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ABSTRACT

The ‘dual system’ of industrial relations has formed a crucial component of the ‘German
Model' of post war capitalism. However it has come under severe pressure since the
ending of the ‘Golden Age’ of Fordism and both nations and companies have been
forced to engage with the new demands of globallsation. The focus of this article is on
one important aspect of this development: the impact of organisational globalisation in
large companies on industrial relations and on employees’ bargaining power, drawing on
research in the German chemical, pharmaceutical and automotive industrles. It is argued
that whether employees’ primary power will erode, persist, or even increase depends
critically on comp;:mies’ product strategies. The article draws attention to ways in which
employees’ bargaining positions may be eroded either because the traditional strategies
of unions and works councils make it difficult to draw on primary power at a local level
or because primary power is shifting to new groups of employees who were traditionally
not well organised. However it also points to some ways in which bargaining has been
successful under these new circumstances.

Introduction
Germany’s unique industrial relations syster has indisputably played a crucial part in

sustaining the model of post war capitalism that many scholars have characterised as the
‘German Model’ (Schlupp, 1979; Schroeder, 2000; Schroeder & Esser, 1999}, ‘Rhineland
Capitalism’ (Albert, 1991) or a variant of ‘Mesocorporatism’ (Amable, Barré & Boyer,
1957). Germany'’s ‘dual systerm, combines a legal system of cooperative ‘codetermination’
(‘Mitbestimmung’), whereby works councils, elected by all employees, are responsible for
employee representation at the workplace level (Schmidt & Trinczek, 1991; 1999), with

a collective bargaining system, known in German as ‘Tarifautonomie’, whereby trade
unions and employers’ organisations have exclusive jurisdiction over the negotiation of
general labour standards, such as wages, working hours and the conditions laid down in
employment contracts across whole sectors of the economy. This exclusivity of jurisdiction
also implies the exclusive right to enter into open conflict to bargain for these standards

— but only for these standards (Kidtler, 2003). This dual system proved in the past to be
highly efficient in several ways. It significantly improved the living conditions of employees
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in general; it contributed to bringing about major structural change in the economy
whilst avoiding major social conflict; and it provided a high level of social integration and
stability at company level, sectoral level and across society as a whole. In large companies,
the representation of employees and trade unions on supervisory boards supplied an
additional mechanism for achieving social integration by looking for collaborative
solutions in cases where there were clashing interests, but always with the alternative
back-up option of more conflictual bargaining if this did not bring results (Streeck &
Kluge, 1999; Miiller-Jentsch, 2003).

This system is regarded as a core element in the German version of ‘coordinated
capitalism’ by Hall and Soskice (2001). It has also been widely regarded internationally
as a particularly efficient and stable combination of employees’ representation with the
regulation of political and societal functions (Markovits, 1986; Silvia, 1993; Silvia &
Markovits, 1995; Silvia, 1999; Katz & Darbishire, 2000). Indeed, the economic strength
and stability of the welfare system and of democratic relations in post-war West Germany
have been largely attributed to the industrial relations system, institutionalised as the
‘Social Partnership’ (Kddtler & Hertle, 1997). This system can be seen as a specific balance
between conflict and cooperation, which Walther Miiller-Jentsch has summed up in the
term ‘conflict partnership’ (Miiller-Jentsch, 1993).

However it is equally indisputable that both the German industrial relations
systemn in particular and the ‘German model’ in general have come under pressure
in the wake of the decline of the ‘Golden Age’ (Marglin & Schor, 1990) of Fordist
regulation (Streeck, 1995; 1998a; 1998b; Dérre, 1997; 1999; 2001). Both trade unions
and employers’ organisations have seen sharp falls in membership (Schnabel & Wagner,
1996; Schnabel, 2003; Schroeder & Ruppert, 1996; Ebbinghaus, 2003; Visser, 2006),
which has led to a decline in the coverage of sectoral collective agreements (Kohaut &
Schnabel, 2003). A further symptom of this development has been a relativisation of
those general standards that still exist by a proliferation of loopholes created through the
casualisation of regulation, site agreements etc. (Rehder, 2003a; 2003b; Bispinck, 2007).
The overall outcome has been a major shift in the distribution of social income from
labour to capital'. One of the central tenets of Regulation Theory holds that that perfect
match between societal subsystems should be understood as the outcome of a highly
contingent historical instance (‘trouvaille historigue’) (Coriat, 1994) that is limited in time.
Taking this seriously, we argue that the question of whether and how a constellation of
comparable coherence and stability can be recaptured, should not be taken as the leading
question for an analysis of current developments in industrial relations. Rather, we
should be asking how actors and organisations can maintain their room for manoeuvre
and capacity to act under conditions of continuing contradictions and uncertainty, and
on what resources they can draw whilst doing so. For this reason, in this paper, I do
not consider all those aspects of the crisis of industrial relations in Germany that have
resulted from the disintegration of the Fordist regulation regime, especially the impact
of general mass unemployment on union strategies that are strongly linked to full

1 As an important point contributing to this result, reforms in social and labour markets policies
have also to be taken into account, because they indicate a significant loss of unions’ formerly very strong
position in these policy arenas.
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employment as their precondition (Kidtler, 1986). Instead, I focus on specific bargaining
situations in order to find out what resources might enable trade unions and employee
representatives to gain power and use it under these conditions.

