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l. Introduction

Until the 1990s, the Rheinian labour market modelGermany was a comparatively egalitarian
system. Influential trade unions and a vast impnoat of the standard of living in the 1950s and
1960s had laid the basis for comparatively high amigersal standards for the protection of workers
against dismissal, restrictions of inconvenient reoaf work and safety at the workplace. The
distribution of wages remained relatively compresse

In the 1990s, these high standards became incgbasinder pressure for two major reasons: First, an
increasing awareness evolved that protection okersy high wage levels and the small dispersion of
wages came at the cost of the unemployed as tleepied firms from creating new jobs (OECD,
1999: 47-132). Second, an intensified institutioo@inpetition, resulting from the rising mobility of
goods, capital and certain groups of workers, addnthe companies’ opportunities to relocate
production facilities abroad in order to reduceolabcosts. As a consequence, workers in Germany,
especially those with simple qualifications, wenereasingly competing for jobs with workers in
countries where the wage level is lower or the wuaylkconditions worse. Wages and conditions of
work, which might be acceptable in a poorer coynmay appear indecent in Germany where
commonly more resources are required to keep updibde way of life and avoid social exclusion.

The end of the 1990s marked a turning point. Thagb®emaocratic government regarded cuts in the
social protection system and deregulation of warki@avoidable in order to hold up the core elements
of the German welfare state. A comprehensive packddabour market reforms worked out by the
Commission on Modern Services on the Labour Mafiattz Commission) under the headline of the
Agenda 2010 was established and implemented imdbktween 2002 and 2005 (see box I). They
substantially changed the institutional conditiaisthe labour market, especially in the low-wage
sector, and the social protection systems.



Box I: Recent legal changes implemented in theesobgthe Hartz-reforms

Unemployment Benefit 1

The Unemployment InsurancArpeitslosengeld which is an insurance-based scheme, meaningitidements depend o
contributions paid in the past, has been transfdrméo the so-called Unemployment Benefif{Arbeitslosengeld 1)In
February 2006, the receipt period of that beneéis whortened to 12 months or, for beneficiariegrotlan 55 years, 1
months (Steiner, 2007: 5). In 2007, the coalitiantips agreed a legal draft for the re-prolongatibthe receipt period fo
older people. It passed the Second Chamber of ttiarmpant in February 2008 and stipulates that urieyaul persons olde
than 50 can obtain the Unemployment Benefit 1 fotaup5 months, persons older than 55 for up to b8ths and persons
older than 58 for up to 24 montHaifancial Times Deutschland Onling5-02-2008).

=]

(o)

Unemployment Benefit 2
Since January 2005, Unemployment Assistaiebsditslosenhilfieand Social Assistanc&¢zialhilf§ have been merged into
a single scheme called Unemployment BenefiAgbé¢itslosengeld )l Before the reform Unemployment Assistance had
been provided with the aim of bridging temporargame losses resulting from unemployment. The amofittie benefit
was dependent on the salary obtained in the ldst Social Assistance had been paid with the prinzany of poverty
prevention, i.e. guaranteeing a decent existencallfcitizens. The reception of Social Assistan@s dependent exclusively
on a person’s needs, not on previous contributisresnployment status. After the reform, persons afgophysically able ta
work for at least three hours per day are entitted single benefit, the Unemployment Benefit s Itmeant to serve two
goals: poverty prevention and support for takinganpstaying in employment. For the calculation todé entitlement, the
income earned by the beneficiary’s cohabitantaken into account to a greater extent than befothe calculation of the
Social Assistance payment. People unable to warnkagply for Social PaySozialgeld (Bruckmeier and Schnitzlein, 200
10-12, 31; Konle-Seidit al, 2007: 6-17; Steiner, 2007: 5).

In October 2005, the amount of employment incontetaleen into account in the needs-test of the Urieynpent
Benefit 2 was changed. Since then, up to EUR 106sgne®me can be earned in addition to the benéfitoart loosing any
entitlement to Unemployment Benefit. For all additbincome between EUR 100 and EUR 800, the unemg@oyivenefit
reduces by 80 Cent per Euro earned (after deducfitaxxes and social security contributions) andaibadditional income
between EUR 800 and EUR 1200, the unemployment ibeadtices by 90 Cent per Euro (Bruckmeseal, 2007: 2).

~

One-Euro Jobs

In January 2005 work opportunity rules (so-callate-Euro jobs) were introduced allowing unemployed persons tokviio
communal and charity organisations for an hourlygevédbetween one and two Euro without losing entiéiemto
unemployment benefits. They are supposed to beeofféo the unemployed with the primary goal to é&ase their
employability, but they can also be used to testwfilingness of the unemployed to work. The mairgét groups are the
unemployed younger than 25 years, the old stratutineounemployed, the long-term unemployed andutiemployed with
immigration background (Cichored al.,2005: 3; Wolff and Hohmeier, 2008: 1f.).

Mini-Jobs

In April 2003, the wage level, below which employege exempted from social security contributioves lifted from EUR
325 to EUR 400. For each job falling below this #v@d (mini-job) the employer is obliged to payuap-sum amounting
to 25 per cent of the wage. From this, 12 percentagnts flow into pension schemes, 11 percentagetpinto health
insurance and 2 percentage points are deducteakes. t~or jobs, falling into the bracket betweerREAD0 and EUR 80(
monthly wage (midi-jobs), the employees’ socialusgyg contributions are not fully levied but progsévely increase from 4
to 21 per cent of the wage, the rate imposed onlaegmployment. Employers pay the full contribatiof 20.85 per cent
The income tax is calculated according to the @gsthedule (Rudolph, 2003; Steiner, 2007: 8).

Start-up Subsidy
Since the first of August 2006, the Start-up Grédtiindungszuschussias been introduced, which replaced the former
Bridging Allowance Uberbriickungsgeldand Ich-AG (Me Ltd.") subsidy. Whereas the individual amowftBridging
Allowance was based on unemployment benefits anlsasurance contributions and paid for only signths, théch-AG
allowance used to be paid as an annually decre&sing-sum for three years provided that annual imealis not exceed
EUR 25,000. The new Start-Up Grant is first paidrfare months as a monthly allowance based on ursgmgant benefits
plus a EUR 300 lump sum for social insurance. Aftes period, EUR 300 can be paid monthly for soameslurance
contributions for a half year. Moreover, the retap this self-employment subsidy has tighter ctinds: The applican
needs to be registered as unemployed, eligiblerfemployment benefits for at least 90 days, angeplis ability to run a
business. Furthermore, only new start-ups declasealsingle employment/activity are now supportéere is no obligation
to be covered by social security (Caliendo and $te2007: 26).

Staff Service Agencies
The new reform also introduced ‘staff service agesidPersonal Service AgentureRSA), which are located at local pr
regional Employment Offices. Their overall purpéséo support unemployed persons in finding a jplglyving employers
financial incentives. By employing unemployed pessoprivate firms can receive bonuses and reliefimémployment
insurance contributions. PSAs complement the wdrkprvately organised temporary work agencies. Tleyploy
unemployed persons on fixed-term contracts andeléhem primarily to other companies with the aimlafig-term
employment. Otherwise, they have to deliver trainio enhance job seekers’ employability. Since 2@@%ployment
contracts are, as a rule, limited to a minimum of months. PSAs' remuneration structure combingseese- and
performance related components. Flatrate paymentxpenses have since been at a uniform rate@EBIR per month for
the first six months of employment at a PSA. Plaseinpremiums are determined through competitionminugt not exceed
EUR 3,500 (BMAS, 2006: 18).




This report shows that the reforms of the Agendi028lso had a strong impact on the conditions of
the economically active population, particularly kmdening the differences between groups of
workers. In the German labour market of today,dtveditions of workers differ more than ever with
regard to wages, type of the work arrangement,thered working hours and working pattern,
protection from dismissals and from unforeseendssd income. The main trends are summarized in
the table below.

Table I: Trends in working and employment condgjd@ermany, 2008

Matters Trend

Employment type Growing share of self-employedi-fiare and temporary workers in total
employment at the expense of the share of regullatihe employment;
Informal and exploitive labour concentrated in eestvhere workers have
simple qualifications.

Wages Slow growth, in recent years even declinega@fwages;
dramatic increase of the earnings of the richest;
Expansion of the low-wage sector;

Prevailing wage gap between east and west Germany.

Working hours Growing spread of weekly working h&yur

Polarisation of part-time and full-time workers'nkimg hours;

Increase of unpaid overtime through the use of timecounts
inconvenient working hours and flexible working heuot controlled by

workers;
Modestly narrowing gap between working hours inghst and west.
Health and safety Evidence that irregular, long arednvenient working times, as well as
job insecurity affect workers’ health.
Social protection Significant income losses formpiyed;

New emphasis omctive labour market policy promotes transitionmnirp
unemployment into subsidised employment, but, agadecan be observed
today, not into regular employment;
Almost consolidated budgets of the social insuraystems as a result pf
the most recent economic upswing, restrictive fipodicy, reforms of the
social insurance systems in the past, and fallimgmployment;

Share of old-age insurance expenditure in the Ebuiget rises at the cost
of social assistance and health insurance expeaditu

Work and Family Not enough childcare facilitiespesally in West Germany;
women postpone child birth to times in which theypect higher work
security.
Education and Low qualification is an important determinant of emmployment and
Training poverty;

share of expenditure on education and training DPGstill below the
target of the Lisbon strategy;

excess demand for labour in the segment of highbfitied workers, bult
difficult recruitment of workers from abroad dueth@ immigration law.

Social dialogue Decentralisation of collective [@ning, diminishing coverage of
collective agreements;
Workers’ participation in firms’ profit or capitatill below 10 per cent.




1. Economic and social context

1. Macroeconomic Development

After a period of sluggish growth between 2001 2005, Germany has experienced a remarkable
economic recovery in recent years, which is refldéh GDP growth rates of 2.9 per cent in 2006 and
2.5 per cent in 2007. As we can derive from tahl¢h& main engine behind that growth was the
export demand, the growth rates of which considgraitreased as early as in 2004. In 2005 a
considerable expansion of investments followed. &l@v, the most recent economic upturn did not
significantly influence the development of privatensumption until the end of 2007. This was
obviously the consequence of a modest increaseagksvuntil 2006 and a tight fiscal policy. In
particular, the value added tax of 2007, which sawncrease of the tax rate from 16 to 19 percentag
points, made domestic demand shrink in 2007 (Progjekpe Gemeinschaftsdiagnose, 2007: 31-35).
Since 2006, we can observe an effect of the ecanampturn on employment. The number of
employed persons grew by 0.6 per cent in 2006 amdpé&r cent in 2007 (see table 1.1). The
unemployment rate, measured according to the Ilb@Ueforce definition, reduced from 9.1 per cent
in 2005 to 8.1 per cent in 2006 and 6.4 per ce@0d (ibd.: 51).

Table 1.1: Development of the macroeconomic siuati995-2007

% 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Growth rates
GDF 19 10 18 20 20 32 12 00 -02 11 08 29 25
Private consumption 22 13 08 15 30 24 19 -08 01 02 -01 10 -0.3
Public expenditure 19 21 05 18 11 14 05 15 04 -15 05 09 20
Investmerit 13 36 13 53 33 23 -78 -91 24 -03 14 61 46
Exports 6.3 60 11.7 80 59 135 64 43 25 100 7.1 125 83
Prices 19 05 03 06 04 -07 12 14 12 11 07 06 19
Employment 02-03 -01 12 14 19 04 -06 -09 04 -01 06 17
Gross wages 3311 -01 21 30 34 21 06 00 06 -02 15 3.0
Wages share 71.471.0 70.3 704 71.2 722 71.8 71.6 70.8 68.2 66.8 65.6 64.6
Elasticity of employmedtf 0.1 -0.3 -0.1 0.6 0.7 0.6 04 / 44 04 -0.1 0.2 0.7

l) In prices of 2000%) GDP-elasticity of employment: Ratio of the growttte of employment to the
growth rate of GDP. Source: Statistisches Bunde$20i8); own calculations.

In the near future, the increase of exports is etqueto become smaller, and GDP growth will be
more strongly driven by rising domestic demandvd&a consumption nonetheless stagnated in 2007,
most likely also as a result of the VAT reform ietyear before. The size of its increase in theréut
will depend on the time it will take that the ndgateffect of the reform on households’ purchasing
power to be overcome and on the development of svdggestments still grew considerably at the
end of 2007, but this growth is expected to slowvmlon 2008. The Council of Economic Experts
expects the GDP growth to fall in 2008 by a rateupfto 1.9 per cent, particularly as a result of
worsening global economic conditions. These include interruptions in the financial sector
following the crises on the U.S. real estate market appreciation of the Euro, especially agaimst
U.S. Dollar, and declining export demand (Sachéadigenrat, 2008: 3-5). The autumn outlook of
the Project Group Joint Diagnostics, comprisindghelgading research institutes, appears to be more
optimistic, assuming that economic growth “took redk” in the course of 2007 and GDP will
continue to increase at a rate of 2.2 per cendd82 Employment is expected to rise further, though
not as much as in 2007. This expectation is baswdagly on the assumption of a considerable
expansion of domestic demand, not only in Germautyib the Eurozone as a whole. Uncertainties
arise not only from the crises of the real estadeket in the U.S. but also from the future develepm

of oil prices, according to research institutesofektgruppe Gemeinschaftsdiagn@7: 31-35, 47-
50).

! In autumn 2008, the German Council of Economic éftgpcorrected its growth estimation to a lowee rat
namely 1.7 per cent, as a result of the financgialc(Sachverstandigenrat, 2008: 8).
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2. Recovery in the Labour Market: Only Cyclical oralso Structural?

According to the evaluation of both the researddtitutes and the German Council of Economic
Experts, the most recent economic upturn was aat [gartly, attributable to the moderate wage golic
and far reaching reforms of the social protectigstems, most of which had been worked out by the
Commission on Modern Services on the Labour MafKetrtz Commission) and implemented after
2002. Those reforms included the merger of unenmpéyt and social assistance into a new basic
benefit scheme at the level of social assistameeso-calledArbeitslosengeld II'a shortening of the
receipt period of that benefit and the linkage leé entitlement to unemployment assistance with
measures for the active labour market policy. Thstesn of job-placement services has been
reorganised and the regulations for temporary weléxed. Furthermore, in the scope of the health
care and old-age pension reforms, the catalogusemwices covered by public health insurance has
been trimmed and the method of calculation of @d-gpensions modified by introducing a
demographic factor. The social security contritngitiave been reduced (Sachverstandigenrat, 2007:
186-245). These reforms contributed to a cut badké cost of the social protection system and laid
the basis for a flat development of public expeaméit since 2002. The share of government
expenditure in the GDP shrank from 48.5 per cer2(@3 to 44.0 per cent in 2007 (Projektgruppe
Gemeinschaftsdiagnose, 2007: 52). The moderate \watiey had the effect that gross wages,
adjusted for the price increase, have grown aterdaate than the real GDP since 2001 and, as a
consequence, the wages share in national incomaigirad (see table 1).

As the reforms mentioned above lowered the labost and increased the flexibility of the labour
market, they are supposed to have enhanced theetitrgness of German companies on the global
markets. It is as yet difficult to evaluate whetllee most recent economic upturn was a purely
cyclical phenomenon or whether it included alsoracsural component. The latter assumption would
imply that, due to a change in the institutionalimment, a greater level of GDP growth is
achievable with a given unemployment rate or bathables can principally develop into the desired
direction in the long run. Analyses carried out the German Council of Economic Experts
(SachverstandigenraR007: 322-325) as well as by Fitzenbergeral. (2007: 32-43) find that the
structural unemployment rate, as indicated by tbe-accelerating inflation unemployment rate
(NAIRU), have indeed lowered since 2005, but thesrdase cannot be distinguished from random
fluctuations over time with sufficient reliabilifgee also Bosst al. 2007).

Comparing the most recent economic upturn withpttleeious one, which had lasted from the second
guarter of 1999 to the first quarter of 2001, ib ¢ee found that the recent upturn, which begarén t
fourth quarter of 2004, had already lasted forrayéy period of time by the middle of 2007. It start
with a much slower growth of both GDP and employtent after the fourth quarter, i.e. since the
beginning of 2006, the quarterly growth rates efsthvariables have increased considerably. After te
quarters, the cumulated growth of GDP and volumeardk, measured in hours, was already greater
than over the entire period of the previous upswitgwever, the cumulated growth of employment,
measured in persons, was still smaller. This igbatiable to the fact that the new employment
generated by the economic upturn of 1999/2000 stetsiprimarily of part-time jobs. The most recent
upturn has been thus more employment intensiveadt generated not only more full-time jobs but
also more jobs covered by social security than @b to the previous one (Sachverstandigenrat,
2007: 325-332). Despite there being more jobs, mbdiem have been lower paid (see section lll.
2)).

Additional insight can be obtained form the GDPsttity of employment, which signifies the degree
to which a rise of GDP is translated into the ¢orabf employment. The value of that indicator

indeed remarkably increased between 2005 and Z8@m, around zero to 0.7, but it has not yet
exceeded the amounts it reached during the pregicasomic upswing (see table 1). If the reforms of
the past had induced a structural effect, we weufzect the size of that indicator to become greétter

is worth noting that the GDP elasticity of employrhehowed its highest value in 2003, the only year
in the observed period of time in which GDP growths negative. This corresponds with the well-
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known phenomenon of the German labour market timgtiayment reacts to the development of the
GDP most strongly at times of economic recession.

In summer 2006, the most recent economic upturn desshdy brought about a greater relative
reduction of the unemployment rate than the prexidumodest effect on the number of long-term
unemployed, whose share in the economically agiplation had remained at 4 per cent since 2003
(Statistisches Bundesamt, 2007c), can be noticetehsThe proportion of the long-term unemployed
who found a job in the first labour market amourtted.9 per cent in 2006 and 1.8 per cent in 2G07.
was thus on average by 0.2 percentage points grdate in the entire seven years before. The
probability of finding a job in the second labouanket had already increased one year earlier from
0.7 per cent in 2004 to 1.3 per cent in 2005. Thight be attributable, to a great extent, to work
opportunities such a®he-Euro jobs the most frequently used instrument of activieolar market
policy introduced with theHartzreforms (Sachverstandigenrat, 2007: 333-341). Mmhmber of
transitions from the first labour market into undayment declined by 15.7 per cent in the first ladlf
2007 (Bactet al, 2007: 5-6).

Table 1.2: Development and structure of employnmé&s6-2006

% 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Employment rate | 66.2 65.8 65.6 66.3 67.2 68.3 68.6 68.2 67.7 68.1 68.0 68.8

Unemploymentratd 7.1 7.7 86 81 75 69 69 76 88 92 91 81

-Male 55 65 73 70 65 60 62 71 83 87 88 7.8
- Female 90 93 101 95 87 79 77 82 93 97 95 84
- under 25 121132 143 134 121 114 11.3 13.3 157 159 157 151
- 25 and older 6369 77 73 68 62 62 68 77 82 82 7.1

l) ILO labour force concept) Share of registered unemployed in active poparattoncept of the
German Federal Employment Office). Source: Statibtts Bundesamt (2007c: 84)

Turning to the supply side of the labour market, abserve that between 1995 and 2006 the total
population increased by 1.0 per cent, while theufaijon in the working age shrank by 0.8 per cent a
a result of the aging population (see table 1.8)s Tmplies a challenge for society, as a decrgasin
number of persons of working age is available fastaining a growing number of persons who
commonly do not work. Keeping the labour force iograition rate unchanged would require the share
of economically active persons in the populationvoirking age (activity rate) to increase. In fact,
between 1995 and 2006 the activity rate of Gerngaey to an extent that the effect of the decrease
of population in working age on the labour supphg leven been over-compensated. The rise in the
activity rate was especially strong among women @ddr people. However, with 68.4 per cent, the
female activity rate still fell short of the malg & sixth in 2006.

As the employment to population ratio remained nwrkess stable between 2000 and 2005 at a level
of around 68 per cent, the increase of the unemmdoy rate from 6.9 to 9.1 per cent is primarily
attributable to the increase in the labour suppge(table 1.2). Only the recent growth of employtmnen
beginning in 2006, has made the unemployment edkeThe unemployment rate of people younger
than 25 was around twice as high as among oldénglthre entire time period from 1995 to 2006. By
contrast, the gap between male and female unemplaynates continuously narrowed. After 1995
when the female unemployment rate amounted to 8rOcent, thereby exceeding the rate among
males by 3.5 percentage points, it came to 8.£@et in 2006, only 0.6 percentage points above the
male unemployment rate.
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Table 1.3: Development and structure of the lalforoe 1995-2006

1995 1997 1999 2000 2001 2002 2003 2004 2005 2006

gﬁ%ggf“'m"’” 81,570 82,029 82,024 82,160 82,277 82,455 82,502 82,491 82,465 82,369

Working age popu-| oo 599 55 643 55611 55433 55,312 55,231 55,059 54,771 55131 54.859
lation (in 1000)

ﬁgtg’gog)op“'a“o” 39,756 39,321 39,527 39,356 39,560 39,597 39,751 39,594 40,625 41,055

Labour force par-

T 48.7 479 482 479 481 48.0 482 480 493 498
ticipation rate (%)

Activity rate (%) 719 vorv 711 710 715 717 722 723 737 7438
- Male 810 793 792 788 790 790 792 793 804 811
- Female 626 618 627 630 639 643 651 652 668 684
- 15-24 years 545 509 516 517 519 508 505 489 501 508
- 25-54 years 846 840 851 853 856 858 861 860 86.2 869
- 54-64 years 446 451 442 429 431 438 453 476 520 548

Source: ILO Laborsta-Database; own calculations.

3. How to Spend the “Return on Reforms”?

In summary, the figures above show that in thetlafifavourable economic development since 2004
the business conditions for companies have enhatfredituation in the labour market improved and
the public budgets relaxed: Companies obtained teghnues on the world market which have been
partly invested into new equipment. Employment rasé the unemployment rate, partly also the rate
of the long-term unemployed, fell. The deficits dhe health and old-age insurance
(Pflegeversicherungleduced, and the unemployment insurance recordedoéus in 2007, partly as a
result of the falling number of beneficiaries. Tdeficit of the state, which had in the past excdede
the 3-per-cent threshold set up in the Stability @rowth Pact for several years, reduced to 1.6 per
cent in 2006. In 2007 the budget was balancedhffitst time since the reunification (Projektgrapp
Gemeinschaftsdiagnose, 2007: 50).

However, these improvements came at the cost ofidept wage policy and effective cuts in social
protection. The decrease of workers’ real wagesesi902 has been considerable (see section Il1.1.1)
The unemployed persons' entitlement to social tasgie and unemployment benefits effectively
shrank as a result of the stricter means testsduatred into the new benefit schemagbgitslosengeld

Il and social assistance). Income losses were efipdigh among the poorest stratum of that group
(see section I11.4.3)The focus of the current discussion in Germanybsua whether the “return on
reforms” (Sachverstandigenrat, 2007: 8) generatéldd most recent economic upturn should be spent
on scaling back the reforms of the past.

