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Firmes theor arce ptothe broade o detanition of subcontracting tend to be

thede that rocopnias that, for a variets of r asons, an integration between

a large enterprise marketing a conpler protuct and a host of satellite
auppliere of (tems and parts woaob o are asseroled into the tinished product,

15 desirable to ohieve the most voonomis and »f 1 1ent form of manufacture,
Firms detinliy subrontro v, uthin the seecond and more restricted definition
are those that see the o contoa tual relationghlpe méanly as a procesa whereby
“irme phed off A certarn amount of work whioh they are either unable to do
themaselve: for lack ot suiteble facilitico, know=how or skiils, »r because the

time lactor rpakes 3t neoeosary Unr then Lo use the capacity of other firms,

Types ot Suboontoo o ting

subconticotinr may Caks three distinet formg:  cceonomic subcontracting,

speclalized aubcontyaoting cad cam ity suboontrecting.,.

(&) mg!:}:‘_‘i')"itif‘f-t\‘li‘t_l":m_*}‘ﬂa: Phi terr could cover all those forms of
Aubcontracting where 1t eraidercd more cconomic or a means of reducing
costa, Lo have o namiser o pa tn enterin ante a fini1dhed product or operations
needed for its manufacture, tone outside the firm, The most obvious ~ase 18
where manuf~cture sutsite the firm 1s cheaper becaus: the juantitites required
do not jguctity the inve tments needed to produce the 1ten an the most efficient
manner.  This covers beth c1uations where additicnal ¢ quipment may be needed
or where, althowsh the o quiprent and laoour necded are available in the fimm,
tooling or svteup conte are prohibitive cost=wise 1n view of the small batch
B1T¢ o

Some of these capes arc clear=cut and cubcentracting 18 cbviously the more
economic cholcy #lnce the cast ditte cnce 1o conaindirables  'lowever, accord-
ing to some iy firme, Lhere are sany cwoce whe v the decision on which
choice 18 more cconemic i .ot so straight-forward, being 1nflucnced by such
lements as costing systems, inter st policy, depreciation -.chedules and even
by such complix factors as capital availability and the existence of
alternative anveotmont postabilitiise  Some managers of larger contracting
firms hav. cone as far as to state that, .iven certaln policics, some economio
studi-r show that ci1ther of the solutions = cubcontracting or production
within one's own tactories = can, under different circumstances, be the

more economice It 18 because of the difficultiec of making a purcly economio
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employour. Gaall firms csually nenage to kecp fringe benefits to a much
lower figure - often uo sore taan the ctetutory oivlimations of social insur-
ance paymnents and vacstion = and Do laoonr coste (per hour) .econ. apprec=
1ebly lower taon o the laree Creoy Phas providines an sconoalc advantage

for tuae subcoontractor, wlwooe acsaing taat tac croductivity 1 ine snall

firm 15 uot so low a5 te cacced ouwl Lhe adveaalages of tac lower hourly

labour rogt.,

Probably the most 1aportant factoer creating sltuatione wherein the
pricce quotcd by o sibcontractor appears a-preciably lower than that at which
the item could be produced or the oncration bu carried out within tie larger
plant, 15 the preparciness of the e 1l eontractor to nccept o lower profat
margin. In somc caces thio any Le ur. Lanesinary ihan real due to faulty
cstimating and a poor costing systui Also uite aften 1n small owner-
maneged fricily firas, wvorheads, aanagerinl calarics ~nd profits “ecome
intermingled so that 1t is dAiffreult Lo distingulsh botween these 1tens,
especially with inadcquate costing systems comctinmes deliberately left
vague to allow acnipilations for tas purposce. "atever the reasoning or
explanation, 1t 1s ~ fact that tne sonsideratly snmaller sargin allowed for
between priac factory cost (labour piwe anterial costs) and price in the
cage of smaller [irag in relation $o large firns 1s a srincipal reason for

the cconoate advaantases of subcontiracting.

Altho el 2ll aanagers of large 1ndustrics will state categoricaily that
they subcontract work only "if 1% pays to do so", further cxamination often
reveals that purely cconomic wotives — or rather the narrow objectives of
saving moncy 1n a particular sltuation - are often of sccondary congider-
ation in tie deelsion to swocontract.  lost subcontracting today 1n 1ndus—

trialized countrics scuous to be of the specialized or capacity types.

