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Over the past two decades, it has become clear to many U.S. labor and management leaders that the traditional labor-management relations in which collective bargaining stands alone or serves as the centerpiece of labor-management relations is no longer  able to meet the needs of firms, employees, and their unions.  Consistent with the British case described in the Beaumont and Hunter chapter, a number of unions and employers have attempted to supplement traditional collective bargaining with a partnership model in which workplace relations are modified to support employees’ adding value and union leaders’ participating in high-level business decisions.

Recently, however, partnership models have also experienced problems of sustainability and replication, especially in industries where technologies and markets are changing so rapidly and in such uncertain ways that flexibility becomes the dominant goal and a focus on core competencies and knowledge work becomes central.  Management sees little value in forming a partnership with employees and union leaders when it wants to keep the firm’s boundaries flexible as relative costs and technologies change.  

The question is whether these are competing or complementary models.  Is the partnership model a short-lived innovation destined to be destroyed by pressures for flexibility?  If so, what will be the next generation of union-management institutional arrangements suited to the core-competency phase of industrial organization?  Alternatively, will the emphasis on flexibility and focused competence be a relatively short-lived epoch in organizational history?  Or will both models coexist in the future, fitted to the different circumstances of different industries?  

In this chapter we first lay out the case for the two models drawing on different sectors of the economy—automobiles and communications.  Then we return to a discussion of the questions posed above and discuss the types of institutional development and research needed to determine which alternative, if either, will dominate, or how the two might coexist and find their appropriate places in the broad mix of industries and labor-management settings likely to characterize the economy of the future.

A Brief Historical Tour:  Alternative Models for Working Together


As we examine the history of union-management joint efforts in the U.S. over the past century, we can identify four distinct forms aimed at supplementing the formal collective bargaining process, each with different outcomes for organizational and union performance. The first form, off-line joint union-management committees organized to solve business problems, has had a long history going back 70 years (Slichter 1941; Golden and Ruttenberg 1942; Golden and Parker 1949). These efforts were widespread in industries such as textile, apparel, and railroads in the 1920s and again during the Second World War, particularly among armaments suppliers. By “off-line” we mean labor-management committees that worked outside normal production or managerial activities. Since these committees were off line and top level, they were often accommodated within the Taylorist model of organization as it fragmented the production process, separating thinking and planning (management activity) from execution and implementation (the role of labor). While these efforts succeeded in increasing product quantity and quality, with the exception of labor-management safety committees, most tended to be relatively short lived rather than permanent.  That is, they would arise to address specific pressures or crises (such as the need to bolster war-time production or adjust to a new technology or competitive threat), work for a period while the pressure or threat remained visible, and then slowly atrophy or fall into disuse as the pressure or threat subsided.  Few of these, again with the exception of safety and health committees, became permanent features of labor-management relations.  Even those that did continue did not alter the collective bargaining, management, or production systems in any significant way. 


The second form, off-line teams involving bargaining unit-members in joint labor-management problem-solving efforts, emerged in the 1970s through programs such as employee involvement and Quality of Work Life (Kochan, Katz, and McKersie 1986).  These efforts were in part a response to pressures felt by companies competing with Japanese manufacturers who were employing widespread work-force problem-solving efforts known as Quality Control Circles (QCCs). As with top-level off-line labor-management committees, these off-line efforts could be accommodated within the Taylorist model of production, because they did not change labor or management roles at the point of production.


In a search for new ways to increase flexibility and organizational responsiveness, however, more significant challenges to classical organizational forms have emerged over the past 25 years. In particular, we have seen a vertical reintegration of management planning and labor execution and a horizontal reintegration of fragmented tasks that shifts the organizational focus from individual jobs to products and (as emphasized in the Goodman and Wilson and the MacDuffie chapters in this volume), toward greater reliance on team processes. It is this horizontal integration that is the principle behind a third organizational form, which involves bargaining-unit members in self-directed work teams organized to produce products or services through an on-line team-based production process. This process involves rotation of jobs among employees who also assume many of the planning and coordinating tasks of supervision. Challenging the horizontal fragmentation of Taylorism, this form has become widespread since the 1970s (Walton 1975, 1985).


