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1 Introduction

Over the last ten years, Germany has been the country that has displayed the greatest degree of restraint in collective bargaining.  Few other OECD countries have had such a modest increase in unit labour costs and few have lived below their means to the same extent in terms of wage policy. This has had a mixed impact on the economy.  On the one hand, extreme wage restraint has significantly improved the competitiveness of German industry and resulted in a sustained improvement in the country's position in export markets. On the other hand, the weak levels of domestic demand can be partly attributed to the slow development of wages with far-reaching impact on labour market and employment.  Development of wages in Germany is largely determined by collective bargaining policy, and this has been subject to fundamental changes since the early 1990s.  The main elements of this development have been a decline in the number of companies and workers bound by collective agreements, a strong trend towards decentralisation combined with escape clauses and an increase in performance- and profit-related pay. This chapter describes the basic system of collective bargaining and the changes that have occurred in it, the collectively-agreed wage structures and wage trends and puts these in a macroeconomic context. 

2 System of wages and collective bargaining

2.1 Collective agreements and their binding nature

Wages and salaries for the majority of employees in Germany are still laid down in collective agreements. A typical feature of the collective bargaining system in Germany is the so-called regional or sectoral agreement concluded by a trade union with an employer's association. With more than 250 different sectors, the structure of German industry is highly differentiated. The most significant collective agreements for wages policy in Germany are those for the metalworking industry, which cover several segments including automotive production, engineering, electrical goods, shipbuilding, aerospace and foundries. Other collective bargaining groups, for example in the services or trades sectors are more narrowly defined. 

In addition to regional or sectoral collective agreements, Germany also has a large number of company agreements concluded by the trade unions with individual companies that are not members of an employers’ association. Their importance varies considerably from sector to sector. In the oil industry, which is dominated by a small number of companies, as well as in the aviation or telecommunications sectors, company agreements predominate. In the energy sector, too, some company agreements play an important role in addition to sectoral agreements. In those areas with sectoral agreements, the company agreements that exist in parallel to these often recognise the provisions of the relevant regional agreement. 

Since the mid 1990s there has been a distinct decline in the number of companies bound by collective agreements. In western Germany, the total proportion of employees covered by collective agreements (industry and company agreements) has sunk from 76 % in 1998 to 67 % in 2005. In eastern Germany, the figures for the same period show a decline from 63 % to 53 %. The coverage only by industry-wide agreements which are the dominant type of agreements in western Germany declined from 69 % in 1996 to 59 % in 2005, while in eastern Germany the decline was from 56 % to 42 %. In other words, almost a third (western Germany) or almost half (eastern Germany) of employees are currently not directly covered by collective agreements. 

The figures are even lower if one looks at companies: In western Germany, 41 % of companies are bound by collective agreements, whereas the figure for eastern Germany is a mere 23 %. Put in reverse, this means that more than half of companies in the west and three-quarters of companies in the east are  not bound by agreements. These figures are somewhat relativised by the fact that almost half of companies (48 %) claim to base their settlements on the relevant sectoral agreement, but nevertheless it can be said that the “white spaces” on the map have grown in recent years. An additional factor is the fact that trade unions in a growing number of sectors are facing – in some cases insuperable - problems in having collective agreements renewed when they reach the end of their validity. 

Employees and companies bound by collective agreements 1998 – 2005 in %

	
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	Employees
	
	
	
	
	
	
	
	

	- West
	76
	73
	70
	71
	70
	70
	68
	67

	- East
	63
	57
	55
	56
	55
	54
	53
	53

	Companies
	
	
	
	
	
	
	
	

	- West
	53
	47
	48
	48
	46
	46
	43
	41

	- East
	33
	26
	27
	28
	24
	26
	23
	23


Source: IAB-Betriebspanel

Wage negotiations, as already mentioned, are usually carried out at sectoral level. However, in most sectors the negotiations do not apply to the entire country but rather only to individual regions or federal Länder. Frequently a regional settlement is then used as a benchmark for the other collective bargaining regions (e.g. in the metalworking industry). Nevertheless there still exist sectors in which wage and salary agreements are valid throughout the entire country – for example in banking and insurance. 
Overview: Industrial sectors acc. to level of wage agreement in western and eastern Germany
	Sector
	Type I

Supra-regional
	Type II

Regional
	Type III

Company

	
	West
	East
	West
	East
	West
	East

	Banking
	R
	R
	
	
	
	

	Construction 1
	W2, S3
	W, S
	
	
	
	

	Chemical industry
	
	R
	R
	
	
	

	Deutsche Bahn AG 
	
	
	
	
	R
	R

	Deutsche Telekom AG
	
	
	
	
	R
	R

	Printing
	W
	W
	S
	S
	
	

	Retail
	
	
	W, S
	W, S
	
	

	Iron and steel
	
	W, S
	W, S
	
	
	

	Energy
	
	R4
	R4
	
	
	

	Metalworking
	
	
	W, S
	W, S
	
	

	Public service: central government, local authorities, Länder
	R

W, S
	R

W, S
	
	
	
	

	Private transport 
	
	
	W, S
	W, S, R
	
	

	Textiles
	
	R
	W, S
	
	
	

	Insurance
	R
	R
	
	
	
	


W = wage, S = salary, R = remuneration 

1  Berlin West and East: regional wage and salary agreements. 

2  The country-wide wage agreement is partly implemented in regional collective agreements in which there are still further subdivisions of the wage groups to some extent.

3  Bavaria: regional sectoral agreements

4  In some regions there are also (sometimes additional, sometimes exclusive) company agreements.

Source: WSI-Tarifarchiv   as of: 31.12.2005

2.2 Collectively-agreed wages: composition and level

In the majority of sectors a distinction is made for remuneration purposes between blue-collar and white-collar employees, and separate wage and salary tables therefore apply to these two groups. However a growing number of uniform remuneration agreements now no longer make this distinction. Agreements of this kind have existed, for example, for many years in the chemical industry, the energy sector and – most recently – also in the metalworking industry (since 2003) and the public sector (2005/2006).

