
QFondazione G. Brodolini
uaderni della 

45



I Quaderni della Fondazione Giacomo Brodolini presentano i risultati dell’attività di

ricerca svolta dalla Fondazione nelle aree che, nel tempo, hanno costituito gli assi fon-

damentali delle sue iniziative culturali, occupazione, sviluppo locale, valutazione delle

politiche pubbliche, politiche sociali, pari opportunità, storia.

Fondazione Giacomo Brodolini

00161 Roma - Via di Villa Massimo 21, int. 3

tel. 0644249625   fax 0644249565

info@fondazionebrodolini.it

www.fondazionebrodolini.it

ISBN 978-88-95380-05-6



THE LABOUR IMPACT 
OF GLOBALIZATION IN 

THE AUTOMOTIVE INDUSTRY

A comparison of the Italian, German,
Spanish, and Hungarian Motor Industries

edited by 
Paolo Caputo and Elisabetta Della Corte

FondazioneGiacomoBrodolini





Index

Contributors 9

Introduction 11
Paolo Caputo and Elisabetta Della Corte

Labour on the Defensive? 
The Global Reorganisation of the Value Chain and 
Industrial Relations in the European Motor Industry 17
Josep Banyuls and Thomas Haipeter

1. Introduction 17

2. Global reorganisation in the motor industry 19

2.1 From internationalisation to globalisation 20

2.2 Internal reorganisation in OEMs 24

2.3 Reorganisation of the value chain 28

3. Confronting the pressures of globalisation: industrial 
relations systems in flux? 35 

3.1 New collective bargaining topics 35

3.2 Collective bargaining in regime competition: between
centralisation and decentralisation 39

3.3 Changing actors and strategies 42

3.4 Collective bargaining along the value chain: towards a
fragmentation of industrial relations? 46

3.5 Internationalisation of industrial relations 49

4. Conclusion: convergences, divergences and the defensive 
of work 51

References 56

5



The Automotive Industry in Germany 61
Thomas Haipeter

1. Introduction: Developments of the automotive industry 
and challenges for the systems of industrial relations 61

2. General relevance and historical development of the 
industry 63

3. Changes in the automobile industry since the 1990s 67

4. Changes in industrial relations 80

5. Conclusion 97

References 100

The Automotive Industry in Italy. 
Fiat’s Place in the Auto Industry 103
Paolo Caputo and Elisabetta Della Corte

1. Introduction: transformation of the automotive industry 
in Italy and its impact on industrial relations 103

2. General aspects and the importance of the automotive 
industry in Italy 104

2.1. Fiat Group and Fiat Auto 109

3. Changes since the 1970s 113

3.1. Technological changes, organization, work conditions 
and resistance 115

4. Internationalization and globalization strategies 120

4.1. Supplier relations 125

5. Some considerations concerning the union structure 128

6. The impact of changes on Industrial Relations 130

6.1. The role of European Works Councils 136

6.2. Working time flexibilisation 141

7. Conclusion 142

9. Appendix 145

References 149

6



The Motor Industry in Spain 153
Albert Recio Andreu, Josep Banyuls Llopis, Ernest Cano Cano, 
Raúl Lorente Campos and Maria Amigo Pérez

1. Introduction 153

2. General view of the Spanish motor industry 154

2.1. Historical evolution 155

2.2. Sector structure 161

2.3. Recent trends in production and employment 163

2.4. International position 171

3. Organization of the value chain 175

3.1. Position of the national industry in the international 
value chain 175

3.2. Net structure 177

4. Work organisation 183

4.1. Internal markets and organizational changes 183

4.2. Forms of flexibility in the use of the manpower 185

4.2.1. Temporary labour contracts and manpower
adjustment 185

4.2.2. Working time 187
4.3. System of wages retributions 189

4.4. Differences in the work conditions between OEM 
and supply firms 190

5. Industrial relations 192

5.1. Unions and employers´ organizations: structures of 
the actors and internal organization 192

5.2. Collective bargaining topics and changes in the 
relationships among actors 195

5.2.1. Demands and employer strategy 199
5.2.2. Perspective and union strategy 201

5.3. European Work Councils 204

6. Conclusions 209

References 215

7



The Automotive Industry in Hungary 217
Andras Tóth and  László Neumann

1. Automotive industry in CEE: restructuring, upgrading and
clustering 217

2. Political discussions concerning the future of car industry in
Europe 223

3. Industrial relations in CEEC car industry 225

4. Car industry of Hungary 229

5. Industrial Relations in the car manufacturing sector 238

6. Audi 244

6.1. Audi and its suppliers 245

6.2. Industrial relations at Audi 249

7. GM-Hungary 251

7.1. Recruitment policies 254

7.2. Production system of GMH 255

7.3. Industrial relations at GMH 261

7.3.1. GM-Hungary: factors which led to 
self-organization 261

7.3.2. Fight for recognition and for stabilizatio:
Compromise at GM-Hungary 265

8. Suzuki 269

8.1. MS: lean production or mean production 273

8.2. Industrial relations: The siege of Suzuki 281

8.3. The developmenf of the company and the state of 
industrial relations 299

References 302

8



Contributors

Maria Amigo Pérez, Autonomous University of Barcelona.

Josep Banyuls Llopis, University of Valéncia.

Ernest Cano Cano, University of Valéncia.

Paolo Caputo, University of Calabria.

Elisabetta Della Corte, University of Calabria.

Thomas Haipeter, University of Duisburg-Essen.

Raúl Lorente Campos, University of Valéncia.

László Neumann, Hungarian Academy of Sciences.

Albert Recio Andreu, Autonomous University of Barcelona.

Andras Tóth, Hungarian Academy of Sciences.

9



10



Introduction

Paolo Caputo and Elisabetta Della Corte

This project arose out of a common concern to conduct a critical
analysis on the impact of globalisation on industrial relations and on
work conditions in the European automotive industry. It is part of the
EU-financed project (Dynamo research project no. CIT2-CT-2004-
508521) “Dynamics of national employment models” coordinated by
the Institute of Work and Qualification of Gelsenkirchen. The automo-
tive industry is one of the largest industries in the European economy,
and it is a constant source of innovation in production and organisation-
al systems. More than 12.5 million European families depend on auto-
motive employment, with 2.3 million direct jobs and 10.3 million peo-
ple employed in related industries and services. The automotive sector
is also the largest private R&D investor in Europe. Every year vehicle
taxes deliver e 360 billion in government revenues (3.5% of European
GDP . In the past few decades car production has rapidly changed, pro-
gressively expanding its influence across national, international and
global borders, involving increasingly broader markets whilst maintain-
ing a privileged relation with national ones. The Fiat case is a salient
example of this trend. This work is based on cross-national comparisons,
and it analyses these changes by focusing on large automotive compa-
nies (OEMs: Original Equipment Manufacturers) with plants in Italy,
Germany, Spain and Hungary. The investigation is based on interviews
with experts of the sector, trade-union members and workers, and on
theoretical studies and data research.1 The decision to compare four
national sector studies has enabled analysis of different frameworks.
Two countries have consolidated OEMs symbolising the Italian and
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German styles (Fiat, VW, BMW, Mercedes). Instead, the other two
countries are ones in which, at different times (the 1950s for Spain, the
1990s for Hungary), the takeoff of automotive production has depended
on external investments. These various territorial contexts exhibit simi-
larities and differences as regards not only productive system and work
organization features but also the constraints and the advantages result-
ing from different localizations. In the global production ‘chessboard’
investments shifts are driven by potential opportunities. Comparison has
enabled us to verify hypotheses about the relocation of companies, and
about the material advantages and benefits deriving from the flexible use
of location (low labour costs, workforce acquiescence, weak trade-union
relations, public facilitations and incentives, etc.). Localisation choices
are changing: the global production network comprises nodes undergo-
ing economic growth and recession, varying attractiveness of regions (as
exemplified by Spain for the past, and by East European countries like
Hungary for the present). The world map of production localizations is
differentiated according to their advantages; the East European countries
have growing internal markets and are located close to the continental
markets (furthermore, despite admission to the European Union, the cost
of labour is much lower in many of these countries, and given the wide-
spread sense of social insecurity, workers are more submissive). 

The changes related to the globalisation of production in the car
industry mainly concern three fields: factory organization, the structure
of relationships among companies, and reorganisation along the value
chain. The Fordist organization has been replaced by the just-in-time
system, or lean production (zero stocks and zero lacks). The production,
which concentrated in the past in very large plants, is now deverti-
calised/decentralised but strongly interconnected within a network
structure (decentralization without de-concentration, that is, without a
loss of authority and control2). 

Taking account of these changes, the aim of this book is to answer
various questions: What types of changes are produced by the globaliza-
tion process? What is the main direction of production reorganisation?
How are relations among companies changing? What is now the main
role of trade unions? Are regime competition and reorganisation under-
mining acquired labour standards? Are there concrete differences among
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the various stages of the industry’s value chain, and between OEMs and
suppliers?

The automotive industry led the world to a new production paradigm
twice in the course of the twentieth century. It switched from crafts to
mass production in the 1920s and to lean production in the 1980s and
1990s. Although a large number of key elements in the lean production
system have been identified (teamwork, zero buffer principle, total qual-
ity control, simultaneous engineering, integrated supply chain, etc.), still
lacking is general agreement on the implications for employee relations
policies and practices. Consequently, questions about the lean produc-
tion system require further investigation.

Obviously, the automotive industry’s reorganisation should be
viewed in the context of the globalisation process. In recent years, inter-
national competition and technological innovations have induced radical
changes in the organisation of automotive production and closer atten-
tion to human resource issues.

Our comparative analysis reveals an industry in constant evolution.
Yet the changes are not restricted to the automotive industry, for they
invest the entire productive system: the capitalist use of technology; the
close connection between material and immaterial production; the delo-
calisation process which highlights the importance of the local context
in the success of firms; changes in industrial relations and human
resource practices, etc.

In order to investigate these ongoing changes, and to avoid stereotypes
about the post-Fordist phase, our research analyses these changes by pay-
ing close attention to the historical, political and economic backgrounds of
the countries concerned. Our research findings allow us to stress that,
despite the generalised adoption of lean production techniques, there are
marked differences in their implementation among different firms and
countries. Nevertheless, not to be disputed is the existence of common
tendencies and features emerging from the global competition.

As a result of the reorganization process of recent decades, the once
elephantine factory has been slimmed down; car production now involves
a wide network of producers/suppliers connected by integrated transport
services and by new information technologies. In this new context, the
final producer (OEM) is the central node which manages the organisation-
al networks. Suppliers – the English term renders the meaning of produc-
tive relocation better than the Italian fornitori – must comply with the
OEM company’s needs; they must devise and test new solutions, con-
tribute to productivity increases during a product cycle, offer new compo-
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nents with significant price reductions, follow the OEM’s new factory
locations, and supply components just in time. The old vertically-integrat-
ed productive model has given way to flexible organisation based on glob-
al networks: thousands of components are now produced by numerous
firms located in different geographical areas. This new order entails an
enlarged and reorganised value chain, with increased responsibilities of
suppliers regarding their own profits and those of the OEMs. Suppliers
perform a much more important role not only in production activities but
in the development of complex components (modules and systems). The
consequence of extensive outsourcing and modularisation may be a dra-
matic reshaping of the value chain (as has already happened in industries
such as consumer electronics and personal computers). Although their
central role is steadily diminishing, the OEMs are still the main players in
the automotive industry, above all in defining products and standards.

The investments and research strategies of companies have also
changed: recourse to financialisation has increased in accordance with the
logic of producing money from money. By contrast, the OEMs have
become gradually less involved in research and innovation activities
(according to the outsourcing and cost reduction logic). Research activity
is gradually moving externally to university research institutes, private
agencies or, as the case studies show, to the supplier companies themselves.

Work conditions are the cause of widespread dissatisfaction.
Complaints concern wage levels, shifts, the pace of work, monotony, and
hierarchical control. Despite attempts to supersede Fordist organisation-
al and managerial practices, it is still very difficult to make factory work
attractive, apart from the opportunity that it offers to earn a wage. Work
dissatisfaction and social insecurity are increasingly serious issues in
Italy, Spain, and also in the East European countries. Unlike in the recent
past, workers regard the unions as weak, and as unable to affect choices
concerning work conditions. The malaise of Fordist workers (who per-
form tasks with a time cycle of around one minute, every day, every
month, every year) in Italy (e.g. at the Melfi and Mirafiori factories) as in
Lithuania and Estonia3 is highlighted by the fact that they take the ‘exit’
rather than ‘voice’ option (Hirschmann, 1970). In this case, too, it is nec-
essary to reflect not only on changes in industrial relations and on the cor-
responding increase in managerial power but also on those related to
work ethics. Young workers are less willing to spend their lives working
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in a factory; indifference, disloyalty, and escape to other jobs are very fre-
quent (as evidenced by turnover and absenteeism data). Workers’ discon-
tent emerges very clearly from our four studies, and it has not been
ignored by the Fiat management: indeed, in December 2007 Fiat
launched a project to renovate the Mirafiori plant by introducing the
‘well-being plan’, according to which the large factory would lose its aus-
tere appearance of a prison. The work environment has now been made
brighter and more liveable: the walls have been decorated with murals,
some of them painted by the workers themselves; and the shower rooms
have been refurbished. In order to help workers with children, the facto-
ry management has opened a nursery, while the canteen menu has been
made more appetizing and varied. These improvements have been sup-
ported by an internal investigation group tasked with monitoring employ-
ees’ needs (in order to improve their ‘well-being’). Organizational inno-
vations have also been made, even if they are less oriented to well-being
and more to increased productivity. At the shop-floor level (the assembly
lines), the OCRA system (Occupational Repetitive Actions), based on
World Class Manufacturing (WCM), has replaced the old Tmc2. But for
the workers this innovation means a further intensification of their work-
loads because it increases tasks and cuts dead times. Work conditions still
represent a critical aspect of the system, as emerges from the four coun-
try studies. Workforce participation is always crucial for quality, prob-
lem–solving, and many other aspects besides. Such involvement is a fun-
damental requirement; and for this reason, human resources management
has grown increasingly participative and consensual during the past few
years. As demonstrated by the Hungarian and Italian (Melfi) examples,
the quality of workforce resources is not a matter of secondary impor-
tance. Finally to be emphasised are certain aspects concerning workforce
consensus (Pipan, 2007), localization, and working standards. Whilst the
organization requires workforce consensus and participation, is not easy
to reconcile these demands with the weak attractive power of factory
work, even in green contexts (like Melfi) where greenfield compliance
seems to have a temporal deadline after which workers’ needs emerge in
the explicit forms of resistance and disobedience, as demonstrated by the
21-day strike at Melfi in 2004. The local context’s features are important
mainly for the bargaining process and for worker resistance. A second
aspect concerns the fragility of current working standards in a regime of
increased competition. Unfortunately, the recent dramatic events at the
ThyssenKrupp factory in Turin show (as also said by a manager of the
German group) that companies are not adapting their security standards
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to national regulations but to their real application. ThyssenKrupp is not
an isolated case. Rather, it reflects what is happening in many production
sectors, including car manufacture (an industrial sector that tells us a
great deal about the globalization process, the consequences of the prof-
it logic, and workers’ weaknesses, but also about the new forms of sub-
jective resistance).

In conclusion, in regard to the objectives of this book, we can be rea-
sonably certain of the following facts:

• the impact of changes on industrial relations systems, that often
weakens the traditional role of the unions and undermines their
representation;

• the increasing emphasis placed by companies on bargaining
decentralisation (to plant or local level);

• the development of production networks based on standardised
platforms and modules that can be used to develop ‘coerced com-
petition’ among plants on a global scale;

• the increasing production and working time flexibilisation, which
generally imply reductions in labour standards and in work con-
ditions;

• work intensification and loss of worker control (exacerbated by the
introduction of teamworking organisation and new technologies).

Furthermore, by conducting critical analysis of the social relations of
lean manufacturing, our research also demonstrates that the restructur-
ing process is not unproblematic. That is to say, new forms and devices
of control do not equate with total managerial control. Claims that the
new management strategies and tactics of lean production can simulta-
neously secure the labour productivity of the post-Fordist factory and a
new form of workplace democracy do not tally with the harsh experi-
ences of those who work under contemporary production regimes.
Despite the use of new labour-saving technologies and the lean organi-
sation of production, the industry needs, more than in the past, the
involvement and active participation of workers. This creates serious
problems where workers’ discontent and resistance are manifest mainly
because the mobilisation of individual and collective acts of opposition
is inherent to the reorganisation of the work process.
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Labour on the Defensive? 
The Global Reorganisation of the Value Chain and
Industrial Relations in the European Motor Industry 

by Josep Banyuls and Thomas Haipeter

In this chapter we analyse the impacts of globalisation on the systems
of industrial relations in the motor industry in a comparative perspec-
tive. Globalisation in form of the global reorganisation of the value
chain has been a key development in this industry over the last decade
or so. This development is characterised by the creation of global pro-
duction networks at the final producers (OEM), by the internal reorgan-
isation –decentralisation and financialisation– of the OEM and by the
restructuring –reduction of vertical integration, new forms of network
relationships between OEM and suppliers– of the value chain in the
industry. Are regime competition and reorganisation undermining
national or industry labour standards? What types of standards are in
danger and to what extent? Are there differences between the stages of
the industry’s value chain, concretely, between OEMs and suppliers? 

In order to address these questions in this work we will investigate
the contents, forms and levels of collective agreements, the role and
strategy of the actors in collective bargaining and possible fragmenta-
tions along the value chain. We will do this in a comparative perspec-
tive, analysing the developments in four countries (Germany, Italy,
Spain and Hungary). 

1. Introduction

The motor industry is one of the most internationalised sectors in the
European economy. Strategic decisions made in the headquarters of a
multinational final producer (OEM) in Germany, France, Italy or the
USA have strong incidence in other countries with important production
facilities, like Spain or CEE countries. In the last years, the flexible util-
isation of different spatial and territorial resources provided by different
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countries that are coupled with different regimes of industrial relations,
social welfare and state policies, has become one of the main factors of
competitiveness within the industry. The development of regime compe-
tition on all levels of the value chain is driven both by an intensification
of competition, not at least caused by the growth of Asian producers, and
by organisational and technological developments which have enabled
companies to build up global systems of parallel production and inte-
grated production networks along the value chain. We will argue that it
is the combination of a specific form of globalisation, internal reorgani-
sation and the restructuring of the value chain that characterises this
industry like only few other ones.

These developments turn the motor industry into an ideal research
object for analysing the effects of globalisation and reorganisation on
national employment systems. Although globalisation has consequences
for several elements of employment systems, the area that will probably
be stroke mostly by the effects of regime competition in global produc-
tion structures is the system of industrial relations, including both the
actors and the strategies within the system and the collective regulations
and labour standards defined by them. Although the industry has a rather
high level of capital intensity, labour standards still have important con-
sequences both for the cost structures of production and for the adapt-
ability of production on market fluctuations, which can be based on tem-
poral, functional or external flexibility. 

We will try to analyse the impacts of globalisation on the systems of
industrial relations in a comparative perspective. The countries forming
our sample are Germany, Hungary, Italy and Spain. What is most stim-
ulating concerning the country mix is the fact that it includes both coun-
tries with OEM headquarters and headquarters of big systems suppliers
–Germany and Italy– and countries without headquarters –Hungary and
Spain. We label the two groups independent and dependent producers.
Therefore, we can tell our story from different sides, from the side of the
home base countries of OEM and from the side of their host countries,
which enables us to analyse the possible differences in the consequences
for industrial relations system between the groups and, more general, the
spatial consequences of global production decisions.

Within this framework, we will try to analyse if globalisation has an
impact on the developments paths of the national industrial relation sys-
tems in the industry and how this impact can be described. In addition,
we will try to answer if changes are only of minor importance and the
historical paths are continued or, on the contrary, if we can observe crit-
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ical junctures causing breaks and changes in development paths. In our
analysis we are comparing national sector studies that are made in the
four countries and that are based as well on several interviews with
experts on sector and company level as on literature and data research.4

2. Global reorganisation in the motor industry

In the last years, due to different reasons, the motor industry has been
transformed radically. In this respect, we can talk about three strongly
related structural changes in the sector. One is the fact that firms have
passed from a national market or production focus on a country to glob-
al markets. This means as well changes in market scope and new
regimes of competition as new forms of production organisation at inter-
national level. Along with this new international framework, most of the
OEM firms have experienced different productive organisation models,
trying to move from fordist scheme to new work organisation models (as
JIT, lean production system and so on). Finally, we can observe a new
organisation of the inter-company relationships based on modularisation
and outsourcing. This combination of globalisation, internal reorganisa-
tion and restructuring of the value chain is a common trend of the
national motor industries with a high homogeneity for the last ten years.
The homogeneity of the development is supported by the fact that the
final production of automobiles is, basically, concentrated in just two
handfuls of more or less global operating companies. The high and still
increasing concentration of the final producers guarantees a high con-
vergence of developments. Of course differences exist because of the
different productions systems that have been developed in the compa-
nies (Bélis-Bergouignan et al 2000; Boyer/Freyssenet 2003), but they
seem to be more differences in degree than in substance. Based on more
or less developed systems of benchmarking, the big OEM more and
more try to learn from each other in a context of growing competition.
Concepts like outsourcing or module strategies are regarded as best
practice and lead to a kind of organisational mimesis at least up to a cer-
tain degree.
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The important role of the OEM in the sector depends largely on the
fact that they are still the main actors in developing the products and
defining the standards dominating the industry. We will see that the sup-
plier relationships in the industry have changed fundamentally in the last
10 to 15 years due to trends like the reduction of vertical integration, just
in time, global sourcing, simultaneous engineering and so on. Suppliers
have become much more important for both production and develop-
ment of more complex components of cars like modules or systems.
Nevertheless, what has not changed yet –and will not change in a fore-
seeable future– is the role of the OEM in defining products and stan-
dards. Therefore, OEM still are the main actors along the value chain,
although their contribution to the production of value is steadily decreas-
ing. This is an important point for understanding both, the homogeneity
of organisational developments within the sector and the specificity of
the globalisation path related to other sectors. The dominant model of
reorganisation in the automotive industry is completely different from
that dominating in other globalised industries like the hardware produc-
tion in IT-industry, which is characterised by the facts that global oper-
ating suppliers play a central role in defining product standards and that
production and development are decoupled to a large extent. This path-
way of globalisation is called “Wintelism” in literature (Borrus/Zysman
1997). The potential effects of both forms of globalisation on industrial
relations are highly different. Whereas in Wintelism production is main-
ly shifted to low cost areas, with only the development, construction and
marketing functions remaining in the developed capitalistic economies,
in the automotive industry development and production will remain
much more territorial connected. Globalisation pressures in the automo-
tive industry will therefore be dealt with to a much larger degree within
the industrial relations systems of the developed countries (Jürgens et.al.
2003), whereas in the IT-industry at least the relocation of production
can hardly be avoided and globalisation pressures within the developed
economies are concentrated on the development functions.

2.1 From internationalisation to globalisation
The motor industry has always been an international sector dominated

by several multinational companies. In former times, internationalisation
was little more than having some subsidiaries with relatively high auton-
omy producing cars for certain local or regional markets. In the era of
globalisation, internationalisation is not only growing in size but it is also
coupled both with the internal reorganisation of the companies and with
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the restructuring of the whole value chain (Chanaron 1999; Pries 1999;
Sturgeon and Florida 2000). In this context, the social production relations
between firms within the sector and the content and location of the work
are redefined. This trend includes both a spatial extension of the sector and
greater interdependence and spatial integration, and, moreover, a new
combination of network and hierarchy (Wells and Rawlinson 1994:14). 

One important element in the shift from internationalisation to glob-
alisation is the growing volume of FDI and the consequent growth in
foreign production capacities, which has lead to increasing shares of
production abroad. In the case of German OEMs, the share of foreign
production has risen during the last decade from 32% to about 46% of
total production. The number of foreign sites operated by OEMs and
their suppliers has multiplied (Figure 1). Internationalisation has
become an important feature of German OEMs’ market and production
strategies (Pries 1999). The same can be said of Italy, where FIAT devel-
oped in the 1990s from a mainly national to a multinational company,
opening several new factories in emerging markets and developing a
“world car strategy”.

Figure 1: Foreign production sites operated by the German automotive
industry (OEMs and component suppliers; VDA 2006)
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Spain and Hungary are two recipient countries of FDI and, as depend-
ent countries, the development path of the sector is determined by the
independent countries trends. In Spain, the arrival of the multinationals
firms in the fifties of the last century can be explained by the Spanish
autarky strategy. In this context, the motor multinational corporations
provided technology and participated in the capital of national firms. It
does not seem as though, in this decisive phase, these firms took into
account factors like the availability of abundant, non-conflictive and
cheap labour force (Catalan 2000:136). The situation changes dramatical-
ly after the seventies. The arrival of Ford, in the first place, and GM later
on, was the catalyst in the sector in the sense that a new organisational
model and new products were introduced, which put to an end the exist-
ing situation and forced the other European companies based in the coun-
try to imitate this trend (Álvarez and González 1997; Lagendijk 1994).

In the case of Hungary, the process is more recent, starting in the
nineties with the collapse of CMEA. Former socialist states owned com-
panies in the region have been privatised, restructured and integrated
into the global, and particularly the West European, production systems
during the 1990s. Thus, the emergence of the new motor industry went
hand in hand with the collapse of the formerly state owned auto-indus-
try sector. Currently the CEEC region is one of the world’s fastest-grow-
ing centres of auto manufacturing, second only to China (Revue
Elargissement 2005). Car, car parts and engine production in the CEEC
region has been growing exponentially in recent years, with total invest-
ment since 1990 amounting to approximately 24 billion Euros, mainly in
the Czech Republic, Slovakia, Hungary, Poland, and Romania. Since the
mid-1990s, the European motor companies have focused all of their
greenfield investments in CEE countries.

The advantages of investment in CEE countries are not confined to
low labour costs, lucrative subsidies, and tax incentives. It also includes
the fact that these countries are potentially the largest growth market in
Europe (Fabry 2003). Nonetheless, the real goal of the build up is to pro-
vide low-cost plants that can ship cars to Western Europe.5

Consequently, the objective of the big car manufacturers investing in the
region is twofold: on one hand it is to supply the increasingly attractive
CEE markets, on the other hand it is to manufacture for the wider
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European market and thus to gain competitive advantages exploiting the
comparative cost advantages offered by CEE. In some aspects, the pres-
ent situation in the CEE countries is similar to Spain in the eighties, but
one difference seems to be that the development of the automotive sec-
tor in CEE also includes design and engineering (Rhys 2004).

Another central feature of internationalisation in the 1990s was the
coupling of FDI with new product strategies. All the OEMs (European
and the American subsidiaries) tried to develop more or less coherent
platform or module strategies, defining a common base of standardised
components for different products or brands. The aim of these platform
and module strategies was to combine economies of scale and scope by
reconciling mass production with the growing diversity of products
needed to satisfy differentiated customer demands. A further advantage
promised by these strategies was increased production flexibility
between locations. The shared technological standards by product fami-
lies mean that production can be shifted flexibly between the sites
designed to accommodate the platforms in question. FIAT even has
started a world car strategy, based on a globally standardised product
and a global sourcing process of components. This trend is affecting all
the firms in the different countries. Thus, the new product strategies
went hand in hand with the development of a more or less comprehen-
sive system of parallel production within the OEMs, with production
being integrated into global networks. This can be identified as the key
difference between the globalisation of production and the earlier inter-
nationalisation, which was characterised by the establishment of rela-
tively autonomous foreign subsidiaries and only rudimentary links
between products or the use of production capacities. In the era of glob-
alisation, the parallel production systems enable companies to develop
benchmarking systems both for mutual learning and for all-embracing
comparisons of the performance of production sites, which in turn has
engendered competition between sites operated by the same company.
Success in these enforced comparisons has become a vital necessity for
the sites, because it is now regarded as a precondition for or at least an
important criterion in decisions about investments, production figures
and employment. 

In this context, it should be noted that the globalisation of production
might be accompanied by the globalisation of research and development
(R&D). During the period of internationalisation, subsidiaries either did
not have R&D capacities or were adapting existing products for region-
al markets or developing regional products. In any event, the OEMs’ dif-
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ferent R&D centres were only loosely linked. Today, regional develop-
ment centres more and more have to compete with each other for orders
awarded by head office. Regional adaptations of products are still possi-
ble and common, but a huge part of the available development capaci-
ties is absorbed by the development of the platforms on which the adap-
tations are now based.

2.2 Internal reorganisation in OEMs
By the crisis of the late 1980s and early 1990s at the latest, all the

Western OEMs were discussing the “Japanese challenge” and the con-
cept of lean production developed at MIT (Womack et al. 1992). The
coincidence of crisis and of new best practice concepts provided the
basis for a more or less comprehensive reorganisation of corporate struc-
tures that is still going on. One of the central aspects of this reorganisa-
tion was the reduction of hierarchies and the decentralisation of opera-
tional responsibilities. The numerous hierarchical levels of the Fordist
organisation were reduced in number, on both middle and lower man-
agement levels. Operational decisions were decentralised to individual
operational units known as business units or profit centres. These busi-
ness units were brought face to face with the product market in new
ways, with their performance being compared directly with similar units
in other companies or within their own company. Furthermore, compa-
nies pursued a strategy of flexibilisation, making use of both internal and
external flexibility. 

Internal flexibility is produced to a large degree by flexible working
times. The breathing company, to use the metaphor coined by the former
VW labour director Peter Hartz (Hartz 1996), is a company with highly
flexible working-time arrangements based on working-time accounts of
several types. In Germany, all automotive companies have negotiated
working-time accounts with extensive compensation periods that in
some cases may encompass the entire working life (Haipeter/Lehndorff
2002). Working-time flexibility is an important aspect also at FIAT,
where working time accounts exist to flexibilise regular working times.

These trends are also present in Spain and Hungary. In Spain two
models of working time organization coexist and overlap: the tradition-
al organization of regular structured and standardized working time
through shifts and rotations, and the flexible organization focused on
adapting working time to the necessities of the production that is articu-
lated through procedures of variation of the production. In fact, the flex-
ible organization of working time, that has been growing in recent years,
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is developed through diverse mechanisms that imply compensations in
economic terms or in breaks (Obsevatorio Industrial 2005: 365-367). In
Hungary there is a highly flexible working time regime in the motor
industry, with fifty different working time schemes to be used.

The second important aspect of internal flexibility is work organisa-
tion. Some companies like GM and Ford have tried to harmonise the
changes in work organisation by developing so- called “standardised
production systems”. The standards in question concern the division of
labour within work groups, their size and structure and their integration
into the overarching factory organisation. In the course of globalisation,
foreign sites are more and more used as benchmarks for the develop-
ment of work organisation within companies, either because they were
built from scratch and could therefore be used as ‘laboratories’ for the
development of new organisational forms or because there was less
resistance from staff or unions to organisational change. Plants like the
SEAT factory in Martorell, or the Audi motor plant in Györ, have been,
or still are, regarded as organisational benchmarks within their compa-
nies. In the German OEM, work organisation is characterised by a
strong heterogeneity both between and within companies (Kuhlmann
2004). Innovative forms of polyvalent group work with higher degrees
of autonomy are to be found mostly in the highly automated areas of
production. However, examples of these kinds of groups in the assem-
bly areas are quite rare. On the contrary, reorganisation efforts to be wit-
nessed at the beginning of the 1990s have come to an end or have even
been replaced by a “retaylorisation” of work (Schumann 1998).

A different experience can be observed in Italy. FIAT has put great
efforts in modernising work organisation. In the first half of the 1990s,
FIAT has developed and implemented a company specific version of
lean production (the Integrated Factory). Firstly tested in the Greenfield
plant at Melfi in South Italy, the system disseminated to the other Italian
locations in the north of the country and to the foreign plants. The model
was based on lean manufacturing principles like just in time, kanban,
teamwork, continuous improvement and on flat hierarchies with an
important role of line managers. At the end of the 1990s the model was
further developed (the Modular Factory) by fostering outsourcing and
the concentration on core activities.

In the dependent countries, there are two aspects that are important to
understand the organisational changes: the fact that all the firms are sub-
sidiaries and the moment in which they started the production.
Concerning the Spanish motor industry, most of the trends related with
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the work organisation can be explained by firms’ strategy at global level.
More concretely, GM and Ford have a guideline to introduce work organ-
isation changes, in the same trend as in other countries. Other firms (as
VW or PSA) do not have a clear model. Nevertheless, some changes like
the integration of quality control and equipment maintenance in direct
production are common. Work teams or work groups have not been
developed extensively and where they exist, they often are of tayloristic
nature. Some observers even speak of a “hipertaylorization” trend.

In Hungary changes in work organisation are not significant. The
main reason is that firms started the production already with new organ-
isational patterns. For instance, the work organisation and the lean pro-
duction principles applied by GMH were built on the experiences and
best practices developed in joint ventures between GM and various
Japanese motor manufacturers in the US and its European plants with a
view to developing the most lean production method possible in the
early nineties. Due to it, important changes have not been necessary.
However, the main characteristic in recent years is a strategic reorgani-
sation in the industry, which could be characterised as phasing out of
work intensive production and gaining share of high technology level
manufacturing processes.

In all countries, companies are also trying to make use of external
flexibility. In Germany, this use can be restricted by the works councils,
whose codetermination rights empower them to negotiate on external
flexibility. In many cases, they have agreed to a certain share of tempo-
rary workers, often coupled with the stipulation that these workers have
to be offered permanent contracts by the company after a certain time.
However, the number of temporary workers is increasing according to
our interview partners, although we do not have exact figures. 

A similar development can be described for Italy. At Fiat external
flexibility by temporary work is growing in size. So e.g. today at the
Melfi plant we can find about 300 temporary workers. In Spain, tempo-
rary recruitment is one of the most distinctive aspects. Despite automo-
tive was a sector in which fixed contracts were the norm temporary
employment within the work force of the car assemblers has increased.
Temporary labour contracts in the sector of production of motor vehicles
increased from 2,5% in 1990 to almost 12% in 2000.6 In 2001 took place
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a reduction of employment of the sector and a new increment of the tem-
porary labour contracts. The temporary rate reached 18% in 2005,
according to figures from the Labour Force Survey, lower to the Spanish
industrial and global average but higher than in the European context. 

One final aspect of reorganisation is the financialisation
(Kädtler/Sperling 2001) of corporate governance, which plays an impor-
tant role in the German automotive industry. Today, companies are
defining their targets increasingly on the norms and expectations of the
financial markets. Companies are paying greater attention to sharehold-
ers’ interests and their expectations regarding returns on capital. The rea-
son seems to be twofold. On the one hand, companies’ stock market val-
uations have to be strengthened in order to protect them from hostile
takeovers. On the other hand, this focus on stock market valuation has
become an instrument used by senior managers to increase their own
earnings, which increasingly contain variable financial elements such as
stock options. 

The shareholder value strategy has been widely implemented espe-
cially by the mass producers. The US MNCs Opel and Ford have inte-
grated their European subsidiaries more closely into the parent compa-
nies in recent years, making them subject, among other things, to finan-
cial targets strongly influenced by American shareholder expectations.

Signs of financialisation can be observed even at VW (such as trans-
parency dictated by the rules of the financial markets and the setting of
minimum returns for business units), although they have to be seen in
the context of a corporate governance structure VW characterised by
strong employee representation (Haipeter 2006). Moreover, Porsche has
bought a large number of VW shares recently (more than 27%), giving
VW some of the characteristics of a family-run enterprise (because
Porsche also has one principal owner). However, it is not only the mass
producers that have sought to increase shareholder value. Even Daimler-
Benz, the biggest of the German premium producers, has explicitly tried
to strengthen certain aspects of its corporate governance relevant to
shareholder value. The former Daimler chairmen, Detlef Schrempf, even
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(without being renovated nor taken on as a permanent employee) and Renault had also
scarce temporary contracts (10,7%) with procedures to transform into permanent their
temporary workers, the same as GM (CC.OO. 2001: 111-114).



wanted to act as the pioneer of shareholder value in German industry. In
Germany, only BMW and Porsche have stood apart from these develop-
ments. Large quantities of their shares are owned by single families and
to date they have renounced the shareholder value strategy, to some
extent quite explicitly so. In Italy the situation is different, because the
shareholder structure of FIAT is traditionally dominated by one family
and because the state has invested large sums during the 1990s. In Spain
and Hungary a financialisation cannot be observed directly because the
headquarters of the companies, which are responsible for financial
strategies, are located outside the countries.

2.3 Reorganisation of the value chain
One of the main aspects of reorganisation closely linked to the inter-

nationalisation of production is the reorganisation of the value chain,
which includes both the vertical de-integration of production (and devel-
opment) by OEMs and the development of new forms of relationships
with suppliers. Modularisation and outsourcing are the main trends in
this respect (Jürgens 2004). Modularisation is based on a restructuring
of vehicle architecture in which a number of component assemblies are
combined to form modules. These modules and their constituent parts
can be developed and manufactured by the car makers themselves or by
suppliers. If they are allocated to the suppliers by outsourcing, a conse-
quent reduction in vertical integration at the car makers will take place
and the responsibility for the development of component systems is
passed back up the supply chain. Consequently, suppliers have had to
develop new competences in establishing a value chain of their own,
including research and production. The key role played by these new
system suppliers is to enforce demarcations between suppliers, which
have been allocated to a number of different tiers.7

Modularisation is the basis for the outsourcing decisions OEMs make
in order to reduce their level of vertical integration. It seems to be more
profitable for OEMs to reduce vertical integration because suppliers
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one part or one component can be a first-tier supplier if the company supplies an OEM
directly). The suppliers on the lower tiers have not developed similar capacities and pro-
vide the system suppliers or suppliers on lower levels.



often benefit from lower labour costs and because they can realise pos-
itive scale effects by producing components for several companies. In
addition, the risks of investments in development and production facili-
ties can be transferred to suppliers, which is important because of
increasing investment demands caused by accelerated product cycles.
Another reason is the capacity limits the OEMs’ R&D centres are run-
ning at because of the strategy of product differentiation. For all these
reasons, the level of vertical integration has declined significantly in the
last 20 years. At the end of the 1980s, the level of vertical integration in
Germany was about 50% at Opel, VW and Daimler-Benz, about 45% at
Ford and about 42% at BMW. For several reasons, Porsche had a lower
level of vertical integration of about 35%. By 1995, these figures had
been reduced by up to 10 percentage points (at Opel) (IWK 1999). By
2004, the share of in-house production was about 30% at Daimler and
BMW, about 20% at Audi and only about 18% at Porsche, where only
the engines and a small number of other parts are produced in house
(Gmeiner 2005). At FIAT, in-house production was reduced to a level of
about 25%, although a significant share of the suppliers (about 35-40%)
belongs to the FIAT Group. According to a study entitled “Future
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Figure 2: Distribution of value creation between OEMs and suppliers by
main modules (2015 forecast), Mercer/Frauenhofer 2004



Automotive Industry Structure” (Mercer/Frauenhofer 2004), the average
level of vertical integration in all OEMs worldwide is 35% and this fig-
ure is expected to decrease to 23% by 2015. The largest increases in the
suppliers’ share of value production will realised in the fields of body
and body structure, power trains and motors (Figure 2). 

Within this overall trend, significant differences are expected to
emerge between premium producers and mass (or volume) producers.
Premium producers are likely to have a larger in-house production share
of 26%, since they have to shape the profile of their brands by incorpo-
rating more unique elements into their products. Volume producers, on
the other hand, can outsource to a larger extent up to a vertical integra-
tion level of 22% and exploit the cost advantages achieved by using a
larger share of standardised products produced by suppliers. 

The reduction of vertical integration also exerts increasing pressures
on component development and production within the OEMs. Internal
component production departments are forced to compete successfully
with external competitors, to be spun off as new and independent com-
panies, to be acquired by other suppliers or to be closed completely. GM,
Ford and FIAT have already outsourced large parts of their component
production in the form of spin-offs that operate globally (Delphi and
Visteon in the case of GM and Ford, Magneti Marelli or Comau in the
case of FIAT).

In Germany, GM is trying to spin off its Kaiserslautern plant (com-
ponents, power train) and at VW the outsourcing of the component
plants has been discussed recently. A necessary precondition for the suc-
cess of in-house component production departments forced to compete
with external suppliers (and this applies even more so when product
units are spun off as independent companies) is the existence of decen-
tralised management and development capabilities. In order to have at
least the potential to become first-tier suppliers, internal component pro-
duction plants or departments have to develop the same product devel-
opment and system integration capacities as external suppliers.
Moreover, they have to be endowed with the whole range of necessary
business functions, from purchasing to marketing (for the case of the
VW component plant in Braunschweig, see Haipeter 2000). 

The reduction in vertical integration means that virtually all the
future growth of value production in the automotive industry will be
realised by the supplier industry. The role of systems suppliers or the so-
called mega-suppliers has become increasingly important in this
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process. In 1993, their share of all supplier production in Germany was
about 22%; by 2000, it had increased to about 43% (Jürgens 2003). The
share of employment in component companies is increasing steadily
(Figure 3).

Figure 3: Employment in the German automotive industry (in 000s) (VDA
2006)

This trend is common in all the countries, as we can see in Table 1.
For instance in Spain the growth of outsourcing is one of the main
changes in the sector that has taken place recently and has modified the
situation of the auxiliary industry significantly. Studies carried out on
the outsourcing level of the Spanish industry (Díaz and Gandoy 2005)
showed that, in the case of the three activities classified statistically as
automotive industry, all of them bet on the outsourcing with an intensi-
ty that even stands out in contrast to the European levels.

This trend has allowed it to come closer to the high levels of interme-
diate consumption for unit of product of the main European Community
car producers, some levels that in the three branches that conform the
automotive industry have spread to converge between 1993 and 2000. 
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Also in Hungary, according to the figures in table 1, suppliers firms
are very important. This is due to the fact that inn the new European spa-
tial distribution of production in the automotive industry, Central and
Eastern Europe emerge as a major site for engine production and com-
ponent manufacturing. The clustering of assembly plants lured suppliers
to build up their networks in the region. Along with the auto manufac-
turers, many large and medium-sized parts suppliers have invested in
CEE, partly to directly supply the emerging local automotive industry,
partly to enjoy cost and efficiency advantages and export their products
to Western Europe, or to worldwide located plants. The investors who
acquired the state owned automotive plants in the region have replaced
local suppliers by their long-established supplier. In spring 2003, an IKB
survey of some 200 of German supplier companies revealed that Central
and Eastern Europe is their main investment destination in the coming
years.8 This process has led to a great density of suppliers. 

The introduction of just-in-time-production has forced suppliers to
adapt their production rhythms closely to the fluctuating demands of the
OEMs (at least as far as the final production stage of modules to be
delivered to the OEM is concerned) (Lehndorff 1997). In order to guar-
antee the process of adaptation and security of delivery, it has become
necessary in some cases to build module assembly plants near the
OEMs’ production plants (see the experience in districts or clusters in
Garibaldo/Bardi 2005). Therefore, suppliers have to follow the interna-
tionalisation paths of the OEM (see Figure 1). This applies certainly to
first-tier suppliers, but the larger second and third-tier suppliers are also
internationalising production (Kinkel/Lay 2005). 

In general, new forms of integration between OEMs and suppliers
are expected to develop that are based on long-term relationships, part-
nership and trust (Mercer/Frauenhofer 2004). Whether they be special-
ists in development as engineering consultants, integrators for module
development and production or specialists in logistics, suppliers will
take over more tasks, from product or module development to module
production and delivery (Jürgens 2003). Nevertheless, the expectations
of cooperative relationships between OEMs and their first-tier suppliers
are far from being realised at present. On the contrary, the market power
of the OEMs does not seem to have been reduced and they are still able
to determine competitive conditions in the supplier market. Based on

33

8 Economics and Research Department, IKB Deutsche Industriebank AG, 2004.



data gathered by the Frauenhofer ISI, Kinkel and Lay (2005) estimate
that in Germany about 43% of first-tier suppliers have to compete on
price, whereas only 23% are able to compete on quality competition and
20% on innovative ability. These findings correspond with the statement
by the German automotive industry association, the VDA (2006:49),
that “cost-cutting programmes are putting strains on the relationships
between OEMs and suppliers to a significant extent”.

The price pressures to which suppliers are subjected by the OEMs have
intensified even further in recent years. Firstly, the OEMs expect suppli-
ers to contribute to productivity increases during a product cycle.
Suppliers have to fulfil productivity targets (without reducing quality of
course). Secondly, new products have to be offered with significant price
reductions by the supplier; otherwise another competitor will get the order.
Thirdly, it has become usual to shorten the duration of contracts between
OEMs and suppliers. Fourthly, OEMs are in the habit of revising contracts
before they have expired. If demand for certain models falls, suppliers are
forced to reduce or even cease production of the relevant parts. And fifth-
ly, at least in Germany, OEMs are increasingly advising suppliers to open
production sites in Eastern Europe in order to reduce costs. Suppliers can-
not be forced to do so, but the estimated savings are used by the OEMs as
the basis of price negotiations with the suppliers. 

The first-tier suppliers directly affected by the price pressures try to
pass those pressures down the value chain to their own suppliers and so
on. Combined with the differences in resources between the companies
on the different tiers of the value chain, these pressures can be expected
to result in the segmentation of suppliers. In Spain and Hungary, this
segmentation is accentuated by a division in nationality. The first-tier
suppliers are foreign multinationals, whereas the smaller suppliers on
the lower tiers with labour-intensive products and limited innovation
capacities are home-based firms. So in Spain the managerial concentra-
tion and the generalization of multinational companies in the first level
of suppliers have generated a dual structure and an important segmenta-
tion among the supply companies. On the one hand, we can find small
companies, in their majority of national capital, which produce products
with low technological complexity. On the other, there are multination-
al companies that are devoted to the most complex products and that
have a much higher technological level. At the same time, it is important
to distinguish among the sub-sectors of the industry of components,
which present a high number of managerial sizes, products, production
types and volume.
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3. Confronting the pressures of globalisation: industrial relations
systems in flux? 

What are the consequences of all these developments - the globalisa-
tion of development and production, OEMs’ internal reorganisation and
the restructuring of the value chain - for the industrial relations systems
in the countries in our sample? Are the IR systems in the automotive
industry being eroded, with a consequent weakening of both the actors’
bargaining capacities and the binding power of collective regulations?
Are common trends emerging, such as decentralisation? Or are no com-
mon trends observables, with developments following national path
dependencies? We will try to tackle these questions now, paying atten-
tion also to the development of internationalisation within the system of
industrial relations.

3.1 New collective bargaining topics 
Except in Hungary, the character of collective bargaining has

changed because new topics have emerged that can at least partly be
described as innovations in collective bargaining (Bosch 2004).
Hungary is staying apart because of two facts: bargaining only exists at
company level, there is a sizeable factor of non-union firms especially
on the lower tiers of the supply chain and the topics of collective bar-
gaining are centred around “bread and butter” themes, above all wage
bargaining. All the topics mentioned in the following in Hungary are
subject of managerial discretion or of individual contract negotiations. 

The first and maybe most important new topic in the other three
countries is working time flexibilisation. In Germany, flexible working
times in the metalworking industry are based on compensation periods
for fluctuations in regular working times defined in the collective agree-
ment. The room of manoeuvre for working time flexibilisation was
extended step by step in recent decades by widening the compensation
periods. Within the economy, the car manufacturers have been pioneers
in the development of flexible forms of working-time regulation. By the
mid-1990s at the latest, all the German car manufacturers had introduced
working-time accounts for both white-collar and blue-collar employees
(Haipeter/Lehndorff 2002). Moreover, these working-time accounts
soon began to depart radically from traditional flexitime accounts.
Several OEMs have introduced accounts with compensation periods
lasting several years and with extended accumulation limits. Some of
the OEMs and big suppliers were among the first companies to intro-
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duce lifetime working-time accounts with a compensation period that
could extend over an employee’s entire working life. 

In Italy, as in Germany, the general rules governing working time
flexibility are laid down in industry-level collective agreements. The
agreements in the metalworking industry contain “multi-period work
schedules” that allow the number of weekly working hours to vary
around an average during certain periods of the year. They also provide
for “hours banks”, which are a kind of working time account. The
instruments of flexibility are regulated in detail at company and plant
level. 

Also in Spain working time flexibility is a topic of growing impor-
tance. In recent years, it has become one of the central points in collec-
tive agreements, mainly as regards the mechanisms of day flexibility.
Other measures of flexibility that have been promoted consist in accu-
mulating working hours by bags of hours (also called banks). The bags
of hours (with a collective and an individual component) are a preven-
tive mechanism of irregular distribution of working time throughout the
year, which enables a bigger adjustment from the production flow to the
demand flow. The unions have accepted them as a way of avoiding trau-
matic measures of suspension or extinction of contracts. These bags of
hours as a form of working time flexibility are present in almost all the
agreements of the final producers (except in Ford).The picture is differ-
ent in suppliers firms, where the working time distribution is much more
rigid because the mechanisms of day flexibility are not as developed, at
least, for the time being.

Another important aspect of flexibility is work organisation. In this
topic we find a diversity of situations. For instance in Germany agree-
ments on work organisation do not exist. If it were an object for negoti-
ation, the bargaining would take place at plant or company level and not
within the framework of the industry-level collective bargaining system.
The only exceptions would be firm-based contracts, like that of the
Volkswagen 5000 company where the framework for an innovative
work organisation system was negotiated by the collective bargaining
partners. The situation seems to be similar in Italy, where the unions
were not able to conclude agreements on work organisation even at
FIAT, the core of the Italian industry, because of resistance from man-
agement, which regards work organisation as an essential part of its own
prerogatives. 

In Spain however, workers´ mobility is an aspect usually included in
the collective bargaining. In this topic the changes are substantial, since
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it is a key aspect for the employers´ organisations in the new model of
administration of labour. In some agreements, salary complements of
mobility are designed to help and to stimulate functional flexibility and,
in general, some mechanisms are introduced to obtain versatile man-
power in the functions and operations they carry out, to develop and to
facilitate the changes in order to allow the necessities of production
organisation.9 In fact, we can consider the mobility of the workforce, as
well as the flexibility of the working day as specific aspects of the organ-
ization of the work. The introduction of labour and productive flexibili-
ty introduces great dynamics into the system of labour relationships that
constitute each multinational. “Labour flexibility is one of the keys that
mark Collective Bargaining. (..) Flexibility is articulated in practice by
means of: temporary recruitment, bags of hours and conventional for-
mulas of alteration of the hours and the days, labour force adjustment
plans, and early retirement” (UGT 2005). These also change the tradi-
tional structure of the work positions with the introduction of work
groups in some firm areas and present numerous challenges for the
agents.

A third new collective bargaining topic that has gained in importance,
at least in Germany, is further training and the new wage framework
agreement. The collective agreement on training was first concluded in
Baden Württemberg in 2001, but extended – with slight differences – to
the rest of the regions of the metal industry in the bargaining round of
2006. The agreement is important because for the first time it enshrines
an individual employee’s right to further training, a right that can be
asserted in dialogue with a superior and supported by the works council
(Bahnmüller/Fischbach 2006). The collective agreements in the Spanish
automotive industry also contain provisions on further training.
Collective training plans are negotiated in the event of reorganisations or
other changes in the production process. However, unlike those con-
tained in the German agreements, these are collective measures and do
not confer individual rights. 
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new line inside the production area, provisional mobility, definitive mobility, and the
banks of hours, as this section in the collective agreement is intimately related to the
working time flexibility.



A last new topic of great importance in the collective agreements in
the German metalworking industry is the new framework agreement on
pay scales and performance regulation. It was negotiated in order to
adapt pay scales and performance regulation to the changes in work
organisation that have taken place as a result of the shift towards a more
process-oriented approach. New criteria were developed for allocation
to pay scales and assessment of performance including, among others,
the integration of tasks and team-working ability. Furthermore, the old
division between blue and white-collar workers was abandoned by inte-
grating both groups into a common pay scale system. Finally, new pro-
cedures for performance regulation were developed 

These changes are not very important in Spain and neither in
Hungary. For instance in the case of Spain despite one of the most
important contents in collective agreements is the economic conditions
(including the salary structure, annual increments, bonuses, diets, etc) in
the latest agreements this section appears quite static and it is character-
ized by a context of salary moderation, with equivalent increments to the
rises in the index prices, plus a differential of around half a percent, in
some cases, related to bonuses for objectives, incentives to the produc-
tivity, launching of new car models, participation in benefits, etc. In the
context of these bonuses, there is a prevalence of the collective over the
singular, regardless of the reason. Due to this, in most of the car assem-
bly firms, wages are collective. In recent years, the variable wage has
been increased but a community related to these diverse bonuses, and
the will of the employers´ organizations has not been generalized of
implanting individualized complements. 

To sum the findings up, the actors of collective bargaining still seem
to be able to develop new topics of collective bargaining and thereby to
negotiate innovations in the system to adapt to new conditions. This
seems to be true mostly concerning Germany, but also concerning Italy
and Spain. What has to be taken in mind in assessing this development
is the fact that the new topics only concern win-win-constellations. The
flexibilisation of working time, for example, can be favourable for the
employees because of a new sovereignty in their working time practice,
but also for companies because it enables them to “breath” with the mar-
ket. But, at the same time, it has become more and more difficult for the
unions to enforce autonomous interests in collective bargaining, which
is proven by the fact that no working time reductions took place in the
last years and that wage development was rather moderate in Germany,
Italy and also in Spain.
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3.2 Collective bargaining in regime competition: 
between centralisation and decentralisation
Collective bargaining trends seem to be rather divergent in the com-

parative perspective of our sample countries. Decentralisation is one of
the main trends in German industrial relations. In the German case,
decentralisation means the shifting of bargaining responsibility from the
industry level, where collective bargaining takes place between trade
unions and employers’ associations, to plant level, where negotiations
take place between works councils and management. Such a trend has
been evident since the 1980s. This shift was particularly evident in the
course of working time flexibilisation (Schmidt /Trinczek 1999). Many
works councils took on the new responsibilities and negotiated flexible
working time agreements based on working time accounts with their
management, thereby producing a “regulated flexibility” (Seifert 2001). 

During the 1990s, flexible local alliances for work developed as
agreements between management and works councils. This type of
arrangement first emerged in the automotive industry. Today, local
alliances at company or plant level are common throughout the automo-
bile industry and indeed the entire economy. Most of them combine, to
varying extents, provisions on job security, working time arrangements,
wage concessions and organisational and technological innovations.
Local alliances are directly related to internationalisation, reorganisation
and restructuring, because they always contain some elements of con-
cession bargaining in response to enforced competition between loca-
tions or outsourcing pressures. Most of the concessions have been con-
fined to benefits paid by employers above and above the level stipulat-
ed in the collective agreements, but today, however, employers are
increasingly calling into question the minimum standards laid down in
the collective agreements (Rehder 2003). 

Thus in 2004, the metalworkers’ union agreed with the employers’
associations on the inclusion in the collective agreement of a so-
called ‘opening’ or derogation clause that allows companies to under-
cut labour standards in agreements with the union (and not with the
works councils), subject to two conditions. Firstly, the agreement has
to be temporary and job security has to be guaranteed. Secondly, com-
panies have themselves to make concessions regarding modernisation
and investments. The union’s strategic goal was to control the devel-
opment of local alliances for work and the concessions that were
made and to manoeuvre itself into a position from which it could
coordinate divergences from collective agreements on the basis of its
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own rules and strategies (see also Haipeter/Schilling 2006).
According to the union, about 15% of the companies in the metal
industry employers’ associations have now negotiated a local alliance
that changes in some way the labour standards enshrined in the col-
lective agreements. Local alliances for work and derogation clauses
are major steps in decentralisation, since they allow for enterprise-
level bargaining on deviations from the collective agreements.
Similarly, some OEMs have been able to negotiate differentiated col-
lective agreements for their service staff, using the threat of outsourc-
ing to convince the union that labour standards for employees in sim-
ple service tasks have to be reduced.

This experience in Italy seems to be rather different. Over the same
period that saw the shift towards decentralisation in Germany, the
Italian industrial relations system saw greater formalisation, closer
coordination between the actors and the establishment of a more sta-
ble two-tier bargaining structure (Regiala/Regini 2004). During the
1990s, the IR actors agreed, in tripartite negotiations with the state, to
define processes and formal rules both for industry-level collective
bargaining and for company bargaining that was to supplement collec-
tive agreements with regard to employment issues or labour market
problems. It should be borne in mind that company agreements, espe-
cially those concluded in small firms as part of the so-called territori-
al collective bargaining process, can be used for negotiations on addi-
tional subjects. In the automotive industry, which is part of the metal-
working industry, the picture seems to be similar. The various trade
unions, including Fismic, the FIAT company union, negotiate collec-
tive agreements with the employers that are supplemented by local
agreements. In 1998, for the first time, a territorial agreement was
negotiated in the industry that covers 22 firms belonging to the net-
work of subcontractors located at the FIAT plant in Melfi. Thus the ter-
ritorial agreement is a multi-employer agreement that applies to an
integrated system of subcontractors. In contrast to Germany, no direct
influence of global reorganisation on collective bargaining can be
observed in Italy. According to the country report, one important rea-
son for this is that the only OEM producing in Italy, FIAT, received
considerable financial support from the state especially during the cur-
rent state of crisis. This makes it difficult for management to develop
a system of enforced comparisons that might endanger employment in
Italy. The political system would not accept this. Nevertheless, unions
are paying for the stabilisation of the system with a policy of moder-
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ate wage growth enshrined in social pacts, which have engendered
some resistance from members. 

In the case of Spain in the car assemblers firms collective agreements
have always been firm agreements. In the supplier firms the situation is
more complex and we can find all the agreement levels (firms, sector
and territorial level). This dual structure is stable for years. Therefore, a
process of de- or re-centralisation cannot be observed.

The picture of stability is similar in Hungary, but it is based on a
highly de-central and voluntarist system. Because of the decomposition
and weakening of union sections surviving from the past and, despite
renewed attempts, the rather slow unionisation rate at new workplaces,
the organisational presence of unions is currently fairly weak in the car
and component manufacturing industry. The unions were not able up to
now to build up pressure for a wider, sector level collective agreement.
The employers’ association MGSZ and companies in the industry, in
turn, prefer plant level and try to marginalise the unions. 

Moreover, unions can be found only a smaller segment of companies
and thus social regulations only cover certain major companies, while
the majority of SMEs and low wage ‘sweatshops’ of whatever size are
out of the reach of trade unions. Where unions do not exist, partly the
works councils are able to demand for communication and information
and, sometimes, also negotiation with management. In general, the
industry level of collective bargaining is somehow squeezed between a
central level of tripartite negotiations between unions, employers’ asso-
ciations and the state on minimum wages and the single-employer bar-
gaining in the companies where unions exist.

In comparative perspective we can say that the differences between
the collective bargaining systems and their developments are high in our
sample countries. We can find processes of decentralisation and recen-
tralisation and cases of relative stability. But in this context a defensive
of labour cannot be ignored. In Germany decentralisation is a result of a
weakening of the union, in Italy recentralisation has the price of integra-
tion into a national supply side corporatism with the obligation to wage
moderation, in Spain the unions are not able to negotiate multi-employ-
er-agreements and are facing a growing competition between collective
bargaining agreements at the suppliers, and in Hungary the unions are
not able to negotiate multi-employer collective bargaining agreements at
all. Therefore, these results are directly related to the development of the
bargaining actors.
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3.3 Changing actors and strategies 
Common to all our countries is a certain weakness of unions and their

counterparts on the employers’ side and a shift towards a more produc-
tivist orientation, trying to gain influence on corporate strategies and to
contribute to the economic success of companies. In Germany, both the
metalworkers’ union IG Metall and the employers’ associations have
experienced a severe decline in membership during the last decade. This
crisis is not of course attributable solely to globalisation or corporate
reorganisation. However, it cannot be denied that the membership loss-
es suffered by the employers’ associations go a long way towards
explaining the increase in the relative power of companies in the course
of internationalisation, reorganisation and regime competition. Since
individual companies are themselves in a position to put pressure on the
union, they are less dependent on the employers’ associations to do so.
The decline in membership of the employers’ associations is tantamount
to a decrease in collective bargaining coverage rates, because in
Germany only association members are obliged to implement the collec-
tive agreements. In the capital goods industries (which is a rough statis-
tical approximation of the metal industry), collective bargaining cover-
age decreased in the decade from 1993 to 2002 by more than 9% in
Western Germany (from 74 to 64.9%) and by more than 10% in Eastern
Germany (from 40 to 29.8%) (Haipeter/Schilling 2006). It is known that
the decrease is due particularly to smaller firms leaving the associations. 

A decisive factor of the weakness of the employers’ associations is
the weakening of IG Metall. The union also has been suffering from a
decline in membership for several years. Union membership in the met-
alworking industry has been reduced by about 8% in the last 10 years.
The weaker IG Metall is at plant level, the stronger management’s bar-
gaining position becomes and therefore the less its dependency on the
bargaining power of the employers’ association. Nevertheless, it has to
be noted that average union density in the automotive industry is still
extraordinarily high compared to other manufacturing industries and to
the other countries in our sample (Figure 4). The automotive industry is
still the stronghold of unionism in the German economy. Nowhere else
in Germany do unions have comparable strength.

The last two years or so have seen a slight recovery in unionisation
rates according to union experts. At the very least, the outflow of mem-
bers has been staunched. The reason for this recovery, according to the
experts, has a lot to do with new developments at plant level and with
new plant-level union strategies that are closely linked to the opening-
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up and decentralisation of collective bargaining described above. There
is an intense and still on-going debate within the union about collective
bargaining strategies and the relationship between multi-employer and
single-employer collective bargaining (Huber et al. 2006). A reformist
group within the union is seeking to bolster the union’s power by
strengthening its plant-level organisation and policy. The shift of bar-
gaining to the plant level is regarded as an opportunity to reduce the dis-
tance between the collective bargaining process and employee interest
formation by communicating more intensively with employees and
engaging them in negotiations and decision-making. At the same time, it
is important to notice that plant level strategies are based on a produc-
tivist orientation of unions in dealing local employment pacts with man-
agement that can undercut labour standards and therefore enforce
regime competition between sites.

Figure 4: Unionisation rates in the whole economy and in the automotive
sector (Eiro Data from 2002)

The Italian employers’ associations have always been less cohesive
than their German counterparts. Differences in size of firm, for instance,
have played a much more important role. The same is true of the unions,
which are segregated along political or occupational lines. In the auto-
motive industry, the former FIAT company union Fismic still exists and
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has managed to expand its membership base in the industry. Density is
much lower than in Germany and in the 1980s and 90s membership loss-
es were significant but declining in the metalworking sector.
Nevertheless, despite the membership losses, the unions began to play a
more important role in collective bargaining as a result of the reforms of
the 1990s. During the recent crisis at Fiat, the various unions with a
presence in the company were forced by management’s reorganisation
plans to work together and for the first time organised a nation- wide
strike at Fiat in protest against management’s plans. Thus to a certain
extent, union strategies constitute an attempt to defend labour standards
in a crisis situation. Nevertheless, some unions have also engaged with
topics such as working conditions and the development of work organi-
sation, particularly with regard to the new forms of work organisation as
practised at the Melfi plant at FIAT. However, their success to date has
been limited. 

In Spain, the associations are quite stable concerning their member-
ship base. The unions have a more or less stable density rate of 57% at
the OEM, but only 15% at the supplier firms, reflecting the dual struc-
ture of industrial relations in the industry. Concerning the employers’
associations, the demands are increasingly articulated and coordinated
among the members. The association ANFAC acts as a link that allows
the constant communication between manufacturers, and as a lobby in
the defence of its interests before the Administration and the media. The
degree of homogeneity that the manufacturers´ proposals have in each
collective bargaining is high. What the employers’ associations are com-
plaining about is the rigidity of labour legislation (especially the defini-
tion of the duration of the maximum working time), the universalisation
of flexibility measures or the variabilisation of pay.

