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Preface

This paper examines the response in Germany t@Q08-2009 economic and financial
crisis, with special analysis of the actions ofeficompanies, namely Daimler AG,
Postbank AG, Arcandor AG, AB InBev Germany GmbH &adl Zeiss AG. It shows how

the management, the works councils and the unfaosg a multitude of challenges, used
collective bargaining to address some of the effe€the economic downturn.

The efforts of the social partners in the five emtises are discussed, noting that
without the framework set by the German governmignat,social partners would not have
been able to reach the innovative agreementstibgtitave. Employment-related recession
measures in Germany are extensive and aim to nraiataployment in times of crisis,
through, for example short-time work schemes. Thportance of these labour market
policies are highlighted in the case studies, mt they enabled the negotiation of “no-
redundancy clauses” by unions or works councilseangloyers.

The case studies emphasize variations in negatigti@ctices at the different
companies and looks at how the results were aathiexe Daimler AG, a company
severely affected by the economic crisis, a callectagreement was successfully
negotiated in April 2009 between the Daimler gromprks council and Daimler AG
management, saving the company substantial surtebaur costs in return for various
employment guarantees, including a no-redundanaysel. Postbank AG, which went
through various mergers and reorganizations intiadio experiencing the effects of the
crisis, still managed to bargain and come to aeexgent with the union and the works
council, also including a no-redundancy clause.aAdor AG effectively engages its
works council and union at the outset of companyisiens such as potential
reorganization, discussing topics of mutual inteseeh as safeguarding the future of the
enterprise and employee contribution to competitggs. Management and the works
council at InBev Germany GmbH agreed to negotiatsaial collective agreement”
allowing the works council additional rights witbspect to internal labour market issues,
as well as increasing management flexibility inpaasding to market pressures. The
agreement negotiated in 2009 called for higherléeeé severance pay in the event of
compulsory redundancy, among other items suchrapensation in the event of reduction
in working hours. At Carl Zeiss AG, management dskee works councils and the union
to work towards negotiating an agreement to tathée difficult economic situation; in
response the unions established a centralizedctwiebargaining commission in order to
deal effectively with the interests of its membé@m all work locations. Among the
negotiated arrangements, workers agreed to forge wereases and lump-sum payments
in exchange for management’s agreement to avoithdahcies until September 2010.

| am grateful to Dr. Stefan Zagelmeyer for undertgkhis study of enterprise-level
collective bargaining in Germany and commend tipemeto all interested readers.

March 2010 Tayo Fashoyin
Director,
Industrial and Employment
Relations Department
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1. Introduction

The German economy currently faces the most seegosomic downturn, in terms of
scale and magnitude, since the Second World Wanadd, orders, output and profit have
declined at unprecedented rates in many sectorscangpanies. At the same time,
bankruptcies have been increasing.

Apart from the immediate effects of the US subprmwrtgage crisis on the German
financial sector, which began in 2007, the Germapugation became aware that it could
not escape the impact of the financial crisis witee Hypo Real Estate Holding AG
(HRE), a holding company owning several real esfatancing banks, encountered
financial difficulties during the liquidity crisisf September 2008. HRE was saved from
immediate collapse by an extension of a €35 bilbogdit line from the government and a
consortium of German banks. When on 6 October 2088cond bailout was agreed upon,
with German banks contributing €30 billion and Bendesbank €20 billion to another
credit line, it became obvious that the globalficial crisis had hit Germany.

From autumn 2008 to the time of writing — mid-Aug@009 — the crisis has
affected many sectors and companies, with the ewmncituation continuing to
deteriorate. In order to cope, the German Fedewmlempment, the state (Lander)
governments and the social partners have introdacdtbr adapted a wide range of policy
instruments. At the company-level, human resou(e®) policies are being adjusted. As
it becomes clear that unilateral action by compasayagement is no longer enough, joint
actions by management, trade unions and/or worksdls have become necessary in
order to reach agreements on cost-cutting programtoehelp companies maintain
employment levels or minimize job losses.

This report provides (1) an overview of public p@s and social partners’
initiatives, and (2) five case studies of compaeyel collective or works agreements on
tackling the impact of the current crisis, focusargmaintaining employment levels.

2. Public policies and social
partners’ initiatives

2.1 Background

This section summarizes the initiatives taken lgygbvernment and the social partners to
address the economic crisis. While there have beererous innovative policies, in many
cases established tools have been adapted to ¢lds pé the current situation. However,
this report cannot claim to provide an exhaustisedf all available initiatives, for at least
two reasons. First, as the federal system has tpiigity of economic and social policy
actors at different levels, a full report of altiaties would be well beyond the scope of
this report. Second, since the crisis is not ye¢rpany report can at best discuss the
policies existing at the time of writing. Even wéithis report was being prepared, many
new initiatives were being introduced, and therk vé certainly be more such initiatives
in the future.

Many of these initiatives seek to tackle the impaicthe crisis on employment;
these range from comprehensive stimulus packagéseatederal level — resulting in a
wide range of specific measures that directly dirgctly affect the labour market, to local
initiatives taken by social partners, with or witihdhe support of local authorities. The
instruments vary in terms of their target grouparaiel of influence, and impact. While
some are aimed at stimulating the companies’ derfardbour, others provide incentives
to help prevent redundancies. Further policies stpthe labour supply in order to




minimize the social impact of the crisis and toilfete adjustment (Mandl & Salvatore,
2009).

The structure of the first part of this report rblygfollows the classification of
employment-related public recession instrumentld@ed in Mandl & Salvatore (see
figure 1). Following the summary of the economimaiion, the subsequent deal with the
instruments used to maintaining employment. It &hbe noted that some instruments can
be pigeonholed in more than one category, showinerfigure.

Figure 1.
Employment-related recession measures

- Income support for the
Measures to maintain Measures to create .
unemployed or those outside
employment employment the labour force
— Support for short-time work or - Job matching, counselling, career Unemployment benefits
temporary layoff guidance « Eligibility criteria
¢ Wage subsidies « Improving PES ¢ Amount
» Social security contributions « Support of workers in finding a job « Duration of entitlement
- Training support while employed — Incentives for companies to employ — Other instruments, e.g.:
* Advice/consultancy to additional workers « (Early) retirement
enterprises * Reduction of/exemption from non- payment
« Contribution to training costs wage labour costs « Child benefits
» Wage subsidy » Wage subsidies « Housing/ heating

. * Non-financial incenti
- Reduction/deferral of non-wage labour on-financial incentives

costs for current employees — (Re-) training of the unemployed

 Social security contributions — « Advice/consultancy, skills

for enterprises and/or assessment tools

employees « Provision/organization of training
 Taxes — for enterprises and/or « Contribution to training costs

employees ¢ Income support while in training

I Direct enterprise support — Mobility grants

* Public loans/guarantees, direct « Tax incentives

subsidies, risk-capital schemes « Travel/accommodation allowances
« Reduction/deferral of company * Repatriation allowances

tax payments or bringing

forward of tax reimbursements — Support of self-employment

* Advice/consultancy, training

« Start-up grants

* Reduction/deferral of social security
payments

- Indirect enterprise support

e Public investment (e.g.,
infrastructure)

e Incentives for consumer
purchases

Note: PES = Public Employment Service.
Source: Mandl & Salvatore (2009).

2.2 The economic situation, 2008-2009

Following a sharp decline in the gross domesticdped (GDP) during the winter of
2008-09, the German government is currently (Aug@@9) seeing the first signs of
gradual stabilization in the overall economy, as thder-books recover, foreign trade
improves, and industrial output holds steady. Yiete¢ are fears that the heretofore modest
impact of the crisis on the German labour markditworsen in autumn 2009 and winter
2009-10.

In August 2009 the Federal Statistical Office répdrthat the GDP (adjusted for
calendar effects) in the second quarter of 2009 @vasper cent higher than in the first
guarter, following four quarter-on-quarter decreaisea row. However, the price-adjusted
GDP was down by 7.1 per cent compared to the sarmdey of the previous year, which




implies the largest decrease since the beginninthefpublication of the data in 1970
(Statistisches Bundesamt, 2009).

In the manufacturing sector, the output for May 2@Gcreased by 3.7 per cent in
price- and seasonally-adjusted terms, and indwsstvy a sharp rise in output by 5.1 per
cent. The respective figure for December 2008 sadraop of 5.3 per cent in output
(Bundesministerium fur Wirtschaft und Technologt®09b). However, once adjusted for
working day variations, industrial output contindesemain far below the previous year’s
level; on a three-month comparison, there wasleofa?2.0 per cent. While there was a
slight (seasonally-adjusted) rise in exports by [eB cent, this year’s figures again went
down sharply on those for 2008, in Apri/May by &6per cent (unadjusted)
(Bundesministerium fur Wirtschaft und Technolo@é09d).

As far as labour market developments are concemmeginployment increased in
June 2009 by 31,000 in seasonally-adjusted termby250,000 on the 2008 figure. The
number of unemployed persons stood at 3.41 milkath an unemployment rate of 8.1
per cent. For seasonal reasons, total employmgranebed by 137,000 (unadjusted) to 40
million in June 2009. In year-on-year terms, emplept was down by 163,000
(Bundesministerium fir Wirtschaft und Technolog®)09d). For 2009, the Federal
Government expects the GDP to decline by two-agdaater per cent (price-adjusted)
(Bundesministerium fur Wirtschaft und Technologi€009b). The Institute for
Employment Research (IAB) estimates that if thesgrdomestic product were to decline
by 6 per cent in 2009, unemployment would rise B9,800 to 3.7 million (Institut far
Arbeitsmarkt- und Berufsforschung, 2009).

2.3 Public policies I: Economic stabilisation

2.3.1 October 2008: Stabilisation of
the financial markets

On 17 October 2008, the German government passe#ittancial Market Stabilisation
Act (FinanzmarktstabilsierungsgeseMStG) in order to re-establish confidence among
banks, to secure both the deposits of privateeriizand the supply of credit to companies,
and to restore confidence in the stability of timarficial system. Assistance under the Act
is tied to strict conditions and is time-restrictdtd aims to revive confidence in the
financial system and to restore order to commertiahsactions between financial
institutions. In addition, the federal Governmeas lannounced an unlimited guarantee on
all private deposits in Germany (Bundesministeritim Wirtschaft und Technologie,
2009b).

2.3.2 November 2008: The “securing jobs by strengt  hening
growth” package

On 5 November 2008, the German Government adopied Rackage of measures to
reduce tax burdens, stabilise social insuranceribotibns and invest in families”, as well

as the 15-point programme “Securing jobs by stiemjng growth”. The aim of the

package was to minimise the effect of the financiais on the general economy. It
provides for, among other things, reduced taxes pigvate citizens and businesses,
incentives for environmentally-friendly house cauastion, additional temporary jobs for
employment agencies, the extension of short-timekwmm 12 to 18 months as of 1
January 2009 (valid for 2009 only), and funding paiblic investment. The Kreditanstalt
fur Wiederaufbau (KfW) will safeguard the financirgnd liquidity of companies

(Bundesministerium fur Wirtschaft und Technolodie09a).




2.3.3 January 2009: The “Pact for employment
and stability in Germany”

Given that the economic situation deteriorated dier winter of 2008-09, the federal
Government adopted the broad and integrated “Rarctemployment and stability in
Germany” on 14 January 2009. The pact targets @ubliestment, the credit supply,
employment and skills, tax reduction, and sustdinébcal policy. The reduction in taxes
and social insurance contributions is intendeddasb consumer purchasing power and to
improve incentives for employers and private ineest In addition, there will be
additional public investment in infrastructure asllvas policies to promote education and
skills. Additional measures will address the labmarket, to prevent layoffs and develop
skills. This pact also includes the car scrapptitgese intended to benefit the car industry
and the companies in the supply chain of the cdustry. According to this scheme,
consumers can take advantage of a reduction ipuhehase price of a new car if they
scrap their old car —which has to satisfy certaitesa (Mandl & Salvatore, 2009). The
pact contains measures for 2009 and 2010 (Bundeseriom fir Wirtschaft und
Technologie, 2009c).

Following the two programmes, the German governngstdblished the German
recovery fund (Deutschlandfonds), which providesnpanies with easier access to
subsidised guarantees and loan subsidies. One c@jgpany to receive guarantees and
loans is Heidelberger Druckmaschinen, the largesttipg-press maker in the world,
which has suffered substantially from falling osl@nd the general decline in traditional
print media. The company made successful applicatior a €300 million loan from the
Kreditanstalt fur Wiederaufbau, and for additiosshte guarantees amounting to €550
million from the German government and the fede®shte of Baden-Wurttemberg
(European Foundation for the Improvement of Livamgl Working Conditions, 2009).

2.4 Public policies Il: Employment

2.4.1 Short-time work

In Germany, a very popular option for the prevemtaf dismissals during a downturn
putting employees on short-time work. For companitds reduces labour costs,
safeguards company-specific human capital invedsneand helps to retain core
employees until the economic recovery. Employes® denefit by having at least a
temporary guarantee that they will not be madenddnt and by having income security
in spite of a pay cut due to the reduction in thesrking hours (Mandl & Salvatore, 2009).

The government regulation of short-time work hasrbadapted several times since
the beginning of the recession, because of changdugirements in the economic
situation. The main provision is that the compaaysfor the effective working time and
receives a state allowance for up to 67 per cal@pending on the worker’s family status —
of the missing net wage, for up to 24 months. Havethe extension to 24 months will
only be valid for applications made by 31 Decen@9 (Bundesministerium fur Arbeit
und Soziales, 2009).

Until 30 June 2009, the government covered halftteg national insurance
contributions made in respect of short-time wonlarf 1 July, the government will cover
the full amount of contributions after the sixth mio of short-time work (Mandl &
Salvatore, 2009). Short-time work is currently vegpular in the metal and engineering
sector, the automotive industry, construction, wbkale and retail trade, as well as in
temporary agency work (Crimmann & Wiel3ner, 2009).

2.4.2 Training support while on short-time work

As part of the 2009 pact, the German governmehtaadening its support for education
and training measures for company employees duhiegecession, taking advantage of
the low level of business activity while at the saitime preparing enterprises and




employees for the economic recovery. Employers raagive a special training subsidy if
they offer training courses to enhance their warkkrture employment prospects during
the non-employed hours while on short-time work (illag& Salvatore, 2009).

2.4.3 Reduction of non-wage labour costs
for current employees

In Germany, the employers’ unemployment insurarm#ribution has been lowered from
4.2 per cent in 2008 to 2.8 per cent in 2009 arkD2@hile health insurance contributions
were reduced by 0.3 per cent. In addition — sineentan companies must currently also
cover the employees’ contributions while on shimniet work — this obligation will be
halved during 2009 and 2010. These policies airsetoan incentive for the company to
maintain jobs by reducing non-wage labour costsn@i& Salvatore, 2009).