The German Council of Economic Experts and theareseinstitutes have issued a warning not to
overstate the achieved success in output growtheamoyment creation, the greatest part of which
arises from cyclical fluctuations of business ctinds. Structural unemployment appears to still be
high. The assets presently flowing into the publitigets should be kept in reserve for maintaining
the scope of action during the next economic dommtlihe experts particularly dissuade from a re-
prolongation of the receipt duration of unemployineenefit, from stricter regulations for temporary
work and from the introduction of minimum wages.eTiesources of the social insurance budgets
should not be spent on services which they areneaint to provide. The path of the reforms of 2002,
an important target of which was budget transpareme! organisational efficiency, should be further
developed. Labour market policy should continueefferts to reduce structural unemployment by
focussing on the particular aspects of Hartz reforms positively evaluated by research institfite
The funding side of the social insurance system®ulsh be substantially reorganised

2 The results of those evaluations are laid dowa final report of the Federal Ministry of LabourdaBocial
Policy BMAS,2006).
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(Sachverstandigenrat, 2007: 9-12). The researdituites admonish fiscal policy not to leave its
restrictive path, to keep labour costs low andhiertapproach the goal of a balanced budget. They
point to the fact that, if cyclical fluctuationseaadjusted for, there is still a deficit of thetstan 2007
amounting to 0.5 to 1.0 per cent. Neverthelesdspdrthe anticipated rising tax revenues should be
spent on promotion of investments. Wages shouldimoease by more than 3 per cent to avoid
pressures on price increase and labour demancei®yojppe Gemeinschaftsdiagnose, 2007: 60-62).

The federal government has announced it is to woatithe tight fiscal policy of the previous years
with the overall goal of reaching a consolidateddmt in 2011. Regarding the conditions of workers
and the unemployed, the emphasis shall remain actwating labour market policy, promotion of
training and education, and completion of the mfwof the health and old-age insurance systems.
The recently evaluated instruments introduced wik Hartz reforms shall be tightened and
developed. It is envisaged to prepare a commonegarior the reorganisation of the low-wage sector.
In particular, the government’s reform strategy tbe following years includes the following
measures:

— ban on loans for the German Federal Employment®fBundesagentur fur Arbéifrom the
federal budget until 2011;

— reorganising the health insurance system by sefiing Health Fund into which employers and
employees will pay lump-sum contributions deterrdibg decree of the government in order to
stabilise the health contributions among the déffitinsurance companies;

— opportunity to set up minimum wages for sectoraicoverage rate of collective agreement
lower than 50 per cent;

- wage subsidies for occupation of unemployed perdofisult to be placed in a job
(Beschaftigungszuschusay well as for integratiofieingliederungszuschussj training
(Quialifizierungszuschuss)young persons being unemployed for more thaalfaykar;

- creation of more childcare facilities and subsidasindergartens opened up in small- and
medium-size enterprises;

- tax release for households aids;

— promoting the integration of older people into kgour market in the scope of the “Initiative
50plus”, among others measures by developing agistage subsidies for the employment of
older people and relaxing the rules for tempordithited employment of persons older than
52,

— easier recruiting procedure for specialists in naaadal and electrical engineering and vehicle
manufacture issued from the twelve new Member Staitéhe EU and for the recruitment of
foreign graduates from German universities;

- Initiative for Qualification and a prolongation tbfe National Pact for Training and Young
Specialists in the scope of which the German Engkyssociations commit to offer a
predetermined number of training positions.

Furthermore, a concept for the promotion of empdsydolding shares in their employers’ companies
is currently being developed by a joint workgrodphe coalition parties in the parliament (BMWi,
2008: 10-46).

In their evaluation of German economic and socigicyg, the main employers’ and employees’
organisations of Germany agree only in so far ag tall upon the government to expand the level of
public investments, especially for the promotioneafucation and training. While the employers’
organisations regard those investments as an iamggotecondition for competitiveness in the global
economy, the employees’ organisations point ini@agr to their role in the reduction of structural
unemployment. However, the opinions of the emplsy@nd employees’ representatives differ
considerably with regard to most other aspectd®fréforms affecting the labour market proposed by
the government (BDI and BDA, 2007: 6; DGB, 2008).15

The Federation of German Industries (BDI) and te@dfation of German Employers (BDA) welcome
the reduction of social security contributions ainé flexibilisation of the labour market especiaty
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the area of temporary work. These reforms shoultutiber developed. Temporary work should not
be considered as precarious employment but acceysterd standard type of work. The employers’
organisations resist legally determined minimum &&df not migrant workers causing undesirable
social cleavages in a certain sector. They opplosadea of wage subsidies for the integration of
unemployed persons who would otherwise be difficidlt employ. With regard to collective
bargaining, the BDI and BDA caution against theagng influence of trade unions representing small
professional groups, as they would use their pawearry through high wage increases and thereby
jeopardise the tariff unity and no-strike functioherent in collective agreements on the branchllev
They suggest splitting up future agreements on vigeases into two components: a moderate basic
elevation to be applied to all companies of thenbinaand a one-time payment depending on the
business conditions of the individual firms (BDIBaBDA, 2007: 5-8).

The German Federation of Trade Unions (DGB) doubist the various forms of marginal
employment and temporary work, introduced as imsémnts of active labour market policy in the
scope of theHartzreforms, have contributed to the most recent eatnaupturn and reduced
structural unemployment. Correspondingly, pointitg the dramatic worsening of employment
conditions resulting from those reforms, the trad®ns struggle for a partial retraction of tHartz-
reforms. The generated jobs in the secondary labmrket and the growing number of temporary
jobs would not secure decent living conditions mrkers nor would they facilitate transition into
regular employment. Instead they would contribotertdermine the protection of workers employed
in regular jobs. Temporary workers should be grduate equal hourly wage as workers with a regular
contract performing the same type of work. Thisetgh work should be applicable by companies only
as a temporary instrument to react to peaks irddwelopment of their business, replace workers in
cases of illness and avoid overtime work. The DGigsdnot support subsidised wages. Instead
statutory minimum wages should be set up in ordegstablish a “halt point” when employers fail to
conclude collective agreements. The trade unione l@nounced that, in the collective bargaining
round of 2008, they will claim for wage increaséghhenough to compensate them for the real wage
losses of the previous year. The trade union ok#reice sector, for example, will struggle foriser

of wages by 8 per cent (DGB, 2008: 7-17).

To summarize, after 2002, the year in which the tH&ommission had presented its
recommendations for active labour market policyopte in employment experienced on average an
obvious loss with regard to job security and wagdesarge sector, characterised by extremely low
hourly wages, high flexibility and precarious wanditions, has evolved. Doubts on the decency of
work have arisen especially with regard to thatmssg of the labour market. The valuation of the
desirability of this development depends on themtxat which this sector has evolved at the expense
of workers in regular employment, and to what exiehas enabled unemployed persons' integration
into working life. At present, despite consideradtforts through empirical investigation, the resba
institutes can not yet confirm an effect of tHartz-reforms on the creation of unemployment with
sufficient reliability. Employment has been on tise since 2006, but it is not yet known whethés th
increase is just caused by an improvement of tkermai economic environment or also a result of the
sacrifices demanded from workers in the past. Biench an effect could be proven, the question
remains whether the loss of job security, purcltagiower and job satisfaction remains in a limit,
which can be justified by the target of creatingooyment. The following paragraphs shall provide
insight into the changing conditions of work untiex new labour market regime introduced under the
headline of the Agenda 2010 since 2002.

M. Trends in working and employment conditions

1. Employment status/contracts of employment

The economic upturn, as well as the numerous lalmauwket reforms, have shaped the composition of
employment with respect to the contractual arraregemin which it is embedded.
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1.1 Overall employment development: Decrease imtimeber of employees contributing to social
security

From 1995 to 2006, the rate of workers subjecbtias security contributions continuously decreased
from 74.9 to 67.5 per cent (see Table 2.1). Betw2@d5 and 2006, however, this rate remained
almost constant, and recent figures indicate aroétitis downward trend, maybe as a consequence of
the Hartzreforms. After the number of workers paying socsalcurity contributions had been
declining since 2001, it reached a minimum of 2&ikion in 2005. It then increased at a higher rate
than the total number of employed persons up &vel lof 27.0 million in 2007 (Sachverstandigenrat,
2007: 311-313).

Table 2.1: Employed persons by type of employn898-2006

(%) 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Employees covered | o/ o 7,1 730 71.9 71.7 71.3 70.9 70.7 69.8 68.4 67.6 67.5
by social security

- Full-time 65.7 64.6 63.3 61.9 62.1 61.2 60.4 59.8 58.7 57.2 56.3 55.9
- Part-time 92 95 97 100 9.6 10.1 105 109 11.1 11.1 11.3 116

Employees not covered, s 1 159 158 17.9 18.3 187 18.9 190.0 19.7 20.7 21.2 21.2
by social security

Self employed 10.010.0 10.2 10.2 10.1 10.0 10.2 10.3 10.5 109 11.2 11.3
Source: Statistisches Bundesamt, 2007c.

1.2 Increase in self employment

The share of the self-employed in total employmientained more or less stable at 10 per cent during
the second half of the 1990s. In the following titneontinuously grew up to a level of 11.3 pertcen
in 2006. According to Fachinger (2007: 9) and SeauBuschoff (2007: 388), the increase in self-
employment was particularly pronounced in the hogdand service sector and created new
opportunities for freelance professionals in thevigidg, nursing and the media businesses.
Traditionally, self-employment had been most widead among craftsmen, farmers, artists,
publicists etc. The proportion of women in self-éoyent has been continuously increasing, even
before the reunification. In 2004, 28.4 per centatlf self-employed in Germany were women
compared to only 22.9 per cent in 1983 (SchulzecBaf, 2007: 387).

Table 2.2 reveals that in the most recent econosgving self-employment has reacted more quickly
to the rise of output growth than employment inagah In 2005, through the number of employees
still fell, the number of the self-employed incredsdy 3.2 per cent. In the following year the gtowt
of dependent employment turned positive. It cawghtvith the growth of self-employment in 2007.

Table 2.2: Development of dependent and self-emaoy

Levels (1000 persons) Annual growth (o)
2004 2005 2006 2007| 2005 2006 2007

Employees 34,65834,490 34,696 35,322/ -0.48 0.60 1.80
Self-employed 4,222 4,356 4,392 4,447 3.17 0.83 1.25
Employed persons38,880 38,846 39,088 39,769 -0.09 0.62 1.74

Source: Sachverstandigenrat, 2007: 313.

The promotion of self-employment has been usednagstrument of active labour market policy
since as early as the 1990s. It is perceived agansnto increase employment through increased
labour market flexibility and accelerating innowatj thereby promoting output growth (Géggel et al.,
2007: 153; Fachinger, 2007: 7). After 2002, thé-sgiployment grantich-AG" (‘Me-Ltd.") and the
Bridging Allowance were implemented as parts of lagtz-reforms to support unemployed persons
in setting up their own business. These instrumes® reformed and merged into a new one, the
Start-up Gran{Grindungszuschussy; 2006 (see box 1). Between 1994 and 2004, thebau of
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unemployed who received the Bridging Benefits qupieéd and reached, with around 185,000
persons, its maximum in 2004. 175,000 previouslgnynloyed persons benefited from tlch-AG
start-up grant in that year, one third of themdiwe eastern Germany. In 2005 restrictions impdsed
the Employment Office led to a decline in the numbk self-employment subsidies, in particular
those paid fotch-AGs,(Caliendo and Steiner, 2007: 25).

According to the Microcensus, in 2005 nearly 248,0@w start-ups run by previously unemployed
persons received assistance from the Federal EmplaotyOffice. 37 per cent were accounted for by
the newly created start-up grant (Existenzsgrunszugrhuss dch-AG). The newly introducettch-

AG scheme did obviously not negatively impact the bemof recipients of Bridging Allowance,
which continued to rise (BMAS, 2006: 14). The twogrammes were used by very different groups
of persons. The Bridging Allowance was especiallgespread among highly-qualified persons; the
Ich-AGs were mostly run by women. Additional structuraffeliences were noticed regarding the
economic sectoilch-AGswere started mainly in services, constructiondramlafts and IT. Freelance
persons and marginal workers were overrepresentenh@ their founders (cf. Bundesagentur fur
Arbeit, 2006; Leschke et al., 2006; Kritikos andé®er, 2004; WielRner, 2005; Caliendo and Steiner,
2007: 26-28).

According to an evaluation by Caliendo and Stei(®)07: 214f.), both théch-AG subsidy and
Bridging Allowance show lasting results regardihg promotion of employment. Three quarters of
those who opened up &h-AGin western Germany were still self-employed 16 therafter the start

of the financing period. In eastern Germany thigrelamounted to even four fifths. The female and
malelch-AG entrepreneurs were almost equally successful.t&rgander differences could be found
among the recipients of the Bridging Money. Threarters of the men but only two thirds of the
women who had opened up a business with the suppahis subsidy were still self-employed 16
months later. This share was modestly larger ineeaghan in western Germany, too. During the
receipt period, the number of employed personsritoting to the social insurance system increased,
above all among the Bridging Allowance recipients.

The two programs had not only a significant ef@ctthe reduction of unemployment and promotion
of employment contributing to the social insurasgstem, but also on the recipients' income. Afeer 2
months of self-employment, the supported persomaedahigher incomes than the unemployed
members of the control group who did not particpatthese programs. For example, men in western
Germany who received Bridging Allowance earnedra2@® months on average EUR 900 more per
month than a similar unemployed person. The mowaedtHiciency of these programmes, indicating
the relationship between the cost of these measumgghe savings by the Employment Office, has
also been positively evaluated. The Bridging Allom@ was found to be more efficient than ktie-

AG programme (Caliendo and Steiner, 2007: 28-31)ti&@wcks have been identified in a lack of
experience among Labour Agencies to offer substhriunselling for founders of a new business and
in difficult access to loans in the initial phadettte business (BMAS, 2006: 14). All in all, frornet
point of view of the Council of Economic Experteetgoal of the reform to create sustainable work
for the self-employed individual has been reaclsdthe persons who switched from unemployment
into an Ich-AG constitute with 0.8 per cent a significant sharfe tlee active labour force
(Sachverstandigenrat, 2006: 125).

Some studies point to the fact that the businesseby the growing number of self-employed create
only a limited number of jobs for others. Since th&l-1990s, only the number of self-employed
persons who do not employ any workers (single esglfloyed) has increased, while the number of
self-employed persons with employees has remaiiradsa constant (Fachinger, 2007: 9; Schulze
Buschoff, 2007: 388). Among the freelance professi® who represent 20 percent of the self-
employed workforce, the proportion of those empigybne or more employees shrank from a quarter
in the early 1990s to a fifth in 2004 (Fachingdd0?2: 10). However, a considerable proportion of the
businesses set up with the support of the Bridgithgwance, also created employment opportunities
for others. 30 per cent of the men and 22 per wemen receiving Bridging Allowance employed at
least one worker after 16 months. Among tbtle-AG entrepreneurs this share amounted to only a
tenth (Caliendo and Steiner, 2007: 28).
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Single self-employment is especially often chandmtel by low and irregular earnings, high mobility
in employment status and limited coverage by sqmiatection. The proportion of persons, hopping
from one employment status to the next within oearyis higher in Germany than in other European
countries which also show a large proportion of-eeiployed workers, like the UK, Netherlands,
Italy and Sweden. Most single self-employed personSermany do not have to be covered by the
statutory social protection system. Compulsory theahsurance, unemployment insurance and
retirement provisions do not exist for this catggof worker. For this reason, an effort is beingdea
by the German government to introduce statutorjabsecurity coverage for the single self-employed
in the social protection systems. Since Februaf62€they can be insured at a preferable rate agains
unemployment on ongoing basis, if desired. Furtioeemas a result of the health reform in April
2007, self-employed persons must be covered bytthéasurance from the*1January 2009 on
(Schulze Buschoff, 2007: 388-390.; Fachinger 2Q0f.).

1.3 Temporary work: a small but very dynamic madegfment

As of 2007, 2 to 3 per cent of the firms in Germé&ayl Mio) utilise temporary work. The proportion
of temporary workers in total employment subjectacial insurance comprises approximately 1.5 per
cent (Promberger, 2007: 129). Since the beginnihghe 1980s, the number of employees in
temporary employment (including those organisedheyPSA) has increased and most strongly since
the recent reform in 2003 which amended the previegulations by extending temporary work in the
construction sector and extending its allowableaton. From 2003 to 2005, the annual average
number of temporary workers rose from 114,000 td,@d0. In the course of 2005, 738,000
employees were recruited by around 16,500 temponask agencies. In 2007, around 700,000
persons were registered as temporary workers, whitkice as much as in 2003. The industry sector
is overrepresented in temporary work and also steohigher proportion of new recruitments than the
average. Fixed-term employment of up to three nwatimtinues to be preponderant.

The majority of companies practising temporary eyplent are applying a collective agreement for
temporary workers (see section 111.8.2). For thstftime in Germany, large parts of the temporary
employment industry are covered by collective agegs (BMAS, 2006: 22). This certainly results
from the 2002 reform of the Temporary Work Act, aidecided to extend the 2003 collective
agreement agreed between temporary agency assosiaind the DGB trade unions to all temporary
workers in Germany, in order to ensure them mininemployment conditions and reduce growing
wage inequalities (see Bispinck and Schulten, 2@@9-471). However, trade unions complain that
collective agreement provisions are not respecyealibeasing companies. In 2007, 12 per cent ef th
registered temporary workers earned so little thay had to fall back on social benefits in order t

ensure their minimum existence (DGB, 2008: 14).

As a consequence of thtartzreforms, temporary work can also be provided bA®&ee box I).
From the beginning of 2003 on, a PSA was to be domnevery Employment Office district. The
target of having a stock of 50,000 PSA employee2®y3 has not been achieved, although every
Employment Office district already had its own P3#A\2005 there was an annual average of 17,000
PSA employees. Among the 28,000 persons newly iagt&SA employment in 2005, women were
underrepresented at less than a third, which idine with the general pattern of temporary
employment. Young persons below the age of 25 wlegly overrepresented at 55 per cent. For PSA
employments reviewed, the German Federal Employi@éinte incurred an average expenditure of
approximately EUR 6,939 per participant in the ge2003 and 2004 (ibd.). By the end of 2004,
around 29,000 additional employees were estimatedemporary work (including PSA) as a
consequence of the reform of temporary work (BM2@)6: 22).

Many PSAs employees reported that they were naredf further training in times of unavailable
temporary work as had been foreseen by the refomty. 30 per cent of employees who took up PSA
employment in 2003 and 23 per cent of the samepgho2004 reported that they had been offered
vocational training, despite the fact that only € pent and 9 per cent respectively had no periods
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without temporary work. Additional quantitative dywes found that PSA employees terminate
unemployment or PSA employment through integratioto employment latethan comparable
unemployed persons, because of their engageme®Sk employment. Hence, the PSAs have
worsened the participants’ integration prospetid.|i

1.4 Short-term employment

The share of persons working on a fixed-term biasiseased between 1994 and 2005 by 750,000 up
to 2.7 million (Dietz and Walwei, 2007: 172). Thieye their share in total employment rose from 5
per cent in 1995 to 10 per cent in 2004 (Giesecld @rof3, 2006: 247). This growth is attributed,
among other things, to measures of active laboukebgolicy, in particular to Job Creation Schemes
(ABM) (see below) (Dietz and Walwei, 2007: 172).08kHerm contracts are increasingly used in
practice for extending the probation period. Thgomigy of short-term workers alternate permanently
between periods of employment and unemployment (DZEB8: 14). Recent quantitative analyses
show first evidence for a substitution of unlimitedrk contracts by fixed-term ones (Giesecke and
Grol3, 2007: 83-106).

Fixed-term employment in the form of ABM based amsidies towards wage costs (by the Federal
Employment Office) are offered to unemployed pessavho are strongly disadvantaged in the labour
market, with the aim of enhancing their employailThis employment must be additional and in the
public interest (BMAS, 2006: 18). Over the pastrgeshe number of ABM and average duration of
promotion has markedly declined. From 2000 to 2@®% number of such jobs newly taken up
diminished by 70 per cent up to 78,000. During $hene period, the annual average stock of ABM
workers decreased by more than three quarters,@D@8ABM were concentrated on Employment
Office districts handling situations of stronglysddvantaged unemployed persons in the market, in
particular in eastern Germany. Among those newlieramy ABM employment, East Germans,
persons aged 50 years or older and persons belewagie of 25 years were considerably
overrepresented (BMAS, 2006: 18-19).

Since 2003, employers hiring older workers agedyB&rs or older on a short-term basis are
permanently exempt from unemployment insurance rignriitons. Instead, they are granted a
Contribution BonusReitragsbonugs The number of companies claiming this bonus wey small.

In 2003 it amounted to only 9,000 and in 2004 wuad 3,600. This instrument seems not be well-
known among employers. Quantitative results alsowslthat the contribution bonus was not a
determining factor for employers’ employment deanis{ibd.: 20-21).

Another instrument aimed at promoting employmeteggration of the elderly is the Income Security
for older workers Entgeltsicheruny This consists of a wage subsidy when benefiesadecide to
take up employment which is lower paid than the®vpus job. This instrument also includes a
contribution to statutory pension insurance covéxgthe Federal Employment Office. The number of
persons profitting by income security benefits &y small. In 2005, only around 5,300 new
beneficiaries made use of it. Most of them receigatlage subsidy of up to EUR 285 per month or
EUR 9.50 per day. On the whole, net wages wereoupUR 570 lower than before. According to
recent quantitative evaluations, agencies’ pragticgealing with this was quite inconsistent, aaréh

is evidence that a high number of applications wemengly rejected. Recent analyses do not show
any effect of the Income Security benefit on benefies’ employment prospects (ibd.: 21).

In 2003, as part of thédartz-reforms the age of workers, entitled to permanent fixeunat
employment without material reason and without timat, was reduced from the age of 58 to 52
years. At the end of the short-term contract, eyg® were allowed to dismiss the employee
regardless of provisions on dismissal protectionApril 2006, this legislation was abolished by the
Federal Labour Court after the European Court sfidel decided to reject the exclusivity of thiserul
for older persons. Data collected before 2003 sthavin March 2004 the proportion of persons aged
48 to 65 years working on a short-term contractuamed to 3 per cent and was considerably higher
in eastern (5 to 9 per cent) than in western Geynfdnper cent). Only 0.7 to 1.7 per cent of all
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employees aged 52 to 65 years were working on edfigrm basis for more than two years, in
particular in eastern Germany. Gender differenaagdcalso be found. In March 2004, the new
provision on fixed-term employment for workers agadyears or older, introduced in 2003, was not
used yet in practice. Companies were hardly infarrabout it and also not interested in it. This
confirms the limited effect of this provision orxdid-term employment of newly-hired employees
aged 52 years or older (ibd.: 22).

In the beginning of 2007, the government passed\&non further measures on the employment
promotion and integration of older persons intoftrst labour market. The new programfiteitiative
plus50"is aimed at enhancing the employability and empleyt chances of this group of workers.
Employers hiring a person older than 50 years, whs unemployed for at least six months during a
period of at least one year, are entitled to aidyb#n this case, employers get at minimum 30 per
cent of the wage for at least one year. However stibsidy should not exceed 50 per cent over three
years. Such subsidies also apply to the promotiomooational training for persons older than 50
years (BMWi, 2008: 17). In case an older persoredalp employment which is lower paid than
his/her unemployment benefits, the state pays kintfe difference for up to two years in the scope
of combined wages measures (wage and transfer gjcomthe first year half, and in the second year
30 per cent of the difference between the previand new net salary should be paid. As a
precondition, the employer must pay the collectividted or usual wage, and the subsidised person
must be entitled to a minimum 120 further daysrm#raployment benefits (BMAS, 2008).

