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This article investigates, based on in-depth interviews and mail surveys, the differ-
ent ways liberal market regimes are constituted by looking at two small market soci-
eties, the U.S. and German automotive parts markets. In a situation in which
neoliberal paradigm is being challenged and prior norms about contracts and con-
tractual relations do not work either, this article explores how different conceptions
of fairness and divergent market regimes are constituted. This article claims that
divergent market regimes result from different kinds of problem-solving practices in
a novel context among reflexive agents—public deliberation versus isolated dyadic
deliberation of conflicts.
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In the so-called liberal era, the neoliberal paradigm is being challenged. Tradi-
tionally, liberalism paralleled the development of markets. But the recent changes
in market relations reveal limitations of market liberalism. This article posits an
alternative understanding of the manner in which liberal regimes are constituted,
in other words, the manner in which new social norms and a stable liberal order are
established.

The primary evidence for this article is personal interviews with main figures of the U.S. and Ger-
man automotive parts markets. I also conducted interviews through e-mail. In the Notes section,
“Interview with G” refers to interviews with a German supplier, while “Interview with A” refers to an
interview with a U.S. supplier. “Email interview” refers to an interview conducted by e-mail.
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During the final two decades of the twentieth century, the domain of the market
in society increased as state regulation continued to be discredited and hierarchi-
cal production systems were decentralized. In particular, as technology changed
more rapidly and markets of end products became more volatile, existing mass
producers began to disassemble their hierarchically integrated mass production
and created more contracts with independent parts suppliers. Contrary to preva-
lent belief, however, the apparent revival of contracts has not involved the rejuve-
nation of a neoclassical market of discrete exchange based on anonymity. Instead,
agents in the new supply markets pursue collaborative relations based on long-
term contracts. The new form of long-term and closely interactive markets chal-
lenges the idea of neoliberal market governance. In addition, the emerging differ-
ences between the U.S. and German markets cannot be attributed to the continuity
of prior norms about contracts and contractual relations but are rather created by
different kinds of problem-solving practices in a novel context of division of
labor.

This article asks: If the existing modes of market governance, such as liberal
contract law and traditional norms, are less relevant, how are the new market rela-
tions constituted and, more importantly, sustained? How are stable and fair
regimes of a liberal society constituted? How do new norms emerge? What
explains the differences among emerging liberal regimes? Market rationality and
market governance are not predetermined by the abstract, universally relevant
market rationality or by justice. This article claims that market rationality and
meaningful fairness in liberal society is continuously constituted in the process of
deliberating and adjudicating conflicts. Divergent liberal regimes result from dif-
ferent manners of problem-solving practices in a novel context. This article inves-
tigates the different ways liberal societies are constituted by looking at the trans-
formation of market practices in a single sector—the automotive industry—in
two liberal societies.

To investigate the ways of creating social order in liberal societies, this article
examines contractual relations in the American and German automotive parts
markets. Liberalism has been the philosophy of civil society, expressed primarily
in the contractual relations in market. Contracts and the law of contract in the mar-
ket are, as legal theorist P. S. Atiyah says, “an instrument for the implementation
of a basic moral principle that is itself a key feature of liberal theories of justice.”1

By looking at the governing problems of contractual relations inherent in the mar-
ket, this article reveals drawbacks of the existing neoliberal paradigm and posits
an alternative for a theory of dynamic liberal order. The argument focuses on the
automobile industry not only because it has a large impact on each nation’s econ-
omy but, more importantly, because it clearly shows the transformation from a tra-
ditional neoclassical market to a new form of long-term, collaborative markets.2

Germany and the United States were selected for this study because they are both
liberal market societies with very strong automobile industries. Furthermore, the
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orders created by the new long-term and collaborative markets differ significantly
in America and Germany.

The primary empirical methodology of this article is in-depth interviews for
qualitative data and postal surveys for quantitative data in the American and Ger-
man automotive industry sectors. Personal interviews were conducted from 1999
to 2001 with key figures in the U.S. and German automotive sectors, such as
automakers, suppliers, associations, and regional governments. Through the
entire process of field research, I conducted forty-five personal interviews in the
U.S. market and sixty-two interviews in Germany. Most of these discussions were
with supplier companies. The in-depth personal interviews were supplemented by
interviews conducted via e-mail. I conducted the e-mail interviews with seventy-
one automotive suppliers, five trade associations, and one legal association in the
United States; e-mail interviews were also conducted with eighteen suppliers and
two associations in Germany. I also conducted a mail survey for quantitative data,
based on the most popular directories of American and German automotive parts
suppliers that are mainly first- or second-tier suppliers.3 I received 173 relevant
answers from the U.S. automotive suppliers (a response rate of 15 percent) and
147 relevant answers from German counterparts (a response rate of 18 percent).

This article endeavors to explain the dynamic process of norm creation, result-
ing in divergent market regimes in the U.S. and German automotive parts markets.
This article first reviews prevalent ideas of market societies; it then investigates
the extent to which newly emerging markets in both the United States and Ger-
many depart commonly from the neoliberal market paradigm. Yet the cases in the
two countries also diverge in the manner in which fairness and social order for
legitimate governance of liberal societies are constituted. The differences
between these two markets in the matter of market governance and the causes for
these differences will be examined. Finally, this article tries to conceptualize the
constitution of market regimes based on the empirical findings.

PREVALENT PARADIGMS OF THE MARKET

Three main paradigms dominate the debate on market regimes. Each contains
a specific view of how markets actually function and the grounds for the norma-
tive evaluation of the fairness of these institutions. The neoliberal paradigm
emphasizes universal relevance of market rationality and a strictly market-based
concept of justice; power theorists argue that market processes are inherently
structured around power inequalities and conflict and that since justice requires at
least rough equality of power, justice is generally absent from market processes;
institutionalists focus on conventions and cultural heritages, as both shaping the
way markets work and their norms of fairness. Before launching the empirical
investigation, this section briefly explores prevalent theoretical views on market
societies.
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In the 1980s and 1990s, neoliberalism (or market liberalism) gained ascen-
dancy by emphasizing the failure of hierarchical governance, specifically discred-
iting the Keynesian welfare state and exposing the problem of hierarchical corpo-
rate governance. As hierarchical governance of state or vertically integrated
corporation was discredited, neoliberals proposed markets as an alternative to
hierarchies.4 In particular, citing the success of the American liberal economy and
the recession of so-called institutional economies such as Germany and Japan in
the 1990s, market liberals argue that national economies will converge toward a
liberal market in imitation of the United States.5

The market that the neoliberals assume refers to the neoclassical market, char-
acterized by snapshot contracts, easy changes of partners by vigorous pursuit of
self-interests, and impersonal and anonymous relations.6 The neoliberal gover-
nance of market society is based on the assumption that high mobility of re-
contracting for self-interest maximization in so-called perfect competition is most
efficient. The weaker are the social constraints such as customs and political regu-
lation, the more efficient the market becomes. Therefore, politics and morality
should only minimally intrude on market processes. Justice in the neoclassical
market is derived from “natural reason”; thus, so long as one has a well-functioning
market, its outcomes will necessarily be just. Recently, the neoliberals of compar-
ative legal systems argue that legal systems of nation-states are converging due to
the development of the market.7 Based on the universal rationality of the neoclas-
sical market, the market liberals expect that national societies will converge
toward the neoliberal market regime.

However, the replacement of hierarchies by markets does not confirm the reju-
venation of market liberalism, as will be highlighted later in this article. First, the
newly emerging markets in the 1980s and 1990s challenged the neoclassical mar-
ket. In the new form of market relations, agents make long-term contracts rather
than choosing short-term mobility and emphasize close and cooperative relations
instead of arms’-length bargaining based on the anonymity principle. Further-
more, market regimes are not converging, as this article will show. In facing novel
problems, the U.S. and German markets created divergent regimes of market gov-
ernance through conflict-laden politics.

Meanwhile, power approaches contest the neoliberal paradigm of universal
justice and market rationality. The scholars of power approaches regard contracts
as a representation of asymmetrical power relations in which the weak parties are
dominated by the powerful. For example, power theorists like Sauer, Bieber,
Bennett Jr., and Semlinger argue that the recently developed long-term contrac-
tual relations between automakers and suppliers resulted in the automakers’dom-
ination and fundamental injustice, a development that proves there is no justice in
market societies.8 The contract law and shared norms are not relevant in correct-
ing the injustice of contractual relations. The solution to these power approaches
is that the relations should be transformed into more egalitarian ones or, as
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Bennett argues, that a court or state should intervene in the market to reverse the
domination.