In the case oI subcontractine for cconuilc ronsons, technical assistance
from the larser contracter to the samaller subcontractor is less prevalent
than 1n the other types of subconiractiag. Incvitably, wien the dcecelsion
to subocontract has been bosed principally ou o desire to save noney, techni-
cal assistance fimur.s as o cost itea for the larger firm, which cen vir-

tually eliminate all the savings.  However, there arc cases where technical

i
i
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This policy i1 usually fotlowod not oawrely b =iy - e bry cost advantogre
but rathcr to cnusure that all facilitios withion fue v oo uanod ntoeon-

petitive production cesto. [ that cose, sweontracting o an weonorac tynu

crodietao s ot bt beocon=

is used with the Long=ter o view of farelas ol

§ stantly cfficiunt ~na corppretitives,

(b) 3pecializ.d Subconbractlngs.  In dhis coue the laree anterprise

gives out worit tu on 5 tridey Firn becauwse 1t focls tani 1t dous not have
adequate tecanicnl snow=how to selve the aanubfeeturing provleas tteclfe 11
may nct be able, ~loncy to droaw up tac full spcerfientions for the 1t cons-
cerned or, if 1% is able to 1o o, 1boany loe. the nalic or cauinaent o
mecet the speciiications.  CfF eoursc there arc wang cascs whore specraliacd
gsubcontracting hac alsce ceononic ovartones, Areacly 1to1n nrmr worc CCononlce
to givc the wor: out. dowever, the prisary reason o anbeontrocting 1s,

in this casu, the fact tht the aapeontrector Lo o oe pendnlisoed boocarry
out the wors thoa th asir controctor who Loy Cooon v sawied ana

different ficld of activity. Sometime:s, the subecontrictor may nold patents

which give him exclusive rights to the production of cerluin 1utimse
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gtances 1t 15 ot Luralotoe that oy large firae £ 1t financially
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of the jobs involved,

Iu gpeciallecd sudcuntracting, tae probloon of g.atity and tocanicel
responsibility 1s puraee t. Lo v casen tho price fuctor, although wwer
pruscnt, is o sccondary considerstion. Sea itar-c fir s waic. arce technically
equipped for this purpesc prefur to wave all werdk done o thoir own gpcific-
ations, clai 'tvr th.at sinee tho acs prodint 1g sold weder thoir trade ane
or since they reccived the order froo the custoucer, as the case nay be, thoy
and thoy alone can bu held respensible £or any coaplaints froo the custoaer
1 respect of defeetive workerasiip or failare te function as laid down

in the specification.
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One larse menufacturer of transport cgquipment in

ated that top nanaguecnt was cven considerin J1Vies

smaller firas that to. Loree  ntroctor will tabo oo

on a certain percentace of toae avealacle coupooity

tins lotavery

will have creaotor Cloxcbalaity an oo

advaelicn L

crty sooas to

. ok tine tor larce

dustorn durope 1adic-

maraatees to those
phuon, B b Soeak,

Thie lotter tyoo of rolationshds 10 shold Lao wxeotion. it capacity
subcontractin: 1o vormarly 12 very coort=tors waoio. Hin. lar-. ohip-

building fira in tac tnrted lngrde. showeds statistically, Sist b Wb vl
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200 orders given out within o uonth, 3C per cent had buen of an urgent
natur. regulriig the were to bo coapleted within o weck.  This 1s not a
anlque siteatl n. Althoth swen tecariques as Curt oor critical path analysis
arc belngs asot oore cnd ore by oosaoaceacats of larce firoe i carrying out
large .rders, caorgenc, s:itotloes are stile widestread and the ancunt of
SHort 10tice .00 L iPas il LecTuases o.cotantiall, oo firas fall behind

1n their ache il 2l Taee oo of aoiwil!l mad von conaltics for late
deliverics.

A

A olrendds 1nlieat d, czoacit s.bcontractiilg tekes place aut only

e

i 4+

when toore 18 .o cverlacl. anoacany for o doane $he werh in othe larse firm,

but als. when carryint ot the nrd witlos btoe fire would involve 1ncreased
custs thrivyte VODTINL Togy WNTS O CXDGUSLY. Juet-sp operations, oven though
this uay als oo consrderoa = fore of sudcontracting Jor ccoenoillc reasons.
In zonc cou.tri g, Adotrin £or cxasple, .vertime o0 weoxdays rune os agh

ag %0 ouer cort wbove auraal wege ratos and, o weekK-onds, rcaches oo 100 per
cunt 1neremeat.  Situztl o cach e thes. aage cubconiracting smuch cheaper
than overtide worc. DL oaoc arTuacnt wnlices 1o Chac cases wier tlhie need

to owor . nlgnt shafls crisoo.

In feneral, woart Iros the aore advoneced planning - o—cperaticn aen-
tioned above, wach 10 otiil cumparatively rarc, capacity subcontracting
15 the aost tater 1ttent of all foris £ osubcontracting and the one offering
gnall firis tio lenzot sceuritys.  The slisatest fall-off an orders or cven
the tall re to see.re o ooincle large oracr cas result 10 cutting off this
type of subeoatroctiore  at the Lacc thog, tuers 13 2 sessibility thaat whoen
capacity sutcoutractims f£or particular types of work bteco s substantial,
Soue aalagers R, wWVocats,  LocCLn 1C T 1S, 2 erease 1n the capacity
o the larce fir: 1tseii. oro tue sell fir 's vicweint, the readiness
t take o ocoeonolty g.abe atracting at chrrt astic. calle for a feat of
Jugelir s witi soncduie o0 rdors 2ad ocala. loodlar whica osh snall
industrice, desmite tooar Yottty ore oot acio bt serforn. The siall
fir., 13 fto ofraii t - deeinr. thot ot ~aonot wodertese o crder when asked

to de 30 at chort aottoe ©or fear f Loeosunes 1to o oloce onothe list of potential

subcontractors of t.oe lars. tir o The reguaet 1s theat soactiacs the snall




industry taxes cn thce work and 1s foreced to fall beiiard om ats o ther orders

or deliver thc worit later than the oerccd date, or, as an nlteraative, to

subcontract 1tsclf.