Collectively-agreed monthly remuneration usually consists of several of the following elements: agreed basic remuneration, performance-related remuneration (e.g. piece rate, bonus, performance bonus), function- and occupation-related bonuses (e.g. foreman’s bonus), bonuses or premiums for arduous work or extra hours (e.g. foundry-workers’ bonus, shift work and overtime bonuses). There are also annual payments such as additional vacation bonuses, special annual payments and capital-forming payments. 

The number of different remuneration groups varies between four and fifteen according to sector and category of employee. The spread of wages - in other words the percentage relationship between the top and bottom remuneration groups - ranges from approx. 115 % to more than 390 % (see Table)

Collectively-agreed wage, salary and remuneration structures in selected areas of western Germany 2005

	Sector
	No. of remuneration groups
	Type of remuneration
	Lowest group
	Medium group
	Top group
	Column 8 as % of column 3

	
	
	
	Starting level 
	Final level
	Starting level 
	Final level
	Starting level
	Final level
	in %

	
	
	
	after age of 18
	
	after age of 18
	
	
	
	

	(1)
	
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)
	(9)

	Banking
	9
	R
	1,773
	2,091
	2,011
	2,515
	3,479
	3,915
	220.8

	Construction
	6
	W 
	1,627
	1,627
	2,290
	2,290
	2,868
	2,868
	176.3

	(except Berlin-West)
	10
	S
	1,606
	1,606
	1,852
	1,852
	4,532
	4,532
	282.2

	Chemicals North Rhine
	13
	R
	1,880
	1,880
	2,202
	2,554
	4,405
	4,405
	234.3

	Deutsche Bahn AG Group
	15
	R
	1,244
	1,395
	1,688
	1,737
	5,650
	6,054
	486.7

	Deutsche Telekom AG
	10
	R
	1,798
	2,222
	2,105
	2,504
	4,448
	5,493
	305.5

	Printing
	
	
	
	
	
	
	
	
	

	Blue collar: western Germany
	7
	W
	1,679
	1,815
	2,156
	2,269
	2,723
	2,723
	162.2

	White collar: NRW
	9
	S
	1,447
	1,990
	1,657
	2,268
	4,250
	4,250
	293.7

	Retail NRW
	3
	W
	1,585
	1,929
	1,769
	2,288
	2,123
	2,746
	173.2

	
	5
	S
	1,187
	1,516
	1,358
	1,986
	2,435
	3,786
	319.0

	Energy NRW (GWE area) 
	15
	R
	1,653
	1,936
	2,207
	2,585
	3,811
	4,464
	270.1

	Iron and steel NRW
	9
	W
	1,379
	1,379
	1,689
	1,689
	2,075
	2,075
	150.5

	
	6
	S
	1,230
	1,504
	1,539
	1,888
	3,154
	3,628
	295.0

	Metalworking
	12
	W
	1,581
	1,581
	1,860
	1,860
	2,511
	2,511
	158.8

	North Württemberg/North Baden
	7
	S
	1,480
	1,741
	1,815
	2,134
	3,971
	3,971
	268.3

	
	17
	R
	1,649
	1,649
	2,228
	2,228
	4,155
	4,155
	252.0

	Public sector
	
	
	
	
	
	
	
	
	

	Central government
	15
	R
	1,286
	1,440
	1,688
	2,185
	3,384
	4,780
	371.7

	Local authorities
	15
	R
	1,286
	1,440
	1,688
	2,185
	3,384
	5,030
	391.1

	Private transport 
	4
	W
	1,513
	1,513
	1,665
	1,665
	1,725
	1,725
	114.0

	NRW
	5
	S
	1,303
	1,575
	1,482
	1,953
	2,309
	2,991
	229.5

	Textiles
	7
	W
	1,433
	1,450
	1,672
	1,702
	1,772
	1,802
	125.8

	Westphalia & Osnabrück
	6
	S
	1,442
	1,853
	1,893
	2,334
	3,713
	3,713
	257.5

	Insurance (office staff)
	8
	R
	1,950
	1,950
	2,028
	2,319
	3,159
	3,808
	195.3


Source: WSI-Tarifarchiv
as of: 31.12.2005

The following table shows the possible structure of collectively-agreed remuneration using the example of medium remuneration groups in the metalworking and electrical sector. For decades this sector had separate wage and salary structures for blue- and white-collar workers, but since 2004 there has been a step-by-step change towards uniform remuneration structures that will be completed by 2008. In addition to the collectively-agreed basic remuneration of € 2,295 per month there is a monthly performance bonus for which a minimum of 15 % (€ 344.25) is laid down in the agreement. Since the agreement of spring 2006, additional so-called capital formation payments of € 26.59 may only be used for state-subsidised private old-age provisions. An additional holiday bonus of 50 % of the existing payment and a special annual bonus (Christmas bonus) of 25 % – 55 % of monthly salary has been agreed. Allowing for all regular collectively-agreed income, the basic monthly pay amounts to three-quarters of total remuneration. 

Metalworking industry  North Württemberg-North Baden
	Remuneration elements  
	Employee

	Monthly basic wage 
(mid-ranking group1)
	2,295.00

	Monthly performance bonus 
	344.25

	Monthly asset-forming contributions 
	26.59

	Collectively-agreed monthly remuneration
	2,665.84

	
	

	Annual special payment2
	1,451.59

	Vacation bonus
	1,820.17

	 
	

	Total annual remuneration
	35,261.84

	Total monthly remuneration
	2,938.49

	 
	

	Basic wage as % of total remuneration
	78.1


1)
Group 7 of 17; lowest group for employees who have completed vocational training usually lasting three years 

2)
Graded acc. to years of service; here: 55 % of monthly salary after 3 years’ service 

Source: WSI-Tarifarchiv

as of: June 2006

3 Collective bargaining policy

3.1 Positions of the social partners

Employers

The basic position of the employers and their associations on the issue of income distribution can be summarised as follows: A long-term, moderate wages policy aimed at reducing unit labour costs is needed to achieve a lasting improvement in the competitiveness of German industry, as labour costs are currently too high compared with other countries. This is problematic in the view of the employers’ associations because globalisation results in higher yield expectations on the part of capital markets. The specifically German pattern of income distribution is, they claim, increasingly less acceptable to international investors. 