2.5 The role of the social partners

2.5.1 Involvement in public policy-making

The social partners, namely the trade unions arlamrs’ associations, were consulted
by the German government before the decisions weside regarding public policy
initiatives. These consultations usually involvéw tChancellor, representatives of the
Federal Government, trade unions, employers’ aadetrassociations, major German
companies, the Council of Economic Advisors, ad aglrepresentatives of academia and
the research community. Participants were inviegresent their views, analyses and
interpretations of the crisis, and its possiblesfetdevelopments and scenarios, as well as
its economic and social implications. In additiparticipants discussed policy options.

On 13 October 2008, the Federal Minister of Ecomsnaind Technology met with
representatives from various sectors to discussnpiat elements of a package of measures
(Stimulus Package I). One meeting took place orogehber 2008, immediately after the
Government had decided on the first stimulus paekadpen it hoped to secure support of
the social partners for the package (Merkel bdfoftjunkturgipfel, 2008).

Two so-called “Konjunkturgipfel” (summits on econignactivity) stand out in this
respect. The first summit involved 32 participaatal took place on 14 December 2008
(Merkel will wetterfest, 2008). The purpose of theeting was to discuss the general
economic and labour market situation and to hejpgre the Government’s decision of 5
January 2009 on the second stimulus package, bub s@cure agreement on any specific
policy issues (Hess, 2008).

On 29 December 2008, the leading employers’ amdetassociations — the BDA
(Confederation of German Employers’ AssociatiorBRI (Confederation of German
Industry), DIHT (German Association of Chambers@mmerce) and ZDH (Central
Association of German Crafts) — issued a joint prEstement expressing support for the
Government’s first stimulus package and implicidemanding additional activities,
including reductions in both corporate and incoare tmproved bank loan arrangements
for businesses, a reduction in employers’ socialgy contributions, support for short-
time work, and additional investments in educatiod infrastructure (BDA et al., 2008).

On 9 January 2009, the Chancellery organized aingeeith the entrepreneurs and
associations of small- and medium-sized enterptsesscuss potential policy elements in
a package of measures (Stimulus Package Il). QratdBary 2009, the Chancellery held a
meeting with the central associations of businegh the objective of explaining the
coalition decisions of 12 January 2009 concernhmg $timulus Package Il in order to
ensure acceptance by business and rapid impadhed>same day, the Federal Minister of
Economics and Technology held two separate dismussegarding the preparation of the
Annual Economic Report (projection of the econord@&velopment) with (a) the joint
Committee of business associations, and (b) then@&erTrade union Confederation
(DGB).




The second stimulus package was welcomed by the, BBAt included additional
public investment in infrastructure, a reductioremployers’ social security contributions,
and enhanced opportunities for companies to maimaiployment levels (BDA 2009). In
addition, the DGB welcomed the package as it woudet union demands for investment
in education and infrastructure, income tax redunstj and additional support for short-
time work (DGB, 2009).

On 13 March 20098, the BDA, the BDI, the DIHT arek tZDH met with the
Chancellor in Munich to discuss issues related e tinancial crisis, for example,
company finance, corporate taxation, simplificatidrthe regulations of short-time work.

A second Konjunkturgipfel summit took place on 2@riA2009; it included about
40 participants. While the purpose of the summg ¥eadiscuss the economic situation, the
unions demanded a third stimulus package, the gmpbrepresentatives demanded a
reduction in non-wage labour costs, and industspeiations demanded easier access to
bank loans (Schmergal, 2009). Since the crisis ihegade unions as well as employers’
associations have contributed to the public digounssf the crisis and have voiced their
concerns, especially during the run-up to the ttifgasummit meetings.

The DGB and its member unions have continued te gagosition and to voice their
demands. In terms of their effect on public politte unions claim to have proposed the
extension of short-time work, the car scrapping usomprogramme, and support for
environmentally-friendly building renovation. Yete unions also criticized the hesitant
approach of the German government and condemnedntioent of fiscal stimulation as
insufficient. In addition, they made repeated chilsconsumer subsidies and emphasized
that more money should be invested in educationrgrastructure.

The employers’ associations have likewise contedub the public debate. They
repeatedly called for investment in education amdastructure and for a reduction in
social security contributions and non-wage labamsts:

2.5.2 Further social partner initiatives

Since the 1990s, multi-employer collective agreeéave contained opening clauses, or
hardship clauses, allowing company-level agreementdeviate from sectoral collective
agreements, usually in order to reduce costs anihtama employment (Kohaut &
Schnabel, 2007; Haipeter & Lehndorff, 2009). Unfodtely, there is yet no information
available on the extent to which these clauses baga used in the current situation.

In general, the financial crisis has affected samhehe more recent collective
bargaining processes. For example, while the indéanands in the metal and engineering
sector wage negotiations in 2008 were relativelyhhjwith over eight per cent of the
demands linked to the excellent business performdnycGerman companies in the first
half of 2008), the agreement as concluded wasivelptmoderate, with a modest increase
of 2.1 per cent from 1 February 2009 (DribbusctB0

More specifically related to the financial crisisregional multi-employer collective
agreement in the metal and electrical industry kated in April 2009 contained
provisions on short-time working, training and eayphent protection for Baden-
Wirttemberg. The agreement extends and supplenteat§ederal Government’'s new
rules on short-time working by establishing modelscompensate employees on short-
time work for lost wages (Vogel, 2009).

Also beginning in the 1990s, company-level agredamém the form either of a
collective agreement or of a works agreement haem lused by trade unions to exchange
concessions on collectively-agreed terms and comditof employment (especially pay
and working time) for management commitments tontaém existing job levels or to
reduce staffing levels without compulsory redundesicThe next part of this report will

! Bellmann, 2009; Bellmann et al., 2008; Berthold et 2003; Hiibler, 2005a, 2005b; Lesch, 2008; Ret2203; Seifert &
Massa-Wirth, 2005; Sisson & Artilles 2001.




describe and discuss recent examples of such comhpasl agreements which were
concluded as a reaction to the financial crisigd88 and 2009.

2.6 Company-level responses

This section briefly summarizes the main companglleesponses to the crisis, looking at
human resource management as well as at employeiatibns.

There are several ways that companies in Germappng to the crisis. One recent,
representative survey by the Institute for EmploginBesearch IAB (Heckmann et al.,
2009) reports that four out of ten establishmerith wimost 12 million employees were
affected by the economic crisis. The crisis affeessablishments of all sizes and all
sectors, in varying degrees.

As far as human resource management is concermedzérman Association for
Personnel Management (Deutsche Gesellschaft fisoRalfihrung, DGFP) conducted
surveys of its member companies on the impact effitteancial crisis in December 2008
and in May 2009 (Armutat, 2009; Sedlacek, 2009)e TWay 2009 survey (n=116)
provided information on the type of personnel amjent the respondent companies were
using. In terms of priorities, the companies wesorting to (either currently or within the
next 6 months):

1) reduction of overtime (73 per cent)

2) use of savings on working time accounts (63cget)

3) ano-hiring policy (63 per cent)

4) not renewing temporary agency contracts (63pat)

5) not extending temporary contracts (63 per cent)

6) hiring new employees with temporary contractly §58 per cent)
7) reduction of further training activities (58rgent)

8) reduction of bonus payments (48 per cent)

9) mutual termination of employment contracts |46 cent)

10) short-time working (42 per cent)

11) partial early retirement (41 per cent)

12) transfers (39 per cent)

13) reduction in voluntary social security suppdats (29 per cent)
14) compulsory vacations (28 per cent)

15) extension of cooperation with temporary wogkracies (24 per cent)
16) wage cuts (21 per cent) (Armutat, 2009; Sedla2009)

While the dataset is not representative of Gern@npanies, the results show the
spectrum of HR policies currently being used. Tégresentative IAB study reports that
11 per cent of the member establishments haveteests employee redundancy; 20 per
cent have reduced wages, benefits or working hdi#sper cent were using short-time
work; and 83 per cent put in place a no-hiring@o(Heckmann et al., 2009).

Two further specific developments need to be meeticn the context of the impact
of the financial crisis on HRM and employment rielas, regarding temporary agency
work and the extent of short-time working. Betwdene 2008 and June 2009, the number
of temporary agency workers declined by 36 per ceom 794,000 to 526,000.
Furthermore, the Institute for Employment Reseafitstitut fur Arbeitsmarkt- und
Berufsforschung, IAB) estimates that in March 20D2, million employees were working
short time, a 1.1 million increase on the numbédvlarch 2008. If the average reduction in




working hours is estimated at 34.5 per cent, tlosla/ translate into 430,000 full-time jobs
(Institut fur Arbeitsmarkt- und Berufsforschung,020).

3. Company case studies

3.1 Introduction

The purpose of the case studies is to examine #r®us faces of company-level
“concession” bargaining in the past and during ¢herent crisis, and to ascertain how
public authorities can help enterprises to avodlinelancies, keep employees in work and
possibly enhance their employability.

3.1.1 Research methods

The following sections are based on company-leastestudy analysis. Since this research
project is largely an exploratory, fact-finding simn, one may also refer to the case
studies as case reports.

The author began the project by making a generalysis of several German
newspapers as well as of the online databasesddhopean Restructuring Monitor and
the European Industrial Relations Observatory (ls#tvices provided by the European
Foundation for the Improvement of Living and Woxki@onditions in Dublin, Ireland) to
identify critical cases. This (re)search generasethe ideas but did not lead to the
identification of critical cases.

There are several reasons why it proved difficnlfind cases. First, the impact of
the financial crisis on German companies occurmgdtively late compared to other
countries. Second, the agreements usually takettnmegotiate. Third, the impact of the
financial crisis is still in progress, which meatisat companies and unions may be
reluctant to issue information to the public dursugh situations of uncertainty.

A thorough search of internet web pages generatiest af companies which had
embarked on the desired negotiations or reacheeeammts. By early June, a dozen
companies were identified as potentially suitalolethis research project. After inquiries
with company representatives and the respectivde tnanions, the author chose the
following companies for the case reports:

1) Daimler AG, a car company heavily affected by tharficial crisis;
2) Postbank AG, a recently privatized company fromitaeking sector;
3) Arcandor AG, a retail and tourism group which wesdgently bankrupt;

4) AB InBev Germany GmbH, a brewing group which istpsra foreign-owned
multinational,

5) Carl Zeiss AG, an optics company which has receyplied for state aid.

There were a number of other companies in linee@afly in the supplier business.
Some companies did not respond or explicitly redusetake part in the study, while other
companies’ agreements were ruled unsuitable foptingose of this report by the author.

As far as the case reports are concerned, theeddgation process was organized as
follows. After an analysis of the company’s web @agd that of the relevant trade union,
the author thoroughly searched newspaper archiveshen sought to obtain additional
information by asking company and union represev@stfor interviews. For each of the
five case studies at least one semi-structuredviete was conducted, either with a works
council representative, a trade union represemtadind/or a company representative.




3.1.2 Specific legal terms

The collective agreementTdrifvertrag) is an instrument for regulating the terms and
conditions of employment, concluded by an empl@yeasin employers’ association on one
side and one or several trade unions on the olihgermany, collective agreements are
concluded at various levels, ranging from compaawel collective agreements to national
level multi-employer agreements. Collective agressiare legally binding.

A works agreementBgtriebsvereinbarurjgis a written agreement made between
the employer and the works council which has actirend compulsory effect on
employment relationships and labour relations withie establishment. Works agreements
may regulate all matters relating to the establefimprovided that there are no statutory
or collectively-agreed provisions to the contrddetails of the rights of the works councils
can be found in the Works Constitution Act. It idawful for works agreements to contain
provisions on remuneration and other employmentditimms, which are (usually
regulated) regulated by collective agreement (W@#astitution Act 8§ 77(3)). Collective
agreements may, however, permit the conclusionmlementary works agreements.

As far as the company-level case studies are coedeitwo more concepts are
relevant. “Social plans” are agreements betweereraployer and a works council to
compensate or alleviate economic disadvantagesnfptoyees in the event of a substantial
change in the workplace or in cases of bankrupf¢grks Constitution Act 88 111,112).
In case of failure to agree on a social plan, thera mediation and arbitration system
which ultimately leads to a binding social planefdis an obligation to draw up a social
plan only if the proposed alteration to the estdlient consists solely of dismissals, when
certain maxima (expressed as a percentage of thieworkforce) are exceeded, or when
the case involves a newly-formed enterprise. Irhstases, a reconcilement of interests
(see below) must be arranged. Social plans usealil the regulation of redundancies
and severance pdy.

Finally, the reconcilement of interestatéressenausgleiglaccording to the Works
Constitution Act 88.111 ff. provides for a procegluo reconcile the positions of the
employer and the workforce in the event of a pregosubstantial alteration to the
establishment and also bankruptcy and compositida. a consequence of the
reconcilement of interests, the implementationhef agreed arrangements is subject to the
co-determination right of the works council. If tamployer makes no attempt to arrive at
an agreed reconcilement of interests, or failsideaby one, employees who are dismissed
or V\éhO experience economic disadvantage as a remytclaim compensation for job
loss:

3.2 Daimler AG

3.2.1 Background

Daimler AG is the world’s thirteenth largest carmagacturer as well as the world’s largest
truck manufacturer, owning the brands Mercedes-Bilag/bach, Smart, Freightliner and
many others. Daimler AG also owns major stakehé derospace group EADS and the
Japanese truck maker Mitsubishi Fuso Truck and@urporation. In addition, it provides
financial services through its Daimler Financiahfges company.

Although the company’s history goes back to 1888inider AG was established
only in 2007. Its predecessor DaimlerChrysler AGweeated in 1998 when the German
company Daimler-Benz merged with the US-based @dry€orporation. In 2007,

2 www.eurofound.europa.eu/emire/GERMANY/COLLECTIVEAGREEMT-DE.htm
3 www.eurofound.europa.eu/emire/GERMANY/WORKSAGREEMENE-htm
4 www.eurofound.europa.eu/emire/ GERMANY/SOCIALPLAN-DEn

5 www.eurofound.europa.eu/emire/GERMANY/RECONCILEMENTRFERESTS-DE.htm




DaimlerChrysler sold Chrysler to Cerberus Capitanisigement and took on the name
Daimler AG.

In terms of employment relations, the manufacturgiggs of Daimler AG are
covered by the sectoral multi-employer agreementtie metal and engineering sector.
Most of the company-specific agreements are negdtiaith works councils and have the
legal status of a works agreement.

