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1. The macro-economic background

There is an ongoing debate about the so-called &ejab miracle. Some people
claim that both the remarkable increase in jobsthadiisible decline in
unemployment are the result of the labour markietmes underAgenda 201 @f
ChancelloiGerhard SchroderOthers maintain that the favourable situation has
nothing to do with these reforms; on the contrdihey argue that the increase of
employment in the upswing 2005 to 2007 was wediaat tn earlier upswings,
and they see the recent increase in employmen0¢2011) only based on
atypical jobs (part-time, temporary and own-accouoitk) and the decreasing
unemployment rate only as result of reduced lalapply due to the ageing
population.

In this paper | argue that the German employmettess was mainly the result
of favourable macro-economic conditions, in pattctigh competitiveness in
international trade (export) based on high andrdified quality production in
manufacturing (e.g., automobiles, machine tooleaktry, medical, and energy
technologies) and low unit wage costs. But somé&igesmpact of fundamental
labour market reforms has also to be acknowledifpedfiexibilisation of
employment relationships, the modernization of e@wyplent services, and in
particular the paradigmatic policy change from g&lsurity to labour market
security. This move, however, is not yet complet@ahsiderable further steps
have to follow in order to cope with the increaspuarisation of the labour
market reflected in rising wage inequalities, irRgiag in-work poverty,
precarious jobs and high long-term unemploymenttt$German case may
provide lessons derived from both: its strengths$ r@maining weaknesses.

In South Korea (hereafter Korea), critical viewsoahint to an increasing
tendency of polarisation of the labour market it — may be even more than

! This paper has been written on the request oktirean Labour Ministry; the author is fully
responsible for opinions expressed and possibteseim this study; this is a revised and extended
version from February 22, 2013.

2 Director of the Research Unit Labour Market Poleyd Employment at the Social Science
Research Centre Berlin (WZB) from October 1989 tardh 2008, and Professor Emeritus of
Political Economy at the Free University of Berlirthank Jutta H6hne for assistance in preparing
tables and figures; email correspondengeEs@guentherschmid;deomepage:
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¥ On March 13, 2010The Economisieatured théGerman miracle” even by the headline ,Older
and Wiser", pp. 3-18.




in Germany — in high wage inequality (particulaogtween core workers and
workers in temporary or other casual jobs), podits in education and skills,
and a wide gap of employment opportunities betwaen and women.

To shed some more light on the macro-economic gbofehis issue, | start with
an empirical exercise on the aggregate level oflseeconomies by splitting the
change ireconomic welfarénto its four main components: GDP per capita as
economic welfare indicator can be decomposed ihteroductivity per hour
worked gfficiencyindicator), (2) hours worked per employed perseork-
sharingindicator), (3) employment rate per working ageudation (nclusion
indicator), and working age population relatedaiak population ¢emography
indicator). This simple mathematical identity eqoatAnnex |, Tables 1a, 1b)
allows us to compare thriving factorsof economic welfare in the two countries
between 1998 and 2011, and the two periods 1998-a060 2007-2011, i.e.
before and after the great fiscal and economigscris

As expected, thBorean economic welfans growing much faster than the
German one, albeit from a substantial lower ledeinex |, Tables 2a, 2b). This
dynamics, however, slowed down since the greaalfesied economic crisis and
has not yet fully recovered. As reflected in thexponents, the increase of
Korean GDP/Capita was mainly driven by improveddoiaiivity, even in the
latest period (2007-2011). For terman economic welfaréhe same holds true
(albeit with less dynamic), but in the recent periloe productivity dynamic broke
down and has not yet resumed its former level. \Wigrkme reduction (which we
take as indicator for work sharing or work-life ®ate) kept its strong dynamic in
Germany and, coming as a surprise, even acceldarakaarea. Another big
difference in the recent period, however, is theestiing up of the positive
employment dynamics in Germany in contrast to Kevaare it completely broke
down. The positive welfare dynamics in Korea waudde been even smaller if it
were not for the still favourable demographic tread increase in the working
age population in contrast to the further decréasg&ermany.

In order to make this assessment firmer, we thrdoolk at the components of
hours worked per capita (H/P) by utilising agasiraple identity equation
(Annex |, Tables 3a, 3b). In 1998, Koreans workedweerage 1,074 hours per
capita, 377 hours more than the Germans (697 hdar&p11, this difference
became smaller (1,018 - 708 = 310 hours) becauseaks reduced their working
time substantially in the most recent period, whsrthe Germans even increased
their working time slightly. This yearly averagemioer of hours worked per
capita can again be seen as the product of fouponants: the hours worked per
employed person (which may be taken as an indi¢atavork preferencg the
number of employed person as a fraction of thd satiave labour force
(indicating theutilisation of the active labour forgenaximum 100 percent), the
number of persons engaged in the labour markefrastsoon of the working age
population in age 15 to 64 (indicatitajour force participatiop and finally the



demographic structurewhich means the share of working age populasn
percent of total population. From this equationdiet, that the dynamics of hours
worked per capita can be described as the suneafdtural logarithms of the
these components (Annex |, Tables 4a, 4b).

The respective composition analysis shows itwaea’s decline of hours worked
per capita was only driven by the reduction of vilagktime per worker over the
whole period (1998-2011), however counteracteminesextent by improved
labour force utilisation (lowering unemploymentjcieased labour force
participation and marginally by the structural cheof the population. Apart
from the still positive demographic factor, theseimteracting forces completely
disappeared in the most recent period (2007-2@1Hgreas the trend of reduced
working time per workers was even enforced.

Apart from the lower dynamics, tli&ermancase is different. In contrast to
Korea, hours worked per capita increased in Gernraspite of the continuous
reduction of working time per employed over the {ehmeriod! Reasons for this
positive balance are the greater inclusion of tbekimg age population (i.e.,
labour force participation, in fact exclusivelywbmen!) and (especially in the
latest period 2007-2011) the improved utilisatiéthe active labour force
through a substantive reduction of unemployment.

To sum up: The German economy seems to be facacavtiide-off between
labour market inclusion and efficiency, whereasd&s high efficiency seems to
go along with labour market exclusion. The Gernaoour market polarisation —
to which we shall come in the next section — setente mainly characterised by
an inclusionary polarisation (polarisation withiretactive labour force), and the
Korean labour market polarisation seems to be maimhracterised by an insider-
outsider cleavage, which means by those who paatieiin the formal economy
and those who do not. There are certainly overlapsthese different contextual
conditions should be kept in mind when drawingdessfrom the German case.

In the following, | shall start with the main chateristics and causes of the
German labour market polarisation, if suitable podsible compared to other
European countries and Korea (2); | will then +thea main chapter — review
German policy measures related to the social saftyor working poor,
transitions to more decent (regular) jobs, andualbegulations concerning
regular and non-regular employment, sometimes detby experiences (or
good practices) from European neighbour stategt{8)final step consists of a
summary and of some tentative lessons from Germ&umpean experiences for
Korea (4).



2. Polarisation of the German labour market

Poverty in work or poverty despite having a job may hasessal reasons: low
wages, low working time (in particular short pant work or ‘Minijobs’), low
skills, high needs related to family (children anbder dependent persons),
chronic health problems or disability, high taxesittle support by public
transfers. Involuntary unemployment, of coursenether important reason for
poverty, in particular if the coverage of unempl@rinsurance (size and
duration of income replacement) is very limited.

Compared to other European member states, Germpasfarmance in terms of
work-related poverty is mediocre: 6.9 percent ofkeos (6.1 percent men, 7.7
percent women) had a disposable income less thaer@@nt of median income
at the end of the day (Annex |, Figure 1). The fiegufor Germany show a rising
tendency, caused to some (and increasing) extethegysing low-wage sector:
10.4 percent of low-wage earners were poor in 1997 percent in 2008
(Lohman and AndreR 2011, 185).

A further reason for polarisation is an increagyag between low and high
educated people. Despite an overall increase ierdheation level at secondary
and tertiary level, a substantial part of the Geradour force (about 15 percent)
is still without secondary or vocational trainif@gCD 2011, 48). Little or no
progress has been made to reduce school dropalitt@anumber of low-skilled
among young adults, in particular among young adulim a migration
background. Apart from the fact that the low-skillEre not well integrated into
the labour market (Annex |, Figure 2), the chanfceeing and remaining in the
low-wage sector is very high. Furthermore, low-skilpeople face high risk of
unemployment, in particular in Germany (Annex futies 3 and 4).

Other important causes of polarisation often legdinleading to poverty in work
have to be seen in rising formsrain-standard employmergspecially in form of
short-hours part-time, i.e. Minijobs and Midijob&ermany is one of the EU
member states where non-standard employment isniyphigh but also strongly
increasing (Annex |, Figure 5). In addition, noarglard employment forms are
closely linked to low wages. Whereas, overall, al#tupercent of the employed
work in low-wage jobs, women are clearly overrepreéed (27.2 against 14.3
percent of men). In regular full-time jobs, only.Zpercent are low-wage earners,
against 19.5 in regular part-time jobs; however2&fercent of Minijob-workers

1 will always talk of relative (not of absolutepyerty, i.e., people having to live on an income
less than 60 percent of the median income in thgertive country, weighted by the equivalence
scales that are standard in the OECD countries.

® Regarding the comparative development of the lageavsector, see also Annex Il, Table 5, of
my first report about the reform of the working heaheme (Schmid 2012b).

® For further information on Minijobs and Midijobees section 3.6.



(the majority of them women) receive low wages, arahy temporary workers,
in particular temp-agency workers are low-wage @aiffor more details see
Annex |, Table 6). Many of these jobs are not ceddry social security or will
provide only marginal security especially in olceagransitions to regular jobs
(full-time jobs with open-ended contracts) are langd unemployment risks are
high, in particular among temp-agency workers.

3. Policy measures against polarisation

Leaving apart the most evident policy measure doce the risk of poverty,
namely good education and trainifog all young people, the first policy priority
should be higher inclusion of high risk people itite labour market, in other
words, providing them with more and better job apynaities. Job creation,
however, is mainly the task of economic policyvpte and public investment,
monetary and wage policy, and a proper regulat@mpéwork for investment and
innovation.Labour market policyto which | shall restrict the considerations here
can only assist sustainable job creatiéfowever, since new job creation is
increasingly related to precarious non-standardi@ynpent, due consideration is
given to policies enhancing legal and social prtiiwacof unconventional forms of
employment.

3.1 Inclusion of high risk people into the labouanket

Evidence from aggregate European research alre@ddhaies that policies
directed to the inclusion of low-skilled people reaense: the higher their
employment rate, the lower their relative in-wodvprty (Annex I, Figure 5).
Necessary in addition, however, are policy meastaremhance the transition
from low-wage jobs to middle or high wage jobsparticular through training
and education. Research at the individual levelshthat low-wage jobs may
serve as a bridge to labour market participatiamtifermore, even when these
chances are low, it is important to consider th&tpe@ impact on keeping people
attached to the labour market. This labour marked gffect helps to mitigate
discouragement effects, which sooner or later cdafnite withdrawal from the
labour market into the permanent status of inagtiand respective transfer
dependency ending eventually in permanent insté&r@dmsitory poverty(see
Annex 1, Table 7, as evidence for German women).

The general lesson to be drawn from this experienegident: Policy strategies
of work firstmake sense, however with an important caveat. ésd@d to labour
market services the conclusion must‘tork first plus Training”. Work first is

a meaningful orientation; especially addressedwodkilled for whom training on

" Unfortunately, however, even in Germany the diatisn the transition dynamics is
underdeveloped.



the job is more effective than training off the j@dfficiency oriented employment
services, however, have to care not only for algplacement but also for
sustainable placements that enhance people’s greitlppotential and thereby
their labour market security.