I'will focus in particular on works councils in large companies, especially companies
that are reorientating themselves transnationally, looking especially at the significance
oflocally-embedded positions and the power resources that are available in these local
bargaining situations. As companies become more transnational in their organisational
layout, both national units and individual production sites lose their weight and autonomy,
at least at the level of formal organisational structures. Large companies have always played
a decisive role in shaping industrial relations in Geri‘nany and, we submit, will continue
to do so. This means that studying the distribution of power within large transnational
companies can provide useful insights into several important aspects of possible future
developments in industrial relations. It should be emphasised, though, that this focus does
not give the whole picture. It leaves out many other important aspects of the ongoing
transformation of companies, industry structures, and industrial relations. One important
omission here is the question, whether the loosening of sectoral collective agreements by
means of site agreements and other exceptions to what were previously universal rules,
should be understood as always constituting an erosion of collective regulation or whether
—as I would argue — these site agreements also open up at least the potential for a strategic
restructuring of collective bargaining that could improve the position of labour where
these developments occur (Wend|, 2002; Schroeder, 2003; Rehder, 2003; Bispinck, 2007).

The first section of this paper briefly outlines the connection between institutional
arrangements and locally based power positions in the context of German industrial
relations. The second section discusses the possible repercussions of ‘organisational
globalisation; a term which is used here to refer to developments within internationalised
corporations, whereby business processes, business units and reporting lines are organised
transnationally, and where, as a result, management and decision making is, at least in
principle, equidistant from any one of the company'’s sites, regardless of location?. The
third and fourth sections present some evidence on restructuring in the chemicals and
pharmaceuticals industry and in the automobile industry. The final section presents some
tentative conclusions about future developments in industrial relations in the context of
the tension that is currently emerging between the production side of the economy and
the increasing weight of financial markets,

Industrial relations between local embeddedness and organisational globalisation
In a framework of ‘social partnership’ the weight of employees’ collective representation
rests finaily on the ability to exercise pressure by means of selectively refusing to co-operate
with the employers. Where it can be based on ‘primary power’ (Jiirgens, 1984), that is where
companies are dependent on particular groups of employees and where works councils

or trade unions are in a position to use this dependence as a tool of power?, it thus has a

2 This makes 1t possible to take up aspects of what Bartlett & Ghoshal (1989) and Dunning (1992,
1993, 2000} refer to as ‘transnational’, without having to enter in a more detailed discussion of their concepts for

our purpose.
3 Our theoretical point of reference is the concept of strategic organisational analysis developed by
Michel Crozier and Erhard Friedberg (Crozier & Friedberg, 1993; Friedberg, 1993; Chazel & Favereau, et al. (1994).
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solid basis. Provided it is a credible threat, the severity of this threat of refusing to co-operate
is determined by the degree to which companies are forced to rely on this co-operation,

and the extent to which they rely on it in practice, The double role of collective employee
representation in being able both to guarantee cooperation in normal circurnstances

and simultaneously to threaten to withdraw it in exceptional circumstances was a basic
precondition for the relatively high power of regulation in the conflict-partnership model of
German industrial relations in the past.

The regulatory effects of the German systemn of industrial relations are therefore
essentially a function of their deep-seated basis in local bargaining, even though national
statutory and organisational structures and the organisational capacities of employers’
associations provide the context and preconditions for this local power. This can be seen
clearly in negotiations over collective agreements, where unions’ bargaining power would
not be effective without the ability to mobilise support by employees for strike action if
necessary. But it is also the case in the collaborative forms of employee representation covered
by the term ‘codetermination’. The extent to which employee representatives can use their
statutory rights of participation in company decisions or their powers of veto when they
are participating in works council business depends crucially on the support that they can
muster from employees. Because the vast majority of works council representatives are union
members, the reputation that they build when using their statutory codetermination rights
at the works council becomes a key factor in the success of union attempts to recruit and
mobilise members.

Proximity to relevant decision-makers plays an important role in these processes
in the local context. The local power of trade union representatives depends strongly
on the room for manoeuvre and scope for decision of their management counterparts.
Continuous personal contact between employee representatives and company management
representatives also provides an additional channel of influence, which may play a more
important role than all the statutory regulation of participation rights. The presence of
employee representatives, usually works councillors and union members, on the supervisory
boards of large companies is equally important. The way in which these different arenas are
related and interlinked to one another (often through personal contacts) determines both
the type and the extent of the influence that can be brought effectively to bear on companies
by unions, as well as the overall balance of power between them.

Within this nexus of statutory codetermination rights, internal company power
positions, and informal relationships of communication and trust, a range of different
configurations can be observed. In some companies, employee representatives hold strong
primary power positions on the shop floor, but only marginal positions on supervisory
boards, while in others the two levels complement and strengthen each other. Others are
characterised by intense and highly informal contacts with the board of directors, and the
results that are achieved by this means play a crucial role in legitimising works councils
members in the eyes of a rather passive work force. The next section of this paper will
demonstrate that these established configurations of power and influence strongly affect
the way that bargaining develops when companies start becoming active on a global scale.

[ refer to the globalisation of companies, rather than the globalisation of markets or
even globalisation without further specification, in order to take into account the fact
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that company strategies are more than direct reflections of market conditions. Several
factors, including the elimination of trade barriers, the falling costs of transportation
and the dynamic development of information and communication technologies,

have placed new options on the bargaining table that cannot simply be ignored in a
competitive environment. These options remain the background for behaviour under
the conditions of bounded rationality (Simon, 1949; 1995; 1982), This means that

they simultaneously define the limits and provide the backdrop for decision-makers’
assumptions about the certainties they face when devising their corporate strategies.
The implications of this changing environment for the companies thus becomes a
component of their choice of strategy (Child, 1972; 1997). Prevailing product and
market conditions, existing skills and opportunities, the influence of different actors
and maybe even their guiding ideas are all important factors that influence these
choices. In the best cases, this results in business strategies that are feasible, but these are
by no means inevitable or irreplaceable. Quite different alternative strategies would, in
principle, have been possible. To the extent that there is pressure to adopt ‘best practice’
business models and corporate strategies, this does not come from the inevitable
imperatives of the production economy, but from the guiding principles and fads of the
financial markets.