1.5 Informal labour development: exploitive labaund trafficking

According to estimations by the ILO Berlin in 20@Bere are presently 15 000 victims of trafficking
for labour exploitation in Germany. Cyrus (2006pwfs that “deceit, abuse, imposition and duress”
are often used as means of pressure against migoakérs employed in exploitive labour activities
in order to subordinate them and increase profitgma. The proportion of the population with a
migrant background (born abroad or children bora akild of migrants), presently living in Germany
and who immigrated to the country after 1945, wagently estimated at 30 per cent. Many recent
studies point to a high concentration of migrantkeos in some sectors like construction, agriceltur
hotel and catering and household services, butialfe international delivery of goods and sersice

Cyrus' study shows that exploitive labour is maiobncentrated in the informal economy, which is
estimated to account for 16 per cent of the GDRs $hare is expected to grow. Exploitive labour is
widespread especially in the above mentioned ecansettors among migrant workers, but it is not
limited to illegal employment of migrant workerg. dlso affects regular residents with migrant
background. The jobs concerned are typically “labantensive, often dirty, dangerous and
humiliating” (ibd.: 58). An extreme case of expiedt labour and human trafficking is the sex and
entertainment industry, where many women from easteuntries (for instance Bulgaria, Rumania,
Ukraine), but also from Africa (i.e. Ghana, Niggréae victims of exploitive labour or services (ibd
22-26). Household services (au pair girls from Mom Colombia etc) show a high concentration of
girls and women working irregularly and under inglgicconditions.

2. Wages
2.1. Trends in Real Wages and Wage Share

As can be inferred from table 1 (see above sedtjprworkers in Germany have lost considerable
purchasing power in recent years, especially frdd822to 2005. During that period of time, the
nominal gross wages increased by only 0.4 per cehile the price level rose by 3.0 per cent.
Accordingly, the wage share which had shown its ségnificant increase in the previous economic
upswing (in 1999 and 2000) steadily fell from 762002 to 66.8 per cent in 2005. The year 2006
marked a turning point in so far as the fall ofl @ages came to an end. They grew by 0.9 per cent i
2006 and 1.1 per cent in 2007. According to theeassh institutes, this is attributable mainly to
overtime payments, bonuses and a rising share dftifie employment (Projektgruppe
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Gemeinschaftsdiagnose, 2007: 46). As the GDP rpge%per cent and 2.5 per cent respectively, the
scope of real income distribution was not exhaubted long way by the workers even in those years,
and correspondingly the wages continued to declm&007, the share of wages in gross national
income amounted to only 64.6 per cent.

The year 2007 was marked by a considerably higlatioh rate. With 1.9 per cent it reached its
highest value since 1995. This was partly causeth®yw AT reform and partly by a sudden increase
of food prices induced by the situation on the glaarket (Projektgruppe Gemeinschaftsdiagnose,
2007: 46f). While the employees’ organisationsuardhat the temporary nature of those price
increases would not justify a restrictive monetaolicy (DGB, 2008: 6), the employers’ organisations
call upon the trade unions not to take them intmant in their wage bargaining for the same reason:
The recent price increases would not lead to asnsidn of the scope of distribution (BDI and BDA,
2007: 6). The research institutes estimates thgesvavill not cause pressure on employment and
prices if they grow at a rate between 2.5 and 34 pent in 2008 (Projektgruppe
Gemeinschaftsdiagnose, 2007: 56). For 2008 a nupnfbwage bargaining rounds are on the agenda
in large sectors of the economy. In February, aeergent on wage increase by 5 per cent has been
concluded in the west-German steel industry, dftertrade union had initially lobbied for 8 per ten
(Financial Times Deutschland, 22/2/2008, ,Stahlahsss schreckt Arbeitgeber”.). The trade union of
the service sector ver.di announced its claim fpeBcent and the union of the chemical industry/fo
per cent higher wages (DGB 2008: 6f.).

Looking at the development of real wages beforeitathe different sectors, we observe that both
hourly wages and annual wages per employee aredtighproduction, especially production without
manufacturing, and lowest in agriculture and figtgerin 2007, a worker in the non-manufacturing
production sector earned on average 26.36 Eurobqer a worker in agriculture and fishery only
9.96 Euro (in prices of 2000). This difference liacteased over time: Between 2001 and 2007 the
hourly wages in production rose, by 5.9 per cenmanufacturing and by 7.3 per cent in other
production, while the hourly wages in agricultusdluced by 6.3 per cent. In construction, trade,
hotels and restaurants and transport, as well findncial services and other services they renthine
on the same level, in real terms. The developmeabioual wages per employee shows a similar trend
(compare figure 3.2).

% In collective bargaining rounds of 2007, the emgphs’ and employees’ organisations agreed on wage
increases of 3.8 per cent in the iron and steeldtrgl, 2.5 per cent at the German Post AG, 2.0cpet in the
paper and textile and clothing industry 1.8 pert é¢erthe private transport sector, 1.5 per certhanking and
business and 1.4 per cent in hotels and gastroiiBmaginck et al., 2007: 24).

20



Figure 3.1: Trends in hourly wages of employeesdztor (in prices of 2000)
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Figure 3.2: Trends in annual wages per employesebtor (in prices of 2000)
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We can split up the economy into two main partardimg the extent to which employees participate

in the added value of their economic sector. On¢ igamade up by manufacturing, construction,
trade, hotels, restaurants, transport and othelicpabd private services, where around half of the
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value added was distributed to the employees. Timeropart consists of non-manufacturing
production and financial services, where the wdggesamounts to only a quarter (see figure 3.3). In
agriculture and fisheries it amounts to one thimdall sectors, except financial services and adjtice

and fisheries, the share of wages in added valdesteadily decreased from 1995 to 2007. In findncia
services it slightly increased until 2001 and reradiat the same level for the following six yed#ms.
fishery, the wage share was almost the same in @80 1995 after it had been low in 2001. These
figures reveal that the wage share leads to a $mapiig of the changes in wages as compared to the
value added as a whole. In the sectors where grafint up the wage share went down. In other
words, if the wage share had remained constantl-added value developed in the same way — we
would observe a stronger increase of real wagesanufacturing and at least some increase in
construction, trade, hotels, restaurants, trandmirteen 2001 and 2006, while the decrease of wages
in agriculture and fisheries would still be muctoager.

Figure 3.3: Wage sharby sector
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1) Share of gross wages in gross value added.
Source: Statistisches Bundesamt, 2008; own calookat

In 2006, female workers earned on average 22 per less than male workers (Hans-Bdckler-
Stiftung, 2008: 1). Large differences in the wageel prevail also between East and West Germany.
In 2005, with 16.61 Euros the average gross hamudge of employed persons exceeded the average
for East Germans, which amounted to 10.52 Eura@2®per cent (see figure 3.4). However, eleven
years before the difference was a bit higher amiogrib 40 per cent of the average East German
wage. As Eastern Germans work on average longer gsetion 3 below), the gap between the
employed persons’ monthly wages is not as largaeagap in hourly wages. It narrowed modestly, as
well, from 28 to 22 per cent of the East Germaneavddne recent fall of real wages, also documented
in table 1.1 can be observed in both parts of Geytha

* According to the figures of the Federal Statidtiddfice (National Accounts Statistics) the real geahad
already begun to decline in 2002. According to @ettis and Pfeiffer’s analysis, which is based atadrom
the German Socio-Economic Panel (GSOEP), thismeblegan two years later.
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Figure 3.4: Hourly and monthly gross wages in Bast West Germany (in prices of 2000)
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Source: Gernandt and Pfeiffer (2007): 25f.

2.2. Wage Inequality

Brenke (2007) finds that in Germany the inequatifygross hourly wages of employees steadily
increased from 1996 to 2005. The 90th-to-10th p#ileeratio, which measures the factor by which
the ninetieth percentile of the wage distributioweds the tenth percentile, increased from 327%o
over that period of time. This increase is alsoutioented by the Hoover coefficient which rose from
16.7 to 18.8 per cent. The Hoover coefficient digaithe share of total wages which would haveeto b
re-distributed for achieving equality (ibd.: 76f.).

As Gernandt and Pfeiffer (2007) show, the developméwage inequality measured for Germany as
a whole hides large differences between the eastwasst of the country. In West Germany, the
relative gap between the 90th and 10th percentilenaployed persons’ hourly wages marginally
narrowed from 2.59 to 2.47 between 1984 and 199 fead widened to 3.08 by 2005. This
development is attributed primarily to the flucioatof the hourly wages, in constant prices, earned
by the poorest ten per cent of the employed. Wthitiemedian and the 90th percentile grew almost at
the same rate during the entire period from 1982005, in relation the 10th percentile increased
more strongly until 1992. It then flattened, anoinfir 1996 onward the 10th percentile even decreased
while the median and 90th percentile continuedrtavg In East Germany, the increase of the 90th-to-
10th percentile ratio increased from 2.40 in 1998.20 in 2005. The increase was thus stronger than
in the west. It also has a different source: Fr&@®84lto 2003, the 90th percentile rose at a highier r
than the median and the 10th percentile. The meal@h10th percentile grew modestly with equal
rates until 1999, but after that year the 10th ldedecreased and the median continued to grow. In
other words, the increase in wage inequality int Ezermany is, to a much stronger extent than in
West Germany, attributable to rising wages of tighfwage earners. In West Germany, by contrast,
wage inequality is more driven by a fall of wagasthe low-wage sector relative to the median. In
East Germany, this phenomenon has only contriltotéite rise in inequality since 1999.

The evidence on the development of wage inequalityve corresponds with the assumptions that the
income distribution in the east, which had beemlyffatompressed in socialist times, is stretched
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primarily by excess demand for high-skilled workeviereas in West Germany the shrinking demand
for simple qualifications, resulting from increasiedegration into the global economy, has pushed
market wages of low-wage earners downward. Moreoiteis likely that workers with high
gualifications and longer job tenure are bettetquied against wage cuts than new entrants into the
labour market or workers with simple qualificatio@ranz and Steiner, 2000; Pfeiffer, 2003).
Gernandt and Pfeiffer (2007: 10f) highlight partasily the role of job tenure for the development of
wage inequality in West Germany. Among all perdestibelow the 80th, the wages of employed
persons with high tenure increased more strongin that of others between 1994 and 2005. In the
upper three deciles, the growth rates were abautséime. The wages of workers with low tenure
below the 4th decile even decreased.

The 90th-to-10th percentile ratio applied by Gedtaand Pfeiffer is insensitive to changes in
inequality which take place between the boundarfeébose two deciles. This is not the case with the
Hoover coefficient. In 2005, the Hoover coefficiaitemployees’ hourly wages computed by Brenke
(2007) came to 18.0 per cent in West and 18.9 eet i East Germany. Gdbet al. (2005), who
analyse the inequality of the annual wages of eygae and self-employed workers, find that between
1992 and 2003 the Gini coefficient steadily inceshfom 0.38 up to 0.42 in West and from 0.31 up
to 0.41 in East Germany (ibd.: 178).

2.3. From Inequality of Wages to Inequality of Neusehold Income

How does the inequality of wages earned by selfleyepl or dependent workers relate to the
inequality of the needs-adjusted net income of Bbakls? The development of the inequality of the
needs-adjusted market income of households shosimidar trend as the inequality of personal
employment incom&In West Germany, the Gini coefficient rose froraward 0.41 in 1991 to around
0.49 in 2005. In East Germany, the increase was) &jaeper, beginning with a level of 0.37 and
ending with a level of 0.54. The East-German Guefticient has exceeded the West German since
1993 (see table 2.1). According to Gobehl. (2005: 175-178), the rise in the Gini coefficiamiWest
Germany is almost exclusively attributable to thewgng inequality of market incomes obtained by
the households. By contrast, the increase in East@ny has been fostered also by a growing share
of households which do not receive any market iresom

The increase of inequality within the market incow@n be attributed, firstly, to a changed
composition of the market income, and secondlgnancreasing dispersion of wage income itself. In
Germany, like in other industrialised countrie® thages of dependent workers are commonly more
unequally distributed among households than incisoma self-employment and capital assets (Becker
and Hauser, 2003: 223). The steady shrinkage ofwége share in national domestic income is
reflected in a diminishing share of wages alsdagrivate households’ budgets. In 1991, wages from
dependent employment accounted for 70.7 per cenheeids-adjusted household income. This
proportion reduced to 59.1 per cent in 2005. At faene time, the share of income from self-
employment increased from 7.5 to 10.1 and the sbfareturns on capital assets from 1.9 to 2.5 per
cent (Sachverstandigenr&2007: 466, table 61). That the distribution of @anwages itself has
become more unequal might be a result of both &sitng inequality in hourly wages and increase in
the distribution of working hours (see section I3efow).

® The Hoover coefficient, unlike the Gini coeffictedoes not react to shifts of income limited tospas located
only above or only below the mean. By contrast, vhiie of the Gini coefficient reduces wheneverni u
income is transferred from a richer to a pooresper(Principle of Diminishing Transfers).

® Wage is transformed into market income by addimigg)from capital or home ownership and privatagfers.
Summing up the income received by the membersg¥en household and adjusting it for the differenae
needs leads to the needs-adjusted income of tteehold (Becker and Hauser, 2003: 57f.).

24



The comparison of the Gini coefficients of markatl et incomésreveals that the public tax and
transfer system exerts a considerable redistribwifect. In Germany as a whole, the welfare state
cuts down the values of the Gini coefficient bywanrd a third, in East Germany even by a half. That
the effect is stronger in the east than in the wast be explained by the fact that inequality is
primarily caused by the large distances of the liglome earners from the centre of the distribution
(see above). As a consequence, the progressivitheotax system and the regressivity of public
transfers paid to households can exert a strorffgat én the east.

Table 3.1: Gini coefficients of needs-adjusted ratgnd net income of households

1991 1993 1996 1999 2002 2005
Market income
Germany 0.412 0.430 0.451 0.453 0.480 0.504
West Germany 0.408 0.422 0.444 0.441 0.468 0.492
East Germany 0.372 0.429 0.462 0.483 0.520 0.539
Net income
Germany 0.257 0.267 0.265 0.264 0.292 0.316
West Germany 0.257 0.270 0.271 0.270 0.297 0.322
East Germany 0.203 0.217 0.221 0.213 0.242 0.257

Source:Sachverstandigenrg2007): 458.

2.4. The Incomes of the Very Rich

The incomes earned both at the upper and lowsrdathe income distribution have been the focus of
much public discussion in recent years. In Decen@®®6, Chancellor Angela Merkel criticised the
high and dramatically increasing earnings of tomagers and chief executive officers, which had
been expressed in a more moderate tone beforegsjdent Helmut Kohler. She asserted in a keynote
speech that incomes surmounting the wage of a simplite-collar worker by 1000 times have
“overstepped the mark” and “jeopardise social cmmégqFinancial Times Deutschland, 4/12/2007a).
These words spoken by a leader of the Christiandgeatic Party (CDU) are all the more remarkable
as criticism of high earnings had traditionally beke domain of the Social Democratic Party (SPD).
However, when the SPD subsequently convened a warggfor drafting legal restrictions on the
high earnings of top-managers, the CDU was reltidtaget legislative reforms on that issue off the
ground (Financial Times Deutschland, 10/12/200%g President of the German Chamber of Industry
and Commerce (DIHK), Ludwig Georg Braun, argues iha market economy it should be up to the
supervisory board to decide how much their comgaie willing to pay to attract the best managers.
Politicians of the CDU point to the fact, that tfem per cent earning the highest incomes pay more
than half of the taxes in Germany (Financial TiBesitschland, 4/12/2007b).

The incomes of the very rich are difficult to intigate on the basis of random population samples du
to the small number of cases and high standard. &8exhet al. (2007) shed some light on that topic
by integrating GSOEP data, a representative saaifplee entire population (including both taxpayers
and non-taxpayers) with income tax returns dateluding a full sample of the 1 per cent richest
German taxpayers. The integration with the tax dathan effect on the measured inequality. It made
the Gini coefficient of market income earned in 2Q€alculated only for people with positive income)
increase from 0.591 to 0.606 (ibd.: 11, 27). Tle i inequality from 1995 to 2001, described above
is well reflected by the evidence of a falling nadiincome while the mean income modestly
increased. In other words, although the populatiecame on average richer, those in the middle of
the income distribution faced an income loss. Fsiogson the richest ten per cent, we observe that
the higher we move upward in the income distribytithe stronger the market income increased
between 1995 and 2001. To belong to the richestifegith of the population you needed a market
income of roughly EUR 110,000 per year in 2001,clnhivas ten per cent more than six years before.

" Adding public benefits, pensions and other putrbmsfers to market income and subtracting direats and
obligatory social security contributions, we obtdie net income, which is meant to represent tlvenme
available to people for consumption (ibd.).
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The minimum income of the upper 100,000th (roud@8® persons) increased from EUR 5.3 million
to EUR 6.5 million, i.e. by 23 per cent. It is wonoting that the share of wages in the rich pex'son
market income increased significantly between 1882 2001 (among the richest 1 per cent from 36.6
to 42.2 per cent and among the richest 0.01 pefr fcem 5.8 to 11.6 per cent), while this share
diminished modestly in the population as a whalenif84.2 to 83.1 per cent) (ibd.: 17).

Table 3.2: Distribution of market incomia the top decile (Euro in prices of 2000)

1995 1998 2001

Mean 19.8 19.8 20.0
Median 11.8 10.6 9.8
Lowest income

Top 10% 47.2 48.3 49.8

Top 1% 101.6 107.5 111.6

Top 0.1 % 312.3 338.8 351.9

Top 0.01% 1,211.3 1,385.0 1,471.3

Top 0.001 % 5,257.7 6,178.6 6,482.0

Top 0.0001 % 19,696.6 25,456.4 26,255.5
Average income

Top 10% 77.1 80.3 83.4

Top 1% 210.4 229.7 239.9

Top 0.1 % 761.7 868.1 914.1

Top 0.01% 3,066.6 3,617.8 3,810.9

Top 0.001 % 11,721.4 14,280.4 14,981.1

Top 0.0001 % 39,051.4 47,230.3 48,151.9

l) Income from business activity, wage income, capitabme, exclusive capital gains and public and
private pensions.
Source: Baclet al. (2007: 15).

Manager Magazinecollated the earnings of the chief executive effic of the 30 enterprises
represented in the blue-chip index of the Germaitkstexchange (DAX), as outlined in the

companies’ business reports. These earnings frdd 20m up to around 130 Mio. Euros (see table
3.3).

Table 3.3: Chief executive officers’ earnings ofrganies in the DAX, 2006

Earnings Earnings
Company (Mio. Euro)| | Company (Mio. Euro)
Deutsche Bank 13.055 Continental 3.499
SAP 9.013 Adidas 3.420
DaimlerChrysler | 7.502 ThyssenKrupp 3.344
Linde 7.352 MAN 3.282
RWE 6.874 Volkswagen 3.135
Allianz 5.260 Henkel 3.026
Eon 4.868 Hypo Real Estate| 3.014
Metro 4.664 Deutsche Borse 2.877
Fresenius Medical4.242 Bayer 2.867
Minchener Rick| 4.133 Deutsche Telekom2.677
Deutsche Post 4,132 Lufthansa 2.561
BASF 3.991 Altana 2.490
BMS 3.778 Infineon 2.210
Commerzbank 3.671 Deutsche Posthani.095
Siemens 3.590 Tui 1.997

Total 128.619

l) Including options on shares, long-term benefitg)uing old-age pensions.
Source: Palan and Papendick (2007).
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In the last 20 years, the earnings of members etwwe boards of DAX companies per head
increased by five times (see figure 2.5). The ayer@nnual growth rate was thus 9.85 per cent. The
growth was especially high during the last econougiswing from 1999 to 2000. In the following
year, the crash of the new economy made the earoiinthe executive boards fall for the only time in
the examined period. Between 1987 and 2006, tie ohearnings per head between the members of
executive boards and the employees rose from ¥4 taccording to the authors of the study (Palan
and Papendick, 2007). According to the consultipgnay Kienbaum, the remuneration of executive
managers in Germany is the highest among WesteropEan countries. This result is based on the
collation of remunerations of 74,000 executive nggma working in 3700 enterprises in eleven
countries carried out in 2007. German executiveagars earn on average EUR 349,000 per year in
companies employing 100 to 1,000 workers and EURKR@D in smaller ones. The United Kingdom
was second and Ireland came in last. The surveyadagers’ remuneration consisted to a
considerable extent of performance dependent pagm8nch payments are obtained by 93 per cent
of the executive mangers in Germany, more thannyn @ther European country of the sample.
Entitlements to severance-payments and old-ageqrensovered by the company are other important
components of the earnings of managers (Kienba@®7d&). According to another study, which is
based on remuneration data of 670 executive masage&90 companies, 9 per cent of the managers
obtain a higher remuneration than EUR 500,000. rEnguneration of a third of the firm leaders was
higher than EUR 275,000, the remuneration of amothéd lay between EUR 175,000 and
EUR 275,000, and the remuneration of the remaitiimgl was lower. 16 per cent of the surveyed
executive managers included held entitlements tmditerm incentives” like stock option plans
(Kienbaum 2007b).

Figure 3.5: Earnings per head of executive boaminipers in DAX companies
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Source: Palan and Papendick (2007).

Looking for reasons for the exploding remuneratiafisexecutive managerdfanager Magazine
identifies a market failure in this segment of tleour market. The recruitment process of executive
managers in large companies is often strongly emited by a cartel of consultants, supervisory tsoard
and investment companies. The control functiorhefdupervisory boards could be impeded by a web
of mutual dependencies. The members of that boarddaoften be involved in personal customer-
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supplier arrangements with the managers whom thieyngeant to control. In many cases, the
employees’ representatives do not vote against t@giunerations of managers, because they expect
tolerance in future rationalisation plans in exad®(Palan and Papendick, 2007).

2.5. The Low-Wage Sector

According to the definition of the OECD, which is@applied by the European Union, the low wage
sector refers to those workers whose hourly gromsgews lower than two thirds of the median. In
Germany, this threshold was EUR 9.13 in 2006. 26cent of German workers, 19.1 per cent of
West German and 41.1 per cent of East German wsyrkarned hourly wages below that threshold.
Due to the considerable wage gap between the eabttree west (see figure 3.4), it makes a
considerable difference whether a common low-wdgeshold is applied or the threshold is
calculated for each region separately. The calicuiabf separate thresholds has the effect of
equalising the low-wage shares of both regionsvhith case they amount to 22.2 per cent in the west
and 22.1 per cent in the east (Kalina and Weink2@d8: 2f.).

Observing the development over time, applying sapathresholds, we find that the shares of low-
wage earners in the east and the west both incteas® converged during the last eleven years. In
1995, the share amounted to 14.4 per cent in tis¢ avel 17.5 per cent in the east (ibd.: 4). Acewydi

to investigations by Brenke (2006: 198), the allh@G&n low wage share remained stable (between 15
and 16 per cent) from 1994 to 1997 and then eldvatés current level. The share of workers eaynin
an hourly wage below 50 per cent of the median neadbstable (around 6 per cent) until 1999 before
it swelled to around 9 per cent in 2004. Compatirgmean wage of low-wage earners with the low-
wage threshold reveals information about the wasfeiloution within the low-wage sector. The closer
the mean approaches the low-wage threshold the pemple earn a wage which is not too distant
from a regular wage. In West Germany, the mean wage closer to the threshold, in relative terms,
from 1995 to 2005, but in 2006 the distance widesmgain. In East Germany it is difficult to obseave
trend, but the distance between the mean and thevage threshold was much larger in 2005 than in
1995 (see table 3.4).

