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The automotive industry is a
key sector in Central and East-
ern Europe. A number of
megatrends, i.e. climate
change, digitalization and
changing mobility concepts
are transforming this sector
worldwide.

The employees in Central and
Eastern Europe in this sector
are thus facing major changes
in their future employment.

Against this background, FES
Prague initiated a regional
project on the future of em-
ployment in the automotive
industry in Czechia, Slovakia,
Hungary, and Romania. The
output are four country stud-
ies and a comparative analysis
put together in this publica-
tion.
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Preface

The automotive industry in Europe is facing a rapid transfor-
mation. The pressure to change is caused by a number of
megatrends: Digitalization and automation, climate change
and thus stricter CO, emissions targets, urbanization and
changing concepts of mobility. Additionally, China and the
Silicon Valley are entering the international market and in-
crease the pressure on European manufacturers to remain
globally successful. Automation trends and the shift away
from the combustion to the electric engine will affect em-
ployment and reduce jobs in the long run.

Looking at Central and Eastern Europe, many automobile
manufacturers relocated parts of their production to the re-
gion in the 1990 due to lower wages and lower labour
costs. By now, the automotive industries in the Visegrad
countries and Romania have become ,integrated peripher-
ies” in the global production network. This means that they
are mostly dependant on foreign capital and any strategic
decision taken by the parent company elsewhere, will also
have effects on them. At the same time, the automotive sec-
tor is of key economic importance and the biggest industrial
employer in many countries of the region. Thus, the question
is how will this transformation change employment in the
sector and what leeway of possible action do local actors
have to change it?

Against the backdrop of these developments, FES Prague de-
cided in 2018 to analyse the impacts of this transformation
on employment in the automotive industry from a regional
perspective. The consequences comprise not only a loss of
employment but also changes in content and the way of
working. The project also wanted to explore potential action
strategies for relevant stakeholders. In a first step, the study
.The future of the automotive industry in Germany. Transfor-
mation by design or by disaster?”, elaborated by the Division
for Economic and Social Policy of FES in Berlin, was translated
from German into Czech and Romanian and discussed
among a group of experts in both countries. In a second
step, four country studies (CZ, SK, HU, RO) were elaborated
to assess the importance of the sector in each national con-
text, discuss the effects of the transformation dynamics on
employment and put forward possible recommendations.

The studies were presented in separate workshops by the
authors in each country.

As a conclusion of the project, the results of these four stud-
ies were presented in a regional workshop in Prague in May
2019 and discussed with trade union representatives, re-
searchers and political decision makers from all participating
countries. Together with mobility experts from Germany and
the region, potential action strategies to prepare for the fu-
ture were explored.

This publication brings the English translation of all four
country studies together and includes a short comparative
analysis of all four case studies as well as a summary of the
discussions at the regional workshop. The shift towards
e-mobility will most likely benefit Central and Eastern Euro-
pean countries in a short- to medium-term perspective be-
cause they will keep the production of conventional vehicles
with combustion engines. The question is, however, what
will happen after this transitional period, when the share of
electric vehicles will increase and the production of cars with
combustion engines will go down as it has to if the European
Union is to meet its own emission targets. Developments in
this direction would buy the countries in Central and Eastern
Europe some time, but present a risk in the long run due to
decreasing productivity and out-dated technology. Hence,
relevant stakeholders need to prepare for these changes on
a political and on the company level. The four country studies
give insights into these developments and recommendations
what potential action strategies could look like. Hence, they
provide the basis for continued discussions about these and
further questions on a national and the regional level.

Prague, August 2019

ANNE SEYFFERTH
CLAUDIA EHING
KATERINA SMEJKALOVA
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THE FUTURE OF EMPLOYMENT

IN THE AUTOMOTIVE INDUSTRIES

IN CENTRAL AND EASTERN EUROPE.
Key challenges for policy makers and
workers’ representatives

JAN DRAHOKOUPIL
European Trade Union Institute, Brussels

In 2018, FES Prague initiated a regional project on the
future of employment in the automotive industry in
Czechia, Slovakia, Hungary, and Romania. The back-
ground of this project is the transformation of the
automotive industry driven by a number of mega-
trends such as climate change and digitalization. The
output of this project are four country studies that
describe the significance of the automotive industry
for each national context, assess the impact of the
transformation dynamics on employment and elabo-
rate potential strategies for action. The results of the
studies were discussed in a regional workshop in
Prague in May 2019 by Jan Drahokoupil and the au-
thors of the country studies together with trade un-
ion representatives and political decision makers.

This note highlights some of the key insights from
the studies and the discussions at the regional work-
shop. It identifies key challenges for policy makers
and workers’ representatives. These include the
management of job displacements, formulation of an
industrial strategy, investment into life-long learn-
ing, and tackling the challenges also through social
dialogue and collective bargaining on the company
level.

Automotive is a key industrial sector in Central and Eastern
European Countries (CEECs). The narrowly defined auto-
motive industry accounts for about a third of production
value in manufacturing. In 2017, it represented 36.2% of
manufacturing production value in Slovakia, 28.5%
Czechia, 26% in Hungary, and 23.4% in Romania (NACE29
in Eurostat, sbs_na_ind_r2). Car production and related
employment has been growing rapidly from the late 1990s
and particularly after 2002 as the region benefited from
the relocations in production capacity from the traditional
producers in Western Europe. In 2017, the narrowly de-
fined automotive industry employed 185,242 workers in

Romania, 177,156 in Czechia, 97,688 in Hungary and
77,062 in Slovakia.

The European automotive industry recovered well from the
crisis of 2008. CEECs, in particular, have seen a rapid growth
of output after 2012, contributing to full capacity utilization
in the region. This was accompanied by labour shortages in
the sector, contributing to significant wage increases. At the
same time, however, the automotive industry faces a perfect
storm of fundamental challenges. First, reacting to the regu-
latory efforts to curb the climate change, the industry has
embarked on a shift from producing cars power by the com-
bustion engine towards an increasing reliance on electric ve-
hicles (EVs). Such vehicles are much less complex and thus
require much lower labour input. What is more, the success
of European car makers in managing the electrification of
drive train is far from guaranteed. There are key infrastruc-
ture challenges to overcome. The European car makers are
also dependent on Chinese and Korean suppliers of cells and
batteries, the key components that constitute a bulk of the
value of an EV.

Second, the leading position of European car makers is chal-
lenged also by digitalization, including the development of
autonomous driving. The increasing role of software is an op-
portunity for technology companies, most of which are based
in the US, to take a leading role in the automotive value
chains, occupied by European car makers. Digital technolo-
gies also enable new business models, notably the provision
of mobility as a service, giving another opportunity to tech-
nology companies to undermine the position of car makers.

Finally, commonly discussed as Industry 4.0, digitalisation
and automation is transforming the nature of production

1 In Germany, 869,119 workers were employed in NACE29 in 2017
(Eurostat, sbs_na_ind_r2). However, a broader classification would
cover about 2 million industrial workers.
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processes. It changes the nature of work in the automotive
sector and the demand for skills, with tasks performed by
middle-skilled workers being at the highest risk of automa-
tion. Industry 4.0 may also undermine the comparative ad-
vantages and value capture in the production stages.

These mega trends will transform the automotive industry in
CEECs. At the same time, in order to understand their impact
in the region, one needs to consider the specific role played
by the CEECs in the European and global automotive indus-
try. As argued by Petr Pavlinek (2018), the region constitutes
an ‘integrated periphery’ in the European automotive pro-
duction networks. It is characterized by a high degree of de-
pendence on foreign capital, with foreign investors con-
trolling key producers and suppliers. Major decisions about
the region are thus made abroad in headquarters of multina-
tional corporations. The region relies on innovations import-
ed by the multinationals from their headquarter locations.
Local innovation input is thus low, restricted primary in the
area of supporting and improving production processes. In
general, the industry has a dual structure, with foreign com-
panies exhibiting higher productivity and innovation intensity
than the domestic firms.

CEECs compete primarily through low labour costs, specializ-
ing in assembly and production of generic and labour-inten-
sive components. The low-wage profile protects the region
from the restructuring linked with the transition towards
electromobility, from which it can even benefit in the mid-
term perspective, but it also represents the key challenge in
sustaining the process of convergence in the region, includ-
ing through wage increases (Galgdczi and Drahokoupil,
2017). The country study on Romania by Stefan Guga offers
a detailed discussion of the constraints entailed in the low-
wage specialization.

The CEECs thus share common challenges linked to their de-
pendent position and the low wage model. However, there
are also important differences between the countries. First,
labour costs vary significantly also within the region, with Ro-
mania having much lower wage levels than Hungary, Czechia,
and Slovakia. It thus specializes in labour intensive activities,
such as the production of cable harnesses. Romania also re-
lies much more on the production of components. The low
labour costs provide less incentives to invest into automation.
They also attract activities that are more difficult to automate.
Assembly of cable harnesses was thus recently relocated to
Romania from other CEECs countries, such as Slovakia. How-
ever, Romania also recorded significant wage increases re-
cently. It, too, faces competition from lower wage countries,
such as Serbia, Moldova, and Morocco.

Second, while all countries are characterized by a high degree
of dependence on foreign investors, Czechia and Romania
have retained their own brands, Skoda and Dacia. These tra-
ditional car makers have been acquired by Volkswagen and
Renault respectively, but they arguably enjoy a higher degree
of autonomy within the multinational companies than other
affiliates that started as greenfield investments. Importantly,
the two car makers have retained R&D operations. These are,

to an extent, focused on adaptation rather than development
of new products, but they still represent the most developed,
and somewhat exceptional, innovation-intensive operations
in the region.

1.1 TRANSITION TOWARDS ELECTRO-
MOBILITY IN LOW WAGE ECONOMIES:
BACK TO THE BEGINNING?

The transition towards electromobility is driven primarily by
the European emissions regulations that tighten significantly
caps on CO2 emissions by 2030. Climate change and the pol-
lution in cities have also led to a shift in consumer demand
towards EVs, particularly in the premium segment. Diesel ve-
hicles have been largely abandoned by consumers after the
emissions fraud scandals. Diesel cars, and eventually all com-
bustion-engine powered vehicles face restriction in access to
major cities in Europe.

However, there is a lot of uncertainty about the growth of
the market share of EVs and even about the actual feasibility
of enrolling individual electromobility on the massive scale. In
any case, massive electrification of car fleets remains the
strategy through which the European car makers reduce their
emission targets. The estimates of the EVs market shares in
2030 vary between 20% and 50%. Hybrid vehicles are ex-
pected to have an important role in the earlier stages.

The share of EVs will grow more rapidly in higher-income
countries where there is the necessary infrastructure and
consumers have the purchasing power to acquire the higher
priced EVs. This will, to an extent, protect producers in CEECs
countries as they will benefit from a more stable demand for
combustion engine vehicles in their home markets.

In fact, CEECs are likely to benefit from the restructuring in-
duced by the transition towards electromobility in the short-
and mid-term. Production of vehicles power by combustion
engines is likely to grow in the region as the car makers relo-
cate what is now considered as a declining technology to
low-wage locations, with headquarter locations focusing on
the new technology. For instance, Volkswagen announced
that production of the Passat model will shift from Emden to
the Skoda plant in Kvasiny in 2023, citing lower costs in
Czechia and the future specialization of the German location
in EVs.

As discussed in the Romanian study, CEECs are likely to ben-
efit, in the mid-term perspective, also from the allocation of
production of hybrid vehicles. These are likely to play an im-
portant role in the earlier stages of transition from the reli-
ance on the combustion engine. As the hybrid vehicles and
their production are more complex than that of standard
cars, production of hybrid vehicles is likely to bring higher-val-
ue-adding activities and also denser supplier networks.

However, increasing focus on the declining technology repre-
sent a significant risk in the longer-term perspective. As the
combustion engine becomes a declining technology, the val-
ue generated in production declines, with companies com-



peting mainly through costs. It is thus estimated that the prof-
it margins in production of vehicles with combustion engine
will drop (from 5 to 2%, according to EC, 2017: 64). Lower
production value will also put downward pressure on pro-
ductivity, undermining sustainability of wage increases.

The specialization in declining technology, rather than an ear-
ly focus on the new technology requiring innovation and de-
velopment, also undermines attempts to move into more in-
novation-intensive activities. However, the latter is a necessary
precondition for further convergence in wages and living
standards.

Signs of specialization in the declining technology are noticed
in all country studies. At the same time, the region is not
going to be left out of the production of EVs even in the
early stages of transition. VW designated Mlada Boleslav in
Czechia as one of its e-mobility sites. BMW plans to produce
EVs in its Hungarian plant. In fact, there are signs that the
distribution of EVs production across the European produc
tion networks may soon mirror the allocation of combustion
models. Notably, in May 2019, VW announced further ad-
justments of its e-mobility strategy, citing a need to shift pro-
duction of small EVs to a low-cost location in CEECs to meet
its price target.? Accordingly, allocation of small EVs would be
shifted from Emden to Bratislava, with Emden focusing on
higher-margin e-SUVs.

The CEECs thus may not miss the e-mobility revolution in the
end. Instead, they may soon find themselves in the familiar
position also in the value chains for EVs: specializing in pro-
duction of smaller cars with narrower margins, while relying
on innovations imported from the headquarter locations.

1.2 AUTOMATION AND INDUSTRY 4.0:
UNDERMINING THE POSITION OF FACTO-
RY ECONOMIES?

The specialization in assembly and production of generic and
labour-intensive components makes CEECs particularly vul-
nerable to automation. Manufacture of motor vehicles be-
long among the sectors with highest degree of automation
and the assemblers rank among the most vulnerable occupa-
tions (Nedelkoska and Quintini, 2018). A study commissioned
by the Czech government estimated that 40% of tasks in-
volved in assembly can be automatized in 5 years, 70% in
60-15 years, and 100% in 16-30 years (Fatun et al., 2018).

The low wage profile has somewhat protected the CEECs
from the job destructing effect of automation. Low wages
provided less incentive to automatize than in higher-wage
countries. Moreover, the region, Romania in particular, at-
tracted activities that are more difficult, if at all possible, to
automatize, such as the assembly of wire harnessing. Howev-
er, as confirmed by a company-level experience shared at the
closing workshop of the regional project, the cost of technol-

2 https://www.spiegel.de/wirtschaft/unternehmen/vw-will-elektrok-
leinwagen-statt-in-emden-in-osteuropa-bauen-a-1267882.html
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ogy has fallen to such an extent that wage levels have be-
come much less relevant in the calculation of the return on
investment into job-saving technologies.

As argued in the study on Czechia by Michal Picl, automation
is also an opportunity. It allows for increases in productivity
that would underpin further convergence towards western
income levels. Introduction of technology also creates jobs
requiring higher skills, supporting also increases in wage lev-
els. However, it remains the case that the region is facing
displacement of blue-collar jobs. The job losses will be re-
gionally concentrated, affecting the poorer regions (e.g.
Chmelaf et al., 2015). The challenge is thus to make sure that
the gains from increasing productivity are used also to sup-
port displaced workers in finding jobs that are likely to require
higher qualification and may be located outside of the re-
gion.

The threat of job losses, as emphasized in the study on Slova-
kia by Monika Martiskova, is only one effect of the introduc
tion of new technologies into production. The technologies
associated with Industry 4.0 may also undermine the position
of companies specializing in production stages of the value
chain by making their competences, such as process upgrad-
ing and tooling, less relevant (see Szalavetz, 2017). Value add-
ed in production thus may shrink.

The Slovak study also discusses the effects on the nature of
work. In this area, the impact of the new technologies can
already be well documented. It includes the increasing pace
of work, enhanced control over workers through data collec-
tion and analysis, and increased standardization of tasks.
Jobs thus often become more polarized, with growing share
of skill intensive and creative tasks and also that of routine
and repetitive tasks with little autonomy. Technology also en-
ables outsourcing and fragmentation that makes it more dif-
ficult for trade unions to organize and represent workers.

1.3 SOCIAL DIALOGUE AND INDUSTRIAL
POLICY IN DEPENDENT ECONOMIES:
WHAT IS TO BE DONE?

The number of people employed in the automotive has most
likely peaked in Europe, regardless of whether the European
car makers will succeed in the transition from the combustion
to the electric engine. CEECs may be somewhat protected as
the production of vehicles powered by the combustion en-
gine is facing relocation to the lower-cost areas. However, the
high risk of automation makes the management of job dis-
placements a relevant policy issue also in the region. Current
job shortages, however, seem to have removed the issue
from the radar of policy makers.

The other policy challenge brought by both the introduction
of Industry 4.0 technologies and the electromobility transi-
tion is that of being left with products and activities that
bring only low value added. That challenge is not new; it
follows the dependent position of the region in the automo-
tive production networks. In any case, a sustained conver-
gence in wages and living standards requires a move into in-
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novation-based activities that bring higher value added. As
these will not be imported by multinationals automatically,
they require an industrial strategy and investment into educa-
tion and life-long learning. The Slovak study offers a compre-
hensive discussion of measures that can be implemented by
individual stakeholders.

The country studies emphasize the role of the social dialogue,
both on the national level and in companies as an institution-
al precondition for successful formulation of a longer term
and inclusive industrial strategy. At the same time, as dis-
cussed in the study on Hungary by Zoltan Pogatsa, such a
model is weak in the region. In particular, the dependent sta-
tus implies that key decision makers are not actually based in
the region. That could be compensated by the active role of
the state that would forge strategic partnerships with the in-
vestors. However, public policy is still largely trapped in the
old paradigm of attracting investors through tax reliefs and,
as most extreme in the Hungarian case, labour law liberaliza-
tion.

However, as Monika Martiskova argued at the regional work-
shop, existing structures of social dialogue can be a relevant
tool for addressing the challenges faced by the industry. In
particular, trade unions in CEECs have become relevant play-
ers. They can mobilize significant power resources. They can
raise issues in the policy debates on the national level and
influence legislation through tripartite structures. Trade union
campaigns have indeed brought the issue of digitalization on
the agenda in some of the CEECs, but there is a need for
campaigns targeting the challenges in the automotive sector
specifically. Trade unions in the region are also increasingly
capable of organising employees in companies, thus they can

address the impact of new technologies on job quality in
company level agreements. At the same time, as emphasized
by the trade unionists from the region present at the work-
shop, mobilizing resources to prepare for the transformation
of the industry remains a challenge, with many organizations
struggling with enforcing the basic rights to organize.

The Transformationsatlas®, a survey designed by the German
trade union IG Metall which was discussed at the workshop,
is an example of trade union action on both national and
company levels. Almost 2.000 companies from all sectors or-
ganized by IG Metall participated. It combines a sectoral anal-
ysis of the challenges, for instance in the automotive sector,
with tools to assess the risks and opportunities on the com-
pany level. In this way, the employees gain awareness of the
risks faced by the sector and the company. They are also pro-
vided with guidelines to address them through collective bar-
gaining and other actions on the company level. The map-
ping of situation in companies then informs campaigns on
the national and European levels. Coordination of such cam-
paigns on the European level and in the region can improve
trade union strategies and it also allows for an efficient use of
the scarce resources. At the same time, trade unions in CEECs
need to develop strategies that reflects specificities of indus-
trial relations in the region. One example mentioned in the
workshop is using the access to headquarter management
through the European Works Councils to exert pressure on
local management. The four studies represent a valuable re-
source that can inform such efforts.

3 https://www.igmetall.de/politik-und-gesellschaft/zukunft-der-arbeit/
digitalisierung/transformation-viele-arbeitgeber-haben-keine-strategie
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2
SHORT SUMMARIES

SUMMARY OF THE CZECH CASE STUDY
MICHAL PiCL

The automotive industry is undergoing a number of signifi-
cant changes all over the world as a result of global meg-
atrends such as urbanization and climate, demographic,
technological and geopolitical changes. It is clear that the
complex effects of these changes on the automotive industry
are already extensive, and will be even more so in the near
future. Their effect on the Czech economy, where the auto-
motive industry has a tradition going back to 1898, is expect-
ed to be significant. This is partly because of the industry’s
considerable economic performance, but also because of the
labour market, where it is one of the Czech Republic’s key
industrial employers.

There are growing calls for electro mobility, the use of which
is limited in the Czech Republic by insufficiently-developed
infrastructure. The impact of electro mobility on the Czech
economy may be considerable as a result of the correspond-
ing changes in production, given that the production of elec-
tric motors is less labour-intensive than is the production of
combustion engines. However, what type of engine will be
made where is a strategic decision that is taken by individual
parent companies, and as such is hard to influence.

The increase in the global population and the overall greater
demands for mobility lead to growing demand for self-driv-
ing car solutions. In combination with the shared use of such
vehicles, it will be possible in future to make much better use
of their capacity, and thus to increase the overall volume of
transport. Nevertheless, the Czech Republic does not cur-
rently provide sufficiently favourable conditions for the test-
ing and development of such solutions, and this may have
negative consequences for Czech employment in this branch.

The above-mentioned change that car ownership itself will
undergo will be one of the key dimensions of the future de-
velopment of automobility. This could in the future solve the
problem not only of the growing number of inhabitants, but
also the question of saving energy and the environment. In
its current form and position in the value chain, however, the
Czech automotive industry would clearly be unlikely to profit
much from the added value of new business models that link
manufacture with car-sharing, aided by innovative software

solutions. Indeed, in such a scenario it is possible that we
would even see a deepening of the country’s disadvanta-
geous position as a mere supplier of parts, the value of which
will fall further in the new model where realisation of added
value will come in sharing rather than in sales.

The most crucial impact, however, will come from the change
in the process of auto manufacturing, in other words in the
move towards robotisation, automisation and above all digi-
talisation. This is, for now, being held back in the Czech Re-
public by low wages, which make it economically advanta-
geous to use human labour in the production process rather
than expensive technologies. However, as the price of labour
grows, and technologies become cheaper, it may also have a
significant impact on the Czech Republic and its employment
rate, since a number of processes in the Czech automotive
industry could easily be automised. If technological unem-
ployment as a result of the automation of processes carried
out by Czech producers really were to occur on a large scale,
it would be heavily concentrated on a regional basis, in many
regions that are already peripheral and structurally weak,
“kept above water” by large foreign automotive employers.
To some extent a dilemma then arises regarding the desira-
bility of pressure to raise the still very low wages. The need
also arises for specific preventive structural development
strategies that would stop the affected regions from being
over-dependent on an automotive industry managed from
abroad.

As can be seen, the mantinels for finding a solution to these
threats in the Czech Republic are exceptionally narrow. If we
are to make use of the potential of the expected changes in
such a way as to preserve employment in the Czech Republic
and ensure well-paid work, then it is essential that the local
automotive industry be transformed so that the country’s po-
sition in the international production chain moves towards
one that allows greater autonomy and thus the ability to po-
litically shape the whole process on the national level. This
can take place only by means of a long-term, properly
thought-out and complex economic and industrial strategy
on which there has to be society-wide, cross-party agree-
ment lasting for several governments and parliaments.

One of the ways to expand the possibility of influencing the
transformation of the automotive industry is to expand em-
ployee participation in decision-making at a company level



and collective bargaining at a sectoral level. Collective bar-
gaining in the central and eastern European region is well
below the standards of many of the home countries from
which the companies operating here come.

SUMMARY OF THE HUNGARIAN CASE
STUDY

ZOLTAN POGATSA

Changes facing the car industry
According to industry analysts, the global car industry is go-
ing to face the following challenges in the coming years:

The electric car

Self-driving cars
Automatization of production
Collective mobility
Digitalisation

u ks wnN =

The significance of the car industry in
Hungary

Similarly, to the entire Visegrad region, the car industry is
Hungary's most important industry. Slovakia is widely consid-
ered to be the world’s number one producer of cars per cap-
ita, but with the new BMW plant in Debrecen Hungarian
foreign minister Szijjartd asserts Hungary is about to catch

up.

Together with suppliers, some 620 companies are present in
the Hungarian automotive sector. This means some 170,000
workplaces, a significant number when compared to the
4 million strong Hungarian labour market.

The estimated 8,038bn HUF value added of the sector cur-
rently amounts to 18% of manufacturing, or 10% of Gross
Domestic Product. Automotive exports amount to a fourth of
Hungarian exports, with 92% of the revenues attained
abroad.

The main pillars of the Hungarian car industry are Audi in
Gydr, Mercedes in Kecskemét and Suzuki in Szentendre. They
are about to be joined by BMW in Debrecen. Some 15 of the
largest 20 global automotive suppliers are present in the
country.

The segmentation of the Hungarian au-
tomotive sectors

For the purposes of our study, we can divide the Hungarian
automotive industry into the following categories:

a) Car manufacturers: AUDI, Mercedes, Suzuki,
Kravtex-Kihne (buses) and BMW. These are mostly
high-end producers, with high-end models. However,
the production phases that are present in Hungary are
almost entirely low end. (Even in the case of Audi, as
we prove in the paper.)

High-end suppliers: these are the suppliers that
manufacture complex and high-end components,
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especially ones that are already wholly or partially part
of the technological revolution in the industry. They
include Bosch, Continental, Knorr-Bremse,
Hintenberger, Takata, etc. This category also includes
service providers such as Formel D.

Low-end suppliers: these are suppliers that contribute
with components and parts that are not technology
intensive, such as cables, plastics, traditional seats,
metal whole parts. Examples include Lear, Yai Yanfeng,
F Segura, Rehau, Veritas, Westcast, ZF, etc.

Suppliers of outgoing technologies: these are
suppliers whose fate currently depends on the
traditional fossil technologies. The manufacture,
engines, ducts and other components tied to this
traditional technology.

Examples include: Denso, Opel, Johnson Electronic, etc.

The adaptability of the Hungarian auto-
motive sector

The above categories have very different potentials for adap-
tation:

a) Fortunately, the car manufacturers present in
Hungary are mainly high end, and the technological
revolution is happening in this upper part of the
industry. Most of the manufacturers present in Hungary
are at the forefront of these changes. Audi already has
a partially self-driving car on the market, and Mercedes
and BMW are also industry leaders. This is good news
for the Hungarian car industry. However, it is yet unclear
where these industry pioneers plan to implement their
new production: in their home economies (mostly
Germany), or in their satellite economies such as
Hungary. Much will depend on this decision.
High-end suppliers will find it easier to adapt to the
changes in the industry, and in fact many of them are
already well on their way. Examples include electronic
components for self-driving and electronic cars.
However, much depends on the future decision of the
primary car manufacturers. These high-end suppliers
will find a more secure future in Hungary only if car
manufacturers introduce their new technologies here.
Low-end manufacturers will definitely have a future
as long as there is car manufacturing in Hungary, since
their product line up does not depend on technological
changes. They supply components that will be needed
in cars and buses regardless of major changes. They
also usually work very closely with the car manufactu-
rers and are very flexible in their production.

Suppliers of outgoing technologies will be hardest
hit by the forthcoming changes. They are currently
involved in production that is destined to exit in a few
years' time. A prime example is the Opel plan in
Szentgotthard, which once manufactured entire cars,
but is now constrained to making fossil engines for
outgoing models.

b)



FRIEDRICH-EBERT-STIFTUNG — THE FUTURE OF EMPLOYMENT IN THE CAR SECTOR

What do we know about the strategies
of the car manufacturers?

As we have highlighted, Hungary is fortunate in having at-
tracted car manufacturers that are at the forefront of the in-
dustry wide revolution. This is a good sign, but it does not
guarantee a secure future. Much will depend on the loca-
tional strategies of these international players in coming
years.

It is currently impossible to tell how the transnational car
manufacturers present in Hungary will organise their activi-
ties once technological changes kick in. We can deduce some
ideas from the case of Volkswagen, a manufacturer that is
not present in Hungary but in the neighbouring Visegrad
states. VW at the end of 2018 announced that by 2025 it
wishes to sell 50 different models that would be pure electric
drive, with 2-3 million such cars being sold worldwide. This
would make up as much as a quarter of the overall sales of
the holding in that year.

In order to achieve this, VW will

concentrate its new technology electric car production
in its home economy of Germany (Zwickau, Hannover,
Emden). There is an expected related productivity
increase of 20-25%.

Traditional technology (fossil) cars will be produced in
Eastern Europe.

. There will be a loss of 30 thousand jobs across the
holding company, 23 thousand of them in Germany.
However, the battery technology and software
development branches will see an increase of 20-25%.

It is clear that the revolutions in the car industry are happen-
ing at the top end of the range. Tesla is a very important
challenger in this respect. The new technology is likely to ap-
pear at the top end, and in fact it is already on the threshold
of commercialisation. High-end production in international
production chains usually means home country. Satellite
economies in the past have traditionally received low-end
production phases. Automotive investors in Hungary might
be high end for the most part, as are their products, but the
actual production phases carried out in Hungary are low end.
This makes a Volkswagen type strategy likely for these other
manufacturers as well.

This puts Hungary into a double squeeze: technology from
above and wages from below. Low wage assembly and man-
ufacturing are gradually being priced out of the markets as
wage increases are continuing. The two-year collective agree-
ment signed at the Kecskemét Mercedes plant at the end of
2018 stipulates a 35% wage increase until 2020, 22% of
which will be effective in 2019. The Kecskemét plant has
been notorious for its low wages, so the basis is low. (The
starting wage during the trial period for instance is currently
lower than at Tesco.)

The basic gross wage after the initial trial period develops as
follows:
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2018 — HUF225 006
2019 — HUF274 507
2020 - HUF 310 193

Audi unions are currently fighting for an 18% increase.

The strategies of the unions

Consultations with union leaders reveal that Hungarian un-
ion workers are not in a position to develop a strategy. On
the one hand they are far stronger than unions in other sec-
tors. While the nation-wide union density is about 9%, at
major car manufacturers (Audi, Mercedes) it is well above
50%. The exception is Suzuki, which had notoriously fired
workers who had attempted to create a union. There have
also been recent successes in terms of pressuring these firms
into major concessions related to wages, benefits and work-
ing conditions.

Strategy, however, is not part of the strength of these un-
ions. Unlike in Germany, they are not considered a strategic
partner. In the German case unions enjoy Mitbestimmung
rights, and are considered a vital player by the government at
the federal and the Land level, especially whenever Social
Democrats are in power. In Hungary, however, unions have
no Mitbestimmung rights, and the right-wing government
hardly talks to them, treating these domestic players as far
less important than foreign investors, in spite of the often
xenophobic rhetoric about ‘economic colonisation’.

Unions in Hungary are not consulted about the strategies of
their employers. Transnational firms tend to plan many years
ahead, yet Hungarian unions receive no official communica-
tion about plans ahead. They rely on rumours and hearsay,
which is often contradictory and frequently turns out to be
unfounded, partial or distorted. The Hungarian government
has struck strategic agreements with the multinationals, but
these have not involved common planning ahead about
technological change or consultations with unions. The
agreements themselves have been declared a state secret.

A technological change at this scale would require retraining
the workforce. However, it has been the experience of union
leaders that so far introductions of new machines or produc
tion phases have not been huge deals. The equipment ar-
rives, and often what takes weeks of training according to
the original German manuals is trained in Hungary within a
matter of days. This simultaneously indicates that the value
added of the production phases is low (simple assembly
mostly), and that automotive transnationals have made use
of satellites such as Hungary to transfer low complexity, low
value-added phases. Union leaders are afraid that this trend
will continue. In terms of the massive technological change,
they are concerned that this suggests that the Volkswagen
strategy will apply, in that cutting-edge technology will be
produced in Germany, and production of receding technolo-
gy will be kept in and even transferred to Eastern Europe.
This also means that over time more job losses can be ex-
pected in the East than in the West. However, at the time of
writing, in absence of concrete strategies from the multina-
tionals involved, we cannot predict their number.



It is also important to mention that the larger part of the au-
tomotive workforce is employed by the supplier base. High-
end suppliers are already involved in the technological revolu-
tions, but most of their activities will take place wherever the
manufacturers decide to locate their productions. Low-end
supplier will remain in Hungary as long as there is a car man-
ufacturing industry, and will find it easier to adopt, but they
constitute a low wage sector that guarantees no more than
economic survival, especially for more peripheral areas of the
country. Finally, suppliers tied to traditional technologies will
disappear. Unionisation in supplier firms is much weaker than
in the manufacturers themselves, especially in the smaller
plants working with a few hundred workers or even less.
They have even less bargaining power about future changes,
as they are made to understand that demand for their prod-
ucts depends on the longer-term strategies of the manufac
turers.

SUMMARY OF THE SLOVAKIAN CASE
STUDY

MONIKA MARTISKOVA

The aim of this study was to assess the extent of changes and
to indicate possible scenarios for future development in the
automotive industry in Slovakia within the context of new
technologies, ecology pressures and growing economic pro-
tectionism. As we have shown in this study, the automotive
industry in Slovakia has mostly production function while
other, higher value-added activities are absent. New technol-
ogies introduction will even decrease value-added of physical
production and, consequently, new technologies (mainly ro-
botics and automation) will cause a decline in demand for
middle and low-skilled jobs and the polarization of labor mar-
ket. This development is predicted regardless to other factors
of development. For manual workers it means jobs reduction,
but also a reduced added-value of their work, and thus a re-
duction of their real wages. We have tried to outline the fu-
ture of automotive industry workers from the point of view of
local institutional actors and their contribution to the upgrad-
ing capabilities of companies located in Slovakia and operat-
ing in global automotive production networks. Favorable in-
dustrial upgrading scenarios in different variants mainly
require targeted public support strategies to transfer and ac
cumulate know-how from MNCs towards local actors. On
the part of workers, this means increased participation in
lifelong learning and the ability to acquire new skills and
knowledge. New technologies may deteriorate working con-
ditions and real wage. The main challenge for trade unions
thus will be employees” protection and their working condi-
tions from the negative consequences of technology deploy-
ment. Increasing unionization rates and maintaining social
dialogue will be even more difficult than today, and it will
possibly lead to strategies reconsideration to represent new
occupations and workers in new forms of employment. Lo-
calization strategies of MNCs may change as well, but to pre-
dict the development remains difficult. This may also mean
that, despite the creation of favorable conditions for global
capital through education enhancement as we suggested, it
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will not be sufficient to improve Slovakia’s position in the
global production networks. Therefore, strategies to support
participation in higher value-added activities should not only
apply to automotive industry but across the sectors in the
economy.

