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December 20, 2008

In January 1991 (01/28/91) the New York Times printed a long letter that I submitted regarding the U.S. auto industry (copy attached).  The analysis and outlook presented in that piece was prescient.  It is nearly 18 years later.  Time for an update, and recap.

Remembering How It Began.

By early 1970, Japan had long coveted breaking into the commercial jet airplane manufacturing industry.  Japan’s early foray into commercial turboprop aircraft with the YS-11 was not a success.  Japan Inc. simply did not have the money at the time, or what it takes, to gamble on a commercial jetliner program.  In those early days – the 60s and 70s – the U.S. airplane builders were Douglas, Boeing and Lockheed (Convair having already gone bankrupt.)  Only two, initially, would be successful:  In the end, only one.  In Europe and the UK, the airplane manufacturers produced loser after loser: e.g. Comet, Viscount, Vanguard, Caravelle, Trident, Mercure, BAC1-11, VC-10, SuperVC-10.  It scared off Japan from entering that business.

But cars, they could build.  Japan Inc. developed a long-term strategy for entering the U.S. and European markets.  In the next three decades (70s, 80s, 90s) they would drain off and repatriate some two trillion dollars from the American consumer from the sale of automotive products in the U.S.

Subaru was the first to enter the U.S. market in a meaningful way, in 1968.  (Toyota, much earlier, exported fewer than 300 Toyopets in 1958).  Honda and Mazda followed Subaru in 1969/1970.  The oil and gasoline crisis of 1973 added impetus to sales in the U.S. of the smaller Japanese imports.  Japan would continue to methodically expand from this foothold and grow their market share in the U.S., all while protecting their home base.

At a joint U.S.-Europe Business Round Table conference in Washington (that I attended) in 1990, Agnelli of Fiat said:  “They (Japanese) are good; but they cheat.”  It had taken a few decades for the Japanese car builders to improve the quality of their cars and hone their marketing and p.r. techniques.  Alain Gomez, CEO of the French electronics giant Thompson Group, said flatly:  “Yes the Japanese cheat.”  

In America, any such sentiment was denounced in the media as ‘Japan bashing’.  But the frustration was real.  As early as 1969, Henry Ford II had said in an interview:  “If they can build a better car and sell it for less money, let ‘em do it.  But what burns me up is that I can’t go into Japan.  We can’t build, we can’t sell, we can’t service, we can’t do a damn thing over there.  I think this country ought to have the guts to stand up to unfair competition.”

By ‘cheating’, Gomez and Agnelli meant that the Japanese placed so many restrictions and roadblocks on the importation and marketing of foreign autos and electronics in Japan, that no manufacturers – particularly American car builders – could sell or service cars or automotive products in Japan.

France, Italy and Germany became more protective (than the U.S.) of their own auto industries, parrying with reciprocal import obstacles, quotas, taxes and/or restrictions.  Still, the Japanese continued to make steady, albeit slower, inroads into the European markets.  The Brits were ripe, as they had self-destructed earlier (ala the 1959 Peter Sellers movie ‘I’m All Right Jack’).

The Japanese claimed:  “Well, in Japan we drive on the left, and American cars are made only for driving on the right.”  Which was nonsense.  South Africans, for example, had been addicted to right-hand-drive American cars since before and after WWII – Fords, Buicks, Studebakers, Chevvys, Oldsmobiles, Plymouths, DeSotos, Hudsons, Nashs and others – all with the steering wheel on the right.  Port Elizabeth had major car assembly plants for all the U.S. manufacturers in the 1940s and 1950s.  This model could have been replicated in Japan.

The Japanese just would not let the American-made automobiles in, period – and, truth be told, in retrospect the American car builders did not fight hard enough to get in, while the U.S. government and – in particular – a succession of ineffectual U.S. Trade Representatives were outmaneuvered for decades.  The U.S. trade imbalance with Japan rose to nearly $70 billion a year, year after year, and the majority of that colossal deficit was primarily related to cars, auto parts and tires.  (The U.S.’s most significant commodity surplus with Japan in 1990 comprised commercial aircraft, amounting to under $2 billion.)  The Japanese were eating America’s lunch.

Parallel to Japan’s successful invasion abroad and defense at home – all while improving their product reliability and design – three closely related circumstances came into play.

A growing segment of the U.S. population (younger, 20s to early 40s) loathed American industry and, in particular, the ‘Detroit’ that produced big, brash American cars.  Their numbers grew rapidly, especially after 1973.  At the same time, more women were entering the workforce and buying and driving their own cars.  Nader’s ‘Unsafe At Any Speed’ and 1966 victory over GM’s corporate blunder had increased adversarial feeling, escalating the share of consumers who absolutely, positively would not buy an American car at any price – ever.

Japanese auto manufacturers began retaining independent consumer research entities and university B-school professors as consultants.  Together with heavy p.r. and media advertising, the ‘studies’ helped change the image of Japanese auto products and quality - blunting criticism of their massive trade surpluses - within the space of a decade.  Even Consumer Reports was found to have been contracted for a number of advisory services, while at the same time improving its ratings of Japanese cars.  Japan, Inc. blitzed America with op-eds in journals and major newspapers and books by elite authors on both sides of the Pacific.  It became the period of ‘The Japan That Can Say No’, and the perception in America that America was doomed to irrelevance.

Japan Inc. now realized that, having succeeded so far in keeping U.S. autos out of their own territory while gaining a sizable slice of the American car market, they had to do more – with a different approach – to break into a clear lead and perhaps knock out part of the competition.  They had to ‘seem to be American’.  Their advertising had to be patriotic and patronizing.  They had to assemble some percentage of their Japanese cars to be sold in America in America.  They had to employ American workers.  With southern states salivating at the prospect of new employment, the Japanese auto companies were extended enormous incentives to set up assembly and manufacturing plants.  Having already gained two trillions dollars from auto sales to U.S. consumers, the Japanese were given an additional two billion dollars to establish non-union, lower-wage and lower-benefits’ factories within the U.S.

The thirty-year grand strategy was now virtually complete.  Even though, in the 1990s, the once-invincible Japanese industrial and financial economic complex burst its property-inflated-bubble, its automobile sector went on to conquer America in the new millennium.

2008 has been an extraordinary year.  A run-of-the-mill recession was certainly expected to commence by 2009 (at least by competent corporate strategists).  Such ‘normal’ six-to-ten-year cycles have recurred since the war.  But no one – NO ONE – foresaw the impact of a government-fostered, internally abused, massively overplayed social experiment in ‘unaffordable’ housing and its sub-prime aftermath.             

Like a California brushfire fanned by Santa Ana winds, the global financial meltdown followed.  Coincidentally, in the space of just a few months, the unnaturally horrific spike in crude oil (and gasoline prices) occurred – probably fanned by a few opportunistic speculators.  Consumers abandoned any plans to buy new cars, sales fell off the cliff, and present owners ditched their F-150s and Yukons and opted for commuting by bus.  A clamor arose for drilling offshore, and the call promulgated for all manufacturers to build small, cheap, green (electric, hybrid, battery, anything-but-gasoline) cars.  America’s Big Three were handed a death sentence.

Rapid reversion to $1.70 gas price makes no difference now.  Oil ppb cost dropped 75% to under $39 per barrel.  All this happened in FIVE months.  But the die is cast.  GM’s gone.  The U.S. automobile and automotive industry, with the possible exception of Ford and some suppliers like Lear, is dying just as terminally as the UK’s did nearly half a century ago.  The Japanese – at home and abroad, in the Pacific and on the American southland – have essentially won.

So what goes around comes around.  Remembering how it began, this is how it’s ending.
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