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Throughout the 21%t century, Germany has stood out for its strong and stable economic growth
and favourable labour market developments. It is now among the top performers in Europe in
relation to employment and unemployment rates (most notably for the young), and this has not
changed in the context of the pandemic crisis. The rise in labour market participation also
benefitted groups with traditionally large gaps in employment rates — older and disabled workers,
women (despite the remaining large gender gap), and migrants, particularly regarding the
challenging labour market integration of large numbers of refugees.

At the same time, this development has gone hand in hand with rising inequality and most
notably an expansion of the low-wage sector. While German average wages are the second
highest in the EU, the share of the low-wage sector in total employment is the sixth largest. This
is part of an overall constant rise in inequality ever since the German reunification, which in
recent years has been more impacted by the rising share of the poorest than that of the richest.

In terms of poverty, the rising standard of living has sent material deprivation rates on a long-
term downwards trend, while rising inequality has led to almost constant increases of relative
poverty levels. In 2019, the poverty rate stood at almost 16 % of the general population, its
highest value since measurements began in 2005. In European comparison, notably the 70 %
poverty rate for the unemployed towers above that of all other Member States, and more
recently old-age poverty has been on the rise and is projected to increase more rapidly in future.

In this context, work stands out as the one key way to escape poverty. The in-work poverty rate
is just half the general poverty rate, and unlike for the latter there has been a trend reversal after
the introduction of a statutory minimum wage in 2015, since when in-work poverty no longer
increased but event declined slightly. This does not apply to the self-employed, whose already
very high rates continued to increase throughout all measurements. In comparison to other
countries, the German data stands out by a gender gap to the disadvantage of women, which has
to do with the prevalence of part-time and marginal work as well as sectoral particularities which
are also connected to collective bargaining coverage. As for the family context, in-work poverty
rates are very high for singles and particularly lone parents, but children increase affectedness
less than in other countries, which is likely related to a child benefits system which targets the
near-poor.

PART I. labour law legal systems and social security models
Main features of labour law, social security and the role of collective bargaining

German labour and social security law is largely restricted to employees. The self-employed are
not generally covered by any of the branches of social insurance and thus only entitled to tax-
financed benefits that are either universal (such as child allowance) or means-tested (social
assistance). There is, however, a complex system of partial inclusions of various groups, defined
by criteria that generally relate to their occupation and/or their similarity with employees, in
different parts of social security and/or collective and in some cases even individual labour law.



Germany has a pronounced dual-channel system of worker representation, in which collective
bargaining between trade unions and employers' associations (or, more rarely but increasingly,
individual employers) is complemented by bargaining processes at company level in which the
workers’ side is represented by a works council. Due to strong co-determination rights, works
council agreements emerge as a third relevant source of regulation next to statutory law and
collective bargaining agreements in the narrow sense.

Since the mid-1990, Germany has experienced a continuous and substantial decline in collective
bargaining coverage, which has extended to less than half of dependent workers since the early
2010s. This has happened in the context of a substantial rise in labour market participation and
a historic expansion of the low-wage sector. Also coverage by works council agreements is
receding, though at a slower pace. Nonetheless, the crucial importance of industrial relations has
been highlighted again during the pandemic crisis, when the smooth introduction of frameworks
for health and safety and short-time work by the social partners at all levels was an invaluable
asset.

Policies and measures that directly impact on in-work poverty

The introduction of a general statutory minimum wage in 2015 has halted the rapid expansion of
both the low-wage sector and in-work poverty levels, and both have even slightly declined since.
This is despite its low level, which was set at EUR 8.50 and made subject to further determination
by a bipartite committee, which is to develop it in line with collective bargaining trends. It has
remained clearly below 50% of the median wage. While its introduction immediately affected
just the 11 % of the workforce with the lowest wages, the fact that it apparently influenced the
size of the low-wage sector as such indicates that also wages closer to the low-wage threshold of
two thirds of the median benefitted, notably via collective bargaining. In practice, violations (in
particular by longer actual than contractual working hours) are still estimated to be sizable. In
academic and political debate, calls for a “poverty-avoiding” minimum wage at 60% of the
median have become vocal in recent years.

