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1 Introduction

The German system of codetermination has been regarded as exemplary and thus found
attention in many other countries (Addison et al., 2004). Despite a continuing decline of
unionism as one crucial pillar of the system of industrial relations in Germany on collective
level, works councils have experienced a growing importance in recent years as they help to
improve the quality of plant level working relations and economic performance (Frege, 2002).
Codetermination on establishment level can in fact be interpreted as a central element of the
industrial democratization and humanization (Jirjahn, 2009). Since works councils have direct
contact with the employees, they seem to be better suited to represent employees’ interests
towards the management in consideration of the specific circumstances within a firm.
However, advantages and disadvantages for employees in conjunction with an existing works
council are mostly neglected and hardly examined in economic studies. This is surprising
since works councils originally reflect an institution that is committed to employees’ interests

and only secondarily focuses on issues such as productivity, innovation or profitability.

This dissertation aims to contribute to the employee perspective: What do works councils do
for employees? The aim of this investigation is to highlight economic consequences of
existing works councils on the basis of individual data. At first, the focus is laid on the
relationship between works councils and the incidence of both overtime work and working
time accounts. Then, the association between works councils, wages and job satisfaction is
investigated. Finally, the relation between works councils and employment separations as
well as severance payments is focused on. In the following chapter, the institution of German
works councils including the institutional background and general theories will be described
in more detail. Then, the efficiency discussion with respect to the presence of a works council

will be addressed and subsequently the main topics of this dissertation will be motivated.

1.1  German works councils and the institutional background

German works councils are endowed with fairly extensive power. The rights of German

works councils are laid down in the Works Constitution Act (WCA) which was introduced in



1952 and extended in 1972, 1989 and 2001." It is stated that works councils can be set up in
all establishments with five or more permanent employees with voting rights and a tenure of
at least six months, including three employees who are eligible. Works councils are
mandatory, but not automatic. They have to be initiated by the employees so that they are not
present in all eligible establishments. Three employees with voting rights or a union
represented in the establishment are necessary to call for an initial works meeting in order to
elect an electoral board. This electoral board will then be in charge for holding the election
and ensuring the introduction of the elected body. The election has to be conducted according
to the principles of proportional representation whereby employees with voting rights and the
union represented in the establishment are entitled to submit lists of candidates for the works
council elections. The works council is elected directly in secret ballots by the entire
workforce with the exception of senior executives. In addition, with the amendment in the
year 2001, the WCA also contains a simplified electoral procedure for small establishments.
In a two-step procedure, the candidates are nominated by the election board and then in
another works meeting one week later the works council is elected in a secret ballot of all
employees presented. Regular elections for the works councils are held every four years.
Expenses of works councils are borne by the employer comprising elections, facilities and
release time. Finally, there are full-time and part-time works councilors. The number of full-
time works councilors ranges from 1 member (for firms with 200 to 500 employees) up to 12
members (9,001 to 10,000 employees) and one additional member for each incremental 2,000

employees.

In contrast to German unions that bargain at the industry level, works councils act at the
establishment level. However, there are close connections between these two institutions. In
practice, the vast majority of works councilors are union members, although the share has
declined over the years (Addison et al., 2007; Goerke and Pannenberg, 2007). Traditionally,
works councils assist unions in recruiting their members at the workplace and are even called

“pillars of union security” (Muller-Jentzsch, 1995).

The WCA provides works councils with considerable possibilities of participation that range

from information rights, through rights of consultation and cooperation up to rights of

! See Addison (2009) for a detailed overview of the history of codetermination at the workplace in Germany
including the main changes of the WCA in the year 2001.
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codetermination. The rights of works councils rise to some extent with the size of the
company, measured by the number of employees. Works councils have extensive
codetermination rights on social issues including remuneration arrangements comprising the
setting of job and bonus rates and other forms of performance related payments and the
introduction of new technologies designed to monitor employees’ performance. Additional
codetermination rights cover the commencement and termination of working hours, the
regulation of overtime and reduced working hours as well as health and safety issues (8 87
WCA).

Works councils have less strong consultation rights in areas that refer to any changes in work
processes, the working environment and job content. The employer has to consult the works
council in good time on the action envisaged and its effects on the employees. Taking
particular account of its impact on the nature of their work and the resulting demands on the
employees, suggestions and objections of the works council can be taken into account (8 90
(2) WCA). Consultation rights also cover manpower planning where works councils may
make recommendations to the employer with respect to the introduction and the
implementation of particular measures (8§ 92 (1) and (2) WCA). In establishments with more
than 20 employees with voting rights, the employer has to consult the works council in
advance of any new employment (8 99 (1) WCA). Works councils have to be consulted
before every individual dismissal. If an employer does not consult a works council, the
dismissal is null and void (8 102 (1) WCA).

The employer has to supply comprehensive information to the works council in good time to
enable it to discharge general duties including to see that effect is given to Acts, ordinances,
safety regulations, collective agreements and works agreements for the benefit of the
employees (§ 80 (1) WCA). In addition, works councils are enabled to make
recommendations to the employer for action benefiting the establishment and the staff (8§ 80
(2) WCA). In establishments with more than 100 permanent employees a finance committee
has to be set up which is appointed by the works council. The finance committee consists of
not less than three and not more than seven members, at least one of whom has to be a works
council member. The employer has to inform the finance committee in full and in good time
of the financial matters of the establishment and supply the relevant documentation. This
includes the economic and financial situation of the establishment, the production and

marketing situation, production and investment programs as well as rationalization plans,



inter alia (8 106 (3) WCA). The finance committee is responsible for reporting about all these

matters to the works council.

With respect to all of the mentioned issues, the employer cannot act without the formal
agreement of a works council. Hence, whenever the need arises to settle different opinions
between the employer and the works council, a conciliation committee has to be set up. This
conciliation committee has to be composed of assessors appointed in equal number by the
employer and the works council and of an independent chairman accepted by both sides (§8 76
(1) and (2) WCA).

In addition, works councils also have ‘consent rights’ in matters of hiring and firing as well as
job classification. According to 8 95 (1) WCA, guidelines for the selection of employees for
recruitment, transfer, regrading and dismissals require the approval of the works council. If no
agreement is reached on the guidelines or their contents, the employer may apply to the
conciliation committee for a decision that takes place of an agreement between the employer

and the works council.

Finally, works councils can negotiate social compensation plans and working agreements.
Proposed alterations such as the closure/transfer of the whole or important departments of the
establishment or the introduction of entirely new working methods and production processes
may entail substantial disadvantages for the employees. If no reconciliation of interests
between the employer and the works council can be achieved, either side may submit the case
to the conciliation committee (§ 111 WCA and §112 (2) WCA). The conciliation committee
has to take into account the social interests of the employees concerned while making sure
that the decision does not place an unreasonable financial burden on the establishment (§ 112
(5) WCA).

1.2 General theories concerning works councils

Analogously to the exit-voice model of unions developed by Freeman and Medoff (1984),
works councils represent employees’ preferences and act as a collective voice institution at
the firm level. Many contributions that improve working conditions are workplace public
goods. Due to free-rider problems, the individual voice mechanism is not efficient in such
circumstances. However, a works council acting as a collective voice institution can
overcome the free-rider problem by aggregating employees’ preferences and communicating
them to the employer. Hence, employees are provided with an instrument of expressing

4



discontent with regards to certain working conditions as an alternative to quits. To sum up, if
the employer of a firm adjusts working conditions according to employees’ preferences, their
motivation and job satisfaction will be increased and costly voluntary quits will be
diminished. This also implies lower hiring and training costs and increasing investments in

firm-specific human capital.

Addison (2009) interprets the last argumentation as the information aspect of collective voice.
A further main issue of collective voice is governance which particularly refers to monitoring
of incomplete contracts. Hence, works councils may also play an important role when labor
market contracts are imperfect and a risk of breaching implicit contracts by an employer may
exist. In labor markets, characterized by long-term relationships, contracts between an
employer and employees are often incomplete due to information asymmetries, unforeseen
contingencies or bounded rationality. Both parties will not be able to foresee all future
developments and how the opposing party will react to each of them. If contracts are not
legally enforceable by courts and a reputation mechanism does not sufficiently induce an
employer to behave honestly, a mechanism has to be found to ensure that both parties are
motivated to follow its terms (Addison 2009). Analogously to unions (see Malcomson, 1983),
works councils may solve the employer’s commitment problem. As long as employees and
employer cooperate in a trustful manner, employees will provide effort and a works council is
not necessary. If circumstances change and employees fear opportunistic behavior of an
employer, employees may establish a works council in order to protect their rents. In practice,
works councils mostly act as safeguards against possible employer opportunism in case when
employees invest in firm specific human capital. Menezes-Filho and Van Reenen (2003)
argue that a worker representation in terms of a works council can prevent the hold-up
problem by making the firm honor its commitment. This means that a worker representation
provides employees with valuable information whether a firm is adhering to an implicit
contract (Hogan, 2001). As a consequence, the risk of exploiting employees’ dependency
upon the firm may be diminished. Summarizing, a works council endowed with extensive
bargaining power will be a legal agency that disciplines an employer and the incentive to

breach an implicit contract will be reduced.

Since works councils are specialized in worker representation and as they are supposed to
make the adoption of long-term relations more efficient, employers will be prevented from
engaging in opportunistic behavior. Works councils may additionally play an important role

in fostering trust and cooperation between an employer and employees (Addison et al., 2001;
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Frege, 2002; Jirjahn and Kraft, 2007). Communication between the employer and the
employees of a firm may go into two directions: from the employer to the employees and vice
versa. The issues of information screening and codetermination may particularly be relevant.
First, works council may attenuate opportunistic behavior and foster trust between the
employer and the employees via screening of information that is provided by the employer.
This is of particular importance in the context of an employer’s report with respect to
economic difficulties and a higher demand in working effort. Without a works council,
employees do not exactly know whether the employer only feign a crisis or the firm is
exposed to a real threat. The second issue refers to codetermination of works councils.
Employees may not reveal information about potential performance-enhancing innovations to
the employer if they fear that this information will be used to their disadvantage in terms of
job losses or increasing workload. However, a works council’s right of codetermination how
to use such information can impede that an employer takes advantage of employees’
information in terms of innovative proposals. Summarizing, employees will not increase
effort or cooperate when an employer cannot credibly commit to take their interests into
account. An existing worker representation may foster trust and cooperation between the
employer and employees and thus, inter alia, employees’ job satisfaction will be increased and
voluntary quits will be reduced. In this dissertation the subjects job satisfaction and voluntary

quits will be focused on within a comprehensive empirical investigation for Germany.

1.3 The works council’s debate

An increase in employee’s job satisfaction implies that productivity may also rise. In this
case, the existence of a works council would be beneficial to a firm as a whole and create
additional rents. However, works councils are endowed with extensive participation rights
that also strengthen its bargaining power. A growth in bargaining power entails an employer’s
risk of an increased rent-seeking behavior of a works council. Freeman and Lazear (1995)
examine this bargaining problem on a theoretical basis. The authors argue that the creation
and the distribution of economic rents cannot be decoupled when a works council exists.
Works councils may increase a firm’s productivity due to information exchange, consultation
and participation, but they may also increase an employees’ share in total firm surplus. Hence,
employers’ share of the surplus might shrink by such an extent that its overall profits would
be lowered. Employees and employer would even not agree on the optimal power of works

councils despite the consideration that a works council depicts the most efficient solution. In
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addition, Freeman and Lazear (1995) emphasize that fixed costs may even impede the
implementation of works councils at all. As works councils act as a rent-seeking institution
that redistributes too large shares, employers will either try to abstain from implementing a
works council or vest it with insufficient power. To quote Freeman and Lazear (1995): “If
councils increase the rent going to workers more than they increase total rent, firms will
oppose them. It is better to have a quarter slice of a 12-inch pie than an eighth slice of a 16-
inch pie.” Since the social-welfare-maximizing power of works councils exceeds the level a
management of a firm would voluntarily offer (Addison, 2009), such an efficiency-enhancing

institution does not arise voluntarily, but has to be mandated.

Since employees would demand a larger amount of competence for their institution of
representation than the management of a firm would voluntarily choose, certain limits have to
be put on works councils. On a theoretical view, the possibilities of German works councils to
influence rent-seeking activities are restricted according to the WCA. The WCA does not
allow wage negotiations in order to limit distributional conflicts on the establishment level.
Agreements on wages or working conditions are normally settled by collective agreements
between unions and employer associations. In contrast to German unions that bargain at the
industry level, works councils act at the establishment level and may not call a strike.
Furthermore, works councils are required by the WCA to cooperate with the management in
the spirit of mutual trust for the good of both the employees and the employer. However, they
may use their extensive information, consultation and codetermination rights on many other
issues to pursue rent-seeking activities. Unfortunately, one shortcoming of this dissertation is
that the issues of productivity and profitability cannot be addressed due to a lack of data.
However, the aspect of wages and the interrelation with an existing works council will be
analyzed more closely in the empirical part. Pfeifer (2011) points out positive or at least non-
negative effects of works councils on firms’ productivity, positive effects on employees’
wages and negative or non-significant effects on firms’ profitability for most of the existing
studies. Summarizing, it is ultimately an empirical question whether the institution of a works
council is efficient for both employer and employees. The next three chapters aim to shed
some light on topics with respect to the employee level. Different categories of working time
arrangements as overtime work and working time accounts, wages and job satisfaction as well

as personnel separations and severance payments will particularly be analyzed.



1.4 Main topics of this dissertation

This dissertation consists of three essays. The relationship between works councils and
different categories of working time arrangements such as overtime work and working time
accounts is examined in the first paper. Next, the association between a works council and
both wages and job satisfaction is discussed in the second paper. Finally, the third paper deals
with the relationship of works councils and employment separations as well as the incidence
of severance payments. In the following subsections, the single economic questions will be

depicted in more detail.

1.4.1 Works councils and working time arrangements

In chapter 2, the relationship between works councils and different categories of working time
arrangements will be examined. More precisely, it will be focused on the association between
works councils and the incidence of overtime work as well as working time accounts.? The
investigation of this topic appears to be relevant in the context of an interaction between
working hours, employment and the presence of a works council. Already in the early 80s of
the last century, unions vehemently demanded to decrease working hours in order to reduce
unemployment. It can be argued that a works council may have an impact on working hours
and overtime work by using its codetermination right at this issue. This may also indirectly
determine possible employment changes. Thereby, an increase in overtime work may limit
additional employment. Although data of the German socio-economic Panel (GSOEP) does
not contain any information about the exact firm size or its change over time, this issue will
be discussed theoretically. In addition to estimations with regards to the incidence of overtime
work and overtime hours, the association between a works council and different types of
overtime work will be analyzed more closely. It will be differentiated between definite
overtime work such as paid and unpaid overtime work as well as transitory overtime work
such as compensation by time off. It can be assumed that work councils particularly foster
compensation by time off. According to the reform of the WCA in 2001, works councils have
to promote for a better reconciliation of employees’ work and life balance. In order to

compensate overtime hours with leisure time, the existence of flexible working time accounts

2 It has to be noted at this point that a comprehensive discussion of the results and shortcomings of previous
studies regarding the main topics will be provided directly in the single chapters.
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is a crucial prerequisite. Works councils may have an influence on the existence of flexible
working time accounts via opt-clauses included in collective agreements. Since collective
agreements are not able to cover each firm case, so-called works councils agreements regulate
particulars about the implementation of agreed working time arrangements within a

workplace.

In addition to general analyses, a differentiation between certain subgroups of employees
appears to be reasonable. In particular women may prefer shorter working hours and/or the
existence of flexible working time accounts in order to reconcile work and private
responsibilities. Moreover, a differentiation between blue and white collar workers with
different job levels will be conducted. First, previous studies show that skilled employees do
more overtime work than unskilled employees (Bell et al., 2000). Second, particularly
qualified employees work unpaid overtime hours quite frequently due to the prospect of a
future promotion (Pannenberg, 2005). Since works councils are supposed to contribute to an
improvement of an employee’s work-life balance, it seems to be interesting whether works
councils may also have an impact on the distribution of paid and unpaid overtime work of
employees with different job levels. This may also affect the relevance of time off as a
compensation for overtime hours worked and the incidence of working time accounts for
certain groups of blue and white collar workers. Based on theoretical arguments, hypotheses
with respect to the relationship of works councils and overtime work as well as the existence
of individual working time accounts will be developed. Then, these considerations will be
tested empirically by applying a probit approach in case of the incidence of overtime work as
well as working time accounts and discussed in more detail. Moreover, a Heckman correction
approach will be used in order to analyze the number of overtime hours and a multinomial
logit approach will be used with respect to different overtime hours. Finally, taking causality

issues into account, difference-in-differences estimations will be applied.

1.4.2 Works councils, wages and job satisfaction

Chapter 3 focuses on the association between works councils and both wages and job
satisfaction. In general, the WCA does not allow wage negotiations for works council as
mentioned above. However, works councils may use their extensive bargaining power in
order to influence wages indirectly. Most of previous studies find a positive correlation
between works councils and wages. Hence, works councils may induce a higher job

classification or the payment of wages above collectively agreed levels. Furthermore, works
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councils may not only pursue rent-seeking activities but also contribute to the creation of
rents. The analysis of the relationship between works councils and job satisfaction is the first
investigation of this topic on the basis of panel data. From a theoretical perspective,
arguments hinting at a positive correlation between works councils and employees’ job
satisfaction may predominate. Works councils acting as a collective voice institution
communicate employee’s preferences with regards to working conditions to the employer. If
the employer improves working conditions according to a works council’s proposals,
employees’ job satisfaction will increase. In addition, an employee representation will reduce
information asymmetry between employer and employee and thus foster trust and cooperation
between both parties. At last, fairness considerations may also account for an increase in job
satisfaction.

In order to use the panel character of the data, a difference-in-differences estimator will be
applied as far as possible allowing the derivation of causal effects. In general, it has to be
distinguished between employees who are enabled to establish a works council within a
workplace and those who move from a firm without a worker representation to a firm with a
works council. Therefore, in order to interpret empirical results correctly, it will be
differentiated between stayer and mover. A distinction between certain subgroup of
employees such as men and women and blue and white collar workers is supposed to improve
the quality of this investigation. Analyzing subgroups of employees is of particular interest
since numerous studies argue that works councils represent a workplace institution that
particularly supports a specific clientele of employees. Hence, the subgroup of men may
benefit from the existence of a works council since a predominantly number of works
councilors are men. According to the similarity-attraction theory (Byrne, 1971), works
councils may be in favor of employees with similar characteristics. In addition, it can be
argued that an existing workplace representation advocates blue collar workers as they depict
a more homogeneous group and thus it is less difficult for a works council to represent their

interests towards the management of a firm.

1.4.3 Works councils, employment separations and severance payments

In chapter 4, the relationship between works councils and both personnel separations and
severance payments will be investigated. Although there are numerous studies focusing on the

association between works councils and personnel separations, most of them are not able to
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distinguish between different types of separation due to a lack of precise data. In contrast, the
GSOEP provides comprehensive information about dismissals induced by an employer and
employees’ voluntary quits. These specific types of personnel separations are the central
subject of this analysis. It can be argued that works councils are negatively associated with
dismissals since existing consultation and consent rights at that issue enable works council to
delay or even prevent them. The presence of works councils is also expected to correlate
negatively with voluntary quits. As a collective voice institution, works councils are
committed to employees’ interests within a workplace. As a consequence, an employee’s
intention to leave a firm voluntarily will be diminished, to name only one reason.
Furthermore, the relationship between works councils and separations for subgroups of
employees is not sufficiently examined in previous studies. With the usage of interaction
terms, correlations for men and women as well as employees with different job levels are
investigated. Above mentioned arguments with respect to men and blue collar worker may
also hold true for dismissals and voluntary quits. In a further step, the group of individually
dismissed employees will be focused on more closely. The relationship between works
councils and the incidence of severance payments for this subgroup of employees will also be
examined. This is the first study analyzing this specific topic on the basis of multivariate data.
In addition, the amount of severance payments and a so-called severance pay factor composed
of the amount of the severance payment, the gross monthly wage and tenure of employees
will be investigated. From a methodical perspective, a multinomial logit model will be used
with regards to personnel separations and a Heckman correction model with respect to

severance payments of dismissed employees.
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2 Works councils and working time arrangements

2.1 Introduction

Overtime work interpreted as working hours that exceed contractually fixed working time is
of particular importance for both employees and employers within an establishment for
several reasons. Employees may have an intrinsic motivation to work overtime or they do
overtime work in order to raise their own wages (Gold, 2004). Pannenberg (2005) argues that
employees even exert more effort in terms of unpaid overtime work as a signal to an employer
to be induced to better paid future positions. On the other hand, employers may be prompt to
increase working time due to a seasonal short-time fluctuation in demand, an unanticipated
order peak or an indivisibility of a working process. Jirjahn (2008) characterizes overtime
work as an adjustment mechanism that responds to a firm’s short-term economic situation.
With regards to the existing literature, transitory and definite overtime hours are usually
distinguished. While transitory overtime hours will be compensated by leisure time, definite
overtime hours imply that employees do either paid or unpaid overtime work. Recently, there
is a trend going on that definite overtime hours will be more and more replaced by transitory
overtime hours (Pannenberg, 2005). Employees are enabled to transfer these overtime hours
to so-called working time accounts. Then, within a certain period of time, employees have to

use worked overtime hours as time off.

An existing works council may also influence overtime work as well as the incidence of
working time accounts. While unions and employer associations usually negotiate about
working time on a collective level, the implementation of flexibility within a workplace has to
be negotiated between an employer and a works council on establishment level (Hunt 1999).
Works councils may use their extensive codetermination rights on working time regulations in
order to have an impact on the number of hours worked as well as on overtime work. In
addition, works councils derive its influence on the implementation of flexible working time
accounts via opt-clauses included in collective agreements. Since collective agreements are
rather general and not able to cover each individual firm case, so-called works councils
agreements, agreements between a works council and a firm’s management, regulate
particulars about the implementation of agreed working time arrangements within a firm (Carl
and Maier, 2009). Works councils may also use its bargaining power in negotiations with a
firm’s management in order to influence the decision whether working time accounts as an

instrument of flexibility within a workplace will be implemented.
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This paper aims to provide a contribution to the relationship of works councils and the
presence of different working time arrangements namely overtime work and flexible working
time accounts. Individual data from the German Socio-Economic Panel (GSOEP) is used. At
first, the impact of works councils on the existence of overtime work is examined. In a
following step, the association between works councils and the number of overtime hours as
well as different types of compensation for overtime work will be analyzed. While definite
overtime work encompasses both paid and unpaid overtime work, transitory overtime hours
are usually compensated by time off. Transitory overtime hours can be transferred to so-called
individual working time accounts and drawn within a certain period of time. Therefore, the
relationship between works councils and the existence of flexible working time accounts as
well as its balancing period is also focused on. Since certain groups of employees may
particularly be affected by a works council, gender (men vs. women) and employees’

occupational status (blue collar vs. white collar workers) will additionally be distinguished.

2.2 Literature review and shortcomings

There are numerous studies within the existing literature focusing on determinants of an
overtime work usage on the basis of German data (Gerlach and Hbler, 1987; Hibler, 1989;
Kraft, 1989; Hibler and Meyer, 1997; Bauer and Zimmermann, 1999; Pannenberg and
Wagner, 2001). However, the existence of a worker representation within a workplace as an
additional determinant of overtime work is barely taken into account. In addition, hitherto
existing empirical results concerning an association between German works councils and the
incidence of overtime work are rather ambiguous. Jirjahn (2008) even concludes that there is
no robust link between works council and the usage of overtime work in German literature.
Turning to single investigations, Kolling (1997) uses IAB data and finds a positive
relationship between a works council and both the existence of overtime work as well as the
number of overtime hours. Based on the Hannover Panel and IAB data, Gold (2004) also
provide empirical evidence in their pooled probit estimations that in firms with a works
council the incidence of overtime work is more likely. Hence, works councils add authority to
the issue of overtime work within an establishment. However, shortcomings of these studies

cannot be neglected.

First, different opportunities to compensate employees for overtime work should be
distinguished. For example, a restriction in transitory overtime hours is not expected to create

additional permanent employment since it only involves a temporary redistribution of
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working hours (Bauer and Zimmermann, 1999). Based on IAB data, Schank and Schnabel
(2004) show a positive correlation between works councils and the incidence of paid overtime
work in a pooled logit estimation. Applying an additional tobit approach, the number of paid
overtime hours is higher in firms with a works council. But these differences cannot be
confirmed in a fixed effects model. The authors argue that due to well-known problems of
such a panel approach, e.g. central variables have to exhibit sufficient variation, the results of
both estimations should rather be used and interpreted as complements. However, the authors

do not take unpaid overtime work or transitory overtime work into account.

There is only one study focusing on this issue in more detail. Ellguth and Promberger (2004)
analyze differences between firms with and without a works council concerning firms’
working time policies by using a matching approach. Thereby, firms with nearly the same
characteristics are compared. Establishments only differ in the status of a works council’s
presence. Empirical results of the cross-section estimations on the basis of IAB data show that
employees’ actual working hours are shorter in firms with a works council. The authors
interpret this result as an indication that works councils act as an institution which both
controls and implements collective agreements within a workplace. Only firms with a works
council in East-Germany show a larger adoption of paid or in leisure time compensated
overtime work. In a further cross-sectional investigation, Ellguth and Promberger (2007)
cannot confirm these positive correlations. Works councils rather foster the usage of overtime
work that is compensated with leisure time in West German establishments. Summarizing,
with regards to the relationship of works councils and different types of compensation for

overtime work, further research on the basis of panel data seems to be necessary.

Second, these studies do not take into account that a correlation between a works council and
overtime work may differ between certain subgroups of employees. While gender differences
are not examined in the previous literature at all, there is only one study analyzing a works
council’s impact on overtime work with respect to employees’ occupational status. Jirjahn
(2008) examines the relationship between the interaction of a works council’s existence and a
management’s view towards a blue collar workers’ involvement in decision making on the
incidence of overtime work. The author uses data of the Hannover Panel within several probit
and tobit estimations. With regards to the existence of overtime work as well as the number of
overtime hours, no significant differences are observable. However, the interaction between a
works council and a cooperative relationship between management and employees makes

shift work more likely within a workplace. As a reason, it can be argued that shift work
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entails problems for employees’ health and family life. In contrast, overtime work may be less
troublesome and does not require an aligning of employees’ and management’s interests via
works councils. However, Jirjahn (2008) fails to take employees’ different job levels into
account. It can be argued that employees on certain hierarchy levels do more overtime work

than others, e.g. higher skilled employees (Bell et al., 2000).

Third, with one exemption the issue of causality has not been considered. For instance, a
positive correlation between a works council and overtime work may be driven by
employees’ interests in establishing a works council in order to create or secure convenient
employee-friendly working time regulations including overtime work. Focusing on the issue
of causality, Kraft and Lang (2008) do not find an effect of a works council’s introduction on
overtime hours on the basis of the GSOEP and IAB data. The number of overtime hours of
affected employees was already lower before a works council was introduced. However, they
neither distinguish between job mover and stayer nor control for the economic situation of a

firm.

A related strand of literature pertains to working time accounts as an instrument of flexibility
within a workplace. Ellguth and Promberger (2004) show that the incidence of working time
accounts is more likely in firms with a works council. Working time accounts play an
important role in compensating employees for overtime hours worked. Ludewig (2001) uses
data of the IAB in several probit and tobit estimations. The author finds empirical evidence
that in firms with a works council the existence of flexible working time accounts is more
likely. Works councils contribute to a reduction of transaction costs in order to introduce and
implement working time accounts. In addition, the period of time to draw collected overtime
hours is longer in firms with a worker representation. Based on IAB data, Beblo and Wolf
(2004) confirm that works councils support the existence of working time accounts which
enable employees to balance collected hours even longer. The authors examine some more
determinants of family-friendly workplaces including considerations of parents’ needs, supply
of parental leaves, advisory and information services or child-care. The results of the ordered
probit estimations show that in firms with a works council the incidence of these family-
friendly practices is more likely and the number of these working practices is higher in such
firms. Based on a representative survey of firms, Wotschack and Hildebrandt (2007) find
empirical evidence that large firms with a works council have more frequently long-term
working time accounts. These accounts will prevalently be used for early or progressive

retirement options, in particular when the share of male employees is high within a
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workplace. The authors argue that small firms in contrast are rather characterized by informal
working-time arrangements and work culture with less long-term oriented policies. Finally,
Heywood and Jirjahn (2009) show empirically on the basis of IAB data that a works council
endorses a wide range of workplace practices, namely working time and job design in order to
meet parents’ needs, childcare and helping with parental leave. The investigation of Heywood
and Jirjahn (2009) is the only study explicitly arguing that the composition of a workplace
should be taken into account since certain subgroups of employees desire such practices more
than others. While women’s need for family-friendly practices is reasonable and thus more
likely, a negative relationship can be expected for part-time employees. These considerations
can empirically be confirmed in most parts hinting at a voice function of a works council.
Additionally, works councils’ effects on family-friendly practices are examined when
separating between covered and not covered establishments. Hibler and Jirjahn (2003)
emphasize that it is less difficult for a works council to pursue employees’ interests when
distributional conflicts are moderated by unions and employer associations on a collective
level. Empirical results show that the influence of works councils is stronger in firms that are
covered by collective bargaining agreements. To sum up, all of the presented studies with
regards to the relationship of works councils and working time accounts refer to a one year
data basis only. This does not allow taking the problem of unobserved heterogeneity or
selectivity issues sufficiently into account. A deriving of casual effects is also not feasible.

This paper builds on the existing literature and advances it in some respects. It provides a
contribution to the relationship between works councils and different categories of working
time arrangements namely overtime work and flexible working time accounts on an
individual data basis. Individuals report about a works council’s existence in their firm in two
years. Hence, this study is not restricted to cross-sectional estimations as most of the previous
studies mentioned above. A further advantage of the GSOEP survey is the provision of
extensive information encompassing individuals’ standard and actual working time as well as
overtime work and overtime hours. Therefore, not only the incidence of overtime work but
also the number of overtime hours can be analyzed within a comprehensive empirical
framework. Moreover, available data facilitates a more precise differentiation between
definite and transitory overtime work. Only Ellguth and Promberger (2004, 2007) clearly
separate between different types of compensation for overtime work in former investigations.
Unpaid overtime work, paid overtime work, compensation by time off or a combination of
paid overtime work and time off will be distinguished. Of particular importance is transitory
overtime work meaning that overtime work will temporarily be transferred to an individual’s
16



working time account and used by an employee within an agreed period of time. Information
on the existence of flexible working time accounts as well as their balancing time is available
in the survey and thus also focused on. Furthermore, it can be argued that certain groups of
employees may be affected stronger by overtime work than others or may even have a larger
need for working time accounts. Hence, different subgroups of employees with respect to
gender and employees’ job status are analyzed. Finally, empirical results of numerous studies
mentioned above may be misleading since they are not able to take selection issues or the
problem of unobserved heterogeneity sufficiently into account. Applying additional
difference-in-differences estimations within this investigation, these problems will be focused
on. Thereby, subgroups of stayer and mover have to be distinguished. It has to be noted that a
works council will either be established within a workplace on the initiative of employees
who stay in an establishment during the observation period or employees who move to a firm

with an already existing worker representation.

The remainder of this paper is structured as follows: Based on the institutional background
and some theoretical considerations, hypotheses for the relationship between works councils
and the incidence of both overtime work as well as flexible working time accounts will be
derived in section 2.3. Then, data, variables and the statistical procedure (section 2.4) will be
described before presenting and discussing the results in section 2.5. In section 2.6, selection
issues and the problem of unobserved heterogeneity are focused on more precisely. Section

2.7 presents some implications and limitations. Section 2.8 concludes.

2.3 Institutional background, theoretical considerations and hypotheses

2.3.1 Institutional background

As already mentioned in chapter 1, works councils have extensive codetermination rights on
what is called “social matters” including the principles of remuneration and the introduction
of new payment methods, the deployment of technologies for monitoring the behavior and the
performance of employees as well as health and accident prevention issues. In addition, works
councils have an explicit co-determination right with respect to working time. This comprises
the commencement and termination of daily working hours including breaks and the
distribution of working hours among the days of the week. The management of a firm has to
discuss all issues concerning any temporary reduction or extension of the hours normally

worked in the establishment with a worker representation. A works council can reject both the
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introduction as well as the extension of overtime work. They also have “consent rights” in
matters of hiring and firing and consultation rights in areas such as manpower planning and
changes in work processes, the working environment and job content. Issues in regards to
manpower planning encompass the adaption and implementation of measures to promote
equality between women and men. With the last reform of the WCA in 2001, it has been fixed
that gender equality is facilitated by the requirement that the minority gender at the firm is
represented at the works councils at least in proportion to its employment share. At least once
within a calendar year, an employer has to report to the works council on the status of this
adjustment. Both may support gender equality on firm level. In addition, the most recently
enacted reform of the WCA entails the promotion of the reconciliation of family and work
time by a works council. This last issue may prompt works council to initiate more family

related personnel policies within a workplace.

According to the WCA, works councils are committed to enforce the implementation of laws,
ordinances, safety regulations, collective agreements as well as works agreements within a
workplace for the benefit of the employees. Collective agreements may contribute to an
improvement in the statutory framework on working time. There are numerous collective
agreements on working time which also affects the framework of the Working Time Act. The
Working Time Act defines minimum conditions that have to be regarded as compulsive when
fixing working time.*® Collective agreements cover the standard weekly working time,
location and distribution of standard weekly working time, overtime and part-time work,
partial retirement as well as night and shift work. As mentioned above, collective agreements
include that particulars about the implementation of agreed working time arrangements

should be regulated on a firm level via works agreements.

This short description of the institutional background illustrates that German works councils
have considerable bargaining power which can also be applied to different categories of
working time arrangements, in particular to overtime work and flexible working time
accounts. In the following section, direct and indirect effects of works councils on these issues
will be hypothesized more closely. At first, theoretical considerations with respect to works
councils and overtime will be presented. Determining a relationship between works councils

and overtime work, preferences of employees have to be taken into account. In addition, an

® For more detailed information on the regulations of the German Working Time Act see Carl and Maier (2009).
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employer may also scrutinize thoroughly whether overtime hours or the number of employees
should be increased depending on the economic situation of a firm or differences between
short and long-term perspectives. While employers ponder between both opportunities in a
good economic situation on a short term, they will rather attempt to increase employment on a
long-term perspective. Kraft (1989) reports that an increase in short-term fluctuation rather
affects overtime work than employment in Germany. In contrast, the target of long-term
production increases has an influence on the number of employees but not on the extension of
overtime work. Finally, a works council itself may also pursue own preferences with regards
to overtime work of employees. In a second main step, the relationship between works
councils and the incidence of flexible working time will be focused on. The demand in such
an instrument of flexibility within a firm may be driven by both employer as well as
employees. More profoundly, certain subgroups of employees may in particular be interested
in such working time accounts. Therefore, next to a general argumentation also theoretical

considerations for subgroups of employees will be presented.

