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Abstract

Although trainee pay is central to the economicwark-based training, institutionalists have
paid it little attention, while economists typigallssume that it is set by market clearing. We
document large differences in the pay of metalwuaglapprentices in three countries: relative
to the pay of skilled employees, it is high in Bnit, middling in Germany, and low in
Switzerland. Combining fieldwork evidence with &l survey data, we associate
apprentice pay with both institutional attributesi anarket forces: specifically, with trade
union presence and goals, employer organisatiengdhtractual status of apprentices, the
supply of eligible and interested young people, pmolic subsidies. Apprentice pay appears
to have fallen in Britain and Germany as bargaimiogerage has declined.

Keywords: Apprenticeship training, pay structurade unions, employers’ associations,

collective bargaining, training contracts, youngkess, public subsidy

JEL Classifications: J24, J31, J41, J42, J51



Introduction *

Trainee pay plays a central role in the economii¢eaming, dividing the costs of work-based
training between the employer and the trainee. &sis typically assume that it is set
competitively, by clearing the market for trainiplgices. Some models allow a role for trade
unions, which are seen as raising trainee payitutishalists have paid little attention to

trainee pay despite its potential importance imomai systems of skill formation.

We consider apprenticeship training for skilled nrroccupations in metalworking
industry in Britain, Germany and Switzerland — cioi@s in which apprentice pay,
standardised by skilled pay, is high, middling, s, respectively. Apprentice pay is
widely set by collective bargaining in Germany, hat in Switzerland or Britain. Employer
organisation is much less extensive in Britain timatne other two countries. We analyse the
extent to which pay outcomes can be attributedibh snstitutional attributes, and also to

market forces.

Evidence is taken from both national statistics andgite interviews with managers in
24 matched establishments in metalworking industryead evenly across the countries. We
first discuss the importance of trainee pay, thexsgnt the context and methods of the
research, followed by the evidence on pay outcoaras finally analyse the causes of inter-

country differences in apprentice pay.

We find that pay differences are generated byf@etors, including both institutional
attributes and market forces: union presence aats gemployer organisation and power, the
contractual status of apprentices, the age andysoppotential trainees, and the scale and
manner of public training subsidy. The evidencegests: that trade unions, as in Germany,
do not invariably seek, let alone attain, high frytrainees; that low bargaining coverage, as

! We would like to thank: Hans Béckler Stiftung, #heglo-German Foundation, SKOPE (Oxford), the Fater
Office for Professional Education and Technologgtrig, and Wissenschaftszentrum Berlin for finareiel
other support; the managers and employees of thieipating employers and the officials of emploger
associations and trade unions, for the interviemvavbich our research depends; participants at tlloguia at
Hans Bockler Stiftung for suggestions and commeviishaela Kuhnhenne, Christian Dustmann and Ken
Mayhew for support and guidance; Jim Foreman, @ariBusin, Jerome Lutz, Katherine Meyer and Andrea
Willi for research assistance; and Felix Wenzelmama colleagues (BIBB), Samuel Milhlemann and Stefan
Wolter (University of Berne), Jelle Visser (Univitysof Amsterdam), the Statistisches Bundesamt, the
Bundesamt fur Statistik, the Learning and Skillsi@ail, and Bureau van Dijk Electronic Publishing/(BEP),
for providing data; and Johannes Mure, Geoff Maath Hilary Steedman for information, comments and
suggestions.



in Britain, need not lead to low trainee pay whenty supply is inadequate and public
subsidies go direct to employers; but that low barigg coverage combined with the
coordination of pay setting by employers’ assoorai as in Switzerland, can cause low
trainee pay. It seems also that the decline ofdiaingg coverage in Britain and Germany has

reduced the relative pay of apprentices, albeh wifferences in timing and extent.

Trainee pay and the economics of training

In canonical human capital theory, the pay of gasis determined by the volume and type
of skill they learn, with market forces as the eoéu. If perfect competition in all markets is
assumed, trainee pay adjusts so as to allocatmntire cost of training to the trainee —
because any investment the firm made in its traingells would have to be recouped by
underpaying skilled workers, thereby creating a®mive to them to quit, which would deny
the firm any return on its investment. For a coskil, trainee pay is therefore low, and the

costs of training fall on the trainee as foregoamimgs (Becker 1964).

Becker’s theory faces an anomaly: firms frequeb#wgr costs for work-based
training, by paying trainees more than the valutheir net output during training, even when
the resulting skills are valued by many other erygts. Some economists therefore assume
that labour market frictions — notably, the cosskdled workers of finding and moving to
another job — create market (monopsony) powertfetitaining employer, by limiting
competition for its ex-trainees. The firm can tipay skilled workers less than the value of
their output, allowing it to share the cost ofiag — i.e., pay its trainees more than under
perfect competition — without fearing too largeeduction of the return on its investment
(Stevens 1994; Acemoglu and Pischke 1999).

A little noticed feature of these models is th#th@gh employers are assumed to
have market power over skilled labour, the marketriaining places is typically assumed
perfectly competitive (Stevens 1999; Leuven 208&grnatively, some models assume an
exogenous, supra-competitive wage floor for trasneecated by trade unions, which are



assumed to seek higher relative pay for traineepad of egalitarian wage policy (Acemoglu
and Pischke 1999).

The assumption of monopsonistic competition fole#iworkers combined with
either perfect competition or a wage floor for s is potentially restrictive. First, trade
unions might be expected to bargain up skilledtpay and indeed more strongly than trainee
pay, in which case unionism would be associatel liver, not higher, relative pay for
trainees. Second, the employer may enjoy buyer powearkets for training places, not just
those for skilled workers, in which case it careotbw trainee pay and pursue ‘production-
oriented’ training, using trainees to reduce curpoduction costs (as cheap labour) rather
than to increase future skills supply, as underesiment-oriented’ training (Backes-Gellner
and Mohrenweiser 2010; Wolter and Ryan 2011).

If trainee pay is central to the economics of tragnit is typically neglected in the
political economy of skills and training. Institoiialist debates concerning skill formation in
national ‘varieties of capitalism’ rarely consideainee pay, notwithstanding widespread
interest both in the incentives that underpin tagbnal functioning and in complementarities
between training systems and other institutiondugting corporate ownership and
employment protection law (Busemeyer and Tramp@€di2). The exceptions concern trade
unions’ training-related goals, apprentice orgaiosaand militancy, and the distinctiveness
of the apprenticeship contract (Streeck et al. 1287 Thelen 1991, 2004; Garonna and Ryan
1991; Marsden and Ryan 1991a; Ryan 2010).

