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Reconfiguring the US Auto Sector: Lessons from Germany

by John Cody

Advocates of neoliberal policy believe that flexible workforc-
es, looser regulations and less government will lead to
stronger economies and a better environment for business.
Within the US, many such policies have been put into effect
with disastrous consequences for the labor market and indus-
try. Even beyond the US, there are claims that all countries
are converging into one homogeneous neoliberal set of ac-
tors due to globalization pressures. However, in contrast to
such assertions is the case of Germany, which features a rela-
tively secure and well-paid manufacturing workforce that
fuels one of the largest export surpluses in the world.

Germany'’s automobile manufacturing sector provides a per-
tinent example as to how workers can have both fair wages
and decent work while sustaining companies that generate
far more profit than US automobile producers since the 2008
crisis. Germany’s comparative advantage in automobile man-
ufacturing has much to do with its institutional arrange-
ments, all markedly different from those in the US. These in-
stitutional arrangements touch on a broad range of areas,
including worker training, union power, co-determination
and social welfare provisions. Due to labor's position as an
institutional stakeholder, Germany has ultimately seen re-
duced conflict between employers and employees and fos-
tered a competitive workforce to produce in-demand vehi-
cles.

Two Systems

For the “Big Three”, GM, Ford and Chrysler, difficulties were
building long before the 2008 crisis. In the 1980s, highly effi-
cient Japanese transplants began setting up plants in states
that had a history of union opposition. While employees at
the Detroit automakers had won union contracts in the early
part of the 20t century after years of struggle, newer foreign
producers kept unions out of their US plants while simultane-
ously eating into the Big Three’s market share. This not only
weakened the position of the Big Three, but also brought
troubles for organized labor as the UAW was no longer able
to bring the entire auto workforce of the US under its umbrel-
la.

Due to Germany’s institutional settings, non-union trans-
plants have never been present in the German domestic mar-
ket. In fact, all the major auto plants have extremely high un-
ionization rates of up to 90 percent. Within each auto plant,
works councils—responsible for issues such as new plant

technology and implementation of work rules—are also
heavily composed of IG Metall members. At the same
time, industry-wide collective bargaining has ensured
that worker wages across the industry are generally at
parity, helping foster a level-playing field for companies
to compete on quality and innovation instead of com-
peting on wages.

There are assertions that higher wages commanded by
US union workers left Big Three companies at a competi-
tive disadvantage on labor costs. However, worker wag-
es at the Big Three were only slightly higher before the
2008 crisis, and following renegotiated collective bar-
gaining agreements, UAW wages are generally at parity
with other non-transplant workers. Far more important
were legacy costs in the form of healthcare and pen-
sions. Foreign transplants in the US not only pay less in
terms of benefits and have a younger workforce, but
have also spent significantly less time in the US, leaving
them with far less retirees. To illustrate this particular
disadvantage of the Big Three, at one point following
the 2008 crisis, GM had 60,000 active workers and
450,000 retired employees, a burdensome ratio for any
company.

Germany has managed to avoid this problem because
government plays a major role in regulating the
healthcare sector while mandating employees and com-
panies pay a fixed percentage into regulated national
health care plans. It also features a strong government
role for retirement benefits instead of relying on compa-
ny-level management, which can and often has led to
disaster in the US. Although the Big Three have been
successful at shifting their healthcare liabilities to a UAW
managed pension fund known as the Voluntary Employ-
ee Beneficiary Association (VEBA), this new plan still
leaves retiree pensions subjected to market fluctuations.

The 2008 crisis further demonstrated important differ-
ence between the US and Germany. While the US inter-
vened in the form of auto company bailouts, the UAW
had to accept Tier Il wages, tens of thousands of job loss-
es and concessions on job classifications. Germany in-
stead extended the coverage period for short-time work
(kurzarbeit) benefits, in particular to support both the
auto sector and its workforce. Of the estimated 1.5 mil-
lion employees who benefited, around 900,000 were
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from the metal and electrical industry’. This short-time work
saw workers work fewer hours but receive supplemental
income from both the government and their employers un-
til demand normalized. The Federal Labor Agency estimates
300,000 positions were saved 2009 due to government sup-
ported short-time work?,

Investing in the Future

Compared to Germany, the US is not investing in its work-
force either. The apprenticeship system in Germany, which
is well integrated into the automobile manufacturing sys-
tem, is coordinated on the federal level and partly subsi-
dized by the state. Apprentices receive extensive training
and are usually absorbed into the well-paid German work-
force upon completion of their apprenticeship. This allows
auto companies to utilize a highly trained workforce to pro-
duce quality vehicles that have done well in international
markets. Studies have found that automobile workers in
Germany receive far more hours of training than US workers,
with one study categorizing two-thirds of German auto-
workers as intermediate-skilled while in the US two-thirds
were classified as low-skilled?.

The lack of federally coordinated training programs and
money lost by Big Three mismanagement of employee ben-
efit funds has also potentially hurt the diversity of product
lines offered by the Big Three. The Big Three derive a sub-
stantial amount of their profit from light trucks, which are
easy to make and sold at high volume. While these large
vehicles may sell well in the US, they struggle in the fast
growing international markets where many German compa-
nies have done quite well. With a more secure and highly
trained workforce, US producers could have shifted to a
more diverse and in-demand vehicle lineup long ago.

Many organizations such as Brookings* and the Economic
Policy Institute® have advocated the US pursues high-road
manufacturing—which focuses on advanced technology
coupled with well-financed and government coordinated
apprenticeship programs—but the US still lags far behind.
For now, US producers seem more interested in cutting
worker salaries, shifting production overseas, and eliminat-
ing as many positions as possible in production through
work rationalization and increased work intensity, which are
short-term fixes at best.

Giving Labor a Voice

The US is increasingly a victim of its own liberalized econo-
my, in which the financial markets dominate and sectors
that provide real jobs, like manufacturing, increasingly lose
out. OECD data shows that between 2001 and 2009, the US
has lost 5.6 million manufacturing jobs, a 30.2 percent de-
cline while Germany only lost 700,000 jobs, an 8.3 percent
decline. The capital structure of the Big Three automakers
reflects the broader market approach that dictates the US

business environment, which applies pressure to seek short-
term profits at the expense of long-term company health. In
Germany, Volkswagen is 20 percent owned by the Lower
Saxony government while BMW is mostly family owned. The
unique capital structure of these two companies allows
them to focus on long-term goals with the expectation that
profit will follow. Daimler, the German auto company with
the most shareholder pressure, also happens to be facing
the most difficulties as of late.

German supervisory boards also provide labor with a third
of the vote, securing a strong voice for labor in company
decisions. In the case of VW, half of the votes on the supervi-
sory board belong to labor. Any decision to close a plant is
especially difficult given that management must contend
with these boards and works councils. As a result, no plant
in Germany has been closed in decades, with the exception
of the Opel plant in Bochum, owned by GM. In fact, since
1990 there have been over 100 plant closures in the US, a
number that rapidly increased following the 2008 crisis®.

That is not to say that German labor has not had its strug-
gles. Strikes have occurred and each bargaining round
brings fierce negotiations over wages and other issues.
However, due to works councils, government support in key
areas and union power, both labor and industry have bene-
fited. With the UAW losing up to three-quarters of its mem-
bers since 1979, the US labor movement needs a new era of
revitalization. The Obama administration and other political
actors need to work towards a serious reconfiguring of the
US political economy to achieve this. Following some exam-
ples from German industrial relations could go a long way to
securing the long-term financial viability of the Big Three,
and US manufacturing in general.
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