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ABSTRACT 
 

Works Councils, Quits and Dismissals in Germany 
 
We examine the relationship between works councils and two different types of employment 
separation: dismissals by the firm and voluntary quits by employees. Based on representative 
data from the German Socio-Economic Panel, we find a negative relationship between works 
councils and both kinds of separation. This is particularly true for skilled blue collar as well as 
qualified white collar workers compared to employees in other job categories. Additionally, 
we find first hints for a positive relation between works councils and the relevance of 
severance payments in the case of dismissals. 
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Works Councils, Quits and Dismissals in Germany 
 
 
 

 

I Introduction 

The stability of employment relationships is an important issue for both employees and firms. 

On the one hand, employee quits cause problems for firms through vacancies, so that 

retention is a frequent objective. On the other hand, dismissals in the form of firm-initiated 

separations can lead to dramatic monetary and non-monetary problems for the individuals 

concerned. In many countries, the decisions of firms and/or employees are supposed to be 

affected by institutions such as works councils. Works councils act at the establishment level 

and are endowed with various opportunities of participation, ranging from simple information 

rights to extensive codetermination rights. In Germany, works councils have considerable 

bargaining power derived from the Works Constitution Act (WCA), which can be applied to 

voluntary quits and to dismissals. While works councils have no direct impact on voluntary 

quits, they may use their participation rights regarding other issues in order to have an indirect 

influence on voluntary quits. In contrast, works council may have a direct influence on 

dismissals. 1 

 

Previous work has examined the relationship of works councils and employment separations 

in general, but has abstained from a direct distinction between quits and dismissals. Early 

studies have relied on cross-section data from establishment surveys and tended to find a 

negative relationship between the existence of works councils and the separations rates in 

firms (e.g. Frick 1996, Backes-Gellner et al. 1997, Addison et al. 2001, Dilger 2002, Frick & 

Möller 2003, Pfeifer 2007). Panel estimations of firm-level data suggest that job security, 

                                                 

 

 

1 There is also a literature on other consequences of works councils for firms and employees, such as firms’ 
productivity, investments and growth, or employees’ wages and job satisfaction (e.g. Addison et al. 2001, Zwick 
2004, Wagner et al. 2006, Kraft & Lang 2008, Jirjahn 2010, Addison et al. 2010, Grund & Schmitt 2013). 
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measured as the expected increase in establishment size, is not associated with the foundation 

of a works council (Beckmann et al. 2010). Two studies incorporate the employee perspective 

by using longitudinal linked employer-employee data (Boockmann & Steffes 2010, Hirsch et 

al. 2010). Boockmann & Steffes (2010) investigate determinants of job duration for male 

employees in Germany. Accounting for firm fixed effects, empirical results exhibit that works 

councils are negatively related to transition, both into unemployment and into new 

employment. Distinguishing between subgroups of employees (but not types of transition), 

the relation holds true for skilled blue collar workers in particular, but not for white collar 

workers. Hirsch et al. (2010) show that the negative relation between the existence of works 

councils and separation rates is more pronounced for male employees. These studies do not 

distinguish directly between quits and dismissals, though. 

 

This paper adds to the relationship between works councils and personnel separations and 

aims to provide a contribution on an individual data basis. Data from the German Socio-

Economic Panel (GSOEP) for the years 2001 and 2006 are used. In contrast to previous 

studies, the impact of works councils is examined on individual dismissals and voluntary quits 

respectively. We also have a look at the relevance of severance payments for dismissed 

employees. Since certain groups of employees may benefit from a works council’s existence 

more than others, it is also analysed whether subgroups of employees with respect to sex (men 

vs. women) and occupational status (different groups of blue collar and white collar workers) 

are affected in particular.  

 

The remainder of this paper will proceed as follows: Based on the institutional background 

and theoretical considerations, we derive hypotheses for the relationship between works 

councils and both individual dismissals and voluntary quits in general and for certain 

subgroups of employees in section II. Then, data, variables and the methodology will be 

described in section III before we present and discuss the results in section IV. Section V 

concludes. 
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II Institutional Background, Theoretical Considerations and Hypotheses 

 

The rights of German works councils are laid down in the Works Constitution Act (WCA). 