In addition to the general minimum, wage standards based on collective agreements have been
made mandatory for certain sectors based on a specific legal mandate. Various proposals for a
general easing of conditions to make collective agreements generally binding have so far not
been successful.

A large-scale overhaul of the social security system for jobseekers in the early 2000s (known as
Hartz reforms) brought a shift to means-tested benefits. Only about a third of the unemployed
(about 861,000) are entitled to insurance-based, wage-related benefits. Even if insurance periods
and other requirements are fulfilled, entitlements are short and can exceed one year only in case
of beneficiaries over 50 years of age with a contributing period of at least the last 30 months. By
contrast, 5.693 million individuals are currently receiving so-called ALG Il benefits, which are due
to households with at least one member capable of working. The benefit provides for the
constitutionally guaranteed subsistence level (which avoids material deprivation but is far below
the relative poverty line). The strict means test requires the realisation of assets and the



deduction of virtually any income, including almost all labour market income above EUR 100.
Beneficiaries are required to accept virtually any job they are capable of performing, subject to
sanctions. In 2019, the Constitutional Court declared parts of the sanctioning regime invalid and
ordered a suspension of all sanction beyond 30 % of the benefit, but the law (which envisages
benefit withdrawal rates of 60 and even 100 %), has not been reformed yet.

The fast descent into (relative) poverty in this framework is considered the main reason for the
70.8 % poverty rate of the unemployed, but also an important factor fuelling the expansion of
the low-wage sector, as it keeps reservation wages low and forces beneficiaries to accept also
work that does not match their qualification level. Non-take-up, which is estimated to be around
48.4-63 % and particularly high for the in-work poor, is considered related i.a. to the system’s
stigmatising effects and the need to apply separately for various components.

The Hartz reforms also introduced extensive active labour market policies for both
unemployment insurance and ALG Il benefit recipients. Some of these were quickly discontinued
(such as very favourable start-up grants for jobseekers starting a business) or reduced to a
fraction of their original scale (such as public work schemes). While training support was also
drastically reduced after several years, the most recent past has brought a significant expansion
both in terms of the budget allocated for it and the legal possibilities of authorities to provide
support. Funding for the completion of general education at the lower secondary level and one
recognised qualification under the vocational training scheme have even been turned from a
discretionary benefit into a legal entitlement.

The German vocational training system is well known for achieving both a skilled workforce and
the lowest youth unemployment rate in the EU. Apprenticeship-based training offered by
enterprises ensures that applicants are steered into professions for which there is an actual
demand in the market. While this system has been under serious strain due to the Covid-19-
related restrictions, training processes could in the great majority of cases be largely upheld,
often by innovations based on collective bargaining. The more structural challenges concern the
declining number of applicants, fuelled both by demographic changes and preferences for higher
school-based education. In the most recent past, this tendency has no longer been counter-
balanced by the influx of refugees and asylum seekers into the vocational training system.

Further training beyond the highly institutionalised vocational training system is more
fragmented and subject to companies’ individual needs, and frequently leaves out those groups
most in need of training for their individual employability. This has given rise to calls for more
standardisation, enhanced options of subsidising vulnerable groups, and a better involvement of
works councils.

The short-time work system, which had been key to the comparatively mild impacts of the
financial crisis on the German labour market and the economy in a wider sense, has proved its
merits once more during the Covid-19 crisis. Its use was swiftly expanded and operationalised by
the social partners, leading to a historic peak of over seven million short-time workers (about a
fifth of the workforce) in May 2020. As in earlier crises, conditions for the receipt of short-time
work allowance were eased and benefit levels increased, preventing both dismissals and



significant income losses. Debates about possible amendments include most notably calls for
higher replacement rates for low-wage earners instead of the current flat-rate system

Policies and measures indirectly influencing in-work poverty

The most debated issues of indirect influence concern child benefits and the pensions system.