In capacits subcouniractings tio 10 tiic vital fretor ooy tzalare to
dcliver thc worlk on tlae 1 = 2ardisal si0 vttt Lo termive s Ly b o
fira. Price iz 2ftoil o sccundary oo cudoraty noior the largse ir ol to
work may be lucrative thor e 3ol rvirm, oo that eopacity satcontiracting
may oe quite ronuncrative. Lo oowost cools o whers wort a0 woatoil b urry
the lorce firm 1o reparced B oo sonLooac. Tae oot geelonlel na narncriong

.

subcontracting relaticachars svtal, wien the Larse ira e wrre saitle 1o the

N

snall firn being adoguately conpansatos nuot cLly oo cover '3 conts but alee
for being avorlavle to carry b ts woer o inodaffieddlt mpcuastances. A
rclatively larec soveentroetor will coaally e alble b ziocen fhe btiae an=-
volved and +o ‘mow what 1s 2 consonaile sriee tor the work awt waal 1s
gxorbitant. At thae saue tiac, aoay oubeountractore realias rtowould ve short-

v

sighted to exploit the situation to. saen since tian uytht reooundl Lo their

fa

disadvantage when wors 1s less plentifol.

This type of cubeontractings 1o very gich a local or, at the aest, o
regional affzir.  farge firoc doeooot woet t0 0 far Lo thelr capacity sub-
contracting foarias 1.as of coutact and coatr ) oor awis tras unduly expen-

51Ve, c¢speclally wWhore hoavy trans rt eoste acht bo velved.

It 15 clear trat, althogh there e dictiaet Liftrorces botween thesc
main typus of suvcontracting, they cxuot oo conplotoly separated froa cach
other.  Sowv suocontracting rolatiomsal s nay have <lewnte of two or more
types; for itastonoe wers ooy bo give. oot too zabcontroctor betn for lack
of availnble caszcity ta the larse plant and becausc f the specilalization

of the subcontracior.

The Subcontractic: ilulatinsiiip

It hae boen ac:aaud  atil now in this pancr, for sinplicity, that sub-
contracting 15 z2lways o rolationchip botwoeen @ large contractiing fira and a
anall subcontract r. This o of course act always Lic cace.  osubcontracting

gocs on alse betweon larse firas and btetween sonll Diras wad trere are 2von
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ragsus whor: the eontracter 10w €
contract.r. This, [r instance,
finishin:s to tuc litlar T1viciou

froa the foundry

1
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to bC L o

Contract T o . Ll

t the cag. ¢ 4+ 0 ler-o I it
shoups thaot ~ee ©orood b Sou

peration 1 tie raeility

4 inued
find 1t ceconooiealiy too uts o oavan
v oda the vooe f oprocozuo

volune

facil'tics.

Thus 1. the reality 0 e 1
pattern 1y wideoproad wierauy
contracting wrder oaly toos0 L
The attitude of 1oz lorce coatroe
take the view thiat tris s wac
contractor to wiio.o thoey Jave tug
quality and for dclivery o it
introdace @ clausce . the suocont
gubcontructing 15 ot
The reagon mrven Dor tuc 2ore rog
control of thc worh ~nd dilubting

quality and deilvery probloss.

Yot mactiner reacon adveaced

€t le coucery, o lung as the

corictted without

mall firm: aad tic lars. firs is the subdb-

Neopear whon sanll firne send oroducts for

£ o lar-s. cotorprise or ordoer castings

Tho lodusieicl strectare 1 5o coaplex today

{ oo, L oasl soalig tues as e policy
tract rr.  aioioreac. nas tlreeady soon aade
ot we T ey, rore , cachiae end lating
seonenically the cone-

Jartith

Gintlarly e soall Tira aay

- A . . pee T } N 3
tace b tans o crders whaeh, cilther 1n

Lo emiiooont aeededy aw beyund 1ts owm

Adentrial sltustlon Lo

lustern Jurope, tho
Codiais or ooanly firm takes o @ sub-
A 1%t 1o other snmall factories.

ti1ag firas to Sonc

g

tois practice daffoers.
aliy 3ub-—
worl noseses all the rosponsibility fer
O+ors do ot tolie g0 brood o view and
ractins agreo et b tie offcet that further
srior arocaest of tho contractor.,
trictive aporeach io the fear of losing

responsitilitbyy wilch cue caly result in

t liaitioe further subcontracting is that

of industrici scerucy. The sibcontracting roiationship 1s necossarily onc

of mutual trust. el tafornation

tomers arnl its oroolcos can Lo olieited throws

itors have tee hews to utiliae

firas foul that tiooy et

N B -

o1 lapss fira's crder LOoOK, 11E cus-

its suvcoatractors.  Compet-

t s mource of 1afcraatior and seme largce

-~

o4 ooli firoas wiich are goilnyg to do work for then

and authorize them t¢ do so, oven if tias 1c arraigcd throusn the iater-

mediary of anoticr subeontrozctor.

