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Summary

Using OLS and quantile regression methods and rich cross-section data sets for western and
eastern Germany, this paper demonstrates that the impact of works council presence on labor
productivity varies between manufacturing and services, between plants that are or are not
covered by collective bargaining, and along the conditional distribution of labor productivity.
No productivity effects of works councils are found for the service sector and in manufactur-
ing plants not covered by collective bargaining. Besides demonstrating that it is important to
look at evidence based on more than one data set, our empirical findings point to the efficacy
of supplementing OLS with quantile regression estimates when investigating the behavior of
heterogeneous plants.

1. Motivation

In Germany, workers in establishments with at least five permanent employees have the
right to elect a works council. Works councils have substantial information, consultation,
and even codetermination rights. These rights as well as the number of councilors – both
full-time and part-time – are increasing in establishment size (measured by the number of
employees). Note that works councils while mandatory are not automatic and, as a practi-
cal matter, their presence is sporadic in smaller establishments and near universal in large
plants with 500 workers or more (for details, see Addison/Bellmann/Schnabel/Wagner
2004).
In theory, works councils can be expected to have both positive and negative impacts on
various dimensions of firm performance, such as labor productivity and profitability. The
reason resides in the two faces of works councils: On the one hand, works councils can
use their powers to delay or modify management decisions and shift rents to the employ-
ees. On the other hand, they can also improve the efficiency of the establishment through
productive information exchange, consultation, and codetermination. A canonical refer-
ence for the theoretical discussion of these issues is the Freeman and Lazear (1995) model
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