Table 3.4: Development of the upper threshold aadmof low wages (Euros in current prices)

1995 2000 2004 2005 2006
West Germany
Low-wage threshold 8.19 8.89 9.71 9.77 9.61
Average low-wage 5.73 6.26 7.14 7.22 6.81
Ratio 70.0 70.4 73.5 73.9 70.9
East Germany
Low-wage threshold 5.93 6.75 7.25 7.16 6.89
Average low-wage 4.63 4.95 5.48 5.38 4.86
Ratio 78.1 73.3 75.6 75.1 70.5

Source: Kalina and Weinkopf (2008: 5)

Table 3.5 reveals that almost a half of the jolbh@low-wage sector are full-time jobs. This shaae
indeed decreased over time. This decrease, howeasmot been caused by a falling probability of
full-time workers earning a low hourly wage buttjby the fact that the low-wage sector grew more
rapidly than full-time employment. The expansion tbe low-wage sector is to a great extent
attributable to the growth of the number of persarith a mini-job. Their share almost doubled
between 1995 and 2006. Nine out of ten mini-joblesamed a low wage. The share of part-time
workers in the low-wage sector remained relativelgble at around a quarter. Turning to the
composition broken down by qualification, we fiftht the concentration of workers without higher
education in the low-wage sector has intensifidte iumber of those slipping into this sector has
increased especially among workers with a professidegree. Their share has grown from 59 to 67
per cent. Furthermore, in 2006, being a low-wageerawas less than before determined by gender,
but the share of low wage-earners was still twichigh among female than among male workers. The
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low-wage share grew especially strongly also amanmg workers and foreign workers. Both groups
had shown a higher disposition towards the low-wsgor already in 1995.

Table 3.5: Low-wage risk and composition of the darage sectdr

Share of Share in

low-wage earners low-wage sector

(per cent) (per cent)

1995 2006 1995 2006
Full-time 11.0 14.3 57.9 46.2
Part-time 22.2 23.4 27.2 24.0
Mini-job 86.0 91.1 14.9 29.7
No qualification 31.0 45.6 335 26.4
Vocational training 13.6 23.1 58.6 67.5
Higher education 6.3 6.1 7.9 6.1
Male 7.4 14.2 / /
Female 25.0 30.5 / /
24 or younger 28.8 56.3 / /
25-34 years 13.9 25.1 / /
35-44 years 12.3 19.6 / /
45-54 years 13.5 16.5 / /
55 or older 17.7 22.0 / /
German 14.5 20.8 / /
Foreigner 20.1 38.9 / /
Total 15.0 22.2 100.0 100.0

l) Low-wage thresholds calculated for East and Wesin@ry separately.
Source: Kalina and Weinkopf (2008: 6-8).

The enlargement of the low-wage sector was a pyigaal of theHartz reforms. It had evolved from
the idea of creating opportunities for firms to émypworkers even if their market wage is so lowttha
employment income would fall short of the sociadissnce level. The most important measures for
achieving that goal were the mini-job reform and ititroduction of one-Euro jobs. At the same time,
the obligation was imposed on the unemployed te tag any job offered (see section III.5.).
Employment in the low-wage sector does not neciygsanply poverty. Firstly, low wages might be
compensated by long working hours. Secondly, e/éimei gross wage earned is low, the net income
may nevertheless be sufficient to maintain a regjpée standard of living if social transfer payngent
and the household context are taken into account.

Gobel et al. (2005) investigate how size and sunecbf the low-wage sector change if we look at
monthly instead of hourly wages (see table 3.6)Mest Germany, the low-wage sector of monthly
income is larger than the low-wage sector of houmgome. Obviously, people with a low hourly
income compensate this disadvantage by workingelotizgan others. In East Germany the effect is
opposite. In both parts of the country, full-time@oyees are more rarely represented in the low-
hourly-wage than in the low-monthly-wage sectore ¢l their long working times. Correspondingly,
the share of the low-paid part-time and marginatyployed increases from a half to four fifths i th
monthly instead the hourly wage is applied.
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Table 3.6: Share of low-wage earrin different employment groups (in per cent)

Germany West Germany East Germany
1993 1998 2003 1993 1998 2003 1993 1998 2003

Hourly wage
below 67% of the median
Total employed 21.0 20.7 234 152 168 20.3 46.97.53 38.6
Full-time employees 125 109 126 54 6.2 88 41305 298
Part-time, marginally employed51.6 49.2 494 479 471 473 740 60.7 6.2
Self-employed 299 322 258 243 277 215 57.6.94845.6
Monthly wage
below 67% of the median
Total employed 246 249 276 214 228 265 388.73 32.6
Full-time employed 8.9 8.2 7.6 3.8 5.0 52 29.9 621.18.8
Part-time, marginally employed81.3 80.6 77.7, 805 80.2 783 864 826 743
Self-employed 314 237 21p 298 209 20.7 40.1.43525.2

l) Common low-wage threshold whole Germany.
Source: Gobett al. 2005: 180.

Turning to the effect of social transfers it isasi¢hat net hourly wages earned in the low-wagésec
are commonly higher than gross hourly wages as resetuence of the partial exemption of
employment income from the calculation of the Unkapment Benefit 2, the one-Euro jobs and the
partial exemption of mini- and midi-jobs from sdaacurity benefits (see section [social protedjion
provided by the Social Law Code. In order to assiesseffect of social transfers on the hourly gross
wage in such subsidised jobs, Brenke (2006: 2@2afqulates the so-called wage equivalent of social
transfers, signifying the hourly gross wage a perisoregular employment needs to earn in order to
achieve the same monthly net income as an unenglogeson who lives on Unemployment Benefit
2. This wage equivalent amounts to EUR 4.47 foglesy EUR 7.33 for childless couples, EUR 6.51
for a single parent of a child younger than 7 yeard EUR 9.08 for a couple with two children under
13. According to calculations by Cichorek al. (2005: 3), the net income of an unemployed person
who works 40 hours per week in a one-Euro job isema less equal to 67 per cent of the median
wage of full-time working employees. A low-wagedhhold set at 66 per cent of the median net wage
would amount to EUR 6 per hour. Based on that Huolels only 15 per cent of employees would
belong to the low-wage sector in 2004. In 19945 #iare amounted to 12 per cent. Thus, the growth
of the low-wage sector would be less evident ifwages instead of gross wages were applied. The
share of mini-jobbers, midi-jobbers and other maatyy employed in the low-wage sector would
reduce from a third to a quarter (Brenke, 20063201

According to Bruckmeieet al. (2007: 2), there were 2.1 million employees in 200®se wage was
so low that they received additional support in fitnen of Unemployment Benefit 2, at least for a
single month. They made up a twentieth of the Garmarkforce, as the total number of employed
people amounted to 38.8 million in that year (BAP2: 20). Surprisingly at first view, more than a
guarter of those subsidised workers were full-tangployed. As table 2.7 reveals, 80 per cent of the
employees who received Unemployment Benefit 2 iditamh to a full-time job for longer than nine
months were couples. Most of them had childrenyTdas be assumed to have a low hourly wage and
need the subsidy for filling the gap to the sulesise minimum. This is confirmed by the evidencé tha
the average wage of the full-time employed who ikexk the subsidy for more than 9 months
amounted to EUR 1,320. Assuming a weekly workingetof 40 hours, this implies an hourly wage of
EUR 7.60. 10 per cent of those workers earnedtitess EUR 800. Their hourly wage must have been
much lower (ibd.: 6).

Childless singles and males were strongly represeamong full-time workers who received the
unemployment benefit for less than four months. uiaeir lower level of needs, it is easier foerth

to earn sufficient income on the labour market carad to the former group. Among the part-time
employed receiving that benefit were many parents rmany women. A considerable proportion of
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them might belong to male-breadwinner householdstiith the partner became unemployed. With
54 per cent, the marginally employed make up thgekt share in subsidised employment.
Bruckmeieret al. (2007: 5) find that the marginally employed were@entrated in branches like
cleaning services and gastronomy. A quarter ofténeporarily subsidised full-time employed were
employed as temporary workers.

Table 3.7: Structure of subsidised employrh@n2005 (in per cent)

Full-time employed Part-time Marginally

Long-term  Temporary employed employed
Share in total subsidised employment 7 20 20 54
Male 56 72 31 47
Female 44 28 69 53
Childless singles 11 55 31 39
Singles with children 9 6 16 14
Childless couples 29 17 23 19
Couples with children 51 22 30 28
Total 100 100 100 100

l) Employees receiving for less than 4 (temporaryhore than 9 months (long-term) Unemployment
Benefit 2 in addition to their wage.
Source: Bruckmeiegt al. (2007: 6).

Low wages earned in one job can also be compenbgteaking up an additional job. Between 2004
and 2006, the number of those using a low-paidaph second job increased from 1.6 to 2.0 million,
while the number of single low-paid jobs has reradiralmost unchanged at around 4.7 Mio.
(Sachverstandigenrat, 2007: 313). Hirschenauervdis®ner, (2006: 2) report 101,000 persons (0.3
per cent of total employment) who combined more thiae mini-job in 2004.

Taking into account the composition of their housds, people earning low hourly (gross) wages are
much more often poor in the sense that their netsr@adjusted household income is less than 60 per
cent of the median, than other categories of watkEne poverty risk of low-wage earners, in contras
to the other employed persons, has considerabtgased since 1993 (see table 8.More detailed
investigations by Gobett al. (2005: 180-183) based on GSOEP data reveal thariyois almost
exclusively limited to the 47 per cent of low-wag@rners who do not share their household with at
least one employed person earning more than a lagewEvery third person of that group lives in
poverty. The other low-wage earners, for whom tive-wage jobs serve as an additional rather than
the major source of income, face a poverty risles§ than one per cent. The data reveal the algrmin
trend that not only the proportion of persons atv-wage jobs in the total labour force but alseitth
likelihood of being poor has increased since 1993.

Table 3.8: Poverty rates of different employmemtugs (in per cent)

1993 1998 2003
Full-time employed 3.9 3.6 4.4
Part-time, marginally employed 12.1 15.8 17.2
Self-employed 6.1 4.8 4.3
Wage < 2/3 of the mean 12.9 17.5 20.4
Wage > 2/3 of the mean 2.7 2.2 2.9
Unemployed 28.7 31.7 39.1

Source:; Gobett al. 2005.

In the light of the growing low-wage sector sinbe tmid 1990s calls for a statutory minimum wage
have become increasingly acknowledged in the pulaiate. Trade unions point also to the declining
coverage of collective agreements and decentralisadf collective bargaining, which would

® This trend was observable both in East and Wesnh&ey, even though the poverty rates in the Easigbahe
country were higher.
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increasingly undermine the protection of workespegially in particular branches, from intolerably
low wages (DGB, 2008: 8). Recently, the topic has &een brought up at the level of the European
Union. In May 2006, the then president-in-office tbe European Council, Jean-Claude Juncker,
expressed support for “the creation of a Europemnmm wage” adding that “every working person
should be entitled to a decent wage” (quoted inueh and Watt, 2007: 1). In the same year, the
former President of the European Commission tookhepidea and demanded the introduction of an
“EU target for the minimum wage in terms of GNP papita” (quoted ibd.).

Germany is among the seven countries of the EUowith legally set minimum wage. In the other six
countries of this group, the wage is prevented ffaiting short of a certain level either by high
coverage rates of collective agreements (Denmanled€n, Finland, Austria and Cyprus) or by a
clause in the constitution which forbids unfair wadltaly) (ibd.: 3). In Germany, the only law whic
provides for minimum wages, notably in sectorsdimhkvith construction, the Postal Act, which was
passed in 1996 with the aim of protecting consibaucivorkers’ wages against competition from
migrant workers who accept a much lower wage duéhéolower level of social protection and
standard of living in their home countries. Moreigwbe government is allowed to declare collective
agreements as commonly applicable under speciftuimistances (see section 111.8.1.). A minimum
standard is set in practice of the Federal Coudpming to which, wages lower than two thirdshad t
local collectively agreed wage level, are immoral.

Different proposals for legal reform have been assed among trade unions and left-wing politicians
in the past. Today the German Federation of Tradeng calls for a system in which a common
statutory minimum wage, not lower than EUR 7.50uldobe set by law for all branches of the
economy. The unions and employers’ associationddvoave the opportunity to agree upon higher
minimum wages for their particular branches. Théonity of the SPD supports the proposal of a step-
wise strategy drafted by the former party leadesinE Minterfehring: In the first step, the unionsl a
employers’ associations would agree upon minimurgesdor their particular branch; in the second
step, these are extended to all workers of thechrlg making use of the Postal Act. Only if these t
steps do not lead to a sufficient coverage, pditis should take measures to introduce a common
minimum wage by law. The CDU is divided into a kugroup of opponents and a smaller group of
proponents of minimum wages. The party has elabdrato proposals on this issue: one foresees an
identification of the immorality of low wages, tlother a ban on subsidised wages where the gross
wage falls short of a specified level (Schafer &etiulten, 2007: 39f.). The majority of independent
research institutes and the German Council of Bmon&xperts recommend the continuation of the
policy of subsidised wages, which has been begtimtive Agenda 2010.

Besides the general goal to protect workers fromcaoeptably low wages, minimum wages are also
defended for the reason that they provide equalitions of competition for all companies of a given
branch, irrespective of its coverage by a collectigreement. Contrary to subsidised wages, they
would prevent substitution of regular employmentldny-wage jobs. Moreover, experience from the
United Kingdom shows that companies compensateehitibour costs by strengthened efforts to
increase productivity and reduce profit marginswl®ay Commission, 2003: vii-ix). From the point
of view of economic theory, a minimum wage whichset below the market wage is supposed to
reduce the companies demand for low-skilled labbbwrould therefore countervail the main target of
the Hartz reforms which aims at the reduction oé thross wage for workers with simple
gualifications, while maintaining a respectable wage, in order to promote employment (cf. Ragnitz
and Thum, 2007; Schéb and Weimann, 2006). Firméilay to react to high labour costs relative to
productivity by increasing prices or relocating ithproduction facilities abroad. A number of
empirical studies also provide support for thisuangnt (cf. Neumark and Wacher, 2006). Generally,
there is a considerable dichotomy observable imm@ay between the discussion currently carried out
in the public and economic research: Politiciangsgure groups and interest associations debate
about the minimum wage, while most research irtsstiand the Council of Economic Experts
recommend the continuation of the strategy of d«libsdl wages (Projektgruppe
Gemeinschaftsdiagnose, 2007: 62; Sachverstandige@®7: 10). They develop a variety of
proposals for subsidising employment in the low-gvagctor (cf. Sachverstandigenrat, 2006: 385-401;
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Sinn et al, 2006; Fuest and Peichel, 2007) and simulate @fé@cts (cf. Haan and Steiner, 2007;
Franzet al, 2007).

3. Working time and work intensity

3.1 Trends in working hours

The number of usual yearly working hours per wodecreased from around 1530 to 1440 between
1995 and 2003. Since then it has remained almas$tanged at that level (see figure 4.1).

Figure 4.1: Annual working hours per employed par$895 to 2007
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Source: Statistisches Bundesamt, 2008.

East Germans work on average longer than West Germalthough this difference modestly
diminished between 1994 and 2005 (see table 311halt period of time, the average weekly working
time has been reduced from 38.8 to 37.4 hoursambst and from 43.5 to 41.3 hours in the east (see
also Holst, 2007b: 212). In both parts of the coyrthe reduction of working hours was accompanied
by a growing diversity of individual working timesspecially until 2000. This may mirror the strong
efforts undertaken at the end of the 1990s to deaiesyweekly working times and introduce flexible
working time arrangements, embedded for instance&drking time accounts and staggered hours.
Also, groups whose working times are commonly lesgulated, like self-employed and part-time
workers, made up a growing proportion in the worééo(see section IIl.1). Seifert (2007: 17f.) psint
to a growing polarisation of the working hours oli-time and part-time employed. On the one hand,
more and more people work part-time (see next@®ctr have a mini- or midi-job. The number of
mini- and midi-jobs rose between June 2003 and M&@06 by a half million up to a level of 5
million. On the other hand, against the backgrooh@& worsening economic situation after 2002,
increased international competition and the threéatgrelocation of workplaces, full-time workers
had to accept extensions in working times in ctillecagreements — such as in the construction
industry from 39 up to 40 hours a week — in oraerdtain employment or limit cuts in jobs. As a
result of these developments, in western Germarhgrev weekly working time had been more
dispersed than in the east even in 1994, the stntdwiation of the weekly working time rose from
10.7 to 12.4 hours by 2000 and then further to hd@s by 2005. In eastern Germany, this standard
deviation increased from 8.6 hours in 1994 to I@drs in 2000 and then remained at that level until
2005 (see Table 4.1).
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Table 4.1: Weekly working times of workéia East and West Germany (in hours)

West Germany East Germany
Average Std. dev. Average Std. dev.
1994 38.8 10.7 43.5 8.6
1995 39.0 11.0 43.4 9.6
1996 38.7 11.0 43.2 9.3
1997 39.0 114 43.6 9.3
1998 39.0 114 43.0 9.4
1999 38.5 11.8 42.8 9.5
2000 38.3 12.4 42.5 10.1
2001 38.1 12.6 42.3 10.1
2002 37.8 12.7 42.2 9.8
2003 37.5 12.6 41.8 9.8
2004 37.6 12.7 41.5 10.2
2005 37.4 12.8 41.3 10.1

l) Employees and self-employed.
Source: Gernandt and Pfeiffer (2007: 25f.).

According to Holst (2007b, 211f.), among dependenitkers, only the working hours of women, not
of men reduced. Between 1993 and 2005 the usudingotime of male employees remained stable at
42.4 hours per week, while that of females decikfreen 34.1 to 31.6 hours per week. Accordingly,
the gender gap in the usual hours of work widemenhf8.3 to 10.6 hours. The reduction of working
hours has been accompanied by an increase of megemnost often non-paid overtime work (see also
Anger 2006).

Figure 4.2 shows that annual working time has redum all sectors of the economy except
construction. Workers in that sector, in which anuorking time had been comparatively high even
in 1995, were not only given a smaller share ofttital value added in 2006 than in 2005 (compare
section I11.2.1), they also gave up a growing prtipa of their leisure time. Apart from agriculture
and fishery, we can observe that annual workingetihas become modestly more dispersed
throughout all economic sectors.

Figure 4.2: Annual working time per employed perbgrsector
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Source: Statistisches Bundesamt, 2008; own calonkat
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3.2 Part-time work

The part-time rate, expressed as the share oftipstworkers in the total number of employees
paying social insurance contributions, consideraftyeased from 14.0 per cent in 1995 to 20.8 per
cent in 2006 (see figure 4.3). The increase ofphd-time rate was especially strong during the
previous economic upswing in 2000 and 2001, wheambunted to one percentage-point per year.
The majority of the newly created jobs at this timere part-time. 54% of part-time workers are
exclusively in marginal employment, i.e. with rélaty low hours of work and low pay. The most
recent economic upturn was more driven by the ineadf full-time jobs (Wanger 2006: 15f,;
Sachverstandigenrat, 2007: 329).

Figure 4.3: Share of part-time in total numbermpéyees contributing to social insurance
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In 2005, three quarters of the part-time workersewgomen. The female part-time rate amounted to
44.3 per cent compared to a part-time rate of B4 gent among male (Statistisches Bundesamt,
2006).However, part-time work has become increasinglyutenpalso for men (Wanger, 2006: 15).
The frequent use of part-time work in Germany isngrily attributable to the strong participation of
western German women in this employment segmentn&yioin the former GDR are more likely to
work full-time, as they used to do before the r&oaiion, due to the widespread childcare utilities
2004 the female part-time rate was in western Geymeith 51.1 per cent a third greater than in
eastern Germany, where it amounted to only 38.@et. The male part-time rate was, with 15.0 per
cent in the west and 17.5 per cent in the easte mgual (Wanger, 2006: 7).

Women and men do not only show a different tenddgocyart-time work, they use part-time work
also in different ways. In 2004, three quartershef male part-timers but only half of the femaletpa
timers were marginally employed (see Wanger 20@): Within the segment of regular part-time
jobs, female workers worked longer than males. Assalt, in 2004 the average yearly usual working
time of female part-timers was 30 per cent highantthat of men (Wanger, 2006: 17f.).
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3.3 Inconvenient working hours

According to Seifert (2007: 18f.), between 1991 @005 the share of employees working at non-
standard working times, including shift-, night-daneekend work, rose by a half of its initial ambun
from 38 up to 56 per cent. A particularly strongrizase was reported for weekend work, which now
affects two fifth of workers. The extension in opgnhours in manyBundeslandein Germany in
2006 contributed to this development. These chamadfested almost all economic sectors. In the
credit and insurance sector, where such workinggiosed to be an exception in the past, almost one
third of workers are now usually working at nonrstard hours. Men are more often affected by this
development than women.

Recent survey research, based on data from theo&amoFoundation for the Improvement of Living
and Working Conditions, show that almost half df Elropean firms with at least 10 employees
occupy their workers at night, on the weekend am#dting and varying hours. In 9 per cent of all
European firms, the workforce usually works latéhe evening or at night. Germany is slightly above
the European average. Almost every third firm i@y usually operates on Saturday. Which can
be seen in that, the diffusion of Saturday worarisund 4 percentage points greater than the Eunopea
average of 29 per cent. Regarding Sunday work, ek8cpnt of firms occupy workers on Sunday
compared to around 15 percent in Europe on avei@gét work and varying hours of work are
practiced in almost 22 per cent of firms comparethe European average of around 16 per cent. Such
working times usually cause a detachment of indigidvorking from operating and opening hours
and thereby extend the latter. Varying working snage practiced quite often in Germany which
occupies the fourth rank in the European averapmbeSweden, the UK and Finland. Spain and the
Netherlands are situated at the lower end (Kimmgr2007: 1-6).

The aforementioned differences between the cosntd@ be explained by two major factors. Firstly,
different branch composition in the observed ecdaeemesults in different needs for working time
flexibility. This is the reason why night work, weand work, and varying hours of work are mainly
concentrated on services. Secondly, the distributifonon-standard and irregular working hours also
depends on firm size. The larger the firm is theanuften non-standard working hours are applied.
Firms with at least 300 employees occupy workersoatstandard hours particularly often. However,
besides the (structural) effect of the branch and &ize, country-specific working time patterns
apparently play an even more important role. Theskeide the diffusion of informal hours of work,
the importance of flexibility instruments used iragtice, as well as legal and collective provisions
(socio-economic cultural effects) (Kimmerling, 206Y.

Unusual working hours may affect workers both pesliy and negatively. Positive effects consist for
instance in the individual worker's possibility better combine professional and family duties.
Negative effects result especially from strongydadriation in workings hours and from night work.
These might cause workers’ health impairment. Binsi physical and mental burn-out, interruption
of sleep and problems with digestion are well-kn@m@nsequences. A quantitative analysis shows that
in firms which commonly use non-standard workingitsop managers are more often confronted with
problems related to sickness and absenteeism fronk.\Whis is particularly the case in firms
employing a large proportion of workers in nightrwor on the basis of non-standard working time
schedules (night, weekend work, varying and rogatiours of work etc.) (ibd.: 8-9). A seldom
discussed problem is the clash of interests betweégt, shift and weekend work and family duties.
Educating and caring for children is still maingftidown to women (Seifert, 2007: 23).

The negative consequences of unusual working homrg/orkers' health and motivation may also
cause problems for managers, as they have to cdpehigher fluctuations in personnel and low
worker performance. This can be observed espedraltiie case of night work or other patterns of
inconvenient working hours (overtime, long houriftsvork). Health-oriented measures, like
increased control for the individual on working émmay help solving these problems. They
commonly enable workers to better consider thaiividual time needs and, at the same time, help
firms better cope with fluctuations in the worklo&itbd.: 8-10).
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3.4 Flexible working hours

The working times of employed persons increasirfglgtuate over time, which is often enabled
through time account systems set in collective @gents. Nowadays almost two thirds of firms allow
employees to voluntarily decrease or increase theiking time. Compensation times for varying
working hours and minimum as well as upper limity fadditional time accumulation are
progressively being extended. Fixed-term time astsystems limited to a duration of one year are
most strongly represented. Only 5 per cent of lmrg: time account systems have been registered,
although their relevance is already on the incregadeady set in chemistry and metal industry
collective agreements). At the same time, the foomnsariable working time used in practice are
changing. Flexible working times organized on aficiemce basis, which constitute an extreme form
of regulatory design, already apply to some 8 pmrt ©f workers, mainly employees with highly
skilled tasks. According to this model, working éisnare neither reported nor controlled, and workers
are responsible for the results of their activi(@sifert, 2007, 19f.).