It is important to highlight that the implementation of this type of
measures is not finding great opposition from the majority unions, or at
least of its leading members, as is derived from the analysis of its nego-
tiation proposals (CC.OO. 2004; UGT 2005), whose strategy has not
been to block or to impede the installation of most of these measures, but
to obtain compensations for activity guarantee, investments, interlocu-
tion capacity, etc. 

Regarding their performance in recent years, the most representative
unions feel that they have been participating in the transformations and
they believe that these types of changes are necessary to ensure the
future of the sector and of employment. Nonetheless, they complain of
the scarce compensations obtained for other improvements in the
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employment and work conditions, which after the sacrifices carried out
clearly have worsened certain work and employment conditions. As a
trade union member pointed out: “we are in a position to assure that
these increments of 40% of the total production per worker and year dur-
ing the period 95-02, would not have been possible without the collabo-
ration of the workers and unions in the introduction of new methods of
work organization, and the increase in labour flexibility, or basically,
working time flexibility”

As already mentioned, the collective actors in Hungary are rather
weak. Employers’ associations do not exist in the sector and unions are
often company unions or have local organisational structures with only
weak links to the sector level. The business association MGSZ plays an
important role in tripartite bargaining at national level, but it does not
negotiate with the unions. One reason for this is that its members reject
central negotiations because their aim is to marginalise unions as far as
possible and to regain or maintain managerial prerogatives in decision
making. 

The unions have been unable to win back the huge numbers of mem-
bers they lost after the transformation period. The biggest metalworker
union, Vasas, lost about 90% of its members during the 1990s (going
from 600.000 to 60.000 members), but remains the most important
union. Moreover, union representation today is confined almost exclu-
sively to blue-collar workers. The unions’ main strategic goal is to
obtain wage increases for their members. Other issues play only a minor
role. Up to now, the unions in the automotive sector have been quite suc-
cessful in this respect, at least in the larger foreign-owned firms. The
wage gap between larger and smaller firms and between regions (East
and East) is high, and unions in smaller and more labour-intensive plants
are also facing regime competition from locations with even lower
labour costs, such as Romania.

To sum findings up, as a general trend collective actors have become
weaker or at least not stronger in the last years. Thereby the weakness of
the employers’ associations can be explained to a large extent by the
weakness of the unions. In this context, most of the unions have devel-
oped a productivist orientation towards employment protection and
cooperative modernisation or at least an orientation towards competi-
tiveness. The success of this strategy seems to be an open question at
least, both concerning the strengthening of the organisations and their
membership base and the gaining of influence on company strategy.

45



3.4 Collective bargaining along the value chain: towards a frag-
mentation of industrial relations? 
Differences between firms of varying size, between OEMs and com-

ponent suppliers or between different segments of the supply chains
have been a cross cutting theme in preceding sections. These differences
in all countries lead to a fragmentation of industrial relations along the
value chain albeit to different degrees. As far as Germany is concerned,
three developments are of importance. Firstly, it can be said that the
OEMs’ component production departments, in so far they still exist, are
fully covered by the labour standards laid down in the industry’s collec-
tive agreements and workers receive the benefits over and above the
minimum rates of pay provided for in those agreements. Nevertheless,
the OEMs are increasingly pressing for reductions in labour standards
and threatening to outsource component production. 

Secondly, the differences in labour standards between OEMs (and to
some extent first-tier suppliers) and the rest of the supplier industry are
increasing, despite the fact that both groups are covered by the same col-
lective agreement. Smaller suppliers are using ‘opening’ clauses much
more often in order to push through severe reductions in labour stan-
dards, while smaller suppliers are much more likely to abandon the col-
lective agreement by opting out of the employers’ associations. On the
one hand, the union is much weaker, especially in the smaller component
supply companies because of lower unionisation rates. On the other hand,
the objective economic pressures the suppliers have to manage are usual-
ly all the higher the lower the company is positioned on the value chain. 

Thirdly, the fact that many smaller companies have opted out of their
associations shows that it has become much more difficult for the
employers’ associations to reconcile their members’ differing interests
sufficiently in order to incorporate them into collective agreements. The
automotive industry provides a good example of this dilemma. The more
the relationships between OEMs and their suppliers are characterised by
asymmetries and cost pressures, the more difficult it is to harmonise their
interests and to discuss collective bargaining claims with representatives
of both groups at the same table. It is very telling that, in its last annual
publication, the automotive industry business association, the VDA,
complained about the differing interests of OEMs and their suppliers. 

In Italy as well, there is generally a wide gap between large and small
firms. As in Germany, both groups are covered by the same sector agree-
ment, which sets minimum standards, but price pressure on suppliers is
growing in Italy too. Nevertheless, in 1998 a collective agreement for a
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local production network including OEMs and suppliers was agreed, for
the first time in Italy, at the Fiat Melfi plant. This territorial agreement
covers 22 companies, including the Melfi site, which work together on
a just-in-time basis. Companies and unions agreed that joint inter-firm
representative bodies were to be established in order to coordinate com-
mon problems and interests, that a common pay bonus had to be paid
and that certain aspects of working time regulation had to be adjusted
between the companies. Up to now this agreement has remained the only
one of its kind. 

In the case of Spain, there is a clear break down in the industrial rela-
tions model across the value chain. The context of the collective agree-
ments that regulate the workers´ labour conditions in the sector of the
auxiliary industry and the car assemblers is radically different. In the
first case, the companies stick to the sectorial-provincial collective
agreements of their field, among the most extended: metal-mechanic,
wood, chemical, electronic, etc and, in this context, there are many dif-
ferences between them as regards work conditions. On the contrary, col-
lective bargaining in the car assembly sector is very structured, with
company agreements and, in some cases, agreements for plant produc-
tion. In short, in Spain there are eleven big car assembly companies, all
with company agreements, and in three cases (PSA, Mercedes, and
Nissan) with agreements for plant production, distinguishing their
agreements according to the different factories they have.

It is evident that all these organizational transformations have had an
impact on work. In fact, an outstanding aspect is that there are signifi-
cant differences between the main industry and the auxiliary industry
concerning work conditions and employment present. If we can assume
that the technology and the type of manufactured product (as well as
their characteristics) for the auxiliary company it is determined by the
techno-organizational strategy of the main company, concerning the
labour aspects this influence is much weaker. The pressure on costs is
much higher in the auxiliary industry than in the main factory. A bigger
labour uncertainty, more deregulated labour relationships and more
intensive work are elements that are facilitating the reduction of costs.
Ultimately, the uncertainty to which the main company is subjected is
transferred to the auxiliary company, and this, in turn, transfers it to its
workers. 

Different surveys show that the use of the reticular structure in the
sector, in order to increase productive flexibility, also explains the
increase of labour flexibility through the net. For instance, in research

47



carried out in 1991 (Recio et al 1991) on the supply firms in Catalonia,
one of the conclusions was that the adjustment of work force in the aux-
iliary industry was much higher than in the assembly industry. At the
same time, in these companies there was a high flexibility both in work-
ing hours and in functional polyvalence. A more recent survey carried
out in the industry of components of Zaragoza (related with GM)
showed that the quantitative flexibility (in temporary and part-time con-
tracts) has increased in all companies. This type of flexibility reaches
much higher levels within the companies that manufacture subsets (they
integrate components to manufacture some vehicle subsets that are later
incorporated directly into the line of the car assembly factories) than
those that manufacture components (they manufacture pieces that are
taken directly to the vehicle assembly chain or that are integrated into a
subset for another company) (Martínez and Pérez 2000). In short, as we
move away from the first levels of the companies of components, work
conditions worsen. Even in TIER-1, they are worse than in the OMS.
This is the case, for example of firms locates in Aragón (Estrada et al
1997), but also in Catalonia (Recio et al 1991) and in all the supply firms
in the country, as it has been pointed out in the interviews that we have
carried out with trade union members and managers from car assem-
blers. 

The situation in Hungary differs from that in the other countries in so
far as collective agreements do not exist and single-employer bargaining
is confined to the foreign-owned firms and the bigger Hungarian com-
panies. Smaller companies on the lower tiers of the value chain often do
not have a collective agreement at all. Depending on the region in which
they are located (Western or Eastern Hungary), the wages and working
conditions specified in individual contracts are worse or much worse
than in the companies with a collective agreement. Of course there may
be exceptions to this rule, depending on the bargaining power of individ-
ual workers or groups of workers. In general, however, Hungary has nei-
ther the collective norms nor actors required to resist economic pres-
sures within the value chains and to safeguard against low wages or poor
working conditions, except of course for the national minimum wages.

Hence, all the countries of our sample show clear signs of a fragmen-
tation of industrial relations and labour standards along the value chain.
The main and common factors of fragmentation are a growing cost pres-
sure by the OEM, the high share of small enterprises in the industry and
the weakness of unions on the lower tears of the value chain. Small
enterprises have difficulties in resist the pressures of the OEM or the
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bigger suppliers, and the unions are not able to achieve or guarantee
common labour standards in the industry, because they have their
strongest deficiencies in organisational strength in the small enterprises.

3.5 Internationalisation of industrial relations
In a context of integrated production systems and enforced regime

competition between production locations, the internationalisation of
industrial relations and the establishment of transnational solidarity
through agreements on international minimum standards or, at least, the
coordination of national negotiations can be important instruments for
mitigating the effects of enforced comparisons and defending labour
standards. For reasons that cannot be discussed here, such harmonisation
does not yet exist in Europe, either at industry or central level. IG Metall
has taken some initial steps towards the coordination of collective bar-
gaining, but to date its efforts have been confined to Germany’s imme-
diate neighbours and the actual impact on negotiations seems not to be
impressive. Thus the only at least potentially effective level of transna-
tional industrial relations is that of the European works councils (EWC)
on the company level. 

European OEMs and the major component suppliers have been at the
forefront in establishing EWCs. All of them, including the American
companies GM and Ford with their important European subsidiaries,
have negotiated EWCs, either before the implementation of the
European directive or in the voluntary phase of article 13. The decisive
question remaining is whether or not the EWCs are effective negotiating
bodies able to influence regime competition within the companies and
defend existing labour standards in enforced comparisons.

The debate on the EWCs’ potential as effective negotiating bodies
has generated both pessimism and optimism (for an overview, see
Müller/Hoffmann 2001).The pessimists argue that EWCs are only weak-
ly regulated supranational institutions that may actually weaken strong
national institutions (Streeck 1999). Furthermore, they argue that they
may themselves be vehicles of regime competition, firstly because
national actors may use the EWCs’ new information resources in order
to gain national advantages in regime competition and secondly because
the EWCs provide a forum for negotiating company-specific labour
standards that might conflict with national ones (Hancké 2000; Schulten
1996). In the eyes of the optimists, the EWCs are regarded as the germ
cells of a European system of labour relations that will develop sooner
or later into “participative EWCs” and effective negotiating bodies
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(Lecher et al 2001). Some case studies in the automotive industry stress
the first (Hancké 2000), some the second interpretation (Helbig 2000;
Whittall 2000). 

Our own case study of the EWC at GM produced a differentiated pic-
ture. In the course of a learning process not free of crises and conflicts,
the members of GM’s EWC have gradually succeeded in developing a
spirit of international solidarity based on at least two principles. The first
is that, in regime competition and restructuring, “the pain has to be
shared” fairly; the second is that collective agreements are the bottom
line for concessions. Moreover, the EWC has succeeded in transforming
itself from a mere source of information and consultative body into a
true negotiating body that has hammered out several framework agree-
ments with the European management of GM that lay down the mini-
mum standards to be maintained in restructuring. The increasing inter-
national integration of production structures at GM and the existence of
a European management level were important conditions for the success
of the EWC, and the fact that GM is a US company helped to prevent
the national works councils dominating the international body, which
could have undermined solidarity. Its success makes the EWC at GM
stand out: without doubt it can be regarded as the most highly developed
EWC to be found in the automotive industry and beyond.

Despite its success, the EWC at GM cannot be regarded as a solution
to the problem of regime competition or as the cornerstone of a corpo-
ratist European industrial relations system, for at least three reasons.
Firstly, power asymmetries are very considerable. The only thing the
EWC can do at the moment is to organise the sharing of the pain.
Management is on the offensive, the EWC on the defensive. The power
balance characteristic of corporatist systems does not exist. Secondly, as
a result, international solidarity is always fragile. There are no gains to
be shared. Although the unions already play an important role in GM’s
EWC, much more support is needed in the shape of a highly developed
European industrial relations system that could produce harmonised
labour standards. Such a system is not even on the horizon now, and the
solidarity always is in danger because of the productivist orientations the
unions have developed. And, thirdly, the European style of internation-
alisation seems to be losing some of its coherence at the moment
because of GM’s global efforts to restructure both development and
manufacturing. In this situation, the globalisation of interest representa-
tion (maybe in the form of a global works council) would seem to be a
logical step. However, any moves in this direction are still being blocked
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by the reluctance of the UAW (the American auto workers’ union) to
cooperate with the Europeans.

4. Conclusion: convergences, divergences and the defensive of
work

The international reorganisation of the value chain is the dominant
trend in the automotive industry in all of our sample countries, although
each one of them is in a different position on the value chain. The con-
sequences of international integration and reorganisation of the value
chain are affecting all the countries in a similar way. Outsourcing by the
OEMs, price pressures on suppliers, regime competition and enforced
comparisons between locations are exerting new pressures on industrial
relations systems and labour standards in all countries. This process can
turn former winners into losers. Spain, for example, used to attract for-
eign investment in the 1970s and 80s because of its low labour costs and
its closeness to the European market. However, with the fall of the Iron
Curtain the country lost at least some its comparative advantage to coun-
tries in Central and Eastern Europe, such as Hungary. And today, the
countries of Central and Eastern Europe are learning that comparative
advantages based on low labour costs are a tricky thing because they are
relative. Although wages have grown significantly in Hungary in the last
decade, workers are facing now competition from countries such as
Romania with even lower wages. 

The industrial relations systems analysed in our sample are facing
common organisational and structural changes because of the decisive
role the OEM are still playing in the industry. Countries, regions and
locations and together with them labour standards and institutional
structures are the playground on which the process of global reorganisa-
tion of the value chain is taking place. Therefore in the industry global-
isation is more than a catchword because it has become a reality in the
organisation structures of these firms and the rest of the value chain. One
of the characteristics of globalisation in this industry is the fact that pro-
duction locations are tightly integrated into systems of parallel produc-
tion and therefore to a certain degree exchangeable. This is what makes
employment insecure and labour representatives vulnerable to conces-
sion demands by management. 

Within this common framework, two differences have to be stressed.
First, the risks of globalisation for research and development functions
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are much weaker, partly because companies have only just started to
make use of international competition in this area, and not at least
because these functions are depending heavily on locational or territori-
al resources like qualifications that cannot be shifted easily and that give
labour some kind of negotiation power. Therefore the existence of these
functions is the main difference between the independent and the
dependent countries in our sample.

Second, labour representatives have established more direct commu-
nication channels and interaction structures with corporate management
in the independent countries. This can be an advantage in negotiations
about concessions with management. However, if the labour representa-
tives are successful in the sense that employment reductions are shifted
to foreign sites, they actively undermine the development of labour’s
international solidarity e.g. in the framework of the European works
councils. In the case of GM the EWC is quite successful as a negotiation
body just because there are no national prerogatives of certain labour
representatives. 

Moreover, it has to be taken in mind that concessions have to be
made everywhere to a smaller or lesser degree. Labour is on the defen-
sive independent of the character of a national industry as dependent or
independent producer, and this is mainly a result of the globalisation
process. This can be said with respect to all of our sample countries. But
the way the defensive is organised by labour and the effects this has for
labour standards and, more generally, the institutions of industrial rela-
tions, is very different for each of the countries. The answers to the ques-
tions if labour standards can be defended and if the systems of industri-
al relations are being maintained, adapted, or eroded are therefore
national ones.

Furthermore, these answers are far from being clear-cut. The IR sys-
tems in the various countries are not only developing in different ways,
but the degree of changes also seems to be more incremental in the one
and more fundamental in the other. The matter is further complicated by
the fact that fundamental change is not always the result of an unequiv-
ocal and observable critical juncture but can also be the result of sever-
al incremental changes which, in their cumulative impact, amount to a
critical juncture (Streeck/Thelen 2005). This makes assessments much
more complicated. What we can say is that developments in our sample
countries are to some extent path-dependent. What is unclear is whether
the countries will depart from the development paths they have followed
to date. 
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It is in Germany, the country with the highest developed IR system
of our sample that industrial relations in the automotive industry seem to
be most strongly affected by the global reorganisation of the value chain.
The degree of change is more fundamental than gradual, although it
takes the form not of a break but of several adaptations and incremental
changes. One such adaptation is the inclusion of new topics into the col-
lective bargaining process. The German actors have negotiated the most
advanced agreements in this respect in any of our sample countries. At
the same time, the degree of incremental change is much greater than in
the other countries. This is due in particular to the increasing decentral-
isation of collective bargaining as a result of local alliances, opening-up
clauses and differentiations in collective agreements, as well as to the
weakening of associations. These changes are closely connected to
regime competition and outsourcing. In their cumulative impact, they
seem to have created a critical juncture and brought about a change of
development path, which at first sight might be interpreted as a form of
erosion. However, initial signs of an increase in union strength in plant-
level disputes suggest that the direction of change is not yet clear. It is
also possible that a more decentralised system will eventually emerge.
This system would be characterised by more numerous and more intense
disputes at plant level and islands of union strength. On the one hand,
employee representative bodies could be expected to stabilise their posi-
tions to the point where they can negotiate successfully with manage-
ment. On the other hand, there would probably be greater differentiation
between plants and more fragmentation along the value chain. 

The other countries in our sample seem to be less affected by global
reorganisation. Italy has clearly gone through a process of change as
well, but the end result seems to be greater stability rather than radical
change. In the 1980s, industrial relations in Italy were in crisis. In the
1990s, however, the system went through a process of reconstruction
that has to be regarded as a path change. The new path, with its more sta-
ble dual structure of collective and company bargaining, has proved to
be surprisingly stable, given the history of industrial relations in Italy.
Nevertheless, the international reorganisation of the value chain and the
restructuring at FIAT have put pressure on the system. As a result, there
are also signs of opening-up and fragmentation, but they cannot be inter-
preted as erosion because the previous structures were much less strong
than the German ones. The situation is influenced by the fact that glob-
al pressures are much weaker because FIAT is closely linked to the
Italian state, which makes it difficult to put in place a regime of enforced
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comparison that would put Italian production sites at risk. Nevertheless,
workers have to pay the price of globalisation by accepting the lower
wage growth negotiated by the unions, which have signed up to the new
Italian social pact. 

The situation in the Spanish automotive industry seems to at least as
stable at the moment than that in Italy. There, the division of labour
between company-level and sector-level collective bargaining is reversed,
with the OEMs concluding single-employer agreements and the suppliers
being covered by collective agreements that are generally binding.
Nevertheless, labour standards seem to be diverging further because of the
high cost pressures bearing down on the suppliers. The growing share of
external flexibility is a further indication that things are beginning to
change. It seems likely that the pressures on the system will increase fur-
ther, because Spain has lost some of its comparative advantages in regime
competition. It will be interesting to observe how the actors will react. The
unions have already reacted by adopting a productivist approach, but they
are still not strong enough on the plant level to get the approach really
started. This is especially the case in the supplier firms.

Hungary, finally, is stable in the sense that the system of industrial
relations largely collapsed during the transformation period and has not
yet recovered. A new path has developed that is based on single-employ-
er bargaining covering only half of employees, company-based or ori-
ented unions that are mostly interested in wage increases and a national
regulatory level at which a minimum wage level is set. This path seems
to be rather stable, not at least because up to now no actors have emerged
with either the interest or ability to change it. Of course such a system
goes hand in hand with high differentiation and fragmentation of labour
standards and is entirely devoid of any buffer against the effects of
regime competition.

What are the conclusions following from the comparative analysis
for the perspectives of industrial relations in general and organised
labour in particular? In this respect, at least two points have to be men-
tioned. The first is related to the important role of the state. In a frame-
work of globalisation, the state can be a decisive stabilizer for labour
relations. The state is not condemned to ineffectiveness because of glob-
alisation. This can be shown by the examples of Italy and Spain in our
sample. In Italy it was the state as an actor in the national employment
pact that has enabled the other actors to rebuild the system of industrial
relations. And in Spain it is the state that guarantees a high coverage rate
of collective bargaining agreements despite relatively weak actors by
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declaring them generally binding. In Hungary, the system remains in a
state of destruction because the state does not intervene and unions are
too weak. And in Germany, the system would also benefit from an active
intervention of the state e.g. by making agreements generally binding
which would reduce the problem of the decrease in collective bargain-
ing coverage.

The second point is concerned to the dynamics of inter-country rela-
tions and the role of union policy. In this respect the German automotive
industry plays a central role, because it is the largest of the industries
compared and, moreover, it has been the most highly regulated by the
industrial relations systems with the most highly developed labour stan-
dards. Therefore, the developments of the German system of industrial
relations are a crucial factor in the dynamics of regime competition. For,
if collective actors and labour standards become weaker in this system,
it will influence the other systems as well. If labour standards are sink-
ing in Germany, the optimistic reference point for the actors in the other
systems will fade away and actors do not have good arguments to strive
for an upgrading of their national standards.

But German unions seem to be only little prepared for coming up
with their responsibility. The German metalworker union could be a
stronghold of union solidarity in Europe and try to organise cooperation
among each others, not at least, because the union seems to be the only
one who has the organisational capacity and the resources to do this. But
the IG Metall is quite far away from playing this role, and one reason for
this is that the union is following a path of competition oriented collec-
tive bargaining strategy aiming to increase the international competitive-
ness of German plants, a development that is mirrored both in wage
moderation and in the spread of local employment pacts that are partly
undercutting collective bargaining norms. This policy of supply side
corporatism is a barrier for international cooperation, because rules of
coordination like the existing European ones of the EMF (European
Metalworkers’ Federation) are always threatened to be undercut by
national actors. This is in fact what the bargaining results in the German
metalworking industry did in the last years (see Schulten 2004).
Moreover, a race to the bottom is started with negative effects for all sys-
tems. Therefore, the German union should try to strengthen internation-
al solidarity and coordination as a counterweight to globalisation. If it
behaves this way and does it in a creditable way, the other unions could
follow, and maybe the race to the bottom can be replaced at least to some
extent by a race to the top.
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The Automotive Industry in Germany

by Thomas Haipeter

1. Introduction: Developments of the automotive industry and
challenges for the systems of industrial relations

The perhaps most important development of the production systems
of the automotive industry for the last decade is the global reorganisa-
tion of the value chain. This development is characterised by at least
three processes that are firmly interlinked. Firstly, OEM (Original
Equipment Manufacturers) and suppliers have intensified the interna-
tionalisation of their production facilities and also of their development
functions. The growth in quantity at the same time is accompanied by a
change in quality. At many OEM, the internationalisation of production
was transformed into a globalisation of production because production
and development functions abroad were modernised and integrated into
global integrated production networks.

The development of production networks was based on new product
strategies characterised by standardised platforms and modules enabling
both a highly differentiated product range and the building up of systems
of parallel production at different locations. These systems could be
used for developing a “coerced competition” between plants on a glob-
al scale. Secondly, OEM have reorganised their business internally. By
decentralising operative decisions and integrating functions in more or
less autonomous operative units OEM have turned away from the high
functional specialisation and hierarchical differentiation of their fordist
past. Concerning work organisation they implemented a new form of
process orientation in work which can - but does not necessarily – lead
to an overcoming of taylorism at work and which is increasingly for-
malised within the OEM in so called Standardised Production Systems.

The “financialisation” of corporate governance finally strength-
ened the relevance of financial results and short-term strategies with-
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in the companies. Financial goals are increasingly used as “givens” in
form of financial benchmarks and instruments of control of operative
units. Thirdly, the value chain is structured anew for several years.
The main trend is the reduction of vertical integration within the
OEM. In return the importance of suppliers is increasing in quantity
and quality. They are not only responsible for growing shares of the
value production, they are also more tightly integrated in the value
chain with the OEM concerning production, logistics and product
development. Based on the modularisation of products, this new form
of integration goes hand in hand with new forms of differentiation
within supplier networks between the so called first tier or mega sup-
pliers that are able to develop and produce integrated modules and
that are in direct contact with the OEM and the suppliers on the lower
tiers that are delivering to suppliers on the respective tiers above
them. Although the new forms of integration can be characterised as
networks, it is important to notice that cost and price pressure exert-
ed by the OEM on the suppliers seem to have further increased, infil-
trating the whole supplier chains. 

This paper is analysing the effects of the global reorganisation of the
value chain on German industrial relations. Is regime competition in
global networks undermining national or industry labour standards in
multinational automotive companies? What types of standards are in
danger and to what extent? What about differences between different
stages of the industry’s value chain, between OEM and suppliers,
between suppliers or even within OEM? Are there changes in the inter-
action between central and de-central levels of industrial relations? The
answers on these questions will serve as a useful base for a general
assessment of the development of the industrial relations’ system in the
industry. Is it plausible to argue that the German system of industrial
relations is eroding facing the consequences of globalisation? Or is it
changing its development path? Or is it still on a more or less stable
path?

The German report is based on the analysis of current literature and
on interviews with industry experts (several interviews made with
experts from the metalworkers’ trade union, the IG Metall, one interview
with a representative of the employers’ association and several inter-
views with works councils).
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2. General relevance and historical development of the industry

The importance of the automobile industry for the German economy
can hardly be overestimated. It is not exaggerated to say that the auto-
mobile industry is an engine of employment, growth and innovation in
the German economy and therefore one of its key industries. The
employment figure of the industry itself, containing the production of
vehicles, engines, trailers and components, was about 766.000 in 2005.
This figure remained more or less constant since 2001. Before that, the
employment figures were raising significantly since the heavy employ-
ment losses following the severe crisis of the industry in the first half of
the 1990s. From 1995 to 2005 the number of jobs increased by about
100.000 or about 16% (whereas for the whole German manufacturing
industry it decreased by about 8%) (VDA 2006). But employment in the
industry itself is only one aspect of the importance of the industry for the
labour market. The other aspect is employment in other industries that
depend directly on the demand of the automobile industry, including
investment goods, components and parts or services like engineering.
According to estimations of the business association of the industry, the
“Verband der Automobilindustrie” (VDA), more than one million peo-
ple are employed in other industries in this way, so that in total about 1.8
million employment relationships depended on the automobile industry
in 2005. Moreover, more than 3.3 million employees were employed in
services around the car like automobile retailing, petrol stations or serv-
icing and repairing in this year. This amounts to a figure of about 5 mil-
lion employees around the automobile industry - every seventh work-
place in Germany. 

Construction, production, marketing and use of automobiles are
responsible for nearly one fifth of the German national product. The
German automobile industry is highly competitive. This is indicated by
the high figures of exports. In 2005, nearly 71% of the 5.35 million pas-
senger cars produced in Germany were exported. About 1.7 million of
the 3.8 million passenger cars exported had Diesel-engines. In total the
industry produced more than 50% of the balance of trade surplus of the
overall German economy. One factor explaining this success is the
capacity of the industry for innovation, indicated by the investments in
machinery and in research and development. In 2005 and in the years
before, the automobile industry contributed to about one third of all
investments in research and development in Germany and to about one
fourth of all investments in fixed capital (all data from VDA 2006).
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From its expansion in the 1950s until the early 1990s the automobile
industry can be considered as the heartland of fordist mass production in
Germany. At least in the companies producing for the mass segments of
the market like VW and the two subsidiaries of American companies,
Opel (GM) and Ford, tayloristic principles of work and factory organi-
sation were coupled with fordist principles of technology like assembly
lines. But, as the MIT-study on lean production has shown at the begin-
ning of the 1990s, also the high-end producers of luxury cars competing
in premium markets that have survived until today (Daimler Benz,
BMW, Audi (since the end of the 1960s belonging to the parent compa-
ny VW) and Porsche) were organised around these organisational prin-
ciples that included functional segmentation, hierarchical differentiation
and a high vertical integration of the value chain (Womack/Jones/Ross
1991). These principles formed the scarcely contested model of good
management in Germany up to the 1970s and 80s both for mass produc-
ers and for premium producers. The big difference between the two pro-
ducer groups (volume and premium producers) was the product on the
one hand (with more technological innovations and more ambitious
design and materials in the premium products) and the system of quali-
ty control (which was more sophisticated at the premium producers to
guarantee a higher quality) on the other hand. The principles of mass
production were accepted also by the trade union as an uncontested
management model that guaranteed technological and economical
progress the employees could benefit from. Although the export orienta-
tion of the industry was high from the beginning, the degree of interna-
tionalisation of production was low. The only German automobile com-
pany with production facilities abroad worth mentioning was VW (with
subsidiaries built up in the 1950s and 1960s in Brazil, South Africa,
Belgium and Mexico for reasons of market entrance and local content
obligations) and of course Ford and Opel, who were themselves sub-
sidiaries of American MNC. The premium producers developed a pure-
ly export led form of internationalisation, expanding by putting up new
plants in German locations. The MNC, VW on the one and GM and Ford
on the other hand, were characterised by similar forms of international-
isation of production, although at the opposite ends of the organisation-
al structure. The MNC have shown a relatively loose coupling between
the parent companies and the national subsidiaries concerning produc-
tion decisions, technological development and product strategies and
concepts. The respective organisations had a relatively high autonomy in
decision making within their national markets, as well the foreign sub-
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sidiaries of VW as the German subsidiaries of GM and Ford. The
German subsidiaries of GM and Ford in each case were the most impor-
tant national units of their companies within Europe. They have built up
both the highest production capacities and the main development capac-
ities of the European locations. 

One important peculiarity of German fordism in the automobile indus-
try was its interaction with a system of industrial relations that was char-
acterised by industry wide collective bargaining agreements (with the
exception of VW, where so called house collective bargaining agreements
were negotiated with the union), a strong union and the existence of works
councils with far reaching rights of codetermination. Concerning collec-
tive bargaining agreements and the organisational domains of the associ-
ations of labour and capital, the automotive industry is embedded in larg-
er structures of the metalworking industry. Since the 1950s, the collective
bargaining agreements of the metal industry were models for the other
industries in a system of pattern agreements. Within the metalworking
industry the big automobile companies played a crucial role in formulat-
ing the bargaining interests and strategies of the associations, in fact both
on the side of capital as on the side of labour. The metal industry was the
pacemaker concerning the development of wages and working times, and
this role was highly influenced by the automotive industry. It was the auto-
motive industry, where the standard employment relationship – long-term
male employment relationship based on high wage and security standards
- had its industrial nucleus. Therefore, wage raises and working time
reductions were an expression of the impressive economic success of the
German automobile industry realised until the 1970s and 1980s, when the
works councils also were able to agree additional payments above the
level of the collective bargaining agreements with their companies.
Moreover, the framework bargaining agreements of the metal industry
concerning wage grades and performance regulations were unambiguous-
ly oriented on the tayloristic organisational structure prevailing in the
automobile industry. By means of collective bargaining the strong union
and the works councils were able to negotiate and enforce a humane ver-
sion of the fordist enterprise, based on performance regulations agreed in
the collective bargaining agreements and implemented in the plants by the
works councils. Nevertheless, the experiences made in the automotive
industry also led the union to a critical attitude towards Taylorism from the
end of the 1960s onwards.

The success of unions and works councils in the automotive also can
be explained by the strong backing the representative actors got form the
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employees. In the course of the 1950s and 1960s the newly founded
works councils quickly were dominated by representatives of the metal-
working union. Furthermore, the automotive industry became the sector
with the highest union density of the whole German economy, especial-
ly concerning the production plants of the OEMs. Some of them factu-
ally became closed shops, and nearly all of them the union density
amounted between 70% and 100%. Traditionally the union density was
higher among blue collar workers than among white collar workers. 

A second important national peculiarity of German fordism in the
automotive industry was the high technical competence of German man-
agement and the well developed skill base of the employees. Top man-
agers were mainly recruited from staff with engineering certificates and
competences. This fact explains as well the efforts German manufactur-
ers made in the technological rationalisation of production since the late
1960s as the important role technological advancements began to play in
the product strategies of the companies from the 1970s onwards. Both
strategies were also favoured by the quite good endowment of the com-
panies with well qualified employees produced by the dual apprentice-
ship system. In the heydays of fordism, qualified production staff was
mainly employed in indirect areas like maintenance and quality control
and in direct production areas with higher levels of automation (press
and body shop), whereas in the direct production areas that were char-
acterised by manual work and in remaining simple functions in the auto-
mated areas unskilled staff was dominating. After the war the unskilled
workers were recruited from soldiers returning home. In the face of
labour shortages in the sixties and early seventies foreign workers
served as a new source of unskilled labour. In the 1970s the German
automobile industry underwent its first deep recession after the war.
Competition became stronger. In order to cope with the crisis and with
growing competition the German companies developed a strategy of
technologic rationalisation. Therefore they enforced the automation of
the production process. The consequence was that the demand for qual-
ified personnel increased, especially in the high automated areas. This
trend was strengthened in the 1980s, when the companies reacted on the
pressures of competition with a strategy of technological upgrading of
products. Upgraded products were to make possible to realise a price
premium in quality competition of higher market segments, thereby
financing relatively high costs of advanced technology and qualified
labour. This logic, which had its birth in the automobile industry, later
was labelled “diversified quality production” (DQP) (see Streeck 1992). 
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3. Changes in the automobile industry since the 1990s

DQP can be regarded as a first signal of change in the production sys-
tem of the German automobile industry. But this signal should not be
overestimated. DQP never has been an explicit strategy of the companies
(Jürgens 2004). Their focus was on technological rationalisation, not on
the encompassing utilisation of qualifications in work organisation.
Therefore DQP in the form it was realised cannot be regarded as a turn
away from fordism. The main organisational features of fordism and tay-
lorism like multi-level hierarchies, the strong separation of business func-
tions, the separation of planning and execution or the disintegration of
tasks stayed alive. On the one hand, companies intensified their qualifi-
cation efforts and increased the shares of apprentices. On the other hand,
little changes were made in the organisation of the direct production
process and of company structures as a whole (Jürgens 2004; Haipeter
2000). As a consequence, the supply of qualified personnel exceeded the
demand in indirect functions and automated areas, and qualified produc-
tion workers were employed in areas of manual work that were still
organised around tayloristic principles. An adaptation of organisation to
the skill supply, as it is implicitly supposed in the concept of DQP, has
not taken place. The “re-professionalisation” of production work diag-
nosed in the 1980s in the German industrial sociology (Kern/Schumann
1984) coupled with higher autonomy and an enrichment of work could
only be found in some isolated cases in automated areas. Therefore the
1980s could be called a “lost decade” regarding the dynamics of organi-
sational change (Jürgens/Naschold 1994). This is one of the main reasons
why the German automobile industry faced a structural crisis at the
beginning of the 1990s that was even deeper than the crisis it had under-
gone in the 1970s and the early 1980s. The “German way” of organisa-
tion of production obviously had come to an end. On the one hand, tech-
nological automation proved to be too costly and too fragile for enhanc-
ing the competitiveness of the companies. And on the other hand the
organisations remained too inflexible and too little innovative because of
the strict separation of business functions (like development and produc-
tion) and the lack of autonomy and involvement of the employees on the
shop floor. The severe crisis the industry underwent at the beginning of
the 1990s coincided with the discussion of the “Japanese challenge” and
the concept of Lean Production. Japanese producers obviously were able
to produce a diversified product range with lower costs and higher qual-
ity than their Western competitors. It was the mixture of crisis and new
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best practice concepts that prepared the ground in the German automo-
tive companies for a more encompassing reorganisation than it was exer-
cised in the 1980s. The reorganisation strategies that have been devel-
oped in the industry at this time had several common aspects. One cen-
tral aspect is the reduction of hierarchies and the decentralisation of oper-
ative responsibilities. The former numerous hierarchy levels were
reduced, as well on the level of middle management as on the lower man-
agement levels. The reduction of management levels was coupled with a
shift of responsibility to decentralised units concerning operative results.
Decentralised units were organised as cost centres, profit centres or busi-
ness units, endowed with different rooms of manoeuvres and responsibil-
ity concerning cost and return targets. 

Today in some companies the definition of targets is not bound only
to the signals of the product markets (that means by the requirements
deriving from the fact that the company has to be competitive), but also
is increasingly justified by norms and expectations of the financial mar-
kets. This development has been described as a “financialisation” of the
German system of corporate governance (Kädtler/Sperling 2001) which
former was characterised by a strong role of banks in company finance
and governance and close personal networks between industrial compa-
nies. Now the companies try to pay more attention on shareholder inter-
ests and their expectations concerning the return on capital. The reason
seems to be twofold. On the on hand the company value at the stock
markets is to be strengthened in order to protect the company against
hostile takeovers. On the other hand it is an instrument for top managers
to raise their own income that is increasingly composed of variable
financial elements like stock options. At the German OEMs two strate-
gies can be observed. The shareholder value strategy has forged ahead
especially at the mass producers. The subsidiaries of US MNC, Opel and
Ford, have been integrated more strongly in their parent companies in
the last years (as can be seen for the case of Opel more detailed in the
case study on the EWC at GM). An important dimension of integration
was the integration in financial targets that are influenced by the share-
holder expectations of the American parent companies. Also at VW
signs of financialisation (like transparency according to the rules of the
financial markets and minimum returns for business units) can be found,
although they have to be analysed in the context of a corporate gover-
nance structure at VW characterised by a rather strong position of
employee representatives (Haipeter 2006). Not only the mass producers,
but also Daimler-Benz as the biggest of the German premium producers,
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explicitly tried to strengthen shareholder value aspects. The former
Daimler chairmen, Detlef Schrempf, even wanted to play the role as an
avant-garde of shareholder value in German industry. Only BMW and
Porsche stood apart, explicitly renouncing an orientation on shareholder
interests. BMW was in a special situation because the majority of its
stocks are owned by one family which traditionally has served as a
strong protection against hostile takeovers. And at Porsche management
tries to prove that economic success is compatible with forms of corpo-
rate governance not serving the external transparency required by the
financial markets. Therefore the company e.g. does not publish quarter-
ly reports for the markets. In the last year Porsche has bought stocks of
VW and has become the largest stock holder of the company. Although
the effects on corporate governance at VW are not foreseeable yet, it
seems to be evident that the relationships between the two companies
will be strengthened and that the protection against hostile takeovers has
been increased for VW. One of the central dimensions of reorganisation
in the automotive industry is the internationalisation of enterprises. The
automobile industry is one of the most internationalized industries in
Germany. Especially VW has a long tradition of internationalisation, and
Opel and Ford were integrated in foreign multinational companies with
lots of foreign sites. The premium producers Daimler Benz and BMW
have made serious attempts to internationalise their production just in
the 1990s. And not by chance the 1990s were the time when the forms
of internationalisation in the German automotive industry began to
change fundamentally. From this decade onwards the German car pro-
ducers made large investments in acquisitions (including the acquisition
of companies like SEAT (already in the 1980s) and Skoda by VW,
Chrysler by Daimler Benz and Rover by BMW, in new foreign produc-
tion sites like VW in Poland, Slovakia and Hungary, BMW in the USA
or Daimler-Chrysler in the USA and in modernisation and expansion of
already existing foreign plants (figure 1).

The logical consequence of the growth in FDI was an increase in the
share of foreign production of German automobile companies which
today already amounts to about 46% of total production. At VW, the
most internationalised of the German car producers, foreign production
has overtaken home production already in 1993 and is today more than
twice as high as home production. Nevertheless, the increase in the share
of foreign production has not substituted export from the German loca-
tions. On the contrary, the export quota of automobiles produced in
Germany also has grown over the last years up to 71% (see figure 2). 
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The foreign direct investments at least had four different functions
for the companies. The first one was the opening of foreign markets (or
the improvement of the position on these markets) by implementing
production units abroad. Internationalisation seemed to have become a
necessity because of competitive advantages other companies gained
by internationalisation of production. Producers with only regional or
national presence did not seem to be competitive in the long-run.
Therefore the German companies tried to re-define themselves as
global players present in all important market regions of the world
(Pries 1999).

The second function of internationalisation was the integration of
production in global production networks. As I have described above,
the traditional form of internationalisation in the automotive industry
was characterised by a high degree of autonomy of foreign locations and
by differences in product and organisation strategies between the parent
company and its foreign subsidiaries. In the case of subsidiaries in

70

Figure 1 Foreign production sites of the German automotive industry
(OEM and supplier; VDA 2006)



developing countries the differences in many cases were accompanied
by a technological gap concerning the products produced and the pro-
duction technology used. In integrated production networks, these dif-
ferences and gaps are to be reduced by the modernisation of production
technology and by new product strategies. Production technology was
standardised on an international scale. Therefore, high investments in
the modernisation of foreign plants – or the building of new plants –
were made. The goal was to integrate production between the different
locations of the company and thereby to create integrated production
networks between the locations. Of course this does not mean that all
locations now are able to produce each product of the company’s prod-
uct portfolio. This would be economic inefficient. But what it does mean
is that a new flexibility is created with respect to different types of prod-
ucts by parallel production. At this stage the product strategy comes into
play. Products are more and more integrated to product families that
have common basic features concerning components and technology.
These features can consist of non variable parts built in all the products
of the family, whether they are labelled platforms – large and encom-
passing compositions of components mostly concerning chassis and
power train – or modules – compositions of components integrated to
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Figure 2: Share of foreign production and export quota of German car
makers (VDA 2006; without Chrysler)



common parts like the cockpit. The common technological standards of
product families allowed the producers to build parallel structures for
the production of product families in several of their sites and thereby to
integrate production. The integration of locations in product networks
can be described as the essential difference between the traditional inter-
nationalisation and the new globalisation of production. 

In its new form the internationalisation thirdly is to unleash a new
form of internal competition concerning innovation and a process of
mutual learning (Pries 1999). The former differences between advanced
and regressive locations do not exist any longer. In a global production
network every location can become the most innovative one. Innovation
can have two dimensions, the innovation of the product and the innova-
tion of the production model. Concerning the product, every location
can become a pilot in building a new model. It is no longer self-evident
that new products are built firstly in the plants of the parent company.
And, furthermore, every location is able to become a pilot in the mod-
ernisation of the production model. Therefore locations can become lab-
oratories for the development of new production models that can be
standardised within the company. Production models can be assessed by
certain indicators that can become internal benchmarks for the develop-
ment of production sites. But benchmarking in integrated production
networks not only is supporting innovations and mutual learning
between the locations, it is also fostering a new form of cost competition
between locations. In former times the development of costs of course
also was of relevance. But it was confined to the respective subsidiary.
If a subsidiary was not profitable any longer, something had to be done
by local or central management. There was no relationship to other loca-
tions. Now the cost situation of a site – or a special business function
within a side - is always related to the cost situation of other sides.
Moreover, decisions concerning production, products, investments and
therefore also employment are increasingly based on the position with-
in the internal competition between sites producing the same product
family. This system of “coerced comparisons” and internal competition
seems to be most advanced among the German car producers at VW and
at Opel/GM, where all orders for the manufacturing of cars or the pro-
duction of components are announced globally in the company. To get
the order for the production of a new car, a German location now has to
proof to be at least as cheap as the cheapest foreign location and there-
by has to compete directly with locations in Poland, Slovakia or
Hungary, where qualified production workers partially earn only about
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one tenth to one fifth of the wages of their German colleagues. 
Taken as a whole, the net effects of internationalisation on employ-

ment can hardly be defined. On the one hand, German sites are in dan-
ger to loose employment in favour of foreign locations, and German
locations now have to compete for investments and products within their
companies. On the other hand, the opening up of markets and the inno-
vative forms of competition can also have positive employment effects.
Moreover, production in Germany can be combined with production in
low cost locations in the form of “mixed calculations” securing the exis-
tence of German production sites. According to the VDA (2006), today
about 40% of value contained in the European production of German
manufacturers is based on intermediate inputs especially from Eastern
Europe. This is interpreted as a kind of “imported competitiveness”
which guarantees economic success in combination with technological
leadership especially in the so called volume markets of the mass pro-
ducers. 

One of the main aspects of reorganisation which is tightly coupled
with the internationalisation of production is the reorganisation of the
value chain, including both the vertical des-integration of production
(and development) at the OEM and the development of new forms of
relationships with the suppliers. Modularisation and outsourcing are the
main trends in this respect (Jürgens 2004). Modularisation is based on a
new architecture of cars consisting of the integration of large sections of
the cars to modules. Modules (and the parts the modules are composed
of) can be manufactured by the car makers themselves or by suppliers.
If they are allocated to the suppliers, the technical defined modules lead
to a reduction of vertical integration at the car makers and a new respon-
sibility of the suppliers for the development of component systems.
Therefore, suppliers have to develop new competencies in establishing
a value chain of their own including research and production. The new
key role of the so called “system suppliers” is enforcing demarcations
between suppliers. Suppliers have been classified with respect to differ-
ent supplier tiers. The first tier suppliers are the system suppliers which
have developed research and development capacities, which are able to
develop and produce – or at least to organise – compositions of compo-
nents in form of systems or even modules and which provide the OEMs
directly with components (which means that also a specialised supplier
producing just one part or one component can be a first tier supplier if
he directly provides the OEM). The suppliers on the lower tiers have not
developed similar capacities and are providing the systems suppliers or
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suppliers on lower levels. Modularisation is the base for outsourcing
decisions the OEM make to reduce their level of vertical integration. It
seems to be more profitable for OEM to reduce vertical integration
because suppliers often can rely on lower labour costs – either because
they do not pay additional benefits above the collective bargaining
norms or because they are not paying according to the collective bar-
gaining agreements - and because suppliers can realise positive scale
effects producing components for several companies. Also the risks of
investments in development and production facilities can be transferred
to the supplier. Another reason is the capacity limits the research and
development centres of the OEM are running at because of the strategy
of product differentiation. They are not able to manage the increased
workload even if employment has been increased. 

For all these reasons the level of vertical integration has been
decreased significantly in the last 20 years. At the end of the 1980s, the
level of vertical integration was about 50% at Opel, VW and Daimler-
Benz, at about 45% at Ford and at about 42% at BMW. Porsche for sev-
eral reasons had a lower level of vertical integration of about 35%.
These figures have been reduced up to 10% (at Opel) until 1995 (IWK
1999). In 2004, Daimler and BMW had a share of in-house production
of about 30%, Audi of about 20% and Porsche only of about 18%, pro-
ducing just the motor and some additional parts in-house (Gmeiner
2005). According to study of the “Future Automotive Industry
Structure” (Mercer/Frauenhofer 2004) the level of vertical integration
with respective to all OEM worldwide was 35%, and it is expected to
decrease to 23% until 2015.

The largest increases in suppliers’ share of value production will take
place in the fields of body and body structure, power train and power
engines (figure 3). 

Within this trend significant differences between premium producers
and mass (or volume) producers are expected. Premium producers will
have a larger in-house production share of 26% because they have to
shape the profile of their brands more intensively by unique elements of
the cars, whereas volume producers can outsource to a larger extend up
to a vertical integration of 22%, thereby using the cost advantages of a
larger share of standardised products produced by suppliers. In the case
study of GM I was told that the level of vertical integration at Opel
already has been reduced to 25% and that further reductions are planned
stepwise with the introduction of new production platforms. One of the
main consequences of this development is that the growth of value pro-
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duction in the automotive industry will be realised completely by the
supplier industry. In this process the role of systems suppliers - or the so
called mega-suppliers - has become increasingly important. Whereas in
1993 their production share of all supplier production Germany was
about 22%, it increased until 2000 to about 43% (Jürgens 2003a). 

Modularisation and outsourcing not only are changing the quantita-
tive relations between OEM and suppliers, they are also regarded as
engines of change regarding the qualitative relationships between them.
New forms of integration between OEM and supplier are expected to
develop that are based on long term relationships, partnership and trust
(Mercer/Frauenhofer 2004). The networks between OEM and suppliers
are expected to be encompassing, reaching from logistics to production
and development. Suppliers will take over more tasks from product or
module development to module production and delivery, whether they
are specialists in development as engineering consultants, whether they
are integrators for module development and production or whether they
are specialists in logistics. The most advanced concept in this respect is
the modular plant consisting of investments from both suppliers and car
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Figure 3: Shares of Value Creation OEM/Supplier according to main
modules (2015 expected), Mercer/Frauenhofer 2004



makers practised by VW in Brazil or the Smart plant in France. In this
type suppliers are responsible for important parts of car manufacturing
and the respective investments. A second concept of spatial integration
are the condominia between OEM and supplier, which means that the
suppliers are settled under the roof of the OEM, but the OEM still is the
main investor in manufacturing equipment. These types are not realised
in Germany yet (but by German OEM in foreign sites). More common
and also realised in Germany are the industry parks developed around
the production plants of the OEM that are in many cases managed by
the OEM, the suppliers and the municipality and that are to realise
advantages of spatial integration like just-in-time logistics (Jürgens
2003a). 

After a period of strict cost cutting in the sourcing strategies of at
least some German manufacturers at the beginning of the 1990s, which
was widely associated with the name of José Ignacio López de
Arriortúa, who was chair of the purchasing departments at Opel/GM
and later at VW at that time (Haipeter 2000), a new phase of more coop-
erative relationships seemed to have begun since the middle of the
1990s. The founding of strategic networks based on long-term partner-
ships and relationships of mutual trusts between OEM and first tier sup-
plier seemed to be only a matter of time. For the new modular product
and sourcing concepts require much higher investments of the supplier
both concerning production facilities and concerning development and
innovation capacities. It was supposed that suppliers will only be will-
ing to make these investments in case of long term guaranties concern-
ing the use of capacities. Furthermore, the power relationships seemed
to change. It was supposed that first tier suppliers will gain power rel-
ative to the OEM because of the shift in critical capacities and know-
how from the OEM to the suppliers and the increasing dependency of
the OEM from the strategic system suppliers. These expectations are far
from being realised up to now. On the contrary, the market power of the
OEM does not seem to be reduced; they are still able to determine com-
petitive conditions on the supplier market. Based on data of the
Frauenhofer ISI, Kinkel and Lay (2005) have figured out that about
43% for the first tier supplier are in a market situation determined by
price competition, whereas only 23% of these suppliers are in a situa-
tion of quality competition and 20% in a situation of innovation com-
petition. The price is still the most relevant category for getting orders
by the OEM, and only a small segment is trying to get orders by prima-
rily by strengthening its capacities for innovation. These findings cor-
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respond with the statement of the VDA (2006:49) that “cost cutting pro-
grams are putting strains on the relationships between OEM and suppli-
ers to a significant extent”. 

In the interviews made with experts I was told that the price pres-
sure put on the suppliers by the OEM has not decreased, but further
increased in the last years. Certainly OEM has established longer term
relationships with a few suppliers who are integrated in the product
development process at an early stage. An example of this procedure
can be found at GM, where some first tier supplier are invited to devel-
op technological specifications for certain modules or components of
products no longer developed by the OEM. GM has reduced its devel-
opment capacities for components drastically and therefore increased
its dependence on the R and D know how of suppliers to develop new
platforms and new products. Of course these suppliers will probably
later get the order to produce the products they have developed blue-
prints for. But this does not mean that they have guarantees for long
term partnerships concerning the development of future platforms and
products or that they can rely on the order they got just for a given
product cycle. Firstly, OEM expects a participation of the suppliers on
productivity increases during a product cycle. Suppliers have to fulfil
productivity targets (of course without reducing quality). Secondly,
new products have to be offered with significant price reductions by
the supplier; otherwise another competitor will get the order. Thirdly,
it has become usual to shorten the duration of contracts between OEM
and suppliers. Fourthly, OEM use to intervene in contracts with the
suppliers within their duration, e.g. in case of reductions in demand for
certain products that require a reduction of production or even a ceas-
ing of production. This behaviour is very risky for the suppliers con-
cerning the long term amortisation of their investments. There is no
support by the OEM to finance the reduction of capacities – and maybe
dismissals – that may have become necessary at the supplier. And
fifthly, OEM in the meantime increasingly give their suppliers the
advice to open production sites in Eastern Europe in order to reduce
costs in the form of mixed calculations (although it is well known that
the quality produced in Eastern Europe is much below that of German
sites). The suppliers cannot be enforced to do so, but the mixed calcu-
lations are used by the OEM as the base of negotiations about the price
with the suppliers. The first tier suppliers try to pass the cost pressure
exerted by the OEM down in the value chain to their own suppliers and
so on. 
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The pressure on internationalisation has to be differentiated from the
pressure that emerged from the implementation of just-in-time produc-
tion. Just-in-time was one of the main organisation principles copied
from the Japanese lean production model. Just-in-time implied the
reduction of the former existing buffers within and between production
units that were to ensure steady production flows even in cases of break-
downs. This form of organisational slack was identified as cost intensive
and therefore was substituted by the delivery of parts in the temporal
sequence they are needed. For the suppliers, the new principles not only
meant that they had to be integrated into the information flow of the
OEM, but also that they had to adapt the rhythm of production tightly to
the fluctuating demands of the OEM (at least concerning the final stage
of modules to be delivered to the OEM) (Lehndorff 1997). To guarantee
the process of adaptation and the security of delivery, they had to build
assembly plants for modules near the production plants of the OEM (see
therefore the experience of districts or clusters in Garibaldo/Bardi
2005). As a consequence of networking and just-in-time production, the
external suppliers in many cases have to follow the internationalisation
paths of the OEM and to build production locations near the foreign
locations of the car producers (see figure 1). Especially suppliers of the
first tier had to do this, but also suppliers of the second and third tiers
are internationalising production, depending largely on the respective
size of the companies (Kinkel/Lay 2005).

The reduction of vertical integration at the same time implies increas-
ing pressures on the internal areas of component development and pro-
duction within the OEM. Internal component production is forced either
to compete successfully with external competitors or to be sourced out
in the form of new and independent companies and in form of an acqui-
sition by other suppliers or to be closed completely. GM and Ford
already have outsourced large parts of their component production by
spin offs in global operating companies (Delphi and Visteon), also
affecting the German workforce of the companies, GM tries to outsource
the Kaiserslautern plant (components, power train) and at VW the out-
sourcing of the component plants was discussed recently. An important
point concerning outsourcing and competition for the component plants
are the management and development capacities that have formerly been
served by the central departments of the OEM. The shift of capacities to
the supplier units is a necessary precondition for the success of these
units in competition with external suppliers (and even more in case of
transforming the units into independent companies). At least to have the
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potential to become first tier suppliers, the internal component produc-
tion plants or areas have to develop comparable capacities concerning
product development and system integration like external suppliers.
Moreover, they have to be endowed with the whole range of necessary
business functions from purchasing to marketing. Up to now only a few
internal component plants have been able at least to start this process,
among them the component plant of VW in Brunswick that was an
avant-garde plant concerning decentralisation in the company (Haipeter
2000). If the plant would be able to compete successful as an independ-
ent producer on the market is an open question; but at least some neces-
sary conditions have been installed. At the Opel component plant in
Kaiserslautern the situation is completely different. There decentralisa-
tion of competence failed nearly completely up to now. The plant does
not have the business processes it needs to be able to become an inde-
pendent supplier. Therefore it has slipped off the supplier chain down to
the third tier with most of its products and is to be sold to another com-
pany. 

In the course of reorganisation comparatively little attention was
paid to work organisation. This is somehow surprising, because at the
beginning of the 1990s as well social scientists as managers have
stressed the vital role of work organisation for productivity and com-
petitiveness. Especially group work has become a myth of rationalisa-
tion, and its widespread breakthrough seemed to be only a matter of
time. But things developed differently. The forms of work organisation
to be witnessed today are numerous. Some companies are using
advanced forms of group work in some – especially the automated -
areas with high group autonomy and the integration also of direct func-
tions into the groups, others have only restrictive group concepts with
low autonomy and the concentration of indirect functions in the hand
of specialists, and others are not using group concepts at all or only to
a small degree (Kuhlmann 2004). What can also be observed is that
advanced forms of work organisation are replaced by more restrictive
forms. On the whole, and despite the variety of forms, there seems to
be a trend towards the implementation of standardised production sys-
tems (SPS) which combine assembly line technology with the involve-
ment of teams in the continuous improvement of work standards.
Nevertheless, also the SPS can vary between companies and their “tra-
jectories”, for example concerning the role of standards in work organ-
isation (Jürgens 2003).
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4. Changes in industrial relations 

One of the most important linkages between the changes of the pro-
duction model in the automotive industry and the changes of industrial
relation is the strategy of internal flexibilisation developed by the com-
panies in the early 1990s. In this respect, flexibilisation of working times
means the flexibilisation of regular working times in form of working
time accounts (and also, but to a lower degree, traditional overtime
work). This form of flexibility can be characterised as internal because
it is not based on flexible labour markets, but on the flexibility of the
core employees. In Germany, the car manufacturers are belonging to the
avant-garde of companies in developing flexible forms of working time
regulations. Not later than in the middle of the 1990s all German car
manufacturers have introduced working time accounts both for their
white collar and for their blue collar employees (Haipeter/Lehndorff
2002). Moreover, the working time accounts soon left the forms of the
traditional flexitime accounts behind. Several OEM have introduced
accounts with compensation periods lasting over several years and with
extended accumulation limits especially used in the production areas to
cope with fluctuations in demand resulting from the life cycle of prod-
ucts. And finally, among the OEM and the big suppliers have been the
first companies in introducing so called lifetime working time accounts
with a compensation period lasting up to the whole working life of the
employee. The pioneer of this movement was VW with its
“Zeitwertpapier” (time value paper) allowing the accumulation of work-
ing times and of parts of the income over the working life. It was also at
VW where the former labour director Peter Hartz has developed the
model of the “breathing factory” (Hartz 1996) breathing with the market
on a global scale by variations of production between plants of the pro-
duction network, within plants by variations of the working times and
within work organisation by enhancing the flexibility of personnel
deployment. In most of the enterprises lifetime working time accounts
have been constructed for two reasons. The first one is to allow the com-
panies a factual extension of actual working times (because working
times are compensated only in the long-run). The second one is growing
working time problems in the areas of qualified white collar employees
caused by a low personnel staffing and growing work volumes especial-
ly in research and employment because of the strategy of product diver-
sification. Companies in the automotive industry tried to solve the work-
ing time problem of the white collars also by extending the duration of
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the weekly working times in the individual working time contracts. This
differentiation of working times was allowed in the collective bargain-
ing agreements up to a certain degree. According to the agreements, up
to 13% or 18% (depending on the collective bargaining region, see
below) of the employees of a plant could agree voluntarily on an exten-
sion of their individual regular weekly working times up to 40 hours
(with a proportional increase of the wages). From the middle of the
1990s onwards this rule was used extensively in the automotive indus-
try, and especially at locations with high shares of qualified white collar
employees the transgression of the limits was quite common
(Haipeter/Lehndorff 2002). This was the reason for the collective bar-
gaining actors to change the rule in 2004. From this time onwards it was
possible for up to 50% of the employees to extend their working times
if the higher wage groups were representing the majority in the plant. 

However, working time flexibilisation is one of the central issues
negotiated by the actors of industrial relations. The Germany system of
industrial relations is called a dual one because it is characterised by two
levels of negotiation and regulation. The first one is the level of collec-
tive bargaining by trade unions and employers’ associations or single
employers negotiating collective bargaining agreements. The second
one is the level of plant level bargaining between works councils and
management negotiating plant level agreements. Both levels are based
on framework regulations given by law. According to law, collective
bargaining agreements have a priority over plant level agreements, and
the works councils have to keep peace in the plant which means that they
are not allowed to initiate strikes. Collective bargaining agreements are
negotiated for industries by industry trade unions and industry employ-
ers’ associations which have the responsibility for collective bargaining
(and not the umbrella associations). For certain reasons, the definition of
industries is a wide one. 

The associations responsible for the automotive industry are the met-
alworkers’ union (IG Metall) and the employers’ association of the metal
industry. They are organising the whole metal industry composed of
more than 10 different industries besides the automotive industry.
Things get a little bit more complicated by the fact that the metal indus-
try belongs to the industries where collective bargaining agreements also
have a regional character. The metal industry is subdivided in collective
bargaining regions. Also the employers’ associations have a regional
structure, whereas the metalworkers’ union is centrally organised but is
managing collective bargaining in regional units of the organisation
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(Bezirke). Usually, one region is the pioneer region in negotiating a col-
lective bargaining agreement (traditionally, but not necessarily the
region of Baden-Württemberg), and the other regions take over the con-
tents of the agreement stipulated there. This so called “principle of con-
voy” guarantees that labour standards between the regions are rather
similar, albeit not identical. Differences between the regions usually
concern issues like agreements on performance regulation or training. In
Baden-Württemberg the bargaining power of the union is higher than in
other regions, also because it is the most important automotive region in
Germany. It is the location of two headquarters of automobile companies
(Daimler Chrysler and Porsche) and big suppliers (like Bosch or ZF)
with several production plants (also one of the two Audi plants) which
have a workforce with high unionisation rates. The unionisation rate in
the automotive sector is about 75%, compared to about 25% in the
whole economy (Biletta/Gerstenberger 2005). Therefore the union is
able to agree in Baden-Württemberg high standards and new topics of
collective bargaining, but is not able to guarantee in each case that the
standards (especially innovations) are taken over in the other collective
bargaining regions. We will come back to this point below. Standard
issues of agreements like the development of wages and the length of
working times are of course harmonised between the regions. 

Working time flexibility for several years was the main driving force
of the changes that could be observed within the dual character of the sys-
tem of industrial relations in the metal industry. Until 1984 collective bar-
gaining agreements contained well defined working time norms concern-
ing the duration, the distribution and the position of working times.
Differences in the actual working time practice like overtime work were
possible, but they were regulated as deviations that were very costly for
the enterprises because of extra charges and because of the approval of
the works councils (which have a codetermination right in working time
issues) they required. In 1984, the trade union succeeded in negotiating
the first step of working time reduction below the 40 hours week (the
final step to 35 hours was reached more than a decade later in 1995), but
had to pay for this success in form of an agreement that first steps in the
flexibilisation of regular working times have to made. The flexibilisation
was based on the definition of periods for the compensation of fluctua-
tions in regular working times in the collective bargaining agreements. In
this way, some competencies for working time regulation were trans-
ferred to the company and plant level actors, because they were entitled
to negotiate on the concrete forms flexible working times have to be reg-
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ulated in the companies. This process in the German literature was called
“Verbetrieblichung” of industrial relations (Schmidt/Trinczek 1999),
which means, that the power centre of industrial relations shifted at least
partly to the company level. Many works councils have taken over the
burden of the new responsibility and have negotiated flexible working
time agreements based on working time accounts with their management.
Therefore flexibilisation does not imply deregulation, but has taken place
in form of a “regulated flexibility” (Seifert 2001). Concerning the collec-
tive bargaining agreements, the room of manoeuvre for working time
flexibilisation was extended step by step by widening the compensation
period for fluctuations of regular working times. The last step in this
direction was made in the region of Baden Württemberg in a collective
bargaining agreement of 2005, allowing the plant level actors to agree on
a lifetime working time account which before only was possible in the
way of an agreement between the union and the respective company
(called supplementary collective bargaining agreement,
Ergänzungstarifvertrag). In the eyes of the union, the agreement was to
regulate the topic anew and to guarantee that only a limited amount of
overtime work could be accumulated on the lifetime working time
account. Again Baden-Württemberg was in the role of a pioneer, but the
other regions will take over the regulation in one or the other way.