SUMMARY OF THE ROMANIAN CASE
STUDY

Stefan Guga

In contrast to 10 or 15 years ago, today Romania has a small
and stagnant automobile market and a large and growing
automotive industry, which has since become the country’s
most important industrial sector. The industry produces
largely for export and is almost entirely controlled by foreign
capital. In order to benefit from Romania’s large reserves of
cheap labour, automotive OEMs and suppliers have invested
in labour-intensive processes with low complexity and tech-
nological input. Increasing integration in the transnational
supply chains of the European automotive industry has
turned Romania’s industrial infrastructure into an assembly
platform for products designed and sold in Western coun-
tries, with local actors being largely deprived of strategic con-
trol over the functioning of local operations. Similar to other
countries in Central and Eastern Europe, the current state of
the Romanian automotive industry showcases the country’s
status as a dependent market economy. The same goes for
the worsening labour shortages, which are an inevitable con-
sequence of dependent development in the European pe-
riphery.

In Romania, the impact of the major technological changes
that have recently begun to sweep the global automotive in-
dustry (powertrain electrification, connected and autono-
mous technology, digitalization) are filtered through its spe-
cific position in the European industry’s value chains. The
report argues that the technological transition will mostly
likely be delayed in Romania, with a potentially positive im-
pact on industrial activity and employment, at least in the
short- and medium-term. Engine and transmission manufac
turing, which is highly complex, does not have a strong foot-
print in Romania, nor does the manufacturing of other major
components that are vulnerable in the face of powertrain
electrification. Given the low purchasing power of the major-
ity of the population, the development of a mass market in
EVs or connected and autonomous vehicles will be impaired
at least until the prices of these technologies match those of
traditional ones. Likewise, digitalization in production will not
take place at the same pace as described in various “plants of
the future” scenarios, since heavy investments aimed at re-
ducing the content of manual labour cannot represent a pri-
ority in a country with very low labour costs. For now, what-
ever change can be discerned is by all standards only minor:
a few hundred electric vehicles sold annually, the appearance
of a handful of mobility service providers restricted to large
cities or equipping some indirectly productive workers with
tablets. The tendency for Romania to become a location
where such technologies are developed is however more ob-
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vious in the recent growth of R&D activities tied to electric
powertrains and connectivity hardware and software. Some-
what paradoxically, this does not signal a potential surpassing
of the low-cost, labour-intensive manufacturing, but rather
consolidates the dependent status of the Romanian automo-
tive industry.

Low labour-costs, and not technological endowments, are
still considered to be the main competitive advantage for at-
tracting automotive investments to Romania. The accelerated
wage growth of recent years has barely made a mark on the
still huge differences between Romania and Western Europe-
an countries. The questionable long-term sustainability of the
way in which Romania’s automotive industry has developed
is probably most visible in the rapid tightening of the labour
market and the accompanying shortages of cheap labour.
Barring a major economic crisis in the near future, this prob-
lem will only get worse, especially since neither the employers
nor the government seem to be willing to tackle its real caus-
es. At present, this appears to be a much more palpable
threat to the industry than global technological change. A
future scenario in which the present vicious circle between
low labour costs and shortages of cheap labour will make
further industrial development unviable is not at all implausi-
ble — in the long run, continued wage growth necessary to
ensure adequate labour supply is not compatible with
low-complexity, labour-intensive manufacturing. While this is
still far from being a real issue, the impact of the low-cost
development model on technological advancement both in
industry and in the market is major and immediate. Romania
will not be able to genuinely benefit from automotive tech-
nological advancement without surpassing this model.
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THE FUTURE OF EMPLOYMENT IN THE
AUTOMOTIVE INDUSTRY IN THE CZECH

REPUBLIC

MICHAL PiCL

3.1 RESUME

The automotive industry is undergoing a number of signifi-
cant changes all over the world as a result of global meg-
atrends such as urbanisation and climate, demographic,
technological and geopolitical changes. It is clear that the
complex effects of these changes on the automotive industry
are already extensive, and will be even more so in the near
future. Their effect on the Czech economy, where the auto-
motive industry has a tradition going back to 1898, is expect-
ed to be marked. This is partly because of the industry’s con-
siderable economic performance, but also because of the
labour market, where it is one of the Czech Republic’s key
industrial employers.

There are growing calls for electromobility, the use of which
is limited in the Czech Republic by insufficiently-developed
infrastructure. The impact of electromobility on the Czech
economy may be considerable as a result of the correspond-
ing changes in production, given that the production of elec
tric motors is less labour-intensive than is the production of
combustion engines. However, what type of engine will be
made where is a strategic decision that is taken by individual
parent companies, and as such is hard to influence.

The increase in the global population and the overall greater
demands for mobility lead to growing demand for self-driv-
ing car solutions. In combination with the shared use of such
vehicles, it will be possible in future to make much better use
of their capacity, and thus to increase the overall volume of
transport. Nevertheless, the Czech Republic does not cur-
rently provide sufficiently favourable conditions for the test-
ing and development of such solutions, and this may have
negative consequences for Czech employment in this branch.

The above-mentioned change that car ownership itself will
undergo will be one of the key dimensions of the future de-
velopment of automobility. This could in the future solve the
problem not only of the growing number of inhabitants, but
also the question of saving energy and the environment. In
its current form and position in the value chain, however, the
Czech automotive industry would clearly be unlikely to profit
much from the added value of new business models that link
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manufacture with car-sharing, aided by innovative software
solutions. Indeed, in such a scenario it is possible that we
would even see a deepening of the country’s disadvanta-
geous position as a mere supplier of parts, the value of which
will fall further in the new model where realisation of added
value will come in sharing rather than in sales.

The most crucial impact, however, will come from the change
in the process of auto manufacturing, in other words in the
move towards robotization, automisation and above all digi-
talisation. This is, for now, being held back in the Czech Re-
public by low wages, which make it economically advanta-
geous to use human labour in the production process rather
than expensive technologies. However, as the price of labour
grows, and technologies become cheaper, it may also have a
significant impact on the Czech Republic and its employment
rate, since a number of processes in the Czech automotive
industry could easily be automised. If technological unem-
ployment as a result of the automation of processes carried
out by Czech producers really were to occur on a large scale,
it would be heavily concentrated on a regional basis, in many
regions that are already peripheral and structurally weak,
“kept above water” by large foreign automotive employers.
To some extent a dilemma then arises regarding the desira-
bility of pressure to raise the still very low wages. The need
also arises for specific preventive structural development
strategies that would stop the affected regions from being
over-dependent on an automotive industry managed from
abroad.

As can be seen, the mantinels for finding a solution to these
threats in the Czech Republic are exceptionally narrow. If we
are to make use of the potential of the expected changes in
such a way as to preserve employment in the Czech Republic
and ensure well-paid work, then it is essential that the local
automotive industry be transformed so that the country’s po-
sition in the international production chain moves towards
one that allows greater autonomy and thus the ability to po-
litically shape the whole process on the national level. This
can take place only by means of a long-term, properly
thought-out and complex economic and industrial strategy
on which there has to be society-wide, cross-party agree-
ment lasting for several governments and parliaments.
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One of the ways to expand the possibility of influencing the
transformation of the automotive industry is to expand em-
ployee participation in decision-making at a company level
and collective bargaining at a sectoral level. Collective bar-
gaining in the central and eastern European region is well
below the standards of many of the home countries from
which the companies operating here come.

3.2 THE AUTOMOTIVE INDUSTRY IN THE
CZECH REPUBLIC

Change in the Czech automotive indus-
try from 1989 until the present day

Vehicle manufacturing has a long tradition on the territory of
the Czech Republic. The first car to be made here was the
Prasident, made in Kopfivnice in 1898. The best-known do-
mestic names of the time in carmaking were Laurin & Kle-
ment, Walter, Praga, and Nesseldorfer Wagenbaufabrik (later
TATRA) from Kopfivnice.

After 1946, following the move to a centrally-planned econ-
omy, automotive production and the sale of vehicles and
their parts were concentrated in large, state-owned compa-
nies. Among the best-known were the post-war Automo-
bilové zavody, the Czechoslovak automotive and aerospace
parts makers collected under the name PAL (Pfislusenstvi Au-
tomobilt a Letadel, or Car and Aeroplane Parts), combined
tyre production under the name BARUM (Bata, Rubena, Mat-
ador) and the Mototechna enterprise. The directive organisa-

tional structures were changed and renamed several times
(CZAL = Ceskoslovenské zavody automobilové a letecké, or
Czechoslovak  Automotive and Aeroplane  Factories,
Ceskoslovenské zavody na vyrobu vozidel, or Czechoslovak
Vehicle Production Factories, Sdruzeni SNA = SdruZeni stfed-
nich nakladnich automobild, or Association of Medium-Sized
Vans), until the Ceskoslovenské automobilové zavody (CAZ,
or Czechoslovak Automotive Factories) was created in 1965.
This functioned as the management centre for the automo-
tive industry essentially until 1988, when its activity came to
an end under the name APK (Automobilovy prdmysl, kom-
binat or Combined Automotive Industry). (AutoSAP, 2017)

After 1989 one of the most important questions in the
post-communist countries of central and eastern Europe was
the privatisation of former state enterprises. The transfer of
all sectors of the economy, in other words industry, agricul-
ture and services, into private hands and the development of
the private sector formed the central element of all the plans
for economic transformation, and the automotive industry
was no exception.

The vehicle production market in Czechoslovakia at the time
was dominated by the production of cars and small utility
vehicles, over 97% of the volume of which consisted of cars
produced under the Skoda brand. Close behind cars, com-
prising over 40% of the total volume of Czechoslovak vehicle
production in 1989, came motorcycles, of which the greatest
share in volume came from the JAWA Tynec nad Sazavou

Graph no. 1
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enterprise (60%), followed by ZVL Povazska Bystrica with 27
% and CMZ Strakonice with 13 %. The production of utility
vehicles was dominated by the three largest domestic brands
Liaz (35 %), Avia (33 %) and Tatra (30 %)*.

As noted by Gelb & Gray (1991), the governments of the
states of central and eastern Europe in the early 1990s were
gradually preparing conditions for the development of private
capital. They introduced new laws focusing on how to handle
the state-owned enterprises, removing limitations on the ac-
tivities of private companies, making private purchases free of
charge and reducing the bureaucracy involved in founding
new companies. In Czechoslovakia, the implementation of
economic transformation started in 1990. After a number of
expert debates among economists, the path chosen for
transformation was of a liberal economic type. A key step
was the transformation of ownership relations known as pri-
vatisation. An extremely important introductory stage of
transformation was the maintenance of macroeconomic sta-
bility (Petficek, 2006).

The automotive industry did not escape these privatisation
plans. In 1990, Skoda formed part of the state-owned enter-
prise Automobilové zavody, and as the result of a failure of
good management found itself with major operational and
economic problems. The search for a suitable foreign investor
became a privatisation priority for Petr Pithart's government,
since on its own the factory would have no chance of surviv-
al. Out of an original twenty-four interested parties, the Ger-
man concern Volkswagen (VW) was the eventual winner as
the result of the restructuring plan it put forward, and in
1991 Skoda became both a joint stock automotive company
and part of the VW concern. To begin with, Volkswagen took
a 30% share in the company, which in 1994 increased to
60.3%, and a year later to 70%. Since 2002 Skoda Auto has
been 100% owned by Volkswagen.

Not all privatisation journeys went as smoothly as that of Sko-
da Auto, however. Tatra Kopfivnice is an example. After the
lengthy consideration of various foreign partners, the compa-
ny was in the end privatised using the coupon method. This
did not turn out to be a very fortunate decision. The company
became majority-owned by share funds, the management of
which changed hands and failed to provide Tatra with a prop-
er direction. This led to a multitude of problems. Since March
2013 the company TATRA TRUCKS has been owned by
Czech shareholders and has undergone complex restructur-
ing, which in 2015 enabled it to present its new armoured
vehicle, TITUS, and in 2017 to celebrate, in its new condition,
the 120th anniversary of the start of the production of motor
vehicles in Kopfivnice.

If Skoda was saved by foreign ownership, the truck-maker
Avia ended up paying dearly for it. Avia was initially privatised
in 1992 by Czech owners, but they then sought foreign cap-
ital for the company’s further development. In 1995 Avia was

4 The remaining 1.18 % or approximately 600 utility vehicles were
made by the BAZ enterprise (V3S).

17

THE FUTURE OF EMPLOYMENT IN THE CAR SECTOR

bought by the South Korean company Daewoo. In 2006 its
new owner became the Indian automotive company Ashok
Leyland, which as a result of losses decided in 2013 to trans-
fer manufacture to India and to sell all its production activities
in the Czech Republic. The company was not revived until
2016, when Avia was bought by the Czech industrial group
Czechoslovak Group, and started up production in the Czech
Republic once again.

However, restructuring did not concern only the big factories.
Together with the companies’ manufacturing policy, the
whole supply chain changed. As noted by Pavlinek (2016), so
that Volkswagen could meet new standards as soon as pos-
sible, it restructured the supplier bases of its newly-acquired
Czech plant. Skoda actively supported the foreign takeover
of its domestic suppliers so that foreign technologies could
be transferred to the Czech market. By 2005 a total of 94
joint ventures had been set up between Skoda Auto’s domes-
tic and foreign suppliers, mostly in the Czech Republic and to
a lesser extent in Slovakia. The foreign suppliers built 58 fac-
tories from which to supply Skoda Auto. Mergers, acquisi-
tions and newly-built factories in foreign hands were not lim-
ited just to supplying Skoda Auto, but had an influence on
the whole of the Czech automotive industry.

The departure from the market of insufficiently competitive
domestic companies unable to meet the growing standards
was an essential part of the restructuring and modernisation
of the domestic automotive industry, which as a result in-
creased its overall competitiveness. Without this departure,
the sector would not have been able to survive in the long
term.

Investment support was forthcoming not only to the motor
vehicle manufacturing segment, but to the manufacturing
industry as a whole. The automotive industry forms a signifi-
cant part of this, today accounting for approximately a quar-
ter of industrial production as a whole. The targeted support
given to the influx of foreign investments, above all by means
of investment incentives®, attracted further foreign invest-
ment into the country. The result was a significant inversion
of ratios in the ownership structure of the whole of the man-
ufacturing industry. While in 1993 only 8% of overall GVA in
the manufacturing industry was foreign-owned, in 2016 it
was over 60% of the total volume. The public-sector owned
manufacturing sector, meanwhile, amounted to just under
40% of GVA in 1993, but it is now just under 1%.

5  With the exception of the initial phase of transformation, 1990-
1992, conservative governments for many years resisted the idea

of providing investment incentives and subsidies. Nevertheless, the
share of foreign investors in the Czech economy grew continuously.
(Zemplinerova, 1998) Investment incentives were introduced in the
Czech Republic on 29 April 1998 by the temporary caretake gover-
nment of Josef Tosovsky on the basis of government resultion no.
298/1998. Following this, investment incentives underwent a num-
ber of changes. The provision of incentives culminated in law no.
72/2000 Sb. on investment incentives, which took effect on 1 May
2000. It was later amended by law 453/2001 Sb., law 320/2002
Sb., law 438/2003 Sb., law 19/2004 Sb. and law 280/2004 Sb. Law
72/2000 Sh. on investment incentives still forms the basis of the cur-
rent incentive system in the Czech Republic. (Picl, 2013)
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The volume of the manufacturing industry owned by the do-
mestic private sector underwent a similarly interesting dvel-
opment. By the height of coupon privatisation it had risen by
more than 34% since 1993, only to fall over the course of the
years to 39% of GVA by 2016. Indeed, this is just under 16%
less than it was at the start of the period in question. As
graph no. 2 shows, the ownership structure of the whole of
the manufacturing industry (including automotive manufac-
ture) thus underwent a complete change in favour of foreign
ownership. In addition to the accessibility of foreign capital,
this also brought with it a high degree of dependence on it,
and control of the Czech economy and individual companies
by foreign parent companies. This is a key characteristic of the
current state and outlook of the Czech automotive industry.

The transformation of the sector and the influx of foreign
investments (FDI) into the automotive industry was aided not

only by institutional and legislative change. After 1998 it was
aided to a considerable degree by targed support of FDI by
means of investment incentives. It was thanks to incentives
that Toyota Peugeot Citroén Automobile (TPCA) entered the
Czech Republic in 2003, gaining for its plant in Kolin an in-
vestment incentive with state aid capped at over 3.5 bn K¢
The automotive manufacturing sector received the most sup-
port in the form of investment incentives in 2006, when in-
vestment incentives were approved in 33 cases with a record
volume of public aid capped at 12.2 bn K¢ There was then a
fall during the most recent economic crisis, when together
with the reduction in investment activity by companies, the
related overall state support for it also fell.

Investment incentives are also viewed positively by business-
people. In a recent survey by Deloitte (2017) their existence
and the support for the automotive industry as a competitive

Graph no. 2
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Graph no. 4
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advantage for the Czech Republic was viewed positively by
85% of high-level employees of automotive industry compa-
nies. Satisfaction with the incentives has grown considerably
over the years. In 2015, for example, only 33% of respond-
ents in the poll in question were satisfied with the system of
investment incentives, a figure that had grown to 50% by
2017. For long, one of the weak points of the Czech invest-
ment incentive system was that they were too little focused
on attracting investments that promised higher added value,
thus frequently trapping the country in a disadvantageous,
dependent position in European and global value chains.
However, this has been gradually changing in recent years.

As a result of long years of tradition and of focused support,
the Czech Republic is currently home to one of the greatest
concentrations of automotive production, design, research
and development in the world. Data from the automotive
industry association (AutoSAP)® indicate that in 2016 a total
of 1.35 million vehicles were produced in the Czech Republic,
making the country the fifth largest manufacturer of motor
vehicles in Europe, and the largest producer of cars in the
central and eastern European region. According to informa-
tion from the Czechlnvest agency, over half of the top 100

6  AutoSAP is the most significant automotive industry association in
the Czech Republic. As of 1.3.2018 its members comprised 14 manu-
facturing companies, 94 suppliers and 40 tertiary organisations, with
an 85% share in market revenue. The aim of the assocation is to de-
velop the automotive sector in the Czech Republic, promote the inte-
rests of its members, speak with one voice to public authorities and

to keep statistics regarding the whole branch.

global tier-one automotive industry suppliers are active in the
country?, which underscores its long-term focus on quality.

Production, structure of employment,
wages

PRODUCTION

The importance of the automotive industry to the Czech Re-
public is palpable, both from the point of view of economic
output and the labour market, where the automotive branch
is one of the main employers in Czech industry. The automo-
tive industry creates over 24% of the value of Czech industri-
al production, and 22% of Czech exports abroad. According
to AutoSAP data, in 2017 the Czech Republic produced 134
cars per 1 000 inhabitants, which puts the country among
the leading world maufacturers of cars per inhabitant. During
the last 24 years, automotive manufacture in the Czech Re-
public has grown more than 540%. Data from AutoSAP
show that not even the recent economic crisis made much of
a dent in the number of cars manufactured —only in 2012 can
a slight fall be seen in the number of cars produced. On the
labour market, however, the economic crisis did make itself

7 The automotive industry differentiates several levels within the chain.
Tier 1 is used to designate direct suppliers with several assembly
groups and systems. Tier 2 are the suppliers of sub-assemblies and
individual assembly parts. Tier 3 designates the suppliers of raw ma-
terials and individual components such as connective material. The
higher up a supplier is in the chain, the greater the demands placed
on rapid and precise data processing within the company, but also on
exchange between suppliers, or directly with the automotive com-

pany.
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felt, and the increase in the number of cars manufactured
was accompanied by a fall in the number of employees (see
graph no. 5). What is shown here in exemplary fashion is the
low bargaining power and protection of Czech employees in
European value chains. While German industry managed to
avoid major layoffs through the use of measures such as
“Kurzarbeit”, in the Czech Republic workers were laid off,
although the volume of production rose at the same time.

The production of motor vehicles in the Czech Republic is
represented not only by the three best-known automotive
companies (Skoda Auto, Hyundai Motor Manufacturing
Czechia, TPCA) but also by bus and truck manufacturers. To-
gether with a whole range of companies involved in R&D and
design, this makes the Czech Republic a compact centre for
automotive production.

While the production of cars has grown over the years,
thanks in part to international connections and the arrival of
further foreign investors, the production of utility vehicles in
the Czech Republic fell steeply after 1989. In 1990 the coun-
try produced approximately 47 thousand utility vehicles, but
five years later this had fallen to a mere 5.4 thousand, and by
2009 to just under 1.1 thousand. The main reason for this
long-term decline consisted of unsuccessful privatisations
and the continuous search for new owners, which had a del-
eterious effect on the development of production and also
sales activities.

There was a similar drop in the production of buses after
1989, caused above all by a fall in sales on the domestic mar-

ket. From over three thousand in 1990, annual bus produc
tion fell to around one thousand a year in the first half of the
1990s. Now, however, the number of buses produced in the
country is returning to over three thousand a year.

EMPLOYMENT

As mentioned above, the automotive industry is also one of
the most significant employers in Czech industry. According
to AutoSAP data, the member companies of that association
alone had over 126 thousand employees in 2017. In all, an
estimated 150 thousand people work in the automotive in-
dustry in the Czech Republic. We should not forget, however,
that many other branches of industry have ties to the auto-
motive industry, such as the textile and metallurgical indus-
tries. These represent further jobs on which the condition of
the automotive industry has an influence.

Of the total number of employees in the Czech automotive
industry, many more are employed in companies involved in
the production of automotive parts than of final products
(see graph no. 6), a result of the way the branch is structured
in the Czech Republic. The structure is disadvantageous over
the long term - the position of parts suppliers is less profitable
and more dependent, when labour is priced, than is final pro-
duction or research and development. This results in varying
wage levels between these production phases.

Also of fundamental importance is the direct dependency of
some Czech regions on the automotive industry, as can be
seen in figure 1. The greatest concentration of companies can
be found in the Central Bohemian Region, which is also high-

Figure no. 1

Source: Czechlnvest — Agency for the Support of Business and Investment (2017)

Geographic distribution of companies forming part of the Czech automotive industry

00010

BT s i (Prgan,
Vislss o
M_l.jEeam o
L GE e
A . I
VL i@mm
Leon g, P13 JTEKT
Ll [ TMaHLE [rac =52
\\.,-\
hY DLRA
MEHLE, Arsiv
DLRA
r My
i~ BOSCH

e

Sy
l’v-‘_%
JTEKT A
IVECO) - TN
SUNGWOHITIH <
© boombs "= brona \
e i muuu
o P mosss
JTEKT e 'l\'l.lmﬂl
Valso &, CooperStandard L @
7 BOSCH Mubea w_ : |/
Al iacas AiFE
s 1 HE £
;uu-lo Ouras_ Gotintal -
[+=]
e ! — !

20



ly dependent on the economic cycle of the branch. The band
of regions formed by the Central Bohemian, Hradec Kralové
and Liberec regions is also highly dependent, as is the area on
the border of the Moravian-Silesian and Zlin regions.

As can be seen from graph no. 5, the number of employers
in the automotive industry is growing in a largely linear fash-
ion. In this 21-year period alone, the number of employees

THE FUTURE OF EMPLOYMENT IN THE CAR SECTOR

rose by over 41 percent. Falls in the number of employees can
be observed only in the periods of economic crisis after 1997
and 2008. The most significant fall in the number of employ-
ees occurred during the period of economic crisis from 2008
to 2013, with over 10% of employees being laid off between
the start of the crisis and 2010. By the end of the crisis period
in 2013, companies associated in AutoSAP had 8 thousand
employees fewer than at its start in 2008, although produc

Graph no. 5
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Graph no. 7
Total number of employees in AutoSAP by profession, 2010-2017
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tion increased over the same period. It was thus clearly a stra-
tegic decision on the part of the parent companies to cut
back on Czech labour during the crisis, a cut which Czech
politicians and unions were unable to challenge because of
their unfavourable negotiating position.

A more detailed look at the structure of production reveals
that during the most recent economic crisis, employees were
more likely to be laid off by parts makers than final produc
ers. The year-on-year fall in the crisis years of 2008/2009 was
only 3% in the case of final producers as opposed to parts
makers, where the fall in employees was over 13%.

In terms of professional division, most employees are manu-
al workers. In 2017 there were just under 90 thousand man-
ual workers in the companies belonging to AutoSAP, with
over 36.5 thousand employees engaged in administrative
activity.

WAGES

In the wage arena, on one hand a marked shift also took
place in the Czech Republic overall. Thanks to the final pro-
ducers and the R&D network for the automotive industry in
the Czech Republic, remuneration in the branch is above av-
erage. Between 1996 and 2017 wages in member companies
of AutoSAP grew at a tempo of approximately 6%. A slight
slowdown, to 3-4% growth on average, can be noted during
the period of the most recent economic crisis (2008-2013).
While wages in the automotive sector have overall always re-
mained above the average earnings in the economy as a
whole, on the other hand they are, in the great majority of
cases, far below the average, indeed sometimes minimum,
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wages in the countries from which the companies come. The
justification that tends to be given for this is that Czech labour
is less productive, but this explanation is only partially valid.
Productivity is in part determined by what part of production
the foreign owners decide to perform in the Czech Republic,
while in part the measurement of productivity relies on the
price of what is produced. However, this price is low precisely
because of low wages, and can hardly be used to justify
them. The relatively high wages then, paradoxically, lead in
some regions of the Czech Republic to labour being sucked
away from other, worse-paid branches. This is fatal in particu-
lar for the public sector, such as education and health care.

After more detailed analysis of individual branches of manu-
facturing we find that there are major disproportions in re-
muneration between employers engaged in final production
and parts manufacturers. This significant difference can be
seen in graph no. 9. Whereas employees in final production
have earnings considerably above average, employees of
parts manufacturers lag behind them considerably, to the
tune of over ten thousand crowns on average. However, it is
also interesting to note the development in wage comparison
between final producers and utility organisations, which are
companies providing various services connected to the auto-
motive industry, such as research, development and so on.
While in the period under observation (graph 9) average
earnings in utility organisations were until 2013 higher than
for final producers, from 2014 the average earnings of em-
ployees in final production companies have been higher, a
difference that in 2017 — among AutoSAP member compa-
nies — was on average just under 7 thousand crowns gross a
month higher.
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As can be seen from graph no. 10, an even greater discrep-  vation at, on average, the same speed of approximately 5%,
ancy in remuneration can be noted if we compare manual in recent years the average wages of employees in the ad-
professions with employees in administration. Although in  ministrative field have been growing fast, and thus the origi-
both professions wages grew during the period under obser-  nal difference in remuneration between these groups of em-

Graph no. 8
Development of average gross monthly wages in AutoSAP in K¢, 1996-2017
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Graph no. 9
Development of average monthly wages in AutoSAP in invididual manufacturing branches (K¢), 1996-2017
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Graph no. 10

Development of average gross monthly wage in AutoSAP by profession (K¢), 2003-2017
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ployees has, over a period of 14 years, doubled from the
original difference of 11 thousand crowns gross. In AutoSAP
member companies the difference is now over 21 thousand
Crowns gross.

UNIONS IN THE AUTOMOTIVE INDUSTRY

The largest trade union association in the automotive indus-
try is the KOVO Trade Union, historically the oldest and larg-
est trade union organisation. Within OS KOVO there is a
Branch Section for the automotive industry, which brings to-
gether company-level union organisations in the branch and
is the specialist partner for negotiations with employers’ or-
ganisations. According to the association’s data, there is a
total of 111 company-level union organisations in the auto-
motive industry, representing 86 thousand employees®. It can
thus be said that approximately half of the automotive indus-
try’'s employees are represented by company-level organisa-
tions of OS KOVO and are thus covered by the collective
agreements into which the union enters. In some multina-
tional companies, Czech employee representatives may also
be involved in European company councils. OS KOVO is also
a member of the IndustriAll European Trade Union (earlier the
European Metalworkers’ Federation — EMF) and of the Indus-
triALL Global Union (earlier the International Metalworkers’

8 State as of January 2019.
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Federation — IMF). OS KOVO has been a member of these
organisations since 1991°.

In addition to this, a significant number of employees in the
automotive industry are covered by the independent trade
union organisation at the Skoda Auto plant in Mlad4 Boleslav,
which until 2013 was part of OS KOVO. After lengthy disa-
greements, the organisation left OS KOVO and became inde-
pendent. According to publicly-accessible data from 2014
its members numbered over 19 thousand people, including
seniors. The union organisations at the Skoda Kvasiny and
Vrchlabi plants later followed suit and also became independ-
ent. The departure of such large and significant union organ-
isations weakened OS KOVO, both financially as a result of
the loss of member subscriptions, and in terms of negotiating
position, based on the number of members.

A higher-level collective agreement is not entered into in the
automotive industry, because employers’ associations are
against it. The collective bargaining stipulated by law thus
takes place exclusively on a company level. Here, however,
there is a particularly uneven distribution of forces, to the

9 For OS KOVO's international activity see: https://www.oskovo.cz/spe-

cializace/mezinarodni-cinnost

10 https://www.tyden.cz/rubriky/byznys/cesko/vrchlabsky-zavod-sko-
dy-auto-opousti-odborovy-svaz-kovo_301695.html



detriment of employees. Instead of a sector-level collective
agreement, only an informal agreement on cooperation is
concluded. This is updated according to need, and contains
basic propositions and rules for the conduct of social dia-
logue. Social dialogue on a sectoral level thus takes the form
of informal talks only, both on a regular basis and according
to need.

TRENDS IN THE AUTOMOTIVE INDUSTRY
AND THEIR INFLUENCE ON FUTURE
DEVELOPMENT IN THE CZECH REPUBLIC

The impact of megatrends such as urbanisation and climate,
demographic, technological and geopolitical change is far-
-reaching, and has not avoided the automotive industry.

The sharp increase in the global population, for example, rais-
es the urgent question of how in future to satisfy the demand
for mobility for all with people’s specific demands. These vary
considerably, above all between the urban and rural popula-
tions and between generations.

The development prognoses available indicate that as a result
of technological innovation, by 2030 there will be a signifi-
cant expansion of autonomous and shared forms of mobility,
which are in this respect promising. This will have an influ-
ence not only on the way in which vehicles are driven and
used, but will also have a radical impact on the question of
which sections of the population the demand for vehicles will
come from in the future, and the form of the automotive in-
dustry’s business models.

A further urgent question is global warming and resulting
climate change, which is now also beginning to make itself
felt in our climate conditions, in the form of excessive
drought, for example. This is a fact to which governments
will have to react rapidly. Automobile transport is a likely tar-
get of intervention, for one thing because in its current form
it is undoubtedly one of the main culprits in the current situ-
ation, and for another because the area can be relatively eas-
ily and rapidly regulated. However, this will inevitably have an
impact on production and thus on employment in this sec
tor.

In terms of the future form of the automotive industry, the
clash between various types of actors and approaches will be
important. On one hand we have the traditional automotive
powers of Europe and the US, as opposed to the rise above
all of China. This clash comes with a significant geopolitical
dimension, and is a confrontation between various economic
and political systems. On the other hand there is the clash
between traditional automotive companies with their models
of development aided by gradual innovation, and the new
actors, above all the American internet giants, who act dis-
ruptively, in other words by means of rapid, revolutionary
changes.

All these trends are taking place at the same time and condi-
tion each other in various ways. Above all, however, they
have a massive influence on the shape of the automotive in-
dustry of the future and employment in it. This relates both to

25

THE FUTURE OF EMPLOYMENT IN THE CAR SECTOR

the number of jobs and their quality, including wage levels
and the qualifications needed. The text that follows will look
in more detail at the directions that the automotive industry
is already taking in this respect, and will relate them to the
concrete case of the Czech Republic'.

ELECTROMOBILITY

Climate change and newly-introduced standards for carbon
dioxide emissions, local caps on emissions, plus the geopolit-
ical and economic interest in reducing dependency on oil im-
ports are all driving the major automotive markets in Europe
and America in the direction of electromobility. (FES, 2018)

On the basis of the Paris Agreement, states worldwide have
undertaken efforts to transit to a low-carbon economy. Over
and above the framework of this agreement, the countries of
Europe are already introducing policies in support of low-car-
bon transport, including norms for lowering CO2 emissions in
transport and investing in low-carbon technologies. China
has since 2019 introduced compulsory quotas for automotive
manufacturers relating to vehicles with zero or low emissions.
In California, a regulation has been introduced that aims to
help increase the use of vehicles with zero or low emissions.
Representatives of EU states have agreed that by 2025 CO2
emissions from cars should be 15% lower than today, and by
2030 as much as 37.5% lower than in 2021. As FES (2018)
states, the answer to this is increasingly becoming the electric
motor, which in the short- to medium term is the most ac-
ceptable reaction, in product and and technological terms, to
the challenge of minimalising the negative external effects of
automobile transport, above all its emissions.

However, the transformation cannot be expected to take the
form of a technological leap. A boom in electromobility is
limited by the lack of a network of charging stations able to
deal with the expected high volumes of electric cars. Experts
thus expect in the first few decades to see a varied mix of
hybrid motors, combining the traditional and electric motors.
This will, however, depend on the policies of individual gov-
ernments in this area. Targeted tax support, for example (ex-
empting electric cars from road tax, cheaper electricity for
the purposes of charging, accelerated write-offs etc.) may
play a considerable role in supporting change. This is being
taken into account by the Czech automotive industry, whose
representatives undertook in their memorandum with the
government to perform a joint analysis of the ways in which
the purchase and operation of electric cars could be support-
ed. A basic change that is able to help expand the fleet of
electric cars is support for the expansion of the network of
charging stations. Their locations will have to be spread natu-
rally between public and private charging points. Contempo-
rary analyses then tend to assume that home charging will
cover a significant part of the charging needs of electric cars.
As we can see in figure 2, the only dense network of charg-

11 In September 2017 representatives of the automotive industry in the
Czech Republic signed a memorandum with the government on the
future of the Czech automobile industry, including an Action Plan
that outlines future directions. This chapter is based on it, among
other sources.
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Figure no. 2
Distribution of charging stations in the Czech Republic

L Drazdany
Ntel;l:n');«g @ L

Heigenau
A

Ggua Fre?erg
Chemnitz

Cikaw
L]

Plavni
R o

$I.1vlmv<i=f les

Marnidntké

Laane Kfivokldtsko

=
a

Source: Elektfina.cz

= Lt
NIB,I.,,,.,.k Kluc;bark
Jelenl Hora y A ;ﬂl
Srkiarska O B
sarcks Svidnice v Cer
U%df
m
Strzeloe
Brovmovsko Misa mopkmowl“'e.
Kudengzns,  Kladsko G i
Durs rrehi Zedre o Kgdmmlrn-huzle E
ngce Kat

@ Tibié
\4-\@
iy

Tr Obﬂll:ll'ilz ylus 3
Kistovy o3 ‘ Pelbiirne: Jinlava
hwandm( K
rm--m im Walda e
Cham Strakonices frer] Jidfichiy
Hraocc
ﬁegno . s
) Nirodnl
1 B o Tk SUmava m r\_‘bf TN
Trebodzko
¥ Deggendor umlov ;
- ~.Lom
Ikl v £ Gruaa
Wilshafen an Hén
Dingglfing der Doniss oo Al .
Pago Jj 0
Landshut -
L] 8k kb mai \\ Freistach

Prudnik
)
4

@ Hollabrunn

n
@ @dﬂu
Fig Wiy
Taopoltany, Ponffrie
7 PG

ing stations is around the large cities; peripheral areas are not
covered by charging stations at all. This has an influence on
Czech users, who are showing hesitancy towards going for
electric cars.