According to this law, works councils can be set up in all establishments with five or more 

permanent employees. They have to be initiated by the employees themselves. As a 

consequence they are not present in all appropriate establishments. The actual presence of 

works councils depends on characteristics such as firm size, firm age and sex composition of 

the workforce (Addison et al., 2003). In contrast to German unions, which bargain at the 

industry level, works councils act at the establishment level and are not entitled to call a 

strike. The WCA does not allow wage negotiations, in order to limit distributional conflicts on 

the establishment level. However, works councils may use their extensive information and 

consultation and codetermination rights for many other issues in order to pursue rent-seeking 

activities.  

Works councils have extensive codetermination rights in what are called “social matters”, 

including the introduction of new payment methods or new technologies designed to monitor 

employee performance, the regulation of working time as well as health and safety issues. 

Also, works councils are equipped with consultation rights in areas such as manpower 

planning and changes in work processes, the working environment and job content. Their 

participation rights concerning financial and economic matters are limited to information 

provision. Works councils may therefore use these rights for employees’ well-being and 

employee retention. 

Works councils are also endowed with substantial consultation and consent rights with respect 

to individual dismissals. Every dismissal has to be discussed with the works council. This 

includes the firm having to provide reasons for a dismissal to the works council. If an 

employer fails to consult the works council, the dismissal is legally null and void (§ 102 (1) 

WCA). Works councils may give their consent, remain silent, express their misgivings or put 

forward a contradiction. A works council is required to consult the employees in question 

before it takes a stand, if this is deemed necessary (§ 102 (2) WCA). A works council can 

oppose a dismissal if the employer has either disregarded or failed to take social aspects 

sufficiently into account. Moreover, a works council can object to a dismissal if the employee 
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could be kept on in another job within the same firm or in another plant or branch of the same 

company. A works council can also object to a dismissal if the employee could be kept on 

after a reasonable amount of further training or after amending certain terms of the contract (§ 

102 (3) WCA). The opinion of the works council is not binding for the employer, though. If 

the works council has lodged an objection, the employee is entitled to continued employment 

until a final judgment or a settlement has been made (§ 102 (5) WCA). In the case of 

wrongful dismissal from a court’s view, employees have the right to reinstatement. Since 

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

dissolve an employment contract and obligate an employer to pay a financial compensation in 

terms of a severance payment.2  

Furthermore, the employer has to inform the works council of any proposed alterations that 

may include substantial disadvantages to the workforce or a large part thereof. This includes 

both the timetable for the implementation as well as the number of affected employees (§ 111 

WCA). In the case of a collective dismissal, the employer is obliged to pay compensation to 

the affected employees. According to § 112 WCA, an employer has to negotiate a social plan 

in firms with more than 20 employees at the request of a works council. If the employer and 

the works council do not reach an agreement concerning a social compensation plan, both 

may ultimately submit the case to a conciliation committee. Besides the financial burden on 

the company, the conciliation committee has to take social criteria into account when making 

its decision. As compensation for any financial disadvantages, such as an income reduction or 

loss of firm pension schemes, an employee will receive a severance payment. 

This characterization of the institutional background indicates that German works councils are 

endowed with substantial bargaining power which may affect dismissal decisions of firms and 

also employees’ decisions to quit their jobs. 

                                                 

 

 

2 However, it has to be noted that a court decision is not necessary to secure a severance payment. Employers 
usually aim to avoid such court procedures, because they are worried about their reputation (Grund, 2006). Both 
parties can reach a mutual agreement, including severance payments, with the help of a court but without any 
official decision. Hence, employees will be offered a severance payment if they agree to a termination of their 
employment contract.  
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Due to their specific consultation and consent rights in the case of individual dismissals, 

works councils can prevent or at least delay dismissals. Works councils are supposed to act as 

safeguards against employer opportunism and as protectors of employees’ rents (Backes-

Gellner et al. 1997). If deferred compensation in the sense of Lazear (1979, 1981) is relevant, 

works councils may prevent firms’ opportunistic behaviour in terms of terminating long-term 

employment relationships (Jirjahn 2009), for instance. 