2.3.2 Theoretical considerations and hypotheses
Works councils and overtime work

On the one hand, there may be arguments hinting at a positive correlation between a works
council and the incidence of overtime work. First, works councils may use their specific
consultation and consent rights at issues such as manpower planning as well as their extensive
codetermination rights at the regulation of working time in order to delay or even prevent
employment adjustments (Gold, 2004; Schank and Schnabel, 2004). Due to higher adjustment
costs in firms with a works council, an employer will rather abstain from hiring of new
employees. In addition, works councils can also make a downward adjustment process more
expensive. Dismissal procedures may be more protracted in firms with a works council or a
financial compensation in terms of a severance payment is more likely in such firms
(Gensicke et al., 2008).* Jirjahn (2010b) argues that higher downward adjustment costs may
also have a negative effect on employment growth. Such costs do not only reduce an
employer’s propensity to fire an employee but also the propensity to hire an employee.

* It should be noted that the interrelation between works councils and severance payments for dismissed
employees will also be investigated empirically in chapter 4 of this dissertation.
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Therefore, since an existing works council may adversely affect an employment adjustment in
both directions, it is to be expected that overtime work acts as a substitute for employment

and the probability of overtime work will be increased.

Second, employees’ preferences may also be a crucial factor that determines the question
whether overtime work should be implemented within a workplace. As mentioned above,
works councils represent the preferences of employees and act as a collective voice
institution. If the employer of a firm follows the advices of a works council and improves
working conditions in accordance, employees’ morale may be higher and thus both costly
quits will cease and productivity may increase (Hirsch et al., 2010). According to Schank and
Schnabel (2004), works councils attempt to maximize employees’ utility including job
security, the amount of their wage as well as the number of working hours. If employees
prefer a higher wage, a works council may try to implement overtime work as one instrument
to achieve this target. In order to enforce overtime work against the management, works
council’s bargaining power derived from its codetermination right on work time issues may
be relevant. Heywood and Jirjahn (2009) argue that this bargaining power allows a works

councils to gain a monopoly role.

On the other hand, employees may also have a preference for shorter working times in order
to reduce efforts and workload within a workplace. Since works councils aim to secure its re-
election, they may be eager for keeping agreed working time by the employer. Works
councils may also use their bargaining power in order to inhibit overtime work. In addition, a
works council itself may have an incentive to impede the implementation of overtime work.
According to the WCA, works council have a codetermination right concerning the regulation
of working time. By rejecting the implementation of overtime work due to its participation
rights, a works council exerts or even increases its bargaining power towards a firm’s
management (Gold 2004). If a works council, in contrast, agrees to the introduction of
overtime work, a works council will lose an important means of power. Ellguth and
Promberger (2007) argue that so-called package deals including an agreement from a works
council concerning the introduction of overtime work in return to concessions of the
management in other issues will then be obsolete. Carl and Maier (2009) also emphasize that
works council agreements on flexible working time arrangements comprising overtime work
may include a works council’s risk of losing strong bargaining power when signing the

agreement.
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Summarizing, with regards to an employee’s utility, it cannot be derived whether an
employee prefers doing overtime work or not. The issue of a substitution between overtime
hours and employment may in particular hold true for a short term. On a long term, an
employer may be inclined to increase the number of employees in case of a good economic
situation. Jirjahn (2010b) shows that a works council is positively associated with
employment growth, but the author fails to take different time intervals or the economic
situation of a firm into account. In addition, the assumption that works councils make a
downward adjustment process more expensive should be called into question. Results of
chapter 4 provide empirical evidence that works councils are negatively associated with
severance payments for dismissed employees. Thus, a substitution of employment by
overtime work may also be diminished due to this issue. As the argumentation with respect to
a works council’s own interest to prevent or even strengthen bargaining power can be
regarded as substantive, arguments for a negative association between the presence of a works
council and the incidence of overtime work may outweigh positive arguments. Therefore, it

can be stated:

Hypothesis 1: The incidence of overtime work will be decreased by a works council.

In addition, different types of overtime work have to be taken into account. Paid and unpaid
overtime work, compensation by time off or a combination of time off and paid overtime
work have to be distinguished. In comparison to paid overtime work, works councils may
impede the introduction and usage of unpaid overtime work. Bell et al. (2000) interpret
unpaid overtime work as an exploitation of employees by opportunistic employers. In firms
with a worker representation its incidence is expected to be lower. Moreover, if overtime
work cannot be avoided within a firm, the existence of a works council will foster time off or
the combination of time off and paid overtime work as a further opportunity to compensate
employees. Works councils have to promote the reconciliation of working time and leisure or
family time according to the WCA.

Works councils and working time accounts

The relationship between works councils and individual working time accounts will also be
analyzed. The number of overtime hours worked will be deposited in working time accounts

when employees have to work more hours than stipulated by a contract due to short-term
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deviations in product or service demand. In case of a positive short-term demand shock, an
employer may prefer to transfer overtime hours to flexible working time accounts instead of
compensating employees by a payment. A premium for overtime hours in Germany is usually
about 25 percent in most industries (Schank and Schnabel, 2004). In contrast, the
implementation of transitory overtime within a workplace does not create large expenses.
Ludewig (2001) lists that only costs for implementation, documentation, and maintenance of
such accounts may occur. But employees may also benefit from the existence of working time
accounts. Wotschak and Hildebrandt (2009) state that flexible working time accounts enable
employees to redistribute working hours. In case of a negative demand shock not the number
of employees but the number of working hours has to be adjusted downwards (Hamm, 1999).
An existing worker representation in terms of a works council may also influence the
incidence of working time accounts. Works councils are a highly developed mechanism for
employees’ participation that negotiates over a variety of workplace terms and conditions
(Hubler and Jirjahn, 2003). Collective agreements often include so-called opt-clauses in order
to confer influence at certain issues upon works councils at the establishment level. Hence,
works councils may also have an impact on the introduction and implementation of flexible
working time accounts. In the following section, theoretical considerations will be considered

more closely.

On the one hand, works councils may attempt to prevent the implementation of flexible
working accounts when such measures do not comply with employees’ interests. According
to Ellguth and Promberger (2004), works councils may exert a traditional protection function
against employer opportunism in case of flexible working accounts. In particular, conditions
that require larger efforts or more flexibility should be avoided. Since employees might fear
that their interest will not sufficiently be taken into account, a loss of motivation and
cooperativeness as well as the incidence of voluntary quits could occur without a works
council’s commitment (Seifert 1996). However, works councils who are interested in securing
their re-election may use their consent rights according to WCA or their bargaining power due
to their package deals in order to impede or restrict such accounts (Althammer 1990, Miller-
Jentzsch 1995).

Works councils itself may also have an incentive to inhibit flexible working time accounts.
Croucher and Brewster (1998) point out a negative effect of working time flexibility on the
system of a worker representation. Works councils’ communication to employees is an

essential issue in order to collect information concerning their preferences within a workplace.
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However, works councils experience a larger difficulty of talking to employees since
employees have different working times due to their flexible accounts. Hence, the risk will
arise that a works council cannot take the interests of all employees into account. This may
lead to an increased dissatisfaction and a loss of trust in the institution of a worker
representation. Herrmann et al. (1999) stress that in case of flexible working times the
aggregation of employees’ preferences is difficult because of employees’ various interests that
have to be focused on. Finally, Bergmann et al. (1998) argue that the usage of flexible
working time accounts makes it more difficult for a works council to monitor employees’
working hours. In particular, the range of various accounts as well as transferring working

time from one account to another account may rather undermine works councils’ influence.

On the other hand, there may be arguments speaking for a positive relationship between the
presence of a works council and the incidence of working time accounts. According to
Ellguth and Promberger (2004), a worker representation in terms of a works council will
endorse the introduction of individual working accounts when large parts of the workforce
expect higher scopes of autonomy. Working time accounts enable employees to redistribute
working hours in order to balance work and leisure time. This may lead to an increase in job

satisfaction from employees’ point of view.

An additional decisive characteristic of such working time accounts may lay in job guarantees
(Carstensen 2000). As mentioned above, the number of working hours will be affected instead
of the number of employees. Since negotiations with regards to flexible working time
instruments between an employer and every single employee would create large costs, an
existing works council is usually included in such employment agreements on establishment
level. A works council serves as a central contact institution for a firm’s management and
helps to reduce transaction costs (Addison and Gerlach, 1984). Tuselmann and Heise (2000)
also emphasize that work time flexibility strengthens an employer’s commitment to co-
determination. Since the introduction of such accounts may rather be complicated, a works
council serving as a contact institution for an employer facilitates its implementation within a

workplace.

At that point, it can be argued that it might be less difficult for an employer to implement
working time accounts in the absence of works councils. In that case the introduction of such
accounts would be conducted according to an employer’s preferences. However, the quality
and sustainability of such accounts within a workplace has to be discussed. An existing works

council acting as a collective voice institution aggregates employees’ interests and preferences
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and communicates them to the employer. As a consequence, an employer will receive
employees’ assessment about the value of flexible working accounts. This may lead to an
improved selection of crucial flexibility instruments adjusted to employees’ preferences and a
mitigation of failure at the implementation of such instruments. Heywood and Jirjhan (2009)
emphasize that an information transfer may improve the structure of such practices, leads to a
better interest match of both management and employees and makes the implementation as
well as the longevity of working time accounts more likely. Ludewig (2001) states that
employees’ expectations in regards to regulations of a working time account will also be
considered more closely when a works council exists. This may lead to an increase in
procedural fairness from employees’ view and thus cooperation between management and

employees will be strengthened.

Furthermore, an existing works council can improve the distribution of information within a
firm and reduce information asymmetries between employees and the management. A works
council acting as a co-manager within a firm may support management’s decision in terms of
an implementation of flexible working time accounts, if the advantages of such accounts
predominate (Ellguth and Promberger 2004). If the management of a firm is successful in
convincing a works council about the necessity of flexible working time accounts, a works
council will also persuade employees about this undertaking. According to Freeman and
Lazear (1995), a works council represents a credible workplace institution due to its legal
status and its legitimation by elections. Therefore, an employer’s decisions can be followed
more easily by the workforce. This may foster trust in such accounts and lead to a higher

cooperation between management and employees.

Summarizing, these positive arguments concerning the relationship between a works council
and the incidence of working time accounts may predominate the negative arguments. In
particular, arguments with respect to a works council’s own interests hinting at a negative
correlation are rather weak. A larger difficulty in communicating with employees or in
monitoring employees’ working hours may only relate to a small number of employees and
thus it may not be a decisive factor for inhibiting the incidence of working time accounts from

a works council’s point of view. Therefore, it can be derived:

Hypothesis 2: The incidence of working time accounts will be higher when a works council
exists

In addition, the question arises whether certain groups of employees are in particular affected

by the presence of a works council. Therefore, theoretical considerations pertaining to both
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gender and employees’ occupational status will be presented more closely in the following
paragraph.

With regards to gender differences, it can be argued that preferences of both men and women
may determine whether a works council attempts to affect the incidence of overtime work.
Traditionally, the share of men in the workforce is higher than that of women. Empirical
findings confirm that an increasing share of women in a firm correlates negatively with the
probability of a works council’s presence (see Hubler and Jirjahn 2003, Addison et al. 2003,
Kraft and Lang 2008). Additionally, works councils members are for the most part men. The
share of female works councilors is not consistent with the female employment share.
Niedenhoff (2002) even shows that men are the chairmen in eight out of nine works councils.
According to the similarity-attraction-theory (Byrne 1971), works councils use their extensive
participation rights and support employees with similar characteristics. Hence, men will rather
be affected by a works council in most issues. If male employees aim to obtain a higher wage,
a works council will attempt to get involved with the introduction of overtime work. But if
male employees prefer moderate working times, a works council will also attempt to achieve

this goal.

In contrast, female employees are rather not expected to be interested in doing overtime work.
Budd and Mumford (2004) point out that certain subgroups of employees differ from others in
regards to expectations about family-friendly working times. In particular, women still have
higher preferences and desires for family-friendly benefits within a workplace due to their
family responsibilities. Therefore, women rather abstain from doing overtime work, but they
expect a higher flexibility in working time to fulfil private tasks. Evans (2002) assigns an
important role to both firms and works councils in order to conciliate work and family life.
An employee should be given the flexibility to handle daily pressures and emergencies of
family life. An existing works council can foster this balancing by engaging for affected
employees. Therefore, it is to be expected that a works council will in particular advocate an

implementation of flexible working time accounts for female employees.

In combination with an employee’s occupational status, the issue of different qualification
levels should be addressed. Since unskilled employees usually earn less than employees of
other hierarchy levels within a firm, this subgroup of employees may try to increase their
earnings by doing overtime work. On the other hand, large parts of unskilled employees, in
particular unskilled blue collar workers, exhibit working in shifts. Jirjahn (2008) mentions

that less qualified workers sort and are sorted into shift work. A practical problem for a
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combination of shift work and overtime work may also exist. While a current shift worker and
a subsequent shift worker cannot share the same machine, doing more than one shift for a
longer period of time is not typical due to health and safety issues. However, if there is an
opportunity to support this subgroup of employees, a works council will use its bargaining

power to implement overtime work.

Bauer and Zimmermann (1999) report that skilled employees rather undertake higher levels of
overtime work than unskilled employees. Jirjahn (2008) argues that particularly qualified
employees have a higher potential for short-run flexibility since they are more able to deal
with unpredictable events within a firm. In addition, the costs for recruiting and training of
qualified employees are very high. A long-term demand shock might be necessary to amortize
the higher investment costs of an increased employment. Hence, an employer will extent the
number of overtime hours worked of skilled employees instead of employing new qualified
individuals. As mentioned above, this may only hold true on a short term. In particular,
qualified white collar workers exhibit large numbers of overtime hours. These employees aim
to increase their working hours voluntarily in order to be promoted to better paid jobs in
future (Pannenberg 2005). If overtime hours of qualified employees do not extend too far, an
existing works council will support it. However, at a certain level a works council may block
further overtime hours due to health issues of affected employees. Therefore, overtime work
of qualified employees is expected to be reduced in firms with a works council.

Turning to the incidence of working time accounts, Jirjahn and Tsertsvadze (2006) mention
that particularly white collar workers expect a large scope of autonomy within their working
place. Flexible working time accounts may depict an instrument of autonomy for white collar
workers. Using its bargaining power in formal or informal negotiations derived from
extensive codetermination rights, a works council will support the implementation of
individual working time accounts. However, it might be argued that works councils usually
support blue collar workers since job conditions and workload as well as preferences are
rather similar among this subgroup of employees. Therefore, works councils are also expected
to support this subgroup of employees in terms of the introduction of working time accounts
as far as an implementation of such accounts is possible and useful within the production

environment.
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2.4  Data, variables and statistical procedure

2.4.1 Data and variables

The empirical investigation is based on data of the German Socio-Economic Panel (GSOEP)
which is an annual representative dataset of private households in Germany. Every year more
than 20,000 indiviudals living in nearly 11,000 households are questioned by the fieldwork
organization TNS Infratest Sozialforschung. The data includes information on all household
members consisting of German individuals from the Old and New States of Germany, foreign
persons, and recent immigrants. The GSOEP encompasses numerous topics that also include
earnings, occupational biographies, employment as well as health and satisfaction indicators.
One crucial advantage of the dataset is its panel character. The panel was started in the year
1984. Hence, individuals can be followed over the years. In addition, the GSOEP is
maintained by regular refreshments and enhancements of the sample in order to counter
normal panel attrition. As a consequence, it can be summarized that the GSOEP provides

representative data for the whole population of Germany.®

Most of the questions concerning agreed working time and actual working time or overtime
work are surveyed annually within the questionnaire. Besides, since the year 2002, the
GSOEP contains information with regards to the existence of working time accounts as well
as balancing periods. Information on a works council’s presence is only available in 2001 and
2006. Hence, as the focus of this paper is laid on the years 2002 and 2006, employees with
tenure of less than one year are excluded from the analyses. Moreover, only employees of
private sector firms with five or more employees are focused on. Civil servants are excluded
from this analysis which is also restricted to full- and part-time employees between 18 and 65
of age. According to these restrictions, estimations with respect to overtime work total up to
7,596 observations of 5,573 persons for pooled data from both years. Some of the following
estimations, e.g. analyzing a compensation for overtime work or the incidence of working
time accounts, exhibit a lower number of observations as only employees doing overtime

work will be considered in more detail.

® The data are provided by the German Institute of Economic Research (DIW, Berlin). For more details see
http://www.diw.de/en/soep.
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At first, the relationship between works councils and overtime work is examined. Individuals
are asked whether they do overtime work in general. Therefore, the dummy “overtime work”
serves as the first dependent variable. Moreover, individuals have to respond how many
working hours are stipulated in their contract, how many hours they actually work including
overtime hours as well as the number of overtime hours within the last month. Hence, the
difference between actual working time and contracted working time interpreted as rather
general overtime hours and the number of overtime hours within the last month as a more
current measure are taken into account as additional dependent variables. If respondents do
overtime work, they have to answer whether it is paid overtime work or compensated with
either time off or a combination of time off and paid overtime work or whether they are not
paid at all. This information leads to an additional dependent variable. Before using overtime
hours as time off, it is necessary to transfer all overtime hours worked into so-called working
time accounts. Individuals have to reply whether they are able to collect their overtime hours
in working time accounts and they are additionally quoted to term the period of time overtime
hours collected are to be used. Both variables serve as further dependent variables.

The variable of interest, the existence of a works council, is used as a dummy variable. The
share of individuals reporting a works council’s existence is about 0.60 (see Table 2.1). It is
observable that 0.76 of all employees do overtime work. Turning from the whole sample to
the sample within only employees doing overtime work are focused on, the number of
overtime hours increases from 2.63 to 3.47 hours. Most of the employees doing overtime
work report a compensation by time off (0.44). This is followed by partly paid and partly time
off (0.23), unpaid overtime work (0.20) and paid overtime work (0.13). Moreover, the ratio of
employees having an individual working time account is 0.59. Some other variables are also
included in the estimations. It is controlled for several individual and job based
characteristics. Thereby, information on an individuals’” age (in years), sex (male vs. female),
nationality (German vs. foreign employee), years of schooling, marital status (married vs.
single), children in the household and the region where people live (East- vs. West-Germany)
are available. Information with regards to job- and firm-based characteristics include tenure
(in years), actual and agreed working time (hours per week), gross monthly income, type of
working contract (part-time vs. full-time) and dummies for job status (untrained and semi-
trained blue collar workers, trained blue collar workers, foreman, white collar workers with

simple tasks, qualified professional and highly qualified professional) and a temporary
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working contract. Dummies for industry (5 categories) and firm size (4 categories) as well as
for the economic situation of a firm (3 categories) are also taken into account.

Table 2.1: Descriptive statistics

Whole Sample Overtime work
Mean SD Mean SD
Overtime work 0.76 1
Overtime hours 2.65 3.81 3.47 4.03
Unpaid overtime work 0.20
Paid overtime work 0.13
Partly paid and partly time off 0.23
Time off 0.44
Working time account 0.59
Works council (dummy, 1=yes) 0.60 0.60
Individual characteristics
Age (in years) 42.02 9.85 41.54 9.60
Marital status (dummy, 1=married) 0.68 0.67
Sex (dummy, 1=male) 0.62 0.64
Children in the household (dummy, 1=yes) 0.39 0.39
Nationality (dummy, 1=German) 0.90 0.93
Residence in East-Germany (dummy, 1=yes) 0.22 0.25
Years of schooling 12.14 247 12.39 2.50
Job characteristics
Agreed working time (per week) 34.00 10.82 34.84 9.92
Actual working time (per week) 40.44 9.63 42.04 9.05
Tenure (in years) 11.54 9.17 11.22 9.00
Gross monthly wage 2,693.16 1,505.46 2,832.47 1,530.58
Employment status (dummy, 1=fulltime) 0.85 0.87
Temporary working contract (dummy, 1=yes) 0.03 0.03
Job status:
Untrained and semi-trained blue collar workers 0.17 0.13
Trained blue collar workers 0.19 0.19
Foreman/teamleader 0.05 0.06
White collar workers with simple tasks 0.11 0.09
Qualified professional 0.27 0.28
Highly qualified professional 0.21 0.25
Firm size:
5 - 19 employees 0.16 0.16
20 - 199 employees 0.34 0.34
200 - 1999 employees 0.25 0.25
2000+ employees 0.25 0.25
Concerns about job security:
Not concerned at all 0.36 0.36
Somewhat concerned 0.47 0.47
Very concerned 0.17 0.17
Industry:
Public/Private Services 0.11 0.11
Construction 0.07 0.08
Financial/Corporate Services 0.13 0.14
Retail/Tourism/Transportation 0.24 0.24
Manufacturing 0.45 0.43
Observations 7596 5805
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2.4.2 Statistical procedure

The empirical part of this contribution starts with some descriptive statistics. The share of
employees doing overtime work with and without a works council will be compared. Since
the dependent variable overtime work is a dummy variable, an ordinary probit approach is
applied in a multivariate analysis. A probit estimation will also be used focusing on the
incidence of working time accounts. With regards to a time period within overtime hours can
be used as time off an additional ordered probit approach will be applied. Due to the problem
of unobserved heterogeneity, panel estimations are used in the following estimations. The

basic equation for examining the impact of a works council is
y=a+WC -f+Xy+25+¢

where y is the outcome variable of interest (overtime work, working time accounts or time

period to offset overtime hours). The parameter S characterizes the coefficient of the works

council variable, » and & the coefficients of individual and job based variables. In addition,

a depicts the constant term and ¢ the residual.

With respect to the number of overtime hours, a Heckman correction approach (two step
approach) will be used. In a first step, the probability of doing overtime work will be
computed. Subsequently, this term will be used as an additional independent variable in an
overtime hours model. At first, the generated variable “weekly overtime hours within the last
month” will be used. As a robustness check, the difference between actual working time and
agreed working depicting a more general estimation of the number of overtime hours will be

analyzed.

Finally, focusing on the relationship between a works council and different types of overtime

compensation, a multinomial logit model of the following form will be used:

a+WC - B+Xy+2'8

for j=0,1,2,3

ea+WC<,B+x';/+Z'§

M“’m

I
Il
o

where j=0 if the employee has worked paid overtime, j=1 if the employee has worked unpaid

overtime, j=2 if the employee has worked partly paid overtime and partly transitory overtime
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and j=3 if the employee has worked transitory overtime. Both coefficients as well as variables
can be interpreted as mentioned above in the probit and tobit estimations.

2.5  Empirical results

Presenting the results, this section will start with the relationship of a works council’s
presence and overtime work. Next to the incidence of overtime work, the number of overtime
hours as well as different types of compensation for overtime work is focused on. Then, it will
be turned to the existence of working time accounts and the period of time within overtime
hours can be drawn. Results pertaining to certain subgroups of employees will follow directly
after presenting general estimations. Men and women as well as blue and white collar workers

with different job levels are taken into account.®

2.5.1 Works councils and overtime work

First, differences with respect to the incidence of overtime work between employees with and
without a works council are examined. According to Table 2.2, employees with and without a
works council do not differ in terms of overtime work. Before testing this relationship in a
multivariate approach, some more comparisons should be mentioned. Focusing on gender, it
IS observable that men account for more than 0.60 of the whole workforce. The ratio of men
doing overtime work is significantly lower in firms with a works council (0.78 to 0.83, t-test
for independent sample, p=0.000). But female employees do not exhibit significant
differences. In addition, only a few differences with respect to employees’ occupational status
are detectable. In particular the incidence of overtime work of blue collar workers may be
affected by a works council. The existence of overtime work is lower for both untrained and
semi-trained blue collar workers (0.54 to 0.63, p=0.002) as well as trained blue collar workers
(0.74 to 0.80, p=0.006) in firms with a works council. Finally, with regards to white collar
workers, making up about 0.59 of the whole workforce, no differences can be shown at all.

® It has to be noted that a non-negligible part of highly qualified white collar worker does not have agreed
working hours. However, these employees are also included within the presented estimations. But running all of
the following estimations without this peculiar group of white collar worker does not change any result.
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Table 2.2: Mean comparison - overtime work

Overtime work

N Mean
all employees 7596 0.76
Whole sample works council 4581 0.76
no works council 3015 0.77
all employees 4673 0.80
Male works council 3001 0.78 .
no works council 1672 0.83
all employees 2923 0.71
Female works council 1580 0.71
no works council 1343 0.71
all employees 1265 0.57
Untrained/semi-trained blue collar workers works council 801 0.54 e
no works council 464 0.63
all employees 1445 0.77
Trained blue collar workers works council 841 0.74 .
no works council 604 0.80
all employees 386 0.85
Foreman/teamleader works council 246 0.85
no works council 140 0.86
all employees 798 0.66
White collar workers with simple tasks works council 356 0.65
no works council 442 0.67
all employees 2069 0.80
Qualified professional works council 1265 0.81
no works council 804 0.79
all employees 1633 0.89
Highly qualified professional works council 1072 0.89
no works council 561 0.90

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

The following multivariate investigation aims at examining whether the results of the binary
t-tests also hold when controlling for a number of individual and job based characteristics.
But before considering the issue of overtime work in more detail, empirical results concerning
the relationship between works councils and the logarithm of actual working time will be
presented briefly. The logarithm of actual working time is applied in order to report
percentage changes in employees’ actual working time when the status of the works council’s
variable turns from 0 to 1. The variable actual working time consists of agreed working hours
and additional overtime hours. Hence, the result may give an indication with respect to the
relationship of works councils and the incidence of overtime work. A Hausman test suggests
the application of a fixed effects approach. However, the coefficient of the works council’s
variable does not exhibit any significance (see model (1) of Table A (Appendix)). A
sufficiently large number of employees have to change the works council’s status during the
observation period in order to receive a significant result. But only 0.13 of all employees with
information on both years report a change in the works council’s status. Therefore, a Random
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effects estimation is used. According to model (2) of Table A (Appendix), works councils are
negatively correlated with actual working time. In the following section, it will be analyzed
whether this result holds for the interrelation of works councils and overtime work.
Subsequently, overtime hours and different types of compensation for overtime hours worked

will be examined more closely.

Using the panel character of the data, a probit approach is applied as described above. It can
be argued that in particular men and blue collar workers may be affected by a works council’s
existence. Hence, using interaction terms the relationship between works councils and

overtime work for several subgroups of employees is also examined.

The works council variable is the variable of interest. Employees without a works council
serve as the reference category (model (1) of Table 2.3). The results show that works councils
are negatively associated with overtime work.” Hence, the existence of overtime work is less
likely in firms with a works council. This result is in contrast to most of the previous studies
focusing on the relationship between a worker representation and the incidence of overtime
work on establishment data. On the one hand, works councils may behave according to
employees’ interests and attempt to inhibit overtime work. If employees prefer moderate
working time, a works council will try to support the core workforce by using its participation
rights. But works councils may also pursue own interests and try to strengthen its bargaining

power by rejecting overtime work.

Moreover, including the years 2002 and 2006 of the survey, it seems interesting and at the
same time necessary to examine whether works councils are differently associated with
overtime work when turning from one year to another year. For instance, the economic
situation of firms may have changed over the years affecting a works council’s influence on
overtime work. Interacting the works council’s variable with the dummy variable of the year
2002 in model (2), it can be derived that the negative correlation between a works council and
the incidence of overtime work is mainly driven by a works council’s impact on overtime
work in the year 2006. Although the interaction term is not significant, further estimations

using the year 2002 as the reference year show that works councils are not associated with

" Focusing only on employees who stay in a firm during the observation period, this and further results with
respect to the incidence of overtime work, the number of overtime hours, different types of compensation for
overtime work as well as the incidence of working time accounts and its balancing periods does not differ
substantially.
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overtime work in this year. Indeed, the ratio of employees doing overtime work is almost the
same in both years, this result indicate that a works council’s commitment to employees may
have increased over the years. This may also be traced back to the amendment of the WCA in
2001. While it is rather difficult for a works council to put the promotion of employees’ work
and life balance within a workplace into practice shortly after its inclusion in the WCA, works

councils may pursue the implementation of new assignments only a few years later.

Table 2.3: Overtime work regressions

Probit Model, Random Effects

(6Y) (@3] ®) 4)

General General Gender Occupational status
Works council (dummy, 1=yes) -0.144* (0.074) -0.186** (0.093) -0.218** (0.093) -0.289** (0.135)
Age 0.093***(0.024) 0.093***(0.024) 0.093***(0.024) 0.093***(0.024)
Age-squared*100 -0.001***(0.000) -0.001***(0.000) -0.001***(0.000) -0.001***(0.000)
Marital status (dummy, 1=married) 0.059 (0.073) 0.059 (0.073) 0.061 (0.073) 0.062 (0.073)
Sex (dummy, 1=male) 0.266***(0.081) 0.266***(0.081) 0.361***(0.108) 0.261***(0.081)
Children in the household (dummy, 1=yes) -0.204***(0.070) -0.203***(0.070) -0.200***(0.070) -0.199***(0.070)
Nationality (dummy, 1=German) 0.444***(0.101) 0.444***(0.101) 0.443***(0.101) 0.437***(0.101)
Residence in East-Germany (dummy,1=yes) 0.562***(0.087) 0.563***(0.087) 0.559***(0.087) 0.557***(0.087)
Years of schooling 0.024 (0.018) 0.024 (0.018) 0.024 (0.018) 0.024 (0.018)
Agreed working hours 0.026***(0.003) 0.026***(0.003) 0.026***(0.003) 0.026***(0.003)
Tenure (in years) -0.014***(0.004) -0.014***(0.004) -0.014***(0.004) -0.014***(0.004)
Monthly gross wage*100 0.003***(0.000) 0.003***(0.000) 0.003***(0.000) 0.003***(0.000)
Employment status (dummy,1=fulltime) -0.092 (0.107) -0.092 (0.107) -0.094 (0.107) -0.089 (0.017)

Temporary working contract (dummy, 1=yes)  -0.057 (0.163) -0.059 (0.163) -0.058 (0.163) -0.058 (0.164)

Job status (base category: untrained and semi-trained blue collar workers)

Trained blue collar worker 0.441***(0.097) 0.439***(0.097) 0.442***(0.097) 0.383** (0.152)
Foreman/teamleader 0.944***(0.160) 0.944***(0.160) 0.948***(0.160) 0.811***(0.259)
White collar worker with simple tasks 0.211* (0.112) 0.212* (0.112) 0.218* (0.112) 0.083 (0.155)

Qualified professional 0.737***(0.104) 0.737***(0.104) 0.737***(0.104) 0.557***(0.148)
Highly qualified professionals 1.093***(0.143) 1.093***(0.144) 1.093***(0.143) 1.047***(0.192)

Firm size (base category: 5-19 employees)
20 - 199 employees

200 - 1999 employees

>=2000 employees

0.145 (0.091)
0.260** (0.108)
0.155 (0.110)

0.143 (0.091)
0.257** (0.108)
0.151 (0.110)

0.142 (0.091)
0.258** (0.108)
0.154 (0.110)

0.132 (0.091)
0.244** (0.108)
0.135 (0.110)

Concerns about job security (base category: not concerned at all)

Somewhat concerned -0.058 (0.064) -0.059 (0.064) -0.058 (0.064) -0.059 (0.064)

Very concerned -0.028 (0.084) -0.027 (0.084) -0.027 (0.084) -0.029 (0.084)
WC*Year 2002 0.077 (0.103)

WC*Female 0.160 (0.121)

WC*Trained blue collar worker 0.090 (0.182)
WC*Foreman/teamleader 0.207 (0.309)
WC*White collar worker with simple tasks 0.227 (0.205)
WC*Qualified professional 0.293* (0.173)
WC*Highly qualified professional 0.079 (0.204)
Industry dummy yes yes yes yes

Year dummy yes yes yes

Intercept -2.904***(0.554) -2.871***(0.556)  -2.944***(0.554) -2.791***(0.558)
Number of observations 7596 7596 7596 7596

Pseudo R 0.15 0.15 0.15 0.15

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.
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Furthermore, the relationship between works councils and overtime work of both men and
women are considered more closely by interacting the works council and gender dummy.
While 0.80 of all male employees do overtime work, about 0.70 of all female employees also
report a higher number of working hours than agreed in a working contract. Men without a
works council serve as a reference category. The coefficient of the works council’s variable is
negatively associated with overtime work (see model (3) of Table 2.3). Hence, overtime work
is less likely for male employees in firms with a works council. With an average actual
working time of 43.7 hours, male employees work about 25 percent more hours than female
employees. Since men may also be interested in moderate working hours and a more balanced
working time and life time distribution, an existing works council will attempt to inhibit
overtime work for this subgroup of employees as a core clientele of its commitment within a
firm. In contrast, results show that works councils do not have an impact on overtime work of
female employees. Although the coefficient of the interaction term *“works council x women”
is not significant, a modified but not presented estimation using women without works
council as a reference group reveals no differences between women with and without a works
council. Women still work much more in part-time jobs than men in order to reconcile work
and family life. According to some descriptive statistics, about 0.93 of all part-time
employments are exerted by female employees. Part-time work means that it is more difficult
for an employee to get in contact with a works council and vice versa. Therefore, a works

council will rather not affect this subgroup of employees.

The association between works councils, overtime work and employees’ occupational status
comprising different job levels is also analyzed. A differentiation between skilled and
unskilled employees seems necessary since unskilled employees exhibit only low levels of
overtime work (Bauer and Zimmermann 1999). In contrast, skilled employees are expected to
do more overtime work. According to Jirjahn (2008), skilled employees have a higher
potential for short-term flexibility since those employees are more able to deal with
unexpected events within a firm. Unskilled and semi-skilled blue collar workers without a
works council serve as a reference category in model (4) of Table 2.3. The coefficient of the
works council’s variable is significantly negative. Hence, works councils are negatively
associated with the incidence of overtime work of blue collar workers with a low job level. In
contrast, overtime work of white collar workers is not affected by a works council. The
coefficient of the interaction term “works council x qualified professional” is significantly

positive indicating that a works council affects overtime work of blue and white collar
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workers differently. This confirms previous studies mentioning that white collar workers are
not the main clientele of works councils. Blue and white collar workers may also work in
diverse firms in which works councils behave in a different way. Furthermore, white collar
workers may rather prefer doing work overtime since they attempt to foster their future
promotion prospects. Pannenberg (2005) emphasizes that they are even willing to do high
levels of unpaid overtime work in order to improve their reputation within a workplace. Bell
and Freeman (2001) argue that white collar workers aim to advance in the distribution of
future labor earnings by doing unpaid overtime work. Therefore, white collar workers do not
request a works council’s support in terms of overtime work. It has to be noted at this point
that this examination does not only focus on unpaid overtime work, but contains further types

of compensation for overtime work.