Finally, trainee pay has attracted policy inter€stlls for cuts in apprentice pay to
increase training have featured in both Britain @smany (Wagner 1999; Woessmann
2004; Steedman 2008). In Britain, the Youth Tragn8theme of the 1980s was developed in
the name of lower trainee pay and more trainingr@den and Ryan, 1991b). The German
government has promoted Alliances for Work andriingj, encouraging employers to offer
more training places in return for union acceptasfdewer apprentice pay (PI1B 1999;
Hyman 2001: 137-40). However, the feasibility, edfty, and desirability of cutting
apprentice pay have all been questioned (Beicht 201

National training systems

2 Higher trainee pay is predicted then to indoetraining, as the incentive to the firm to turninees into
skilled employees increases. However, this paragbxesult depends on the implausible assumptiancdmpital
markets, in which trainees may borrow to finaneéning, are perfectly competitive (Stevens 1999).



This paper focuses on apprenticeship, the longestastliest form of work-based training,
which combines work-based learning with vocatice@lcation, aims at an intermediate

occupational skill, and is subject to externalliabished and enforced training standards.

We focus on craft apprenticeship in metalworkirenfjineering’) in Britain, Germany
and Switzerland. The choice of country is motivateth by the authors’ areas of expertise
and the countries’ differences in terms of payisgthind pay outcomes. The choice of sector
and occupation is motivated by the similarity @fiting content across the three countries

and by the importance of metalworking skills fooeemic performance.

Apprenticeship is known to be smaller, more hetenegus and of lower quality in
Britain than in Germany or Switzerland. The ratidapprentices’ to total employment is
only 0.7 per cent in Britain (England), as comparef.5 and 4.8 per cent in the other two
countries (Table 1) Britain’s Apprenticeships programme shows lessatianal content
and more erratic training standards than do GermanSwiss apprenticeships (Steedman
2010).

In metalworking crafts, the comparisons are legavwourable to Britain, but still
mixed. In the absence of official data on apprensitocks, we estimate an apprentice-
employment ratio of 2.4 per cent, less than haléege as in German and Swiss
metalworking (Table 1). Cross-national similarisygreater for training content. In all three
countries, apprenticeship lasts at least 3.5 y&aisjng standards are set by publicly
empowered external bodies, and vocational educatays an important role — as reflected in
the four-fifths or more of their time that firstaeapprentices spend away from production in

the companies studied here (Tablé 2).

Evidence

Our evidence comes primarily from on-site intervdemith senior managers, mostly in the
human resources/personnel function, in 24 estahbsits, spread equally across the three
countries (Table 2). Target plants were chosersgo eatch pairs or triples across countries
by detailed product line (four-digit SIC code) ardployment, while differentiating them by

% Excluding for Britain lower (Level 2) qualificatis, and for Germany and Switzerland pre-appreritipes
programmes. The difficulty of defining apprenticigsim Britain is discussed in (Ryan et al. 201%c.<3).

“* While training duration is in principle determingdBritain by the time it takes to attain ‘compate’, the 3.5
year norm in metalworking crafts is promoted bytbibte maximum duration of the public training grand
sector traditions (Ryan et al. 2011: sec. 3).



bargaining coverage and corporate ownership, ttieofdhe wider research project. Product
categories were sought for which comparable plexitsted in all three countries: specifically
pumps, turbines, compressors, and transport cosysbéms, resulting in a spread of matched
producers in each country, varying by detailed pobdine and batch size, and ranging from

large batches of small standardised pumps to difeespoke turbines.

British and Swiss establishments were identifiest fusing a Dunn and Bradstreet
database, starting with those British ones with-880 employees for which a good Swiss
match could be identified. Matched German plamsyhich more choice existed, were then
identified from trade directories. Refusers wengaeed by other establishments in the same
SIC category.

Our sample is dominated by mid-sized plants, owmeldrge transnational
companies and accounting typically for between fige cent (Britain) and eleven per cent
(Germany) of parent employment (Table 2). Ten eséhplants are owned by a company that
operates one or more other plants in the sampt&eor both of the other two countries.
Although training apprentices was not a conditionificlusion, all 24 plants operate an
apprenticeship programméhe intensity of training, as measured by the ayeratio of
apprentices to skilled employees in the same odmmpas similar in the British and German
samples (7.2 and 7.8 per cent respectively) butdrigh the Swiss one (12.8 per cent).
Substantial differences between companies withumtees, particularly Switzerland, are
indicated by the high standard deviations (Table 2)

Interviews, which typically lasted around 1.5 hquvere conducted by two or more
team members between April 2008 and May 2009, duhie recession induced by the
financial crisis. We also talked to senior offisi@a employers’ associations, trade unions,
public agencies, and other interested organisati@gan, Wagner, Teuber and Backes-
Gellner 2011: sections 2, 4).

® The SIC categories are 3511, 3561, 3563 and 3F@BY(classification), to which were added for eehintry
two plants in 3679 (Electronic components, n.aércdrder to increase sample size and to includerm@n
plant without bargaining coverage. The German glaré located in the Ruhr, Baden-Wurttemberg, Bayar
Hamburg, Schleswig-Holstein, and Berlin; the Svaisss, in German-speaking cantons; the British dnes,
England.

® The response rate among first contacts amountédl per cent (including retailing companies) ovegaid to
43, 60 and 79 per cent in Britain, Germany and &#liand respectively.

" Two plants in our original sample are discardechbee of the absence of close matches in the ctoetries:
a British electronics producer with a single apticenand a small Swiss pump producer with no agmes



Pay structure: outcomes

Apprentice pay, measured in base rates relatileetpay of skilled workerSyaries greatly
across the three countries (Table 3). In our sawigants, Swiss apprentices receive on
average only one-fifth (19.5 per cent) of skilleystarting rate for newly qualified

workers), as against one-third (33.4 per cent)@énn@ny and more than three-fifths (63.5 per
cent) in Britain. There is also considerable vasrafcross plants within countries,
particularly in Britain, with a standard deviatiohl13.1 percentage points, as against 4.5 and

2.9 points in Germany and Switzerland respectively.