Financial markets in this context should not be seen as anonymous markets,
but as an institutionalised public realm (Kddtler, 2005)*. Since the 1990s, large
publicly traded companies in Germany have not been financing their businesses by
issuing new shares, but have been heavily buying back their own shares instead. The
power exerted by financial markets on business strategies is thus not the outcome
of Anancial dependence but derives from the financial community’s ability to
define the norms, visions, and even fashions, that then become decisive for business
strategies (Kidtler & Sperling, 2002; Orléan, 1999). These come into effect when
top management refers to them in order to develop and/or legitimise its business
strategies. There is no simple answer to the question to what extent top managers
should be seen as driven by, as opposed to actively promoting those requirements of
the financial markets (Froud, Haslam et al., 2000; O’Sullivan, 2000; Erturk, Froud
et al.,, 2005). On the one hand it can be argued that the more these ideas become
generally adopted, the more difficult it is for individual managers not to follow them.
On the other hand, because increases in managers’ income are strongly linked to
shareholder value management, there is no really strong motivation for managers to
dissent from them either (Froud, Sukhdev et al., 2006). In any case, inancial markets
do not provide unambiguous and binding guidelines that can be implemented in
only one way in business strategies.

One important general trend can be singled out in the current development of
large German industrial companies in this new business environment. This is a decline
in the importance of business strategies solely relating to the national context, i.e. to
the export of domestically made products (Beyer, 2001). This is accompanied by a

q Against the background of the theoretical debate on the social constitution or embeddedness af
markets {Swedberg, 2003; Callon & Muniesa, 2005; Knorr-Cetina & Preda, 2005; Sassen, 2005) this is of course a
very simplistic opposition. However we think il is sufficient for the argument presented here.
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trend for (multi)national organisations and governance structures to be replaced by
transnational ones. In the formal organisation of companies, particular locations in
national contexts are increasingly becoming little more than intersections, or local
suppliers within business areas that operate internationally, optimise costs and revenues
autonomously on this global scale, and make investment decisions solely on the basis
of this kind of optimisation, rather than taking into account particular national or local
interests. The term ‘organisational globalisation’ is used here to describe this trend.

This challenge for the significance of specific locales, already evident in the formal
organisational structures of companies, in fact implies a declining role for locally
based bargaining. However the magnitude of this effect depends on how important
particular locally specific resources and skills still are — or should be — for the firm, and
whether such resources can be used to the advantage of the company’s employees. Five
possible scenarios can be identified. The first of these is that local bargaining power
is being eroding, because the resources on which it relies are losing their importance
or can be obtained more inexpensively elsewhere within the firm. The second is that
local negotiators are losing their influence, despite the fact that the resources on which
their power is based remain very important, because global organisational structures
and decision making prerogatives are restricting the scope of local influence. A third
possibility is that local negotiators are losing their significance, even though the
location remains very important, because other resources of that location are becoming
more and more important, and these new resources, unlike the ones that used to be
crucial, offer no basis for the collective representation of employees’ interests. A fourth
scenario sees local power positions maintaining and even extending their importance
because the complexity of global production networks makes the company increasingly
vulnerable to disruptions in the flow of production, and the smooth operation of every
single production location is thus becoming ever more important for the overarching
scheme (Veltz, 1996). Finally it is possible that local bargaining strength remains intact,
because employee representatives play an important role in the ‘dominant coalition’
(Child, 1972) that makes the decisions about business strategies, or, conversely, that
this strength is lost, because the influence of employee representatives was based solely
on their membership in that dominant coalition and, because of a failure to mobilise
their resources, they were unable either to prevent a loss of this membership or to
compensate for that loss.

This is not an exhaustive list. It is possible to imagine still more scenarios, or
combinations of those summarised here. The next section presents an analysis of the
development of employee representation in a few large companies whose importance
extends beyond their own individual cases, because of their position as core companies
of the two largest industrial sectors in Germany, which also stand for alternative
German industrial relations models. The metal-based manufacturing industries can
be taken as the archetype of the ‘conflictual partnership’ model which is often thought
to apply to German industrial relations in general. The chemicals and pharmaceuticals
industries, by contrast, represent a more co-operative model, described by the trade
union and employers organisations themselves as a ‘chemical partnership’ The aim
is to identify the factors that governed and may still govern the evolution of the
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local bargaining positions of employee representatives in these two sectors. Al the
companies studied have been operating on a global scale for a long time.

Organisational globalisation - erosion or realignment of partnerships in
the chemicals industry

For decades the three large chemicals companies Hoechst, Bayer, and BASF stood out
among German companies as some of the furthest advanced in their global operations.
However the German chemicals and pharmaceuticals industry is also noteworthy for
its long-established relationships of cooperation and bargaining which have profoundly
shaped industrial relations in the sector. The co-option of the works council leadership
into the dominant coalitions, as well as substantial margins for intra-company
redistribution, have traditionally curbed any militant ambitions amongst works council
representatives and, as a result, have also set limits on the mobilising capacity of the
trade union as a whole. At the same time, the breadth of the fields in which the large
companies in the chemicals industry operate, as well as their regional scope, have
generated an exceptionally unified and firmly institutionalised industrial relations
system in an industry that is extremely heterogeneous in the size of its companies and
areas of operation. This so-called ‘Chemiepartnerschaft’ (‘partnership in the chemicals
industry’) model is now seriously challenged by the realignment of business strategies
at a global scale and the repercussions of these changes on internal company bargaining
arrangements.