But Verbetrieblichung of working time regulation has not remained
the only form of decentralisation in the German system of industrial
relations in general and in the metal and automotive industry in particu-
lar. Another important type was the local alliance for work. This type
was invented in the automotive industry. It was VW, where for a first
time a local alliance for work was negotiated in 1993. This kind of
agreement was a reaction on the severe crisis the company had to man-
age at this time. According to management, more than 30.000 jobs of the
100.000 jobs at VW in Germany (without Audi) were at risk. In this sit-
uation management, works council and union agreed on a new mix of
regulation issues, combining a temporary guarantee of employment with
a significant reduction of working time and, proportional, wages along
with joint modernisation efforts by the social partners. Here the so called
“four-days-week” was born by the reduction of working time of one
fifth. In the middle of the 1990s union and employers’ associations in the
metal industry have negotiated a collective bargaining agreement on
alliances for work, defining a framework to be used by the local actors
combining reductions of wages and working times in fixed proportions
with employment guarantees for the employees. 
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Today, local alliances on company or plant level are widely spread in
the automobile industry and the whole economy, mostly combining the
elements of employment security, working time and wage concessions
and innovations in different degrees. In this context the collective bar-
gaining agreement played a vital role. But in the meantime many com-
panies have tried to make local alliances with the works councils on
issues not covered by the collective bargaining agreement like wage
reductions without reductions of working time or working time exten-
sions without wage extensions. The intention of the employers was to
reduce labour costs by undercutting existing standards of wages and
working times. Works councils alone or together with the union were
forced to make concessions by the threat to close a plant or a certain
product line or so. This is a direct consequence of the coerced competi-
tion between locations described above. The threat of des-investments
usually is legitimised by management by cost figures comparing labour
costs at different locations, arguing that only with cost reductions
German locations can remain competitive compared to foreign locations
especially in Eastern Europe. This kind of argument has a strong persua-
siveness in a context of integrated production networks characteristic for
the paths of internationalisation dominant in the automotive industry. In
the beginning, many of the concessions made in the local alliances for
work by the employee representatives were confined to benefits paid by
the enterprises above the level of the collective bargaining agreements.
Therefore the local alliances have contributed to the reduction of the
wage drift in a significant way. But consequently, more and more the
norms of the collective bargaining agreements themselves have been
called into question by the employers, especially in companies which
were less successful or in a situation of crisis. In the more successful
companies, innovative aspects like investments or changes in the organ-
isation of work and working times were of more importance (Rehder
2003). 

Since mass unemployment has become a persistent problem, the IG
Metal in several cases has made agreements with companies in severe
crisis concerning some concessions to improve the perspectives of sur-
vival of the company and therefore to secure employment. In the middle
of the 1990s this practice was formalised in so called recapitalisation
clauses (Sanierungsklauseln) in the collective bargaining agreements of
the industry. These clauses were similar to the hardship clauses negoti-
ated in the metal industry for Eastern Germany in 1993 allowing com-
panies in crisis to undercut collective bargaining standards in agree-
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ments with the union. But after a certain time, the hardship and recapi-
talisation clauses seemed to become insufficient for at least three rea-
sons. Firstly, the employers’ associations of the industry were demand-
ing for more general forms of opening of the collective bargaining
agreements for a plant level undercutting of labour standards. Secondly,
also politics in form of the red-green coalition and the opposition were
threatening the unions with the possibility to implement opening claus-
es for collective bargaining agreements by law. And thirdly, in the mean-
time in a not unimportant number of companies concessions conflicting
with collective bargaining norms have been agreed by the works coun-
cils in the course of local alliances in an informal way. Plant practice
threatened to undermine the binding power of the collective bargaining
agreements. For all of these reasons the IG Metall has agreed with the
employers’ associations on the implementation of a general opening
clause in the collective bargaining agreement, allowing companies to
undercut labour standards in agreements with the union (and not with
the works councils!) in case of two conditions: firstly the agreement has
to be temporary and the employment security has to be guaranteed; and
secondly the companies have to make themselves concessions concern-
ing modernisation and investments. The strategic goal of the union was
to exercise control on the development of local alliances for work and
on the concessions that were made and to come into a position to coor-
dinate the development according to rules and strategies developed by
the union. Another important aspect for the union is the question of the
concessions the employers are willing to make concerning innovations
and investments that are to secure the long-term survival of sites.
Unfortunately, the coordination of local agreements by the union centre
has proven to be a rather difficult process for the union that is demand-
ing a lot of resources and capacities (see also Haipeter/Schilling 2006). 

Industry data on the usage of the opening clause are difficult to get.
According to the union, until now about 10% of the companies organ-
ised in the employer’s associations have negotiated a local alliance
affecting the labour standards of the collective bargaining agreements.
About two thirds of them are to be classified as more traditional forms
in the context of the hardship and recapitalisation clauses, and about one
third of them have been enabled by the new general opening clause.
According to the VDA (VDA 2005), in 2004 (in the year the new open-
ing clause has been implemented) about 30% of the 200 local alliances
using opening clauses in the metal industry have been agreed in the
automotive industry. The topical assessments of the union are differen-
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tiated ones. Despite all problems at least the transparency of local
alliances for the union seems to have been improved so that it has
become difficult for local actors to make informal agreements.
Furthermore, it is pointed out that in the course of local alliances huge
amounts of investments could have been secured by the unions.
Concerning the automotive industry, the higher-than-average unionisa-
tion rate at least of the OEM and the big suppliers is an important asset
in controlling deviations from the collective bargaining agreements and
in enforcing concessions by the employers concerning investments. But
it is also said that a high organisation density of the union also can
change into an obligation in case of a “wildcat cooperation”. If the
unionisation rate is high in a plant and if the employees demand conces-
sions by the union in order to secure employment, the union is forced to
make concessions in order not to loose its members.

Within the automotive industry, the situation concerning deviations
from collective bargaining agreements is differentiated along the value
chain. The higher the position of a company in the value chain and the
bigger the company is, the more powerful is the union to resist conces-
sions or at least to restrict them and to negotiate concessions by the
employers in return. At the German OEM, local alliances are typical for
all companies. Many of them are compatible with the collective bargain-
ing agreements, some not. In general it can be said that investments in
new plants are always coupled with concessions concerning working
times (at BMW Leipzig) or wages and working times (like VW 5000 in
Wolfsburg). But also for existing plants concessions can be claimed. This
was the case at Daimler Chrysler and Audi. Daimler Chrysler for exam-
ple has made a cost comparison between its Sindelfingen plant in Baden
Württemberg and the plant in Bremen in the north of Germany where
labour costs are lower because of the differences in regional collective
bargaining agreements mentioned above. In this context management has
claimed for savings of about 500 Million Euro at the Baden Württemberg
plants, otherwise the production of a certain product line was to be shift-
ed to other plants. Because it was impossible to realise this demand on
the base of the collective bargaining agreement, management and the
union negotiated a separate agreement for the company consisting of two
main elements. One of them was a concession made concerning the intro-
duction of the new framework agreement on wages regulating wage
groups, pay scale groupings and performance indicators that was stipu-
lated in 2004. According to this agreement companies in Baden
Württemberg had to increase labour costs at 2.79% in the course of
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regrouping of employees in order to soften the effects for some employ-
ee groups who otherwise would have been negatively affected by the
regrouping. At Daimler, this additional amount was cut to 1.5%. The sec-
ond concession was the implementation of a special collective bargaining
agreement for service workers at the company (e.g. from the canteens,
the security service and so on) with identical wages but higher working
times of 39 hours. Otherwise the company threatened to outsource these
areas. The regulations stipulated at Daimler were also adapted at the Audi
plant in Neckarsulm (with the only exception that the working times for
the service employees only were raised to 37,5 hours). The company
insisted on concessions for the replacement of this model by other prod-
uct lines. A different collective bargaining agreement for the service
employees also exists at VW. It was agreed in the course of the building
of the so called “Auto City” in Wolfsburg, a new marketing concept
entailing high investments at the location and the creation of more than
thousand new service jobs. Without the special agreement the company
would have made an agreement with another union based on collective
bargaining agreement with lower labour standards. It is not clear whether
other OEM will follow in negotiating separate service collective agree-
ments or not. Anyway, the scope of them is rather restricted, because the
number of employees in simple services is low. 

Other forms of internal differentiations of labour standards exist in
the financial service units of the companies. Financial services usually
were found in the form of small in-house departments responsible for
facilitating auto financing for the customers. The financial services soon
expanded. In most of the automotive companies they have been proven
to be much more profitable than the original core business, the produc-
tion of automobiles. Therefore their contribution to the financial results
of the companies has increased and is today - depending on the compa-
ny and the year – in some cases more important than that of the core
business. In most of the companies, financial services not only have
broadened the scope of their business in direction of full range banks,
they have also been transformed into subsidiary companies like the
financial services at VW, who are today organised as a separate stock
company, the VW Financial Services AG with a collective bargaining
agreement of its own but also negotiated with the IG Metall. 

A decisive question concerning differentiation is the development of
the internal component production of the OEM. Up to now, these areas
are fully integrated into the labour standards defined in the collective
bargaining agreements of the industry and in the benefits paid by the
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companies that are above the general pay scale. But the pressure exert-
ed by the companies on the component areas is increasing, especially at
the volume producers. So GM has decided – and negotiated with the
works council – to outsource its component plant in Kaiserslautern in
the middle run if an investor can be found who acquires the plant. The
works council was able to make an agreement that labour standards will
remain the same for all employees already employed at the company at
the moment the agreement comes into force. But it is not clear at all if
this agreement will be really durable if an investor who is willing to pre-
serve the jobs is demanding for cuts in labour standards. 

The experts interviewed agreed in the assessment that the situation
concerning deviations from collective bargaining agreements is much
worse in the supplier industry than at the OEM. On the one hand, the
union is much weaker especially in the smaller supplier companies
because of lower unionisation rates. And on the other hand, the objec-
tive economic pressures the suppliers have to manage usually are the
higher the lower the position of the company on the value chain.
Anyway, according to the experts the claims for concessions are much
higher at the suppliers than at the OEM. The claims are not always cor-
responding to the economic situation of the companies. They are also
made by well doing companies, mostly in a close relationship to invest-
ment decisions. One example given in the interviews is the investments
at present required for the production of the new technology of double
coupler transmissions (Doppelkupplungsgetriebe). The companies are
only willing to make these investments in return for concessions. This
behaviour was described as blackmailing by the union experts. Because
the amounts of investments are quite high (about 100 millions Euro or
more), the union is enforced to make concessions for employment secu-
rity and investments. And usually concessions are so high that the
employees are given “more than a bloody nose”. According to one of the
experts, the main issue of concessions made in this context is the intro-
duction of the new framework agreement for wages and the costs that
are coupled with the agreement for the employers. Working time
increases or decreases of wages are of minor importance. What also
seems to be more and more usual is to negotiate additional working
times to be used for qualification (several days per year). This in fact
means an extension of working time, but at the same time the union
regards the additional time as an instrument to strengthen the collective
agreement on training that exists in the industry, because the additional
training time is coupled with concrete procedures concerning training to
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be implemented in the plants which is regarded as a new perspective for
the employees because it helps fostering an offensive practice of quali-
fication in the plants. 

Coercive comparisons and the competition between locations with-
out any doubt have strengthened the power positions of the enterprises
in relation to the unions. This is why the unions are forced to conces-
sions and into a position of defensive that is hardly to overcome for the
union (but not at all impossible, as certain examples show, see below).
It is important to note that this development is weakening not only the
power position of the unions but also that of the employers’ associations.
Because the relative power position of the companies improves, they
can put pressure on the union themselves and therefore are less depend-
ent on the employers’ associations to do this. This is one of the main rea-
sons why employer associations are facing a decrease of their organisa-
tion density. The decrease in organisational density of the employers’
associations is tantamount to a decrease in collective bargaining cover-
age rates, because only the members of the associations are obliged to
accept the collective bargaining agreements. Data for the automotive
industry in particular does not exist. In the investment goods industries
(which is a rough statistical approximation of the metal industry) the
collective bargaining coverage with respect to the employees has
decreased in the decade from 1993 to 2002 for more than 9% in Western
Germany (from 47 to 64.9%) and for more than 10% in Eastern
Germany (from 40 to 29,8%). We know that the decrease is caused espe-
cially by smaller firms leaving the associations. In the case of the auto-
mobile industry these are the supplier firms on the lower tiers of the
value chain. 

As a reaction on this development, the employers’ associations in the
metal industry have found new associations that offer the same services
like the traditional association but that do not have the obligation to
accept the collective bargaining agreements (see Haipeter/Schilling
2006). These so called “OT-Associations” (Associations without collec-
tive bargaining obligation) are on the one hand to stop the exit move-
ment from the associations and on the other hand to put pressure on the
unions to make agreements that do not force the members of the associ-
ations to leave the association or to move to the OT-association.
Considering OT-associations it has to be kept in mind that the regional
strategies of the employers’ associations are rather different. Whereas
the associations of Saxony or Bavaria are very offensive concerning
their OT-association, the association in Baden Württemberg for example
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is rather reluctant, putting much more emphasis on the traditional tasks
of a collective bargaining party. Anyway, the development shows that it
has become much more difficult for the employers’ associations to inte-
grate the different interests of their members in collective bargaining
agreements and beyond. The automotive industry gives a good example
for this dilemma. The more asymmetries and cost pressure are charac-
terising the relationships between OEM and their suppliers, the more
difficult it is to harmonise their interests and to discuss collective bar-
gaining claims with representatives of both groups at the same table. It
tells its own tale that in its last annual publication the business associa-
tion of the automotive industry, the VDA, is complaining about the inter-
est differences between OEM and suppliers. But despite these problems,
it is also important to note that up to now the associations have been able
to agree on claims and to agree on stipulations made in negotiations with
the union.

A second development fostering the weakening of the employers’
associations is the weakening of the trade union IG Metall. The IG
Metall also is suffering from a decline of membership for several years.
The weaker the IG Metall is in the plants, the stronger becomes the bar-
gaining position of management and therefore the less its dependency on
the bargaining power of the employers’ association. Membership is
declining since the beginning of the 1990s. Whereas the decline in mem-
bership in the 1990s can be explained by exits from East German mem-
bers that have stayed in the union during the transformation period and
left the union in case of unemployment or simply of disappointment, the
decline from 2000 onwards (figure 6) has to be explained by structural
and more internal factors. 

Unemployment, the structural change towards service industries, the
growing importance of white collar employees in manufacturing indus-
try or simply the defensive the union is suffering in collective bargain-
ing are all long term trends contributing to the union’s loss in member-
ship. Furthermore union density is distributed unequally among the
companies. As a rule of thumb it can be said that the bigger the plant or
the company, the bigger the unionisation rate. Whereas the unionisation
rate is, on the average, comparatively low in small supplier companies,
it is high in the big manufacturing plants of the OEM, reaching up to
more than 95% (and forming actually a closed shop). In the big plants it
is the lower the higher is the share of qualified white collar employees.
Nevertheless, concerning the average it has to be noticed that union den-
sity in the automotive industry with around 75% is still exorbitantly high
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compared to other manufacturing industries or even to private service
industries. The automotive industry still is the stronghold of unionism in
the German economy. Nowhere else in Germany unions have a compa-
rable strength. Furthermore in the last one to two years a slight recovery
of unionisation rates can be witnessed according to the union experts
and therefore at least the losses in membership could be stopped. 

The reason for this recovery has, according to the experts, a lot to do
with new developments on plant level and with new plant level union
strategies that are tightly connected with the opening and decentralisa-
tion of collective bargaining described above. The fact that the collec-
tive bargaining agreement of the industry allows deviations from the
collective bargaining norms and that more and more employers are
claiming for deviations has caused a – still ongoing – intensive debate
within the union about collective bargaining strategies and the relation-
ship between multi-employer and single-employer collective bargaining
(Huber et al 2006). Whereas nobody wants to question the relevance of
multi-employer bargaining in general, the question is discussed how to
cope with the trend of decentralisation the union is not able to stop and
maybe how to make a virtue of necessity. The goal followed by a
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reformer fraction in the union is to strengthen the union by strengthen-
ing its plant level organisation and policy. The shift of bargaining to the
plant level is regarded as a possibility to reduce the distance between
collective bargaining and employee interest formation by communicat-
ing more intensively with the employees and by coupling negotiations
and decisions back to them. The increase of the unionisation rate is
regarded as the main target of this policy. The region of North Rhine-
Westphalia has become the avant-garde of this re-vitalisation of the
plant level policy of the unions, but it is practiced also with success in
other regions. So the union expert from Baden-Württemberg inter-
viewed has pointed out that in the course of de-central collective bar-
gaining conflicts in the plants the union more and more is able to
strengthen its position and to increase its membership rates, presumed
that the union is improving communication with and integration of the
employees. 

Despite the growing importance of plant level policies, still the most
important union representatives on the plant level are the works coun-
cils. Although legally independent from the unions, in the automobile
industry nearly all works councils are also union representatives. They
are responsible for the recruitment of union members, they are supervis-
ing the implementation of collective bargaining agreements in the plant
and they are mobilising the workforce in case of conflicts (although
legally they have the obligation to keep peaceful labour relations).
Therefore unions are – at least in most cases - able to make plant level
policies only with and not against the works councils. At the same time,
the works councils are the counterpart of management in plant level
negotiations on issues defined by the Works Constitutions Act or
assigned by the collective bargaining parties. The works council is
called upon by law to cultivate trustful relationships, and this is what
most German works councils seem to do (of course with different suc-
cess). The works councils of the automotive industry without any doubt
are a kind of avant-garde among the German works councils with
respect to professionalism, countervailing power, bargaining efficiency
and the representation of the union. Not by chance the influence of the
heads of the works councils of the big automotive companies (including
the big suppliers) within the union can hardly be exaggerated. Works
councils of the automotive industry have for a long time been a model
for other industries (or at least they have been described as a model in
the industrial relations literature). The logic of “cooperative conflict res-
olution” which means the embeddedness of conflicts a trust-based rela-

92



tionship with management, that is often regarded as a basic model of the
German plan level industrial relations, had its origin in the automotive
industry or at last for the first time could be witnessed there (Weltz
1977). 

The works councils of the big automotive companies also have set
the pace concerning the development of codetermination over the last
twenty years or so that is characterised by important changes concern-
ing the form and scope of codetermination. These changes rooted in the
early 1980, when companies had intensified their attempts to rationalise
production by automation (a detailed analysis of VW in Haipeter 2000).
At that time, the works councils realised that their traditional policy style
of a defensive protection against rationalisation will no longer withstand
management strategies and that it has become important to try to influ-
ence the process of development and planning of new technologies in
order to be able to regulate their potential employment effects.
Moreover, management made first experiments with new forms of work
organisation like quality circles or teamwork projects, promising new
opportunities of participation for the employees and firstly regarded as
dangerous by union and works councils because they feared to be redun-
dant if direct communication channels between management and
employees really would have functioned well. In this situation, the
works councils of all big automotive plants sooner or later – and in close
connection with the union - developed an offensive strategy, now claim-
ing more rights for codetermination concerning technology and organi-
sation vis-à-vis management and demanding management to realise the
promises coupled with the new forms of work organisation. Thereby the
works councils became promoters of organisational change and co-man-
agers in shaping new organisational forms in the companies. 

In the course of company reorganisation from the 1990s onwards the
character of co-management has changed gradually, but nevertheless
radically. Works councils have maintained or even increased their claims
– and in many cases successfully – to influence company strategy. But
the issue of work organisation lost its relevance it had as an instrument
of participation and humanisation of work. This aspect was eclipsed at
least to a certain extent. Instead of that, in the face of a growing compe-
tition in global production networks and of a growing outsourcing pres-
sure, the problem of employment protection increasingly dominated
strategies and actions of the works councils. Thereby the works councils
on the one hand succeeded in gaining more influence than they ever had
before on issues like product strategies, investments or production
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strategies. So at VW for example, for several years so called symposia
are hold regularly where works councils of certain locations, business
units or business functions are discussing the long term strategies of
their units both with their local management and the whole managing
board. On the other hand in the course of regime competition the works
councils increasingly had to negotiate concessions with the management
concerning wages and working conditions in order to protect the core
employment at the German locations. Thereby the works councils have
become co-managers in a more complete sense than they have been
before by developing own ideas and concepts concerning the ways and
instruments to secure employment at the respective locations. Today a
works council in an automotive plant uses to assume management func-
tions in contributing to organise cost reductions in the plant promised in
agreements on local alliances. Furthermore, works councils also have
begun to develop concepts about new businesses relevant for employ-
ment or about innovative ways to strengthen employment at the loca-
tion. So the works council at the VW plant in Brunswick has been instru-
mental in developing business in field of new technology. Or the works
council in the GM Bochum plant gave important impulses for the preser-
vation of the tool production at the location which was to be outsourced.
Now it is acquired by an external company that will even enlarge the
production at the Bochum site and that has accepted the Opel personnel
with the former wages and working conditions. To sum it up, the com-
mon denominator of works councils’ policy today is the attempt to com-
bine the traditional policy of protection of the workforce with a policy
of participating and influencing managerial decisions in order to
strengthen innovative and long term management strategies and to
anchor employment aspects in managerial decisions on products, invest-
ments, production and organisation. 

Whether this policy is described as successful or not, it entails some
elementary dangers for solidarity of employee representatives between
plants and between unions. Works councils are in danger to become
more syndicalistic (which means more egoistic with respect to plant
interests) and consequently less solidly with respect to common interests
between plants or companies. Therefore it is not surprising that this
development is regarded as a real danger by the union experts. But nev-
ertheless also positive experiences have been made by the experts. So it
is stressed by the expert interviewed in Baden-Württemberg that the
union has succeeded in organising solidarity between works councils in
situations of regime competitions and the threat of plant closure and dis-
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missals. He gave the example of a big supplier where management has
threatened to close one of its plants. In this situation, the IG Metall was
able to coordinate the negotiations of the works councils and to make an
agreement refraining from closures and dismissals by distributing the
concessions solidly among the plants. The expert pointed out that the
more severe the threats are and the more complex the situation is, the
more the works councils are claiming for the help of the union.
Therefore the relationship between unions and works councils is not
weakened but even strengthened by regime competition. In this respect,
especially the opening of the collective bargaining agreements and the
shift of collective bargaining on plant level has become an important
instrument, because now the union more or less automatically is includ-
ed in plant level negotiations and therefore able to support the works
councils and to develop common strategies. 

Solidarity is a vital problem not only for the organisation of solidar-
ity between German plants but also for the solidarity on the internation-
al scale. The works councils in the automotive industry had an avant-
garde function in implementing European works councils EWC. All of
the big German automotive companies have founded EWC with their
management either voluntarily before the directive has been passed by
the European commission in 1994 (like VW) or voluntarily under the
Art. 13 of the directive. Two of the German OEM even have founded
global works councils already (VW and Daimler Chrysler), forming two
out of only three companies altogether which have implemented such a
body of employee representation up to now (the third one is Renault).
All the EWC in the German automotive industry are organised as bod-
ies of information and consultation according to the directive composed
like the German model of works councils by employees only (in contrast
to the French mixed model including management representatives). All
of them are headed by German works councils, which in most cases also
are the heads of the German general and group works councils.
Concerning the number of meetings, the endowment with financial and
personnel resources, the existence of steering committees and the pres-
ence of top managers at the meetings these EWC belong to the avant-
garde of EWC.

A different question is the real functioning of the European bodies in
relation to management and in relation to national employee representa-
tion bodies (whether they are works councils or unions). The assess-
ments made in the literature are quite different. According to some
authors, some of the EWC in German automotive companies have
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proven to be really efficient concerning both the organisation of interna-
tional solidarity between different locations and concerning the negotia-
tion of restructuring measures with management. Examples of this kind
are VW, where production shifts between locations have been managed
solidly (Helbig 1999) and BMW, where the EWC had an important role
in managing the Rover crisis solidly (Whittall 2000). According to other
authors, EWC failed up to now in organising solidarity and negotiating
issues with management. In contrast Hancké has pointed out (2000) that
in the automotive industry EWC have actually helped to improve infor-
mation about developments of the company and differences between the
locations, but that employee representatives have used the information
mainly for egoistic national or local interests. 

My own case study of the EWC at GM indicates a differentiated pic-
ture. In a process of learning full of crises and conflicts, the EWC mem-
bers at GM gradually have succeeded in developing a spirit of interna-
tional solidarity based on the principles that “the pain has to be shared”
in a just form and that in regime competition collective bargaining
agreements are the lower line for concessions. Moreover the EWC suc-
ceeded in transforming itself from a mere body of information and con-
sultation to a body of negotiation, stipulating several framework agree-
ments with the European management of GM concerning minimum
standards to maintain in restructuring. Important conditions for the suc-
cess of the EWC were the increasing international integration of produc-
tion structures at GM and the existence of a European management
level. Also the fact that GM is a US company helped in avoiding a dom-
inance of national works councils in the international body which can
undermine solidarity. But despite its success, the EWC at GM cannot be
regarded as a solution to the problem of regime competition or as s a cor-
nerstone of a corporative European system of industrial relations for at
least two reasons. Firstly, power asymmetries are high. The only thing
the EWC can do at the moment is to organise the sharing of the pain.
Management is in the offensive, the EWC in the defensive. The power
balance characteristic for corporative systems does not exist. Because of
this secondly international solidarity always is a fragile one. There are
no gains to share at the moment. Although the unions already play an
important role in organising the EWC at GM, it would need much more
support by a developed system of European industrial relations produc-
ing harmonised labour standards which is nearly completely out of sight
at the moment. 
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5. Conclusion

The changes of the industrial relations’ system in the German auto-
motive industry have a great deal to do with the global reorganisation of
the value chain. In total, four main trends of industrial relations can be
stressed. The first one is the Verbetrieblichung. Flexibilisation of work-
ing times has been one of the core instruments German automotive com-
panies have used to enhance the internal flexibility of their core work-
forces and thereby to improve competitiveness in the “breathing compa-
ny”. Car manufactures and larger suppliers have implemented working
time accounts in all forms and variants, including both blue and white
collar employees and ranging from short term to lifelong accounts.
Working time flexibility was a main driving power for the decentralisa-
tion of industrial relations, later called “Verbetrieblichung” in the scien-
tific literature. Verbetrieblichung means that the collective bargaining
parties have agreed on a shift of at least some elements of bargaining
responsibility towards the company and plant level in the collective bar-
gaining agreements. In the case of working time flexibility this respon-
sibility refers to the dealing with compensation periods for fluctuations
of regular working times. The compensation periods have been gradual-
ly extended in the collective bargaining agreements. Today even the
implementation of lifelong working time accounts is possible at local
level without explicit consent of the collective bargaining parties.

The second trend is the development of local alliances. In the course
of global integration of production, coerced comparisons between pro-
duction sites and the reduction of vertical integration by outsourcing,
local alliances for work and employment were developed as a new form
of collective bargaining in the automotive industry combining collective
regulations of labour relations with competitive interests of the firms or
local units. For the first time agreed at VW, local alliances today are
widespread in the automotive industry, mostly combining the promise of
temporary employment security, working time and wage concessions
and organisational innovations in different forms and degrees. The con-
cessions made by the local works councils for a long time remained
within the norms of the collective bargaining agreements. But in the last
few years alliances have been increasingly fallen short of collective bar-
gaining norms especially in smaller companies on the lower stages of
the value chain.

This was one of the reasons why the trade union accepted to negoti-
ate opening clauses for local shortfalls of collective bargaining norms in
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2004. Opening clauses can are the third big trend of industrial relations.
The goal of the union was to regain control of local negotiations by
implementing the rule that local deviations of collective bargaining
norms need the consent of the trade union and by implementing coordi-
nation rules and procedures for negotiating local deviations. The success
of this strategy cannot be assessed yet. Up to now about 10% and more
of the metal companies have made use of it. The lower the position of a
company on the value chain the higher is the probability that it will
make use of the opening clauses because of the high economic pressures
on these companies and because of a comparatively weak union organi-
sation in their plants. The unionisation rate is sinking, although it has to
be noticed that the union in the automotive industry still is much
stronger that in the other sectors of the German economy. The weakness
of the union in smaller companies is the reason why some smaller sup-
pliers take the option to exit from their employers’ association in order
not to be bound to the collective bargaining agreements any longer. But
also some of the OEM have made use of the opening clause like Daimler
Chrysler or Audi, where among other things differentiated collective
bargaining agreements with lower labour standards were stipulated for
the service staff of the companies. Although the pressure of outsourcing
on the internal component production plants and areas is gradually
increasing, at least up to now no differentiated agreements are negotiat-
ed for these areas. 

The fourth trend finally is the co-management of the works councils.
Works councils - at least at the OEM - today are very well adapted to
global competition and coerced comparisons between production sites.
Already at the end of the 1980s they developed a new form of a so called
co-management, claiming for influence in shaping the organisational
development of the plants. During the 1990s the character of co-man-
agement changed gradually but radically. On the one hand works coun-
cils were able to enhance their influence on product strategies, produc-
tion strategies and investment decisions. In doing so the focus of their
efforts shifted away from the humanisation of work to the protection of
employment by gains in competitiveness. On the other hand, forced by
the regime competition between production sites, works councils
increasingly have to negotiate concessions with management on labour
standards in order to protect the core employment at the German loca-
tions. Works councils at the automotive companies also have formed the
avant-garde in implementing European Works Councils (EWC). They
not only belong to the pioneers in creating the institution, they are also
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among the few who were able to develop the EWC towards a body of
negotiation and bargaining that is able to support and defend trans-
national workers’ interests vis-à-vis management. At the same time,
trans-national solidarity has proven to be fragile because of local inter-
ests in regime competition. Furthermore, EWC are in a position of a
structural defensive vis-à-vis management and therefore can only try to
agree that “the pain has to be shared” among their members. 

Verbetrieblichung by the flexibilisation of working times, local
alliances for work, the opening of collective bargaining agreements for
deviations and the co-management for local employment protection of
the works councils have in common that they are all – albeit to different
degrees - fostering a trend towards coordinating collective regulations
with the individual competitiveness of firms. Insofar it can be said that
the dynamics of markets gained access to collective agreements, which
were originally negotiated to restrict their dynamics and to take labour
out of the markets at least to a certain degree. Regime competition has
become a central feature of collective bargaining both on industry and
on plant level, weakening the binding power of collective bargaining
norms by deviations in form of adaptations to local firm interests. This
trend is strengthened by the topical weakness of the collective bargain-
ing parties, the employers’ associations and the trade union – albeit on a
level that is still far above the average of the German economy. Co-man-
agement of works councils alone is not able to compensate this loss of
power. On the contrary, works councils are increasingly forced to make
concessions vis-à-vis management. EWC with bargaining efficiency are
an important innovation, but have been unable up to now to bring works
councils back into the offensive. Taken together, the prospects for work-
ers’ representatives and the system of industrial relations as a whole are
dismal, characterised by a long-term change and erosion of the system.
Nevertheless, there are also hopeful signs for workers’ representatives
that seem to be able to brighten the perspective. Firstly, the collective
bargaining parties showed that they are still able to agree on innovative
forms of collective bargaining agreements like the one on further train-
ing or the one on the wage framework. And secondly, the union has
developed new forms of plant level strategies, trying to combine more
closely de-central collective bargaining and employees’ interest forma-
tion in the plants. The results of the strategy of plant oriented collective
bargaining concerning the unionisation rate are very promising. Maybe
the union is able to make a virtue of necessity. 
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The Automotive Industry in Italy. 
Fiat’s Place in the Auto Industry

by Paolo Caputo and Elisabetta Della Corte 

1. Introduction: transformation of the automotive industry in
Italy and its impact on industrial relations 

In the present context of globalization, carmakers face a highly com-
petitive market in constant change. The pace of technological innova-
tion, the increase in international competition, the saturation of markets,
the variability of demand, and the shortening of product lifespans are
only some of the factors that require a lean organisation of production.
In order to face these radical changes, carmakers have implemented new
strategies, not only by vigorously embracing the concept of globalisa-
tion, joint ventures, merger deals or the launching of new products, but
also by making increasing use of new information technologies and, fur-
thermore, by promoting changes in labour management practices, work
organization and industrial relations.

Also Fiat Auto, like many other carmakers, has accepted the main
principles of the lean production system (since its implementation of the
‘Integrated Factory’ project in the early 1990s). Lean production has
been promoted as a high productivity manufacturing system which
yields competitive gains for employers but also significant job enrich-
ment for employees by incorporating new conceptual tasks and respon-
sibilities for workers (Womack et al., 1990; Kenney and Florida, 1993).

However, these principles have been questioned from various points
of view (Sewell and Wilkinson, 1992; Rinehart et al., 1997; Stewart,
1998; Parker and Slaughter, 1998), and many critics have pointed out
that lean production is nothing but a managerial strategy designed to
exclude the workforce from production decisions and to undermine both
trade unions and employee autonomy.

In what follows we attempt to show that the process of lean restruc-
turing at Fiat Auto is problematic and unlikely to enhance worker

103



involvement, workplace democracy and union participation. Techniques
such as lean production control, team-working, ongoing improvement
and direct communication will further subordinate workers to manage-
ment and the machine, whilst the novel practice of the ‘internal and exter-
nal customer’, driven by just-in-time systems, will intensify disciplinary
pressures. We also argue that the new organizational and managerial
structure has contributed to the current weakness of the union movement,
given that the present industrial relations policy tends to undermine inde-
pendent, participative workplace unionism. Finally, we argue that this
form of production organisation generates new tensions and increases
employee discontent, and may therefore give rise to industrial conflict.

Moreover, Fiat has considerably decreased its manning levels and its
share in national employment. Job creation in Italy has been driven more
by small firms, and, generally, it has occurred in other sectors, like serv-
ices, retail, finance, telecommunications and tourism (ISTAT, 2006;
Commissione delle Comunità Europee, 2003). 

Nevertheless, Fiat Group and Fiat Auto have been generously sup-
ported by public subsidies, as well as by various kinds of facilities and
supportive policies (e.g. national sales deals, funding, protection of the
market, etc.), especially on the occasion of the firm’s crises. From the
1970s until 2003, the state spent approximately 220 thousand billion
liras on unemployment benefit (dole), early retirements, redundancy
benefit or the wages guarantee fund (Cassa Integrazione Guadagni), new
production plants (e.g. Melfi), and finally (in 1997) eco-incentives for
car substitution (government scrapping incentives: ‘rottamazione’).
During the 1990s alone, the state gave 10 thousand billion liras to the
Fiat group, as against only 6,500 received in taxes (Mucchetti, 2003).

These features may be useful for reconsidering the policy of industri-
al investment and for assessing the dynamics of the national employ-
ment system vis-à-vis globalization. 

2. General aspects and the importance of the automotive industry
in Italy

The Italian automotive industry has been characterised by the pres-
ence of a single large group (Fiat Auto has historically exercised a
monopoly in the national market) manufacturing and assembling vehi-
cles and components, and by the existence of numerous SMEs engaged
in the production of components for the automotive sector. Fiat Auto
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belongs to the Fiat group, which is controlled by IFIL, a holding with a
diversified investment portfolio and engaged in a wide range of activi-
ties besides car production. These two companies are in their turn con-
trolled by IFI – Istituto Finanziario Industriale – a limited company.

During the Fordist period, Fiat was one of the Italian firms with the
highest total number of employees: in the 1970s, before the restructuring
phase, the workforce directly and indirectly employed by the group
amounted to approximately 600,000 units. The ‘core’ of Fiat’s production
was concentrated in Turin, in northern Italy, where the bulk of automotive
production was located, with obvious effects on the city and on the quality
of life of the local population. The factory attracted workers especially
from the regions of the South, thereby supporting the construction indus-
try, stimulating new consumer goods, and in the end modifying workers’
lifestyles and, in general, that of Italians. During the past thirty years, sig-
nificant changes have been brought about by globalisation and new tech-
nologies. The importance of the Fiat factories located in Turin has progres-
sively diminished: the number of employees has been greatly reduced in
consequence of a policy to decentralise and diversify production facilities.
New factories have been located in other Italian regions (mainly in the
South of Italy) as well as abroad. As a consequence, employment has great-
ly diminished, so that today the Fiat Group is no longer the great pool of
labour that it used to be in the past: in 1975, in Turin alone, almost 250,000
workers were directly employed by the Fiat Group (328,000 in Italy). 

In 2006, the total workforce in the motor industry amounted to
167,200 employees, while it is estimated that in 2000 the number of
workers directly and indirectly employed in the industry (production of
cars and other transport vehicles, services and manufactured products
depending on the motor industry) were more than 1,000,000 (around 6%
of all Italian employees; whilst in EU the rate was about 7-8%). Thus,
each worker directly employed in the automotive sector generated
approximately ten more jobs along the value chain.

Despite recent periods of crisis (the last one occurred in 2002), the auto-
motive industry is still one of the Italian industrial sectors which most sup-
ports R&D activities, employment, and the introduction of new technolo-
gies, and which contributes most to fiscal revenues (15-20% of total rev-
enues) and to Gross National Product (~5% in 2007). Hence, the impor-
tance of the sector also depends on its share of investment and on research
and development activities. Indeed, investment related to the automotive
and other transport vehicles industries represents about 11.3% of total
investment in fixed capital (and 2.3% of the Italian national product).
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The development model adopted by Fiat since the 1990s (before the
Integrated Factory and after the Modular Factory) has led to the out-
sourcing of components and parts of design and production. Indeed, a
striking phenomenon in Italy is the strong growth of a supply industry.
At present, Fiat Auto outsources about 75-80% of its production to small
and medium-sized firms, 35-40% of which are connected with Fiat
(Indagine Confapi, 2002). Among the Italian regions, Piedmont occu-
pies first place in the automotive components sector: 40% of national
suppliers (and 33% of all employees) and 75% of modules and systems
suppliers are located in this region. Overall, the Piedmont system of
components suppliers employs more than 73,000 workers, and about
70% of the car supply system is located in the province of Turin alone.
However, the Piedmont automotive industry has ramified the entire
range of activities connected with car manufacture: the production of
equipment and presses, tools, design software, prototyping, engineering,
technical consultancy, and plant.

As regards the value chain, it should be pointed out that, in recent
years, carmakers have been reformulating their paradigms, particularly
with reference to management and core business. Because of the chron-
ic overproduction that characterizes the automotive sector, one strategy
adopted by almost all constructors has been to differentiate their core
business. This has been achieved mainly through the transfer of produc-
tive functions linked to cars and entry into connected markets, or invest-
ment in activities useful for capitalizing on know-how. Consequently,
car constructors have increasingly become enterprises furnishing prod-
ucts and ‘automotive’ services rather than cars. At present, carmakers
receive about 43% of the total value generated by a medium-sized car in
10 years and 100,000 miles. As far as Fiat is concerned, the outsourcing
of productive functions and services has been followed by entry into
markets close to car production, like insurance services (where Fiat has
always been present) and financial services, which account for large part
of the car industry’s profits, about 35%) (Bardi, 2004: p.33 . 

Overall, until the 1990s the Fiat Group’s business was focused first
and foremost on Italy. With public funding, Fiat invested in many sec-
tors, becoming increasingly a conglomerate group. During the 1990s the
wind changed: globalization and technological innovations had a heavy
impact on this strategy, which became no longer economically conven-
ient: in fact, in the new international circumstances it was impossible to
compete in many sectors. As a result, in 2002 Fiat management’s strate-
gy changed, shifting to a reduction of the Group’s past unbridled diver-
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sification. However, this transformation came late and was not suffi-
ciently drastic. Fiat continues to be the most diversified Group in the
automotive sector: indeed, whenever the Group has abandoned some
business interest, like the chemicals industry, it has increased its invest-
ments in others, e.g. production of parts, agricultural and construction
equipment, industrial automation (Comito, 2002).

Only in the past few years, as shown by the following graphs, has
there been an evident change of direction, with a focus on automotive
activities.

Refocused Industrial Group

From under-performing conglomerate (*)….

Total Assets: e 84.3bn Total Assets: e 62.5bn

… To focused industrial Group (*)

Total Assets: e 84.3bn

(*) Breakdown by total assets

Source: Fiat Group
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Regarding industrial relations in Italy, adoption of a neo-pluralist
version of human resources management (HRM) (Kenooy, 1990) has
led to a series of consensual agreements. The first tripartite agreement
reached in July 1993 initially gave the impression of being a demo-
cratic attempt by management to introduce a lean organization while
taking account of environmental issues. However, the trade unions’
initiative has thereafter been progressively marginalized and de-legit-
imized.

Collective agreements have given way to unilateralism and individu-
alism, with incentives to employees for overtime, labour flexibility, and
the massive use of disciplinary measures. In answer to the question
“What changes in the national industrial relations can be observed fol-
lowing globalisation and reorganisation?” one may say that, in Italy at
least, this harsh version of HRM (Storey, 1992) and the weakening of
the unions has been due more to production reorganization than to the
effect of globalization, and it has been brought about by the use of new
technologies, defeat of the workers’ movement, and the current inade-
quacy of union representation (as confirmed by a series of interviews
with union representatives carried out in Turin and Melfi). 

Moreover, the EWC (European Works Council) appears rather frag-
ile at present. Its attempt to lay the basis for a European collective
agreement – after the failed attempt at internationalization in the 1970s
– and with advisory and information capacities only, has not produced
concrete results. As regards working conditions at the Fiat plants,
researchers have repeatedly stressed that these still represent one of the
most critical issues concerning the Fiat factories (Basso, 1998; Fiocco,
1998 and 2001; Commisso, 1999; Sivini, 1999; Rieser, 1999 and 2000;
Vitale, 2001; Della Corte, 2003; Caputo, 2004). Whilst work in the old
Fordist factory was fatiguing and monotonous, in the new post-Fordist
version the harshness and repetitiveness of the work has been only par-
tially reduced, while increased workloads and psycho-physical stress
can be observed. This deterioration in working conditions is closely
connected with the need to utilize the cognitive abilities of employees;
whilst at the same time there has been a change in control, which has
become less visible and more panoptical (Sewell and Wilkinson,
1992). The data show that there still exist work-related diseases due to
physical effort (tendonitis, hernias, etc), as well as the stress and
depression induced by alteration of circadian rhythms, working time
saturation, and more in general a lack of work identification and grat-
ification.
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Given these findings, some studies have stressed the psychological
and physiological need to restrict the years spent working in the facto-
ry, notwithstanding the much-acclaimed ‘learning factory’ and the
myth of worker empowerment. Whatever the case may be, this tenden-
cy seems already to be a concrete reality, for we know that a signifi-
cant number of workers have voluntarily left factory jobs during the
past decade in Italy (Della Corte, 2003), and also in Poland. Finally,
regarding globalization, the profits deriving from other national mar-
kets have been lower than Fiat expected. Indeed, in some cases,
despite public incentives, wage reductions, and advantageous union
bargaining, Fiat’s recent investments, for instance in Argentina, have
been failures.

2.1. Fiat Group and Fiat Auto
Fiat Group carries out industrial activities and furnishes financial

services in the automotive sector in about 190 countries.
The Italian occupational structure has an incidence of 65.7% of blue

collars, 32.3% of white collars and 2% of managers, while the world-
wide structure of Fiat Auto is 67% blue collars, 31.5% white collars and
1.5% managers (see Table 1).

Since 2005, after the renewed focus on automotive activities which
started in 2003, the Group’s representation has been reorganized on the
basis of ‘activity areas’. The most important of these is the automotives
sector – the core business – which concerns Fiat Auto (from 1 February
2007 renamed Fiat Group Automobiles): three car brands (Fiat, Alfa
Romeo and Lancia) with a leading position in Italy (~32% share) and a
strong position in Brazil (~26% share). Together with the light commer-
cial vehicles sector – with a leading market share in Italy (~42%) and
Western Europe (~11%) – these form Fiat’s enlarged core business, fol-
lowed by Fiat Powertrain Technologies (gears and engines), Maserati,
and Ferrari.

The other activity areas are:

- Components for the automotive sector: Comau (industrial
automation), Teksid and Magneti Marelli (a range of electronic,
automatic, etc. components); 

- Agricultural and construction equipment sector: CNH (Case and
New Holland brands);
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- Trucks (industrial vehicles): Iveco (production of buses and
coaches, commercial and special vehicles, with a leading market
position in Italy, ~30% share, and in Europe, ~28% share in the
medium segment);

- Other activities: an area which comprises two sectors: 1) services
(Business Solutions); 2) publishing and communications (Itedi),
and holdings and various societies.

The past decade (but the process began earlier during the 1980s) has
been characterized by a marked reduction in Fiat Group employees (for
the most part Italians). In 1979 Fiat Auto had 168,812 employees, while
in 2006 they numbered only 44,691 (see Table 2).

At the end of the 1980s, after the Tipo model was launched to gain
14.9% of the market, Fiat Auto was the leading European passenger car
producer, whilst in 2006 it occupied sixth position with 7.4% of the
European market. 

Table 3 highlights the decline of the past decades, but also the
improvement recorded in recent years.

In fact, since the last three months of 2005, the negative trend has
gone into reverse: after the severe crisis of the previous period, Fiat has
moved up the domestic market and also the international one. For exam-
ple, between September 2005 and September 2006 Fiat Auto’s EU mar-
ket share increased by 14.6% (to account for an UE23+Efta market share
of 6.7%). In the same period only Toyota achieved comparable growth
(+12.1%) (Table 4).

This improvement has been mainly due to the good performance of
the Grande Punto and new Alfa Romeo models (in fact Lancia exhibits
a downward trend), which has contributed to the growth of Fiat’s brand
market share – UE23+Efta – from 5.8% in February 2005 to 6.7% in
February 2006, and finally to 8.2% in May 2007. In the first half of
2007, Fiat’s market share recorded further marked growth, increasing to
8.2% in Western Europe and 31.5% in Italy10 (also because of the ben-
eficial effects of the government’s incentives programme11 and the pro-
motional campaigns mounted by the Italian carmakers).
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After the 2002 crisis and the ‘divorce’ from GM, Fiat Auto adopted
a different strategy of global development and a new tactic to interna-
tionalize its production by adopting global brand coordination and a
multi-centre operational approach. This strategy, as shown in the next
table, also led to increased utilization of the Italian plants, that is, to
greater utilization by the factories of Italian employees.
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Table 4. (Eu23+Efta) – Market Share (September 2006) and new car
registration by maker

New car registrations (rate of growth September 2006/2005 
and Jan/Sep 2006) and market shares

Group Var.% Var.% Market share
Sept 06/05 Jan/Sep 06/05 Jan/Sep 06

VW +2.2 +5.5 19.9

GR. Psa -3.7 -3.3 13.2

Gr. Ford -0.1 -2.3 10.6

Renault -14.2 -10.3 8.8

Gr. Gm -9.0 -3.6 10.3

Gr. Fiat +14.6 +17.8 7.5

Fiat +19.3 +22.8 5.8

Lancia -9.8 -2.6 0.8

Alfa Romeo +10.4 +10.3 0.9

Altri -23.0 -10.0 0.0

Gr. Toyota +12.1 +9.3 5.9

Gr. Daimlerchrysler -0.8 +1.4 5.9

Bmw +2.4 +0.6 5.1

Nissan -26.2 -18.1 2.1

Hyundai -6.2 -4.4 2.0

Mazda +5.1 +8.8 1.7

Honda +6.0 +4.4 1.8

Suzuki -10.9 +9.0 1.6

Kia -13.6 -10.8 1.4

Mitsubishi -15.3 -5.1 0.8

Mg. Rover group -82.6 -82.9 0.1

Other -30.0 +9.1 1.2

Source: Acea



Table 5. Fiat Auto: Utilization of employees by factories (Italy)

2005 2006 2007 2008

Mirafiori 71% 85% 85% > 100%

Melfi > 100% > 100% > 100% > 100%

Cassino 91% 95% > 100% > 100%

Pomigliano 95% > 100% > 100% > 100%

Termini Imerese 54% 89% 91% 80%

Sevel Val di Sangro > 100% > 100% > 100% > 100%

Source: Fiat Auto

At present, the main strategic lines pursued by Fiat Auto are:

• a radical renewal of the product assortment (with coverage of dif-
ferent market segments);

• product and market globalization;

• extension of the value chain (and an increase in financial servic-
es), and costs reduction (decrease in distribution and global sourc-
ing costs, that is, reduced purchasing costs).

3. Changes since the 1970s 

After the crisis of the 1970s, with its high level of social conflict, Fiat
started a process of reorganisation which involved decentralisation and,
at the same time, the adoption of new technologies in a broad area of
heavy manual work. In the 1980s, this process led to the opening of
highly automated factories at Termoli and Cassino. After a wave of
strikes (between 1969 to 1980), Fiat sought to reduce the risk of crisis
and social conflict by implementing different organizational systems
based on new technology. However, this ‘pan-automatization’ project
(the dream of a factory without workers) soon proved a failure. At the
same time, the national and European markets were changing, and Fiat
progressively lost its monopolistic position in Italy.

Under the pressure of changes in the continental market and the
threat raised by the competitiveness of the Japanese car groups, at the
end of 1980s Fiat’s chief executive, Cesare Romiti, decided that a radi-
cal restructuring of the Group – from line activities up to managerial
positions – and a global reorganization of the value chain were neces-
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sary.
This transformation was based on the decentralization and deverti-

calization of operational decisions and production processes, the use of
new technologies, integrated logistics, and a new work organization. In
the first half of the 1990s it led to implementation of the Integrated
Factory (the Fiat version of Japanese lean production), which symbol-
ized Fiat’s shift from Fordism to post-Fordism. The Integrated Factory
had originally been tested at a greenfield plant in Melfi (South Italy),
and it was then progressively reproduced in the Group’s various Italian
and foreign plants. With introduction of the Integrated Factory, Fiat
moved from traditional bureaucratic, hierarchical and vertically coordi-
nated organization to a more flexible network-based system.

Based on lean operational principles, the main characteristics of the
Integrated Factory are: advanced and flexible production technology, the
adoption of lean manufacturing principles (just in time, kanban, job rota-
tion, quality tracking, continuous improvement, management by sight,
teamwork, etc.), main suppliers located in close proximity to the assem-
bly plant, a ‘flat’ organizational structure based on the decentralization
of responsibilities and functions, resettlement of traditional personnel
management, and a new approach based on human resources manage-
ment that assigns more importance and responsibilities to line managers
in the daily supervision of the workforce. Unlike the old Fordist produc-
tion system, crucial for lean production is a high degree of cooperation
between workers and line managers within the team. 

Fiat’s next step was to move from the Integrated Factory to the
Modular Factory. The latter was a logical evolution of the Integrated
Factory and involved the externalization of all activities not considered
to be core business, and acceleration of the outsourcing process. This is
a dynamic model. For example, in the early 2000s, owing to the prob-
lems generated by the excessive outsourcing of services and production
parts, Fiat started a reverse trend by re-internalising some operations
(such as maintenance). In general, this change of direction highlights the
hazardousness of predicting an unidirectional and irreversible trend
towards increased outsourcing: firms must not only identify and pre-
serve their best core competences, they must also continuously and flex-
ibly monitor the situation, evaluating all the possible solutions (e.g.
increasing the company’s business finance) with which to cope with
market fluctuations and to make profits. 

As a consequence of decentralization and of the new production
organization, in the 1990s the location map of Fiat’s factories and
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employees changed radically. A new balance was established between
national and foreign production and between northern and southern
Italy. 

On the one hand, Fiat increased its foreign investments and con-
structed new factories abroad (in Brazil, Argentina, Poland, Turkey,
etc.); on the other, it opened two new plants in southern Italy (Melfi and
Pratola Serra), decentralising a considerable part of production from
North to South, with the consequence that the number of employees in
the North fell from 70% to 50% during the 1990s,, while more than 60%
of automotive production was located in the South of Italy (see
Appendix). Melfi thus became a strategic hinge in the productive struc-
ture of Fiat car manufacture; to such extent that the 21-day strike at
Melfi (April-May 2004) brought many other Fiat plants in Italy and in
Europe to a standstill. The new locations in Southern Italy, in particular
Melfi, also represented a major opportunity to benefit from public sub-
sidies (1,350 billion liras) made available to increase employment in the
region and to provide vocational training for new workers.

Further benefits were associated with the greenfield features of the
Melfi area: for instance, a decentralised collective agreement, the
absence of social and cultural traditions related to industrial work, and a
young workforce. 

During the second part of the 1990s, and in particular towards the
end of the decade, Fiat Auto’s workforce progressively diminished,
with a turning point between 1997-1998, when in one year employ-
ment fell by 18% (there was a similar trend in other automotive indus-
tries). Generally speaking, Fiat sought to reduce its production ‘over-
capacity’ at various levels in order to counter the cyclical crisis and the
structural saturation of many Western markets, particularly the shrink-
ing of the Italian market. As a result, over a period of 10-15 years, the
direct workforce of Fiat car production was greatly reduced (133,431
in 1990, 119,618 in 1994, 74,292 in 2000 and 46,099 in 2005),
Furthermore, the years between 1997 and 1999 saw a large-scale
process of worker migration (around 23,000) from Fiat to other com-
panies working for Fiat.

3.1. Technological changes, organization, work conditions and
resistance
It is difficult to understand the new production system without con-

sidering technological changes and innovations and their managerial
use. More than putting forward an idyllic or neutral representation of
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technology, our aim here is to highlight implications of these changes,12

without which the globalised production itself would have entirely dif-
ferent features.

When one talks of technological changes, the reference is to a mix of
information technology, robotics, and microelectronics that permeate
different levels of global reticular production in many ways (increasing
productivity and control, intensifying work from the assembly line
upwards, reducing worker autonomy/power, and so on). 

A significant example of the importance of the just-mentioned
changes for the global production network is the fact that the Fiat’s cen-
tral ‘brain’ is currently supported by an operating system known as the
“Spider”: this is used to receive, to order, and to transmit information
from every plant/producer in the world, thereby greatly increasing con-
trol and management.

At shop-floor level, as happens in other industries, the use of robot-
ics and microelectronics, combined with automatization, has not only
solved the problem of workforce reduction (introducing industrial robots
to perform repetitive and fatiguing manual tasks, like those in the weld-
ing and painting units) but it has also increased capacities to receive,
process and detect all production data (e.g. manufacturing trends and
performances).

The evolution of technology has thus made it possible to create a
new control system – invisible but pervasive – able to detect every
manufacturing anomaly and to trace the worker responsible.
Moreover, the impact of this change is also evident in new worker
tasks and skills, which can be acquired relatively easily because they
require only generic human abilities: today, indeed, work in the auto-
motive industry no longer requires physical strength, but rather atten-
tion, concentration, problem-solving abilities and cooperativeness.
However, the working conditions are still repetitive, boring, stressful
and alienating.

In regard to Fiat, introduction of the Integrated Factory started a gen-
eral restructuring process that gave rise to substantial changes in work
organization and in the production structure. These were now centred on
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modular production (which increased managerial power and control
over the entire production process).

Modularisation of Fiat’s production process was designed to operate
on two levels: the first, which can be termed ‘macro’, involved the main
segments corresponding to the fundamental phases of product transfor-
mation (pressing, welding, painting, mechanical and assembly
Operative Units which largely took the place of the old ‘shops’), the sec-
ond a further dismantling of the process into ‘base cells’ (the UTE,
which took the place of the old ‘squads’).

The operational logic of the Integral Factory marked the change from
the centrality of functions to that of processes (Magnabosco, 1999) char-
acterised by integration and inter-functional optimisation. In practice, an
entire series of previously separate service/support functions for con-
struction have been brought into production. In fact, the functions of
construction, quality, maintenance and material management are
regrouped and coordinated within the Operative Units, although it
should be pointed out that this functional integration occurs at an even
lower level (that is, of the UTEs).

The tasks of the Operative Units are to ensure fulfilment of the pro-
duction program at the lowest cost and in compliance with pre-estab-
lished service and quality standards, and to ensure the maintenance of
work tools and improvement of the part of the production process/prod-
uct on which it works.

The production process is more deeply articulated in the UTEs13

(Elementary or Basic Technological Units). These are the basic organi-
zational units of the Integrated Factory. The production flow has been
ordered and organized into phases with homogenous processes (for
example, the assembly of doors), or they pertain to a specific product
(for example, the gear box or the dashboard). Each UTE, as a cellular
productive unit, performs most of the functions necessary to manage a
segment of the production process, and it is supervised by a team leader
(a capo Ute designated by Fiat’s management and who has great respon-
sibility).

In accordance with the guiding principle of integration, although
each UTE has a certain amount of internal organisational autonomy and
is responsible for the segment of the process assigned to it, it operates in
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strict interdependence with the other UTEs up and down the line,
according to the ‘internal customer’ system: the UTEs are interconnect-
ed by the principles of just in time, and they operate as mini-enterprises
(cost and profit centres). Hence relations among the various UTEs take
the form of market relations: this encourages competitiveness and trig-
gers cost-reduction mechanisms without jeopardizing overall coopera-
tion and trust.

The UTE line workers have different tasks and job functions, and
there is no rigid and clear separation among different work stations.
Hence, each UTE is totally responsible for a segment of production; and,
at the same time, it is the source of flexibility in the lean productive sys-
tem. The purpose of the teamwork innovation is to increase competition
among teams and to promote collective worker auto-control. To sum up,
UTEs have been created by decentralising firm organisation, flexibility,
and workers’ involvement.

To be noted is that more recently the production process has been fur-
ther rationalised through the internal reorganisation of the UTEs, which
have been subdivided into two or three smaller units called Domini.14

This organisational change is again linked to the management’s endeav-
our to ensure better and closer control over labour.

At Fiat the training of line workers is very brief, generally lasting no
more than one week. Moreover, although the educational level of the
workforce is higher than before, team organization and involvement are
still very limited as the result of new practices of human resource man-
agement. Team work in the car industry is still difficult owing to boring
tasks, demanding work schedules, night and day shifts, the re-emergence
of hierarchical discipline, visual and technological control, etc. At the
same time, since the introduction of new technologies and implementa-
tion of the lean organization, the work has become more cognitive,
requiring greater diligence, self-control, and autonomous action.
Contrary to the Fordist system of production, lean production requires a
high degree of team cooperation. 

In the new factory, everyone, even line workers, share responsibility
for the productive process, and they must immediately report problems
and possible solutions (also because the consequences of the problems
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directly affect the workers themselves, mainly by increasing the line
speed and work tasks). Nevertheless, in performing these tasks the
workers are not engaged in skilled activities; on the contrary, they are
performing unskilled work because they are only required to use their
basic human functions: attention, memory, communication, as is the
case of many post-Fordist jobs. 

In conclusion, at this level the 1990s saw a new managerial strategy
of ‘human oriented’ labour control based more on consensus and partic-
ipation than on ‘duty’ (Pipan, 2007). Even so, after ten years problems
appeared where they were least expected: at Melfi, where after ten years
of silent discontent, a 21-day strike partially paralysed Fiat production at
various plants connected with Melfi. 

The new production system is difficult to manage without the coop-
eration of the blue-collar workers and without participation by the
unions. Management ‘must’ avoid instigating worker opposition,
because this may generate serious problems for the productive system.

It is evident from the foregoing description of the various attempts
regarding work at Fiat that, despite the efforts to revise the HRM
approach, conditions are not satisfactory for the workforce. A job in a
car factory is accepted only in exchange for the wage, and it is difficult
to create participation if the work conditions are laborious and stressful. 

At the same time, also the work ethic has changed over the past thir-
ty years, and passive acceptance of a lifelong job of this kind has become
increasingly problematic. Furthermore as several studies have shown, the
predominant feelings expressed by Fiat workers are disaffection, unin-
volvement and a lack of commitment (Della Corte, 2003; Caputo, 2004).

Indicators like absenteeism, turnover, sickness, and dissatisfaction
seem to confirm this finding. In particular, shifts, working times, pay, dis-
cipline and control, harmful effects on health, are some of the critical
issues stressed by workers. Although work is less heavy than before,
work-related injuries like tendonitis and hernia still afflict many workers.
At Melfi, for instance, out of a total number of 5000 workers, almost 1000
have complained about work–related injuries and diseases. This also
occurs at Mirafiori and other plants. And the fatiguing and stressful work
conditions are reflected in the high number of voluntary retirements. 

The young workers interviewed often described their work as boring,
stressful, and heavy. Resentment and grievances can be linked to the
perception of a low standard of work and life quality due to shifts and
working hours, and the repetitiveness of tasks with no possibility of
improvement or upgrading. 
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The consequent exacerbation of relations between employees and
management has given rise to several forms of worker resistance,
such as direct action within the factory (e.g. slowdowns, sabotage,
etc.) and temporary or definitive defection from the company (in the
form of absence, sickness, retirement, and voluntary resignations).
Some 6,700 workers left the Turin plants between 2000 and 2003; at
Melfi, out of a total of about 5,000 workers, there were 1,800s exits
between 1996 and 2001, of which a large number (1,200) were resig-
nations. This evidences a negative attitude among workers towards
plant social relations: actual working conditions proved to be very
different from those described by the management when the factory
opened.

The Fiat management has responded to this deteriorating situation by
increasing control and hierarchical discipline. Strategies vary at man-
agement level: they range from enforcing a strict regime of punishment
for absence to encouraging resignations, or at shop floor level, using
temporary workers, mobility, wages guarantee funds (CIG), and disci-
plinary warnings.

4. Internationalization and globalization strategies 

The growth of the Italian market (which began in the 1960s), Fiat’s
national monopoly achieved with state support (at the end of the 1950s
Fiat’s Italian market share was around 87%, and in 1968 Fiat was the
fifth largest car producer in the world after the three American groups
and the German VW) and its specialization in lower segments of the
market, resulted in a marked decrease in the company’s internationaliza-
tion (Volpato, 1998). This specialization, however, was a weakness that
gradually reduced Fiat’s capacity to compete in foreign markets, mainly
in the high segments of car production. Indeed, the most recent Fiat Auto
Plan (2005-2008) has set the goal of increasing the market share and the
competitiveness of C segment (Alfa Romeo and Lancia) (Fiat Group,
2005a).

After the Second World War, the internationalisation process begun
by Fiat Auto consisted of direct investments in Spain, Argentina, Brazil,
Russia, Yugoslavia, Turkey and Poland. But the real change of strategy
occurred after the drastic reorganization undertaken in the second half of
the 1980s, when a new and more concrete strategy of production inter-
nationalization was adopted.
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The next step began during the 1990s after definition of the ‘world
car project’ (178 Project15) and it was the decisive stage in the compa-
ny’s internationalization, aimed at achieving a global productive struc-
ture. In that decade Fiat made new investments in Poland, Argentina,
Brazil, Turkey, India, Morocco and Venezuela. As an alternative to
exporting or licensing, Fiat opened local assembly factories in emerging
countries (followed by principal suppliers and sub-suppliers) in order to
take advantage of low wages and other local benefits. P178 vehicles and
related parts are now produced in Brazil, Turkey, Argentina and Poland,
while Fiat Italia only provides logistical support and components. Intra-
firm and extra-firm trade are centrally monitored in Turin, the purpose
being to exploit the economies of scale and scope deriving from the
globalization of production. The vehicles are sold mainly, but not exclu-
sively, in developing countries.

This globalisation strategy has been combined with another one con-
sisting in joint ventures and licensing (in France, Turkey, Egypt, South
Africa, India, China, Vietnam, Japan, etc.).