3.2 Establishing encompassing income maintenanoenses

Income maintenance schemes are of high importanetice poverty in case of
involuntary unemployment dransitory inactivity German workers are still
relatively well covered by one of the two existsxhemes if they become
unemployed: unemployment benefits (ALG I), and bastome security (ALG
I). In total, nearly 90 percent of unemployed igeeone of these two income
supports (Annex |, Table 8). Although the reforrakated toAgenda 2010
reduced the duration ahemployment benefi(gter on extended again a bit for
elderly unemployed), the size of ALG | remaine®atpercent of the former net
income for unemployed with children, and 60 perdenthe others. However, the
entitlement conditions got more restricted so thahe meantime only a quarter
of unemployed receive insurance benefits (ALG bading to SGB IIl); almost
two third (with an increasing tendency) receiveyankans tested basic income
security ALG 1l or Grundsicherungaccording to SGB 1), which consists of a
universal lump-sum for everybody entitled to theméfit plus possibly additional
transfers related to the needs of the ‘needy conityifBedarfsgemeinschalt
e.g., housing allowances and basic income sedorityependents.

On one hand, the gist of the Agenda 2010 reformtwabolish status related
income maintenance for the unemployed whose insareglated benefits were
exhausted (the formérbeitslosenhilfi on other hand, the reform intended to
include all employable peopfinto the system of work-related income security
plus respective measures of active labour marketies'* The impact of this
paradigmatic social policy change was an extensigreople entitled to work-
related basic income securitgrundsicherunyywhich is reflected in the numbers

® TheBedarfsgemeinschaift, according to the Social Law Book Tw®G&B Il),the smallest social
unit of solidarity covering all people who live iartnership or as singles and of whom the state
expects mutual solidarity or self-help (principkesabsidiarity). The state assumes only
responsibility if these partners or individuals ao¢ able assisting each other or helping
themselves to live a life according to the consibtually guaranteed existence minimum.

°In 2012, the monthly transfers for an unemployaify with two children passing the means-
test were the following: €374 basic allowance, 83€%r the unemployed spouse/partner, + €219
for the child <6, + €251 for child6; in total €1,181 plus possibly housing and hegpsitlowances.
For information: In 2012, average gross monthly eggere €2,413; for full-time employed
€3,385. Taking into account that low income earhenge to pay roughly 40 percent of gross
wages for social security contributions and pertsmpae income taxes, the respective net-amounts
are €1,448 and €2,031.

9 This is all people in age 15 to 64 who are ableddk at least 3 hours a day.

! Non-employable people in working age receédazialgeldsocial allowance), dBozialhilfe

(social assistance), or some kind of disabilitygiem.



as well as in the structure of people receiving tenefit? In 2011, 4,615,000
people received ALG I, of which 43 percent wertuallty unemployed. There
are various reasons for the other 57 percent erapleypeople not being
unemployed but receivinGrundsicherungtransitory incapacity of work
(584,000) transitory unavailability for worldue to education, training, care or
other social obligations (636,000), participatindabour market policy measures
(512,000), being in pre-pension measures (258,@0@) working more than 15
hours but not earning enough (633,060).

What lessons can be drawn from the German caseafe maintenance? First,
the Germamunemployment insuraneemained basically intact for one main
reason: In the meantime, even mainstream econoaukt®owledge that short-
term generous income replacements in case of intery unemployment should
not be considered as costly or even wasteful teasn$d allegedly idle people but
as investment intproductive job searcffor workers), as investment into
innovative restructuringfor employers), and last but not least as investrmto
in-built economic stabilizer&or the whole economyy However, the recent
restrictions for eligibility went too far (e.g. tmeduction of the entitlement period
from three to two years). From the TLM point ofwiéhe insurance principle
should even be strengthened in favour of includibgur market risks beyond
unemployment, in particular the risk of deteriangtincome capacity through
outdated skills, reduced health and care obligafidn

Second, since its introduction in 2005 the Germagidincome security scheme
(Grundsicherungor its synonymérbeitslosengeld landHartz IV) was always
and still is hotly contested. But more and morepgbeacknowledge that the
paradigm shift from job security and (in case efgderm unemployment) income
status security (for insiders) towards labour masleeurity and (in case of long-
term unemployment or transitory inactivity) basicome security (for all
employable people) was right and contributed both better functioning of the
labour market and to more social justice. Howepelicy reforms in this

direction have to be aware of at least three chgdls: The first challenge is to
find a balance between decent levels of basic iecguarantees and possible

2 popularly (and usually with a very critical conaiion) known aslartz IV, according to Peter
Hartz (former personnel chief manager of VW), tkadhof theCommission Modernisation of
Labour Market Servicesvhich prepared in 2002 the labour market refoomShancellor
Schroeder’s Agenda 2010; the author of this pafer avmember of this commission.

13 For an extensive report about the basic incomatexaance scheme see Bundesagentur fiir
Arbeit (2012).

%1t is probably not an accident that the Nobel ®far economics in 2010 was awarded to Peter
Diamond, Dale Mortensen and Christopher Pissamdesstressed the investment function of job
search and the rationality of taking over soméhege search costs by Public Employment
Services (PES). See, among others, Pissarides)(2000

'3 For a recent concise summary of my argument feereling unemployment insurance to a
system of employment insurance see Schmid (2012c).



negative incentives to work: the second is to take care for faid transparent
procedures in means-testing and for moderate sematj of people who reject
job offers; the third — and in my view the most ongant — is to effectuate policies
to (re-)integrate people into the labour marketiaking work and transitions
pay, as well as by making the market fit for wosket is this third challenge to
which the next section intends to make a contrdouti

3.3 Making work and transitions pay through actiaeour market policies

As already mentioned, in 2011over half a milliorpebple receiving
Grundsicherundthe German basic income security scheme) wdsitransitory
stage of active labour market policies and theeefat counted as unemployed.
Another two third million of people in such measustould be added who
otherwise would have been unemployed on the AL&ytqll, altogether 1.23
million. Due to the overall good employment perfame in 2010, but especially
due to rising public debts (fiscal crisis), the govnent decided to drastically cut
expenditure for labour market policy. The changthfigures from 2010 to
2011 reflects the impact of this decision (AnneXdble 9): Participation went
down by 21 percent, and the cuts were even targetedeasures that proved
quite effective and an investment for the long-fsee below).

The bulk of German labour market measures goesdational educatiomelping
disadvantaged young people to successfully mak&dhsition from school to
work, which is an important contribution for thdéatévely low German youth
unemployment rate. Many experts argue that theasing transition system
between school and work raises doubts about thigyjabprimary or secondary
schools’ They maintain that it would be more effectiveaolle this problem
directly in schools instead of putting young aduite such measures that
(allegedly) leave a lot to desire. Yet considetimg fact that the transition from
school to work becomes more and more complicateth@easing transition
buffer between the education and labour markeegsysteems to be inevitable in a
modern society. The question is how to make thisdition system between
school and work as effective as possible, for msteby extending job related
vocational training, modularisation of vocationahsedules, individual case
management for the disadvantaged and very harid¢e people.

'8 Right now, the main political debate is aboutlthesl of GrundsicherungArbeitslosengeld )|
which some political parties currently in oppositivish and promise to increase (the Greens from
€374 to €420, the Left even up to €500). The presenservative-liberal government and core
employment policy managers, however, warn of tigh ltosts and of negative employment
effects. See also footnote 6 for the empirical lgaoknd.

" The main critic is the negative selection effertdhildren coming from a disadvantage
background (poor and/or migrant families), and expets complain in particular the low basic
knowledge of many school leavers or drop-outsptoesextent also documented in the PISA
results.



The second most important policy measure in Gernstgmporaryublic job
creation However, the character of these measures chdrgadegular
temporary jobsArbeitsbeschaffungsmalRnahmemwork experiences
(Arbeitsgelegenheitérwith little financial incentive Ein-Euro-Job%. Since both
measures received negative scores in evaluatidrest(especially related to
young people), the level of these measures hasdrastically cut during the last
year, and temporary public job creation will prolygiiay a minor role in the near
future.

The most successful policy according to recentuatain studies is direct
employment suppaqrin particular through targetedage-cost subsididsr the
unemployed to overcome the transitory gap betwesges and individual
productivity, andstart-up allowance¢Griindungszuschugkelping unemployed
to start their own business. Evaluation acknowledgeto 40 percent higher
probability of employment for unemployed suppongdvage-cost subsidies, and
of the unemployed transiting into self-employed@#®0 percent were still self-
employed after 2.5 years, and another 10 percerd kack in dependent wage
work. Most of these self-employed had a sustainalgieme (albeit with
tremendous differences between low and high incpar& many of these self-
employed created additional jobs for others.

Recent evaluations studies, and in particular ternational meta-study found
thattraining measure$or unemployed also had at least in the long-rositpve
impacts on employment chances. Retraining intoratheupations or (for low
skilled) to attain the first occupational degreeswaparticular successful. But
these measures are costly, need careful prepaatma long breath for all actors
involved: three reasons, probably, why these measturrently play in practice
only a minor role'® So, the recent drastic cuts in expenditure favadabour
market policies in Germany seem not to be justjfiegbarticular not for training
and start-up support.

All these measures follow the line miaking the workers fit for the market
(employable). However, the TLM and capability aggarh also emphasise the
reverse need ghaking the market fit for the workeis particular for the
working age population with restricted or reducemthcapacities? This aspect

'8 For Germany see the summary report by Heyer ¢2@12); for start-up, e.g., Caliendo et al.
(2012); and for the meta-study mentioned Card.gR809). The latter found, for instance, that in
short-term (impact after one year), 38% of the ficiehts are significantly positive, 28%
negative; measures of medium-term effects (impfet two years) are to 50% positive, 10%
negative; the relationship for long-term effectse¥®n more favourable, yet not significant due to
the limited number of studies. For a useful comjpemdon the impact of minimum income
benefits and activation measures in OECD-counsgéesimmervoll (2009).

19 For a theoretical underlinirgge the concept ofpacity buildingfrom a labour law point of
view: Rather than requiring the individual to bdaatable’ to changing market conditions, the
standard employment contract should also requicen(Employers) that employment practices be
adapted to the circumstances of the individual Wreand Supiot 2009, 28). Such duties can be

9



of active labour market policy, however, is curhgmiot well developed in
Germany. This observation refers in particular sasures for reasonable
adjustment of workplace for which Denmark, Sweded Binland are
recommended as model countri@s.

The unemployment figure faeverely disableth Germany has reached the
shameful level of 15 percent in contrast to theaye of 6.5 percent at the end of
2012. This is in remarkable contrast to the legatiework which in the
meantime provides a whole package of possible mesi$or a more active
stance. The recent modification of the German lawséverely disabled people
stipulates the right of disabled against their eyt to

- an employment which enables them to utilise andeteelop further their
abilities and knowledge,

- the right to privileged access to firm-specifidriag,

- the right to facilitation the participation in ert@l training,

- the right to disability-conform work environmentich

- the right to equipping the work place with requitedhnical facilities.