The firms’ advantages from flexible working timegse aobvious. They consist primarily in cost
reduction and productivity increase. Longer workimgurs without overtime payment reduce hourly
wages. Shorter working hours set in employmentspicorder to retain workers are often not bound
to wage compensation. Firms can thereby avoid thgasts. The increase of non-standard working
times favours the extension of operating runnimges and enables a reduction of unit labour costs
(see Bauer et al., 2007: 95ff.). Variable workimges enhance firms' adjustment flexibility, which
leads to reductions in stock, short-time work, Riglovertime pay, while the customers' needs
orientation and firms' competition position canit@roved (Seifert, 2007: 21).

For workers, the flexibilisation of working timegdrs advantages but also risks. On the one hand, it
may provide opportunities for workers to adjust Wk rhythm to their personal preferences and, in
particular, enable a better reconciliation of wakd family life. On the other hand, practical
experience has shown that the flexibilisation ofkiry times goes hand in hand with an increase in
non-paid working hours. Workers work on average unpaid hours per week in addition to their
regular working time. Often, time account systentgeied replace the higher payment of overtime, but
in each third firm a significant part of the accuated time credits expires. Firms also increasingly
relocate vocational further training, required bg tompany, into the workers’ free time. One quarte
of the entire training time required can be accatad in this way. Confidence-based flexible working
times are not always a source of liberty for therkecs, because their responsibility for the
performance of the task may force them to work deager and at more inconvenient hours than they
would under a regular working time schedule. Finathe hours accumulated as assets on a working
time account often get lost when the firm goes bapik In 2005, only one quarter of the firms (with
works councils) had set provisions to protect woskeom financial loss in case of bankruptcy. Ia th
case of long-term time account systems, this ptapoamounted to 44 per cent (Seifert, 2007: 19-21;
see also Schietinger, 2007).

Risks for women and older workers

Far from achieving working time sovereignty, theiams claim, flexible working hours increase
problems and risks already existing in reconcilimgrk and family. Time account systems are not
always family-friendly. Self-regulation of workirgpurs is more often offered in activities with hégh
professional status than in others. As women ademuapresented in higher hierarchical positions,
they often have less scope for self-governed wgrkiours (see also Holst, 2007a). Shorter working
hours and marginal employment worsen female cadeselopment and impede the access to
workplaces with a high degree of working time autam (ibd.: 23). Women with care duties often
need particular working hours to better combinekward care activities.

Old-age friendly working hours, often implementeithwthe aim of achieving greater employability of

older workers and longer employment until retiretnetso require adequate organisation, including
health measures and maintaining of competenciasgt&m time account systems set in collective
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agreements could be suitable for older workers figring time credits for paid breaks, further
training and early retirement. By contrast, longitsoof work, night and shift work are associatethwi
many problems in practice: higher work burden, &igtvork intensity, increase in usual working
hours and restricted possibility of obtaining Idrgaks

3.5 Gap between working time preferences and usuais of work

As in many European countries, in 2005 the avepaigierred working time of dependent workers in
Germany per week was about 30 hours for women @rftbdrs for men. A remarkable difference can
be observed between working women in the east @&t @ the country. While female employees in
the west preferred to work 29 hours, those in thst @referred to work five hours more. These
preferences have remained stable since 1993, hdttexception that the preferred weekly working
time of female employees in the east reduced frério34 hours. If we contrast these figures with th
actual usual working time (see above, section 3E),nhote that the women's working time came
closer in line with their preference. In 2005 tivegrked on average only one and a half hours longer
than they would have liked, whereas in 1993 thigiad®n amounted to around four hours. Male
employees worked around two and half hours mone they wished both in 1993 and in 2005 (Holst,
2007b: 212f.).

Very long working hours are rather unattractive foth men and women. However, the working time
preferences and the usual hours of work diverggcpiéarly strongly among employees who need to
work long hours: of the 52 per cent of men (angé&6cent of women) used to working 41 hours per
week or more, only 16 per cent of them (4 per adnthe women) want this. 54 per cent of the
employed women and 12 per cent of the employedwend like to work less than 35 hours a week,
but only 45 per cent of the employed women andr8cpat of the employed men actually work that
few hours (Holst, 2007b: 212f.).

4. Health and Safety
4.1 Conduction of risk evaluation insufficient

The Work Councils and Employees Committee SurvehefWSI Wirtschafts- and Sozialinstitut der
Hans-Bdckler-Stiftung which was conducted in 2004 among work couraild staff committees of
3.573 firms with at least 20 employees, showed lileaith burdens were increasing. Mental burdens
such as agitation due to delivery dates, work sitgrand responsibility pressures within firms were
particularly on the increase. Since the mid of1B80s, these had grown in 90 per cent of all swdey
firms. Measures against this situation in firms evecarcely found (Schéfer, 2004: 2).

Since 1996, the modified Labour Protection Law @i firms in Germany to conduct risk evaluations
to better measure physical and mental burdens eatwibrkplace and keep them at a low level.
According to this WSI analysis, since the mid-199ddy half of the interviewed firms, a third of
SMEs with up to 50 employees, had conducted swsthavaluations. Mental burdens were poorly
taken into consideration in 23 per cent of the r&lkaluations. Only a third of the firms had
implemented the measures recommended by the lawrdpdround 16 per cent of firms undertook a
preventive firm-wide health policy. Only 14 per teof all interviewed firms had concluded
agreements on labour and health protection, inqodat bigger firms. 46 per cent of interviewedris
reported that they had introduced suitable meastoesprotecting the employees' health and
implemented health-friendly working times. In 42 pent of the firms, workers had been consulted
with regard to the work organisation. In one thofdthe firms, sport and other behaviour-preventive
measure$ such as dependency prevention, price reductionthé use of private fitness studios and
communication training were offered (Schéafer, 2004

° See below section 4.3 for the explanation of tiim.
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Schafer (2004: 5-6) point to two main reasons lierinsufficient implementation of legal provisions:
Firstly, other firms’ needs were more important tooth employers and employees than health
protection, leading to massive cuts in personneliristance; secondly, the employers were often
concerned by the costs resulting from health pregmermeasures; they were not convinced of the
usefulness of such measures, and lacked awarefndgseealth risks arising for the firm. The autho
concludes that health promotion at the firm leveldd not be just left to the willingness of firms.

4.2 Older workers not as frequently sick but fardger

Based on WSI survey of works councils from 2004ud$8ig and Ahlers (2007) showed a strong
correlation between the absenteeism at the firnellend the firm-specific sick ratio for older
employees. In addition, this study has pointedabstrong relationship between the sickness rate of
older workers and working conditions. Older workezact more sensitively to demanding working
conditions than younger ones. Sickness rates ditfesiderably across economic sectors. The highest
sickness rate could be observed in public energyaater supply, where it amounted to 16.9 per cent
for workers older than 50. The sickness rate wag$b in construction and public administration (6.5
and 6.9 per cent). The sickness rate in public @omigs is on average higher than in private onés (8.
vs. 7.4 per cent), in particular for older workét8.1 vs. 7.4 per cent), which also correspondh wit
the above-average proportion of disabled persomdoyed in this sector (Brussig and Ahlers, 2007:
357ff.).

Older workers are more rarely sick than youngerspbet for longer. This can be explained by their
higher vulnerability to higher work burdens. Onlyeav firms (3 per cent) make use of age-specific
equipment at the workplace and foresee a perforendacrease for older persons (2 per cent) (Brussig
and Ahlers, 2007: 357-364). Apart from in the ecoiwsector, the sickness rate correlates to the
proportion of women in the workforce as well as share of unqualified personnel. This might be due
to the relatively hard conditions of work or lowypamong these groups of workers. Efforts made by
workers representatives regarding conditions okvampear to significantly contribute to loweringth
sickness rate (ibd.: 365).

The work burden differs a lot among economic segtfirm size and proportion of older workers in
the workforce. The work burden is larger in thevaté than in the public sector and also more in
bigger than in smaller firms. However, some typeburden such as “fear of job loss” and “irritating
environmental factors” are stronger in smaller firrn firms showing a high concentration of older
workers, less work burdens are communicated thinnis where they are underrepresented or not at
all.

4.3 Measures to be taken to increase workers’ heBlurable preventive strategies

According to Brussig and Ahlers (2007: 367-376&, $itkness rate is lower than average among firms
in which workers’ representatives attend trainimgshealth and among firms in which a company
medical officer or a qualified person for work ggfes available. The awareness of the importance of
promotion of workers' health is an important pretiton for the implementation of related measures.
This awareness differs considerably between filinis. higher than average in the private sector, in
larger firms, firms with a small share of highlyadified workers, firms with a high work burden, and
in firms where the workers representatives atteathings on health. The relationships between
workers’ representatives and management, as wdleasatmosphere among the staff also play an
important role. Higher burdens at work and lesdthgaomotion measures were found in firms where
these relationships were bad. Health promotionsomes are less widespread in the private than the
public sector and occurred more where the shaotdef workers is larger (ibd.: 365-66).

Health-related problems are the main reason fokwbsenteeism and incapacity for work. According

to conservative firms’ estimations, these resuktdsts of EUR 5.6 billion caused by interruptioos t
the production process (Gerlmaier, 2007a: 109-12@rording to estimations from the Federal

39



Occupational Safety and Health Offid®ufhdesanstalt fir Arbeitsschyt80 to 40 per cent of illness
could be avoided by means of prevention. Firmsteadth insurance funds could therefore avoid high
costs related to absenteeism. Positive effects fpoeventive measures on health, motivation and
worker performance are often underestimated (ibti7-18). These measures also contribute both to
retaining workers and enhancing economic performartd innovative capacity. Firms with a high
consideration of workers show a productivity perken almost twice as high as in other firms. The
return on investment generated by health meassrestimated at 10 to 20 per cent for firms which
have conducted old-age mindful organisation chafipds 117-20).

Firm policies targeting protection of workers' lthdbecome particularly important in the light oéth
increase of retirement age. The general rise inatlezage age of workers as well as the resulting
widespread use of early retirement measures byna@onal restructuring might lead in the close
future to an important loss of know-how within femFor workers, later retirement generates new
risks, in particular for persons with a high healttk (ibd.: 105-111). Despite these challenges,
according to health funds and statutory accidesuremnce providers, a continuous decrease in firms’
efforts towards health and safety and a lack ofesyatic integrated health management could be
observed in recent years. Among firms which setegda and objectives towards more health
promotion, only 15 per cent reported that they hdfilled them. The low motivation of firms to
invest more in workers’ health and employabilityndae explained by a higher labour supply of
young, qualified personnel as well as the legaVigions enabling firms to outsource older workers.
In time of high cost pressures, firms cut abovamléstment in further training, preventive workdan
work design (ibd.: 111-12).

In general, there are two ways to promote hedfidrélationship-oriented approach, which deals with
conditions of work and focuses in particular on tesign of the work and its organisation, and the
behaviour-preventive approach which is aimed angimg individual attitudes as well as health and
coping activities (stress management, trainingresjdiack problems, nutrition courses, etc.). Daabl
preventive health policy at the workplace is mastcessfully achieved by integrative prevention
concepts which meaningfully combine relationshipd éehaviour-oriented concepts (ibd.: 117f.).
There is no standard concept for long-term employnaed health promotion of workers. Solutions
depend on the firms’ structure, situation and neédslurable old-age suitable work organisation
might be organized at four levels: work and techaiglesign, firm health policy (strengthening
individual health competency, increase in well-lgeigasing psychological burdens etc.), management
(mentoring programmes) and human-resource allatgeay. rotation concepts, groups of workers
with different age). An alternative is the orgatiiza of the professional career path which shoed!

to early health prevention and enhance workersivation and performance (horizontal job rotation).
The success of such organizational measures hagpgnds on the implication of important firms’
actors and of a professional project managemenmnthé&unore, workers should be involved at an early
stage in old-age suitable work organisation prejébid.: 121-130; see also Gerlmaier, 2007b).

In recent years the Bund, thé&nderand various associations have put forward martjaiivies in
order to stimulate necessary adjustment procesgbditiuse concepts for a durable work and health
policy. Many instruments and concepts have alrdaglgn developed for the prevention of work-
related health impairment and for health- and @d-miendly work organisation. Yet, in most firms
these were lost in the midst of the economic domm#und restructuring (Gerlmaier, 2007a: 105-111).

4.4 Effects of new employment forms on health
Friedrichs and Schroder (2006) reviewed 16 stuttigavestigate the implications of new forms of
employment, such as part-time work, short-term weelework, temporary work and new forms of

self-employment on workers’ health. Table 5.1 giaesoverview of the main positive and negative
effects which they found:
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Table 5.1: Implications of new employment formsvaorkers’ health

Employment Positive effects Negative effects
Type
Part-time - Greater workforce motivation; - Marginal part-time leads to limited
- Extension of leisure time; social protection.
- Means to maintain older or less - Part-time work with longer hours
resilient workers in employment; of work worsens the mental and
- Means to increase female physical condition of working
employment participation; mothers (double burden).
- Means to combine work, family and
care duties.
Short-term work - - Repetitive short-term work might

cause job insecurity, job
dissatisfaction and mental

problems.
Telework Better reconciliation between work and - Lack of social contacts;
private life; - Interruptions in the recovery
Stress reduction and health promotion| phase.
Temporary work - - Permanent change in working

place and hours of work;

- Higher job insecurity;

- Mainly easy, monotone and/or
particularly irksome activities;

- Higher physical and mental
burdens than dependent workers.

New self - - Lack of social and economic
employment guarantee is not health-friendly;
- Negative effect on workers’ well-
being.

Source: Friedrichs and Schroder (2006).

In the above overview, disadvantages resulting fn@w forms of employment are predominant. For
the categories of short-term work and “new” selfpbmgment, there is no information on possible
advantages for workers. Furthermore, part-time @helvork are associated with the most positive
effects for workers’ health.

Erlinghagen (2007) investigated individuals’ pettt@p of job insecurity by analysing representative
data from 17 European countries. His study shoWwat|job insecurity has far reaching negative
effects on workers’ health and the productivityfiohs. Furthermore, this correlation is not onlyedu
to socio-structural or institutional differencest s also explained by different cultural backgrds.

5. Social Protection
5.1 Development of social protection expenditure

In 2005, social benefits accounted for 31.2 pet oéthe GDP. This rate had been steadily increpsin
from 30.8 per cent in 1998 to 32.0 per cent in 2808 32.3 per cent in 2003. After these years
featured by economic slowdown, it went down to 3ie6 cent in 2004 and 31.2 per cent in 2005. It
was estimated that it would further decrease t8 pér cent in 2006 (BMAS, 2007: 6).

The changes in the composition of the social bydgetiined in figure 6.1, reflect the challenges
which the socio-demographic and economic developnmas imposed on the social protection
systems in the past. On the one hand, as a consmxjakthe aging of the population, the share df ol
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age and dependency insurance, which constitutegrédagest share in the social budget, has increased
from 31.9 to 34.8 per cent. On the other hand,pttoportion of services to be provided by private
employers, such as continued payment of wage dwsitigleave, company funded pension scheme,
other payments from the employer, has reduced fédinto 7.6 per cent, and also the share of
expenditure on social assistance (from 5.1 to 8ricpnt), child support (from 5.0 to 3.0 per cemijl
health insurance (from 20.5 to 19.2 per cent) tlzaen cut. The share of expenditure on employment
promotion indeed decreased from 1995 to 2000, ftérf to 9.5 per cent, but then rose again to 11.5
per cent in 2005. This recent increase combinel thig cuts in social assistance expenditure can be
attributed to the reforms brought in with the admptof the Laws on Modern Services in the Labour
Market, commonly referred to as tHeartz-Laws, which combined support to the unemployedh ait
extended application of measures of active laboarket policy. An overview of these reforms is
given in Box | in the Introduction. The effectstbf introduced Start-up Subsidies and Staff Service
Agencies have been described in sections 1.2 @d fie following sections will focus on the effects
of the transformation of the unemployment benefitesne, the Mini-jobs reform and the introduction
of 'One-Euro jobs'.

Table 6.1: Structure of the social budget (in pent}

100% -

90% -

AEEEIELESE,
AEEEEELESE, EEEEEE LS 0 Others
AEEEEELELE, EAEEEEELE, AL L LS,
80% - ST L IS SIS,

& Social assistance and child

70% support*

B8 Senices of employers
60%
50% = Senices of the public sector
40% & Employment promotion
30% @ Health insurance
20% B Old age and dependency

insurance
10%

0%

1995 2000 2005

1 Including housing benefits, support for childeerd youths, child benefits and childcare allowance.
SourceBundesministerium fur Arbeit und Sozia{2807: 8, 12).

5.2 Effects of the modified calculation rules foemployment benefit

The direct consequences of replacing the old scheh&nemployment and Social Assistance with
the Unemployment Benefit 2 on the unemployed perdanome, have been evaluated by Bruckmeier
and Schnitzlein (2007) on the basis of a survey mgmprevious Social Assistance recipients
interviewed in 2004 and 2005 by the IAB. They fititht around 8 per cent of the recipients of
employment assistance in 2004 lost their entitlanethat benefit in 2005 as a result of the medifi
rules of eligibility. Among those remaining unddretcoverage of unemployment assistance, the
average monthly needs-adjusted net income fell R 640 to EUR 612. Gobel and Richter (2007:
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758-761) analyse the effects of the reform on th&isbof the GSOEP. According to their results, 51
per cent of the persons, who would have receivednpoyment or social assistance in 2004 and 2005
if the old system had remained in force, lost mibi@ 5 per cent of their needs-adjusted household
income (in constant prices) as a result of thernef@nly 34 per cent of them experienced an inereas
of income higher than 5 per cent. The income rednaif those, who lost, amounted to EUR 3,248
per year on average and the income gain of tholse,won, to only EUR 2,623. Among all types of
household except single parents the number of r$osxceeded the number of ‘winners’. This is
attributable to the fact that, contrary to the tibefore the reform, now the income of all household
members is taken into account in the test for laliy. The average annual income of those receivin
either unemployment or social assistance in 2084aed from EUR 10,071 in 2004 to EUR 9,558 in
2005. The average income in the population as denincreased modestly from 18,226 to 18,394
during the same period of time. It is of particutancern from the perspective of poverty prevention
that the fall in income was especially strong amtmgpoorest recipients of unemployment or social
assistance: In the first income decile of that grdbe average income diminished from EUR 5,708 to
EUR 4,793. The poverty rate, measured as the pagef recipients whose income fell short of 60
per cent of the median income of Germany, rose #8rto 67 per cent (ibd. 754-758).

5.3 Effects of the reforms of wage subsidies

Schmitz and Steiner (2007) simulate the effecthef modified rules for exemption of employment
income from the calculation of unemployment beneafit the likelihood of getting out of being
unemployed. A significant effect can be confirmedycamong older unemployed persons and among
those who have already been unemployed for a lomger. The simulated share of men in eastern
Germany older than 45, who remain unemployed forn®&hths or more, falls by a half as a
conseqguence of the reform. It decreases by a #mrdng the other unemployed in that age group.
However, a significant reduction of the median upkryment duration cannot be acknowlegded for
the population as a whole.

Steiner and Wrohlich (2005) assess the effect ®itimi-job reform on the volume of hours worked
by means of an ex-ante micro-simulation. They fangnodest participation effect, signifying the
increase of hours worked caused by new entrantstiveg workforce. However, this effect is over-
compensated by a reduction of working hours ambogd who had been employed already before the
reform and seek to benefit from the wage subsidgieF and Steiner (2007) investigate whether the
reform has helped unemployed persons to progrdesragular employment in the long run, for
example as a result of enhanced employability. rTéieiulations cannot prove that the reform had a
significant effect on the number of days which pess who had been unemployed at a certain point in
time, were employed in jobs covered by the socialiiance system three years later. However, the
number of days spent in marginal employment in@éasgnificantly by 90 days in western and 70
days in eastern Germany. This effect was strongemng unemployed persons who were older than
50. Their duration of work in marginal jobs rose1$6 days in the west and 142 days in the east.

Bruckmeieret al. (2007: 4f) investigate the development of the labmarket status of persons who
were employed and recipients of the UnemploymemteBe2 in 2005 at the same time. During the
first half month of such subsidised employment, dffected persons faced equal probability that the
job or the unemployment benefit would terminatetekaon, the development was considerably
different for the subsidised full-time and marglpamployed workers: For the full-time workers, the
chance of not having to rely on the benefit anymioceeased at a much higher rate over time than the
chance of losing the employment. After ten mon83sper cent of them did not live on unemployment
assistance anymore, 23 per cent had to give up #mployment and 14 per cent continued to
combine the two sources of income. For the marlyinemployed, the chance of becoming
independent from the subsidy was lower than the afslosing the job during the entire ten month
period. At the end of this period, only 20 per cehthe marginally employed managed not to rely on
unemployment assistance anymore. For 50 per cenmglogment had terminated, and the remaining
30 per cent continued to be subsidised workers.
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5.4 Effects of the One-Euro jobs

The One-Euro jobs appeared to be the most frequesdd instrument of active labour market policy
introduced in the scope of the Hartz-reforms. 102@he first year after the reform, 600,000 pesson
had already taken up a One-Euro job. Their numimeased to 750,000 in 2006 and 2007 (Wolff and
Hohmeier, 2008: 1). As we can see from table B.2ne with the target of the reform, young people
are more strongly represented than others amongtieeEuro-jobbers. However, they apparently
failed to attract people with an immigration backgnd. Based on IAB data, Wolff and Hohmeier
analyse (ex-post) whether One-Euro jobs have isekéhe chances of entering regular employment,
as a result of acquired work experience and avoelaf loss of qualification. They find that during
the first one and a half years after the take up @he-Euro job, the chances of regular employment
are even lower than were the chances of a contoolpgthe members of which did not attend that kind
work. The difference in probability amounts to up 3 percentage points. This effect, which is
sometimes referred to as the ‘imprisoning effeid’ also known from other instruments of active
labour market policy. It arises from the reducegarfunities of the unemployed to search for regular
jobs when they participate in these schemes. Howeafeer half a year, the effect of growing
employability obtained from each additional daywadrk in a One-Euro job seems to outweigh the
imprisoning effect and after about a year and 4 the One-Euro jobbers already have an equal
chance of a regular job as members of the contoelgy The chances of becoming regularly employed
increase especially strongly among women. 20 moaftes the take-up of the One-Euro job, the
probability of finding employment has already irased by 3 percentage points among women in
western Germany and by one percentage point amamgew in eastern Germany. Among males a
significant effect could not be seen after the sger@od of time. It is remarkable that the ideetfi
effect on the likelihood not to rely on Unemployrm&enefit 2 anymore is negative. Taking up a one-
euro job increases the probability of still relyiog that benefit 20 months later by around 2 ahdlfa
per cent, both among women and men (ibd.: 8-7).