The majority of control variables is also significantly associated with overtime work. The
results are mostly as expected and in line with previous results from Bauer and Zimmermann
(1999) and Pannenberg and Wagner (2001). The probability of overtime work is higher for
male employees, employees with a German citizenship and residents in East Germany. The
relationship between an employee’s age and overtime work exhibits an inversed u-form trend.
While agreed working time and income are positively associated with overtime work, tenure

as well as having children in the household is negatively related to overtime work.

2.5.2 Works councils and the number of overtime hours

In a second step, the relationship between works councils and the number of overtime hours
will be focused on. The variable “weekly overtime hours during the last month” will be used
as a dependent variable. Since individuals are asked about their number of overtime hours
within the last month, the number of overtime hours has been converted to a weekly basis.
Before presenting empirical results of a multivariate approach, some descriptive statistics
should be outlined. On average, employees who do overtime work report 3.47 overtime hours
per week in the month before data were collected (see Table 2.4). Distinguishing between
employees with and without a works council, no significant differences can be observed.
However, with regards to subgroups of employees, the number of overtime hours is lower for
men (3.78 to 4.06; p=0.043) and white collar workers with simple tasks (2.22 to 2.81,
p=0.051) in firms with a works council.
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Table 2.4: Mean comparison — overtime hours

Overtime hours

N Mean
all employees 5805 3,47
Whole sample works council 3473 3,46
no works council 2332 3,49
all employees 3732 3,88
Male works council 2350 3,78 N
no works council 1382 4,06
all employees 2073 2,73
Female works council 1123 2,8
no works council 950 2,65
all employees 723 2,57
Untrained/semi-trained blue collar workers works council 431 2,49
no works council 292 2,69
all employees 1110 2,83
Trained blue collar workers works council 624 2,74
no works council 486 2,95
all employees 330 3,66
Foreman/teamleader works council 209 3,41
no works council 121 4,1
all employees 529 2,55
White collar workers with simple tasks works council 233 2,22 .
no works council 296 2,81
all employees 1653 3,02
Qualified professional works council 1021 2,96
no works council 632 3,11
all employees 1460 5,19
Highly qualified professional works council 955 5,22
no works council 505 5,19

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

Turning to a multivariate approach, a Heckman correction estimation is applied. Employees
who do overtime work are not a random selection. Therefore, the probability of doing
overtime work is computed in a first step, but it will be not discussed again in this section.
This term will be used as an additional regressor in the overtime hours model. Employees
without a works council serve as a reference category. Empirical results show that works
councils — as in the estimation concerning the incidence of overtime work — are negatively

associated with overtime hours (model (1) in Table 2.5).® Hence, even if employees have to

8 Controlling for the month when the survey was conducted does not substantially change this or any other of the
following results with respect to the number of overtime hours as the dependent variable. In a further estimation,
a left censored tobit approach is applied. Focusing only on employees doing overtime work, the negative
correlation between a works council and the number of overtime hours remains robust.
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do overtime work, affected employees will work less overtime hours in firms with a works
council. This result indicates once more that a works council aims to balance an employee’s

working time and leisure time.

Furthermore, it is examined whether certain subgroups of employees are particularly affected
by a works council’s existence. In order to analyze an association between works councils and
overtime hours of both men and women, interaction terms are used. Men without a works
council serve as a reference category in an empirical approach. According to model (2) of
Table 2.5, both variables of interest, the works council variable as well as the interaction term,
exhibit significant coefficients. First, the works council’s coefficient is significantly negative
indicating that works councils are negatively related to overtime hours of male employees.
Second, a positive coefficient of the interaction term “works council x women” shows that
overtime hours of male and female employees are affected differently in firms with a works

council. Works councils do not have an impact on overtime hours of women.

Finally, the relationship between works councils, overtime hours and employees’
occupational status is focused on. Using unskilled and semi-skilled blue collar workers
without a worker representation as a reference category, the results are not in line with
previous results pertaining to the existence of overtime work (model (3) of Table 2.5). While
the group of unskilled and semi-skilled blue collar workers is not affected by a works council,
the number of overtime hours of white collar workers is negatively associated with a works
council’s existence. A works council’s scope to reduce overtime hours is larger among white
collar workers since this group of employees usually works a higher number of overtime
hours than blue collar workers. To sum up, works councils are not significantly associated
with the incidence of overtime work of white collar workers, but they are negatively related to
the number of overtime hours of this subgroup of employees. These results may also hint at
the issue of unobserved heterogeneity of individuals and/or firms. Hence, there may be other
unobserved factors that influence the incidence of overtime work and the number of overtime
hours of certain subgroups of employees differently. This aspect will be considered later in

more detail applying a difference-in-differences estimator.
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Table 2.5: Overtime hours regressions

Whole sample (1) Gender (2) Occupational status (3)

Overtime hours Prob (overtime work) Overtime hours Prob (overtime work) Overtime hours Prob (overtime work)
Works council (dummy, 1=yes) -0.589***(0.133) -0.097***(0.045) -0.797***(0.133) -0.097***(0.045) -0.280 (0.297) -0.097***(0.045)
Age 0.062 (0.047) 0.052***(0.014) 0.059 (0.047) 0.052***(0.014) 0.063 (0.047) 0.052***(0.014)
Age-squared*100 -0.078 (0.001) -0.076***(0.001) -0.074 (0.001) -0.076***(0.001) -0.080 (0.001) -0.076***(0.001)
Marital status (dummy, 1=married) -0.140 (0.127) 0.050 (0.042) -0.135 (0.127) 0.050 (0.042) -0.144 (0.127) 0.050 (0.042)
Sex (dummy, male=1) 0.475***(0.146) 0.169***(0.045) 0.784***(0.189) 0.169***(0.045) 0.477***(0.146) 0.169***(0.045)
Children in the household (dummy, 1=yes) -0.028 (0.130) - 0.134***(0.041) -0.009 (0.130) - 0.134***(0.041) -0.038 (0.130) - 0.134***(0.041)
Nationality (dummy, 1=German) -0.069 (0.221) 0.261***(0.056) -0.080 (0.221) 0.261***(0.056) -0.065 (0.221) 0.261***(0.056)
Residence in East-Germany (dummy, 1=yes) 0.592***(0.163) 0.338***(0.047) 0.577***(0.163) 0.338***(0.047) 0.599***(0.163) 0.338***(0.047)
Years of schooling 0.009 (0.027) 0.012 (0.010) 0.010 (0.027) 0.012 (0.010) 0.009 (0.027) 0.012 (0.010)
Agreed working hours 0.016***(0.002) 0.016***(0.002) 0.016***(0.002)
Tenure (in years) -0.032***(0.007) -0.009***(0.002) -0.031***(0.007) -0.009***(0.002) -0.032***(0.007) -0.009***(0.002)
Monthly gross wage*100 0.079***(0.000) 0.012***(0.000) 0.079***(0.000) 0.012***(0.000) 0.079***(0.000) 0.012***(0.000)
Employment status (dummy, 1=fulltime) 0.095 (0.192) -0.123* (0.063) 0.086 (0.192) -0.123* (0.063) 0.084 (0.192) -0.123* (0.063)

Temporary working contract (dummy, 1=yes)

-0.482 (0.314)

-0.011 (0.101)

-0.475 (0.313)

-0.011 (0.101)

-0.489 (0.314)

-0.011 (0.101)

Job status (base category: untrained and semi-trained blue collar workers)

Trained blue collar worker 0.191 (0.229) 0.296***(0.056) 0.177 (0.229) 0.296***(0.056) 0.352 (0.313) 0.296***(0.056)
Foreman/teamleader 0.846** (0.341) 0.623***(0.093) 0.835** (0.341) 0.623***(0.093) 1.298***(0.463) 0.623***(0.093)
White collar worker with simple tasks 0.078 (0.242) 0.137** (0.066) 0.096 (0.242) 0.137** (0.066) 0.402 (0.326) 0.137** (0.066)
Highly qualified professional/managerial position 1.415***(0.317) 0.689***(0.080) 1.401***(0.316) 3.174***(0.272) 1.536***(0.371) 1.401***(0.316)
Firm size (base category: 5-19 employees)

20 - 199 employees 0.474** (0.163) 0.105** (0.053) 0.458***(0.163) 0.105** (0.053) 0.487*** (0.164) 0.105** (0.053)
200 - 1999 employees 0.361 (0.197) 0.184***(0.064) 0.347 (0.197) 0.184***(0.064) 0.370* (0.197) 0.184***(0.064)
>=2000 employees 0.571** (0.199) 0.099 (0.065) 0.565***(0.199) 0.099 (0.065) 0.586*** (0.199) 0.099 (0.065)

Concerns about job security (base category: not concerned at all)

Somewhat concerned

0.073 (0.114)

-0.032 (0.039)

0.069 (0.114)

-0.032 (0.039)

0.075 (0.114)

-0.032 (0.039)

Very concerned 0.152 (0.153) -0.006 (0.051) 0.148 (0.153) -0.006 (0.051) 0.158 (0.153) -0.006 (0.051)
WC*Female 0.541** (0.211)

WC*Trained blue collar worker -0.278 (0.366)
WC*Foreman/teamleader -0.746 (0.518)

WC*White collar worker with simple tasks -0.644 (0.437)

WC*Qualified professional -0.350 (0.344)

WC*Highly qualified professional -0.225 (0.355)

Industry dummy yes yes yes yes yes yes

Year dummy yes yes yes yes yes yes

Intercept -1.007 (1.347) -1.626%**(0.316) -1.101 (1.346) -1.626%**(0.316) -1.188 (1.354) -1.626***(0.316)
Lambda 0.997 (0.695) 0.944 (0.694) 0.976 (0.697)
Number of observations 7596 7596 7596

Censored observations 1791 1791 1791
Uncensored observations 5805 5805 5805

Wald Chi2 515.35 523.40 519.50

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.



In order to check the robustness of these estimations, an additional variable measuring the
number of overtime hours is computed. The GSOEP survey contains information about the
actual working time of employees as well as the number of working hours that are stipulated
in an employee’s working contract. In contrast to a rather current measure focusing on
overtime hours of the month before the survey was conducted, weekly overtime hours as a
difference between actual working time and agreed working time are computed on a yearly
basis. Applying a left censored tobit approach, previous results concerning the relationship of

works councils and weekly overtime hours within the last month can be confirmed.

2.5.3 Works councils and different types of overtime work

A further focus of this paper is laid on an employee’s compensation for overtime hours
worked. The GSOEP survey distinguishes four different types namely unpaid overtime work,
paid overtime work, time off, or a combination of time off and paid overtime work. In the
existing literature definite and transitory overtime work are differentiated. While definite
overtime work includes both paid and unpaid overtime work, transitory overtime hours are
usually balanced by time off. As mentioned above and again illustrated by Table 2.6, 0.44 of
all employees reply a compensation for overtime work by time off, followed by a
combination of time off and paid overtime work (0.23 of all employees). 0.20 (0.13)
employees quote working unpaid (paid) overtime. While almost half of all highly qualified
professionals are not paid for overtime work, the largest share of employees doing paid
overtime work is observable for unskilled and semi-skilled blue collar workers with 0.28. It is
notable that both paid and unpaid overtime work is not very prevalent in firms with a works
council. The share of almost all subgroups of employees receiving these both types is
significantly lower in such firms. Results of additional binary t-tests with respect to a partly
paid and partly time off compensation are rather mixed up. Only men, trained blue collar
workers, white collars with simple tasks and highly qualified employees exhibit a higher ratio
of the combination of time off and a monetary compensation in firms with a works council.
Finally, time off is particularly common among women (0.55) and qualified professionals
(0.58). Except of white collar workers with simple tasks, the share of all remaining subgroups
of employees receiving time off is higher in firms with a works council. This last result
indicates that works councils may contribute to improve an employee’s work-life balance

within a workplace.
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Table 2.6: Mean comparison — compensation of overtime work

Unpaid overtime Paid overtime Partly p_ald, Time off
partly time off
N Mean Mean Mean Mean
all employees 5805 0.20 0.13 0.23 0.44
Whole sample works council 3473 0.17 0.11 0.25 0.48
*kk k=3 *kk *kk
no works council 2332 0.24 0.18 0.21 0.37
all employees 3732 0.22 0.15 0.26 0.37
Male works council 2350 0.19 0.12 0.27 041
*kk *kk *kk *kk
no works council 1382 0.26 0.20 0.23 0.30
all employees 2073 0.16 0.10 0.19 0.55
Female works council 1123 0.12 0.07 0.20 0.61
*kk k=3 *kk
no works council 950 0.20 0.14 0.18 0.48
all employees 723 0.05 0.28 0.27 0.40
Untrained/semi-trained blue collar workers works council 431 0.03 0.23 0.28 0.46
*kk *kk *kk
no works council 292 0.08 0.34 0.27 0.31
all employees 1110 0.04 0.22 0.34 0.40
Trained blue collar workers works council 624 0.02 0.17 0.38 0.43
*kk *kk *kk *
no works council 486 0.06 0.27 0.29 0.37
all employees 330 0.10 021 0.31 0.38
Foreman/teamleader works council 209 0.04 0.18 0.32 0.47
*kk * *kk
no works council 121 0.21 0.26 0.29 0.23
all employees 529 0.13 0.16 021 0.50
White collar workers with simple tasks works council 233 0.07 o 0.15 0.25 - 0.53
no works council 296 0.17 0.18 0.17 0.48
all employees 1653 0.18 0.07 0.18 0.58
Qualified professional works council 1021 0.13 o 0.05 . 0.18 0.63 o
no works council 632 0.24 0.09 0.17 0.50
all employees 1460 0.46 0.05 0.19 0.30
Highly qualified professional works council 955 0.41 0.04 021 0.34
*kk *kk *kk *kk
no works council 505 0.55 0.07 0.15 0.23

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.



A multinomial logit estimation is used in a multivariate approach. Since the variable
concerning an employee’s compensation for overtime work cannot be ordered in a universally
valid way, a multinomial logit approach is preferred to an ordered probit approach. Receiving
a payment for overtime work serves as a reference category. Therefore, the following

empirical results have to be interpreted in comparison to paid overtime work.

Empirical results with regards to unpaid overtime work as a dependent variable are presented
in first column of Table 2.7. The main focus is laid on the works council variable. However,
the coefficient of this variable is not significant showing that works councils do not affect
unpaid overtime work and paid overtime work in a different way. This empirical result is
rather surprising. If employees have to work overtime and a works council is present in this
workplace, a worker representation is expected to side with affected employees and try to
obtain a financial compensation for these individuals. Several reasons can be mentioned. For
instance, doing overtime work without being compensated may decrease employees’ job
satisfaction. On a short term, unpaid overtime work will solve an establishment’s financial
problem. But on a long term the productivity of a firm may decrease and thus its profits. In
addition, an employee’s intention to leave a firm voluntarily may increase, too. This
consideration may at least be valid for most subgroups of employees except of highly
qualified professionals. This group of employees prefers working unpaid overtime hours or is
even expected to do it. This issue will be discussed at a later point of this study.

In the second column of Table 2.7, a combination of a payment and time off for overtime
work is used as an additional dependent variable. The coefficient of the works council’s
variable is significantly positive correlated with this type of compensation. Hence, a
combination of time off and paid overtime work is more likely for employees in firms with a

works council than a full monetary compensation.

Finally, the relationship between works councils and compensation by time off is focused on
in the third column. The results show a positive association between a works council’s
existence and this type of compensation. Hence, it is also more common in firms with a works
council that employees will be compensated by time off than by a payment for overtime
hours. In order to receive a better understanding about the value of time off for employees as
a way being compensated for overtime work, some more estimations are run. Empirical
results show that in firms with a works council the receipt of time off is more likely than a
combination of time off and a payment. The significant difference in the works council’s

coefficient indicates that employees may value time off as a complete compensation higher
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than a financial compensation for a certain ratio of overtime hours. As a consequence, an
existing works council may be committed to employees’ preferences and try to implement a
compensation by time-of within the firm. This result can in particular be shown empirically
for female employees. This is not surprising since works councils attempt to promote an
alignment of an employee’s working time and leisure time. According to the WCA, a works
council is prompted to initiate more family related policies within a workplace and thus to
contribute to an improved work-life balance of employees.

Table 2.7: Compensation for overtime work regressions

Multinomial logit approach (reference category:paid)

Unpaid E:rrttll;/ fi?ricej/ off Time off
Works council (dummy, 1=yes) -0.003 (0.135) 0.648***(0.119) 0.833***(0.111)
Age -0.106** (0.047) -0.004 (0.042) -0.041 (0.039)
Age-squared*100 0.001** (0.001) -0.000 (0.000) 0.000 (0.000)
Marital status (dummy, 1=married) 0.019 (0.137) -0.100 (0.121) -0.184 (0.113)

Sex (dummy, 1=male)

Children in the household (dummy, 1=yes)

-0.338** (0.152)
0.060 (0.129)

-0.310** (0.143)
0.002 (0.113)

-0.592%**(0.133)
0.092 (0.106)

Nationality (dummy, 1=German) 0.195 (0.214) 0.313** (0.157) 0.469***(0.150)
Residence in East-Germany (dummy, 1=yes) 0.631***(0.139) 0.319***(0.124) 0.174 (0.117)
Years of schooling 0.144***(0.030) 0.034 (0.030) 0.045 (0.028)
Tenure (in years) 0.003 (0.008) 0.020%**(0.007) 0.031***(0.006)
Monthly gross wage*100 0.000***(0.000) -0.000* (0.000) -0.000***(0.000)
Employment status (dummy, 1=fulltime) 1.180***(0.215) 0.555***(0.181) 0.861***(0.163)
Temporary working contract (dummy, 1=yes) -0.297 (0.331) 0.004 (0.285) 0.130 (0.270)
Job status (base category: untrained and semi-trained blue collar workers)

Trained blue collar worker -0.368 (0.257) 0.283** (0.143) 0.236* (0.136)
Foreman/teamleader 0.693** (0.292) 0.234 (0.203) 0.303 (0.195)
White collar worker with simple tasks 1.313***(0.261) 0.293 (0.194) 0.631***(0.174)
Qualified professional 2.370%**(0.235) 0.922%**(0.176) 1.578**%(0.162)
Highly qualified professional/managerial position 3.174***(0.272) 1.314***(0.229) 1.554***(0.218)

Firm size (base category: 5-19 employees)
20 - 199 employees
200 - 1999 employees

-0.550***(0.157)
-0.661***(0.191)

-0.149 (0.144)
-0.254 (0.174)

-0.416%**(0.133)
-0.392** (0.160)

>=2000 employees -0.679***(0.206) 0.114 (0.186) -0.005 (0.172)
Concerns about job security (base category: not concerned at all)

Somewhat concerned 0.115 (0.118) 0.154 (0.106) 0.181* (0.100)
Very concerned 0.258 (0.163) 0.181 (0.140) 0.303** (0.132)
Industry dummy yes yes yes

Year dummy yes yes yes

Intercept -1.668 (1.067) -0.730 (0.930) 0.338 (0.870)

Number of observations
Pseudo R

5805
0.14

5805
0.14

5805
0.14

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.
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To sum up, the results concerning overtime work show that the presence of works councils is
negatively correlated with the incidence of overtime work, in particular men and untrained
and semi-trained blue collar workers are affected. In addition, works councils are negatively
associated with the number of overtime hours. However, this result can only be observed for
men and white collar workers. Moreover, works councils foster a compensation of overtime

hours by time off even stronger than a partly paid and partly time off compensation.

2.5.4 Works councils and individual working time accounts

In a further main step, the relationship between works councils and individual working time
accounts is examined. The number of overtime hours worked will be transferred to working
time accounts when employees have to work more hours than fixed by a contract due to short-
term fluctuations in product or service demand. Carstensen (2000) emphasizes that working
time accounts enable an employer to handle workload fluctuations in both positive and
negative directions. Working time accounts are characterized by specific limits with regards
to the volume of overtime hours as well as balancing periods. Collective agreements on
working time accounts usually define between 40 and 600 hours as a maximum working time
credit and between 20 and 170 hours as a maximum time debit (Pannenberg 2005). For
instance, in case of a negative demand shock, the number of working hours can be adjusted
downwards instead of the number of employees. Credit hours reflecting a positive number of
overtime hours will be drawn within a certain period of time when a decreasing demand
enables an employee to reduce these transitory overtime hours. Carl and Maier (2009) point
out that flexible working time is more than exception and its importance as an instrument of
flexibility has risen over the years. Descriptive statistics of this paper show that the existence
of flexible working time has increased from 0.56 in the year 2002 to 0.62 in the year 2006.

An existing works council may also influence the implementation of working time accounts.
Both industry-wide collective agreements as well as firm specific contracts negotiated
between a firm’s management and a works council include regulations with regards to
individual working time accounts. So-called opt-clauses in collective agreements enable a
works council to influence the setting of working time conditions as collective agreements do
not cover each individual case on establishment level. While 0.59 of all employees report a
usage of flexible working time accounts in their firm (see Table 2.8), the ratio of employees

having such an account is higher in firms with a works council (0.67 to 0.47). Furthermore, it
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can be shown that all subgroups of employees exhibit a higher share of working time accounts

in firms with a works council.

Table 2.8: Mean comparison — working time accounts

Working time accounts

N Mean
all employees 5805 0,59
Whole sample works council 3473 0,67 o
no works council 2332 0,47
all employees 3732 0,57
Male works council 2350 0,65 .
no works council 1382 0,44
all employees 2073 0,62
Female works council 1123 0,71 .
no works council 950 0,52
all employees 723 0,59
Untrained/semi-trained blue collar workers works council 431 0,66 -
no works council 292 0,48
all employees 1110 0,66
Trained blue collar workers works council 624 0,74 .
no works council 486 0,57
all employees 330 0,65
Foreman/teamleader works council 209 0,77 -
no works council 121 0,44
all employees 529 0,57
White collar workers with simple tasks works council 233 0,67 .
no works council 296 0,49
all employees 1653 0,66
Qualified professional works council 1021 0,75 .
no works council 632 0,52
all employees 1460 0,48
Highly qualified professional works council 955 0,52 .
no works council 505 0,31

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

In order to examine whether this positive correlation between a works council and the
incidence of individual working time account can also be observed in a multivariate approach,
a probit estimation is applied. Empirical results show a significant positive coefficient of the
works council variable (model (1) of Table 2.9). Hence, individual working time accounts are
more likely in firms with a works council. Despite theoretical considerations that works
councils may tend to impede working time accounts because of own interests, this positive
association is not surprising. Works councils pursue its tasks according to the WCA by
promoting to improve an employee’s work and life balance. In general, both employers as
well as employees may have strong preferences for such an instrument of flexibility within a
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workplace. In addition to the considerations at the beginning of this section, an employer may
also reduce its costs since paid overtime hours can be transferred into transitory overtime
hours. There may also be further reasons for employees to have a desire for individual
working time accounts provided that they can influence the application of such accounts. For
instance, flexible working time accounts may increase employees’ scope of autonomy.
Wotschak and Hildebrandt (2007) argue that such working time accounts enable employees to
redistribute their working hours since they are temporarily allowed to work longer hours but
also to work shorter hours. As employees are not bounded to a daily fixed working time, they
obtain a larger opportunity to balance working life and private life. Budd and Mumford
(2004) emphasize that certain subgroups of employees should be distinguished with respect to
private responsibilities. For instance, women may have higher preferences for the incidence of
such flexible working time accounts within a workplace because of family responsibilities. An
existing works council may support affected employees by demanding such family friendly
benefits due to its bargaining power within a workplace. Therefore, in the following step,
subgroups of employees such as men and women as well as blue and white collar workers are

focused on.

Empirical results concerning the relationship between a works council and the existence of
working time accounts for men and women are displayed in model (2) of Table 2.9. While the
coefficient of the works council’s variable is positively associated with the incidence of
individual working time accounts, the coefficient of the interaction term “works council x
women” does not exhibit any significance. Hence, both men and women benefit from a works
council’s existence. Women require a high degree of time sovereignty for balancing work and
life due to housework or their family responsibilities. But there may also be reasons that men
require such an instrument of flexibility. Wotschak and Hildebrandt (2007) provide empirical
evidence that the existence of long-term working time accounts is more likely in large firms
with a works council and a high share of male employees. Such long-term accounts can be
interpreted as more appropriate for male employees since they reflect typical male working
time arrangements over the working life cycle in terms of full income and full-time
employment. Carl and Maier (2009) emphasize that firms use such accounts in order to extend
in particular men’s scope of autonomy without aligning the remuneration or the type of
employment relationship. Since male employees are often considered as the main clientele of
works councils within a workplace (Hirsch and Schank 2010), works councils will also

support the implementation of working time accounts for this subgroup of employees.
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Table 2.9: Working time accounts regressions

Probit approach, Random Effects

@) 2) 3

General Gender Occupational status
Works council (dummy, 1=yes) 0.679***(0.077) 0.706***(0.090) 0.502***(0.162)
Age (in years) 0.042* (0.025) 0.042* (0.025) 0.042* (0.025)
Age-squared*100 -0.066** (0.000) -0.066** (0.000) -0.067** (0.000)
Marital status (dummy, 1= married) -0.170** (0.073) -0.171** (0.073) -0.168** (0.073)
Sex (dummy, 1=male) -0.074 (0.081) -0.113 (0.105) -0.075 (0.081)
Children in the household (dummy, 1=yes) 0.052 (0.069) 0.050 (0.069) 0.056 (0.069)
Nationality (dummy, 1=German) 0.529***(0.118) 0.530***(0.118) 0.513***(0.118)
Residence in East-Germany (dummy, 1=yes) -0.176** (0.077) -0.176** (0.077) -0.185** (0.077)
Years of schooling -0.018 (0.016) -0.018 (0.016) -0.017 (0.016)
Tenure (in years) 0.014***(0.004) 0.014***(0.004) 0.014***(0.004)
Gross monthly wage*100 -0.024***(0.000) -0.024***(0.000) -0.025***(0.000)
Employment status (dummy, 1=fulltime) 0.153 (0.106) 0.154 (0.106) 0.150 (0.106)
Temporary working contract (dummy, 1=yes) -0.147 (0.174) -0.147 (0.174) -0.150 (0.174)
Job status (base category: untrained and semi-trained blue collar workers)
Trained blue collar workers 0.301***(0.108) 0.302***(0.108) 0.287* (0.157)
Foreman/teamleader 0.248* (0.149) 0.247* (0.149) -0.084 (0.226)
White collar workers with simple tasks 0.036 (0.129) 0.033 (0.129) -0.012 (0.173)
Qualified professional 0.286***(0.109) 0.286***(0.109) 0.096 (0.154)
Highly qualified professional -0.235* (0.130) -0.236* (0.130) -0.342** (0.173)
Firm size (base category: 5-19 employees)
20 - 199 employees 0.104 (0.090) 0.105 (0.090) 0.099 (0.090)
200 - 1999 employees 0.295***(0.107) 0.296***(0.107) 0.285***(0.107)
>=2000 employees 0.502***(0.112) 0.503***(0.112) 0.488***(0.112)
Concerns about job security (base category: not concerned at all)
Somewhat concerned -0.069 (0.062) -0.068 (0.062) -0.073 (0.062)
Very concerned 0.004 (0.085) 0.004 (0.085) 0.0041(0.085)
WC*Female -0.070 (0.123)
WC*Trained blue collar workers 0.021 (0.204)
WC*Foreman/teamleader 0.580** (0.288)
WC*White collar workers with simple tasks 0.053 (0.240)
WC*Qualified professional 0.338* (0.194)
WC*Highly qualified professional 0.200 (0.199)
Industry dummy yes yes yes
Year dummy yes yes yes
Intercept -0.319 (0.565) -0.300 (0.565) -0.198 (0.571)
Number of observations 5805 5805 5805
Pseudo R 0.11 0.11 0.11

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.

47




Furthermore, blue and white collar workers with different job levels are focused on (see
model (3) of Table 2.9). In addition to unskilled and semi-skilled blue collar workers as a
reference category, all other subgroups of employees benefit from a works council’s existence
in terms of working time accounts. The implementation of working time accounts usually
refers to the whole company and not to certain parts thereof. However, it can be argued that
the implementation of specific working time accounts relies on the preferences of certain
subgroups of employees. For instance, white collar workers may strive stronger for autonomy
within a workplace than blue collar workers. The significant positive coefficients of the
interaction term “works council x qualifies professionals” may support this consideration
reflecting that a works council affects these subgroups of employees even stronger than
unskilled and semi-skilled blue collar workers. As mentioned above, a selection into firms
with a specific works councils’ behavior may be the reason for different empirical results with

respect to blue and white collar workers.

2.5.5 Works councils and the balancing period of working time accounts

At the beginning of this section it was mentioned that employees have to use their overtime
hours within a certain period of time when a decreasing demand enables an employee to
behave so. Since empirical results show a significant positive relationship between a works
council and the existence of individual working time accounts, it will be examined in a
following step whether a works council also influences the period of time within overtime
hours can be drawn as time off. The GSOEP survey encompasses three possible answers
including the usage of overtime hours by the end of the year, within a shorter period of time
or even longer than the end of the year. Ludewig (2001) argues that longer balancing periods
may be used to collect overtime hours for early retirements or sabbaticals. According to the
structure of the dependent variable, a random effects ordered probit estimation will be
applied. The focus is laid on employees only reporting the incidence of a working time

account within the last year based on the day of the survey interview.

Model (1) of Table 2.10 shows that works councils only tend to decrease the period of time

within overtime hours can be used. It might be argued that this result is a consequence of a

negotiation between a firm’s management and an existing works council. Works councils

promote for an implementation of working time accounts as an instrument of more autonomy

for an employee within a workplace. However, an employer only endorses an introduction of
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working time accounts provided that employees have to draw overtime hours collected within

a short period of time.

Table 2.10: Balancing period of working time accounts regressions

Ordered Probit,

Random Effects

Multinomial Logit (reference category: one year)

(Y] @
General Less than one year More than one year
Works council (dummy, 1=yes) -0.095 (0.070) -0.142 (0.125) -0.315***(0.115)

Age (in years)

-0.026 (0.023)

Age-squared*100 0.021 (0.000)
Marital status (dummy, 1= married) 0.151** (0.064)
Sex (dummy, 1=male) -0.032 (0.070)
Children in the household (dummy, 1=yes) 0.023 (0.062)
Nationality (dummy, 1=German) 0.188* (0.106)
Residence in East-Germany (dummy, 1=yes) -0.094 (0.069)
Years of schooling 0.015 (0.015)

0.029 (0.039)
-0.032 (0.000)
-0.262** (0.109)
0.125 (0.119)
0.017 (0.109)
-0.095 (0.179)
0.170 (0.116)
-0.023 (0.025)

-0.026 (0.037)
0.015 (0.000)
0.010 (0.104)
0.079 (0.112)
0.053 (0.101)
0.214 (0.172)
0.008 (0.108)
0.005 (0.024)

Tenure (in years)

Gross monthly wage*100

-0.001 (0.004)
-0.005 (0.000)

Employment status (dummy, 1=fulltime) 0.109 (0.094)

Temporary working contract (dummy, 1=yes) 0.170 (0.143)

-0.000 (0.006)
0.007 (0.000)
-0.008 (0.159)
-0.003 (0.250)

-0.003 (0.006)
-0.001 (0.000)
0.137 (0.153)
0.348 (0.246)

Job status (base category: untrained and semi-trained blue collar workers)

Trained blue collar workers

Foreman/teamleader

White collar workers with simple tasks

Qualified professional

Highly qualified professional

0.069 (0.094)
0.160 (0.130)
-0.125 (0.116)
-0.103 (0.096)
-0.236* (0.130)

0.006 (0.169)
0.181 (0.235)
0.381* (0.203)
0.520%**(0.168)
0.336 (0.208)

0.147 (0.150)
0.408** (0.206)
0.095 (0.192)
0.304* (0.155)
0.210 (0.193)

Firm size (base category: 5-19 employees)

20 - 199 employees
200 - 1999 employees

>=2000 employees

0.041 (0.090)
-0.006 (0.104)
0.085 (0.107)

-0.022 (0.158)
-0.027 (0.182)
-0.003 (0.187)

0.079 (0.144)
0.023 (0.169)
0.149 (0.173)

Concerns about job security (base category: not concerned at all)

Somewhat concerned 0.011 (0.057) -0.118 (0.100) -0.084 (0.095)
Very concerned 0.052 (0.075) -0.320 (0.134) -0.185 (0.122)
Industry dummy yes yes yes

Year dummy yes yes yes

Intercept -0.555 (0.863) 0.103 (0.799)
Number of observations 3419 3419 3419

Pseudo R 0.03 0.02 0.02

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.
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Focusing on the three balancing periods more closely, a different empirical approach is
presented. It will be examined whether a works council affects the adoption of these time
periods in a different way. Applying a multinomial logit approach, the usage of overtime
hours by the end of the year serves as a reference category. The usage of collected overtime
hours within a shorter period of time displays a first dependent variable (see the first column
of model (2)). However, the coefficient of the works council’s variable is not significant.
Hence, works councils do not affect the adoption of these balancing periods differently. But
results in the second column of model (2) show that a longer period of time within overtime
hours have to be used is less likely for employees in firms with a works council. Hence, it
confirms the previously presented results of the ordered probit approach. An existing works
council is associated with a limited period of time within deposited overtime hours have to be
drawn. Surprisingly, this can in particular be observed for male employees. This is in contrast
to above mentioned previous results of Wotschak and Hildebrandt (2007). As a reason for the
different results, the balancing periods may deviate from each other. While Wotschak and
Hildebrandt (2007) explicitly focus on long-term accounts, data of this study does not
facilitate a more specified differentiation between short-term, long-term or even life time

accounts.

To sum up, empirical results show a positive relationship between a works council and the
existence of individual working time accounts. However, works councils are connected with a

limited period of time within transitory overtime hours can be used.