The idea is that greater differentiation of collective agreements according to productivity and macro-economic trends would allow for sector-specific conditions, and an expansion of performance- and success-related remuneration elements would contribute towards increasing individual income differentials. The employers basically have a positive attitude towards ideas like invested pay and capital formation, but they stress that such payments could on no account be made in addition to cash wages but would rather have to be offset against the overall scope for income redistribution. In addition, they believe that the best solution would be voluntary company solutions rather than binding agreements and supra-company funds.  

Within sectors, employers are calling for a much greater degree of differentiation according to the economic situation of the company concerned.  Thus Gesamtmetall - the employers association for the metalworking industry - has for years been trying to achieve agreements that only contain a small element of permanent pay increases and otherwise allow for one-off payments made at the discretion of the company. This shift of decision-making on pay policy to the companies themselves has been a central point of conflict between the social partners during recent years.

Trade unions 

What the trade unions are trying to achieve is an appropriate, lasting increase in collectively-agreed wages on the basis of regular pay negotiations – a demand that they typically justify in macroeconomic terms (cf. IG Metall 2001), calling for compensation for the increased cost of living so as to maintain the real value of incomes and thus indirectly support the most significant element on the demand side, namely consumer demand.  Increases in labour productivity are taken as an expression of the strength of the economy. Wage increases in line with the increase in productivity are intended to ensure that labour's share in national income - the ratio of the total wage bill to national income - should at least remain stable. If it falls, there is inevitably an increase in capital income. There is also a "redistribution component" derived from the trade unions demand for a more "equitable" distribution between earned and unearned income. By citing macro-economic data the trade unions are making it clear that their claim is not based on a desire to maximise the scope for income redistribution in individual sectors. This enables other, less productive sectors, to come on board and therefore maintains the possibility of achieving and overall more equitable distribution of income. In terms of practical collective bargaining, this does mean that sector-related data is not often used as an argument during actual negotiations. The idea of allowing individual companies to deviate from the provisions of collective agreements has for years been rejected in principle by the trade unions. 

3.2 Collective agreements: structure and trends 

Up until the mid-1990s, pay agreements were usually concluded on an annual basis. The deadlines for renewal of agreements were spread across the year, with the vast majority of between 70% and 80% being renegotiated during the first four to six months of the year. In recent years, however, the duration of pay agreements has increased significantly to a current average of two years. The main reason from the employers’ side is to have a secure base for the calculation of the labour costs for a longer period of time. The unions - forced onto the defensive - had to accept more or less this demand. 
Table: Duration of collective agreements (in months)


	
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	West
	13.4
	15.1
	16.2
	16.8
	12.7
	13.8
	21.5
	14.1
	18.1
	20.4
	21.8
	25.2

	East
	
	
	
	
	
	14.7
	23.3
	16.4
	19.7
	21.0
	22.0
	28.4


Source: WSI-Tarifarchiv

as of: 31.12.2005

Collective agreements usually contain a (permanent) increase in basic pay.  During the past 10 years - with the exception of the years 1995 and 1999 -  these were extremely moderate in terms of the scope for income redistribution. Only twice (1995 und 2003) was the average pay increase marginally higher.

Table : Scope for income redistribution and pay trends in Germany 1995 – 2005 (in %)
	
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	Scope for redistribution1
	4.3
	3.9
	4.4
	2.1
	2.0
	4.0
	3.8
	2.9
	2.3
	2.5
	3.5

	Pay increase
	4.6
	2.4
	1.5
	1.8
	3.0
	2.4
	2.1
	2.7
	2.5
	2.0
	1.6


1 Sum of increase in cost of living and labour productivity per hour

Source: WSI-Tarifarchiv

as of: 31.12.2005

Often, however, such increases did not immediately follow the termination of one pay agreement but rather only came into operation after a number of “zero months” during which there was no pay increase. In many cases the social partners agreed on one-off lump-sum payments for this period. The main problem is that these payments are not integrated in the wage table and therefor produce only a one-time effect. The next table shows that over the last 10 years between just under 50 % and 90 % of employees had to accept a delay in their pay increase, usually of between one and four months.  The majority received one-off payments in compensation amounting on average to between € 30 and € 75 per month.  

Table: Employees with delayed pay rises and lump sum payments

	Year
	Employees with collective agreements
	Value of lump sum in EUR per month2

	
	With delayed pay rises

 in %
	With lump-sum payments in %
	

	1995
	70.0
	61.8
	74

	1996
	59.9
	48.1
	30

	1997
	58.8
	39.3
	29

	1998
	48.3
	11.2
	34

	1999
	78.6
	70.3
	55

	2000
	64.9
	44.7
	68

	2001
	46.5
	27.5
	78

	2002
	91.0
	56.9
	47

	2003
	82.3
	39.9
	35

	2004
	88.1
	17.2
	45

	2005
	80.7
	65.7
	36


1 Until 1998: western Germany. from 1999: entire country
2 1995-2001: Deutschmarks converted into EUR 
Source: WSI-Tarifarchiv

In Germany no one single sector sets the tone for pay negotiations, but agreements reached in the major industries nevertheless often provide a benchmark for negotiations in the remaining sectors. If we look at the period from 1995 to 2005, then in five cases it was the metalworking industry that set the tone, in four cases the chemical industry and in one case the public sector. Because of the longer duration of agreements, by no means all sectors were involved every year in the pay round. In addition, the trade unions were increasingly unsuccessful in achieving the same levels of pay increase in the smaller sectors and in industries that were in crisis.  In other words, the range of variation in collective agreements has increased.