How representative is our sample? In national sudaga, pay ratios in metalworking
are lower, at 41, 29 and 14 per cent, for Brit@larmany and Switzerland, respectively
(Ryan et al. 2011: Table 23). The difference irels\between the two sources is consistent
with differences in the denominator of the relajpag variable: the pay of just qualified
skilled employees as opposed to that of all skidetployees, in the sample and the survey
data, respectively. It may also reflect selecti@ses in our sampfeThe key point, however,
is that the pattern of cross-national differenceapprentice pay is similar in our sample to

that in national survey data.

Moreover, the cross-national pattern in metalwagkssimilar to that in the economy
as a whole, for which apprentice pay ratios ofZlband 18 per cent are found for Britain,
Germany and Switzerland respectively (loc.cit.)Bhtain, high apprentice pay is not
confined to metalworking. In five other large ocatipnal categories, for which the statistics
on training and employment match each other closetjuding construction and
hairdressing, the pay of apprentices averages 34illed employees’ pay, i.e., even higher
than in metalworking (Ryan, Wagner, Teuber and Badkellner 2010: Table 8).

8 Our pay variable excludes overtime pay, perforreasanuses, and thirteenth month payments, andasses
denominator the pay of skilled employees in theesantupation-sector and country. Earnings-basedunes
are preferable in principle, especially as mostafampanies pay performance bonuses to appreiliedte 4,
below). Apprentice pay is available on an earningss from national surveys only for Switzerland.

® Such bias could be expected were large firmsffaotts), which dominate our sample, to have higakative
pay for apprentices, though neither a priori reagpnor evidence supports that possibility.



Pay structure: determinants

What might cause apprentice pay to vary so stroaglgss the three countries? We consider
first the institutional factors that are potengyaiélevant to pay setting and pay outcomes.
Then, given that decisions to offer and accephimngi are made by firms and individuals
within markets for training places, we discuss reafkrces, primarily on the supply-side, as
potential influences on pay. Five factors provean@nt: trade unionism, employer
organisation, the contractual nature of apprentipeshe supply of trainees, and public

subsidy.

Trade union presence and goals

Trade unions are assumed in some economic modetslyoto want to raise apprentice pay,
which might be widely accepted, but also to raiseare for apprentices than for skilled
employees, which is far from evident; and to hdneepgower to achieve those goals. The
assumptions align with the history of British meatatking in the last century, during which
trade unions conducted a protracted and eventsiatlgessful struggle for higher relative pay
for apprentices (Ryan 2010). However, not all usiseek and attain that goal. We find that
contemporary differences in apprentice pay acrasshwee countries align in some respects

with economists’ assumptions about union presendegaals, but not in others.

Collective bargaining coverage, the principal iradoe of union influence, is higher in
Germany than in Switzerland or Britain, at 63, #8 84 per cent respectively (all sectors,
2008; Visser 2011). In the absence of similar d@atanetalworking, we turn to our sample
plants, the great majority of which (20 out of 24¢ covered by a collective agreement,
either at sector level (Germany and Switzerlandtmompany or plant level (Britain; Table
4). In Switzerland, however, the sector-level agrert does not cover pay, which is left
companies to determine for themselves. Moreovesnly one of the British plants is
apprentices’ pay collectively negotiated, even gfoseven negotiate employees’ pay. The

upshot is that, of the eight plants for which appices’ pay is bargained, seven are German.

Turning to goals, German unions also express isitémaaising the relative pay of
apprentices whereas their Swiss counterparts dcArsenior negotiator foiG Metall, the

industrial union in German metalworking, told uatthis union would like apprentices to
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receive 35 to 40 per cent of the craft rate, rathan 30 to 35 per cent, as at present. He
explained that wish in terms of the importanceh® wnion of the recruitment and integration
of young members (IGM 2010). By contrast, an officif Unia, the largest union in Swiss
metalworking, told us that the union does not saekgeneral increase in apprentice pay,
despite its low level. It seeks just the removahstances of very low apprentice pay and the
payment of a thirteenth month’s pay to the onedtbirapprentices who do not at present
receive it (Unia 2008Y° The Swiss official attributelSnia’s stance to concern not to reduce
the supply of training places, and to the weakésise union’s youth organisation, caused

partly by the limited resources available for reétong apprentices.

Differences in bargaining coverage and union pegfees are thus consistent with
higher apprentice pay in German than in Swiss met&ing. They may also account for two
further differences. First, there is the exclusib@pprentices from general pay adjustments
in all of the Swiss plants. The pay of a Swiss appce must be contractually specified at the
outset, in terms of absolute monthly amounts par gétraining, and companies are under no
obligation to give general increases during thimiing period. None of our sample does so.
By contrast, in Germany apprentices share autoaiBticinder percentage pay scales, in
general pay rounds, in addition to progressingha@xélevant pay scale during training.

Second, pay progression during training differsMeen the two countries. The
difference between the scale rates paid to lastamafirst year apprentices is 5.8 percentage
points in the German plants, as against 15.5 paoiritsee Swiss ones (Table 3). The difference
could be caused by a stronger growth in net owtptihg training in Switzerland, but the
reverse appears to be the case in prattistore plausibly, the difference may be attributed
to stronger unionism in Germany, along with egahraunion preferences that embrace pay

differentials between apprentices.

If the German-Swiss comparison suggests that ymesence and goals affect

apprentice pay, other aspects of our evidenceatlithe limits of union influence. First, the

1% The significance of month payment is not clear. Some Swiss employsistithat pay is assessed by
young people on an annual basis, irrespective ether it is paid as twelve or thirteen instalments.