Works councils may also foster the formation of internal labour markets and human capital 

investments (Ellguth, 2006) and therefore reduce dismissal rates indirectly. Due to rising 

investments in firm-specific human capital, firms do not have to poach employees from other 

firms within the same sector. Besides, Pfeifer (2010) argues that internal labour markets and 

promotions serve as an instrument to allocate employees more efficiently. Since firms learn 

more about employees’ abilities and working attitudes, information asymmetries will be 

reduced and a better job matching will follow.  

Moreover, dismissals may be less likely in firms with a works council, since the latter 

increases separation costs for the former. In the case of a works council’s objection to a 

dismissal, an employee is entitled to continue working until a judicial decision or a settlement 

has been reached. In addition to court costs, for the employer judicial decisions may include 

severance payments for affected employees. These considerations hint at higher separation 

costs in those firms with a works council. Therefore, an employer may tend to abstain from a 

dismissal in such an environment. 

Finally, Dilger (2002) and Ellguth (2006) argue that works councils are interested in stable 

employment relations in order to secure their re-election. Therefore, a works council should 

act in the interests of the core workforce. Works councils may use their bargaining power 

derived from codetermination rights in order to keep an employer from dismissing employees. 

To sum up, the following hypothesis can be stated: 

 

Hypothesis 1: Dismissals are reduced by works councils. 

 

A works council cannot force an employee to stay in a firm, since works councils do not have 

veto rights concerning voluntary quits. However, a works council may affect voluntary quits 
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indirectly. Various considerations are feasible, indicating a negative correlation between 

works councils and voluntary quits: 

Analogously to unions (see Freeman and Medoff, 1984), works councils act as a collective 

voice institution in the sense of Hirschman (1970). This enables employees to express their 

dissatisfaction with certain working conditions rather than quitting their jobs. If the employer 

is interested in such decentral information, and thus in adjusting the working conditions with 

respect to employees’ preferences, employees’ job satisfaction increases. This may lead to 

lower voluntary quit rates.  

Works councils may also play an important role in fostering trust and cooperation between 

employer and employees (Addison et al., 2001; Frege, 2002; Jirjahn and Kraft, 2007). 

Communication between the employer and the employees of a firm is deemed to be relevant 

in at least two ways: First, works council may attenuate opportunistic behaviour and foster 

trust between employer and employees via the screening of information that is provided by 

the employer. This is of particular importance in the context of an employer’s report with 

respect to economic difficulties and a higher demand in working effort. Without a works 

council, employees do not exactly know whether the employer is merely feigning a crisis or 

whether the firm is exposed to a real threat. Secondly, employees may not reveal information 

about potential performance-enhancing innovations to the employer if they fear that this 

information will be used to their disadvantage in terms of job losses or increased workload. 

However, a works council’s right of codetermination as to how to use such information can 

impede an employer from taking advantage of employees’ information in terms of innovative 

proposals. Summarizing, employees will not increase their effort or cooperate if an employer 

cannot credibly commit to taking their interests into account. An existing worker 

representation may foster trust and cooperation between employer and employees and thus, 

inter alia, employees’ job satisfaction will be increased and voluntary quits reduced.  

Additionally, fairness considerations may be relevant. Not only the result of decisions but also 

the decision-making process is crucial for employees. Respect and appreciation from the 

employer influence employees’ motivation and job satisfaction positively (Frey et al., 2004; 

Jirjahn and Tsertsvadze, 2006). An existing works council may therefore lead to an increase 

of procedural fairness from the employees’ view, an increase in employees’ job satisfaction 

and a reduced voluntary quit rate. To sum up, the following hypothesis can be derived: 
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Hypothesis 2: Employee quits are reduced by works councils. 

 

If works councils are negatively associated with both dismissals and voluntary quits by 

employees, the question arises as to whether certain groups of employees benefit more than 

others from the presence of a works council. Sex differences as well as employees’ 

occupational status will be examined more closely. 

Some arguments hint at the fact that works councils are more inclined to represent the 

interests of male employees (Hirsch et al., 2010). First, their share of the workforce is 

traditionally higher than that of women is. Hübler & Jirjahn (2003) as well as Addison et al. 

(2003) show that an increasing share of men in an establishment is positively associated with 

the probability of a works council’s existence. Second, works councils members are, for the 

most part, men. The share of male works councilors is even higher than their employment 

share. Following the similarity-attraction paradigm (Byrne, 1971), works councils support 

employees with similar characteristics and therefore use their rights to reduce the number of 

dismissals of men rather than those of women.  