Sectors setting the tone for pay negotiations

	2005
	Metalworking industry

	2004
	Metalworking industry

	2003
	Chemical industry

	2002
	Chemical industry

	2001
	- (mainly two-year agreements in 2000)

	2000
	Chemical industry

	1999
	Metalworking industry

	1998
	Public sector

	1997
	Metalworking industry

	1996
	Chemical industry

	1995
	Metalworking industry


Source: WSI-Tarifarchiv

Collectively-agreed pay increases 1995 - 2005 1

	Sector
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	Horticulture, agriculture and forestry 
	3.5
	2.1
	1.8
	2.0
	2.3
	2.3
	1.8
	2.3
	2.5
	1.7
	0.8

	Energy and water supply, mining
	3.0
	4.0
	1.4
	1.5
	1.9
	1.9
	1.3
	2.4
	2.2
	1.7
	1.8

	Raw materials and capital equipment
	3.5
	2.2
	1.6
	2.1
	2.4
	2.5
	1.8
	3.2
	2.5
	2.1
	2.0

	Capital goods 
	4.5
	2.6
	1.5
	1.8
	3.6
	2.6
	1.8
	3.2
	2.4
	2.3
	1.8

	Consumer goods
	3.3
	2.3
	1.6
	1.6
	2.6
	2.5
	2.4
	2.8
	2.3
	2.1
	1.5

	Food and tobacco industry
	3.0
	2.6
	1.8
	2.0
	2.7
	2.8
	2.7
	2.6
	2.7
	1.9
	1.8

	Construction trade
	3.5
	2.4
	1.3
	1.3
	2.0
	1.6
	1.6
	1.8
	3.0
	2.4
	0.5

	Wholesale and retail trade
	3.3
	2.6
	1.3
	2.3
	3.2
	3.0
	2.8
	2.7
	2.2
	1.8
	1.7

	Transport and communications
	3.2
	2.0
	1.5
	2.0
	3.0
	2.3
	1.7
	2.4
	2.6
	2.2
	1.9

	Banking and insurance
	3.4
	1.5
	1.2
	1.5
	3.1
	2.0
	3.2
	2.4
	2.1
	2.4
	1.7

	Private services, non-profit organisations
	3.4
	2.3
	1.6
	1.5
	2.1
	2.3
	2.1
	2.4
	2.2
	1.9
	1.6

	Local authorities and social security
	3.5
	1.3
	0.7
	1.9
	3.2
	1.9
	1.8
	2.1
	3.0
	1.8
	0.9

	Economy as a whole
	3.6
	2.3
	1.4
	1.8
	3.0
	2.4
	2.1
	2.7
	2.5
	2.0
	1.6


1 Increase in annual basic pay compared with previous year. 1995-1997: figures for western Germany

Source: WSI-Tarifarchiv
as of: 31.12.2005

3.3 Differentiation and escape clauses in collective agreements

The general trend in collective bargaining in Germany is towards differentiation and decentralisation of policy and agreements. Over the last 20 years, several waves of flexibilisation and differentiation have rolled across the collective bargaining landscape and have resulted in a significant shift of responsibility to the level of the company. From the mid-1980s onwards this initially affected mainly collective agreements on working time, but it subsequently  also spread to wages, salaries and other remuneration elements. During the first half of the 1990s, the crisis of adjustment in eastern Germany and the pronounced recession in western Germany resulted in collectively-agreed pay being subject to considerable reduction and flexibilisation. The introduction of so-called “hardship clauses" opened up the possibility of companies faced with serious economic problems being able to deviate from collectively-agreed pay standards for a limited period.  Another factor leading to greater variation of wages was the principle of profit-related remuneration. For some years, company agreements - and also sectoral agreements - had started to contain provisions whereby certain remuneration elements were made dependent on the company's profitability. The sectoral pioneers in this respect were the chemical and banking sectors. It was mainly annual special bonuses that were made variable, and these could fluctuate upwards or downwards within a set range. What is important for this system is trends in key company ratios, on which there has to be agreement by the social partners. Finally, for some years there has also been a development whereby escape clauses have been inserted into collective agreements. These come into operation not just in cases of a serious threat to the company but also explicitly to generally improve its competitiveness. A typical example was the “Pforzheim Agreement”
 in the metalworking and electrical industry in 2004, which allowed deviations from collectively-agreed standards in certain cases “in order to maintain and improve competitiveness, innovative capability and investment”. 

Overview: escape clauses in collective pay agreements 
Banking 

Possibility of short-term deviation from agreed provisions (in particular lower special payments, reduced vacation rights; in exceptional cases, suspension of collectively-agreed pay increases) in the case of particular economic difficulties that represent a significant threat to employment levels in a company.  
Construction industry eastern Germany (except Berlin)

In order to safeguard employment, improve competitiveness and strengthen the regional construction sector, reductions in pay of up to 10% are possible on the basis of a voluntary company agreement. 
Chemical industry 

Possibility of reducing agreed pay by up to 10% in the case of economic difficulties in order to maintain employment levels and/or to improve competitiveness. 

In the case of significant economic problems, agreement on deviation of annual bonus, vacation bonus or capital formation payments possible.

Starting salary for newly-recruited staff and long-term unemployed amounting to 90% and 95% respectively of the regular pay level.  
Printing  

Payment of annual bonus and additional vacation bonus can be partly or wholly suspended.

Retail 

Possibility of short-term addition to/deviation from existing agreements in order to cope with economic difficulties.
Metalworking and electrical industry

Possibility of negotiating additional regulations or short-term deviations from collectively-agreed minimum standards in order to significantly improve employment trends (e.g. reduction of special payments, deferral of rights, increase or reduction in working time with or without pay adjustment).
Textile industry 
In order to significantly improve employment, the social partners can agree on additional provisions or agree to deviate from collectively-agreed minimum standards for a limited period.

Reduction or abolition possible by company agreement for economic reasons.  
Housing sector 

Deviation from provisions of pay agreement possible in order to safeguard employment levels. 
Companies make considerable use of most of these escape and differentiation clauses.  According to IG Metall, during the first 18 months following the Pforzheim Agreement, there were some 500 company-level agreements containing deviations from the sectoral standards (Wagner/Welzmüller 2006, 28). The chemical workers’ trade union has also reported considerable use of escape clauses in the sectors it covers. In the chemical industry alone, the various provisions have been used in several hundreds of cases. 
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Further clauses 

General hardship clause 

Reduction/suspension of vacation pay 

Reduction of agreed basic pay 

Suspension of agreed pay rises 

Short term reduction in working tim 

Reduction/ abolition of annual bonus 

Starting salaries 

Longer working time

Variable  working time

Total

Source: WSI works council survey 2004/2005


The sample survey of works councils carried out by the WSI in 2005 included a question about the use of collectively-agreed escape and differentiation clauses (Bispinck 2005). According to the works councils, some three-quarters of companies subject to collective agreements make use of escape and differentiation clauses. It appears that companies make particularly frequent use of the option of flexible working time in order to reduce labour costs. Escape and differentiation clauses directly affecting pay are (currently) less frequently used. Just under one fifth (19 %) of companies make use of starting salaries that deviate (for a limited period) from agreed remuneration levels for newly recruited staff. To a roughly similar extent (17%) companies make use of the scope for reducing or suspending annual bonuses, and 12% use the option of suspending pay rises. Little use is made of the possibility of reducing agreed basic pay (8 %) or reducing/suspending vacation bonuses.  

