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German Labour Market
Reforms

» Easing Employment Protection Rules

 Restructuring of the Employment Office (Hartz | and 1)
*'Minijobs," "Me plcs' (Hartz I1), New Craft Regulations
* New Regulations for unemployed (Hartz V)

» Decentralisation of collective bargaining
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High reform intensity

Table: Aggregatereform intensity indicator, reform intensity indicator s by area: 1994-2004

Working- Early
Wage time retirement,
Active Taxes and Unempl forma- flexibility invalidity
labour social Employment | oyment | tionand | and part- | and old-age
market security protection benefit | industrial time pension
Score | Ranking | policies | contributions legislation system relations work schemes
Denmark 29,3 1 56 13 10 42 27 17 25
Netherlands 25,7 2 56 25 13 12 14 33 42
Finland 25 3 48 13 13 35 0 17 50
Germany 23,9 4 58 13 17 19 9 17 25
Italy 21,7 5 31 56 23 -12 5 33 50
Belgium 21,4 6 40 44 10 15 5 33 17
OECD-
average 14,9 33 19 5,6 14 2,6 15 19,2
EU-15-
average 19,1 39,9 31,7 8,4 13,6 3,3 18,9 24,3

Source: Brandt, Burniaux and Duval 2005
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Peter Hartz

(Spiritus rector of labour market reforms)

, We have a concept for the future of two million unemployed
people .... it starts now* (15.8.2002).
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Germany, Potential output of total economy, volume

Hartz (1-1V)
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amud change in %
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Growth, Productivity and Employment
In Germany

1961 until 2005
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Growth: GDPin 1995 prices

Productivity: GDP per employee

Employment: Employees

Source: Eurostat, Ameco-Database, own cal culation:
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Total hours worked
1970 until 2005
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absolute change of employees in 1000

Employment
1992 until 2005
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Decline of total hours
wor ked

Employment Growth

Changein the Structure of
Employment
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Structural Change in the Labour Market
1992 until 2005
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Low paid jobs
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Source: |1AB
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Growth of atypical and Increase of Inequality
pecarious employment

Slowdown
Decentralisation of of productivty growth
collective bar gaining and employment
threshold
High Unemployment ‘ Uriaire ease

macr oeconomic
steering capacity
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Decline of the

Employment Threshold

Employment Threshold (in %)

authors measur ement
1960-70 1970-80 1980-90 1990-2000
Buscher et al. Employees - 2,2 1,2 1,9
Pusse Employees 4,1 2,3 1,3 1,3
L ogeay Employees - - 1,3 1,1
Logeay/Volz hours worked 5,3 4,8 2,8 2,0
Flaig, Rottmann | hours worked - 54 1,6 2,4

Source: Schirwitz, B.: Wirtschaftswachstum und Beschéftigung —die

Beschéftigungsschwelle, in: ifo Dreseden 3/2005, S.36
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Negative Wagedr ift

2002 2003 2004 2005
Negotiated
wages +2.7 +2.0 +1,2 +1,2
Nominal
Wwages +2,1 +1,6 +0,9 -0,8
per hour

Source: Sachverstandigenratsgutachten 2005/2006
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Annual Change in %

Real Wages and Productivity
1992 until 2005
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Real Wages: Nominal wage per hour - consumer price level
Productivty: Real GDP / wolume of working hours
Source: German Federal Statistical Office
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Reform Agenda

Reregulation of the labour market

e Minimum Wage

* No extensive promotion of low paid jobs

o Sufficent social security for part-time workers
 Standards for decent work (health, participation)

e Further education for low skilled workers
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Reform Agenda

High road approach

 Extension of the child care, education and health.
Macroeconomic Policy Mix

» Expansive fiscal and monetary policy

» Wage growth in line with inflation and
productivity
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