The global recession has had a substantial negaipact on global demand for
motor vehicles. This has hit Daimler AG fairly haespecially in the first quarter of the
financial year 2008-09, and the trend continued the second quarter, when the company
reported that in the United States sales of cadslight trucks were about 30 per cent
below the level of the corresponding quarter in gnevious financial year. In many
European countries the decline in demand was pgrtampensated by various state
bonuses for scrapping older vehicles, which stitedlalemand especially for small cars.
However, as Mercedes Benz targets the market fgedacars, Daimler has not derived
much benefit from this policy. Markets for commaicvehicles in Western Europe, the
United States and Japan slumped in all segmenisgdtive second quarter. Medium and
heavy trucks were the worst hit, with unit saldsrig by between 40 per cent and 60 per
cent (Daimler AG, 2009a).

In the second quarter of the financial year 2008@&imler sold 391,500 cars and
commercial vehicles worldwide, which implies a drop 31 per cent compared to the
same period of the previous year. Sales of MercBaez cars fell by 19 per cent, while
sales of Daimler trucks fell by 56 per cent, saléMercedes-Benz vans fell by 47 per
cent, and sales of Daimler buses fell by 25 pet.cEne profits of Daimler Financial
Services fell by 16 per cent compared with the esponding quarter in the previous
financial year. The Daimler Group’s second-quaréxenue fell significantly from €26.0
billion in 2008 to €19.6 billion this year. Adjustdor exchange-rate effects, revenue fell
by 27 per cent. Daimler posted operating profifotgeinterests and taxes (EBIT) of minus
€1 billion for the second quarter (Q1 2009: min@s3billion; Q2 2008: plus €2.1 million)
(Daimler AG, 2009a).

The Daimler Group has adopted a number of measonesiuce costs and to avoid
additional expenditure; in total, they amount tolfiion. The measures include labour-
cost reductions as well as fixed-cost reductions famther streamlining of the Group’s
organizational structures.

As far as HRM is involved, 257,400 people were ayptl by Daimler worldwide
at the end of the second quarter of 2009 (end oRQ@B: 275,000), 162,800 of whom
were employed in Germany (end of Q2 2008: 168,308 workforce reduction was
achieved primarily by the repositioning of the Gutsutruck business in North America,
the expiry of limited-period employment contractmd early retirement agreements.
Nearly all of the car and commercial vehicle plant&ermany are affected by short-time
work; at the end of June 2009, this involved abéut000 employees (Daimler AG,
2009a).

The following sections will report on the 2009 werkgreement which is intended to
make a significant contribution to cost-saving®atmler AG. Since the 2009 agreement
is closely connected to previous agreements, the ggport also includes information on
the 2004 works agreement concluded at DaimlerCénryss.

3.2.2 The 2009 agreement

Background

On 27 February 2009, the newspaper Die Welt redottat for the year 2008, the
remuneration package for members of the managemeantl had gone down by around 50
per cent per member, as compared to 2007. Thifedsuainly from a drastic reduction in
the annual bonus, which is related to operatinditerdn 2008, the EBIT declined by a
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third, mainly because of the 20 per cent stakehiry§ler and a 40 per cent decline in the
sales (Daimler will zwei Milliarden, 2009). Basialaries and long-term oriented salaries
and expenses went down, albeit slightly (DaimleefZetsche, 2009).

In mid-January, the management announced thatrtheaa bonus for employees
would be reduced from €3,750 in 2007 to €1,900 @®8 which affected 118,000
employees. Furthermore, in the annual report fod82the management announced
workforce reductions as a consequence of the derlisales. There would not be a formal
programme of workforce reductions, as Daimler waulginly rely on voluntary attrition
(Daimler-Chef Zetsche, 2009).

In mid-March 2009, Daimler announced an extensibrstwrt-time working in
response to a further decline in sales. At eachymtion site, the management and works
council would negotiate the local agreement (Daimleitet Kurzarbeit, 2009).

Negotiations

In April 2009, management demanded additional lafoogt reductions and concessions
from the workforce in extraordinary work meetindgetriebsversammiunggmt nine of
the 15 German production sites. It claimed thatphevious cost-cutting and workforce
reduction programmes had been insufficient. Durihg meetings, management also
prepared the workforce for potential redundanciéswever, employees who had been
hired before the conclusion of the 2004 employnpatt were guaranteed employment
until the end of 2011 (Daimler bereitet Mitarbejt2009).

Among other things, management demanded a reductiamorking hours of up to
five hours per week without wage compensation —lying wage reductions of up to
14 per cent — for 73,000 of Daimler's 141,000 empls in Germany (namely those
working in administration, procurement, and reskam@nd development) and the
cancellation of company support and incentivesfart-time work.

Conflict between management and the works couneitss reported when
management proposed to reduce the working week B8&nto 30 hours; the works
councils preferred short-time work. Short-time wadskmore costly to the employer but
entails less income reductions for the employeese Pproposal to postpone the
collectively-agreed wage increases until DecemiB@92vould amount to savings of €100
million, and the postponement of the annual bonasileh save another €280 million
(Daimler will zwei Milliarden, 2009). In additionmanagement proposed to scrap vacation
pay and the Christmas bonus (in Germany calledl8te month’s salary). Management
announced that negotiations with the workforce vexgected to be concluded by the end
of April. The proposed concessions would lead tea@uction of labour costs from €12
billion to €10 billion (Daimler stimmt Mitarbeite009).

Agreement

On 27 April 2009, the Daimler group works councitlamanagement signed an agreement
providing for a range of cost-cutting measuresndesl to save the company €2 billion in
labour costs in return for, among other thingsna-fedundancy clause”. The agreement
included the following (Dribbusch, 2009a):

*  Working-hours reduction and short-time work. The working time of all
employees at Daimler Germany will be cut by 8.7% pent without pay
compensation. Employees at the company who carrgloort-time work will
receive an additional payment on top of the stayushort-time allowance in
order to reduce income loss. Whereas, accordingewous provisions, up to
100 per cent of the previous net income was gueeaintn some cases, the
additional payment will now be cut with effect froin May 2009. Daimler
employees doing short-time work in the federal &tait Baden-Wirttemberg
will then receive additional payments guarantediatyveen 80.5 per cent and
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93.5 per cent of monthly net income, depending en individual extent of
short-time work.

e« Compensation. The pay increase of 2.1 per cent negotiated welhter 2008
and scheduled to take effect from 1 May 2009 wéllgmstponed to 1 October
2009. Moreover, the one-off payment of €122 negedidor September 2009
will be cancelled. The bonus payment of €1,900 2608, resulting from
Daimler’s profit-sharing scheme and due to be fraidpril 2009, will also be
postponed to May 2010. All bonus payments basedndividual monthly
incomes will be cut according to the agreed 8.75ce@at reduction in weekly
working hours (Dribbusch, 2009a).

 Apprentices. The percentage of apprentices to be offered emmat

contracts has also been renegotiated for thosestanted their apprenticeships
in 2006 and 2007. This is based on a company-wigleeanent from the year
2005 and includes an increase of five per certiémumber of apprentices and
a takeover rate of 80 per cent. All apprentices wtzoted in 2006 and 2007
will be offered employment contracts with a 28-hauarking week. According
to the previous regulations 20 per cent of appcesthad to leave the company
at the end of their apprenticeships. They will nbe offered a one-year
employment contract and support for occupationarieatation outside the
company (Daimler AG, 2009b).

 No-redundancy clause. The exclusion of compulsory redundancies until 31
December 2011, which was agreed during the preuwnagmtiations in 2004,
remains in place but is valid only for those whim@gal the company before the
2004 agreement was concluded. About 16,000 workened Daimler after
2004 who have hitherto not been covered by thisgiodrantee; they are now
protected from compulsory redundancy until June0200he company-wide
agreement can be terminated as of December 31,(Bbibusch, 2009a).

« Miscelaneous. No final agreement has yet been reached on ingiéng the
non-payment of the profit-sharing bonus for thery2208, which was decided
upon previously. Management and the group worksicibhave discussed the
possibility of putting the profit-sharing bonusarin employee-equity scheme.
The preconditions for this proposal are to be fitadiin a joint workgroup by
the end of 2009. Should the implementation of gingposal be not be possible,
the bonus will be paid out following consultationtlwthe works council in
either May or October 2010 (Daimler AG, 2009b).

Members of Daimler's management board and top dixesuwill be included in the
cost-reducing measures and will also temporarilsedo part of their monthly basic
salaries, starting in May 2009. The percentageesbfamonthly salary reductions increases
with responsibility. The usual annual salary ineeeavill also be omitted in 2009. The
variable components, including pension contribigjohave already fallen significantly.
Solely through the reduction of monthly remunematisenior executives are waiving the
equivalent of one month’s salary and members ofmhaagement board are waiving the
equivalent of two months’ salary on an annual bdsisaddition, the supervisory board
will soon decide on its own reduction (Daimler A@)09b). The newspaper Die Welt
reported that the members of the management bo#irlave a salary cut of 15 per cent
per month and a 70 per cent reduction in performaatated pay. General managers at
plants will have a salary reduction of 10 per d&#imler spart, 2009).

3.2.3 The 2004 agreement

Background

The 2009 agreement needs to be seen against thgrivaed of the employment pact
which was concluded in July 2004 at the DaimlerGlely AG. This pact was intended to
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safeguard 6,000 jobs and provide a qualified naosnddncy guarantee for permanent
employees in Germany until the end of 2011. As pghet covered only employees on
permanent contracts with DaimlerChrysler on the te the agreement was concluded,
the 16,000 employees who had been taken on aféérddie were not covered by the
no-redundancy clause. Furthermore, the compangeauic situation had changed since
then, so that the provisions needed to be revised.

The background to the 2004 agreement is as followsarly June 2004, newspapers
reported that McKinsey management consultants lledtified potential productivity
increases at Mercedes-Benz of the order of 10 pet for the then 104,000-strong
workforce. This implied that the company could reslthe workforce by 10,000 without
any loss of production and quality, despite opagafpirofits of €3.1 billion in 2003. On 18
June 2004, Jirgen Hubbert, the CEO of the Merc€degroup, questioned the usefulness
of some collectively agreed terms and conditionairegy the background of pressure to
increase competitiveness, particularly site-speditirgaining items such as paid breaks
and shift-work mark-ups for late shifts (Chronik(2).

Negotiations

On 24 June 2004, the chairperson of the group wooksicil, Erich Klemm, warned that
productivity increases might endanger 10,000 job#larcedes-Benz. He subsequently
offered proposals on improving flexibility with pitial cost savings of €180 million,
which management rejected (Chronik, 2004).

On 9 July 2004, 10,000 employees of Sindelfinged Bimtertirkheim protested
against the management demands. Work stoppaged [B@tminutes. On 10 July, 12,000
employees at the Sindelfingen plant went on sthkéveen 6 am and 2 pm (Chronik,
2004).

On 12 July 2004, DaimlerChrysler warned that 6,203 could be cut in southern
Germany and that production of its new C-class leaes could be shifted either to
Bremen, where cars were cheaper to produce, or tev&outh Africa unless employees
agreed to cost savings of €500 million a year. Mangent demanded concessions, in
particular the abolition of the special hourly firénute breaks and the bonuses that
workers were receiving for working afternoons aatk|shifts at its main production
facilities in Sindelfingen. These benefits were mgoanted to workers at the plant in
Bremen. Moreover, the Bremen workers had fewer timtadays. DaimlerChrysler
workers’ representatives reacted to the warnintabgching a nationwide ‘action day’ on
15 July to protest against the company’s costigiftilans. IG Metall estimated that more
than 60,000 workers joined the protests. The comptren gave the workers’
representatives until the end of July 2004 to agpesoncessions that exceeded the €180
million annual savings from wage freezes offeredhi®/works council (Daimler-Chrysler,
2004).

The press reported rumours about talks between geament and the group works
council on a cost-saving programme amounting toO€B0llion during the days that
followed. On 18 July the negotiations continuedj @rbecame clear that a solution would
be reached by 29 July, in advance of the next gérasssembly meeting. Management
wanted to avoid industrial action, and the workarenl wanted to avoid the relocation of
production. The management board offered to cueitsuneration package by 10 per cent,
and higher management levels signalled their pesjpeass to contribute to the deal
(Daimler-Manager, 2004).

On 20 July 2004, negotiations resumed but wereuadgnl. On 21 and 22 July, the
negotiations continued. It was reported that theleyee side demanded employment
guarantees of 10 years, while management offerlyddeb years (Millionen-Poker, 2004).
In the early hours of the next day, the partiesoanned that an agreement had been
reached (Chronik, 2004).
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Agreement

On 23 July 2004, an agreement was reached at D&hngsler's Mercedes division that
was expected to save the company €500 million a yedabour costs in return for
compensation provisions and a no-redundancy claumsé 31 December 2011. These
annual cost cuts were to become fully effective@87 (Funk, 2004).

The works agreement affected around 160,000 empsoyt DaimlerChrysler's
German Mercedes division car plants. The main grons of the agreement were as
follows (Funk, 2004):

Employees would forego a planned 2.79 per cent wagiease in 2006.

20,000 employees at the research and developmpattdents agreed to a 30-
to 40-hour working time ‘corridor’ in order to reckithe cost of overtime.

The provision of temporary work would be restricted®,500 employees.

The adaptability, in particular of younger workemsw entrants and employees
on fixed-term contracts would be enhanced over raetlgear period, by
allowing the company to employ such workers atedéht sites within the
company, depending on demand.

Weekly working hours for around 6,000 service andp®rt staff working in
canteens as security guards or in logistics woalithbreased in stages from 35
hours to 39 hours by July 2007, without any coroesing increase in wages.

Service and support staff aged 54 years or morddagre a gradual reduction
in their working week to 34.5 hours, without anyrresponding reduction in
wages.

New service staff at DaimlerChrysler would be paidcomparable rates to
those of workers in the service sector.

These service jobs would not be outsourced.

Paid hourly breaks for workers in Baden-Wurttemberguld be reduced
roughly by half, and employees would have to degoi®@e of their break time
to training.

Late-shift bonuses for work between noon and seranwould continue for
current employees, but would be discontinued fow nand temporary
employees.

The salaries of 3,000 managers would be reduceahbyndisclosed amount,
and those of the company’s top executives woultetdaced by 10 per cent.

In August 2004, 3,000 managers announced the tieduct their monthly salaries
by 2.79 per cent starting in 2006. In addition,ialle pay would be cut by 10 per cent.
These cuts were equivalent to the concessions fmadbe workforce in the July 2004
pact. The management board had already announggidrsieductions (3000 Daimler-
Manager, 2004).
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After the pact

In the year following the 2004 pact, the managenagict the works council negotiated an
additional cost-saving programme in response tdahéur losses. In May 2005, the
management and works council agreed on a recammilia agreement
(Interessensausgleithfor socially acceptable workforce reductions &05production
employees at the Smart car factory in BoblingereyTihoped to achieve this reduction by
means of internal transfers within the group andhé&rnal placement centre (Smart einigt
sich, 2005).

