American Wheels and Foreign Deals:

The Impact of The American Automobile Industry on International Trade.




The American Automobile, held as one of the most influential pieces of human culture. It has not only evolved from simply a new form of transportation but a way of life for Americans. Americans pride themselves on what they drive, it reflects their personality spawning from the 1950s slogans as bigger the car the better with fins that stretch a mile long, to the late 1960s, early 1970s where bigger faster engines and performance ruled the street with Chrysler’s 426 Hemi’s and Ford 428 Cobra Jets, muscle car era. To today’s world where Ford Excursions, Cadillac Escalades take double parking spaces and V10 Dodge Vipers are symbols of American accomplishment and wealth. The American automobile has always been in clash between function and style even in today’s market.  American automobiles have always been a true symbol of American history and one of the most perfect forms of a product life style that is very inelastic, but as they grow internationally and integrate, American producers and American consumers will soon pay the price, literally. 

I. IMPORTS & THEIR TARIFFS

         Little do American consumers know that there is an ever-growing competitor from foreign countries, which hope to penetrate these markets and possibly put demise to American automobile production? They notice it by simply seeing Toyota or BMW has a new car or truck out. International Trade affects the prices and influences what Americans choose to drive everyday. Could soon Ford F-150s, Chevy Corvettes, Dodge Caravans be replaced by better quality, less priced imports from such companies as Honda, Mitsubishi, Renault, Suzuki, and VW? 



Well, the import of foreign cars has been happening since after World War II, in fact in “1994 imports made up about of 24 percent of U.S new car sales” (Adams & Brock 1995). Japanese car manufactures have captured the “small, reliable, fuel efficiency car” market in the U.S. Most Americans at the time prefer considerably larger cars and at the time the price of fuel was cheap enough.  Way after the fuel crisis is the 1970s when fuel efficiency and environmental protection ran strong, Such companies like Honda could sell their models considerably cheaper and of a higher quality than a company like Ford or GM could offer American consumers at the time, but that is slowly changing. Japanese Automobile producers are the number one threat to American Automobile Firms. Japan’s motor vehicle related activities account for 13 percent of the countries manufacturing output and 10 percent of Japan’s labor force (International Trade Commission 2003).  Making Japan very dependent on U.S markets. Imported automobiles from the Foreign Companies have always put a strain on the Big Three American Producers markets: Ford Motor Company, Chrysler, and the largest General Motors (GM). General Motors is such a large American corporation in fact Nineteen countries have a lower Gross National Product (GDP) than its sales revenues in a year (Adams & Brock 1995). Yet still the American producers push everyday in Washington for protection from foreign competitors. Having some of the largest unions and lobbyists behind them they push for tariffs upon imported automobiles. Tariffs cause consumer surplus to fall. This is because of the higher price that the consumer now pays since some of the tariff is passed on to the consumer while the producer has absorbed the rest (Krugman & Obstfeld, 2003). American producers have always taken advantage of these tariffs, by simply increasing their production, price, and not the quality of products. The lobbyists in Washington walk away with the shared profits that they once promised would go back into the quality of production, plant machinery and investments in United States economy, instead fall into the deep pockets of American automobile producer executives & U.S government. Tariffs always cause a net loss and yet it’s still believed to be an efficient form of protection by American producers and U.S government, but as most things do the Foreign Competitors still strike into markets this has forced American producers to integrate to succeed. The International trade commission’s report of the U.S motor vehicle industry stated that importation of automobiles from all their leading sources, Canada, Mexico, Japan, Germany) has increase from 1997 to 2000, but from the year 2000 to 2001 it has decreased slightly. This may be a fact to the integration that American producers are faced with today.

II. HORIZONTAL INTERGRATION

     The ever-growing competitive car markets forced the American producers to think. Thinking of new products and new models to appeal to the consumers domestically. Innovation was always found in the foreign cars but now companies like GM and Chrysler had to think about how to expand its girth across the U.S. This is horizontal integration came into play. Horizontal integration was a way for companies like Chrysler to expand and capture about 10 percent of today’s new car sales market (Adams & Brock 1995), by acquiring other companies that produced automobiles. One of these mergers would have to be Chrysler’s capture of American Motors. Famous for vehicles like the AMC Pacer, Gremlin, Eagle and the muscle car attempt called The Rebel or “Machine”. It had sole possession of - one of the most influential vehicles under its command now, the Jeep. Born into American culture through the European battlefield stories, and farm fields, this multi-purpose 4-wheel drive vehicle gave Chrysler an edge in the 4-wheel drive market. This is just one example of horizontal integration. Horizontal integration improves the economies of scale offering their models across entire geographic locations, increases market power and can drop the cost of international trade because of foreign factories controller by American automobile producers through joint ownership/distribution (Chandler, Jr 1962). Ford for example owns many of the cars people might consider foreign competitors such as Mazda, Jaguar, and Aston Martin (Adams & Brock 1995). There are some problems that come along with Horizontal Integration however. The more and more a company becomes horizontally integrated the more communication problems it has within the company. Where does the primary decision making come from? With the setup of dealerships and ever expanding distribution chains around the world how much more is there for the American automobile producers to take advantage of? Horizontal is the primary tactic used by American producers but there is however other way to expand for international competition/trade. This is when vertical integration comes into play.