3.4 Variable profit-related remuneration

For years, employer associations have been pressing for greater variability in pay - particularly for introduction of the principle of profit-related remuneration.  In many company agreements, but also in two major sectoral agreements (banking, chemical industry), provisions exist that enable such profit-related remuneration to be applied. In many cases this applies to the annual bonus, but in some cases it also applies to monthly pay. Most recently, collectively-agreed one-off lump-sum payments have also been made dependent on the company’s economic situation (e.g. in the chemical and metalworking industries). In the case of remuneration elements not covered by collective agreements, heavy use is already made of the principle of profit-related pay.  

A sample survey of works councils revealed that such profit-related payments are made by a good third (36%) of companies - a slight increase compared with the previous survey.  In larger companies the proportion rises significantly to up to 75% (companies with 2,000 or more employees). Such provisions are commonest in the credit and insurance sectors (67%) and least common in the consumer goods industry (19 %). In the case of companies with such variable income elements, there is a clear preponderance of profit-related annual bonuses: this form is applied in nine out of ten companies to roughly the same extent for all employees as for individual groups. Profit-related elements in regular pay are only applied by just under three out of ten companies (28 %). The  majority (25 %) only uses this instrument for individual groups of employees.  

Table 4: Remuneration elements dependent on company results 

-Information from works councils in % -

	
	Overall
	West
	East

	No
	63
	63
	62

	Yes, including 
	36
	36
	38

	
- as special annual bonus
	94
	96
	88

	
- as regular (monthly) pay 
	28
	31
	15

	
- other
	
	
	

	In the case of:
	
	
	

	annual bonus
	
	
	

	- for all
	45
	47
	32

	- for individual groups
	49
	48
	56

	monthly pay
	
	
	

	- for all
	4
	4
	3

	- for individual groups
	25
	27
	12

	Written agreement
	
	
	

	-
no
	36
	41
	14

	-
yes
	62
	59
	79

	
-collective agreement
	18
	18
	22

	
- company/service agreement
	71
	69
	79

	
- individual contract
	42
	46
	27


Source: WSI works council survey 2004/2005

In almost two thirds of companies (62 %) there are written agreements laying down the details of this form of remuneration.  In most cases these are company agreements (71 %), followed by individual contractual agreements (42 %). In only 18% of companies are there collectively-agreed provisions. In some companies these instruments are also combined. 

4 Pay levels in a macro-economic context

4.1 Wage trends and scope for income redistribution 

In recent years there has been a trend towards considerable pay restraint. Annual collectively-agreed pay rises between 1995 and 2005 averaged some 2.5% - in most cases significantly below the potential scope for income redistribution (cf. Table). In only three of the 11 years, were pay rises above the income redistribution level as calculated in terms of the rise in the cost of living for private individuals and the increase in labour productivity. Only in 1999, when the "red-green" coalition came to power in Germany, did the collective bargaining round (under the slogan “An End to Restraint”) result in pay rises which, at 3%, represented a significant increase in real terms. However this remained an exception and was followed shortly afterwards by the incorporation of the trade unions into the "Alliance for Work and Competitiveness" which basically aimed at pay policy restraint. There followed a period of steady decline in the (adjusted) share of labour in national income - which reached an all-time low of 68.4% in 2005.

This pay restraint had a mixed impact: greater price competitiveness lead to a lasting improvement in export performance but at the same time weakened domestic demand. In a major economy like that of Germany this had far-reaching effects. The boom in exports failed to spark any improvement in the domestic economy. For the period from 2000 to 2004, the annual increase in net foreign demand was 1.2%, with state consumption expenditure increasing by a mere 0.8 % and private consumption by only 0.3%. This, in turn, had a negative impact on gross fixed capital formation, which declined by 3% per year during the same period. Since in other major industrial countries the wage growth was stronger similar development cannot be observed elsewhere (Council of Econimc Experts 2004/2005 No. 730).

German wage restraint also has an influence beyond its borders and impacts negatively on the European Monetary Union. The greater it is and the longer it lasts, the greater the export losses for the other member states and the stronger the negative impact on the economic cycle.  

Economic and income distribution data 1995 - 2005 in Germany 1





	Year
	Gross 

domestic product 

(real) 2
	Cost of living 3
	Productivity per hour 2
	Collectively-agreed wages 4
	Gross wages and salaries per employee hour 2
	Net wages and salaries per employee hour 2
	Unit labour costs per hour 2
	Adjusted gross share of labour in national income 5
	Utilisation of scope for income redistribution by collectively-agreed wages 

Col. 4 - (Col. 2+3)

	 
	1
	2
	3
	4
	5
	6
	7
	8
	9

	1995
	1.9
	1.7
	2.6
	4.6
	4.3
	0.7
	2.1
	72.1
	0.3

	1996
	1.0
	1.5
	2.4
	2.4
	2.9
	-0.2
	0.4
	71.7
	-1.5

	1997
	1.8
	1.9
	2.5
	1.5
	1.1
	-1.3
	-0.8
	71.2
	-2.9

	1998
	2.0
	0.9
	1.2
	1.8
	1.3
	1.2
	0.2
	72.0
	-0.3

	1999
	2.0
	0.6
	1.4
	3.0
	2.3
	1.8
	0.5
	71.9
	1.0

	2000
	3.2
	1.4
	2.6
	2.4
	2.9
	2.1
	0.7
	72.9
	-1.6

	2001
	1.2
	2.0
	1.8
	2.1
	2.6
	3.3
	0.6
	72.6
	-1.7

	2002
	0.1
	1.4
	1.5
	2.7
	2.1
	0.9
	0.6
	72.3
	-0.2

	2003
	-0.2
	1.1
	1.2
	2.5
	1.6
	0.6
	0.6
	71.8
	0.2

	2004
	1.6
	1.6
	0.9
	2.0
	0.2
	2.1
	-0.8
	69.8
	-0.5

	2005
	1.0
	2.0
	1.6
	1.6
	0.9
	0.6
	-0.8
	68.4
	-2.0

	
	
	
	
	
	
	
	
	
	

	1 All figures except share of labour in national income (Col. 8) and scope for income redistribution (Col. 9) as % change over previous year.
	