While these three forms of joint activity have produced significant results in areas such as improved quality or cost reduction (Ichniowski, et al. 1996), many efforts have either not been sustained over time or have been inadequate in addressing larger business issues increasingly faced by firms competing in a global economy.  Much like collective bargaining, these workplace-focused initiatives alone are not able to influence the key strategic decisions made by top executives and line managers that determine the long-run income and employment security of the work force.  

Strategic Partnership and Co-Management

 In response to these challenges, a few organizations have developed a new model over the past fifteen years that Beaumont and Hunter describe as labor-management partnership, and which we are calling co-management .  We use the term co-management because at the extreme this model represents a direct sharing of responsibilities heretofore reserved for managers.   It involves the union on-line in representing the collective interests of the membership in the day-to-day process of running the business and thus challenges the vertical fragmentation of Taylorism separating labor from management (the function). Co-management is the most far-reaching form of joint labor-management organization.  By combining workplace flexibility, teamwork, and employee participation with active sharing of responsibility and influence in management and strategic affairs, those adopting this model hope to meet both the business needs of management for increased responsiveness and flexibility and organized labor’s needs for voice and employment security.


Yet these new efforts at co-management pose enormous challenges for local unions, which have typically been structured in response to a clear separation in the roles and responsibilities of labor and management. Over the past fifteen years locals have struggled to develop organizational structures and capacities to help them function in these new roles in co-management. Along with colleagues at Rutgers and MIT we have conducted research looking across North America at twenty of the most enduring, innovative, and successful cases of local unions engaging in partnership arrangements that provide opportunities for co-management and joint governance. We have some tentative findings to offer regarding the characteristics of these co-management arrangements. We will illustrate these with examples from Saturn, our most extensively researched case:

1. Unions engaging in co-management have been significantly involved in business planning and strategy development, finance, product development, supplier selection, and operations management, all areas traditionally reserved for management. Management is seen by these unions as a function, an activity to be performed, not as a class of employees. Furthermore, the activity of running the business is considered a legitimate role for unions who are attempting to ensure the long-term job security of their members. In this way they are fulfilling their responsibility to represent the collective interests of the membership by being directly involved in the process of making key decisions, rather than negotiating over the impact of these decisions after they are made. 

At Saturn, for example, over 400 union members, jointly selected by the local and the company, fill full-time operations and staff positions that would be considered management jobs in any other division of General Motors. The union has created a dense communications and coordination network among its co-managers at Saturn through a process of internal organizing, which is now embedded in the management systems (Rubinstein 1996, 2000). Our research has shown that over 50 percent of the quality improvement at Saturn could be explained by the communication and coordination activity of the union members who were actively engaged in jointly running the operation through the process of co-management.  

2. Compensation tends to be contingent through a combination of risk and reward based on some aspect of performance. In some cases this may take the form of profit sharing; in others it may be an employee stock ownership plan as at United Airlines; or in still others it may be a more traditional form of productivity gain sharing.  Saturn’s risk and reward formula is jointly developed and based on targets for training, productivity, quality, schedule, and volume.

3. Co-management increases the influence and power of the union, largely through its knowledge and influence in running the business. However, co-management requires a new set of skills for union leaders, ranging from strategic planning to operations management and from organizational development to financial analysis. In the case of Saturn each employee, union and non-represented, must complete a minimum of 92 hours of additional training each year. Furthermore, the local union must be prepared to leverage this new power to both sustain the partnership and build the union. For example, early in 1998 the UAW local at Saturn forced General Motors to renegotiate the risk and reward contingent compensation plan to reflect the realities of a softer small-car market. Later in the year the local used a strike authorization from the membership to force General Motors to live up to its earlier commitments on joint decision making, new products, decentralized sourcing, and performance bonuses.