Although power approaches correctly point out the conflicts in markets, they
fail to explain why a new form of market emerges, how differently authorities are
distributed and justified in the diverse forms of markets, and why some markets
develop fair partnerships while others do not, as shall be highlighted later. Market
regimes are tremendously different in the sense of how an authority is legitimated
and on what basis it is justified. The way of exercising power is continuously con-
strained and guided by shared rules that agents can create by adjusting their differ-
ent ideas of rationality and fair norms.

In the sense that particular institutions and norms influence the constitution of
different market regimes, this article is basically in agreement with
institutionalism. Norms and institutions not only constrain agents’ interests but
also provide agents with a repertoire that can be used in searching for solutions.
This article will focus on different traditions that facilitate different ways of delib-
eration and thus generate divergent market regimes. Nevertheless, this article has
some distance from “rigid” institutionalism that ignores agents’ active reflec-
tivity.9 Many rigid institutionalists in the debate on so-called lean production
expected that the national pattern of American economy, that of short-term con-
tract and high vertical integration, would not adopt the Japanese-style lean pro-
duction and closely interactive, long-term contractual relations due to particular
norms and institutions such as liberal contract law and fluidity of financial system.
Germans were also expected not to adopt Japanese-style cross-functional team
structure due to their traditional craft-system heritage.10

However, the U.S. and German markets have undergone tremendous changes
contrary to the expectation of rigid institutionalism. Agents in the U.S. and Ger-
man markets adopted similar new forms of long-term and closely interactive mar-
ket relations, reflecting on the drawbacks of their traditional markets and produc-
tion systems. Contrary to theorists of comparative institutional advantages,
Americans have developed new institutional arrangements of social networks and
training systems instead of passively retaining their free-market institutions.11

Contrary to the claims of rigid institutionalists, prior norms about contracts and
contractual relations were reconsidered and changed by agents in the U.S. and
German markets. This article differs from some rigid institutionalism in arguing
that prior norms and institutional arrangements were not unreflective. The diver-
gent consequences of market regimes are mainly due to differences in organizing
discourse among reflexive agents. This article will focus on norms about delibera-
tion and norm creation, instead of prior norms about contracts and contractual
relations as such, to explain divergent constitution of market regimes. The reper-
toire of norms about norm creation, rather than norms about contracts and con-
tractual relations, influences the manner of agents’ deliberation, which in turn
generates different market regimes. In Germany, a tradition of self-governance by
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associations facilitated the initiation of public deliberation in a novel context of
conflicts, while in the United States, individual and dyadic deliberation rooted in a
strong tradition of “utilitarian liberalism” failed to establish a fair and trustful
regime.

NEW MARKETS AND NEW PROBLEMS

In the past two decades of the twentieth century, Western manufacturers, par-
ticularly automakers, restructured their production and market relations against
the background of the high wave of international competition and apparent suc-
cess of the Japanese automobile industry. Just as Fordism in the early twentieth
century had significant effects not only on way of production but also on an entire
society, so-called lean production or “Toyotaism” has contributed to the reorgani-
zation of societies by affecting the old division of labor. This section analyzes why
market relations—in contrast to vertical integration—became increasingly preva-
lent in both the United States and Germany in the 1980s and 1990s; it highlights to
what extent the new form of markets in the United States and Germany both
depart from the neoliberal paradigm.

Most industrial experts agree that the trend of the creation of contractual rela-
tions through de-integration of existing vertically integrated in-house production
marks a meaningful change. From the perspective of transaction costs, high verti-
cal integration was a rational approach. But as technology changed rapidly and the
market of end products became volatile, rigid hierarchical governance under ver-
tical integration became suboptimal. American and German automakers disas-
sembled their existing vertical integration, reversing the trend of vertical integra-
tion initiated in the early decades of the twentieth century. Throughout the 1990s,
for instance, GM reduced their vertical integration from about 70 percent in the
late 1980s to 47 percent in 1993, liquidating their parts-making operations; Ford
from about 50 percent in 1988 to 38 percent in 1993; and Chrysler from about 40
percent in 1983 to 34 percent in 1993.12 German automakers also contracted out
more for parts production, increasing the outsourcing on average from 32 percent
in 1985 to 62.2 percent in 1993 and 70.7 percent in 1999. First-tier suppliers also
increased contracting out for parts production from 40 percent in 1980 to 70 per-
cent in 2000, on average.13

But this apparent revival of contractual relations does not confirm the neoclas-
sical paradigm. Agents in the U.S. and German automotive parts markets reorga-
nized their contractual relations, in ways quite different from the neoclassical
market model: instead of short-term contracts, they made long-term contracts.
Agents in the new form of market emphasized close cooperation instead of anony-
mous relations. From the perspective of easy re-contracting, short-term contracts
might be rational, whereas from the perspective of collaborative application engi-
neering, they become suboptimal. From the perspective of transaction costs, stan-
dardization might be optimal, whereas from the perspective of rapid innovation, it
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becomes burdensome. The nature of market rationality is thus neither universal
nor apparent. Market rationality is contextualized by the rationality of the division
of labor and contested by different perspectives. The next step delves into how the
newly emerging markets in the United States and Germany differ from the neo-
classical market and how they departed from their traditional markets.

The traditional markets in both the United States and Germany closely fol-
lowed the rationality of mass production. Although mass production seemed to
contradict the free-market model held by neoclassical economists insofar as it
encouraged vertical integration of large corporations (thus reducing the scope of
market exchanges), the market remaining after vertical integration in the histori-
cal period of mass production resembled the neoclassical market in a number of
important respects. The ideal type of neoclassical market assumes the homogene-
ity of products in the industry to facilitate an easy switch between contracting
partners. Standardization of products and the simplification of tasks because of
mass production indeed paralleled central features of the neoclassical market.

In the United States, the traditional automobile parts markets were reshaped
with the initiation of mass production in the 1910s and 1920s.14 To realize a stable
process of mass production, American automakers internalized the production of
specialized components but left the simple and standardized parts to independent
vendors in the market. Due to the fear of suppliers’opportunism and the possibil-
ity of disruption in the smooth flow of the production process, automakers broke
down each system into small, simple parts and developed detailed specifications
after internalizing the development capacity. Standardization in mass production
made the commodities more homogeneous and enabled agents to easily change
partners, as the neoclassical paradigm holds. Because they did not need to worry
about the exploitation of suppliers’ specialties, automakers easily switched ven-
dors simply based on the index of prices.

German market relations during the first period of adoption to mass produc-
tion, which intensified after the Second World War, also took the form of distant
neoclassical markets, although the process in Germany did not mirror the Ameri-
can counterpart.15 Due to the strong legacy of their craft system, German workers
did not undergo as much Tayloristic de-skilling as their American counterparts.
The German model, termed “diversified quality production (DQP),” “a variant of
Taylorism,” or “flexible specialization,” realized more flexible production
through skilled workers’ fast retooling and incremental innovation than did the
American model.16 Strong small- and medium-sized companies (Mittelständler)
also contributed to the flexibility of the German production system.

Still, in spite of their flexible production relative to American strict mass pro-
ducers, German markets were also short-term and distant contractual relations.
German automakers internalized parts production and development capacity as
they adopted more or less mass production after the Second World War. German
suppliers did not have such development capacity in most cases. Although they
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were production specialists involving highly skilled workers, German automotive
parts suppliers followed customers’ detailed specifications. The feedback infor-
mation by suppliers to automakers was neither systematic nor regular. German
suppliers were excluded from the automakers’development processes. Most sup-
pliers were a kind of buffer zone (Verlängerte Werkbank) that absorbed the shocks
of business cycle. Like American customers, German automakers could easily
switch contracts carrying the customer-developed blueprints.17

In the context of the reconsideration of the liabilities of mass production, in
particular in a situation in which the international competition became tougher,
Americans and Germans began to reorganize their market relations and produc-
tion systems in the mid-1980s. The fundamental organizational changes in the
United States and Germany reversed the extreme separation between conception
and execution, which was a feature of the rationality of mass production. In the
lean production system, workers in a company and suppliers constitute a team in
which they integrate various jobs by closely interacting with one another. For
example, on the shop floor, workers integrate separate jobs in a team, such as
assembling and quality management. In a similar fashion, suppliers also work
with customers, sharing their specialties to improve quality management and
develop new products. In application engineering, customers and suppliers work
together to reduce costs.18 These closely interactive relations, from early develop-
ment to delivery stage, differ sharply from distant, non-information-sharing rela-
tions of traditional markets.