An agreement in October 2005 for Mercedes Benzuded, among others,
workforce reductions of up to 8,500 over the follogv 12 months. While the no-
redundancy guarantee remained in force, the war&foeductions were to be achieved by
voluntary turnover, early retirement, and voluntaegundancy linked to severance pay.
Temporary contracts were not to be renewed. Theme &lso reports that the company
would allow severance pay up to €250,000. Overagpaad increased productivity had
reduced the demand for labour (Pragmatiker aus &obmy 2005; Aus der Spur geraten,
2005).

3.3 Postbank AG

3.3.1 Background

The Postbank group is one of the largest providéffmancial services in Germany, with
14 million customers and 21,000 employees at thme tf writing. It focuses on retail

banking with private customers, but also deals witlnpany customers, predominantly
small firms. Another area of activity is transantibanking, the provision of back-office
services for other financial service companies.

In 1989, the postal reform split Deutsche Bundespos three relatively
independent divisions. From then on, Postbank errtiie hame Deutsche Bundespost-
Postbank. The financial and banking services caatino be operated by the post offices.
In 1994 the divisions were transferred to state@dvrpublic limited companies
(Aktiengesellschaften) and the Deutsche Bundespastdissolved.

In 1999 Deutsche Post AG bought Postbank from guefal Republic of Germany.
Postbank subsequently acquired DSL Bank in 20001Qanuary 2004, Postbank took
over payment services for both Deutsche Bank aresdher Bank; it transferred these
activities to the Betriebs-Center fir Banken (BCB).

On 6 May 2004 the chairperson of the Deutsche RGs{the owner of Postbank),
announced that Postbank would be listed on thekséxchange on the 21st of the
following month, and that up to 50 per cent minas share of Postbank would be sold.

In 2006, Postbank took over 850 post office outfetsn Deutsche Post and the
majority in the BHW Holding AG. BHW, which employ&900 (fte) staff in Germany,
provided Postbank with a mobile system of distifoutwith more than 4,000 sales
consultants.

Postbank runs a strict cost-oriented culture. ¢idpces its products and services
exclusively in large office complexes, e.g., paymsarvices in Frankfurt and credit
services in Hamelin. In addition, it reduces costsl increases output by providing
services for banks. In 2008 Postbank made morsfeenfor extra financial services than
for itself. It also provides back-office services tredit management and the management
of bank accounts for other banks and financialgirm

Early in April 2008, the service sector trade unier.di and the Postbank works
council opposed Deutsche Post’'s plans to sell Bokthrhey feared that this would lead to
massive job losses. The trade union spokesman aoeduhat employee representatives
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in the supervisory board of Deutsche Post were iomars in their opposition to the sale
(Sechs Millionen Briefe, 2008).

On 12 September, Deutsche Bank announced thauidvimuy 29.75 per cent of the
Postbank’s shares for almost €2.8 billion in cafhe acquisition was scheduled for
completion in the first quarter of 2009. It wastimlly announced that Deutsche Bank
would continue a two-brand strategy and that DéwetsBank and Postbank would
cooperate specifically in the areas of distributimin property finance and investment
banking. The two companies together had about 2dilHon private customers in
Germany. Ver.di objected to the part-sale of Padtbarguing that in the medium term it
would threaten many jobs. The union feared that lmgses would occur as soon as
Deutsche Bank increased its share in Postbank (V&89e). However, the chairmen of
the management boards of Deutsche Post (Frank A@pel Deutsche Bank (Josef
Ackermann) announced that neither workforce reduactior the closure of production
locations would be on the agenda (Mehr Geld, 2008).

The employment relations system at Postbank AGhigue. It reflects in part the
history of a public sector company with civil sem& which was partly privatized in 1989
and fully privatized in 1999, and has since thererbesubject to many waves of
restructuring. In terms of union membership, theagmajority of unionized members are
affiliated to the service-sector trade union VerBifore Ver.di came into being in 2001,
the predecessor union was the company union GeRoatal Workers Union (Deutsche
Postgewerkschaft, DPG). Some employees are merab#ie banking sector trade union
Deutsche Bankangestellten-Verband (DBV), which afger outside the German Trade
Union Confederation (Deutscher Gewerkschaftsbun@BPsystem. In addition, public
civil servants as well as salaried employees agarozed in Komba and DPVKOM, which
are trade unions affiliated to the civil servamide union Deutscher Beamtenbund (DBB),
but do not have any collective agreements with et

There are several collective bargaining units, ipcst company level. In general,
Postbank AG has a very dense system of collecawgaining regulation, stemming from
the company’s history as a public-sector orgaroratiPostbank AG and Postbank
Filialbetrieb AG are covered by company-level cdiille agreements. BHW has a
company-level collective agreement, which is ta@é extent modelled after the multi-
employer collective agreement for the banking ge(#ay., wage increases of the multi-
employer agreements automatically apply at BHW} Bhtriebs-Center fir Banken (BCB
AG) has a company-level collective agreement amdophe specific occupational group, a
direct recognition agreement with respect to theklmey sector’s multi-employer collective
agreement. The terms and conditions of the pulilit servants are determined by the
respective public-sector regulations.

Postbank has a long list of agreements from 1988ed at safeguarding
employment. Since its partial privatization in 198&re have been agreements on the
exclusion of compulsory redundancies, and these baen renewed every two years. A
2004 collective agreement to safeguard productibes sStandortsicherungsvertrag
followed announcements by Postbank that it wouldsel production locations. The
agreement included a guarantee for all sites adddethe establishment of an internal
employment agency (BeschéaftigungsgesellschaftSete) which would offer services to
internal and external customers, and which allowstifank employees to be temporarily
employed at external companies.

The following section discusses recent developmientollective bargaining over
employment and job security at companies in theldadog group since 2006.

3.3.2 The 2006 agreements

Background

The main issues in the 2006 bargaining rounds teréntegration of BHW and Postbank
Filialvertrieb AG into the Postbank group.
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Negotiations

In April 2006, the negotiations over the integratmf BHW employees focused on, among
other matters, transfers within the Postbank gragh guarantees of production locations,
and no-redundancy clauses. The latter are regutiitiedently in Postbank, Postbank retail
and BHW. In retail, 90 per cent of the employeesengrotected from redundancies until
31 March 2008, while employees at Postbank (exctudetail) and BHW were protected
until 31 December 2006. The BHW employees wereiquaairly concerned about job
security, because of fears that the acquisitioRdstbank would lead to redundancies.

Management proposed to exchange a no-redundanggecfar an extension to an
opening clause which was previously in force at BH#whd provided that works
agreements could be concluded for specific areaides for a limited reduction in hours
to 31 hours a week, in conjunction with partial wagpmpensation. Management wanted
this arrangement to apply both to Postbank AG anadstbank retail. It was planned that
the next bargaining rounds on 17 and 18 May 2006ldvaddress these issues alongside
other collective bargaining items such as transfeasly retirement and severance pay
(Verdi, 2006b).

In April 2006, there were reports that the negaireg between Postbank and
employee representatives at BHW had made progrefiseassue of workforce reduction.
The trade union feared that several hundred jolre Weeatened. Among other matters,
180 employees dealing with credit management wepeated to move from various
production sites to the BHW headquarters in Hamélino-redundancy clause was about
to expire by the end of 2006. The trade union spp&eson said that management was
willing to agree on a no-redundancy clause in ergbkafor protocols permitting
management to react flexibly when facing cost pness One of those protocols was the
right to reduce working hours in order to reducstedBHW-Integration kommt voran,
2006).

At the end of May 2006, Postbank announced thatakeover of BHW would lead
to the loss of 1,200 jobs by the end of 2007. Sixdned jobs at BHW were expected to be
lost. BHW Holding AG would no longer be needed, dmel BHW bank would be closed.
While it was not anticipated that there would bg sedundancies until the end of 2008,
Postbank anticipated between 600 and 700 requests BHW employees for severance
pay or early retirement (Postbank streicht 1200e$te2006).

Agreements

BHW AG

In May 2006, management and Ver.di agreed that foor& reductions would not be

achieved by redundancies until the end of 2008, thiel would apply equally to the

integration of BHW as to the integration of 850 tpaffice outlets (with 9,500 employees).
1,200 jobs were to be cut through socially accdetateasures, e.g., voluntary turnover,
early retirement and severance pay. The areasaffested would be administration (e.qg.,
controlling and personnel functions) (Postbankicitel200 Stellen, 2006).

Postbank AG

On 17 July 2006 Ver.di announced that an agreerhawt been reached with the

management of Postbank, valid from 1 July 20061lt®8cember 2008. For the duration of
the agreement, there would be no redundancies.agheement would apply to 4,000

employees at Postbank, excluding retail. In addit@ the employment guarantee, there
would be a wage increase of three per cent on dadar2007 and a further 1.5 per cent
increase on 1 April 2008. The number of apprentiigssat Postbank would be increased
by 25 per cent.

In addition to the stipulations for salaried em@ey, it was agreed that another
4,000 Postbank civil servants, who were not workimgetail, would receive a lump sum
payment of €110 (wage increases for civil servamtsregulated separately).
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The 2006 agreement related to the multi-employezeagent for the banking sector,
which had been concluded a few weeks earlier fer2#40,000 employees in the private
and public banking sectors. An agreement for th@Q®D retail employees had also been
concluded earlier, and this applied to employeeshefformer BHW. Both agreements
included a no-redundancy clause until the end 683Werdi, 2006a).

3.3.3 The 2008 agreements

Background

As a consequence of the financial crisis, Posths@ksuffered losses before tax for four

guarters since the third quarter of 2008 (Postb2R9). While negotiations began before
the crisis, the bargaining process was affectetthéynews about the crisis as well as by the
sale of 30 per cent of the Postbank shares to EreeiBank.

Negotiations

On 25 July 2008, the collective bargaining comnoigsiof the Ver.di trade union
announced its demands for the forthcoming bargginimnd on behalf of approximately
5,000 employees at Postbank AG, BCB AG, and Firmed&n AG. The union asked for
an eight per cent pay increase for employees, & @i€rease for apprentices, and an
extension of the no-redundancy clause until the eh@012. It wanted the collective
agreement to last for twelve months. The three @mgs agreed with the union that the
agreement for Postbank AG would be applied simattasly to the other two companies
(Verdi, 2009e).

Subsequently, when Postbank then offered to appéy dollective agreement
concluded for Postbank Filialvertrieb AG to the doypes of Postbank AG, it was
rejected by the union. Among the terms of the offere:

e ano-redundancy clause until the 30 June 2011,

e anincrease in the wages and salaries of emplay@bspprentices by four per
cent on February 2009 and a further three perinergase on 1 February 2010;

e areduction in break time by one-and-a-quarter temper hour.
» the agreement would be valid until 31 December Z0/Hddi, 2009¢).

Even so, according to Ver.di, more than 2,000 eygde from Postbank AG, PB
Firmenkunden AG, interServ and BCB AG went on stk Munich, Hamburg, Berlin,
Dortmund, Cologne, Ludwigshafen, Hannover, Stuttgand Leipzig on 22 and
23 September (Verdi, 2009a).

Agreements

BCB PAS

On 16 May 2008 the trade union announced that BB Rould for the first time be
covered by a collective agreement. Moreover, ctiledbargaining recognition would be
extended to cover trade union members of the ol8 B@y, the old BCB ZVS, and BCB
PAS companies. This meant that when the employéetheo three companies were
transferred to BCB AG, they would enjoy the termd aonditions of employment secured
by their former bargaining unit until 31 Decemb@éd 2.

The company works council covering BCB AG and BCBSPGmbH would then
negotiate a transfer agreement, so that employdeAs would be covered by the current
works agreements when they were transferred to BGB In addition, the management
and union agreed that the recognition agreemerarfyployees in the former BCB Pay and
BCB ZVS would be extended to the end of 2011. Thétiremployer agreement for the
private banking sector would then be valid foreafiployees in the BCB PAS, as members
of Ver.di (Verdi, 2008b).
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BCB AG

On 6 June 2008 Postbank management and Ver.di agaah agreement for 1,700
Postbank and BCB AG employees, providing transteted3CB AG with a qualified right
to return to Postbank AG (Verdi, 2008a).

Postbank AG

On 25 September 2008 Ver.di announced that it hegobtrated with Postbank AG
management a collective agreement for Postbankoy®gs. These negotiations involved
two days of industrial action, with more than 2,@88ployees going on strike. They had
been significantly affected by the news that DewgsBank was to buy around 30 per cent
of Postbank shares. The negotiations lasted tlngeds and the outcome was unanimously
accepted by the trade union’s collective bargaigiogmission.

The agreement covers Postbank AG, and is extende®8GB AG and PB
Firmenkunden AG. In total, the agreement affec39® employees. The terms include:

e ano-redundancy clause until 31 December 2012;

e increases in collectively-agreed wages for emplsyaed apprentices by four
per cent on 1 January 2009 and a further threeqrdgron 1 February 2010;

e pay increases for unionized employees who werafeared from Postbank AG
to PB Firmenkunden AG and BCB AG;

e aduration of 28 months from 1 September 2008 tB&ember 2010;

» the cancellation, for both employees and civil aats, of the right to one-day
off per year;

* the cancellation of employer contributions to tinepoyees’ savings schemes,
amounting to annual cost savings of about €300 gmployee during the
duration of the wage agreement.

Management demands for a further reduction in btea& were rejected, but the
mid-morning tea break would continue. Saturday woobt become a normal working
day. Christmas Eve would continue to be a bankdagli and arrangements for New
Year’'s Eve would also stay in force (Verdi, 2009c).

BHW AG

There would be a no-redundancy clause for BHW eygas until 30 June 2011. In
addition, the civil servants who were bound by prbéctor collective agreements at the
federal level would receive a lump sum payment 22%in January 2009 as well as a
salary increase of 2.8 per cent. The working weelld continue to be 38.5 hours (Verdi,
2008a).

3.3.4 Developments in 2009

In the spring of 2009, the Postbank management \&gddi agreed that employees
transferring from Postbank AG to Postbank Systens £ Support GmbH, and to

Deutsche Post Real Estate Germany would be pednidtesturn to Postbank AG until 31

December 2010. This provision was extended by amg year, as management was
uncertain about future developments associatedetanierger with Deutsche Bank (Verdi,
2009d).

On 12 May 2009 Ver.di announced that the trade nynibe works council and
management had agreed to regulate the terms amtitioos of employment associated
with outsourcing call centre activities. Postbankended to centralize all call centre
activities and move all call centre employees teyfade Services GmbH until 1 October
2009. It was agreed that employees could be tramsdfdo the new company on their
current collectively agreed terms. This rule wobkl applied dynamically, which means
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that members of Ver.di would be covered by changéiseir original collective bargaining
unit automatically, despite their transfer to dadiént organization.