! Data on apprentices’ net output by year of trajrare not available for Germany at occupationallev
However, across all training occupations, the ghosftapprentices’ output from the first to the thyrear (three
year programmes) averaged 72 and 30 percentagss foirmean output during training) in 2000 in Gany
and Switzerland, respectively— as compared to rgeanth in apprentice pay of 23 and 54 points, i28nd
2004, respectively (Beicht et al. 2004: Fig 1l/8&hweri et al. 2003: Table 27).
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pay increase tha6G Metall would like to achieve for apprentices (above)aslarge,
compared to the cross-national differences, naraargaining priority. The union’s stance
aligns with the view of German unions as not haviegd to the full their power to increase
apprentice pay, in order to help sustain a traisiygfem that they value hight§The
difficulties encountered by attempts to indliGeMetall to accept lower apprentice pay in
return for more apprenticeship places might seeootdradict that interpretation (Hyman
2001; VBM 2007). However, the union’s reluctancetitke such deals is attributed by the
same IGM official, not to any unwillingness to négte, but rather to the absence of an
employer commitment to any specific number of adddl training places. An official of
Gesamtmetallthe sector’s peak employers’ association, in aitnbutes the weakness of the
association’s support for such proposals to conasrang members that pay cuts would

reduce the appeal of apprenticeship to young people

Second, when the comparison is extended to indbuidain, union presence and goals
can no longer be central to an explanation. We Baea that, although seven of the eight
British cases negotiate with trade unions for erygés, in only one are apprentices covered
by collective bargaining. Moreover, in none do ngara report that trade unions show
interest in apprentice pay. Yet apprentice payusmhigher than in Switzerland, despite

similarly low coverage levels.

The British situation is exemplified by a unionigagmp producer, which no longer
negotiates apprentice pay, but which still payshiigh scale rates of the last sector-wide pay
agreement (1988). The personnel manager attriliedack of trade union interest in
apprentice pay to the firm’s high pay rate. Hisawie supported by a regional official of
Unite, the largest union in metalworking, who hasspnally never come across a dispute
over apprentice pay, and who sees shortages absudualified young applicants as keeping
apprentice pay high without requiring any efforttbg union. Not surprisingly, he
recommends firms starting apprenticeship trainongdopt the high scale rates of 1988; more

surprisingly, he finds that some do so.

Apprentice pay might also be influenced by emplaygesentation at the workplace,

in the shape of Works Councils or employer-sporgoonsultative bodies — particularly in

12 Streeck et al. (1987), Thelen (1991), MarsdenRyah (1991a), Busemeyer (2009).



12

Germany, where councils are legally mandated ibwllsmall plants, possess
codetermination powers over training, and havermédly influenced pay setting in
metalworking plants (Thelen 1991). All of our Gemrand Swiss plants have a functioning
Works Council. However, in only one case — a Bhifidant with a consultative committee —
have employee representatives shown interest ireappe pay, as opposed to training
methods and the retention of apprentices on complethe lack of interest in apprentice pay
among workplace representatives is attributed byagars variously to low representation of
apprentices on the representative body, and adfadiscontent about pay among apprentices

themselves — in Switzerland as well as Germany.

Employer organisation

Although economic models of training typically assuthat, in the absence of collective
bargaining, trainee pay is set by competition (retdkearing), that may not be the case.
Employers may possess market power as buyers afilglhonopsony power). This is to be
expected when labour markets are characterisedvayefss of employers, or by pay
coordination by employers, or by costs to workdnsifmrmation about and mobility to job
vacancies (Manning 2003). Concerning apprentice mayopsony power is potentially most
relevant in training markets that lack collectiadmining and have an abundant (and pay-

insensitive) supply of youth to training — as pai@ty in Switzerland.

The most nationally specific of the potential s@srof monopsony power is pay
coordination by employers’ associations, which caviarger share of employment and have
greater regulatory power over apprenticeship int&wiand than in either Germany or
Britain. The high associational propensity of Swassployers is widely recognised, with an
overall coverage rate around 80 per cent at ndtlewal, as compared to 60 per cent in
Germany and only 35 per cent in Britain (Visser 0% The same ranking of countries

applies in metalworking, in which the three largegiliss associations are estimated to cover

13 Given the paucity of better-based data on the remesof employers* associations, we estimate nakion
coverage (of employment) at 88 per cent in Switzet] SGV, which organises small and medium sized
businesses, claims around three million; VSU (Ecoiesuisse) and SAV, which focus more on largeeitpr-
oriented businesses claim two million between thelny comparison to total employment (2007) of alnfosr
million. Overlaps in membership between SGV and \éB&said by their officials to be moderately larg&0
per cent overlap is assumed here, along with gpgd@ent between SAV and VSU. Traxler, Blaschke and
Kittel (2001: 49) estimated combined coverage op&Bcent in 1990.
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at least two-thirds of employmelitas against one-half in Germahyand undoubtedly much
less in Britain, where sector-wide bargaining enitet©90, and the Engineering Employers’
Federation, having survived large membership lgss®ms claims to represent only one-

quarter of companie's.

Employers’ associations play central roles in ttgaaisation of apprenticeship in
both Germany and Switzerland, but in Swiss ‘sqa@atnership’ they possess more power
than in its German counterpart. In both countisestor-level associations are represented on
the committees that draw up and revise skill pesfiind training requirements for particular
occupations. In Germany, trade unions have pafitggresentation on those committees. In
Switzerland, however, the association normally ttutes the committee: a government
official estimates that 90 per cent of the regulatmmmitteesBerufsverbandeare sector-
level employers’ association5They are required to consult other parties witlinégrest in
the outcome, including trade unions and educaktws:ever, our interviewees, in federal
government and trade unions alike, see unionspasat{y neither well resourced nor

interested enough to participate at sector-level.

The contribution of employers’ associations to pagrdination appears to be stronger
in Switzerland than in Britain or Germany — eveouh Swiss sector-level associations are
not involved in pay bargaining, and their roleasnhally confined to collecting data on
apprentice pay from their members, and makingékalts available to thefi.These pay
surveys are seen by two officials whom we intenadyone in federal government and the
other in one of the two largest employers’ assamiatin metalworking? as facilitating the

informal coordination of pay setting — and speailig as encouraging members to avoid

% Total employment covered [BwissmenandSwissmechanjavhich organise larger and smaller employers
respectively, and the clockmakers’ associatiBRI{N), amounts to 255,000, as compared to sector-wide
employment (NOGA 24-30) of 369,000 in 2008 (BFS 20T his estimate is upward biased by any overilaps
membership between these associations, but dowrhiasdd by not including the metalworking membérs o
smaller associations (e.&MU).

'3 Interview withGesamtmetalbfficial.

'8 purcell (1993):www.eef.org.uk/about/How+we+work/default.htm

" The dominance of sector-level employers’ assamiatin the steering of Swiss apprenticeship is ersiskd
by Trampusch (2010) and Gonon and Mauer (2012).