o B




An intercsting sidelight on this aspect of 1ndustrial scerccy wee
afforded hy the statcaent of onc fira that 1t wes reluectant to subcontrect
vork to a small firm if the latter 2loe took oo ordere from other lovc
competitors in the saac line o0 buciness. o siron; creforence wos showi
also by cther larse coutracuy rs o hav. as suuc atracters canll Piras that
do not denend £°r aure foamn Hu oLor eort of thoir erders noany siacl: largs
firn aad which als: ~btern ~rdure froa fips wvsadetaelror norn=coooctiae
products. Apart frua the ceerccy ~opcct, oo clibl el nave iz eloacd for
such a palicy was that o shars deelino 1o orders o r o recosalon b the
sales of & particular sroduct would ot hzve such far-reaciaans ofrfeets oa
the ccononic futare of rny sivwsl. somell subeatroewor. Theo o saell faen
depending totally on stbeontractio fooa the avtor Lile iadasiry voula ouffor
much worsc fru. a recesciond 1n tho vioideoo aorkot .0 o fars obtninlngg ot

least half ~f its orders froo another broaach of the cnglroerig: baiustry

would be in guch better nositi oo o0 seatior thooo anrket Fluctantim.,

A furthcr erguncnt agorast allowis o oacltiple subesitracting g tho
reluctance of lerec firas t -lbow o sucontrooct vt gudee the Ltcehnica
competence and reliacility f tho gocoacory oovcontractirs. A nistake in
the choicc »f  subcintroct r can Lo very costly, 1f wot rainons n son
cases, and tac azin contracting fira that bears the orlac cesonsibrlity

for thce complution f the rdor fools thot 1t omst 2o ve tols chuolee 1hsaelf.

The question of autual coafilence 15 7 10T 1580, oot large firas
which scbcontract a greaf deal nnintnin stroatly that the "Lad ld days"
arc lonz past - at lcast 1n worth Artea il Justera nreoe = whui large
industrial corprrations hopt thelr suppliors or coocontractors i o stato
of continuous "scrvitudl', ju.valoa thoo 1 prices ced Larlatoning o irop

them frow the list with the prospect of fanaactial maaati oo for a coaparatively

small failurc to Loun to an iglrecacine.

Thother the situation wes over 28 bad 20 sonctlocs ainto 1S diflicult
to say, bt 1t scems thot a aore narih.ilos rolationchly now oxlets lnoaog
industrics botweer the larze coaooanles aad thoir oupplieres ad suvcontroctlors
and the former aove learned taat oaly by croauim on stnosshers of oonfidenee

will they get tho best results. Thoey arc tiorefore were prosarcd, within
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certaln linits, to Jffer help, guidence ~nd aiderstanding of the probloms

of the saall supplicre or cubcontracterc.  The lualts are imp.scd by the

fact that the blyg o ot wors woder gredl pregsure of computitiun, arc
nut charitabl. - recarzoti oan ~d oot anslst o high stondards f porforuance

on thu part of thosc wie wers ©r oo

A ouxan 1o f whrt 1s considore! frar troatocat ano thas rolotl aship
18 provided oy tie attituds v Lenaltics. sany Lo rtant Criurs arc now
given to lorge firas wita o str g wonmlty o lowos coverning oy oiat of
indeanitics (somctiacs f substaatial neturs) Lor late deliverics.  Sone
large firus in such sitiuations wntroducc conlty olzoses o1 thoolr cdb-
contrectiys arranteast b clal s Lot vacy WAy 4, o teeot thoaszlves in
this way. dcwever, of cven conter simificice 23 ar inticat ¢ f the
attitude to thie subcentiactine relntiovshl s thot s e o f thuse flras,
when faced with o penalty clause ©or late delivery, lLaslst on balancing
this with a "bonus clavse” fforins o shecinl prooia for ocarly dclivery,
ospeclally when this 1o of advonteg. b the \arg. contract .r.  Simil-rly,
gome firas state thot they are always roady to groaet thear subcintractors
at least the saac paymeat tacility oo ‘rdvrac s payacats, oredit errangenents
etc.) they 2re fiven by tacir v custoacss, ~nt eve. tre o uaprove on

these terms. TFaycats are fien cited 25 2 problem 1o subcontracting re-

—

lationgliins.  Soue sanll firas coanlaln bittorly theat thicy have © walt an
inordinately long tine for the setiling Af debtn vacurrod ry tac lerge firms
for subccntracting. However, acst larger (iras deny this aad state that
thoy scttle thelr accounts neonptly = ften by the onth - and even nake
advences when justificd tfor aeterials purchoscd, proparation f tools ur
dics or for larre rdore t-.tae Lonser e ls e complute. The coaplaints
cn long delays seen to b dirccted against o fow l~rger tirms, including
certoin cnturprisces ran by g overnoent or public auth ritics, but even here

a change for the botter is neticcable an se o placus.