	

	2 Statistisches Bundesamt, Volkswirtschaftliche Gesamtrechnungen, Fachserie 18, Reihe 1.1 2005 Ergebnisse der Inlandsproduktberechnung, Wiesbaden 2006.
	
	
	
	
	
	
	
	

	3 Statistisches Bundesamt Fachserie 17, Reihe 7, "Preisindizes für die Lebenshaltung".
	
	
	

	4 1995-1997: Deutsche Bundesbank, Tarif- und Effektivverdienste in der Gesamtwirtschaft, ab 1998: WSI-Tarifarchiv.
	

	5 Statistisches Bundesamt, Volkswirtschaftliche Gesamtrechnungen (see footnote 2), own calculations.
	
	

	6 Provisional
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Source: WSI-Tarifarchiv, as of: May 2006
	
	
	
	
	
	


This means that wages in these countries are also put under pressure and there is a danger of a real competitive devaluation that results in deflationary tendencies (IMK-Report 01/2005).

This problematic trend in German wage policy is all the more difficult to understand given that German labour costs are by no means the highest in Europe. Current Eurostat data reveal that labour costs in the private sector (manufacturing and services) are around the mid-range for western European countries (IMK-Report 11/2006). 

A similar picture emerges when one looks at unit labour costs - which relate labour costs to labour productivity and are a crucial indicator of international competitiveness.  In relation to other leading European economies, Germany has improved its position.  Together with Austria, no other country in the EU15 has improved its competitiveness to the same extent as Germany.
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4.2 Effective wage trends and wage drift

Wage bargaining over the last 10 years was faced with a double problem: on the one hand, it failed to capitalise on the scope for cost-neutral income redistribution; on the other hand - which is perhaps more serious – agreed wage rises could not (fully) be implemented in the form of effective increases in income.  Wage drift - the relationship between effective wages and collectively-agreed wages - was consistently negative between 1995 and 2005.  There can be a number of reasons for this, related to the collective bargaining system itself and also to structural change s in the labour market. 

Firstly, the above-mentioned decline in the number of companies bound by collective agreements has meant that an increasing proportion of companies are able to influence the development of wages without taking into account collectively-agreed increases. This effect is reinforced by the decline in the use of “declarations of general applicability”, which draw employers not normally bound by collective agreements into the system. In addition, the expanded role given to individual companies as a result of escape clauses in sectoral agreements has undermined the binding nature of wage rises and agreements relating to other remuneration elements. And for some time now there has been a discernible trend towards non-tariff elements such as annual bonuses and premiums being gradually removed and offset against collectively agreed wage increases. 

Wage drift compared to previous year in %1
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	-1.4
	-1.0
	-1.3
	-0.9
	-1.4
	-0.6
	-0.1
	-1.2
	-0.9
	-0.9
	-0.7


1 Deviation of wages and salaries per worker from collectively-agreed levels on a monthly basis.

Source: Deutsche Bundesbank

A further factor that can inhibit the growth of effective wages is related to changes in working time and employment structures. With (paid) overtime on the decline, and an increase in the number of individuals employed on the basis of below-average working hours, average per-capital income is also on the decline.  In particular the huge expansion in mini- and midi-jobs since 2003 has boosted negative wage drift. Another long-term structural effect is the increasing proportion of part-time employees.

5 Low pay and the minimum wage debate

Securing minimum standards of working and pay conditions has become a central issue in political debate in Germany. A combination of labour market reforms since 2003 - with their  tightening of work availability requirements and reduction in social benefits for the long-term unemployed - migration of foreign workers particularly from the new EU accession states and the appalling labour market situation are increasingly putting collectively-agreed standards under pressure. The low pay sector is expanding, and this has triggered a heated debate about new ways of maintaining standards, for example via a statutory minimum wage. Existing statutory regulations only have a limited and to some extent waning effect.
5.1 Low pay

Collective agreements do not automatically protect workers against low pay.  A close examination of existing agreements reveals that collectively-agreed low wages and salaries are by no means rare in the lowest remuneration categories in many sectors. Particularly in eastern Germany, but also in the west, the lowest collectively-agreed basic wages for unskilled employees are often considerably below € 6 per hour.:

Lowest collectively-agreed wages acc. to sectors

	Sector
	Category
	€/hour
	€/month

	Private security Thüringen Revierwachdienst
	Blue-collar
	4.60
	797

	Horticulture Brandenburg
	Blue-collar
	4.71
	857

	Hairdressing NRW
	Employee
	4.93
	793

	Private transport Thüringen
	Employee
	5.12
	886

	Sanitary, heating and air-conditioning installations Rhineland-Rheinhessen
	Blue-collar
	5.15
	863

	Hotel and catering NRW
	Employee
	5.18
	876

	Fitters, mechanics Mecklenburg-Vorpommern
	Blue-collar
	5.32
	920

	Butchers Brandenburg
	Blue-collar
	5.64
	976

	Agriculture Lower Saxony: Weser-Ems
	Blue-collar
	5.71
	994

	Clothing Lower Saxony/Bremen
	White-collar
	5.93
	950

	Florists West
	Employee
	5.94
	1004

	Building cleaning Brandenburg-East, Potsdam
	Blue-collar
	6.36 
	1074


Source: WSI-Tarifarchiv

as of: 31.05.2005
Often only a small number of employees are put in these pay categories, but these groups nevertheless act as an anchor for the entire wage structure, and that is one reason why the trade unions have so much difficulty in removing them from collective agreements. In addition, collectively agreed basic pay significantly below € 10 per hour or € 1,500 per month is by no means confined to unskilled occupations but can also be found amongst skilled workers with vocational qualifications. In a number of sectors the overall pay structure is so low that it is possible to categorise them as low pay sectors. In the hotel and catering industry, for example, workers in six out of ten wage categories in North Rhine-Westphalia have gross monthly salaries below € 1,500. 