It is evident, that these kinds of adjustmentsedutequire support through
procedural rules, for instance negotiation throoglective agreements, social
pacts or covenants between firms and other keysaatdhe local or regional
labour market (Korver and Schmid 2012). At the flawel, the case of work-
place accommodation for severely disabled is pbsaimodel since the new
rules provide clear procedures to be taken in adlensure the maintenance of
the employment relationship through, e.g., the ivement of rehabilitation
experts, “integration management” and “integraigneements®: Yet, for the
time being, we still have to wait for remarkableuks towards greater labour
market security for people with reduced work cajesi

derived (in contrast to all utility related apprbas of justice) from the principle pfstice as

agency called “responsibility of effective power” by Antga Sen. Sen also draws the attention to
the fact that for people with disabilities, tinepairment of income-earning capacigyoften

severely aggravated bycanversion handicafHe cites a study for the UK showing that poverty
drastically jumps by 20 percentage points for familvith a disabled member if taking account
for conversion handicaps, whereby a quarter caattbibuted to income handicap and three
quarters to conversion handicap, the central isatedistinguishes the capability perspective from
the perspective of market incomes and resourcasZ8@9, 258-60, and 270 ff). For employment
policy considerations inspired by this approachRegowski et al. (2012).

20 For Denmark (in particular for the concept of ffigobs” to integrate disabled [mostly elderly]
persons into the labour market, see Madsen 200 Bvieden Wadensjo (2006); for Finland (and
particularly related to mature aged workers) OEQQO04).

L Social Law Book NinegGB 1%, § 81 (4) and §§ 83, 84.
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3.4 Taming non-standard forms of employment: Tise cd temporary work, in
particular temp-agency work

Non-standard forms of employment are known in défifé forms: part-time work,
fixed-term contracts, temp-agency work, casual warkinijobs, contract work
and own-account work. The casepairt-time work— including policy
recommendations — was already subject of my fagort (Schmid 2012b).

Temporary worlor fixed-term contractplay an important role in Germany: about
eight percent of the working-age population issmporary contracts, a figure
much below, e.g., Spain (about 16 percent), buthnigher than in most of the
new member states in Europe (Annex |, Figure 7§ fAinge country differences

in this figure hint to an important contextual bgadund: On one hand, temporary
contracts correlate strongly with employment protec(substituting a certain

lack of flexibility); on other hand, temporary coatts seem to reflect new needs
of modern labour markets characterised by extendedorks and long service
chains. The majority are youngsters and young stduho transit sooner or later
into regular open-ended jobs. After some re-reguiae.g., limiting fix-term
contracts in chains), the dynamics of German teargarork is stagnating. Right
now, there are no major problems with this contfaoch because the new
regulatory framework is accepted among the maiadamarket policy actors
(see Annex Il, Sketch 2). Of course, some critisslies remain, but they are
much the same as in temp-agency work to which | non??

Temp-agency woris a hybrid works-contract between three parfié® temp-
agency firm, the employer, and the employee. Tcetstdnd the German system
it is important to know that, in contrast to Britaand France, temp-agency firms
act as regular employers (with corresponding resipdities) lending their
employees for some time to a borrowing empldydis means that temp-
agency workers have regular (and even often opdaebrworks contracts,
whereas most British or French temp-agency firmguast as intermediaries
without any function (and responsibility) as em@os; Temp-agency work was
successively deregulated, with the height durirgAenda 2010 reforms,
reaching a number up to one million (about two petof total employment).
Employment in this contractual form is cyclicallighly sensitive?® Due to some
spectacular misuses, a political phase of re-réigulatarted recently which also

22 About 40 percent of all temporary workers arehie age 15 to 25.

% The main critic is: a substantial number of woskget stuck in temporary work with
corresponding higher risks of low wages, high unleympent, low promotion opportunities and
interrupted employment careers. For more detadsSstamid (2010) and Schmid (2011a).

4 Therefore also called eiharbeitnehmer which is the preferred word of trade unions or
employment agencies when they talk about this ashform. Very informative overviews about
German temp-agency work are given by Spermann (281d Vanselow/ Weinkopf (2009).

|t is for experts one of the best indicators ammwing economic upswings and downturns.
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may be the reason why the average size of tempegigeork seems now to
stagnate.

Foremployerstemp-agency work offers many chanaasmerical flexibility
which means coping with large switches of incononders (e.g., seasonal
fluctuations);functional flexibility i.e. buying specific competences instead of
producing oneself; anguality ensurancef workers, i.e. controlling the
competences of new employees. Because temp-agemsydrovide these
functions usually at low costs (i.e. wages), tlustcactual form inherits also a
substantiatisk, which | call thecost-temptation riskThe temptation consists in
substituting high-quality (and high-price) compggnhess by low-cost
competitiveness which may not be sustainable iriahg-run or only at a low-
skill equilibrium. Recent evaluations provide robegidence that firms using
excessively fixed-term contracts and, in particul@mp-agency work perform
less well in terms of innovation and productivityah firms using this contractual
form more carefully and moderatéef.

Fortemp-agency firmsuman resources management for other employers is
increasingly a profitable market niche. The moeel#bour market works like a
network economythe more firms are interested in out-placing pensl
management, in particular in areas whaere limited projectsletermine work
organisation. High quality temp-agency servicesaathallenging task because
complicated risk pooling and excellent market krexgle are required. In the
low-skill labour market segment, however, many agjeroften in cooperation
with employers — tend to exploit the week situatbrvorkers by firing and
rehiring through temp-agency firms at lower wages.

The infamous example for such an employer is then@e retail-trade company-
chainSchleckerwho closed many small shops and rehired the wstkeough

the dubious temp-agency firMeniar paying its workers wages 30 percent lower
than before and providing less or lower fringe bigsméke holidays and

Christmas payments on the basis of an even morieukibollective agreement
with the so callecChristian Trade Union§’

What teaches this case? At least so much: In tlemtimee,Schleckehad to
eliminate this practice due to heavy public protestiuding top officials of the
government. In fact, this huge company-chain rdg@aven went bankrupt and
manifestly demonstrating thereby that unfair pdoenpetition is not sustainable

%6 See, among others, Zhou et al.(2010).

2" When the government deregulated temp-agency wiitkei course ohgenda 2010eforms in
2002/03, it did not expect that the competitionimatn trade union representatives in the temp-
agency sector would develop into a harsh powelebag¢ttween unions under the umbrella of DGB
(Deutscher Gewerkschaftsbyrahd unions under the umbrella of CGZFh(istliche
Gewerkschaften Zeitarbeit und PersonalServiceAgenfuthe fragmented organisation of
employers also enhanced this power struggle (VREORS).
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in the long-run. The company had dishonestly exgtbexisting or newly created
loopholes in the law. The main loophole (in prineiptill valid) consists in the
provision of temp-agency regulation that collectaggeements can deviate from
the equal treatment principle, based on the int@issumption that social partners
negotiate on equal terms. This assumption has fiegmressfully contested by
VER.DI, the second largest DGB-trade union covedsgecially public services,
by suiting CGZP due to its limited representatibmorkers. Furthermore, the
German government now (2012) ruled out by law tesility of such
‘revolving door’ practices. Another lesson is thxerience that temp-agency
firms face the risk of cooperation failure whenytlage unable to develop good
networks with regional key actors (companies, dgwalent agencies, training
institutions and public employment agencies).

Foremployeestemp-agency work offers the opportunity to cdllork
experiences and to develop social networks whiehacording to all job search
literature, extremely helpful to find regular jol@is holds especially true for
young people without such experience and withdiffies to shape their own
work or job preferences. In particular in the Neldweds and Belgium, many
students earn some income during their educatioenyporary jobs organised by
temp-agencies. Among adult professionals, howewres finds more and more
“job-nomads” who even don't like a “regular” jobcprefer occasional jobs that
are highly paid due their unique professional sgdegi For example, in Berlin a
temp-agency has been founded for anaesthetic dostoy temporarily work at
any place in Germany where such specialists atagexled or have to be
replaced temporarily due to illness, vacationseptl or care leave. In as far as
temp-agency work fulfils this matching function #fimited period of time, it
probably supports a higher labour force particgratreflected for instance
(although, of course, no valid causal proof) iroaifve correlation of labour
force participation and temp-agency penetratioa fAhnex |, Figure 8).

Finally, temp-agencies can provisepping-stonesr bridgesfor unemployed to
find a new and — in the long-run — perhaps a regata In Germany, about 60
percent of people taking up a temp-agency job h@esm unemployed or inactive
before. Two recent evaluations with sophisticatethodology (control group
design) found small but significant effects. Fidst, percent more of long-term
unemployed were after two years back in regulakwioan long-term
unemployed not using temp-agency jobs. Secondnankss important, 35
percent were back or still in temp-agency work whitdicates at least a positive
‘labour market glue effect’, i.e., staying stilliine labour market instead of being
unemployed or eventually in permanent inactivitgliimer and Ziegler 2010).
This “glue effect” is confirmed in another studyhieh in addition observed that
unemployed utilising the ‘spring-board’ of temp-agees found more full-time
regular jobs in the long-run than their counterpéaumgarten et al. 2012).
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Yet despite these glimmers of hope, one has tavaeeathat the overall picture of
temp-agency work is still gloomy, at least in part.

First, thelow-pay riskis high: Two third of temp-agency jobs are in laages
(Annex |, Table 6); five to 12 percent receive inrw benefits Aufstockey in
order to insure the existence minimum of incomergi@ed by the German
constitution.

Second;equal pay’is often de facto violated, last but not leasbtigh collective
agreements. However, taking into account the diffecharacteristics of people in
temp-agency work compared to those in regular wibkkwage-gap reduces to 15
to 20 percent (Jahn 2010).

Third, job instabilityis high: Temporary contracts are three times highe
compared to non-temp-agency workers, and the agehagation of contracts is
only 3.5 months.

Fourth,employment securitig low: In 2006, only 10 percent were permanently
employed over the whole year (albeit, may be, witferent employers). Cyclical
sensitivity is extremely high. In July 2008 (thadt of the boom), there were
823,000 temp-jobs; that number shrank to 526,0@Barmiddle of the recession
in 2009 (i.e. by one third!); and rocketed agaithi@ height of 2011 to about
1,000,000. Furthermore, the transition dynamicsftemp-jobs to regular jobs is
poor. The TWA industry often cites 30 percent of AWorkers being offered a
permanent full-time job by the client firm, othéudies based on surveys find a
number between seven and 14 percent.

Fifth, correspondinglysocial securityis low. The risk of unemployment is much
higher than for regular workers, and temp-workeesadten not entitled to regular
income replacement due to interrupted work car€eviany workers being a long
time in temp-jobs accumulate only small entitlenseéntpension so that they
might have to live in poverty in old age. Many atdesadvantages compared to
regular workers have to be regarded, e.g., highks of work related accidents or
iliness, family destruction, smaller fringe benefholidays etc.) and lower
promotion opportunities.

28 Apart from the still overall bad image of TAW ire@nany, in contrast for instance to the
Netherlands or Belgium. The (often over-)criticedgs in Germany even talks of “900,000 slave
workers”.

# To receive (insurance related) unemployment benefiorkers have to show a record of at least
12 months regular employment within a period of years; temporary workers profited up until
recently of short waiting period of sic months.
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What lessons should be drawn from this down-toheaiiture? The German
government already reacted to some extent in aodeitigate the high risks
related to temp-agency work.

First of all, a basiecninimum wage per hodor the temp-agency branch was ruled
only recently in 2012, under which no collectiveessment shall fall: €7.50 in
East-Germany, and €8.19 in West-Germany. Thisaaiitainly improve the
income situation for many temp-workers earning leages. From the TLM point
of view, it would make sense to mitigate the tad aacial security load on low-
wage income by, e.g., progressive social secuatyributions or earned income
tax credits. The high social security contributians the reason why in Germany
net income from wages over €800 are about 40 peloerr than the wage costs
for employers. If, in addition, this income is taxXey 14 percent (beginning rate),
the tax-wage-gap widens up to 50 percent. Thiscgajpd be narrowed, for
example, through a higher amount of wage incomedfecontributions (or even a
negative income tax), compensated either by pregresocial security
contributions and/or through a shift of financirggigl security from contributions
to taxes on income, capital, assets, and consumgtie in DemarRk. The
theoretical arguments for such a change are: fira; compensate on the supply
side the low productivity potential of low-wage ears; second, they consider on
the demand side the low potential of productivitgrease in personnel services
(e.g. education, care). Such a change would enithecELM idea of employment
insurance.