4. Strong support for this model of labor-management relations is required from both the corporation and the national union. While the UAW International was instrumental in the creation of the Saturn partnership, its relations with UAW Local Union 1853 have been strained for some time. Further, over the past few years General Motors has attempted to reduce Saturn’s decision-making autonomy through recentralizing supplier selection and creating a common platform for the next generation at Saturn to share with other GM small cars. This change would put Saturn at risk of becoming another division at General Motors rather than the “Different Kind of Company” it has sold to its customers and the public. As noted above, however, the local union forced GM to bring new products to Saturn business units involved in the partnership arrangement, and to reaffirm its role in supplier and product decision making. Further, the International was involved in these negotiations, increasing its contact and communications with the local. In addition to managing its relationships with the corporation and the national union, the new local must also have the capacity to manage its organizational boundaries with other local unions, suppliers, customers, and the community.

5. The success of the partnership arrangements for the rank and file, and the ability to sustain co-management, depend in part on the local’s ability to balance the resources it puts toward collective interests with those it devotes to individual representation in a  manner consistent with the expectations of the membership. In the case of Saturn, after a year of debate over perceptions that individual representation was suffering from attention and resources being devoted to collective representation through co-management, the union contract and structure were changed (in 1994) to allow for the election of 14 members of a grievance committee.  Internal tensions persisted, however, and in 1999 the local union leaders who had been in office since Saturn’s inception were defeated by an alternate slate of candidates who promised to continue the partnership but to represent employees in more direct ways.  


To date, this limited experience with a new form of labor-management relations – co-management – suggests that it may have the potential to increase organizational performance through flexibility and responsiveness. However, it requires new competencies, characteristics, and structures for local and national union organizations. This form is both more complex and more fragile than the structures and processes unions require to represent members in traditional production organizations. Yet, as we have seen in the case of Saturn, it also provides increased opportunities for the union to represent the collective interests of the membership through meaningful decision making and increased employment security.


Under what conditions might this model be sustainable?  Clearly, from the standpoint of the firm, it makes sense when the production work force can add value through participation and the union leadership can add value through direct participation in management. It also requires a view that the work done by union-represented workers fits into the “core competencies” or the areas of technological advantage of the firm.  

Still, few, if any, firms are likely to initiate this type of co-management on their own.  It is likely to occur only when union leaders initiate it based on their vision that the critical decisions driving the long-term security and related interests of their members are being made at strategic levels unreachable through traditional collective bargaining.  Finally, it is only likely to be sustainable where union leaders and managers develop the capacity to balance their co-management roles with their more traditional responsibilities of representing employee and shareholder interests, respectively.  

Beyond the Single Enterprise Model:  Is a Network-Based Partnership Possible?


Although co-management has shown that it can significantly increase productivity and lower costs, it has hardly spread like wildfire. If anything, cooperation of all types is in retreat both in the United States and in the rest of the industrialized nations. Advocates often attribute this to resistance and old-line thinking on the part of managers and union leaders. But one should be cautious with such explanations – especially when, as in this case, the resistance has lasted for many years. If the efforts were so good for everyone, one would think that resistance would diminish over time.


Despite their successes, labor-management partnerships, even in their most extensive forms such as the co-management found at Saturn, are limited in part because the things they do well are not the things that many firms today need. Although productivity and costs are always important, in the current era of turbulence there is something else even more crucial: flexibility. Given that few industries are exempt from the enormous impact of microprocessor technology, combined with market shifts due to globalization, there is a premium on being light and fast on your feet. And this may be where partnerships fail. 


It is true that co-management partnerships, and Saturn in particular, have developed degrees of flexibility in comparison with other unionized enterprises. Saturn has far fewer job classifications than the norm in its industry, for example. Perhaps more important is a less tangible factor: a level of commitment to the business on the part of workers, which yields a constant stream of benefits.


Yet in all these co-managed cases some key constraints on flexibility remain. The most important is that all cases of partnership rest on a strong presumption of job security. Although some cases have survived forced downsizing in a crisis, none would survive in an atmosphere of regular employment fluctuation. A second inflexibility is around income levels: though Saturn has adopted some variable compensation, in practice it has become apparent through several experiences that any threat of income reduction causes major strains.


There are reasons to believe these are serious constraints, especially in the current economy. The familiar industrial labor-management system was designed to work in large, vertically integrated firms. Under those circumstances the stability brought by good collective bargaining contracts is a plus, and when that is achieved with positive feeling and commitment the plus is even greater. But when the terrain changes, the values may change as well.