2.6 Sample selection issues and unobserved heterogeneity

The hitherto presented results display correlations between a works council’s presence and
overtime work as well as individual working time accounts. It might be argued that selection
issues and the problem of unobserved heterogeneity have not been taken sufficiently into
account. A negative relationship between a works council and the incidence of overtime work
might be interpreted in the sense that due to a low number of overtime hours employees have
installed a works council within their firm in order to negotiate for the implementation of
additional working hours deviating from a firm’s formal regulations. As a consequence, this
may increase their wages. Croucher and Brewster (1998) argue that flexible working times
due to the existence of individual working time accounts lead to an intensified pressure
among employees since an employer’s demand in working hours may rise. Therefore,

employees may be interested in establishing a works council within a firm in order to
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attenuate pressure and using its bargaining power derived from its extensive participation

rights to negotiate about more convenient working conditions.

Therefore, in the following paragraph, an additional difference-in-differences approach is
applied in order to examine a works council’s effect on the logarithm of actual working time,
overtime work and overtime hours as well as working time accounts. Using such an approach,
the issue of causation is taking into account since changes for individuals over the years are
examined. However, the overall sample contains both stayer and those employees who move
to a different firm during the observation period. While a works council is introduced during
the observation period in firms when considering stayer, mover are likely to change to firms
with existing works councils. Focusing on the empirical approach, probit estimations are
applied in case of overtime work and working time accounts. Accounting for the left censored
nature of the variable overtime hours, a tobit approach is used. In addition, the logarithm of
actual working time will be examined by OLS estimations. Only two groups of employees are
focused on more closely when applying such an approach. On the one hand, employees who
report a works council’s existence in 2006 serves as the treatment group. On the other hand,
employees who do not face a works council in both years act as the control group. The

simplest equation for analyzing the effect of a works council is
y =a+ B-year 2006+ y-works council in 2006+ - year 2006-works council in 2006+ 4-X +u,

where y is the outcome variable of interest (the logarithm of actual working time, overtime
work and overtime hours as well as working time accounts). The variable “works council in
2006 determines possible differences between the treatment group and the non-treatment
group before the change in the works council’s status has been occurred. The variable “year
2006” depicts the time dummy capturing changes of the dependent variables over time. This

time dummy variable is interacted with the variable “works council in 2006”. The

corresponding estimated coefficient 5 is of particular interest. Let Yo group.2002 t€rM the
mean of y for the non-treatment group in the year 2002 and Y o1 group.200s the mean of y for
the non-treatment group in the year 2006. While specifying Vimen group2002 @nd

Yireatment group.2006 10T the treatment group correspondingly, 5 states the difference-in difference

estimator (see Wooldridge, 2002):

A

5 = (ytreatment group, 2006 - ytreatment group,2002) - (ycontrol group, 2006 - ycontrol group,2002) .
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The interaction term illustrates particular changes for the treatment group with respect to
actual working time, overtime work and hours as well as working time accounts. The

following section will depict main results more precisely.

Taking both groups of mover and stayer into account, a change of the works council’s status
does not affect employees’ actual working time (see Table 2.11). While this can be confirmed
for the introduction of a works council within a firm, the coefficient of the interaction term
“works council in 2006 * 2006 is significantly negative for mover only. A further conducted
but not illustrated separation between gender shows that a higher actual working time in the
old firm may be one reason for female employees to change their job and move to a working
place with a works council. In such firms actual working time is significantly lower enabling
female employees more easily to reconcile working time and family time. Considering the
relationship between a change of a works council’s status and both overtime work as well as
the number of overtime hours within the last month, no significant results are observable.
Neither the introduction of a worker representation within a firm nor moving to a firm with
such an institution does affect employees’ overtime work or overtime hours. However, with
regards to overtime hours, stayer whose works council’s status changes during the
observation period exhibit a significantly smaller number of overtime hours at the beginning
of the observation period. This is particularly true for male employees as additional
estimations demonstrate. Employees may aim to introduce a works council in order to
increase the number of working hours due to financial issues. An increasing number of

overtime hours may be positively correlated with an employee’s wage.

Finally, the incidence of individual working time accounts is focused on. Empirical results
show that the change of the works council’s variable does not have an impact on the existence
of working time accounts of both stayer and mover. Considering stayer only, a significantly
higher share of employees within the treatment group already had such working time accounts
in the year 2002. This difference leads to the assumption that the treatment group established
a works council in order to inhibit that an opportunistic employer takes advantage of existing
working time accounts. For instance, employees may aim to impede longer working times by

installing a works council. This result can in particular be shown for male employees.

52



Table 2.11: Difference-in-differences estimations

1) ) @)
Whole sample Stayer Mover
Works council in 2006 -0.005 (0.020) -0.022 (0.023) 0.082 (0.044)
Logarithm of actual Year = 2006 0.020*(0.012) 0.021 (0.013) 0.001 (0.038)
working time Works council in 2006 * 2006  -0.021 (0.028) -0.017 (0.031) -0.099*(0.060)
N 1462 1306 156

Overtime work

Works council in 2006

Year = 2006

Works council in 2006 * 2006
N

-0.033 (0.152)
0.100 (0.094)
-0.117 (0.207)
1462

-0.044 (0.169)
0.097 (0.100)
-0.103 (0.226)
1306

-0.099 (0.572)
0.085 (0.498)
-0.036 (0.759)
156

Overtime hours

Works council in 2006

Year = 2006

Works council in 2006 * 2006
N

-0.134 (0.616)
0.022 (0.361)
-0.228 (0.842)
1190

-1.226*(0.698)
0.087 (0.377)
0.502 (0.931)
1059

1.318 (1.444)
-1.814 (1.234)
-2.415 (2.000)
131

Works council in 2006

0.299%*(0.144)

0.314*(0.165)

0.171 (0.435)

Working time accounts  Year = 2006 0.158*(0.086) 0.111 (0.091) 0.245 (0.372)
Works council in 2006 * 2006  0.202 (0.202) 0.179 (0.226) 0.812 (0.622)
N 1190 1059 131

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5% *** significant at 1%.
Other independent variables of the previously used estimations included.

2.7 Implications and Limitations

In the following section, some hitherto rather neglected or only briefly mentioned issues will
be addressed and both implications as well as limitations of this study will be discussed in

more detail.

A works council’s influence on both overtime work and working time accounts may be
determined by collective bargaining coverage. The system of industrial relations in Germany
is characterized by a dual structure of employee representation. While works councils act on
firm level, unions usually negotiate with an employer association about collective agreements
on industrial level. Freeman and Lazear (1995) emphasize that a works council may succeed
in representing employees’ interests when substantial distributional conflicts will be
negotiated between unions and employer associations on a central level. Examining
determinants of family-friendly working practices, Heywood and Jirjahn (2009) find that in
firms covered by collective bargaining a works council has a strong significant influence on
working time and job design, child care as well as helping with parental leave. In contrast, a
works council’s role is much more limited in uncovered firms. Jirjahn (2008) shows
empirically that collective bargaining coverage influences overtime work negatively via a
decreasing number of standard weekly hours. But the author fails to put a precise focus on the
interrelation between works councils, collective bargaining coverage and overtime work.
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Omitting the variable “agreed working time” in the overtime model of this paper, works
councils exhibit an only weak negative relationship with the incidence of overtime work due
to an increasing number of standard working hours. Since, data of the GSOEP do not provide
information on a distribution of collective bargaining, a final statement about the interaction

of works councils and collective bargaining coverage cannot be derived here.

In the policy debate about a substitution between overtime work and additional employment it
has to be noted that employees receive different types of compensation for overtime work. In
general, transitory and definite overtime hours will be distinguished. Definite overtime hours
are more and more repressed by transitory overtime hours, e.g. in case of a positive short-term
demand shock, an employer may prefer to transfer overtime hours to flexible working time
accounts instead of compensating employees by a payment because of higher costs.
Pannenberg (2005) argues that both unions as well as works councils may endorse the usage
of working time accounts by reason of work-sharing. Hence, employers are enabled to
transfer paid overtime into transitory overtime and allocate the remaining definite overtime
hours to unemployed individuals. In addition, GroR et al. (2000) mention the employment-
enhancing potential of working time accounts due to a reduction of definite overtime hours.
Since empirical results of this study show that works councils are negatively associated with
both paid and unpaid overtime work and positively related to the existence of working time
accounts, works councils may have the potential to foster employment, too. Unfortunately, the
GSOEP survey does not contain any information about employment, measured by the exact
firm size, or employment changes. Therefore, it cannot be derived whether a works council
will cause any employment changes via its interrelation to overtime work and working time

accounts.

Moreover, the phenomenon of unpaid overtime work should be focused on in some more
detail. A large number of employees may not completely abstain from doing unpaid overtime
work. Several reasons for working unpaid overtime can be numerated. Sociological norms
may describe why employees work unpaid overtime. In this context, Akerlof (1982) argues
that the relationship between an employer and an employee within a firm may be determined
by a gift-exchange approach. An employee will receive a higher actual wage per hour in
comparison to an outside wage, if the employee agrees to unpaid overtime work. Pannenberg
(2005) argues that employees aim to be promoted to better paid positions within a firm. The
author shows empirically by applying fixed-effect models that working unpaid overtime hours

is associated with an at least 10 percent points higher increase in real labor earnings over a 10-
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year observation period. Numerous studies claim that particularly highly qualified
professionals are expected to work unpaid overtime hours. Bell et al. (2000) point out that
managers and professional employees undertake relatively complex jobs. Due to this
complexity, the degree of uncertainty over the length of time to execute job tasks may be
higher. It can be assumed that a principal and an agent do not only bargain over wages but
also over the length of the job. In order to complete these complex tasks, highly qualified
professionals will also undertake unpaid overtime work. Focusing on the role of works
councils in more detail, additional estimations with respect to unpaid overtime work as a
dependent variable are run. Empirical results show that an existing works council is
negatively associated with unpaid overtime work of all subgroups of employees including
highly qualified employees. A works council will not completely inhibit unpaid overtime
hours of highly qualified employees. However, in order to achieve an appropriate balance of
work and leisure time, a certain ratio of unpaid overtime hours may either have been

transferred to transitory overtime hours or have simply been reduced.

Furthermore, the question arises which party within a workplace may benefit more from
flexible working time accounts and thus will rather be in charge for an implementation of
such accounts. Wotschak and Hildebrandt (2007) state that flexible working time accounts
give employees an important opportunity to redistribute working hours. This enables
employees to take into account non-vocational time requirements while fixing location and
length of working time (Grol? et al. 2000). However, Klenner and Schmidt (2007) derive from
their empirical results that working time accounts come along with more positive effects for
an employer than for employees as the usage of such accounts is depending on an employer’s
final decision. Eberling et al. (2004) also state that the implementation of working time
accounts is not a consequence of an employees’ initiative or of an existing works council but
rather a measure to adjust the number of working hours according to a market or product
demand. Connecting the last two considerations, it has to be emphasized that it may be a
crucial factor which party is in charge of determining the working volume. Thereby, the
interests of both employer and employees may deviate substantially from each other. While
employees usually support an employer in terms of higher working hours in any situation, the
reduction of overtime hours at a certain point of time according to an employee’s preferences
cannot be ensured. Moreover, Carl and Maier (2009) point out that working time acounts
provides an employer with cost advantages, but employees are required to give more effort or
are even more handicapped in participating in family or social life. Summarizing, while
employers may apparently benefit from an incidence of working time accounts, the issue is
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not clear for employees. Therefore, it is decisive that a works council is to be succeeded to
combine the interests of both employers and employees within intra-firm negotiation
processes (GroR et al. 2000; Munz et al. 2002). An increasing share of working time accounts
in firms with a works council from 0.63 to 0.70 within the observation period may indicate
that advantages of such working time accounts also predominate for employees. In
comparison, the ratio of employees having a working time account in firms without a works

council is smaller in absolute terms and has only increased from 0.45 to 0.49.

In contrast to this consideration, Kolling (1997) argues that employees might prefer to abstain
from flexible working accounts since paid overtime work would drop out. Paid overtime work
may be interpreted as an important salary component. This argumentation may in particular
even nowadays be relevant for unskilled employees since they aim to increase their wage by
doing paid overtime work. However, it can be assumed that a large ratio of employees favor
the existence of working time accounts in order to redistribute working and leisure time and
due to a desire for a higher degree of autonomy. Although definite overtime work as paid
overtime work is more and more replaced by transitory overtime work, there may still be
situations where a firm compensates employees by a payment for a certain ratio of overtime
hours worked. For instance, an employee has accumulated a certain number of overtime hours
within a year in a working time account, but the employee is not able to draw these hours
because of a high order demand. Since many regulations concerning working time accounts
include the passing of a so-called zero line of overtime hours within one year, these hours will
be converted into paid overtime hours and thus the employee may receive a financial
compensation. A works council is not supposed to influence this undertaking. However, in
case of a moderate order demand, employees are admonished to reduce overtime hours

worked, otherwise they would lose them after a fixed period of time.

In order to have an influence on family-friendly working conditions within a firm, the share of
women among works councilors may be a crucial factor. The ratio of female works councilors
should have risen due to an amended regulation of the WCA during the last years. Hence,
gender equality is facilitated by the requirement that the minority gender at the establishment
shall at least be represented at the works council according to its relative numerical strength.
For instance, Klenner (2008) shows that a larger share of women among works councilors
makes the existence of works agreements with regards to gender equalization more likely.
The GSOEP also contains information on whether an individual is a works councilor. The

ratio of female works councilors is almost equal with the employment share of women. A
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reduced sample of observations shows that the ratio of female works councilors increased
only slightly between 2002 and 2006 from 0.27 to 0.30, while the share of women with

respect to the whole employment rose from 0.33 to 0.36.

Finally, works council agreements negotiated between a works council and a single employer
may also cover different types of flexible working time arrangements such as short-term and
long-term time accounts or even life-time working accounts (Seifert, 2004; Carl and Maier
2009). Therefore, the question may arise whether a works council is associated with these
types in a different way. Following empirical results of Wotschak and Hildebrandt (2009),
long-term working time accounts will predominantly be used for semi- and early retirement,
vocational training as well as sabbaticals in large companies with a works council. Hence, an
existing works council is an important factor in promoting the distribution and utilization of
working time accounts on a long-term perspective. In particular, their involvement increases
the acceptance of long-term working time accounts in a firm. Beblo and Wolf (2004) show
that in firms with a works council the existence of long-term working time accounts or
accounts with a balancing time of more than a year is more likely. However, empirical results
of this study cannot confirm this conclusion. Longer periods of time to use overtime hours are
less likely in firms with a works council. Since individuals were not explicitly asked about the
existence of long-term accounts in the survey, some more information with regards to
different types of working time accounts would be helpful. In addition, it may also be
interesting to examine whether works councils foster the implementation of working time on
trust since working time accounts may only depict a transition step in order use working time
on trust (Hoff 2002).

2.8 Conclusion

This paper provides empirical evidence to the relationship between works councils and
different categories of working time arrangements. More precisely, the association between
works councils and both overtime work as well as working time accounts is focused on. A
particular interest of this object arises due to the consideration that flexible working time
accounts are no longer to be neglected but rather an essential component of working time
regulation in everyday work. While transferring definite overtime hours to transitory overtime
hours, employees are given the opportunity to deposit overtime hours in such working time
accounts. Within a certain period of time, overtime hours collected have to be drawn by

employees. A shift from definite to transitory overtime hours may also affect the distribution

57



of different types of overtime work for subgroups of employees. In addition, there may be
certain subgroups of employees as female employees within a workplace having a greater
desire for working time accounts in order to reconcile work and family life. Therefore, not
only general correlations and effects of a works council’s existence but also associations for

certain groups of employees with respect to gender and the occupational status are examined.

The empirical analysis is based on the GSOEP. Main results point out that works councils are
negatively associated with an employee’s actual working time composing of agreed working
time and overtime hours. Moreover, works councils are negatively correlated with overtime
work. In particular, the incidence of overtime work is less likely for men and unskilled and
semi-skilled blue collar workers. But there are no effects for women and white collar workers
observable. Furthermore, works councils are negatively related to the number of overtime
hours. Concerning subgroups of employees, works councils are negatively correlated with the
number of overtime hours of both men and white collar workers. Since white collar workers
show a higher number of overtime hours than blue collar workers, there is a larger scope for
works councils to affect overtime hours of this subgroup of employees. Further results show
that both paid and unpaid overtime work is less likely in firms with a works council. In
contrast, time off or a combination of time off and paid overtime work is more likely in such
firms. Turning to flexible working time accounts, empirical results show that works councils
are positively associated with such accounts. However, the existence of long-term working
time accounts is less likely in firms with a works council. Taking selection issues and the
problem of unobserved heterogeneity into account, women moving to a firm with a works
council experience a lower actual working time. However, further difference-in-differences
estimations show that works councils do not have an effect on overtime work and overtime

hours as well as individual working time accounts for both stayer and mover.

With respect to future research, one further decisive issue should be focused on more closely.
The role of works councils within the interaction of overtime hours, working time accounts
and employment changes should be examined more thoroughly. In particular, the question
arises whether working time accounts implemented and monitored by a works council rather
secure or even increase employment. According to Seifert (2001), flexible working time
accounts may contribute to an employment-enhancing cutback of overtime hours. With a
usage of working time accounts, definite overtime hours will be transferred to transitory
overtime hours. In case of a negative demand shock, working time accounts may stabilize

employment and by a decreasing effective working time even affect employment positively.
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Munz et al. (2002) also emphasize an employment-enhancing potential of working time
accounts by a reduction of definite overtime hours. However, Addison and Teixeira (2006)
provide empirical evidence that in firms with a works council employment growth is reduced.
Therefore, focusing on a long term, it is interesting to analyze how works councils are related
to employment changes while this worker representation affects both working time accounts

and overtime work at the same time.
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Appendix

Table A: Actual working time regressions

Actual working time (OLS)

@) &)

Fixed Effects Random Effects
Works council (dummy, 1=yes) -0.011 (0.012) -0.019***(0.006)
Age (in years) 0.014** (0.006) 0.003 (0.002)
Age-squared*100 -0.012* (0.000) -0.004* (0.000)
Marital status (dummy,1= married) -0.022 (0.015) -0.017***(0.006)
Sex (dummy, male=1) 0.045***(0.007)
Children in the household (dummy,1= yes) -0.018 (0.011) -0.027***(0.006)
Nationality (dummy, 1=German) 0.068 (0.051) -0.003 (0.009)
Residence in East-Germany (dummy, 1=yes) 0.094* (0.051) 0.100***(0.007)
Years of schooling 0.041* (0.023) -0.005***(0.001)
Agreed working time (per week)
Tenure (in years) -0.003** (0.002) -0.001***(0.000)
Gross monthly wage*100 0.003***(0.000) 0.004***(0.000)
Employment status (dummy,1= fulltime) 0.340***(0.020) 0.507***(0.008)
Temporary working contract (dummy, 1=yes) 0.046* (0.024) 0.007 (0.013)
Job status (base category: untrained and semi-trained blue collar workers)
Trained blue collar workers 0.009 (0.019) 0.015* (0.008)
Foreman/teamleader 0.011 (0.025) 0.029** (0.012)
White collar workers with simple tasks 0.023 (0.023) 0.017* (0.010)
Qualified professional 0.049** (0.024) 0.033***(0.009)
Highly qualified professionals 0.062** (0.027) 0.072***(0.011)
Firm size (base category: 5-19 employees)
20 - 199 employees -0.010 (0.018) 0.018** (0.007)

200 - 1999 employees

-0.004 (0.021)

0.011 (0.009)

>=2000 employees -0.005 (0.022) -0.008 (0.009)
Concerns about job security (base category: not concerned at all)

Somewhat concerned -0.006 (0.008) 0.008* (0.005)
Very concerned -0.003 (0.012) 0.014** (0.007)
Industry dummies Yes Yes

Year dummy Yes Yes

Intercept 2.371***(0.298) 3.065***(0.045)
Number of observations 7596 7596

R? (overall) / Pseudo R 0.36 0.60

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.

60




3 Works councils, wages and job satisfaction®

3.1 Introduction

Works councils - representing the workforce of a firm - are supposed to function as firm-level
complements to national or sectoral labor negotiations in several countries. They are supposed
to foster communication between employees and management and to build trustful and
cooperative relations within the firm. The intended purpose is therefore to create some kind of
economic rent rather than purely counteract the decision of the management in order to
redistribute rents in favor of employees. Theoretical considerations and empirical evidence
show that the presence of works councils may affect both the allocation and the distribution of
rents (Freeman and Lazear, 1995; Addison et al., 2001). The possible efficiency effect, for
instance driven by a voice function in the sense of Hirschman (1970), is also beneficial for the

employer.

Works councils do not have the right to bargain over wages in general. They may only
negotiate issues with the local management that are not covered by collective agreements with
unions. However, works councils may influence wages indirectly even without being directly
involved in the bargaining process. Works councils may use their codetermination rights on
many other issues for rent-seeking activities and informal negotiations with the management.
If they fail to reach an agreement in informal negotiations with the management, works
councils can hinder or delay decisions on issues with codetermination rights. Works councils’
opportunities for a wage premium include allocating workers into higher defined occupational

wage groups or working towards wages above the collective wage agreements.

Works councils may also influence employees’ job satisfaction both directly and indirectly.
They usually have codetermination rights on working time regulations as well as health and
safety issues at the workplace. Besides, they may affect changes in work processes, the
working environment and job content. Moreover, they may use their bargaining power to
negotiate work practices that require lower effort costs of the employees (Hubler and Jirjahn,

2003). If they use these rights in favor of the employees, an increased level of job satisfaction

% This chapter is based on collaboration with Christian Grund. A shorter version will be published in Applied
Economics (Grund and Schmitt, 2013).
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may occur. In general, it can be assumed that an existing works council intends to strengthen
trust and cooperation between an employer and the employees of a firm and thus employees’

job satisfaction may be affected positively.

The aim of this study is to examine the impact of works councils on wages and job
satisfaction. In contrast to some previous studies, which have mostly used establishment data,
the employees’ perspective is focused on. Data from the German Socio-Economic Panel
(GSOEP) of the years 2001 and 2006 is used. First, the interrelation between works councils
and both wages and job satisfaction in general is analyzed. Since certain groups of employees
may benefit more than others, it is also analyzed whether subgroups of employees with
respect to sex (men vs. women) and occupational status (blue collar vs. white collar workers)
are affected in particular. Second, the investigation includes an analysis of possible works
councils’ effects on employees” wages and job satisfaction. The overall sample contains
stayer and those employees who move to a different firm during the observation period. A
works council is introduced in certain firms when considering stayer. Mover are likely to
switch to firms with existing works councils. This is the first contribution on the topic with an

explicit distinction between stayer and mover.

3.2 Literature review and shortcomings

Previous studies on the effects of works councils and wages use establishment data by the
majority. Most focus on consequences from a firm’s perspective, e.g. on productivity and
profits (Addison et al., 1996, 2000, 2001; Zwick, 2004) or investments (Askildsen et al.,
2006; Addison et al., 2007). Some others examine the interactive role of collective
agreements and works councils on the wage policy of firms (Heywood et al., 1998; Heywood
and Jirjahn, 2002; Nergaard et al., 2009) or the wage level (Hubler and Jirjahn, 2003; Jirjahn,
2003; Gurtzgen, 2006; Gerlach and Meyer, 2007).

Only a few studies analyze the impact of works council on wages of certain groups of
employees. On the basis of IAB data, Addison et al. (2001) reports higher wages in firms with
a works council within OLS estimations. But they fail to indicate any influence on the wage
gap for either blue or white collar workers when running additional tobit estimations. With
the usage of data of the Hannover Panel, Hibler and Jirjahn (2001) analyze determinants of
wage differences between skilled and unskilled blue collar workers. A cross-section analysis

provides evidence that firms with a works council exhibit a smaller wage spread compared to

62



firms without a works council. Giirtzgen (2009) uses German linked employer-employee data
(LIAB) for pooled OLS estimations. Controlling for unobserved individual and plant
heterogeneity, wages are higher in firms with a works council. Further results show that a
works council’s effect varies between firms covered or not covered by collective agreements.
Focusing only on uncovered firms, the positive association between the presence of a works
council and the wage can in particular be pronounced for male employees and blue collar
workers. In such circumstances, works councils use their local bargaining power to increase
rents of male employees. However, the author fails to provide empirical results for covered
firms. There are further studies discussing the relationship between works councils and
gender wage differentials in more detail. However, these studies show a different picture

while taking both covered and uncovered firms into account.

Based on the LIAB, Addison et al. (2010) find in their cross section analysis of the year 2001
a positive relation between wages and works councils in general and in particular for women.
Thereby, the problem of unobserved heterogeneity as well as selection issues is accounted for.
Zwick (2007) uses the same wave of the LIAB and confirm the empirical results of Addison
et al. (2010). Hence, works councils attenuate the gender wage differential in German
establishments. This result has also been found by Gartner and Stefan (2004) who use data of
the 1AB. Taking firm fixed effects into account, the distribution of wage residuals is more
compressed in establishments with a works council. Additionally, works councils are
supposed to diminish unobserved productivity differential and/or wage discrimination. Using
the within firm gender wage gap as a dependent variable, Heinze and Wolf (2010) show that
works council has a significant negative influence on the gender wage gap. This result
indicates that a works council strengthens equal treatment of male and female employees and
limits potential discrimination within an establishment. Thereby, a works council’s
commitment in reducing inequality between male and female employees does not depend on

the gender relations within a firm.

To the best of knowledge, there is only one study that also uses individual data over time.
Based on the GSOEP and the 1AB data, Kraft and Lang (2008) focus on the introduction of a
works council and do not find an effect on wages. The group of employees who established a
works council already received a higher wage before the treatment has taken place. However,
they neither distinguish between job mover and stayer nor control for the economic situation

of the firms.
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Freeman (1978) was one of the first who argues that job satisfaction is an economically
relevant variable. Several contributions examined the effect of unions on job satisfaction since
then (e.g. Borjas, 1979; Bender and Sloane, 1998; Hammer and Avgar, 2005; Artz, 2010).
These studies focus on the U.S. where unions usually act at the firm level as works councils
do in other countries. However, still only little attention has been paid to the influence of
works councils on job satisfaction. One exception is the study by Jirjahn and Tsertsvadze
(2006). They use the GSOEP data of 2001 and find that job satisfaction is negatively
associated with the existence of works councils on average. They also show some differences
with regard to employees’ occupational status. Works councils are positively associated with
job satisfaction of full-time blue collar workers, but negatively related with job satisfaction of
senior executives and part-time employees. However, this study is not able to examine the

development over time due to lack of longitudinal data.

This contribution builds on the existing literature and proceeds in some respects. Information
on the existence of a works council in an employee’s firm is available for some points of time
and thus the investigation is not limited to a cross section analysis. Next to general
estimations, certain subgroups of employees with respect to gender (male vs. female) and the
occupational status (blue collar workers vs. white collar workers) are considered more
closely. While examining both wages and job satisfaction, the economic situation of firms is
controlled for and additionally separated between stayer and job mover. This latter important
differentiation is used since results may be driven by employees who change their firm during

the observation period.

This contribution will proceed as follows: Based on some theoretical considerations,
hypotheses for the relation of works councils on employees’ wages as well as job satisfaction
will be derived in general and for certain subgroups in section Il. Then, data, variables and the
statistical procedure will be described (section I11). Subsequently, the results will be presented

and discussed in section IV and V. Section VI concludes.

3.3 Theoretical considerations and hypotheses

As already stated above, works councils act as a body of control of collective agreements on
the firm level (Ellguth and Promberger, 2007). Formally they have no impact on wage
bargaining with the management. However, works councils may have an indirect influence on

wages by making use of their codetermination rights. These rights include the introduction of
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new payment methods or new technologies designed to monitor employees’ performance, the
regulation of working time as well as health and safety issues. If works councils and the
management fail to reach an agreement, works councils can threaten to be uncooperative at
issues with considerable codetermination rights. Two possibilities may be relevant: First, they
can participate in wage agreements above the collectively bargained levels. Second, they can
negotiate about the allocation of employees in higher wage groups. Therefore, it can be stated:

Hypothesis 1: Wages are increased by works councils.

Works councils may also affect employees’ job satisfaction. On the one hand, some
arguments hint at a negative relation. Freeman and Rogers (1999) point out that employees
prefer the possibility of direct participation and autonomy at the workplace. The existence of
a works council may lead to a stronger formalization of intra-firm decision-making processes
and thus the possibilities of employees’ direct participation are limited. Moreover, works
councils may aim to mobilize employees to reach a stronger support in negotiations with the
employer and a better chance to enforce their demands. Therefore, works councils may create

dissatisfaction among employees by revealing certain problems.

On the other hand, severe arguments speak for a positive interrelation of works councils and
job satisfaction. Analogously to unions (see Freeman and Medoff, 1984), works councils act
as a collective voice institution in the sense of Hirschman (1970). This enables employees to
express their dissatisfaction with certain working conditions instead of quitting their jobs. The
employer is interested in such decentral information gathering and thus in adjusting the
working conditions with respect to employees’ preferences. This may lead to a lower turnover
rate and higher motivation. Without a works council the problem occurs that contributions to
an improvement of working conditions have the character of public goods. Employees will act
as free-riders instead bringing up an improvement. Therefore, a works council aggregates
employees’ preferences and communicates them to the employer. If the employer listens to
works councils’ advices and improves working conditions accordingly, employees’ job

satisfaction will increase.

Additionally, a works council can increase trust between the employer and the workforce
(Freeman and Lazear, 1995; Addison et al., 2001; Frege, 2002; Jirjahn and Kraft, 2007;
Jirjahn, 2009). Without a works council, employees have only vague information about the
economic situation of the firm. Yet, they are willing to make concessions in the case of severe

economic problems of the firm in terms of increased effort. Hence, there is an incentive for
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the firm to feign a crisis. Anticipating this opportunistic behavior, employees may then
abstain from concessions in any case. A works council with information rights concerning the
firm’s economic situation can then foster trust between the employer and employees and thus

increase employees’ job satisfaction.

In a similar way, employers may use employees’ information against their interests.
Anticipating such behavior, employees may withhold information about potential
performance enhancing innovations fearing that this information will be used to their
disadvantage in terms of job losses or increasing workload. Both approaches may lead to a
lower willingness to cooperate and to dissatisfaction among employees. However, a works
council with information and codetermination rights can impede that an employer takes
advantage of employees’ concessions or ideas with respect to new innovations. An existing
worker representation may strengthen trust and a cooperative relationship between the

employer and employees and thus employees’ job satisfaction may increase.

Trust considerations may also reduce ratchet effect problems (Laffont and Tirole, 1988;
Hubler and Jirjahn, 2003; Jirjahn, 2010). Employees receive payments for their performance.
If they fear that the employer will alter future payments with respect to their past
performance, they will withhold efforts. A works council provided with codetermination
rights in this issue can hinder an unjustified increase in target levels and again protect

employees’ interests. This may lead to an increase in job satisfaction.

Finally, fairness considerations may also be relevant. Not only the result of decisions, but also
the decision-making process is important for employees. Respect and appreciation by the
employer influence employees’ job satisfaction positively (Frey et al., 2004; Jirjahn and
Tsertsvadze, 2006). Not every employee is supposed to participate in firm meetings and
decision-making processes. But as long as a works council as an elected body of worker
representation is involved in such events, procedural fairness from employees’ view may

increase. This may also rise employees’ job satisfaction.

Summarizing, these positive effects of works councils may outweigh the possible negative

aspects and thus it can be formulated:
Hypothesis 2: Employees’ job satisfaction is increased by works councils.

If works councils indeed increase wages and job satisfaction of employees, the question
follows directly whether certain groups of employees benefit more than others. The gender
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pay gap is a well-known empirical fact. Several possible explanations such as job segregation,
gaps in employment history, turnover, training and discrimination have been examined (e.g.
Light and Ureta, 1990; Phipps et al., 2001; Bayard et al., 2003; Gardeazabal and Ugidos,
2005; Flabbi, 2010). Then it is quite straightforward to argue that the presence of an
institution as a works council makes direct wage discrimination for an employer much more
difficult. Detecting an uneven pay, the works council may again threaten to cancel
cooperation. Jirjahn and Kraft (2007) state that works councils aim to reduce the wage
dispersion since it reflects the heterogeneity of the employees. However, works councilors
may also consider the interests of male employees since employment rates of women are
lower and male employees accumulate the majority in many firms. Particular effects will be

empirically examined by looking at subgroups of male and female employees.

There may also be differences between blue collar and white collar employees. Some
codetermination rights such as rights concerning working time regulations for shift working
are relevant for blue collar workers in particular. Besides, direct communication with the
management and participation is less possible for blue collar workers. An existing works
council can support this subgroup of employees and represent their interests to the

management. This may lead to particular effects on job satisfaction.

3.4  Data, variables and statistical procedure

3.4.1 Data and variables

The empirical investigation is based on the German Socio-Economic Panel (GSOEP). The
GSOEP encompasses numerous topics which include demographic characteristics and also
characteristics of employees’ jobs including wages and job satisfaction. Information on the
existence of a works council in an employee’s plant is only collected in the years 2001 and
2006. Employees of private sector firms with five or more employees are considered. The
sample consists of full- and part-time employees between 18 and 65 of age. Civil servants are
excluded from the analysis. Due to these restrictions an unbalanced panel consists of 9782

observations, 5404 observations for the year 2001 and 4378 observations for 2006.

The log of gross monthly wage is used as a first dependent variable. As already suggested by
Mincer (1974) and applied in countless studies on wage determination before, logs of wages
are applied. The wages of the year 2001 are adjusted to prices of the year 2006 by the
consumer price index. Table 3.1 shows the descriptive statistics. From 2001 to 2006 the
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average wage level increases from € 2507.56 to € 2617.78. Employees’ job satisfaction is our

second dependent variable. Respondents have to answer the question “How satisfied are you

with your job?” which is coded on an 11-digit scale from O (totally unhappy) to 10 (totally

happy). The average level of job satisfaction decreases from 7.14 in 2001 to 6.90 in 2006.

