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Driving Continental Integration:

Auto Manufacturing and the Future of North America'
By Stephen Blank

There is no denying the current and historical impor-
tance of the auto sector to the North American econ-
omy. It was the continent’s largest industry, accounted
for more inter-regional trade than any other sector, and
is the prototype for North America’s integrated produc-
tion-distribution systems.

However, we need to pay more attention to the changing
structure of the auto industry in North America as well
as globally. In particular, we need to better understand
the increasingly integrated way in which autos are built
by a complex transnational system of suppliers and as-
semblers. Too many well-informed people still think of
the North American auto market as three separate and
distinct national markets. The reality is that Canadians,
Americans, and Mexicans no longer sell automobiles to
each other. Rather, we build them together in an integrat-
ed market. A quarter of the more than one billion dol-
lars of goods that cross the U.S.-Canada-Mexico borders
each day are automotive; not finished vehicles but parts,
components, and modules.

The old “Ford” model of a vertically integrated firm in
which as much of the value chain of production as pos-
sible was internalized in a single firm, in one location has
largely been replaced by a decentralized system of pro-
duction. Parts and components are now manufactured
and assembled by many firms in multiple locations and
brought to final assembly using a highly advanced logis-
tics system. Firms create networks of supply chains that
link centres and distribution hubs across the continent
based on favourable local conditions regarding R&D,
production, distribution, and management.

Such patterns of economic integration are also seen in
other sectors such as electronics, pharmaceuticals, en-
ergy, transportation, and large segments of agriculture.

Stephen Blank is a Senior Fellow at the Centre for International
Governance Innovation and Senior Research Analyst at Arizona
State University’s North American Center for Transborder Studies.
www.stephenblank.info

Limportance actuelle et historique de I'industrie auto-
mobile dans Iéconomie nord-américaine ne fait aucun
doute. Elle a été la plus importante industrie du conti-
nent, a compté pour une plus grande part du commerce
interrégional que tout autre secteur et a servi de proto-
type pour les systémes intégrés de production et de dis-
tribution de TAmérique du Nord.

Nous devons toutefois porter davantage attention aux ala
structure changeante de I'industrie automobile autant en
Amérique du Nord quiailleurs dans le monde. I faudrait
en particulier mieux comprendre la fagon de plus en plus
intégrée dont les voitures sont construites par des sys-
témes transnationaux de fournisseurs et d'assembleurs.
Il y a trop de gens pourtant bien informés qui congoi-
vent encore le marché nord-américains de 'automobile
comme trois marchés nationaux distincts. La réalité est
que les Canadiens, les Américains et les Mexicains ne
se vendent plus de voitures les uns aux autres. Nous les
construisons plutdt au sein d’un marché intégré. Le quart
des biens d’'une valeur de plus d’'un milliard de dollars
qui traversent chaque jour les frontiéres entre les Etats-
Unis, le Canada et le Mexique sont reliés aux automo-
biles ; ce sont non pas des véhicules, mais des parties, des
composantes et des modules.

Le vieux modeéle « Ford » d’'une firme intégrée vertica-
lement au sein de laquelle on tentait d’internaliser la
plus grande partie possible de la chaine de production
a un seul endroit a été remplacé pour une bonne part
par un systéme de production décentralisé. Les parties
et les composantes sont maintenant fabriquées et assem-
blées par plusieurs firmes situées a différents endroits et
finalement assemblées au moyen d’un systéme logistique
hautement sophistiqué. Les firmes créent des réseaux de
chaine d'approvisionnement qui lient entre eux les divers
centres a travers le continent sur la base de conditions lo-
cales favorables en ce qui a trait a la R&D, la production,
la distribution et la gestion.
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While the auto industry is no longer solely concentrat-
ed in the Michigan-Ontario region, it is still fairly geo-
graphically concentrated. The dispersal of the industry
has largely been confined to a narrow corridor running
from the Great Lakes to the Gulf of Mexico formed by
two north-south inter-state highways (I-65 and I-75).

There are a number of observable forces at work that are
fundamentally changing the North American auto in-
dustry. The recent financial restructuring of two of the
three domestic auto companies plus the wide-scale re-
forms implemented at Ford Motor Company will likely
mean these firms operate differently than they have over
past decades. The continued rise of foreign producers,
particularly Japanese and German automakers will also
change the landscape of the auto industry. In addition,
other factors such as new technologies, rising prices, and
shifting demographics will put yet more pressure on this
industry to adapt and change. What is clear, however, is
that there will continue to be large demand for autos in
North America and a large auto sector to feed this de-
mand.