Second, thequal treatment principlshould be maintained, but it should allow
social partners to handle this principle in a fidggiway according to the needs of
firms or branches, in particularly relatedetgual pay TheEuropean Directive on
Temporary Agency Woirfkom 2008 (Annex Il, sketch 1) has set a corredpan
legal framework which is gradually implemented HyEdJ member states. In the
process of this application, the German socialneast (after long conflicting talks
and under a certain pressure from the governmeocéntly came up with two
paradigmatic collective agreements in the metalconical industries. These
agreements still allow paying temp-workers lowegesthan for comparable
workers but provide for surcharges up to 50 peroéstarting wages according to
the length of contracts (for an example see Ann&alble 10). These wages,
however, shall not surpass 90 percent of the wiagemmparable workerS.

Third, it seems plausible, at first glance, that @ray of coping with higher risks
of this employment relationship is to requirgks surchargesn wages or social
security contributiong=rancehas introduced such risks premiums: 10 percent

%It is doubtful, in my view, whether this clausdrighe spirit of the European Directive (see
underlines and italics in Annex I, sketch 1). Sactlause only makes sense in combination with
regulations that foresee the transition to regatentracts after a certain length of contracts, £3g.
months (like in the Netherlands).
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surcharge on wages, onigt to be paidf the user firm hires this person
afterwards on a regular job; in addition, temp-ayeirms have to contribute
2.15 percent of wages to a training funds targeigdmp-workers. However,
little knowledge about the impact of such ruleavailable. From the TLM point
of view, the preferable solution would be to egsdbtisk surcharges conditional
on ‘active’ use, e.g. for improving the employatyilof temp-workers, especially
by training and education during times when theyrat working for user firms.
Such contributions are familiar in tiNetherlandsin particular in form of
collective agreements. Limitations in synchronisienp-work contracfs (to
circumvent, for instance, wage or risk surcharges) transparent tenure rules
(for instance rules providing opportunities fomséing into regular jobs) would
also improve job security for temp-workéfs.

Fourth,employment securityill already be improved in as far as the prinegbf
equal treatment (see above), in particular relaagghyment and reasonable job
security are realised. However, much more coulddree in particular by
measures to improve employability through trairamgl education. This is easily
said but difficult to implement because such messuequire cooperation of
many actors at local, regional or branch level.iBag employment pacts or
covenarr313ts would be a way to overcome the many ésirdbllective agreements
another:

Fifth, social securitywill also improve if the above conditions holdreality.

From the TLM point of view, it would be reasonabiieaddition to adjust the
regulation of unemployment insurance to the newtyeaf flexible jobs like
temp-workers, for example by reducing the waitiegqd required for the
entittement of unemployment benefits. Currentlyg thinimum period is one year
of regular employment within the last two yearsefiéhwas an exemption taking
account for flexible jobs, allowing six months thgh accumulating short-term
jobs Kurze Anwartschaft which however has recently been abolished.

Finally, auniversal basic income security schemeld age, independent of the
work-life-course, would help much to improve so@aturity in old age.
Netherlands, Denmark and Sweden provide for sughiveersal system
(Volksrente based on citizenship and not on labour markétst&nother model
is the three-tier system in Switzerland: The first is a universal citizenship
security to which all citizens aged > 20 (indepartid their employment status)

3L For instance by reducing the duration of contracis renewing the contracts (may be in chains)
after a short while.

% Tenure rules in the Netherlands are usually tHeving: Phase A (18 months, some limits in
social rights); phase B (another 18 months, sagigsias regular workers, in particular
entitlement to training); phase C (after three gamtitled to an open-ended contract).

% For regional employment pacts or covenants seedt@nd Schmid (2012). Recently in
Germany, IG BCE and Temp-agency Comp@aghnicunsigned a CA establishing a Training
Funds for temp-workers.
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have to contribute (about 10 percent of wagesaonre; in case of employment
divided equally by employers and employees); tlveseé tier is an obligatory
capital funded system to secure the income stttaghird tier is a privately and
voluntary funded system for topping up income siégim old age. The first tier
provides for all citizens a decent minimum incoméependent of their
contributions; although there is no ceiling of ine®in terms of contributions
(like in Germany) there is a maximum of benefitstfee first tier, which means in
practice an in-built mechanism of redistributioranivance that favours the
unlucky disadvantaged people in a solidaric way.

Apart from temporary work (including temp-agencyrigothree other forms of
non-standard employment gained importance: MinigbBlidijobs, solo-self-
employment (own-account work), and contract wottke Thajority of these jobs
potentially contribute to poverty because theyro#iee low paid, insecure, and
not or insufficiently covered by social protectisystems (health-, pension-, and
unemployment insurance). | start with the mostalitt and complicated form
which to a large extent is positioned in the gregezbetween regular employment
and disguised self-employment.

3.5 Taming non-standard forms of employment: Tlse o contract work

Contract workis a relatively recent phenomenon and does, istiine sense, not
belong to the category of employment relationshipsact, it belongs to the
category of sales or commercial contracts, whiehnat regulated by labour law
but by civil law>* Nevertheless, at the end of the day, somebody duutte
work, which means that contract work induces diyg@ver ‘freelancers’) or
indirectly (over subcontracting) non-regular anteofprecarious forms of work.

In Germany, contract work expanded with increasegylatory restrictions of
part-time work and temporary work. However, offlgtatistical figures are not
available. The main reason for this is that empley® not have to report these
guasi-employment relationships as employment; éir thwn statistics, this form
of work appears as business costs (‘Sachkosteaijtré&ct workers usually have a
contract with an intermediary personnel servicesjgler whose name often
reveals its field of operation, e.g§Varehouse Packing ReinforcemeriRetalil
employers, e.g., re-define the task of filling thetore-shelves with products or
commodities as specified “work” (in Germaflerk’) and subcontract this

“Werk” to an intermediary> Another common case is hotels re-defining the

% For a theoretical consideration of the differeheaveen employment contracts and sales
contracts see Schmid (2008, 178-185), and Schriitil@.

% For the foreign reader it might be helpful to rachan old German differentiation between
‘Werk’ and ‘Wirken’ (Otto von Gierkes). ‘Werk’ empisises the aspect of an objective result of
working (a table, a specific and unique transpertise between A and B etc.) and ‘Wirken’
emphasises the working-activities that may or natylead to a specific resultierk’ relates to
contract work andWirken’ to an employment relationship. The problem is thdact the two
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cleaning or washing tasks as ‘Werk’ and subcoritrg¢hem to intermediaries.
These intermediaries are organised in the emplogsssciatioriinstore’ and
have arranged with the DHV-trade union a colleciigeeement in the very low-
wage sector. Contract workers’ remuneration forrthéerk’ is (often much)
lower, and firms clearly use this instrument tagrivage costs down. These
works contracts aneot covered by labour laexceptthe ‘work services’ is
provided by temp-agency firms who have to estaladisiemployment relationship
with the contract worker (see section 3.4). Howgw#ten such contracts do exist
only on paper turning in this ‘grey sector’ the\gmeto black. Often work
contracts appear also in the form of disguisedemiployment (see section 3.7).
Since unlawful use of temp-agency work becomes randemore difficult,
contract works is frequently also applied in middte even high skill areas, for
instance in research and development divisionsiwinaobile firms. The IG

Metall trade union estimates that 40 to 60 peroéfrdbour services in this area
are subcontracted in form of works contracts.

Currently, this form of ‘employment’ is hotly deleatin Germany. The
government and in particular the opposition pariesdemanding stronger
regulation. There is widespread understandingttivae issues require particular
attention in order to provide more protection tustkind of workers:
transparency (e.g. through introduction of repgrtibligation); equal treatment
(e.g. equal pay with comparable regular worketsasdt after some time);
accountability (e.g. through transformation of wedontracts into labour
contracts when characteristics of an employmentraot— such as subordination,
regularity of the tasks, use of firms’ infrastruetupayment according to time and
not the ‘Werk’, and eventually employers’ liabilityr the result — dominaté$.in
the international context of labour law, there idegpread consensus that, at the
end of the day, not the formal contractual arrargygrbut théprimacy of facts’
should determine the actual protection of workegreisuring and enforcing
universal human rights, in particular equal treath@nd decent work (fair pay
and acceptable working conditions).

3.5 Taming non-standard forms of employment: Tise cd Minijobs and
Midijobs

In the meantimeMinijobs are a German peculiarity in international comparis
They existed for a long time but were revised amohjped up by the so-called
Hartz-legislations in 2002/3. The main objective=revthe containment of
informal or illegal work, especially in private heeholds and other personal

aspects of work are often hard to separate. Thkertround by a works contract is liable for the
result, the worker bound by an employment contisanbt liable or only liable to the extent that
the lack of a result or the low quality of the iésan be blamed on him or her. In the first case,
the worker bears the risk; in the second casegittii@oyer bears the risk.

% See Waas (2012) from the point of view of a Gertaaour lawyer who also considers
respective legal regulations of other countriescdR@mended is also to look at corresponding ILO
recommendations (e.g., Annex I, point 3).
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services, and the strengthening of employmentegpstg stones to regular jobs
(Schmid and Modrack 2008). Minijobs are (‘regulahployment relationships
that earn up to 400 Euro per month, this year (20&8jhtened to 450 Euro. As
part of the reform, the 15 hours limit has beenliabed. Hence, marginal
employment can be exercised in addition to regataployment without
becoming subject to social security contributionsages on the side of
employees. Employees, however, might voluntarily @a&ontribution to add to
their social security entitlements; however, ortdpat 10 percent use this
opportunity. Most important, Minijobs as side jolafob in addition to a regular
job — are now allowed. Employers are compelled &&ing full contributions for
Minijobs in form of a lump-sum payment of 30 percehgross wages (15% go
into the pension system, 13% into the health imszeaand 2% are targeted to
general taxes). In addition, a lump-sum of 0.7 ¢@et of the wage is targeted to
three funds: further payments of wages in cas#énass; protection of mothers;
insolvency. As a result, employers might theordydae inclined to transform
Minijobs into Midijobs. Yet, as we will see, this is only in part theecas

Midijobs are more recent. They were introduced in 2003 thighobjective to
stimulate part-time jobs. Prior to the latest rafer full social insurance
contributions set in when passing the 325 (ther) 0o income limit. By now,
employees’ contributions amount to 4.7 percenheirtearnings when they earn
at least 400.01 Euro (since 2013: 450.01 Euros)irfeomes between € 400 and
€ 800, employees’ contributions increase linearlil tnitting the regular share of
(most recently) 18.9 percent (last year 19.5%, tatynabout 21%); meanwhile,
full social insurance entitlements are gained.

Table 11 in Annex | shows the development of thegenon-standard
employment forms: Altogether, Minijobs increaseahfrabout 4.1 million to 7.3
million, and Midijobs from 607,000 to about 1.3 haih. A large part of Minijobs
(one third!) are side jobs of people who othentiage a regular full-time or part-
time job. Of total employment, exclusive MinijobsdaMidijobs make up 15
percent.