Table 6.2: Demographic characteristics of peoplede-Euro jobs 2005 (per cent)

One-Euro jobbers Unemployed
West East West East
Male Female Male Female Male Female Male Female

Composition 65.8 34.2 55.1 44.9 56.3 43.7 54.8 45|2
Age

Younger than 25 25.1 25.2 26.5 21.( 104 10{8 311 10.8

25-49 years 59.6 60.4 25.6 57.6 68.2 677 675 696

50 years or older 15.3 14.5 20.8 21.% 21.4 21}5 21.2 22.4
Nationality

German 86.3 88.1 96.1 96.1 76.5 76.Y 91.0 918

Forgeign 135 11.7 3.8 3.8 23.1 22.5 8.7 7.9

Not applicable 0.2 0.2 0.1 0.1 0.4 0.8 0.3 0.7
Qualification

Vocational training 38.5 41.2 64.0 71.1 43.6 36.8 67.1 67.8

No voc. training 61.5 58.8 36.0 28.9 56.4 63.2 32.9 32.2

Source: Wolff and Hohmeier (2008: 3).

6. Work and family: a difficult balance

Over the past years, the issue of the reconcitiadiowork and family has been discussed against the
background of far-reaching demographic changesemm@ny, in particular the falling birth rate and
the ageing population. In addition, political refer have aimed at encouraging the participation of
men in education and family duties.

19 For the evaluation dEh-AGssee section 111.1.2
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6.1 Positive effects of the Parent Allowance Act

Labour force participation of mothers with very yguchildren is low in Germany, especially in
comparison with other western European countrié® @mployment rate of mothers with children
under three years of age amounts to 48 per cgaeimany compared to 77 per cent in Sweden. The
increase in the labour force participation of meogheith young childrerand to this end, the rise of
their return-to-work rates have become a main ipalibbjective. Also the fertility rate in Germarsy
much lower than in other European countries. In42@0amounted to 1.34 compared to 1.76 in
Sweden and 1.92 in France. Following the exampl8aaindinavian family policies, which provide a
high supply of public-financed day care for chiluli@nd a generous parental leave system, the German
parliament voted in September 2006 a new Paremwalhce Act Elterngeldgesejzwhich became
effective on 1 January 2007 and instituted a orae-gge-dependent benefit (see Spiess and Wrohlich,
2006: 2).

Apart from a rise in the employment rate of motheith young children in Germany and an increase
in the German fertility rate, the reform also hhd following major goals: to increase the income of
families with small children in a crucial phaseboinding between new parents and child by providing
a compensation to middle and high income parertis, experience a relatively high income loss due
to a birth-related employment break. The law paldidy supports employed parents who interrupt
their career or reduce their working hours by maxim30 hours per week in the first months after
childbirth. According to this reform, employed pat® are entitled to twelve months parental leave.
During this period they receive 67 per cent of tiieimer net pay, up to a maximum EUR 1,800. In
contrast, unemployed persons, persons attendimgnigeor low-paid workers get only EUR 300 per
month during a two-year period plus social assc#ar\ striking provision which was discussed at
length among the government coalition is the intiatithn of two partners’ months (BMFSFJ, 2007a).
In the case where both partners have to care éochiid and in this time are not able to be empiipye
parental leave is paid for up to 14 months. Thevigion also applies for single parents (BMFSFJ,
2007a; Martinek, 2007).

Furthermore, the reform is intended to increase pleecentage of fathers who assume care
responsibilities and should thus promote equalify opportunity between women and men
(introduction of "father months"). In combinationtkv various efforts at federal and state level to
increase the supply of publicly funded day cares tteform should help parents generally in
combining family duties and employment (ibd.: 3).

Since the introduction of the Parental Allowancet,Ahe Ministry for families has conducted
evaluations on the effects of the reform. Lookingthee distribution of parental leave entitlements
among the first registered applicants in 2007, 2 gent of them received between EUR 301 and
EUR 999 parental leave entitlements, 33 per cehEgtR 300 and only 15 per cent had a parental
allowance of EUR 1,000 or more (BMFSFJ, 2007a, SBgeThe share of fathers who applied for it
varied from 3.5 per cent during the first quartéf@ to 9.60 per cent during the third quarter 2007.
Expectations for the entire year 2008 amount tp&4cent (BMFSFJ, 2007a, Sheet 11).

One year after the introduction of the new PareAtiwance Act, positive results were registered:
From January to the end of September 2007, there ®@4,018 requests, which were almost all
supported. As a result, more and more men are idgdid work less for a while in order to take more
time for their child. Whereas in recent years, dhly per cent of fathers applied for paternity kdw

the end of September 2007 this proportion had eshelmost 10 per cent. 88 per cent of the German
population thinksElterngeldis good legislation and 67 per cent consider i &g help. The parents
concerned are also happy with the request proaesé® per cent appreciate the rapidity of the
process up to the request approval, which lasteaverage four to six weeks (BMFSFJ, 2007a).

According to the Ministry for families, the reaat® of firms and of the population in general were i

accordance with the aim of the reform. A slightrease in birth rates since 2007, after having
constantly declined between 1996 and 2006, carithibuted to the new act (BMFSFJ, 2007b: Sheet
14-15). Although, there is little evidence abouwt #ffect of the parental leave benefits on women'’s
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employment. Families with relatively low incomes/aaeen affected by the reform in the following
ways (BMFSFJ, 2007b, Sheet 4-5, 10):

- Many households could reach more than 90 per cérither former household income, in
particular families with low incomes taking intocacint the extra pay for low incomes plus child
benefits, possibly changes in tax class or housliogvance.

- Single parents with all-inclusive rent of EUR 35@aa net pay of EUR 1,385 before childbirth no
longer have to receive social allowance (ALG II).

- Women who previously were working and then receipatental leave entitlements, have more
perspective to conduct an independent life andles® likely to fall into poverty in the future
course of life (international comparison).

The Ministry for families also emphasized the naeduture for stronger political debate about the
goals of family policy, like for instance reconaiiion between work and family, evaluation of
women’s employment, and possible effects on chil@med families (Dobritz and Fiedler, 2007: 21).

6.2 Childcare utilities: Lack of infrastructure

In the current political debate, childcare faaidi are increasingly considered as educational
institutions. Local governments have already begumansform primary schools into all-day schools,

allowing the better coordination of education anugisery care. However, some structural problems
continue to exist in this area. In particular thersage of childcare infrastructures has not been
resolved yet.

Public childcare enjoys a much higher attendanceastern than in western Germany: In 2006 the
proportion of children attending some childcareiliigc amounted to 92.6 per cent in the east
compared to 88.6 per cent in the west (Statists&hmdesamt, 2007a). Childcare utilities for chatur
under the age of 3 and education facilities fomary school children remain inappropriate and
unsatisfactory. Only ten per cent of children be®wattend a childcare facility. In western Germany,
only 5 per cent of children in primary school attesome kind of childcare, whereas in eastern
Germany this proportion amounts to 41 per centldCare facilities for children of pre-school age —
between three and six years — vary a lot througGauimany.

These differences in childcare infrastructure dbedr above result from different institutional
settings. While in western Germany, the majorit9 (#r cent) of the existing childcare facilitieg ar
only half-day nurseries, the overwhelming majo(@9 per cent) of eastern German facilities are all-
day institutions. All-day schools are therefore patticularly common in Germany and cover only 5
per cent (see Henry-Hutmacher and Hoffmann 200Br@&nnert et al., 2005: 15). In eastern Germany
the situation partly results from the family poliof the former GDR, according to which all women
were supposed to have access to the labour maikistexplains the former extended public all-day
childcare infrastructure, as well as educationlifas which were built up in order to help women
combine work and family duties. Although childcartdities have been severely cut back in the wake
of reunification the basic structure remains. Bytcast, childcare utilities in western Germany have
always been scarce, except in large agglomerations.

In recent years, many efforts were made to imptbedack of childcare utilities. As a result, pasen
are entitled to get an all-day childcare placedaitdren from the age of 3 until school age. In 201
this right should also become effective for onery@ds.™ The number of childcare places for one-
year-olds should be increased up to 750,000 by.2013

™ In this context, the Christian Democratic par€®U/CSU) have proposed to introduce a lump-surB WR
150 for women and housewives staying at home aidgacare of the children. The Social DemocratsOBP
and the Green Party strictly criticize that positand call it the “kitchen compensationigrdpauschale
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6.3 Discussion on the Work-Life Balance

In European comparison, the employment rate andingtime of women differ the most between
those with and those without children in Germanlye Ppresence or absence and the age of children
shape the working time preferences of women aBgtcontrast, this aspect does not influence the
employment behaviour of men (Holst, 2007: 214)xiBlke working time models have often been seen
as a way to better combine work and family dutiesvwomen (Klenner, 2005). Meanwhile, it is
recognized that flexible working hours play a majole by helping the different family members to
live through the different phases of family lifeurthermore, specific conditions are required for a
family-friendly working time organization. Sociodtwral aspects as well as strategies to face the
shortage of time underline the importance of tiroe & successful work-life balance (Lange and
Heitkotter, 2007).

Women in eastern Germany are more likely to be eyepul full-time and have children at the same
time than women in western Germany. The ideal fomen from eastern Germany is to be employed
full-time and have a child. In western Germany wonshow a greater tendency to interrupt their
professions when the children are still very youBgly a few women see having a full-time job
without a child as the ideal. This opinion is marielespread in western than in eastern Germany. In
general, most of the population appreciate womarigployment. This acceptance, however, is
influenced by the presence and age of childrenelOtlemands Women are still made moreso on
women than men. For this reason, family policy th&sobjective to assure the reconciliation between
work and family, in particular by the implementatiof part-time provisions (Dobritz and Fiedler,
2007: 22-24.).

To mark the European year of equal opportunity,oenrounity of authors from the Christian
Democratic Party (CDU/CSU) and the Social Democ(&8D) filed a petition urging the federal
government “to consider equal treatment of wometh men in the labour market as a central topic
and to take it into account more strongly in futladeour market policy” (Autorengemeinschaft, 2007:
9). The concrete goals formulated by the communitye: a female employment rate of 60 per cent,
the suppression of wage discrimination to the diaathge of women, agreements and quotas to
increase the number of women in management posiiiorthe whole economy, the promotion of
technical training for girls in the scientific sectstronger support of the “networks for the farhil
(Bundnisse fur Familie an initiative launched by strategic economic gaditical partners for the
promotion of family and the enthusiastic promotadrilexible working times by firms (ibd.: 9f.).

Empirical evidence also shows that longer traimpegods and higher qualification of the population
has affected the age of women having their firdtdchltimately leading to women typically stariag

a family at a later time point. Many young peopte avorried that to reach a secure professional
situation which ensures family maintenance in tmgterm is increasingly occurring at a later tiime
one’s life (Schmitt, 2007: 4-5; Bertram et al., 8p0Schmitt (2007) criticizes German family policy
for mainly focusing on the increase in the birtterkeeping in mind the paradigm of the traditional
family model and gender roles. Considering thiskgeaund, the revised parental leave entitlements
within the new Parental Allowance Act was part dfransformation process of family policy. The
mention of “father months” for the parental leaWlevmance in the law was an important mark for a
new family model, in which both mothers and fathgnare the education work (Schmitt, 2007: 6-8;
Walter und Schaeffer-Hegel, 2007: 15). This is oordd empirically by Bernhard und Kurz (2007),
who analyse the decision for or against a secoiid oh the basis of the GSOEP. On the one hand,
the male breadwinner model seems to continue fardealent, on the other hand breakup tendencies
can be found. The importance of the professiotah8on of women is being considered more in the
planning of a second than of a first child.

6.4 Networks to support families

In general, there is little empirical evidence ttoe relevance of family support structures. Apptye
initiatives like social networks at the local ortioaal level as promoted by unions over the lastrye
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have had little noticeable effect. Although rectiation of work and family was a central item in
former union claims, recently the focus of uniotitprs was put on other themes (unemployment, in-
firm training, firm health policy for older workersvages etc. (see section 8). According to a recent
study on further training commissioned by the Gerrhmions FoundationHans-Bdckler-Stiftung

the establishment of family-friendly further traigi in practice requires “initiatives from different
socio-political partners in order to improve therkolimate regarding care duties”. Further necgssar
efforts should also be made in the formulation obrfimon directives and a clear definition of
reconciliation” as well as the introduction of thigpic as a cross-sectional issue in all educationa
institutions (Pfahl and Reuyf3, 2008: 1). Althoublkede ideas were repeatedly communicated in the
last year, no consequences can be measured.

In this area, the Bertelsmann FoundatiBerfelsmann-Stiftungepresents a driving force, promoting
the constitution of networks to support familiesowéver, its activities in the field of training and
administration reform have been criticised. Comiuissd by the Bertelsmann-Foundation, Lukoschat
und Walther (2007) developed an action plan whhmeant to promote family-friendly policies
within firms and facilitate the access of womemtanagement positions. Their results underline the
necessity of restructuring the whole society towaadnore family-friendly one and provoke heavily
discussed political debates on the following isqush: 18-20):

- Dismantling of traditional gender roles and thenpotion of a family-friendly society;
- Guarantee of all-day childcare infrastructures;

- Easier Access to public childcare infrastructures;

- Increase in quality and variety of public childcarstitutions;

- Provision of information on private childcare imstions;

- Introduction of family-friendly tax law

- Adaptation of state financial support schemes tli@n and not couples

6.5 The reconciliation of home care duties and eympent

The reconciliation of work and family is not onlypaoblem of childcare. In 2006, 2.1 million persons
were reported to be needing care. 68 per centesh tbbtained care at home. The most widespread
form of care is that provided by family members. ém still have the main responsibility for care
duties (73 per cent). Care duties require on aeeBfg7 hours a week. In 2002, only 23 per cent of
persons carrying out care duties had a full-timgant-time employment. In 1991, their proportion
was only 18 per cent. In 2006, among the main hcaners, 11 per cent had to limit their activiti2s,

per cent continued their activities and 51 per cedte not employed at the beginning of the care
period. Semi-home care assistance was appliedlynloper cent of the cases. Care duties are often
associated with physical and psychological burdd#eme carers of working age face many
disadvantages: income loss, problems to reintegnédethe labour market, loss of qualifications and
additional consequences for old-age insurance. mtdowy care duties and employment requires
changes at least in three fields: work organisatieailability and adaptation of care supplied @k

and partly at home and respect of the individudl laousehold situation of employed persons carrying
out care duties. An analysis based on GSOEP datal fthat the presence of persons requiring care in
the household increased the likelihood of caretgrinption among married women aged between 40
and 65 by 146 per cent. Women in eastern Germamng l@ss inclined to interrupt their employment.
Employment interruption disadvantages women esiheamthe long run (Au and Sowarka, 2007: 1-
5).

Referring to Meyer (2006), the authors suggested fadtlowing measures which should help in
reducing the care burden of employed persons: sixterof legal provisions, permitted time off from
work, further training in care, equal work oppoitigs for men and women, encouraging men to carry
out care duties, further training and employmeimtegration measures after familial care periods.
Working times should be better adjusted to the grafuwvorkers who give care. These workers have a
particular need for the possibility of reducing Idaivorking hours and to have a regular working
rhythm instead of varying working hours. The aushonderline the need for new regulation laying
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down conditions like time off in law, in order tmmpensate for the weaker bargaining power of
workers who give care. The public sector, as thetrimoportant employer should be the initiator and
driving force of these changes. The involvemenimahagers is of particular importance as it might
shape formal and informal solutions to problems mmgrove the work atmosphere. Tax releases for
SMEs which introduce such worker-friendly measwshbeuld be agreed. In the light of the greater
flexibility required, the authors criticise most ployers’ lacking awareness of such perspectives.
(ibd.: 6-7).

Demographical changes suggest an increase in thbarwf persons needing care in the near future,
and informal care duties seem to be on the decesas®men are increasingly working. However, the

increased care needs for older people by family begmhas been scarcely discussed. There is little
empirical evidence of such discussion or for cagmmaiwvhich highlight this issue (BMFSFJ, 2007c).

7. Access to training

A good professional qualification is a key deteramn for successful integration into the labour
market. Those without a qualification are signifitg overrepresented among the 5 per cent of
people, aged between 25 and 50 years, who are dbestrongly affected by unemployment during
their lives. 7.4 per cent of persons who have eeithprofessional qualification nor A-Levels and 6.
per cent of the persons who have A-Levels but radifigation belong to that group. All persons with
a professional qualification face a lower than agerprobability of belonging to the 5 per cent most
strongly affected by unemployment, even if they ptate only a school or college diploma. The
probability is lowest among persons with a univigrés.1 per cent) or technical college (3.6 pertcen
degree (Mdller and Schmillen, 2008: 5f.). Theseaurfiggg underline the importance of education and
training in avoiding unemployment and promoting &gment.

In 2007, we can observe an improvement in the supipiraining measures and a growing number of
applications thanks to state subsidies. Yet, dsfici the education system might in the long-term
threaten the equilibrium between labour supply aednand on the labour market. In addition,
education is an important determinant for employimen

7.1 Recent developments in the supply of trainogitions

By the end of 2006/2007, according to the GermanunCib of Economic Experts
(Sachverstandigenrat, 2006: 311), the situatiorh witcational training within firms has already
improved thanks to the better economic conditid®ibereas the number of offered training positions
had increased by more than 57,200, the numberrebpg looking for a training place had decreased
by 28,800 persons compared to 2005/2006. As atreduhe end of September 2007, 10,700 adequate
vocational training positions were missing. At theme time, 28,400 new training contracts were
agreed within industry and trade associations leyethd of September 2007, which is 9.3 per cent
more than the year before (increase of 10.3 perinemestern Germany and 5.6 per cent in eastern
Germany).

Compared to 2003, a year before the three-yearohkdtiPact on Training and Specialized
ApprenticeshipsNationaler Pakt fir Ausbildung und Qualifiziergngxpired, the number of training
places offered by industry and trade associati@ssiicreased by 17 per cent (Sachverstandigenrat,
2006: 322). The three-year National Pact on Trgirand Specialized Apprenticeshigsaionaler
Pakt fur Ausbildung und Qualifizierupgagreed in July 2004 between the government &ed t
umbrella organisations of the German economy, weeneed in March 2007 until 2010. According to
which, the economic partners aim to create 60,@80 tnaining places on average per year and yearly
40,000 places for access to firms’' technical trajni(increase of 15,000 training places)
(Sachverstandigenrat, 2006: 322). In addition,gtréernment fixed the share of training places to be
installed in the federal government administrationat least 7 per cent of the number of workers
covered by social security (Sachverstandigenrdd62822). Over the past years, the government and
the German Federal Employment Office have alsogulagn active role in improving the training
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situation in Germany by financing school or firmemted training measures in order to redress the
lack of training places offered by companies angl itsufficiency of qualification among young
people looking for an in-firm apprenticeship (Brenk007b: 439).

Recently, the government introduced an integradind qualification subsidyE{ngliederungs-and
Qualifizierungszuschugd$or young persons in problematic situations, upleyed young persons or
those looking for a training position, in orderimgprove their career prospects (BMWi, 2008:17). The
integration subsidy concerns young workers with cangleted vocational training, whereas the
qualification subsidy focused on those without tmegl training. The integration subsidy amounts to
25 to 50 per cent and the qualification subsidyp&0cent of the gross salary. The monthly grossewag
to be taken into account is a maximum of EUR 1,00@he case of the qualification subsidy, at least
15 per cent of the wage (or alternatively a minimain30 per cent of the subsidy) should be spent on
the qualification in order to attain a vocationahfification. Both measures are valid only for efi
period of time until the 31of Dezember 2010. The National Pact on Trainirsp dbresees socio-
pedagogical assistance, organisational supporpeephration for the vocational training in the cate
vocational training in a firm.

On the 20th of February 2008, the Federal Governradapted araft law for the improvement of
training opportunities for young people in probleéimaituations. The goal is to create 100,000 more
training positions by 2010 for unemployed youngspes or those looking for a training position. A
training bonus of EUR 4,000 to EUR 6,000 is meanbé an incentive for employers to offer young
people training positions, particularly those wlawd already been searching for them for a long.time
Another goal of this Act is to help young peoplEansition from school into vocational training.€rh
Act (Gesetz zur Verbesserung der Ausbildungschancerertingsbedirftiger junger Menschen
became effective on the 30th of September 2008 (BM2008).

As a result of the lack in training positions ahd tesulting inadequate matching between demand for
and supply of jobs, we can observe a shift in theesiructure of young people in apprenticeships. Th
average age is tending to become higher (Brenk@7120439). Because of the particularly high
demand for in-firm training places between 2001 2006, companies took on in apprenticeships
young people with A-level education or those withaghoberschulabschlus€andidates with a basic
secondary school qualificatiotH&uptschulabschlu¥sor without any, had even less chance than
before of getting such a training position in 2QBgenke, 2007b: 439).

7.2 Participation in further education

According to the Adult Education Survey 2007 basedrepresentative interviews of more than
10,000 persons aged between 19 and 64 in Germatyeen 2003 and 2006 the participation in
further training measures increased from 41 to d8qent. This is a positive sign in view of the
governmental target of 50 per cent to be reache@d®b. In 2006, the participation in life-long
learning had increased by four percentage pointgpeoed to 2003. Vocational further training, which
is seen as a means to enhance employability anthidhmshortage in qualified labour, was quite
considerable. The development of vocational furth@ning has recently shown positive results and
amounts to 26 per cent within western Germanyabtezn Germany, it has even increased from 26 to
29 per cent. The government intends to introducesdurcation premium in order to increase the
participation in vocational further training of gens in lower and middle income groups (TNS
Infratest Sozialforschung, 2008: 4ff).

At the same time, since 2000 the number of unengal@ersons participating in subsidised vocational
further training has declined by 75 per cent t0,@82 in 2005. Half of the participants in 2005 were
long-term unemployed and recipients of social &sce (BMAS, 2006: 11-12). In that year, training
measures, which had been existing since 1998, mdended to this group of unemployed persons
(long-term unemployed persons and recipients ofiabagssistance) in order to enhance their
employability or employment transition in particul@hese measures were aimed at helping them to
better apply for a job, testing their willingness work and their job appropriateness, sharing
knowledge and informing them about the creationcgss of start-ups. Such training takes place
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within firms or at school. School training was mdrequent than in-firm training. The average
duration was three to four weeks (Jozwiak and WamBD7: 1-2).

In 2005, 400,000 persons participated in suchitrgimcentives. In 2006, there were 450,000. Adarg
share, compared to the whole group of unemployegeireral, consisted of persons younger than 25
years old (30 per cent). By contrast, unemployedqgres older than 50 years, disabled persons and
low-qualified people scarcely took part. Similartiqose unemployed without a school qualification
(Schulabschluyias well as those with a migration background werderrepresented, especially in in-
firm training (Jozwiak and Wolff, 2007: 2).

Basically, participation in further training enhasahe probability of transition into the labourrket.
Though, an imprisonment effect occurs at the begrit disappears after a few months for training
participants, contrary to their counterparts wh® raot in training. Also persons in training can éfén
from their managers contacts within firms which mes their transition into employment. In-firm
training shows a higher employment transition philiig than school training. Employment transition
achieved by in-firm training is quicker and moradeasting than that of school training. It alsdpise
quitting dependency on social benefits comparexthomol training. Both types of training (in-firmdn
school training) show better employment effects agnpersons younger than 25 years than among
those from 25 to 49s. Furthermore, the shorterutiemployment duration is, the better the chances
for employment transition for the participants (@@k and Wolff, 2007: 3-6).

7.3 Labour shortage of qualified workers

Since 2006, in the context of an economic upturdisaussion on the possible shortage of qualified
labour was raised in Germany. On the one hand, mampanies complained about a lack of qualified
personnel, which prevented them from an extensfopraduction capacity activities. On the other

hand, some economic researchers pointed out th&e¢hman growth and productivity increases were
mainly reached through technical advances. Theyeatigat the number of qualified and high-skilled

workers is sufficient and reflects the high andwjrg human capital supply, which is playing a major

role in the growth of German welfare growth (Sachkté@ndigenrat, 2007: 354ff.).

