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THE FEDERAL REPUBLIC OF GERMANY: THE ECONOMIC AGENTS (*)

The Social Market Economy (Soziale Marktwirtschaft) was the economic system of
the German Federal Republic (GFR) during the early post-war years. It is a system in which,
although the economic agents act in accordance with the imperatives of the free market, it is
acknowledged that the market has defects, which can be corrected. This principle is based on
two highly controversial assumptions: 1) the price system can lead to the inefficient
allocation of resources, and 2) the defects of the market can be detected and corrected by the
economic authorities. Nowadays, the first of these two principles is less in doubt than
the second. As a result of the Social Market Economy, Germany has developed institutions
which in other countries would not be accepted (e.g., collective bargaining, or the formation
of cartels). In any case, it was abandoned, to all practical purposes, at the end of the 1960s, to
be replaced by a system in which the State carried far more weight, although many features
of the origina model were retained (1).

Companies
The structure of production

The share of manufacturing industry in total production and employment is very
high (athird of the working population is employed in manufacturing activities). A large part
of industrial output is destined for export: Germany is the world's major exporter (40% of
GDP, as against 20% for OECD countries as a whole). The GFR’s foreign trade is very
concentrated in industrialized countries (80% of its trading is done with OECD countries and
the rest mainly with the newly industrialized Asian economies).

The most dynamic industries are those that produce capital goods, where a high
degree of flexibility makes it possible to adapt the product to each particular need. These
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include: the automotive industry, which dominates the expensive automobiles sector and is
notable for the attention it gives to design and for having been one of the first to apply the
principles of just-in-time by sub-contracting component manufacture (in recent years it has
faced strong competition from Japan); the electronics and electrical industry, which
specializes in the development and production of systems for obtaining the efficient use of
capital (by reducing down-time, saving energy, etc.); and, finally, the chemical industry (one
of those hardest hit by the oil crisis and exchange rate variations). The industries which have
proved to be least dynamic are those related to the production of primary and intermediate
goods (leather, textiles, clothing, iron and steel, stone and gypsum, food and beverages, and
cold lamination).

The organization of industrial companies is highly varied, but-small and medium-
sized companies make up a significant proportion. One of the reasons for this is the way the
productive process is segmented into sub-processes which the large companies leave in the
hands of the small and medium-sized ones. Wage costs account for alarge part of total costs,
which is why for some time now (especially since the beginning of the 1980s) there have
been demands for a more flexible labour market.

Industry in Germany, both large and medium-sized or small companies, is highly
developed, with a high level of service and product quality. Often enough, «Made in
Germany» is synonymous with quality in product and service. This higher quality is
reflected in the price, which enables German companies to position themselves in a market
niche where Japanese competitors, with their low-cost mass production, cannot enter. In
order to maintain its competitiveness in relation to Japan and the United States, German
industry has adjusted capital endowments to the high salaries, specializing in capital-
intensive activities with a high technology content.

The German business system has been described as that of the «organized private
company» (Zysman, 1983, p. 252). It revolves around four basic elements. concentration,
organization in cartels, semi-official business associations, and the guiding role of the banks.

German industry was highly concentrated, with powerful cartels even before the
war, and even though the Allies tried to break up the large conglomerates, they regrouped
during the fifties (except in the chemical industry). The pursuit of economies of scale and
technological innovation favoured large companies in the 1960s. The process of
concentration accelerated during the 1970s.

As for the cartels, they have sometimes been fostered by the State. Political debate
has centered not on whether they should exist as such - there has been no preconceived
hostility to them - but rather on how useful they are as a way of organizing a market
economy. Unions would rather have to deal with cartels, and small businesses prefer to live
in their shadow rather than in a situation of unrestricted competition.

«Organized capitalism» has acted as a safety net for companies, who look first to
the sector, next to banks, and only in the last resort to the government for the solution to their
crises (Zysman 1983, p. 259).

Public companies

Despite the liberal philosophy of the 1950s, there was a group of companies that
was always kept in public hands (most of them inherited from before the war). In the 1970s,
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these companies employed 7.5% of manpower and produced 10% of surplus value. Local
governments and the Lander managed the non-industrial companies, while the central
government took charge of those that operated in sectors such as iron and steel, shipbuilding,
railroad equipment, aluminum and automobiles. Those under central government control
accounted for two-thirds of the total, in terms of employment, in the 1960s.

In general, German governments were not opposed to public companies on
ideological grounds, but neither did they base their strategies on them.

In the mid-1980s, the government set in motion a partial privatisation plan, which
included the most profitable companies, such as the VEBA and VIAG groups. The
privatization of Volkswagen was announced in 1983, was confirmed in 1985 and was carried
out in 1988, which shows that it is not an easy process.

Co-determination («Mitbestimmung»)

A law of 1952 (reformed in 1972) gave workers a share in companies decision-
making processes, through Works Committees elected by the employees independently of
the unions. These committees had a right to be informed and consulted in decisions
regarding working conditions and the organization of work.

In large companies (over 500 employees), what was known as simple co-
determination was applied, whereby employees had a minority representation (1/3) on the
supervisory council (2). In 1951, this level of representation had already been increased to
50% in the coal and iron and steel industries (except for the vote of a neutral member).

In 1976, the Law of Co-determination extended this practice to the supervisory
councils of companies with more than 2,000 employees, with the employees having one-half
minus one of the votes (3). Companies with between 500 and 2,000 workers limited this
representation to one-third of the supervisory council.

Business associations

Business associations (4) have tried to keep the government at arm’s length: they
expect it to dictate general measures and leave the rest up to them. They have also been
opposed to trade barriers (so long as there was no unfair competition, in which case they
would call for import restrictions) and to government interference in bailing out companies
(aparticularly notable case was that of Volkswagen, where the government, despite having a
share in the ownership of the company, refused to intervene in refloating it).

The concept of «concerted action» («Konzertierte Aktion») introduced by the
SPD-CDU coadlition in 1967 gare legitimacy to an unusual form of conduct among
companies: joint action to study and resolve common problems. Business associations are
consulted on major issues of economic policy, and participate to some extent in
formulating that policy. At the same time, the fact that the government will only deal with
these associations favours the centralization of interests. Their objective is the long-term
development of industry, and they have more faith in consultation than in management as
a coordinating mechanism. They are very well organized, both at the level of the
individual trade or industry and at national level.