The background to this provision is that staff esgpll at the various call centres of
Postbank companies are covered by different coleeeigreements. Again, the trade union
and management agreed on a right to return to dheefr employer at the same site,
subject to certain conditions. In addition, Easyade Services employees would also
benefit from a no-redundancy clause valid untiCeBcember 2012. Lastly, outsourced and
externalized services would return to Postbank ¢iy&009b).

3.4 Arcandor AG

3.4.1 Background

Arcandor AG is one of the largest groups in theismn and retail sector in Germany and
in Europe. While its name came into being only @92, many companies in the group
have long traditions and their brands are well-kmow Germany and internationally. As
an umbrella organization, Arcandor AG has thredarsl Thomas Cook in tourism
(€11.3 billion in sales, €734.7 million in profitsnd 34,290 employees in 2008); Primondo
in mail order (€4.3 billion in sales, €89.7 millian profits, and 19,209 employees in
2008); and the Karstadt department stores (€4librbih sales, losses of €4.2 million, and
32,325 employees in 2008). The wide range of bgsiaetivities of Arcandor companies
is complemented by comprehensive services. In 20@#&nerated revenues of about €20
billion and employed 70,443 staff (fte), approxietat50,000 of whom were working in
Germany (Arcandor, 2008b).

Additional information on the three main subsideari of Arcandor follows
(Arcandor, 2008b):

1) The tourism companyhomas Cook Group plc (based in the UK) was formed
by the Thomas Cook AG in February 2007 after thedser of Europe’s third-
largest tour operator, MyTravel. Arcandor AG ha$3aper cent holding in
Thomas Cook Group plc.

2) Karstadt Warenhaus GmbH, Germany’s oldest department store company,
has three Premium Group stores, 89 Karstadt deeattstores, 27 Karstadt
sports stores and the online store karstadt.de.

3) Primondo GmbH is the umbrella company for all the firms in thaihorder
trading group of Arcandor AG, established on 1 Magf07. It is a holding
company which manages the operations of differeall-kmown brands in
several European countries. Primondo’s areas ahéssinclude:

* Universal Mail Order: Quelle (17 companies), Fotoe{le, Profectis and
SB-Grol3handel; approximately 8,000 employees; legsiyear 2007-2008
turnover: €2.9 billion.

* ‘Specialty’ (niche market) mail order: 18 specialtyail order firms,
represented in 11 countries; approximately 5,000leyees; business year
2007-2008 turnover: €964 million.

* New Media: HSE24, approximately two million custosjereaching 41
million households in Germany, Austria, Switzerlarkb0 employees;
(business year) turnover 2007-2008: €349 million.

*  MyBYy, specialty online market, founded in 2007;es0ployees.

 Service Group: call centres, logistics centres; rexamately 6,000
employees.

Since 1999, the group’s activities have been afibdly changes in the business
cycle, volatility in consumer spending, and theréasing importance of information and

20



communication technologies in retail market devalept. Activities in the tourism sector

were affected by the 9/11 and its aftermath. Initaaidto external challenges, there have
been wide-reaching changes in the company’s syadegl board membership, not to
mention takeovers, joint ventures and continuirgrueturing activities. Companies have
been acquired, established, relabelled, and saltlyitles have been outsourced and
insourced; changes in the group companies’ legalisicomplicate the picture.

The Arcandor group and its predecessor Karstadt®QA& had two major crises in
2004 and in 2008-09, and these are closely linkad.1 June 2004, after four years in
office, Wolfgang Urban was replaced as chairpexsotie executive board by Christoph
Achenbach. Revenues and profits were gone down,r@stducturing activities had not
achieved the desired effects. Thomas Middelhoff m@minated chair of the supervisory
board. Difficulties in both retail (especially Kéadt AG) and tourism (Thomas Cook) had
led the group to the edge of bankruptcy in 2004.

On 28 September 2004, Achenbach introduced hisuctsting programme which
included putting up for sale 75 smaller departrstotes, 300 specialty shops, and the
companies’ logistics company — at an estimatedngsgrice of €1.1 billion. In addition,
another €500 million were to be raised by issuiegvrshares. Achenbach planned to
extend bank loans amounting to €1.75 billion. Tielkforce was expected to contribute to
labour cost savings of the order of €100 millionamMdgement, unions and workforce
representatives struck several deals to keep thedboat.

In January 2005 Achenbach reported that in 200émes had decreased by seven
per cent, and that the company would make a los6280D million (before taxes and
depreciation). Thomas Middelhoff then replaced Adiexzh as chairperson of the
executive board on 12 May 2005. Between August Z0tbMarch 2006, KarstadtQuelle
sold 75 department stores, two specialty retailnshand all department store properties.
The latter were then rented by KarstadtQuelle. éedédnber 2005, KarstadtQuelle acquired
50 per cent of the shares in Thomas Cook. In M&@b7, the company was renamed
Arcandor AG.

In 2008, the group was experiencing trouble onceemathough tourism (Thomas
Cook) was fairly successful and profitable. Nedgaii@gs on a restructuring programme
began on 11 October 2008, involving the managerbeatd, the supervisory board, the
banks, trade unions, and the works councils. Trsultiag agreement represented a
prerequisite for the banks to renew and extendsl@anwell as for the general assembly to
allow the issue of new shares (Karstadt-Quellero@ik, 2005; Arcandor: Chronik, 2009).

On 1 March 2009, Thomas Middelhoff was replacedKarl-Gerhard Eick as
chairperson of the executive board. On 20 April 208rcandor announced a massive
restructuring and cost-cutting programme, focussomg the profitable core areas of
Primondo, Karstadt and Thomas Cook. Unprofitableviies were to be sold. In May
2009, the group applied for state aid, but the iapfibn was rejected by the respective
public authorities (Karstadt-Quelle - Chronik, 20@&candor: Chronik, 2009). On 9 June,
Arcandor filed for bankruptcy, which initially affeed 43,000 employees. Thomas Cook,
some of the specialty mail order companies, anditimeshopping company HSE 24 were
not affected. The company announced that it hadudsed potential cooperation with
competitors and that it intended to save as mabg ps possible (Arcandor: Chronik,
2009). By 17 June, Arcandor filed for bankruptcy &mother 15 subsidiary companies —
including the Quelle call centre, logistics andvias companies — affecting an additional
6,700 employees (Arcandor stellt Insolvenzantra@e9). The affected employees were to
receive insolvency payments for a limited periodloke months, amounting to 100 per
cent (up to the social security contribution cgjinf previous compensation.

As far as employment relations are concerned, thame various collective
bargaining units for the separate divisions. In 2@uelle GmbH was covered by the
multi-employer collective agreement for the resattor, while other Primondo companies
such as the logistics and call centre companieg wevered by company-level collective
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agreements. Collective agreements do not cover otmepanies such as those in services.
In response to insolvency, Quelle GmbH terminatedmembership in the employers’
association and intends to move to company-leMdatove bargaining in the future.

3.4.2 The 2004 agreements

In June 2004, when Christoph Achenbach becamepgraon of the management board,
negotiations on restructuring and workforce corioesswere under way in all three
divisions. These led to a number of diverse agre¢snéor the different collective
bargaining units.

Negotiations

The first series of negotiations at KarstadtQul& in 2004 were for several collective
bargaining units at Thomas Cook. As a reaction tecrd loss of €251 million in the
financial year 2002/03, plans were announced tdadutur costs by 25 per cent at Thomas
Cook and by 45 per cent at its airline Condor. didigon to workforce reductions, the
management board demanded an increase in workiogs ho 40 hours a week, pay
reductions of three per cent, and a link betwean @hristmas bonus and company
performance. Ver.di rejected demands for an inereasworking hours and for the
postponement of the one per cent pay increase sleuktibr 1 July as part of the collective
agreement for the tourism industry. Thomas Cooksasgbently announced negotiations
over cost reductions with the company’s works cdud¢ Condor, collective bargaining
announced for pilots with the pilots’ trade unioi€ \Cockpit and for cabin crew with
Ver.di (Touristikkonzern Cook trifft, 2004; WocherdEntscheidung, 2004).

At the end of July 2004, KarstadtQuelle demandetharease in working hours to
42 hours per week without wage compensation foR2i2 department stores (Karstadt
AG), affecting about 47,000 employees, in ordesdoure jobs. Earlier in the year there
had been an agreement to increase working hout8 twurs per week at Thomas Cook.
In addition, the company sought to establish anmaeking hours accounts. The demands
were linked to Karstadt AG’s intention to reduce thorkforce by 4,000 employees and to
save €145 million in labour costs by 2006 (Karsfadnt, 2009).

In September 2004, Karstadt AG announced that thapat stores which were not
meeting profitability expectations would be tramsfd to a limited liability company
(GmbH) with the goal of either becoming profitablebeing sold. Ver.di reported that the
affected employees were happy to be able to keeip jibbs. However, KarstadtQuelle
associated this transfer with the expectation r@daction in collectively-agreed terms and
conditions of employment, i.e., the cancellatiorhofiday pay, no extra payments, more
flexible staffing arrangements, no additional estient benefits and an increase in the
working week to 40 hours without a correspondisg in wages (Karstadt: Weniger Lohn,
2004).

Early in October 2004, the chairperson of the manwnt board stated that
negotiations with t workforce representatives amel Ver.di trade union had to result in
agreement within the following three to four weeks,the banks and shareholders would
otherwise not extend their loans or increase thmbaun of shares, resulting in bankruptcy.
Management demanded an increase in working houdtor 42 hours per week, the
abolition of five paid holidays, and the cutting 4000 jobs. The chairperson stated that
the restructuring programme would cost about €illibm KarstadtQuelle announced the
reorganization of its department store segmenttlaad7 7 of the smaller department stores
would be transferred to a new company (Karstadt pat), which would then — after a
successful restructuring process — be sold to aestor or partner. Ver.di announced it
would develop its own proposal for a restructugimggramme for Karstadt. It then invited
all 16 collective bargaining commissions to papi@te in the development of joint
demands, to be organized around the following thmeseciples: (1) job security in all
business areas in the group, (2) guarantees fduption sites, and (3) the maintenance of
collective bargaining at all Karstadt outlets (Mohgige Annéherung, 2004).
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Ver.di and the works councils rejected the managememands, especially the
increase in working hours without a pay rise, batewvilling to negotiate a reduction in
collectively agreed terms and conditions of emplegitn(particularly concerning holiday
pay and the Christmas bonus), in return for jobuscand guarantees for production
sites. The trade union rejected plans to outsousstaurant personnel and close
department stores. In addition, the union demanidgdif divisions within the group were
to be sold, the buyer would have to guaranteeirgistrrangements for jobs, production
sites, and collective bargaining (Karstadt-Beleg$;12004).

At a joint press conference held by KarstadtQual& and the service-sector trade
union Ver.di on 12 October 2004, participants egpeel confidence that an agreement on a
rescue plan would be reached within two days. Adiogrto KarstadtQuelle, the rescue
plan had to provide cost savings of over €500 arillat KarstadtQuelle AG by 2007. It
was imperative to conclude the agreement by thewed date as an extraordinary
supervisory board meeting would have to be arrangedorder to summon the
extraordinary general meeting of shareholders acggo initiate a capital increase of
€500 million. This capital increase in turn was thex before the banks would extend the
necessary credit lines for a further three yeahng. goints for discussion included forgoing
holidays, forgoing the Christmas bonus and holigay, forgoing salaries, extending
working hours to at least 40 hours a week, angtssibility of compulsory redundancies
(Arcandor, 2004d).

Negotiations continued the next day on a new pralpdy the employees’
representatives and Ver.di. The trade union offéaddur-cost reductions amounting to
€483 million. This was rejected by management amugds that it would not achieve the
required cost savings of €500 million. It pointeat that in order to achieve the required
cost savings, wages needed to be reduced by 5ftérmpgZwei Karstadt-Banken, 2004,
Karstadt pokert, 2004; Arcandor, 2004f). In additiomanagement noted that the
employees’ proposal did not include any suggestionthe mail order segment.

Agreements

In 2004, several agreements were concluded at &3telle. The first agreement was
struck at Thomas Cook (excluding Condor) in Juty,the retail and mail order segments
in October, for the Condor airline in December.

Thomas Cook plc

On 23 July 2004, the management and group worksialoof Thomas Cook AG
successfully concluded intensive negotiations wuce staffing costs at Thomas Cook
Deutschland (but not Condor), within the scope lné tollective agreement of the
Association of German Travel Agents and Tour OpesafDRV). The parties agreed on a
package measures to increase staff productivitystaatially reduce staff costs below the
level of the 2002-2003 financial year, and avoabgur) cost increases over the next two
financial years. According to management, the pgeksas sufficient for cutting costs by
25 per cent. It was approved by the parties tontlwti-employer collective agreement,
namely the tourism employers’ association (DRV-ffmiineinschaft) and the service
sector trade union, Ver.di.

The agreement was to be valid until 31 July 20G6iacluded the following:

« Non-interest-bearing working time credit through iaorease in the working
week from 38.5 to 40 hours. Confirmation of the kitog week account would
be conditional upon the achievement of a spec#euahings target. The 40-hour
working week would be valid for one year and migbtextended for another
twelve months.

e Introduction of annual working hour totals for mdtexible control of shifts
during months with an especially high workload.
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e The pay rise scheduled under the DRV pay agreefoettJuly 2004 would be
suspended until 1 January 2006. Any further pagsrisould likewise become
effective on 1 January 2006. The incremental payemses in accordance with
the salary table would be suspended for two years.

*  Every employee would be allowed one week’s unpaldihy in the 2003-2004
and 2004-2005 financial years (Arcandor, 2004g).

KarstadtQuelle AG

On 14 October 2004, the management, the works dpand Ver.di reached an agreement
on projected cost savings of €760 million in exad®ffor a guarantee of non-closure for
the majority of Karstadt's stores for the next thgears and a no-redundancy clause. For
various reasons specific to the individual sites, site guarantees were not agreed on for
ten of the 77 smaller branches. As part of the,déalsmaller Karstadt stores would be
transferred to Karstadt Kompakt GmbH and then Bpatied of to an investor or partner
within a three-year time frame. In addition, thenagement board and supervisory board
set the course for a capital increase in the 20@&h¢ial year via an extraordinary annual
general meeting for the KarstadtQuelle AG Group ol 22 November 2004.

Combined with this agreement, the management beapkcted the projected
revenue to be back on track again, after the ureéegedrop in sales in the mail order
business from the beginning of October 2004. Theagament believed that this slippage
from plan was only temporary, mainly a result ofjotations with workers and related
press comments (Arcandor, 2004a, 2004c).