A change for the better ought to be helped by targeted in-
vestment support for the creation of charging infrastructure,
both at home for internal charging and in public, on land
owned by the state, for example. This can be seen in eco-
nomically-stable countries such as France, Germany and Nor-
way. However, Latvia, for example, which until recently strug-
gled with fiscal problems, also does a great deal to subsidise
this form of mobility. The result is growing confidence in elec-
tromobility on the part of citizens, and an ensuing rapid
growth in the volume of electric cars bought.

For the Czech Republic, however, electromobility is more
than just a consumer issue. Given that the automotive indus-
try has a major share in the Czech economy, it is a question
of fundamental importance whether vehicles with the motor
of the future will be made here at all, or whether production
will be limited to the parent companies. This is connected to
the question of what impact the change in motor technolo-
gy will have on Czech employment. The answer to this ques-
tion is not as yet, going by current developments, overly pos-
itive. As noted by Drahokoupil (2018), the transition to
electric motors will, in general, mean lower employment,
since an electric engine is far easier to manufacture than its
combustion equivalent. It does not require as many parts,
which threatens many suppliers. The Czech position is fur-
ther complicated by the fact that the enterprises located here
are in the position of suppliers to and peripheral branches of
multinational companies who have for long tended to locate
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their production innovation close to the company’s head-
guarters, which is where their research base also tends to be
located.

This trend is also confirmed by recent events. Germany's
Volkswagen did not choose the Czech Skoda company for its
new electromobility centre, but its plants in Hannover, Em-
den and Zittau in Germany. However, the company is trans-
ferring to the Czech Republic the production of the combus-
tion engine — the life of which, and above all demand for
which, will over time die away. In the short term this expan-
sion of combustion engine production in the Czech Republic
will have a positive effect on employment. From the long-
term perspective, however, the influence of the expected
global pressure to lower CO2 emissions from cars and the fall
in demand for combustion engines means that if the Czech
Republic does not change its manufacturing orientation in
the coming years, it will find itself under serious threat.

SELF-DRIVING VEHICLES

Self-driving vehicles are currently one of the most prominent
goals in automobility. As the result of elimination of the “hu-
man factor” they promise a reduction in accidents of up to
95% of the still very high number of human lives claimed by
the automobile industry. Because of the global increase in
population numbers and the overall higher demands for mo-
bility, the number of kilometres driven will clearly continue to
go up, which will lead to further demand for the automisa-
tion of driving. With the help of autonomous cars and above
all of the shared use of such vehicles, it will in future be pos-
sible to make much more use of their capacity, and to in-
crease the overall volume of such transport. Self-driving vehi-
cles will also open up possibilities for people to whom in the



past driving was inaccessible, such as people with physical
handicaps. It will, however, be necessary at the same time to
make sure that the overall volume of traffic does not go up,
or at least not until environmentally-sustainable motors be-
come a matter of course. If not, the attempt to achieve au-
tonomous driving could undermine the attempt to reduce
emissions and stop climate change.

It is above all the question of automised driving that stands at
the centre of a conflict between the traditional automotive
companies, who thus far have bet more on some sort of de-
velopment of advanced assisted driving, and the American
technological giants that are aiming at the disruptive inven-
tion of a completely autonomous vehicle. Which approach
comes to dominate will have important consequences. If it is
the approach of Google and co., the proud European auto-
motive companies are likely to become mere parts suppliers
for the revolutionary software solutions of the competition
on the other side of the Atlantic. The consequences for em-
ployment in the European, and thus in the Czech automotive
sector, may be immense.

Unfortunately, the Czech Republic does not today provide
the right conditions for these solutions to be tested and de-
veloped here. Central Europe as a whole, the Czech Republic
included, currently lacks the necessary polygon to become a
testing centre. If the Czech Republic is to make use of the rise
of the self-driving vehicle trend, the first thing it needs to do
is create the necessary conditions for testing. The expected
investment by the BMW automotive plant could bring a ma-
jor change in this respect. Last November the company
gained the promise of half a billion crowns in investment in-
centives from the Czech Republic for its project for the con-
struction of a testing polygon. A new testing centre for
self-driving vehicles and electric cars could thus be created
near Solokov. The investment could, in the future, provide the
Czech Republic with a significant technological benefit,
which through its orientation towards one of the most signif-
icant mobility trends of the future could help to maintain em-
ployment in the Czech automotive industry.

SHARED OWNERSHIP

One of the further dimensions of future devlopment is the
change that car ownership will itself go through. Sharing in
the form of operative leasing, in other words the long-term
rental of a car instead of its purchase, is already very wide-
spread. On top of that, more and more people are now shar-
ing cars through various digital platforms and applications.
This may in the future solve the problem of the growing
number of inhabitants and the satisfaction of their mobility
demands, as well as the need to save energy and the envi-
ronment. The change in the concept of car ownership will be
gradual. It is connected with the gradual generational
change in which young people are less and less inclined to
own vehicles. As FES (2018) states, instead they expect a re-
liable, flexible and affordable approach to modern and com-
binable transport systems into which the use of cars is inte-
grated. In the Czech Republic this issue is connected with the
gradual rise of various platforms and the availability of shared
cars, mostly concentrated for now in the big cities. Moreo-
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ver, they are not always affordable, and car share schemes
frequently suffer from immature systems and technical im-
perfections.

What will be important for the future of employment in the
Czech automobile industry are the business models that the
foreign carmakers active in the country decide to go for, and
what role in this they allot to their Czech subsidiaries. In its
existing form and position in the value chains, the Czech au-
tomotive industry is unlikely to profit much from the added
value of new business models connecting production with
car-sharing with the aid of innovative software solutions. In
such a scenario, its disadvantageous position as a mere sup-
plier of parts might even be deepened, since the value of
such parts might even fall further in the new model where
added value is realised in sharing rather than during sale.
Car-sharing could bring new jobs related to its servicing, but
these jobs might in part require different qualifications from
the jobs that may have been lost.

DIGITALISATION AND INDUSTRY 4.0

The Czech Republic has long made use of its competitive ad-
vantage of low wages. The advance of robotisation, automi-
sation and above all digitalisation has, for the time being,
been slowed down by the fact that it is economically advan-
tageous here to involve human labour in the manufacturing
process. The Czech manufacturing industry, including the
automotive sector, has a production process characterised by
a number of routine manual tasks that have a high potential
for being automised. The low level of Czech wages is thus for
now slowing the process of automisation, but the unavoida-
ble reality in the end will be that labour is squeezed out of the
manufacturing process as wages grow and technologies be-
come cheaper. A number of specialist studies have been pro-
duced on the subject of the influence of new technologies on
the economy'. A number of them suggest that countries
whose economies are founded on routine manual labour
consisting of a series of simple tasks performed in an easi-
ly-predicable environment are highly likely to come under
threat in the future. As noted by a study produced by Deloitte
(2018), an example of such activity is the welding of car parts
according to a given model in the controlled environment of
the production line. However, as Deloitte (2018) goes on, not
all activities in the automotive area can be automised as yet.
A car will in future be able to be put together on a production
line with the aid of robots, but the repairing of the caris a job
for mechanics, and here the degree of job loss will be lesser.
A summarising study by the Technology Centre of the Acad-
emy of Sciences of the Czech Republic (2018) gives credence
to the theory that it is profession with a medium qualification
level and also a medium wage level that run a higher threat
of being replaced by artificial intelligence. This also concerns
the Czech automobile industry. The degree of threat is then
spread over time. The share of replaceable skills in the five-
year horizon is approximately 40% in the category of manual
workers in assembly of products and equipment, while in a

12 Frey, Osborne (2013), OSTEU (2015), OECD (2016), NVF (2016), IBA
(2017), MGI (2017), MGl (2018), Deloitte (2018), PWC (2018), OECD
(2018), EK (2018), TC AV CR (2018)
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6-15 year horizon they are over 70%, and in a 16-30 year
horizon these activities will be replaced altogether.

The Office of the Government (2015) has looked at the re-
gional impacts of digitalisation on the Czech Republic and
found that in terms of European trends, the Czech Republic is
not in any way an aberration, given the structure of its econ-
omy. Prague and the Central Bohemian Region, in other
words more economically-advanced regions, have a signifi-
cantly lower index of digitalisation risk, while the greatest risk
is found in the North-Western region (the Ustecky and Kar-
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lovarsky regions). If we compare this data with the geograph-
ical distribution of automotive industry companies in the
Czech Republic (figure 3) we find that a number of automo-
tive companies are indeed located in the threatened regions.
If technological unemployment as the result of process auto-
misation does occur with Czech producers, it would be heav-
ily concentrated on a regional basis, and often in regions that
are peripheral and structurally weak as it is.

All'in all, the Czech automotive industry is one of the branch-
es in which robotisation and automisation will make them-



selves most keenly felt. As well as threats, however, they also
bring opportunities. As Deloitte (2018) notes, labour automi-
sation clearly leads to a growth in manufacturing productivi-
ty, GDP and wages. With the use of technological potential
for automisation and on condition that the labour force
adapts, the average tempo of economic growth in the econ-
omy in the next 16 years could, as a result, reach 3.9% a year.
The economy’s potential would increase by 78% by 2033,
which is more than twice the amount of growth compared to
a scenario without robotisation. What will be important,
however, is that a way is found in which Czech employees,
indeed the Czech economy as a whole, can benefit from this
development. Given foreign ownership, this is far from being
something automatic — thus far the parent companies have
taken record-sized parts of their profits out of the country,
and these profits thus end up being invested neither in tech-
nological innovations nor into wage growth.

It is important that companies are prepared for the changes.
According to a survey of the outlook for the automotive in-
dustry carried out by Deloitte (2017)", 53% of respondents
are focusing on ways in which they can introduce innovative
solutions into their production. Compared to the last time
Deloitte carried out the survey in 2015, this represented a
17% growth. A marked increase in the trend for introducing
innovation into production can be seen. On the other hand,
results in the degree of preparation for new solutions in con-
nection with Industry 4.0 were markedly worse. Only 29% of
all respondents said they were currently considering introduc-
ing measures connected with Industry 4.0, and mostly in the
long-term horizon at that. A mere 27% were currently using
them and planned to continue to expand them. A further
27% were not certain, but were considering introducing such
measures in the end. These low values may be a significant
problem for the future development of the branch, when one
takes into account the rapid growth in digital technologies in
surrounding countries. The slow growth of technologies here
is connected, as has already been mentioned, with low la-
bour costs. These are viewed as a key competitive advantage
by representatives of the automotive industry themselves. In
the survey, 96% of respondents said they saw labour costs as
a competitive advantage. For now, therefore, they see no rea-
son to change the status quo. On the other hand, remaining
in this position in the long term may represent a major threat
to the future and development of the automotive branch in
the Czech Republic, because it will begin to lag behind in
technological terms.

3.3 SUMMARY AND
RECOMMENDATIONS

The history of the automotive industry on the territory of the
Czech Republic goes back to 1898. Since then the industry
has undergone a great many changes. A major transforma-
tion occurred after 1946, when the industry had to adapt to
the imperative of a centrally-managed economy with state-
owned enterprises. Even during this period, however, consid-

13 The survey was carried out by means of a questionnaire sent to top
employees at companies in the Czech automotive industry, both final
producers and suppliers.
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erable advances were made, both in development and in the
number of vehicles produced here. The year 1989 marked
another great turning point, above all regarding the change
in ownership structure of the manufacturing plants. Their pri-
vatisation led either to their development and establishment
in the global supply chain, or on othe other hand to the de-
parture of uncompetitive firms from the market after they
failed to respond adequately to this challenge. The privatisa-
tion process also saw private foreign capital come to domi-
nate over domestic private and state capital.

The significance of the automotive industry to the Czech Re-
public is beyond doubt, whether in terms of economic out-
put or the labour market. Production by the member compa-
nies of automotive industry associations accounts for over
24% of industrial production in the Czech Republic, 9% of
GDP and just under 22% of exports. The automotive indus-
try is also one of the most significant employers in Czech in-
dustry. According to AutoSAP data alone, association mem-
bers employed over 126,000 people in 2017. It is estimated
that up to 150,000 people are employed in the branch in the
Czech Republic, when further related sectors are accounted
for.

As in the past, the automotive industry today continues to
undergo a number of major changes that have the potential
to transform the whole branch in a fundamental way. This
concerns not only technological innovations in the ways in
which cars themselves function, but also the production pro-
cess and sales models that correspond to new general condi-
tions and consumer demands. Urbanisation and climate, de-
mographic and technological changes, as well as new global
power constellations, all have an influence on the Czech au-
tomotive industry. There are changing demands for mobility,
both in terms of its function — probably the greatest shift here
is occuring in the change in the very concept of car owner-
ship and its change into sharing — and in terms of the technol-
ogies used. In this, the main issues are the continued tighten-
ing of environmental demands, especially concerning CO2
emissions. This goes hand in hand with the change in fuel
type, with the main role being played in the shift to electro-
mobility and the transition to alternative fuels based on hy-
drogen and CNG.

The expansion of electromobility in the Czech Republic is lim-
ited above all by the lack of a network of charging stations
able to satisfy the expected large volumes of electric cars. A
key area that will help to expand the fleet of electric vehicles
is support for expansion of the network of charging
stations. Their location will in the future have to be spread
naturally between public and non-public charging points.
Once these infrastructural needs are met, the state can move
to support electromobility by using it in public vehicle fleets
and subsidising private demand for it. This could have at least
indirect positive consequences for employment in the Czech
automotive industry, if the industry manages to become in-
volved in the trend in sufficient time. However, this decision is
largely one that is not in the hands of the Czech actors,
whether private or public. It is thus worth mentioning that
the impacts here of a transition to electromobility are gener-
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ally negative — the technology involved is considerably easier
to produce than is the combustion engine.

A further technology of the future will be autonomous driv-
ing. The Czech Republic does not today provide a sufficient
environment for this technology to be tested and developed
here. If the country does want to make use of the rise of
self-driving vehicles, it will, to start with, have to create the
necessary conditions for testing, for example by build-
ing a testing polygon that is currently lacking. We have
also mentioned the change that car ownership itself will un-
dergo, and this will be a further key dimension of the future
development of automobility. It is something that in the fu-
ture could help to deal not only with the problem of the in-
creasing population, but with the need to save energy and
the environment. In its existing form and position in the value
chains, the Czech automotive industry would be unlikely to
profit much from the added value of new business models
connecting production with car-sharing with the aid of inno-
vative software solutions. Indeed, in such a scenario it is pos-
sible that we would even see a deepening of the country’s
disadvantageous position as a mere supplier of parts, the
value of which will fall further in the new model where reali-
sation of added value will come in sharing rather than in
sales.

Of fundamental importance to the Czech Republic will be
the way in which the country reacts to digitalisation and In-
dustry 4.0. Given that the Czech automotive industry’s man-
ufacturing process is characterised above all by routine man-
ual tasks with a high technical potential for automisation,
underestimating the coming trends may result in an enor-
mous and uncontrolled squeezing of labour out of the man-
ufacturing process. This would have major consequences for
the whole of society. It is thus important not to cling to the
status quo, but to start to prepare rapidly for new tech-
nologies and the related transformation of produc-
tion. These coming changes are not yet much reflected in
Czech manufacturers’ production policy, but this is depend-
ent on the strategy of their parent companies and the Czech
manufacturers themselves are thus not even able to reflect it
much. Given this state of affairs and the existing defined
value chains, Czech employers and the state will remain
highly limited in their ability to affect the industry’s future
orientation and adaptation to these changes. There arises
here a certain dilemma regarding the advisability of putting
upward pressure on the still very low wage levels, and there

30

also arises a need for specific preventive strategies of
structural development that in regions where the auto-
motive industry is highly concentrated will reduce their high
level of dependence on an automotive industry that is gov-
erned from abroad.

A key point in the transformation of the automotive industry
in the Czech Republic must be a shift in position in the
international production chain in a direction that would
allow greater autonomy and thus also the ability to shape the
whole process politically on the national level. Support for the
branch in the form of investment incentives should in fu-
ture be limited only to strategic activity as defined in a com-
plex and long-term economic strategy for the country
and should correspond to expected future trends. It should
also be focused on areas of strategic services and tech-
nology centres with a high proportion of educated labour
and research and development activities. This has to go hand
in hand with a corresponding educational strategy to
prepare the Czech labour market for a future full of change,
and also to prepare it to cover those areas of the economy on
which the country intends to bet strategically in the future.

A further way in which to widen the possibility of influencing
whether the transformation of the automotive industry will
take place in such a way as to preserve employment in it is to
expand employee involvement in decision-making on
the company level and collective bargaining on the
branch level. It has been shown, and indeed is illustrated by
the economic success of Germany, that this element provides
stability and ensures, in the long term, all-round better re-
sults, including in the social sphere, than company deci-
sion-making that is based purely on the logic of short-term
profit, even where such decisions are to the detriment of em-
ployees. A whole range of parent companies operating in the
Czech Republic are subject to such measures in their home
countries — in Germany, for example, employee involvement
in decision-making is widespread. It is thus not out of order
to require them, with the help of EU politicians and trade
union organisations if need be, to allow similar rights for their
employees in the countries of central Europe. In this way a
whole range of turbulent situations that need to be prepared
for in keeping with developments, can be dealt with in a so-
cially-sensitive way, directly at the workplaces affected by
them. The fact that such rights are so widely neglected in the
region should no longer be perceived as a competitive advan-
tage.
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ELECTRIC CARS, AUTONOMOUS CARS,
AUTOMATION, DIGITALISATION.

The expected impacts of technology
change on the automotive industry in

Hungary

DR. ZOLTAN POGATSA

The study analyses the magnitude of shock the Hun-
garian automotive industry, which is one of the lead-
ing sectors of the national economy and which
reached historical peaks in the past decade, will be
exposed to in the coming decade. We will also discuss
the way the industry gets prepared for the new
trends of the coming period, and pay particular at-
tention to the role trade unions will have in this pro-
cess.

4.1 MAIN TRENDS IN THE AUTOMOTIVE
INDUSTRY IN THE COMING DECADES

We expect several trend-changes in the global automotive
industry:

Automation in production

One of the greatest challenges of the 21st century is not so
much the new technology of motoring itself, but rather the
fact that automation will make human labour superfluous.
Routinisable work in the blue-collar segment will be taken
over by machines or robots and routinisable activities of
white-collar workers by algorithms. People will be left only
with non-routinisable jobs and the human-to-human activi-
ties (due to female dominance in this latter segment, it is of-
ten called pink collar work).

Automation in the automotive industry is well advanced. A
simple factory visit has proven that essential finishing process-
es are already done by robots, internal logistics is automated
through the just in sequence method and production pro-
cesses are largely digitized. The question therefore is how fast
will the remaining jobs be automated.

Electric cars
The replacement of cars with fossil fuels to avoid their harm-
ful material and noise emission by electric cars is a complete
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technology change. Diesel cars are already being forced out.
They are already banned from some cities in the West of Eu-
rope and within a few years' restriction will be introduced for
highways and motorways, as well to limit their presence. Nor-
way plans to phase out the sales of conventionally fuelled
cars by 2015, China and Germany by 2030 and France by
2040. The replacement of gasoline fuelled vehicles will also
come in the next decade. Some producers already disclosed
their plans and timelines. On the one hand, electric cars will
be built along different technologies and components and on
the other, they will comprise of less components (according
to certain estimates ca. 60% less). Changing over to electric
cars therefore will bring an in-depth development of the au-
tomotive industry.

For the time being, the presence of electric cars on the roads
is relatively modest. In 2017, not even in the US, did the sales
of electric, hybrid and other cars exceeded 4% of the total
sales. The most successful producer of electric cars, the Re-
nault - Nissan - Mitsubishi alliance sold 600,000 vehicles be-
fore mid-2018. The second most successful brand is Tesla,
with 500,000 cars sold. The most common model is Nissan
Leaf with 370,000 a Tesla S with 253,000 cars sold globally.
The global benchmark of 4 million cars was exceeded in Sep-
tember 2018, but this is still only 1/300 of the vehicles in use
worldwide. 2.6 million cars of them are fully electric and the
rest is hybrid or other.

Autonomous cars

Parallel to electric cars there is another area of development:
autonomous driving. While due to its environmental nature
the idea of electric cars is highly popular against the back-
ground of global climate change, due to the related safety
challenges autonomous driving will have to be introduced
with more caution.

Autonomous driving Level 1 could be called “no-leg”



driving. The system controls speed and breaking. Cruise
control is a good example for this.

Autonomous driving Level 2 is the “no-hand” driving,
when the system controls the car. The lane departure
warning or self-parking systems are current examples.
However, the driver must retain control over the
direction as intervention may be required any time.
Level 3 is the “no-leg, no-hand” version. Under certain
well-defined conditions, the system controls the
direction and the speed but the driver still needs to be
ready to intervene at any point in time. Some experts
say that this level is rather problematic as the attention
of the driver - which may be needed any time - can
easily be diverted by other activities. In their view it
would be more expedient to introduce immediately
Level 4.

At Level 4, the system takes over control and the driver
will have to take over only in the most special situations.
Level 5 will be the one when no driver will be needed at
all. In principle, there will be no steering transmission,
the seats can be turned to the inside of the car and the
interior space can be increased or even converted to a
sleeping area.

Audi was the first mass producer to bring a Level 3 automat-
ed driving vehicle to the market. After 2017, the “Audi Al”
system made the type A8 already capable of switching to
automated driving at 60km/h speed. Mercedes and BMW,
also present in Hungary, are at the forefront of testing
self-driving technologies, as well. The Waymo project of
Google in 2018 announced an autonomous taxi service.

Internal logistic systems of factories work systematically with
autonomous vehicles, among them with lorries and trucks.

Car-sharing

Autonomous cars can bring about changes in the ownership
of the means of transport as well. Instead of the well-known
passenger or family cars forecasts predict the spread of com-
munity owned (electric, autonomous) cars that can be
booked through an app. This solution promises the consum-
ers important savings: they can avoid the cost of buying and
servicing a car and the cost of accidents will not borne by
them, either. The number of vehicles present in urban areas
can also be decreased substantially. Some estimates indicate
that the number of cars could be reduced to one fifth if ex-
clusively those cars were in urban areas that are in use in
traffic (if people do not drive their own cars, they do not have
to park them, either). Four cars out of five are parked and
waiting somewhere for the driver to return. Other experts
underline that other conditions may rather cause an increase
in the number of cars. First, people without a driving license
can also become active in traffic (e.g. elderly with reduced
mobility). Second, the distance between autonomous vehi-
cles is shorter than between conventional cars, therefore
more vehicles will fit on a unit road surface.

In Germany, StreetScooter, the affiliate of Deutsche Post,
rents minivans on pay per minute base with a transmission
system supplied by Bosch.
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The main goal of this study is to analyse the impacts these
industry trends will have on the Hungarian automotive indus-
try and to what extent can trade unions, the government, the
suppliers, universities and other stakeholders get prepared
for them.

4.2 THE STRUCTURE AND THE
IMPORTANCE OF THE AUTOMOTIVE
INDUSTRY IN HUNGARY

Similarly, to other countries in the Eastern European region,
the automotive industry is an important sector in Hungary.
Including the suppliers, the Hungarian automotive industry
covers approximately 620 companies. This means 170,000
jobs and considering a range of 4 million jobs domestically,
the importance of the sector is indeed considerable.

The annual 8038 billion HUF added value of the sector makes
up 18% of the total manufacturing output, in other words
10% of the GDP.

The export of the Hungarian automotive industry is a quarter
of the total national export volume. 92% of the sectoral rev-
enues come from exports.

Fifteen out of the twenty largest global direct suppliers are
present in Hungary.

Structurally, the automotive industry comprises of car pro-
duction plants and multiple levels of suppliers.

Car producers in Hungary can be catego-
rised on the basis of the starting year or
the number of employees.

SUZUKI (1992-): 2700 WORKERS

In 1992, the first Suzuki Swift rolled out of the
Esztergom plant of the Japanese car manufacturer.
Since then, Swift was followed by other models on the
conveyor belt. In 2000, Wagon R+, 2003 Ignis, 2005 a
new generation of Swift, 2006 SX4 produced in
cooperation with Fiat 2008: Splash, 2010: the third
generation Swift, 2013 the SX4 S-Cross and 2015 the
new Vitara. Based on the international sales figures, the
latter has taken a lead in the sport utility vehicle ('SUV’)
category and in the passenger car segment. The
production of Swift was stopped at the end of 2016.
The Hungarian Suzuki, the Magyar Suzuki Zrt, produces
175 000 cars in a year with a range of 2700-3000
employees. With its syndicated partners, the company
implements a research and development programme of
5.3 billion HUF and develops new marketable and
competitive prototypes for passenger cars and efficient
manufacturing technologies.

Suzuki is still the best sold car in Hungary Against the
background of this study it is important to underline
that the Hungarian Suzuki company has once already
prevented its employees from unionizing. Currently,
workers are making a second attempt but the
employers’ reaction is again most radical. As yet, it is
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not clear if this attempt becomes successful and
workers unionise.

AUDI (1994-): 13,400 WORKERS

Audi launched production in the Gyér plant in 1993
with parts manufacture. In 1995, the plant started the
manufacturing of cars, specifically the TT Coupé
sports car then from 1999 the Roadster. Later, the first
model ever produced completely in Gy&r was the A3
four-door. The site has an annual capacity of around
160 000 vehicles. Audi produces 9% of the total
Hungarian export value. 2018 the Gyér plant started
the manufacturing of the Q3 sport utility vehicles and
in 2020 the Q4.

Audi stands out from domestic car manufacturers
along with its unique research and development
capacities. This type of integration of the Gydr site into
the global production chain of Audi is more complex
than it seems at first glance. The annual spending on
R&D is 48 billion HUF, which is 17.6% of the total
domestic R&D spending. This makes Audi the largest
research and development company in Hungary. (Only
Richter from the pharmaceutical industry is
comparable, any other domestic company spends at
least by an order of magnitude less on R&D.) The R&D
spending of Audi exceeds the annual budget of the
Hungarian Academy of Sciences, which employs 5400
people and has a major scientific output.

The impact of Audi on the Hungarian research sector
is yet difficult to determine. Audi has some joint
projects with the Széchenyi Istvan University from
Gy6r, they even run a department jointly: the
university trains students as reuquired by the Audi
profile. At the same time, there are no public data on
the number of Audi engineers working site in research
and development at the Gydr. The site has several
dynamometers to test electric engines and related
development is conducted jointly with the Széchenyi
Istvan University and the Budapest University of
Technology and Economics.

According to some figures from 2017, the spending on
R&D was composed of two basic parts: The R&D
spending of the plant itself is not more than 2.3 billion
HUF. The so called “external R&D" however, amounts
to 45.8 billion HUF. What the latter exactly means is
something the company does not wish to reveal to
journalists interested.™ It can easily be a form of
transfer pricing (a hidden profit exchange) with the
mother company or another foreign company from
the same holding. It is also important to see that
according to the annual report the R&D activities
reduced the corporation tax payable by 4.3 billion HUF
and Audi Hungaria was liable to pay only 786 billion
HUF.

Against that background it is difficult to define the
actual volume of R&D activities conducted in the Gyér

14 Péter Bucsky was among the first to reveal this phenomenon in his

articles published on the G7 portal.
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site. It is not difficult to imagine that the volumes are

far more modest than what the picture of the official
accounting data suggests.

The trade union in Audi is very strong and lately it has
organised a successful strike and halted the
international suppliers ‘chain of the group and managed
to receive significant wage increase.

MERCEDES (2012-): 4300 WORKERS

Production started in Kecskemét in 2012; B-Class is
manufactured here. The annual production is around
190 000 vehicles.

In 2018, the company started to build the second
factory unit which will operate in the so called ,full
flex” system: the site will be capable of manufacturing
not just a single model but several ones on demand.
This production line is also suited to produce electric
cars.

Within the frame of the Mercedes Academy, 170
students are in the dual training and 40 at a college/
university level. The company started to provide its
employees basic information on the production of
electric cars through presentations and VHS materials.
Trade unions in the Mercedes plant are very strong and
won a fight for significant wage increases.

At the same time, the global management of Mercedes
went lately through a crisis and surprisingly many of its
members resigned. A strategy of technology change
can only be set up after such global management
changes are completed. Similarly, the role of the
Hungarian site in that process can be clarified only
afterwards.

BMW (2018-)

The construction works of site in Debrecen are going on
now. More than a thousand workplaces are envisaged
with a production line of an annual manufacturing
capacity of 150 000 cars. BMW had already purchased
spare parts and services from Hungarian suppliers at a
value of 1.4 billion Euros per year.

There is still uncertainty if future workers of the
Debrecen Mercedes site can have the possibility to
organise.

KRAVTEX-KUHNE

Since 1999 the company has manufactured 2000
lightweight Credo buses almost exclusively for Volan
and for municipal transport companies. There are 100
workers in Gyér in the assembly, 340 in Mosonmag-
yarévar in the manufacturing of machinery and bus
frames. The share of domestic value added of the buses
is 75-80%. Beyond the Raba chassis the complete
frame with the assembled metal components delivered
by Kihne are also Hungarian products. Furthermore,
Hungarian products are the passenger doors (lkarus
Szegedi Alkatrészgyarto), the side windows
(OROShazaGLAS) and the windscreens (Hirschler), fibre
reinforced plastic parts (Talos), plastic flooring
(Graboplast)and a number of other raw materials and
components (Alexovics, Semperform).



The following companies stand out with
high value added among the suppliers
present in the domestic market

SCH

Produces electric and hydraulic fork heads with 1100
employees in Eger and in Maklar. The sites supply more
than 100 automotive companies worldwide. Hydraulic
fork heads will be obsolete after the introduction of
electric cars but the demand for electric fork heads will
remain.

Bosch cooperates with the University of Debrecen and
the Budapest Business School and offers students the
possibility for internship and theses. In 2017, the compa-
ny opened an automotive engineering laboratory in the
Technical Faculty of the University of Debrecen and has
funded it ever since.

Development of starting motors, generators and hybrid
motors.

In Miskolc the company manufactures hand tools and
machines for do-it-yourself use but nor the automotive
industry.

There is a strong trade union organisation at Bosch.

BO

CONTINENTAL

The Budapest site of Continental produces automotive
electronics and microelectronic circuit modules for
almost all segments of vehicle electronics, for the
Powertrain and Interior and Chassis&Safety divisions of
the group and for car manufacturers worldwide. Main
products of the factory in the capital are: electric
control units, propulsion systems, mechanotric systems,
displays and infotainment systems. The core products in
the Budapest site are the main systems for
autonomous, electrically powered and connected
vehicles. For the production of high-tech products, the
company continuously replaces the production means
and control software with the latest systems of industry
4.0 solutions. One of the production halls is fully
automated - what will make hundreds of jobs
redundant.

In 2015, Continental set up a central preparatory
department for the development and the harmonisati-
on of the various research activities focusing on artificial
intelligence. The technology company is at the forefront
of applying artificial intelligence in the automotive
industry. Next to NVIDIA Baidu, the company
cooperates with numerous other research institutes in
this area, e.g. the Oxford University, the Technical
University Darmsadt or the Madras Technical University
(India).

The ADAS unit of Continental opened a competence
centre in Budapest in May 2018 to develop deep machi-
ne learning. The company continues to upskill workers
with low educational qualifications to technicians but
recruitment has become very difficult and the
motivation of workers to learn is very weak, even trade
unions admit this. Reportedly, the company tries to
ease the lack of labour force with the employment of
workers from the Ukraine and the Philippines.
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Szeged: belts, hoses, technical rubber products
Nyfregyhaza: air springs, Mako/Vac: cooling and
heating units, fuel hoses

KNORR-BREMSE

The development engineers in Budapest presented a
pilot system for self-driving trucks.

INNOVATION

The South-Korean production company opened a
battery plant in Komarom in 2018 with a production
hall of 430 000 square meters to supply electric cars.
Mass production will start in 2020, the batteries
produced will have a capacity of 7.5 GWh and supplies
250 000 cars. The start of the second phase of the
construction works, with same capacities planned, will
depend on the quantity of the incoming orders. This is
an investment of 239 billion with 410 jobs.

SK

SAMSUNG SDI

Another South Korean producer and opened a battery
plant in God, also to supply electric cars, with an
investment of 100 billion HUF; the plant employs 600
workers. Among the Korean producers LG has the
largest battery plant in the region, in Poland
(investment value equal to 400 million HUF).

D

Chinese producer of electric buses in Komarom. BYD is
a market leader in the production of electric buses and
before 2018 it invested 6.2 billion HUF, with a
Hungarian state grant of 900 million HUF. At full
capacity and with 300 employees, the company will
manufacture 400 buses on annual bases.