As for the former, a universal age-dependent child allowance is granted irrespective of income,
but eventually more beneficial for high-income families due to effects of tax progression.
Additionally, (near-)poor households whose income would meet the subsistence level for the
parents are granted a “child supplement” to avoid having to apply for means-tested benefits due
to child-related expenses. Its amount is gradually reduced to zero for higher-income families.
Single parents can receive a maintenance advance if the child’s other parent fails to pay
maintenance at the legal minimum level. On the one hand, this system has the potential to lift
(near-)poor families above the poverty line. On the other, it disadvantages the poorest — as the
maintenance grant for single parents (who have the highest poverty rates of all groups) is
reduced by the full amount of the child allowance, and both benefits are deducted in full in case
of reliance on means-tested benefits such as ALG Il. What’s more, non-take up for these benefits
is considered to be even higher than for ALG II. Various calls for a reform that streamlines benefits
and targets the poor have so far been unsuccessful.

Dwindling pension levels in turn are the most important factor of deferred or hidden in-work
poverty, as many low-income households would basically need to set aside a sizable share of
their net income for supplementary old-age savings to avoid poverty over the life cycle. German
first-pillar pension replacement rates have fallen significantly over recent decades, to a level that
is well below the OECD average. Without additional savings, a full-time worker earning the
minimum wage and retiring in 2030 after 45 years of work will be just above the threshold for
receiving means-tested benefits, i.e. clearly below the poverty line. The (voluntary) funded
second- and third-pillar pension schemes have proven to be much less affordable than expected,
mainly due to capital market developments. This problem has recently been addressed by the
introduction of a basic pension, which supplements low pension entitlements based on an
insurance period of 33 years or more, but calls for more far-going reforms (introduction of a
minimum pension) remain vocal.

PART Il. VUP groups analysis
VUP Group 1. Low- or un-skilled standard employment

Due to the particularities of the vocational training system and sizable sectoral differences in
collective bargaining coverage, the outcomes for VUP Group 1 are mixed. Particularly industrial-
sector occupations which are classified as low-skilled in the European data but require the
completion of recognised vocational training in Germany are likely to provide stable jobs and
decent wage levels. The data thus obscures the particular difficulties of service-sector low-skilled
work, as well as the very high poverty risk of those without recognised vocational training.



Recent reforms have significantly enhanced the possibilities of funding training for groups with
problems of employability, and for subsidising employers who enable such workers to obtain
relevant training without quitting their jobs. At the same time, the situation of VUP 1 workers
raises questions in relation to the “work first” approach of the Hartz reforms in the early 2000s,
which still forces jobseekers to accept the first available job or face sanctions on a benefit which
already provides nothing more than the means-tested subsistence minimum. In current labour
market realities, companies face an ever-increasing shortage of skilled labour in various areas.
Yet, the vast majority of workers “occupying” low-skilled jobs are overqualified and would
presumably be capable of re-skilling in a bottleneck occupation. This also deteriorates the labour
market position of those with an actually low skills level for whom up-skilling is difficult for
various reasons.

VUP Group 2. Solo and bogus self-employment

VUP Group 2 workers have by far the highest poverty rates among all groups. Apart from special
regulation for some groups of the self-employed, they are covered neither by minimum wages
nor by social insurance. Collective bargaining is possible for employee-like persons but has in
practice been restricted to the media sector. Voluntary social insurance coverage is generally
possible only in the state pension system, while many self-employed are ineligible for health and
unemployment insurance. The law obliges them to take out comprehensive private health
insurance (with risk-dependent contributions) and leaves it to the individual to build up sufficient
old-age savings.

