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ABSTRACT

Post-Unification Wage Growth in East Germany*

Following monetary union with West Germany in June 1990 the median real
monthly wage of prime age East German workers rose by 83% in six years. I
use the German Socio-Economic Panel data to investigate the determinants
of this wage growth and some of its implications. For the 1990–1 period I find
that the biggest gainers were low-wage workers generally, and women and
the less educated specifically. In the 1991–6 period the biggest gainers were
women and the better educated. Job changing rates were high: a majority of
workers had changed jobs by 1996. The return to job changing, particularly
changing to a job in the west, was high in 1990–1 but fell greatly in the later
period, so that overall only 18% of wage growth was due to job changing
within the east and 7% to east-west job changing.
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NON-TECHNICAL SUMMARY

Following monetary union with West Germany in June 1990, the median real
monthly wage of East German workers aged 18–54 rose by 83% in six years,
with inflation measured by the consumer price index. The median real wage
rose by 112%, with inflation measured by the producer price index. On the
other hand, the employment rate fell from 89% to 73% for this age group. The
overall employment level, influenced by early retirements, fell by about one-
third between 1989 and 1992, when it stabilized. Although East Germany’s
employment fall is not striking by European transition economy standards, it is
an outlier in terms of wage growth, the least dissimilar country being Poland,
where real product wages rose about 25% in the years following transition.

The East German wage rises, coming on top of the wage rise implicit in the
decision to unify the currency at a one for one exchange rate, were pushed
through by the powerful union structure imported from the west. The unions
could have had several motivations initially and were not necessarily
interested in the welfare of easterners only. One motivation, of which the
government approved, was to use wages as the engine of convergence
between east and west, in the interests of equity. Other aims may have
included restraining immigration from east to west and preventing eastern
firms from undercutting western prices. Many economists have inferred a
causal link between the post-monetary union wage rises and the employment
falls, as well as the low levels of outside investment in the east. Unions
counter that wage increases are beneficial as the incentives to invest in
human capital are raised.

Some of the aggregate wage arguments have implications for the distribution
of wage growth. Since employment falls have been greatest among the
initially low paid, particularly women, wage growth should be highest for those
of this group remaining employed in order to be consistent with unions
reducing employment. This argument also implies that workers with the
highest wage rises should be at shrinking firms. Conversely, for wage rises to
stimulate human capital investment, presumably the wage rises should be
highest for the skilled. The relative wage gains of those moving to the west
may be studied to see how the return to moving west changed as eastern
wages rose. The extent to which increases in the welfare of East Germans
have been tied to moving west is of interest to workers in other transition
economies, who face legal and language barriers to similar migration.

Whatever the effects of the high aggregate wage level, it is important that the
distribution of wage gains be conducive to the restructuring of the economy
away from heavy industry and industry making poor quality goods towards the
service sector and more modern industrial sectors. All formerly communist



European countries had a large downturn in the labour market around 1990,
reflecting aggregate shocks such as the loss of export markets. Any long-run
recovery is dependent upon a reallocation of resources, which in the short
term may prolong the difficulties in the labour market. This reallocation in turn
depends on privatization of firms and investment in capital generally and
appropriate returns in the labour market to changing jobs. In the initial
disequilibrium period one might hope to see high job turnover accompanied by
high returns to moving. In later periods, turnover rates and the return would
likely fall. Given the large and enduring employment fall, high mobility rates for
those remaining employed would not be enough to make analysts assess the
East German labour market positively, but would give more cause for hope
than if mobility rates were low. Mobility could also be related to employment
other than as a reflection of employment reallocation. High mobility might
indicate that the flexibility to change jobs was necessary for success in the
labour market and might suggest that some individuals who ceased working
did so because they lacked this unobservable flexibility.

In this paper I examine year-to-year wage growth and its relation to individual
characteristics, migration, job changing and, where possible, employment. I
use longitudinal data from the German Socio-Economic Panel for 1990–6 for
this purpose. I am not aware of existing papers that exploit the longitudinal
aspect of this data (or any other) to examine wage determinants in East
Germany.

The determinants of wage growth changed as time progressed. Wage growth
between 1990 and 1991 was much higher for those with a low 1990 wage,
which was reflected in the larger wage gains of women and those in lower
paid educational groups. The relationship between initial wage and wage
growth was weaker for the 1991–6 period, where year-to-year wage growth
was largest for women, the well-educated and younger workers. The relative
wage gains of women were small compared to their relative employment
losses, however. The relation between initial wage and wage growth,
particularly for workers staying with the same employer, points to the influence
of unions on the wage structure, as is confirmed by the slower wage growth at
firms that in later years withdrew from the bargaining process. No relation is
found between wage growth and employment growth at the worker’s firm,
however. This could result, however, from firms with low employment growth
disproportionately choosing to leave the bargaining process and achieve lower
wages.

Job changing rates are found to be higher than in West Germany and
cumulatively to affect a much larger proportion of workers: of those working in
both 1990 and 1996 only 40% had not moved to a different firm by 1996,
compared with 70% in the western sample. This suggests that considerable
restructuring has occurred and contrasts with the results of Boeri and Flinn



(1997), who find low mobility compared with Italy in the Czech Republic,
Hungary and Poland. In 1990–1 workers moving to the west or changing jobs
within the east experienced large wage gains compared to stayers. Even in
this period, however, the wage gains of stayers were large enough to
dominate overall wage growth. In later years returns to moving fell, as did
moving rates. Thus, over the 1990–6 period only 18% of wage growth for the
sample examined was associated with a job change within the east, while 7%
was due to movement to West Germany to work. The share of wage growth
due to job changing for a West German sample was not much lower, at 22%.
Although changing jobs was not necessarily the key to large wage gains in
any given year, the fact that a majority of those working in both 1990 and 1996
changed jobs suggests that being flexible enough to change may have played
an important role in remaining employed at all.
























































