In 2011, 62.9 percent of all Minijobs were holdwgmen. One important reason
for this overrepresentation relates to the Gerraarsystem which still
discourages women'’s labour force participationdlgiohigh marginal tax rates
for second earners and joint taxation (‘splittinigyouring the top earner in the
family. This fact already hints to the impossibility dragrisimple conclusions
and recommendations for other countries from GerevgreriencesAnother
interesting fact is the age distribution: 17.7 petof Minijobs were held by
people over 60, and 25.5 percent under 30 yearsSold43.2 percent of Minijobs
relate to workers at the margin of the labour miaréher (in the majority) still
involved in education and trainiffgor in early or actual retirement. Finally,
Minijobs are clearly overrepresented in brancheerehivage costs play a

37:850,000 Minijobs relate to young people in edwabr vocational training.
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dominant role in demand for products or servicdsolasale and retail (13.5% of
all Minijobs), hotels and restaurants (11.3%), bass services (11.7%), freelance
scientific and technical services (5.4%), and ddim@s household services (3%).

Apart from being free from taxes and social conttitns for the workersn legal
termsMinijobs establish a regular employment relatiopsregulations
concerning further payment of wages in case oéfhor entitlements to
vacations hold also for Minijobs (and, of course, Midijobs as well). However,
despite employers’ lump-sum contribution of 30 patcan exclusive Minijob
does not establish sufficient health insurancegetain, and only small pension
entittements are acquired. Furthermore, employséssidies through exemption
from taxes and social security contribution prolgabk passed over to some
extent to the employers who can pay lower wagéshe@lmore since competition
among workers (especially in the low wage sec®tdugh due to high
unemployment and low bargaining power in this weggment.

Unfortunately, evaluation research related to Mipg (almost nothing is available
for Midijobs) is not well developed. Robust resutis an overall assessment do
not (yet) exist. Only fragmented evidence is a\®é& giving reason for a mixed
but — at the current form of regulation — overabstical summary.

On the positive sidstands the increase of employment opportunitiesémy
people who — for one reason or the other (educatetinement, etc.) — only wish
atransitory jobto top-up their income and wish not to engage amt@mployment
career. For these people it does not make sengetthe evaluation criteria of
transiting from their Minijob into a regular job.nd for employers, the lump-sum
payment for social protection and the flexible oskes Minijobs to an attractive
instrument.

On the negative siddirst, stands the fact that in particular woméeio are

caught in the trap of Minijobs, and this probabbds also true for the Midijobs.
The transition into regular jobs is rare, the wagesoften low, and social security
protection gained by this type of employment is gneaSecond, Minijobs seldom
do provide bridges for the unemployed into regjdas, on the contrary: Many
unemployed use Minijobs as additional income ingteasearch hard for a regular
job. And, most important, subsidised Minijobs fatesjobs (and for insiders), are
reducing further the employment opportunities fag inemployed. Third and
finally, looked from a macroeconomic point of vieMinijobs clearly have served
as an instrument to bring wages down and substggwggular jobs to some
extent*® Downward wage pressure might be useful for cortipetiess, but it

may also go too far when these wages bring notegprat incomes for living, and

% This evidence is best summarised by Eichhorst @04.2).

%9 Good evaluation research would require the esiimatf more precise figures for substitution
or displacement. And, taking the long service ch@inmind, it is also possible that in some cases
Minijobs might induce or support high quality jobs.
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when these wages prevent companies to invest mduglity products and
services that are necessary for sustainethepetiveness.

3.7 Taming non-standard forms of employment: Tise cd solo-self-
employed or freelancers (‘own-account workers’)

Solo-self-employment in form of own-account work foeelancing’) has
increased in Germany until about 2005; since thenstagnating or even slightly
decreasing® However, compared to other EU-member statesfahis of non-
standard employment is only modestly developedemtany (see Figure 12,
Appendix 1): Only about 3 percent of the workingeggppulation are full-time
self-employed without own employees, i.e. ‘freeknst In Greece (at the top),
the figure is about 12 percent, in the UK aboup&fent, in the small Baltic state
Estonia only 2.5 percent. In Germany, the slodifelltime ‘freelancers’ in
percent of total employment is about four perceriuding part-time own-
account workers, the share increases to aboutc@mpemvhich is still a relatively
small number compared to most other EU-membersstitdotal, the number of
own-account workers amounts currently to aboungilBon.**

These figures tell that self-employment plays &dént role in Germany
compared to Koreavhere the share of self-employed is reported tabdmit one
third of total employment, of which 60 percent aren-account-workers, i.e. self-
employed without employees (Kwang-Yeong Shin 20kR2¥{ermany in contrast,
own-account work it is a growing concern of polatisn and poverty, too; but it
is also considered as potential bridge from nonkwpe., inactivity or
unemployment) to regular employment, and by a geadeven as job creation
machinery.

The majority of ‘solo-self-employed’ works in publor private services (all kind

of communication media, culture, and educatiorgl estate and business services
(in particular facility management), wholesale aetil, and — to an increasing
extent — in building and construction. The sharavomen is about one third,
however increasing, in particular as part-timeng eBucational background, a
remarkable structural change towards higher quaatifon can be observed.
Another interesting phenomenon, although complaiatier-researched, is the
increasing transition dynamics between inactiggif-employment and regular
work, including the combination of regular part-&irwork and part-time own
account work? Own-account-work is in Germany often of short dieraand an

“°The best and most recent overview on ‘solo-selfleged’ in Germany is given by Koch et al
(2011); in a European comparative perspective shal& Buschoff (2007).

“!In addition to the self-employed as own-accountkers come about 1.8 million self-employed
as entrepreneurs with at least one dependent ee®m(sglary or wage worker). Total employment
level in Germany currently is about 41 million.

2 The best available European study (related to Smjeid Delmar et al. (2008); for Germany see
Koch et al. (2011: 31-33).
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element of transitional labour markets. Howeveg, Iirge transition rates of
regular older workers into precarious and low prithe ‘solo-self-employment’
in Korea due to (early) mandatory retirement agdsereby shifting the
entrepreneurial risk to workers — is almost unknaw@ermany (OECD 2012:
36). So, the recommendation by the OECD of phasutdhe right of firms to set
mandatory retirement ages can only be underlinegl, net least in favour for a
policy of higher-productivity jobs (see Schmid 20)12Yet the path to own-
account-work may also come from unemployment dusimissals or company
bankruptcy which might explain the fact that sodtF€mployment among elderly
people is also quite common in Germany, not leasttd explicit policies
supporting start-ups for unemploy&d.

On average, full-time ‘solo-self-employed’ earrGermany less than self-
employed entrepreneurs, however more than regafagrdient wage workers.
However, the income structure among own-accounke&rsris much polarised:
the share of low earning ‘solo-self-employed’ ighh{29% earn less than 1,100
Euro net and per month). The gender wage gap isstlthe same as for regular
workers: women earn only 73 percent compared ta men

Only in Denmark solo-self-employed are sufficiently coveredunemployment
insurance* Generally, they are also coveredPalandbut the level of
unemployment benefit, paid as a lump sum, is sotk@awit cannot be deemed
adequate to guarantee an income above the pouetyn most other EU
member states, self-employed are excluded from atandinsurance systems.
This was also the case@ermanyprior to 2006. Since that date some categories
of the self-employed, namely persons previouslyagroll employment (wage-
work), may continue to be covered by the statutomymployment insurance
schemé” The German system remains closed to persons igimaaforms of
employment, despite the above mentioned fact kgt humbers, as a proportion
of all employment, have risen remarkably in regezdrs. The current
unemployment insurance system also provides a sncalhtive to transit from
dependent wage work to self-employment in as famasnployment benefit
entitlements are kept for two years so that in cdsarly failure, self-employed
can fall back on the safety net of unemploymentrasce. Thd\etherlandshas
also such provisiongwustriais not only the most generous country in this eesp
(unemployment benefit entitlements might be kepiramently) but also flexible
in as far as self-employed can choose betweerrélifféevels of contribution,
whereas the German system is quite restrictivepanitly unfair (lump-sum

43 See the remarks to the successful start-up sessidi unemployed in section 3.3. An extensive
recent overview of this programme including respectvaluation research can be found in
Caliendo et al (2012).

“ The best overview on social protection of non-tegworkers for six EU member states
(including Germany) is provided by Schulze Busclzoffl Protsch (2008).

“ For an extensive recent discussion of unemployiimsarance for self-employed in Germany,
also referring to some other EU countries, see Kaicl. (2011: 42-46).
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contributions on the one hand, benefits favouriigd Iskilled on the other hand).
Finally, from the TLM point of view, transferabpiof social protection
entitlements from one employment status to therathleighly recommended.

In regard tcstate retirement provisiowhat counts is whether people can expect a
pension that will at least keep them above the pgVi@e, even if they have a
history of non-standard employment (Schulze Budduod Protsch 2008:69). In
the Netherlands, Denmark and Sweden they canesetbountrieaniversal
pension guaranteedll residents at least a subsistence-level incdvost other

EU member states do not have such a system. In&grenlarge proportion of
those in self-employment and marginal forms of exppient are not

compulsorily covered under the contributory systdrstatutory retirement
provision. Many people in the current debate af@awour of such an inclusion

but the issue is quite complicat&®dt seems that basic reforms coping sufficiently
with the changing world of work requirecaordination of all social protection
systemspartial and uncoordinated reforms are likelyaib. f

4. Summary and conclusions for Korea

Labour market polarisation is globally a commomdrekorea and Germany are
no exceptions. However, as demonstrated at thebiag), Korea faces in
particularexclusionary polarisation.e., segmentation between insiders and
outsiders of the labour market, whereas Germampoi® characterised by
inclusionary polarisationi.e., by increasing gaps in income and otheradoisks
among the increasing number of labour market ppaits. Yet both countries
share the challenge of rising non-standard employmeationships leading to
increased poverty at work and low security in riskyations over the life-course:
transition from school to work, income volatiliynemployment, and temporary
income restrictions due to unpaid care work orpacaties to work through
iliness, disability or old age. At the end of theeydonly more and better jobsan
stop these trends, yet labour market policy cap teebssist job creating
employment policies in effective and efficient waggart from better education
and vocational training, which were not at the aafrthis studyfour main policy
approachesave been identified to fight polarised labour kedlsegmentation.

(1) Inclusion of high risk people into the labour markeaking labour market
participation as indicator of inclusion, Korea loa® of the lowest employment
rates in OECD countries, in particular related toven (Annex I, Figure 9). In
order to avoid exclusion of the low-skilled, thedpterm unemployed or the
people in involuntary inactivity (in particular wem), a work-first strategy
combined with training opportunities has been rememded. Even at low wages,

“6 Readers interested in the German debate are regodem to consult Fachinger and Frankus
(2011).
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the chances of moving upwards and out of (trangifsoverty or remaining active
rather than inactive are higher than staying imysleyment or inactivity.
Investing into efficient labour market services Wbenhance such a strategy.
Part-time jobs of good quality are another impdrielement for higher inclusion
of women into the labour market which has alreaglgrbtackled in my first report
(Schmid 2012bj’

(2) Establishing encompassing income maintenance schdime poverty rate in
Korea was 15 percent in 2008, the seventh highasiei OECD area (47 percent
among the elderly), whereby 88 percent of the paere in households headed by
a working-age person (OECD 2012, 113). Furthernmoesgsured in net
replacement rates, income maintenance during ursgmmeint in Korea is one of
the lowest in OECD countries (Annex I, Figure £d%erman and European
experience, however, suggest that high coverageafle at risk of
unemployment and generous short-term unemploymsuatance benefits are not
only powerful instruments to prevent in-work poydsut also important inbuilt
stabilisers to maintain effective demand duringesstons. The same argument
holds true for able-bodied working-age individualso are not covered by
insurance for various reasons (lack of work expege exhaustion of insurance
benefits, etc.), and for those who for some redsansitory stages of education,
care for children, reduced work capacity, etc.)raveor not fully available to the
labour market but in principle employable and wijito work. For these groups a
means tested universal scheme of basic incomeigeicuanalogy of the German
GrundsicherundALG Il = unemployment assistance) has been recenuad,
provided that it is complemented by effective affitient employment services
(still underdeveloped even in Germany).