In terms of effective income as well, Germany has a large and growing low pay sector. If one takes as a benchmark the OECD standard, which defines all incomes below two thirds of the national median as low pay,  then there were some 6.9 million employees working in the low pay sector in Germany in 2004 (IAT 2006) – about 22 % of the entire workforce. In addition to 2.5 million employees in so-called mini-jobs and a further 1.4 million part-time employees, some 3 million full-time employees also fell into this category. The proportion of low-paid workers is now above the EU average. Moreover the spread of wages in the low-pay sector has also increased. According to calculations by the EU Commission, wage differentials between the lowest decile (D1) and the middle decile (D5) are only greater in Estonia, Lithuania, Poland and Slovenia. 

5. Declaration of general applicability
In the past, only limited use was made of the “declaration of general applicability” as an instrument
. An increasingly restrictive attitude on the part of employers’ associations in the Collective Bargaining Committee resulted in a steady decline in the number of such declarations. (Kirsch 2003), and by the start of 2005 only some 2.5 % of original agreements were affected (see graph). At present only a few sectors (and even in these cases not the entire sector) have declarations of general applicability for wage and salary tables. These include hairdressers, building cleaners, private security personnel and construction workers (in the last case in connection with the law on posting of workers). In other areas such as the retail sector, which traditionally had generally applicable collectively-agreed pay rates, attempts to have such declarations issued have failed as a result of employer resistance. At the start of 2004 only some 0.5 million employees were affected by generally applicable wage agreements. 330,000 of them were in any case already covered by agreements, and only 170,000 had agreements extended to them by a declaration of general applicability. (BMWA 2005). 
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5.2 Law on posting of workers

The 1996 law on posting of workers requires the legal standards of a collective agreement for the construction sector that has been declared generally applicable to be applied also to individuals employed by a foreign company in Germany. Collectively-agreed minimum wages according to the law on posting of workers exist (as of end 2005) in the construction sector, and the painting and roofing trades. In the construction sector, minimum wages have been in existence since 1996, and in 2003 a second minimum wage for skilled workers was introduced. These prove controversial in virtually every collective bargaining round and have on several occasions been reduced and then increased again. In the 2004/2005 bargaining round, the construction trade union IG BAU managed to have minimum wages established for a further three years. The agreement on minimum wages of 29.7.2005, which was declared generally applicable by the Federal Labour Ministry on 29.8.2005 and is valid until 31.8.2008, provides for the following minimum wages:

Table 4: Collectively-agreed minimum wage in the construction industry per hour
	Area
	Wage group
	From 1.9.2005
	From 1.9.2006
	From 1.9.2007

	Western Germany
	1 
	10.20
	10.30
	10.40

	
	2
	12.30
	12.40
	12.50

	Eastern Germany
	1
	8.80
	8.90
	9.00

	

	2
	9.80
	9.90
	10.00


Wage group1: workers; Wage group2: skilled workers

Source: WSI-Tarifarchiv

as of: 31.12.2005

5.3 Discussion of a statutory minimum wage

In view of the expansion of the low-pay sector there has been an increasingly urgent debate in recent years about suitable measures to secure an appropriate minimum wage (cf. Bispinck/Schäfer 2006). There are basically two possible models: sector-specific solutions providing for a separate minimum wage for each sector, or a cross-sectoral minimum wage laying down a standard level for all. 

The positions taken by the trade unions have traditionally differed: at its conference in October 2005, the mining, chemical and energy trade union IG Bergbau, Chemie, Energie (IG BCE) came out against a statutory minimum wage on the grounds that it was “neither necessary nor suitable nor appropriate”. State intervention to lay down minimum wage rates irrespective of the sector would, the union claimed, infringe the principle that it is the collective bargaining parties who are in the best position to agree on appropriate remuneration. The only conceivable solution would be additional statutory measures, but these would have to be based on the existing system of collective bargaining. The construction industry union IG BAU, on the other hand, proposed that the law on posting of workers should be extended to cover all sectors, and the metalworkers union IG Metall also preferred a model that would convert the lowest collectively-agreed wages into statutory minimum wages. The food, beverages and catering union NGG and the united services union ver.di came out in favour of a uniform, cross-sectoral statutory minimum wage. Ver.di argued for an hourly rate of € 7.50 based on the minimum wage in various western European countries, whereas the NGG adhered to its demand for € 1,500 per month. At the annual conference of the German Confederation of Trade Unions (DGB) in May 2006, the following compromise was reached:  The DGB called for a statutory regulation that would make it possible to establish a sectoral minimum wage based on collective agreements. In each case, the lowest collectively-agreed wage level would serve as the basis, and a uniform statutory minimum wage established by the government would not be allowed to be lower than this. If collectively-agreed wages were below this level or no collective agreements applied to a sector, then the statutory minimum wage would be the lowest limit. An initial level of € 7.50 per hour should be laid down.

The political parties in Germany have been arguing about this issue ever since the “Grand Coalition” was formed between the CDU/CSU and the SPD in the autumn of 2005. The situation has been made more complicated by the fact that there are irreconcilable views within the coalition. The only thing agreed on when the coalition was set up was that a “combi-wage model” would be examined.  The idea was to ensure that “wages are not forced down to morally unacceptable levels” and at the same time people would be enabled “to make greater use of the scope for taking on low-paid jobs”. The issues raised by the law on posting of workers and the minimum wage - and also the impact of the EU Services Directive - were also to be taken into account (Coalition Agreement 2005, 24 f.). Until the end of 2006 no substantial progress was made in this issue. 
6 Conclusion
In the last ten years Germany’s wage system has undergone a gradual but far reaching change. While the industry-wide agreements are still the predominant pattern of regulation of pay and conditions, the binding power of the sectoral agreements has declined. External and internal erosion is a significant feature of the German bargaining system. The formal coverage has fallen and collectively agreed standards have lost their rigorous bindingness. Due to different reasons as mass-unemployment, socio-economic effects of the German unification, increasing international competition and its pressure on wages and working conditions and the partial deregulation of the labour market the political power of trade unions has faded, their membership has shrunken and their abilitiy to enforce a successful wage policy is substantially reduced. Decentralisation and differentiation determine the mainstream trend of bargaining policy. Plenty of opening- and hardship clauses which allow for deviations from collectively agreed standards at company level reflect this development. One outcome is the overall depressed wage development with its negative effects for the macro-economic development, another one the increasing low pay sector. The unions’ demands for a political re-regulation of the labour market and the legal support of the stability of the bargaining system e.g. by statutory minimum wages has remained unheard up to now. The revitalisation of a productivity-oriented wage policy still awaits its implementation.
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� Called after the city in which the agreement was made.


