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GERMANY’'S ECONOMIC RESURGENCE DUE TO DECENTRALISED WAGE
BARGAINING RATHER THAN HARTZ REFORMS — New research report

The astonishing transformation of the German economy from the ‘sick man of Europe’ to a
lean and highly competitive economy is predominantly due to the decentralisation of wage
bargaining rather than government labour market reforms, according to new research led by
University College London.

The resurgence of the German economy has often been attributed to government
policy, notably the so-called ‘Hartz reforms’ implemented in 2003. But research,
forthcoming in the Journal of Economic Perspectives, suggests that it is instead down
to the inherent flexibility of the German system of industrial relations — most
specifically, the autonomy of labour market institutions to set wage rates — that has led
to a dramatic increase in the competitiveness of the German economy.

The research has important consequences for the ailing economies of Southern
Europe, which can learn from the German experience for their own reform efforts.
Lead author Professor Christian Dustmann comments:

‘I don't believe that the political process alone — had the autonomy of wage
bargaining not existed — would have been able to achieve a similar degree of
wage decentralisation in Germany, which ultimately led to the significant
improvement in competitiveness that we have witnessed.’

‘Other countries, such as Italy and France, have far more centralised and legally
anchored labour market institutions than Germany, and reform will have to rely
more on the political process. Whether similarly radical changes can be achieved
in these countries therefore remains an open question.’

The paper — ‘From Sick Man of Europe to Economic Superstar: Germany's Resurgent
Economy’ — is authored by Professor Christian Dustmann, Professor Uta Schénberg
(UCL Economics), Professor Bernd Fitzenberger (University of Freiburg) and
Professor Alexandra Spitz-Oener (Humboldt University). It provides in-depth analysis
of the circumstances that led to Germany’s economic turnaround.

Key findings:

¢ The main reason for Germany’s economic success is the specific governance
structure and autonomy of the German labour market institutions, not rooted in
legislation, but laid out in contracts and mutual agreements between employer
associations, works councils, and trade unions.

e This inherent flexibility was used only in a time of challenging economic
circumstances in the decade after reunification, and allowed for an
unprecedented process of decentralisation of wage bargaining and wage
restraint.

e The subsequent decline in unit labour costs across all sectors of the economy
strongly improved the competitiveness of Germany’s export industries.



The ‘Hartz’ reforms (2002-05) played no essential role. Both the process of
decentralisation of wage bargaining and the improvement in competitiveness of
German industry started in the mid-1990s, nearly a decade before.

The findings provide a new view on the role of policy in the dramatic resurgence of
Germany’s economy. The authors conclude that the German experience focuses
attention on reforms that target the system of industrial relations by decentralising
bargaining to the firm level, while keeping workers’ representatives involved.
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The investigation is based on data involving individual wages, input-output-tables, as
well as national account data from Germany and selected other OECD countries.
The bibliographical reference to the article is: Dustmann, C., Fitzenberger, B.,
Schoénberg, U., Spitz-Oener, A. (2014): From Sick Man of Europe to Economic
Superstar: Germany’s Resurgent Economy. Journal of Economic Perspectives 28(1),
pp. 167-188.

The article is also available for download as CReAM Discussion Paper No 06/14
under the link http://www.cream-migration.org/publ _uploads/CDP_06_14.pdf