BY

HIRTENBERGER

Since 2003 the company operates in Papa with 607
employees and produces primarily pyrotechnic articles
for safety devices in vehicles. Previously, they produced
seatbelt pretensioners. The company is a supplier of
Mercedes and BMW and of some other producers in
the region. A new product is the so-called activator
which in a collision will break down and make a
shell-like dent in the bonnet. This is produced in the
region for Audi and Skoda.

TAKATA
Miskolc: airbags 1000 workers

FORMEL D

Not all suppliers are producers. In Hungary, Formel D is
the proof of supplied services for the automotive
industry (preparing user manuals, redacting new
models etc.) - even if this is a rather small segment. The
company is continuously shifting and reacting relatively
swiftly to new technologies.
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Low added value suppliers

LEAR

— The Gydngyos site of Lear made 500 workers
redundant in 2018. Due to the increased wages, the
production of harnesses was no longer profitable in
Hungary. This work-process cannot be automated and
the company therefore decided to transfer the
production to Romania and the Ukraine where wages
are lower. The company was established in 1997 and
at its height, in 2004, it employed 2200 workers. The
seat cover production in Mér was closed down, as
well. For the time being, seat assembly is still in Gy&r
and employs 500 people.

YAl (YANFENG)

— The company in Papa is a joint-venture company of the
Shanghai-based Yanfeng Chinese Automotive Trim
Systems and Johnson Controls from the US. They main
products are the injection moulded interior accessories,
leather and synthetic leather upholstery (Mercedes,
Porsche, BMW, Ferrari, Fiat, Volvo and Maserati). The
products are produced manually with 1600 active
workers. The company exports to Germany, Italy,
Slovakia, Sweden and the US.

F SEGURA

— The Szolnok site of the Spanish company employs ca.
500 workers in the pressing and welding for engine and
coachwork sets.

— They site signed a cooperation agreement on
digitalisation with the Institute for Computer Science
and Control of the Hungarian Academy of Sciences
(cloud-based systems, data collection systems,
autonomous internal logistics).

REHAU

— Swiss producer of bumpers present in Hungary with
sites in Gy6r and Ujhartyan (Pest county). The company
supplies Mercedes in Kecskemét, Audi in Gyér and
Volkswagen in Slovakia.

ZF

— Eger: gear boxes

Suppliers with Kifejezetten conventional
technologies

DENSO

— Denso is partly owned by Toyota and offers specialised
services to supply cars using fossil fuels. The factory in
Székesfehérvar was opened in 1997. Currently, it
employs 4000 workers.

— The Hungarian products are all in connection with
engines with fossil fuels: fuelling systems, diesel
metering pump, pressure accumulator injection
systems, system controls, spark plugs, injectors.

OPEL

— The Opel site in Szentgotthard started to operate as a
car manufacturing factory owned by General Motors in
1992. At first, Opel Astra was produced here and in
1998 they finished with the assembly of this model.
Szentgotthard produced altogether 80,835 Astra cars
and the majority was sold in the domestic market. For
Chinese orders, they also assembled Opel Vectra cars.

— Then the site was downgraded to engine production.
This is its main profile until the present day: they
produce diesel and petrol engines and parts. 2017 the
lossmaking Opel brand in Europe was purchased by
Peugeot-Citroen (PSA) which plans to bring the
production of the 1.2 litre 3-cylinder turbocharged
petrol engines to the flexible factory. (Furthermore, they
produce similar small engines for the Tychyven factory
in Poland. The production of this range of engines can
remain in Szentgotthard till the end of the life cycle of
the relevant Opel brands (Insignia, Astra) run out, i.e.
Until around 2024.

- In total, 630 000 engines of 38 versions are produced
here on annual basis. The flex production line produces
470 000 pieces.

JOHNSON ELECTRONIC

— 1600 workers in Ozd and Hatvan. The main products of
the Ozd site are the air-conditioners for vehicles,
components of engine cooling systems, headlight
aiming, subunits of vehicle door latches and
micro-engines. Clients are BMW, Daimler, Toyota,
Renault, Jaguar, Land Rover, the VW-groups and
sub-unit suppliers like Valeo, Visteon, Mahle, Denso,
Brose and Continental. Uniguely for Hungary, there is a
complete development and testing process in Hatvan,
the site is responsible for it from the first idea to the
launch of the serial production.

— The main product of the Hatvan factory is the new
generation engine cooling modules. One of the global
targets is automation and the application of artificial
intelligence in the production processes. Both sites in
Hungary are involved in priority automation projects.
Furthermore, they produce and install ready-to-use
production lines for factories in Serbia, Mexico and
China.

— The company is actively engaged in cooperating with
local secondary vocational schools and the University of
Miskolc.

LINAMAR

— The Canadian-owned company employs ca. 2500
workers in Oroshaza and Békéscsaba. They produce
common rail direct fuel injection units.

MODINE

—  Mez6kovesd/Gydngyds: engine oil coolers, transmission
oil coolers, retarders, heat exchangers.

VERITAS

— Dunakiliti: fuel systems, oil and feed air pipes; 1200
employees.
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WESCAST

Oroszlany: exhaust manifold, turbocharger housing

4.3 TRANSITION TO THE NEW TRENDS

Suppliers must adapt themselves to the changes announced
by the vehicle manufacturers. Some global vehicle manufac
turers have already announced their Agenda for Change for
the coming years. The Volkswagen Group, in Hungary
modestly but massively present in the Visegrad region, for
example announced that by becoming a leader in the sector
by 2022 they plan to sell 27 different (VW, Audi, even Skoda)
electric cars with a projected global volume of 2-3 million cars
a year. This can be as much as the quarter of the global shares
of the group.

Against the background of our study this change is of special
interest: VW plans to concentrate the production of the elec-
tric vehicles to their domestic sites (Zwickau, Hannover, Em-
den). They project a productivity increase of 20-25%. Their
flagship site in Zwickau produces currently 300,000 conven-
tional vehicles per year, primarily Golf cars. The site uses sus-
tainable energy.

They have already started the production of electric cars at
two other sites in China: in Anting and Foshan. Production in
the US is also on the agenda.

The production of conventional cars (i.e. with combustion
engines) is fully transferred to Eastern Europe. They Group
calculates with 30 000 workers in total, which means that
the change will go along with major redundancies. In some
work phases, however, like in software development and
batteries, the number of employees can increase by a quar-
ter. The company claims that the new batteries can be
charged to 80 % in half an hour. The suppliers of VW had to
commit themselves in their agreements to use sustainable
energy in their own production, too.

A specificity of the VW decision is that it was taken in agree-
ment with the workers.

SUZUKI AND MERCEDES
Suzuki and Mercedes produce conventional cars in
Hungary. These companies have not yet made anything
public about the time scale, the regional distribution
and the timetable of the introduction of the new
industry trends.

AUDI

Audi is already producing electric cars. Its luxury electric
car ,e-tron” is first available on the market in spring
2019 and the goal is, of course, to catch up with the
predominant Tesla (e.g. 94% on the luxury electric car
segment in the US). The competitors are Jaguar I-Pace,
Porsche Taycan and Mercedes EQ. Gy&r will not be
involved in the e-tron manufacturing. Its production will
be taken to the Belgian site of the Audi group - al-
though not to Germany, but still, to a high-wage
economy.
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BMW

BMW definitely plans the manufacturing of electric cars
in its site in Debrecen. The annual capacity foreseen is
around 150 000 cars. The share of electric cars is not
known for the time being.

Suppliers

Suppliers with technology-intensive production stand out in
their capacities to adapt to the new trends of the automotive
industry.

Continental produces already today high added value
electronic and control units and deliberately shifted to
the technology of autonomous and connected vehicles.
Hirtenberger is a safety technology company. The
products developed by the Austrian mother company
and manufactured in Hungary can be of paramount
importance in the transition to autonomous vehicles.
The big question remains here the same: how will the
mother company decide about the allocation of the
production and of the production phases.

Bosch is in principle ready to supply electric cars as it
has already started to produce hydraulic and electronic
fork heads in Hungary.

These were the technology intensive examples. Probably, the
low added value suppliers can also survive, like injection
moulders, seat cover manufacturers etc. (Yanfeng). As the
case of the Lear company has shown, the labour-intensive
segment is rather under the threat of increasing wages and
less under the pressure of industry technology change.

Finally, we can clearly identify which are the suppliers in the
manufacturing of petrol and particularly of the diesel engine
components. These will be most exposed to the industry
technology change. Based on the number of employees, pri-
marily:

Opel: The former car manufacturer produces explicitly
engines with fossil fuels, which are for two models to
be phased out in a few years’ time (Insignia and Astra).
Due to its geographically peripheral location it is not
clear if the factory in Szentgotthard can retain any
production at all.

4.4 POSSIBLE TRADE UNIONS ANSWERS

After the change of the political system, the Hungarian econ-
omy opted for a model called competitive state capitalism
with dependence on foreign capital. Other countries in the
region made efforts to implement the model of domestically
owned capital and voucher privatisation which led in the ma-
jority of the cases to ‘crony capitalism’. Many countries in the
region made a shift to the Hungarian model. In this process,
they enjoyed the support of international organizations.

Competitive state with dependence on foreign working cap-
ital differs substantially from other forms of capitalism as
known in the West e.g. from the model of corporative-social
market economy. As the “variants of capitalism” research
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programme in economics underlines, the German model is
the so-called coordinated market economy in which the state
(or regional, local) actor is in close coordination with the eco-
nomic and social partners. This means in practice that the
state sets up economic development strategies to replace the
textbook case of harsh market conditions. It may even be-
come the owner of large corporations but in any case,
through the development banks it supports domestic com-
panies with funding. In cooperation with universities, re-
search institutes and vocational institutions it provides them
technology and qualified labour force. Also, it guarantees
trade unions a broad range of powers too.

Coordination, however, is not only among the state and the
economic and social partners but also within the latter group.
Employers, for example, continue to consult with the trade
unions. These parties sign at the company, the sectoral or na-
tional level multiannual agreements and define the expected
technology changes, productivity and wages development.
This is a living practice in the West and the North of Europe
and had been the same in the South before the crisis. The
German system allows elected workers’ representatives to sit
in the company board with the right to vote. “Mitbestim-
mung” is the German word for this co-determination system.

The Eastern European model of the competitive state with
dependence on foreign working capital is not only not capa-
ble of this but has no ambition to do so, either. An important
difference is that the majority of the economic partners are
not national but foreign investors. This means, among others,
that strategic decisions are not taken in Hungary but at the
mother company in Western Europe, the United States, Ja-
pan or in China. The most the Hungarian site can do is lobby-
ing through its international network to receive the possibly
highest added value production phase but it will have to
compete with numerous other sites for this. The mother com-
pany, or more developed economies with high human capital
will always be ahead. The management of a Hungarian site is
not really the negotiating partner for the Hungarian govern-
ment as it is not in the position to take autonomous decisions
on development and strategy.

This is why there was basically no coordination at all between
the Hungarian government and the multinational sector be-
fore 2010. Unlike the Western European models of capital-
ism, the competitive state with dependence on foreign work-
ing capital is not involved in strategic policy making. This
model does not have a well-considered and well-funded hu-
man capital policy (education, training, health), technology
policy, regional policy or wage policy. It expects all this from
foreign working capital - and in return it offers as cheap la-
bour force as possible, deregulation, weak union rights, low
taxes, generous tax benefits and direct public support. In-
stead of creating a joint investment platform, it is permanent-
ly competing with the other countries of the region. The
competitive state with dependence on FDI is reactive and not
coordinative.

The Orban government discontinued this tradition in its rhet-
oric but in reality, it made extensive use of it after 2010. Taxes
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were decreased continuously and multinationals received un-
precedented grants and tax benefits. The (classified) strategic
agreements that were made with (only the global manage-
ment of) multinationals investing in Hungary could in princi-
ple become a coordinative component, but according to de-
tails disclosed, these agreements are rather reactive in their
content. Which means, that the Orban government did not
overcome its predecessors, on the contrary: it deepened the
model of the competitive state with dependence on FDI. It
liberalised the labour code and with the act on overtime it
sought to ensure adequate human resources. In international
comparison, it continues to sell cheap Hungarian labour
force. It cut the funding sources for human capital and tech-
nological subsystems and engaged in confrontations with
workers of these sectors.

The relation between the government and the economic and
social partners is not coordinative. Instead of approaching the
evidenced representative organizations (VOSZ-National Asso-
ciation of Entrepreneurs and Employers, MASZSZ-Hungarian
Trade Union Confederation etc.) it created its own chambers
to keep up the appearance of negotiations. Furthermore, it
conducts ostensible “national consultations”. There seems to
be no comprehensive strategy for economic development,
legislation is the follow-up of the prime minister’s announce-
ments and there is a total of lack any policy preparation or
social dialogue.

The government does not promote the dialogue between
employers and unions. t does not encourage multiannual
agreements at the company and sectoral level but clearly fa-
cilitates capital and is radical in cutting the rights and entitle-
ments of trade unions. The government communication is
concerned about the capacities of the country to attract in-
vestments which may get lost because of the trade union
actions.

Consequently, Hungarian trade unions are not equipped with
rights that help create a cooperative and coordinated relation
with the companies. The relation of the two parties was rath-
er passive for a very long time, now it is more confrontational.
It resembles a former phase of the Western European union
movement that preceded the implementation of the coordi-
nated and cooperative model.

Against this background, the Hungarian unions cannot be-
come partners in the challenges of technology change. The
investors do not need and the government has no aspirations
to facilitate the development of such a role of the unions.
Due to the fact that the majority of the investors opted for
Hungary on the basis of its cheap labour force and the dereg-
ulated industrial relations, not even they think of trade unions
as possible strategic partners. Perhaps not to the extent we
are expecting now, but there was some improvement in the
technology of the automotive industry already. The Hungari-
an companies adapted themselves to these developments.
They updated the production processes, acquired new ma-
chines and introduced new technologies, in many cases there
was also a model change. Even in these cases, however, trade
unions did not experience any long-term vision or planning



jointly discussed by the company management and the un-
ions. Workers and trade unions learned about the plan im-
mediately before its implementation, and they were given no
chance to comment on the longer-term view. There was no
formulation of a joint vision, as the plans had not even been
shared with them. The relatively low added value of the pro-
duction in Hungary is well reflected by the fact that company
managements have never deemed it necessary to provide
longer training courses to their employees and help them get
prepared for the technology change. Shifts and changes
were always handled with one or two weeks of “instruction”,
moreover, union leaders reported that training modules that
lasted one or two weeks in Western Europe were completed
in one or two days in the Hungarian factories. This does not
only suggest the high absorption capacity of Hungarian em-
ployees, but also that the added value content of the work
they perform does not require their involvement into longer
term planning.

So, it happened that whilst car manufacturers present in
Hungary are, due to rather fortunate developments, basically
in the forefront of technology change, Hungary will not nec-
essarily benefit from this. In the course of technology change,
global actors will not involve either the Hungarian govern-
ment or the Hungarian trade unions as partners into their
decision making on localising within the production chain.
According to details acquired through litigation, the label
“strategic partner” does not mean that the Hungarian gov-
ernment was a full-fledged partner of the transnational com-
panies in the strategic decision making as we have learnt
from the famous ,Deutschland AG" cooperation of the Ger-
man federal and regional governments and the German
companies. These companies do not look at Hungarian trade
unions as their strategic partners either. There are, however,
other stakeholders of technology change. Domestic universi-
ties and research institutes could also link in the process. But
they are not strategic partners and their funding and opera-
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tion is also disrupted. As a result of the extreme centralisa-
tion, it is hardly possible in Hungary to create local forms of
cooperation on the basis of subsidiarity. Such initiatives, if
they exist, were centrally launched by the government and
their sustainability (primarily their funding) depends on the
decision of the government, as well.

4.5 CONCLUSIONS

In conclusion, we have seen that while Hungary and its mod-
el of the competitive state with dependence on FDI has for-
tunately attracted automotive companies, which may not be
leaders, but are definitely challengers in technology change,
this will not necessarily have long term benefits for the coun-
try. First: instead of building its model of organising the econ-
omy on the basis of subsidiarity, consensus, local cooperation
and strong employers’ and workers' rights and instead of fa-
cilitating joint strategic planning in a coordinated manner, this
model makes economic actors depend on decisions taken by
foreign-based production chains and does not allow them
any involvement in this process. It may well happen that sim-
ilarly to the example of Volkswagen, Suzuki, Audi, Mercedes
and BMW will also decide and implement the change to the
high added value new technology in their own national econ-
omies and in Eastern Europe they will only phase-out their
conventional production. (We have seen this in the case of
the Opel site in Szentgotthard.)

In this case, the fate of the overwhelmingly foreign owned
supply chains established in Hungary, will be sealed, too. The
goal of this study was to highlight that a part of these com-
panies are already involved in and are also capable of adapt-
ing themselves to technology change; should manufacturers
active in Hungary, however, not implement the change here,
even suppliers will lose their location advantages (like the ge-
ographic vicinity in transportation) and do nothing else than
supply foreign economic actors.
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5

THE FUTURE OF WORKERS IN THE AUTO-
MOTIVE INDUSTRY IN SLOVAKIA

MONIKA MARTISKOVA

“Of all OECD countries, automation presents the big-
gest threat for Slovakia” (TASR, 4 April 2018)

“Wage growth in Slovakia outpaced productivity
growth; the answer could be automation” (Pravda, 24
June 2018)

“Slovakia is the leader in automation, but robots
should not be seen as competition” (Trend, 1 May
2018)
5.1 INTRODUCTION

In the future, Slovakia's automotive industry will face several
challenges at the same time. Production activities will be
transformed both in their content and form, entailing chang-
es in technological processes of production along with
changes in the nature of products and in who or what will
make these products. Green and technological transforma-
tions of the means of transport and of their production op-
tions raise a number of questions concerning the future of
work in the automotive industry. As witnessed by newspaper
headlines on this theme, Slovak workers must be ready to
face changes in the content — and some of them also in avail-
ability — of their jobs. The aim of this study is to examine the
extent of these changes and present possible future develop-
ment scenarios for workers in the automotive industry.

The geographic proximity of central Europe to advanced west-
ern European countries, EU membership, low labour costs and
manpower availability made the entire V4 region a desirable
destination for foreign investment in the automotive and oth-
er industries (Kurekova 2018, Pavlinek 2017). Because invest-
ments in the region were sought by both investors and gov-
ernments, the countries started to compete for foreign
investment. When Slovakia submitted its investment invita-
tions in late 1990s and early years of the millennium, the
country suffered from high unemployment and a generally
low performance of its economy; attracting foreign investors
was therefore perceived as a suitable strategy for addressing
economic problems of the country. In that situation, invest-
ments which the country succeeded to attract involved almost
exclusively creation of manufacturing jobs, i. e. lower-skilled
and lower value-added jobs. Because this ‘assembly-line’ ap-
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proach still persists in the automotive industry, Slovakia could
be caught unprepared for the upcoming technological revolu-
tion. Introduction of new technologies is expected to bring
changes in the international division of labour, including
changes in the localisation strategies of corporations; all this
can have significant implications also for the Slovak economy.

The present study therefore analyses the current position and
the importance of the Slovak automotive industry for the
economy of Slovakia and for global economy. It maps out the
impact of technological changes on the future position of the
Slovak automotive industry and highlights the challenges its
workforce will face in the coming years in connection with
the deployment of new technologies. Based on the analysis
of the current position of producers and suppliers in global
production networks, possible scenarios are drawn up of fu-
ture development of Slovak automotive industry with regard
to its workforce, and recommendations are made for public
policies and social dialogue.

5.2 GLOBAL PRODUCTION NETWORKS
AND THE AUTOMOTIVE INDUSTRY

The analysis of Slovakia's current position in the global auto-
motive industry makes it necessary to throw light also on the
weaknesses of this important sector for the Slovak economy.
To this end, we conceptualise it through its integration in
global production networks (GPNs). The concept of global
production networks describes the functioning of produc
tion chains, which comprise not only business companies, but
also regional, national and supranational institutions, cus-
tomers, as well as trade unions and other interest groups
(Henderson et al. 2002).

By including a wider range of actors who influence the deci-
sion-making of multinational corporations, this concept
makes it possible to analyse the relations between the various
actors and their power relations. The relations between these
actors are not equal because each of them controls different
amounts of key resources (capital, know-how, knowledge,
skills, natural resources or market size) and also because of
different mobility of individual factors (e. g. capital is much
more mobile than people); moreover, their activities and re-
sources are unevenly distributed in space (Dicken 2007). In
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Table 1

MULTINATIONAL
CORPORATIONS

Actors in global production networks

CHARACTERISTICS

Strong position due to their
ability to coordinate processes
and transactions in GPNs
without having to own entities
that are subject to their influence

Territorial unit in which
corporations localise their
activities

WORKERS (INCLUDING
TRADE UNIONS)

Considered as the production
factor, value creation component
of lesser significance

Much less mobile than capital

CONSUMERS Consumers of final products
Purchasers of semi-finished
products for manufacturing in

supply networks

CIVIL SOCIETY, NON-PROFIT
ORGANISATIONS, INTEREST
ASSOCIATIONS

Local, national and transnatio-
nal associations (environmental,
workers' rights advocacy,
employers’ and other
associations)

Source: Drawn up by the author according to Dicken (2007)

SOURCES OF POWER

Ability to benefit from
geographic differences in the
distribution of production
factors Capital mobility, ability to
relocate resources

APPLICATION EXAMPLES

Amount of investment in the
given territory

Localisation and relocation
decisions depending on

value-added creation activity

Power to ‘regulate’ and
‘manage’ inflow and
maintenance of global capital on
its territory

Creating conditions for foreign
investors

Supporting local actors, transfer
of know-how

Supporting improvements in the
status of domestic companies

Legislation and tax collection
Education system setup

Education level Consultation, collective
bargaining, strikes
Possibility and ability to form
trade unions International cooperation
Legal guarantees of rights Tripartite national and
sectoral actions
Knowledge of local

environment, employee needs,

lobbying

Consumer behaviour, influence
of marketing
Ecology

Variability of preferences
Purchasing power of consumers

Global cooperation

Pressure actions, confronting
multinational corporations
(e. g. as regards working
conditions)

Campaigns, media outreach,
national and international
lobbying

this connection, Table 1 presents the actors and the sources
of their power, i.e. variables determining their position in
global production networks and their power to change this
position. This categorisation is particularly important for es-
tablishing mutual interactions between the actors and their
power to influence the development, which will be relevant
for drawing up recommendations in Chapter Four of this
study, analysing different development scenarios and roles of
individual actors.

The automotive industry is organised globally but, at the
same time, it is still regionally localised and has a fragmented
structure of individual production tasks. This means that it
creates a dense network of suppliers with the dominant po-
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sition of final car manufacturers and tier 1 suppliers'™ who
determine the conditions under which they buy products
from lower-tier suppliers, and thus also largely determine the
profits of the latter. Moreover, in addition to manufacturing,
tier 1 suppliers and final manufacturers (OEM) have also their
own research and development and product design capabili-
ties, and participate in the distribution and sale of products to
final customers, i. e. in the activities with higher val-

15 Tiers in the automotive industry refer to the level of supply sophisti-
cation where tier 2 and tier 3 suppliers carry out less sophisticated
production activities than tier 1 suppliers who supply complete au-
tomobile components (such as doors, seats, electronics etc.) for final
manufacturers denoted as Original Equipment Manufacturers (OEM).
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Figure 1

A

Value added

Value added creation in the traditional and the digital value chain

Traditional manufacturing value chain

Digital manufacturing value chain

R&D Design Logistics Production Logistics Markting Services
(inbound) (outbound)
| |
Advanced industrial robotics (AIR)
Game
changers’ | |
effects

Industrial internet of things (lloT)

Source: Eurofound 2018

Additive manufacturing (AM)

ue-added than manufacturing alone (Figure 1). The crea-
tion of value added thus determines the position of individual
functions in the production chain, the power position of indi-
vidual companies and their working conditions (Gereffi and
Sturgeon 2009). In Slovakia, as will be shown later, there is
enormous dominance of manufacturing activities, which
places production plants in a dependent position and means
less favourable working conditions for employees.

The concept of global production networks also describes
the ways of how to achieve transition from low val-
ue-added production to more sophisticated produc-
tion and higher value-added activities at company lev-
el, which could be the right way for Slovakia to obtain
long-term benefits from the presence of foreign investors.
There are several ways of achieving the ‘upgrading’, i. e.
the shift from low value-added to higher value-added activi-
ties; they depend on mutual interactions between compa-
nies, multinational corporations, the state, regional repre-
sentatives and interest groups of employees (unions) and
employers, and other organisations. The various forms of
upgrading and their implications for public policies are listed
in the table below (Table 2). The ways of achieving individual
types of upgrading are discussed in Chapter Four of this
study, which presents various scenarios of possible develop-
ment and the role of actors therein.
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Upgrading applies to both domestic manufacturers and
branches of foreign companies. The introduction of new
technologies which, at the first sight, may seem to be tru-
ly revolutionary, is nothing new in this regard. New technol-
ogies can be seen as available technologies which, if prop-
erly implemented, may improve production effectiveness
and lead to new product development. Thus, from the up-
grading point of view, the introduction of new technologies
represents the desirable state, especially if it leads to en-
hancing the competitiveness of the given location and of
the given plant by means of factors other than low labour
Ccosts.

However, a truly revolutionary consequence of techno-
logical changes will be the change in the distribution
of added value among the various activities of the pro-
duction chain; as a result, value added in the production —
the predominant activity of companies in Slovakia — will be
further falling, while recording growth in the pre- and
post-production activities (Figure 1). This is one of the main
reasons for the potential of new technologies to significantly
change localisation strategies of companies and the interna-
tional division of labour. If Slovakia fails to sufficiently engage
in activities with higher value-added in the production chain,
it could face the loss of jobs, wage stagnation and compre-
hensive transformation of work activities. The following sec-
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Table 2

Forms of upgrading and public policy implications

UPGRADING TYPE

Process-based

Product-based

Intersectoral

Functional

EXAMPLE

Increasing effectiveness
of production or
development processes,
e. g. by introducing new
technology or new
software enabling more
effective organisation of
production

Introducing higher
value-added product or
service

Use of the acquired
know-how for the
production of own,
competitive goods and
services, e. g. in a related
industry

Introducing higher
value-added activities,
such as research and
development in a
company that has
performed only assembly

DISSEMINATION

Common in a majority of
GPN companies

Less frequent than
process-based, but
process improvement
may lead to the
production of more
sophisticated products

Occurs exceptionally

Not frequent

PUBLIC POLICY
IMPLICATIONS

Creation of
pro-innovation and
stable institutional and
legislative environment

Creation of
pro-innovation and
stable institutional and
legislative environment

Depends mainly on skills
of managers and
employees, but can be
actively supported e. g.
by subsidies, export
promotion, or by
creating clusters and
fostering cooperation

Promoting excellence in
higher education,
supporting cooperation
between research
institutions and
companies

SUCCESS FACTORS

Successful introduction
of new technologies,
competences and
capacities of local
management and local
workforce

MNC strategy,
competitiveness of the
plant

Quality public
institutions, national and
local strategies for the
development and
support of strategic
sectors, ability to identify
these sectors

Quality public
institutions, national and
local strategies for the
development and
support of strategic
sectors, ability to identify

operations

Source: Blazek, Uhlif (2011), ‘Success factors’ column added

these sectors

tion will present basic characteristics of the automotive indus-
try in Slovakia.

Slovak automotive industry — basic char-
acteristics

Record production of cars in Slovakia reflects the dominant
production function of this sector in the location, with
marked prevalence of foreign-owned companies. Among the
V4 countries, the volume of passenger cars manufactured in
Slovakia is topped only by the Czech Republic, and Slovakia
is the world leader in the per capita passenger car pro-
duction. Slovakia makes no other motor vehicles than pas-
senger cars, but the neighbouring V4 countries have at least
partly diversified their production in this sector — passenger
cars and delivery vans being made in Poland (as the only EU10
country), buses in the Czech Republic (33% of EU27 produc
tion) and lorries in Hungary (70% of EU10 production) (see
Charts 1 and 2). Slovakia makes around 25% of passenger
cars in EU10 countries; in Europe as a whole it is 6%.
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The share of the automotive industry in total exports is as high
as 26%. The dependent position of the Slovak automo-
tive industry is witnessed also by the narrow diversifi-
cation of export target countries. More than 50% of total
output goes to three European countries, 85% to only five
European countries, one third of exports goes to Germany,
14% to France, 13% to the United Kingdom, and 6% each to
Spain and Italy (Chart 3). This narrow export orientation main-
ly to a few EU countries makes the Slovak automotive industry
dependent on global economic developments that the coun-
try can hardly influence, as it was shown for instance during
the economic crisis in the post-2008/2009 period.

Out of the total of some 400 companies operating in the in-
dustry, 57 are tier 1 suppliers, 79 tier 2 suppliers and 83 tier 3
suppliers; in 2018, 129 companies had 50 or more employees
(Statistical Office of the Slovak Republic [SUSR] 2018). Most
of these companies are foreign-owned; domestic firms
operate mainly in lower tiers of the supply chain. From
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Chart 1
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this perspective, foreign capital in Slovakia holds a very high
share of the created value-added, amounting to around 60%
in industrial production as a whole and to as much as 93% in
the automotive sector (Pavlinek 2017).
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The Slovak automotive industry unquestionably holds a piv-
otal position in the Slovak economy with its approx. 5% share
in the GDP (Slusna and Balog 2015); in the broader sense,
when including also other sectors with linkages to the auto-
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Chart 3

Shares of Slovak automotive industry exports to EU countries in 2016
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Source: ComExt database (Eurostat), drawn up by the author
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Table 3
Entities in the automotive industry

2015 2016 2017 2018
Small (0 to 49 workers) 124 18 144 183
Medium-sized (50 to 249 workers) 76 75 76 76
Large (250 or more workers) 53 52 62 62
Self-employed (in thous.) 70 67

Source: SUSR

motive, this share may be as high as 13% (Luptacik et al.
2013).

However, in the broader context of production networks,
Slovakia belongs among ‘integrated peripheries’, i. e.
production locations with prevailing low value-added pro-
duction situated in countries with cheap labour and geo-
graphic proximity to important markets (for instance, Mexico
is integrated periphery for the United States and the CEE re-
gion is integrated periphery for Western Europe) (Pavlinek
2002, Humprey and Memedovic 2003). Slovakia became in-
tegrated periphery mainly due to its proximity to large west-
ern European markets, low costs of production, especially

16 Locations with the predominant production function are sometimes
called also ‘assembly platforms’; this term, like the term integrated
peripheries, refers to locations with then almost exclusively produc-
tion function and dependent position in GPNs (e.g. Pula 2018).
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low labour costs, satisfactory infrastructure which is impor-
tant for supply networks, and not least because of govern-
ment’s investment incentives. At the same time, these are
the factors which could keep Slovakia in a long-term
dependent position of integrated periphery with weak
prospects of transition to higher value-added activi-
ties (Pula 2018, Pavlinek 2019). The next section will there-
fore consider the situation of workers, the role of trade un-
ions and of the state, and their mutual interactions in
connection with achieving higher value added in the produc
tion chain.

The state and global production net-
works

Slovakia entered the competition for attracting foreign direct
investment with very aggressive bids which included, besides
tax holiday incentives and construction of road infrastructure,
creation of foreign-language schools or building luxury ac
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commaodation for managers (Pavlinek 2017). For instance, the
price paid to KIA company per job created was more than
75,000 EUR, and Slovakia provided similar support also to key
suppliers of the company. The support provided to the latest
Jaguar Land Rover (JLR) investment is estimated at 44,600
EUR per supported job. This support, however, does not in-
clude construction costs of the industrial park that will be
used mainly by the carmaker.”

The state has thus played and continues to play an important
role in attracting foreign investors to building industrial pro-
duction capacities in Slovakia. Horner (2017) distinguishes
four basic types of state interactions with multinationals in
GPNs: facilitator, regulator, producer and buyer. The strategy
of attracting foreign investors, actively deployed by Slovakia
for several decades, is connected with the first function, i. e.
that of facilitator; it comprises the provision of subsidies and
tax incentives, but less support is provided for investment in
research and development and for the education system. The
argument for this strategy is that a location achieves deeper
integration in global production networks primarily through
the transfer of knowledge from foreign companies to local
workforce and domestic producers, and that spatial proximi-
ty is therefore sufficient. However, research has revealed that
the level of interactions between branches of foreign
companies in Slovakia and domestic companies is very
low (Pavlinek 2018) and, moreover, domestic companies are
almost exclusively tier 2 or tier 3 suppliers, situated at lower
levels of suppliers’ hierarchy, with less favourable upgrading
prospects (Rugraff 2010, Pavlinek 2018). The state has thus
facilitated the presence of production in the territory of Slo-
vakia, while doing less to strategically contribute to improving
the position of its territory in GPN.

Slovakia's investment in research and development has long
stood at 1.13% of the GDP, one of the lowest levels in EU
countries. Yet, development forecasts indicate that
there is an inverse relationship between the level of
education and the threat to jobs from automation,
since most low-skilled jobs can be automated. In addition,
state investment support is almost exclusively granted to pro-
duction companies. For instance, in 2017 the governmental
SARIO agency supported 15 investments which created
3,056 jobs, but only 2% (74 job positions) of them in the re-
search and development (R&D) sector. The amount of sup-
port per one R&D job was 20,000 EUR compared with 37,000
EUR per job created in the automotive sector (INESS 2017).

Low support for R&D is the consequence of the lack of a
clearly defined innovation support strategy, but is also con-
nected with the high concentration of assembly plants and
their need to expand production capacities. In other words,
most applications for investment incentives are submitted by

17 The cost per job created by PSA was 44,000 EUR, compared to
42,000 EUR for Huyndai in the Czech Republic or 32,000 EUR
for TPCA, also in the Czech Republic (Kolesar 2007). The current
LandRover investment is a similar story, where total cost per job cre-
ated can climb up to 214,000 EUR, if including industrial park const-
ruction costs.
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companies that are already operating in Slovakia (67% in
2017), and support is the most often granted for production
expansion purposes. Slovakia, similarly to many other
small economies, is thus suffering from ‘path depend-
ency’; this means that because of the lack of adequate re-
search and development capacities and lack of adequate sup-
port for innovation creation, it stays on the chosen path of
industrial production. The biggest obstacles to innovation in
small regions, which also include Slovakia, are linked to the
inability of individual actors (researchers, companies, political
representation, non-profit sector and trade unions) to coop-
erate, inadequate orientation to applied research, and to the
lack of funds (Blazek & Csank 2016). Cooperation between
schools and employers in Slovakia takes place mostly at the
level of secondary schools and has the form of dual educa-
tion and of cooperation at regional level. Cooperation with
universities has mainly the form of student internships, and
low cooperation in concrete research and development pro-
jects reveals a gap in dual education at higher education
level (GandZalové et al. 2018).