With respect to voluntary quits, both men and women may benefit from a works council’s 

existence. As mentioned above, works councils are more inclined to represent the interests of 

male employees. In the sense of a collective voice, works councils may get involved for the 

benefit of men, and therefore male employees will more likely abstain from leaving a firm 

voluntarily. However, works councils may also reduce voluntary quits by female employees. 

Many studies show that a works council correlates negatively with a gender wage gap 

(Gartner and Stephan, 2004; Heinze and Wolf, 2010; Addison et al., 2010). Hence, works 

councils foster equal treatment of male and female employees and limits potential wage 

discrimination within a firm. If women experience greater wage fairness as one possible 

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

 

Hypothesis 3: Dismissals and works councils are negatively related for men in  

  particular. There are no sex differences with regard to voluntary  

  quits. 
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Taking employees’ occupational status into account, a negative correlation between works 

councils and dismissals for blue collar workers may particularly be expected. If the workforce 

of a firm is characterized by a large heterogeneity concerning job conditions and interests, it 

will be difficult for a works council to balance all interests. Since blue collar workers exhibit 

similar job conditions and workload, it might be less difficult for a works council to represent 

their interests to the management (Jirjahn and Tsertsvadze, 2006). Besides, executive white 

collar employees are not covered by the WCA.  

 

Similar considerations may be relevant regarding the relationship between works councils and 

voluntary quits by blue collar workers. Direct communication with the management and 

decision participation are more difficult for blue collar workers. An existing works council 

will improve this situation and will get involved for the benefit of this subgroup of employees. 

This may lead to procedural fairness from a blue collar worker’s point of view. Pfeifer (2007) 

argues that works councils support blue collar workers by fostering contacts with supervisors. 

Works councils may even be helpful with bargaining issues. Moreover, works councils have 

codetermination rights concerning working time regulations for shift working, which are 

particularly relevant for blue collar workers. These considerations lead to 

 

Hypothesis 4: The relation of dismissals as well as quits and works councils is  

   particularly negative for blue collar workers. 

 

Finally, works councils do not have direct rights concerning severance payments for 

individually dismissed employees. However, they may use their extensive bargaining power 

indirectly to support affected employees and make the receipt of a severance payment more 

likely. In particular, individuals with bad future job prospects may suffer from income risks 

due to unemployment. A severance payment can be interpreted as temporary financial 

compensation fostered by a works council.  
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III Data, Variables and Methodology 

 

The analysis in this contribution is based on data from the German Socio-Economic Panel 

(GSOEP). Within the survey, individuals are asked about their demographics and employment 

situation in detail. They also have to respond to questions with respect to employment 

changes and severance payments as a consequence of certain types of separation. Employees 

are asked about the existence of a works council in their firms only for the years 2001 and 

2006 in the GSOEP. We restrict our sample to full- and part-time employees between 18 and 

65 years of age who work in private-sector firms with five or more employees. Civil servants 

are excluded from the analysis. In contrast to previous studies concerning works councils and 

separations, the GSOEP allows a clear differentiation between dismissals and voluntary 

quits.3 Within the wave of 2002 (2007), respondents are asked whether they have left their job 

since the beginning of the year 2001 (2006) and they have to indicate the reason for the 

termination of the employment relationship. 

 

We have a sample size of almost 9,000 observations. The vast majority of employees stay in 

their firms (0.93), whereas some report quits (0.04, n=309) as well as dismissals (0.03, 

n=234). Furthermore, these dismissed employees are asked whether they have received a 

severance payment or not. Table 1 gives an overview of the descriptive statistics of our data. 

The main focus is on the existence of a works council, which is used as a dummy variable 

(1=yes, 0=no). Focusing on the whole sample, the ratio of individuals reporting the existence 

of a works council in their firm is about 0.58. The ratio of dismissed employees as well as 

voluntary movers having a works council is much lower than that of stayers (0.3 and 0.4, 

respectively).  