Freight transportation infrastructure is now almost as
important as production capacity. Maintaining an ef-
ficient, secure, and sustainable border crossings system
is a pivotal issue and one that needs to be prioritized.
It involves federal, provincial and state, as well as local
governments. Unfortunately, this is not an area of “good
news”. Post 9-11 border issues have focused almost ex-
clusively on security with very little concern showed for
efficiency.

Finally, there are substantial gaps in our institutions that
are limiting our success and competitiveness in this area.
There is a real lack of government and non-government
institutions focused on questions of economic integra-
tion. Most institutions are inward looking within each
nation in North America. Indeed, there is a remarkable
asymmetry between the reality of the North American
economy, which is deeply integrated and North Ameri-
can governance, which is weak, fragmented, and often
uninformed.

De telles configurations d’intégration économique se
retrouvent également dans dautres secteurs comme
lélectronique, I'industrie pharmaceutique, 1énergie, les
transports ainsi que des sections importantes du secteur
agricole.

Bien que lindustrie automobile ne soit plus concen-
trée exclusivement dans la région du Michigan et de
I'Ontario, elle reste assez concentrée géographiquement.
La dispersion de I'industrie a été largement confinée a
un corridor étroit formé par deux autoroutes inter-Etats
(I-65 and I-75) qui va des Grands Lacs jusquau Golfe du
Mexique.

On observe un certain nombre de forces qui sont en voie
de transformer de maniere fondamentale I'industrie au-
tomobile nord-américaine. La récente restructuration
financiére de deux des trois producteurs domestiques
de voitures, en plus des réformes a grande échelle mises
en ceuvre chez Ford, vont sans doute faire en sorte que
ces firmes ne fonctionneront plus de la méme fagon
quau cours des dernieres décennies. Lascension con-
stante des producteurs étrangers, en particulier les Jap-
onais et les Allemands, modifiera également le paysage
de I'industrie automobile. De plus, d’autres facteurs tels
que les nouvelles technologies, la hausse des prix et un
contexte démographique en transition forceront cette in-
dustrie a sadapter et a changer. Il est toutefois clair que
la demande pour les voitures continuera détre élevée
en Amérique du Nord et quune grosse industrie sera la
pour répondre a cette demande.

Linfrastructure pour le transport de marchandises est
maintenant presque aussi important que la capacité de
production. Le maintien d’un systéme de passage aux
frontiéres efficace, sécuritaire et durable est un dossier
crucial qui devra étre priorisé. Il implique a la fois les
gouvernements fédéraux, provinciaux et des Ftats, de
méme que les administrations locales. Malheureuse-
ment, les nouvelles nont pas été tres bonnes dans ce do-
maine. Depuis les attentats du 11 septembre, on sest sur-
tout préoccupé de débattre de la sécurité aux frontieres
et tres peu defficacité.

Enfin, il existe des lacunes substantielles au sein de nos
institutions qui limitent nos succes et notre compétitivité
dans ce secteur. Les institutions gouvernementales et non
gouvernementales qui se concentrent sur les questions
d’'intégration économique font cruellement défaut. La
plupart des institutions sont uniquement intéressées par
les questions internes a chacun des pays de TAmérique
du Nord. On observe dailleurs une remarquable asy-
métrie entre la réalité d'une économie nord-américaine
fortement intégrée et une gouvernance nord-américaine

qui est faible, fragmentée et souvent mal informée.



The recent HBO series Boardwalk Empire kicked off with the onset of Prohibi-
tion in the US. Accused of helping Canadian booze flow southward, a young Al Capone
is seen snarling: “I don’t even know what street Canada is on.” Capone is long gone, as is
Prohibition, but his attitude persists; in the 2010 American mid-term elections several
candidates repeated the canard that the 9-11 terrorists had come from Canada. But if
politicians are falling down when it comes to improved awareness of the U.S.-Canada re-
lationship, academics and journalists are not helping prop them up, leaving the field clear
for misunderstanding and even paranoia about our vital relationship.