In October 2018, the government approved a set of 35
measures designed to help implement Industry 4.0. In
the area of research, development and innovation promo-
tion, emphasis is laid on supporting the links between indi-
vidual actors and on creating favourable conditions for inno-
vation. What is, however, missing is a change in the provision
of state subsidies to investors and their new focus on higher
value-added investments. In the labour market and educa-
tion fields, the strategy outlines as many as 14 measures, fo-
cused mainly on the system of education and on school grad-
uates. It contains also a measure on supporting lifelong
learning, including the tripartite dialogue on appropri-
ate implementation of lifelong learning, but no concrete
strategy has been yet proposed. Despite the fact that lifelong
learning is an important component of the preparation of the
today's working population for technological changes in the
production, Slovak workers' participation rate in lifelong
learning is very low —only 3.4% in 2017 compared with 9.8%
in the Czech Republic, 6% in Hungary, 4% in Poland and
11% in EU28) (Eurostat 2018, trng_Ifse_01). The govern-
ment-approved Smart Industry Strategy identifies most prob-
lem areas of state policies aimed at maintaining foreign in-
vestments, but the state continues in its role of the ‘host’ to
global capital, without a clearer vision and a more pro-active
diversification of the national economy.

Summary: Position of Slovakia in global
production networks and the role of the
state

Based on the above figures and statistics, key characteristics
of the automotive industry in Slovakia can be summarised as
follows:

— In global production networks, Slovakia is placed in the
category of integrated periphery countries, referred to
in literature as countries with very limited prospects for
climbing up from that position

The automotive industry as a sector has great economic
significance, contributing with as much as 13% to the



GDP creation and with as much as 26% to total
exports

— The sector has the highest presence of foreign
companies whose share in value-added creation is as
high as 93%; total number of companies operating in
the sector is 388

— Only 12% of all supply chain companies have their own
research and development; 60% report they are not
engaged in any research

— Only 4% of companies consider setting up research
centres in Slovakia

It follows from the above that Slovakia's integration in global
production networks takes place almost exclusively in the
field of production, i. e. in low value-added activities. Re-
search and development activities that could ensure transi-
tion to higher value-added activities are conducted in only a
few dozen companies; moreover, public policies have long
failed to address support for R&D. High concentration of for-
eign capital with weak links to local suppliers constitutes a
problem from the perspective of future development of the
industry; on the other hand, competition inside corporations,
which also involves their Slovak branch companies, forces
them to constantly streamline their production and introduce
new technologies.

5.3 WORKERS IN THE SLOVAK
AUTOMOTIVE INDUSTRY

Employers and politicians often invoke ‘skilled labour’ as one
of the reasons for arrival of automotive producers and suppli-
ers to Slovakia. On their arrival, early investors (such as
Volkswagen in Bratislava) were building on the local car-mak-
ing tradition, but the producers who came later on were
bringing ‘green field' investments, and the reference to qual-
ified workforce is thus more often related to technical skills
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and ability to learn in the production processes (Pavlinek
2018). Only to a lesser extent is workforce qualification relat-
ed to higher value-added activities in the automotive indus-
try, especially in R&D.

With the arrival of carmakers and their subcontractors, em-
ployment in the industry was rising to reach the current
126,000 persons (5% out of total employment; employees
plus self-employed) according to NACE classification (C29). In
the years 2015 to 2017, employment in the sector recorded a
continuous year-on-year growth of around 5%.

In spite of the growth of employment in the sector, employ-
ers estimate that by 2020 there will be a labour short-
age of around 14,000 persons (ZAP 2017). At the same
time, 82% of companies consider the lack of labour to be the
highest risk factor for the decline in sales (PwC 2018). The
arrival of foreign workers thus became one of the instru-
ments for addressing that shortage. In 2018, around
50,000 workers from abroad worked in Slovakia, ap-
prox. 30% of them in the production; as of September
2018, the number of Serbian employees alone recorded a
year-on-year increase by around 8,000. Working conditions
of low-skilled foreign workers are often less favourable than
those of local workers, mainly because they are recruited
through third parties (employment agencies) which are not
properly supervised. Besides importing workers from abroad,
companies have lately turned to robotics (for more details
see Chapter 5.5).

Imports of foreign labour and flexibilization of work in re-
sponse to fluctuations in demand opened up the space for
the rise of agency employment. In the post-crisis develop-
ment, the number of temporary agency workers kept grow-
ing and, for a number of years, agency employment became
the primary recruitment method for employers. In 2016, the

Chart 4
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automotive industry employed 72% of around 57,000
agency workers in Slovakia (Kahancova 2016). The boom of
agency employment was fuelled, besides the demand of
companies for this type of employment, also by the lack of
adequate legal protection and the even less adequate super-
vision from the side of the state. A growing number of
workers from abroad are being currently employed through
temporary employment agencies. Because their working
conditions depend on third parties, they are less transparent
and less easy to be controlled for compliance with Slovak
labour legislation. At the same time, however, increased leg-
islative protection of agency workers introduced over the
last decade brought their number slightly down and made
their working conditions more equal, especially in unionised
companies.

Concerning the structure of employment by skill level, vast
majority of employees in the car industry are blue-col-
lar production workers. In Slovakia, the share of workers
with higher education in the production sector is around
14.4% of total workforce, compared with around 18% in the
Czech Republic (Eurostat 2018). Research and development
engagement of Slovak car companies is very low even in
comparison with the neighbouring countries. In 2015, the

number of R&D staff in Slovak automotive companies was
only 795, in comparison with 3,682 in the neighbouring
Czech Republic and 108,134 in Germany (EUROSTAT 2018). It
is thus not surprising that the contribution of highly skilled
workers to value-added creation is only around 2%,
while in Germany it is 34% (Slusna and Balog 2015). As many
as 60% of companies in this sector have no own research
and development, 25% participate in the corporation’s R&D,
and only 12% of research results are destined to be used also
by third parties (PwC 2018). Even more alarming is the fact
that only 4% of companies that do not have research yet
consider its introduction in Slovakia (PwC 2018).

Wages in the sector

Economic boom and labour shortages of recent years have
had a major impact on significant wage increases in the in-
dustry. Since 2008, wages in the industry almost doubled.
Average wage in the industry stands currently at 1,520 EUR
(2Q 2018, SUSR 2018) and nominal wage growth has recent-
ly come close to 10% (Chart 5).

Although, on the whole, wages in the sector exceed the av-
erage wage in the country, they amount to only about one
half or even less of wages in Western European countries.

Chart 5
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The reason for this situation is the low value-added of em-
ployees’ work connected mainly with the high share of capi-
tal in value added (Myant 2018). This is confirmed also by
other Eurostat data according to which the value of produc
tion per employee in the Slovak automotive industry repre-
sents 80% of the value generated in Germany; however,
value-added of a Slovak employee’s work is only 11%
compared with 28% in Germany (Chart 7). This is con-
nected with the large share of capital in value-added creation
and also with low wages in the sector. According to Eurostat
data, value added per employee in the Slovak automotive
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sector in 2016 was 41,000 EUR. In comparison, value added
per employee in Germany was 123,700 EUR (Chart 6).

Position of trade unions in the Slovak
automotive industry

The presence of companies with the almost exclusively pro-
duction character makes it more difficult for trade unions to
push for better working conditions, especially because of the
low share of value added by work in the total created value,
as suggested in the previous section. It is also one of the rea-
sons for vastly different wages from Western Europe.

Chart 6
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Chart 8
Wage increases under collective agreements

10

8.65%

8.10% 8.03%

6.50%

6.30%

6.00%

4.80%

4.20% 4.00%

4.70%

3.62% 3.80%

2.40%

2009 0% , 0% |

3.20%
2.30%

2011 2013 2014

2015

2017

2018 2019

-5.05%

I:I KIA

Source: Drawn up by the author

- PSA

The social dialogue and collective bargaining in the automo-
tive industry are conducted at sectoral level with the partici-
pation of OZ KOVO and the Union of Engineering Industry in
Slovakia (ZSP). The umbrella organisation for companies in
this sector is the Automotive Industry Association (ZAP),
which is a member of ZSP, but does not conduct autonomous
collective bargaining. This means that since there is no sepa-
rate social dialogue at sectoral level in the automotive indus-
try, its working conditions are governed by sectoral collective
agreement concluded for the machinery sector. This deter-
mines the extent of agreed working conditions where the
higher-level collective agreement is adapted to working con-
ditions in the operations of domestic producers with lower
value-added. Minimum wage tariffs set out for the ma-
chinery sector are thus almost one half lower than fi-
nal producers’ wage tariffs, and are barely higher than
minimum wage rates under the law (Martiskova&Sedlak-
ova 2016). In 2017, company-level collective agreements in
the machinery sector covered around 7% of companies with
more than 50 employees (i. e. 92 companies out of 1,294
medium-sized or large companies, source: ePraca 2017). The
unionisation rate of machinery sector workers was, on the
average, around 10%; the ZPS represents around 20% of
employers in the sector. Separate data for the automotive
industry are not available.

The weakened sectoral social dialogue thus means for
both the workers and the trade unions that negotia-
tions on real improvements in working conditions
must be conducted at company level; this implies high-
ly diversified working conditions in the industry and a
weaker position of trade unions. Moreover, there is a
trend in recent years towards trade union fragmentation, as
witnessed by the withdrawal from OZ KOVO in 2016 of the
Volkswagen trade union, its largest member. Among the rea-
sons for the withdrawal were, besides personal differences,
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divergent views on workers’ unionisation and on the provi-
sion of services'™. A new trade union confederation — the
Joint Trade Unions of Slovakia (SOS) — was created in 2018,
bringing together unions from automotive, healthcare, edu-
cation, police and other sectors, with the ambition to stand
as a social partner'. The weakening of social dialogue at sec-
toral level is also the reason for social partners — both trade
unions and employers — to submit more frequent proposals
for legislative amendments at the national level in response to
specific problems at plant level. It is also the reason for fre-
guent changes in the Slovak labour law.

Also thanks to the economic boom of recent years,
trade unions have been able to obtain wage increases
and to achieve more equal working conditions for precarious
employees (Kahancova 2016). The best results have been
obtained in wage negotiations with final manufactur-
ers, collective agreements concluded in 2017 and 2018
providing for a 4 to 8% annual wage growth (Chart 8).
Trade unions achieve improvements in working conditions
both by means of company-level collective agreements (e. g.
by regulating benefits for agency workers or by direct appli-
cability of collective agreements to agency workers) and by
means of legislative amendments (for instance, stricter re-
guirements for employment of agency workers under the
2015 Labour Code amendment).

As regards further development, trade unions will face sever-
al challenges that will force them to change their strategies
on striving for decent working conditions in the automotive
industry in Slovakia. The first such challenge is the growing

18 Source: Interview with the representative of the organisation in No-

vember 2017.
https://www.teraz.sk/ekonomika/pat-odborovych-organizacii-vytvor-
il/356570-clanok.html
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proportion of foreign workers, especially those from non-EU
countries; the second major challenge consists in the intro-
duction of new technologies and the threat of rising structur-
al unemployment; and the third challenge involves their ac-
tive participation in the debate on digitalisation and
automation, especially in connection with the retraining of
workers.

Summary: Workers in the automotive
industry in Slovakia

Basic characteristics of employment and of work in the auto-
motive industry in Slovakia can be summarised as follows:

The sector is important for the economy not only
because of its contribution to the creation of GDP but
also from the employment perspective. The number of
people working in the automotive industry, including
the self-employed, is around 126,000, i. e. around 5%
of total employment

The sector currently suffers from the shortage of
labour; the lack of labour in the next three years is
estimated at 14,000 workers

The share of highly qualified workers in the sector is
around 14%, with only 795 persons working in
research and development. The contribution of highly
skilled work to value-added creation is only 2%

The term ‘qualified workforce’ refers more often to
flexible workforce capable of learning and of working
at different manual positions depending on the current
needs of manufacturers

Employee’s value-added represents 11% of total
created value

Automotive industry workers are covered by the
higher-level collective agreement concluded for the
machinery sector

Unionisation rate in the sector is around 10%;
employers’ associations represent around 20% of
companies in the sector

The trade union fragmentation taking place in recent years
has also weakened the voice of the workers. Moreover, low
unionisation rate of workers means that trade unions are not
able to push for more substantial improvements in working
conditions although, mainly because of labour market short-
ages, they have achieved some success in recent years. State
investment subsidies have greatly influenced and continue to
influence the mix of work opportunities where a dominant
position is held by production jobs. Employers’ cooperation
with schools focuses on secondary vocational education (du-
al education) and less so on research and development coop-
eration with universities, which is rather limited.

5.4 THE SLOVAK AUTOMOTIVE SECTOR
ON THE THRESHOLD OF THE FOURTH
INDUSTRIAL REVOLUTION

The Slovak economy’s dependency on the automotive indus-
try raises several questions: Is Slovakia's position in global
production networks sustainable or is there a risk that car
manufacturers would leave for other countries with cheaper
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labour? Or, conversely, is there a way of how to climb up the
value ladder? And if it exists, how is such upgrading to be
achieved? Moreover, digitalisation and automation of pro-
duction give rise to additional questions in connection with
changes in production processes and their impact on the
character of work. Will production plants be fully robotised?
Will it be possible to have absolute control over workers?
What changes will take place in the pace of work and in
knowledge intensity? To answer those questions, this section
first gives a brief overview of the trends in the technology
deployment field and of the trends in the management of
multinational corporations to which most major automotive
companies in Slovakia belong, followed by a discussion on
implications for work quality and quantity, and on other po-
tential challenges that will be faced by the workers.

Digitalisation and automation of the
industry in Slovakia

In the context of the fourth industrial revolution, new tech-
nologies and innovations constitute the decisive aspect of the
development of companies and improvement of their posi-
tion in the value chain. Technologies make it possible to
shorten production cycle times by better aligning the devel-
opment, design and production stages, thus triggering
changes in the management structure of manufacturing
companies (Ferreira et al 2017). Key motivation for introduc
ing new technologies in the production is the reduction of
costs and thus the most effective (the leanest and the fastest)
production. This objective of implementing innovations is
certainly not new, but what is new is the extent of these
changes. Experts and observers agree that this wave of intro-
duction of new technologies significantly transforms the
work environment, the content of work and the number of
job positions (Eurofound 2018).

The introduction of new technologies in Central and
Eastern European countries takes place at a slower
pace (Doerrenbacher et al. 2017). This is due, on the one
hand, to the low cost of labour which acts against the inten-
sive introduction of technologies which reduce the number of
workers and, on the other hand, to the lack of autonomy of
local branches or lack of experience of the management with
implementing new production processes. Conversely, the ar-
gument that speaks in favour of introducing new tech-
nologies is the high share of export of the companies’ out-
put, forcing them to maintain their competitiveness against
foreign companies (Pula 2018). Another reason for introduc
ing new technologies are labour market shortages experi-
enced over the last few years, and the need to synchronise
technologies across the corporation and production chain.

According to a survey conducted among Slovak machinery
and electrical engineering companies, 40% of companies
have not yet started deploying new technologies, and
only 8% of them developed and are implementing their own
Industry 4.0 strategy (Industry 4UM, 2017). The software for
monitoring the process of production and its coordination
with suppliers (Enterprise Resource Planning — ERP) is used by
41% machinery companies compared with 65% in Germany.
Customer behaviour monitoring software (Customer Rela-
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tionship Management — CRM ) is used by 25% of companies.
Although the robotisation rate is significantly lower than in
Germany, it is the highest among the V4 countries (Chart 9).
The area where Slovakia lags the most behind is the number
of scientists and engineers; this suggests that most technolo-
gies are deployed in Slovakia in order to synchronise produc
tion processes across branch operations and originate in par-
ent multinational corporations, and that the share of own
research is very small.

Because of the dominant position of production com-
panies in the Slovak economy, the estimates of the fu-
ture rate of job automation in Slovakia are among the
highest. According to the OECD study, as many as 33% of
jobs in Slovakia can be automated — one of the highest num-
bers in Europe (Arntz et al. 2016). In the entire industrial pro-
duction sector of Slovakia there are around 1.30 robots per
100 employees, compared with as many as 3.32 robots in
Germany. These numbers are higher in the automotive indus-
try, with 11.62 and around 4.70 robots per 100 employees in

Germany and Slovakia, respectively (IFR 2018). In compari-
son with the V4 countries, the robotisation rate of Slo-
vakia is the highest already now. But new technologies
are not only about robotics as they also include process auto-
mation (e. g. in the logistics) or completely new technological
processes, such as additive manufacturing or the use of 3D
printers.

On the whole, it can be noted that most routine operations
(both manual and non-manual) will undergo a certain degree
of automation. The introduction of new technologies can be
observed in the following three directions (Eurofound 2018):

1) Automation of work, i. e. replacement of human
labour with robots in the production and the logistics
(e. g. collaborative robots, autonomous warehouse
trucks or automated internal logistics of plants).

2) Digitalisation of manufacturing and associated
processes using sensors and enabling the collection of
data concerning all levels of management of branches

Chart9
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and of the corporation as a whole (internet of things,
big data, additive manufacturing or 3D printing)
3) Working through online platforms

All three uses of new technologies bring a reduction in the
number of workers in stereotypic jobs and increase the de-
mand for highly skilled job positions, called also ‘complex’
positions. Of special relevance for the automotive industry
are the first two uses which will have a significant impact on
the production practices and on job tasks of workers; they
will be therefore discussed in more detail below.

In connection with introducing new technologies in the auto-
motive industry, Doerrenbacher et al. (2017) identified several
trends of their introduction by companies, especially within
the framework of multinational corporations, which have an
impact on their working conditions:

1) Introduction of technologies designed to support
the maintenance of ‘lean’ processes and their
standardisation, in the framework of both the
corporation and the supply chain, creates pressure on
the performance especially by accelerating the pace
of work, as well as also by reducing human work
(e. g. the use of welding plants by most carmakers). The
character of work is being polarised, i. e. it is
changing either in the direction of simplification
(attendants of automated machines and robots,
so-called machine feeding jobs) or, on the contrary, in
the direction of skills upgrading needed to understand
and operate new technologies.

Outsourcing, which the new technologies enable
extending from production processes (supply chain
fragmentation) to support services (business process
outsourcing), for instance in the HR field (such as
automated centralisation of the selection of suitable
applicants, centralisation of recruitment activities in a
few locations, accounting processes and others), leads
to the reduction of support service staff in branch
operations of corporations, but also to increasing the
intensity of work performance, mainly due to tighter
time schedules and the need to cooperate with
colleagues from around the world.

Control of workflows, standardisation of work
processes and of work performance by means of
electronic systems which, until now, have been used to
collect financial and capital flow data (e.g. the most
widely used system is SAP). However, these systems
make it also possible to oversee workers and their
performance, and have an impact on the entire field of
human resource management. Local HR specificities,
local needs, and workers' habits are therefore expected
to receive increasingly less attention in favour of
standardised management of human resources of
multinational corporations.

IT systems and process standardisation lead to the
collection of big data and enable their rapid analysis;
this, in turn, has the effect of administrative staff
reductions and of extensive control over all production
processes and workers' performance.
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Introduction of new technologies thus has and will continue
to have an impact on both the quality of work and the quan-
tity of workforce. Forecasts of quantitative consequences,
i. e. job reductions with regard to workforce structure, have
already been mentioned. But equally important are the con-
sequences of changes in work processes for the manner in
which the work is performed. The consequences of new
technologies may include increased control over work
processes, i. e. also over human work (down to the level of
individual movements, keystrokes etc.), production effi-
ciency improvements (maximum use of working time, fast
and efficient work), and acceleration of the pace of work.

New technologies will also bring a reduction of physically
strenuous and repetitive jobs, jobs harmful to health, as well
as polarisation of jobs, with a majority of highly quali-
fied, complex jobs on the one side and low-skilled or
even primitive jobs like simple machine operator jobs
with very low added value on the other side. There will be an
increased demand for workers capable of handling complex
and non-routine tasks, and the more workers will be able to
take part in this process, the higher will be their position and
added value. For workers in the digitalisation era this mainly
implies the need for retraining and the ability to learn and to
accept changes.

Other trends in the automotive industry
New technologies will change not only the process of pro-
duction, but also the types of products and customer behav-
iour. These trends are very difficult to predict — much will
depend on changes in consumer behaviour and in the regu-
lation of the sector (Eurofound 2018).

Motor vehicle, especially passenger car transport, is
one of the chief sources of high CO, air concentrations,
especially in the cities. This is the reason for the pressure to
reduce CO, emissions to the lowest possible level, together
with restrictions on private passenger transport as such.
Among the current discussions on this topic it is important to
mention the European Commissions’ proposal for a regula-
tion of October 2018, calling for an up to 40% reduction of
emissions from motor vehicles manufactured after 2030. As
Slovak automakers consider this goal to be very ‘harsh and
almost infeasible’, Slovakia was pushing for a 30% reduction
(Pravda.sk 2018). The pressure on greener transport will result
in the transformations of production, most probably towards
hybrid or fully electric cars; combustion engines will, howev-
er, continue to dominate for some more time.2°

The production of hybrid and electric cars is still a big
unknown from the point of view of future production
locations. High production costs could give advantage to
locations with lower labour costs, but the fact that this type
of production is likely to be quite different, involving the use
of new technologies and the corresponding need for quali-
fied workforce, could mean that the production will be trans-

20 According to a KPMG survey, up to 76% of leading representatives
of the car industry stated in 2017 that they expect that the produc
tion of internal combustion engines would still dominate in 2025.
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ferred to locations with more highly qualified workforce or it
could mean re-industrialisation, i. e. return of carmakers to
their home countries. Besides their high price, a wider use of
electric cars is hindered also by the lack of charging station
infrastructure and by the still very long charging time.?'

Environmental as well as financial and ‘green’ motivations
may lead to reducing the demand for acquiring and/or
for personal ownership of the means of transport.
Car-sharing is cited as the likely trend in the upcoming years
by as many as 33% of representatives of the automotive in-
dustry in eastern Europe (KPMG 2017). Itis thus possible to
expect a reduction in the production of cars, which
could directly impact the Slovak automotive industry.

After the relocations of production from advanced econo-
mies, affected western European or U.S. regions experienced
a rise in structural unemployment and the shift of workforce
to service jobs. But the poorer working conditions in the
service sector lead to precariousness and to the efforts
at returning industrial production to these locations.
These tendencies give rise to reflections about economic pro-
tectionism, which could mean higher import tariffs and lower
demand for imported goods; this could have a negative im-
pact on integrated periphery countries such as Slovakia. The
next chapter will therefore discuss the consequences of all
the above changes for working conditions of people em-
ployed in the automotive industry in Slovakia.

5.5 THE FUTURE OF WORKERS IN THE
AUTOMOTIVE INDUSTRY IN SLOVAKIA

This section presents four possible scenarios for the develop-
ment of the automotive industry in Slovakia with regard to
the integration of companies in global production chains and
implications for working conditions and social dialogue.
Based on these scenarios, recommendations are offered for
the creation of public policies and for trade union actions.

Scenarios of the development of the au-
tomotive industry in Slovakia from the
perspective of the future of work

The scenarios are built on the recommendation to engage in
higher value-added activities according to Figure 1 in Chapter
One. Since quantitative assessments of individual scenarios
would require collection of detailed data and interviews with
relevant organisations and representatives of the automotive
industry, the state and the workers, the scenarios are devel-
oped on the basis of key qualitative attributes of work
transformations that will result from the introduction of new
technologies.?? The advent of new technologies is considered

21 According to a 2017 KPMG survey, 61% of respondents in the auto-
motive industry agree that electric cars may be threatened by insuffi-
cient infrastructure.

22 For example, a study on development scenarios in the textile industry
in the UK took its five authors one year to be completed; they consi-
der its application to other industries to be very challenging (Allwood

et al. 2008)
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as the exogenous factor. Conversely, as the endogenous fac-
tor is considered the action of relevant actors in line with
the conceptual framework of this chapter:

companies (multinational corporations) and their
localisation decisions

public sector and its foreign capital strategies as well as
its research, development and education promotion
policies (the role of state institutions and of
self-governing authorities)

trade unions and their representation of workers’
interests

All four scenarios proceed from the ‘zero option’, i. e.
maintenance of the status quo, and three development
options are then proposed: 1. transition to higher
value-added activities, 2. maintenance of the
production function of the location which is able to
adapt to new production procedures, 3. departure of
foreign capital and the need for economic restructuring.
An overview of the scenarios is given in Table 4 below.

SCENARIO 1: PRESERVATION OF THE STA-
TUS QUO IN THE APPROACH BY THE STATE,
COMPANIES AND TRADE UNIONS

This scenario is based on the current analysis of the automo-
tive industry in Slovakia and on the finding that the industry
is integrated in global production networks in a dependent
position, with the dominant position of foreign capital and
with lower value-added activities. In this situation, Slovakia
will cease to be interesting from the perspective of business
companies’ investment considerations because of its grow-
ing labour costs and workforce structure (future qualification
requirements will differ from the present-day qualification
requirements). The public sector will not create favourable
conditions for the upgrading of local companies and will not
provide sufficient incentives for keeping the existing invest-
ments or attracting new ones. Trade unions will continue to
concentrate more on improving workers' standard of living
through wage rises and less on workers’ training and infor-
mation about the forthcoming changes connected with new
technologies. Slovakia will cease to be an attractive location
even for production activities, and new investments will be
gradually redirected to other locations. Investment outflow
will not necessarily take place all of a sudden and could ex-
tend over several decades, thus creating the space for imple-
menting strategies on a different orientation of the Slovak
economy (see Scenario 4).

SCENARIO 2: SUCCESSFUL INTEGRATION IN
HIGHER VALUE-ADDED ACTIVITIES
(FUNCTIONAL UPGRADING)

Under this scenario, localisation of R&D and other higher val-
ue-added activities is more substantial, and domestic busi-
ness entities are also capable of creating higher value added
and thus become integrated in global production networks.
In this scenario, the public sector successfully initiates
changes in the system of education so as to meet the needs
of the fourth industrial revolution, and successful cooperation
between schools and employers has been probably launched.
Employee participation in lifelong learning has also increased.
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Table 4

SCENARIO

Status quo

Successful integration
in higher value-added
activities (functional
upgrading)

Maintaining mainly
production activities
(process and product
upgrading)

Intersectoral upgrading
(specialisation to a
different sector)

MANIFESTATIONS

Relocation of production
and of other activities,
reduction of
production capacities,
departure of automotive
industry

Localisation of R&D,
design, coordination
activities of MNCs

Automation and
digitalisation of
processes, sophisticated
production using new
technologies

Development of other
sectors (ideally those with
higher value-added)

PUBLIC SECTOR
STRATEGY

Requires reactive
approach by changing
investment promotion
strategies and education
support

Education system reform,

lifelong learning of
employees, promoting
higher value-added
investment

lifelong learning of
workers

Developing economic
diversification strategies
(cluster support).
Promoting higher
value-added investment

Possible scenarios of the development of the automotive industry in Slovakia and the roles of actors

COMPANY STRATEGY

Search for locations with
cheap labour

Interest in localising

R&D in the region
(stimulated e. g. by lower
costs of skilled workers
and especially their
adequate qualification),
cooperation with schools

Investing in new
production processes and
capacities, cooperation
with schools

Ability to innovate
and succeed in global
competition

TRADE UNION
STRATEGY

Unchanged (pressure on
wage growth dominates)

Ability to unionise also
highly skilled workers,
supporting workers’
training, protecting
working conditions

in digitalised and
automated working
environment

Education system reform,

Supporting workers’
training, protecting
working conditions
in digitalised and
automated working
environment

Supporting innovation
and education promotion
policies

Source: Drawn up by the autho

in other sectors,
supporting local
innovative firms

However, this scenario also foresees a decline in the number
of low-skilled jobs and an increase in the demand for quali-
fied positions.

SCENARIO 3: MAINTENANCE OF ACTIVITIES
MAINLY IN THE PRODUCTION (PROCESS
AND PRODUCT UPGRADING)

Under this scenario, Slovakia would maintain its competitive-
ness especially in the car production and would specialise in
manufacturing and logistics activities in GPNs. This would
imply the maintenance of the major part of its low value-add-
ed production capacities, and the continued polarisation of
work positions, i. e. increased demand for highly qualified
positions and reduction in the number of middle and low-
skilled positions.

In terms of public policies, both the above scenarios call for a
successful implementation of changes in the education sys-
tem, especially in cooperation with the employers so that
they can find the knowledge and the skills they require on the
labour market. A large part of the workforce will have to
adapt to new qualification requirements, while others will be
likely to move to the service sector with low value added and
poorer working conditions.
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SCENARIO 4: REORIENTATION OF THE SLO-
VAK ECONOMY TO A DIFFERENT, RELATED
SECTOR, DERIVING COMPETITIVE
ADVANTAGE FROM SPECIALISATION
(INTERSECTORAL UPGRADING)

Intersectoral upgrading means a shift to the production in a
related sector with higher value added, in which also higher
value-added activities such as research and development,
product design and marketing, are at least partly localised in
Slovakia. For the automotive industry, this could mean spe-
cialisation in the development of alternative powertrains (for
instance, development and manufacturing of fast-charging
car batteries). This scenario is probably the most difficult to
implement because it involves adoption, in cooperation with
other actors, of a targeted public policy strategy needed to
achieve the change, which also involves risky investment in
product development.

All the above scenarios foresee a decline in the number of
low-skilled jobs combined with further reduction of value
added of these jobs. In contrast, the demand for highly qual-
ified workers capable of handling complex tasks will increase
and will create the need for workers’ retraining and for
changes in the education system.
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Recommendations

It follows from the above scenarios that a deeper integration
of Slovakia in the production networks of automotive indus-
try through one of the forms of upgrading is conditional on
changes in the system of education and retraining. Workers
who will not be able to upgrade their skill level will move to
the service sector with lower wages and poorer working con-
ditions. Thus, the better prepared the workforce ist, the more
successful is the integration.

Public policies should therefore focus on:

— supporting cooperation of employers with secondary
schools and universities (inclusion of dual education also
in higher education programmes)

— supporting cooperation between private and public
entities aimed at creating innovations, including the
provision of financial support for and investment in risky
development of new products (supporting applied
research by setting up research centres in which
universities will cooperate with private companies)

— improving the quality of education in order to make the
most talented students stay at home and not leave
abroad

— supporting the arrival of highly skilled workforce from
abroad

— supporting higher value-added foreign investment that
will create jobs, primarily for highly qualified workers
(investment incentives, suitable composition of the
workforce)

— supporting lifelong learning of workers

— examination of development scenarios and forecasting
the behaviour of foreign capital established in
Slovakia (only qualified decisions on to whom and how
the state should provide support in order to achieve
maximum synergic effects can contribute to location
upgrading)

In this connection, trade unions and social dialogue in
Slovakia will be confronted with the following challenges:

— trade unions will have to place greater emphasis on
upgrading workers' qualifications and on promoting
lifelong learning in order to enable workers to be
retrained to more sophisticated jobs, as a prevention of
structural unemployment, both at company and
national level

— at national level, trade unions should support public
policies that will lead to increasing the qualification level
and the wage level of workers

— to ensure effective protection of working conditions, it
will be important for the trade unions to get to know
and understand new processes connected with new
technologies and their impact on working conditions
(e. g. training courses, study of the impact on Slovak
workers, etc.).

— trade unions must participate in the discussions on
public policies concerning investment promotion and
education support by, for instance, taking active part in
addressing these issues in the committees and working

groups which draw up government and regional
strategies and other documents

— trade unions should look for the ways of unionising also
workers in highly qualified positions whose share in the
production is expected to grow in case of successful
upgrading of companies

— further outsourcing and the associated flexibility of
work will make it even more difficult to unionise
workers at company level. Trade unions should prepare
for this possibility by, for instance, shifting their sectoral
focus to representation by professions and/or by labour
market positions (the needs of flexible workers will vary
depending on whether they will work in the positions
requiring low or higher qualification)

5.6 RECOMMENDATIONS FOR RESEARCH

A number of questions and ideas have emerged in the explo-
ration of this theme, not only for policy-making but also for
research. The most important themes for research into the
future of the automotive industry in Slovakia are the follow-

ing:

— Although, based on the study of available literature, the
anticipated impact of digitalisation and automation on
work and the degree of its implementation in Slovakia
was presented in Chapter 5.5, mapping out the
actual impact of new technologies on working
conditions at company level would certainly help to
better understand the future of workers in the industry.
The author had the opportunity to conduct similar
research in Czechia where the automotive is also a very
important sector. One of the conclusions was that a
majority of ‘new technologies’ of digitalisation and
automation are to a certain extent already being
deployed by companies, often without providing
employee representatives a more detailed information
about these technologies and their impact on workers.
This knowledge gap was the most pronounced in
non-manual positions. The knowledge of the
actual situation, as regards trade unions and
company management initiatives designed to
involve trade unions in digitalisation trends and
workers’ retraining, is therefore an important
basis for the formulation of future recommenda-
tions concerning employment options in the
automotive industry.

— This study gives only marginal attention to the
impact of labour migration which, however,
would deserve special attention in the context of
the upcoming digital revolution. The arrival of
highly qualified foreign workers could, under certain
conditions, supplement qualified local workforce and
thus contribute to fulfilling the prerequisites for the
creation of higher value-added jobs; in contrast, the
arrival of low-skilled workers who may become
redundant in a few years’ time could raise a number of
guestions in relation to working conditions and to the
work future of local workers as well as of low skilled
workers from abroad.



Research into the impact of public policies on
labour demand and supply deserves special
attention, mainly because of the possibilities of public
administration to exert significant influence on the
future of workers by means of the system of education
and investment incentives.