Table 3.1: Descriptive statistics

2001 2006
Mean SD Mean SD

Gross monthly wage 2,507.56 1,392.00 2,617.78 1,602.94
Job satisfaction 7.14 1,97 6.90 1.97
Works council (dummy, 1=yes) 0.56 0.56
Individual characteristics
Age (in years) 40.30 10.11 41.79 9.97
Marital status (dummy, 1=married) 0.67 0.65
Sex (dummy, 1=male) 0.62 0.60
Nationality (dummy, 1=German) 0.90 0.93
Residence in East-Germany (dummy, 1=yes) 0.23 0.23
Years of schooling 11.97 242 12.27 2.49
Health status:

Very good 0.12 0.09

Good 0.49 0.49

Satisfactory 0.30 0.32

Poor 0.08 0.09

Bad 0.01 0.01
Job Characteristics
Actual work time (per week) 40.53 10.11 40.41 10.10
Tenure (in years) 9.48 9.21 10.75 9.32
Employment status (dummy, 1=fulltime) 0.85 0.82
Job status (dummy, 1=blue collar workers) 0.44 0.39
Firm size:

5 - 19 employees 0.20 0.21

20 - 199 employees 0.35 0.33

200 - 1999 employees 0.23 0.23

2000+ employees 0.22 0.23
Industry:

Public/Private Services 0.10 0.12

Construction 0.10 0.07

Financal/Corporate Services 0.13 0.14

Manufacturing 0.43 0.42

Retail/Tourism/Transportation 0.24 0.25
Concerns about job security:

Not concerned at all 0.45 0.32

Somewhat concerned 0.43 0.48

Very concerned 0.12 0.20
Observations 5404 4378

The presence of a works council is used as a dummy variable (1=yes, 0=no). The share of

employees who work in a plant that has a works council is constant over the observation
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period (0.56 in both years). Some other variables are also included in the estimations. In order
to determine the effect of works councils on wages, it is controlled for several individual and
job based characteristics including age, years of schooling and dummies for region, marital
status, sex, nationality as well as actual working hours (per week), tenure (in years) and
dummies for job status (blue collar vs. white collar workers), type of working contract (part-
time vs. full-time), industry (5 categories) and firm size (4 categories). In addition to health
status (5 categories), the gross monthly wage is used as a further independent variable in the
job satisfaction model. The economic situation of a firm in terms of employees concerns

about job security is also taken into account (3 categories).

3.4.2 Statistical procedure

The empirical section of this contribution starts with some descriptive statistics by comparing
wages (job satisfaction) between employees with and without a works council. Then, in case
of employees’ wages an OLS approach will be applied in a multivariate analysis. Accounting
for the ordinal nature of the variable job satisfaction, an ordered probit approach is used. The

basic equation for examining the impact of a works council is

y=a+WC-S+X -y+2-5+WC-w,,) ¢g+e,

where y is the outcome variable of interest (wage and job satisfaction). The parameter S

characterizes the coefficient of the works council variable, » and o the coefficients of
individual and job based variables. ¢ displays the coefficient of the interaction term. The

works council variable will be interacted with either the gender variable (w3) or the variable
reflecting employees’ occupational status (w;). In addition, a depicts the constant term and

¢ the residual.

Furthermore, a difference-in-differences approach will be applied in order to examine the
effect of a works council’s introduction on wages and job satisfaction respectively. Using
such an approach, the issue of causation is taken into account since changes for individuals
over the years are analyzed. As mentioned above, most previous studies only examine cross
section data. Next to general estimations, the investigation also includes estimations with
respect to subgroups of employees (women and men, blue and white collar workers). Again,
OLS estimations are used with respect to wages and an ordered probit approach with respect

to job satisfaction. Only two groups of employees are considered more closely. The group of
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employees who face a works council in 2006 acts as the treatment group. Employees without
a works council in both years serve as the control group. The simplest equation for examining

the impact of a works council’s introduction is

y =a+ B-year 2006+ y-works council in 2006+ - year 2006-works council in 2006+4-x +u.

where y is the outcome variable of interest (wage respectively job satisfaction).The time
dummy variable “year 2006 specifies the changes in wages (job satisfaction) over time. The
variable “works council in 2006 captures possible differences between the treatment and the
control group before the change in the works council’s status takes place. The time dummy

variable is interacted with the variable “works council in 2006”. The corresponding estimated

coefficient & is the one of most interest. Let Y eontrol group.2001 d€NOtE the average of y for the
control group in the first year and Vo group.2006 the average of y for the control group in the
second year. Define Vicament group2000 @8N0 Yireament group.2006 fOr the treatment group in the

corresponding way. Then 5 can be expressed as the difference-in difference estimator (see
Wooldridge, 2002):

A

5 = (ytreatment group, 2006 - ytreatment group,2001) - (ycontrol group, 2006 - ycontrol group,ZOOl)_

The interaction term indicates particular increases for the treatment group with respect to
wages and job satisfaction.

3.5 Empirical results

Presenting the results, this section will start with the association of a works council’s

existence and employees’ wage and then turn to job satisfaction.

3.5.1 Works councils and wages

One focus of the empirical part is to investigate whether there is a relationship between works
councils and wages. As a first indicator, the mean wages of employees in firms with and
without a works council for both years 2001 and 2006 are examined. Wages of employees
with works councils are more than one quarter higher than those of employees in firms
without a works council on average. Significant differences with respect to a works council’s

presence are observable for all subgroups of employees in both years (t-tests for two
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independent samples, p=0.000, see Table 3.2). These differences in averages cannot be
interpreted as works council effects at all. It is well known from previous research that firms
with works councils differ considerably from those without works councils; e.g. the
probability of a works council increases with firm size (Schnabel and Wagner, 2001; Addison
et al., 2003).

Table 3.2: Mean comparison — wages

2001 2006
N Mean (SD) N Mean (SD)
All employees 5404 2507.56 (1392.00) 4378 2617.78 (1602.94)
Whole sample Works council 3022 2828.58 (1450.65) 2428 2977.44 (1661.88)
No works council 2382 210027 (1195.92) % 1950 2169.96 (1403.33)
All employees 3356 2945.05 (1432.50) 2627 3141.40 (1695.69)
Male Works council 2020 3217.55 (1482.70) 1559 3468.58 (1710.57)
No works council 1336 2533.04 (1245.00) " 1068 2663.79 (1555.40)
All employees 2048 1790.64 (960.80) 1751 1832.21 (1040.56)
Female Works council 1002 2044.43 (998.01) 869 2096.33 (1122.38)
No works council 1046 154753 (856.31) 882 1571.98 (879.22)
All employees 2361 2090.73 (805.92) 1685 211550 (918.34)
Blue collar workers Works council 1298 2309.01 (776.05) 912 2373.20 (956.63)
No works council 1063 1824.19 (76059) 773 1811.47 (767.27)
All employees 3043 2830.96 (1642.62) 2693 2932.05 (1842.13)
White collar workers ~ Works council 1724 3219.77 (1697.01) 1516 3340.94 (1876.73)
No works council 1319 232278 (141653) 1177 2405.39 (1654.51)

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

In the following multivariate analysis, it is examined whether these results also hold when
controlling for a number of individual and job based characteristics. The panel character of
the data is used and some random effects estimates are provided (see Table 3.3). The issue of
a possible fixed effects model will be discussed later by applying a difference-in-differences
estimator. It has been argued above that the existence of a works council may not only have
an effect on wages in general, but certain subgroup of employees such as women may be
affected in particular. Hence, interaction effects are applied and, complementarily, cross

section results for both years are shown separately.

Table 3.3 presents the results of the wage regressions. Model (1) shows that there is a
significantly positive correlation between works councils and employees’ wages in general.
An interaction term of sex and the existence of a works council as mentioned above is

additionally inserted in model (2). The results indicate that both women and men who face a
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works council earn significantly more. But a works council does not have an impact on the
gender pay gap in general. Hitherto, the results may be driven by employees who change their
firm during the observation period. That is why the sample is restricted to individuals who
stay in their firm from 2001 to 2006 in model (3). Focusing on stayer only, the positive works
council effect remains robust. Additionally, the interaction effect becomes significant
indicating that works councils indeed reduce the wage gap between male and female
employees. In model (4) an employee’s occupational status is considered more closely.

However, works councils do not affect blue and white collar stayer in a different way.

Possible differences with respect to gender across years are examined with cross section
estimates in models (5) and (6). Both in 2001 and 2006 the existence of a works council is
significantly positive related to employees’ wages. But only in 2001, there is a significant
positive result for the interaction term. At first glance, this is surprising since with the reform
of the WCA gender equality is facilitated by the requirement that the minority gender at the
establishment is represented at the works councils at least in proportion to its employment
share (Addison et al. 2004). The GSOEP also contains information on a works council
membership. Indeed, an increase in the share of female works council members from 0.27 in
2001 to 0.30 in 2006 can be observed (however, the proportion to the employment share
cannot be reached in both years (about 0.40 in both years). Also Heinze and Wolf (2010),
who examine determinants of a gender wage gap, do not find an effect of the share of female
works councillors on wage equality. One reason for the result may be that the gender wage
gap has slightly decreased during this period so that there is less scope for further

equalization.

The majority of the control variables is also significantly associated with wages. The results
are as expected and include an inverted u-shaped relationship for age, for instance. Years of
schooling, actual working hours or tenure are positively related with wages. Moreover, men,
white collar workers and fulltime employees earn significantly more. It can also be found that
the well-established firm size and industry differentials. Furthermore, employees with

concerns about job security earn significantly less.

It is also regarded whether these results are robust for different firm size categories. The
effects for small and medium sized firms are in line with the results presented in Table 3.3.
However, works councils have no effect on wages nor on the gender pay gap in large firms
with at least 2000 employees. Such firms already pay higher wages in general and in

particular for women so that there is less scope for a further increase by works councils.
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Table 3.3: Wage regressions

OLS, Random effects OLS
2001 2006

(Y] @ (©) 4) ®) (6)

Whole sample Whole sample Stayers only Stayers only Whole sample Whole sample
Works council (dummy, 1=yes) 0.036%**(0.004) 0.032***(0,005) 0.033***(0.005) 0.040%**(0.006) 0.033***(0,006) 0.045%**(0,007)
Age (in years) 0.017***(0.001) 0.017***(0.001) 0.016***(0.001) 0.016***(0.001) 0.019***(0.002) 0.018***(0.002)
Age-squared*100 -0.019***(0.000) -0.019%**(0.000) -0.018***(0.000) -0.018***(0.000) -0.022***(0.000) -0.019***(0.000)
Marital status (dummy, 1=married) 0.010***(0.004) 0.011***(0.004) 0.006 (0.004) 0.006 (0.004) 0.008* (0.005) 0.017***(0.005)
Sex (dummy, 1=male) 0.104***(0.004) 0.110***(0.006) 0.117***(0.007) 0.107***(0.005) 0.111***(0.007) 0.097***(0.008)
Nationality (dummy, 1=German) -0.005 (0.006) -0.005 (0.006) -0.009 (0.006) -0.009 (0.006) -0.011 (0.007) 0.004 (0.010)
Residence in East-Germany (dummy, 1=yes) -0.113***(0.004) -0.113***(0.004) -0.116***(0.005) -0.116***(0.005) -0.113***(0.005) -0.117***(0.006)
Years of schooling 0.022***(0.001) 0.022***(0.001) 0.022***(0.001) 0.022***(0.001) 0.019***(0.001) 0.021***(0.001)
Actual work time per week 0.007***(0.000) 0.007***(0.000) 0.007***(0.000) 0.007***(0.000) 0.008***(0.000) 0.008***(0.000)
Tenure (in years) 0.003***(0.000) 0.003***(0.000) 0.003***(0.000) 0.003***(0.000) 0.003***(0.000) 0.004***(0.000)
Employment status (dummy, 1=fulltime) 0.160***(0.008) 0.160***(0.008) 0.148***(0.008) 0.148***(0.008) 0.165***(0.010) 0.155%**(0.010)
Job status (dummy, 1=blue collar workers)  -0.079***(0.004) -0.079***(0.005) -0.076***(0.005) -0.077***(0.007) -0.091***(0.005) -0.099***(0.006)
Firm size (base category: 5-19 employees):
20 - 199 employees 0.025***(0.005) 0.025***(0.005) 0.026***(0.005) 0.026***(0.005) 0.022***(0,006) 0.027***(0.007)
200 - 1999 employees 0.053***(0.006) 0.053***(0.006) 0.053***(0.006) 0.054***(0.006) 0.049***(0.007) 0.055***(0.008)
At least 2000 employees 0.076***(0.006) 0.075***(0.006) 0.073***(0.007) 0.073***(0.007) 0.073***(0,008) 0.090***(0.009)
Industry (base category: Public/Private services):
Construction 0.038***(0.008) 0.037***(0.008) 0.027***(0.008) 0.029***(0.008) 0.036***(0.010) 0.047***(0.011)
Financial/Corporate Services 0.018** (0.007) 0.018** (0.007) 0.025***(0.008) 0.025***(0.008) 0.028***(0.009) 0.008 (0.010)
Manufacturing 0.033***(0.006) 0.032***(0.006) 0.028***(0.007) 0.028***(0.007) 0.038***(0.008) 0.036***(0.009)
Retail/Tourism/Transportation -0.014** (0.007) -0.015** (0.007) -0.022***(0.007) -0.022***(0.007) -0.021** (0.009) -0.022** (0.009)
Concerns about job security (base category: Very concerned):
Somewhat concerned 0.017***(0.004) 0.017***(0.004) 0.014***(0.004) 0.014***(0.004) 0.028***(0.006) 0.020***(0.006)
Not concerned at all 0.027***(0.004) 0.027***(0.004) 0.024***(0,004) 0.024***(0,004) 0.036***(0.006) 0.037***(0.007)
Works council * Female 0.011 (0.007) 0.019** (0.008) 0.025***(0.009) 0.006 (0.010)
Works council * Blue collar workers 0.002 (0.007)
Stayer 0.019***(0.005) 0.019***(0.005)
Year = 2006 0.010%**(0.002) 0.009%**(0.002) 0.009***(0.003) 0.009%**(0.003)
Intercept 2.214***(0.031) 2.217***(0.031) 2.287***(0.033) 2.280***(0.033) 2.224***(0.039) 2.162***(0.047)
Observations 9782 9782 8305 8305 5404 4378
R?(overall) 0.67 0.67 0.67 0.67 0.67 0.68

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.




In a further step, changes in works council status are examined. Thereby, only two groups of
employees with respect to works council status are distinguished in particular: The first group
includes individuals who neither work in a firm with a works council in 2001 nor in 2006.
The second do not report a works council in 2001, but do so in 2006. Due to these restrictions,
a balanced panel with 2042 observations and 1021 employees is generated. There are changes
in works council status due to two different phenomena. First, employees stay at their firm
and a works council is introduced. Second, the employee moves to a different firm with a
works council during the observation period. Therefore, mover and stayer will be

distinguished in the empirical analysis.

Table 3.4: Average wages and change in wages from 2001 to 2006

2001 2006 Increase
N Mean (SD) Mean (SD) Aw
All employees 1021 2238.89 (1220.98) 2350.53 (1358.76) 0.050
Whole sample ~ Works council in 2006 193 2303.19 (1222.89) 2512.41 (1421.55) 0.091
No works council in both years 828 2223.91 (1219.60) 2312.80 (1341.79) 0.040
All employees 739 2268.92 (1237.07) 2382.87 (1399.12) 0.050
Stayer Works council in 2006 98 2292.88 (1077.34) 2472.37 (1393.13) 0.078
No works council in both years 641 2265.26 (1260.43) 2369.19 (1400.62) 0.046
All employees 282 2160.21 (1172.65) 2265.78 (1245.20) 0.049
Mover Works council in 2006 95 2313.81 (1362.58) 2553.74 (1456.52) 0.104
No works council in both years 187 2082.17 (1058.76) 2119.49 (1098.39) 0.018

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

The average real wage increase for these individuals is 0.05 in the five year period (see Table
3.4). It turns out that the average wage increase is higher for employees who face a works
council in 2006. A bivariate difference is slightly significant between both groups (t-test for
the independent sample, p=0.097). About half of individuals in the group of employees with a
works council in 2006 change their job during the observation period. The corresponding
fraction for the group without a change in works councils status is only 0.23. Therefore,
employees are focused on who have not changed their firm during the observation period in
order to avoid a special impact of job turnover. Hereby, the sample is reduced to 739
employees, whereas 282 individuals move to a different firm. The average real wage increase
does not differ between stayer and mover. Although there are particular high wage increases
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for people who move to a firm with a works council during the observation period, no
pairwise significant differences between subgroups can be observed (neither for stayer nor for
mover). One explanation for the higher wage increases of mover compared to stayer may be
that employees move to larger firms so that rather firm size differentials are examined.
Indeed, 0.72 of employees with a works council only in 2006 move to a larger firm, whereas
only 0.05 move to a smaller one.

Analyzing differences in wage changes in more detail, Table 3.5 shows the results of some
difference-in-differences estimates. While only two subgroups are considered here, the focus
is laid on the introduction of a works council. The group of employees reporting the existence
of a works council only in the year 2006 serves as the treatment group. Employees who do not
face a works council in both years act as the control group. In addition, the time dummy
variable is interacted with the variable “works council in 2006” characterizing the change of
the dependent variable from 2001 to 2006 for those employees who face a works council only
in 2006. It has been pointed out that the presence of a works council may not only have an
effect on wages in general, but for certain groups of employees in particular. Hence,

estimations for several subgroups of employees are also applied.

The results from model (1) of Table 3.5 indicate that wages of employees who face a works
council in 2006 do not differ from those without a works council in both years. The
interaction term is not significant, either. Therefore, a change in works council status does not
increase wages. This result is in line with Kraft & Lang (2008) who also examines the effect
of a works council’s introduction on wages. However, the authors neither distinguish between
job mover and stayer nor control for the economic situations of the firms. As hinted above,
the overall sample contains both mover and stayer. The group “works council only in 2006
has to be interpreted differently with regard to these groups. A works council is introduced in
certain firms when considering stayer. In contrast, mover are likely to switch to firms with

existing works councils.

Due to these obvious selection effects, employees who do not change their firm during the
observation period (model 2), and respectively employees who move to a different firm
(model 3) are closer looked at. The coefficient of the interaction term is not significant for
stayer. Therefore, results do not provide evidence for a wage effect of the introduction of
works councils. Employees who face a works council in 2006 already received higher wages
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before this institution has been established. Considering mover only in model (3), a wage

effect for employees who move into a firm with a works council cannot be found, either.

Table 3.5: Difference-in-differences regressions on wages

(Y] @ ®)

Whole sample Stayer Mover
Works council in 2006 0.016 (0.012) 0.027* (0.015) 0.003 (0.020)
Year = 2006 0.001 (0.007) -0.001 (0.008) 0.014 (0.016)
Works council in 2006 * 2006 0.013 (0.017) 0.010 (0.022) 0.010 (0.030)
Age (in years) 0.006** (0.003) 0.005 (0.003) 0.009* (0.005)
Age-squared*100 -0.005 (0.000) -0.004 (0.000) -0.010 (0.000)
Marital status (dummy, 1=married) 0.010 (0.007) 0.002 (0.008) 0.022 (0.014)
Sex (dummy, 1=male) 0.112***(0.008) 0.124***(0.009) 0.087***(0.018)
Nationality (dummy, 1=German) -0.007 (0.014) -0.017 (0.018) 0.013 (0.021)
Residence in East-Germany (dummy, 1=yes) -0.137***(0.007) -0.143***(0.009) -0.117***(0.014)
Years of schooling 0.020%**(0.002) 0.021***(0.002) 0.016***(0.003)
Actual work time (per week) 0.007***(0.001) 0.007***(0.001) 0.007***(0.001)
Tenure (in years) 0.002***(0.000) 0.002***(0.001) 0.004** (0.002)
Employment status (1=fulltime) 0.161***(0.013) 0.148***(0.015) 0.186***(0.026)
Job status (1=blue collar workers) -0.093***(0.008) -0.089***(0.010) -0.100***(0.015)
Firm size (base category: 5-19 employees):
20 - 199 employees 0.017** (0.007) 0.029%**(0.008) -0.015 (0.015)
200 - 1999 employees 0.055***(0.012) 0.052***(0.014) 0.056***(0.022)
At least 2000 employees 0.072***(0.015) 0.085***(0.020) 0.056** (0.024)
Industry (base category: Public/Private services):
Construction 0.046***(0.013) 0.030** (0.015) 0.078***(0.026)
Financial/Corporate Services 0.022* (0.013) 0.020 (0.015) 0.028 (0.026)
Manufacturing 0.028** (0.012) 0.005 (0.013) 0.082***(0.024)
Retail/Tourism/Transportation -0.031***(0.011) -0.049***(0.013) 0.011 (0.025)
Concerns about job security (base category: Very concerned):
Somewhat concerned 0.020** (0.009) 0.022** (0.011) 0.008 (0.014)
Not concerned at all 0.034***(0.010) 0.034***(0.012) 0.030* (0.017)
Stayer 0.029***(0.008)
Intercept 2.513***(0.061) 2.572%**(0.076) 2.435***(0.107)
Observations 2042 1478 564
R-squared adj. 0.66 0.67 0.64

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.

Why do these results differ to a works council’s impact in our random effects estimation?
Model (1) of Table 3.3 also includes employees from whom information is only available in
one year and so the result might be biased because of unobserved heterogeneity. Therefore,

we re-estimate model (1) of Table 3.3 with the 1021 employees on the basis of information
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for both years. Thereby, works councils have no effect on wages for employees staying at a
firm during the observation period.

Finally, separating difference-in-differences estimations with respect to sex (women and men)
and occupational status (blue and white collar workers), the effect of a works council’s
introduction on wages for these subgroups is analyzed. However, the results show that the
coefficients of the interaction terms are not significant (see Table 3.6). Differences in wages

between both subgroups in 2001 are driven by women and blue collar workers.

Table 3.6: Difference-in-differences regressions on wages for certain subgroups

1) (2 3
Whole sample Stayer Mover
Works council in 2006 0.078 (0.015) 0.010 (0.018) 0.009 (0.026)
Male Year = 2006 -0.005 (0.008) -0.005 (0.010) 0.007 (0.020)
Works council in 2006 * 2006 0.022 (0.021) 0.015 (0.025) 0.023 (0.039)
N 1182 836 346
Works council in 2006 0.021 (0.020) 0.042* (0.026) 0.009 (0.026)
Female Year = 2006 0.006 (0.012) 0.001 (0.014) 0.022 (0.027)
Works council in 2006 * 2006 0.002 (0.028) 0.005 (0.038) 0.002 (0.046)
N 860 642 218
Works council in 2006 0.023* (0.013) 0.044**%(0.014)  -0.004 (0.025)
Blue collar workers Year = 2006 -0.009 (0.010) -0.007 (0.012) 0.001 (0.019)
Works council in 2006 * 2006 0.006 (0.020) -0.006 (0.025) 0.007 (0.036)
N 825 579 246
Works council in 2006 0.011 (0.019) 0.012 (0.026) 0.007 (0.031)
White collar workers v~ 5006 0.007 (0.010) 0.002 (0.011) 0.021 (0.025)
Works council in 2006 * 2006 0.018 (0.025) 0.023 (0.034) 0.017 (0.043)
N 1217 899 318

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.
Other independent variables included.

To sum up, the hypothesis of a positive correlation between the existence of a works council
and employees’ wages can be supported. In addition, works councils are negatively associated
with a gender pay gap. Regarding the single years, however, the interaction term of a works
council and sex only correlates significantly positive with wage in 2001. But taking causality
issues into account, a positive link between the change in the works councils’ status and
employees’ wages cannot be confirmed. Separating the analysis to subgroups of stayer and
mover, significant effects are not detectable, either.
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3.5.2 Works councils and job satisfaction

Turning to results with regard to the relation of works councils and job satisfaction, a similar
empirical approach is chosen. The mean reported job satisfaction is about 7, measured on the
11-digit-scale from 0 to 10, but the average single values decrease from 2001 to 2006 (see
Table 3.7). Considerable differences of mean job satisfaction between employees with and
without works councils can only be found in 2006 (t-test, p=0.001). This is in particular true
for male employees but not for female employees (t-test, p=0.000). Blue collar workers of
firms with works councils report a higher level of job satisfaction than those in firms without
a works council in both years (t-test, p=0.012 in 2001 and p=0.004 in 2006). The picture for
white collar workers concerning the comparison of these groups changes over time. While
white collar workers of firms without a works council report a significantly higher job
satisfaction in 2001 (t-test, p=0.071), the result turns around in 2006 (t-test, p=0.058).

Table 3.7: Mean comparison - job satisfaction

2001 2006
N Mean (SD) N Mean (SD)
All 5404 7.14 (1,97) 4378 6.90 (1.97)
Whole sample Works council 3022 7.15 (1.95) 2428 6.99 (1.92)
No works council 2382 7.13 (1.98) 1950 679203
All 3356 7.17 (1.92) 2627 6.93 (1.95)
Male Works council 1298 7.20 (1.92) 1559 7.04 (1.88)
No works council 1063 7.12 (1.93) 1068 6.75(2.04) 7
All 2048 7.09 (2.03) 1751 6.87 (1.99)
Female Works council 1002 7.04 (2.02) 869 6.91 (1.97)
No works council 1063 7.14 (2.05) 882 6.83 (2.02)
All 2361 7.00 (2.01) 1685 6.70 (2.03)
Blue collar workers Works council 1298 7.10 (1.98) 912 6.82 (2.00)
No works council 1063 6.89(203) 773 653(204)
All 3043 7.25(1.93) 2693 7.04 (1.92)
White collar workers Works council 1724 7.19 (1.93) 1516 7.10 (1.84)
No works council 1319 732(1.93) 1177 6.96 (2.00)

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

Again it will be examined whether these results remain robust when applying a multivariate
tool and controlling for a number of individual and job based characteristics in the following
multivariate analyses. The dependent variable has an ordinal scale, so that random effects

ordered probit estimates are chosen. A corresponding fixed effects ordered probit approach
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does not exist. In addition, employees do hardly change their job status and so this variable
contains only little variation. Subsequently to a general specification, women and blue collar

workers respectively are interacted with a works council. Complementarily, cross section

results for both years are shown in separate estimations.

Table 3.8: Job satisfaction regressions

Random effects ordered probit

D (2 ©) 4)

Whole sample Whole sample Stayer only Stayer only
Works council 0.043 (0.035) -0.018 (0.041) -0.080* (0.048) 0.002 (0.048)
Age (in years) 0.002 (0.010) -0.001 (0.010) 0.007 (0.012) 0.008 (0.012)
Age-squared*100 0.002 (0.000) 0.002 (0.000) -0.004 (0.000) -0.004 (0.000)
Marital status (dummy, 1=married) 0.043 (0.032) 0.042 (0.032) 0.025 (0.036) 0.026 (0.036)
Sex (dummy, 1=male) 0.003 (0.036) 0.005 (0.036) -0.005 (0.041) -0.014 (0.055)
Nationality (dummy, 1=German) 0.057 (0.051) 0.062 (0.051) 0.055 (0.057) 0.048 (0.057)
Residence in East-Germany (dummy, 1=yes) 0.089** (0.037) 0.094** (0.037) 0.076* (0.042) 0.071* (0.042)
Years of schooling -0.047***(0.007) -0.046***(0.007) -0.045***(0.008) -0.045***(0.008)

Health status (base category: Bad):

Not so good -0.105 (0.134)

-0.108 (0.134)

-0.022 (0.148)

-0.021 (0.148)

Satisfactory 0.330** (0.130) 0.326** (0.130) 0.413**%(0.143) 0.415%%*(0.143)
Good 0.855**%(0.130) 0.851**%(0.130) 0.956**%(0.144) 0.958***(0.144)
Very good 1.357%**(0.136) 1.350***(0.136) 1.470***(0.150) 1.475%**(0.150)
Actual work time (per week) -0.005** (0.002) -0.004** (0.002) -0.005** (0.002) -0.005** (0.002)
Tenure (in years) -0.006***(0.002) -0.007***(0.002) -0.007***(0.002) -0.007***(0.002)
Employment status (dummy, 1=fulltime) -0.036 (0.054) -0.041 (0.054) -0.034 (0.062) -0.028 (0.062)
Job status (dummy, 1=blue collar workers) ~ -0.099***(0.035) -0.177***(0.045) -0.177***(0.052) -0.078* (0.052)
Gross monthly wage*100 0.009***(0.000) 0.009***(0.000) 0.010**%(0.000) 0.010***(0.000)

Firm size (base category: 5-19 employees):
20 - 199 employees

199 - 1999 employees -0.071 (0.041)
At least 2000 employees -0.055 (0.040)

-0.036 (0.050)

-0.009 (0.050)
-0.077 (0.041)
-0.061 (0.040)

-0.011 (0.058)
-0.103** (0.046)
-0.070 (0.044)

-0.005 (0.058)
-0.096** (0.046)
-0.063 (0.044)

Industry (base category: Public/Private services):
Construction -0.061 (0.066)
Financial/Corporate Services -0.119** (0.056)

-0.048 (0.066)
-0.118** (0.055)

-0.056 (0.075)
-0.114* (0.064)

-0.069 (0.075)
-0.115* (0.065)

Manufacturing 0.013 (0.050) 0.011 (0.050) -0.002 (0.058) -0.000 (0.058)
Retail/Tourism/Transportation -0.110** (0.050) -0.108** (0.050) -0.120** (0.058) -0.121** (0.059)
Concerns about job security (base category: Very concerned):

Somewhat concerned 0.426***(0.038) 0.425***(0.038) 0.485***(0.043) 0.486***(0.043)
Not concerned at all 0.861***(0.042) 0.860***(0.042) 0.937***(0.048) 0.938***(0.048)
Works council * Blue collar workers 0.147***(0.054) 0.180***(0.062)

Works council * Female -0.011 (0.064)
Stayer -0.111** (0.045) -0.111** (0.045)

Year = 2006 -0.121***(0.029) -0.120***(0.029) -0.132***(0.029) -0.132***(0.029)
Observations 9782 9782 8305 8305

McFadden R-squared 0.08 0.08 0.08 0.08

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.
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Table 3.8: Job satisfaction regressions (additional)

Ordered Probit

Retail/Tourism/Transportation

-0.146%**(0.057)

-0.147***(0.057)

-0.016 (0.058)

2001 2006

(®) (6) ) (®)

Whole sample Whole sample Whole sample Whole sample
Works council -0.124***(0.045) -0.040 (0.044) 0.127** (0.050) 0.168***(0.052)
Age (in years) 0.004 (0.011) 0.004 (0.011) -0.013 (0.013) -0.013 (0.013)
Age-squared*100 0.181 (0.000) -0.275 (0.000) 0.018 (0.000) 0.016 (0.000)
Marital status (dummy, 1=married) 0.010 (0.034) 0.009 (0.034) 0.089** (0.036) 0.091** (0.036)
Sex (dummy, 1=male) 0.007 (0.038) -0.011 (0.051) -0.001 (0.042) -0.005 (0.057)
Nationality (dummy, 1=German) 0.044 (0.052) 0.036 (0.052) 0.073 (0.063) 0.071 (0.063)
Residence in East-Germany (dummy, 1=yes) 0.063* (0.038) 0.060 (0.038) 0.084** (0.040) 0.079** (0.040)
Years of schooling -0.033***(0.007) -0.034***(0.007) -0.042***(0.008) -0.042***(0.008)
Health status (base category: Bad):
Not so good -0.182 (0.183) -0.184 (0.182) 0.104 (0.207) 0.111 (0.206)
Satisfactory 0.146 (0.177) 0.145 (0.177) 0.490** (0.204) 0.496** (0.203)
Good 0.577***(0.177) 0.574***(0.177) 0.937***(0.204) 0.944***(0.204)
Very good 1.001***(0.182) 1.000***(0.182) 1.331***(0.214) 1.339***(0.213)
Actual work time (per week) -0.004* (0.002) -0.004* (0.002) -0.003 (0.003) -0.003 (0.003)
Tenure (in years) -0.006***(0.002) -0.006***(0.002) -0.007***(0.002) -0.007***(0.002)
Employment status (dummy, 1=fulltime) 0.009 (0.061) 0.014 (0.061) -0.065 (0.063) -0.062 (0.063)
Job status (dummy, 1=blue collar workers) -0.146***(0.050) -0.054 (0.037) -0.173***(0.055) -0.119***(0.042)
Gross monthly wage*100 0.008***(0.000) 0.008***(0.000) 0.007***(0.000) 0.007***(0.000)
Firm size (base category: 5-19 employees):
20 - 199 employees 0.004 (0.054) 0.007 (0.054) -0.063 (0.049) 0.042 (0.062)
199 - 1999 employees -0.063 (0.043) -0.058 (0.043) -0.150** (0.060) -0.021 (0.048)
At least 2000 employees 0.010 (0.042) 0.016 (0.042) -0.037 (0.062) -0.108 (0.045)
Industry (base category: Public/Private services):
Construction -0.049 (0.070) -0.061 (0.070) 0.025 (0.080) 0.014 (0.080)
Financial/Corporate Services -0.106* (0.062) -0.107* (0.062) -0.079 (0.063) -0.079 (0.063)
Manufacturing -0.028 (0.056) -0.027 (0.056) 0.072 (0.057) 0.073 (0.057)

-0.017 (0.058)

Concerns about job security (base category: Very concerned):

Somewhat concerned 0.376***(0.050) 0.378***(0.050) 0.331***(0.044) 0.331***(0.044)
Not concerned at all 0.737***(0.052) 0.740***(0.053) 0.705***(0.051) 0.704***(0.050)
Works council * Blue collar workers 0.170***(0.058) 0.101 (0.065)

Works council * Female -0.029 (0.053) -0.004 (0.066)
Observations 5404 5404 4378 4378

McFadden R-squared 0.04 0.04 0.05 0.05

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.

Table 3.8 presents the results of the job satisfaction regressions. A significant effect of works
councils on employees’ job satisfaction in general cannot be observed (model (1)). However,
results may differ between certain subgroups of employees such as blue and white collar
workers as supposed in the theoretical considerations above. Including an interaction term of
the existence of a works council and the job status blue collar workers, a works council has no
significant effect for white collar workers in model (2). However, the interaction term is
indeed significantly positive indicating that works councils at least are positively associated
with job satisfaction of blue collar workers. Again, individuals are focused on who stay in
their firm from 2001 to 2006 in model (3). It turns out that blue collar workers in firms with
works councils report higher levels of job satisfaction, while the opposite is true for white

collars. However, interacting works council and female in model (4), no significant
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differences are detectable. Works councils do obviously not have an influence on job
satisfaction of male and female employees.