The aim of the 178 Project strategy is to produce a ‘world car’ in dif-
ferent countries (the Palio is a family of models with a common plat-
form). Vehicles must be almost fully standardized throughout the world,
whilst technology, the organization of production and human resources
management must be largely homogeneous across plants. Hence the new
approach to Fiat’s production internationalization (globalisation) is also
an important way to experiment with new forms of work organisation,
productive layout, industrial relations, and to increase competition
among different plants. Within this framework, the rule for suppliers is
to follow the client and the imperatives of the new production strategy.

A world car (that is, a standardized vehicle made up of identical parts
assembled to the same specifications in each plant) is the most radical
form of globalization strategy in the automotive sector. It implies radi-
cal changes in production organisation and in the nature and structure of
value chains. The aim of the project is to splinter the in-house part of the
value chain and spread its various economic activities (the links of the
chain) across a global network where the location of each link is defined
according to the specific competitive advantages of production units,
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carefully weighing the impact of external price determinants such as
exchange rates and import tariffs.

This process is quite similar to outsourcing the production of compo-
nents, modules, and systems to external manufacturers, because in both
cases integrated production must be fragmented so that the value chain
can be re-organized more efficiently. “The only difference is that in our
case all of the agents which acquire one or the other link of the value
chain are part of the same corporate network (…). What is required can
be seen as a sort of endogenous modularization: different activities are
packaged together to facilitate their tradability and assemblage potential,
for example the cockpit panel of P178 is assembled and traded as a fin-
ished good in Fiat’s global network, despite being made of many sub-
components” (Cirivegna, 2003: pp.18-19).

According to Camuffo and Volpato (Camuffo, A., and Volpato, G.,
1998), the globalisation of production entails an integrated network
project, specialized production centres, and a logistics capability to flu-
idly and economically manage the great flow of materials and finished
products.

The main steps in implementation of Project 178 and the globalisa-
tion strategy of Fiat Auto have been:

• developing a standardized product with precise specifications
applied by all factories around the globe;

• implementing an intra-firm process of modularization, for exam-
ple by dividing production into detachable parts, so that the pro-
duction costs of each part can be easily identified, and economic
activities allocated more efficiently along regional and global
value chains;

• designing a centralized database which collects and processes
information about production costs and is managed by a new ad
hoc entity: the World Material Flow. The WMF, based in Turin,
performs the most important tasks in managing the global sourc-
ing process and intra-firm trade flows. It continuously compares
suppliers’ performances through its database, and provides the
Fiat plants with updated information on supply flows. On the
basis of the information collected by the WMF, the production of
each part is allocated among all Fiat factories at a global level.

As a result of the standardization and globalisation of production,
Fiat plants have improved their problem-finding and problem-solving
capabilities: since production became standardized and information
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flows among different plants increased (in order to coordinate the sup-
ply chain), problem-solving tools have spread more rapidly through
Fiat’s global network, formalizing and routinizing the ‘best’ solutions. 

It should be stressed that the standardization process promotes com-
petition among Fiat’s various plants around the world. This intra-firm
competition is based on the ability to make the same product in differ-
ent plants: for example, project 178, with different degrees of profitabil-
ity. In this way, Fiat’s management can if necessary reduce and/or trans-
fer production from one country to another. This possibility is also cru-
cial in order to keep away from local market crises, for example those in
Argentina and Brazil at the end of the 1990s.

As stated by Cirivegna: “Compatibility and endogenous modularity
would ensure that production could be easily shifted among plants as
relative prices changed (e.g. because of exchange rate fluctuations).
Availability of information and compatibility of modules and parts
would ensure that there was always competitive pressure on all Fiat sub-
sidiaries” (Cirivegna, 2003: p.12).

Because of the rigidity of Fiat’s traditional production, this globali-
sation strategy was initially possible only with a world car model.
Moreover, whilst the old globalisation policy was until 2003 based on
the production of mature models, after that year the management
changed strategy, shifting to the production of innovative models in
emerging countries as well, as in the case of the Grande Punto (which,
following the recent agreement with Tata Motor Company, will be pro-
duced in India). 

With the demise of cross-participation with GM (2000-2005), Fiat
changed its strategy: no more global mergers but only focused coopera-
tion (the new philosophy is: “the best partner for each project”). Sharing
engineers, managers, and technicians is a way to strengthen cooperation
in joint projects. As a result, the Fiat’s second mode of globalisation has
been the adoption of tactical or targeted trans-regional alliances in the
automotive industry, for example between Fiat and Ford in Europe, GM
in USA, Isuzu, Suzuki, Fuji, Heavy in Japan, Daewoo in Corea,
Severstal Auto in Russia, Zastava in Serbia, Tofas in Turchia, Nanjing in
Cina and Tata in India. 

To summarize, we may say that in the past ten years Fiat Auto has
undertaken major organisational and productive changes based on a new
flexible organization whereby the cyclical crises of the global market
can be confronted with a mixed strategy of flexibility and shifts from
one local market to another to reduce investment risk. The organization

123



of a flexible global productive network, with the possibility to move pro-
duction from one market/country to another, has significant repercus-
sions on unions and labour: for example, it is possible to obtain better
conditions for exploitation of the workforce by resorting to decentralised
agreements, differentiated intra-plants agreements, with the marginal-
ization of unions in regard to working conditions. At present, at Fiat
Auto, the unions’ role is relegated to collective bargaining, while they
are uninvolved in matters relating to work organisation, working condi-
tions, and human resources management.

In conclusion, since the 1990s Fiat Auto has responded to increasing
competition on world markets, in both developed and emerging coun-
tries, by basing its international structure on three regional networks.
The first of these networks of integrated activities is in East Europe, with
factories in Poland (and more recently also in Russia) and in the
Mediterranean area, with affiliated firms in Turkey and Morocco; the
second is in Latin America, with plants in Argentina and Brazil; the third
is in Asia, with production located in India and China. The main reasons
for selecting these locations has been to access new profitable and
expanding markets, to avoid customs duties and protection barriers, and
to profit from low wage areas and the subsequent reduction of costs in
general. At the regional and national levels, industrial policy and the dif-
ferent conditions of trade (for instance free trade areas) influence the
company’s multinational strategy of location.

Until 2002-2003, Fiat’s globalization process was greatly restricted
by the crisis that hit the emerging markets (India, Brazil and Argentina)
and by the intrinsic limits of the global 178 car project: Fiat intended to
produce 4 million cars worldwide by 2000 but failed to reach this target
(in 2000 it produced only 2 million cars). Fiat expanded its global pro-
duction and its market share in emerging markets (Eastern Europe, Latin
America and Asia) with the purpose of replicating the past success
achieved in the national market with small cars. Conversely, at the same
time the other global car makers concentrated on expanding production
mainly in advanced countries, producing high-value and technological-
ly advanced cars. For this reason, in recent years Fiat’s globalisation
strategy has been changed by introducing new generation products on
top of the ‘world car platform’ (e.g. Fiat Idea in Brazil and Grande Punto
in Turkey and in India), enhancing cooperation with strong local part-
ners in emerging countries (joint ventures and partnerships aimed at
increasing Fiat’s presence in markets outside Europe and Brazil), shar-
ing platforms/products with other global producers to cut costs and
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improve synergies, recruiting strong importers in new countries (for
example Australia and Egypt) and, mainly, utilising the leverage of its
regional expertise to develop business and products (e.g. Fiat Auto
Brasil for South America and Fiat Turkey for Eastern Europe), in order
to combine global brand coordination with a multi-centric operational
approach.

4.1. Supplier relations
Recent years have seen many instances of supply chain fragmenta-

tion across various industries. The automotive industry has divested sig-
nificant portions of the automotive supply chain, including the cost and
labour intensive manufacturing portions, as semi-independent or wholly
independent units. A more fundamental re-organization of the automo-
tive industry has taken place at the lower tiers of the supply chain, with
the outsourcing and off-shoring of production functions being accompa-
nied by changes in system management methodologies and practices
(lean manufacturing and just-in-time among others).

In the past, during the Fordist age, Fiat was a vertical integrated com-
pany, and its mother firm, located in Turin, was responsible for most of
its manufacturing, logistic, service and design activities. After the wave
of workforce and union opposition – from the end of the 1960s until the
end of the 1970s - Fiat sought to evolve into a totally automated facto-
ry. Then, in the 1990s, the company began a new process of innovation
which involved first de-verticalisation and then modularization: from
the integrated to the modular factory.

In recent years Fiat has tended to delegate large parts of car produc-
tion to its main suppliers, which are responsible for an increasing and
substantial part of the manufacturing process. For example, in the
decade 1985-1995 Fiat reduced the degree of vertical integration from
50% to 30%. The most recent outsourcing strategy has further trans-
ferred component parts, or better macro-components (modules), to sup-
pliers. In the meantime, Fiat has continued to coordinate the supplier
network (900-2500) and production assembly, and it has created a
worldwide supply chain to manage the new organization of suppliers’
relations more efficiently.

As noted, a striking feature of the Italian automotive sector has been
the strong growth of a components industry (SMEs, 35-40% of which
work on contract to Fiat Auto and constitute the so-called indotto or sub-
contracted and outsourced activities). Although recent territorial-level
surveys have highlighted the major steps taken by the components sec-
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tor towards diversifying its customers and markets, a number of difficul-
ties are apparent, which are directly connected with the Fiat crisis. The
majority of sub-contractors report financial problems, or a decrease in
liquidity, due to two main factors.

1. There is a general failure to respect terms of payments, with pro-
tracted delays in payment. These delays frequently affect first-
level sub-suppliers with knock-on effects along the production
chain (to be noted is that delayed payments to suppliers have been
constantly used in the past by the company to obtain short-term
self-financing).

2. Following a decrease in orders, the first-level sub-suppliers have
begun to produce in-house part of the production previously con-
tracted out to second-level sub-suppliers, in some cases even tak-
ing back the equipment leased to the latter for use. Also to be
noted is the slowdown or suspension of the procedure to obtain
quality certification, which is a clear signal that a decline in orders
is expected.

Supply and sub-supply processes are geographically concentrated in
industrial districts. Important in this regard are the results of a survey on
the Turin automotive district (1,200 firms and 73,000 workers) which
covered all the phases of the car design and manufacture cycle
(Amministrazione di Torino e Istituto per il Lavoro, 2003). The survey
highlights the increasing importance of outsourcing, which allows a
series of rigidities and fixed costs to be shifted outside the company but
also increases external complexity, thus requiring major investments in
new techniques for governance of the supply system.

Modular production is a productive organization whereby operators
produce complex components and assemble their modules directly on
the assembly line under the supervision of a Fiat staff member (Volpato,
1999). With the transfer of sub-system design and modules production
and even assembly functions to suppliers, carmakers like Fiat shift some
manufacturing functions to other companies while preserving the prod-
uct design and organising and ‘just in time’ managing the production
chain. 

The consequences for employment arise from new forms of differen-
tiation and productive flexibility. Moreover, to be noted is that this kind
of organization is extremely vulnerable, because any technical break-
down (in the plant, lack of material, etc.) or human dysfunction (resist-
ance and conflict) may paralyse the production flow. An example is pro-

126



vided by the long strike which lasted uninterruptedly for 21 days at
Melfi in 2004, and which was started by the ‘modular workers’ of
Magneti Marelli and spread among the Fiat core workers (Caputo,
2004).

In order partially to prevent problems this kind, Fiat Auto has encour-
aged, at territorial level, an interesting development in collective bar-
gaining in the automotive sector. In 1998 two company-level supple-
mentary agreements were signed by the main unions, Fiat Auto and the
ACM (Auto Componentistica Melfi). The first agreement concerned the
expiry of a territorial collective agreement which covered 22 companies
belonging to the network of subcontractors located around the Fiat plant
in Melfi. This was the first time that a multi-employer agreement had
been signed for an integrated system of suppliers. The companies and
unions agreed to establish a set of inter-firm joint bodies, and introduced
common provisions regarding pay bonuses and certain aspects of work-
ing time management.

“As regards union rights the agreement in 1998 introduced a repre-
sentative participation system through joint consultation committees,
including those between unions’ representatives and management,
which have rights to information and consultation. This was realised
through the provision of bipartisan bodies for a participatory model of
relations between employers and unions. These bodies were: consulta-
tive bodies, inter-company committees, integrated plant-level commis-
sions, committees for the environment and health and safety”
(Pulignano, 2001: p. 81).

The consultative body is supposed to inform workers’ representa-
tives of its deliberations and keep them up to date on any improvement
in the participatory model and on the resolution of social problems that
may have an impact on the working conditions of the employees in the
consortium (the so called ‘Melfi City’). However, the inter-company
committee and the integrated plant-level commission’s main role is to
prevent possible industrial conflicts and encourage positive ‘social
dialogue’: By harmonising working conditions and encouraging the
creation of consultative bodies for the prevention and the prompt solu-
tion of workplace disputes, the Melfi agreements signed in 1998: “(…)
aim to guarantee the achievement of JIT through reducing industrial
conflict and thereby avoiding production stoppages” (Pulignano, 2001:
p. 82).
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5. Some considerations concerning the union structure

In Italy, trade unions are structured into two levels: the vertical and
horizontal sections. The industrial structures (vertical) encompass
national, regional and district federations or unions, while the territorial
structures (horizontal) also make provision for national, regional and
district confederation levels. The vertical dimension played an important
role in the decentralized bargaining that took place from 1960 to 1973 (a
period in which, drawing on the workers and students movement, the
unions undertook a strengthening and decentralisation process). The
early 1960s saw the start of decentralization of the bargaining structure,
which between 1968 and 1973 resulted in a system of unrestricted bar-
gaining characterized by a high degree of decentralization and a low
level of institutionalization. In fact, from the “autunno caldo” (hot
autumn) onwards, the period saw maximum development of company-
level bargaining, which proceeded without being linked with national
bargaining: each bargaining level was formally autonomous. Workers’
demands during this period were strongly oriented towards both equal-
izing pay and challenging the traditional organization of work. In this
phase, company-level bargaining played an innovative and dynamic role
in relation to the entire system of industrial relations, and its results often
spread to industry-wide bargaining.

The central level of the bargaining system yielded to the decentral-
ized one. This was the period in which new company-level representa-
tion bodies were created within Fiat: ‘the works councils’ (consigli di
fabbrica). The workers’ organizations were strengthened by new levers
deriving directly from the decentralised level. These are years best rep-
resented by the image of Agnelli, the company CEO, who would not
enter his factory with a delegation of Chinese managers in order to avoid
workers’ protests.

During the 1970s, under the pressure of strikes, the Workers’ Charter
was approved. This legitimated the presence of the unions and included
a series of social reforms among its provisions: access to education and
training, schooling, housing, health and social security. On the produc-
tion side, demands concerned improvement in job conditions through a
drastic reorganization of work: greater autonomy; job rotation; increased
and enriched duties; work groups; and ‘assembly islands’: all claims that
as a result of events in recent years have been partially subsumed to the
needs of management, a managerial mode in the post-Fordist phase,
without improving the workers’ quality of life. 
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The organization of work conditions has changed in the Italian ver-
sion of lean production; but so too has the power relationship between
unions and management. The weakness of the workers’ organizations in
the automotive sector, as well as in other sectors, increased flexibility,
and the use of external workers are related to events from 1975 onwards,
more than to the impact of the competitive push of globalization. 

That period was characterized by the emergence of terrorism, and the
formation of ‘the governments of national solidarity’; with agreement
among six parties including the leftist PCI (Communist Italian Party),
which had been in opposition since 1947.

In this context, following the ‘EUR turning point’, there developed
what has been called ‘the concertation strategy’: a tripartite agreement
among unions, government and employers. In the late 1970s and early
1980s bargaining and agreements were recentralized, in contrast to the
decentralization of the previous years.

In this phase characterized by concessions such as work cost control,
work organization, and market flexibility, the unions asked to be
involved in decisions concerning employment and social policy guaran-
tees that would “ease the workers’ lot”. This is not the place for descrip-
tion of all the stages of this long-drawn-out vicissitude (and the conse-
quent disappointment of workers’ expectations), which has partially
omitted from analyses, but only to emphasise the consequences of this
“political exchange” (Pizzorno, 1977). This exchange instead assumed
the nature of symbolic legitimation between unions, government and the
employers’ associations. There ensued progressive decline in the power
of Italian unionism accompanied by increased social tensions and disin-
tegration of the unions’ social base. Subsequently the exit in 1979 of the
PCI from the government spelled the end of unity among CGIL, CISL
and UIL (Alacevich, 1996).

The defeat of the union movement opened the way for restructuring
and reorganizing the productive process. During the 1980s, the unions’
representativeness weakened and fragmented, and the trade-union con-
federations entered severe crisis of representativeness. Only at the
beginning of 1990s was there an important resurgence of the CGIL
resistance against the abolition of the ‘wage indexation system’ (scala
mobile), with the ensuing exacerbation of the conflict on the cost of
labour. But the governments reacted with a strategy of co-participation
and co-management.

Currently, the situation is characterized by a series of conflicting fea-
tures: the cohabitation of macro and micro levels, centralized and decen-
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tralized bargaining, with a strong decline in union representativeness on
the one hand, and the emergence of a new managerial strategy based on
the individualization of relations on the other. Yet, for some union lead-
ers, this crisis of representativeness can be overcome by returning to the
old ‘work councils’.

In conclusion, we may say that the history of Italian industrial rela-
tions has been closely linked with the movement of the 1970s, in which
the Fiat workers performed a major role. Then, since the 1980s, union
action has shifted to participative positions, and has often consisted in a
mere defensive strategy, with a consequent decrease in workers’ partic-
ipation and an inability to influence management decisions. As regards
industrial relations in general, various studies on Fiat Car Industry and
its sub-supplier network show that trade unions have a strong or quite
strong presence as industrial relations actors, but they find it difficult to
translate this presence into significant results.

6. The impact of changes on Industrial Relations

According to 2005 Fiat data, in Italy 40.5% of employees belong to a
trade union (senior managers excluded), so that unions are not in a situa-
tion of crisis within Fiat (Berta, 2006: 127). The representative structures –
so called Unitary Workplace Structures or RSUs – are elected by all work-
ers (except for senior managers) from nominees submitted by the trade
unions. The elections take place every three years at each manufacturing
unit. In December 2005, the RSU members of the Group’s metalworking
companies in Italy amounted to approximately 1000. In Italy, the data on
trade union membership show a fragmented situation in which FIOM
Federation (with the 12%) prevails, followed by FIM (9.7 %), UILM (8.5
%), FISMIC (6.8%), UGL (1.7%), FAILMS (0.7%), and others (1.1%).

Also collective bargaining exhibits marked diversification or frag-
mentation. It takes place at different levels and according to procedures
that vary among countries, and local laws and practices. It is interesting
to note that in 2004 the Fiat group signed 355 bargaining agreements
worldwide, and 450 in 2005 (Fiat Group 2005 Sustainability Report,
www.fiatgroup.com).

About half of these agreements concerned operating issues (working
time arrangements, work organization, etc.), 20% regarded wages, and
8% addressed the impact of the restructuring and reorganization pro-
grams on employees.
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Table 6. Fiat Group’s collective bargaining agreements signed around the
world at company or plant level

Matters 2004 2005
Wages 101 92
Operating issues 167 254
Restructuring 87 36
Other 68
Total 355 450

Source: Fiat Group 2005 Sustainability Report

As will be seen, a substantial number of the Group’s collective bar-
gaining agreements (254 in 2005) concerned operating issues, followed
by matters such as working time arrangements and work organization.
In the same year, only 36 agreements were concerned with the conse-
quences of restructuring and reorganization plans. Compared with 2004
there was an increase in agreements dealing with operating issues,
whilst there was a strong decrease in restructuring agreements and a
slight decrease in wage accords. 

In Italy, the unions (and the employers’ associations) are organized
according to criteria which extend beyond the automotive sector. The
main reference point for union structures is the sector. It is the metal-
working industry which covers automotive operations, so that agree-
ments for the entire metalworking sector cover automotive firms in Italy
and leave scope for subsequent lower-level bargaining. Within this cru-
cial sector, Fiat’s company level bargaining and integrative firm agree-
ment also plays an important role.

The presence of company-specific unions is generally an exception
in Western Europe, although one currently exists in the automotive sec-
tor in Italy: the FISMIC, a company union established at Fiat at the end
of the 1950s which has since sought wider representation in the metal-
working sector.

The Italian industrial relations system is regulated by the tripartite
Agreement of July 199316 (which then became the intersectoral
agreement of December 1993), which introduced a two-tier structure:
the industry-wide agreement (divided into a normative and an eco-
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nomic part) and decentralised bargaining (company or territorial
level). This agreement produced a rapid fall in the inflation rate by
linking wage increases to the planned inflation rate (collective agree-
ments) and to company/local productivity (second or decentralised
bargaining level).

The agreement also established company-level Unitary Workplace
Union Structures (Rappresentanze Sindacali Unitarie: RSUs). Two
thirds of RSUs consist of members elected by all workers, and one third
of members nominated or elected by the organisations signatory to the
industry-wide agreement. Again according to the inter-confederative
agreement of July 1993, company-level bargaining deals with different
and non-repetitive matters with respect to the national agreement. The
RSU have information and consultation rights under the national agree-
ment. These rights, which are generally regulated contractually, are
recognised by law and granted indirectly to the RSU only in certain spe-
cific areas, for example in case of use of the Wages Guarantee Fund
(Cassa Integrazione Guadagni) and industrial restructuring. In these
cases, the law requires the employer to inform the workplace union rep-
resentatives and the trade unions.

The tripartite agreement of 1993 marked the start of the social con-
certation phase17 during which many ‘collaborative’ agreements were
signed and affected the whole of Italian society in terms the of flexibil-
isation/precarisation/deregulation of the labour market. In those years
the most important changes concerning the collective bargaining system
were induced by legislation. Because the collective bargaining system
was compelled to follow the national employer’s (capitalist) needs, it
was essentially weakened and emptied of content. Nevertheless, still
today it is the most important level of Italian industrial relations (the
Berlusconi government failed in its attempts to replace the collective
bargain system with decentralized, secondary, or even individual bar-
gaining).

As far as the metalworking sector is concerned, the past decade has
seen a series of separate agreements (that is, without the participation of
FIOM) which have recognized and supported deregulation of the labour
market and the wage constraints imposed by law.

With regard to the Fiat group’s plan for corporate restructuring, the
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first major company-level supplementary agreement was signed in
February 1994. The second has been a separate agreement between Fiat
and FIM, UILM and FISMIC (in fact, FIOM refused to sign) dated
October 2002 and concerning the placement on mobility lists of 2,894
Fiat Auto workers. The Fiat Auto restructuring plan also envisages intro-
duction of the Tmc-2 (a new work metric system which increases work
rhythms) and a Company Services Committee (Commissione Servizi
Aziendali) which examines problems arising from the plan’s implemen-
tation, a bilateral Training Committee (Commissione Formazione)
responsible for the company’s training programmes, and an Integrated
Factory Committee (Commissione Fabbrica Integrata) responsible for
all problems connected to the new model of work organisation and with
the new measuring system. The fact that this territorial agreement has
not been signed by FIOM highlights a split among the main Italian
trade-union confederations with regard to Fiat’s corporate restructuring
plan. On the one hand, FIM, UILM and FISMIC emphasise the impor-
tance and the positive results of participation; on the other, FIOM claims
that participation mechanisms and also information and consultation
rights are generally used by Fiat in a way functional merely to the com-
pany’s strategies.

After 1980, and the defeat of the strike in Turin (where the bulk of
Fiat’s workers were located) resulting in the layoff of 15,000 workers,
major change took place in industrial relations. For many years, the Fiat
management was able to control its workforce without significant union
opposition. In the 1980s and the early 1990s, Fiat stipulated a series of
advantageous agreements. However, at the end of the 1980s, FIOM
(Federazione Impiegati Operai Metallurgici, the biggest union federa-
tion) changed its strategy and refused to sign an agreement (while there
had been a sequence of separate agreements between Fiat and other
unions). Thereafter FIOM engaged in various initiatives less in line with
Fiat’s reorganization strategy (e.g. pre-agreement actions) and closer to
workers’ needs. This situation persisted until the most recent Fiat com-
pany agreement (28 June 2006, also signed by FIOM).

Generally speaking, the Fiat Group, especially since introduction of
the new productive and organizational model (the Integrated Factory),
formally recognises the role of the unions and employee representatives
constituted in accordance with local law and practice in the various
countries in which it operates. Nevertheless, since the switch to a corpo-
rate strategy based on human resources management and the adoption of
team organisation (with the Integrated Factory), the role and importance
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of shop stewards (RSU), and also of unions, has declined.18 The new
managerial practices of workers’ control aimed at regulating and shap-
ing social relations within the team, in order to activate workers’ partic-
ipation, tend to restrict and reduce the shop stewards’ function, while at
the general level they require the loyal and wide-ranging support of
unions. In fact, union participation must ensure the maintenance of a
‘positive’ social climate on the shop floor, which is essential for the lean
workplace. Grievances and worker discontent with problems linked to
work organization are discussed by appropriate joint committees, whose
members are selected from lower management and union representa-
tives.

Fiat’s general strategy is quite simple: to obtain flexibility in order to
off-set the market’s contraction and cope with its variability through
public financial support, e.g. long mobility and public investments to
support plants in crisis, or greenfield areas to carry out new investments,
etc. 

At the same time, the attitude in industrial relations is now to reduce
conflict by means of participation and strong compliance with produc-
tion requirements in exchange for occupational stability, and recourse to
sanctions when participation is lacking. However, industrial relations
are generally not conducted in a spirit of dialogue and constructive dis-
cussion, because any organizational change is always predicated on
managerial prerogatives. According to Camuffo and Volpato “although
Fiat management is aware of the importance of the need for union con-
sensus, this awareness has not yet been fully translated into a new indus-
trial relations model” (1997: 173). 

More often, Fiat avoids discussion and refuses to participate in meet-
ings with employees and trade unions (e.g. at the Melfi plant), while
information and consultation rights are not respected by management.
The experiments in union participation at Fiat can be considered entire-
ly unsatisfactory because of the Group’s constant fear of a return to the
past situation of radical conflict. Fiat has always preferred to have a sub-
ordinate union which may declare a strike but must not interfere in the
management’s strategies and decisions. Obviously, this attitude is quite
the opposite of what is required by a participation model. This patriar-
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chal attitude, deriving from Italy’s historical economic dependency on
the Group and embedded in the company’s heritage and history, has a
negative effect on the company’s capacity to implement the new model.
Furthermore, on the one hand, this situation reinforces the hostility of
workers towards the company; on the other, it reduces the credibility of
trade-union activity (unions are increasingly viewed as excessively
cooperative with management). Although all workers are free to join a
union, doing so is seen by many workers as a merely formal subscrip-
tion, in view of the poor results of union activity and of the participation
model. For these reasons it is not surprising that in recent years union
leaders have reflected on the problem of trade-union representation at
several levels.

Regarding industrial relations in general, it emerges from various
studies conducted on Fiat Auto and its sub-supply network that the trade
unions have a medium-to-strong presence as industrial relations actors,
but they find it difficult to translate this presence into significant results.
Despite recent attempts, the organisation of work continues to be a man-
agement prerogative. This finding is confirmed by the way in which par-
ticipation works: it is generally a weak and non-integrated form of par-
ticipation which, in the case of direct participation, is characterised by
isolated and largely ineffective measures, or by limited impact in terms
of decision-making decentralisation. As for indirect participation, to be
noted is its scant influence on the organisation of work and corporate
strategies.

At present, the future role of the unions at Fiat is highly uncertain.
Collective worker action cannot hope to obtain a great deal with tradi-
tional strategies; nor does it seem able to obtain through company-level
representation units what it fails to obtain through collective bargaining.
The primary task of union negotiations with Fiat – those that join them
materially, in addition to ideological and cultural differences – is to
maintain present plans and levels. The second task (obviously defensive)
is to pursue with non-conflictual means the use of participative practices
at least at local level, plant by plant, by establishing unitary plant agree-
ments).

However, faced with recent workforce antagonism (induced by the
increase in work rhythms and psycho-physical stress) and with opposi-
tion by the main metalworkers’ union (FIOM), the management’s prac-
tices and tactics have no longer been able to conceal their increasingly
authoritarian nature. After the recent episodes of worker antagonism,
Fiat’s strategy seems to have changed to the greater involvement of the
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unions in the decision–making process. At the same time, at the shop-
floor level, the management has tried to revise routine practices of direc-
tion and control, despite the fact that tedious and fatiguing work condi-
tions still persist. Moreover, as highlighted by much research, by our
interviewees, as well as by the high rates of turnover and absenteeism,
mental and physical stress related to shift work is still a major problem
due to continuous cycle production, the new Tmc2 work metric (which
increases the pace of work and saturates individual working time), new
tasks (attention to ‘weak signals’, active cooperation, self activation,
etc).

In conclusion, since the long-lasting Melfi strike (April-May 2004)
which highlighted the worsening of working conditions within Fiat Auto
factories and the deterioration of participative practices, Fiat’s strategy
has again shifted to less authoritarian management of the workforce and
to the closer involvement of unions in the decision-making process
(resulting, after ten years, in the most recent company agreement signed
in June 2006). However, it should be stressed that there has also been
gradual reconciliation amongst the main unions.

6.1. The role of European Works Councils 
In regard to the European Works Councils (EWC) – negotiating bod-

ies representing workers’ interests at transnational level – it is possible
to say, at least in regard to Italy, that there has been no significant devel-
opment over the years.

“The European Works Councils (EWC) Directive, which EU adopt-
ed in September 1994, gives rights of consultation through work coun-
cils in every company employing more than 1000 employees. This pro-
vides a platform to discuss changes but, generally, the levels of horizon-
tal inter-plant solidarity tend to be low. Instead, there is a vertical soli-
darity as both management and workforce will vigorously promote their
specific plant to the parent company. This joint recognition of competi-
tiveness is overcoming, to a large extent, the traditional, antagonistic,
industrial relations between management and workers” (European
Foundation for the Improvement of Living and Working Conditions,
2004: p.18)

Rather than regulating matters, the Directive on European Works
Councils only sets out a procedure to set up a special negotiating body
representing workers’ interests. This body negotiates with the central
management of a transnational undertaking or groups of undertakings.
Fall-back clauses apply only if the central management refuses to com-
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mence negotiations within six months of receiving a request or if the two
parties are unable to reach an agreement after three years. 

The pattern of the EWC Directive was followed in the Directive of
October 2001 on employee involvement in a European Company. The
main goal of establishing a European Company was to save on transac-
tion costs and to increase efficiency and transparency. A European
Company can only be registered if the requirements of the Directive are
met, which means that the provisions on worker involvement cannot be
ignored. The structure of the Directive is similar to the Directive on
European Works Councils: it provides for a special negotiating body,
lists the topics for negotiation and leaves everything to the negotiators.
There is a fall-back clause in case the negotiations fail.

The third, and probably most important step – the Directive of March
2002 on the minimum framework for information and consultation at
national level – is shaped by the same philosophy: in fact, it sets mini-
mum conditions and leaves everything else to the member-states.

Overall, the Directive is very flexible and generally leaves the struc-
tural framework and modalities to decision by the member-states. Since
it only sets out a minimum framework, it does not affect any favourable
arrangements in member-states.

The Directive on European Works Councils has weaknesses: it is
unnecessarily complicated, not always consistent and, above all, its ter-
minology is very vague. Furthermore, the Directive supplementing the
Statute of the European Company, as well as the Directive on a nation-
al framework for information and consultation, have been watered down
during the legislative process.

EWCs in most companies are still relatively uninfluential in terms of
coordinating union actions, because they are designed essentially for
information and consultation activities. In some cases they can achieve
some scope for action in the event of reorganization programmes, since
they are in a crucial position to organize initiatives across Europe, but
their active role has essentially been confined to defensive actions. In
this regard, trade unions have expressed a number of criticisms. First,
the absence of any recognition of EWC as a bargaining agent is regard-
ed as a serious drawback. Second, some unions want the EWC to be a
genuine trade union structure, rather than a general employee represen-
tative body. Third, they point out that such group-level structures may
bring together representatives operating in quite different sectors, given
corporate diversification strategies, so that the potential scope for joint
action is considerably reduced and the EWC activities are inevitably
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confined to a very general level (according to the Italian unions, this is
the situation of the Fiat EWC, where only six of the 30 employee repre-
sentatives are from the automotive division). Finally, difficulties in
organizing joint and coordinated efforts across different countries are
frequently reported, as the specific interests of the different national
locations tend to prevail. The unions are trying to address this state of
affairs: they are seeking, as the Spanish unions put it, to reinforce the
unionization of EWC, reduce competition among workplaces, reinforce
supranational coordination and strengthen the training of delegates
(INTERNATIONAL LABOUR ORGANIZATION, 2005, “Motor vehi-
cle industry trends affecting component suppliers”).

However, such deficiencies notwithstanding, these measures taken as
a whole will force all the actors involved – trade unions and worker rep-
resentatives, employers’ associations, employers and employees – to
discuss and reflect on the potential of employee information and consul-
tation and even on worker participation in company boards. It is impor-
tant for the future of industrial relations in the EU that the approach of
these instruments does not focus on specific institutional patterns but
simply stimulates and initiates procedures for employee involvement in
management decision making. The focus should be, not on institutional
uniformity but on diversity. Negotiations will lead (and in the case of the
European Works Council already have led) too many very different pat-
terns, thus shaping and transforming institutional arrangements in the
member-states.

In Italy the agreement on establishing the European Works Council,
signed in 1996, was incorporated into the inter-confederal agreement in
which a joint protocol for the directive on European Works Council into
Italian law was signed (although the relative legislation was only passed
in 2002). The agreement was renewed on 29 June 2005 through an
agreement signed by the European Metalworkers’ Federation (EMF –
which represents the trade union organizations of the European coun-
tries in which the Fiat Group operates) and the Italian trade organiza-
tions. In Italy there are around 80 firms with parent companies or head-
quarters that fall within the scope of application of the EU Directive on
the creation of EWC. Among these, only 34 (mainly in the metalwork-
ing and chemicals sectors) have signed agreements for the creation of
EWC, and since 2002 only two.

The EWC at Fiat was introduced by the supplementary agreement of
1996. For the company, the EWC is a level of information and consul-
tation superior to those that already exist at the national and local level.
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The objective is to provide greater transparency through representatives
of the parent company, information and interpretation of general strate-
gies, and assistance in understanding the reasons for choices with
impacts on specific productive/territorial contexts. However, trade-
union issues are still handled at company and plant level, and in accor-
dance with local norms, practices and agreements on already-existing
information and consultation systems. The agreement introducing the
Fiat EWC covers all the workers in the companies controlled by Fiat,
directly or indirectly, with more than 50% of share capital. The present
shortcoming of the EWC – according to Nino Spagnolo, national secre-
tary of FIM-CISL responsible for the automotive sector – is the relative-
ly marginal role assigned to the unions by the EU Directive establishing
EWC. Because the Directive gives priority to an elective and formally
non-union model of representation, it relegates trade-union participation
in the EWC to that of an ‘invited guest’. At Fiat, external trade unionists
– although labelled ‘guests’ – have prerogatives entirely similar to those
of the delegates. Moreover, relationships have not always been easy
between the Italian sectoral unions and the European Metalworkers’
Federation (EMF), the signatories to the agreement creating and renew-
ing the Fiat EWC. For example, a certain amount of tension arose when
the composition of the EWC executive committee was being decided.
Of the five delegates foreseen, the Italians asked that three of them
should be from Italy, and therefore constitute a majority, given the
national proportions of employment at the Fiat group’s plants in Europe.
However, EMF and the other national representatives insisted that the
composition of the EWC should not be altered, which meant that the
Italian delegation was in a slight minority. A compromise solution was
found by increasing the number of the members of the executive to six,
of which half would be Italian delegates. Furthermore, at Fiat the EWC
represents the entire Fiat group and therefore has a composition which
reflects the sectoral differentiation of the holding company. Although the
car sector is the Fiat group’s core business, it is represented by only six
EWC delegates out of a total of thirty. This inevitably influences the
type of information received about the EWC annual meetings, informa-
tion which is relatively generic. According to Lello Raffo – the FIOM-
CGIL national coordinator for the car sector – the main problem is that
the EWC has no bargaining power, only consultation and information
rights, and this affects the nature and function of the trade-union instru-
ment for the achievement of a significant system of transnational indus-
trial relations. FIOM-CGIL emphasises that solidarity – on an interna-
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tional level in particular – is still weak among workers, with the risk that
restructuring crises will trigger major horizontal conflicts among indi-
vidual production sites and groups of workers.

The latest annual meeting of the Fiat group European Works Council
was held in Turin in November 2002. As said, the EWC was created in
1996 and consists of 30 representatives from the various European coun-
tries in which Fiat group companies are located. Moreover, in March
2003, the EWC Steering Committee was convened to be updated on
progress in the Fiat group’s financial recovery plan and its restructuring
plans with a European-level impact. The debate with the workers’ repre-
sentative organisations was conducted at the national level as well.

Aside from the insufficient adhesion reflecting the weakness of the
EWC, it is useful to cite the analysis of Rehfeld (2005): “In the automo-
tive sector there is a recent change towards framework agreement at
European level, negotiated either by the European Work Council or in
co-operation with national and European Union representatives, but they
need implementation at the national and company level. Therefore, col-
lective bargaining at the company level will most likely to continue to
be carried out at the national or local level”. As Rehfeld’s analysis
shows, the attempt to curb the perverse effects of globalization through
coordination of industrial relations at supranational level has not
changed the order between the actors. The European attempt at regula-
tion on the other hand is not recent, in that it dates back to 1960, a
process which led to the Directive on the EWC in 1994, which is the cur-
rent legal framework for the European system of IR. There is no
European legislation on collective bargaining, on union rights, or on
industrial action (cites…). In particular, the reasons for scepticism reside
in the juridical framework at European level; the other two relate to the
strategic attitudes of the main actors, unions and management.
Moreover, there is no integration among the European, national and
local levels. In concrete, from workshops to the headquarters of the
national unions, little is known of the existence of the EWC and the
directives. On the other hand, Italy’s adhesion concerns only small
industrial groups; and the EWC counts for very little when it comes to
action – one of the main problem being that the EWC has only consul-
tation and information rights, and not bargaining power as well, and this
affects the nature and function of this trade-union instrument for the
achievement of a significant system of transnational industrial relations.
Solidarity – international in particular – is still weak among workers,
with the risk that restructuring crises will trigger major horizontal con-
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flicts among individual production sites and groups of workers. Some
studies, however, critically addressed the problem of the effectiveness of
the EWC, asking how it is possible to reconcile industrial democracy
and technological efficiency, competition, innovation and changes in
work organization worldwide. Moreover, the question of whether union
initiatives require cross-country coordination in order to have real
impact seems to be ignored by the various national unions represented
on these EU-level bodies. At present in Italy, is rather difficult to achieve
significant improvements in work conditions, with the consequence that
it is hard for the unions to represent workers’ interests. This is due to the
lack of coordination amongst the European, national and local levels,
but also to communication difficulties among the various tiers of the
labour organizations themselves, as well as to their communication with
the workers (Caputo, Della Corte). 

6.2. Working time flexibilisation
In the past decade (that is, since 1993), working time flexibilisation

in Italy has been carried out primarily by law through labour-market
deregulation and the flexibilisation of the occupational system (intro-
duction of job sharing, temporary work, intermittent jobs, staff leasing,
etc.) and, moreover, by extending working time limits. 

Since 2003, the working time structure has been changed by law
(d.lsg n. 66/2003 and d.lsg n. 213/2004): many of the previous norms
have been abrogated (e.g. the daily working time limit and the daily and
weekly overtime limits) and, in addition, the new legislation allows for
numerous exceptions/derogations from the rules (exceptions delegated
to the collective – and also secondary-level – bargaining system).

To be stressed is that the d.lsg n. 213/2004 allows the decentralised
bargaining system to adapt (obviously within the limits defined by the
national laws) working time organisation to the company’s needs and
situations. 

In conclusion, observed in recent years has been a trend for the col-
lective bargaining system to negotiate new forms of flexibility (e.g. the
percentage of temporary workers that can be hired and the flexibilisation
of working time, with transition from the maximum weekly working
time to the pluri-weekly and ultra-flexible system). Nevertheless,
despite the recent political strategy designed to weaken collective bar-
gaining regulations and the suggestion of giving more importance to
individual bargaining, the traditional Italian bargaining structure centred
on the central/collective bargaining level has not changed substantially.
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Working time flexibilisation at Fiat has been traditionally pursued by
two devices: the use of overtime, and redundancy benefits or the wages
guarantee fund (cassa integrazione ordinaria: Ordinary Wages
Guarantee Fund). In recent years, besides the managerial practices men-
tioned above, of increasing importance has been the experimentation
and implementation of new working time flexibilisation practices: the
use of pluri-weekly working time averages, the flexible utilization of the
Italian plants (through the displacement of workers from one plant to
another, when necessary19) and, mainly, the flexibilisation devices
linked to the new production organisation (Integrated and Modular
Factory): teamwork systems, recouping production shortfalls due tech-
nical stoppages (with the increase of work pace), new work metric, con-
tinuous production cycle, multitasking system, and so on). Also the sup-
pliers make use of overtime work, short-term unemployment support,
and pluri-weekly working time scheduling in order to balance the cycli-
cal trends of the market, but the organisational structure may be highly
differentiated. 

As reported by a union leader (FIOM) in Turin, the probable next
step by Fiat (after saturation of the Italian plants, that is, greater use by
the factories of Italian employees) may be the instantaneous flexibilisa-
tion of plants whereby factories (and therefore employees) must work in
accordance with market trends and production needs.

The external flexibility linked to the new contractual forms (non-
standard job contracts like temporary work, and so on) is becoming
increasingly important in the automotive sector (for the suppliers, but
also for Fiat): for example, presently working at the Melfi assembly
plant are around 300 temporary workers.

7. Conclusion 

Following the process of deindustrialization, from the 1990s onwards
the importance of the car industry in the National Employment System
has been greatly reduced, to the advantage of other sectors, e.g. servic-
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es, tourism, telecommunications. However Fiat maintains a major role
in industrial policy (accounting for about 120 billion Euros of invest-
ment in the past 30 years, but with a lack of investment in R&D
(Mucchetti, 2003)), indirectly reinforcing the managerial practice of pri-
vatizing profits and socializing losses. On the organizational level, the
production process has been restructured in order to move all non-core
business activities abroad (the latter include governance of the global
process of manufacturing, monitoring costs and quality standards, mar-
keting, research and development). This strategy, pursued rigidly and
inflexibly, has led to a loss of competences and reduced value chain con-
trol, as well as increasing the fragility of the production flow (Bodo,
2004; Caputo, 2004). For these reasons, in recent years Fiat has revised
its definition of core business and reintegrated some of the activities that
had been externalized.

Work organization and industrial relations in Italy have changed
greatly during the past twenty years of restructuring. In the new ‘lean’
organizational model, and under pressure for a highly efficient and flex-
ible work organization, work practices are little regulated by trade
unions. The Italian case exhibits the extensive reduction of the ‘job con-
trol style’ experimented with in the past (until the end of 1970s). The
implication is that discussions on work conditions and work tasks do not
include negotiations on specific changes in shop-floor organization, or
on procedures to achieve agreement on these issues.

In the new production structure, besides their traditional manufactur-
ing tasks, the workers must formulate and apply micro-decisions in
order to cope with ‘micro-variations’: that is, problems that arise at the
workstation level. Mobilisation of all the competencies and resources
available in the factory is a necessary condition for the new organisa-
tional system to operate successfully. The new work organisation is
designed to absorb in real time production events difficult to predict
(and therefore difficult to formalize). At the same time, in response to
workers’ psycho-physical stress and discontent, Fiat’s management has
increased the level of panoptical control and, in some cases, the use of
discipline and ‘punishments’ in an unusually ‘harsh’ version of HMR.

Case studies carried out at the Fiat company highlight that, quite dif-
ferently from the past, young workers perceive their jobs as a short-
term experiences, no longer as lifelong employment within the firm.
This dissatisfaction gives rise to two different reactions: an internal and
flexible one expressed by the high level of absenteeism; and a defini-
tive reaction expressed by the high number of resignations. In recent
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years, about one-third of all Melfi plant workers have left the factory,
quite a few of them starting new jobs in other sectors – small com-
merce, light industry and crafts – related to the local economy.
Moreover, some of the instruments used by the management to enhance
internal flexibility, to reduce costs and to manage cyclical crises, have
in some way encouraged the workers to leave. The managerial need for
the flexibilisation of labour and working times is fulfilled by reducing
workforce redundancies through the use of early retirements, redundan-
cy benefit or the wages guarantee fund (cassa integrazione), long
mobility, recourse to temporary workers, exploitation of high unem-
ployment situations and non-standard contracts (to build a workforce
sufficiently malleable to meet the stringent demands of lean produc-
tion). On the other hand, labour costs have been reduced through dev-
erticalization/decentralization, trade-union collaboration, and public
financial support.

In regard to industrial relations in general, various research studies
on the Italian automotive industry show that trade unions have a
medium-to-strong presence as industrial relations actors but have dif-
ficulties in translating this presence into important results. Despite
recent attempts, the organisation of work is still a management pre-
rogative.20 This finding is confirmed by weak and non-integrated
forms of direct and indirect participation: direct participation is char-
acterised by isolated and largely ineffective measures, or by limited
impact in terms of decision-making decentralisation. On the other
hand, indirect participation is characterised by a limited ability to
influence the organisation of work and corporate strategies (Diego
Coletto, Regional Foundation Peter Seveso). In fact, the ‘union par-
ticipation’ is managed by Fiat with the main purpose to ensure the
maintenance of a ‘positive’ social climate on the shop floor, which is
essential for the lean workplace.

If labour conflict is a praxis for balance the relations between part-
ners with unequal power, the actual negotiation and decision-making
process exhibits structural asymmetries between Fiat management and
the representatives’ power, in that the latter is subordinate to the former.
At present, the main question is: why Italian trade-union movement is
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not able to organize an industrial conflict able to force Fiat management
towards a true negotiation process?

In conclusion, we may say that industrial relations are still instru-
mental to managerial needs alone. In any case, Fiat has always want-
ed unions to be subordinate (which means that they should not enter
company management). This patriarchal attitude, embedded in the
Group’s heritage and history, hampers the company’s ability to imple-
ment its new model and reinforces workforce hostility towards man-
agement.

As regards the European Works Councils (EWC), at least in Italy
their contribution to organizing a network for workers’ solidarity and a
platform for negotiating issues with management is far from being suc-
cessful. A new phase of industrial democracy seems inconceivable in a
global market context where the general emphasis seems to concern
solely competition.

9. Appendix

Fiat Group: employees disaggregated by activity areas

2006 2005 2004

Fiat Auto 44,691 46,099 45,122

Maserati 649 606 652

Ferrari 2,870 2,809 2,670

Fiat Powertrain Techn. 18,924 18,161 -

CNH 25,335 25,420 25,746

Iveco 24,533 32,373 31,037

Magneti Marelli 25,195 24,213 21,868

Teksid 8,342 8,952 8,571

Comau 12,293 12,725 13,328

Business Solutions 5,057 5,436 6,519

Itedi 836 846 849

Holdings and other 3,287 4,105 4,704

Total (Fiat Group) 172,012 173,695 161,066

Source: Fiat Group, 2005
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Fiat Auto – New Car Registration and Commercial Vehicles by country (in
‘000 units)

2006 2004 2002 2000 1998 1996 1994

France 88 73 98 142 152 184 142

Germany 110 108 123 158 195 177 136

Gr, Britain 76 87 91 110 109 98 65

Italy 808 704 759 969 951 773 802

Spain 70 72 66 74 67 66 75

Others West EU Countr. 138 149 165 234 210 193 170

West Europe 1,290 1,193 1,302 1,687 1,684 1,491 1,390

Poland 33 61 61 133 160 165 132

Brazil 465 358 358 362 365 448 389

Others World Countr. 193 154 139 168 188 178 187

Total 1,980 1,766 1,860 2,350 2,397 2,282 2,098

Source: Fiat Auto

Italy – New Car Registration by Manufacturer in 2005 and 2006

Brands 2005 % 2006 %

FIAT 464,076 20.75 544,001 23.39

ALFA ROMEO 62,055 2.77 71,817 3.09

LANCIA 99,549 4.45 98,511 4.24

FERRARI 590 0.03 608 0.03

MASERATI 616 0.03 569 0.02

Others nationals 192 0.01 189 0.01

Total national brands 627,028 28.03 553,171 30.77

AUDI 60,803 2.72 59,838 2.57

BMW 70,222 3.14 74,589 3.21

CHEVROLET 34,911 1.56 37,839 1.63

CHRYSLER 17,454 0.78 20,755 0.89

CITROEN 129,067 5.77 122,925 5.28

FORD 165,263 7.39 179,244 7.71

HONDA 23,508 1.05 23,962 1.03

HYUNDAI 39,216 1.75 35,400 1.52
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Italy – New Car Registration by Manufacturer in 2005 and 2006 (continues)

Brands 2005 % 2006 %

KIA 36,397 1.63 26,988 1.16

LAND ROVER 9,043 0.40 9,565 0.41

MAZDA 21,394 0.96 22,253 0.96

MERCEDES 73,190 3.27 81,436 3.50

MINI 21,952 0.98 19,072 0.82

MITSUBISHI 12,424 0.56 12,512 0.54

NISSAN 44,299 1.98 38,382 1.65

OPEL 169,081 7.56 162,491 6.99

PEUGEOT 96,151 4.30 104,041 4.47

RENAULT 142,566 6.37 123,180 5.30

SEAT 29,287 1.31 31,150 1.34

SKODA 15,831 0.71 13,250 0.57

SMART 41,819 1.87 33,321 1.43

SUZUKI 28,679 1.28 22,790 1.41

TOYOTA/LEXUS 126,963 5.68 136,991 5.89

VOLKSWAGEN 144,495 6.46 150,495 6.47

VOLVO 19,721 0.88 17,323 0.74

Others non national brands 35,962 1.61 40,501 1.74

Total non national brands 1,609,698 71.97 1,245,220 69.23

Source: Anfia

Main Fiat Auto factories (May 2006)

Country Factory Models Employees
Italy Mirafiori (Turin) Fiat Punto, Van - Fiat Idea, Van - Fiat 10.600

Year of production Multipla, Van - Alfa Romeo 166 - 
starting: 1939 Lancia Musa - Lancia Thesis - Fiat 

Grande Punto (from May 2006)
Italy Cassino - Piedimonte Fiat Croma - Fiat Stilo, MW, Van 3.600 

S. Germano 
(Frosinone), 1974 

Italy Pomigliano d’Arco Alfa Romeo 147, GTA - Alfa Romeo 4.750
(Naples), 1973 159, SportWagon, GTA - Alfa Romeo 

GT - Alfa Crosswagon Q4 
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Main Fiat Auto factories (May 2006) (continues)

Country Factory Models Employees
Italy Melfi (Potenza), 1993 Fiat Grande Punto 5.100
Italy Termini Imerese Lancia Ypsilon 1.500

(Palermo), 1970 
Brasil Betim-Minas Gerais, Fiat Palio/Weekend - Fiat Siena - 8.700

1973 Fiat Stilo - Fiat Doblò - Fiat Strada 
Pick Up - Fiat Fiorino - Fiat Marea/
Weekend – Fiat Idea - Fiat Mille 

Poland Tychy, 1974 Fiat Panda, Van - Fiat Panda 4x4, 3.250
Van, Cross - Fiat Seicento, Van 

India Kurla e Mumbai, Fiat Palio - Fiat Petra - Fiat Adventure 1.300
1951 e 1999 

Source: Fiat Auto

Joint Ventures 

Country Factory Models Employees
Italy SEVEL* Val di Sangro, 1981 Fiat Ducato, New Ducato 5.250

& versioni PSA
France SEVEL Nord  Lancia Phedra - Fiat  4.000 

(Valenciennes) Ulysse - Fiat Scudo & 
versioni PSA

Brasil Sete Lagoas Minas Gerais Fiat Ducato 650
(joint venture at 50% with Iveco)

Turchia TOFAS** (Turk Otomobil Fiat Doblò - Fiat Marea - 4.400
Fabrikasi A.S.), Bursa, 1971 Fiat Palio - Fiat Albea 

Cina Nanjing (joint venture at Fiat Palio/Weekend  2.100
50% with Yuejin Group), 1999 Fiat Siena 

* SEVEL (Sevel is a joint venture al 50% with PSA)
** Tofas is a joint venture with Koc Group (the Fiat share is 37,9%)
Source: FIOM Piemonte
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Engines production factories

Country Factory Models Employees 
Italy Mirafiori (Torino), 1955 Engines and gears 1.700
Italy Verrone (Biella), 1974 Gears 540
Italy Pratola Serra (Avellino), 1993 Engines 1.600
Italy Termoli (Campobasso), 1972 Engines and gears 2.100
Brasil Betim, 1976 Engines and gears 1.600
Argentina Ferreyra Cordoba, 1996 Engines 300
Turchia Bursa, 1971 Gears 300 
FIAT-GM (joint venture at 50%)
Poland Bielsko-Biala, 1972 Engines 1.300 

Source: FIOM Piemonte
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The Motor Industry in Spain

by Albert Recio Andreu, Josep Banyuls Llopis, Ernest Cano Cano, 
Raúl Lorente Campos, Maria Amigo Pérez

1. Introduction 

The motor industry in Spain has been playing a central role in the
economic activity and in the development of the country. The car mass-
production started in the middle of last century and, since the seventies,
the Spanish motor industry has acquired a key importance in the
European and world scene, going from a reduced production for the
internal market to being one of the biggest European producers. Behind
this evolution, we find some characteristics that differentiate the Spanish
situation to the rest of countries.

The first distinguishing aspect is that, in spite of the high production
volume, there is no Spanish motor industry as such. All the car-manu-
facturing corporations are multinationals, as great part of the supply
firms. In this sense, the sector is the result of a relocation process by the
big corporations placed in the centre of Europe toward the countries in
the south. This process began in the forties of the last century and it has
continued until our days. The logic of territorial specialization of the
multinational companies has generated in Spain an industry focused on
the production of low range cars, with low technological level in relative
terms and with practically null capacity to carry out product innovations.

The second characteristic is the coincidence (in time) of an important
techno-organizational change in the sector, the expansion of the produc-
tion in the automotive industry and labour market reforms in order to
increase labour flexibility. The increase of the production centred on
cars of low range together with the changes in labour regulation have
formed a productive structure in which flexibility and labour cost mod-
eration have become key elements to maintain the competitiveness in a
market segment where the price sale of the car is an essential variable.
Due to it, a complex net structure has been created between the different
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levels of supply companies and car manufacturers and the use, in the
whole of the sector, of different mechanisms to increase labour flexibil-
ity and to moderate production costs.

In the following pages, we will examine in detail all these questions.
The report has been elaborated keeping in mind the situation of the
motor industry nowadays and the tendencies of previous years, focusing
especially on the effects of the changes in the national employment
model to the sector. In this sense, as we will see later, the increase of
labour flexibility or the changes in the industrial relations model are two
clear effects of these tendencies. Beside it, we analyse also some new
features that the motor firms are introducing into their managerial prac-
tices that may become widespread in other activities in the future. 

In order to carry out this report, and given the characteristics of the
research, we have combined the available statistical sources and reports
with interviews conducted with staff from different firms, experts in the
sector and union representatives. The analysis carried out aims at col-
lecting the recent dynamics of the changes and the factors that explain
them. At the same time, in order to describe the present situation of the
motor industry in Spain, we have compared it with the main producer
countries in Europe (Germany, Italy, France and United Kingdom) and
with Hungary, country of recent integration in the EU, in which the sec-
tor is experiencing a rapid expansion.

2. General view of the Spanish motor industry

In the motor industry, we can differentiate two main activities. On the
one hand, car assembly in a strict sense, activity that is carried out by big
multinational companies located in different countries. On the other, the
supply or auto-parts firms, those produces an important number of com-
ponents and parts for car production. The differences between both
activities inside the sector are important. One of them is the market. In
the case of the car producers, the production goes to the final consump-
tion. In the case of the supply firms, their market is determined by the
dynamics and the strategies adopted by the big car assembly companies.
It is because of this that supply firms present a subordinate situation
regarding the whole activity.

Furthermore, car assembly is a perfectly defined sector activity but
the same is not true for the supply firms presenting in Spain a high diver-
sity. Big multinational companies with small shops of practically hand-
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made production cohabit in the auto-parts industry. In fact, we cannot
forget that, although we talk about supply firms as a group, the element
that characterizes them is the final customer of its activity (the car
assemblers) and not the product that they manufacture. Inside this con-
glomerate, we find companies located in sectors so diverse as iron, plas-
tic, glass, textile, wood, chemical products, electricity, electronics, etc.

This diversity is also reflected in the non-existence of statistics that
describe completely automotive industry. In the case of Spain, figures
elaborated by the National Institute of Statistic (INE) include the activ-
ity divisions following the approaches of the CIIU, which incorporate
into the group dm34 (Manufacture of motor vehicles, trailers and semi-
trailers) the main activities related with the automotive industry:

- dm341: Manufacture of motor vehicles, 
- dm342: Manufacture of bodies (coachwork) for motor vehicles,

manufacture of trailers and semi-trailers
- dm343: Manufacture of parts, accessories for motor vehicles,

excluding electric components. 
This classification presents some limitations when reflecting the

whole activity of the sector, since the data refers to more activities than
simply car production and less than those that the supply firms carry out
(OIT 2005). Nevertheless, considering the difficulties to obtain data
adjusted to the sector, we will use this statistical classification to
approach the big tendencies that have been taking place in recent years.
In the following pages, we will first deal with how the sector has devel-
oped historically and then go on to analyse in more detail the recent
dynamics. 

2.1. Historical evolution 
The Spanish car assembly as a mass production did not start proper-

ly until the decade of fifties of the last century. From that moment until
now the sector situation has not been homogeneous and we can distin-
guish two big periods. The first one, from 1942 to 1972, and the second
one from this latter date to the present time.

During the first period, the automobile production was supported by
the INI (National Institute of Industry). After the Spanish Civil War, this
organism was in charge of carrying out the industrial policy in the coun-
try. The creation of the firms ENASA for the manufacture of heavy
transport vehicles, and SEAT for passenger cars marked the starting
point. Later on, other factories were created (FASA, Citroën Hispania,
Motor Iberica, etc). After the Stabilization Plan in 1959, which made
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possible the opening of the Spanish economy to the international con-
text, more multinational firms arrived to the country. The arrival of the
multinationals firms during these first years can be explained by the
internal market situation. Spain was an autarkical country, closed to the
exterior, with a high interventionism and a growing economy since
1959. The multinational firms only had one way to access the national
market: the direct installation of plants. As some authors have pointed
out, in the case of Spain, the automobile multinational corporations pro-
vided technology and participated in the capital of national firms, think-
ing mainly of the Spanish market. Therefore, it does not seem as though,
in this decisive phase, these firms took into account the relative produc-
tion situation factors like the availability of abundant, non-conflictive
and cheap labour force (Catalan 2000:136).

Table 1. Arrival of the car assembler firms to Spain

Acquisitions / Participation in the capital / Direct investment
Before 1972 FIAT (participation in SEAT)

Renault (participation in FASA) 
DKW (Participation in Imosa) 
Citroën (participation in Citröen Hispania) 
Mercedes Benz (Participation in Emasa) 
Land Rover (Participation in Metalúrgica Santana) 
Chrysler Europa and Simca (Agreements with Barreiros) 

After 1972 FORD (direct investment)
GM (direct investment)
VW (Acquisition of SEAT) 
NISSAN (Acquisition of Motor Ibérica) 
SUZUKI (Acquisition of Metalúrgica Santa Ana) 
IVECO (Acquisition ENASA) 
Peugeot (Acquisition of Chrysler and Citroën) 

In the case of supply firms during this period, their evolution was
affected by the tendencies that we have just pointed out for the car pro-
ducers. In the fifties, the automotive supply industry was not very
important and had an insufficient and low quality production (Lagendijk
1994).

The fact that it was compulsory for car producers to incorporate a
high percentage of national goods due to the external trade protective
policy, made it impossible to import car components, compelling the car
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assembly firms to organise the production with a very high vertical inte-
gration. Nevertheless, this situation was combined with the creation of a
“supplier’s family” (García 2001). Each factory created certain structure
of supply firms, so there were no supply companies operating independ-
ently from the main company.

After the Stabilisation Plan in 1959, the situation changed. The eco-
nomic growth during the decade of the sixties entailed an increase of the
production of automobiles that, together with the high percentage of
nationalization of the production (90%), helped the development of the
auxiliary industry. This increase in the production of the auto-compo-
nents firms to provide the larger demand by car assemblers was accom-
panied by a parallel process that made possible the arrival of multina-
tional companies in the supplier activity. The external economic open-
ing starting in1959 allowed the arrival of foreign capital in the country.
In fact, foreign investment was the main factor that increased the devel-
opment of the components industry during these years.

The second period began in 1972, having as a main event the instal-
lation in Spain of the Ford Motor Company. Two facts help us to under-
stand the strong growth and the radical change that took place in the
motor industry during the decade of the seventies. The first of these facts
was the general economic crisis, which in this particular sector opened
the door to new strategies for the car assembly companies. These com-
panies looked for new geographical areas to carry out production with
cheaper labour costs and less conflicting work force, at the same time
that they introduced new production forms based on the philosophy of
the Japanese production model. Thus, the production of new car models,
with lower production costs and less petrol consumption (the utilitarian
of range entrance) coincided with a context of economic crisis, labour
conflicts in Central European countries and the search by the automotive
companies for areas where it would be less conflicting to implant new
production forms. It was in these circumstances that Spain, and other
countries of southern Europe, became the point of many European mak-
ers’ aim.

It is clear that labour aspects, like job organisation and labour costs,
are crucial to explain why European and American car assemblers
expanded their activity in Spain. For instance, Layan (2000) points out
that the increase of the competition between the multinationals of the
sector in the central markets led the American companies to use outly-
ing spaces (Spain and Portugal in Europe, Mexico in America) with a
dominating character. In these areas, they were able to apply changes in
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management models that could not be applied so easily in the centre.
Later on, the European companies imitated the continental restructuring
that accompanied this outlying expansion carried out by American cor-
porations. At the same time, the most complex functions of the automo-
tive industry stayed in the centre (Bordenave and Lung 1996; Chanaron
2003). These arguments rest in the organizational possibilities that green
fields offer. In the case of Spain, it was possible to experience new pro-
duction forms because many restrictions did not exist, in comparison
with other countries in which the motor industry had existed for a long
time. Apart from this, it is important to take into account the smaller
labour conflicts. In fact, the American companies are located in Spain in
areas without industrial tradition (Catalan 2000:144). Beside it, we can-
not forget the smaller labour costs in relative terms compared with other
EU countries (Armstrong, 1997; Catalan 2000; Layan 2000; Vickery
1997) and the proximity to Europe, that which would be related with the
productive specialization in the low range and the export orientation of
the production. In the vehicles of low range “the part of the wages is rel-
atively higher in the total cost of these vehicles and the competition in
the range entrance is in great measure a competition for the prices.”
(Layan 2000:85). The previous arguments are reinforced by other con-
tributions that point out that this process of territorial adjustment was to
be facilitated by the European integration and trade freedom (Dicken
1992), at the time that would generate a space division from the work to
European scale in the sector (Lung 2003). It is also necessary to bear in
mind that, starting from the seventies, the car production was no longer
directed to the national market. It now responded to a European logic
that extended in Europe a corporation strategy according to which com-
ponents were manufactured in different parts of the continent, with a
very high external trade and with a certain logical centre-periphery
(Layan 1997).