5.7 CONCLUSION

As shown in this study, the Slovak automotive industry is
characterised by extreme dominance of production, i. e. the
lowest value-added component of the production chain;
new technologies will even further reduce the added value of
human work. Moreover, introduction of new technologies
(mainly robotization and automation) will cause low-skilled
job reduction and labour market polarisation, even without
accounting for the influence of other development factors.
This means that the number of job opportunities for blue-col-
lar workers will fall, and so will the value added of their work
and their wages.

For production plants, new technologies represent mainly
the opportunity to perform higher value-added activities and
remain competitive through increasing the effectiveness of
their production processes. At the same time, they provide
the opportunity to safeguard employment in the industry,
especially in more highly qualified positions. The develop-
ment of the automotive industry will depend, besides the
activities of production companies themselves, also on the
institutional environment, i. e. the system of education, in-
cluding lifelong learning, support for science and research,
and support for the policy of creating higher value-added
positions. Given the fact that Slovakia has been lagging be-
hind over a long term especially in the first two areas, its po-
sition at the threshold of the digital revolution is very unfa-
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vourable. The Smart Industry Strategy for Slovakia recently
adopted by the Government partly addresses this situation,
but the implementation of changes in the system of educa-
tion is a long-distance race, and no short-term results can be
expected.

The present study represents an attempt at drawing a picture
of the future of the automotive industry from the perspective
of local institutional actors and their possible contribution to
upgrading the companies based in Slovakia and operating in
global automotive production networks. The various versions
of positive scenarios, which envisage successful industrial up-
grading, emphasise mainly the need to adopt targeted strate-
gies on the provision of public support for accumulation of
know-how and its transfer from the industry to local actors.
Also, on the workers' side, broader participation in lifelong
learning and readiness to accept changes will be required.
Trade unions’ role will mostly include work on the protection
of employees and their working conditions from negative
consequences of new technologies. The unionisation of
workers and the continuation of social dialogue will be even
more difficult than today and trade unions will have to modi-
fy their own strategies to the level of workers' representation.

Much will also depend on the changes in parent companies’
localisation strategies and on the global developments which,
for the time being, are a big unknown. This means that even
if the actors in Slovakia will endeavour to create the necessary
prerequisites for upgrading within the Fourth Industrial Revo-
lution, this will not necessarily guarantee the safeguarding of
the automotive industry in Slovakia or improvement of its po-
sition in global production networks. The diversification of
the economy and the effort to engage in high value-added
activities should thus be the ambition of not only the auto-
motive industry but of all sectors.
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6

AUTOMOTIVE INDUSTRY, WHICH WAY?
Global trends, peripheral perspectives

STEFAN GUGA

6.1 INTRODUCTION

Halfway through the last decade, the automotive industry in
Romania seemed to be facing the same fate as so many other
industrial branches in which the state had channelled massive
investments before 1990. In 2002, when vehicle production
had decreased to 61% of the 1997 production, when it had
reached the absolute historical peak of the pre-Logan period
(109 thousand units). The number of employees had had a
much less sinuous trend, and it decreased by no less than
66% between 1990 and 2004. The automotive exports had
decreased dramatically, from 5% of the total exports of goods
in 1990 to 1.8% in 2000. Dacia, the largest car manufacturer
in the country and the most important company in the sector
basically did not export anything anymore, but still dominated
an internal market which experienced steep decline due to
the dramatic socioeconomic situation left behind by the Ro-
manian Democratic Convention government. At the time, the
benefits of its privatisation were at least uncertain, and after
less than half a decade after the take-over by Renault, the
company in Mioveni had halved its workforce. The factory in
Craiova was facing even more dire times, as the mother-com-
pany Daewoo Motors disappeared following the Asian finan-
cial crisis of the late '90s, while ARO became yet another vic-
tim of the post-privatisation plunder. Finally, the suppliers
sector, which had seen tremendous development due to the
policy focused on maximising the local integration of the au-
tomotive manufacturing, had an uncertain future, to say the
least, and the privatisation of Dacia gave a handle to the voic
es which pointed out the fundamental inadequacy of local
suppliers to the 215t century industrial and market realities.

Back to present, things look completely different. Today, the
automotive industry amounts for about 6% of the total gross
value added in the competitive economy, for 3.7% of the
total employees in the economy and for 13.5% of the total
exports of Romania.? In the meantime, car and parts manu-

23 If we include rubber products and only consider exports of goods, in
2017 the automotive industry covered no less than 19.7% of the to-
tal exports.
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facturing became the most important industry of the country
and one of the main pillars of the national economy, a fact
strongly confirmed by post-crisis developments. Apart from
the two large car and engine manufacturers, dozens of inter-
national suppliers developed operations in Romania, produc
ing a wide range of components and sub-assemblies - from
electrical wiring to gearboxes. The supply industry includes
more than two hundred production units with at least 100
employees, and large wiring producers (Leoni, Draximaier)
have factories which rival in size car manufacturing factories.
Currently, more than 90% of the automotive industry em-
ployees work for multinational corporations, which hold a
similar share in the total value added of the sector. Compara-
tively, in 2003 almost two thirds of the employees worked for
companies which had mainly domestic capital and amounted
for almost half of the total value added.

Such more or less spectacular developments within the auto-
motive industry during the last decade and a half reflect to a
large extent the overall transformation of the Romanian
economy due to its increasing integration within the EU eco-
nomic landscape. With the EU accession, Romania benefited
from a geographical expansion of the value chains of the
Western European automotive industry towards the East. Di-
rect foreign investments boomed, foreign capital became
dominant, and production turned quickly and massively to-
wards exports. However, the cost of such fulminant develop-
ment is by no means low, and the Romanian economy be-
came more and more dependent on the cyclic and highly
competitive environment of the Western European automo-
tive industry. From this perspective, the Romanian landscape
is already very well shaped: a limited domestic market which
matters less and less in the economic equation of industrial
operations; a clearly limited industrial structure with mainly
manual assembly activities, and limited research-develop-
ment functions; minimal influence on the strategic decisions
of the multinational corporations and, therefore, heightened
competitiveness pressure on employees and on the state.

This is not specific for Romania, but it is a common feature for
all EU Member States of Central and Eastern Europe (CEE),



where economic growth in the past decades has meant in-
creased dependence on Western European companies, mar-
kets and countries — hence the description of such countries
as “dependent market economies”.?* This is probably most
obvious in the automotive sector, as the governments in the
region developed special policies to attract foreign industrial
investments, which, in time, required increasing financial and
investment incentives. The repositioning of CEE countries at
the periphery of the new European production chains has
intensified competition between these peripheral countries
to attract and maintain foreign investments which have
quickly become their main economic growth driver. In case of
Romania, we also see some competition from Morocco,
which turned into a new periphery of the European automo-
tive industry due to the massive investments in recent years,
especially by French companies. Since the competitiveness of
the periphery consists mainly in low direct costs?® —more spe-
cifically, since we are speaking mainly of manual assembly
work, it consists mainly in low labour costs — the pressure of
this competition has been and still is mainly taken by workers.
The combined effects of the increased labour demand deter-
mined by the massive foreign investment flows and of the
decreased labour supply determined by the massive migra-
tion flows for work purposes has led to a shortage of cheap
skilled workforce which has cyclic peaks: the first peak oc
curred before the financial crisis, in 2007-2008; the second
peak, after the overall economic recovery became obvious at
European level (since 2015 to date). This labour market
“straining” is a typical phenomenon for dependent market
economies, and it is not specific for Romania either. In the
absence of another major economic crisis, the labour market
situation poses a crucial dilemma for the automotive industry
in Romania or, more specifically, for its development from
2000 on. Will the cheap labour shortage be able to push
wages high enough to put an end to the mass migration of
the active population? Will companies agree to raise wages
or will they try to find different solutions? In case of the latter
option, do we speak of local solutions, or should we expect
migration of capital to cheaper locations? Will the state give
up on investment policies focused on cost reduction for com-
panies and will the state do something to overcome the vi-
cious circle of dependent growth? Generally speaking, is the
cheap labour shortage a barrier serious enough to push Ro-
mania and the neighbouring countries to move beyond the
current growth model based on low costs?

These are extremely relevant medium- and long-term ques-
tions for the automotive industry in Romania and even for the
economy of the country as a whole. Future developments will
depend on the power dynamics between capital, labour and
state, at local and — why not? — European levels. However, for

24 See Andreas Nolke and Arjan Vliegenthart, “Enlarging the varieties of
capitalism: The emergence of dependent market economies in East
Central Europe”, World Politics, 2009, vol. 61, nr. 4, p. 670-702.

For an overall regional analysis, see Petr Pavlinek, Dependent
Growth: Foreign investment and the development of the automotive
industry in East-Central Europe, 2017, Cham: Springer.

Istvan Egresi, “Foreign direct investment in a recent entrant to the
EU: The case of the automotive industry in Romania.” Euroasian Geo-
graphy and Economics, 2007, vol 48, nr. 6, p.748-764.
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the automotive industry, things are now more complex than
ever and there aren't just few observers who insist that, on
medium- and long-term, the ongoing technological and reg-
ulatory developments will deeply change the operation of
the entire automotive ecosystem — from manufacturing to
sales and to the daily use of vehicles. The opportunities and
the threats are triggered by three such trends: (1) Engine elec-
trification and the decline of internal combustion engines; (2)
Development of autonomous and connected vehicles; and
(3) Advancement of digitisation or the beginning of the so-
called Industry 4.0. The challenges are undoubtedly global
and target all the large markets and regional industries world-
wide. After making a full recovery from the financial crises at
the end of the last decade, the European automotive industry
is facing more and more strict environmental regulations
which make the combustion engine technology less viable,
and the need to finance and implement massive investments
in order to keep up with this unusually fast technological de-
velopment and to maintain its competitive advantages on
both domestic and foreign markets. Obviously, such transfor-
mations will not bypass the Romanian market and automo-
tive industry, whose existence depends on the wider Europe-
an context.

Consequently, in Romania, these global challenges overlap
those challenges specific to dependent market economies in
the Central and Eastern Europe. This is not a trite matter, even
though the avalanche of scenarios and plans on technologi-
cal change highlight how inescapable, profound and com-
plete they are. The issue of automotive industry and markets
in peripheral countries is no longer discussed as such, under
the implicit assumption that the change process is relatively
consistent as intensity and implications. However, a less shal-
low look will show us that things are not that simple for the
industry in Romania which, because it manufactures certain
types of products and no others, is going to face certain is-
sues (or opportunities) which are specific to its role in the
geographical division of labour in the European automotive
industry (and not others). Therefore, any discussion on the
potential impact of the global transformations in the auto-
motive industry should take into account the significant dif-
ferences between the markets and the industries of countries
peripheral to the large automotive regions, among them Eu-
rope.?’

This report tackles the overlaps of the global technological
transformations and of the specific issues of the peripheral
automotive industry from Romania’s perspective. The goal is
not to develop yet another set of futuristic scenarios, but
rather to take stock of the current situation and to identify
trends which may already be expected and concrete vulnera-
bilities for the automotive industry in Romania. The first two
sections examine the development of the automotive indus-
try in Romania due to the increasing integration with the Eu-
ropean market and production chains, first by presenting a
comparative discussion on the situation in Romania against

27 On the regionalisation of the automotive industry, see Jorge Carrillo,
Yannick Lung and Rob van Tulder (editors), Cars, carriers of regiona-
lism?, 2004, New York: Palgrave Macmillan.
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the European background and then by a detailed analysis of
the market and of the industrial structure in Romania. The
third section presents the trends expected to reshape the
global automotive industry in the next decades: engine elec-
trification, development of autonomous and connected vehi-
cles and digitisation. The last section tackles these issues from
the particular perspective of the automotive industry in Ro-
mania.

6.2 THE AUTOMOTIVE INDUSTRY IN RO-
MANIA AGAINST THE EUROPEAN BACK-
GROUND

The European automotive market was deeply affected by the
crisis at the end of 2000s, with a real recovery felt only in
2015. In 2017, vehicle registration was still 2.9% lower than
in 2007, and the early 2018 already announced a significant
slow-down in the positive dynamics of the past years, conse-
guently, the end of the post-crisis recovery period. The de-
mand for new cars seems to remain limited to about 15.5
million per year, which indeed suggests that the last crisis had
a long-term structural impact on the European automotive
market. However, the impact did not have a unitary distribu-
tion, as the markets in the large Western European countries
(Germany, UK, France) registered more or less important net
increases in the past decade (Figure 1). At the same time,
South European markets (Italy, Spain, Greece) collapsed,
which does not come as a surprise given the still difficult eco-
nomic situation in these countries. Romania, Bulgaria and

Hungary are the Central and Eastern European countries
where the demand decreased between 2007-2017, as op-
posed to Slovakia, the Czech Republic and especially Poland,
which report important increases for this period. The impact
of the crisis and of the austerity measures was especially
strong in Romania, where the 67% decrease was just slightly
lower than the decrease in Greece (68.5%). The weakness of
the automotive market in Romania is even more spectacular
as the macroeconomic development of the country has been
constantly among the best in the EU for several years.

With 3.8% of the EU population, in 2017 Romania accounted
for only 0.7% of the European new vehicle registrations,
compared to 2% in 2007. Comparatively, Poland moved from
1.9% of the European market in 2007 to 3.2% in 2017 (with
about 7.4% of the EU population). From this viewpoint, Ro-
mania is no exception today, arguably it was exceptional be-
fore the crisis, when the number of new vehicle registrations
seems to exceed by far the purchasing power of the popula-
tion. The correction caused by the crisis and by austerity
seems to have repositioned the automotive market in Roma-
nia in the European order determined by a close correlation
between the purchasing power of the population and the
demand for vehicles. Even though in theory the Romanian
market has huge potential — a relatively large population and
a low number of vehicles per thousand inhabitants (only 329
in 2016, compared to the European average of 587) —in real-
ity, the very low purchasing power of the Romanian popula-
tion compared to most other European countries makes the

Figure 1
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Figure 2
Registrations per one thousand inhabitants and GDP per capita against the EU purchasing power, 2017
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automotive market in Romania quite insignificant in the over-
all European dynamics, from all perspectives (absolute fig-
ures, share in total European market or in terms of population
size).

As regards manufacturers, we see winners and losers in the
European market in the last decade. In very general terms,
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German and French companies gained, while Japanese and
[talian manufacturers have seen decreases in sales. Also, Ko-
rean manufacturers (Hyundai-Kia group) significantly
strengthened their position in the market, largely due to the
development of a very strong SUV (sport utility vehicles) port-
folio. The general trend of the market was diversification and
polarisation, and the increase in socioeconomic inequalities
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Figure 4
Automotive production in the EU, 2007 vs. 2017
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caused by the crisis boosted the demand for more expensive
vehicles — SUVs, premium brands and models — while also
fuelling the demand for cheap vehicles. The same happened
in Romania, where currently we note a much stronger in-
crease in the SUV and small cars sales compared to the in-
crease for other segments.?® Industrial activities in Romania
benefitted directly from the increased demand for SUVs, and
currently both Dacia and Ford factories assembly mainly vehi-
cles in this category. The Duster manufactured in Mioveni
had a significant contribution to the increase by 28% in vehi-
cle registrations for the Renault-Nissan Alliance between
2007 and 2017 (Figure 3), and Nissan SUVs also proved very
popular. Even though Ford has not given up (yet) on the Eu-
ropean market, developments are in line with the dramatic
decrease in the presence of the American manufacturers on
the European market; basically, Ford is the only of the Big
Three still mass manufacturing and selling vehicles in Europe
according to its own strategy.?*

In terms of production, the comparison between countries
indicates quite different developments from the market (Fig-
ure 4), with the strongest contrast noted in Romania (67%
market decrease, with 54% production increase between

28 See APIA, press release: The automotive market in Romania conti-
nues the positive trend registered in 2018 reaching new extremes”
18 October 2018, available online athttp://www.apia.ro/wp-content/
uploads/2018/10/Comunicat_piata_auto_Septembrie-2018.pdf. Ac-
cording to ACEA data, SUVs accounted for 29% of all vehicle regist-
rations at European level in 2017, compared to only 8% in 2007.

General Motors abandoned the European market when Opel/
Vauxhall was sold to PSA. Chrysler is controlled by the Fiat Group,
and the FCA Group is the result of the 2014 merger between the
two companies.
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2007 and 2017). The fact that Romania ranked among the
top ten vehicle manufacturers at European level was duly not-
ed by the media and by businesses across the country. How-
ever, with 359 thousand vehicles manufactured in 2017, Ro-
mania is lagging behind the other CEE important vehicle
manufacturers: Hungary (502 thousand), Poland (515 thou-
sand), Slovakia (1 million), the Czech Republic (1.4 million). No
less than 5 CEE countries are currently among the top 10 ve-
hicle manufacturers in Europe, compared to three in 2007
(the Czech Republic, Slovakia, Poland). More important, in
2017 almost a quarter of the European vehicle production
(23.3%) happened in CEE, compared to 16.7% in 2007 and
to only 8.5% in 2000. The IHS Markit forecasts of September
2018 indicate an increase by 10-20% in the vehicle produc
tion in CEE by 2024, compared to 1.4% at most in Western
Europe. Therefore, the trend to relocate manufacturing from
West to East may well continue, as so far France, Belgium,
Italy and even Germany have lost production volume to the
Eastern countries. Due to the Brexit, UK may also lose pro-
duction capacities as a result of investments being re-chan-
nelled to the East.

Due to the investment wave in the CEE automotive industry,
production increased much faster than demand in these
countries, while in some cases — such as Romania — the trends
show precisely the opposite. Except for Poland, where the
number of vehicle registrations is close to the number of ve-
hicles assembled (1:1 production-registration ratio in 2017,
compared to 2:4 in 2007 — see Table 1), the production vol-
ume is 10.4 bigger than the market in Slovakia, 5.2 bigger in
the Czech Republic, 4.3 bigger in Hungary and 3.4 bigger in
Romania. The most significant increase in this ratio occurred
in Romania and Hungary, but Romania is the only country
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Table 1
Production vs. registration of new vehicles in EU

2007 2017

Data source: Eurostat
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which showed a strong reversal, from production lower than
the market to production highly exceeding the market. Men-
tion should be made that such developments had a strong
positive impact on the automotive trade balance in the CEE
countries; together with Germany and Spain, they remain the
only EU Member States with positive automotive trade bal-
ance (Figure 5). Despite shifting from deficit to trade surplus,
with net exports of EUR 1 billion in 2017, Romania’s perfor-
mance is much lower than in the case of the Czech Republic
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(14.9 billion), Slovakia (11.9 billion) and Hungary (4.8 billion).
This is largely due to the relatively low export prices for vehi-
cles manufactured in Romania ad, implicitly, to more expen-
sive imports than the local production.?®

30 Toillustrate this point, in 2017 the trade surplus per unit manufactu-
red was only EUR 2892 in Romania, compared to EUR 5494 in Spain,
EUR 9604 in Hungary, EUR 10552 in the Czech Republic, EUR 11890
in Slovakia and EUR 16280 in Germany.
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Figure 6
Vehicle production per strategic groups in the EU, 2007 vs. 2017
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Figure 7

Vehicles production of the main brands of the Renault-Nissan Alliance and Ford Europa in EU, 2007 vs. 2017
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By strategic groups, data on production indicate major head-
way of the German industry, VAG reaching almost 5 million
vehicles manufactured in 2017 (Figure 6) or 26.4% of the
total European production (compared to 21.6% in 2007).
Having benefitted from the polarisation of the European
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market and from growing exports to China, premium Ger-
man manufacturers (Daimler, BMW) produce currently more
vehicles than some traditional groups such as Fiat (FCA).
However, the manufacturers present in Romania have not
benefitted from this positive export dynamics like the Ger-
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Figure 8
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man leaders (Figure 7). Actually, Ford cut down production
according to sales, along with large American manufacturers
who scaled down their European activities, culminating with
the complete withdrawal of General Motors in 2017 after
selling Opel/Vauxhall to the French group PSA. Even though
in 2017 Renault-Nissan Alliance manufactured in Europe a
number of vehicles equivalent to the volumes of 2007 (2.3
million), the European production - sales ratio decreased from
1.9 10 1.6, hence increasing dependence on already saturated
European markets. The Mioveni production in 2017 account-
ed for no less than 13.8% of the total European production
of the Alliance, compared to 9.7% in 2007. IHS Markit fore-
casts indicate that the Mioveni factory will maintain this posi-
tion within the Alliance and, in case of better use of existing
capacities, there will be an increase of the share of the Craio-
va factory in the total European Ford production from 5%
currently to 15% in 2025.31

As basically all research on the topic indicate, Central and
Eastern Europe became an important location for the auto-
motive industry due to the law labour costs and to the incen-
tives provided by the countries in the region (favourable tax
regimes, investments subsidised by various state-aid
schemes).3 The competitive advantage of the low costs de-
termined the pathway for the entire automotive industry in
the region, as the multinational corporations’ plans targeted

31 In terms of actual production, estimates show that Craiova factory
will remain the smallest of the 4 Ford factories in Europe, Mioveni is
the fourth biggest factory of the 18 European factories of the Ren-
ault-Nissan Alliance.

32 E.g, Deloitte, ,Central Eastern Europe as a focal point of the auto-

motive Industry”, 2016.
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less innovation and technological development and more as-
sembly activities, which take large volumes of manual labour.
From the entire automotive production chain, CEE countries
proved especially attractive for the automotive components
industry, and the share of automotive components manufac
turing in the total turnover of the automotive industry is
much higher in CEE compared to the EU average and to the
Western countries — e.g., 53.5% in the Czech Republic and
54.5% in Poland, compared to 16% in the UK and to 20.1%
in France (Figure 8).33 By far the highest share of automotive
components manufacturing turnover in the total automotive
industry in recorded in Romania — 66.3%, almost four times
higher than in Germany. The disparity is even more visible in
terms of employment (Figure 9), where Romania ranks first,
with suppliers covering no less than 89% of the total employ-
ment in the automotive industry, compared to the European
average of 49.5% and to only 32% in Germany.

Because it absorbs much more workforce, the size of the CEE
automotive components industry makes the automotive in-
dustries of these countries among the most important em-
ployers at national level, which explains why the number of
employees in the automotive industry in Romania is higher
than in countries such as Italy. UK or Spain (Figure 10). If we
look only at the automotive components industry (Figure 11),
the number of employees in Romania ranks second in Eu-
rope, after Germany, and is much higher than in countries like
Italy, France or Spain, where the volumes of vehicles assem-
bled are, nevertheless, much higher.

33 For 2016. Mention should be made that these figures assume that
engines and gearboxes manufacturing is not usually considered inclu-
ded in the automotive components industry.
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Figure 9
Employment structure in the European automotive industry, 2016
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Figure 10
Employment in the European automotive industry, 2007 vs. 2016
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The major importance of the automotive components indus-
try in CEE countries clearly shows the dominant trigger of in-
dustrial development in these countries: integration in trans-
national production chains of Western European companies.
The automotive components industry in countries like Roma-
nia has long exceeded the volumes demanded by the local
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car manufacturers, and the activity of the latter is often limit-
ed to assembling lower models than those manufactured in
Western countries. Even factories with very high levels of lo-
cal integration (like Dacia and Skoda) depend vastly on the
research-development activities and on the strategic deci-
sions made by the group, outside the countries where the
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Figure 11
Employment in the automotive components industry in Europe,
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Figure 12

Turnover of majority foreign-owned companies in the automotive industry and in the competitive economy in Europe, 2015
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actual vehicle manufacturing happens. In fact, foreign control
over the CEE automotive industries in absolute: more than
90% of the turnover of these industries is made by mostly
foreign-owned companies, exceeding by far the average of
the competitive market, controlled about 50% by foreign
capital (Figure 12). There is huge difference when compared

to the Western countries (in 2015, only 14% of the turnover
in the German automotive industry belonged to for-
eign-owned companies), even though the automotive indus-
try in the South EU is also controlled by foreign capital. With
91% of the automotive turnover made by the local branches
of the multinational corporations, Romania is no exception

69
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Figure 13
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from this rule, even though things were quite different in the
mid-2000s (Figure 13).34 Hence, the dependant development
of the automotive industry in Romania occurred mostly dur-
ing the last decade, and not in the 2000s, as it happened
with the other dependant market economies in the region.

Against the European background, the automotive industry
in Romania is in line with the dominant trends on the conti-
nent in the last decade and a half:

— The demand for new vehicles was structurally affected
by the crisis and by the ensuing austerity, and currently
the market in Romania is a minor market at European
level;

However, Romania benefitted fully from the polarisation
of the European market, especially from the increasing
attractiveness of cheap cars and SUVs, and currently the
production in Romania exceeds by far the domestic
market;

Just like everywhere in the Central and Eastern Europe,
the much faster growth of production compared to the
domestic market in Romania triggered positive
dynamics of the automotive trade balance, even though
the relatively low export prices of the vehicles
manufactured in Romania trigger a much lower
business performance than in countries like the Czech
Republic, Slovakia and Hungary;

34 Slovenia is the only country in the region where foreign control over
the automotive industry is less dominant. In fact, unlike the Visegrad
countries and Romania, Slovenia did not follow the dependant mar-
ket economy model.
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While Renault-Nissan fully capitalised on the market
developments (more SUVs and cheap cars), including
with Dacia, Ford sales and production go along the
more general lines of American manufacturers to limit
European activities, even though this does not seem to
have a strong impact on the factory in Craiova yet.

Just like in the Czech Republic, Slovakia, Hungary or
Poland, the industry in Romania depends very much on
foreign demand and is vastly controlled by the capital
originating from the same Western European countries;
The automotive components industry exceeded by far
the needs of the local vehicle production, and the
increase is determined by the integration in the
production chains of the Western multinational
corporations;

The low labour cost and the relatively large share of the
automotive components manufacturing lead to
unusually large numbers of employees in the
automotive industry, which is obvious especially for the
automotive components industry; in the last decade,
Romania registered by far the highest increase in
Europe in terms of employment in the automotive
components industry, exceeding all other countries in
the number of employees, with the important
exception of Germany.

6.3 DEPENDANT DEVELOPMENT OF THE
AUTOMOTIVE INDUSTRY IN ROMANIA
The comparison between the developments in terms of pro-
duction and new vehicle registration (Figure 14) shows the
dramatic shift of the automotive industry in Romania, from a
focus on the domestic market to the current virtually total



THE FUTURE OF EMPLOYMENT IN THE CAR SECTOR

Figure 14
Production and sales of new vehicles in Romania (thousand units)
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Figure 15
New road vehicle registrations for passenger transpor
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domination of exports. From the peak of 312 thousand new
vehicles sold in 2017, the Romanian market plummeted to
less than 58 thousand in 2013, then slowly increased to 130
thousand in 2017. During the same period, production in-
creased from 234 thousand units to 359 thousand in 2017,
with an absolute peak of 411 thousand in 2013, just when
the market had collapsed at an unprecedented level since the
early 2000s. In the period of 2008-2013, the sales on the
local market of the main domestic manufacturer, Automobile
Dacia, decreased from 50% to 10% of the production.
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In response to the market fall, already visible in 2008, the
government strengthened the measures to enhance the de-
mand for new cars — a vehicle scrappage scheme (“Rabla”
Programme) and the vehicle tax, with its various forms (first
registration tax, pollution tax, environmental tax, etc.). The
goal of these measures was to remove from the roads and
reduce sales of second-hand vehicles, mostly imported,
which in 2008 amounted for more than half of the road ve-
hicle market in Romania (Figure 15). At least in terms of limit-
ing second-hand vehicle sales, the vehicle tax was definitely
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Figure 16

Vehicle production in Romania, 2007-2017 and forecasts for 2018-2025
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successful and, combined with the crisis effects, it generated
a decrease in send-hand car sales from 301 thousand in 2008
to only 95 thousand in 2011. From 2012, the second-hand
vehicle market had much more positive dynamics than the
new vehicles market, and in 2016 the sales exceeded the pre-
vious record of 2008. The strong effect of taxation was felt
only after the vehicle tax (the environmental tax) was re-
moved in February 2017, and the second-hand vehicle sales
boosted from 301 thousand to 521 thousand in only one
year.

Already present at a global level, the polarisation of the auto-
motive market impacted Romania as well, where the increase
of income inequalities was very swift after the crisis. The SUV
sales had a much better evolution than sedan sales (see also
the previous section), and premium brands (BMW, Mercedes,
etc.) maintained a very good market share — about 10% of
the new vehicle registrations.®® The same premium brands
accounted for more than 25% of the second-hand vehicles
market in 2017, and German brands (premium plus Opel,
Volkswagen) accounted for no less than 65% of this market,
compared to 23% of the new vehicles market. The polarisa-
tion of the automotive market in Romania is obvious not so
much in the large share of premium vehicles registration, but
in the dramatic difference between the new vehicle market
and the second-hand vehicles market. As we noted in the
previous section, with the lowest rate of car ownership in
Europe and with one of the oldest fleets (average age of a
vehicle registered in Romania was 16.2 years old in 2016,

35 For 2017 and 2016. Calculated according to data made available by
the Directorate for Driving Licences and Vehicle Registration of the
Ministry of Internal Affairs.

when only two other European countries — Lithuania and Po-
land — had older fleets). The extremely slow recovery of the
new vehicles market and the sudden boost of the sec
ond-hand vehicles market after the taxation was removed
highlight once more that this situation is an effect of the very
low purchasing power of the population compared to the
large automotive markets in Western Europe. Another evi-
dence is that the measures to limit second-hand vehicle sales
did not boost the new vehicle sales, but rather reduced the
total market.

As regards the industry, such developments determined by
the crisis and by the ensuing austerity accelerated a shift final-
ised at the end of the 2000s in the other CEE countries with
developed automotive industries. More specifically, the mar-
ket collapse eliminated any opportunity for the Romanian
market to become interesting for the Western automotive
manufacturers, and the image of low-cost manufacturing lo-
cation for export has become more and more relevant. Unlike
the '90s, when investments targeted entry on a market still
having huge potential and customs protection (which was a
very important aspect in the decisions made by Daewoo and
Renault to take over the factories from Craiova and Mioveni),
the crisis at the end of the 2000s marked to complete shift to
investments looking for cheap labour for exports.

No wonder, then, that Dacia thrived despite the dramatic sit-
uation of the local market and that Ford Romania finally start-
ed mass production in 2017, regardless the relative standstill
of the domestic sales (Figure 16). For both factories, we note
an obvious specialisation in SUVs manufacturing, a trend
even more visible once a new crossover class B model will be
launched in 2019 in Craiova. According to IHS forecasts, in
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Figure 17
Automotive industry turnover in Romania
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Figure 18

Industrial production indicators, January 2007 - July 2018 (baseline year 2015)
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2019 Duster will account for no less than 79% of the Mioveni
factory production, compared to 51% in 2011. Cheaper mod-
els — Logan, Sandero — will still be manufactured mostly in
Morocco, by the Tanger factory. Meanwhile, Ford already an-
nounced increased use of the manufacturing capacities of
Craiova factory, and the move of the Ecosport model manu-
facturing from India is a response to the increased SUV de-
mand in Europe. For the total industry, IHS forecasts a pro-
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duction peak of 570 thousand vehicles in 2023 which,
compared to the 2017 figures, would mean that volumes
form Hungary and Poland are exceeded. More realistic, ac-
cording to IHS forecasts, Romania will maintain its position in
the European automotive production ranking, as the 45%
increase by 2023 is not sufficient to take over the neighbour-
ing countries, with forecasts projecting a 68% increase for
Hungary and a 20% increase for Poland for the same period.
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Figure 19
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The most important issues for the future of vehicle manufac-
turing in Romania depend on the capacity to attract another
manufacturer, on reaching high capacity use rates for the fac-
tory in Craiova and, according to various voices in the public
space, on maintaining the competitiveness of the Romanian
industry in the European market. As we will see, this last issue
is a rather theoretical one, as the industry in Romania is still
highly competitive in the investment model based on low la-
bour costs. As regards the chances to attract a third manu-
facturer, they seem unlikely, since Hungary and Slovakia have
been far more attractive so far. Finally, the full use of Ford
capacities will depend on demand development in Europe,
on the strategy of the American group for Europe (recently,
General Motors demonstrated that withdrawal is not at all
impossible) and, as we will see, on technological develop-
ments. Even though this last element is not likely to impact on
the final vehicle production, both factories are also large
combustion engine manufacturers and a steep decline of
combustion engines in Europe may lead to a significant de-
crease of Dacia and Ford operations in Romania.

Although crucial and highly visible, the vehicle assembly ac-
tivity has long ceased to be the main development driver for
the automotive industry in Romania, which is still valid even if
we think only of the local automotive components produc
tion strictly for Dacia and Ford operations in Romania. Since
2008, the total turnover of the automotive components in-
dustry exceeded by 25% the turnover of the assembly indus-
try (Figure 17), reaching record values in 2016, when the au-
tomotive components industry turnover was double the
assembly industry turnover. Although Dacia and Ford facto-
ries are large enough to bring Romania in the top ten vehicle
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manufacturers in the EU, Romania’s positioning on the Euro-
pean automotive industry map is largely due to the automo-
tive components industry which in the past years has exceed-
ed the assembly industry against all criteria (turnover, exports,
number of employees, etc.). The spectacular growth of the
automotive components industry, which was fuelled, not
blocked by the effects of the crisis at the end of the 2000s is
to a great extent responsible for the shift in Romania’s indus-
trial profile (Figure 18), from an important light industry and
metallurgical manufacturer (textiles) into a landmark of the
European automotive industry. In many ways, actually, the
post-crisis growth of the manufacturing industry as a whole
may be entirely attributed to the growth of the automotive
components sector, as in 2016 its turnover represented
14.7% of the total manufacturing industry, compared to only
5.4% in 2008.3% The entire automotive industry (@utomotive
components plus assembly) generated 20.3% of the total
value-added in the manufacturing industry in 2016, an in-
crease from 11% in 2007 (Figure 19); in terms of employ-
ment, the automotive industry accounted for 14.6% of the
employees in the manufacturing industry in 2016, compared
to only 7.2% in 2007. In short, in the past ten years the auto-
motive industry has become the largest and the most impor-
tant industrial sector and one of the vital sectors of the Ro-
manian economy. Given the decline (or the standstill) of other
large industrial sectors (Figure 18), it is most likely that the

36 Overall, in 2016 the turnover of the automotive industry accounted
for 22.2% of the turnover of the manufacturing industry, compa-
red to 9.3% in 2008. Compared to the entire competitive economy,
in 2016 the automotive industry accounted for 6.2%, compared to
2.3% in 2008.