Over the past decade, Hoechst AG has been completely split up (Menz, Becker et
al., 1999; Kiadtler, 2006:89-140). Its former main site has been replaced by a ‘Hochst
Industrial Park’ with employees scattered across several dozen independent firms,
most of which are small and medium sized companies. The only large firm that has its
headquarters there is a service and infrastructure provider, the repository of most of
Hoechst’s service functions when the company was divided up. When it was formed
in 1998, this company had more than 4,000 employees, a number that has now been
reduced to 1,900. The chemicals and pharmaceuticals plants in the domestic location
are all parts of global companies with their headquarters abroad. The works council of
Hoechst’s immediate successor firm, Sanofi-Aventis Deutschland GmbH, now represents
around 10,000 employees, within a global company with 100,000 employees worldwide.
But because all the important enterprise functions are governed on a global scale and the
national company is now only responsible for domestic marketing, the works council
finds itself negotiating with a ‘king without a country’*,

Until 2001 Bayer’s top management maintained the profile of an integrated
chemicals-pharmaceuticals firm. The company was organised in largely autonomous
global business areas, for which the corporation’s board of directors had no direct
responsibility. Intervention by the board into their strategies were therefore rare
exceptions. However because it was responsible for co-ordination and synergies, the

5 However it should be noted that the position of German (and also French) employee
representatives seems to have improved somewhat since the emergence of the highly financialised Aventis SA,
resulting from the acquisition of the pharma businesses of Hoechst and French Rhone-Poulenc {by means ol a
hostile takeover in 2004). According to German works council members, the more industrial culture of this new
pharmaceuticals group is in some respects more like the ‘old Hoechst’ (Interview in 02/2006).
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board did have the ultimate say on business location and in some cases over-ruled the
decisions of top management in these business areas. The traditional pattern of exclusive
company-wide agreements negotiated at the top level remained in place for all German
production sites, albeit on terms that were steadily deteriorating as far as the employee
representatives were concerned. Top management could, and actually did, create
synergies across business areas while at the same time emphasising to the employees

at a company level the unfavourable bargaining position of any single production unit
within its global business area. The first site agreement negotiated for the main site in
1997, the business year with the best result ever, included cutbacks in fringe benefits

to the amount of DM 320 million (about 165 million euro), in return for an agreed
minimal amount of domestic investment and a promise to avoid forced layoffs for the
duration of the agreement. So far it is not clear whether the reorganisation of Bayer as a
Strategic Management Holding, begun in 2002, and the splitting off of major parts of its
traditional chemicals and business services will — as with Hoechst — be an intermediate
step on the way to a complete break-up, or just a further reconfiguration of the chemicals-
pharmaceuticals conglomerate structure. In any case, it has led to a further weakening
of workers’ representation, at least within the traditional bargaining context (Kidter,
2006:174-197).

In neither of these cases has the deterioration in the influence of workers’
representatives resulted from a weakening of the companies’ dependence on particular
assets caused by intensified globalisation. During the restructuring of Hoechst, employees
in research and development (R&D) unit at Frankfurt demonstrated a considerable
amount of power when confronted with a rigid schedule of cutbacks, devised by the new
management. They not only opposed this, but also encouraged the highly unionised
laboratory personnel to do the same. This put the management of both the national unit
and the entire company under considerable pressure, particularly as the production staff
became involved too and the conflict was widely publicised, as part of a strategy to gain
public support. Since the internal institutions of conflict resolution, such as bargaining
structures, were already missing in this case, this conflict was widely perceived as a stiff
confrontation between top management, important parts of the workforce, and the
general public. Without this conflict, as union officials openly admit, it would not have
been possible to negotiate the comparatively far-reaching transitional agreements for the
whole company that were achieved, or the modifications of the cutback plans in R&D
that had initially sparked the conflict. But it is important to recognise that this conflict
did not represent a situation in which employee representatives could rely on strongly
organised parts of the workforce, but, on the contrary, involved poorly organised, but
strategically important, groups of employees®.

Some generalisation is possible beyond this specific case. There are strong indications,
that the locally based bargaining power at large R&D sites of employees and their

6 I is not quite clear to us whether Lhis special case can be interpreted as evidence for a more general
development by which core groups of employees in strategic positions use their primary power exclusively
instead of backing the general representation of employees at company or sector level, recently illustrated

in Germany by examples including cdlair traffic controllers, flight altendants and train drivers. However it

is interpreted, this tendency undoubtedly exists and how such core groups can be {re}integrated is a crucial
question for the further development of industrial relations in Germany.
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representatives has not declined but has actually increased by becoming part of globally
governed networks, and in a similar way, that employees at strategic production sites
also have 2 considerable amount of power within global production networks. In
principle, these networks supply the preconditions for internal competition as a means
of global governance, but this does not necessarily set in motion an unstoppable race to
the bottom. This local strength is all the more remarkable given that it arises from new
developments. Traditionally the local reserves of power held by these groups and the
bargaining positions of works councils based on them were insignificant.

The real losers from the restructuring processes in both companies are those areas
that are left out of the newly constituted global company. At Hoechst, this meant the
majority of former employees, but particularly those who were hived off to new small and
medium sized service providers. At Bayer the logistics areas were the first to be affected,
a group for whom a company agreement was concluded during the outsourcing process.
Large parts of technical services followed when the holding structure was established
in 2002. As local service providers, they are still part of the global production networks
of the newly formed companies, but as external service providers amongst many others
— not as insiders. Instead of being able to negotiate for their share of the (historically quite
generous) margins for distribution of the chemicals industry, these employees now form
part of the local service sector with its much tighter margins. This development has not
just had negative consequences for the outsourced workers, It has also been a negative
development from the perspective of workers representation within the global chemicals
and pharmaceuticals firms themselves, because these traditionally highly organised
parts of the workforce are no longer available as a potential power base. At least in the
Hoechst case, we would nevertheless argue that there are indications that new forms of
workers representation are emerging, following the standard forms of German industrial
relations in general. However these conform to standards in the service sector, which fall
significantly below the traditional standards of the German chemicals industries with
their special ‘Chemieparmerschaft’

We can conclude that the dramatic loss of influence of formerly powerful employee
representatives in the tide of global restructuring at Bayer and Hoechst represents the
impossibility of defending a general leve] of wages and working standards within the
traditional German pattern of industrial relations. However it does not demonstrate a
decline in the importance of locally-based power positions within global companies, nor
does it presage the end of workers representation in these areas, even though these are the
localised losers of global restructuring.