Contrary to rigid institutionalists’ initial expectations, American automakers
began to restructure their mass production systems based on their recession and
international comparisons of automotive industries. German automakers also
undertook similar reorganization, reflecting on the fact that existing professional
specialization was not sufficient to compete with Japanese and American lean
producers. Many international studies in the early 1990s revealed that the German
flexible system turned out to be more rigid than that of the new lean producers and
that customer-supplier relations in Germany were if anything less cooperative
than that of American lean producers.19 The strict professional specialization,
which had been main source of strength in German production compared with
mass production until the 1980s, turned out to deter more flexible collaboration
between different functions as well as between customers and suppliers.20 The
functional department-oriented structure of German companies caused delay in
the time a product took to reach the market, and it raised huge costs from double
engineering. However, through the crisis in the first half of 1990s, German agents
reflected on the traditional culture of narrow-minded specialties and established
the new flexible system of cross-functional teamwork and collaborative
interactions.

The new form of closely interactive markets with long-term relational con-
tracting, which both the U.S. and German markets adopted, contradicts the
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neoliberal paradigm based on the neoclassical market. First, unlike the situation in
neoclassical distant markets, suppliers in both the U.S. and German markets
shared much information with their customers from the early stages of develop-
ment. In the 1980s, about 81 percent of U.S. suppliers received detailed drawings
developed by customers.21 But at the end of 1990s, according to my mail survey,
only 15 percent of American suppliers simply received the final drawing, as had
been traditional. Likewise, a majority of suppliers (79 percent) in Germany are
currently actively involved in the early stages of development, which was rare in
the German traditional markets. Many empirical studies confirm the trend of
closely interactive collaboration between customers and suppliers.22 For example,
according to an extensive international survey of automotive suppliers conducted
by Sako, Lamming, and Helper, the proportion of suppliers that provide custom-
ers with detailed information on their production has increased from 1989-90 to
1993-94 in almost all Western countries: from 50 percent to 80 percent in the
United States, from 51 percent to 90 percent in the United Kingdom, and from 42
percent to 69 percent in the rest of Europe. Only in Japan, where the level was
already high, was there no change (81 percent in 1989-90 and 80 percent in 1993-
94).

In addition, long-term contracts began to prevail in order to realize the effi-
ciency gains of collaborative markets. To encourage suppliers’ relation-specific
investment and to realize application engineering, customers offer suppliers long-
term contracts. For example, in the 1970s, about 99 percent of American automo-
tive parts markets were short term, with less than one-year contracts.23 German
markets were not markedly different from their American counterparts. In Ger-
man markets, 88.4 percent of contracts in 1973 were less than one-year contracts,
81 percent in 1982, and 81.2 percent in 1988. These statistics are contrary to the
rigid institutionalist description of German contracts as long term due to regula-
tory law and courts.24 However, as Table 1 shows, the recent development of long-
term contracts in both the U.S. and German automotive parts markets departs
from the traditional pattern of short-term contracts that lasted until the late 1980s.
Until the late 1980s, almost all contracts were for less than one year, whereas at
the end of 1990s, about 62 percent of American contracts and 68 percent of Ger-
man contracts were multiyear ones; many contracts in the United States (26 per-
cent) and in Germany (44 percent) are for more than 5 years.

Another characteristic of the new market is the reduction of the number of ven-
dors. As automakers tried to develop close relationships with suppliers in order to
realize collaborative engineering, they reduced the number of direct suppliers.
For example, Ford reduced the number of suppliers from about 700 for the 1994
Tempo and Mercury Topaz to only 227 for their successors, the 1995 Contour and
Mercury Mystique. Until the late 1970s, six to eight suppliers offered similar
products in the U.S. automotive parts market. The number of competitors for sim-
ilar products, on average, fell from 2 in 1984 to 1.5 suppliers in the U.S. automo-
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tive parts market.25 German automotive parts market also followed the same trend.
For example, Volkswagen (VW) has reduced the number of suppliers from 2,500
in 1989 to 1,500 in 1993, Audi from 1,100 in 1989 to 900 in 1993, and BMW from
1,000 in 1989 to 900 in 1993.26 This trend of reduction of vendors sharply departs
from the traditional, neoclassical markets in which severe competition among
numerous vendors was believed to maximize efficiency.

As a result, these commonalties in the U.S. and German markets do not con-
firm the neoliberal paradigm based on the neoclassical market. To the contrary,
the similar markets in both the United States and Germany challenge the
neoliberal paradigm. Neoliberal devices to control opportunism, such as the
threat of exit and liberal contract law, do not work well. For example, in long-term
and mutually committed contracts, it is not so easy to change contract partners as
the neoclassical economists assume.27 In addition, liberal contract law based on
the neoclassical market has difficulty governing incomplete long-term contracts.
Liberal contract law defines a contract as a promise in a model of bargaining. In
liberal contract law, all promises are not enforceable; only the “perfect contract”
in the “perfect competition” is strictly enforceable. The perfect contact assumes
almost perfect information, which enables contractors to present a future situa-
tion.28 This assumption of perfect information might have little problem in snap-
shot transactions of perfect competition. But as the term of contract becomes lon-
ger, perfect information hardly works because contractors have difficulty in
predicting the fluctuating situation during the long-terms of the contracts. Clearly
specified prices in short-term contracts of the traditional markets were easy to
observe. An empirical survey shows that 98.8 percent of traditional, short-term
contracts were not transgressed.29 By contrast, in recent long-term contracts, there
are many complaints of insecurity of price and volume. A supplier compares the
past contracts with recent long-term ones: “In the past, agreements were very
clear and customers kept the contracts. But recently agreements are not so clear
and customers change their promise easily. In the past, say 1980s, contracts kept
clear contents.”30 In long-term contracts, costs, prices, and volume are hard to pre-
dict for several years because of technological and design changes as well as vola-
tility of end-product market. The gap between current presentation and real condi-
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Table 1
Length of Contract in the United States and Germany (in percentages)

Length of Contract United States (n = 172) Germany (n = 144)

Less than 1 year 38 33
2 to 3 years 36 24
4 to 6 years 24 38
More than 7 years 2 6

Source: Author’s own survey conducted in 1999-2000.



tions in the future is too large for liberal contract law to fill. The new form of
markets does not confirm the neoliberal paradigm but challenges it.

One might expect that although liberal contract law does not work, long-term
contracts can solve opportunism by generating trust between contractors.31

Actually, many industrial legalists and industrial experts believe that long-term
contracts generate trust. But long-term contracts do not automatically generate
trust. Long-term contracts are plagued by opportunism because the powerful
party can easily take advantage of incomplete and unclear items within the con-
tracts. This is why many suppliers needed fair norms in both the U.S. and German
automotive parts markets. The new form of long-term and collaborative markets
generated new problems for governance due to the unclear and incomplete terms
of the contracts, which left room for new divergence, as will be highlighted in the
next section.

DIVERGENT LIBERAL REGIMES

The similar form of markets, which the U.S. and German markets took on in
the 1990s, leaves room for new divergence due to their incomplete and unclear
governance. Even in the closely interactive and long-term markets, the American
automotive parts market still suffers from rancorous conflicts and distrust, while
the German market has successfully established “trustful and fair partnerships.”
One possible explanation of these different outcomes might be that they simply
reflect long-standing cultural differences in norms about appropriate contract
behavior and market practices. I will argue against this view. These divergent pat-
terns of market governance are not predetermined by prior norms about contracts
and contractual relations. On the contrary, fair norms and partnerships have been
newly created, and the divergent market regimes come from the different ways of
deliberating about norms and mutual adjustments, or what might be called norms
about the creation of norms. This section investigates first how the U.S. and Ger-
man markets differ in governance of market relations and then examines what
causes the differences.

