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A good week for
Germany

Social reform and wage agree-

ments: cooperation works!

Germany is facing a recession. It is being forced upon us by an
energy crisis and a loss of purchasing power due to inflation.

It is therefore all the more important that the social and political
forces stand together and work constructively on possible solu-
tions. And that is precisely what we saw in abundance last week.
That makes me optimistic that we will meet the special economic
challenges facing us with a special sense of responsibility.

Good compromises on labor market reform

Exhibit A: The reform of labor markets. The Schréder govern-
ment's labor market reforms (“Hartz IV”) helped Germany twenty
years ago to get back on its feet and has brought a steady in-
crease in employment. At the same time, however, it is also true
that the reforms were designed in a completely different context.
Germany was the “sick man of Europe” and record unemploy-
ment was a cause for grave concern in the country back then.
Today, by contrast, we are suffering from a glaring shortage of
labor.

A review of the increasingly unloved Hartz IV regime was there-
fore indicated. The focus must shift from rapid integration into
the labor market to promoting education and training. This was
precisely the thrust pursued by the traffic light coalition. But it
also overshot the mark a bit. In the government’s plan sanction
mechanisms for uncooperative recipients of social benefits were
scaled back too far. Protected private assets of the unemployed
were set too high. This would have increased the risk of blunting
that work incentives. With over 900 thousand unfilled job offers,

o LBBW_Research

Moritz Kraemer -- Chief Economist

LBBWResearch@LBBW.de

November 25, 2022

The political and
social forces pull
together

A good compro-
mise in reform-
ing labor mar-
kets



https://twitter.com/LBBW_Research

we cannot afford that the state provides financial support to help
people to stay outside the labor market.

This is where the opposition comes in. Since the approval of the
Bundesrat (Upper House of parliament) is necessary to enact
the labor market reform, the government had to bring the CDU
on board. And so it came to pass that after only 90 minutes of
sitting in the mediation committee, the best of all worlds was
reached by compromise. Work incentives are largely retained,
further training will play a bigger role and, at the same time, a
slide into social exclusion is largely prevented for those affected.
It all starts on January 1. This is how cooperation works!

Collective bargaining outcomes promote stability

Exhibit B: collective wage agreements. The eagerly awaited pilot
agreement for the metal industry in Baden-Wirttemberg came
to an end without much fanfare, rhetorical armament or waves
of strikes. The union IG Metall had demanded 8%. It got it, but
only spread over two years, rather than in one fell swoop. In view
of the significantly higher inflation, the union agreed to a deal that
will result in real wage losses for its members. The situation was
similar in the chemical industry. This sense of responsibility for
the overall economy deserves our respect.

One-off payments exempt from tax- and social security contribu-
tions help employees to cope with escalating prices, but without
permanently increasing the cost base for companies. In this re-
spect, the " " called by Chancellor Scholz in the
summer was successful.

But companies, already battered by galloping producer price in-
flation, now also have to shoulder rising personnel costs. So eve-
ryone is doing their part to get us through this crisis safely and to
secure employment. This is how cooperation works!

Trade unions
and employers
demonstrate a
strong sense of
responsibility

Disclaimer:
This publication is addressed exclusively at recipients in the EU, Switzerland and Liechtenstein.

This publication is not being distributed by LBBW to any person in the United States and LBBW does
not intend to solicit any person in the United States.

LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstrale 22, 60314
Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurhein-
dorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany).

This publication is based on generally available sources which we are not able to verify but which we
believe to be reliable. Nevertheless, we assume no liability for the accuracy and completeness of this
publication. It conveys our non-binding opinion of the market and the products at the time of the editorial
deadline, irrespective of any own holdings in these products. This publication does not replace individual
advice. It serves only for informational purposes and should not be seen as an offer or request for a
purchase or sale. For additional, more timely information on concrete investment options and for indi-
vidual investment advice, please contact your investment advisor.

We retain the right to change the opinions expressed herein at any time and without prior notice. More-
over, we retain the right not to update this information or to stop such updates entirely without prior
notice.

Past performance, simulations and forecasts shown or described in this publication do not constitute a
reliable indicator of future performance.

The acceptance of provided research services by a securities services company can qualify as a benefit
in supervisory law terms. In these cases LBBW assumes that the benefit is intended to improve the
quality of the relevant service for the customer of the benefit recipient.

Landesbank Baden-Wirttemberg
Cross-Asset- and Strategy-Research | 11-25-2022

LB=BW


https://www.lbbw.de/konzern/research/2022/to-the-point/lbbw-research-to-the-point-cw-27_ae15n9tzkt_m.pdf