18 Official statistics on apprentice pay are compibetly at canton level, and then only by some caston
including Zurich.

9 |1n metalworking Swissmenand SwissmechanishareBerufsverbandesponsibilities for particular
occupations (Oesch 2007).
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competing for apprentices on pay, as opposed tgpebtng on reputation, advertising, the
content of training, and the timing of recruitméht.

How might pay coordination through employers’ asstens restrain the breaking of
ranks by profit-seeking individual employers? Exien agreements, which might make
association’s recommendations legally binding ot lmembers and non-members, do
indeed apply to the content of apprenticeship imginbut not to pay setting. Indeed neither
metalworking association issues pay recommendatiurigather leaves members free to pay
what they wish. Employers’ cohesion is taken toashepinstead on the social norms that
pervade Swiss business communities, with theirg@eally dense networks of

associational contacts.

Similarly, in Britain, pay setting for metalworlgrapprentices lies outside the aegis of
the sector-level employers’ association |(EEF)ciwlalso circulates the results of its pay
surveys to members, who, according to a seniorcagsmn official, are also concerned to
keep apprentice pay in line with other employertheir districts. The difference from
Switzerland is taken to consist of a mix, amondi&itiemployers, of lower associational
coverage, greater territorial dispersion of membang weaker collective orientation. The
lower dispersion of apprentice pay across companiear sample in Swiss than in British
metalworking (Table 3) is consistent with a strangmordinating role for the Swiss
associations. We therefore take pay coordinatidretmore extensive and effective among
Swiss employers than British onfédVloreover, any aspiration yesamtmetalio such a role

in Germany is frustrated by the high coverage diective bargaining.

Even if pay co-ordination holds down apprentice pa$witzerland, an interpretation
couched in terms only of ‘employer organisation’ymh@ inadequate: low apprentice pay may
be tacitly accepted by government, trade uniong,pamnents too. The potential social benefits

2 Swiss sector-level employers associations are lsg&wvskice (1990) and by Eichenberger and Machi(20
as informally coordinating pay setting in general.

2L A role for shared norms is suggested by a recmstamnce of their weakening: the introduction of-paged
competition for apprentices in food retailing byewly arrived German discount chain, acting asaasit
outsider with a low stake in prevailing businesstoms — a development to which an associationiaffic
showed some aversion (Ryan et al. 2010).

22 Our interpretation is consistent with the findirgssurveys of employers’ training costs. Most Swis
companies that train apprentices, but few of tBa&rman counterparts, earn a surplus during traiiagattern
suggestive of monopsonistic rather than competjiae setting in Swiss training markets (Dionisitigle

(2009) — though which types of monopsony power tnighinvolved remains open (Muehlemann et al. 2011)
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of low apprentice pay include more gradual yousimsitions, both from school to work and
from dependence on parents to household autonoragy8wiss may see apprentices as
youngsters who need or deserve only a low incomet@have no claim, until they qualify,
to buy a car, for example, as do some British meateding apprentices. Three considerations
favour such an interpretation: the country’s tradially discursive, inclusive, and consensual
approach to socioeconomic policy-making (Fluder Hotz-Hart 1998); trade unions’
acquiescence in low apprentice pay — though tltabifanay overlap with their inability to do
much about it; and the country’s higher living stards and overvalued currency, which

make the pay of Swiss apprentices higher in absohan in relative ternfs.

Contractual status

A further institutional aspect of apprentice papoerns the contractual distinction between
training and employment, and the links betweemé&aipay and labour market structure.
When training involves a clear distinction betwé@nees and employees, contractually and
in relation to productive activity, along with tke&ternal regulation of training standards,
trainees can more readily be paid a low rate,iveldd regular employees, than in the case of
short, informal training programmes for newly hiygefsonnel, in which case the norm ‘rate
for the job’ tends to apply to trainees too. Tki®ecause lower pay is legitimated by the
separateness of the trainee from the employebeipyes of both employees and the trainees
themselves. Apprenticeship training potentiallysegs those conditions. It is associated in
the first instance more with occupational labourkats, and the ‘regulated inclusion’ of
youth at the workplace, than with internal labowarkets and the informal exclusion of youth

from the workplace (Garonna and Ryan 1991).

Higher apprentice pay in Britain is consistent vativeaker differentiation of
apprenticeship from regular employment, in both & policy. Although in all three
countries apprentices nowadays have the legalsstdtemployee, in Germany and
Switzerland the training contract remains centxa the rights and duties associated with
employee status are read into it as secondarputis (Deissinger 1996; XXXX 2012).

23 At current (purchasing power parity) exchangesaBaviss metalworking apprentices in sample plaei® in
2008 paid absolutely on average 79 (73) per centuerh as their German counterparts, though onl88% per
cent as much as British ones (Ryan et al. 2016teTE2).

24 Some observers associate Germanic apprenticeshigwith firm-specific than with marketable skilks,
view consistent with its substantial work-basedtenh(Soskice 1994). That view is however underuhimg
both the high standardisation of training contambsas plants and the low cost of adapting exteriedined
recruits to firms’ skill requirements (Pfeifer, Setield and Wenzelmann 2011).
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Moreover, in both countries the pay of apprentisdsrmally differentiated from that of

employees.

In Britain, by contrast, government has promotedially in administrative practice
and lately in legislation, employee status forisgrants in the Apprenticeships programfe.
All apprentices in our sample hold an employmemtiaxt, and, as such, were entitled at the
time of our interviews to a minimum income of £8€r pveek, in contrast to the minimum
allowance of £40 per week for Apprentices withrtes status alorf8. The convergence of
apprenticeship on regular employment thus contetbtd the comparatively high pay of

British apprentices.

Contractual status may however be partly endogetmomarket conditions. The
British government’s promotion of employee staeffects its efforts to improve the appeal
of Apprenticeship to youth, by dissociating it clgdrom other labour market programmes,
with their reputation for low pay and low qualitgontractual status thus interacts with supply

conditions in fostering high apprentice pay.
Market forces: youth supply

An institutionally oriented discussion must alsmsider market forces proper in interpreting
the cross-national pattern of apprentice pay. ©tlinee potentially relevant aspects — the
level and content of skill, the demand for appagiby employers and the supply of

potential apprentices among youth — our evidenggessts that only the last is important.