Differences in Market Governance

Before delving into the explanations of differences of market governance
between the U.S. and German automotive parts markets, one must clarify in what
dimension they differ and why fair norms matter. To better understand the differ-
ences of market regimes, this article differentiates between forms of markets
(short-term, distant market vs. long-term, interactive market) and governance of
relationships (adversarial vs. trustful relationships). In this sense, this article con-
tradicts the prevalent but false dichotomy between short-term, distrustful rela-
tions and long-term, trustful relations. The prevalent belief in the analysis of mar-
kets is that the long-term and collaborative form of market is trustful while short-
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term contractual relations are adversarial or distrustful. These are the two diago-
nal cells in Table 2. But even the traditional forms of markets based on short-term
contracts were not always plagued by distrust. Trustful relationships could exist
even in the form of short-term and not-so-closely-interactive (distant) contractual
relations.32 In contrast, the form of long-term and collaborative (or closely inter-
active) markets does not automatically generate trustful relationships. On the con-
trary, agents have more risks to consider, such as confidentiality of information.
The closer the relations are, the higher the risks of hurting one another. Many sup-
pliers, in interviews with me, complained that they had more difficulty governing
the relationships of the collaborative markets than they did the simple relation-
ships of old distant markets—for example, “customers want to know too much,”
“partners abuse my know-how that I gave for collaborative works,” “customers
revise the price and volume arbitrarily,” and the like.

As long-term and collaborative markets develop, the market governance often
becomes unclear and unstable. In a situation in which existing devices of market
governance, such as liberal contract law and traditional norms, have difficulty
governing new problems, agents need to build “more formalized rules or ethical
standards to govern these new and developing relationships.”33 In particular, fair
rules and stable governance become more important in a situation in which unfair-
ness and distrust cause economic pathologies. For example, even the same suppli-
ers perform differently according to the relationships in the market. According to
Liker and Wu’s research, the ninety-one U.S. suppliers perform better when they
work with Japanese customers than with U.S. customers. Customers’ unfairness
and distrust deter the collaborative relations from working well.34 In this dimen-
sion of the governance of long-term and collaborative contractual relations,
American and German markets differ from each other. The next step is to investi-
gate how different the U.S. and German automotive parts markets are in the estab-
lishment of stable relationships.

To estimate the levels of trust and fairness in the U.S. and German automotive
parts markets, I conducted mail surveys. Because the same questionnaires, proof-
read by native Americans and Germans, were sent to all suppliers in the well-
known directories in each country and all responses are based on voluntary partic-
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Table 2
Four Types of Market Settings

Governance Relationships
Forms of
Markets Adversarial Trustful

Short term Neoclassical competitive markets Normatively regulated conventional
markets

Long term Liberal utilitarian collaborative markets Publicly mediated collaborative markets



ipation, there is little possibility for bias caused by favorable selection in compari-
son between two countries. There might be bias between respondents and
nonparticipants in the survey. However, the nonresponse bias is not significantly
large, considering that the test for nonresponse bias shows no significance at any
variable, based on comparison between the responses of the first comprehensive
survey and the responses at the second follow-up survey—at the significance level
of .1.35 Furthermore, many other empirical studies in each country confirm my
findings. My intensive and extensive personal and e-mail interviews—with 110
American suppliers and 74 German suppliers—also confirm the result of the mail
survey: that Americans in the market suffer from distrust and unfairness while
Germans have substantively improved their relationships.

To estimate the levels of fairness and trust in the U.S. and German automotive
parts markets, participants in the survey were asked to evaluate each statement
with five categories of Likert-type scales: strongly agree = 2, agree = 1, neither
agree nor disagree = 0, disagree = –1, strongly disagree = –2.36

First, I estimated two indices of trust. In a collaborative market, a supplier and a
customer are required to share much information. In many cases, however, they
seem to share their information while actually hiding it due to the fear that a trad-
ing partner might take advantage of their information. In the survey, participants
evaluated the sentence, “Given the chance, our customers might try to take unfair
advantage of our business” (item 1 in Table 3). A majority of Americans agreed or
strongly agreed that their customers might take unfair advantage of their business,
while a majority of Germans disagreed or strongly disagreed with this statement
(the difference between countries is significant at the p < .001 level). American
suppliers worry significantly that their customers might abuse their information
and know-how if the chance arises, whereas German suppliers are less likely to
believe this might happen.

Another question inquired about the openness and transparency of the infor-
mation exchange. Participants evaluated the sentence, “We believe that the
exchange of information between our firm and customers is open and transparent”
(item 2, Table 3).

As the distribution of responses shows, a small portion of Americans (22.5 per-
cent) agreed that their relationships are open and transparent, whereas a majority
of Germans (59.2 percent) agreed that their information exchange is open and
transparent (the countries differ at the p < .001 significance level). This test shows
clearly that American suppliers worry about exchanging information with their
customers, whereas Germans show high levels of trust in the exchange of infor-
mation with their customers.

As many suppliers revealed in my interviews and former researchers in the
automotive supplier markets hold, shared norms of fairness are key factors for the
development of trustful relations.37 To assess different regimes of long-term and
collaborative markets, I assessed several indices of fairness in a formal as well as a
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Table 3
Comparison of Trust and Fairness in the United States and Germany

Distribution of Responses (in percentages)

Strongly Strongly Significance of Significance of
Agree Agree Neither Disagree Disagree Mean (difference Difference of Means in

Question (2) (1) (0) (–1) (–2) Mean from 0) United States and Germany

1. Possibility for customer abuse: “Given the
chance, our customers might try to take
unfair advantage of our business.”

United States 13.9 46.8 18.5 15.6 5.2 0.49 p < .001 p < .001
Germany 3.4 12.2 33.3 38.1 12.9 –0.45 p < .001

2. Openness and transparency: “We believe that
the exchange of information between our firm
and customers is open and transparent.”

United States 5.2 17.3 30.6 42.8 4.0 –0.23 p = .002 p < .001
Germany 10.2 49.0 29.9 9.5 1.4 0.57 p < .001

3. Violation of confidentiality: “If we give
information of our product and production
to our customers in collaborative work, our
customers often transfer it our competitors in
order to increase competition and reduce price.”

United States 9.8 38.2 20.8 24.3 6.9 0.20 p = .023 p < .001
Germany 4.1 14.3 32.7 36.1 12.9 –0.39 p < .001

4. Abuse of information: “Our customers often
use the information we give to check up on
us rather than to solve problems.”

United States 9.2 43.9 19.7 24.9 2.3 0.33 p < .001 p < .001
Germany 4.1 17.0 34.7 36.7 7.5 –0.27 p < .001
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5. Disregarding contracts: “Our customers
disregard the contract and move to another
supplier when a favorable alternative in
market emerges.”

United States 11.1 18.7 29.2 33.3 7.6 –0.08 p = .379 p < .001
Germany 3.4 13.6 21.8 48.3 12.9 –0.54 p < .001

6a. Supplier to customer information exchange:
“We believe that our firm gives to our
customers new ideas for improvement of
quality and reduction of costs.”

United States 32.9 54.9 10.4 1.7 0.0 1.19 p < .001
Germany 30.6 56.5 12.2 0.7 0.0 1.17 p < .001

6b. Customer to supplier information exchange:
“We believe that our customers give our firm
new ideas for improvement of quality and
reduction of costs.”

United States 6.9 19.7 40.5 28.3 4.6 –0.04 p = .585
Germany 2.7 38.1 41.5 15.6 2.0 0.24 p < .001

6c. Asymmetry of information exchange
(mean of 6a – mean of 6b)

United States 1.23 p < .001
Germany 0.93

7. Price pressure: “Our customers press the price
to the degree of ‘zero-profit’ or ‘minus-profit’
without considering the cost-conditions of
suppliers or without considering the conditions
of our production.”

United States 21.4 35.3 25.4 14.5 3.5 0.57 p < .001 p < .001
Germany 11.6 23.1 35.4 25.9 4.1 0.12 p = .161

8. General appreciation of fairness: “We believe
that our relations with customers are fair.”

United States 7.6 44.2 34.9 10.5 2.9 0.43 p < .001 p < .001
Germany 13.7 52.7 29.5 4.1 0.0 0.76 p < .001

Source: Author’s own survey conducted in 1999-2000.
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substantive sense. I asked first about the issue of confidentiality. Powerful cus-
tomers often transfer the information that suppliers provide for the collaborative
works to the suppliers’competitors to increase competition. First, the participants
in the United States and Germany evaluated the sentence, “If we give information
of our product and production to our customers in collaborative work, our custom-
ers often transfer it to our competitors in order to increase competition and reduce
the price” (item 3, Table 3). A total of 48 percent of the American suppliers but
only 28 percent of the Germans feel that they face this risk (difference significant
at the p < .001 level). The fact that German suppliers have more trust and more
transparency in the information exchange than Americans is closely related to the
fact that German suppliers are less likely to experience their customers’ violation
of confidentiality than their American counterparts.