III. VERTICAL INTEGRATION

      Vertical integration is what that has made the American producers so powerful and control most of the United States market. Vertical integration is closely linked and easily shown with the value chain. The idea is to capture companies than go along with your product in the case of American car producers it was companies that produced such products as rubber, steel, glass, plastics, even car rental companies (Adams & Brock 1995) (Chandler, Jr 1962). Most American car rental companies such as Hertz and Budget are owned by one of The Big Three producers. By controlling all the means of production of your product you can have extreme control over your production, price, quality, but it decreases your flexibility, with other suppliers and other needed distribution networks. The founder of General Motors, William C. Durant utilized some of the best vertical integration and the basic strategies of the volume of production in making General Motors of the best vertically integrated American producers (Chandler, Jr 1962). Vertical Integration can however increase entry barriers for other automobile companies. Vertical Integration is very expensive, and has a higher cost of start up as compared to the horizontal integration. A combination of both vertical and horizontal is the best for expanding a firm, for the American Automobile Industry it has lead to an increase in profits and stronger foothold for the company.  Today it may seem though that the profits of “The Big 3” have been less in years due to the war with Iraq and gasoline related prices, tariffs on steel, and the ever-growing research and development of hybrid and electric vehicles.

III. IMPORT PROTECTION & STRATEGY



American automobile producers have become some of the strongest politically, socially, and financially driving forces in the American economy and continue to grow today, but what about the ever growing number of imports? A sure, American firm has utilized vertical and horizontal integration. As soon as there is competition American firms either a. buy them out or b. make sure that the entry into the United States has been as difficult as possible.  

         In 1999-2000 for example Chrysler and Daimler-Benz, a foreign producer of such luxury automobiles as Mercedes-Benz, was a $38 Billion dollar merger (Blanchard, 1983). Import protection can be expensive as shown. As today’s market places for parts for the American producers become more and more consolidated and the suppliers of these parts become more of a role in the manufacturing and vehicle design. The American car producers are forced along with all the other suppliers, parts manufacturers to consolidate. Markets such as the European market is dwindling because of their own importation protection programs from the European Union, Asia markets were doing well until the Asia Financial crisis, and new markets such as China is a market that not only the American Automobile Producers are trying to break into but along with everyone else. Import protection is necessary for American producers even though our tariffs today aren’t that high. There is a 2.5 percent tariff for passenger vehicles, 2 percent for buses, 4 percent for road tractors & trailers (International Trade Commission, 2003).  The most unusually tariff right now is on light pickup trucks. This tariff that was instituted in 1963 is 25 percent. The International trade commission’s report of the U.S motor vehicle industry stated that this was imposed because of the trade barriers imposed by West Germany on U.S poultry exports. This odd since according to their data during the 1960s and into the 1970s Japanese auto producers penetrated U.S light pickup truck sales the most. This is example showing how the extreme wealth of the U.S producers will go towards for an effective rate of protection due to tariffs to ensure they are protected. Today protection seems to become steadily easier for American producers since they now have more control of the companies that produce the imports. As compared in the late 1970s and into the 1980s when imports were a money depleting threat (Blanchard, 1983).
From some countries though U.S has still been having problems protecting against and one is Korea. Imports from Korea from have been steadily rising. The International Trade Commissions report on the U.S Motor Vehicle industry says at an average rate of 35.3 percent from 1997-2000. Although the U.S government has been taking measures as it has with other countries with tariffs such as Japan, the amount that Korea can produce a new automobile for is one of the cheapest spots. 

IV. CONCLUSION



The American automobile has had many associating themes along with it during its lifetime. As you know, the lifespan of automobile is more complex than it seems and this only being a scratch in the relative production of an American automobile. Its foreign competitors are now becoming less and less and it now has many other challenges to face than simply overseas competition because they too face the same problems that the American giants are faced with, climate change, oil and gasoline prices and so on. American producers are faced with ever growing communication difficult as they grow and become more and more considered.  Chrysler may still make that old American iron Jeep, but do consumers know that boards of German executives are really making the operation decisions? Imports in America shouldn’t be called imports any more. The market now is so intertwined that when you go down to your local Chevrolet dealership and purchase your new Chevy Tracker do you know that there is a Suzuki motor powering it? The same goes almost with ever other manufacture, Ford etc. Now they can offer you an instant profit maker car, made in a foreign country with lower wages than can be offered in the United States, get away with importing the car back into the states and selling it because this “captive” import, as said by Adams & Brock, at a high price for American Consumers and the cycle of the “The Big 3” goes on. Americans stills seem to cling on to the idea that American automobiles are the best because they are made in America and kept in America. American consumers need to start doing more research when they decide to buy a new car or truck. Not only look at how many cup holders it has but maybe where it was built. In a work by James J. Flink he quotes a man named John Keats, from a book he wrote about Americans second guessing the auto industry called: Insolent Chariots.

“American’s marriage to the American Automobile is at an end, and it is only a matter of minutes to the final pistol shot. Although who pulls the trigger is yet to be determined.” – John Keats, Insolent Chariots


John Keats was right. Although he wrote this during the postwar period, It still continues and lives on today and yet the American automobile is not dead but fully integrated, could hybrid and electric cars be waves of the future putting an end to “The Big 3” or will they integrate along purchasing the small companies that produce the technology for their own and simply be another way of adapting and a new reign of import protection be produced? Only time can tell I guess and for now I’ll continue to drive my imported Ford.
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