The second fact that explains the transformation experienced in
Spain at the beginning of the seventies in the automotive industry is the
industrial policy applied (Aláez 2003). Although at first public interven-
tion had a marked autarkical bias with the Import Substitution
Industrialisation (ISI), from 1972 a new period began in which the basic
goal of the industrial policy in the sector was to attract foreign invest-
ments in order to increase the export levels of the country.

A very important change took place in the legislation that affected the
activity and was devised in great measure to adapt it to the specific
requirements of the Ford Motor Company. With these changes, Ford
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could operate as a multinational company, with direct investments and
without the rigid administrative control that was predominant until that
moment. In addition, it facilitated to this company the application of its
characteristic model for organizing production, based more on the
recourse to the auxiliary industry than the prevailing pattern until the
moment. The result was a bigger liberalization of the sector, which
enabled the big multinational companies to operate freely in the country.
Years later, General Motors established itself in Spain and, because of
the negotiation that this company carried out with the government, the
liberalization margin increased in the sector. In contrast to the previous
situation, in which the foreign companies could only establish itself in
Spain with the partial participation in the capital of the company, creat-
ing societies with those existent or becoming a technological partner,
with these reforms in the legislation the door was open for the direct
installation of the multinational companies.

These transformations changed radically the motor industry in Spain.
It is interesting to take into account that a differential feature is that, in
our case, these transformations have as catalyst the arrival of Ford, in the
first place, and GM later on. In fact, the impact of the American multi-
national companies of the automobile in Spain is very important for the
group of the activity in the sense that a new organisational model and
new products were introduced which put to an end the existing situation
and forced the other European companies to imitate this trend (Álvarez
and González 1997, Lagendijk 1994). In the case of supply firms, in the
period that began in 1972, after the installation of the Ford Motor
Company, an important qualitative change takes place. The transforma-
tion of the market strategy of the car assemblers from a production
focused on the internal market to a strategy directed towards the exter-
nal market entailed the rationalization of the existing productive struc-
ture and the generalization of the net firm structure in the sector
(Lagendijk and Van der Knaap 1993). The change affects directly to the
auto-components firms, which passes to play a key paper inside the pro-
ductive structure of each company. It is a strategy in which the suppliers
firms are part of a system of integrated global production, controlled by
the main car assembler company (Lagendijk 1994).

In this context, new suppliers companies arose, or the existent ones
were acquired, but the control was massively from other countries.
Lagendijk and Van der Knaap (1993) analyse the presence of foreign
capital in the Spanish automotive industry and they highlight that the
direct investments with the creation of production plants are concentrat-
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ed mainly on the assembly, chassis and instrumentation. That is to say,
industries with a high concentration level at a world scale and in those
in which the advantages of the companies play a crucial role. A special
category of control is the one that is derived from the plants established
by foreign companies but which were officially property of Spanish
institutions, as banks or the INI. Alongside these groups of companies,
there is a group of companies that have been established with Spanish
capital but with a license from foreign companies. As the industry has
been internationalised, there is a clear tendency of passing of being
Spanish companies or with indirect control to direct investments with
creation of plants or by purchases of companies.

In short, the most outstanding features that the sector presents in
Spain that are key to understand the present dynamics are the following:
In a strict sense, it is impossible to speak of a national motor industry.
Although in some cases the capital is national, the production takes
place under licenses from some technological partner (SEAT with FIAT)
or they are societies that are supported by the INI with participation of
capital from other foreign companies (Citroën Hispania) or that are
devoted to the assembling of vehicles (FASA with the vehicles Renault).
If we consider the whole productive process (from the technological
design to the production in shop floor) properly, it is necessary to talk
about foreign companies that have established themselves (in different
ways) in the national panorama. From the point of view of some analysts
(García 2001), these dynamics were reinforced by the lack of technolo-
gy of their own and the inability of the national financial system to
afford the capital requirements of the sector companies.

The sector regulation during the first years responded to an industri-
alization policy supported by Import Substitution, which hindered the
imports and impeded in great measure direct foreign investment. This
translated into a high degree of nationalization of the industry and in the
restriction that the percentages of components of national production
that have to incorporate the vehicles are very high. The non-existence of
a developed auxiliary industry with good quality production “forced” a
high vertical integration in the car assemblers firms, although with a
diversity of situations according to companies.

The production was directed to the growing internal market, strong-
ly protected from imports. It is because of this, that many foreign com-
panies established themselves in Spain as the only way of penetrating
the national market. It is also important to highlight that there are differ-
ences among the companies according to the moment in which they
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arrived to Spain and the form in which they set up. A practice that has
been applied by certain companies is that of control (mainly technolog-
ical) or acquisition of most of the capital of companies already existent.
This was the pattern followed by the automobile companies during the
fifties and sixties and more recently by VW, Nissan and IVECO.

The second model is the establishment of a new production plant, as
is the case of the American multinational companies (FORD and GM).
This path meant that, to a certain extent, the company had more facili-
ties to establish an “extension” of the main company, which controlled
the new plant directly and, in general, laid down their administration
style from the beginning.

The sector has a clear export orientation if we consider that 80% of
the production goes to the external market. The Spanish production is
centred on the assembly of small automobiles and the national plants are
specialized in the production of the basic parts and components. The
most advanced components are provided by other countries. The sector
is lacking of the phases of high added value.

2.2. Sector structure 
According with data from industrial survey (table 2), the motor struc-

ture in Spain differs significantly comparing with other industrial activ-
ities. Clearly, the firm size is bigger in the sector. This situation is
expected due to the productive characteristics of the motor industry.
However, it is interesting to point out the trend on the firm size. In the
case of manufacture of motor vehicles (dm 341) and bodies (dm342), the
firm size is stable in the last years. However, in the case of supplier firms
(dm343) the number of medium-sized companies has increased signifi-
cantly in recent years.

Although the dimension of the companies in the industry has
increased in Spain from 1994 until today, the increase is much more
important in the group of companies that manufacture parts, pieces and
non-electric accessories for motor vehicles. This tendency can be
explained by the change that is taking place in productive structure of
the sector. As we will see later, there is a process of managerial concen-
tration, which has one of its manifestations in the size of the companies
(Table 2).

These figures are a general overview of the sector structure. As we
have been pointing out, an important number of multinational car
assemblers operate in Spain, and the activity and sector trends are
explained by these firms.
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More concretely (Table 3), we can indicate that the biggest company,
considering the number of workers, is SEAT, although, if we regard the
industrial group, SEAT and PSA are the biggest ones. The two American
multinationals occupy an intermediate place and, lastly, the smaller fac-
tories are VW-Navarra and Mercedes.

Table 3. Car assemblers located in Spain and employed

Firm 1998 1999 2000 2001 2002 2007
Ford 7.822 7.498 7.498 7.082 7.558 7.200
PSA Peugeot Citroën 
(Citroën Hispania) 9.177 10.578 10.178 10.380 9.778 9.580
Iveco-Pegaso 3.757 3.817 3.947 3.478 3.383 4.462
Mercedes Benz España 4.366 4.601 4.902 4.840 4.249 3.701
Nissan Motor Ibérica y 
Vehiculos Industriales 5.323 4.966 5.987 4.584 4.490 7.000
Opel España 9.007 8.727 8.778 8.585 8.484 7.903
PSA (Peugeot España) 4.276 4.028 5.418 3.533 3.500 3.546
Renault España, S.A. 12.259 12.764 11.753 11.118 11.016 8.500
Santana Motor 1.662 1.666 1.658 580 593 7.000
SEAT 14.148 14.317 15.003 14.419 13.222 16.000
Volkswagen Navarra 5.406 5.309 5.530 4.980 4.890 3.751
Total employed 77.203 78.271 80.652 73.579 71.163 78.643

Source: CCOO

It is more difficult to characterize the components sector in detail
because of its variety. It is impossible to know the exact number of com-
panies or workers it comprises, or which companies that produce plastic,
iron, electronic equipment and so on can be described as auxiliary car
industry. Moreover, to all of this, we must add the changing character of
the sector: the technological changes and the use of new products in car
production modify the suppliers’ structure. In response to the diversity of
the supply firms there have been different attempts to establish a classi-
fication21 in order to have a better understanding of the sector. For exam-
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21 For example, another usual classification is the division of the automotive indus-
try firms into OEM (factories that design, assemble and sell the vehicle) and the differ-
ent supply levels (TIER-0,5, TIER-1, TIER-2, TIER 3-4).



ple, Estrada and other authors (Estrada et al 1997) outline that, in the
industry of components in Spain, it is impossible to speak of a company
type since the sector comprises a multiplicity of companies. These
authors establish a typology of companies that derives from a proposal by
SERNAUTO (the employers’ association), which classifies the compa-
nies of the sector into two groups. On the one hand, companies whose
production is dedicated exclusively to the manufacture of vehicles and,
on the other hand, companies that only dedicate a part of their production
to car assembly. In the case of the companies within the first group, most
of them are multinational or have a high share of foreign capital. In recent
years, very important changes have been taken place in this segment of
companies. A parallel process can be observed combining capital concen-
tration and internationalisation. In this context, the number of firms with-
in this group has decreased, mainly among the first level suppliers while
their dimensions have increased. This process appears to be linked to the
extension of the policy of global purchases by the car assemblers, which
concentrates the purchases for the whole group to certain suppliers with
the aim of homogenizing the quality and pressuring these suppliers into
lowering prices, using as a trade off the long-term concession of the pro-
duction of some components. The fact that most of these companies are
multinational implies that they do not have autonomy when making
strategic decisions, and that their degree of dependence regarding the
market conditions marked by the main industry is very high.
Nevertheless, after a long period of car production in Spain, some big
Spanish components firms have based themselves in our country, focus-
ing their activity on medium and low-level technology production, thus
responding to the traditional demand of the car factories located in Spain
and, therefore, providing components for the vehicle type carried out in
Spain. Among the companies that do not manufacture exclusively for the
car assemblers, or that if they do, do not form part of this first level of
suppliers, are companies of smaller dimensions and with a higher pres-
ence of Spanish capital. In fact, this group of companies is the one that
constitutes the national industry of components properly. They are com-
panies with little innovation capacity, as regards both process and prod-
uct, and which usually manufacture technological elements contained
first floor. It is thanks to this, that we can highlight as constants in the sec-
tor, the import of the more technologically developed components and
modules as well as the lack of an industry of components that develops
important innovations of its own, as a result of the research laboratories
being located in the headquarters of the big multinationals.
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2.3. Recent trends in production and employment 
As we have pointed out, since the seventies the Spanish motor indus-

try has experienced a very important expansion. If we compare the pro-
duction of motor vehicles in the main producing countries in Europe
(Table 4), we can observe that Spain has consolidated itself in third posi-
tion, behind Germany and France.

Regarding the evolution of the production from 2000 to 2005, we
observe different trends. While Spain and Italy present a tendency to
decrease production, Germany and France increase it. At the same time,
the United Kingdom maintains a stable production and Hungary increas-
es it, in relative terms, dramatically.

Table 4. Passenger car production in different European Countries. (in
thousands)

2000 2001 2002 2003 2004 2005
France 3.348,4 3.628,4 3.701,9 3.620,1 3.666,0 3.549,0
Germany 5.526,6 5.691,7 5.469,3 5.506,6 5.570,0 5.757,7
Italy 1.738,3 1.579,7 1.427,1 1.321,6 1.142,1 1.038,4
Spain 3.032,9 2.849,9 2.855,2 3.029,8 3.011,8 2.752,5
The United Kingdom 1.813,9 1.685,2 1.823,0 1.846,4 1.851,6 1.803,0
Hungary 0,0 144,3 141,5 126,3 122,7 138,9

Source: ACEA.

As for the contribution of the Spanish motor industry to the econom-
ic activity, according to Industrial Survey, data (Table 5), we observe
that the contribution of this sector to the gross operating surplus gener-
ated by the Spanish industry was around 10% in the last ten years.

Regarding its evolution, during the period 1995-2005, the contribu-
tion of the activity diminished, distinguishing two stages in these years:
one of growth, between 1995 and 2000, and another, of loss of relative
importance between 2000 and 2005, despite a certain improvement had
taking place in 2003 and 2004. In relation to the relative importance of
the different activities in the motor industry, we can observe that, during
the whole period, Production of Vehicles has the highest contribution,
followed by that of Parts, Pieces and Accessories, and, lastly, that of
Chassis. 
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Table 5. Participation of the Spanish motor industry in the Gross
Operating Surplus

Total 
industry

1995 1998 2000 2001 2002 2003 2004 2005

dm34 10,7% 12,2% 12,5% 11,0% 11,0% 11,5% 11,4% 10,2%

dm341 8,1% 9,3% 9,5% 8,1% 7,8% 8,2% 8,0% 7,1%

dm342 0,4% 0,4% 0,5% 0,5% 0,4% 0,5% 0,5% 0,5%

dm343 2,2% 2,5% 2,5% 2,5% 2,7% 2,9% 2,9% 2,7%

Source: INE, Industrial Survey

Regarding employment, we can obtain a general view of the tenden-
cies in the sector using the Labour Force Survey22 (Table 6). The
employment in motor industry is very important in the industrial
employment (5, 8% of the total) in Spain. At the same time, it presents
a clearly positive tendency in employment terms in the group of the
industrial activity as well as inside the most global activity in production
of material of transport. In this sense, while industrial employment grad-
ually decreases its relative importance within the economic activity in
Spain since 1987, due to the increase of the service sector, the number
of people employed in the motor industry remains at the same level from
1987 until the year 2004.

If we analyse the changes, we observe, first of all, that in the expansi-
ble phase of the Spanish economy, between 1987 and 1991, employment
in the motor industry grows significantly, more than industrial employ-
ment (15,7% in front of 2,3%) and even above the growth of the total
employment (which increases 8,4% during this period) considering all
the productive activities. During the period of crisis between 1991 and
1994, employment destruction was smaller in the motor industry than in
the rest of the industry, maintaining, therefore, the most positive tenden-
cy. After that, during the last expansible phase since 1994, the sector
increases the employment but with different rhythms, being the period
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22 We analyse data only untill 2004 because due to methodological changes, after
this year data by the Labour Force Survey are not comparable with previous periods. We
think that it is more interesting to analyse the period that we presented than the last one
from 2005 because changes are more important. Novadays the situation in the sector is
very similar to 2004.
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between the years 1997 and 2000, the moment of more growth. From this
moment onwards, a steadiness in the rhythm of growth is appreciated,
which shows certain signs of exhaustion. Due to this, one can affirm that
the sector presents a positive tendency in employment expansion during
the last two decades, although in recent years these expansible dynamics
have lost force. If we go deeper with data collected by the Industrial
Survey referred to the most recent period (Table 7), the image that we
obtain indicates different trends in the sector activity. Concretely, an
important decrease of employment has taken place in the production of
automobiles, at the same time that it has increased in the industry of com-
ponents. Behind these tendencies, we find one of the transformations that
we have been pointing out. Indeed, one of the aspects that have recently
had an impact in the industry of components is the outsourcing process
that has taken place, transforming it from an auxiliary industry, with lit-
tle specific importance, into a key element within the organization of the
production of the automobile industry. This new form of organizing the
production has meant, to a certain extent, the transference of employment
from the car assemblers to the auxiliary industry.

Table 7. Employed by activity sector. Spain, 1993-2004

Absolute value (in thousands)
Employment percentage 

on total industry
Years Total industry Dm 341 Dm 342 Dm 343 Dm 341 Dm 342 Dm 343
1993 2.349.884 83.710 9.748 48.060 3,6 0,4 2,0
1994 2.317.274 76.453 10.169 49.524 3,3 0,4 2,1
1995 2.322.694 75.457 9.608 53.248 3,2 0,4 2,3
1996 2.388.587 75.513 9.929 55.721 3,2 0,4 2,3
1997 2.428.936 77.078 11.397 60.648 3,2 0,5 2,5
1998 2.516.327 80.153 12.048 61.852 3,2 0,5 2,5
1999 2.588.872 79.649 13.898 64.532 3,1 0,5 2,5
2000 2.628.008 83.467 13.896 66.798 3,2 0,5 2,5
2001 2.691.707 79.084 14.257 68.002 2,9 0,5 2,5
2002 2.662.093 75.707 14.679 71.664 2,8 0,6 2,7
2003 2.653.584 76.026 14.593 72.903 2,9 0,5 2,7
2004 2.619.937 73.701 14.702 74.209 2,8 0,6 2,8
2005 2.634.755 72.361 14.932 71.870 2,7 0,5 2,7

Source: INE, Encuesta Industrial de Empresas
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Focusing on the characteristics of the created employment (Table 8),
we observe that, on the one hand, in the motor industry, most of the
employed are employees (97%), ten points above the stocking of the
industry and 20 above the group of the productive activity. This trend is
completely logical, given the characteristics of the industrial processes
in this sector. On the other hand, we can verify that the temporary con-
tract level is significantly smaller than the existing one in the group of
the Spanish economy, and even in the group of the industrial sector. 

Table 8. Occupied by professional situation in Dm 34 sector. Spain.

1987 1991 1994 1997 2000 2004
TIV TIV TIV TIV TIV TIV

Dm 34 (in thousands)
Employed 169,6 196,2 178,7 187,2 242,9 239,2
Employee 165,9 191,3 176,2 182,7 238,9 235,1
Employee rate
All the activities 70,9% 74,8% 74,4% 76,9% 80,2% 81,7%
Industry 87,8% 88,7% 88,0% 85,5% 89,1% 89,2%
Dm 34 97,8% 97,5% 98,6% 97,6% 98,4% 98,3%
Temporary rate
All the activities 17,9% 32,2% 33,8% 33,4% 32,2% 30,88%
Industry 22,0%
Dm 34 18,84%

Source: INE. Encuesta de Población Activa

The presence of women in the automotive industry is very low, com-
pared with the whole industrial activity and the rest of the economic
activities (Table 9). In the year 2004 the percentage of female employ-
ment in the production of motor vehicles hardly exceeded 18%, a pro-
portion that does not reach, either, the average that female employment
entails within the group of economic activities. Even compared to the
industrial activities, where female presence is smaller than in other
activities as, for example, services, the percentage of women employed
in the production of motor vehicles is significantly lower. However, if
we examine the evolution that has taken place from 1987 until the pres-
ent time, we can appreciate clearly how the increase in female employ-
ment within the sector of motor vehicle production has been very impor-
tant. Irrespective of the phase of the economic cycle, the evolution of
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female employment has always been positive and, with the exception of
the period 1994-1997, the variation rate has been significantly higher
than the one experienced for the employment total. 

2.4. International position 
The Spanish motor industry is an exporter activity (table 10): in

2006, around 20% of the total of Spanish exports is carried out by the
sector companies. As for the relative importance of imports in the
Spanish economy, these represent in the year 2006 14% of the total.
Observing the tendencies, the total volume of exports of the sector in
the last years has increased. At the same time, imports have grown
more than the exports, causing erosion in the Balance of Trade. By
sub-sectors, the export of vehicles always presents a positive value in
each year that we have considered, although falling, and the auto-com-
ponents and trailers and semi-trailers sectors have been traditionally
deficient, fact that actually responds to the predominant productive
structure in the automotive industry. Big multinational companies have
based themselves in Spain using the territory like an export platform
of vehicles and importing great part of the necessary components for
car production.

The competitive advantages that Spain has offered the automotive
industry have been changing throughout this time, and, in general, they
are the causes usually pointed out to explain the massive establishment
of multinational companies in Spain. They are, to mention a few, the low
wages, the availability of not very conflicting and formed manpower, the
existence of an industry of the automobile already developed, a lot of
auto-parts firms, the relatively good infrastructures and easiness of
transport to the destination countries, the vicinity of other factories of
the different producers in near countries (Germany and France), etc.
Beside them, we can mention also the industrial density. Half a century
of experience in the production of vehicles and automobile pieces, as
well as being the third European car producing country, with a high
number of factories within its territory pertaining to the main multina-
tionals of the automobile, with the exception of Toyota, constitutes an
important competitive advantage over other countries. It is important to
highlight the advantages derived from the presence of most of the big
multinationals of the components industry, which, with just one factory
can supply several car producers, strategy that has been followed tradi-
tionally by these firms.
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In connection with this, several members of the staff of the automo-
tive industry point out in the interviews that the existence and develop-
ment of a park of suppliers, close to the factory of final assembling, is
an element that is now central to the competitiveness of the companies.
In addition, the car assemblers also consider the global capacity of pro-
duction when they analyse the production capacity of each factory to
carry out investments or to fix objectives, thus adding the car assembler
factory to the suppliers net. In this sense, the articulation and coordina-
tion between them is important as a competitive factor.

Some of these advantages continue today, while others have been
losing strength. According to figures of international trade and compet-
itiveness (Table 11), the Spanish motor industry is loosing competitive
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Table 11. Revealed Comparative Advantage Index(*) (in %)

SITC-78 SITC-781 SITC-784 SITC-786

1995 22 44 -19 -18

1996 20 38 -15 -22

1997 18 33 -13 -19

1998 11 24 -17 -10

1999 2 15 -22 -30

2000 4 20 -26 -34

2001 5 18 -22 -32

2002 5 18 -20 -31

2003 4 17 -20 -32

2004 -1 10 -20 -29

2005 -4 2 -17 -34

2006 -4 1 -19 -32

Source: Ministerio de Industria, Comercio y Turismo.
SITC-78: Road vehicles.
SITC-781: Motor cars and other motor vehicles principally designed for the transport
of persons (other than motor vehicles for the transport of ten or more persons, includ-
ing the driver), including station-wagons and racing cars.
SITC-786: Trailers and semi-trailers; other vehicles, not mechanically-propelled; spe-
cially designed and equipped transport containers.
SITC-784: Parts and accessories of the motor vehicles of groups 722, 781, 782 and 783.
(*) RCAI= (X-M)/(X+M)*100.



advantages. The reasons are plural and diverse. In the case of the car
market, for many years, the Spanish automotive industry has been above
all an exporter. But in recent years this tendency has changed, partly due
to the increase in income levels that has generated a demand for cars of
superior range to those that are manufactured in Spain and that, there-
fore, it is necessary to import.

In addition, the differential in labour costs between Spain and
other important European car producing countries (such as Germany,
France or the United Kingdom) is still important, but in relative terms
it is not regarding the rest of the world. We can affirm that, during the
last two decades, Spain has been losing its competitive advantage
regarding the low costs of the work force. This was important for the
production of big series of vehicles of low range by the main indus-
try, and a massive production of low technological components by the
auxiliary industry.

In the case of auto-parts firms, the future of the diverse auto-parts
plants is full of uncertainties derived from its own particular situation,
of the decisions of its headquarters and of the pressures of the car
assemblers. We should take into account the secondary position of the
industry at international level and the delocalisation process. In this
sense, it is interesting the differentiation between production of special-
ized components, production of components of low added value and
preassembly of final components. The plants that operate in the first
level tend to focus towards the worldwide market and its future depends
on its capacity to continue like suppliers of a component with high tech-
nological content. It requires a capacity of constant innovation. The
plants of the second type permanently are exposed to delocalization
processes in which the wage costs and the public aids play an important
role. Given the conditions of the worldwide market, they are plants with
a high level of volatility (partly due to the relative low volume of
investment that they require and to the low costs of transport of its
products) what make difficult its “fidelity” in a certain territory. The
plants of the third type depend, concerning their location, of the loca-
tion of plants assemblers. If they stay in the territory, there is a market
for its survival. The problems for these plants come from the pressures
that car manufacturing firms have on prices and conditions of delivery
of the components, which causes tensions derived from the necessity of
continued adjustment.
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3. Organization of the value chain 

3.1. Position of the national industry in the international value chain 
The car assembly companies established in Spain belongs to big

multinational groups with base in foreign countries. Due to this, the
Spanish factories do not have capacity of decision in the main questions
that affect their activity. This situation marks largely the Spanish assem-
bly car industry and, therefore, the dependent industry of auto-parts, and
explains a particular weakness in the European context, before other
countries in which the headquarters of the multinationals are located and
the key decisions are taken. This constitutes the most important distin-
guishing characteristic of the Spanish industry in connection with the
automotive industry in central European countries and marks its position
in the value chain. In this sense, the Spanish situation is similar to the
one in East European countries or other countries such as Mexico,
Argentina, and Australia.

In the auto-parts firms, the situation is similar to the one in the main
industry, although the context here is more plural. The first level of sup-
pliers, most of them are multinationals also, and they do not have auton-
omy in the strategic decisions. Nevertheless, after half a century of the
automobile industry having been established in our country, some big
components companies of Spanish capital have been developed,
although, basically, in activities of medium and low technology, and
linked traditionally to the demand of the car assemblers located in Spain
and, therefore, producing the type of product that is necessary for the
type of vehicle produced in Spain. Because of these situations, the
Spanish motor industry has a subsidiary paper within the sector at
European level.

As for the market segment towards which most of the production is
directed, the Spanish industry is specialized in the production of auto-
mobiles of low and medium-low range (the habitually denominated seg-
ments B and C), and, recently, the sub-segment B is added for very small
utilitarian urban. Nevertheless, it is necessary to point out that, in recent
years, some firms have begun to produce vehicles of higher range, for
example Fasa-Renault or Nissan and some makers have develop strate-
gies to ascend the range of all their products, as is the case of SEAT, that
has stopped producing commercial-industrial vehicles and seeks to give
a sportier character to all its vehicles. 

These models are in the most sensitive segments to international com-
petition, where variable prices are very important. This circumstance runs
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parallel to the range increment, seeing that the most sensitive segment is
segment sub B, with the result that some producers have thought of mov-
ing this type of production from our country to other countries soon. The
market of vehicles of low ranges is the more penetrated by the Asian pro-
ducers, and is the one that European and North American multinationals
have less interest to further develop. This reorientation of the production
of the European, North American and Japanese multinationals, could be
consolidated at a time when the imports from Korean car producers or
from other Asian countries will surely have consequences for the Spanish
factories in a not too distant future. 

In the case of the auto-parts firms located in Spain, we have already
pointed out that it is specialized in the production of pieces and modules
for the vehicle type made in Spain, that is to say, of low and medium-
low range. In this sense, most of the factories are specialized in this pro-
duction, basically in these components they are very voluminous mod-
ules or in those where the vicinity to the plant manufacturer is funda-
mental, aspect that has gained more and more importance with the
development of parks of suppliers next to the plants. Other components
are easier to transport, they are manufactured farther from the assem-
bling factories, and an important part of the production is exported.
However, an aspect that we can highlight as a constant of the sector is
the import of the components and modules more developed technologi-
cally. We can also point out the lack of an industry of components that
develops its own important innovations, since the research laboratories
are located in the headquarters of the big multinationals. In this sense, it
is possible to affirm that the most habitual components being produced
in Spain are those of a technological nature contained first floor and
directed towards a massive market of vehicles of low and stocking-low
range. However, the tendency to incorporate more and more sophisticat-
ed modules for these vehicles or for certain versions of the same ones
has led to increase the imports. 

Inside the product strategies, we can say that great part of the Spanish
industry of components is in a subordinate position in what is the pyram-
idal structure of the production of vehicles. For that reason rather than
develop their own strategies, it is influenced and determined by the
strategies developed by the multinational manufacturers or by the multi-
nationals of components. This way the extension of the phenomenon of
globalisation of purchases in those that the supply concentrates benefits
to the biggest companies penalizes to the smallest that can disappear or
to descend steps in the productive hierarchy and turn subjected.
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The phases of the productive process that are developed in our coun-
try are those of production and construction or assembly of the different
parts of the car. They are those of conception of the product and design
of the same one outside, as well as the development of innovations in
engineering and other sections, to exception of original developments
starting from innovations developed in other countries that practically
carry out all the multinational manufacturers and manufacturing compa-
nies of components. The only maker that develops its own models is
SEAT, which has installed in Spain a centre to create their own designs
and technological developments, although under the direction of the
multinational WV. This is an exception in the Spanish automotive indus-
try. In this sense, it is possible to affirm that the R+D in the automotive
industry in Spain is only D, that is to say, developments of technology
coming from other countries.

3.2. Net structure 
The increase in the outsourcing is one of the main changes in the sec-

tor that has taken place recently and has modified the situation of the
auxiliary industry significantly.

Studies carried out on the outsourcing level of the Spanish industry
(Díaz and Gandoy 2005), clearly showed that, in the case of the three
activities classified statistically as motor industry, all of them bet on the
outsourcing with an intensity that even stands out in contrast to the
European levels. This trend has allowed it to come closer to the high lev-
els of intermediate consumption for unit of product of the main
European Community producers, some levels that in the three branches
that conform the motor industry have spread to converge between 1993
and 2000 (Díaz and Gandoy 2005:73).

After analysing the different motor industry activities, “Production of
motor vehicles” (Dm 341) presents smaller integration levels. The disin-
tegration dynamic is common in all the companies of the sector (Peligros
2005) and analysing data by companies it is possible to conclude that
from the year 2000 the disintegration rhythm is similar in all the facto-
ries. In the other side, the more integrated activity, in relative terms with-
in the motor industry is the components industry (Dm 343) although it
has a remarkable fall in the integration levels. In addition, the Dm 342
sector also reduces its integration level (Peligros and Bilbao 2005).

At the same time, if we take into account figures about employed in
the motor industry, the auto-parts firms have been growing their impor-
tance (Table 12).
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The previous data from the industrial survey does not show signifi-
cant differences in the current situation in Spain in relation with other
European countries. However, using other sources of data referred to the
employment, for instance data from the German Association of the
Industry of the Automobile (VDA) or the International Federation of
Metal Workers (see ILO 2005:27), the results differ.

After analysing the automotive sector in 14 countries, one of these
researches concluded that the average distribution of the employment in
the year 2002 was 51% in the industry of the automobile and 49% in
components. Other studies that covered information from more coun-
tries point out that the percentages are around 32% of the employment
for the car assemblers and 68% for suppliers (ILO 2005).

Anyway, what is highlighted is that, in Spain, the proportion of work-
ers in the industry of components is much higher than in the average
data that we are considering, just as we can appreciate in the Table 13.

Table 13. Employment distribution in the automotive industry, 2002 (in
percentage)

Country Car assemblers Components

Spain 25 75

Japan 29 71

Poland 33 67

United States 37 63

Italy 39 61

R. United 43 57

Germany 56 44

France 62 38

Belgium 84 16

Source: quoted in OIT (2005)

Without entering in the debate on whether the figures show the evi-
dent importance of the outsourcing, we want to highlight the parallel
between qualitative transformations and this quantitative change. In the
first place, it is necessary to point out the substitution of national inputs
for import inputs in this process of growing outsourcing. “These results
can be interpreted as a bigger participation of the sector in the nets of
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international production, where the car companies centred in a few
activities and outsource the rest buying them, more and more, to special-
ized and more efficient suppliers located in other countries. (...) While
the branches Dm 342 and Dm 343 are basically using suppliers from EU
countries, in their current tendency to outsource segments of the produc-
tive process, the outsourcing of the branch of motor vehicle production
is being much more slanted towards other countries not included in EU-
15 (Díaz and Gandoy 2005:74).

This tendency is related directly with the change in managerial struc-
ture that we have pointed out previously. The managerial concentration
and the generalization of multinational companies in the first level of
suppliers are facts that are behind this tendency that we have just point-
ed out. It generates a markedly dual structure and everything points to
an important segmentation among the supply companies in the case of
Spain. On the one hand, small companies, in their majority of national
capital, manufacturing products with low technological complexity. On
the other, multinational companies that are devoted to the most complex
products and with a bigger technological level. At the same time, it is
important to distinguish among the sub-sectors of the industry of com-
ponents, which present a high number of managerial sizes, products,
production types and volume.

To this segmentation, we should add another aspect: the structure of
the sector is very reticular, in the sense that it extends at different levels
(Estrada et al 1997). In addition, from the first level of suppliers to the
small shop there is an important change in labour conditions and the
forms of negotiating flexibility. The adjustments take place in different
ways according to the level at which the company is located. In the com-
panies next to the assembly plant (and in this) prevails a flexibility based
on internal flexibility and technology (although this is also taking place
with quantitative adjustments). As we move away from the nucleus of
the assembly company, the flexibility practices are more reactive and
rest mainly in quantitative adjustments of the work force. In fact, the
adjustment of the work force in the auxiliary industry is much higher
than in the assembling industry. At the same time, in these companies
there is a high flexibility in working hours (Recio et al 1991). Moreover,
the use of internal and external subcontracts constitutes a method to
increase the flexibility.

The position of the company within this pyramid is closely connected
with the characteristics of the manufactured product, the forms of organ-
izing production and work. First level companies, those that are closer to
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the car assemblers, present a bigger product innovation and collaboration
with the main industry. This way, as many innovations are influenced by
the communication with the environment –among suppliers, research
centres, etc– and these innovations are acquiring a growing importance,
a correct location can help the innovation process largely. For example, a
study on the industry of components in the Basque Country and Navarra
(Aláez et al 1997) pointed out that a close relationship can settle down
among the place that occupies the company in the productive chain, the
component type and the nature of the relationships that settle down. This
way, the more standardized a component is, the less important the rela-
tionship between the supplier and the assembler is.

The industry of components of second level, which produces compo-
nents or pieces for the first level, is very diverse and is determined at
present by the diffusion of the modularity in the production of automo-
biles. The extension of the modularity increases the dependence of the
different units or companies in the productive pyramid regarding the
vertex, represented by the manufacturing multinationals of automobiles.
With this modularity “the relationship with the suppliers is constantly
redefined, they are those responsible for the module, we discharge the
complexity of the line to the supplier” [Manager of planning materials
and logistical, multinational of the automobile]. This strategy of produc-
tion is completed with the development of the parks of suppliers of first
level in the vicinities of the factory, with what is looked for that they are
not only integrative of module but also responsible for the same one, the
quality and the price. That makes the pressure in the chain along all the
levels of the industry of components descend.

Another staff member of a car assembler explained they usually refer
to the suppliers as “¡poor suppliers!” He added that “they are pressured
enough” and he did not even hesitate to affirm “we drive them mad”
[directive of multinational of the automobile]. We find these declarations
regarding the position of dependence of the industry of components in
connection with the main industry quite eloquent. Obviously, there is an
entire subset within the industry of automobile components that sets the
trend and is not completely dependent on the main industry. In this situ-
ation we find firms that are producing components of high technology
(computers, sensors, etc.), which are in clear expansion in the sector.

A second question that is affected by the position of the company is
the organization of production. The organizational changes of the assem-
bly car companies have also affected the suppliers, especially first level
ones. The application of the lean production philosophy transfers enor-
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mous pressure to the suppliers, as they are who assume the storage costs,
of variation of the production, etc. All this pressure is transmitted in a
cascade along the production chain and is transferred from the first level
suppliers to those of second level, third level, etc, increasing also the
dependence of these suppliers. This way the pyramid increases its height
showing a more hierarchical and subordinate relationship between the
main industry and the auxiliary one, as well as within the assistant among
the different levels. The pyramid also becomes narrower showing the
reduction in the number of suppliers and the dimension increment.

In a study carried out in companies of components in Spain (consid-
ering the different levels of suppliers), the aim of which was to evaluate
the extension of the JIT methods (González 2005), the author reaches
the conclusion that the first and second line (of suppliers) differ in those
practices that require a bigger effort to apply (for instance transforma-
tion in the organization, sequence or coordination of the processes and
productive activities). Therefore, the use of systems (Kanban), statistical
control of quality, parallel lines, cells of production, reduced stocks or
systems of flexible production are more frequent in the companies that
provide the assemblers directly. These spread to apply the hard nucleus
of the JIT production model, that is to say, the practices that affect the
planning and the control of production. They are those that really require
an agreement on the behaviour on the part of the suppliers. 

In this research, the author also pointed out that the first and second
line (of suppliers) do not present significant differences in those prac-
tices that require a smaller commitment or are not very difficult to
implant. In this sense, the final assemblers seem to mark the behaviour
rule within the industry. However, the more distant a component firm is
from the assembler, the less influence will it be subjected to. As for the
practical JIT, both the suppliers of first line and those of successive lines,
spread to implant those practices that require a smaller commitment or
those that are easier to adopt, fundamentally those that affect the admin-
istration of human resources (González 2005:358). 

Nevertheless, we must point out that “the research carried out on the
manufacturing supply relationship in the Spanish industry, shows some
results along the same lines as those obtained in the studies carried out
in other countries. We can observe that the organizational practices of
the system of lean production have spread among the Spanish supply
companies and this diffusion has been larger among the companies clos-
er to the assembly firm. These companies are those that present a bigger
capacity to reduce the time of deliveries and lower the costs of develop-
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ing new products. The research also shows that the flexibility of the sup-
ply chain is more positively related to the results of the company, but
that fewer developed is that the flexibility to plant level or company,
what suggests a smaller development of the net of transfer of knowledge
among suppliers for the companies installed in Spain that for the nets of
other countries” (Martínez and Pérez 2005:48).

4. Work organisation

4.1. Internal markets and organizational changes
The traditional internal labour markets in the car assembly firms

(although preserving the directive prerogatives of the company) appear in
diverse companies regulated in the collective agreements. Maybe the
clearest example is in the Seat Company, which “will try to exhaust the
possibilities of internal promotion in order to occupy vacancies in the
firm and will make the entrances of new workers in the lowest category”.
In the case of Volkswagen, vacancies are first filled by internal promo-
tion and, once this possibility is exhausted, they are filled by external
recruits. In Renault, the company offers their new workers the lowest
level jobs and, before proceeding to the recruitment from the exterior, the
firm tries to fill its vacancies with people working in the firm. Citroën
simply gives preference to the workers of the company over external ones
if they obtain the same mark level in the selection tests workforce.

In all car assembly firms, the questions related to the classification of
professions and careers are taken into account in the collective bargaining,
although the promotion to superior professional groups is considered only
in some cases. Promotions are determined by different criteria in each
company: in Seat and Volkswagen objective criteria are used; in Renault
and Ford objective criteria are complemented by staff criteria, and in Opel
and PSA, it is management staffs who decides. It does not seem as though
a deep transformation in the structures of professional classification has
taken place,23 adapting it to the new realities (CCOO 2004:120).
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23 According to the Observatorio Industrial of the sector of car and lorry manufac-
turers, within personnel there is an 8,5% of excetutives, an 11,6% of technicians and sup-
port professionals, a 2,5% of office-works, a 4,3% of middle management, a 27,8% of
welders, machinist and wood and textile workers, a 32,5% of operators and 12,9% of
uneskilled workers.



The deepest organizational change that car assembly firms have
experienced is the integration of quality control and equipment mainte-
nance in each job position, resulting in a reduction in the number of spe-
cific maintenance specialists. Work teams or work groups have not been
developed extensively in companies and production sections, and, in
those instances in which they have, they have not always entailed a true
polyvalence and a transfer of capacity of decision to the shop floor
workers. Inside car assembly firms, it is in the body section were work
teams have been more implanted, whereas in the assembly shop what
exists is a Taylorism job organization, with job positions which have few
functions assigned to them, a great division of work, monotony and a
rhythm marked by the assembly chain.

Even in those companies that seem to have opted for this organiza-
tion system more intensively, the introduction of working teams has not
changed the taylorist design of the workplace, in spite of the fact that it
has entailed a higher rotation of the team members between the job posi-
tions that they have assigned, which are not a lot. In the most favourable
versions, this is called “enrichment of the work position” (Huerta and
Villanueva 1997:132). By contrast, a union representative from Opel
speaks of “hipertaylorización” and of a system of more rigid controls,
which are the result of an organizational conflict between the “old tec-
noestructura” of intermediate controls and the new orientations
“Toyota”-style. In this context, the structures of intermediate controls
continue to exist because they must justify their position and they do not
transfer the power of decision to the shop floor workers.

In Seat the work in teams system was introduced in the 2004 agree-
ment, in which it was established that “work teams will be coherent and
cohesive units with capacity of self-management”, having a team-speak-
er and a supervisor, whose functions are not clearly defined, indicating
an uncertain transition with the taylorist form of work organization. The
speaker is chosen directly by the members in half of the teams of the fac-
tory and by the managers in the rest, and he is integrated in the team,
representing and coordinating it. He acts as an intermediary to solve
work-related topics (non-disciplinary), he ensures the good efficiency of
the machines, controls the stock of material, assigns the work positions
according to the approaches established upon by the team and he
assumes responsibility for the new members of the team. The supervisor
coordinates the work teams, he guarantees the foreseen production pro-
grams, collaborates in the definition of the workloads, looks after the
attainment of the objectives of quality and he assists the individual or
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collective personnel problems. The load of work of the team is the sum
of the individual loads, but it is given to the unit in a collective way. The
capacity of self-management of the team does not seem to go beyond the
decisions on this assignment among its members. 

4.2. Forms of flexibility in the use of the manpower 

4.2.1. Temporary labour contracts and manpower adjustment 
Temporary recruitment has been growing in a sector in which perma-

nent contracts were the norm. Temporary employment within the work
force of the car assemblers went from 2,5% in 1990 to almost 12% in
2000. During this period, Seat went from having no temporary contracts
to hold 6% of the temporary manpower; Volkswagen Navarra reached
13%; Citroën arrived at 35% related to the night work shift (in a similar
way to Peugeot, up to 25%); in Ford temporary recruitment was low and
limited to the periods in which a new model was being launched (without
being renovated nor taken on as a permanent employee) and Renault had
scarce temporary contracts (10,7%) with procedures to transform into per-
manent their temporary workers, the same as Opel (CC.OO. 2001:111-
114). In 2001 took place a reduction of employment of the sector and a
new increment of the temporary labour contracts. The temporary rate of
the sector of production of motor vehicles reached 18% in 2005, accord-
ing to figures from the Labour Force Survey, lower to the Spanish indus-
trial and global average but higher than in the European context.

In order to understand the policy of recruitment of the companies, it
is important to bear in mind the structure of antiquity, age and qualifica-
tion of the workers. According to the Industrial Observatory of the sec-
tor of car assemblers, in 2005 two thirds of the workers had been in the
same company for more than six years, 40% for more than 20 years and
55% for more than 10 years. There was 12% of workers who had
worked less than a year and 21% that had worked less than three years,
of which 86% of them had temporary contracts. The medium age of
workers with a superior antiquity of six years in the firm was 46 years,
the medium of those that had been employed less than one year was of
almost 28 years and around 30 years the rest. As for the qualification
levels of the employees, 42% had primary or inferior studies, 34%
Professional Formation, 10% secondary studies and 14% superior stud-
ies. There is certain dissatisfaction among the workers with the new
recruiting because of the qualification level required (secondary level,
FP2), which is not compensated with a clear career in the firm.
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When the car assemblers are faced with lower demand levels, a first
instrument to adapt to this situation is the reversion to extraordinary
working days and the reduction of the temporary contracts. However, if
the excess of productive capacity is maintained by having only its per-
manent workers, the companies appeal to a Regulation of Employment
(dismissals) that entails the temporary or definitive unemployment of
part or the whole work force. This option usually facilitates advancing
retirement among workers that are 55 to 58 years old, although early
retirement plans have not only been used to avoid discharges that are
more traumatic but to rejuvenate the work force. At least a third part of
the companies has been affected in the most recent period by extinction
of contracts, with almost a thousand workers (1% of the workforce) that
have lost their employment for a habitually conventional discharge in an
individual way, although in some cases conventional individual dis-
charges have been much more significant (CC.OO. 2004:110).

From 2002, with a legal regulation that allows a more flexible use,
the application of relief contracts has extended in most of the car assem-
bly companies, so that workers over the age of 60 reduce their work day
(in general, up to the possible maximum, working 15% of the habitual
working day) and they are partially replace by younger workers until the
moment that the former consent to total retirement.24 However, only
Renault and Seat have assumed commitments to make permanent labour
contracts for the new workers in the same proportion that the early
retired exit the company. Other companies, like Ford, use relief contracts
not only as a way of rejuvenating the workforce, but also as an instru-
ment of flexibility (lengthening the time of conversion into fixed con-
tracts) and of saving diverse labour costs. As for the companies of com-
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the same or similar to that of the worker replaced. By similar we mean it carries out cor-
responding to the same professional category or a equivalence. The relief contract lasts
up to the time of complete retirement of the partially replaced worker, at which time the
firm can decide whether to make a permanent contract on a full´-time basis or rescind it.



ponents, in those where the average age of the workforce is substantial-
ly lower, the measures to facilitate the exit of the oldest workers are less
frequent. 

4.2.2. Working time 
The organization of ordinary working time in car assembly compa-

nies corresponds to a classic industrial model, structured into several
schedule shifts and a clear differentiation between the industrial day
(time of operation of the plant) and individual working time. In general,
we can say that in the sector, two models of working time organization
coexist and overlap: the traditional organization of regular structured
and standardized working time through shifts and rotations, and the flex-
ible organization focused on adapting working time to the necessities of
the production that is articulated through procedures of variation of the
production (Observatorio Industrial 2005:362-363). 

The intensive working day is the norm, with duration of around eight
hours. The obligatory break of at least 15 minutes during the day is only
included in the day paid in Seat and Volkswagen. For the shop floor
workers, there are breaks (of around 20 and 40 minutes, in total) during
which they can leave their workplace in the assembly chain to satisfy
personal necessities and to recover from fatigue. These breaks can be
distributed in a balanced way throughout the day or aleatorily according
to the organizational necessities. In some cases, the breaks are reduced,
increasing to change the measured times of operation (CC.OO.
2001:126-128).

In the Spanish car assemblers, morning and afternoon shifts have
been traditional, together with a day shift called central. The night
shift25 is more recent. It was first implanted in Opel in 1988 and it has
spread widely to other firms, firstly as a support shift, and later as a pro-
duction shift equal to the morning and afternoon shifts (CC.OO.
2001:133). An additional instrument of flexibility of working time is
called “industrial day” or “holiday corridor”, and its basic principle is
that the companies can have the factory open more days than those dur-
ing which each worker works, transferring days of the collective holi-
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days to days-off for personal matters (called day’s leave in some compa-
nies). Agreements exist to enlarge the production incorporating
Saturdays with formulas of timetable flexibility (Seat, Volkswagen, and
Renault) or with compulsory overtime (Citroën, Peugeot).

The agreements on daily working time flexibility have entailed, at
times of production expansion, important employment increases, when
they have enabled a more intense use of the firm machinery. However,
this increment in employment has been tinged by the increases of pro-
ductivity and a certain temporality of the work force recruited. In addi-
tion, the reduction of the individual day of work during the nineties was
more important in the companies with agreements of flexibility
(CC.OO. 2001:150). These agreements have entailed, in general, some
cases of economic compensation using bonuses for shifts, pays for night
work and bonuses for working on public holidays. 

The flexible organization of working time that has been growing in
recent years is developed through diverse mechanisms that imply com-
pensations in economic terms or in breaks (Obsevatorio Industrial
2005:365-367). One of the procedures used is the extension of the indus-
trial day, that is to say, the time of use of the firm installations in days
that are not working days (habitually Saturdays, but also public holidays
or some of the weeks of collective holidays) and establishing additional
shifts (Saturdays, weekends). The modification of schedules and the dis-
placement of shifts and holiday periods are procedures to increase flex-
ibility that are part of the unilateral capacity of the company. A growing
phenomenon is the possibility to do more overtime than the legal limit,
which is paid as overtime, but is not considered as such (for instance the
“complementary day” in Ford and PSA).

Other measures of flexibility that have been promoted consist in
accumulating working hours by bags (also called banks) of hours that
are used to facilitate holiday days to the workers at times of fall in the
demand, in exchange for a bigger readiness of the working time. The
bags of hours (with a collective and an individual component) are a pre-
ventive mechanism of irregular distribution of working time throughout
the year, which enables a bigger adjustment from the production flow to
the demand flow, although the unions have accepted them as a way of
avoiding traumatic measures of suspension or extinction of contracts.
These bags of hours as a form of working time flexibility are present in
almost all the agreements of the companies of the automobile (except in
Ford).
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4.3. System of wages retributions 
The wage systems applied by the companies of the sector are diverse

in function of their historical trajectories as well as the process of collec-
tive negotiation. Wages are fixed, in general, in a collective way.
However, it is important to point out that over time is an individual aspect
and that a notion of collective variable salary has been incorporated
increasingly. This salary reflects the bonuses for production, suggestions,
signing agreements, etc, with a variable quantity each year that rounds of
the improvements achieved in the collective agreement. Nonetheless,
great part of the variable salary is tied to extraordinary hours and the pay
for collectives Saturdays of production. (CC.OO. 2001:119-120).

The structure of wage complements is very diverse (Observatorio
Industrial 2005:351-356). The complements of antiquity subsist in some
companies (PSA, Opel, Ford, Volkswagen), the same as those linked to
the difficulties and dangers of some tasks (for example, the bonus for
booth painting in Ford). A bonus for shift is frequent to compensate the
effort made by personnel to change from the work regime to shifts. The
complement of special responsibility is granted to control tasks and
administration (f.i. team bosses) and there are complements to stimulate
polyvalence (as that of mobility in Ford). As for the systems of incen-
tives bound to the productivity and the attainment of objectives, they are
also diverse (Observatorio Industrial 2005:357-361). There are bonus
linked to the time control if the level of exigible activity is reached,
bound to objectives of quality (for instance the bonus of competitiveness
in Opel) and retributions for contribution of improvements in the pro-
ductivity (suggestions in Renault). 

Among car assemblers the annual wage average is 20.000 e for a
medium job position in the production chain and the wage difference
among company workers is 68% between the highest and the lowest
wage; in the companies of the sector of components the annual salary
average is 17.000 e, with differences among companies of almost 50%
(CC.OO. 2004:124). According to the same source, a correlation is ver-
ified among an hour wage bigger and bigger flexibility of the company
to have working days according to the necessities of the production. The
salary increases demanded by trade unions in recent years have been
moderate, with increases close to the price index increases and revision
clauses, although reclassifications of professional groups have been
introduced with effects on the salaries. 

An element of growing importance is the double wage scale or
entrance wage that has been introduced in all the car assembly compa-
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nies since the mid-nineties. It is understood as the application of an infe-
rior retribution for new workers recruited in circumstances related to
substantial increases of the workforce in the firm. The form it adopts is
usually the application of inferior professional categories (with wages
between 15% and 25% below that of he oldest workers) during transito-
ry periods (of two to four years), and conditioned, in some cases, by the
transformation in indefinite contracts (CC.OO. 2001:124). The wage
system that has been developed with this type of wage is characterized
by the creation, within the professional classification, of different wage
levels to those that a worker can have access to through the mere course
of the time, and which have been recognized judicially as not being dis-
criminatory (STC 119/2002). 

In most of the companies, the entrance wage for new recruits is con-
templated in the respective collective agreements, with diverse limita-
tions on the time and the percentage of the existing wage before arbitrat-
ing the new categories: between two and three years and from 70% to
95% of the wage that, until then, was collected in the agreement
(CC.OO. 2004:108). In all the agreements, fixed recruitment or employ-
ment stability were contemplated when introducing this clause of inferi-
or retribution. The regime of entrance wages is appreciated in the agree-
ment of Seat that contemplates, in each category, a minimum retribution
to be paid to those that enter the company or the category during the first
six months; a superior retribution to be paid starting on the seventh
month after their entrance in the company or their ascent of category; a
bigger retribution to be paid starting on the nineteenth month, and the
highest retribution to be paid once they completed ten years of antiqui-
ty in the firm.

An additional element of the system of retributions is the social ben-
efits that are contemplated in the different company agreements
(Observatorio Industrial 2005:367-370). On one hand, they offer credits
and help when buying a house, for diminished relatives, their children’s
scholarships, dining-room service, etc. On the other hand, there are a
series of improvements on the benefits of the Social Security, in the
cases of temporary inability, disability and death.

4.4. Differences in the work conditions between OEM and supply
firms 
Productive specialization and reduction of labour costs are part of the

same strategy. The activities with more added values are carried out in
the superior level and the value descends in the pyramid of suppliers, the
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pressure for the reduction of costs is more intense. It is, in fact, in the
inferior parts of this pyramid where the activities with smaller added
value are carried out, where the work force is less qualified and where
we find worse work conditions. In the case of Spain, given the produc-
tive specialization of the sector, these pressures are more intense, com-
pared to the central European countries.

It is evident that all these organizational transformations have had a
clear impact on the work. Nevertheless, the incidence has been different
inside the activity. In fact, an outstanding aspect is that work conditions
and employment present significant differences between the main indus-
try and the auxiliary industry. If in great measure we can consider that
the technology and the type of manufactured product (as well as their
characteristics), for the auxiliary company it is determined by the tech-
no-organizational strategy of the main company, in the labour aspects
we do not find so much influence. 

While in the car assemblers practices to limit the growth of the wages
are permanently applied, introducing changes in the organization of the
work and looking for a bigger flexibility of the work, both internal and
external, the situation is not the same in the components firms. The pres-
sure on the costs is much higher in the auxiliary industry than in the main
factory. A bigger labour uncertainty, more deregulated labour relation-
ships and more intensive work are elements that are facilitating this
reduction of costs. Ultimately, the uncertainty to which the main compa-
ny is subjected is transferred to the auxiliary company, and this, in turn,
transfers it to its workers. Just as Lehndorff (1998) indicates in research
into the supply firms with just-in-time production systems, carried out in
some European countries, people, and not stocks, act as regulating ele-
ment. Work is, therefore, the weakest element in this chain of flexibility. 

In the case of Spain, different surveys show that the use of the retic-
ular structure in the sector, in order to increase productive flexibility,
also explains the increase of labour flexibility through the net. For
instance, in research carried out in 1991 (Recio et al 1991) on the sup-
ply firms in Catalonia, one of the conclusions was that the adjustment of
work force in the auxiliary industry was much higher than in the assem-
bly industry. At the same time, in these companies there was a high flex-
ibility both in working hours and in functional polyvalence.

A more recent survey carried out in the industry of components of
Zaragoza (in which is based GM), showed that the quantitative flexibil-
ity (in temporary and part-time contracts) has increased in all compa-
nies, and that it reaches much higher levels within the companies that
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manufacture subsets (they integrate components to manufacture some
vehicle subsets such as engines, control systems, and that are later incor-
porated directly into the line of the car assembly factories) than those
that manufacture components (they manufacture pieces that are taken
directly to the vehicle assembly chain or that are integrated into a subset
for another company). This research also pointed out that the functional
flexibility (rotation of tasks) is much extended in the companies of the
sector, without practically any differences between those that manufac-
ture components and those that produce subsets. The training imparted
by the company is also bigger in the case of the companies that manu-
facture components (Martínez and Pérez 2000). 

In short, as we move away from the first levels of the companies of
components, work conditions worsen. Even in TIER-1, they are worse
than in the OMS. This is the case, for example of Opel (Estrada et al
1997), but also in Catalonia (Recio et al 1991) and in all the supply firms
in the country, as it has been pointed out in the interviews that we have
carried out with trade union members and managers from car assemblers. 

5. Industrial relations

5.1. Unions and employers´ organizations: structures of the actors
and internal organization 
The car assembly companies form very articulate systems of indus-

trial relations in each firm. The agents participating in the industrial rela-
tions are mutually defined and recognised, with very developed struc-
tures and well-defined action areas. In all cases, a collective bargaining
negotiation in the company is developed and, in general, the organiza-
tions of workers have a great support and affiliation among the work-
force. They are the exclusive speakers of the workers with the managers.

The managerial staff depends on their respective multinational staff
(usually from the European headquarters) and their degree of autonomy
is limited, so that each of them follows the guidelines marked by their
headquarters, and these are the lines that they try to implement in their
plants. This way, we can observe that there is no employers’ association
of the sector as such, since there is not an organisation that agglutinates
and negotiates the managerial interests of the sector overall. Rather than
that, an individual performance by each of the companies prevails.
Despite of it, an association of car assemblers does exist, ANFAC, which
acts as a lobby defending the interests of the sector in front of public
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institutions, and which serves as a communication vehicle among the
different factories. In addition, they have representation in the Spanish
employers’ organisation (CEOE).

Unions, on the other hand, have work councils in each of the facto-
ries where they develop their activity, integrated into the federation or
the corresponding branch, which is usually metal. The two majority
unions, CCOO and UGT, are established in all the car assemblers in
Spain, although smaller unions (CGT, USO and others, also have a
considerable presence in the sector). In the plants located in Euskadi-
Navarra and Galicia, nationalist unions (ELA, LAB and CIG) have an
important presence. The percentage of union affiliation is very high in
relation to the average union density in Spain: 57% of those employed
in car assemblers are trade union members. This high percentage is
explained by the characteristics of the sector (concentration of a great
number of workers in an industrial productive unit) and its union tra-
dition.

An institution similar to ANFAC does not exist between unions.
Their coordination is limited to the contacts that the different federations
or branches within the different unions may have, more or less regular-
ly, to analyse jointly the reality of the sector or to comment and share
experiences. The interaction between unions takes place at company
level and depends a lot on the context and particularities of each plant.
It is possible to find united action strategies among certain unions with-
in a multinational, while, in others, the action is parallel or even collides
in certain aspects.

In the auto-parts sector, the scenario is different, and, consequently,
so are the actors. The companies are divided into big multinationals
among those that the pattern of industrial relations is similar to the car
assemblers, although with a smaller degree of union force and with
smaller affiliation.26 Unions are weaker in comparison with the unions
in car assemblers and collective bargaining usually takes place at sector
level and not at firm level. The smallest companies prevail, in those that
many times or they don’t develop union elections, or the unions don’t
have a significant presence or they have presence but their activity is
blocked by the high level of temporary contracts used, high rate of the
workers’ rotation, dispersion or size of the productive units, etc. 
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The managers are linked through the manufacturers´ association
SERNAUTO in a similar way to ANFAC in the car assemblers industry.
Unions are less connected with each other, because they often belong to
different sections (plastic, metal, piece of furniture, etc.), and, because,
although they are physically located next to each other, for example in
the same park or industrial polygon, they stand out for the union mem-
bers´ shortcomings in the articulation. 

One aspect that is important to highlight is the weight that, at pres-
ent, subcontract firms carry in the car assembly firms, even inside the
factory. Due to this, there are different agreements acting inside the
plant, which increase the complexity of the industrial relations.
Furthermore, at certain salary levels, the workers are not covered by the
agreement, but rather have particular agreements, as they are considered
to belong to the management level (separate agreement for service staff)
and they are governed by different conditions. 

In the car assembly industry, the relationship between agents, at least
between the most representative unions and the managers, can be quali-
fied as good, with more negotiation and less confrontation than other
times, and with the joint development of projects, as for instance the par-
ticipation in the Industry Observatory, which elevates the degree of
mutual trust and collaboration. In fact, in the report of the activities car-
ried out by this Observatory, the reference to the good social climate
existent is clear: “Companies, unions and Public Administrations should
try to maintain and to foment the good social climate that has reigned in
recent years and that is one of the big assets of the Spanish industry. By
means of specific agreements in the companies, among them those rela-
tive to bigger labour flexibility, it has been possible to advance in con-
crete investments, the production of new models and the employment
generation. Strong international competition, especially between the
new countries of the EU, forces a continuation in the development of ini-
tiatives with the participation of all.”(ANFAC 2005). 

An aspect to consider is whether the incorporation of young workers
alters the participation forms or the relationship with the firm manage-
ment, thus changing the industrial relations model or individualizing it.
The answer that we have obtained in the unions of the sector of car
assemblers is that young workers join the unions in a high proportion,
because of the context of the firm, and they join the structures of the
union. Unions do not have problems to renovate union staff. In those
cases in which parents and children work together in the factory, which
is common in automobile firms, the union representatives interviewed
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pointed out that the children adopt their parents´ industrial work culture.
Moreover, the strong structure of the unions in the sector makes it “nor-
mal” or habitual for people who begin work in a plant become affiliated
to a union. The situation is very different in the sector of components
where unionisation is much smaller. Numerous companies have not
established work councils or union delegates, and where, thus, union
presence and activity is much more difficult. In the same way, the unions
of the sector recognized lacks of representation for workers in subcon-
tract firms. There is no development of combined strategies with the
suppliers, even if the industrial park is contiguous to the plant, and there
are no platform structures being formed for representation and exchange
of permanent information in the context of the park and the assembly
firm. An interesting aspect to consider in the model of Spanish industri-
al relations is the great development that unions have experienced in car
assembly plants and their effect on other activities, union structure and
the form in which collective bargaining negotiation is conducted in other
sectors. The answer that we obtained from the sector union representa-
tives was that great part of the union structure of the majority unions in
the metal sector is nurtured by union leaders trained in the councils of
car assemblers. Logically, this process is becoming more noticeable in
those regions where the automobile carries a greater weight in the indus-
trial activity, as for example Zaragoza, but also in Valencia and in most
areas. The same is not true in the managerial environment, since all
firms are multinational and it is not very frequent the activity of the
managers, many of them foreigners (mainly those of higher level) in the
employers’ organisations. We must also point out that the model of
industrial relations of the car assemblers impregnates other environ-
ments and gives rise to ‘a form of making unionism’ that has influence,
although limited, in the formulation of strategies and negotiations of
superior environments or of other sectors. To a certain extent, it consti-
tutes the vanguard in industrial relations. 

5.2. Collective bargaining topics and changes in the relationships
among actors.
The context of the collective agreements that regulate the workers´

labour conditions in the sector of the auto-parts industry and the car
assemblers is radically different. In the first case, the companies stick to
the sectorial-provincial collective agreements of their field, among the
most extended: metal-mechanic, wood, chemical, electronic, etc and, in
this context, there are many differences between them as regards work
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conditions. On the contrary, collective bargaining in the car assembly
sector is very structured, with company agreements and, in some cases,
agreements for plant production. In short, in our country there are eleven
big car assembly companies, all with company agreements, and in three
cases (PSA, Mercedes, and Nissan) with agreements for plant produc-
tion, distinguishing their agreements according to the different factories
they have in our country.

One of the most important contents in collective agreements is the
economic conditions. They include the salary structure, annual incre-
ments, bonuses, diets, etc. In the latest agreements, this section appears
quite static, and it is characterized by a context of salary moderation,
with equivalent increments to the rises in the index prices, plus a differ-
ential of around half a percentage point, in some cases, related to bonus-
es for objectives, incentives to the productivity, launching of new car
models, participation in benefits, etc. In the context of these bonuses,
there is a prevalence of the collective over the singular, regardless of the
reason. Due to this, in most of the car assembly firms, wages are collec-
tive. In recent years, the variable wage has been increased but a commu-
nity related to these diverse bonuses, and the will of the employers´
organizations has not been generalized of implanting individualized
complements. 

Another of the traditionally wide sections in the agreements of the
different car manufacturers is the different social improvements, bene-
fits and services to which their workers can have access. This section is
the result of numerous conquests and compensations negotiated by the
unions through time, and we can say that it is very favourable to the
workers concerning other sector or provincial agreements. We can high-
light that this section has not suffered important changes in recent years,
and that everybody agrees that it is not going to change in the future. 

One of the points of collective bargaining that has undergone impor-
tant changes, is the one referred to the working time (annual, industrial
day, irregular distribution of the same, shifts, vacations, overtime, per-
mits, etc.), and, in recent years it has become one of the central points in
negotiations, mainly as regards the mechanisms of day flexibility. The
day labour stocking in the automobile manufacturing industry in Spain
is of 1702 hours a year, with a deviation of 62 annual hours among fac-
tories. To this, we can subtract individual days off and days off for antiq-
uity that can arrive to a fork between 40 and 60 hours. The tendency to
reduce working time is very weak, with around eight hours, computed
annually, being reduced in the last decade. What is implemented in
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almost all the agreements of the sector, are the bags of hours and the out-
lines of flexibility in the application of the day. Habitual outlines go
from + / - 10 days to + / - 20 days, according to agreements, the days of
recovery being frequently on Saturdays. 

