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wed has been a multi-national company virtuclly since it was founded
47 yecrs ago. Jur first subsidiary was cstablished in Canada a fow months
. fr.r »¢ beern btusiness in the United Stotes,

Teday, wrile Ford is an American ccmpany in the sense that it was
frunded and has its headguarters in fmerica, and most of its stock is held
oy Arcricans, we manufocture or assemble cars, trucks or tractors in 21
countries ond htve sales comp:nies in vight others. In addition, wec supply

dealcr~~ssemblers in 11 nations and declers in about 100 mure. These

pusinessaec are menned and menaged primarily by lceal nationals, Our
! Turopean Companiss are coordinated not from Dedrborm, Michigon, but fron
| Ford of Durope headquarters in BEnglond.  Altugether, sone 36 per cent of
~nr venicle sales and W per cent of our ermployment are accounted for by
cperstlong satside Lhe United Statces,. 4

Our outlook and our policies are conditioned at least as ;ach by the
werlwide character of our operations as by the fact that we are based in
Apericae

Siccessful businessmen must be guided primarily by economic conside-
ratione, waich have no nationality. Good businessmen are likely to make much
Lhe sane cecisions, wherever their home base is located. If they are the
Jeast bit foresighted, they will make every effort not to give offense %o
che government of any country where they want to stay in business. There is
1ittls evidence that foreign-owned businesses behave much differently from

any other businesses, and in the absence of evidence, there is good reason
to t@ink that they probably don't.

Far from being a threat to the countries where it does business. the
pulti-nztioral corporation is an effective instrument for improving under-
standing arl co=operation among nations.

Notionalism has its dcfects as well as its virtues, It is the only
viatle basis for large-scale political nrgani zation, but carried to excess
it leads to antagonism, isolation, economic stagnation and armed conflict.
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By definition, the successful multi~national compahy is an organization
which gives nationalism its due,but keeps it in proper perspective. Such a

company is compelled by business considerations to respect national policies,
values and customs, but it does not allow differencee in language, currency
and culture to impair its relations with cther people or to interfere with
decisions that are economically eound, ' '

Keeping nationalism in its place is one of the great challenges facing
the world at this stage of history. It is essential that the people of the
world learn how to do so, for at least three basic reasons. Unrsstrained
nationalism is a threat to economic development, to world peace ard to the
newly recognized need to halt the de‘t.eriorat.ion of our natural environment.

The multi-national corporation can make an important contribution to
cffective int.ornat,ionali co-operation in each of these three areas.

In the area of economic development, the role of the multi-national
corporation can hardly be questioned. Business operation onau multi-nutional
scale provide larger markets and more efficient use of capital, They permit

adequate support for research and development, and reaqy transfer of technology
from one country to another, ‘ '

Most of the economic advantages of multi-national operations are advan-
tages of gcale. One of the key reasons for the size and productivity'of the
American economy is the existence of a continent-wide market, unobstructed
by language, customs or cwrency barriers, Ixperience in that huge market
ie probably the main reason why American companies have been so quick to take
advantage of the reduction of economic barriers within Europe. It makes
sense for companies in Europe to operate in many countries, Juui as it makes
sense for companies in Americs to operate in many states. It makes sense
to coordinate Ford's Burope-wide operations through Ford of Burope, just

as it makes sense to co-ordinate our America-wide operations through Ford
u.s.
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In Latin America where Ford has manufacturing subsidiaries in Argentina,
Brazil, and Mexico, opportunities to co-ordinate our manufacturing and
assenbly operations are restricted by local content rules and the absence
of a matured common market comparable to that established in Europe.

The first step toward latin amer:can integratior was ti:e Latin Amer.can
Free Trade association (LarTA) instituted in 1960 by the Treaty of IMontevideo,
Long-range, LAFTA was initiated to create a rultl-national market with trade
flowing I‘reely without regard to national boundaries. For the autorotive
industry, this would provide a free trade area with annual sales (1970 rate)
of ore than 1,200,000 cars and trucks. A fully integrated manufacturing
and assembly operation producing automotive products for such a rarket
would create economic savings through economies of scale ultimately bene~
fiting owr customers, and providing substa tial reductions in needed
invectment capitale. Capital available for expanding the industrial base of
Latir American countries would be multipled many times as true integration
progressede

Urfortunately progress in the automtive sector under LAFTA has been
negligible. hile Ford has supported the concept from its inception, the
progress of governments has beer slow and we still deal primarily wdth
separate national markets.

Recognizing the slow pace of political action, Ford began searching
for ways to achieve greater manufacturing integration through complementation
agreuments ~ agreaments to exchange manufactured parts between countries
where our affiliates produced a comon coxponent, Such bi-lateral
agreenents are subject to goverrment aprroval with varying degrees of
complexity. For example, Argentina, is willing to consider parts imported
from ragil as local content provided they are matched by exports of
automotive components of equal value, Chile follows the sace practice.
Brezil, on the other hand, still does not generally reccgnize imported
LAFTA parts as local contert.

®Ford now
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Ford row has complemertation agreements between Argentina and Chile
‘argen:ine motors exchanged for various small parts from Chile). Similar
coconaits exchanges are in effect between Argentina and Brazil; Chile and
Yexico: and Mexico and Venezuela, The typical effect of these agreements
a4 illvstratad by the case study which followse.