The collective agreement was valid from 1 Janu@®@52to 31 December 2007 for
all staff (in post when the agreement was conclude@ll companies owned by Karstadt
AG, Quelle AG and Neckermann AG, with the excepgiohapprentices, employees who
applied for phased retirements by 31 December 2003 managers.

In general, while Quelle, Neckermann and Karstadtencovered by the multi-
employer collective agreements for the retail indusnanagement and unions agreed on a
number of (downward) deviations from the collectiagreement. The agreement for
Quelle and Neckermann included the following prions:

« Postponement of all collectively-agreed wage ineesauntil 1 January 2008.
« No holiday pay and no Christmas bonus during ttees/8005-2007.

* Increased severance pay for employees earning €@,890 gross per month
who were made redundant or were retiring.

» Employees covered by the employment guarantee vene made redundant or
left their jobs would receive compensation for tt@ncessions they made
according to the collective agreement.

e Arreduction in working hours to 35 hours per weethveorresponding loss of
earnings.

 Redundancies were to be generally excluded fop#red of the agreement,
with the following exceptions: employees who reflde go along with a
company transfer; employees who refused an acdepjab offered by the
employer in accordance with the applicable soci@n;p employees of
companies earmarked for closure; employees affeloye@olicies associated
with the redesign of a specified number of subsiea and employees in
central services relating to two specific departtmen

e Outsourcing and the sale of subsidiaries woulddyenjited. If employees were
transferred to contracts with less advantageoumsteand conditions of
employment, they would be offered severance payatmg to one-and-a-half




times the difference in their annual salary. Thiditgt of this agreement would
end with their transfer to another organization.

e Areduction in any compensation beyond collectivadyeed levels.

« The agreement could be terminated by either paitlp gix months’ notice
beginning on 30 June 2006.

Condor

On 6 December 2004, the pay negotiations for ardaf@l pilots of Condor and Condor
Berlin ended as part of the agreement concludeddasst Deutsche Lufthansa AG and the
pilots’ union VC Cockpit. The pilots’ representass and Thomas Cook AG’s German
airline had already reached an agreement on a gaakfameasures to reduce staff costs
and increase productivity earlier in 2004. The agrent included the following main
provisions: the remuneration agreement, which hggired in April 2004, would be
extended by 20 months to the end of 2005. The maximumber of permissible flying
days was increased by ten days a year; the linmérafineration for additional flying hours
above which flying time would be compensated ondbfhe basic salary was increased by
seven hours a month; and a total of two weeks’ uhpaliday was agreed on. The
negotiating parties also reached agreement on meeluced pay structures for pilots hired
from 1 January 2005 (Arcandor, 2004e; 20049).

Karstadt AG

On 13 December 2004, the management and the workscit agreed on a package of
measures allowing a reduction of jobs by 4,200 askadt Warenhaus AG between 2005
and 2007. This staff reduction was an essentialpoment of the reconstruction pay
agreement concluded on 14 October 2004, which medjgiavings of about €500 million to
be made over three years at Karstadt alone. Theeagmnt, beginning in January 2005,
provided for offers to be made to administrativaffsaffected by the job losses at the
branches and headquarter for mutually acceptabimirtation of their employment
contracts and their reassignment to a transfer aognwith one year. If those voluntary
offers did not result in the necessary staff redactthen compulsory redundancies would
also be possible from 30 September 2005 onwards(dor, 2004b).

3.4.3 The period between the 2004 and
the 2008 Agreements

On 14 July 2005, KarstadtQuelle AG announced it ldioreorganize its mail order
business. Neckermann AG and Quelle AG were to bevasted into limited liability
companies (GmbHSs), with separate managements.

Following an in-depth review of the mail-order mesds by a task force, chief
financial officer Harald Pinger reported that thiiaion in the mail order division had
proved to be much more complex than anticipate@dll6wing our initial findings, we
immediately contacted the employee representasinds over the last few weeks, we have
agreed a programme to secure the long-term futiciiomail order business. We have
secured agreement with the trade union Ver.di badvorks council that negotiations can
begin with the objective of finding mutually accalple solutions to these problems. We
hope to finalise the negotiations by the end oft&aper” (Arcandor, 2005b).

In July 2005, KarstadtQuelle AG reported it haddsals Karstadt Kompakt
department stores (sales: €700 million, 4,900 eyagels) as well as the specialty store
chain SinnLeffers (sales: €500 million, 4,400 ergpkes) and Runners Point (sales: €94
million, 1,000 employees) (Arcandor, 2005a).

At the end of 2005, the company reported that @&srttisinvestment projects had
been successfully completed ahead of schedule.réepaf 40 logistics units had been
sold, primarily to international investor groupsttwsome of them being leased back. As a
result of the Group’s improved financial structutee option to sell the Neckermann
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headquarters in Frankfurt, which was also in thecgda was not exercised (Arcandor,
2005b).

On 1 January 2006, a number of greenfield sitethin services segment were
established by Quelle AG, which were usually notered by collective agreements.
Employees were transferred and received new emm@ot/oontracts.

Early in 2006, Karstadt AG sold its departmentestaroperties to British real estate
fund Whitehall for €4.5 billion. Karstadt AG gengzd a further €600 million by the sale
of other properties. In the course of 2006, theupravould become completely debt-free.
As a result primarily of disposals and outsourcithg, balance sheet total was reduced by
21.5 per cent, and key ratios were improved. Stadts were reduced by 15.4 per cent and
the staff level by approximately 25,000 employeg&séndor, 2006a).

In November 2006 KarstadtQuelle AG announced tloegemization of its mail
order division and that its second mail order comp&leckermann, was to be floated on
the stock exchange. In addition, KarstadtQuelle &@ounced that it would sell the
Service Group, consisting of 14 call centres, flegistics locations and IT service
providers with a total of 10,000 employees (Arcan@606b).

In March 2007, the mail order operations in Kar&fagelle AG received a new
management structure and renamed Primondo. Thengolgtfoup KarstadtQuelle AG
(Essen) was renamed Arcandor AG on 1 July 2007.edew the brand names Thomas
Cook, Karstadt and Quelle were not affected (Arcang007a).

3.4.4 The 2008 agreement

Negotiations

On 9 October 2008 Arcandor announced that manadentenworks councils and the
Ver.di trade union had agreed in principle to ampleyee contribution towards improving
competitiveness and safeguarding the long-termrdutf Arcandor in exchange for
safeguarding existing jobs. This “pact for the fatuprovided for savings in staff costs,
although it did not cover Thomas Cook. There wesd glans for employee profit-
participation in the Group after the end of thegpeonme (Arcandor, 2008c).

The negotiations took place under pressure as @emmgnt had to be concluded by
16 October 2008, when bank credit was due to explie Arcandor management sought a
comprehensive cost-cutting package which includeshtributions from suppliers,
management and the workforce. Agreement was reamnéd8d October 2008 on a package
which would reduce labour costs by €115 millionregear over a three-year period in
exchange for a no-redundancy guarantee. On thayegpithe agreement, employees
would receive a profit-related pay increment. Ostéor the different companies were to
be negotiated by early November 2008 (Arcandor8ap0

This agreement on the main pillars of the packadd¢d an extension of the deadline
for the finalisation of the agreement by 31 Octa2@08.

Agreement

On 30 October 2008, after two weeks of negotiatitins management and Ver.di reached
an agreement on the details of the “pact for theréu of Arcandor” Zukunftspakt
Arcando). The collective company agreement covered Kardtéarenhaus GmbH (with
around 30,000 employees), the Primondo Group (antlund 10,000 employees), and the
several hundred employees of Arcandor Holdings,ctwhalso includes the Corporate
Service Group. The parties prepared individuallysigd solutions to meet the
requirements of each company (Arcandor, 2008d).

In contrast to the 2004 agreement, which was Vali&Karstadt AG, Quelle AG, and
Neckermann AG, the 2008 agreement covered more 20@awrganizations (GmbHSs).
Decentralised negotiations reflected the differsittations (e.g. retail, call centres,
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logistics companies), conditions and preferenceshefrespective works councils. The
process for achieving the decentralised agreemeats as follows: the cost-reduction
target was broken down for each company (GmbH)alloegotiations were then put
together items to meet the company’s target; thiamentation of cost-cutting procedures
was then negotiated between the works council haddcal HR manager. The roles of
local HR managers were coordinated by experts atdduarters. In general, owing to
differences in terms and conditions of employmednGmbH level, the policies for cost
savings were also quite different.

As part of the pact, the contributions made by menmof the management board,
middle management, and employees were to be basetheo size of the previous
compensation package. Employees with an annualsafi€18,000 or less (on a full-time
basis) were not asked to make a contribution. Hied applied to employees who had
already made concessions as part of the restrogtofi the logistics and customer care
centres (Primondo Group) the previous year. Em@sye the “pact for the future” would
waive an average of between seven per cent anarl2enmt of their annual income, the
managers, 20 per cent, and members of the ManageBoand, 30 per cent (Arcandor,
2008d).

The collective agreement at Quelle GmbH was intdridesave €13 million per year
over the next three years in exchange for bentfds included a no-redundancy clause.
Provided the €13 million saving was reached irfiitt year, the negotiating parties could
agree on different policies for the financial ye2099-10 and 2010-11. The total intended
cost savings for the entire Arcandor group amoutdeziL 15 million for the duration of the
agreement (October 2008 — September 2011). The mgmirtant provisions of the
agreement at Quelle GmbH were as follows:

* Holiday pay would be reduced by between 50 per eemt 100 per cent,
depending on the wage grade.

e The Christmas bonus would be reduced by 75 per cent

e Four days of unpaid leave would be forgone by eggdse in administration
and central services. Other employees would fongn days of unpaid leave.
The forgone days would be transformed into equitalage reductions.

* A no-redundancy clause, with four exceptions. Isecaf additional planned
redundancies, the works council would have a righeto.

e A guarantee to maintain the location at NurembengH-

e« The option for Quelle GmbH to further optimize theganizational structure
and to merge locations as well as continue outéogirc

 If employees were made redundant or retired dutimg period of the
agreement, or if they agreed to the terminatiotheir contract of employment,
they would be reimbursed for their contributionthe cost savings in the year
prior to their leaving the company.

e After the expiry of the agreement, or in case gbriovement in the economic
situation, Arcandor and Ver.di would begin negdtias on how the company
could make compensation for concessions made bwathkforce, e.g., in the
form of an employee share-ownership scheme or pedioce-related
compensation.

* In order to remove provisions exceeding the callett-agreed terms and
conditions of employment, regulations would need¢oadjusted at the local
level.

e The parties agreed to negotiate a group works aggeeto provide employees
with vouchers for Arcandor goods. The details dmel value of the voucher
were left to further negotiations.
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* In case of insolvency, the agreement would becoutieand void from the day
of insolvency. Employees would then be eligiblectaim reimbursement for
their concessions. The no-redundancy clause wauldvalidated.

The agreement was to be valid for all parts andididries of Quelle GmbH from 1
October 2008 until 30 September 2011. The paragoaptays of unpaid leave would be
valid until the end of 2011. It would cover all elayees, excluding managers and
apprentices, together with employees who had agteetkrminate their contract of
employment or who had agreed to partial retirerbgr2l December 2008.

3.4.5 After the 2009 agreement

On 14 January 2009, the Arcandor Group reportetlithzad “enjoyed a solid business
performance in the first quarter of the 2008/208&d year as demonstrated by the
preliminary figures. Thomas Cook, Primondo and katshad performed well during the
period from October to December 2008, considetirggdifficult market environment due
to the recession. Total sales of the retail segmKatrstadt and Primondo were slightly
above previous year’s level, and the Thomas Coaluiplc was reported to have done
very well. Nevertheless, Arcandor announced thatais making early preparations for a
difficult 2008/2009 fiscal year by increasing flbiity, making efficiency adjustments,
and cost-cutting.” (Arcandor, 2009d).

Four months later, on 15 May 2009, Arcandor AG amoed that it was applying
for state guarantees of €650 million from the Gewyn&und launched by the Federal
Government. It would also apply for a loan from tkeeditanstalt fir Wiederaufbau
(Kfw), from a special programme launched to supporhpanies engaged in restructuring.
As Arcandor was neither insolvent nor excessivalyhie red in the two years up to the
reference date of 1 July 2008, it argued it coudstthe strict criteria for state support laid
down in the “European Union Guidelines on State fdd Rescuing and Restructuring
Firms in Difficulty”. Arcandor also claimed that imet the criterion of economic
importance by employing 86,000 staff, of whom 58,08ere working in Germany
(Arcandor, 2009b).

On 5 June 2009 Arcandor announced that it wouldyafgpthe German Finance
Ministry and the Ministry of the Economy for a loah€437 million from the rescue aid
package in order to provide the liquidity needed Aocandor to continue its operations
over a six-month period (Arcandor, 2009a).

On 9 June 2009, after all the above applicationsewejected, Arcandor AG,
Karstadt Warenhaus GmbH, Primondo GmbH, and QueftdbH filed for bankruptcy
protection and for the commencement of insolvenmc@edings, aimed at allowing the
company to continue operating and the restructuongo ahead with an insolvency plan.
Thomas Cook Group plc, Primondo’s specialty mailleor companies, and the home
shopping channel HSE24 were not affected (Arcariziad9a).

In the following week, the Arcandor Group appliedthe Essen district court to
commence insolvency proceedings for a further I&isliaries. The number of Arcandor
employees in Germany who were affected by the piinmasolvencies and the strategic
insolvencies was 39,310; their salaries were pgidhe German Federal Employment
Agency as part of the insolvency allowance untigast 2009. This figure was markedly
below the 50,000 previously reported to be on thgrgl. Arcandor admitted that the
discrepancy had been caused in part by an impretéssification of more than 500
individual companies at Group level and in paraassult of counts made at various cut-
off dates (Arcandor, 2009c).
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3.5

InBev Germany GmbH

3.5.1 Background

InBev Germany is Germany’s second largest brewimgpany which owns the brands
Becks, Hasserdder, Franziskaner Weissbier, Diefslde, Haake-Beck, Lowenbrau and
Spaten. It employs about 3,500 staff at brewerieBremen, Hanover, Issum, Munich and
Wernigerode.

InBev Germany is the German subsidiary of the werldrgest brewing group,
Anheuser-Bush InBev (AB InBev), which was estaldizhin November 2008 when the
Belgian-Brazilian brewing company InBev took ovdretUS-based Anheuser-Busch
group. The group employs 120,000 staff worldwiden® more than 200 beer brands and
operates in 140 countries. The predecessor compdgy came into being when the
Belgian Interbrew company took over the BraziliamBev brewing group. In 2002,
InBev acquired the German breweries Diebels, Bedkikle and Hasserdder; in 2003 it
added the Spaten-Léwenbrau group (InBev Deutsch2z0@D).