The most consistent voices on North American economic integration have come from
the fringes: from Americans who fear that NAFTA, a North American Superhighway or
some similar device was designed by the black helicopter folks to destroy US sovereignty
or from Canadians who think they are intended to undermine Canada’s independence.
There is no excuse for this situation more than two decades after the Canada-U.S. Free
Trade Agreement was signed and close to NAFTA’s 20th anniversary.

The North American region, with its huge population and GDP and enormous move-
ments of goods, people and services across our borders, uniquely links two of the world’s
richest nations and a developing one. The three NAFTA partners are densely intercon-
nected and share many interests and problems, including economies, demographics, en-
vironment, water, and security. One would think that we would know a lot about this
remarkable experiment. But we don’t. Most importantly, we know far too little about how
North America actually works, that is, about our economic integration.

Autos are an obvious and important example. The auto industry has been the continent’s
largest industry and the prototype for North America’s integrated production-distribu-
tion systems. The automotive industry has accounted for more inter-regional trade than
any other sector. It is not surprising, given the decline of the Detroit auto makers, that
most current work on the industry deals with the strategy — most often, failed strategy —
of the American Big Three®. But we should be paying much more attention to the chang-
ing structure of the auto industry in the US, North America and globally - that is, to the
increasingly integrated way autos are built by a complex transnational system of suppliers
and assemblers.

Many supposedly informed people, for instance, think there are still two or three national
auto industries in North America. For instance a bemused New York Times article, “For
Baffled Buyers, a Guide to Cars Made in North America’, says “Of course the window
sticker of a new vehicle lists its domestic content, including the origin of its engine and
transmission, but the intricacies of the North American Free Trade Act and the American
Automobile Labeling Act can muddle details on parts from Canada and Mexico.” As it
goes on to explain, “For the purposes of the window sticker, the government has decided
that domestic content will include parts made in Canada. Under the North American
Free Trade Act, domestic is even less clear because it also includes Mexico.”

The Times, and its readers, should be well aware by now that Canadians, Americans and
Mexicans no longer sell autos to each other. We build them together. A quarter of the
more than one billion dollars of goods that cross the US-Canada-Mexico borders each
day is automotive — not finished vehicles, but parts, components and modules. This is
what economists call “deep” or structural integration. This is not just trade integration - it
is the integration of production systems. This kind integration creates much higher levels
of interdependence than trade interdependence*. And cars are just one example.
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In other key sectors of our economies such as electronics, pharmaceuticals and large
segments of agriculture, we must think in terms of deeply integrated North American
production, distribution and marketing systems. In industry after industry, networks of
supply chains that link production centres and distribution hubs across the continent
that let firms link the most favourable sites for R&D, production and distribution in or-
der to enhance productivity on a continental and global scale. North Americans also
today share the world’s most deeply integrated energy markets; we use the same roads
and railroads to transport jointly made products to market; we fly on the same integrated
airline networks; and increasingly we meet the same or similar standards of professional
practice.

There are key economic lessons here. To begin with, no one “planned” these develop-
ments. There was never a vision of a “North American Union™ and no industrial strat-
egy led to this result. Rather, the most powerful drivers of change have been individual
corporate strategies and structures®. The direction of change was largely “bottom-up”
rather than “top-down”. Indeed, what is striking about NAFTA is how “institution-lite”
it is. Yet the resulting degree of collaboration and complementarity between countries is
unprecedented.

Viewing North America as a “trade bloc” is not a productive way of imaging the depth
of integration of the North American economic system. Canada, Mexico and the United
States are sovereign nations but we share an “economic space” in many sectors. A recent
image of an automobile module - a rear suspension assembly — published by Martinrea
International helps us get a better grasp on the North American auto industry’. (See
Figure 1)

Figure 1. Martinrea’s Rear Suspension Assembly (permission from Martinrea)



The image is not quite up to date. There’s no longer a Pontiac Torrent - or any Pontiac,
for that matter. But the image still helps us examine a number of key trends and pat-
terns in the North American and global automotive industry.

The Decentralized Supply Chain Network

The single module depicted in Figure 1, itself just a component in the final automobile,
was assembled with parts from 13 different suppliers - three in Canada and 10 in the
US though, unusually for this industry, none in Mexico. The image illustrates the enor-
mous changes that have taken place in the structure of auto production and, crucially,
in manufacturing more generally.

