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Industrial relations in small and medium-sized enterprises


The case of Germany


Arbeitsbeziehungen in kleineren und mittleren Unternehmen


Das Fallbeispiel Deutschland


This feature summarises the information available on industrial relations in German small and medium-sized enterprises.


Dieses Feature faßt die vorhandenen Informationen zu Arbeitsbeziehungen in kleineren und mittleren Unternehmen (KMU) in Deutschland zusammen.


Background and aims


Analysis of the dynamism of small firms has frequently highlighted their contribution to job creation in recent years. It is this aspect which has attracted particular attention from EU Member States and institutions, as part of the Union’s increasing focus on employment creation and preservation. However, the level of knowledge about personnel management and industrial relations within those companies seems to be at a generally low level. This feature takes stock on information available, and tries to identify the features of, and recent developments in, industrial relations in small and medium-sized enterprises (SME), with the focus on working conditions, relationships among the actors and collective bargaining.


It is important to note, however, that there is hardly any explicit research available on industrial relations in German SMEs, and information available is very limited. 


Small and medium-sized enterprises in Germany


In Germany, there is no commonly accepted quantitative definition of “small and medium sized enterprise”. Nevertheless, there is agreement on the indicator of unity of ownership and rights of direction. There is also no clear-cut definition as to the distinction between small and medium sized company. However, there is some general understanding that establishments of up to 49 employees are called small establishments. Medium sized establishments include 50 to 499 employees. All establishments of more than 500 employees are considered as large establishments.


The last official and comprehensive data available regarding the size distribution of companies stems from 1987 and covers western Germany only. 


Table 1: Size distribution of western German establishments in 1987


Establishment size (number of employees)�
Number of establishments�
Number of employees�
�
1-9�
1,829,890�
5,444,927�
�
10-19�
156,253�
2,056,748�
�
20-499�
108,353�
6,890,289�
�
500+�
3,357�
7,523,874�
�
All �
2,097,583�
21,915,838�
�
Source: Federal Statistical Office.


However, more detailed and up to date information is available for the manufacturing sector. 


Table 2: Size distribution of German manufacturing establishments between 1980 and 1997


�
Establishments with ... employees�
�
�
1-19�
20-99�
100-199�
200-499�
500-999�
1,000 +�
Total�
�
�
Establishments�
�
Western Germany�
�
�
�
�
�
�
�
�
1980�
6,143�
29,170�
6,307�
4,529�
1,468�
1,102�
48,719�
�
1994�
5,135�
26,646�
5,919�
4,094�
1,312�
816�
43,922�
�
Eastern Germany�
�
�
�
�
�
�
�
�
1994�
925�
4,677�
880�
430�
110�
62�
7,084�
�
Total�
�
�
�
�
�
�
�
�
1994�
6,060�
31,323�
6,799�
4,524�
1,422�
878�
51,006�
�
1997�
5,498�
27,825�
6,312�
4,348�
1,301�
753�
46,037�
�
�
Employees in 1.000�
�
Western Germany�
�
�
�
�
�
�
�
�
1980�
65.6�
1,338.3�
876.6�
1,395.7�
1,016.7�
3,024.8�
7,717.7�
�
1994�
55.9�
1,220.5�
825.3�
1,251.9�
893.7�
2,120.4�
6,367.6�
�
Eastern Germany�
�
�
�
�
�
�
�
�
1994�
10.5�
211.1�
122.1�
127.4�
76.6�
122.7�
670.5�
�
Total�
�
�
�
�
�
�
�
�
1994�
66.5�
1,431.6�
947.4�
1,379.3�
970.3�
2,243.1�
7,038.2�
�
1997�
56.1�
1,291.1�
880.0�
1,323.5�
882.5�
1,909.6�
6,342.8�
�
�
Share of employees in %�
�
Western Germany�
�
�
�
�
�
�
�
�
1980�
0.9�
17.3�
11.4�
18.1�
13.2�
39.2�
100�
�
1994�
0.9�
19.2�
13.0�
19.7�
14.0�
33.3�
100�
�
Eastern Germany�
�
�
�
�
�
�
�
�
1994�
1.6�
31.5�
18.2�
19.0�
11.4�
18.3�
100�
�
Total�
�
�
�
�
�
�
�
�
1994�
0.9�
20.3�
13.5�
19.6�
13.8�
31.9�
100�
�
1997�
0.9�
20.4�
13.9�
20.9�
13.9�
30.1�
100�
�
�
Share in turnover in %�
�
Western Germany�
�
�
�
�
�
�
�
�
1980�
1.1�
14.3�
10.1�
18.2�
14.5�
41.8�
100�
�
1994�
1.0�
14.3�
11.1�
17.6�
15.0�
41.0�
100�
�
Eastern Germany�
�
�
�
�
�
�
�
�
1994�
2.0�
29.9�
19.6�
18.5�
12.2�
17.8�
100�
�
Total�
�
�
�
�
�
�
�
�
1994�
1.0�
15.2�
11.6�
17.6�
14.9�
39.6�
100�
�
1997�
0.9�
14.3�
11.7�
18.4�
16.2�
38.4�
100�
�
1September; from 1995 new classification of branches WZ 93.