BASF AG is~ or used to be — different from Hoechst and Bayer in two crucial
respects: a very strong union presence in the company and a clear concentration on
industrial chemicals based on the ‘Verbundchemie” principle. Here, the cost efficiency
of single products is not the strategic focus, but the aim is to produce an extremely
broad range of products with high efficiency. This is a technological option, defined

7 Verbundchemie (literally: compound chemistry) 1s 4 technologycal paradigm in which by-jroducts
and energy resulting from one chemical reaction are taken as inputs for new ones, Under this system, industrial
chemical production takes the form of large chains or networks of production facilities, where the focus of
€conomic optimisation is not on the single product but on the efficiency of the overall output of this inlegrated
technology.
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by the company as a core competence. At the company headquarters and in the main
production units, in particular, the union’s strength is based on close ties between the
company internal structures of employee representation and the industrial union.
In addition, by defining ‘Verbundchemie’ as its core competency the company has
committed itself to large and highly complex industrial systems which need constant
improvement and further development. BASF thus depends on the collective competence
of a highly qualified workforce of workers and technicians who are needed to operate
and continuaily optimise this complex technology. About three quarters of the workforce
is unionised, and unions are present in an all-encompassing system of communication
and representation maintained by an army of shop stewards and works council members.
This strong presence creates the basis for a power position of the employees that is very
potent politically.

Although the practical business of intra-company social partnership at BASF hardly
differed from the one at Hoechst and Bayer, there was a stark contrast between BASF
and the other two firms in the workers’ reaction when the management challenged the
traditional modes of interaction (Kédtler, 2006:198-253). At Hoechst and Bayer rather far-
reaching changes could be implemented without major disruption. The BASF workforce,
by contrast, from the mid 1990s onward, staged massive protest demonstrations and
reacted very strongly even to relatively minor infractions. The management took these
warnings seriously. The abolition of a seniority benefit, originally planned in 1994, was
revoked and has been considered taboo ever since; an attempt to cut back sick pay had
to be abandoned quickly in 1996; and when, in 2001, the management atternpted to
reduce an extra benefit that had previously been linked to dividend growth, even though
in that very year dividends were extraordinarily high, this too led to massive protests.
Such incidents triggered attempts to readjust the internal relationship of cooperation
and exchange that went far beyond the scope of the events that had provoked the original
conflicts. In the most recent dispute, this atternpt at readjustment has taken the form
of major negotiations with the head of the production site about the strategic further
development of this main business site in Ludwigshafen. The creation of this position
of head of the Ludwigshafen site, and the appointment to this post of a member of the
company’s board of directors, was something that the employee representatives had been
demanding for a long time as were the recently-initiated negotiations over the future of
the site. Furthermore, a new global organisational and governance structure has been
introduced, in which production and manufacturing sites are not subordinated parts of
global or regional business units, but where these business units have to negotiate the
realisation of their respective strategies with production and manufacturing sites that are
organised separately on a continental basis. This entails 2 strengthening of production
sites within the global organisation of the group and thereby — at least potentially — also a
strengthening of the position of trade unions and employee representatives backed by local
primary power. Interestingly, this company also has an active European Works Council
and similar institutions are in the process of being developed for Latin America and Asia as
well, forming part of an active worldwide network of employee representation,

In striking contrast with this case, the German tyre manufacturer Continental
demonstrates that even strong trade union bargaining positions can fade where local
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employee representatives cannot rely on a power base of locally-embedded resources

and skills on which the company is dependent (Kidtler, 2006:266-281). With over 90%
of all its employees in Germany union members, Continental used to be the stronghold
of union representation in the rubber industry. But, unlike chemicals, this industry is
the classical type of a repository for semi-skilled workers. In its standardised production
processes, training times are now, if anything, even shorter than they used to be, and in
the areas of higher quality production there has been no increase in skill requirements. As
a result, there is a permanent threat of transnational locational competition which creates
the all-pervasive context for governance within the company. The traditional high-wage
locations do not compete directly with the low-wage locations, but they do compete

with one another over the volume of production that remains in their sector, causing a
continuous downward spiral in wages and labour standards.

Global Realignments in the Automobile Industry - Stable Conflictual
Partnerships?

German automotive companies are the core companies of the German metalworking
industries and also dominate the industrial relations in these industries. They can be
seen as textbook cases of ‘conflictual partnership’ (Miiller-Jentsch, 1993), combining
continuous cooperation between employee representatives and management with
conflictual encounters in the realm of wage bargaining, but also, in exceptional situations,
at the company level. This ‘conflictual partnership’ is based on the one hand on statutory
rights of codetermination, including representation on the advisory board, and on the
other on the company-specific power resources of a highly unionised workforce and

its representative institutions. This has resulted in established and reliable bargaining
arenas, as well as implicit, and sometimes explicit, productivity pacts. In these pacts high
productivity gains combine with wages and social benefits which are well above average
standards in Germany.

