 
American sales. There are, nonetheless, a number of factors that will 
keep the Canadian automotive industry on the nation's political agenda: 

• If free trade negotiations with the U.S. include the automotive sector, 
this will have serious implications for the Canadian industry. 

• A downturn in the North American market, together with the 
continued strong performance of offshore imports, would clearly 
generate stronger pressures on the government. Even without a 
downturn, the growth in the North American market may not be 
able to accommodate all producers: offshore imports are strong in 
the small car segment of the market, and there may be increasing 
pressures in other market segments. 

• If the Big Three car makers respond to the offshore challenge in 
ways that seem to threaten the short- or long-term viability of the 
Canadian industry (for example, concentrating production for 
shrinking market segments in Canada or generally failing in their 
overall strategies), the industry will return to the crisis conditions 
of the early 1980s. 
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• If it appears that Canada is being bypassed for new investment by 
offshore and/or North American producers, there will be increased 
pressure on Ottawa to attract investment through both positive 
(loans, guarantees) and negative (content regulations, quotas) devices. 
This could lead to strains in relations not only with investors and 
their home governments but also with competing locations in the 
United States (and thus with the U.S. government). The competition 
for investment within Canada could also generate strains among 
provinces and between the provinces and Ottawa. 