� 	The Federal Labour Ministry, with the agreement of the Collective Bargaining Committee (which has equal representation of the social parners) can declare a collective agreement to be generally applicable. This makes them apply even to employers and employees not normally bound by collective agreements in the particular sector concerned. For this to happen, the employers bound by the agreement must employ not less than 50 % of the employees coming under the scope of the declaration and the declaration must be in the public interest (cf. Kirsch 2003).
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		Suspension of agreed pay rises		12

		Short term reduction in working tim		15
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		Total		75
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		2001		105.2356419346		157.1342942691		122.6534480667		114.0542988323		108.8414154305

		2002		108.3554799142		159.0855607382		127.0995726803		117.49845574		114.0574265026

		2003		110.2803005344		149.1454351946		132.1105938176		120.895912111		117.7855537586

		2004		111.4561064703		155.276438132		135.1892531666		124.255091538		117.7369658841

		2005		113.5110641762		159.5096670104		138.9358972303		127.0710482391		118.3838774626
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Spanien

Frankreich

Deutschland

Niederlande

Deutschland
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Spanien
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100

98.1236283688

94.3169359956

94.1937706999

95.254714665

95.8020611716

96.533280669

97.2577006258

97.9273013253

96.988169834

96.0305094229



Diagramm1

		1995		100		100		100		100

		1996		101.0352036731		114.4574754627		104.6746515859		96.3868155635

		1997		120.6772722286		119.470457433		103.2724692194		94.7606443078

		1998		128.9397458102		118.2965099379		102.0918000032		96.0804400794

		1999		133.0167146422		119.9206140403		101.3004339886		98.4194646136

		2000		143.1612715433		119.5835569528		102.1740985138		92.8114666598

		2001		141.845639972		123.5161061516		104.1150619541		92.1957235222

		2002		144.0459574711		128.4103112682		105.771173225		93.9310115055

		2003		131.9249911374		134.9079096949		108.301416478		92.8654486774

		2004		132.4635076249		136.8508856089		110.8450755297		90.5582003086

		2005				141.1882229172		113.0447649799		92.9349472159
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Tschechien

Polen

Dänemark

Germany

France

United Kingdom

Italy

Spain

Netherlands

Austria

Development of unit labour costs 1995 - 2005

100

100

100

100

100

100

100

98.1236283688

101.7872058559

102.7285282998

114.8810741191

104.983911321

98.4787713577

98.4159745061

94.3169359956

100.0046492398

123.8440135031

119.8989611675

103.7738170619

96.4999736435

95.2242735704

94.1937706999

100.0582945888

131.5228071598

116.4125741509

104.8443325545

98.7357589727

94.0194592169

95.254714665

101.7595158852

139.1186627228

118.1885435245

107.3952258743

100.720744193

95.7751605624

95.8020611716

102.8442187002

154.8196496895

118.9253674331

110.4544647322

103.6255668697

94.6554002195

96.533280669

105.2356419346

157.1342942691

122.6534480667

114.0542988323

108.8414154305

96.0164629053

97.2577006258

108.3554799142

159.0855607382

127.0995726803

117.49845574

114.0574265026

98.190709264

97.9273013253

110.2803005344

149.1454351946

132.1105938176

120.895912111

117.7855537586

98.9381840297

96.988169834

111.4561064703

155.276438132

135.1892531666

124.255091538

117.7369658841

97.0197768294

96.0305094229

113.5110641762

159.5096670104

138.9358972303

127.0710482391

118.3838774626



				Germany		France		United Kingdom		Italy		Spain		Netherlands		Denmark		Poland		Czech Republic		Austria

		1995		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0

		1996		98.1		101.8		102.7		114.9		105.0		98.5		101.9		113.3		113.5		98.4

		1997		94.3		100.0		123.8		119.9		103.8		96.5		101.5		120.8		121.9		95.2

		1998		94.2		100.1		131.5		116.4		104.8		98.7		104.7		129.5		131.0		94.0

		1999		95.3		101.8		139.1		118.2		107.4		100.7		107.8		125.2		132.5		95.8

		2000		95.8		102.8		154.8		118.9		110.5		103.6		108.1		138.4		138.7		94.7

		2001		96.5		105.2		157.1		122.7		114.1		108.8		113.0		156.7		152.3		96.0

		2002		97.3		108.4		159.1		127.1		117.5		114.1		117.0		146.5		178.7		98.2

		2003		97.9		110.3		149.1		132.1		120.9		117.8		119.1		111.8		177.9		98.9

		2004		97.0		111.46		155.3		135.2		124.3		117.7		119.3		107.0		180.4		97.0

		2005		96.0		113.51		159.5		138.9		127.1		118.4		120.6				187.4





				Germany		France		United Kingdom		Italy		Spain		Netherlands		Denmark		Poland		Czech Republic		Austria

		1995		100.0				100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0

		1996		98.9				101.0		114.5		104.7		96.4		104.1		111.9		105.2		95.9

		1997		92.9				120.7		119.5		103.3		94.8		99.3		114.7		116.5		90.8

		1998		93.4				128.9		118.3		102.1		96.1		102.4		120.1		138.1		89.8

		1999		93.7				133.0		119.9		101.3		98.4		103.2		112.6		129.3		86.8

		2000		92.3				143.2		119.6		102.2		92.8		101.0		118.2		128.0		83.5

		2001		93.1				141.8		123.5		104.1		92.2		105.2		126.0		150.9		83.0

		2002		93.9				144.0		128.4		105.8		93.9		108.3		115.0		166.2		81.8

		2003		92.5				131.9		134.9		108.3		92.9		111.5		94.8		152.7		81.7

		2004		89.1				132.5		136.9		110.8		90.6		113.0		85.3		156.1		79.1

		2005		86.2						141.2		113.0		92.9		114.7				152.3