 

                                                 

 

 

3 It has to be noted that the GSOEP contains additional information with regard to individual separations. 
However, other forms of separation, such as mutual agreements, retirements and temporary employment are not 
the subject of this paper.  
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In order to determine the association of works councils with individual dismissals as well as 

voluntary quits, we will also control for individual, job- and firm-based characteristics. These 

characteristics include years of schooling, dummies for sex, nationality and disability as well 

as dummies for job status (untrained and semi-trained blue collar workers, trained blue collar 

workers, foremen, white collar workers with simple tasks, qualified professionals and highly 

qualified professionals), type of working contract (part-time vs. full-time), industry (5 

categories) and firm size (4 categories). Table 1 shows considerable differences between the 

groups with regards to age, marital status, children in the household, residence in Eastern-

Germany (i.e. federal states that formerly belong to the German Democratic Republic), tenure 

(in years) or the job status, for instance. 



 

    

 

Table 1: Descriptive statistics  

  
            
      Whole Sample          Dismissals     Voluntary quits                Stayer 
Mean SD Mean SD Mean SD Mean SD 

Dismissals 0.03   1   0   0 
Voluntary quits 
 

0,04 
 

0 
 

1 
 

0 

Works council (dummy, 1=yes) 0.58 0.30 0.40 0.60 
 
Individual characteristics 
Age (in years) 41.55 9.81 39.00 11.07 34.88 9.00 41.87 9,70 
Disability (dummy, 1=yes) 0.05 0.03 0.02  0.05 
Marital status (dummy, 1=married) 0.68 0.57 0.54  0.69 
Sex (dummy, 1=male) 0.62 0.59 0.58  0.62 
Children in the household (dummy, 1=yes) 0.40 0.31 0.41  0.40 
Nationality (dummy, 1=German) 0.91 0.90 0.91  0.91 
Residence in Eastern-Germany (dummy, 1=yes) 0.21 0.34 0.17  0.21 
Years of schooling 12.18 2.51 11.46 2.14 12.73 2.72 12.18 2,50 
 
Job and firm characteristics 
Tenure (in years) 
Employment status (dummy, 1=fulltime) 

10.53 
0.84 

9.16 4.16 
0.87 

4.96 5.25 
0.82 

7.81 10.92 
0.84 

9.18 

Job position: 
   Untrained and semi-trained blue collar workers  0.17 0.29 0.17 0.18 
   Trained blue collar workers 0.20 0.25 0.16 0.20 
   Foremen  0.05 0.03 0.03 0.05 
   White collar workers with simple tasks 0.11 0.15 0.13 0.10 
   Qualified white collar workers 0.26 0.19 0.26 0.26 
   Highly qualified white collar workers 0.21 0.09 0.25 0.21 
Firm size: 
   5 - 19 employees 0.18 0.30 0.25 0.17 
   20 - 199  employees 0.35 0.45 0.40 0.34 
   200 - 1999  employees 0.24 0.15 0.18 0.25 
   2000+  employees 0.23 0.10 0.17 0.24 
Industry:  
   Public/Private Services 0.10 0.08 0.13 0.10 
   Construction 0.08 0.22 0.07 0.07 
   Financial/Corporate Services 0.14 0.12 0.18 0.14 
   Retail/Tourism/Transportation 0.24 0.26 0.34 0.23 
   Manufacturing 0.44 0.32 0.28 0.45 
Concerns about job security:         
   Not concerned at all 0.40  0.37  0.46  0.40  
   Somewhat concerned 0.45  0.42  0.42  0.45  
   Very concerned 0.15  0.21  0.12  0.15  
Observations 8.757   234 309 8.214 
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IV Empirical results 

 

We start our analysis with some bivariate comparisons. In our multivariate analysis, we apply 

a multinomial logit model. The determinants of dismissals and quits are reported compared to 

the reference group of stayers. Apart from simply analysing the relation of the existence of a 

works councils and dismissals as well as quits, we also interact the works council dummy 

with sex and job status (six dummies for blue and white collar jobs). 

As a first indicator, the fraction of dismissals of and quits by employees in firms with and 

without works councils is examined. Table 2 shows that the dismissal rate is considerably 

lower for employees in a firm with a works council (0.01 compared to 0.05 in firms without a 

works council). This is also true for voluntary quits (0.02 compared to 0.05) and the 

differences hold true for both men and women. The differences are somewhat more 

pronounced for dismissed men. Lower quit and dismissal rates with regard to job position are 

especially observable for trained blue collar and qualified white collar workers. 