Today the notion of the large vertically integrated firm is widely in disfavor. What has replaced it is the notion of focus: companies try to get control over the things they can manage particularly well, that are core to their identity, and to get other companies to do the rest. So you have a situation in which even large companies are divesting as much as they acquire and in which they enter into a bewildering set of alliances and links to other companies as a partial alternative to ownership.
 


A second (though related) trend is to separate manufacturing from other aspects of the business. The benefits of doing manufacturing in the same firm as the design and marketing used to be great because the costs of integration with outside contractors were high. Those costs have dropped rapidly with improved transportation and information-exchange capacities, so that now in many cases it is far more expensive to keep manufacturing in-house. 


In effect many industries are bifurcating between high value-added knowledge and relationship businesses – doing invention, design, marketing, and working with customers to package new solutions –and lower value-added production and distribution businesses that focus on cost control and efficiency. In the former, margins are typically in the 20 percent range; in the latter, under 10 percent. Thus, on the low end, you have an Ingram Micro, which produces computers for Compaq, IBM, Hewlett-Packard, and other companies, all flowing from the same assembly line with minor variations and different logos at the end. On the high end, you have a Cisco Systems, an inventor, designer, and marketer of telephone and internet equipment, which makes almost nothing in-house: its employees are largely software engineers and marketers, while the manufacturing is done through a wide network of subcontractors. Even the automobile companies are rapidly outsourcing increasing amounts of production and assembly. These examples involve overlapping and interpenetrating networks: one knowledge company uses many subcontractors, and each subcontractor works with many knowledge companies.
  


In this phase of capitalism, in short, the business world seems to be doing two things: first, differentiating knowledge work from production; and second, within each category, shifting from a logic of simple combination to a logic of recombination – from trying to dominate stable markets or industries to developing the ability to adapt and refocus as markets and industries shift. In this landscape companies don’t want to develop everything internally: they want to acquire abilities that they find they need and get rid of the ones they don’t. That way they can move much faster, stay at the leading edge of development, and offload many of their costs to the wider market. They want to be able to bring in employees with the latest skills, not try to retrain people who have been doing other things for years. They want to be able to form alliances, task forces, and outsourcing relationships quickly – and get out of them equally quickly.


Of course this is not a clean or total change. Though it is now fashionable to speak of everything as a “paradigm shift” sweeping away the old in a flash of imagination, the real world is full of partial cases and transitions and leftovers. It is also possible that these trends are industry specific or temporary signs of transition to new integrated monopolies. But let’s for the moment take seriously the logic of recombination and the move from vertical integration to focus, which seems to account for a great deal of what is really happening around us.


Consider a Saturn-type partnership from the perspective of a manager in the rapidly changing environment of information technology – a good manager, one not bound up in old habits and a lust for control. If you invest the time and effort needed to achieve a high level of trust, what do you get? The partnership may be able to bring your costs down compared to other unionized plants, but that’s not the benchmark: if cost is really what you’re after you may do better nonunion, so the incentives are to avoid partnership commitments and work toward subcontracting out as much as possible. On the other hand, you think, maybe the amount of responsiveness and customer focus you would get from a partnership would be worth higher labor costs. But whatever benefits you could pick up there would be in a narrow frame: you would still be committed to employment security, you can’t adjust the pay levels (except in a crisis), and you therefore can’t do much about the skill mix of employees (except through training). A whole range of possibilities – partnering with other companies, radically new production methods or technologies, and so on – is basically shut off.
 Plus you’ve invested a large amount of capital that could be put into acquiring the intellectual assets that actually drive profits. Do you really want to tie yourself down that way?


In the scenario characterized above, the only way it would make sense to take on the limitations inherent in partnerships is if you had no alternative. If your choices were a traditional and inflexible union-management relationship or a partnership, your duty as a good manager would clearly be to build the latter. But that’s not really the choice for many managers today: given how fast things are changing, there are plenty of opportunities, even necessities to shift away from the traditionally unionized aspects of the business. In negotiating terms, they believe they have better alternatives than negotiating a partnership and sharing managerial decision-making power.  Their alternatives are either a strategy focused on high value-added at the leading edge of innovation, in which case they want to invest their resources into intellectual capital and not manufacturing, or a low-cost strategy, in which case they want to avoid unions. Partnerships fall into the crack, or rather chasm, between these.