THE FUTURE OF EMPLOYMENT IN THE CAR SECTOR

Figure 20
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economic importance of the automotive industry — especially
of the automotive components industry — will further in-
crease.

As we already pointed out, the automotive industry in Roma-
nia is mainly export-oriented, regardless whether we speak of
vehicles or components. Even though, historically, Dacia’s pri-
vatisation was a vital boost for the automotive components
industry, even before the crisis it no longer produced mainly
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for the vehicle manufacturers in Romania. Automotive ex-
ports started growing since 2005, after Dacia Logan was
launched, but the truly abrupt growth occurred only after the
crisis, when the entire industry focused on foreign demand
(Figure 20), reaching EUR 11.4 billion in 2017 — almost four
times the values of 2007.37 According to NIS data, the auto-

37 These figures include tyres.
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Figure 22
Value-added in the automotive industry (% of turnover)
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Figure 23
Value-added in the manufacturing industry, 2016 (% of turnover)
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motive industry accounts for one fifth of the total value of
exports of goods for Romania.

The export growth had a crucial contribution to the improve-
ment of the automotive trade balance, from EUR 3.75 billion
deficit in 2017 to EUR 4,74 billion surplus in 2017. Obviously,
the imports dynamics represented another major contribu-
tion, and the crisis had an immediate impact on this, with a
decrease of no less than 60% only in 2009 (Figure 20). In
2017 the total value of automotive imports had not reached
the record levels recorded in 2007 and 2008, but this will very
likely happen in 2018. However, the visible increase in im-
ports starting from 2014 does not indicate a simple return to
the pre-crisis situation, as the structure of imports has
changed significantly since.

First, we should separate vehicles from components, as the
trade balance is very different for the two (Figure 21). The
slight comeback of the new vehicle market and the massive
increase in vehicle imports in the last period have led to an
ongoing decrease of the trade surplus for vehicles starting
from 2013. However, if we look strictly at the trade relations
with Germany (the most important trading partner and the
most important European country in terms of automotive in-
dustry and market), Romania actually registers a deficit for
road vehicles, albeit significantly lower than before the crisis.
Obviously, the poorer situation compared to Germany is due
to the major importance of the German brands on the auto-
motive market in Romania, regardless whether we speak of
new or second-hand vehicles. Therefore, on the one hand,
Germany became an important destination for vehicles man-
ufactured in Romania (exports tripled between 2007 and
2017) but, on the other hand, Romania became an important
market for vehicles exported by Germany, especially for sec-
ond-hand vehicles. In the near future, the increase in the Ford
production might be absorbed by the sharp increase of sec
ond-hand vehicles import, with the removal of tax restric-
tions and if good macroeconomic situation is maintained.

For the automotive components industry, there is a com-
pletely different picture, as the total trade surplus exceeded
four billion dollars in 2017 (Figure 21). The surplus with Ger-
many accounted for more than 50% of the total surplus, in-
dicating profound integration of the automotive components
industry in Romania in the German production chains. The
key question however is how this integration occurs or, more
specifically, to what extent this integration comes along with
increased economic dependence on foreign markets and in-
dustrial strategies ad, implicitly, with limited future develop-
ment opportunities. Indeed, all data indicate that in Romania
the automotive components industry consists mostly in man-
ual operations involving automotive components assembly or
imported raw materials. Even though they absorbed a lot of
workforce in the past years, on medium and long-term these
activities cannot guarantee a balanced socioeconomic devel-
opment, as they fundamentally depend on maintaining la-
bour costs as low as possible. From a certain point, the con-
sistent increase in labour costs (regardless whether it is
prompted by workforce depletion) is no longer compatible
with this type of industrial activities, and the result is either a
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blockage of socioeconomic growth or transition to more
complex industrial activities which depend less on the low
labour cost. The future of the automotive industry in Roma-
nia and — in fact, of the entire economy — depends on the
solution to this issue.

The fact that automotive industrial activities in Romania have
a low level of complexity and consist mainly in manufacturing
of intermediary goods from imported parts and raw materials
is obviously visible in the similar evolution of exports (+16%
per year on average between 2007 and 2017) and imports
(+11% per year on average between 2007 and 2017) of auto-
motive components. The increase in the imports of compo-
nents is not explained by the increase in the activity of vehicle
manufacturing factories, which have a pretty high local inte-
gration level anyway. A more realistic explanation is the de-
pendence of automotive components industry in Romania on
imports of raw materials and parts. This is also visible in the
share of the value-added in the turnover, which decreased
from 29.4% in 2008 to 21.9% in 2015 for the automotive
components industry (Figure 22). More simply, although the
sales revenues of automotive companies in Romania in-
creased significantly, the share of such revenues which actu-
ally remained in Romania decreased.® Interestingly, we note
a similar evolution of the value-added in the rest of the auto-
motive industry, despite the increase of the Duster share (a
more expensive and more complex vehicle than the rest of
the Dacia range) in the production of the Mioveni factory. In
terms of value-added margin, the automotive industry fares
worse than most manufacturing industry sectors, below the
average values of the manufacturing industry and of the
competitive economy and far from the high-tech industries
(Figure 23). Thus, the real economic impact of the automotive
industry may be greatly overrated if we look only at its gross
size (in terms of turnover, exports or number of employees).
Here is another reason why the growth of the automotive
industry in Romania to a level exceeding countries like Italy or
Spain in terms of number of employees has a much lower
impact on the socioeconomic growth.

Another reason, much more important, is related to the type
of industrial activities in Romania — more specifically to the
type of products manufactured. We already know that the
vehicles assembled in Romania have relatively low prices. It is
also the case of the automotive components industry, which
specialises in low value-added products, like automotive wir-
ing. In 2017, Romania was by far the largest European wiring
manufacturer, with a total production amounting for EUR
2.56 billion, compared to only EUR 850 million for the second
ranking Poland (table 2). Of all large manufacturers, Romania
has registered by far the highest growth in the last decade,
while the trend for the Western countries is fast decrease.

38 Combined with a slower increase in imports than in exports, the
decrease of the value-added share in the turnover might suggest eit-
her a stronger local integration of the production chains upstream,
either a more and more important share of the assembly of simple
products, made of components and raw materials which are not clas-
sified as automotive products. The second assumption is more likely,
especially if we consider the types of goods exported by Romania -
wiring, for example, does not require complex components.
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Table 2
Wiring production in Europe

Total production value in 2017 (billion EUR)

Increase compared to 2007

Average price per unit manufactured in 2017

RO 2.56 +89.5% 125 €
PL 0.85 +37.0% 11.2€
SK 0.80 +69.7% 241 €
Ccz 0.76 -8.7% 194 €
DE 0.71 -36.5% 17.2 €
ES 0.49 -2.3% 18.1€
AT 0.43 -10.1% 75 €
FR 0.29 -57.5% 81.2€
HU 0.20 -54.9% 126 €
IT 0.17 -16.3% 123 €
PT 0.15 -52.5% 49€
UKk 0.1 -52.3% 52.6 €
Fl 0.02 -84.1% 435€

Data source: Eurostat

Currently, Romania’s wiring production amounts for more
than 30% of the total European value, while quantitatively
Romania only manufactures 35% of the total units manufac-
tured in Europe. Mention should be made that the price per
kilo of Romanian products (EUR 12.5 on average) is signifi-
cantly lower than in countries with large vehicle production
both from Western Europe (Germany, Spain, UK), and from
Central and Eastern Europe (Slovakia, the Czech Republic). In
other words, it is not only that Romania specialises in low
complexity products, but even these are sold for low prices by
the companies in Romania, which means low value-added
registered in the country and, implicitly, apparently low finan-
cial productivity, low wages and tax revenues etc.

Given Romania’s position as an absolute leader in wiring
manufacturing at European level, it is not surprising that wir-
ing accounts for more than one fifth of the total automotive
components exports of the country (Figure 24). Perhaps more
interesting is the comparison between wiring exports and
gearbox exports, whose value increased exponentially in the
past years, mostly due to the two Daimler factories in Alba
County. In 2017, Romania’s gearbox exports were the highest
in Europe, after Germany and France, but accounted for only
8% of the total gearbox exports of the EU countries, com-
pared to 57% in the case of Germany.?® Only three large
gearbox factories (the two Daimler factories and the Me-
chanical Factory in Mioveni) and approximately five thousand
employees in total*® generate exports equivalent to three
quarters of the total value of dozens of wiring factories with
tens of thousands of employees. However, the latter are the
rule and they fully reflect how the industry in Romania was
integrated in the European automotive production chains (es-
pecially in the German production chains). In this division of
labour, Romania still has the task to process, mostly manually,

39 Figures include exports within and outside EU.

40 The Daimler factories total less than 3000 employees, and Dacia Me-
chanical Factory has about 3800 employees, but they also manufac-
ture engines and chassis.
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cheap products of low value-added, while their profitable
manufacturing in Western countries is incompatible with the
pricing policy in the automotive market.

Within the limits of this industrial profile, Romania proved —
and still proves — extremely competitive. The matter of com-
petitiveness if crucial for the Central and Eastern European
dependant market economies, where foreign capital basically
dominates all strategic sectors. As regards the automotive
industry, there are two vital factors for the attractiveness of
these countries for foreign investments: low costs and prox-
imity to Western customers. The latter is extremely important
and explains to a large extent why, for example, Bulgaria
does not have an automotive industry, while this industry is
highly developed in Romania and is developing fast in Serbia.
As we pointed out already, initially, investments targeted
countries with high potential and some vehicle manufactur-
ing tradition, while costs and location became more and
more important later on. As a general rule for the automotive
components industry (to comply with the requirements of
the “just in time” principle), the road distance should take
approximately one day, which makes Serbia more attractive
than Bulgaria and the Western part of Region more attractive
than any other region in the country.

As regards costs, labour holds a key role, but for companies
the total cost is of the essence, and this may increase with
distance, for example, or may decrease, in certain circum-
stances. The governments of dependant market economies
(Romania, but also Hungary, Slovakia, the Czech Republic or
Poland) have facilitated directly and significantly the total cost
reduction for automotive companies using state-aid schemes
which specifically targeted this industry.

In Romania, between 2007 and 2016, the automotive indus-
try received EUR 411 million through state-aid schemes,
amounting for more than half of the total funds of these
schemes (table 3). Consequently, state-aid financed 28.8%
of the investments of the beneficiary companies. In return of
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Figure 24
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Table 3
State-aid granted to automotive companies, 2007-2016

State-aid (million €)

% of investments financed

Jobs created (company commitment)

Pirelli 91.8 23.7% 2,034
Renault 87.4 30.3% 1,147
Bosch 82.5 34.6% 2,390
Star Assembly (Daimler) 37.4 15.7% 510
Delphi 24.8 50% 526
Federal Mogul 16 46.9% 1,819
Continental 14.6 38% 367
Leoni 20 39.6% 527
Rombat 8 41.4% 108
Yazaki 6.8 62.1% 830
Valeo 6.6 41.4% 464
Draximaier 5.2 16.3% 989
TRW (ZF) 4.7 34.9% 1,160
Hendrickson 3.1 48.3% 58
Faurecia 1.6 36.4% 352
Total 410.6 28.8% 13,281

Data source: Ministry of Finance

such funding, the companies committed to create new jobs,
and the total of 13,3 thousand represents more than one
fifth of the new jobs in the automotive industry between
2008 and 2016. Most large employers in the automotive in-
dustry in Romania benefitted from at least one state-aid
scheme.

Even though there were significant state subsidies supporting
foreign investments, eventually the low labour cost has been
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and remains the main competitive advantage of Romania
when we speak of integration in the European production
chains. Although there are more and more voices warning on
the alleged danger of substantial wage increases, among Eu-
ropean countries with a developed automotive industry, Ro-
mania still has by far the lowest labour costs (Figure 25), far
away from Poland (+34% compared to Romania), Hungary
(+60% compared to Romania), the Czech Republic (+72%
compared to Romania) or Slovakia (+74% compared to Ro-
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Figure 25
Average costs per emplyee per year, 2016
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mania). The differences compared to Western countries are
undoubtedly huge: the cost per automotive employee is on
average 6.6 higher in Germany and 5,1 higher in France than
in Romania. It is interesting to note that the ratio between
labour costs in the automotive industry and those in the man-
ufacturing industry or in the total competitive economy is
much lower in Romania than in virtually all Western coun-
tries, where labour in the automotive industry is significantly
more expensive than in the total manufacturing industry or in
the competitive economy. We should also note that in Roma-
nia the cost per employee in the manufacturing industry is
practically equal to the cost per total competitive economy —
something unimaginable in Western countries. Anyway, the
costs in Romania are by far the lowest, and there is sufficient
room for manoeuvre for substantial increases on short- and
even medium-term, without a significant impact on Roma-
nia’s competitiveness in terms of low costs.

This last statement is also supported by the fact that the share
of labour costs in the value-added generated in the automo-
tive industry has remained constant or even tends to decrease
in the case of assembly industry. In other words, the wage
increases in the past years have been completely covered by
productivity increases, and they changed nothing in the dis-
tribution of value-added between labour and capital in the
automotive industry in Romania. Despite growing and
stronger warnings by employers, the increase in the labour
costs is not so much a problem, but a solution to the real is-
sue some companies are already facing, an issue which may
acutely impact the entire industry in the future. This is the
cheap labour shortage, determined by the combination of
growing demand by foreign companies and lower supply due
to demographic developments and especially to the massive
migration for work abroad.

This issue is felt more strongly by the automotive industry
than by other sectors of economy, for at least two reasons.
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First, the increase in employment in the automotive industry
has been much stronger in the automotive industry than in
other sectors of economy, especially compared to the manu-
facturing industry. In 2017, the total number of employees in
the automotive industry had exceeded 180 thousand, com-
pared to less than 100 thousand in 2009. Currently, the auto-
motive industry accounts for about 3.7% of the total employ-
ees in Romania (compared to 2.1% in 2009) and for no less
than 15.3% of the total employees in the manufacturing in-
dustry (compared to 8.9% in 2009). In other words, the la-
bour demand is higher in the automotive industry than in
other sectors, mostly due to the fast growth of the automo-
tive components sector. Secondly, the very strong geograph-
ical concentration of the automotive industry exacerbates the
issue of cheap labour shortage, practically a non-existent is-
sue in areas without a strong industry. The proximity of the
final customers makes automotive investments focus pre-
dominantly in the west and the centre regions of the country,
with four counties (Arad, Arges, Sibiu and Timis) cumulating
half of the workforce in the automotive industry in Romania.
The issue of cheap labour shortage is especially acute in Ba-
nat and in counties like Brasov and Sibiu, where employment
in the automotive industry accounts for an impressive share
in the total employment (map 1). These are also the areas in-
vestors have focused on during the past years, more specifi-
cally, component manufacturers which have very little to do
with the factories in Craiova or Mioveni.

The reaction of companies to the cheap labour shortage was
twofold. On the one hand, involvement in a real media cam-
paign to prevent wage increases, with regular employers’
public interventions ever since the first signs of change in the
labour market occurred about two years ago. We include
here threats to relocate activities from Romania to even
cheaper peripheries like Morocco, Serbia or even Ukraine. On
the other hand, additional pressure on human resources de-
partments to constantly recruit large numbers of people to
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Map 1
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cover the increasing labour turnover, combined with moder-
ate wage increases — which, as we have seen, did not change
in any way the status quo at European level or for Romania’s
economy. The state reaction to the cheap labour shortage
was also twofold. On the one hand, the increase in the mini-
mum wage and in public wages, hoping that the market will
then automatically regulate the wage level in the private sec-
tor. On the other hand, the adoption of punitive measures
(against people who prefer to rely solely on social benefits,
for example) aimed at channelling the alleged cheap labour
reserves to the private sector and improve at least temporar-
ily the labour market situation in favour of the employers — in
other words, to reduce the cheap labour shortage, without a
truly significant increase in labour costs.

The cheap labour shortage is not specific to Romania.#' One
may argue this is truly a syndrome of the Central and Eastern
European dependant market economies, as more and more
capital migrates East and more and more workforce migrates
West. At least in view of this latter mechanism, the situation
in Romania is extreme, as the migration for work abroad
reaches very high levels. However, the risks are completely
different than those mentioned currently — relocation of ex-

41 See, for example, the case of Slovakia. Petr Pavlinek, “Whose suc-
cess? The state—foreign capital nexus and the development of the au-
tomotive industry in Slovakia”, European Urban and Regional Studies,
2016, vol. 23, nr. 4, p. 571-593.
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isting production capacities and blockage of potential invest-
ments. As regards the relocation of existing production ca-
pacities, we should highlight that the wages dynamics in
Romania does not occur against a regional background of
wage stagnation, but in a very dynamic context, and the in-
creases in Romania are in line with the developments in the
other Central and Eastern European countries. Moving invest-
ments in even cheaper countries is an extremely costly pro-
cess and, anyway, it is only a short-term solution for employ-
ers, as the investment waves in other peripheral economies
inevitably will generate the same cheap labour shortage phe-
nomena. In turn, blocking potential investments cannot pose
a threat unless we speak of investments looking for the low-
est labour costs possible, thus repeating the vicious circle the
Romanian economy seems to be already in. As regards the
automotive industry, we should wonder how much invest-
ment in wiring factories could still be attracted, given the al-
ready huge concentration of the European wiring production
in Romania.

Risks are rather related to the current standstill in the stage of
relative underdevelopment, by maintaining the current indus-
trial profile: low value-added operations, low technology and
low wages. As it became obvious lately, on short- and possi-
bly even on medium-term, there is sufficient room for ma-
noeuvre for maintaining this industrial profile with moderate
wage increases. However, in a not very distant future, Roma-
nia must choose between maintaining the current industrial
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Figure 26
Forecasts on electric cars market share in 2025
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profile and increasing manufacturing complexity, and the lev-
el of social and economic development; the first option will
only make current matters worse. This is a key question for
the automotive industry in Romania, first of all due to the its
major role in the economy of the country and second, due to
the current situation of the global automotive industry.

The likely technological revolution in the automotive industry
will obviously touch Romania as well, but the impact will be
filtered by the manner of integration in the European produc-
tion chains or, in other words, by the peripheral industrial pro-
file described in this section. Electric and autonomous vehi-
cles will have a major impact on Western European automotive
markets, but how will things change in a market such as Ro-
mania, where the low purchasing power overwhelmingly fa-
vours cheap and especially second-hand vehicles? Given the
pressure these new technologies will place on vehicle prices,
how will the two factories in Romania cope, as they manufac
ture low price vehicles? If the technological changes will have
the forecasted major impact on the automotive supplier in-
dustry, what can we say of the supplier industry in Romania,
given its current specialisation? Finally, will these changes
bring about more opportunities or more threats to the major
role played by the automotive industry for Romania’s econo-
my and, especially, labour market? Obviously, these questions
are not a priority now for the actors in the local industry, as
they rather focus on matters related to costs and cheap la-
bour shortage. However, they will become more and more
important, and certain assumptions on future developments
may be advanced even now. But, before discussing the po-
tential impact of the global technological changes on a pe-
ripheral industry, we should understand these changes.
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6.4 GLOBAL TRENDS: ELECTRIC CARS,
AUTONOMOUS AND CONNECTED CARS,
DIGITISATION

The recovery of the European automotive industry after the
crisis at the end of the last decade did not mean the return to
stability but, on the contrary, it was accompanied by multiple
more or less pessimistic scenarios on the long-term future of
the industry. There is more and more talk of a possible radical
reconfiguration of the entire automotive ecosystem, from ve-
hicle manufacturing to vehicle use and to the place of the
vehicle in daily life. Three crucial technological innovations
underpin this potential automotive revolution: electric vehi-
cles, autonomous and connected vehicles and the digitisation
of the entire value chain of the industry. Each of them is ex-
pected to produce an important impact on companies, on
labour and, more generally, on how the automotive industry
operates.

Electric vehicles

Given the position of the automotive industry in the Europe-
an economy, the European Commission highlighted the im-
portance of fast transition to the “new industrial age”#?, to
maintain the technological advance the European manufac
turers still have on foreign markets (especially in China) and to
protect the European market from the entry of foreign com-
panies (again, especially Chinese companies) which are cur-
rently making massive investments in the development of
new automotive technologies. The European Commission

42 European Commission, GEAR 2030. Final Report — 2017, p. 8.
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estimates that the global electric vehicles market will reach
339 hillion dollars by 2030, while the autonomous vehicles
market will reach 273 billion. Given the already low profitabil-
ity in Europe, the risk is considered major if the European in-
dustry fails to capture as much as possible from this techno-
logical potential. Against this background, the European
environmental regulations may be considered actually bene-
ficial for the industry, as they force European manufacturers
to innovate and adapt in advance to the emissions reduction
need, which will become global in the next two decades. By
2050, the European Commission estimates that the automo-
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tive market in Europe will be completely electrified, which
means that all new vehicles sold will be pure electric vehicles
— battery electric vehicles, without combustion engines; simi-
larly, for the Chinese market and, with time, for all other big
markets worldwide.

However, forecasts for the next three decades seem much
easier to draft than scenarios on the next decade. As proof,
there are numerous rather different estimates of the market
share of electric cars, ranging from 7 to 20% for all-electric
vehicles until 2025 and from 6 to 27% for hybrid vehicles
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Table 4

Impact of electric vehicles market share increase on employment in 2030, by sector and depending on the CO, emissions reduction

CO, emissions reduction target

Current 30% cars / 40% 20% 30% cars / 40%
situation 25% 25%
commercial commercial
vehicles vehicles
Sector of activity Jobs Change (thousand) Change (%)
(thousand)
Petroleum refining 151 0 -1 -1 -0.2% -0.3% -0.5%
Automotive industry 2,454 0 -3 -12 0.0% -0.1% -0.5%
Rubber and plastics products 1,776 +5 +5 +7 +0.3% +0.3% +0.4%
Metals 4,288 +5 +5 +5 +0.1% +0.1% +0.1%
Electrical equipment 2,451 +5 +7 +12 +0.2% +0.3% +0.5%
Electricity, gas, water, etc. 2,852 +2 +2 +5 +0.1% +0.1% +0.2%
Other sectors 200,427 +3 +3 +69 0.0% 0.0% 0.0%
TOTAL 230,209 +20 +18 +86 +0.01% +0.01% +0.04%
Data source: European Commission, Impact assessment accompanying the document Proposal for a Regulation of the European Parliament and of the Council setting emission performance

standards for new passenger cars and for new light commercial vehicles as part of the Union’s integrated approach to reduce CO, emissions from light duty vehicles and amending Regulation

(EC) No 715/2007 (recast), 2017, p.95

(Figure 26). This diversity is due to the persistence of several
crucial unknown factors in determining the manner and the
pace of the transition towards an electric automotive market.
The main issue is the battery cost which currently does not
allow for viable mass sales of electric cars, and the charging
infrastructure, which requires investments of billion dollars,
especially from governments. Although all analysts indicate
that battery price will become dramatically cheaper due to
technology developments and that the charging infrastruc-
ture will become more and more accessible, there is no
agreement on when they will enable mass replacement of
combustion engines. Until then, it is expected that hybrid ve-
hicles (which include both a combustion engine and an elec
tric engine) should serve as a catalyst for the transition to
pure electric vehicles. Besides the increase in hybrid vehicles,
the decline of diesel vehicles - which dominated the market
until recently and which had been considered as the Europe-
an answer to the environmental sustainability issue, before
the recent scandals — is a sure fact.

When it comes to production, there are even more uncertain-
ties than those related to the market. It is true that electrifica-
tion will impact only a part of the industry, the part related to
the propulsion systems (engines and transmission), but the
change seems radical here. The most visible change will con-
sist in the actual disappearance of the internal combustion
engine and of the gearbox and in their replacement by a sys-
tem consisting in a battery and an electric engine, most likely
with transmission included. As the production of engines and
gearboxes is usually not outsourced, there will be major im-
pact on automotive manufacturers. The same will happen
with the entire supply chain for engines and gearboxes. First
of all, it is very likely that battery manufacturers will become
the most important automotive suppliers — in some cases,
more than 40% of the total value of a pure electric car is

currently attributed to the battery manufacturer.** We should
take into account the fact that battery manufacturers are
new actors in the automotive industry, and the traditional
suppliers do not have the necessary technical capacities to
manufacture these components. Secondly, quite many com-
ponents which are currently considered essential in the pro-
duction chain of combustion engines — the tank and the fuel
pump, the exhaust system, the clutch, the emission control
system, the air or oil filters and the combustion engine com-
ponents (valves, crankshafts, camshafts etc.) — will no longer
be needed, while other completely new components — con-
verters, inverters, distribution modules, charging modules,
cooling modules — will replace them.

As already mentioned, considering the impact of this transi-
tion on the most technologized part of the European auto-
motive industry, one of the major concerns is the loss of com-
petitiveness of the European industry to China, which already
seems to have occurred in case of battery manufacturing.
Another important concern is the impact on employment, as
a substantial share of the automotive industry employees are
currently employed for manufacturing combustion engines,
gearboxes and components. The pessimistic scenarios indi-
cate hundreds of thousands of jobs lost only in Germany,
especially in the automotive industry, but also in the manu-
facturing industries providing raw materials and components
for traditional propulsion systems.** The impact would be

43 |t is the case of Chevrolet Bolt, for which LG manufactures 56% of
the total content of the car, with 42% only the battery. See UBS. UBS
Evidence lab electric car teardown — Disruption ahead?, 2017.

44 Green Car Congress, ,ifo Institute study projects ban on combus-
tion engines in 2030 would affect 600K jobs in German manufac-
turing”, 2017, available online at: https://www.greencarcongress.
com/2017/07/ifo-institute-study-projects-ban-on-combustion-engi-

nes-in-2030-would-affect-600k-jobs-in-german-manu.html.
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Figure 27
Revenues and profitability in the automotive industry worldwide, 2015 vs. 2030
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especially visible in the few regions where most of the Euro-
pean automotive industry employees are concentrated,
among them, the West region of Romania (see map 2).%° In
turn, optimistic scenarios show a completely different story,
according to which the transition to electric vehicles would
create hundreds of thousands of jobs in the European econ-
omy, especially in those sectors which would indirectly bene-
fit from funds made available by the collapse of the oil de-
mand. Some of these scenarios maintain that employment in
the European automotive industry may increase by up to 8%
if export levels are maintained and if Europe manages to
build a battery industry.*®

As if ignoring all these more or less extreme projections, the
official forecasts of the European Commission are very mod-
est, with completely negligible changes in total employment
by 2030 - but positive, nevertheless: from +0.01 to +0.04%,
depending on the road vehicle carbon emission reduction
target (table 4). We may say the same for the automotive in-
dustry, where a decrease in employment by 0.5% at the most

45 FTlIntelligence, Impact of electrically chargeable vehicles on jobs and
growth in the EU. Particular focus on the EU automotive manufactu-
ring and value chain, 2018.

Transport & Environment. 2017. How will electric vehicle transi-
tion impact EU jobs? Available online at https://www.transporten-
vironment.org/publications/how-will-electric-vehicle-transition-im-
pact-eu-jobs.
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by 2030 seems to be a very minor threat compared to the
typically cyclical problems of this industry.

However, these purely quantitative scenarios may be mislead-
ing. Obviously, in terms of figures, the current employment
levels in the automotive industry may be maintained during
the transition to electric vehicles, but the employment con-
tent will very likely change significantly. Mechanical engineer-
ing will lose more and more ground to electric and electronic
engineering and to the expertise in electrochemistry needed
in battery manufacturing. Meanwhile, the hybrid engine de-
velopment will require investments both in electric and in
combustion technologies, which will actually increase the
complexity of engine design and manufacturing operations.
It is expected that on short- and medium-term employment
in research and development will become more and more
important in the total automotive employment due to the
need to develop electric technologies and to improve com-
bustion engines, which, one way or another, will still be pres-
ent in the market for many years. Regardless whether batter-
ies will become mass production in Europe or not, there is
very little chance that automotive manufacturers and their
traditional suppliers become battery manufacturers.

Autonomous and connected cars

Even in scenarios depicting the strongest impact of vehicle
electrification, the basics of the automotive industry remain
the same, which is not at all valid for scenarios on the impact
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Figure 28
Research-development expenditure at European level
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of autonomous and connected vehicles. As regards connec
tivity as such — vehicle capacity to communicate with the en-
vironment, with other vehicles and with users or other ob-
jects — the transitions is largely completed; a PWC study
indicates that more than 89% of the new vehicles were con-
nected and 100% will be by 2022.47 Obviously, technologies
will evolve from current technologies — infotainment, GPS,
parking assistance systems — to more and more complex hu-
man-vehicle interfaces using augmented reality displays. They
will also become universal — moving from premium range
innovations to integral parts of the standard package for class
A, B or C cars. The generalisation of connected vehicles will
generate more and more data on vehicles and especially on
users, which may be used for industrial and commercial pur-
poses by manufacturers, suppliers or by third parties. All
these innovations already stretched the boundaries of the
value chain of the automotive industry towards software and
data management, activities that both traditional manufac
turers and suppliers seem to prefer to develop in-house, to a
great extent in order to limit the opportunities to entry the
market for extremely strong competitors such as the IT gi-
ants.

Connectivity will reshape the value chain of the automotive
industry, introducing revenue sources (software, digital ser-
vices, shared mobility) which are much more dynamic than
the traditional ones (vehicle sales, aftermarket, finance and
insurance) and much more profitable, which is very impor-
tant, given the low profitability in the European market. Ac-

47 PWOC, The 2017 Strategy& digital auto report, 2017, p. 8, available
online at: https://www.strategyand.pwc.com/reports/fast-and-furi-
ous.
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cording to certain estimates, in 2030 these new activities will
cumulate about 20% of the total revenues and almost 40%
of the total profits in the automotive industry (Figure 27).
Consequently, there is growing concern that the industry is
shifting towards service delivery, in which case vehicle manu-
facturing and selling — the main activity of automotive com-
panies today — would become just an auxiliary activity. Un-
doubtedly, no actor in the industry can afford to ignore these
changes or to leave the competitors bother about them.

However, the change may be much more significant, espe-
cially due to the autonomous vehicles, which represent the
technological climax in vehicle connectivity. Even though re-
ally autonomous cars will not hit the streets in the next ten
years, assisted driving and partial autonomy are already reali-
ties for premium models and will become integrated in the
standard packages of the lower price cars. The highest risk
for the automotive industry is the proliferation of autono-
mous shared mobility and the replacement, with time, of the
standard human driving vehicles owned by individual users
by self-driving vehicles which are not property of the users,
but are owned by shared mobility services providers. In a sce-
nario where the entire automotive market is seized by such
“robo-taxies”, PWC estimates a fleet downsize by up to 14%
of the current level and sales cutdowns (and, implicitly, pro-
duction cutdowns) to half.#8 Another scenario foresees an
extreme polarisation of the market, where vehicles with aes-

48 The steeper decrease in the car fleet than in sales would be due to
a more intensive vehicle use, hence the need to replace them faster.
See PWC, Five trends transforming the automotive industry, 2018,
available online at: https://www.pwc.com/gx/en/industries/automo-
tive/publications/eascy.html.



thetic functions would become a niche premium product,
while the vast majority of the market would be covered by
cheap, featureless, purely functional vehicles.*® In such a sce-
nario, the current business model of mass manufacturers -
from Dacia to Volkswagen — would prove completely inade-
guate to the market realities.

Connected and autonomous vehicles are object to the most
extreme and futuristic scenarios on the future of the automo-
tive industry. Nevertheless, there is huge uncertainty, and it is
impossible to establish by any degree of accuracy how realis-
tic they are. What is certain is that traditional manufacturers
and suppliers invest massively in these technologies, compet-
ing with IT giants and with the new mobility services provid-
ers, like Uber, and with countless start-ups. Together with
engine electrification, the connected and autonomous vehi-
cle technology gave a major boost to automotive companies’
investments in research and development, which doubled in
Europe between 2010 and 2017 (from 27 to 54 billion euro
annually), strengthening the leading position of the automo-
tive industry among other sectors (Figure 28). In the past
three years, investments in research and development on au-
tonomous vehicles and electric vehicles reached 180 billion
dollars worldwide, and Volkswagen, the largest company in
the automotive industry, announced investments of 86 billion
dollars by 2022.5°

There are massive risks attached to such investments, espe-
cially due to the major uncertainties on the future market and
industry configuration and to the likelihood that traditional
manufacturers lose ground to new-comers, which some-
times may be much more experienced in hardware and soft-
ware development or delivery of services than automotive
companies. Moreover, the automotive industry must main-
tain a high level of operational investments, and sensitiveness
to the cyclical movements of the economy may quickly bring
in crisis companies investing billions in technologies which
will pay off in a decade at best.

As regards employment, the short- and medium-term impact
of autonomous and connected vehicles development is cer-
tainly positive, as investments in research-development by
automotive manufacturers and suppliers require personnel
specialised in hardware and especially in software develop-
ment. The impact on employment in manufacturing will only
be felt if shared mobility increases sufficiently to threaten the
domination of individual mobility — which cannot become a
reality earlier than the end of the 2020s. Even so, in case the
traditional actors in the automotive industry manage to set
off new-comers, the existing scenarios indicate a minor de-
crease (-1.8%) in employment in the automotive industry by
2025, even though more than 10% of the employees would

49 Roland Berger, Automotive 4.0: a disruption and new reality in the
US?, 2015, available online at https://www.rolandberger.com/en/Pub-
lications/pub_automotive_4_0.html.

Deloitte. The future of mobility. How transportation technology and
social trends are creating a new business ecosystem, 2018, availa-
ble online at: https://www2.deloitte.com/insights/us/en/focus/fu-
ture-of-mobility/transportation-technology.html.
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be IT specialists in charge with the new mobility services
(compared to 0% in 2015).5" Just like in the case of electric
cars, quantitative stability may hide a major qualitative shift in
employment in the automotive industry in the next decade.

