INVESTOR’S BASICS

Employees and Social Security
Germany is internationally known for its highly qualified,
motivated, and conscientious workforce. Employers are free
to tailor the recruiting process to their individual needs. Only
a few guidelines need to be observed; such as offering jobs
in a non-discriminatory manner (meaning that employers
are required to hire on an equal opportunity basis without
discrimination in terms of race, ethnicity, gender, religion,
conviction, disability, age, or sexual orientation). Recruitment
services are offered by the Federal Employment Agency
(Bundesagentur für Arbeit), which provides its services free
of charge and operates job centers in all large towns and
cities in Germany. There are several programs offering extensive public support for hiring employees.

Employment Models
Regular Employment
Regular employment contracts are unrestricted and can
be terminated by a written letter of termination, provided
a mandatory notice period has been observed. In a regular
employment contract, employer and employee usually
agree upon a six-month probationary period during which
the contract may be terminated by either party at any
time with two weeks’ notice.
Fixed-term Contracts
Fixed-term contracts expire automatically on a specified
date without a formal dismissal requirement. It is for the
employer to decide whether to renew the contract or not.
Fixed-term contracts are generally limited to a maximum of
two years and may be extended up to three times provided
the total duration of contract does not exceed the maximum
of two years. During the first four years of a company’s existence in Germany, employment contracts may be limited or
extended several times up to a total duration of four years.
Temporary Employment
Temporary employment means that a company leases
employees from a temporary employment agency. The
employee is legally employed by the temporary employment
agency and receives the salary from them – as no contractual
relationship exists between leasing company and employee.
General working conditions such as weekly working hours
and wages are usually determined in collective agreements.
They can modify the “equal treatment”-principle of leased
employees and permanent staff to a limited degree. The service contract between the hiring company and the temporary
employment agency regulates the duration and terms of
termination of service of the employee in the hiring company.
The statutory maximum hiring term for the same leased
employee at the same company generally is 18 months.
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Wage Level Development
Germany is known for very stable labor costs. Since 2009,
wages have risen in most European countries (EU-28), with
the growth rate averaging 2.23 percent in the manufacturing
sector. While some countries – particularly those in eastern
Europe – experienced a rise of close to or more than five percent, Germany recorded one of the lowest labor cost growth
rates within the EU at just 2.18 percent.
Wages are generally subject to individual negotiations. It
must be noted that a general minimum wage of EUR 9.35
(2020) an hour applies. Higher minimum wages may be set
in certain industries (e.g. those with universally applicable
collective wage agreements).
There are also general exemptions from the national minimum wage. For instance, the following group categories are
not covered by the minimum wage regulation:
· young people under 18 years of age,
· students completing compulsory internships/
internships up to three months,
· long term unemployed (one year or longer)
for the first six months in employment.

Growth of Labor Costs in Manufacturing 2009-2018
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Social Security

Payroll Accounting

In Germany, core social security provision is collectively
financed by means of a process of redistribution. The current
costs for pensioners, sick people, those in need of nursing
care, and unemployed people are paid directly from contributions by employees and employers alike. The contributions
are roughly shared equally by employer and employee with
the exception of accident insurance costs which are solely
borne by the employer. Each share corresponds to approximately 20 percent of the employee's gross wage.

Employees in Germany receive a net wage – meaning a
salary from which tax and social security contributions
have already been deducted.

Components of Social Security Insurance
The German social security insurance system consists of:
· Pension insurance
· Health insurance
· Unemployment insurance
· Nursing care insurance
· Accident insurance
Common funds exist for all social security components. Only
the statutory public health insurance provider can be chosen
individually by the employee. Employees can also choose
to opt out of the statutory health insurance in favor of a
private health insurance scheme subject to satisfaction of
a minimum monthly gross salary level.

Allocation of Social Security Contributions (SSC)

Employer's Share of SSC
approx. 20%
of gross wage

Employee's Share of SSC

Employee's gross wage

approx. 20%
of gross wage

FACTS & FIGURES 2020 | gtai.com

Pension insurance
Health insurance
Unemployment insurance
Nursing care insurance
Accident insurance

Wage Tax
Employees pay wage tax (Lohnsteuer) – a special term for
the income tax paid by employees. The employer is obliged
to deduct the wage tax due directly from the salary of
the employee and to pay it to the tax office. This must be
completed electronically with authentication on a monthly,
quarterly or annual basis depending on the amount of total
wage tax. To obtain the electronic certificate required for
authentication, the employer has to register him or herself
and all employees electronically at the "Elster" online tax
portal (www.elster.de).
Social Security Contributions
Social security contributions are also withheld by the employer after calculation of the gross wage and transferred
to the employee's health insurance company (which passes
on the contributions excluding accident insurance to all
relevant parties). The employer must register each individual
employee with their respective health insurance company.
The company number (Betriebsnummer) is a prerequisite for
registration. Employers must apply for a company number at
the Federal Employment Agency Saarbrücken.
Statutory accident insurance contributions have to be transferred separately by the employer to the Employer's Liability
Insurance Association (Berufsgenossenschaft). To do so, the
employer has to register separately with the Berufsgenossenschaft in advance.
International Social Security Agreements
In order to facilitate the international transfer of employees,
Germany has signed social insurance agreements with countries including Australia, Brazil, Canada, China, India, Israel,
Japan, South Korea, Turkey, and the USA.
Within the EU, the posting of employees is facilitated by
EU regulations. This allows transferred employees to remain
within the national social insurance system of their home
country if they are relocated to Germany for a certain time.
In this case, the employer does not have to pay German
social security contributions for the employees temporarily
located in Germany.

CONTACT

Investor Support Services
The Tax & Legal Services team is part of Germany Trade &
Invest's Investor Support Services division. A team of experts
supports foreign companies seeking to establish a business
in Germany with information about Germany's tax and legal
system. Information provided addresses the questions most
often posed by international companies regarding incorporation; corporate taxation; entry and residence regulation; and
employee and social security obligations.

For questions on how to establish your business in Germany
please contact us at invest@gtai.com
For more information about the tax and legal framework
in Germany please visit our website:
www.gtai.com/investment-guide

The Investor Support Services division also provides a range
of other services including financing and incentives information support and industry-specific market analyses.
The Investor Support Services division has more than a
decade of experience and a proven track record in helping
international companies set up their business operations in
Germany.
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