Confideace d s vt iear nly thnt the contractir belicves that the
subcontract.r will do cverytiia; 1 his power to uphold the letter and the
spirit of tlic agrecaent botween thea. It als acans tiat nll the doetairls

of orders, specifications, desigis, i1aformation a1d such practical 1tems




as toole aad dies provided by the larze fir: will oot be cbused v wy way
or pasa int o the bands  f third crtics, whet'vor thor be ctentainl oone
poetit.rs 1 tiur sucli vdustrics waoc o Loowle oo thite weterial
1N Su. Way. oo o slraets e coviechitiy ey orrens stroos o the
intasrity o f the suocon byt toas L g CLoe Pt e tbechicad coa-
petence i Gl EEA S N ot LIPSER TR A corercl o dboaye e bt
oatug ricall, thar thor ww tee Locwn derotancdon aied o0 nooco=tiae detfaald
sn & deliver,y Aot r poal oty Sl brds cors ar thor an oenoo

cxtenuatin,s cire. strneol fre 0y 2x loin ,.i‘ Lol oV WY Lo o owelt

an abtusc of oo fridcieo,

The ~ttomt 0 tar . toneat ry cdventace Foo o intoraetion »agsed on
to o1t oA osabo ctractor . A Tora oo all o iadactrral iost osoae bow,o rary
benefit. In the Loy o it wibi doctr v oo afvbes 1o o oo e port
all lar:;sc ¢ oictroctors wioo piiotly clovel o M erapovaead botuweors thenselves
te "blacklist" o se Wik ol Lt Lo caeo orenaeor. Jtany large firas waintaan
contact ever with thoir oo tert oo owtitors v cooure that sube ntractors
d0 not tonefit e thoar osieoractices. Lot have buen oased wWhore gieel-—
fications, tocuwical 2ot Lo o rooven t oo iven W e subeontraeting
surposcs have ‘woen uscl foote sobe sdrector b oroduce aoe oy ol tiw ttui
in a1 effort t Yoe—nass to lorse Droan oo way. Lo fow enser Lhe
gmall firus 1rve »r cperc! 1 thls way, wut for ocach one thab as, ooveral
others nav. lest tuc.r subcontractin: role wite at echioving: any zlternative
compensatiorn froo the actio,

Selecty n 1 souc ntract s

Thors are soveral fectors that influene. the sclzction of subcon-
tractors. ' 1 toe loost Loertant is the owpracazatlon within the lorge
contractins firm 1te.lf, wic! nay roeflect the Dhistinetsons botweon the

diffcerent tr oo subeontracting.

Sowie Larre far have a well= rranized controdyacd purchasing division
staffed by techacolly qualificl exowrienced tuyars, purchasiag agciits T
procurcacnt officors, as they are verit usly callel. Suoctlacs cach deals
with a wide rano i tteas but, 1. ther casen, the, are soocralizud 1n

technical groups such ag sloctirieal, aeeafercal onosinoeran: otes Inosuch
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o purclasing ~rganization the rooponsibility for subccntracting may be
allocated acce rding b the gpecialized responsibilities of the group. Thus
the subeontrocting I nccho ionl nert would natorally be handloed by the
purciiasln ¢ fficer ox buror res, wsible for accheaaicsl itens.  Such an
arrouare went hew e advi b vied roclogor rodationshil) and @ COmon
tcehnieel las age dovelo o botuoc tho lerge Ul and o Jroup of subcon-
fractors. S0t oaoagi asr. e mn e froov tihwe . tlac to the cenginoccring,
teehnienl orocloonh advicion, o8 P enae g be, technlcally specialized
mrchacl.y purs nhol ore ek Lottor aule Lo asscos tac canabilitics of a
potential subcontroet T and o arure aaal there arc fower misunderstandings

o orders and rooare watls.

n guch circumstoncee o well-run purcnasinegs .ryaoalzation nalntains
accurate up-toe—date date o Ciras 1n thie reglen and Cvead gcuctiacs cards or
files indicating what they or. Aol 1o acamfecture, wiant cperations they can
undertake and soacrally wooae © ments o the firi lo gencral, 1S managument
and its roputatilon.  Suue larire firas, dependent to e great dexrec on
supplicers and sube ntract. rs;, - wly VTY complet: records on fir as which act,
or potentially angat set, 1o tiis eapaclty. Tiore arc critical surveys of
any fir. wisiilig oo b coawidured as o suboontractor, siving details vasoed
on on-the=-spot vicit mad ligcussling, i eguideaty work undertaken 1 the
past, nanagoa...t systuis, ltuvel of 51ills of weTasrs, Lpressions ard 1in-
formetions i osaluty, o USelee g, 1zbour relations, [inancilal intcegrity,
planning; systenus A4 ec a. .oscordgs ere koot . f #11 gubcontracting cxpericnce
with the firo, rolatng b sorfurasince, delivery lates, quality as wuell as