 

Table 2: Fraction of dismissals and of quits by employees in firms with and without 
      works councils 

Dismissals   Quits 
Whole sample works council 0.014 

*** 
0.024 

*** no works council 0.046 0.053 

Male works council 0.011 
*** 

0.022 
*** no works council 0.051 0.052 

Female works council 0.020 
*** 

0.028 
*** no works council 0.042 0.054 

Untrained and semi-trained blue collar workers  works council 0.032 
*** 

0.030 
** no works council 0.070 0.053 

Trained blue collar workers 

 
works council 0.010 

*** 
0.014 

*** no works council 0.065 0.048 

Foremen works council 0.008 
** 

0.024 

no works council 0.036 0.019   

White collar workers with simple tasks 

 
works council 0.028 0.030 

* no works council 0.047 0.054 

Qualified white collar workers works council 0.008 
*** 

0.023 
*** no works council 0.039 0.054 

Highly qualified white collar workers 

 
works council 0.009 

* 
0.031 

*** no works council 0.018 0.064 

Notes: * significant at 10%; ** significant at 5%; *** significant at 1% based on a two group mean comparison t-test. 
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In the following multivariate analysis, we examine whether these results also hold true when 

controlling for a number of individual- and job-based characteristics. A multinomial logit 

approach is applied as mentioned above. It can be argued that the existence of a works council 

may not only correlate with dismissals and voluntary quits in general, but for men and 

qualified employees in particular. Hence, the particular relationship between works councils 

and dismissals as well as voluntary quits for several subgroups of employees is examined by 

using interaction terms. 

 

The works council variable is the variable of particular interest. The results of model (1) in 

Table 3 show that works councils are negatively associated with dismissals of as well as with 

quits by employees. This is in line with hypotheses 1 and 2. Interacting the sex and works 

council dummy in model (2) shows that the negative relationship of dismissals and works 

councils is somewhat lower and only significant on the 10 percent level for women. The 

interaction effect for men is negative as expected, but not statistically significant on a 

reasonable level. Separate estimations for men and women show a higher significance for 

men. For the case of voluntary quits, the coefficient of the interaction term is anything but 

significant. Although we cannot find a significant interaction effect for dismissals, the results 

at least do not contradict our hypothesis 3. 

 

The particular relationship of works councils and separation rates concerning employees’ 

occupational status is analysed in model (3) of Table 3. Unskilled and semi-skilled blue collar 

workers without a works council serve as a reference category. There are indeed some 

differences between jobs. The negative relationship both for dismissals and quits is especially 

pronounced for trained blue collar workers as well as for qualified white collar employees. 

Therefore, the results are, at most, only partly in line with hypothesis 4. Works councils may 

not just care for the interests of the group of blue collar employees, but also worry about 

qualified employees, who are regarded as success factors of firms. The subgroup of highly 

qualified professionals is not affected in particular. This is not surprising, since the interests of 

highly qualified professionals are not included in works councils’ tasks according to §5 (3) of 

the WCA.  



 

 

 

Table 3: Multinomial logit estimations on dismissals and quits (reference group: stayer) 
 

  
(1) (2) (3) 

Dismissals Quits Dismissals Quits Dismissals Quits 

Works council (dummy, 1=yes) -0.672***(0.171) -0.386** (0.146) -0.436*(0.231) -0.372* (0.209) -0.293 (0.268) -0.103 (0.298) 

Works council * Male     -0.421 (0.302) -0.024 (0.250)     