In the traditional vertically integrated “Ford model” of auto production, as much of
the entire value chain as possible was “internalized” under one management, with one
owner and in one location. Henry Ford’s River Rouge Plant was the acme of this “ore
to assembly” complex, built around a continuous, nonstop process from raw material
to finished product and designed to achieve Ford’s goal of complete self-sufficiency
- with its own coal mines, iron mines, limestone quarries, acres of forest, a rubber
plantation, an entire regional railroad company and even a power plant that supplied
the Rouge with electricity. ®

Under this old model, auto production was also centralized geographically. Up to the
1970s, most auto parts were fabricated in Michigan or the surrounding region. Most
autos were assembled here as well, although some were also assembled in California
and the east coast to be closer to key regional markets. °

Today, the Ford vertically integrated model has been replaced by a highly decentral-
ized, de-integrated system'’. Instead of a single production center owned by a single
company, parts and components are manufactured and assembled in many places by
many different companies and brought to final assembly points by a highly developed
logistics system. And the final assembly process creates just 22% of all jobs in the in-
dustry and about 30% of all value added in auto.

Under the new model, the American and Canadian auto industries are no longer cen-
tered in Michigan and surrounding states and southern Ontario. Only about a quarter
of all auto parts are now produced in this region. And while Michigan had 289,000
jobs in the motor vehicle industry in 1990, that number was down to 181,000 by 2008.
Geographic dispersal is still somewhat limited, with auto production clustered in the
so-called “Auto Alley”: More than three-fourths of auto industry jobs and facilities are
now located in the “narrow corridor between the Great Lakes and the Gulf of Mexico
formed by two north-south interstate highways, I-65 and I-75'". These locations, in the
interior of the continent, make delivery of assembled autos more economical by allow-
ing a smaller number of larger plants to reach a larger number of sales sites in less time.

When did the shift to a more de-integrated model associated with the initiation of
“lean” production techniques in the American industry begin? With the 1965 US-
Canada Auto Pact that encouraged the creation of integrated production and market-
ing systems'>. Before that, auto companies produced made-in Canada models for the
national market. But by the early 1960s, it was clear that this strategy was impossible
to sustain. The Canadian market was too small and, lacking economies of scale, costs



were too high. The Auto Pact’s more integrated, efficient and specialized production
system was formalized in the Canada-US Free Trade Agreement. By this point Mexi-
can parts manufacturers were coming to play a much larger role in the continental
industry and in 1994, NAFTA further extended the integrated auto production system
— particularly enhancing Mexican participation.

Connections: Logistics and Infrastructure

The image in Figure 1 does not show the extraordinarily complex logistical system that
supports the modern highly efficient, highly decentralized manufacturing system. In
the old days, for instance at Henry Ford’s Rouge plant, external logistics - that is, the
movement of goods outside the plant complex itself — was limited to bringing in raw
materials and moving out the final product, the automobiles. In the new production
model, however, efficient logistics and freight transport systems are key to the “just-
in-time” (JIT) systems that eliminate the old wasteful reliance on large inventories that
ensured production lines kept moving. But movements depend on components cross-
ing the Canada-US international border on rigorous JIT schedules.

The deeply integrated US-Canada auto production system is a “bridge and tunnel”
operation highly dependent on just a few border crossings — the Ambassador Bridge
and the Windsor Tunnel (both Detroit-Windsor), the Blue Water Bridge (Port Huron-
Sarnia), and the Peace Bridge (Buffalo-Fort Erie). The Ambassador and Peace Bridges
alone account for almost half of the total and the Ambassador Bridge - an 80 year old,
privately owned structure - is one of the world’s busiest border crossings. By far the
largest share of commercial traffic crossing it relates to the auto industry.

We have come to think of this as normal every-day stuff. But it is really a small miracle
- maybe a large one - to get all these bits and pieces that make up all the modules
that will make up an automobile across international borders on strict JIT timetables.
North America’s freight transportation capacity is now as vital as its production capac-
ity, and maintaining efficient, secure and sustainable border crossings has become a
much discussed and difficult issue that involves federal, provincial and state and local
governments, many business and industry associations as well as a wide array of orga-
nizations of civil society. But here, the news is not good.