prices @ ted 2. ¢ opdrlsol Wl Ein wbiler D118

ALl theoo dete sssiost o purcaasiy; anio te chicose a rcliable sub-
contract r. O thic wesly S 4he iniormetioa in tho records, subcontractors
may be rat.d so tant fir . with t - rating arc first ciwices. Firas with
top ratiug oo Do c1veln woro withoud tendering o recourse o speelal
authoritativ. firs comaltiees oo thor decartments.  Fions with lowcr ratings
arc . nly givein woriotor it tently when top-ronkiag firns are not available.

Orders to lower rating firus arc subjoct tv coamttec approval.
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Not all large firms arc as well organized and some arc centent to leave
decisions to the discretion of thic purchesing group based m perscnal contacts.
However, practiczlly ~ll Firas hove safcruords in respeet L compotitive
quotations for woerk abeve = cortmin fixed value and spucinl procedurcs for

approval of nuw ubcontract.re.

In scime cingineering fairag copacity subccutracting 1c taien away froa
the purchasing T procurciicat deoartaents.  The resynsivility for thie e
given to a specinl subentractios oo up wit o the production ~lanning aad
control departucat. Lo tis way aunc. ntro~tins  fficers with oractical ox-
nericnce of the werk to be nven ut achedule tie worte to catsude suboon=
tractors As thoug tac fneiiitics boing utilizod were cxtension of tho
cepacity f thu large fira toolf. These cubentriceting of fieers waintaln
lialscn with tac subcontract.rs, irui ul difficultice and cnsure cffcctive

follow-up as regards delivery aad uality.

Mogt largc contractors asintal. & roster of ~Approved fieas and clain
to have ail undcrstanding attiinde towards tiose fairas within the approved
1ist which fell below accoptable stondards of poerfurmanice.  Coslractors
maintein tiat 1f o saall fira; whicn oo perforacd setisfactorily 1 the
past, slips up ui delivery or quality ctacdnpds oo o carticadar order, thoey
would atteapt to find cut the reasvis il S bl sitnation werraated, aight
try to "give the fira a rust! For o lusitod period bat woold dofinrtely not
"plack-list" the fira, waless the fallure was rudcated aoere than once.
After two or thrce sucl expericnces, o fira a1sht b drepped bo seeond or
third rating. Of coursc the coeration of such & ogysted depends on thoe
availability of qualificd subcontractors. Lany large Tiras complain that
whan work is plentiful or urgent tucy have to po satisficd with subcountractors

J

who do not reach thic highest ctandards.

A special difficulty eoriscs whon new small firmes try to obtain work from
a lerge firm thet elrcady has its resular subcontractors and 1s satisticd
with them. Ccrtain large firas adnit that thes often o not pay cnough
attention to thedaias of newcomers who satisfy winl.ia conditlong and who
seck to break intu what amonts to a sort of "elosed shop' f subcontracturs.

One large engincering firm in the United Kingdom states that in order to
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widen its circles of subcontractors it lcops sonc simple orders fcr now
subcontract.rs with a view to trying thoir out. These first orders arc
critical. 1f werforasd sati1sfactorily,, the noweoner cea hooe ultimately

to rcccive lerger orders 2ad finally becunc o regalar subcontractor. Sxccept
when capocity 1s in very shiert si.oply in a district, unsatisfactery per—
formance on ~ first trial order ca sostpene indefinitely thc hopes of

regular ~abeontracting AT

Subcentracting Lxciaad, b

-

Une of the aotheds whieh iz arousing intcrest as 2 acans of cxpanding
the voluwue of subcentracting is thc subcontracting cxchange. The first

ngubcontracting excnan" (’o_gu.r::,c do S.Jus—@_rai'tancc) woos set up in Bordeaux;

Francc, in 1960. Leter a networic of sueh cxchangcog vas cgteblished 1n France
and, with I'renci asslstance, flve cxchanges wore scet ur 1n Spoin. Similar
ingtitutions arc also to 9. found in selgiuw, Denmark, dolland, Sweden and
the United Kingdow and consideration is weiis given to sotting up cxchanges
in Greoce, Isrccl, Iandia and Turiey, 28 well o3 1n soac couth Ancrican

countrics.

gtatcd bricfly, the function of aa oxchange 1s to bring 1nto contact
enterpriscs wilch want to subcontract out wors aad thosc that have the

capacity and thc ability to carry out such wor'..