Works council * Trained blue collar workers     -0.935** (0.443) -0.719*(0.430) 
Works council * Foremen/teamleaders     -0.310 (0.870)  0.583 (0.750) 
Works council * White collar workers with simple tasks       -0.018 (0.467) -0.411 (0.458) 
Works council * Qualified white collar workers     -0.999** (0.456) -0.383 (0.370) 
Works council * Highly qualified white collar workers          0.034 (0.525) -0.199 (0.378)  
Sex (dummy, 1=male) -0.182 (0.178)  0.082 (0.151) -0.036 (0.205)  0.094 (0.184) -0.171 (0.176)  0.090 (0.151) 
Age (in years) -0.138** (0.054) -0.110** (0.050) -0.139** (0.054) -0.110** (0.050) -0.103** (0.054) -0.112** (0.051) 
Age-squared*100  0.169** (0.001)  0.082 (0.001)  0.171** (0.001)  0.082 (0.001)  0.169*** (0.001)  0.084 (0.001) 
Disability (dummy, 1=yes) -0.283 (0.381) -0.475 (0.422) -0.284 (0.382) -0.475 (0.423) -0.283 (0.381) -0.466 (0.423) 
Marital status (dummy, 1=married) -0.073 (0.166)  0.053 (0.139) -0.072 (0.167)  0.053 (0.140) -0.082 (0.166)  0.059 (0.141) 
Children in the household (dummy,1=yes) -0.407*** (0.155) -0.005 (0.135) -0.402** (0.155) -0.005 (0.135) -0.411*** (0.155) -0.012 (0.136) 
Nationality (dummy, 1=German)  0.136 (0.244)  0.113 (0.222)  0.140 (0.243)  0.113 (0.222)  0.173 (0.242)  0.125 (0.222) 
Residence in Eastern-Germany (dummy, 1=yes) -0.119 (0.153) -0.475***(0.167)  0.014 (0.153) -0.475***(0.167)  0.009 (0.153) -0.478***(0.167) 
Years of schooling -0.067 (0.043)  0.067** (0.032) -0.066 (0.043)  0.067** (0.032) -0.071 (0.043)  0.078** (0.032) 
Tenure (in years) -0.088***(0.197) -0.121***(0.181) -0.088***(0.197) -0.121***(0.018) -0.088***(0.021) -0.122***(0.018) 
Employment status (dummy,1=fulltime)  0.268 (0.237) -0.217 (0.216)  0.264 (0.237) -0.122 (0.187)  0.275** (0.236) -0.031 (0.188) 

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

Trained blue collar workers -0.369* (0.198) -0.217 (0.216) -0.374 (0.211) -0.218 (0.216) -0.080 (0.247)  0.057 (0.271) 
Foreman/teamleader -0.616 (0.393) -0.162 (0.388) -0.631 (0.410) -0.164 (0.388) -0.485 (0.466) -0.428 (0.558) 
White collar workers with simple tasks -0.195 (0.244) -0.336 (0.232) -0.186 (0.243) -0.335 (0.232) -0.149 (0.291) -0.172 (0.291) 
Qualified professional -0.435* (0.226) -0.253 (0.209) -0.436* (0.226) -0.253 (0.209) -0.105 (0.264) -0.084 (0.263) 
Highly qualified professional/managerial position -0.640** (0.307)  0.011 (0.253) -0.648** (0.307)  0.009 (0.253) -0.667* (0.387)  0.091 (0.310) 

  Firm size (base category: 5-19 employees)   

20 - 199 employees  0.036 (0.173)  0.062 (0.157)  0.032 (0.173)  0.061 (0.157)  0.050 (0.173)  0.070 (0.157) 
200 - 1999 employees -0.122 (0.246) -0.113 (0.206) -0.123 (0.246) -0.113 (0.206) -0.091 (0.249) -0.107 (0.207) 
>=2000 employees -0.339 (0.285) -0.176 (0.219) -0.341 (0.286) -0.176 (0.219) -0.311 (0.289) -0.166 (0.218) 

   Concerns about job security (Base category: no concerns) 
Somewhat concerned 
Very concerned                                                                                

 0.601*** (0.180) 
 1.463*** (0.198) 

 0.010 (0.132) 
-0.078 (0.202) 

 0.602*** (0.181)         
 1.461*** (0.197) 

 
 
 0.010 (0.132) 
-0.077 (0.202) 

  
 
 0.602*** (0.181) 
 1.464*** (0.198) 

 
 
 0.012 (0.132) 
-0.075 (0.202) 

Year 2001 (dummy, 1=yes)      0.390** (0.152)   0.261** (0.132)  0.394** (0.152)   0.262** (0.132)  0.402*** (0.153)  0.261** (0.132) 
Industry dummies Yes Yes Yes Yes Yes Yes 
Intercept -0.106 (1.186)  0.032 (0.967) -0.166 (1.191) -0.080 (0.983) -0.260 (1.187) -0.086 (0.975) 
Number of observations 8,757 8,757 8,757 
Pseudo R 0.139 0.139 0.142 