In the auto-parts sector the annual average of hours worked is 1730
hours, with a much more classic working time distribution, because the
mechanisms of day flexibility are not as developed, at least, for the time
being. This small development in the working time flexibility is, large-
ly, due to the fact that the agreements are sectorial. 

Another aspect usually included in collective bargaining is the work-
ers´ mobility. In this topic, the changes are substantial, since it is a key
aspect for the employers´ organisations in the new model of administra-
tion of workforce. In some agreements, salary complements of mobility
are designed to help and to stimulate functional flexibility and, in gen-
eral, some mechanisms are introduced to obtain versatile workers in the
functions and operations they carry out, to develop and to facilitate the
changes in order to allow the necessities of production organisation. For
example, in the agreement that affects the factory of the group PSA in
Vigo, the concept of functional polyvalence is developed defining the
group of job positions that a worker can substitute. In addition, the col-
lective bargaining in Opel develops a Regulation of Mobility that
describes the mobility of the workforce to switch over to a new line
inside the production area, provisional mobility, definitive mobility, and
the banks of hours, as this section in the collective agreement is inti-
mately related to the working time flexibility. In fact, we can consider
the mobility of the workforce, as well as the flexibility of the working
day, as specific aspects of the organization of the work, and it is this
large area within labour relationships the one that more has changed in
recent years. 

An aspect that must be highlighted is the introduction of work
groups, although their presence in the factories is irregular in the sense
that, there are production phases in those cases in which they are well
developed and established, as for example in the production of motors
or bodies, and in those cases in which their operation is more formal
than real and the only thing they do is to fill posts left vacant due to
absenteeism,27 like in painting, or in the line of final assembly. The
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unions have supported these types of changes insofar as, at least theoret-
ically, they imply that a larger part of the workforce has a greater quali-
fication, that the workers assume more responsibility, and that interme-
diate controls disappear. However, it will be necessary to see how labour
relationships evolve, mainly within the group, when they have to apply
to themselves evaluations for objectives -the other side of assuming
more responsibility- and once that has been implemented, the evaluation
of the moral approach that makes reference to absenteeism, punctuality,
participation in the goals set by the staff, etc. 

Another negotiation aspect in the collective bargaining is employ-
ment and workforce structure (contracts, conversion of temporary work-
ers to permanent workers, job creation schemes, relief contracts, early
retirement, negotiated or voluntary redundancies, etc.). In this context,
forms of flexibility have been agreed upon (as for example, working
time flexibility that can be good to prevent situations of surpluses of per-
sonnel). The use of temporary recruitment has also been limited as a
form of labour flexibility. They have been carried out commitments
among the transition agents of eventual to permanent workers with cer-
tain terms, and mainly it has been preceded to the renovation of work-
force using the relief contract. In some agreements, the relief contract
takes harnessed the transformation to indefinite to the two years, in most
of the cases takes place at the five. In almost all the agreements of the
car manufacturing firms (except those of the group PSA), there are com-
mitments of fixed recruitment or employment stability in exchange for

198

ducing it as a section in the collective negotiation of several agreements. “As regards
absentesim, during the period between 1997 and 2001, a constant increasee in the value
took place, until it reached a 6,3 % of the total of theoretical working hours of the direct
workforce. Since then, this index has suffered fluctuations to reach almoust the 7% in
2005. this quantity represents a record value in the sector” (ANFAC 2005). This situa-
tion responds to several factors. The absenteeism derived from health problems can dif-
fer in different ways. Mainly, it would affect those older members of the workforce that
have not been able to tolerate the increments in the rhythms of work of recent years, the
effects of which have accumulated in their organisms. There is also an absenteeism that
obeys sociological causes linked to the quality of the employment and different ‘cultures
of the work’, and which affects young personnel more. The first type is being
approached by means of a bigger weight of the mixed commissions of health and
hygiene at work and of diverse ergonomic improvements in the factories, but they are
still presented as insufficient advances, where there are still a lot of improvements to be
made. The second type can be certain model’s cross that is imposing and in this sense
more difficult of eradicating in the long term.



introducing a clause of inferior pay, which introduces an entrance wage
that lasts between 2 (2,5 in Opel) and 4 years (in Nissan), and that can
deduct a third part of the wage, which creates a double wage scale in the
plants where for the same work people are paid differently. 

As we have outlined in this section, and as we will see next, in depth,
when we analyse the positions and the agents’ strategies, the element
that is changing the most in the agreements, and that most affects the
relationship between the manager and the unions, is the introduction of
labour and productive flexibility. It affects it on numerous environments
and it introduces great dynamics into the system of labour relationships
that constitute each multinational. In fact, “labour flexibility is one of
the keys that mark Collective Bargaining. (…) Flexibility is articulated
in practice by means of: temporary recruitment, bags of hours and con-
ventional formulas of alteration of the hours and the days, labour force
adjustment plans, and early retirement.” (UGT 2005). With these modi-
fications, the workforce training that the company can carry out increas-
es vastly. These also change the traditional structure of the work posi-
tions with the introduction of work groups in some firm areas and pres-
ent numerous challenges for the agents.

5.2.1. Demands and employer strategy 
The demands of the employer in the car assemblers are increasingly

articulated and coordinated among them, in this sense that we can say
that ANFAC acts as a link that allows the constant communication
between manufacturers, and as a lobby in the defence of its interests in
front of the Administration and the media. At the present time, it is cus-
tomary that each member of the manager staff of each firm goes to their
respective collective bargaining with a document that expresses their
positions and that is the base of the discussion with the unions. In this
sense, the degree of homogeneity that the manufacturers´ proposals have
in each collective bargaining is outstanding. 

The main demands that the association of car assemblers has are
reflected in the White Book project of the automobile sector and in the
report by ANFAC for the Industrial Observatory of the automobile
(ANFAC 2005), which mainly make reference to productive and labour
flexibility. The respective managerial staff demands more flexibility and
the most representative unions do not refuse it, trying to negotiate com-
pensations in exchange for its application. The result is a clear advance
in diverse modalities of flexibility in the sector, as is recognised by the
employers’ association. 
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In this sense, the first aspect that the employers’ association refers to
is the high rigidity of labour legislation in the definition of the duration
of the maximum working time. The second complaint is that, although
it has been advanced in the land of the application of instruments of flex-
ibility, such as bags of hours or work on Saturdays, it has still not been
universalised. Neither has the possibility of working during holiday
time, although some changes have been generalized between industrial
days and singular working time. The reference that marks the company
agreement does not facilitate the individualization of wages very much,
the variable part of which is generally low, and is not always united to
the company targets. In this sense, we see that the generalization of
banks or bags of hours are, at present, practically complete in the sector
of manufacturers, and that an individualization of wages is demanded,
together with an increase of the variable part and the discretionary
assignment on the part of the company. The dominant trend is collective
salary structures negotiated by agreement, and which, in principle, seem
much more established. Another of the managerial demands is the
obtaining of a formula called temporary recruiting ‘of long duration’,
which consists in hiring personnel for a period of 3 or 5 years, the same
as the product cycle in the market. With this, firms seek to adjust work-
ers to the product life cycle. Moreover, another of the pretences of the
respective managerial staff members is the rejuvenation of the work-
force. This policy is summed up by means of early retirements and relief
contracts, which have the support and approval from the unions or, at
least, their leading negotiating members, and not so much from plant
levels where the concrete problems of application are observed, as for
instance, the fact that a new recruit relies on two relief contracts or the
exit of two old workers, like it happens in the factory of Ford in
Valencia.

It is important to highlight that the implementation of this type of
measures is not finding great opposition from the majority unions, as is
derived from the analysis of its negotiation proposals (CCOO 2004,
UGT 2005), whose strategy has not been to block or to impede the
installation of most of these measures, but to obtain compensations for
activity guarantee, investments, etc. In addition, it is certain that, instead
of promoting temporary recruitment, dismissals or extreme formulas of
external flexibility have been entered to negotiate other less aggressive
ones. However, another matter is what happens in each of the factories,
in the union sections and with the committee delegates of these unions
and the rest of those whose situation is already next to the workers, who
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express more opposition to these measures. What management offers, in
exchange for adopting this flexibility, is the maintenance of employ-
ment, and the possibility to negotiate salary increments, mainly on indi-
vidual, and not collective bases, as they are characteristic of the sector.
What doesn’t seem very believable is that the application of these flexi-
bility measures facilitates the extension of the workers´ labour life, since
we continuously hear of the necessity of renovating personnel and
applying relief contracts as well as extending temporary recruitment.
Another weapon used continually by the management staff in collective
bargaining is to make reference to the concession by the multinationals
of new models or motors to be manufactured by the factories located in
Spain, as well as to work conditions and employment, the flexibility that
they offer and the competition between the new EU members. 

5.2.2. Perspective and union strategy 
The analysis of the sector carried out by the unions28 recognises the

necessity of introducing changes in order to adapt to the new economic
context, which is more variable, especially in a sector in which all firms
are multinational. This analysis also points out the fact that the plants
established in Spain are, on average, 15% more productive compared to
the EU average, and that they have competitive labour costs, at least in
relation to the other big European automobiles producers, as well as a
flexibility highly developed in recent years through recent collective
bargaining. 

In order to give support to the future of the sector, the unions outline
the necessity to change progressively the productive orientation of the
Spanish industry toward higher added value products in technology and
design, and to obtain highly qualified work force according to this ori-
entation. This change in the motor industry is directed toward the pro-
duction of vehicles of higher range or the combination of both produc-
tions (lower and higher range), as is carried out in other European coun-
tries (for instance in France and Italy). At the same time, they recognize
that this type of decisions can only be made by the multinationals, and
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tive agreement negotiation process are, CGT a union with nacional level representati-
tivetness and LAB in the Basc Contry, with 12% and 1.7% of unions delegates in the car
assembler fimrs and 3.4% and 3.2% in tthe auto-parts factories. 



that the only thing that the Administration and the unions can do is to try
and favour the conditions for this change of orientation within the indus-
try. To do so, they propose bigger investments in R+D, greater coopera-
tion among the social agents of the sector, the universities and techno-
logical centres, and institutional financial support to facilitate a greater
internationalisation of the auto-parts companies. 

Regarding their performance in recent years, the most representative
unions feel that they have been participating in the transformations, they
believe that these types of changes were necessary to ensure the future
of the sector and of employment. Nonetheless, they complain of the
scarce compensations obtained for other improvements in the employ-
ment and work conditions, which after the sacrifices carried out clearly
have worsened certain work and employment conditions. As a trade
union member pointed out: “we are in a position to assure that these
increments of 40% of the total production per worker and year during
the period 95-02, would not have been possible without the collabora-
tion of the workers and unions in the introduction of new methods of
work organization, and the increase in labour flexibility, or basically,
working time flexibility”.

The strategy of the Spanish unions, and the actions that have derived
from it, comprises five topics, which are: the future of the sector or guar-
antee of industrial stability, the structure and employment conditions,
work organization, health at work, and the coordination of union action
in the European context.

As regards the first aspect, that is, those actions that guarantee the
industrial stability or the future of the activity in our country, the unions
point out the need for the companies of the sector to maintain or increase
productive investments in new technologies and to be prepared to reach
agreements to amplify these key investments for the future of the activ-
ity and employment. In this field, the unions think about industrial com-
mitments with the respective managerial staff and to increase their par-
ticipation degree in this type of decisions. In this sense, we must point
out that, at some time or another, negotiations and agreements between
the management and the unions related to industrial commitments for
the future, have taken place in more than half of the car assemblers, for
which reason there is a lot experience in this area. These agreements
generally include topics such as investments or the vehicle models to be
produced in our country. 

The second part of union action refers to the structure and employ-
ment conditions. In this case, the high-priority objective of collective
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bargaining is the creation of stable and quality employment. They
articulate it through the support to permanent recruitment, relief con-
tracts, and the professional development of work force using promo-
tions. In the same way, they also try to exercise union control on the
use of temporary recruitment, temporary work agencies and subcon-
tract firms. 

The third part of union action is the largest, and refers to work organ-
ization, work and employment conditions, retribution aspects, qualifica-
tions, etc. The general objective in this area is to exercise an influence
in the change of the organizational pattern of the activity by means of
intervention and participation. In this way, they express themselves in
favour of the restructuring and the adaptation to the technological
changes provided the negotiation, the participation, the pursuit and the
control are part of their application. 

The fourth aspect is the action approaches as regards health and envi-
ronment, and it is centred in the incorporation of risk prevention plans
into collective bargaining,29 mainly in the auto-parts industry, where the
number of injuries is higher. Unions propose the constitution of commit-
tees of security inter-firms (due to the extension of the subcontracting),
as the biggest number of injuries occurs within subcontracted firms. A
new aspect to introduce in collective bargaining is environmental topics.
Moreover, the sector is in favour of its introduction since it is highly pol-
luting and it is going to carry out strong investments in the application
of the Kyoto agreement, bearing in mind the reduction of emissions and
the European Community directive of limiting vehicle-polluting emis-
sions. Unions also propose to introduce into collective bargaining the
principle of shared responsibility in environment matter and union par-
ticipation in the administration of these plans in the companies of the
sector. 
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respect (health committees, protection measures, etc), and have even included in their
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illnesses carried out in 1999 in the automotive industry has pointed out that the third part
of accidents entailing time off work were caused by overstrain, and 83% of profession-
al injuries caused by falls were musculoskeletal lesions (CC.OO. 2004:131 and ss.). The
same source points out that the level of accidents in the sector of manufacturers is low.
In all companies, ergonomic analysis and musculoskeletal lesion detection are carried
out. However, the research affirms that there is a deficit of investments for prevention
that muffles in the future the consequences about the health of the workers.



The fifth aspect is the coordination of union action within the
European context. Unions define the car assembler sector as a produc-
tive activity where there is the opportunity to build a syndicalism of
European dimensions, constituting the vanguard in the organization and
union practice at international level. Experiences already exist in the
coordination of the mobilization in several European factories of the
same group. The obstacles for the practice of union collective action of
European character are many. They are, basically, the short term differ-
ences of interests that the workers of different factories can have, since
workforce dismissals or production cuts in a plant ‘can benefit’ people.
But to this type of situations it has been had to face the syndicalism con-
tinually, since at individual level or of workers isolated one can also
reply this trade-off and the force of the syndicalism in fact arises of to
overcome that level and to defend collectively some interest, as some
trade union members interviewed pointed out. For what is not easy to
overcome this type of obstacles but the historical practice shows that it
is possible. Other obstacles to this combined practice are the differences
of mentality and of union practice and the differences of regulation
regarding labour legislation and the industrial relations system.

The proposed action that is going to be develop progressively is that of
a higher integration, which recognizes the obstacles and existing weak-
nesses, and which has the objective of establishing a level of appropriate
relationship with the multinational firms, and some appropriate proposals
and a union position among the workers of the plants in different countries
which is coherent and cohesive. In order to do this, three instruments are
proposed: the European work councils, cooperation among national
unions and action in the European Federation of Metallurgists (FEM).
This European federation is opening the way to become a speaker of the
unions at European scale. In short, a qualitative jump has taken place in its
action since 2003 with the development of strategies and plans of union
action against the multinationals and by beginning to be articulated as a
European union, a union of unions of the metal.

5.3. European Work Councils
The EWC are considered by the Spanish unions, in their documents,

as basic instruments of union action (CCOO 2004). In this sense, the fact
that there are councils with a high union degree and with mobilization
possibilities in the sector of car assemblers, as has been shown by his-
torical precedents, is outstanding. At the present time, all multinational
car assemblers established in Europe have EWC, which does not happen
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in most productive sectors. This situation allows us to think that, togeth-
er with the dynamism of some of them, this sector constitutes the van-
guard in the construction of a framework of industrial relations at
European level. In the same way, the traditional limitations of the
European legislation that regulates them are recognised, together with
the management actions of the multinational and the problems of mixed
interests, and there is a consensus between the positions of the different
unions of different countries. In this sense, in some multinational firms
it is easy to detect the prevalence of a consistent managerial attitude
which tries to hinder the development of the EWC or to propitiate a
scarce union participation in the decision making process. Nevertheless,
one of the most important obstacles to its development is the mistrust
among unions from different countries, when exchanging information
on the situations of the different European plants in front of the restruc-
turings process or dismissals, and the extension of the most corporate
and national tendencies, and the lack of a common strategy in front of
the multinational.

The competition between unions to increase production of their
plants, and the practices of ‘dumping’ and ‘foul play’ with the rest of
European unions, are accusations that appear against the behaviour of
some unions. “Unions have better bargaining conditions at these levels
(national & local), for they are nearer to the workforce and they can
make better use of political and legal resources. At European level, such
external power resources are still very scarce. Interest cleavages
between unions are more likely to appear at international level and the
balance is too much in favour of management who can always use the
threat of social dumping and delocalisation.” (Rehfeldt 1999:114).

Furthermore, in the case of Spain, as a union member of the EWC
from an American multinational car assembler pointed out, “the
European committees establish the situation of the company and the per-
spectives, not only of the company as a group but also of the plants. We
have a problem of coordination of common strategic policy, because the
corporativism in each country is the one that it cares; the unions try to
respond to their people, in their country, the workers that vote them. We
go there as union, not as a company committee, the same as other
Spanish trade unions, but other countries do not. This is generating some
problems because the Spanish trade unions do not always have the same
positions inside the EWC”. 

The extreme extent of this situation was pointed out by another EWC
member of a different car assembly firm, who pointed out that the most
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representative union of his firm does not attend the EWC meetings,
because its members say that they can negotiate directly with the
European management of the firm, without the necessity of the EWC. In
this case, this union is using it as a promotion aspect to increase support
in the union elections between workers, trying to appear as a strong
union with a high capacity of influence on management, not only in
Spain, but also in Europe. Obviously, with their strategy they are trying
to attract investment and production increases in Spain against other fac-
tories in other countries. Due to this, they do not want to attend the EWC
meeting, because the rest of the members will not accept their behaviour. 

One of the reasons for this behaviour may be the fact that the shop
floor workers do not know very well what a EWC is. As a member of
one of them said, “they know (refering to the workforce in the plant) it
because every time that we have a meeting we tell the delegates,
although it is only a very diffuse knowledge, because they don’t know
exactly with whom we meet nor where we meet. We are making an
important effort to inform, but, for the workers, this is something very
distant. We have been very successful with the last strike, the workers
have seconded it very well, but they continue to see it as something very
diffuse, and they don’t know exactly what it does there. Now, we are
publishing a magazine in the factory that speaks about globalization,
and, in a very didactic way, we explain what the European Work Council
Committee is, because most of them don’t know that there are 3
Spaniards, 6 Germans, etc. But it is necessary to recognize that a certain
element of fear exists, because the Germans are the important group in
the union and in numeric aspect, some people think that we are been
used by them to favour their interest. But I think that the line of the
union must be to support that road, but it costs an effort, and it is some-
times even an act of faith for the workers.” 

What is also pointed out by union members is that, in a context of
global capitalism, the multinationals use the resource of transferring pro-
duction percentages between factories or carrying out investments as an
effective instrument of pressure against the respective national unions.
The only way to counteract that pressure is by means of coordinated
union action, which should be carried out through the EWC. The FEM
can also collaborate in this task and facilitate the arrival of unions to
EWC with a cohesive position, insofar as it consolidates its organization. 

Despite all these aspects, the Spanish trade unions are expecting the
EWC to gain more importance and relevance. In the interviews that we
have carried out with members of two EWC (Ford and GM), union rep-
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resentatives of these firms and union staff of the metal branch, they were
all positive about the importance of the EWC. All of them agree that the
areas of codetermination and the agreements are limited by the compe-
tences of the EWC and the practices of the members. 

In fact, the EWC are a consultive committee, in which it is possible
to talk about the industrial plans of the firm (How many cars are going
to be produced for each model, where, etc) and to share information with
the management of the firm. However, it is not possible to discuss about
work organization in a deep sense or about productive model. However,
in the case of GM there are different working groups within the EWC,
supported by the European Federation of Metallurgy Workers, that dis-
cuss more topics and translate them in their own negotiations in their
countries. 

Furthermore, the unions interviewed say that the EWC is highly
respected by the national management. For them, this aspect is very
important because the agreements with the European management must
be respected by the national managements. This is a key aspect, espe-
cially when the decisions entail dismissals, as the agreement with the
European management implies a procedure that must be respected at
national level. This is very important, according to their point of view,
because it is a rigid framework for the firm when they apply the changes.
On the other hand, it entails clear guarantees for the workers in the
process. In this sense, the opinion of a member of GM´s EWC is clear
about this effect: “with the EWC you have some interlocution level,
although it is minimum above the management in Spain and that, for
them, sometimes is a problem, obviously. For instance, with the conflict
of the Meriva, unions speak with the management of Europe, and they
were who said to the Spanish management that they had to reach an
agreement with us.”

The other aspect pointed out is the practices of EWC members in a
general sense. There are many differences between countries, and also
between unions at European level. It is often very difficult to combine all
the interests of the different unions. In this context, the unions interviewed
consider that when a EWC is successful, in the sense that they work well
and they have fluency transferring information and arriving to agree-
ments, it is because IG Metal is working hard. In both cases (GM and
Ford), they affirm that IG Metal is working as a leader, and try to support
as much as possible the EWC. In addition, the members GM´s EWC say
that the support of the International Federation of Metallurgy Workers is
very important to increase the relationship between unions in Europe.
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One of the most interesting cases in the EWC experience in car
assembly firms in Spain is the GM, due to the agreements reached and
the significance of the same, not only within the firm but also as a model
for the sector. The topics habitually approached by the European com-
mittee are related to employment, and, at the historical moment in which
they have arisen, it is because they imply restructurings in the firm at
European level. Three agreements have been signed. The first, when the
company stopped manufacturing the Frontera and was looking for alter-
native jobs for those dismissed. The second, at the moment of the coali-
tion with Fiat. Management said that no agreement was necessary, but
the European committee proposed an agreement according to which, if
that coalition failed, there would be a return of the workforce that start-
ed to work in the companies that were created by the combination of
their original firms, apart from a guarantee of maintenance of the work
conditions. In our case, 168 people left for one of those companies, and
when the agreement failed, all of them returned to GM without any
problems. Moreover, the third and last, the agreement of December 8,
2004, that has meant the form in which the company dismissed 12.000
people, in Spain, 618. According to the union point of view, it meant that
the negotiations began, first, from a series of guarantees, as for instance,
the fact that the dismissal of people had to take place in an agreed way,
through early retirements, voluntary dismissals and inabilities related to
health, fact that quite satisfied us. 

From their point of view, their case is exemplary and it works well
due to a mixture of diverse factors. Union members, explaining their
experience, said that “In the EWC, it is necessary to look for a balance
that is not always easy, between the necessities of the plants and the
countries and the general necessities, that is to say, a certain level of trust
in others is necessary. This process of mobilizations that we have had, in
which everybody was requesting that you guarantee what you were
doing, but in which you were also investigating the others, has been
quite illustrative. For this reason, a certain level of initial trust is neces-
sary. Also, in our case, the fact that Opel is a subsidiary of GM has been
a key aspect, and also the fact that GM has been gaining more control
over Opel every day , and the Germans have been concerned with gen-
erating a strong counterpoise, that is to say, IG Metal has been, here, the
booster of this European company committee, and everybody else has
been in favour. And, then, the circumstances have been in a certain sense
propitious, because when the alliance comes with Fiat all we have some
problem, and it we have a mark to solve. And when the problem with the
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Olimpia came something was already taken smooth, because we had the
experience of the closing of Luton”. 

As we can see, the EWC has played an important paper in certain
restructurings as that of GM Europe, and the contents negotiated have
meant an advance in union positions. The experience of the Spanish
unions in these Committees has been, in their opinion, very important,
and they have benefited from the experience and practices of more
organized and more powerful unions as, for example, IG-metal. They
recognize its protagonism in the European committee of GM, and in the
interest in articulating a position and a strategy at European level.
Nonetheless, they also point out that this experience is difficult to extend
to other firms. As they say: “What we have learned is that it is not as
simple as it seems. But, evidently, if it has been done here, although it
has been favoured by a joint, the Germans have had a lot of interest in
promoting it, they have capacity, so why it cannot arrive to other
places?”

6. Conclusions

The Spanish automotive industry is a productive activity of great rel-
evance in the economy, given the employment volume that it generates,
its contribution to the GDP, as well as its importance in the external
trade. It has been a key activity in the industrialization of the Spanish
economy, especially in some geographical areas where its presence is
very high.

A first aspect of the sector that we must highlight is that it is the result
of a process of foreign investment, which began in the decade of the
fifties and has continued until our days. At first, the objective of these
companies was to have access to a protected market, which was grow-
ing. However, later on, starting in the seventies, a transformation took
place in the productive orientation of the car assembly multinationals,
and Spain became an export platform, specialized in the production of
vehicles of low range, where the final price of sale was a key variable.
In addition, it is a market segment with strong competition between
European and American producers, as well as the Asian producers that
have recently arrived.

Perhaps, this productive specialization in a market segment that is
very competitive in prices, explains a productive structure in which the
search of ways to curb costs is very important in order to stay in the mar-
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ket and to offer competitive sale prices. Due to this, car assembly firms
have applied strategies, with certain distinguishing shades between
them, but that present a series of common features. First of all, an
intense development of innovations in the process. This has been possi-
ble thanks to a bigger adaptability in workforce, but also because the
organizational innovations in the productive phases of smaller added
value, are those that facilitate competitive improvements (an improve-
ment in work routines, a time reduction in the changes of machines,
maximum adjustment to the rhythm of the chain, etc.).

In second place, the establishment of a reticular structure in the sec-
tor that, apart from facilitating the administration to car assembly firms,
thanks to the outsourcing of the part of the logistical complexity, it has
allowed the transfer of adjustment costs in front of changes in the
demand levels throughout the net. It has formed a highly polarized pro-
ductive structure among big companies (car assemblers and some TIER-
1), and an entire group of second and third level suppliers of reduced
dimensions, with smaller technical innovations and with a minimum
capacity of reaction in front of the demands of the companies of superi-
or level. Such a dual structure is possibly a distinguishing feature of the
sector in Spain, both if we compare it with the automotive industry in
other countries or with other industrial activities in Spain. 

In third place, these processes (the innovations in the process, the
segmentation of the work conditions, etc) are feasible because of the
characteristics of its workforce and, more in general, because of the fea-
tures that the National Model of Employment presents and the most
recent changes that have taken place within it. Although, historically, the
main reason for the establishment of the multinationals in Spain was the
market conditions, we cannot leave aside the availability of cheap, dis-
ciplined work force, with a formative level to carry out the production
and make possible the establishment of the multinationals in our coun-
try. Everything conforms to a productive structure in the sector that is
consolidated with the passage of time. Moreover, before the arrival of
the crisis in the seventies, a very powerful industrial base existed, where
it was easier to introduce changes into the productive model in order to
adjust to the new market conditions.

In the expansion of the sector, starting in the seventies, we find aspects
of the NEM that had an impact in these dynamics of growth. In the first
place, the existence of cheap and not very conflicting workforce allows to
accentuate the productive specialization in vehicles of low range and to
introduce organizational innovations with smaller tensions that in other
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traditional production centres in Europe. In short, this situation responds
clearly to a green field model. In the most recent period, the increment in
temporary labour contracts, the deregulation of the labour market and the
increase in flexibility, are aspects of the NEM that have enabled the main-
tenance of the production growth in the sector with the characteristics of
productive specialization that we have mentioned previously. 

The features that we have been pointing out refer to the group of the
sector. However, the situation is quite different in the bulk of the indus-
try of components and car assembly companies. Due to this, it is impor-
tant to separate the analysis of these two groups of companies, in order
to capture with more depth the changes that have been taking place
recently as well as the logic of the same. 

In the case of the car assembly companies (in this group we can also
include, at this moment, some of the TIER-1 firms), the transformation
of the NEM in relation to the aspects of increment in flexibility and
labour deregulation, has had an impact in the sector but in a less pro-
nounced manner than in the industry of components and in other activi-
ties of the economy, given the peculiarities of these companies. In short,
the car assembly companies have a productive process with specific
technology, careers and training necessities that favour the internal
labour markets and labour stability. The necessity on the part of the com-
panies of the sector, of introducing innovations in the process and new
forms of organising the production in a continuous way, has entailed a
certain style of labour management by the administration of these firms,
that has gone from being characterised by a certain degree of confronta-
tion and reactive labour management strategy to being more approach-
able and intent on involving manpower in the productive changes. The
introduction of the lean production has meant a bigger attention being
paid to the labour force administration in a more participative way. 

To these features that we have just mentioned we must add the fact
that the car assembly firms and great part of the TER-1 are companies of
great size, with high union density and which have traditionally been bas-
tions of unions, due to their great action capacity and the fact that they
are a reference within union action. As we have seen in the report in the
section dedicated to the labour relationships, the collective agreements of
the car assembly firms are much broader than in other activities, bearing
in mind the number of aspects that are considered in the negotiation. 

Altogether, the techno-organizational characteristics of the sector and
the model of labour relationships, has tinged the incidence of the changes
that have taken place in the NEM o the sector compared with other activ-
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ities. Concretely, the temporary labour contract level is lower, flexibility
shows some more complex practices, the workforce adjustments and the
introduction of organizational changes have been more negotiated, the
training actions by the companies are more habitual than in the rest of the
sectors, etc. All these shades, however, are also accompanied by transfor-
mations that are not so proactive. In the sector, we are also witnessing a
reduced extension of work groups, a hypertaylorization in the final line
of assembly (where more work force is concentrated), faster work
rhythms, greater workloads, high absenteeism levels, little attractiveness
of the activity among the young, etc. In this sense, although the precari-
ousness trends and the deterioration of the work conditions are also pres-
ent in the sector of the automobile, the same as the tendency that has
taken place in Spain in other activities, their features, analysing the group
of car assembly firms, are less pronounced than in other activities. 

The scenario is very different in the case of the auxiliary industry.
Apart from some companies located in the level TIER-1, whose situa-
tion can be compared to that of the car assemblers, in the subcontracted
companies that work in and for the car assembly factories, the repercus-
sion of the changes in the NEM is similar to the rest of the economy:
high temporary labour contract levels, a worsening of work conditions,
etc. As we have seen, the industry of components presents in all the
terms worse work conditions. This situation is more pronounced as we
move away from the central nucleus of the activity and we move to the
most outlying levels. 

The vision of the sector in productive sub-segments can lead us to an
erroneous reading, as if two parallel realities, a good one and a bad one,
existed. This is not certain insofar as the two dynamics that we have just
pointed out are part of the same history, and the most positive dynamics,
in principle, from the point of view of the employment conditions, can-
not subsist without the bad one. The sector dynamics are marked by the
car assembly companies, and in recent years, it has been established a
structure in which the OEM and the TIER-1 organize the productive
process and the outsourcing toward inferior levels, where they discharge
the adjustments of productive flexibility and where labour conditions are
worse, given the characteristics of the companies, a smaller union pres-
ence, and the existence of a less complex and dispersed model of labour
relationships. 

It is necessary to bear in mind that one of the most important charac-
teristics of the motor industry is the organization of the work and the
value chain. It is the key point of the activity, the determinant of com-
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petitiveness. This is why, in front of a productive specialization centred
on the phases of little added value and a product positioned in the low
segments of the market, the reticular structure, as a mechanism to
increase flexibility and to diminish costs, is a key aspect. In fact, we are
in front of a dominant situation in the car assembly companies and the
industry of components, where the increase of precariousness and labour
flexibility of a group of them is necessary for the survival in the market
of the others. 

The organization of the sector into the reticular structure that we have
just mentioned, evidently, has an important impact on the global reorgan-
ization of the value chain, and this on labour relationships. Due to this, we
can conclude that there is a nucleus of companies in which the impact of
the changes in the national employment model has been smaller, and next
to which coexists another group of companies, whose existence is also
necessary, and in which not only are the costs of adjustment discharged
but, in which they also take advantage to the maximum of the possibilities
that the NEM offers to increase flexibility and to reduce costs. 

However, the incidence is not only of the NEM on the sector, but
rather this can be generating rules of change that fit the possibility that
they extend to other activities in a future. The idea of possible future
dynamics being generated within the sector and extending to other activ-
ities originated in the car assembly companies and not in the compo-
nents companies and derives from the sieve that the peculiarities of the
sector introduce into the impacts of the transformations of the NEM. In
short, it is the following aspects. 

a) The double wages scale. This mechanism is a way of reducing
labour costs, and, to a great extent, it is associated with relief con-
tracts and entails a relatively novel practice in the Spanish econo-
my. It is, to a great extent, a modality of labour insertion different
to those that have been traditional up to now.

b) The relief contract and the substitution of workers. This contract
has existed in the Spanish economy for a long time, but it has
practically not been used. The automotive industry is the one that
is using it intensively as a way of generational relief in the sector.
In fact, the incorporation of young work force in some companies
is a problem as a result of a diminution in the attractiveness of this
activity among the young population. Though traditionally the
automobile sector has been an activity in which employment has
been highly sought after due to its high wages, good labour con-
ditions and employment stability, it is now no longer so attractive
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among young people. Labour stability in the sector is lower, and
work conditions are, at the moment, no better than in other activ-
ities (due to the schedules, the monotony and work rhythm, etc.).
In fact, an important change in the Spanish society is taking place,
which entails a growing rejection to certain productive activities.
In the case of the industry of the automobile, it seems that this
dynamic is also taking place. The high levels of absenteeism
among young people are a consequence of this situation. 

c) New labour flexibility practices centred on changes in the adminis-
tration of working time. Although the banks of hours are not some-
thing totally novel in the Spanish economy, it is in the sector of the
automobile where it has more relevance, largely because it has
become the central axis of labour bargaining in recent years. In fact,
an interesting aspect to highlight is that all these transformations in
working time are introduced in a negotiated way, usually discussed
in the wide context of techno-organizational changes. It is here
where the most novel aspect resides: to outline the modification of
work time from a perspective that takes into consideration in the
negotiation, the problems of global organization of the productive
process and the compensations in the face of these changes. 

d) The EWC. This is also another aspect highlighted in the sector that
can be related to the future. Experiences like those that we have
pointed out the case of GM are a relating one successful of how the
international organization has repercussion at the national level. In
the case of the automobile, this aspect possibly acquires more
importance because of the high globalisation of the sector and the
great intensity of changes that are taking place in recent years. 

In conclusion, the automotive industry is definitively a productive
sector that can generate some future rules in the Spanish economy.
Nevertheless, it is necessary to point out that these possible changes are
not of great importance and neither is it clear whether they will be gen-
eralized. We must also bear in mind that some of the modifications that
are taking place are a result of the techno-organizational characteristics
of the sector, the model of industrial relations, and the management’s
necessity to carryout a more proactive administration of labour force in
order to obtain increases in competitiveness. It is not the sector leading
the changes that are taking place in the Spanish model. It has been a
strange industry, with few repercussions on the rest of the sectors, and it
will possibly continue this tendency in the future, with a low impact on
the rest of the activities. 
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The Automotive Industry in Hungary

by Andras Tóth and László Neumann

1. Automotive industry in CEE: restructuring, upgrading and
clustering 

With the collapse of CMEA and the autarchic socialist production
system has collapsed the state owned domestic automotive industry in
the region. Former socialist state owned companies in the region have
been privatised, restructured and integrated into the global, and particu-
larly the West European, production systems in the course of the 1990s.
Those former state owned companies who could not join to one of the
global networks has been closed down. The car companies and major
supplier firms were mostly acquired by strategic foreign investors. Some
smaller firms and outsourced parts of state owned conglomerates were
privatised to domestic entrepreneurs or to former managers. Thus the
emergence of the new automotive industry went hand in hand with the
collapse of the formerly state owned auto-industry sector. The intrusion
of the new foreign players has disrupted the former, long-established
supplier relationships between OEM and supplier firms. Beyond privati-
sation, a number of new firms emerged through greenfield investments,
relocations of production into the region and by setting up companies by
domestic entrepreneurs. The quick entry of the foreign investors, how-
ever, represented an opportunity to build a new industry based on skills
and manufacturing capabilities nurtured beforehand. Thus practically a
completely new industry has been born in the last 15 years through sales
of companies to strategic investors, greenfield investments and the
emergence of new domestically-owned companies.30
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Currently the CEE region is one of the world’s fastest-growing cen-
ters of auto manufacturing, second only to China.31 Car, car parts and
engine production in the CEE region has been growing exponentially in
recent years, with total investment since 1990 amounting to approximate-
ly 24 billion Euro, mainly in the Czech Republic, Slovakia, Hungary,
Poland and Romania. Since the mid-1990s, the European automotive
companies have focused all of their greenfield investments in CEE coun-
tries. Especially, Slovakia and the Czech Republic enjoyed huge inflow
of investment. The combined production in these two countries already
around 2 million copies annually, well beyond the level of pre-transition
period, when 190.000 cars were produced by Skoda, the former Czech
state owned auto-company in the once unified country.32 The advantages
of investment in CEE countries are not only low labour costs and lucra-
tive subsidies and tax incentives, but also the fact that these countries are
potentially the largest growth market in Europe.33 None the less, the real
goal of the build up is to provide low-cost plants that can ship cars to
Western Europe.34 Consequently, the objective of the big car manufactur-
ers investing in the region is twofold: in one hand is to supply the increas-
ingly attractive CEE markets, on the other hand to manufacture for the
wider European market and thus to gain competitive advantages exploit-
ing the comparative cost advantages offered by CEE. 

In the new European spatial distribution of production in the automo-
tive industry, Central and Eastern Europe is destined to be the conti-
nent’s preferred location for low-end car production, and increasingly
pose a threat for the automotive sector of Portugal and Spain.35 In addi-
tion, it also emerges as a major site for engine production and compo-
nent manufacturing.
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The clustering of assembly plants also lured suppliers to build up
their networks in the region. Along with the auto manufacturers, many
large and medium-sized parts suppliers have invested in CEE, partly to
directly supply the emerging local automotive industry, partly to enjoy
cost and efficiency advantages and export their products to Western
Europe, or to worldwide located plants. Typical, those strategic investors
who acquired the state owned automotive plants in the region has
replaced local suppliers by their long-established supplier. This process
was facilitated by the fact, that none of the acquired plants has contin-
ued the production of their traditional models, but were switched to pro-
duce the models of their new owners. In the case of Skoda, for example,
Czech and Slovakian parts accounted for some 80 per cent of ·koda’s
total purchase in the early 1990s. A lot of domestic suppliers have been
unable to fulfil the new requirements, and VW allured some 80 foreign
components manufacturers by 1998 to acquire domestic suppliers or
building green-field sites. Therefore the value of parts manufactured
locally – but in fact mainly by foreign-owned firms – has just slightly
decreased since 1994, and still accounted for two thirds of the total
spending on components in 1998.36 Asian firms faced a different situa-
tion before the accession, as they had to reach 60 per cent EU content if
they want to enter the EU-markets without incurring prohibitive tariffs
they cannot simply import from their Asian supply base. Thus they are
forced to source more parts either locally or from EU-members or asso-
ciate members. Thus, Magyar Suzuki also had to reach 60 per cent EU
content in order to export it cars to the EU. As a consequence of cluster-
ing of assembly plants, part and component manufacturing parts, and
suppliers plant the newly-emerged regional production system in the
region is characterized by a high degree of regional integration and
interdependence. The investment drive, which picked up in the mid
nineties continues following the accession of CEECs to the EU. In
spring 2003, an IKB survey of some 200 of German supplier companies
revealed that Central and Eastern Europe is their main investment desti-
nation in the coming years.37 This process has led to a great density of
suppliers. For example, in the Czech Republic, more than half of the
leading 100 world equipment suppliers are active. At the same time,
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local domestic supplier firms increasingly interlinked with the supply
networks, and secured for themselves a position in the lower tiers of sup-
ply chains.

As a result, a major automotive cluster has been emerging in a circle
which passes through the Czech Republic, Poland, Slovakia, and
includes Hungary and Slovenia as a part of the former Yugoslavia. This
new automotive region has close links with established manufacturing
centres in Austria, Germany and France. 

As far as car production is concerned, in 2004, 1.511.000 units were
produced in CEE, 12 percent more than in 2003. The most important
country is Poland with 516.000 units, followed by the Czech Republic
with 444.000 cars. Slovakia produced 224.000 cars, while Slovenia
132.000 cars and Hungary 119.000 cars. The least important was Romania
with 99.000 cars produced. 2005 marked further increases in manufactur-
ing capacities. The expansion of the Renault-Dacia plant added a new
capacity of 175.000 cars in Romania. The inauguration of the Kolin-based
Toyota factory, together with Peugeot and Citroen in the Czech Republic
added some 300.000 cars capacity. The expansion of Magyar Suzuki in
Hungary increased the plant capacity to 150.000 units. The Renault plant
in Slovenia was increased to produce annually 175.000 cars took place.
The major European investor is Germany, but French firms and FIAT are
also active in terms of investment and production capacity. 

Among car companies, Volkswagen group is the largest investor. It
has invested more than five billion Euros. It build up its major assembly
plants in the Czech Republic and in Slovakia by acquiring Skoda and
BAV, former state owned auto-manufacturing companies. VW, while
replaced the old Skoda Favorit models wit new ones, added a new green-
field manufacturing plant to the old one in Mlada Boleslav to produce
the new Octavia model in 1996. In 2001, it built a second greenfield
plant in Kvasiny to produce the new Suporb model. Recently has begun
the assembly of Roomster model in the Kvasiny plant. The combined
capacity of Skoda plants is about 500.000 cars annually.38 In Slovakia
VW builds Polo, Tuareg and Audi Q7 models in 240.000 copies. It built
up major engine plants in Györ, Hungary, where also builds the Audi TT
models, and a diesel engine plant in Polkowice, Poland. It also estab-
lished a smaller assembly plant in Poland to produce Skoda and Seat
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models.39 Fiat was an early investor in post-communist Poland, and is
today its biggest single exporter, with $1bn annual sales abroad. Fiat’s
plant at Tychy southern Poland, The 300,000 sq m facility turns out
more than 350,000 Seicentos, Unos and other models annually, and
claims the lowest breakdown and recall rates, local managers boast, of
any Fiat plant worldwide.40 GM is also active in Poland. Its plant could
be found l in Gliwice, a few kilometres northwest of Fiat’s Tychy
plant.41 GM also has a smaller engine plant in Szentgotthard, Hungary.
Recent news hinted that GM may build a now plant in the region to
assembly Daewoo models.42 Renault invested heavily in Romania and
in Slovenia. The Dacia plant in Romania is planned to have 1.000.000
output in 2010.43 Japanese and Korean companies are also seeking
foothold for Europe in the region. The first major investor was Suzuki,
which set up an assembly plant in Esztergom, Hungary. The plant is
foreseen to reach the 300.000 capacity in 2008. During the nineties,
Daewoo has established a number of production plants in the region.
None the less, GM did not take over those plants when it acquired
Daewoo. Toyota has set up a production plant together with Peugeot and
Citroen with a capacity of 300.000 cars in Kolin, Slovakia.44 Toyota
also built an engine plant in Poland. Kia is about to launch production in
its new factory in Zilina, Slovakia with an investment of $1.3 billion to
produce 300.000 cars.45 Hyunday has recently announced that it would
build a production plant in Nosovice, in the Czech Republic for 1 billion
USD. The plant would turn out 300.000 cars and 600.000 clutches.46

It is widely reported, that these factories are among the most modern
and most efficient and profitable factories within their companies, and
performance benchmarks for other plants of their respective corpora-
tions.47
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By 2010 the number of CEEC produced cars is expected to grow to
3.8 million, and the region will account for more than 20% of Europe’s
production. Renault already made clear that all new plants built in
Europe will be built in Central or Eastern Europe.48 In addition, there is
a palpable trend of upgrading of manufacturing capabilities: starting
from an ckd style assembly, which practically meant import of compo-
nents and re-export of cars, more and more of the region’s FDI projects
are climbing the production chain by adding part and component manu-
facturing capabilities, and R&D activities.49

The competitiveness of the region is underpinned by a number of fac-
tors:

❏ Geographical proximity to major European markets and
manufacturing centres, with good infrastructures which allows
good logistics;

❏ A strong regional demand expected in the longer term; 
❏ Stable investor, friendly political and legal system;
❏ Regulation of employment allows more flexible working

practices that are available in Western Europe;
❏ Traditions of industrial relations system allows more flexibility

for work organisation. Unions are cooperative. Employees are
enjoying less historically achieved endowments, thus they are
easily adapting to new work practices;

❏ A well-qualified labour force at a relatively low labour cost;
❏ State support to investors, in particular for training and the

attainment of vocational qualifications, as well as tax incentives; 
❏ More and more external economies of scale, as the presence of

competitive industries upstream (plastics, metals, electronics)
are facilitating further productivity gains.50

The automotive industry – automobile makers and parts suppliers
alike – has become one of the main driving forces of economic growth
in the new EU countries of Eastern Central Europe. This is especially
true for the Czech Republic, Hungary and Slovakia, where automobile
production accounts for 15% or more of total manufacturing output. In
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Slovenia and Poland, where the figure is closer to 9%, the automotive
industry’s role in the manufacturing sector is substantially smaller.51 In
1998, the sector’s productivity was already approaching or in Hungary
even already exceeding that of the EU15.52 Automotive industry is one
of the key industries to employ state of art manufacturing methods, thus
facilitating the upgrading of the relatively backward economies of the
region.

2. Political discussions concerning the future of car industry in
Europe

Given the very important role of strategic foreign investment, and the
relatively small role of domestic players in the automotive industry in
the region, it is sometimes described the process as ‘colonisation’ or
’development of maquiladora type of industrial model’. None the less it
is unlikely that there was any other viable alternative for the region.
Companies and products nurtured by the planned economy system can-
not be sustained. None the less, the skills – especially technical ones –
accumulated in that era proved to be valuable, Without such investment
process, those historically acquired skills would have been destroyed.
Instead of, it took place a very steady upgrading of technical skills, and
the very rapid process of acquiring managerial, marketing and financial
skills. Increasing R&D assignments are also opening new opportunities.

Still, one of the dangers of the foreign investment-based develop-
ment of the region, as many commentators have noted, is the emergence
of a ’dual economy’: multinationals often do not use domestic suppliers
but rather tend to import, assemble, and export with hardly any links to
the local economy. Others hold however, that foreign investments are
advantageous for the region because foreign investment in modern
assembly operations has enabled local companies to acquire technolog-
ical know-how and special machinery that would have otherwise taken
years to develop.53

223

51 Economics and Research Department, IKB Deutsche Industriebank AG, 2004.
52 Revue Elargissement Special Automobile, Dossier 52 - March 2005, w.mis-

sioneco.org/elargissement. 
53 Topolansky, A. (1998) ’The Assembly Industry in Hungary: Favorable Business

Climate Creates New Opportunities for U.S. Industries’, Industry, Trade, and
Technology Review, March 1998.



Domestic political discussion is increasingly centres on the future
role of local suppliers in the production networks. It is seen, that upgrad-
ing of the supplier sector is a key to have ‘spillover’ effects on the gen-
eral economic development, and to maintain manufacturing capabilities
at higher wage level than the current one.54

There is other side of the coin, however. With building up of mod-
ern, flexible organised, low cost plants in the vicinity of the west-
European car plants, there emerged an internal competition for product
building and, ultimately for jobs between the two region. The
Bratislava plant is reportedly the most profitable of 42 Volkswagen
plants worldwide, thanks to low labour costs, flexible manufacturing,
continuous working time flexibility and a motivated workforce, and
won the opportunity to build the Q7 SUV in an internal tender within
the Volkswagen group. No wonder, experts are pointing out that at the
end of the decade as much as 20% of Europe auto manufacturing will
take place in the region. In the long term, as much as 60% of manufac-
turing capacity, including suppliers output, could be found in the
region. This dramatic shift of production location would inevitably
spark the restructuring of automotive complex in Western Europe,
which employing 3 million employees directly and 12 million indirect-
ly, and has one of the highest wage among manufacturing industries.
None the less, it is not only competition between low and high wage
areas of Europe. The opening up of CEE represents an opportunity for
European car brands to meet with the increasingly stiff competition of
Asian carmakers, some of them already building cars in China to export
to Europe.55

Certainly, the competition for jobs would force Western European
located plants to enter into new drives of efficiency seeking and cost
reduction to avoid relocation of production. The presence of CEE loca-
tions offers a bargaining chip for management vis à vis unions.
Reportedly, the Gliwice plant in Poland can turn out the same cars for
$600 to $700 less per vehicle. Worried that management would transfer
production of the new Zafira minivan to Poland, labour leaders at Opel’s
Bochum factory last year agreed to freeze pay levels until 2010. In
return, GM kept the bulk of Zafira production in Germany — but still
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added 700 jobs in Poland for a new Zafira line.56

Still, the question, whether any major European car company would
close any plant in Western Europe, beyond establishing new plants in
CEE. Reportedly, the combined effect of CEE exports and increasing
Chinese import prices will make it increasingly difficult for laggards
like Fiat, Opel, and Volkswagen to maintain expensive, excess capacity
in the West around 2008, when the current and planned CEE plants are
reaching their maximum capacity. Than, a possible market downturn
may well force auto makers to shut down Western factories.57

Europe’s $160 billion auto-supply industry already has begun to lead
the relocation. Germany alone has lost some 100,000 jobs to CEE.
While labour makes up 10% to 15% of auto makers’ costs, it’s a huge
20% to 40% for suppliers, thus they are more sensitive to prices.58

Consequently, suppliers’ labour intensive plants are destined to relocate
to low cost regions as they facing constant pressure for cost reduction.
Also, as suppliers have typically smaller plants, the closure of those
plants is politically less sensitive. The drive for savings is pushing sup-
pliers even farther east. Already has begun the relocation of relocated
plants from Hungary to low cost Romania in such low skilled industries
like wire harnessing, like the case of Leoni demonstrated.59

3. Industrial relations in CEEC car industry

Despite the hurried imitation/adaptation of several western European
institutions and practices in the last decade, the MNCs’ establishment of
production sites in CEECs confronted them with industrial relations tra-
ditions very different to what they had experienced in the countries of
the European Community. On the other hand, MNCs are trying to imple-
ment the production and certain human resource practices which they
have developed in their similar production facilities in other part of the
world.
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The following section summarises workplace level trade union expe-
riences in multinational companies. The analysis concentrates on
Hungary, the Czech Republic, Slovakia and Poland. These four coun-
tries are the main targets of inflow investment, and thus multinational
companies. 

During the transition period, political parties are certainly at the fore-
front of the transition tasks, like the management of free elections, draw-
ing up constitutions and government policy-making.60 In earlier democ-
ratisation attempts, workers’ movements played a key role. In 1988/89
there were neither weapons nor the political elite’s self-restraint to pre-
vent the emergence of democratic political parties and the Communist
parties’ surrender. Therefore, the emerging political parties were able to
play their role in the formation of the new system of political institu-
tions. As to the trade unions, their role was basically limited to making
a contribution in representing workers’ interests, thus complementing
the system of political institutions, but they were not able to decisively
shape the nature of legal and political system.61

Certainly, across the region 1989-1990 saw a breakthrough of
achieving freedom of association, free collective bargaining, and right to
strike and all other important basic industrial rights enshrined by ILO
conventions. Trade unions became independent and autonomous organ-
izations. 

The specific nature of industrial relations in CEECs is that across the
region, with the exception of The Czech Republic and Slovakia, a divid-
ed union movement has emerged, with the reform of former communist
unions and the emergence of pro-democratic grassroots ones. The result-
ing inter-union fights delayed the consolidation of workers’ representa-
tion and offered governing parties in the countries to adopt the easy
option of ‘divide and rule’. Moreover, the reform of the former commu-
nist unions is still a contested issue for former opposition elites, despite
the fact that in most of the CEECs reformed unions are the major ones
in representing employees, while new unions, with the sole exception of
Solidarity in Poland, were not able to build up a mass-membership base.
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Thus, the questioned legitimacy of unions fostered an environment in
which governments attempted from time to time – through legislation
and/or marginalising practises – to circumvent the unions in having a
say in terms and conditions of employment and social protection. 

The union structure in CEECs is predominantly decentralised, and
the focus of collective bargaining is at workplace level.62 The historical
cause of this feature is that during the Stalinist reorganisation of union
movements in CEECs, the former craft and industrial unions were bro-
ken up to form workplace based industrial unions.63 While decentralised
collective bargaining is seem to have played a role in lessening negative
consequences of privatisation and enterprise level restructuring for
employees, it arguably is not able to provide the necessary regulation to
regional/sectoral labour markets and it does not offer help for those who
are working outside the unionised segment of the economy. 

Thirdly, as a consequence of economic restructuring – although to
varying degrees in the region - unions experienced a major membership
crisis, especially in the industry and private service sectors. In parallel,
the emergence of small and medium sized sector and a greenfield sector,
dominated by multinational companies, presented problems for unions
in recruiting new members. The membership losses seriously affected
the financial situation of branch unions. In Hungary, the industrial union
headquarters have in the last few years been compelled to substantially
reduce and reorganise their staff. The staff reduction included rationali-
sation and cuts in regional offices of unions also. The staff reduction hit
the union organisations just at the time when a real need had arisen for
giving services and expertise to local unions.64

Decentralised bargaining is the main form of bargaining across the
region. In the Czech Republic the legislative framework also leaves con-
siderable latitude for a decentralised and voluntary system of IR with
company agreements under the tiers of national and branch/industry
agreements. The industry-wide agreements exist for minimum wage-set-
ting but, they are weak, leaving the bulk of industrial relations highly
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fragmented to company and workplace level.65 Moreover multi-employ-
er agreements cover no more than 20% of the workforce.66 The enter-
prise union section-based organisational structure not only strengthened
company parochialism, but facilitated a defensive union organisational
strategy, in which enterprise union sections closed in within the walls of
their own companies, while the weak federations principally serviced
local unions and lacked all capacity to organise campaigns at non-
unionised firms.67

As far as union attitude concerned, there is a certain willingness exist
to find compromise with management. Reports signalling that in most
cases there is a mutual willingness to find consensual approach to prob-
lem solving.68 The Polish case represents a different scenario in this
respect. The emergence of Solidarity and the connection of demands for
democratisation with demands for higher wages and better terms of
employment gave a distinct nature to Solidarity.69 Still, car industry is
the industry where took place some strikes over the last decade, mostly
at major plants. Almost each country, there was some big showdowns,
like the one-hour strike at VW-Skoda, the stoppages at Suzuki and the
strike at Fiat Poland. In these cases, what was striking was that govern-
ments intervened in the conflict to support management vis-a-vis the
union. At Skoda a one-hour strike broke out in October 1994 because
VW reneged on its earlier promises concerning investment projects. The
union gave in to the company’s promise to develop the local economy
and skill base. Prime Minister Klaus chided the unions for attempting to
intervene in the company’s long term policy.70 When Fiat bought the
Tichy plant, a call from the radical Solidarity, initiated a strike and an

228

65 Pollert, A.-Hradecka, I., ‘Privatisation in Transition: the Czech Experience’.
Industrial Relations Journal 25:1 1994.

66 Fisera, I. (1997) “The Czech Republic”. Handbook of Trade Unions in Europe.
ETUI: Brussels.

67 (Fisera, (1997) for the Czeh Republic.
68 Cziria, L. (1995) ‘The Czech and Slovak Republics’” in.: Thirkell, J. - Scase, R.

- Vickerstaff, S. (eds.) Labour relations and political change in eastern Europe. Ithaca,
New York: ILR Press an imprint of Cornell University Press.

69 Florek, L. (1994) “The Impact of Industrial Relations on Political Transformation
in Poland.” in.: Riland, J. R. - Lansbury, R. D. – Verevis, C. (eds.) The Future of
Industrial Relations. Global Change and Challanges. Sage: Thousands Oaks, London,
New Delhi.

70 Pollert, A. (1996) ‘Trade Unionism in the Czech Republic’. Labour Focus on
Eastrern Europe. Number 55. Autumn.



occupation of the factory, but strikers met with hostility from politicians,
the church and, above all, the media and finally the government had the
factory cleared by the police.71

The end of defensive restructuring of major enterprises in the region,
the stabilization of most of the economies of CEECs and the recent shift
of some of them towards a sustained growth, however, signal the begin-
ning of a new time for unions also. Moreover, especially in the Visegrad
countries, one can observe an industrial re-juvenation and resurgence of
big-enterprise sector, mostly propelled by FDI. This new growth period
offer chances for unions to employ a more assertive strategy, placing
more emphasis on membership organization and mobilization of
employees for more assertive demands than in the past. 

4. Car industry of Hungary 

Constant feature of the Hungarian model is that for all post-1989
governments the attraction of FDI has been the main tool to restructure
the Hungarian economy. FDI has been considered the major instrument
of economic modernization because it can provide new employment,
access to western markets, modern technologies, and up-to-date know-
how and work practices. As a result, many facilities have been offered
to FDI companies, including extensive tax holidays. Such facilities were
offered also by local governments interested to attract FDI to their towns
and cities.72 As a result, throughout the 1990s, Hungary was the major
FDI destination in CEE, surpassed only after the millennium by the
Czech Republic and Poland. 

Another characteristic important is the fact that post-1989 develop-
ments in Hungary have been very uneven in geographical terms.73 This
disparate performance can be explained by a number of factors, some
more and others less directly related to FDI. They include the sectoral
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structure inherited from the state socialist era; the embeddeness of enter-
prises in the local economy; geographical location; infrastructure; his-
torically developed industrial culture, education and skills; historically
developed contacts with the West and Western producers; and the char-
acter of the local development strategies followed by local actors,
including their attempts to attract FDI.74 These factors result in differing
regional material and institutional contexts for economic activity. They
have influenced both the destruction of state owned enterprises and
employment inherited from state socialism and the creation of new
enterprises and employment after 1989, including the inflow and growth
of FDI projects. In case of automotive industry, this geographical distri-
bution meant that all major investment in the 1990s went to Western
Hungary. Only after the millennium, major supplier firms, like Bosch or
Delco Remy sought to invest in the eastern part of the country.

The second half of the nineties saw a strategic reorganisation in the
industry, which could be characterised as phasing out of work intensive
production and gaining share of high technology level manufacturing
processes. 

In recent years, it has been continued the expansion of automotive
industries. The number of firms in the industry has increased from 273
to 346 between 1996 and 2000. This shift was accompanied by an aver-
age 35% annual increase of production value.75

The first years of the new millennium saw a decrease in production
growth, partly as a response of the slow down of the European econo-
my, and partly as a reason that the first phase of growth of earlier
investors has ended. 2000 saw only a 16% increase, while 2001 and
2003 did 4% and 1%, respectively. 2004 is marking the beginning of a
new growth period.

Since the second half of the nineties, labour intensive activities have
gradually been reduced and have been replaced by more high technology
manufacturing processes. The automotive sector is constantly refining its
products, as customers and automotive facilities demand higher stan-
dards in their vehicle equipment. These changes have been accompanied
by an average annual increase of production value of about 35 percent.
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As far as the effect on the local economy is concerned, the major auto-
motive firms in Hungary have quite diverging shares of local content in
their output, ranging from 40-50 percent in Suzuki, to 30 percent in GM-
Allison, 10-20 percent in GM-Opel, and some 10 percent in Audi. 

One of the key developments in the supplier sector is the emergence
of 1st tier supplier firms, which are organising a local network of lower
tiers suppliers. The most important 1st tier suppliers present in Hungary
are Denso, Delphi, Lear and Visteon. Beyond them, there are approxi-
mately 70 First tier supplier firms in Hungary.76

In Hungary, in 2003, the car-manufacturing industry had 2.400 bil-
lion HUF turnover, about 14 percent of industrial production, and 22.5
percent of export. It is a typical export-oriented industry as 90 percent of
its production is exported. In 2003, 123.000 cars was produced in
Hungary, 84.000 out of them was exported. There are 350 manufactur-
ing firms involved in the sector, among them 250 has audited quality
insurance system, and it employs around 90.000 employees. The aver-
age wage in the sector is double the national average wage at 140.000
HUF/month level. Some 88 percent of output was produced by supplier
firms in 2003.77

As far as the company structure is concerned, the automotive indus-
try is dominated by small and medium sized firms. Yet, the big players
in the industry are also the big players in the national economy. Among
the TOP200 Hungarian firms, there are 12 automotive ones. Audi,
Suzuki and Opel are among the most important firms as far as export
concerned.78

54% of firms are domestically owned, 25% is foreign owned, and
further 21% has foreign investment participation, which in most cases
represent controlling stake.79 Typically, bigger, and technologically
more advanced firms are foreign owned ones, while the smaller, labour
intensive firms are the ones which are domestically owned. 
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Foreign firms also have chosen Hungary as a manufacturing and dis-
tribution centre because of a number of reasons, including its central
location to supply all of Europe, low labour costs, skilled labour, good
educational and training facilities, evolving transportation and financial
infrastructures, and the clustering of high-technology companies to serv-
ice the region. Last example is Renault, which set up its Central
European consolidation centre in Györ. Good highway and rail connec-
tions to Germany through Austria have been particularly important in
boosting the flow of investment into Western Hungary, converting the
Vienna-Budapest highway into an assembly corridor. Several industrial
parks operating as free-trade zones have been established along the
route. These transportation networks and proximity make it feasible to
import materials and components from Western Europe and to re-export
finished goods to leading customers in Austria and Germany. The suc-
cess of the nineties was also precluded by important cooperation con-
tracts between Hungarian state owned firms and Western firms in the
1970s and 1980s.