So where does that leave us? Is partnership possible in a turbulent economy?


Labor-management partnerships or co-management as described in the case of Saturn is only one of the possible alternatives to traditional forms of labor representation through collective bargaining. In some sense, it represents the acme of the traditional union-management relation. Despite its radical nature, it maintains the assumptions of a stable workforce organized in a permanent union under a long-term collective bargaining contract with a steady employer. Those are all assumptions within the logic of simple combination.


If we step outside that to think about a recombinatorial system, we can imagine other forms of connection between employees and employers. Recombination, though employers can easily take advantage of it, is not necessarily a way for employers to increase their power: there are real historical examples of balanced systems in which workers do well in a constantly shifting network. Take construction, for example: workers are hired as project teams to do a building and then recombined for the next project. But where a union exists, it has an important role in making sure that the conditions of work are fair and that workers are committed to the task. Professional associations sometimes play the same kind of role for high-tech engineers and the like. These structures and mechanisms are quite different from those of standard industrial unions, and we don't often classify these relationships as “partnerships”; but in the abstract they meet many of the new requirements of industrial organization in an environment of rapid change better than labor-management partnership within a single firm. 


In a recombinatorial system, in short, employee representation must look different. Employee bodies will survive in the long run only if they contribute not only to their members but also to the strength of the overall system; thus industrial unions grew when it became clear that the stability they provided made sense for business as well as employees. What could “new unions” provide in the emerging order?


The answer may be different depending on whether one is looking at the emerging “knowledge-relationship” sector or the production sector. In the latter, management’s need for stringent cost control is in direct contradiction with unions’ basic interests. Any new union-management relation in this sector must start with large-scale organizing which will be anything but a partnership phenomenon, at least in its early phases.


In the higher value-added sector there is a clear conceptual place for a partnership, though of a new kind. First, if a flexible (or recombinatorial) economy is really a good thing, then employees need support for flexible careers. Without it, they will naturally continue to hang desperately onto existing jobs and fail to develop new skills, which will mean that there will be unnecessary obstacles to the ideal match of problems to skills. To help employees in a flexible economy, employee institutions need to provide information, help with job movement, access to improved skills, and so on. These are in fact the sorts of things that craft unions and professional associations have traditionally provided through hiring halls, apprenticeship, and certification programs.


Second, a flexible economy requires a high degree of business understanding and involvement from employees. Although most employers today recognize this rhetorically, they have a lot more trouble implementing it in practice. Hence another role for employee bodies: to pressure employers to live up to their own rhetoric.


Both of these functions – providing the infrastructure for real employee mobility and pressuring for real participation – are things that benefit employers as well as employees, but employers can’t do them on their own: the constraints of competition as well as old habits inevitably push them to try to maintain tight control, even when this runs counter to their own understanding and preaching about what needs to be done. It is exactly the paradox that enables employee organizations to grow and flourish. 


This kind of unionism provides a basis for a partnership that  helps the manager whose perspective we imagined earlier. It can contribute to flexibility instead of trying to freeze an old system in place; it can contribute precisely by helping employees to have decent work lives in the new order. 


This is, however, clearly not a partnership of the Saturn type. The Saturn model seeks a relation of permanent equality between two stable and tightly interdependent institutions — a single local union and a single plant, division, or firm. This new model might better be called an alliance among multiple independent institutions that can contribute to one another; alliance carries the connotation that the relation can be continually reviewed and must be continually justified.


Despite its conceptual fit in a rapidly changing environment, we would not want to underestimate the difficulty of implementing this alliance model. It would require major changes in at least three institutions: corporate management, labor unions, and government and allied societal institutions. All these are currently built to support a traditional logic of combination and would need reorientation.


Management would need to recognize that if it seeks an economy with a lot of mobility, it must take responsibility for helping to build its foundations. The current approach is, for the most part, one of “Let’s have our cake and eat it, too”: companies want to have flexibility when they need it but to maintain traditional loyalty when they want that; and they seek to draw on a pool of trained and skilled workers without contributing to their development. This is not tenable for long. Management must also take seriously its own rhetoric of involvement and teamwork and put in place the conditions for its development.  Specifically, this means that employers will need to work together in a network of relationships that involve some form of union, employee association, or web of employee organizations that work together to facilitate movement of people to where changing technologies and market conditions take the work they do.  This will require efforts to rebuild local and industry-wide institutions capable of supporting the movement of people across organizational boundaries.