In models (5) to (8) the results for the two single years are reported. There are some
remarkable differences across these years. While both men and women are not affected by a
works council in the 2001 estimations, the result show a significantly negative correlation
between the incidence of a works council and job satisfaction of white collar workers.
Although the interaction term correlates positively, the corresponding estimation with blue
collar workers as the reference group does not show an association between works councils
and job satisfaction of that subgroup in 2001. However, things change after the reform of the
WCA. In the year 2006, works councils correlate significantly positive with job satisfaction of
all subgroups of employees. There is no additional effect for blue collars anymore. These
results are in line with the descriptive statistics in Table 3.7. The differences across both years
are rather surprising at first glance. With the recent reform of the WCA, codetermination
rights of works councils have been strengthened and extended in certain matters as mentioned
in section 2. Hence, making use of these additional rights, works councils may be more
effective in supporting employees’ interests. In particular, white collar workers may have
benefit of this reform, although these rights are not only related to this subgroup of

employees.

With respect to the other independent variables, employees’ job satisfaction increases in
wages. Besides, a negative effect can be found for schooling which may be interpreted as
differences in aspiration levels. Indeed, the bivariate correlation between schooling and job
satisfaction is positive. Moreover, employees’ job satisfaction rises with an improvement in

health status and decreases with tenure or concerns related to job security.

Estimations of subgroups of individuals in different firm size categories are mostly in line
with the general results of Table 3.8. However, the positive correlation of works councils and
job satisfaction in 2006 is driven by firms with at least 200 employees. In these firms works
councils may rather facilitate a better work life balance or the supply of further training in

order to increase job satisfaction.

As a further step, changes of job satisfaction — measured as the difference between its

reported levels in 2006 and 2001 — for the two subgroups of individuals with two observations
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mentioned above are considered (see Table 3.9). Job satisfaction decreases in the amount of
0.48 points on average. It turns out that the average job satisfaction decrease in absolute terms
is lower for employees who face a works council in 2006 but not in 2001. The difference to
the group without a works council in each year is significant (t-test for the independent
sample, p=0.003). Moreover, employees are regarded who have and have not changed their
firm during the observation period. Job satisfaction of both subgroups of stayer decreases over
the years. In contrast, mover benefit from job change in terms of job satisfaction. Employees
with a works council in 2006 report somewhat lower decreases in job satisfaction when
staying at their firm, and higher increases in job satisfaction when moving to a new firm.
However, the differences are not statistically significant. Therefore, differences across both
groups are supposed to be driven by mover to firms with a works council. This group of
employees was relatively dissatisfied with respect to their jobs in 2001 (6.38 compared to
7.30 for the other 926 observations).

Table 3.9: Average job satisfaction and change in job satisfaction from 2001 to 2006

2001 2006 Ajs
N Mean (SD) Mean (SD) Mean (SD)
All employees 1021 7.19 (1.97) 6.71 (1.93) -0.48 (2.29)
Whole sample  Works council in 2006 193 6.97 (2.12) 6.93 (1.79) -0.04 (2.55) .
No works council in both years 828 7.23 (1.93) 6.66 (1.96) -0.58 (2.22)
All employees 739 7.42 (1.83) 6.67 (1.93) -0.75 (2.07)
Stayer Works council in 2006 98 7.55 (1.61) 6.99 (1.68) -0.56 (1.96)
No works council in both years 641 7.40 (1.86) 6.62 (1.96) -0.78 (2.08)
All employees 282 6.56 (2.18) 6.82 (1.94) 0.25 (2.66)
Mover Works council in 2006 95 6.38 (2.41) 6.87 (1.89) 0.49 (2.96)
No works council in both years 187 6.66 (2.06) 6.79 (1.97) 0.13 (2.50)

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

Examining differences in job satisfaction changes in more detail, Table 3.10 provides some
more difference-in-differences estimates. In model (1), the 1021 employees who do not face
works councils in both years or only in 2006 are analyzed. In a next step, the sample is
restricted to the subgroup of employees who stayed at one particular firm during the
observation period (model (2)) and to the subgroup of employees who move to a different

firm respectively (model (3)).
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Taking both groups of mover and stayer into account, the job satisfaction in the year 2001 of
employees who face a works council in 2006 do not differ from that of employees without a
works council in both years. However, the interaction term is significantly positive indicating
that the change of a works council status increases job satisfaction (model (1)). This result
does not hold if mover are excluded from the estimation. In model (2) the subgroups do not
differ significantly in job satisfaction and the interaction term is not significant, either.
Therefore, the introduction of a works council does not lead to a higher job satisfaction. In
both models the time dummy shows that job satisfaction decreases over time. Considering
mover only in model (3), the interaction term of a works council in 2006 and the time dummy
is slightly significant positive. Therefore, moving into a firm with works council has a

positive effect on job satisfaction of employees. It can be assumed that their low job

satisfaction in the old firm is the reason for their job change.

Table 3.10: Difference-in-differences regressions on job satisfaction

1) @ @)

Whole sample Stayer Mover
Works council in 2006 -0.135 (0.090) 0.088 (0.113) -0.217 (0.150)
Year = 2006 -0.209***(0.054) -0.312***(0.065) 0.122 (0.120)
Works council in 2006 * 2006 0.342***(0.117) 0.158 (0.147) 0.321* (0.199)
Age (in years) -0.020 (0.020) -0.034 (0.026) -0.011 (0.035)
Age-squared*100 0.028 (0.000) 0.043 (0.000) 0.008 (0.000)
Marital status (dummy, 1=married) 0.164***(0.056) 0.180***(0.066) 0.162 (0.102)
Sex (dummy, 1=male) 0.053 (0.065) -0.040 (0.077) 0.212* (0.125)
Nationality (dummy, 1=German) -0.015 (0.105) 0.001 (0.135) -0.036 (0.183)
Residence in East-Germany (dummy, 1=yes) 0.005 (0.058) -0.047 (0.071) 0.149 (0.106)
Years of schooling -0.031** (0.013) -0.044***(0.015) 0.010 (0.024)
Health status (base category: Bad):
Not so good 0.068 (0.321) -0.051 (0.364) 0.535 (0.722)
Satisfactory 0.468 (0.313) 0.379 (0.353) 0.823 (0.703)
Good 0.853***(0.313) 0.745** (0.353) 1.218* (0.703)
Very good 1.217***(0.324) 1.149***(0.368) 1.542** (0.716)
Actual work time (per week) -0.004 (0.003) -0.004 (0.004) 0.002 (0.006)
Tenure (in years) -0.012***(0.004) -0.011** (0.004) -0.000 (0.014)
Employment status (dummy, 1=fulltime) -0.029 (0.095) -0.008 (0.111) -0.175 (0.192)
Job status (dummy, 1=blue collar workers) -0.169***(0.059) -0.195***(0.070) -0.098 (0.110)
Gross monthly wage*100 0.005* (0.000) 0.009***(0.000) -0.005 (0.000)
Firm size (base category: 5-19 employees):
20 - 199 employees -0.057 (0.051) -0.110* (0.061) -0.017 (0.104)

200 - 1999 employees
At least 2000 employees

-0.130 (0.085)
-0.003 (0.110)

-0.175* (0.102)
-0.118 (0.143)

-0.072 (0.152)
-0.011 (0.187)

Industry (base category: Public/Private services):

Construction

0.074 (0.102)

0.100 (0.122)

0.033 (0.200)

Financial/Corporate Services 0.050 (0.096) 0.141 (0.113) -0.142 (0.182)
Manufacturing -0.036 (0.089) 0.007 (0.103) -0.057 (0.175)
Retail/Tourism/Transportation -0.035 (0.087) 0.052 (0.104) -0.166 (0.170)
Concerns about job security (base category: Very concerned):

Somewhat concerned 0.452***(0.069) 0.503***(0.084) 0.360***(0.118)
Not concerned at all 0.865***(0.077) 0.914***(0,093) 0.817***(0.143)
Stayer 0.176***(0.060)

Observations 2042 1478 564

McFadden R-squared 0.06 0.07 0.04

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.
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Finally, it is examined whether certain subgroups of employees benefit from the introduction
of a works council with respect to job satisfaction. Separate difference-in-differences
estimations for sex (women and men) and the occupational status (blue and white collar
workers) are run. The results show that a change in the works council’s status increases job
satisfaction of women in particular. Job satisfaction of both blue collar and white collar
workers is also affected (see Table 3.11). If stayer and mover are distinguished, only the
interaction term for blue collar mover remains significant. Therefore, the positive effect of a
works council in model (3) is driven by this group of individuals. In contrast, stayer do not

benefit significantly.

Table 3.11: Difference-in-differences regressions on job satisfaction for certain subgroups

(6Y)
Whole sample

&)
Stayer

©)]

Mover

Works council in 2006

0.035 (0.108)

0.169 (0.142)

0.026 (0.178)

Male Year = 2006 -0.202 (0.073) -0.268*** (0.087)  0.055 (0.166)
Works council in 2006 * 2006 0.227 (0.145) 0.088 (0.187) 0.239 (0.245)
N 1182 836 346
Works council in 2006 -0.398** (0.156)  -0.060 (0.198) -0.544** (0.273)
Female Year = 2006 -0.221%** (0.083)  -0.362*** (0.099)  0.226 (0.187)

Works council in 2006 * 2006
N

0.545*** (0.196)
860

0.273 (0.250)
642

0.498 (0.333)
218

Blue Collar Workers

Works council in 2006

Year = 2006

Works council in 2006 * 2006
N

-0.034 (0.130)
-0.226** (0.088)
0.296* (0.170)
825

0.049 (0.165)
-0.301*** (0.104)
0.153 (0.214)
579

-0.092 (0.226)

0.013 (0.185)
0.516* (0.303)
246

White Collar Workers

Works council in 2006

Year = 2006

Works council in 2006 * 2006
N

-0.213* (0.128)
-0.214*** (0.070)
0.358** (0.162)
1217

0.122 (0.165)

-0.344*** (0.082)

0.123 (0.217)
899

-0.233 (0.210)

0.252 (0.164)
0.149 (0.264)
318

Notes: Robust standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1%.
Other independent variables included.

To sum up, a only weak support for the hypothesis concerning the link between the existence
of a works council and employees’ job satisfaction can be observed. Works councils have no
general effect on job satisfaction. However, they are associated with lower job satisfaction of
white collar workers and higher job satisfaction of blue collar workers. Both male and female
employees are not affected. There are considerable differences over time. While works

councils correlate negatively with white collar workers’ job satisfaction in 2001, the
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correlation with job satisfaction of blue and white collar workers as well as men and women
Is positive in 2006. Moving to a new firm with a works council leads to a higher reported level
of job satisfaction. However, the introduction of a works council does not lead to an increase

in job satisfaction, indicating the relevance of selection effects due to job changes.

3.6 Discussion

Some studies argue that works councils increase wages (e.g. Hubler and Jirjahn, 2003,
Addison et al. (2010)). This investigation does not entirely confirm this interrelation. Indeed,
works councils are positively correlated with employees’ wages, but the introduction of a
works council does not affect wages. Previous studies use other data sets and/or cross section
analyses. Another reason for lacking evidence in this contribution might be that firms, which
introduced a works council between 2001 and 2006, already paid higher wages before the
introduction occurred. Hence, there is less scope for a further increase. This consideration is
in line with the result for stayer in this study. As a consequence, establishing a works council
can be rather interpreted as an indication for a workforce’s motivation to protect their rents.
However, it is not the objective of this study to distinguish between effects concerning the
allocation and distribution of rents (see instead Jirjahn, 2009; Beckmann et al., 2010) and the
effect of works councils on firms’ productivity is not examined (e.g. Hubler and Jirjahn,
2003; Wagner et al, 2006). Another argument of lacking evidence of works councils’ effects
on wages is that the timing of the works councils’ introduction is not exactly known. If the
introduction has been taken place shortly before 2006, there may not be sufficient time for a

works council to have an influence on employees’ wages.

The same argument may also hold for job satisfaction. However, the effect of implementing a
works council may only be transitory and has already been disappeared in 2006. If works
councils cannot fulfill employees’ expectations or aspirations after an introduction, their job
satisfaction will decrease again. This is in line with results from Powdthavee (2011) who
examines unions’ effects on job satisfaction for the UK. Indeed, workers report, on average, a
significant net increase in overall job satisfaction directly after unionization. But shortly after

this event, workers’ job satisfaction returns to the former level.

It has been argued above that works councils represent the interests of men and blue collar
workers in particular. But results of this examination do not find support for these
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considerations. Women and white collar worker also benefit from a works council’s presence.
Some arguments can be given that are based on the institutional characteristics of the German

case.

First, the reform of the WCA provides a modified composition of works councils. Next to the
introduction of a gender equality regulation mentioned above, the hitherto existent regulation
for blue and white collar workers has been abolished. After the recent reform both subgroups
need not to be represented at the works councils in relation to their employment share
anymore (Jirjahn 2005). If this leads to an increase of the white collar workers’ share at the
works councils, the dedication for this subgroup might increase, too. Available data show that
the share of works council members who are blue collar workers decreases from 0.53 in 2001
to 0.44 in 2006 (the proportion to the employment share is 0.44 in 2001 and 0.39 in 2006).

Second, the amended WCA also strengthens the works councils’ influence in matters of
employees’ training (Addison et al. 2004). Bellmann and Ellguth (2006) show that firms with
works councils have a higher training coverage of the workforce. Georgellis and Lange
(2007) find particular relevance of training for white collar workers and a positive

relationship of employer financed training with job satisfaction.

Third, with the recent reform of the WCA, the promotion of work-family-reconciliation by a
works council is explicitly fixed by law. Some studies point out that work-life balance
provisions have become more and more important due to changes in family structure and
employees’ priorities (Brandon and Temple, 2006; Giardini and Kabst, 2008). If such
activities are realized in firms, works councils mostly initiate them (Botsch et al., 2006). Also
Heywood and Jirjahn (2009) state that family friendly working practices are more likely in
firms with works councils. They argue that in particular female employees are interested in a
reconciliation of working time and leisure time due to private responsibilities. Relevance of
part-time work may act as an indicator of the importance of work-life balance. While part-
time work is still much more relevant for female employees, an increasing relevance is also
observable for white collar workers. For instance, data show that the share of part-time
employees among white collar workers increases from 0.229 in 2001 to 0.242 in 2006 and is
more than twice as high as the constant fraction among blue collar workers. Indeed, the
results show that not only men and blue collar workers but also women and white collars

benefit from a change in the works council’s status at certain issues.
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3.7 Conclusion

In this paper the possible impact of works councils on wages and job satisfaction for
employees in Germany is examined. Since certain groups of employees are supposed to
benefit more from a works council due to particular codetermination rights or a partial
composition of works councils members, subgroups with respect to sex and the occupational
status are also analyzed. In a further step, looking at changes in wages and job satisfaction of
employees, the comparison of employees who do not face a works council over the whole
observation period, and those who do report a change in works council coverage from “no” to
“yes” are also focused on. For the first time, it is distinguished between moving to firms with
works councils and the introduction of works councils in firms of employees who stay at a

firm during the observation period.

The results of the empirical part show that works councils are associated with higher wages
and a reduced gender wage differential. Moreover, works council are not correlated with
employees’ job satisfaction in general, but they are negatively associated with job satisfaction

of white collar workers and positively associated with job satisfaction of blue collar workers.

Taking the issue of causality into account, a significant effect of changes in works council
status on wages cannot be shown. However, difference-in-difference estimates indicate a
positive effect on job satisfaction. This result is more pronounced for women than for men.
The effect is rather driven by employees who move to a different firm during the observation
period. Particular effects of an introduction of a works council for individuals who stay at
their firm are not observable. Particular effects for blue collar workers compared to white
collar employees cannot be found, either.

As mentioned above, transitory effects that have already been disappeared or long-term
effects that are not yet present are not detectable due to lack of data. The quality of further
research depends on the quality of available data. It would be very useful to implement the
question about works councils in the regular yearly questionnaire of the GSOEP or other
surveys among individuals. It would then be possible to examine the short and long-term
effects of the existence and introduction of works councils in some more detail. As the
contribution shows, further research with longitudinal data is also supposed to distinguish

between mover and stayer, because of considerable differences of interpreting the results.

87



4 Works councils, employment separations and severance payments

4.1 Introduction

German works councils have attracted much attention and are therefore on the focus of
numerous discussions. Works councils act at the establishment level and are endowed with
various opportunities of participation ranging from simple information rights to extensive
codetermination rights according to the Works Constitution Act (WCA). Works councils are
committed to improve working relationships and thus they may also increase firm
performance. Focusing on the economic effects of works councils, Jirjahn (2010a) gives a
broad overview concerning wages, firm performance and profitability, innovations and
investigations, family-friendly human resource policies and further training as well as
employment separations. However, taking a closer look at empirical research on separations,
numerous studies cannot clearly distinguish between voluntary and involuntary separations
due to a lack of data. In addition, only a few studies take into account that works councils
particularly act in favor of certain subgroups of employees. According to Wilkens and
Wooden (2011) gender differences in labor mobility as well as in labor market behavior and
outcomes are subject of a considerable field of research. Nevertheless, the relationship
between works councils and employment separations for men and women or employees’

different job levels is barely examined.

This paper adds to the relationship of works councils and personnel separations and aims to
provide a contribution on individual data basis. Data from the German Socio-Economic Panel
(GSOEP) of the years 2001 and 2006 is used. Thereby, the impact of works councils on
individual dismissals and voluntary quits is examined. An analysis of works councils and
severance payments for dismissed employees complements this investigation. Since certain
groups of employees may benefit from a works council’s existence more than others, it is also
analyzed whether subgroups of employees with respect to sex (men vs. women) and

occupational status (blue collar vs. white collar workers) are affected in particular.

German works councils have considerable bargaining power derived from the WCA that can
be applied to voluntary quits and dismissals. While works councils do not have a direct
impact on voluntary quits, they may use their participation rights regarding other issues to

take indirect influence on voluntary quits. In contrast, works council may have a direct
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influence on dismissals via substantial consultation, consent and codetermination rights. In
case of an individual dismissal, employees may receive a severance payment when a works
council objects a dismissal and the dismissal is declared as socially unjustified by a labor
court.’® In case of a collective dismissal, an employer has to negotiate a social plan at the
request of a works council. The social compensation plan encompasses severance payments

serving as a full or partial compensation for any financial disadvantage to the employees.

4.2 Literature review and shortcomings

Many studies focus on the impact of works councils on labor turnover, in particular on
employees’ separation rates. However, only a few studies are able to distinguish clearly
between different types of separations such as voluntary quits or dismissals. Based on the
Hannover Panel, Pfeifer (2007) shows a negative correlation between a works council and
quit rates applying a random effects tobit approach. This correlation is even stronger in firms
that are bound to a collective agreement. Hence, works council may be more effective in
inhibiting voluntary quits when distributional issues are negotiated between unions and
employer associations on a collective level. In general, unions may also provide works
councils with personnel and consulting support in order to impede voluntary quits. However,
taking causality considerations into account, Addison et al. (2004) do not find an effect of a
works council’s introduction on voluntary quits with the IAB establishment panel. In this
respect, it should be pointed out that the small number of matched pairs makes the finding of
statistical significant differences more difficult. Using a cross-sectional matching approach,
Ellguth (2006) finds on the basis of IAB data that works councils are negatively associated
with both voluntary quits and dismissals. Works councils acting as a collective voice
institution play an important role in fostering trust and cooperation between both parties
leading to a decrease of voluntary quits and a reduced loss of human capital. Both Backes-
Gellner, Frick and Sadowski (1997) as well as Frick (1996) use data of 2,392 private sector

%1t has to be noted that the objection of a works council is not a necessary prerequisite in order to receive a
severance payment. 8 1a Employer Protection Act (EPA) includes severance payments for employees due to an
operational closure, if they abstain from a dismissal protection claim. However, the objection of a works council
in case of an individual dismissal can encourage a court to declare a dismissal as socially unjustified. For
instance, Gensicke et al. (2008) point out that the probability of receiving a severance payment increases with a
works council’s contradiction to a dismissal.
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firms and report a negative works councils’ correlation with both voluntary quits and
dismissals. However, using the same data as Frick (1996), Kraft (2006) cannot confirm these
significantly negative results when applying a heteroscedasticity tobit approach instead of
ordinary least squares (OLS) estimations. The author aims to demonstrate the limits of
empirical research and emphasizes the need for robustness checks. Frick (2006) responds to
the recalculation of Kraft (2006) by referring to previously published empirical research in the
field of works councils and personnel separations exhibiting a negative relationship. However,
in most of these studies the type of separation is not clear due to a lack of precise information

as the following section aims to demonstrate.

Addison et al. (2001) show in a cross-section analysis that in firms with a works council
separation rates including dismissals, retirements and deaths, are lower. However, this result
is not robust for firms with 21-100 employees. The author argues that in smaller firms
informational or motivational problems are less likely to emerge and thus advantages of a
collective voice institution are rather attenuated. On the basis of the NIFA Panel, Dilger
(2002) reports a negative correlation between a works council and employees’ separation rate
by running cross-section OLS estimations on the basis of manufacturing data. Taking
different types of works councils into account, empirical results can in particular be shown for
cooperative and difficult works councils. This indicates that the relationship between a works
council and a firm’s management is a crucial factor in affecting separation rates. However,
extending the estimations with a second year of observation, significant causal effects of
works councils on separations cannot be given. Frick and Mdéller (2003) use IAB data and
find a significantly negative influence of works councils on voluntary and involuntary
turnover using a cross-section analysis. The negative correlation is even stronger in firms
which are bound to collective agreements. Based on the GSOEP and IAB data, Kraft and
Lang (2008) use two empirical approaches to examine a works council’s association with
dismissals and quits. When applying a matching approach, firms with nearly the same
characteristics only differ in the status of a works council. Additionally, a difference-in-
differences estimator is used in order to take unobservable firm heterogeneity and causality
issues into account. While there are significant differences between establishments with and
without a works council in the matching approach, this result cannot be confirmed for the
difference-in-differences estimation. Firms of the treatment group are characterized by lower

dismissal and quit rates even before a works council has been installed. Therefore, works
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councils are introduced during rather stable employment relations in order to pursue
employees’ long-time interests. Andrews et al. (2009) mainly examine the relationship
between foreign owned firms and job security by the usage of IAB data. The association
between works councils and separation rates is only casually analyzed. Employees in firms
with a works council show a lower separation rate. However, it has to be discussed whether it
is better for an employee to work in a firm with a works council since in those firms the
probability of a plant closing is higher. Summarizing, most of these studies — except for
studies considering causality effects of works councils — show a negative relationship between
a worker representation in terms of a works council and personnel separations. However,
these results cannot clearly be explained by a certain type of separation such as a dismissal or

a voluntary quit.

The present study mainly follows the approach of Boockmann and Steffes (2010) and Hirsch
et al. (2010). Both of these studies using IAB data do not only focus on general effects of
works councils, but they also take certain subgroups of employees into account. Boockmann
and Steffes (2010) investigate determinants of job duration for male employees in Germany.
Accounting for firm fixed effects but not for person fixed effects, empirical results show that
works councils are negatively associated with job exits comprising unemployment, non-
employment, job-to-job change as well as recalls. With regards to subgroups of employees,
this holds true for skilled blue collar workers in particular, but not for white collar workers.
Hence, works councils pay more attention to different separation types of blue collar workers.
In a further step, only job-to-job mobility and unemployment are considered more closely due
to a low number of observations of the other exit states. Empirical results exhibit that works
councils are negatively related with transition both to unemployment and to new employment.
However, blue and white collar workers are not differentiated within these estimations. Hirsch
et al. (2010) provide evidence that in firms with a works council both mobility to a different
job and exit to non-employment is lower. These results can in particular be pronounced for
male employees benefiting from the existence of a works council. However, these types of
separations can only in parts be interpreted as equivalents for dismissals and voluntary quits.
While moving to a different firm may reflect a voluntary quit, a separation to non-
employment may also be driven by an individual’s voluntary decision due to a higher

assessment of leisure time.
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Finally, based on the GSOEP, Goerke and Pannenberg (2010a) analyze the relationship
between a trade union membership and dismissals. Results show that the dismissal rate is
lower for union members than for non-members. In contrast to works councils that act on an
establishment level, German unions bargain on an industry level. Formally, works councils
and unions are independent from each other. However, ties between both agencies are close in
practice as mentioned above. Controlling for the presence of a works council in a further
estimation, the negative correlation of a union membership and dismissals can be confirmed.
But when applying information about a works council’s existence in the context of a cross-
sectional analysis, it becomes apparent that works councils do not influence dismissals at all.
Once more, this result hints at the relevance of panel estimations in the context of works

councils and different types of separations.

To the best of knowledge, there is no study that examines the relationship between works
councils and severance payments for dismissed employees. However, Grund (2006) assumes
that the positive correlation between firm size and severance payment is driven by a works

council’s effect since the probability of a works council’s existence increases with firm size.

This paper builds on the existing literature and proceeds in several respects. This study
provides a contribution to the relationship between works councils and personnel separations
on an individual data basis. The incidence of a works council is reported in two years and thus
this study is not restricted to cross-sectional analyses. In contrast to many other studies, the
data facilitates a clear separation between individual dismissals and voluntary quits. To the
best of knowledge, this is the first paper analyzing the relationship between a works council
and severance payments for dismissed employees in a multivariate approach. In addition,
subgroups of employees with respect to sex and the occupational status are examined.

The remainder of this paper will proceed as follows: Based on the institutional background
and theoretical considerations, hypotheses for the relationship between works councils and
both individual dismissals and voluntary quits in general and for certain subgroups of
employees will be derived in section 4.3. Additional theoretical considerations concerning
works councils and severance payments for dismissed employees will complement this
chapter. Then, data, variables and the statistical procedure (section 4.4) will be described
before presenting and discussing the results in section 4.5. In section 4.6, some implications

will be given and section 4.7 concludes.
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4.3  Institutional background, theoretical considerations and hypotheses

4.3.1 Institutional background

The rights of works councils are defined in the WCA. They may be elected in establishments
with five or more permanent employees. Works councils are mandatory, but their creation
depends on the initiative of the employees. Hence, works councils are not present in all
appropriate establishments. The actual presence of works councils is reliant on characteristics

such as firm size, firm age and gender composition of the workforce (Addison et al., 2003).

As mentioned in the first chapter, an existing works council may depict a crucial instrument in
solving an employer’s commitment problem (Jirjahn, 2009). This is of particular importance
when the breach of incomplete contracts by an employer impends. Working contracts in labor
markets may be imperfect due to an asymmetrical distribution of information and bounded
rationality. As long as employees and employer have a cooperative and trustful relationship,
employees are willing to invest in firm-specific human capital even in the absence of a worker
representation. But if circumstances change and employees fear opportunistic behavior by an
employer, employees may intend to install a works council in order to protect their rents. For
instance, an employer could exploit an employee’s dependency upon the establishment in
terms of investments in firm-specific human capital. A works council’s rights of information
and codetermination make it more difficult for an employer to behave opportunistically and
an employer’s incentive to break implicit agreements is reduced (Hogan, 2001).
Summarizing, a works council can facilitate an efficient contracting when long-term relations
between an employer and employees exist, but an employer cannot credibly commit to take

interests of employees into account.

Before presenting the rights of a works council with regards to a dismissal derived from the
WCA in more detail, some other sources of the German Employer Protection Legislation
(EPL) should be outlined. In addition to the German Civil Code, the Employer Protection
against Dismissal Act (PADA) is of particular relevance with respect to individual
dismissals.™* According to the PADA, a dismissal of an employee with more than half a year

1 For more detailed information on the regulations of the German Civil Code and the Employer Protection
against Dismissal Act see Eger (2003).
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of tenure is socially unjustified, unless there is personnel misconduct, a lack of individual
capabilities or an operational reason. In case of an operational reason, the PADA prompts an
employer to select employees in accordance to social criteria as age and tenure, alimony
payments as well as individual disabilities. The regulations of the PADA have to be adopted
in firms with more than 10 permanent employees. In practice, the regulations of the PADA

and the WCA will be applied together in case of a works council’s presence within a firm.

Turning to the regulations of the WCA, works councils are endowed with substantial
consultation and consent rights with respect to individual dismissals. Every dismissal has to
be discussed with the works council. This includes the mentioning of certain reasons for a
dismissal to the works council. If an employer does not consult the works council, the
dismissal is null and void (§ 102 (1) WCA). Works councils may give their consent, remain
silent, express their misgivings or insert a contradiction. A works council is supposed to
consult the employees in question before it takes a stand, as long as it appears necessary (8
102 (2) WCA). If a works council has an objection to an ordinary (extraordinary) dismissal, it
is to respond to the employer in writing within one week (three days) giving its reasons. A
works council can oppose a dismissal if the employer disregarded or did not take social
aspects as mentioned above sufficiently into account. Moreover, a works council will object a
dismissal if the employee would be able to be kept on at another job within the same firm or
in another firm of the same company. A works council will also object a dismissal if the
employee would be able to be kept on after a reasonable amount of further training or after a
change in certain terms of the contract (8 102 (3) WCA). The opinion of the works council is
not binding to the employer, however, the latter should deal with it in the spirit of mutual
trust. If the works council has lodged an objection, the employee is entitled to continued
employment until a final judgment or a settlement is given (§ 102 (5) WCA).*? In case of an
unlawful dismissal from court’s view, employees have the right for reinstatement. Since a

further cooperation between employee and employer is not to be expected, the court can

12 Since the PADA itself may be applicable in such a case, the existence of a works council is not a necessary
prerequisite to file a lawsuit in order to dispute the termination of the contract.
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dissolve an employment contract and obligate an employer to pay a financial compensation in

terms of a severance payment.*

Furthermore, the employer has to inform the works council of any proposed alterations that
may include substantial disadvantages to the workforce or a large part thereof. This includes
both the timetable for the implementation as well as the number of affected employees (8§ 111
WCA). In case of a collective dismissal, the employer is obliged to pay a financial
compensation to the affected employees. According to § 112 WCA, an employer has to
negotiate a social plan in firms with more than 20 employees at the request of a works
council. If the employer and the works council do not receive an agreement concerning a
social compensation plan, both may ultimately submit the case to a conciliation committee.
Besides the financial burden on the company, the conciliation committee has to take social
interests of employees into account when making a decision. As a compensation for any
financial disadvantages such as an income reduction or loss of firm pension schemes, an

employee will receive a severance payment.

This characterization of the institutional background points out that German works councils
are endowed with substantial bargaining power which can also be applied to dismissals,
voluntary quits and severance payments. In the following section direct and indirect effects of
works councils on these issues will be described more closely. At first, theoretical
considerations with regards to works councils and dismissals will be presented. Then, the
relationship between works councils and voluntary quits will be focused on and theoretical
considerations for certain subgroups of employees will be given. Additionally, considerations
concerning the relationship between works councils and severance payments for dismissed

employees will complete this paragraph.

3 However, it has to be noted that a court decision is not necessary to receive a severance payment. Employers
usually aim to avoid such court procedures because they are worried about their reputation (Grund, 2006). Both
parties can reach a mutual agreement including severance payments with the help of a court but without an
official decision. Hence, employees will be offered a severance payment, if they agree to a termination of their
employment contract. If both parties do not reach an agreement, the procedure will end up in a court decision. In
addition, the amended Employer Protection Act (EPA) also contains the opportunity of a severance payment.
According to § 1a EPA, employees will receive a severance payment of a half monthly wage per year of tenure,
if they abstain from a dismissal protection claim.
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4.3.2 Theoretical considerations and hypotheses

In the following section the relationship between works councils and dismissals will be
examined more closely. Since works councils are enabled to use their extensive participation
rights on dismissals directly, a negative correlation between works councils and employees’

dismissal rate is to be expected.

Due to their specific consultation and consent rights in case of individual dismissals, works
councils can prevent or at least delay dismissals. According to Jahn (2005) and Hirsch et al.
(2010), works councils exert a function of social insurance against labor market risks such as
income risks due to unemployment. In particular, dimensions threatening the livelihood of an
employee should be avoided. In addition to its insurance function, works councils act as
safeguards against employer opportunism and as protectors of employees’ rents (Backes-
Gellner, Frick and Sadowski, 1997). Jirjahn (2009) argues that the implicit promise of
employment security may be relevant concerning deferred compensation. While employees
earn less than their marginal products early in their career, they earn more than their marginal
products later on (Lazear, 1979; 1981). Assuming such a wage profile in an institutional
vacuum, employers will be tempted to dismiss employees by the time the wage rate exceeds
the marginal product. At that point of time, a firm can maximize its “dismissal rate” (Frick
and Moller, 2003). Following Addison (2009), an existing worker representation may
facilitate a more secure and efficient contracting. If there are long-term working relationships
between an employer and employees, but reputation mechanism are not sufficient against
such opportunistic behavior or an employer does not credibly take ex ante promises into
account, a worker representation will anticipate and try to inhibit such employer behavior. A

works council may use its extensive bargaining power in order to prevent a dismissal.

Additionally, works councils do not only inhibit employer’s opportunistic behavior, they may
also foster the formation of internal labor markets and human capital investments (Ellguth,
2006). Due to rising investments in firm-specific human capital, firms do not have to poach
employees from other firms within the same sector, an approach which usually results in
much higher costs. Moreover, Pfeifer (2010) argues that internal labor markets and
promotions serve as an instrument to allocate employees more efficiently. Since firms learn

more about employees’ abilities and working attitudes, information asymmetries will be
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reduced and a better job matching will follow. Therefore, an existing works council is also

supposed to reduce employees’ dismissal rates indirectly.

Moreover, dismissals will be less likely in firms with a works council since a works council
may increase separation costs. As mentioned above, the WCA regulates works councils’
participation rights in more detail. In case of a works council’s objection to a dismissal, an
employee is entitled to continue working until a judicial decision or a settlement is reached
(Frick and Mdller, 2003). In addition to court costs, judicial decisions may include severance
payments for affected employees. These considerations hint at higher separation costs in firms
with a works council. Therefore, an employer would rather refrain from a dismissal in such an

environment.

Finally, Dilger (2002) as well as Ellguth (2006) argue that works councils are interested in
stable employment relations in order to secure their re-election. Therefore, a works council
should act in the sense of the core workforce. Works councils may use their bargaining power
derived from codetermination rights in order to keep an employer from dismissing employees.
To sum up, the following hypothesis can be stated:

Hypothesis 1: Individual dismissals are reduced by works councils.

According to Dilger (2002), a works council cannot force an employee to stay in a firm since
works councils do not have veto-rights concerning voluntary quits. However, a works council
may affect voluntary quits indirectly. Various considerations are feasible indicating at a

negative correlation between works councils and voluntary quits.