Suppliers also evaluated the sentence, “Our customers often use the informa-
tion we give to check up on us rather than to solve problems” (item 4, Table 3). A
majority of Americans (53.1 percent) agreed that customers abused suppliers’
information, while only a small portion of Germans (21.1 percent) agreed with the
statement (difference between countries significant at the p < .001 level). In an
e-mail interview, an American supplier said that “customers use the information
provided as a stick to beat us with; so we are careful not to give the customers a
very large stick.”38 None of the Germans interviewed made similar comments.
The results of this survey suggest that German markets are fair while American
counterparts suffer from unfairness.

Another index for fairness is the frequency of switching contracts. This might
not be unfair at all in the neoclassical market; on the contrary, easy re-contracting
itself is an ideal type of neoclassical market. But it can be a problem in long-term
and collaborative markets. In long-term and collaborative markets, it is unfair that
a customer revises a given contract unilaterally. In particular, after a customer has
requested that a supplier make an abundance of investments in development and
production for collaborative works by offering long-term contracts, it would be
unfair for the customer to give the business to another supplier who offered a
lower price or to dictate another price cut by threatening to move business or
reduce expected volume unilaterally.

In the mail survey, suppliers evaluated the sentence, “Our customers disregard
the contract and move to another supplier when a favorable alternative in market
emerges” (item 5, Table 3). Again, the two regimes of American and German
long-term and collaborative markets are significantly different (p < .001). Ameri-
can suppliers are more likely to believe that their customers disregard given con-
tracts, in order to search for a lower price, than their German counterparts. In the
first half of the 1990s, particularly in 1993 when Lopez came to VW, many Ger-
man customers also tore down current contracts while dictating huge price cuts
unilaterally. But in the current German automotive parts market, such “unfair”
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cases of disregarding contracts have been tapering due to painful social
adjustments.

Three main indices of fairness have been tested so far—the violation of confi-
dentiality, the abuse of information, and the disregarding of contracts. In these
indices of fairness, American markets show significantly higher levels of unfair-
ness while their German counterparts reveal higher levels of fairness, and the dif-
ference between the two market regimes are significant (all p values < .001). It is
noteworthy that the three main indices are related to formal definitions of fairness
such as “keeping confidentiality” and “keeping contracts.” Formal criteria are in
many cases good yardsticks to judge whether a behavior is a violation of fairness,
but they may not suffice to generate a sense of fairness that would enable two par-
ties to cooperate. For example, a customer may keep the original contract yet may
arouse a sense of unfairness on the part of supplier companies if the customer does
not consider that the cost of materials has skyrocketed. On the other hand, a cus-
tomer may revise a fixed rate of price reduction, but the supplier can feel that this
is fair, as they are trading off between an immediate price discount and future busi-
ness. Furthermore, substantive fairness between a customer and a supplier often
generates trustful cooperation because it enables the agents in collaborative mar-
kets to identify common benefits with their self-interests.

I have tested two issues to attain an index of substantive (rather than simply for-
mal) fairness. One is asymmetry in exchange of information; the other is price
pressure. For the asymmetry of information exchange, I assume that as the asym-
metry of information exchange between a customer and a supplier becomes
smaller, it more closely approaches fairness. To ascertain the degree of asymme-
try of information, participants in this survey were requested to evaluate the fol-
lowing two sentences using a Likert-type scale: (1) “We believe that our firm gives
to our customers new ideas for improvement of quality and reduction of costs”
(supplier to customer information transfer—s-c info); and (2) “We believe that
our customers give our firm new ideas for improvement of quality and reduction
of costs” (customer to supplier information—c-s info).39 For the index of fairness,
I first measured the difference between “s-c info” and “c-s info” in each country;
then, I tested the difference between the two countries to ascertain the extent of the
asymmetry of information exchange. These measures indicate that the asymmetry
of information exchange between a supplier and a customer in Germany is signifi-
cantly smaller than that in the U.S. markets (p < .001). In the German automotive
parts markets, customers and suppliers are more likely to exchange information in
a “fair” way than their American counterparts are.

Another index for substantive fairness concerns the degree of price pressure,
which indicates how a customer and a supplier distribute the common benefits
resulting from collaborative works. In my interviews, almost all suppliers in both
the United States and Germany admitted that the price pressure has been growing.
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And many suppliers understand that automakers are also under international com-
petition, and thus, suppliers themselves should reduce the price. But in some
cases, the pressure is too much on suppliers. Many suppliers complain that cus-
tomers’profits go up while suppliers’profits go down. Sometimes, the price pres-
sure is “unreasonable” to suppliers.

For the index of the price pressure, participants in the survey evaluated the sen-
tence, “Our customers press the price to the degree of ‘zero-profit’ or ‘minus-
profit’ without considering the cost-conditions of suppliers or without consider-
ing the conditions of our production” (item 7, Table 3). In this question, I assume
that as the one-sided pressure becomes higher, it is less fair in the sense of sharing
collaborative benefits. The difference between the U.S. and German markets in
sharing benefits is significant (p < .001). American customers are more likely to
press prices without considering suppliers’conditions than their German counter-
parts. This result suggests that German markets are fairer than American markets
in the substantive justice of sharing collaborative benefits.

All five indices of fairness tested above show the significant differences
between the American and German automotive parts markets. German automo-
tive parts markets clearly show prevalence of “fair” relationships between cus-
tomers and suppliers, whereas “unfair” relationships dominate the American
automotive parts markets. This is important because American customers’“unfair”
behaviors deter trustful cooperation, which is counterproductive to economic
performance.

Many empirical studies confirm my finding that the U.S. automotive supplier
market has problems in the interfaces between customers and suppliers. Susan
Helper’s extensive survey, the survey conducted by OSAT and A. T. Kearney, Inc.,
and Jenet Hartley’s survey conclude similarly that fair and trustful relationships
between automakers and suppliers in the U.S. automotive parts market are excep-
tions rather than the rule.40 In particular, extensive research conducted by Berlin
Science Center (Wissenschaftzentrum Berlin [WZB]) from 1993 to 1996 shows
that American automobile companies suffer dysfunction in the interfaces with
suppliers more than German companies do. According to the WZB research,
American automakers suffered from distrustful relationships with their suppliers
to an “extraordinarily serious” extent, although they adopted a new, flexible orga-
nization. Andreas Bartelt’s empirical research conducted in 1999, which gathered
data from 283 German suppliers, also confirms my finding that German suppliers
have improved their relationships. According to Bartelt’s research, about 80 per-
cent of German suppliers evaluate their relationships as “very successful”; Ger-
man suppliers are less worried about the risk of customers’ opportunistic behav-
iors, such as violation of confidentiality.41

Regardless of companies’ tier position and size, German markets established
“fair and trustful” relationships, whereas American counterparts “unfair and dis-
trust.” This runs counter to power theorists’ expectation that small companies
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could not build fair partnerships and would collapse under high pressure from
customers. I conducted regression analyses between company size, represented
by the number of employees, and all indices of trust; and regression analyses
between tier position and trust both in the United States and Germany. The regres-
sion analyses do not show any significance of correlation between trust and com-
pany size or between trust and tier position; all the p values in these regression
analyses are larger than.05. Through personal interviews and e-mail interviews, I
also conducted another mini-survey about the relationships between first-tier sup-
pliers and sub-tier suppliers. Worrying about a respondent’s bias—that is, that a
first-tier supplier might deny its own unfairness toward sub-tier suppliers—I
raised questions with sub-tier suppliers about the relationships with their custom-
ers (first-tier suppliers) only after identifying the interviewee as a sub-tier sup-
plier. To the question of whether first-tier suppliers treat sub-tier suppliers in the
same way as they received unfair treatments from automakers, 90 percent of
American sub-tier suppliers agreed that first-tier suppliers “pass the bucks”
directly down to sub-tier suppliers; only 4 percent of respondents disagreed with
the statement. By contrast, only 11 percent of German sub-tier suppliers agreed
that the first-tier suppliers’ behaviors were unfair, while 89 percent of German
sub-tier suppliers answered that they had better relationships with first-tier suppli-
ers. The survey conducted by the automotive journal Ward’s Auto World in 2000
also confirmed that American first-tier suppliers are confrontational. Andreas
Bartelt’s extensive 1999 survey concluded that there is little difference between
big and small suppliers in the fairness and trust indices.42These data indicate that
fair and trustful relationships spread out in German automotive parts markets
while unfair and distrustful relationships prevail in the American automotive parts
markets regardless of the tier position and power. The information reveals that the
reason that Germans established fair and trustful partnerships is not that German
suppliers are more powerful than their American counterparts.