For government and societal institutions the problem is to put in place the policy framework for a genuinely open labor market. Too many of our laws are still written with the assumption that employees should draw most of their benefits from their employer; workers are actually penalized for building their own funds, though this is slowly changing. Even more important is the need for relatively low unemployment and relative wage equity: without these two key conditions the foundation of trust underlying true flexibility is eroded.


Industrial unions have a Herculean task as well. Their internal structures are designed to support collective bargaining contracts with stable employers; as soon as they move away from that they run into jurisdictional battles which are unresolvable in the existing system. They are also weak on the skills and the leadership knowledge needed to represent a more mobile membership.
  To make this adjustment, industrial unions will need to learn from the experiences of their craft union and professional association counterparts.


There is no question that a co-management partnership of the Saturn type is better than a traditional labor-management relationship for all the stakeholders. But it is not yet clear how it will fare over the long term in an economy with a significantly increased rate of change. When we explore the implications of late-capitalist development – the focus on value through knowledge, the new information capacities, the growing sophistication of consumers, and the advanced educational levels of the work force – it seems that there is potential for a major leap in differentiation, innovation, and choice, but only if we develop a labor market system with considerably more flexibility than in the past. Thus, the next generation partnership model is likely to be one that is able to cross organizational boundaries and support the recombinatorial processes in which firms and workers find themselves as technologies and markets change rapidly in unpredictable ways.  

Alternatives or Complements?

We have described two very different partnership models—one based on a single firm and single union relationship and the other suggesting more of a network structure involving multiple firms, more than one local, and perhaps more than one national union.  The question is whether these are evolutionary models—the network model will replace the single-firm model—or complementary models that will each find their appropriate, but relatively long-lasting, place in the industrial organizational landscape of the future.  The answer to this question must, of course, await the future. It is clear, though, that while the industrial union model and the forms of collective bargaining and union-management partnership described in the first section of this chapter rose to dominance in tandem with the rise of the large multi-division and integrated corporation, the industrial model did not completely displace the “older” craft union model.  Instead, craft unions continued and expanded into new professional occupations in settings where the features of the second model described in this chapter were present.  Now, the conditions giving rise to networked models more similar to the craft and professional union traditions appear to once again be growing.  But we are unlikely to see the complete demise of the large corporation or large organizations that need to gain value from their full work force, not just an elite and mobile set of “knowledge” workers.   


Furthermore, eliminating in-house manufacturing as a core automotive industry competency assumes that production is not knowledge work. The key issue is where the line is drawn between core competencies that give firms competitive advantage and therefore must remain in-house, and those non-core competencies that can be subcontracted. Subcontracting core competencies risks the loss of critical knowledge and creates dependence on suppliers for crucial decisions. For example, Toyota is seen as a strategic leader in the automotive industry, yet it continues to rely on vertical integration and long-term relationships with suppliers to which it is tied through equity interests. Chrysler, on the other hand, has struggled with its manufacturing quality as it has become the domestic manufacturer with the lowest level of vertical integration. One could argue that in the auto industry manufacturing is as important as design and marketing in maintaining a loyal and satisfied customer base over the long run. Contracting out major portions of the manufacture of automobiles runs the risk of poor engineering integration, inferior quality, and the loss of knowledge that can help in future design decisions, innovation, and product differentiation (Babson 1999). 


Unlike computers, automotive components do not have standard interfaces that make them interchangeable. Therefore, manufacturing and assembly are as critical as design to the performance of components in the final product. It is unlikely that auto manufacturers will standardize components across the industry, as this would result in the erosion of brand distinctions. Thus, most companies will retain control over the manufacture and assembly of their key components (MacDuffie 1999). Flexibility will be required to bring new products on line quickly and to shift production between a variety of products as market preferences change.   The key to flexibility has been multi-skilling and adequate knowledge of the business to allow new production configurations for new products, and effective communication and coordination to identify and solve problems. These conditions require trust between employees and management, however, as well as substantial investment in training, both unlikely in short-term employment relationships. 