The level and content of skill determine in hunsapital theory the overall cost of
training and the degree to which costs fall tottaéee as opposed to the employer. This
factor is however neutralised for metalworking agpypiceship by the exceptional similarity of

skill levels and training methods across the tlw@entries>” Similarly, while the demand for

%5 The 2009 Apprenticeships Act stipulates that apr&pticeship agreement constitutes an employment
contractnota contract of apprenticeship, which denies paudicis the rights held by the apprentice under
common law, notably concerning security of tenwrdrdy training (Parliament 2009: 15-16).

%6 DIUS (2008): 6, 22; Ryan (2012).

%" The (Austrian-born) apprenticeship manager ofgeld®ritish company, with responsibility for metalking
training in its German and British plants, views ttontent of the two programmes, which both satisyonal
requirements, as highly comparable. Other researgport this view, for metalworking crafts at least
(Steedman, Mcintosh and Green 2004).
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apprentices is expected to vary by firm, sector@nahtry, its role is curbed here by the
limitation of our sample to employers who train egyices and by the broad similarity of the
scale of training programmes across the natiomapkes — though the higher training rate in
the Swiss establishments may reflect the effectsveér apprentice pay on employers’

decisions.

The market attribute that does differ substantiaiyoss countries is the supply of
potential trainees. Three aspects stand out: thenreo training, the age of apprentices, and

the availability of suitably qualified and interedtyoung people.

The first factor in the supply of young peopldraining is the return to training, as
represented by the increase in future earnings &xpected from becoming skilled. Skill
normally brings with it a higher probability of etogment, and also higher pay when
employed. The larger both of these are, the lohepay that young people, viewed as

rational actors, are prepared to accept duringitrgi

Differences between the three countries in expesaedings align only partly with
those in apprentice pay. The pay differential betwskilled and unskilled employees in
metalworking industry, which is expected to geremtpectations, is higher in Switzerland
than in Germany, and that difference is consisigtiit the reverse difference in apprentice
pay. However, as the skill differential in pay isigar in Britain and Switzerland, the high
pay of British apprentices cannot be explainedithgerms™® Data are not available on
young people’s employment expectations, but somseming can be inferred for all three
countries in recent decades as a result of indlisestructuring and reduced employment,
particularly in Britain. Switzerland’s more succesgsinemployment record should however
generate more favourable youth expectations ofagtwgn to training than in Germany or
Britain.?® Higher returns to skill may therefore contributetie lower pay of Swiss than of

German and British apprentices.

%8 |n various recent years, the earnings premiumivedeby skilled over semi-skilled manual workers in
metalworking has been 36, 32 and 14 per cent inz&vé&nd, Britain and Germany respectively (Ryaalet
2011: Table 27).

? In the absence of comparable data on unemployragrg by occupation and sector for the three cimsytwe
note that in Switzerland the aggregate survey-basethployment rate averaged only 3.3 per cent gurg®8-
2007, as against 5.3 and 9.2 per cent in Britath@ermany respectively (http://stats.oecd.org/...)
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Second, the older, more educated and more expedasthe entering apprentice, the
greater his or her prior skill, productivity duriti@ining, and therefore, under competitive
pay setting, pay during training. The three cowstdiffer considerably on this count.
Switzerland stands out, with a mean age of entgpfrenticeship nearly two years lower, at
17.6 years, than in Britain and Germany, at 198¥h4 years, respectively The national
pattern is mirrored in our sample. The principa afjentry is 15-17 years in all of the Swiss
establishments, and in most of the British and Gerones as well (12 out of 17), but nearly
one third of the plants in the latter two countriesruit primarily 18-20 year olds, many with
upper-secondary qualifications, and the same nutakeron at least some adults (>20 years;
XXXX 2011, Table 12).

The difference between Switzerland and the tworatbantries is associated with a
lower minimum school leaving age than in Britaib {dersus 16 years), and with a higher rate
of direct movement from lower secondary schoolmgpprenticeship than in Germany,
where a large minority of young people completeangecondary schooling before starting

apprenticeship?

Swiss apprentices therefore have less schoolinggaperience than their British and
German counterparts, and their lower pay is cogsistith that. However, the scales applied
to the many German and British youth who start epiceships early, at age 16-17, are
higher than those paid to Swiss apprentices o$dinee age (Table 3, above). The
youthfulness of Swiss apprentices therefore explamy partly their low pay.

The final supply-side attribute is the number ofiyg people qualified for and
interested in training. If either attribute is a&int, supply constraints favour high trainee
pay. The issue might be thought unimportant, at tur employers report in all three
countries that they receive more acceptable apgmitathan they offer vacancies (Table 5).
However, the British establishments have loweogatif acceptable applications to vacancies
than do the German and Swiss ones, despite higlyeTpree of them express particular
concern about the supply of applicants. They attelthe deficiency variously to: the sector’s
record of employment loss and redundancy; low yatifinments in lower secondary

education, particularly in science and maths; thredtatus of apprenticeship in the eyes of

%9In 2008, 2005-6 and 2007, respectively (Ryan.e2@l10: Table 10).
31 BBT (2010): 12; BMBF (2010): Table E1-2web.
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parents and teachers, as part of the poor imageanstatus of manual skill; a widespread
preference for full-time education among moderatgiglified 16-18 year olds, consistent
with the rapid expansion of — (at the time) higbljosidised — full-time tertiary education;
funding incentives to schools to steer 16 year oltsfull-time study; and ignorance among
youth of the opportunities available to apprentimescontinuing education and occupational
mobility. One employer did see high apprentice aagenerating more applications, but for

potentially suspect reasons (‘they’re only in it fioe pay’).

Not all British firms suffer from supply constrasnfTwo large turbine manufacturers
with strong corporate reputations both attractdangmbers of acceptable applications,
despite accounting for a considerable share of Ero@loyment. Also, a pump producer that
had until recently found it hard to fill its tramg places reports an easing of the problem,
associated with rising youth educational achievamehe introduction of a GCSE in
engineering, and an increase in its recruitmemrefBut it still pays its apprentices the high

sector-wide rates of 1988, claiming thereby to@ase loyalty.