It is also noteworthy that fair partnerships are not predetermined by prior
norms about contracts and contractual relations but are consequences of the
actors’ tremendous efforts. In the first half of 1990s, German automotive parts
markets suffered from unfair behavior by powerful customers.43 According to
empirical research by Mittelstandsinstituts Niedersachsen based on 437 suppli-
ers, 87.7 percent of German suppliers argued in the early 1990s that they felt dis-
criminated against and pressed by their powerful customers. In addition, 84 per-
cent of the suppliers held that they had to concede to “unfair” requests by
customers.44 But through the painful process of society-wide adjustments, the
unfair cases began to taper off around 1995. According to Gernot Diehlmann’s
research, whose empirical basis is around 1995, the risk that customers might take
advantage of suppliers’ new technologies and information became relatively
small. Many people, such as Hans Dieter Oelkers, the general manager of
Wirtschaftsverband Stahlverformung, admitted that outstandingly unfair
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cases became rare.45 The two studies in 1993 and 1998 conducted by the
Forschungstelle Automobilwirtschaft of the Universität Bamberg reveal that
unfair cases decreased markedly during that time.

By contrast, Americans in the automotive parts markets have made little prog-
ress in establishing fairer relationships. Susan Helper’s research on the American
automotive parts markets, conducted in 1984, 1989, and 1993, reveals that Ameri-
cans in the early stage of transformation to a new market suffered from distrust
and unfairness. Many independent research projects, such as those conducted by
Jürgens, Chotangada, Maloni, and Ward’s Auto World in the second half of the
1990s, show that the relationships in the U.S. markets have not improved; agents
still suffer from distrust and opportunism.46

I must note before concluding this section that the conception of fairness is not
identical in American and German automotive supplier markets, although I have
used it neutrally in this research. To ascertain the difference, I asked suppliers to
evaluate the sentence, “We believe that our relations with customers are fair”
(item 8, Table 3). As the test of mean difference on the issue of “general apprecia-
tion of fairness” shows, there is significant difference between the American and
German estimation of fairness (p < .001). Nevertheless, it is noteworthy that a
majority of American suppliers (52 percent) also believe that their relationships
with customers are fair, and only about 13 percent believe they are unfair. The rea-
son why American suppliers agree with the above statement, although they have
experienced customers’opportunistic behaviors such as violation of confidential-
ity and arbitrary revision of contracts, is not only because participants tend to
answer positively to an abstract question. Through my personal interviews and
e-mail interviews, I came to know that fairness in the American automotive parts
markets is judged different from that of their German counterparts.

Plentiful cynicism regarding partnership and fairness hangs over the U.S. auto-
motive parts markets, due to long-lasting distrustful relationships and conflicts.
By the late 1990s, although they felt distaste for the usual relationships, few peo-
ple in the American automotive parts markets expected the fair sharing of substan-
tive benefits between a customer and a supplier. Many American suppliers com-
plained of the extreme pressure of price cuts, but they did not think that it is unfair.
Many suppliers defined fairness as “all is fair in love and war.”47 The criteria for
distribution of benefits resulting from collaborative works totally depends on per-
sonal taste and individual power. The “fair rules” in the American automotive sup-
plier markets are not simply formal but are extremely determined by power. As a
supplier defines it, the rules are “a jungle rule—perform or perish.” Survival is
justified. But this conception of fairness is not predetermined by prior norms
about market relations. In the early period of transformation toward the collabora-
tive market, people in the U.S. markets also had expectations of substantive fair-
ness.48 However, by the end of the 1990s, Americans in the markets believed that
the so-called unfair behaviors were a kind of “given rule” in their markets. The
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reason that Americans are reluctant to call it unfair is that customers’ opportunis-
tic behavior is a part of everyday life. American suppliers came to believe that
their customers’ behavior is fair insofar as they treat the competing vendors
equally, whether the customers’ rules are distasteful or not. In the American mar-
kets, the expectation of substantive fairness has receded to an extremely cynical
formalism in which suppliers are excluded from the process of rule making.

By contrast, in addition to conceptions of formal fairness such as “to keep con-
tracts and confidentiality,” many German suppliers mentioned substantive aspects
of fairness, such as a fair balance between quality and price, a fair trade between
price concession and future business, and a reciprocity of openness and benefits
between the customer and the supplier.49 Many German suppliers said, “without
fairness, no partnership (Ohne Fairness, Keine Partnerschaft).” But this does not
mean that only an even distribution of benefits is fair. Many suppliers accept that
powerful customers can take a bigger piece of the pie.50

The next subsection investigates what causes differences in market governance
between the U.S. and German automotive parts markets.

Causes for Differences

Why have Germans successfully established fair substantive norms and trust-
ful partnerships while Americans in the automotive parts markets failed to do so?
Why have Americans in the markets not made progress in their relationships
while the Germans have? Why does an extreme form of formal fairness prevail in
the U.S. markets while an idea of substantive fairness works in the German mar-
kets? The basic explanation of the differences between the U.S. and German mar-
kets, I will argue, is the manners of deliberation in which particular traditions and
institutional arrangements influence different methods of norm creation. This
means that the divergence of the market regimes is not predetermined by prior
norms about contracts and contractual relations as such or by prior institutions
about these kinds of relations. Rather, it is the deliberation capacity over norms
and norm creation that is the central issue.

Contrary to some rigid institutionalists’ claim, fair partnerships in the German
markets have not resulted from the peculiar German contract law and court sys-
tems.51 In fact, it was not until the 1990s that Germans developed long-term and
trustful contractual relationships. According to independent empirical studies by
the Commission of Monopoly (Monopolkommission), Hamer, and Geck and
Petry, German courts did not play an important role in prohibiting such unfair
behaviors because they were hard to prove.52 In addition, many empirical studies
reveal that German markets also suffered from unfairness and distrust, as has
already been mentioned in the previous section. More important, existing norms
for market governance did not work in a situation in which new market relations
caused unfamiliar problems. In the confrontational situation of the early 1990s, as
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the chief of a German supplier company said, “the consensus of business norms
in the automobile parts markets was to a high degree endangered.”53 Particularly,
the traditional norm of fairness, such as “live and let live” (Leben und Leben
lassen), did not work any longer in the new collaborative market, in which
automakers and suppliers could not survive only with single in-house efforts
(Einzelkämpferdasein) and had to collaborate, sharing their information.54 The
introduction of new collaborative markets under international competition
required that new norms of criteria for stable governance be created. The diver-
gence between the U.S. and German markets arises in the process of deliberating
new norms.

Fair norms do not emerge automatically in the environment of dense networks
of associations, despite the arguments of neoTocquevillians like Robert Putnam.55

The reason that Americans failed to establish fair norms is not because of sparse
associational networks. Contrary to prevalent beliefs, U.S. companies in the auto-
motive parts markets are not playing alone. The agents in the U.S. automotive
parts markets are involved in as many associations as Germans are. Most Ameri-
can suppliers in the automotive parts markets take part in one or two specific asso-
ciations, like their German counterparts. In each technical segment of the U.S.
automotive parts markets, there are specific associations on the regional as well as
the national levels, also like their German counterparts. In addition, the expecta-
tions of the institutionalists of comparative institutional advantages were proved
wrong as U.S. companies did not stick to the strategy of enjoying the institutional
advantages of “sparse associations” unreflectively. On the contrary, people in
U.S. markets have also developed various institutional networks such as training
centers.56 What makes the difference in market governance is not the number of
associations but the way that agents interact in associations.

The central reason for divergent market regimes is that Germans in the auto-
motive parts markets created a distinctively public way of confrontation and
deliberation, unlike their American counterparts. Under strong traditions of self-
governance by associations, suppliers’ collective resistance against automakers’
confrontational policies in 1992 initiated public deliberation, although the “rebel-
lion” did not have immediate effects on current issues such as price cuts.57 Since
then, the German Automobile Association (VDA), as well as many social organi-
zations and local governments, tried to mitigate the severe conflicts in numerous
meetings. For example, major German newspapers and magazines criticized
automakers’unfair cases. Lower Saxony, which has 20 percent of share values and
40 percent voting rights for VW, opened many public meetings between VW and
suppliers. The SPD-Bundestag faction organized a meeting to discuss unfair cases
and called a hearing in congress, criticizing automakers’ abuse of power. Trade
unions like IG Metall and IG Chemie articulated positions against automakers’
confrontational policy.58 Not only the German Industry Association (Der Bun-
desverband der Deutschen Industrie [BDI]) but also a confederation of supplier
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associations such as forging and dye-casting associations (Arbeitsgemeinschaft
Zulieferindustrie [ArGeZ]) organized public deliberation.