Considering supplier-contacts, a research done by the Hungarian
Ministry of Economic Affairs among selected big FIE (firms with for-
eign investment equity) with more than 500 employees shows that their
domestic purchases vary extremely, i.e. from below 5% to more than
70% depending on the companies’ purchasing policy. The Hungarian
Ministry of Economic Affairs estimates that foreign companies on aver-
age buy 10-20% of their supplier products from domestic firms
(Hungarian Ministry of Economic Affairs, 2000, 39). A more compre-
hensive survey carried out by the Economic Research Institute of the
Hungarian Chamber of Commerce and Industry (MKIK-GVI) in the
year 2000 among all 100% foreign owned firms in Central Hungary
points to the same direction. FIEs buy on average 43% of their industri-
al supplier products within Hungary, but one third of this in turn comes
from other foreign investment firms settled within Hungary (MKIK,
2000). Especially the big FIEs usually bring with them their suppliers
from abroad that establish subsidiaries close to their customers in
Hungary. That contributes to the domestic value added but does not help
existing Hungarian suppliers to technologically modernize. Supplier-
contacts are a necessary but not sufficient condition for technology- or
rather linkage-spillovers to take place in the above described way.
However, it is reasonable to assume that the scope for spillovers via sup-
plier-contact is higher the more domestic suppliers are involved. But so
far the proportion of domestic suppliers is low. According to expert
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interviews, supplier support through FIE is offered very rarely and only
to the already advanced and competitive domestic suppliers.80 As far as
major automotive firms local supply content concerned, Suzuki has 40-
50%, GM-Allison has about 30%, GM-Opel has about 10-20%, and
Audi Hungaria has about 10%.81

Best prospects for further investors are in plastic auto parts, cables,
engine parts, compressors for car air-conditioning systems, camshafts,
cylinder-heads, die-cast parts, chassis, car sealing systems and a wide
variety of car seat accessories and upholstery with favourable price and
shipping conditions.82

The major domestic firms are as follows. Bakony Works Automotive
Parts Manufacturing Company - is manufacturing bridles, dashes,
heaters, hoods, car-lock mechanisms and windshield-wipers in its 1,700
square meter facility with 800 employees. Bakony Works is a main sup-
plier to Magyar Suzuki and Opel and Valeo Wiper Division. Its annual
output of doors is 2.5 million pieces annually. Bakony Works is also
cooperating with Hungarian Suzuki on the new YM6 project. Borsodi
Muhely Kft. - manufactures 3,500 different kinds of customer-tailored
iron spare parts and is a supplier for Opel and Audi. The company is
based in the Gyor Industrial Park close to the Austrian border. InterPlus
Kft. - is a Hungarian company designing and manufacturing electronic
parts for automotive facilities. InterPlus is the major supplier to Suzuki
Hungary and Opel. Rába - is one of Hungary’s largest automotive
OEMs, producing axles, automotive components and commercial vehi-
cles. It is one of the largest independent OEMs of axles in the world.
Rába sells automotive components to leading European car and com-
mercial-vehicle OEMs. Employing around 3,700 people, Rába is based
in Gyõr in Western Hungary, and owns several manufacturing and test-
ing facilities throughout the region. Rába also serves as a gateway for
global business to Central and Eastern Europe. Since its privatization in
1997, Rába has become highly export-oriented, with deliveries to for-
eign markets making up 60% of its annual sales. Rába exports to more
than 40 countries, with the U.S., Asia and Western Europe being the
most important. Rába’s customer list includes some of the world’s
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largest automotive OEMs, such as MAN, Suzuki, ISUZU, BPW,
DaimlerChrysler, Caterpillar, Dana Corp., ArvinMeritor and John Deere
& Co. Sokoro Ltd. - is a 100% Hungarian company manufacturing com-
ponents and cables for Audi Hungaria Motor.83

Most important European firms are as follows. Autoliv in
Sopronkövesd produces safety equipments. Bosch Rexroth Hungary -
Bosch has facilities in several Hungarian cities (Budapest, Miskolc
Hatvan and Kecskemet), but Bosch Rexroth Hungary started its manu-
facturing operation only in 2001. Bosch Rextroth is involved in indus-
trial hydraulics, electric drives and controls, linear assembly and motion
technologies, pneumatics, service automation and mobile hydraulics. In
2006 the Robert Bosch Electronika Ltd. has established the Bosch
Group’s largest electric parts production centre in Hatvan. EDAG
Hungary - the Germany-based international company is involved in
R&D in the automotive industry. EDAG is involved in design to techni-
cal development, model and prototype design to turn-key manufacturing
facilities and they take complex projects through the entire development
process to serial production. EDAG Hungary is based in the Gyor
Industrial Park and its main partners are the DaimlerChrysler Group
(incl. Smart and Mitsubishi) and the VW Group (incl. Audi, Seat,
Skoda). Epcos in Szombathely with 1000 employees manufactures parts
and components. The Hungarian subsidiary also hosts the research and
development centre, controlling and logistic functions for the whole
group. HBS has established a manufacturing plant in the Industrial Park
of Gyöngyös to produce 2007 onwards components to Mercedes with a
2.5 HUF investment and employing 100 people. The company already
has manufacturing plants in Poland, France, Spain and in the UK. Most
of the production will be supplied to ZF plant located in the neighbour-
ing Eger.84 Hajdu Industrial Works - Zeuna Starker - after relocating its
Augsburg facility, Hajdu-Zeuna designs exhaust systems and parts from
January 2004. Hammerstein in Mór seats and adjusters. Hydro
Aluminium Gyor Kft. a subsidiary of Norsk Hydo from Norway is relo-
cating its plant from Great Britain to Hungary. The company manufac-
tures turbo cylinder heads for Saab and Opel models. In 2006, it was
decided to build a new factory beside its current one in Gyôr with a
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greenfield investment to cope with the production demand. Knorr-
Bremse Fekrendszer - is a leading manufacturer of braking systems for
rail and commercial vehicles like for trucks and semi-trailer tractor units
over 6 tons, buses, trailers and special vehicles. It has been pioneering
development, production and marketing of modern braking systems for
a variety of applications, making an important contribution to improved
safety on the railways and the roads. The company produces compres-
sors, electronic systems, valves, disc brakes and actuators. LuK Savaria
in Szombathely manufactures clutch components. • Magna Steyr, Gyôr
main profile is research and development. Michelin in Budapest
Nyíregyháza manufactures tires. Noll, a German company moved its
production facility to Hungary in fall 2003 and is manufacturing plastic
parts for diesel cars. It is a supplier to Audi. Renault-Nissan has invest-
ed EUR 13 million to set up a regional spare parts supply centre in Gyôr
to supply the Hungarian, Slovak, Czech, Slovenian and Romanian mar-
kets. SAPU/Schefenacker in Mosonszolnok manufactures mirrors and
tail lights. Schwarzmuller Jarmugyarto Hungary - manufactures bodies,
trailers, axle trailers, thill- and semi-trailers, containers, removable tanks
in its Hungarian facility close to Budapest. Thyssen Krupp in Kecskemét
produces steel sheets and other steel products with 330 employees.
Valeo Autoelectric in Veszprém manufactures car electronics for major
car manufacturing companies including Fiat, Volkswagen, and
DaimlerChrysler. In 2006 added a new production line to the plant and
in addition to the new production line, the parent company will be
investing in a new development center in Veszprém. Valeo has invested
over Euro 40 million in Hungary so far. Valeo Hungary had sales rev-
enue over Ft 20 billion in 2006. W.E.T. Automotive Systems manufac-
tures in Pilisszentiván seat heating, wires. ZF Hungária in Eger produc-
ing auto transmissions and steering gears. Zollner manufacturing in Vác
car electronics.85

Among Japanese and Asian firms, Asahi Glass Co. has invested EUR
60 million to build a state-of-the-art auto glass manufacturing facility in
Tatabánya. Denso has recently invested about EUR 100 million to
enlarge its diesel engine fuel injection factory in Székesfehérvár, which
is ultimately expected to employ over 2,000 people. Diamond Electric
produces ignition motors for Suzuki and Daimler Chrysler in Esztergom.
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Euro-Exedy/Daikin in Tatabánya manufactures clutches. FAG in
Debrecen manufactures bearings. Hankook Tire has decided in 2006 to
establish a new tire factory in Dunaújváros by investing EUR 525 mil-
lion. The plant will employ some 1,500 people. Ibiden set up ceramic fil-
ters manufacturing plant for diesel engines Dunavarsány. Musashi
Hungary Industrial Kft. - the Japanese company has won USD 500,000
from Economic Ministry’s Smart Hungary program for a new plant in
Ercsi, South of Budapest. The company is planning to invest USD 40
million in its new plant, which will be opened in January 2004. The
facility will produce 320,000 camshafts for the DaimlerChrysler-
Mitsubishi group. The company is also acting as a sub-contractor for
Audi, FIAT Poland and Honda’s Italian motorbike subsidiary. Musashi
Hungary was founded in 2000 and started its production for Audi in
April 2002. Nissan set up in 2005 Nissan Sales Central and Eastern
Europe Kft in Budapest to handle sales and distribution in the Central
and Eastern European region and to supervise sales and distribution in
Hungary, the Czech Republic, Slovakia and later in Poland.86 SEWS-
Automotive Wire Hungary from Japan (a JV of Sumitumo Electric
Industries Ltd. and Sumitumo Wiring Systems LTd.) - has also recently
moved to its halogen-free vehicle cable manufacturing plant to
Hungary.87

The major US companies are as follows. Arvin Meritor Emission
Techologies Kft. Produces in Jászárokszállás exhausters, and
catalysators. Bridgestone in Tatabánya manufactures tires. Bridgestone
has invested EUR 190 million in its new tire-factory in Tatabánya.
Continental Group in Budapest and in Veszprém produces catalysts,
ABS/EPS parts, oil sensors, seat adjuster motors. Dana Corporations has
established a clutch making factory in Györ in 2006 with 50 employees.
Delco Remy in Székesfehérvár manufactures fuel injector for diesel
engines, and in Mezökövesd and in Miskols also has plants. Delphi-
Calsonic Hungary - is a world leader in mobile electronics and trans-
portation components and systems technology. Delphi’s two business
sectors are: Dynamics, Propulsion and Thermal Sector and Electrical,
Electronics, Safety & Interior Sector. Delphi has two plants in Hungary
employing 430 people. One of them is located in Szombathely (Western
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Hungary) and produces electrical architecture radios for cars. The other
facility is located in the Balassagyarmat Industrial Park (Northern
Hungary) and started its operation in June 2002. This facility manufac-
tures compact variable compressors and 7-cylinder compact compres-
sors. Delhpi has invested USD 40 million in its Hungarian facilities and
is planning an USD 5 million project in 2004 to expand capacity and pro-
duce 1,4 million units of CVC compressors. The factory supplies com-
pressors to Renault and General Motors, as well as to Ferrari. Eagle
Ottawa produces in Szolnok leather seat covers. Federal Mogul Hungary
the U.S. car sealing systems local subsidiary was established in 1996 and
employs 280 people. It is manufacturing elastomeric gaskets for rocker
cover and spark plug applications, elastomer products for air intake and
other plastic housing sealing application, valve stem seals and shaft seals.
Its key customers are Rover, Bosch, Scania, Powertrain, BMW and
Renault/Nissan. Federal Mogul Hungary is an ISO 9001 certified compa-
ny. General Motors has set up its regional sales headquarters for GM and
Dawoo brands for 15 countries of Central in Eastern Europe in Budaörs
in 2002. Gibbs-Hungary Die Casting - manufactures die castings for the
automotive industry. Gibbs Hungary has a manufacturing plant in the
Retsag Industrial Park (North Hungary) that started the production of alu-
minium and magnesium precision die castings in early 2003 employing
70 people. The facility is supplying European subsidiaries of major Gibbs
U.S. automotive customers such as Delphi and Visteon. Lear Corporation
Hungary - is a local subsidiary of Lear Corporation headquartered in
Southfield, Michigan, USA and focuses on automotive interior systems
and is the world’s fifth-largest automotive supplier. Today, the company
exclusively serves the global automotive industry and creates all six inte-
rior systems: seat, instrument panel/cockpit, door and trim, overhead,
flooring and acoustic and electronic and electrical distribution. Lear
Corporation has invested USD 3.5 million in its car upholstery manufac-
turing facility to increase the production capacity of the plant in northern
Hungary. The company would also increase its current workforce of 750
by an additional 100 employees. Loranger Industrial Kft .- subsidiary of
the U.S. Loranger International Corporation has been manufacturing test
and burn-in sockets and semiconductors in its Hungarian facility for ten
years. Mezögep-Linamar (Hungarian-Canadian company) - is active in
two business segments: automotive component and precision manufac-
turing and agricultural machinery. The three automotive divisions of the
Company Linamar Products Division, Oroshaza Automotive Division
and Precision Part Manufacturing deliver assembled and precision-man-
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ufactured components to North American and European markets. The
company began its automotive industry activities in 1992 when it began
manufacturing automotive industry components first for its own assem-
bling activity, then later for other motor vehicle component OEMs.
Linamar is engaged in automotive and precision processing products,
highly accurate components that are used in gears, transmissions,
engines, brake and steering gear structures. These components are gener-
ally used in parallel on consecutive models, so they are rarely concerned
by change of models and have a life span of between 7 and 10 years.
Owing to the automotive industry investments exceeding HUF 9 billion,
Linamar-Mezogep Rt. is a significant industrial company among suppli-
ers to automotive facilities. PCC-AFT Advanced Forming Technology -
AFT Europa Femformalo Technologia started its operation in the Retsag
Industrial Park, Northern Hungary in June 2002 and produces precision
cast parts for automotive turbo chargers. AFT ships products to
Honeywell/Garrett Distribution Center (France) that sends them back to
the local Audi Hungaria Motor Plant. AFT sells to aftermarket and not
Original Equipment Manufacturers. AFT has a 2,600 sqm manufacturing
facility on a 40,000 sqm site and currently employs 66 people but aims to
increase the number to 120 by 2005. • Souftec in Tatabánya produces alu-
minium wheels Visteon Automotive Systems Corp. - opened a USD 30
million production line in October 2003 at its plant in the Szekesfehervar
Industrial Park. The production line will be capable of turning out an
annual 600,000 compressors for car air-conditioning systems for the new
Focus C-Max model and will increase Visteon’s position on European
markets. The new facility will provide jobs for 150 people. In addition to
the new compressor plant, Visteon is manufacturing electronic,
interior/exterior and chassis parts.88

5. Industrial Relations in the car manufacturing sector

As far as industrial relations concerned, the Vasas (Metalworkers’
Union) is the major union in the field of car and component manufactur-
ing industries is the Vasas, which belongs of the MSZOSZ, the major left
wing Hungarian trade union confederation. During the socialist decades
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Vasas, as all SZOT organizations, enjoyed a monopolistic status in rep-
resenting employees. Its local organizations were present in all compa-
nies in vehicle and component manufacturing industries, enjoying a vir-
tual co-management status. The transition to democracy and to market
economy shacked the foundation of old union model. The Vasas in the
last decade went through a profound reform and emerged as one of the
most active union in Hungary. Between 1988 and 1990, the union, as all
reform unions, went through a major decentralization.

The Vasas was reconfigured into a loose voluntary association of
company union sections. There were set up internal branches, which
were mere voluntary associations of company union sections. Despite
reforms, were which to secure the independence of voluntary member
organizations, some of them left Vasas and joined to other federations or
confederations. Company union sections acquired legal personality sta-
tus and their contribution to the budget of the federation was reduced
considerably. Beyond institutional reforms, the union reformed its inter-
est representation strategy. It gave up the promotion of management
goals and declared that it will only represent the interests of its members.
Parallel it introduced new services to help members in need. The
reforms initiated by the leadership of Vasas in the late eighties worked
successfully. There were a few companies where new unions were set up
by workers to challenge the position of established local Vasas organi-
zations and individual withdrawal were sporadic during the transition
period. Despite the breakaway organizations, the Vasas was quite suc-
cess in maintaining its dominant position in the metal sector. 

In the wake of the collapse of state-socialist industrialization model
and the enduing economic crisis, the early nineties saw the privatization,
restructuring and reorganization of state owned companies. The crisis of
the former state-owned companies triggered the crisis of Vasas. Company
closures, break ups, privatization, downsizings accompanied with mas-
sive lay-offs have left their mark on union membership figures. As a con-
sequence, Vasas lost about ninety percent of its pre-transition member-
ship and the former 600.000 strong union counts less than 60.000 mem-
bers, including pensioners. Moreover, there was a shift in management
strategies towards unions. As a general rule, management withdrew the
delegation of human resource management functions from unions.

The post-privatisation period marks a new phase in union-manage-
ment relations and management intends marginalise unions. As a gener-
al rule, unions were able to retain their organisational presence in the
main plants of privatised companies, but outsourcing was often accom-
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panied by the dissolution of local union sections. Membership varies
heavily at former state owned companies, depending on the local rela-
tionship between union and management and the ability of local union
leadership. But nowhere can be find the earlier practice of full union
membership. Nowadays, generally, unions only organise blue-collar
workers. Managerial personnel, white collars normally left unions.
Despite weakening of unions, unions won works council elections at
these companies and institutionalised relationship between union and
management still maintain certain say of unions in management decision
making. Also, unions mostly were able to maintain collective agree-
ments in force to regulate terms and conditions of employment. 

The crisis and breakdown of the former state owned vehicle and
component manufacturing companies were partly offset by the emer-
gence of new set of companies. Especially was important the arrival of
foreign investors and set up greenfield facilities by them including the
first car-assembly and engine-manufacturing transplants, and the emer-
gence of domestic owned small and medium sized component manufac-
turers. The Vasas was the first union to realise that the membership cri-
sis only can be overcome by launching an active union organizing cam-
paign at the newly emerging, highly competitive sector of the economy.
As early as 1992 the union began an aggressive membership organising
campaign. The union since than concentrated its efforts to keep up the
impetus of organising drive. Despite membership fall and consequent
budget crisis of the union, Vasas - almost alone among Hungarian unions
- still put emphasis on securing the background for successful organis-
ing campaigns. It maintained its regional offices, produced a series of
booklets on organising practices and legal matters to provide organisers
with right information and advice. The outstanding active strategy of
Vasas met with increasing disappointment of employees at greenfield
plants with local conditions and work-intensity and the consequent need
for looking an intermediary organisation to bargain with management
over terms and conditions of work. 

Despite invested considerable personnel efforts and organisational
goods into organising, the results are mixed. The Vasas was successful
to set up union organisation in Opel and Audi Also, the union had suc-
cessful organising campaigns in a number of major component compa-
nies, like Leoni. There were cases, however, when anti-union manage-
ment tactics were successful to fend off organising attempts, like in the
case of Suzuki.

The second challenge, which newly established unions have been
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facing is the consolidation of union organization and the conclusion of a
collective agreement to set more favourable terms and conditions of
employment. Experiences are mixed also. As a general rule, none of the
newly established unions are managed to organise majority of the work-
force. They remained confined to a smaller, mostly highly skilled, core
blue collars or to a shop, zone of the plant and thus only able to enlist,
as a general rule, 1/3 of the workforce. The sometimes heroic struggle
led by local organisers only led to a partial wage or working time agree-
ment, which does not have the status of local collective agreement,
which regulates all important aspects of work and established institu-
tionalised relationship between union and management.

The re-direction of Vasas into an active union was accompanied by
certain re-centralization of the union, in order to redress the problem
arising from the decentralisation processes of the late eighties. The share
of the union headquarters in union fees, which is traditionally used by
local union sections, has been increased. The latest congress of the Vasas
has decided to reshape the somewhat chaotic organizational structure of
the union comprising voluntary associations of local union sections.
According to the new organisational chart five subsectoral union
branches will be set up. One of the subsectoral union branches will be
the one comprising all unions in the vehicle and component manufactur-
ing industries. 

Concerning other confederations, the Liga has presence in the com-
ponent manufacturing industry by virtue of the fact that the union sec-
tion of the GE-Tungsram has left the Vasas in the transition period and
later joined to Liga. Besides confederated unions, a few independent
unions can be found at companies mostly in the areas of Györ, including
union sections of Rába, and VAW, a major supplier to Audi.

On the employer side, the association of the major vehicle and com-
ponent manufacturing companies is the Magyar Gépjármüipari
Szövetség (Hungarian Vehicle Manufacturing Association - MGSZ).
The MGSZ was established in November 1988 by a group of major
manufacturing companies.89 The MGSZ main goal is to facilitate infor-
mation exchange among member-companies and to provide a forum for
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coordination of certain policies and represent the interests of the sector.
The MGSZ, whose member companies are the main driving force
behind the export oriented economic growth by providing 15% of
Hungarian export, is a major strategic partner of the government in facil-
itating further advancement in developing component industry and
preparing Hungary for the accession process to the EU. This strategic
alliance was outlined by the Cooperation Agreement signed by the
MGSZ and the Prime Minister Office in November 1999.90 Due its
importance, MGSZ successfully lobbied for amendment in the Labour
Code, legislated in July 1999, which provided legal space for further
flexibilization of employment practices.91

Practically, there is no relationship exist between MGSZ and Vasas,
or Liga. Once MGSZ has approached Vasas asking his support to the
above mentioned amendment proposals to the Labour Code. Vasas has
rejected the support of those proposals which were to allow further flex-
ibilization of legal regulation. It suggested, however, the beginning of
the bargaining a sectoral collective agreement. Beyond this attempt,
there is no regular contact between the major organisations of employee
and employer representation, save occasional encounters at conferences
and meetings organised by a third party. One of the structural reasons of
this – beyond weaknesses of unions and disinterest of companies – that
only a few companies have union sections belonging to one of the major
union federations and at the same time member of the MGSZ. Majority
of MGSZ members are not unionised, while majority of member organ-
isations of Vasas is not in the automotive subsector.

As a consequence of the decomposition and weakening of union sec-
tions surviving from the past and, despite renewed attempts, the rather
slow unionisation rate at new workplaces and the organisational pres-
ence of unions is currently fairly weak in the car and component manu-
facturing industry. The unions were not able up to now to build up pres-
sure for a wider, sectoral level collective agreement. MGSZ and compa-
nies in the industry, in turn, prefer plant level regulation of employment
tailored to the work organization and company culture of individual
companies. 

In lack of sectoral multi-employer collective agreement, the role of
decentralized workplace bargaining has been accentuated to provide say
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for employees in setting terms and conditions of employment. However,
as was indicated above, unions can be found only a smaller segment of
companies and thus social regulations only cover certain major compa-
nies, while the majority of SMEs and low wage ‘sweatshops’ of whatev-
er size are out of the reach of trade unions. Decentralised bargaining and
the lack of effective social regulation above the company level enables
a variety of management strategies, including the relentless pursuit of a
low wage/low skill/low commitment strategy in certain companies.
Apart from sheer competition, there is no institutional force or societal
pressure to push employers to a higher wage/higher skill production
strategy and thus to promote the continuous upgrading of production,
productivity and human resources.

There is various form of workplace level bargaining emerged at
companies of major importance in the sector. As referred above, major-
ity of unionized companies, which inherited union organization from
the past, are still covered by local collective agreement. At newly
organised greenfield facilities, however, unions not always able to con-
clude an agreement to regulate terms and conditions of employment. In
these companies collective bargaining has been supplanted by consul-
tation, information exchange and ad-hoc problem solving. Given the
fact, that most of the unionised companies are pursuing a high
wage/high commitment management strategies and thus management
really interested in solving those kinds of problems, which might
endanger flow of production and lessen workforce commitment, there
emerged a kind of quasi bargaining in the form of consultation and
information. However, the agent on behalf of employees in this quasi
bargaining is not always the union, but sometimes it has to share this
role with the works’ council. It even might occur that in lack of union
the works’ council which is really entering into bargaining over terms
and conditions of employment. Namely, here comes to play the hori-
zontal dual channel model implanted by the Labour Code 1992. The
parallel existence of local union organisation and works’ council at the
same venue resulted in that, in fact, there are two organisations which
are entitled to represent employees. These doubling of employee repre-
sentation resulted in a situation, when local factors decides whether
unions and works councils are cooperating together, or have a rather
competitive relationship, and which organisation became the main
cooperation partner of management. The recent amendment of the
Labour Code, legislated in summer 1999, further increased the role of
works’ councils by granting them the right to conclude workplace level

243



agreement with management to supplant collective agreement, if there
is no union organisation at the company.

6. Audi

In the beginning of the 1990s, the VW-group fell into crisis. High
labour costs, outdated production organization and an aging range of
products forced the company to make a change of direction. Part of the
anti-crisis programme was the foundation of Audi Motor Hungária
(AMH). Audi sought a low cost production platform for the newly
developed five-valve engines generation. It selected the city of Györ in
North-West Hungary to build a greenfield plant. 

Situated in the North-western corner of Hungary, the region of Györ
where the AMH is located is one of the most dynamic and successful
regions of Hungary (Keune and Nemes Nagy 2001). It was traditionally
a highly-industrialised region, including a key role for the engineering
industry. Its favourable historical, institutional and geographical charac-
teristics, allowed to rapidly overcome the crisis of the early 1990s and
to establish a new regional industry based largely on the concentrated
inflow of FDI (Keune et al. 2004).

The plant was inaugurated in 1994. It was planned to increase the
capacity of the plant to a daily production of 2,200 engines in 1997
(Havas 1997). However, during its initial two years of operation AMH’s
productivity, quality and reliability were so satisfactory headquarters
decided in May 1996 to re-locate all its engine production from
Ingolstadt to Györ and consequently to concentrate all Audi engine man-
ufacture at AMH. In addition, AMH’s profiles were broadened dramati-
cally as it was chosen as the site for the assembly of the Audi TT coupe
sports car and the Roadster models in 30.000 copies. (AMH, Basic Press
Information, 6 August 1997). Profile of AMH was expanded over the
years with newer and newer models. The plant capacity nowadays is
over 1.6 million engine/year, and it is the fourth biggest engine plant on
the earth (Figure 4.1). 

A significant further broadening of the profile of the plant occurred
in 2003-2004 when a research and development was set up. Some 80-
100 engineers are now employed at this department, which is mainly
concerned with innovations in the production process and quality con-
trol. In 2005, a new tool making factory began its production with 200
new workers. The number of employees is over 5000, and another 5000
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jobs depending on the plant, AMH is by far the most important employ-
er in the region. It has also been one of the key driving forces of the
renewal of the region, which, after the initial transformation crisis of the
early 1990s, established itself as a rapidly growing FDI manufacturing
location which enjoys virtually full employment and where wages and
incomes are above average (Keune et al. 2004; Keune and Tóth 2001b). 

6.1. Audi and its suppliers
Audi’s Györ investment project was based on the proximity to the

Ingolstadt headquarters. The distance of only 600 kilometres, as well as
the good railway and road connections between Györ and Ingolstadt
allowed the company to seamlessly integrate the new engine plant into
the existing networks of VW-Audi suppliers and its customers. In addi-
tion, AMH also started to build more and more component manufactur-
ing lines, further reducing the reliance on supplied parts and compo-
nents. In its purchasing practice, Audi Györ has to conform to the
Volkswagen Group’s global sourcing policy. The fact that AMH has to
confirm this global sourcing policy means that its freedom to select sup-
pliers independently is rather limited. This then strongly limits its
options and interest to develop a local suppliers base, as it had to go
through the global sourcing process of the VW group, which is a large-
ly market based process.
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Still, Audi urged some of its major suppliers to set up local sub-
sidiaries and supply the new plant directly from nearby, not the least to
allow for Just-In-Time production processes. Also, supplier companies
came to the region hoping that this would allow them to enter into
AMH’s. This was for example the case of Hydro. Hydro established an
aluminium foundry in the Györ industrial park hoping to be able to sup-
ply the Audi and GM engine plants in the vicinity.

The reconfiguration of the plant from being a relatively small engine
plant to be one of the major engine plants of the VW-group made the
issue of local sourcing more pertinent. The substantial increase of vol-
ume and manufacturing depth both required more strategic handling of
supply for the plant. In 1995, a team was set up in Ingolstadt to review
strategies to increase local input and streamline supply (Havas, 1997).
The aim of the group was to increase its Hungarian sourced compo-
nents’ value to 100 million euro from the 1996 level of 30 million euro.
Audi Györ then organised two supplier conferences, where interested
local companies were informed about possibilities and expectations. As
a result of the increased efforts, the local supply content reached 2% of
value added in engine production. 

At the end of the 1990s, a new strategic decision of the headquarters
of VW-group increased the importance of the Györ plant in the global
supply chain system of VW. The purchasing department of the Audi
Györ plant was turned into one of the 18 global purchasing teams of the
group. It got the role to map and benchmark possible supplier firms in
its geographical area in order to prepare their involvement into the glob-
al supply chain, provided that they are able to tender successfully. At the
same time, the purchasing department also begun to try to increase the
scope of local supply for the Gyor plant. 

The AMH purchasing department mapped all potential supplier com-
panies in Hungary, evaluated a shortlist of 180 candidates, and included
them into the database for potential global supplier companies. In this
process, it also enlarged the pool of companies who are serving directly
the Györ plant. Following this efforts, the local content has increased to
10%. Altogether, according to one estimation, Audi, through its orders
to local suppliers of materials and services, generated a further
4000–5000 jobs in the region (Somai 2002). Also the value of Hungarian
sourced components to the VW group increased substantially.
Hungarian sourced parts and components to the VW Group have a value
at least five times higher than those direct supplied to AMH. 

The local supply content supplied directly to the plant can be divid-
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ed into four categories. One is the wide range of materials, products and
services necessary for the functioning of the enterprise, but not used
directly in the production process, from catering to office supplants to
cleaning to security. Second is the employment of a wide range of busi-
ness services and production related services. A number of companies
are performing such essential services, like running of the internal sup-
ply organization within the plant, providing maintenance of machinery
and assembly lines for the plant, participating in development and
design of machine tools, participation in various smaller R&D projects
related to process development and product development, etc. This local
input is very important for the functioning of the Audi plant. These serv-
ices – beyond traditional non-core activities, like cleaning or security -
are contracted out to local firms.

The relations with this specific group of suppliers are long-term rela-
tions and to a large extent based on cooperation and trust. Third is the
direct supply of the plant with parts and components. This is relatively
small value in the value added of the company. It should be noted, how-
ever, that all directly supplying firms, save one, are local subsidiaries of
foreign owned firms. On the other hand, a number of directly supplying
firms are acting as first tier suppliers, and have their own supply firms.
Many of these firms at the lower level of the supply chain are smaller,
domestic firms located in the region. Finally, based on the cooperation
with one established supplier of AUDI, in 2000 it began the experimen-
tation with modular production in a relatively small area. There are plans
to increase the share of module based JIT system for the newt genera-
tion of TT model to be assembled 2006 onwards in the Györ plant. 

For the relatively low level of local content some observes have put
the blame on Audi, saying that it had no real intention to seek local sup-
pliers and to develop their capacities. Others, however, point out that the
quality and the technology level of local suppliers are not yet sufficient
to become direct suppliers of the engine plant. Also, the global sourcing
programme of the VW group makes it difficult for small local compa-
nies to have direct supply to car plants.

Audi, in the second half of the nineties started to feel the tightening
of the regional labour market as far as skilled workers and engineers
were concerned. Also, because of the increasing volume and complexi-
ty of production it required many skilled workers with specific types of
training that fit the company. As a result, Audi started to build up a net-
work with local vocational training schools and vocational secondary
schools to harmonise training programs, to provide school-based practi-
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cal training with the technology used by the Audi plant, and to organize
practical training within the plant. It made use of the option that compa-
nies can decide to fund particular vocational training organisations
instead of paying their Vocational Training Contribution to the
Development and Training Fund. Given the size of Audi, the 1.5% of
wage costs is a large sum and gives important leverage to Audi to induce
cooperation with local institutions. Moreover, its good contact with the
local government ensured that the local government, which is the owner
of the vocational schools, supported the strengthening of the relationship
between vocational training institutions and Audi.

Audi now has a well-developed cooperation network with a number
of local vocational training schools and vocational secondary schools in
the field of engineering, which provide training and education fitting its
requirements. This cooperation has become very profound and includes
many elements of the concept of dual training. Audi granted state-of-
the-art machinery and technology to the training shops of these schools
to provide the option to learn about and use the technology in use at
Audi. The company and the various schools have jointly developed
training materials and special curriculum adapted to the skill require-
ments of Audi and prepares students for the transition from school-to-
work. Audi also set up a training hall within the factory and students do
their practical training there, working on real production tasks. The
involvement of students into real and complex production tasks and
problem solving provides them with ample knowledge and also facili-
tates multi-skilling and multi-tasking in their future working life. As for
the transition from school-to-work, practically all students part of the
program can expect a job offer from the company. 

Hence, Audi, in cooperation with these local vocational schools,
developed something resembling a micro version of a dual system,
based on close cooperation between the company and the schools. In this
micro-system the public schools are responsible for general education,
according to the requirements of education system. The teaching of
more specific knowledge as well as practical training are however large-
ly catered towards the needs of Audi, and the company plays a major
role providing both this knowledge, in providing materials for
school–based practical training and in offering practical training places
within its plant. 

There developed a close cooperation between Audi and the local uni-
versity in Györ, the Széchenyi István Egyetem (SZIF). This cooperation
goes back to 1996, when Audi and SZIF jointly entered and EU PHARE
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project promoting a dual training-type of scheme for engineering stu-
dents, including a half year practical training at Audi. The positive expe-
riences with this project led to further cooperation between Audi and the
SZIF. On the initiative of Audi, in 2001 a special Audi course was
launched at the SZIF, taught by managers of Audi. Parallel, AUDI has
also supported the development of the facilities of the University. It set
up the ‘AUDI Information Centre’ and a SAP Education room. In the
Information Centre students can familiarise themselves with software
programs used by Audi, other software programmes and Internet based
business solutions. AMH also granted 200 computers to the university.
In addition, it supplied the university with machinery for its laboratories,
to assure that these have the same technology as used in the factory.
Since 2003, the university also participates in the training and retraining
programs of Audi.

Finally, Audi cooperates on a number of R&D projects with the var-
ious departments of the university, especially on process technology and
measurement equipment, using the University as additional R&D capac-
ity. A similar co-operation has been developed between Audi and the
Budapest based Technical University.

6.2. Industrial relations at Audi 
AMH management organised work in teams and regarded these as

the main instruments for communication between the company and the
employees. As a greenfield operation, at the outset there was no union
presence. 

In March 1994, however, a handful of employees have established
the AMH Metalworkers’ Union organisation (or Vasas) to achieve high-
er wages and shift supplements. After its creation the membership of
Vasas increased rapidly and by the turn of 1995 it had a membership of
between 150 and 200. 

The AMH management accepted the fact that the union had been
founded, and guaranteed the conditions laid down in the Labour Code
for the operation of the union. At the same time, management did not
automatically accept the union as a negotiating partner. It was open to
contact with union activists so that they could discuss employment prob-
lems, complaints and exchange information, but no formal system was
created between union and management for general consultation, prob-
lem solving or collective bargaining. But collective bargaining has not
begun, and discontent with the trade union grew considerably among the
employees. The discontent with the policies of the Vasas created space
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for an alternative, more militant and radical trade union. A new, alterna-
tive, independent trade union was formed in May 1995. The independ-
ent trade union also drew up a much more militant programme and start-
ed an active campaign to recruit members. Also it set a lower member-
ship fee, which they used wholly for giving social benefits to members.
As a result, the independent trade union grew quickly, and speedily sur-
passed the 500, while the number of members of Vasas fell to 50-60. 

Despite the speedy increase in membership the independent trade
union grew in hostile soil within the company. The union leadership was
quite militant, while management rejected dialogue and cooperation
with the independent union. Following the establishment of Vasas,
works council elections took place. Since its formation, the works coun-
cil has played an active role in the company. The monthly meetings of
the works council serve as a forum to deal with problems of employees,
and act as a forum for the exchange of information between manage-
ment and employees’ representatives. The relationship between compa-
ny management and the works council gradually strengthened and by
the end of 1997 the works council got its own office in the plant. The
company also offered the works council president the possibility to man-
age the works council on a full time basis. Following the visit of the
President of the Audi AG Central Works Council and the chief steward
of IG Metall to AMH in September 1997, the management suggested it
would be ready to negotiate a collective agreement with Vasas. Parallel,
there were also changes to the leadership of the independent trade union.
The change of leadership altered the style and strategy of the independ-
ent trade union. One result of this was that an agreement was concluded
between the independent union and the Vasas in order to normalise their
relationship. The two unions agreed to negotiate the prospective collec-
tive agreement together and to press for common demands. The new
leadership also sought to make a new start with company management.

The two unions finally in 2001 reached the conclusion of the collec-
tive agreement. The main issue of the 2001 negotiations was how to bal-
ance the increasing of working time flexibility and the related elimina-
tion of overtime benefits. Unions successfully persuaded management to
introduce a cafeteria system of welfare benefits, which allows each
employee to choose a package of welfare benefits which best fits his or
her individual needs. None the less, the unions had to accept the consol-
idation of a highly flexible working time regime with 50 different work-
ing time scheme to be used, with due warning, depending on the market
cycle and production needs. By 2005, the two unions have a member-
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ship about 35 percent. Both unions are blue collar union: 90-95% of
memberships are blue collar employees. Relations between unions and
the works council on the one hand and management on the other have
become much more cooperative and institutionalised. By now both for
the works council and the unions, the company is providing adequate
facilities. There are weekly meetings between the HRM manager and
trade union representatives. Beyond that, both sides are open to ad-hoc
meetings, depending on actual needs. Both sides expressed in the inter-
views their willingness to engage flexibly in the solving of problems.
Both unions practically act as workplace union, and they don’t have any
meaningful impact on regulation of labour market neither in Györ, nor
sectoral level. There is no sectoral collective agreement in the sector, nor
regional collective agreement for Györ.

7. GM-Hungary

The negotiations between GM and Hungary concerning the estab-
lishment of an assembly plant began in 1988 and, following two years
of negotiations, the GM-Hungary joint venture was established in 1990
with 67% initial GM share (Figyelõ 1992 augusztus 2). The government
granted significant incentives to the joint venture, including tax exemp-
tions, custom exemptions for imported parts and for the cars assembled
in the Hungarian plant and 100 million HUF aid by the Hungarian
Investment Fund (HVG. 1992. Aprils 5). Moreover the government, in
co-operation with the local government, invested heavily in upgrading
the local infrastructure. The new greenfield plant was located to
Szentgotthárd, a few kilometres from the Hungarian-Austrian border
and close to the Aspern plant of GM-Austria. Szentgotthárd itself is on
the southern border of the Györ-Szombathely industrial district, which
is one of the main engineering centres in Hungary. Szentgotthard saw
rapid development in the second half of the XIXth century, after the
opening of the Szombathely-Graz railway line. In the socialist decades
the engineering and textile industry became important. The collapse of
the COMECON markets hit the local enterprises and about 5000 jobs
were cut. At the beginning of the nineties the unemployment level in this
area reached 16%, well over the county’s 10% average. 

The building of the plant began in January 1991 by extending the
empty buildings of RÁBA, one of the largest Hungarian engineering
companies, which originally planned to set up an agriculture machinery
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assembly plant on this site. 
The GM set up two different production facilities in the huge assem-

bly hall: a kit-assembly plant and the engine plant, separated by the pro-
duction management offices. The engine plant manufactures the brand
new types of 16 valve 1400 and 1600 cm3 engines for the European
operations of Opel with newly developed special machines. The engine
plant planned to produce 230,000 engines annually. In the car-assembly
plant the different types of the Opel Astra model (hatchback, sedan and
caravan) are assembled for the Hungarian market in a quite small vol-
ume (yearly 10-15,000 copies) with a low level of automatization.
Within the product profile the engine plant clearly played the decisive
role. Moreover, the fact that the engine plant worked for the European
operations of GM and that the assembly plant is a small one, made the
company relatively independent from the volatile Hungarian market.
The plant is based only a few per cent above all the existing supplier
chain of Opel and the local Hungarian content (Heimer, 1992).
Production was launched at GMH on 13 March 1992. 

The technological differences between the two plants are reflected in
the different skill requirements, the composition of the work force in the
two plants and the different relationship between teamleaders and oper-
ators. During the interviews it became apparent that a kind of “plant-
nationalism” has been evolving. In the engine plant workers developed
a pride based on the fact that they are performing highly skilled and less
conveyor-belt-dictated work, while in the assembly line too workers
stated that they are also performing hard and important work in produc-
ing the “car”.

The planned production capacity (230.000 engines annually) was
reached in 1995. To further increase productivity, a continuously mov-
ing assembly line was introduced, and in 1996 Opel Hungary produced
310,000 engines. In 1997, a heavily automated agile cylinder head plant
was added to the facility, building 135,000 heads in its first year. The
next major change came in 1999, when a four-shift system was deployed
in engine assembly, pushing production up to 511,800 engines. By this
time, the cylinder head plant was producing 352,500 heads. The plant is
currently building Opel’s 1.4-, 1.6- and 1.8-L 16-valve ECOTEC
engines and heads. An independent study of engine plant productivity,
Opel Hungary’s 2.64 hours/engine score ranked best in its class.92
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The car production was ended on 1999. The plant was assigned to
produce components after closing down the assembly plant. An Allison
Transmission plant was installed in the former paint shop area with the
capacity to produce 18,000 truck gears per year. In 2000 GM’s first con-
tinuously variable transmission (CVT) plant begun to operate in the for-
mer car assembly area. The CVT plant supplied GM vehicles worldwide
with a planned capacity of 250,000 gearboxes/year.93

According to the agreement between GM and FIAT, made public on
13 March 2000, the activities related to the design and manufacturing of
powertrains (groups: engine, transmission) have been mandated to Fiat-
GM Powertrain B.V., a company equally controlled by GM and Fiat
Auto. The company is headquartered in Turin (mirroring the situation
for GM-Fiat Worldwide Purchasing, this company has a Chairman from
Fiat, Nunzio Pulvirenti, and a CEO from GM, Daniel Hanckock. The JV
started to officially operate on 1 January 2001. The JV employed alto-
gether 25,500 people (of which Fiat Auto has 14,000 and GM 11,500) in
the following countries: Italy 9,500, Germany 4,500, Brazil 4,000,
Austria 2,000, Sweden 1,500, UK 1,000, Hungary 1,000, Turkey 1,000,
Poland 1,000, Total 25,500.94

The profile of the Szentgotthard plant, as part of the new group,
remained the same. In September 1 2000, Rudolf Hamp was nominated
to be CEO of the plant. Mr. Hamp, previously was the Manufacturing
Director of the Aspern plant, and has introduced lean production in the
plant.95

The plant suffered from the failure of CVR clutches. The GM has
decided to end production, which led to dismissal of 100 employees in
2004. The employees from the CVT shop was transferred to the Allison
gear manufacturing shop, where there was an increase of production.
The layoff procedure of employees was agreed with the trade union.96

Five years later on, on May 13th, 2005, Fiat S.p.A. and General
Motors Corp has signed in Amsterdam a separation agreement which
dissolved the purchasing and Powertrain joint venture companies
formed in 2000. According to this agreement, Fiat and GM has regained
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ownership of all assets they respectively contributed to the Powertrain
joint venture when it was formed.97 Thus the Szentgotthatd plant again
became fully owned GM plant. It was renowned to be General Motors
Powertrain Kft.98

The end of the alliance with FIAT coincided with the retirement of
the CEO of the neighbouring Aspern plant, in Austria. Hamp was nom-
inated to be the CEO of the GM Powertrain Austria, while retained the
CEO position of the Hungarian plant.99 The Aspern plant has a very sim-
ilar portfolio compared to the Szentgotthard plant. The plant employs
2,300 employees and produces around 810,000 powertrains, including
430,000 four-cylinder engines as well as 170,000 cylinder heads.100

In 2004, the Szentgotthard plant produced 456.000 engines and
10.000 Allison truck gears. A major contract ensures the continuity of
Allison truck gear manufacturing to China until 2008, with an annual
output of 11.000 gears.101 The plant currently employs 739 employees.

Still, many consider the situation of the plant fragile. One reason is
the continuous loss of market share of GM products, and the difficulties
of the parent company. Some also blames for the stagnation of the plant
the policy of the current management. Given, that the portfolio of the
Aspern and Szentgotthard plants very similar, but headed by the same
Austrian person, some blaming the current leadership as it favours the
Aspern plant compared to the Hungarian one.

7.1. Recruitment policies
The recruitment of employees at GMH began as early as December

1990. Interest in gaining employment at the car factory was tremendous.
The first 16 jobs advertised attracted 380 applicants. In the course of the
recruitment process GMH, like other lean producers, but in a manner
previously unknown in the earlier Hungary, rigorously selected its
employees-to-be. The company selected a predominantly younger (in
their mid-twenties) but experienced, skilled male workforce. It aimed to
employ innovative and flexible workers,102 persons displaying individ-
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ual characteristics in keeping with the demands of lean production. The
crisis-ridden regional labour market, the fame of GM-Opel, the attrac-
tion of the motor manufacturing industry and the high wages offered by
the company enabled GMH to recruit a highly skilled workforce.
According to the information of the plants human resource manager, the
GMH has the highest skill level compare to the other European facilities
of GM-Opel. The GMH employees were recruited not only from the
strictly local labour market, but from a broader regional area.

Before the launching of production, the key employees of both plants
received on-the-job training in European facilities of GM-Opel and at
the Suzuki main production headquarters in Japan. The training period
proved to be important in facilitating the development of social cohesion
and the subsequent process of unionisation later. 

The GMH employees underwent training in European facilities of
Opel. The assembly plant team leaders went to Portugal, while team-
leaders and key skilled workers of the engine plant received on-the-job
training at the Aspern plant of GM-Austria and engineers and other man-
agerial personnel visited Opel’s main production plants at Bochum and
Rüsselsheim. The on-the-job training was, on the one hand, successful
from the viewpoint of the company. Participants had seen and become
aware of differences in working cultures and requirements compared
with their earlier workplaces and returned to Hungary with a firm com-
mitment to build up a ‘best practice’ production and the conviction of
their ability to perform to world levels.

7.2. Production system of GMH
The work organisation and the lean production principles applied by

GMH were built on the experiences and best practices developed in joint
ventures between GM and various Japanese motor manufacturers in the
US and its European plants with a view to developing the most lean pro-
duction method possible in the early nineties.

The true centre of the work organisation is the team. Above the
teams, GMH has a flat managerial hierarchy, involving three levels. The
first managerial level consists of the co-ordinators, who supervise the
work of three or four teams. Above the co-ordinators stand the two fac-
tory managers, one for the engine plant and one for the assembly plant
(CKD). And at the top of the hierarchy is the CEO. Besides this there are
a few engineers at the co-ordinator level to help the work of the teams
and co-ordinators and functional departments, such as personnel, etc.
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a) The team
Each team consists of 4-12 employees and is responsible for a certain

set of work tasks. The work tasks are broken down into work items, each
of which is clearly described, with its definition including the amount of
time required for its performance. Each job within a team is a composi-
tion of a certain number of work items, and it has to be performed with-
in the time and space defined by the conveyor belt or machines.
However, the composition of a job, in terms of the number of work items
included, is flexible. Work items can be redistributed, in principle and in
practice, among jobs within teams or between teams, according to the
necessities of model changes, production organisation and the gains in
time and effort resulting from CIP. The prerequisite for such redistribu-
tion is that the team members develop a common skill, enabling them to
perform any job within a team or even among teams. Thus each team
member has to learn all the jobs within the team and if possible at least
one job performed by the neighbouring teams.103 Regular rotation
among team members secures the development of the common skills
and ensures, furthermore, an equal workload among team members
insofar as they move around among light and hard jobs. In the course of
the first years of production the rotation cycles have been decreased con-
siderably from a two weekly cycle to weekly, daily or even, in very
monotonous and simple jobs, two hourly cycles. In the car plant a sys-
tem of total rotation has been established on the basis of the fact that
there are only a few jobs requiring special skills that cannot be acquired
through on-the-job-learning. At the engine plant, on the other hand, rota-
tion is limited by the special skill requirements, although there is a dif-
ference between the engine assembly line and the manufacturing of
engine parts with computer led machines, where rotation is clearly lim-
ited. On the assembly line there is a conveyor belt led manufacturing
process and the teams are deployed along the conveyor belt.

Each team member (operator) has to perform the designated work
items in his/her job within the specified tact times up to the required
standard of quality. However, in principle, the team is responsible for
performing all the work items in its area within the specified production
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time up to the required quality standard. This responsibility means that
if one team member falls behind with his/her job, the other team mem-
bers or the teamleader has to help him/her to catch up. The job of oper-
ators involves the cleaning and tidying of their work environment and
the performance of routine maintenance work.

Each team has its own recreation area, posted around with leaflets of
visual management: statistics of quality audits, health and safety regula-
tions, rotation diagrams and job descriptions, notices of team meetings,
descriptions of most important innovations suggested by team members.
In principle, each team monthly once has to hold an hour long team
meeting to discuss issues concerning work and performance.

b) The teamleader
Each team is led by a teamleader. The teamleaders, however, are

deemed to be part of the workforce and do not belong to the layer of
managerial personnel. This aspect of status is reflected by the fact that,
on the one hand, they have to wear the grey working outfit, but that on
the other hand they are entitled overtime benefits. Team leaders do not
enjoy managerial rights over team members although they are consulted
in connection with decisions of hire and transfers or dismissals.
Teamleaders are nominated by the company and team members do not
have a say in their selection. The practice, however, is that the team-
leader is selected from among the members of the team in question.
Teamleaders have a substantially higher wage than team members,
around 6o% higher than ordinary team members and around 3o% more
than skilled ones.

In principle, during half of their working time teamleaders have to
work on the line, and during the other half they have to ensure the con-
tinuous flow of work, train new team members, perform quality controls
quality and administrative tasks. Teamleaders thus have a double work-
load, first as worker and secondly as foreman, a position which has been
“leaned out” from the management hierarchy.

However, during the years of production, the standing of teamleaders
has undergone considerable change and the distance between teamlead-
ers and operators has increased substantially. The work organisation
tasks, in essence, relieved them of the performance of routine manual
labour. The establishment of first operator positions in the assembly line
further accentuated the distance. Moreover, the newly selected team-
leaders would appear, from some of the interview findings, keener to
distance themselves from operators, in order to emphasise their rise up
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the hierarchical ladder of the company. New teamleaders are also receiv-
ing less training than the first generation. 

There is a substantial difference, however, in the social distance
between teamleaders and operators in the engine plant and the CKD, a
difference which dates back to the 1992 on-the-job training period in
Portugal and in Austria. From the CKD teamleaders alone took part in
the training and thus, from the moment of their return to Hungary, they
had car assembly skills far superior to those of their team members,
whose work they distributed. In the engine plant, on the other hand,
teamleaders and key skilled workers received training together and thus
developed strong informal ties and a sense of social cohesion. 

As emphasised in the literature of lean production,104 under this sys-
tem teams have a considerable degree of autonomy to organise and dis-
tribute their own work. This is true, in principle, of the Szentgotthárd
plant, but here the teamleaders have an extraordinary role in the organi-
sation of work and design of work items. The design of work items and
their organisation into jobs is a highly regulated process, subject to
detailed administrative description, in which teamleaders have a key
role. Given that the CKD is a low volume assembly line the job items
are rather long, currently around 10 minutes, and involve a lot of sepa-
rate work items, in comparison with high volume factories. As such, the
equal distribution of work items among jobs is a daunting task, one per-
formed primarily by team leaders. The way in which team leaders dom-
inate their teams is clearly shown in the following story. It was experi-
enced, as a result of a recommendation from external advisers, an intro-
duction of kanban system at one team in the engine plant. A teamleader
in the CKD kaizened a similar system in his own team and realised that
a redistribution of all work items concerning pre-assembled parts to be
screwed into the car into one job could result in a time gain such that one
job could be eliminated from the team. The teamleader thought through
the reorganisation, planned the new work distribution and only then pre-
sented the almost ready plan to the team at a team meeting. The only
possibility actually remaining to the team members, apart from express-
ing their objections, was to attempt, by means of their own suggestions,
to make the new redistribution more equal and somehow more rational,
and hence more efficient, but less intensive at the moment of its intro-
duction. 
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It is also the teamleader’s responsibility to ensure the monthly organ-
isation of work, the flow of work and, as far as possible, equal rotation
cycles among team members. The monthly workplans allow it to be seen
on which days the workload will be particularly intensive because of the
assembly of cars with a lot of extras (so called fat cars). The flexible
changes of workload affect when the teamleader105 can allow team
members to take time off and enable him to organise rotation in such a
way that, on the intensive days it is the best workers who are perform-
ing the most demanding jobs.

c) Zero Defect Principle and its internalization by employees
One of the main objectives of the lean production system employed at

GMH is the zero defect principle. This refers to the effort to guarantee
faultless production by integrating quality control into the manufacturing
and so to minimise the remaking. Each employee has to pay meticulous
attention to ensure that only faultless parts are incorporated into the man-
ufacturing. Statistical process control enables mistakes to be traced back
and the production process to be immediately improved. Teams play an
important role in conditioning the continuous attention of employees.
The team members control one another in the consecutive work
sequences. The regular item on the agenda of team meetings is to evalu-
ate quality feedbacks and look for ways to avoid repetition of faults.

d) The wage system
To support its drive for excellence the company introduced a wage

system based on the principle that each employee must be able to per-
form his/her work to the required standard of quality within a given
time. As the company requires from each employee the same attention
and effort, it introduced an egalitarian wage system giving equal com-
pensation to all operators in the same job classification. Therefore all
employees are paid a fixed monthly salary and there is only a minimal
performance-related wage component or other form of contingent com-
pensation. 

There are four official wage brackets: one for operators, one for
teamleaders and secretarial staff, one for co-ordinators and white collar
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professionals, and, finally, a fourth grade for managers. Officially there
exists only one salary bracket for operators, its range being between the
company’s minimum wage and its value multiplied by 1.9. Within this
scale, it is a management prerogative to determine the amount of salary.
Effectively, however, there are two internal wage scales: one for semi-
skilled operators and one for skilled operators. This means that all semi-
skilled operators receive the same salary, irrespective of their age, num-
ber of years spent working,106 their formal skills and job or even
whether they work in the engine plant or in the CKD.107 The skilled
operators receive a salary around 30% higher than that of the semi-
skilled operators. 

As all operators receive a fixed salary there is only one form of com-
pensation in existence at the plant to reward skill, commitment and atti-
tude, namely, a yearly bonus. This bonus is paid annually, at the end of
every year and is based on an evaluation sheet, prepared by the person-
nel department and completed by the teamleaders. The evaluation serves
to rank each employee on a scale between one and five. The current
value of the bonus is quite low, it maximum value being less than half
the monthly salary of a semi-skilled operator and its average value only
one fifth of a monthly salary. 

On top of the salary there two supplements: one consists of the vari-
ous compensation bonuses stipulated by the Labour Code for continuous
shiftwork, afternoon and night shift and overtime bonus. The company
pays only the minimum values stipulated by the labour Code for such
bonuses. The other ‘moving’ part of the salary could be the outcome of
continuous improvement. CIP program was introduced based on the
similar program in operation in the CAMI plant.108

e) The employment policy pursued by GMH in order to gain the
commitment of its employees.

The production begun with 450 employees. Following the expan-
sion of production, the size of the workforce has increased to some
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1100. The increased production secured a continuous internal mobili-
ty, both horizontal, i.e. among teams and shops, and vertical, i.e. up the
hierarchical ladder. In order to fill vacancies the company devised an
internal application process, designed to give employees the feeling of
transparency and equal opportunities in submitting applications for
any job. The company is endeavouring to hold on to the employees
recruited and maintain turnover at the lowest possible level. According
to information given by the personnel manager of the plant, the yearly
turnover is low, as well as absenteeism. The company has also made
considerable efforts to strengthen informal ties to the firm by organis-
ing “family days”, sports activities, etc. The company has kept the
team as the main channel of information between employees and man-
agement. 

7.3. Industrial relations at GMH

7.3.1. GM-Hungary: factors which led to self-organization 
There is considerable evidence that GMH was successful in imple-

menting its lean production system and gained a fairy strong employee
commitment to the company’s goal. However, despite the company’s
efforts, the workers did not feel that the management adequately con-
trolled communication channels and so they set up a union. We consid-
er below first the factors which strengthened employee commitment and
then those which served to fuel discontent, finally pinpointing those
which tipped the balance in favour of organizing a union.

Sources of employee commitment
Flight from bankrupt companies - new prospects offered by GMH:

GMH set up its factory in the region at the deepest point of economic
downturn, in 1992, thus offering new prospects.

Employment security: The fact that the plant was set up by GM, one
of the largest companies of the world, represented, in itself, a promise of
employment security for the people who went there to work. The GMH
managers promised that the company would do its best to avoid making
any workers redundant for economic reasons. In a context of disrupted
security such a promise is extremely important and was experienced as
such and welcomed by worker.

Relatively high wages: According to the company, GMH offered
wages double the local average.

High-tech, skill attainment and new challenges, learning possibili-
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ties: Almost all persons interviewed109 mentioned, with a sense of pride
and dignity, that the factory, especially the engine plant, offers new pos-
sibilities for working in a high-tech environment and learning new
skills. 

Pride and dignity of quality and ‘best practice’ (in Hungarian: world
niveau) work: Almost everybody I interviewed was proud of the high
quality production and the fact that they were doing high quality work.
This is certainly one of the sources of self-esteem and dignity.

Pride rooted in the product, the car: Being employed at the first auto
assembly plant in Hungary was, naturally, a source of price.

Clean factory, good working conditions: Several employees men-
tioned that the GMH offered a cleaner and better working environment
than their previous workplaces.

Sources of employee discontent
Employees (groups of employees) with different external labour mar-

ket position: Wages offered by GMH were high compared to those on
the local labour market, although for a significant group of skilled
employees coming from the surrounding region the wage differential
was not that considerable. Former core employees at large state-owned
enterprises, paid a low basic wage supplemented by several different
bonuses, premiums and overtime compensation did not earn badly in the
past. 

Wage/effort and quality requirement ratio: The work intensity and
quality requirements at HMH were well above the level of earlier expe-
rience in state-owned enterprises. Many employees thought that the
higher wages paid by GMH merely balanced higher requirements. They
were referring not just to the more intensive pace of work but pointed
out also that high quality requirements represented a source of stress and
“heavy” working conditions. 

“Though they pay us a little higher wage ... they should pay more,
because ... here we have to produce a lot and in exchange for that the
money is not enough. (In the following this worker compares GMH to
his earlier workplace, where were working conditions were heavy and
very poor - TA). If I consider how heavy the work was in the scythe fac-
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tory and what the working conditions were like, with the dust and every-
thing, and that the salary there is only 12,000 forint for a 34 year-old
worker ... now I receive more ... but even so everybody thinks the wages
are too low, because there (in the scythe factory - TA) we didn’t have to
work so hard and the work did not require such precision ... So we think,
we ought to be paid more.

Comparative analysis of working conditions in the Hungarian and
Western European plants of GM-Opel: Employees who took part in on-
the-job-training in Western European plants of GM-Opel noticed that the
work organization at Szentgotthard is leaner, with a more intensive
workplace, longer working time, leaner work organization, inferior wel-
fare services and lower wages. These various differences between plants
were a regular subject. As in many other Hungarian joint ventures (Tóth
1994b) the point was naturally made that for Western work workers
should receive a Western wage. 

Income versus car prices: A continuous source of discontent had been
that a blue-collar worker is in practice unable to buy a brand new Opel
Astra. The price of such a car is equivalent to three years’ gross wages
and the financial assistance offered by GMH for buying cars manufac-
tured in the plant is far from adequate to bridge the gap.

Factors which triggered unionization
However, the above listed sources of employee discontent affected

each employee and different groups of employees differently:
“There is and there isn’t (discontent - TA). Basically people are sat-

isfied (to work here - TA) but there are things which are disliked. (For
example - TA) a sudden overtime order. But there are some who like this
because it means they can take home 5000 forint more at the end of the
month. There is discontent here, because it is impossible to satisfy
everybody at the same time. What is right for one hundred is wrong for
another hundred. There is no real dissatisfaction, but there is envy, prob-
lems caused by human factors, and not collective action, that we will
show” (operator).

As discontent was sporadic, to trigger collective action particular fac-
tors were required. The particular factor was a wage increase which was
not forthcoming, in spite of widespread belief that it had been promised
by the management. All the employees interviewed during the research
stated that a promise had been given during the recruitment panel meet-
ings that the wages determined applied only for the “training period”
and that three months later a substantial increase would be awarded. The
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fact that a few months after the launching of production no wage
increase had been awarded triggered by the collective action of the
workers.110

“Discontent increased within teams because (it had been promised -
TA) that within three months there would be a wage increase” (operator)

“The whole (organization - TA) came about because they promised
three months’ probation to be followed by a wage increase and the
increase did not come. This is how (the union - TA) was formed all at
once” (union leader).

Two other factors certainly also contributed to the collective action,
as follows.

i) The speed up of production during the first months, associated with
frequent overtime orders by management.

“There was a very strong willingness to strike. They did not increase
the wages, they only increased the volume.”

“There was lot overtime, two hours a day. This was more tiring than
if it had been on Saturdays. Besides this, the bonus was lower (than if it
had been on Saturdays - TA). And so the discontent or disobedience
grew fairly strongly”. 

ii) In the conflict situation it emerged that teams were forums for top-
down information rather than the contrary. When at one team meeting
the employees questioned a co-ordinator who had attended the meeting
about the wage increase, the co-ordinator declined to answer, saying that
he could not take a lone stance against top management. The workers
learned from this answer that there is a need for an independent channel
of communication with top management. Besides this, the workers inter-
viewed pointed out that the interest representation council set up by the
management was a body consisting mainly of teamleaders and co-ordi-
nators, lacking legitimacy in the public eye.

The subjective conditions of grass root organization: an active organizer 
A dyer and maker skilled worker in the engine plant played an active

role in channelling the growing discontent into formalized action. He

264

110 I tried to find out, whether was such a promise and the management had changed
its opinion, or the promise was simply a ruomor, which probably arised frominsufficient
communication and uncertanity of the Hungarian middle management. The then CEO
and personnel director left the company. The current managers do not have information
what was promised. One of the colleue at the personnel department, however, said that
officially certainly it was not promised. 



also belonged to that group of employees who came to work to the GMH
not only for the sake of a secure and well-paid job but also in order to
work in a high-tech environment, to learn and because of an attraction
to car manufacturing. He, as a skilled worker with a certain dignity,111

was aware that he enjoyed a quite good position on the external labour
market and yet he was proud to be working at GMH and performing
world-class work. He was at that time 26 years old and already had quite
a history of involvement in the union movement. In the late eighties he
had been a senior shop steward at an engineering factory in
Szombathely. However, this had been a position of no great importance
since the union at that time had no real say and top union leadership was
dependent on company management. When the transition re-opened the
space for workers to organise freely at the plant an enterprise-based
workers council112 was formed with a programme to transform the com-
pany into an employee-owned enterprise. He played a central role in the
workers’ council and was elected president of the workers’ council. The
workers’ council failed, however, to achieve its purpose; the company
fell into crisis and mass dismissals began. This was when he left the
company and joined GMH. He drew from his past two conclusions
which had an impact on the formation of the union at GMH: 1) a union
has to be financially independent of management and has to base its
organization on membership fees, 2) the main purpose of union action -
as in a private company workers’ ownership is an irrelevant demand - is
the fight for fair wages and not, as opposed to the past, participation in
the distribution of welfare benefits.

7.3.2. Fight for recognition and for stabilizatio: Compromise at
GM-Hungary

a) The organizing grassroots union
In late summer/early autumn 1992, following tentative talks, the for-

mer union leader began actively to organize the union in the engine
plant. He contacted the regional leaders of the Workers’ Council
Movement with whom he had contacts and asked their advice on setting
up a union. On the basis of this advice, they began to form a clandestine
union organisation; shop stewards were elected and the former union-
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workers’ council leader was elected secretary of the newly established
workers’ council. The workers’ council essentially was an enterprise
union and was entitled to all rights stipulated by the Labour Code for
enterprise union section (Thus in the followings simply use the term of
union to refer this organization). Almost all the 90 workers employed at
that time at the engine plant joined the union. Before approaching the
management, however, they awaited the decision by the regional jury to
include them in the register of legal entities. 

The company management accepted the fact of the unionization, tak-
ing no action to repress it. When it came to negotiation, however, it
refused, claiming that the union did not represent the whole workforce
but only a section of it. The organizers therefore quickly extended the
union organization drive to include the assembly plant and managed to
recruit around 80 of the 100 workers. 

However, the union organized production workers only and the drive
was not extended to white-collar employees. With regard to teamleaders
there was a substantial difference at the beginning between the two
plants. In the engine plant the majority of teamleaders joined the union,
reflecting the social cohesion developed during the on-the-job training.
In the CKD, on the contrary, none of the teamleaders initially joined the
union, mirroring the greater social distance between operators and team-
leaders.113

b) Formation of list of demands
The workers’ council was set up to demand higher wages. At the first

negotiations the union leader demanded a 100% wage increase. The
company management, however, did not consider this a solid basis for
negotiation and some workers also argued for more realistic demands.
The Council, furthermore, was blamed for negotiating without prior
consultation with the union leadership. The workers’ council finally
drew up a catalogue of four demands, as follows:

✦ a 5000 ft immediate wage increase and a further 5000 ft after six
months,

✦ indexation of the wage scale to the cost of living (inflation
compensation in the local jargon)
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✦ introduction of a of 13th month salary
✦ increase in the commuting allowance. 
The list of demands was drawn up by activists in the engine plant but

was accepted by the CKD as it offered to each employee the same
advantage, regardless of his/her grade or job at the company.

c) The negotiations 
As a result of the rapid and successful organization drive, the man-

agement had to sit down to negotiate over demands with the union. The
negotiations progressed only slowly, however. The management seemed
to be willing to accept only a single 5000 ft wage increase and to intro-
duce only partial indexation of wages, i.e. covering 60% of annual infla-
tion (Kesriel 1993). As the negotiations dragged on within the leadership
of the workers’ council tensions increased between the radicals and the
moderates and there was talk of calling a strike. Finally, however, the
idea of industrial action was dropped, principally because rumours were
spreading among the workers that the GM-Opel headquarters were con-
sidering extending the Szentgotthard plant by setting up a diesel-engine
plant there and the workers’ council did not wish to jeopardise the posi-
tion of the Szentgotthard plant among the competing locations for the
investment by calling a strike. 