Matching problem in the labour market

The recent labour deficit can be seen as a matcpinglem in the labour market. Its size is
determined by the number of open job positionsthedduration of recruiting processes. Information
deficits on available positions or qualified mangowa mobility mismatch and different conceptions
of general conditions of work (like remuneratiorgig holidays, working time), which prevent

companies end employees from concluding a workraoptare commonly acknowledged reasons.
Higher market transparency and increased mobilibylds help resolving those market deficiencies.
For companies, this then implies a race for thé¢ d¢peslified workers (Dietz and Walwei, 2007b: 1-2).

According to the IAB Open Positions Survey condddteautumn 2006, labour demand in Germany
has increased because of the cyclical economiamatod does therefore not come from a structural
labour deficit. The growing demand is primilarlyfleeted in an increase in the need for full-time
workers and vacancy rates in firms with less tharfmployees, particularly in eastern Germany. The
lack of personnel was concentrated in servicesyebt in the credit and insurance sectors as agll
services for companies, like for instance tempornployment agencies operating in all branches.
Although state placement initiatives were inteesifi the informal search for candidates gained
importance. The labour shortage did not detraetldtom economic activity. Moreover, the lack of
orders seemed to be more problematic (Dietz andM&/al2007b: 1f.; Sachverstandigenrat, 2007:
354ft.).

By contrast, the term “qualification mismatch” nefdo a long-term problem caused by the fact that
skills acquisition needs time. It can become arraleconomic problem if economic activities are

slowed down or avoided because of staffing problé@rme discussion on the lack of engineers is quite
recent and concentrated in particular regions atwha@mic branches. In 2007, mechanical and
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electrical engineers and for vehicle manufactuviege particularly sought after in Hamburg, Bremen,
Baden-Wirttemberg. Labour shortage is not a unyg@#rman problem but a general one which
results from the heterogenity of labour supply atmnand. Therefore, the qualification level of
workers is an important factor in international aadional location determination (Dietz and Walwei,
2007b: 1-2).

In the long-run, greater labour shortages of highlglified workers can be expected. Yet, therenis n
certainty about its extent (Sachverstandigenrdly2856). In the future, demographical trends &ed t
increasing need for qualified labour associatesttioctural economic changes will lead to difficesti
concerning qualified personnel coverage. The needdademics will be higher, whereas the need for
gualified persons from the dual training systenl vdmain stable. That for low-qualified manpower
will decrease. The qualified skills shortage istlgagxplained by the fact that the number of quedif
persons leaving the labour market is higher thannilhmber of qualified persons entering it. In the
mid-term, this results in a deficit of academicse{l and Walwei, 2007b: 3).

Redressing deficits in qualified labour force: Respnsibility of firms and social partners

The successful recruitment of qualified workergiignarily the task of firms and social partners. It
depends on their ability to enhance the attractgsrof high-skilled jobs within firms. There arenya
ways for achieving this objective. One is to inflee endogenous market processes like firm measures
for a better reconciliation of work and family awdge increases. These increase individual incentive
for training because higher income or better emplayt conditions can be achieved. At the moment,
firms focus on the choice between training and reerecruitement. In-firm further training is
increasingly practiced as a way to fill open posisi. This strategy bears more potential for thgdon
term development of the firm. The employment ofeoldiorkers and women generates also additional
personal reserves. However, most firm personnetipsl do not integrate this group of workers in
further training activities much (see Lott and 3p#gel, 2007). The employment of women could be
increased through an increase in work volume, esetlquarters of part-time work is still done by
women. The state could also play an active rolédbwtifying bottlenedcks in the labour market and
better supporting endogenous market processesxémple, by extending childcare and introducing
more all-day schools (Dietz and Walwei, 2007b: d¢t&erstandigenrat, 2007: 357).

Necessary improvement of the education system

A sufficient supply of qualified labour also depsrmh the improvement of the education and training
systems and the mobility between them. In an imatisnal comparison, carried out by the OECD,
Germany had lower levels of knowledge among pupiteading, writing, mathematics and the ability
to solve problems than many other industrialisedntes. Social background has a comparatively
strong impact on pupils’ school performance. Additil deficits are, a below average share of pupils
qualifying for university and a considerable spredicdperformance between schools. In successful
countries, the spread of performance is higheriwitie schools, but lower between them. A central
problem in Germany is still the high share of sdHeavers without a basic secondary school
gualification @Hauptschulabschluys although this share has decreased in the lagtsydt is
particularly high in eastern Germany. In the regadrSachsen-Anhalfor instance, 12 per cent of
school-leavers do not attain a basic secondaryo$chualification. In western Germany, only the city
of Hamburg shows an equally high rate (Brenke, BO@B7)*? Germany also has a lower share of
higher education qualification. Education returseen as the criteria for the attractiveness ofesegr
programmes in the country, are lower in naturaérsoes related and technical professions than in
medicine or state sciences programmes (Sachveigtdmdt, 2007: 357).

12 Because of the difficult situation in the labourrked, since the mid-1990s the employment partigipadf
young people and young adults has decreased, ahe aame time their participation in educatiorréased.
This concerns particularly those aged between 2528n In this context, some authors (see Bienk&72037,
441) call for a reduction of higher education diaratand a higher engagement of companies in infieiming.
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The share of state education expenditure in the @DBermany is still lower than in the EU on
average. In 2004, the public expenditure on rekeant development amounted to less than one per
cent of the GDP, and the overall expenditure feeaech and development of 2.5 per cent (2004) was
obviously insufficient to achieve the Lisbon targét3 per cent by the end of 2010. In the last 15
years, education expenditure has not been incréagsethtion to the GDP, in spite of all the defici
which international organisations pointed out ia German education system (DIW, 2007: 284). With
a view to reaching the Lisbon strategy, the govemntherefore decided in 2008 to raise the budiget o
the Ministry for Education and Research by 8 pert ¢EUR 670 million) up to around EUR 9.2
billion. Additional increases are planned after 20Rarticular importance was given to expenditure o
education and research, which was increased by E0Rmillion compared to 2007. In the mid-term,
the government intends to spend an additional 3illlmper year on student grants (BMBF, 2008;
BMWi, 2008: 18). The governmental Pact for HighatuEation 2020 Hochschulpakt 2020also
provides for an increase in the number of univergiaces by more than 90,000 by 2010 in order to
avoid admission restrictions, and thereby enablengopeople earlier access to higher education
(BMBF, 2007).

The German Council of Economic Experts stronglyoremends maintaining the former school
system, but securing the introduction of unifornueation standards and ensuring a better mobility
between the schools’ structures. As a school’sesgcconsiderably depends on the social background
of its pupils, they should not leave school befoa&ing completed primary and secondary education.
Resulting expenses should be fully borne by the sta high social returns from education efforés ar
expected. The last pre-school year should becomggisory and help to prepare children for primary
education and identify and rectify development defi This needs little additional financial means,
but more autonomy for schools, in particular in peesonnel department. Standardized and regularly
controlled educational policy targets should baldghed (Sachverstandigenrat, 2007: 357).

According to the German Council of Economic Expé8achverstandigenrat, 2007: 359), an adequate
framework for more equality of educational chaneesl a strengthening of lifelong learning are
missing. To combat the lack of academics, a chafigeentality is required in order to increase the
value of education in society. The state, and &fsas, could contribute to an increase in the skill
level of the labour force. Firms' investment inimiag and further education should gain in
importance. The education system should also beeonane flexible and better react to the changing
needs of companies. Internal labour and organisatitexibility constitutes an alternative respomse
personnel shortages. Professional further traioimgd be promoted (Dietz and Walwei, 2007b: 4).
State further training subsidies should be exterueyl if they are advantageous for the whole sgciet
and not only for firms or individuals.

The objective of the German government is that asynpersons as possible successfully complete
their secondary education, and that each one get¢sato an apprenticeship training position (BMWi,
2008: 21).

Recruitment of immigrant qualified workforce

A shortage of qualified labour can also be rediédseimmigration of qualified workers. The state
should set up a framework for the immigration ppbciited to enhance the labour attractivenesseof th
German labour market and enable the social integraff immigrant workers. A targeted migration
policy for particular professional groups or pasfsthe labour market is difficult to be successfull
implemented because it is complicated to foreaasthich professions the deficit of qualified labour
will occur (Dietz and Walvei, 2007b: 5).

The government has already relaxed restrictionghf@rimmigration of engineers in mechanical and
electrical engineering from middle and eastern geam accession countries and has issued residence
and employment permits for migrants who have gremtlfrom German universities. A monitoring
system is also being developed to better foretmsextent to which additional qualified persons are
needed, in order to establish a concept for theigmation of migrant qualified workers and their
integration into the labour market (BMWi, 2008: aid 21). The long-lasting strong restrictions on
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labour mobility concerning workers from middle aedstern European accession countries has
prevented Germany from benefiting from the immigmatof qualified manpower from accession
countries compared to other European countriesteftre the German Council of Economic experts
(Sachverstandigenrat, 2007: 359) recommends mailegni the Immigration  Act
(Zuwanderungsgesétzas the former “Independent Immigration CommissiofSussmuth-
Commission) already suggested in 2001.

Based on data panel on migrant qualification aiteb in OECD countries conducted by Docquier and
Marfouk (2007) for the World Bank and Defoort an@dquier (2006), the authors show that in
Germany the qualification characteristics of thegnant population can be strongly shaped by
immigration policies. This is done in classical ilgnation countries (Australia, Canada, New Zeeland
and the USA), where the long-lasting tradition mimigration governance by setting human capital
criteria has led to much higher skills among miggarlowever, as a result of the German immigration
policy of the last decades, the immigrants in Gewynlaave a comparatively low qualification level
and therefore face difficulties to integrate int@ tGerman labour market (Drever and Hoffmeister,
2008: 430-433). According to a study by the 1AB,4Lper cent of foreign nationals compared to only
4.1 per cent of Germans belong to the group of leeafih the highest unemployment risk (Méller
and Schmillen, 2008: 5f.).

The attributes of the immigrant population haversgtterm influence on the qualification level oéth
population with migrant background. Skills of sed@nd third generation immigrants depend also on
the education and training systems in the targettri@s. In Germany, education and training chances
are strongly determined by the parents’ educatidraakground. This is particularly the case for
persons with migrant background who came from #ueuitment of migrant workers in the 60s and
70s (Turkey, Greece, Italy and Spain). Instrumdatsthe immigration of high-qualified migrant
persons have hardly been practised. The authorgestighat in order to attract highly qualified
migrants in the future, Germany should specify huroapital criteria based on a point system for
educational diploma, work experience and age. Eurtbre, a strong reform of immigration policy
and better support for immigrants and their chibdby the education and training systems should
improve in the middle and long-term the qualifioatistructure of the population with migrant
background (Bricker and Ringer, 2008: 7). Anotlmrdition for this change is to increase the extent
of immigration in the country as classical migratmountries did.

For enhancing the immigrants’ qualification leveér@any has followed the example of classical
migration countries by defining exact human capitékria. In 2004, special rules for the immigoati

of high-skilled labour were introduced in the Gemmbnmigration Act Zuwanderungsgesétz
However, compared to classical migration countifiesnumber of employment and residence permits
issued was quite low due to high income limits. @aned to other developed countries, the average
skill level of the foreign population in Germanysisuated in the middle. 25 per cent of the immigra
population who have lived longer than 25 years grn@ny have a higher diploma. In classical
immigration countries this applies to 40 to 60 pent (ibd.: 2). By contrast, in Germany around 60
per cent of the immigrant population have no seaondchool or further educational diploma,
whereas this proportion amounts to only one fiftlclassical immigration countries.

In the future, persons from countries with low huneapital will be more likely to emigrate. For this
reason, the authors argue that the compositiomeffuture immigrant population in Germany will
strongly depend on the ability of immigration p@ to attract immigrants with higher or medium
educational skills from these countries (Briicked Ringer, 2008: 4). The skills of the immigrants ar
not only shaped by immigration regulations, bubdg economic and social revenues and migration
costs.

Economic factors like income distribution in theget country and country of origin as well as
institutional factors influence immigrants’ quadidition attributes. In Germany, as in France, but
contrary to in classical immigration countries, frportion of the migrant population with higher
education is lower than the proportion with intedia¢ée or basic education. These differences are
explained by economic and institutional factorstvBy results show that immigration policy is the
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most important factor in shaping the skills struetwf the migrant population: The qualification
attributes of migrants are much higher than theamesof the country of origin or the target couritry
immigration is controlled by human capital critetifowever, economic factors are also important: the
higher skilled immigrants are, compared to thosetheir country of origin, the higher income
inequality exists in the target country. Furthereyothe lower immigrants’ skills are, the higher
income disparities exist between target country @nhtry of origin, but also the higher the income
level in the country of origin is. The geographistdnce also plays a certain role: the greater the
distance between the target country and the cowftoyigin is, the higher the skill level of immaynt
compared to the population in the country of ori@niicker and Ringer, 2008: 5f.).

8. Social dialogue and workers’ participation
8.1 The German framework of collective bargaining

Collective bargaining has a long tradition in GensnaFor a long time trade unions and employers’
associations have negotiated autonomously withiatg gntervention and have played a major role in
the development of the industrial relations systenparticular regarding provisions on conditioris o
work, such as wage and working time. The existericelarge number of acts passed in the post-war
period has enabled the social partners to relynanstitutional cooperation and bargaining framewor
by constraining them to respect some primary rulégse laws comprise the Collective Agreements
Act of 1949 (arifvertragsgese)z the Act on Minimum Conditions of Work of 1952
(Mindestarbeitsbedingungsgesethe Work Constitution ActRetriebsverfassungsgeseizBetrVG)

of 1952 modified in 1972; the Co-determination Abtitbestimmungsgesétfor the firm level of
1952 and the Co-determination Act of 1976 modifie@001 (for details see Hamandia, 2005: 56-68).

At the board-level, the main institution for co-eehination is the supervisory board which controls
the management within incorporated companies. énstipervisory board of firms with at least 500
workers, share-holders are represented with twoghand labour representatives with one third. In
larger firms, with at least 2,000 workers, both tigar are represented by a half. Workers’
representatives have an approbation right for sibenes. The size of the supervisory board depends
on the volume of equity capital and comprises 2tomembers. Since the amendment of the Co-
determination Act in 2001, work councils can aleamitroduced at the subsidiary or at company level.
In this case, agreements at the branch level augresl prior to firms’ agreements. Furthermore, the
Co-Determination Act for the Coal and Steal Indpstf 1951 Mitbestimmungsgesetz fir die
Montanindustri¢ applies to firms from coal, steel, iron and samiindustries with at least 1.000
workers. At the board level, the number of sharigédrs’ representatives is the same as the workers’
representatives plus a neutral person, who mediategeen both parties (ibd.: 56-73).

According to the aforementioned Acts, workers’ iag representative institutions like works cowncil
could be established within firms with at least Employees. Works councils have important co-
determination rights by the negotiation and regoitabf central items such as wage and working time.
As a compensation for this, workers and works cidsintave to respect the so-called “peace
obligation” (Friedenspflicht see below). Both employers and workers repregeesahave to be
“politically neutral" and “cooperate trustfully” Wi each other (BetrVG 81 § 74, Abs. 2). In casg the
cannot reach agreement, they have the possililigget up an arbitration committee constituting rof a
equal number of employers’ and workers’ represemsitand a neutral chairman. The final decision
can be made by this impartial chairman (ibd.: 57).

The same bargaining conditions apply to trade wi@mnd employers’ associations. Sector-specific
unions and employers can negotiate at branch agidn@ level. The running period of collective
agreements varies. For wage agreements they nlastiypetween one and two years. Strikes are not
allowed during the negotiation process of collectgreements (peace obligation). They can only be
called after all negotiation margins have been estel. Failing a consensus, a neutral mediation
committee can be set up and commissioned withitta decision. The Collective Agreements Act
provides the state with the opportunity to exterablective agreement to the concerned sectordn th

55



whole country under certain conditions. Howevetjluhe 1990s, this opportunity was seldom used
(see Traxler, 1998: 253).

8.2 Recent pressures to adjust the regulation fraonke
Process of “organized decentralisation” of collectie bargaining

Since the mid 1990s, we can observe a diminishingortance of collective agreements as a
regulatory framework for the conditions of work fmany reasons. Firstly, the coverage of collective
agreements has decreased as a result of declirsdg tinion density and a declining number of
employers in employers’ associations, in particidfter German reunification. Eastern Germany
lacked the tradition of employers’ associations] irms in that part of the country were reluctimt
become members of those associations, so they omifttain their freedom not to pay the bargained
wages. However, many firms refer to the local aglanal collective agreements even if they do not
belong to any employers’ association (Hans-BocHlgitung, 2008b). Secondly, the number of opt-
out clauses @ffnungsklausely which entitle workers’ representatives and eryets to introduce
different conditions at the firm level than thosedl down in the collective agreement, has grown.
Thirdly, increasingly independent unions have bfsmded and compete with the well-established
ones. A recent decision of the Federal Labour Camirtollective bargaining in the railway sector has
made clear that this competition is legitimate Beg 8.1) (cf. Seifert, 2006: 5-6).

Box 8.1: The labour conflict in the German railwaglustry

The recent strikes organized by the union of engirigers GDL (Gewerkschaft der Deutschen
Lokomotivfiihrey were the biggest in German history. The GDL decitieddisrupt commercial
transport in order to reach a wage increase. The &l the German railway comparyeutsche
Bahn AG,had been arguing for months about basic wagesaamking time. The chairman of the
GDL, Manfred Schell, called for a 31 per cent waggease and a separate collective agreement for
the 12,000 engine drivers and train guards reptedeoy his trade union. The other unions of the
railway sector, GDBA Gewerkschaft Deutscher Bundesbahnbeamten und Aemvamd Transnet
(Gewerkschaft Transport, Service, Ngtzead already agreed a 4.5 per cent wage incfeasaost
employees oDeutsche Bahn AGI'he chief executive ddeutsche Bahn AGHartmut Mehdorn, firs
refused a specific collective agreement for tharendrivers. Yet, in recent negotiations, he offieas
wage increase for all engine drivers by 8 per esnivell as new working time rules, so on the whole
they will get 13 per cent more salary. This caméoimcriticism from the competing unions Transnet
and GDBA.
The bargaining between the German railizsautsche Bahn A@nd the GDL culminated in a
dispute about the legal principles of the Germalhective bargaining system, namely about tariff
unity (Tarifeinhei) versus tariff plurality Tarifpluralitat). Tariff unity implies that in the same
company only one collective agreement is valid. EneployerDeutsche Bahn AGlefended thig
principle together with the competing unions Tragtsand GDBA. It refused to sign an individual
collective agreement with the GDL and said thatrtbikes would be illegal (Sachverstandigenrat,
2007: 361f.).
Finally, the Federal Labour Court decided, witherehce to the German Constitution, that this
decision infringes the basic coalition right whipfotects representative rival unions. The emplayer
Deutsche Bahn A@ not allowed to exclude an undesirable unioa tike GDL, whose union density
amounts to more than 75 per cent, from the colledtiargaining by signing collective agreements
with its competing unions. The strikes of the GDlerefore have been granted legitimacy by [the
Court (Sachverstandigenrat, 2007: 362).

Between 1995 and 2005 the number of workers covieyecbllective agreements fell from 69 to 59
per cent in western and from 56 to 42 per centastegn Germany. The trade union organisation
density among the unions belonging to the umbreliganisation DGB declined by 15 per cent
between 2002 and 20@i®d.). The proportion of women who left the uniover this period amounted
to 14.4 per cent. According to estimations of tlorkdation of the German Trade Uniom$ags-
Bdckler-Stiftuny, the trade union density amounted to between2D2® per cent (Hans-Bockler-
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Stiftung, 2007, 2008b) in 2006. Schlesteal. (2005: 571) estimate this rate at 22 per cent0d52
compared to 34 per cent in the early 1990s. In 208%er cent of temporary workers were unionized
(ibd.). 75 per cent of firms with works councilspap opt-out clauses on wages (Hans-Bockler-
Stiftung, 2008Db).

Discussion on the introduction of a minimum wage

The erosion of collective agreements as a centsatuiment for regulation of work conditions has
raised a big discussion about alternative providmrecent months, a discussion has arisen betwee
the governing parties and employers and trade smepresentatives on the introduction of a stayutor
minimum wage. Some economic experts call for auphstatutory extension of collective agreements
as is widespread practise for instance in Franecgond are struggling for the idea of a statutory
minimum wage (see section 2.5) associated withtiaddi provisions at the sector level in collective
agreements (DGB, 2008: ®ecause the number of wage earners needing samefits is on the
increase. A sector-specific minimum wage systemlevoansolidate wage provisions above this norm
(Seifert, 2006: 7). Haucap and Wey (2008) sugdestestablishment of a competition control organ
which could help both workers and firms to be befietected from wild competition, particularly
from wage dumping, and therefore compensate fordth@nishing regulatory power of collective
agreements.

The first minimum wage was introduced in the camdton industry on the basis of the Workers’
Posting Act Entsendegesétzigned in March 1996, as it extended minimum walgéd down in
collective agreements to the whole national corstyo sector, independent of the nationality of
workers and companies (painter and decoratorspgicig industry, roofing workers, electricians).
This Act was extended by the government to cleasargices on the 23th of August 2006 and lastly
in 2007 to the postal services.

As a consequence of the 2002 reform of the Tempaféork Act, the collective agreement of 11th
June 2003, agreed between the Temporary Agencisciation Bundesverband Zeitarbeit Personal-
Dienstleistungen e.VBZA) and the DGB trade unions, governing employmentvaage conditions

of temporary workers in Germany, was extended ltbeadporary workers. The collective agreement
fixes hourly wages at between EUR 6.85 and EUR(L%see Bothfeld and Kaiser 2003: 486).
Through this, 99 per cent of temporary work agentiave been covered by collective agreements
since 2004. Trade unions maintain that a strongetralisation grade would help to reduce growing
wage inequalities. In addition, the promotion af thocational training through collective agreements
has also been an important issue in collective aiairgg since the mid 1990s (see Bispinck and
Schulten 2005: 470-471).

Up til the end of March 2008, branches, in which tiollective agreement coverage is higher than 50
per cent can be covered by the Workers' Posting detditional on a common request by the
representative collective parties (BMWi, 2008: Zlfis procedure has been applied to the collective
agreement on temporary work, which was signedeaetid of May 2006 on the basis of the Workers’
Posting Act and which sets minimum wages and cmmditof work for temporary workers. This
collective agreement shall definitely be includedthis act by the end of March 2008. Also, in the
branch of industrial textile services, a collectagreement has been signed which, in order to be
implemented, requires the extension of the Worké&wssting Act to this sector (DGB, 2008: 8).
Another prominent example is seen in the caseefehbently liberalised sector of postal servicee (s
box 8.2). The government also envisages the amamntdoh¢he Act on Minimum Conditions of Work
(Mindestarbeitsbedingungsgesetf 1952, with the aim to introduce minimum wades employees
working in economic branches, in which the coverafjeollective agreements is lower than 50 per
cent (Bundesministerium fir Wirtschaft und Techigodo 2008: 21).
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Box 8.2: The labour conflict in postal services

In mid August 2007, the leaders of the partiesawer, after consultations with unions and employers
associations, decided to examine whether a mininvage could be introduced in the postal services.
This could be realised by applying the Workers'tPgsAct. At the beginning of September 2007, the
newly created postal employers’ association Passtieee.V. and the services union ver\derginte
Dienstleistungsgewerkschaftoncluded a collective agreement on a minimumenag workers in
letter services, which came into effect on tRieOttober 2007 and can at the earliest be abrogated
the 30" April 2010. In December 2007, the governing graadlition decided to introduce a minimum
wage for postal workers of EUR 8.00 per hour interasand EUR 9.80 per hour in western Germany.
Employees in the main sorting offices and otherklstaff should receive EUR 8.00 in the east and
EUR 8.40 in the west of the country (Sachverstéehiat, 2007: 367).