Despite reports that AB InBev would not be headiffected by the recession — in
the first quarter of the business year 2008-0Sctmpany reported a five per cent increase
in profits (Ebitda) to €1.72 billion, while revenugcreased by more than four per cent to
€5.25 billion (Unternehmen, 2009) — it was reporedly 2009 that the company planned
to reduce its workforce at the German breweriestandake employees redundant. There
were several potential explanations for this: fimdbme commentators argued that the
takeover of Anheuser Busch for $52 billion in Nowan 2008 had exceeded InBev's
capacity, and that as a consequence of the finaedisis, AB InBev would have
difficulties in obtaining bank loans to finance tteal. It was rumoured that in order to
reduce debt, the company had planned to sell itm&e operations but had failed to do so.
To make the German operations attractive to pakhtiyers, the company wanted to cut
labour costs by scaling down the workforce (Die KeinBremen, 2009a). Second, the
continuing decline in beer consumption in Germaray rhave affected AB InBev. As the
performance management system links staffing leteethe volume of beer production, a
decline in beer production would lead directly toeduction in labour. Third, following
the takeover of the US-based Anheuser-Busch wshlaitge production capacity and
strong distribution channel in the US, it appedikely that the company would produce
the ‘German’ beer brands in the US in order to $esport costs.

In terms of their collective bargaining arrangersetihe various breweries of AB
InBev are covered by the regional multi-employeliemive agreement for the brewing
industry between the trade union NGG (Nahrung-Geiteststatten, serving the
hospitality and food and beverage sector) and thgpeactive regional employers’
associations. The 2009 agreement is a company-tmikdctive agreement covering all
production sites in Germany and linked to compaawel agreements on partial retirement
and part-time work. In addition, all productionesitare covered by permanent site-level
social plans, which were concluded in 2007 and yhé&onong other provisions, regulate
severance pay.

3.5.2 Negotiations

On 29 January 2009 InBev Germany told a companytinge¢hat it would continue to
brew only two brands in Hanover, implying that #thevould be 90 redundancies. The
company argued that this would be necessary totaiaisompetitiveness in view of the
potentially difficult twelve months to follow. Theompany also wanted to come up with
socially acceptable solutions in consultation witie works council and the affected
employees. The NGG union opposed the company’'sspdamdl accused it of making
employees redundant on the sole ground of profitgbiThe first protests against the
planned redundancies were staged on 30 January 2008rding to NGG, 250 employees
from the breweries in Bremen and 100 employeesaiGilde brewery in Hanover took
part in the protests (350 Inbev-Mitarbeiter demoesgn, 2009).
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The group works council was particularly aggrievedInBev’'s communication
policy. It complained that it had not been diredtifjormed of the plans to reduce the
workforce in Bremen and Hanover (NGG, 2009a).

Early in April 2009, the strategy pursued by NG@ dhe collective bargaining
commission was to reach an employment moratoriutit e end of the year, to avoid
being forced to negotiate under pressure. The talks management focused on a no-
redundancy clause to be in force until the 31 Ddémen2010. This was rejected by
management, which offered an extension of noticeoge according to a staggered
system, with notice periods being conditional upaeduction in working hours by 50 per
cent from 1 April 2009, and a wage reduction byd& cent, measured from a 2008
baseline. In addition, management demanded thaCkinstmas bonus and holiday wage
would no longer be paid. During the negotiatiohgré was additional disagreement over
the level of severance pay (Die Linke Bremen, 2009b

On 28 April 2009, the NGG reported that after salv@reeks (and six rounds) of
difficult negotiations over capacity and workforceduction in Bremen and Hanover,
which had been accompanied by a warning strike rientgn, the parties agreed to an
employment moratorium for the breweries. This mmiatn means that the company
cannot make any employees redundant for econoragons until the end of December
2009. Furthermore, management agreed to conclwdeial collective agreement (Sozial
Tarifvertrag) with the NGG by 2 July 2009 (NGG, 28D

During the negotiations, the company demandedigjiet to reduce production and
staffing levels at the German breweries. In addjtio demanded concessions in terms of
work over bank holidays and additional overtime.idésfrom the negotiations, the
Hanover works council, supported by a consultimg ficontinued to look for an investor
to extend production beyond 31 December 2009 (Kgurdien bei der Gilde, 2009).

3.5.3 The agreement

On 26 June 2009, after several months of negatisitibl bargaining rounds, and a twenty-
hour final bargaining round, the parties concludleel social collective agreement. The
main provisions of the agreement are as follows:

* In case of compulsory redundancy for economic megsiie parties agreed on
significantly higher levels of severance pay as pared to the stipulations of
the permanent social plan. The severance pay relpwere raised for
employees with up to 45 years of service to a fagtd..6, for employees with
up to 50 years service to a factor of 1.8, andefaployees with more than 50
years’ service to a factor of 1.95, compared togitwvisions of the permanent
social plan. The minimum severance pay is €25,000.

« In the event of a permanent reduction in workingrep employees would be
compensated.

« Partial retirement would continue to be regulatgdhe collective agreement.
The duration of partial early retirement schemadatde up to eight years. In
cases of a duration of six years, the company woypdup compensation to
85 per cent. The compensation for seven and eigitsyof partial retirement
would be 82 per cent and 78 per cent, respectivehall cases, the pension
contribution would be increased to 95 per cent.

e All employees in the group would be eligible fortgdme work.

e The Christmas bonus could be converted into 200shaiuwork on the working
time account.

e The regulations for short-time work would includesignificant increase in
compensation to 82.5 per cent.
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* Additionally, the parties agreed to negotiate alifjoation and education plan
in the form of a group works agreement.

Finally, the group works councils would be grangetdlitional rights to information
and consultation with respect to personnel planming the internal labour market. The
agreement would be valid until the end of 2012 aAssult of the agreement, the company
would achieve a higher level of flexibility to respl to changing demand. Employees
could now be transferred from one group to andirea limited period of time, depending
on the varying demand for different brands. Morepeenployees may voluntarily transfer
to a part-time position, and receive severanceg(N&G, 2009Db).

3.6 Carl Zeiss AG

3.6.1 Background

Carl Zeiss is one of the world’s leading optics pamies in microscopy and industrial
metrology, high-performance lenses for microchiprifzation, surgical microscopes and
instruments for ophthalmic diagnosis and therapgye Tarl Zeiss group is represented in
more than 100 countries, with factories in Eurdderth America, Central America and
Asia. Carl Zeiss AG is fully owned by the Carl ZeiSoundationQarl Zeiss Stiftung)in
the fiscal year ending 30 September 2008, the coynganerated revenues of €2.7 billion.
It has around 13,000 employees in more than 30tdeanincluding more than 8,000 in
Germany.

The Carl Zeiss group consists of many subsidia@zs] Zeiss IMT Corporation
produces CNC coordinate measuring machines andrsoféemplete solutions for
multidimensional metrology. Carl Zeiss Meditec A$an integrated medical technology
company with two main areas of business activiphtbalmology and neuro/ENT surgery.
Carl Zeiss SMT AG produces semi-conductors. CaidZ¥ision GmbH is active in the
area of ophthalmic products (Carl Zeiss AG, 2008).

In terms of collective bargaining structures, tlmnpanies in Carl Zeiss AG are
regulated by different systems and bargaining udital Zeiss Jena GmbH is covered by
the metal sector’'s collective agreement in Thuangivhile companies at Oberkochen,
Gottingen, Wetzlar, and other GmbHs in Jena haveogmstion agreements
(Anerkennungstarifvertragewith the local chapters of IG Metall. Carl Zeibseditec
orients its terms and conditions of employment witbtal-sector agreements, but is not
formally covered by them.

While the 2007-08 financial year was very succds$futhe first quarter of the
financial year 2008-09 the company reported a massiop of between 30 and 40 per cent
in orders at its semiconductor division for compuwtkips, affecting 1,600 employees. In
order to adjust staffing, management plans to madke of savings in working time
accounts, transfers of employees to other compaaines part-time working, which would
affect about 50 per cent of the workforce. The nemmiif temporary agency workers has
already been reduced. The management and worksitbane agreed to negotiate on the
introduction of short-time work for temporary stalff was reported in the media that in
other companies of the group, short-time work wdaddin on 1 January 2009. In Jena the
company has already applied for short-time workiluthe end of June 2009
(Auftragseinbruch, 2009).

In spring 2009, the company announced that it heehbhit hard by the global
recession, deteriorating in the second quartenefihancial year 2008-09. The hardest-hit
areas were semiconductors and industrial measuténgruments as well as intermediary
products, with significant reductions in ordersaeue and profitability. By contrast, other
divisions such as Carl Zeiss Meditec AG and thes microscopes and optronics were
fairly stable. In total, however, the company wobiklmaking losses. As the cost reduction
policies — especially the policies to reduce laboasts — would not be sufficient to
counterbalance the negative results in the grougp,since the management board did not
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see any signs of economic recovery, the boardedvihe trade union IG Metall and the
works councils to enter into negotiations on cesluctions (Carl Zeiss AG, 2009b).

3.6.2 Negotiations

On 1 April 2009, the Zeiss management asked thalmeettor trade union and the group
works council to start negotiations to tackle thifiallt economic situation. The
negotiations were intended to go beyond the posipent of the collectively-agreed wage
increases from May to December 2009.

The group works council discussed different optifarsdealing with management’s
request. On the one hand the negotiations couttklegated to the IG Metall; on the other
hand, the group works council could negotiate fbp@duction sites and companies with
or without rights of veto for individual locatiom®mpanies. The former option was chosen
and the works council authorized the board of IGd¢o coordinate the negotiations.

On 12 May 2009, the company told the public thatrtianagement board had asked
the works councils and the trade union represestito negotiate a social plan
(Sozialplan, a reconcilement of interestsinteressensausgleigh and additional
negotiations for a separate collective agreement ‘package to tackle the economic
situation’ Gesamtpaket zur Bewadltigung der wirtschaftlichetuadion). In total, the
company asked for a short-term reduction in labmasts of about €120 million. Even
redundancies would not be excluded. The chairpeo$dhe Carl Zeiss AG management
board said that priority would be given to securingure business prospects for the
company and keeping as many jobs as possible. ®hmpany would use all possible
means to maintain the know-how of its employeesl|(@giss AG, 2009b).

IG Metall announced that management had informedwtbrks councils about its
plans to reduce the workforce by as many as 10(Qfloy@es, and that the company could
not exclude the possibility of redundancy or thesate of entire factories. Subsequently,
the union established a centralised collective diangg commission Tarifkommissioh
with 60 members covering all Zeiss factories inr@any. Each of the factories elected
delegates to this commission. The collective baiggi commission elected 35 members
to the negotiation commission/érhandlungskommissipnBoth commissions included
representatives of all factories (IG Metall, 2009b)

The main cornerstones of the union’s negotiaticatasyy were:
« No redundancies and no factory closures.

« Maintenance of the number of apprentices, includivegtakeover of graduated
apprentices.

e A contribution to securing the liquidity of the cpamy (Christmas bonus and
holiday pay) only if there was a fair chance ofagpent after the crisis.

* A mostly equal contribution by all production sitesd occupational groups.

As a goodwill gesture, IG Metall agreed to postptre collectively-agreed 2.1 per
cent wage increase due on 1 May 2009. A final dmtigbout the postponement was to be
taken at the latest in mid-June 2009 and only théme negotiating process could justify
this commitment (IG Metall, 2009b).

In May 2009 the Carl Zeiss companies were facing@ine in revenue of between
40 and 45 per cent and a decline in orders of m1v@®& and 50 per cent. As management
intended to reduce the cost of holiday wages i2@mich were to be paid out before the
summer vacations, time was pressing and they aled/orks councils at decentralized
level to advance negotiations on the social plAsghis endangered the solidarity between
the different locations and companies, IG Metaticessfully insisted that there would not
be any parallel negotiations.
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The first meeting between the collective bargairengimission and the Carl Zeiss
management took place on 28 May 2009. From theppetive of the employee
representatives, the objectives of the meeting weodtain reliable information on (1) the
background of the economic problems, (2) potemtiabs of cost reductions, and (3) the
company’s future strategy for the factories andjédr security. During the meeting, 1G
Metall made clear to management that it would riag@t@bout reductions only on terms
and conditions of employment that had been coiteltiagreed (e.g., the postponement of
pay increases, postponement of holiday pay, aboliwf the Christmas bonus, etc,) if the
company agreed to (1) a no-redundancy clause, (Reantee for the existing factories,
and (3) collective bargaining coverage for aredhiwithe group which had so far not been
covered by collective bargaining (IG Metall, 2009a)

IG Metall reported that the company’s demands #dyolr-cost reductions had
increased from €120 million in mid-May to €160 rigii by the end of May. The company
was unwilling to provide employees with a no-redamcly clause, was unwilling to give
guarantees for production locations, and would exdce collective bargaining coverage
only if it was cost-neutral (IG Metall, 2009a).

3.6.3 The agreement

On 11 June 2009, management, trade unions and veorkscils finalised a collective
agreement after 26 hours of intensive negotiatittriscluded the following provisions:

e The collectively-agreed wage increase of 2.1 pet w®uld be postponed from
1 May 2009 to 1 March 2010.

*  The lump sum payment of €122 for 2009 would be ebed.

* All employees at subsidiaries bound by collectigeeaments would forgo 75
per cent of holiday pay and the Christmas bonu2G@9, and would forgo
holiday pay in 2010. This provision would not apply apprentices or to
employees in partial retirement.

» Employees and managers who were not covered bgctiok agreements
would make a contribution equivalent to the conttitn made by employees
covered by the collective agreements. Managemeuntdaeertify to 1IG Metall
that this had taken place.

e For the business years 2010-11 and 2011-12 (dfierekpiry of the no-
redundancy clause) there would be a bonus systeohwdiccording to certain
performance-related criteria, would provide for ifiddal profit-sharing by
employees.

« In exchange for these concessions, the managemgesgdanot to make any
employees redundant for economic reasons until §tegnber 2010. In the
case of overcapacity and lack of orders, the compalh respond by moving
towards short-time working. The details were leftlte negotiated with the
works council.

e For the subsidiaries in Wetzlar, the managementvanéiforce representatives
were starting talks on a new strategy for the faesoin 2009. While these
factories were faced with imminent closure, theiparad agreed that by mid-
2010 the works councils, IG Metall and the managemauld develop a joint
rescue strategy.

e If the economic situation should deteriorate sigatftly, all parties would start
talks immediately.

e The parties agreed that the current number of atipes would be maintained
for all factories (Carl Zeiss AG, 2009a; IG Met&Q09c).
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The parties agreed that the trade union and CatAdéeditec AG would negotiate a
new company collective agreement, to be conclugegilbDecember 2010. It was implicit
in this decision that the three largest subsidsadgkthe Carl Zeiss group would now be
covered by collective agreements.