This pattern of ‘conflictual partnership’ developed under specific historical
conditions. Until the late 1980s, and to some extent even into the 1990s, the major
international activities of auto companies in Germany were largely limited to their
export businesses. This applied both to the German manufacturers and European
subsidiaries of US manufacturers. It was only in the 1990s that the three large German
car-makers started to restructure their operations and their strategic business activities
with global perspectives that extended beyond this home based export business. At the
sarne time the two German subsidiaries of US car manufacturers, which had always
been parts of global systems of production and development, were kept on a much
shorter rein. These organisational realignments brought some new pressures to bear on
the employee representatives in the majority of these companies, but they did not really
jeopardise the established model of industrial relations. There has been a generalisation
and intensification of concession bargaining, but this has taken place with the frame of
a reconfiguration of bargaining arenas, with intensified interaction between the local
or national level and the European level as an important innovation (Pries, 2000; Pries
2002). This outcome can be summarised by the term ‘negotiated globalisation’ (Kidtler
and Sperling 2000; 2002}.
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The German subsidiary of General Motors provides the most spectacular example
of this. Until the 1980s, Opel, like Vauxhall in Great Britain, could be viewed as a
paradigmatic example of a multinational company. From the perspective of the
Detroit headquarters of General Motors ‘these overseas operations largely functioned
as independent, parallel industries, rather than integrated divisions of the US parent’
(Flynn, 1998:181). The result was that the European production facilities had ‘far-
reaching autonomy in technological and organisational respects’ (Jiirgens, Malsch
& Dohse, 1989:75). This was true both for the patterns of labour relations and for
the room for manoeuvre in these systems, which were adapted to the regulatory
frameworks and conventions that prevailed in the countries where they were located.
For all practical purposes, industrial relations included, Opel was one German
automnotive company among others.

This pattern did not change significantly until the early 1990s, when a famous
shareholder revolt brought in a new GM top management strongly committed to
meeting the demands of the financial markets. This new management implemented
a new global governance structure, with all the individual subsidiaries and sites
integrated into a highly centralised global network. Cost-driven restructuring was the
main driver of this strategic realignment of the company’s global activities. In North
America this strategy led to plant shutdowns and redundancies and brought about a
dramatic deterioration of labour relations in the company, which escalated in the Flint
strikes at the end of the decade.

In Europe, the new strategy resulted in an economic disaster. The low cost strategy
introduced serious quality problems per se but that was not the only difficulty. The
Opel development centre at the company’s main site in Germany was given worldwide
responsibilities outside the USA without any adequate increase in resources and this
meant that specialised skills in engineering and production were not available for the
planning of products and processes in their original regional markets and brands.

This strategy was particularly disastrous because in both national and European

markets standard products were losing ground, and there was a growth in demand for
customised products, in which competitors were offering extremely innovative products.
Market share declined both because of failure to innovate and because of poor quality,
dramatically documented in a series of spectacular recall actions. All this caused heavy
conflicts between the local and global management, focused precisely on the role of
locally-embedded positions of competence and power within a global company, The
definition of these positions and roles was strongly contested at many different levels.

The crucial point with respect to industrial relations is that there were at least three
moments when the intervention of employee representatives had lasting effects on the
outcome of these struggles and on the strategy of reorganisation.

The first of these was when employee representatives on the advisory board used
their position to wield some influence on management positions and strategic planning
and to get an agreement on ‘Guidelines for the Cooperation between Adam Opel AG
and General Motors Europe’, which established that the German management had
autonomous responsibility for the activities of Opel. The lever that was used to achieve
this was the company’s desire for unanimity over the election of a new CEO. Employee
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representatives also played an important role in the early resignation of this new CEO
and the appointment of his successor. The nomination and election of a German
manager with a distinctive background in production management underscored the
strategic emphasis on engineering and production competence.

Another decisive intervention came when GM and Fiat created a joint venture for
purchasing parts, engines and transmission systems. On this occasion, a local strike at
the German site at Bochum, which was the most strongly affected, led to a campaign at
the European level that resulted in a binding contract between European management
and the European works council, securing the employment status of the employees who
would be subject to outsourcing.

A third decisive success for the employee representatives was in January, 2001, when
the local management at Luton in the UK withdrew guarantees given to the employees
at Luton in exchange for concessions they had made some months before in a plant-
centred restructuring contract. The response to this was a local mobilisation campaign
which was taken up by employees at other European sites, leading to a day of strikes
and demonstrations all across Europe. An important side effect of this was to halta
competitive downward spiral that had been set off by the first of these plant-centred
pacts in Germany in 1998.

This prepared the ground for the next stage of negotiations, so that, when in
the summer of 2001 the Opel management announced an ambitious restructuring
program with a reduction of 15 % capacity, equivalent to 13,000 jobs, among a lot of
other measures to increase productivity and efficiency, top management and employee
representatives were able to come to an understanding at a European level about a first
framework agreement within a remarkably short period of time, even though just a
short time before, rumours about plant shutdowns and mass layoffs had been rife. This
framework agreement, which applied to all of GM’s sixteen European Opel, Vauxhall,
and Saab sites, essentially ruled out plant shutdowns and redundancies in the wake
of restructuring, and stipulated that measures, to be specified in detail at company,
national or plant level, could not be imposed unilaterally by management, but instead
must be drawn up in direct consultation and agreement with the relevant employee
representatives. A European-level agreement of this scope, embodying the prerequisite
for all national negotiations, was a completely new feature of industrial relations. This
upgrading of the European bargaining arena did not, however, by any means reduce
the local power of employees and their delegates. On the contrary, it was only made
possible by this local power and by the ability and willingness of local actors to use it with
a European perspective. Perpetuating this European bargaining area remains a challenge,
given that site competition is used as a permanent management tool, and there are
ongoing tensions, but it appears that the employee representatives are aware of this and
are able to find constructive ways forward (Bartmann & Rott, 2008).

The importance of local bargaining as a resource for the representation of employees
in transnational organisations is even more obvious in the case of the indigenous German
car manufacturer Volkswagen, an extraordinary ‘showcase’ of the so-called German
‘co-operative conflict solution’ mode! of labour relations. Here, bargaining conditions
changed significantly in the late 1980s and early 1990s when the company acquired
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Seat and Skoda and established new production capacities all over Europe using a new
production concept, that of Global atmendes Produktionsnetzwerk, which translates
loosely as ‘globally breathing production network’, with ‘breathing’ being a euphemism for
flexibly increasing or decreasing volume and ‘global’ meaning that this is organised at a global
level. This involved integrating different brands under the roof of a single large holding and
creating a unified product platform in which the different brands overlapped, thus enlarging
the range of possible production decisions and changing the balance of power between
company and labour. Continuous internal competition and routinised benchmarking are
now used as permanent tools of governance and provide the basis for establishing cost

and performance targets, putting local production sites under permanent pressure and
increasing competition between them, mainly within Europe (including increasingly Eastern
Europe} (Sperling, 2004), but also to a certain extent with non-European sites. This has

also intensified competition between parts and component suppliers inside and outside the
Group, both at home and abroad.