Production chain digitisation

The third major technological trend which might be said to
pose a fundamental threat to the operation of the automo-
tive industry is the general advance of digitisation. If manu-
facturing as such is not among the important topics for de-
bate on electric cars or on connected and autonomous cars,
in the case of digitisation the manufacturing process takes
the lead role. In the automotive industry, the transition to the
so-called “Industry 4.0 (another way of speaking of digitisa-
tion and automation) is well underway, but the change is
nowhere near as revolutionary as autonomous and connect-
ed vehicles or even electric vehicles may become. In the most
futuristic scenarios, digitisation would fully impact on the
entire production chain, from logistics to sales, leading even-
tually to a quasi-total automation, enabling loss reduction
(dead time, inefficient use of production capacities etc.) and
almost perfect adjustment to customer needs and to the ev-
er-changing market trends. Digital technologies would ena-
ble accurate coordination of suppliers and manufacturers,
manufacturing data generation would enable flaw reduction
and a generalisation of the predictive maintenance of equip-
ment, and artificial intelligence and the new sensor genera-
tions would enable the development of robots capable of
replacing a significant part of the employee manual work. In
the automotive industry, these are not new ideas, they actu-
ally underpin the flexible production paradigm (just-in-time,
lean), which has dominated the industry since the 1980s.

The matter of workforce is central for digitisation, and the
supporters of “digital factories” maintain that it solves the
historical issue of the labour intensive work, linked with ex-
pensive and “inflexible” production systems.52 A lower la-
bour costs share in total expenditure is one of the main goals
of digitisation, contributing to a total cost decrease by up to
20%. According to Roland Berger estimates, “digital facto-
ries” could display 10-20% decreases in the production
costs, 10-20% decreases in logistics costs, 30-50% decreas-
es in stocks, 10-20% decreases in quality assurance costs,
60-70% decreases in complexity costs and 10-20% de-
creases in maintenance costs.>® Regardless how substantial
cost reduction due to digitisation might actually be, the nec
essary investments to achieve such goals require billions euro,
which means additional pressure on the actors in the indus-
try. According to the most radical scenarios, the worker on
the future digital factory will only be indirectly productive; in
other words, the workers will no longer use their hands and

51 Deloitte, The future of the automotive value chain: 2025 and beyond,
2017, available online at: https://www2.deloitte.com/content/dam/
Deloitte/us/Documents/consumer-business/us-auto-the-future-of-

the-automotive-value-chain.pdf.

Roland Berger, Digital factories: the time to capitalize on digital fac-
tories is now, 2016, p.3, disponibil online la adresa: https://www.ro-
landberger.com/en/Publications/pub_digital_factories.html.

53 Ibid, p. 7.
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Figure 29
Electric car market in Europe, 2017
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mechanical or electric tools, and the traditional assembly, ad-
justment or correction tasks will be replaced by robot-super-
vision tasks — and not directly, but by using tablets or laptops.
Unlike the other two major technological changes, digitisa-
tion can only lower employment levels in the automotive in-
dustry, but similarly to electric and autonomous and connect-
ed vehicles, it will tend to transform the contents of the
industrial work, it will require new skills and will replace to a
significant extent old skills.

6.5 PERIPHERAL PERSPECTIVES: THE IM-
PACT ON THE AUTOMOTIVE INDUSTRY
IN ROMANIA

Electric cars: a delayed transition,
though already underway

The effervescence of scenarios on the future of the automo-
tive industry does not leave much room for understanding
the differentiated impact these changes will have from one
region to another or even from one country to another, de-
pending on position of their markets and industries in the
global automotive ecosystem. Conversely, there is abundant
talk about momentous, homogeneous and consistent chang-
es, which seems even more relevant for Europe, where there
are common regulations for the EU Member States and
where domestic markets and industries are strongly intercon-
nected. If in some cases they highlight, for example, possible
growth disparities for electric car markets in developing
countries, there is very little interest for how these transfor-
mations will impact on the European periphery. Even though
the situation may become more balanced in the long-term —
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if, for example, the European Commission’s forecasts on a
completely electrified new vehicle market by 2050 — it is very
likely that the transition will look very different in the East
compared to the West, considering the divergent dynamics
of the markets and the differentiated integration in the pro-
duction chains at European level. Just like in the previous sec
tions, we may discuss possible transformations for Romania
starting from the impact on the market, on the industrial
structure and on employment.

Given the overall weakness of the automotive market in Ro-
mania, it is not surprising that Romania simply does not mat-
ter in the European electric vehicle market (Figure 29), with
electric vehicle registrations (pure electric and plug-in hybrids)
in Romania accounting in 2017 for only 0.2% of the Europe-
an total (compared to 0.7% for all new vehicles). Even though
the developments may seem spectacular as percentages
(pure electric cars registrations increased almost four times in
Romania in the first quarters of 2018 compared to the same
period of the previous year, recording the highest increase in
Europe — Figure 30), the market share for electric cars is
among the lowest: 2.1% compared to 4.3% the European
average for total electric cars (pure electric and plug-in hy-
brids); 0.2% compared to 0.6%, the European average for
pure electric cars. Only 468 pure electric cars were registered
in Romania during the first nine months of 2018, compared
to 867 in Hungary and almost 25 thousand in Germany. The
situation is somewhat better for hybrid cars (plug-in and non-
plug-in hybrids), but not much: 2812 registrations in Romania
during the first three quarters of 2018, compared to 4144 in
Hungary and almost 72 thousand in Germany.



THE FUTURE OF EMPLOYMENT IN THE CAR SECTOR

Figure 30
Electric car registrations in Romania
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Obviously, the Romanian electric vehicle market is minor
compared to the European perspective also because the en-
tire market is much below most other domestic markets of
the continent. The obstacles are the same everywhere — price
and availability of charging infrastructure — but they have a
stronger impact in Romania than in Western EU countries.
The still very high price of electric cars is a much bigger issue
in a country with where the purchasing power is very low. In
response to this problem, the government adopted generous
measures to foster electric vehicles sales, as the car scrappage
programme “Rabla Plus” provides subsidies in amount of
RON 45 thousand to purchase a new pure electric car and
RON 20 thousand to purchase a hybrid car. About one quar-
ter of the electric car sales in 2017 (540 vehicles of a total of
2227) were supported by this programme, compared to only
4% in 2016 (45 vehicle of a total of 1163), when incentives
amounted for only RON 20 thousand for a pure electric car
and RON 5 thousand for a hybrid vehicle. If we add the fact
that electric vehicles are tax-exempt, currently, Romania pro-
vides the most favourable package of incentives for purchas-
ing electric vehicles.>* However, the demand remain low, ex-
plained by the very high price of electric vehicles, even with
the state subsidy — for example, the price of a BMW i3, which
is the most popular electric model in the Romanian market,
with a market share of 20%, may exceed EUR 40 thousand.

Generally, it is assumed that this issue of high prices will solve
by itself once the manufacturing costs and especially the bat-

54 To compare measures adopted by EU countries, see ACEA, ,Over-
view: tax incentives for electric vehicles in the EU”, 2018, available
online at: https://www.acea.be/publications/article/overview-of-in-
centives-for-buying-electric-vehicles.
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tery costs will drop enough so that the final price of the elec-
tric vehicles becomes comparable with the price of combus-
tion engine vehicles. But even when Western countries reach
this turning point, the costs will still be relatively high in Ro-
mania, and the current situation, when second-hand cars are
preferred to new cars for price reasons, will remain un-
changed. Moreover, since electrification will lower the resale
value of combustion engine cars in the Western markets, we
can expect even an increase in the second-hand car market in
Romania, electric cars remaining in the upper new car market
share. The electric car market in Romania cannot develop ac-
cording to forecasts for Western markets without a signifi-
cant limitation of second-hand car sales, which may only be
achieved either by restrictions or by an increase in the pur-
chasing power of the population. But efficient restrictions
would be extremely unpopular, fact already proven by the
last decade controversies on the vehicle tax.

Besides high costs, infrastructure is an even greater limitation
in Romania than in most other European countries. Accord-
ing to the European Observatory on Alternative Fuels, in 2018
there were only 117 recharging points accessible to the public
in Romania, with the second lowest average in Europe per
100 km of road, after Greece (table 5). As mentioned in the
government strategy on alternative fuels, the infrastructure
installed so far is largely “due to the private sector”.5 To com-

55 See Annex to the Government Decision no. 87/2018 approving the
Strategy for the National Policy Framework for the alternative fos-
sil fuels market development in the transport sector and for installing
relevant infrastructure in Romania and setting-up the Interministerial
Steering Committee for alternative fuel market development, publis-
hed in the Official Journal 225bis of 13 March 2018.
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Table 5
Electric vehicle charging infrastructure in Europe, 2018
Recharging points Charging positions
per 100 km of roads
Normal power High power
(<22 kw) (> 22 kw)

NL 36962 36010 952 26.7
DE 26162 22314 3848 1.4
FR 24770 22507 2263 2.3
UK 18158 14160 3998 4.3
NO 11535 9000 2535 12.2
SE 5833 3026 2807 2.7
ES 511 4312 799 0.8
AT 4128 3429 699 3.3
IT 3436 2829 607 1.3
DK 2616 2124 492 3.5
BE 1858 1493 365 1.2
PT 1578 1322 256 M
IE 1046 837 209 1.1
Fl 973 706 267 1.2
Ccz 769 573 196 0.6
LU 744 734 10 25.8
PL 682 470 212 0.2
HU 580 500 80 0.3
SI 535 385 150 1.4
HR 510 422 88 1.9
SK 505 347 158 0.9
EE 390 193 197 0.7
Lv 296 73 223 0.4
LT 151 69 82 0.2
RO 117 95 22 0.1
BG 108 63 45 0.5
MT 97 97 0 4.1
EL 50 40 10 0.04
cYy 36 36 0 0.4
EU 149736 128166 21570 3

Data source: European Alternative Fuels Observatory, The European Union Road Federation

ply with the European rules, the government assumed in this
strategy an objective of 19,5 thousand recharging points ac-
cessible to the public by 2025, of which about 2250 should
be directly financed by the Environmental Fund Administra-
tion, 1260 should be financed by the local governments
budgets and the rest by the private sector (big trading com-
panies, real estate developers, owners’ associations, fossil
fuel traders), and the last category should benefit from vari-
ous “encouraging” measures to be adopted by authorities.
Although it seems ambitious®®, even if the objectives are fully
achieved, in 2025 Romania will have fewer recharging points
accessible to the public for 100 km of roads than the Nether-
lands had in 2017 (22.9 compared to 26.7). Moreover, if Ro-
mania intends to have 19,5 recharging points in eight years,

56 Previous versions of the document mentioned much more modest
objectives — only 1000 charging points by 2020.
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in the Netherlands their number increased by 21 thousand in
just three years (2015-2017).57 Consequently, it is expected
that the electric car market should evolve much more slowly
in Romania and should be limited to areas where infrastruc-
ture investments concentrate (large urban agglomerations
and most important road connections).

The evolution of the vehicle production cannot match the
market evolution, at least if we consider the fact that only a
small share of the vehicles assembled in Romania are sold on
the domestic market, most being exported to Western mar-
kets. Therefore, we can expect that electric vehicles produc
tion in Romania should increase as their market share increas-
es abroad, regardless how delayed the transition is in the

57 See Electric transport in the Netherlands. Highlights 2017, p. 42, avai-
lable online at: https://www.rvo.nl/sites/default/files/2018/04/High-
lights%20EV%202017%20English.pdf.
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Figure 31
Average vehicle selling price in EU, 2005-2016 (selected brands)

26,000€

23,000€

/X/_/ T
20,000€ 7 —

14,000€ |—>—

Data source: ACEA

11,000€ /
8,000€ /
5,000€ | | | | | | | | | | |
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
—— Dacia e Fiat Citroén Renault
Skoda Ford Nissan

Romanian market. However, things are not that simple, pre-
cisely because Romania manufactures cheap vehicles, which
are not a priority when it comes to electrification and which
will be electrified only when the costs with the new technol-
ogy will decrease enough to allow for an acceptable level of
profitability in the absence of government incentives.

Even though currently such a level is expected to be reached
by mid-2020s, the transition might be longer, at least for Da-
cia, because the battery costs should drop much more to
maintain the considerably lower price of the Dacia brand,
compared to all European competitors (Figure 31). Indeed, it
is very likely that the first electrified Dacia models will contin-
ue to take over some engineering elements and components
from older Renault models, which would mean that Dacia
models will be electrified some years after standard Renault
models. On the other hand, the Renault strategy involves the
fast development of a cheap electrified model for the Chi-
nese market, which might further underpin the electrification
of Dacia models. Renault management set very ambitious
objectives until 2022: 20 electric models, of which 8 pure
electric vehicles; 60% of the European range will be electri-
fied “at the best cost”; and electric options for all key market
segments.5® Even though the forecasts on sales for the
“Global Access” models, including Dacia, expect increases
from 1.2 million in 2016 to 2 million in 2022, the company
strategy is reserved with regards to the introduction of elec-
tric versions for this range, and company officials in Romania
indicated that such an option is not open yet due to cost

58 See the strategy Drive the future for 2017-2022, available online
at http://event2.media.renault.com/061017/conferenceps/externe/
player_en_vod3.html
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reasons.*® In turn, Ford announced massive investments of
11 billion dollars for launching 24 hybrid models and 16 pure
electric models by 2022, including SUV and crossover mod-
els, possibly similar to those manufactured in Craiova.

There are very few public details on such plans, which means
that any attempt to identify precisely when the factories in
Romania will start mass production of electric vehicles is
purely speculative. Again, most likely this will happen later
than in the case of Renault and Ford factories from Western
Europe, and the foreign demand for internal combustion en-
gine vehicles manufactured at Mioveni and Craiova will main-
tain until the entry into force of radical measures to limit the
sales of combustion engine vehicles.®® Indeed, according to
IHS forecasts, Romania will not start manufacturing full hy-
brid vehicles until 2025, in the Mioveni factory. But the tran-
sition has already started, which is visible in the gradual re-
moval of classical combustion engine vehicles and their
replacement by stop/start system, currently an almost com-
pleted process." IHS estimates that light hybrid vehicles pro-
duction would start in 2020 at Craiova and in 2023 at Mio-
veni.?? In total, forecasts show that the share of hybrid

59 See the interview with Yves Caracatzanis at the beginning of this
year, available online at: https://adevarul.ro/locale/pitesti/inter-
viu-yvescaracatzanis-director-general-dacia-daca-nu-mentinem-com-
petitivitatea-uzineide-mioveni-punem-mare-pericol-viitorul-1_5a7e-
ae30df52022f7562e0b6/index.html

60 The ban on internal combustion engine vehicles was announced by
some European cities, like Paris, but not earlier than 2030.

61 The stop/start technology automatically shuts down the engine when
the vehicle is idle and instantly restarts the engine when necessary.

62 Light hybrid vehicles include an electric motor which supplements the
internal combustion engine, but the car cannot function only with
the electric motor, as in the case of full hybrid vehicles.
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Figure 32

Vehicle production by type of propulsion system, 2007-2017 and forecasts for 2018-2025
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vehicles (light and full hybrid) in the total production of the
two factories will reach approximately 32% in 2025. Conse-
guently, even though electrification will wait in case of vehi-
cle manufacturing in Romania, the transition is already un-
derway. Another relevant indicator for this trend is the decline
in diesel engines, which is expected to happen in Romania as
well starting from 2018, when IHS estimates a share of 44%
of diesel vehicles in the total production, compared to 50%
in 2017. By 2025, IHS forecasts indicate a decrease in diesel
vehicles to only 6% of the total production of the two facto-
ries. Just like we see currently everywhere in Europe, petrol
vehicles stand to gain most on the short-term, even though
the accelerated decline of the diesel technology is a major
catalyst of the transition to electric vehicles.

Therefore, the most likely assumption is that on short- and
medium-term the two automotive factories in Romania will
not be negatively impacted by electrification, but they will
actually boost their operations with the commencement of
hybrid vehicles production, which are significantly more com-
plex than the classical internal combustion engines. However,
on the long-term, engine and gearbox assembly operations
will gradually decrease, and considering the current situation,
there will be about ten thousand direct job losses.®* Obvious-
ly, we are speaking of a transformation which might last even
three decades, but the loss for the automotive industry in
Romania would be significant, because engines and gearbox-

63 Industry sources highlight that electric motor manufacturing (without
the battery) requires 80% or even 90% less workforce than internal
combustion engines. See FTl Intelligence, Impact of electrically char-
geable vehicles on jobs and growth in the EU. Particular focus on the
EU automotive manufacturing and value chain, 2018, p. 11.
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es are among the most valuable components manufactured
locally and have a vital role in the foreign trade in automotive
goods. In this case we may also see a boost in activity on
short- and especially on medium-term, but as internal com-
bustion vehicle components become mass products more
and more sensitive to cost variations the engine and gearbox
production may move even more from West to East to bene-
fit from low labour costs and from the use of newer and more
efficient production capacities. This is true for all components
in the value chain of the internal combustion engine vehicles.

Currently, vehicle electrification should not have a major im-
pact on most existing suppliers in Romania. Romania is an
important wiring manufacturer, including wiring for internal
combustion engines, but the transition to electric cars does
not entail a reduction in the wiring needs or wiring simplifica-
tion, as is the case with the mechanical components of the
engine. On the contrary, with the transition to autonomous
and connected vehicles, the wiring content may increase sig-
nificantly. Similarly, the production of tyres, bodywork,
wheels, safety elements (safety belts, airbags), lighting com-
ponents etc. (see Figure 32) should not be affected, either
positively or negatively, by the replacement of internal com-
bustion engines with electric systems. From the important
automotive manufacturers in Romania, UBS estimates that
only Schaeffler, Faurecia and Delphi sure relatively vulnerable,
while others like Lear, Autoliv, or Hella will not face problems
caused by the technological changes.

Autonomous and connected cars: low
costs (dis)advantage

A closer look actually shows that the new technological
trends may bring about important growth potential for cer-
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Figure 33

Vehicle production by type of fuel, 2007-2017 and forecasts for 2018-2025
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tain suppliers. The most important supplier and the biggest
automotive company in Romania in terms of number of em-
ployees, Continental, estimates significant growth due to the
development of electric vehicles, of connectivity and of au-
tonomous driving, as this market open to suppliers should
increase by 30% by 2025, while the traditional products mar-
ket would increase by only 1% per year.¢* In 2025, Continen-
tal estimates that the new technologies will have 15% share
from a market of more than EUR 1.25 trillion, compared to
less than 3% now. The company is already adjusting to the
new trends, and the objective is that sensors and software
should amount for 70% of the portfolio by 2025. Continental
content in a pure electric car is four times more numerous
than in a petrol internal combustion engine car, as the engine
management systems (injectors, ECU, pumps), the exhaust
systems, or the turbocompressor are replaced by electronic
power management systems, charging systems, battery
management systems, converters and cooling components.
As regards autonomous cars, they need different types of
cameras, radar and LIDAR systems and ultrasonic sensors. In
order to reach these objectives and to respond on time to the
market transformation, the Continental group increased its
capital expenditure from EUR 1 billion in 2012 to approxi-
mately 1.8 billion in 2017, with increase forecasts for 2018 as
well. Also, research and development expenditure increased
from EUR 1.5 billion in 2012 to approximately 2.7 billion in
2017 and will continue to increase at least until 2019. Thus,
the spectacular increase in research-development expendi-
ture in the European automotive industry (Figure 33) is very
visible in company strategies.

64 Continental, “CES 2018 — Driving the future of Mobility. Strategy
Presentation”, 2018.
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By definition, a dependent economy such as Romania could
not have a very intensive research-development activity, as
investments focus on manufacturing. The comparison at Eu-
ropean level seems to confirm this assumption, as the auto-
motive companies in Romania channel relatively little resource
to research-development activities: overall, only 3.2% of the
value-added and 1.3% of the employees, compared to 27.1%
of the value-added and 11.2% of the employees in Germany
(figures for 2015 — Figure 34). From this perspective, there is
obvious contrast between CEE countries and Western Euro-
pean countries, but there are significant differences between
Central and Eastern Europe dependant economies as well
(Figure 35). With only EUR 103 million investments in re-
search-development in the manufacturing industry in 2015,
Romania is far away from all other CEE countries: expenditure
in the Czech Republic is 9 times higher, in Poland 8.4 times,
in Hungary 4.4 times and in Slovakia 1.9 times. Things are
somewhat more favourable for Romania if we look only at
the automotive industry, where expenditure increased visibly
between 2013 and 2015, from EUR 40 million to EUR 91 mil-
lion, exceeding Slovakia, but still lagging behind the Czech
Republic (expenditure 2.9 higher), Poland (expenditure 1.8
higher) and Hungary (expenditure 1.3 higher). It should be
noted that the research-development expenditure of the au-
tomotive industry in Romania represents a very large share of
the research-development expenditure of the entire manu-
facturing industry, and from this perspective the automotive
industry domination is much more obvious in Romania than
in all other CEE countries with important automotive indus-
tries.

According to NIS data, in the research-development expend-
iture in the automotive industry in Romania in 2016 account-
ed for 67% of the total research-development expenditure in
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Figure 34

Research-development expenditure and personnel in the European automotive industry, 2015
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Figure 35

Research-development expenditure in CEE countries, in the automotive industry and in total manufacturing industry

1200

1000

800

600

400

200

2009 2011 2013 2015

Manufacturing industry

-CZ

Data source: Eurostat

2009 2011 2013 2015

Automotive industry

-PL -HU I:ISK I:IRO

the manufacturing industry and for 25% of the total re-
search-development expenditure in the economy, compared
to 26% and 12%, respectively, in 2008. There was a similar
increase in employment: In 2016, 52% of the employees in
research-development activities in the manufacturing indus-
try and 22% of the total in the economy worked in the auto-
motive industry, compared to 21% and 9%, respectively, in
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2008. The increase is spectacular, especially in view of the
standstill and even decrease in the research-development ac-
tivities in most other important branches of the manufactur-
ing industry (Figure 36). Indeed, besides Renault's engineer-
ing division (Renault Technologie Roumanie, with more than
2000 total employees), many suppliers already adopted or
announced plans to invest in important research-develop-
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Figure 36

Employees in research-development activities in the manufacturing industry in Romania
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ment operations in Romania: Continental (four locations,
about 6000 employees), Autoliv (three locations, about 1000
employees), Hella (two locations, about 800 employees),
Bosch (one location, about 300 employees). Also, many auto-
motive companies (Kromberg & Schubert, Schaeffler, TRW
etc.) made small research-development investments, with
less than two-hundred employees.

As one may notice, a significant share of these activities is not
reflected in the official NIS statistics, as they are classified ei-
ther as manufacturing activities or as research-development
activities in other fields. Most often it is the case of pure en-
gineering activities, especially software and hardware engi-
neering for autonomous and connected vehicles. The devel-
opment of advanced driver-assistance systems (ADAS), for
example, is an important objective for the research-develop-
ment activities of companies like Continental, Autoliv or Por-
sche in Romania. As discussed in the previous section, the
connected and autonomous vehicle technology pushed au-
tomotive manufacturers and suppliers beyond the traditional
boundaries of the industry, towards hardware and software
development specific to the IT sector. Moreover, digitisation
has provided an important boost for suppliers providing au-
tomation and streamlining solutions for logistics and industri-
al processes, and these activities show a significant increase
in Romania as well. Thus, although it is difficult to estimate
accurately, an important share of the IT development sector
in the past years is due to the substantial investments in the
European automotive industry. It is expected that this devel-
opment will continue, since the necessary investments in re-
search-development in the automotive industry will continue
to be very high and keeping in mind, again, the low labour
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costs in Romania. However, all these do not change the over-
all picture, and there are still huge differences compared to
Western countries.

Similarly, with the production of vehicles and components,
which focuses mainly on exports, the technologies devel-
oped in Romania will not be available too soon for vehicles
manufactured in Romania. As we already discussed in detail,
electrification will lag behind more or less significantly com-
pared to production in Western Europe, and the same will
happen with the connected and autonomous vehicle tech-
nology, even though a low-cost brand like Dacia already pro-
vides customers connectivity elements. Developments are
also slow in the mobility services market, although local start-
ups (Clever Tech, Star Taxi App) are successful in big cities and
despite the presence in the market of companies like Uber,
Taxify or BlaBlaCar. Despite the statements made by some of
these companies, the mobility services market in Romania re-
mains relatively limited, especially in geographic terms.> Ex-
cept for Daimler which purchased Clever Tech in 2017, the big
European manufacturers have not yet entered the Romanian
market as mobility services providers, and there is no inten-
tion announced so far. As demonstrated by the conflict be-
tween Bucharest Municipality City Hall and the two local
companies providing taxi apps, local authorities would not be

65 In spring this year, Uber representatives announced that they rea-
ched one million users. See Vezi ,, Americanii de la Uber au ajuns la
1 milion de utilizatori in Romania” [The Americans from Uber re-
ached 1 million users in Romania], Ziarul financiar, 24 May 2018,
available online at: https://www.zf.ro/business-hi-tech/ame-
ricanii-de-la-uber-au-ajuns-la-1-milion-de-utilizatori-in-roma-
nia-17228712.
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necessarily open to the development of a mobility services
market.

Digitisation of manufacturing: “factory
of the future” and cheap labour

As regards the third major technological change — digitisation
of manufacturing — the costs are also important and will de-
lay any major transformation announced by the scenarios
discussed in the previous session. This time, it is rather the
ratio between often very high costs of the necessary invest-
ments for automation and the comparatively still very low
labour cost in Romania. For the automotive industry in Roma-
nia this is a structural asymmetry, and it is very visible with
many important companies, like Automobile Dacia. Although
the Western Europe the idea of a completely automated fac-
tory seems futuristic, but not completely impossible, the fu-
ture plans for the Mioveni factory involve only 20% automa-
tion, from less than 10% three years ago.®® Obviously, certain
changes which are not very expensive will be implemented
— if they are not already implemented — but it is hard to be-
lieve that the Mioveni factory will soon become a “factory of
the future”, as the Renault Group officials envisage it.5” Auto-
mation is always balanced by the labour cost, and from this
perspective, Romania, with relatively very low labour costs
and with significant new investments, advanced from an or-
ganisational perspective, can only be a priority in exceptional
circumstances.

Another reason why digitalisation of manufacturing is diffi-
cult in the near future in Romania is related to the very spe-
cialisation in certain types of products. In case of wiring, for
example, currently manufacturing processes are very difficult,
if not impossible to automate, and this is the main reason
why such manufacturing is not financially viable in countries
with high labour costs. The automation solution can only
have a limited potential in case of wiring factories, and relo-
cation in countries with even lower labour costs (like Serbia)
is much more likely.

Therefore, beyond certain more or less incremental changes,
large-scale digitisation of industrial operations of automotive
manufacturers and suppliers in Romania is currently a rather
purely theoretical option. Instead, “the factory of the future”
in Romania will continue using plenty of cheap labour, as
long as it is still available.

66 Bogdan Alecu, “Robotizarea de la Dacia” [Dacia Robotisation], Bu-
siness Magazin, 29 December 2015, available online at: https:/
www.businessmagazin.ro/analize/transporturi/robotizarea-de-la-da-
Cia-14929207. We should also keep in mind that, overall, the auto-
motive industry is among the most automated economic sectors.
Mention should be made that the gradual increase in the level of au-
tomation did not lead to a decrease in the number of employees.

About team leaders using tablets for their tasks and the Renault vi-
sion on the “factory of the future”, see https:/group.renault.com/
en/news/blog-renault/digital-technology-makes-decision-making-ea-
sier-at-plants/. Logistics operators also use tablets and there are ef-
forts to facilitate predictive maintenance. See “How industry uses

Big Data to fine-tune manufacturing, logistics”, AutoNews Europe,
22 August 2018, available online at: http://europe.autonews.com/ar-
ticle/20180822/COPY/308249994.
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6.6 CONCLUSIONS

Although it seems to have made a full recovery after the crisis
at the end of the past decade, today’'s European automotive
industry looks completely different from the industry ten
years ago. The two major trends — market polarisation, en-
hanced by austerity and by increased inequalities, and the
geographical reconfiguration of the production chains, as
investments were channelled to low labour costs countries —
have a strong impact in Romania as well, nowadays a country
with a minor market and an increasingly stronger industry.
The automotive industry has become the most important in-
dustry of the country; currently, it manufactures mainly for
exporting purposes and it is almost fully controlled by foreign
capital. In order to benefit from the low labour costs in Ro-
mania, automotive manufacturers and suppliers invested in
highly manual processes, with low complexity and technolo-
gization levels. Integrated more and more profoundly in the
European automotive production chains, Romania serves
mainly as an assembly platform for products designed in and
for Western countries, while the industrial actors and author-
ities in Romania are mostly left without any control on the
industrial operations. These are typical characteristics for de-
pendant market economies shaped in the past decades in the
Central and Eastern Europe therefore, this is not only charac-
teristic for Romania, but also for the Czech Republic, Poland,
Slovakia or Hungary. The issue of cheap labour shortage all
these countries are facing is just as typical, and this is an una-
voidable weakness of dependant development at the EU pe-
riphery.

Another reason why the positive developments of the Euro-
pean automotive industry trigger less enthusiasm than during
other cyclical growth periods is the trifold threat of techno-
logical change. In the not-too-distant future, engine electrifi-
cation, connectivity and autonomous driving technology, as
well as the production chain digitisation seem to lead to fun-
damental changes in the operation of the entire automotive
ecosystem — not only in the industry as such, but also in the
user-vehicle relation. The risk that such scenarios might come
true already pushed manufacturers and suppliers to invest
massively in these technologies, to maintain at least their po-
sitions in the European and international markets. All these
are encouraged by European authorities who appreciate that
the automotive industry is about to enter a new era, due to
environmental regulations and technological developments.
Even though there is some consensus that radical change is
unavoidable on the long-term, there are significant uncer-
tainties as to the manner and the pace of this transition. The
concerns with the economic sustainability of the industry are
obviously reflected in employment, and here we see a clash
between pessimistic scenarios, with millions of jobs lost in the
EU, and optimistic scenarios, projecting huge benefits for the
labour market as a whole and, possibly, even for the automo-
tive industry.

If we attempt to understand the impact of technological
transformations on the automotive industry in a peripheral
country like Romania, the abstract nature of the various fu-
turistic scenarios on the global industry is rather an obstacle.



An analysis on the current status quo indicates that, most
likely, technological transition will be delayed in Romania,
with a potentially positive impact on the economic activity
and on employment, at least on short and medium-term.
Somewhat ironically, it is the very peripheral position of the
automotive industry from Romania in the European produc
tion chains that will protect it temporarily from these trans-
formations which will first impact the production of engines
and gearboxes — technologically complex operations which
have a relatively low importance in Romania. More generally,
Romania’s economy dependence cannot allow for the devel-
opment of a robust market for electric cars or for advanced
connectivity and autonomy solutions in the near future, be-
cause the low purchasing power of the population will not be
able to cope with the high prices of such products too soon.
The digitisation of the production chain will not happen ei-
ther according to the fast pace described by scenarios on the
“factories of the future”, since a decrease in the manual work
in the manufacturing processes cannot be a priority in a
country with very low labour costs. Obviously, change hap-
pens already, but relatively minor: some hundreds electric
cars sold every year, some mobility services providers present
in big cities or some indirectly productive workers use tablets.
A much more important development is the trend that Ro-
mania becomes a location for the development of new tech-
nologies, as the boost in the research-development activities
in the European automotive industry is visible in Romania as
well, including in the growth of the IT sector. However, such
developments do not mean a shift in the low labour cost as-
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sembly paradigm, on the contrary, it merely strengthens the
dependence of the automotive industry in Romania.

Therefore, low labour costs are still considered the main com-
petitive advantage in attracting automotive investments. The
recent wage increases only meant a minor decrease in the still
huge wage gaps between Romania and Western countries.
The poor sustainability of the automotive industry develop-
ment in Romania is already visible, and the most obvious
symptom is the cheap labour shortage. In the absence of a
major economic crisis, this issue will become more and more
acute, especially because neither companies nor the govern-
ment seem to be willing to tackle the causes. Therefore, we
may expect the current vicious circle to make industrial devel-
opment unreliable in the future, in view of the current princi-
ples of complexity and low costs — and then, acceptable prof-
itability of manual assembly activities will be actually
incompatible with sufficient wage increases to ensure the
necessary workforce. Although there are significant debates
over this scenario, a real blockage seems quite far. On the
other hand, as we noted, low labour costs are a significant
barrier with immediate consequences for the development of
a market for electric vehicles or for connected and autono-
mous vehicles, as well as for the technological progress of the
vehicle and components manufacturing industry in Romania.
In view of the opportunities made available today by the
technological developments in the automotive industry, Ro-
mania may only have substantial and sustainable benefits by
overcoming the low-cost paradigm.
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Four country perspectives from Central and Eastern Europe

The automotive industry is facing a rap-
id transformation caused by a number
of mega trends: climate change and
stricter CO2 emission standards, digi-
talization and automation as well as
changing concepts of mobility due to
urbanization and new digital technolo-
gies. European car manufacturers are
under increasing pressure to remain
competitive in the global market.

In 2018, FES Prague initiated a regional
project on the future of employment in
the automotive industry in Czechia,
Slovakia, Hungary, and Romania. In all
of these countries the automotive in-
dustry presents a key industrial sector
with high numbers of employment.
The output are four country studies that
are presented in this publication. All
four studies assess the impact of the
transformation on employment and
identify key challenges for policy mak-
ers and workers' representatives. It also
includes a short comparative analysis
that highlights country-specific charac
teristics and common trends.

The shift towards e-mobility, for in-
stance, will most likely benefit the
countries in a short- to medium-term
perspective because they will keep the
production of conventional vehicles
with combustion engines. In the long
run however, they run the risk of de-
creasing productivity and out-dated
technology. This will cost jobs and un-
dermine the sustainability of wage in-
creases. Hence, relevant stakeholders
need to prepare for these changes on
a political and on the company level.
The four country studies give insights
into these developments and recom-
mendations what potential action
strategies could look like.

Further information on this topic can be found here:
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http://www.fesprag.cz/