Despite the claborate rocords that soac lar~c firms naintain, thoy
may be ot o loss to lmew who can carry out Cor thea a particular operation
or nanufacture souwc cnaponcent. An oxchange offcrs help both to the contractor
and to the siell industrialist looking for woris to utilize his capaclty.
Becauge exchanges work predoninaatly on increcasing capaclty subcontracting,

in the United kingdon they ar usually reforred te ae "capacity excha.n;‘;cs".j/

often 11 tnat is noeded is an inforaction systum wicrceoy those who
have work to give out caa locate thusc who have the capacity and cquipment

t. do it. This is coverad to sooe extent by the issuing of regular bullctins

- oy

1/ A full description of the operaticn of 2 ngubcontracting exchenge! 1is given
in the special paper on the subjcct, "The Subcontracting Exchange', by
E. Ddwards (ID/WG.41/2 - ¢D/PME(69)1I). Scc alse "Subcontracting — its
Role in Industrial Devclopment', poges 36 and 17 (ID/WG.41/2 ~ CD/PME(69)4).



or rogistcrs by organizetions Ziving infornatior o firag, o thorr cgul pment

and on the work they erc preparcd and able to andortabo. T lngdiaooring

industrics .sscciaticn ad its varicas rotionel sroaps an b on ted wignd

isgucs a handbo: .. of 1tusiocd oroducto cad o aent e we s aaforo o

on available cepreity. 5ooc mf raty oo slee rvesoowie e f1ron ar
ablc to do on tho basis o oot wXperioncs. weve r, o rantinn Al
not usually wdicete Cxactt o Ny e onrncsrty thoore cyvat bttt ornoa tivea

period or any detatls on cosis. Ghie as o nbtor thet Srill ohme e e
followed un by = firm wichine to centract bW T, Dos tanafee s wrer!
Association in Copenhagen 20d 1ac Bweaacn o tid oLatactarerst Ass cration
also put oub nferintaon o thie sort, vt oo arently raclode an luter e od

information -n th. cavacity availabl.e) ihu thio oerations of thoeo. a8s c-

]

jations coac closer to throoc of an cxshings .

Sone thought has Leon gives 1 dafforent coditries, o tably i the
United {infdud, to the ostablisuont o0 a larg. cooput rised viformation
centrc wicrcby firms would be able t obtaln iformaty v oooiekly o firos
throughout the country that coull corry ut aoetroular cubeontract vy Woeras,
The iinistry of Techrivlo ;7 1o Londoa, fooline bt v miter luserved Carther
study, sought the heln f a well=inown firee ' c wosultartes Mo tindines
of the consultant fir i wer. that taerc did oot oxrsh 1 the Pnrtoed Tingriom
gufficient deaand fur such cuntralized inforuaty oo and thet ta X sty
channels were adcquate to deal with aost of the srotloms. The T iogs 5 ovi
to sihow thaty subcontrasting oxc .onges arc sartieularly asel LI o v
capacity subcontracting problems, thet 1s, booacel caermenclos witi ahort
delivery datus. There 1o a liarted ficld L owors £rooxcheyres having bno
techinical conpetenc: for proacting < ceralized cuocintrecty oo, bt the Sarveys
show that 11 the course f tiie, aftcer an 1mtizl cntact, the laroer t1r.as
meintain their relations with the specilalized suve atract ry drthoeat furtaer
recoursc to the uxchange.  Opcelal situatioas 4o arise tr- troas btk

for instancc whon a lapte new conplex of indetrice oo vel oo e fws arca aurd
needs to ostablish first contacts witi potontind subcontract rs 1o the

digstrict. This 1is what happened to tiae first "cubcentiractioer axchapgee ©r
the Bordcaux arca which, after scveral vears f cace sstul ceratien, consed

functioning when tic cuntacts 1t had helped to create devel oped further
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without nced of at intermediary. After a tiie the nain assistance that

such cxchanges can .ffur 1s t. facilitate short-nitice subcontracting.

Sikcentracting throwzlh cxcamngos apponrs L be very weh a rogional
business. As statcld carlior, ost larg. contractore indicat. that they
prcefer te deal wth firos located close v their fact ry fur rees.ns of
cost, transp.st, ¢ nutr 1 _te. tThus ecloorias unee fanctions or subcontracting

oxcheangugwould geierally weors aluly on 2 regranl vasis,

This 1s ,crticularty btorn. 04 1n the oooratin © one of the succussful
subcontracting cxchanges, that ot sency for tac Sactorn regron of France,

particulerly the provine: of Lorral..c. This subc otracting oxclange has aot

Lo

only survived but contuaics t nlar o gice.zsful role wecause 1t has beeconc
rooted in the regronal crranizaticn of the sosincoerin industry of the
provincc. The director ~nl e sonil staff have ‘ccoae accepted as a place
to turn to for quiclt aud accurat. infoernati oand advice o where and new
subcontracting can e iven oat. el waperiant still, frooo the poant of
view of the suaall subcoutract r, the cxchaneo zdvisce no0t only where to find
work, but alsc hew to nac. ead proesent estimat.: ziid zeacrally prevides hielp-

ful advice and juirdance on 1ater-industrey relation.