This decision has been sharply criticized by maggnemic experts. They denounced heutsch
Post AGfor using the minimum wage in order to protecthitsinesses, including its subsidiaries and
subcontractors, from competitive pressures on ¢kently liberalised market (Verstandigenrat, 2007:
367f.; Brenke and Eichhorst, 2007: 121ff.). The medmpetitors of the German Post, the PIN AG
and TNT, which employed 5,000 workers each and kvinitended to quadruple their workforce in the
next years, had to cut many jobs and finally decldrankruptcy.

The federal government still discuss proceduresylbigh a minimum wage could be introduced. Up
til now, the legal extension of a collective agreemby the Social and Labour Ministry has
constituted the only opportunity for introducingtatutory minimum wage. This right is embedded in
different laws: the 1949 Collective Bargaining LéTarifvertragsgese)zthe 1996 Workers’ Posting
Act (Arbeitnehmer Entsendegegetthe 1952 Law on Minimal Conditions of Worteésetz Uber die
Festsetzung von Mindestarbeitsbedingungém alternative way would be to pass a new hill @
uniform minimum wage for all sectors (Sachverstgadrat, 2007: 364f.). In June 2007, the parties in
power, the CDU/CSU and SPD, agreed on a concepa foinimum based on two actions: 1) the
extension of a collective agreement with a coveratge of at least 50 per cent to the whole braggh;
the renewal of the 1952 Law on minimal conditiorfswork (Gesetz Uber die Festsetzung von
Mindestarbeitsbedingunggin order to compensate the lack of collectiveeagrents in some sectors
or weak coverage rates of collective agreementshiastandigenrat, 2007: 366).

8.3 The German co-determination in the Europeanesdn

Over the last ten years, three main European diescivere introduced at European level which for
many reasons raised the question of the adjustofehe German system of industrial relations: the
European directive on European Works Council imdrational companies 1994 (EU-Richtlinie
94/45/EG); the European directive on the statufEofopean stock corporations 2002 (Societas
Europaea, SE) (2002/14/EG); the European directegarding the participation of labour in
management committees 2003 (2003/72/EG; 1435/200@se European directives aimed at defining
a general framework for the institutionalization afEuropean labour relations system by setting
standards for social dialogue and the participaiiiormation and consultation of workers.

Effect of European directives

The aforementioned European directives have andmfma the German national framework of
industrial relations. The directive on European kvoouncils in transnational companies does not
prescribe any provisions regarding decision-makprgcedures and the process of collective
bargaining. It assigns workers’ representativey oohsultation rights. The introduction of European
work councils in German firms therefore contrasithwhe strongly institutionalized co-determination
rights in Germany. The implementation of the disectraised the question of how to avoid already
existing co-determination rights losing efficienoy even disappearing, and conflict potential (see
Streeck, 1998a: 18). The implementation directinéh® status of European stock corporations is also
problematic as it considers co-determination asegotiation item” between labour representatives
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and management. Up til now, there is little evideabout the impact of these directives in practice.
But it is expected that they will shape nationaqpices in the future (Kluge, 2006: 10-12; Stettes,
2007: 8-10).

Recently, the employers associations (BDA/BDI) webetly criticized board-level co-determination,
especially the composition and the size of the dmaEmployers call for a reduction in the number of
labour representatives by up to one third, theaaghent of existing co-determination provisions by
consultative ones and the withdrawal of the amemdrokthe Work Constitution Act of 2001, due to
recent developments at the European level. Thetiatopf the long-standing controversial European
Directive on the European stock corporations’ sta{@002/14/EG) in autumn 2001 enabled
transnational consortiums to create a single E@opegal firm which is permitted high flexibilitynd
mobility within Europe. A European Directive regengl the participation of labour in management
committees has complemented this directive (20082 1435/2003). Previously, the possibility of
founding a European stock corporation had been bgezpponents of co-determination in Germany
in order to justify their claim for abolishing €o-determination would disadvantage German firms in
their location decisions and slow down the decisi@aking process (Keller, 2006: 46; Thumann,
2006: 3-9).

In response to the employers’ criticisms that ctedeination would be too cost-intensive, because of
the higher wages and job security, unions have asipéd that co-determination bears two important
advantages for employers: Firstly it would encoeragiployers to invest in the training and further
training of workers. Higher costs would therefore tompensated by lower staff fluctuation und
higher worker motivation. Secondly, a higher quedifion of workers and stronger performance
willingness would provide an incentive for emplayéo invest in cost-intensive plants and equipment
which, in return, would enhance the productivityarket shares and profit margins of the firms
(Abelshauser, 1997: 7; Sachverstandigenrat, 2068). 3lts economic value is not only due to its

irenic and socio-political function, but also irs itontribution to the stabilization and decrease in
production and transaction costs within complex kagaind production processes” (ibd.: 10). An

increasing number of studies emphasise the posiienomic effects of co-determination, in

particular on firms economic performance (see ¥ijtaD06; Jirjahn, 2006: 215ff.; Thannisch, 2007).

Many studies also underline that industrial demogiand social cooperation cannot just be reduced to
a cost-benefit-analysis of stakeholders (see KeB&06: 46). The long-standing social peace in
Germany was the merit of a system representing everknterests. Co-determination at the board-
level has contributed to peace, consensus and aiape It promotes the workers’ confidence in the
corporate culture of the firms and an understandimgng the staff of the needs and decisions of the
firms. The Co-determination Act has therefore oted rational decisions from pressures coming
from short-term market fluctuations, cyclical ecomo changes and opportunistic competition
(Streeck, 1992: 324; Streeck 1998b: 16).

Recently, much discussion was raised in the coumgarding workers’ partaking in the economic
success and capital of firms, after quantitativalygses had shown that the prevalence of such
participation models in Germany is below the Euespaverage. According to the 2005 IAB Survey
of Firms, in only 9 per cent of all German firmsynkers share in the firms revenues, and in onlgr2 p
cent of them workers share in the capital. Thie natreases with the size of firm. 34 per cenfrofig

with at least 500 workers partake in revenues. Aighest participation could be found in the credit
and insurance businesses, as well as in miningggr@aad water supply. The rate of participation in
capital is more widespread in firms owned by foneigvestors than in others. At the beginning of
January 2007, 3,750 firms with capital participatemploying in total 2.06 million workers were
registered (Sachverstandigenrat, 2007: 376). Antamgpean countries, Germany ranks in the middle
with regard to the participation of the workforeerevenues and capital (Sachverstandigenrat, 2007:
376).

Following the publication of these results, a padit and economic discussion was raised on whether

workers’ partaking in firms’ success and capiditarbeiterbeteiligung is the adequate instrument to
reach a more equal distribution of income and aehpisets and a higher employment level (ibd.: 368-

59



369). In June 2007, both government parties in pammounced up-coming programmes aimed at
promoting workers’ participation in their firms’ sets. The “firms’ pact on social capital partngoshi
was proposed by the right-wing CDU/CSU parties #red“Germany fund for workers” by the left-
wing SPD party. Both programmes differ considerablye SPD conception on labour participation in
capital relies on the idea of a fund which is maargnable firms in Germany to provide their wogker
with, additionally to the agreed wage, a voluntaimare in the firm. The pact proposed by the CDU
and CSU comprises some contractual fundamentalshwstiould govern the relationship between
management and workers as well as the form and mtnaduthe participation, the acquisition of a
capital share, the share in case of loss, infoonmadnd participation rights of workers and purckase
or lay-offs. These parties also advocate an immtostate incentives system, according to which
workers could get a maximum amount of EUR 1,000ré&dief per year as capital participation in the
firms they are working in. Despite the differen@egheir proposals, both coalition partners want to
agree on a common resolution which should legaXyttie forms of labour participation in capital
(ibd.: 368-378).

The German Council of Economic Experts regards Ipatitical programmes as unconvincing and
strongly recommends leaving it up to the sociatrgas to agree about rules for worker participation
in firms’ capital as part of collective bargainiag the firm and branch level. The Council sees a
number of problems in existing empirical research effects of labour participation on income
distribution, employment and productivity. Althouglositive effects might be found, the empirical
evidence is limited. The Council criticises thetastmtervention in this area and puts the low worke
participation in capital in Germany, compared toestEuropean countries, down to the different state
financial and tax incentives systems in those aoesit Furthermore, the Council argues that tax
breaks for some capital investments would have gathee effect on decision neutrality, lead to
inefficient capital allocations and thereby reduasfare (ibd.: 378-381).

Flexible forms of employment: new challenges for ws councils’ daily work schedule

The increase of flexible forms of employment and thecrease in regular employment subject to
social insurance, described in the previous chapfier particular chapters 1, 2 and 3), raise the
question of the effects of these developments emitrk schedule of labour representatives. What are
the problems they are confronted with, and whatl kifistrategies have they developed to cope with
the new situation?

In 2006, almost 13 per cent of the firms in Germamploying 51 per cent of the workers had a works
council. In 2002 the proportion of firms with a Wwercouncil amounted to around 16 per cent and the
covered workers to 56 per cent. The likelihoodhef presence of a works council strongly depends on
the economic sector. Besides the construction sedervices are acknowledged as a “co-
determination free zone”. In the trade sector,udilg the retail trade and gastronomy, two out of
three workers are not represented by a works cbu@einerally, in labour-cost intensive sectors,
which commonly have a lower union density, labepresentatives are especially scarce. The firm
size is another determinant for the existencewbiks council (Ellguth, 2006: 74). Most SMEs do not
have a works council, in contrary to the big comearin the industrial sector. Up til now, there has
been little evidence for the impact of the spregfieaible forms of employment on the work schedule
of labour representatives.

In a recent survey of firms financed by the Fouiwtedf the German Trade Unions, 80 work councils
in firms with a particularly high concentration temporary workers were interviewed. In 30 per cent
of the interviewed works councils, the employersead with the workers’ representatives that the
voices of temporary workers have to be considemaslarks council elections. In 70 per cent of cases
they did not. One out of four works council chaimeas for the abolition of temporary work arguing
that this constituted “slave labour”. The majoritf/the interviewed persons expressed their aim to
better control and organise temporary work. 43 gamt considered temporary work as a useful
“flexibility cushion” only in order for case worksouncils to be able to avoid “wild expansion”. 3 p
cent intended to reach equal treatment and equafgratemporary workers. Such an answer was
given most often in firms with a high concentratimfrtemporary workers. Only approximately 30 per
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cent of the interviewed works councils had allodate a person responsible for temporary work
matters. 20 per cent had set up a committee or galp. In many cases, works councils intervene
only in response to pressure by the core workdrs.rfiost frequent reason for these interventions was
the manipulation of the temporary workers’ dispositto work overtime by the management. In these
cases works councils had to mediate between batigrvention is more successful in firms in which
works councils regularly take care of temporary keos interests. Contact with temporary workers is
mainly instigated by walks through the premisesA({inper cent of the firms) and talking sessions (24
per cent).

By exercising their duties, works councils faceethrparticular difficulties: the great extent of
temporary workers’ problems, missing informationtemporary work, and the continuous expansion
of temporary work. The works councils can neith@ve all problems of temporary workers, like for
instance that they receive lower wages for the s&me of work, their limited employment
perspectives and missing overtime payments, netthegual treatment with regard to the hours of
work and social benefits. Only about half of therkgocouncils are regularly informed about the
extent and form of temporary work applied in thi@m. 30 percent are irregularly informed about
this, and 20 percent not informed at all. Worksrauls are especially involved in temporary work
decisions in firms where they make their respofigilfor temporary matters clear. This applies & 7
per cent. In one fifth of the surveyed firms, arfilevel agreement had already been concluded in
which the rules for the organisation of temporanrkvare laid down. These include, most of the time,
the defining of the maximum extent of temporary kvam the firm, training rules and rules for
transition into the core workforce. In 16 per cefithe firms, remuneration of temporary workers had
not been written down. A particular problem regagdthe duties which the works councils have
towards temporary workers is the continuous expansf this employment form. The number of
employees who need to be protected is increasinde whe resources remain the same. The
researchers, who presented the aforementionedtsese¢ommend increasing the works councils’
resources in the form of a “temporary workers’ &nim order to enable temporary workers to be
protected by the co-determination legislation &f finm (Wassermann and Rudolph, 2007: 4-5).

Recently, unions have developed new strategie®tierbrepresent the interests and special needs of
the growing number of self-employed. Single selptoyed persons are neither employers nor
employees and are therefore not covered by cldsgigaorate interest representation structureshWit

a view to influencing their conditions of work amgtreasing their social protection, efforts haverbe
made by trade unions in the form of insurance paysidegal advice and assistance for contractual
settlements (Schulze Buschoff, 2007: 392).

IV. Conclusions
1. Main Trends and Linkages

Figure IV.1 shows an attempt to map the main deeémnts revealed by the review of studies in the
previous chapters and the linkages between therporbant factors which have shaped these
developments include, in the economic sphere, gk BDP growth of recent years and, in the
institutional sphere, far-reaching legislative refe as well as an ongoing transition process in the
industrial relations system. The main outcomeschviiiave been found consist, on the one hand, of
(1) high employment growth and reduction of unempient and, on the other hand, (2) a modest
development of real wages on average, (3) risimgjuality of net incomes and poverty, (4) rising
career uncertainty, (5) growing health risks. Thaimmfactors and interrelationships which have
apparently contributed to those developments wilbbtlined in the following.
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Figure IV.1: Main trends and linkages in employmemditions
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1.1 High employment growth and reduction of unegmknt

Employment grew at a rate of 0.6 per cent in 2006 h7 per cent in 2007; the unemployment rate
fell from 9.1 to 8.1 per cent in 2006 and was exgp@do reduce further in the year 2007. Different
researchers assume that this recovery in the labwuket was not only due to the favourable
economic conditions, notably the growth of GDPhiade years, but also to legislative changes and a
moderate wage policy. It is likely that the recgntitroduced instruments of active labour market
policy: notably the promotion of self-employmentrabgh start-up subsidies, the promotion of
temporary work through the creation of Staff Sexvigencies, the reform of the rules for entitlement
to unemployment benefits, their linkage with theigdiion to take up offered employment, and the
provision of wage subsidies (for mini-jobs, midbf one-Euro jobs); have contributed to the
reduction of unemployment, in addition to the efffeteconomic growth. However, this contribution
has not yet been confirmed empirically. Not enotigte has passed since the implementation of these
reforms to be able to notice a definite effect tstnctural unemployment (see section 11.2). Evaluadi

of the different instruments of active labour manselicy introduced in the scope of the Hartz rafer
even showed a negative influence on labour maritegration in the short run, resulting from the so-
called imprisonment effect. Participation in thopeogrammes prevents the unemployed from
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searching for a job, at least in the beginning. pasitive effects, commonly expected from growing
employability, only begin working after a certaierjpd of time. A positive net-effect on labour
market integration of the unemployed has yet tadeertained so far (see sections I11.5.2, lll.&r8)
[11.5.4).

1.2 Modest development of real wages

Since 2001, real wages have grown at a smallettmatethe GDP. From 2002 to 2005, the growth of
nominal wages did not even offset the increasé@fcbst of living. This moderate wage policy may
be attributable to both, the concern of trade uwmitmenhance the competitiveness of the German
economy, as well as their diminishing bargainingv@oand decentralisation of the industrial relagion
systems. As a consequence, workers shared lessetieainbefore in the added value generated in
Germany (see sections 1.2 and I11.2.1). HoweVee, odest wage growth, combined with a reduction
of social security contributions, has led to a wmiun of labour costs and thereby most likely
contributed to the recent expansion of employmadtraduction of unemployment.

1.3 Rising inequality of net incomes and poverty

In recent years, gross wages did not only incrézssethan other sources of income, they also became
more unequally distributed across workers. Thisvaa®us reasons. The growth in output has led to a
rising demand especially for higher-skilled labdar, which employers are commonly willing to pay

a greater wage than for lower-skilled labour, duéheir greater productivity. Accordingly, the wage

of the higher skilled workers increase even furtldrile those of the lower-skilled remain more or
less unchanged. The analysis of the developmestteaxfutive wages in section I11.2.4 has shown, that
beyond qualification level also other factors, tetwith market deficiency, may play a role initify

the incomes of the very rich. Deregulation of thistem of industrial relations, notably the decnegsi
coverage of collective agreements, decentralisatfomage bargaining and a growing use of opt-out
clauses (see section 111.8.2), have created thgesfy a greater spread of wages throughout ecanomi
sectors and occupation groups. Moreover,Haez reforms apparently achieved their goal to extend
employment in the low-wage sector by creating nelvs jwith remarkably low gross wages (as low as
one Euro per hour), subsidised by the state. Asrsexjuence the distribution of gross wages has
become much more unequal than in the past, whileritome gap between the east and west of the
country has modestly narrowed (see section 111.2.2)

The rising inequality of gross wages, combined watlgrowing proportion of income from self-
employment and capital income, has contributed gooaving inequality in the distribution of market
incomes. As people pay taxes and social securityribotions, obtain social transfers, and poolrthei
resources and expenditure with members of theisdlonid, the inequality of net disposable incomes
becomes much smaller than that of market incomesiaGtransfers include also the wage subsidies
paid to persons working on a Mini-, Midi- or OnefBuob. However, the social safety-net has
apparently become weaker. The overall amount dikpotection expenditure has been cut and those
persons without employment face an increasing oiskving in poverty (see sections II1.5.1 and
111.5.2). Persons earning a low gross wage are ikety to be poor than in the past (section 1lBR

To substantiate this, the Gini coefficient of nepddsable income has risen from 0.26 in 1999 t& 0.3
in 2005, which marks a considerable increase ofileguality of standard of living (see section
11.2.3).

1.4 Rising career uncertainty
The previous economic upswing from 1998 to 20005 secompanied by a remarkable extension of
non-regular employment, such as self-employmentnaily single self-employment, temporary

work, short-term and part-time work, as well asdy extension of working time flexibility. This
development had been made possible by a relaxafitine employment protection legislation in the
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years before. An important objective of the labmarket reforms implemented after 2002 was to
promote the transition from unemployment into thaosmn-regular types of employment. As a
consequence, in particular the growth of self-emplent and temporary work, which had been
supported by the start-up subsidies and the eskabéint of Staff Service Agencies, obtained a new
impetus (see section Ill.1). Short-term, temponaork and self-employment are linked with much
greater uncertainty about employment possibiliiesthe future than employment based on an
unlimited work contract. This means that for a grayvshare of workers it is difficult to develop
longer-term life plans, as they do not know whetireat under which conditions they will be working.

1.5 Growing risks for health

The expansion of self-employment and the growiegifflility of employees' working times have been
accompanied by an increase in work at inconvemients (night, weekend and shift work) and unpaid
overtime (see section 111.3.3). This has been cifié in a growing spread of working times across
employed persons since 2000 (see section llIl.Bidpany cases, the flexibility of working time istn
controlled by the workers but by the employersitlzes a result of corresponding clauses in the work
contract or increased worker responsibility for #ohievement of tasks. Disruptions of work rhythm,
lack of working time sovereignty and growing resgibility generate stress, which has a negative
impact on the workers' health.

One would assume that stress is also an importatacteristic of jobs in the low-wage sector,
subsidised by the state, which previously unemmqyersons are forced to take up, so as not to lose
their entitlement to unemployment benefits, under Hartz reforms. It is also likely, that these
workers show a particularly low identification witheir tasks. Moreover, as their gross wages are
much lower than those of the regularly employederofthey may be less respected than their
colleagues. This may open the door for harassmaemfgir treatment or discrimination at the
workplace.

According to an amendment of the Labour Protectiaw of 1996, employers are obliged to have in
place measures for monitoring their employees'thedhis would be expected to have limited the
health risk of workers. However, many companiesshaet yet implemented the measures laid down
in this law. Self-employed and temporary workees starcely covered by related activities.

2. Implications for the decency of work

Do the aforementioned developments give rise focem about the decency of work in Germany?
This report has shown that working conditions hal@arly worsened for the average worker with
regard to their income (in terms of wage and nebrme), prospects for development in their future
and protection from health risks. Employer contegr the timing of hours worked has increased. The
fact that under certain conditions unemployed pessare obliged to work constitutes another
remarkable intervention in workers' sovereignty:fair income", "security in the work place", good
"prospects for personal development" and the "fveed..) to participate in decisions that affecith
[the workers'] lives", are important aspects ofatey of work, as the ILO (2008a) describes the

term?3

At the same time, the risk of becoming unemployad diminished in recent years. To be protected
from unemployment constitutes an important dimemsdd security at the workplace and social

13 According to the ILO (2008a), the term decent waslims up the aspirations of people in their wogkines.
It involves opportunities for work that is produetiand delivers a fair income, security in the vpdeike and
social protection for families, better prospects fersonal development and social integration,doee for
people to express their concerns, organize andtipate in the decisions that affect their livesl aguality of
opportunity and treatment for all women and men."
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protection for families, also highlighted in thesdgption of decency of work by the ILO. The
guestion arises whether this reduction of the uheynpent risk justifies the described worsening of
the conditions of work. In the public discussidme guestion is often raised: "Isn't any work praée

to the state of being unemployed, even if the werkot decent?". To answer this question, value
judgements are required about "what constitutegrdework?" and "under which conditions should
indecent work be valued as inferior to unemployrénthe authors of this study will not provide any
answers to these normative questions at this jugctu

The meaning of "decent" can be glossed over wititisactory, of an acceptable standard" or
"sufficient in quality and quantity” (ILO 2008b)t tan be argued that the judgement of what is
acceptable and sufficient depends on the circurostaaf the particular country and on the standards
achieved by society on average. For this reasopowerty research, it has become common practice
to define the poverty in line with reference to thedian or mean standard of living of the countfy (
Sen, 1983, 1985, Townsened, 1985). The same cowoefd be applied for the determination of
thresholds for the decency of work. In general, dpglication of this approach would imply that a
rising polarisation of work conditions correspondgh a growth of indecent labour. For example, the
fact that a growing proportion of workers in Germaarn a low income, can be regarded as even less
acceptable than the average income of more wall\warkers rising. At the same time, a wage earned
by a person on a low-wage job in Germany might dgarded as a lot of money in the eyes of an
average worker in Bulgaria or Romaria.

As long as nobody is obliged to take up employmahg level of unemployment benefits
automatically provides a minimum threshold for ioelet employment. If the conditions of work
become unacceptable in the eyes of the worker & ias the choice to quit his job and live on
unemployment assistance, which is commonly far fommfortable. This situation has changed with
the reform of the unemployment assistance in tiopesof the Hartz reforms. Now, the reception of
this support is conditional on the unemployed peragreeing to take up any job offered which is
considered as acceptable by the Employment Offidewever, the Employment Office does usually
not have the means to fully forecast the decendiietonditions of work in the offered job. Indeten
conditions of work are often associated with sociahflicts at the workplace, informal practices
conducted by employers and others. As, after thezHaforms, the previously unemployed has lost
the option to quit the offered job, the questiomwhthe decency of work has become much more
relevant than ever before.

14 See Hoffmeister, 2006, for a related discussidhénarea of income poverty.
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