However, locational competition within the company is also framed by a complex
system of social exchanges, interest arrangements and new bargaining arenas that are
becoming increasingly important. As units are more closely integrated and intertwined
within production networks, there is an increasing need to react to new problems, and this
has resulted in extensions and supplements to the traditional institutions and bargaining
procedures. The patterns of negotiated globalisation that are emerging within the Volkswagen
Group are rooted in the firmly established power and bargaining positions of the general
works council at the company’s headquarters, buttressed by a highly unionised workforce,
strong statutory codetermination rights and long-standing informal contacts within the
dominant coalition. By creating a European Works Council in the early 1990s and a world-
wide works council later in that decade, Volkswagen enlarged the scope for negotiations over
decision-making processes. These institutions provide at least a relative balance betweer
different interests with regard to issues like investment, new models and volume capacities,
and establish general standards for social protection and working conditions.

This kind of interest mediation is supported locally by annual ‘production site
symposia; which provide forums for information and consultation between the local
management and employee representatives and often lead to site-specific alliances relating
to investment priorities, volume specifications and cost and productivity measures. These
strengthen local influence on central decisions, on the part of the employee representatives
as well as local management. In fact, the management’s potential to exert pressure through
transnational mobility options may be regulated, but has not disappeared. However,
so far these plant-level arrangements at different Volkswagen sites have not caused a
downward spiral or reduced working and social standards below the general level of the
German automotive and metal industries. The well-established and proven channels
of information and consultation between the local employee representatives in the
European (and increasingly world-wide) works councils has enabled a relatively efficient
coordination of interests between different locations, which bring into play their own
locally-specific resources and skills as part of an integrated production network that is
dependent on these competencies. If these well-established bargaining arrangements are
currently at risk, this is not because of globalisation or financialisation per se but because
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of the internal degeneration of works council structures at the German main site, where
the union and a new core team still need to re-establish their general legitimacy.

The Future of the local basis of industrial relations in global companies
Two general conclusions can be drawn from the developments of corporate strategies in
these cases about the future weight of local bargaining positions in globally active firms.

The first of these is that organisational globalisation does not automatically lead to
a decline in the importance of the locally-embedded collective skills and cooperation
arrangements that can constitute the power basis of employee representation. Instead, the
fate of employees’ bargaining positions differs across business areas, depending on several
different factors. These include the product strategies that companies follow, the extent
to which they are dependent on the employees’ skills, the extent to which they need the
active engagement of these employees to pursue these strategies, and what factors they
will have to take into account {or may be able to avoid) by choosing and following these
strategies. The most damaging consequences of increasingly global forms of organisation
and activity do not occur in those functions that are subject to structural changes within
global companies, but instead in those areas that are selected for outsourcing, because
they are no longer perceived as a strategic resource but — if needed at all - as a simple
standard commodity.

Secondly, companies’ dependence on employees’ cornpetencies, skills, and
engagement in particular locations (a dependence which is implied in many product
strategies) does not by itself constitute collective power for labour at those locations. It
can only be made effective as a power resource through organisational consolidation.
Whether and to what extent the influence and the leverage of local bargaining positions
can be sustained or even strengthened when global corporate restructuring takes place
therefore depends cruciaily on the actors and structures of industrial relations. The
German system of industrial refations offers considerable room for manoeuvre in the
design and the emphasis of the different kinds of bargaining arenas that exist within
it. Beyond the national system, there is further scope, both at the level of European
industrial relations and in the way in which these different arenas and levels are connected
with each other. How this room for manoeuvre is used will affect the potential for local
power positions to be consolidated, the scale at which this can be achieved, and how they
can be used in the context of global company structures.

The first of these points requires us to distinguish the different configurations of
locally-embedded skills and cooperative relationships, which will in turn shape the
importance and bargaining power of particular production sites with their locally-
embedded skills. Here, the work of Robert Salais and Michael Storper (Storper, 2000;
Storper & Salais, 1997) and their analysis of the role of conventions in economic
life becomes relevant. Based on the categories in their analysis three ideal-typical
constellations of products and production strategies can be identified that characterise
the position of individual plants as well as the position of particular corporate functions
and business areas in large companies:

The first of these is the production of customer-specific speciality products, based on
highly specific, but at the same time broadly employable, skills and resources, as well as

76 Break or weld? trade union responses to global value chain restructuring



industrial standard production on the basis of complex and capital-intensive machinery
and skills which are being developed over long periods of time. In the industries discussed
here this constellation can be found in R&D, in the manufacturing of the essential part

of automobiles in the car industry, in ‘Verbundchemie’ with its complex production
systems, in other parts of the production of chemicals, in which technologically advanced
aggregates play an important role in the production process, and in the manufacture of
high-tech products in the tyre industry.

The second category is the production of industrial standard products for
particular customers or for anonymous markets, where the demanding requirements
of the first constellation are missing; areas that fall into this category are simple,
non-critical products in the automobile supply industry, the production of simple
pharmaceuticals goods, standard products and standardised machinery in the
chemicals industry and standard products in the tyre industry.

The third and final category includes maintenance, infrastructure, and supplier
services that are specific to a given production site; examples of this are large parts of
the logistics function, but also traditional centres of competence, such as centralised
R&D in the chemicals industry, at least in companies that concentrate on a small
number of core business areas.