First, based on the exit-voice model of Hirschman (1970), works councils provide a collective
“voice” for the employees of a firm. This voice channel is expected to improve
communication between the employer and the employees since it acts as a substitute for exit
for dissatisfied employees. Thereby, preferences of employees will be collected by a works
council and communicated to the employer. If the employer improves working conditions
according to a works council’s proposals, employees’ motivation and job satisfaction will
increase. This may also lead to a lower voluntary quit rate. Moreover, a lower quit rate may
imply an increase in firm-specific investments in human capital and thus a rise in
productivity. In this case, works councils may be beneficial to both employer and employees
by creating additional rents (Kraft and Lang, 2008).

97



Second, considerations with respect to trust and cooperation may also be relevant (Addison et
al., 2001; Frege, 2002; Jirjahn and Kraft, 2007). Works councils may increase trust and
cooperation between employer and employees by improving the information flow between
both sides and a restraining of employers’ opportunistic behavior. On the one hand, employers
may take advantage of an asymmetrical distribution of information and pretend a worse
economic situation that requires an increased working effort. In the absence of a works
council, employees do not know whether the employer only feigns a crisis or the firm is in
real danger. On the other hand, employees may withhold information about potential
performance enhancing innovations fearing that this information will entail job losses or
increasing workload. Summarizing, employees will not cooperate and increase effort when an
employer cannot credibly commit to take their interests into account (Addison, 2009).
Provided with information and codetermination rights, works councils will protect employees’
interests resulting in a high cooperativeness, an increase in job satisfaction and a lower

probability of employees leaving a firm.

Third, fairness considerations should also be taken into account. Employees may assess a
participation in decision-making processes higher than the final result. In this context, Frey et.
al (2004) argue that an employees’ motivation and job satisfaction is positively affected by
respect and appreciation expressed by the employer of a firm. An elected works council may
represent employees in various meeting. This may lead to an increase of procedural fairness
from employees’ point of view, an increase in their job satisfaction and a reduced voluntary

quit rate.

Finally, works councils do not only protect employees’ rents, but may also influence the
redistribution of rents (Addison et al., 2001). Works councils act as a body of control of
collective agreements on a firm level. However, agreements between a works council and the
management of a firm shall not deal with wages that have usually been fixed by collective
agreements. Works councils may derive indirect influence on wages by making use of their
codetermination rights. These rights enable works councils to achieve employer concessions
at issues where works councils do not have legal powers according to the WCA (Jirjahn,
2009). If works councils and the management fail to reach an agreement with respect to
wages, works councils can threaten to be uncooperative when it comes to issues where their

considerable codetermination rights apply. Hence, works councils may induce wages above
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the collectively bargained levels or they can participate in the allocation of employees in
higher wage groups. Hirsch et al. (2010) also emphasize the monopoly role of works councils
indicating that voluntary quits are likely to be lowered by an increase in wages. To sum up,

the following hypothesis can be derived:

Hypothesis 2: Voluntary quits are reduced by works councils.

If works councils are negatively associated with both dismissals and voluntary quits of
employees, the question arises whether certain groups of employees benefit more than others
from the presence of a works council. Gender differences as well as employees’ occupational

status will be examined more closely.

In regards to gender differences, some arguments hint at the fact that works councils are more
inclined to represent the interests of male employees (Hirsch et al., 2010). First, their share in
the workforce is traditionally higher than that of women. Hubler and Jirjahn (2003) and
Addison et al. (2003) show that an increasing share of women in an establishment is
negatively associated with the probability of a works council’s incidence. Second, works
councils members are for the most part men. The share of male works councilors is even
higher than their employment share. Following the similarity-attraction-paradigm (Byrne,
1971), works councils support employees with similar characteristics and therefore use their

extensive rights to reduce the number of dismissals of men rather than that of women.

With respect to voluntary quits both men and women may benefit from a works council’s
existence. As mentioned above, works councils are more inclined to represent interests of
male employees. In the sense of a collective voice, works councils may get involved for the
benefit of men and therefore male employees will more likely abstain from leaving a firm
voluntarily. However, works councils may also reduce voluntary quits of female employees.
Many studies show that a works council correlates negatively with a gender wage gap
(Gartner and Stephan, 2004; Heinze and Wolf, 2010; Addison et al., 2010). Hence, works
council foster equal treatment of male and female employees and limits potential wage
discrimination within a firm. If women experience higher wage fairness as one possible

reason, their intention to leave a firm voluntarily will also be reduced.

Taking employees’ occupational status into account, a negative correlation between works
councils and dismissals for blue collar workers may particularly be expected. If the workforce
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of a firm is characterized by a large heterogeneity concerning job conditions and interests, it
will be difficult for a works council to balance all interests (Tirole, 2001). Since blue collar
workers exhibit similar job conditions and workload, it might be less difficult for a works
council to represent their interests to the management (Jirjahn and Tsertsvadze, 2006). Using
their bargaining power in formal or informal negotiations derived from extensive

codetermination rights, works councils will reduce blue collar workers’ dismissal rate.

Similar considerations may be relevant regarding the relationship between works councils and
voluntary quits of blue collar workers. Direct communication with the management and
decision participation is more difficult for blue collar workers. An existing works council will
improve this situation and will get involved for the benefit of this subgroup of employees.
This may lead to procedural fairness from a blue collar worker’s point of view. Pfeifer (2007)
argues that works councils support blue collar workers in making contact with supervisors.
Works councils may even be helpful in bargaining issues. Moreover, works councils have
codetermination rights concerning working time regulations for shift working which are
particularly relevant for blue collar workers. However, with respect to white collar workers
and voluntary quits, the formation of internal labor markets and an increase in human capital

investments may also influence affected employees not to leave a firm voluntarily.

Finally, works councils do not have direct rights concerning severance payments for
individually dismissed employees. However, they may use their extensive bargaining power
indirectly to support affected employees and make the receipt of a severance payment more
likely. In particular, individuals with bad future job prospects may suffer from income risks
due to unemployment. A severance payment may be interpreted as a temporary financial

compensation.

4.4  Data, variables and statistical procedure

4.4.1 Dataand variables

The analysis in this contribution is based on the GSOEP. Within the survey, individuals are
asked about their employment situation in more detail. Hence, they also have to respond to
potential questions with respect to employment changes and severance payments as a
consequence of certain types of separations. Focusing on the years 2001 and 2006, the dataset

is limited to full- and part-time employees between 18 and 65 of age who work in private
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sector firms with five or more employees. Civil servants are excluded from this analysis.
According to these limitations, estimations encompass 8,757 observations for both years.
While employees who stayed in a firm during the observation period are used as a reference
category (8,214 employees), 309 individuals reported a voluntary quit and 234 employees an
individual dismissal. Furthermore, these dismissed employees answered whether they

received a severance payment or not.

In contrast to many other studies concerning works councils and separations, the GSOEP
facilitates a clear differentiation between individual dismissals and voluntary quits.* At first,
the impact of works councils on dismissals is examined. Within the wave of 2002 (2007)
respondents are asked whether they left their job since the beginning of the year 2001 (2006).
Moreover, the individuals have to respond to the question why their job was terminated.
Therefore, individual dismissals act as the first dependent variable (dummy, 1=yes, 0=no).
Voluntary quits by employees is used as the second dependent dummy variable (1=yes,
0=no). The first column of Table 4.1 shows that both the share of individuals who were
dismissed by an employer (0.03) as well as the share of individuals who left the firm

voluntary (0.04) is relatively low.

The main focus is laid on the existence of a works council which is used as a dummy variable
(1=yes, 0=no). Focusing on the whole sample, the ratio of individuals quoting a works
council’s incidence is about 0.58. The ratio of dismissed employees as well as voluntary
mover having a works council is much lower than that of stayer. Furthermore, there are
considerable differences between the groups with regards to age, marital status, children in the

household, Residence in East-Germany, tenure (in years) or the monthly gross wage.

It has to be noted that the GSOEP contains additional information with regards to individual separations.
However, mutual agreements, retirements and temporary employment are not subject of this paper. Furthermore,
GSOEP data do not facilitate a differentiation between dismissals due to either misconduct of an individual
employee or an operational requirement of a firm.
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Table 4.1: Descriptive statistics

Whole Sample Dismissals Voluntary quits Stayer
Mean SD Mean SD Mean SD Mean SD
Dismissals 0.03 1 0 0
Voluntary quits 0,04 0 1 0
Works council (dummy, 1=yes) 0.58 0.30 0.40 0.60
Individual characteristics
Age (in years) 41,55 9.81 39.00 11.07 34.88 9.00 41.87 9,70
Disability (dummy, 1=yes) 0.05 0.03 0.02 0.05
Marital status (dummy, 1=married) 0.68 0.57 0.54 0.69
Sex (dummy, 1=male) 0.62 0.59 0.58 0.62
Children in the household (dummy, 1=yes) 0.40 0.31 0.41 0.40
Nationality (dummy, 1=German) 0.91 0.90 0.91 0.91
Residence in East-Germany (dummy, 1=yes) 0.21 0.34 0.17 0.21
Years of schooling 12.18 251 11.46 2.14 12.73 2.72 12,18 2,50
Job characteristics
Gross monthly wage 2,778.38 1,679.83 2,000.13 968.69 2,490.52 1,686.53 2,811.38 1,689.27
Employment status (dummy, 1=fulltime) 0.84 0.87 0.82 0.84
Job status:
Untrained and semi-trained blue collar workers 0.17 0.29 0.17 0.18
Trained blue collar workers 0.20 0.25 0.16 0.20
Foreman/teamleader 0.05 0.03 0.03 0.05
White collar workers with simple tasks 0.11 0.15 0.13 0.10
Qualified professional 0.26 0.19 0.26 0.26
Highly qualified professional 021 0.09 0.25 021
Firm size:
5 - 19 employees 0.18 0.30 0.25 0.17
20-199 employees 0.35 0.45 0.40 0.34
200 - 1999 employees 0.24 0.15 0.18 0.25
2000+ employees 0.23 0.10 0.17 0.24
Industry:
Public/Private Services 0.10 0.08 0.13 0.10
Construction 0.08 0.22 0.07 0.07
Financial/Corporate Services 0.14 0.12 0.18 0.14
Retail/Tourism/Transportation 0.24 0.26 0.34 0.23
Manufacturing 0.44 0.32 0.28 0.45
Concerns about job security:
Not concerned at all 0.40 0.37 0.46 0.40
Somewhat concerned 0.45 0.42 0.42 0.45
Very concerned 0.15 0.21 0.12 0.15
Observations 8757 234 309 8214




In order to determine the association of works councils with individual dismissals as well as
voluntary quits, it is also controlled for further individual, job- and firm-based characteristics.
These characteristics include years of schooling, dummies for sex, nationality and a disability
as well as dummies for job status (untrained and semi-trained blue collar workers, trained blue
collar workers, foreman, white collar workers with simple tasks, qualified professional and
highly qualified professional), type of working contract (part-time vs. full-time), industry (5
categories) and firm size (4 categories).

In case of an employment termination, individuals should also reply whether they obtained a
severance payment. Only employees who were individually dismissed will be regarded since
employees receive severance payments particularly due to dismissals (Jahn 2005). Therefore,
severance payments for dismissed employees act as the third dependent variable (1=yes,
0=no). Information about life insurance as well as sickness of more than six weeks, alimony
payments and the difficulty in finding a new job are used as additional independent variables

in the severance payment model.

4.4.2 Statistical procedure

Starting with some descriptive statistics, both the dismissal rate as well as the voluntary quit
rate of employees with and without a works council will be compared. Then, as individually
dismissed employees, voluntary mover as well as stayer are taken into account, a multinomial

logit model of the following form will be used in a multivariate analysis:

eWC-/)’+x'-y+z'-5+0/VC-WL2) ¢

Priy=})= 3
ieWC~/3+x'~y+z'~§+0Nc-w1'2).¢ ) fOI’J—O,l,Z

k=0
where j=0 if the employee stayed in a firm, j=1 if the employee was individually dismissed,

j=2 if the employee left a firm voluntarily. The parameter f characterizes the coefficient of
the works council variable, » and & the coefficients of individual and job based variables.

Additionally, interaction terms are used in order to examine a works councils’ influence with

respect to certain subgroups. ¢ characterizes the coefficient of the interaction term. The
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works council variable will be interacted with either the gender variable (w;) or the variable

reflecting employees’ occupational status (w5).

With regards to the relationship between works councils and severance payments for
dismissed employees, a similar proceeding will be applied. In addition to some descriptive
statistics, a Heckman approach (two step approach) will be used in order to take selection
issues into account. Employees receiving a severance payment are not a random selection of
all dismissed employees (Grund, 2006). Even before a possible impact of a works council on
a severance payment, a works council can influence an employer’s decision with respect to a
dismissal. An ordinary probit estimation on the sample of dismissed employees will be biased
and inconsistent. Therefore, as a first step, the probability of an employee’s dismissal will be
computed. In a second step, this term is to be included as an additional regressor in the

severance payment model. The basic equation for examining the impact of a works council is
y=a+WC-S+X -y+2 -5+WC-w,,) ¢+e,

where y is the outcome variable of interest (severance payment for dismissed employees). The

parameter £, y,o and ¢ are characterized as mentioned above. Moreover, « depicts the

constant term and ¢ the residual.

45  Empirical results

In this paragraph, empirical results with respect to the interrelation of works councils and both
individual dismissals as well as voluntary quits will be illustrated. Then, it will be turned to
severance payments for dismissed employees. Corresponding results with regards to certain

subgroups of employees will presented after depicting general estimations.

4.5.1 Works councils, dismissals and voluntary quits

As a first indicator, differences with respect to both dismissals and voluntary quits between
employees with and without a works council are examined. Table 4.2 shows that the dismissal
rate is significantly lower for employees in a firm with a works council (0.01 to 0.05). This is
also true for voluntary quits (0.03 to 0.05). With regards to gender, it is observable that men
account for more than 0.60 of the entire workforce. Both dismissal rates and voluntary quit

rates are significantly lower for men and women in firms with a works council. However,
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descriptive statistics show that differences are stronger for men (dismissals: 0.01 to 0.05;

voluntary quits: 0.03 to 0.05).

Table 4.2: Mean comparison — separations

Dismissals Voluntary quits
N Mean N Mean
all employees 8448 0,03 8523 0,04
Whole sample works council 4967 001 ., 5019 003 L.«
no works council 3481 0,05 3504 0,05
all employees 5244 0,03 5285 0,04
Male works council 3300 0,01 o 3338 0,03 o
no works council 1944 0,05 1947 0,05
all employees 3204 0,03 3238 0,04
Female works council 1667 002 . 1681 0,03 .
no works council 1537 0,04 1557 0,05
all employees 1447 0,05 1435 0,04
Untrained and semi-trained blue collar workers works council 874 003 . 872 0,03 s
no works council 573 0,07 563 0,05
all employees 1699 0,03 1689 0,03
Trained blue collar workers works council 955 0,01 . 958 0,01 .
no works council 744 0,07 731 0,05
all employees 429 0,02 430 0,02
Foreman/Teamleader works council 262 0,01 - 265 0,02
no works council 167 0,04 165 0,02
all employees 885 0,04 890 0,04
White collar workers with simple tasks works council 394 0,03 395 0,03 *
no works council 491 0,05 495 0,06
all employees 2208 0,02 2242 0,04
Qualified professional works council 1307 0,01 o 1327 0,02 o
no works council 901 0,04 915 0,05
all employees 1780 0,01 1837 0,04
Highly qualified professional works council 1175 0,01 . 1202 0,03 .
no works council 605 0,02 635 0,07

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%.

Differences are also detectable with respect to employees’ occupational status. First, it should
be noted that the share of blue collar workers is about 0.42. Dismissal and voluntary quit rates
are particularly lower for trained blue collar workers (dismissals: 0.01 to 0.07; voluntary
quits: 0.01 to 0.05) and qualified professionals (dismissals: 0.01 to 0.04; voluntary quits: 0.02
to 0.05) when a works council exists. Lower dismissal rates also occur for untrained and semi-

trained blue collar workers, foremen as well as for highly qualified employees.
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Complementary, untrained and semi-trained blue collar workers, white collar workers with
simple tasks as well as highly qualified professionals exhibit lower voluntary quit rates in
firms with a works council. These differences indicate that works councils are negatively
correlated with separations of qualified blue and white collar workers in particular. However,

these differences cannot be interpreted as works councils’ effects.

In the following multivariate analysis it will be examined whether these results also hold true
when controlling for a number of individual and job based characteristics. The panel character
of the data is used. A multinomial logit approach is applied as described above. It can be
argued that the existence of a works council may not only correlate with dismissals and
voluntary quits in general, but for men and qualified employees in particular. Hence, using
interaction terms the relationship between works councils and both dismissals as well as

voluntary quits for several subgroups of employees is also examined.

The works council variable is the variable of interest. Employees without a works council
serve as a reference category in both general estimations. Results of model (1) in Table 4.3
show that works councils are negatively associated with individual dismissals. Hence,
hypothesis 1 stating that individual dismissals are less likely in firms with a works council can
be confirmed. Works councils may exert an insurance function or act as a safeguard against
employer opportunism in order to reduce individual dismissals. Furthermore, works councils
may also affect voluntary quits indirectly. Turning to model (4) of Table 4.3, works councils
are negatively correlated with employees’ voluntary quit rate. The second hypothesis can also
be confirmed that works councils exhibit a negative relationship with voluntary quits.®> An
existing works council acting as a collective voice institution may improve working
conditions within a workplace or foster trust between employer and the workforce. As a

consequence, an employee’s intention to leave a firm voluntarily will be decreased.

Furthermore, the relationship between works councils and separations of both men and
women are considered more closely by interacting the sex and works council dummy. Men

without a works council serve as a reference category in both models. The works council’s

1> Controlling for employees’ job satisfaction in a further step, the significant negative impact of a works council
can be confirmed. Additionally, employees’ job satisfaction and voluntary quits are also negatively correlated.
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coefficient is negatively associated with dismissals (see model (2) of Table 4.3). Hence, men
benefit from a works council’s existence in case of individual dismissals. But results show
that works councils do not have an impact on dismissals of women. Although the coefficient
of the interaction term is not significant, further estimations reveal that an existing works
council does not affect dismissals of women. Turning to voluntary quits, the works council’s
coefficient in model (5) of Table 4.3 exhibits a negative significance. VVoluntary quits of male
employees are less likely in firms with a works council. Boockmann and Steffes (2010) also
find a negative relationship between works councils and separations both to new employment
and unemployment for male employees based on employer-employee data. These kinds of
separations can be interpreted as proxies for voluntary and involuntary firm leaves. In
addition, works councils are also negatively related to voluntary quits of female employees.
The coefficient of the interaction term “works council x women” is not significantly different
from zero. Hence, an existing works council does not affect voluntary quits of men and
women differently. This result is not surprising since previous empirical results show that
works councils are also committed for women by reducing a gender wage gap (Gartner and
Stefan, 2004; Heinze and Wolf, 2010; Addison et al., 2010) or by introducing family friendly
working practices within a firm (Heywood and Jirjahn, 2009). This may lead to a higher level
of justice within a workplace, may contribute to an equalization of men and women in a firm
or an improved well-being among female employees. A higher job satisfaction and a lower
voluntary quit rate will follow. Summarizing, these results are in line with results of Hirsch et
al. (2010) arguing that works councils are more favorable for men than for women. The
hitherto presented empirical results of this study can be interpreted as a further indication that

works councils primarily represent the interests of male employees.
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Table 4.3: Separations regressions

Dismissals (Multinomial logit approach, reference category: stayer)

Voluntary quits (Multinomial logit approach, reference category: stayer)

1) (&) ®) 4) (®) (6)

Whole sample Gender Occupational status Whole sample Gender Occupational status
Works council (dummy, 1=yes) -0.628***(0.178) -0.806***(0.224) -0.258 (0.279) -0.380** (0.149) -0.389** (0.183) -0.098 (0.292)
Age (in years) -0.120** (0.050) -0.122** (0.050) -0.119** (0.050) -0.107** (0.050) -0.107** (0.050) -0.109** (0.050)
Age-squared*100 0.149** (0.001) 0.152** (0.001) 0.149** (0.001) 0.079 (0.001) 0.079 (0.001) 0.081 (0.001)
Disability (dummy, 1=yes) -0.279 (0.376) -0.279 (0.376) -0.280 (0.376) -0.475 (0.426) -0.475 (0.426) -0.465 (0.426)
Marital status (dummy, 1=married) -0.061 (0.169) -0.059 (0.169) -0.070 (0.169) 0.059 (0.147) 0.060 (0.147) 0.065 (0.147)
Sex (dummy, 1=male) -0.044 (0.183) 0.097 (0.211) -0.026 (0.183) .0.109 (0.154) 0.120 (0.185) 0.120 (0.154)
Children in the household (dummy,1=yes) -0.391** (0.163) -0.387** (0.163) -0.396** (0.163) -0.001 (0.135) -0.001 (0.136) -0.007 (0.136)
Nationality (dummy, 1=German) 0.124 (0.249) 0.129 (0.249) 0.161 (0.249) 0.111 (0.216) 0.111 (0.216) 0.123 (0.217)
Residence in East-Germany (dummy, 1=yes) -0.116 (0.170) -0.121 (0.170) -0.132 (0.171) -0.501***(0.167) -0.502***(0.167) -0.507***(0.167)
Years of schooling -0.055 (0.044) -0.054 (0.044) -0.059 (0.044) 0.070** (0.032) 0.070** (0.032) 0.071** (0.032)
Tenure (in years) -0.083***(0.014) -0.083***(0.137) -0.083***(0.014) -0.120***(0.015) -0.120***(0.015) -0.121***(0.015)
Monthly gross wage*100 -0.028***(0.000) -0.028***(0.000) -0.029***(0.000) -0.005 (0.000) -0.005 (0.000) -0.005 (0.000)
Employment status (dummy,1=fulltime) 0.515** (0.246) 0.510** (0.247) 0.527** (0.247) -0.067 (0.198) -0.068 (0.198) -0.072 (0.199)
Job status (base category: untrained and semi-trained blue collar workers)
Trained blue collar workers -0.304 (0.209) -0.310 (0.209) -0.015 (0.247) -0.207 (0.218) -0.207 (0.218) 0.069 (0.273)
Foreman/teamleader -0.483 (0.405) -0.499 (0.406) -0.355 (0.472) -0.140 (0.384) -0.141 (0.384) -0.406 (0.557)
White collar workers with simple tasks -0.121 (0.243) -0.114 (0.243) -0.071 (0.293) -0.322 (0.231) -0.321 (0.231) -0.156 (0.288)
Qualified professional -0.262 (0.237) -0.264 (0.237) -0.070 (0.276) -0.224 (0.208) -0.224 (0.208) -0.053 (0.262)
Highly qualified professional/managerial position -0.198 (0.352) -0.210 (0.352) -0.252 (0.418) 0.091 (0.265) 0.090 (0.265) 0.171 (0.312)
Firm size (base category: 5-19 employees)
20 - 199 employees 0.057 (0.172) 0.054 (0.172) 0.073 (0.172) 0.067 (0.161) 0.067 (0.161) 0.076 (0.161)
200 - 1999 employees -0.059 (0.246) -0.061 (0.246) -0.028 (0.247) -0.099 (0.213) -0.100 (0.213) -0.092 (0.214)
>=2000 employees -0.246 (0.283) -0.248 (0.283) -0.219 (0.284) -0.158 (0.223) -0.158 (0.223) -0.147 (0.223)
WC*Female 0.405 (0.299) 0.023 (0.249)
WC*Trained blue collar workers -0.936** (0.443) -0.722*(0.437)
WC*Foreman/teamleader -0.291 (0.874) 0.588 (0.746)
WC*White collar workers with simple tasks -0.028 (0.465) -0.401 (0.458)
WC*Qualified professional -0.988** (0.451) -0.384 (0.371)
WC*Highly qualified professional 0.137 (0.518) -0.186 (0.370)
Industry dummies Yes Yes Yes Yes Yes Yes
Concerns about job security (dummies) Yes Yes Yes Yes Yes Yes
Year dummy Yes Yes Yes Yes Yes Yes
Intercept -0.515 (1.083) -0.571 (1.085) -0.679 (1.090) -0.075 (0.982) -0.080 (0.983) -0.202 (0.990)
Number of observations 8757 8757 8757 8757 8753 8753
Pseudo R 0.14 0.14 0.14 0.14 0.14 0.14

Notes: Robust standard errors in parentheses; * significant at 10%; ** significant at 5%; *** significant at 1%




The relationship between works councils, separation rates and employees’ occupational status
is also analyzed. Unskilled and semi-skilled blue collar workers without a works council serve
as a reference category in models (3) and (6) of Table 4.3. The results provide empirical
evidence that only the interaction of works councils and trained blue collar workers as well as
qualified professionals is significantly negatively correlated with both dismissals and
voluntary quits. Boockmann and Steffes (2010) show that works councils are associated with
lower job exits including unemployment and non-employment, job-to-job change as well as
recalls for male skilled blue collar workers, but no differences for white collar workers are
observable. The presented results are in contrast to theoretical considerations of Frick (1996)
arguing that works councils should support employees with reduced opportunities in the
external market due to lower qualification levels in case of dismissals. However, in the long
run it is reasonable that works councils aim to reduce both dismissals as well as voluntary
quits of qualified employees. It is beneficial to the firm’s economic success and a long-term
survivability of a firm to employ qualified and more productive employees. For instance, a
reduced number of voluntary quits implies an increase in human capital investments and thus
firm-specific human capital remains within the firm. The subgroup of highly qualified
professionals is not affected in the multivariate analysis. This is not surprising since the
interests of highly qualified professionals are not included in works councils’ tasks according
to the 85 (3) WCA. Hence, the results of the mean comparisons can be confirmed that

particularly employees with higher job levels benefit from a works council’s presence.

In addition, further control variables are also significantly associated with dismissals and
voluntary quits. The results are mostly as expected. The probability of both dismissals and
voluntary quits is negatively associated with age and tenure. While dismissals are less likely
for employees with children in the household, dismissals are more likely for full-time

employees.

In a further step, robustness checks are run. At first, the correlation of works councils and
dismissals with respect to different firm size categories is analyzed. In mid-sized firms legal
rights of a works council are a datum and a sufficient number of firms report a works
council’s existence (Addison et al., 2001). Within this analysis, about 0.35 of all employees
working in mid-sized firms (20-199 employees) report the presence of a works council.

Previous empirical results of this study can only be confirmed for this firm size category. This
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is in line with results of Frick (1996) who argues that with an increasing firm size reputation
costs of dismissals rise. Moreover, results also show that the negative correlation of works
councils and voluntary quits is only detectable for small and medium sized firms. The
negative correlation diminishes with firm size. In sum, the number of affected employees as
well as the coverage of works councils in firms with different firm sizes may be a crucial
factor in order to obtain significant results. It should be noted that the dismissal rate of firms
with more than 200 employees is below 0.02 and the voluntary quit rate of these firms is
about 0.03. Additionally, almost every individual working in a firm with more than 200
employees reports the presence of a works council (200-1999 employees: 0.84; more than
2000 employees: 0.90).

Moreover, separations of employees should depend on the economic situation of a firm. Kraft
and Lang (2008) argue that a works council is more likely to be installed when firms are
facing a bad economic situation and employees are concerned about job security. This is in
line with results of Jirjahn (2009) who concludes that the introduction of a works council is
more likely in economically bad times and a poor employment growth. Hence, results of both
studies indicate that works councils are rather established in order to protect employees’ rents
than to act as a rent seeking institution. Beckmann et al. (2010) also emphasize two
contradictory effects of works councils: the rent-seeking effect and the employment-
protection effect. Assuming a strict trade-off between both effects, the authors find evidence
for the rent seeking effect of a works council during a good financial situation. Beckmann et
al. (2010) provide a plausible explanation for the deviating outcomes in comparison to
previously mentioned studies. First, they address the issue of unobserved firm characteristics
and the problem of endogeneity within the main explanatory variables by applying
appropriate estimation approaches. Second, these explanatory variables are continuously
scaled and do not only reflect subjective evaluations of firm representatives in terms of
dummy variables. While the present contribution does not analyze whether a works council
pursues a rent protection or a rent seeking function, it is examined whether the association
between a works council and an employment separation depends on the economic situation of
a firm. From a theoretical point of view, it is more likely that a works council agrees to a
dismissal if the economic situation of a firm is bad in order to protect the jobs of the
remaining workforce (Dilger 2002). Frick and Maéller (2003) also mention that works councils

do not influence decisions with regards to dismissals when workforce reductions cannot be

110



avoided. In contrast, in a good economic situation firms are more likely to refrain from
dismissing employees. The results show that works councils do not have an impact on
dismissals when employees rate the economic situation of a firm as good. However, works
councils are negatively associated with dismissals when individuals are somewhat or very
concerned about job security. Thereby, dismissal rates in absolute terms hardly differ when
individuals are not or just somewhat concerned about job security. Hence, a works council
may use its participation rights and defend affected employees. Furthermore, it can be
assumed that a works council will only have an opportunity to prevent an employee’s
voluntary leave in a good economic situation. This is reasonable since good job prospects
foster an employee’s decision to stay in the current firm. An existing works council may
strengthen this attitude by using its voice function or increasing trust between employer and
employees. Empirical results confirm that works councils are only negatively associated with
voluntary quits when individuals are not concerned about job security. Summarizing, the
results of the robustness checks should be handled rather cautiously. In addition to the
problems mentioned above, the issue of causality due to cross-sectional comparisons is not

clear at all.

To sum up, the results support the hypotheses that works councils are negatively correlated
with both dismissals as well as voluntary quits. Separating the estimations to subgroups,
particularly men and qualified employees benefit from the presence of a works council.

4.5.2 Works councils and severance payments for dismissed employees

In a second step, the relationship between works councils and severance payments for
dismissed employees is examined. Since employees receive severance payments particularly
due to a dismissal (Jahn, 2005), this paper focuses on severance payments for dismissed
employees. A similar empirical approach as in the case of dismissals and voluntary quits is
chosen. First of all, some descriptive statistics will be presented. Differences with respect to
severance payments for dismissed employees with and without a works council are analyzed
(see Table 4.4).
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Table 4.4: Mean comparison — severance payments for dismissed employees

N Mean
all employees 234 0,18
Whole sample works council 71 0,25 %
no works council 163 0,14
all employees 137 0,14
Male works council 38 0,16
no works council 99 0,13
all employees 97 0,23
Female works council 33 0,36 *%
no works council 64 0,16
all employees 68 0,15
Untrained and semi-trained blue collar workers  works council 28 0,18
no works council 40 0,13
all employees 58 0,03
Trained blue collar workers works council 10 0
no works council 48 0,04
all employees 8 0,25
Foreman/Teamleader works council 2 0,5
no works council 6 0,17
all employees 34 0,29
White collar workers with simple tasks works council 11 0,27
no works council 23 0,3
all employees 45 0,24
Qualified professional works council 10 0,5
no works council 35 0,17
all employees 21 0,29
Highly qualified professional works council 10 04 * %
no works council 11 0,18

Notes: * significant at 10%; ** significant at 5%; *** significant at 1%

The share of dismissed employees receiving a severance payment is significantly higher in
firms with a works council (0.25 to 0.14). With regards to gender, only differences for women
are observable (0.36 to 0.16). Dismissed female employees receive a severance payment more
often in firms with a works council. Moreover, dismissed highly qualified professionals are

paid a financial compensation more often when a works council exists (0.40 to 0.18).

However, these results might change when applying multivariate tools and controlling for a
number of individual and job based characteristics. In addition to a general estimation, the
presence of works councils and the incidence of severance payments for several subgroups of
employees is examined. Regarding gender and employees’ occupational status, interaction
terms are used. Applying a Heckman approach, selection issues will be taken into account
since the receipt of a severance payment is not a random incidence. First, a works council
may influence an employer’s decision with respect to a dismissal. Then, a works council may

also affect the incidence of a severance payment. For instance, previous empirical results
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show that works councils will particularly support certain subgroups of employees such as
men or qualified employees. Therefore, using a Heckman correction, the probability of being
dismissed and receiving a severance payment is estimated in one conjoint approach
(Heckman, 1976).

Empirical results of the Heckman approach show that works councils are negatively
associated with the incidence of a severance payment for dismissed employees (model (1) of
Table 4.5).* This negative association between works councils and severance payments for
dismissed employees seems surprising. Theoretical considerations suggest that works councils
side with dismissed employees in order to create a financial compensation. Grund (2006)
provides empirical evidence for a positive correlation of firm size and the probability of a
severance payment in an individual dismissal model. The author argues that firm size can be
interpreted as a proxy for the presence of a works council since the probability of a works
council’s existence correlates positively with firm size. So one has to wonder why there is a
negative relationship between works councils and the incidence of severance payments for

dismissed employees?

Gensicke et al. (2008) point out that the probability of severance payments increases with a
works council’s objection against a dismissal. However, such an objection is only raised in
0.18 of all dismissals. In 0.58 of all dismissals, a works council approves an employer’s
decision to dismiss an employee. Ellguth (2006) reports a works council’s objection in 0.25 of
all dismissals and an expressing of misgivings in 0.1 of all cases. Due to a lack of data, this
study cannot distinguish whether a works council has given its consent, remained silent,
expressed its misgivings or inserted a contradiction to an employer’s dismissal. Following
descriptive statistics of both Ellguth (2006) as well as Gensicke et al. (2008), this may explain
the negative correlation of works councils and severance payments for dismissed employees.
If a works council does not object a dismissal, a works council will also not advocate a

severance payment for affected employees. Works councils’ tasks primarily consist in

1% It has to be noted that in a first step of each model the probability of a dismissal is computed. Since dismissals
were already analyzed more closely within the employment separation estimations, it will be abstained from an
interpretation of the coefficients in this section.
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representing the interests of the remaining workforce and not those of employees leaving a

firm.

In a further step, the relationship of works councils and the incidence of severance payments
for dismissed men and women are considered more closely (see model (2) of Table 4.5). Men
without a works council serve as a reference category. The works council’s coefficient is
negatively associated with a severance payment. Hence, the receipt of a severance payment is
less likely for dismissed men in firms with a works council. This result is rather surprising
since it is often cited that works council particularly sides with this subgroup of employees.
Previous studies report that the likelihood of receiving a severance payment is lower for men
than for women (Grund, 2006; Goerke and Pannenberg, 2010b). One reason could be that
dismissals due to an employee’s personal misconduct are more common among men than
women. Data of the present paper do not provide evidence concerning the reason for a
dismissal. However, a reasonable assumption would be that a works council will abstain from
siding with employees who were dismissed because of personal misconduct. In contrast, a
works council does not affect severance payments for dismissed women. Although the
coefficient of the interaction term “works council x women” is not significant, further
estimations using women without a works council as a reference category show that works

councils do not affect the incidence of severance payments of women.