The fair norms in the German markets were thus newly created by agents’real-
ization of traditional norms’ inadequacy in new situations through the process of
public debate. In the early stages of confrontation, automakers’ new policies also
had legitimacy; thus suppliers’early resistance did not achieve immediate effects.
The reason for the initially small effects of suppliers’ resistance is that German
suppliers did not develop a clear alternative to automakers’ policies in the early
1990s. During this time, most suppliers did not deliberate about kinds of collabo-
rative markets but considered whether to establish a new form of collaborative
market. From the traditional perspective of an “independent player in a market”
(Einzelkämpferdasein) or a live-and-let-live (Leben und leben lassen) policy, cus-
tomers’ requests for a new form of collaborative market, such as just-in-time
delivery and “open information” (gläsernen Taschen), were seen as unfair and a
restriction of supplier freedom in the market.59 In addition, the adoption of a new
collaborative relation itself meant an increase in the burdens of suppliers. Thus, at
the inception of transformation toward a new form of collaborative markets, Ger-
man suppliers rejected the collaborative market itself by confusing a form of col-
laborative market with unfair governance of collaborative markets.

But the direct resistance to new policies of collaborative markets—such as just
in time, open information, and cost reduction—did not offer a solution to the
tough international competition. In particular, in a situation in which numerous
studies revealed the backwardness of German auto industry’s productivity, Ger-
man suppliers could not achieve legitimacy by claiming that they had improved
productivity more than automakers in the last decade or by the strategy of “de-
mystification” of Japanese lean production. German suppliers came to recognize
that neither “soft trust” between automakers and suppliers nor the rigid stability
based on traditional distant market relations would offer any solution in their mar-
ket. Through the mid-1990s, German suppliers made tremendous efforts to
restructure their production systems and became more competent as a develop-
ment partner for collaboration with customers.60 Once they accepted a new form
of collaborative markets, German suppliers developed their alternative of fair
norms in opposition to the automakers’ confrontational model in the process of
criticizing unfair behaviors.

The legitimate fair rules developed by associations—the VDA’s “guidelines
for collaborative works” (Leitfaden für die Zusammenarbeit zwischen den
Automobilhersteller und ihren Zulieferern); the BDI’s “guiding rules for supplier
relations” (Leitsätze für Zulieferbeziehungen); the ArGeZ’s “recommendation
conditions” (Konditionenempfehlung der ArGeZ)—are hard for a single com-
pany to transgress without losing legitimacy. The ArGeZ’s fair rules
(Konditionenempfehlung der ArGeZ) were admitted by the Federal Cartel Office
as announcement no. 151/99. In addition, as German suppliers became more com-
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petent development partners in the mid-1990s, fair partnerships became more
convincing than the confrontational model. A chief of a supplier industry associa-
tion says the following:

Customers are convinced that they will never succeed when they are fighting with suppli-
ers. Even big customers cannot disregard the criteria formed by social adjustments and dis-
cussions. If they disregard it continuously, they will lose legitimacy, facing conflicts or
solving the conflicts only by power. But it can hurt the big company’s own interest and mar-
ket competitiveness.61

In a situation in which there is a socially shared alternative of fair norms, bare
power loses legitimacy and rarely generates voluntary cooperation by suppliers.

On the other hand, in the process of deliberation and adjustment in the public
realm, automakers had the burden of publicly justifying their policies. Given the
existence of an alternative type of efficient relations, the simple emphasis on the
necessity of restructuring for a new form of collaborative market loses legitimacy.
For example, in the early 1990s when the confrontation occurred between
automakers’ requests for collaborative markets and suppliers’ immediate resis-
tance, automakers’ justification, based on tough international competition, was
relatively effective against the background of economic crisis. However, as Ger-
man suppliers developed an alternative of fair cooperation to the confrontational
model within the new form of collaborative markets, the customers’ confronta-
tional model lost legitimacy.

Nevertheless, the most important point in the process of forming fair partner-
ships is the participatory process itself, in which agents in the markets express
their own rules and build social forces for self-governance in civil society. In par-
ticular, numerous formal and informal meetings provide the occasion for legislat-
ing self-norms. In the process of criticizing unfair behavior, German suppliers
express their own fair criteria; thus they were bound to observe their own rules.
“Self-binding by self-legislation” in the democratic participatory process contrib-
utes to solidarity among suppliers themselves, particularly between first-tier sup-
pliers and sub-tier suppliers. For example, a supplier and member of the Bayern
Metal Association (VBM) reports the following in my interview:

In the VBM, there are not just first-tier suppliers, but also second-, third-tier suppliers.
While they discuss unfair behaviors, first-suppliers had difficulty in treating sub-tier sup-
pliers in a similarly unfair way as they criticized in the protest against automakers.62

The discussion, through the effect of “self-binding by self-legislation,” estab-
lished solidarity among suppliers. In this sense, the activities of the ArGeZ, whose
members are mostly sub-tier suppliers, are very important for the formation of
society-wide fair partnerships because their protest against unfairness enabled
first-tier suppliers of the VDA to reflect on their relative position in the entire sup-
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ply chain. This stands in contrast to American first-tier suppliers, who easily
transferred the pressure initiated by automakers to sub-tier suppliers in dyadic
relations without considering burdens of justification in the public. In the process
of criticizing unfair behaviors, that is, in expressing their own criteria of fair gov-
ernance, German suppliers expanded their solidarity for fair norms because they
could hardly violate their own rules expressed in the public realm.

By contrast, Americans in the automotive parts markets have not developed a
public realm for deliberating governance problems even though social networks
and associations might be sufficient for the “public deliberation,” if they intend to
deal with them in a public way. Americans in the automotive parts markets have
failed to build society-wide norms because they tried to solve so-called unfair
issues in individual, dyadic relations. In the absence of a process for verbalizing
their own rules in the public realm by criticizing opportunism and justifying their
own behavior, Americans in the automotive parts markets have little chance to
objectify their own behaviors and build their own criteria in the public eye. In the
absence of society-wide norms and without the burden of justifying their own
behavior in the public realm, American customers can easily transfer burdens to
their own suppliers when they feel pressure from their own markets.

Why have Americans in the automotive parts markets not deliberated so-called
unfair problems in the public realm? The first reason for the American associa-
tions’reluctance to organize such public deliberation is that many American asso-
ciations are not interested in discussing “ethical issues” due to their narrow spe-
cialty orientation in the competition over memberships. Local associations like
the Tooling & Manufacturing Association do not organize a public way of deliber-
ating fair criteria and adjudicating conflicts because such activities are not neces-
sary for attracting members. However, the fragmented structure of American
associations might not sufficiently answer why the American associations have
not organized a public way of deliberating unfair cases. Some American associa-
tions like the Automotive Original Equipment Suppliers Association (OESA)
might be in the position to deal with such unfair cases. The OESA was founded to
increase supplier bargaining power and to deal with hot issues in the collaborative
markets. National automobile and supplier associations such as the Automotive
Industry Action Group, the Motor & Equipment Manufacturers Association, the
OESA, and the National Association of Manufacturers could have organized a
public way of adjudicating conflicts and developing fair norms if they had
intended to do so.

A more important reason that American associations and suppliers have not
addressed so-called unfair behaviors in a public way is that under the influence of
“utilitarian liberalism,”63 agents in the U.S. automotive parts markets limit not
only the problems they can address but, even more crucially, also the way in which
they deal with issues. Under the understanding of public/private dichotomy based
on utilitarian liberalism, there is little room for a “civic public realm” in which
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agents in civil society discuss common issues. As an American manager in one of
my e-mail interviews stated,

In order for there to be public rules, legal laws must already exist. The other issues should
be personal and private issues within the public law; so-called “unfair” cases ought to be
problems between two private contractors; so-called “unfair” cases shouldn’t be the prob-
lems which associations ought to deal with, but the problems which the “public” court
should rule upon only if the private contractors desire this.64

Under the influence of utilitarian liberalism, which regards the public only as the
governmental realm, Americans in the automotive parts markets disregard the
civic public realm, neither governmental nor personal (family or intimate) realm,
in which agents could deliberate common problems and act in concert. American
associations restrict the problems they deal with to neutral issues. They will not
involve themselves in political issues in civil society.