Nor are all of the German and Swiss firms free fgupply constraints, as indicated
by the standard errors in Table 5. A large turbmanufacturer, located in a large German
city with considerable unemployment, decided rdgegtven disappointing applications, not
to fill any of its vacancies for apprentices. Twidhee three smallest plants in the Swiss

sample reported having at most two acceptable @pyk per vacancy.

The Swiss situation is again striking, given tbalse on which apprenticeship
operates: how might firms face a comparatively taable supply of eligible and interested
youth when the apprenticeship system is so lar¢pe?ahswer involves four factors. Two are
shared with Germany, but not Britain, first, thghsocial status of intermediate vocational
gualification @eruf); second, the near-absence of better paid undkitbeith jobs, which an
official of SEMTA, the Sector Skills Council for radworking, sees as diverting young

British people from apprenticeship.

Two other two factors are distinctively Swiss. Tinst is the rationing of access to
full-time general upper-secondary educatiGyrfinasiugy which is attended by only one-
fifth of the youth population cohort. Evidence afioning is visible in variations in full-time

participation, both across cantons, according écatrailability of full-time places, and
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cyclically over time*? The second factor is the presence of well estadisadders of
progression from apprenticeship to tertiary edecatswiss apprentices have the option of
studying part-time for the vocational upper-secopdgalification Berufsmaturitdt that

gives the right to enter tertiary education. Arodrdper cent of apprentices do so, whether
during training or thereafter (BBT 2010). The optiacreases the appeal of apprenticeship to
young people, particularly the more energetic and anes. By contrast, while the
desirability of establishing ladders from appressiaip to tertiary education is widely
recognised in both British and German metalworkimigile some of our companies establish
such ladders and help their apprentices to cliremtfand while some German federal states
have introduced Rachabiturthat can be taken alongside apprenticeship, nesthentry has

as yet developed a comparable, nationally availai@ehanism to allow apprentices to

qualify for higher studies as part of their traimin

In sum, the older age of entry and the lower abdits of qualified and interested
young people contribute to higher apprentice pa§ritain than in Switzerland. The German-
Swiss difference in pay is likewise associated \aitlolder age of entry, but also with a lower

private return to training rather than a more defityouth supply.

Public subsidy

The three countries differ also in the scale andmeaof public subsidy to youth training. In
Germany and Switzerland, public subsidies focumngily on part-time education in public
colleges (‘day release’ in traditional British garte), for which fees are not charged. By
contrast, the cost of training at the workplacésfaloutside the eastern German states —

entirely on the employer and the apprentice.

In Britain, metalworking apprenticeship still redales its continental counterpart in
the continuing importance of part-time vocationddieation, in which fees are not charged
for under-18s and are publicly subsidised for oljgrrentices. But the manner of public
subsidy under the Apprenticeships programme isadgidifferent. Public money flows not
directly to further education colleges for proviglipart-time vocational education, but rather

32 SKBE/CSRE (2010): Fig 71. As the marginal ratewtry toGymnasiunduring demographic upswings is
only one quarter the size of the average rateyniaij is taken either to arise or to intensify unslech
conditions (Muehlemann et al. 2009).
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to the principal contractor for the training progwae as a whole. In metalworking, that is
typically the employer, who may then contract quecfic functions, notably competence
assessment and compliance-related paperwork. Stibstubsidy is involved: in 2007-08, at
least £16,000 (€21,000) for a typical 16-18 yedresitrant (LSC 2007).

Although the subsidy covers only part of the emplttg/cost for engineering
Apprenticeships (Hasluck et al. 2008), and mudbsorbed by the costs of assessment and
administration, it may cause employers to pay tApprentices more than in its absence.
That is particularly likely if the supply of yournmgople to engineering Apprenticeship is not
only limited, as in most of our British plants, kaiso elastic with respect to pay during
training — in which case competition for apprergie@uld be expected to pass part of the
subsidy to the Apprentice. If so, it is both thedkeof public subsidy and its payment to the
employer rather than to the public college thatmote higher apprentice pay in Britain.

Trends

The striking differences between apprentice pahéthree countries nowadays raise
questions about changes over time. Data on trenasdtive pay, which are available only
for Britain and Germany, point to declines in bottuntries, associated in each with the

erosion of unionism and collective bargaining.

In British metalworking, the apprentice pay scafesur sample average 75 per cent
across the four years of training, which is elepercentage points lower than that in the last
(1988) sector-wide agreemetitfThe apparent decline can be associated with thenadin
our sample) of low bargaining coverage for appoasti and more generally with the fall in
union presence in the sect8iHowever, the fall in apprentice pay scales has fiegted,
compared to that in union presence: the averageeapge pay rate in our sample is no lower
than that in the sector-wide agreement of 1984 1((RA@1.0, Table 10.2).

In Germany, the relative pay of apprentices (maouaalpations, all sectors) rose
strongly in the reunification boom of the early 08%efore falling 5.4 per cent from its 1994

% Apprentice pay rates in federated engineeringB8lwere 47.5, 65, 80 and 90 per cent of the cadtin the
four successive years of training respectively (EE83).

% The share of workplaces (25+ employees) in metatlg, engineering and vehicles with union recognitell
between 1980 and 1998 from 65 to 19 per cent (MiltlyBryson and Forth 2000: Table 4.6).
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peak by 2005 (Wagner 1999; Beicht 2011, Table Bg decline in pay can be associated
with those in union presence and bargaining coenagich have fallen steadily for two
decades (Hassel 1999; Haipeter 2009; Addison 04D). One link is compositional: if
uncovered firms pay their apprentices less thaoadered ones, relatively as well as
absolutely, a decline in bargaining coverage caredative pay to fall. Survey data show
lower relative pay for apprentices in uncoveremh§ir 3.1 percentage points less in the
economy as a whole, and 3.7 points less in metalng?® The rise in the uncovered share of
metalworking employment, from 35 to 49 per centaein 1995 and 200tGGe€samtmetall
2007), can therefore be taken to have contribuieit only moderately, to the fall in
apprentice pay®

Conclusions

Focusing on craft training in metalworking industwe analyse the pay of apprentices in
three countries: compared to Germany, it is higBritain and low in Switzerland. Evidence
is taken from on-site interviews with the manag#rg4 matched metalworking plants, with
officials of employers’ associations, trade uniansl government, and from national surveys

of pay and training costs.