After approval by the collective bargaining comrossand the board of the trade
union, the agreement came into force at all CaitdZeubsidiaries covered by collective
agreements on 29 June 2009. For subsidiaries wetrex by collective agreements, the
management and works councils would check durirgftitiowing weeks whether and
how the concessions could be implemented for thedts. The no-redundancy clause
would be valid for all employees in the Carl Zagssup (Carl Zeiss AG, 2009a).

4. Discussion

The current financial and economic crisis is unpdented in German post-war history in
terms of causes as well as breadth and magnituishepaict. The fact that it does not fit the
traditional categories of structural or cyclicalses adds to the uncertainty and uneasiness
faced by business, social and political actors.

4.1 The research process

In terms of the research conducted for this papés,uncertainty had several implications.
In the process of contacting potential case-stumiypanies, works councils, and trade
unions, the researcher was faced by a generataeketo participate in the project, to talk
openly about ongoing processes, and to providerrdton and statements which might
be rendered out of date the next day by new deweaops. At Arcandor, for example,

which has applied for insolvency, new reports altbetsituation surface almost every day,
revealing new aspects of the process of failurehin group over the past decade. In
contrast to earlier research conducted on comparel-lpacts on employment and
competitiveness in the 1990s, this reluctance existven at companies with a history of
employment-related agreements.

4.2 General concerns

The magnitude of the impact of the crisis on comydarances (in some cases, assets were
quickly disappearing, sometimes literally overnjglaind the effects of the unprecedented
decline in demand (at Carl Zeiss for example, witenmand dropped by 50 per cent) —
considered impossible before the crisis — all to@nagement by surprise and required a
learning process. Companies that were still highlgfitable in 2008 faced a serious
demand crisis, which rendered recent restructuratjvities useless. Others faced
increasing difficulty in renewing credit lines. &te company level, managers, workforce
representatives and trade unionists found (anbfistd) themselves standing with their
backs against the wall, facing entirely new andmfinknown situations.

As far as public policy is concerned, there areeshserious issues and many open
guestions. Most policies increase public spendiagsively. Given the likely decrease in
public (tax) income due to the crisis, this autdoadly translates into an increase in public
debt. What will happen after the general election®7 September 2009? Will there be a
change in policy, especially as far as the supfmorpublic spending is concerned? How
will companies react? What will happen if policissch as on short-time work expire
before the crisis ends? What are the long-termamences of the crisis for the social
security system? Will the current subsidies distooimpetition and thus affect the
competitiveness of the German economy? These issiu@msld not be forgotten when
discussing and analysing company-level policies,ttey go beyond the immediate
concern of company-level labour relations.
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Collective agreements by definition occur only imganizations covered by
collective bargaining or which have works coundiisvould be interesting to compare the
cases discussed in this paper with the experieate&®mpanies not covered by these
labour relations institutions. Another impedimerd generalizations concerns the
international dimension. Each of the case-study paonies was part of a multinational
organization — the impact of the financial crigistlie foreign subsidiaries and operations
and how this is being addressed also bears exaomnnat

4.3 Company-level issues

The five companies studied in this paper come fdifferent sectors (ranging from
breweries to optics), involve different trade urgofirom NGG to Ver.di), resorted to
different labour relations strategies (from activeeactive on the part of management and
workforce representatives), involve different redidn mechanisms (collective
agreements and/or works agreements), represestatiff company situations (profitable
vs. acute crisis), and have different outcomesgfren from no-redundancy clauses to
massive increases in severance pay). The casestdi thus illustrative of different types
of situations and agreements rather than repreasen{a the research method sense of the
term).

The company cases offer many insights and raisariaty of questions. In general,
companies facing declining demand appear to firghaest all human resource
management policy options that offer flexibility.m®ng other policies, companies
resorted to reducing the peripheral workforce:eioample, contracts with temporary work
agencies are cut, temporary employees are not ezhegraduated apprentices are not
taken on, and/or a hiring freeze is put in placalyQ@vhen this option is exhausted do
companies take action which affect the core woddoi hus far, German companies have
been very cautious about making core employeesndatht. This might be the result of
public incentives, especially the support of shione working. Another factor might be
the recent experience with shortages of skilledlaband the associated fear of being
unable to fill those vacancies after the crisipeesally in light of demographic changes in
the workforce.

The causes of the difficulties faced by the fivenpanies are diverse. In general, a
direct link between the financial crisis and thereagnents concluded could not be
established. In the case of Postbank, privatizatienwell as the restructuring of the
banking sector (e.g., future cooperation with DelutsBank) and internal reorganization
within the Post AG group have had a significant agtpon the agreements. The future
takeover by Deutsche Bank is part of the restriguof the German banking sector,
which is accelerated in part by the financial stidh the case of Arcandor AG, the
company was already experiencing more or lessigedificulties in the two years before
the start of the crisis. On the other hand, thécdities of obtaining loans and extending
credit lines were possibly exacerbated by the <r@sid contributed to the decline of
Arcandor AG.

In the case of Daimler AG, the drop in demand &vgé cars and other vehicles can
be ascribed to a large extent to the financialead contributed to the difficulties that led
to the cost-cutting agreement of 2009. But agdie,dompany has a history of collective
bargaining on employment, and the company alsochhdsa number of difficulties in the
recent past, not least in relation to the mergeh w&ihd then separation from the US car
producer Chrysler. At Carl Zeiss, it was mainly thidoreseen severe drop in demand for
its products and the difficulties in financing d@perations that led to the company’s current
situation. At InBev Germany, it is not yet clearetimer the agreements were precipitated
by the financial crisis or by other factors relateccompany policy. One might argue that
the takeover of Anheuser Busch during the beginmhghe financial crisis caused the
restructuring plans, as the new company needednémde the deal and also increase
productivity and efficiency in its operations.
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It is clear, though, that the financial crisis decates restructuring activities. What
appears to be new is the speed at which changdalang place, the unprecedented drop
in demand for products, and the subsequent diffasiin financing company operations.

These findings raise a number of issues. Genemaidnagement appeared to have
been taken by surprise by the extent of the crigishe process of adjustment, the HRM
seems to have increased in strategic importancethircompanies. Considering the
structural complexity of some of the organizatiasswell as their situations, highly skilled
HRM staff have become vital in dealing with theustural complexity of some of the
organizations as well as their situations. Anothsue concerns the role of the supervisory
boards. In Arcandor, public discussion has begutodhke role of the supervisory board
members in controlling the activities of the mamagat board.

Several of the companies studied, especially Argarahd Postbank, had gone
through extensive reorganization in the previouaryeAs a result of the processes of
restructuring, outsourcing, insourcing, changethenlegal status, as well as mergers and
acquisitions, the complexity of the companies’ aigational structures increased
dramatically. In the case of Arcandor, the numbferampanies has risen from three about
10 years ago to several hundreds today. Collettargaining systems at the company
level also changed in the process. Arcandor, Car$sZand Postbank all have highly
complex collective bargaining systems, with a nplittity of collective bargaining units.

4.4 The process of collective bargaining

The agreements that have been concluded in thedirganies are the result of complex
negotiations, regarding not only the collective emgnents but also works agreements,
social plans, and reconciliation of interest agreets. Disentangling the strategic

processes that went into the negotiations is destgihg task and one that is beyond the
scope of this report.

Formal agreements (which are put in writing and etinrmes made available to the
public) are different from those resulting from dnhal bargaining behind the scenes
(information on which is not available to the pghliln companies experiencing acute
crisis, the official agreement may include standsahs and regulations; there may also be
informal agreements in the background between likef aegotiators of both sides, which
are kept secret from other managers, the workfand union functionaries (and
researchers). One can imagine that in situationBigifi uncertainty, negotiators make
projections concerning different future scenariagreeing informally on their possible
courses of action in order to be prepared forahéualities.

The collective bargaining processes for compangllesgreements lead to a
strengthening of the role of centralised bargairanthorities within the company, which
implies a centralisation of collective bargainirigifee company level. Again, it would be
very interesting to compare these agreements wlid nulti-employer collective
agreements in greater detail. At Postbank and Almarit became clear that there were
spill-overs in the negotiations between differeatdaining units in terms of bargaining
issues and demands, even where these bargainitsgb@hdbnged to different subsidiaries,
different sectors of economic activity, and differ&rade unions.

4.5 Contents of the collective agreements

As far as the results of the negotiations are awmck the degree to which the agreements
guarantee jobs and employment varies widely, randiom informal declarations of
intent, which are not legally binding, to legalljnbing employment or job guarantees.
Many of the agreements include provisions relateghéssive cost-cutting programmes, in
many cases to help the company survive. This isifiigntly different from the pacts on
employment and competitiveness in the second alfen1990s, where the context of the
respective was not so much the survival of the whmiganization as (international)
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competition for investment and production betweebsgiaries within one multinational
group.

Given the complexity of company-level collectiverdmining systems, it is not
surprising that some companies, such as DaimlerParstbank, offer differing levels of
employment security for different occupational greudivisions, or companies.

One major contentious issue in the negotiation o$t-cutting agreements is
compensation for employee contributions and comoess Employee share ownership
schemes and profit-sharing systems are among thigoss offered.

Another concern is the relationship of companydeagreements to industry-level
agreements. As reported in the previous secti@enctiiective bargaining structure of the
five companies is quite complex, and has increasedmplexity during recent years, due
to mergers and acquisitions and company reorgamizathus, companies may be covered
by different collective bargaining units at the satime, depending on the establishment
and sometimes even the occupational group. Whelesiry-level collective agreements
are relevant, the described company-level collectiv works agreements either comply
with the industry-level agreements and extend tH@&B InBev GmbH), or relate to
opening clauses included in the industry-level exiile agreements (Daimler AG, Carl
Zeiss AG, Arcandor AG). This is in line with thegament that the German industrial
relations system is adapting and providing flexipifor actors at the enterprise level to
adapt to change (Haipeter & Lehndorff, 2009).

As far as the relationship between public policstackling the crisis and the
reported company-level agreements are concerneblicppolicies operate in the
background rather than relate directly to the camggavel agreements. Short-time work
has bought the companies and employees time td sm#pe situation. The Arcandor and
Postbank agreements were concluded at the begimfitige crisis, before the German
government passed two stabilization packages aagted labour market policies. The
agreement at Daimler and AB InBev include provision additional payments in cases of
short-time work.

4.6 Trade union challenges

These agreements involve challenges for the tradens as well. While concession
bargaining has always been a matter of controvamsgng trade unionists, cost-cutting
agreements are a specifically problematic as diffscult for the trade union to sell the
reductions in collectively-agreed terms and coodgiof employment to its members as an
outcome of successful negotiations. This difficuttgeds to be understood against the
background of traditional, proactive trade uniorligies on improvement of terms and
conditions of employment. That may explain why etr@le unions that have traditionally
focused on wage increases have put the maintenaineeployment on top of their
bargaining agenda. Yet there may be another readgnbargaining on employment is
currently a top priority for the unions. In an eoaric situation where the unionized sector
of the economy, including metal and engineeringesamassive job losses, the latter
threatens the unions’ membership base, and thos finance.

One specific challenge for the trade unions in tlegotiation of cost-cutting
agreements is maintaining solidarity between théemint production locations and
different occupational groups, as illustrated ie @arl Zeiss case. Another challenge,
especially in organizations with a complex orgatizel structure, is to fully understand
management strategy in order to react effectivielymost agreements, the trade unions
reacted to the demands of management. In the ABJrdAse, it was the trade unions that
pushed for negotiations on employment in face strueturing plans of management.
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5.

Conclusions and outlook

The objective of this research report was to dbseceand discuss recent public policy
initiatives and company-level bargaining practicelated to employment as a response to
the negative consequences of the financial cidiger describing public policies to tackle
the crisis, the report introduced the cases of ¢mmpanies with collective agreements on
employment.

Part 2 of this report described a number of pufdilicies for avoiding meltdown in
the financial sector, stabilizing the economy biymatating demand, and providing
incentives for companies not to make employees naaiot. Apart from the dramatic
developments surrounding the likely collapse of thgpo Real Estate company in
September 2008, with the coalition of governmerd arivate banks bailing out HRE,
existing policy instruments have been adapted amended to cover a longer period of
time, for example the extension of short-time wogkup to 24 months. Other policies
such as the car scrapping subsidies (reportediyggestion developed by IG Metall) are
new. At the time of writing (mid-August 2009), theacroeconomic situation appears to be
stabilizing, possibly supported by public policytistives. Public policy so far has focused
on policies in favour of keeping employees at wetkhancing their skills, and increasing
their employability in time of crisis.

With respect to the company-level collective agreets introduced in part 3 and
discussed in part 4, attention was paid to cooperdiargaining solutions as part of a
strategy of enterprise survival (e.g. in case afafwdor). To different extents, all company
cases relate to trade-offs among wages, workingsha@amd job security. As far as
company-level reactions to crisis situations araceoned, management seems to try to
avoid or delay redundancies in the core workforng existing flexibility instruments
that have been further developed and refined dwemptst decade. Many companies are
making workers redundant only as a last resort. g2ones covered by collective
agreements and/or works councils are using colieair works agreements to negotiate
(labour) cost reductions while providing the wonkfe with limited no-redundancy
guarantees.

In many cases, it is difficult to establish a dirdiok the financial crisis and a
company’s crisis situation, as there are many opwtential determinants of company
failure. At the minimum level, the financial crigizakes it more difficult in many cases for
companies to finance their operations; it has ¢ethassive drops in demand for products
and services, and it appears to accelerate thetagedtructure and to reorganize.

So far the industrial relations system in Germasyadapting to the economic
pressures posed by the crisis, providing actorthetenterprise level with the ability to
govern change and craft agreements that saverjudigtain incomes and ensure ongoing
enterprise viability. The role of government hagrberitical in stabilizing the economic
situation and buying the company-level actors timadapt. In this respect, company-level
bargaining is part of a packaged response to magaghange within the German
industrial relations system, not a panacea.

While there are tentative signs that the econoitu@ison in Germany is stabilizing,
the impact on the labour market is likely to detete in the autumn and winter of 2009-
2010, as there is generally a time lag between gd®min employment and output. The
extent to which the situation itself will changeyradepend to a large extent on how public
policy will continue stabilization policies and dowe its employment policies in the face
of increased public dept. As more companies exhiest flexibility options, company-
level bargaining on cost-cutting programmes inmefior no-redundancy clauses is likely
to increase, at least in companies covered byatoleeagreements and works councils.
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