Sources: Federal Statistical Office; Institut der deutschen Wirtschaft Köln.


Assuming that small and medium sized companies fall into the first category of establishments with between 1 and 19 employees, table 2 shows that neither the share of employees nor the share in turnover of these have changed significantly between 1994 and 1997 in Germany. The same holds true for the period 1980 to 1994 in western Germany. However, it is important to remember that these figures cover manufacturing only and that only establishments belonging to companies with at least 20 employees are included. 


Traditionally, the so-called German “Mittelstand” (which includes medium sized companies) is praised as the backbone of the German economy. Recent official statistics by the Federal Employment Service show that, in addition to large establishments of more than 500 employees, also medium sized enterprises of between 10 and 499 employees have reduced personnel between March 1996 and March 1998. In contrast, small enterprises of between 1-10 employees have created 60,000 jobs in the same period. In order to support the establishment of small enterprises, there are a huge number of federal, regional and local promotional programmes.


Social partners and employee representation


There are no comprehensive and up to date figures (publicly) available on unionisation of SMEs. Traditionally, it is argued that organisational density is much lower in SMEs than in large companies. A study of 1989 (Fröhlich, D., Krieger, H., Rudat, R. and R. Schneider, Gewerkschaften vor den Herausforderungen der Neunziger Jahre, Frankfurt/New York 1989) shows that trade union density increases with company size. While trade union density in establishments of between 1 and 10 employees is on average about 5 percent, density increases with establishment size to 58 percent in establishments with at least 2000 employees. 


Table 3: Trade union organisational density in percent of employees according to firm size (1985/86)


1-10 employees�
11-100 employees�
101-500 employees�
501-2000 employees�
2000+ employees�
�
5�
23�
42�
52�
58�
�
Source: Fröhlich et al. (1989).


As regards the representational structure of SMEs, there is a large number of interest organisations, such as the association of independent entrepreneurs (Arbeitsgemeinschaft Selbständiger Unternehmer, ASU) and the Central Association of German Crafts   (Zentralverband des deutschen Handwerks, ZdH). Some critics already speak of an atomisation of representational structures. However, as with all employers’ associations except for the metal employers’ association, membership figures are not available. Some of these associations are members of the Confederation of German Industry (Bundesverband der deutschen Industrie, BDI), others not. Some SME interest organisations may maintain close links with or be members of the Confederation of German Employers' Associations (Bundesvereinigung der deutschen Arbeitgeberverbände, BDA). Furthermore, all SMEs are represented in the compulsory chamber system. 


As regards SME membership in employers’ associations, an analysis based on panel data of the Hannoveraner Firmenpanel which includes data of more than 900 enterprises in the Federal state of Lower Saxony (Schnabel, C. and J. Wagner, Ausmaß und Bestimmungsgründe der Mitgliedschaft in Arbeitgeberverbänden, in: Industrielle Beziehungen 3 (4), 1996: 293-306) reveals that smaller companies are less likely to be members of an employers’ association.


Table 4: Membership in employers’ associations according to firm size (1994)


Company size (no. of employees)�
Percentage of companies which are members of an employers’ organisation�
�
5-19�
45.8�
�
20-49�
58.2�
�
50-99�
59.9�
�
100-299�
67.3�
�
300-999�
84.3�
�
1000+�
69.1�
�
Total�
50.7�
�
Source: Schnabel/Wagner (1996) .


Institutionalised interest representation: The dual system


One elementary element of the German model is the so-called dual system of interest representation, in which the representation and participation of employees’ interests is separated from collective bargaining. In Germany industrial relations exhibits a high degree of juridification. The various mechanisms for the representation of employees' interests are typical examples, particularly co-determination and the works constitution. Both are safeguarded by law and provide what for a market economy may be considered relatively numerous opportunities for participation by the workforce and the trade unions. Above establishment level, interest representation is, among others, provided by collective bargaining within the system of Tarifautonomie (Collective bargaining autonomy). Collective bargaining is also safeguarded by law.