In the 1980s and “90s, the efficiency of our freight transport systems improved dramat-
ically, and growing volumes of goods crossed the borders with little difficulty. There
were many reasons for this: excess capacity in the freight transport industry, techno-
logical improvements such as double stacking containers and government policies of
privatization and deregulation’’. But by the turn of the century, the transport system
was heading toward crisis. Again, there are many reasons: the end of excess capacity,
deferred maintenance, rising levels of congestion, the failure of the NAFTA govern-
ments to harmonize many key transport regulations and, of course, the impact of post-
9-11 security measures and the “thickening” of the border.

By the early 2000’s, the consensus view of many experts on freight transportation was
that the JIT-lean inventory system that enabled North America to compete success-
fully with Asian and European manufacturers was now reaching its capacity limits.
Transportation infrastructure was inadequate to handle the projected volume growth
of North American supply chains'. The danger, if the system was not modernized
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again, was that corporations would be forced to shift back from just in time to “just
in case” - that is, to rebuild expensive inventories — and perhaps even cut back on
cross border integration. In such a scenario, concerns about a “thickening” border with
longer wait times would lead many U.S. companies to turn to domestic rather than
NAFTA partner sources.

There is no shortage of ideas on how to rebuild our freight transportation infrastruc-
ture and improve the flow of goods - even across more secure borders. So why haven't
we moved forward aggressively, given the severity of the problem?

One reason is that the 2008 recession diminished traffic flows — for the moment - and
also limited funding that might be used for improvements. More profoundly, I think,
there was never much cooperation among the three countries on transportation in-
frastructure — and even that has eroded over the past two years. No small part of the
Obama government’s “stimulus” funds were spent on infrastructure - including $5.4
billion on 4,200 mass transit projects and $24.1 billion on 11,978 highway and bridge
projects’®. But most of this consisted of “shovel ready” projects (in some cases, filling
pot holes and fixing sidewalks) rather than more strategic and longer-term projects

that would begin the building of a modern continental freight transport system.

Underlying this is the fact that we have never really thought about how to build an
integrated, sustainable and secure North American freight transportation system and,
frankly, no one is thinking about it today. Note that there is not a single center in the
three NAFTA nations focusing on the study of North American (that is, continental
as opposed to national) freight transportation systems'. In a moment when vital in-
frastructure is crumbling and falling, it is vital that someone think about building an
efficient, secure and sustainable North American freight transportation infrastructure
for the 21st century. But this is on no one’s agenda.

The Suppliers and Globalization

The new, de-integrated system is also a dynamic one, with complex shifting patterns
of production and contracting between Tier 1 suppliers who build modules from parts
and components (some of which are themselves complex sub-assemblies) supplied by
Tier 2 companies, Tier 2 companies building components with parts supplied by Tier
3 companies and so on. Two-thirds to three-quarters of the value of the finished auto
is now created by the suppliers, and suppliers account for almost 80% of the total au-
tomotive industry workforce."”

Recent developments have increased pressure for consolidation at the Tier 1 and 2
supplier level. Survivors are much larger and, while they are more capable of deliver-
ing what the final assemblers want, they also have more weight in the game. Suppliers
want to choose where their plants will be located, a decision historically by the final as-
semblers. Canadians, and Americans, cannot be indifferent to the resulting dynamics.

Klier and Rubenstein, in a paper written in 2009, find that less than half of the parts
delivered to US final assembly plants are made in the US by US-based companies. A
quarter are imported and more than a quarter are made in the US by foreign-owned
companies. They observe that “historically Canada was the leading international
source of new vehicle parts, accounting for one-third of all imported parts as recently
as the late 1990s. A decade later, Canada’s share of imported parts has fallen to less than
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20 percent. With Canada’s decline, Mexico has become the leading international sup-
plier of new vehicle parts, at 25-30 percent. Japan and Germany together account for
around one-fourth of parts. China’s share of new vehicle parts has increased sharply in
the past few years, doubling from 5 to 10 percent of all parts between 2006 and 2008.”'¢
Canada’s decline in the parts industry, they say, reflects the decline of the Big 3 auto-
makers and the increasing role of German and Japanese automakers which have their
own network of suppliers.

Klier and Rubenstein have also investigated the identity of the 150 largest suppliers of
new parts to the North American auto assemblers. They find that since 1994, ... U.S.-
owned companies have declined from two-thirds to one-third of the largest suppliers.
The increase in foreign-owned suppliers based in the United States has resulted from
both acquisitions of U.S. companies and entry of new firms into the North American

market”?