The auw ot of werk avarleble f r osube ntractin - aad th. recadiness to
put confidence in an iater.cdiary nay vaerv froo country to ccountry and from
district tc¢ district. However, 1n al aosc cvery district withy a reasonable
basc ¢f 1ndustrial dcvel puent - and thi- asrlics azlse to nany developaing
countrics - thcre 1s a nced for sore inf o rostion on which firas cxist and
what they arc ablc to do, .0 their reputat: ns for perforning to specifications
and on timc, and cn the capacity they heve cvarlable for worl of different

typces.

This nocd was cven awere ¢ iphasized 1 discussione with larg. international
corporatiumms cngaged in scettin- ur manufacturing facilitics in developing
countrics. Large aat acbile ranufacturcrs have surveyod coertain developing
countrics to find out what oo unt of work could be undortaken through local

manufacturc of coaponcnts and the carryli, ut f certaln processes before




A

eabarking on oi investment in an asscably slant foir vibiiceles 1 thal country.,

Large radio and tilevision azmmfacturcrs raced the case robles aad als. firms

undert aaing 10 rtent developoent orcicets ocn 23 b coastruction of Juwoer

s

plants, chuiical factorice or talr larce iadistraiol nderi ity in ~ll

Y

thesc situaticas tae firas concerned have Leon srosscd ty - veraaoats te

g

nanulactulc 28 1Ch 28 Jobodeio 4. wae ©oweily wdd o ctiblio. 20t ta0 froll-
y

¥ —
1tics ~varlaclos sl T s lor connanlos nzintzl thot in seny onses
those whe handle the acgotiations oo the oart of too Lovel ol ¢ ontries

do not fully srasp the difficvlticc inhoerent 1o the v duction of o d1eCe
of Cluctronic cquipaent, on automebile or sort of o connlex chemtend
plant. Thire 15 taeref ro o tuadecey £ thoae - vern wat L fivelnls to polnt

to thoe abilitics of veryr s f thoir 1oeal troir.aculs wnd t clala that

a greator part of the  perati ns can be perforncd 1enlly witheat having: any

-

definite 1afermation 0 what tae real canabiliticz T 1ooal anifacturers arc.

s

There 1s ne deubt tat = oaors reliabl. of poatien syseoa, ruving detoarled

data n the cxistin: firas wad o thaelr oneriiy oad collity, will help
foreign firns that ohally aove to sronc theoan costly trinl and orror b
find nanufactur.rs abl. t. collaborate o dloir orobomtios ovogranaes.  This
18, «f crurse, 1. cddity oo the Loacstie neld Cothol countrics to orovide
clcaring houscs between Local arnufactarers of diffiroent sioes 1n oorder t.
achicve a bettor wtilizoty o of cxistins wndustrial facilitics throwch a

greater voluie f subcontractingr.

Concluding Ruuarks

There 15 00 doapt the the less 1adustrial *raditi a2 in a country, the
less evadeat thic ataceohere  f aut el confidonce which i3 wssentizl for
establisaing healthy subeoniractin: rotaticasaree. 0. lack of autual ~on-
fidencu 1s furtior indlucnced b the wbsenel - F acs. 2o stendards 1o respect
uf such vital fact ro ac ~uality, dolivery 1otos floascint trexsactions cte
For thoesc reasons 1t 1s wiliicly tist any s.o0cctr-ctin: wxclim r clearin:
housc that puts tw fareo 1 coutacy ard ' oovls oot Lo tite ¢ ntracts
betwoen thionselves woule  lay o siwnfieant © oo 1o Govel o countrics
unless the lar:c fire v e oL sublic institotr oo ar. roady U take th. long-
term view and Ao projer.d to o rOfer euidosiace, tochuien! assistance, and to

cvidence a 2tient hel oful attitude,
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It 15 pr.bably truc that 1u the final @ialysis sach a dovelopment depends
morc on the large firn than on the saall oncs. Soite large internaticnal firas
arc orepered booaooopt gubc: ntracting ac tas price of cotering into th. narket
of a dovel o1 coantry i v nehicve the o Jd-will ~f t.. covernacut and
wndvatry £ttt couitry. Mlany larcsc aational catreprensurs L the develeping
country arc still strugslineg to achiove aboher standards f nanagenent and

tecanical o ..teac., 2nl A nlt r.o~L, tooaloot suci a lag=ters o int cf viow.

N

A feoliag of inscenrity, 2 lack Lf trast in the snall firs, and a desire
to be Maastor f his own housd" oftea lead larce cnutacturcrs 1 thc dcvelop-
ing countrics, ond sthctlacs als~ 1. tae adveancecd countrics, to rely on their
own fecilitice o5 quch ac tacy can cnd to swecontract out werk only whon they
have rno @ taer alt.rnative. 1@ saeh situctlions rovernocnt proessurc = and cven
cumpulsici — aay lay a role in caznzing; this attituwle at lecast 1o overcome
a difficult phasc 1n the dovelopnent 0 such relationshipe.  In the long run,
1t is only 1f snaell firas lopreve thoir stoadsrds and win over the confidence
of the large senufacturers, thet cubcontracting will nlay fully the role in

wndustrial developacnt that 1t descrves.