Participation


As regards participation and co-determination, table 5 shows the coverage and participation of works councils by establishment size. In general, works councils coverage and participation rights increase with establishment size. In small establishments employee interest representation is less formalised and takes place more on an informal day-to-day basis between employer and employees. 


Table 5: Coverage and participation of works councils by establishment size


Establishment size (number of employees)�
Hannover Firm Panel: Share of firms with a works council in 1994 (percent)�
IAB Establishment Panel: Share of firms with a works council in 1996 (percent)�
Some important incremental participation rights�
�
�
�
Western Germany�
Eastern Germany�
�
�
5-20�
5�
9�
6�
Establishment of works councils�
�
21-100�
45�
36�
32�
Detailed information on personnel movements and notification of reductions in force�
�
101-299�
88�
78�
72�
Establishment of an economics committee�
�
300-1,000�
97�
90�
85�
Provisions of full-time works councillors�
�
1,001-2,000�
100�
96�
96�
Development of guidelines for criteria in personnel selection and movements�
�
2,001 and above�
100�
98�
100�
Parity worker representation on company boards�
�
Total�
20�
17�
15�
�
�
Sources: Hannover Firm Panel, Wave 7; IAB Establishmment Panel, Wave 4 (Western Germany)/Wave 1(Eastern Germany). (Published in: Addison, J.T., C. Schnabel, and J. Wagner, Non-union representation in Germany, Universität Lüneburg, Fachbereich Wirtschafts- und Sozialwissenschaften, Arbeitsbericht Nr. 206, January 1999).


Note: The above calculations are based on weighted data.


The empirical data based on establishment panel data shows that coverage of works councils is positively associated with establishment size. Small and medium sized companies are less likely to be covered by works councils than larger companies. 


Collective bargaining


According to IAB Establishment Panel information, branch level collective bargaining coverage of private sector small and medium sized companies is considerably lower than coverage of larger establishments. The same holds true for company level agreements


Table 6: Private sector branch level collective bargaining coverage according to size of establishments (1997)


Employees�
Western Germany�
Eastern Germany�
�
1-4�
35.7�
18.9�
�
5-9�
56.5�
26.5�
�
10-19�
57.5�
32.5�
�
20-49�
59.9�
40.3�
�
50-99�
70.3�
56.2�
�
100-199�
72.8�
54.3�
�
200-499�
73.8�
64.8�
�
500-999�
73.3�
80.2�
�
1000+�
75.8�
77.7�
�
Total�
49.0�
25.7�
�
Sources: IAB Establishment Panel ("Flächentarifvertrag im Westen sehr viel weiter verbreitet als im Osten - Ergebnisse aus dem IAB-Betriebspanel", S Kohaut and C Schnabel, in IAB kurzbericht No. 19, 23 December 1998).


During the 1990s, a number of branch-level collective agreements have paid special attention to the often more difficult economic situation of small enterprises by including opening clauses which allow these companies deviations from collective agreements, i.e. to reduce wages below the collectively agreed level, without any veto by trade unions or employers’ associations. For example, in eastern German retail trade, companies with up to 15 employees may pay 6% and companies with up to 5 employees even 8% less than the collectively agreed wage rate. Similar small enterprise clauses may be found in the eastern German wholesale trade and printing industry. In other cases such as the Eastern German printing and sawing industries, collectively agreed pay increases come into force after a delay period of several months in smaller companies as compared to the other companies.


Commentary


Thanks to the growth of establishment panel data on German industrial relations information is now available on the works councils and collective bargaining coverage of small and medium sized companies. These quantitative data provide a good picture of the institutional frame for industrial relations and personnel management in these types of companies. Nevertheless, these data do not provide information on the qualitative aspects of the employment relationship and working conditions, about which little is known. 


As regards the employers’ associations strategies on SMEs, of course they would like to recruit them for their organisations. However, a number of surveys show that small companies do not feel represented within the traditional employers’ associations which would allegedly dominate associational and collective bargaining policies and not pay due regard to the interest of the smaller members. Also trade unions try to organise employees in SMEs. However, it may be that due to smaller works council coverage and different, e.g. closer, relationships between employers and employees in SMEs, trade unions face difficulties in organising SMEs. (Stefan Zagelmeyer, IW Köln)