(3) Making work and transitions pay through active labearket policies
Compared to most OECD countries, Korea spends fitl active labour market
policies (Annex I, Figure 11). The detailed revieixGerman labour market
policy measures and meta-evaluation studies in eoatipe perspective suggest
that temporary public job creation measures forutemployed should have the
least priority. Apart from information and coungajj services that support the
matching between demand and supply, the highestitgrshould be put on direct
employment support througtage cost subsidig¢argeted to those hard-to-place
people who only needteansitory bridgeto close the gap between wages and
individual productivity. This gap, then, can besgd through on-the-job training
and/or supplementary training measures. For thaelow productivity
potentials, enhancing the Earned Income Tax C(edioduced in 2008) would
be a solution.

“"In addition, the OECD Economic Survey 2012 prosidecomprehensive policy package for
boosting female labour force participation (OEC[12052-57).

“8 Benefit duration is also one of the lowest (Daglal. 2010, p. 90); coverage of unemployed by
the Employment Insurance System has increasedks btill low at about 30 percent (OECD 2012,
126).
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For young people facing difficulties to find a jabcarefully targetettansition
systenbetween school and work should be establisheddaktcount of the
individual needs that can be quite different (latlelementary skills, lack of work
experiences, lack of information or even of moima}. In many cases, however,
the combination of work and formal learning (sol@@ldual systems or
apprenticeship systems) would provide an ideal fofisuch a transition system.

Also training measures for adults targeted to skideded by the market,
including transversal skillsr{aking workers fit for the marRedre useful
investments, especially in the long-run. In viewla# ageing workforce (marked
in particular in Korea), measures foaking the market fit for workefer

instance through reasonable adjustment of workplacevorking time are
recommended because earning capacities of olddsevgoare often restricted due
to health problems or unpaid care obligations lieryoungsters or very old
relatives.

(4) Taming non-standard forms of employment (non-regutak): The main
driver of labour market segmentation and in-workegty is the large share of
non-standard employment or non-regular work. Ingéoinon-regular workers
account for one-third of employees earning onlyBitent as much per hour as
regular workers in 201t more than a quarter of full-time workers earn kbss
two-thirds of the median wage, the highest in ti#0D area. The largest
component of non-regular employment is temporargkess (25% of total
employment) boosting worker turnover and henceaedufirm based training.

As this polarisation reflects to some extend stremgployment protection of core
workers (insiders), first recommendation is to check the effectiveness ef thi
regulation. German and European experiences sutjgest is — on one hand —
not employment protection per se but inflexibilyd intransparency of
administrative procedures when firms have to dismisrkers, and — on other
hand — limited internal (numerical as well as fumaal) flexibility of insiders
leading to the recourse of non-standard employmmemiracts with damaging
employment chances of outsiders. Korea'’s labourdad/industrial relations
regulation, therefore, should consider:

a) Ways how to reduce uncertainty in dismissal procest

b) Making employment protection conditional on thadi@ess to internal
flexibility, e.g. job rotation, training, work-shiag, working time
accounts, wage corridors;

49 Although the gap is narrowed to 13 percent aftusting for differences in individual
characteristics, such as gender, education, teaocepation and age (OECD 2012, 34; and pp 49-
50 for further details on labour market polarisatio Korea).
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c) Support of companies in establishing such fle#ibihstruments, e.g.,
through short-time work allowanc8sco-financing of training measures,
e.g. through training vouchers in particular forpdoyees and employers
of SME.

SecongdGerman and European experiences suggest thasexeeise of
temporary work damages the dynamics of innovatiahsaustainable
productivity. It is, therefore, even in the intdresthe employers and the
economy taestrict opportunistic and cut-throat price comyietn by using cheap
non-regular work. Furthermore, such a strategg gairticular unfair to workers
with low labour market power or without union repeatation (also very low in
Korea). This study recommends, therefore, refomtke following directions:

a) Impose a decent universal minimum wage (whichierly, is quite low
in Korea) and control compliance;

b) Lower the tax or contribution load for low wagenk@possibly for both,
the employers and employees);

c) Enforce the equal treatment principle in partictite temp-agency
workers (possibly in a flexible way through coligetagreements);

d) Exclude by law revolving door practices (firingdarehiring at lower
wages);

e) Impose conditional risk surcharges for temporariemp-agency work
(e.g., surcharge contribution to training funds);

f) Open the opportunity for fix-term contracts withoeason but restrict this
possibility to at most two years, and make excegticonditional either on
job creation or employability enhancing measunmegarticular education
and training.

Third, as temporary work or part-time work becomes éffety regulated, firms
increasingly escape to the alternativesalies (or commercial) contragts
particularly in the form of ‘works contracts’ indag — over the extended service
chain — further cases of precarious non-regulakwlorGermany, this dimension
of non-regular work statistically is still in a greone and currently hotly debated.
From this debate and from existing experiencesgthecommendations can be
formulated:

a) Care for transparency, e.g. through introductibreporting obligations;

b) Equal treatment, e.g. equal pay with comparalgalee workers at least
after some time;

c) Accountability, e.g. through transformation of w®icontracts into labour
contracts when characteristics of an employmentraohdominate.

%0 See the case #furzarbeit(time work) described in my previous report (Scth2012b).

26



Fourth, Minijobs and Midijobs are a German peculiaritytive range of non-
standard employment. They have been introducedas tareshold job
opportunity to boost employment and to get workafuthe unregulated informal
or illegal sector. On the one hand, these smadl gl completely covered by
labour regulations (e.g. providing entittementsacations and further payment of
wages in case of illness) and provide flexible gpiportunities for many persons
at the margin of the labour market and for many legygrs especially in services
that would not exist without the new regulations. t@e other hand, the overall
assessment is mixed giving reason for the followagpmmendations:

a) Encourage employers to create low threshold (maltgjobs through
lump-sum contributions to social protection avogithereby too much
red-tape, yet restrict possibly the number of goblk to control for
substitution of regular work;

b) Enable people at the margin of the labour markef (students, elderly in
retirement or on regular part-time) to take up maaigobs by exemption
from taxes or social contributions;

c) Do not subsidise such marginal jobs for workerhwegular full-time
jobs, and design the overall social protectionesysin a way that does not
create incentives to stay permanently on sociabkfeas plus marginal
wage income;

d) Take care to avoid the danger of cut-throat wagepetition related to
such jobs through decent national minimum wages;

e) Give workers representatives of medium and lairgesfa voice in
codetermining the establishment of marginal jobs.

Fifth, solo-self-employmeim form of own-account-work (often also called
‘freelancers’) has increased in Germany but do¢play that important role as in
Korea. In fact, German labour market policy hasheméroduced successful and
recommendable labour market policy measures tccmduch start-ups for the
unemployed as potential bridges to entrepreneselélemployment. Yet, the
increasing polarization within this group of nomuéar work and the rising
number of precarious ‘solo-self-employment’ hasediconcerns to provide
better social protection and regulation preventragsitions into such precarious
jobs. German and European experience leads tollbeving recommendations:

a) Phase out the right of firms to set mandatoryegignt ages that induce
firms to get rid of older workers who then haveeszape to precarious
forms of self-employment;

b) Recalibrate the entitlement rules of (un)employniesiirance so that non-
regular workers, including self-employed, are batieluded; the reported
Austrian case seems to be of particular interest;

c) Establish and ensure the right to transfer indigicintittements to social
protection from one employment relationship toahbieer;
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d) Consider the establishment of a universal basionre security in old age
based on citizenship and independent of the emmayistatus during the
life course.

To sum up: Labour market polarisation hinders potigiity growth and erodes
fairness as a precondition for cooperation botlwbeh workers and employers as
well as among the workers themselves. German arupEan experiences
corroborate the argument that a policy change jaimsecurity for insiders
towards labour market securiiyr all employable peoplésocial inclusion
principle) will not only improve equity but alsofiefiency. An extensive system
of primary vocational training at the middle lewagld continuous vocational
education and training (life-long-learning) is ayke prevent polarisation and to
establish a win-win-game in terms of equity andcefhcy. How such a win-win-
game could work has been described by Americanosoists who delivered an
interesting model for computerization as a keyearnf U.S. labour market
polarisation (Autor et al. 2006). If, for instanceiddle skilled workers with
routine jobs (e.g., bookkeepers) are displacedinyputers and upgraded by
education or training, the resulting sharpened vwagepetition between high
skilled will reduce wage inequality at the top haiflfdistribution; furthermore, the
resulting mitigation of cut-throat wage competitemmong low-skilled will reduce
wage inequality at the lower half of distributidrgth processes, thereby, will
enhance equity (declining wage inequality) as asléfficiency (higher
productivity growth).
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Annex |:  Tables and Figures

Table 1a: Decomposition of GDP per capitastonomic welfare indicator)
into hourly productivity ( efficiency indicator), hours per worker
(working-time preference indicator), employment rate @ocial
inclusion indicator), and working-age population demographic
indicator, 1998, 2007, 2011Germany

GDP/P = GDP/H x HI/E x E/WAP x WAP/P
1998 28,923 = 41.49 X 1,569 x .6547 X .6785
2007 33,407 =  48.48 X 1,492 X .6964 x .6632
2011 34,591 = 48.85 x 1,457 x .7353 X .6611

Table 1b: Decomposition of GDP per capitagconomic welfare indicator)
into hourly productivity ( efficiency indicator), hours per worker
(working-time preference indicator), and employment rate gocial
inclusion indicator), and working-age population demographic
indicator, 1998, 2007, 201XKorea

GDP/P = GDP/H x H/E x E/WAP x WAP/P
1998 15,790 = 14.70 X 2494 x .6019 X 7157
2007 249048 = 22.44 x 2,306 X .6686 x .7211
2011 27541 = 27.06 Xx 2,090 x .6669 X .7303

GDP/P = Gross Domestic Product per Capita (congtaces, constant PPP, base year 2005)
GDP/H = Gross Domestic Product per Hour

H/E = Working Time per Employed Person

E/WAP = Employment Rate

WAP/P = Working-Age Population (age 15-64) relat@&opulation

Sources: OECD stats, download 31 October 2012pamdcalculations; for the original raw data
explaining small rounding errors in these tablesfsowing Table 3.
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Table 2a: Decomposition of the yearly change of eaomic welfare into
change of productivity, working time, employment arl
demographic structure, 1998-2011 (1998-2007, 200742):
Germany

AIn(GDP/P) =  AIn(GDP/H) + AIn(H/E) + AIN(E/WAP) +  AIn(WAP/P)

1998-2011 138 = +1.27 - 0.57 +0.89 -0.20
1998-2007 1.60 = +1.73 - 0.56 +0.69 -0.25
2007-2011 0.87 = +0.19 - 0.60 +1.36 - 0.08

Table2b: Decomposition of the yearly change of economic watt into
change of productivity, working time, employment arl
demographic structure, 1998-2011 (1998-2007, 200@42 ) Korea

AIn(GDP/P) =  AIn(GDP/H) + AIn(H/E) + AIN(E/WAP) +  AIn(WAP/P)

1998-2011 4.28 = +4.69 -1.36 +0.79 +0.16
1998-2007 5.08 = +4.70 - 0.87 +1.17 +0.08
2007-2011 247 = + 4.68 -2.47 - 0.06 +0.32

GDP/P = Gross Domestic Product per Capita (congtaces, constant PPP, base year 2005)
GDP/H = Gross Domestic Product per Hour