It is not at all clear how production systems are likely to evolve over the next years. Will
there be further de-integration, re-integration, more globalization?* One easy and ob-
vious conclusion is that it no longer makes sense to speak of the North American auto
industry in terms of the Detroit Big Three or of the Big Three plus foreign makers. We
have to reformulate our vision of the industry with many more participants.

Unanswered questions
Can we still think in terms of a North American auto industry?*!

With North America’s population pushing beyond 400 million in the next decades, it
is difficult to envisage supplying the North American vehicle market entirely with im-
ports. There will surely be a large domestic auto industry although precisely how large
remains uncertain.” It is likely that when the industry revives after the current reces-
sion, it will do so quickly, given the impact of delayed purchasing over the past years.
Replacing both passenger and freight vehicles has been put oft and fleets are aging. It
is reasonable to project a significant fleet replacement in the not-too-distant future.

It is hard to imagine that North America will be weaned off its auto fix. Although some
boomers are retiring from the suburbs to the city centers, most aren’t, and while the
goal of owning a house is slightly less attractive these days, most people still want to
have their own house. This almost always means one or several cars. Metro-transit
systems are enormously expensive to construct and are unlikely to be started in the
foreseeable future. In any case, except for a few cities with extensive subway and bus
infrastructure, most people need a car to get to metro-transport stations. In short, in-
dividual autos of some sort will continue to rule.

This relatively rosy view does not mean that we can anticipate a neat fit between the
existing supply of auto production capacity in North America and new demands for
vehicles. The rising cost of fuel, tougher environmental regulations and new technol-
ogy will almost surely shift demand away from existing capacity. In short, the stuft we
make today is probably not going to be the stuff people will want to buy in the near
future. A recent article on Japan’s auto industry points to emerging problems (as well
as potential opportunities) for today’s auto industry caused by technological obsoles-
cence. Japans auto manufacturing industry “consists of a web of manufacturers like



Toyota and Honda supported by thousands of companies that turn out engine blocks,
exhaust pipes and hundreds of other parts specific to gas power. According to a study
published in August by the Shizuoka Economic Research Institute, almost 30 percent
of sales in Japan’s 34.6 trillion yen ($430 billion) auto parts industry come from parts
that could be rendered obsolete by electricity-powered vehicles.” The article continues
that in areas particularly known for strengths in engine technology, the number jumps
to 48 percent.”

Assuming that there will be a large vehicle market in North America, the vital ques-
tions are what and how much will be produced domestically and who will be the most
important players in the industry.

The decentralized supply system we have discussed could operate for other firms that
assemble and market autos. These might be totally new companies, companies involved
in other activities such as electronics or companies already located somewhere along
the auto industry value chain. This would particularly be the case if the technology of
core components such as motors and fuel changes radically.

A very big question is how much of the higher tech, higher value parts and compo-
nents — new green engines, batteries and such - will be owned by North Americans.
The core competence of the Japanese auto makers lay in their corporate culture and in
their engineering, particularly of motors and drive trains. They controlled these most
critical mechanical elements. China is likely to build greener autos in the US. Will they
control the most valuable technology?

Was the 1990s the high point of integration and will integration diminish now?

Hard to say. On the first bounce, much depends on whether Ottawa, Washington and
Mexico City are able to work out more effective collaboration on border issues. Since
9-11, efforts to make our internal borders more “secure” have trumped efficient eco-
nomic integration. Even without “thicker” borders, however, much needs to be done to
restore our freight transportation infrastructure of roads, rails and bridges and create
a freight transportation system appropriate for the new technology and new demands
of the 21st century — which, as noted above, is on no one’s agenda.

Even if a substantial auto industry remains in North America, it is not clear where it
will be. We have seen the locus of auto production shift from the historical auto center
to the US southeast where the Asian auto makers preferred to establish their plants
and to the Auto Alley. More recently, Mexican assembly has expanded substantially
giving rise to fears in Canada that Mexico would take its place as the US’ second most
important auto partner. But some feel that cheaper assets in the old auto region will
draw auto-makers back home. One auto site analyst observes, “As the industry looks
beyond the current gloom, it will continue to search for the best value. Some analysts
are suggesting that in this search for value, the Midwest could start to look attractive
again.” She quotes an expert on auto location: “There will be industrial assets avail-
able at 25 cents on the dollar.... The combination of cheap real estate and a skilled but
underemployed work force prepared to make a deal on wages in places like northern
Ohio could make things more interesting from a location perspective down the road.”**