This case study while hypothetical for proprietary reasons, accurately
raflects potential cost reductions that can be achieved through complemen=
tation agreemsits,retlecting economies of scale and related investment
SAVANgSe .
In 1967 Ford of Argent.iis imported all of its camshafts and
crankshafts from the United “tates, In anticipation of increasing local
anbert requircuents, other sourcing for these parts was investigated.

™ first possiiality considered was local manufacture.

i cost study revealed that an initial investment of 3.4 million of’
c¢119rs woild be required to provide mamufacturing facilities in Argentina,
ind trat the cost of crankshaft and camshaft components mamfactured |
lo.aly would be an estimated 350% per vehicle in excess of existing price
jevels in Brazil,

Ford of Lrazilwas mamfacturmg these components, and Ford of

Argentina began explorin; the possibil.ties of sourcing from Brazil through -

» complementaticn agreeuient. Under Argentine regulations, importod parts
from Prazil would be considered as local content,

The key to such an agreenmert would be Ford of argentina's abllity to
crovide an exchange compoiient which could be exported to Brazil. At the
time, Ford o. wrazil was importing rocker arms and shaft assemblies from
ine United States, ard had begun its own study to determine the feasibility
of local manufacture. A mreliminary study indicated that Ford of Brazil
woild require an initial investzent of US$ 630,000 to provide facilities
or the mnufacture of iocker arm and shaft assemblies, and that these
«.ally manufcctured ~omponents would cost about 126% per vehicle in
excess of prices preva:ling in Argentina,

/¥ord of
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Sord of Armentina wes sourcing its rocker arm and shaft assemblies
{vom & local suppliier, and investigated the feasibility of having the local
verdor i-crease his capacity to supply ford of Brazil's requirerents as well,
The sapplier vies willing to make the required investment, and quoted a
delivered prive in HYrazil of 100% versus the 126f shown atove.

A3 & re<ult of these preliminary findings, Ford worked out a comple-
mentution rgrsencnt with the Argentine &nd lirazilian Governments, in which
For?d of sargentin: shipped rocker arms end shaft assemblies into Brazil,
$1: axcuange for crankshafts and camshafts of equal value.

a ~sult of this complementalion agreement, Ford realized substantial
variaole cost eaviags in both hcgentina and Brazil; freed substantial
investment capital for use in other sectors of the Argentine and Brazilian
econcmies; the Argentine and Drazilian Governments are collecting duty on
the components uhat are being conplemcnted, and the consumers are paying
less foo Lhelr cars. btveryone nenafited,

The following table iliustrates the eilect of complementation
versus local marufacture:

/Tadble
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Table

Ford Motor Company

Product required | Crankshafts Rocker arm and
‘ - : ocamshafts shaft assembly
Annual volume - engine sets S 20 000 30 000
kocal manufacture analvesis |
Investment = US$ dollars .. 5 400 Q00 630 000
Variable cost - per engine set - ,
Factory cost ‘ 208k 107%
Depreciation 5 | 8
" Interest = 24% P.A. on avcrngo mvcmm _ﬂ_ o e
Total - © 350% - 1268
Jmporied cost under complementation
Inter~Company purchase price—per
engine set 73% 69%
Freight and insurance 5 2
Duty a4 a
Other e &
: Total imported cost 1008 1008
Memo ¢ Incremental investment required
by exporting country | $0 000 none
Cost saving - per engine set 2508 - %%
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An axtrapolatiou of cost and investment savin.s of these raguitudes
across a car Line coinon to two or more countiries would provide cnormous
benefits to our Company, to the econcries of tle countries zid to our
engtormer s, .

But, desgi.e the cbvious advaniares of corplementation, rovernments
are raluctant to ..pand such bilateral orogrammes. Governmats in countries
which have subst.itiel market volumes, and vhere the sutomotive industry has
reacied a high decrze of local content, are wiwilling to pernil complenen—
tation with conntrics having smaller rarket volumes and hiplier jprocuction
costu,  In additicn, nigh local content reguirements in such covuirics have
ereated highly integrated industries, and it is becoming increasingly difficult
to develup conponeni exchenges which provice cost savings withcut displacing
an esteblished manuicturing operation. The sheke-out of high cost suppliers,
and increased aepennuice on non-naticral sowrcas which would follow
expansion of conplensniution agreements or {ree trade in the full LabTA
concept are politically unacceptable,

For this reason conplementaticn agreements may have run {hLelr coursos

Io achicve ercromies of scale, the antonoidve industry iizy now consider
volume production of high quality parts {or export at world market prices
ag an offget to imrorted component costs, Thiz would be possible orly if
govermaent 3 mainiair ar acceptable iavestment climate and provide
apprepriate incentives.

Countries with low market volumes do rot offer mary fceasible opportu~
nities for complementation, and & continued increase in local sontent
requilements must inevitably lead to an *«orease in car prices. Goverrment
attempts to hold down car price increasec 711 work in tle face of rising
costse No coipany cancontimete cpecut without recovering its cost of
doing tusiness and accwnulating a surplus for reinvestment znd facilities

expansion. We sxpect that where iuvermients in such countries understand

i3

our business, intrinsic local content reocuirements will te eased in
the prodquction of selected, high quality parts for sale in economic

at world prices in «rxport markets. oreisn exchange earned by thesn export

sale will be usec to pay for vehicle comoounents imported from nigh voluma,

favor of

volume

low cost producars.
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