H/E = Working Time per Employed Person

E/WAP = Employment Rate

WAP/P = Working Age Population related to Populatio

Sources: OECD stats, download 31 October 2012pamdcalculations; for the raw data
explaining small rounding errors in these tables) $able 1 and 2 in Appendix.
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Table 3a: Decomposition of working time per populabn into working time
per employed person, labour force utilisation, labar force
participation and demographic structure, 1998, 200,/2011.:

Germany
H/P = H/E X E/(E+U) x (E+U)/WAP x WAP/P
1998 697 = 1,569 x  .908 x .721 X .679
2007 689 = 1,492 x 913 X 762 x .663
2011 708 = 1,457 x 941 X .782 X .661

Table 3a: Decomposition of working time per populabn into working time
per employed person, labour force utilisation, labar force
participation and demographic structure, 1998, 200,/2011:Korea

H/P = H/E X E/(E+VU) x (E+U)/WAP x WAP/P
1998 1,074 = 2,494 X 931 X .647 X .716
2007 1,112 = 2,306 X .968 X 691 x .721
2011 1,018 = 2,090 x .966 X .690 x .730
H/P = Working Hours per Population
H/E = Working Hours per Employed Person
E/(E+V) = Utilisation of Active Labour Force (U=dmployment)
(E+U)/WAP = Labour Force Participation Rate

WAP/P = Working Age Population (age 15-64) relateé&opulation
Sources: OECD stats, download 31 October 2012pemdcalculations; for the original raw data
explaining small rounding errors in these tablesfsowing Table 3.
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Table 4a: Decomposition of yearly change of workingme per population
into working time per employed person, labour forceutilisation,
labour force participation and demographic structure, 1998-2011
(1998-2007, 2007-20115ermany

Aln(H/P) = Aln(H/E) + AINE/(E+U) +  AIn(E+U/WAP) +  Aln(WAP/P)
1998-2011 0.12 = -0.57 + 0.27 + 0.62 -0.21
1998-2007 -0.13 = - 0.56 + 0.06 +0.61 -0.26
2007-2011 0.68 = -0.59 + 0.76 + 0.65 - 0.08

Table 4b: Decomposition of yearly change of working time pepopulation
into working time per employed person, labour forceutilisation,
labour force participation and demographic structure, 1998-2011
(1998-2007, 2007-2011)Korea

Aln(H/P) = Aln(H/E) + AINE (E+U) +  AIn(E+U/WAP) +  Aln(WAP/P)
1998-2011 -041 = -1.36 + 0.28 + 0.49 +0.15
1998-2007 0.39 = -0.87 +0.43 +0.73 + 0.08
2007-2011 -2.21 = - 2.46 - 0.05 - 0.04 +0.31
H/P = Working Hours per Population
H/E = Working Hours per Employed Person
E/(E+V) = Utilisation of Active Labour Force (U=dmployment)
(E+U)/WAP = Labour Force Participation Rate
WAP/P = Working Age Population (age 15-64) relateé&opulation

Sources: OECD stats, download 31 October 2012pamdcalculations; for the raw data
explaining small rounding errors in these tables) $able 1 and 2 in Appendix.
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Table 5:

Employment performance, Germany and Koreal998, 2007, 2011

Germany Korea
1998 2007 2011 1998 2007 2011

GDP in Million
US $, constant
prices, constant 2372521.153 | 2747926.566 | 2827985.683 | 730855.7287 | 1212435.147 | 1370980.22
PPP (base year
2005)
Resident

. 82029000| 82257000| 81755000  46286500| 48597650 | 49779440
population (P)
'(1"))”3 worked 57189000000 | 56679000000 | 57887000000 | 49724840000 | 54040460000 | 50658670000
Employed 36438000|  37989000| 39738000 19938000 |  23432800| 24244000
persons (E)
Working age
population (15- 55653000 | 54549000| 54046000 33125930| 35045530 36352540
64) (WAP)
Unemployed 3693000 3601000 2502000 1490000 783000 855000
persons (U)
GDP/P 28922.96 33406.60 34590.98 15789.82 24948.43 27541.09
GDP/H 41.49 48.48 48.85 14.70 22.44 27.06
H/E 1569.49 1491.98 1456.72 2493.97 2306.19 2089.53
E/WAP 0.6547 0.6964 0.7353 0.6019 0.6686 0.6669
WAP/P 0.6785 0.6632 0.6611 0.7157 0.7211 0.7303
E/(E+U) 0.9080 0.9134 0.9408 0.9305 0.9677 0.9659
(E+U)WAP 0.7211 0.7624 0.7816 0.6469 0.6910 0.6904
H/P 697.18 689.05 708.05 1074.28 1112.00 1017.66

Data: OECD stats, download 31 10 2012
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Table 6:  Share of employed with low-wages in percéof respective total
employment in Germany, 2006

Total ,Regular | Part- Temporary | Minijobs | Temp-
Work' time Work Agency
Work Work
Total 20.0 11.7 19.5 36.0 81.2 67.2
Women 27.2 16.7 18.0 38.2 81.9 77.3
Men 14.3 7.7 30.6 33.9 79.,8 63.7
Manufacturing 13.7 8.9 21.1 34.7 80.8
Construction 14.1 10.4 26.9 34.8 59.4
Trade etc. 24.6 13.4 23.9 49.2 83.5
Restaurantsc. 62.1 51.6 56.7 72.1 84.9
Health 15.0 8.6 9.4 25.0 70.8

Source: Bosch/Weinkopf (2011)

Table 7:  Yearly Transitions of West-German Women inAge of 20 to 55
(2000-2006)

t+1
High Wages | Low Wages | Unemployed Inactive Total

T (Year)

High Wages 87.4 6.8 1.3 4.6 100
Low Wages 27.3 61.8 3.0 8.0 100
Unemployed 16.4 20.1 33.4 30.0 100
Inactive 5.9 4.9 4.6 84.7 100
Total 51.1 14.4 3.5 30.9 100

Source: GSOEP and Mosthaf/ Schank/ Schnabel (28&2)ding exampleThis transition matrix
shows the yearly transitions of West-German wonawéen different statuses of employment or
inactivity (controlling for individual characteriss). The most important result is that women in
low wage jobs have a higher probability to move inigh wage jobs than unemployed women:
27.3 against 16.4 percent. In contrast, unempley@tden have a much higher probability to move
into inactivity than women in low wage jobs: 30 g4 8 percent. The chance to get stuck in low
wage jobs, however, is still very high: 61.8 petcé&o high!
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Table 8:  Unemployed workers (in 1,000) receiving tbme support in
Germany, 2005 and 2011

2005 2011
Unemployed 4,861 2,976
Receiving ALG | 1,428 728
Receiving ALG I 2,725 1,928*
ALG | in percent 29.4 24.5
ALG Il in percent 56.1 64.8
ALG | + ALG Il in percent 85.5 89.3

Source: Bundesagentur fiir Arbeit, Arbeitsmarkt 2Grid own calculations.
* 1,992 — 66 = 1,928 (the benefits of 66,000 unemplent benefit receivers are topped up by

unemployment assistance (ALG II) in order to enshedr guaranteed minimum
income), so this figure is already included in T2®)

ALG | = unemployment benefits (67% [U with childijear 60% percent of former net wage);
maximum duration 12 months, for aged > 50 15 mqritrsaged > 55 18 months, for

aged > 58 24 months

ALG llI= unemployment assistance (lump sum and méasted); unlimited as long as no job is

available
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Table 9:

Participants in policy measures to integree employable but

jobless people in Germany into the labour market, @.1compared

to 2010*

Stock Change Flow Change

in 1,000 to 2010 in % in 1,000 to 2010 in %
Placement support 161 -28.5 3,493 -20.2
Training” 180 -16.8 333 -43.1
Vocational educatior? 341 9.5 430 7.4
Employment support’ 165 -21.7 256 -22.4
Start-up support’ 136 -11.8 151 -12.1
Public job creation® 198 -35.9 498 -32.9
Others’ 47 -23.5 63 -27.8
Total (1-7)° 1,228 -21.0 2,924 -26.7

*) Short-time work as employment maintenance megsfrcourse, excluded

1) In particular very short-term measures of “aafiion” (e.g. advice how to apply for a job, etc.);
2.2 million of the flow figures relate to some soppfrom the placement budget (e.g. travel
assistance at job search, etc.)

2) Mainly further training or retraining of unempked to improve their employability

3) Various measures to support vocational traiifhdisadvantaged youth (e.g. deepening or
broadening basic skills as preparatory measurappcenticeship or work, special measures for
handicaps, training bonuses for employers, etc.)

4) In particular integration-support through wagstcsubsidies; including alseage insurancéor
the integration of elderly unemployed (the onlyrgasing instrument from 17,000 in 2010 to
29,000 participants in 2011!)

5) Mainly start-up allowance (Ul-benefits for 9 nlos plus €300 monthly allowance for insurance
contributions)

6) “One-Euro-Jobs” (Ul-benefits plus small subsidywork experiences)

7) Basically rehabilitation measures

8) Note forbackground informationin 2011, 8,218,000 entered into the status ofmpieyment;
8,449,000 left the status of unemployment, of whunly 3,126,000 made the transition to
employment, the rest (5,323,000) into educatioatber inactivity status (remaining unemployed,
illness, retirement etc.)

Source: Bundesagentur fiir Arbeit (2012), Arbeitdna011, Table IV.F.2a, p. 123 (translation
and remarks by the author)
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Table 10: Gross hourly wages* and topping-up amousstfor temp-agency
workers in the plastic industry** of West-Germany*** according
to the collective agreement between IG BCE and BAR012

Wage Groups****

Topping-up in percent 1 2 3 4 5

< 6 weeks: none 8.19 8.74 10.22 10.81 12.21
>6weeks: 3to 7 8.76 9.35 10.63 11.24 12.58

> 3 months: 4to 10 9.00 9.61 10.83 11.46 12.70
> 5 months: 6 to 15 9.42 10.05 11.14 11.78 12.94

> 7 months:; 9 to 22 9.99 10.66 11.55 12.21 13.31
> 9 months:10 to 25 10.24 10.93 11.75 12.43 13.43

*) in Euro (€)

**) The plastic Kautschukindustry is one of several branches within the@ital Industry; the
collective agreement for the whole Chemical Induattows up to 50% topping-ups; the topping-
ups, however, shall not lead to wages over 90%caminaparable worker! The CA’s contract
duration is exceptionally long (2012-2017).