Classifying industrial locations according to these constellations produces
a hierarchy of three locational ‘leagues’ In the first of these leagues there is a
concentration of high wage locations to the disadvantage of peripheral locations, except
where specific regional wage differentials between economic zones can be exploited,
as is the case in Mexico or Eastern Europe. The second league of locations is made
up of those that involve business areas in which production can be moved around
on a global scale. Locational competition is important within each of these leagues,
but hardly exists between them. The third league finally emerges where — and to the
extent to which - the necessary skills and resources can be defined per se as generic and
substitutable standard products.

Two points should be made about this distinction between ideal-typical
constellations. The constellations do not describe objective features of production
sites and market segments, as becomes obvious when comparing the position of
maintenance functions at BASF with those at Hoechst & Aventis and Bayer, or
examining the decline of the formerly centralised R&D capacities at Hoechst. Instead
of objective characterisations, these constellations capture the roles ascribed to certain
functions and business areas in the context of corporate strategies. Accordingly, the
distinctions between the constellations are not only quite fluid, but shifts in these
distinctions are an important part of the evolution of firms. Many current industrial
restructuring activities, for instance, are geared toward splitting off parts of the central
high-wage segment and transferring them into the other two ‘leagues’. To what extent
this can in fact be realised and to what extent restructuring strategies can be built
around this pattern depends ultimately on whether this kind of product strategy is
successful on the market. To take the example of Opel/GM, a low cost strategy for
GM’s European subsidiaries will only be successful at all if such low cost products can
be sold on the European car market. Other such risks seem to loom behind different
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maintenance and logistics strategies in the chemicals and pharmaceuticals industry.

The second important point about the three constellations is that structures of
employee representation continue to play an influential role in the strategy choices of
corporate management. The influence of employee representatives hits its ultimate limit
where there is a descent from the high-wage league into a lower league, where locational
competition is strong, and where there is no possibility of escaping this fate by offering a
high technology alternative. Insofar as the statutory participation rights and other power
positions in the firm can be used at all in such situations, they can only help alleviate
the social consequences. There is, of course, nothing new to this, since it is has been a
constant thread in union politics in Germany that unions do not prevent rationalisation,
but instead support it whiist ensuring socially acceptable conditions for the employees
along the way (Kidtler, 1986).

In restructuring initiatives where core units of the company do not drift into the
low-cost area but firms try to consolidate them into centres of excellence in the context of
a global scheme - and the vast majority of the cases presented here are of that kind - then
it is not the lack of power resources in general that poses new challenges to employee
representatives. Rather, the main problem is how to consolidate and employ these power
resources effectively within global companies. This question becomes increasingly
important as the ability to draw on locally-based power resources grows. Some of our
examples have demonstrated how decade-old stable and influential positions of employee
representatives at the top of enterprises can quickly becorne worthless if the informal
consensus on which they were based is withdrawn unilaterally by management, and
employee representatives then do not have effective ties to local power resources. Other
examples have shown that demonstrations of local power can be used to push forward
the development of durable structures of employee representation and bargaining even
beyond the cope of national negotiations.

Such international developments require very traditional forms of support from the
local workforce. Mobilising and including groups of employees who were traditionally
only weakly unionised poses particular challenges as the skills of highly qualified white
collar workers become more and more crucial. How far this can succeed in companies
which have traditionally lacked a strong union presence and a solidly based works council
is an open question, but it is also a decisive one. That local interests play a major role in
any mobilisation of local power resources is self-evident. At the same time, however, our
examples also indicate that practices of representation that reach beyond the individual
production site, perhaps in the form of trying to regulate locational competition, are
more likely where the influence of works councils is not solely based on privileged access
to informal relationships of consultation and negotiation but is also backed up by a
waorkforce that can be mobilised. This is particularly true at the transnational level. Where
we find efficient coordination in European Works Councils, this is always based on such
localised strength at important sites, especially the main sites of corporations, and on
the conviction of these locally-based actors that investing part of their local strength in
transnational structures might serve their own well-defined interests.

In conclusion, we should emphasise that it is not companies’ global operations
per se, but the instability of these global operations that poses the central problem
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for employee representation within the new global enterprise structures. Strategic
management of the company challenge the realm of production by defending the
rationality of financial markets, or, to use Dahrendorf’s words, representatives of a new
‘global class’ challenges the traditional local actors (Dahrendorf, 1999; 2000},

Shared understandings between employees and their representatives, and thus the
basis for company-level bargaining, is becoming more unstable as they increasingly face
the members of this new ‘global class’ who challenge the traditional orientation toward
long-term growth and intra-company synergies by consistently basing their decisions
on the criteria of portfolio management. This situation, in which the bargaining
arena itself is unreliable because the operating routines and the codes of behaviour
for internal labour relations in the company have to be constantly renegotiated, puts
employee representatives under heavy strain. Where management itself does not know
what the company will look like two years from now, and individual managers have no
idea what their own position in the company will be in the future, then relationships of
trust lose their foundations.

At the same time, such instabilities can also open up new opportunities for exerting
influence. The greater the distance between strategic top management and the operative
areas, the closer the relationship between operative management and employee
representatives often is. And since financial management in principle never provides any
specific directives for the operative business, the definition and construction of financial
indicators is often a contested issue even among top managers. This situation sometimes
creates openings for forging alliances across the usual lines of conflict in industrial
relations. The main issue, even in these favorable constellations, is the age-old problem of
how such selective and situation-specific power resources can be consolidated.

The question of what the consequences of the developments discussed here are for
German industrial relations in general must remain open at this point. What should
have become clear is that it is not so much local bargaining within global companies
that is currently being put under pressure, but rather that which is outside the large
firms. This in turn begs the question of what the future role of the large companies,
which have in the past been so decisive for German industrial relations, will be in the
national context after their global restructuring.

© Jiirgen Kidtler, 2008
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