During the Covid-19 crisis, particularly the lack of coverage by unemployment insurance benefits
and short-time work schemes has made the self-employed the most affected group. While tax-
financed aids were provided to cover fixed costs of businesses that could not operate as usual, a
support measures that took the loss of income of a self-employed person into account was only
introduced in 2021, and the replacement level is far lower than for an employee in a short-time
work arrangement.

In the long term, the lack of adequate old-age savings (which, according to the Labour Ministry,
affects 3 out of 4 self-employed workers) is giving rise to the most eminent concerns. Plans for a
mandatory inclusion of the self-employed in some form of pension insurance have not
progressed beyond a highly controversial key issues paper by the Labour Ministry in late 2020.

The high incidence of bogus self-employment and precarious working conditions in the meat
industry, which surfaced when slaughterhouses became key infection hot spots of the Covid-19
pandemic, has recently prompted the legislator to prohibit contracts for work in that sector.

VUP Group 3. fixed-term, agency workers, involuntary part-timers

All forms of atypical work are particularly affected by low wages, low collective bargaining
coverage, and a high incidence of in-work poverty. All these forms have been consciously
flexibilised by the Hartz reforms in the early 2000s, which is considered to have increased a
competitive downward pressure on wages. However, some re-regulation has taken place in the



meantime, most notably for temporary agency work, which is now subject to a maximum
duration for assignments and some limitations to derogations from the equal pay principle by
collective bargaining (which continue to apply to the great majority of temporary agency
workers). Derogations and exceptions from the law are also subject to several pending requests
for preliminary rulings by the CJEU.

As for fixed-term work, the government has recently published a reform bill to curb the use of
fixed terms not based on an objective reason in larger undertakings, where they are currently
particularly common. The bill also introduces a maximum duration which will also be applicable
to most fixed-term contracts based on an objective reason. Notably the express possibility for
public employers to rely on limited budgets as a reason to justify a fixed term is giving rise to
guestions of compliance with EU law. In practice, fixed-term contracts are particularly prevalent
among public employers and budget-related aspects are the most frequently cited motivation in
surveys.

As for involuntary part-time work, its narrow statistical definition relating to the worker’s inability
to find a full-time job limits the data’s relevance for the German situation. Under this definition,
Germany has one of the lowest rates of involuntary part-time work in the EU, which is related to
the favourable development of labour market opportunities. Employers are also obliged to give
priority to part-time workers from their staff when filling full-time positions. Dimensions of
involuntariness not captured by the definition include voluntary part-time work with
involuntarily low working hours, and situations in which working full-time would be excessively
difficult or is strongly disincentivised. Both are highly relevant in the German labour market,
where a fifth of all jobs amount to marginal work, which is very attractive for employers as it is
excluded from income taxes and social insurance coverage. The majority of the (predominantly
female) marginal workforce are working for low wages and found more exposed than any other
group to discrimination and violations e.g. of minimum wage legislation. More generally, an
extension of working hours is frequently made uneconomic for the second earner in a couple
household by the common tax assessment of spouses (so-called spousal splitting), or the lack of
affordable child- or long-term care, although in this regard important progress has been made
both in terms of legal rights and infrastructure.

VUP Group 4. Casual and platform workers

Data on VUP Group 4 workers is barely available, particularly in terms of in-work poverty. On-call
work is subject to legal regulation which prevents an excessive fluctuation of working hours,
assures a minimum degree predictability and has recently been reformed to address the
circumvention of paid leave entitlements. Such formal on-call work is found to concern about 5
% of the workforce, but the share rises to 15 % if similarly flexible forms of work, based e.g. on
part-time contracts, working time accounts and regular “voluntary” overtime are included.

As for platform workers, plans for specific regulations have not proceeded beyond a key issues
paper by the Labour Ministry in late 2020. It was issued briefly after the Federal Labour Court
had for the first time found a crowdworker to be an employee, indicating an evolution of the



interpretation of the concept of employee that could be of relevance also for other platform
workers and informal forms of on-call work.