Notes: Robust standard errors in parentheses; * significant at 10%; ** significant at 5%; *** significant at 1%. 
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In addition, further control variables are also significantly associated with dismissals and 

voluntary quits. The results are mostly as expected: The probability of both dismissals and 

voluntary quits is negatively associated with age and tenure. Dismissals are less likely for 

employees with children in the household. Employees with higher schooling degrees quit 

more often and employees in Eastern Germany less. Concerns about job security act as a 

proxy for the economic situation of firms. Not surprisingly, dismissals are positively 

associated with these concerns. The results with respect to the works councils dummy do not 

depend on implementing the set of concerns dummies. However, the negative relationship 

between works councils and dismissals is particularly relevant for those employees who 

report a bad economic situation of their firm. Separate estimations of firm size categories 

show a slightly more pronounced relationship in small-l and medium-sized firms. 

 

As mentioned above in section 2, firms may provide a severance payment to dismissed 

employees either voluntarily or mandatorily due to an (impending) court ruling. The GSOEP 

data also contain information on severance payments for dismissed employees. Figure 1 

revisits our sample structure and complements it by the fraction and amount of severance 

payments for dismissed employees of firms with and without works councils. Since absolute 

numbers are small, we stick to a descriptive analysis here. Remember that the fraction of 

dismissals for employees in firms without a works council is three times higher than in firms 

with a works council. The existence of a works council also tends to result in a larger fraction 

of severance payments in cases of dismissal (0.25 compared to 0.14 for dismissed employees 

in firms without a works council). Given that a severance payment is provided, the median 

amount is about five times larger for employees of firms with works councils. In the majority 

of German cases, severance payments are paid in relation to previous years of tenure in the 

firm and the gross monthly wage (see Jahn 2005, Grund 2006, Goerke & Pannenberg 2010b). 

Then, so-called severance pay factors, defined by the amount of the payment divided by the 

product of the previous wage and years of tenure, can be calculated. Severance pay factors are 

slightly higher for dismissed employees in firms with a works council. The figure reports 

medians of severance pay (factors). The relations hold also for other percentiles. These results 

hint at first evidence for the assumption that works councils are also related to higher 

relevance of severance payments. This adds to the relationship of the presence of unions and 

severance payment reported by Goerke & Pannenberg (2010a). But of course, much more 
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research with more comprehensive data is necessary to confirm our assumption with respect 

to works councils. 

 

Figure 1: Sample structure – works councils, dismissals and severance payments 
 

 

 
Note: Median of respective severance payments and severance pay factors. Severance pay factor = Amount of  
 severance pay / (Years of tenure * Gross monthly wage). 
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V   Conclusion 

 

Using a large representative sample of employees in Germany, the relationship between 

works councils and employment separations is examined. Additionally, the role of severance 

payments for dismissed employees is addressed. Since works councils may affect certain 

groups of employees in particular, subgroups with respect to gender and occupational status 

are analysed. In contrast to previous studies concerning personnel turnovers, the data allow 

for a clear distinction between dismissals and voluntary quits. 

 

The results provide empirical evidence that works councils are negatively associated with 

employees’ dismissals. Taking a closer look at certain subgroups, we find, at most, slight 

hints for the conjecture that men benefit more than women from the presence of a works 

council concerning protection against dismissals. Moreover, dismissals of both trained blue 

collar workers and qualified white collars are negatively associated with the presence of a 

works council. Works councils are also found to be negatively related to voluntary quits in 

general. There are no gender differences. Again, the relationship is particularly pronounced 

for trained blue collar workers and qualified white collar employees. We find first hints that 

works councils are also related to the relevance of severance payments in the case of 

dismissals. 

 

There are some limitations to our contribution due to data restrictions. Future research may 

address the behaviour of works councils in more detail and examine the interplay between the 

collaboration of works councils and the firms’ management and types of employment 

separation. We do not have information about the reason for a dismissal, either. The 

behaviour of a works council might differ considerably when facing a dismissal on account of 

redundancy compared to a dismissal on grounds of misconduct, e.g. alcohol misuse during 

working time. It would be beneficial to have this information in order to derive causal effects 

of works councils on dismissals and severance payments in depth. 
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