***) \WWages in East-Germany are about 8 to 14 pertmmer, depending on wage group; wage
groups 6 to 9 are without topping-up

**+¥) Basically, the wage groups describe the skiémands and tasks from low (wage group 1) to
high (wage group 9); in the Public Services, thaee15 wage- or salary-groups

IG BCE = Trade union of Mining, Chemical Industand Energyl6dustriegewerkschaft
Bergbau, Chemie, und Ener§li@AP = Employers‘Association of Personnel SenAgencies
(Bundesarbeitgeberverband der Personaldienstlister

Source: randstadpolitikbrief, November 2012, p. 6

Table 11: Minijobs and Midijobs in Germany (in 1,00 or percent)

Year Absolute Exclusive Minijobs Mini- Midijobs  Mini* +
Minijobs  as side side jobs Midi as
jobs as % of % of
total total E.
2003 4,184 4,184 - 0.0 607 12.2
(2003)
2007 7,104 4,943 2,160 30.4 1,195 15.4

2011 7,307 4,894 2,493 33.7 1,319 15.1

Source: Eichhorst et al. (2002) and own calculatiith = employment); *) the last column relates
only to exclusive Minijobs plus Midijobs becausemayment statistics counts only the main job.
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Figure 1: In-work poverty rates in European memberstates (2008)
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Source: Lohmann and Andrel3 2011, p. 180 (calculatetthe basis of EU-SILC 2008, weighted,
France=2007). Reading examplie Germany (DE), 6.9 percent of employed peoplé less than
60 percent of the median income at their dispaaking into account household context, taxes
and social transfers; in the Czech Republic (G4)gis only 3.9 percent, in Romania (RO) 16.9
percent.
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Figure 2: Employment rates by educational level ircuropean member
states, 2010: Low education (red) and high educatiagreen)
compared (and ranked) with total (blue) in age 20-6
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Figure 3: Unemployment rates of EU Member Statesybeducation level,
2010 and ranked according to ‘Total’ (age 20-64)
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download 12.03.2011
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Figure 4: Unemployment rates according to level aéducation in Germany
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Quelle: IAB-Berechnungen auf Basis des Mikrozensus und Strukturerhebungen der BA. ©1AB

Source: I1AB-Aktuell, 10.02.2011. Reading exampe2009, the unemployment rate in Germany
for workers without vocational training was 21.9qent, for workers with academic degree
(universities or business schools) only 2.5 percent
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Figure 5: Relative in-work poverty and relative laltour market integration
of low-skilled in European member states
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Source: Lohmann and Andref3 (2011), p. 183, basdflbB8ILC 2008 (weighted, France=2007;
size of circles reflecting relative size of low-#dd group (ISCED 0-2) as % of population.
Reading exampldn Germany (DE), the relative in-work povertylotv-skilled was 2.5 times
higher than the average in-work poverty rate wretka employment rate of this group was .65
lower than the total. So, in contrast, for exanipl€inland (FI) with about the same relative
labour market inclusion of low-skilled, relativeivork poverty was much higher. The correlation
is .61, which means the higher the integratioroaf-tkilled into the labour market, the lower is
their relative in-work poverty.
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Figure 6: Non-standard employment rates, 1998 andi®8 (Part-time,
temporary, and own account workers in percent of wiking-age
population, 15-64)
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Source: Schmid 2011a, p. 174, for further explamati Reading examplén Germany (DEU),
workers in part-time, self-employment or temponanyrk (including temp-agency work)
(controlled for overlaps, e.g., part-time self-eay@d or temporary part-time workers) made up
about 18 percent of working age population in 1298percent in 2008.
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Figure 7: Fixed-term employment rate in Europe, 208: Temporary full-
time or part-time workers in percent of working-age population
(15-64)
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Source: Eurostat, Labour Force Survey; own calmriat Note that the measurement is in
terms of employment rate, i.e., as percent of waylage population and nds often in the
literature) as a share of total employment. Readiample In Germany (DE), about eight
percent of the working-age population (age 15-6d)eamployed on the basis of a fixed-term
contract either in full-time or in part-time workhe respective share of temporary full- and
part-time workers of total employment can easilyafeulated by the fixed-term employment
rate divided by the employment rate (in Germar8y/.75~= 11 percent).
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Figure 8: Temp-agency penetration rate* and labourforce participation
rate for selected countries (2007/08)
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Source: Schmid (2010), p.130. Labour force paritign (OECD Employment Outlook
2009); temp-agency work (CIETT, see chapter 1etdhl Labour force participation rates
refer to persons aged 16-64 in UK, US, ES, SE; tagency penetration rates refer to 2007
in DK, HU, IE, IT, PT.

*) Temp-agency penetration rate = average daily numbemporary agency workers full-
time-equivalent as a percentage of total employment
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Figure 9: Employment rates of women in Korea compagd to United States,
EU-21 and Germany
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Figure 10: Netreplacement rates" of unemployment, OECD countries, 2008
(taken from Duell et al. 2010, p. 89)
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a) Net replacement rates for two family types during the initial phase of unemployment. Data refer to the ratio of household
net income after becoming unemployed to household net income on 100% of average earnings (AW)

b)  Unweighted average of countries shown.

Source: OECD Tax-Benefit Models, www oecd orglels/socialivorkincentives.
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Figure 11: Active and passive labour market measugdin OECD countries’,
2008versus 1998 (taken from Duell et al., 2010, p. 43)

Public expenditure as a percentage of GDP
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Countries are ranked in decreasing order of the total of both active and passive measures.

a) Active measures refer to Categories 1-7, passive measures to Categories 8-9 of the OECD/Eurostat Labour Market Programme
database.

b) lceland, Mexico and Turkey are excluded.

c) For Luxembourg, data refer to 1997 instead of 1998,

d) For Greece, active measures are calculated as the sum of Categories 1.1 and 2-7. Data refer to 1999 instead of 1998

e) Unweighted averages for countries where both active and passive measures are shown, except ltaly for EU15; Italy and Korea
for OECD, respectively.

Source: OECD/Eurostat Labour Market Programme database. For further country notes, see OECD (2010b), OECD Employment

Outlook: Moving Beyond the Jobs Cnisis, Statistical Annex, Table K.
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Figure 12: Full-time self-employed (own account wders) in EU-member
states as percent of working-age population (age 43!) , 2008
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Source: Eurostat, Labour Force Survey; own calmriat Note that the measurement is in terms of
employment rate, i.e., as percent of working-ageutadion and noas often in the literature) as a
share of total employment. Reading exampieGermany (DE), about 3 percent of the working
age population are full-time self-employment withown employees, i.e. ‘freelancers’. In Greece,
the figure is about 12 percent, in the UK aboup#&fcent, in the small Baltic state Estonia only

2.5 percent. In Germany, the share of ‘freelandarpercent of total employment is about four
percent; including part-time own-account workehg share increases to about 6 percent, still a
relatively small number compared to most other E&vber states.
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Annex Il: Regulations

1. Directive 2008/104/EC of the European Parliamerdand of the European
Council of 19 November 2008 on temporary agency Wit

Main points:

Article 2: Aim

The purpose of this Directive is to ensure thegutidn of temporary agency workers and to
improve the quality of temporary agency work byweirgg that the principle of equal treatment, as
set out in Article 5, is applied to temporary agenorkers, and by recognising temporary work
agencies as employers, while taking into accounntied to establish a suitable framework for the
use of temporary agency work with a view to conttiihg effectively to the creation of jobs and to
the development of flexible forms of working.

Article 5: The Principle of Equal Treatment

1. The_basic working and employment conditionseafiporary agency workers shall, tber the
duration of their assignment at a user undertalihgast those that would apply if they had been
recruited directly by that undertaking to occupg ffame jobFor the purposes of the application
of the first subparagraph, the rules in force mtiser undertaking on: (a) protection of pregnant
women and nursing mothers and protection of childned young people; and (b) equal treatment
for men and womeand any action to combat any discrimination basedex, race or ethnic
origin, religion, beliefs, disabilities, age or sekorientation; must be complied with as
established by legislation, regulations, administesprovisions, collective agreements and/or any
other general provisions.

2. As regards payember States may, after consulting the socighpss, provide that an
exemption be made to the principle establishedhmagraph 1 where temporary agency workers
who have a permanent contract of employment wtdn@orary-work agency continue to be paid
in the time between assignments.

3. Member States magfter consulting the social partners, gikkem, at the appropriate level and
subject to the conditions laid down by the Membiates, the option of upholding or concluding
collective agreements whicWhile respecting the overall protection of tempgragency workets
may establish arrangements concerning the workidgemployment conditions of temporary
agency workers which may differ from those refern®@ih paragraph.1l

4. Provided that an adequate level of protectiqgravided for temporary agency workers,
Member States which there is either no system in law for deidig collective agreements
universally applicable or no such system in lawp@ctice for extending their provisions to all
similar undertakings in a certain sector or geolgiegl area, mayafter consulting the social
partners at national level and on the basis ofgmeeament concluded by them, establish
arrangements concerning the basic working and gmmat conditions which derogate from the
principle established in paragraph 1. Such arraegésmmay include a qualifying period for equal
treatment The arrangements referred to in this paragraph sl in conformity with Community
legislation and shall be sufficiently precise andessible to allow the sectors and firms concerned
to identify and comply with their obligations. lagpicular, Member States shall specify, in
application of Article 3(2), whether occupationati&l security schemes, including pension, sick
pay or financial participation schemes are incluihetthe basic working and employment

*1 http://eur-lex.europa.eu/LexUriServ/LexUriServ.dd2@J:L:2008:327:0009:0014:EN:PDF
Underlining or italics are from the author.
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conditions referred to in paragraph 1. Such arrargges shall also be without prejudice to
agreements at national, regional, local or secteval that are no less favourable to workers.

5. Member States shall take appropriate measir@gscordance with national law and/or practice,
with a view to preventing misuse in the applicatofithis Article and, in particular, to preventing
successive assignments designed to circumventdwisipns of this DirectiveThey shall inform
the Commission about such measures.

Article 6: Access to employment, collective facilies and vocational training

1. Temporary agency workers shall be informed gf\atant postin the user undertaking to give
them the same opportunity as other workers indhdertaking to find permanent employment
Such information may be provided by a general anoement in a suitable place in the
undertaking for which, and under whose supervidemporary agency workers are engaged.
[..]]

5. Member States shall take suitable measursball promote dialogue between the social
partners, in accordance with their national tradiiand practices, in order to: (a) improve
temporary agency workers' access to training amthitd-care facilities in the temporary-work
agencies, even in the periods between their asgigtsmin order to enhance their career
development and employability; (b) improve tempgragency workers' access to training for user
undertakings' workers.

2. Regulation of fixed-term contracts according torzBfG, § 14?

1) The termination of the works contract is allovifei can be justified by objective reasons. Such
a reason exists if

1. the demand of the labour service exists onhaftimited period of time,

2. the limitation of the period is due to the efi@ducation or study in order to ease the tramsitio
of the worker into employment,

3. the worker covers the tasks of another worker,

4. the characteristic of the work allows a limifeetiod of time of the contradt,
5. the limitation is related to a probation period,

6. the reason are lying in the personality of tloeker,

7. the worker is paid by public budgets which argéted for fix-term employment by legal
regulation,

8. the limitation of the period is based on a casettlement.

(2) A fixed-term contract without an objective reass allowed up to two years; also within this
period, up to three extensions of the fixed-termticct are allowed. A limitation of the period
according to clause 1 is not allowed if a fixedstasr open-ended contract with the same employer
had existed before. The humber of extensions odtination of the limited period of time can
deviate from clause 1 by collective agreement. [...].

(2a) Within the first four years after the stariadirm, fixed-term contracts without a reason are
allowed up to four years; also during the wholaqukmultiple extensions are permitted.

%2 Free translation into English was provided byahéhor.
*3 This is often the case in employment that is combiwith training or education, in particular in
the area of academic work (researchers).
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However, this is not valid for start-ups basedemal restructurings of companies or corporations.
[...]-

(3) Also, a fixed-term contract without an objeetireason is allowed up to five years, if the
employee has reached the age of 52 at the beginhihg fixed-term contract arifithis

employee was unemployed for at least four montih arrespective labour market policy measure.
Within this period, multiple extensions of the aatts are permitted.

3. ILO recommendation on (non-standard) employmentelationships

ILO (2006) R 198 Employment Relationship Recomméinda,National policy should at least
include measures to ... (b) combat disguised employmetationships in the context of, for
example, (...) other relationships that may inclute use of other forms of contractual
arrangements that hide the true legal status, gntttiat a disguised employment relationship

occurs when the employer treats an individual herathan an employee in a manner that hides his
or her true legal status as an employee, and ithatisns can arise where contractual
arrangements have the effect of depriving workéthe protection they are due (...)".
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