If these arguments about competitive strategy in the automotive industry are valid, then partnerships between labor and management at the company level will continue to be an important variable in the production function of firms facing these challenges.   The question, however, is how many firms will be in this type of environment in the future versus the more turbulent and uncertain technological and market settings characteristic of today’s communications and information technology sectors.  The relative importance of these two types of environments is likely to be the final arbiter in the debates over the viability of the alternative models of labor-management relations and partnerships outlined here.
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� These observations are based primarily on a close knowledge of the telecommunications service and equipment industries, augmented with more general knowledge of other sectors.





The strategy literature is not, to our knowledge, consistent on this point, though there seems to be growing attention to the problem of focus. (The article by Skinner (1974) cited in the previous last section was ahead of its time: it was written to counter the then-dominant paradigm of conglomeration and spreading of risk.)





An excellent argument for the basis for a strategic shift is in Khanna, Tarun and Palepu, Krishna (1997). They argue, paradoxically, that focus is wrong for emerging markets; but along the way they show by contrast why it is right for developed markets. Focus, they suggest, essentially becomes more possible and more effective as other economic institutions become more sophisticated, meaning that firms do not have to control so much in-house but can rely on effective performance by others. In particular, the better the societal mechanisms of trust and reputation, the more effective it is to rely on others for “non-core” parts of the business.





Baldwin, Carliss and Clark, Kim (1997) argue that the modularity of production both increases overall effectiveness and reduces the amount that any single company can control, thus requiring increased attention to focus and alliances. My observations are based primarily on my close knowledge of the telecommunications service and equipment industries, augmented with more general knowledge of other sectors.





� See “Is This the Factory of the Future?” The New York Times, Sunday, July 26, 1998 Money and Business / Financial Desk; “Some U.S. Manufacturers Prosper By Easing Rise of 'Virtual' Firm.” The Wall Street Journal Online, Aug. 18, 1998; “The Corporation Of The Future” [Cisco]. Business Week Online, August 24-31, 1998.





We cannot here analyze the future of this trend or its details. It may be that the pressures against vertical integration are temporary and that we are simply in a transition on the way to a global, oligopoly as opposed to national, oligopoly. ones. But there are powerful reasons to believe otherwise: (1) the effects of technology have only begun to be felt, and there is little doubt that the continuing development of microprocessor technology will revolutionize industries and markets for quite a while to come;  (2) markets have matured to a point where consumers are less interested in long-term mass-produced products than in novelty and customization; there will be continued pressures for innovation; (3) the institutional systems of capitalism have also matured so that less of the monitoring, human development, and reputational management needs to be done within hierarchies, and more can be done in trans-firm systems; (4) the major economic source of added value in these circumstances is intellectual capital rather than physical investment. Another, more short-term and speculative, factor is the growing fear of deflation, which is accelerating the pressure to pull capital out of plant and equipment.





� For example, the papers today tell us that General Motors is near a deal with the UAW to build three new plants in the United States, using 1/3 as many workers as the ones they replace (“GM and union are near deal on new plants.” The New York Times” January 8, 1999: C2). This agreement is an outcome of reasonable collective bargaining, but it would be impossible in the kind of embedded participation represented by Saturn – that is, the Saturn local could not reach an agreement to replace its paint line, say, with another using 1/3 the workers.





� There has been too little analysis of the concept of “partnership” and its variants. Michael Maccoby has developed an interesting continuum of relations between firms which could, in a longer work essay than this one, be adapted to the labor-management context: commodity supplier, preferred supplier, value-added supplier, alliance, cooperation, and strategic partnership (Maccoby 1997). The notion of continual justification is central to his view.





� There is, of course, danger in the transition. For example, it could turn into a kind of professional-sports-style struggle in which a few benefit hugely from “free agency” and many more struggle. Fortunately the creation of knowledge and economic value is not really like sports, where mass markets can be focused on a single person such as Michael Jordan; it is necessarily more distributed and collaborative. So there is at least room for employee bodies to create a more equitable system.
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