The ideal of utilitarian liberalism generates the individual, dyadic way of adju-
dicating conflicts in American civil society; this is reinforced by the practice of
individualist solutions. In particular, formal associations are discouraged from
organizing a public deliberation when they consider members’ reluctance to dis-
cuss unfairness; conversely, without the guidance of formal associations, individ-
uals and informal groups are discouraged from developing collective delibera-
tion. Ideas and practices are mutually reinforced. Without active efforts by the
associations to create public realm, the specific contractors to the conflicts rarely
choose the collective solution because the risk and burden assumed by each sup-
plier in the absence of the associations’ initiation are too large. In the absence of a
collective solution, suppliers respond to unfairness mainly by increasing their
own leverage. The easy way to increase leverage is to consolidate their market by
buying out other companies.65 Adversarial acquisitions among suppliers contrib-
ute to the atrophy of horizontal relationships. Adversarial acquisitions, few hori-
zontal relationships, and the absence of a public way of deliberation reinforce one
another’s effects.

The reason that Americans take an extreme form of formal rules for fair norms
is not that formal rules are derived from “natural reason.” The reason for the
extremely power driven, formal rules lies in the manner of deliberating conflicts
and norms. At the inception of collaborative markets, Americans expected to
achieve substantive fairness through the distribution of risks and benefits. But due
to long-lasting unfairness on the part of the customers, Americans in the automo-
tive parts markets receded to an extreme form of formal rules. In the absence of
adjustments of conflicts in the public realm, Americans in the automotive parts
markets hardly accumulate rich common grounds, unlike their German counter-
parts. In the individual dyadic way of adjudication, the powerful party easily
defines the rule. With little possibility of collective adjustments, weak suppliers
come to believe that customers’“unfair” behavior is a part of life or a given condi-
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tion. The customer-made rules are also justified by a liberal idea of “freedom of
contracts,” although there is little freedom to suppliers in actuality—“it is wholly
up to your free choice to end the relationship.”66 The customer-made rules become
justified as fair insofar as they treat suppliers equally in market competition,
whether or not they are distasteful. By contrast, the conception of fairness in Ger-
man automotive parts markets is much thicker and richer than those of the Ameri-
can markets. Germans in the markets expect substantive aspects of fairness such
as a fair balance between quality and price, a fair trade between price concession
and future business, and reciprocity between openness and benefits. The reason
for the establishment of such thicker fair norms in the German markets is that
agents in the markets share their common experiences and develop larger “com-
mon ground” for governance through adjustments in a public realm. The public
way in which agents deliberate social norms together is more likely to create the
expectation of substantive fairness.

CONCLUSION

Liberalism has paralleled the development of markets throughout modern his-
tory. But the recent development of markets challenges market liberalism. The
neoliberal paradigm’s universal relevance of market rationality has difficulty
explaining the dynamic process of the constitution of new social order. The newly
emerging, long-term, and closely interactive markets not only challenge the
neoliberal paradigm based on neoclassical economics but also left room for new
divergence since their governance was unclear. Divergent market regimes are
constituted not by prior norms or institutional arrangements about contracts and
contractual relations but rather by ongoing politics of problem-solving practices
in particular contexts of norms and institutions about norm creation and norm
transformation. This conclusion highlights the theoretical implications for the
constitution of liberal regimes, reconceptualizing the market and politics.

Market societies are governed neither by universal justice nor by the apparent
single necessity of market rationality as the neoliberal paradigm assumes. On the
contrary, ideal types of market rationality are multiple, and they are constituted by
politics. In the sense of Weber’s ideal type,67 there are many different ideal types
of rationality for economic efficiency. For example, from the perspective of trans-
action costs, vertical integration might be rational, but from the perspective of
flexible innovation, vertical integration can be burdensome. From the easy mobil-
ity of contractual relations, short-term contracts based on the anonymity principle
might be optimal, but from the perspective of flexible application engineering,
they can be suboptimal. Contrary to the belief of the neoliberals that market ratio-
nality is independent of politics, market society is constituted by contests and con-
flicts between different perspectives, not between well-understood and misunder-
stood rationality.
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Not only is market rationality context dependent but so also are the norms of
fairness in a market society. To adjudicate conflicts, fair criteria should be impar-
tial guidelines for adjudication. But the impartiality need not be in the form of a
formal procedure; it can also exist in forms such as “fair wages” and “fair price.”
Even though the Golden Rule of fair rules, reciprocity, prevails across societies,
the meaning and forms of reciprocity are different. For example, non-ethical
behaviors such as dishonesty and hiding information are legitimate in the neoclas-
sical market, insofar as the behavior does not violate formal law. In contrast, in a
society in which the subordinate and the superior relationships are emphasized or
in which agents in markets collaborate with one another, hiding information
might be unfair. In addition, impartial fairness or common ground as guidelines
for adjudication are not predetermined by prior norms about contracts and con-
tractual relations. Existing norms and institutions are continuously contested and
reinterpreted. As a new division of labor or a new market rationality emerges,
societies face new problems for governance.

How are fair norms and regimes created and, more important, sustained? Fair
rules in the market should be continuously reconstituted by politics. The impar-
tiality of fair rules emerges from the “reciprocal recognition” by members of a
community: we cannot expect others to respect our interests unless we respect
theirs. In the process of constituting impartial and common grounds, divergent
market regimes result from different kinds of problem-solving practices in a novel
context of problems, that is, the manner in which agents organize deliberation of
conflicts and new solutions. In Germany, deliberation of norms and conflicts in
the civic public realm, influenced by a set of traditions about public, deliberative
practices of norm-creation and self-governance by associations, facilitated sub-
stantive fair norms and trustful relationships by enriching the impartial, common
grounds as reference points to adjudicate conflicts. By contrast, in the United
States, the isolated and dyadic forms of problem-solving practices, rooted in utili-
tarian liberalism, resulted in extremely formal rules and distrustful relations.

The civic liberal regime characteristic of the German case is an alternative to
the utilitarian liberal regime. Through deliberation and adjustments in the civic
public realm, Germans have created rich common ground for fair rules. The “pub-
lic place” (öffentliche Raum), neither government nor private households, stems
from Aristotle’s politics—a place where members of the community can deliber-
ate common issues. Civic liberalism has been rediscovered by Tocqueville’s con-
ception of “political society,” Hannah Arendt’s conception of the “public realm,”
and Habermas’s conception of the “public sphere.” This public way of delibera-
tion is more likely to activate substantive fair norms and the stability of fair part-
nerships than isolated dyadic approaches. In the attempt to activate the public
realm for democratic and active participation, utilitarian liberalism can be an
obstacle. Civic liberalism, on the other hand, should be encouraged to develop
rich fair norms and society-wide fair partnerships.
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APPENDIX
Test for Nonresponse Bias

By comparing the responses to the first survey and the responses to the second follow-up
survey, this article tests for nonresponse bias. After receiving responses in the first compre-
hensive mail survey, I sent the same questionnaires to the nonrespondents of the first sur-
vey, randomly selected two hundred suppliers in each country. To test for nonresponse bias,
I tested the difference of means between the participants of the first survey (first group) and
the participants of the second follow-up survey (follow-up group), assuming that the
follow-up group might have more in common with those who did not respond at all than the
first group. The test shows no significant differences between the first group and the
follow-up group on all variables used in this article at the significance level of .1.

Test for Nonresponse Bias

t-Test for Equality of Means

Variable Mean Difference t Significance (two-tailed)

United States
Possibility for customer abuse –.13 –0.536 .595
Openness and transparency .21 1.147 .257
Violation of confidentiality –.13 –0.572 .570
Abuse of information .07 0.306 .761
Disregarding contracts .06 0.282 .779
Asymmetry, s-c info .06 0.382 .704
Asymmetry, c-s info –.21 –1.306 .196
Price pressure –.16 –0.822 .415
General appreciation of fairness –.19 –1.053 .298

Germany
Possibility for customer abuse .07 0.397 .698
Openness and transparency –.06 –0.406 .686
Violation of confidentiality .07 0.345 .731
Abuse of information –.03 –0.174 .863
Disregarding contracts –.09 –0.504 .616
Asymmetry, s-c info .13 1.028 .308
Asymmetry, c-s info .14 0.936 .353
Price pressure –.06 –0.279 .781
General appreciation of fairness –.10 –0.763 .448

Note: For the United States, first group n = 139, follow-up group n = 34; for Germany, first group n =
109, follow-up group n = 38. s-c info = supplier to customer information transfer; c-s info = customer
to supplier information.
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