Moreover, the interrelation between works councils, the incidence of a severance payment
and employees’ occupational status is analyzed in model (3) of Table 4.5. White collar
workers with simple tasks serve as a reference category. Only the works council’s variable
exhibits a significantly negative result. Hence, works councils are negatively correlated with
severance payments for dismissed white collar workers with simple tasks. These results are
rather surprising since in particular low-skilled employees may suffer from bad future job
prospects due to a low qualification level. With a financial compensation in terms of a
severance payment a dismissed employee would be given the opportunity to handle future

career moves more easily.

Numerous control variables are significantly associated with severance payments for
dismissed employees. Results of previous studies such as Grund (2006) can be confirmed. For
instance, the probability of a severance payment increases with years of schooling, children in

the household, tenure or firm size.

114



GTT

Table 4.5: Severance payments for dismissed employees regressions

Whole sample (1)

Gender (2)

Occupational status (3)

Sex (dummy, 1=male)
Children in the household (dummy, 1=yes)

-0.041 (0.060)
0.111* (0.061)

-0.044 (0.083)
-0.177** (0.074)

0.004 (0.067)
0.110* (0.061)

-0.044 (0.083)
-0.177** (0.074)

-0.038 (0.059)
0.131** (0.060)

Prob (severance pay) Prob (dismissal) Prob (severance pay) Prob (dismissal) Prob (severance pay) Prob (dismissal)
Works council (dummy, 1=yes) -0.124* (0.071) -0.273***(0.079) -0.176** (0.079) -0.273***(0.079) -0.358***(0.130) -0.273***(0.079)
Age 0.028* (0.017) -0.064***(0.023) 0.025 (0.017) -0.064***(0.023) 0.029* (0.016) -0.064***(0.023)
Age-squared*100 -0.031 (0.000) 0.079***(0.000) -0.028 (0.000) 0.079***(0.000) -0.032 (0.000) 0.079***(0.000)
Disability (dummy, 1=yes) -0.043 (0.120) -0.123 (0.161) -0.038 (0.120) -0.123 (0.161) -0.027 (0.119) -0.123 (0.160)
Marital status (dummy, 1=married) -0.070 (0.545) -0.028 (0.076) -0.063 (0.054) -0.028 (0.076) -0.085 (0.054) -0.028 (0.076)

-0.044 (0.083)
-0.177** (0.074)

Highly qualified professional

-0.240* (0.126)

-0.088 (0.155)

-0.238*(0.126)

-0.088 (0.155)

-0.378***(0.144)

Nationality (dummy, 1=German) -0.98 (0.083) 0.040 (0.112) -0.087 (0.083) 0.040 (0.112) -0.122 (0.082) 0.040 (0.112)
Residence in East-Germany (dummy, 1=yes) -0.105* (0.060) -0.060 (0.079) -0.105* (0.060) -0.060 (0.079) -0.104* (0.060) -0.060 (0.079)
Years of schooling 0.026* (0.015) -0.022 (0.019) 0.027* (0.015) -0.022 (0.019) 0.027* (0.014) -0.022 (0.019)
Sickness of more than 6 weeks (dummy, 1=yes) -0.041 (0.059) -0.032 (0.059) -0.031 (0.060)

Life insurance (dummy, 1=yes) 0.061 (0.047) 0.059 (0.047) 0.056 (0.046)

Tenure (in years) 0.011** (0.006) -0.032***(0.005) 0.011** (0.005) -0.032***(0.005) 0.012** (0.005) -0.032***(0.005)
Gross monthly wage*100 0.012***(0.000) -0.012***(0.000) 0.013***(0.000) -0.012***(0.000) 0.012***(0.000) -0.012***(0.000)
Employment status (dummy, 1=fulltime) -0.063 (0.086) 0.224** (0.109) -0.066 (0.086) 0.224** (0.109) -0.070 (0.085) 0.224** (0.109)
Job status (base category: untrained and semi-trained blue collar worker)

Trained blue collar workers -0.113 (0.071) -0.162 (0.099) -0.114 (0.070) -0.162 (0.099) -0.107 (0.076) -0.162 (0.009)
Foreman/teamleader 0.017 (0.130) -0.218 (0.179) 0.023 (0.130) -0.218 (0.179) -0.001 (0.142) -0.218 (0.179)
White collar workers with simple tasks 0.040 (0.077) -0.086 (0.113) 0.042 (0.077) -0.086 (0.113) 0.099 (0.090) -0.086 (0.113)
Qualified professional -0.065 (0.082) -0.136 (0.107) -0.056 (0.082) -0.136 (0.107) -0.095 (0.090) -0.136 (0.107)

-0.088 (0.155)

Firm size (base category: 5-19 employees)

20 - 199 employees 0.097* (0.053) 0.001 (0.081) 0.091* (0.053) 0.001 (0.081) 0.097* (0.052) 0.001 (0.081)
200 - 1999 employees 0.241***(0.080) -0.046 (0.110) 0.227** (0.80) -0.046 (0.110) 0.245***(0.079) -0.046 (0.110)
>=2000 employees 0.363***(0.094) -0.109 (0.123) 0.355***(0.094) -0.110 (0.123) 0.381***(0.093) -0.110 (0.123)
WC*Female 0.136 (0.094)

WC*Untrained and semi-trained blue collar workers 0.206 (0.145)

WC*Trained blue collar workers 0.164 (0.164)

WC*Foreman/teamleader 0.302 (0.287)

WC*Qualified professional 0.363** (0.166)

WC*Highly qualified professional 0.534***(0.181)

Difficulties in finding a new job (dummies) Yes Yes Yes Yes Yes Yes

Industry dummy Yes Yes Yes Yes Yes Yes

Concerns about job security (dummies) Yes Yes Yes Yes Yes Yes

Wave 2001 Yes Yes Yes Yes Yes Yes

Intercept -0.777** (0.373) 0.315 (0.506) -0.789** (0.371) 0.315 (0.506) -0.817** (0.372) 0.314 (0.506)
Rho -0.023 (0.506) -0.030 (0.491) -0.061 (0.483)

Lambda -1.168*** (0.047) -1.172*** (0.048) -1.189*** (0.053)
Number of observations 8448 8448 8448

Censored observations 8214 8214 8214

Uncensored observations 234 234 234

Wald chi2 93.17 96.21 108.18

Notes: Robust standard errors in parentheses; * significant at 10%; ** significant at 5%; *** significant at 1%.




As empirically determined, works councils are negatively correlated with severance payments
for dismissed employees. In the following section, it will be examined whether the incidence
and the amount of severance payments act as substitutes reflecting a higher financial
compensation in firms with a works council. Therefore, in a further step the relationship
between works councils and the amount of severance payments is examined. Differences
concerning the amount of severance payments between employees with and without a works
council are analyzed. However, due to a relatively small number of observations, it will be
abstained from a multivariate approach. The wages of the years 2001 are adjusted to prices of

the year 2006 by the consumer price index in order to make the data comparable.

There are only a few studies examining the size of individual severance payments in
Germany. Falke et al. (1981) observe an individual severance payment of 3,655 € on average
on the basis of a firm sample. Using individual data of the SOEP, Grund (2006) finds out that
severance payments due to collective dismissals are higher than severance payments due to
individual dismissals (10,400 € to 8,600 €). Gensicke et al. (2008) shows by the usage of
representative data of a telephone survey that dismissed employees receive an average
severance payment of 14,310 €. Goerke and Pannenberg (2010a) also apply data of the
GSOEP and report an average severance payment in the amount of 15,000 €. However, both
studies do not distinguish between individual and collective severance payments. Following
Grund (2006) a reason for the differences in the amount of mean severance payments between
the studies may be industry or business cycle effects. Results of this study show that the

average amount of an individual severance payment is about 11,265 €.

In a further step, separating between employees with and without a works council, the mean
amount of a severance payment is much higher for employees dismissed from a firm with a
works council. While these employees receive 21,226 € on average, dismissed employees
from firms without a works council are only compensated with 3,905 €. Figure 1 shows that
more than 0.80 of all employees, dismissed from a firm without a works council, receive less
than 10,000 €. This is true for about 0.40 of all employees dismissed from a firm with a works
council. The distribution of the severance payments reveals considerable inequality, in
particular for dismissed employees with a works council. The median severance payment
amounts to 16,127 € for dismissed employees with a works council and 3,010 € for employees

without a works council. The corresponding values for the 10th and the 90th percentile are
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2,687 € (1,000 €) and 60,000 € (8,000 €) for employees with (without) a works council

respectively.

Figure 4.1: Distribution of severance payments for dismissed employees
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However, it has to be noted that there are other variables determining the size of a severance
payment. For instance, previous studies show that firm size may affect the amount of a
severance payment (Grund, 2006; Goerke and Pannenberg, 2010b). Large firms find
themselves in a better financial situation to give a severance payment. In addition, income and
tenure also exhibit a significant positive correlation with the amount of a severance payment.

According to Hemmer (1997), a so-called severance pay factor is calculated which is defined

by:

Severance payment (in €)
Gross monthly wage (in €) - Tenure (inyears)

Severance pay factor =

A severance pay factor of 0.5 is equal to a severance payment of half a monthly wage per year
of tenure. Focusing on the mean severance pay factors more closely, differences between
employees with and without a works council are observable. There is a high severance pay
factor for employees with a works council (1.59 versus 0.53). While works councils are

associated with a higher amount of a severance payment as mentioned above, gross monthly
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wages differ only slightly between employees with and without a works council (2,646.23 €
to 2,533.11 €). However, the average tenure of employees with a works council exceeds that
of employees without a works council by far (15.4 to 4.2).

Figure 4.2: Distribution of severance pay factors for dismissed employees
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Furthermore, a distribution analysis of the severance pay factor for employees with and
without a works council is useful. A large variance in the distribution of a severance payment
factor can be observed in particular for employees with a works council. The median
severance pay factor is 0.57 for dismissed employees with a works council and 0.51 for
employees without a works council. The corresponding values for the 10th and the 90th
percentile are 0.26 (0.20) and 1.60 (0.94) for employees with (without) a works council
respectively.

To sum up, the results show that works councils are negatively correlated with the incidence
of severance payments for dismissed employees. Separating the estimations into subgroups,
works councils are negatively associated with severance payments for dismissed men as well
as white collar workers with simple tasks. Both the average amount of severance payments as
well as the average severance pay factor is higher for dismissed employees in firms with a

works council.
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4.6  Discussion and Implications

This section addresses the question which economic calculations both employer and employee
pursue when dismissing an employee or leaving a firm voluntarily. A special attention is
given to a works council as an institution that may connect both parties more efficiently.
Finally, considerations concerning works councils and severance payments for dismissed

employees complete this section.

There are several arguments for employers aiming to keep voluntary quit rates low. Costs for
searching, bargaining, monitoring and training will occur when vacant positions have to be
filled. Moreover, investments in firm-specific human capital paid by the employer will be lost
in case of voluntary quits. According to Jirjahn (2005), a lower quit rate will also foster the
formation of internal markets. As a consequence, the selection process with regard to
promotions may improve. On the other hand, employees are interested in a stable employment
situation since moving to a different employer may be related with negative consequences for
them as well. For instance, they will not be able to transfer their entire human capital to the
new job. It is also conceivable that the loss of social connections in the workplace when
quitting influences this decision. Since an employee’s quit is voluntary, Pfeifer (2007) argues
that employees pursue an economic calculation. Employees will only leave a firm when the
utility of an alternative job is higher than the utility derived from the current employment.
Thus, better working conditions or a higher wage may be crucial factors when it comes to
staying in a firm or leaving a firm voluntarily. In this context, the existence of a works council
may be decisive. Many studies provide empirical evidence that in firms with a works council
wages are higher (for instance Hubler and Jirjahn, 2003; Addison et al., 2010). Working
conditions may also be better in firms with a works council due to the voice function of a
works council. If an employee decides to leave a firm without a works council, a move to a
firm with a works council would be reasonable. Empirical results presented in chapter 3 of
this dissertation partially confirm this consideration. While moving to a firm with a works
council does not influence employees’ wages, job satisfaction of these employees is
increased. In contrast, the introduction of a works council within a firm does not affect

employees’ job satisfaction.

However, the present study does not focus on the effects of a change in the works council’s

status on voluntary quits inter alia. It distinguishes between employees in firms with and

119



without a works council and the relationship to voluntary quits. Empirical results of this study
confirm the hypothesis that voluntary quits are less likely in firms with a works council. This
negative correlation between works councils and voluntary quits strengthens the assumption
that the voice function of a works council may be a crucial factor. A worker representation in
terms of a works council may induce an improvement in the working conditions of a firm. As

a consequence, employees will reward such a behavior by remaining in the current firm.

In contrast to voluntary quits, works councils have direct influence on individual dismissals.
The WCA provides works councils with quite substantial consultation and consent rights
concerning individual dismissals. Frick and Méller (2003) as well as Ellguth (2006) argue that
firm level codetermination in Germany considerably limits flexibility when firms have the
need to adjust their number of employees to their economic situation. Empirical results of this
paper confirm that employees exhibit a lower dismissal rate when a works council exists. This
result may indicate that works councils exert an insurance function preventing employees
from income risks of unemployment. The negative correlation between works councils and
dismissals may also be driven by an employer’s fear of higher dismissal costs in firms with a
works council due to labor court costs and severance payments. Goerke and Pannenberg
(2010a) argue that the probability of receiving a severance payment is higher for dismissed
employees with relatively low costs of legal court representation. Unions support their
members with advices and representation during a dismissal process.'” Since a large number
of works councils actively recruit union members (see Behrens, 2009), the share of union
members may be higher in firms with a works council. Berger and Neugart (2011) find
empirical evidence that winning a labor court case is more likely when a union lawyer
represents a dismissed employee. Hence, an employer may be more likely to abstain from

terminating an employment contract of employees backed by a worker representation.®

Numerous studies emphasize the considerable ex ante uncertainty about outcomes for both

employers and employees with respect to individual dismissals and the incidence of severance

7 According to Goerke and Pannenberg (2010a) about 0.50 of all union members obtained legal advices at least
one time during their membership and 0.12 were represented by their union in court in 2008.

'8 Grund (2006) also argues that if information concerning dismissal protection and employment rights is not
equally distributed among all affected employees, a firm will rather dismiss members of the uninformed group.

120



payments (e.g. Grund, 2006; Berger and Neugart, 2011). In particular, employers are not able
to assess the costs due to a dismissal. Empirical results of this study do not provide a clear
answer. While works councils are negatively correlated with the incidence of severance
payments for dismissed employees, the mean amount of severance payments is higher in
firms with a works council. However, due to this substitution effect between the probability of
actually receiving a severance payment and the amount of this payment, it remains unclear
whether an employer has to expect higher overall costs for severance payments in firms with a

works council than in firms without one.

However, further empirical analyses confirm that the probability of a severance payment due
to a collective dismissal is higher in firms with a works council. Works councils have
codetermination rights concerning collective dismissals. Because of that, an employer has to
negotiate a social plan in firms with more than 20 employees on the request of the works
council. Jahn (2005) already showed that the probability of a severance payment due to mass
redundancies is higher in firms with a works council since works councils more often

negotiate social plans with an employer.

Furthermore, with the beginning of the year 2004, the Employer Protection Act was modified.
Since this reform, employers are able to offer a severance payment to an employee if this
employee refrains from a dismissal protection claim in case of an operational redundancy.
Grund (2006) argues that a severance payment of a half monthly wage per year of tenure fixes
a benchmark which limits the uncertainty about the amount of a severance payment for
employers. However, focusing on severance pay factors, descriptive statistics of this study
show large differences between dismissed employees with and without a works council.
While an average severance payment factor of 0.53 for dismissed employees without a works
council is almost equal to the fixed reference point, an average factor of 1.59 for dismissed
employees with a works council is more than two times higher than the proposal by law. This
result may indicate that employees with a works council prefer going to a court in order to
obtain a higher severance payment. However, these results also contain information from a
period of time before the reform of the EPA had taken place. Hence, it is an interesting
question for further research whether firms with a works council also converge to the fixed

benchmark of a half monthly wage per year of tenure in order to reduce separation costs.
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In order to provide more clarity to the relationship between works councils and severance
payments for individually dismissed employees, additional information as the reason for a
dismissal, the behavior of a works council in case of a dismissal or the behavior of an
employee after being dismissed would be helpful. In addition, the relationship between works
councils and the amount of a severance payment for dismissed employees is only examined
on the basis of mean values due to a small number of observations. The observation period
should be extended since employees may be dismissed shortly before a survey interview has
taken place. Grund (2006) mentions that the decision whether an individual receives a
severance payment is often characterized by time delays, in particular if they have to be
settled in court. A higher number of observations may lead to more robust empirical results.
Finally, one further limitation should be taken into account. Agreements with regards to a
severance payment may already be a decisive component of a contract signed between an
employer and an employee at the beginning of a career. In such a case, an existing works

council may not have any impact on the incidence of a severance payment.

4.7 Conclusion

Using a large individual data set of the GSOEP, the relationship between works councils and
employment separations as well as severance payments for dismissed employees is examined.
Since works councils may affect certain groups of employees in particular, subgroups with
respect to gender and the occupational status are also analyzed. In contrast to many other
studies concerning personnel turnovers, the data facilitates a clear separation between
individual dismissals and voluntary quits. To the best of knowledge, this paper is the first
examination in which the relationship between works councils and severance payments for

dismissed employees is analyzed in a multivariate approach.

The results provide empirical evidence that works councils are negatively associated with
employees’ dismissals. Taking a closer look at certain subgroups, in particular men benefit
from the presence of a works council. In contrast, women’s dismissal rate is not affected.
Moreover, dismissals of both trained blue collar workers and qualified professionals are
negatively associated with the presence of a works council. Works councils are also found to
be negatively related to voluntary quits in general. Both men and women exhibit lower quit

rates. This can also be stated for trained blue collar workers and qualified professionals.
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Furthermore, using a Heckman approach, works councils are negatively correlated with
severance payments for dismissed employees. Men as well as white collar workers with
simple tasks are negatively affected in particular. However, in firms with a works council, the
incidence of a severance payment and the amount of a severance payment act as substitutes.
Both the average amount of severance payments as well as the average severance pay factor is

higher for dismissed employees in firms with a works council.

Empirical results point out that focusing on only the aggregated effects of works councils
could be deceiving. It is important to distinguish between certain subgroups of employees in
order to examine which of these groups particularly benefit from the presence of a works
council. It can be noted that works councils are negatively associated with both individual
dismissals and voluntary quits of men. This might be interpreted as a further indication that
works councils are more inclined to represent the interests of male employees. However, this
cannot entirely be confirmed since works councils are negatively correlated with the
incidence of severance payments for dismissed men. Moreover, with respect to employees’
job level empirical results are clear. Skilled employees benefit from a works council’s
existence in terms of dismissals and voluntary quits. In contrast, the receipt of a severance
payment is less likely for low-skilled employees when they are dismissed from a firm with a

works council.

With respect to further research, some issues might be interesting. Examining the association
between a works council and personnel separations as well as severance payments, not only
certain subgroups of employees should be taken into account. In order to obtain a better
insight in the black box of works councils’ behaviors and effects, certain types of works
councils should be differentiated. According to Dilger (2002), it would be helpful to know
whether a works council is antagonistic, difficult, cooperative, disinterested or excluded. In
addition, the issue of causality is also a crucial factor that should be focused on. For instance,
a works council may become uncooperative when separation rates are too high. Looking at
works councils’ causal effects would also take unobserved heterogeneity or selectivity issues
into account. This may also contribute to the question whether the introduction of a works
council leads to a lower separation rate or whether a lower separation rate makes the
introduction of a works council more likely? Provided that the number of observations is large

enough, effects for certain subgroups of employees would be a valuable contribution as well.
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5 Conclusive remarks

5.1  Summary

The main focus of this dissertation is laid on German works councils and certain economic
consequences of its presence. Works councils in Germany represent an institution that is
installed on the initiative of employees and thus they are supposed to pursue employees’
interests within an establishment. Nevertheless, empirical investigations on the basis of
individual data are rather scarce. This dissertation aims to provide a contribution to the
employee perspective by following the question: What do works councils do for
employees? Making use of the GSOEP, a yearly representative longitudinal survey of
individuals living in Germany, information on the presence of a works council is available
for two years. Therefore, this investigation is not limited to cross-sectional analyses as

most of the previous studies with respect to works council’s effects.

In order to use the panel character of the data, a difference-in-differences estimator is
applied in most of the analyses allowing the derivation of causal effects. Using such an
approach, it has to be distinguished that employees are given the opportunity to install a
works council within a firm or move from a firm without a works council to a firm with
such an institution. Therefore, it is distinguished between stayer and mover to ensure that

empirical results are interpreted in a correct way.

Furthermore, considering only works councils aggregated effects could be misleading. A
distinction between certain subgroup of employees such as men and women as well as blue
and white collar workers increases the quality of this investigation. Analyzing certain
subgroups of employees is even demanded by previous studies (see for instance Addison et
al., 2010) since works councils are inclined to support specific subgroups of employees. In
particular, works councils are supposed to favor men and blue collar worker. For instance,
blue collar worker may benefit from a works council’s existence since their workload and
preferences with respect to certain working conditions are rather homogeneous. As a
consequence, it is less difficult for a works council to support this specific clientele in

negotiations and meetings with the management of a firm.
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This dissertation consists of three studies: First, the relationship between works councils
and different categories of working time arrangements is considered. Then, the impact of
works councils on wages and job satisfaction is examined and the investigation of works
councils and employment separations as well as severance payments constitutes the third

and final part of this contribution.

The study “Works councils and working time arrangements” examines the association
between works councils and both the incidence of overtime work as well as working time
accounts. The investigation of this interaction appears to be relevant since flexible working
time accounts are an essential component of working time regulation in everyday work. In
contrast to numerous previous studies, one crucial advantage of this analysis is a clear
differentiation between different types of overtime work. While transferring definite
overtime hours as paid or unpaid overtime hours to transitory overtime hours that are
compensated by time off, employees are enabled to deposit overtime hours in such
working time accounts. Then, within a certain period of time, employees have to draw
collected overtime hours. Works councils play an important part in this matter since they
may have an influence on overtime work by using its codetermination right at this issue. In
addition, works councils may foster a compensation for overtime hours worked by time off
since works councils have to promote the reconciliation of leisure and work according to
the WCA. Moreover, works councils may also have an impact on the existence of flexible

working time accounts via opt-clauses included in collective agreements.

Based on the GSOEP, the main results show that works councils are negatively associated
with the incidence of overtime work. This is particularly true for men and unskilled and
semi-skilled blue collar workers. In addition, works councils are negatively related to the
number of overtime hours. With regards to subgroups of employees, works councils are
correlated with a reduced number of overtime hours of both men and white collar workers.
While both paid and unpaid overtime work is less likely in firms with a works council,
time off or a combination of time off and paid overtime work is more likely in such firms.
Turning to flexible working time accounts as an instrument of flexibility within a
workplace, results point towards a positive correlation between such accounts and a firm
level worker representation in terms of a works council. But the incidence of long-term
working time accounts is negatively associated with the presence of a works council.

Taking the problem of unobserved heterogeneity and additional selection issues into
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account, women moving to a firm with a works council actually work fewer hours than in
their previous position. However, further difference-in-differences estimations do not find
a works council’s effect on overtime work or overtime hours as well as on individual

working time accounts for both stayer and mover.

In “Works councils, wages and job satisfaction” the possible impact of works councils on
wages and job satisfaction for employees in Germany is analyzed. While the WCA does
not allow wage negotiations for works councils on firm level, works councils may affect
wages indirectly by making use of their bargaining power derived from extensive
codetermination rights. If works councils and the management of a firm fail to reach an
agreement, works councils can threaten to be uncooperative on issues with considerable
codetermination rights. As a consequence, works councils can participate in wage
agreements above the collectively agreed levels or negotiate the allocation of employees in
higher wage groups. In addition, the relationship between works councils and employees’
job satisfaction is analyzed. To the best of knowledge, this association is examined for the

first time on the basis of panel estimations.

Using data of the GSOEP results provide evidence that works councils are correlated with
higher wages and a reduced gender wage differential. But works council are not correlated
with employees’ job satisfaction in general. A negative association between works councils
and job satisfaction of white collar workers counters the positive relationship between
works councils and job satisfaction of blue collar workers. This result particularly
emphasizes the relevance of estimations for certain subgroups of employees in relation
with a works council’s presence. With regards to causality issues, a significant effect of a
change in works council status on wages cannot be provided. However, difference-in-
difference estimates exhibit a positive effect on employees’ job satisfaction. This result can
in particular be shown for women. The effect is rather driven by individuals moving to a
different firm during the observation period. Particular effects of a works council’s
introduction for employees who stay at their workplace are not detectable.

The last study sheds light on the relationship between works councils and both
employment separations as well as severance payments for dismissed employees. Most of
the studies analyzing the correlation between works councils and personnel separation are
not able to differentiate between certain types of separation due to a lack of precise

information. Available data of the GSOEP allow for a clear distinction between dismissals
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and voluntary quit as the main subjects of this study. Furthermore, the group of
individually dismissed employees is considered more closely. For the first time, the
interrelation between a works council and the probability of a severance payment for
dismissed employees is examined on the basis of multivariate data. Thereby, applying a
Heckman correction, the probability of being dismissed and receiving a severance payment
Is taken into account within one conjoint approach. Additionally, the amount of severance
payments and a so-called severance pay factor are analyzed. Available information on the
amount of a severance payment, the gross monthly wage and tenure of employees allow a

calculation of a severance pay factor.

The results show that works councils are negatively correlated with employees’ dismissals.
Considering certain subgroups of employees, in particular men take advantage of a works
council’s presence. In addition, dismissals of both trained blue collar workers and qualified
professionals are negatively associated with a works council. Moreover, works councils are
negatively associated with voluntary quits. This can be pronounced for both men and
women as well as for trained blue collar workers and qualified professionals. Applying a
Heckman approach, severance payments for dismissed employees are less likely in firms
with a works council. This can in particular be shown for men as well as white collar
workers with simple tasks. Furthermore, both the mean amount of severance payments as
well as the mean severance pay factor is higher for dismissed employees in firms with a

works council.

As mentioned above, focusing only on works councils’ effects in general could be
misleading. Therefore, certain groups of employees are considered more closely within the
respective empirical analyses. Previous studies argue that in particular men and blue collar
workers may benefit from a works council’s existence. However, this investigation does
not lead to empirical results that are clear-cut. Works councils are indeed negatively
associated with dismissals of men or the incidence of overtime work is less likely for male
employees in firms with a works council. In addition, they exhibit a significantly reduced
number of overtime hours when a works council exists. However, works councils do not
affect voluntary quit rates, the incidence of working time accounts or job satisfaction of
men and women differently. The probability of receiving a severance payment is even
lower for men in firms with a works council and the period of time in order to draw

overtime hours is shorter. Furthermore, works councils are also associated with a reduced
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gender wage gap. An amended regulation of the WCA with regards to the ratio of female
works councilors may be one decisive factor for this trend on works councils’ effects with
respect to gender. Hence, gender equality is facilitated by the requirement that the gender
that accounts for a minority of the employees has at least to be represented according to its
relative numerical strength. However, this issue cannot entirely be confirmed within this
investigation. The share of female works councilors has only slightly increased from 0.27

to 0.30 during the observation period.

Empirical results with respect to blue and white collar workers provide a similar picture.
There is hardly any evidence detectable concerning a works council’s particular support of
blue collar workers. Indeed, the incidence of overtime work is less likely in firms with a
works council for blue collar workers, but works councils are associated with reduced
overtime hours of white collar workers. While only dismissed white collar workers exhibit
a lower probability of receiving a severance payment in firms with a works council, further
empirical results show that the presence of a works council makes the incidence of
working time accounts in 2006 even more likely for white collar workers than for blue
collar workers. In particular, developments on the issue of job satisfaction during the
observation period point out an increase in works council’s support for the subgroup of
white collar workers, too. While works councils are negatively (positively) related with job
satisfaction of white collar workers (blue collar workers) in the year 2001, the results turn
to a clear positive relationship between works councils and both blue and white collar

workers in the year 2006.

One argument for this development based on the institutional characteristics of the German
case and the related amendment of the WCA in 2001 should briefly be discussed. Next to
the implementation of a gender equality regulation mentioned above, the previously
existing regulation for blue and white collar workers has been cancelled. The share of both
subgroups at the works council does no longer have to be in accordance with the
employment share. In cases where this leads to a higher share of white collar workers’ at
the works council, this may imply an increase in the commitment for this subgroup. Data
of the overtime model show that the share of works council members who are white collar
workers increases during the observation period from 0.49 to 0.57 (the proportion of white
collar workers with respect to the employment share is 0.59 in 2002 and 0.62 in 2006).
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5.2 Limitations and extensions

What are the implications that can be derived from the empirical studies? What do works
councils do for employees? The results provide empirical evidence that the incidence of
overtime work or different types of separations as dismissals and voluntary quits are less
likely in firms with a works council. Moreover, works councils are positively related to
reduced working hours, employees’ wages or the incidence of working time accounts.
However, the incidence of severance payments for dismissed employees is less likely and
the time period within overtime hours accumulated can be used is shorter when a works
council is present. As a consequence, the question may arise to what extent this results can
be relied upon? There may still be unobserved factors in certain estimations that are
correlated with a works council’s existence and other independent variables. Therefore, in
order to derive valid implications on the effectiveness of German works councils, possible

causal effects have to be presented.

In this context, the introduction of a works council within the observation period
constitutes the treatment. Only two groups of individuals are considered more closely
within the empirical analyses. Individuals who face a works council in the second year of
observation serves as the treatment group and individuals who do not face a works council
in both years reflect the control group. Running so-called difference-in-differences
estimations, unobserved differences as well as selection issues between the treatment group
and the control group are taken into account before the treatment has been occurred. In
addition, it has to be distinguished between stayer and mover as mentioned above.
Unfortunately, the estimations cannot provide significant causal effects of a works
council’s introduction on the incidence of overtime work and working time accounts as
well as on wages and job satisfaction. A significantly higher ratio of employees within the
treatment group already had such working time accounts before a works council was
introduced or individuals were already paid higher wages so that there is less scope for a

further increase.

In particular, the last results may address the issue whether works councils pursue rent-
protecting activities or whether they are more inclined to participate in rent-seeking
activities. In both cases, more specifically with respect to the examination of employees’

wages as well as the incidence of individual working time accounts, installing a worker
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representation can indicate a workforce’s motivation to protect their rents. However, a
differentiation between effects with respect to the allocation and distribution of rents is not
the aim of the empirical investigation (e.g. Jirjahn, 2009; Beckmann et al., 2010).
Moreover, a discussion about the efficiency of works councils is not possible since the
effect of works councils on firms’ productivity or profitability can also not be examined
due to a lack of information (see instead Hubler and Jirjahn, 2003, Wagner et al, 2006;
Muiller, 2011a; Addison et al. 2001; Muller, 2011b; Pfeifer 2011).

A crucial factor when considering the lack of evidence for works councils’ effects in the
difference-in-differences estimations may be that there is no further information with
respect to the point of time when a works council was introduced. The introduction of a
works council may have taken place shortly before the year 2006 and thus there may not be
enough time for a works council to affect the incidence of overtime work or working time
accounts as well as employees’ wages. In addition, in the case of job satisfaction, transitory
effects may be relevant. Hence, the effect of establishing a works council may have
vanished after only little time. If works councils cannot fulfill employees’ expectations,
their job satisfaction will decline. The issue of timing should also be discussed regarding
the severance payment model. In that case, longer observation periods would be desirable
as dismissals may have been expressed shortly before the day of an individual’s survey
interview. But the final decision about the receipt of a severance payment is often affected
by time lags, in particular if a court is involved in decision making. Summarizing,
extended observation periods and thus a larger number of observations may lead to

significant or at least more robust empirical results.

The impact of a works council may also depend on whether the establishment is covered
by a collective bargaining agreement or not. Freeman and Lazear (1995) argue that a works
council may be more successful in representing employees’ interests when distributional
issues will be negotiated between unions and employer associations on a collective level.
Moreover, Muller (2011b) argues that policies which affect the coverage of collective
agreements and thus the power of unions may also influence the effectiveness of works
councils. This is only one example on why it would be useful to have access to combined
employer-employee data in order to control for individual as well as firm characteristics. In
addition to the perspective of employees, important information with respect to the firm

and its environment would increase the quality of the investigation. Available linked
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employer-employee data would also allow taking unobserved plant heterogeneity into

account.

Finally, future research should focus more profoundly on the consequences of different
types of works councils and its interaction with the management of a firm. Miller-Jentzsch
(1995) already emphasized that works councils are much more heterogeneous in practice
and therefore examining a works council’s impact by applying a simple dummy variable is
not appropriate from a methodical perspective. But only a few studies take this issue into
account. One exception is Dilger (2002) who shows by characterizing certain types of
works councils that primarily a cooperative works council exhibits positive effects for both
employees and employer. However, there is a weak trend observable in recent years that
studies more strongly aim to pursue the approach of analyzing economic consequences of
an interaction between a works council and the management of a firm. Jirjahn (2008)
analyzes the interaction of an existing works council and a management’s view towards an
employees’ involvement in decision making on the incidence of overtime work and shift
work. Moreover, Pfeifer (2011) investigates the relationship between a works council that
is either mostly in line with the management or has a different opinion but with (without)
consensus and productivity, wages as well as the profit situation of a firm. Furthermore,
Jirjahn et al. (2011) analyze the important aspect of learning in the functioning of works
councils. Thereby, changes in the nature of works councils like an improved understanding
of the production process or economic issues as well as changes in the scope of works
councils in terms of responsibilities and decision-making processes could be examined
over a certain period of time. Summarizing, it would be valuable to include the question
about a works council’s existence more frequently in the questionnaire of the GSOEP or
other surveys based on individual data. Due to the high importance of works councils in
the system of industrial relations, this would be particularly insightful for Germany. After
merging this data with useful information on establishment characteristics, and especially
information on the management of a firm, it would be possible to investigate short-term
and long-term effects of the presence and introduction of works councils as well as of an

interrelation between a works council and the management of a firm in more detail.
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