The union leadership, however, was not submissive. At the end of the
year 1992, the company had summoned an all-employee meeting, where
the director of the company gave a talk about the financial situation of
the company. At the end of his speech the leader of the workers council
suddenly and for the leadership unexpectedly stand up and protested
against the fact that the company is producing huge profit, but did not
comply with its promises and he demanded the fulfilment of the union’s
points.

d) Interlude: works’ council election 1993
In March 1993, in accordance with the requirements of the Labour

Code 1992, a works’ council was elected at GMH. The union had been
involved in the work of the election organisation, committee. In this
committee a deal had been struck, in order to secure equal participation
of all shops and groups of employees in the future works’ council, that
the union would nominate only 5 candidates to the 11-seat works coun-
cil. The leader of union at that time did not realise the importance of
works’ council elections for the union’s legal status and thus did not real-
ly give sufficient weight to the election issues. He did not wish to stand
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for election himself, having more than enough to do with his job and the
union leadership. 

At the election all five union candidates were elected. A non-union
member engineer from the engine plant was elected president of the
works’ council. He regarded as a decisive factor in his election the fact
that, as an engineer he was in a position midway between workers and
management. The management hoped that with his help they could find
a channel of communication with employees. His aim was to develop a
constructive dialogue, which would benefit the company, by providing a
way of handling issues that was neither militant nor repressive.114

e) Involvement of works’ council into the negotiations
Following the outcome of the works’ council elections the company

management once again questioned the legitimacy of union to negotiate
on behalf of employees and exerted pressure to involve the freshly elect-
ed works’ council in the negotiations. The involvement of the works’
council was promoted especially by the expatriate director who was an
Austrian and who personally preferred to have the works’ council as sole
legitimate representative of all employees as opposed to union, which
represented only the sectional interests of blue-collar workers.
Moreover, it was hoped that the works’ council would act as bridge
between union and management. There was a further human factor. The
president of the works’ council also spoke German, so he could facilitate
better understanding between the parties, who had earlier negotiated
through an interpreter. 

f) The agreement
In mid-1993 the negotiations between the union-works’ council and

the management led to agreement. The management compromised on
the question of inflation compensation and accepted the union’s claim to
increase the commuting allowance. It refused, however, the demands for
an immediate wage increase and 13th month’s salary. The terms of the
agreement stipulated that the company would increase wages every
three months on the basis of the quarterly report from Central Statistical
Office and would substantially increase the commuter allowance. The
agreement also involved a hidden wage increase. According to the
union’s calculation by mid-1993 wages had fallen 4% behind inflation
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and the management agreed to raise wages in line with current inflation.
The inflation compensation scheme contained in the agreement is valid
for three years, after which the partners have to re-negotiate.

g) The stabilization of workers’ council and its conversion into a union.
The workers’ council meanwhile established its mode of organisa-

tion. The management granted the time-off for union business stipulat-
ed by the Labour Code 1992 and also a telephone line and a cupboard to
store union documents. Two notice boards were put up in the plant for
the display of news. 

The workers’ council established its internal organization along the
lines characteristic of enterprise unions. A shop steward was elected in
each shop and the shop stewards elected a small executive body. A deputy
secretary was elected among the shop stewards of CKD for handling
issues arising there. According to an agreement with the management the
shop stewards committee of the union met once a week on the same day.

In mid-1993 the organization left the Workers’ Council Movement,
joined to the Vasas and renamed itself a trade union. The key factor
behind this decision was that the headquarters of the Workers’ Council
Movement did not have sufficient services and help for the local union,
whereas the Vasas approached the leadership, offering its services,
experts and international contacts. Joining the Vasas was also a stabiliz-
ing factor. After a great deal of negotiation in mid-1993, after the inter-
vention of Vasas, the company finally introduced the check-off system,
giving the union greater financial stability. The Vasas facilitated contacts
with the international trade union movement and provided a great deal
of information. Its legal advisory service was a further important asset. 

1998 onwards, a collective agreement is regulating terms and condi-
tions of employment. The collective agreement is renewed annually. The
union dominates the works council, the head of the works council and
the head of the union being the same person. 

8. Suzuki

The negotiations with Suzuki to establish a car assembly plant in
Hungary began as early as 1986. Only three years later, in 1989 the
negotiating partners drew up the final plans to set up a facility to assem-
bly the Swift model in a joint venture set up by Suzuki and a concern of
a Hungarian companies, consisting mainly of future suppliers and co-
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operation partners of the joint venture (Földvári 1995). The Magyar
Suzuki (MS) joint venture was not established until two years later, in
1991 on the basis of a 40%-40% share between the Suzuki and the
Hungarian Autokonzern, consisting of 62 Hungarian companies.
Additionally the Itochu group acquired 11% of the shares and the
International Finance Corporation 9% (Mink, 1996).115 The Magyar
Suzuki planned to assemble the Swift model in Hungary at a rate of
50,000 per year. Suzuki exerted strong pressure on the Hungarian gov-
ernment during the negotiations to acquire state subsidies, thus reducing
the risks of investment.116 Besides the tax and custom exemptions sim-
ilar to the GMH, the MS received 252.2 million HUF in subsidies from
different government funds and additional support to help export
Hungarian manufactured cars.117 The territory of the plant was granted
a custom free zone status, while the government also promised to
upgrade infrastructure facilities.118 The Magyar Suzuki planted its
greenfield production facility in Esztergom, 50 kilometres to the north
of Budapest and close to the bankrupted mining region of Dorog-
Tatabánya.

The plant is an assembly plant, where continuous improvement of
production process takes place, but not product development (R&D).
The plant itself consists of four separate parts organised in line: the
stamping hall and the welding shop interconnect with each other. The
painting shop is in between the stamping-welding hall and the assembly
hall, separating them without allowing communication. 

The MS, however, had a more fragile market position than GMH as
it was more dependent on the Hungarian car market on the one hand, and
on the Hungarian background industry on the other. The initial plans
drawn up by the joint venture calculated that the Swift would capture
20-30% of the Hungarian market, and would sell roughly 30-40 thou-
sand cars a year in Hungary. Moreover it was planned that within two
years the Hungarian background industry would supply 65-7o% of the
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components for this car.119 However, by 1992 the situation had drasti-
cally altered: the Hungarian market for new cars shrunk to 1/3 of its for-
mer size and opened up to foreign imports.120 As a consequence, Suzuki
now has only a 16-22% share of the market with a considerably lower
volume. Moreover, Suzukiwas able to retain its market share only by
reducing its profit margin on the car. Mink (1996) calculated that while
in 1992 there was a 10% price gap between the Suzuki Swift 1.4 and
Opel Astra 1.4 by 1996 this gap on the Hungarian market this gap had
widened to 45% (1,214,000 and 1.763,000 HUF). It revealed, further-
more, that the estimates concerning the preparedness of the background
industry to supply Suzuki had been over-optimistic. According to
Okolicsányi (1992) from 700 applicants firm only 22 was accepted by
Suzuki to supply at the first round. Suzuki found itself compelled to
invest and prepare Hungarian suppliers in order to push up them to the
required level.121 In some cases the company asked its Japanese suppli-
ers to transfer their technology, free of charge, to local firms (OECD
1995, p. 144). The financial problems were further aggravated by the
rapid inflation of the forint, which burdened the company as loans were
taken up in yen. As a result, the company was by 1993 in severe finan-
cial difficulties (Mink 1996) and it remained in the red until 1996. For
the company struggling with financial problems cost cutting was a vital
issue. According to the President of Suzuki only the low wages and,
more generally, the low production costs made this investment a good
decision (HVG 1995. április 5). 

Suzuki also sent its key workers for on-the-job-training to its Sokai
plant in Japan where the first groups spent six months (Makó-Novoszáth,
1995). From the interviews it seems that the employees sent to Japan
believed, on the basis of information received earlier from the manage-
ment, that they were being sent to Japan to learn. In fact, however, they
were simply put to work on the production line at the Sokai plant to
accustom them to working on conveyor belt assembly lines and work-
places. Moreover, the first group training period coincided with the
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stormy period just before the end of the financial year in April. The inten-
sive pace of work,, the stress, the unusually long working hours with con-
tinuous overtime requirements (daily working time was nine and half
hours with, in addition, regular overtime work on Saturdays) made the
atmosphere extremely tense. Altogether, 16 employees were sent home
by Suzuki during the training period,122 which clearly signalled the ten-
sions. The growing storm-clouds exploded in a stoppage in January 1992.
But conflict did not arise only because of the heavy and unaccustomed
workload. The core of the dispute was that the company did not pay over-
time compensation and when workers complained the company either
did not respond at all or responded with the threat that any workers with
whom they were not happy would be sent home and sued for breach of
the training contract, in which the company stipulated large sum of com-
pensation. One morning the Hungarians refused to go to work until the
company agreed to reduce the overtime load or pay overtime bonuses.
After a few hours of negotiations between workers and company repre-
sentatives an agreement was reached according to which employees
would resume the work and the company promised to pay them a com-
pensation scheme in Hungary in forints. The stoppage and the circum-
stances at Suzuki received detailed press coverage in Hungary.123 Suzuki
had to organise a meeting for the worried parents and it launched a cam-
paign placing the blame on workers who were accused of poor working
standards. The company, it was pointed out, had production facilities in
28 countries throughout the world, but had never encountered such prob-
lems before.124 The Hungarian workers were over skilled and slowly
became accustomed to the Japanese working culture.125 

Vasas received information about the dispute from the Hungarian
press. One response was that it contacted Rengo, the Japanese Trade
Union Confederation to help Hungarian employees there.126 Meanwhile
the regional secretary was contacted by some parents, who were trade
union members and requested the help of the union. The secretary told
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the parents that Vasas could help only if the Suzuki employees were to
join the union and it was in this way, that union organisation began
among the Suzuki workers. One parent sent a few membership forms to
Japan. The son distributed the forms among his co-workers and himself
joined Vasas by filling in and returning the form. He even telephoned
Vasas for assistance with a few immediate problems. But there were no
further developments. With the stoppage the ‘storm had blown over’ and
the compromise served to dissolve the tensions. Nonetheless, the work-
ers returned home with first-hand experience of the fact that Suzuki is a
difficult company to negotiate with and is ready to use an iron fist in
order to suppress resistance.

Suzuki rigorously adopted its own Japanese production methods, a
process facilitated by the presence of large numbers of expatriate
Japanese advisers. Just in time production (JIT), team-based work
organisation and continuous improvement (CIP)/kaizen and thorough
managerial control are the key components in each plant. Despite the
similarity in the production methods applied, there are substantial differ-
ences in the employment strategies of the two companies, which have
served to introduce two substantially different production systems, giv-
ing rise to different background situations and different challenges for
the unions to answer. The following account deals only with those
aspects of the work organisation which had a substantial impact on
shopfloor relations and contributed to shaping the unions’ strategy.

Suzuki offered 20-30% higher wages than the local companies in a
region afflicted with soaring unemployment. Therefore Suzuki was
well-placed to pick the cream of the local labour market through a rig-
orous selection procedure. However, the main criteria for selection at
Suzuki were endurance of monotony and reflex abilities. Suzuki thus
recruited, compared to GMH, somewhat younger (between 20-25) and
less experienced, male skilled workers, preferably from the local labour
market.127

8.1. MS: lean production or mean production 
From 1992 April onwards, when the first groups of employees

returned from Japan, they helped to equip the new plant. In August 1992
test production was begun and to teams built up. September marked the
official beginning of production, but the cars produced in the first month
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were test cars, later used as pull-cars, and production for the market did
not begin until October 1992. Suzuki too quickly built up its workforce.

a) Suzuki on the local labour market
As discussed above, Suzuki initially offered considerably higher than

average wages in a region hard hit by unemployment. This enabled the
company to pick the best people and to train them in Japan.
Subsequently, however, the company modified its policy and the relative
difference compared with local wages began to crumble. The company’s
quickly spreading ill fame, attributable to its working conditions and the
deteriorating wage/effort ratio, compelled it to relax its recruitment pol-
icy as early as 1993. The age limit was raised to 30 years, and subse-
quently even higher.128 They began to recruit women and also relaxed
the skill requirements, by recruiting new entrants with only elementary
schooling.129 Although the unemployment level at Esztergom was still
considerably higher than the national average, reaching 20%, the com-
pany had to extend recruitment to a regional labour market radius of 60
km, even bearing workers’ travelling expenses by laying on commuter
buses.130 Neumann’s (1993) and this account of the changing labour
market position of Suzuki differ considerably from that given by Mako-
Novoszáth (1995, p. 264). Although they mention that the
vacancies/applicants ratio subsequently deteriorated, they maintain that
employment policy pursued by Suzuki was geared to higher wages
designed to reduce turnover and win the loyalty of the labour force. The
contrary turns out to be the case. Not only has the company’s position
on the external labour market deteriorated considerably but the fluctua-
tion/turnover of the already employed workers has increased. In 1993
turnover reached 50%, and was almost exclusively limited to the blue
collar workforce. The CEO of MS, in an interview given at the end of
1993, regarded the level of turnover as extremely serious and likely to
jeopardise the meeting of production goals.131 To cope with this huge
turnover rate, the company devised an internal labour market policy
based on the creation of a group of core employees and, for the rest, by
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means of rigorous management controls and a punitive wage system, to
secure their work and to reduce absenteeism.

b) The building up of the internal labour market
The primary tool by which the internal labour market has been

shaped is the wage system. The base of this system is the contractual
wage or basic wage which is stipulated by the individual labour contract
in accordance with an egalitarian system, similar to GMH. For blue-col-
lar workers there are two wage categories: one for skilled jobs and one
for unskilled jobs. The basis for classification is not the personal skill
level of the employee in question, but the skill requirement of the job to
be filled. Between the two grades the difference is approximately 2000
ft. The contractual wage is fixed by the personnel department and is
variable, within a small range (approx. 1000 ft), depending on the age
and educational background of the new employee. In early 1994 the
minimum contractual wage for unskilled workers was 17,000 HUF and
for skilled ones 19,000 ft.132 

However, the equal starting wages become subject to substantial dis-
tortion as a consequence of a half yearly evaluation process conducted
by the company to assess the performance of all its employees. Half-
yearly wage increases are decided on the basis of the evaluation. Each
teamleader is required to evaluate his team members on a evaluation
sheet, comprising various aspects, such as presence at work (absen-
teeism in positive terms), performance, attitude and commitment and
cleaning and tidying up of the working environment. For each aspect the
teamleader has to award the employee a score of between 1-5.
Moreover, each aspect has a different multiplicator factor. For example,
at the time of the interviews conducted, for presence the multiplicator
was 8, for performance it was 7, and for attitude and commitment 5. On
the basis of the evaluations each employee is classified into one of five
groups, A, B, C, D, E. Employees in group C receive the average wage
increase. Employees in groups A and B receive a considerably higher
percentage increase, while in group D employees receive a lower one.
Employees classified in group E receive no wage increase. This system
of half yearly evaluation-based wage increases means that, within a
short period of time, wages within a team could differ substantially.
According to information provided by the senior manager of the assem-
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bly plant a 50% wage differential can be found between team members
in one team. The segmentation is further biased by a seniority bonus for
older entrants. This was introduced to lessen the turnover rate of work-
ers considered to be core employees. Every half year, but for a maxi-
mum of 6 consecutive half years, the contractual wage is increased by
500 ft. Besides the impact of the wage system, MS, like GMH, also
offered those who remained with the company opportunities to climb the
hierarchical ladder. During the first three years of operation the number
of employees rose to approx. 1,300 and a two-shift system was intro-
duced. Therefore there were also plenty of possibilities for workers to
become deputy teamleaders, teamleaders or foremen. 

The evaluation-based and seniority biased wage system gives work-
ers positive incentives to remain with the company and to work well.
However, there is another package within the wage system, which is
designed primarily for those who are penalised as a result of the evalu-
ation and seniority bonuses and which is designed to minimise absen-
teeism and bad performance. This is achieved by two special intercon-
nected monthly bonuses: the presence bonus and plan bonus. The pres-
ence bonus is worth 3,200 ft a month, equivalent to around 1/7 of the
minimum wage for blue-collar workers. The sole requirement for enti-
tlement to payment of the monthly presence bonus is that employee
should have been present at work on all the working days in the month
in question. If he/she missed one day, the bonus is down to 2,500 ft and
if two or more days were missed, no bonus is payable. For the purposes
of determining eligibility for the presence bonus it has to be noted that
every day of non-attendance, for whatever reason, leads to forfeiting the
right to the bonus, regardless of whether the absence is attributable to
holiday entitlement secured by the Labour Code 1992, sickness or civil-
ian duty required by the state (or, as can be seen further on, time-off for
union activists granted by the Labour Code for purposes of training and
conducting union business which is also regarded by the company as
absence from work). To the monthly presence bonus is connected the
monthly plan bonus. Employees are entitled to the plan bonus insofar as
the monthly car output met with the monthly plan. The amount of the
plan bonus is around 1000-1500 ft. The plan bonus, however, is connect-
ed to the presence bonus. In other words, only those employees entitled
to receive the presence bonus are entitled to receive the plan bonus.

However the company does not attempt to keep up production flows
only by a system of positive and negative incentives built into the wage
system; it is also ready to use repressive punitive measures against those
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who are considered to endanger the flow of production. According to
complaints publicised in the press, it is preferable not to request any hol-
iday because this will cause you to be viewed with disapproval.133 In the
Vasas Archive is a warning issued by the company to an employee who
took an extended period of sick leave. The letter states that, should this
happen again, it will result in dismissal. The same article quotes one
employee who is complaining that a single refusal to perform overtime
could lead to a warning.134 The company has also used the institution of
the training contract, already mentioned above, to tie core workers to the
company, as employees trained in Japan had to sign a two-year contract
of employment with the company. If such a worker wishes to leave
before the two years have expired, he/she has to pay a huge sum in com-
pensation, amounting to more than a couple of years of gross salary.
However, the company, as will be seen later on, has successfully used
this contract to ‘peacefully’ terminate employment contracts.

Teamleaders are getting considerably lower wages as in GMH.
According to the information given at the visit organized by HPC, there
is only a 1o% wage differential between them and production workers.

c) Segmented internal labour market: constraints or management
objective?

Was the development of the segmented labour market described
above the result of the company’s precarious financial situation and a
short-term management response to immediate constraints or was it a
policy deliberately chosen by the management following practice of
Suzuki with the bad financial situation merely aggravating its impact? In
this section it will be possible to give only a partial answer, as the Suzuki
management refused to cooperate and only a few management state-
ments are available to shed light on the management’s objectives.

It seems, that on the surface of the statements of the management one
can of course find all the statements concerning employee’s co-opera-
tion, commitment and involvement. However, there are also signs that
these statements relate predominantly to core employees and not to all
employees. The former Hungarian CEO of MS, in one interview con-
cerning turnover, quoted the Japanese director of the company, who one
year later succeeded him to the CEO position “Mr. Shinohara the direc-
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tor, at one of the meetings of the works council, gave voice to his con-
cerns, if - God forbid - the trained workers were to leave the company
in great numbers, this would have caused serious problems for the com-
pany, as its main capital is the trained and experienced team”. It is abun-
dantly clear from this quotation that the Japanese director cared only
about trained core workers. The personnel director also emphasised the
importance of building up a core group of employees in his speech to the
guests of Hungarian Production Centre. On this occasion, the current
CEO of the company, Mr. Shinohara made it very clear that there is a
difference in the expectations placed in blue collars and professionals
(white-collar and managerial personnel). As for blue-collar workers,
their work demands meticulous attention and care. What is needed to
perform this work is to acquire the training and then carry out the vari-
ous steps in accordance with the training. Where professional are con-
cerned, on the other hand, the company demands not only that they learn
by heart the various components of their job requirements, but that they
employ their mental capacities in an innovative way. According to the
senior manager of the assembly plant, the high level of turnover has a
bad impact on teamwork, as every new employee is a possible source of
mistakes, but provided departures do not occur in big waves, it is possi-
ble to cope. In his opinion, the current level of turnover (2-3% monthly
in spring 1996) is manageable. The Hungarian managers also pointed
out that in Japan they did not see any strikingly different employment
policy at Suzuki. Workers who had taken part in on-the-job training in
Japan became aware of similar segmentation there between guest work-
ers from the third world employed on assembly lines and Japanese
employees.

The financial problems discussed above have certainly limited
Suzuki’s ability to offer the fair wages and working conditions expected
by employees. However, it would seem, from the interviews conducted,
that the employment strategy and management objectives of Suzuki
have had a far more important impact in designing the internal labour
market and shaping workers’ attitudes towards management objectives.

d) The impact of a segmented labour market on work organisation,
team work, rotation and kaizen

The special feature of the MS’s work organisation is that it is sup-
ported by Japanese advisers. The production launch and build-up was
directed by a large number of Japanese expatriates. At the beginning 50
expatriates, placed at virtually every level of management, advised on
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the set-up of operations (Makó-Novoszáth 1995). Even after three years
of production, in the plant there are still 15 expatriates working.
Interviews indicated that Japanese advisers had a decisive say in the
issues discussed. 

The atmosphere of the company is substantially different from the
traditional Hungarian model and from the GMH also, and in many ways
it follows Japanese patterns. There is a ‘no necktie’ policy at the compa-
ny. All employees have to wear blue and white work clothes provided by
the company. The company requires total flexibility from employees to
ensure the meeting of production targets. It has happened on several
occasions that in crisis situations white-collar employees have been sent
to the production line to speed up work, and even the CEO of the com-
pany has been known to work on the line.135

The work organisation was set up in accordance with the Toyota
model. Workers are organised into teams and the team is responsible for
performing certain items of work. As at GMH, the teamleaders are nom-
inated by management without team members having any say in the
matter. Each team has one-or two deputy team leaders to help teamlead-
ers. The teams function, however, in a manner quite different to GMH.
Teamleaders are not, in principle, required to work on the line, except in
cases of absenteeism or other cause compelling them to work in order to
ensure the flow of work. Currently around one quarter of their working
time is spent on the line working. Alongside the teamleaders, the deputy
teamleader(s) also play a vital role in the team. Their principal task is to
train new team members and they are required to be familiar with each
job within the team. As such they are the key employees who could
rotate to perform any job in the team. Therefore, in a context of high
turnover, they play a vital role in the production process. According to
Neumann (1993) the high turnover and the recruitment of large numbers
of unskilled workers caused several problems, as these workers are not
committed to the company’s goals and tend to lack the ability and pre-
cision to perform the meticulous assembly line work. Accordingly, train-
ing periods and rotation are geared to lengthy periods and a rotation
cycle is normally around two or three months. The high rates of turnover
are also liable to cause quality problems. At Suzuki a process of total
quality control was not incorporated into the production process, but at
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certain stages of the assembly work there are specialised quality control
stations. A special hold-up line has been set up for repairing faults made
during the assembly work and this is one sixth as long as the whole
assembly line. The problems of employee turnover and commitment
have also left their mark on kaizen activity. Neumann (1993) reported
that the innovations of “shrewd” Hungarians do not always coincide
with the Japanese continuous improvement/kaizen. At the HPC trip, the
senior manager of the assembly plant hinted that although in principle
every employee has to submit one suggestion per month, the number of
suggestions received each month is around 150-200.

The assembly line operates in two shifts. The first shift begins at 6
a.m. and lasts until 2.50 p.m. The working hours include 8 hours work-
ing time proper and 5o minutes in unpaid breaks. In cases of overtime,
the shift continues after a 10- minute interval for one hour more, until 4
p.m. The afternoon shift is one hour longer than the first shift and the
work finishes at 1 a.m.136. The company tried to introduce the Japanese
style 2*9 (with breaks 2*10) hours long shift work, but it had to aban-
don this attempt because quality and productivity deteriorated substan-
tially.

e) Limited company welfarism
Compared to GMH, MS not only imposes longer working hours and

lower wages, but also offers a more limited range of welfare services,
these being restricted to services directly connected to production, e.g.
organising commuter buses, provision of meals at the company canteen
and of working clothes.137 The working clothes service does not, how-
ever, include washing of the clothes. This saving has a particular impact
on the credibility of the ‘no necktie’ policy. The company requires that
every employee wear the same white and blue work clothes provided by
the MS. However, as the company does not take responsibility for wash-
ing these clothes, it is easy to notice that the cleaner and whiter the
clothes, the further its owner is to be found from the assembly line.
Furthermore, looking around in the company, it was noticeable that
many production workers, especially at dirty shops, did not wear the
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company uniform, but used their own clothes. Also striking was the fact
that in the welding shop none of the employees actually used safety eye-
glasses and some of them worked in normal sport shoes, in sneakers.138

In other areas the company also tried to cut costs. It was publicised in
the Hungarian press that originally only six showers were built for pro-
duction workers. Standing at the main door of the plant, it is apparent
that even now the commuter buses are scheduled to leave right at the end
of the shift, leaving workers no time to clean and wash after work.
Workers can be seen to leave the factory in their working clothes with-
out taken a shower and changed their clothes. 

The plant is assembling the Ignis, Swift and the SX4 models for the
European market and in cooperation Subaru and FIAT other models for
these brands. The plant output was 147.000 cars in 2005. It employs
3.200 employees, and indirectly gives work for additional 30.000
employees through 360 supplier firms. 

According to the current plans, in 2006 and 2007 Suzuki is investing
15.3 billion HUF to increase the capacity of the Esztergo plant by 76%.
To reach the capacity of 300.000 cars from the current 170. 000, at the
beginning of 2006 production will be around 220.000 cars a year, with
an increase of 1.000 employees. The major factor for success is the sx4
model, shared with FIAT under FIAT sedici code.

According to the latest news, GM Opel and Suzuki are developing a
new common project for manufacturing a shared car in Esztergom 2008
onwards. 

8.2. Industrial relations: The siege of Suzuki
a) Founding of the union section
The clandestine trade union organization of MS was established on

29 June 1992 outside the factory, in the offices of the local union, by 21
people. The workers who initially joined the union were mostly those
who had been to Japan and the first group consisted mainly of workers
from the assembly shop.

The union was established as “Suzuki Local Union Section of
Vasas”. A month later the convenor argued in an interview that they
should establish their organization as a local organization of the Vasas
and not as an enterprise union of Suzuki since the Suzuki Regulation
prohibited union activity on Suzuki premises. At the meeting the mem-
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bers accepted the bylaw of the union and elected the leadership of the
union and a convenor (senior shop steward). The elected convenor was
the son who had already established communication between Vasas and
employees of Suzuki. At the founding meeting the Union requested the
Vasas to negotiate on its behalf in order to establish themselves as an
enterprise union. 

b) The byrule of the union 
The bylaw of the union is built on the example of another enterprise

union section. This particular bylaw contained a stricter regulation con-
cerning the election of representatives than the bylaw of Vasas itself.
The adopted bylaw stipulated that at elections two-third of the member-
ship shall be present and the leadership shall be elected by direct and
secret ballot. The adoption of a stricter rule than the Vasas own bylaw
later proved a fatal mistake. 

c) Formation of demands
The organizers and the members wanted higher wages, better work-

ing conditions, regulation of working hours, increased overtime bonus-
es and more social benefits, including a company benefit package for
flat buying or construction. The key demand was for a wage increase,
but activists only reached an agreement that a 20,000 ft net wage was the
minimum to be achieved. But they did not draw a short, clear and trans-
parent list of demand as did the organizers at GMH. Also, in reality, they
did not develop their standpoint concerning the wage system employed
by the company. Instead of this they wrapped their loosely articulated
wishes into the demand to conduct a collective agreement - and they
hoped that the experts and officials of the Vasas would negotiate the best
possible package for them. 

d) A small mistake
The bylaw of the union is built on the example of another enterprise

union section. This particular bylaw contained a stricter regulation con-
cerning the election of representatives than the bylaw of Vasas itself.
The adopted bylaw stipulated that at elections two-third of the member-
ship shall be present and the leadership shall be elected by direct and
secret ballot. The adoption of a stricter rule than the Vasas own bylaw
later proved a fatal mistake.
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e) Formation of demands
The organizers and the members wanted higher wages, better work-

ing conditions, regulation of working hours, increased overtime bonus-
es and more social benefits, including a company benefit package for
flat buying or construction. The key demand was for a wage increase,
but activists only reached an agreement that a 20,000 ft net wage was the
minimum to be achieved. But they did not draw a short, clear and trans-
parent list of demand as did the organizers at GMH. Also, in reality, they
did not develop their standpoint concerning the wage system employed
by the company. Instead of this they wrapped their loosely articulated
wishes into the demand to conduct a collective agreement - and they
hoped that the experts and officials of the Vasas would negotiate the best
possible package for them. 

f) The first assault by Vasas: the encirclement operation
After notification of the jury’s decision to register the local union

section as a legally recognised association, the convenor approached the
personnel manager of the company and announced the establishment of
the local union section. The personnel director took note of the commu-
nication but the real negotiations took place between the leadership of
Vasas and the Suzuki management. Vasas, in order to stabilize the local
union section, took up once more the non-hostile organization plan to be
negotiated with the top management. Vasas built up its campaign in the
run-up to the visit to Hungary of the General Secretary of the
Metalworkers’ Union affiliated to Rengo, the Japanese trade union con-
federation, in the hope that he could help to establish co-operation with
the company. With a view to organising a training course for union
activists and a factory visit, Vasas contacted the MS. The Vasas
President invited the CEO of MS to his room at the Parliament building,
as he was a MP, but the meeting did not take place, ironically enough,
because the President had a meeting with the International
Metalworkers’ Union to prepare a conference on “Multinational
Automobile Companies in East and Central Europe”. The CEO of the
company, however, wrote a letter to the Vasas President, after the can-
cellation of the planned meeting, in which he asked Vasas to take into
consideration the special circumstances of the company. If, he wrote, the
Union had regard for these characteristics, the company was ready to
cooperate with it and to respect trade union rights. The meaning of “hav-
ing regard” became apparent at the first negotiation following this letter
between the personnel director of MS and the deputy president of Vasas
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in early August. The personnel director assured the deputy president that
they would not obstruct the functioning of Vasas in the company. In an
interview in the local newspaper, the personnel director said that he saw
this meeting as a first step in a beginning of a good relationship. The per-
sonnel director, however, requested that during the probationary period
Vasas should not carry on organizing activity among the workers. 

The attempted encirclement of the company, via the pressure of a
Japanese trade union leader, did not result in a breakthrough, though the
relationship between the union and the company seemed to have nor-
malised. The Suzuki activists did not take part in the two-day training
course held by the Japanese trade union leader. The company manage-
ment did not encourage them to take part in the training; indeed, partic-
ipation would have meant forfeiting the benefits associated with pres-
ence and plan fulfilment. The factory visit, however, offered possibili-
ties to resume top-table negotiations.139 At the negotiations between top
union leaders and top management, however, the representatives of the
local union organization did not participate. At this meeting the top man-
agement repeated its earlier request:

“Here, in response to the request of the Vasas President and the
Japanese union leader (i.e. to stabilize the union section and to begin
negotiations in order to conclude a collective agreement - TA) they
issued a plea for understanding that the company was about to launch
full production and, until the end of the year, would be burdened with
solving the problems which lay ahead, which meant that they were
not in a position to make a responsible statement concerning the
extent to which they would be able to support the functioning of a
local union organization. It was to be understood, however, that there
would be no problem insofar as the company had a union organiza-
tion which supported the fulfilment of company goals.” (County sec-
retary of Vasas).

After the meeting, in October 1992, a Vasas executive meeting dealt
with the situation of the local union section at MS. The most important
tasks to be solved were seen by the executive body as follows: 1) stabi-
lization of the local union section (i.e. check-off by company, securing
time-off for elected union leaders, provision of trade union notice
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board); 2) conclusion of a collective agreement at the company in the
first half of 1993. The executive committee, by scheduling the conclu-
sion of the collective agreement for mid-1993 basically accepted the
company’s request for a “breathing space”. On the other hand, it hoped
that the top-table negotiations would smooth the way to normalization
of the relationship between the local union section and the management
and expected that the company would give to local union activity the
kind of support that was customary in Hungary and which was, to some
extent, required by the Labour Code 1992. Now it was up to the local
section to fill in the frame by building up the local union section and
establishing procedures with management designed to build up a ‘nor-
mal’ relationship.

g) Intermezzo: the dynamics of the relationship between the local
union section and the Vasas officials 

The dynamics of the relationship were shaped by the pattern of
enterprise union-branch union relations discussed above. The Vasas
officials saw a double role for themselves: 1) through top-table negoti-
ations defining a framework for the local union section, after which it
is up to the local union to implement and adapt the framework, and 2)
during the implementation negotiations to give occasional expert
advice at the request of the local union. This model, however, did not
work in the case of Suzuki which initially recruited a very young work-
force of 20-24 year- olds, with just one or two years’ work experience
and whose earlier experience of the unions was limited to the check-off
system. Faced with the relentlessly cost-cutting strategy of Suzuki they
realized that there is a need for organized collective action and sus-
tained collective organization, in other words for a union, but they
badly needed the help of the Vasas in order to formulate their own col-
lective action; on their own initiative, they seemed unable to draw up
their own list of demands, able to unite employees behind the union,
and to negotiate it with the management. Certainly there was one
important subjective feature of the local union. The elected convenor,
who took up the fairly dangerous role of union representative, and who
is a skilled worker at the kaizen shop of the company, weighed too
lightly in the balance against the personnel director, a resolute and
skilled negotiator. Meanwhile, among the members of the core union
group, those better suited to playing a negotiating role remained in the
background. Thus, whenever a top-table agreement seemingly cleared
the way for union action, the local activists were not able to make the
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most of the opportunity. But, as described in this paper, what the top-
table negotiations achieved was always a truce on the surface and not a
basic understanding between the partners. Vasas certainly did its best to
help the local union section and tried several ways of helping to stabi-
lize the local union section and reaching a compromise with the com-
pany over terms and conditions of employment. Even Vasas officials
overstepped the traditional patterns and attempted to offset the structur-
al weakness of the union by forms of intervention that diverged from
the normal practice. The Vasas officials, however, simply did not have
sufficient experience of how to build up a union strategy to a hostile
management and how to mobilize the first members in order to negoti-
ate a compromise later on. Instead of building on membership mobi-
lization, Vasas always endeavoured to reach an agreement with man-
agement establishing the conditions of a membership drive and sus-
tained organizational presence believed to be a prerequisite for success-
ful collective bargaining. 

h) MS: passive resistance...
Within the company, however, it proved no easy task to fill in the

blank cheque negotiated at the top-table. The company chose the
strategy of passive resistance. It did not attack the union, but neither
did it negotiate with it. The company asked for the membership list of
the union to prepare the check-off, but a few months later announced
that due to computer software difficulties it was unable to introduce
it. The same thing happened with the issue of time-off. The Suzuki
management and local union did not schedule a regular time-off for
shop-steward committee meetings as had been done at GMH. Thus
the union encountered difficulties in establishing its own internal
machinery of union governance. Shop stewards enlisted in teams had
to arrange for their own replacement in order to conduct union busi-
ness and sooner or later they met with the resistance of their col-
leagues and supervisors. On the other hand, after long working hours
it was difficult to convene regular meetings. In the case of outside
training programmes and internal union meetings organized by Vasas,
the company continued to stress to its employees the importance of
meeting production goals and regarded these occasions as days-off,
occasioning forfeiture of the presence bonus and associated plan
bonus. Moreover, the company did not allow Vasasofficials on to the
company premises and did not negotiate with them. The pretext for
such a ban was that the territory of the company was a custom-free
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zone, so that only persons with proper licenses could enter (Népszava
1993 október 1.)140.

i) ...and counter assault: the first works’ council election
MS did not, however, resort to passive resistance alone. It rapidly

called for the election of works’ council, well before the schedule stipu-
lated by the Labour Code 1992 and left the local union section out of the
process of nomination of candidates. The local union, deprived of the
opportunity to nominate candidates, suddenly found itself in a awkward
position. As discussed above, the new Labour Code tied union recogni-
tion for collective bargaining purposes and entitlement to the minimum
union rights stipulated by law to the results of the last works council elec-
tion. As a result of the move taken by MS, the local union had no legal
legitimacy. The precarious situation of the union section was further com-
plicated by the fact that the union was established not as the enterprise
union of Suzuki, but as Suzuki Local Union of Vasas. The company ques-
tioned the legitimacy of the union section to represent the interests of
Suzuki employees on the grounds that the organization is a local union. 

The Vasas county secretary had heard about the imminent election of
the works’ council only at the last minute. He immediately realized the
consequences of the ‘trick’ played by the company and the Vasas deputy
president wrote a letter asking the MS to sit down to negotiate again and
asking the company to delay the elections until the date provided for in
the Labour Code and to ensure fair participation of the union in the elec-
tion as required by law. The company did not react to the letter and the
works council was elected in autumn 1992 (Miklós 1993)141.

The only hope remaining to the local union section after the works
council elections was that the machinery of Vasas would once more
resume the top-table negotiations and through them establish a frame-
work of negotiations over terms and conditions of employment.
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j) The second assault: resume top-table negotiations...
Vasas did not resort to hostile action at this stage. It could have insti-

tuted proceedings to establish that the works council election had been
unlawful, but it chose instead to resume ‘peaceful’ negotiations.

At the request of Vasas a meeting took place between a Vasas team,
led by the deputy president and the personnel director of MS, on 8th
February 1993. The rather warlike atmosphere of this negotiation was
characterised by the fact that both parties attended armoured with their
legal experts and a minute was made about the agreement reached at the
meeting. The representatives of the local union section did not attend the
meeting - similarly to the previous top-table meeting.

The meeting served to reach the following compromises:
✦ Before the end of February MS agreed to make available the

documents of the 1992 works’ council election,
✦ Before early March the company agreed to examine the

possibility of implementing a check-off system and granting time
off for union representatives

✦ Before early March the MS and the Vasas would prepare their
collective bargaining proposals which could for the basis for
subsequent negotiations.

k) ...and toddling around...
However, no substantial progress was achieved as a result of this

meeting. One step forward and one step back, concessions made and
then withdrawn, promises followed by the emergence of “technical
problems”: such was the characteristic course of developments so that
there was no progress on the introduction of check-off, time-off, or a
union notice board, and the company continued to refuse to allow Vasas
officials on the company premises, using the pretext of custom-free-
zone (Miklós, 1993). In a few cases the convenor took part in different
courses and meetings organised by Vasas, but in these cases the Vasas
‘paid’ the presence bonus instead of the company. 

The union developed only slowly. Just after the foundation the
membership rose to around 40, increased by a few workers from stamp-
ing, welding and the paint shops. Subsequently, however, the union
membership stagnated, the payment of membership fees was irregular
and the union leadership and a closer circle of activists also only met
irregularly. 
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l) ... in a lull before storm
While the union still struggled to stabilize itself and then to begin to

negotiate at the plant, the tension was growing. The high work intensity,
continuous overtime, low wages, bad working conditions, as discussed
above, took their toll. In August 1993 there was a spontaneous slow down
in a demand for higher wages. The union took part neither in the slow
down nor in the conflict resolution. The company quickly re-established
order and the CEO stated quite confidently in an interview that in the
company there was only a works council and the works council was the
appropriate institution for implementing the Japanese paternalistic style
of management (HVG. 1993. Augusztus 21). The suppression of free
expression, however, led workers to vote with their feet. The turnover
rate went up to 50% and in October the CEO of MS, in an interview,
described the rate of turnover as critical, verging on a level which place
the company’s production goals in jeopardy (HVG 1993. október 2).

m) The third assault: a kind of head-on attack
The local union leadership also felt the growing tensions on the

shopfloor and pushed Vasas to organize a workers’ assembly. The work-
ers’ assembly took place outside the plant. Vasas rented buses to take
home commuting workers wishing to attend the meeting and organized
a press campaign. The local union activists mobilized their colleagues to
come to the meeting and, in an interview, the deputy president criticized
the company for having broken its promise concerning free union activ-
ity and urging that Japanese working speed and Japanese quality should
not be combined with Japanese style exploitation in order to have
Suzuki as ‘our’ car, referring to the main advertisement logo of Suzuki,
as the car is ‘our car’.

Around 200 employees came to the workers’ assembly which
unleashed a tide of complaints, as follows (Magyar Hirlap 1993 október
1, Népszabadság 1993 október 1, Népszava 1993 október 1):

✦ the works council operates only on paper,
✦ wages are very low,
✦ working conditions are very poor,
✦ as a consequence of long working hours commuters have to leave

home at four in the morning and do not arrive home until seven in
the evening, travelling in packed commuter buses,

✦ the institutions of presence bonus and that notices were given
because of holiday or sick leave,

✦ blue-collar workers are looked down upon.
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Finally the assembly adopted a resolution stating that wages and
working conditions at Suzuki were worse than at other car plants in
Hungary, meaning that the aim of the union to establish similar condi-
tions to them. The assembly requested the company to recognise the
local union as an organization and to grant it the facilities to allow it to
function. Moreover, the resolution asked the Vasas to begin negotia-
tions with the management over complaints which had emerged at the
assembly. 

Eighty workers joined the union there and then and in the following
days subsequent enrolments brought the membership up to 150. After
the success of the workers’ assembly the management was no longer
able to sweep the union under the carpet with the pretext of a custom-
free zone, technical issues and the argument that it was a small and
unrepresentative organization. The president of the works council, in a
national news interview, had to admit that, however exaggerated the
complaints, they were in many ways accurate reflections of the reality.
He also felt the need to emphasize, that even though the works council
was not an interest representation organization, it had achieved a lot, for
example the commuter buses and other health and safety measures. On
the other hand, he admitted that for a wage of 16-19,000 forint workers
were required to perform hard jobs under relentless quality standards
and that this was a key issue, which the union had to solve (Népszava
1993. október 1).

n) MS: flexible retreat
Following the success of the assembly and the pressure of the press

campaign, the company changed its style towards union. Even before
the assembly the convenor had been informed that the check-off system
could be implemented if he handed over the authorizations of each
member to this end. The union leadership was granted time-off to attend
training sessions and union meetings. The Vasas experts and officials
also received permission to cross the factory gate and to meet union
leaders on the MS premises. Even more important, the company showed
signs of accepting the convenor as a negotiating partner. He was given
information and a few invitations to take part in consultations on specif-
ic issues.

Following the workers’ assembly, the CEO of the Suzuki, in an inter-
view given just after the assembly, denied that would be a strike atmos-
phere at the company (HVG 19913. október 2), but two weeks later, in
another interview, he spoke about union issue in a positive manner
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(Magyar Hirlap 1993. október 15). Moreover, the company showed a
willingness to modify its earlier standpoint concerning a works council
and was now ready to organize a new election. This shift was vital in rela-
tion to the legal legitimacy of the union section and was a gesture towards
Vasas also, which questioned the legitimacy of the 1992 elections. 

o) After breaking down the door, Vasas attempts to consolidate the
wedge

For the first time in its history, the local union was able to feel the
palpable support of a substantial group of employees and had the oppor-
tunity to sit down at the bargaining table on an equal footing with the
management. However, following the emerged pattern of relationship
between the union section and the Vasas headquarters, the initiative lay
with Vasas.142

The President of the Vasas, in a letter dated 5 October, again pro-
posed a round of top-table negotiations, this time in the presence of the
senior Japanese expatriate manager.143 The most important standpoints
of Vasas for the negotiations were as follows:

✦ the 1992 elections were unlawful and a new, lawful election had
to be held,

✦ the company must recognise the local union section and grant the
conditions for its operation, including a check-off system,

✦ the company must begin to negotiate a collective agreement in
order to regulate wages by agreement instead of by the existing
company rules,

✦ permission must be given by the company to hold the re-election
of leadership of the local union section in the hall of the company
canteen, 

✦ during the negotiations the problems and complaints raised at the
workers’ assembly must be tackled.

The meeting between top leaders took place on 26 October. At the
meeting the representatives of the company disclosed that preparations
for a new works council election had already begun. The partners came
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to an unwritten gentlemen’s agreement that there would be a ‘fair’ elec-
tion procedure for the forthcoming works council elections and that the
collective agreement to be concluded would regulate the following
issues:

✦ overtime and overtime bonuses,
✦ working hours and regulation of work,
✦ social and welfare benefits.144

p) Final showdown: the second works council election
Just after two days later, on 28th October, the county secretary alert-

ed the Vasas headquarters requesting immediate action. The company
began, as promised, preparations for a new election of the works coun-
cil, once more in order to outplay the union. The union was not invited
to the first meeting of the election committee, held on 4th October, but
the CEO of MS was invited and it was he who dominated the meeting.
Following the meeting, the president of the election committee, who was
as it happened the immediate supervisor of the kaizen shop where the
convenor worked, told the convenor that the union could, if it wished,
nominate one candidate for the election of a works’ council of 11 mem-
bers. Apparently this offer was the result of a misinterpretation of the
Labour Code, which stipulates that the union shall nominate “candidate”
for the election, in accordance with the rules of the Hungarian language
not in the plural but in the singular.

The way of organizing the election committee and the misinterpre-
tation of the Labour Code indicated that the company did not take seri-
ously the gentlemen’s agreement reached a few days earlier and was
again trying to use the works’ council election to outlaw the local union
section.

The convenor took up the challenge and prepared a list of 11 candi-
dates. Vasas in this case also took up the challenge. On the one hand, it
advised the convenor to submit the list of 11 candidates for election and,
on the other hand, to sue the unlawful preparation made by the election
committee at a Jury. On 9 November, as a first step in a legal procedure
to sue the committee, a conciliation meeting took place between the con-
venor and the president of the committee. But the president refused to
accept the union’s request to re-establish the committee in order to
secure union participation and to resume the election procedures. 
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Following this the convenor submitted the case to the local jury, in
response to which the election committee dropped the list of union can-
didates on the grounds that it was unclear from the nomination paper
whether the nomination was approved by the membership or not. The
election committee suggested to the union that the issue should be
referred to a jury. In an ensuing conciliation meeting the president of the
election committee refused to negotiate on the issue, arguing that he had
no legal training and that only a jury could settle the issue.

Finally, the legal debate was solved by means of an agreement struck
just before the first hearing of the jury. Under the terms of the agree-
ment, the union withdrew its claim and the election committee accepted
the list of candidates submitted by the union.

The works council election then took place in the late autumn of
1993. The union finally gained 36% of the votes and had 5 members
among the 11 membership of the works council.145 The convenor him-
self was also elected to the works council. The election results were
affected by a final ‘trick’ on the part of the company. Some union can-
didates were nominated by the union and by their co-workers or the
election committee. According to the interpretation of the company
those candidates represented both ‘the union’ and the ‘the company’ at
the same time. To establish which nominator voters wished to support
(i.e. the union or company) these candidates had two boxes to cross on
the voting paper. If a cross in favour of a union candidate was made in
the company’s box this was counted as a vote for the company and not
for the union. Moreover, if a voter placed a cross in both boxes, it was
also counted as a vote for the company and not for the union. According
to the union, this ‘trick’ enabled the company to ensure that the union
did not gain more than 51% of votes in the elections. 

However, in this case Vasas did not sue the election committee for this
unusual and rather questionable method of counting the votes. The rela-
tive failure of the earlier judicial procedure had been discouraging and
the success of the union at the election raised the hopes of normalization.

q) The tragic mistake...
Aside from the controversial events surrounding the works council

election, the normalization of the union was making progress. On 24
November the union held its fist meeting in the restaurant hall of the
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company canteen. The purpose of the meeting was twofold: 1) to inform
members about the negotiations since the workers’ assembly and 2) to
re-elect the union leadership. The union meeting was held after working
time, at 4 o’clock in the afternoon. However, this time the Vasas did not
organize buses to care about commuting workers and was attended by
only about 2O members. Despite the low attendance the union held a
new election and the convenor was re-elected. On the following days the
convenor circulated the voting slip which was signed by a further 90
union members. 

This means of conducting the election was a breach of the union
byrules, which prescribed a 2/3 presence of union members for an elec-
tion and voting by direct secret ballot. 

r) ...and swinging the sword of Damocles over the head of the local
union

The re-elected convenor informed the company management about
the election and its results in a letter. It was an easy job for the manage-
ment to reveal the mistake made by the union leaders. And this was not
the company in which a union could afford such a mistake.

A few days later the CEO of the company addressed a letter to the
convenor. In the letter the CEO questioned the legitimacy of the union
on the basis of the breach of the byerule at the last election: “For our
part, we consider it to be of vital importance that the union working in
our company shall have a union leadership consisting of legitimate per-
sons elected by secret ballot and enjoying the support of the majority.”
He went on to state that if the election had not been held in accordance
with the rules, it clearly had to be held over again. At the end of the let-
ter the CEO referred to the issue of check off: “The standpoint of the
company is that each union member has to pay his/her membership fee
voluntarily. Even so, the possibility of assistance may not be ruled out.
But such assistance shall take place only after the re-establishment of
law and after proper preparatory negotiations.”

s) Vasas: resume top table negotiations...
Having received the letter, the convenor contacted Vasas immediate-

ly. However, the executive committee did not meet until the beginning
of 1994, on 13 January. The committee resumed the old method and ini-
tiated a round of top table negotiations to clarify the issue. 
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t) … the life: salto mortale
While Vasas was awaiting an answer from the company, there was an

explosion of discontent in the plant and a wild cat stoppage broke out on
19 January. The stoppage was caused by the unexpected delay in pay-
ment of the 1994 wage increase. Following the workers’ assembly initi-
ated by the union in September, the management had promised a wage
increase payable on 1 January 1994. The newly elected works council
had already discussed the question of the increase and there were wide-
spread rumours on the shopfloor about it. On 18 January the elected
works council held a meeting on the issue of the 1994 wage increase. At
the meeting the CEO of the company disclosed that the wage increase
would not be paid until March 1994, but that in March back payments
would be made for the months of January and February. According to
the official explanation of the stoppage issued by the company, the cause
of the revolt was that certain members of the works council had misun-
derstood the director’s words, taking him to mean that there would be no
wage increase until March and that the amount of the increase was still
uncertain, to be decided in March also, depending on the financial situ-
ation of the company.

Next day the news that there was to be no pay increase spread like
wildfire. The discontent exploded. First the welding shop and then the
paint shop stopped work, after which the assembly line joined the
protest. The management called a workers’ assembly at which it pro-
posed suspending the stoppage, promising to discuss the wage increase
with the works’ council again and to inform workers about the decisions
taken on the morning of the next day. After the assembly work resumed.
At the following meeting of the works’ council the CEO of the compa-
ny clarified the misunderstandings and the works council adopted the
standpoint of the company. A 12% wage increase would be paid in
March 1996, backdated to 1 January 1996. 

Meanwhile the county secretary of Vasas heard about the stoppage on
the radio. He rushed to the company and contacted the leaders of the
local union, advising them to take the initiative for the workers’ assem-
bly on the next day and to turn the wage bargaining into collective bar-
gaining, the latter being a ‘right’ of the trade union and not of the works’
council.

At the workers assembly on the following day the workers accepted
the director’s explanation of the delay and the backdated wage increase.
However, the announcement that the promised 12% was to be distrib-
uted on the basis of individual evaluation gave rise to discontent. At this
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moment the convenor of the union stood up and demanded a higher
wage increase, asking for the authorisation of the workers’ assembly for
exclusive representation. Then, another activist, in order to overcome
the legitimisation problems caused by the unconstitutional election of
the union leadership, asked the workers to vote for the union leadership
to strengthen their position as a legitimate bargaining partner of the
union. The workers gathered at the assembly voted on the union leader-
ship by a show of hands and to authorise union leadership to bargain
over the wage increase. Finally the union summoned another workers
assembly for the afternoon, just after working hours, at 3.30 p.m. in the
dining hall of the company canteen.

Following the assembly a new meeting took place between the com-
pany and the works’ council, involving the core activists of the union.
The workers’ representatives demanded a 4000 forint wage increase for
everybody, regardless of the results of an evaluation. The company
insisted on the 12%, but was ready, in order to reach a compromise, to
leave out, in this particular case, the evaluation-based distribution.
Finally, at around 2 p.m., the works’ council accepted the compromise
offered by the company: a 12% wage increase, but distributed equally
and not on the basis of individual evaluation. The company promised
that half-way through the year negotiations over a second wage increase
would be resumed in the light of first-half year results.146 The final pro-
vision of the agreement was that the stoppage would not regard by the
company as a day off, but that workers would have to make up for the
two hours lost. Among the works’ council members only the convenor
protested and voted against the compromise.147 His protest was, howev-
er, rebuffed by the company, on the grounds that the union leadership
had been elected unconstitutionally, on the one hand, and the union had
gained only 36% of votes at the last works’ council election, thus failing
to reach the threshold stipulated by Labour Code for conclusion of a col-
lective agreement on its own.

The company, through the hierarchy of management and teamlead-
ers, quickly spread the fact of the compromise reached by the works’
council. Furthermore, in order to quell open resistance, the personnel
director summoned the three workers, all of them union members, from
the welding shop, who had sparked off the stoppage. An offer was made
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to them according to which, if they left the company voluntarily, with-
out waiting to be dismissed on the grounds of earlier problems concern-
ing work, the company would not reclaim the compensation for training
in Japan.148 The workers accepted the deal.

The union leaders, arriving back from the works’ council meeting,
found a frozen shopfloor in the assembly shop. Moreover, as the weld-
ing shop is isolated from the assembly shop by the painting shop, they
were barred from communication with other shops. The resistance of the
welding shop was broken by the firing of the opinion leaders.

The workers’ assembly convened by the union at 3.30 p.m. was
attended by only about 50 workers...

Next day the convenor tried to resume the negotiations, but the per-
sonnel director refused, on the grounds that, besides the above men-
tioned legal circumstances, the union represented only a handful of peo-
ple. Moreover, he warned the convenor that he, as an unconstitutionally
elected union activist, had taken several hours of time-off stipulated by
the Labour Code for union business and issued a threat that the compa-
ny could sue him for the unlawful use of time-off. 

u) The last rescue action of Vasas
On the morning of 20 January a group of experts and the county sec-

retary of Vasas attempted to enter the workers assembly which had been
convened. However, they were refused permission to enter the company
premises. They were also barred from attending the following works’
council meeting. They asked for a meeting with the CEO of the MS, but
he refused to meet them. The president of the works’ council also
declined to see them. Finally the solicitor of the company came down to
the factory gate to meet them and told the expert group that the compa-
ny did not regard the local union section as a bargaining partner because,
having gained only 36% of the votes at the last works’ council election,
it did not have the right to conclude a collective agreement on its
own.149

On its return to the Vasas headquarters, the expert group drafted a
proposal, in which it suggested that there was a need to resume negoti-
ations with the management of MS over space for union activity at the
company and to take steps to revive union organisation.
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One of the Vasas leaders, with a view to opening the door to the man-
agement of MS for further negotiations, admitted in an interview in the
leading national newspaper that during the spontaneous action the work-
ers had breached the legal regulation concerning recourse to industrial
action. Regarding the dismissed workers, he said that, though it might be
claimed that they had been dismissed because of their involvement in
the stoppage, they had earlier received two or three disciplinary notices
because their work did not meet with the requirements. Although the dis-
missals did to some extent constitute a breach of the legal prescriptions
of Labour Code,150 they did not want to sue the company and did not
accept the legal help of Vasas which they had already been offered. On
the other hand, he complained that the management did not recognise
the union and hindered its operation. Instead the management negotiat-
ed with the works’ council and failed to introduce the check-off and
other measures to promote union activity, even though the union had
gained 36% of the votes at the last works’ council election. Finally he
claimed the Vasas experts were examining how the conflict between the
company’s wage and employment policy could be solved.151

In early February, after reviewing the situation of the local union sec-
tion, Vasas again suggested, on the one hand, resuming top-table nego-
tiations with the management concerning the situation of the local union
section at the company. On the other hand it was decided to re-establish
the local union section by adopting a new byelaw and re-election of
union leadership.

To test the willingness of company management to co-operate with
the union, Vasas, besides requesting new negotiations, asked for time
off for the union leadership to attend a training programme. The CEO
of MS declined, in his letter of reply, to meet the requests of Vasas. On
the one hand, he stated, there existed a process of continuous co-oper-
ation between the local union and the management. On the other hand,
the company could not grant time off for union training purposes, as the
union leadership had been elected unconstitutionally and the last elec-
tion held by the workers’ assembly on 2O January was also unconstitu-
tional as it had been conducted by a show of hands and not by secret
ballot.
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v) The dissolution of local union section
Following the stoppage, union members begun to withdraw from the

organisation. Besides this, the pressure exerted by the company also
increased. According to a note in the Vasas archive, the correspondence
addressed to the convenor at the company was received with open
envelopes and union activists suffered discrimination when it came to
being sent for further training in Japan.

The convenor himself, after the latest refusal of a day off for training,
learned that he was ultimately regarded as an unconstitutional leader and
he would be lucky if the company did not take action against him for
having illegally take day off for union training on the one hand.
Ultimately, he wanted to remain at Suzuki. On the other hand, he was
really embittered, because he was placed in an illegal situation, although
he turned to Vasas to get their legal help. For him this was the last straw
and he also gave up union activity.

After this the county secretary tried to re-organise a local union sec-
tion, but only a few people attended the meetings convened by him and
no one was prepared to take up a leadership role.

“The real cause of this did not lie with the membership, although
there was a kind of indifference. Mainly, however, it was a question of
fear. They were afraid, from the beginning, of what the result of union
membership could be” (county secretary)

w) The final game
In April 1994 Vasas tried once again to consolidate the situation of

the local union. Using the pretext of the nomination to the position of
CEO of the former Japanese senior manager, Vasas requested a resump-
tion of the negotiations over the union’s position in the company, check
off, time off, a union office, and the institutionalization of a relationship
between the union leadership and the management. The letter was, how-
ever, also critical of the earlier behaviour of the company, of the man-
agement’s questioning of the legitimacy of the union, discrimination
against union activists and lack of respect for their privacy.

8.3. The developmenf of the company and the state of industrial
relations
Suzuki, after the mid-nineties begun to expand the plant and to intro-

duce new models. 2004 saw the increase of volume from 95.000 to
146.000 with 2.700 employees. Smaller investments made the capacity
to increase 170.000 cars in 2006 with 3.200 employees.
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The expansion of the plant required several new innovative reforms
as far as external relations of the plant concerned. The company current-
ly has 320 supplier, 60 among them domestic firm. Suzuki lobbied for
an industrial park in the neighbourhood of the plant for having an adja-
cent supply park. A number of key suppliers has deployed production
unit into the vicinity of the plant, which increased its efficiency. Suzuki
also has developed close relationship with local secondary and vocation-
al training schools and with the Technical University of Budapest to pro-
vide support for these institutions and to launch tailored education pro-
grams.

In July 2006, Suzuki announced that it would invest 60 million Euro
to increase the capacity of the Esztergom plant by 76%. The success of
the new models in European markets opened the possibility for substan-
tial increase of capacity for the plant to produce 300.000 cars annually
in 2008. Suzuki between 2003 and 2006 has launched three new vehi-
cles: the Ignis micro sports utility vehicle in April 2003, the Swift in
January 2005 and the micro SX4 sports utility crossover, a joint effort
with Fiat, in March 2006. It is planned the production of a new minicar,
in cooperation with GM Opel 20008 onwards in the Esztergom plant. 

Currently, more than 3,600 people work for Magyar Suzuki, and its
parts suppliers in Esztergom bring the total employment up to 5,000.
The increase of the capacity would mean that employment at the plant
will be close to 5000.

Notwithstanding, wildcat stoppages and high turnover level made
management to better terms and conditions of employment in the plant
1995 onwards. The ever expanding plant, however, met a labour short-
age in Hungary. The state of the labour market forced management to
enlarge the commuting area of the company. According to company
sources, 900 employees is commuting from the neighbouring low wage
Slovakia, and other 100 employees is employed from Romania, where
general wage level is way below of the Hungarian one. Recently, the
female ratio has been increasing, even on the production line, and the
ratio exceeds 50% in some workshops.

2006 saw the renewal of tensions between employees and the com-
pany. In December 2005, LIGA trade union confederations summoned a
demonstration in front of the company gates to protest bad working con-
ditions and working time schemes employed by the plant. Following, the
demonstration, a union organization was established outside of the com-
pany premises, in an autobus in the car-park of the company in 13th
January 2006. Handful workers joined to the union. None the less, only
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the elected leader of the new union made public his name. All other
union members preferred not to be known their name fearing retaliation
of the company. The PR manager of the company publicly stated that the
management does not welcome the presence of the union in the plant.
According to complaints of unionists, the plant is refusing to allow
employees to go on holidays save the time schedule designated by the
management. The plant requires employees to ’voluntary’ do overtime,
allegedly without taking into consideration certain constraints set by
legal regulation. Complaints are covering also the working conditions,
and especially of the lack of proper social facilities. The wage system,
which employs various premiums and performance related schemes, is
allegedly used to coerce employees and force them to flexibly accept a
work assignment. The union demands to increase salary, especially the
basic wage level. It also demands the observation of regulation of work-
ing time. The company publicly declined these allegations, and quoted
that it offers various welfare benefit schemes to employees, including
covering commuting costs and offering loan for paying house mortgage.
None the less, recent supervisory visits of the National Health and
Safety Inspectorate (Országos Munkavédelmi és Munkaügyi Felügyelet,
OMMF) found that the company has breached legal regulation concern-
ing working time.

On 17th February 2006, 50 employees stopped work following that
an 1.5 hours long overtime work, which was scheduled according to the
legal regulation, was suddenly lengthened by the management.

The elected union leader in the meantime was fired by the company
through a disciplinary process. The company fired him because his pub-
lic statements were harmful for the company and a company inspection
found four bottles of alcoholic beverages in his wardrobe in the premise
of the company. The union leader, however, in a radio interview claimed
that two days before the company inspection he reported to the manage-
ment that his locker on his wardrobe was broken up and requested to
repair it. He also called the attention in this radio report that a decade
ago the company fired the main union organizer based on a similar
claim, when a company inspection found a component belonging to the
company in his wardrobe. The union leader sued the company, and the
Labour Code will decide whether the company breached the law or not
by firing the union leader. None the less, the union is working, in prac-
tice, as a clandestine organization in the plant. The management is refus-
ing to have any contact with the leader of the union, or with anybody
else representing the union.
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The events got media attention. A Hungarian Member of the Euro
Parlament in an article also claimed that the practice of the company is
questions the democratic order of the country. In this heated situation,
the Prime Minister declined to take part on the inauguration of the new
Suzuki SX4 model and the new manufacturing hall 28th February 2006.
The Prime Minister instead of visited a union meeting, where he
expressed that he wanted to signal that he expects to have a compromise
between employees and the company. He told to the press, that employ-
ees have their constitutional right to freedom of association, and to
establish a union, and a company could not block their efforts to do so.
This is the first time in the history of the new Hungarian democracy, that
a leading politician does such an important symbolic act to defend rights
of employees to establish union.152

None the less, the management this time again successfully fended
off unionisation attempt.
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