The importance of the issue starts with the cantraf trainee pay to the economics
of work-based training, dividing as it does thetaddraining between the employer and the
trainee, and thereby affecting incentives to prevadd take training. Economic models
mostly assume that trainee pay is set by labouk@@ompetition, though some assume the
presence of a trade union intent on reducing dKiiérentials in pay. To what extent are these

assumptions appropriate?

The evidence suggests some influence for botheh&okces and egalitarian trade
unionism — specifically particular differences beém Britain and the other two countries
(supply of qualified and interested young peoey those between Germany and

Switzerland (age of apprentices, union strengthj.tBere is clearly more to it than that.

% Unpublished results from BIBB'’s 2007 survey of éoyers’ training costs, for which we thank Felix
Wenzelmann and BIBB.

% The single norFarif firm in our sample, a producer of maritime consg$tems, had recently discardeatif
coverage primarily in order to replace™Bonth pay by performance-related pay, for apptestas well as
employees — though that change carries no clediciaion for relative pay.
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Union goals for apprentice pay differ between Gerynand Switzerland. Moreover, other
institutional factors are visible, notably: theestgth of employers’ associations and the
rationing of access to full-time upper secondanycation, which differentiate Switzerland
from the other two countries; the distinction betwepprenticeship and regular employment
in law and public policy, where Britain stands catd the extent and manner of public
subsidy, with Britain again distinctive.

Our findings are suggestive rather than definitbe;ause of the fewness of national
observations, the multiplicity and limited measuligpbof the potential causes, and the
difficulty of establishing causality from cross-ienal associations. Nor do our results
generalise straightforwardly to other occupatiomsd sectors, as the cross-national similarity
in training standards in metalworking between Bmi@nd the other two countries is
exceptional. In few, if any, other occupations rgiBh practice, oriented as it is to short
programmes with little or no educational conteninparable to that in the other two

countries.

Finally, what is the importance of trainee paybaoth analytical and policy terms? As
the content of metalworking training is similarat three countries, differences in apprentice
pay mean a higher employer share of total traismgjs in Britain than in Germany and
Switzerland. The effect of that on training actnig however less clear. In our sample of
metalworking plants, the average amount of trainaking place, adjusted for employment,
differs little by country. To that extent, appreetipay may well be the marginal influence on
training volume that economists sometimes take litet. At the same time, the training rate in
British metalworking as a whole is less than hadfttin Germany and Switzerland, and high

apprentice pay may well contribute to that differen

However, even were a reduction of apprentice pagidered attractive, the
constraints on pay setting, both institutions aratkat forces, would require consideration.
Notable here would be: in Germany, the acceptgtofitower pay to trade unions; and in

Britain, and for some German employers, the suppéligible and interested young people.
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Table 1. Apprenticeship activity by country and setor

Number of Number of Apprentice-
apprentices employees employee ratio
('000) ('000) (%)
Metalworking Britain 19.6 826.5 2.4
Germany 230.8 3,964.0 5.8
Switzerland 18.1 368.9 4.9
All sectors Britain 161.5 23,073 0.7
Germany 1,781.6 27,224 6.5
Switzerland 194.3 4,017.1 4.8

Source: XXXX (2011), Table 8; revision to estimafesBritain are based on (www.thedataservice.ougtakistics/

statisticalfirstrelease/sfr_supplementary_tablepft@pticeship_sfr_supplementary_tables/).
Notes. Data are for 2007 (GB, DE) or 2008 (CH); Bhitdata are for Advanced Apprenticeship (Level@epgrammes in

England only; employment excludes apprentices

a. Apprenticeships in the Engineering and Engimeefiechnology frameworks; estimated
starts during 2003/04-2007/08, to which are appdiemn-completion rate (1/4) calculated
during 2006/07-2009/10 to entrants during 2002/085206, on the assumptions that (i) al

for Decemb@&72Zom annual
from th@raf completions
| apprentitad training in

September, (ii) non-completers leave training inagqumbers in each of the first three trainingrgemnd (iii) all completers

complete on time.

Table 2. Attributes of participating establishments

No of Employment Number of apprentic8s Length of  Share of time
plants training spent in off-
Median Share of Mean Ratio to skilled (years) ¢ .t.he-JOb 1
parent employmertt (%) ralnmg, year
(%) 0
Mean SD
Britain 8 335 4.7 30 7.2 5.6 35 81
Germany 8 575 10.5 68 7.8 8.2 3.5 91
Switzerland 8 280 9.6 39 12.8 10.3 4.0 81

Notes. a. All occupations; median is mean of foarH fifth plants in national rankings

b. Craft occupations in production and maintenance
c. Highest level parent company
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Table 3. Relative pay of apprentices in participatig establishments

Base rate of pay of metalworking craft apprentiiesluding 13" month and holiday pay) as
percentage of that of recently qualified skilledpbogees in the same occupation and establishment

Mean (by year of training) SD
1 2 3 4 All? Al Number
of cases
GB 48.5 58.5 68.3 78.5 63.5 13.1 8
DE’> 305 32.2 34.5 36.3 33.4 4.5 8
CH 12.4 16.0 21.5 27.9 19.5 2.9 7

Notes

Companies that gave full data only

a. Unweighted average

b. Establishment (or company) level base ratesrevtiéferent fromrarif rates

Table 4. Bargaining coverage and apprentice pay detg in participating establishments

Number of establishments with the relevant attebut

Bargaining coverage Number
------- Apprentice pay setting -------- of
(employees) plants
For any By Receive Receive
terms and For pay collective  general pay performance
conditions bargaining raises" -related pay
GB 7 7 1 5 5 8
DE 7 7 7 8 5 8
CH 6 0 0 0 6 8
All 20 14 8 13 16 24

Notes
a. Broadly, the same rate of increase at the sangeas for regular employees
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Table 5. Applications and vacancies for apprenticésp in participating establishments

Ratio of applications to vacancies

appllibc\:l ;tions Acceptable applicatiofis
Mean Mean SD Number of plafts
Britain 7.8 3.2 1.8 6
Germany 21.4 11.6 5.9 5
Switzerland 17.4 7.2 6.3 7

Notes: in last recruitment season
a. In some cases, limited to applicants offerethtrview

b. Excluding companies that either use a thirdyparscreen applications or did not provide data
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