Another important issue is how efforts to mitigate CO, emissions will affect auto de-
sign and production on one hand and auto use on the other. How autos are produced
and used will be affected by changes in engines and fuel and by new regulatory frame-
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works set up by governments. As noted above, we can assume major change in vehicle
design, propulsion and fuel in the next years as well as new regulations that affect
how we purchase and use autos. Even when governments share common interests and
objectives in cleaner vehicles, differences in regulatory and border administration re-
gimes continue to undermine deeper integration and greater efficiency. Michael Hart
has shown how Canadian and US efforts to achieve basically the same goals of cleaner
autos can become trade barriers when communication, collaboration and common
planning are lacking.

Labor needs in the industry are also a critical uncertainty. In the post World War II
era, the auto industry was the portal into the blue-collar middle class for millions of
American and Canadian workers and the foundation for economic growth in the auto
producing region. Since the Auto Pact in 1965, the treatment of labor in Mexico’s auto
industry has been the center of controversy. While we can anticipate that a substantial
auto industry will continue to exist in North America, it is not at all clear what kind of
jobs will be available and where these jobs will be.*

The three North American governments have continued to emphasize that NAFTA is
a classic free trade agreement among sovereign nations. But NAFTA implied national
companies trading at arm’s length, not transnational companies operating joint pro-
duction arrangements within their corporate systems. Most of the proposals for im-
proving NAFTA have focused on ways to make it a more efficient trading system - like
instituting a common external tariff. But we must also ask how NAFTA can cope with
the reality of deeply integrated, cross border production systems and how it might be
reshaped to better recognize and support these arrangements. We know that what has
emerged in North America is not just a free trade agreement among three sovereign
nations. We also know that North America will never become the Europe Union. Itis a
different beast. We need to figure out what it is and how to make it work better.

And Canada’s interests

The auto industry has been the biggest industry on the continent, deeply integrated
across the entire continent, has lost millions of jobs, and now represents a critical
frontier of technological innovation. With autos, global competitiveness can be lost or
global competitiveness restored. Shouldn't we be interested?

Why don’t we know more? There are lots of reasons. We have tended from beginning
to think of North America only in terms of the FTA and NAFTA - that is, as a trading
block, and trade specialists have dominated research and writing on North Ameri-
ca. I mentioned earlier than North America was institute “lite”. That goes very much
for academic organizations. Across all three countries only a bare handful of North
American studies programs exist. Perhaps this is where we differ most with the EU,
given very strong commitment from the earliest days to create informed constituen-
cies within universities and research centers and to encourage research, teaching and
debate on European issues. There are no on-going centers for research specifically on
North American energy, North American transportation or North American autos.
North America never made much impression in economics or political science depart-
ments; certainly not in business schools. There are no journals on North America, no
business magazines.
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Except for two organizations produced by NAFTA - the Commission on Environ-
mental Cooperation (CEC) and the Commission on Labor Cooperation (CLC) - there
are no North American institutions. None of the three national governments has a
North American ministry and critical departments like transportation and environ-
ment don't have a North American desk. There is much informal contact, and regular
consultative arrangements do exist at lower levels throughout the governments. But
nothing suggests that anyone is thinking seriously about North American policies,
programs or strategies.

In business, the success in the 1980s and ‘90s in building new extended systems and the
rapid increase in the movement of goods across the borders in a policy environment
of deregulation and privatization convinced many that organizations, associations and,
above all, government was unnecessary. No one wanted North America to mirror the
European Union and, in addition, given the rising tide of hostility to globalization and
outsourcing — not to mention supply chains as a major element of competition - com-
panies were not eager to talk about their supply chains. Don't ask, don't tell....

So we wind up with a remarkable asymmetry between the North American economy
which remains deeply integrated and a North American governance system which is
very weak, fragmented and uninformed. We depend greatly on a system about which
we know little.

Canada needs a secure border with the United States: closed as far as possible to threats,
open as far as possible to legitimate commerce in our deeply integrated North Ameri-
can economy. We need better infrastructure, better regulations and, as a vital first step,
better awareness of just how Canadians, Americans and Mexicans no longer sell things
to one another but, instead, make them together.
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